

IT IS ESTIMATED THERE COULD BE UP TO
A MILLION PENSIONERS 
WHO DO NOT RECEIVE REGULAR DISCRETIONARY INCREASES
TO THEIR PRE’97 PENSIONS IN PAYMENT
 

There is clear and compelling evidence that this is an area of corporate citizenship and UK pension legislation that deserves attention and improvement by The Pension Regulator and Department of Works and Pensions


THE PENSION REGULATOR HAS THE POTENTIAL TO PLAY A CRITICAL ROLE IN ENSURING THESE UK PENSIONERS ARE TREATED IN ACCORDANCE WITH BASIC PRINCIPLES OF 
GOOD CORPORATE CITIZENSHIP AND ETHICAL DECISON MAKING

This paper outlines why positive action is required




“Whitepaper”

The need for a “Code of Ethical Practice” for the treatment of UK pensioners with pre’97 service
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Why a Code of Practice is needed?

Executive Summary
· There are many UK DB pensioners with pre’97 service who do not receive regular discretionary increases to their pensions in payment - and UK legislation does not disallow this
· As a result, many pensioners suffer significant financial damage as well as negative impacts on their emotional well-being and overall life circumstances 
· Based on FOI data provided by the Regulator - there is evidence to suggest that the true extent and scale of the problem is considerable and the Regulator is unlikely to have full insight into the negative impact on the financial and life circumstances of thousands of UK pensioners
· Analysis of TPR UK DB Landscape data and a “case study” of one company scheme suggests this is a problem and issue that warrants research, review and intervention by the Regulator
· It is believed such a review will surface sufficient evidence to justify a “Code of Ethics for the treatment of pre’97 pensioners” within the Regulators’ new Code of Practice
· Such an intervention will influence company DB discretionary decision practices that can lead to improving the life circumstances of those pensioners who do not receive regular increases
· Without legislative change, an ethics-based intervention by the Regulator appears to be the only way to prevent companies continuing the practice of zero increases over many past years and future years
· Analysis of historical practice by certain companies is likely to provide clear evidence that, as a minimum, pre’97 pensioners strongly deserve and require a level of protection and oversight by the Regulator
· Regulatory principles in this area will also enable Trustees to better represent the interests of their scheme members
· We are convinced that pension scheme Trustees would also welcome such an intervention by TPR, especially where  companies have sole discretionary power and Trustees have been unable to establish collaborative policy with company executives for fair and equitable treatment of pensioners dependent on discretionary increases
This purpose of this paper is to provide TPR with initial information and insight as to why the HPPA is requesting TPR to carry out a review of the situation across the wider UK DB landscape and establish a code of ethical practice as a very necessary and positive intervention needed by many UK pensioners and pension scheme Trustees.

It is anticipated that research and analysis into the discretionary practices of less than 50 DB schemes representing half a million pensioners will surface valuable information highlighting the scope and scale of the problem and which will justify the need for appropriate interventions by TPR.



Insight into the issue

The HPPA situation and experience
· The HPPA have been campaigning for many years to get Hewlett Packard Enterprise to grant regular discretionary increases to Digital pensioners with pre’1997 service
· Since 2002 the company has granted only three discretionary increases resulting in significant loss of income and “buying power” for longer-term retirees
· The current “cost of living crisis” exacerbates the problem enormously by eroding the value of pensions and their “buying power” even more rapidly with company pensioners already in hardship suffering further 
· Multiple appeals and representations have been made to the company and Trustees to improve their level of collaboration on discretionary increases and establish appropriate policy including:
· Requests for a Collaborative Governance Review to help “break the deadlock” between company and Trustees
· Appeals to corporate leadership and Trustees
· Direct appeal to the company CEO
· Detailed analysis of the catastrophic financial damage and impact on well-being of members caused by zero increases over so many years
· Survey results and “life stories” from members on the devastating impact zero discretionary increases have had on the quality of their lives
· Reference to Regulator principles and comparison with IBM practice

