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In this issue we focus on:
l The radical overhaul of the State Pension Scheme
l Next year’s introduction of Workplace Pensions – good news?
l What do Workplace Pensions mean?

Now that the dust has settled on the tax year end activity, I thought I would return to the dual matters of the Pensions
Bill, currently before Parliament and the evolving Workplace Pensions legislation.  

At the moment, the Government is pressing earnestly ahead with its Parliamentary Bills on Pensions and Welfare
Reform. There is a great deal of lively debate taking place in the Commons on these matters which is of real
importance to all interested parties. You can stay in touch by going online to www.parliament.co.uk/business/
publications/hansard - or similar.

The radical overhaul of the State Pension Scheme
A principal component of the Government’s 2011 Pensions Bill is the radical overhaul of the State Pension Scheme
and the establishment of a simple ‘single-tier’ Basic State weekly pension of £140.00 or so, to replace the existing
means-tested Pensions Credit minimum guarantee of £132.60 per week. We heartily approve of this and are
optimistic enough to believe that within the next couple of years, we shall see the removal of the savings disincentive
that means tested Pension Credits represent.  

Once means-testing is brought to an end, a belief that it really will ’pay to save’ might be restored. The recovery
of this fundamental principle is, in my view, an essential pre-requisite to the introduction next year of compulsory
enrolment into Workplace Pensions. 

Next year’s introduction of Workplace Pensions – good news?
Next Year’s Workplace Pensions will introduce the biggest change in private sector pension provision for a
generation. After decades of decline, Workplace Pensions shall re-introduce company pension schemes to almost
every private sector employee. For the older ones amongst us, the concept of compulsory company scheme
membership has a distinctly familiar ring.

Many in the 45+ age group remember when company scheme membership was a perfectly normal condition
(and benefit) of employment – that was until the ‘compulsion’ element of scheme membership was removed under
the 1986 Social Security Act. At the same time as compulsion was removed (and under the same legislation)
‘Contracting Out’ of SERPS through Personal Pension, was introduced and heavily promoted by the Government
of the day.

We now travel full circle and from next year, ‘compulsory membership’ of an employer’s pension scheme returns
- and ‘contracting out’ will be brought to an end! Of course, it won’t be quite as simple as that – because ‘auto
enrolment’ under Workplace Pensions will carry an employee ‘opt-out’ – whilst for SERPS (now S2P), the date of
closure of the current contracting out option is yet to be decided. Nevertheless, the reforming legislation is now
set to take us back to properly structured private pension accrual for all in regular employment earning in excess
of £7,475 per annum. This must be good news.

Welcome to Bulletin 5 | April 2011



Technical Excellence | Bespoke Solutions | Quality Service

Over the last 20 years, UK private pension provision has descended from being the “envy of the world” (Frank
Field, Sunday Times 1/4/2007) to “also ran” status.  According to the Pensions Advisory Service, only one third of
Private Sector employees save for their retirement through any workplace arrangement... and we have tumbled
down the pensions league, many others – Denmark, Norway, Holland, Australia, New Zealand, even Iceland, have
passed us going the other way! Well now, Workplace Pensions represent the first step back up– and once means-
testing has gone, private pension provision will, once again, have real purpose and appeal.

What do Workplace Pensions mean?
From 1st October 2012 onwards, every UK employer (with the exception of single person companies) must register
a Workplace Pension arrangement and auto- enrol every “eligible job holder” into their Scheme. Large employers
must register first, medium sized ones next and everybody else thereafter throughout the four year registration
period. Employer voluntary enrolment will be permissible at any time. 

Legislation dictates that, following Company auto-enrolment action, any employee determined not to participate
shall be entitled to opt-out. The Regulator’s view of employee voluntary opt-out seems to be one of scepticism –
so full employee auto-enrolment must first be completed by the employer before ‘opt-outs’ can be processed!
And those who do opt-out must have their decision tested by automatic re-enrolment every three years.  

The numbers of UK employers that will be required to auto-enrol their workforce into their registered Workplace
Pension arrangement is so high that the Government has announced a total of 43 compulsory auto-enrolment
Staging Dates, to be staggered over a 4 year period. Every employer can check out their own scheme Staging
Date by making a note of their PAYE reference number and then going online to: www.tpr.gov.uk/staging.

Workplace Pensions will demand wage-related contributions from both employer and employee. Minimum
contributions for each party will be calculated as a percentage of ‘qualifying earnings’ – i.e. gross earnings in
excess of the NIC threshold of £5,715 (2011/12 Tax Year).  Although the required minimum combined contributions
are ultimately intended to total 8% per annum of ‘qualifying earnings’ (3% employer, 4% employee + 1% tax credit)
a ‘phased’ approach will be adopted, with lower starting levels.  Phased minimum contributions will, therefore,
begin at a total of 2% of qualifying earnings (1% + 1%) until September 2016, rising to 5% (2% + 3%) for the 12
months to September 2017 and then 8% thereafter.

Compulsory minimum pension contributions (even at phased levels) will represent additional payroll costs for the
many UK employers. Up to now, many employers have taken the view that ‘take-home pay’ is of more importance
to their workforce than future pension benefit. Indeed, given the choice, most employees would go for ‘take-home
pay’ every time.  

Well, now that choice is about to be denied – and like it or not - compulsion (at least for the employer) will once
again become part of contractual UK employment law.  

In my next Bulletin, I shall talk more about the impact of Workplace Pensions upon the small employer. For the
moment, there is time to consider, time to reflect – and time to plan...

Robert Taylor
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