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1 Executive Summary

e The Pensions Act 2008 will begin to radically alter the UK occupational pension landscape from

October 2012, but the full effects of the legislation will only apply from October 2017.
e A raft of new duties is being placed on employers and there are penalties for non-compliance.

e The principal new duty will be to "auto-enrol" employees who meet certain age and pay

conditions into a pension scheme or arrangement.

e Employers will have the option of using an occupational pension scheme or contract-based
pension arrangement (for example a Group Personal Pension) to meet the auto-enrolment
requirement. Existing schemes may be used but will need to be reviewed against the legislation

and may need amendment.

e When the new rules are fully in force, pension contributions for auto-enrolled employees to a
defined contribution pension arrangement must be at a minimum rate of 8% (of which at least
3% must be paid by the employer) on pay between £5,715 and £38,185". If a defined benefit

scheme is in place it must provide minimum benefits defined under:
0 a '"reference scheme test", if it is contracted-out of the State Scheme, or
O aTest Scheme Standard, if it is not contracted-out.

e The new rules may result in increased pension costs for employers, perhaps substantial, as more
employees may be brought into pension provision and contributions may need to be increased.
The effects will be greatest for those employers who currently have poor or limited pension

coverage within their workforce.

e The National Employment Savings Trust, or "NEST", is a new country and industry-wide
occupational pension scheme that can be used to fulfil auto-enrolment duties if an employer

does not wish to establish alternative arrangements.

! Expressed in 2010/11 terms. The £5,715 is due to eventually equate to the Primary Threshold for national
insurance contributions and is expected to rise in line with that threshold each year. The £38,185 upper limit is
set by the Secretary of State each year and is expected to be up-rated in line with National Average Earnings to
1 October 2012, and for each tax year thereafter. The figures for 2012/13 are expected to be announced in
January 2012 ready for the first year of live running.
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e The new pension rules will necessitate every employer in the UK to review pension provision and

make changes to current arrangements.

2 BBS Consultants & Actuaries Ltd 2011
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2 Introduction

2.1 Pensionsin 2012
In 2012, there will be major changes to the way the UK workforce will save for retirement. This guide
sets out a summary of the new legislation and suggests the steps employers will have to take to

comply with its terms.

2.2 Background
In December 2002, the Government appointed the Pensions Commission, headed by Lord Turner, to
review the adequacy of private pension saving in the UK and to advise on appropriate policy changes,

including on whether there was a need to move beyond the voluntary approach.

The Pensions Commission published two reports. The first was an analysis of pension provision in
the UK. The second "A New Pensions Settlement for the Twenty-First Century" published in
November 2005 contained conclusions and recommendations on future policy. The conclusions
were summarised as follows:

1. The current system of private funded pensions combined with the current state system will
deliver increasingly inadequate and unequal results;

2. These problems are not solvable through changes to the state system alone, nor by incremental
measures to encourage voluntary provision. But attitudes to compulsion are ambivalent;

3. Savings through house purchase and inheritance of housing assets will make a significant
contribution to pension adequacy for many people, but housing cannot be considered a
sufficient response to pension adequacy for all people;

4. Long-term policy needs to be robust in the face of rising life expectancy and major uncertainty
about the pace of that increase; and

5. Analysis of pension systems and pension reforms in other countries suggests two major ideas of
potential relevance to the UK.

The Pensions Commission proposed two key elements of reform:

e The creation of a low cost, national, funded pension savings scheme into which individuals will be
automatically enrolled, but with the right to opt-out, with a modest level of compulsory
matching employer contributions, and delivering the opportunity to save for a pension at a low
annual management charge; and

e Reforms to make the state system less means-tested and closer to universal than it would be if
current indexation arrangements were continued indefinitely. In order to achieve this while
maintaining the standard of living of the poorest pensioners it was recognised that; a) the state
pension would need to be more generous on average, and b) in the long-term there would need

BBS Consultants & Actuaries Ltd 2011 3
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to be some mix of both an increase in taxes devoted to pensions expenditure and an increase in
State Pension Ages.

Changes to the State Pension system were included in the Pensions Act 2007 which also established
the Personal Accounts Delivery Authority (PADA). PADA was established to advise the Government
on the first of the Pension Commission's key elements of reform, the creation of a low cost, national,
funded pension savings scheme. The Pensions Act 2008, Pensions Act 2011 and subsequent
regulations have given form to this concept. Further changes are proposed in Statutory Instruments

still at the draft stage.

2.3 Effects on pension policy for Employers
The changes brought in by the Pensions Act 2008 are extensive and employers will need to consider

their pension policy taking into account the following factors (not necessarily an exhaustive list):

e Their ability to meet increased pension costs;
e Theimportance, or otherwise, of pension arrangements in their overall remuneration package;
e The views of owners or shareholders;

e The extent to which it is necessary to maintain a remuneration package for staff that is
comparable with their competitors;

e The position of any existing pension arrangements or schemes;
e Their preference for running their own arrangements or having something "off the shelf"; and

e Their views on having different pension arrangements applying to different staff, based on
position or grade.

2.4 Scope of the Legislation

The legislation can be broken down under the following three headings:

1. The duties that have been placed on employers for implementing the new regime and ensuring
registration and compliance. (Described in Chapter 3.)

2. Rules for the automatic enrolment of employees into pension schemes and the minimum terms
for such schemes, including the minimum contributions that will apply if the scheme is defined
contribution and the minimum level of benefits if the scheme is defined benefits. (Described in
Chapters 4,5,7 & 8.)

3. The establishment of the National Employment Savings Trust, a default pension scheme for those
not in a pension scheme established by their employer. (Described in Chapter 6.)

2.5 Impact on Company Pension Schemes
In complying with the new regime, employers will have a choice of vehicle:

1. Alegacy pension scheme amended to meet the new requirements;

4 BBS Consultants & Actuaries Ltd 2011
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2. A new occupational pension scheme designed in light of the new requirements;
3. A contract-based pension; or
4. The National Employment Savings Trust.

