
UCUHE/225 18July14 page 1 

 

UCUHE/225 18 July 2014    

University and College Union 
Carlow Street, London NW1 7LH, Tel. 020 7756 2500, www.ucu.org.uk 

To Branch and local association secretaries (Pre-92) 

Topic Universities Superannuation Scheme (USS) Briefings 

Action For discussion 

Summary  Intense negotiations on the future of the USS scheme will take 

place between now and November. Arrangements are in hand to 

establish a trade dispute and collective action may be necessary. 

A meeting of pre-92 branches will be held on Thursday 18 

September to discuss developments.   

Contact Michael MacNeil, National Head of Bargaining and Negotiations 

 

 
Dear Colleagues 

 
It is expected that this week the employers will receive a consultation document from UUK, 
acting as the conduit between the USS board and employers, outlining a proposed approach 

to the USS pension fund deficit, including an option for a change to scheme design. 
 
Between 18 and 25 July, a series of briefings for relevant branches are taking place. Please 

find attached a written UCU briefing on the issues.  
 
Pre-92 branches are also asked to note that a decision-making meeting, where a report and 

recommendations from negotiators can be discussed, will be held on 18 September 2014. 
Further information on the meeting arrangements will be provided as soon as practicable 
but, in the meantime, branches are encouraged to reserve the date and consider the need to 

agree delegates. 
 
 

Michael MacNeil 
National Head of Bargaining and Negotiations
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USS BRANCH BRIEFING – JULY 2014 

1. SUMMARY 

Negotiations are about to commence in earnest about the future of your 

pension. 

In 2011, the formal triennial valuation of the USS pension fund led to the USS Board 

declaring a deficit. Changes to the scheme’s benefit structure were imposed. 

All the indications are that the USS Board will declare a considerably increased funding 

deficit when the 2014 triennial valuation is finally set. This will mean further changes to 

the scheme. It is inconceivable that the employers’ contributions will not increase from 

the current 16%. It is also clear that, just as we predicted in 2011, further changes to 

the benefit structure will be considered as a means of dealing with the current deficit 

and future worries about the funding base of the scheme. 

This briefing aims to: 

 Explain who are the lead actors involved in the scheme 

 Recap on the position reached in 2011 
 Indicate why UCU has challenged the methodology of pension fund valuation 

 Provide an overview of some of the changes to the pension scheme under discussion 
 Indicate that collective action may be necessary to improve our negotiating position. 
 

2. WHO IS INVOLVED IN SHAPING THE USS SCHEME? 

There are four key actors with a considerable influence on these negotiations: 

 The USS Corporate Trustee (the USS Board) 
 The Employers 
 UCU 

 The Pensions Regulator (tPR) 
  

The USS Board comprises four Directors nominated by UUK, three by UCU, and five 

‘independents’ (mostly from City institutions). Their primary concern is to ensure that 

the pension fund has enough money to pay out the benefits that have already been 

accrued. In particular, the independents may well view defined benefit schemes as 

unsustainable and final salary schemes as a quaint anachronism.  

The Pension Regulator has statutory objectives but, in short, they are concerned with 
protecting the accrued benefits of members and reducing the risk of situations arising 

which may lead to compensation being payable from the Pension Protection Fund (PPF). 
There are very few funded defined benefit schemes still open, which makes USS 
unusual. But because it is by far the biggest, with funds of over £40bn, it is the subject 

of intense scrutiny by the regulator. The regulator is highly cautious and conservative. 

3. THE POSITION REACHED IN 2011 

On 10 May 2011, detrimental changes were finally forced through the USS Joint 

Negotiating Committee (JNC) against UCU’s wishes. 
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Although we were successful in defending the position of the final salary scheme for 
existing members, there were some changes, including an increase in the contribution 

rate from 6.35% to 7.5% and removal of the right for members made redundant over 
55 to retire on an unreduced pension. Flexible retirement provisions were introduced at 
the same time. 

 
However, new entrants from 1 October 2011 would be offered a pension not based on 

final salary but a career-average scheme, based on an accrual rate of 1/80th, to be 
revalued each year by CPI. UCU did not object in principle to the introduction of a career 
average (CRB) scheme but we did have a problem with this particular scheme, 

particularly the accrual rate. It meant that there was a big gap between the expected 
pension of protected members and new entrants. We argued for an accrual rate of 

1/65th. 
 

At the time, we pointed employers and members alike to evidence that when employers 
create a two-tier benefit system, within a few years there is pressure to close the better 
scheme.  

 
Our consistent view has been that the changes imposed in 2011 were not only bad for 

new entrants but that they also threatened the protection that we won for existing 
members. The gap between the schemes is so great that we pointed to the major 
financial incentive for the scheme to come back and force existing members onto the 

poor CRB scheme for their future service. 
 

