THIS WEBCAST WILL BE AVAILABLE FROM 0900H ON TUESDAY NOVEMBER 9TH

Hello. My name is David Heath, human resources director for IBM in the UK. Thank you for joining this Webcast.

Today, I am announcing some important proposed changes to our defined benefit pension schemes in the UK, including changes to employee contributions; a significant increase in the contributions the company is making and further measures to underpin the security of the plans..

The proposals outlined today, have been agreed in principle with the pension plan trustee and, over the coming weeks, we will communicate with employees on these proposals. We plan also to consult with employee representatives directly through the recently elected Employee Forum.

These proposals directly address a number of the concerns many of you have expressed about the security and the structure of these schemes within IBM.

Today, I want to give you some more context and details about those proposed changes.  These relate to all employees who have joined our defined benefits  plans - the C Plan, I Plan, various Data Sciences plans and the N plan.  (That's 'N' for November).

The initiatives I am outlining do NOT affect the majority of our employees who are members of the IBM Defined Contribution Pension Plans – for example, the M (for 'money') Plan.

Let me just briefly clarify the key difference between a defined benefit pension plan and a defined contribution plan here.  Put simply, a defined benefits scheme pays a retirement income based upon your number of years service and your final pensionable earnings. A defined contribution plan provides an investment return from set contributions provided by both the company and the employee -- this ultimately buys a pension that is determined at the point of retirement.

As I said, the proposals today affect those on defined benefit plans.

IBM is a strong and responsible company and I believe the proposals we are making offer a positive, measured response to a number of fundamental changes which are impacting employers across the UK.

With these proposals, IBM is taking action with the intention of securing the sustainability of our defined benefit pension schemes.

I want to focus on what, many of you will believe to be, the changes which will most directly impact you - proposed changes to employee contribution rates in respect of FUTURE service benefits.

Before I get into detail, let me be clear here. This has NOTHING to do with any deficit in the IBM Pensions plans which is related to your past service. I will demonstrate to you later that IBM is continuing to meet  its responsibilities here -- we are not asking employees to put one penny towards helping with that. But please allow me first to reflect on the context.

Fundamentally, more people are living longer in the UK. The improvements in life expectancy appear to be sustained and if anything are accelerating.  This  trend of improvement in longevity is widely expected to continue in the future. As people live longer the cost of providing pension benefits increases significantly.  In addition, lower inflation and lower real rates of investment return also contribute to higher costs of future pension provision.

This additional expense has had a key impact on the sustainability of defined benefits pensions schemes and this has wide implications for both State-funded and for private pensions schemes.

These issues have been well documented in the media across the UK in recent years and, most recently, you might have seen that the Government sponsored Turner Report has bought them into stark perspective.

Turning to IBM, let's take a closer look at our defined benefit schemes, and the impact of higher life expectancies. The latest  actuarial valuation shows that, since the last report which was published in 2001, increased life expectancy (including an allowance for future improvements in life expectancy) has added around £235 million to the cost of benefits already earned. Of this, £105 million relates to employees, with the balance relating to pensioners and deferred members who have left the company but are not yet drawing a pension. This is being addressed by the company, as I shall explain later

In addition however, the cost of future service for employees has increased by about £10m every year for the same reason and  that is why, from next April, we are  asking you to share some of the increased costs of our defined benefit pension schemes as they relate to your future service 

Let's just be explicitly clear here: we are asking you to take a share in the proportion of those costs which relate to pension benefits you will earn on future service. The company will bear the costs of increased life expectancy related to your already accrued past service.  I should add that even with the new, proposed contributions, IBM will be paying the lion's share of future service costs.

Now let me therefore take a little time discussing how the proposed contribution increases will apply. I’ll start with the C-Plan.

When C Plan was introduced in 1983, the employee contribution rate was 5% of Pensionable Earnings. This was subsequently reduced to 4% in 1986. 

It is now our intention to implement an increase in employee contributions of 2%, taking this from 4% to 6% of Pensionable Earnings, effective from April 6 in 2005. 

Next, let us consider the proposed contribution increase for those of you in the I Plan.

Since its introduction in 1994, the employee contribution rate for members of I Plan has been 4% of Pensionable Earnings. 

We now wish to propose an increase in employee contributions of 1%, taking this from 4% to 5% of Pensionable Earnings, effective from April 6, 2005. 

There are also proposed changes to the current employee contribution rates for members of the Data Sciences sections of the IBM Pension Plan. Again, the company wishes to propose an increase of 1% in employee contributions.

The proposed increase in employee contributions for I Plan members and for Data Sciences members is lower than the corresponding increase for members in the C Plan. This is due to the smaller impact of the assumptions for life expectancy in these plans.

