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ALL MEMBERS NEWSLETTER

Final Salary Pensions
Under Threat?

LTU has asked the Bank for a written
guarantee that the Lloyds Banking
Group will keep open the Lloyds Bank
No 1 and TSB Bank No 2 Pension
Schemes to future accruals (jargon for
future benefits) and preserve in their
entirety the benefit structures of the
two schemes.

In response, the Bank has said that they understand
that pensions are an important element of the
reward proposition and don't have any firm
proposals for changes to the various schemes at this
stage. Pensions, like all terms and conditions, will be
looked at as part of the work on harmonising the
terms and conditions between HBOS and LTSB.

That's not the guarantee we were seeking and it's
fair to conclude therefore that the Bank is looking
at changes to its final salary pension schemes.

Those Senior Executives who report directly to
Eric Daniels were offered their new jobs on the
basis that with effect from 1st April 2012, when
the integration will be complete, their final salary
pension benefits will be frozen and they will be
offered the opportunity to join a Money Purchase
Scheme for future service.

Those appointed in Wave 3, which included many
Band 2's and 3's, have accepted their roles in
principle subject to agreeing to the new terms and
conditions following harmonisation.

We are concerned that those new terms and
conditions may not include the provision of a final
salary pension scheme and that staff will be offered
only the opportunity to join a Money Purchase
Scheme.
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Only Losers
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Crossing The Rubicon?

There is no benefit more emotive or more valuable
than membership of a final salary pension scheme,
whether people work in Lloyds TSB or HBOS. It is
the main reason many staff have worked the long
hours they have and put up with the constant
pressure of targets, Balanced Scorecards and the
need to do more year after year.

To try to change peoples’ pension rights now would
be seen as highly opportunistic. Most members
would conclude that the banking crisis, with rising
unemployment, media hostility to the industry and
participation in the Government’s Asset Protection
Scheme, had given the Bank a once in lifetime
opportunity to force through measures which it
would not consider proposing in normal times.

Staff will therefore see any attempt to withdraw
final salary pensions as opportunism on the part of
the Bank’s Group Executive Committee that should
be strongly resisted.

Sir Victor Blank recently said that Lloyds had
"gone out swimming in choppy water when what
enveloped us all was a hurricane”. The Board

need to recognise that if they cross this particular
Rubicon they will be confronted by a wave of staff
hostility that the Bank will undoubtedly regret.



Only Losers

If the Bank tries to close its final salary pension
schemes to future accruals or reduce the benefits
by some other less obvious method, then up

to 30,000 active members of the Lloyds TSB
Pension Schemes and their dependents will be
significantly worse off for the rest of their lives.
Watson Wyatt, a leading firm of Actuaries, has
said “switching from defined benefit to defined
contribution mid-career is rarely good news for
employees”.

So if you were in one of the Final Salary schemes,
what would happen to your pension if the Bank
closed the scheme to future accruals? Quite
simply your pension would be calculated based on
your service and salary up to the day the scheme
closed and for that element of your pension

you would be treated as a deferred member

i.e. someone who would receive the pension at
pension age. You would then be eligible to join
the Bank’s Money Purchase Scheme.

In a Money Purchase Scheme your benefits would
be determined by the amount of contributions
you and the Bank made and the investment
returns on those contributions over the period
until your retirement. But all the evidence
suggests that Money Purchase Schemes do not

provide comparable benefits and that staff in
them either have to save more, which for many
of them is often impossible, work longer or
accept that in retirement they are going to have
to survive on lower pensions.

Pension Benefits
Would Fall
Dramatically

What would staff lose if the Bank succeeded in
closing the schemes to future accruals?

LTU has commissioned, Lane, Clark and Peacock,
one of the leading firms of Actuaries in Europe,
to tell us the potential loss in value that members
of the Lloyds TSB Pension Schemes would suffer
if benefit accrual were to cease. We have asked
them to look at ten typical jobs across the Group
and assume that the Schemes’ investment strategy
is to hold return-seeking assets, like equities

and property, until retirement and then switch

to government debt. Lane, Clark and Peacock
will also assume that each member can expect

to enjoy future salary increases of at least 1% in
excess of inflation until retirement.

We expect to be able to give members the results
of this research in about two weeks time.

What's The
Legal Position?

Can the Bank close the Lloyds TSB No 1 (Lloyds)
and No 2 (TSB) Pension Schemes to future
accruals?

In respect of the LTSB No 1 Pension Scheme,
the advice we've had is that the wording of the
trust deed stops the Bank from changing the
benefits of the scheme without the consent of
the majority of scheme members, which is very

unlikely to be forthcoming.

In respect of the Lloyds TSB No 2 Pension Scheme,
the protection offered by the Scheme rules is
much more limited. The amendment power in the
No 2 Scheme prohibits amendments that reduce
accrued rights and pensions and allowances in
payment, but does not necessarily protect future
service rights.



Another employer consulting its staff on closing
its final salary pension scheme is arguing that one
of the reasons for the change is to ensure fairness
by putting all its staff on the same pension
arrangements (as in Lloyds, newer staff have
money purchase pensions).

If we are to believe this story the employer
in question is concerned that it should not
discriminate against staff on money purchase
arrangements who get a less good deal. This
of course is complete baloney since it would
have been the employer who introduced the
discriminatory treatment in the first place!

The only motive the Bank could possibly have for
closing its final salary pension schemes would be
to save money, at the expense of ordinary staff.
Yet, there would be no good reason for that
change unless the Bank’s financial position and
its future prospects are far worse than anyone
has so far admitted. And we can be reasonably
sure that's not the case because the Bank is
forecasting savings from the HBOS merger of at
least £1.5 billion pounds a year and on its own
predictions will become much more profitable.

In any case, many of the problems companies
have had with pension funding stemmed directly
from the fact that in the 1990’s in effect they
started taking money out of their pension funds.
To quote the Guardian newspaper:

“In the 1990s many companies took the
seemingly painless decision of stopping

No Good Reason
For Change

contributions to occupational schemes. The stock
market was riding high and companies thought
they could take “pension holidays” and still meet
their obligations to pensioners.

Collectively, according to Inland Revenue figures,
employers saved almost £18bn during the 1990s
pension holidays - although staff were forced

to carry on making payments. It was a time of
booming corporate profits, although in hindsight
much of that profit came directly from the
savings in pension contributions.”

Other issues have made pension funding more
difficult now, such as increased longevity, but
there’s little doubt that employers’ pumping-up
their profits, and therefore Top Executive income
from bonuses and share options, by stopping
funding in the good years, has been a key factor.
Maintaining contributions then would have made
pension funds much more secure now.

Employees should not pay for that greed.

lan Partridge
General Secretary



