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Question 1

“Is your tax optimised rate of 10-15% because of 
franking credits or other reasons?”

Answer:

The estimated long-term effective tax rates quoted are based 
on the tax management process that Generation Life employs 
in managing the tax positions of the various investment 
options. 

Part of this is due to managing and obtaining the benefit of 
franking credits, however, our process also involves managing 
the tax trading arrangements to reduce the level of assessable 
income that would be taxed.

Question 2

“Tax free transfers, can this be from person A to an 
unrelated person B?”

Answer:

Investment bonds are able to be transferred to any person 
or entity, whether related or not. The transfer occurs without 
any capital gains tax (CGT) event provided the transfer is 
undertaken for nil consideration.

Question 3

“If a client invests in a tax effective investment 
option with 10-15% tax and withdraws at year 
2, do they still get the 30% tax offset on the 
withdrawal?”

Answer:

Yes. Fixed under the tax legislation, the 30% tax offset is 
calculated based on the taxable component of the withdrawal 
made. The tax offset is automatically calculated by the ATO. 
This is independent of the level of tax actually paid within 
the investment bond itself. The tax offset can be used by the 
investor to the extent that they have a tax liability. 

Question 4

“Can an investment bond be setup after death when 
a Testamentary Trust is in place?”

Answer:

A Generation Life investment bond can be established 
and held by any form of trust arrangement, including a 
testamentary trust, family trust, fixed trust or an estate itself.

You asked... we answered.  
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Question 5

“Please explain the investor protection piece when 
a investor invests in an investment bond structure.”

Answer:

If an investment bond is owned by an individual and the 
investor or their spouse (including de facto spouse) are 
nominated as a life insured, the investment will receive 
protection from creditors in the case of bankruptcy (provided 
the intention wasn’t to defeat creditors). 

This protection under the Bankruptcy Act 1966 (Section 
116 ) applies to the investment bond itself as well as any 
proceeds from the investment bond received on or after the 
date of bankruptcy. There is no cap or limit on the value of the 
investment bond that is protected.

Question 6

“How could the proposed trust taxation reforms 
affect wealth structures?”

Answer:

The proposed changes to the taxation of discretionary trusts 
could significantly affect how Australian families and business 
owners manage investments and income. If introduced, a 
minimum 30% tax on distributions to beneficiaries would 
reduce one of the key advantages traditionally associated 
with discretionary trusts - the ability to distribute income 
across beneficiaries in different tax brackets. 

As a result, many investors could possibly benefit from 
considering a broader mix of investment structures that may 
provide tax efficiency, simplicity and long-term certainty. 
Alongside superannuation and traditional investments such as 
shares and property, investment bonds can play an important 
role as a tax-effective, long-term wealth accumulation solution 
that is not reliant on income distribution strategies to create 
tax-effective outcomes.

Question 7

“After 10 years, what are the tax obligations for an 
Investment Bond?”

Answer:

There are no further tax obligations after 10 years on any 
withdrawals from an investment bond provided that the 10 
year period is not reset (by a contribution which exceeds 
125% of the previous investment year’s contributions). 

Question 8

“If a trust owns an investment bond and the 
investment bond is held for more than 10 years, 
can the proceeds be distributed to beneficiaries 
without any additional tax liability?”

Answer:

Yes, once an investment is held for 10 years or more (without 
reset), there is no tax assessable amounts for a trust to 
declare. 

The proposed changes imply that only assessable income 
will be taxable under the proposed discretionary trust 
arrangements. The objective is for there to be less focus on 
the use of testamentary trusts for income splitting and more 
focus on non-tax driven needs. 

Alternative structures may be considered including investment 
bonds which provide a simple accumulation and distribution 
solution where tax is paid within the structure with the benefit 
of tax offsets. 

There are also no annual distributions issues to contend 
with, as the distribution experience from an investment 
bond (through withdrawals) can be controlled by the trustee. 
Alternatively, the estate may wish to continue and hold the 
investment bond directly.
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Question 9

“How does this affect investment bonds held 
within discretionary trust in terms of tax?”

Answer:

An investment bond can continue to be held within a 
discretionary trust. Based on the releases with the Budget, 
the only likely difference will be that the trust will pay tax at 
30% on any taxable income from pre-10 year withdrawals.

While specific details have not been provided on the 
mechanics, it is expected that the 30% tax offset would be 
applied at the discretionary trust level. Resulting in a net zero 
tax liability to the trust. The final position will depend on any 
approved legislation. 

Question 10

“What are the risks of the Government changing 
legislation around insurance bonds in the future?”

Answer:

Whilst there are no absolute guarantees in life, history shows 
that investment bonds legislation has not materially changed 
since the 2001/2002 financial year, when the tax rate was 
aligned to the corporate tax rate of 30%. 

Separately, based on the Budget announcements can be said 
to evidence that the Government is seeking to set a base level 
tax rate applicable to most tax-payers, of 30%. This is the 
rate at which investment bonds are already taxed.

Question 11

“Can you explain the tax treatment of investment 
option switches within an investment bond? 
Specifically, while no personal CGT event arises 
for the investor, how are any realised capital gains 
treated within the bond?”

Answer:

While there are no personal CGT consequences at the 
investor level when switching between investment options, 
tax on realised capital gains is incurred by an investment 
bond. 

In the case of Generation Life investment bonds, we look to 
manage the impact of this through our Tax Aware process to 
reduce the level of overall taxable income that the investment 
bond is taxed on.

Separately, based on the Budget announcements can be said 
to evidence that the Government is seeking to set a base level 
tax rate applicable to most tax-payers, of 30%. This is the 
rate at which investment bonds are already taxed.
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We’re here to help

If you have any questions or would like to discuss the use of Generation Life’s Investment Bonds in your clients’ 
financial portfolios, please don’t hesitate to get in touch.

Disclaimer:

Generation Life Limited AFSL 225408 ABN 68 092 843 902 (Generation Life) is the product issuer. The information provided is general in nature and does not consider the 
investment objectives, financial situation or needs of any person and is not intended to constitute personal financial advice. The product’s Product Disclosure Statement 
(PDS) and Target Market Determination (TMD) are available at www.genlife.com.au and should be considered in deciding whether to acquire, hold or dispose of the product. 
Generation Life believes that the information in this communication is accurate and reliable, but no warranties of accuracy, reliability or completeness are given (except 
insofar as liability under any statute cannot be excluded). Generation Life does not accept responsibility for any errors, omissions or negligence or any liability that might 
arise from reliance on the information. Statements that are non-factual in nature, including projections and estimates, assume certain economic conditions and industry 
developments and constitute only current opinions, all of which are subject to change. Generation Life does not make any guarantee or representation as to any particular 
level of investment returns. Generation Life’s products can be considered as able to provide certainty and protection as its investment bonds are governed by legislation that 
has changed infrequently and they can be appropriately structured to bypass an estate and be protected in case of bankruptcy of the life insured, and its LifeIncome product 
provides a regular income for life. Investments carry risks. Past performance is not a reliable indicator of future performance.

Contact us
Investor services
1800 806 362

Adviser services
1800 333 657

Enquiries
enquiry@genlife.com.au

Simply scan the QR code to 
talk to our Distribution Manager


