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A Strategic Guide for SMEs on the UK's New
Employment Law Landscape

Introduction: Navigating the Most Significant Workplace
Reforms in a Generation

The United Kingdom's employment law framework is on the cusp of its most profound
transformation in a generation. The introduction of the Employment Rights Billon 10
October 2024 by the new Labour Government marks the beginning of a comprehensive
overhaul of the relationship between employers and their workforce.

Described as the cornerstone of the government's "Plan to Make Work Pay," this landmark
legislation aims to enhance worker security, drive economic growth, and modernise
employment rights to reflect the contemporary world of work. With Royal Assent anticipated
in Autumn 2025, businesses across the country must prepare for a series of fundamental
changes that will reshape their obligations and responsibilities.

For Small and Medium-sized Enterprises (SMEs), this legislative wave presents a unique and
substantial challenge. Research indicates that as many as 63% of SMEs believe these
upcoming changes will impact them more severely than previous updates, a concern
amplified by the fact that in 57% of these businesses, HR functions are managed by non-
specialists such as founders, office managers, or operations directors. These "accidental
HR managers," while adept at adapting, now face a complex web of new compliance
requirements that demand careful navigation and strategic preparation.

Crucially, the implementation of these reforms is not a singular event but a carefully phased
rollout, as detailed in the government's implementation roadmap published on 1 July 2025.
This staggered approach, with changes taking effect from early 2025 through to 2027 and
beyond, provides a structured timeline for adaptation. It allows businesses to address the
most immediate financial impacts first, while planning for the more structural and
procedural reforms that will follow. This structure transforms what could be an
overwhelming compliance burden into a manageable, multi-year process of strategic
adjustment.

This report is designed to serve as a definitive guide for SME owners and managers through
this new landscape. It provides a detailed, practical, and strategic analysis of each key
legislative change, its specific implementation date, and the concrete actions required to
ensure not only compliance but also the mitigation of significant new legal and financial
risks. By understanding the nuances of this new era of employment, SMEs can move beyond
reactive compliance and begin to future-proof their operations, turning potential challenges
into opportunities for growth and talent retention.
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Section 1: The 2025 Financial Reset: Immediate Impacts
on Payroll and Budgets

The first wave of reforms presents the mostimmediate and quantifiable challenge for SMEs,
with a series of fiscal changes set to take effect from April 2025. These adjustments,
announced in the Autumn 2024 Budget, directly impact payroll costs and require urgent
attention in financial planning and budgeting cycles.

National Minimum and Living Wage Increases

Effective from April 2025, statutory wage floors will see a significant increase. The National
Living Wage, applicable to workers aged 21 and over, will rise from £11.44 to £12.21 per
hour. Simultaneously, the National Minimum Wage for those aged 18 to 20 will increase
from £8.60 to £10.00 per hour. This represents a substantial uplift in direct labour costs for
businesses employing staff at or near these rates.

These increases are not merely an annual adjustment but part of a longer-term
governmental strategy. The stated policy goal is to eventually merge the National Minimum
Wage with the Living Wage, creating a single, higher statutory rate for all adult workers,
regardless of age. This signals a clear and continuing upward trajectory for the wage floor,
which businesses must factor into their medium-term financial forecasting.

Forimmediate action, SMEs must update their payroll systems to reflect the new rates,
review the salaries of employees who were previously paid just above the minimum to
maintain pay differentials, and ensure all employment contracts are amended accordingly
to avoid underpayment claims.

Employer National Insurance Contributions (NICs) Overhaul

The most complex and potentially impactful financial change is the comprehensive overhaul
of Employer National Insurance Contributions. This reform has two primary components
that, in tandem, create a deliberate fiscal pressure on the cost of employment. Firstly, the
rate of Class 1 Employer NICs will increase from 13.8% to 15%. Secondly, and more
significantly for employers of lower-paid workers, the threshold at which these contributions
become payable will be substantially reduced, from an annual salary of £9,100 down to
£5,000.

However, a critical mitigating factor has been introduced specifically to shield the smallest
businesses from the full force of this change. The Employment Allowance, which can be
claimed by eligible employers to reduce their annual NICs liability, will be more than
doubled, increasing from £5,000 to £10,500. This enhancement is a crucial, targeted
intervention that fundamentally alters the financial impact for micro-businesses.



