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Welcome to the 

Summer 2016 edition 

of Money Matters
In this issue we take a good look at Inheritance Tax. A large part of our 

reponsibility is to make sure our clients’ legacy plan is realised. While 

we can help create this, it’s something clients need to actively think 

about and plan for as they get older in order to avoid some of the pitfalls 

outlined. A specialist from Pitmans LLP law firm has also contributed 

a piece explaining Deeds of Variation, which should be borne in mind 

when creating or amending Wills.

Buy to Let has been in the news constantly since our last edition, 

so Alistair Hargreaves’ piece summarising changes and thoughts 

on what landlords need to consider going forward is useful for anyone 

with a second property or thinking about entering that market. As Wren 

Sterling’s sister company, John Charcol is perfectly placed to help 

our clients with specific property requirements.

We’ve got an interesting piece on what those who were able 

to access their pensions for the first time actually did (and it wasn’t 

all Lamborghinis!). Clive Barwell provides a column on his personal 

pensions freedom experience. With the mothballing of the Money 

Advice Service announced in the Budget, we’re naturally concerned 

about a gap left in the market for those reaching age 55 and looking 

forward to retirement. Clive’s piece shows just how difficult it can 

be to understand the tax implications when accessing pensions and 

how vital it is to take advice. 

Finally, we have contributions from our expert partners Doyle Clayton, 

7IM and Brooks Macdonald on employment law, inflation and the 

uncertainty driven by the EU referendum that is affecting investment 

planning.

I hope you continue to find Money Matters useful and interesting and 

as always I would be delighted to receive feedback from our clients 

personally.

Ian Darby

Executive Chairman

IN THIS ISSUE
3

Budget 2016 - Highlights

4

Inheritance Tax: Why it pays to start 
your planning early

7

What is a Deed of Variation?

8

What did people do with their pension 
after pensions freedom?

11

Clive Barwell’s personal pensions 
freedom experience

13

Are you getting the most out of your 
Wren Sterling updates?

14

How is the Brexit vote impacting 
investment decisions?

16

Anyone remember inflation?

18

Buy to Let: Are landlords being priced 
out?

21

Changes to the Lifetime Allowance 
and Annual Allowance

22

Employment law roundup

EDITORIAL TEAM

Magazine Editor

Gráinne Newborough

grainne.newborough@wrensterling.com

Editor in Chief

Nick Moules

nick.moules@wrensterling.com

Designer

Sandra Turkiewicz

sandra.turkiewicz@wrensterling.com

All images supplied by iStock.com

CONTRIBUTORS

Brooks Macdonald

Doyle Clayton

John Charcol

Pitmans LLP

7IM

CONTACT

We welcome your feedback:

 Wren Sterling

5th Floor, Cutlers Exchange

123 Houndsditch

London, EC2A 7BU

 www.wrensterling.com

 company/wren-sterling

 /wrensterlingfp

 @wrensterling

 ARE YOU RECEIVING THE FULL SERVICE?

Part of our commitment to you under your Client Agreement is that 

we will keep you up to date with financial changes that may affect 

you. Most of these updates are sent as emails. If you’re not receiving 

them, please see page 13 and we’ll be delighted to add you to our 

mailing list. 

G
eorge Osborne’s March Budget was his third in 12 months and one 

he claimed “puts the needs of future generations first”.

These are our highlights:

• The launch of a new Lifetime ISA from April 2017 for adults under the age of 40, 

with a maximum contribution of £4,000 a year and a 25% bonus. The standard 

ISA investment limit will rise to £20,000 at the same time.

• A cut in the main rates of Capital Gains Tax from 2016/17 to 20% for higher 

and additional rate taxpayers and 10% for other taxpayers. However, the existing 

rates will continue for gains on residential property and carried interests.

New Lifetime 

ISA
under 40 
years old

£40,000 
maximum annual 

contribution

25% 
bonus

£20,000 
new ISA 

investment limit

April 2017
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• An increase in the personal allowance for 2017/18 to £11,500 and the higher rate threshold to £45,000.

• An extension of entrepreneurs’ relief to cover long term external investors in unlisted companies.

• Two new £1,000 tax allowances for property income and trading income, starting in April 2017.

• A cut in the corporation tax rate to 17% in 2020 and greater flexibility in the use of tax losses 

by smaller companies.

• A restructuring of stamp duty land tax on commercial properties.

• A major revamp of business rates, permanently doubling the small business rate relief.

• The abolition of Class 2 National Insurance contributions for the self-employed from 6 April 2018.

Budget 2016
Highlights



P
hil Jenkins, a Chartered Financial Planner with Wren Sterling, 

discusses changes in Inheritance Tax (IHT) and sets out a basic 

checklist for clients. More of us will need to consider IHT planning in the 

future. This is illustrated in an article published in the Telegraph, in which 

the Office of Budgetary Responsibility predicted that 10% of estates will 

be subject to IHT in 2018/19, up from 5% just five years earlier.

Inheritance Tax: 

Why it pays to start 

your planning early

4   MONEY MATTERS

Money Matters: Hi Phil, there’s 

been a lot about IHT in the media 

in recent years, so probably a 

good time to catch up on what’s 

changed and what people need 

to consider when arranging their 

affairs for IHT.

Phil Jenkins: It’s true – IHT has seen 

significant change, like the £1m IHT 

threshold and the freezing of the 

£325,000 nil rate band until 2021. 

What’s more, property has been 

generally increasing in value 

in recent years, particularly in 

the South East and London, so 

it’s pushing more people into 

IHT territory than before because 

property tends to be their 

main asset.

So much so that in an article 

in the Telegraph, the Office 

of Budgetary Responsibility 

estimated that a third of all Wills 

may have to be rewritten if clients 

want to benefit from the new 

£1 million joint allowance, due to 

be phased in between now and 

2021. To benefit from this new 

allowance, the home has to pass 

to a child or grandchild, so if the 

house does not go straight to 

the children, the homeowner’s 

beneficiaries will not get the 

allowance.

