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AOG Resources Ltd remains at the forefront of the payroll services industry which contin-
ues to be the subject of legislative change.

After the introduction of the Agency Workers Regulations in 2011, contractors, agencies 
and umbrella companies are now faced with having to adapt to the proposed Pensions Act 
which comes into effect in October 2012 (although there will be staged entry according
to the number of employees).

In essence, the Government has devised the Pensions Act to ensure that all eligible 
employees make significant contributions to their retirement fund whilst they are actively 
working. The legislation also demands that employers automatically enrol their qualifying 
staff into a company pension scheme into which they will pay an initial 1% of salary; this 
percentage rises to 2% in 2015 and to 3% in 2017.

As with all new legislation, the Pensions Act will provide all those in the industry with 
significant challenges not least in terms of administration, financial management and 
legal implementation.

AOG Resources Ltd has published this booklet to provide agencies with all the information 
they require to meet the legal requirements of the Pensions Act.

We hope you will find it useful and consider the benefits available to agencies inherent 
within AOG Resources offering.

Introduction
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A Practical Guide to the
Pensions Act & Auto-Enrolment



The Pensions Act 2012 has been designed to 
encourage eligible employees to make signifi-
cantly more provision for their retirement.
It is estimated that over seven million people 
are not saving enough towards their pension 
fund and with life expectancy also increasing 
the government may not be able to maintain 
the current state pension levels in the future.

To encourage people to start increasing their 
pension provision now, the new legislation 
decrees that employers also have to make 
significant contributions to their staff pen-
sion funds to boost the overall amounts 
being saved.

Employers’ contributions are intended to 
make the over-arching aims of the Pensions 
Act more attractive to employees, many of 
whom have hitherto declined to enter into 
long-term schemes themselves.

The Pensions Act demands that recruitment 
businesses (as the employer) embrace all 
elements of the legislation and make the 
same level of contributions as all other 
employers. This element of the legislation 
will be introduced within the rules for autoen-
rolment.

What is the Pensions Act? 
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Auto Enrolment is a central facet of the Pen-
sions Act whereby the legislation demands 
that all eligible employees are automatically
enrolled into a company pension scheme 
from October 1st 2012 and staged entry 
thereafter depending upon employee num-
bers.

By making enrolment into the scheme man-
datory, the Government hopes that more 
employees will embrace the long-term bene-
fits offered by the Pensions Act not least by 
taking advantage of the compulsory employ-
ers’ contributions.

Employees will have the opportunity to ‘opt 
out’ of a company pension scheme for just 
one month after their individualauto-enrol-
ment date. Please note however that any pay-
ments made after this intervening p
period cannot be reclaimed. Any contribu-
tions paid within this period can be reclaimed 
in full

Within the terms of the legislation, recruit-
ment businesses paying an individual under 
PAYE (or on their payroll) are considered to 
be an ‘employer’ so therefore have to meet 
the same criteria as other hirers.

What is Auto Enrolment? 
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Starting from October 1st 2012, all UK-based employers will have to enrol their staff auto-
matically into a qualifying pension scheme. Staged entry dates into the scheme vary 
according to the number of qualifying staff employed by any given organisation. Within the 
terms of the legislation, qualifying employees are referred to as “eligible jobholders” on the 
basis that they meet the following criteria:

• Employees aged between 22 and the state retirement age appropriate to their circum-
stances.*

 * State Retirement dates vary and will be the subject of future legislative change as
 part of the Pensions Act 2011, but the current laws are as follows:

• For men born before 6th December 1953, the State Pension age is 65.

• For women born after 5th April 1950, but before 6th December 1953, their State
Pension age is between 60 and 65.

• All those who earn more than the minimum earnings threshold which will be set
by the Government in line with the current income tax level of £8,105.00 as of the
2012/2013 tax year. (This figure is subject to change year on year.) **

 ** To be considered a qualifying scheme, all of the contributions must be paid via 
the
 employer including the employee contributions. As long as these criteria are 
adhered
 to, any person with a current personal pension with an employer contribution of at
 least 3% could be qualifying so their employer would not need to auto-enrol
 them.

• All those employees not currently enrolled on any qualifying pension
scheme.