The previous allowance of £5,000 was insufficient to cover the Nl liability for even a single
full-time minimum wage worker under the new rules. By raising the allowance to £10,500,
the government is effectively allowing a business to employ approximately four full-time
minimum wage workers before incurring any Employer Nl liability. This transforms the
allowance from a minor tax break into a strategic subsidy designed to prevent the NI hike
from stifling job creation at the smallest end of the SME spectrum. The net effect of these
interconnected changes—the Nl rate increase, the threshold decrease, and the allowance
enhancement—creates a clear divergence in impact. Micro-businesses with just a few
employees may find their overall NI bill remains stable or even decreases.

In contrast, larger SMEs with more staff or higher average salaries will face a significant and
unavoidable increase in their payroll tax burden. For an employee earning £40,000, the
annual cost to the employer will increase by approximately £986, rising to around £1,226 for
an employee on £60,000. This necessitates that every SME conducts a detailed analysis of
its specific payroll structure to accurately forecast its new liabilities from April 2025.

The following table provides a model to help SMEs calculate the financial impact of these
changes on their payroll costs.

Annual Cost
Employer NI Cost Employer NI Cost

Employee Salary . . Increase per
(Pre-April 2025) (Post-April 2025)

Employee
£15,000 £814.20 £1,500.00 £685.80
£25,000 £2,194.20 £3,000.00 £805.80
£40,000 £4,264.20 £5,250.00 £985.80
£60,000 £7,024.20 £8,250.00 £1,225.80
Scenario Analysis (Annual NI Pre-April 2025 Post-April 2025 Net Change

Bill)
Business A: 3 employees at £6,582.60 (Total) - £9,000.00 (Total) -

£25k (Eligible for Employment £5,000 (Allowance) = £10,500 -£1,582.60
Allowance) £1,582.60 (Allowance) = £0

Business B: 10 employees at

£40k (Not eligible for

Allowance due to total NI

liability)

£42,642.00 £52,500.00 +£9,858.00

Export to Sheets

Note: Calculations are illustrative, based on a 13.8% rate above a £9,100 threshold (pre-
2025) and a 15% rate above a £5,000 threshold (post-2025). Eligibility for the Employment
Allowance may depend on other factors.



Section 2: The New Employment Journey: Rights from Day
One to Dismissal

Beyond the immediate financial adjustments, the Employment Rights Bill introduces
profound structural reforms that redefine the entire lifecycle of employment. These changes
systematically shift risk and responsibility towards the employer from the very first day of the
working relationship, demanding a more formalised and diligent approach to HR
management, particularly during the initial stages of employment.

The End of Qualifying Periods for Key Benefits (April 2026)

A cornerstone of the new legislation is the abolition of qualifying periods for several key
statutory entitlements. Under the current system, employees often have to wait for a
specified period, sometimes up to two years, to access certain rights. From April 2026, this
model will be dismantled for several core benefits. The rights to Statutory Sick Pay (SSP),
unpaid parental leave, and paid paternity leave will become day-one entitlements, available
to employees from their first day of service.

This change has immediate practical implications for SMEs. All employment contracts, offer
letters, and staff handbooks must be meticulously reviewed and updated to remove any
clauses referencing qualifying periods for these specific rights. Onboarding procedures
must also be revised to ensure that new starters are made fully aware of theirimmediate
entitlements from the outset. This reform simplifies the landscape for employees but
requires employers to bear the associated costs and administrative responsibilities from the
very beginning of every new hire's tenure.

The Landmark Shift in Unfair Dismissal (2027)

Arguably the most significant and far-reaching reform within the Bill is the removal of the
two-year qualifying period for an employee to be protected from unfair dismissal. This
protection will become a "day-one right," scheduled to take effect in 2027. This change
fundamentally alters the risk calculus for employers, eliminating the two-year "buffer" during
which the risk of an unfair dismissal claim was minimal for most dismissals.

To prevent this change from creating a chilling effect on hiring, the government is introducing
a crucial counterbalance: a new statutory probation period. While the exact length is subject
to a consultation planned for Summer/Autumn 2025, the government has indicated a
preference for a period of nine months. During this legally defined "initial period of
employment," employers will be permitted to follow a "lighter-touch" and "less onerous"
procedure when dismissing an employee for reasons related to their suitability for the role,
such as their conduct, capability, or qualifications.



