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PENSION SALARY EXCHANGE  
 
This booklet applies to members and potential members of the Coats DC Pension Scheme (“the DC 
Scheme”). 
 
Coats Holdings Ltd (“the Company”) operates a Pension Salary Exchange (“PSE”) arrangement for 
individuals who are members of the DC Scheme. PSE gives you an opportunity to reduce the 
impact on your take-home pay without losing any entitlement to pension benefits. This booklet 
explains how PSE works. 
 
What is PSE? 
Employee contributions to the Coats DC Pension Scheme are optional. If you choose to 
contribute, PSE means that instead of making a direct employee pension contribution into your 
pension scheme, you exchange some of your salary for an additional employer pension contribution, 
equivalent to the salary that you exchange. As a result: 
 

 You will not pay National Insurance (“NI”) Contributions on the amount of salary that you 
exchange for an additional employer pension contribution. 

 Your take-home pay will be more than it would be if you made an employee pension 
contribution from your net pay. 

 
You can choose to join the DC Scheme and contribute, but not participate in PSE. If you choose to 
contribute but not to participate in PSE, you will remain a member of the DC Scheme and make 
direct employee pension contributions from your net pay. 
 
Please note that for the purposes of this document, “Salary” is your basic salary prior to any 
reduction for PSE. “Actual Pay” is your new contractual pay, after the reduction for PSE. 
 
For example, where an employee earns £24,000 and agrees to exchange 5% of that for an 
additional employer pension contribution, their Salary is £24,000 and their Actual Pay for tax and 
NI contributions is £22,800.  
 
How does PSE work? 
Under the PSE arrangement: 
 

 You choose how much salary you wish to exchange towards your pension.  
 The Company pays this amount directly into your pension scheme.  
 The Company also makes the employer pension contribution to the DC Scheme. 

 
The example below refers to the standard employer contribution basis and a voluntary 5% 
employee contribution. If any alternative contribution basis applies then this will have been 
confirmed to you separately; you can exchange as much of your own pay through PSE as you wish, 
however this does not change the Company contribution basis which applies to you. 
 

% of Pensionable Salary 

Your Salary Exchange Company Contributes 
An Additional Total Contribution 

5% 10% 15% 
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By participating in PSE, you will effectively benefit from tax relief at your top rate of tax through 
payroll. Higher and additional rate taxpayers who participate in PSE will not need to claim higher 
or additional rate tax relief through a Self-Assessment tax return. 
 
Example Payslip – 5% Employee Contribution 
Here’s an example of how your payslip might look. This example is based on someone who is paying 
the Westminster rate of income tax on a salary of £24,000 per year (or £2,000 per month) and 
who contributes or exchanges 5% of their salary. The Company makes a 10% employer pension 
contribution.  
 
Without PSE* 
Earnings £ Deductions £  £ 
Salary 2,000.00 Tax 190.20   
  NI 126.14   
  Pension  80.00   
      
Earnings 2,000.00 Deductions 396.34 Net Pay 1,603.66 

 
 
 
 
 
*Standard Life claims tax relief from the Government on your behalf at the basic rate of 20% 
(regardless of your rate of Income Tax). This means that for every 80p you pay into your pension, 
you end up with £1.00 in your pension pot. So in this example, the total employee pension 
contribution is £80.00 + £20.00 = £100.00. 
 
If you cannot, or choose not to, participate in Salary Exchange then you will be responsible for 
claiming any additional tax relief due via self-assessment. 
 
With PSE** 
Earnings £ Deductions £  £ 
Salary 2,000.00 Tax 170.20   
PSE -100.00 NI 112.89   
      
Earnings 1,900.00 Deductions 283.09 Net Pay 1616.91 

 
 
 
 
 
**Tax and NI contributions rates are those in force for the 2022/2023 tax year and take account 
of the changes to NI at 6th April and 9th July 2022.  
 
Under PSE, tax relief is granted at your marginal rate, and there is a monthly saving in NI 
contributions. 
 
What do I have to do to take advantage of PSE? 
New members of the DC Scheme who choose to make voluntary contributions will join PSE 
automatically unless they choose not to participate, or they are unable to participate in PSE. The 
“Is PSE Suitable for Everyone?” section below provides details of who may not be able to participate.  
 
If you do not want to participate in PSE, you must complete and return a withdrawal form, available 
from your local HR team.  
 
Please note that you can still be a member of the DC Scheme even if you do not participate in PSE. 
  