An occupational pension scheme or a group contract-based scheme that is registered under Chapter
2 of Part 4 of the Finance Act 2004 and that meets defined requirements can be an automatic

enrolment scheme, as can NEST.

BBS Consultants & Actuaries Ltd 2011 5
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3 Employer’s Duties

3.1 What is meant by "Employer's Duties"?
The actions you need to take to ensure compliance with the new pension rules, as required by

legislation.

3.2 From what date do the Duties apply?
This will depend on the number of people on your PAYE payroll and, if this is less than fifty, the last
two characters in your PAYE reference number. The date from which the duties apply is called the

"staging date". The list of staging dates is set out in Appendix A.

3.3 Can the Duties apply from an earlier date?

Yes. You may choose to nominate any other staging date from 1 October 2012 before your
allocated staging date for the duties to apply, but from your allocated staging date onwards, you
are legally required to undertake the duties. The very largest employers, generally those with more
than 50,000 people on their PAYE scheme, may elect to bring forward their staging date to either 1
July, 1 August or 1 September 2012.

3.4 What is the Principal Duty?
Your principal duty is to have pension arrangements in place to meet the auto-enrolment rules

described in Chapter 4 and to enrol and, if appropriate, re-enrol employees into these arrangements.

3.5 What other Duties apply?
You are required to keep records and provide information to the Pensions Regulator (the

“Regulator”) who will monitor compliance with the new rules.

3.6 What records do | need to keep about the Pension Schemes | use?
You must keep information about the pension schemes used including:

e The name, reference number and address of the scheme or, if a personal pension scheme, the
name and address of the provider. (And, for overseas schemes, the name of the regulatory
authority where that scheme is situated and the address of the scheme); and

e If the scheme is a defined benefit scheme, any evidence which shows that the scheme satisfies
the Test Scheme Standard (contracted-in schemes), or which has passed the reference scheme
test (contracted-out schemes). Further detail is provided in Chapter 7.

6 BBS Consultants & Actuaries Ltd 2011
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3.7 What personnel records do | need to keep about employees and Members?
Information including name, national insurance number and date of birth must be retained in respect
of the following:

1. employees who you automatically enrol into your pension scheme (you should also keep a
record of the automatic enrolment date of these employees);

2. employees who met the earnings requirement to be automatically enrolled, but not the age
requirement and who exercised their option to opt-in to your pension scheme (you should also
retain opt-in notices for these employees); and

3. employees who did not meet the earnings requirement to be automatically enrolled but who
exercised their option to opt-in to your pension scheme (you should also retain joining notices
for these employees).

For employees who met the requirements for auto-enrolment but who chose to opt-out, you must

retain the signed opt-out notice.

3.8 What pay and pension contribution records do | need to keep?
For employees who are affected by the new pension rules and join your pension scheme, you will
need to maintain records of gross earnings in relevant pay periods and the contributions due and

paid. You will also need to record the date contributions were paid.

3.9 Who will require information from me?
You are required to provide information to the Regulator as evidence of your compliance with the

new pension rules.

3.10 When will the Regulator require information from me?
The Regulator will require a first report from you within four months of your staging date. If you
start to apply PAYE after this date the information must be provided within four months from the day

on which PAYE income is first payable.

Subsequent reports will fall due within one month of automatic re-enrolment dates. Your first
automatic re-enrolment date will be any date between three months prior to and three months after
the three-year anniversary of your staging date (you have discretion to fix the actual day in
this period). Future automatic re-enrolment dates will be any date between three months prior to
and three months after the three-year anniversary of your previous automatic re-enrolment date

and so on.

BBS Consultants & Actuaries Ltd 2011 7
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3.11 What Information will the Regulator require?

The Regulator will need information relating to the pension scheme or schemes you are using to
meet the auto-enrolment rules described in Chapter 4. This will be the scheme reference number, if
the scheme is a registered pension scheme, or the name and address of the trustees or managers, if

it is not registered.

You will also need to give the Regulator information about yourself, including your address, and a
relevant reference number such as your Companies House number or registered charity number. A
person submitting information on your behalf will need to explain their relationship to you and
declare that the information is, to the best of your (i.e. the employer’s) knowledge and belief, correct

and complete.

The numbers of employees on your payroll must also be given to the Regulator, broken down by
those automatically enrolled, those whose enrolment has been deferred, those who were members
of a pension scheme anyway and those who are not members and not subject to the auto-enrolment

rules.

3.12 What about those running the Pension Scheme?
Trustees or managers of occupational pension schemes and providers of personal pension schemes
are also under an obligation to keep records, including scheme member details and the scheme's

reference number.

The member details to be recorded include name, address, national insurance number, date of birth,
the dates of joining and leaving (including the date of receipt when an opt-out notice is received) and
whether joining was by being automatically enrolled, exercising a right to be enrolled (i.e. outside the
normal age limits or earning less than the earnings trigger of £7,475) or exercising a right to join

without a contribution from you (i.e. under minimum qualifying earnings).

3.13 Are any employees excluded from the Employer Duties?
There are individuals who may undertake work for you but for whom you may not be subject to the

duties:

e If you use an agency to supply individuals to undertake work on your behalf and the agency pays,
or is responsible for paying, such individuals;

e Directors who are not your sole employee or do not have a contract of employment with you;
and

e A small group of specified categories of employee, mainly in the public sector.

8 BBS Consultants & Actuaries Ltd 2011
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3.14 What will happen if the Employer Duties are not discharged?
If the Regulator is aware that you, or someone else connected with you, have failed to take the
necessary action to comply with the Employer Duties, it may issue one of the following:

e A '"Compliance Notice". This will set out the steps required to remedy the non-compliance and
may set out a timetable for so doing. The intention of such a notice is to put your employee(s) in
the same position (as nearly as possible) as if the contravention had not occurred;

e A '"Third Party Compliance Notice". This is a notice directed to a third party to take action to
remedy, or prevent a recurrence, of any failure by that third party to enable compliance with the
Employer Duties. It may give the third party a choice between different ways of remedying the
failure; or

e An "Unpaid Contribution Notice". This will be issued to you if the Regulator is of the opinion that
you have not paid the pension contributions required, or have paid such contributions late.

