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About
NEST insight

NEST insight is our
annual snapshot of the
automatic enrolment
landscape.

It looks at the behaviours and attitudes of
members newly enrolled into workplace
pensions and the experiences of employers
who have set up schemes to comply with the
new duties. It also looks ahead to consider the
unpensioned workers who'll be enrolled in the
coming years and the employers yet to reach
their staging date.

In this year’s report we look at worker and
employer reactions to the first year of
automatic enrolment. Our views are based
on feedback gathered over the year from

our customers, and in-depth quantitative
and qualitative research. We've also looked
at research conducted by The Pensions
Regulator, the Department for Work and
Pensions, and trade bodies, consumer groups
and other government departments.

automatic
enrolment




Contents

000600060 ¢

Foreword
page 4 »

Summary
page 6 »

Policy background 2014
page |6 %

Automatic enrolment and workers
page 19

Automatic enrolment and employers
page 34 »

What does good look like in 2014?
page 57 »

Appendix: sources
page 63 »



Foreword

I'mdelighted to
introduce the second
edition of NEST

insight. A great deal
has happened since

we published the first
edition - thousands of
employers have staged
with over 2 million people
newly benefitting from
a workplace pension,
many of them in NEST.
This year the report sets
out what we've learned
during the first full year
of automatic enrolment
and considers some

of the unanswered
questions ahead.

Our research tells us that consumers generally seem to like automatic
enrolment, with opt-outs far lower than some expected. Opt-out is
currently on average around 10 per cent, suggesting that inertia, combined
with a more ‘money-savvy’ attitude, is playing an important role.

Saving for retirement has gone up the priority list for consumers,
rising to third place in 2013 from seventh place in 2011. When asked, a
majority of consumers agree that automatic enrolment is a good idea
and it seems to fit into their evolving thinking about retirement.

So the helping hand they’re getting to save seems to have come at the
right time despite a challenging economic environment for many.

Our research also tells us that there will be challenges in the years

to come. These include helping consumers bridge the gap between
what they're likely to want in retirement and what they’re willing to
do to achieve it, and generally helping to build confidence among
consumers in how pensions work. But the first critical step, getting
people into a workplace pension, seems to be working well and
consumers have given automatic enrolment what could be described
as a quiet welcome.

2014 will be critical to continuing this initial success. Workers now
expect their employers to deliver a pension and tens of thousands of
employers will need to do so this year.

One of the principal purposes of NEST insight is to share our
understanding of how to help employers get the job done. | hope
this year’s report does just that both for employers and the business
service providers many of them will depend upon.

Our research has revealed gaps in the employer experience, for
example between assumptions made before staging and the reality

of the experience. Many employers who have now completed their
implementation encountered unexpected challenges along the way,
and were surprised at how long it took. If acted upon, these lessons
learned can be hugely beneficial to automatic enrolment pension
providers as we begin to help the larger volumes of employers meeting
their staging date this year.



These employers have fewer resources and
less knowledge of pensions than the larger
employers who have staged up to now.
Although research suggests awareness of the
reforms is high, employers are hazy on the
details and many haven't started making plans
about what they need to do or understand
how long it will take. As well as a lack of
internal expertise, this suggests there may
be quite a large gap in their knowledge. Our
research tells us there is a clear expectation
of help being available to 2014 stagers from
intermediaries and others.

Make no mistake, this year will be tough. But
I'm confident that working together we can
all deliver.

Delivery this year is an important step on
the path to the even greater challenge of
delivering in 2015 and beyond. In this report
we look briefly toward 2015. What will the
small business sector want and need? What
will they do? Employers in this sector may
well act very differently to medium and large
employers. We'll continue our research into
the needs of employers in the future as we
move towards the later periods of staging.

I hope you find this report useful and informative.

Tim Jones
Chief executive
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Changing priorities

Our research suggests that pensions are

becoming more of a priority for consumers.

Recent research shows that the recession

may be playing a part in changing consumer
attitudes. There’s now more focus on paying

down debt and saving for the future.

Consumer survey, 2013 (NEST)
*This item was not repeated in the 2013 survey
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The confidence gap

While consumer appetite for pensions seems
to be increasing, there’s still uncertainty
about how they actually work and what
they’ll deliver. People who think they're
doing enough to fund their retirement are
the minority and the proportion is falling.
Understanding what people see as necessary
or unnecessary in later life may help pension
providers give savers an idea of what they
might need to do to reach their goal.

Consumer survey, 2013 (NEST)
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The employer experience
so far - mind the gap

The first year of automatic enrolment has
gone smoothly, with thousands of employers
meeting their staging date and over two
million workers automatically enrolled.
Many employers encountered unexpected
challenges along the way, and many were
surprised at how long it took. These lessons
learned will be hugely beneficial as we begin
to help the larger volumes of employers
meeting their staging date in 2014.

Employer readiness research, 2013 (NEST)

Automatic enrolment qualitative research with
large employers, 2013 (DWP)
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Great expectations

As with last year, most employers reaching
their staging date plan to seek advice.
Almost all of them will be getting advice
about choosing a provider and many are also
looking for help with systems and processes.
In addition, the employers reaching their
staging date in 2014 won't have the same
level of resources to devote to getting ready
and will be looking to business service
providers for help.

Employer readiness research, 2013 (NEST)
Intermediary research, 2013 (DWP)
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The 2014 challenge

In 2014, there will be many more employers
reaching their staging date than in the
previous year. In addition there are fewer
resources and less knowledge of pensions
among these mid-sized employers than
among the larger employers. While awareness
is high, employers are hazy on the details and
haven't started thinking in depth about what
they need to do or how long it will take.

Automatic enrolment: Employer forecast staging
profile, January 2014 (TPR)

Employer readiness research, 2012-13 (NEST)
Employer pension provision survey, 2011 (DWP)
Employer decision-making survey, 2009 (PADA)
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one third

of employers staging
in 2014 offer either
no pension or have a
stakeholder pension
scheme in place with
few or no members

52%

of employers with
between 50 and 499
workers said that
they had a good
understanding of
the pensions market

Common
misconceptions
and assumptions

Pension providers
won't turn down
my business!

My payroll provider

will have advice and
software updates to
help me automate the
whole process.

There'll be a lot of
work leading up to
the deadline but then

our work is done.

Once we've chosen
the pension provider
everything will be
done for us.

It's like stakeholder
pensions, most
people will opt out.



How can we help the
next wave of staging
employers?

We're all aware of the capacity challenge that
awaits us in the next year and in particular the
next six months. There are also opportunities
to further cement the idea of workplace
pensions in the minds of consumers and
employers. Our research and our experience
with employers in 2013 has led us to form
some broad principles that can guide our
response to the next year of staging.

I The power of now

Just telling employers that it might take 12

to 18 months to prepare doesn'’t necessarily
work. The ‘act now’ messages could be tied to
specific events to inspire employers to act.

Break down the tasks — this
isn't just about pensions

To help employers understand everything
they’ll need to do it’s helpful to break it all
down into easily digestible elements. This
may help employers feel less daunted about
the task ahead and make the steps easier

to understand.

3 Erame the challenge

It may help these employers understand
what compliance entails if different points of
reference can be found. Referring to previous
big regulatory changes like the provision of
real-time information for PAYE will help them
understand how the new duties have wide-
ranging business process implications.



Clear communication
benefits all

Clear communications around automatic
enrolment can save employers time and
administration by answering the questions
and concerns their workers may have. It's
also an opportunity for employers to show
they’re on the same side as their workers
and to highlight the benefit of the employer
contributions. Smaller employers may not
have the time and resources to put together
internal communication campaigns and so
template communication materials that
employers can use with minimum adaption
are likely to be welcomed and useful.

An opportunity for
intermediaries

Employers staging next year are likely to
have some if not all of the workforce and
payroll complexities faced by the largest
employers. Generally speaking, they're

also less knowledgeable and confident
about pensions and the reforms. There’s a
significant opportunity for different business
service providers to offer compliance and
ongoing administration services to these
employers in 2014.



Policy
background
2014

Following the launch of automatic
enrolment, the reform of pensions
continues. Inthe last 12 months the
government has focused on charges
and making sure automatic enrolment
continues from a firm footing.

It's been an important year for UK workers with automatic enrolment
into qualifying pension schemes creating unprecedented new demand.
The main headline for the demand side of the market has been the low
level of opt-outs by automatically enrolled savers.

When given the chance to save, around 10 per cent of workers have
turned it down. NEST’s own research with The Futures Company
suggests that consumers have reacted positively to the reforms, even
in difficult economic times with a ‘new realism’ about the importance
of saving for the future.

On the supply side of the market, this year has seen significant moves
by the government, industry and regulators to complement this
increase in demand with reforms to assure the quality of schemes
provided. These moves have covered three main areas:

> promoting transparency and reducing charges
> regulating for quality

> securing the future of automatic enrolment.



Promoting transparency
and reducing charges

The pensions industry has made efforts to
better disclose the structure, level and impact
of charges being levied. The Association of
British Insurers (ABI) produced an online tool,
now hosted by The Pensions Advisory Service
(TPAS), designed to allow employers to
understand the combined effect of charges on
an average worker’s retirement pot.

Similarly, the National Association of
Pension Funds (NAPF) worked with a variety
of stakeholders to put together a code

on how the impact of charges should be
communicated to employers, using this ABI
resource. The guidance of the Investment
Management Association (IMA) on enhanced
disclosure of transaction costs was also
implemented this year and NAPF proposed
that there should be a ‘pounds and pence
disclosure’ of these costs at a unit level.

These initiatives have been broadly welcomed
by a variety of stakeholders although it is,

of course, too early to judge their long-term
success. More recently, amendments to the
Pensions Bill seek to grant the Secretary of
State the power to ‘set the standards by which
pension schemes must declare charges and
transaction costs’. There’s a sense that both
industry and government are moving towards
common disclosure standards.

Beyond disclosure, numerous measures to
reduce charge levels have been suggested,
prompting further debate. Consultancy
charging was banned for automatic enrolment
schemes and implementation of the long-
anticipated Retail Distribution Review

(RDR) caused advisers to move away from
commission-based business models.

Analysis carried out by the Office of Fair
Trading (OFT) showed that charges —
measured through the average annual
management charge (AMC) - have gone
down in recent years, but the demand

side of the market isn’t strong enough to
guarantee future progress. This prompted
the government to consult on a charge cap
for automatic enrolment schemes.

The wider debate continues as to how to
strike a balance that limits charges perceived
to be excessive while allowing schemes to levy
charges that offer consumers good value.

Regulating for quality

There has also been renewed focus on
the quality of schemes used for automatic
enrolment.

A variety of quality standards have been
proposed to offer reassurance to employers
and workers. NAPF has promoted use of its
Pensions Quality Mark and The Pensions
Regulator published standards for ‘good
DC'. The OFT reflected this theme in its
market study by investigating the extent

to which governance arrangements

and the size of schemes relate to the
quality of member outcomes.



Securing the future of
automatic enrolment

The government has made various proposals
in an attempt to remove barriers to savers
building up a pension pot for the longer term.

In April, it was confirmed that short service
refunds will be banned from next year,
enabling more workers to start and continue
saving. Efforts have also continued to develop
a way for workers to consolidate their
retirement savings rather than have many
small pots. More imminently, proposals were
also put forward to simplify the automatic
enrolment process for employers.

The OFT’s market study into defined
contribution workplace pensions provided
wide-ranging scrutiny on the market. It
proposed measures to improve governance

by aligning incentives between providers and
consumers, and to ensure that legacy schemes
offer value for money.

The role of NEST

NEST’s role in the future of the reforms

has also been clarified. In July 2013, the
government announced that it will legislate
to remove the individual transfer restrictions
on NEST to coincide with the launch of
automatic transfers for small pots. It will
legislate as soon as possible to lift the other
constraints from April 2017.

