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A lot has changed since I wrote the opening lines for our Summer
edition. Not only have we had three new Prime Ministers, the
death of a much loved Queen, and a scorching summer but we
have also had to contend with the market fallout from Kwasi
Kwarteng's Mini Budget and the continuing impact of rising
inflation on our daily lives. Meanwhile a war still rages in Ukraine.
It is a lot to contend with at an emotional level, let alone a financial
one. But it is at times like this that the relationship between
financial planner and client is most important. Conversations are
easy when markets are up and everything is going well. However,
it is when markets fluctuate that having a financial planner in your
corner really matters. They will maintain their focus on your long
term objectives, not the latest headlines, and we will be by your
side in the good times and the bad. After all, financial advice is
about optimising your finances to achieve your life goals, but it’s
also about feeling in control and confident about your future.
With that in mind, please stay in regular touch with your adviser
over the coming months. We’re here to help.
In this edition we’ve gone back to basics a bit. There’s an article
from one of our recent joiners, Paul Poulter in our new Oxford
office on utilising allowances. Rory McPherson, our new Group
Chief Investment Officer explains just exactly what is going
on in the markets at the moment. Gareth Hope, our Head of
Research asks whether the age of the annuity might be upon
us. Rita Verma, a Chartered Financial Planner, who works with
customers of West Bromwich Building Society, shines more
light on the value of advice in difficult times and Andrew Mence,
a Financial Planner in our Halifax office has a bone to pick with
workplace pension default funds.
I hope you enjoy Money Matters, and seasonal good wishes to
you and your family

James Twining
Chief Executive Officer
Wren Sterling
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BEAR WITH ME,
DON’T PANIC,
KEEP AT IT
R

ory McPherson is Wren Sterling Group’s new Chief
Investment Officer. He joined us in September
this year and previously worked at Punter Southall
Wealth as their Head of Investment Strategy. Following
Wren Sterling Group's acquisition of Mutual Financial
Management LLP and its sister company, MFDM LLP,
we now have permissions to run our own discretionary
managed funds, which Rory will oversee.

R

ory
McPherson,
Wren Sterling
Group’s Chief
Investment
Officer

In this article, Rory reflects on what happened in the
markets and sees reason to be optimistic.
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Three phrases I’ve said a fair bit since starting at
Wren Sterling in early September. A short time
that’s witnessed two Monarchs, two (soon to be
3!) Prime Ministers and three Chancellors. Chaos
has extended beyond British politics and found its
way into global markets, with September seeing
both bond and equity markets enter bear market
(when a market experiences prolonged price
declines, characterised here by a 20% fall from
recent highs territory), with global bond markets
on track for their worst year since 1949 and having
their first bear market in over 70 years.
“Bear with me” prefixed many of my early
conversations with colleagues, as I stumbled
around Wren Sterling, familiarising myself with
its systems and processes or asked our everpatient IT manager Shaun my fifth question on
any given day. It also speaks to the state that
financial markets find themselves in, with the
bulk of the falls having happened in September.
The bear market for financial markets really
came home to roost in September, with UK
bond markets falling by over 8% in the month
alone and Global equities falling by over 9%.
The painful drop in September has (at time of
writing on 20th October 2022), equity markets

down by some 22% in US Dollar terms for the
year-to-date and bond markets (as measured
by the UK government bond index) down by
some 26.5% YTD.
Falls in equity markets, though not pleasant, are
much more commonplace. Over the course of
the last decade, the global stock market has gone
up by 150%, yet has had 4 falls of 20% or more.
These sorts of falls, though not pleasant,
are part of the parcel of investing in buying
a stake in a company and exposing oneself
to the roller coaster ride that is capitalism.
Also, although equity holders are not rolling
around in clover this year, they have generally
benefited from the weakness of the Pound. The
Pound has been roundly trounced this year
(it is down about 17% vs the Dollar at time of
writing) thanks to multiple political U-turns
and questionable fiscal policy. Whilst it’s asking
too much for equity holders to be thankful for
this weakness, it has at least cushioned their
overseas share-holdings and also holdings in
the larger domestic companies. The FTSE 100
which derives the majority of its earnings from
overseas (along with benefiting from a c.25%
allocation to the Energy and Materials sectors

