
SALARY SACRIFICE
YOUR COMPANY PENSION OFFERS SALARY SACRIFICE. SALARY SACRIFICE IS AN AGREEMENT  

BETWEEN YOU AND YOUR EMPLOYER WHERE YOU SACRIFICE PART OF YOUR GROSS (BEFORE TAX  
OR NATIONAL INSURANCE CONTRIBUTIONS) SALARY OR BONUS IN RETURN FOR A  

NON-CASH BENEFIT SUCH AS A PENSION CONTRIBUTION.

You choose an amount to sacrifice and it is taken from 
your gross salary so you don’t pay National Insurance 
Contributions (NICs) on the amount you choose to 
sacrifice. The sacrificed amount goes into your pension 
as an employer contribution.

With a typical company pension scheme, the employee 
pays contributions into their pension plan. However, with 
salary sacrifice, you don’t make contributions direct into 
your pension plan.

Instead, your gross salary is reduced by the amount you 
want to sacrifice and this money is then paid into your 
pension as an employer contribution. Basically, this means 
that by sacrificing rather than paying directly you don’t pay 
NICs on the amount contributed towards your pension. As 
a result of salary sacrifice, your NICs will be lower. This 
may impact your State Pension.

Depending on what your employer offers, you can choose 
to either sacrifice an amount which will allow your take 
home pay to remain at the same level (as if you were 
making normal employee pension payments) and have 
your NIC saving paid into your pension, or you can keep 
your pension payments at the same level and increase 
your take home pay.

The result of salary sacrifice is:

• Exactly the same amount will be paid 
into your pension plan and your net income 
increases slightly as you pay less NICs

OR

• You pay a little extra into your pension plan 
and your net income stays the same.

Salary sacrifice is a contractual agreement between 
you and your employer.

Your employer will decide how long the agreement 
will last.  

Normally, you can’t change or stop the sacrifice during the 
agreement period but your employer may include the option 
to change the agreement if you experience a ‘lifestyle change’. 
Your employer can provide more information on this.

These payments will be shown as employer payments on 
any correspondence you receive such as illustrations or 
annual statements because you are using salary sacrifice.

The retirement benefits you receive from your pension 
plan will depend upon a number of factors including the 
value of the plan when you decide to take your pension, 
which isn’t guaranteed and can go down as well as up. The 
value of your plan could fall below the amount(s) paid in.

TAX RELIEF
If you choose to make additional personal contributions  
to the plan, outside of the salary sacrifice arrangement, 
these contributions may be eligible for UK tax relief.* 
We’ll add basic rate tax relief to the regular and single 
payments you make. Your tax relief depends on your main 
place of residence as advised by HMRC for the current tax 
year. Each year, tax relief is available on payments which 
don’t exceed your relevant UK earnings, or £3,600 if 
higher. If you’re a higher or additional rate taxpayer, you 
can claim additional tax relief via your self-assessment tax 
return. Any payments you make which are not eligible for 
tax relief will be refunded. 

The value of the tax benefits of a pension plan depend on 
your personal circumstances. Both your circumstances and 
tax rules may change in the future. 

*If you are a Scottish or Welsh taxpayer the tax relief you 
will be entitled to will be at the Scottish or Welsh rate of 
income tax as applicable.

Remember

Your employer will normally be paying their own 
contributions to your pension plan.
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Salary Sacrifice

HERE’S HOW IT WORKS FOR BASIC RATE TAXPAYERS
Let’s assume:

• You’re a basic rate tax payer earning £24,000 a year

• You currently pay a gross pension contribution of 
£1,200 a year (or £100 a month)

• You now agree to a salary sacrifice of £1,412 a year 
to keep your take home pay the same but pay more 
to your pension.

Tax year 2021/22 Before 
sacrifice

After 
sacrifice

Gross earnings £24,000 £22,588

Tax you pay £2,286 £2,004

National Insurance 
you pay

£1,732 £1,562

Net earnings after 
tax and NI

£19,982 £19,022

Minus current 
pension 
contribution

£960 net 
(£1,200 gross)

n/a as amount 
has been 
sacrificed

Take home pay £19,022 £19,022

In the above example you have increased your pension 
contributions to £1,412 gross a year but kept your take 
home pay at the same level.

Let’s look at another example. This time we’ll assume:

• You’re a basic rate tax payer earning £24,000 a year

• You currently pay a gross pension contribution of 
£1,200 a year (or £100 a month)

• You now agree to a salary sacrifice of £1,200 a year 
to keep your pension contributions at the same level 
and increase your take home pay.

