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Superannuation law sets out who a death benefit is
payable to, whilst taxation law sets out how a death
benefit is taxed. Death benefit tax can apply if
superannuation is paid to a non-tax dependant.
This means that when adult children inherit your
superannuation, they will likely have tax to pay. To
reduce this potential liability, many consider the
use of a re-contribution strategy.

The main purpose of this strategy is to increase the
tax effectiveness of your super when it is inherited,
resulting in more of your superannuation benefits
passing to nominated beneficiaries. A tax rate of up
to 17 per cent can be incurred as indicated below.

Components Tax Rate if Tax Rate if
Passed Passed
to Tax to Non-Tax

Dependant Dependant
Taxable Nil 15%*
Component
Tax-Free Nil Nil
Component

*Plus 2% Medicare levy if applicable. Note that the Medicare
Levy is payable where the lump sum death benefit is paid
directly to a beneficiary, but isn’t payable via a deceased
estate.

The tax liability depends on the underlying
components of the super fund balance. Generally
speaking, most funds are made up of ‘taxable’ and
‘tax-free’ components. The taxable component
arises due to tax-effective contributions (such as
employer and personal concessional
contributions). The tax-free component arises due
to personal after-tax contributions (including
downsizer contributions). The taxable component
is the portion that will attract the 17 per cent tax rate
(15 per cent plus 2 per cent Medicare levy). The
tax-free component is inherited tax free.

To undertake this strategy, an individual withdraws
part of the super benefit and re-contributes that
money back into the fund. When you put the funds
back they go in as a non-concessional contribution
(NCC) which forms part of the tax-free component.
This means your adult children will pay no tax on
the amount you re-contribute.

Importantly, when withdrawals are made from
superannuation the amount is proportionally
weighted with respect to their taxable and tax-free
components.

Legislation changes that commenced back in July
2022 increase the flexibility around re-contribution
strategies. People aged between 67 and 75 are
able to make non-concessional concessional
contributions to super without meeting the work
test. This includes the three-year NCC bring-
forward arrangement of up to $330,000 in a single
financial year (subject to the Total Super Balance
on June 30 of the previous financial year).

The work test presently only applies for 67-74-year
olds who wish to claim a tax deduction relating to
their personal super contributions.

Ricardo (70) has $1,000,000 in super with a 60%
taxable component and 40% tax-free component.
As his spouse has previously passed away, his
ultimate beneficiaries are now two adult children.
Upon death, the children will receive the $400,000
tax-free component with no eventual tax, whilst the
taxable component exhibits up to 17% tax payable.

Ricardo withdraws $330,000 from the member
benefit and uses the funds to make a non-
concessional contribution of $330,000 in the days
that follow. This means that upon withdrawal,
$198,000 comes out of the taxable component and
$132,000 is taken from the tax-free component.
The impact of this strategy is shown below as a
death benefit tax saving of $33,660 is made.

Amount Amount
Before After
Strategy Strategy
Taxable $600,000 $402,000
Component
Tax-Free $400,000 $598,000
Component
Death Benefits $102,000 $68,340
Tax Payable

If you need to know more or wish to discuss your
situation further, please contact your adviser.
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This publication is current as at time of preparation.
Past performance is not a reliable indicator of
future performance. Any outlooks in this publication
are predictive in character. Whilst every effort has
been taken to ensure that the assumptions on
which the outlooks given in this publication are
based are reasonable, the outlooks may be based
on incorrect assumptions or may not take into
account known or unknown risks and uncertainties.
The results ultimately achieved may differ
materially from our outlooks. Material contained in
this publication is an overview or summary only and
it should not be considered a comprehensive
statement on any matter nor relied upon as such.
The information and any advice in this publication
do not take into account your personal objectives,
financial situation or needs and so you should
consider its appropriateness having regard to these
factors before acting on it.

This publication may contain material provided
directly by third parties and is given in good faith
and has been derived from sources believed to be
reliable but has not been independently verified.
We are not responsible for such material. To the
maximum extent permitted by law: (a) no
guarantee, representation or warranty is given that
any information or advice in this publication is
complete, accurate, up-to-date or fit for any
purpose; and (b) neither Euroz Hartleys Limited, or
its representatives, is in any way liable to you
(including for negligence) in respect of any reliance
upon such information or advice. It is important that
your personal circumstances are taken into
account before making any financial decision and
we recommend you seek detailed and specific
advice from your adviser before acting on any
information or advice in this publication. Any
taxation position described in this publication is
general and should only be used as a guide. It does
not constitute tax advice and is based on current
laws and our interpretation. You should consult a
registered tax agent for specific tax advice on your
circumstances. For further information on any
issue discussed in this publication, or on any
financial matter, please contact your adviser.



