INSIGHTS

£99

Auto-Enrolment
2013

Payroll World
Autumn Update
Conference 2013

BOOK
NOW!

24 October I Millennium Hotel I London Mayfair

The conference you can trust
The Payroll World Autumn Update returns for 2013
at a brand new venue, the Millennium Hotel,
London Mayfair. Ensure you stay up-to-date and
compliant with payroll legislation. Brand new
for this year’s conference are the supplier clinics
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“
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“
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“

The sessions were informative, lively and
I liked the varied ways the sessions were
delivered. The breaks gave great opportunity
to network. A great day all round.

“

Clare Kennedy, University of Lincoln
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found confidence
➜ Breezing through benefits: Working through the P11D
➜C
 onnecting with employees: The benefits to payroll of
creative and effective communications
➜W
 ho’s left holding the baby? Working through the
changes to and implications of shared parental leave
➜ Salary sacrifice: Benefits, pitfalls, and scheme options
➜Q
 uiz time: What do you really know about
auto-enrolment?
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AUTO-ENROLMENT

INTRODUCTION

What does
it all mean?
What is pension reform, why is
payroll at its heart and why does
it matter? Asks Martin Kornacki
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MARTIN KORNACKI
Editor
Payroll World

W

elcome to the Payroll World
Auto-Enrolment Guide. In
these pages this guide will
aim to demystify and
communicate the main
processes payroll must understand when
implementing pension reform.
As Payroll World highlighted last year, payroll
is at the heart of auto-enrolment, a fact that
the creators of auto-enrolment failed to realise
when penning the reform. As a result payroll
must comply with a piece of legislation that’s
unnecessarily complex to administer and will
significantly drain resources. A simplification of
the rules will potentially take place later this
year (see Time for change page 23), but for
now we must work with what we have.
Payroll departments at the UK’s largest
employers are already stepping up to the
auto-enrolment challenge, and the guidance
in the following pages takes into account the
lessons learned by those companies.
WHAT AND WHY
To understand auto-enrolment we must first
step back a few decades and take a brief
look at the history of pensions in the UK.
Once upon a time companies offered
defined benefit pension schemes, meaning
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you knew what value the pension you
received when you retired was going to be,
regardless of your contribution. It may sound
like a fairy tale to many, and indeed this form
of pension has almost entirely died out – not
just in the UK but all over the world.
In its place are defined contribution
schemes in which the final sum received is
not defined. Defined contribution pensions
are the type of pension most people under 40
will be familiar with. You pay money into a
scheme that (hopefully) grows your money by
investing it in various ways. Fingers crossed,
and depending on how much you have paid
in, the resulting annuity will keep the wolf from
the door once you retire.
THE REALITY
It’s a fact, however, that many people aren’t
great with money. And they’re even worse

when considering long-term financial security.
For whatever reason – and there are a myriad
explanations – many of us live for the moment.
In recent years this has been financed through
debt, so the idea of saving for a pension may
not even be on someone’s financial radar if
they’re struggling with credit commitments.
Before we go any further let’s look at the
figures as they stood before the first large
employers began staging in October last year.
In the UK at the beginning of 2012,
outstanding personal debt stood at an
eye-watering £1.5 trillion. To put it another
way, individuals owed nearly as much as the
entire country produces in a year.
According to money education charity
Credit Action, the average amount owed per
UK adult, including mortgages, was £29,634
in January that year. This was around 122%
of average earnings.

●● Many of us in the absence of
considerable savings were doomed to
grinding poverty in old age unless the
pension system was reformed ●●
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John Lewis

▼

while compulsory schemes have a 30%
opt-out rate – creating a shift from around 30%
to 70% of UK workers saving for a pension.

8%
▼

Asda

12%
▼

Coca-Cola Enterprises

▼

HAS IT WORKED?
Well, if you take a look at the opt-out figures
being reported by larger employers that have
already staged, these are well below the
theoretical 30% rate (see opposite). Of course,
this depends hugely on employers’ attitudes
to pensions. Not every company will be as
keen as Asda – which considers its staff
‘colleagues’ – to encourage workers to take
advantage of auto-enrolment. Indeed, there’s
evidence that some micro-employers may try
to avoid their duties altogether (see page 11).
What the first batch of opt-out reports does
highlight is that auto-enrolment is at least to
some extent working – it has transformed the
pension landscape, and will continue to do so
for many years to come. Is the reform enough
to prevent a generation of low-earners living in
poverty during old age? The answer in my
view is no.
Current contribution levels are too low to
save this demographic, and the opportunity
to opt out will be disastrous, for those who do
so, in later years. But this is just the start of
the government’s vision for pensions – in
years to come contribution levels will be
higher, and I’m certain the option to opt out
will be removed. This will not only make
payroll’s life much easier, it will also finally
allow the reform to reach its full potential.
If you feel this model sounds fanciful, just
look to Australia. By 2019 its compulsory
Superannuation Guarantee Fund guarantees
a minimum employer contribution for eligible
workers of 12%.
So that’s the future. As for the here and
now, if you want to keep up to date with all
the latest daily auto-enrolment developments,
visit www.payrollworld.com now, and register
for our newsletter in the top right hand corner
of the page. ●

▼

FIRST STEPS
So reforms were started – or rather falsestarted. In 2001 workers saw the introduction
of stakeholder pensions, creating a duty for
employers to offer a workplace pension
scheme within various criteria. Unfortunately
many of these schemes ended up becoming
‘empty stakeholder shells’ due to low take-up.
People were still not saving.
By the middle of the last decade a
consensus emerged that a behavioural shift
would be needed to get people saving for
retirement. The Pensions Commission chaired
by Lord Turner delivered a report outlining
how this could be achieved – by forcing
employees to be auto-enrolled into a
workplace pension scheme.
Crude metrics indicate that voluntary
schemes have around a 30% opt-in rate,

5%
▼

If you thought that was bleak, let’s now
take a look at savings – in particular pensions.
In 2011 the Office for National Statistics
revealed that the number of workers paying
into a company pension had slumped to its
lowest level since the mid-1950s. Just 8.3m
were saving into a work pension: three million
in the private sector and 5.3m in the public
sector. And in some ways this is
understandable – the recession wiped billions
from pension funds, and many young people
entering the workplace simply do not see the
product as good value. You can’t get away
from the fact that pensions are suffering from
an image crisis.
There’s also no escaping the size of the full
basic state pension. Just over £100 a week –
think how you would cope on that amount.
The government did – and as a result
decided that as a nation of people who are
living longer and saving less than previously,
many of us in the absence of considerable
savings or valuable property were doomed to
grinding poverty in old age unless the pension
system was reformed.

REPORTED OPT-OUT RATES

16%
Royal Mail

payrollworld.com
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CAPACITY CRUNCH

Wake up to the
capacity crunch
Payroll World reporter James Allen finds
out how the auto-enrolment capacity
crunch is going to cause problems for
employers that leave planning for pensions
reform too late

H

enry Ford, the American
industrialist and founder of the
Ford car company, once said:
“I’m looking for a lot of men who
have an infinite capacity to not
know what can’t be done.”
He could have been describing employers
looking to comply with legislation requiring the
automatic enrolment of much of the UK
workforce into a workplace pension.
As of July 1, employers with staff levels of
3,000 or more will – or at least should – have
begun enrolling eligible employees into a
qualifying scheme. By 2018 it’s expected that
employers of all sizes will have signed up.
Over the course of four months next
summer around 22,000 employers will have
to begin paying pension contributions to staff
who haven’t opted out. With such a huge
project being uncharted territory for the UK
government and employers alike, questions
are being asked whether pension providers
will have sufficient resources to cope.

BORN TO EDUCATE
The Pensions Regulator (TPR) has been set
up to educate relevant groups to the legal
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requirements of auto-enrolment, as well as to
enforce compliance. TPR’s executive director,
Charles Counsell, says: “We know demand
from employers is set to increase significantly
over the coming months as growing numbers
of medium and smaller businesses look to
find a scheme for their workers.”
TPR is relying on the National Employment
Savings Trust (NEST) to sweep up much of
that demand. The government-funded pension
provider is obliged to offer any employer –
including those with low and medium earners
– access to a workable pension scheme.
NEST customer and proposition managing
director John Taylor says: “Many of the private
providers are worried as to whether they’ve
got the capacity but they do have the ultimate
sanction of being able to pull up the
drawbridge and say no. That’s not a luxury
we have, so it’s about making sure we can
cope with even the highest range.”
The first real test of NEST’s capabilities will
be the 20,000 enrolling next summer. NEST
has provisionally prepared to serve up to
15,000. “We’re not aiming for that figure, but
we should be able to cope with it,” says
Taylor. “The private provider community has a
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JAMES ALLEN
Reporter
Payroll World

big role to play, and I think they’ll do that to an
extent, but many of them will still be using that
traditional one-to-one model. They’ll have a
huge resource capacity issue to deal with, as
well as having commercial constraints. That
means they’ll focus on a part of that 22,000,
but the balance will come to NEST, so the
online business model we’re using is really
essential, because that’s the only way you
can deal with that volume.”
That means employers that leave it too late,
or don’t attract other providers, will have no
choice but to join NEST, like it or not. Indeed
some providers will be unwilling to take on
businesses that are within six months of their
staging date – again, leaving those employers
with no choice but to turn to NEST.
NEST is already preparing for the capacity
crunch. It is focusing on ensuring as many
employers as possible will be capable of
installing its pension scheme on a self-service
basis and “hundreds of employers” looking to
enrol early have provided it with an
opportunity to test the services.
Taylor again: “There have certainly been
enough of them to give us confidence that
many employers will be able to self-serve next

The challenges ahead
Number of employers

Staging profile pre-May 2015

Setting the tone
through early stagers

May-15

Apr-15

Mar-15

Feb-15

Jan-15

●● Questions are being raised whether
pension providers will have sufficient
resources to cope with demand ●●

THE CRUNCH IN NUMBERS

80,000
▼

schemes enrolling per month by the time
micro-employers start staging

22,000
▼

PAYE schemes expected to enrol between
April and July 2014

▼

12months
▼

the ideal time employers should allocate to preparing
for auto-enrolment or finding a provider

▼

non-Aviva schemes, which is allowing the
company to fine tune it so it’ll be ready for
their busy enrolment stage next year.
“I do think there’ll be a big spike. We have
four people at the moment, and we may need
to scale that up as our enrolments go up
gradually until next summer, so we’ll see the
demand on our service,” Lawson adds.
The united message to employers from
TPR, NEST and Aviva is to prepare early.
While six months is considered to be enough
time, 12 months is encouraged.
Taylor at NEST concludes: “We’re certainly
seeing that parts of the operation are more
onerous than an employer would first
assume. Don’t leave it to the last minute to do
the groundwork of cleaning the data and
assessing which staff are eligible. And don’t
just assume that your private provider is going
to provide for the entire workforce.” ●

Source:

▼

MEDIEVAL REALITY
Unlike NEST, Aviva has no obligation to
provide auto-enrolment schemes, so after
summer 2014, is considering ‘pulling up the
drawbridge’. John Lawson, Aviva’s head of
policy, pensions and investments, says:
“We’ve gone after more medium employers
than the very largest. In Q2 next year we have
1,000 schemes auto-enrolling. You’d have to
throw a lot of resource at that if you were
going to do it on a face-to-face basis.”
The private provider has developed a tool
for employers that’s currently being used on

Dec-14

Handling initial peaks in volume
› very large numbers of employers
› employers less well advised
› industry and adviser capacity stretched?

year. We will also be adding to the services
we have in place already, including ‘delegated
access’, which will allow employers to hand
over authority to their Independent Financial
Advisor [IFA] to set up and maintain their
auto-enrolment responsibilities.”