4. WHY IS THE USS FUND IN DEFICIT? 

The funding position is derived by, at root, a simple concept: the cost of future benefits 
(liabilities) set against the assets of the scheme and the expected contributions made by 

the employers and employees plus the financial benefits derived from investment. Of 
course, there is an entire industry surrounding the assumptions made in calculating 

what is likely to happen in the future to both sides of the calculation. 
 

What is clear is that in response to the so-called financial crisis, the government has 
extended its policy of “quantitative easing” which has resulted in the yield on 
government bonds (Gilts) sinking to an all-time low – in fact, fluctuating around zero.    

 
The collapse of the Gilt yield has had a major and detrimental impact on the estimated 

funding level of USS as measured by a contested methodology, which posits Gilt yield as 
the key factor in estimating the value of USS liabilities. This is the principal reason why 
the funding deficit, despite the changes for new entrants, has dropped from 92% in 

2011 to about 85% in 2014. The reported deficit is expected to be in the region of 
£7.5bn. 

 
The situation is further complicated by the fact that the introduction of the new CRB 
section of USS in 2011 meant that the final salary section became a closed scheme.   

From this point onwards, the final salary section has had no new entrants (apart from 
returners with protected rights).  Inevitably, therefore, contributions to the final salary 

section fall as the number of members reduce while the liabilities and costs falling due 
will increase as the ageing membership retires and claims pensions.   The final salary 
section will, therefore, become more expensive per member to fund. 

 
UCU has pointed out that this paper exercise bears little relationship to the real value of 

assets and liabilities. Gilt yields will not always remain at this low level. We have 
challenged the methodology, and your representatives have argued that the valuation 
approach being adopted by the USS machinery and their desire to de-risk the asset 

base is actually making the situation worse. In effect, the ongoing approach adopted by 
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the USS Board and others makes it inevitable that detrimental changes are forced on to 
scheme members 

 
We have proposed a more sensible way of valuing the assets of the scheme; one based 
on the reality of USS’s investments, which would reduce the volatility of the funding 

position as assets and liabilities would be linked. On this occasion it would also reduce 
the deficit but that is not the principal reason for proposing the shift in methodology. 

 
But the political reality is that we are fighting against a methodology that many would 
argue, with justification, is deliberately designed to create the conditions for defined 

benefit schemes (yet alone final salary schemes) to close. Throughout the pension 
landscape, over and again, we see defined benefit schemes being replaced with defined 

contribution schemes, effectively transferring the risk from the employers and the fund 
to the individual member but leaving big pension funds with enough cash to continue 

acting as big players in the city markets. 
 

5. WHAT HAVE MEMBERS TOLD US BEFORE? 

In the post-92 sector, the majority of UCU members are members of a different, ‘public 
sector’ scheme: the Teachers’ Pension Scheme (TPS). This scheme is backed by the 

Government and public purse. It does not operate as a private scheme, with 
investments, like USS. 
 

Following from the big public sector pension disputes at the end of 2011, the TPS 
scheme introduced a career-average scheme for all new members. UCU argued that 

although the contribution rates in TPS were higher than in USS, the benefits available to 
our members were significantly better than those available to new entrants in USS. 
 

Previous surveys of our USS members (over 6,600 responses) indicated the following 

trends: 

 The majority of final salary scheme members were willing to pay increased 
contributions if it helped safeguard existing benefits;  

 Career-average members were willing to pay increased contributions for 
improvements to their scheme; 

 There was general support for introducing tiered contribution rates related to salary; 
 There was support for the protection of the tax free lump sum which is automatically 

available to members of USS on retirement; 

 A high priority was given to defending the position of those USS members who have 
the right to receive their pension without actuarial reduction if made redundant; 

 A high priority was also given to the removal of inflation capping; 
 There was no significant support for the creation of an enhanced section or sections 

of USS on the basis of an individual opt-in for a higher contribution rate; 

 Many members were not aware that if the liabilities of the scheme increase then 
under the current scheme rules, the employers and employees in the ratio 2/3 to 1/3 

would share the additional contributions (as a percentage of salary). 
 

6. WHAT ARE THE CHANGES UNDER DISCUSSION? 

 
UCU proposals 

 
UCU negotiators have followed the objectives agreed by branches. Our position has 

been to address the gap between the FS and CRB sections of USS.   Last year we put a 
formal proposal to the employers that we should work towards broad comparability with 

the TPS scheme. We argued that:  
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“This could be achieved either by restoring a final salary benefit structure for all 
members of USS or by moving towards broad comparability between the CRB 

section of USS and the career average section of TPS. 
 
