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USS Briefing: The likely outcome of a 2021 valuation

This briefing note responds to requests from Universities UK (UUK) and University and College Union 

(UCU) for analysis of the likely outcome if we chose to hold a valuation as at 31 March 2021. 

The 2020 valuation needs to be completed in any event as several funding metrics are still in the red. 

But, on the basis set out in this note, we would not expect the outcome of a 2021 valuation to be 

materially different: while we compensated for exceptional market conditions as at 31 March 2020, 

the same adjustments would not automatically carry over to a ‘more normal’ 2021 valuation. 

We are also mindful that members will start to contribute 11% of salary from October and even 

more potential members may choose to opt out of the Scheme the longer that rate is in place. 

The likely outcome 

We have considered the benefit package on which UUK has consulted employers for the 2020 

valuation, together with our proposed adjustments to its covenant support package. This would (as 

at 31 March 2021 and subject to statutory consultation with UUK) result in an estimated Technical 

Provisions (TP) deficit of around £5.6bn and an estimated contribution rate of 31.6% of USS payroll. 

The same figures for the 2020 valuation would be £14.1bn and 31.2% respectively. (See ‘Summary of 

results’ in the appendices.) 

Our assets have increased in value from £66.5bn at 31 March 2020 to £80.6bn at 31 March 2021. 

But the estimated amount we need to hold for the pensions already promised to members (our ‘TP 

liabilities’) has also increased – to £86.2bn. The estimated annual cost of funding new pension 

promises (the ‘future service cost’) is also slightly higher: up from 24.9% of payroll to 25.6%. These 

increases are driven by lower expected future investment returns and higher expected inflation. 

The outcome illustrated above depends on the associated benefit and covenant arrangements first 

being agreed for the 2020 valuation. For example, the estimated TP deficit and future service cost 

would both likely be higher at 31 March 2021 – £7.1bn and 36.7% respectively – if existing benefits 

continued to be offered (see appendices). They were £3.6bn and 28.7% at the 2018 valuation. 

2020-2021: post-valuation experience 

Market conditions at 31 March 2020 were extraordinary, fuelled by the initial impact of the COVID-

19 pandemic on the global economy. But they were not universally negative for the valuation: asset 

prices crashed, which affected the deficit in respect of pensions already promised – but lower 

market prices meant the outlook for future investment returns was unusually high. 

We compensated for these extraordinary conditions in the 2020 valuation principally through the: 

• discount rate – higher than normal (compared with low-risk returns) but moderated prudently

• proposed deficit Recovery Plan – significant, enduring investment outperformance over 18 years

At 31 March 2021, conditions had broadly normalised in a manner that supports the 2020 decisions: 

asset prices had recovered (allowed for in the proposed Recovery Plan) but, partly as a consequence, 

the outlook for future investment returns had reduced (allowed for in the discount rates). This is 

effectively a form of ‘smoothing’ that is consistent with our Fundamental Building Blocks (FBB) 

model for expected investment returns. In other words, the adjustments we made to take account 

of the exceptional market conditions as at 31 March 2020 (again, a form a smoothing) have been 

validated by ‘more normal’ conditions. But this means the same adjustments would not 

https://www.uss.co.uk/about-us/valuation-and-funding/2020-valuation
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/our-valuation/monitoring-and-action-framework-for-the-2018-valuation_published-31-oct-19.pdf?rev=1fff6887a85046c291a3bdc660193612
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/our-valuation/monitoring-dashboard-31-march-2021.pdf?rev=97884694a7164596ae4760257d45a46f
https://www.uss.co.uk/for-members/articles-for-members/2021/06/06182021_making-progress-with-uuks-proposals
https://www.uss.co.uk/news-and-views/views-from-uss/2021/07/07222021_explaining-our-central-projections-for-future-investment-returns
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automatically carry over. That is why we would not expect the outcome of a 2021 valuation to be 

materially different. 

