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Important notes
This guide is intended for team members who are currently active members of the BTPS.

This document summarises the changes BT is proposing to make. No final decision has been taken.
References to BT in this guide should be read as meaning each relevant BT entity which has employees participating on standard terms in the BTPS including, where appropriate, whichever BT entity employs you.
All examples and information are based on current legal and tax requirements. Those requirements may change in the future and those changes may result in a different outcome for your pension benefits.

The key benefits provided in the BTPS and BTRSS are summarised on pages 6-7, in the table on pages 42-46 and in the glossary on pages 36-39. This is only a summary; full details are in the governing
documentation of the BTPS and BTRSS (their Rules). If there’s a conflict between this guide and the governing documentation of the BTPS and BTRSS, the governing documentation will prevail.

The proposed changes set out in this guide do not restrict BT’s right or ability to exercise any powers relating to the BTPS and the BTRSS including any power to amend or discontinue the BTPS and the BTRSS.
BT reserves the right to exercise any such powers, subject to the terms and conditions of the relevant rules and legislative requirements.
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Introduction

SUPPORT DURING GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
QUESTIONS AND ANSWERS

Over the past few months, we (BT) have been carrying out a detailed
review of our two main pension arrangements — the BT Pension
Scheme (BTPS) and the BT Retirement Saving Scheme (BTRSS).

We can now share our proposals for change with
you. We’ve discussed these proposals with the
CWU and they are aware of the proposals that
we’re sharing.

In this guide, we explain the two different proposals we’re making:

Proposal 1: To close the BTPS to all members of Sections B and C for
the future build-up of benefits on 31 March 2018. Your BTPS benefits
would become deferred, and for future service you would join an
enhanced BTRSS.

Proposal 2: To keep the BTPS open for team members only, but
members pay higher contributions and build up benefits at a
lower rate.

It’simportant you read it carefully, along with the letter we’ve
enclosed.

This guide addresses key questions, including:

¢ why we need to make changes

¢ how the proposed changes could affect you

o details of the consultation and timelines

o where you can get further support and information during the
consultation

e how to ask us questions and feed back about the proposed changes

e answers to some frequently asked questions and a glossary.

Consulting with you

We want to give you the opportunity to ask questions and make
comments on the proposed changes, so we're holding a consultation
starting on 15 November 2017, and due to end on 17 January 2018.
We’ll carefully consider all your feedback during this time before we
make a final decision.

We are hoping to continue discussing the proposed changes with the
CWU during this consultation period.

We are proposing a 1 April 2018 implementation date for the proposed
changes. This could change depending on how long implementation
takes. We’ll tell you if the expected implementation date is going to
change.

Proposed changes to your future pension benefits

What you need to do now
Before you send us your feedback, we recommend
you take the following steps:

STEP 1
Read this guide

STEP 2

Visit our consultation site at snip.bt.com/pensions, which hosts
all the information about the review, including videos and answers
to frequently asked questions

STEP 3

Look out for the launch of the online modeller.
We’ll soon send you information in the post enabling you
to test out a few individual scenarios using this modeller

STEP 4

If you have questions, you can arrange a call at
www.bt-pensionconsultation.com. You can also call the Helpdesk on
0800 083 5056 or email bt.consultation@wealthatwork.co.uk

STEP 5

We’ll be holding webinars and seminars. If you'd like to attend,
you can book a place at snip.bt.com/pensions

STEP 6

Send us formal feedback at bt.consultation@wealthatwork.co.uk
or BT Client Services Team, Level 1, Bull Wharf,
Redcliff Street, Bristol BS1 6QR




The proposed changes and

what they mean to you

We want all people at BT and
people joining BT in the future
to build up retirement benefits
that are fair and flexible. At the
same time, we need to ensure
any changes are affordable to
both BT and you.

Our commitment to your pension
We stand behind the BTPS and are committed to funding the benefits
built up.

In 2009, we made changes to the BTPS to keep it open. Even though
the risks and costs of the BTPS have continued to grow, the scheme has
remained open and we’ve made significant top-up payments.

We’ve paid over £6bn into the BTPS since 2009 in top-up payments
and are committed to pay another £7bn over the next 13 years.

The BTRSS proposals are part of an ongoing trend of enhancements
we’ve made to our defined contribution pension arrangements,
including:

enhancing the contribution structure

improving the default contribution rates

lowering charges and widening investment choices
increasing flexibility in how benefits can be taken
improving access to financial information and technology.

With this in mind, we’re putting forward two alternative proposals for
team members in Sections B and C of the BTPS that would help us meet
those objectives:

Proposal 1:

Close the BTPS for further benefits being built up on 31 March 2018,
and join an enhanced BTRSS from 1 April 2018. This would include an
increase to BT’s standard contribution rates and some additional
transition payments in the form of extra contributions to members’
BTRSS plans. We’re making the same proposal to managers.

Proposal 2:

Continue membership of the BTPS after 31 March 2018 but on
a different basis. This would include members paying higher
contributions and building up benefits at a lower rate. Note that
we are consulting on this proposal for team members only.

We explain these proposals in more detail opposite and on pages 8-19.
We want to hear your views on both of these proposals as part of

the consultation process before we make a decision at the end

of consultation.

Our pension principles
Our proposals are focused on
three key guiding principles:

It’s our aim to have pension arrangements
that are fair for all, allowing our people to

Fair arto
meet their retirement needs.

Our pension schemes should allow
employees to build up and access their
benefits in ways that suit them best.

Flexible

We need to address the cost and risks we
face in the BTPS to ensure the benefits are
affordable to both BT and you.

Affordable
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Proposal 1: Close the BTPS to
further benefits and join
enhanced BTRSS

Under Proposal 1, we would close the BTPS to all members for the
future build-up of benefits on 31 March 2018. Your BTPS benefits
would then become deferred and you’d join an enhanced BTRSS from
1 April 2018. The proposed BTRSS enhancements are:

1 Improved contribution structure
We’re proposing to increase BT’s maximum standard contribution
rate to 10% for all BTRSS members.

2 Anadditional higher employer contribution rate
BT will contribute 11% of your BTRSS Pensionable Salary if you
contribute 8%. This contribution tier would be available to you for
three years until 31 March 2021.

3 Additional transition payments
We’re also proposing to pay additional transition payments into
your BTRSS plan for a period of up to 10 years, depending on your
age at 1 April 2018.

Full details of these rates can be found on page 10.

At retirement you will have two sources of BT
retirement income:

1 Your BTPS pension for service to 31 March 2018. The
value depends on your length of pensionable service in
the BTPS and BTPS Pensionable Salary.

2 Your BTRSS plan from 1 April 2018. The value depends
on how much you contribute into your plan and the
returns generated.

Your new benefits in the BTRSS

The BTRSS is a defined contribution (DC) plan where you
and BT pay monthly contributions. It works like a long-term
savings account:

¢ Youand BT pay monthly contributions into your individual
BTRSS plan. You choose what percentage of your BTRSS
Pensionable Salary to contribute.

e Yourplanis theninvested until you retire.

* You then use the savings in your plan to fund your
retirement benefits.

Your benefits in the BTPS

Your last day of pensionable service in the BTPS would be 31 March
2018, meaning:

¢ You'd become a deferred member of the BTPS on 31 March 2018
and stop making your contributions to the BTPS.

e The BTPS benefits you’ve earned up to 31 March 2018 would
remain in that scheme and you'd still receive these benefits when
you retire.

e These benefits would grow broadly in line with inflation until
you retire.

See page 8 for more details.
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Proposal 2: Keep the BTPS

open for future service for

team members only, but on
a different basis

Under Proposal 2, we propose changing how team members build up
future benefits in the BTPS for pensionable service from 1 April 2018
as follows:

o (Change the rate of build-up or ‘accrual’ of pension to 1/120th of
BTPS Pensionable Salary but without deducting the State Pension
Offset. (See page 16 for more details on the State Pension Offset.)

o Stop the build-up of 3/80th lump sum. Members will still have the
option to exchange some of their pension for additional tax-free
cash when they start taking their BTPS benefits.

¢ Once the pension is being paid, restrict the maximum pension
increases applied to the part of your pension relating to pensionable
service from 1 April 2018 to CPl up to a limit of 2.5% a year.

We also propose to:

e Limit the amount of any future increase in your BTPS Pensionable
Salary to CPl inflation each year. This means that if your salary
increases by more than CPl inflation that year, the portion of the
increase above CPl inflation wouldn’t be used in the calculation of
your BTPS pension.

e Increase member contributions and change how they are calculated,
as set out in the table on page 19. We propose moving to a
contribution structure which is set by grade and removing the
NI allowance.