When issuing an Unpaid Contribution Notice, the Regulator has the power, if necessary, to estimate
the amount of pension contributions due and to make an addition for interest, if payments have or
will be delayed. The annual rate of such interest is defined in Regulations and will be equal to the

rise in the retail prices index for the period of payment plus an addition equivalent to 4.2% per year.

3.15 What penalties will I suffer If | fail to follow the steps described in the Notices?

The Regulator may choose to issue a fixed penalty notice or an escalating penalty notice.

It would seem a fixed penalty notice is intended to apply where the breach of duty is of a minor

nature. The penalty is currently £400.

An escalating penalty notice requires you, or someone else connected with you, to pay a penalty if
there is a failure to comply with a notice before a specified date, calculated by reference to a daily
rate. The daily rate applied when the notice is issued to a third party is currently £200. The rate that
would apply to you is determined by the table below, based on the number of your employees

affected (if this is not clear, the number of employees on your payroll will be used instead).

1 -4 or unknown 50
5-49 500
50 - 249 2,500
250 - 499 5,000
500 or more 10,000

There will be an appeal process against penalty notices.

BBS Consultants & Actuaries Ltd 2011 9
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3.16 Can | encourage employees to opt-out of my Pension Scheme?

No. Protection against unfair dismissal or other detrimental treatment for those resisting an

inducement to opt-out is included in the legislation.
3.17 Can I recruit employees on the understanding they will opt-out of my Pension Scheme?

No. If you make any statement or ask any question when recruiting that indicates (expressly or
impliedly) that an application for employment may be determined by reference to whether or not
the applicant might opt out of automatic enrolment into a pension scheme, you may be subject to a

fine, as in the table below.

1 -4 or unknown 1,000
5-49 1,500
50 -249 2,500
250 or more 5,000

3.18 What If | wilfully fail to comply with the Employer Duties?

If you wilfully fail to comply, the penalties are severe indeed and may include a fine of up to £5,000

or a prison sentence of up to two years.

10 BBS Consultants & Actuaries Ltd 2011
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4 Auto-enrolment

4.1 What is Auto-enrolment?
A requirement for certain of your employees to be entered into a suitable pension arrangement. The
arrangement can be the National Employment Savings Trust (see Chapter 6), an occupational pension

scheme (see Chapter 7), or a contract-based pension arrangement (see Chapter 8).

4.2 From what date will Auto-enrolment apply?

Auto-enrolment will be phased in over the period 1 July 2012 to 1 September 2016. Smaller
employers will be subject to the requirement at a later date than larger employers, based principally
on the number of persons on the PAYE payroll. The date from which auto-enrolment will apply is

known as the "staging date". Staging dates are shown in Appendix A.

However, you will be able to choose to defer auto-enrolment for a period of up to three months
from your staging date, or from when an employee first comes under the auto-enrolment

requirements if later.

4.3 To which employees does Auto-enrolment apply?

Your employees who meet the following criteria will be subject to the auto-enrolment requirement:

e Attained age 22;

e Workin the United Kingdom;

e Not a member of a qualifying scheme;

e Under State Pension Age (the date State Pension Age is attained is set out in Appendix B); and

e Have earnings of more than £7,475 per year (the earnings trigger). The figure of £7,475 is
subject to revaluation in future years.

If you do decide to defer auto-enrolment (see 4.2 above), an employee who meets the above criteria
can elect to opt-in to the scheme during that period of deferment and will be entitled to full
contributions from you. In these circumstances, the auto-enrolment date is whatever your employee

chooses and you cannot control this.

4.4 What about my other employees?
The following employees who are working in the United Kingdom may volunteer to "opt-in" and gain

a contribution from you towards pension but do not have to be auto-enrolled:

BBS Consultants & Actuaries Ltd 2011 11
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e Aged between 16 and 21, or over State Pension Age but under age 75, and have qualifying
earnings of at least £5,715 per year; or

e Aged between 16 and 75 and earning above £5,715 but below £7,475 per year.

Employees who do not meet the minimum qualifying earnings threshold may also opt-in but you

do not have to pay a pension contribution for their benefit.

There are no requirements for those aged under 16, or 75 and over.

4.5 From what date do | have to Auto-enrol each employee?

Your employees who meet the requirements set out in 4.3 above and who are not members of an
automatic enrolment scheme by your staging date (or within three months of that date if you have
elected to defer) will be subject to auto-enrolment on that staging date (or by the end of the
period of deferment). Other employees, including new starters, will be subject to auto-enrolment

when they first meet the requirements in 4.3.

4.6 What counts as Qualifying Earning3®
Qualifying earnings are an employee's gross earnings (i.e. including all fluctuating amounts such as
statutory sick pay, maternity, paternity & adoption pay, overtime, bonus & commission) between

£5,715 and £38,185 per year.

These figures are expressed in 2010/11 terms. The £5,715 figure is due to equate to the Primary
Threshold for national insurance contributions and is expected to rise in line with that each year. The
£38,185 upper limit is set by the Secretary of State each year and is expected to be up-rated in line

with National Average Earnings to 1 October 2012, and for each tax year thereafter.

4.7 What information do | have to give my employees?

For an employee who is to be auto-enrolled, you have to supply information by the date which is one
month after the date from which membership will apply. Contact details for the pension
arrangement must be given together with information on where to obtain further information about
pensions and saving for retirement. Details of the contributions to be paid by you and your
employee must be provided, including confirmation that the latter will be deducted from your
employee's pay. An explanation of how tax relief applies in respect of your employee's contribution

is also required.

