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Example of Salary Sacrifice

1.Standard Payment of a Stakeholder or Personal Pension 

Basic rate tax payer.

· Elects to pay £50 per month from take home pay. Inland revenue add £12.50 in tax rebate at source. 

· Therefore a total £62.50 per month is paid into pension at a cost of £50 per month to the employee.

Higher rate tax payer

· Elects to pay £66.66 per month from take home pay. Inland revenue add £16.66 in tax rebate at source. 

· At the end of the tax year, employee submits tax return and reclaims an additional £16.66 per month in higher rate tax relief.

· Therefore a total £83.33 per month is paid into pension at cost of £66.66 - £16.66 rebate = £50 per month
2.Payment of pensions via salary sacrifice.

Basic rate tax payer.

· Elects to give up £72.46 gross pay per month. 

· ABC Company save £9.27 in National Insurance contributions (12.8% of £72.46), which could be paid into a pension along with the £72.46 in salary saving. 

· The employee also saves £7.97 in National Insurance (11% of £72.46) making a net cost to the employee of £57.97 less £7.97.

· Therefore, a total £81.73 per month could be paid into a pension at a net cost to the employee of £50, without extra cost to employee or ABC Company.

This is an increase of £19.23 or approximately a 31% return.
Higher Rate tax payers

· Elects to give up £84.75 gross pay per month. (£50.85 net of HIGHER rate tax relief)

· ABC Company save £10.85 in National Insurance contributions, which could be paid into the pension along with the £84.75 in salary saving. 

· The employee also saves employee higher earners National Insurance of 1% (85p), giving a net cost of £50.85 less 85p.

· Therefore, ABC Company could pay a total £95.60 per month into a pension as opposed to salary and national insurance contribution, for a net cost to the employee of £50, and ABC Company would be no worse off.

This is an increase of £12.27 or an instant return of 14.7% and also saves the employee of the hassle of claiming tax back on his pension and has the advantage of immediate higher rate tax relief.
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