What is automatic enrolment for pension’s purposes”?

Overview

Automatic enrolment as a general term usually defines a governmental objective to
establish pension schemes in which targeted individuals are automatically enrolled. Using
this as a basis for setting up such schemes typically results in far higher participation rates
than when individuals are left to opt-in to schemes voluntarily. The introduction of
automatic enrolment for workplace pensions is intended to ensure that many more
employees begin to make proper provision for having a work-based pension.

The rules for automatic enrolment first started to come into effect on 1 October 2012. With
the introduction of automatic enrolment, the requirement for an employer to provide
access for staff to a stakeholder pension scheme was removed. These pension rules are
encouraging employees to start making provision for their retirement - employers and
government also contribute to make a larger pension pot.

Automatic enrolment

While staff may be automatically enrolled, there is significant work for employers as a
result of the introduction of automatic enrolment particularly small and micro employers.
There are also many issues to communicate to employees who need to be informed
about workplace pensions. There are specific requirements for employers to notify
employees about what automatic enrolment means for them.

As the law currently stands, automatic enrolment applies to all employers who have at
least one member of staff. This means that most businesses in the UK are now obliged to
set up and administer a pensions scheme for qualifying employees.

The rules only apply for the provision of pensions to employees, not the self-employed.
Contributions for automatic enrolment

Both the employer and employee need to make contributions to a pension scheme. There
is currently a minimum employer contribution of 3% and employers can make higher
contributions if they so decide. Employees must also make contributions which are part
funded by tax relief. Total contributions are a minimum of 8%: 3% from the employer, 4%
from the employee and an additional 1% tax relief.

There is also a qualifying earnings amount that is set by the Department for Work &
Pensions. There is no requirement to begin making contributions until after an employer’s
staging date.

For the current (2022-23) tax year this is set between £6,396 and £50,270 a year. This
means that the first £6,396 of an employee’s earnings isn’t included in the automatic
enrolment calculation. For example, if a worker earns £25,000 their qualifying earnings
would be £18,604. The maximum amount contributions can be based on is £43,874
(£50,270 minus £6,396) for the 2022-23 tax year.

Enrolling employees

The law states that employers (after their staging date) must automatically enrol workers
into a workplace pension if they are:

- Aged between 22 and State Pension Age.
- Earns more than minimum earning threshold (£10,000) per year.
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- Work in the UK.
- Not already a member of a qualifying work pension scheme.

There are special rules for employees earning less than £10,000, who will usually have
the right to opt in to the scheme, and employees aged less than 22 years and earning in
excess of £10,000. It is important that employers are able to monitor any changes in
employee ages and earnings so they can properly enrol any new or existing employees
who become eligible at a future date.

It is also important that employers keep their staff informed throughout the automatic
enrolment process, for example, by being told how much they will contribute and when.

Whatever their circumstances employers must make eligible employees active members
of a pension scheme within a six-week period that starts on the date an employee first
becomes eligible for automatic enrolment.

This could be:

- The employer’s staging date.

- The day after their postponement period ends.

- The employee’s first day of employment.

- The employee’s 22nd birthday.

- When an employee starts to earn more than £10,000.

Setting up a qualifying scheme?

New employers need to check their staging date and start creating an action plan to
prepare for automatic enrolment. They will need to use software that can handle the
requirements of automatic enrolment. This can usually be achieved by using their payroll
systems. In addition, some pension providers may offer this service, although there may
be additional costs.

Employers who do not have a pension scheme or want to change from an existing
scheme will need to find a pension provider that offers an automatic enrolment scheme.
Proper due diligence should be used to ensure that any scheme providers identified are
well run and meet all the necessary legal requirements.

Most employers are likely to use schemes that are known as defined contribution (DC)
schemes. This is because these types of scheme do not offer a fixed pension amount on
retirement. This means that employers are only committed to paying a finite amount into
the scheme.

Employers who already offer a workplace pension may not notice many changes, but
there are significant changes for those employees that will be joining a work-based
pension for the first time. Employers need to check that any existing scheme is a
qualifying scheme within the rules for automatic enrolment.

Accessing pension funds

Employees will usually be unable to access their pension’s savings until they are 55.
There are special rules for individuals that are seriously ill. They will also be able to have
some choice over how risk sensitive they want their investments to be. There are also
Sharia-compliant and ethical funds available.
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Opting out of a pension scheme

Employers are not allowed to try and encourage employees to opt out of a pension
scheme. This is known as ‘inducement’. However, an employee is allowed to opt out of a
pension scheme if they so wish. They will obviously lose out on valuable contributions
from their employer and the Government.

There are certain rules which must be met in order to opt out of a pension scheme. In
addition, employees will usually be re-enrolled again every three years or after starting a
new job. If this happens and an employee still wishes to opt out, they will need to
complete the opt-out process again.

There are safeguards in place to prevent employers from:

- Unfairly treating their employees because they decide not to opt out.
- Trying to advise staff to opt out.
- Not recruiting someone because they don’t agree to opt out.

Penalties
There are many complex rules that employers must follow in implementing and running a

pension scheme. If an employer fails to comply with their duties, the regulator may take
enforcement action and issue compliance and /or penalty notices.
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