Interestingly, the £1 million 

allowance does not apply to assets 

outside of the family home.

MM: So plenty for people to get 

up to speed with. When do you 

think people should start thinking 

about IHT and what’s the reality 

in your experience? 

PJ: Typically, clients have retired 

when they begin to plan IHT. I think 

clients should start to consider this 

at the point where they have built 

their asset base and have sufficient 

income to sustain the standard 

of living they’re looking to achieve. 

For some clients, this may be 

when they’re still in work. In some 

cases, leaving it until retirement will 

be too late, especially for people 

who are cohabiting but not married. 

Where an unmarried partner 

inherits assets, IHT may be payable, 

which will be complicated further 

if there is no Will.

Leaving IHT planning to later 

in life also raises the possibility 

of being taxed on gifts already 

made as they’re more likely to die 

within the seven year timeframe 

for tax-free gifting. It’s definitely 

the case that understanding the 

rules around this earlier can inform 

clients’ decisions.

MM: Right, so it’s one of those 

things that people should 

think about earlier than they 

do – sounds a lot like financial 

planning. For those people that 

haven’t started, what are the basic 

elements they need to consider?

PJ: First, IHT has to be paid. Under 

the current rules, changing a Will 

to reduce an IHT bill is classed 

as tax avoidance. However, there 

are efficiencies that can be made 

and strategies for reducing tax. 

There are generally three estate 

planning strategies widely 

used by advisers. Clients can:

• Make ‘lifetime gifts’ 

• Insure against the tax liability 

through life assurance held 

in trust – so a policy that pays 

the value of the tax bill upon 

death 

• Invest capital or move existing 

investments into qualifying 

investments, for example 

investments that qualify 

for Business Property Relief

MM: You mentioned cohabiting 

couples not getting the same 

rights as married couples. Aside 

from tying the knot, what can they 

do to make sure they are not liable 

for a large tax bill on the death 

of the first person?

PJ: This depends on how you 

are structured legally and the 

permutations are quite different. 

What you pay will depend on how 

you owned any shares or property 

or how your bank accounts were 

set up. Let’s look at property 

in this scenario.

Typically, couples own their home 

as joint tenants. This means that 

both own the whole of the home.
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This information is based on our understanding of current taxation, legislation and HM Revenue & Customs 

practice, all of which may change without notice. The impact of taxation (and any tax relief) depends on individual 

circumstances and you should seek professional advice.

What’s coming up in IHT?

• The main residence threshold will be increased to: £125,000 in 2018/19, to £150,000 in 2019/20 and to 

£175,000 in 2020/21, totalling £1 million for a couple by the end of the phasing in when added to their 

£650,000 joint nil rate band.

• The existing £325,000 nil rate band has been frozen until 2021, which means clients will not be able to 

make use of the full £1 million additional band until 2021.



With tenants in common each owns 

a set share - this can either be 

half each, or a defined percentage.

If you own your home as joint 

tenants, then if one partner dies, 

the other automatically becomes 

the sole owner of the home. With 

tenants in common one member 

of a couple can pass on their 

share of the home on death, say 

to their children, while the other 

member of the couple can continue 

to live there, passing on their half 

on death.

Tenants in common can also 

prevent you having to sell your 

home if you need to go into long-

term care.

It is also a way for couples who 

have put unequal deposits into 

a property to protect their share 

in case they split up. This can 

ease the fears of families gifting 

deposits to their children.

For example, the property can 

be held as tenants in common, 

with a document showing one 

owner put in 70% of the deposit 

and one owner 30% and in the 

event of break-up and sale 

the initial deposits should be 

returned as such.

MM: So plans will need to be 

regularly revisited to make sure 

they’re appropriate?

PJ: That’s right. The phased 

aspect of these changes means 

plans made recently may not 

apply in 2018/19, so clients should 

make sure they inform advisers 

of changes in their circumstances, 

for example, if they downsize their 

main residence so it is worth less. 

MM: It sounds like the bigger 

picture really needs to be 

considered here, this isn’t just 

about making gifts in isolation 

or writing a Will is it?

PJ: Absolutely not. As with any 

aspect of financial planning, there 

are consequences to almost every 

action which only an expert will 

be able to see. I recommend that 

clients speak to their advisers 

about IHT and consider the 

following as a starting point:
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Top tips

1. Make sure you’ve written 

a Will and it is up to date

2. Arrange the property 

ownership on the correct 

basis – i.e. how you would 

like it to be structured for 

inheritance purposes

3. Use exemptions – i.e. the 

£3k a year gifting 

allowance

4. Look at gifting strategies 

that include making gifts 

out of surplus income, 

plus outright gifts classed 

as Potential Exempt 

Transfers 

5. Consider arranging 

insurance to allow 

your beneficiaries the 

resource to be able to pay 

Inheritance Tax

Wren Sterling can handle all aspects of inheritance planning, 

including Will writing through our preferred suppliers. To discuss 

in more detail, please contact your Wren Sterling adviser.

when their co-owner dies, can 

redirect whatever they inherit to 

another person of their choosing. 

As a result, the gift can be treated 

for IHT or CGT (but not for Income 

Tax) as if it had been made by the 

deceased. What a beneficiary 

cannot do is deal with anything 

other than the precise asset given 

to them, so that if they benefit 

under a Trust in the Will they 

will not be able to unscramble 

the Trust - only the Trustees 

can do that. 

Furthermore, if an elderly 

beneficiary lacks mental capacity 

neither they, nor their Attorney 

under an Enduring of Lasting 

Power of Attorney, will be able 

to sign a DoV. In some cases 

where convinced that a DoV 

would be in the best interests of 

a beneficiary who lacks capacity, 

the Court of Protection can be 

persuaded to participate, but it is 

a lengthy and expensive process.