This should reassure employers that if

they believe NEST is the best option

for their workers, the cap shouldn’t be

a barrier to them using it to fulfil their
duties. It will also allow individuals to top

up their contributions to help them meet
their aspirations in retirement. Removing
the cap on contributions by April 2017
means that the cap will be gone before
minimum contributions start rising from the
introductory level of 2 per cent in October
2017. The removal of the transfer restrictions
will allow members to consolidate their
pension pots as they move jobs.

Summary

The past year has demonstrated intent from
the government, industry and others to
secure the long-term success of automatic
enrolment. As large volumes of smaller
employers meet their staging date, 2014 will
expose greater numbers of people to the
disclosure, charge reduction, and regulatory
measures put forward in 2013. Evidence from
this experience and the OFT’s recent market
study will inevitably guide the future of
workplace pension provision. @



Automatic
enrolment
and
workers

Early signs are that automatic enrolment
has been broadly successful and people

like the idea of having their pension sorted
out for them. But now we've successfully
got people over the starting line there’'s an
opportunity to help savers think about what
they want from their retirement.

Last year we looked in detail at ‘the new mainstream’ of pension savers
that were set to change the face of the pensions industry. Automatic
enrolment is bringing a more diverse audience into the pension market
than before. Rather than being a niche product for higher earners,
pensions are now taking this new mainstream into account.

NEST insight 2013 focused on the ‘unpensioned’, the 68 per cent of
private sector workers who weren't paying into a workplace pension and
would be caught up in automatic enrolment. We discovered that while
they're capable short-term financial planners, longer-term financial
planning was a struggle for them. On top of this we found that they were
concerned about whether they could afford the loss of the day-to-day
income required to make contributions and there was a general feeling
of distrust for financial companies like pension providers.

This year we've had a chance to see how these new savers

actually react to being automatically enrolled. The headline data

is encouraging. Opt-outs are low and in general consumers have
welcomed being automatically enrolled. The message seems to be
that it’s given them some confidence that their future is more secure.

This is just the first step, however. Now that people are getting
comfortable with the idea of saving in an investment-based product
for their future, it's worth considering what else we can do to
encourage good member outcomes. For example, could providers help
savers form ideas about the kind of life they want in retirement and
get a realistic idea of what they might get when they take their money
out? From here we could start helping them understand the things
they can do to improve their potential outcome if they want to.
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A quiet welcome for
automatic enrolment

In NEST’s 2013 consumer survey, 41 per cent
of respondents said that they'd put off saving
so far because they didn’t want to make the
wrong decision. Only 13 per cent agreed that
they knew enough about pensions to decide
with confidence how to save for retirement.

Into this context of perceived complexity and
the difficulty of decision-making, automatic
enrolment has been positively received — 68
per cent of people we surveyed agreed that

it was a good idea. For those who had been
enrolled and not opted out, the top three
motivators to stay in were:

Not wanting to
lose employer
contributions

50%

Feeling that
it's time to
start saving for
retirement

43%

It was the
easy thing
todo
37%

Opt-out rates are lower
than expected

As we stated in the previous NEST insight
report, estimates of opt-out rates based on
survey data and stated intentions can be
quite different to what happens in reality. The
DWP’s research in 2012 indicated that 15 per
cent of those eligible for automatic enrolment
said they would probably or definitely opt out.
15 per cent were undecided, and 70 per cent
said they'd definitely or probably stay in.

Results from subsequent research by the
DWP in 2013 with both those yet to be
automatically enrolled and those who have
been automatically enrolled indicated that
those who said they weren'’t sure what they’d
do typically stayed in once enrolled. Taking
this into account, we might therefore expect
the opt-out rate to be similar to the position
of people who said they would definitely or
probably opt out.

As it turns out, though, opt-out rates have
been lower than this. NEST has an opt-out
rate of only 8 per cent to date and these low
levels of opt-out have so far been the norm
- DWP research published in October based
on information from large employers showed
average opt-out rates of only around 10 per
cent for people enrolled between October
2012 and July 2013. These opt-out rates

are in line with those seen after automatic
enrolment in the US and with Kiwisaver in
New Zealand.



This is in spite of rising pressures on household
incomes. As we reported in our October 2013
publication Automatic enrolment and the
new consumer realism, households in the

UK are under increasing economic pressure.
Despite some signs of modest economic
recovery, real household incomes are still
below their 2008 levels and per capita
incomes are not increasing as quickly as
headline GDP.

A relatively long period of stagnant wages
and unstable employment has also dented
people’s confidence in the wider economy.
Research suggests that consumers retain an
ingrained pessimism about the economy,
despite modest economic growth. Ipsos
MORI found in their November 2013 Political
Monitor survey that even though people were
noticeably more positive about the economy
than they had been at the beginning of 2013,
77 per cent did not expect economic growth
to have much impact on their own standard of
living over the next year.

In the consumer surveys we've carried out at
NEST we've been looking in particular at the
views of:

> people without pensions who are eligible
for automatic enrolment

> people who have been enrolled in a
workplace pension since October 2012.
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In last year's NEST insight report we
highlighted the fact that 23 per cent of
respondents to our 2011 consumer survey said
that it was a ‘struggle to cope with day-to-day
expenses’. When we repeated the question in
our 2013 consumer survey the proportion of
people expressing this view had doubled to

46 per cent. As might be expected, those on
lower incomes were more likely to be feeling
the pressure — 51 per cent of those earning
between £15,000 and £19,000 a year and

56 per cent of those earning under £15,000

a year reported they were struggling. In our
2011 survey 58 per cent of those surveyed said
they had less than £100 a week to spare after
taking care of basic living costs. In our 2013
survey this figure increased to 75 per cent.

So despite tentative signs of a gradual return
to growth in the wider economy there seems
to be little confidence among consumers
about their own immediate economic
circumstances and prospects. Returning to
the Ipsos MORI Political Monitor survey, only
23 per cent felt their personal circumstance
would get better over the next year. The
remainder either felt it would get worse — 33
per cent — or stay the same — 42 per cent —
over the next year.
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What's driving low opt-outs?

In the face of these widely understood
financial pressures, there’s been some
effort expended to find out what'’s making
people stay in a workplace pension when
automatically enrolled. DWP research
with large employers has offered a number
of explanations for the low opt-out rates
experienced in the UK so far.

Power of inertia

The behavioural evidence gathered from
actual examples of automatic enrolment
around the world, despite differing
circumstances and contexts, has underlined
the powerful effect of inertia on minimising
opt-out rates. Many employers surveyed by
the DWP mentioned that once workers were
enrolled in a scheme they tended to follow
the path of least resistance rather than go to
the effort of opting out.

Low starting contributions

Some employers mentioned the low starting
contributions, as workers are less likely to
see this level of deduction as having a serious
effect on their day-to-day finances.

To test how this might change as minimum
contribution rates increase after 2017, as part of
our 2013 consumer survey we showed people
what the rising contribution would look like in
monetary terms, based on their salary.

While almost nobody found the current 1 per
cent automatic enrolment contribution to

be too much, many said they would consider
stopping contributions when rates rise.

However, as we've seen from forecasts

of opt-out based on people’s predictions

of what they’ll do in the future this isn't

a reliable guide. There will be many other
factors affecting what individuals actually
do, including the impact of the employer
contribution, their economic circumstances
at the time, and individual inertia. On
economic circumstances and outlook, should
the economy return to annual wage rises
matching or above inflation the increases in
worker contributions may be less acutely felt.

Employer communications

Effective employer communications and
having a ‘pension culture’ —which was
mentioned particularly by larger companies
—were also cited in the DWP’s research

as potential reasons for the low opt-out

rates. As we noted in NEST insight last year,
reassurance that their pension is being taken
care of by a low-maintenance approach driven
by their employer was one of the strongest
motivators for staying in the scheme. This
reassurance is being driven to a large extent by
positive internal communications convincing
workers of the benefits of pension savings.

For the larger companies, a more generalised
awareness and understanding of pensions

was the result of a large majority of workers
already participating in a workplace pension.
For workers in these companies, being in a
workplace pension was perceived as the norm.

As staging progresses through to 2017,
automatic enrolment will spread out through
the smaller and medium-sized employers
who may not be able to devote the same level
of resources to employer communications.
We further discuss the importance of
communications from the employer’s
perspective in the chapter on employer
reactions to automatic enrolment.



Pension saving a higher priority

The DWP research also mentioned that some
employers felt that their workers ‘clearly
agreed with the principle of pension saving’.
NEST'’s research also shows that retirement
generally is becoming more important in
people’s minds.

In NEST’s 2013 consumer survey, saving for

a pension had risen to third place, behind
only holidays and ‘saving for a rainy day’
when we asked people where they would
prioritise spending if they had more money.
This is a significant rise compared with our
2011 consumer survey, where pensions came
seventh in priority order behind things such as
socialising and going out.

So saving for later life is rising up their list

of priorities in terms of where they would
focus their resources if they had more ‘spare’
money. This indicates that more people

are recognising the importance of saving

for retirement, although given pressures on
household incomes they’ve been held back by
a perceived lack of money.

As we've seen though, even when finances
are tight this doesn’t seem to have resulted in
high opt-out rates.

In Automatic enrolment and the new
consumer realism we noted that consumer
attitudes to money and consumption are
changing and may be reinforcing the default
effects. Recent research findings show that the
recession has influenced changing consumer
attitudes to money, with a trend towards
paying down debt and an increasing need to
feel as self-sufficient as possible. This need for
greater self-sufficiency seems to be extending
towards the longer term as people feel more
need to prioritise providing for their retirement.
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Encouraging the savings
culture

The inertia effect on which the automatic
enrolment policy depends seems to be having
the desired effect. Awareness of automatic
enrolment among consumers is high and
opt-out rates are low, at least for now. Over
the longer term, however, there are challenges
and opportunities that will need to be
confronted or exploited to develop a positive
and consistent savings habit rather than rely
on inertia.

The October 2013 National Association of
Pension Funds (NAPF) Workplace Pensions
survey showed that automatic enrolment has
already had a positive impact on confidence
in pensions. The proportion of people agreeing
that they have confidence in pensions had
risen to 59 per cent from 50 per cent 12
months before.

Low opt-out rates confirm that the automatic
enrolment policy is getting people to the
starting point, with many comfortable that
they now have a pension plan in place.
However, there is a risk they may believe that
this is all they need to do in order to take care
of themselves in retirement.

One of the key challenges for developing
confidence in future income and resources
for retirement is ensuring that savers’
aspirations and likely outcomes are aligned.
We should be trying to close the gap between
members’ lifestyle expectations and what
they’re likely to get.
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The first step to establishing this type of
confidence is for savers to have a clear, realistic
savings target. They need to ask themselves,
‘what do | need in retirement?’ They then need
to understand the difference between what
they see as an adequate lifestyle - what they
need - and their desired lifestyle - what they
ideally want.

Our research shows that people find it
difficult to think about this. They struggle to
understand what they might need in terms
of income or to set broader goals around
expectations of lifestyles. This presents an
opportunity for pension providers, advisers
and policymakers to help, by providing
tools relevant to the way people visualise
retirement. That may be by seeing their
outcome in terms of either a percentage
of their income or lifestyle aspirations, like
having a holiday abroad every year. These
types of exercise can help members think
more clearly about what they can expect
from pension savings.

With a better understanding of their options
and their desired outcomes, savers will be able
to understand more fully the gap between
their expectations and what they may actually
be able to achieve. This will allow them to take
appropriate measures to close that gap, such
as increasing contributions or working a few
years extra.

In our 2013 consumer survey we found that
only 9 per cent of respondents were confident
that their current and future retirement
savings would be enough to provide for them
in retirement. This is even lower than the 14
per cent who responded positively when we
asked the same question in 2011.

How much do people need and want?

