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UNIVERSITIES SUPERANNUATION SCHEME

MANAGEMENT STATEMENT

The year to 31 March 2000 was again a period of continued growth for the
fund. The scheme’s active membership increased by 4.3% from 81,600 to
85,100 and there was substantial growth in the numbers of pensioners and those
entitled to deferred benetits to 31,400 (up by 5%) and 42,000 (up by 11.7%)
respectively. At 31 March 2000 the fund had total assets of almost £22 billion.

It was also a very good vear for pension fund pertormance and an excellent
year for the fund. The fund’s performance in 1999 was comfortably ahead of
its target, the 40th percentile of the WM50), and over the last five years ranks
in the top third of funds in its peer group.

Last year we reported on the plans and testing being actioned to deal with the
impact of the year 2000 date change on USS Ltd’s systems and to ensure that all
the systems were able to operate up to and beyond the millennium. We are
pleased to report that no problems were experienced and all systems were
available to staff on 4 January 2000. The trouble-free roll-over into the year 2000
was as a result of two years work by the year 2000 project team during which

time all systems were tested and non-compliant hardware and sottware replaced.

Incorporated within that work was also the first stage in replacing the entire
pensions administration software with a more modern system, the Universal
Pensions Management system from Comino Plc (formerly known as Image
Systems Europe). This system will provide faster and more accurate processing
of pensions administration tasks and will integrate with both the accounting
and pensions payroll systems. Implementation of the system was completed in
August 2000 and the whole exercise spanning over two years was the largest
ever undertaken by the company. It required a massive commitment of resources
over that period and at one time or another has involved almost half of the
workforce directly in the development, testing, checking or recording. Of course.
while this was going on, we sought to maintain our normal service and, to the
extent that this was possible, this was achieved only because of the extra etforts
made by all of the staff, whether involved directly on the project or not.

We reported last year on plans to implement the recommendation of the
Dearing Committee that all new entrants to universities should be directed to
USS and that the management committee was investigating the possibility of
enabling non-academic staff to join the scheme. On 11 December 1999 rule
amendments were enacted to extend the eligibility for membership of USS to
allow both new institutions to join and current institutions to admit further
categories of staff to USS.

Although these changes were made only a few months ago,
there have already been some institutions that have decided
to offer USS membership to their non-academics and other

enquiries which are currently ongoing.

Graeme | Davies David B Chynoweth
Chairman Chief Excecutive
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SUMMARY OF YEAR
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The fund continues to increase, having
grown from (12 billion in 1996 to
almost £22 billion as at 31 March 2000).
More details are given in the investment
commiittee report on page 16 and in the
tive year summary of the fund accounts

on page 62.

In a year of very good investment returns
for pension funds the fund’s investment
return of 25.9% in 1999 was well ahead of
the average of the 50) funds of over £1.5
billion in the WM Survey and well ahead
of the retail price index. Over both five years
and ten years the fund has outpertormed
the WM Top 50) average and comtortably
exceeded the RPI. More details are given in
the report of the investment committee
on page 16.

The membership of the scheme continues
to grow steadily. As at 31 March 2000 the
total membership was 158,500, an increase
of 6% from last year and 27% from four
years ago. More details are given in the
five year summary of the tund accounts

on page 62.
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TRUSTEE COMPANY

The principal officers and advisers of the trustee company at 1 August 2000 are:

Chief Executive

Chief Investment Officer
Chief Pensions Manager
Chief Aecountant
Company Secretary
Surveyor

Actuary

Solicitors

Auditors

Bankers

Property Consultants

PRINCIPAL OFFICERS AND ADVISERS

D B Chynoweth BA CPFA FCCA FIMgt
P G Moon

S M Neil BSc FFA

C S Hunter BSc CA

J P Williams BA ACIS MIPD MIMgt

R G Walden BSc FRICS

M B Reid BSc FIA FAPSA

of William M Mercer Limited

30 Exchange Street East, Liverpool L2 3QB
DLA

India Buildings, Liverpool L2 ONH
PricewaterhouseCoopers

8 Princes Parade, St Nicholas Place, Liverpool L3 1Q)J
Barclays Bank Plc

4 Water Street, Liverpool L69 2DU

LaSalle Investment Management

33 Cavendish Square, London W1A 2NF

The principal other organisations acting for the trustee company during the year were:

Solicitors
Investent managers

Custodians

Investment p(’(forman(c
measurement

Property valuers
Computer software

Computer hardware
Data recovery

Tnsurers

Clifford Chance, Dundas & Wilson, Lawrence Graham
Mitchells Roberton. Fried Frank Harris Shriver & Jacobson
Baillie Gitford & Co, Capital International Limited
Schroder Investment Management Limited

Deutsche Bank, Chase Manhattan Bank NA

Investment Property DDatabank Ltd, The WM Company
Colliers Erdman Lewis

Comino plc, Azlan Limited, Oracle Corporation UK Ltd,
Druid Systems Ltd

Hewlett-Packard Limited

Synstar Business Continuity Limited

Royal & Sun Alliance

The membership at 31 March 2000 of the principal committees was as follows:

Management Committee
Appointed by the Committee of 1ice-Chancellors and Principals (C17CP)

Professor Sir Graeme Davies (Chairman), Professor Sir Martin Harris, Mr M S Potts,

Professor Sir Gareth Roberts
Appointed by the Association of University Teachers (AUT)
Mrs Angela Crum Ewing, Dr ] M Goldstrom, ] W D Trythall
Appointed by the Higher Education Funding Councils (HEFCs)
Protessor Sir Brian Fender
Co-optt’d

C D Donald (Deputy Chairman). A S Bell, L Collinson, Lord Mark Fitzalan Howard

Finance & General Purposes Committee
Appointed by the management committee
C D Donald (Chairman), L Collinson, Mrs Angela Crum Ewing,
Professor Sir Martin Harris, Mr M S Potts, ] W D Trythall

Investment Committee
Appointed by the management committee
Lord Mark Fitzalan Howard (Chairman), A S Bell, C D Donald, C E Hughes,
P V S Manduca, Dr D C Nicholls, ] W D Trythall

Audit Committee
Appointed by the management committee
Dr Christine Challis (Chairman), Mrs Angela Crum Ewing, C D Donald,
Dr ] M Goldstrom

Remuneration Committee
Appointed by the management committee

L Collinson (Chairman), Mrs Angela Crum Ewing, Professor Sir Gareth Roberts,

J W D Trythall, Mr M S Potts

Advisory Comumittee
Appointed by the Committee of 1ice-Chancellors and Principals
A D Linfoot (Chairman), D Anderson-Evans, D W Sims
Appointed by the Association of University Teachers

The trustee of Universities Superannuation Scheme (USS) is the trustee company, Universities
Superannuation Scheme Limited (USS Ltd). which is appointed under USS rule 20.1. The

Dr D Green, Mr C E Banister, Ms ] McAdoo

statutory power of appointing new trustees applies provided that a new trustee may not be Joint Negotiating Committee
appointed without the approval of the joint negotiating committee. The trustee company is also Independent Chairman
the administrator of the scheme for the purposes of the Income and Corporation Taxes Act Sir Kenneth Berrill

1988. The registered office of the trustee company to which enquiries about the scheme Appointed by the Committee of 1ice-Chancellors and Principals

D Anderson-Evans, Dr S G Fleet, B Lillis, A D Linfoot, [ G Thompson
Appointed by the Association of University Teachers
Ms C Cheesman, Dr ] M Goldstrom, Ms P Holloway, ] W D Trythall, A Waton

generally or about an individual’s entitlement should be sent is:

Universities Superannuation Scheme Limited
Royal Liver Building, Liverpool L3 1PY
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MANAGEMENT COMMITTEE

The management committee submits its twenty-fifth annual report on the progress of USS.
Separate reports on the activities of the investment committee, the joint negotiating committee
and the advisory committee are printed following this report.

Committee members

There have been no changes in membership of the committee during the year.

Under the Articles of Association (constitution) of the trustee company, the management
committee comprises the trustee company’s board of directors. As indicated earlier in this
report, four of the directors on the board of the trustee company are appointed by the CVCP.
Three directors are appointed by the AUT of whom at least one must be a USS pensioner
member. One director is appointed by the HEFCs. The CVCP, AUT and the HEFCs have the
power to remove their respective appointed directors. A minimum of two and a maximum of
four directors are co-opted directors, appointed by the management committee itself with the
prior approval of the joint negotiating committee. The approval of that committee is not
however required for the reappointment of a co-opted director on the expiry of his or her
period of office. USS directors normally serve a three year term but are eligible for
reappointment in the above manner. The Articles of Association also provide tor the removal of

any director where (in various circumstances) he or she is prohibited from acting as a director.

Institutions

At 31 March 2000 there were 290 institutions which had become member institutions by
completing a deed of accession. They comprised all the *old’ UK universities (ie those established
prior to 1992), mcluding the constituent schools and colleges of the universities of London and

Wales, all the colleges of the universities of Oxtord and Cambridge and 150 other institutions.
Changes in institutions participating occurred as follows:

New participating institutions
Assessment and Qualifications Alliance*
Eduserv
Freshwater Biological Association
Higher Education Funding Council for England*
Hull University Union*
Institute tfor Public Policy Research*
Kingston University*
Learning from Experience Trust
London Mathematical Society
London School of Jewish Studies
NYU in London*
Oxford Cambridge & RSA Examinations (OCR)*
Royal Academy of Dancing*
Royal College of Music*
Standing Contference of Principals Ltd (SCOP)
Universities Council tor the Education of Teachers
University of Abertay Dundee*
University of Lincolnshire and Humberside*

*denotes institution admitted only for employees who had been members of USS whilst in a previous employ ment.
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Institutions which ceased to participate
Eastman Dental Institute
University College London - Royal Free Campus

Expansion of USS

Recommendation 51 of the Dearing Commuttee stated:

“We recommend to the Government, institutions and the representative bodies of higher
education, that, over the long term, the superannuation arrangements for academic staff should
be harmonised by directing all new entrants to the Universities Superannuation Scheme.”

On 10 December 1999 rule amendments were enacted to extend the eligibility for membership
of USS to allow both new institutions to join and current institutions to admit further categories
of staft to USS. Some institutions
have already decided to admit further
categories of statf that were previously
excluded and discussions are ongoing

with a number of other institutions.

In seeking to promote the existence
of USS the committee has set no
expectations or targets tor increased
membership numbers. The only
objective that has been set is to make
the benefits of participation in USS
UNIVERSITIES 1 known to all organisations that are
SUPERANNUATION

SCHEME LIMITER eligible to join USS, and to those

USS staff at the AUA Conference stand. that can expand the membership of
Diane Brown, Julie Upton, David Stevens, Bernie Steventon USS within their organisation,
and Jeanette Stevens.

S — encouraging them to do so where
appropriate. To this end, an exhibition stand was taken by USS Ltd at the annual conference of
the Association of University Administrators (AUA) in Nottingham at the end of March 2000,
and the officers have been attending regional meetings of the British Universities Finance Directors

Group (BUFDG) to convey the expansion message and answer questions and receive feedback.

Scheme membership

During the year 12,567 new members joined the scheme and at 31 March 2000 the total
membership, including pensioners and those entitled to deferred benetits, was 158,510
compared with 149,160 a year earlier. Further details of the changes in membership during the
year are contained in the section “Membership Statistics” on page 36 and over the five years

ended 31 March 2000 in the Summary on page 62.

The proportion of eligible new employees choosing not to join USS was 18%, down from 21%
last year. While there may be valid reasons for the decisions of some employees not to join USS,
the tigure continues to be of concern to the committee. Similarly, the extent of the variation
between individual institutions is very considerable although this may in part reflect the
composition of their staff. The committee has attempted to give widespread publicity to the
serious disadvantages that may be experienced if employees do not decide to join USS. Of
particular concern remains the position of the dependants of an employee who has chosen not
to join thereby foregoing the important death benetits available to dependants under USS. The
alternative of the State Earnings Related Pension Scheme (SERPS) continues to provide little
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death benefit and most personal pensions provide only a modest benefit. The committee
recognises that some employees may wish to change their original decision not to join USS,
possibly because their circumstances have changed. Where an eligible employee has chosen not
to join, perhaps because they have no dependants or are employed on a short-term contract, an

option to join at a later date 1s available.

Rule amendments
The current USS rules are represented by the Supplemental Declaration of Trust which was
executed on 7 February 1994 and, as at 31 March 2000, nineteen deeds of amendment. Five
deeds of amendment were executed during the year. The fitteenth deed was executed on 22
June 1999 and extended the definition of eligible child and claritied when previous service
qualified for ill-health retirement on transfer into USS. The sixteenth deed was also executed
on 22 June 1999 and introduced new conditions to maintain salary levels for those over age 55
if salaries were reduced. The seventeenth deed was executed on 10 December 1999 and
provided for subsidiary companies of institutions to be admitted to USS under certain
circumstances whether they were profit-making or not. The eighteenth deed was also executed
on 10 December 1999 and was one ot the most significant changes in the USS rules. It extended
the eligibility criteria for USS membership to all employees at higher education institutions in the
UK whether non-academic, academic or academic related. The nineteenth deed was executed on
25 February 2000 and enabled members with money purchase AVCs to defer settlement of those
benefits when they retired from the scheme. The twentieth deed of amendment was executed shortly
after the period covered by this report and introduced a number of benefit improvements. More
details of the above rule amendments are given in the report of the joint negotiating committee

on page 29.

Pension increases

Rule 15 of USS provides that pensions in payment, deferred pensions and deferred lump sums

payable from the main section shall be increased in a similar manner to the increases provided

for official pensions under the Pensions (Increase) Act 1971 (dthough increases on the
amount of pension which represents
the Guaranteed Minimum Pension
(GMP) are treated difterently - see
below). As reported last year, USS
pensions were increased by 3.2% on
21 April 1999.

On 21 April 2000 pensions which
satistied certain qualifying conditions
and began before 26 April 1999
were increased by 2.1% with smaller
increases applying for pensions
which began after that date.
Deferred pensions and deferred

lump sums were increased by the

Mike McGreal, Section Head Pensions Payroll.

same rates. The increase provided
under the Pensions (Increase) Act would have been 1.1% for a full year increase. As in 1997,
however, the management committee decided that USS pensions would be increased by an
amount greater than the figure provided under the Act.

UNIVERSITIES SUPERANNUATION SCHEME
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That part of the pension payable from the main section of USS which represents the post 1988
GMP was increased by 1.1% from April 2000. That part which represents the pre 1988 GMP is
generally not increased by USS as
increases are paid by the Department of
Social Security (DSS). More detail on the
way in which increases are applied to the
GMP is given in the USS booklet
Pension Increases - Information for USS
Pensioners which has been issued to all
USS pensioners.

Rule 15 also provides that pensions payable
from the supplementary section shall be
increased to the extent that the trustee
company, acting on actuarial advice,
decides. As a result, pensions arising from

the supplementary section were increased

Shelagh O'Grady, Head of Contribution Accounting and
lan Sherlock, Financial Systems Accountant.

at the same rates as those that applied to

the main section.

Contribution rates
The rates of contributions payable by members and institutions between 1 April 1999 and

31 March 2000 were as follows:

USS Main Section Member 6% of salary
Institution  14% of salary

USS Supplementary Section ~ Member 0.35% of salary
Institution  Nil

Actuarial matters
A triennial actuarial valuation of USS was carried out as at 31 March 1999. The principal results
are that, despite lower interest rates which have made pensions more expensive, the scheme
remains in surplus and the contribution rate payable to USS by institutions has been maintained
at 14% of pensionable salaries.

Consultation meetings involving the directors and officers of USS Ltd and vice-chancellors and
tinance directors of university and other institutions were held before the valuation was finalised.
The main features of the actuarial valuation were discussed at the meeting for representatives of
USS institutions which was held in London on 10 December 1999. The full text of the actuary’s
report to the management committee has been printed and copies were sent to all institutions
n April 2000. It is also available on the USS Ltd website.

