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A letter from your Trustees
Welcome to the latest issue of our Scheme newsletter, which 
provides you with an update on developments in the Scheme and 
news from the wider pensions world.
Last time, we told you that the formal valuation of the fund as it stood on 6 April 2012 was 
underway. We are now able to let you know the result of this valuation as well as give you 
an update on the Scheme’s funding position at April 2013. There are more details in the 
‘Summary Funding Statement’ inside on page 4. As always, we have included highlights from 
the latest report and accounts as well as a section on the Scheme’s investment strategy and 
how its investments are performing. Together with the Summary Funding Statement, this 
should give you a good idea of the financial health of the Scheme.

One of the other headline features in this issue is ‘Retirement: are you on track with yours?’ 
With the State Pension age increasing to reflect the fact that people in the UK are living longer, 
we thought it would be helpful to give you some ideas about how you could start planning for 
your retirement. We hope that you find this useful.

Later in this issue, we bring you up to date with the latest developments regarding the State 
Pension, as the Government has now confirmed more details about the ‘single-tier’ pension. 
The Government has also introduced some changes to the Annual and Lifetime allowances, 
which may affect you. You can read more about these changes on page 7.

We have tried to include as much information as possible in this issue, and we hope that there 
is something useful for everyone. We would like to hear from you if you have any questions, 
either about the newsletter or the Scheme in general. All the contact details you need are on 
the back page.

Mr S Gardner

Chair of the Trustee Board
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Retirement – are you on track with yours? 
In the last issue of this newsletter, we told you about 
the Government’s plans to change the State Pension 
age to reflect the increase in people’s life expectancy 
in the UK. State Pension age is the earliest age at 
which you can claim your State Pension. It is currently 
rising for women, so that it will be age 65 for both 
men and women by 2018. It is then scheduled to rise 
to age 66 for men and women by 2020 and to age 67 
by 2028. 

In the Government’s latest White Paper, it stated that 
it will plan for further increases by reviewing State 
Pension ages every five years (starting from the next 
Parliament). This will be done in line with the latest life 
expectancy figures from the Government actuary and 
independent advisers. 

So, with people likely to retire later on in life, it is 
now more important than ever for you to take stock 
of your pension savings and ensure that you will be 
able to afford the retirement you are hoping for. We 
sent your benefit statement separately [in September] 
and recommend that you read it carefully as it is your 
main source of information about how your pension 
benefits are building up. 

The main things you need to consider are:

OO checking your pension income estimates and 
reviewing the health of your pension savings;

OO deciding on when you plan to retire;

OO deciding how you will take your pension income 
and how you will manage your savings and 
income in your retirement;

OO tracing any pensions from previous employers 
(see page 8); and

OO how much pension you can expect to receive from 
the State.

You may want to visit the Money Advice Service 
website, which is a free, independent service  
set up by the Government. It provides information 
about all aspects of money, including personal 
financial planning, how to find a financial adviser  
and what questions to ask. Look on  
www.moneyadviceservice.org.uk.  
Or, phone 0300 500 5000 (call rates may vary).

The Pensions Advisory Service (TPAS) has a useful 
website www.pensionsadvisoryservice.org.uk 
which holds a wealth of information about pensions 
and retirement, as well as a practical retirement 
planner. This tool is not designed to be a substitute 
for financial advice, but it can let you know if you are 
on course for your retirement and help you identify 
if you might have a shortfall in your saving and how 
much extra you may need to make up the gap.

Additional Voluntary Contributions 
If you are concerned that your pension pot isn’t 
building up enough benefits, remember that you 
can top up your pension savings through Additional 
Voluntary Contributions (AVCs), which we highlighted 
in last year’s newsletter. AVCs can help you to meet 
your retirement target, and make up for any years in 
your career where you weren’t building up a pension.

You can pay AVCs as a regular fixed sum, as a 
percentage of your regular earnings or as a one-off 
lump sum payment – whichever way you choose to 
make AVCs, they will be deducted from your salary in 
the same way as your normal contributions. 

If you want more information about AVCs, you can 
look back at the previous newsletter or contact the 
Prudential on 0845 605 1185 (between 9am and 
6pm, Monday to Friday), or visit their website at 
www.pru.co.uk. You can also request packs and 
application forms from the Prudential by contacting 
Dean Lloyd of the Pension Team on 0191 334 6888.

Highlights from the latest 
annual accounts
On 5 April 2013, the value of the fund was £74,109,565. 
The table below shows the income and expenditure over 
the 12 months to April 2013. 

