Indicative costs of enhancing benefits accrued from 1 April 2022 to 31 March 2024
(based on financial conditions as at 31 March 2022 and 30 June 2022)

Introduction

The information in this note was provided to the Joint Negotiating Committee (JNC) in response to a
request to the Trustee for an indication of the cost (potentially met from “surplus” in the Scheme, or
additional contributions) to increase the benefits accrued between 1 April 2022 and 31 March 2024.

The response provides the cost of increasing the benefits accrued over the two years as follows:

I.  to provide pension increases in line with benefits accruing between 1 October 2011 and
31 March 2022 (i.e., the “soft cap” which provides full CPI up to 5% and half of CPl above
5% up to 15%); and

Il.  the accrual from 85 to 75

It is assumed that all other elements of the benefits remain unchanged for each of the increases in
technical provisions and, in particular, the Salary Threshold remains unchanged (i.e., £40,000 as at 1
April 2022).

The costs of these benefit increases have been calculated as the increase in the technical provisions
that would need to be held.

Previously, the Trustee has provided various indicative costs as at 31 March 2022 and 30 June 2022
and these costs supplement those previously provided. This paper, therefore, should be read in
conjunction with our two previous papers namely: “UCU request for indicative costs for different
benefit structures” and “JNC request for indicative contribution costs for different benefit structures
as at 30 June 2022” both of which are available on the USS website.

Indicative costs of increasing benefits accrued between 1 April 2022 and 31 March 2024
The indicative cost of providing the increases to the pension accruing over the period 1 April 2022

and 31 March 2024 are provided in Table 1.

Table 1: Indicative cost of increases benefits accrued between 1 April 2022 and 31 March 2024

31 March 2022 30 June 2022 30 June 2022

AYR Monitoring  Sensitivity (no IRP)
Increasing inflation protection up £1.0bn £0.4bn £0.5bn
to soft cap
Increasing accrual rate from 85ts £0.7bn £0.5bn £0.5bn
to 75ths




The cost of increasing the level of inflation protection is based on the long-term assumption for
the difference between providing pension increases on a ‘Soft’ cap basis and one where the cap is
set at 2.5% pa used in the 2020 valuation monitoring process.

The indicative costs shown in Table 1 are on the same basis applying to previous costings. That is,
the change to pension increases is costed in isolation but the accrual amendment is assumed to be
in addition to the pension increase.

Assumptions

Table 2 sets out the discount rates at 31 March 2022 and 30 June 2022 used for the each benefit
costing. For the reasons explained in the paper issued in August 2022 (which updated the numbers
as at 30 June 2022), a sensitivity basis is also shown that has no allowance for an inflation risk
premium.

Table 2: Discount rates at 31 March 2022 and 30 June 2022

31 March 2022 30 June 2022 30 June 2022

AYR Monitoring Sensitivity
(No IRP)

Allowance for ‘soft’ cap pension increases
Pre-retirement Gilts+2.35% Gilts+1.85% Gilts+2.10%
Post-retirement Gilts+0.55% Gilts+0.63% Gilts+0.80%

Amending accrual from 85 to 75"
Pre-retirement Gilts+2.30% Gilts+1.80% Gilts+2.05%
Post-retirement Gilts+0.55% Gilts+0.63% Gilts+0.80%

The indicative costs detailed in section 2 have been derived using the methodology for the Trustee’s
monitoring approach for the 2020 valuation. All other assumptions in determining the liabilities are
those used to produce the results as at 31 March 2022.

The indicative costs provided in this paper reflects the financial conditions on the dates shown. The
figures for June have not been through the same process as for a valuation, or that applied to the
Annual Year-End Report (AYR) at 31 March 2022 when the Trustee took and considered additional
advice from the Scheme Actuary and other advisors®. No greater reliance should be placed on these
costs than that placed on the monitoring figures that are provided under the Trustee’s Financial
Management Plan. As such they should be viewed as an indication of the cost and could be subject
to significant variation if fuller formal valuation processes were applied.

The figures in this paper continue to be based on the membership data used for the 2020 valuation
rolled forward to the calculation date.

1The process to develop the AYR is significantly less thorough compared to a full scheme valuation.



21 October 2022

Disclaimer

This document is issued by Universities Superannuation Scheme Limited (the Trustee) in its capacity as
the sole corporate trustee of the Universities Superannuation Scheme. It incorporates actuarial
information (the Actuarial Information) commissioned by and produced for the benefit of the board
of directors (the Board) of the Trustee. Technical Actuarial Standards (TAS), as published by the
Financial Reporting Council, require amongst other things that communications within their remit (i)
“shall be clear, comprehensive and comprehensible so that users are able to make informed decisions
understanding the matters relevant to the actuarial information” and (ii) identify the user of that
communication. “Users” are defined by TAS as “those people whose decisions a communication is
intended (at the time it is provided) to assist.”

The Actuarial Information was produced for the Board as “user”. In receiving the Actuarial
Information, the Board has sought the appropriate assurances with regards to compliance with TAS.

In the interest of transparency, the Board has subsequently agreed to publish the Actuarial Information
as part of this document. It is important, in this regard, to reiterate that (a) the Actuarial Information
was generated by the relevant actuaries for the Board as “user” and therefore with the specific
circumstances of the Board alone in mind; and (b) it is not possible to adapt the Actuarial Information
in @ manner that would take account of the individual circumstances of any person that may now
access this published document and in addition this information is not intended to assist any decision.

The Trustee is making this document available for information purposes only. Nothing in this document
constitutes advice. It is important that any person accessing the document takes their own professional
advice on its contents if they judge such advice necessary.