For more information about future changes to the State Pension dates,
please visit www.direct.gov.uk and search for ‘State Pension Age’.

Who Qualifies For Auto Enrolment?
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All employers and agencies operating in the UK must introduce a qualifying pension scheme 
for eligible workers no later than their staged payment dates (see table) and adhere to the 
following duties:

• Automatically enrol (or re-enrol) all qualifying staff even when they turn 22.

• Make payments into a qualifying pension scheme which complies with the legislation.

• Monitor all earnings to ensure your scheme meets the minimum contribution levels 
required per annum.

• Collect all contributions and forward them to your chosen pension provider.

• Register your auto-enrolment scheme with the Pensions Regulator no later than four 
months after your starting date.

• Provide all qualifying employees with detailed information about the pensions scheme on 
an ongoing basis. Provider’s details outlined on the payslip. Footnote on payslip stating you 
can join the scheme at any time and it is highly recommended that you do so.

• Amend existing Contracts of Employment and employee Terms and Conditions to reflect 
the new legislation.

• Process all those employees who choose to ‘opt out’ of the scheme and make appropriate 
refunds.

Employers and agencies MUST NOT do any of the following:

• Discourage employees from joining the scheme.

• Offer investment advice about the scheme to employees.

• Provide employees with an ‘opt out’ form or other information.

• Hire an employee on the basis that they will ‘opt out’ of the scheme.

For detailed information about employers’/ agencies’ responsibilities, please visit

www.thepensionsregulator.gov.uk/pensions-reform

Employers’/ Agencies’ Responsibilities
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Total pension contributions will be phased in over a five year period to reach the optimum 
level of an 8% contribution by 2017. Employers and agencies will be legally required to 
make minimum contributions to the pension funds of all qualifying staff earning more than 
£8,105.00 at the following levels:

• From 1st October 2012 until October 2017   1% of gross taxable income

During this period, employees will make a further contribution of 1% giving a total pension 
contribution of 2%.

• From October 2017 until October 2018   2% of gross taxable income 
During this period, employees will make a further contribution of 2% and be able to claim an 
additional 1% in the form of tax relief giving a total pension contribution of 5%.

• From October 2018      3% of gross taxable income 
During this period, employees will make a further contribution of 4% and be able to claim an 
additional 1% in the form of tax relief giving a total pension contribution of 8%. Employers 
can choose to increase their minimum contributions at any time.

 Phased contributions for all pensionable earnings schemes have to meet the following minimum levels, including tax relief.

How Much Will It Cost?

Basis Up to October 2017 Up to October 2018 From October 2018

8% of pensionable earnings
Employer At least 1% At least 2% At least 3%

Employee Up to 1% Up to 3% Up to 5%

7% of total earnings
Employer At least 1% At least 2% At least 3%

Employee Up to 1% Up to 3% Up to 4%
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Should agencies decide to manage their own pension scheme in-house, then they will have 
to fund the minimum employers’ contributions themselves. The initial 1% of gross taxable 
income contribution will have to be paid from October 2012 rising to 2% in October 2017 
and 3% in October 2018.

Agencies will also have to fund the administrative costs of implementing and managing an 
FSA-approved and Regulated Pension Scheme themselves to ensure compliance with every 
facet of the Pensions Act.

Adopting the in-house approach will dictate that agencies incur significant costs in terms 
of both paying the actual contributions themselves and managing the actual schemes’ 
ongoing requirements. Failure to comply with all aspects of the Pension Act’s legislative 
requirements could result in severe financial penalties and even custodial sentences 
(please see the Frequently Asked Questions section for possible penalties).

How Do Employers/ Agencies Fund
Their Contributions?
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• Seamless processing of auto-enrolment 
requirements.

• Automatic age qualification and trigger 
points criteria.

• Complete monitoring of ‘opt-outs’ and 
voluntary enrolment.

• Free modification of internal systems 
including Contracts.

• Clear and concise payslips and continu-
ous Contractor liaison.

• Long-term Pensions Act partner to cope 
with all legislation stages.

In addition, AOG Resources has a dedicat-
ed customer services team who are con-
stantly
available to assist agencies with all 
aspects of migrating their Contractors to 
AOG Collective.

