USS Review Working Group
11.30am – 1.00pm, Thursday 25 April 2019
Venue: Room 4, Wellington Square
Agenda
1. Welcome and apologies for absence
(new members: Prof Sophie Marnette and Prof Tim Jenkinson)
2. Conflicts of interest declarations
3. Minutes of previous meeting – 4 March 2019
4. Council paper on Group’s draft response for UUK – to note
5. Final University response to UUK on 2018 valuation – to note
6. UUK response to USS on 2018 valuation – to note
7. USS update 4 April 2019 on 2018 valuation – to note
8. Communication update (including feedback from webinar on 8 April)
9.

Any other business

Date of next meeting – 11.00 – 12.30 Monday 20 May 2019, Room 6 Wellington Square
Invitees:
Professor Richard Hobbs (Chair)
Dr Martine Abboud
Mr Charles Alexander
Professor Danny Dorling
Mr Julian Duxfield
Professor Fabian Essler
Mr Charles Harman
Professor Sam Howison
Professor Jane Humphries
Professor Tim Jenkinson
Mr Jaya John John
Professor Sophie Marnette
Mr Lindsay Pearson
Professor Danny Dorling
In attendance:
Prof Anne Trefethen
Mr Russell Powles, Aon
Ms Judith Finch, Conference of Colleges
Ms Shaunna- Marie Latchman, PAD
Apologies:
Ms Jan Killick
Mr Stephen Rouse
Mr Lucian Hudson
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USS WG 0419
Item 3
Council
USS Review Working Group
Bannister Room, 6 Worcester St, 3.30 pm – 5.00 pm
Minutes of the meeting of 4 March 2019
Present: Professor Richard Hobbs (Chair), Mr Charles Alexander, Professor Jane
Humphries, Mr Jaya John John, Mr Julian Duxfield, Professor Fabian Essler, Mr Lindsay
Pearson, Professor Cecile Fabre, Professor Sam Howison
In attendance: Prof Anne Trefethen, Ms Jan Killick, Ms Rhiannon Curtis (Aon), Mr Stephen
Rouse and Mr Lucian Hudson
1. Apologies for absence and welcome
Mr Charles Harman, Dr Martine Abboud, Ms Judith Finch, and Professor Danny Dorling sent
their apologies. This was Prof Fabre’s last meeting and Prof Hobbs thanked her for her
insightful contribution to the Working Group meetings over the past year.
2. Conflicts of interest
There were no new conflicts of interest declared.
3. Minutes of the previous meeting
The minutes of the meeting on 19 February 2019 were agreed.
4. Matters arising from the minutes
The actions on communication items would be reviewed at the next meeting.
5. To confirm the initial position on the 2018 valuation assumptions
The Group agreed that its view on the 2018 valuation remained unchanged. It continued to
support the JEP recommendations; the JEP recommended contributions level with Deficit
Reduction Contributions (DRC) of 2.1% and the deficit recovery period should remain at c14
years (from 1 April 2020) in line with the 2017 valuation. The Technical Provisions valuation
incorporating some, but not all, JEP recommendations resulted in a deficit of £3.6bn.
Prof Essler commented that USS appeared to have made adjustment for short term volatility,
rather than taking a long term view.
6. Material issued by UUK on contingent support
The Group discussed the UUK consultation and the supporting commentary from Aon. It
was noted that USS had the power to unilaterally impose higher employer contributions.
The consultation by USS with UUK was a consultation, not a negotiation. USS’s position
appeared to be that if contingent contributions were not agreed then they would enforce the
upper bookend position. Ms Curtis pointed out that the guidance from the Regulator
suggested that if a deficit funding position improved then trustees should seek to maintain
the level of DRCs from employers and reduce the length of the recovery period. This
appeared to be USS’s position for the 2018 valuation, maintaining DRCs at 5%.
Prof Hobbs said that change in the deficit from 2017 to 2018 showed the extent of volatility in
valuations and that this volatility would be seen in any contingent contributions triggers set.
There was a risk that in agreeing any contingent contributions (CCs) at this valuation it would
be a permanent feature and accommodating fluctuations in CCs was not consistent with a
sustainable arrangement.
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Mr Alexander noted that the Aon proposal for CCs was set at a level that was unlikely to