There is, quite rightly, much discussion
currently about how much people need to
put aside to sustain an adequate income
in retirement. Regardless of definitions of
adequacy based on replacement rates and
other quantitative criteria, a fundamental
question to ask is this - what do people
actually expect in retirement?

In our consumer survey we asked people if they
had an idea of how much money they thought
they would need to live on when they retired.
Only 48 per cent — less than half - said they
did. Those who said they did have an idea were
then asked to estimate how much they’d need
as an absolute minimum. The average figure
given by those who could provide an estimate
was £14,156. This is less than half the current
average income for this group, £30,606. So for
those who have any expectations, they expect
to retire on an income considerably less than
what they currently earn.

It's also evident that it's generally higher
earners who feel that they can give an
estimate. Only 42 per cent of those earning
under £15,000 felt they could give an
estimate compared to 57 per cent of those
earning over £30,000.

Lower earners who did have a view on what
they might need were more likely to need an
income closer to their current income. For
those earning under £15,000, 77 per cent felt
that they needed an income either the same
as or more than their current income, while
90 per cent of those earning £30,000 or more
felt that they needed less than they currently
earn. It's worth bearing in mind, however,
that a larger proportion of the lower paid are
younger workers who may reasonably expect
that they will increase their earnings over their
working life.
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Case study

Joseph Mulligan

22, recruitment consultant at Kelly Services

Automatic enrolment kind of took one thing off my mind so | didn’t have to go looking around
for how to sign up — it was just done for me. There was definitely a general positive feeling about
the whole process with everyone. | don’t think | know anyone that’s opted out in my office.

You're getting a good deal with the employer contribution and it’s being set aside for the future,
so it’s not something you have to constantly think about and make sure that you're doing. |
think it’s fair to have an opt-out rather than an opt-in scheme. You have someone else think

about it while you're just working away.

Regardless of how much they felt they
needed as an absolute minimum, less than
half of all respondents — 49 per cent — were
confident that they would achieve it. Only

9 per cent were very confident of getting
what they needed in retirement. So, not only
are people uncertain about what they’ll need
in retirement but those who do have an idea
don't have a great deal of confidence that
they’ll achieve it.

This research underlines the difficulties that
people have in estimating the income they’ll
need in retirement. Unsurprisingly, it's more
difficult for younger people. Only 40 per cent
of those aged under 40 felt that they had an
idea of what kind of income they'd need in
retirement, compared to 57 per cent of those
aged over 40.

As we reported in last year's NEST insight, we
know that people have an innate tendency
to discount future needs and this may be
exacerbated by pressing and immediate
demands on their cash. It's therefore not
surprising that they find it hard to imagine
what they'll need in the future.

Setting a target for retirement

Since last year’s NEST insight report we've
probed this issue in depth using qualitative
research conducted with people eligible for
automatic enrolment. They were presented
with the principle of working ‘back to

front’, setting a target retirement pot and
then calculating the required contributions
necessary to reach the target. In theory they
were very positive about this idea, summed
up by one respondent with the remark, ‘It’s
less of a gamble if you've worked out what the
figure is you've got to try and hit." In practice,
though, they felt that they didn’t have enough
of the necessary knowledge to make it work.
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Without prompting, most people were unable
to predict how much they would need to

live on in retirement. Notably, in the group
discussions that we carried out for this research
those who couldn’t predict their future needs
were comforted by the fact that few others

in the groups were able to able to answer — it
was very much the norm. Few even felt able to
engage with this concept. Many had no idea
about what happens at retirement and were
confused as to whether they'd get a pot of
money or a stream of income.

Where people were able to make an estimate,
they used a common-sense approach based
on current income minus mortgage and
other costs not required in retirement, with
variations based on current and expected
salaries and commitments.

Other approaches to estimating
future needs

Over the year, we've explored alternative
approaches to estimating future needs. In
our qualitative research we tested the idea
of using lifestyle-based targets. Using this
approach we could say, ‘This is what you'll
need if you want to retire in 2030 and
maintain this type of lifestyle.’

People felt that this could be a useful tool

to help them estimate what they’d need in
retirement rather than relying on their own
assumptions around current salaries and
expected costs. However, many commented
that the lifestyle-based targets needed to be
realistic and tailored to a real understanding
of their needs.

In our 2013 consumer survey we asked people to
think about a number of different ways that they
might think about what they need in retirement
to live comfortably. We presented a number of
options and asked which helped them to think
more easily about what they’d need.

The options were:
> apercentage of their current income

a fixed level of income

v

alump sum

> adesired lifestyle, such as living somewhere
as large as their current home, being able to
own and maintain a car and being able to
pursue particular hobbies.

A fixed level of income was the first or second
choice of 73 per cent of respondents. Exactly
half placed a percentage of current income as
first or second, with desired lifestyle given by
just over a third — 35 per cent —and a lump
sum by just under a third — 33 per cent.

While a fixed level of income came out on top
overall, there were some noteworthy trends
in the responses. Desired lifestyle tended to
polarise people — 20 per cent gave it as their
first choice, whereas 41 per cent gave it as
their last choice. Higher income segments
were the most likely to prefer this approach,
with 25 per cent of people earning over
£30,000 giving it as their first choice.

In terms of lifestyle, we asked people about
their priorities in retirement. What do people
see as must haves, what'’s nice to have and
what can they live without? Understanding
this could help us talk about some more
realistic lifestyle-based targets that might
resonate with members.



27

Lifestyle

ties for ret

t

remen

ort

Must have pr

o

(|

® °®

Being arl?le to Having more to liveon  pyrsuing hobbies Going on holidays Continuing to
payallthebills  than the State Pension  and other interests at least once or save money on a
twice a year regular basis

85% 49% 23% oo 13%
50% 369 19% 16% 10%

R - @ i

Owning a Having and Being able to treat Living in a place Eating out in
home outright maintaining a car family and friends at least as big restaurants at
on special occasions as | do now least once a month




Unsurprisingly the basic need to pay all the
bills comes out on top, followed by securing
home ownership. A car and being able to keep
pursuing general hobbies and interests were
seen as more important than other factors,
like treating families and friends, frequent
holidays, saving or going to restaurants.

While having more to live on than the State
Pension is in the top three, what's perhaps
surprising is that 45 per cent of respondents
—nearly half - think this is only a nice to
have. This may reflect a lack of knowledge

of what they'll get from the State Pension,
because we didn’t provide this level of

detail to respondents, or a general lack of
engagement with pensions and saving for
retirement. It could also just be that they
have low expectations. We've already seen
the data from our survey showing the lack of
confidence in what people have put aside for
retirement so far, and even when they have
an idea of what they’ll need in the future they
don’t feel confident that they’ll achieve it.

NEST’s survey also showed that people who
have been more engaged in pensions saving
are more likely to regard having more to live
on than the State Pension as a must have.
From the same survey 60 per cent of those
who had a personal pension thought it a must
have and only 36 per cent a nice to have. In
contrast, only 39 per cent of those without a
pension or any previous pensions experience
regarded it as a must have, and 53 per cent a
nice to have.

Research from the DWP on predictions of
income in retirement reinforces this theme.
People who were highly engaged in predicting
their income in retirement tended to be those
that ‘took ownership’ of their financial future,
assuming responsibility for their financial
welfare and accorded priority to securing their
income in retirement.

In our latest consumer survey we asked a
new question about where people expect the
greatest proportion of their income to come
from in retirement. In response, 59 per cent
of people who've been automatically enrolled
expected it to come through their workplace
pension savings.

This sets a high expectation on their
workplace pensions that may very well not be
born out in the future. What could workplace
pension providers do to help savers get an
accurate idea of their incomes in retirement?

> Encourage members to take an interest in
their retirement pot and potential outcome.

> Provide better projections of what
members might get in the end and how
this might work alongside other assets.

> Help savers figure out realistic savings
targets and give them good information on
how to achieve them.

> Show savers how even relatively modest
retirement incomes can make a big
difference to their future lifestyle.



Building knowledge, understanding
and trust in pensions

People’s lack of knowledge, understanding,
and trust in pensions is what fuels their lack of
confidence in future retirement incomes and
is the source of the difficulty they have setting
expectations for the future. NEST’s March
2013 consumer survey showed that most
people have only a very basic understanding
of pensions. Only 23 per cent claimed they
knew anything about pensions ‘in any detail’,
with 63 per cent stating that they knew only
that they were ‘products for retirement’. 12
per cent said they knew nothing about them
at all. Among younger people the proportion
saying they ‘know nothing’ about pensions
rose to almost one in five, at 19 per cent.

As we stated in the last NEST insight

report, even where there’s some basic
knowledge this is often flawed and based

on misunderstandings and misconceptions
centred around what ‘investment’ means and
likely outcomes.
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Our research also shows that trust in the
financial sector is still an issue for around

a quarter of those eligible for a workplace
pension. In response to our consumer surveys
of 2013, 24 per cent said that they don't trust
banks and financial advisors, rising to 34 per
cent among those who'd opted out of their
workplace pension. A significant minority

of 21 per cent stated that they didn't trust
pension companies.

Since the last NEST insight, our research

into the experience of members enrolling
with NEST over the last year has highlighted
the importance of continuing to foster trust
among those enrolled into a scheme. There
were considerable variations in the extent

to which people sought reassurance on first
being enrolled. Some entered quite passively
into the scheme while others actively sought
advice about NEST and automatic enrolment
from their employer, family, friends or
colleagues. However actively they sought this
reassurance, two broad issues were of key
importance at the point of enrolment and
beyond - trust and control. They needed to be
able to place their trust in their scheme and
feel in control of their money.

Confidence

What members need

Trust

> The service is professional
> My money is safe

> Doing this makes my future
more secure

> Apension is a good idea

Control
> |know what'’s happening to my money

> I’'m happy with how my pension is
managed

> | can afford a pension

> | have some control if | want it
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The need for more certainty

Although there seems to have been a quiet

welcome for automatic enrolment, people may
in fact be reserving their judgement around the

ultimate benefits in the longer term.

Research conducted by the DWP in June
2013 on adults of working age showed that
the employer contribution was the most
mentioned benefit of workplace pensions,
mentioned by 39 per cent of all adults. The
DWP’s campaign to position automatic
enrolment as a normal, everyday activity —
the ‘I'm in’ campaign — also seems to have
had an effect, with 82 per cent of those who
said they were already enrolled or intending
to stay in agreeing that ‘people like me save
into a workplace pension’, and 81 per cent
saying ‘most people in my workplace save
into a workplace pension’.

Despite this enthusiasm, the longer-term
view is more restrained. From the same
survey, while 50 per cent of working-age
adults agreed that ‘saving into a workplace
pension increases the amount of money you
have when you retire’, 39 per cent — almost
two-fifths — were neutral, and the rest either
disagreed or didn’t know.

From NEST's research there is similar evidence

of reservations of judgement. 20 per cent

of people in our latest consumer survey in
2012 agreed that ‘there’s no point in having
a pension if you can’t be sure how much you
will end up with at the end'. For those who
have opted out of a workplace pension, this
figure rises to 37 per cent.

How could pension providers tackle
this unease?

Saving into a workplace pension scheme has
traditionally been a low engagement activity.
Members are relatively unlikely to make
proactive contact with their providers and
we've no reason to believe that the newly
automatically enrolled will be any different.
Given their relative lack of experience, they
may be even more passive. This means that
they’re unlikely to think about their outcome
until relatively late in their savings career and
may be surprised that their future isn’t as
secure as they assumed.

Communication is one of the best ways

of addressing these concerns. NEST has
conducted a number of research projects
around investment communications to
explore how we can talk about investment
and our proposition to our members. We're
trying to find out how we can give members
information about their benefits and
forecasts of potential outcomes in a way that
discourages poor decision making, such as
ceasing contributions, and provide a sufficient
level of accessible information to those
members who want it.

