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UNIVERSITIES SUPERANNUATION SCHEME

MANAGEMENT STATEMENT

In the year to 31 March 2002 the scheme’s membership continued to grow,
although poor investment returns generally saw the value of the tund fall over
the year for the second year running. The scheme’ active membership increased
by +.8% from 91,300 to 95,700 and there was substantial growth in the
numbers of pensioners and those entitled to deferred benefits to 49,500 (up by
9%) and 35,100 (up by 6%) respectively. At 31 March 2002 the fund had total
assets of around /£ 20) billion.

[t was another poor year for pension fund performance generally and for the
tund. The fund's return of -10.1% was well below both price inflation and below
its peer group average although over the longer term the fund’s performance
remains ahead of its target and comfortably exceeds the assumptions used in
the 1999 actuarial valuation of the scheme.

We reported last year on certain operational difticulties which we experienced
following the implementation of the trustee company’s new pensions
administration software, the Universal Pensions Management System, in
August 2000. We are pleased to report that during the year these difficulties
were largely overcome and that the levels of service being provided to member
institutions and individual members were reinstated to a satisfactory standard.

A consultation process took place during the year with both employers and
members to ascertain the level of support for a possible improvement in the
USS accrual rate to 60ths. In addition to discussions which took place during
the UUK contference in September 2001 and at the USS institutions’” meeting
at BAFTA in November 2001 letters were sent to all institutions and to all
members of USS seeking their response to the proposals. No decision on any
change in the accrual rate will be made until the results of the triennial
actuarial valuation as at 31 March 2002 are known. However, the results of the
consultation process, the prospect of reduced investment returns in the future
and, quite likely, a reduced surplus at the valuation make a decision to improve
the accrual rate to 6(ths for both past service and future service look more

unlikely now than when we first began to consider the matter in 1997.

There have been many reports recently in the media of employers closing the doors
of their final salary schemes to new members and in some cases winding-up
schemes. Providing pension

benefits for employees is a =

long-term commitment and
that determination has been
evident in USS since it was set
up in April 1975. We want to
reassurc members that in our
opinion the institutions that
participate in USS remain
fully supportive of providing a

final salary scheme.

Graeme | Davies David B Chynoweth
Chairman Chief Executive
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The fund’s investments have increased from
£17.2 billion in 1998 to £19.8 billion as
at 31 March 2002. Poor investment returns
generally have seen a decrease in the value
of the fund’s investments tor the second
year running. More details are given in
the investment committee report on page
19 and in the five year summary of the
tund accounts on page 6+.

After the fund’s exceptional investment
returns in 1999, both 2000 and 2001 were
poor years for the tund. The total return
for the fund in 2001 was -10.1%, behind
both price inflation and the WM50
benchmark return. Over five years the
tund has underperformed the WMS50
average while over ten years it has
performed in line with the WMS5(
average. Over both five and ten years the
fund return has comfortably exceeded
RPI. More details are given in the report

of the investment committee on page 19.

The membership of the scheme continues
to grow steadily. As at 31 March 2002 the
total membership was 180,300 an increase
of 6% trom last year and 28% from four
years ago. More details are given in the
five year summary of the tund accounts
on page 6.
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UNIVERSITIES SUPERANNUATION SCHEME

TRUSTEE COMPANY

PRINCIPAL OFFICERS AND ADVISERS

The principal officers and advisers of the trustee company at 1 August 2002 are:

Chief Exccutive

Chief Investment Officer
Chief Accountant

Chief Pensions Manager
Company Secretary

IT Manager

Communications Manager

Surveyor
Actuary
Solicitors
Auditors
Bankers

Property Consultants

D B Chynoweth BA CPFA FCCA FCMI
P G Moon

C S Hunter BSc CA

Rosemary A Mounce BSc ARCS AIA

J P Williams BA ACIS MCIPD MCMI
D S Andrews

C G Busby

R G Walden BSc FRICS

E S Topper MA FIA FPMI

of Mercer Human Resource Consulting Limited
Clarence House, Clarence Street, Manchester M2 4DW
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

Investinent mandagers

Investment consultants
Custodians

Investment performance
measurement

Property valuers

Computer software

Computer hardware
Data recovery

Insurers

Clifford Chance, Dundas & Wilson, Lawrence Graham,
Hammond Suddards Edge, Mitchells Roberton,
Fried Frank Harris Shriver & Jacobson

Baillie Gitford & Co, Capital International Limited,
Schroder Investment Management Limited,
Merrill Lynch Investment Managers, Henderson Global Investors Limited

Mercer Investment Consulting
Deutsche Bank, JP Morgan Plc

Investment Property Databank Limited, The WM Company
Colliers Conrad Ritblat Erdman

Comino ple, Azlan Limited, Oracle Corporation UK Limited,
Morse Limited

Hewlett-Packard Limited
Synstar Business Continuity Limited
Royal & Sun Alliance

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 statutory
power of appointing new trustees applies provided that a new trustee may not be appoted
without the approval of the joint negotiating committee. The trustee company is also the
administrator of the scheme tor the purposes of the Income and Corporation Taxes Act 1988.

The registered office of the trustee company to which enquiries about the scheme generally or

about an individual’s entitlement should be sent is:

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

The membership at 31 March 2002 of the principal committees was as follows:

Muanagement Committee

Appointed by Universiries UK (UUK)
Professor Sir Graeme Davies (Chairman), Professor Sir Martin Harris, M S Potts,
Baroness Warwick of Underclitte

Appointed by the Association of University Teachers (AUT)
Mrs Angela Crum Ewing, Professor Charles Sutcliffe, ] W D Trythall

Appointed by the Higher Education Funding Councils (HEFCs)
Sir Howard Newby

Co-opted
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, M S Potts, ] W 1D Trythall, Baroness Warwick of Underclitte

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

Audit Committee
Appointed by the management committee
Dr Christine Chullis (Chairman), Mrs Angela Crum Ewing, C ID Donald,
M S Potts, Professor Charles Sutclitte

Remuneration Committee
Appointed by the management committee
L Collinson (Chairman), Mrs Angela Crum Ewing, C 1D Donald, M S Potts,
J W D Trythall, Baroness Warwick of Undercliffe

Advisory Committee
Appointed by UUK
Dr A Bruce, A D Lintoot. D W Sims
Appointed by AUT
Ms J McAdoo (Chairperson), A Carr, Dr ] de Groot

Joint Negotiating Comumittee
Independent Chairman
Sir Kenneth Berrill
Appointed by UUK
Dr A Bruce, I Crawford, Dr S G Fleet, A ID Linfoot, C Morland
Appointed by AUT
Ms L Barker, Ms C Cheesman, Dr | M Goldstrom, Dr T McKnight, A Waton

ur
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UNIVERSITIES SUPERANNUATION St HEME

COMMITTEE REPORTS

Colin D Donald

Colin Donald (67) has been a director of USS Led as a co-opted
member of the board smee | July 1990 and deputy chairman since
1996. Until 1994 he was a partner and laceerly a consultant wich the
tirm of McGrigor Donald. solicitors n Glasgow specialising m private
client, trust and charity work. He was a Liy member of the Court of
the Universiey of Glasgow trom 1980 to 1997 and chairman of the
university’s non-acadenne staff penston scheme trom 1984 to 1997,

A S Bell CBE

Scott Bell (60) retired in March 2002 atter 14 vears as group managing
director of Standard Life. He 15 a member of the Financial Reporting
Council and has been the Honorary Canadian Consul in Scotdand
since 1994, He has been a director of USS Ltd since August 1996,

Sir Howard Newby

How.urd Newby (54) jomed the Higher Education Funding Counail
tor England as chiet cxecutive m Oceober 2001, Prior to that he was
the vice-chancellor of the University of Southampton from 1994 to
2001, His earlier posts include chairman (1988-94) and chiet executive
of the Econonuie and Social Research Council, Professor of Sociology
at the Umiversity of Essex (1983-88) and Professor of Sociology and
Rural Socialogy at the Umversity of Wisconsin, Madison (1980-83).
He became a director of USS Lid in October 2001,

Professor Charles Sutcliffe

Charles Sutclitfc (34) has taught finance at the University  of
Southampton ance 1994, and previounly worked at the universities of
Newcastle and Reading. From 1981 to 1985 he was an clected member
of Berkshire County Council and a trustee of the Berkshire Local
Authorities Superannuation Fund. Between 1973 and 1985 he was
audicor of the Reading Association of University Teachers. Since 1983
he has been a member of the Research Board and the Research and
Development Group of the Chartered Institute of Management
Accountants, and vice-chairman of the Research Board simce 1997,
He was appointed as an AUT nominated director of USS Ltd in 2001,

Baroness Warwick of Undercliffe

Diana Warwick (37) was appointed chief executive of Universities UK
(formerly the Committee of Vice-Chaneellors and Prmapals) m
1993, Previously she had been for three years Chief Executive of the
Westiminster Foundation for Democracy and from 1983-1993 she was
the General Secretary of the Association of University Teachers,
representing some 30,000 acadenue and sentor staft o UK
umveraties. She was a member of the Employment Appeals Tribunal
trom 1984 to 1999 and the Standing Committee on Standards in
Public Life from 1994 to 2000, From 1985 to 1993 she served as a
board member of the British Council. was a governor of the
Commonwaealth Institute until 1995, and a member of the TUC
General Council between 1989 and 1992,

MANAGEMENT COMMITTEE MEMBERS a5 at | August 2002

Professor Sir Graeme Davies, Chairman

Graeme Davies (63) is currently Principal and Vice-Chancellor of the Universitv ot Glasgow, He was educated in the School
of Engimeering of the Unveraty of Auckland, New Zealand. He was until September 1995 Chiet Execativeof the Higher
Education Funding Council for England (and previously the Univeraties Funding Council and the Polytechnics and
Colleges Funding Council). He was vice-chancellor of the University ot Liverpool from 1986 to 1991 and holds honorary
degrees from Liverpool. Shethicld. Nottingham, Manchester Metropolitan, Strathelyde and Auckland univeranes, He sies
on the Scottish Science Trust and the board of Universities UK. He was appomted chairman of USS [td m 1996,

Leonard Collinson

Leonard Collinson (68) 15 the tounder and a director of Collinson Grant
Group and chairman of The Campaign Company, Central Plastics
and the publisher, Industry Northwest. Also, he is chairman of the
Forum of Private Business and the Small Business Research Trust. He
15 a Deputy Lieutenant for the County of Merseyside and has been a
director of USS Ltd since February 1989

Professor Sir Martin Harris

Martin Harris (38) has been the vice-chancellor of the Univerity of
Manchester since 1992, He was previously vice-chancellor of the
University of Essexfrom 1987 to 1992 and a member of the Univeraty
Grant. Committee from 1984 to 1987. He was chairman of the
Committee of Vice-Chaneellors and Principals (now Universities UK)
trom 1997 to 1999. He s a member of the North West Development
Agency and he has been a director of USS Ltd since 1 April 1991,

Michael Potts

Michael Potts (63) 1 President of the Council of the Umversity of
Lwverpool, having served as Treasurer to the umversty between 1993
and 1999. He is a chartered accountant and retired trom Coopers &
Lybrand in 1993 after 20 years as semor partner in the Liverpool
office. He is currentdy President of the North West Cancer Rescarch
Fund. having served as Chairman for nine years and s a non-exceutive
dircctor of 4 number of private companies. He was appointed a Deputy
Licutenant tor the county ot Merseyside in 2000 and has been a
director of USS Ltd smce 1999,

Angela Crum Ewing

Angela Crum Ewing (72) was formerly Deputy Registrar of the
University of Reading from which she retired m 1995, From 1995 w0
1998 she was a comsultmt to the Moscow School of” Social and
Economic Sciences. Betore her retirement she chaired the national
Adnunistrative Statf Committee of the Association of University Teachers
(AUT) trom 1986 to 1991 and was mational president of the AUT in
1991 92, She has been a trustee of the AUT pension fund since 1994,
She was appointed the tirst pensioner director of USS Ltd in 1997 having
previowly served as a member ot the Joint Negotiating Committee
trom 1989 to 1990 and of the Advisory Committee trom 1990 to 1994,

J W D Trythall

Mr ] W D Trythall (Bilh. 57. has taught 20th century history at the
Uhiversity of York since 1969, He has been active - the labour
movement 1 York. For 14 years he was a member of the national
executive committee of the Association of University Teachers and
served as its President in 1989 90. He is at present a trustee of the
association. He has a broad interest i pensions provision and serves
on the advisory committee of the Pension Trustees” Circle and on the
advisory group tor the Just Pensions project. He has been a dwrector
of USS Ltd since 1988,

MANAGEMENT COMMITTEE

The management committee submits its twenty-seventh annual report on the progress ot USS.
Separate reports on the activities of the investment committee, the joint negotiating committee
and the advisory committee tollow this report.

Committee members

There have been two changes in membership of the committee during the year. Dr ] M Goldstrom
ceased to be an Association of University Teachers (AUT) appointed director of the trustee
company on 31 August 2001 and was succeeded by Professor Charles Sutcliffe. Sir Brian Fender

ceased to be the Funding Councils’ appointed director of the trustee company on 30 September
2001 and was succeeded by

Sir Howard Newby. We are
most grateful to both Dr
Goldstrom and Sir Brian for
their contributions to USS
matters during their terms
of oftice.

Lord Mark Fitzalan Howard
retired as a co-opted director
of the trustee company with
effect from 1 April 2002.
Lord Mark had been a
director and chairman of
the investment committee
since April 1993 and we are
most grateful to him for his

A management committee meeting
in Liverpool. wide ranging and valued

contribution during his
nine years in office. He has been succeeded as chairman of the investment committee by Scott
Bell. The management committee is currently seeking to fill the co-opted vacancy caused by

Lord Mark’s retirement.