No changes were made to the tunding objective or the purpose of the valuation. However, on
the recommendation of the actuary, it has been agreed to change the method of valuation to a
market value approach. The previous valuation method involved in particular a projection of
tuture dividend payments from equities. This is no longer appropriate following the withdrawal
of the dividend tax credit by the Chancellor in 1997, and the trend for companies to provide
shareholder value through share buy-backs rather than dividend payments. Hence the move was
made to a market value method, under which the assets are taken into account at market value

and the liabilities are valued using assumptions in line with financial conditions at the date of
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the valuation. The assumptions which have the most significant effect on the result of the
valuation are those relating to the rate of return on investments (i.e. the valuation rate of interest)
and the rates of increase in salary and pensions. In relation to the past service liabilities the
tinancial assumptions were derived from market yields prevailing at the valuation date. It was
assumed that the valuation rate of interest would be 4.5% per annum, salary increases would be
3.6% per annum and pensions would increase by 2.6% per annum. In relation to the future
service liabilities it was assumed that the valuation rate of interest would be 5.5% per annum,
including an additional investment return assumption of 1% per annum, salary increases would

be 3.5% per annum and pensions would increase by 2.5% per annum.

In considering the other assumptions, the actuary reduced the mortality assumptions for deaths
in retirement and increased the allowance for ill-health retirements to reflect the experience

since the last valuation.

The result of the actuarial calculations is that the scheme has moved from having a past service
surplus of assets above liabilities at 31 March 1996 of £855 million to a surplus of £1,443
million at 31 March 1999. This surplus represents 8% of the past service liabilities of the scheme.
There is a surplus of £76 million attributable to the supplementary section leaving a past service
surplus of £1,367 million in the main section.

The institution contribution rate required for the future service benetits alone is 16.3% of
salaries. Based on the method and assumptions used it was agreed that the institutions contribution
rate would remain at 14% of salaries. Applying this reduction in vontribution rate over the
average remaining working lifetime of the current active members will utilise £561 million of
the past service surplus leaving a residual past service surplus of £882 million to be carried
torward. Of this amount a further £201 million has been utilised in providing the benefit

improvements which are set out in the report of the joint negotiating committee on page 29.

Additionally the actuary has carried out an actuarial review as at 31 March 2000) which examines
the progress of the scheme since the last valuation. A statement by the actuary on the review 1s
shown on page 58. It draws the conclusion that the overall tinancial position of the scheme is
expected to have improved since the 1999 valuation and recommends that no change should be
made in the institutions’ contribution rate.

Accounting matters

The accounts for Universities Superannuation Scheme and Universities Superannuation Scheme
Limited (the trustee company) are set out later in this booklet.

The accounts of the trustee company show an increase in operating costs from £15.1 million
in 1998/99 to £20.8 million in 1999/2000, an increase of 37%. As reported below and in the
report of the investment committee, 1999 was a year of exceptional investment performance for
the fund. Two managers in particular excelled adding over £700 million to the fund through
outperformance of the tund’s benchmark. The increase in the operating costs is due to the
consequent performance-related fees and bonuses payable to these managers. Full details
regarding the operating costs and a review of the activities for the year are given in the Directors’

Report & Accounts on page 63.

Investment policy

The arrangements for management of the assets and custody. together with the approximate

proportion managed by each manager at 31 March 2000 are as tollows:

10
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(a) 25.8% is administered internally on the advice of HSBC James Capel Quantitative
Techniques on a basis to track the FT-SE-A All-Share Index of UK equities (with Chase
Manhattan Bank as custodian);

(b) 49.9% is managed in-house by the trustee company’s London Investment Office (with Chase
Manhattan Bank as custodian). Of this 43% are securities and 7% are property assets;

(c) 7.8% is managed by Baillie Gittord (with Deutsche Bank as custodian);
7.7% is managed by Capital International (with Deutsche Bank as custodian);
7.6% is managed by Schroder Investment Management (with Deutsche Bank as custodian);

(d) 1.2% of the fund is represented by insurance policies.

The managers in (b) and (c) above each manage their share of USS securities on the basis of a
balanced brief.

Deutsche Bank became custodian for the externally managed assets in June 1999 tollowing the

bank’s purchase of Bankers Trust Company.

The year to 31 December 1999 was another very good year for pension fund performance and
an excellent vear for the fund. The fund’s performance tor the year was comtfortably ahead of
its target, the 40th percentile of the WM5(), and over the last five years ranks in the top third of
funds 1n its peer group.

Further details of the investment targets, investment performance and amounts managed by each

manager are given in the report of the investment committee.

As was reported in previous years, it is a requirement of the Pensions Act 1995 that the trustees
of each pension fund draw up and maintain a statement ot investment principles. This statement
must lay down the investment objectives of the pension fund and explain why these objectives
are suitable for the particular circumstances of the fund. The management committee took the
view that, for USS, this statement should provide signiticantly greater information about the
management of the scheme’s investments than is required under the Act. The full text, which
was agreed following consultation with the participating employers, appears on pages 32 to 35.
The statement has been amended from last year to reflect the trustee company’s decision to
adopt a policy of more active engagement on socially responsible issues with those companies
in which the fund is invested and to extend the tund’s ability to participate in stock lending.

The paragraphs on socially responsible investment have been simplitied from the previous year.
A more detailed statement on this issue, which may be amended from time to time, is published
on the USS Ltd website.

COI’pOI"J.tC‘ governance

In September 1999 the Institute of Chartered Accountants in England and Wales published
guidance on the implementation of the internal control requirements of the Combined Code
on Corporate Governance. The guidance, Internal Control: Guidance for Directors on the Combined
Code, has the support and endorsement of the London Stock Exchange. The guidance is
primarily about the adoption of a risk based approach to establishing a system of internal control
and reviewing its etfectiveness. Although aimed primarily at companies listed on the stock
exchange it makes sound business sense for all organisations to manage risk etfectively and to
embed internal control in the business processes by which a company pursues its objectives.
Accordingly the management committee has decided that USS Ltd should comply with the
guidance in so far as this is appropriate for a trustee company of a pension scheme.

11
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The directors acknowledge their responsibility for ensuring that the company has in place

appropriate systems of internal control which are designed to give reasonable assurance that:

e financial information used within the scheme or for publication is reliable and that proper
accounting records are maintained;

e assets are safeguarded against unauthorised use or disposition;

o the trustee company and the scheme are being operated efficiently and effectively;

o relevant legislation is complied with.

Any system of internal control, however, can only provide reasonable and not absolute assurance

against material mis-statement or loss and cannot eliminate business risk.

The management committee of USS, which comprises the board of directors of the trustee
company, meets at least four times a year and receives reports on a quarterly basis from its main
sub-committees, the finance & general purposes committee, the investment committee, the
audit committee, the joint negotiating committee and the advisory committee. It also receives
reports as required from the remuneration committee. The functions of the investment
committee, the joint negotiating committee and the advisory committee are set out in the
reports which follow this report.

The finance & general purposes committee reviews the financial estimates and cash flow forecasts
produced annually by the officers and monitors progress each quarter against them. The
committee also reviews the customer service standards proposed by the officers and monitors
performance against these standards. It also receives an annual report on corporate performance

which reviews the productivity of the office during the year.

The audit committee reviews the scheme’s annual accounts and accounting policies. It also
considers reports from the internal audit manager, the compliance officer, the external auditors
and regulatory bodies such as IMRO. The chairman of the committee has regular meetings with
the compliance officer. Atleast once a year the committee meets with the external auditors without

the officers being present.

The remuneration committee makes recommendations to the management committee on terms

and conditions of employment for all officers and statt of USS Ltd.

Internal audit within the trustee company consists of an internal audit manager and an assistant.
It reviews the operation of the internal control systems affecting the trustee company and the
scheme and where relevant at external suppliers. Each year the internal audit manager, in
conjunction with senior management, carries out a formal evaluation of the risks facing the
organisation and the audit programme is tailored in the light of this evaluation. The chief
executive’s management group considers reports each month from the internal audit manager
and reviews the risk management and control process to consider whether any changes to
internal controls, or responses to changes in the levels of risk, are required. Any weaknesses
identified in these reviews are discussed with management and an action plan is agreed to address
them. Through regular reports by the internal audit manager, the audit committee monitors the

operation of the internal controls in force and any perceived gaps in the control environment.

Following the publication of the Turnbull Working Party’s guidance for directors on internal
control, the directors confirm that they have established procedures to implement the guidance
such that they can fully comply with it for the year ending 31 March 2001.

UNIVERSITIES SUPERANNUATION SCHEME
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The management committee, through its audit committee, has reviewed the effectiveness of the

process for identifying, evaluating and managing the key risks aftecting the scheme.

Administration

The service provided to members and institutions continues to be monitored each quarter.
Reports showing achievements compared with targets are reviewed at each meeting of the
finance & general purposes committee and are discussed at meetings of the institutions’ finance

officers’ group, a liaison committee which met twice during the year.

During the year a considerable amount of work has gone into replacing the entire pensions
administration software with a more modern system, the Universal Pensions Management
system from Comino Plc (formerly known as Image Systems Europe). This system will provide
faster and more accurate processing of pensions administration tasks and will integrate with both
the accounting and pensions payroll systems. Implementation of the system was completed in
August 2000 and the whole exercise spanning over two years was the largest ever undertaken by
the company. It required a massive commitment of resources over that period and at one time
or another has involved almost half of the
workforce directly in the development,
testing, checking or recording. While this
was going on, normal service had to be
maintained and this was possible only
because of the extra efforts made by all of
the staff, whether involved directly on the

project or not.

Three administration seminars were held
during the year at the Liverpool oftice
and two pension workshops at Surrey
and Lancaster universities as part of the

ongoing programme of activities to foster

Karen Cullen and Ann Varty - pensions payroll section.

good communication between the trustee
company and the members of staff at institutions who are involved with the administration of
the scheme. The two institutions’ advisory panels met three times during the year. They
comprise administrators who regularly deal with USS issues and discussed a wide range of topics
providing the trustee company with helpful advice and comments about publications, new
forms and the customer satistaction survey carried out in October 1999. The annual meeting
with institutions’ representatives took place in London in December 1999 and a full report of
the proceedings was made available on our website.

The trustee company reviews its activities regularly in conjunction with its advisers in order to
ensure that the scheme remains fully compliant with all relevant legislation and other requirements.
During the year it was necessary for the trustee company, the actuary and the auditor to inform the
Occupational Pensions Regulatory Authority (OPRA) of late payment of contributions to the
scheme by institutions on nine occasions. Each late payment occurred as a result of an administrative
problem or oversight and in each case contributions were remitted in full shortly after the due
date. OPRA has confirmed that it will be taking no action in respect of any of the cases reported.

The Pensions Act 1995 required the trustees or managers of an occupational pension scheme to
have introduced by 6 April 1997 formal arrangements for the resolution of disputes with
members about matters relating to the scheme. These arrangements must provide for a specitied
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officer of the scheme, on the application of a complainant, to give a decision on such a dispute
and for the trustees or managers, on the application of the complainant tollowing that decision,
to review the matter in question and either confirm the decision or give a new decision in its
place. As reported previously the management committee has decided that the first decision in
this process should be taken by the chiet pensions manager and that the advisory committee,
augmented for this purpose alone by two members of the management committee (one
nominated by the CVCP and the other by the AUT) should take the second decision. This
internal dispute resolution procedure was used eight times during the year in respect of
complaints brought against the trustee company. Four of these were subsequently considered by
the advisory commiittee, in its enlarged second-stage dispute resolution capacity and the stage
one decision taken by the chief
pensions manager was upheld in
three of these cases. In the case of the
other complaint the enlarged advisory
committee did not uphold the stage
one decision and instead made a

recommendation for compensation.

Since the prohibition in April 1988

(under the Social Security Act
1986) of compulsory membership
of occupational pension schemes as
a condition of employment, about

one-sixth of employees eligible to

Chief Pensions Manager, Stewart Neil and Mrs Pheris Humphrey,
SOAS at the USS Institutions’ meeting on 10 December 1999, join USS have elected not to do so,

which means that they will either
have a personal pension or be participating in SERPS. This suggests, as mentioned earlier in the
section relating to scheme membership, that a signiticant number of university employees continue

to take decisions about their pension arrangements which may not be in their best interests.

Disclosure requirements

The general rights which members and beneficiaries have always had to request information
under trust law have been greatly supplemented by statutory disclosure requirements which now
apply under the Occupational Pensions Schemes (Disclosure of Information) Regulations 19906.
Where the requirement is for a document to be available for reference by an interested person,
it is met by the provision to each institution from our Liverpool office of a Disclosure Kit
containing the required documents. Other information, tor example A guide for members, must
be provided to every new member and supplies are available from our Liverpool office to enable
institutions to issue them as part of their appointment procedures. Individual statements are
required on the occurrence of certain events such as leaving service, retirement or death and

these are provided by our Liverpool oftice as part of the processing of such benetits.

The above disclosure regulations require that a number of statements are made in a document
which accompanies the audited accounts and actuarial statement and, insofar as they do not

appear elsewhere in the Report and Accounts, they are given below.

A copy of the statement on pension trust principles issued by the Occupational Pensions Board
(the tunctions of which were assumed by OPRA in April 1997) has been issued to each member
of the management committee. A copy is held at the trustee company’s registered otfice and is

available for inspection by those persons.
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Enquiries about the scheme generally or about an individual’s entitlement should be sent to the

trustee company’s registered otfice.

Transter values paid during the year were determined in accordance with the Pension Schemes
Act 1993 and appropriate regulations. No transter values paid represented less than their full

cash equivalent.

USS has had no employer-related investments during the year other than the contributions
received late trom institutions which are disclosed in note 18 of the USS accounts. The scheme’s
assets are invested in accordance with the Qccupational Pension Schemes (Investment)

Regulations 1996.

The financial statements have been prepared and audited in accordance with regulations made
under section 41(1) and 41(6) ot the Pensions Act 1995.

Year 2010

All year 2000 projects were completed on time and statf attended both Liverpool and London
offices during the New Year holiday period to ensure that all systems were working satistactorily.
No problems were experienced and all systems were available to staff on 4 January 2000. The
trouble-free roll-over into the year 2000 was as a result of two years work by the year 2000
project team during which time all systems were tested and non-compliant hardware and
software replaced.

Much work on year 2000 issues was also carried out by the managers of our property porttolio
and no millennium problems were experienced at any USS properties.
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INVESTMENT COMMITTEE

The investment committee advises the trustee company on all matters relating to the investment

of the fund’s assets.

HIGHLIGHTS OF 1999/2000

* Investment returns continued to be strongly positive in the year to 31 December 1999. The
return for the total fund was 25.9%, far in excess of average earnings growth and price inflation
of 6.1% and 1.8% respectively and the 21.6% average return achieved by the WM50 cum
property universe.

The continuation of an exceptionally positive investment climate is reflected in the longer
term results. The 10 year return for the fund was 12.8% per annum, ahead of the WMS50
average pension fund return of 12.4% per annum and, again, well ahcad of growth in average

earnings of 5.2% per annum and retail prices of 3.5% per annum over the same period.

Including net cash inflow and capital appreciation, the assets of the fund reached £21.8 billion
on 31 March 2000 compared with £18.7 billion a year earlier.

At the Institutions’ meeting in December 1999, the management committee pledged to
commit more resources to an active engagement policy for socially responsible investment.
One adviser has now been appointed and he started to work with us in August 2000,

A second appointment is expected to be made shortly.

Direct contact was made with about 1,500 companies in the year to 31 March 2000 to assess

their financial and environmental performance.

