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Agenda

Practical tips 

1 Salary sacrifice

2 Tips for using Nest 

Understanding the legal points

3 Contractual points to consider implementing salary sacrifice

Housekeeping

› Time for questions at the end of the presentations, please type any 

questions in the Q&A box.

› Please fill out the feedback form.

› Slides and recording will be sent out after the event
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John Hale

Salary sacrifice
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What is it?

› Employees give up part of their salary (i.e. the amount they 

would normally pay as a personal contribution)

› You use that to pay their pension contributions

Why?

› As salary is reduced the employee pays less National 

Insurance

› Employer also saves on their National Insurance contributions
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2025/26 (Class A)

National Insurance rates

Employers:

15% on earnings above £5,000 p.a. 

(secondary threshold)

Employees:

8% on earnings above Primary Threshold 

to Upper Earnings Limit 

(i.e. £12,570 p.a. to £50,270 p.a.)

2% on earnings above £50,270 p.a.
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National Insurance

Savings

Assume employee is paying 5% of Qualifying earnings

Employer saves:

› If earning £23,000 = £125.64 per annum saving

› If earning £25,000 = £140.64 per annum saving

› If earning £27,000 = £155.64 per annum saving
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Does it work for your employers?

Cannot include an 

employee if the sacrifice 

takes the employee 

below the National 

Minimum Wage

Reducing salary may 

affect the employee’s 

entitlement to state 

benefits or their ability to 

take out a mortgage or 

loan etc.

You should also think 

about other employer 

provided benefits – e.g. 

life assurance where it is 

a multiple of salary
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Practical 

considerations

› Does your payroll cope with salary sacrifice?

› Employer may need to change contracts of employment

› Dealing with those who don’t qualify for, or don’t want to use, 

salary sacrifice

› Additional payments by employees, salary sacrifice or not?

› Will the employer use their National Insurance saving for the 

benefit of employees – e.g. increased pension contributions?

Salary sacrifice contributions are deemed employer 

contributions, therefore when submitting contributions to Nest 

all contributions for these employees must go in the employer 

contribution field
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Links

Nest 

How to set up salary sacrifice Salary sacrifice | Nest pensions 

General information Salary sacrifice (nestpensions.org.uk)

121 help email events@nestcorporation.org.uk 

HMRC

Salary sacrifice for employers - GOV.UK (www.gov.uk)

Money & Pensions Service – MoneyHelper

Salary sacrifice and your pension | MoneyHelper

https://www.nestpensions.org.uk/schemeweb/helpcentre/contributions/calculating-contributions/salary-sacrifice.html
https://www.nestpensions.org.uk/schemeweb/nest/employers/managing-scheme/salary-sacrifice.html
mailto:events@nestcorporation.org.uk
https://www.gov.uk/guidance/salary-sacrifice-and-the-effects-on-paye
https://www.moneyhelper.org.uk/en/pensions-and-retirement/building-your-retirement-pot/salary-sacrifice-and-your-pension
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Gary Ball

Moving members between groups
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Creating a new group
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Groups of workers
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Create a new group
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Moving workers to a new group
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Moving workers to a new group
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Moving workers to a new group
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Help centre video

How to change a worker's group | Nest pensions

https://www.nestpensions.org.uk/schemeweb/helpcentre/groups/change-members-group-from-manage-workers.html?logged=yes#:~:text=If%20you%20want%20to%20change%20the%20group%20of,one%20month%20from%20today.%20Then%20click%20%E2%80%98Move%20workers%E2%80%99.
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Understanding the legal perspective
Stuart Earle



Nest 19

• Stuart Earle is a partner at the international law firm, 

Eversheds Sutherland.

• He has over 20 years’ experience advising trustees and 

employers across all forms of pension schemes and 

benefit arrangements.

• He regularly advises employers on contractual and tax 

issues as well as regulatory compliance in relation to 

benefit structures and remuneration packages.