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 Universities
UK (UUK) (formerly 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 Funding Councils.
UUK, AUT and the Funding Councils 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 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 oftice. USS Ltd directors normally
serve a three year term but are eligible for reappointment in the above manner. In keeping with
corporate governance principles the management committee has decided that co-opted
director appointments will normally be tor a maximum of three terms. The Articles of
Association also provide for the removal of any director where (in virious circumstances) he or
she is prohibited from acting as a director.
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COMMITTEE REPORTS

Institutions

At 31 March 2002 there were 309 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), including the constituent schools and colleges ot the universities of London and

Wales, all the colleges of the universities ot Oxford and Cambridge and 167 other institutions.
Changes in institutions participating occurred as follows:

New participating institutions
Ashridge (Bonar Law Memorial) Trust*
Bristol, Clifton and West ot England Zoological Society*
Centre for Migration Studies
Connect - The Communications Disability Network
Cranfield Aerospace Limited
International Research Foundation for Open Learning
Kelvin Nanotechnology
King Alfred’s College of Higher Education, Winchester*
Regional Studies Association
Sheftield University Enterprises Ltd
Smith Institute
University of Cambridge Challenge Fund
University College Northampton*
YHUA Ltd

*denotes an institution admitted only for employees who had been members of USS whilst in a previous employment.

Institutions which ceased to participate:

Associated Examining Board (merged with Assessment and Qualifications Alliance)

Northern Examinations and Assessment Board (merged with Assessment and
Qualifications Alliance)

Inns ot Court School of Law (merged with City University)

Expansion of USS

As reported in previous years, the rules were
amended on 10 December 1999 to extend
the eligibility for new institutions to include
those that are majority owned by one or
more existing institution. Several of the new
institutions that have joined this year have
taken advantage of this rule change. The
rules were also amended to allow current
institutions to admit further categories of
statt to USS. There has been a significant
increase this year in the number of enquiries
from institutions wishing to merge their

non-academic staff’ schemes into USS and

discussions are ongoing with these institutions.
A small number of institutions have decided Philip Moss, Russ Thomas,

to offer USS membership to other groups of e el pi S i e

. . . members of the [T department.
statf but only in respect of new recruits.

UNIVERSITIES SUPLERANNUATION SCHEME

COMMITTEE REPORTS

Scheme membership

In seeking to promote USS the committee continues to set no expectations or target? for-
increased membership numbers. The only objective that has been set is to make the benctits of
participation in USS known to all organisations that are eligible to join USS, and to those that
can expand the membership of USS within their organisation, encouraging them to do so
where appropriate. The officers continue
to keep representatives of the British
Universities Finance Directors Group
(BUFDG) informed ot developments.

During the year 17,858 new members
joined the scheme and at 31 March 2002
the total membership, including pensioners
and those entitled to deferred benetits, was
180,316 compared with 169,808 a year
earlier. Further details of the changes in
membership during the year are contained
in the section “Membership Statistics”
on page 38 and over the five years ended

31 March 2002 in the Summary onpage 64.

The proportion of eligible new employees

choosing not to join USS was 15% Pensions department managers

. o Bernie Steventon and Brendan Mulkern
compared with 17% last year.

Stakeholder pensions

Stakeholder pensions legislation became effective on 6 April 2001 and employers had until
October 2001 to comply with the requirements. Certain circumstances exempted employers
from the legislation. one of the main exemptions arising when membership of an occupational

pension scheme is offered as an alternative to a stakeholder pension.

Many of the institutions would have been obliged to provide access to a stakeholder pension in
respect of signiticant numbers of academics employed on irregular contracts (although not all
such employees would be subject to the legislation). However. the trustee company extended
the eligibility conditions by means of the twenty-third amending deed such that employees on

irregular contracts can now join USS if their employing institution so decides.

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 2002, twenty six deeds ot amendment. Two
deeds of amendment were executed during the year. Details on the rule amendments are given

in the report of the joint negotiating commiittee on page 32.

Pensions sharing on divorce

Members are now able to share pension scheme benefits with their ex-spouse in the event of
their divorce. A comprehensive fact sheet has been produced for members and their adviserf
providing detailed information. A charge, in line with National Assocation of Pension Fund’s
recommendation, is made for the implementation of a court order for pension sharing. There
were more than 300 requests for information up to 31 March 2002 although only one court

order was received for implementation.

9
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COMMITTEE REPORTS

Pension increases

Rule 15 of USS provides that pensions in payment, deferred pensions and deferred lump sum
I?ayable from the main section shall be increased in a similar manner to the increases I‘I:)vide(;
fo.r official pensions under the Pensions (Increase) Act 1971 (although increases on thepamount
of pension which represents the Guaranteed Minimum Pension (GK/IP) are treated differentl

see below). As reported last year, USS pensions were increased by 3.3% on 21 April 2001 a

5 . y . s .
S)n 21 Aprfl 2002 pensions which satisfied certain qualifying conditions and began before 24 April
2001 were increased by 1.7% with smaller increases applying for pensions which began after that
date. Deferred pensions and deferred lump sums were increased by the same rate. )

That part of the pension payable fro i i .
Security, as are increases in excess of 3% on that part 6f the - > ‘ g Department of Social
pension which represents the post-
1988 GMP. 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 trom the
supplementary section shall be
increased to the extent that
the trustee company, acting on
actuarial advice, decides. As a

result, pensions arising from

Pensions Department supervisors )

(back row) Dave Caldwell, Martin Gains, Jeanette Stevens, the supplementary section
Julie Upton, Eifion Morris and were increased at the same

(seated) Carol Bradshaw, Linda Saunders and Pat Ross. rates as those that applied to

the main section.
Pension increases in 1997 and 2000

Ir.1 Apr.il 1997.and April 2000, the years following the last two actuarial valuations, USS Ltd paid
.dlscret.u.)nary mcreases to pensioners of (0.9% and 1.0% respectively. These incre;ses we ; 'ld
m addition to the normal increases that were paid in line with the Retail Price Index (Rll;el pi‘i\
tor the normal annual R Pl increase, the discretionary increases were paid only c;n the )USSS

ension in excess of
S‘ eSS of .the GMP so that the GMP component of the original member’s pension
id not receive any discretionary increase.

It w 1 ifi i
as subsequently identified that the rule change introducing these increases in each year had

been misinterpreted and that the di i i
: scretionary increase should, in f: i
tull pension including the GMP e e been appled o he

An exercise was carri i i i
carried out to identify all USS pensioners, widows, widowers and dependants

WhOSC nerits p . ; <
be Cf g had beell UI)dCI ald COIICCthIlS fOl e\lStlllg pellSI()IleIS were pIOCCSSEd n the

aly ]0( ) )Zly]i)l . Fay]lle] Stow (l()\,’VS W (l(NVe ]l(l (le[)e (la 1 were l(le( [« ’Il y
I e(blu < )... v g rsa n S I nCl n th 1
< < p y . 2 1 u Ie“tly ongoi O Mmake ayllle ts to tlle estate 01 be“ef aries
00 a 1011 An €xercise 15 ¢ r g ng t l\ p n S 1C1ar
\V]l() were elllltled to t]lese payllle“ls but V ll() dled 1)61()16 t]le correction were m de
W S a
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Contribution rates
The rates of contributions payable by members and institutions between 1 April 2001 and 31

March 2002 were as follows:

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

USS Supplementary Section ~ Member (0.35% of salary
Institution Nil

Actuarial matters

A statement by the actuary is shown on page 6 1. It reports that the last full actuarial valuation was
carried out as at 31 March 1999, that actuarial reviews were completed as at 31 March 2000 and

31 March 2001, and that a turther tull actuarial valuation is being carried out as at 31 March 2002.

The actuary also carried out a limited review of the tinancial position of the scheme as at 30
September 2001 in the light of the events of 11 September and the general deterioration in equity
markets during the year. His conclusion was that, although the tunding position of the scheme
had fallen trom its level at the last valuation, the scheme nevertheless remained in surplus.

The valuation as at 31 March 2002 will be completed before the end of 2002 and the results
will have been communicated to all interested parties prior to the meeting of the institutions’
representatives on Thursday 5 December 2002 when it will be an item on the agenda. Meanwhile,

the actuary has recommended to the management committee that no change be made in the

institutions’ contribution rate.

Accounting matters

The principal financial statements for Universities Superannuation Scheme and Universities

Superannuation Scheme Limited (the trustee company) are set out later 1n this report.

The accounts of the trustee
company show a decrease in
operating costs from /21.9
million in  2000/2001 to
£21.4 million in 2001/2002, a
decrease of 2.6%.

However, included within these

figures are amounts recovered

during the year in respect of

costs charged to the accounts in

Accounts Department supervisors Mike McGreal,
Shelagh O'Grady, Elaine Matthews and Allison Tarleton.

previous years in three specitic

areas - VAT, legal costs relating
to USS Ltd’s claims against its tormer general manager investments and its fidelity guarantee

insurers and extraordinary service charges in respect of USS Ltd’s former premises in Liverpool.

Excluding these items, total operating costs increased by 2.6%, consisting of an increase in

Investment management costs of 2.3% and in administration costs ot 3.5%.

For the second year running the fund’s investments produced a negative return, with the total
tund underperforming its benchmark for the year 2001. However, Capital International. the

external manager whose fee is performance related, continued to outperform its benchmark so

that investment management costs remain high.

11
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In the Liverpool office considerable effort during the year focussed on successfully reducing
backlogs and returning to a satistactory level of service. While much of the credit for this
achievement was due to etticiencies introduced by the Universal Pensions Management system
implemented in 2000, an increase in statf numbers was also necessary and this is the main reason

for the increase in administration costs.

Full details regarding the operating costs and a review of the activities for the year are given in

the Directors’ Report & Accounts on page 65.

Legal action

For over 10 years USS Ltd has been seeking recompense from its former general manager
investments, Mr Spink, and from its fidelity guarantee insurers, the Royal & Sun Alliance, in
connection with USS Ltd’s investment in Jettrey S Levitt Ltd, an unquoted investment of the
fund which went into receivership in May 1991. The matter came to court in January 2002 and
after four days in court an out of court settlement was agreed. The exact terms of the settlement
are subject to a confidentiality provision and cannot be disclosed but the overall settlement to
USS Ltd trom both its insurers and from Mr Spink is considered acceptable by the directors. Part
of the amount received is in respect of the recovery of the legal costs of this particular action in
this and in previous years and is included in the financial statements of USS Ltd while the

balance is included in the financial statements of the fund.

[nvestment policy

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

proportion managed by each manager at 31 March 2002, are as follows:

(a) 49.6% is managed internally by the trustee company’s London Investment Office (with JP
Morgan as custodian). Of this 41.2% are securities and 8.4% are property assets;

(b) 8% is managed by Baillie Gifford (with Deutsche Bank as custodian); 8.4% is managed by
Capital International (with Deutsche Bank as custodian); 7.9% is managed by Schroder
Investment Management (with Deutsche Bank as custodian);

(c) 22.9% is administered internally on the advice of HSBC James Capel Quantitative Techniques
on a basis to track the FTSE All-Share Index ot UK equities (with ] P Morgan as custodian);

(d) 1.1% 1s managed by Merrill Lynch Investment Muanagers on the basis of providing an
enhanced return to that of the FTSE All-Share Index of UK equities (with Bank of New

York as custodian);

(e) 1.2% is managed by Henderson Global Investors Limited on the basis of providing an enhanced
return to that of the FTSE All-Share Index of UK equities (with JP Morgan as custodian);

(f) 0.9% of the tund is represented by insurance policies.

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

The year to 31 December 2001 was another poor year for pension fund performance generally
with negative returns for the average fund for the second successive year. It was also a poor year
for the fund. The fund’s performance for the year failed to meet its target, ranking in the 72nd
percentile of the WM 50. The fund has also underperformed its peer group over the last five

years while over ten years its performance is exactly in line with the peer group average.

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

manager are given in the report of the investment committee.
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As was reported in previous years, it is a requirement of the Pensions Act 1995 that the trustees
of each pension scheme draw up and maintain a statement of investment principles. This
statement must lay down the investment objectives of the pension scheme and explain why these
objectives are suitable for the particular circumstances of the scheme. The management
committee took the view that, for USS, this statement should provide significantly 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,
commences on page 34 and is unchanged from the statement which was included in the Report

& Accounts last year.

The paragraphs on socially responsible and sustainable investment have been simplified trom

those which were included in the original statement which was published in 1997.

A more detailed brieting on this issue, which may be amended from time to time. and USS’s

policy statements on corporate governance are published on the USS Ltd website.

Myners Review

The Myners Review of Institutional Investiment published its final report in March 2001. The report
concluded that there were a number of areas where change would result in a clearer investment
decision making process. The report made a number of recommendations and proposed two sets

of principles of investment for pension funds, one for defined benetit schemes and the other for

rr—

defined contribution schemes. The report

led to widespread debate in the pensions

industry and following a period of
consultation the government published its
response to the Myners Review proposals
in September 2001. The government
largely accepted the report’s proposals but
restated the principles of investment in a

slightly amended format.

The management committee considers
that USS Ltd largely complies with the
government’s recommendations but
recogmses that some changes will be
necessary in order to comply fully with
all the recommendations. It has therefore
set up a working party under the
Clive Edwards and Peter Moon chairmanship of the chairman of the

of the London Investment Office. investment committee, Scott Bell, to
consider the changes that should be made

to ensure USS Ltd complies with the government’s recommendations. The government intends
to carry out a public assessment of the effectiveness of the principles in bringing about change
beginning in March 2003. The working party will be reporting to the management committee
by the end of 2002 and it is the intention that USS Ltd will comply fully with all the

government’s recommendations as soon as possible.

One of the principles concerns the etfectiveness of the investment decision making process and
the management committee believes it would be helpful it the way in which investment
decisions at USS Ltd are taken was made clearer. Much of this is set out in rule 20.5 of the
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scheme rules. The management committee retains the overall power of investment in relation
to the fund but can delegate to the investment committee the power to decide the investment
policy of the fund (rule 20.5(g)). In practice, the investment committee will generally make
recommendations to the management committee, rather than decisions, on matters of strategy.
This would encompass, for example, changes in the fund’s investment objective, its investment
target, the appointment and remit of external managers, investment in new asset classes (such as
private equity) and decisions on whether to participate in new investment activities (such as
securities lending). In making its recommendations, the investment committee receives advice
from its external investment consultants, Mercer Investment Consulting. All stock selection
decisions are made by the individual investment managers (either internal or external) within
constraints recommended by the investment committee and agreed by the management
committee. The external balanced managers have tull discretion over asset allocation although
the chief investment oftficer and the investment committee monitor their activity. The internally
managed fund recommends changes to its asset allocation policy on a half yearly basis for the
approval of the investment committee. The investment committee also determines the
appropriate allocation of cash (new money) between the ditterent managers on a quarterly basis.
The management committee believes that this structure, together with the range of expertise of
its in-house staff, committee members and external managers and advisers, enables the trustee
company to make eftective investment decisions.