Fund balance at 5 April 2012 £65,923,527

What came in

Members’ contributions £55,553

University normal and Pensions+ 
contributions

£2,804,072

University’s special contributions £36,300

University’s payment for Pension 
Protection Fund levy

£4,995

Members’ Additional Voluntary 
Contributions

£25,474

Transfers in from other pension 
schemes

£181,910

Insurance policies £82,236

Total income £3,190,540

What went out

Pension payments £2,449,870

Lump sums on retirement £307,593

Lump sums on death in service £118,278

Refunds or transfers for leavers £133,588

Professional fees and expenses £578,309

Insurance premiums £120,574

Total expenditure £3,708,212

Net return on the Scheme’s 
investments

£8,703,710

Fund balance on 5 April 2013 £74,109,565

Remember that you can read a full version of the 
Trustees’ formal Report and Accounts by contacting 
Janet Robertson (see page 8) or the University website: 
www.dur.ac.uk/treasurer/dups/

Scheme population
On 5 April 2013 there were 2,384 Scheme members. 
The table below shows the split between active, 
pensioner and preserved members compared to  
last year.

2012 2013

Active members who are 
contributing to the Scheme 
and building up benefits

946 1,093

Pensioners who are already 
receiving benefits from the 
Scheme

643 658

Preserved members who have 
left benefits in the Scheme.

576 633

Total 2,165 2,384

2012
946

643

576

2013
1,093

658

633
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Summary Funding Statement 
The Scheme is set up as a shared fund of money. The 
Trustees and the University work together with the help of 
a professional adviser known as the Scheme Actuary, to 
develop a ‘funding plan’ which aims to make sure there is 
always enough money building up in the Scheme to cover 
the cost of paying out the benefits. This is known as the 
‘funding target’. 

Every three years, the Scheme Actuary carries out a  
formal check known as a valuation, where the funding 
target of the Scheme is calculated using assumptions about 
things like future inflation rates, investment returns and life 
expectancy. The assumptions are agreed by the Trustees 
and the University. 

The Scheme Actuary compares the funding target to 
the value of the assets (the money in the Scheme) at 
the valuation date to give the ‘funding level’. The ideal 
funding level is 100% or more, but it tends to vary between 
valuations and updates. 

Report on the Scheme’s latest valuation
At 6 April 2012, the date of the last formal valuation, the 
Scheme Actuary estimated the funding target as £87 million. 
The value of the assets at this date was £65.6 million,  
giving an estimated deficit of £21.5 million and a funding 
level of 75%.

The amount that the Scheme needs 
to be 100% funded in line with its 
funding target 

£87m

The value of the Scheme’s assets £65.5m

The funding deficit £21.5m

Funding level 75%

Note: the values of the Scheme’s assets shown above do not include 
members’ Additional Voluntary Contributions which are invested 
separately.

At the previous formal valuation in 2009, the funding  
level of the Scheme was 79% and the funding target 
was £59.7 million. The funding target increased by more 
than £25 million over the 3 years to April 2012. This was 
largely due to the challenging market conditions. When 
working out the value of all members’ benefits, the Actuary 
is required to make assumptions regarding the expected 
long-term investment returns on the Scheme’s assets. This 
assumption needs to take into account the returns available 
on Government bonds (gilts). Unfortunately, interest rates on 
gilts in the financial markets have fallen to levels unseen for 
many years, so the value of the Scheme’s liabilities has risen. 
This is the main reason for the increase in the funding target 
since the April 2009 valuation.

The Scheme Actuary is also required to provide an update of 
the Scheme’s funding position each year. The latest figures 
at 6 April 2013 showed that the Scheme’s funding level has 
gone up slightly to 76% with a deficit of £23.3 million as set 
out below. 

The amount that the Scheme needs to 
be 100% funded in line with its funding 
target

£97.1m

The value of the Scheme’s assets £73.8m

The funding deficit £23.3m

Funding level 76%

The results of the Actuary’s latest report show that the 
funding deficit has increased from £21.5 million to  
£23.3 million at 6 April 2013. This is again largely due 
to interest rates on gilts falling even further than those 
experienced at the valuation in 2012. 

However, we are pleased to report that the Scheme’s assets 
achieved significantly higher returns over the year than was 
assumed in the 2012 valuation. This has offset the impact of 
the increased funding target.

Note that, while this latest update allows for changes in 
market conditions since the last formal valuation as at April 
2012, and benefits paid and earned, it does not take into 
account changes in the membership profile or of members’ 
life expectancy. 