Our experience and proven processes 
ensure that adopting our Employment Um-
brella solution will alleviate agencies of 
any financial or administrative burdens.

Agencies have the option of out-sourcing all 
their payroll provision and referring contrac-
tors to AOG Resources who operate a totally 
compliant Employment Umbrella Solution 
which caters for all legislative requirements 
of the Pensions Act and autoenrolment.

AOG Resources Collective Umbrella solution 
is both highly regarded throughout the indus-
try and the product of choice for many of the 
UK’s leading recruitment agencies.

By choosing this option, AOG Collective 
becomes the employer and all responsibili-
ties
with regards to the Pensions Act and employ-
ment law are now theirs.

Agencies can remain totally compliant by 
using AOG Resources renowned Employment
Umbrella (AOG Collective) model which 
offers numerous employee benefits including 
the following:

• Fully FSA-approved and Regulated Pension 
Schemes.

• No set-up fees or ongoing administration 
costs.

• All employers’ contributions funded by AOG 
Collective.

The AOG Group Employment
Umbrella Solution
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Contractors

• Fully-employed payroll solution incorpo-
rating all statutory benefits such as SSP, 
SMP, SAP & SPP.

• PAYE payroll status and holiday pay 
accrual.

• Ability to reclaim all genuinely incurred 
business expenses including travel allow-
ances, subsistence payments, accommo-
dation costs, specialist equipment, tele-
phone and broadband bills, plus other busi-
ness expenses.

• Highly audited and HMRC-approved prod-
uct with contracts compliant with all 
elements of the Agency Workers Regula-
tions (AWR).

• Fixed daily margin so not to disadvantage 
those who do not work a full week.

• Automated online registration process via 
www.aogresources.com.

The AOG Umbrella (or Collective) product 
provides a range of services and benefits 
including:

Agencies

• Guaranteed payroll dates (we have never 
knowingly missed a payment).

• Easy to manage scheduling process with 
just one invoice per pay period.

• Contractors are employees of AOG Collec-
tive so no employee responsibilities.

• Full National Insurance savings, HMRC 
returns and P60’s.

• Comprehensive taxation support, plus AWR 
and IR35 compliant contracts.

• Single point of contact, plus regular consult-
ant reviews and updates.

• Regularly features in the Top 10 of all inde-
pendent “Umbrella” review sites

Other Benefits of AOG Group Umbrella
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1. Who Is and Who Is Not Eligible?

Frequently Asked Questions

An employee, ie someone who 
works for you under a contract* 
of employment.

* This does not have to be a written contract.

Someone who has a contract* to perform work or 
services personally for you and is not undertaking 
the work as part of their own business.

Jobholders are either eligible or non-eligibleEn�tled workers

• Are aged above 16 and below 75
• Work  in the  UK
• Earn  below  the  ‘lower  earnings   
   threshold’

En�tled workers have a right 
to join the employer’s pension 
scheme, but the employer does 
not have to make a contribution 
for them unless it is part of their 
contract of employment.

Eligible jobholders

• Aged 22 to State Pension Age
• Normally  work  in the  UK
• Earn  £8,105

Eligible jobholders must be 
automa�cally enrolled.

Non-eligible jobholders

• Aged 16 to 21 or from State  
 Pension Age to 74
• Working  in the  UK
• Earn  £8,105  or  more  
OR  
• Aged 16 to 74
• Earning less than the ‘lower  
   earnings threshold’.
• Earning  more  than  the ‘lower  
   earnings threshold’ but  
 less than £8,105.

Non-eligible workers have a 
right to join the pension scheme 
and the employer must then pay 
contribu�ons for them.

OR

Workers

Workers are divided into  or jobholders.

2. Staging Dates

i. How is the staging date affected if a business operates various independent sections?

This depends on whether the business operates under one or several PAYE codes although 
the staffing date remains the same for all employees. If there is only one code, the number 
of employees will activate the staffing date.

If there are several codes, then the PAYE code with the largest number of employees will 
trigger compliance for all employees at the same time even if they fall under a different 
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Large corporations might be divided into separate sub-divisions but operate a centralised 
payroll which means they could be treated as one ‘super employer’. However, a central hold-
ing company with entirely separate companies could still have a different staging date 
depending on the number of qualifying employees in each.

ii. Do temporary and part-time employees affect the employer’s staging date?

