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Dear Colleague

Although | am sending this email to all members of USS at the University of Reading and
Southern Universities Management Services, it is primarily aimed at anyone earning in excess of
£55,000 pa and who is at or close to the Annual or Lifetime Allowance thresholds and who
wishes to consider managing the accrual of their pension benefits. This is because the option
detailed below is only available to those earning in excess of this amount.

Voluntary Salary Cap (VSC)

As part of the USS changes being introduced this year, from 1 October 2016 it will be possible for
individuals affected or potentially affected by pension taxation issues (Lifetime Allowance and /
or Annual Allowance) to voluntarily elect for a limit to be placed on the amount of their pay
which will be pensionable. This is known as the Voluntary Salary Cap and the attached USS
factsheet gives more detailed information.

If you are affected or may be affected by these pension tax allowance thresholds, please take the
time to read the factsheet along with the information available on the tax pages of the USS
website as these give more detailed information. However, the key points are:

e the Voluntary Salary Cap level can be chosen by you, the member, but it cannot be
lower than the USS salary threshold — currently £55,000;

e the election can be made effective from 1 October 2016 or from 1 April 2017, or from
any 1 April thereafter;

e the election can be cancelled with effect from 31 March each year;

e once made, the election will continue in force unless you choose to cancel;

e an election form can be obtained from myself or by emailing pensions@reading.ac.uk;

e the deadline for return has been set by USS Ltd as 2 September;

e death benefits will be based on the elected salary rather than your full pay unless you
choose to pay contributions at the rate of 2.5% on the salary in excess of your chosen
VSC.

The deadline set by USS Ltd for the return of this form is 2 September. However, internally, in
order to ensure members have sufficient time to obtain and complete a form should they so
wish, we ask that you return the form to me by 16 September 2016 but please make sure it is
dated no later than 2 September 2016.

If you are not sure if the VSC is right for you and your circumstances, you do not have to make
the election effective from 1 October as you can elect for it to start from 1 April 2017, and thus
have until 28 February 2017 to take the relevant advice and submit the form.

Please note that neither | nor members of the pension team are able to provide you with
financial advice.
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Voluntary Salary Cap (VSC)

At a glance information

The VSC will be implemented from 1 October
2016.

The VSC allows you to cap the future accrual of
pension benefits in the scheme by setting a salary
for pension purposes at a level lower than your
actual salary, provided it is no less than the salary
threshold for the year.

You will be able to make an election to commence
VSC from 1 October 2016. Going forward,
decisions on VSC will take effect from 1 April each
year.

Death in service and incapacity benefits can be
maintained based upon full uncapped salary
should you decide to pay the special contribution
for salary in excess of the VSC.

You should read further if you are at (or close
to) annual or lifetime allowance thresholds and
wish to consider managing the accrual of your
benefits.
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Voluntary Salary Cap

Introduction to the Voluntary Salary Cap (VSC)

The VSC was introduced to give members an option to restrict
their salary on a voluntary basis for pension purposes. It
allows members to manage their pensions tax position without
necessarily having to withdraw from the scheme entirely. It
will be most helpful for members looking to manage annual
allowance (AA) tax charges and the effect of the AA taper (the
taper is explained in detail in the annual allowance factsheet).

A VSC election is not permanent, although there are
restrictions around when you can stop and start. The detail of
the election is set out in the frequently asked questions below.

Note that even if you are faced with an AA tax charge each
year, it may not be in your interests to make a VSC election.
We recommend that you read this factsheet and consider
seeking independent financial advice before making a decision.
You can find an independent financial adviser through the
following website: www.unbiased.co.uk. Please be aware that

you may be charged a fee for any advice.
Who can use the VSC?

Any active member with a USS salary above the salary
threshold — set to be £55,000 from 1 October 2016 (and then
revalued annually).

When will the option be available?

You will be able to make an election to have a VSC in place
with effect from 1 October 2016. In future years, the elections
will be effective from 1 April each year. If you join part way
through a year, the option to make an election will not be
available until the next 1 April.

You must have submitted the application in advance and given
at least 28 days’ notice.

Can | cancel the election?

The VSC can be cancelled with effect from 31 March each year.
Therefore, your election will be in place for a minimum of 12
months (with the exception of the part-year from 1 October
2016), but will continue each year unless cancelled. You will
need to give 28 days’ notice to cancel an election.

What if | change employers during the year?

You can retain your current election if the gap between leaving
your previous employer and starting at your new employer is
no more than 30 days. However, it will be your responsibility
to inform your new employer that you have a VSC election in
place.

If the gap between employments is more than 30 days then
your current VSC election will be lost. You will be able to make
a new election at the next 1 April.

How do | make an election and where is the form?

The forms to make an election will soon be available from your
employer. You will need to speak to your employer in the first

instance because an election for a VSC will require a change to
their payroll.

What is the purpose of the VSC?

The VSC allows members with lifetime and annual allowance
issues to manage their tax affairs. In particular, it allows
members to consider their personal circumstances and strike
a balance between the amount of taxation on benefit accrual
and on salary.