Global Equities over the last decade
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Disclaimer: chart shows the return of the MSCI World in local currency.
Data source: Bloomberg. The horizontal axis shows dates and the vertical axis shows return.
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which have been amongst the best performers
this year), whilst down c.7% for the year, has
avoided much of the pain.
Bond markets on the other hand (with the
promise of a fixed rate of return) have historically
been
much
lower
risk
investments and the speed of
their unwind has been much
more distressing for many
investors. Higher inflation
and higher interest rates are
typically bad news for bond
holders and the aggressive
ratcheting up in interest rates
by Central Banks has put
enormous pressure on these
investments. High inflation
has played a big part of the
unwind here, but a reluctance
to raise rates initially (interest
rates were still at zero or
thereabouts this time last
year whilst inflation was well
above target) meant for a
more hasty, more agonising
catch-up.

would argue 400 too many!), retired their use of
the word “transitory” when referring to inflation
(i.e. they acknowledged it was sticking around
for a bit). UK bond markets have perhaps been
the most skittish (with confidence being called
into question over some of
the Government actions),
but all corners of the bond
market have felt the pain
of higher interest rates and
higher inflation.

I haven’t been
as excited about
future returns
for government
bonds in over 15
years and that
equity markets
now look decent
value; having
been extremely
expensive this
time last year.

Our own Bank of England
and politicians have copped
much of the flack at home,
but we should not play down the role of their
counterparts in the US. Afterall, it was only
in November last year where the US Federal
Reserve, complete with its 400 PhDs (cynics

Which brings me to “don’t
panic”. While such losses are
painful to endure, staying
invested allows one to
participate in the rebounds
which are often at their
strongest after a heavy selloff. Sadly, there’s no magic
formula to this and I can’t tell
you what the next five weeks
or indeed five months might
hold – anyone that claims
they can should be viewed
with suspicion!

However, I can look at
valuations today and say with
good confidence that I haven’t
been as excited about future
returns for government bonds in over 15 years
and that equity markets now look decent value;
having been extremely expensive this time last
year. Reaching your destination requires you to

MONEY MATTERS 5

stay on the road and not panic. “Keeping at it”
and sticking with your investment plan allows
you to reach your financial objectives.
I expect we’ve a difficult winter ahead, with
inflation likely to remain high and the Central
Banks in restrictive mode. “Keeping at it” has
become a popular watch word (for those of us
sad enough to watch his press conferences!)
for the US Federal Reserve Chair Jerome
Powell; signalling his intent to fight off inflation.
It echoes a phrase used by Paul Volcker in
the early 1980s who is admired by Powell as
someone who successfully tamed high inflation.
This suggests that any intervention by our
own Bank of England (like their recent one
to shore up our bond market) is unlikely to
prompt widescale action and that the cavalry

(in the form of rate cuts by the US Fed which
tend to prompt markets to rally) won’t come
to the rescue. However, due to the health of US
banks, the strength of US corporates and the
resilience of the US consumer, any US recession
should be short-lived and hence we should be
able to look to the World’s largest economy to
pull us through.
If you’ve made it this far then I thank you for
“bearing with me”. I know these are challenging
times for investors, but I’d urge you to keep
with it and not to panic. Although parts of the
world look fairly bleak today, it’s important
to remember that investment markets are
forward looking and tend to move very quickly
in anticipation of better days ahead. Our job as
investors is not to panic and not to miss out on
those opportunities as confidence returns.

UK Bond Yields are now the highest they've been since the Financial Crisis in 2008

Crisis in 2008
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Disclaimer: chart shows the UK 10 year bond yield. Data source: Bloomberg. The horizontal axis shows dates and the
vertical axis shows the yield.

This article does not constitute personalised advice. The value of your investments can go down as well as up, so you could
get back less than you invested.
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USE IT OR LOSE IT.
DON'T PAY MORE TAX
THAN YOU NEED TO
he rate of inflation is forecast to
high for the foreseeable future.
who are working will be dragged into
brackets as earnings increase and
remain static, while those who are
may draw more from their pension to
Paul joins us from Wren Sterling’s Oxford office,
cost
our
eligibility
our newof
hubliving,
thanks to changing
the acquisition of
Critchleys
Financial Planning
LLP earlier in 2022.
reliefs
and exemptions.

T
T

he rate of inflation is forecast to remain high
for the foreseeable future. More of us who are
working will be dragged into higher tax brackets
as earnings increase and brackets remain static,
while those who are retired may draw more from
their pension to cover the cost of living, changing
our eligibility for certain reliefs and exemptions.