Itis critical to understand the nuances of this new framework. This simplified dismissal
process will not be a blanket permission to dismiss at will during probation. It will not apply
to all types of dismissal, with redundancy being a notable exclusion. Furthermore, the exact
mechanics of this "lighter-touch" process and how it will interact with the established ACAS
Code of Practice on Disciplinary and Grievance Procedures are yet to be defined and will be
the subject of the forthcoming consultation.

The confluence of these two changes—day-one unfair dismissal rights and the new statutory
probation period—fundamentally elevates the importance of the first months of
employment. The probationary period is transformed from what was often a procedural
formality into the primary, legally-defined window for employers to assess suitability and
manage performance risk with reduced procedural burdens. SMEs that currently lack
robust, documented, and consistently applied probation review processes will find
themselves highly exposed to legal challenges from 2027 onwards. The focus of
performance management must, therefore, shift dramatically to this initial phase of
employment.

Furthermore, while the rules around ordinary unfair dismissal are changing, the existing
categories of automatic unfair dismissal—for reasons such as whistleblowing, asserting a
statutory right, or issues related to pregnancy and maternity—already apply from day one
and are not subject to any qualifying period.

The high-profile nature of the Bill's "day-one rights" will inevitably increase workforce
awareness of these protections. Consequently, it is plausible that employees dismissed
during their probation, even under the new "lighter-touch" rules, may be more inclined to
frame their claims as an automatic unfair dismissal to bypass any arguments related to the
probationary period. This places an even greater onus on employers to ensure that the
reason for any dismissal during probation is genuinely and demonstrably related to
suitability and is in no way connected to a protected characteristic or activity.



Section 3: Reshaping Contracts and Working Practices

The Employment Rights Bill extends its reach into the very structure of employment
arrangements and the processes for amending them. A suite of reforms is designed to
curtail employer flexibility where it is deemed "one-sided" and to shift the balance of power
towards mutual agreement and predictability, particularly concerning contractual changes
and working hours.

The Severe Restriction of 'Fire and Rehire' (October 2026)

The controversial practice of "fire and rehire"—dismissing employees and offering to re-
engage them on new, often less favourable, terms and conditions—will be severely
restricted from October 2026. The new legislation will make it automatically unfair to
dismiss an employee for refusing to agree to a variation of their core contractual terms. The
list of protected "restricted variations" includes fundamental terms such as pay, hours of
work, pensions, and leave entitlements.

The Bill provides for an exception to this rule, but the threshold is exceptionally high. An
employer may still lawfully use this practice only if it can provide evidence of severe
financial difficulties that directly affect its ability to continue as a "going concern," and it
must also demonstrate that the proposed contractual change was unavoidable. This is a far
more stringent test than simply needing to reduce costs or improve efficiency. For the vast
majority of businesses, this reform effectively removes a tool that was sometimes used to
enforce operational changes in response to evolving market conditions. The legislative
direction is clear: contractual changes should be achieved through genuine consultation
and mutual agreement, not through the threat of dismissal. SMEs will need to place a much
greater emphasis on drafting employment contracts with appropriate and reasonable
flexibility clauses from the outset and on mastering the process of negotiated change.

A New Deal for Zero-Hours Contracts (2027)

The reforms targeting zero-hours contracts, set to be implemented in 2027, do not
constitute an outright ban as was speculated in some quarters. Instead, the legislation
introduces a new framework of rights designed to address the precarity associated with
such arrangements. The central change is the creation of a new legal right for workers on
zero-hours contracts to request a more predictable and stable working pattern.