Just too much chance.
It’s all down to chance
isn't it?
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Case study

Karen Kelly

28, receptionist at Travelodge

I've never had a pension before this. I've got two young children so when I heard about this |
was glad to be in it, for the future. | was slightly worried about the cost, but once you'd actually
looked into it, it was clear what would be taken out and so it wasn't a big worry once I'd actually
read all the information. With the government and my company paying in as well, it wasn’t
just my contributions going in. Obviously you think it’s not really worth it if it's only that small
contribution, but it actually builds up quite fast because of that extra money.

The research reinforced the findings we
reported last year on peoples’ understanding
of pensions and investment. These are worth
repeating here:

> Everyone understands that the goal of a
pension is to grow their contributions but
people are less clear where this growth will
come from.

> Many people expect their pensions to grow
in a uniform upward fashion.

> People in a pension scheme struggle to
picture what happens to their money or
where it actually goes.

> For unpensioned workers retirement
planning is about safety and securing the
future, and therefore at odds with ideas of
chance, risk and uncertainty.

> For the automatically enrolled member
risk is inherently negative and is more to
do with the chance of making a loss than
making a gain.

> Similarly, uncertainty is always perceived in
a negative light and suggests the possibility
of a disappointing or worst-case scenario
outcome, rather than the possibility of
getting a better outcome than expected or
even just slightly less.

From our investment communications
research we explored how to develop a
member-facing investment narrative to help
us answer the three key questions that people
have about pensions:

> How is my money invested?
> Why does the money go up and down?
> What will | get at the end?
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These questions all circle around the concern
that many have that their money’s not safe in
a defined contribution pension scheme. The
heart of the difficulty lies in the mismatch
between the view that pensions are all about
safety and future security and the issues of
chance, risk and uncertainty that are central
to an investments-based saving vehicle. Is

it possible to create a narrative where these
notions of uncertainty and risk become
neutral rather than disastrous for members?

| just don’t think
savings should be
a gamble. | think
that’s out of order.
It's a savings plan
that's what it is,
not a gamble.

One potential option is to communicate
investment objectives as returns in excess of
inflation. While this provides a reassuringly
concrete figure, this doesn't alleviate fears
about uncertain outcomes. Our research
showed that people under-emphasise
long-term historic performance trends and
overemphasise recent problems in investment
performance. The recent history of market
disasters undermines any ‘proof’ of pensions
always ‘beating’ inflation and suggests that
anything can happen. This in their view is
justified — the collapse of major financial
institutions seemed improbable, for example,
but it happened.

There’s no easy solution to this issue. One way
through suggested by our research is to adopt
a longer-term communications strategy.
People are more likely to grow to accept the
inherent uncertainty of investment returns if
we can help them not to overemphasise the
improbable. From NEST's experience, one of
the better received ways of doing this is to
find ways to talk about how our investment
strategy protects members’ money while
growing it. People want evidence that there’s a
plan for the bad times. This helps to implicitly
deal with the notion of risk.

Case studies using life-stage based examples
answering the question ‘what will | get at

the end?’ helped people to get the ballpark
indication for their life-stage group that they
were looking for. They were useful for reducing
uncertainty and were particularly welcomed
by those who would be starting pension
saving at a relatively older age.

For many, though, seeing what just the
minimum contributions would get them was
a disappointment. As we've seen earlier, many
assumed that their workplace pension would
be the main contributor to their retirement
income. People generally didn’t understand
what other factors might contribute to their
income in retirement — including, of course,
the State Pension.

It's possible that this disappointment is one
stage on a journey that will see them get more
engaged with retirement planning. Providing

a proper context for final income estimates is
one way providers might be able to avoid this
sense of disappointment among savers that
could lead to them losing hope and stopping
contributions.



Conclusions

To sum up, consumer awareness of automatic

enrolment is high and among those enrolled
so far it seems to have been broadly
welcomed with lower than expected opt-
out rates. However, our research suggests
there are challenges to come — both when
contribution rates rise and on helping
consumers frame and plan for a retirement
that will meet their aspirations.

So while we're off to a great start, we are
only at the start of a much longer journey.
There is much more we can all do to help
ensure workplace pensions really do make a
positive difference to the quality of people’s
later lives. @
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Automatic
enrolment
and

employers

As we've seen, consumers have responded
quite positively to automatic enrolment.
There's a growing acceptance that
workplace pensions are the norm and
consumers will expect their employer to
have the matter in hand. This places a lot
of the responsibility for making the reforms
work on employers. In this chapter we see
how employers have managed in the first
year of staging and consider the challenges
that exist for the employers staging in 2014.

In last year’s NEST insight we weren'’t able to say a lot about
employers’ actual experience of automatic enrolment as only a few

of the largest employers had reached their staging date. Now, a year
later, thousands of employers have reached their staging date and
automatically enrolled millions of workers into a pension scheme. This
means that we’re now able to reflect on how automatic enrolment
has landed from the knowledge we’ve built up working directly with
employers who've used NEST alongside research conducted by
ourselves, The Pensions Regulator (TPR), the Department for Work and
Pensions (DWP) and others.

There’s also been a great deal of public discussion this year about the
significant increase in the volume of employers staging in 2014. Our
research shows that these employers have a different profile from
the very large employers that have staged so far and have different
expectations of how they'll approach automatic enrolment.



One of the key differences coming up is the
importance of the business support sector for
these small and mid-sized employers. Unlike
the larger employers that staged in 2012/13,
employers staging in the next 12 months are
far less likely to have staff dedicated to HR,
pensions and payroll. Instead they'll be relying
on business service providers who manage

these functions for them to help them comply.

The reforms aren’t only a pensions issue.
Employers need to make changes to the way
they pay and manage their staff, and some
businesses will find these changes time-
consuming and complicated unless they
prepare carefully.

Finally, we look ahead to 2015 and beyond to
consider what challenges and opportunities
lie ahead as we go through the final part of
staging. As with the previous years, the next
wave of employers reaching their staging
dates will have different needs and priorities
from those that have gone before and there'll
be another huge increase in numbers. Starting
to think about how we can apply the lessons
learned so far to these small and micro
employers may make things easier in the
years ahead.
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Year one —the employer’s view

As noted in the previous chapter, the
overwhelming majority of workers enrolled so
far haven't opted out, suggesting a successful
first year for automatic enrolment from a
policy perspective.

However, research with employers staging in
the first year would suggest that they've put a
lot of time and effort into ensuring successful
implementation of their new duties and this
will have helped the process run smoothly.

The DWP provides a detailed analysis of

how the largest employers have approached
complying with the reforms in its recently
published research report looking at large
employers’ experience, Automatic enrolment:
qualitative research with large employers.

Its findings are very consistent with our own
research and experience of working with large
employers using NEST.

For these organisations, implementing
automatic enrolment has involved
considerable effort and resource. Although
one person, usually someone with significant
pensions experience such as a pensions
manager or director, led the implementation
of automatic enrolment, many employers
also established an internal project team that
involved people from different parts of the
business. These included functions like:

> the pensions department
> human resources

> payroll

> information technology

> marketing and communications.
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Employers have also turned to external
advisors such as employee benefits
consultants (EBCs) and legal advisers and
have needed to work closely with their payroll
and pension providers.

Most employers spent many months
preparing for the reforms. A fifth of employers
we surveyed had taken over 16 months to

get ready and the DWP found that many

said they'd taken longer to prepare than they
originally expected.

Many of these employers emphasised that
although they may have planned in advance
and dedicated a significant amount of time to
researching the reforms, they often didn't fully
recognise how complex and time-consuming
some of the tasks would be. In particular many
found it difficult to build an understanding of
the legalities of the new duties and how to
translate these into action to make sure they
were compliant. They also needed to put a lot
of effort into making sure their payroll and IT
systems could be used to help them identify
and process the different types of workers.

Allow enough time to
plan, communicate
effectively with
providers, evaluate
the costs. Don't think
it's as straightforward
as it looks.

Employer with 1,000 to 5,000 workers

In both our own research and that undertaken
by the DWP many employers emphasised that
those yet to stage should not underestimate
the amount of time needed to prepare. In

our research ‘plan early’ was the most often
cited key recommendation employers would
give to others.

They also focused on:

> the importance of clear communications to
their workforce

> the need to assess whether payroll systems
would be capable of handling the changes
needed

> ensuring that the information they
hold about their workers is cleansed in
preparation for automatic enrolment.

Apply a plan well

in advance. Good
communications
with the workers.
Make sure the
systems and payroll
are up to scratch.

Employer with over 5,000 workers
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Case study

Kelly Services

Kelly Services is a recruitment firm whose workforce solutions span temporary staffing and
permanent recruitment through to full-cycle managed service programmes. They employ over
1,400 eligible jobholders.

Their automatic enrolment project team was the company’s financial director, the
compensation and benefits adviser and the marketing communications department. Other
areas of the business — including finance, payroll, credit control and accounts — joined the
project when they were needed.

Financial director Katie Ivie said, ‘Communications were always going to be very important to
us. We knew we wanted to be compliant and to ensure a positive employee experience. Some
workers weren't aware of the legislative changes — they didn’t know they were going to be
automatically enrolled nor that they had to opt out after enrolment.’

The HR team was responsible for communicating with the workforce. First and foremost they
met their statutory requirements and then they tailored their communications approach for
different sections of the workforce. They used factsheets on their intranet and website, held
surgeries for workers to attend, and held training sessions with managers across the business
who could then talk to their teams. Kelly Services also set up a dedicated email account to
respond to any questions from workers about automatic enrolment. They then tracked the
questions to see if there were any areas that the existing communications strategy needed to
strengthen or address.

Ivie said, ‘The strategy has been successful overall, we have used a number of communication
strategies and workers are engaging and using these channels to ask questions and find out
more about automatic enrolment.’
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Nearly all the employers staging in the first

12 months of automatic enrolment already
had pension provision in place for at least
some of their workers. Considering how

they could extend current provision to their
whole workforce was a natural starting point
for many. However for a variety of reasons
significant numbers of employers have
ultimately chosen to set up new pension
provision for certain types of workers or for
their entire workforce. For example, in the first
12 months over 1,000 employers chose to use
NEST with others choosing to use other new
entrants to the market.

Start as soon as you
can, engage the rest
of the company as
quickly as you can

to make sure the
company realises
that it's a company
issue rather than just
a pension change.

Employer with over 5,000 workers

Regardless of whether they used their existing
provider or not, many employers quickly came
to recognise that preparing for automatic
enrolment was not just a pension issue. As
they came to grips with what they needed

to do they realised there were significant
implications for other parts of the business,

in particular human resources and payroll.

They needed to involve their payroll
department to ensure they could identify
the age, earnings and contractual status of
each worker so they could categorise them
correctly and act when a worker’s status
might change. Many came to realise that
the reforms presented a variety of new and
complex data challenges that their existing
systems and processes could not manage. In
order to administer the new tasks required
by automatic enrolment, many employers
therefore had to adapt their existing systems
or invest in new systems custom-built for
automatic enrolment.

They also faced the challenge of letting their
workers know what was happening, both in
terms of the communications that they’re
required to send by the regulations and more
general explanations about pensions and

the new reforms. Most employers drew up
communication plans months in advance of
their staging date. They took time to share
general background information with the
entire workforce and then provided more
tailored messages related to specific events or
worker groups. The DWP found that ensuring
that these communications were jargon-free
and not too technical was a particular concern
for many employers.
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Case study

Capita Resourcing

Jerry Wheelan, payroll manger at Capita Resourcing, thinks the most important aspect of
compliance for a payroll manager is to plan well ahead of your staging date and ensure that full
end-to-end testing is carried out to include all possible scenarios.