This article will go through some of the
allowances and exemptions that you will
definitely know about, and some you might
not to maximise the effectiveness of your
financial planning.
It’s important we make the most of our
money. This is where the UK’s system of
allowances and exemptions come in. They’re
universal. They’re designed to help us. And
they’re put in place for us to legally benefit
from. But they can add complexity, which
is why some people are missing out on the
reliefs they’re entitled to.
Warning signs for complexity
When I’m talking to new clients or completing
a review, I’m looking for trigger points that
suggest whether their circumstance could
require greater scrutiny, such as;
• Changes to your income tax band
• Irregular income from bonuses, dividends,
investments, or inheritance
• If you have children, or a recent change in
your marital status

remain
More of us
aul Poulter,
higher
tax
Independent
b r a c kAdviser
ets
Financial
retired
cover the
for certain

P

ISA Allowance
You can invest up to £20,000 a year into your
ISAs. Any gains will be free from capital gains
tax (CGT) or income tax – so it’s a great place
to start. If you have children, you can also
consider Junior ISAs, and can invest £9,000
a year on their behalf (and grandparents can
help too). For young adults (between 18-40)
the Lifetime ISA with an annual limit of £4,000
is highly efficient, with the Government
adding 25% to each contribution when used
for a first-time property purchase or for
retirement. Like many of the allowances,
reliefs and exemptions in this article, if you
don’t use them, you lose them.
Utilise at the start of the tax year and avoid
the rush
When speaking to new clients, it’s not
unusual to find that they haven't actually
utilised that year’s ISA allowance – even as
the tax year end approaches. As an adviser, I
would encourage you to use this at the start
of the year. Waiting to use these allowances
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means that you’re not benefitting from the
possible growth during that year. So, if you’re
able to, it’s always a good idea to use them as
early as possible.

gain tax relief on your contributions. However, as
pensions can be passed on outside of your estate
(you’ll need to check with your pension scheme
administrator), they won’t be subject to IHT.

Put money aside for your future

It’s a fantastic way of mitigating inheritance tax
and also passing on that to your beneficiaries
tax free, although they will still be taxed at
their marginal rate of income tax when they do
withdraw funds. Or they can
skip a generation and pass it
down to their own children.

Pensions are simply a tax-efficient vehicle
designed to help you invest for your retirement.
Each year, you can save up to £40,000 into a
defined contribution pension
tax-free. If you have already
put this amount into your
pension this year, but would
like to put more aside for
your retirement you can
benefit from carry forward
rules. You can use any unused
annual allowance from the
last three years.

Pensions are
simply a taxefficient vehicle
designed to help
you invest for your
retirement.

Gifting to friends and family

Gifting to charity

If you are concerned about
your future inheritance tax
(IHT) liability, you can gift
assets to friends and family. You
can give away £3,000 worth
of gifts each year, exempt
from IHT. You can also use the
previous year’s unused gift
allowance. As a couple that's
potentially £12,000 that they can get outside of
their inheritance tax liability. You can also give £250
each year to as many people as you like.

There’s a lot of information on charitable gifting in
your Will – but did you know that gifts to charity
are exempt from income tax and capital gains tax?
So, you can benefit society, and help yourself out if
you’re teetering on the edge of a higher tax bracket.

If you wish to gift more than this amount, the 7
year rule comes into play. The taxable amount on
gifts over the Nil Rate Band (currently £325,000)
given within 7 years of death gradually reduces
over time.

Start your IHT planning

Contribute to Junior SIPPs

At 75, you can still make payments into your
Defined Contribution pension, but will no longer

Friends and family can contribute £2,880 a
year into a Junior SIPP on behalf of a child,

Naturally,
this
can
be
complex work with penalties
for getting it wrong, so
please always speak to your adviser first!
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and the Government will add tax relief at 20%
to make this up to £3,600. If you are able to
contribute a regular amount, it should be part
of your ‘regular expenditure’ and not subject to
IHT gifting rules. Contributing in this way could
lower your IHT liability, because you're not
building any additional funds into your estate.

advice – because sometimes you have the
conversation with committed couples about
why they haven’t gotten married!

Financial planning as a couple

I think probably the first and foremost for
making the most of your financial planning, I
think of the Married Couple Allowance. Spouses
are able to transfer up to £1,260 of their Personal
Allowance to the other. The only problem with
that is they have to be a basic rate taxpayer. It
is not available to higher rate taxpayers, but it's
just a quick win for a lot of potential clients. It
could save a couple £252 a year in tax.