What has changed? 

Our assets have increased in value, but so have our TP liabilities. Asset prices have recovered, but 

the outlook for future investment returns has correspondingly reduced. Nominal gilt yields have 

increased and the expected rate of improvement in members’ life expectancy is slightly lower but 

market expectations for UK inflation are higher. We would expect to use a ‘more normal’ Recovery 

Plan. See the appendices for more information.  

How would we approach it? 

We would use the same ‘dual discount rate’ methodology – as recommended by the Joint Expert 

Panel (JEP) and supported by the vast majority of employers in consultations for the 2020 valuation. 

We would also apply the same Integrated Risk Management Framework (with assumptions updated 

to reflect market conditions as at 31 March 2021). The two together are consistent with the ‘long 

term funding objective’ suggested by the JEP.  

The strength of the covenant informs the overall amount of investment risk we can plan to take and, 

in turn, the contributions required. Given the extensive analysis of, and engagement on, the 

covenant for the 2020 valuation we would propose initially to use consistent ‘affordable’ and 

‘available’ risk capacity values (see appendices). However, this too could be affected by post 

valuation experience (see below). We assume the level of additional covenant support provided by 

employers would be the same as we are discussing with UUK for the 2020 valuation.  

Other notes 

As conditions were ‘more normal’, there would generally be slightly less prudence in our 

assumptions as at 31 March 2021 than 2020 (compared to the ‘best estimate’). The discount rates, 

for example, would be consistent with lower, less prudent confidence levels (see appendices). 

Given the rates set under the last three valuations1 and the estimated £5.6bn shortfall at 31 March 

2021, we have assumed deficit recovery contributions (DRCs) would be set at around 6%. This 

would be consistent with a ‘more normal’ Recovery Plan and The Pensions Regulators’ (TPR) 

comments of 14 July 2021: 

“If there is a bigger deficit in 2021 than the valuation in 2018, which appears to be the case based on 

the preliminary numbers we have seen, the starting point for discussions about DRCs should be at 

least 6% of salaries. This is the level of DRCs which is payable from 1 October 2021 in the recovery 

plan agreed following the 2018 valuation. 

“The Trustee may choose to consider whether it can get comfortable with receiving DRCs which are 

marginally less than 6% of salaries…we would not expect anything materially below that level.” 

Note also that the ‘self-sufficiency’ deficit has not fallen as much as the TP deficit, and as a result the 

Scheme’s short-term risk position remains uncomfortable. This constrains the trustee decision 

making, through the Integrated Risk Management Framework metrics (see appendices). 

In practice, the Recovery Plan (including length and any allowance for out-performance) would be 

considered in the latter stages of a valuation to take account of post-valuation experience.  

 
1 2017: £7.5bn deficit and 5% DRCs; 2018: £3.6bn deficit and 6% DRCs; 2020: £14.1bn deficit and 6.3% DRCs 

https://www.uss.co.uk/about-us/valuation-and-funding/2020-valuation
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/valuations_yearly/2020-valuation/jep-recommendations.pdf?rev=b34592aa8c6e415daef5880408cded2d&hash=8319800CC6A1B05A3DC7474A7E5658EC
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/valuations_yearly/2020-valuation/jep-recommendations.pdf?rev=b34592aa8c6e415daef5880408cded2d&hash=8319800CC6A1B05A3DC7474A7E5658EC
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/valuations_yearly/2020-valuation/consideration-of-covenant-support-measures-in-future-valuations-16621.pdf?rev=ce2bc2c20b94422895934bbffa008c62&hash=2E59A3AF031F675B6E5FE4A5A92143CD
https://www.uss.co.uk/for-members/articles-for-members/2021/06/06182021_making-progress-with-uuks-proposals
https://www.uss.co.uk/-/media/Project/USSMainSite/Files/About%20us/Valuations_yearly/2020%20valuation/TPR%20letter%20to%20USS%20issued%2014%20July%202021.pdf
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Post-valuation date experience needs to be applied consistently from valuation to valuation – not 

just when it is positive. As above, it has been mixed since 31 March 2020. It is difficult to know how 

it would play out under a 2021 valuation – particularly under an accelerated or streamlined process.  

