AN INFORMATION PAPER FOR
EMPLOYERS CONSIDERING THE
TRUSTEE'S CONSULTATION ON THE
TECHNICAL PROVISIONS FOR THE
USS 2020 ACTUARIAL VALUATION

1 INTRODUCTION AND CONTEXT

The USS Trustee is undertaking a valuation of USS as at 31 March 2020, and on 7
September 2020 the trustee published its consultation on the scheme’s technical
provisions - running for eight weeks until the end of October. We recognise the
extraordinary challenges
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4  WHERE THIS CONSULTATION SITS WITHIN THE
OVERALL VALUATION TIMELINE
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(c) We have only broad illustrations of the recovery plan contributions (and
indeed of the costs of providing future service benefits): The trustee wishes to
undertake a consultation on the recovery plan later in the process. With a
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(e) The range of contributions being discussed is too wide to be meaningful: The
trustee has illustrated a very wide range of funding outcomes - from a £9.8bn
deficit to a £17.9bn deficit, and potential contributions from a combined
contribution of 40.8% of salary in the best-case scenario to 67.9% of salary in a
worst-case scenario. The current combined contribution is 30.7% of salary, with
employers paying 21.1% and members 9.6%, rates which are considered to be
at, or for some beyond, the limit of affordability. It should be noted that if there
is a delay in implementing new rates of contribution for this valuation, there are
‘backstop’ increased rates of contributions due from 1 October 2021 of 23.7%
for employers and 11% for members. The following table summarises the range
of rates proposed, and the extra cash which would be required:

Summary of Illlustrative contribution rates and their financial
implications
All rates assume contribution increases, whether future service or deficit, are shared 65:35

Amounts in square brackets are based on a scheme payroll of £8bn

Current Worst case Best-case
scenario scenario (with
(tending to covenant
strong measures +)
covenant)
Employer contributions 21.1% 45.2% 27.6%
[£1.69bn] [+£1.9bn] [+£520m]
Member contributions 9.6%
[£768m]
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(f) | Some reforms may well be needed, but unclear to what extent: It seems likely
that some reforms of the scheme will be needed, as even in the best-case
scenario the required contributions to keep current benefits are well above
existing contribution levels. There does not appear to be a status quo option.
The range of potential outcomes is extremely wide - and it is not clear what kind
of reforms might be needed to future benefits, and/or their extent in any
specific sense, in order to lower contributions for employers and members.

We want to be sure we fully understand the likely position(s) before moving
ahead with any certainty on these issues, and will only do so with the full
engagement of employers, and in open dialogue with UCU through the Joint
Negotiating Committee.

(g) Risk appetite questions almost impossible to answer: The USS consultation asks
questions of employers in relation to risk appetite, which they may find very
difficult to respond to. At one level, employers are asked about the level of
contributions they would be willing to pay to USS in extremis, for example if
investments go badly and there is a significant and prolonged shock to the
scheme’s assets. Would employers be willing to commit to 15% of salary in
these circumstances for up to 30 years? (with one irony being that in some
scenarios DRCs are actually higher than 15% of salary without, it appears, the
situation being in extremis). The trustee is proposing that employers make
bigger commitments to these forms of contribution should they be required in
extremis, and payable for longer -
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(h) The scheme payroll may grow more slowly: There is the question of payroll
growth (question 7d of the trustee’s questions), which is crucial to the trustee’s
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scenario in which there is the multiple failure, without rescue, of strong employers
within higher education - or does the trustee envisage using this power in lesser
scenarios? If approved, such a long-term legal commitment would represent a very
substantial, additional legal pledge to the scheme the like of which has not been seen
in multi-employer DB schemes. Once we have built a full understanding of the trustee’s
proposals, we will consult with employers - but we cannot responsibly do this before
the trustee is able to provide satisfactory responses to some of the central questions.

/7 THE ENGAGEMENT WHICH WE PLAN WITH THE
SCHEME'S EMPLOYERS OVER THE COMING
MONTHS

To support employers in developing their responses, UUK has prepared this
information paper - and has also published advice from its actuarial adviser, Aon. This
Aon advice focusses on the eight questions which have been put forward by the USS
trustee in its consultation document [p% and repeated on p34].

As advertised in our note of 7 September 2020, UUK will be hosting a series of
webinars to present the key details, but more importantly to give employers the
opportunity to ask questions and join colleagues in discussion on the valuation. The
hour-long events will be held via Microsoft Teams and are scheduled as follows:

e Monday 28 September at 1.30pm

e Tuesday 29 September at 10am

e Wednesday 30 September at 1.30pm

We would invite you, or a nominated appropriate individual within your organisation,
to request an invitation to a webinar by emailing
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