Employee pension contribution £100.00 
Employer pension contribution £200.00 
Total pension contribution £300.00 

Employee pension contribution £0 
Employer pension contribution £300.00 
Total pension contribution £300.00 
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Is PSE suitable for everyone? 
PSE may not be suitable for lower paid employees. Lower paid employees 
In particular, you will not be able to participate in PSE if:  
 

 the amount that you wish to exchange would take your Actual Pay below the level of the 
Primary Earnings Threshold (PET) for NI contributions (£12,570 per annum from 9 July 2022 
for the 2022/23 tax year); or 

 the amount that you wish to exchange would take your Actual Pay below the level of the 
National Minimum Wage (currently £9.18 for workers aged 21 and over) or the National 
Living Wage (currently £9.50 for workers aged 23 and over). 

 
If you cannot participate in PSE, you can still be a member of the DC Scheme, but not on a salary 
exchange basis. Instead, you will make any voluntary employee pension contributions from your 
net pay.  
 
If you are not able to participate in PSE due to your Actual Pay falling below the National Minimum 
Wage/National Living Wage (as applicable) or the Primary Earnings Threshold for NI contributions, 
we will contact you to let you know the next steps. 
 
Individuals above State Retirement Age 
Additionally, some of our employees may choose not to participate in PSE once they reach State 
Retirement Age. 
 
Once you reach State Retirement Age, you will not have to pay employee NI contributions on any 
earnings you receive from your employment. If you do not pay any employee NI contributions, 
participating in PSE will not generate any savings for you. You can choose to withdraw from PSE 
from the date you reach State Retirement Age.  
 
Individuals making large pension contributions 
You should note that there are limits on the amount of tax relief available. The standard limit in the 
2022/2023 tax year is £40,000 (plus any unused allowance from the last three years), however 
smaller limits may apply to higher earners or anyone who has already accessed their pension 
savings in a 'flexible' manner. You would pay tax on any pension savings that you make in each 
year that are above that amount.  
 
Pensions savings include both: 

 Employee and employer pension contributions to all defined contribution pension schemes 
of which you are a member; and 

 Any increase in the value of accrued benefits in defined benefits schemes (including, for 
example, pension schemes from former employers) 

 
Please note this limit applies whether or not you participate in PSE. 
 
What happens if I am auto-enrolled into a pension scheme? 
The Company is required to automatically enrol certain employees into a qualifying workplace 
pension scheme. You will receive information from the Company on how auto-enrolment affects 
you.  
 
If you are auto-enrolled into the DC Scheme, you will also be enrolled in PSE. This means that when 
you are auto-enrolled, you will not make any voluntary employee pension contributions from your 
net pay. Instead, when completing a vary contributions form, you agree to a reduction in your 
salary in exchange for the Company making an additional employer pension contribution on your 
behalf.  
 
Once enrolled, you can choose to withdraw from PSE: 
 

 once a year at the annual renewal period; or 
 on a “lifestyle event”.  
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Please see below for an explanation of these terms. 
 
If you withdraw from PSE, you will participate in the DC Scheme on a non-salary exchange basis. 
You will make any voluntary employee pension contributions from your net pay and no employee 
NI savings will be available. 
 
If you opt out of pensions auto-enrolment and do not join the DC Scheme, you will not be enrolled 
in PSE.  
 
Does participating in PSE change my terms and conditions? 
Participating in PSE does constitute a change to your terms and conditions of employment. For that 
reason, we are giving all affected employees written notice of the changes that will come into effect 
and the opportunity to choose not to participate in PSE. If you do not withdraw from the 
arrangement by completing and returning a withdrawal form, you will be deemed to have accepted 
the changes to your terms and conditions of employment. 
 
When can I change the amount of salary that I exchange, or cease to 
participate in PSE? 
If you wish to withdraw from the arrangement, or amend the level of salary you exchange, it will 
be your responsibility to notify your local HR department and to request that your PSE 
arrangements are changed. Please note that the Company reserves the right to limit the number 
of changes occurring in any 12-month period.  
 
Changes in relation to PSE will constitute a further change to your terms and conditions of 
employment. After any changes, or if your participation has ceased, your Actual Pay will be based 
on your Salary (with or without any reduction for salary exchange).  
 
If you choose to leave the DC Scheme altogether, you can do so at any time and will cease to 
participate in PSE from your date of leaving the DC Scheme. 
 