Nov-14

Oct-14

Sep-14

Aug-14

Jul-14

Jun-14

Apr-14

Mar-14

Feb-14

Jan-14

Dec-13

Nov-13

Oct-13

Sep-13

Aug-13

Jul-13

Jun-13

May-13

Apr-13

Mar-13

Feb-13

Jan-13

Dec-12

Nov-12

Oct-12

Medium employers

Large employers

6 months
before staging may be so late that some providers
may refuse to take employers on

payrollworld.com
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THE PENSIONS REGULATOR

Act now
and engage
The Pensions Regulator (TPR) is taking a
no-nonsense approach to auto-enrolment.
With the widest reaching overview of how
employers have begun implementing the
reform, here TPR offers its advice

T

he country’s largest employers –
with more than three million
workers between them – have
registered with us and said they
have met their duties under
workplace pensions law.
As a direct result of automatic enrolment,
around a million more people across the UK
are now saving into a workplace pension.
Millions more workers will start saving for
retirement in the coming years.
The regulator has been working to educate
and enable employers to maximise compliance
levels. We are continuing that work in order to
provide the vast numbers of employers still to
stage with the information they and their
advisers need so they can comply.
Our aim is to establish a pro-compliance
culture whereby employers understand that
the law is being applied fairly. They will be
provided with information and support to help
them comply, but non-compliance may result
in penalties.
Our research has shown that there are gaps
in the level of detailed knowledge among a
number of the intermediaries that employers
are turning to for help with their automatic
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enrolment duties. This is where TPR can help
out. As well as providing a wealth of
information on our website, we have an
industry liaison team that has been out on the
road, meeting employers individually as well
as at events and seminars. Over time, we’re
also writing to every employer in the country,
and provide email and telephone support to
help them comply.
THE WAY AHEAD
As the number of employers staging per
month rises significantly over the months to
come, these messages become increasingly
important. Advisers and providers are telling
us they’ll find it hard to support employers
who come to them at the last moment. We
know that employers who call their payroll
provider a month before staging and say,
‘Can you sort this out for me?’ risk being
disappointed by the response.
The payroll industry can help us mitigate
the risk of a last-minute rush ahead of each
month’s staging date.
It’s imperative that employers know their
staging date (see page 56) as, on a number
of occasions, we’ve found employers working
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NEIL ESSLEMONT
head of industry liaison
The Pensions Regulator

to the wrong staging date. They had
mistakenly made the assumption it was
based on their current head count.
In fact, it is set in law. An employer’s
staging date is determined by the number of
persons in the largest Pay As You Earn (PAYE)
scheme that they use, based on the latest
data from HMRC held by The Pensions
Regulator on April 1 2012. They should input
their PAYE reference(s) into the staging date
tool on our website.
BE CLEAR
This includes payroll providers, who need to
understand the complexities of automatic
enrolment. Most employers are expecting
their pension provider and payroll provider to
manage automatic enrolment for them.
Once an employer has staged and
automatically enrolled eligible jobholders,
they still need to register with The Pensions
Regulator in order to be compliant. Some
employers have cut it fine in respect of
registering.
As with other preparations, our message is
simple – start the registration process early.
Registration can be partially completed online

at any time before the deadline, but must fully
complete by four months after an employer’s
staging date.
If an employer has not complied with their
duties, we have access to a range of new
powers including compliance notices and
escalating daily financial penalties.
SOFTWARE COMPATIBILITY
Payroll professionals are in a good position
to explain to an employer the need to check,
early on in the planning, that all software
being used to meet the duties of automatic
enrolment will work together. For example,
is the employer planning to use software from
a third party (perhaps the pension scheme
provider) to help with assessing their
workforce?
We recommend that all the software
providers working for an employer meet early
on in the planning stage, well ahead of
staging, to establish early on how their
products work together.
Employers need to find out from their
software providers what their systems will
and, in particular, will not do. Only then can
they find solutions for the gaps.
Some employers have identified gaps in
the information on their software which has
meant them having to manually input large
amounts of data, which is time-consuming.
It’s vital that systems to manage data are
compatible and up to scratch.
Over the first few months of implementing
the new duties, some clear lessons have
been learnt, including:
❯ Don’t underestimate how long the process
takes – not allowing sufficient time can
make complying with the law more
challenging and potentially more costly.
❯ Automate as much as possible to ease
the administrative burden. ●

About The Pensions Regulator
The Pensions Regulator is the UK regulator of work-based pensions. It is a non-departmental
public body established under the Pensions Act 2004. We work closely with our sponsoring
body, the Department for Work and Pensions (DWP).
We are responsible for regulating work-based pension schemes including occupational DB
schemes, occupational DC schemes and certain aspects of work-based personal pensions.
The regulator is also tasked with maximising employer compliance with the employer duties
related to automatic enrolment into pensions. From 2015, we will have additional responsibility
for regulating the governance and administration of public service pension schemes.
We are funded via grant-in-aid from the DWP and are financially accountable to the Secretary
of State for Work and Pensions. Some of our operating costs are recovered from eligible
schemes via a levy set up by the DWP. The set-up and operating costs of the automatic
enrolment programme established under the Pensions Act 2008 are not offset by the levy.

OUR REGULATORY APPROACH
We have a range of functions directed by five statutory objectives:
❯ To protect the benefits of members of occupational pension schemes

❯ To protect the benefits of members of personal pension schemes where direct payment
arrangements are in place

❯ To reduce the risk of situations arising
which may lead to compensation
being payable from the Pension
Protection Fund (PPF)

❯ To promote, and to improve
understanding of, the good
administration of work-based
pension schemes

❯ To maximise employer compliance with
employer duties and the employment
safeguards (introduced by the Pensions
Act 2008)

●● It’s imperative that employers know
their staging date as, on a number of
occasions, we’ve found employers
working to the wrong date ●●

The role of payroll
Getting ready for automatic enrolment is not just about employers and pensions. We have also
been liaising with payroll providers and other software providers to be aware of the products
coming to market and how likely they are to meet employers’ needs.
Payroll professionals have a key role to play. They have the practical knowledge of the data
an employer holds that will be needed when assessing a workforce, for example identifying
‘qualifying earnings’ in respect of automatic enrolment.
Preparing for automatic enrolment affects an employer’s business processes. Employers
staging over the next two years would benefit from creating a project team with input from
colleagues within their own organisation – such as payroll, HR, finance and IT – and from external
parties such as their payroll and pension providers. This group needs to review the law and
supporting guidance.
It’s important for this to include an assessment of the changes required and a realistic
timescale for doing this. For example, what needs to be changed to align with automatic
enrolment processes and what the opt-in and opt-out processes are for staff.

COMPANY DETAILS

The Pensions Regulator
Napier House
Trafalgar Street
Brighton
BN1 4DW
T. 0845 600 1011
E. customersupport@autoenrol.tpr.gov.uk
www.thepensionsregulator.gov.uk

payrollworld.com
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Pensions Regulator will pro-actively
target non-compliant sectors

The Pensions Regulator (TPR) is to target its auto-enrolment
compliance efforts on companies and industry sectors with
a reputation for breaching employment law, as research
comes to light suggesting some employers may try to
circumvent the legislation (see opposite).
Speaking at a recent Payroll World Pensions Auto-Enrolment Seminar,
Neil Esslemont, head of industry liaison at TPR, said that as well as financial
penalties, TPR has powers to carry out audits of companies and even whole
industry sectors where a reputation for poor compliance of employment
legislation has been observed.
“If we have reason to do so, we can come and do
an audit,” Esselmont said. “We’ll take a proportional
approach so, for minor problems, there’ll be
relatively minor penalties, but for major problems
there’s going to be a higher penalty.”

●● If we have reason
to do so, we can come
and do an audit ●●
Neil Esselmont, The Pensions Regulator

4
(

TPR bolsters
its numbers

1

EXCLUSIVE The Pensions
Regulator (TPR) is recruiting
large numbers of compliance
staff as the volume of employers
joining auto-enrolment increases
over coming months.
Payroll World understands
that TPR are advertising up to
125 enforcement positions
through Hays recruitment
agency, with many to be based
in the regulator’s Investigation
and Enforcement Unit.

3

Payroll departments could be
given powers to prevent some
eligible employees from joining
auto-enrolment pension schemes, under
plans being considered by the government.
A briefing paper released by the
Department for Work and Pensions (DWP)
looks at a number of scenarios in
which employers could opt out
staff who under current
legislation should be enrolled
into a workplace pension.
The DWP is to consult on
the proposals in the autumn.
For more information, visit
www.tinyurl.com/n2qrtw5

AE fee ban will still cost employers

New rules banning advisors from taking fees from
employees’ auto-enrolment pension pots will make no
difference to how much employers are charged, according
to Ernst & Young director Malcolm Kerr.
“Five thousand employers a day will be auto-enrolled,
so no matter how much we charge, it won’t make a pin-prick,” said Kerr,
highlighting the number of employers staging from 2015. “This whole
issue of we can’t give advice to employers about auto-enrolment because
we’ve got to charge differently… My advice is, you should go out there
with a fee structure. If they don’t want to pay it, don’t give them advice.
Simple as that. If they’ve got the need, they’ll pay the fee.”

10
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Payroll may stop some
staff enrolling for AE

(
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Regulator warns against non-compliance
as some SMEs plan to defy law

The Pensions Regulator (TPR) has warned small
businesses against non-compliance with auto-enrolment
legislation following reports that some are planning to
avoid the rules. Recent research by the Institute of Directors (IoD)
found that as employers – especially small employers – start to
comprehend the enormity of the task ahead of
them, hostility to auto-enrolment, as opposed
to grudging reluctance, might increase.
One unnamed respondent to the IoD research
said: “We plan to make every effort to avoid this
piece of legislation, designed solely to allow the
government to steal more money.”

7

NEST restrictions to be lifted

Plans to lift restrictions on the government-backed
NEST pension scheme in 2017 have received a mixed
response. The contribution cap, which currently
stands at £4,500 per annum, and a ban on transfers
into NEST from other pension schemes, will be
removed in four years’ time.
Pensions minister Steve Webb said: “I’m not making any changes
until 2017, when automatic enrolment is fully rolled out. At this point
I will lift the contribution limit so that NEST remains a force for good
in the marketplace, driving up standards and best practice.”
NEST managing director of operations Helen Dean said she
welcomed the announcement and the certainty it would bring to
employers and employees. “This means the restrictions will be lifted
before minimum contributions rise to 5% in 2017,” she said.
But Labour shadow pensions minister, Gregg McClymont,
said: “The government has failed savers and pandered to special
interests instead. We need urgent action now to create private
pensions people can trust.”

●● I’m not making any changes until 2017,
when automatic enrolment is fully rolled out ●●
Steve Webb, Pensions minister

8
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Auto-enrolment
crunch warning

Pensions experts
are warning
payroll that
a ‘capacity
crunch’ will likely result
in auto-enrolment
providers struggling to
deliver their products
to employers that only decide on
systems close to their staging dates.
Next summer almost 25,500
employers (those with PAYE schemes
sized between 62-159) are expected
to enlist staff onto auto-enrolmentcompliant schemes (in comparison,
the figure for the same period in 2013
is only around 650).
Ferdinand Lovett, solicitor at Sackers,
commented: “While pension and
payroll providers have managed so
far in dealing with small numbers of
employers, May to August 2014 will
see a massive surge in employers
who have reached their staging date
and require advice and service from
providers. But with the huge increased
demand, will providers have the
capacity to cope?”

