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Investment bonds – an alternative to super 
 
A number of changes came into effect on 1 July 2017 that limit the amount of money those saving for 
retirement can put into super. This includes new limits on concessional (or before tax) and non-concessional 
(or after tax) contributions. 
 
The limit on concessional contributions has been reduced from $35,000 to $25,000 per annum and the limit 
on non-concessional contributions has been reduced from $180,000 to $100,000 per annum. 
Additionally, the threshold where an extra 15 per cent tax (total of 30 per cent) is paid on concessional 
contributions applies to anyone earning $250,000 or more of ‘income for surcharge purposes.’ This threshold 
was previously $300,000. 
 
In light of these changes, high income earners (those earning $250,000 and above) may now feel compelled 
to consider alternative investment structures outside of the superannuation environment that offer similar 
tax-effective benefits. There are a number of options which may be useful in minimising or deferring tax, such 
as a family trust, or setting up a private company to hold investments, but for those on high incomes one of 
the more cost-effective, flexible, and tax-effective options may be an investment bond. 
 

 
 
What is an investment bond? 
Investment bonds (also known as insurance bonds or growth bonds) have features similar to a managed fund 
combined with an insurance policy and can be tax-effective for those on high incomes  providing certain rules 
are followed. 
 
Most investment bonds offer investment options such as cash, fixed interest, shares, property, infrastructure, 
or a range of diversified investment options, with risk levels ranging from low risk to high risk. The value of 
the investment bond will rise or fall with the performance of the underlying investments. 
 
A long-term investment strategy 
An investment bond is designed to be held for at least 10 years and you can make additional contributions 
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over the life of the insurance bond. To make the most of the tax benefits, each year you can contribute up to 
125% of your previous year's contribution. 
 
Withdrawals 
Money can be withdrawn from the investment bond at any time, however if you withdraw your money before 
the 10 years is up, some of the income may be taxable, depending on when the withdrawal is made. If no 
withdrawals are made in the first 10 years, any earnings on the bond will be tax-free. 
 
10-year rule 
Investment bonds are tax-paid investments. This means when earnings on the investment are received by the 
insurance company, they are taxed at the corporate tax rate (currently 30%) before being reinvested in the 
bond. This can make insurance bonds a tax-effective long-term investment for those with a marginal tax rate 
higher than 30%. 
 
If you hold the bond for at least 10 years the returns on the entire investment, including additional 
contributions made, will be tax-free subject to the 125% rule.  If you make a withdrawal within the first 10 
years, the rate at which earnings in the investment bond are taxed will depend on when you make the 
withdrawal. 
 
The 125% rule 
Investors in investment bonds can make additional contributions each year. As long as the contribution does 
not exceed 125% of the previous year's contribution, it will be considered part of the initial investment. This 
means each additional contribution does not need to be invested for the full 10 years to receive the full tax 
benefits. 
 
If contributions are made to the investment bond that exceed 125% of the previous year's investment, the 
start date of the 10 year period will reset to the start of the investment year in which the excess contributions 
are made. You will then have to wait a further 10 years from this date to gain the full tax benefits.  If you do 
not make a contribution to the investment bond in one year, any contributions in following years will reset 
the 10 year rule. 
 
If you are approaching (or have reached) your superannuation contributions limits and would like to find more 
about investment bonds and whether one may be suitable for you, please contact us. 
 
 
Source: Capstone. This article contains extracts from ASIC’s Moneysmart website. 
 