UCU's understanding of broad comparability with TPS would be 

1)   An accrual rate and default lump sum which would provide a package of 
benefits of equivalent value to TPS with an accrual rate of 1/57 

2)   A revaluation rate based on CPI + 1.6% 
3)   The indexation of benefits in payment without an inflation cap. 
 

In addition, UCU seeks 
4)   The extension of the current right to an unreduced pension on redundancy. 

5)   The equalisation of member contribution rates on a tiered basis. 
6)   A timetable for the costing, consideration and implementation of agreed 

changes.” 
 
In submitting this proposal to the employers we were conscious of the difficult political, 

economic and negotiating environment and recognised that we may need to move 

towards the achievement of our objectives by a series of incremental steps rather than 

on the basis of a single comprehensive settlement. 

USS Board’s Financial Management Plan 

In response to the 2011 triennial valuation, tPR asked USS to develop a Financial 
Management Plan (FMP). The FMP is intended to be a comprehensive approach to the 

financial health of the scheme and will incorporate an independent review of the 
employers’ covenant to the scheme, an approach to deficit recovery and the fund’s 

investment strategy.  

A review of the employers’ covenant was undertaken by Ernst & Young, who concluded 
that the covenant should remain healthy over a significant period and that employers 

had the ability (if not willingness) to pay increased contributions, if necessary. USS 
conducted a formal engagement with Universities UK (UUK) as the employers’ 
representative body, on their FMP. Their engagement paper, in essence, suggested that 

to deal with the past-service deficit, new technical assumptions, and crucially the desire 
to de-risk the investment strategy, would result in an estimated overall contribution rate 

for employers and members of 37.4% of payroll (at September 2013 figures).  

This compares with current member contribution rates of either 6.5% (CRB) or 7.5% 
(FS) of salary and an employers’ contribution of 16% of salary. We know the blended 

rate (the employers and member contribution in both the final salary and CRB schemes) 
was last reported at 25.8%. In other words, under the scenario outlined by the USS 
Executive, this would leave about another 12% of payroll contributions just to maintain 

the existing schemes.  

Based on this, the USS Board’s initial engagement paper to the employers suggested: 

 An increase in the contribution rates (on the agreed cost sharing basis of 2/3 of the increase paid 
by the employers and 1/3 by members); and 

 All members to have their future service benefits under the CRB scheme rather than the FS 
scheme. 
 

Employer representatives exploring options  

There is no set position from the employers, yet. We have not received a formal 

proposal on possible changes to benefit design. However, we have been informed that 

UUK (acting as the conduit between the USS Board and employers) will be consulting 
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from July to September with employers on a range of issues, including an option for a 

hybrid scheme.  

The example given was a hybrid career-average scheme to: 

 Redefine the way that the salary link for past service is worked out from a link to the 

individual members’ final salary to CPI; 
 All future service (for all members) to be based on a; 

o Core defined benefit scheme modelled on the current career-average scheme 

for new starters up to a cap (the example given is £40k); 
o Above the cap, members and employers could contribute to a defined 

contribution scheme; 
 Employers would pay increased contributions of 18% to take account of the current 

deficit and if the funding situation improved would agree not to reduce their 

contribution rate below 16%, with any additional funds used to enhance scheme 
benefits. 

 

UCU will test all proposals carefully with our independent expert actuarial 

advisers. We will test the effect of different proposals on a range of career 

pathways. 

We will make the modelling of likely impact available to members.  

However, there is little doubt that both the USS Board and the employers are 

considering solutions to the funding situation that will reduce the benefits available to 

members. 

7. UCU AND COLLECTIVE ACTION 

We know that the USS Executive will want their Board to finalise most of the 

arrangements this autumn, prior to a formal consultation with a view to implementing 

changes from spring next year. 

Against this backdrop, your negotiating team expects to enter intensive negotiations 
between now and November on the future of the scheme. Our core objective is to 

maintain USS as an attractive scheme for members which is sustainable in the future. 
The employers’ proposals would significantly reduce its attractiveness when it is not 

necessary to do so.  

We believe that it may be necessary for the union to take collective action to secure the 
best possible outcome to the negotiations. Strike action and the deployment of 

assessment and marking sanctions have to be contemplated. Letters will be sent letting 
employers know that we may need to declare a dispute if changes are forced through. 

A series of briefings to update your branch officers are taking place at various locations 
between 18 and 25 July. 

Arrangements are being made to call a special meeting of all affected branches on 18 
September to consider any progress in talks and whether there is a need to conduct a 
statutory ballot for industrial action. 

We shall, of course, update members on developments. We hope that a negotiated 

outcome will prove possible but the situation is serious enough that members should be 
aware that a dispute is a distinct possibility. 

 