25,500
The number of employers expected to be enrolling staff
onto auto-enrolment-compliant schemes next summer

‘Pot follows member’ pension system to be introduced

Small pension pots will follow workers as they move between jobs, in a government bid
to reduce the number of people retiring with five or more dormant investments.
The change is in response to what would have been a likely increase in dormant pension
pots with the introduction of auto-enrolment. The policy aims to reduce the number of
people with fragmented small investments to one in thirty.
Currently, when people move job these pots could be lost completely. The ‘pot follows
member’ system will mean that over someone’s working life – during which they will typically work in
11 jobs – any pots accrued of less than £10,000 will automatically move with them. Pensions minister
Steve Webb said: “Instead of having lots of small pension pots all over the place, we want people to have
a big, fat pot which will buy them a better pension. We want to make it the norm that when you move job
your pension rights can move with you.” The proposal will be included in the forthcoming Pensions Bill.
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First steps
There are a number of areas a business will
need to concentrate on ahead of its staging
date to ensure it remains compliant with
auto-enrolment legislation. You should be
able to tick the following off your list:
KNOW YOUR STAGING DATE
A business’ staging date is based on the number of
employees in its PAYE scheme on April 1 2012, and there
will be different bands depending on the number of
employees (see page 56). It is important that businesses understand
exactly when they are due to stage, and a significant amount of
preparation must go into preparing for this date. The Pensions
Regulator will communicate this to all employers, but also publishes
this data online. It recommends beginning to prepare a year ahead of
the staging date, so a business must check well in advance of this.

✔

ASSESS YOUR WORKFORCE
For the purposes of auto-enrolment, the workforce is
separated into three distinct categories – eligible jobholder,
non-eligible jobholder and entitled worker (see page 18).
It’s important for employers to understand and be familiar with this
terminology so they can arrange the workforce into the correct
categories, and understand their responsibility towards each.

✔

KEEP ABREAST OF LEGAL ISSUES
New legislation was implemented on June 30 2012 to all
employers regardless of their staging date, with regard to
their recruitment policy. No employer is allowed to induce
jobholders to opt out of scheme membership or make job offers
conditional on opting out. This will be monitored and enforced with
penalty fares, so it’s important that all employers understand the
legislation surrounding the scheme.

✔

REVIEW PENSION ARRANGEMENTS
Ahead of their staging date, employers need to make sure
that they have a qualifying pension scheme set up so that
they can start to enrol their jobholders from their staging
date. Employers who miss their staging date could be fined and jailed
for up to two years. Employers also need to ensure that they
understand about the cost involved in both the contributions and
setting up and maintaining the system. Employer contributions will be
phased in from now until 2018, and employers must be aware of what

✔
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they’re due to contribute. Most companies will need to contribute a
minimum of 1% of employees’ ‘band earnings’, with their employees
funding an additional 1%.
From October 2017 employers will be required to contribute a
minimum of 2% (ultimately rising to 3%), with the employee topping this
up to a total of 8%. The administration costs will depend on an
organisation’s current scheme, and will become clear when current
processes have been reviewed to see whether they can successfully
accommodate auto-enrolment or whether they must change systems.
This is another reason why it’s of paramount importance that
businesses familiarise themselves with the legislation and requirements
early on.
GET ON TOP OF COMMS
Employers must take the time to make sure employees
are aware of these changes and their responsibilities,
especially those who need to opt in. Businesses need to
make sure they have a clear understanding of what will be happening
to their business and when, and it’s their responsibility to feed this back
to employees and allow them to make informed choices as to whether
to opt in and, if necessary, to opt out.
It’s a legal requirement for businesses to give the correct pension
scheme information to an eligible jobholder who’s being automatically
enrolled, or a jobholder who’s being enrolled following opt-in.
This information must be given no later than one month after the
worker becomes a jobholder, with a right to opt in for the first time.
Businesses are also legally required to communicate to all eligible
jobholders how to opt out of the scheme if they so wish, and to inform
all non-eligible jobholders and entitled workers how to opt into the
scheme should they wish to.
It’s also important to give employees additional information regarding
any bonuses they may receive. An employer can apply for a threemonth eligible postponement where a spike in earnings could cause
that employee to temporarily fall into the eligible jobholder category, in
which case they won’t need to be entered into the scheme. Employers
must keep HMRC up to date with dates and legislation, and feed any
changes back to their employees. ●

✔

DID YOU KNOW?
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▼

●● A business’ staging date is based
on the number of employees in its PAYE
scheme on April 1 2012 ●●

▼

months is the minimum period recommended by
The Pensions Regulator to prepare for auto-enrolment

1%

Auto-enrolment and Sage
As a process that will affect every business in the UK, auto-enrolment is something all firms
need to be aware of, regardless of their staging date. There is significant onus on the employer
to enrol all eligible jobholders, monitor their workforce to ensure anyone moving into this
category is automatically enrolled, and communicate the scheme to all employees. Therefore
all companies – irrespective of their size – should take action to understand what
auto-enrolment means for them.
The auto-enrolment process might sound overwhelmingly difficult, but there is a huge
amount of support available. Importantly, businesses can use software to help automate the
process and alleviate the burden of auto-enrolment. Sage’s SnowdropKCS solution, which
assists businesses by performing an initial assessment of the workforce, will automatically
enrol eligible jobholders into the scheme. When an employee enters the eligible jobholder
category, either by turning 22 or upon reaching the right level in a pay period, they will
automatically be enrolled into the pension scheme based on any postponement rules in place.
SnowdropKCS also assists in managing and streamlining processes involved with
maintaining the scheme. The software allows businesses to process employee opt-outs when
notified by the pension company and to retain a history of opt-ins, opt-outs and joining dates
over time along with the employee status. It can also produce reports designed to support the
requirement to periodically register with the regulator. These reports give details of the
schemes and the number of workers auto-enrolled.
Communicating the changes associated with auto-enrolment to employees can be
time-consuming and, again, software can help alleviate the pressure. Sage SnowdropKCS can
provide lists of employees in a suitable format to mail merge, meaning businesses can easily
inform their people of their status and changes taking place.
By using software to help make auto-enrolment easier, a business can focus on its core
processes with the assurance that it’s complying with legislation and keeping its employees
up to date.

▼

▼

The minimum proportion of employees’ band earnings
most companies must contribute to pensions schemes,
with employees contributing the same

2018

The year employer contributions will have been phased
up to 3%, with the employee topping up to 8% in total

COMPANY DETAILS

SAGE (UK) LIMITED
4 Witan Way
Witney, Oxon
OX28 6FF
T. 0800 694 0568
E. snowdropkcs@sage.com
www.snowdropkcs.co.uk
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Types
of worker
As a first step to assessing
your workforce for autoenrolment you will need
to cut through the jargon
used, which at times can
seem counter-intuitive

A

ssessing the workforce is one of
the key duties of an employer
under auto-enrolment. Eligibility
for auto-enrolment must be fully
understood in order to comply
with the new rules and to ensure best
practice. However, this step is potentially
complex, and there are a lot of buzzwords to
navigate. So here are the key facts…

TYPES OF WORKER
ELIGIBLE JOBHOLDERS
Auto-enrolment only applies to employees
who are classed as eligible jobholders – those
employees who are between 22 and state
pension age, and with earnings over the
auto-enrolment threshold (currently £9,440).

1.

ASSESSING YOUR EMPLOYEES
NON-ELIGIBLE JOBHOLDERS
The second category, non-eligible
jobholders, represents those employees aged
between 16 and 74, with earnings below the
auto-enrolment threshold (£9,440), but above
the qualifying earnings lower threshold
(currently £5,668) or, employees aged 16 to
21, or of state pension age to 74, with
earnings above the auto-enrolment threshold.
Although non-eligible jobholders are not
auto-enrolled they can opt into a qualifying
pension scheme. In such circumstances both
the employer and the employee will make
contributions.

2.

ENTITLED WORKER
The third and final category is that of
entitled worker – an employee aged between

3.
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16 and 74 with earnings below the qualifying
earnings lower threshold (£5,668). These
employees must be provided with information
on their right to join a pension scheme. The
pension scheme need not be an auto-enrol
scheme, and the employer is not obliged to
make contributions into it.

Whatever the size of your organisation, the
assessment of employees and assignment of
categories must be accurate, and
accompanied by appropriate records to
demonstrate integrity and transparency. There
are three main approaches to this task:
MANUAL ASSESSMENT
In undertaking this assessment manually,
information on each individual employee must
be reviewed, taken from the PAYE system
and transcribed, or re-keyed into a record.
However, undertaking this exercise manually
is potentially risky and time-consuming. In fact
for larger employers this process could run
into weeks or months, and present significant
potential for errors to be made.

1.

AUTOMATED – BY EMPLOYEE
Many payroll software systems will
enable an employee record to be
automatically categorised into eligible
jobholder, non-eligible jobholder or entitled
worker. On an individual basis these will also
be able to update relevant opt-ins, and
support required record-keeping. While this
approach improves accuracy and
substantially reduces risk, it’s still potentially
time-consuming, as employees still need to
be reviewed per individual record.

2.

AUTOMATED – BY GROUP
Some of the more sophisticated payroll
systems on the market not only enable
individual review and categorisation, but
assessment by group. This means that an
auto-enrol function can be run on a specific
group of employees considered likely to fall
into the same category, for example ‘shop
floor personnel’ or ‘cleaners’, thus enabling
employees to be more efficiently assigned
into categories. ●

3.

About Pegasus
Pegasus Software is an award-winning supplier of accounting, business and payroll software
solutions, with over 30 years’ experience. Our software is used by over 20,000 small and
medium-sized UK businesses.
Business and Accounting Software
Our range of business and accounting software solutions are sold by a nationwide partner
network, fully trained to deliver support to the highest levels of service and strive to find the
solutions that best suits your company. By selecting Pegasus, you can choose software tailored
to your business and its needs. Choose from finance, payroll and HR, CRM, supply chain
management, business intelligence, document management, manufacturing and construction.
Opera 3
Our flagship solution Opera 3 is a fully integrated accounting and business system that
eliminates the need to run separate finance, payroll, and CRM or service systems. Opera 3 gives
you a unified view of your business and knowledge-sharing to enable your teams to work
remotely and access key decision-making information quickly and easily.
With Opera 3, flexibility comes as standard. Its applications, features, customisation,
configuration and setup options allow you to build the specific solution you need to suit your
business. It means you can buy what you need, when you need it, and expand the solution as
your business grows.
Integration with Excel
The award-winning Pegasus XRL is a powerful reporting tool that links Opera 3 with MS Excel.
With easy access to the information held within Opera 3, you can analyse, manipulate and
report using the familiar Excel interface for more informed decision-making.
Auto-enrolment and NEST
Our payroll allows you to automate the entire management of the auto-enrolment process, and
has integration to NEST (National Employment Savings Trust), the government-established
pension scheme to ease your navigation through this difficult process.

