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PENSION SCHEMES ACT 1993, PART X

DETERMINATION BY THE PENSIONS OMBUDSMAN
Applicant
:
Mr G C Johnson

Scheme
:
Teachers' Pension Scheme - Prudential AVC Facility

Respondent
:
Prudential Assurance Company Limited

MATTERS FOR DETERMINATION

1. Mr Johnson complains that Prudential’s sales representative told him that by paying additional voluntary contributions (AVCs) to Prudential at the rate of 3% of salary, he would be able to retire at age 57 with a total pension of 40/80ths of final salary and a lump sum of 120/80ths of final salary.

2. Some of the issues before me might be seen as complaints of maladministration while others can be seen as disputes of fact or law and indeed, some may be both.  I have jurisdiction over either type of issue and it is not usually necessary to distinguish between them.  This determination should therefore be taken to be the resolution of any disputes of facts or law and/or (where appropriate) a finding as to whether there had been maladministration and if so whether injustice has been caused.

MATERIAL FACTS

3. Prudential administers the AVC section of the Teachers’ Pension Scheme.  Until 2000 it provided an advice service through local sales representatives.

4. Mr Johnson has been a member of the Teachers’ Pension Scheme since September 1979, when he was 22 years old.  In 1998 he met with Mr R Carter, a Prudential sales representative.  Mr Johnson agreed to pay AVCs to Prudential.  No records of the meeting exist.  Mr Carter provided Mr Johnson with an explanatory booklet.  Mr Johnson states that he only kept the cover of the booklet (which had Mr Carter’s telephone number written on it) and not the pages.  Mr Johnson cannot trace any other documents provided by Prudential when he commenced paying AVCs.  Mr Johnson states:

“I cannot exactly recall if I read the booklet provided by Mr Carter.  I believe that Mr Carter went through the booklet with me at the time of taking out the AVCs and I listened to his interpretation.  Thus I may have felt no further need to read it independently.”

5. Mr Johnson states that Mr Carter told him that paying AVCs to Prudential would purchase additional years in the Teachers’ Pension Scheme.  Mr Johnson says that Mr Carter explained that the Teachers’ Pension Scheme provides a pension of 40/80ths of final salary and a lump sum of 120/80ths at age 60, which is the normal retirement date.  Mr Johnson maintains that Mr Carter calculated that paying AVCs at the rate of 3% of salary would provide him with this level of benefits at age 57.  If Mr Johnson was to work on to age 60, according to Mr Carter this would guarantee him a pension of 45/80ths of final salary with a lump sum of 135/80ths of final salary.  Mr Johnson says that Mr Carter stated that AVCs would produce a guaranteed pension.  Mr Johnson states that the literature provided by Mr Carter confirmed this.

6. Prudential issued annual benefit statements to Mr Johnson.  These contained statements that the pension payable was dependent on investment performance and that a lump sum was only available from AVCs made before April 1987.  Mr Johnson states that he did not keep his benefit statements until two years ago, when he started to become concerned about whether the AVC arrangement was suited to his needs.

7. The Teachers’ Pension Scheme is a final salary scheme and the member accrues an entitlement to a pension based on 1/80th of final salary for each year of service.  The maximum benefit is a pension of 40/80ths of final salary and a lump sum of 120/80ths of final salary.  AVCs are a money purchase arrangement and it is thus impossible accurately to predict what amount of AVC fund would be required to produce a annuity equivalent to a particular fraction of a salary which could only be estimated.  

PRUDENTIAL’S POSITION

8. Prudential stated that its booklet explained the money purchase nature of the AVC arrangement.  The booklet also contained information about purchasing past added years in the Teachers’ Pension Scheme, including the address of the Teachers’ Pension Scheme where more information about this option could be obtained.  Prudential considered that Mr Carter would have provided an illustration of benefits.  Prudential’s illustration form contained warnings that the pension payable from AVCs was not guaranteed and depended on investment performance.

CONCLUSIONS

9. Mr Carter provided Mr Johnson with a booklet that made the nature of the AVC arrangement clear.  Mr Johnson chose to dispose of the pages of the booklet, it seems without reading them.  Having provided Mr Johnson with an explanatory booklet, I consider it probable that Mr Carter would also have given him an illustration of benefits.

10. Prudential’s booklet and illustration form make clear the non-guaranteed nature of the AVC arrangement, as do the benefit statements.  I consider it most unlikely that Mr Carter would say that AVCs provide guaranteed benefits, knowing that all Prudential’s literature, and that issued by the Teachers’ Pension Scheme, would contradict him.  It follows that I am not persuaded by Mr Johnson’s version of events.

11. I do not uphold Mr Johnson’s complaint.

DAVID LAVERICK

Pensions Ombudsman

31 March 2005


- 3 -


