The ultimate guide to:

Rolling out a
successful salary
sacrifice scheme
for pension
contributions

Introduction

Pensions are often, sadly, overlooked as a potentially boring business subject,
with many employers seeing them as nothing more than a costly expense they
are now forced to fund, in accordance with auto-enrolment rules.
But the UK has an ageing population. In 2014, the average age of UK
residents exceeded 40 for the first time ever, and by 2040, it is expected that
1 in 7 people will be over 75. Consequently, the ratio of people in work versus
those in retirement will have shifted from 6:1 in 1990, to 2:1 by 2030. This
means that, in less than 10 years’ time, 1.9 people in work will need to support
every 1 person retired.
The implications for healthcare, long-term social care, and pensions, are
therefore indescribable.
Add to this the reality that guaranteed final salary pension schemes enjoyed
by previous generations either no longer exist, or are far less generous
where they do, and it’s clear that individuals need to engage more with their
financial future, than ever before. In fact, the ticking time bomb associated with
inadequate retirement provisioning is so severe, it should be viewed as the
financial equivalent of climate change.
However, employers can better support colleagues with their retirement
savings, and it needn’t cost a penny. But further challenges exist, in that up to
50% of UK SMEs are overlooking the chance to enhance employees’ pensions
contributions because they don’t know how, or they don’t realise the impact
that some simple changes could have.
This insight – among other findings – was uncovered by Workplace Pensions
Direct, following a research project conducted with YouGov. And the resulting
discoveries have acted as the catalyst for this straight-talking guide.
This advice-led resource will explore:
•

Why pension contributions are such a hot topic

•

The role of salary sacrifice in boosting retirement
provisions

•

The business benefits of salary sacrifice for pensions

•

How employees can benefit financially

•

Obstacles to salary sacrifice scheme implementation
– and how to overcome them

•

5 steps to rolling out a successful salary sacrifice
scheme.

For further information on any of the topics covered within this
document, please contact Workplace Pensions Direct on 0113 457 4574,
email save@wpd.email or visit www.workplacepensionsdirect.co.uk.
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Why are pension
contributions
such a hot topic?
A 2021 report published by Interactive
Investor & LCP – Is 12% the new 8%?
– highlighted that long-range forecasts
for real returns on pension fund
investments, are falling. This means that
workers must now contribute 50% more
to achieve the same predicted amount
when they retire, compared to a decade
ago.
Employees are therefore faced with the
increasingly difficult – and unexpected
– situation when they retire, as their
income is significantly less than they
predicted. This will naturally have a
considerable impact on their quality
of life.

EXAMPLE:
A typical worker on average pay, who puts
8% into their pension pot from the age of
22, would receive a forecast of £85,000 on
retirement (based on growth assumptions
in 2017). However, for a 22-year-old who
started work ten years earlier in 2007, the
projected retirement pot would have been
£131,000 – that’s £46,000 more.
Savers, now, would therefore need to
contribute 12% to achieve the same target
pension pot, as a result of lower expected
returns from corporate and government
bonds.

“The anticipated increase in longevity and
resulting ageing populations is the financial
equivalent of climate change. We must address
it now or accept its adverse consequences will
haunt future generations, putting an impossible
strain on our children and grandchildren.”
World Economic Forum,
Professional Adviser, 2017
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What role
could salary
sacrifice
play?
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Understanding what
salary sacrifice is
Salary sacrifice – also known as salary exchange – is a method used by employers to
reduce national insurance liability for both the company and its employees. In other
words, both the employer and employee become financially better off, and – while it
may sound too good to be true – it is entirely legal and tax compliant.
Used for everything from childcare vouchers to cycle to work schemes, salary
exchange is particularly advantageous when it comes to workplace pensions,
including the provision of advice.

How exactly does salary
exchange work?
Without salary exchange, every employee
is paid a gross amount, before certain
deductions such as income tax, national
insurance contributions, and for most of us,
pension contributions.
The principle of salary exchange is that the
employee pension contribution is removed.
So, if an employee pays £2,000 per year
into a pension, via their pay, their pay is
notionally reduced by that same amount.
Because the gross pay is reduced, so too is
the national insurance contribution, which
increases the take home pay.

Some people would presume this would
cause greater income tax implications, but as
pension contributions do not attract income
tax, the income tax position is neutral.
The pension contribution that has
disappeared from the employee’s payslip
then becomes an employer pension
contribution, therefore many employers also
benefit from reduced national insurance
contributions. The organisation – often in
consultation with staff – can then decide
what to do with the savings.
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Salary exchange
for mutual gain
Ask employees – if they could receive an extra 0.5-1% of their salary,
paid into their pension scheme, at no cost to them, would they do it?
Of course, the answer is yes.
As an employer, if you could facilitate that extra 0.5-1% contribution, at
no cost to you, would you do it?
Surely, you would…

The benefits of a salary
exchange scheme for
pension contributions
The benefits of a salary exchange scheme are multiple and varied, but some – if not all
– will resonate with employer and employees alike:

More commercially robust
The business can achieve significant
financial savings which may be used to
strengthen the company’s net profits,
or could be reinvested into the wider
organisation, whether used to fund new staff
benefits such as life cover, or something else
entirely.

