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PENSION SCHEMES ACT 1993, PART X

DETERMINATION BY THE PENSIONS OMBUDSMAN

Complainant
:
Mrs L Facchini

Scheme
:
Teachers' Additional Voluntary Contribution Scheme 

Respondent
:
Prudential Assurance Company Limited (Prudential) 

THE COMPLAINT (dated 7 November 2001)

1. Mrs Facchini complaints of maladministration on the part of Prudential, in failing to give her a fair, honest and balanced account of the additional voluntary contributions (AVCs) options available to her.  She claims that she has suffered an injustice as a consequence of the above alleged maladministration.

MATERIAL FACTS

2. Prudential invests AVCs made by members of the Scheme and provides a full administration service.  Prudential is the only AVC provider recommended by the employers to the Scheme.

3. Mrs Facchini is a teacher and a member of the Scheme.  She started making AVCs of £48.68 per month to Prudential in 1991 but this was increased to £100 per month in 1994.  She says that 

3.1. she had explained to the Prudential representative that she wished to add to her pensionable service and to supplement her pension taking account of her age, future promotion prospects and increased earnings capacity; 

3.2. she asked the Prudential representative about buying “added years”, but was informed that this was the most expensive option and really was not viable;

3.3. the Prudential representative advised her that AVCs paid to Prudential was the best option for her given the past performance of its pension fund;

3.4. the Prudential representative failed to point out that the Prudential arrangement, being a money purchase scheme, was never as good an option as an index-linked final salary scheme; and

3.5. she had been mis-sold the Prudential arrangement and would like compensation to buy “added years”.

4. Mrs Facchini states

4.1. when she first started making AVCs in 1991 she was missing 12 years pensionable service, and she thought that by making AVCs to the Prudential the shortfall would be made up; 

4.2. her salary until 21 October 1991 was £6,887, but it increased to £14,574 after that date; and

4.3. the Prudential representative had arranged for her to pay approximately 6% of her salary and until recently she thought that she would have made up the shortfall in her pensionable service by the time she retired.

5. Prudential responded to the complaint by saying that

5.1. it was unable to find the original application Mrs Facchini had completed when she first started making AVCs;

5.2. the representative who had originally arranged Mrs Facchini’s AVCs has not positively been identified, and therefore no contact had been made with him or her; 

5.3. it could not confirm whether a “fact-find” was completed for Mrs Facchini at the time, but added that she had declined to complete a subsequent fact find; and

5.4. if Mrs Facchini wishes to buy “added years” this would have to be arranged via the Teachers' Pension Scheme and not through the Prudential representative.

CONCLUSIONS

6. Apart from the oral advice Mrs Facchini claims to have received from the Prudential representative there is nothing to show what information she had been given about buying “added years”.  Prudential has been unable to confirm or deny the advice Mrs Facchini claims she was given, as it has not been able to positively identify the representative who had originally arranged her AVC.  Prudential has been unable to confirm whether or not a fact-find was completed for Mrs Facchini at the time, which would have shown the advice she had sought and the advice she may have been given.  On the balance of probability, I find that Mrs Facchini was given advice from the Prudential representative that the option of buying added years was too expensive and not worth considering.

7. Whilst I have reservations about whether the Prudential representative properly assessed all the options, and I am also concerned about the lack of documentation, I am not convinced that the advice was unsound.  I recognise that, if she could have afforded it there would have been attractions for Mrs Facchini in buying added years.  The advantage of that option is that the final pension at retirement is based on the member’s final salary and involves no investment risk for the member whereas the final pension resulting from AVCs paid to Prudential is dependent upon investment returns and annuity rates and therefore involves a greater investment risk to the member.  

8. But such an advantage has a cost attached to it.  Mrs Facchini has stated that she started making AVCs in 1991 to make up the shortfall of 12 years in her pensionable service.  Using tables provided by Teachers’ Pensions, the administrators for the Teachers Superannuation Scheme, Mrs Facchini would have had to pay 8.64% of her salary in 1991 up to her normal retirement age, ie 60, to secure the missing 12 years she required.  When she began making AVCs the £48.68 per month she was paying at the time was only 4% of a salary of £14,574.00.  In addition, these contributions were fixed, ie they did not increase as her salary increased.  When her AVCs increased to £100 per month in 1994, this was to only 6% of her salary at the time (ie £19,800), and was once again a fixed contribution.  Thus at the rate at which she was contributing she could not have made up the shortfall of 12 years.  She would have had either to have paid more than she was paying or buy a lower number of “added years”.  If Mrs Facchini believes that by paying the same amount of money toward buying added years as she has paid for her AVCs she would indeed have made up the “missing 12 years” then she is mistaken.  

9. Thus I have come to the view that, whether or not there was maladministration in the way the advice was given to Mrs Facchini, it has not been the cause of the injustice to her as she claimed.

10. The complaint is not therefore upheld.  

DAVID LAVERICK

Pensions Ombudsman

24 May 2002
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