TPR has said: “We recognise that there are challenges in seeking to run a streamlined [2021] 

valuation process and that in practice this may not be achievable despite the Trustee’s intentions. In 

particular, a streamlined process may be difficult to progress if the current covenant support 

measures and/or benefit reform under consideration were revisited.” 

TPR has also noted that the government’s Autumn higher education sector funding review “could 

potentially have a material impact on affordability for certain employers”. At the least, the prospect 

of changes to HE funding policy would add time and complexity to the completion of a 2021 

valuation. The covenant assessment has been an area of contention between the Trustee and TPR, 

and significant changes in this area could require a substantive re-evaluation. 

Fundamentally, a 2021 valuation would not change the structural challenges facing defined benefit 

(DB) pension schemes. The economic cost of funding ‘guaranteed’ pensions has increased over the 

past decade, driven by higher asset prices and lower expectations for future returns across a sensibly 

diversified and suitably secure portfolio.  

That is as true for USS as it is for other DB schemes. For example, SAUL has reported its future 

service cost now stands at 35% of payroll (some 63% higher than in 2014). The ‘unfunded’ Teachers’ 

Pension Scheme has increased employer contributions to 23.68% – a 43% rise on the previous rate 

(16.5%). 

According to the Pensions Protection Fund, 89% of the UK’s private DB schemes have closed to new 

members, while 48% have stopped offering DB pensions altogether. USS accounts for almost a fifth 

(18.8% - 204,000) of the 1,089,000 people in the UK who are still actively paying into private DB 

schemes, and it is open to new members. 

The 2020 valuation 

The original reasons for pressing ahead with the current valuation still hold: by the end of March last 

year, the Scheme’s funding position had deteriorated dramatically and members’ pensions were at 

risk of being under-funded. Several funding metric triggers are still in the red. Continuing with the 

2020 valuation is the required response under the Monitoring and Actions framework for the 2018 

valuation. Abandoning the 2020 valuation would also bring the Trustee into a breach of regulatory 

expectations. It needs to be completed regardless of whether we were to hold a 2021 valuation. 

TPR is also clear in its letter of 14 July 2021 that it expects the 2020 valuation to be completed in any 

event: 

“The rationale for the Trustee to carry out and complete a valuation as at 31 March 2020 remains. 

We expect the Trustee to do this without delay, regardless of any decision in relation to a potential 

2021 valuation.” 

“Any decision by the Trustee to conduct a 2021 valuation should not be seen as an opportunity by 

stakeholders to avoid or defer difficult decisions, making it less likely that an appropriate, sustainable 

outcome can be reached for the 2020 valuation in a reasonable timeframe.”  

“…one of the options it may be appropriate for us to consider would be to set out a timetable for 

completion of the 2020 valuation in the form of an improvement notice.” 

https://www.uss.co.uk/about-us/valuation-and-funding/2020-valuation
https://www.uss.co.uk/-/media/Project/USSMainSite/Files/About%20us/Valuations_yearly/2020%20valuation/TPR%20letter%20to%20USS%20issued%2014%20July%202021.pdf
https://www.saul.org.uk/#/page/sauls-health-check-results-and-what-they-mean-for-you
https://www.ppf.co.uk/sites/default/files/2020-12/PPF_Purple_Book_20.pdf
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/valuations_yearly/2020-valuation/march-31-2020-valuation-date.pdf?rev=5131ad9118334ef5a03e8f1027d62480&hash=B212B6EE12CF2BC65D218992BF3E2E5C
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/our-valuation/monitoring-dashboard-31-march-2021.pdf?rev=97884694a7164596ae4760257d45a46f
https://www.uss.co.uk/-/media/project/ussmainsite/files/about-us/our-valuation/monitoring-and-action-framework-for-the-2018-valuation_published-31-oct-19.pdf?rev=1fff6887a85046c291a3bdc660193612
https://www.uss.co.uk/-/media/Project/USSMainSite/Files/About%20us/Valuations_yearly/2020%20valuation/TPR%20letter%20to%20USS%20issued%2014%20July%202021.pdf
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We are also mindful of the contribution increases scheduled from October 2021 under the 2018 