The staging date for any employer is based on the number of staff it has on its PAYE payroll 
as of 1st April 2012. The fact that they might be a full or part-time employee is irrelevant as 
is their actual earnings at this stage.

Even temporary workers who do not qualify as eligible jobholders because they earn less 
than the current threshold of £8,105.00, might count when the staging date of any given 
organisation is assessed. These factors are particularly pertinent when assessing the stag-
ing date of organisations who employ more staff on a seasonal basis such as holiday 
camps, football clubs or leisure parks.

iii. What data will the Pensions Regulator use to determine the number of employees and 
subsequent staging dates?

HMRC will provide the Pensions Regulator with information based on P35 returns made in 
April 2012. The regulation actually states: “The number of persons within a PAYE scheme 
is based on the latest information available to the Regulator as at 1st April 2012”.

iv. Can the employer delay their staging date?

Theoretically yes, but the company would have to have divided itself into a number of small-
er and separate companies with their own payroll before 1st April 2012. A company would 
need a highly compelling reason to put back their staging date with expense not being con-
sidered an adequate factor.

v. If a UK employer is part of an international group, will the staging date be based on the 
number of qualifying people on the UK employer’s payroll?

In short yes, but the employer has to auto-enrol all eligible staff ordinarily employed in the 
UK regardless of their UK tax status.

Frequently Asked Questions (continued)
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3. Auto-Enrolment Requirements

i. Could an employer use individual personal pension plans to comply with their auto-en-
rolment responsibilities?

For a scheme to be classed as a qualifying scheme, all contributions including those paid by 
the employee must be paid via the employer. Providing this condition is met, any person 
with a current individual personal pension with an employer contribution of at least 3% 
could be qualifying, so their employer would not need to auto-enrol them.

Therefore, theoretically, individual personal pensions could be used for auto-enrolling new 
employees by employers of any size. It should be noted that the employer would still need 
to make the process fit for auto-enrolment, accept earnings-based contributions and 
provide a mechanism for electronic joining.

They might also need to make significant reductions in their current minimum contribution 
rate to accommodate all employees which many providers might be reluctant to do. Employ-
ers might also find the additional administrative burden of managing large volumes of 
personal pensions both unwelcome and expensive.

ii. Can an employer use more than one pension scheme provider for auto-enrolment?

Yes. An employer can set up various schemes for differing categories of employees with a 
variety of different providers.

iii. Can employers postpone auto-enrolment for up to three months from their staging 
date?

Yes. The deferred period would apply to new entrants and existing employees.

iv. If the auto-enrolment date is deferred, is the employee eligible at the deferred point or 
when they first became eligible for auto-enrolment?

Legislation allows for a deferred auto-enrolment date of up to three months and the employ-
er must auto-enrol all qualifying staff at the end of that period. Employers must inform their 
employees one week in advance of their entitlement to autoenrolment.

Frequently Asked Questions (continued)
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v. Can an employer auto-enrol staff who earn below the minimum earnings threshold if it 
has a contractual duty to include them in the scheme?

Only if the employee volunteers to be auto-enrolled and the employer should then agree to 
auto-enrol the said employee from the date of the request.

vi. Do employees have to join an auto-enrolment scheme before opting out?

Yes. Employers must complete the auto-enrolment process for all employees and are not 
allowed to encourage ‘opt outs’ at any stage. The opt-out period can only commence once 
employees have received all the necessary information about the scheme.

vii. Does an employee with different jobs with different employers need to be auto-en-
rolled if their total earnings exceed the legal threshold?

The answer is no if the employee has genuinely different jobs with different employers, none 
of which generates earnings beyond the required threshold. However, the employee could 
decide to opt-in for each or all of his or her employments.

If the employee was doing the same job for different companies within the same group, 
auto-enrolment legislation might dictate that their earnings are aggregated. This is espe-
cially the case if the employer has structured the employee’s employment in this way in an 
attempt to avoid auto-enrolment.

viii. Should Directors of single employee companies be auto-enrolled?

