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How do I use bonus sacrifice 
to increase the efficiency of a 
one-off pension contribution?

Depending on your employment terms and conditions and your payroll facilities, you may be able to 
use a bonus sacrifice arrangement to provide some or all of the one-off employer contribution to be 
paid. Sometimes this is referred to as a ‘bonus exchange’.

This is usually possible where part of the remuneration to your employees is made up of, for example, 
bonus schemes. There are various aspects to keep an eye on to ensure that the bonus sacrifice is 
effective for tax purposes. Your usual tax adviser or financial adviser can give you the guidance or 
advice you need. Your employees may also need to seek financial or tax advice in relation to a bonus 
sacrifice arrangement.

Using bonus sacrifice to make a one-off pension contribution entails the following aspects:

• The employee is in effect giving up a part of their remuneration (the ‘bonus’) in return for you 
making an employer contribution to their pension account of the same amount.

• As the one-off payment is made via a bonus sacrifice arrangement, the whole contribution is 
treated as coming from you, the employer. This means the whole amount is paid into their pension 
account (without tax deductions) rather than the member receiving the bonus after the usual 
deductions for income tax and National Insurance. 

• The National Insurance contributions you pay as the employer will also be reduced, so you can 
decide if you will pass some or all of these savings on to the employee or not. 

Bonus sacrifice arrangements can be an effective way of making pension contributions on behalf of 
an employee, but they are not right for everyone. For more detailed guidance you should take a look 
at the HMRC information about salary sacrifice and/or speak to your usual tax adviser / financial 
adviser.

https://www.gov.uk/hmrc-internal-manuals/employment-income-manual/eim42750