Before automatic enrolment the business had a standard recruitment payroll tool without an
automatic enrolment module. They spoke to their payroll provider and established that they
had to make some changes. Jerry says, ‘Our payroll provider had to supply and create a new
pension module specifically for automatic enrolment which required full end-to-end testing.
Making sure that the payroll system was functioning properly was really important to us.

A number of our workers complete weekly, daily and hourly timesheets and are paid 12 times
per annum on a four/five/four weekly basis.’

Capita Resourcing employed an extra member of the payroll team for four months to help on the
project. Its biggest concerns were not knowing how many workers would opt in or out and
whether the system would kick in and start the pension deduction correctly and on the due date.

Overall, the project was a resounding success. Capita Resourcing experienced an opt-out
rate of 20 per cent, which was much lower than expected, and a small number of workers
elected to opt in to the scheme as soon as it became available. Whelan advises that for
successful automatic enrolment implementation, employers should carry out full end-to-
end testing including payments and accounts reconciliations so that there are no process
and practice surprises.
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When interviewed by the DWP many
employers reported that they'd been surprised
by low opt-out rates. They cited the power

of the default effect and the low initial
contribution levels among the reasons that
their workers decided to stay enrolled. A
significant contributory factor mentioned by
many, particularly larger employers, was their
own internal communications campaigns.

The importance that employers placed

on successful communication campaigns
is certainly something that chimes with
our own research. In NEST’s Golden Rules
of communication we emphasised the
importance of talking clearly and concisely
and ensuring workers understood their
entitlements and felt in control of what
was happening. NEST has also found that
many of the employers using us have
particularly welcomed the effort we've put
into developing clear and straightforward
communications aimed at their workers.

Once employers understood how their
systems and processes might need to change
they often engaged their IT departments and
communications and marketing functions to
help them refine their systems and develop
the relevant communication materials. Not
only did many of these large businesses
dedicate significant internal resource, they
also engaged external support from a variety
of organisations such as employee benefits
consultants, pension providers, legal advisers
and - if they used them — payroll providers.
The level of involvement might vary but many
expected and received significant support.

Costs have obviously been of concern for
employers. Some employers have sought

to keep costs down by using postponement
or a waiting period. The DWP found around
half of employers they interviewed had used
postponement. It’s also our experience that
many employers using NEST have so far
chosen to use a waiting period. Many used
it as a way to minimise contribution costs.
Where employers had a large number of
casual or short-term workers it was also seen
as way of avoiding having to enrol these
workers at all.

Cost was not the only motivation for using
postponement. Some employers wanted
more time to prepare. Others used it to avoid
busy times of the year for their business or
clashes with key dates in their financial year.
Some others postponed to help them align
automatic enrolment with their existing
payroll periods.
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DOs and DON’Ts

Getting ready for automatic enrolment

Employer DOs

The employers that NEST has worked with over the first rounds of staging have shared their
own top tips about getting ready for automatic enrolment.

«/ Plan early. Don’t underestimate how long it will take. Talk to your pension and payroll
providers as soon as possible.

Assess your workforce to understand how your workers are affected.

Communicate with staff clearly and early. Engage and involve them with their new rights.
Have a communication plan and involve all relevant departments of your business.

Examine systems, particularly payroll. Make sure they’re ready and capable.

L4 KL

Get help if you need it from experts and external advisors.

Employer DON'Ts

As well as sharing the experience on what to do, NEST employers have highlighted what not
to do. Staged employers warn, ‘Don'’t fall for these misconceptions.’

‘Once we've chosen the pension provider everything will be done for us.’
‘There’ll be a lot of work leading up to the deadline but then our work is done.’

We have to offer a pension to all staff.’

‘It’s like the stakeholder pensions. Most people will opt out.’

XX XXX

‘Our payroll provider will tell us what we need to do with regard to payroll.
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Who comes next?

The second 12 months of automatic
enrolment brings a significant increase in the
number of employers reaching their staging
date. From just a few thousand in 2012/13,
the year 2014 will see upwards of 30,000
employers beginning to comply with their
new duties. The majority are concentrated in
a three-month period between April and July
2014. In these months around three quarters
of all the employers due to stage in 2014 will
reach their staging date.

In addition to this rapid increase in numbers,
there are also significant differences in the
sort of pension provision currently offered

by these employers compared to those that
have staged so far. Almost all employers in the
first year of staging already offered a pension
scheme to at least some of their workers.
Many of the largest firms would have had
individuals or teams specifically dedicated to
managing their pension provision.

However among employers staging in the
second 12 months, around a third are likely

to either not offer any pension scheme or

just have ‘shell provision’ in place —typically a
stakeholder scheme that’s been set up in the
past but that has no workers enrolled in it.
These firms are unlikely to have anyone whose
primary responsibility is dealing with the firm’s
pension provision. Instead, dealing with the
reforms will fall to someone such as the finance
or HR director as part of a broader remit.

Not only are employers staging in 2014 likely
to have lower rates of pension provision
they’re also likely to be less knowledgeable
about pensions in general. In previous research
conducted by NEST only 52 per cent of
employers with between 50 and 499 workers
said that they had a good understanding of
the pensions market. This compared with 71
per cent of employers with 500 to 10,000
workers, and 96 per cent of employers with
more than 10,000 workers.

Perhaps linked to these lower levels of
understanding, 32 per cent of employers

with 50 to 499 workers were likely to lack
confidence in making decisions about pensions
compared with 19 per cent of employers with
500 to 10,000 workers and only 2 per cent of
employers with more than 10,000 workers.
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How will 2014 employers
approach complying with
the reforms?

Over the past year many parts of the pensions
industry, NEST included, have been discussing
the significant challenges posed by the
number of employers due to stage in 2014
and in particular the period between April

and July. Commentators have emphasised
that employers staging next year shouldn’t
underestimate how long it will take to prepare
—as noted, this is the key advice being offered
by employers who staged in the first year.

To understand whether these messages are
getting through we've continued with our
employer readiness surveys and in-depth
interviews with a range of employers likely

to stage in the first half of 2014. We've also
reviewed published research from TPR and
others. Our analysis of the research suggests
that the ‘plan early’ messages coming from
TPR and others aren’t hitting home with many
mid-sized employers.

In the first half of 2013 we interviewed a
number of employers likely to stage in the
first half of 2014 to explore in detail how they
expected to prepare for automatic enrolment.
For at least some of the largest employers
interviewed their staging date was no more
than 12 months away and at most 15 months.

Our findings were similar to those of TPR’s
tracking research. Awareness of the key
components of the reforms was generally
high among those interviewed. Most were
also aware of their approximate staging date.
In our employer readiness research we've
also seen confidence in knowing their staging

date increase significantly among employers
staging after October 2013. 93 per cent of
employers with 100 to 999 workers were

very confident they knew their staging date
compared to 68 per cent 12 months ago.
Among employers with 50 to 99 workers it
has increased from 30 per cent to 68 per cent.

Although general awareness of the reforms
and staging dates was high, when we explored
whether employers had started to prepare

it transpired that hardly any had started to
think in detail about the reforms and what
they needed to do. Many had other issues that
were seen as a higher priority, meaning that
automatic enrolment was not ‘top of mind’
and was seen as something that would be
dealt with at a later date.

Most of the employers interviewed were
looking to put in place a low-cost compliant
solution and no more. If they already offered a
pension scheme with a reasonable proportion
of their workforce as members, they hoped

to be able to simply use this existing scheme
for automatic enrolment. Few employers
considered the possibility that providers
might turn down their business either because
they approach the provider too late or were
considered financially unattractive. There
were some common misconceptions among
the employers interviewed, such as ‘once
we've chosen the pension provider everything
will be done for us’, ‘there’ll be a lot of work
leading up to the deadline but then our work is
done’ and 'it’s like stakeholder pensions, most
people will opt out’.
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Case study

Travelodge

Travelodge started preparations at the beginning of last year, holding monthly meetings with
key staff and the stakeholders from their pension schemes and payroll software provider.
Bringing the stakeholders together regularly enabled them to foresee practical issues that
needed to be addressed.

At the end of 2012 their existing pension provider - who ran the stakeholder pension plan for
their monthly-salaried workers - told them that they wouldn’t be able to provide automatic
enrolment pensions for their four-weekly and monthly salaried staff.

Travelodge sought financial advice and at the beginning of 2013 appointed Scottish Widows to
provide a scheme for staff on their monthly payroll and NEST to provide a scheme for staff paid
every four weeks.

There were complications such as having to change pay dates for monthly workers from the
first of every month to the last working day of the month. And Travelodge had to invest in an
enhanced package from their payroll provider as well.

Since they began automatically enrolling staff they’ve had an opt-out rate of 10 per cent
for monthly staff and 9 per cent for four-weekly staff. The reaction has been very positive
and they've only had a few enquiries about people being surprised by the deductions on
their payslip.
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Employers staging in 2014 saw the HR and
finance functions as playing a key role in
making sure their organisation complied with
the reforms. In smaller organisations this
could be one person straddling both functions.
There was a general expectation that only a
few people would be involved, with perhaps
occasional input from the board or managing
director at key stages. Preparation would
need to happen alongside existing workloads
and unlike the experience of larger firms they
didn’t expect to establish cross-business
project teams or dedicate significant budgets
to preparing.

Although we found that employers hadn't
started to prepare, results from TPR’s latest
tracking survey with employers found that
only one in 10 employers staging in 2014
planned to leave it as late as possible to
comply. There was a significant fall in the
proportion expecting the process to only take
up to three months —down to 28 per cent
from 52 per cent.

Taken at face value this would perhaps
suggest that many employers will begin
preparing well in advance of their staging date,
particularly given the various messages in the
media warning employers to give themselves
plenty of time to prepare. However, the
employers we interviewed found it difficult

to map out the actual preparation process
they would follow because they had limited
knowledge of the details of the reforms. The
majority just had a vague schedule in mind.
Most planned to start preparing at least four
months in advance of their staging date with
many expecting the whole process to take six
to nine months. This wasn't based on anything
concrete. It was just what felt like the right
amount of time based on their experience of
implementing other initiatives.

This sort of timeline was considered
reasonable by employers and even seen to
include contingency if needed. This possibly
explains why TPR research has found few
employers saying they plan to leave it as
late as possible.

This discontinuity of preparation time is also
reflected in our latest wave of employer
readiness research carried out in summer
2013. We found that only 23 per cent of
employers staging between February and July
2014 had both confirmed the provider they'd
use and done everything else they needed to
do in order to be ready to comply.

Of course since our and TPR'’s research was
completed, preparations among employers
staging in the early months of 2014 will
hopefully have moved on. It does suggest,
however, that many employers are leaving a
lot less time to prepare than employers who
staged in the first 12 months.

We asked employers what might prompt
them to start preparing. They suggested a
number of different triggers:

> The completion of another project. For
example many of those interviewed were
focused on RTI at the time of the interview.

> The start of a new calendar year was seen
by some as a good starting point.

> Once they return from summer or
other holidays.

> The start of their new financial year.

v

The need to consider the cost impact. For
example, if an employer was tendering for
a long-term contract that would need to
build in the cost of contributions.



Many employers felt that their journey

to compliance would be relatively
straightforward, although their knowledge
was limited. In TPR’s latest research 62 per
cent of medium-sized employers thought it
would be easy to comply. In our research we
found that employers saw their key decision
as being which provider they'd use. They didn’t
necessarily recognise that complying with the
reforms wasn't just a pensions issue.

In our research we found that many
employers had high expectations about the
level of support and guidance they'd receive
once they made their choice of provider. This
contributed to employers underestimating the
amount of effort they might need to expend
to set up a scheme and prepare their business
for automatic enrolment.