COI‘pOI‘JtC governance

The directors of USS Ltd 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 sateguarded against unauthorised use or disposition;

e the trustee company and the scheme are being operated efficiently and effectively:

e relevant legislation is complied with.

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

against material misstatement 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-commiittees: the finance & general purposes commiittee, 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
commiittee, 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 tinancial estimates and cash flow
torecasts produced annually by the officers and monitors progress each quarter against them. 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 financial statements and accounting policies.
It also considers reports from the internal audit manager, the compliance officer, the external
auditors and regulatory bodies such as the FSA. The chairman of the committee has regular
meetings with the compliance officer. At least once a year the committee meets with the
external auditors without the officers being present.
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The remuneration committee makes recommendations to the management committee on terms

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

Internal audit within the trustee company consists of an internal audit manager, one full-time
assistant and one part-time 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
Terry Raby, Philip Brayne and Collette Curry discussed with management and an

of Internal Audit 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.

The directors confirm that they have established procedures such that they fully comply
with the Turnbull Working Party’s guidance for directors on internal control for the year ended
31 March 2002.

The management committee, through its audit committee, has reviewed the effectiveness of the
process for identifying, evaluating and managing the key risks affecting the scheme.

Administration

The service provided to members and institutions continues to be monitored each quarter.
Reports showing achievements compared with targets are reviewed by the finance & general
purposes commiittee and are discussed at meetings of the institutions’ finance officers’ group, a
liaison committee which met twice during the year.

Development and enhancement of the new pensions administration software, the Universal
Pensions Management system, has continued since its implementation in August 2000 and
increased productivity has been achieved following the implementation. Operational difficulties
mentioned last year were largely overcome during the year and the levels of service being
provided to member institutions and individual members were reinstated to a satisfactory
standard.

Two administration seminars were held during the year at the Liverpool office and two pension
workshops, one at King’s College and one at University College, London, as part of the ongoing
programme of activities to foster good communication between the trustee company and the
members of staff at institutions who are involved with the administration of the scheme. The
two institution advisory panels each met three times during the year. The advisory panels which
comprise administrators who regularly deal with USS discuss a wide range of topics which
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provides the trustee company with helptul advice and comments. One major topic of discussion
is the provision of annual benefit statements. The annual meeting with institutions’
representatives took place in London in November 2001 and a full report of the proceedings is

available on our website.

The trustee company reviews its activities regularly in conjunction with its advisers to ensure

that the scheme remains fully compliant with all relevant legislation and other requirements.

During the year there were 42 instances of late payment of contributions by institutions. Of
these 24 related to late payment of member AVC contributions to the Prudential, 14 related to
late payment of premature retirement scheme contributions and four were late payment of
employee and employer contributions. Of these 14 were reported to OPRA jointly by the
trustee company and the scheme actuary. The auditor, PricewaterhouseCoopers. however, still
has a requirement to report all late payments of contributions to OPRA and reported on all
instances during the vear. Each late payment occurred as a result of an administrative problem
or oversight and in each case contributions were subsequently remitted in full.

The Pensions Act 1995 required the trustees or managers of an occupational pension scheme to
have introduced by 6 April 1997 tormal arrangements for the resolution of disputes with
members about matters relating to the scheme. USS Ltd’s arrangements provide for a specitied
officer of the scheme, (the chief pensions manager) on the application of a complainant, to give
a decision on such a dispute and tor
the trustees or managers, on the
application of the complainant
following that decision, to review
the matter in question and either
confirm the decision or give a new
decision in its place. The first
decision in this process is taken by
the chief pensions manager but the
advisory committee, augmented for
this purpose alone by two members
of the management committee (one
nominated by UUK and the other
by the AUT) takes the second

Di Brown, Joyce Kenwright,
Sharon Cadwallader and Julie Roberts;
the Liverpool secretarial team. decision. This internal dispute

resolution procedure was used 10
times during the year in respect of complaints brought against the trustee company. Six cases
were considered during the year by the advisory committee in its enlarged second-stage dispute
resolution capacity, and the stage one decision taken by the chief pensions manager was upheld
in three cases. In the three other cases the enlarged advisory committee did not uphold the stage

one decision and instead made a recommendation for compensation.

Since the statutory prohibition in April 1988 of compulsory membership of occupational
pension schemes as a condition of employment, now contained in Section 160 of the Pension
Schemes Act 1993, about one sixth of employees eligible to join USS have elected not to do so,
which means that they will either have a personal pension or be participating in SERPS or with
effect from October 2001 have a stakeholder pension. This suggests, as mentioned earlier in the
section relating to scheme membership, that a significant number of university employees continue
to take decisions about their pension arrangements which may not be in their best interests.
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Equitable Life Assurance Society

USS

A small proportion of the fund continued to be held during the year in the form of life assurance
policies which were assigned to it in respect of former Federated Superannuation System for
Universities (FSSU) members. All the policies were held with the Equitable Life Assurance
Society (ELAS).

Despite having been successtul in reaching a compromise agreement with its members, which
was approved by the High Court in February, ELAS had another difticult year which saw further
reductions applied to policy values. USS Ltd tormally requested a surrender value of its policies
in August 2001 but it was 24 May 2002 before ELAS was able to provide a figure. According to
ELAS the delay was due to difficulties in calculating a surrender value for some 19,000 policies. The
actuary was asked to review the options that were available and to provide advice to the trustee
company to assist it in determining whether or not to surrender the policies. Some of the policies
contained certain guarantees and it was important for the trustee company to consider all possible

options before deciding whether or not to surrender some or all of the policies.

After due consideration of the advice received from the actuary, the decision was taken at the end

of July to surrender all the policies.

accrual rate
A consultation process took place during the year with both employers and members to

ascertain the level of support for a possible improvement in the USS accrual rate to 60ths.

A meeting on the subject was held at the University of Southampton with vice-chancellors
during the UUK conference in September 2001 and there was a further discussion at the USS
institutions’ meeting at BAFTA on 14 November 2001.

A letter was sent to all institutions in August 2001 from Professor Sir Martin Harris on behalf of
the UUK directors of USS Ltd seeking their response to the proposals. A similar letter was issued
in October 2001 by the AUT directors of USS Ltd to all members of USS seeking their responses.

About two thirds of those institutions that responded (measured in terms of membership numbers)
were generally not in favour of a change in the accrual rate. The response from the membership

was very much in favour of a change although only a small number of members responded.

No decision on any change in the accrual rate will be made until the results of the triennial actuarial
valuation as at 31 March 2002 are known. The results of the consultation process, the prospect
of reduced investment returns in the tuture and, quite likely, a reduced surplus at the next
valuation make a decision to improve the accrual rate to 60ths tor both past service and tuture
service look considerably less likely now than when the working party was first set up in 1997
to consider the matter. Preliminary results of the valuation are likely to be available in September
2002 and the trustee company should then be in a position to indicate to members and

institutions whether or not it will be taking the proposals turther or considering other options.

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 Pension Schemes (Disclosure of Information) Regulations 1996. Where
the requirement is for a document to be available for reterence 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#n Introductory Guide for New Members,
must be provided to every new member and supplies are available from our Liverpool office to
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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 office as part of the processing of such benefits.

The above disclosure regulations require that a number of statements are made in a document
which accompanies the audited accounts and actuarial statements and, insofar as they do not
appear elsewhere in the Report and Accounts, they are given below.

A copy of the statement on Pension Tiust Principles issued by the Occupational Pensions Board
(the functions of which were assumed by OPRA in April 1997) has been issued to each member
of the management committee, as has a copy of the Guide to Pension Scheme Tiustees issued by
OPRA. A copy is held at the trustee company’s registered office and is available for inspection
by those persons.

Enquiries about the scheme generally or about an individual’s entitlement should be sent to the
trustee company’s registered office.

Transfer values paid during the year were determined in accordance with the Pension
Schemes Act 1993 and appropriate regulations. No transfer 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 from institutions which are disclosed in note 19 of the USS accounts. The scheme’s
assets are invested in accordance with the Occupational 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) of the Pensions Act 1995.
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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 2001/2002

* 2001 was a poor year for investment returns generally with the average fund in the WM 50,
the survey of the performance of the largest pension funds, returning -8.3%. This trend has
continued into 2002. The return for USS was -10.1% giving a relative return of -1.8% against
the WM 50 universe.

Despite the poor results in 2000 and 2001, the positive longer term investment climate is
reflected in results. The ten year return for the fund was 10.9% pa placing it in the 48th
percentile of comparable funds. Over the same ten year period, average earnings growth has
been 4% pa and retail price inflation 2.5% pa.

Including net cash flow and capital movements, the value of the investments in the fund fell
to £19.8 billion on 31 March 2002, compared to £19.9 billion a year earlier.

A working party has been set up to consider the implications of the Myners review and will

report to the management committee in November of this year.

USS Ltd organised a seminar on climate change, which was attended by about 200 people. A
document setting out USS Ltd’s corporate governance policy was circulated to all companies

in which it invests.

The attacks in the US on 11 September have served to heighten uncertainty in financial
markets and this has been compounded by accounting scandals uncovered in a number of large
US corporations.

* During the year £450 million, about 10% of the portfolio which tracks the FTSE All-Share
Index, was taken out of that fund and placed with enhanced index products managed by
Merrill Lynch Investment Managers and Henderson Global Investors Limited.

INVESTMENT MANAGEMENT
The fund’s investments are divided between those
under the direct control of USS Ltd and those
managed externally. The internal management
team at the London Investment Office manages
the majority of the assets. A separate fund designed
to match the performance of the 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 2002 were Schroder Investment
Management, Baillie Gifford & Company and
Capital International. All these managers have
a balanced fund remit. Schroder Investment
Management and Baillie Gifford were

remunerated through fixed annual fees and

. . ; Thomas Philip; Head of Business Services
Capital International through a performance- at the London Investment Office.

related fee.
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Merrill Lynch Investment Managers and Henderson TOTAL INVESTMENTS OF THE FUND

Global Investors Limited were appointed to run part

20

. . Fixed Index- Cash and 31 March 2002 31 March 2001
of the All-Share Index ftund on an enhanced Intelr:s( L'ilnl:ed Equities Properties Eq:§vare':1t 'l‘(m:llrc Total Totaellrc Total
pertormance basis. Merrill Lynch were remunerated s I"vmmem_ S = b == == == ” =5 ”
through an ad valorem fee and Henderson through Investments under the
a performance-related tee. direct control of USS Ltd
o Quoted securities
LaSalle Investment Management administer the UK = 219  4,0014.4 - - 4,036.3 20.4 3,938.2 19.8
properties within the portfolio and advise on their Overseas 688.7 - 3.092.4 - - 3,781.1 19.1  3,827.1 19.3
. ) . o Property
selection. For these se1.v1ces they ‘ charge both UK B _ B 1.666.9 1,666.9 8.4 1,592.1 8.0
management and transaction-related tees. Cash/stockbroker balances
) ) UK = = — 376.0 376.0 1.9 261.3 1.3
The tee arrangements in each case are considered by Overseas - (63.6) (63.6) (0.3) 205.3 1.0
the trustee company to be the most cost efficient way Sub-total 688.7 219 70069 16669 3124 97967  49.5 9,824.0  49.4
of remunerating the managers.
Marie Wardell and Wendy Lewis; Investments managed internally
London Investment Office receptionists. An analysis of the total investments of the fund at 31 on the basis of external advice
March 2002, along with the comparative figures for Index tund
the preceding year, is set out in the table on page 21. The investments are stated at market value UK - - +529.5 - 6.1  4,535.6 23.0 5,059.8 25.5
p gy pag
and details of the changes in value are summarised in Note 9 ot the USS accounts on page 55. Investments managed externally
(passive)
CORPORATE GOVERNANCE ) ) Merrill Lynch
The committee attaches great importance to the maintenance of good standards of corporate UK _ _ 2216 _ _ 221.6 1.1 _ _
governance and social and environmental responsibility by companies in which the investments He{}dKerson 2359 235.9 1o
£ — - 235. - - . . - -
are held. Three specialist advisers have S Overseas = = = _ 0.2 0.2 = e
been recruited with expertise in corporate : Sub-total - - 49870 - 6.3 4,993.3 25.3 5,059.8  25.5
governance, environmental and social issues 2= _ . 5 B
and they are active in monitoring the Investments managed externally
performance of companies against relevant Baillie Giftord
international or benchmark standards. 8\I/<c‘:rseas 1;32 12i.4 12;2 = 6—11.(.’1 1,(5)32‘; ;451 l,gggg gg
Through meetings with companies and Capital International '
other activities, USS Ltd aims to influence UK 18?.4 146.0 742.2 - 50.3  1,123.9 5.7 1,104.1 5.6
management on these governance and Schcx?(;lgzieas 75.2 N 476.2 - (19.8)  531.6 2.7 540.6 2.7
related issues, thereby helping to ensure UK 141.5 105.3 750.8 = 82.6  1,080.2 55 1,114.8 5.6
their good standing with customers and MOVCI'St‘aS o 89.8 - 4248 = (33.4) 481.2 2.4 459.9 2.3
. S , ach Lite assurance policies
investors. This a.ctwe eng,.lgement approac UK 920 ~ 103 243 141 170.7 0.9 183.8 0.9
is time consuming but, in the long term, O . _ _ 12.7 _ _ 12.7 0.1 28.3 0.1
. . - Graham Burnett - Fund Manager C rcial Propert: — B B =
it will benefit the fund. The London SR e el Sub-total 791.0 3757 36302 243 1591 4,980.3  25.2 4,992.6  25.1
Investment Oflice also sceks to ensure
that USS Ltd’s voting rights as regards Total investments
UK companies are exercised on every occasion. Mechanisms are being developed whereby these UK 516.5 3976 112923 1.691.2 593.4 14,521.0 73.5 14,319.9 72.0
additional resources can be utilised and made accessible to fund managers so that they can make Overseas 933.2 —~ +,431.7 — (115.6) 5,249.3 26.5 5,556.5 28.0
iIlfOI'lllCd dCCiSiOns on theSC dSpCCtS Of tht‘ investn]ent pl'OCCSS. Total 1,4797 397() 15,724” l,()()] 2 4778 19,770.3 100.0 19,876.4 100.0
Percentage at 31 March 2002
UK 2.8 2.0 57.1 8.6 3.0 73.5
Qverseas 4.7 - 22.4 - (0.6) 26.5
Total percentage 5 2.0 79.5 8.6 2.4 100.0
Total percentage at
31 March 2001 7.7 1.4 79.6 8.1 3.2 100.0
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WMS0 PENSION FUND SURVEY FOR 2001
The fund participates in the above survey of pension tund performance. In 2001 the survey
covered the largest pension funds with a combined value of £277 billion. These funds represent
about 60% of assets in the WM All Funds Universe.