happen. Ms Curtis pointed out that it was unclear if the Aon proposal would be accepted by
USS. It was noted that the rebate approach was based on the cost-sharing principle and
that if there was savings then these were not for the employers’ benefit only. It was
understood that any CC with cost sharing would need a rule change agreed by the JNC and
a one-off consultation with employees. Prof Trefethen believed that such a consultation
could be difficult for employees to accept.
The Group agreed with UUK’s summary under paragraph 3.3 that USS should explain why it
did not support all the JEP’s findings, including the need for CCs. The Group recognised the
risk that if USS did not have a position that it was comfortable with regarding CCs or an
upper book-end positon, that USS had the option not to finalise the 2018 valuation and
continue with the 2017 schedule of contributions, with 35.6% payable in April 2020. Prof
Essler reiterated that it was unfortunate that USS had not been able to await for the findings
of the JEP’s second phase of work before determining its position. The Group confirmed its
view that the need for CCs had not been justified by USS.
7. Draft response to UUK’s consultation
The Group considered the issues in the three questions posed by UUK.
1. Do you have any specific comments on the proposed assumptions for the 2018
valuation, including views on the proposed upper bookend and lower bookend?
The Group’s view was that the DRCs should be aligned to the requirements set out in the
JEP report (2.1%). The consultation on 2018 valuation assumptions did not adopt the JEP
recommendations in full. The lower bookend was acceptable. USS was still seeking to start
de-risking investments immediately, rather than wait as suggested by JEP.
2. Do you support UUK putting forward a proposal for a CCs arrangement to the USS
Trustee as it requested? If not, would you prefer to pay at the upper bookend level, or what
would your preferred response be?
The Group did not support a CC arrangement. It was agreed it would be unfortunate and
premature to adopt a CC arrangement, and be saddled with this approach, before the JEP 2
work commenced. As set out in the response to question 1, the proposal was not necessary
if the initial JEP findings were adopted in full. In addition a CC arrangement would require a
further consultation with members and it added complexity.
3. Do you find the proposal for a CCs arrangement set out in the Aon note (attached to this
paper) acceptable, taking all factors into account? If not, what aspects would you wish to
change?
The Group noted that if a CC arrangement were to be imposed, all things considered, the
proposal put forward by Aon had some merit provided:
 A CC arrangement was time-limited;
 There was no commitment to any future CC arrangement;
 It would be reviewed as part of JEP 2 and JEP 2 would inform the next valuation;
 It was targeted at a Technical Provisions, not Self-sufficiency, valuation; and
 The timetable for triggers and contribution adjustments proposed by Aon were
reasonable.
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The Group noted the difficulty in being asked to consider the Aon proposal when it was
unclear that USS would accept some of its assumptions e.g. Technical provisions valuations.
It would not be drawn on responding to the question would it “pay at the upper bookend” as it
was a decision contingent on unknown positions.
There was a discussion on long term stability and sustainability of USS in the future and the
prospects for JEP 2.
Ms Curtis agreed to prepare a draft response for consideration by the Group. It would be
circulated on Wednesday and feedback was required by close of business on Thursday
7 March. The agreed draft response would be presented to Council on 11 March for
Council’s approval ahead of the deadline for submission to UUK on 13 March 2019.
Action RC/All
7. Any other business
There was no other business.
11. Next meeting
The next meeting to be confirmed. The meeting scheduled for 15 March was cancelled.
The meeting closed at 5:00 pm
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USS WG 0419
Item 4