As with any pensions contributions, these increases in contribution are, of course, subject to appropriate tax relief. 

Finally, we come to those employees in N Plan.

N Plan is a non-contributory scheme on the part of members, and the company proposes to retain this principle. The company therefore wishes to propose a reduction of 0.15% of pensionable earnings in the amount of pension that an employee will accrue for each year of future service from 6 April 2005.

For Pensionable Earnings up to the Upper Earnings Limit, the accrual rate will be 1.6% compared with the current 1.75%.

For Pensionable Earnings in excess of the Upper Earnings Limit, the accrual rate will be 1.1% compared with the current 1.25.

The reduction in the future accrual rate for members in the N Plan has been calculated on a basis consistent with, and of the same proportion as, the increase in employee contributions for members of the C Plan.

I believe these changes in contribution or accrual rates represent a reasonable share of the increased cost of future service benefits resulting from improved life expectancy.  We will also review employee contributions every three years moving forward, and we intend to continue to share any further changes in the costs of future service as appropriate, up or down,  based on the results of future actuarial valuations.  

Let me just restate that we are not asking you to pay ANY additional contributions to cover the fund deficit or the costs associated with your past  service.

So let me explain now what the company proposes to do here

Let's talk about the overall pension funding position and the steps the company intends to take to deal with the deficit in the fund relating to past service. 

You may be aware that in recent months, a new Actuarial Valuation has been prepared which determined the size of the IBM UK pension fund deficit and the required level of company contributions from 2005. For clarity, formal valuations are carried out every three years by the Scheme Actuary. The latest valuation has now been completed and the Valuation Report will be published in December 2004. The trustee, separately,  will be writing to all members shortly to inform them of this .

The Scheme Actuary has determined that the deficit in the Main Plan (which includes the C-Plan, N-Plan and Data Sciences plans) at the end of 2003 was £900m and for the I plan was £19m.  

To address this deficit, IBM has agreed in principle to inject cash contributions to the defined benefit plans totalling £200m for each of the next three years.  The company will make contributions to the Defined Contribution section of the Plan in addition to these amounts.

Just to put this into context, the £200 M a year  compares to company contributions of £4 million in 2002; £69 million in 2003 and £139 million this year to the defined benefit plans. Cash contributions beyond the next three years will be based on subsequent triennial valuations.   

To further enhance the security of the plans, I am very pleased to tell you that the IBM Corporation has agreed in principle to guarantee  company contributions to the fund. The principles of the guarantee are agreed and the legal documentation is currently being prepared.

This guarantee, which I believe is excellent news for members, will be given by IBM World Trade Corporation, that’s the holding company that conducts IBM’s business outside the United States.  The guarantee will be for the period up to the end of first quarter 2014. This period covers the next three Valuation Reports and roughly coincides with the period over which the actuarially-assumed investment returns and company contributions are expected to eliminate the deficits.

As I said a minute ago, I believe the guarantee is excellent news for members. It enhances the security of members’ benefits and demonstrates IBM's continuing commitment to the Plans and their members. 

Over the coming weeks, we will communicate with employees on these proposals. We plan also to consult with employee representatives directly through the recently elected Employee Forum and I will be leading a number of roadshows at IBM locations over the coming weeks: we'll notify you of the venues and the times in due course.

So to recap, we plan for:

C-Plan – To Increase employee contributions for members by 2% of Pensionable Earnings

For N-Plan – To Reduce the accrual rate for future service for members by 0.15%

For the Data Sciences Plans --To Increase employee contribution rates for members by 1% of Pensionable Earnings

And for the I-Plan – To Increase employee contributions for members by 1% of Pensionable Earnings

Many other companies are responding to these pressures in similar ways while others have yet to tackle them. With our proposals, IBM's pensions plans remain extremely valuable benefits for our employees.

I should add at this point that we did consider several other alternative proposals, including changes to retirement age and more widespread changes in benefits design.  However, I believe very strongly that the initiatives I have just outlined are the RIGHT ones, which balance the need to ask you to take a share of increased future costs with long term security. I believe they are right for you as pension scheme members, for the UK business and for the company as a whole. 

With this very substantial cash injection, the guarantee and the changes we are proposing to make, I am convinced that we are putting IBM's defined benefit pension plans on a firm footing for the future.

I believe that this series of initiatives demonstrates IBM's commitment to underpin the sustainability of the defined benefit plans in the UK.

I hope to meet as many of you as possible in the forthcoming roadshows. In the meantime, any specific questions should be addressed to AskHR by email or by phone on Ext 543543.

Many thanks for taking the time to listen to this call. Goodbye. 