Partner

Stuart Earle 

Eversheds Sutherland
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“An agreement between an employer and 

employee in which the employee gives up 

their entitlement to part of their future 

renumeration in exchange for the employer 

providing them with a non-cash benefit.”

What is salary sacrifice?
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• Salary

• Contractual bonuses

• Redundancy payments

• Termination payments

In exchange for pension contributions which are paid by the employer

What can be sacrificed?
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How to create a valid salary sacrifice 
arrangement
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What constitutes a valid salary sacrifice arrangement?

› The employment contract must be effectively varied so the employee gives up the right to receive the 

relevant amount of wages / salary before employee becomes entitled to receive it

› The true construction of the revised contract must be that employee is entitled to lower cash remuneration 

plus a benefit

HMRC requires:

If the salary sacrifice is not valid:

› The employee will remain taxable on the higher level of cash remuneration (with the result that there will 

be no NIC saving); and

› The pension contributions that were the subject of the failed salary sacrifice will be treated as member 

contributions, not employer contributions. 
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What does this mean in practice?

• Rewriting the contractual terms in part or whole for current employees

• Setting out agreed changes in a separate document attached to the contract

• Employee communications before implementing any changes

• Ensuring salary sacrifice terms are in place for new employees

• Opting in / opting out

• Enrolment in the pension scheme cannot be dependent on salary sacrifice
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How to effectively modify existing contract terms

Opt-in process – “express consent”

• This requires individual employees to actively choose salary sacrifice

• Employees are required to complete forms or sign agreements to vary existing contractual terms

• Entirely dependent on employee engagement

Opt-out process – “implied consent”

• The most common approach to introduce salary sacrifice for pension contributions

• Leads to increase take-up

• Communications with employee to explain the proposals

• Details to explain how salary sacrifice works and what this means to salary 

• Reasonable timeframe within which employees can choose to opt-out

• Consent to the change of terms is implied by making the changes and no objections raised by the 
individual employee
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Can employees change their mind?

Employees should not be able to ‘swap’ between cash earnings and non-cash benefit whenever they wish 
-

• This would prejudice the effectiveness of the change in contract terms

Employees can have the option to ‘opt-out’ with employer agreement where there is a “lifestyle” event -

• Marriage

• Divorce

• Partner becomes unemployed

• Parental leave

• Address these scenarios in a Salary Sacrifice Policy

• Consider aligning with an annual “flexible benefits” timetable

• Monitor compliance with National Minimum Wage / statutory pay levels
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• Clear employee communications to explain the change and impact on salary

• Formal notification of a change to terms and conditions of employment

• Detailed explanation of how employees can choose to “opt-out” of salary sacrifice  

• Revised “new joiner” contract terms

• Remember to also review and update:

- Staff handbook (or equivalent)

- Relevant policies – including family leave policies

- Payroll processes and forms

Documentation to make the changes
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Key points to be aware of
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Key 
Issues

Salary sacrifice 
does not 

change auto-
enrolment 

duties

Documentation 
is critical

Consider the 
approach to 
periods of 

parental leave

National 
Minimum Wage 
considerations

Events to allow 
an opt-out

Will salary 
sacrifice be 

permitted for 
additional 

contributions

Consider 
annual updates 

/ reminders
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© Nest Corporation 2023. All rights reserved. 

This information does not constitute financial, investment or professional advice and should not be relied on.   

We do not make any personal recommendation or give advice to employers and their workers or third parties on how to make investment decisions. If you are considering using Nest you 

should consider talking to an appropriately qualified professional. 

We do not give any undertaking or make any representation or warranty that this document is complete or error free. We do not accept responsibility for any loss caused as a result of any 

error, inaccuracy or incompleteness. 

Any form of reproduction of all or any part of these slides is not allowed. 

Any links on these slides to other websites and resources provided by third parties are given for your information only and we have no control over, and cannot take any responsibility for any 

loss caused to you by, the content of those sites or resources. 

The Nest trade marks and trade names used above are owned by Nest Corporation and should not be used in any way without our permission. 
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