You will need to make a number of formal statements to your employee. These are summarised

below:
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e That they have been, or will be, auto-enrolled and the date from which this has, or will, apply;

e That you will not take any action or make any omission that would invalidate their membership
of the arrangement;

e That they can opt-out, including dates of the opt-out period; the source from which an opt-out
notice may be obtained; and confirmation that any employee contributions paid will be refunded
on opting-out. An employee opting-out will be treated for all purposes as having not become a
member of the pension scheme;

e Thatit is possible to opt back in, but that you are only required to arrange for such opting-in once
in any twelve-month period;

e That after the opt-out period ends, the employee may still choose to cease contributions and
terminate active membership of the pension arrangement, but the consequences of this will be
in accordance with scheme's rules; and

e That automatic re-enrolment will normally apply at some future date.

If your scheme is contract-based, you must also specify the charges which may be payable and, in the

absence of any choice made by the employee, explain the investment strategy to be followed.

4.8 When must this information be given?

Within one month of the date you are required to auto-enrol each employee.

4.9 What happens to employees who don't want to remain in the pension arrangement?
Following auto-enrolment, an employee may give you a written opt-out notice within one month of
the later of the date they were entered into the pension arrangement and the date on which they

were provided with the information about the arrangement described in 4.7 above.

If you receive a valid opt-out notice, you must refund any contributions paid by the employee to the
scheme (subject to any necessary deduction of tax). This must be done within one month of receipt
of the opt-out notice or, if this is after the next payroll cut-off date, the next following pay date.
Note that the refund does not need to include any investment growth on the member’s

contributions.

4.10 If an employee has opted-out - Is that it?

No. Those opting out must be automatically re-enrolled (but can still choose to opt-out again).

Re-enrolment for all your employees who meet the requirements set out in 4.3 above will take place
on re-enrolment dates which are broadly three years apart. It is proposed that your first re-
enrolment date will be in the period three months before and three months after the three year

anniversary of your original staging date (you have discretion to fix the actual day in this period),
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and so on for future re-enrolment dates. You will have to re-enrol all employees who meet the auto-

enrolment conditions except those that have opted-out in the previous twelve months.

4.11 Tell me more about opting-in?

An employee who meets the conditions necessary to opt-in, as described in 4.4 above, must be given
broadly the same information (see 4.7 above) as those who are to be automatically enrolled and this

must include a form or notice for the employee to complete to confirm that they wish to opt-in.

4.12 Can Auto-enrolment ever be postponed?

No, other than the imposition of a waiting period of up to three months as described in 4.2 above.

If you have a defined benefit or hybrid occupational pension scheme it may be possible to defer

Auto-enrolment until 1 October 2016. Further information is given in Chapter 7.
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5 Contribution Requirements

5.1 On what earnings do contributions need to be paid?

Qualifying earnings are an employee's gross earnings (i.e. including all fluctuating amounts such as
statutory sick pay, maternity, paternity & adoption pay, overtime, bonus & commission) between

£5,715 and £38,185 per year.

These figures are expressed in 2010/11 terms. The £5,715 figure is due to equate to the Primary
Threshold for national insurance contributions and is expected to rise in line with that each year. The
£38,185 upper limit is set by the Secretary of State each year and is expected to be up-rated in line

with National Average Earnings to 1 October 2012, and for each tax year thereafter.
5.2 What if my employee is close to the £5,715 minimum?

If your employee receives a regular wage or salary of less than the minimum qualifying earnings
and will not, in your estimation, exceed this amount, you will be able to look at their position over a
longer pay reference period both for the purposes of determining whether contributions are due

and, if so, the amount that will apply.
5.3 What is meant by the "Pay Reference Peridd

The period over which a calculation is made to work out whether an employee earns the minimum
amount necessary to be automatically enrolled and the period used to calculate the level of
contributions that the employee and employer need to pay into the auto-enrolment scheme. This
will usually be the period for which the employee is paid. For example, for weekly paid employees it

is a period of one week, for calendar monthly paid employees a period of one month.

However, for an employee whose earnings are expected to be less than the minimum qualifying
earnings, i.e. £5,715, the pay reference period will be measured over a year, starting on your
staging date or each anniversary thereof. If you are considering an employee who has joined after
the staging date, the first pay reference period will begin on the date they are employed and end

on the next anniversary of your staging date.
5.4 What are the Minimum Contributions for Defined Contribution Schemes?

The minimum contributions will be a percentage of qualifying earnings as follows:
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Period Minimum Total Contributions Minimum Employer Contributions

1July 2012 to . .
30 September 2016 2.0% 1.0%
1 October 2016 to . .

30 September 2017 5.0% 2.0%
1 October 2017 onwards 8.0% 3.0%

If employees are asked to contribute to make up any difference between the contributions made by
the employer and the minimum total contribution requirement, tax relief at 20% will count towards
the total. For example, from 1 October 2017, the minimum total contribution requirement could be
met by 3% employer contributions, 4% employee contribution and 1% tax relief, i.e. in effect a 5%

gross employee contribution.

Higher rate tax-payers can claim tax relief through the self-assessment system provided their

contributions do not exceed the annual allowance.

5.5 Can | use another definition of earnings as the basis for my scheme’s contributions?
Yes, the government has recognized that many existing schemes, which could be used as qualifying
schemes for auto-enrolment purposes, have contributions based on another definition of
pensionable earnings, e.g. basic salary. The Secretary of State will have the power to approve
alternative bases and we expect that employers will be able to certify any of the following three
alternative methods for meeting the minimum contribution requirement:

e Option One: 9% of pensionable earnings (including up to 5% from employees), where
pensionable earnings do not include overtime, bonuses, etc;

e Option Two: 8% of pensionable earnings (including up to 5% from employees), where
pensionable earnings are not less than 85% of total earnings; or

e Option Three: 7% of pensionable earnings (including up to 4% from employees), where
pensionable earnings are 100% of total earnings.

