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MAKING YOUR RESPONSE TO THE CONSULTATION ON THE USS 

TRUSTEE’S PROPOSED METHODOLOGY AND ASSUMPTIONS FOR THE 

SCHEME’S TECHNICAL PROVISIONS 

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. 

USS sponsoring employers are invited to give feedback on the proposed approach, 

assumptions and conclusions. In other words, on the inputs and outputs of the assessment 

and the methodology. In particular, the USS trustee invite feedback on: 

1.  The inputs and assumptions  

2. The methodology (this was the primary focus of the March 2020 Discussion Document)  

3. The risk management framework  

4. The figures for the Technical Provisions  

5. Whether employers are willing to agree to debt monitoring and pari passu 

arrangements and the long-term rule change required to support a strong covenant. 

6. Whether employers have any further feedback on the possibility of additional 

contingent support  

7. The level of financial support employers are collectively able to give the Scheme, and 

their affordable risk capacity (and risk appetite, if different), specifically:  

a. the percentage of payroll available (USS assume 10%)  

b. the length of time over which that is available (USS assume 20 years under a 

tending-to-strong covenant, and 30 years under a strong covenant)  

c. the cost of future pension provision to employers acceptable to the sector in an 

adverse scenario (USS assume 15% of payroll. This is on top of the 10% of 

payroll available for deficit recovery contributions. This gives a total rate of 

employer contributions of 25% of payroll)  

d. the growth of the sector payroll over the longer term (CPI+2% has been used by 

USS before, but they have shown alternatives)  

8. How USS should determine employers’ collective risk appetite, and any alternatives if 

you don’t think the approach based on affordable risk capacity is reasonable 

 

 

 

We welcome responses to this consultation from each and every one of the scheme’s 

participating employers. 

We encourage employers to consult with their own governing, decision-making bodies so that 
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the responses provided can be considered to be the view of the employer. We ask that 

employers confirm whether the organisation’s governing body has been consulted. 

This template form is optional and can be used for the response from your institution. 

Please send the response from your institution to pensions@universitiesuk.ac.uk as soon 

as possible and no later than 5pm on Friday 30 October 2020.

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

USS Employers www.ussemployers.org.uk 

mailto:pensions@universitiesuk.ac.uk
http://www.ussemployers.org.uk/
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INPUTS AND ASSUMPTIONS 

1. What are your views on the inputs and assumptions proposed by the USS Trustee for this 

valuation? 
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 There is currently a significant gap between the very wide range of potential assumptions and inputs set out in the 
consultation document and where we believe the assumptions and inputs should be set with reference to the 
recommendations of the Joint Expert Panel and regulatory advice.  Key information, including the best estimates of 
the deficit and information about the gilt yield reversion, is omitted.  The range of potential valuation outcomes is 
also excessively wide for the current stage of the valuation.  These factors make it very challenging for stakeholders 
and their advisors to provide a fully informed response.  However, we set out in our response below the path we 
belive the USS Trustee should take in finalising the valuation deficit calculation and assessment of future scheme 
costs.   
 
Our understanding is that our proposals, which are based on sound principles proposed by the JEP and with regard 
to regulatory advice, would result in a fair valuation and a future cost that is affordable to member and employers 
without change to the benefit structure.  Affordability of the scheme to many colleagues is a significant concern and 
something we look forward to engaging with at a future stage of the 2020 valuation to develop options to address 
this important issue.   
 
a) The “level of prudence” should be kept at 67%. The Trustee has increased the “level of prudence” for the 
Techincal Provisions from 67%  in 2018, to between 73% and 85%. We do not consider that this change is justified 
given the continued resilience of the HE covenant, including to Covid-19, and the last person standing nature of the 
scheme.  We do not see any rationale for increasing the prudent level and consider that it should be left unchanged 
from the 2018 valuation with a discount rate of gilts + 3.5% - 4.5% should we omit the comment on discount rate, as 
in C) we argue for CPI plus adopted for pre-retirement benefits.  
 