Only when employers were asked about some
of the specific tasks they'd need to perform
did some of them begin to realise that
complying with the reforms could be more
complicated than they initially imagined.
Most recognised the need to assess their
workforce but as they began to think about
this in detail — and in particular the need for
ongoing worker assessment —some employers
began to realise it could be more difficult than
they had first thought. The ongoing nature

of worker assessment also led employers to
recognise the administrative challenges they
faced were not just in the run up to their
staging date.
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Employers with a more complicated and less
stable workforce in particular came to realise
the potential administrative challenges they
faced. The research indicated that, as in the
first 12 months of automatic enrolment,
many employers staging in 2014 would face
challenges due to one or more of:

> varying payroll cycles
> high staff turnover
> the need to segregate data

> zero-hour contracts and staff on the cusp
of eligibility.

Many employers thought that their payroll
provider would be giving them a lot of help to
deal with these challenges either by offering
advice or updating their software packages to
automate the process. While the enrolment
process was a bit of an unknown, most
employers imagined it would be relatively
straightforward.

Employers didn’t think they’d have any
difficulties processing payments in the
timelines they established when they set up
their scheme. Our experience with employers
who staged in the first 12 months however has
shown that many employers underestimate
the amount of time needed. As a consequence
many have set up their scheme with payment
due dates that they've later discovered they
can’t manage. This could lead to consistent
late payments and the involvement of

the regulator for employers that don't

think these issues through beforehand.
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Few employers envisaged using a waiting
period. Although they could see the benefit
they tended to show an attitude of ‘if we
have to do this anyway, we might as well

not delay’. However, few were aware that
they could postpone automatically enrolling
their workers before it was brought up in

the interview. As we've already noted, many
employers underestimated some of the tasks
they needed to complete to be ready to
comply with the new duties, and so we might
see more appetite for waiting periods as their
staging dates approach.

Our employer readiness research carried out
later in 2013 suggests that many employers
remain unaware of waiting periods. Only

53 per cent of employers staging between
February and July 2014 were aware that they
could postpone enrolments for up to three
months and only 12 per cent expected to use
a waiting period. However, awareness among
employers staging prior to February was much
greater, with around half expecting to use a
waiting period.

As we noted earlier, many employers staging
in the first 12 months have chosen to use a
waiting period. Clearly this would suggest
the potential that, as employers staging in
the peak months of 2014 begin to prepare in
earnest, many more will ultimately decide to
use a waiting period.

Although most employers saw the enrolment
process as relatively straightforward, some
employers were slightly more concerned about
managing the opt-out process. This was one

of the things that made them think that they
would need to spend a lot of time telling their
workers what was happening and how to opt
out so as to avoid late opt-outs from workers.

More generally in terms of communications,
most employers felt they would need to

hold staff meetings and back this up with
other communications via emails,

newsletters and tailored letters. However
they hadn't fully thought through the details
either in terms of the actual content or the
timing of any communication activity. Most
said they’d welcome any template letters and
communication materials that they could use.

Employers were keen to communicate clearly
to their workers about automatic enrolment.
This wasn't necessarily because they expected
large numbers of workers to opt out. They also
wanted to avoid any additional administrative
burden fielding queries as a result of workers
not understanding what was happening.

Employer expectations of how many workers
would opt out varied significantly depending
on the make-up of their workforce. Those
with large numbers of lower-paid younger
and older staff expected higher opt-out rates.
Evidence from other research suggests that
employers in general may be beginning to
expect lower opt-out rates than previously.
Research published by the Institute of
Directors in 2013 shows that their members’
expectations of opt-out rates more than
halved to 15 per cent in 2013 from 36 per cent
in a similar survey in 2011.

The fall in the number of employers expecting
high rates of opt-out may reflect that those
surveyed had taken note of low opt-out

rates so far. It could also be that automatic
enrolment is beginning to create a ‘social
norm’ where saving in a company pension

is considered to be the normal thing to do
regardless of where you work. Support for
automatic enrolment also remains pretty high,
with TPR finding that eight out of 10 large and
mid-sized employers agree that ‘in principle
automatic enrolment is good for workers'.



49

Case study

Gallagher Employee Benefits

Gallagher Employee Benefits has been looking at the impact of automatic enrolment over
the past five years and actively advising clients on automatic enrolment for the last three
years. Nick McMenemy, head of consulting at Gallagher Employee Benefits, comments on the
automatic enrolment services that Gallagher offers.

‘As part of Gallagher Employee Benefits’ automatic enrolment service we will project manage a
client’s automatic enrolment project, design and deliver employee communications, liaise with
providers and help evaluate the technology alternatives. Our aim is to provide our clients with
a very comprehensive support package so they can get on with their day-to-day jobs.’

As part of its automatic enrolment consultancy offering, Gallagher Employee Benefits typically
groups its consultancy services into four stages. The first stage is discovery. ‘We work with the
client to understand what they're looking to achieve with automatic enrolment and their pension
scheme in general - liaising with them and their existing providers, as well as their workforce.’

The second stage is design. ‘This is where we look at how the project should run, how
contributions are structured, who the employer should partner with and how to communicate
the changes to workers. The design stage also looks at ongoing governance.’

Stage three is implementation. ‘As part of implementation we attend regular meetings with
key stakeholders to get them across the line with their staging date.’

Stage four is ongoing governance. ‘Gallagher Employee Benefits governance capabilities

are proven and very strong —we believe good governance is a vital component of pensions
consulting. Our tiered approach means clients can have as much or as little assistance from us
as they want.’

He added, ‘We've successfully helped a number of clients stage already, including some high-
profile, household names. It was important for their reputation that the projects were delivered
compliantly, professionally and on time.’
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Conversely, it's worth pointing out that the
Institute of Directors survey also highlighted
a degree of negativity towards pensions

in general among its members, many of
whom work for mid-sized employers. Our
own previous research with employers also
indicates that as employer size decreases

a greater proportion question the value of
pensions. Only 18 per cent of employers
with 500 or more workers agreed with the
statement ‘there are better ways of saving for
retirement than pensions’ compared with 38
per cent of employers with between 50 and
499 workers and 62 per cent of employers
with fewer than 50 workers.

This presents a slightly confusing picture of
employers staging in 2014 being broadly
supportive of the reforms but less positive
about the value of pensions than larger
employers. These employers might find
themselves wrong-footed by the relative
enthusiasm with which the reforms have been
greeted by workers and their expectations of
being in a workplace pension ‘being normal'.

And it might also mean that even though
employers say they want to communicate
clearly about the reforms to their workers at
least some may be disinclined to put the same
amount of effort into promoting automatic
enrolment as those that staged in the first 12
months. This might particularly be the case
given that these employers may also have
less time and resources available to them to
communicate with their workforce than the
largest employers.

This would be a shame because it’s an
opportunity for employers to build positive
relations with their workers. Given the
proportion of consumers that have welcomed
the reforms it’s a chance for employers to be on
the same side as their workers and to highlight
the benefit of the employer contributions.

The important role for
intermediaries

As we've seen in the previous section there are
some key differences between the employers
staging in 2014 and those that staged in
2012/13.The employers in the next round
haven't necessarily thought in detail about
the reforms. They plan to dedicate less time
to it and will have fewer resources available.
They're less knowledgeable about pensions
than the larger employers that have already
staged and are expecting to get a lot of help
getting their organisation ready. Our own
research and research by the DWP shows that
they’re likely to look for support from:

> their pension provider
> whoever provides their payroll solution
> independent financial advisers (IFAs).

With the large numbers staging in 2014 there
will be limits to how much personalised
support pension providers will be able to
offer. This means that there are significant
opportunities for business service providers
to develop services that can help these
employers comply with the reforms.

Research with employers consistently shows
that nine out of 10 employers with more than
50 workers plan to seek advice on their choice
of scheme. 74 per cent of these employers
also say they’ve sought or plan to seek
additional support over and above choosing
their provider. Admittedly only around half of
those surveyed who say they'd seek support
said that they’re willing to pay for it but

this may still equate to several thousand
employers staging in each of the peak months
who are seeking and willing to pay for support.
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Case study

Fourth, payroll provider

Paul Watson, operations success manager for Fourth, sees payroll as central to the automatic
enrolment process.

‘With the amount of calculations that need to take place when assessing the workforce it makes
sense for it to sit within the payroll solution. The transferring of data out through middleware
and then trying to get it back in order to hit the tight deadlines around BACS processing leaves
me, and quite a few of our customers, uncomfortable.

‘Basic housekeeping tasks are also essential such as checking job titles, checking contracts,
ensuring you have a “clean payroll process” and ensuring that payroll is as informed and
engaged as much as they can be, are all vital elements.

‘One example of things taking longer is we have known it to take six montbhs, if not longer, to
gather personal email addresses in order for the module to send the required documentation’.

Paul suggests that employers must give themselves at least 12 months, and at best 18 months,
to prepare for automatic enrolment.
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In last year’'s NEST insight report we
highlighted that the key concern for
employers of all sizes was the potential
increased burden of ongoing administration.
Coupled with the likely limited internal
resources of many employers staging in 2014,
this suggests that a significant number may
come to recognise the value of additional
paid-for support and administration services
offered by various third parties.

The latest intermediary tracking research
published by TPR indicates that almost all
employee benefits consultants (EBCs), IFAs,
payroll administrators and accountants
expect to have some involvement in
automatic enrolment. The majority expect to
offer services to potential as well as existing
clients. According to TPR’s research 78 per
cent of both IFAs and EBCs said they expect to
either act on behalf of their clients or provide
technical advice to them. A lower proportion
— around two-fifths to a half — of other
business service providers such as payroll
administrators, accountants and bookkeepers
said the same thing.

Project management.
Taking them through
the stages they need
to go through. More
hands-on approach.

Specialist IFA

Our experience of financial advisers, payroll
administrators and accountants shows that
they’re starting to recognise the opportunities
that automatic enrolment might offer them
to develop new services for their clients. We're
seeing increasing numbers signing up to our
webinars, attending NEST Live events and
planning to offer administration services by
using NEST’s delegated access facility.

A key reason for this increased engagement is
of course that many of these third parties may
well have a significant number of clients likely
to stage in the second year and are conscious
they may turn to them for support and advice.
There’s also an acknowledgement that due to
the large numbers of employers staging in the
peak months of 2014 pension providers may
well not be able to offer the level of support
that individual employers may be looking

for. Intermediaries also recognise that the
reforms present significant data, systems and
administration challenges beyond the choice of
a pension scheme meaning they may be able to
expand the services they offer to clients.

Advice on
implementation

of the reforms and
helping with ongoing
administration.

Mainstream IFA

In our research with EBCs and IFAs we've
found that almost half of EBCs’ clients stage
in the second 12 months and, for a subset of
more corporate-focused IFAs, over a third of
their clients stage in the second 12 months.
Even among IFAs whose typical client will tend
to have fewer than 50 workers, around a tenth
of their clients may stage in 2014. Perhaps
unsurprisingly we have found that those with
a significant proportion of their clients staging
in 2014 are particularly engaged in thinking
about offering new services.



53

Research

IFAs and EBCs

Proportion of corporate clients by staging year

Employee benefits
consultants

Corporate-focused
independent financial advisers

Independent
financial advisers

AR
. First year Second year Third plus year
Oct 2012 to Sept 2013 Oct 2013 to Sept 2014 Oct 2014 to end of staging

All the EBCs we interviewed and 82 per cent
of the IFAs with a significant proportion of
their clients staging in 2014 said that they
had identified new service opportunities.
Even among other IFAs whose typical client
wouldn’t stage until 2015 or later, just over
half saw new opportunities.

Almost all the opportunities identified

by these advisers centred on what might
broadly be termed ‘compliance services'.

As can be seen from the quotes on the
previous page they were not only looking to
offer advice on the choice of provider. Many
were also considering offering support all
the way through the process of complying
with the reforms and beyond by offering to
not only ensure an employer is compliant
but administer their automatic enrolment
solution on an ongoing basis.