Average pension tund results for 2001
Investment returns reported in the 2001 survey showed that the average WM 50 pension tund
performed poorly with equities falling in value but property and bonds increasing in value.

Total investment returns for 2001 in sterling (WM530 Pension Fund Survey)
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-10.0%
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UK Qverseas UK Qverseas Index Cash Property Total
Equities Equities  Bonds Bonds Linked and other Assets

USS RESULTS
The previous section showed the results of the average pension fund in the WM 50. This section

analyses the performance of USS itselt
The fund adopted the following performance target from 1 January 1999:
To exceed the 40th percentile of the 11\ 50 cum property universe over a rolling five-year period.

The investment in the indexed portion of the fund gives a consistent tilt towards UK equities
by increasing the total equity content of the fund. This may result in the performance of the
tund ditfering significantly year by year from the average fund performance within the WM
Survey but the committee believes that, over the longer term, equities are likely to provide the
best return from available asset classes.

Longer term results
Over the ten years to 31 December 2001, the total fund returned 10.9% pa, very much in line
with the average for all funds in the WM 50 Universe survey. Average earnings increased by
4.0% pa and the retail price index grew by 2.5% pa. Over this period therefore the fund’ real
return comfortably exceeded the assumptions used in the actuarial valuation of the scheme.
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Performance over the five vears to 31 December 200]

Taking the tive years 1997 to 2001 together, the following annualised returns were achieved:

Annualised WM50 Survey ex Property

Return Percentile
%
Baillie Gifford 8.5 21
London Investment Office 8.3 24
Schroder Investment Management 7.5 52

(Capital International only became a manager of USS funds in 1998)

Over the five-year period the total fund including property returned 7.6% pa, about 0.5% behind
the average fund performance, ranking it in the 69th percentile in the WM 50 survey.

Pertormance over the three vears to 31 December 2001

Annualised WM50 Survey ex Property

Return Percentile
%
Capital International 6.7 5
Schroder Investment Management 2.8 50
London Investment Oftice 2.8 50
Baillie Gifford 2.6 52

Over the three-year period the total fund including property returned 3.0% pa, about 0.3% behind
the average fund, ranking it in the 59th percentile in the WM 50 survey.

Performance in 2001

The total returns achieved during 2001 are shown below:

Annualised WM350 Survey ex Property

Return Percentile
%
Capital International (6.6) 24
Baillie Gifford (7.1) 26
Schroder Investment Management (8.8) 39
London Investment Office (11.7) 83

Excluding property, the average fund in the WM 50 Universe returned a negative 9.3%.

The total fund including property returned -10.1% against the WM 50 average fund performance
of -8.3%, ranking it in the 72nd percentile.
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INVESTMENT REPORT
The world economic slow-down which started at the beginning of 2000 has continued through
to the first quarter of 2002, but there are tentative signs that the economy is now strengthening.
Aggressive fiscal action and substantial monetary easing atter the terrorist attacks in the US in

September 2001 assisted the recovery in the world economy.

This fiscal and monetary stance has remained loose into 2002 and, given the present fragile state
of investor and corporate confidence, this is likely to continue for some time yet. Against this
background we believe that corporate profitability, which is the key to market performance, will

start to improve later in 2002.

Last year’s report outlined concerns that if consumer prices started to rise coupled with a
continued weak corporate profit performance then equity markets could fall substantially. In the
event, consumer prices did not rise but markets still performed poorly. This was partly due to
the terrorist attacks but it also reflects more recently the increasing concern over US and
international accounting practices.

We expect equity markets generally to recover at some stage during 2002 as equities look
relatively cheap versus bonds. The ditficulty is in predicting at which level markets will bottom
out and therefore tfrom which point the recovery of equity markets will begin. The internally
managed portion of the tfund has been gradually committing cash to the markets and reducing
its liquidity position.

The performance of the major markets tor the year to 31 March 2002 is shown below:

Equity and fixed interest market total returns for the vear to 31 March 2002

Equities Fixed Interest
Local Currency Sterling Local Currency Sterling
Yo % % %
UK (2.8) (2.8) 1.6 1.6
Germany (5.3) (6.7) 2.6 1.1
France 6.2) (7.6) 3.1 1.6
USA (0.3) 0.4) B8 3.1
Japan (16.0) (20.7) 1.0 (+.7)
Pacific ex-Japan 10.3 12.8 = =
UK Property 7.2 7.2 - =
Source:

FT Actuaries World Indices
J P Morgan Government Bond Indices
Investment Property Databank
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Equity and fixed interest market total returns for the vear to 31 March 2002
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PROPERTY

Property investment remained out of favour during 2001 and the retail market and the high tech

occupier market in particular suffered very poor performance. The fund has a heavy exposure

to both markets and consequently the fund’s property portfolio significantly underperformed its

investment benchmark return of 7.0% by returning just 1.1% for the year to December.

However, the retail market has recovered strongly in the early part of this year and investor

sentiment has improved significantly.

Colliers Conrad Ritblat Erdman independently valued the portfolio as at 31 March 2002 at

£1,666.9 million and a breakdown by type and location is shown below:

USS property portfolio - type of investment

Retail

Retail Warehouse
Office

Business space
Industrial
Agricultural
Developments

TOTAL

Retail 44.42%

7 ;.. |
Developments 15.33%
Agricultural 0.02%

Industrial 10.32%

Freehold Leasehold Total

Am Am Am %
717.2 230 740.4 44.42
94.3 - 94.3 5.66
148.1 34.8 182.9 10.97
214.2 7.1 2213 13.28
144.1 28.0 172.1 10.32
0.4 — 0.4 .02

245.2 10.3 2555 15.33

1,563.5 103.4  1,666.9 100.0

Office 10.97%

Business Space 13.28%
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USS property porttolio - geographical location

Inner London
Outer London
South East
South West
East Anglia
East Midlands
West Midlands
Wales

North West
Yorkshire
Scotland

TOTAL

Inner London 6.4%

Quter London 1.2%

Scotland 15.3%

Yorkshire ()\~\//

North West 7.9%

Wales 1.8%

West Midlands 17.3%

East Midlands 1.8%

Am
106.0
20.0
590.2
49.1
67.0
30.8
288.7
30.0
131.0
99.3
254.8

1,666.9

%
6.4
1.2

35.4
29
4.0
1.8

17.3
1.8
7.9
6.0

15.3

100.0

South West 2.9%
East Anglia 4.0%

South East 35.4%

Net income for the year to 31 March 2002 rose from £73.4 million in the previous year to

£92.4 million, mainly as a result of completed rent reviews, lettings and acquisition activities.




UNIVERSITIES SUPERANNUATION SCHEME

COMMITTEE REPORTS

New Investment

The fund agreed to tund a speculative industrial development at Birmingham, adjacent to the M6
and purchased office buildings at Temple Quay, Bristol and at Marylebone Lane, London, W1.

A retail warehouse park at Sixfields, Northampton was also purchased.

The tund has invited Grosvenor to act as development and project manager tor the Grand Arcade
shopping scheme proposed in central Cambridge. The scheme will be partly prelet to the John

Lewis Partnership and Grosvenor will co-invest 20% of the scheme’ cost.

At Leeds, the City Council has resolved to seek compulsory powers to facilitate the tund’s Trinity
Quarter central area redevelopment.

Disposals

The tund sold 125 Colmore Row, Birmingham, a substantial office investment let to Lloyds Bank,
for a price significantly above valuation and book cost.

NET NEW INVESTMENT

An analysis of the net new investment undertaken during the year to 31 March 2002, along with
the comparative tigures for the preceding year, is set out in the table below:
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2002 2001

4Lm % Lm %

Securities 636.8 121.8 409.0 68.7
Property 94.3 18.0 36.4 6.1
Life assurance policies (27.8) (5.3) (44.9) (7.5)
Cash deposits (181.3) (34.7) 176.5 29.7
Stockbroker balances 1.2 0.2 17.8 3.0
523.2 100.0 594.8 100.0

An analysis of the net new investment in securities tor the year to 31 March 2002, along with

comparative figures for the preceding year, is set out in the table below:

2002 2001

Lm % 4Lm %

UK Equities 491.0 77.1 97.9 23.9
Overseas Equities 58.7 Ok 299.4 73.2
Index-linked 55.8 8.7 52.9 12.9
UK Fixed Interest 48.8 7.7 61.2 15.0
Overseas Fixed Interest (17.5) (2.7)  (102.4) (25.0)
636.8 100.0 409.0 100.0

INVESTMENT IN LIFE ASSURANCE POLICIES

A small proportion of the fund continued to be held during the year in the form of life assurance
policies which were assigned to it in respect of tormer FSSU members. All the policies were
held with the Equitable Life Assurance Society (ELAS). The distribution of the assets deemed
attributable to USS policies as at 31 March 2002, along with the comparative figures for the

preceding year, is set out below:

2002 2001

Am % Am %
UK Equities 40.3 22.0 81.0 38.2
Overseas Equities 12.7 6.9 28.3 13.3
Index-linked - - 210) 1.0
Fixed Interest 92.0 50.1 69.8 32.9
Property 24.3 13.2 215 10.1
Cash 14.1 7.8 9.5 4.5

183.4 100.0 2121 100.0

Further comment on the life assurance policies held with ELAS, which were surrendered after
the year end, is included in the report of the management committee.
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DISTRIBUTION OF ASSETS LARGEST EQUITY HOLDINGS
The portfolio distribution as at 31 March 2002, along with the comparative figures for the preceding A list of the fund’s largest twenty equity holdings together with the percentage of the fund (excluding
year, is set out below: . life assurance policies) which they represent, is shown below:
) 2002 ] 2001 Value
£Lm Lm % Lm Lm % Am B %
Ul.(. fixed interest 1 BP o I
British Government : B ——— B e
Conventional 322.8 354.5 2 Glaxosmithkline 7198 38
Index-linked 397.6 281.1 == = — — —— - —— e ——
Other debentures & loan stocks 131.7 141.5 3 Vodafone Group 651.1 33
852.1 4.4 777.1 4.0 4 Astrazeneca 479.2 2.4
Overseas fixed interest 5 HSBC Holdings 478.3 24
North America 375.5 496.6 S S )
Europe 103.3 65.2 6 Royal Bank of Scotland Group 425.1 2.2
Japan 44.7 227.0 I — =
Pacific 105.0 98.2 7 Shell Trans & Trading Reg 404.3 2.1
International 3(){.7 . 802 8 Lloyds TSB Group —t r
933.2 4.8 967.0 4.9 ) -
— - = 9 Barclays 2859 15
Total fixed interest 1,785.3 9.2 1,744.1 8.9 — — -
10 Diageo 268.6 1.4
UK equities = — ————=— — =
Resources 1,843.4 1,722.0 1 HBOS 215.4 1.1
Basic industries 374.0 307.7 ’)
General industries 253.1 280.5 12 BT Group - 187.3 o 0.9
Cyclical consumer goods 26.6 60.4 13 CGNU 130.6 0.7
Non cyclical consumer goods ~ 2,205.2 2,064.6 - 2= — 7
Cyclical services 1,733.1 1,780.5 14 Tesco 125.5 0.6
Non cyclical services 1,140.8 1,493.1
Utilities 389.1 4203 15  BGGroup 1237 0.6
Information technology 154.6 346.6 .
Financials 2,833.6 2,773.2 16 SR B _ 11738 0.6
Collective investment schemes 298.5 81.9 | 17 Unilever 113.7 0.6
Investment funds - 13.2 = SE=tes—
Derivatives - 3.9 18 Centrica 94.7 0.5
11,252.0 57.4 11,347.9 57.7 19 Rio Tinto 93.8 0.5
Overseas equities 20 C G 91.1
America 1,305.0 1,142.4 & tompasbrowp o 2 =
Japan 448.0 597.0 6,265.0 32.0
Europe 1,611.2 1,751.8
Pacific 821.6 719.1
Other 2332 149.4 A list of all the fund’s holdings along with corporate governance issues is available on our website:
14190 226 43597 222 LRAZEE T EEE
Total equities 15,671.0 80.0 15,707.6 79.9 Signed on behalf of the investment committee
Total securities 17,456.3 89.2 17,451.7 88.8
Property 1,666.9 8.5 1,592.1 8.1
Cash deposits 485.8 2.4 643.8 5%
Stockbroker balances (22.1) (0.1) (23.3) (0.1)
Total investments 19,586.9 100.0 19,664.3 100.0 A S Bell
(excluding life assurance policies) Chairman
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JOINT NEGOTIATING COMMITTEE

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
any alterations proposed by the advisory committee arising out of the operation of the rules.
The joint negotiating committee also has powers under the Articles of Association of the trustee
company and under the scheme rules in connection with the appointment ot co-opted directors

and with the remuneration of directors.