The University’s financial commitment to  
your pension
The Scheme Actuary has calculated that the Scheme’s 
deficit can be cleared by expected returns on investments 
by 2024. There is a contingency plan in place, however that 
provides that if the Scheme does not meet its deficit target of 
£12.6 million by 6 April 2015, the University will make a one-
off payment (of up to £0.6 million) to make good the shortfall. 
The University will make similar contributions if the targets 
set for April 2016 and April 2017 are not met. 

At the same time, the University has agreed to increase 
its normal contributions from 12% to 13% of members’ 
pensionable salaries.

The Scheme Actuary will check on progress at the next 
valuation which will be due at 6 April 2015.

The full solvency position
The figures shown so far in the statement are calculated 
using the ‘ongoing’ basis – in other words, they are 
worked out on the assumption that the Scheme will 
continue indefinitely into the future.

However, we are also required by law to show the ‘full 
solvency position’ in the statement. This is a measurement 
of the financial position in the event that the University 
decided to wind the Scheme up. ‘Winding up’ a pension 
scheme means to end it completely. It would no longer 
operate as an occupational pension arrangement and all 
members’ benefits would be secured with an insurance 
company.

If the University were to voluntarily decide to wind up the 
Scheme, it would be required to fund all the benefits which 
members have built up to that point in full. To guarantee 
payment of these benefits, an insurance company taking 
on a ‘wound up’ scheme in this way would need to 
place its assets in low-risk investments and allow for its 
own profit margin. This is an expensive option, so the 
‘solvency’ funding level is always expected to be lower 
than the ‘ongoing’ percentage.

If the Scheme had started winding up at 6 April 2009, 
the Actuary found that the full solvency funding level was 
45%. At 6 April 2012 it was estimated as 47%. 

Please remember: including the solvency position 
in the statement is a requirement. The University 
has no intention of winding up the Scheme.

In the extreme situation that the University might have to 
wind up the Scheme through becoming insolvent, the 
Pension Protection Fund (PPF) may step in and provide 
compensation to members for some or all of their benefits. 
You can find more information about the PPF on their 
website at www.pensionprotectionfund.co.uk.

A final note
It is possible that, if the Scheme is in surplus, the Trustees 
could decide to make payments back to the University. As 
the Scheme has been in deficit, no payments of this kind 
have been made.

The Pension Regulator has the power to intervene in the 
running of UK pension schemes and instruct trustees 
to change their funding approach or amend the level 
of contributions. The Regulator has not had to use its 
powers in this way for the Scheme.

Investing the assets 
As Trustees, our primary objective when investing funds for 
the Scheme is to see that enough money is available when 
it is needed to pay members’ pensions. As all investments 
can go up and down in value, an important second objective 
is taking care to protect against the downside risks. 

We decide on where the Scheme’s assets should be 
invested with the assistance of our investment advisers  
at Aon Hewitt. Following each actuarial valuation (see  
page 4), our Trustees’ Investment Sub-Committee reviews 
the investment strategy. After discussing with our advisers 
and the full Trustee Board, it will then make any necessary 
changes to our current approach. 

Our current investment strategy aims to maximise growth of 
Scheme funds, but also to minimise the potential impact of 
any investment risks. We do this by ‘spreading’ the assets 
over a range of different types of investments. The asset 
allocation at 5 April 2013 is shown below. 

Investment Manager % 

UK Equity Index

Legal & 
General*

14.6

Overseas Equity 
Consensus Index 

13.8

Emerging Markets Portfolio 4.8

Active Bonds Portfolio 24.4

UK Equity Majedie 16.0

Equisar Global Thematic-
GBP Hedged 

Sarasin 5.6

Global Absolute Return 
Strategies 

Standard Life 13.1

UK Property Unit Trust Threadneedle* 7.7

Total 100.0

* Please note that figures shown for Legal & General and Threadneedle 
are as at 31 March 2013. 

Recently, we have considered a number of investment 
options to take advantage of possible market opportunities. 
In February 2013, we appointed Legal & General to manage 
a portfolio of equities in emerging markets and local 
currency debt on a ‘passive’ basis. Passive management 
means selecting investments in line with those of a chosen 
market index and aiming to achieve returns similar to the 
index. It is also known as ‘index tracking’. To achieve this, 
we reduced the amount of assets in the Sarasin overseas 
equity portfolio.

Our reason for investing assets in emerging markets is that 
they potentially offer significant growth opportunities that 
exceed ‘developed’ markets over the longer term.