Re-directing your inheritance 

in whole or part by means of a DoV 

can be an effective tax planning 

tool. However, we advise our clients 

to take succession planning advice 

during their lifetime and not to 

rely on the possibility that a DoV 

can be used post death. This can 

be a particular problem where 

beneficiaries are under 18, or have 

lost mental capacity. 

T
he legislation which facilitated 

Deeds of Variation for 

Inheritance Tax (IHT) and Capital 

Gains Tax (CGT) purposes 

was most recently codified in 

1984 for IHT and 1992 for CGT. 

However, the principle by which 

beneficiaries of an estate can vary 

their entitlements under a Will 

or the intestacy rules, without 

triggering personal IHT or CGT 

charges, has been recognised 

in law for about 50 years. 

What is a Deed of Variation?

A Deed of Variation (‘DoV’) is not 

exactly what it says because 

strictly speaking it doesn’t need 

to be a “Deed” as for IHT or CGT 

purposes, a variation only needs 

to be evidenced in writing, signed 

by the people affected. 

A DoV may or may not affect IHT 

or CGT payable, but if it does, 

it has to be reported to HMRC. 

Although a DoV can 

be completed at any 

time, this needs 

to happen within 

two years of the date 

of death if it is to 

have retrospective 

tax effect as is often 

the intention.

What can or cannot be varied? 

Many people think that a DoV 

can “change someone’s Will”. But 

that is not exactly how they work. 

An adult (but not a child under 

18) who benefits from someone’s 

Will, or under the intestacy 

rules, and also if they become 

entitled to jointly owned assets 

The future of Deeds of Variation

In the March 2015 Budget, the 

Government announced a review 

of the use of DoVs, to make sure 

they are not being abused for tax 

purposes, and published the results 

of the Consultation in December 

2015. The conclusion was that the 

Government “will not introduce 

new restrictions on how DoVs can 

be used for tax purposes but will 

continue to monitor their use”. 

In other words, common sense 

has prevailed so far!

With complex proposals announced 

in 2015 for a new nil rate band 

of £175,000 linked to the family 

home to be phased in over the 

next 4 years, DoVs may often be 

directed at securing this new IHT 

relief where existing Wills have not 

been updated with this in mind.

David Ainslie 
Head of Trusts & Estates 

Pitmans LLP
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INHERITANCE TAX PLANNING

What is a Deed 
of Variation?

The benefits of a DoV?

A DoV can be entered into for 

many reasons. Here are some 

examples of how our clients 

have used them: 

1. Plan for events that were 

not foreseen when the Will 

was created

2. Provide for someone 

in greater need than 

themselves

3. Make use of the deceased’s 

IHT nil rate band

4. Redirect a lump sum 

into a Trust set up by the 

deceased in his/her lifetime

5. Redirect their interest to an 

exempt beneficiary, such as 

a Charity

6. Redirect their interest to a 

non-exempt beneficiary so 

as to make good use of IHT 

reliefs (such as agricultural 

or business property relief) 



Nine months on, allowing for Italian supercar 

manufacturers to catch up with new orders, 

is a good time to reflect on spending habits 

and see if experiences match up to predictions.

Research started by the Pension and Lifetime Savings 

Association (PLSA) in February 2015 looks at the 

experience and consumer journey of those aged 55-70 

who are able to access the newly introduced pensions 

freedom. Specifically it examines:

• How consumers view the new pensions freedom

• How savers plan to access their savings under 

the new pensions freedom

• Their experience of navigating the new pensions 

freedom

• Are suitable retirement income solutions emerging 

and are savers finding their way to them, and if not, 

what are the barriers?

• What can be done to lower or eliminate the barriers 

to good retirement outcomes?

Who has pension pots?

The research estimates that there are just over 4 million 

individuals aged 55-70 with around 6.25 million private 

pension pots not yet in payment:

• 2.8 million people with at least one Defined 

Contribution (DC) pot not yet in payment

• 1.8 million with at least one Defined Benefit (DB) 

pot not yet in payment

• 0.5 million with both DB and DC (included above)

• DC now dominates the landscape for those who have 

not yet taken any or all of their pensions, with the 

percentage of people with only DC provision rising 

from 38% in 2010-12 to 54% in 2015.

Individuals with three or more pots made up just 13% 

of this population.

L
amborghinis, yachts, never ending holidays, 

Buy to Let properties, HMRC, the bookies... 

According to nervous commentators prior to April 

2015 when access to pensions became reality for 

55 year olds, this is where the bulk of the cash 

would end up. People couldn’t wait to spend it – 

and suffer the tax consequences of their actions.

What did 

people do 

with their 

pension after 

pensions 

freedom?
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The 2.8 million DC savers can be segmented into three 

broad categories:

• The actioners – those who have accessed their 

pension savings (for the first time) under the new 

pensions freedom – 14% of all with DC with 

approximately 21% of DC wealth for this cohort

• The investigators – those who have actively started 

to consider how they would take their pension 

under pensions freedom – 63% of all with DC with 

approximately 69% of DC wealth for this cohort

• The inactive – those who have not taken any action 

since the introduction of pensions freedom – 23% 

of all with DC and 10% of DC wealth for this cohort.

Who did we expect to have spent all their cash?

The 2.8 million individuals with DC pension wealth 

not yet in payment were expected to be the most 

active when pensions freedom was introduced. 

There was widely reported concern in the media 

before the introduction of the changes that all DC 

savers would look to raid their pension pots, spend 

their savings and be left with no money to live 

on over the course of their retirement.

However, research has found that

the majority of the 2.8 million 

savers eligible to take advantage 

of pensions freedom have 

not taken action.

Only approximately 400,000 DC savers have taken 

some form of action in the first six months of pensions 

freedom and 5% of those with DB arrangements have 

already switched to DC.

Where is the money going?

Putting money into a drawdown plan was the most 

popular option for both actioners taking their pension 

between April and October 2015, and investigators who 

had made a decision about how to take their pension.

