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IMG - 20th October 2008

Salary Sacrifice Scheme for Pension Contributions

Introduction

Salary sacrifice for pension contributions is when the employee gives up part of their salary, thereby reducing the employee and the employer’s liability for national insurance, in return for which the employer pays both the employee and the employers pension contributions to the pension scheme.  This arrangement has become more attractive since April 2007 when legislation was changed to allow the recognition of a notional salary contribution which allows the individual to retain the original level of pay for the calculation of overtime and all other salary related payments.

There are a number of options available to support the University with implementation, but the following 2 option s have been identified as the most likely to achieve the desired outcome by 1st April 2009.

Option 1 – Freelance Consultants

This option would put the recruitment and appointment of one or more consultants firmly in the hands of the University. This provides flexible opportunity to either second a member of university staff from mainstream work to work full time on the project and backfill operational requirement, or to source entirely by recruiting temporary staff. Both options would require support from the Payroll and Pension Managers. All calculations assume a worst case scenario of a 6 month project starting 1st November. 

	Resources
	Rate
	Period
	Amount

	Senior Consultant 
	750
	22 days x 6 months
	99,000

	Junior Administrator
	15
	35hrs x 12 weeks
	6,300

	Payroll Manager
	
	6 mths gross charge x 10%
	3,250

	Pension Manager
	
	6 mths gross charge x 10%
	3,000

	Total
	
	
	111,550



Option 2 - Professional consultant 

This option would give the University ready access to considerable experience of implementing salary sacrifice schemes and positioning in respect of HMRC. The professional consultant would require significant administrative resource from the university, but this option also provides an opportunity to second an internal member of staff or recruit temporary assistance. Estimated costs are shown below.

	Resources
	Rate
	Period
	Amount

	Professional Consultant
	
	(Fixed price)
	

	Senior Administrator
	35
	35 hours x 12 weeks
	

	Junior Administrator
	15
	35 hours x 12 weeks
	

	Payroll Manager
	
	6 mths gross charge x 10%
	

	Pension Manager
	
	6 mths gross charge x 10%
	

	Publications
	
	
	

	Actuarial Advice (Pension Scheme)
	
	
	

	Legal Advice (Pension Scheme)
	
	
	

	Total
	
	(Approximate)
	£75,000


Recommendation

It is recommended that the University select option 2 in view of the added value that the experience of Professional Consultants would bring, and the potential for using temporary staff on other cost efficiency projects, such as the car parking scheme.

Estimated savings

This is difficult to predict as savings are determined by the number of university staff involved in the scheme. However anecdotal evidence in respect of the use of professional consultants suggests that up to 95% of staff have agreed to the scheme implemented in similar institutions and if the University assumes a conservative estimate of around 75% take up, the estimated savings are as follows.

	
	Gross Pay
	NI ers
	Percentage of NI 
	Total employee Contributions (ULPF and USS)

	Figures to July 08
	161,588,310
	13,565,759
	8.4
	9,372,122

	Assume 75% of all employee contributions
	7,029,092
	
	
	

	Reduced gross pay
	154,559,218
	12,982,974
	
	

	Estimated savings
	
	582,785
	
	



Proposed action plan

The preferred supplier has implemented the scheme in a concentrated 4 month period. A detailed plan can only be truly defined when the project team is appointed but an outline plan is attached at Appendix 1.
 


Jill Owen
Assistant Director of Human Resources
16 October 2008
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