If any of these three alternatives is used as a basis for the scheme contributions, no further test need
be undertaken to check for compliance with meeting the minimum total contribution requirement

based on qualifying earnings.
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The draft legislation indicates that the minimum contribution requirements during the periods 1 July

2012 to 30 September 2016 and 1 October 2016 to 30 September 2017 will be:

Option One:
f Minimum Total Minimum Employer
Period slLiL 1En
Contributions Contributions
1July 2012 to . .
30 September 2016 3.0% 2.0%
1 October 2016 to . .
30 September 2017 6.0% 3.0%
Option Two:
i Minimum Total Minimum Employer
Period AT 1En
Contributions Contributions
1July 2012 to . .
30 September 2016 2.0% 1.0%
1 October 2016 to . .
30 September 2017 5.0% 2.0%
Option Three:
i Minimum Total Minimum Employer
Period AT 1En
Contributions Contributions
1July 2012 to . .
30 September 2016 2.0% 1.0%
1 October 2016 to . .
30 September 2017 5.0% 2.0%

These minima will apply only from your staging date (see Appendix A) or, if you have deferred auto-

enrolment for up to three months, from the end of that period of deferment.
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6 National Employment Savings Trust ("NEST")

6.1 Whatis NEST?
A country and industry-wide occupational pension scheme that is open to any employer of any size
or sector that wishes to use it to fulfill their auto-enrolment duties. NEST is aimed in particular at

low-to-moderate earners who have not, historically, participated in workplace pensions.

6.2 Who runs NEST?

NEST has been established by the Government under a trust. A not-for-profit trustee corporation,
NEST Corporation, acts as Trustee. The Personal Accounts Delivery Authority (PADA) was established
by the Pensions Acts of 2007 and 2008 to set up a "personal accounts" scheme and was the

forerunner of NEST. PADA has been wound up from 5 July 2010.

6.3 How does NEST operate?

NEST is a defined contribution pension scheme with each member having an earmarked account.
Contributions (including member contributions) are paid by employers to NEST and will attract tax
relief for both employer and employee (the employee’s tax relief through PAYE). Members of NEST

will have one NEST account throughout their working life.

6.4 Who can become a Member of NEST?

NEST will accept as members anyone to whom the auto-enrolment requirements described in
Chapter 4 apply. It will also accept any UK worker aged between 16 and 75, if the worker and the
worker's employer wish the worker to become a member. Self-employed UK workers aged between

16 and 75 can also join NEST.

6.5 What contributions can be paid to NEST?

The minimum contributions that must be paid to NEST are defined under the auto-enrolment rules
(see Chapters 4 & 5). Members and/or employers can pay more, but there is a maximum
contribution NEST will accept of £3,600 per year. This figure is expressed in December 2005 terms
and must be up-rated by NEST Corporation in line with National Average Earnings to the date that it
first starts to take contributions into NEST, and to the start of each subsequent tax year. The

maximum contribution limit is due to be removed in 2017.

6.6 Can a Member transfer other pensions into NEST?
Transfers into NEST are generally not permitted except where:
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e The transfer is a ‘cash transfer sum’ generated by a member leaving an occupational pension
scheme with between three months’ and two year’s service; or

e The transfer relates to pensions and divorce legislation.

Transfers arising from the above circumstances will be accepted and will not count towards the

annual contribution limit described in 6.5.

The wider ban on transfers into NEST is due to be removed in 2017.

6.7 Can a Member transfer other pensions out of NEST?

Transfers out of NEST are generally not permitted. A member who has reached age 55, or who is
suffering from Incapacity or who has become entitled to retirement benefits may, however, transfer
their NEST account to another registered pension scheme. The wider ban on transfers out of NEST is

due to be removed in 2017.

6.8 How is the NEST Earmarked Account invested?
The default investment approach of NEST is designed to be suitable for low-to-moderate earners. It
is expected to be based on a number of funds, each aimed at a target retirement date. Within these

funds, risk is gradually reduced as the target retirement date approaches.

It is anticipated that the large majority of NEST members will accept the default approach but there

will be some limited choice of other options which will include Shariah law compliant funds.

6.9 How will NEST be administered?
NEST has been designed as an online business to be delivered largely through the internet. Non

electronic services will be available to members who can't access digital channels.

6.10 What fees will NEST charge?
The Department for Work and Pensions has announced that NEST’s anticipated charges will be an
annual management charge of 0.3% over the longer term with an initial additional charge on

contributions of around 2%.

NEST receives no Government subsidy and all of NEST's costs have to be met by contributions. But a
government loan was provided to cover initial set up costs and the charge on contributions is made
to pay back this loan over time. When the loan has been repaid, the charge on contributions will

cease. In the long term NEST should be delivered at no overall cost to the taxpayer.
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6.11 Can | be asked to pay more?

The rules of NEST allow its Trustee to make an additional charge to recover from participating

employers any additional administration or management costs which it determines to be attributable

to acts or omissions by such employers.

6.12 How can | find out more about NEST?

http://www.nestpensions.org.uk/ is the official website for NEST.
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7 Occupational Pension Schemes

7.1 Types of Occupational Pension Schemes
An occupational pension scheme may be used as the pension arrangement to satisfy the auto-
enrolment requirements. The scheme may be one of the following:

e A defined benefit scheme not contracted out of the State Second Pension Scheme ("S2P");
e A defined benefit scheme contracted out of S2P;

e A defined contribution scheme;

e A hybrid defined benefit / defined contribution scheme; or

e Anoverseas scheme in the European Economic Area (see Appendix C).

The minimum standards specific to each type of scheme, needed to enable the scheme to be used to
satisfy the auto-enrolment requirements, are set out below, but it should also be noted that, for any
occupational scheme:

1. nothing in the scheme rules should prevent the employer from making the necessary
arrangements for both auto-enrolment and opting-in; and

2. any references in the scheme rules which require a member to make a choice or provide
information in order to remain an active member have to be removed.

If an occupational pension scheme meets the defined requirements, it can be an automatic

enrolment scheme.

7.2 Defined Benefit Schemes not Contracted-out of S2P

To qualify as an automatic enrolment scheme, a contracted-in defined benefit scheme must obtain
a certificate from the scheme's actuary that it meets the "Test Scheme Standard". To give such a
certificate the actuary must establish that the pensions to be provided for at least 90% of relevant
members are at least as valuable as the pensions which would be provided for them under a test

scheme as described below.
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The test scheme provides a pension at age 65 (to rise, from 2024, to a maximum of 68, in line with

the rise in State Pension Age - see Appendix B) of;
1/120th of average qualifying earnings
(in the last three tax years preceding the end of pensionable service)
multiplied by
the number of years of pensionable service, up to a maximum of 40

This pension will be subject to the usual minimum statutory increases to pensions in payment and

between leaving and retirement for those who leave before retirement age.