If I choose not to participate in PSE, can I join later? 
If you choose not to participate in PSE, you will be able to join at a later date, but only on the next 
annual renewal date or a lifestyle event.  
 
What if I want to vary the amount of salary I exchange during the year? 
You will be able to vary the amount of salary by completing a Vary Contributions form. The Company 
reserves the right to limit the number of changes occurring in any 12-month period. 
 
What happens at salary reviews? 
When you join PSE, you will choose the percentage of salary (if any) that you wish to exchange for 
an additional employer pension contribution. At salary review, the same percentage will be applied 
to your new salary and the amount that you exchange will be updated accordingly.  
 
If you do not wish the amount you exchange to be updated at salary review, you should contact 
your local HR department.  
 
How will PSE affect my other Company pay-related benefits? 
By participating in the PSE arrangements, you agree to a reduction in your contractual salary, equal 
to the voluntary employee pension contribution that you would otherwise have made.  
 
However, your entitlement to Company salary-related payments and benefits will continue to be 
based on the level of your salary before the salary exchange. This amount is shown as “Salary” on 
your payslip.  
 
For example, the following Company benefits and payments, if they apply, will continue to be based 
on your Salary: 
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 Pensionable salary – used to calculate employer pension contributions to the Pension 
Scheme 

 Overtime 
 Shift premiums 
 Holiday pay 
 Bonuses 
 Life cover 

 
Does PSE affect my entitlement to state benefits? 
Under PSE, your Actual Pay will be lower. Your entitlement to State benefits is based on your Actual 
Pay rather than your Salary. However, participating in PSE will not affect your entitlement to State 
pension. 
 
Participating in PSE can potentially affect an individual’s entitlement to the following: 

 Statutory Maternity Pay (“SMP”)*  
 Statutory Adoption Pay (“SAP”)* 
 Statutory Paternity Pay (“SPP”)* 
 Statutory Shared Parental Pay (“ShPP”)* 
 Statutory Sick Pay (“SSP”) 
 Statutory Bereavement Pay ("SBP")* 

 
*Wherever the information provided in this Booklet applies to these types of pay, the term 
“Statutory Parental Pay” will be used going forward. 
 
To receive any of these statutory payments you must earn above the Lower Earnings Limit (“LEL”) 
for NI contributions. This is £6,396 for the  2022/23 tax year. If your Salary is close to the LEL, 
there is a risk that you might lose your entitlement to these benefits by participating in a salary 
exchange arrangement. In addition, there may be a reduction in your statutory payments if your 
Actual Pay is more than the LEL but less than the weekly payment rates (currently £156.66 for 
Statutory Parental Payments and £99.35 for Statutory Sick Pay). 
 
If participating in PSE would reduce your Actual Pay below the PET (which is £12,570 per annum 
from 9 July of the 2022/23 tax year, and higher than the LEL), you will not be able to participate 
in the salary exchange arrangements. As a result, for the majority of our employees participating 
in PSE, there will be no impact on the availability of State benefits.  
 
Is there any impact on my entitlement to tax credits? 
Participating in PSE should have no impact on your entitlement to tax credits, because tax credits 
are calculated on your Actual Pay after employee pension contributions have been deducted. This 
amount will not change because of your participation in PSE. 
 
Is there any impact on my student loan repayments? 
If you make student loan repayments, you may find that the reduction in your Actual Pay due to 
participating in PSE will decrease the amount you have to pay each month for student loan 
repayments. This means that it may take longer to repay your student loan.  
 
What happens if I am on parental leave? 
During your period of company parental pay entitlement, you will be able to participate in PSE as 
long as your earnings are at a qualifying level and this would not cause your Actual pay to fall below 
the statutory level.  
 
For the first six weeks of statutory maternity/adoption leave, the two weeks of statutory paternity 
leave, and the two weeks of Statutory Bereavement Leave; you are entitled to Statutory Parental 
Pay equivalent to the higher of: 
 

 90% of your average earnings (based on Actual Pay); or 
 £156.66 (from 6 April 2022) 
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For the next 33 weeks of your parental leave, you are entitled to parental pay equivalent to the 
lower of: 
 

 90% of your average earnings (based on Actual Pay); or 
 £156.66 per week (from 6 April 2022). 

 
Statutory Maternity Leave (SML), Statutory Adoption Leave (SAL) and Statutory Shared Parental 
Leave (ShPL) can collectively be taken over a 52-week period and can collectively be paid for a 
total of 39 weeks. 
 