Additional flexibilities

Under both Proposals 1 and 2, we’re proposing to provide you with
flexible retirement terms in the BTPS once you reach age 55. These
could include:

* the option to take your BTPS pension early while you continue
working at BT

e the option to take early retirement on improved terms

* the option to take the benefits you’ve built up before and after
1 April 2009 at different times.

These options would be available only with BT’s consent for a limited
period of time. Their continuation would also be subject to review by
BT. See page 9 for more details.

What else would change?

Under both Proposals 1 and 2, we’d offer medical retirement and death
benefits, although they’ll be different from the ones you currently
receive, and will depend on which proposal is implemented. Other
benefits including redundancy benefits will also be affected by the
proposed changes. See page 19 for more details.

BT is also reviewing the current use of RPI as the index for calculating
Section C members’ pensions in payment. If you’re in Section C, you can
find out more in the enclosed leaflet.

Proposed changes for other BTPS and BTRSS members

We've summarised the proposed changes for other affected members
on page 34. You can get more details on the consultation site at
snip.bt.com/pensions



Why we need to
make changes

The BTPS is one of the largest private sector
pension arrangements in the UK, which brings with
it significant financial challenges. If we ignore the
costs and risks we face, it will restrict our ability to
invest in BT's future. We must propose changes in
order to continue providing all BT employees with
fair, flexible and affordable retirement savings.

The costs in the BTPS have gone up significantly since we made changes
to our pension arrangements in 2009, while they’ve remained stable in
the BTRSS.

How have BTPS costs increased?

The cost of benefits you are building up Is rising.
When changes were made to BTPS benefits in
2009, the cost of providing £1 of annual
pension was around £10.

This is now estimated to be £20. Your share
of this cost (your contributions) has stayed
the same and BT pays the remainder, meaning
BT's costs are now three times as much.

In 2009
of annual
BTPS cost
pension
In2017
of annual -
BTPS costs \
pension .

@ [n 2009, member contributions met around half the costs (£5).
© Today, members still pay the same as they did in 2009 (£5).
© But the cost to BT is now three times as much (£15).

Source: KPMG analysis. Figures quoted include allowances for three times lump sum
and the State Pension Offset.

In addition to the cost of future benefits, BT has to meet the cost of any
shortfall between the BTPS assets and the expected cost of providing
benefits already promised to members — known as the deficit.

Deficit in the BTPS
(as at 30 June 2016)

The value of BTPS
members’ benefits (known
as the ‘liabilities’) is
£60bn, compared with
£40bn at the end of 2008

£60bn

that's twice
the value
of BT

The deficit in the BTPS has increased despite BT paying in £6.2bnin
top-up payments since 2009 (on top of payments for future benefits)
and the BTPS assets consistently achieving higher returns than expected.

Did you know?

Just for current active BTPS members, the
costs of benefits built up since 2009 are
now around £1.5bn more than was expected
when the 2009 changes were agreed with
the unions. This is equivalent to around
£50,000 for each active BTPS member.

BT has to fund the BTPS in order to meet
these unexpected costs.

The BTPS causes significant uncertainty and risks for BT. If we do nothing,
BT will be facing hundreds of millions in extra contributions to the BTPS
on top of our current costs. This could damage our ability to invest in our
networks, customer experience and jobs.

Without change, BT’s costs of providing future benefits in the BTPS are
expected to be more than double those in the BTRSS, despite having fewer
active members. Because one of our main aims is to ensure fairness for all,
we need to consider the needs of all BT employees in our proposals.

Proposed changes to your future pension benefits
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We're proposing a package of changes across
the BTPS and BTRSS. If we implement the
changes we're proposing for both schemes,
it would actually mean an increase to BT's
overall pension spending on employees, but
would help spread this across all our
employees more equally.

Some key figures from our review include:

£8,000 per year
£13,400 per year

In 2009, the average value of active BTPS
team members’ benefits was around:

£100,000

The average value of active BTPS
team members’ benefits is now around:

The average pension of
active BTPS team
members in 2009 was:

The average pension of
active BTPS team
members in 2017 is now:

x4

The average
value of BTPS
team members’
benefits is now
four times the
amountin 2009

The above figures are based upon the expected cost to the BTPS of
providing members’ benefits.

Proposed changes to your future pension benefits
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But without
change they will
account for about

Roughly half of our
team members are

active BTPS members il EUETHER @ el

pension costs for all
team members

Source: KPMG analysis. Average BTPS p
Offset built up since 2009.

arebeforeall e for the State Pension

Why is Proposal 2 to keep the BTPS open only
available to team members?

Given the scale of the increase to past and future service costs that BT
faces, we've looked at all options — including closing the scheme to all
BTPS members for build-up of future benefits as put forward under
Proposal 1.

Our review has revealed that the BTPS costs and risks related to team
members are, on average, lower than those for managers. For example,
while only around a third of the BTPS active members are managers,
they account for half of the costs. Similarly, the value and associated
risks of benefits already built up by team members in the BTPS is
typically lower than for managers.

We also recognise that closing the BTPS might have a more significant
impact on team members in our most junior grades, and have considered
the different overall reward packages and terms available to managers
and team members. This has led us to consider whether it may be
possible — subject to the proposals meeting our overall objectives —

to maintain a reduced level of BTPS pension for team members.

We have therefore decided to consult on an alternative proposal that
enables the BTPS to remain open only for team members, but on a
different basis (Proposal 2).

We'd like to hear your views on both proposals as part of the
consultation. It’s important that you engage in the consultation
process so we can take all your feedback into account before making
a final decision.



Overview of our pension schemes

Before we look at the proposed changes, here’s a reminder
of how our pension schemes work.

BTPS

Fact file

» Ascheme where the benefits are defined by its
Rules, often called a defined benefit, or DB scheme.

The Trustee of the BTPS looks after the scheme
and, amongst other things, ensures that the

benefits are paid out in accordance with the
BTPS Rules.

Benefits are broadly based on how long you've
been a member of the BTPS and your BTPS
Pensionable Salary.

The BTPS closed to new joiners on 1 April 2001.
Around 21,000 team members are active

members (meaning they're still working and
building up benefits in the scheme).

Section by section

BTPS members belong to one of three sections.

Section C
Members who joined the BTPS on or from 1 April 1986
until it closed to new members on 31 March 2001.

Section B

Members who joined the BTPS between 1 December
1971 and 31 March 1986 (or Section A/B members
who left BT and subsequently rejoined after 31 March
1986, or Section A members who have switched to
Section B terms).

Section A

Members employed by the Post Office before

1 December 1971. Different rules apply to the small
number of remaining active Section A members.
Section A benefits will be unaffected by the
consultation. Section A members should refer to their
separate cover letter.

How you've built benefits
in the BTPS

Before 1 April 2009

Your benefits built up before 1 April 2009 are linked
to Final Pensionable Salary and they differ for Section
B and C members.

Section B

e apension of 1/80th of Final Pensionable Salary for
each year of pensionable service

e alump sum of three times your annual pension.

Section C

o 1/60th of Final Pensionable Salary for each year of
pensionable service.

After 1 April 2009

» You've built up a block of pension each year equal
to 1/80th of your BTPS Pensionable Salary for that
year?, plus a tax-free lump sum of three times that
pension.

o Areduction known as the State Pension Offset
applies to your pension when you reach State
Pension age. More details of the State Pension
Offset can be found on page 16 and in the Glossary.

e Each block of pension and lump sum is increased
up to your retirement or if you leave the BTPS if
earlier, by the lower of 1) the increase in the Retall
Price Index, and 2) any increase in your BTPS
Pensionable Salary.

There’s lots of information about the BTPS and
how the benefits work on the BTPS website,
www.btpensions.net

1 Some members have instead opted to build up pension equal to 1/90th of their BTPS
Pensionable Salary.

Proposed changes to your future pension benefits
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BTRSS

Fact file

A scheme where the contributions are defined, but
the level of benefits isn't guaranteed. Often called a
‘defined contribution’, or DC scheme. Most people
in the UK now save for retirement in DC schemes.

Since 2001, new starters at BT have been offered
membership of a DC scheme. Before the BTRSS,
this was either the BT Retirement Plan or the
Syntegra Limited Flexible Pension Plan.

Currently there are around 34,000 active members,
including 22,650 team members, making it the
scheme with the most BT employees.

The BTRSS is a ‘contract-based’ scheme (sometimes
called a personal pension), which has been provided
by Standard Life since 2009. This means that
contributions are paid into a plan under a contract
made directly between the member and Standard
Life. BT works with Standard Life to agree the
terms under which the contracts are set up.

BT has set up a BTRSS Governance Committee to

help manage and monitor the scheme. This is
different from the BTPS which has a trustee board.

In addition to paying contributions, BT also covers

the cost of providing death in service and medical
retirement benefits for active BTRSS members.