Under the new system, after a 12-week "reference period," a worker will be legally entitled to
request a fixed-hours contract. The terms of this contract must be based on the average
number of hours they have worked over that 12-week period. Crucially, the employer will be
legally obliged to grant this request. In addition, the Bill introduces a right to compensation
for shifts that are cancelled or significantly reduced at short notice, with the amount of
compensation proportionate to the notice given.
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For SMEs that rely heavily on a flexible, zero-hours workforce to manage fluctuating demand,
these changes will require a significant operational adjustment. They will need to develop
more sophisticated systems for forecasting labour requirements to avoid the costs of short-
notice cancellations. More strategically, they must prepare for a potential, and perhaps
significant, transition of their casual workforce onto fixed-hours contracts. This shift carries
with it wider implications for budgeting, payroll administration, and the automatic enrolment
pension obligations that may be triggered as workers move onto more formalised
employment terms. This could lead many SMEs to proactively offer part-time contracts from
the outset to simplify administration and ensure a stable workforce, effectively reducing
their reliance on a truly "zero-hours" model.

Strengthening Flexible Working Rights (2027)

Building upon the Employment Relations (Flexible Working) Act 2023, which made the right
to request flexible working a day-one entitlement from April 2024, the new Bill will further
strengthen these protections from 2027. The current law requires employers to consider
requests and provide one of eight legitimate business reasons if arequestis refused. The
new legislation adds a substantive layer to this requirement.

From 2027, it will no longer be sufficient for an employer to simply cite one of the statutory
reasons. They will be required to provide a detailed written justification that explains why the
refusal is "reasonable" in the context of their business operations. This moves the legal test
from a procedural checklist to a substantive assessment of the employer's decision-making
process, which will be open to scrutiny at an Employment Tribunal. This change, combined
with the restrictions on 'fire and rehire’, signals a clear legislative intent to move away from
unilateral employer decisions on working patterns. The new landscape will demand a more
collaborative, transparent, and well-documented process of negotiation and agreement. For
SMEs, this means that line managers, who are often the first point of contact for such
requests, will require training on how to assess requests fairly and how to articulate the
business reasoning for any refusal to a much higher legal standard than is currently
required.



Section 4: A Proactive Approach to Workplace Safety and
Support

A significant thematic thread running through the Employment Rights Bill is the expansion of
the employer's duty of care. The legislation introduces new and enhanced obligations that
require businesses to take a more proactive and preventative stance on issues of employee
wellbeing, harassment, and support during significant life events. This marks a shift away
from a reactive model of compliance towards one where prevention is a core legal duty.

The Heightened Duty to Prevent Harassment (October 2026)

The legal framework for preventing workplace harassment will be substantially strengthened
from October 2026. The existing duty on employers, established in October 2024, to take
"reasonable steps" to prevent sexual harassment will be upgraded to a more stringent
requirement to take "all reasonable steps".

While the change in wording is subtle, its legal significance is considerable. It implies a more
exhaustive and proactive duty, moving beyond simply having a policy in place. A tribunal will
likely scrutinise not just whether an employer had a policy, but whether it conducted risk
assessments, provided regular and specific training, and took active steps to change the
work environment to reduce risk. Prevention activities will become a core component of an
employer's legal defence, not merely an indicator of good practice.

Most critically for many SMEs, the Bill will reintroduce employer liability for the harassment
of employees by third parties, such as customers, clients, or suppliers. An employer will be
held legally liable for such an incident unless it can demonstrate that it took all reasonable
steps to prevent it from occurring.

This reform has profound implications for any business with public-facing roles, including
retail, hospitality, and field-based services. It legally extends the definition of a "safe working
environment" beyond the immediate control of the employer and into interactions with the
public.

In response, SMEs must undertake a comprehensive review of their anti-harassment
policies and procedures. This must translate into tangible action, including regular,
mandatory training for all staff and managers on what constitutes harassment and how to
report it. For businesses with public-facing roles, new measures may be required, such as
visible signage regarding expected customer conduct, training staff on de-escalation
techniques, and implementing clear policies for addressing and, if necessary, barring
abusive customers.



Enhanced Family-Friendly and Bereavement Protections

The Bill also introduces stronger protections for employees during and after periods of
family-related leave and establishes a new statutory right to bereavement leave.

Dismissal protections for pregnant women and employees who have recently been on
maternity, adoption, or shared parental leave will be significantly enhanced. It will be illegal
in most circumstances to dismiss an employee during their pregnancy or for a protected
period of six months after they return to work from such leave. This extends the period of
heightened protection and reduces the risk of discriminatory treatment for new parents
returning to the workforce.