COUNCIL
Report of the meeting of the USS Working Group held on 4 March 2019
CONFIDENTIAL
1.

USS 2018 valuation and the provision of contingent support

Ref. Nos. COU/1
(a)

Summary

Following the findings of the Joint Expert Panel in 2018, USS is proposing to complete an out of cycle
actuarial valuation effective 31 March 2018. UUK, as the employer representative on USS matters, is
seeking views on the valuation assumptions and in particular contingent contributions. The USS
Working Group’s draft response to UUK on this matter is presented here for approval. .
(b)

Action required of Council

Council is asked to endorse the draft response to UUK on the 2018 valuation and contingent support
prepared by the University’s USS Working Group.
(c)

Committees considered by

Committee

Date

Reference to
original paper

Reference
minute
decision

Council

4
February
2019

(C(19) 160)

Minute 6

(d)

to
of

Decision
(endorsed/approved
etc)
The draft response on
this matter would be
circulated to Council

Key issues

Since the previous Council meeting, UUK has issued to employers a proposal for contingent
contributions as part of its consultation on the 2018 valuation, together with supporting analysis from its
adviser, Aon.
The Working Group’s draft response to the three questions posed by UUK is attached as an Annex.
The deadline for feedback to UUK is 13 March 2019.
As a reminder USS had proposed upper and lower “book-ends” with total contribution rate payable of
33.7% at the upper book-end or 29.7% at the lower book end, with a requirement for contingent support
in the form of additional contributions available from employers in the case of the lower book-end. Under
the cost sharing formula contributions of 33.7% would be split 23.0% employer and 10.7% employee.
The Working Group remained of the view that the findings of the Joint Expert Panel (JEP) should be
adopted by USS in full. This had not been done in the USS’s 2018 valuation consultation and,
furthermore, USS had not justified maintaining the same level of deficit reduction contributions (5%).
The Working Group was not persuaded that contingent contributions were necessary, although the
Pensions Regulator was strongly steering USS towards requiring them. Should contingent
contributions be imposed the Working Group felt that there were elements of UUK’s proposal, prepared
by Aon, that were reasonable.
The Working Group wished to emphasise that any contingent contribution arrangement should be
temporary as the second phase of the JEP covering the valuation process and governance (and later
long-term sustainability) had only recently started.
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Strategic Plan
As noted previously, at this stage the key issue relating to the strategic plan is the affordability of the
additional employer contributions proposed. At the time of writing, meeting the increase in employer
contributions to 22.5% planned for October 2019 (if not superceded by the 2018 valuation) would result
in the University running at an operating cash deficit of c£15m p.a. by 2022/23 (assuming no change to
the current cost-sharing arrangement of 65:35).
Risk analysis
As details of any contingent contributions are unknown as this stage it has not been possible to provide
Council with analysis of the risks associated with a contingent contribution framework.
Cost and sustainability
The costs of the increase in employer contributions is £4m pa for a 1% increase in the contribution rate.
Currently the University pays 18%, increasing to 19.5% in April 2019 and potentially to 23% under
USS’s proposed upper book-end.
Further background information
UUK consultation document – The 2018 actuarial valuation and the provision of contingent support:
Clip 2 on Council’s SharePoint site;
Aon proposal – The 2018 valuation and contingent contributions: Clip 3 on Council’s SharePoint site.
(e)

Public Sector Equality Duty

As a public body, the University has an active duty to consider the impact on equality in all decision
making.
(i)

Negative Equality impact
It is considered unlikely that this item will have a negative equality impact by creating or contributing to a risk
of discrimination, harassment, victimisation or other prohibited conduct.

(ii)

Positive Equality impact
It is considered that this item will have no impact on equality.

(iii)

Evidence:
The University’s actuarial advisers, Aon, provided support to the Working Group in preparing the
draft response.

(f)

Further information

Additional information may
(julian.duxfield@admin.ox.ac.uk)

be

obtained

from
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Julian

Duxfield,

Director

of

HR
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Annex

Universities UK (UUK)
A consultation by UUK with USS participating employers
The 2018 actuarial valuation and the provision of contingent support
Response by the University of Oxford
The University is pleased to respond to UUK’s consultation on the 2018 actuarial valuation
and the provision of contingent support. The University understands that UUK will prepare a
collective response on behalf of employers when responding to the USS Trustee’s:



Consultation on the proposed Technical Provisions and Statement of Funding
Principles for the 2018 actuarial valuation dated 21 December 2018;
Invitation for UUK, in consultation with employers, to propose a contingent
contributions arrangement that they feel able to support (following the USS Trustee’s
decision not to propose a contingent contribution arrangement that it would be willing
to accept).