Proposed changes to your future pension benefits
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How you would build up
benefits in the BTRSS

Both you and BT pay contributions into your
BTRSS plan. How much BT pays in depends on
how much you decide to contribute. There’s more
detail about the contribution rates on page 10.

Pension contributions are paid free of income tax
(up to certain limits).

When you decide to retire, your plan provides
your benefits. The size of your benefits will
depend on the amount of contributions paid,
investment returns, how you take your benefits
and any charges.

[nvestment returns can increase or decrease over
time.

How you take your benefits is up to you, and you
can take advantage of all the flexibilities available
to members in DC schemes. These are described on
page 14.

There s lots more information about the BTRSS at
www.btretirementsavingscheme.com



Your benefits under Proposal 1:
Close the BTPS to further benefits

and join enhanced BTRSS

Under Proposal 1, you would have a new plan set up
in the BTRSS which you and BT would contribute to.

On 31 March 2018, you would become a deferred
member of the BTPS. When you retire, you would
recelve the benefits you've bullt up in the BTPS,
which would be increased to allow for inflation.

So let’s take a look at what that would mean.

Your deferred benefits in the BTPS

If Proposal 1 is implemented, on 31 March 2018, you'd become a
deferred member of the BTPS. This means you'd be entitled to the
BTPS benefits you'd built up to that date (your ‘deferred benefits’).
You wouldn’t build up any further benefits in the BTPS from 1 April
2018 onwards.

If the proposed changes go ahead, the BTPS will provide you with
a deferred member statement. As a guide, your latest benefit
statement shows the level of pension you have built up to the date
of that statement.

Increases to your deferred benefits

Your deferred benefits would then increase from 1 April 2018 until you
retire, according to the BTPS Rules. This means they’ll increase broadly in
line with inflation as explained in the box below.

How your benefits increase in deferment

e Section B:increases in line with the Government’s inflation
index, currently CPI.

e Section C: increases in line with the Government’s inflation
index, currently CPI, up to a maximum of 5% a year
(measured over the whole period from when you become a
deferred member until when you retire).

Note: There are statutory elements of your pension that may receive different rates
of increase.
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How early or late retirement works

If you draw your benefits before your Normal Pension Age of 65, this is
known as ‘early retirement’. If you're still working for BT at age 65, you
also have the option to defer taking your benefits and retire later. This
is known as ‘late retirement’.

Early retirement factor

If you take your benefits early, they will be reduced. Your benefits built
up from 1 April 2009 will be reduced if you take them before age 65.
And your benefits built up before 1 April 2009 will be reduced if you
take them before age 60.

This is because your pension is paid for more time than originally
expected. The reduction is calculated using an ‘early retirement factor’.

An early retirement factor is not applied if the Trustee agrees that you
meet the BTPS medical retirement criteria, or in certain other
circumstances allowed by the BTPS Rules.

Late retirement factor

As a deferred member of the BTPS, your benefits built up before

1 April 2009 would be increased if they are paid after you reach age
60. This is because your pension is paid for less time than originally
expected. The increase is calculated using a ‘late retirement factor’.
If you’re a deferred member of the BTPS and still employed after age
65, your benefits would be increased for late payment, but only until
the point you leave BT.

By comparison, as an active BTPS member, you build up benefits that
are linked to BTPS Pensionable Salary, so they aren’t increased by the
late retirement factor.

The late retirement factor may mean that members get a higher
increase to benefits under the proposed changes than any increase to
their BTPS Pensionable Salary would otherwise have given. This can be
seen in the member illustrations on pages 20 to 33.

Proposed changes to your future pension benefits
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New early retirement and flexibility options

We're also proposing improved retirement terms in the BTPS
once you reach age 55. These could include:

1 the option to take your BTPS pension early while you
continue working at BT. You would need to agree in
advance a leaving date that’s within two years of when you
start taking your pension. (The actual leaving date would
be subject to operational sign-off.) You would be able to
build up BTRSS benefits during this period too.

2 the option for BT employees to retire early with lower
pension reductions than the standard terms currently
applied by the BTPS.

3 the option to take the benefits you built up before 1 April
2009 (which have a Normal Pension Age of 60) before you
take the benefits you built up after 1 April 2009 (which
have a normal pension age of 60).

We're still working through how these options might work,
with an aim to introduce these as close to 1 April 2018 as

is practical. We’ll let you know once we have more details.
Due to the administrative complexities, option 3) is unlikely to
be available before 2019.

These options would be available only with BT’s consent and
subject to regular review.

Now that we've looked at what happens to your
benefits in the BTPS, let’s see what would happen
with your new BTRSS plan.



Contributing to your BTRSS plan
and proposed Improvements

From 1 April 2018, both you and BT
would contribute to your new BTRSS
plan. BT's contribution will depend
on how much you're paying In.

We're proposing three increases to
BT's contributions:

1 Improved contribution structure
We're proposing to increase BT’s maximum standard contribution
rate to 10% for all BTRSS members.

2 Anadditional higher employer contribution rate
As a team member who leaves the BTPS on 31 March 2018 as a result
of the proposed changes, BT will contribute 11% of your BTRSS
Pensionable Salary if you contribute 8%. This contribution tier would
be available to you for three years until 31 March 2021, at which
point the maximum BT contribution rate would revert back to 10%.

The table below shows these two enhancements to contribution rates.

Standard BT current Proposed new  Total proposed

memberrates  standardrates BT standard new rates into
rates BTRSS

5% 8% 9% 14%

8% or more 9% (max) 11% for 3 years, 19% or more for
forex-BTPS 10% afterwards 3 years, 18% or
members only more afterwards

Note: these rates only apply to members who are in the standard contribution structure.

3 Additional transition payments
We’re also proposing to pay additional transition payments of 2%
of BTRSS Pensionable Salary per year into your BTRSS plan, fora
period of up to ten years (or earlier if you leave BT or stop being an
active member of the BTRSS). The period will depend on your age
on 1 April 2018.

Ageat1April2018 Additional transition Total amount of

payments (% of transition payments
BTRSS Pensionable (% of BTRSS
Salary) Pensionable Salary)
<40 2% for 10 years 20%
40-44 2% for 8 years 16%
45-49 2% for 7 years 14%
50-54 2% for 5 years 10%
55-59 2% for 3 years 6%
>60 2% for 2 years 4%
10

Bringing it all together

This means that for at least two years from

1 April 2018 until at least 31 March 2020,
you could have as much as 21% of your
BTRSS Pensionable Salary paid into your
BTRSS plan, with 8% from you and 13%
from BT. You may also want to pay additional
contributions.

Example

James is 50 years old on 1 April 2018. He decides to make 8%
contributions of his BTRSS Pensionable Salary. That way his total
contributions over the next few years would be:

James BT Total
Year 1 (to 31 Mar 2019) 8% 11%+2%=13% 21%
Year 2 (to 31 Mar 2020) 8% 11%+2%=13% 21%
Year 3 (to 31 Mar 2021) 8% 11%+2%=13% 21%
Year 4 (to 31 Mar 2022) 8% 10%+2%=12% 20%
Year 5 (to 31 Mar 2023) 8% 10%+2%=12% 20%
Year 6+ (from 1 April 2023) 8% 10% 18%

If you’re paying at least 5%, BT pays a contribution of at least £1,500.
This payment will be pro rata’d for part-time employees and for those
who leave during the year.

For the purposes of calculating BT’s contributions to the BTRSS and
your death and medical retirement benefits, BTRSS Pensionable Salary
is subject to something called the ‘Earnings Cap’. This is a cap applied to
the amount of a member’s earnings that are considered pensionable.
The capis £154,200 for the tax year 2017/18. The Earnings Cap does
not apply when calculating member contributions to the BTRSS.

Proposed changes to your future pension benefits
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Ensuring a smooth
transition Into the BTRSS

As a BTRSS member, you'd have the flexibility to
choose how much you contribute to your BTRSS
plan each month.

If you don't make a choice, we're proposing that
you'd start contributing to the BTRSS at a rate
that most closely matches what you're currently
paying in the BTPS (your ‘default’ contribution
rate).

Your default BTRSS contribution rate
The table below sets out the default BTRSS member contributions we're
proposing, based on the current cost to you of your BTPS pension.

Currently, the vast majority of team members pay either 6% or 7% of
their BTPS Pensionable Salary into the BTPS. The amount you pay
depends on the section of the BTPS you are in and whether your BTPS
Pensionable Salary is above or below the Contribution Earnings Threshold
(CET), which is currently £49,185.

You also currently receive an additional allowance (the ‘Nl allowance’) in
your pay each month that relates to the changes made in 2009. This
allowance is show on your pay slip as the ‘Pensions Contract-in Nl adj’.
As a BTRSS member, you'd stop getting the Nl allowance if the
proposed changes go ahead.

