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• Median pay in UK c. £25,000

• 20% income tax. 13.25% NICs.

• £1 employee pension contribution reduces income tax by 20p. Net cost £0.80. 

• Resulting benefit is £0.25 tax-free lump sum and £0.75 taxed at 20%, leaving £0.60 as income.

• £0.80 given up from take-home to get £0.85 pension.

• 5p relief.

• 6¼% return just from tax effects.

• £100k-£125k gross earnings in the top 3%, but not the top 2%. Reducing personal allowance.

• 60% income tax. 3.25% NICs. Assume salary sacrificing and basic rate in retirement.

• £1 employee pension contribution reduces income tax by 63.25p. Net cost £0.3675. 

• Resulting benefit is £0.25 tax-free lump sum and £0.75 taxed at 20%, leaving £0.60 as income.

• £0.3675 given up from take-home to get £0.85 pension.

• 48.25p relief.

• 131% return just from tax effects.

• P.S. tax-free childcare!
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Incentive examples
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Indicative tax-shifting gains from income tax and NIC relief
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Notes: Net pay occupational scheme examples.  Most ranges assumes individuals will drop 1 tax brackets or stay in the same 

bracket. Those grossing just over £100,000 are assumed to drop to basic rate. Lowest paid may be able to obtain better returns 

through relief-at-source.  Interactions with benefits, student loan repayments and other taxes ignored.
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Straw man for debate – 30% income tax and NI relief upfront, income tax and NI on 75% of proceeds
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Notes: Net pay occupational scheme examples. Income tax but not NI assumed to apply on both employee and employer (future 

service) contributions.  Most ranges assumes individuals will drop 1 tax brackets or stay in the same bracket. Those grossing just 

over £100,000 are assumed to drop to basic rate. Interactions with benefits, student loan repayments and other taxes ignored.
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Important Notices

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2022 Mercer LLC. All rights reserved.

These slides are intended to aid the CIOT/IFS debate on the current UK tax system. They give an overview of the marginal tax rates of 

income tax, national insurance and other pay-related deductions by HMRC for people in the UK, and how they interact with the pensions 

system. They ignore interactions with the benefits system and other taxes. They do not attempt to cover all circumstances. The slides are 

provided for information purposes only and does not contain regulated investment, actuarial or legal advice in respect of actions you should 

take. No decisions should be made based on this document without obtaining prior specific, professional advice relating to your own 

circumstances. 

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer 

has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information 

presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or 

inaccuracy in the data supplied by any third party.

This presentation contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it 

was provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, 

without Mercer’s prior written permission. Unless agreed otherwise, no additional work will be performed after the date of this presentation 

and nor will it be updated to take account of any events or circumstances arising hereafter.”

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.

Mercer retains all copyright and other intellectual property rights in the slides.

Issued in the United Kingdom by Mercer Limited which is authorised and regulated by the Financial Conduct Authority. Registered in 

England No. 984275. Registered Office: 1 Tower Place West, London, EC3R 5BU 

http://www.mercer.com/conflictsofinterest
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