
  

Background briefing on automatic enrolment 

What is automatic enrolment? 

 In October 2012, the Government introduced new duties on employers to enrol 

eligible employees into a workplace pension scheme. Employers and employees 

both contribute to these schemes directly. Government also contributes to these 

schemes indirectly through pension tax relief, where employees are not required 

to pay income tax on their scheme contributions. 

 Eligible employees can choose to opt out of automatic enrolment, which means 

they will not be enrolled into a pension scheme, and will therefore miss out on 

money from the employer and tax relief from the Government. If the employee opts 

out, they will be automatically re-enrolled three years later, and may then decide 

to opt out again. 

Why is automatic enrolment important? 

 Economic and policy priorities, as well as demographic and labour market shifts, 

have meant that individuals are increasingly responsible for their own retirement 

provision.  

 Despite this, recent government research has found that almost half of adults 

below State Pension age are not saving enough for their retirement.1  

 Automatic enrolment relies on creating a ‘path of least resistance’ to encourage 

people to save for retirement. If successful, it will mitigate the retirement savings 

shortfall through encouraging people to start saving earlier. 

How much will employers and employees be contributing under automatic 

enrolment? 

 The amount eligible employees and employers are required to contribute to 

pensions under automatic enrolment will increase gradually over the next 3 years.  

 Eligible employees are those aged between 22 and State Retirement Age, who 

earn more than £10,000 per annum from one employer, and ordinarily work in the 

UK. 

 The table below outlines the statutory minimum contribution for automatic 

enrolment schemes, as a percentage of band earnings (ie. what is earned over 

£5,824, up to £42,385), although both employers and employees can chose to pay 

more into their schemes. 

Date Total minimum 
contribution 

Minimum 
employer 
contribution 

Worker 
contribution 

Government tax 
relief 

October 2012 to 
September 2017 

2% 1% 0.8% 0.2% 

October 2017 to 
September 2018 

5% 2% 2.4% 0.6% 

October 2018 
onwards 

8% 3% 4% 1% 

                                                           
1https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/341655/Scenario_analysis_
of_future_pension_incomes.pdf 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/341655/Scenario_analysis_of_future_pension_incomes.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/341655/Scenario_analysis_of_future_pension_incomes.pdf


  

 

 This means that, by the end of 2018, someone earning £25,000 per year would 

pay in 4% of their salary, £64 per month, and would in turn receive £48 from their 

employer, and get £16 from the Government in tax relief. 

What has been done so far? 

 Automatic enrolment has been successfully rolled out to larger employers, with the 

support of the Department of Work and Pensions (DWP) and The Pensions 

Regulator (TPR). According to TPR compliance data2, as of October 2015 there 

are 67,892 employers complying with their automatic enrolment duties, with 5.57 

million employees enrolled into qualifying schemes.  

 The following link provides a list of ABI members providing automatic enrolment 

schemes: 

https://www.abi.org.uk/Insurance-and-savings/Products/Pensions/Saving-into-a-

pension/Automatic-enrolment/Providers 

 The opt-out rate of those who have already enrolled has also been much lower 

than anticipated. The actual opt-out rate of employees who have staged is 

estimated to be between 8% and 14%, compared to the original estimates of 28%.3 

 Employer compliance has been higher than expected, with 99% of the employers 

required to declare their compliance with automatic enrolment duties by 

1 September 2015 having done so.4 

 DWP analysis now estimates that 9 million workers will be newly saving or saving 

more as a result of automatic enrolment by 2018.workplace pensions.5 

 The Government has also introduced new consumer protection measures 

alongside automatic enrolment, to ensure that schemes used for this purpose 

deliver good retirement outcomes for members:  

o From 6th April 2015, providers of default automatic enrolment schemes 

must ensure that their charges do not exceed 0.75% per year of funds under 

management and workplace personal pension providers (i.e. pensions 

schemes that are not governed by a board of trustees) must establish 

Independent Governance Committees to represent the interests of 

members.  

o The Financial Conduct Authority (FCA) has also banned commission on 

workplace personal pension schemes used for automatic enrolment, and 

DWP is currently putting a similar ban in place for occupational pension 

schemes. 

What still needs to be done? 