On average, the value of this allowance is equal to around 1% of BTPS
Pensionable Salary and the default BTRSS rates we’re proposing take this
into account.

BTPS Section B members:
Member BTPS member Proposed default
contribution rate contribution rate BTRSS member
(% of BTPS contribution rate
Pensionable Salary) (% of BTRSS
Pensionable Salary)
If earning below CET ~ 7.0% less NI 6.0%
............................................... allowance
If earning above CET ~ 8.5% less NI 8.0%
allowance
12

BTPS Section C members:
Member contribution BTPS member Proposed default
rate contribution rate BTRSS member
(% of BTPS contribution rate
Pensionable Salary) (% of BTRSS
Pensionable Salary)
If earning below CET ~ 6.0% less NI 5.0%
............................................... a"owance
If earning above CET ~ 7.0% less NI 6.0%
allowance

We’ve set out some examples on the opposite page, along with the
impact on take-home pay.

Remember, you would be able to change your BTRSS contributions to
a higher or lower rate if you wish, with BT’s contribution rate adjusting
accordingly.

Smart pensions

When you join the BTRSS, you'd participate in Smart pensions, although
you can opt out. Smart pensions is our salary sacrifice arrangement. It is a
cost-effective way of making payments to your BT pension arrangement.
It’s an agreement between you and BT, where you agree to sacrifice part
of your salary in return for BT making pension contributions on your
behalf, as long as this wouldn’t reduce your salary below the National
Living Wage or National Minimum Wage.

You save money because you pay lower National Insurance Contributions.

You can find more information at: hr.bt.com/en-gb/
performancereward/pensions/smart-pensions-for-btps-btrss-
members where you can also find a link for opting out of Smart
pensions if you wish.

Remember

In order to benefit from the additional higher employer
contribution rate of 11% for three years, you will need to
contribute 8% of your BTRSS Pensionable Salary into your
plan. You will have the opportunity to select a rate when you
join the BTRSS.

Proposed changes to your future pension benefits
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Examples of BTPS and BTRSS member
contributions, and the impact on take-home pay

Example 1:
Ron, Section B, age 50, Pensionable Salary* of £30,000:

£ per month BTPS - 7% of BTRSS: default
BTPS Pensionable rate of 6%
Salary, less NI of BTRSS
allowance Pensionable
Salary
Gross member contributions £150

Net contributions?

SUPPORT DURING GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
QUESTIONS AND ANSWERS

Changing your BTRSS contribution rate

In the BTRSS, you can change how much you contribute to a higher or
lower rate at any time.

As with all defined contribution pension schemes, the more you and BT
pay in, the more you’ll potentially get in retirement — the example
below illustrates this.

Ron who is age 50 at 1 April 2018 and has a BTRSS Pensionable Salary
of £30,000 ayear:

% of BTRSS Pensionable Salary

Impact on take-home pay -

£2 less per
month

Example 2:

Anika, Section C, age 55, Pensionable Salary* of £40,000:

£ per month BTPS - 6% of BTRSS: default
BTPS Pensionable rate of 5%
Salary, less NI of BTRSS
allowance Pensionable
Salary
Gross member contributions £160 £167

Net contributions?

£4 less per
month

Impact on take-home pay -

1 Forillustration purposes, BTPS Pensionable Salary and BTRSS Pensionable Salary are assumed
to be the same amount. In practice there are some differences between the two schemes in
terms of what is included in these definitions (see the Glossary on page 38 for more details).

2 Net contributions are shown after tax and assume contributions are paid through Smart
pensions.

Proposed changes to your future pension benefits

If Ron pays... 5% 7% 8%

BT would pay 9% 10% 11% for
three
years, 10%
thereafter

+ transition payments of 2% for five years
Then, at age 65, £78,600 £94,700 £101,200
Ron’s projected

BTRSS plan value is

The member examples are based on the following assumptions:

o Figures are expressed in today’s prices, allowing a better
comparison of benefits for members of different ages and
periods to retirement.

o Salary growth is assumed to be in line with inflation at
2.5%.

e Members are assumed to invest in the BTRSS ‘low
involvement option’, and to receive investment returns of
5% each year until retirement. Because the projections
allow for inflation of 2.5% a year, the effective growth rate
is 2.5% a year above inflation. Standard Life makes a similar
assumption in its retirement modeller. This is in line with
rules set out by the Financial Conduct Authority (FCA).

e Members are assumed to remain active members until
age 65.

Source: KPMG analysis.
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Your BIRSS benefits when you retire

The BTRSS gives you flexibility and control over how

you take your benefits at retirement. You'll have a
number of options to choose from, and you can use

your plan in a number of different ways.

The amount of retirement benefits you would receive
depends on:
e the total contributions that you and BT have paid into your plan

¢ theinvestment return your plan achieves. As with all investments,
the value of your plan can vary significantly from time to time and
could go down as well as up

¢ the age at which you decide to take your benefits

» thetype and cost of the benefits you choose to take —an annuity,
for example

e your rate of income tax in retirement
o thelevel of charges paid.

And remember, you would still have your deferred benefits under the
BTPS and your State Pension too.

How your BTRSS savings are invested

The BTRSS gives you control over how your plan is invested. If the
proposed changes go ahead, you would be given further information
on the choice of investment funds available through the BTRSS and
how to make your choices before you join.

If you don’t make a decision straight away your contributions would be
invested in the default ‘low involvement option’ in the BTRSS. This is
set by Standard Life, the BTRSS provider. You would be able to select a
different investment option at any time.

As with all investments, the value of your plan can go down as well as up.

Annual management charges

An annual management charge would apply to your BTRSS plan. BT has
negotiated a significant discount on the annual management charges
for all BTRSS members with Standard Life. For example, members
invested in the low involvement option receive a scheme rebate of
0.73% on a normal charge (including expenses) of 1.03% giving an
effective charge on that fund of 0.3% a year.

More information on the BTRSS

The BTRSS is provided and managed by Standard
Life. Full details of the BTRSS can be found at:
www.btretirementsavingscheme.com

Options for how you take your benefits
You would have a number of choices for how you spend your BTRSS plan

Your N
BTRSS plan

You can take up to
a quarter of your
plan as tax-free
cash

25%

Take your entire
plan as cash

Take your plan as cash

You could take the full value of your plan as
a cash lump sum, but anything over the
first 25% would be subject to income tax.

‘drawdown’

Take an amount

from your plan
whenever you want

Take an amount from your plan
whenever you want, also known as

You could choose to take a series of cash
sums or income from your plan over time
whilst the balance remains invested.

Buy a pension

Buy a pension and receive an annual
income, also known as an ‘annuity’

This provides a guaranteed regular income
for the rest of your life. You'll be able to
choose the type of annuity that suits you
best. For example, you can choose one that
pays an income to your spouse or partner if
they outlive you, and that increases in line
with inflation each year.

You can use your plan to do a combination of these options. Unless you buy an annuity, you’d need to manage your money carefully to
make it last for as long as you need it — once your money runs out, it’s gone for good. Whichever option or options you choose, your
pension benefits (above the 25% tax-free amount) would be taxed as income.
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CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
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Death, medical retirement

and other benefits under

Proposal 1

If Proposal 1 is implemented, you would continue to
be entitled to death, medical retirement and other
benefits, although from 1 April 2018, these would

be different from your current BTPS member benefits.
There’s a comparison of these under Proposals 1 and 2
on pages 42-46.

If you die before you retire while still working at BT, the following
benefits would be payable:

o Cash lump sum of 10 x your BTRSS Pensionable Salary®. The
maximum lump sum is equal to the Lifetime Allowance? at the time
of your death

¢ The value of your BTRSS plan, which can be paid in a lump sum or
used to provide a pension

e Alump sum from the BTPS (the amount will depend on which
section of the BTPS you were in. See page 44 for more information)

o Half your deferred BTPS pension, if you have eligible dependants.

Any lump sum death benefit will normally be paid free of inheritance
tax as the payments are made under a discretionary trust.

The trustee of the relevant scheme will decide who receives the
payment and how much they get. You can guide them by completing
an Expression of Wish form.

Lump sums payable on death are subject to the Lifetime Allowance,
so tax charges may apply if the payment takes you over the Lifetime
Allowance.

1 BTRSS Pensionable Salary is subject to the Earnings Cap, which is £154,200 for the
2017/18 tax year
2 The Lifetime Allowance is currently £1 million

Proposed changes to your future pension benefits

If you suffer from ill health and satisfy BT's medical
retirement criteria, you would receive:

e alump sum of either 15% or 20% (depending on the severity of
your illness, disability or injury) of your BTRSS Pensionable Salary
paid into your plan for each year of potential service up to the age of
65. This payment is at BT’s discretion and does not apply to anyone
whose terms include Permanent Health Insurance. Such benefits are
only payable to active BTRSS members when BT has decided to
terminate their service on the grounds of impaired capacity due to
ill health and a valid medical retirement certificate has been issued.

o your BTRSS plan immediately, if you meet Standard Life’s medical
retirement conditions.

o your deferred BTPS pension and lump sum, which would not be
reduced for early payment.