Over the coming months, we will be considering how best 
to manage investment risks linked to changes in interest 
rates and inflation.
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In the news
Changes to the State Pension
Over the last few years, the Government has been looking 
at ways of reforming the current State Pension. It has now 
confirmed, in a recent White Paper, the proposed switch 
from a two-part State Pension system to a single-tiered 
approach.

As a recap, the State Pension is currently made up of  
two parts:

OO the Basic State Pension, which is a flat amount for all; 
and

OO the State Second Pension (‘S2P’) which is a top-up 
pension linked to earnings.

The Government has decided to replace this with a 
single, flat-rate benefit, which it believes will be a simpler 
foundation for people to save for their retirement. Its 
proposed starting rate will be a single weekly payment of 
approximately £144 in today’s money terms - provided you 
have at least 35 years of National Insurance contributions 
or credits.

If the proposal goes ahead, this new single-tier pension will 
be introduced from 6 April 2016.

Automatic enrolment
As you may know, employers are now required to 
automatically enrol all of their eligible employees into a 
workplace pension. This is so that people will have more 
opportunities to start saving for their retirement. 

As you are already a Scheme member, auto enrolment 
does not affect you directly. However, if you decide to 
leave the Scheme, or move to a new employer, you might 
be auto-enrolled into a pension arrangement in the future. 

As shown on page 2, the number of active Scheme 
members increased over the reporting year by over 10%, 
which we believe is largely a result of auto-enrolment.  
We are pleased to see the membership figures boosted in 
this way. 

Lifetime and Annual allowance reductions
There are currently two tax ‘allowances’ in place, which 
limit the amount of savings that qualify for tax relief, 
meaning that you would normally pay tax charges on any 
benefits you build up over the allowances. They apply 
to your benefits from all sources, apart from your State 
Pension. 

OO The Annual Allowance applies to the increase in the 
value of your benefits each year.

OO The Lifetime Allowance applies to the overall value 
of the benefits you build up over the course of your 
working life.

The Government has announced that it is going to lower 
these allowances from 6 April 2014. 

OO The Annual Allowance will decrease from £50,000 to 
£40,000. The £40,000 allowance is broadly equivalent 
to building up £2,500 of pension in a single year.

OO The Lifetime Allowance will decrease from £1.5 million 
to £1.25 million. This is the equivalent of building up a 
total pension at retirement of just over £62,500 a year.

It is your responsibility to check how close you may be  
to either of these allowances. If you are unsure of your  
tax position, you might want to talk to an independent 
financial adviser.

You are allowed to carry forward any unused Annual 
Allowance from up to three previous tax years. At the 
moment, there are no proposed changes to the carry 
forward rules, so the amount of any unused allowances 
from the three tax years prior to 2014-2015 will still be 
based on the £50,000 limit.

Pension liberation
The Pensions Regulator has issued warnings to members 
of final salary pension schemes to watch out for pension 
liberation fraud, or pension unlocking schemes. This is 
when finance organisations offer to help access pension 
savings before retirement and convert them partly or 
entirely into cash. As pensions are designed to be long-
term savings, unlocking pension funds early can mean 
having to pay substantial tax charges and penalties. 

The Pensions Regulator has joined forces with Action 
Fraud and the Pensions Advisory Service to launch the 
campaign: ‘Don’t let your pension become prey’. You can 
download more details at:  
www.thepensionsregulator.gov.uk or  
www.thepensionsadvisoryservice.org.uk 

If you find yourself considering a pension liberation offer, 
please read all the information available carefully, consider 
taking independent financial advice and don’t let yourself 
be rushed into a decision. If you think you may have 
received a potentially fraudulent offer, you can report it to 
Action Fraud on 0300 123 2040.

Investment Performance 
The performance of the Scheme’s investments compared to relevant market indices and gross of annual management 
fees over one, three and five year periods to 31 March 2013 is shown below. For each investment, the returns achieved 
are compared with a market index that is made up of similar investments. As you can see, over some periods we have 
done well and some not so well.

Please note that, as we have been investing in emerging markets for less than a year, performance figures are not yet 
available. We will include these in future editions of your newsletter.