●● Whatever the size of your
organisation, the assessment of
employees and assignment of
categories must be accurate ●●
The benefits of software
Using payroll software to automate the assessment process is advantageous for a number of
reasons – primarily to save time, enhance accuracy and reduce risk, but also, crucially, to ensure
that an auditable record is automatically set up and maintained. Even for smaller employers,
maintaining a number of records accurately and consistently on an ongoing basis is a tall order.
Pegasus Software’s Opera 3 Payroll, for example, enables organisations to auto-enrol
employees, and maintain auto-enrolment details at an individual employee level. In addition,
auto-enrol options are made available when a new employee is created to allow for immediate
processing of the new starter.
When workers are auto-enrolled it is necessary for employers to give their details to the
pensions provider. This can be a daunting task, especially if you don’t have a pensions provider,
so Pegasus has decided to help businesses fulfil their new duties by integrating with the new
National Employment Savings Trust (NEST).
For further information please contact Pegasus on 0800 919704 or email info@pegasus.co.uk

COMPANY DETAILS

PEGASUS SOFTWARE LTD
Orion House
Orion Way
Kettering
NN15 6PE
T. 0800 919704
E. info@pegasus.co.uk
www.pegasus.co.uk
Twitter: @PegasusSoftware
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A reform blind
to payday
Auto-enrolment has no concept
of point of payment – namely the
payday. Instead, a pay reference
period is used to identify the period
of time over which earnings are
to be assessed

T

he Pensions Regulator’s guidance
‘Assessing the Workforce’ describes a
worker’s pay reference period as:
❯ one week, in the case of a worker paid their
regular wage or salary by reference to a
period of a week, or
❯ a specified longer period, in the case of a
worker paid their regular wage or salary by
reference to such a period. So for a person
paid by reference to a monthly period, the
pay reference period will be one month.
The pay reference period relates directly to
the employee’s normal earnings period. So if
you have weekly paid workers, the pay
reference period is one week, for monthly
paid staff it is one month. If you pay people
four-weekly, the pay reference period is four
weeks. A pay reference period must also
include within it the payday. Sounds pretty
straightforward so far, doesn’t it?
REAL EXAMPLES
Take the example of a monthly payroll. The
earnings period runs from the 1st to the 31st
of the current month, and employees receive
their pay in the same month as they earn it.
So the pay reference period is aligned exactly
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with the traditional pay period and has the
payday falling within it (see table 1 on the next
page).
Now let’s look at another example of
monthly paid workers who this time are paid
in arrears (see table 2). Here the earnings
period runs from 10th of one month to the 9th
of the next, so it’s still a monthly pay reference
period. However, because the employees are
paid in arrears, the payday is not until the
following month. In this example, earnings
between August 10 and September 9 are
paid on September 30.
Because the legislation requires
assessment to be made based on actual pay,
the relevant pay reference period must be the
one that coincides with the payday. So in this
example the relevant pay reference period at
staging date runs from September 10 to
October 9, but assessment must be made
and contributions deducted for the
September 30 payday for the previous
earnings period (see table 3).
In the case of a four-weekly payroll in which
the employee is paid on the last Friday of
each four-week period, there are 13 relevant
pay reference periods in the year, which move

to different calendar dates throughout the
year (see table 4). These differing pay
reference periods add yet more complexity to
payroll processing, and place greater time
pressures on employers, impairing their ability
to make the right decisions about
assessment and enrolment.
For this reason we strongly recommend
that wherever possible you need an
automated solution to support assessment
activity ,and ideally it should be your payroll
system that performs the assessment, in
order to keep the correct alignment between
the two and minimise the risk of error.
For some organisations, the complexity in
trying to make this work has proven too great
and they have changed their earnings periods
so the assessment process is aligned with
pay periods. But such a fundamental change
is rarely contemplated by businesses
because of the wide reaching impacts on the
way in which employees are paid and internal
operational processes are delivered. It also
brings with it a significant amount of change
management and employee communications
in addition to all the other changes necessary
to deliver automatic enrolment. ●

TABLE 1
PAY
DAY

STAGING
DATE
PROCESSING

CUT
OFF

1

24

17

31

●● The pay reference
period relates directly to
the employee’s normal
earnings period ●●
How do pay reference periods map
to payroll processing schedules?

PAY REFERENCE PERIOD
Staging date is always the 1st of a month, but as we can see from
the diagrams on the left, the start of the pay reference period
does not necessarily coincide with the start of the calendar month.

1.

OCTOBER

So, depending how your earnings periods fall, you may need to
be ready to commence your duties before your staging date. In the
example given in table 2, the employer would need to be ready on
October 15, even though their staging date is November 1.

TABLE 2
CUT
OFF

August 2013

LIVE
PROCESSING

PAY
DAY

September 2013
9 10

10

17

EARNINGS PERIOD

October 2013

24

30

9

This means that in many cases the pay reference period starts
long before you can make your auto-enrolment determination –
that is; when the employee’s actual earnings are known at live payroll
processing. In some cases it can be as much as 25 days beforehand,
which dramatically reduces the time you have available to prepare
and issue statutory notices.

EARNINGS PERIOD

TABLE 3

STAGING
DATE

CUT
OFF

August 2013

LIVE
PROCESSING

10

9 10 17

EARNINGS PERIOD

Time for change

PAY
DAY

September 2013

October 2013

24

30

9

EARNINGS PERIOD

TABLE 4

Additionally, employer obligations around time-bound events
such as sending enrolment communications commence at the
start of the pay reference period.

2.

At Ceridian, working alongside other key payroll industry
representatives, we’ve been petitioning the DWP to review this specific
area of auto-enrolment with a view to simplification and closer
alignment with standard HMRC payroll processes. This has resulted in
a recent round of consultation, the-much anticipated results of which
are expected laterthis year, with the hope that any agreed
simplifications will be ratified for implementation early in 2014.

STAGING
DATE

PAY
DAY

CUT
OFF

COMPANY DETAILS

PROCESSING

CERIDIAN

15

30 1

6

9 11

RELEVANT PAY REFERENCE PERIOD

October

November

UK Head Office
100 Longwater Avenue
Green Park
Reading
PE2 6FY
T. +44 (0) 800 733 337
E. info@ceridian.com
www.ceridian.co.uk
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Earn the
right to qualify
Another way in which pensions
reform affects the way payroll
operates is in relation to the
assessment of earnings, and
fundamentally, what makes up
so-called qualifying earnings

E

WORKER ASSESSMENT
It’s important to note that worker assessment
is performed against the gross qualifying
earnings payable in the pay reference period
and is based on the pro-rated amount
relevant to their pay reference (earnings)
period. So if a worker is paid monthly, the
employer will compare the gross qualifying
earnings for that month against the monthly
lower level of qualifying earnings, currently
£473. Each pay frequency has its own lower
and upper levels of qualifying earnings
thresholds – if the worker is paid weekly, the
amount for comparison is £109; four-weekly
and it is £436, and so on.

workers into a scheme that meets the
statutory minimum contribution levels, you’ll
calculate contributions based on banded
qualifying earnings. In the example opposite,
the monthly paid worker receives a regular
basic salary of £35,000 pa (£2,916 this
period), overtime of £250 and a bonus of
£650 this period, all of which are classified as
qualifying earnings. However, because this is
a statutory minimum scheme, any payments
under £5,668 pa / £473 per month, and over
£41,450 pa / £3,454 per month (shown in
green), can be ignored for contribution
calculation purposes.
The contribution calculation is therefore
made on total banded earnings of £2,981,
which is made up as follows: £3,816 minus
£473 (earnings below lower level) minus £362
(earnings above upper level). This equates to
employer and employee contributions of
£29.81 at 1% each, until October 2017, when
the minimum contribution levels start to rise.

CALCULATION APPROACH
Calculating contributions, however, varies
according to your choice of pension scheme
design. If you choose to automatically enrol

CERTIFICATION
On the other hand, employers with existing
pension scheme arrangements may choose
to certify them with The Pensions Regulator

mployees being automatically
enrolled into a pension scheme
must be assessed based on what
is payable in the relevant pay
reference period and how much of
this is made up of qualifying earnings.
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under one of three tiered certification levels,
rather than enrol following the statutory
minimums. Under these circumstances, the
assessment must be made based on
qualifying earnings, but the contribution
calculations are made based on the definition
of pay, which will either be relating to the
certification tier selected, pensionable pay or
total pay. And some employers choose to use
a combination of the two – a new scheme for
the auto-enrolment group together with
certification of existing scheme(s) for
employees who are already members, or who
have unexpired offers to join such a scheme.
Because qualifying earnings are so tightly
linked into the assessment process, they’re
also linked to pay reference periods.
Employers first have to identify the period
of time over which earnings are to be
measured – that is; the pay reference period –
then they must consider what’s ‘payable’ to
the worker in the relevant pay reference
period and how much of it comprises
qualifying earnings.
Assessment is based on what you pay
someone, not when they have earned it. For
example, if a monthly paid worker is due to

What are qualifying
earnings?
Qualifying earnings is a new definition of
pay introduced under the legislation, and is
a reference to a band of earnings of
between £5,668 and £41,450 per annum
(2013/14). Qualifying earnings covers a
range of payments that previously may not
have been included in the definition of
pensionable pay, and covers any or all of the
following elements that are due to be paid
to the worker:

❯
❯
❯
❯
❯

Wages
Commission
Bonuses
Overtime
Statutory
payments
including:
❯ Statutory Sick Pay

●● It is the employer’s responsibility
to determine which payroll allowances
comprise a component of pay that
makes up qualifying earnings ●●

❯ Statutory
Maternity Pay

❯ Ordinary or
Additional
Statutory
Paternity Pay
❯ Statutory
Adoption Pay

It’s the employer’s responsibility to
determine which payroll allowances
comprise a component of pay that makes
up qualifying earnings. If you’re in any doubt
as to the definitions to be used in your
organisation, it’s strongly recommended
that you seek advice from a pensions
advisor or The Pensions Regulator.

be paid in June for work they performed in
May (that is; they are paid in arrears), then this
is included in the qualifying earnings to be
assessed in June, not May.
Consideration must also be given to what’s
payable in the whole pay reference period,
irrespective of whether the assessment date
falls partway through it, such as in the case of
a mid-period new starter or someone turning
22 three days before the end of the pay
reference period. Indeed, when a worker
Qualifying earnings
threshold

AUTO-ENROLMENT EARNINGS THRESHOLDS 2013-2014
PAY REFERENCE PERIOD
Annual

1 week

1 month

Lower level of qualifying earnings

£5,668

£109

£473

Earnings trigger for automatic enrolment

£9,440

£182

£787

Upper level of qualifying earnings

£41,450

£797

£3,454

starts employment partway through a pay
reference period, there will be zero qualifying
earnings for the first part of that period, before
the start date. And in such cases where
payment is in arrears, there may be zero
qualifying earnings payable in the worker’s
entire first pay reference period.
In such cases, employers are required to
pro-rata workers contribution calculations
based on the number of days within the pay
reference period for which they were eligible.

Most payroll professionals prefer to avoid
the tricky pro-rating of any element of pay.
The judicious use of postponement rules
(see page 30) can really help employers avoid
such situations by postponing to at least the
end of the current pay reference period,
ensuring that employers only need to perform
full-period contribution calculations. ●

COMPANY DETAILS

Qual. earns.
Basic
salary Overtime threshold Bonus

CERIDIAN

£473

Key
Pensionable component
Non-pensionable earnings

£2,916 £3,166

£3,454

£3,816

UK Head Office
100 Longwater Avenue
Green Park
Reading
PE2 6FY
T. +44 (0) 800 733 337
E. info@ceridian.com
www.ceridian.co.uk
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Hold your
breath
What is postponement, and how can
it be used effectively, and possibly
tactically, by the employer?

O

f all the auto-enrolment topics,
understanding and using
postponement is probably the
one area that creates more
confusion and myths than any
other. Postponement is a tool the employer
can legitimately deploy to delay the duty of
assessment and automatic enrolment. This
process can be used for one, some, or all
employees.
Postponement can be used in any of the
following scenarios:
❯ The employer’s staging date
❯ The first day of an employee’s employment
❯ The date an employee meets the criteria to
be automatically enrolled after the
employer’s staging date.
When applied, the assessment of the
employee(s) can be delayed for up to three
calendar months. Within that timeframe the
employer can select the date to assess the
employee – this is known as the deferral date.
This, it should be noted, is pretty much the
only time the legislation framework allows the
employer some control over the timing of the
assessment and enrolment process, and for
that reason alone is worthy of note.