Other benefits

All BTPS Added Years contracts would stop after 31 March 2018 and
no new contracts would be available. Similarly, you won’t be able to
make Additional Voluntary Contributions (AVCs) when you become a
deferred member of the BTPS. Instead, you would be able to make
additional contributions to your BTRSS plan.

The current ability for former Section A or B members of the BTPS to
(in certain limited circumstances) return to BT employment and rejoin
Section B will also no longer be available.

Differences to other benefits are described on pages 42-46.
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Your benefits under Proposal 2: Keep the
BTPS open for future service for team
members only, but on a different basis

Under Proposal 2, we propose to:

1) Change the rate at which future benefits build up in the BTPS from
1 April 2018

2) Change how pensions built up from 1 April 2018 increase once
they’re being paid

3) Limit future increases in BTPS Pensionable Salary to CPl inflation
each year

4) Increase member contributions

5) Change death, medical retirement, redundancy and other benefits.

1. Changes to future build-up of BTPS benefits
How your benefits currently build up

Currently, members in Sections B and C of the BTPS build up benefits
each year on a ‘career average’ or CARE basis, based on the following:

Pension: 1/80th* x BTPS Pensionable Salary less a ‘State Pension Offset’
PLUS
Lump sum: 3/80ths x BTPS Pensionable Salary

1 1/80thisknown as the ‘accrual rate’ or ‘build-up rate’. Some members have opted for 1/90th.

What is the State Pension Offset?

Since 2009, an offset (or reduction) is applied to Section B and
Cmembers’ BTPS pensions when they reach State Pension age.
When your State Pension starts to be paid, you get a higher
state benefit, because in 2009 you stopped ‘contracting out’
of the State Second Pension and started to build up that extra
state benefit.

Because you get this extra amount from the Government, your
BT pension is reduced. The intention was that you'd get broadly
the same amount overall at State Pension age (though, due to
State Pension changes made by the Government in 2016, it will
not exactly match). The application of the State Pension Offset
means that your actual overall BTPS build-up rate (‘accrual’
rate) is less than 1/80th once your State Pension starts to be
paid and we’ve estimated that for team members, it’s about
1/105th on average.

1/80th x BTPS Pensionable
Salary less State Pension Offset

_ 1/105th x BTPS Pensionable
Salary on average
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Proposed changes from 1 April 2018

For future BTPS benefits from 1 April 2018, we propose changing the
build-up rate, and removing both the State Pension Offset and the
additional 3/80ths lump sum.

The proposed build-up rate from 1 April 2018 will be:

Pension: 1/120th x BTPS Pensionable Salary

Benefits would still build up on a career average (CARE) basis from
1 April 2018, but using the new rate of 1/120th.

At the same time, we are proposing to stop the build-up of the State
Pension Offset from 1 April 2018. So benefits built up from that date
would not reduce at State Pension age. However, the State Pension
Offset would continue to apply to benefits built up between 1 April
2009 and 31 March 2018.

You'd no longer build up an additional lump sum from 1 April 2018, but
at retirement you'd still have the option to exchange some of your
pension for an additional tax-free lump sum.

Example
Fred, BTPS Pensionable Salary £30,000
Current
Estimate of BTPS BTPS pension LESS State Total payable
benefits building (payable from Pension Offset  from State
upinthenext  Normal Pension (applied from Pension age
year Age, 65) State Pension
age)
Pension 1/80x £30,000 £100peryear  £275 peryear
e e O
Lump sum 3/80x £30,000 N/A £1,125
=£1,125
Proposed
Estimate of BTPS Calculation LESS State Total payable
benefits building (payable from  Pension from State
upinthenext  Normal Pension Offset Pension age
year Age, 65)
Pension 1/120x None £250 per year
£30,000 =
L E2S0peryear
Lump sum None N/A N/A

Proposed changes to your future pension benefits
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2. Changes to how pensions built up from 1 April
2018 increase once they’re being paid

When a member starts taking their benefits from the BTPS, their
pension increases on 1 April each year in line with inflation.

Below you can see the current increases, and the changes we’re
proposing for pensions built up from 1 April 2018.

BTPS Increases for pension Proposed increases for
Section currently building up pension built up from
1 April 2018
B In line with the Government’s . .
inflation index (currently CPI In line with tl’1e. .
inflation) Qovernment sinflation
— R - index (currently CPI
C Currently in line with RPI inflation), up to a limit of
inflation, up to a limit of 5% 2.5% per year
per year

1 BTisreviewing the current use of RPI, please see the box below.

So, under Proposal 2, if CPl inflation in a particular year is more than
2.5%, the increase applied to any BTPS pension built up from 1 April
2018 would be limited to 2.5%. If CPlinflation is below 2.5%, you'd
get the full increase. If inflation is below zero, your pension wouldn’t
be reduced.

Note that this change doesn’t affect pension increases for benefits
built up before 1 April 2018, and also doesn’t affect increases
received while in deferment (ie after leaving the BTPS but before the
BTPS pension starts to be paid). It also doesn’t apply to Guaranteed
Minimum Pensions.

Use of RPl inflation for increasing Section C
pensions in payment

BT is reviewing the current use of RPI as the index for
calculating increases to Section C members’ pensions in
payment (the pension increases you'll receive when you are
drawing your pension). BT, the BTPS Trustee and the
Representative Beneficiary are seeking clarity from the Court
as to whether it’s possible to change from RPI to another index.

Changing to another index would also affect future increases
on BTPS benefits built up by Section C members who’ve
already left BT and those currently receiving a BTPS pension.

If you’re a Section C member, please refer to the separate
leaflet enclosed in your consultation pack for more details.

Our proposed change to the way pension built up from

1 April 2018 increases would not be dependent on the
Court’s decision.

Proposed changes to your future pension benefits

SUPPORT DURING GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
QUESTIONS AND ANSWERS
.
Reference periods

Sections A and B have an inflation reference period that
currently runs from 1 October to 30 September. Section C’s
inflation reference period runs from 1 January to 31 December.
At an appropriate time we propose making the reference
periods for all Sections the same: 1 October to 30 September.

Section C: illustrating the impact of moving from

RPI to CPI for pension built up from 1 April 2018

Because RPI and CPI are constructed differently, RPI gives a different
inflation rate to CPI.

CPland RPIinflation over the last five years

Reference period 2012 2013 2014 2015 2016
Oct-SepCPI(SectionB)  2.2% 2.7% 12% -0.1% 1.0%
Jan-DecRPI (SectionC)  3.1% 27% 16% 1.2% 2.5%
Jan-DecCPI(SectionC)  2.7% 2.0% 0.5% 0.2% 1.6%

Based on the current construction of the indices, CPl is generally
expected to be lower than RPI.

For example, the annual increases in RPl and CPI to 31 December 2016
were 2.5% and 1.6% respectively, a difference of 0.9%. If RPI were
0.9% higher than CPl in the future, for every £1,000 of pension built
up after 1 April 2018, an increase based on RPI would be £9 higher
than an increase based on CPI.

3. Limit future increases in BTPS Pensionable Salary
to CPl inflation

From 1 April 2018, we’re proposing to limit future increases in BTPS
Pensionable Salary to CPl inflation each year. This means that, each
year:

o If your BTPS Pensionable Salary would otherwise have increased
over the year by less than or up to the increase in CPl inflation that
year, your BTPS Pensionable Salary would still increase by the same
percentage.

o |f your BTPS Pensionable Salary would otherwise have increased
over the year by more than the increase in CPl inflation, any increase
above CPl would, in future, be categorised as non-pensionable and
wouldn’t be included in your BTPS Pensionable Salary. You'd still
receive the full increase in your pay.

Your contributions and death benefits would be calculated based on

your BTPS Pensionable Salary, and so they’d be affected by this
proposed change.
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Your benefits under Proposal 2: continued

This proposed change is important because BTPS benefits for active
members are linked to their salary. Past and future salary increases are
a big factor behind the escalating costs and risks of the BTPS. Under
Proposal 2, we need to manage how much of any salary increases you
may get would count towards your pension. So in future, we expect
that active BTPS members would only receive salary increases where
any part of the increase above CPI inflation would be non-pensionable.

Example

Yana’s BTPS Pensionable Salary at 31 March 2018 is £30,000, and she
receives a salary increase of 3% over the year. Before the proposals,
her BTPS Pensionable Salary would have increased by the full 3% to
£30,900 at 1 April 2018.