Fund Performance to 31 March 2013

1 Year  
(%)

Index  
(%)

3 Years 
(% pa)

Index  
(% pa)

5 Years 
(% pa)

Index  
(% pa)

L&G UK Equity Fund 16.9 16.8 8.9 8.8 7.0 6.7

Majedie UK Equity Fund 21.0 16.8 12.0 8.8 11.9 6.7

L&G Overseas Equity Consensus Index Fund 16.8 16.7 7.1 7.1 7.5 7.3

Sarasin Equisar Global Thematic-GBP Hedged Fund 15.0 14.3 6.9 8.1 n/a n/a

Standard Life Global Absolute Return Strategies Fund 6.9 6.0* 7.5 6.1* n/a n/a

Threadneedle UK Property Trust 2.6 1.6 4.3 4.6 0.4 0.5

L&G Active Bonds Portfolio 13.9 13.5 n/a n/a n/a n/a

Total Scheme 13.6 13.1 8.8 9.6 n/a n/a

* These figures are for the Fund’s target of LIBOR +5% pa. The London Interbank Offered Rate (LIBOR) is the average interest rate at which 
banks can borrow funds from other banks.

Working for you
As Trustees, our main responsibility is to make sure that the 
Scheme is managed in line with its Rules, and with current 
pension law, while protecting members’ best interests. 

The full Trustee Board meets at least three times a 
year. There are also investment and administration sub-
committees, which hold their own additional meetings. The 
sub-committees’ role is to make decisions on the finer details 
of the Scheme and report back to the wider Trustee Board.

There are seven Trustees on the Board, following the 
retirement of Mr Jack Boyd in June 2013. On behalf of the 
members, we would like to thank Jack for his contribution to 
the Scheme during his time as a Trustee. 

Member-nominated Trustees
Mrs Dorothy Anson, Pensioner

Mrs Karen Atkinson, Earth Sciences

Mrs Julie Kirkpatrick, Health & Safety

University-appointed Trustees
Mr Michael Bird, Lay Member of the University Council

Mr Steve Gardner (Chair),  
Lay Member of the University Council

Mr Brian Steemson, Director of Finance

Professor John Ashworth, Professor of Economics and 
Principal of St Aidan’s College

Some expert advice 
As Trustees, we have a sound working knowledge of 
pension legislation. However, we have appointed some 
professional advisers and technical experts who are there to 
give us specialist advice and recommendations about certain 
areas which may affect the Scheme. 

They are:

Actuary Rachel Hunt, Aon Hewitt

Administrator Aon Hewitt

Auditor PricewaterhouseCoopers LLP

Banker The Bank of Scotland

Investment consultant Aon Hewitt

Investment managers Legal & General Investment 
 Management 
 Sarasin & Partners 
 Majedie Asset Management Ltd 
 Threadneedle Asset Management
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If you want to know more
We want to help you find out as much about the Scheme 
as possible, so we have made sure that there are lots of 
additional sources of information for you to access. You 
can look at:

OO The University website: www.dur.ac.uk/treasurer/
dups/

OO Your Scheme booklet.

OO The annual Summary Funding Statement (included in 
this newsletter).

OO Your annual benefit statement.

OO The Additional Voluntary Contributions (AVCs) leaflet 
that we sent to you in August 2012.

Up to date
It will help us to keep in touch with you and pay your 
benefits correctly if you make sure to keep us up to  
date with any changes in your personal details. Please  
let Janet Robertson (details opposite) know about 
any changes as soon as possible – especially to your 
address. This is particularly important if you are a 
deferred or pensioner member, as we may have no  
other way of contacting you.

Remember to update your nomination form regularly as 
well. As Trustees, we have to decide who should receive 
benefits when a member dies, and this is much easier if 
there is a current nomination form. You can obtain a fresh 
form by contacting Janet Robertson. If you fill in a new 
form, it will replace any previous forms you have sent. 

Here to help
If you would like more details about the Scheme, or  
have any questions or queries, you should contact  
Janet Robertson. Her details are:

Janet Robertson 
University of Durham 
Pensions Section 
Hawthorn Wing 
Durham 
DH1 3LP

Telephone: 0191 334 6922

You can also contact the Scheme administrators, Aon 
Hewitt, at dups@aonhewitt.com, if you have any specific 
questions about your Scheme membership.

Other places of interest
If you feel you need help with any decisions about your 
pension savings, the Financial Conduct Authority (FCA) 
has a register of all independent financial advisers at: 
www.fca.org.uk or call 0800 111 6768. 

There are two other external sources of information 
which you may find useful:

The Pension Tracing Service, which can help you track 
down your old unclaimed pension schemes, at  
www.pension-tracing-service.com 

The Pensions Advisory Service (TPAS) – which we 
mentioned on page 3 – is a voluntary organisation which 
provides a range of information about pensions, at  
www.pensionsadvisoryservice.org.uk.

We would like to continue to receive your feedback on 
this newsletter and our other Scheme communications. 
If you do have any comments, queries or suggestions, 
please get in touch.