We also consider that both the investment strategy and discount rate for post retirement benefits are too prudent.  
It is not necessary with an open scheme to move to gilt matching in retirement.  The fact that projected scheme 
cashflows are adequate to fund pensions in payment for many years means that greater risk can be taken in the 
retirement asset investment strategy and reflected in a less prudent discount rate.  Interest rate liability hedging 
could be implemented at a much greater scale in respect of pension liabilities in payment, to enable greater 
investment risk to be taken. 
 
b) Mortality tables should be adjusted to reflect the impact of Covid. 
 
c) Pre-retirement discount rate should be CPI + as recommended in the JEP2 report, rather than gilts+.  CPI is 
generally less volatile than gilts and has a stronger linkage to asset returns.  The proposed gilts based discount rate  
is likely to be extremely volatile given UK government gilts represent perhaps 2% of world bond markets. We 
strongly encourage the Trustee to set the pre-retirement discount rate as a fixed margin to CPI, as recommended by 
the Joint Expert Panel.  This would increase the pre-retirement discount rate by around 50bp, and reduce the deficit 
by c£2.6bn.  
 
d) Asset values should be updated for experience to reflect post-valuation experience. Asset values have increased 
by £8.8bn between March and August 2020. 
 
We note that The Pensions Regulator has given explicit guidance that state that they expect DB scheme trustees to 
revisit valuation assumptions where “it is in the best interests of their members to do so.” 
 
e) The recovery period should be extended– the UK Higher Education covenant is unique, and has a very long time 
horizon.  The recovery period, if it is required, should reflect this, as recommended by the JEP2 report.  There is a 
strong argument that this should be a period of 20 to 25 years. 
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VALUATION METHODOLOGY 

2. Do you have any comments on the proposed valuation methodology, which was the 

primary focus of the March 2020 discussion document? 

The link between the funding and investment CPI  
The consultation document assumes that USS's investment strategy will immediately move from 35%/65% ratio 
of "safe assets" to "growth assets" to a 45%/55% split. "Safe assets" are loss-making government bonds and 
similar, with expected losses of up to 65% over 47 years. "Growth assets" are equities or properties or other 
similar productive investments.  We are unconvinced by the Trustee's assertion that the dual discount rate 
implies an investment strategy of 55% in growth assets. 
 
As with our previous responses to consultations, we are unclear what the theoretical or empirical justification 
for these changes are.  Modelling by the VMDF, requested by both stakeholders has shown that there are few 
benefits to this strategy.  Furthermore, The Pensions Regulator's modelling provided by the Government 
Actuarial Department has demonstrated that increasing defined benefit pension funds' exposure to 
unproductive investments, like gilts, is likely to increase the probability of default, increase the expected value 
of unpaid pensions, and increase dependence on the Pension Protection Fund.  We would be pleased to 
consider any modelling or empirical evidence to support this strategy.   
 
We also consider that both the investment strategy and discount rate for post retirement benefits is too 
prudent.  It is not necessary with an open scheme to move to gilt matching in retirement.  The fact that 
projected scheme cashflows are adequate to fund pensions in payment for many years means that greater risk 
can be taken in the retirement asset investment strategy and reflected in a less prudent post-retirement 
discount rate.  We ask that the USS enter into more significant interest rate liability hedging. This would allow 
the ‘risk budget’ to be reduced overall, but still keep a high weighting toward return seeking assets. 
 
Removal of the gilt yield reversion 
It is unclear whether the Trustee has dropped the gilt yield reversion assumption from the valuation. Please can 
the Trustee clarify this point?  It would also be helpful if the Trustee could express and empirically justify their 
expectations about future gilt yields.  
 
Absence of best estimates 
The valuation document does not include best estimates of the expected deficit/surplus. This omission forces 
the reader to approximate and calculate these values themselves using reported sensitivity analyses in Appendix 
H. Please can best estimates be included in future.  
 
Transparency and accountability  
We ask that the code and analysis reported in the proposed valuation should be disseminated in sufficient detail 
to allow replication and quality assurance.  Greater transparency will build greater confidence with members. 
 
Uncertainty 
None of the estimates provided by the Trustee have standard errors, confidence intervals or measures of 
variance. This omission makes the estimates hard to interpret. The previous analysis presented by the Trustee 
has suggested that the estimated deficit has a standard error of around £30bn. If the standard error is this large, 
then there are likely to be substantial movements over time simply due to chance. Please can the Trustee 
present standard errors in future consultations.  