Let’s assume that the annual increase in CPl over the year is 2.3%,
which is lower than her actual salary increase of 3% that year. Under
this proposed change, Yana’s BTPS Pensionable Salary at 1 April 2018
would be limited to 2.3%, and her BTPS Pensionable Salary from

1 April 2018 would be £30,690. The remaining £210 of her salary
increase would be deemed as non-pensionable. She would still receive
the full £30,900 as pay.

Let’s say in the second year at 1 April 2019, her salary increases by 2%,
from £30,900 to £31,518. If CPl over the second year remained at
2.3%, her pay rise would be below CPI, meaning that the full percentage
salary increase would apply to her BTPS Pensionable Salary. Her BTPS
Pensionable Salary would therefore increase to £31,304 (full 2%
increase applied to £30,690), and the non-pensionable element of

her salary would be £214 (£31,518 less £31,304).

We can summarise this in a table below, and continue the example further:

Under current Proposed changes — CPI limit to BTPS Pensionable Salary
terms
Date Full salary CPlincrease BTPS Pensionable  BTPS Pensionable Salary (lower of full Non- Total
increase over  over the year Salary (full salary  salary increase or CPl increase applied) pensionable salary
the year increase applied) salary
31March 2018 Starting BTPS Pensionable Salary: £30,000 .
1Apr||2018 ......... 3.0% 23% ......... f 30900 ............. £30,690 (increase limited to 2.3%) £21Q £30,900
lApr|I2019 ......... 2.0% 23% ......... f 31,518 ............. £31,304 (full salary increase of 2.0%) £21£} £31,518
1Apr||2020 ......... 3.0% 30% ......... f 32464 ............. £32,243 (full salary increase of 3.0%) £221 £32,464
1April 2021~ 1.5% 10% o £32950 .. £32,565 (increase limited to 1.0%) £385 £32,950
1 April 2022 1.8% 2.0% £33,544 £33,152 (full salary increase of 1.8%) £392 £33,544

Impact on BTPS benefits built up to 31 March
2018

The limit on future increases to BTPS Pensionable Salary will
also be applied to benefits built up to 31 March 2018.

BTPS benefits built up before 1 April 2009 are linked to your
Final Pensionable Salary, meaning your pension is based on
your BTPS Pensionable Salary near the time you retire (or leave
the BTPS if earlier). The CPI limit would apply to your BTPS
Pensionable Salary from 1 April 2018 if this proposed change
goes ahead.

BTPS benefits built up from 1 April 2009 are on a career average
or CARE basis. Under this proposed change, these benefits would
increase each year until you retire (or leave BTPS if earlier) by the
lower of 1) the increase in CPI 2) the increase in RPl and 3) the
increase in your BTPS Pensionable Salary.
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Yana’s pensionable and non-pensionable salary over time

£34,000 Here, the non-pensionable e
salary would be £392 £33,544
£33,500 (£33,544 - £33,152) I
£32,950
£33,000 <£33,152
£32,500 £32,464
£32,000
f3l,5B/
£31,500
£31,304
£31,000 £30,900 /
£30,690
£30,500 £30,000
£30,000.....
At At At At At At
31 Mar 1 Apr 1 Apr 1 Apr 1 Apr 1 Apr
2018 2018 2019 2020 2021 2022
Total salary ——— BTPS Pensionable Salary

Team members’ 1 January 2017 pay increase was subject to a BTPS Pensionable Salary cap. For
simplification, Yana’s BTPS Pension Salary of £30,000 at 31 March 2018 is shown after this cap.
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4. Increase member contributions

Currently, the vast majority of team members pay either 6% or 7%
of their BTPS Pensionable Salary into the BTPS. The amount you pay
depends on the section of the BTPS you’re in and whether your BTPS
Pensionable Salary is above or below the Contribution Earnings
Threshold (CET), which is currently £49,185.

Nl allowance

You also currently receive an additional allowance (the ‘NI allowance’)
in your pay each month that relates to the changes made in 2009. This
allowance is shown on your pay slip as the ‘Pensions Contract-in Nl adj’.
On average, the value of this allowance is equal to around 1% of BTPS
Pensionable Salary.

Current member contribution rates

Contribution rate Section B Section C
based on BTPS

Pensionable Salary

If earning below CET 7.Q% less N'I‘ allowanuce 6.0% less Nl allowance

If earning above CET ~ 8.5% less Nl allowance 7.0% less Nl allowance

Proposed member contribution rates

We’re proposing to increase member contributions for BTPS team
members, and to use the same rate for Section B and C members. BT
also proposes to vary member contributions by grade, to reduce the
impact of higher contribution rates on those less able to afford them.
BT also proposes to stop paying the NI allowance to members from

1 April 2018.

Grade 1 April 2018 onwards
D1,(3,C2,C 9.0%
B2,BL 8.0%
A2 7.0%

Example —impact on take-home pay

The table below sets out some example salaries for team member
grades, along with the approximate effect on their take-home pay if
member contributions are increased as proposed:

Impact on take-home pay under
proposed increases to member
contributions

Grade Maximum Proposed Section B Section C
salary contribution
rate

3 £36,000 9.0% £65 less £85 less
.................................... per month per month
B2 £28,000 8.0% £33 less £49 less
.................................... per month per month
A2 £22,000 7.0% £13 less £25less

per month per month

Proposed changes to your future pension benefits
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5. Changes to death, medical retirement and other
benefits under Proposal 2

If Proposal 2 is implemented, you’ll still be entitled to benefits on
death and ill health. These would be calculated taking into account the
different benefits relating to pensionable service from 1 April 2018
under the new proposed terms. There’s more information on these and
other benefits on pages 42-46.

Under Proposal 2, BT is also proposing to change redundancy benefits.
The Government’s minimum pension age is 55. So, we propose
increasing the minimum age when you qualify for redundancy
enhancements from 50 to 55.

Because we’re proposing to increase member contribution rates from
1 April 2018, some Section B members with Added Years contracts
might find their total contributions would exceed the current limit of
15% of BTPS Pensionable Salary. Nothing would change for them and
they’ll be able to contribute over 15%. Under the proposed changes,
there would be no new Added Years contracts after 1 April 2018.

Option to join the BTRSS

Under Proposal 2, the default position for BTPS team members after
31 March 2018 would be to continue building up BTPS benefits on the
new reduced terms. However, we expect that some members may
prefer to move to the BTRSS.

At the moment, if members voluntarily opt out of the BTPS, they can’t
join the BTRSS.

However, as part of Proposal 2, active members in the BTPS on

31 March 2018 may be allowed to join the BTRSS as set out in Proposal
1, provided that they confirm in writing that they have received
financial guidance and fully understand the consequences of leaving
the BTPS, and as long as BT consents.

Once a member leaves the BTPS, they would not be able to rejoin.
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Member Illustrations

On the following pages, we show
how both Proposals 1 and 2
would affect six typical BTPS
team members. These use a mix
of ages, service and salaries.

And on the next page, the left-hand column shows the member’s
benefits if none of the proposed changes are made, and the other
columns show what might happen to their benefits under either
Proposal 1 or Proposal 2.

For each team member, we’ve shown what the impact of the changes
would be if they retire at the BTPS Normal Pension Age of 65. For
BTRSS illustrations, we’ve assumed that the member leaves the BTPS
on 31 March 2018 and joins the BTRSS from 1 April 2018.

The effect of the proposed changes on your expected pension income
will be specific to your own personal circumstances. Early in the
consultation, we’ll send you information individual to you that can be
used with our online pensions modeller to help you understand the
impact of the proposed changes on you in more detail.

Member  Section Ageat Pensionable Pensionable Pensionable Grade
of BTPS 1 April Serviceat Service Salary at
2018 1 April remaining 31 March
2018 from 2018
1 April
2018
1-Rick B 52 35 years 13 years £28,000 B2

6—Nadia C 54 £36,000 (3

30 years

11 years

It’simportant to note that the amounts shown in the illustrations depend
on a number of assumptions. These are explained on the next page.

Understanding the illustrations

Pension benefits in retirement

In eachillustration, bar charts show the member’s expected retirement
income from their BT pension arrangements both before and after
either Proposal 1 or Proposal 2 is implemented. On the right we’ve set
out an example of how the illustrations are presented. The total
pension income is summarised directly above the bar charts. This
amount decreases at State Pension age when the State Pension Offset
is applied to a member’s BTPS benefits. However, the member would
also start to receive their State Pension (which is not shown here).

20

What do the bar charts show?

Before change — the left-hand column shows
the member’s expected BTPS pension if none
of the proposed changes are made, and
assuming the member remains employed with
BT and a member of the BTPS until age 65.