As an adviser, I’m often checking for possible
complexity or opportunities in a client’s plans.
A good place to start is whether they’re married
or if their marital status has recently changed.
For many, marriage can seem like it’s a bit of
an old convention, but it does have an impact
on financial planning. You can almost feel
like you're a matchmaker when you’re giving

Personal allowance

Let’s look at some of the rules that allow
couples to benefit (see table below).
Married Couple Allowance

What is it?

If you forget?

Do you have family?

Earn up to £12,570
before income tax

You cannot carry
any unused personal
allowance backwards
or forwards to a
different tax year

If you’re married or in
a civil partnership one
partner can transfer
up to £1,260 of their
Personal Allowance to
the other
Junior ISAs £9,000.
Lifetime ISA £4,000.

ISA allowance

Maximum
contributions for your
ISAs £20,000 per
year. No income tax or
CGT on growth

Unused allowance
is lost

Gifting to charity

Money gifted to UK
registered charities is
free from income tax
and capital gains tax

Gifting allowances
are lost

N/A

Annual allowance

Save up to £40,000
a year into your
pensions tax-free

Carry forward your
allowances for 3 years

Consider contributing
to a pension for your
children

Capital gains
tax-free allowance

Tax-free gains
of £12,300

You are only able to
use the CGT allowance
of the current year

Transfer gains to your
partner to make use
of their allowance

You can carry
forward unused
annual exemption for
one tax year

N/A

Gifting to friends
and family

You can gift £3,000
each year without them
being added to the
value of your estate.
Gifts will become IHTfree for beneficiaries
after 7 years

Contribute to your
spouse’s unused ISA
allowance
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Scenario 1
Jane

Scenario 2
David

Jane

Investments gain

£30,000

CGT Annual
Allowance

£12,300

£12,300

£12,300

Amount taxable

£17,700

£0

£5,400

£3,540 (20%)

£0

£540 (10%)

Amount of tax to pay
on this amount
Saving

Capital Gains Tax
Your spouse’s CGT allowance can be used for
tax planning, by transferring potential gains to
your partner. Let’s look at an example. Let’s say
Jane and David are married. Jane is a higher rate
taxpayer and David is a basic rate taxpayer. Jane
has a portfolio of shares, which she is looking to
sell so that they can go on a luxury cruise and
complete some home improvements. If the sale
of the shares realise a gain of £30,000. Neither
has used their 2022/23 annual exemption
(£12,300) and the intention is to sell the shares
before the end of the 2022/23 tax year.
If Jane goes ahead and sells the shares, she
will realise a chargeable gain of £17,700 after
deducting her annual exempt amount of
£12,300. As a higher rate taxpayer, the gain
will be taxed at 20%, giving rise to a CGT bill of
£3,540 for Jane.
However, if Jane and David make use of their
inter-spouse exemption to transfer shares, their
position is very different. Jane is left with a
gain of £12,300 which is covered by her annual
exempt amount, leaving no CGT bill for Jane.
David, however, is left with a chargeable gain
of £5,400 (£17,700 – £5,400) after deducting
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£30,000

£3,000

his annual exempt amount of £12,300. As the
gain falls within his basic rate band, it is taxed
at only 10%. This would leave a CGT bill of £540
for David.
By making use of the inter-spouse exemption,
Jane and David’s combined CGT bill would
be reduced by £3,000. The Capital Gains
Tax allowance is annual. So, Jane and David
couldn’t roll over any unused allowance from a
previous year. There are some allowances you
can carry back, but it’s always a good idea to
use them every year that you can. As you can
see from this article, the UK’s financial planning
landscape is complicated – and continues to
evolve. You can find all the allowances and
exceptions mentioned in this article on the
HMRC’s website.
Wren Sterling also provides Budget and Spring
Statement Reports, which come with the latest
tax rates included, so you can stay up to date.
But the easiest thing is to talk to your Financial
Planner and make use of their knowledge and
expertise to discuss about your future plans and
importantly, if your circumstances have changed,
however minimal you might think the change is.

THE VALUE OF ADVICE
s stormy market conditions continue, we asked Chartered
Financial Planner, Rita Verma, about the advice she gives
her clients to help them navigate the current climate.