· Following intensive campaigning over the past 24 months, coupled with Trustee representations to the company, the impact of the current economic crisis and levels of inflation - the company has granted its first discretionary increase (3%) since 2008

· However – Digital pensioners within the HP Plan have received discretionary increases totalling only 5% over the last 20 years - while retail price inflation has grown by over 56% (refer to Appendix materials)

Across the wider UK DB landscape

· In stark contrast to our situation - the company IBM has been providing discretionary increases (50% of RPI) to pre’97 pensioners since 2012 through collaborative policy developed between company leadership and pension Trustees, even although it is the company that has sole discretionary power

· It is our view that different company cultures and leadership ethics are a significant factor in how UK pensioners are treated and this creates significant disparity

· Some companies treat pre’97 pensioners the same way as post’97 while others comply with minimum UK legal requirements only (information on company names can be provided)

· We would also posit that policy on discretionary pension increases, prevalent within a number of large multi-nationals, is to provide only the minimum legal requirements within UK legislation

This is why we firmly believe a TPR assessment of discretionary practices across the UK DB landscape will conclude that a “code of ethical practice” is required to improve the life circumstances of many UK pensioners.

We are not suggesting that full inflation indexation be given every year – we are simply asking for Regulator intervention that helps ensure UK pensioners are treated according to good corporate citizenship, moral and ethical principles which will help prevent the kind of damage that can be inflicted on people’s lives when there is no regulatory governance and oversight into the way in which companies treat pre’97 pensioners dependent on discretionary increases.
Outline thinking on Purpose and Intent behind a Code of Ethical Conduct


The “True Purposes” of any Defined Benefit Pension Scheme
is to provide beneficiaries with guaranteed benefits
as well as enabling discretionary benefits

In summary, such a code would be characterised by the following:

· A set of guiding principles, criteria and indicators that represent good corporate citizenship in how UK pensioners are expected to be treated

· Helping to ensure companies operate “within the spirit” of the law when making discretionary decisions

· Providing the Regulator with powers to assess and consider if companies are using UK legislation in a way that results in exploitation of UK citizens by meeting minimum legal requirements only – and yet there is clear evidence that more positive outcomes for pensioners are possible

· It prevents “deadlock” as well as facilitating conflict resolution – for example:

· By enabling Trustees to request Regulator mediation and arbitration when Trustees are unable to establish effective collaboration on discretionary decision policy

· Note: Current legislation enables companies that have sole discretionary power to always look after their own financial interests – even if they have the financial resources and potential to provide discretionary increases but choose not to – and Trustees become powerless to intervene or persuade executives on alternative outcomes

· Such a code can help prevent “deadlock” of this nature

· Is complementary to and aligned with the principles and intent within the Regulators New Code of DB Funding which is currently in the final stages of consultation

· It ensures that companies and Trustees are better aligned to the “True Purposes” of their defined benefit pension plans by enabling more effective collaboration and policy development



Recognising and dealing with the concern of increased liabilities

Context

There will be concerns about the impact of such a code creating increased liabilities for schemes and the potential risk this poses for companies or the government and  the Pension Protection Fund. 

It is our view that a well thought-through Code of Ethical Conduct that recognises the diversity of scheme profiles and membership sizes can deal with this issue and will not create unaffordable  pressure and financial risk for companies or the government – and that detailed analysis of specific company practices across the total landscape will support this.

 The scope of such a code applies to a relatively small cross-section of schemes across the total landscape. HPPA analysis of TPR data indicates that the vast majority of all schemes already provide members with non-discretionary indexation (refer to appendix):
· 73% of schemes with less than 1,000 members already provide non-discretionary indexation
· 85% of schemes with more than 10,000 members already provide non-discretionary indexation
· >80% of schemes with 5,000 – 9,999 members already provide non-discretionary indexation
[bookmark: _GoBack]
· There are only 26 schemes with 5,000 - 9,999 members subject to discretionary decisions
· There are only 21 schemes with more  than 10,000 members subject to discretionary decisions
· These 47 schemes alone are estimated to represent approximately 500,000 pensioners and it is across these larger schemes that a code of conduct is expected to have the greatest positive impact on member outcomes

A balanced approach has the potential to improve corporate citizenship across a relatively small number of schemes, deal with the unique circumstances of small-medium enterprises while delivering more  positive outcomes for many thousands of UK citizens.

