Marketing Material

Reconsidering your pension
contributions
Increases to National Insurance Contributions (NICs) from next April have made employee pension
contributions less attractive.
That headline is not one you might expect to see from a financial adviser, but there is some solid logic
behind it. Consider Jane who works in Leeds, earns £40,000 a year and makes net contributions to her
employer’s workplace pension of £2,000 annually (equivalent to £2,500 once basic rate tax relief is
included):
To earn £2,000 net, Jane must receive £2,941.18 of gross pay:
Gross pay

£2,941.18

Employee NICs @ 12%

(£352.94)

Income tax @ 20%

(£588.24)

Net pay

£2,000.00

In addition, Jane’s employer will have to pay 13.8% NICs on her gross pay – another £405.88.
So, the total cost of putting £2,500 into Jane’s pension is £3,347.06.
The alternative is for Jane and her employer to agree to a salary sacrifice arrangement under which she
forgoes £2,941.18 of salary and in return has £3,347.06 paid into her pension by her employer – a gain of
33.9% over the personal contribution route. In practice, the benefit may be slightly less as some employers
levy an administration charge for salary sacrifice arrangements.
From April 2022, when NIC rates rise by 1.25% for employer and employee, Jane’s potential gain
increases to a maximum of 37.9%.
In this instance, higher rate taxpayers gain less because their marginal NIC rate will normally be less (2%
in 2021/22, rising to 3.25% from 2022/23). Do the math and the benefit is 17.7% in this tax year and 21.6%
thereafter (the figures in Scotland are marginally higher because its higher rate is 41% rather than 40%).
Despite the obvious appeal of the option, if your employer offers salary sacrifice for pension contributions,
you should always seek financial advice before agreeing to a sacrifice arrangement. There can be
disadvantages to salary sacrifice stemming from lower gross pay. If your employer does not offer salary
sacrifice, then you may want to ask why…
The value of your investment and the income from it can go down as well as up and you may not get back
the full amount you invested. Past performance is not a reliable indicator of future performance.
The value of tax reliefs depends on your individual circumstances. Tax laws can change. The Financial
Conduct Authority does not regulate tax.
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Important information:
This document is marketing material. This document is provided by the author and may not necessarily represent views expressed in other
Aspect8 communications, strategies or funds. The material is not intended as an offer or solicitation for the purchase or sale of any financial
instrument. The material is not intended to provide and should not be relied on for accounting, legal or tax advice, or investment
recommendations. Reliance should not be placed on the views and information in this document when taking individual investment and/or
strategic decisions. Past performance is not a guide to future performance and may not be repeated. The value of investments and the
income from them may go down as well as up and investors may not get back the amounts originally invested. Exchange rate changes may
cause the value of any overseas investments to rise or fall. The sectors, securities, regions and countries shown above are for illustrative
purposes only and are not to be considered a recommendation to buy or sell. All investments involve risks including the risk of possible loss
of principal. Information herein is believed to be reliable but Aspect8 does not warrant its completeness or accuracy. Reliance should not be
placed on the views and information in this document when taking individual investment and/or strategic decisions. Some information
quoted was obtained from external sources we consider to be reliable. No responsibility can be accepted for errors of fact obtained from
third parties, and this data may change with market conditions. This does not exclude any duty or liability that Aspect8 has to its customers
under any regulatory system. Regions/sectors shown for illustrative purposes only and should not be viewed as a recommendation to
buy/sell. This content is issued by Aspect8 Limited, Holmwood House, Broadlands Business Campus, Langhurstwood Road, Horsham,
West Sussex, RH12 4QP. Registered No. 07572431. Authorised and regulated by the Financial Conduct Authority, FCA no. 227247.
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