Sole employees are exempt from the legislation if they are also Directors of the employer, 
but sole employees who aren’t Directors could be auto-enrolled.

ix. Should eligible jobholders be auto-enrolled if they are due to go on maternity or pater-
nity leave?

Yes. They should be treated like any other employee with the only issue being the level of 
contributions.

Frequently Asked Questions (continued)
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x. Should eligible jobholders be auto-enrolled if they are on long-term sick leave?

Yes.

xi. Should eligible jobholders be auto-enrolled if they have already given notice to the em-
ployer?

Yes. No matter what the circumstances of any employee, they must be auto-enrolled if they 
are working for the employer on the date of auto-enrolment. In this case, whether auto-enrol-
ment is fully completed for that employee or any contributions actually made will depend 
upon the notice period in question..

xii. Should an employer re-enrol staff who have opted-out on the third anniversary of the 
staging date?

The employer can set the re-enrolment date to fall within three months before or after the 
third anniversary of their chosen scheme. This date is not influenced either by the employ-
ee’s joining or opt-out date.

If the employee leaves the scheme or opts out in the twelve month period before the next 
enrolment date, the employer should not re-enrol them at the next date, but at the following 
one. In effect, this means the employer must re-enrol all qualifying employees between 33 
and 51 months  of the date that the employee was first enrolled, or last enrolled if the
employee decides to opt-out again.

Employers must give employees the option of rejoining the scheme at least once per year 
and keep a record of when employees opt-out to remain compliant.

xiii. Can an employer claim a deferred period for re-enrolling employees?

No. Deferred periods are not allowed for the re-enrolment proc   

Frequently Asked Questions (continued)
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4. Contributions

i. What is included in basic pay?

• Earnings before all deductions.

• Holiday pay and statutory benefits paid through the payroll such as maternity/ paternity, 
adoption and sick pay.

The following are examples of what can be excluded from basic pay:

• Allowances such as car allowance (or similar), plus allowances for duties not essential for 
the job role.

• Bonuses, overtime, commission, shift/attendance or relocation allowances.
• Clothing or meal allowances.

• Health and safety allowances such as for a fire warden or first aider.

ii. Are location allowances counted as basic pay?

If an employee is working permanently in that location, then yes; if temporarily, then no.

iii. What does pensionable pay include?

Provided pensionable pay is at least equal to basic pay, employers can decide what to 
include or omit.

iv. Can a scheme member pay less than the qualifying minimum contribution, but still ben-
efit from employers contributions if the employer is willing to pay them?

This scenario should not be encouraged by employers as the Pensions Regulator could con-
clude that an employer is promoting an opt-out option by allowing employees to contribute 
at a reduced rate. Even if the employer is willing to continue with contributions in these 
circumstances, it should not be promoted to employees. Anyone paying a reduced rate will 
need to be re-enrolled every three years as their contributions would not be qualifying.

Frequently Asked Questions (continued)
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If the employee wishes to avoid opting out, they should simply request a reduced rate from 
their payroll function. Ideally, this request should be made as soon as their scheme member-
ship has commenced. If they do opt-out, they will be deemed to have left the scheme fully 
and will need to rejoin at a lower rate and (probably) under a different record.

Alternatively, an employee can approach their payroll and decide to either stop paying con-
tributions completely, or ask to pay a reduced rate after contributions have started.

Employers should move those employees paying at a reduced rate into a different category 
if they are certifying that the scheme meets the minimum qualifying contribution require-
ments. This is to avoid these lesser payments reducing the average contribution and to 
distinguish these employees who are not even attempting to pay a qualifying contribution 
from the rest of the scheme’s members.

Despite making lesser contributions and apart from auto-enrolment, the employer should 
treat these members just the same as everyone else.

v. After the introduction of auto-enrolment, will employees be able to take premium holi-
days?

An employee can take a premium holiday but an employer is advised not to actively encour-
age them and to obtain written evidence of any individual request. The Pensions Regulator 
might consider the promotion of premium holidays as akin to encouraging employees to 
leave the scheme.

Employees will need to be auto-enrolled even if the re-enrolment date occurs during their 
premium holiday.

vi. After auto-enrolment, how will employer and employee contributions be calculated 
during periods of maternity/ paternity leave?