As already stated above, this representation is not asking for legislative change that forces a “one size fits all “ solution across all companies regardless of size and financial position.

Our limited research has shown that flexible and enlightened ethical practice is entirely possible when company leadership and Trustees develop collaborative policy – for example - IBM has been provided 50% of RPI discretionary increases for many pensioners since 2012. Why have other large multi-nationals not adopted similar practices? This is why we believe further research by the TPR will provide valuable insight to shape and craft an appropriate code of conduct.

A well-designed Code of Conduct and guiding principles will facilitate and enable Trustees to establish collaborative policy creating more positive discretionary outcomes for members while balancing and recognising the circumstances and strength of the covenant of each company.

DWP Government Actuary Analysis

In previous conversations between the HPPA and the Government Actuary’s Department (GAD) in 2019, the GAD made an indicative high-level estimate that if the government changed legislation to mandate all pre’1997 benefits be indexed by CPI capped at 2.5% per annum, this might increase DB liabilities (measured on a Technical Provisions basis) by around £15 billion. This GAD analysis also stated that:

· This is a high-level illustrative figure to be treated with caution because of the assumptions and approximations made
· The actual figures could be higher or lower given the significant uncertainties involved and underlying assumptions
· This would result in a worsening funding position for the affected schemes which would require increased contributions from sponsoring employers
· Producing a more precise estimate would require a disproportionate level of resources

The HPPA believe that the GAD estimate of £15 billion is very much higher than what a properly conducted analysis and more precise estimate would reveal. A more detailed analysis would suggest an estimate of increased  liabilities closer to £8 billion over the lifetimes of a million pensioners, assuming an average pre’1997 pension of £10k/per annum increased by 2.5% per year. 

Also, the GAD estimate is based on a legislated solution that mandates specific increases – however – a TPR code of conduct would operate differently and enable more flexible approaches to creating positive outcomes with lower increases in liabilities. 

Such an approach is a viable alternative that recognises and avoids the complex issues involved in trying to introduce legislative change that forces all companies to provide fixed increases to pre’1997 pensions in payment and the resulting increase in liabilities.


In conclusion 

A TPR governed Code of Ethical Conduct will enable greater collaboration between company executives and Trustees which in turn will lead to affordable discretionary pension increase policies improving the lives of many thousands of UK pensioners.
Establishing such a code of practice is aligned with and complements the principles and intent within the Regulators New Code of DB Funding which is currently in the final stages of consultation.
We believe such a code is required and hope that the TPR see the merit and justification in this representation.

We would welcome the opportunity to discuss this in more detail and provide you with all the information we have justifying the need for such an intervention by the Regulator.

Thank You
The HPPA Team




APPENDIX

Supplementary information in support of this request



The following pages contain a very small selection of  “extracts” of the kind of information the HPPA has submitted to company leadership and Trustees to find a way to better treat their pensioners dependent on company discretionary increases



This information provides basic insight as to why there is sufficient and compelling evidence for further research and intervention by The Pension Regulator


The HPPA Team request  the opportunity to discuss this in more detail and provide you with all the information we have justifying the need for such an intervention by the Regulator.
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	Representation to TPR – The need for a “Code of Ethical Practice”	
HPPA Summary Analysis of FOI data requested from TPR on the UK DB Landscape
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£55,000
IS THE ESTIMATED TOTAL LOST INCOME TO THE PRESENT TIME FOR A PERSON WHO RETIRED IN 2003
WITH A PRE’97 PENSION VALUE OF £8,500 