CONTRIBUTION DELAY
In today’s difficult economic times,
postponement enables employers to delay
the contribution cost of auto-enrolment for up
to three months after their official staging
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date. It’s significant that many of the larger
employers that have already passed their
staging dates utilised the full three-month
postponement period for all employees.
So postponement clearly has its broader
attractions to employers. Yet a look at the
detail of the legislation highlights other
potential benefits of this legislative feature.
EMPLOYEE EXAMPLE
Let’s take an example of an employee on a
relatively low level of basic salary, but with an
annual bonus based on sales. Such an
employee may well be earning less than the
auto-enrolment trigger in most months, so
would not be subject to enrolment into a
pension scheme. However, the income for
this individual will be subject to a ‘spike’ when
the annual bonus is paid.
At the point that income spikes, autoenrolment into a pension scheme could be
triggered. If the employee fails to opt out
during the process (and inertia alone suggests

that most won’t), the employee will remain in
the scheme. This would be the case even if
the employee’s salary then dropped below
the auto-enrolment earning trigger the
following month.
Depending on the contribution basis
selected by the employer, this may mean that
the pension scheme will receive no further
contributions from the employer or the
employee until the salary again spikes above
the contribution thresholds. So we could end
up with many savers only getting one
relatively small contribution into a pension
scheme every 12 months.
TACTICAL USE
Now such a situation does not really benefit
anyone. The employer and employee have
made a payment to the pension scheme, but
the contribution level is likely to be low, and
the resultant pension therefore equally poor.
This is where a tactical use of
postponement may help. When the earnings

●● The complexity of postponement
is something that employers would
be foolish to overlook in their
auto-enrolment planning ●●

spike, instead of auto-enrolment, the
employer can defer the assessment process
to a later date. As long as the deferral date
selected corresponds with a period of income
below the auto-enrolment earnings trigger
level, then auto-enrolment will not be
required. Thus the enrolment cost to both
parties is avoided.
And what’s more, the postponement card
can be played time and time again, so it’s
possible that an employee in this situation
could avoid auto-enrolment for many years.
Clearly the employer will still have to monitor
the employee to ensure that auto-enrolment

●● The postponement card can
be played time and time again ●●
duties are fully complied with, but this could
evidently be a useful – if complex – tool to
consider in controlling cost and administration.
The complexity of postponement is
something that employers would be foolish to
overlook in their auto-enrolment planning. In
reality, most SMEs will need to automate their
auto-enrolment processes to ensure they

When and why
Postponement is effectively an official acknowledgement that auto-enrolment
is a somewhat blunt instrument, and does not allow for many of the realities
of employment. For instance, an employee aged 25, with sufficient monthly
salary to trigger automatic enrolment to a pension scheme, could still be
assessed as a non-eligible job holder if he/she joins halfway through a pay
reference period. Thus this employee would have to be assessed again the
following month. This is clearly unduly complex. Postponement would allow
the employer to delay the assessment until the next pay reference period,
thus avoiding the needs to assess the employee twice.
And there are some other, perhaps more important, drivers behind
postponement. Seasonal employees may only be employed for a period of
two to three months, and to enrol such employees into a pension scheme
would be both expensive and impractical for both employer and employee.
The three-month postponement period would ensure that many such
employees had ceased employment before they were assessed or enrolled
into a pension scheme.

both comply with the legislation, and be seen
to comply.
This becomes even more important if the
employer is using all the facets of
postponement as described in this article.
That said, postponement is still a valuable
tool that many employers should actively
consider in their auto-enrolment planning. ●

COMPANY DETAILS

JELF EMPLOYEE BENEFITS
Hillside Court
Bowling Hill
Chipping Sodbury
BS37 6JX
T. 07921 474079
E. steve.herbert@jelfgroup.com
www.jelfgroup.com
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CHAPTER 6 / THE OPTING IN AND OPTING OUT PROCESSES

The pension
reform pulse
The opt-in and opt-out processes,
being at the heart of pensions reform
and involving employee interaction,
often pose the greatest challenges
for payroll

O

pting out and opting in are at
the heart of auto-enrolment
architecture. They turn brutal,
unyielding compulsion into a
nuanced, discretionary
approach, which adapts to workers’ individual
needs. They also bring a lot of complexity and
additional process into the auto-enrolment
experience. Many payroll systems will handle
postponement, assessment and deduction
calculations. Opt-ins and opt-outs require
employee interaction, which will often be
performed by another system, such as
middleware, with the results needing to go
into the payroll system.
Having worked with many early stagers on
their auto-enrolment journey, we’ve spent
many happy hours deciphering the technical
requirements of the regulations and trying to
translate them into something operational that
employees can understand.
Before we start, let’s remind ourselves of

the opt-out basics. A jobholder who has been
automatically enrolled, or has been enrolled
following an opt-in, has the right to opt out of
pension scheme membership. Opting out
rewinds enrolment, and makes it look like
the jobholder was never a member of the
pension scheme.
A jobholder has one calendar month – not
30 days as popularly misrepresented – to opt
out, starting on the later of two dates: when
they were enrolled into the scheme and when
they were informed about the scheme
membership. Consequently, jobholders must
first be enrolled before they can opt out. They
cannot tell you in advance not to enrol them.
The exact details of the enrolment process
differ for trust-based and contract-based
schemes. In general, we’d recommend you
make sure the information provision is the
second event that triggers the opt-out period,
because then you can more easily include the
opt-out dates in the enrolment notice.

●● A jobholder has one calendar
month – not 30 days as popularly
misrepresented – to opt out ●●
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If the member wishes to leave the scheme
after one calendar month, they may do so,
and get whatever the scheme rules say. The
literature refers to this as “ceasing active
membership” rather than opting out. The right
to opt out only applies to jobholders who have
been enrolled under the Pensions Act 2008.
It doesn’t apply to employees who have been
contractually enrolled, or to entitled workers
who have asked to join a pension scheme.
This means you shouldn’t contractually enrol
someone who has enhanced protection
because they cannot opt out to preserve it,
and you may end up dealing with someone
who has lost a lot of money and is very angry.
To opt out, the member should obtain an
opt-out notice from the scheme, complete it
and return it to the employer. The employer
must inform the scheme of the member’s
decision, and refund any contributions that
have been deducted from their earnings. The
scheme must repay any money they’ve
received to the employer. Most schemes
return the contribution amount rather than its
investment value, although they don’t have to.
THE PRACTICALITIES
So what happens in practice? There are three
options for members to opt out: online, phone

Experience to date
So far, employers have been experiencing very low opt-out rates. Most are below 10%, with very
few over 20%. Whilst it’s too early in the auto-enrolment lifecycle to extrapolate this into smaller
employers’ experience, these rates have been reported across the spectrum of industries and
employers. Where there’s a choice, the vast majority of employees are opting out online.
Opt-in experience has been more mixed. In general, rates are low, but there have been some
instances of more significant numbers, often where the employer or unions are encouraging
pension participation. There are examples of a halo effect, whereby opt-ins are concentrated in
a particular branch or location, the result presumably of a local advocate.
The opt-in and opt-out processes clearly have some details that need to be mastered, but
there are plenty of examples of them working well in practice. As with all things auto-enrolment,
the key lies in preparation and planning. If time is short, using an experienced adviser can
reduce the timescales and increase the effectiveness of the solution.

To retain or not to retain
One question we explore with employers frequently is whether to retain contributions during
the opt-out period, or to pay them to the pension provider immediately. There is a special
dispensation under auto-enrolment regulations to delay passing contributions to the scheme,
broadly during the opt-out period. The idea is to remove the need to refund money from the
scheme to the employer. In general, retention is harder for the employer because the hassle of
identifying which contributions should be passed across and which retained usually outweighs
the burden of taking money from the scheme. But it’s easier for the scheme, which is why some
providers insist on it.

or paper. Being the simplest method for
members and employers alike, most people
take the online route, which scheme and
middleware providers generally offer. Some will
also offer telephone-based opt-outs. These
follow an automated route. By the time the
user has entered their credentials and listened
to the statutory information, the process can
take six or seven minutes, which seems an
awful lot longer when you’re on the end of an
automated recording. Nevertheless, it does
reduce the need for paper-based opt-outs,
which should be avoided wherever possible.
Paper based opt-outs are inefficient and
risky compared to their electronic siblings.
You must validate each form manually and
check that it is signed and received within the
individual’s opt-out period. If it hasn’t been
signed, you must inform the employee and
give them another two weeks to correct it.
You must also have robust and nonrepudiable post handling, so that you can
confidently manage a claim by a member that
they sent a form and that you have mislaid it.
Finally, if you’re using middleware to fulfil
opt-out processing, you should check that
the middleware provider has agreements in
place with the pensions provider to offer optout notices on their behalf. Otherwise, you’ll

flout the requirement for the opt-out notice to
be provided by the scheme.
OPT-IN BASICS
Jobholders who have not been automatically
enrolled, either because they’re non-eligible or
they’re within their postponement period,
have a right to opt in. They do this by
providing the employer with a written notice
saying that they wish to opt in to pension
saving. They either sign a paper form or send
an email, which must contain a statement
that they personally submitted the notice.
They could also complete an online form
which middleware or self-service HR systems
may offer.
The employer must assess the worker as at
the date the opt-in form is received to confirm
that they are a jobholder. If they are, their
enrolment date is set to the first day of the
pay reference period after the notice was
received, or the one after that if payroll has
closed. There is no option to move the
enrolment date as there is with automatic
enrolment.
On the enrolment date, the employer must
assess the worker again, to determine that
they’re still a jobholder. If they are, the
employer follows the same process as for

automatic enrolment, including, somewhat
counter-intuitively, the right to opt out. If they
aren’t, the employer must continue to assess
them and enrol them as soon as they become
a jobholder. This double assessment is little
understood, and we have seen few systems
that handle it correctly. If their system doesn’t
comply, the employer may satisfy themselves
that there is little chance of someone opting in
and changing status from jobholder to entitled
worker between submitting the notice and
their enrolment date. ●

COMPANY DETAILS

JLT (Employee Benefits)
6 Crutched Friars
London
EC3N 2PH
T. 0117 927 8428
E. martin_freeman@jltgroup.com
www.jltgroup.com / www.benpal.com
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Communicate right

in five easy steps
The five key steps
you need to take to
comply with the
legal obligation
to explain
auto-enrolment
to workers

E

mployers have a legal duty to
explain to all workers – except
those under 16 or over 75 – what
auto-enrolment will mean for them.
To achieve this, employers need to
provide specific pieces of information to
workers at the right time.

PREPARE A TEAM
Establishing a project team for
auto-enrolment communications is
essential. Many employers won’t take on
additional staff to manage administration,
so it’s vital to understand who will plan,
manage and deliver the communications.
The best teams consist of internal HR,
payroll and pensions staff, joined by external
partners of software systems, pensions,
financial, print and fulfilment services.
A common – but mistaken – belief is that
employers needn’t worry about
communications because that’s all taken care
of by their pension providers. While it’s true
that someone acting for an employer can
send information, it remains ultimately the
employer’s responsibility to ensure that the
information is given on time, and is complete
and correct.

1.
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2.

THE COMMUNICATIONS PLAN
The level of planning required for
auto-enrolment communications will
depend on the number of workers and your
existing pension provision. Typically, your plan
will include such core components as software
system testing/development, data cleansing,
data script preparation and testing, document
creation, user acceptance testing, agreeing
the scope of services and commercials with
service providers and activities to monitor
and manage the implementation process
and project deliverables, including pre- and
post-enrolment requirements.
Don’t be afraid to question colleagues and
partners to clarify their roles and
responsibilities. Be clear about the costs and
resources needed, and ensure those involved
have the capacity to deliver to your project
timescales. Have a clear written plan and
service level agreements.
PREPARE DATA
What information to communicate to
workers about auto-enrolment, and
when, will need to be clearly defined. If part of
your plan requires you to send different
communications to different groups of

3.

workers, you’ll need access to accurate and
complete worker data. It’s important to
understand what data your systems can
provide and if there will be gaps which need
addressing. HR, payroll and pension teams
should work together with software providers
to review and confirm existing file formats and
data fields.
You’ll also need a method of querying that
data to segment into groups of workers, and
to export the variable elements that define a
worker’s eligibility for a workplace pension.
Dates will need agreeing for provision of test
data files and in which format those files will be
supplied. Given the personal nature of the
data, it must be securely transferred between
internal systems and external service
providers, so this should also be agreed.
When determining what data is needed for
initial communications, it’s also important to
plan for ongoing requirements for opt-outs,
leavers, jobholders and new starters.
PREPARE COMMUNICATIONS
Auto-enrolment communications
must be given in writing. This can
include information by email. However, given
the lack of security of email, we’d advise

4.