When respondents to an April 2015 PLSA survey were 

asked why DC savers would opt for drawdown, the 

most popular benefits were:

• 33% It would provide them with greater flexibility 

than other options

• 20% It would give them control of their finances

• 18% It would enable their money to continue to grow

Key terms
Defined Contribution (DC)

Defined Contribution pensions build up a pension 

pot using your contributions and your employer’s 

contributions (if applicable) plus investment 

returns and tax relief. The income you might 

get from a defined contribution scheme depends 

on factors including the amount you pay in, the 

fund’s investment performance and the choices 

you make at retirement.

Defined Benefit (DB) 

Defined Benefit pensions pay out a secure income 

for life which increases each year. You may have 

one if you’ve worked for a large employer or in 

the public sector.

Your employer contributes to the scheme and 

is responsible for ensuring there’s enough money 

at the time you retire to pay your pension income. 

You can contribute to the scheme too.

They usually continue to pay a pension to your 

spouse, civil partner or dependants when you die.

Drawdown

Income drawdown involves leaving your pension 

fund invested in shares, bonds and so on, 

and drawing a regular income from it by cashing 

in some of those investments. Each time you 

move money into drawdown, up to 25% can be 

taken as a tax-free lump sum. The remainder stays 

invested and taxable income can be drawn directly 

from the pension as you wish.

Why DC savers would 
opt for drawdown:

33%
“want 

flexibility”

20%
“want

control”
18%

“want 
growth”
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In total, 51%, of the estimated 400,000 DC savers had 

taken cash lump sums in some format (either taking 

their tax-free lump sum (TFLS) or taking some, or their 

entire pension as cash lump sums) equating to roughly 

204,000 individuals. 

The findings show that, far 

from being reckless with their 

pension wealth, the majority 

have been cautious, at least 

for the time being.

The majority chose to save or invest and spend their 

cash (57%) although some (18%) spent it all, while a 

similar proportion saved or invested it all (19%). 

While the results suggest that the majority of those 

taking the cash were not reckless spenders, 

the saving and investment decisions taken do raise 

some concerns. 

Cash savings remain popular in spite of their 

historically low returns and the risk of their 

not keeping up with inflation.

Despite the fact that property is often considered by 

the media an area that many approaching retirement 

would invest their cash in, this was cited as the choice 

of investment for only 10% of those saving or investing 

their cash withdrawals.

Home improvements were easily the most popular 

way of spending the money, followed by one-off 

expenditure on holidays or cars.

What do savers want?

The PLSA showed all savers with a pension not yet 

in payment a series of paired statements and asked 

them to select the statement that was their preferred 

option for taking their pension. Inevitably, this 

highlighted the complex and perhaps impossible mix 

of features that are preferred:

• Having the flexibility to change the product they 

used to take their pension when they wanted to

• Not running out of money in later life / receiving 

a guaranteed income throughout their retirement

• Minimising the risk of losing money even if it meant 

little chance of gain

• Leaving some money aside for later life

While this research and findings illustrate the 

experience of a cross-section of people new 

to pensions freedom, the concern for some 

policymakers is that the next generation is likely 

to have less wealth to manage, more likely to be 

on a DC scheme and will probably be working longer 

to compensate for it. Taking that into account, how 

might the demands of the next generation of people 

set to access their pensions be reflected in products?

Breakdown of spending
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If you’re considering accessing your pension, 

you’re strongly advised to obtain professional 

advice beforehand. Please contact your Wren 

Sterling adviser for more information.

The PLSA has called for the following:

• simple, and ideally a default investment option 

(because these are not DIY investors)

• low cost administration and investment 

management (because the groups that follow 

will generally have modest investment funds)

• the ability to lock-in a secure income for later 

life but with some flexibility in the early years 

of retirement (because people don’t know 

how long they will live and fear running out 

of money)

• good communication and scheme governance 

(because many will not have access to personal 

financial advisers)

32%
Home 

improvements

14%
paid off loan 
or credit card

18%
One off  

purchase

12%
Paid off 

mortgage

3%
Family

P
ension Reform: Freedom and Choice: this is the 

headline on the website for The Pensions Advisory 

Service, which is a part of the Government sponsored 

Pension Wise service set-up to provide free guidance 

to retirees. However, over a full year into the new 

regime it’s time to ask the question, “Can we really 

have the words pension, freedom and choice in 

the same sentence?”

As we know, prior to 27 March 2014, there were very 

strict rules about what could and couldn’t be done 

with pension savings. In simple terms, the first 25% 

of pension savings could be taken as a tax-free lump 

sum and the balance then had to be used to provide 

a taxable income for life in one form or another.

22 MONEY MATTERS

What the new regime has 

swept away is all the limits and 

restrictions on the taxable portion. 

What the new regime hasn’t done 

is change the tax treatment applied 

to pension savings.

My personal 

pensions freedom 

experience
Clive Barwell

Head of Later Life Advice 

Wren Sterling



It does beg the question, however, whether taking 

all the pension savings out as a lump sum is the right 

thing to do. Is it a long term solution to a short term 

problem? Will it impact the lady’s standard of living 

in the future? Certainly Wren Sterling’s view is that, 

first and foremost, pension savings are one of the 

most tax-efficient forms of investing and should 

be considered to be a crucial part of long term 

post retirement planning.

Just deferring the pension 

withdrawal, either in full or in 

part, to post 6 April 2016 could 

have saved the higher rate tax, 

with the whole sum likely to be 

taxable at just 20%.

Other Wren Sterling experiences

Prior to writing this article, I canvassed the other 

advisers in Wren Sterling for their experiences 

with clients at or post-retirement in the new world. 

Without exception, they have all told me tales of how 

they’ve stopped people making disastrous choices 

like the lady in my story. Also, they have commented 

on how they have been able to help their clients see 

the bigger picture, particularly as people consistently 

underestimate how long they are going to live 

in retirement. 

One of the by-products of the changes has been 

a greater awareness of and greater interest in pensions 

by younger people, which has to be a good thing. 