Providing a member of staff remains a qualifying employee during maternity/ paternity 
leave then employers must both ‘autoenrol’ and ‘re-enrol’ them, plus allow them to remain in 
the scheme.

Frequently Asked Questions (continued)
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vi. After auto-enrolment, how will employer and employee contributions be calculated 
during periods of maternity/ paternity leave?

Providing a member of staff remains a qualifying employee during maternity/ paternity 
leave then employers must both ‘autoenrol’ and ‘re-enrol’ them, plus allow them to remain in 
the scheme.

vii. If they opt-in, are employees over the state pension age entitled to employer contribu-
tions?

Yes. The employer is required to make up the statutory payments for any employee between 
the ages of 16 and 75 who earns above the contributions threshold and is a member of the 
scheme. Employers only have to auto-enrol employees between the ages of 22 and the state 
pension age whose earnings exceed the minimum threshold.

viii. If someone in a qualifying scheme receives a redundancy settlement, how does this 
affect their pension contribution position?

Assuming the settlement is subject to income tax and national insurance contributions, the 
employer would only need to deduct pension contributions for any payments made under a 
contract of employment. We recommend that employers seek independent legal advice 
should they be unsure of their position in these circumstances.

ix. Would auto-enrolment and contributions be backdated if HMRC ruled that someone
is employed and not self-employed and so subject to PAYE and National Insurance?

Yes. They could be backdated to whenever HMRC ruled that full employment
status had commenced.

x. Is a foreign national living and working in the UK exempt from auto-enrolment if they 
choose not to make UK National Insurance contributions, but continue to pay the social 
security equivalent in their own country?

No. If their employment is normally performed in the UK they would be required to be 
auto-enrolled irrespective of their tax and National Insurance position.

Frequently Asked Questions (continued)
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xi. Does a UK national need to be auto-enrolled if they work abroad and pay tax in another 
country, but continue paying National Insurance contributions in the UK?

If the Pensions Provider considers this to be a UK employment scenario, then the employee 
would need to be auto-enrolled.

xii. Can an employer defer paying contributions for an eligible employee who has asked to 
join the scheme but is aged between 16 and 21, until they reach the qualifying age of 22?

No. The employer must pay all contributions where the employee earns enough to be eligi-
ble and from the date that the employee joins the scheme. It would be considered unreason-
able for the employer to delay the start date for more than one pay cycle which would proba-
bly mean a maximum delay of one month.

5. Employer Duties & Warnings

i. How is the Pensions Regulator going to monitor auto-enrolment compliance?

• The Pensions Regulator will be able to request evidence of actual payments and relevant 
payroll figures for up to six years after the payments were due.

• The Regulator will also have access to HMRC data which will assist in finding any irregular-
ities or major inconsistencies.

• It is also anticipated that the Pensions Regulator will use evidence supplied by providers 
and ‘whistle blowing’ employees who report cases of non-compliance.

ii. What is the employer’s statutory obligation to pay contributions and submit administra-
tive information?

Legislation will monitor contribution payments, but at least initially, the Pensions Regulator 
will prefer to advise and encourage employers rather than prosecute for non or incorrect 
payments.

Frequently Asked Questions (continued)
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iii. How much can an employer be fined if they do not comply?

Despite being keen to help all employers comply with the new legislation, the Pensions Reg-
ulator will adopt a three-staged course of action to employers who do not comply:

Stage 1 - Warning

The Pensions Regulator sends the employer an official compliance notice.

Stage 2 - Fixed Fine

If the employer still does not comply, the Pensions Regulator issues another warning and a 
fine of £400.00.

Stage 3 - Daily Fines

If an employer continues to break the regulations, a daily fine of up to £10,000 will be intro-
duced with the amounts increasing until the company complies. The daily amounts vary 
according to the number of employees as illustrated by the table below.

Please consider this a reference document only. 
For more information, you can call  +44(0) 203 696 8340 or +44(0) 023 696 8341

Frequently Asked Questions (continued)

Number of employees Daily fine

500+ £10,000

250 - 499 £5,000

50 - 249 £2,500

5 - 49 £500

1 - 4 £50
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