If the scheme operates on a career average revalued earnings basis, the annual revaluation must be
at a minimum of the percentage increase in the consumer prices index for the year to which the

revaluation applies or 2.5 %, whichever is the lesser.

7.3 Defined Benefit Schemes Contracted-out of S2P
Generally, a defined benefit scheme for which a contracting-out certificate and the associated

reference scheme test certificate are held will qualify as an automatic enrolment scheme.

But the Pensions Act 2008 gives the Secretary of State power to apply a modified test scheme
standard to contracted-out schemes on an individual member by member basis. The modified test
will be based on that used for non contracted-out schemes as described above, but will use a higher
minimum accrual rate of up to 1/80th of pensionable earnings, instead of the 1/120th that would

apply if the scheme were contracted-in.

7.4 Defined Contribution Schemes

To be an automatic enrolment scheme, contribution levels under a defined contribution
occupational pension scheme must at least match the minimum contribution requirements
described in Chapter 5. In the long term, this means an employer must contribute at least 3% of the
employee's qualifying earnings and the total contribution must be equal to, or exceed, either 8% of
qualifying earnings, or the amount calculated under one of the alternative acceptable contribution

methods set out in 5.5 if adopted as the scheme basis.

If contributions are based on a pensionable pay figure that is not gross earnings (for example, Basic

Pay) the percentage contributions may need to be higher. It will be necessary for an employer to
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certify that any such arrangements will meet the minimum contribution requirement and review

contributions annually to ensure the minimum contribution requirement is being met.

The scheme must have a default investment fund to meet the requirement that a member should

not have to make a choice or provide information in order to remain an active member.

7.5 Hybrid Defined Benefit / Defined Contribution Schemes
There are special rules for a hybrid scheme to qualify as an automatic enrolment scheme, based
on a mix of the rules relating to defined benefit schemes and defined contribution schemes as

described above.

7.6 Overseas Pension Schemes
Although additional guidance on the position of overseas schemes is awaited, it is clear that
regulated pension schemes based in countries within the European Economic Area (see Appendix C)

can qualify as automatic enrolment schemes.

To qualify, an overseas scheme must provide for an income for life and satisfy the conditions that

would apply to an equivalent UK scheme as described in 7.2 to 7.5 above.

7.7 Postponement of Auto-enrolment up to 1 October 2016

An employer with an existing defined benefit or hybrid occupational pension scheme will not need to
apply the automatic enrolment rules for members of that scheme, or those employees eligible to join
but in a waiting period, until 1 October 2016. This will give the employer time to amend the scheme

rules to enable it to comply with the new requirements or put alternative arrangements in place.
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8 Contract-based Pension Arrangements

8.1 Use of Contract-based arrangements for Auto-enrolment

Contract-based pension arrangements such as Group Personal Pensions, Group Stakeholder or Group
Self Invested Personal Pension Schemes may qualify as automatic enrolment schemes and be used
to meet the automatic enrolment requirement. Historically, UK legislation has not allowed
employers to automatically enrol employees into a contract-based scheme. However, the UK
Government has agreed with the EU that employers operating workplace pension schemes (i.e. an
employer sponsored pension scheme to which the employer contributes) will allow such schemes to

be used for automatic enrolment purposes.
8.2 Contribution levels

The minimum contribution levels will be as for any other defined contribution scheme, i.e. they must
at least match the minimum contribution requirements described in Chapter 5 and, in the long term,
must be at least either 8% of qualifying earnings in total, with at least 3% coming from the
employer, or the amount calculated under one of the alternative acceptable contribution methods

set out in 5.5 if adopted as the scheme basis.
8.3 Default investment choice

If a contract-based arrangement is to be used it must have a default investment fund to avoid
employees having to make a choice before becoming members. This will be a new feature to many

such arrangements.
8.4 Governance

The Regulator has stated that [his]"statutory objectives include protecting members’ benefits and
promoting, and improving understanding of, good administration. This applies in respect of all work-
based pensions, including occupational pension schemes, work-based personal pension schemes
(contract-based schemes) and stakeholder pension schemes". In October 2007, the Regulator
published a paper "How the regulator will promote better governance of work-based pension
schemes", which included a section on contract-based schemes. This made clear the Regulator's
intention to monitor contract-based schemes and encourage good governance. Although it is made
clear that any regulatory intervention will be considered as a last resort, the Regulator nevertheless
indicates he will make appropriate and proportionate use of his powers if the governance issue is not
given the appropriate attention.
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Although it is not a requirement under the new rules, employers may wish to consider the
establishment of a governance committee if using a contract-based pension arrangement. This is

now considered best practice for such arrangements.
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9 Next Step

Even if they were the only changes being made to the pension landscape, the new pension rules are
of such significance that employers will need to review their pension arrangements. The reduction

of the annual allowance from £255,000 to £50,000 from 6 April 2011 also argues for such a review.

Employers will need to go back to first principles and question why they are involved in employee
pension provision and to what extent they wish to be so in the future. The cost implications of the
new pension rules could be significant and employers will want to ensure any expense above the
statutory minimum will provide value. The position of legacy pension schemes may be particularly
problematic. Indeed, establishing a route from where an employer is now to where they want to be,

may be the most difficult piece of the jigsaw.

When policy has been established, there will then be many technical and administrative issues to

address.

The team of pension scheme specialists at BBS is highly qualified in advising on and administering
workplace pension schemes and have the range of knowledge and skills necessary to help employers

get to grips with the new pension rules.

The recommended next step for any employer is to seek a meeting with a BBS consultant who will
undertake a fact find of the employer's current pension arrangements and employee profile and, in
the light of such, assist the employer in establishing a plan to ensure the most appropriate manner of

compliance with the new pension rules.