It’s only when you try and retire and discover you 

haven’t got enough to live on that the true benefits 

of long-term retirement planning are fully appreciated. 

With a career spanning nearly 45 years, I’ve witnessed 

both sides: those with adequate pension income and 

those with inadequate pension income. I know which 

camp I want to be in when I retire!
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On a bi-monthly basis, I run a pro bono financial clinic 

at the office of a local Age UK, providing financial 

planning guidance in areas that are too technical 

for the charity’s own advisers. Unsurprisingly, many 

of the queries in the past year have been in relation 

to pensions and the new rules.

At a recent clinic I had an appointment with a lady 

taking retirement from her public sector job at the 

end of March 2016 and drawing her index-linked 

pension. Running alongside the main pension, this 

lady had been saving into an Additional Voluntary 

Contribution (AVC) scheme, which was designed 

to provide a supplementary pension from the 

accumulated savings. Needing an additional lump 

sum and believing the “freedom and choice” message, 

this lady had opted to take all of her £33,340 in cash 

from the AVC.

Tax headaches

The first £8,335 was tax-free, but the pension provider 

had then deducted emergency tax at 30% from the 

balance, reducing it from £25,005 to £17,500. The 

lady’s question to me was how she could reclaim 

the excess tax as she was only as Basic Rate (20%) 

Taxpayer. To say she was mortified at the answer 

is an understatement.

What this lady and many like her had misunderstood, 

was that the taxable element of the pension was going 

to be treated as an addition to her other taxable 

income in the whole of the 2015/16 tax year. With 

taxable salary of some £30,000, the addition of the 

pension savings meant that her total taxable income 

for the year was going to be £55,005. This puts a little 

over £12,500 of her income into the 40% band, i.e. half 

the taxable pension lump sum. With the other half 

taxable at 20%, it meant that the 30% emergency 

rate was just about right. So no tax repayment.

Consequently, whilst the 25% tax 

free rule still applies, so does the 

rule making the balance taxable in 

whatever form it is taken, income 

or lump sum. 

Why advice is vital

Whilst Pension Wise is a great service, it is unable 

to provide anything other than generic guidance 

on the various options. A Wren Sterling adviser 

will not only guide you through the options, but 

also give you bespoke advice tailored to your 

individual circumstances and requirements. 

At retirement, whilst pension income will be the 

cornerstone of any plan, taking into account such 

matters as Inheritance Tax and future long-term 

care costs is also essential.
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Are you 
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the most 
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Wren Sterling 
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Your 2015 Autumn Statement  Report
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updates you’re entitled to, please email 

marketing@ wrensterling. com from the email 
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accompanies Money Matters).
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T
he Brexit referendum on Britain’s European Union (EU) membership, 

which is due to take place on 23 June, represents one of the main 

investment risks of 2016. We can be fairly sure that a rise in uncertainty 

is likely to weigh on the UK economy and investment markets in the 

period running up to the referendum as long as its result is in question, 

while a vote to leave could extend this uncertainty for a number 

of years. Europe will not be immune and is also likely to suffer from 

short and medium term financial and political pressures. However, there 

is no precedent for any secession from the EU on this scale and it is 

impossible to say with confidence what the longer term consequences 

of a Brexit might be.

How is the Brexit 
vote impacting 
investment decisions?
Richard Spencer

Chief Investment Officer

Brooks Macdonald

Trade

Through its EU membership, the UK benefits from trade agreements covering around four fifths of its 

import / export business. Since it maintains a significant trade deficit with the EU, it is likely that other EU 

members will be keen to maintain UK trade links in the event of a Brexit. However, the process of renegotiating 

trade agreements could still be long and complicated and during any renegotiation period both the UK and EU’s 

trade activity may come under pressure, weighing on broader economic activity. A key area of negotiation will 

surround which EU rules the UK will have to comply with in order to maintain trade agreements. Negotiations 

surrounding the service industries, which make up around four fifths of the UK economy, are likely be particularly 

complicated due their diverse nature.
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Financial services

EU membership provides UK based companies with 

the ability to ‘passport’ financial services throughout 

Europe. This has led to a high level of financial 

integration between the UK and other EU member 

states. As such, it has helped London become 

a gateway to Europe for the rest of the world, a fact 

demonstrated by the high level of global foreign 

direct investment in the UK financial sector.

Some argue that the UK would be able to establish 

a more favourable regulatory environment outside 

of the EU, but it is unlikely that the European Securities 

and Markets Authority would allow UK based 

businesses to operate in Europe without adopting 

equivalent regulatory structures. In any case, it is 

possible that added risk accompanying non EU status 

would lead to some repatriation of financial activity 

to both Europe and the world’s other financial centres. 

However, this does not necessarily mean that London 

will stop being the dominant financial centre in Europe. 

Its incumbent positions and the network effect built 

up over its long history as a financial centre should 

ensure some insulation from any significant exodus 

of financial activity.

Investment implications - before the event

We have already seen a decline 

in investor sentiment as a result 

of uncertainty surrounding 

the Brexit referendum. 

This has primarily manifested itself in the foreign 

exchange markets through a weakening of the 

pound, but it has also weighed on the performance 

of the financial sector.

As long as the result of the referendum remains 

in question, we see potential for economic data 

within the UK to weaken further. Uncertainty will 

lead corporate managers to delay investment and 

recruitment plans, putting downward pressure on 

demand and negatively affecting economic growth. 

This would likely compound the decline in investor 

sentiment, potentially leading UK equities and credit 

to underperform in broader global markets.

We are more optimistic on the outlook for UK 

Government bonds ahead of the event, as increases 

in risk aversion should favour safe-haven assets. 

We are also cognisant that the Bank of England could 

react to weakness in the economy by shifting to a more 

accommodating policy stance, potentially leading the 

pound to weaken further. However, a weaker currency 

would boost the earnings of UK based multinationals 

and improve the global competitiveness of UK based 

businesses, providing support to UK economic growth 

over the medium term.