 

 

 
 
 

http://www.ussemployers.org.uk/
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RISK MANAGEMENT FRAMEWORK 

3. Do you have any comments on the Trustee’s proposed risk management framework? 

The risk management framework is not consistent with how the Trustee manages the scheme assets; as a result, 
the metrics are likely to be highly volatile and provide a poor indication of the health of the scheme. All three 
metrics proposed by the Trustee are based on the self-sufficiency liabilities (i.e. are calculated based on gilt 
yields).  We do not believe that self-sufficiency is the best metric given the scheme’s projected cash flows 
whereby new contributions are sufficient to meet the cost of pensions in payment for many years.  It is unclear 
how any of the three metrics are in the interests of scheme members. 
 
Metric A is a reworked version of “Test 1”, while it does not drive the valuations, it suffers from many of the 
same shortcomings as Test 1. It is a binary indicator that provides a basic signal about the health of the scheme. 
There is no justification provided for the proposed thresholds of £6bn to £8bn.  Setting the “level of prudence” 
at a similar level to the 2018 valuation would likely set this metric “green” and provides no justification for the 
other changes the Trustee is seeking. 
 
Metric B is essentially the same as metric A, with the Technical Provisions substituted for the assets. Naturally, 
this metric is likely to be volatile as it a function of two highly variable data points; asset values and gilt yields.  It 
is unclear what relevance this metric has for stakeholders. We are unconvinced by the Trustee’s argument that 
this metric “suggests a relatively short recovery plan is needed”.  There are no plans to close the scheme and the 
covenant arguably has the longest period of visibility for any private sector scheme in the UK. 
 
Metric C – is perhaps the most relevant of the metrics.  It demonstrates that employer support for the scheme 
provides more than enough assets to support the liabilities; even in the event of a 99% shock.  Therefore, in an 
extreme event, the Trustee will still be able to meet the liabilities of the scheme. 
 
None of these metrics are presented with measures of uncertainty, so we cannot use or interpret them. We are 
disappointed the Trustee has chosen to present these metrics with no accompanying analysis to demonstrate or 
simulate the likely impact on the sector in different scenarios. This makes it impossible to provide an informed 
response.  We would be happy to consider an updated valuation proposals that provide meaningful analysis to 
evaluate the behaviour and properties of these metrics under different scenarios. 
 
The current challenge with the Trustee approach is these metrics do not specify a coherent parameter to target. 
For example, the scheme could target: a) the likelihood of underfunding over time; and b) the expected value of 
missing revenues given a).  This approach was taken by the Government Actuaries Department in their recent 
report for TPR “Modelling The Long-term Funding Objective”.  These parameters would provide a simple metric 
that is relevant to both employers and members. 
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TECHNICAL PROVISIONS 

4. Do you have any comments on the proposed figures for the scheme’s technical provisions? 

As set out in our response to Question 1 above, we do not consider that all of the proposed assumptions and 
inputs are appropriate.  They do not reflect the resilience of the Higher Education covenant and the unique last 
person standing nature of the scheme.  The Trustee’s proposed valuation overestimates the deficit by increasing 
the “level of prudence” in comparison to the 2018 valuation when there has been no deterioration in the 
covenant.  There is a strong argument that Covid-19 has been credit positive for the UK Higher Education sector 
with increased overseas student applications alongside the new growth in UK 18 year olds.  We accept that 
there has been some short term volatility for employers, but there is no evidence that there has been any 
deterioration in the collective strength of the covenant.  This unjustified increase to prudence levels decreases 
the pre-retirement discount rate from 4.5% to 3.5% or 2% and the post-retirement rate from 1.2% to 1%.  This in 
turn increases the deficit by between c£7.4bn and c£9.5bn.  Our view is that the Technical Provisions should be 
revised to: 
 

1) Retain the “level of prudence” at 67% in line with the 2018 valuation; 
2) amend the mortality assumptions to reflect the impact of COVID-19; 
3) Update asset values in light of investment experience; 
4) set the pre-retirement discount rate to CPI+ as recommended by the JEP2 report; and 
5) Extending the recovery period to 20-25 years. 