Mr C Morland replaced Mr B Lillis who resigned on 31 March 2001. Dr T McKnight
replaced Mr | W D Trythall with effect from 1 September 2001. Mr Trythall’s long and
valuable contribution to the committee was noted and the committee’s appreciation was
recorded. In January 2002 Mr I G Thompson and Ms P Holloway resigned and were replaced
by Mr I Crawtord and Ms L Barker respectively.

The committee met on four occasions during the year and rule changes were considered by the
committee which resulted in two amending deeds being executed, the twenty-fifth and the
twenty-sixth deeds of amendment.

e The twenty-fifth deed of amendment gave ettect to amendments relating to:

(a) Personal dealing in investments - this empowered the management committee to adopt a code
of conduct in connection with personal dealings by employees and directors of USS Ltd; and

(b) the correction of typographical errors in the twenty-first deed of amendment in connection

with the rule governing absence from employment.

e The twenty-sixth deed of amendment gave effect to amendments relating to powers to invest
in property. This change was made so that the trustee company could invest in property
investment partnerships. There was also a change to modernise the definition of “land”. The
rule amendment was designed specifically to permit the trustee company to acquire land
through an investment limited partnership and to transter any existing scheme property

investments regarded as appropriate for this purpose into such a partnership.

Signed on behalt of the joint negotiating committee

Sir Kenneth Berrill
Chairman
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ADVISORY COMMITTEE

The tunctions of the advisory committee are to advise the trustee company on the exercise of
its powers and discretions (other than those relating to investment matters), on dithiculties in the
implementation or application of the rules and on any complaints received from members or

participating institutions, and any other matters on which the trustee company requires advice.

Four meetings were held during the year. Ms ] McAdoo fulfilled the role ot chairperson
throughout the year. Ms J de Groot replaced Mr R Brown and Mr A Carr replaced Mr C

Banister 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 fall clearly
within the trustee company’s guidelines and which required detailed consideration by the

advisory committee during the year comprised:
e one case relating to the continuation of an eligible child’s pension;

o three cases relating to applications for ill-health retirement where the application had been

turned down by the trustee company and appeals were made against these rejections;
e one case relating to the distribution ot a lump sum death benetit after the death of a member;
e one case relating to the tull commutation of a member’s pension due to serious ill-health: and
e two cases relating to the payment of a dependant’s pension on the death of a member.

It was necessary for the committee, enlarged by two members of the management committee,
to meet on four occasions during the year to consider the decisions given by the chief pensions

manager at stage one of the internal dispute resolution procedure. These second stage considerations:
(a) upheld the previous decision in three cases; and

(b) resulted in a recommendation being accepted by the management committee to grant an award

in two cases and to approve an ill-health retirement in a third case.

Signed on behalf of the advisory committee

Ms ] McAdoo

Chairperson
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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
satisty the requirements of the Act but also to outline the broad investment principles governing

the investment policy of the scheme.

The statement has been agreed by the management committee 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 vears 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 tive 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 trom time to time tor investment of the tund.

The management committee, as the governing body of the trustee company, retains the overall
power of investment in relation to the fund but may trom time to time delegate to the investment
committee on such terms as it may impose the power of the trustee company to decide the
investiment policy of the fund. The investment commiittee is required to notify to the management
committee its decisions concerning the investment policy ot the tund. Any changes in the

investment policy will be notitied 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 tinancial prospects of any

investment they hold or consider holding.

The fund’s investment objective is to meet its investment pertormance target. This objective is
consistent with the schemes relative immaturity and with funding the scheme’s benetits at the
lowest cost over the long term, having regard to the minimum tunding 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® tunding 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.
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The investment performance target for the total tund 1s 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 tor direct property investments is to exceed the weighted
average return of a customised Investment Property Databank (IPD) universe of the largest 100)

comparable property tunds by (0.5% 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 different
managers 1s 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 15 to exceed the 40th

percentile of the WMS5() ex property universe over rolling tive-year periods.

The objective of the index tracking fund is to match the return on the FT-SE-A All-Share
Index. This tfund 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:

Internally managed balanced fund 47
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" ¥ito the index tracking manager;
(b) 20% to the external managers, and

(c) 55" Mto 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 Stl';ltt‘gy and asset mix

Investment policy is determined by the beliet that over the longer term cquity 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 tund has a greater than average weighting in UK
equities compared to its peer group. This is achieved by retaining the F FSE-A All-Share Index
tracking tund 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 diversitied portfolio.

The investment committee sets guidelines for asset allocation tor the combined tund 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
ditferent investment classes are consistent with the investment committec’s views on the
appropriate balance between risk and return and have due regard to the long term liabilities of

the scheme.

W
w
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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 fund guidelines imposed.

The monitoring guideline at 31 March 2000 was:

%
UK equities 60
Overseas equities 24
Index linked gilts 1
Bonds 6
Property 7
Cash 2

If there are significant departures from the asset distribution recommended each quarter by the
investment committee, the investment specialists on the investment committee will be notified.
In this way market movements and asset allocation shitts 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
committee after consideration of the minimum funding requirements ot 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 tor very large UK companies in
which managers are allowed a maximum overweight position of 50% of the FT- E-A All-Share
Index weighting with an overall cap of 10% of their part of the fund. No more than 10% of the
market capitalisation of any one company (excluding collective investment schemes and companies
established by the trustee company to aid the efficient administration of tund 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 tund continues to hold life assurance policies with the Equitable Life Assurance Society
(ELAS) assigned to it in respect of tormer FSSU members. The value of policies held as at 31
December 1999 was less than 1.5% of the tund. 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 ELAS.

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

fund is reported quarterly to the investment committee.

The performance of the property portfolio is also separately measured against the customised
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IPD) universe. The IPD) pertormance data is incorporated within the WM5() data tor measurement

of the performance of the whole fund.

The internal auditor and chief investment othcer visit the external investment managers to
check the quality and eftectiveness 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 marturitv

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 How positive and does not need to realise investments to meet liabilities.

Stock lending

The trustee company is authorised by the scheme rules to participate in stock 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 ditferent 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
fully 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 information 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
specified 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.

Undenrwriting

The balanced managers are permitted to underwrite issues provided they are prepared to hold
all the stock which they underwrite.
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The number of members m the scheme and the number recewving pension and annuiey beneties at the end of the vear are as follows: The mumber of membees m the scheme and the number recenang pension and annuiey benetits at the end of the vear are as tollows
UNIVERSITY INSTITUTIONS ST SIS UNIVERSITY INSTITUTIONS continucd . NS BT
I s Do
No. Name Mempen e No. Name AR TR
_()]()(_') Aberdeen - - N 1,525_ - 487 117 1240 Peterhouse N N - 16 ) 2_ _1
4100 Aston 483 326 104 1242 Queens’ 13 2 1
4300  Bath 1,076 324 56 1245 Robinson 17 6
6600 Belfast 1,809 503 118 1246 St Catharine’s 22 3
1000 Birmingham 2,342 968 183 1255 St Edmund’s 3 1 _
4200  Bradford 837 382 87 1250 St John's 43 5 1
1100 DBristol 2,325 597 126 1252 Selwyn 13 1 -~
3400 Brunel 679 272 53 1254 Sidney Sussex 13 1 1
7035 Buckingham N3 36 5 1258 Trinity 49 10 5
1200 Cambridge (University) 4,210 852 259 1260 Trinity Hall 17 3 2
1202 Christ’s 2 + 3 1268 Woltson 11 2 1
1204 Churchill 41 8 1 4700 City 935 311 83
1206 Clare _ 13 4 - 7016 Cranfield 913 375 Q7
1208 Clare Hall 7 = 1 0700 Dundee 1.409 327 65
1210 Corpus Christi 14 5 2 1300 Durham (University) 1,352 396 71
1212 Darwin 5 3 1 1301 St Chad’s — _ _
1214 Downing 17 9 %) 1302 St John's = -
1216 Emmanuel 19 %) 1 1500  East Anglia 1,077 301 46
1218 Fitzwilliam 9 4 2 0200 Edinburgh 3115 854 222
1220 Girton 32 9 3 1700 Essex 750 104 43
1222 Gonville & Caius 36 10 4 1600 Exeter 1,011 419 80
1224 Hughes Hall - 2 1 0300 Glasgow 2,677 766 157
12% o 17 o 3 0800 Heriot—Watt 815 214 35
1228 King’s 21 9 I 1800 Hull 940 390 96
1230 Lucy Cavendish 29 5 = 3100 Keele 667 219 43
1R32 Magdalene 13 5 2 1900 Kent at Canterbury 835 299 16
1234 New Hall 25 3 1 2100 Lancaster 989 324 67
1236 Newnham 30 17 3 2000 Leeds 2,936 920 215
1238 Pembroke 36 4 2 2200 Leicester 1.348 325 68
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MEMBERSHIP STATISTICS MEMBERSHIP STATISTICS
Ihe number of members m the seheme and the number recening pension and annuity benefits at the end of the year are as follows: The number of members s the sheme and the number recenving pension and anmmty benefies at the end of the vear are as follows:
UNIVERSITY INSTITUTIONS continued MEMBERS PENSIONERS UNIVERSITY INSTITUTIONS continued RS RIS
Spouses, Spouses,
Pensioner 113(1}3233333: Pensioner 11}3612‘:;?1;32:
No. Name - Menthers Children No. N_ame - o Members  Children
2300 Liverpool N 1,974 612 155 2702 Balliol 27 3 1
2497 London (University) 502 573 169 2703 Brasenose 16 Al 3
2408 Birkbeck 527 133 27 2704 Christ Church 55 6 5
2401 Goldsmiths’ College 489 108 8 2705 Corpus Christi 16 7 2
2480 Heythrop 13 4 - 2706 Exeter 20) 3 4
2409 Imperial Coll of Science, Technology & Medicine 2,963 840 208 2707 Hertford 2 3 1
2440 Institute of Cancer Research 209 18 1 2708 Jesus 21 5 =
2465 [nstitute of Child Health (part of University College) 217 12 4 2709 Keble 26 5
2403 Institute of Education 355 179 42 2710 Lady Margaret Hall 17 6 1
2474 Institute of Psychiatry (part of King’s College) 7 12 6 2734 Linacre 3 3
2410 King’s College London 2,563 756 179 2711 Lincoln 17 5 2
2412 London School of Economics & Political Science 789 183 51 2712 Magdalen 32 11 3
2434 London School of Hygiene & Tropical Medicine 478 77 31 2735 Harris Manchester 12 3 =
2413 Queen Mary & Westtield College 1,181 514 106 280, Manstield 31 4 1
2447 Royal Holloway and Bedford New College 631 234 39 2713 Merton 27 ] 2
2436 Royal Veterinary College 187 51 17 2714 New College 39 9 5
2428 St George’s Hospital Medical School 416 62 17 2715 Nuttield 39 10 2
2415 School of Oriental & African Studies 384 166 42 2716 Oriel 24 9 o
2416 School of Pharmacy 91 31 6 2717 Pembroke 11 5 4
2417 University College 3,515 885 169 2718 Queen’s 25 7 1
2484 London Business School 224 32 10 2736 Regent’s Park 3 —
4600 Loughborough 1.228 380 108 2719 St Anne’s 29 8 =
2500 Manchester 3,094 1,035 228 2720 St Antony’s 17 8 1
5100 UMIST 1,087 394 78 2721 St Catherine’s jele] 9 1
1400 Newcastle-upon-Tyne 2,014 642 153 2722 St Edmund Hall 7 1 1
2600  Nottingham 2,524 577 132 2723 St Hilda’s 26 §) 1
8900 Open 2,548 505 103 2724 St Hugh'’s 23 8 o
2700 Oxtord (University) 3.410 953 205 2725 St John’s 40 3 1
2701 All Souls 32 10 4 2726 St Peter’s 20 2 2
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UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS
Spouses,
Dependants
Pensioner  and Dependent
No. Name Members Children
2727 SomerviH; 13 9 —
7028 Templeton 27 15 1
2728 Trinity 7 3 1
220 University 0D 8
2730 Wadham 15 6 2
2733 Wolfson 17 5 -
2731 Worcester 19 3 1
2800  Reading 1,514 476 126
0400 St Andrews 731 225 54
4800  Saltord 886 477 81
2900  Sheffield 2,409 651 129
3000 Southampton 2,382 565 112
0500  Stirling 759 183 39
0600 Strathclyde 1,549 506 142
4000) Surrey 1.184 367 63
3200 Sussex 947 368 64
6800  Ulster 1,452 318 78
3900  Wales (University) 58 23 4
3300 Aberystwyth 610 282 62
3400 Bangor 734 292 66
3500 College of Carditt 1,740 566 150
3810 Lampeter 115 42 9
3600 Swansea 1,002 325 88
3700 University of Wales College of Medicine 551 113 30
5000  Warwick 1,507 324 62
5200 York 1,190 225 47
Old university institutions total 93,499 28,029 6,419

MEMBERS PENSIONERS
Spouses.
Dependants

No. Name Membere o

New universities admitted for

limited membership only
8160  Abertay 3 == =
8100  Bournemouth 4 I =
808() Brighton 15 - -
8150 Central Lancashire 6 = =
8110 Coventry 25 = =
8060 De Montfort 13 -
8010 Glamorgan 8 — -
8210 Greenwich 1 — =
8040 Hertfordshire 2 - -
805101 Hudderstield 2 =
8170 Kingston 2 = -
8190) Lincolnshire & Humberside 2 - -
8140 Manchester Metropolitan 12 - - -
8240  North London e — -
8090 Nottingham Trent 15 1 =
8120 Oxford Brookes 9 ~ ~
8070 Plymouth 16 1 -
8220 Shefhield Hallam — B -
8020 South Bank 28 3 =
8030 Thames Valley 2 2 =
8180 University of Wales Institute, Cardiff 2 -
8130 Westminster 10 — -

New university institutions total 179 8 =

All university institutions total 93,678 28,037 6,419
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The number of members w the scheme and the number receivmg pension and annuity benetits at the end of the year are as follows:

The number of members w the scheme and the number receiving pension and annuity benetits at the end of the year are as follows:

NON-UNIVERSITY INSTITUTIONS

MEMBERS PENSIONERS MEMBERS PENSIONERS
Dependants Dependans

No. Name Memper " Chiliren No. Name bensioner  and Dependen
7113 /;berdeen Univ Research & Ind Services Ltd _ 1 _ - 7100 Company of Biologists Ltd _ - - 1 =
7010 Animal Health Trust 41 5 - 7110 Council for British Research in the Levant 3 — =
7040 Arthritis Research Campaign 1 2 - 7098  Culham College Inst for Church Related Education 1 - =
7190 Ashridge (Boner Law Memorial) Trust 2 - — 7145  Dartington Hall Trust 8 -
7178  Assessment and Qualitications Alliance 36 26 7 7055 East Grinstead Med Research Trust (Blond Labs Ltd) 4 1 1
7011 Association of Commonwealth Universities 30 32 8 7159  Edexcel Foundation 29 21 -
7067  Beatson Institute for Cancer Research 45 3 1 7164 Edinburgh Business School 13 1 -
7084  BLCMP (Library Services) Ltd 2 4 7032 Edinburgh University Students’ Association 72 4 -
7037 Brewing Research International 37 13 D 7182 EDUSERV 33 = =
7206 Bristol, Clifton and West of England Zoological Society — — - 7089  Ewing Foundation 1 2
7012 British Glass Manufacturers” Confederation - 8 - 7175  Freshwater Biological Association 5 - -
7030 British Institute in Eastern Africa 2 1 7051 FSSU Secretariat - 1
7091 British Institute of Archaeology at Ankara 1 2 - 7041 Geographical Association 4 2
7112 British Institute of International & Comp Law 2 1 =2 7152 Gray Laboratory 29 2 =
7097 British Psychological Society 2 2 — 7148  Gyosei International College in the UK 27 = =
7087 British School at Athens 3 1 1 7025 Henley Management College 58 33 3
7092 British School at Rome 4 = = 7157 Higher Education Careers Service Unit 6 4 s
7033 British School of Archaeology in Iraq 1 - — 7176~ HEFCE 1 - —
7050 British Universities Sports Association 1 - 7186  Higher Education South East 2 -
7133 Brunel Institute of Organisation & Social Studies 1 1 = 7135  Higher Education Statistics Agency Ltd 17 1 2
7122 Burden Neurological Institute 7 — = 7053 History of Parliament Trust 25 5 -
7116~ Cambridge Crystallographic Data Centre 35 3 - 7143 Homerton College 8 3 1
7060  Cancer Research UK 6 9 1 7170 Hull University Union 6 =
7153 CASE 2 1 - 7079 Institute of Community Studies 10 6 =
7197  Centre tor Migration Studies - - - 7017  Institute of Development Studies 93 33 4
7015 College of Estate Management 21 19 11 7056 Institute of Food Science & Technology 2 - =
7191 Connect - The Communications Disability Network 5 — - 7029  Institute for Employment Studies #,/ o 6 9 =
7188  Crantield Aerospace Limited 10 - - 7124 International Institute of Biotechnology 1 -
7121 36 7 1 7200 International Research Foundation for Open Learning - e

Universities UK k O’M

NON-UNIVERSITY INSTITUTIONS continued
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The number of members in the scheme and the pumber recenmyg penston and annuty benetits at the end of the

ar are s follows:

NON-UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS
Spouses.
Dependants

No. Name Membere " Chifiren
7132 International Society (Manchester) I 1 -
7149 International Students House 3 = =
7054 Joint Library of Hellenic & Roman Societies = 1
7147  JNT Association 31 5 I
7066  Journal of Endocrinology Ltd — 1 =
7189  Kelvin Nanotechnology = =
7192 King Alfred’s College of Higher Education, Winchester 1 = =
7177 Learning trom Experience Trust 2
2482 Lister Institute of Preventive Medicine 1 5 4
7171 London Institute 1 - .
7168 London Mathematical Society 1 - —
7179 London School of Jewish Studies 3 -
7117 Ludwig Inst for Cancer Research - Middlesex Branch 26 - -
7039 Ludwig Inst for Cancer Research - St Mury’s Branch 10 3 =
7090 Marie Curie Cancer Care 39 & 5
7125  Marine Biological Association of the United Kingdom 31 — =
7096 Modern Humanities Research Association 5 1 =
7094 Motor Industry Research Association 53 39 7
7114 Nat Collections of Ind & Marine Bacteria Ltd = 3 -
7018 National Inst of Economic & Social Research 15 8 3
7080) Nortolk Agricultural Station (Morley Res Centre) 9 3 1
7073 Northern College tor Residential Adult Education 29 4 0
7146 Northern Ireland Council for

Postgraduate Med & Dental Educ 5 1 =
7115 Northern Ireland Economic Research Centre 10 1 5
7048  Numerical Algorithms Group Ltd 50 1 2
7155 Nuftield Trust 9 1 —
7183 NYU in London 4
7058 Open University Worldwide 23 4 =
7023 Overseas Development Institute +4 6

UNIVERSITIES SUPERANNUATION SCHEME
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The number of members 1 the s heme and the number recerving pension and annuity benetits ar the end of the year are as tollows:

NON-UNIVERSITY INSTITUTIONS continued

No.

7174
7118
7031
7163
7104
7075
7139
7134
7162
7052
7203
7123
7185
7160
7081
7181
7020)
7021
7082
7077
7158
7064
7070
7022
7105
7130
7169
7196

7199

Name

Oxford Cambridkg:e & RSA E;aminations -
Oxtord Centre for Islamic Studies

Oxford Centre for Hebrew & Jewish Studies
Oxtord Policy Institute

Pain Reliet Foundation

Policy Studies Institute

Engineering Development Trust ?
The Prince’s Foundation 7
Quality Assurance Agency

Reading University Students’ Union
Regional Studies Association

Richmond College

Royal Academy of Dancing

Royal Academy of Music

Royal College of Paediatrics and Child Health
Royal College of Music

Royal College of Surgeons of England
Royal Geographical Society

Royal Institute of International Attairs
Royal Institution U
Royal Northern College of Music

Royal Society

Royal Society of Edinburgh

Ruskin College

School Mathematics Project

Scottish Association tor Marine Science
Society of Antiquaries of London

Sheffield University Enterprises Ltd

Smith Institute

MEMBERS

89]

104

[89]

41

PENSIONERS

Pensioner
Members

1J

1"

6

[§9]

6

§9]

15

[89]

o

Spouses.
Dependants
and Dependent
Children
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The number of members m the scheme and the number receiving pension and anmuity benefits at the end of the vear are as follows

NON-UNIVERSITY INSTITUTIONS continued

MEMBERS PENSIONERS
Dependans
Pensioner  and Dependent
No. Name Members Children
7131 Southern Universities Management Services 9 3 =
7180 Standing Conference of Principals Ltd 4 = =
7042 Strangeways Research Laboratory 5 8 2
7049 Students’ Union University of Leicester 1 2 1
7138  Thrombosis Research Institute 18 2 =
7109 Trade Union Research Unit Ltd 1 = —
7141 TUIREG - 1 =
7173 Trinity College of Music 40 = -
7106  Universities and Colleges Admissions Service 24 11 4
7166 ~ UMIST Ventures Ltd 5 35 =
7150 Universities and Colleges Employers Association 6 1 -
7151 HEsbA [ 6 5 =
7194 University College Northampton 1 = ~
7184 University Council for the Education of Teachers 3
7198  University of Cambridge Challenge Fund = ~: =
7140 University of Leeds Innovations Ltd 1 = =
9999  USS Lid 122 22 4
7065  Wildfow] & Wetlands Trust 1 8 ==
7142 WP Management Ltd 1 =
7195  YHUA Lid 2 - -
7027  York Archaeological Trust 2 1 -
7076  Zoological Society of London 31 11 =
- Withdrawn institutions 43 5
Non-university institutions total 2,015 571 115
All institutions total 95,693* 28,608 6,534

*Included in this figure (but counted once only) are 1,153 members who have more than one appointment.
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The number of members m the scheme and the number recenving pension and annuity benefirs at the end of the year are as tollows:

SUMMARY OF MOVEMENTS during the year ended 31 March 2002

University Non-University
Members Institutions Institutions Totals
Total members at 1 April 2001 89,433 1,828 91,261
New members 17,462 396 17.858
Retirements - [ll-health 44 44
- Other 1,758 36 1,794
Deaths 116 2 118
Leavers and withdrawals - Refunds 1,765 34 1.799
- Deferred/undecided 8,279 134 8,413
- Retrospective* 1,255 3 1,258
Total members at 31 March 2002 93,678 2.015 95,693

*Retrospective withdrawals are members who withdrew from USS within three months of the date of joining the
scheme with retrospective eftect to the date of commencing employment at a USS institution.

In addition USS Ltd was notitied during the year of 3,539 employees who became eligible to
join the scheme but who elected not to do so.

University Non-University
Pensioner Members Institutions Institutions Totals
Total pensioners at 1 April 2001 26,402 558 26,960
New pensioners 2,216 7 2,243
Deaths (581) (14 (595)
Total pensioners at 31 March 2002 28.037 571 - 28,_()(-)8

In addition at 31 March 2002, there were 5,764 pensions being paid to spouses and dependants
and 770 annuities being paid to dependent children. Deferred pensioners not yet receiving a
pension totalled 49,481.
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FUND ACCOUNT for the vear ended 31 March 2002 STATEMENT OF NET ASSETS .5 at 31 March 2002
2002 2001 2002 2001
Note 4Am Am Note £m ALm
Contributions and Benefits Investments

Contributions receivable 3 611.4 564.5 Securities 12 17,456.3 17,451.7
Premature retirement scheme receipts 38.2 34.9 Property 13 1,6669 15921
Transfers in 4 106.1 P2 Life assurance policies 14 183.4 212.1
7557 691.9 Cash deposits 485.8 643.8
Stockbroker balances 15 (22.1) (23.3)

Benefits payable 5 610.3 537.6 — —
Payment on account of leavers 6 35.9 27.8 kel o
Administration costs 7 5.8 6.3 Net current assets 16 185.7 161.8
672.0 571.7 Total net assets, representing the fund balance 19,956.0 20,038.2

Net additions from dealings with members 83.7 120.2

. The tinancial statements on pages 50) to 57 and the statement of trustee’s responsibilities on page
Returns on investments & £

T TN S— 8 178.9 572 4 58 were approved by. the t1'usEee, Universities Superannuation Scheme Limited, on 24 July 2002
Change in market value of investments 9 (629.3) (2,561.9) and were signed on its behalf by:

Investment management expenses 10 (15.5) (15.6)

Net returns on investments (165.9) (2,055.1)

Net decrease in the fund during the year (82.2) (1,934.9) G J Davies

Fund at start of year 20,038.2 21,973.1 Chairman

Fund at end of year 19,956.0  20,038.2

13 B Chynoweth
Chief Executive
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NOTES TO THE FINANCIAL STATEMENTS for the vear ended 31 March 2002

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 61 to 63 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. Receipts 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 turther 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.

UNIVERSITIES SUPERANNUATION SCHEME

USS ACCOUNTS

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
Transfers to and from the fund are accounted for 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

2002 2001
Lm Lm
Main section
Employers’ contributions 408.4 3775
Members’ basic contributions 174.9 161.7
Members’ additional voluntary contributions 17.9 15.9
601.2 555.1
Supplementary section T
Members’ contributions 10.2 9.4
611.4 564.5

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 voluntary 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

with a summary of the movements during the year is as tollows:

Value at the start of the year
Contributions from members
Transfers in

Income from interest and bonuses
Payouts to members

Administration expenses

Value at the end of the year

4. Transters in

Individual transfers in

Group transfers in

5. Benetits pavable

Main section
Pensions
Lump sums on or after retirement

Lump sums on death in service

Supplementary section
Pensions
Lump sums on or after retirement

Lump sums on death in service

6. P;‘l}'l]lt‘lltS on account of leavers

Individual transters to other schemes
Payments for members joining state scheme

Refunds to members leaving service

7. Administration costs

end of the year together

2002 2001
Am Am
92.1 68.7
21.6 21.6

0.7 0.5
5.2 4.0
(+.7) (2.5)
- 0.2)

114.9 921
2002 2001
Am Am

105.2 67.3

0.9 25.2

106.1 925
2002 2001
Am Am

482.0) 440.4

109.4 82.8
12.4 7.9

603.8 531.1

6.4 5.9
0.1 0.4
- 0.2
6.5 6.5

6103 537.6
2002 2001
Am Am
52.7 25.8

1.4 0.7
1.8 1.3
55.9 27.8

In accordance with the trust deed. the costs of managing and administering the scheme, incurred

by the trustee company, are chargeable to USS. Details are given in the tinancial statements of

the trustee company (Universities Superannuation Scheme Limited: Registered No. 1167127).

UNIVERSITIES SUPERANNUATION SCHEME
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8. Investment income

Dividends trom UK equities

Net property income

Dividends trom overseas equities

Income from UK fixed interest securities
Income trom overseas tixed interest securities
Income from index-linked securities

Interest on cash deposits

Other income

9. Changes in market value of investments

The changes in the market value of investments are shown below.

Market

value

2001

£Lm

Securities 17,451.7
Property 1,592.1
Life assurance policies 2121
Cash deposits 643.8
19,899.7
Stockbroker balances (23.3)

19,876.4

Purchases
during
the year
at cost

4m
7,126.6
149.1
0.1

7,275.8

Proceeds
of sales
during
the year
Lm
6,489.8
54.8
279
181.3

6,753.8

2002 2001
Am Am
235.6 283.7
92.4 73.4
59.9 49.9
25.1 30.5
35.8 48.6
8.6 6.7
19.8 28.6
1.7 1.0
478.9 522.4

Changes
in value Market
during value
the year 2002
Lm Lm
(632.2) 17.456.3
(19.5)  1.666.9
0.9) 1834
23.3 485.8
(629.3) 19,792.4
(22.1)

19,770.3

Changes in the value of investments comprise both realised gains/(losses) on investments sold

during the year and unrealised gains/(losses) on investments held at the year end.