THE PRE’97 PENSION VALUE PROFILE OF THIS INDIVIDUAL LOOKS LIKE THIS
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THIS PERSON – IF MALE – IS ESTIMATED TO LIVE FOR ANOTHER 6 YEARS
BY WHICH TIME THE “BUYING POWER’ OF THEIR PRE’97 PENSION IS EQUIVALENT TO ZERO COMPARED TO ITS’ ORIGINAL VALUE IN 2003
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2-<5 5-<99 100-<999 1,000-<4,999 5,000-<9,999 10,000+
Fixed Interest Value 11 757 828 154 24 13



Full Indexing in Line-CPI 23 93 81 45 15 14
Full Indexing in Line-RPI 11 92 66 24 7 12



Max & min-CPI 3 5 12 3 3 3
Max & min-RPI 2 44 124 48 8 13



Percentage Increase-CPI 3 3 3 3 3 3
Percentage Increase-RPI 3 3 8 5 3 3



Up to max-CPI 3 58 101 46 8 12
Up to max-RPI 35 393 671 285 73 109



Not Applicable-CPI 3 6 3 3 3 3
Not Applicable-RPI 3 3 3 3 3 3
Not Applicable-N/A 32 537 495 126 26 21



Not Applicable-Unknown 107 30 26 10 3 3
Total number of Schemes 239 2024 2421 755 179 212 5,830          



Pension Schemes - Size by Number of MembersIndexation Approach



391



Appendix 6 : Analysis of data received from The Pensions Regulator – Sept 2020 



The number of schemes with pre-April ’97 membership broken down by type of indexation and number of members is as follows:



85% of schemes with more than 10,000 
members receive non-discretionary indexation 



>80% of schemes with 5000 - 9,999 members 
receive non-discretionary indexation 



The Digital Section – which has since 2008 delivered 13 years of continuous zero increases – is believed to “stand apart” 
from comparable schemes in the UK in creating such consistently negative outcomes for their pensioners with pre’97 service



80% of all the Plans across the UK have less than 
1000 members



“Not Applicable”
refers to no formal 



indexation measures 
i.e. that indexation is 



discretionary.



We  provide aggregated 
summaries but in the 
interests of avoiding 



potential disclosure we 
represent very low 



individual cell volumes 
(i.e. less than 5 schemes 
being prevalent) as “<5”. 



Note: <5 HAS BEEN CONVERTED 
TO “3” IN THE TABLE AS PART OF 



HPPA ANALYSIS
73%  of these plans with less than 1000 



members receive non-discretionary indexation
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Creating stronger alignment with leadership FUITERVENEVEY RN R Y

HPE again named among the SINGE 2009 THE COMPANY HAS GRANTED 0%
“World’s Most Ethical Companies” DISCRETIONARY INCREASES TO EX-DIGITAL PENSIONERS

The negative impact on this community is highly damaging

HPE is focused on impacting the communities in which
we live and work in a positive way They have suffered significant financial loss and erosion in the

value of their pensions, impacting their lives and well-being

1]
The situation is getting worse and will continue to deteriorate
In an interview with In a 2021 survey of pensioners of the Digital Section of the HP
talked about the following: Retirement Benefit Plan, members talked about the following:
®  making ethics everyone’s business A e “Extremely unethical and they should be ashamed of themselves”
e advancing the way people work and live e “The HPE approach is mean spirited and shocking”
e respecting human rights as being a core value “Disgraceful treatment of loyal employees”
Antonio Neri CEO HPE’s commitment to “unconditional inclusion” being a “Disgusted by their approach and | will never buy a HP product
critical component of the ethical culture again”
e that ethics has at its core: “treating others as you would “It is particularly cynical that a vast corporation that boasts of its
want to be treated yourself” values can behave in such an unethical way”
e the company commitment to ethics is holistic and “It is shameful and ethically unforgivable”
ingrained in HPE’s values and culture — in the workplace
and beyond

It requires appropriate intervention to turn this situation around
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YEARS OF DECLINE FINDING A ROUTE TO
RESULTING IN SIGNIFICANT DAMAGE AND LOSS RECOVERY AND RECONCILIATION

20 years since the company merger
17 years of zero increases to pre’97 pensions in payment
Cumulative annual RPI over period was 56%
Pre’97 Pensioners received only 2% increase What is required to create

a fair and acceptable
future and restore,

Faith
Trust
Confidence
Financial health
Pension value

Overall well-being

Faith
Trust
Confidence
Financial health
Pension value
Overall well-being

RECOVER?