 
These changes are in the interests of scheme members, as they will ensure that the scheme remains affordable 
and sustainable.  Furthermore, TPR have highlighted that Trustees should consider affordability when updating 
recovery plans in light of COVID-19.  
 
We also ask that the Trustee consider increasing the level of liability hedging to mitigate against some of the 
future downside risk.  This is important for reducing the risk of significant future calls being made on the 
employer covenant that divert resources from our core academic missions and will provide greater certainty 
over future costs for both members and employers.  We would like to see this reflected in the Statement of 
Funding Principles.  
 

http://www.ussemployers.org.uk/
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COVENANT SUPPORTING MEASURES 

5. Are you willing to agree to debt monitoring and pari passu arrangements and the long-

term rule change required to support a strong covenant? 

We would expect the USS Trustee to be undertaking effective covenant monitoring, including debt monitoring.  
However, any debt monitoring procedures should seek only to highlight those employers who are not borrowing 
responsibly, for example, borrowing to fund their operating cash flow (adjusted to include capitalised repairs 
and like for like asset replacements) and not those who are borrowing to invest in their futures, which will, in 
turn, enhance the covenant.  We would propose a much simpler set of monitoring ratios that are set at levels 
that truly should trigger a conversation between an employer and USS, for example, operating cash flow – 
interest ratio of less than 2 or debt to operating cashflow in excess of 10. 
 
The majority of lending to USS employers is on an unsecured basis.  We have made careful enquiries and 
identified that the probability of any of these agreements not containing a negative pledge restricting the grant 
of security interests over an employers assets is very small.  USS can take comfort that these arrangements help 
to maintain their pari passu status position other than where there is a wholesale switch by an employer to 
secured borrowing.  
 
Secured borrowing triggers should be set at levels seen within capital markets borrowing documentation (e.g. 
greater than 20% total assets).  This level will provide the USS Trustee with the safeguards it requires without 
introducing a level of administration that will serve no significant purpose other than to constrain institutions' 
financing activities.  We strongly recommend that USS engages with the 5 principal lending banks to the 
Higher Education sector before progressing its plans to implement debt pari passu provisions. 
 
The current proposed debt monitoring framework and debt pari passu regulations would have a detrimental 
long term impact on the employer covenant given that borrowings are now the primary way to establish new or 
replacement academic facilities that were previously funded by Government grant. I.e. create assets to support 
and increase the size of covenant.    
 
A long term rule change to keep employers in the scheme is appropriate as long as it only captures the larger 
and stronger employers.  There is potential benefit to allowing smaller and weaker employers to leave as long as 
the basis of calculation of their cost of exit is appropriately prudent to protect all scheme beneficiaries.  
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ADDITIONAL CONTINGENT SUPPORT 

6. Do you have any further feedback on the possibility of additional contingent support? 

We ask that USS Trustee adopts the proposed valuation assumptions and deficit recovery plan that we 
summarise at the end of our response to Question 4 before considering further whether there is any need for 
additional contingent support.  We believe that adoption of our proposals, which align with the 
recommendations of the JEP and practice in similar schemes would bring the required future contributions into 
a range that would be acceptable to the University and its staff without any requirement for further support.   
 
 

http://www.ussemployers.org.uk/
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FINANCIAL SUPPORT 

7a. What percentage of payroll would you have available as financial support for the scheme 

(USS assume 10%)? 

FINANCIAL SUPPORT 

7b. What period of time would your financial support be available (USS assume 20 years under 

a tending-to-strong covenant, and 30 years under a strong covenant)? 

The assumption of 10%, which is equivalent to 3% of turnover, is realistic in the short term.  The University could 
support this level of additional contributions through a short term reduction in operating cashflow.   
 
Sustained additional financial support at this level would likely require restructuring of our academic endeavour 
and support services to accommodate the increased costs.  This would potentially be to the detriment of our 
research outputs and associated future revenue generation. 
 

We would wish to have a dialogue with all scheme stakeholders to consider how best to manage the scheme 
liability exposure (e.g. repayment over a longer time period) and balance the ongoing cost of USS with 
investment in people and our academic endeavour in the event that significant additional contributions (e.g. 
10% of payroll) are required for a period of more than a couple of years. 
 
