Auto-enrolment – Are you ready?

Next year will see the start of a huge revolution in the provision of workplace savings with the introduction of the Pensions auto-enrolment regime, under which employers will be compelled to offer most of their workforce a pension.  This process will be phased in stages depending on the size of the business and the government will decide in January 2012 when this will commence.  However current thinking is that in respect of businesses which have less than 50 employees this will be after the next election which is in 2015.  In respect of firms with more than 50 employees but less than 3000, again current thinking that this will be in June 2013.
Existing pension arrangements may need to be changed to accommodate the auto-enrolment regime hence now would be a good time for employers to review their existing pension arrangements.

Preparing for the transition on both a practical and financial level will require employers to make some significant decisions since the impact of auto-enrolment extends beyond pensions. Auto-enrolment will impact on the entire benefits programme including, communication, data management and corporate transactions not to mention the extra cost to the employee benefit spend.

The sooner preparations are made, the easier it will be to comply with the legislation. The UK’s larger employers have only one or two years before their staging dates to comply with the new regime or they could face penalties of up to £10,000 a day. 
While a number of uncertainties remain, the framework is largely in place for employers to start considering what preparations they need to make.  There are cost issues for employers as they will have to pay a prescribed minimum level of contribution.  The auto-enrolment regime will apply to most employees aged between 22 and the state pension age, unless the employee chooses to opt out.

Employers will have the option of using an existing scheme to meet the auto-enrolment requirements or participating in the new ‘industry wide occupational scheme’, the National Employment Savings Trust (NEST).  Either way the employer will face significant costs hence the key strategy for businesses is to plan for this anticipated cost.

Employers can address some of the problems presented by auto-enrolment by considering a reduction in employee benefits.  However, in practice employers will encounter employees who are reluctant to relinquish contractual benefits.  This becomes even more complex where unions are involved.  Thus the best advice is to ensure that any salary increases take account of the costs of auto-enrolment.  As once a salary has been made it forms part of the contracted rights of the employee and cannot be unilaterally reduced.
Hawkins Hatton are joining up with Torquil Clark to have a seminar in the New Year in respect of auto-enrolment.  If you are interested please contact Colin Rodrigues at Hawkins Hatton at crodrigues@hawkinshatton.co.uk or Ian Hill at Torquil Clark at ian.hill@torquilclark.com for further details.