Furthermore, a new statutory right to unpaid bereavement leave will be introduced for all
employees, expected to take effect in 2027. This right is intended to provide employees with
job-protected time off to grieve the loss of a loved one. Following amendments during the
Bill's passage, this right has been explicitly extended to cover pregnancy loss that occurs
before 24 weeks of gestation, acknowledging a wider range of circumstances that
necessitate compassionate leave. SMEs will need to update their absence and leave
policies to incorporate this new statutory entitlement, ensuring managers are aware of the
right and handle requests with sensitivity and in accordance with the new law.



Section 5: Navigating New Procedures and Enforcement

The final pillar of the reforms involves significant changes to administrative procedures, the
legal process for resolving disputes, and the state's enforcement mechanisms. These
changes will increase the compliance burden on SMEs and alter the landscape of
employment litigation.

New Administrative Duties

Employers will be subject to new, explicit administrative duties. A key change is the
introduction of a legal requirement for employers to inform all workers of their right to join a
trade union. This information will likely need to be incorporated into standard employment
contracts or employee handbooks provided at the start of employment.

Additionally, while the mandatory reporting requirements for pay gaps and menopause
support will initially only apply to businesses with 250 or more employees, their inclusion in
the Bill signals a clear direction of travel towards greater corporate transparency.

The Bill will require these larger organisations to publish not just gender pay gap data, but
also a specific "action plan" detailing how they intend to close the gap. Similarly, they will be
required to publish a "menopause action plan". For ambitious and proactive SMEs,
voluntarily adopting similar reporting and action planning can serve as a powerful tool to
enhance their employer brand and demonstrate a commitment to diversity and inclusion,
potentially providing a competitive advantage in attracting talent.

The Changing Dispute Landscape

The procedural framework for employment disputes is set for a major overhaul. From
October 2026, the time limit for an employee to bring most claims to an Employment
Tribunal will be doubled, extending from the current three months to six months. This
extension creates a significantly longer period of uncertainty for employers following any
contentious termination or workplace dispute.

A situation that an employer might have considered resolved could re-emerge as a legal
claim up to half a year later. This will have a direct impact on risk management strategies,
the duration for which detailed records must be meticulously maintained, and the calculus
involved in deciding whether to offer a settlement agreement.

Complementing this procedural change is the establishment of a new, powerful
enforcement body. The Fair Work Agency is scheduled to be launched in April 2026,
consolidating the functions of existing enforcement bodies like the Gangmasters and Labour
Abuse Authority and the National Minimum Wage enforcement team.
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This new agency will have an expanded remit, taking on additional responsibilities for
enforcing rights such as holiday pay and statutory sick pay. Crucially, it will be equipped with
enhanced powers to "investigate, inspect and take action against businesses that are
flouting the law," including the ability to bring tribunal cases on behalf of workers.

This signals a shift from a purely claimant-led enforcement model to a more interventionist
state-led regime. SMEs, particularly those in sectors with historically high rates of non-
compliance, could face proactive investigations and enforcement actions from this agency,
representing a new and more formidable compliance threat.

The following table provides a consolidated timeline of the key changes and a checklist of
actions for SMEs to undertake in preparation.

Expected Impact Immediate Action .
. . . . . Long-Term Action
Legislative Change Implementation Rating Required (Next 6- R ired
equire
Date for SMEs 12 Months) a
Financial Changes
Update payroll
) systems and Factorin long-term
National o
o . . ) budget for trend of rising wage
Minimum/Living April 2025 High

increased wage  floors into multi-year
costs. Review pay financial plans.
structures.

Wage Increase

Conducta
detailed analysis Adjust pricing and

Employer NI Rate of new NI liability. financial models to
Increase & Threshold April 2025 High Assess eligibility account for higher
Decrease forthe enhanced long-term payroll tax
Employment costs.
Allowance.