The first two weeks of leave must be taken by the maternal parent as SML or SAL. SML and SAL 
can then be terminated in favour of ShPL, which can be taken by either parent. However, if SML or 
SAL are terminated in favour of ShPL during the first 6 weeks then any higher rate of pay is forgone. 
 
In addition to the above, the paternal parent can receive two weeks Statutory Paternity Leave 
during which SPP is payable. 
 
In addition to all of the above, upon the death of a child under 18 or a stillbirth after 24 weeks of 
pregnancy, both parents can receive two weeks Statutory Bereavement Leave. SPP is payable 
during these two weeks.  
 
For any periods when you are only in receipt of Statutory Parental Pay, it will not be possible for 
you to exchange your statutory payment for an employer pension contribution but PSE will 
continue. 
 
During this period, the Company will continue to make the same total pension contributions as 
before you went on parental leave including the PSE amount. You will not be required to exchange 
any of your Statutory Parental Pay for employer pension contributions during this period. 
 
If you choose to use your entitlement to the full 52-week period of Statutory Parental Leave, the 
final 13 weeks are unpaid. During this period the Company will not make any employer pension 
contributions. 
 
On your return to work, provided your pay is at the qualifying level, you will continue to participate 
in PSE based on the amount of salary you exchanged before going on parental leave. As this is a 
lifestyle event, you can change the amount of salary you exchange when you return to work 
provided that your earnings for the pay period remain above the qualifying level. 
 
What happens if I am on sick leave? 
During your period of company sick pay entitlement, you will be able to participate in PSE as long 
as your earnings are at a qualifying level. If you are receiving company sick pay, you can choose 
to change the level of your salary exchange or withdraw from PSE (as this is a lifestyle event). If 
you don’t, the level of your salary exchange and additional Company pension contributions will 
continue based on your Salary provided the level of company sick pay is sufficient to fund this. 
 
If you are in receipt of statutory sick pay (SSP) only - i.e. after your company sick pay entitlement 
ends - you will automatically stop participating in PSE. You can choose to make employee pension 
contributions from your net pay for this period instead. When you return to work, your participation 
in PSE will resume, provided your earnings are at a qualifying level. 
  
What happens if I take a career break or an extended period of unpaid 
leave? 
If you take a career break or an extended period of unpaid leave, this will be classed as a lifestyle 
event and you can choose to withdraw from PSE.  
 
If you do not withdraw from PSE, the Company will automatically remove you from the 
arrangements when you stop receiving any pay from the Company. No employer pension 
contributions will be paid to the DC Scheme during your career break/ extended period of unpaid 
leave.  



P a g e  | 7 
 

Once you return to work, your participation in PSE will resume at the level you had chosen prior to 
your career break, provided your pay is at a qualifying level.  
 
What happens if I leave the Company? 
If you leave the Company, you will automatically be removed from the PSE arrangement. The 
Company will stop making pension contributions to the DC Scheme on your behalf. 
 
Will PSE affect my entitlement to State Pension? 
The State Pension changed with effect from 6 April 2016 and the State pension you accrue from 
that date is not affected by your participation in PSE. 
 
What happens if I need to get a financial reference for my mortgage? 
PSE is a common type of arrangement and lenders are familiar with the idea of Salary Exchange. 
The Company can provide potential lenders with: 
 

 Confirmation that you are participating in a salary exchange arrangement 
 Details of your salary before the reduction for PSE. 

 
What would happen if the PSE arrangements were withdrawn?  
If the PSE arrangements were withdrawn, you would be able to make employee pension 
contributions to the pension scheme from your net pay instead so long as the DC Scheme is still 
offered by the Company to its employees. The reduction in your salary for salary exchange would 
therefore stop. This would be a further change to your terms and conditions of employment.  
 
If such a change were to be made, any pension contributions you choose to make would be taken 
from your net pay. Employee NI Contributions would be payable on the amount of your employee 
pension contributions, so your take home pay would reduce. You would not have to repay any of 
the benefits that you had previously received through PSE. 
 
Do I need to take independent financial advice? 
The Company cannot offer any financial advice and we recommend that you contact an independent 
financial adviser for advice on how your State benefit entitlement or personal tax position might be 
affected by PSE. You can find an independent financial adviser by visiting www.unbiased.co.uk 
 
Where can I go for more information? 
If you would like any further information on PSE, please contact your local HR department. You can 
also find out more about this type of arrangement on the Pensions Advisory Service website: 
www.pensionsadvisoryservice.org.uk 
 
 
 
 