The statement of investment principles, which determines the way in which the investments

are managed, was updated and is set out on pages 32 to 35.

INVESTMENT MANAGEMENT

The fund’s investments are divided between those under the direct control of USS Ltd and those
managed externally. The internal investment team at the London Investment Office manages
the majority of the assets. A separate fund designed to match the performance of the Financial
Times Stock Exchange Actuaries
All Share Index (FTSE All-Share
Index) is run in-house on advice
provided by HSBC James Capel
Quantitative Techniques.

The external managers throughout
the year to 31 March 2000 were
Schroder Investment Management,
Baillie Gifford & Co and Capital
International. All these managers
have a balanced fund remit. During
the year these managers were
remunerated on the following bases

— Schroder Investment Management

49

Clive Edwards, Deputy Chief Investment Officer and Sacha Sadan, and Baillie Glfford. through ﬁxed
Deputy UK Equities Manager in the London Investment Office. annual fees and Capital International

through a performance-related fee.
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LaSalle Investment Management administer the properties within the portfolio and advise on
their selection. For these services they charge both management and transaction-related fees.

An analysis of the total investments of the fund at 31 March 2000, along with the comparative
figures for the preceding year, is set out in the table on page 18. The investments are stated at
market value and details of the changes in value are summarised in Note 8 to the USS accounts

on page 53.

CORPORATE GOVERNANCE

The committee attaches great importance to the maintenance of good standards of corporate
governance and environmental responsibility by companies in which investments are held. The
London Investment Office makes arrangements for USS’s voting rights to be exercised on every
occasion as regards UK companies and is active in monitoring the performance of companies’
standards. Members of the London Investment Office made about 1,500) direct company contacts
during 1999 to enable them to understand more fully those companies from a number of angles,
including financial and environmental. It is through these meetings that we aim to influence
company managements on issues of corporate governance. It is time consuming but, in the long
run, we believe it will be beneficial for the tund and therefore for the pensioners and members
of USS as companies place greater emphasis on corporate governance and thereby enhance their
standing amongst consumers and investors.

17
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TOTAL INVESTMENTS OF THE FUND WMS0 PENSION FUND SURVEY FOR 1999
The tund participates in the above survey of pension fund performance. In 1999 the survey
Fixed Index- Cash and 31 March 2000 31 March | covered the largest 50 tunds with a combined value of £297 billion representing nearly 60% of
Interest Linked Equities Properties  Equivalent Total Total Total . .
Type of Investment £Lm Lm £Lm £Lm £Lm £Lm % £m assets in the WM All Funds Universe.
Investments under the Average pension fund results for 1999

direct control of USS Ltd

Quoted securities

Investment returns reported in the 1999 survey showed that the average WMS5() pension tund
performed well with most asset classes showing strong returns.

UK - 20.5 4,568.2 — — 4,588.7 21.0 4,340.5
p Ove:;eas 669.8 - 3,829.6 - - 4,499.4 20.6  2,889.3 Total investment returns for 1999 in sterling (WMS50 Pension Fund Survey)
roper
UK - — - 1,516.2 — 1,516.2 6.9 1,174.5
Cash/stockbroker balances H0%
UK - - - - 70.9 70.9 0.3 246.4 i
Overseas - : - - 226.0 226.0 1.0 113.6 45048
Sub-total 669.8 20,5 8,397.8 1,516.2 296.9 10,901.2 49.9 8,764.3 30.0%
Investments managed internally =
on the basis of external advice .
Index fund
UK - - 5.649.6 - (25.9) 5,623.7 25.7 5,194.8 15.0%
Overseas - - - - - — - -
Sub-total . — 5,649.6 - (25.9) 5,623.7 25.7 .
5.0%

Investments managed externally
i Baillie Gifford

(.0%

UK 132.7 75.9 832.0 = 83.8 1,124.4 5.1 25,0148 -
Overscas 81.7 486.7 15.0 583.4 2.7 UK Overseas UK Overseas Index Cash Property Total
Capital International Equities  Equitics Bonds Bonds Linked and other Assets
; UK 153.6 49.9 938.0) : 9.7 1,151.2 5.3
E Overseas 77.4 - 467.9 - - 545.3 2.5
Schroder
USS RESULTS
g UK 149.3 86.0 868.0 = 33.3 1,136.6 5.2 , . . . _ . )
[ O 87.9 _ 139 4 _ 0.4 527.7 2.4 The previous section showed the results of the average pension fund in the WMS50. This section
' Transition porttolios analyses the performance ot USS itself.
'\ UK - — - - - - -
' Overseas o = = = = - - The tund adopted the following performance target from 1 January 1999:
Life assurance policies
! UK 62.6 2.0 121.9 )80 6.3 213.0 1.0 To exceed the 40th percentile of the WAI50 aum property universe over a rolling five-year period.
i Overseas = 37.0 5 37.0 0.2
| Sub-total 7452 2138 4.190.9 202 1485 5,318.6 24.4 This target, coupled with the target given to the individual balanced managers (to exceed the

40th percentile of the WM50 ex property universe over a rolling five-year period) and the tilt

Total investments given by the index portion of the tund, should give a consistent tilt towards UK equities and

therefore the total equity content of the fund.

UK 498.2 2343 12,977.7 1,536.4 178.1 15,424.7 70.6 14,433.3

Overseas 916.8 - 5,260.6 - 2414 6,418.8 29.4 42531 This may result in the performances of the fund differing significantly year by year from the
Total 1,415.0 2343 18,238.3 1,536.4 419.5 21,843.5 100.0 18,686.4 average fund performance in the WM Survey.
Percentage at 31 March 2000 L g Gl A .

UK 23 1.1 59.4 2.0 0.8 20.6 Over the ten years to 31 December 1999, the total tfund returned 12.8% per annum against the

Overseas 4.2 _ 24.1 _ 1.1 29.4 average for all funds in the WM All Funds Universe survey of 12.5%. These figures compare
i with the average earnings increases ot 5.2% per annum and retail price index growth of
Tota] pércentags 0> L 535 e L 100 3.5% per annum. Over this period therefore the tund’s real return comfortably exceeded the
R scentage at assumptions used in the actuarial valuation of the scheme.
31 March 1999 8.0 1.2 81.5 6.4 29

Against the WM50 USS outperformed the average fund return of 12.4%.
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Pertormance over the five years to 31 December 1999 coherent monetary policy to embrace the different economic demands placed upon it by the
Taking the five years 1995 to 1999 together, the tollowing annualised returns were achieved: eleven countries within the euro zone. Although we do not expect any significant recovery in the

euro from this level, we believe the worst of its decline has now been seen. Additionally, we would
Annualised Return

y expect sterling to depreciate modestly against both the yen and the dollar from its current level.
(]

London Investment Office 19.1 Short term interest rates have been increasing steadily, and although we believe that they may
Baillie Gifford 17.9 well have peaked in the United Kingdom, we believe that rates in the United States still have
Schroder Investment Management 15.7 turther to rise. The European economies are at an earlier stage of recovery than either the UK

A ) o or the US economies and here interest rates could still be some way off their peak. In Japan,
(Capital International only became a manager of USS funds in 1998) . . . . . . .
extremely mixed signals are making interest rate policy difficult to predict but we would not be

Over the five-year period the total fund including property returned 16.6% against the WM50 surprised if the authorities started to raise short term interest rates. On balance current interest
average fund performance ot 15.8% ranking it in the top third of funds in the survey. rate policy is not particularly favourable for international equity markets.
Performance in 1999 The long term positive tactors of increase in pension provision and a move towards tunded
The total returns achieved for USS by the external balanced managers and the London pensions present a favourable environment for equities over the longer term, even if we see a
8 Investment Office, are shown below: medium term setback because of a cyclical increase in consumer prices. We believe that the

~

. majority of this benefit will be seen in the European markets which have the additional impetus
Annualised WM50 Survey ex Property

Return Percentile of corporate and economic reorganisation. The fund has already increased its weighting towards
% UK equities by the action we took last year in separating out the UK index fund from the
London Investment Office 30.8 4 balanced managers portfolios. We are convinced this is the correct long term investment stance
Capital International 28.5 12 tor the fund because equities are likely to outperform other asset classes over the longer term.
Baillie Gitford 21.1 58 . ) - - o
Additionally, we have over-weighted the property component of the fund against its benchmark
Schroder Investment Management 18.2 78 ) - . . . f : .
in the belief that the high running yield and demand for high quality space make this an
Excluding property. the average fund in the WM50 Universe returned 22.1%. attractive asset class. It also provides some insurance against a poorer year for equities which

- . . . . rf dab xpectations during 1999,
The total fund including property returned 25.9% against the WM50 average tund performance perormed above our expectations cuning

of 21.6%, ranking it in the 16th percentile. The performance of the major markets for the year to 31 March 2000 is shown below:

INVESTMENT REPORT

. . ) . ) - Equity and fixed interest market total returns for the year to 31 March 2000
The world economy continued to grow at a satistactory rate in 1999. The main driver of growth E Y

continued to be the United States which grew in excess ot 5% tor the year. European economies Equities Fixed Interest
however are now showing a sustained recovery, albeit from a lower base. Japan which showed Local Currency  Sterling P T
negative growth in 1998 has rebounded which is not surprising given the amount of monetary % % % %
and fiscal stimulus pumped into that economy. The smaller emerging economies are also UK 55 5.5 1.3 1.3
showing extremely good growth trends and we expect this position to continue, especially given Germany 47.3 SRt 0.8) (10.7)
the more synchronised nature of economic growth now occurring. France 47 .4 322 (1.4 (11.3)
. . - . . . . USA 18.4 19.8 2.6 3.8
The relatively rapid pace of economic growth and its synchronised nature has had some impact ] 501D 0.9 {2 D
. . . . . . . . apan 29.2 . 2 20.2
on commodity prices which are rising at some 8% in sterling terms year on year with a worrying PP 6 j 237 23 6
. . . . . . o . acific ex-Japan 23. 23. - -
80% increase in the price of oil. This commodity price increase has been reflected in producer .p
. . . . . UK Index-linked = = 25 25
prices which have tended to accelerate and, to some extent, in consumer prices which are
. - UK Property 15.3 15.3 =
moving ahead although at a much lower rate of increase.
We are monitoring this trend in prices extremely closely as it forms a crucial plank in our Source:
investment thinking. If consumer price increases were to become entrenched and accelerate FT Actuaries World Indices
from this level, it is likely that securities and bond markets would have a substantial setback from Lombard Odier Company Bond Indices
their current levels. Investment Property Databank

In the currency markets the dollar has continued to perform well against European currencies,
{ especially the euro. The Japanese yen has been strongest of all appreciating against all major

currencies. The weakness in the euro was not unexpected given the difficulties in running a

20 21




UNIVERSITIES SUPERANNUATION SCHEME UNIVERSITIES SUPERANNUATION SCHEME

COMMITTEE REPORTS COMMITTEE REPORTS
Equity and fixed interest market total returns for the year to 31 March 2000 of 10% pa for the past four years and provided the economy and inflation remain under control,
.. a healthy level of performance is forecast to continue for the next few years.

Equities

- The market is nevertheless undergoing considerable change. The retail market stands out in this

respect as mainstream retailers in the UK continue to lose market share at the expense of discount

Al stores and newer brands. At the property level, prime and out of town centres are still in demand

8 55 i e but more secondary premises are expected to suffer in the immediate future. Offices are at last

| showing good rental growth, but outside the south east the provincial market remains weak

ANl 1 while the industrial sector has performed strongly on the back of relatively high yields rather

5 g ; than consistent rental growth. A turther 0.5% increase in stamp duty in the 2000 Budget

‘ (bringing the total duty to 4%) has not helped what is an inherently illiquid market and, not

S03EG surprisingly perhaps against this background. property has remained out of favour with pension

_ tunds. Even property investment companies are tinding it hard to continue as passive investors

and are having to become more focussed and to concentrate on particular individual strengths.

20.00% ‘ Opverall the market remains robust and attractive but stock selection remains all-important.

15.0%

| The USS property portfolio underperformed its benchmark in 1999 by 1.1% mainly due to the

10.0%

5.0%
’—_. ;
0.0% -

adverse impact of unfinished developments but it has still outperformed its benchmark over the past five
and ten year periods. The porttolio was independently valued by Colliers Erdman Lewis at 31 March

‘ 2000 at £1,516.2 million and a breakdown by type and geographical location is shown below:

USS property porttolio - type of investment

UK Germany France USA Japan Pacific UK
ex-Japan Property Freehold Leasehold Total
[ Local currency Lm £Lm £Lm %
B Sterling
Retail 724.0 46.9 770.9 50.8
Fixed Int . Retail Warehouse 63.5 — 63.5 4.2
ixed Interes
Office 111.2 30.5 141.7 9.3
2500 Business space 182.1 7.0 189.1 12.5
S0 I ndustrial 125.6 26.8 152.4 10.1
Agricultural {52 = 1.2 0.1
T Developments 190.4 7.0 197.4 13.0
100 TOTAL 1,398.0 118.2 1.516.2 100.0
5.0
e — | \__. = [__-_ Developments 13.0%,
o () | —— 'L___
<500 Agricultural ©.1%
-10.9% Industrial 10.1% .'
-13.04%
UK Germany France USA Japan UK index-
linked
S Retail 50.8%
I Sterling
PROPERTY Business Space 12.3%
The investment performance target for property investments is to exceed the weighted average
return of a customised investment property databank (IPD) universe of the largest 10() comparable
property tunds by (.5% pa over rolling five-year periods. The benchmark return tor 1999 was
14.9% while the IPD All Fund Universe produced a return of 15.2%. These tigures benetited SREEE
trom better than anticipated economic and rental growth. Property has now returned in excess Retail Warchouse +.2%

€8]
38
9
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USS property portfolio - geographical location

£m %
Inner London 99.2 6.5
South East 477.0 31.5
South West 29.1 1.9
East Anglia 34.0 2.2
Midlands 319.9 211
Wales 25.0 1.6
North West 104.2 6.9
Yorkshire 99.7 6.6
Scotland 255.6 16.9
Northern Ireland 72.5 4.8
TOTAL 1,516.2 100.0
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Northern Ireland 4.8" Inner London 6.5%

Scotland 16.9%

South East 31.5%

Yorkshire 6.6%

North West 6.9%

Wales 1.6%

South West 1.9
East Anglia 2.2%

Midlands 21.1"

Net income for the year to 31 March 2000 rose from £60.5 million to £62.7 million, mainly

as a result of rent review settlements.

NEW INVESTMENT

The tund continued its strategy of increasing its exposure to large assets which we believe offer
prospects of better returns through long term active asset management, while making selective

disposals of underperforming assets particularly in the office sector.

The largest purchase was of the Gyle Shopping Centre (£186.7 million), a modern out of town
shopping centre west of Edinburgh city centre. This 300,000 sq ft covered centre has large Safeway
and Marks & Spencer stores and a planning application to extend the centre has been submitted.

The tund also acquired 150 acres of land at Brooklands, Surrey for £+4.9 million. The site, part
of which includes the former Brooklands racing circuit, is zoned as Green Belt but has long term

development potential. Whilst quality industrial stock remained generally in short supply and
fully priced, the fund was successful in acquiring a newly completed 53,000 sq ft estate in
Warrington for £3.46 million, reflecting an initial yield of 7.6%.

Other acquisitions involved properties adjacent to the fund’s existing ownership and included
two retail units in Cheltenham (/0.5 million) close to Beechwood Shopping Centre, a small
office building (£0.9 million) adjoining Holland House in the City of London, a retail unit
(£2.8 million) in Foregate Street, Chester and a vacant office building (£0.2 million) fronting
Aylesbury Vale Industrial Estate.

The tund added to its significant freehold investment at Stockley Park near Heathrow with the
buying in of a long leasehold interest for £12.6 million. A comprehensive refurbishment is to be

undertaken with a pre-letting to a major US telecommunications company at a market leading rent.

