
INSURANCE BOND TAXATION  
IN AUSTRALIA 



This document outlines the key benefits of holding a life insurance bond as 
an Australian national returning to Australia, or a foreign national moving to 
Australia.  This document does not cover the tax position of a capital redemption 
bond.  
 
An insurance bond can be used as an offshore savings platform whilst living 
overseas, and has tax benefits when held by investors who are already Australian 
resident, or intend on becoming resident in the future.  

An investment-linked insurance bond is used as a long-term savings vehicle, 
and is adaptable to the different stages of an investor’s lifetime. For example, an 
investor working overseas may open an insurance bond with their accumulated 
surplus income and wealth, and at retirement, or at an earlier time in which 
withdrawals are needed, withdraw a regular income or lump sum from the bond. 
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Non-Tax Benefits 
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As well as the tax benefits which are detailed in this 
guide, an insurance bond has the following non-tax 
benefits;

• Holds a wide range of financial assets such 
as mutual funds, shares and bonds within an 
administratively simple platform. 

• Multi-currencies available.  

• Option to appoint a professional fund adviser.  

• Simplified Anti-Money Laundering for ongoing 
administration.  

• Ability to flee to cash in uncertain markets, and 
reinvest quickly.  

• Reduced dealing terms and able to access 
investments which may not usually be 
available to retail investors. 

• Ability to transfer and consolidate a range of 
existing financial assets (such as shares). 

• View the portfolio bond account online and 
access valuations. 



Tax Benefits 

Australian residents pay taxes to the Australian 
Tax Office (ATO) on their worldwide assessable 
income, and assessable income includes a 
‘bonus’ from a life insurance policy. Insurance 
bonds generally accrue bonuses, which are 
the profits generated by the policy, or to put it 
another way, the capital growth of the policy.  

Insurance bonds are designed to be held for 
at least ten years, and if held for more than 
10 years, there are attractive tax benefits for 
Australian residents. Insurance bonds can 
be funded either by a lump sum or regular 
premium.  

For policies which commenced after 7 
December 1983, there is an eligible period of 
10 years, and the taxation of any bonus, upon 
surrender, is as follows: 

• Year 1 – 8 = 100% of bonus added to 
assessable income  

• Year 9 = 2/3rds of bonus added to 
assessable income 

• Year 10 = 1/3rd of bonus added to 
assessable income 

• Year 11 onwards = bonus not assessable 

The eligible period does not restart if your Australian 
residency status changes. For example, if you were in 
the 9th policy year, and then became an Australian 
tax resident, the eligible period would not restart.   
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Additional contributions can be made at any 
time. However, from a tax perspective, additional 
contributions could result in a new 10-year eligible 
period.   
 
Single Premiums 

If an additional contribution is more than 125% of 
the contribution paid in the previous policy year, the 
eligible period will restart. For example, if $100,000 
was invested in the first policy year, a maximum 
of $125,000 could be invested during the second 
policy year, without restarting the eligible period. If 
no contributions were made in policy year two, any 
contribution made in year three would automatically 
restart the eligible period.  

Regular Premiums  

Regular premium policies are taxed in the same way 
as single-premium policies. However, if premiums 
were to increase by more than 25% of the previous 
year’s contribution, the eligible period would restart. 
For example, if the monthly premium was $1,000, in 
the second policy year (assuming all premiums were 
paid in the first year), the monthly premium could 
increase to $1,250, without restarting the eligible 
period.  
 
If the policy is on a ‘premium holiday’, reinstating 
contributions will most likely restart the eligible 
period. Care should also be taken when monthly 
premiums are missed.  

Tax on Death 

There is no income tax payable in Australia on the 
death benefit. For example, if the death benefit is 
101% of the policy value, and the policy is valued at 
$1,000,000, the death benefit of $1,010,000 would be 
paid without any liability to income tax.  

Reporting to  
the ATO 

There is no requirement for policy owners to report 
bonuses, income, or growth on their annual tax 
returns to the ATO, unless a withdrawal has been 
taken during the policy year. There is no tax liability 
when switching investments within the bond, and no 
requirement to report individual holdings to the ATO. 
This makes the insurance bond an administratively 
simple investment vehicle. For residents of Australia, 
the premiums are not eligible for tax relief. 

Additional  
Contributions 
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Case Study 1 

Peter, age 45, is an Australian national, living and 
working in the Middle East. Peter intends to work 
for another 15 years, and then retire in Australia. 
Peter has a lump sum of $400,000 to invest, which 
he would like to earmark for retirement in 15 
years’ time. Peter commenced a single-premium 
insurance bond on 1st October 2010. The eligible 
period will end on 30th September 2020. Therefore, 
if Peter was to partially or fully surrender his policy, 
on, or after 1st October 2020, the bonus would not 
be included in his assessable income. 

If Peter decided to invest a second premium on 1st 
October 2012, the eligible period would restart. 
This is because the second premium is more than 
125% of the previous policy year’s contribution 
(contributions between 1st October 2011 and 30th 
September 2012 are $0). Peter may decide that 
restarting the eligible period is not a concern, as he 
does not intend on making any withdrawals until 
he retires, which is after the eligible period ends.
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Case Study 2 
In 2010, Lisa invested $500,000 into a 
single premium policy whilst living in 
Europe. Shortly after, Lisa accepted a 
job offer in Australia, and became an 
Australian resident for tax purposes. In 
2018, Lisa requires $100,000 from her 
policy to fund some home renovations. 
The policy value is now $650,000, and 
Lisa would like to know the tax position 
for a $100,000 withdrawal.  

The capital element of the withdrawal 
is not taxable, only the proportionate 
amount of the bonus will be taxed. It is 
not possible to withdraw the capital or 
bonus in isolation, as each withdrawal is 
seen to be part capital, and part growth.  When Lisa submits her tax return, $15,385 would be added to her assessable income and taxed at her marginal 

rate of income tax. 

If Lisa decided to fully surrender the policy in the 10th year, when the value is $600,000. The bonus would be 
assessed for tax in the following way.

Assessable Bonus = (Partial Surrender / Current Surrender Value) x Bonus x 2/3rds 
Assessable Bonus = ($100,000 / $650,000) x $150,000 x 2/3rds
Assessable Bonus = $15,385

The partial surrender is taking place during the 9th year, so 2/3rds of the bonus will be 
included in Lisa’s assessable income, and is calculated as follows:

Assessable Bonus = (Surrender Value + Previous Withdrawals) – (Premium + Previously Taxed Bonus) x 1/3rd 
Assessable Bonus = ($600,000 + $100,000) – ($500,000 + $15,385) x 1/3rd 
Assessable Bonus = $61,538

Lisa will need to include the bonus amount of $61,538 on her tax return as part of her assessable income. If Lisa 
had waited until the 11th year, the bonus would not have been assessable. 
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For a full list of the regulatory status of deVere Group, please go to www.devere-group.com/regulatorydisclosures • This material is for information purposes only and does not constitute an invitation, offer or solicitation 
to engage in any investment advice or recommendation, or an offer of solicitation for a transaction in any financial instrument. The material may not be suitable for you, and you should therefore always seek professional 
independent financial advice before making a decision to invest in any product. The information provided and contained in this promotional material is believed to be reliable as at date of issue, but is subject to change 
without notice and makes no representation as to the completeness or accuracy of the information or of any opinions expressed. 
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