Tax year 2021/22 Before 
sacrifice

After 
sacrifice

Gross earnings £24,000 £22,800

Tax you pay £2,286 £2,046

National Insurance 
you pay

£1,732 £1,588

Net earnings after 
tax and NI

£19,982 £19,166

Minus current 
pension 
contribution

£960 net 
(£1,200 gross)

n/a as amount 
has been 
sacrificed

Take home pay £19,022 £19,166

In the above example you have kept the gross payments 
to your pension at £1,200 but increased your take home 
pay to £19,166 a year.

Both the above examples assume that:

• You have a personal allowance of £12,570 a year (2021/22) (so you only pay tax on any amount earned above that) and

• You only pay NICs on any amount earned over £9,568, this is the ‘primary earnings threshold’ for each tax year.
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Salary Sacrifice

HERE’S HOW IT WORKS FOR HIGHER RATE TAXPAYERS
Let’s assume:

• You’re a higher rate tax payer earning £60,000 a year

• You currently pay a gross pension contribution of 
£6,000 a year (or £500 a month)

• You now agree to a salary sacrifice of £6,207 a year 
to keep your take home pay the same but pay more 
to your pension.

Tax year 2021/22 Before 
sacrifice

After 
sacrifice

Gross earnings £60,000 £53,793

Tax you pay £11,432 £8,949

National Insurance 
you pay

£5,052 £4,928

Gross earnings after 
tax and NI

£43,516 £39,916

Minus current 
pension contribution

£4,800 net 
(£6,000 
gross)

n/a as amount 
has been 
sacrificed

Take home pay 
(before reclaim of 
higher rate tax relief)

£38,716 £39,916

Higher rate tax relief 
on gross pension 
contribution

£1,200 n/a as amount 
has been 
sacrificed

Final income £39,916 £39,916

In the above example you have increased your pension 
contributions to £6,207 a year but kept your take home 
pay at the same level.

Let’s look at another example. This time we’ll assume:

• You’re a higher rate tax payer earning £60,000 a year

• You currently pay a gross pension contribution of 
£6,000 a year (or £500 a month)

• You now agree to a salary sacrifice of £6,000 a year 
to keep your pension contributions at the same level 
and increase your take home pay.

Tax year 2021/22 Before 
sacrifice

After 
sacrifice

Gross earnings £60,000 £54,000

Tax you pay £11,432 £9,032

National Insurance 
you pay

£5,052 £4,932

Gross earnings after 
tax and NI

£43,516 £40,036

Minus current 
pension contribution

£4,800 net 
(£6,000 
gross)

n/a as amount 
has been 
sacrificed

Take home pay 
(before reclaim of 
higher rate tax relief)

£38,716 £40,036

Higher rate tax relief 
on gross pension 
contribution

£1,200 n/a as amount 
has been 
sacrificed

Final income £39,916 £40,036

In the above example you have kept the gross payments 
to your pension at £6,000 and increased your take home 
pay to £40,036.

Both the above examples assume that:

• You have a personal allowance of £12,570 a year (so you only pay tax on any amount earned above that) and

• You pay 20% tax on your earnings up to £37,700 and then 40% on any earnings above this amount;

• You pay NICs of 12% on any amount earned between £9,568 and £50,000 and NICs of 2% on any amount  
earned above this amount.

• You do not have any other taxable income.

Higher or additional rate taxpayers can claim additional tax relief on any personal contributions they make via their  
self-assessment tax return.

If your income, including earnings from your employment and savings income, plus employer pension contributions, adds 
up to more than £200,000 you could have a lower annual allowance, called the Tapered Annual Allowance.

You should remember that these are only examples and they aren’t guaranteed. The value of the tax benefits of a pension 
plan depends on your individual circumstances. Your circumstances and tax rules may change in the future.

Please note: these examples look only at the employee contributions. Your employer will normally be paying to your 
pension plan.
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THINGS TO CONSIDER
Salary sacrifice may not be suitable for everyone.

It’s important to remember that by opting-in (or by not opting-out) you are entering into a legally binding contract.  
Other things that you should think about include:

• Other benefits which are linked to your salary, for example, benefits on death and over-time rates.

• Statutory benefits linked to your lower salary may also be impacted. These include:

 – State pension.

 – Statutory maternity, paternity and sick pay.

 – Working or child tax credit.

However, your employer may decide to maintain a ‘notional salary’ (your original salary with no sacrifice). This is useful for 
things like over-time, life assurance multiples and salary reviews.

You may wish to speak to your employer or financial adviser for more information on salary sacrifice and whether it is 
suitable for you.
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