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Employers will need to
consider how to deal with the myriad
requirements that 2012 and the onset

of auto-enrolment will necessitate

he year 2012, as well as being
Tan Olympic year, will see

employers having to come to
terms with the prospect of auto-
matically enrolling any employees
not currently participating in a
pension scheme. into a pension
arrangement and making pension
contributions on their behalf.

This article will hopefully give
employers and their advisers some
food for thought when consider-
ing how they are going to meet
their obligations.

The Pensions Act 2008 will
require employers to automati-
cally enrol any employees aged
between 22 and retirement age
who receive earnings of at least
£5,035 ayear into a qualifying pen-
sion scheme. The employer will
also have to enrol any employees
aged between 16 and 22 who ask to
be enrolled.

Aqualifying pension scheme can
be:
® o defined benefit (DB) scheme
that is contracted out of the state
second pension;
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® a DB scheme that is not con-
tracted out, but provides a mini-
mum level of benefits.

® a defined contribution (DC)
scheme (either an occupational
scheme, a stakeholder scheme. a
group personal pension or the cen-
tral personal accounts scheme
being set up by the government)
into which at least 8% of the
employees  earnings  between
£5.035 and £33.540 (known as
qualifying earnings} are paid in.
with at least 3% of this being paid
by the employer.

Employers will therefore have to
decide which scheme they will use
to fulfil their obligations. The easi-
est option may appear to be use an
existing pension arrangement and
enrol any eligible employees into
that scheme. Before taking this
course of action however. there are
some considerations that should
be taken into account.

The cost of pensions
Firstly, most current schemes
offered by employers will provide

better benefits than the minimum
required by new provisions, cither
through higher contributions.
pensioning the first £5.035 of an
individuals earnings. or a combi-
nation of these. In addition to
this, many employers will have
designed their existing scheme in
the knowledge that not all of their
employees would take the steps
necessary to join. By automatically
enrolling all eligible staff into the
scheme the participation rate is
certain to increase. This will, in
turn, cause an additional financial
burden for the employer, which
may be unwelcome if the current
financial climate continues until
2012,

Employers may therefore want
to consider using another pen-
sion arrangement (or personal

accounts) in order to meet their
automatic enrolment obligations,

leaving their existing (more gener-
ous) pension arrangement for
those staff who make a deliberate
choice to participate in that
scheme.



One advantage of using a more
generous scheme as the automatic
enrolment vehicle (for more gener-
ous scheme, read either a qualify-
ing DB scheme, or a DC
arrangement that provides for a
total contribution of 11% of the
employees’ qualifving earnings,
with at least 6% coming from the
employer) is that, under the draft
automatic enrolment regulations,
employers can delay enrolling new
eligible employees for up to 90
days. Employers must maintain
this level of contribution for at
least a further 90 days, effectively
ensuring that the employee does
not lose out on the minimum level
of contribution while they were
in the waiting period, but for
employers that experience a high
level of turnover in the first few
months. this may be an attractive
proposition.

The waiting game

Another consideration is the tran-
sitional arrangements that are
included in the Pensions Act 2008.
For DC arrangements, during the
first period of at least a year the
minimum total level of contribu-
tions will be 2%, with 1% coming
from the employer, and for the sec-
ond period of atleast a further year
the minimum contribution will be
5%, with at least 2% coming from
the employer.

The transitional provisions for
DB schemes are less simple and
only apply to existing employees
at the date the automatic enrol-
ment provisions come into force.
It is possible for the employer to
operate a waiting period in respect
of any existing employees who
were previously eligible to join
the scheme but had not chosen
to do so. The length of this wait-
ing period has not been set out
yet. If the DB scheme closes to

new entrants during this wait-
ing period. then those existing
employees must immediately be
enrolled into another qualifying
scheme, and if a money purchase
scheme is used, the employer
contributions must be backdated
to the date the auto-enrolment
provisions originally came into
force.

Extra support

On the administrative side. the
employer’s HR function will have
to be geared up to meet tight times-
cales that are proposed for enroll-
ing employees into the scheme,
providing the relevant informa-
tion to employees, and ensuring
that the right contributions are
deducted and paid to the scheme
on time.

Unless a waiting period is uti-
lised (in which case the affected
employees must be informed that
they are in a waiting period and
when they will be enrolled into the
scheme, from which time the
timescales set out below will
apply), then any eligible employees
must be automatically enrolled
into a qualifying scheme with
effect from the date they become
eligible. This will normally be
when they start work, but may also
include when someone reaches
age 22, or whose earnings exceed
£5,035 for the first time. HR proc-
esses must be able to readily iden-
tify these events,

Any employees who are already a
member of a qualifying scheme at
the date the provisions come into
force must, within 30 days, be sent
written details confirming that
they are a member of a scheme
that meets the qualifying condi-
tions.

If an occupational pension
scheme is used, then the employer
must ensure that the employee
becomes an active member, and is

provided with written information
about the auto-enrolment, within
14 days of becoming eligible.
Where a personal pension scheme
is used, then the employer must
provide the necessary information
to the provider for the employee to
become a member, and provide the
employee with certain informa-
tion within seven days of becom-
ing eligible. A contract will be
deemed to have come into effect
between the employee and the per-
sonal pension provider after a fur-
ther seven days from the employee
receiving the information.

Payroll functions must also
ensure that any contributions pay-
able by the employee are deducted
from their pay from the first pay
period after they become eligible
to be enrolled.

Opting out
Of course, even after all this effort
by the employer to place eligible
employees into a pension scheme,
not everyone will want to stay
there. This may be for a number of
reasons, including the well-dis-
cussed effect that it can have on
any means-tested benefits or the
impact on individuals who previ-
ously registered for enhanced pro-
tection and therefore cannot
accrue further pension benefits
without leaving themselves open
to some hefty tax charges.
Individuals have a right to opt
outofapensionschemeintowhich
they have been automatically
enrolled. If this notice to opt out is
made within 30 days of joining the
scheme or, in the case of a personal
pension. 30 days from the day the
contract is deemed to have been
made, then the employee will be
regarded as not having joined the
scheme (on that occasion) and will
be entitled to receive a refund of
any contributions deducted from






