Boots axes final salary pension scheme

Alliance Boots, the pharmaceutical retailer and wholesaler, is to close its gold-plated final-salary pension scheme for existing members in a move that will affect 15,000 employees. 

The company denied the move was a cost-cutting measure and said it had started consultation with all staff on a new defined-contribution scheme. The new scheme will be designed to provide pensions for all UK employees "on a more sustainable basis", the company said. 

Alliance Boots – which was taken private by Chairman Stefano Pessina and private equity group KKR in 2007 – is the latest company to switch its final-salary members to a different retirement plan. 

Last summer Barclays and supermarket Wm Morrison axed their final-salary pension schemes for existing members in moves affecting 27,000 staff. 

Under its plan, Alliance Boots will to close its UK defined-benefit pension schemes to future accrual for active members. The move will not affect benefits already earned by employees through past service, nor will it affect the pension entitlements of former employees, the company said. 

Although Alliance Boots' proposed new scheme could technically cost even more than the existing one, the company admitted its defined-benefit scheme eats up too great a proportion of its pension expenditure. Currently about 90pc of its pension expenditure is distributed to those on its defined-benefit schemes, who account for just 20pc of its UK workforce. Around 70pc of UK staffs have not joined any of the schemes available. 

"If everyone takes up the new defined-contribution scheme, the cost will be the same or perhaps greater. This proposal is not about cutting costs," the company said. 

Mr Pessina said: "This will help protect the business from the effect of pension funding volatility." 

Alliance Boots was formed by the merger of Alliance Unichem and Boots in 2006. The Alliance Unichem defined-benefit scheme was closed to new entrants in 2002, while Boots's was closed to new entrants in 2000. Alliance Boots's total retirement benefit surplus – including overseas businesses – was £188m before deferred tax on an accounting basis, according to its latest annual report. The pension is due its triennial actuarial review in April. 

Adapted from an article first appearing in The Daily Telegraph, January 29th 2010