Payroll providers

Our research with employers and the
experience of employers staging in the first
year would suggest that payroll providers
have a particularly significant role to play.
Employers expect payroll providers to bring
out solutions that will help them with worker
assessment. According to our employer
readiness research, around two-thirds of those
staging in the first half of 2014 use specialist
paid-for payroll software. These employers
will be looking for software updates to help
them with automatic enrolment. The majority
of the remaining employers outsource their
payroll administration to payroll providers or
other companies and they may be similarly
keen to outsource the ongoing administration
of automatic enrolment.
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So what does all this mean
for 20142

The research and analysis summarised in this
chapter would suggest a number of different
issues and opportunities for automatic
enrolment in 2014.

1. The power of now

There clearly seems to be a risk

that employers staging in 2014 are
underestimating the amount of effort and
time they should expend in preparing to
comply and are making assumptions about
what they need to do. They may also be
mistaken in their belief that their chosen
provider will accept their business if they
haven't yet talked to them.

Just telling these employers that it takes six to
18 months to prepare doesn’t necessarily work.
An ‘act now’ message that tries to link action
to specific events, such as the financial year,
the New Year or the receipt of a letter from TPR
is likely to be more powerful in getting these
employers to begin their preparations.

2. Breakdown the tasks - it’s not just
about pensions

Employers staging in the first year came

to recognise that preparing for automatic
enrolment was not merely, or indeed
primarily, a pensions issue. Employers staging
in 2014 don’t necessarily fully recognise that
there’s much more to getting ready than
choosing a pension provider.

To help employers understand everything
they’ll need to do it’s helpful to break it all
down into easily digestible elements. This
may help employers feel less daunted about
the task ahead and make the steps easier to
understand. It may also help them recognise
which elements of the process could be more
time consuming or problematic than they
might have imagined.

3. Frame the challenge

Employers’ previous experience has the
potential to create powerful points of
reference in terms of their expectations.

We found many employers yet to stage
tended to look back to their past experience
of setting up or running a pension scheme.
Unfortunately in some ways this is not
necessarily the best point of reference as it
contributes to them underestimating the new
tasks, such as the ongoing assessment of their
workforce.

It may help these employers understand
what compliance entails if different points of
reference can be found. Referring to previous
big regulatory changes like the provision of
real-time information for PAYE will help them
understand how the new duties have wide
ranging business process implications.

4. Clear communication benefits all

Although opt-out rates are likely to continue
to be heavily influenced by the powerful
default effect of automatic enrolment, we
shouldn’t ignore the effect of the substantial
internal communication programmes that
many employers in the first 12 months carried
out. These may well have helped reassure
workers about being automatically enrolled
and be leading to a ‘normalisation’ of being in
a workplace pension.



Smaller employers may not have the same
amount of time and resources that larger
employers have to develop their internal
communications to the same degree, but
effective communication with workers and
other relevant parts of the business can save
time and administration by answering the
questions and concerns their workers may
have. Template communication materials that
employers can use with minimum adaption
are likely to be welcomed and useful.

5. An opportunity for intermediaries

Many of the largest employers say they found
complying with the reforms difficult and large
numbers had to make changes to their payroll
systems and processes. Employers staging
next year have a lot less time and staff to
dedicate to setting up a scheme and ongoing
administration. Many are still likely to have
some if not all of the workforce and payroll
complexities faced by the largest employers.
Generally speaking, they're also less
knowledgeable and confident about pensions
and the reforms.

This suggests that there’s a significant
opportunity for different business service
providers to offer compliance and ongoing
administration services to these employers
in 2014.
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2015 and beyond

Understandably everyone’s attention is
currently focused on the peak staging months
of 2074. It’s also important not to lose sight
of the fact that in 2015 the focus will shift to
small and micro employers. These will bring
their own set of problems and challenges.

Small and micro employers dominate the
employer landscape, making up 97 per cent
of all employers. The sheer scale of the
numbers of small and micro employers having
to comply with automatic enrolment is
illustrated by the fact that from 2016 onwards
the average number of employers staging in
each individual month is likely to be much
higher than the combined total of employers
staging in the whole of 2014. In each
individual staging month potentially over 80
per cent of the employers will have fewer than
10 workers and indeed approximately two-
thirds may be described as micro employers
(employing between one and four workers).

In addition, these employers will have much
less pensions knowledge and experience
than those staging in earlier years. Pension
provision is almost non-existent among
micro employers with nine out of 10 not
currently offering a pension at all. Among
organisations with more than 10 workers
pension provision is higher but around a
third have what might be described as shell
provision, that is a scheme with no active
members - typically a stakeholder scheme
set up at some stage in the past.
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Small and micro employers are also unlikely to
have any staff dedicated to the particular roles
of HR, payroll or finance that might be able to
take care of automatic enrolment. For small
and particularly micro employers the person
responsible will often have a less clearly
defined job role and may well be the owner of
the business.

Our research into small and micro employers
in previous years revealed that workers in
smaller businesses often feel that they have

a huge number of different roles to play

most of which get in the way of their main
business. This struggle to cope with the
multiple hats they have to wear means that
many may initially feel that the new duties
are just another unwelcome distraction from
their core business. It's perhaps not surprising
therefore that in previous research these
employers are the most likely to say they'd go
for the easiest option to comply — 69 per cent
told us they'd be doing the minimum in our
2009 employer decision-making survey.

In addition to this desire for a straightforward
solution many of these employers have a low
level of knowledge of the pensions market.

In previous research we've found that around
half of small and micro employers don’t feel
confident making decisions about pensions
and felt daunted at the prospect of setting up
a pension scheme.

Not surprisingly many of these employers
haven't built a detailed understanding of the
reforms yet. For example TPR’s latest tracking
research suggests that although 61 per cent of
micro employers were aware of the changes
in pensions law only 35 per cent understand
the key elements of the reforms. TPR also
found that 41 per cent of small employers
and 52 per cent of micro employers are ‘likely
to leave it as late as possible before thinking
about how to comply’. This is a far greater
proportion than their larger counterparts
where fewer than 10 per cent thought this
would be the case. Not only are a greater
proportion expecting to leave it to the last
minute to comply but TPR’s research suggests
significantly more, around a third, don’t
currently plan to seek advice.

While the challenges for medium to large
firms are about more than pensions and
more likely to be about business processes,
small and micro employers are likely to

be very different. On the one hand the
challenges faced by employers so far in
terms of complicated payroll and changing
large embedded business processes are
less acute. On the other the general lack
of experience, knowledge and confidence
with pensions in this cohort could make

it harder for them to put compliant
schemes in place. So for them automatic
enrolment may be just about pensions
and we may all need to think differently
about how best to support this next group
of employers as they come on board. @
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What does
ood look
tke in
20147

Association of British Insurers

There is universal agreement that automatic enrolment has started
extremely well over the last fifteen months, with the latest figures from
The Pensions Regulator showing that 2.6 million people have now been
automatically enrolled and less than one in 10 have opted out.

Meanwhile, the industry continues its work to ensure that people are
enrolled into transparent, value-for-money workplace schemes, with
pension charges for newly set up automatic enrolment schemes at
their lowest level ever at 0.52 per cent annual management charge.
The industry has also committed to undertake an audit of all existing
workplace pension schemes set up before 2001 and those set up
after 2001 with charges above 1 per cent to make sure that all savers
in workplace pension schemes can have confidence that they are in

a value-for-money scheme. And in two months’ time, our Code of
Conduct on Retirement Choices will have been in operation for one
year, ensuring retirees receive clear information from their pension
provider about their retirement choices and the critical importance of
shopping around.

It is important that we maintain this positive momentum in the lead
up to the crucial ‘twin peaks’ period which will see in excess of 22,000
employers stage between April and July this year. We can’t afford to
make changes that would require employers and providers to revisit
all the preparatory work they have already done for staging and have
urged the government, if they proceed with plans for a charge cap, not
to implement this before April 2015.

But we must not lose sight of the broader picture. People beginning
their savings journey today through automatic enrolment will have
different needs at retirement to those today. This is why we have
launched the first comprehensive review of the products, information
and advice available to people as they reach retirement. With an
ageing population and shifting work patterns, this review is asking
whether the current process for retirement is fit for the future and
what possible changes could be made to ensure people achieve a good
retirement income with the savings and assets they have available. We
will publish our report in the second quarter of this year and encourage
everyone with an interest in pensions to contribute to the review at
abi.org.uk/Insurance-and-savings/Topics-and-issues/A-new-
retirement

Yvonne Braun, head of savings, retirement and social care


http://www.abi.org.uk/Insurance-and-savings/Topics-and-issues/A-new-retirement
http://www.abi.org.uk/Insurance-and-savings/Topics-and-issues/A-new-retirement
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Chartered Institute of
Payroll Professionals

The CIPP has been impressed by the way

in which employers and payroll software
providers have embraced automatic
enrolment in 2013. 2013 also saw the
Minister of State for Pensions, Steve Webb
demonstrating that he has listened to
employers, payroll software providers and
representative bodies to help simplify some
of the very complex rules. However where
will we be in 2014?

The CIPP still has major concerns for the
smaller employer, in particular those who
are due to stage between May and July 2014.
It is critical that businesses understand their
obligations to ensure they don't fall foul of the
legislation. No one knows what the capacity
capability of the pensions industry will be
and we hope businesses and employers have
seen the adverts and talked to their pension
providers or financial advisors to ensure they
are ready.

A lot of middleware products have come on
to the market and employers need to weigh
up the costs versus administration. Different
products will be required depending on what
the employer has in place now, or might
need in the future to meet their obligations.
One point to bear in mind is that if 30,000
employers all go to their pensions providers,
middleware or payroll software provider in the
month before they are due to stage they will
likely not meet their staging date! The CIPP
would urge all employers due to stage next
year to plan now - don't be left behind.

Karen Thomson MSc FCIPP, associate director
of policy, research and strategic visibility

CBI

2014 will be an important year for the
pensions industry. The current Pensions Bill
should receive Royal Assent, embedding The
Pension Regulator’s new statutory objective.
But 2014 will also be a key year for automatic
enrolment. So far, a year into the five-year
staging programme, roll-out has been a
success. With 30,000 employers staging
between April and July 2014 alone, it is vital
that the government, pensions industry and
business work together to get automatic
enrolment right. Crucial to this will be:

> astable and affordable regulatory
framework for defined contribution
schemes

> clear, accessible support and advice
for employers

> material improvements in employee
engagement and responsibility on
preparing for retirement

> employers preparing early for staging.

Katie Dash, policy adviser, employment
and skills



EEF, the manufacturers’
organisation

The majority of EEF members have a staging
date in 2014. Their focus has been and will

be on meeting their automatic enrolment
obligations and then embedding their
continuing duties as business as usual.

The reality of automatic enrolment is that
although over 70 per cent of EEF members
have an existing workplace pension scheme,
this has not exempted them from the
administrative and organisational changes
needed to comply with the new law.
Manufacturers will end 2014 with some relief
that the introduction of automatic enrolment
is over and question whether the government
did enough to smooth out the wrinkles which
add cost and burden to business.

For those manufacturers who have already
passed their staging date, 2014 will be a

time to scan the horizon and look to see
what workplace pensions will look like in the
future. Quality, governance and outcomes
are the buzzwords coming from government.
While manufacturers have demonstrated a
long-standing commitment to supporting
workplace pensions, they will want to see
any future reform at a pace which they and
their workforces can absorb, and not a race to
implement change.

Tim Thomas, head of employment policy
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Federation of Small
Businesses

With most of our members not scheduled

to reach their staging dates until after 2015,
there is still time to get automatic enrolment
right for small firms. In 2014, we would like
to see the government respond directly to
employer concerns. In particular, it should
build on recent simplification announcements
(such as the welcome decision to extend the
joining window to six weeks) by making sure
that the administrative burden is kept to a
minimum and that maximum flexibility is
given to small firms to help them comply
with their duties.