The fund also contracted to fund the first phase of Cambourne Business Park to the west of
Cambridge. One of the three buildings has been pre-let to Regus, the serviced office operator,
and the scheme is an integral part of a comprehensive new settlement of 3,300 homes together
with shops, a hotel, golf course and leisure centre.

Substantial progress was made on the fund’s committed development programme during the
year. The Midsummer Place shopping centre development at Milton Keynes is anchored by
Debenhams and, despite the difficult retail market, has experienced strong tenant demand with
international fashion names such as Gap, Zara and Mango as well as national retailers such as
New Look, Arcadia and Virgin taking space. The scheme, which will have a value of around

A 180 million, will be substantially let when it opens to the public in September 2000,

After a slow start, the fund’s tirst factory outlet development at Whiteley Village in Hampshire, is at

last enjoying strong tenant interest and better performance is anticipated in 2000 from this scheme.

A detailed planning application has been submitted for the Grand Arcade Shopping Scheme in
central Cambridge, which will provide a new store for the John Lewis Partnership. The local authority
has resolved to grant consent and we await a decision by the Department of the Environment,
Transport and the Regions (DETR) as to whether a public inquiry is needed. The tund has already
acquired two parts of the development site by private negotiation for a total cost of £4.15 million.

The tund also extended its signiticant land holding west of Briggate, Leeds, where it purchased
two further properties for £10).2 million. Agreements have been signed for Lend Lease to act as
the funds development managers for the entire site and to progress a comprehensive
redevelopment of 300,000 sq ft of prime retail and office accommodation at the very heart of
this city. In consultation with the city planners, a planning application was submitted in June

2000 and construction should commence in Spring 2001.

The 300,000 sq tt industrial/warehousing scheme at Stratus Park, Milton Keynes which was
funded speculatively by the fund, was let in its entirety upon completion to Electrolux.

DISPOSALS

Disposals totalling £52.3 million were completed during the year including a small open shopping
scheme in Caterham (£ 11.5 million), two linked office buildings in “*mid-town” 100 Fetter Lane
and 12 Norwich Street, London EC+4 (£31.5 million) following a successful refurbishment
programme and an oftice building in Chelmstord let to Royal Insurance Plc (£8.7 million).
Further selective disposals are planned with the aim of reducing the fund’s exposure to the retail
sector following the purchase ot The Gyle, Edinburgh.
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NET NEW INVESTMENT DISTRIBUTION OF ASSETS
An analysis of the net new investment undertaken during the year to 31 March 2000, along with The portfolio distribution as at 31 March 2000, along with the comparative tigures for the preceding
the comparative figures for the preceding vear, is set out in the table below: year, is set out below:
2000 1999
2000 1999 £m £m % £m £Lm %

UK fixed interest

Am g Am g British Government
Securities 483.7 80.8 661.9 117.4 Conventional 332.7 599.8
Property 280.7 46.9 190.9 33.9 Index-linked 2323 216.2
Life assurance policies (52.4) (8.7) (52.6) (9.3) Other debentures & loan stocks  102.8 91.1
Cash deposit 46.5 . 183.5 32.6
a7 ceposii ) 0.7) AN 667.8 3.1 907.1 4.9
Stockbroker balances (67.5) (11.3) (53.1) (9.4)
o Overseas fixed interest
598.0 100.0 563.6 100.0
North America 487.3 364.0
Europe 96.2 135.1
Japan 2275 147.8
- Pacitic 105.8 95.7
An analysis of the net new investment in securities for the year to 31 March 2000, along with Aetie )
comparative tigures for the preceding year, is set out in the table below: 916.8 +.2 742.6 4.0
a Total fixed interest 1.584.6 7.3 1,649.7 9.0
¥ 2000 1999
UK equities
Am % Am % R esources 1,407.4 1,140.3
UK Equities 324.7 67.1 881.7 133.2 General industrials 796.4 1,053.9
Overseas Equities 178.5 36.9 (171.4) (25.9) Consumer goods 1,836.0 1,985.3
Index-linked 21.2 4.4 (22.0) (3.3) Services 4,906.8 3,828.7
UK Fixed Interest (249.9) (51.7) (8.2) (1.2) Utilities -158.8 490.8
Overseas Fixed Interest 209.2 43.3 (18.2) (2.8) Information technology 764.8
) ) Financials 2,548.3 2,887.7
483.7 100.0 661.9 100.0
Collective investment schemes 112.7 231.2
Investment trusts 24.6 85.5
12,855.8 59.5 11,703.4 63.5
INVESTMENT IN LIFE ASSURANCE POLICIES
The portfolio distribution as at 31 March 2000, along with the comparative figures for the Overseas equities
preceding year. is set out below: America 1.160.6 850.2
5000 T590 Japan 973.6 466.4
B Europe 2,110.0 1,596.2
Voo % B % Pacific 840.0 393.7
Oth 139.4 2
UK Equities 1219 488 1306 495 ° ' 7y
Overseas Equities 37.0 14.8 30.1 11.4 5,223.6 24.2 3,376.7 18.3
Index-linked 2.0 0.8 2.4 0.9
tal iti 18,079.4 83.7 15,080.1 81.9
UK Fised Interest 626 250 659 250 Total equities ik
Property 20.2 8.1 16.1 6.1 Total securities 19,664.0 91.1 16,729.8 90.8
Cash 6.3 25 18.7 7.1 Property 1,516.2 7.0 1,174.5 6.4
. Cash deposits 454.4 2.1 492.0 2.7
250.0 100.0 263.8 100.0
Stockbroker balances (41.1) 0.2) 26.4 0.1
Total investments 21,593.5 100.0 18,422.7 100.0

(excluding life assurance policies)
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LARGEST EQUITY HOLDINGS JOINT NEGOTIATING COMMITTEE

A list of the tund’s largest twenty equity holdings as at 31 March 2000, together with the

percentage of the total fund (excluding life wsifinge poligls), is shown below? The functions of the joint negotiating committee are to approve amendments to the rules

proposed by the trustee company, to initiate or consider alterations to the rules and to consider

Value any alterations proposed by the advisory committee arising out of the operation of the rules.
Am % The joint negotiating committee also has powers under the Articles of Association of the trustee
1 Vodafone Airtouch 1.630.0 75 company and under the scheme rules in connection with the appointment of co-opted directors
I and with the remuneration of directors.
2 BP Amoco 717.1 3.3
There were no changes to the members of the committee during the year and it met on four
2 AL Sl ey occasions in that period. Rule changes were considered by the committee during the year which
4 Glaxo Wellcome 459.0 2.1 resulted in five amending deeds being executed, trom the fifteenth to the nineteenth deeds of
- - amendment. The most significant changes which these deeds introduced were:
5 Shell Transport 413.4 1.9
' e The fitteenth deed of amendment clarified the extent to which employment by a predecessor
6 ERIEC Sl = employer under a different pension scheme counts after a transfer of functions or undertaking
7 AstraZeneca 343.() 1.6 as qualifying service for ill-health retirement purposes. It also extended the definition of
“eligible child” to any dependant accepted by the member as a child of his or her family,
; E S e 3050 5 though not legally his or her child or stepchild.
i 0 EOEIINS 2666, ke e The sixteenth deed of amendment introduced new conditions for members aged 55 or over
10 Cable & Wireless 241.2 1.1 who face a reduction in salary, to maintain their existing salary level for USS purposes.
11 Nokia 216.6 1.0 e The seventeenth deed of amendment provided for the inclusion of subsidiary companies
controlled or owned by one or more universities or higher education institutions, as long as
L OIS SISO s 1Y their operations are conducted for the benefit of those universities or institutions. It is no
13 Prudential 174.7 0.8 longer a requirement that the subsidiary companies should be non-profit making.
' 14 Barclays 174.2 0.8 e Extended eligibility conditions were contained within the eighteenth deed of amendment.
b - - This is one of the most significant events in the history of USS. It extends the eligibility
F 15 NS DL L criteria to all universities or higher education institutions within the United Kingdom and
, 16 Ericsson 146.9 0.7 permits universities and institutions to designate non-academic as well as academic and
' o academic related employments as pensionable in USS.
17 Colt Telecom 142.3 0.7
e The purchase of benefits on retiring from USS with the proceeds from a members money
: 15 Marconi G A purchase AVC fund can be deferred as a result of the execution of the nineteenth deed of
i 19 British Sky Broadcasting 133.3 0.6 amendment.
:. 20 BG Group 1251 0.6 The committee also discussed and consented to the following enhancements in benetits for

which funding council approval was obtained after the year’s end:

- an extra 1% increase on the pension baseline for 1999/2000 awarded to pensioners and

i i deterred pensioners at the end of that year;
A list of all the tund’s holdings is available on our website http://www.usshqg.co.uk

- discontinuance of the reduction in pension to which surviving spouses or adult dependants of
Signed on behalf of the investment committee members have previously been subject, if substantially younger than the member;

- increase of lump sum death in service benetit from 2Y: to 3 times salary:

Mark Fitzalan Howard
Chairman
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The pensionability of those in “irregular” employment which has featured in previous reports ADVISORY COMMITTEE
from the committee remai er ideration. Possible soluti re currently the subject of : . . . . . -
om ¢t .co _tt ) ans und. co-ns d a-t on- FOss ) sofut o.ns. are currently the subject o The functions of the advisory committee are to advise the trustee company on the exercise of
consultations with interested parties within higher education and it is hoped that agreement can . . . . . I
) i . i R ; its powers and discretions (other than those relating to investment matters), on difficulties in the

be reached prior to the implementation of stakeholder pensions in April 2001. . . o - . . .
implementation or application of the rules and on any complaints received from members or

. o o . participating institutions, and any other matters on which the trustee company requires advice.
Signed on behalf of the joint negotiating committee

Three meetings were held during the year. With effect from the meeting on 22 September 1999
Mr C E Banister was appointed to take Dr P Hudson’s place on the committee.

The majority of questions raised on the application or interpretation of the rules of USS were

dealt with by the senior officers. The remainder, in which the circumstances did not tall clearly
Kenneth Berrill

within the trustee company’s guidelines and which required detailed consideration by the
Chairman

advisory committee during the year comprised:

e two cases relating to the reduction in a spouse’s pension as a result of the age ditference
between the spouse and the deceased member;

e one case relating to full commutation of pension on the grounds of serious ill-health;

e one case relating to the payment ot a dependant’s pension; and

e five cases relating to the payment of pensions on the grounds of ill-health retirement.

It was not necessary for the committee to meet during the year to consider the decisions given

by the chief pensions manager at stage one of the internal dispute resolution procedure.

Signed on behalf of the advisory committee

A D Linfoot

Chairman
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STATEMENT OF INVESTMENT PRINCIPLES

Introduction
The Pensions Act 1995 requires trustees to prepare and keep up-to-date a written statement
recording the investment policy of the scheme. The purpose of this document is not only to
satisfy the requirements of the Act butalso to outline the broad investment principles governing
the investment policy of the scheme.

The statement has been agreed by the management commuttee of Universities Superannuation
Scheme (USS) on written advice from the investment committee, a sub-committee of the
management committee, and the scheme actuary following consultation with the participating

employers or their appointed representatives.

The management committee reviews the statement at least every three years in the light of each
triennial actuarial valuation. The investment committee monitors compliance with this statement
at least annually and obtains confirmation from the investment managers that they have exercised
their powers of investment with a view to giving effect to the principles contained herein as far
as reasonably practicable.

The investment committee of the management committee is established under the articles of
association of the trustee company, Universities Superannuation Scheme Limited (USS Ltd), and
under the rules of the scheme to advise the trustee company on all questions relating to the
investment of the assets of the fund. It consists of between three and eight people of whom at
least one must be a member of the management committee and not more than five shall be

: persons other than directors whom the management committee may decide to appoint because
they have special skills or are able to give competent advice to the trustee company on the policy
to be adopted from time to time for investment of the fund.

The management committee, as the governing body of the trustee company, retains the overall
power of investment in relation to the fund but may from time to time delegate to the investment
committee on such terms as it may impose the power of the trustee company to decide the
investment policy of the fund. The investment committee is required to notify to the
management committee its decisions concerning the investment policy of the fund. Any changes
in the investment policy will be notified to the management committee on a quarterly basis.

Investment objective
The trustee’s duty is to act in the best financial interests of all classes of scheme member and
accordingly to ensure that the assets are invested to secure the benefits under the scheme. The
managers are therefore instructed to give primary consideration to the financial prospects of any
investment they hold or consider holding.

The fund’s investment objective is to meet its investment performance target. This objective is
consistent with the scheme’s relative immaturity and with funding the scheme’s benefits at the
lowest cost over the long term, having regard to the minimum funding requirement of the
Pensions Act 1995 and having regard to the attitude of the Committee of Vice-Chancellors and
Principals and of the management committee towards the risk of higher contributions at some
time in the future. At the last triennial valuation as at 31 March 1999 the scheme’s funding level
exceeded its minimum funding requirement level. The aim is to seek to maintain an adequate
tunding cushion so that the risk of deterioration of the MFR ratio to below 100% is at an

acceptable level.

UNIVERSITIES SUPERANNUATION SCHEME
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The investment performance target for the total fund is to exceed the 40th percentile of the
WMS50 (the largest pension funds in the WM universe) cum property universe over rolling five-

year periods.

The investment performance target for direct property investments is to exceed the weighted
average return of a customised Investment Property Databank (IPD) universe of the largest 100

comparable property funds by ().5% pa over rolling five-year periods.

Investment manager structure

The securities investments of the fund are currently managed by a number of discretionary
balanced managers and one index tracking manager. The reason for using a number of ditferent
managers is to spread the investment risk of the scheme. The management structure is subject

to review by the investment committee and the management committee.

The investment performance target for each of the balanced managers is to exceed the 40th

percentile of the WMS50 ex property universe over rolling five-year periods.

The objective of the index tracking fund is to match the return on the FI-SE-A All-Share
Index. This fund is managed by the internal manager acting on the advice of HSBC James Capel
Quantitative Techniques.

At 31 March 2000 the securities assets of the fund were allocated between the managers in an
approximate ratio of:
Y%
Internally managed balanced fund +7
Index tracking fund 28
Externally managed balanced funds 25

This ratio will fluctuate due to stock market movements and cash allocation.
Cash flow is normally allocated between the managers as tollows:
(a) 25% to the index tracking manager;

(b) 20% to the external managers, and

(c) 55% to the internal manager in respect of both securities and direct investment in property.

The allocation of cash is reviewed and approved by the investment committee on a quarterly basis.

Investment strategy and asset mix

Investment policy is determined by the belief that over the longer term equity investment will
provide superior returns to other investment classes. The management structure and targets set
are designed to create a bias so that the USS fund has a greater than average weighting in UK
equities compared to its peer group. This is achieved by retaining the FT-SE-A All-Share Index
tracking fund as a discrete fund and by the targets which have been set tor the balanced
managers. Thus, the fund has a relatively high exposure to equities through a geographically and
industrially diversified portfolio.

The investment committee sets guidelines for asset allocation for the combined fund within
which the investment managers, taken as a whole, are required to operate. These guidelines are
reviewed quarterly by the investment committee. The guidelines set for asset allocation between
different investment classes are consistent with the investment committee’s views on the
appropriate balance between risk and return and have due regard to the long term liabilities of
the scheme.
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The balanced investment managers are aware of their investment objective and set their
individual investment strategy to meet that objective within the overall tund guidelines imposed.

The monitoring guideline at 31 March 2000 was:

%

UK equities 6(0)
Qverseas equities 24
Index linked gilts 1
Bonds 6
Property 7
Cash 2

It there are significant departures from the asset distribution recommended each quarter by the
investment commiittee, the investment specialists on the investment committee will be notified.
In this way market movements and asset allocation shifts are monitored and any desired changes
are approved by the chairman of the investment committee after consultation with the

investment specialists.