After change — the other columns of the
chart show what could happen to the
member’s benefits under either Proposal 1 or
Proposal 2. Under Proposal 1, benefits from
the BTRSS are not guaranteed and would
depend on the amount of contributions paid,
Investment returns, how you choose to take
your plan at retirement and any charges. The
figures shown are just examples.

Each member would also be able to take a tax-free lump sum at
retirement. The illustrations assume that members take the maximum
lump sum available, and this amount is shown above the bar charts in
each case.

Member’s pension contributions

Below the bar charts is an estimate of how the proposed changes might
affect the member’s pension contributions and their take-home pay
(not shown on the page opposite).

Remember that in the BTRSS, the member would be able to choose

how much they contribute each month. For each illustration we've

therefore shown the effect on both contributions and retirement

benefits if the member pays:

1. Their proposed ‘default’ BTRSS contribution rate, based on their
current BTPS contributions (see page 12 for details).

2. The same contribution rate that they’d pay under Proposal 2, which
varies by grade.

Proposed changes to your future pension benefits



PROPOSED CHANGES AND ABOUT OUR PENSION SCHEMES YOURBENEFITSUNDER SUPPORT DURING GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
WHY WE NEED THEM PROPOSALS 1AND2 CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
ANDILLUSTRATIONS QUESTIONS AND ANSWERS
How to read the illustrations
Proposal 1 —join BTRSS for future service Proposal 2 -
remain in BTPS
on a different
basis
Future BTPS benefits Drawdown Annuity Future BTPS
Estimate of the BTPS An estimate of the annual An estimate of the guaranteed annual benefits
benefits the member might amounts that could be drawn out pension income the member would receive if Estimate of the
have built up from 1 April of the BTRSS plan over a 20 year they buy an annuity at retirement. The first BTPS benefits the
2018 until age 65 without period (ie until age 85). These bar assumes the annuity provides member would
the proposed changes. amounts are not guaranteed and dependants benefits on death, and build up from
depend on the investment inflationary increases each year. The second 1 April 2018 until
returns achieved by the plan. If bar assumes a single life annuity (ie no age 65, assuming
£ the investment returns are lower dependants benefits on death) that has no Proposal 2 is
per year than expected, the money in the inflation increases. Members can choose to implemented.
plan would run out sooner. buy annuities with other features if they wish.
15,000
Future BTPS
benefits State Pension Offset! State Pension Offset? State Pension Offset!
Post-2009 Post-2009 Post-2009 Future BTPS
State Pension Offset! past benefits past benefits past benefits benefits
10,000 Pre-2009 Pre-2009 Pre-2009 State Pension Offset?
Post-2009 past benefits past benefits past benefits Post-2009
past benefits past benefits
Pre-2009 Pre-2009
past benefits past benefits
5,000
BTPS —No change BTPS + BTRSS BTPS + BTRSS annuity BTPS + BTRSS annuity BTPS on
drawdown (Joint life, inflation) (Single life, fixed) different basis
Pre-2009 BTPS benefits
Benefits built up in the BTPS State Pension Offset
before 1 April 2009. Under the You get paid this amount of pension from the BTPS
assumptions used, the amount from when you retire until your State Pension age.
of these benefits is higher after At State Pension age you stop receiving this amount
the proposed changes because Post-2009 BTPS benefits from the BTPS, but you start receiving your State
a ‘late retirement factor’ would BTPS benefits for service Pension. The reduction in pension at State Pension
be applied for retirement at age from 1 April 2009 until age is lower after the change because no further State
65 as a deferred member. 31 March 2018. Pension Offset would build up after 31 March 2018.
Notesongraph «  State Pension Offset assumed to increase each year in line with inflation at 2.5% per year before
1. At State Pension age (SPA) the BTPS Pension is reduced by the State Pension Offset and the State Pension age.

Thei

member will start to receive their State Pension. Under both Proposals 1 and 2, the State Pension
Offset would stop building upon 31 March 2018 and is therefore lower than under the ‘no
change’ scenario.

Under drawdown, the BTRSS plan is assumed to be taken as regular income over the period from
retirement to age 85. The amount taken is assumed to increase each year in line with inflation. The
member’s plan is assumed to remain invested and to grow in line with inflation in retirement.
Members assumed to buy an annuity with their BTRSS plan, with two different types of annuities
illustrated. The first bar assumes the annuity provides a 50% dependants’ pension on death, and
inflationary increases each year. The second bar assumes a single life annuity that has no pension
increases.

illustrations are based on the following assumptions:

Figures are expressed in today’s prices, allowing a better comparison of benefits for members of
different ages and periods to retirement.

Members draw all their benefits (built up both before and after 1 April 2009) at their Normal
Pension Age of 65.

Members remain at BT and contributing to their pension scheme until their retirement.

Salary growth is in line with inflation at 2.5% per year. For illustration purposes BTPS
Pensionable Salary and BTRSS Pensionable Salary are assumed to be the same amount. In
practice there are some differences between the two schemes in terms of what is included in
these definitions (see the Glossary for more details).

Deferred increases to the BTPS pension in line with inflation at 2.5% per year. No allowance is
made for Guaranteed Minimum Pensions.

The projections do not allow for the option to convert some BTPS pension increases for a higher
starting pension. This will still remain available to members if the proposed changes are
implemented.

Proposed changes to your future pension benefits

« Inthe Proposal 1 scenarios, the pre-2009 BTPS benefits are increased by the late retirement
factors currently in force. These are subject to regular review by the scheme. The current factors
are higher than the assumed increase in BTPS Pensionable Salary and so the deferred pre-2009
benefits are higher than in the ‘no change’ scenario.

«  Forboth BTPS and BTRSS benefits, members take the maximum amount of tax-free cash
available (25% of the value of the benefits). For the BTPS, this means they exchange some of
their pension for extra tax-free cash based on the factors currently in force. These are subject to
regular review by the scheme. In practice, members can choose to take different amounts of
tax-free cash.

«  Members are assumed to invest in the BTRSS ‘low involvement option’, and to receive
investment returns of 5% each year until retirement. Because the projections allow for inflation
of 2.5% a year, the effective growth rate is 2.5% a year above inflation. Standard Life makes a
similar assumption in its retirement modeller. This is in line with rules set out by the Financial
Conduct Authority (FCA).

«  Theannuities are based on the Statutory Money Purchase lllustration (SMPI) assumptions as set
out in actuarial guidance from the Financial Reporting Council. This includes an allowance of 4%
of the value of the BTRSS plan for expenses.

«  Proposed transition payments have been included in the BTRSS figures.

«  Net contributions based on relevant rates, thresholds and allowances for the 2017/18 tax year.
Contributions under ‘before change’ reflect the current Nl allowance in place for BTPS members. No
allowance is made in estimating a member’s tax position for any other income they may receive.

«  Members are assumed to participate in Smart pensions.

Otherimportant notes

«  Examples shown are illustrative only (based on KPMG analysis) and are not designed to show an
individual’s circumstances or to be used for financial or other retirement planning purposes.
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Grade

B2

Section

52 |IB

‘fﬂ Rick

22

Before change

Tax-free lump sum

£92,100

Pension income

£13,8005.

reducing to £12,000p.a.
from SPA?

Proposal 1

After change — Close the BTPS and join BTRSS for future service

If Rick pays 6% of BTRSS Pensionable Salary
(his proposed BTRSS default contribution rate)

Total BTRSS plan at retirement is £68,700
25% assumed to be taken as lump sum, with the
remainder available to provide an income, as

Tax-free lump sum

£101,900

BTPS: £84,700
BTRSS: £17,200

Pension income

£15,3005..

reducing to £14,600p.a. :
from SPA? :

illustrated below:

Pensionincome :

£13,900p.-

reducing to £13,200p.a.
from SPA?

Pension income

£15,2005:

reducing to £14,500p.a.
from SPA?

£
peryear
18,000
16,000
14,000
Future BTPS
12,000 benefits State Pension Offset! State Pension Offset? State Pension Offset?
Post-2009 past Post-2009 past Post-2009 past
10.000 State Pension Offset! benefits benefits benefits
’ Pre-2009 past Pre-2009 past Pre-20009 past
Post-2009 past benefits benefits benefits
8,000 benefits
Pre-2009 past
6,000 benefits
4,000
2,000

Rick’s monthly pension contributions

BTPS -No change

Before change

Gross contribution
(per month)

Net contribution®
(per month)

£138
£94

BTPS + BTRSS
drawdown (to age 85)

After change

Proposal 1 - join BTRSS

Gross contribution
(per month)

Net contribution*
(per month)

Proposed changes to your future pension benefits

BTPS + BTRSS annuity
(Joint life, inflation)

At 6% member
contribution rate

£140
£95

BTPS + BTRSS annuity
(Single life, fixed)

At 8% member
contribution rate

£187
t127




PROPOSED CHANGES AND
WHY WE NEED THEM

Pensionable service to 31 March 2018

35 vears

ABOUT OUR PENSION SCHEMES

YOURBENEFITSUNDER SUPPORT DURING

CONSULTATION

PROPOSALS1AND2
ANDILLUSTRATIONS

Future BT service to age 65

13 years

If Rick pays 8% of BTRSS Pensionable Salary

(this would be the same contribution rate as under Proposal 2)

Tax-free lump sum

£104,800

BTPS: £84,700
BTRSS: £20,100

Pension income

£15 7000

reducing to £15,000p.a.
from SPA? :

State Pension Offset!

