
 

MAKING YOUR RESPONSE TO THE USS METHODOLOGY 
AND RISK APPETITE DISCUSSION DOCUMENT 

The USS trustee has produced a discussion document for employers to consider which sets out 
their emerging thinking on the proposed methodology for the 2020 valuation and the key factors 
that will drive the outcome.  

The document follows feedback from USS stakeholders, lessons learnt from the previous 
valuation, a fundamental review of valuation methodology, and the Joint Expert Panel’s (JEP) 
second report.  

In order to encourage and focus discussions, USS has set out their emerging approach to the 
methodology and investment strategy. They also set out the two key factors – the covenant and 
risk appetites – that will have the greatest effect on outcomes, whatever the methodology.  

The discussion document is specifically addressed to USS sponsoring employers. Employers’ 
views on the issues the document covers will influence the approach USS subsequently decide 
to take and will help them to make clear, understandable and evidence-based decisions.  

USS have not made any decisions at this early stage in the process, but are seeking to 
encourage discussion and to build understanding and evidence to inform their approach. Note 
that this discussion document is separate from, and in advance of, the formal consultation USS 
is required by law to undertake with UUK later in the year. 

The questions in this form are as follows: 

1. What are your comments on the proposed new methodology?  
2. Do you support the measures to ensure the covenant is “Strong” agreed as part of the 2018 

valuation on: i) the permanent rule change on employers exiting the Scheme to underpin a 
30-year covenant horizon; ii) debt monitoring arrangements; and iii) pari passu security on 
new secured debt? 

3. Do you wish to consider additional tangible covenant support measures to further strengthen 
the covenant and potentially support additional risk (above that outlined in the scenarios 
presented in the table above)?  

4. Do you have initial views on whether you would be comfortable with an investment strategy 
that took a moderately larger amount of risk in the long term?  

5. Based on the example approach to managing risk, as set out in this document, what is your 
risk appetite? In other words, do you have initial views as to how much of your risk capacity 
you are comfortable for us to rely on in supporting the Scheme, in the knowledge that there 
are adverse scenarios in which this may be called? (You may wish to express this as a 
contribution of x% of salary, or a monetary amount, paid over y years.)  
 

In addition to questions 1-5 raised by the USS trustee in the discussion document, UUK would 
welcome feedback from employers on the additional views and analysis expressed in the 
accompanying paper. 

 
6. Do you agree that it would be helpful if an outline proposition is developed which shows how 

the various components – including risk appetite, investment strategy, covenant measures, 
contribution rates and volatility, and benefit design – might operate together under a 
particular strategy (or strategies)? (Page 2 of the UUK paper) 

7. Any other comments? 
 

Please send the response from your institution to pensions@universitiesuk.ac.uk 
copying in valuation@uss.co.uk as appropriate, by 5pm on 17 April 2020 

mailto:pensions@universitiesuk.ac.uk
mailto:valuation@uss.co.uk
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1. What are your comments on the proposed new methodology? (See Section 2 of the USS 
discussion document)  

 
A single effective discount rate would be calculated from an amalgam of the dual rates.  

This in effect means that the investments of the pensioners whose near term pension 
payments are almost entirely secure (given the real present financial strength of the Scheme 
– based upon present cash flows, asset values and covenant strength) attract a relatively low, 
risk averse return. Whereas the career starter who may be 40 years from retirement and thus 
has a lot less security over covenant strength and the longevity of the Scheme will face higher 
investment risk and higher discount rates. We question whether given the scheme profile 
there would be a significant impact upon the aggregate discount rate. In a mature open 
scheme, there are contributions, real return on investments and payments to pensioners.  The 
first two have to balance the third. There is no distinction between past and future service.  It 
is also self-evidently futile to hold investments that do not yield a real return. 
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2. Do you support the measures to ensure the covenant is “Strong” agreed as part of the 2018 

valuation on: i) the permanent rule change on employers exiting the Scheme to underpin a 
30-year covenant horizon; ii) debt monitoring arrangements; and iii) pari passu security on 
new secured debt? (See Section 3 of the USS discussion document) 

 

Events over recent weeks have transformed the short and medium term outlook for the 
country and have undermined the financial stability of the sector. With so much uncertainty 
over the economic outlook there will undoubtedly be a downgrading of UK’s credit rating and 
a weakening in all aspects of the employer covenant – rating, horizon and capacity.  

The new metric to measure covenant strength (the present value of aggregate free cash 
flow), although a logical benchmark for assessment, will deteriorate considerably in the short 
term due to the impact of Covid-19, with a resulting impact on the covenant. Determining the 
rate used to discount the cash flows will prove imperative. All other measures will also be 
impacted by the weakening of the sector’s short-medium term projected income and financial 
positon as a direct result of the pandemic – reducing the covenant strength overall. Even full 
support of the proposed measures across the sector may not be sufficient to keep the 
covenant rating as strong. We advocate the requirement for a long-term view of the sector’s 
strength.  