A

ita Verma,
Chartered
Financial Planner

R
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Money Matters: How do recent downturns affect financial planning? Are
your clients worried at all?
When the stock market dived in March some clients did get in touch.
Those who did fell into two main categories. The clients who have been
invested for a while and are concerned by volatility or had just received
a valuation, and then those who are nearing retirement. In both cases,
we discussed their options; de-risk their investments and potentially
missing out on growth as the market ‘bounces back’, move to higher risk
investments, crystalise losses by reverting to cash, or leaving their funds
where they are.
Last month I had a call from a client I’ve had since 2019 when we created
a plan for his future retirement. He’d just received his valuation, and his
funds hadn’t performed as he’d hoped. He was considering withdrawing
some of his funds into cash. It was an emotional response to his valuation
and completely understandable. But he has no immediate need for the
funds and is still a way off his planned retirement date. If he removes
funds from his investments, he would be crystalising the losses during a
market downturn and removing opportunity for future growth when the
markets bounce back.
MM: When will the markets bounce back? Can we predict it?
We don’t have a crystal ball. No one knows exactly when this will happen,
which is why we normally recommend investments are held for five years
or longer. But we always factor in the likelihood of market correction in
financial planning. Our cashflow modelling tools let us visualise this for
our clients. And when markets recover, clients are generally happy for
their funds to remain invested.
MM: How do we help clients understand the place of risk in their
investments?
Part of an adviser’s job is to educate our clients, breaking down economic
data into actionable points for their financial plans. We’ll always start
with an ‘attitude to risk’ assessment, and this shows us that new investors
are generally cautious. It’s human nature. With education and time, they
tend to increase their risk level – unless there have been changes to their
personal circumstances. We all worry from time to time, of course. And
especially during market turbulence.
Sometimes I explain it like this. We have four seasons a year, but we don’t
know exactly how long each one will last or what the weather will be like.
It’s the same with investments. We have four main asset classes (cash,
equities, property, bonds) and we never know which one will outperform
the others at any time. We encourage clients to diversify across these
asset classes as it is often the better option than leaving your money in
one asset class.
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Some people say “at least I know where I am with cash, and I’m getting
the interest”, but we have to remember that interest rates aren’t keeping
up with inflation, so in real terms you’re losing money over time. Investing
offers the chance to generate greater profitability and it’s up to us as
financial planners to explain risk and return and remind them of this at
points of volatility.
MM: And how are financial decisions affected in difficult market
conditions?
I’m thinking about a recent enquiry. A lady had a recent windfall and
wanted to prepare for her and her son’s future. She was concerned about
her legacy and a possible inheritance tax (IHT) bill. She was aware that
she had a financial problem to solve and wanted help. But she’s not
looking to invest for investments sake. She has a goal in mind. That’s
where we start.
I’ve found it’s not the pounds and pence that we worry about. It’s all
about the motivation for investing in the first place. In turbulent markets
we’re afraid we’ll lose the progress we’ve gained towards our goals.
Reassurance at these times is crucial, as clients can be tempted to make
decisions that aren’t in their best interests – and sometimes not investing
is also a decision. That’s where an adviser comes in.
MM: That’s the value of financial advice?
Yes. Once we’ve fulfilled our role as financial adviser and helped you
create a suitable plan and put it in place, we’re also a life coach. Once
we’ve gotten to know you and we understand your situation (family, home,
social, work life) we’re coaching you to your chosen goals, adapting as
your circumstances change and offering reassurance on the way.
It can be hard to see, because the benefits of having a financial adviser
aren’t always tangible. Peace of mind, and financial confidence are byproducts of having an expert on your side. We ride out the difficult times,
review your situation regularly, and we contact clients to reassure them
in the face of turbulent markets, as our plans are built for the long term
and designed to experience disruption at times.
We are not the only people at Wren Sterling looking out for
clients though. Our investment committee scrutinises the funds we
recommend to our client and holds investment managers to account
to ensure their ongoing suitability. There’s our risk and compliance
team that ensure the advice we give is accurate and absolutely in the
best interests of our clients at all times. The investments we make
in technology and operations are designed to provide a better client
experience – all pointing towards the goal of giving clients a sense of
confidence and control of their finances.