The total investment in each broad asset class is determined by the fund’s investment managers
under their delegated authorities within the above monitoring guidelines set by the investment
commiittee after consideration of the minimum funding requirements of the Pensions Act 1995,
long term funding solvency and investment management risk. No more than 4% of the total
tund by market value can be invested in one company except for very large UK companies in
which managers are allowed a maximum overweight position of 50% of the FI-SE-A All-Share
Index weighting with an overall cap of 10% of their part of the tund. No more than 10% of the
muarket capitalisation of any one company (excluding collective investment schemes and companies
established by the trustee company to aid the efficient administration of fund investments subject
to appropriate controls) may be held without prior authority from the chairman of the
investment committee. In both cases, the constraints apply as at the date of purchase.

Managers may not, as a rule, invest in securities not quoted on a recognised or designated
investment exchange. Investment in unquoted securities requires the approval of the chairman

of the investment committee.

Additional assets

The fund continues to hold life assurance policies with the Equitable Life Assurance Society
(ELAS) assigned to it in respect of former FSSU members. The value of policies held as at
31 December 1999 was less than 1.5% of the fund. It is the intention of the trustee to convert
these policies to a managed fund and ultimately to bring the assets under the investment control

of the discretionary balanced managers within a timescale agreed by EL AS.

Additional voluntary contributions from members to purchase additional benefits on a money
purchase basis are invested separately and managed and administered externally. The appointment
of AVC providers is subject to review by the management committee.

Monitoring performance

The performance of the fund and of each investment manager is measured quarterly by the WM
Company against the relevant targets. The performance of the investment managers and the

tund is reported quarterly to the investment committee,
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The performance of the property portfolio is also separately measured against the customised
[PD universe. The IPD performance data is incorporated within the WMS50 data for measurement
of the performance ot the whole fund.

The internal auditor and chiet investment officer visit the external investment managers to
check the quality and effectiveness of procedures on a regular basis. The internal auditor monitors

the internal manager to check the quality and etfectiveness of procedures on a regular basis.

Level of scheme maturity

An exercise carried out in conjunction with the actuary in 1995 confirmed the trustee’s view
of the scheme’s relative immaturity and this is kept under review by the trustee company.

The scheme is cash flow positive and does not need to realise investments to meet liabilities.

Stock lending

The trustee company is authorised by the scheme rules to participate instock lending and has done
so since 1998. It has concluded that the risks associated with stock lending in accordance with those
lending programmes in which it participates, which incorporate a high level of risk mitigation,
are not intrinsically different from those of other market operations and are justified in the light

of the return to the scheme in terms of the annual stock lending fees capable of generation.

Any stock lending programme in which the fund participates must provide for all loans to be
tully pre-collateralized and be approved by the investment committee on legal advice.

Corporate governance

The proper corporate governance of companies in which the fund invests is of importance to
USS Ltd. The trustee has adopted the recommendations set out in the Combined Code appended
to the London Stock Exchange Listing Rules. Votes are cast where appropriate on the basis of
these recommendations on resolutions at the general meetings of all UK companies and where
appropriate at the general meetings of all overseas companies in which the fund has investments.

Socially responsible investment

The trustee company pays regard to social, ethical and environmental considerations in the
selection, retention and realisation of fund investments to the extent that it is consistent with its
legal duties to do so. To this end, having consulted with the participating employers, it has
adopted a policy of active engagement with those companies in which the fund is invested
concerning the ethical, environmental and social policies pursued by those companies. The
trustee company will accordingly aim to use its influence as a major institutional investor to
promote within those companies those policies which will meet best practice in those areas. The
trustee company pursues this policy with a view to protecting and enhancing the value of the

fund’s investments in those companies.

Further intormation on the company’s stance on socially responsible investment is published

from time to time.

Derivatives

Each of the discretionary balanced managers is permitted to use derivatives within limitations
specitied by the investment committee. The current limit is 5% of funds under their management
and the use of derivatives is to be solely for the efficient management of the portfolio.

Underwriting

The balanced managers are permitted to underwrite issues provided they are prepared to hold
all the stock which they underwrite.
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MEMBERSHIP STATISTICS

The number of members m the scheme and the number receving penvion and ammuity benefits at the end ot the year are as follows:

The number of members m the scheme and the number receving pension and annuity benetits at the end of the year are as tollows:

UNIVERSITY INSTITUTIONS UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS MEMBERS PENSIONERS
Dependans Dependants
No. Name Members  Chidhen No. Name Members " Childen
0100 Aberdeen 1,375 438 100 1240 Peterhouse 15 3 -
4100 ASt(;l 439 309 91 1242 Queens’ 14_ 1 R 1_—
4300  Bath o o 887 309 44 1245 Robinson | : N 11 | o 4 _ -
_66()0 Belfast N 1,605 441 102 1246 St Catharine’s 15 2 —_
1000 Birmingham o : 2,238 836 169 1255 St Edmund’s - - - 2 ]_ - ——
_42()() Bradford - 756 340 76 1250 St John's - 36 5 2
1100 Bristol 2,067 539 108 1252 Selwyn - 15 _ 1_ =
4400 Brunel 602 257 48 1254 Sidney Sussex N o 9 —~— _1
7035  Buckingham 88 30 6 1258 Trinity 34 9 _2_
1200  Cambridge (University) 3,650) 795 232 126_() . Trinity I—Ia_ll - _ 16 _ 2— _2 N
12( )._2 Christ’s o 14 4 3 1268 Woltson 5 2 =
I’ZJ FC};u_rchill__ o 27 . 5 1 4700 gty o 7; _ 265 71
1206 Clare . 9 4 —— 7016 Crantield 9 )O— B 344 - 71
_12()8 Cl;re Hall - o - _7_ - 1 0700 D_undee o _E_ 274 63
1210 Corpus Christi - 14 3 2 1300 Durham (University) 1,205 333 57—
1212 Darwin 4 3 1 1301 St Chad’s 2 = N =
1214 Downing 18 10 2 1500  East Anglia - 9]3_ o 265 +4
1216 Emm_anuel 16 3 2 0200  Edinburgh - 2,861 752 _ 196
1218 Fitzwilliam 8 5 1 1700 l;ss_ex - _ _ . 629 _ 142 38 _
1220 Girton 30 11 1 1600  Exeter - 803 392 _ 66
_1;22 Gonvi]le & Caius 32 8 4 0300  Glasgow - 2,442 _ _ 687 140
1224 Hughes Hall = 2 1 0800 Heriot—Watt 771 a 187 N 30
1226 Jesus _ 20 5 1 1800  Hull N 844 34: _ 83—
1228 King’s 29 5 1 3100 Keele - 5_27 - 202 39 :
1230 Lucy Cavendish 17 5 1 1900 Kent at Canterbury 667 267 31
1232 Magdalene 13 2 2 _270( ) Lancaster - 840 . _31_1 49 -
1234 New Hall 25 10 = 2000 Leeds 2,609 793 198
1236 Newnham 21 18 3 1 22()(_) Leicester - 1.,232_ 291 : 62
1 238— Pembroke 21 4 2 2300  Liverpool 1,772 540 _ 14;
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The namber of members 1 the schemne and the number receimg pension and ity benefits at the end of the vear are o follows: The anber of members 1 the scheme md the nunber recervmg penson and s benefits at che end of the year arc as follows:
UNIVERSITY INSTITUTIONS continued MEMBERS PENSIONERS UNIVERSITY INSTITUTIONS continued MEMBERS PENSIONERS
Dependants Dependans

No. Name Members " Children No. Name Mompere " Chilten
2497 London (University) - 456 565 151 2702 Balliol 23 3 —
2408 Birkbeck . N 435 124 27 2703 Brasenc_)se_ N - _ 10 4 - 0
2;1 Goldsmiths’ CTege_ n - 403 . ; _ 6 2704 - C}Tist Chu;ch— S 44_ - _6 N 3_5
_2487 . ;—Ieythrop : - 12 1 - 2705 Corpus Christi 14 6 2
2409 Imperial Coll ofScie;, Te;hn?ogy Sﬁedic_ine 2,575 . _-664— R _158 - 37()6_ Exeter 14 2 5

_ 24_4() _ Ins_ti;ute -ofCancer Research - _193 - E o _ 2707 Hertford 13 3 1

| 2465 Institute ot Child ;—Ie;th (part of UniveTsity Eo]lege) 215 7 4 2708 _Jes_us - 17 5 -
24(_)3 . Institute of Educ;on_ - 314 _l ()_() - 4(_)_ 2709 Keble 18 4 =
2474 Institute of Psychiatry (part of King’s College) 244 10 6 2710 Lady Margaret Hall 15 6 1
24?()_ - King’s College -Lor:don - __2,129 —665 - J 2734 Linacre _ _ _ 5 2 =
242 London School of Economics & Political Science 666 173 47 2711 Lincoln _ 15 4 2_ .
2434_ o L_o;ldc;n Sch;ol o_f H_ygi;ne & Tropi:alﬁe-dici_n: 385 - 60 25 2712 Magdalen 29 10 4
2413 Queen Mary & Westtield College 1.();5 463 98 2735 Harris Manchester 12 3 =
2:17_ Royal Holloway and Bec-iford New College _ _532 i 214 - 3('-) 2732 Mansfield 22_ _ 3 - 1“ _

_ 2436 _ Royal _Veterinary Coll; - : 163 E 13 2713 Merton ) 8 2
2428 St George’s Hospital Medical School 330 53 16— 2714 New College . 34 - 7 5
2415 - Sc-hgol of Oriental_& P:fri:m Studies : 312 _ 155 39 a 2715 - Nut-'ﬁeld 35 8 _ 0
2416 School of Pharmacy 7‘; a 27 : 5 _ 2716 Oriel - 17 6 1

_ZE N —Uni_versity College - 3,247 801 o 149 2717 - Pembrc;ke o 12 o - 5 - 1 _
2419 Wye College N 112 63 19 : 2718 (Zleen’s o . 23 7 -
248-4_ London B_usiness School N - _19() N 27 - 7_ - 2736 Regent’s Park 1 - —
4600 Loughborough 1,126 336 102 2719 St Anne’s 15 7 —
2500  Manchester - 2,823_ 931 ()9 N 2720 St Antony’s_ _ - Tl— 7 2 B
5100 UMIST ! - 947 - 371 : 58 2721 N St Catherine’s - - 20) o 8 1
1400 Newcastle-upon-Tyne 1,800 626 140 _ 2722 St Edmund Hall 9 1 1
2600 No;inghan_l a : - 2.109 532 ) T(')S o 2723 - St Hilda’s o - _ a 21 o 7 - 2
8900 gpen - 25 | 2%5) 4.’; 88 2724 St Hugh’s 19 5 o
2700 -O_xf’ordZJn_iversJ - 3,442 842 _ 2(_)1 B _2725 St John’s 34 7 -
2701 All Souls N 28 9 3 2726 St Peter’s 15 4 1
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The number of members m the scheme and the number recetvimg pension and annuity benetits at the end of the year are as tollows:

UNIVERSITIES SUPERANNUATION SCHEME

MEMBERSHIP STATISTICS

The number of memhers in the scheme and the number receiving pension and annwty henetits at the end of the year are as tollows:

UNIVERSITY INSTITUTIONS continued

UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS MEMBERS PENSIONERS
Dependants Dependans
No. Name Members " Chilhen No. Name Memves “Chiren
272% Somerville 1_6 7 - New universities admitted for -
=== limited membership only
7028 Templeton 29 13 2 — - = — S =
7728 o Trinity - - 1 o 2_ - 8160  Abertay 1 = =
2729 mty N - 16_ ; o ]— 8100  Bournemouth 3 - -
2730 Wadham . 11 6 - - a 8080 Brighton ’ N e
2733 Wolfson_ N = 5 B B 8150  Central Lancashire 2 - -
2731 _ Worcester 12 7 1— gl1o _Co_ventry — = — — 12 ——

2800 Reading - 29 414 112 30607 DeMontor K - -
0400 St Andrews _ 668 193 50 8010 Glmorgan : —— . == ===

m)— Salford - o 746— - :50 6 804()  Hertfordshire 2 - -
2900  Sheffield o _ 2,184 590 114 8050 Huddersfield 2 I
3000 South_an;t;n N N 2,(); N 81 95 51 Knsion - - -
0500  String 711 53 36 e e e RS S =
0600 Strathcly de— - - —1,3 38_ N 453 . o N 8140  Manchester Metropolitan 7 - =
4000 Surre;l o - 1130 e ) o o 8090  Nottingham Trent 11 1 —
3200 Sussex 869 326 56 (8120 Oxdord Brookes - o - -

_ 6800  Ulster - - 1?56 g o — 2_72_ i 62_ 8070 Plymouth 9 _l -
3900 Wales (University) 58 21 8020 South Bank - - I
;0 0_ N Ab-erystwyth B - —5(; o ;2‘ 61 8030 Thames Valley 1 1 -
3400 Bangor 690 261 63 el UB iv_ersity of Wales_lrlstitute,_C_ard_iff ==3 _1_ — —— —

3500 College of Cardiff _ 1441 535 138 LR > 5 -
3800 Lampeter_ - - T 37 . New university institutions total 116 3 _
3600 Swansea _ 846 301 _ 73

%(; : —Ux-'liversi_ty_ of Wales College of Medicine 5:;6 N 95_ o 29_ ) A} university instications total 83473 22,080 2.628
5000 Warwick 1,433 275 54
5200 York o - - 1,047 1-77 - _33_

Old university institutions total 83,357 25,077 5,628
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The number of members 1n the scheme and the number recenving pension and ammnty benetits at the end of the vear are as follows: The number of members i the scheme and the number recerving pension and annuity benefits at the end of the year are as follows:

NON-UNIVERSITY INSTITUTIONS NON-UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS MEMBERS PENSIONERS

Debendines Dependas
No. Name Members " Chithen No. Name Mempers " Children
7113 Aberdeen Univ Re_search & Ind Services Ltd 2 = _ 7145  Dartington Hall Trust 11 - =
7010 Animal Health Trust 37 4_ - 7055 East Grinstead Med Research Trust (Blond Labs Ltd) 2 1 =
7040 Arthritis Research Campaign 1 2 - 7159 Edexcel Foundation - 36 _ ]_1 _ ==
7178  Assessment and Qualitications Alliance 2 = — 7164 Edinburgh Business School 9 - ==
7154 Associated Examin_in-g Board_ - o R ;_ N 4 B _ 7032 Edinburgh University Students’ Association _7 _3 -
7011 Association of Commonwealth Universities 24 35 - _4 7182 EDUSERV - - 21_ 5= =
7108 Aston Techn Planning & Management Services Ltd 1 = = 7089  Ewing Foundation _2 N 1 =
7067  Beatson Institute for Cancer Research 7 467 : : 4 o 7120 Family Policy S_tl_,l(_jI; Centre = = =
7084 BLCMP (Library Services) Ltd 3 8 - 7175  Freshwater Biological Association 3 - -
7037 Brewing Research Intérnational_ N - ::3 - _]_] N 2 : 7051 _FS_SU Secretariat = = 1
7012 British Glass Manufacturers’ Confederation - 6 T 7041 Geographical Association 5 1 1
7030 _British Ir;st_itute in ;stern At:r;a N N 2_ - 1 == __ 7152 Gray Laboratory 31 - 2— -
7091 British Institute of Archaeology at Ankara 1 _ 1 o 7148  Gyosei International College in the UK 27 - -
7112 British Institute of International & Comp Law 2 -1 _ 7025  Henley Management.College 48 27 5_
7097 British Psychological Society 3_ - - 7157 Higher Education Careers Service Unit 7 2 =
7087 British School at Athens 3 1 1 7135  Higher Education Statistics Agency Ltd 18 = 2
7092 British School at Rome N N N | : o — - = 7053 HiStOI‘y_Of I;arli_ame_nt Trust o 24 4 =
7033 British School of Archaeology in Iraq iz — = 7143 Homerton College o 8 2 -
7()5()7 B:'tish l-Jni\;rsit.ies Sp;rts Assoa‘;ioﬁ N — 1 o _ t - - ) 7170 Hull University Union 6 E =
7133 Brunel Institute of Organisation & Social Studies 4 1 - 7036 Inns of Court School of La:v 67 14 6
7122 Burden Neurological Institute 3 - - 7079 Institute Of-COI’I-l-I‘llu-l-’lity Studies 7 5 1
7116 Cambridge Crystallographic I__)ata_Centre . 28 3 o 7017 Institute of Development Studies 68 33 4
7060  Cancer Research Campaign 9 8 - 7056 Institute of Food Science & Technology 2 = =
7153 CASE o - 1 N 1 _ - 7029 Institute f'or_En;ployment Studies - 7 8 B
7015 College of Estate Management 23 18 10 7124  International Institute of Biotechnology 1 = =
7121 Committee of Vice-ChanceTors and ;incipals_ _28 7 B _2 7132 International Society (Manchester) - 2_ . ==
7100 Company of Biologists Ltd - - - 7149 International Students House 4 = =
7110 Council for British Research in the Levant 2_ _ = _—_ 7054  Joint Library otj Helienic & R;I;mn Societies - - 1 =
7098 Culham College Inst for Church Related Education 1 = e 7147 JNT Association 26 3 2
42 43