This response has been prepared by a working party set up by Oxford University Council to
consider the funding and benefits of the USS. In reaching its views, the working party has
sought specialist advice from independent actuaries.
Formal consultation response
UUK has invited employers to respond to their consultation by expressing views on the
following three specific questions to which we provide our response.
1. Do you have any specific comments on the proposed assumptions for the 2018
valuation, including views on the proposed upper bookend and lower bookend?
The University’s overarching view is that the proposals put forward by the JEP had the
support of both the employers’ and employees’ representatives and should be acceptable
to the USS Trustee without the need for contingent support. Therefore, the University does
not agree with the proposed assumptions for the upper bookend which makes no
adjustment for any of the JEP proposals. The University supports UUK in its proposal to
ask the USS Trustee why they take a different view to the JEP that contingent support
(other than that already available to them) is required now before any of the JEP proposals
can be implemented or phase 2 of the JEP completed.
Even without any of the JEP proposals being factored into the 2018 valuation the
University notes that the upper bookend assumptions result in the deficit reducing from
£7.5Bn to £3.6Bn with no apparent reduction to the deficit contributions (which appear to
remain at 5%). The University does not support this approach to setting deficit
contributions and believes an approach consistent to that used for the 2017 valuation
should be adopted (i.e. similar recovery plan end-date and outperformance allowance)
with consideration given to what employers can reasonably afford over the longer term.
The University would also point out that the upper bookend assumptions assume that derisking starts immediately following the valuation (rather than being deferred 10 years, as
was assumed in the 2014 valuation and recommended by the JEP) and that maintaining
deficit contributions at 5% at a time when risk/volatility is being reduced and the deficit has
halved is inappropriate.
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Whilst the lower bookend allows for some, but not all, of the JEP proposals the University
could accept the assumptions proposed for the lower bookend which produces a deficit of
£2.2bn and an overall contribution rate of 29.7% as an interim step until the JEP completes
its phase 2 review.
2. Do you support UUK putting forward a proposal for a CCs arrangement to the USS
Trustee as it requested? If not, would you prefer to pay at the upper bookend level, or
what would your preferred response be?
No. The University does not believe that a CCs arrangement is needed to support the
lower bookend position. The University believes that the levers already available to the
USS Trustee allow sufficient flexibility to control the contributions payable to the USS
during a period of sustained deterioration in the funding level. The added complexity (and
monitoring costs) associated with a CCs arrangement, that would require further
consultation with members on rule changes, would be premature given the intention of the
JEP to consider CCs arrangements as part of its phase 2 review.
As discussed in our response to question 1, the University does not believe it is appropriate
to pay the upper bookend level, as defined by USS, given the reduction in the deficit from
the 2017 valuation (i.e. from £7.5Bn to £3.6Bn using the upper bookend assumptions).
The USS Trustee’s proposal to maintain deficit contributions at 5% regardless of the
improvement in the funding position appears to reduce the recovery plan length by c5-7
years (compared to the 2017 valuation) and the University does not agree with this
approach.
If the USS Trustee insists on using the upper bookend assumptions the University asks
that UUK negotiate for lower deficit contributions by adopting a recovery plan which is
more consistent with that agreed following the 2017 valuation (i.e. in terms of recovery
plan assumptions and length) – as put forward by the UUK proposal.
3. Do you find the proposal for a CCs arrangement set out in the Aon note acceptable,
taking all factors into account? If not, what aspects would you wish to change?
If a CCs arrangement were to be imposed on the University (for example, due to the
majority of employers wanting to offer the USS Trustee a CCs arrangement) the proposed
arrangement put forward by Aon on behalf of UUK has some merit provided:








Any rule change required to allow implementation of a CCs arrangement would be
time-limited to only be applicable until the next Schedule of Contributions is
signed;
There is no commitment to any future CCs arrangement being maintained after
completion of the next formal actuarial valuation (due in either 2020 or 2021);
It would be reviewed as part of the work to be undertaken by the JEP in phase 2
of their review and that the outcome of the JEPs phase 2 review would inform the
next valuation;
Technical Provisions (or a close proxy to them), not a self-sufficiency basis, would
be used as the trigger metric; and
The timetable/methodology proposed for by Aon for determining whether a trigger
point is breached (i.e. covering frequency of monitoring, smoothing and the period
over which a breach must be maintained) is taken forward.
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We hope this response will assist UUK in its negotiations with the USS Trustee in relation to
the 2018 actuarial valuation.
For the University of Oxford
Council's USS Working Group
[7 March 2019]
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Universities UK (UUK)
A consultation by UUK with USS participating employers
The 2018 actuarial valuation and the provision of contingent support
Response by the University of Oxford
The University is pleased to respond to UUK’s consultation on the 2018 actuarial valuation
and the provision of contingent support. The University understands that UUK will prepare a
collective response on behalf of employers when responding to the USS Trustee’s:



Consultation on the proposed Technical Provisions and Statement of Funding
Principles for the 2018 actuarial valuation dated 21 December 2018;
Invitation for UUK, in consultation with employers, to propose a contingent
contributions arrangement that they feel able to support (following the USS Trustee’s
decision not to propose a contingent contribution arrangement that it would be willing
to accept).