Boost employee engagement and
retention
The savings can also be passed directly
on to employees, either by boosting their
take home pay or the employer’s pension
contribution. This gesture – not to mention
a more financially attractive package –

will heighten engagement levels and aid
both recruitment and retention, which is
particularly crucial in competitive labour
markets.

Enhanced duty of care
Pensions has almost grown to become a
dirty word, but more has to be done to help
individuals, the care infrastructure and the
economy survive as the population continues
to age. In helping employees better prepare
for their future retirement with such deferred
income planning, employers can make a real
difference to people’s future.
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“We should all definitely
enjoy the moment, but
plan so that when the
next moment arrives, it’s
worth living.”
Keith Humphrey

Doing the numbers
The business case for a
salary exchange scheme
An organisation in the UK with 200 employees on average earnings of £30,420, could save
approximately £40,000 every year, by using salary sacrifice for their workplace pension.
But of course, there’s no such thing as ‘one size fits all’ in business, so the size of the financial
benefits will vary from one organisation to the next. That said, the ease with which employer
NIC savings can be achieved, across the board, remains consistent, and the benefits rise
exponentially with company growth.
To understand how different business cases for salary exchange can soon take shape,
the table below highlights four real workplace scenarios, from projects that WPD has been
involved in. The employers’ names have not been disclosed due to the sensitivity of the
financial data.
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The employee benefits
of a salary exchange
scheme
Because the employee is able to save up to 12% of the amount they pay into their pension
as a personal contribution, the financial benefits for individuals are equally as impactful as the
company examples on the previous pages. For example…

Scenario 1:
John Smith has pensionable earnings of
£2,000 per month:
•
•

The employer pays 3% of earnings
as a pension contribution
The employee pays 5% of earnings
as a pension contribution

With a salary exchange scheme,
John’s take home pay increases by
£12 per month. Alternatively, he could
make an additional payment into his
pension, based on an adjusted personal
allowance of £12,500 per annum.
The employer’s NIC liability is also
reduced by £13.80 per month.
Alternatively, the employer could
choose to reinvest this saving into the
employee’s pension too.

Scenario 2:
A 30-year-old employee, planning to
retire at the age of 68, and currently
earning an average salary of £29,600
would contribute an additional £204
into their pension, every year, simply as
a result of the employer implementing
a salary exchange scheme. This
seemingly nominal amount could make
a difference in excess of £30,500 to their
projected fund value, by the time they
retire.
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A savvy route
to better staff
retention?
With employees looking for an increasingly wide range of workplace
benefits beyond the traditional salary package – particularly in
competitive markets where the talent pool is
limited – employers are also being forced to think smarter to
attract and retain the individuals they need.
Facilitating savvier pensions contributions won’t therefore
just make sense from a financial perspective – the
organisation’s perceived duty of care and commitment
to employees’ retirement planning will be well
received too.
While it is risky to make generalisations, this
could prove of particular interest to Gen Z
workers, who according to an HSBC
survey as reported in the Financial Times
– are found to really embrace saving.
Research findings from the 2020
Schroders Global Investor Study
suggests that millennials
are also keen on planning for their future,
despite what stereotypes may otherwise suggest.
The report revealed that investing was the number
one goal for millennials’ disposable income over the
next year, with saving into a pension the second
most popular answer.
This insight is reassuring – particularly because
the earlier people start saving into their pension
the better, as the monies benefit from
compound growth.
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So why aren’t salary
exchange schemes
more common?
Despite these fiscal and HR centred benefits, research conducted by WPD and YouGov
found that only 50% of UK SMEs have a salary exchange scheme for pensions. Of such
businesses, the overwhelming majority (72%) said that their primary reason is to increase
financial contributions for staff.
Of the businesses that don’t adopt this initiative, the top five reasons, cited in order of
popularity, are:
1.
2.
3.
4.
5.

Lack of perceived benefit to employees
Never heard of it
Too much hassle
Lack of perceived benefit to the business
Concern surrounding legitimacy

The findings highlight the need for greater communication and education among the
business community – particularly finance, payroll, HR and pension professionals – so
that the advantages are better understood, and any concerns regarding complexities or
illegitimacies can be eased.
While the benefits are vast, this isn’t a case of something that is too good to be true.
Salary exchange for pensions is well understood and explained by the HMRC.