Outside the UK, there is potential for contagion 

to spread into other European economies and asset 

markets. It is also possible that there will be an impact 

on the supply of wholesale funding to UK financial 

institutions. However, we note that the Bank of England 

has already drawn up contingency plans to combat 

this issue.

Investment implications - if the UK votes to remain 

in the EU

A vote to remain within the EU would improve clarity 

on the economic and political outlook. It could lead 

to a reversal of the effects of uncertainty seen prior 

to the referendum i.e. the pound, UK equities and 

credit may rally. Over time, any pent up demand 

that had built up as a result of delays to investment 

programmes should flow through, potentially boosting 

UK economic growth in the second half of 2016. From 

this perspective, any Brexit related weakness in asset 

prices may ultimately prove to be a buying opportunity.

Investment implications - if the UK leaves the EU

If the UK decides to leave the EU, the economy is likely 

to undergo a period of significant uncertainty. It is 

somewhat unclear how markets would act at this 

time, although we could see an intensification of the 

effects evident in the build up to the event. Asset 

market volatility could persist for some time and news 

surrounding exit negotiations would likely become 

a key driver of economic and investor sentiment.

By leaving, the UK may 

call the EU’s longer term 

sustainability into question 

if other countries choose to follow. 

However, the EU could be strengthened if the UK 

is perceived to have weakened its own position by 

leaving. The event may also lead to further questions 

over what Scotland will do in terms of its own 

relationship with the UK. In either case, the political 

fallout is likely to reverberate for some time.
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Conclusion

The referendum is likely to continue to provide 

a headwind to both the economy and asset prices 

as long as its result is in question, as uncertainty 

weighs on investment activity, job creation 

and investor sentiment. It could potentially 

lead the Bank of England to respond with a 

more accommodating policy. 

The longer term investment implications of 

a Brexit are likely to be bad for London and 

the City but good for exporters, adding further 

weight to our argument that we are currently 

in a stock picking environment. The wider 

economic and political implications also mean 

that it deserves significant consideration from 

a global asset allocation perspective, in particular 

the wider European impact.
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Anyone remember 
inflation?

Justin Urquhart Stewart

Head of Corporate Development

Seven Investment Management

T
hose of a certain age may recall those dreadful days of flared trousers, 

kipper ties and double digit inflation. Today speaking of such numbers 

just encourages a certain level of derision and disbelief from younger 

members of the population.

Many of them of course have not really known 

any significant scale of inflation, and also have 

lived in a period of exceedingly low interest rates 

for a recond period of time. 

Some have never seen an interest 

rate rise in their working career. 

So to suggest that this ‘status quo’ might be coming to 

an end is greeted with astonishment. 

Now, however, is the time that we should be taking 

some notice of this ‘financial acid’ of inflation, 

which if not carefully watched, has the capacity 

of insidiously dissolving investment and savings values 

without anyone really noticing. Of course, some less 

responsible politicians are happy to encourage 

inflation, as its corrosive effect will effectively devalue 

the Government debts built up over the past few years. 

Inflation can become a very important devaluer of the 

debts incurred by especially irresponsible Governments 

who have run up too many debts in their good times. 

For private investors though, it will start to erode the 

value of their investments, as many saw in the 1960s 

and 1970s. 

With high national debt levels 

around the globe, it is going 

to take many years of higher 

inflation to bring down this 

international pile of debt pool.

Origins of inflation

So where is this inflation coming from? It seems all 

the more astonishing as most of the headlines recently 

have been about little or no inflation, or even deflation. 

The reality is that some of the headline numbers 

are somewhat misleading. The key figures to look at are  

the core numbers where you have to strip out as many 

of the variables as possible. 

So what does this show us? It gives us a bare number 

which we then can subdivide into its economic 

constituents. Thus the current number in the UK can 

be divided into the manufacturing and service sector 

inflation numbers. Upon closer inspection it shows that 

the manufacturing side is still seeing some deflationary 

pressures, especially from commodity prices. However 

the service sector, which in the case of the UK is far 

larger, has more inflationary pressures, not least 

of which are rising pay levels. This in fact could 

be closer to 2% in some areas. 

Inflation dragon

Now let’s take this a stage further. When oil was 

at US$110 a barrel, a US$10 rise was of marginal 

interest, and not very inflationary. However, when 

the crude price was recently at US$30 per barrel 

and we saw a US$10 rise, that is a very significant 

rise - and necessarily inflationary. So commodity 

prices (of oil, iron and copper ores) rising from low 

levels will eventually lead the inflation dragon to start 

to twitch its tail. It may not be breathing fire as yet, 

but beware the smoke from its nostrils in due course 

(no smoke without fire). Time for investment managers 

to consider this in portfolios. 
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Inflation has slowed in recent years

Inflation shown for goods and services costing £1 in 1980 and in 2012

1980 

£1
2015 

£3.86

2012 

£1
2015 

£1.06

Inflation averaged 2.1% 
per year

Inflation averaged 3.9% per year
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Alistair Hargreaves

Executive Mortgage and 

Protection Consultant

John Charcol

Buy to Let: 
Are landlords being 
priced out?

I
t’s fair to say the change in Buy to Let (BTL) just keeps coming. Back 

in November 2015 when the Chancellor announced that BTL transactions 

would incur a 3% surcharge from April 2016, it felt like yet another blow 

for a market that was still trying to work out the impact of mortgage tax 

relief reform, which comes into effect in April 2017.
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It has left many landlords questioning whether the 

expense and extra administration required for their BTL 

portfolio is worth it, both in effort and cost. Of course, 

there are strategies to follow that can mitigate the 

impact of the changes and I’ll outline some of these 

later on.

How have lenders reacted?

Predictably, lenders are concerned about affordability 

if profits are likely to be hit.

In turn, many lenders have 

increased their affordability 

calculations so larger deposits and 

more rental income is now required 

for those making BTL mortgage 

and remortgage applications.