It remains our view that the USS Trustee should consider increasing the proportion of scheme liabilities that are 
hedged to reduce the risk of substantial additional contributions being required in the future. 
 
We would like to receive the information we request through our response to Question 8 below to enable our 
Governing Body and others to better understand the risk of future additional contributions of this scale and 
duration occurring in the future. 
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FINANCIAL SUPPORT 

7c. What cost of future pension provision would be acceptable to you in an adverse scenario? 

(USS assume 15% of payroll. This is on top of the 10% of payroll available for deficit recovery 

contributions. This gives a total rate of employer contributions of 25% of payroll). 

A total employer contribution rate of 25% is the absolute top end of what would be acceptable to us to fund 
both future pension provision and deficit recovery contributions. 
 
 
 

http://www.ussemployers.org.uk/
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RISK APPETITE 

8. How should USS determine employers’ collective risk appetite, and do you 

recommend any alternatives if you don’t think the approach based on affordable 

risk capacity is reasonable? 

FINANCIAL SUPPORT 

7d. What do you expect your future growth of payroll to be over the longer term? (CPI+2% has 

been used by USS before, but they have shown alternatives). 

The assumption of CPI + 2% is considered reasonable.  Cost of living pay increases should track CPI (CPIH) and 
other pay awards, including payscale increments, would typically be contained within an overall budget of 2% 
per annum. 

It is challenging for Governing Bodies to understand their risk exposure and associated appetite for this risk from 
the information provided.   
 
We ask the USS to provide employers and their Governing Bodies with forecasts of the potential range of future 
outcomes for scheme funding along the lines of the illustrative table below or a fan chart.  Governing Bodies 
need to be asked simple questions such as ‘are you happy that your institution will have to pay the following 
under the following circumstances’? USS should provide a tool or a service for institutions to obtain institution-
specific forecasts to present to their Governing Bodies. 

 20% 5% 

2025 £5m/year (95%CI: £Xm to £Xm) £10m/year (95%CI: £Xm to £Xm) 

2030 £6m/year (95%CI: £Xm to £Xm) £12m/year (95%CI: £Xm to £Xm) 

2040 £7m/year (95%CI: £Xm to £Xm) £14m/year (95%CI: £Xm to £Xm) 

2045 £8m/year (95%CI: £Xm to £Xm) £16m/year (95%CI: £Xm to £Xm) 

2050 £9m/year (95%CI: £Xm to £Xm) £18m/year (95%CI: £Xm to £Xm) 

 
The affordable risk capacity approach adopted in this consultation is not a coherent or clear approach for 
determining employers’ “collective risk appetite”. It presumes that the schemes’ long term strategy is self-
sufficiency – i.e. funded using “low risk, low (negative) return assets such as UK government gilts. This strategy is 
neither appropriate given the open status of the scheme with a relatively low proportion of members being 
pensioners in payment or affordable.  It is difficult to see in what circumstance the Trustee would consider it in 
members’ best interests to pursue it. Targeting self-sufficiency is inconsistent with the Trustee’s investment 
strategy and the maturity of the scheme. There is no need to target self-sufficiency with the scheme remaining 
open to new accrual and a relatively low proportion of members being pensioners in payment.   
 
Furthermore, it is challenging for governing bodies to consider these proposals without the scenario modelling 
that we’ve previously asked USS to provide. 
 
 

 

http://www.ussemployers.org.uk/
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Yes 
 
 
 
 
 
 
 

 

  RESPONSE SUBMITTED BY:  

 
NAME         Robert Kerse 

 

POSITION   Chief Operating Officer 

 

 

INSTITUTION  University of Bristol 
 
 
 
 
 

 
Please send your completed form to: 

pensions@universitiesuk.ac.uk as soon as possible and 

no later than 5pm on 30 October 2020 

 
Thank you for taking the time to respond to this consultation. 
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PLEASE CONFIRM IF YOUR ORGANISATION’S GOVERNING BODY HAS BEEN 

CONSULTED: 

ON BEHALF OF: 

mailto:pensions@universitiesuk.ac.uk
http://www.ussemployers.org.uk/
mailto:pensions@universitiesuk.ac.uk

