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USS: The Need for a 2021 Valuation 

Michael Bromwich1,2 

In finalising the 2018 valuation the USS committed to a further out of cycle valuation as at 

the 31st March 2020. This allows consideration of the recommendations of second report of   

the Joint Expert Panel (JEP) and the incorporation of new information in a highly volatile 

environment. The next in cycle valuation would be in 2023.  Currently as far as is known the 

USS is not considering a further valuation in 2021. However, there is a need for this to 
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Market prices reflect the views of the market based on public information at a given time. In 

a disorderly market these views can change radically with new information as can returns.  

Some allowance for these alterations can be made by post valuation adjustments to the 

valuation in the 15 months period before a valuation has to submitted to the pensions 

regulator.   

Possible Effects on the 2020 Valuation  

What this means for the USS 2020 valuation can be calculated only by USS. Some feeling for 

how the current environment might affect the 2020 deficit can be suggested by taking the 

assets at the 31st December 2019   as calculated by USS in their methodology discussion 

document which uses the 2018 methodology but in the financial setting of December 2019 
3. 
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doubt on the strength of the covenant. USS’s methodology document hints that even under 

December 2019 assumptions there are doubts about its strength going forward.   Currently 

the covenant is ranked by USS as strong but on negative watch until some   measures to 

protect the covenant are put in place.   Several tables in the methodology document   

displayed together the results with a tending to strong covenant and those for a strong 

covenant.  

 Possible Approaches to the 2020 Valuation 

There is no doubt that the usual approach to determining valuations will generate some 

highly adverse figures leading to   cries to alter future benefits, to restructure the scheme 

and to switch completely to a DC scheme. The USS have always said that they take a long-

term view. This is true of the methodology document which has been subject to a major 

review and includes the main recommendations of the second report of the Joint Expert 

Panel. The major structural features of this methodology are like those    used in previous 

valuations especially the need to be able to switch   to a low return but safe investment 

portfolio if necessary.  As the orientation is long term the document says nothing about the 

current uncertain environment and about   how USS intends to cope. 

There is general agreement that the current situation will reverse and USS could seek to 

build this reversal into its calculations. It is part of pensions ‘lore’ that the long life of open 

schemes allows relaxation over both   one or two bad years and any seeming need for 

precipitative action.   

There are three problems with this approach. One is that in the presence of unresolved 

uncertainties may force USS to use   their ideas about the future as the they see it especially 

about expected investment returns and the covenant
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The 2020 valuation allowed the recommendations of the second report of the Joint Expert 

Panel to be considered in the valuation. The 2020 valuation was required by USS as the 

economic conditions around the 2018 valuation were   seen as so challenging and volatile 

that a further valuation was required in case major adjustments were needed to protect the 

scheme and USS. These problems are redoubled in 2020.  

In the light of Covid-19 the USS has said that:” As we have committed to a 2020 valuation, 
we will continue the process for the time being. However, we will review conditions and act 
as appropriate, which may include applying post-valuation experience that allows us to 
adjust the picture based on significant changes to conditions at the late stages of the 
valuation”. The regulator allows post-valuation adjustments reflecting changing conditions 
during the 15-month period allowed for the valuation.  There seems to be no information 
about these on the relevant current websites and the only explanation found with the 
advice of an actuary was a 10-year-old document issued by the regulator after the global 
financial crisis.  
 
This document does allow the incorporation of changes in asset values, in returns and in 
liabilities experienced during the valuation period in the recovery plan. The pension provider 
can select another date   for the certification of the recovery plan and contributions within 
the 15-month period. This requires a revised valuation. Any change must reflect known past 
events and is subject to the usual constraints of prudence, the strength of the covenant, 
respecting the employer’s risk attitude and the best interest of members. Reasons must be 
given for this change of date and it should be used in the future. The regulator makes it 
clear that such an alteration is not a right but depends on its    merits.    The window for post 
valuation adjustments is really about a year (ending in say January 2021 for the USS 2020 
valuation) to allow the final valuation decision to be made in a timely manner. 
 

The scope for post- valuation adjustments in the 2020 valuation by say August 2020 would 

seem limited. This date is when the valuation needs to be sent to the Joint Negotiating 

Committee for it to consider changing benefits and the character of the scheme. It would 

capture the end of the (first) lock down but not the full recovery, a test for the virus should 

be widely available as may be an antibodies test and some treatments but not a mass-

produced vaccine.  Such adjustments could not    reflect all the information/data of the then 

economic forecasts because they do not reflect known past events. Some of these could 

influence the original valuation.  

Capital Economics’ latest forecast (4 April 2020) is a 15 percent fall in GDP in the second 

quarter of 2020 relative to the first, and a seven percent fall in the year relative to the 

previous year but very modest positive net growth in the year 2021.     In what they describe 

as a reference scenario not a forecast the Office of Budget Responsibility estimated (14 

August 2020)   that the decrease in GDP from the first to the second quarter of 2020 would 

fall by 35 percent 

 recovery 