FOR MANY PENSIONERS — THE DAMAGE CREATED THROUGH THE YEARS OF DECLINE AND LOSS IS
IMMENSE AND IRRECOVERABLE, AS THEY APPROACH THE END OF THEIR LIVES
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Stress



Worries about survival of 
spouse on a much reduced 
pension



Relationship damage 
and conflict



“Downsizing”



Having to work when in 
70s/80s to make ends 
meet



Continual anxiety and tension about coping in the 
future exacerbated by deteriorating health and 



physical and mental capabilities for self and family 



Permanent loss of simple 
pleasures



Depression



Reduced social 
interaction and reduced 
contribution to society, 
family and friends Increased dependence and reliance 



on children, government support 
and others



The damage is more than just financial



Anger, frustration, resentment at 
way being treated with no 
resolution in sight



the life situation for many 



4



Regret at having 
transferred other pension 
into DIGITAL Plan



Significant changes in lifestyle to cope and adapt
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The damage is more than just financial



A very serious consequence, that I hope will come across, is the impact of financial difficulties on mental health. There is no escape 



from thinking about and worrying about one's financial situation as it slides downhill. What exacerbates the situation is that as we get 



older our resilience can fade and we are less equipped to bounce back and e.g. find alternative sources of income to supplement our 



pensions. This becomes more problematical and less viable as we age.



To further compound the problem it is also at this stage of life that the inevitable age-related and other illnesses can make their mark in 



significant and limiting ways.



All this can wear one out and lead to stress, anxiety depression and so on. Inevitably, this has further impact, for example on one's 



relationships.



So, it really isn't just all about the money. Money is the tip of the iceberg and the catalyst for meltdown in many different ways.



I think it is important that this perspective is also somehow reflected to HP.



Feedback from a member – and which articulates similar feedback from many others
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PROVOCATIONS
Spirit and intent behind original UK legislation



Ø UK legislation with regard to pre’1997 pensions in payment was originally intended to “help” the many small/medium enterprises that would supposedly 
struggle to maintain constant RPI increases



Ø The original intention was to ensure sustainability of small/medium enterprises in difficulty, to not put undue burden on them, prevent pensions funds falling 
into the UK government Pension Protection Fund - and very importantly - that when they could afford it, they would grant discretionary increases.



Ø Across the UK DB landscape the majority of all schemes, including those of many small medium enterprises, provide non-discretionary indexation



v Refer Appendix 6 – Review of UK DB Landscape 



Observations



ØHPE UK Management state that they are committed to meeting all their legal obligations and continue to give annual discretionary decisions due and 
appropriate consideration



Ø Corporate policy indicates that local HPE UK management has the freedom, flexibility and authority to actually go beyond minimum requirements



Questions/Provocations



v While it is clear that HPE are meeting their basic legal obligations - could it also be argued that HPE are not acting within the original “spirit of the law” as 
it was intended?



v Recognising the strength of the covenant of HPE and it’s espoused ethical values – could it be argued that the continued practice of zero increases reaches 
a point where it becomes unethical - especially when there are alternative courses of action that create more positive outcomes?



v Are HPE leadership and Trustees willing to review their approach recognising the original “spirit” behind UK legislation and the IBM situation?
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Appendix 2: policies and practices relating to discretionary decisions



HPE UK decision makers have the autonomy and authority to determine how best to manage pension funding decisions – including the ability to go beyond 
minimum funding requirements – should they have the intention and strategic thinking to provide  future discretionary increases



Trustee Directors have the potential to work collaboratively with HPE management in developing appropriate strategies and policies to provide future 
discretionary increases



The primary focus is on minimising contributions and exploiting any opportunity to extract economic value from the pension fund



Trustees appear to be allowing the company to gain economic value from pension fund surpluses – which could be considered counter to their fiduciary 
duty of looking after members interests and potentially ineffective resolution and negotiation to a conflict of interest from member perspectives 



Collectively, these behaviours and practices indicate that there is no policy and collaboration 



between HPE Executives and Trustees to achieve the true purposes of the pension plan – which 



includes facilitating and enabling discretionary increases. 