UNIVERSITIES SUPERANNUATION SCHEME

MEMBERSHIP STATISTICS

UNIVERSITIES SUPERANNUATION SCHEME

MEMBERSHIP STATISTICS

The number of members m the scheme and the number recerving pension and annuiry benetits ac the end of the year are as follows: The number of members i the scheme and the number receving pension and annuiey benetits at the end of the year are as follows:

NON-UNIVERSITY INSTITUTIONS continued NON-UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS MEMBERS PENSIONERS

Spouses, Spouses,
pensioner  and ependert o e
No. Name Members Children _ No. Nime _ - ) - Menjbirs " Children
7()I(;6_ Journal of Endocrinology Ltd ~ 1 - 7163 Oxtord Policy Institute 1 — —
7177  Learning from Experience Trust 2 - = 7104 Pain Relief Foundation 3 e -
2482  Lister Institute of Preventive Medicine 1 6 3 7075  Policy Studies Institute 15 11 2_
7171 London Institute 1 - - 7139 Preformation of Undergraduate Engineers 18 3 =
7168  London Ma;h;matical Society 1 - - 7134 Prince of Wales’s Institute of A:chitecture - 4 2 : _
7179 London School of Jewish Studies 4 - . 7162 Quality Assurance Agency _ 35 5 2
7117  Ludwig Inst?)r Cancer Research - Middlesex Branch 24 - = 7052 Reading University Students’ Union = 1 -
7039  Ludwig Inst for Cancer Research - St Mary’s Branch 11 3 = 7156  Regulatory Policy Institute 2 o =
7090  Marie Curie Cancer Care 33 2 5 7123 Richmond College 36 2 =
7125  Marine Biological Assaciation of the United Kingdom 17 - N 7185  Royal Academy of Dancing — _ _
7026  Mathilda & Terence Kennedy Inst of Rheumatology 26 7 2 7160  Royal Academy of Music 3 = =
7096 Modern Humanities R esearch Association 2 1 - 7081 Royal College of Paediatrics and_Child Health- 2 _ 1 _
7094 Motor Industry Research Association 58 39 7 7181  Royal College of Music 2 = =
7059  Museum Documentation Association - - N 7020 Royal College of Surgeons of England 93 28 9
7114 Nat Collections of Ind & Marine Bacteria Ltd 3 3 = 7021 Royal Geographical Society 4 3 1
7018 National Inst of Economic & Social Research 20) 9 1 7082 Royal Institute of International Affairs 3 - -
7080  Norfolk Agricultural Station (Morley Res Centre) 12 2 - 7077 Royal Institution : 14 7 =
7073 Northern College for Residential Adult Education 27 3 2 7158 Royal Northern College of Music 1 — : _
7024  Northern Examinations and Assessment Board 36 19 6 7064  Royal Society - - 1
7146 Northern Ireland Council for 7070 Royal Society of Edinburgh 2 2 _
Postgraduate Med & Dental Educ 4 1 = 7022 Ruskin College -8 s p
7115 Northern Ireland Economic Research Centre 14 - 5 7105 School Mathematics Project s 5 B
7048 et son i IGO R 67 I ! 7130 Scottish Association for Marine Science 23 1 _
7155 Nuffield Trust + - N 7169 Society of Antiquaries of London 5 = B
U NAORI B ieTs g - B 7131 Southern Universities Management Services 7 3 _
7161 OMCRG - N N 7180 Standing Conference of Principals Ltd — - s
7058  Open University Worldwide 16 4 - 7042 Strangeways Research Laboratory ‘ ; 3
7023  Overseas Development Institute 34 6 = 7049 Students’ Union University of Leicester . 5 .
7118 Oxford Centre for Islamic Studies 4 - = 7138 Thrombosis Research Institute 5 ] -
7031  Oxford Centre for Hebrew & Jewish Studies 11 2 =
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5 . 5 . The number ot members i the scheme and the number recervimg pension and annuity benetits at the end of the year are as follows:
The number of members i the scheme and the number recevmg pension and annuity benefits at the end of the year are as follows: : ’

NON-UNIVERSITY INSTITUTIONS continued SUMMARY OF MOVEMENTS during the vear ended 31 March 2000

MEMBERS PENSIONERS

I)ipgﬁfi?n; . University Non-University
Pensioner and lgepcn dent Members Institutions Institutions Totals
No. Name Members Children Total members at 1 April 1999 80,037 1,590 81,627
S Trade Union Research Unit Led 1 - = New members 12,318 249 12,567
Retirements - [ll-health 156 2 158
. - . 2 — -
7173 Trinity College of Music < - Other 1,385 35 1,420
7141 TUIREG 02 - = Deaths 96 3 99
Leavers - Refunds 617 4 621
7106 Universities and Colleges Admissions Service 24 10 3 _ Transfers 131 2) 133
166 UMIST Ventures Ltd 3 = = - Deferred benefits and undecided 5,892 118 6,010
Withdrawals - Refunds 326 5 331
7150 Universities and Colleges Employers Association 4 1 - _ Transfers = — =
7151 Universities and Colleges Staff Development Agency 4+ 4 - SR . 1 &)
- Retrospective* 251 - 251
7184 University Council for the Education of Teachers = = - o - )
Total members at 31 March 2000 83,473 1,669 85,142
7140  University of Leeds Innovations Ltd 8 - = B
- L N 7, 7. o o 1 . _ *Retrospective withdrawals are members who withdrew from USS within three months of the date of joiming the
7129 University of Swansea Students’ Union scheme with retrospective effect to the date of commencing employment at a USS institution.
9999 USS Ltd 107 19 ot
IR ————— - S = In addition USS Ltd was notified during the year of 2,421 employees who became eligible to
7165  Westhill College of Higher Education = - join the scheme but who elected not to do so.
5 . 8 o
7065 Wildfow] & Wetlandi TrLESt . . B B - - 1 - - B B B N University Non-University
= 71;7 - Wi) M* - ’t o 1 = = Pensioner Members Institutions Institutions Totals
2 anagemen
Total pensioners at 1 April 1999 24,020 494 24,514
7027  York Archaeological Trust 2 1 i New pensioners 1,636 42 1,678
7076  Zoological Society of London 22 1 - Deaths = _57_6 e 5. - - Séi
B Withdrawn institutions _ 43 25 Total pensioners at 31 March 2000 25,080 531 25,611
Non-university institutions total 1,669 531 131
In addition at 31 March 2000, there were 5,027 pensions being paid to spouses and dependants
and 732 annuities being paid to dependent children. Deferred pensioners not yet receiving a
All institutions total 85,142* 25,611 S pension totalled 41,998,

*Included in this figure (but counted once only) are 1,645 members who have more than one appointment.

46 +7




UNIVERSITIES SUPERANNUATION SCHEME

USS ACCOUNTS

FUND ACCOUNT tor the vear ended 31 March 2000

Contributions and Benefits
Contributions receivable

Premature retirement scheme receipts
Individual transfers in

Benefits payable
Leavers

Administration costs

Net additions from dealings with members

Returns on investments

Investment income

Change in market value of investments
Investment management expenses

Net returns on investments

Net increase in the fund during the year

Fund at start of year

Fund at end of year

Note

2000 1999
£m £m
5227 481.1
36.5 414
92.7 67.9
651.9  590.4
505.7 4747
20.7 23.3
6.5 6.4
5329  504.4
119.0 86.0
494.0 505.2
2559.1  882.0
(14.3) 8.7)

3,038.8 1,378.5

3,157.8  1,464.5

18,815.3 17,350.8

21,973.1 18,815.3
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STATEMENT OF NET ASSETS as at 31 March 2000

Investments
Securities

Property

Life assurance policies
Cash deposits
Stockbroker balances

Net current assets

Total net assets, representing the fund balance

Note

11
12

13

15

2000 1999
Am £m

19,664.0 16,729.7
1,516.2  1,1745

250.0 263.8
454.4 492.0
(41.1) 26.4

21,843.5 18,686.4

129.6 128.9

1,973.1 18,815.3

o |

The financial statements on pages 48 to 55 and the statement of trustee’s responsibilities on page

56 were approved by the trustee, Universities Superannuation Scheme Limited, on 27 July 2000

and were signed on its behalf by:

G J Davies

Chairman

D B Chynoweth
Chief Executive
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 March 2000

1. Basis of preparation

The financial statements have been prepared in accordance with the Occupational Pension
Schemes (Requirement to obtain Audited Accounts and a Statement from the Auditor)
Regulations 1996 and with the guidelines set out in the Statement of Recommended Practice
(SORP) “Financial Reports of Pension Schemes” except that transactions and fund values in
respect of money purchase AVCs have not been disclosed in the fund account and the net assets
statement on the grounds that the amounts involved are not material. However, details of AVC

transactions are included in note 3 to the financial statements.

The financial statements summarise the transactions of the scheme and deal with the net assets
at the disposal of the trustees. They do not take account of obligations to pay pensions and
benefits which fall due after the end of the scheme year. The actuarial position of the scheme,
which does take account of such obligations, is dealt with in the statements by the actuary on

pages 58 to 61 and these financial statements should be read in conjunction with it.

2. Accounting policies

A summary of the significant accounting policies which have been applied consistently by the

scheme is set out below:

Contributions

Contributions represent the amounts returned by the participating institutions as being those
due to the scheme in respect of the year of account. The responsibility for ensuring the accuracy
of contributions rests with institutions which, under the terms of the trust deed regulating USS,
are ultimately responsible for ensuring the solvency of the scheme. R eceipts under the premature

retirement scheme are accounted for in the period in which they fall due.

Investment income
Investment income is brought into account on the following bases:

(a) Dividends, tax and interest from quoted and unquoted securities, on the date that the scheme
becomes entitled to the income;

(b) Interest on cash deposits, as it accrues;
(c) Property rental income, as it accrues;

(d) Interest on advances for property developments, which is credited to the fund account and
forms part of the cost of the relevant development, as it accrues until the earlier of the

development becoming a completed property or the contracted purchase price being reached.

Property

A completed property is one that has received an architect’s certificate of practical completion
and which is either substantially let or, although not substantially let, is neither within the period
of contractors’ defects nor is expected to be the subject of further building works. Developments

in progress include any property which is not a completed property.

Life assurance policies
Policy proceeds and premiums paid are not treated as income and outgoings but are accounted

for within the value at which the life assurance policies are included in the statement of net assets.
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Rates of exchange

Assets and liabilities denominated in overseas currencies are translated into sterling at the rates
of exchange ruling at the balance sheet date and any exchange movements on translation are
included in the fund account.

Net transfers

Transters to and from the fund are accounted tor on the basis of amounts received and paid
during the year.

Investments

Investments are included in the statement of net assets at current value at the year end.

The current values are as follows:

(a) Quoted securities — at closing prices; these prices may be last trade prices
or mid market prices depending on the convention of
the stock exchange on which they are quoted,

(b) Property — on the basis of open market value;

(c) Life assurance policies

at the amount disclosed by an annual actuarial valuation.

Changes in current values are shown as movements in the fund account in the year in which
they arise.

3. Contributions

2000 1999
Am Am
Main section

Employers’ contributions 349.8 321.7
Members’ basic contributions 149.7 137.9
Members’ additional voluntary contributions 14.5 13.5
514.0 473.1

Supplementary section
Members’ contributions 8.7 8.0
522.7 481.1

Additional voluntary contributions referred to above represent contributions made to purchase
additional pensionable service under the rules of the scheme.

Money purchase additional voluntary contributions

A money purchase additional volunrtary contribution facility is administered by the Prudential
Assurance Company Limited.

Individual members’ contributions are deducted from their salaries and paid direct to the
Prudential by the institutions. The contributions are invested through the Prudential on behalf of
the individuals concerned to provide additional benefits within the overall limits laid down by
the Inland Revenue. The contributions paid and the investments purchased are not included in
the accounts.
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The value of the accumulated additional voluntary contributions at the end of the year together e bR i 2000 1999
with a summary of the movements during the year is as follows: Am Am
2000 1999 Dividends from UK equities 287.7 253.4
Am Am Net property income 62.7 60.5
17.7 30.0 Dividends from overseas equities 45.5 46.2
Value ?t th.e star.t of the year 19.8 175 Income from UK fixed interest securities 29.5 55.7
Contrlbut.lons from members 0.4 0.3 Income from overseas fixed interest securities 43.8 44.6
Transfers in ' 29 1.9 Income from index-linked securities 5.5 9.6
Income from interest and bonuses (1.9) (1.8) Interest on cash deposits 177 342
Payouts to members 0.2) 02) Other income 16 10
Administration expenses _ ==hi
. 68.7 +47.7 494.0 505.2
Value at the end of the year
) 8. Changes in market value of investments
+. Benetits payable 2000 1999 The changes in the market value of investments are shown below:
Am Am Purchases Proceeds Changes
Main section Current during of sales  in value Current
S 4121 379.4 value  the year during during value
€nsions ) ) 78.9 82.5 1999 at cost  the year  the year 2000
Lump sums on or after retirement 29 6.9 £Lm £Lm Lm £Lm £Lm
ST Rl SSRGS = Securities 16,7297 59015 54178 24506 19,664.0
198.9 : Property 11745 3330 523 610 15162
. Life assurance policies 263.8 1.7 54.1 38.6 250.0
Supplementary section 55 4.8 Cash deposits 192.0 - 16.5 89 4544
Pensions 0.9 0.9 =
Lump sums on or after retirement '4 0'7 18,660.00  6,236.2 5570.7 2559.1 21,884.6
. . 0. o
R Ol T O e el Stockbroker balances 26.4 (+1.1)
6.8 S — i St
) " 18,686.4 21,843.5
505.7 474.7 — —
Changes in the value of investments comprise both realised gains/(losses) on investments sold
5. Payments on account of leavers during the year and unrealised gains/(losses) on investments held at the year end.
2000 1999
Am Am 9. [nvestiment management expenses
. 19.2 21.8 [nvestment management expenses comprise all costs directly attributable to the scheme’
Individual transfers to other schemes . g . . -
o 0.5 0.4 investment activities, including the operating costs of the London Investment Office and the
Payments for members joining state scheme ] - : . .
) ) . 1.0 1.1 costs of management and agency services rendered by third parties.
Refunds to members leaving service - e
20.7 23.3 11). Taxation
UK tax

USS is an exempt approved scheme under the Income & Corporation Taxes Act 1988 and is,
therefore, not normally liable to UK income tax on income from investments directly held nor
to capital gains tax arising from the disposal of such investments.