The value of your investments can go down as well as up, so you could get back less than
you invested. Past performance is not a reliable indicator of future performance.
The information contained within this article is for guidance only and does not constitute
advice which should be sought before taking any action or inaction.
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THE BALANCE
OF RETIREMENT
INCOME
PLANNING

areth Hope,
Head of
Research

G

he 19th of March 2014. The day George Osborne, then
Chancellor of the Exchequer, announced a range of
radical reforms to the UK’s retirement planning regulations.

T

This was captured succinctly by the soundbite
of “let me be clear. No one will have to buy an
annuity.”
Prior to the Budget announcement of these
changes, quarterly sales of annuities averaged
around 83,000, with around 11,500 on average
using income drawdown. Immediately following

the budget, as we can see in the chart below,
things changed dramatically.
In the eight-years since that Budget, the
quarterly average for annuities has fallen
to around 15,000, with income drawdown
increasing to around 43,000. Income drawdown
for the uninitiated is when amounts are taken

Figure 1 - Sales of retirement income products 2006 – 2021. Based on Wren Sterling assessment of FCA Product Sales
Data, fca.org.uk/data/product-sales-data.
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from the overall pension pot (drawn down)
with the rest staying invested in the markets.
The advantages versus an annuity are that in
periods of prosperity and market growth, the
remaining pot continues to grow, potentially
providing a higher level of
income over the life of the
investment, conversely the
opposite would apply in
periods of falling markets
and recession.
This shows the scale this one
‘simple’ proclamation by the
Chancellor has had on the
retirement income planning
of millions in the UK.
These changes also coincided
with a period of low interest
rates, which reduced the
perceived value of annuities
in purely financial terms, at a
time when drawdown plans,
which remain invested, saw a
period of increased growth.

Central Bank all raise interest rates, which has
caused bond markets to fall in value.
In the UK, we are seeing inflation at 40-year
highs, with predictions of even higher levels in
the coming months. With the
most recent figures (August)
showing the Consumer Price
Index (CPI) being up by 9.9%
over the previous year.

...an annuity is
not an investment
in the same way
as a pension
in income
drawdown is, it
is an insurance
against running
out of money
later in life.

Current market
Times are changing though. Governments across
the Western world are battling to keep inflation
under control. We’ve seen the US Federal
Reserve, the Bank of England and the European

Generally, Central Banks
have one tool to try and
dampen rising prices –
raise the interest rate. It is
a fairly blunt tool all told;
trying to incentivise people
and businesses into saving
(or at least not borrow)
money rather than spending
it, cutting demand, and
hopefully leading to a fall in
increasing prices.

Central banks raising interest
rates has the knock-on effect
of increasing the interest
rates (also called yields) of
the borrowing of the Government (gilts in the
UK) which act as the benchmark of annuities.
The increase in gilt yields over the past six months
particularly have seen a corresponding increase

(Burrows, 2022) Annuity income - Ages 65 and 60, £100,000 purchase, joint life 2/3rds and level payments
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in annuity rates now back at levels around when
George Osborne stood at the dispatch box.
Effectively, you can get more for your money in the
annuity market than you could have done in the
past six or so years. On the flipside, you need it as
the cost of living has increased, but the difference
now is that it is harder for drawdown to significantly
outperform the annuity and in a period of volatility,
the emotional benefit of guaranteed income starts
to become more important for people.
However, we don’t know how long this period
of increased inflation is likely to last, nor the
extent to which the central banks will have to
raise the underlying base rates.
We’re currently seeing central banks trying to
walk the tightrope between tackling inflation
and avoiding a recession. Compared to the past
decade, we are seeing more volatile markets
across and within a range of assets.
What has persisted however, is the view that
annuities are ‘poor value’ and remove future
choice.
I can certainly understand the last part of that – we
all like choice. However, for me it misses a key part
of the annuity – the offer of a guaranteed income
for life. In this effect an annuity is not an investment
in the same way as a pension in income drawdown
is, it is an insurance against running out of money
later in life.
An annuity won’t make you rich, but it might
stop you being poor and that can be a powerful
message for many people.
Retirement Income structure
As part of our work with clients, we look to
break income needs down in to three buckets.
• Choice - Extra expenditure for those infrequent
or unexpected one-off events or purchases
• Independence - Discretionary expenditure (to
thrive) - income needed for their chosen lifestyle
• Security - Essential expenditure (to survive) the minimum needed to fund basic household
and lifestyle costs
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Your ‘Security’ income is the essential income
needed to meet your ‘basic’ lifestyle expenses.
What classifies as ‘basic’ for one person will
be different to the next, but this can be seen
as a your ‘Minimum Income Requirement’ and
should be protected as best as possible against
future risks.
It may well be that this security is provided by
the State Pension, which increases each year
and provides at least some protection against
inflation. For others, it may be that while much
of this amount is covered by the State Pension,
there is more required, and this is where
annuities can have a part to play.
Shades of grey
As with so much in life, there is no ‘easy’ answer
to the question – “what is best for me?”.
In the same way, you do not have to make an all
or nothing decision on the use of annuities within
your retirement income planning. Wren Sterling
uses cashflow planning tools to try and predict how
long money is going to last in different scenarios
and this can result in a blended strategy, combining
access, security and investment growth.
You can use part of your pension to buy a
guaranteed income for life to cover any shortfall
towards your ‘security’ level of expenditure, and
then retain the rest within income drawdown,
retaining the flexibility and choice on this
portion of your pension.
Ultimately, what we can all do is plan based
on the information we have available to us
today, make the best decision we can from that
position and then manage the consequences of
that as new information becomes available.
This is where the value of an ongoing service
with your financial adviser really comes into
its own. A client that took one-off advice a
year or two ago is now in a very different
macroeconomic place and it is highly likely that
recommendations would change now in order
for them to achieve their overall goals.