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS
drawdown (to age 85)

Proposal 2-BTPS on
different basis

Gross contribution
(per month)

Net contribution*
(per month)

Total BTRSS plan at retirement is £80,300

25% assumed to be taken as lump sum, with the
remainder available to provide anincome, as
illustrated below:

Pension income

£14100,..

reducing to £13,400p.a.
from SPA?

State Pension Offset!

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS annuity
(Joint life, inflation)

At 8% member
contribution rate

£187
t127

Pension income :

£15,600p.

reducing to £14,900p.a.
from SPA?

State Pension Offset?

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS annuity
(Single life, fixed)

# Net contributions based on relevant
rates, thresholds and allowances for the
2017/18 tax year. Gross contributions
under ‘No change’ reflect the current
National Insurance allowance paid to
BTPS members since 2009.

Proposed changes to your future pension benefits

Pensionable salary

£28,000p.a.

GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
AND FREQUENTLY ASKED THE PROPOSED CHANGES
QUESTIONS AND ANSWERS

Proposal 2

After change —Remain

in BTPS on a different

basis

Tax-free lump sum

£81,300

Pension income :

£12,100p..

reducing to £11,400p.a.
from SPA?

Future BTPS
benefits

State Pension Offset!
Post 2009 past
benefits

Pre 2009 past
benefits

BTPS on different
basis

Notes

Please see page 21 for information on how to read
this illustration and for important details of the
assumptions that have been used.

The figures assume the member takes all of their
benefits at age 65, which is the Normal Pension Age
in the BTPS.

Please note the benefits from the BTRSS are not
guaranteed and would depend on the amount of
contributions paid, investment returns, how you choose
to take your plan at retirement and any charges.
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Before change

Tax-free lump sum

£119,800

Pension income

£18,1005-

reducing to £15,800p.a.
from SPA?

Carmen

Proposal 1

55

Section

B D1

Grade

After change — Close the BTPS and join BTRSS for future service

If Carmen pays 6% of BTRSS Pensionable Salary

(her proposed BTRSS default contribution rate)

Total BTRSS plan at retirement is £70,200
25% assumed to be taken as lump sum, with the
remainder available to provide an income, as

Tax-free lump sum

£155,100

BTPS: £117,500
BTRSS: £17,600

Pension income

£20,2005:

reducing to £19,100p.a.
from SPA?

illustrated below:

Pensionincome

£18,900p..

reducing to £17,800p.a.
from SPA?

Pension income

£20,200,..

reducing to £19,100p.a.
from SPA?

£
per year
25,000
20,000
Future BTPS State Pension Offset? State Pension Offset? State Pension Offset!
benefits Post-2009 past Post-2009 past Post-2009 past
15,000 State Pension Offsetl benefits benefits benefits
Pre-2009 past Pre-2009 past Pre-2009 past
Post-2009 past benefits benefits benefits
benefits
10,000 Pre-2009 past
benefits
5,000

BTPS —No change

BTPS + BTRSS
drawdown (to age 85)

BTPS + BTRSS annuity
(Joint life, inflation)

BTPS + BTRSS annuity
(Single life, fixed)

Carmen’s monthly pension contributions

After change

Proposal 1 - join BTRSS At 6% member

contribution rate

£195
£133

At 9% member
contribution rate

£293
£199

Before change

£189
£128

Gross contribution
(per month)

Gross contribution
(per month)

Net contribution*
(per month)

Net contribution®
(per month)

Proposed changes to your future pension benefits



PROPOSED CHANGES AND
WHY WE NEED THEM

Pensionable service to 31 March 2018

35 vears

ABOUT OUR PENSION SCHEMES

YOURBENEFITSUNDER SUPPORT DURING

CONSULTATION

PROPOSALS1AND2
ANDILLUSTRATIONS

Future BT service to age 65

10 years

If Carmen pays 9% of BTRSS Pensionable Salary

(this would be the same contribution rate as under Proposal 2)

Tax-free lump sum

£139,200

BTPS: £117,500
BTRSS: £21,700

Pension income

£20,9005..

reducing to £19,800p.a.
from SPA?

State Pension Offset!
Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS
drawdown (to age 85)

Proposal 2-BTPS on
different basis

Gross contribution
(per month)

Net contribution*
(per month)

Total BTRSS plan at retirement is £86,800

25% assumed to be taken as lump sum, with the
remainder available to provide anincome, as
illustrated below:

Pension income :

£19,2005.

reducing to £18,100p.a.
from SPA?

State Pension Offset!
Post-2009 past
benefits

Pre-2009 past

Pension income

£20,800s.

reducing to £19,700p.a.
from SPA?

State Pension Offset!
Post-2009 past
benefits

Pre-2009 past

benefits benefits

BTPS + BTRSS annuity
(Joint life, inflation)

BTPS + BTRSS annuity
(Single life, fixed)

At 9% member
contribution rate

£295
£199

# Net contributions based on relevant
rates, thresholds and allowances for the
2017/18 tax year. Gross contributions
under ‘No change’ reflect the current
National Insurance allowance paid to
BTPS members since 2009.

Proposed changes to your future pension benefits

Pensionable salary

£39,000p.a.

GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
AND FREQUENTLY ASKED THE PROPOSED CHANGES
QUESTIONS AND ANSWERS

Proposal 2

After change —Remain

in BTPS on a different

basis

Tax-free lump sum

£ 108,200

Pension income

£16,300p.

reducing to £15,200p.a.
from SPA?

Future BTPS
benefits

State Pension Offset!

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS on different
basis

Notes

Please see page 21 for information on how to read
this illustration and for important details of the
assumptions that have been used.

The figures assume the member takes all of their
benefits at age 65, which is the Normal Pension Age
in the BTPS.

Please note the benefits from the BTRSS are not
guaranteed and would depend on the amount of
contributions paid, investment returns, how you choose
to take your plan at retirement and any charges.
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26

Before change

Tax-free lump sum

£115,500

Pension income .

£17400,..

reducing to £15,400p.a.
from SPA?
£
per year
25,000
20,000
Future BTPS
benefits
15,000 State Pension Offset!
Post-2009 past
benefits
10,000 Pre-2009 past
benefits
5,000

BTPS —No change

Hetal’s monthly pension contributions

Before change

£1/5
£119

Gross contribution
(per month)

Net contribution®
(per month)

Age

5/

Proposal 1

Section

B 103

Grade

After change — Close the BTPS and join BTRSS for future service

If Hetal pays 6% of BTRSS Pensionable Salary
(her proposed BTRSS default contribution rate)

Total BTRSS plan at retirement is £51,000
25% assumed to be taken as lump sum, with the
remainder available to provide an income, as

Tax-free lump sum

£134,600

BTPS: £121,800
BTRSS: £12,800

Pension income

£20,10055.

reducing to £19,100p.a.
from SPA?

State Pension Offset!

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS
drawdown (to age 85)

After change

Proposal 1 - join BTRSS

Gross contribution
(per month)

Net contribution*
(per month)

Proposed changes to your future pension benefits

illustrated below:

Pensionincome :

£10,200, '

reducing to £18,200p.a.
from SPA?

State Pension Offset!

Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS annuity
(Joint life, inflation)

At 6% member
contribution rate

£180
t122

Pension income

£20,1005-

reducing to £19,100p.a.
from SPA?

State Pension Offset?
Post-2009 past
benefits

Pre-2009 past
benefits

BTPS + BTRSS annuity
(Single life, fixed)

At 9% member
contribution rate

£2/0
£184




PROPOSED CHANGES AND ABOUT OUR PENSION SCHEMES YOURBENEFITSUNDER SUPPORT DURING GLOSSARY OF TERMS OTHER BENEFITS AFFECTED BY
WHY WE NEED THEM PROPOSALS1AND2 CONSULTATION AND FREQUENTLY ASKED THE PROPOSED CHANGES
ANDILLUSTRATIONS QUESTIONS AND ANSWERS
Pensionable service to 31 March 2018 Future BT service to age 65 Pensionable salary
39 years 8 years £36,000p.a.
Proposal 2
After change —Remain
If Hetal pay