BBS can also help with the establishment and running of governance committees for contract-based

arrangements.
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10 Notices

e This report is addressed to clients and prospective clients of BBS who require an overview of
recently introduced pension legislation. It is not intended to constitute advice on any particular
course of action.

e This report may not be relied upon by any other third parties or for purposes other than those
set out above.

e This report remains the intellectual property of BBS Consultants & Actuaries Limited.

e  Whilst this report does contain a summary of law as understood by BBS, it should not be taken as
a definitive statement of the law and cannot be relied on as such. Those reading this report
requiring such definitive legal advice should seek advice from their legal advisers.
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Appendix A

Number ofpeopleon PAYE
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
240-249

Less than 50

150-239
90-149
50-89

Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
Less than 50
No PAYE scheme

New employer
New employer
New employer
New employer
New employer

Staging Dates

Last 2 characters in PAYE reference number
92, A1-AY, B1-BY, M1-MZ or Z1-7Z

Last 2 charactern PAYE reference number
AZ
BZ
00-01
02-04, 0A-0Z, C1-DZ
05-07, 1A-1Z or E1-EZ
08-11, 2A-2Z or F1-GZ
12-16, 3A-3Z or H1-HZ
11-1Z
17-22, 4A-4Z or J1-1Z
23-29, 5A-5Z or K1-KZ
30-37, 6A-6Z or L1-L.Z
N1-NZ
38-46, 7A-7Z or O1-PZ
47-57, 8A-8Z or Q1-TZ
58-69, 9A-97, U1-U9, UA-UZ, V1-V9, VA-VZ, W1-W9, WA-WZ
70-83, X1-X9, XA-XZ, Y1-Y9 or YA-YZ
84-91 or 93-99
Unless otherwise described above

PAYE first payable between
1st April 2012 and 31st March 2013
1st April 2013 and 31st December 2013
1st January 2014 and 30th September 2014
1st October 2014 and 30th June 2015
1st July 2015 and 31st March 2016

Staging date
1st October 2012
1st November 2012
1st January 2013
1st February 2013
1st March 2013
1st April 2013
1st May 2013
1st June 2013
1st July 2013
1st August 2013
1st September 2013
1st October 2013
1st November 2013
1st January 2014
1st February 2014
1st March 2014

1st April 2014

1st May 2014
1st June 2014
1st July 2014

1st August 2014
1st September 2014
1st October 2014
1st November 2014
1st January 2015
1st February 2015
1st March 2015
1st April 2015
1st May 2015
1st June 2015
1st July 2015
1st August 2015
1st September 2015
1st October 2015
1st November 2015
1st January 2016
1st February 2016
1st February 2016
1st February 2016

1st March 2016
1st May 2016
1st June 2016

1st August 2016

1st September 2016
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A.1 Staging Dates for Micro Employers
A micro employer is an employer who:

e has fewer than 10 full time equivalent workers immediately before 1st April 2011; and
e s part of a PAYE scheme with more than 239 persons within that scheme.

Where the employer is a micro employer, the employers' duties apply on the dates prescribed in the

following table:

Staging datefor micro employer included in PAYE

Staging date for PAYE scheme in period scheme

beginning with 1st October 2012

and ending on 1st February 2013 1st January 2015

beginning with 1st March 2013

and ending on 1st June 2013 Lst April 2015

beginning with 1st July 2013

and ending on 1st October 2013 IRl PR

beginning with 1st November 2013

and ending on 1st October 2014 1st January 2016

BBS Consultants & Actuaries Ltd 2011 29



B An Employer's Guide to
S the New Pension Rules

Appendix B

Born Males
Before 6 Apr 1950 Age 65
6 Apr to 5 May 1950 Age 65
6 May to 5 Jun 1950 Age 65
6 Jun to 5 Jul 1950 Age 65
6 Jul to 5 Aug 1950 Age 65
6 Aug to 5 Sep 1950 Age 65
6 Sep to 5 Oct 1950 Age 65
6 Oct to 5 Nov 1950 Age 65
6 Nov to 5 Dec 1950 Age 65
6 Dec 1950 to 5 Jan 1951 Age 65
6Jan to 5 Feb 1951 Age 65
6 Feb to 5 Mar 1951 Age 65
6 Mar to 5 Apr 1951 Age 65
6 Apr to 5 May 1951 Age 65
6 May to 5 Jun 1951 Age 65
6 Jun to 5 Jul 1951 Age 65
6 Jul to 5 Aug 1951 Age 65
6 Aug to 5 Sep 1951 Age 65
6 Sep to 5 Oct 1951 Age 65
6 Oct to 5 Nov 1951 Age 65
6 Nov to 5 Dec 1951 Age 65
6 Dec 1951 to 5 Jan 1952 Age 65
6 Jan to 5 Feb 1952 Age 65
6 Feb to 5 Mar 1952 Age 65
6 Mar to 5 Apr 1952 Age 65
6 Apr to 5 May 1952 Age 65
6 May to 5 Jun 1952 Age 65
6 Jun to 5 Jul 1952 Age 65
6 Jul to 5 Aug 1952 Age 65
6 Aug to 5 Sep 1952 Age 65
6 Sep to 5 Oct 1952 Age 65
6 Oct to 5 Nov 1952 Age 65
6 Nov to 5 Dec 1952 Age 65
6 Dec 1952 to 5 Jan 1953 Age 65
6Jan to 5 Feb 1953 Age 65
6 Feb to 5 Mar 1953 Age 65
6 Mar to 5 Apr 1953 Age 65
6 Apr to 5 May 1953 Age 65
6 May to 5 Jun 1953 Age 65
6 Jun to 5 Jul 1953 Age 65
6 Jul to 5 Aug 1953 Age 65
6 Aug to 5 Sep 1953 Age 65
6 Sep to 5 Oct 1953 Age 65
6 Oct to 5 Nov 1953 Age 65
6 Nov to 5 Dec 1953 Age 65