On the flip side, we’ve seen a space open up in 

the market for more innovative lenders. They 

have sensibly applied regional variations in their 

underwriting. For example, where in London and the 

South East, the primary BTL strategy is to hold a 

property for capital growth, those applications are 

viewed differently to those in say, in the North West, 

where rental yield is the dominant strategy. This burst 

of innovation is really positive for the industry.

Mortgage Interest Tax Relief Changes

• Relief will be set at the basic rate of tax – 

currently 20%

• Some current basic rate taxpayers will also 

be hit, because the change will push them into 

the higher rate tax bracket. It will be phased in 

over a four year period from April 2017.

• Currently, landlords can claim tax relief on 

monthly interest repayments at the top level of 

tax they pay of up to 45%

• Under the new system, section 24 of the 

Finance Act 2015, they will get a 20% tax 

credit for mortgage interest.



Stamp duty examples

Purchase Price Ordinary Stamp 

Duty

New BTL stamp 

duty rates

£150,000 £500 £5,000

£300,000 £5,000 £14,000

£550,000 £17,500 £34,000

£750,000 £27,500 £50,000
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Is it the end of the two year fixed deal?

What these lender changes mean is that now more 

than ever, BTL should be viewed as a long-term 

investment. In previous years, landlords might have 

gone for a two year fixed rate and changed deals 

regularly. Now, with rates low and the environment 

for landlords unlikely to become easier, getting 

a forward view of costs is vitally important, 

so landlords are now looking longer term.

There’s certainly more risk 

now of a landlord being unable 

to remortgage in two years 

time, as any further changes 

to conditions could leave 

those currently on the edge 

of affordability in a spot of bother.

Strategies for the new BTL landscape – legal entity

Although every client has a unique situation in terms 

of portfolio and strategy, one area to look at is the 

legal structure of holdings. What we’re seeing now 

is clients increasingly asking about moving to a  

limited company to benefit from lower corporation 

tax rates. However, this presents different problems 

as the new company will need to buy the properties 

from the individual, incurring stamp duty and capital 

gains tax costs.



What is the difference between a consumer 

and professional landlord?

Previously, Buy to Let mortgages were non-

regulated, unlike mainstream residential 

mortgages. This is because landlords were 

usually viewed as business borrowers and 

thus requiring less supervision.

Those with a residential mortgage are viewed 

as consumers and so lenders need tough 

affordability tests to ensure that consumers’ 

chosen mortgage products are affordable now 

and in the future. 

By comparison, Buy to Let lenders would usually 

stipulate a ‘rental coverage figure’ that the 

landlord must repay. The landlord would then 

charge their tenants rent of more than the basic 

mortgage repayment.

However, this will now change with the two new 

types of Buy to Let borrower - consumer and 

professional.

Consumer

A consumer landlord will need to meet similar 

criteria to those with a residential mortgage, 

so a lender will need to be satisfied that they 

can afford the loan. 

The Treasury has defined consumer 

Buy to Let as:

“ a Buy to Let mortgage contract which is 

not entered into by the borrower wholly 

or predominantly for the purposes of a business 

carried on, or intended to be carried on, by 

the borrower”.

This aims to provide support for anyone who 

may have inherited a property or used to live 

in one, that they now rent out.

Professional

A professional landlord is defined as someone 

already renting out a property or getting 

a mortgage for the specific purpose of 

running a Buy to Let business - in other words, 

as their main job.

Similarly, some clients are looking at moving 

to a limited liability partnership (LLP) but that is 

a complicated process and is certainly not suitable 

for clients with only one property as it is unlikely 

it could be viewed by HMRC as a business.

When considering changing the legal status of your 

BTL portfolio, it is absolutely essential that you consult 

professionals (your accountant and solicitor) while 

your mortgage adviser can make sure your mortgage 

fits your medium and long-term goals.

Other strategies

There are other more obvious strategies for coping 

with this change that I would urge clients to consider. 

First, if you haven’t put your rent up for several years 

or there is a change in tenancy coming up, a rental 

increase can give you breathing space.

You should consider what you are still allowed 

to deduct against your tax, including wear and 

tear repairs.

Also, there are areas of the country where yield 

is more prominent, so if you have a smaller deposit, 

which means you might be priced out of London 

and the South East, you could look further afield. With 

lenders requiring more rental income versus mortgage 

repayments, there will be areas of the country better 

suited to this shift in underwriting emphasis.

Similarly, applying for a Housing of Multiple Occupation 

license is more complicated, but in some cases more 

lucrative, especially in student accommodation.

So are landlords actually being priced out?

In some cases, yes. What these changes mean 

ultimately, is that BTL really isn’t the ‘get rich quick’ 

option that it has been sold as in the past. We’re 

looking at a much more professional industry 

and landlords have much more to think about.

That’s not to say there are no opportunities. I expect 

more new lenders to enter the market, with these 

lenders looking for niches to serve. With long term 

property prices still expected to rise, holding property 

for the long term still represents a good investment.

To speak to a Buy to Let specialist, please ask 

your adviser to arrange an appointment or call 

John Charcol on 0344 346 3672
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YOUR PROPERTY MAY BE REPOSSESSED IF YOU 

DO NOT KEEP UP REPAYMENTS ON A MORTGAGE 

OR ANY DEBT SECURED ON IT.

T
hese two major changes were 

introduced on 6 April 2016 

and could potentially impact your 

future pension planning, or result 

in a large tax bill.

They will affect different people 

in different ways of course – so if 

you’re in any doubt about whether 

you’re affected, you should contact 

your financial adviser.

Changes to the Lifetime Allowance

The lifetime allowance is the 

maximum pensions savings you 

can build up without a tax charge, 

over your lifetime. Your pension 

benefits are tested against the 

lifetime allowance when you start 

to draw them from any pension 

arrangement and again at the 

time of any further ‘crystallisation 

events’. 

This has now reduced from 

£1.25 million to £1 million. 