Employee Rights &

Contracts
Review and .
Update onboarding
amend all
. processes to
Day-One Rights (SSP, employment .
. . . communicate
Paternity/Parental April 2026 Medium contracts and . .
immediate
Leave) handbooks to )
o entitlements to new
remove qualifying
. hires.
periods.
Ban on 'Fire and . Review contract  Train managers on
) October 2026 High o o
Rehire' variation clauses. achieving contractual
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Legislative Change

Extended Tribunal
Claim Limit (6
months)

Day-One Unfair

Dismissal Protection

Rights for Zero-Hours

Contract Workers

Strengthened
Flexible Working
Rights

Workplace Culture
& Safety

Duty to Prevent
Harassment (‘All
Reasonable Steps' &
3rd Party Liability)

Expected Impact
Implementation Rating

Date for SMEs
October 2026 Medium
2027 High
High (for
2027 relevant
sectors)
2027 Medium
October 2026 High
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Immediate Action
Required (Next 6-
12 Months)

Cease planning
any restructuring
based on this
practice.

Review record-
keeping policies
for departing
employees,
extending
retention periods.
Begin planning for
new statutory
probation period.
Consult legal
advice on current
probation
clauses.

Audit use of zero-
hours contracts.
Develop systems
to track average
hours over 12-
week periods.

Review current
process for
handling flexible
working requests.

Conduct a full
review of anti-
harassment
policies. Plan for
mandatory staff
and manager
training.

Long-Term Action
Required

change through
consultation and
agreement.

Re-evaluate risk
assessment for
contentious
dismissals and
settlement agreement
strategy.

Design and implement
arobust, documented
probation review
process. Train all
managers on its
execution.

Prepare for
administrative shift to
fixed-hours contracts.
Budget for associated
costs (NI, pension).

Train managers on
how to conduct a
'reasonableness'
assessment and
provide detailed
written justifications.

Implement proactive
prevention measures
(e.g., risk
assessments for
public-facing roles,
new customer
policies).



Legislative Change

Enhanced Family
Leave Dismissal
Protections

Statutory
Bereavement Leave

Export to Sheets

April 2026

Expected
Implementation Rating
Date

2027 Low
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Impact

for SMEs

Medium

Immediate Action
Required (Next 6-
12 Months)
Update policies
and manager
guidance on
managing
employees
returning from
family leave.

Update leave and
absence policies
to incorporate the
new statutory
right.

Long-Term Action
Required

Ensure performance
management systems
are fair and non-
discriminatory for
returning parents.

Ensure managers are
briefed on handling
requests with
sensitivity and
confidentiality.



Conclusion: Future-Proofing Your Business in the New Era
of Employment

The legislative programme anchored by the Employment Rights Bill represents a
fundamental and enduring shift in the UK's employment landscape. The overarching themes
are unmistakable: a decisive move towards greater worker security and predictability, a
significant increase in the employer's proactive duty of care, and a corresponding rise in the
administrative, financial, and legal responsibilities placed upon businesses. For SMEs,
navigating this new era requires a strategic pivot away from informal, ad-hoc HR practices
towards a more structured, documented, and professionalised approach to people
management.

To thrive in this new environment, SMEs should prioritise a series of strategic actions.

First, there must be a significant investment in process and documentation. The
combination of day-one rights, heightened duties, and extended legal timeframes means
that robust, consistently applied, and well-documented processes for recruitment,
probation, performance management, and handling employee requests are no longer best
practice—they are an essential legal defence.

Second, the importance of line manager training cannot be overstated. Line managers are
the frontline of implementation for these new laws. They will be responsible for conducting
rigorous probationary reviews, assessing flexible working requests against a new
"reasonableness" standard, and upholding the duty to prevent harassment. Failing to equip
them with the necessary knowledge and skills will directly expose the business to significant
legal and financial liability.

Third, businesses must budget for compliance. The financial impacts are both direct and
indirect. The immediate costs of increased wages and National Insurance must be factored
into 2025 budgets. However, businesses must also plan for the indirect costs of
compliance, which include manager training, potential investment in HR software to
manage new processes, and the allocation of management time to ensure these new
obligations are met.

Finally, these changes should not be viewed solely as a compliance burden. They present an
opportunity for forward-thinking SMEs to gain a competitive advantage. In a competitive
labour market, businesses that embrace these higher standards of worker protection,
support, and flexibility can position themselves as employers of choice.

Demonstrating a genuine commitment to the principles underpinning this new legislation
can be a powerful tool for attracting and retaining the skilled and motivated talent necessary
for long-term growth and success. The new legal framework sets a higher bar for all

employers; those who clear it with confidence will be best placed to prosper.
14