10. Investment lll‘lllilgcllk‘llt CNXPenses

Investment management expenses comprise all costs directly attributable to the scheme’s

investment activities, including the operating costs ot the London Investment Otfice and the

costs of management and agency services rendered by third parties.

11. Taxation
UK tax

USS is an exempt approved scheme under the Income & Corporation Taxes Act 1988 and is

theretore not normally liable to UK income tax on income from investments directly held nor

to capital gains tax arising trom the disposal of such investments.

Overseas tax

Investment 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 sutfered 1s deducted trom 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.

(S]]
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12. Securities

Quoted
UK equities

Overseas equities

UK fixed interest - public sector quoted

UK fixed interest - other

Overseas tixed interest - public sector quoted

Overseas tixed interest - other

Index-linked

13. Property

UK completed properties

UK developments in progress

Properties analysed by type:

Freehold
Leasehold

2002 2001
Am Am
11,252.0 11,3479
4,419.0  4,359.7
3228 354.5
131.7 141.5
830.3 626.1
102.9 340.9
397.6 281.1
17,456.3 17,451.7
2002 2001
Am Am
1.411.4  1,3215
255.5 270.6
1,666.9 1,592.1
1,563.5 1,490.8
103.4 101.3
1,666.9 1,592.1

The completed properties and developments in progress were valued independently by Colliers
Conrad Ritblat Erdman, chartered surveyors, as at 31 March 2002 and 31 March 2001.

14. Lite assurance policies

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

assigned to it 1n respect of tormer FSSU members, the majority of the policies being “with

protits”. The basis of valuation is stated in Note 2.

15. Stockbroker balances

Amount due to stockbrokers

Amount due from stockbrokers

2002
4Lm

(83.5)
61.4

(22.1)

2001
£Lm

(23.3)

(23.3)
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16. Net current assets

2002 2001

£Am Am
Current assets
Dividends receivable 119.0 118.7
Contributions due from institutions 66.4 63.6
Cash at bank and in hand 25.3 16.9
Other debtors 8.3 4.8
Taxation debtor 6.9 —
Lite assurance policy proceeds due - 0.6

2259 204.6

Current liabilities

Property creditors 16.8 14.9
Benetits payable 142 14.1
Other creditors 29 6.9
Due to USS Ltd 6.3 6.9
40.2 42.8

185.7 161.8

17. Securities on loan
Securities have been lent to the counterparties in return ftor tee 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.

2002 2001
Am Am
Value of stock on loan at 31 March 1.609.2 3335
Value of collateral held at 31 March 1,649.8 351.4
18. Financial commitments
2002 2001
Am 4Lm
Property
Contracts placed but not provided tor 64.5 49.1
Securities
Forward commitments for unpaid calls
on securities and underwriting contracts 5.7 129.0

19. Self investment
The scheme has no employer related investments as at 31 March 2002. Employer related
investment occurred during the year from the late receipt of contributions due from institutions.
At any time this was less than 0.020% of the scheme’s net assets as at 31 March 2002.

20. 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 £5.8 million and /15.5 million

respectively, with a balance due trom the scheme of £6.3 million at 31 March 2002.
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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 for 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 labilities to pay pensions and benetits after the end of the scheme year, and

e contain the mformation specified 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 ot 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 ensuring that there is prepared,
maintained and from time to time revised a schedule of contributions showing the rates of
contributions (other than voluntary contributions) payable towards the scheme by or on behalf
of the employer and the active members of the scheme and the dates on or betore which such
contributions are to be paid. The trustee is also responsible 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 schedule of contributions for the period from
22 May 2000 and, prior to this date, in accordance with the scheme rules and with 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 sateguard the assets of the scheme

and to prevent and detect fraud and other irregularities.
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INDEPENDENT AUDITORS’ REPORT o the trustee of the Universities Superannuation Scheme

We have audited the financial statements that comprise the tind account, the statement of net
assets and the related notes, which have been prepared under the accounting policies set out in
the related notes.

Respective responsibilities of trustee and auditors

Basis

The trustee’s responsibilities for obtaining an annual report, including audited tinancial statements
prepared in accordance with applicable United Kingdom law and accounting standards, are set
out in the statement of trustee’s responsibilities. The trustee is also responsible for ensuring that

contributions are made to the scheme in accordance with the schedule of contributions.

Our responsibility is to audit the financial statements in accordance with relevant legal and
regulatory requirements and United Kingdom Auditing Standards issued by the Auditing
Practices Board.

We report to you our opinion as to whether the financial statements give a true and fair view
and contain the information required by the relevant legislation and our opinion on
contributions to the scheme. We also report to you if, in our opinion. we have not received all

the information and explanations we require for our audit.

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 financial statements. The other information comprises the management statement, the
summary of financial information for the year, details of the trustee company, all the committee
reports, the statement of investment principles, membership statistics, the statements by the

actuary and the five year summary.

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 of the signiticant 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 pertormed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sutticient evidence to give reasonable
assurance that the financial statements are tree from material nusstatement, 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.

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 pavments in order to provide us
with reasonable assurance that contributions have been paid in accordance with the schedule of
contributions dated 22 May 2000).

Statement about contributions to the scheme

Except for the matter of the late receipt of contributions disclosed in the management
committee report, in our opinion, the contributions payable to the scheme during the year
ended 31 March 2002 have been paid in accordance with the schedule of contributions dated
22 May 2000.
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Opinion

In our opinion the tinancial statements give a true and fair view of the financial transactions of
the Scheme during the year ended 31 March 2002, and of the amount and disposition at that
date of its assets and liabilities, other than the liabilities to pay pensions and benetfits after the end
of the year, and contain the information specified in Regulation 3 of and the Schedule to the
Occupational Pension Schemes (Requirement to obtain Audited Accounts and a Statement
from the Auditor) Regulations 1996.

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Liverpool

29 July 2002
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STATEMENT BY THE ACTUARY for the year ended 31 March 2002

1

o

An actuarial valuation of the Universities Superannuation Scheme (the Scheme) was carried out
as at 31 March 1999 with the results set out in our 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 ot 14% of

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

On the instructions of the management committee actuarial reviews of the scheme have been
completed at 31 March 2000 and 31 March 2001. A review was also completed at 30 September
2001 in the light of the events of 11 September and the general deterioration in equity markets
during the year. The actuarial reviews compare the experience of the scheme with the
assumptions made at the 1999 valuation to determine whether the scheme has been progressing
satisfactorily or whether any deterioration has taken place which might require remedial action.

The results of the 31 March 2001 review showed that the overall funding level of the scheme
was at a level similar to that revealed at the 1999 valuation. The conclusion from the review as
at 30 September 2001 was that, although the funding position of the scheme had fallen from its

level at the last valuation, the scheme nevertheless remained in surplus.

A full valuation of the scheme as at 31 March 2002 is now underway with results to be reported
to the management committee later this year. Pending the results of the valuation I consider it

appropriate that the management committee maintain the present rate of contribution.

Mercer Human Resource Consulting E S Topper
June 2002 Fellow of the Institute of Actuaries
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ACTUARIAL STATEMENT muade for the purposcs 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’s 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 L2 3QQB Fellow of the Institute of Actuaries
March 2000

Note:
The valuation of the amount of the liabilitics of the Scheme does not reflect the cost of sceuring those liabilities by
the purchase of annuities, it the Scheme were to have been wound up on the effective date of the valuation.
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ACTUARIAL STATEMENT made for the purp 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

[. 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 labilities of the Scheme as they tall due. In giving this opinion, I have assumed that

the tollowing 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 tuture 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 L2 3QB Fellow of the Institute of Actuaries
March 2000
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FIVE YEAR SUMMARY - FUND ACCOUNTS for years ended 31 March REPORT OF THE DIRECTORS for the vear ended 31 March 2002

2002 2001 2000 1999 1998 The directors submit their report and the accounts for the year ended 31 March 2002.
£Am £Am Am £m £m
Contributions and benefits Principal activity
Contributions 611 565 523 481 457 The company, which is limited by guarantee and does not have a share capital, was established
PRS receipts 38 35 37 41 56 to undertake and discharge the oftice of trustee of any superannuation scheme but in particular
Transfers in 106 92 92 68 90 to act as the trustee of the Universities Superannuation Scheme (USS).
755 692 652 590 603 Operating costs and review of activities
The operating costs for the year amounted to £21,369,000 this amount being recoverable from
Benefits payable USS. This compares with £21,941.000 for the year ended 31 March 2001.
Pensions 488 146 417 384 348 ) . : - . . . .
Included in these totals for both years were recoveries of costs incurred in prior years. Excluding
Lump sums 122 91 88 91 103 . ) .
N these recoveries the total operating costs were £22,905,000 tor the year ended 31 March 2002
Transters out 54 27 20 22 18 .
N and £22.314,000 for the year ended 31 March 2001.
Retunds 2 1 1 1 1
[gnoring prior year recoveries, this represents a 2.3% increase in investment management costs
666 565 526 498 470 o . o .
and a 3.5% increase in other administration costs.
Investment management costs remain higher than has historically been the case as a result of a
Investment income 463 507 480) 497 494 third successive year of excellent performance from one of the external managers, Capital
(net of investment management costs) International, whose tee is performance related.
L. . [t was reported last year that incoming work and work in hand in the Liverpool office had
Administration costs of the trustee 5.8 6.3 6.5 6.4 5.9 . ) . .
(excluding iEsment management costs) increased to unexpectedly high levels and that action was being taken to ensure the return to a
satistactory level of service. Much of the ettort of the Liverpool office during the year has
Ch . i i . . 629)  (2.562) 2 559 . 3,062 focused on this objective and the levels of work in progress at the end of the year indicated that
anges in value of investments 2 2,562 2 2 ;062 . . . . ) :
2 it had been achieved. While the efficiencies introduced by the Universal Pensions Management
system implemented in 2000 played a major part in enabling statf to eliminate the backlog, it
Investments of the fund 4 : . .p 4 . . - B J . .
(at current values) at 31 March was also recognised that an increase in staffing numbers was necessary to deal with the ever
. increasing workload and this is the main reason for the increase in costs compared to the
Securities 17,456 17,452 19,664 16,730 15,307 .
revious year.
Property 1,667 1,592 1516 1,175 910 P 4
Life assurance policies 183 212 250 264 282 During the year two long standing issues were finally resolved. For over 10 years USS Ltd has
Cash deposits 486 644 454 492 662 been seeking recompense from its former general manager investments, Mr Spink, and trom its
Stockbroker balances (22 (23) (41) 26 80 fidelity guarantee insurers, the Royal & Sun Alliance, in connection with USS Ltd’s investment
' - S in Jeffrey S Levitt Ltd, an unquoted investment of the fund which went into receivership in May
19,770 19,877 21,843 18,687 17,241 . . . .
1991. The matter came to court in January 2002 and after four days in court an out of court
settlement was agreed. The cxact terms of the settlement are subject to a contidentiality
Membership numbers at 31 March 2002 2001 2000 1999 1998 provision and cannot be disclosed but the overall settlement to USS Ltd from both its insurers
Contributing members 95,700 91,300 85,100 81,600 78,700 and from Mr Spink is considered acceptable by the directors. Part of the amount received is in
Pensioners 35,100 33,100 31,400 29,900 28,200 respect of the recovery of the legal costs of this particular action in this and in previous years and
Deterred pensioners 49,500 45,400 42,000 37,600 33,700 is included in these financial statements while the balance is included in the tinancial statements
of the tund.
180,300 169,800 158,500 149,100 140,600

USS Ltd’s lease at its former premises in Liverpool, Richmond House, ran until 31 January
2004. Release from the lease has been negotiated with the landlord and the premises were
vacated on 25 March 2002. USS Ltd has no liability for turther costs in relation to Richmond
House trom that date. A significant portion of the service charges for the premises since 1996
has been disputed and has not been paid although the full amount has been included in premises
costs in the accounts each year. Negotiations with the landlord on this 1ssue are continuing but
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the directors are confident that the amount payable will be signiticantly less than has been STATEMENT OF OPERATING COSTS for the vear ended 31 March 2002
charged to the accounts. This has been recognised by a write back of costs of £1,089,000
. . 2002 2001
charged to the accounts in previous years. Note £000 £000
Fixed assets Personnel costs
The details of movements in fixed assets are set out in Note 16 to the accounts. Employees’ emoluments 4 6,085 5.490
Directors” emoluments and expenses 5 337 336
Directors Recruitment, training and welfare 355 213

The directors of the ¢ any during tl ar as follows: i
¢ dairectors o n¢ (Olllpdl]y urmg, 1¢ Y(‘.‘Jl were as Iollows ()’777 ()'()39

) » 11 (1 Av] ~ha . D » o . 1 . ] .
Protessor Sir Graeme Davies (chairman)  Professor Sir Martin Harris Premises costs

C D Donald (deputy chairman) Lord Mark Fitzalan Howard Rent, rates, service charges and utilities 1,277 1.385
A S Bell Sir Howard Newby (from 1.10.2001) Depreciation and maintenance 89 197
L Collinson Michael S Potts 1‘3();) m
Angela Crum Ewing Protessor Charles Sutclitte (from 1.9.2001) —

_ . . Investment costs
Professor Sir Brian Fender (to 30.9.2001) ] W 1D Trythall

) X o Securities management 10,659 10,254
Dr ] M Goldstrom (te 31.8.2001) Baroness Warwick of Underclitte (from 20.6.2001) Securities nanagement rebates O (1,486)  (2,066)
e . I Custodial services 913 1,336
Statement of Directors” Responsibilities N -
) . . . R . . ) Property management 1,441 1,835
Company law requires the directors to prepare financial statements for each tinancial year which Legal costs - property management 307 327
give a true and fair view of the state of affairs of the company and of the operating costs of the - securities management 9 33
company for that period. In preparing those financial statements, the directors are required to - special investigation 779 50
) ) _ ) - recovery of special investigation costs 13 (779) -
» select suitable accounting policies and then apply them consistently; Property valuation 151 198
. . Investment performance measurement 77 69

