Pensions examples. USS CARE schemes and Final Salary comparisons.
[bookmark: _GoBack]This document, and the associated spreadsheets, seeks to demonstrate the impact of changes to USS from shifts to a Career Average (CARE) pension scheme from the Final Salary pension scheme. Below is a series of summary tables, with details included in the spreadsheets, for estimates of changes in earnings,  changes to evaluation of existing pension  contributions under CARE, the impact of a career break, the impact on Academic Related staff and finally the influence of discrimination or the effect of being stuck at the top of a lower grade, 
The tables linked with this document have relied upon the original versions posted to the activists list by Roger Brooks. His original tables highlighted the impact of government proposals moving to a CARE scheme and linking the Teachers Superannuation Scheme (TPS) to prices rather than earnings. Government proposals for the TPS CARE scheme revalue existing contributions with a measure of CPI in order to end the link the current scheme has which links pensions to final salaries. Thus, this breaks the link between pensions and earnings and is, in essence, similar in form to the Thatcher government’s ending of the earnings link for state pensions.
In the tables presented here the same calculations are made for the USS CARE scheme with one change made to the originals. The originals assumed earnings would only rise by the level of CPI. This is a very unrealistic assumption as it would involve pay declining in real terms continuously for forty years. This has never happened before and cannot be expected to realistically take place over the next forty years. Therefore instead the tables presented here provide a series of outcomes for pensions with a variety of salary increases (all of which are conservative compared with the rise in earnings over the past forty years). Specifically, these are;
1. Sheet 1 (RPI=CPI+0). Earnings rise by CPI. This is the assumption in the original tables and is included simply for reference to demonstrate how the following three spreadsheets differ from the originals circulated.
2. Sheet 2 (RPI=CPI+1.2%). Earnings increase by CPI+1.2%. This figure is chosen as the estimate by the Government’s own Office for Budget Responsibility (OBR) for the lower bound difference between CPI and RPI. Thus a pay increase of CPI+1.2% per annum would at best represent a pay freeze for forty years.
3. Sheet 3 (CPI=RPI+1.4%). Earnings rise by CPI+1.4%. This is again chosen deliberately, this time as the OBR’s upper bound for the difference between CPI and RPI. Again this would amount to a pay freeze on most measures.
4. Sheet 4 (Pay =CPI+1.9%). Finally, the impact of a modest real pay increase over the period of forty years is included. An increase of one half of one percent above the higher CPI figure (Pay=1.4+0.5%) is modelled.  
Academic with forty years pensionable service
Below is a summary table which highlights the difference between the alternative CARE proposals and Final Salary when you revalue both pension schemes with changes for inflation and earnings. In the table an individual gains 40 years of pensionable salary to gain the maximum pension. The associated tables provide the full data for each of the forty years. The tables are based upon the circulated tables but include four measures for the revaluation of existing pensions contributions. Each of the four spreadsheets has one additional column added to the originals. This is column 4. All columns to the right of this column change in relation to the way in which earnings rise (and use the original formula). Finally, sheet 4 (Pay=RPI+0.5%) models CPI+1.9%. 

Table1
Comparing USS Pension CARE with Final Salary Scheme
	
	CARE Pension Contributions revaluations (1/80th)
	Final Salary (1/80th)

	Earnings increase
	CPI=0%
	CPI+1.6%
	CPI+0.4%
	CPI+0.2%
	

	CPI
	21637.30
	28807.91
	23184.77
	22393.03
	26278.00

	CPI+1.2%
	28348.87
	36887.81
	30204.50
	29256.11
	41843.91

	CPI+1.4%
	29693.00
	38493.38
	31607.68
	30629.29
	45193.14

	CPI+1.9%
	33389.96
	42891.98
	35463.38
	34404.35
	54750.17



The only case when the CARE revaluation exceeds the pension obtained from a final salary scheme is where pay rises are limited to CPI for a period of forty years. If this were to occur real pay in HE would fall by over 50% and in fact be less than the original starting salary, in real terms. In all other cases where earnings rise in line with a measure of RPI or see a real increase over time then the current USS CARE scheme is demonstrably worse than the Final Salary scheme when based upon a similar accrual rate (80ths). Indeed, the bigger the improvement in real earnings the union achieves the worse the outcome in a CARE scheme. 
For the USS CARE scheme to match that of even a rise in earnings as limited as RPI + 0.5% then the revaluation of existing contributions for a CARE scheme would need to exceed 3.0%. But here the non-linear nature of the USS CARE scheme means that those with less than the 40 years of pensionable salary require a higher revaluation in order to match the equivalent Final Salary pension. The current USS CARE scheme can then be said to be increasing inequality within the pension scheme.
The impact of a Career Break
Table 2 below is exactly the same calculation as described above (for the example of pay rising by CPI+1.2%) but introduces a two year break in service at the top of grade 7, (point 37). This may, for example, be the result of a break between contracts. 
Table2
Comparing USS Pension CARE with Final Salary Scheme for a career break.
	
	CARE Pension Contributions revaluations (1/80th)
	Final Salary (1/80th)

	Earnings increase CPI+1.2%
	CPI=0%
	CPI+1.6%
	CPI+0.4%
	CPI+0.2%
	

	40 years service 
	28348.87
	36887.81
	30204.50
	29256.11
	41843.91

	40 years service with a 2 year career break
	26771.64
	34589.9
	28471.17
	27602.63
	39751.72


The impact of a two year break in service is equivalent to a reduction of pension of between 9.3-9.5% in all cases. This is primarily sensitive to the length of the career break rather than the timing of the break as it represents a 2 years loss of the possible 40 years of contribution.

Academic Related pensions and the impact of a lack of promotion opportunities or discrimination on pensions
Table 3 below examines the impact for a member where they are denied promotion into a higher grade for an extended period, for example as a result of discrimination or the lack of promotion opportunities. The Table highlights this impact on pension for an academic related individual who fails to progress into grade 8 for a period of ten years and an academic lecturer/related member who fails to progress into grade 9 for a period of ten years. 
Table3
Comparing USS Pension CARE with Final Salary Scheme with a ten year lag in promotion
	
	CARE Pension Contributions revaluations (1/80th)
	Final Salary (1/80th)

	Earnings increase CPI+1.2%
	CPI=0%
	CPI+1.6%
	CPI+0.4%
	CPI+0.2%
	

	Normal Career progression ALC 7-8
	25524.35
	33646.67
	27282.59
	26383.43
	35044.56

	10 year lag in promotion at top of grade 7
	24223.58
	31878.61
	25877.84
	25031.65
	35044.56

	Normal Career progression grade 7-9
	28348.87
	36887.81
	30204.50
	29256.11
	41843.91

	10 year lag in promotion at top of grade 8
	26890.55
	35098.98
	28669.71
	27760.04
	41843.91



Where a lag in promotion exists, either due to a lack of promotion opportunities or discrimination, a final salary scheme will always overcome this if members have an opportunity to catch-up, whereas in CARE it is always compounded into the pension even if it is overcome eventually! 