This response has been prepared by a working party set up by Oxford University Council to
consider the funding and benefits of the USS. In reaching its views, the working party has
sought specialist advice from independent actuaries.
Formal consultation response
UUK has invited employers to respond to their consultation by expressing views on the
following three specific questions to which we provide our response.
1. Do you have any specific comments on the proposed assumptions for the 2018
valuation, including views on the proposed upper bookend and lower bookend?
The University’s overarching view is that the proposals put forward by the JEP had the
support of both the employers’ and employees’ representatives and should be
acceptable to the USS Trustee without the need for contingent support. Therefore, the
University does not agree with the proposed assumptions for the upper bookend which
makes no adjustment for any of the JEP proposals. The University supports UUK in its
proposal to ask the USS Trustee why they take a different view to the JEP that
contingent support (other than that already available to them) is required now before any
of the JEP proposals can be implemented or phase 2 of the JEP completed.
Even without any of the JEP proposals being factored into the 2018 valuation the
University notes that the upper bookend assumptions result in the deficit reducing from
£7.5Bn to £3.6Bn with no apparent reduction to the deficit contributions (which appear to
remain at 5%). The University does not support this approach to setting deficit
contributions and believes an approach consistent to that used for the 2017 valuation
should be adopted (i.e. similar recovery plan end-date and outperformance allowance)
with consideration given to what employers can reasonably afford over the longer term.
The University would also point out that the upper bookend assumptions assume that
de-risking starts immediately following the valuation (rather than being deferred 10 years,
as was assumed in the 2014 valuation and recommended by the JEP) and that
maintaining deficit contributions at 5% at a time when risk/volatility is being reduced and
the deficit has halved is inappropriate.
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Whilst the lower bookend allows for some, but not all, of the JEP proposals the
University could accept the assumptions proposed for the lower bookend which
produces a deficit of £2.2bn and an overall contribution rate of 29.7% as an interim step
until the JEP completes its phase 2 review.
2. Do you support UUK putting forward a proposal for a CCs arrangement to the USS
Trustee as it requested? If not, would you prefer to pay at the upper bookend level, or
what would your preferred response be?
No. The University does not believe that a CCs arrangement is needed to support the
lower bookend position. The University believes that the levers already available to the
USS Trustee allow sufficient flexibility to control the contributions payable to the USS
during a period of sustained deterioration in the funding level. The added complexity
(and monitoring costs) associated with a CCs arrangement, that would require further
consultation with members on rule changes, would be premature given the intention of
the JEP to consider CCs arrangements as part of its phase 2 review.
As discussed in our response to question 1, the University does not believe it is
appropriate to pay the upper bookend level, as defined by USS, given the reduction in
the deficit from the 2017 valuation (i.e. from £7.5Bn to £3.6Bn using the upper bookend
assumptions). The USS Trustee’s proposal to maintain deficit contributions at 5%
regardless of the improvement in the funding position appears to reduce the recovery
plan length by c5-7 years (compared to the 2017 valuation) and the University does not
agree with this approach.
If the USS Trustee insists on using the upper bookend assumptions the University asks
that UUK negotiate for lower deficit contributions by adopting a recovery plan which is
more consistent with that agreed following the 2017 valuation (i.e. in terms of recovery
plan assumptions and length) – as put forward by the UUK proposal.
3. Do you find the proposal for a CCs arrangement set out in the Aon note acceptable,
taking all factors into account? If not, what aspects would you wish to change?
If a CCs arrangement were to be imposed on the University (for example, due to the
majority of employers wanting to offer the USS Trustee a CCs arrangement) the
proposed arrangement put forward by Aon on behalf of UUK has some merit provided:







Any rule change required to allow implementation of a CCs arrangement would be
time-limited to only be applicable until the next Schedule of Contributions is
signed;
There is no commitment to any future CCs arrangement being maintained after
completion of the next formal actuarial valuation (due in either 2020 or 2021);
It would be reviewed as part of the work to be undertaken by the JEP in phase 2
of their review and that the outcome of the JEPs phase 2 review would inform the
next valuation;
Technical Provisions (or a close proxy to them), not a self-sufficiency basis, would
be used as the trigger metric; and
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The timetable/methodology proposed for by Aon for determining whether a trigger
point is breached (i.e. covering frequency of monitoring, smoothing and the period
over which a breach must be maintained) is taken forward.

We hope this response will assist UUK in its negotiations with the USS Trustee in relation to
the 2018 actuarial valuation.
For the University of Oxford
Council's USS Working Group
12 March 2019
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2018 Valuation update: 4 April 2019
The Board of the USS Trustee met on Thursday 28 March to consider UUK’s response to the
proposed Technical Provisions assumptions for the 2018 valuation and the associated
contingency contribution proposal.
It was not immediately clear to the board that UUK’s proposals are fully aligned with its
principles for contingent support, and it believes that more work is required to understand
the issues that this might present.
In addition, the trustee needs to engage further with the Pensions Regulator, who has
separately requested additional work assessing the employer covenant and employers’
ability to support scheme risk, in particular given developments since the 2017 valuation.
Further analysis is therefore required before full consideration can be given to these
complex issues. This work is being given full priority, and the Board will now reconvene at
the end of April.
The employer (UUK) and member (UCU) representatives on the Joint Negotiating Committee
were given a briefing on these developments at a meeting on Wednesday.
Published date: 4 April 2019
Last updated: about 5 days ago
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