 DWP, TPR and pensions providers – including the State-backed National 

Employment Savings Trust (NEST) - all now need to support employers with fewer 

than 50 workers to roll out automatic enrolment. From January 2016, 900,000 

                                                           
2 http://www.thepensionsregulator.gov.uk/doc-library/research-analysis.aspx#s16190 
3 https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf 
4 https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf 
5 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-
pensions-update-analysis-auto-enrolment.pdf 

https://www.abi.org.uk/Insurance-and-savings/Products/Pensions/Saving-into-a-pension/Automatic-enrolment/Providers
https://www.abi.org.uk/Insurance-and-savings/Products/Pensions/Saving-into-a-pension/Automatic-enrolment/Providers
http://www.thepensionsregulator.gov.uk/doc-library/research-analysis.aspx%23s16190
https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf
https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-pensions-update-analysis-auto-enrolment.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-pensions-update-analysis-auto-enrolment.pdf


  

employers with 1 or 2 workers (equivalent to around 50% of all employers) and a 

further 300,000 employers with 3 or 4 workers will need to enrol their eligible 

workforce. The Pensions Regulator estimates that around 100,000 of these are 

employers of carers or personal support workers.6  

 Whilst TPR estimates that only about 65% of these employers will have eligible 

workers, almost all will have to assess their workforce for eligibility and make a 

declaration to The Pensions Regulator that they have complied with their duties.7 

 This presents a challenge, as these employers are typically time poor, will not have 

a dedicated human resources or payroll function, and may not be aware that they 

have duties under automatic enrolment. 

What are the risks? 

 Implementing automatic enrolment is a significant work programme, estimated to 

cost the Government £1 billion, with a further £0.5 billion estimated cost to 

employers.  

 Alongside automatic enrolment, the Government has also implemented the 

freedom and choice reforms, and is considering significant reforms to the pension 

tax relief system. 

 Each of these three reforms individually would represent the largest change to 

pensions in over 50 years, and would present coordination and resourcing 

challenges for government, employers and pensions providers. The phasing of any 

further reforms should be mindful of the capacity constraints of each of these 

parties to deliver, to ensure that the potential benefits of automatic enrolment are 

fully realised. 

What scope is there to improve AE? 

 The goal of automatic enrolment is to ensure that people have adequate income in 

retirement.  

 Recent research undertaken by the Pensions Policy Institute highlights that while 

more people are saving in a private pension as a result of automatic enrolment, 

saving levels are not yet high enough for many to achieve an adequate level of 

income in retirement. Whilst the required level of contributions that employers and 

workers (who do not opt out) must jointly make into a pension will reach 8% 

minimum contributions on band earnings by 2018, a median earner might need to 

contribute 11% to 14% of band earnings to have a 2 in 3 chance of an adequate 

income if contributing between age 22 and the state pension age.8 

 Additionally, research undertaken by DWP highlights that only 75% of workers 

meet the eligibility criteria for automatic enrolment, either because they are working 

multiple jobs, are below the earnings threshold, or are outside the age criteria.9  

                                                           
6 https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf 
7 https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf 
8 http://www.pensionspolicyinstitute.org.uk/publications/reports/what-level-of-pension-contribution-is-
needed-to-obtain-an-adequate-retirement-income 
9 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-
pensions-update-analysis-auto-enrolment.pdf 

https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf
https://www.nao.org.uk/wp-content/uploads/2015/11/Automatic-enrolment-to-workplace-pensions.pdf
http://www.pensionspolicyinstitute.org.uk/publications/reports/what-level-of-pension-contribution-is-needed-to-obtain-an-adequate-retirement-income
http://www.pensionspolicyinstitute.org.uk/publications/reports/what-level-of-pension-contribution-is-needed-to-obtain-an-adequate-retirement-income
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-pensions-update-analysis-auto-enrolment.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/460867/workplace-pensions-update-analysis-auto-enrolment.pdf


  

 DWP’s review of automatic enrolment in 2017 should focus on how we can address 

these issues. 

 Additionally, the government and industry could work together to create a ‘pensions 

dashboard’ that would provide consumers with a holistic view of their entitlements 

from their state pensions, occupational pensions and workplace personal 

pensions, to enable them to more effectively plan for their retirement.  

The Association of British Insurers is the leading trade association for insurers 

and providers of long term savings. Our 250 members include most household 

names and specialist providers who contribute £12bn in taxes and manage 

investments of £1.8trillion.  
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