●● Employers have a legal duty to
explain to all workers what auto-enrolment
will mean for them ●●
About Prolog Print Media
At Prolog Print Media, we communicate auto-enrolment to employees. Since pension autoenrolment began in 2012, we’ve delivered over 500,000 pension communications from a UK
based ISO27001 approved production facility.
Organisations trust our Prolog Managed service to handle sensitive and complex data-driven
mailings because of our successful reputation for handling payroll data where accuracy, timely
delivery and security are vital. In many cases, we’ve been selected over pension providers
because our costs, lead times and resources have better matched a client’s project
requirements.
We’ve given project teams the freedom to create their document content, but removed the
pain of printing and despatching them. We’ve handled fluctuating print demands and provided
mail sorting services to ensure the most competitive postal rates, and added document
validation to ensure mailing accuracy.
We continue to support project teams as workers start, leave or become eligible for their
pensions. Our virtual print and mail service Prolog Mail enables users to send from one to 1,000
letters directly from their desktop to a secure production facility for print and despatch. Here
the whole process of printing, collating, enveloping and mailing can often be completed for less
than the price of a stamp.
Would you like help managing your auto-enrolment communications?
Talk to Prolog Print Media.

against using this method for anything other
than general awareness-raising activities.
If the letter includes personal data, rarely
will a one-size fits all communication meet the
needs of every worker, so different letters will
need creating. The Department for Work and
Pensions (DWP) has an excellent ‘Automatic
enrolment and pensions language guide’
which it published based on its report titled
‘Automatic enrolment – Information for
workers qualitative research, The Futures
Company, 2011’. The guide offers some great
suggestions for language to use to make
pension information clear and concise,
especially for those workers who may be new
to pension terminology.
Depending on the complexity of your
organisation, you may need to create different
communications, or one communication with
variable content, for eligible jobholders, noneligible jobholders and entitled workers. You
should also consider the communications for
workers who are already part of your existing
pension scheme. If there are to be changes to
that scheme – for example, for it to qualify for
auto-enrolment – you need to establish what
information workers need about the changes.
You will also need to take the decision on

who the communications will come from. It
may need to be your company, division,
group, or group pensions.
For help creating auto-enrolment letter
templates, The Pensions Regulator and a
number of pension providers have resources
which you can download from their websites.
DESPATCHING COMMUNICATIONS
When it comes to printing and
despatching communications, the
volumes may be too great, or the data,
controls and validations too complex to
manage in-house. Or you may simply not
wish to be distracted with the administration.
Mailings that contain detailed personal
information will need to be carefully merged
and validated before despatch to ensure that
the right person receives the letter intended
for them.
If you opt to print your communications
externally with your pension provider or a
third-party printer, ensure the facility printing
your files has experience of handling sensitive
employee data and holds the ISO27001
security standard or equivalent. You should
also confirm what processes are in place for
validating files for accuracy.

5.

Consider also how you will manage ad hoc
communications as workers start, leave or
become eligible. Put in place letter templates
and processes that will make the task as
simple as possible. Although these
communications are likely to be much smaller
in volume, they will still take time to prepare
and despatch. That time can be minimised by
having a clear plan of how to manage them. ●

COMPANY DETAILS

PROLOG PRINT MEDIA LTD
Meltham Lane
Chesterfield
S41 7LG
T. +44 (0)1246 543000
E. sales@prologprintmedia.co.uk
www.prologprintmedia.co.uk
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Message
in a payslip
Payroll can help employers with more
than just the administrative side of
automatic enrolment – through
communication there are opportunities
to help explain the changes to workers

A

fter the challenges of the Real
Time Information (RTI) initiative,
the next big challenge for the
payroll industry is the arrival of
automatic enrolment. Employers
will be turning to their payroll partners,
whether they work in-house or provide
services on an outsourced basis, to help
manage the business of assessing workers,
managing opt-outs and paying contributions.
At National Employment Savings Trust
(NEST), our research tells us that about a
quarter of employers see communicating the
reforms to their workers as one of the major
operational challenges of the new duties.
Payroll is in a unique position to help
employers get the message across.
HOW CAN PAYROLL HELP?
The new duties require that employers let
each of their workers know how the reforms
will affect them. These employer notices need
to tell workers individually whether they’ll be
automatically enrolled, how contributions are
being calculated and how much the worker
and employer will pay into the worker’s
retirement pot. It can be sent by letter or
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email, as long as it’s sent to a personal
address. Employers have to do this for all
workers affected by the new duties.
While communicating with workers might
not be the traditional function of payroll, the
information to which payroll providers have
access puts them in an ideal position to help
employers fulfil these new obligations. They’ll
have much of the data needed to assess
which workers need what kind of information,
and a direct line of communication.
MORE THAN JUST THE MINIMUM
Beyond the statutory notices, there are other
communications which could help workers
understand what’s happening.
Putting a message in workers’ payslips is a
good way of letting them know that they have
new pensions rights and may be automatically
enrolled into a workplace pension scheme. A
survey of our target market in 2011 found that
87% of the people who were likely to be
automatically enrolled said they read their
payslip every time they received it.
To aid communication, we’ve created a
range of short messages that can be included
in payslips in the period leading up to an

employer’s staging date as a way of informing
workers that contributions are to be deducted
from their pay. You can download a full set of
example payslip messages under ‘Worker
communications’ at www.nestpensions.org.
uk/workplace-resource-library.
We’ve also designed posters that can be
put up around the workplace to raise
awareness about automatic enrolment.
Further, we have a series of presentations that
can be adapted for each organisation or team
to help explain the reforms and NEST to
workers.
RIGHT MESSAGE
Following several years of in-depth research,
we’ve produced guidelines for talking about
pensions. NEST’s Golden Rules of
Communication outlines eight simple
recommendations on how to talk about
pensions to this new generation of savers.
The NEST phrasebook lists some of the
terms that people have told us are the most
difficult to understand, and provides plain
language alternatives that they find clearer. ●
You can download both these booklets
at www.nestpensions.org.uk/library

DID YOU KNOW?

How NEST works in practice

87%

of people likely to be automatically enrolled said
they read their payslip every time they received it,
according to a survey of NEST’s target market

▼

A successful payroll organisation provides services to a national retailer which has chosen NEST
as their provider for automatic enrolment. The retail company has a complicated payroll with
different pay periods, temporary workers and different levels of pay. They haven’t previously
offered a pension scheme to any of their workers.
The payroll provider contacts NEST and downloads the relevant guides from NEST’s website.
Following the step-by-step instructions, the payroll provider sets up a process to generate
correctly formatted files, send them to NEST and pay contributions before their client’s payment
due date.
Three months before the new duties apply, the payroll provider includes NEST’s messages in
payslips to all workers affected by the new duties. The employer also sets up a Q&A session at
the workplace to cover workers’ questions. Because their questions are answered during this
period, disruption at work is kept to a minimum.
The company then sends statutory letters by post one month before the new duties apply.
They begin enrolling workers from their staging date and ask their payroll provider to be a
delegate on the NEST online system. This means that the payroll provider can send worker and
employer contributions to NEST on behalf of their client on a regular basis.

▼

CASE STUDY

●● Putting a message in workers’
payslips is a good way of letting them
know that they have new pensions rights
and may be automatically enrolled ●●
What is NEST?
Following the introduction of automatic enrolment in October 2012, employers have a new duty
to give their workers access to a workplace pension scheme. NEST is a brand new pension
scheme that’s been designed for automatic enrolment. We’ve been working closely with the
payroll industry to make automatic enrolment easier by integrating NEST with their technical
and operational systems.

How NEST is helping payroll

COMPANY DETAILS

We’re already working with a number of payroll providers and payroll professionals. Our main
goal is providing an integrated solution that includes communications, systems and processes.
We provide and maintain payroll data file specifications and letter templates, and will handle
all ongoing pension scheme communications like annual statements, retirement packs and
requests to switch funds. We deal with all NEST pension questions from members, send them
their member welcome packs, manage opt-out requests and take care of all pension scheme
governance so there’s no cost to the employer.
Our employer notices also make it easier for employers to fulfil their statutory requirements
and communicate the new pension rights to their workers. It’s a selection of decision trees and
templates to help make sure that workers get the right information.

Online tools for payroll

NEST (National Employment Savings Trust)

NEST has a range of online tools to help payroll make the most of automatic enrolment.
❯ If you want to speak directly to NEST experts, register for one of our webinars at
www.nestcorporation.org.uk/events
❯ For data file specifications and templates, download our employer payroll guide today by
searching ‘payroll’ on www.nestpensions.org.uk
❯ For help communicating changes to workers, download our example payslip messages and
our employer notices pack at www.nestpensions.org.uk/workplace-resource-library

St Dunstan’s House
201-211 Borough High Street
London
SE1 1JA
T. 0300 303 1949
E. support@nestpensions.org.uk
www.nestpensions.org.uk
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The silver
bullet solution?
There may be no single, simple
solutions for managing the
operation of auto-enrolment, but
carefully implemented software
automation offers a number of
options that come close

H

ow do you solve a problem like
auto-enrolment? Once you’ve
ploughed your way through the
mire of decisions about reward
strategy, scheme design,
governance and pension provider selection,
you still have to figure out how you’re going to
manage all the moving operational parts. How
are you going to assess your workforce and
monitor workers in postponement? What
about those with variable pay periods? How
do you align pay reference periods with pay
periods to make sure you assess on the
correct earnings? The legislation clearly states
that assessment and contributions
deductions must happen in time for live
payroll processing, and on top of that you’re
also time-bound by when you need to
communicate with employees.
Clearly automation is the answer, and there
is no shortage of technological solutions out
there all claiming to be the silver bullet. But we
should all know that the silver bullet is a myth.
So how do you know which option is going
to give you the most comprehensive solution
while having the least impact on your current
operations?
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THREE CHOICES
There are essentially three different types of
provider that are offering auto-enrolment
technology: payroll providers, pension
providers, and then a group of independent
software companies including flexible benefits
providers. The latter two are generically
referred to as ‘middleware’ or ‘hub’ solutions
as they sit between your internal HR/payroll
systems and the pension administration
system, and are designed to perform all the
assessment and monitoring activity as well as
managing communication with workers.
In order to decide which route to take, it’s
important to first evaluate your particular
circumstances. No two organisations have
the exact same combination of strategic
goals, contribution requirements and existing
systems and processes that auto-enrolment
has to slot into. For all organisations,
however, changes or disruption to existing
payroll processes is the least desired
outcome. If you don’t select carefully, you risk
getting something that suits the provider’s
needs better than your own, which has been
seen in a number of ways. There are solutions
that require payroll processing and cut-off

dates to be bought forward, or that require
changes to employee pay frequency because
they can’t complete all the required activities
in time for live pay runs; systems that can only
process 12 data files a year – great for a
monthly payroll but no good if you pay fourweekly; and solutions that require withholding
of contributions during the opt-out window,
creating a significant manual reconciliation
burden.
Auto-enrolment is still in its infancy, but
some great lessons are being learned from
the first implementations, most notably that
auto-enrolment is not just a pensions and
investment problem. Speak to any advisor
now, and they will all say that auto-enrolment
is just as much a payroll problem to solve,
and will recommend that you take a payrollbased approach to assessment if you can.
Indeed some pension providers with
middleware solutions recommend the same
approach. Why is this?
MIDDLEWARE ISSUES
Without actual earnings in the period – data
that resides in and is processed by your
payroll system – it’s impossible to make a

Ceridian’s answer
At Ceridian we’ve been focused on helping solve the auto-enrolment challenge for our customers
since the legislation was finalised. We realised very early on that assessment, as an integral part
of the payroll processing, was critical for our customers. So we introduced Auto-Enrolment
Essentials, which manages all the assessment and monitoring activities, then automatically
places eligible jobholders into the right pension scheme, and calculates and deducts
contributions. This is all done as part of the existing payroll processing, and requires no manual
intervention.
We’ve also launched our Auto-Enrolment Complete solution, which takes payroll to another
level in the automatic enrolment arena. In addition to everything Essentials does, it also
generates all the communications required under the legislation in either electronic or paper
format, and delivers an employee self-service portal allowing access to all the key employee
driven processes.