Anything over the lifetime 

allowance will have a tax charge 

of either 25% if taken as income 

withdrawals (remember income 

tax will be applied on top of this 

charge) or 55% if the money 

is taken out as a lump sum at 

the time of the test. 

At present, this is the lower of your 

gross annual salary, or £40,000 

per annum. 

However, since 6 April 2016, 

this has reduced if your total 

gross income from all sources, 

plus all pension contributions 

(including employer contributions) 

exceeds £150,000 per annum. 

This income figure is known 

as ‘adjusted income’.

The reduction in the Annual 

Allowance will be £1 for each £2 

of adjusted income over £150,000, 

subject to a maximum reduction 

of £30,000 for income levels of 

£210,000 and above. Therefore, 

should your adjusted income be 

£210,000 per annum or more, 

then your Annual Allowance 

is now £10,000.

There is one exception for those 

with a one-off spike in adjusted 

income. Where their total net gross 

income is not more than £110,000 

per annum, the annual allowance 

is not reduced. Threshold income 

(this relates to total gross income) 

excludes pension contributions, 

except those that result from a new 

salary sacrifice agreement entered 

into on or after 9 July 2015.

Two new sets of transitional 

protections will be introduced 

to potentially protect your pension 

monies from the above tax charges, 

which you should consider if your 

pension benefits are close to or 

above the new lower allowance. 

Changes to the Annual Allowance

The Annual Allowance is a 

limit to the total amount of 

contributions that can be paid into 

an approved pension arrangement 

(by both employer and employee) 

and be eligible for tax relief.

Changes to the 

Lifetime Allowance and 

Annual Allowance
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This information is based on our 

understanding of current taxation, 

legislation and HMRC practice, 

which may change without notice. 

The impact of taxation (and any 

tax relief) depends on individual 

circumstances.

25%

55%

Income 

Withdrawal

Lump

Sum

Tax charges over the Lifetime 

Allowance

New incremental reducation in annual allowance

Adjusted 
income

Annual 

allowance

£40k
£35k

£30k
£25k

£20k £15k £10k

£210k
£200k

£190k
£180k

£170k
£160k

£150k



D
eclan Bradley explains some recent changes 

to employment law that you might have missed.

National Living Wage

Introduced on 1 April 2016, employers are now paying 

workers over the age of 25 at least £7.20 per hour. 

The new rate, called the National Living Wage, 

is 50p higher than the adult National Minimum Wage 

rate of £6.70 per hour. That rate will now only apply 

to workers aged 21 to 24.

Penalties for failing to pay 

the National Minimum Wage 

(including the National Living 

Wage) correctly are also increasing. 

Employers could be fined 200% 

of the amount underpaid and this 

is to a maximum of £20,000 per 

underpaid worker. 

This is in addition to making up the underpayment to 

the worker concerned. One further and very important 

point is that directors of companies who underpay can 

be disqualified from being a director for up to 15 years.

Employment 

law roundup

Declan Bradley

Solicitor

Doyle Clayton
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EU bonus cap

On 29 February, the Prudential Regulation Authority 

(PRA) and Financial Conduct Authority (FCA) helpfully 

announced that they will be exempting smaller firms 

from the EU bonus cap. Some 1,000 fund managers, 

hedge funds, brokers and smaller banks will now 

escape the dreaded cap, which limits bonuses paid 

by credit institutions and investment firms at 100% 

of an employee’s fixed remuneration, or 200% with 

shareholder approval. 

The PRA and FCA consider that it would be 

disproportionate to apply the cap to smaller firms.

Instead, smaller firms will be expected to police 

themselves and continue to determine the appropriate 

ratio between fixed and variable remuneration 

for their business.
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Recent holiday pay rulings

The confusing world of holiday pay got a little clearer 

recently and employers will need to review how they 

calculate holiday pay in light of important court rulings. 

Workers are entitled to a minimum 

5.6 weeks’ paid holiday each year 

(their statutory entitlement), four 

weeks of which are guaranteed 

by EU law.

An issue which has been concerning employers 

(and the courts) is what has to be included in holiday 

pay calculations. For example, does overtime 

or commission have to be included or can employers 

pay basic salary only? 

Following a series of legal cases, it is clear that workers 

are entitled to have overtime pay (for hours they 

are contractually bound to work if offered) included 

in their holiday pay, unless perhaps it is worked 

so infrequently that it cannot be said to form part 

of their normal remuneration. Whether purely voluntary 

overtime is to be included in a holiday pay pack is still 

up for debate.

Likewise, as well as commission normally falling due 

for payment whilst on holiday, workers are entitled 

to be paid an additional amount to reflect commission 

on sales that they missed out on because they went 

on holiday. The thinking behind the ruling is that, 

left unchecked, an employer’s policy of excluding 

commission payments from holiday pay will act 

as a deterrent to employees taking their proper 

holiday entitlement. 

How should employers calculate the amount 

of overtime and commission to include? This has yet 

to be decided by the courts, although the period 

over which is it is calculated must give a result which 

looks like their normal remuneration. In some cases, 

working out average commission or overtime pay 

in the 12 week period before the worker takes holiday 

may be sufficient. In others, for example where sales 

or overtime levels vary significantly throughout 

the year, it may be necessary to average them over 

the previous 12 months.

Strictly speaking the court rulings only apply 

to the four week holiday entitlement guaranteed 

by EU law. However, in practice to avoid administrative 

nightmares, employers may not wish to treat different 

periods of holiday differently. 
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About Wren Sterling
Wren Sterling is a nationwide independent financial 

planning business that specialises in all aspects 

of investments, protection and retirement planning. 

We pride ourselves on navigating clients through 

their financial journey by providing uncompromised 

and objective advice. Our advisers are committed 

to developing long standing client relationships 

that span generations to achieve our client’s 

lifetime financial goals. 

Where we are
We have advisers throughout the UK, 

based in 7 regional offices including our 

Head Office in London. 
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