When it comes to a merger, don’t forget pensions

The pressures of recent financial times have seen an increase in the numbers of charities merging.  Mergers can prove a challenging time for both organisations as they have to balance the financial and other benefits of merging with the upheaval that such a significant change can have on employees and the overall new organisation’s culture.

When deciding to merge with another charity, it is essential that organisations consider any pension scheme and employee benefits as part of their due diligence procedure. In my experience, this can often be overlooked but the consequences for getting it wrong can be very costly.

Pensions and Mergers
Pensions can be notoriously complicated and are often misunderstood.  When you are looking to merge with another organisation there are a number of factors to consider;
· What type of pension scheme do both organisations offer? 
If the organisation to be merged has a final salary scheme, it is essential to consider whether there are any existing pension liabilities. This type of scheme can be fraught with high costs and some charities find themselves inheriting significant pension deficits. 
Multi-employer schemes are another area to be aware of – this type of scheme cannot always be transferred to a new employer and therefore any pension debt would have to be crystallised when the two organisations merge.
Typically, there are less risks associated with Defined contribution schemes, of which the most popular is Group Personal Pension and Group stakeholder, however more care does need to be taken with Company Money Purchase schemes.
· Pension contribution levels
Consider what pension contribution rates are being offered to both sets of employees – if the organisation to be merged offers say 6% contribution into a money purchase occupational scheme or stakeholder pension scheme and the existing organisation offers 5%, employees moving to the new organisation will be entitled to receive a higher contribution level under Transfer of Undertakings (TUPE). This means that staff in the original company will receive less in their pensions and you will need to take a view as to whether to equalise all pensions to the higher contribution rate to foster better working relations and retain staff.
Don’t forget, it’s not just pensions that need to be considered but all employee benefits, like Group Life Assurance or Permanent Health Insurance, which the employer may have offered staff.  Again, these will need to continue to be offered under TUPE and employers need to consider the potential cost implications of bringing benefits in line.
· Take financial advice as part of your due diligence

In my opinion, it is always advisable to take professional advice in respect of pensions prior to merging to ensure that all areas are properly considered and potential pitfalls are avoided. Without it, there could be significant financial consequences.
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