WHY ONE SIZE DOESN’T
FIT ALL WHEN IT COMES
TO YOUR PENSION
FUND’S DEFAULT OPTION

W

orkplace pensions
have been around for
many years. Today, they’re
more valuable than ever.

In a time of low unemployment and a skillset
shortage, employers are offering better benefits
to retain and attract talent – over and above the
basic salary.
On the surface, workplace pensions are a great
place to start, as they build a basic fund for the
future and they have kickstarted retirement
savings for younger generations who might
otherwise have neglected them.

ndrew Mence,
Independent
Financial Adviser

A

pension. If we put this into monetary terms and
assume it is just salary in this case, based on the
average salary across the UK, this is £1,158 per
annum boost to pension pots1. In addition to
this, as an employee, you’re making a minimum
contribution of 5% of your qualifying earnings
(again, some assumptions, so £1,930 per
annum). Combined this is £3,088. Please, ask
yourself the following:
• What are you contributing into?

However, those of us working in financial
planning or who are active financial planning
clients know that we’re all in unique situations.
In order for our finances to be as effective as
they can be, we require advice that recognises
that distinction.

• Will saving £3,088 per annum really fulfil my
future aspirations?

The state of play

According to the Pensions Regulator2, 96% of
employees are invested in the pension scheme’s
default strategy. What does this mean? Quite
literally, it means you are doing the same as
the person sitting next to you. Your aspirations
outwardly are no different from 96% of the rest
of the population. Years in financial planning
tells me this simply isn’t true.

Currently, an employer must contribute 3%
of an employee’s qualifying earnings into a

The Financial Conduct Authority (FCA) set out
its guidelines as recently as November 2021

The further down their retirement journey that
someone is, the more likely they are to require
a personalised retirement plan.

1
2

Office of National Statistics (https://uk.indeed.com/career-advice/pay-salary/average-uk-salary)
thepensionsregulator.gov.uk/en/document-library/research-and-analysis/dc-trust-scheme-return-data-2021-2022
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where it “wants default funds that are fair value” and achieve
a “better pension outcome for consumers choosing a default
option than they could otherwise achieve”.
As 96% of us use the default fund we should know a little about
it. All the major Workplace Pension providers have Independent
Governance Committees which provide oversight of the Default Fund
and ensuring they comply with the Pension Regulator’s requirements.
However, pension providers have differing views on many factors,
such as the investment style to be used (active v passive), the
equity exposure of the fund (this can range from 40% - 85%) and
the timescale over which investments will de-risk (reduce risk)
as an employee approaches retirement.
Returns across default funds can also vary widely. For example, a
study by the Tax Incentivised Savings Association in 2019 found the
performance of the 20 largest pension provider default funds over
3 years ranged from 3.4% - 11.9%. In monetary terms, this means:

Gross
Salary

8% - as set
out by auto
enrolment

Term

Return

Potential
Fund Value

£38,600

£3,088

30 Years

3.4%

£162,144

£38,600

£3,088

30 Years

11.9%

£817,922

(No accounting for underlying fund charges is provided in this table.)
I should caveat the return and investment timescale here. It’s
unlikely a fund will return 11.9% annually over 30 years and pension
investments are made for the long-term, which can mean the default
fund investment performances will fluctuate a lot in that time period
– a three-year snapshot is very much a moment in time. For example,
some providers will have more exposure to equities than others,
and some may not have hedged (protected) their foreign currency
exposure, so this will have a short term and dramatic impact on
performance levels. What’s more, someone starting out in their
career could realistically expect to be invested for 40 years at least.
However, it illustrates the point that if you find yourself in the
wrong default fund the consequences are potentially lifechanging. What’s more, you’re not in control.
Those who need to build wealth and have the time to do it should
to be in more adventurous funds and an independent financial
planner can advise on the most appropriate mix. Conversely, some
may not need the risk to be that high if they have other means of
funding their retirement – the point is that the default fund provision
doesn’t account for any of this, whereas a financial planner will.
This leads me into my secondary question. Will saving the minimum
requirement into a pension fulfil your aspirations? Research by
Which? magazine suggest couples are spending around £28,000
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Those who
need to build
wealth and
have the time
to do it should
to be in more
adventurous
funds and an
independent
financial planner
can advise
on the most
appropriate mix.

per annum and living a comfortable lifestyle. To
fund this savings of £843,8813 (in today’s terms)
might be needed. To achieve this, in the current
inflationary environment, employees and savers
alike will need to consider some hard and
potentially unpalatable options.
Typically these might be:
1. Do nothing
2. Increase the amount being saved or improve
tax efficiency
3. Compromise on expectations
4. Increase the amount of risk
Aside from the first option all of the above require
self-awareness and a willingness to engage.
This is a major challenge and society’s apathy
is demonstrated by passiveness surrounding
retirement savings. Few employees increase
their savings provision; some don’t know who
their pension provider is and most have little
idea of how their savings are invested.
At Wren Sterling, our Corporate team works
proactively with our employer clients to help
improve engagement so that people are actively
interested in their futures and we find these
financial education sessions “wake up” people
who have been sleepwalking towards their
retirement. Challenging their ideas of what a
comfortable retirement looks like and how likely
they are to reach it does jolt people into action.
Auto enrolment has proven successful to the
extent that more employees have started
saving and at least giving them a chance of
retiring with something.
3

It is the role of all of us who recognise the value
of independent financial planning to encourage
our friends and family to take advice on their
circumstances because the stats say people are
not doing this themselves. For example, if you have
children who are not financial planning clients,
speak to your financial planner as we can often look
after them as we do you, in a family arrangement.
Or, if you’re a company director or senior
manager and you want to emphasise the
value of engagement with pensions to your
employees, please speak to your financial
planner for a referral to our Corporate team.
We can provide independent financial advice
that sets out a bespoke financial plan to help you
achieve your aspirations. But, please remember, at
the end of the day no matter what anyone tells
you there’s only one person who can get you from
Starting Point A to End Point B – and that’s you.

Important:
The Financial Conduct Authority do not
regulate auto enrolment.
A pension is a long-term investment
not normally accessible until age 55 (57
from April 2028 unless the plan has a
protected pension age). The value of your
investments (and any income from them)
can down as well as up which would have
an impact on the level of pension benefits
available. Your pension income could also
be affected by the interest rates at the
time you take your benefits.

HL Annuity Rate Table: Jt Life 50%, 60, 3% escalation, no guarantee
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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 longstanding client
relationships that span generations
to achieve our clients’ lifetime
financial goals.

Where we are

GLASGOW

We have advisers throughout the UK,
based in seven regional offices including
our head office in Nottingham.
• Glasgow  0141 341 5240
• Halifax  0333 0438 900
• Nottingham  0115 908 2500
• Warwick  0333 043 9001
• Grantham  01476 560 662
• London  0370 1432 100
• Surrey  01932 481069
• Oxford  01865 671 220
• Manchester  0161 448 4755

HALIFAX
MANCHESTER
NOTTINGHAM

GRANTHAM

WARWICK

OXFORD
SURREY

LONDON

Need to speak to us?
 0370 1432 100
 contactus@wrensterling.com
 www.wrensterling.com
Wren Sterling is a trading name of Wren Sterling Financial Planning Limited, which is authorised and regulated by the Financial Conduct Authority.
Registered No. 665653. Registered office: 13-19 Derby Road, NG1 5AA. Registered in England No. 09157918.