Females
Age 60

6 May 2010
6Jul 2010
6 Sep 2010
6 Nov 2010
6 Jan 2011
6 Mar 2011
6 May 2011
6Jul 2011
6 Sep 2011
6 Nov 2011
6Jan 2012
6 Mar 2012
6 May 2012
6Jul 2012
6 Sep 2012
6 Nov 2012
6Jan 2013
6 Mar 2013
6 May 2013
6Jul 2013
6 Sep 2013
6 Nov 2013
6 Jan 2014
6 Mar 2014
6 May 2014
6Jul 2014
6 Sep 2014
6 Nov 2014
6 Jan 2015
6 Mar 2015
6 May 2015
6 Jul 2015
6 Sep 2015
6 Nov 2015
6 Jan 2016
6 Mar 2016
6Jul 2016
6 Nov 2016
6 Mar 2017
6 Jul 2017
6 Nov 2017
6 Mar 2018
6Jul 2018
6 Nov 2018

State Pension Ages

Born

6 Dec 1953 to 5 Jan 1954
6 Jan to 5 Feb 1954
6 Feb to 5 Mar 1954
6 Mar to 5 Apr 1954
6 Apr to 5 May 1954
6 May to 5 Jun 1954
6 Jun to 5 Jul 1954

6 Jul to 5 Aug 1954
6 Aug to 5 Sep 1954
6 Sep to 5 Oct 1954

6 Oct 1954 to 6 Apr 1968

6 Apr to 5 May 1968
6 May to 5 Jun 1968
6 Jun to 5 Jul 1968

6 Jul to 5 Aug 1968
6 Aug to 5 Sep 1968
6 Sep to 5 Oct 1968
6 Oct to 5 Nov 1968
6 Nov to 5 Dec 1968
6 Dec 1968 to 5 Jan 1969
6 Jan to 5 Feb 1969
6 Feb to 5 Mar 1969
6 Mar to 5 Apr 1969

6 Apr 1969 to 5 Apr 1977

6 Apr to 5 May 1977
6 May to 5 Jun 1977
6 Jun to 5 Jul 1977

6 Jul to 5 Aug 1977
6 Aug to 5 Sep 1977
6 Sep to 5 Oct 1977
6 Oct to 5 Nov 1977
6 Nov to 5 Dec 1977
6 Dec 1977 to 5 Jan 1978
6 Jan to 5 Feb 1978
6 Feb to 5 Mar 1978
6 Mar to 5 Apr 1978

6 Apr 1978 onwards

Males
Age 66
Age 66
Age 66
Age 66
Age 66
Age 66
Age 66
Age 66
Age 66
Age 66

Age 66

6 May 2034
6 Jul 2034
6 Sep 2034
6 Nov 2034
6 Jan 2035
6 Mar 2035
6 May 2035
6 Jul 2035
6 Sep 2035
6 Nov 2035
6 Jan 2036
6 Mar 2036

Age 67

6 May 2044
6 Jul 2044
6 Sep 2044
6 Nov 2044
6 Jan 2045
6 Mar 2045
6 May 2045
6 Jul 2045
6 Sep 2045
6 Nov 2045
6 Jan 2046
6 Mar 2046

Age 68

Females

6 Mar 2019
6 May 2019
6Jul 2019
6 Sep 2019
6 Nov 2019
6 Jan 2020
6 Mar 2020
6 May 2020
6 Jul 2020
6 Sep 2020

Age 66

6 May 2034
6Jul 2034
6 Sep 2034
6 Nov 2034
6 Jan 2035
6 Mar 2035
6 May 2035
6 Jul 2035
6 Sep 2035
6 Nov 2035
6 Jan 2036
6 Mar 2036

Age 67

6 May 2044
6Jul 2044
6 Sep 2044
6 Nov 2044
6 Jan 2045
6 Mar 2045
6 May 2045
6 Jul 2045
6 Sep 2045
6 Nov 2045
6 Jan 2046
6 Mar 2046

Age 68

30 BBS Consultants & Actuaries Ltd 2011




An Employer's Guide to B
the New Pension Rules S

Appendix C European Economic Area

Countries of the European Union

e Austria
e Belgium
e Bulgaria
e Cyprus

e Czech Republic

e Denmark

e Estonia
e Finland
e France

e Germany

e Greece
e Hungary
e lIreland
e ltaly

e Latvia

e Lithuania

e Luxembourg

e Malta

e Netherlands
e Poland

e Portugal

e Romania

e Slovakia

e Slovenia

e Spain

e Sweden

e United Kingdom
Other Countries of the EEA

e |celand
e Liechtenstein

e Norway
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Glossary

Many terms used throughout this report have a special meaning. To aid reading they are

emphasized in the main body of the report and explained below.

Term

Annual
Allowance

Automatic
Enrolment
Scheme

Earnings
Trigger

Pay Reference
Period

Qualifying
Earnings

Qualifying
Scheme

Staging Date

Definition

The maximum value of pension benefits that an individual can accrue each year without
suffering a tax charge under HMRC rules.

A pension scheme or arrangement that meets the necessary requirements to be used for
the automatic enrolment of employees under the new pension rules.

The earnings figure at which an employer must automatically enrol a Worker into an
automatic enrolment scheme.

The period over which a calculation is made to work out whether an employee earns the
minimum amount necessary to be automatically enrolled and the period used to calculate
the level of contributions that the employee and employer need to pay into the automatic

enrolment scheme.

An employee's gross (i.e. including all fluctuating amounts such as overtime, bonus &
commission) earnings between, in 2010/11 terms, £5,715 and £38,185 per year. The £5,715
figure is due to equate to the Primary Threshold for national insurance contributions and is
expected to rise in line with that threshold each year. The £38,185 upper limit is set by the
Secretary of State each year and is expected to be up-rated in line with National Average
Earnings to 1 October 2012, and for each tax year thereafter.

A registered pension scheme that meets the quality requirements for minimum
contributions for money purchase schemes and minimum benefits for defined benefits
schemes (and a combination of both for hybrid schemes).

The date from which the Employer Duties apply. The schedule of staging dates is set out
in Appendix A.

32

BBS Consultants & Actuaries Ltd 2011