●● If you don’t
select carefully
you risk getting
something that
suits the provider’s
needs better than
your own ●●

“When we went to market to see what solutions were available we were frankly surprised that
our payroll provider, Ceridian, had a readily available, off-the-shelf solution. It was not an obvious
first choice for us. At the time, none of the other payroll providers had anything to offer, and the
benefits’ providers did not have fully working solutions.”
Simon Hemmings
Head of compensation and benefits
London and EMEA
ICAP Plc
We successfully took our largest customer Asda live in October 2012, delivering an
auto-enrolment solution to their 174,000 colleagues.
“The Ceridian solution is fully automated, and means that our colleagues are assessed,
communications issued, contributions deducted and reported to our pension provider with
hardly any manual intervention.”
Steve Jones
Pensions manager
Asda

compliant decision about who to enrol. And
payroll has a bigger part to play than just
providing the data for making an assessment
decision – it’s also the mechanism through
which you collect deductions, and in many
cases the means by which you calculate
contributions.
Middleware solutions require a feed of
earnings data in order to function and then
send a set of instructions back to payroll to
make the necessary contribution deductions.
This activity needs to happen in a window in
the processing schedule when the data is
finalised. Most payrolls are run in multiple
cycles of data input, results processing,
validation and checking right up to the live
completion, just before payday.
Finding that window by breaking into an
established payroll process is challenging:
from a timeline and resource perspective you
need to ask how long the end-to-end
processes will take, including an additional
payroll run with all the associated checks and
balances. Can all these steps fit into an
already very tight timescale? Do we have
enough resource to cope with the extra
activity? You also need to consider the

likelihood of it going wrong, and the impact
on employee engagement and your brand if
it does. Is it any wonder that some pension
providers are uncomfortable having their
services and solutions embedded in such a
critical business process?
To make matters worse there continue to
be no industry-wide data standards on
auto-enrolment that enable the disparate
systems involved to exchange data effectively
and efficiently. Any that might be published in
future will be just too late. What this means in
practice is that joining up middleware to
payroll and HR systems is more often than not
a bespoke activity, which adds complexity,
risk and – critically – more cost to the overall
project. Recent reports highlight one
organisation estimates that integrating the
various elements of their auto-enrolment
solution using a hub approach, cost more
than their first year’s contributions. Reducing
the number of moving parts and eliminating
much of the operational risk by using a payroll
based assessment solution makes a lot of
sense. But can you expect your payroll
provider to help you manage communications
or provide employee self-service based

processes such as scheme opt-ins or joins,
trade ups, or increases in contributions? The
answer really depends on your provider.
Traditionally these sorts of functions haven’t
resided in the domain of the payroll provider,
but as HR and payroll systems become more
integrated, they are making an appearance. ●

COMPANY DETAILS

CERIDIAN
UK Head Office
100 Longwater Avenue
Green Park
Reading
PE2 6FY
T. +44 (0) 800 733 337
E. info@ceridian.com
www.ceridian.co.uk
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CHAPTER 10 / SALARY SACRIFICE

Make the
sacrifice
Salary sacrifice for pensions enables
employers to generate employer
and employee NIC savings.
This reduces employment costs
and improves employees’ take-home
pay. But what are the issues?

T

he increase in pension scheme
memberships through autoenrolment presents an
opportunity for employers to
review the processes and controls
in place in relation to the operation of salary
sacrifice. While most schemes have received
clearance from HMRC, the processes and
controls around the operation of salary
sacrifice are rarely revisited by employers after
implementation, and may either be operating
inefficiently or be non-compliant.
The key issues that should be considered
are set out below.
TERMS AND CONDITIONS
In order to be effective, salary sacrifice
requires a legally enforceable change to
employee terms and conditions. While this
change does not always involve a new
employment contract being issued,
employees will need to agree to a pay
reduction to facilitate the salary sacrifice.
Many employers implement pension salary
sacrifice on an opt-out basis whereby
employees participate in the arrangement
unless they specifically request to opt out. In
these cases it is important to ensure that
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employees have sufficient information and
time to make their decision, so most
employers allow employees a month to
consider their options.
It will be important to consider how the
opt-out period can be incorporated into
auto-enrolment processes to ensure that this
does not add more complexity, e.g;
employees should be made aware that they
can opt out of salary sacrifice independently
of pension scheme membership.
Changes to pay, employee pension
contribution levels and so on will affect salary
sacrifice, and therefore employee terms and
conditions. It is important to ensure that such
changes are clearly communicated to
employees and, in most cases, this will be
incorporated into the communication material
when the scheme is launched.
In most cases employees are allowed to
change their salary sacrifice choices on an
annual basis or following a lifestyle event.
These are not defined by HMRC, but would
typically include long-term absence (such
as maternity leave) or changes in pay/hours.
In general, a lifestyle event is something
which may cause an employee to reconsider
their options.

THE SCHEME
The definition of pensionable pay should be
reviewed. For pension contributions and
benefits to be unaffected by the reduction in
pay under salary sacrifice, the pension
scheme rules may need to be changed.
Pensionable pay will need to be based on
“notional pay” – that is, pre-sacrifice pay.
If you already have salary sacrifice in place
for childcare vouchers or a cycle to work
scheme, the pension scheme rules may
already have been changed, but it will be
important to confirm this with the pension
scheme provider.
Where employee pension contributions are
a net deduction taken from net take-home
pay, it will be important to clearly
communicate with the pension provider that,
post-salary sacrifice, all contributions will be
paid by the employer. Tax relief will therefore
not be due on any element of the pension
contributions.
Many public sector schemes – such as the
Local Government Pension Scheme, the
Teachers’ Pension Scheme and the NHS
Superannuation Scheme – do not permit
pension salary sacrifice. Others, including the
Social Housing Pension Scheme and the

●● Changes to pay, employee pension
contribution levels and so on will affect
salary sacrifice, and therefore employee
terms and conditions ●●
Universities Superannuation Scheme do
permit salary sacrifice.
VOLUNTARY CONTRIBUTIONS
Salary sacrifice requires a change to terms
and conditions, and it will be important to
consider how regularly Additional Voluntary
Contributions (AVCs) change before
confirming whether such contributions
should be included in the salary sacrifice
arrangement.
IMPLEMENTATION
Most employers continue to show original
gross pay before the salary sacrifice (“notional
pay”) on the employee’s payslip with a
reduction shown in the payments section for
the agreed salary reduction. It is not necessary
to reflect the salary reduction in the hourly
rate or basic rate of pay.
Prior to implementation, employers should
test the payroll parameters to assess the
impact on payroll elements, and the National
Minimum Wage (NMW) will need to be
monitored to ensure that employee’s pay after
salary sacrifice remains above NMW levels.
Most employers incorporate automated
warnings for NMW into the payroll system.
STATUTORY PAYMENTS
As employees have given up the right to salary,
their earnings for the purposes of calculating

statutory payments – such as Statutory
Maternity Pay (SMP) – have been reduced.
Where employers don’t pay company
maternity pay, employees may be worse off
during this period that higher rate SMP is paid.
Most employers top up this payment with a
compensation payment to ensure that the
employee is no worse off during this period.
Care will be required to ensure that only the
SMP element of the maternity payment is
recovered from HMRC. Statutory Payments,
including SMP, cannot be reduced by salary
sacrifice, although in most cases, employers
will be obliged to continue to pay all pension
contributions (including the former employee
contributions) during the paid period of
maternity and adoption leave.
Policies should be introduced setting out
clear guidance in relation to the operation of
salary sacrifice and payment of pension
contributions during all periods of employee
absence.

multiples of salary. It will be important to
ensure that such benefits continue to be
calculated on the basis of notional pay.
STATE BASIC PENSION AND S2P
The impact on employee entitlement to state
benefits should be considered and properly
communicated to employees. In most cases,
as long as employees continue to earn above
the Lower Earnings Limit, there will be no
impact on benefit entitlement.
Most employees who pay NIC at
non-contracted-out rates will be accruing
rights to the State Second Pension (S2P).
Entitlement to S2P will be reduced in cases in
which employees participate in salary sacrifice
schemes. It will be important to alert
employees to this so that they can make
informed decisions about whether
or not to participate in the arrangement. ●

IMPACT ON BENEFITS
It’s important to consider the impact of the
salary reduction on other employment
benefits such as overtime and shift premium
pay. In particular, where benefits are provided
by third parties, employers should check the
terms of the benefits provision to clarify that
the impact of the salary reduction (e.g. death
in service benefits) are, in most cases,

In practice
During a recent employer compliance review, the employer was required to settle PAYE, primary
and secondary Class 1 NIC for failing to implement pension salary sacrifice correctly.
HMRC challenged the effectiveness of the change to terms and conditions to accommodate
the pension salary sacrifice scheme. HMRC’s view was that the communication material issued
by the payroll department was tantamount to a request by the employee for the employer to
pay employee pension contributions on their behalf.
The root cause of the problem lay with the scheme design and set-up. During the scheme
design, all key stakeholders to be involved in its setting up and administration should be
consulted so that its impact can be fully analysed. However, in practice many employers simply
instruct the payroll department on the processes that need to be operated. In our experience,
the most successful schemes are those in which payroll departments are fully involved during
the design process. The payroll department can challenge the impact, and fully understand why
decisions have been made in relation to scheme design, and are aware of how the scheme
should be administered once it’s in place.

COMPANY DETAILS

KPMG LLP (UK)
St James Square
Manchester
M2 6DS
T. +44 (0)161 246 4212
E. richard.travis@kpmg.co.uk
www.kpmg.com
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CHAPTER 11 / DEFAULT INVESTMENT

More than
compliance
How do you choose a default
investment and assess if your
existing pension scheme
is qualifying?

T

oday, assessing whether your
existing pension qualifies for
auto-enrolment is easy. You only
need to make sure it is capable
of compliantly receiving autoenrolment contributions and that there is a
‘default investment strategy’ into which
auto-enrolled contributions are invested.
If all you’re interested in is complying with
the current regulations you can stop reading
now! But if you care about the success of
your workplace pension scheme in producing
good member outcomes, read on.
CHOOSING A DEFAULT INVESTMENT
Only stakeholder pensions currently have to
have a default. Most insurers who run
stakeholder plans designated one fund as the
default when they opened these plans for
business in 2001. Quickly, consultants
decided they would be the judge of what
default employers will use. Most large
employers still take advice from consultants,
and many now employ their consultants not
just to choose the fund but also to manage
aspects of the default strategy. If you have
consultants, they’ll be asking you to consider:
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❯ The fund(s) used to grow the pot in the
early years
❯ The shift from growth funds to
pre-retirement funds – the lifestyle glide path
❯ The funds used prior to retirement
❯ How those funds are presented
They’ll focus you on the challenges that
trustees and employers have in choosing the
investment default
❯ Establishing the investment principles they
adopt that inform on the decision
❯ Knowing the true costs to the member of
the investment options – and judging
whether these provide value for money
❯ Establishing how much volatility members
can withstand during the early years
❯ Ensuring that the pre-retirement strategy is
appropriate for staff needs.
Small employers are less likely to want to
exercise this degree of governance.