These practices suggest that – unless something radically changes – members will never receive 



future discretionary increases.



Selected reasons for not granting increases could be considered “irrelevant” within the context of whether increases can be afforded or not in the UK



Corporate statements on pension funding – indicates that



uk management Practice – indicates that



There is no apparent forward planning or strategic thinking that considers the potential of creating sufficient “reserves” for discretionary increases



Trustee director practice – indicates that
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Collectively, these behaviours and practices indicate that there is no policy and collaboration 

between HPE Executives and Trustees to achieve the true purposes of the pension plan –which 

includes facilitating and enabling discretionary increases. 

These practices suggest that –unless something radically changes –members will never receive 

future discretionary increases.

Selected reasons for not granting increases could be considered “irrelevant” within the context of whether increases can be afforded or not in the UK

Corporate statements on pension funding –indicates that

uk management Practice –indicates that

There is no apparent forward planning or strategic thinking that considers the potential of creating sufficient “reserves” for discretionary increases

Trustee director practice – indicates that


image11.emf



22



achieving the possible



Company Leadership and the Pension Trustee are at a pivotal moment.



Working together



there is the opportunity to establish enlightened and progressive pension policy and decision practices



Effective short and long-term recovery actions are possible thanks to a number of critical factors:



the information, data, research from the HPPA and personal feedback from its members



IBM Trustees having established collaborative governance and discretionary increases since at least 2012 



application of the Pension Regulators Code of Conduct aligned with company ethics



the re-affirmed company ethics and positive change in leadership culture



the deepening crisis for pensioners with significant pre’97 service



the precedent set by the 2022 decision outcome and how it has been funded
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APPENDIX 3 : The Pension Regulator New Code of Practice



HPPA PERSPECTIVE



“Other benefits” includes discretionary increases
to pensions in payment.



There is an obligation on Trustees and company
to establish a collaborative relationship that
develops a long term funding and investment
strategy towards providing discretionary benefits
over the long-term - which reflects the “true
purposes” and long-term objective (LTO) of the
plan.
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9.255 million people benefit  



from a variety of non-discretionary indexation approaches 



to their pre’97 service across 4,372 schemes of varying size



Treatment of Pre-April 1997 Indexation



Ø 85% of schemes with >10,000 members apply non-discretionary indexation
Ø 80% of schemes with 5000-9,999 members apply non-discretionary 



indexation



Ø 13.7% of members are subject to discretionary decisions covering 1.469
million people who are members of 1,237 schemes ranging from <5 to 
>10,000 members. 



Ø There are less than 25 schemes with >10,000 members who are subject to 
discretionary decisions



Ø The HPE “cohort” of companies applying discretionary indexation represents 
just  0.4% of the total landscape



The HPPA consider the HP Plan and the Digital Section with



13 years of zero discretionary increases



to be in the minority, and potentially the only company with 



such a track record across the total landscape.



Is this the kind treatment one would expect from one of the 



“world’s most ethical companies”



THERE ARE
5,800 DB Schemes in the UK with 10.725m members 



(Refer to next slides for further detailed data provided by TPR following an FOI request by the HPPA)



Appendix 6
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The HPE “cohort” of companies applying discretionary indexation represents 

just  0.4%of the total landscape

The HPPA consider the HP Plan and the Digital Section with

to be in the minority, and potentially the only company with 

such a track record across the total landscape.

Is this the kind treatment one would expect from one of the 

“world’s most ethical companies”
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(Refer to next slides for further detailed data provided by TPR following an FOI request by the HPPA)
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