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PENSION SCHEMES ACT 1993, PART X

DETERMINATION BY THE PENSIONS OMBUDSMAN
Applicants
:
Mr G and Mrs C Haslock

Scheme
:
Teachers’ Pension Scheme – Prudential AVC Facility

Respondent
:
Prudential Assurance Company Limited

MATTERS FOR DETERMINATION

1. Mr and Mrs Haslock complain that Prudential’s sales representative improperly persuaded them to pay additional voluntary contributions (AVCs) to Prudential.  Mr and Mrs Haslock state that the sales representative told them that past added years (PAY) in the Teachers’ Pension Scheme was very expensive and AVCs would achieve the same result.  Mr and Mrs Haslock state that they were left with the impression that they were purchasing a guaranteed benefit which would make up their missing years of service.

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 manages the AVC section of the Teachers’ Pension Scheme.  Until 2000 Prudential offered an advice service through local sales representatives.  Prudential is appointed by the Department for Education and Skills as sole AVC provider to the Teachers’ Pension Scheme.

4. Mr and Mrs Haslock are members of the Teachers’ Pension Scheme.  On 2 March 1994 they met with Prudential’s sales representative, Mr C O’Mara and agreed to pay AVCs to Prudential.  Mr and Mrs Haslock state that Mr O’Mara used a chart and told them that AVCs would provide a guaranteed pension benefit, making up their years of lost service and that PAY was very expensive.  Mr and Mrs Haslock agreed to pay AVCs.  Mr O’Mara completed a “personal financial review” form at this meeting.  Mr O’Mara’s recommendations are partly illegible but are shown as:

“Advised Graham and Christine to enhance…their superannuation with the Prudential…voluntary contribution scheme…that they are already contributing 6% of their salary and they increase their contributions by a further 9% to provide for a secure retirement.”

5. Mr and Mrs Haslock say that they did not sign application forms at the meeting, but that Mr O’Mara posted the forms to them afterwards.  Mr and Mrs Haslock signed amendment forms (although they had not previously paid AVCs)on 29 March 1994,  confirming their agreement to pay AVCs.  They chose contribution rates of 7.8% and 5.3% of salary respectively.  

The forms included the question:

“2.  PENSION SCHEME DETAILS

Please indicate by ticking the appropriate box(es) if since joining the Teachers’ AVC Facility, you have started:

A. Paying additional contributions for…Past Added Years.”

The boxes were ticked, although Mr and Mrs Haslock were not purchasing PAY.  Mr and Mrs Haslock think that they took the question to relate to the years of lost service they thought they were buying with AVCs.  The application forms also included a declaration that Mr and Mrs Haslock understood and accepted that:

“Because the Facility is a way of investing money in order to provide pension benefits, those benefits will depend on the contributions paid, the performance of the institutions with whom investments are made, and on interest rates on retirement, and therefore the Departments cannot guarantee that any particular benefit will be available on retirement.”

6. When the AVCs were arranged, Mr O’Mara provided Mr and Mrs Haslock with a booklet which does not mention PAY, but does make it clear that the pension depends on interest rates and the effects of inflation.

7. Mr and Mrs Haslock paid varying AVC rates over the years, although these were less than 9%.

8. Prudential issued annual statements to Mr and Mrs Haslock.  These contained a note of the current fund value and warnings that this was dependent on investment performance and that the proceeds had to be used to purchase an annuity.  Mr and Mrs Haslock consider that these statements did not make the non guaranteed nature of their investment clear.  In 2003 the statements were revised in accordance with new regulatory requirements.  They now included what pension the AVC fund would purchase at current annuity rates.  Mr and Mrs Haslock state that they were dissatisfied with the annuity figures quoted in the 2003 and 2004 statements and following press coverage, they made an application to me.  Mr and Mrs Haslock say that if Prudential’s earlier annual statements had included current annuity quotations, they would have not continued to pay AVCs.

PRUDENTIAL’S POSITION
9. Prudential considers that there was no regulatory requirement for its sales representative to tell Mr and Mrs Haslock about PAY.  However, the company confirms that from the beginning of its contract with the Department for Education and Skills, it has undertaken to make clients aware of PAY.  Prudential considers that information about PAY is available in the Teachers’ Pension Scheme booklet.

10. Prudential points to the question in the application form asking if the applicant was purchasing PAY.  It considers that, although the question was incorrectly answered, there must have been a discussion about PAY.

CONCLUSIONS
11. Mr O’Mara supplied Mr and Mrs Haslock with a booklet that made plain the non-guaranteed nature of AVCs, as did the declaration in the application forms that they signed shortly after commencing paying AVCs.  The annual statements provided further indication of the money purchase nature of AVCs.

12. Mr and Mrs Haslock say that they answered the question about PAY in the affirmative because they thought this was what they had arranged with Mr O’Mara.  However, the wording of the question indicates that AVCs and PAY are two separate things.  It appears that there was some confusion over the question in the application forms, but this is insufficient for me to conclude that they were led to believe that they were purchasing PAY.  

13. I have difficulty in accepting as a valid proposition that AVCs were presented to Mr and Mrs Haslock essentially as a providing the benefit as PAY but at much less cost.  Mr and Mrs Haslock’s dissatisfaction with recent annuity rates leads me to the conclusion that it is with the benefit of hindsight that they have decided that PAY would have been a better investment option for them in 1994.  On the basis of the facts before me I cannot conclude that, without the benefit of hindsight, Mr and Mrs Haslock would have decided when they commenced paying AVCs that PAY rather than AVCs was likely to be the better option for them. In reaching that view I have also taken into account that they have over the years paid less than the recommended proportion of their salary into their AVC fund. 

14. I do not uphold Mr and Mrs Haslock’s complaint.

DAVID LAVERICK

Pensions Ombudsman

20 September 2005
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