One area that will be key to the operational
success or otherwise of automatic enrolment
is the partnership with the payroll sector.
Software providers must ensure their products
are fully functional with automatic enrolment
as soon as possible to prevent problems later
on. In addition the government must work
closely with The Pensions Regulator and other
key stakeholders to deliver guidance for small
firms in a clear, simple and practical format.
This must include additional guidance for
employers on choosing a pension scheme, so
that they can make an informed decision that
is in the best interests of their staff.

Mike Cherry, national policy chairman
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Forum of Private Business

For the first time, employers have a statutory
duty to provide and contribute towards a
pension scheme for all employees. This is a big
step for small businesses but a necessary one.
The good news is that with bigger businesses
going first, some of the stumbling blocks have
been identified and resolved, making the
transition for smaller businesses smoother.
However, it is important that businesses
without a dedicated HR function are
supported in complying with the new rules.

Alexander Jackman, head of policy

Institute of Directors

From our point of view, ‘good’ looks like we've
not seen providers ‘fall over’ under the weight
of workers being automatically enrolled in
2014, and we have seen little evidence of
employers struggling to comply with the

new duties. ‘Good’ also looks like continuing
low opt-out rates as we start to see smaller
employers stage in, and low requirements for
regulatory intervention for employer non-
compliance. ‘Good’ looks like more people
saving more for later.

Malcolm Small, senior adviser — pension policy

National Association of
Pension Funds

The first year of automatic enrolment has been
a big success for employers, pension schemes
and employees. This summer the National
Association of Pension Funds (NAPF) conducted
research with employers who have begun
automatic enrolment and the employees it has
affected, to see what is working best and where
the challenges lie. We found that employers
have taken the opportunity to breathe new life
into their pension arrangements and employees
have been overwhelmingly supportive, with opt-
out rates much lower than we expected. Our
report Automatic Enrolment: One Year On
brings those findings together and uses them to
provide practical guidance for employers at the
start of their journey.

The NAPF has supported automatic enrolment
from the beginning and we are pleased to see

it get off to such a successful start. But 2014 is
going to be much harder than 2013 —with smaller
firms having less resource and pensions expertise
to dedicate to the change. Even large employers
have struggled with the complexity of the
automatic enrolment rules and have emphasised
the need for long periods of preparation.

The NAPF has been doing its bit to help
employers. We launched an automatic
enrolment website in February 2013 to help
guide employers through the complicated
rules and regulations. Our work on automatic
enrolment, together with our launch in

2009 of the Pension Quality Mark and more
recently of the PQM READY for master
trusts, is a core element of our wider focus on
governance and standards in DC pensions.

Another challenge for 2014 is making sure that
the millions of new pension savers are enrolled
into schemes that can deliver good outcomes.
The NAPF strongly believes that scale and good
governance are key to achieving this.

Richard Wilson, defined contribution policy lead



NEST

Looking back over the last year, | think we can
confidently say that automatic enrolment so
far has been a real success.

Employers have successfully enrolled 2.5
million workers. We're proud to have played a
major part in that and we've seen exponential
growth —from 80,000 members and 340
employers at the end of March 2013 to almost
800,000 members and 2,500 participating
employers by the end of the year. We've
worked hard alongside other providers to help
ensure employers could meet their duties.
Employers have also been supported by an
army of intermediaries, including advisers,
payroll providers and administrators.

Opt-outs for NEST members have been far
lower than expected, averaging around 8 per
cent which is great news. This pattern is not
consistent across age groups however and
rates can be double this level among people
aged 50 and over.

Looking forward, we know that 2014 is going
to be an incredibly busy year for NEST with
the potential for between 10,000 and 20,000
employers to come through our doors.

Much has already been said about the potential
for a ‘capacity crunch’ among pension providers
in the spring, when between 20,000 and
30,000 employers reach their staging dates.
And that’s just the start. Employer numbers
increase substantially from that point until
implementation is complete in 2018.

What's clear is that employers expect to get
help, not only from providers in terms of the
tools they provide but also from intermediaries.
We want to help intermediaries meet their
clients’ needs and have been working closely
with IFAs, payroll and business services
providers throughout 2013.

61

For us, in 2014 good for employers would
look like:

> Employers understand how to meet their
automatic enrolment duties, comply on time
and have easy access to good quality, low-
charge schemes. For that to happen, they
need to get ready as early as possible to make
sure their worker data is in a good place.

But it's not all down to employers. Providers
and intermediaries should continue to

work together to ensure employers have
good quality schemes available for all their
workers and feel reassured that they have
everything they need in place.

Good for intermediaries would look like:

> Intermediaries take advantage of the
potential that automatic enrolment brings
to their business and have adapted their
services to ensure they not only help
employers understand their duties, but can
give employers ongoing support if that’s
what their clients want.

Good for members would look like:

> Participation in workplace pensions as a
whole continues to increase and opt-out rate
remains low. We'd like to ensure this is true
across all ages. We think the higher opt-out
rates among older workers are worrying given
that people in their 50s could have 10 to 20
years of saving open to them. We'd like to try
and help older workers understand why they
should seriously think about staying in their
workplace pension when enrolled.

> The consensus that saving in a workplace
pension is the right thing to do for most
people remains strong.

For the longer term, as an industry we also
need to think about how to engage all
members once they start saving to help them
think about whether their contributions are
enough to meet their aspirations.

Tim Jones, chief executive, NEST
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Which?

Automatic enrolment has made a promising
start with opt-out rates remaining low. In
our focus groups, those who had just been
automatically enrolled expressed relief that
they were finally doing the right thing in
saving for their retirement.

There has also been some progress made

in protecting consumers. Following Which?
mystery shopping exposing the risk of high
‘consultancy charges’ being taken, the Minister
of State for Pensions decided to ban this
practice. There is now widespread agreement
that merely disclosing pages of information to

consumers and employers will not be sufficient.

However, there remains more to do. It is

vital that all schemes used for automatic
enrolment are high quality, free from conflicts
of interest, offer protection for consumers’
assets, have low charges and provide value
for money. The level of charges in the pension
scheme used for automatic enrolment will
have a substantial impact on the final pension
received by the employee.

Confidence in pensions is fragile and strong
quality requirements and a charge cap need
to be implemented quickly so consumers
automatically enrolled into pension schemes
can be reassured that their schemes offer
value for money.

Over 14,500 consumers supported Which?’s
pensions campaign. This called for the charge
cap to be set at 0.5 per cent a year and applied
to all existing as well as new workplace
pensions. Employees will regularly switch jobs
so the practice of applying deferred member
penalties, potentially doubling charges also
needs to be banned.

Most importantly the governance of all
schemes needs to ensure that those running
the schemes have clear legal duties to get
the best deal for scheme members. This
should include regularly reviewing charges
and ensuring that the process of taking a
retirement income involves shopping around
and delivers the right type of annuity for the
consumer and as much income as possible.

Finally, although this will be a difficult task,
we need to continue to attempt to improve
consumer engagement in their pensions.
All schemes should provide clear, jargon-
free information that helps consumers
understand how much they might need in
their retirement, what they might get from
their existing pension provision and what
options they have to make up any gap.

Dominic Lindley, financial services
team leader @
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Appendix:
sources

This report draws on information and
insights from a number of different sources.
It has been informed by a wide variety

of published research papers, our own
research and analysis of data froma
number of different surveys conducted by
the DWP and other organisations.

Research by NEST

This report draws on a number of our own qualitative and quantitative
research projects which explore what individuals, employers and
intermediaries think of automatic enrolment, pensions and NEST.

Quantitative research
Employer readiness survey

We carry out regular surveys of employers that track their awareness,
understanding and preparation for the reforms. Each survey involves
between 500 and 700 employers.

Intermediary survey. Our regular survey of intermediaries tracks their
preparations for the reforms and how they’re approaching supporting
their clients. Each survey involves between 150 and 180 employee
benefits consultants and independent financial advisers.

Consumer survey. This is a regular survey of 1,000 consumers who
were either eligible for automatic enrolment or had recently been
automatically enrolled. It tracks their awareness, understanding and
attitudes towards automatic enrolment and pensions.

Employer decision-making quantitative survey, 2009. This research
was carried out by the Personal Accounts Delivery Authority before the
launch of NEST. It's an in-depth exploration of employers’ attitudes
and knowledge about pensions and their expected approach to
making decisions. We surveyed 3079 employers.
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Qualitative research

Retirement Projections Research, 2013.
In-depth interviews and group discussions
with 105 individuals. The research explored
individuals’ perceptions of pension outcomes
and what they needed from communications
about outcomes. In this research we tested

a number of different design concepts for
probabilistic projections.

Investment Communications Research, 2012.
Research exploring how to talk to potential
members about investment and in particular
about NEST’s investment proposition. This
project involved a combination of in-depth
interviews and workshops with 175 people.

Employer-readiness qualitative research,
2013. In-depth interviews with 25 employers
due to reach their staging date in 2014 and

an additional five interviews with larger
employers who had already reached their
staging date. The research complemented our
quantitative surveys and explored in detail the
expected compliance journey for firms staging
in 2014.

Employer decision-making qualitative
research, 2008. This research was carried out
by the Personal Accounts Delivery Authority
before the launch of NEST. We carried out
in-depth interviews and group discussions
with 142 employers and intermediaries to find
out how the reforms might affect employer
attitudes to workplace pensions.

Research by other
organisations

We also draw upon the research of other
organisations to inform our work.

Department for Work and Pensions

Automatic enrolment evaluation report,
2013. Available at www.gov.uk/government/
publications/automatic-enrolment-
evaluation-report-2013

Automatic enrolment: qualitative research
with large employers, 2013. Available at www.
gov.uk/government/publications/automatic-
enrolment-qualitative-research-with-large-
employers-rr851

Research on Predictions of Income in
Retirement, November 2010. Available at www.
gov.uk/government/uploads/system/uploads/
attachment_data/file/214385/WP87.pdf

Attitudes to Pensions: the 2012 Survey,
2012. Available at www.gov.uk/government/
uploads/system/uploads/attachment_data/
file/193372/rrep813.pdf

Pensions Portfolio: Communications Tracking
Research, July 2013. Available at www.gov.
uk/government/uploads/system/uploads/
attachment_data/file/251435/pensions-
communications-research-july-2013.pdf

Chartered Institute of Insurers

Are we inyet? A report into small business
employers’ readiness for the workplace
pension reforms, 2013. Available at www.cii.
co.uk/media/4794166/are_we_in_yet_cii_
auto-enrolment_report_27aug2013.pdf

Employer pension provisions survey, 2011.
Available at: www.gov.uk/government/
publications/employers-pension-provision-
survey-2011rr802



National Association of
Pension Funds

Workplace Pension Survey, October
2013. Available at www.napf.co.uk/
PolicyandResearch/DC/NAPF-workplace-
pension-survey.aspx

Institute of Directors

Another new dawn for pensions, spring
2013. Available at www.iod.com/~/media/
Documents/PDFs/Influencing/Taxation%20
pensions/Pensions/2013/Retirement%20_
not_what_it_used_to_be

The Pensions Regulator

Employers’ awareness, understanding and
activity relating to workplace pension
reforms, spring 2013'. Available at www.
thepensionsregulator.gov.uk/docs/employer-
awareness-workplace-pensions-report-
spring-2013.pdf

The Pensions’ Regulator (Spring 2013)
Intermediaries’ awareness, understanding
and activity in relation to workplace pension
reforms, spring 2013’. Available at www.
thepensionsregulator.gov.uk/docs/spring-
2013-intermediary-final-report.pdf

Automatic enrolment: Registration

report, January 2014 . Available at www.
thepensionsregulator.gov.uk/docs/automatic-
enrolment-monthly-registration-report.pdf

Automatic enrolment: Employer forecast
staging profile, January 2014. Available at
www.tpr.gov.uk/staging-profile
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