We support an ongoing moratorium on individual employers exiting the Scheme as a means 
of securing the long term future of USS. 

The pari-passu arrangements may prove more troublesome as they potentially impact on the 
sector’s ability to assume increased levels of secured debt – which may be required 
especially in the short term. The inability to acquire debt at financially viable rates may in itself 
increase the pressure on employers to continue as going concerns.  
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3. Do you wish to consider additional tangible covenant support measures to further strengthen 
the covenant and potentially support additional risk (above that outlined in the scenarios 
presented in the table above)? (See Section 3 and Appendix C of the USS discussion 
document) 

 

In theory, the use of a special/contingent support vehicle to reduce the level of employer 
contributions into the Scheme appears sound. However, we note that the success of such a 
vehicle would of course be contingent upon the implementation of a sufficiently aggressive 
investment strategy to allow investment gains to outperform gilts plus margin. This would 
suggest that with the introduction of a dual discount rate the pre-retirement sub rate would 
have to be significantly higher than it is at present. 

We note that: 

Details of any scheme would need to be reviewed in detail but questions we would pose at 
this stage include: 

- Over what timeframes would money be returned to employers? 
- What would trigger that decision? 
- Why if the target investment performance corresponds to the actual performance 

(gilts + 2.5% in the example given) would the additional contributions be split between 
the employer and Scheme?   
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4. Do you have initial views on whether you would be comfortable with an investment strategy 
that took a moderately larger amount of risk in the long term (See Section 5 of the USS 
discussion document)?  

 

As noted above we would support a more aggressive investment strategy, if this resulted in 
lower employer contributions. However, with a possible fall in the strength of the employer 
covenant in the short term a more risk bearing investment strategy is unlikely. 

The definition of ‘long term’ here remains nebulous and indeterminate. Over what horizon 
would the two (contributions and investment returns) be allowed to interact and then be 
reviewed? How often and over what horizon? If the trigger point for review is the valuation 
date then what level of decision making could/would take place in the interim to ensure if not 
active management of investments then at least a level of monitoring and agile decision 
making that would allow investments to be recalibrated to ensure a minimum return was 
achieved.    

We support the notion of a more aggressive investment strategy but there is also a 
requirement to educate all stakeholders that the downside risk of a more aggressive 
investment strategy would be shared between employers and employees and both parties 
would be required to make good any shortfall.  
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5. Based on the example approach to managing risk, as set out in this document, what is your 
risk appetite? In other words, do you have initial views as to how much of your risk capacity 
you are comfortable for us to rely on in supporting the Scheme, in the knowledge that there 
are adverse scenarios in which this may be called? (You may wish to express this as a 
contribution of x% of salary, or a monetary amount, paid over y years.) (See Section 4 of the 
USS discussion document) 

 

 

Given the financial uncertainty facing the institution and the sector at this time we cannot 
respond to this question at this juncture.  
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6. Do you agree that it would be helpful if an outline proposition is developed which shows how 
the various components – including risk appetite, investment strategy, covenant measures, 
contribution rates and volatility, and benefit design – might operate together under a 
particular strategy (or strategies)? (Page 2 of the UUK paper) 
 

Yes.  
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7. Any other comments? 
 
Although we have responded directly to the questions raised above, we would draw attention 
to the fundamental questions that have in fact not been asked. We find ourselves at a crucial 
time in the Scheme’s history. In this time of unprecedented uncertainty over the financial 
stability and future of the sector, there is perhaps a requirement to review the future 
sustainability of a Scheme that was set up some fifty years ago in a very different political and 
economic environment. Current funding levels are unsustainable and a threat to the existence 
of many in the sector.   

We would ask to what extent ongoing consultation of the TPR on a revised DB funding Code 
of Practice, issued in March 2020 has been considered in relation to the USS 
proposals.  Although it is a consultation, there appears to be a clear steer as to the type of 
outcome the TPR is seeking and sufficient regards to the likely changes in the regulatory 
guidance.   
 
There should be a continuing review of all aspects of the Scheme. Will the Scheme be 
suitable for the new post-covid ‘normal’ financial positon of the sector? What are the wider 
options for the Scheme going forwards?  
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Please confirm if your organisation’s governing body has been consulted: 
 
The governing body has not been consulted as the University Council has not met in the 
intervening period between the issuing of the consultation document and the required 
response date. 

 
RESPONSE SUBMITTED BY: 
 
Name: 

Modaser Choudhary 

 
Position: 

Finance Director 

 
ON BEHALF OF: 

Institution: 

Durham University 

 

Please send your completed form to: 

pensions@universtiesuk.ac.uk copying in valuation@uss.co.uk as appropriate, by 5pm on 17 
April 2020 

Thank you for taking the time to respond to this consultation. 
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