
The 2005/06 Federal Budget abolished 
the superannuation surcharge, 
effective 1 July 2005. This means that 
the surcharge is no longer payable 
on contributions or termination 
payments made on or after this date.

The abolition of the surcharge can make a 
significant difference to your superannuation 
savings if you choose to salary sacrifice part 
of your gross income into superannuation. 
The attached table provides an example, 
showing the tax advantage of putting 
money directly into superannuation. 

Sara receives a direct advantage from her 
salary sacrifice of $6,400.

Speak to your financial adviser to find out 
how you can benefit from salary sacrificing 
into superannuation.

 
*  Note that the taxation calculations are based on 

2005/06 tax rates and make no allowance for the 
Medicare levy surcharge.

More super returns 
Sara is 46 and has a gross salary of $120,000 
and investment income of $4,000 in 2005/06. 
She decides to salary sacrifice $20,000 into 
her superannuation.

No salary 
sacrifice

With salary 
sacrifice of 

$20,000

Gross salary plus 
investment income

$124,000 $124,000

Less salary sacrifice $0 ($20,000)

Less tax ($41,830) ($32,430)

Net salary $82,170 $71,570

Add net superannuation 
contribution (after 
contributions tax of 15%)

$0 $17,000

Total benefit $82,170 $88,570
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While we are often told to expect the 

unexpected, most of us continue through 

life without worrying too much about the 

‘what ifs?’ It’s perfectly normal, but have 

you ever stopped to think seriously about 

those ‘what ifs?’ – what if you were involved 

in an accident and suddenly became 

incapacitated, or you developed a serious 

illness that immediately stopped you in 

your tracks?

We tend to think of ourselves as invincible 

but the reality is that no one is bullet-proof. 

We never know what is around the corner. 

Whether caused by ill health or an accident, 

a disability is almost always unforeseen and 

can seriously impair our ability to function. 

While a disability doesn’t necessarily have 

to affect your enjoyment of life, it can often 

have an enormous fi nancial impact on 

you and those who rely on your income; 

especially your immediate family.

The cost of medical assistance is often 

substantial, and restrictions on work and 

education can severely affect your capacity 

to earn a living. Also, changes to your 

lifestyle, including your home and mobility, 

can be costly to manage, and the need for 

long-term care is generally very expensive. 

So, who would pay the bills?

In a family situation, if you are the main 

salary earner in the household, your partner 

and children will be signifi cantly affected by 

any disruption to your income. In assessing 

the national picture of the extent and impact 

of disabilities on society, the Australian 

Institute of Health and Welfare (AIHW) 

found that when a primary income earner 

is disabled, the fi nancial cost of care fl ows 

on because it is generally the other family 

members who need to take on the main 

support functions.1 This reduces their own 

capacity to engage in paid work. 

The AIHW research shows that the majority 

of carers in Australia are family and friends. 

Of those carers, 21 per cent need to reduce 

their hours of work, and 11 per cent need 

to resign completely from their positions of 

employment.2 It’s important to recognise 

that the impact of disablement on you and 

your family is likely to be far-reaching.

Consider the risks3

• 20 per cent of all Australians have 

reported a disability.

• 41 per cent of Australians over the 

age of 60 need assistance because of 

a disability.

• Of the 3.8 million Australians with a 

disability, 61 per cent need some form 

of care.

• One in 10 people in Australia need 

equipment to manage their disability.

• Sources of disability are accident or 

injury (15.2 per cent), disease, illness 

or heredity (14 per cent), working 

conditions and work or over-work 

(11 per cent).

Transfer the risk

The fi nancial costs of disability can be high. 

One way of preparing for this cost is to 

transfer the risk to an insurance company. 

Total and Permanent Disability 
insurance (TPD) 

TPD covers you for disabilities that 

permanently prevent you from working. TPD 

is normally paid as a lump sum. Note that 

many TPD policies require up to six months 

of total and permanent disability before 

paying a benefi t.

Trauma Recovery insurance

Trauma Recovery insurance can help 

you cope fi nancially with the affect that a 

medical trauma, such as a stroke, can have 

on your life. Trauma Recovery insurance is 

normally paid as a lump sum and can be 

used to pay for changes to your lifestyle or 

for care that you may require because of 

the trauma.

Child trauma insurance

Some insurance policies contain a child 

trauma option. This can cover up to fi ve of 

your children (between 2 and 15 years of 

age) against certain events. 

Your fi nancial adviser can help to ensure 
you are aware of the various insurance 
options available and can advise about 
the most appropriate protection and help 
you to arrange cover.

1  AIHW, www.aihw.gov.au/disability/natpic/index.cfm

2  Older Australians at a glance 2002, AIHW, p 38

3  The 2003 Australian Bureau of Statistics Survey of 
Disability, Ageing and Carers

Disability cover: is it really worth the risk?
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Case study

Ron was a director of a large landscaping fi rm in Melbourne. His wife Marion was 

a school teacher. One night, Ron suffered a severe stroke that left him completely 

paralysed. He was admitted to hospital, where he was treated for three months, and 

then spent six months in rehabilitation.

Ron had a Total and Permanent Disability option on his Life insurance policy and 

received a total payment of $1.2 million. While he can now function independently to a 

point, he needs constant care. 

Marion insisted on caring for Ron. The lump sum insurance payment enabled her to 

retire and take up full-time care, without fi nancial hardship. The insurance money also 

allowed Marion to refi t their house, so Ron could gain access and support himself more 

easily. She was also able to purchase a van that better accommodated Ron’s needs.
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