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What a wonderful dilemma!  
If you’re asking yourself this 
question, then you’ve got what 
counts; financial discipline. 
You understand where your 
expenditure is going and how 
much you can save.

The simplest, and probably best advice, is that you should just do 
something. Whether you choose additional super contributions, extra 
payments on your mortgage, or a combination of both, you’ll be 
improving your long-term financial position. 

The case for super 

Any contributions to super you make today will improve your retirement. 

If you’re a member of a defined benefit fund, your first priority should 
be contributing at the level necessary to maximise your exit benefit 
formula. If you’re behind on your personal contributions, you should 
accelerate your payments to super before you consider making 
additional payments on your mortgage. 

There are significant tax advantages when you contribute to super, 
especially if you salary sacrifice. Salary sacrifice is an arrangement 
with your employer where you redirect part of your pre-tax salary into 
your super fund. It means reducing your take home pay so that you 
can benefit from extra contributions into your super. 

The immediate benefit is the potential to reduce your overall tax bill. 
That’s because these super contributions are taxed at a rate of 15%, 
which is lower than the normal income tax rate for amounts you earn 
over $18,200 per year. If you usually pay tax at higher marginal rates 
then the potential tax savings increase significantly. 

However, the initial tax savings are only part of the story. The tax on 
earnings within the super environment is also low. The maximum tax 
rate on earnings inside super is also just 15% a year and this can be 
reduced further with imputation and other tax credits. Capital gains 
in the fund are also taxed at just 10% when the asset is held over 12 
months.

When it comes time to access your super in retirement, after you turn 
60, any income or capital withdrawals are tax free. You can withdraw 
your super to pay out any mortgage still owing.

From a purely mathematical perspective, for most people making 
additional salary sacrifice contributions to super is a more effective 
strategy than making additional mortgage payments. 

This is because unless you work in a Public Benevolent Institution, 
mortgage repayments must be made from your after tax income, 
whereas salary sacrifice contributions are made from pre-tax earnings. 
If your income is between $37,001 and $250,000, then your initial tax 
savings will be at least 19.5% even before you start earning investment 
returns with super. 

The ‘before tax’ or ‘concessional’ contributions limit is $25,000.

Concessional contributions include all employer contributions, 
covering payments made under the superannuation guarantee and 
salary sacrifice. To learn more about contributions caps and salary 
sacrifice, review “Should I Salary Sacrifice” in our Basic Advice Series. 
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Don’t over analyse 

Whether you choose super contributions or extra payments on your 
mortgage, the important thing is getting started. It’s the financial 
discipline that counts.

Should I contribute
more to super or 
reduce my mortgage?

State Super Financial Services Australia Limited trading as StatePlus is the holder of 
Australian Financial Services Licence 238430, ABN 86 003 742 756. This information 
is of a general nature only and is not specific to your personal circumstances or needs. 
It is published for your interest. Before making any decisions based on this information 
you should consider its appropriateness to you. Every effort has been made to ensure 
the information contained in it is accurate. We strongly recommend that you consult a 
financial planner before taking action based on this information.

The case for reducing the mortgage 

Traditionally paying off the mortgage as fast as possible was 
considered the best investment strategy. That’s because reducing 
the mortgage decreases the total amount of interest paid over the 
duration of the mortgage and effectively equates to a risk free after tax 
return equivalent to the home loan interest rate. So if your mortgage 
rate is 6.0% pa, then that equates to a risk free before tax return of 
more than 9.0% pa for most tax payers. 

Before you start making additional payments to your mortgage, you 
should first consider what other nondeductible debt you may have, 
such as credit cards and personal loans. Generally these products 
have higher interest rates attached to them so there is greater benefit 
in reducing this debt rather than your mortgage. 

Once contributions are made to super, they become “preserved”. 
Generally, this means that you can’t access these funds as a 
lump sum until you are permanently retired after your preservation 
age (55 if you were born before 1 July 1960 and up to 60 if born 
afterwards). However, most mortgages allow you to redraw the extra 
payments, should you require access to capital. Of course, this may 
disadvantage your long-term financial position. If you’re likely to be 
tempted to redraw your mortgage, perhaps you’re better off locking it 
away in super. 

To find out more about  
how we can help you now 
and in the future call your 
member service team  
on 1800 620 305
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