“One organisation we spoke to recently
had ‘written off’ the introduction of
salary exchange for pensions, because
they viewed it much like a cycle to
work scheme – in other words, they
presumed colleagues would be
disinterested. But my first question
back to them, was do colleagues
even know what it entails?”
Michael Huber, commercial director, WPD
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Which SMEs are
leading the way?
Younger financial decision makers
have a higher roll-out rate than
their older counterparts

Some
Southern
England and
Midlands
locations
are ahead
of the
game ...

Delve a little deeper into the data, and of
the 50% of UK SMEs who have adopted a
salary exchange scheme for pensions, it is
interesting to note that:
•

The numbers peak slightly among SMEs in
the West Midlands (60%), London (58%) and
the South West (56%), compared to the areas
with lowest uptake figures, which are the East
Midlands (23%), the North West (32%) and
Wales (40%).

•

There is a distinct trend relating to the age of
the financial decision maker within the SME,
with 60% of under 35s having rolled out a
scheme, compared to only 41% of over 55s.

•

Interestingly, it appeared that the age of the
company could also be a deciding factor, with
SMEs over 35 years old the most likely to have
introduced such an initiative.

•

In terms of market sector, salary exchange
schemes were most prevalent within the
medical sector (75%), followed by the creative
and media industry (73%) and tech/telecoms
(68%).

This doesn’t just help to highlight which
organisations are leading the way, but also where
the competitive threats may be higher, from an
employer brand and talent acquisition perspective.

Medical sector take-up 75%

Media sector take-up 73%

Tech/telecoms
take-up 68%
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Customer testimonial

Implementing salary sacrifice
for communications agency:
Definition Group
Definition Group is a £5m turnover, 50 strong
communications agency which delivers
integrated InsideOut Communications™
strategies for clients across the globe. With
four specialist brands spanning reputation
management and organic search (Definition),
strategic brand creation (Redhouse), film
& animation (TopLine Film) and employee
engagement (W&P), the group is one of the UK’s
leading B2B growth agencies, having amassed
some 400 awards and ranking in the top 3
specialist B2B agencies in the UK.
Rachel Griffin, financial director at
Definition Group, explains:
“The key driver for implementing the salary
sacrifice was to be able to enhance the financial
position of our employees at the same time as
generating cost savings for the company. It’s
great to see that some employees have used the
saving on national insurance to increase their
overall pension contributions.
“The presentations from Drew were useful and
informative and encouraged people to think
about how much they are saving for retirement
and whether that is sufficient. Overall a great
service from WPD which has benefited our
employees and generated a cost saving to the
company.”
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5 steps to a successful
salary exchange roll-out
If the introduction of a salary exchange scheme is of interest:
1.

Speak to a pension specialist

The scheme can normally be set up using the company’s existing pension scheme,
but if in any doubt whatsoever, talk to an expert for some straight-talking advice. It is
important to assess the make-up of the workforce to understand the extent to which
salary exchange could benefit different employees.

2.

‘Opt in’ or ‘opt out’

Decide whether employees will be given the ability to opt in to the salary exchange
scheme if they wish, or whether pension scheme members are automatically enrolled
unless they opt out. The compliance process and roll-out differs slightly for each.

3.

Set up a consultation period

In certain circumstances, a consultation process is compulsory, before any changes can
be made to the pension scheme. Inform colleagues about the proposed changes and
give them the opportunity to provide feedback and/or ask questions.

4.

Communicate and educate

Talk to colleagues and clearly explain the introduction of the salary exchange scheme,
what is involved, and the implications. Employees should also be given the opportunity
to attend individual meetings to discuss their own circumstances.

5.

Update employment documentation

A salary exchange scheme will amount to a change to employees’ terms and conditions
of employment. For a scheme to be effective (and supported by HMRC), employers
will need to ensure employees have effectively agreed to a variation of their individual
employment contracts. Guidance can be provided, upon request, to ensure utmost
compliance.

13

Already using
salary exchange?
Some organisations implementing voluntary
salary exchange schemes for pensions, do
report low uptake and/or limited resulting
employer and employee benefits. This is
often – although not always – a result of the
scheme being rolled out to reflect the requests
or desires of a limited number of colleagues,
as opposed to it being a widely-communicated

initiative for the benefit of all, including new
starters.
Again, a lack of knowledge surrounding what
is involved and the benefits – even within
organisations that have already embraced
the transition – is often the reason for stalled
success. However, this needn’t be the case.

For further advice regarding any of the content included within this resource – including
the successful roll out of a salary exchange scheme, support to maximise the benefits
of an existing initiative, or any wider queries regarding payroll amendments, earningsrelated benefits, contributions-based benefits or minimum wage – please contact
Workplace Pensions Direct to ask the questions relevant to your organisation.
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Let’s continue the
conversation...
Workplace Pensions Direct

4235 Park Approach, Thorpe Park
Leeds, West Yorkshire
LS15 8GB

Tel: +44 (0)113 457 4574
Email: support@workplacepensionsdirect.co.uk

