30th August 2007

LTU’s Call

All Members Newsletters

To Action

On Early Valuation

In our last Newsletter we reported that the Trustees
had rejected LTU’s proposal to bring forward the next
full actuarial valuation rather than waiting for it to be
carried out next year. We have received no explanation
from Ewan Brown, the Chairman of the Trustee Board,
for the Trustees decision despite sending a detailed
letter which was published in our last Newsletter.

Mr Brown may feel that he doesn’t have to justify the
decision of the Trustees to LTU but he and the Trustees
most certainly do have to account for their actions to
members of the pension scheme on whose behalf they
act. The Trustees can ignore us but they can’t ignore
you.

LTU has put together a series of letters for members of
the No 1 and No 2 Fund to send to the Chairman of the
Trustees asking for information about the deliberations
of the Trustee Board and details of the legal and
actuarial advice received by the Trustee Board on the
specific issue of bringing forward the full evaluation.
Those letters, which are enclosed with this Newsletter,
will also be available to download on the Union’s web
site. We would urge members to complete their address
details and send one of those letters, or a combination
of them if you want, to the Chairman of the Trustee
Board immediately and ensure that any responses are
copied in to the Union’s Bedford Office.

Members with any questions on the Union’s campaign
can contact the Union’s Bedford Office on 01234
262868 or email me at Mark.Brown@lItu.co.uk

Case For Independent
Trustees

Our disagreement with the Trustee Board over the

timing of the next valuation confirms what we have long
believed: that it is important to have strong, independent
Trustees appointed from outside the Bank. This cannot be
underestimated especially if the Bank should find itself
subject to a takeover

Members will be aware of the recent takeover of Alliance
Boots plc by KKR, one of the largest private equity firms

in the world. In a recent letter to the Financial Times the
Chairman of Boots said that in evaluating the takeover
bid from KKR his only concern was what was in the best
interests of the shareholders and not pension scheme
members. The Trustees of the Boots Pension Scheme were
asking for up to £1 billion to be injected into their fund
amid concerns about future scheme funding in view of the
high levels of debt involved in KKR's £11.1 billion takeover
deal. KKR offered originally to boost the pension fund by
just £50 million.

Realising that the Regulator has limited powers when

it comes to takeovers John Watson, the Chairman of

the Trustees, then set about a very public campaign of
embarrassing and cajoling KKR back to the negotiating
table. In the process of that campaign he attracted the
media, politicians, trade unions and members of the
pension scheme in a campaign which eventually resulted

in a deal which secured substantial additional up front



and future funding for the Alliance Boots scheme. It was
Mr Watson’s uncompromising stance that secured the
additional funding and had he taken a less forthright
approach in discussions with both KKR and Alliance Boots
then he might not have got as much as he did. No one
could argue that he didn’t look after the interests of
pension scheme members.

You may be asking what that’s got to do with Lloyds TSB
and the answer is independence. If Lloyds TSB was ever
subject to a takeover, members of our pension scheme
would want to ensure that their Trustees were engaging
forthrightly in discussions with their employer and with
any potential suitor to ensure that pensions were properly
funded. Currently, a majority of the Trustees were
appointed by the Bank, which we believe is completely
unsatisfactory. It means that the Bank decides who control
a fund that the Bank doesn’t own — it belongs to the
fund’s members.

Change Needed — Now!

What is needed now is:

e 50% of the Trustees should be elected directly on
a one person, one vote basis by the members to
give them a direct say in how their pension fund
and their money is managed;

e the remaining Trustee seats should be filled by
the appointment of professional independent
Trustees from outside the Bank with no previous
commercial links with Lloyds TSB;

e the Chairman of the Trustee Board should also be
an entirely independent Trustee appointed from

outside the Bank.

This would give very senior executives of the Bank the
right to stand for election, if they chose to do so, but
would leave the election open to the decision of the
members. The current position, where the Bank decides
who should control a fund which belongs to pension fund
members and not the Bank, is highly objectionable.

Pensions Key Facts

e Hyman Robertson, a leading firm of UK Actuaries,

have concluded that under the new funding
regime the ongoing deficit in the LTSB No 1 and
No 2 Pension Funds could be in excess of £4.3 bil-
lion.

e The annual contributions required to eliminate a
£4.3 billion deficit over a 10-year period could be
£550 million a year. Currently the Bank is just pay-
ing £138 million per year.

e The annual contribution required to fund future
pension benefits for active staff would need to
increase to 31.4% of pensionable salaries for the
No1 Fund and 30.6% for the No 2 Fund. That is
significantly more than Watson Wyatt’s assump-
tion of 23.2% for the No 1 Fund and 22.7% for
the No 2 Fund. That alone would significantly
increase the Bank’s annual contributions.

e The life expectancy of pension scheme members is
one of the most important assumptions in calcu-
lating the value placed on pension fund liabilities.
Hyman Robertson said that the most recently pub-
lished projections would result in life expectancy
of 2 years longer than the assumptions made by
Watson Wyatt. That change would alone would
add £662 million to the liabilities of the No 1
Fund and £314 for the No 2 Fund.

Pension Fund vs
Shareholders

Any prudent person looking at the assets and liabilities
of the LTSB Pension Funds would conclude that they are
under-funded. But instead of dealing with that under-
funding the Bank and Trustees have tried to undermine
the work produced by Hyman Robertson. And we now
understand why. Instead of using some of the proceeds
of profit growth to increase contributions to the pension
funds the Bank has decided instead to increase the interim
dividend by 5% to 11.2p. In fact, if the Bank had made
contributions based on the actual deficit of £4.3 billion
then its profits would have been significantly reduced for
the next few years and it certainly wouldn’t have been in
a position to increase its dividend.

Good though increased profits and increased dividends
are, in this case the losers have been pension scheme
members.



'undin
0 an Merin, v,
on Chajf of ¢ Tuste
ds vy noy, dowp, to iIion. G,
de thege documents Part o Pubjic
nds y should be & U co,

Cbate on the
Tatefy) ifye ulq Send p,,
ions,