The rise of mastertrusts, in which the
default is prescribed (as it originally was
with stakeholder pensions) allows smaller
employers to buy into the collective
investment governance offered by the
“master trustees”. One argument for a
charging cap is that it reduces the range of
pricing options and demands that purchasing
decisions are taken on value and not just
on price.
And while the insurers offering Group
Personal Pensions have done little to
innovate, the mastertrusts offer real choice
which includes target dated funds and the
dimensional approach, as well as the state
managed diversified funds offered by NEST
and NOW. Some mastertrusts are even
starting to consider offering default fund
options that could in time replace the need for
small pots to buy annuities.

●● We don’t know what the minimum
standards look like yet, so it’s ‘governance
in the dark’ ●●

What makes a good pension

The government’s view

The government has long been interested in what makes for a good pension. They landed on
six factors back in 2011 on which it has built its ideas for good outcomes. It has announced it will
be strengthening the ‘minimum standards’ schemes will need to achieve to qualify. We expect
this will be legislated before the next election.
The six areas the Pension Regulator landed on were:
1. Appropriate contribution decisions
2. Appropriate investment decisions
3. Efficient effective administration
4. Protection of assets
5. Value for money
6. Appropriate decumulation options
In assessing whether your scheme will qualify in future, these are the areas you should
concentrate on. The trouble is we don’t know what the minimum standards look like yet,
so it’s ‘governance in the dark’.

DWP SPECULATION
Most of the speculation surrounds an announcement from the Department for Work and
Pensions (DWP) on May 10 that following the OFT report on workplace pensions due to be
published in August, the government would begin a consultation on a cap on the charge levied
on the default investment option.
The jury is still out on whether caps do much good. Recently the pension minister Steve
Webb claimed that you didn’t need price controls on “baked beans” and inferred that workplace
pensions should be no different.
This puzzled many experts who considered workplace pensions more complicated than the
Cross & Blackwell/Tesco Value dilemma.
So there’s a lot of uncertainty as to what ‘qualifying’ will mean – although there’s increasing
clarity as to what best practice looks like.

WHAT TO DO NOW
If you already have a workplace pension, you
should ask your provider what options are
open to you, and use the metrics the
Regulator has set out, establishing your
principles at the outset, and applying your
knowledge of your staff when considering
choices. Your existing advisers should be able
to help you here, and you should demand
they do, whether you are paying them directly
or via a commission agreement.
If you don’t have a workplace pension and
are looking for a new one, you may have
difficulty finding whole of market advice.

The withdrawal of many advisers following
the implementation of the Retail Distribution
Review, the banning of commissions and
latterly the banning of consultancy charges
has left an advice gap. Whereas formerly you
could get advice and pass it to your members
through the fund charges, as an employer
you’ll now have to dig into your own wallet.
Good quality investment advice will cost
about the same as legal or tax advice: expect
to pay between £200 and £600 per hour.
A review of your existing scheme’s default
options and a recommendation should cost
around £3,000, but the bill would rise steeply

About First Actuarial
We are among the few truly independent
firms of pension consultants in Britain today.
We don’t take commissions, and have never
charged members through a consultancy
charge. Our services are offered to the
employer and the trustee at agreed rates
either through a fixed fee or on “time-cost”.
In summer 2012 we worked with Payroll
World to take a group of payroll specialists
to meet pension minister Steve Webb. Many
of the simplifications proposed by the DWP
for auto-enroloment payroll processes were
introduced directly because of this meeting.
We advise companies assessing whether
their existing pension scheme will qualify
as an auto-enrolment workplace pension,
and we provide investment advice to
trustees and employers principally around
the default investment option.
We have two principal objectives – firstly
to ensure that the workplace pension is
compliant and
enables employers
to fulfil their duties
under autoenrolment, and
secondly to ensure
that the workplace
pension optimises
outcomes for staff.

if you investigate options from other providers.
Don’t expect much change from £10,000 for
a full market review. No wonder many small
employers will either go to directly to their
providers or are scouring the web to make
informed decisions on self-service
opportunities through aggregated websites. ●

COMPANY DETAILS

Pension PlayPen
Www.pensionplaypen.com is a website co-owned by First Actuarial and a group of pension
enthusiasts determined to allow SMEs and micros to bypass traditional advice and self-serve
auto-enrolment. The site, currently supported by advertising and by the commitment of its
founders, allows employers to go directly to several providers and get great pension deals –
including a group personal pension for less than 0.5%. From the beginning of July, the site will
provide a tool to help employers to assess whether their existing pension will qualify for
auto-enrolment. From September, for a fee of £500 plus VAT, employers will be able to “choose
for themselves” their workplace pension scheme as well as the associated software that will
lead to a stress-free staging of auto-enrolment.

FIRST ACTUARIAL
2nd Floor, The Square
Basing View
Basingstoke
Hampshire
RG21 4EB
T. 0870 879 3100
E. henry.tapper@firstactuarial.co.uk
www.firstactuarial.co.uk
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Staging
dates
LIST OF STAGING DATES BY PAYE SCHEME SIZE
PAYE scheme size

Staging date

120,000 or more
50,000-119,999
30,000-49,999
20,000-29,999
10,000-19,999
6,000-9,999
4,100-5,999
4,000-4,099
3,000-3,999
2,000-2,999
1,250-1,999
800-1,249
500-799
350-499
250-349
160-249
90-159
62-89
61
60
59
58
54-57
50-53

1 October 2012
1 November 2012
1 January 2013
1 February 2013
1 March 2013
1 April 2013
1 May 2013
1 June 2013
1 July 2013
1 August 2013
1 September 2013
1 October 2013
1 November 2013
1 January 2014
1 February 2014
1 April 2014
1 May 2014
1 July 2014
1 August 2014
1 October 2014
1 November 2014
1 January 2015
1 March 2015
1 April 2015

Source: The Pensions Regulator, July 2013

For companies with fewer than 50 employees see the Pensions Regulator website here:
http://www.thepensionsregulator.gov.uk/employers/staging-date-timeline.aspx
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PAYE

HMRC
TRAINING
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S
T
RIGH

BESPOKE AND
IN-HOUSE
PROGRAMMES
AVAILABLE

DID YOU KNOW PAYROLL WORLD PROVIDES TRAINING?

Essential Guide
to Payroll
This two-day course is ideal for those
with experience of payroll requiring
an all round update, those new to
payroll who need something at a
quicker pace and those who need
an overview of the key subjects
in payroll.
Topics covered include:
➜
➜
➜
➜
➜
➜
➜
➜

Core payroll objectives
Pre tax deductions
Calculation of net pay
Pensions
National Insurance
HMRC business relationship
Employment special conditions
Student loan.

International
& Expatriate
Payroll
This one day course covers all of
the issues a business needs to know
when dealing with international
employees.
Our course will explain what
you need to do, and when.
With globalisation of business, the
international secondee is becoming
the norm in companies from large
to small. UK employer obligations
will still apply to many of these
employees - make sure that you
don’t fall foul of the rules.
Topic covered include:

This is our most popular course and
has trained hundreds of delegates
in the essentials of payroll.

➜ T axation
➜ N
 ICs
➜ A
 dministration

10-11 September 2013 – London

4 September – London

Just £670 if you are a subscriber
to Payroll World or £745 for
non-subscribers.

Just £449 if you are a subscriber
to Payroll World or £499 for
non-subscribers.

Contact us for further details on 020 7940 4801
or email training@payrollworld.com

SEE WHAT OUR
DELEGATES SAY
It was a very good course.
The trainer’s knowledge was
exceptional on the subject
matter and well delivered.

The speaker was really
knowledgeable, flexible
in his style, attuned to our
needs, used our specifics
in examples and raised
our awareness really
well and addressed our
concerns superbly… he
was also comfortable to
tell us the difficult messages,
knowing he could help
us approach them well.
A strong mature facilitator
and expert in his business
knowledge.

Let’s cut to the Chase –
payroll is our expertise
Here at Chase Moulande,
we believe in being
different – we actually
listen to our candidates
and clients

Yes, we know that should go without
saying, but in our experience that’s not
always what recruitment consultants do.
Our clients appreciate that we see it as our
job to use our expertise and experience to
sometimes guide and challenge a client’s
assumptions. We make it our business to
make sure the right candidate is placed in
the right job.
Drawing on nearly 25 years of experience,
we offer a bespoke temporary, contract
and permanent recruitment service, across
all aspects of payroll, rewards and benefits,
throughout the UK, EMEA and UAE.

020 7940 4800
payroll@chasemoulande.com
www.chasemoulande.com

These are demanding and exciting times,
especially having gone through RTI and with
the challenges presented by auto-enrolment,
which is why all of our recruiters have
attended a range of relevant payroll courses
to further enhance their understanding of
the pressures you’re facing.
We truly believe that a little of our time
invested up front saves a lot of your time.
So if you feel it’s time someone actually
listened to you, give us a call and let us help
with your workload.

RTI? AE? OMG!!!
Let’s face it – great though it is - for the average payroll, finance and HR professional the
government’s Auto Enrolment initiative is about as welcome as a hole in the head.
Just when you’ve got to grips with real time information, you’ve now got a whole new
set of legislation to review, process and administer within the prescribed staging dates,
let alone the fact that those rules seem to be moving all the time!
That’s where Chase Moulande can help.
Although there is software designed to automate much of the process, we know that a
number of organisations will need a little extra help to keep on track to achieve their
staging dates.
Whether it be someone to manage the everyday business as usual, take up the slack
with the administration or even an AE consultant to come in and help you through the
set up – we can get you the right expertise at the right time.
Leave it to us.

Get in touch and feel the difference
020 7940 4800 hello@chasemoulande.com
chasemoulande.com

Chase Moulande
Quality • Focused • Results

Tackling the issues that matter
to payrollers the most ...LIVE
WEBINAR

the operational impact
FREE
OF Auto-enrolment
When
WATCH THE WEBINAR THAT TOOK PLACE ON 17.01.13
Hosted by:
➜ Martin Kornacki, editor, Payroll World
➜ Melissa Goddard, director – pensions solutions, Ceridian

Payroll World Webinars

Key questions
that were addressed:
➜ What do you need to know about auto-enrolment?
➜ What should you expect from your pension provider?
(and what not to!)
➜ How can you maintain data control?
➜ What are pay reference periods?

Who should WATCH?
➜
➜
➜
➜
➜
➜

“Excellent presentation”
Helen Heginbotham, Gilead Sciences

“Very informative
and very good detail”
Sophia Baker, Harrods

www.payrollworld.com/content/live

020 7940 4801

Watch these again:
Find out how integrating payroll and HR creates
operational harmony
➜		What are the benefits of using one integrated solution?
➜		Is reducing costs really a reality?
➜		Can you improve the employee experience with one
integrated solution?
Setting up a payroll bureau
➜		How to set up a payroll bureau
➜		Online software
➜		Benefits to SMEs of setting up payroll for clients

Payroll managers and administrators
Business owners and MDs
HR managers
Finance and HR directors
Accounts managers
Accountants

WATCH THE WEBINAR AGAIN AT:

Payroll World has an exciting series of webinars for you
to register for or watch again, all aimed at helping you
to run you payroll more effectively.

In association with

How to write an award winning entry
for the Payroll World Awards
➜		Hear from judges how to write a winning entry form
➜		Examples of previous award winning entries
➜		Tips and hints on how to set out your entry form

Visit www.payrollworld.com/content/live
to view all webinars