6. Administration costs o h o
In accordance with the trust deed, the costs of managing and administering the scheme, mcu :
by the trustee company, are chargeable to USS. Details are given in the financial statements of .

) ' imited : . 27)- verseas tax
the trustee company (Universities Superannuation Scheme Limited : Registered No. 1167127) . | | | | | | |
[nvestment income from overseas investments may be subject to deduction of local withholding

taxes. Where no double taxation agreement exists between the UK and the country in which
the income arises, the tax suffered is deducted from the income to which it relates.

Investment income arising from stocks and securities in the United States of America is exempt
trom US tax under the Internal Revenue Code.
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11. Securities

Quoted

UK equities

Qverseas equities

UK fixed interest - public sector quoted

UK fixed interest - other

Opverseas fixed interest - public sector quoted
Overseas fixed interest - other

Index-linked

12. Property

UK completed properties
UK developments in progress

Properties analysed by type:
Freehold
Leasehold

2000 1999
Am Lm
12,855.8 11,703.4
5223.6 3,376.7
332.7 599.8
102.8 91.0
662.8 568.2
254.0 174.4
232.3 216.2
19,664.0 16,729.7
2000 1999
Am Am
1,318.8 1,058.3
197 .4 116.2
1,516.2 1,1745
1,398.0 1,064.6
118.2 109.9
1,516.2 1,174.5

The completed properties and developments in progress were valued independently by Colliers
Erdman Lewis Ltd, chartered surveyors, as at 31 March 2000 and 31 March 1999.

13. Life assurance policies

The scheme continues to hold policies with the Equitable Life Assurance Society which were

assigned to it in respect of former FSSU members, the majority of the policies being “with profits™.

The basis of valuation is stated in Note 2.

14. Stockbroker balances

Amount due to stockbrokers

Amount due from stockbrokers

2000
ALm

(45.9)
4.8

(41.1)

1999
Lm

(11.8)
38.2

26.4
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15. Net current assets

Current assets

Dividends receivable

Contributions due from institutions
Life assurance policy proceeds due
Other debtors

Cash at bank and in hand

Current liabilities
Property creditors
Benefits payable
Other creditors
Due to USS Ltd

16. Securities on loan

2000 1999
4Am £Lm
82.3 91.8
60).3 57.8
1.7 1.3
6.1 53
11.7 8.9
162.1 165.1
10.8 12.3
1.2 10.7
29 11.5
8.6 1.7
32,5 36.2
129.6 128.9

Securities have been lent to the counterparties in return for fee income earned by the scheme.

Security for these loans is obtained by holding collateral in the form of cash. government bonds

and letters of credit.

Value of stock on loan at 31 March

Value of collateral held at 31 March

17. Financial commitiments

Property
Contracts placed but not provided for

Securities
Forward commitments for unpaid calls

on securities and underwriting contracts

18. Self investment

2000 1999
Am Am
3495 291.1
367.0 310.1
2000 1999
£Lm Lm
78.1 199.9
7.6 1.4

The scheme has no employer related investments as at 31 March 2000. Employer related
investment occurred during the year from the late receipt of contributions due from institutions.
At any time this was less than 0.015% of the scheme’ net assets as at 31 March 2000.

19. Related party transactions

There are no related party transactions other than transactions between the scheme and its
trustee company. The trustee company provides administration services, the cost of which
includes directors’ emoluments as detailed in note 5 of the trustee company accounts, and
investment management services to the scheme, charging £6.5 million and £14.3 million
respectively, with a balance due from the scheme of £38.6 million at 31 March 2000.
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STATEMENT OF TRUSTEE’S RESPONSIBILITIES

The financial statements are the responsibility of the trustee, Universities Superannuation
Scheme Limited. Pension scheme regulations require the trustee to make available to scheme

members. beneficiaries and certain other parties, audited financial statements tor each scheme

year which:

e show a true and fair view of the financial transactions of the scheme during the scheme year
and of the amount and disposition at the end of the scheme year of its assets and liabilities,

other than liabilities to pay pensions and benetits after the end of the scheme year, and

e contain the information specitied in the Schedule to the Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations
1996, including a statement whether the tinancial statements have been prepared in accordance
with the Statement of Recommended Practice “Financial Reports of Pension Schemes™.

The trustee has supervised the preparation of the financial statements and has agreed suitable
accounting policies, to be applied consistently, making any estimates and judgements on a
prudent and reasonable basis.

The trustee is also responsible under pensions legislation for keeping records of contributions
received in respect of any active member of the scheme and for ensuring that contributions are

made to the scheme in accordance with the scheme rules and the recommendations of the actuary.

The trustee also has a general responsibility for ensuring that adequate accounting records are
kept and for taking such steps as are reasonably open to it to safeguard the assets of the scheme

and to prevent and detect fraud and other irregularities.

UNIVERSITIES SUPERANNUATION SCHEME

USS ACCOUNTS

AUDITOR’S REPORT to the Trustee of the Universities Superannuation Scheme

We have audited the tinancial statements on pages 48 to 55 which have been prepared under the

accounting policies set out on pages 5() and 51.

Respective responsibilities ot Trustee and auditors

Basis

The Scheme’s Trustee is responsible for obtaining an Annual Report including, as described on
page 56, audited financial statements prepared in accordance with applicable United Kingdom
accounting standards. The Trustee is also responsible for ensuring that contributions are made
to the Scheme in accordance with the Scheme rules and the recommendations of the actuary.
Our responsibilities, as independent auditors, are established in the United Kingdom by statute,

the Auditing Practices Board, and our protfession’s ethical guidance.

We report to you our opinion as to whether the financial statements give a true and tair view
and our opinion on contributions to the Scheme. We read the other information contained in
the Annual Report and consider the implications for our report if we become aware of any

apparent misstatements or material inconsistencies with the tinancial statements.

of audit opinion and statement about contributions

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices
Board. An audit includes examination. on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. It also includes an assessment ot the significant estimates
and judgements made by or on behalf of the Trustee in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the Scheme’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion we also evaluated the overall

adequacy of the presentation of information in the tinancial statements.

Our work also included examination, on a test basis, of evidence relevant to the amounts of
contributions payable to the Scheme and the timing of those payments in order to provide us
with reasonable assurance that contributions have been paid in accordance with the Scheme
rules and the recommendations of the actuary.

Statement about contributions to the Scheme

In our opinion, the contributions payable to the Scheme during the year ended 31 March 2000
have been paid in accordance with the Scheme rules and the recommendations of the actuary.

Opinion

In our opinion the financial statements give a true and fair view of the financial transactions of
the Scheme during the year ended 31 March 2000. and of the amount and disposition at that
date of'its assets and liabilities, other than liabilities to pay pensions and benetits after the end of
the year, and contain the information specitied in Regulation 3 of, and the Schedule to. the
Qccupational Pension Schemes (Requirement to obtain Audited Accounts and a Statement
from the Auditor) Regulations 1990.

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
Liverpool 27 July 2000
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STATEMENT BY THE ACTUARY for the year ended 31 March 2000

1

1o

An actuanal valuation of the Universities Superannuation Scheme (the Scheme) was carried out
as at 31 March 1999, with the results set out in my report dated 23 March 2000.

The 1999 valuation showed that the Scheme was in a healthy financial position. Part of the past
service surplus was allocated to provide for certain benefit improvements. No change to the
institutions’ contribution rate was proposed which therefore remained at the rate of 14.0% of

salaries, subject to review at the next valuation at 31 March 2002.

On the instructions of the management committee an actuarial review of the Scheme has been
completed at 31 March 2000.

The purpose of the actuarial review is to compare the experience of the Scheme since the last
valuation with the assumptions then made. This is to determine whether the Scheme has been
progressing satisfactorily or whether any deterioration has taken place which might require

remedial action.

The main items which have aftfected the scheme during the year under review and the effect of

each are described below:

(a) The overall investment performance has been more favourable than the assumptions made at

the 1999 valuation. This has acted to improve the funding position of the Scheme.

(b) Salary increases since the 1999 valuation have been slightly lower than those assumed in the

valuation, thereby reducing the anticipated liabilities of the Scheme.

(c) Benefit improvements granted since the valuation have reduced the past service surplus, as

has the continued 14% institutions’ contribution rate.

The results of the review show that the overall financial position of the Scheme is expected to
have improved since the 1999 valuation. The assets of the Scheme remain sutficient to cover the
accrued liabilities as at 31 March 2000.

As described in paragraph 2 above, the rate of contribution currently being paid by the
institutions is 14% of salaries. On the basis of the interim review carried out, I am pleased to
recommend that this current rate of contribution can continue in force until the completion of
the next actuarial valuation at 31 March 2002.

William M Mercer Ltd M B Reid
Liverpool L2 3QB Fellow of the Institute of Actuaries
27 July 2000
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ACTUARIAL STATEMENT made for the purposes of Regulation 14 of the Occupational Pension

Schemes (Minimum Funding Requirement and Actuarial Valuations) Regulations 1996.

Name of scheme: Universities Superannuation Scheme
Effective date of valuation: 31 March 1999

1. Compliance with minimum funding requirement

In my opinion, on the effective date the value of the assets of the Scheme exceeds 120% of the
amount of the liabilities of the Scheme.

2. Valuation principles

The Scheme assets and liabilities are valued in accordance with section 56(3) of the Pensions
Act 1995, the Occupational Pension Schemes (Minimum Funding Requirement and Actuarial
Valuations) Regulations 1996 and the mandatory guidelines on minimum funding requirement
(GN27), prepared and published by the Institute of Actuaries and the Faculty of Actuaries.

William M Mercer Limited M B Reid
Liverpool
23 March 2000

Fellow of the Institute of Actuaries

Note:

The valuation (_)t the amount of the liabilities of the Scheme does not reflect the cost of securing those liabilities by
the purchase of annuities, if the Scheme were to have been wound up on the effective date of the valuation
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ACTUARIAL STATEMENT made for the purposes of Regulation 30 of the Occupational Pension
Schemes (Minimum Funding Requirement and Actuarial Valuations) Regulations 1996.

Name of scheme: Universities Superannuation Scheme
Effective date of valuation: 31 March 1999

1. Security of prospective rights
In my opinion, the resources of the Scheme are likely in the normal course of events to meet
in full the liabilities of the Scheme as they fall due. In giving this opinion, I have assumed that

the following amounts will be paid to the Scheme:
Description of contributions:

By the employer:  14% of salary
By the members: 6. 35% of salary

Subject to review at future actuarial valuations.

2. Summary of methods and assumptions used
Further details of the methods and assumptions used are set out in my actuarial valuation

addressed to the Trustee Company dated 23 March 2000.

William M Mercer Limited M B Reid
Liverpool Fellow of the Institute of Actuaries

23 March 2000
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ACTUARIAL CERTIFICATE given for the purposes of Section 58 of the Pensions Act 1995

(Certification of Schedule of Contributions).
Initial certification of Schedule of Contributions.

Name of scheme: Universities Superannuation Scheme

Adequacy of rates of contributions

1.

o

[ hereby certify that, in my opinion, the rates of the contributions payable in accordance with
this schedule of contributions are adequate for the purpose of securing that throughout the
period it covers the scheme will meet the minimum funding requirement imposed by Section
56( 1) of the Pensions Act 1995.

In forming this opinion I have complied with the requirements imposed by Sections 56(3)and 58
of the Pensions Act 1995, the Occupational Pension Schemes (Minimum Funding Requirement
and Actuarial Valuations) Regulations 1996 and the mandatory guidelines on minimum funding
requirement (GN27), prepared and published by the Institute of Actuaries and the Faculty of

Actuaries, and have made the assumptions prescribed by them.

William M Mercer Limited M B Reid
Liverpool L2 3QQB Fellow of the Institute of Actuaries
22 May 2000

Note:

The certification of the adequacy of rates of contributions for the purpose of securing the meeting of the minimum
funding requirement is not a certification of their adequacy tor the purpose of securing the scheme’s liabilities by the
purchase ot annuities, it the scheme were wound up.
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Contributions and benefits
Contributions
PRS receipts

Transfers in

Benefits payable
Pensions

Lump sums
Transfers out

Refunds

Returns on investments
(net of investment managenient costs)

Administration costs of the trustee
(excluding investment management costs)

Changes in value of investments

Investments of the fund

(at current values) at 31 March
Securities

Property

Lite assurance policies

Managed fund

Cash deposits

Stockbroker balances

Membership numbers at 31 March
Contributing members
Pensioners

Deterred pensioners

FIVE YEAR SUMMARY - FUND ACCOUNTS for years ended 31 March

UNIVERSITIES SUPERANNUATION SCHEME

USS LTD ACCOUNTS

2000 1999 1998 1997 1996
Am Am Am Am Am
523 481 457 501 489
37 41 56 46 40

92 68 90 31 24
652 590 603 578 553
417 384 348 313 282
88 91 103 90) 72

20 22 18 22 14

1 ! 1 1

526 498 470 426 369
480 497 494 505 449
6.5 6.4 5.9 5.8 5.8
2,559 882 3,062 931 1,637
19,664 16,730 15307 11,958 10,344
1,516 1,175 910) 840 783
250 264 282 274 277
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454 492 662 474 465
(41) 26 80 3 27
21843 18,687 17,241 13,549 11,974
2000 1999 1998 1997 1996
85.100 81,600 78,700 76,900 74,700
31,400 29,900 28,200 26,100 24,200
42,000 37,600 33,700 30200 26,200
158,500 149,100 140,600 133,200 125,100

REPORT OF THE DIRECTORS for the year ended 31 March 2000

The directors submit their report and the accounts for the year ended 31 March 2000,

Principal activity

The company, which is limited by guarantee and does not have a share capital, was established
to undertake and discharge the office of trustee of any superannuation scheme but in particular
to act as the trustee of the Universities Superannuation Scheme (USS).

Operating costs and review of activities

The Operating costs tor the year amounted to )62(),783,()( )0 this amount being recoverable from
USS. This compares with £15,135,000 for the year ended 31 March 1999.

The tund benetited from exceptional investment performance in the year to 31 December 1999
and this resulted in increased investment management costs. This is the reason for the significant
increase in operating costs. Two managers in particular excelled, adding over £700 million to

the fund through outperformance of the fund’s benchmark.

The internally managed team was the best performing manager tor the year. This resulted in
bonus payments to investment staff of over £600,000, an increase of over 70% compared to the

previous year.

The performance of the recently appointed external investment manager has also been exceptional
and a provision of £6.1 million has been included in the accounts in respect of performance-
related fees covering the 15 months to 31 March 2000).

Much effort has once again gone into computer-related projects during the year. All year 2000
projects were completed on time and statf attended both Liverpool and London office during
the New Year holiday period to ensure that all systems were working satistactorily. No problems
were experienced and all systems were available to statt on 4 January 2000. The trouble-free roll-
over into the year 2000 was as a result ot two years work by the year 2000 project team during
which time all systems were tested and non-compliant hardware and sottware replaced.

The new pensions payroll system went live in August 1999 as planned. Pensioners should have
been entirely unaware of the change.

The year 2000 compliant platform for pensions administration went live in May 1999 and has
proved to be extremely robust. The implementation of the Universal Pensions Management
system from Comino (formerly ISE) is scheduled for July 2000. The system will provide faster
and more accurate processing of pensions administration tasks and is being integrated to both
the accounting and pensions payroll systems. It will also be less expensive to maintain than the
previous system and will provide a suitable plattorm for offering services over the internet.