How does the VSC interact with the tapered annual allowance?

The starting point for determining your tapered annual
allowance is your taxable income, which is not affected by
the VSC election. However, the VSC will reduce your pension
accrual, thereby reducing the addition to “adjusted income”
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and the amount assessable for AA purposes.
What contribution rate will | pay?

Any member using the VSC will pay 8% on their salary up to
the VSC. Any contributions paid above the salary threshold up
to the VSC will be invested in the USS Investment Builder.

Can | still elect for the 1% matching contribution rate?

Yes. You and your employer will pay 1% of salary up to the
level of the VSC.

Will death in service and incapacity benefits be limited to the
VSC?

You have some choice here. Should you want to maintain
death in service and incapacity benefits on your full salary
(ie not restricted by the VSC), you can do so. You will pay a
contribution, which is currently set at 2.5% of the amount of
your salary which is in excess of VSC.

Does my employer pay any contributions in respect of salary in
excess of the cap?

Yes, your employer is required to continue to make

contributions towards any deficit, as set out in the recovery
plan. The contribution payable by the employer is currently
2.1% of the amount of your salary which is in excess of VSC.

How do | decide where to set the cap?

This is a matter for you to decide, however you can check

the effect of a VSC on your estimated Pension Input Period
(“PIP”) amount over the year by inputting your details into the
Additional Contributions Modeller, available through My USS.
(For more information on what PIP is, and how the PIP amount
is used to calculate your annual allowance tax charge, please
see the annual allowance factsheet.)

Once you have input your salary and contribution details into
the modeller and applied your chosen VSC, select “2. What
you could get at retirement”, and at the end of the form will

be an annual allowance section. This will show you your
estimated PIP amount for the year in respect of your USS
benefits with the VSC applied. You can then vary the level of
the VSC to see how different levels of salary cap will affect your
PIP amount for 2016/17. Note that this amount assumes that
you will take advantage of the 1% Match, which will be paid up
to the level of your VSC.

It is important to understand that as you reduce your pensions

tax liability by lowering the salary assessable for pension
contributions, you also affect the benefit you receive. It may
be the case that even when your benefits are subject to tax, it
is more valuable for you to remain in the scheme than make
a VSC election or indeed opt-out entirely. You can find an
independent financial adviser through the following website:
www.unbiased.co.uk. Please be aware that you may be

charged a fee for any advice.

Should | set the cap to ensure that there are funds paid to the
USS Investment Builder to pay for any tax charges that may fall
due?

You can use your USS Investment Builder fund savings to pay
for annual allowance and lifetime allowance tax charges. It
may be a more efficient solution to use funds paid to the
USS Investment Builder (including contributions paid by your
employer of course) to cover these charges.

I have multiple employments, how does the VSC work for me?

You still need to decide the overall level of the salary cap,
however you can specify a VSC for one employment only. For
this employment you can specify a VSC that is lower than the
salary threshold, provided that the total of your VSC, and other
salaries, is not less than the salary threshold.

For instance, if you wanted to apply a cap of £55,000, and
you have two posts at £40,000 per annum then the VSC could
apply to one employer so that your salary from that employer
is capped at £15,000 and then no cap would apply in respect
of your other employment (this is just an example and it is up
to you to decide how the cap applies).

What if | cease one of my employments part way through the
year?

The application would remain in place in respect of the
employer you made the election against. So taking the
example above, if you ceased one of your £40,000 per annum
posts, and that was not the one to which the VSC applied,
then your salary from your remaining employment for pension
purposes would be restricted to £15,000 until the following 31
March, when it would be cancelled as the cap would be lower
than the salary threshold.
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This publication is for general guidance only. It is not a legal
document and does not explain all situations or eventualities.
USS is governed by a trust deed and rules and if there is any
difference between this publication and the trust deed and
rules the latter prevail.

Every effort has been made to present accurate information
at the date of publication and members are advised to check
with their employer contact for latest information regarding
the scheme, and any changes that may have occurred to its
rules and benefits.
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_______________________________________________
USS-Members mailing list <USS-Members@lists.reading.ac.uk>
https://www.lists.rdg.ac.uk/mailman/listinfo/uss-members



Kind regards

Stephanie

Stephanie May
Pensions Manager

University of Reading
Room 121
Whiteknights House
PO Box 217

Reading

RG6 6AH

Telephone: 0118 378 6191

Web: Human Resources (save to your favourites!)

Please ensure your details are correct in Employee Self Service..

This communication is confidential. If you are not the intended recipient, you should not copy or disclose the
message to anyone, but should kindly notify the sender and delete the message. Offers made in this email are
subject to contract. If your enquiry is a request under Freedom of Information or the Environmental Information

Regulations, then please redirect your email to imps@reading.ac.uk.


http://www.reading.ac.uk/internal/humanresources/
https://ess.reading.ac.uk/
mailto:imps@reading.ac.uk