valuation – when members will start to pay 11% of salary, with employers paying 23.7%. The high 

level of member opt-outs USS is already experiencing is driven primarily by concerns over 

affordability and suitability/portability.  

The Joint Negotiating Committee needs to make decisions relating to the 2020 valuation by the end 

of August for there to be any chance of intercepting October’s increases. 

Conclusions and next steps 

The outcome of a 2021 valuation would be subject to consultation with UUK and so the outcomes 

illustrated cannot be definitive. The length and optimism of the illustrative Recovery Plan shown 

here would be considered in the latter stages of a valuation to take account of post-valuation 

experience. The trustee may be able to conclude on marginally lower recovery plan contributions 

and negotiate such an outcome with TPR.  It is also clear that changes in market conditions or 

covenant assessments could result in an outcome that was materially worse. 

The indicative outcome is based on the benefit changes and covenant arrangements on which UUK 

has recently consulted employers for the 2020 valuation. A 2021 valuation would be much more 

challenging if those arrangements are not agreed and cannot be carried across. On balance – having 

considered the advice of the Scheme Actuary, the views of TPR, and the perspectives of stakeholders 

– we do not believe there are compelling grounds to commission a 2021 valuation. 

It is critical that the trustee and stakeholders focus first on completing the 2020 valuation and 

addressing members’ and employers’ immediate concerns about the affordability and value of the 

benefits offered by the Scheme  The optimal timing of a subsequent valuation will depend on the 

nature of the outcome negotiated between stakeholders and the trustee is willing to discuss various 

alternative timings, within the triennial statutory frame. 

We look forward in this context, to working with stakeholders on other key issues that need to be 
resolved and have been raised in consultations. In particular, we are keen to address the challenges 
cited by some members of the suitability of the USS offering for those with short tenure and 
concerns on mobility of the pension promise (including international mobility). We would also 
welcome the opportunity to work with stakeholders on the design of alternative benefit 
arrangements, such as conditional indexation, where careful thought will be required on policy 
matters. 
 
We are also keen to discuss how scheme governance can be improved, so that USS can continue 

effectively to evolve and remain one of the best private pension offerings in the country. 

This document is issued by Universities Superannuation Scheme Limited (the “Trustee”) in its capacity as the 

sole corporate trustee of the Universities Superannuation Scheme. The Trustee is not an actuary and cannot 

provide actuarial advice. Therefore, Technical Actuarial Standards do not apply to the Trustee or to the 

provision by the Trustee of this document. Where actuarial information produced for the Trustee has been 

incorporated as part of, or summarised in, this document, the relevant actuary has confirmed to the Trustee 

that the actuarial information complied with applicable Technical Actuarial Standards.  

The Trustee is sharing this document for information purposes only and on a non-reliance basis. Nothing in this 

document constitutes advice. Accordingly, it is important that you take any necessary professional advice, 

including actuarial advice, that you feel you need on the contents of this document. 

Neither the Trustee nor its third-party advisors accept any liability to third parties in relation to the information 

in this document. 

https://www.uss.co.uk/about-us/valuation-and-funding/2020-valuation
https://www.uss.co.uk/about-us/how-were-governed/joint-negotiating-committee
https://www.ussemployers.org.uk/news/uss-employers-back-changes-pension-scheme
https://www.ussemployers.org.uk/news/uuk-launches-short-consultation-uss-employers
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