The extensive efforts of staff in working on these systems has not been without disruption to
service levels. Staffing levels were increased during the year, on a temporary basis, to seek to
reduce backlogs and improve service levels and to maintain these levels during the planned
introduction and post-implementation phase of UPM.
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Fixed assets STATEMENT OF OPERATING COSTS for the year ended 31 March 2000
The details of movements in fixed assets are set out in Note 13 to the accounts.
2000 1999
Directors Note 4000 £000
The directors of the company during the year were as follows: Personnel costs
Protessor Sir Graeme Davies (chairman)  Dr ] M Goldstrom E{nployéés’ emoluments . 433 4211
C D Donald (deputy chairman) Protessor Sir Martin Harris I)1rect?rs emolu?n.ents and ex;{enses 5 S5 282
A'S Bell Lord Mark Fitzalan Howard Recruitment, training and welfare 200 147
L Collinson Michael S Potts 5,427 4,640
Angela Crum Ewing Protessor Sir Gareth Roberts Premises costs
Protessor Sir Brian Fender J W D Trythall ) o
Rent, rates, service charges and utilities 1,408 1,286
Statement of directors’ responsibilities Depreciation and maintenance 333 333
Company law requires the directors to prepare financial statements for each tinancial year which
give a true and fair view of the state of affairs of the company and of the operating costs of the e 1,619
company tor that period. In preparing those financial statements, the directors are required to: Investment costs
e select suitable accounting policies and then apply them consistently; Secur?c‘s management 10:075 4,702
Securities management rebates 6 (1.688)  (1,255)
o make judgements and estimates that are reasonable and prudent; Custodial services 1.243 1,166
o state whether applicable accounting standards have been followed, subject to any material Property management e 723
departures disclosed and explained in the tinancial statements; Legal costs - prope.r.ty management Ul 2t
- securities management 4 9
e prepare the tinancial statements on the going concern basis unless it is inappropriate to - special investigation 141 (11)
presume that the company will continue in business. Property valuation 129 128
The directors are responsible for keeping proper accounting records which disclose with fnvestment perfc.)rm:mcis measurement . 60
reasonable accuracy at any time the financial position of the company and enable them to ensure Costs met by third parties U (35) (37)
that the financial statements comply with the Companies Act 1985. They are also responsible 10,987 5,734
tor safeguarding the assets of the company and hence tor taking reasonable steps for the —
prevention and detection of traud or other irregularities. Other costs o ) )
Computer and information services costs 8 1.220 1,337
Auditors Year 2000 costs 9 317 494
The auditors, PricewaterhouseCoopers, have indicated their willingness to continue in office Protessional tees 10 571 620
and a resolution concerning their reappointment will be proposed at the annual general meeting. ‘Office equipment 315 363
Travel and car costs 339 289
By order of the board Telephones and postage 145 149
Institution liaison and member communication 166 117
Printing and stationery 117 116
IMRO membership 110 94
Pensions Act Levy 50) 45
J P Williams 27 July 2000 Insurances 41 43
Secretary Auditors’ remuneration 11 39 38
Sundry expenditure _ 5
(Protit)/loss on disposal of fixed assets (32) (15)
Costs met by third parties 7 (770) (553)
2,628 3,142
Total operating costs - recoverable from USS 12 20,783 15,135
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BALANCE SHEET as at 31 March 2000

Assets
Fixed assets
Tangible fixed assets

Current assets
Debtors
Cash at bank and in hand

Total assets

Liabilities
Creditors - amounts falling due within one year

Total liabilities

Note

15
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2000 1999
£000 £000
895 1,342
9,245 2,500
1 2
9,246 2,502
10,141 3,844
10,141 3,844
10,141 3,844

The financial statements on pages 65 to 73 were approved by the board of directors on 27 July 2000

and were signed on its behalf by:

G J Davies

Chairman

C D Donald
Director

066

CASH FLOW STATEMENT for the vear ended 31 March 2000

Operating activities
Cash received from USS
Operating costs paid

Net cash inflow from operating activities
Capital expenditure and financial investment

Purchase of tangible fixed assets
Sale of tangible fixed assets

(Decrease)/Increase in cash

Note

16

2000
£000

13,880
(13,671)

1999
£000

13,698

(13,410)
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NOTES TO THE ACCOUNTS for the year ended 31 March 2000

1.

The company, which is limited by guarantee and does not have a share capital, has no benetficial
interest in the investments and other assets held in i1ts name but not included in its balance sheet,

since it holds these as the trustee of USS.

2. Format of accounts

A Profit and Loss Account is not presented with these accounts as such a statement is
inappropriate to the operations of the company. The costs incurred and the method by which
they are recovered are theretore set out in the Statement of Operating Costs.

A separate statement of total recognised gains and losses has not been presented as all gains and

losses are included in the Statement of Operating Costs.

A separate note of historical cost profits and losses is not required as the accounts are prepared

under the historic cost convention.

3. Accounting policies

Accounting convention
The accounts are prepared under the historic cost convention and on the accruals basis and
comply with applicable Accounting Standards in the United Kingdom which have been

consistently applied.

Depreciation of fixed assets
Depreciation is calculated so as to write off the cost of fixed assets on a straight line basis over
the expected economic lives of the assets concerned. The principal annual rates used for this

purpose are:

%
Office equipment 15
Alterations to rented premises 20
Computer equipment 20 and 33 /s
Motor cars 25
Computer software 33

Year 2000

Costs incurred in testing computer systems for Year 2000 compliance and in replacing computer
software and hardware which is not Year 2000 compliant, and where the replacement system
does not introduce significant improvements over the previous system, are written oft in the year

the costs are incurred.

Pensions

USS Ltd participates in the Universities Superannuation Scheme, a defined benetit scheme
which is externally funded and contracted out of the State Earnings Related Pension Scheme.
The tund is valued every three years by a professionally qualitied independent actuary using the
projected unit method. the rates of contribution payable being determined by the trustee
company on the advice of the actuary. In the intervening years the actuary reviews the progress
of the scheme. Pension costs are assessed in accordance with the advice of the actuary, based on
the latest actuarial valuation of the scheme, and are accounted for on the basis of charging the
cost of providing pensions over the period during which the company benctits from the

employees’ services.
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4. Employees” emoluments 2000 1999
The average weekly number of persons employed by the
company during the year (excluding directors) was 123 117
Staft costs tor the above persons were: £000 £000
Wages and salaries 4,098 3,523
Social security costs (national insurance contributions) 114 304
Pension costs (superannuation contributions) 419 384
Restructuring costs o) )

4,933 4,211

The above costs include £ 144,000 (1999: £112,000) which is directly attributable to Year 2000) projects.

2000 1999
£000 £000
Emoluments of the chief executive 157 148

The emoluments of the chief executive are shown on the same basis as for higher paid staft. USS
Ltd’s pension contributions for him to USS amounted to nil (1999: £13,300). These were paid
at the standard rate tor the scheme to December 1998, at which point they ceased except for an

additional payments in respect of life assurance.

Remuneration of other higher paid staft, excluding employer’s pension contributions but including

benetfits in kind:

2000 1999
£50,001 = £60,000 I 5
L£00,001 - A£70,000 1 4
L£70,001 - £80,000 3 2
£80,001 - £,90,000 2 —
£90,001 = £100,000 3 ~
L100,001 - £110,000 2 2
£110,001 = £120,000 - 1
L£120,001 = £130,000 2 “
L140,001 = £150,000 1 1
£150,001 - £:16(L(KK) 1 -
£200,001 = £210,000 ~ 1
£250,001 = £260,000 1 =
£310,001 — /320,000 - 1
£380,001 - £390,000 1 -
5. Directors’ emoluments and expenses
2000 1999
£000 £000
Fees 245 224
Employer’s costs - national insurance contributions 23 22
- VAT 4 7
Expenses 22 29
294 282

it
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Directors are remunerated on a basis which is approved by the Joint Negotiating Committee and

is in accordance with the contribution which they make to the work of USS Ltd and their legal

responsibilities. Revised remuneration levels were introduced from 1 October 1998 in line with

the recommendations of a consultant’s report.

No pension contributions are made on behalf of directors. As at 31 March 2000 seven of the

directors are members of USS either as pensioners or through their employment with the

institutions.

2000

£000
The emoluments of the chairman, who was also the highest paid director,
amounted to: 37
The number of other directors whose annual emoluments fell into the
tollowing bands was:

2000

Nil - £5,000 -

£5,001 = £10,000 ~
£10,001 - £15,000 3
L£15,001 = £20,000 3
£20,001 = £25,000 3
£30,001 - £35,000 1
£35,001 - £40,000 1

6. Securities management rebates

1999
£000

33

1999

Lol S O I ¢ Y (S B

Management fees and other charges incurred by securities managers on investment in their own
in-house funds are rebated from the fees chargeable to USS Ltd. These costs are included within

the book cost of the investments held by USS.

7. Costs met by third parties

Costs met by third parties represent the amount of the commission paid by USS to certain
stockbrokers which is directed by the stockbrokers to the purchase of equipment and services

for USS Ltd for investment management purposes.

8. Computer and information services costs

2000

£000

Investment information services 479
Computer running costs 307
Investment accounting services 204
Software depreciation 106
Hardware depreciation 95
Computer bureau fees 29
1,220

1999
£000
498
283
201
180
152

23

1,337
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9. Year 2000
2000 1999
4000 4000
Computer software 51 295
Computer hardware 49 106
Software implementation and consultancy 210 85
Test equipment 7 8
317 494
10). Protessional tees
2000 1999
£000 £000
Actuarial 268 189
Legal 122 126
Committee members (other than directors) 71 59
Taxation 59 20
Public relations 18 18
Information technology consultancy 11 29
Member medicals 9 13
Salary surveys 3 29
Other 10 11
Review of investment management structure e 60
Review of casually employed statt at institutions - 33
London office rent review - 19
Investment research = 14
571 620
11. Auditors’ remuneration
2000 1999
4000 4000
USS 35 34
USS Lid 4 4
39 38

Remuneration of the company’s auditors for provision of services other than for the audit of
USS and USS Ltd was £56,550 for taxation advice (1999: £23,000).

12. Total operating costs - recoverable tfrom USS

2000 1999
£000 £000
Investment management costs 14,251 8,723
Other administration costs 6,532 6,412

20,783 15,135

Investment management costs are those costs which are directly attributable to investment

activities and include relevant personnel, premises and other costs.

Included in operating costs is a charge for depreciation of £689,000 (1999: £834,000).
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13. Tangible tixed assets 17. Value added tax
Alterations USS Ltd is registered for Value Added Tax activities and recovers a proportion of the input tax
t(;’f::l:sic: E(;?:;l::et:: ngg):;:: Equi;?rf:ii Mg:,: Total on administrative expenditure directly attributable to the scheme’s investment activities.
£000 £000 £000 £000 £000 4000 18. Pension costs
Cost The company participates in the Universities Superannuation Scheme, a defined benefit scheme
At 1 April 1999 e (o175 1,799 O 348 B which is externally funded and contracted out of the State Earnings-Related Pension Scheme.
g(.iditions B > (;(6)3) i (3?1) (;:Z?) The assets ot the scheme are held in a separate trustee-administered fund.
sposal — — ' The latest actuarial valuation of the scheme was at 31 March 1999. The assumptions which have
At 31 March 2000 R [.198 L.461 CLk 327 S the most signiticant effect on the result of the valuation are those relating to the rate of return
Accumulated Depreciation on investments (i.e. the valuation rate of interest) and the rates of increase in salary and pensions.
At | April 1999 1.244 1,033 1,686 634 143 4,740 In relation to the past service liabilities the financial assumptions were derived from market
Charge for year 263 95 106 148 77 689 yields prevailing at the valuation date. It was assumed that the valuation rate of interest would
Disposals = = (507) - (63) (570) be 4.5% per annum, salary increases would be 3.6% per annum and pensions would increase by
2.6% per annum. In relation to the future service liabilities it was assumed that the valuation rate
At 31 March 2000 =l 1,188 1,285 782 157 e of interest would be 5.5% per annum, including an additional investment return assumption of
Net Book Value 1% per annuin, salary increases would be 3.5% per annum and pensions would increase by 2.5%
31 March 2000 142 70 176 337 170 895 per annum. The valuation was carried out using the projected unit method.
At the valuation date, the market value of the assets of the scheme was £18,870) million
Net Book Value (including an estimated £55 million in respect of outstanding bulk transfer payments due) and
31 March 1999 iR e Y R 2 ok the value of the past service liabilities was /17,427 million. The assets therefore were sufficient
to cover 108% of the benefits which had accrued to members after allowing for expected future
increases in earnings.
14. Debtors 2000 1999 _ ) o
£000 £000 The total pension cost for the company was £419,000 (1999: £384,000). The contribution rate
payable by the company was 14% of pensionable salaries and by the employees was 6.35% of
Due from USS ) 1,734 pensionable salaries. The auditors and actuary to the Universities Superannuation Scheme have
Other debtors + > confirmed that it is appropriate to take the pension costs in the company’s accounts to be equal
Prepayments 565 21 to the actual contributions paid during the year. In particular, the contribution rate
9,245 2,500 recommended following the 1999 valuation has regard to the surplus disclosed, the benefit

improvements introduced subsequent to the valuation and the need to spread surplus in a

15. Creditors - amounts falling due within one year prudent manner over the tuture working lifetime of current scheme members.

2000 1999

£000 £000 19. Related party transactions
Taxation and social security 141 107 There are no related party transactions other than transactions between the trustee company and
Other creditors 2,252 1,683 the scheme. The trustee company provides administration and investment management services
Accrued expenditure 7,748 2,054 to the scheme charging £6.5 million and £14.3 million respectively, with a balance due from

10.14 3.844 the scheme of £8.6 million at 31 March 2000.

16. Reconciliation of operating costs paid

2000 1999

£000 £000
Operating costs - recoverable from USS 20,783 SIsHEE
Depreciation (689) (834)
Profit on sale of tangible fixed assets 32 15
Increase/(decrease) in debtors (excluding USS) (158) 97
Increase in creditors (excluding USS) (6,297)  (1,003)
Operating costs paid 13,671 13,410
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REPORT OF THE AUDITORS to the members of Universities Superannuation Scheme Limited

We have audited the financial statements on pages 65 to 73 which have been prepared under the
historical cost convention and the accounting policies set out on page 68.

Respective responsibilities of directors and auditors

Basis

The directors are responsible for preparing the Annual Report. As described on page 64 this
includes responsibility for preparing the financial statements in accordance with applicable
United Kingdom accounting standards. Our responsibilities, as independent auditors, are
established in the United Kingdom by statute, the Auditing Practices Board and our profession’s
ethical guidance.

We report to you our opinion as to whether the financial statements give a true and fair view
and are properly prepared in accordance with the United Kingdom Companies Act. We also
report to you if, in our opinion, the directors’ report is not consistent with the financial
statements, if the company has not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, or if information specified by law

regarding directors’ remuneration and transactions is not disclosed.

We read the other information contained in the Annual Report and consider the implications
for our report it we become aware of any apparent misstatements or material inconsistencies

with the financial statements.

of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. It also includes an assessment of the significant estimates
and judgements made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the company’s circumstances, consistently
applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by
traud or other irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of the company’s
affairs at 31 March 2000 and of its results and cash flow for the year then ended and have been
properly prepared in accordance with the Companies Act 1985.

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Liverpool

27 July 2000
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Howard OBE Chairtnan Sir Graeme Davies Chairman Chairnun Chairnian Chairman
Chairmen Finance & General Chairman Remuneration Audit Committee Joint Negotiating Advisory Committee
Investment Committee  Purposes Committee Committee Committee

IT department staff in Liverpool - Lyn 12°Arcy, receptionist.
Suzanne McClelland, Philip Moss and Alison Campbell.

USS Insttutions’ meeting at BAFTA on 10 December 1999.
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