» make judgements and estimates that are reasonable and prudent; . , .
3 Costs met by third parties 7 (62) (64)
o state whether applicable accounting standards have been tollowed, subject to any material 12.009 _“_97_7_

departures disclosed and explained in the tinancial statements;
Other costs

e prepare the financial statements on the going concern busis unless it is inappropriate to Computer and information services costs 8 1,937 1,515

: : 8 : drof Al fi R =

presume that the company will continue in business. I rofesswna'l fees ) 764 785

Office equipment 325 356

The directors are responsible tor keeping proper accounting records which disclose with Travel and car costs 358 348

reasonable accuracy at any time the financial position of the company and enable them to ensure Telephones and postage 194 170
- . . : - - Institution liaison and member communication 5

that the financial statements comply with the Companies Act 1985. They are also responsible o : 151 134

. , i h - th dh f i bl R h Printing and stationery 146 121

tor safeguarding the assets (_)t the company and hence for taking reasonable steps for the FSA/IMRO membership 43 10

prevention and detection of fraud and other irregularities. Pensions Act Levy 59 53

: Insurances 47 10

Auditors o, )

Auditors’ remuneration 10 36 38

The auditors, PricewaterhouseCoopers, have indicated their willingness to continue in office and Sundry (Income)/Expenditure 3)

a resolution concerning their reappointment will be proposed at the annual general meeting. Profit on disposal of fixed assets ©) )

Costs met by third parties 7 (1,302) (939)

By order ot the board 2,753 2,721

Total operating costs before prior year items 22905 22314

Recovery of costs incurred in prior years

J P Williams 24 July 2002 VAT (373)

Secretary Legal costs - special investigation 13 (447) -
Service charges - Liverpool premises 14 (963)

VAT on service charges - Liverpool premises 14 (126) 2z

(1.536) (373)

Total operating costs recoverable from USS 15 21,369 21,941
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BALANCE SHEET .s at 31 March 2002

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

16

17

18

2002 2001
£000 £000
736 832
6,695 7,160

3 1

6,698 7,161
7,434 7,993
7,434 7,993
7,434 7,993

The financial statements on pages 67 to 76 were approved by the board of directors on 24 July 2002

and were signed on its behalf by:

G ] Davies
Chairman

C D Donald
Deputy Chairman
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CASH FLOW STATEMENT for the vear ended 31 March 2002

Note
Operating activities
Cash received from USS
Operating costs paid 19

Net cash inflow from operating activities
Capital expenditure and financial investment

Purchase of tangible fixed assets
Sale of tangible fixed assets

Increase in cash

2002 2001
£000 £000
21,939 23,730
(21,638) (23,326)
301 404
(315) (443)

16 39
(299) (404)

2
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NOTES TO THE ACCOUNTS for the vear ended 31 March 2002 4. Employees’ emoluments 2002 2001
S ) L The average weekly number of persons employed by the
1. The company, which is limited by guarantee and does not have a share capital, has no beneticial . ) )
) ) ) ¢ o ) T company during the year (excluding directors) was 138 127
interest in the investments and other assets held in its name but not included in its balance sheet,
since it holds these as the trustee of USS. Statt costs for the above persons were: £000 £000
2. Format of accounts Wages and salaries 5,063 4,554
A Profit and Loss Account is not presented with these accounts as such a statement is Pension costs (superannuation contributions) 501 467
mappropriate to the operations of the company. The costs incurred and the method by which Social security costs (national insurance contributions) 447 431
they are recovered are therefore set out in the Statement of Operating Costs. Restructuring costs 78 38
A separate statement of total recognised gains and losses has not been presented as all gains and 6,089 5,490
losses are included in the Statement of Operating Costs. Less recovery (see note 11) ) =
A separate note of historical cost profits and losses is not required as the accounts are prepared 6,085 5,490
under the historical cost convention.
3. Accounting policies 2002 2001
£000 £000

Accounting convention
The accounts are prepared under the historical cost convention and on the accruals basis and Emoluments of the chief executive 178 171

comply with applicable Accounting Standards in the United Kingdom which have been

consistently applied. - A . . . .
/L The emoluments of the chief executive are shown on the same basis as for higher paid statf. USS

Depreciation of fixed assets Ltd’s pension contributions for him to USS amounted to nil (2001: nil).

Depreciation is calculated so as to write off the cost of tixed assets on a straight line basis over . - . . . . : o . .
Remuneration of other higher paid staft, excluding employer’s pension contributions but including

the expected economic lives of the assets concerned. The principal annual rates used for this N
benetits in kind:

purpose are:

w 2002 2001
- _ : £50,001 = £60,000 3 {
Ofttice .equlpment . 15 L60.001 - 70,000 ‘ p
Alterations to rented premises  2() L70001 - £80.000 ) 5
Computer equipment 20 and 333 £80.001 - £90.000 A 3
Motor s 25 £90,001 - £100,000 5 _
Computer software 33/ L100001 = £110,000 - :
Operating leases L110,001 -~ £120,000 ) 3
Rental costs under operating leases are charged on a straight line basis over the lease term in the L120,0010 - £130,000 3 1
Statement ot Operating Costs. £130,001 - £140,000 1 2
. L140,001 - £150,000 2 -
e , o , _ _ L150001 = £160,000 — ]
USS Led part1c1pate.s in the Universities Supera}muatlon ScheTne, a defined be-neht scheme L170001 = £180.000 : :
which 1s externally funded and contracted out of the State Earnings Related Pension Scheme. L260001 — £270,000 :
The tund is valued every three years by a protessionally qualified independent actuary using the £280,001 - £290,000 1
projected unit method, the rates of contribution payable being determined by the trustee L£410,001 - £420,000 = 1
company on the advice of the actuary. In the intervening years the actuary reviews the progress L£430.001 - £440,000 ]

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 benefits trom the

employees’ services.
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5. Directors’ emoluments and e¢xpenses

Fees
Employer’s costs - national insurance contributions
- VAT

Expenses

2002
£000

283

337

2001
£000
275
27

4

30

336

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.

No pension contributions are made on behalf of directors. As at 31 March 2002 seven of the

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

nstitutions.

Directors™ fees charged to the accounts in the years ended 31 March 2002 and 2001 reflect

payments made in each year which related to the previous year and small ditferences between

the amounts accrued in the accounts at each year end and the amount paid. Actual emoluments

paid to each director in respect of each of the last two years were as follows:

Professor Sir Graeme Davies (chairman)
C D Donald (deputy chairman)
Lord Mark Fitzalan Howard

J W D Trythall

Mrs A Crum Ewing

L Collinson

M S Potts

A S Bell

Professor Sir Martin Harris
Protessor Charles Sutclifte
Baroness Warwick of Underclitfe
Dr ] M Goldstrom

Professor Sir Brian Fender

Sir Howard Newby

Professor Sir Gareth Roberts

6. Securities management rebates

2002
£000

40

279

2001
£000
39
39
33
24
23
21
18
17
16

16
10

268

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

tor USS Ltd for investment management purposes.
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8. Computer and information services costs

2002 2001

£000 £000
Investment information services 1.175 732
Computer running costs 334 430
Investment accounting services 242 220
Hardware depreciation 99 78
Software depreciation 65 34
Computer bureau fees 22 21

1.937 1,515

9, Protessional tees

2002 2001
£000 £000
Legal 302 307
Actuarial 289 279
Committee members (other than directors) 38 87
Taxation 21 36
Public relations 2] 26
Member medicals 22 13
Salary surveys 9 8
Information technology consultancy 5
Other 12 24
704 785

10. Auditors’ remuneration
2002 2001
£000 £000
USS 33 34
USS Led 3 4
36 38

Remuneration of the company’s auditors for provision of services other than for the audit of
USS and USS Ltd was £20,939 for taxation advice (2001: £79,281).

11. Correction of prior vear pension increase

2002 2001

£000 £000
Actuarial costs 18
Consultancy costs 111 -
Employees’ emoluments 4 =
Other costs 67 -

200 -

The above costs were incurred in processing a correction to the increase paid to a number of
USS pensioners in 1997, These costs have been recovered trom our solicitors and are not included

in the statement of operating costs.
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12. Value Added Tax
USS Ltd is registered for Value Added Tax activities and recovers a proportion of the input tax

on administrative expenditure directly attributable to the scheme’s investment activities.

13. Recovery of legal costs
The amount recovered relates to legal costs incurred since 1993 in pursuing our insurers and the
tormer general manager - investments for losses sutfered in 1991 in connection with an investment

in an unquoted company.
14. Service charges - Liverpool premises
This represents a write back of costs charged to the accounts in previous years in respect of

extraordinary service charges for USS Ltd’s former premises in Liverpool. These charges were
not paid and the landlord has confirmed that the charges are no longer payable.

15. Total operating costs - recoverable from USS

2002 2001
£000 £000
Investment management costs 15,549 15,636

Other administration costs 5,820 6,305

21,369 21,941

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 £4(11.000 (2001: £471,000).

16. Tangible tixed assets

Alterations
to Rented Computer Computer Office Motor
Premises Equipment  Software Equipment Cars Total
000
Cost A 4,000 4,000 4,000 4,000 4,000
At 1 April 2001 1.649 1,348 1,601 1,135 357 6,090
Additions 6 117 112 24 56 315
Disposals - - - = (28) (28)
At 31 March 2002 1,655 1,465 1,713 1,159 385 6,377
Accumulated Depreciation
At | April 2001 1,638 1.205 1,319 927 169 5,258
Charge for year 7 99 65 145 85 401
Disposals = e - = (18) (18)
At 31 March 2002 1,645 1,304 1,384 1,072 236 5,641
Net Book Value
31 March 2002 10 161 329 87 149 736
Net Book Value
31 March 2001 11 143 282 208 188 832
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17. Debtors - amounts falling due within one year

2002 2001
£000 £000
Due from USS 6,278 6,848
Prepayments 373 296
Other debtors 44 16

6,695 7,160

13. Creditors - amounts talling due within one vear

2002 2001
£000 £000
Accrued expenditure 4,158 4,358
Other creditors 3,132 3,505
Taxation and social security 144 130

7.434 7,993

19. Reconciliation of operating costs paid

2002 2001

£000 £000
Operating costs - recoverable from LU'SS 21,369 21,941
Decrease in creditors (excluding USS) 559 2,148
Profit on sale of tangible fixed assets 6 4
Depreciation (401) 471)
Increase/(decrease) in debtors (excluding USS) 105 (296)
Operating costs paid 21.638 23,326

20. Operating lease commitments
USS Ltd is committed to making tuture annual payments under operating leases which expire

as tollows:

2002 2001
£000 £000
Less than one year 1 1
Between two and five years 317 465
Opver five years 398 396

The payments relate to ongoing rent, rate and equipment leasing commitments in respect of
USS Ltds offices in Liverpool and London.

21. Pension costs
The company participates in the Universities Superannuation Scheme, a defined benetfit scheme
which is externally funded and contracted out of the State Earnings-Related Pension Scheme.
The assets of the scheme are held in a separate trustee-administered fund. It is not possible to
identify each institution’s share of the underlying assets and liabilities of the scheme and hence
contributions to the scheme are accounted for as it it were a detined contribution scheme. the
cost recognised within the statement of operating costs tor the year being equal to the

contributions payable to the scheme for the year.

The latest actuarial valuation of the scheme was at 31 March 1999. The assumptions which have

the most significant etfect on the result of the valuation are those relating to the rate of return on

~
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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 tuture 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. 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
(including an estimated £55 million in respect of outstanding bulk transter payments due) and
the value of the past service liabilities was £17,427 million leaving a surplus of assets of £ 1,443
million. The assets therefore were sufficient to cover 108% of the benetits which had accrued

to members after allowing for expected future increases in earnings.

The institution contribution rate required for tuture service benetits alone at the date of the
valuation was 16.3% of salaries but it was agreed that the institution contribution rate will be
maintained at 14% of salaries. To fund this reduction of 2.3% for the period of 11 years from
the date of the valuation (the average outstanding working lifetime of the current members of the
scheme) required the use of £561 million of the surplus. It was also agreed, following the valuation,
that £201 million of the surplus would be used to fund certain benefit improvements. This lett
a past service surplus of £681m (including the Supplementary Section) to be carried torward.

Surpluses or deficits which arise at future valuations may impact on the company’s tuture
contribution commitment. The next formal actuarial valuation is due as at 31 March 2002 when

the above rates will be reviewed.

The total pension cost for the company was £501,000 (2001 : £467,000). The contribution rate

payable by the company was 14" of pensionable salaries.

22. Related party transactions

There are no related party transactions other than transactions between the trustee company and
the scheme. The trustee company provides administration and investment management services
to the scheme charging 5.8 million and £15.5 million respectively, with a balance due from
the scheme of £6.3 million at 31 March 2002,
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INDEPENDENT AUDITORS’ REPORT

to the members of Universities Superannuation Scheme Limited

We have audited the financial statements which comprise the statement of operating costs, the
balance sheet, the cash flow statement, the related notes and the accounting policies set out in

the statement of accounting policies.

Reespective responsibilities of trustee and auditors

Basis

The directors’ responsibilities tor preparing the annual report and the tinancial statements in
accordance with applicable United Kingdom law and accounting standards are set out in the
statement of directors’ responsibilities.

Our responsibility is to audit the tinancial statements in accordance with relevant legal and
regulatory requirements and United Kingdom Auditing Standards issued by the Auditing

Practices Board.

We report to you our opinion as to whether the financial statements give a true and tuir view
and are properly prepared in accordance with the Companies Act 1985. We also report to you
it, 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 intormation
and explanations we require for our audit, or if information specitied 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 if we become aware of any apparent misstatements or material inconsistencies with

the financial statements. The other information comprises only the directors’ report.

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
fraud or other irregularity or error. In forming our opinion we also evaluated the overall

adequacy of the presentation of information in the financial statements.

pinion

In our opinion the tinancial statements give a true and fair view of the state of the company’s
atfairs at 31 March 2002 and of its result and cash flows tor the year then ended and have been

properly prepared in accordance with the Companies Act 1985.

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Liverpool

29 July 2002
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