
Newsletter: April 2019 

Introducing The Smith Family and  

The Grandparents’ Cash Accounts 

  
In this, our 160

th
 consecutive monthly newsletter, we have decided to adopt a new means of 

keeping our clients informed of matters relating to their overall financial planning. 
 
We have designed a fictional family, the Smiths, whose ever-changing circumstances will  
enable us to cover a wide range of financial planning topics, aiming to provide relevance to 
the different generations. 
 
In this newsletter, we will introduce you to the grandparents of the Smith family and look at 
their banking arrangements and cash savings and consider how these can best be managed 
for all of the family’s benefit.  



Introducing Harvey and Maggie Smith 
 
Harvey and Maggie are in their mid-80s and 
have three children in their 50s, five  
grandchildren and two step grandchildren. 
Harvey has a healthy occupational pension 
and State Pension and is a higher rate  
taxpayer. Maggie has a State Pension only 
and pays no income tax.  
 
For now, we are helping Harvey and Maggie to 
decide how best to organise and manage their 
various cash savings. 
 
They have recently sold their family home and 
downsized to move into an apartment in a  
retirement village, realising equity of £300,000 
as a result of the move. This capital is  
currently on deposit in their joint South East 
Bank savings account and they are nervous 
about this because they understand that the 
Financial Services Compensation Scheme 
(FSCS) only covers £85,000. 
 
They would like to keep this capital liquid and 
easily accessible as they are not sure they will 
enjoy the retirement village and may want to 
buy another home in due course. 
 
They have cash ISAs with North West Building 
Society valued at £20,000 each. These cash 
ISAs have a fixed interest rate of 1.6% per  
annum with a fixed term of three years which 
expires in May 2019. They have recently  
received a letter from North West Building  
Society encouraging them to reinvest the  
maturing proceeds into another five-year fixed 
term cash ISA with an interest rate of 2.2%. 
In addition to their joint South East Bank  
current and savings accounts, they each have 
a current account in their own name with 
South West Bank which they have had since 
they were first married. Their respective  
pensions are paid into these accounts and 
then money is transferred into the joint South 
East Bank each month. 
 
So, in total, they have 4 bank accounts and 2 
cash ISA accounts. 

They would like to be able to access the 
£300,000 at short notice if required and would 
like to keep an additional £20,000 as a ‘Rainy 
Day’ fund. 

A reminder of the benefits and disadvantages 
of cash 
 
As one of the four main asset classes, cash  
provides savers with the following benefits: 
 
• It is simple to manage and understand. 
 
• Up to certain limits, cash savings are secure 

and the capital value is guaranteed. 
 
• Ignoring fixed term accounts, cash is easily  

accessible. 
 
The main disadvantage of cash savings is as  
follows: 
 
• Because the capital deposited into cash is  

secure and there is little to no risk of a fall in 
the capital value, the corresponding reward is 
small. Even if a saver is prepared to tie up their 
cash savings for five years (which effectively 
negates the third of the benefits highlighted 
above), the maximum reward they could  
currently receive is an interest rate of 2.30% 
gross per annum. This rate of interest would 
struggle to keep pace with inflation, even more 
so if tax is then deducted. 

 
The role of cash savings in a financial  
planning strategy 
 
Cash savings have a key role to play as the  
foundation stone to any financial planning  
strategy. 
 
Firstly, it is important to have safe and secure  
financial resources that can be called upon at 
short notice to meet the cost of any emergencies 
and unforeseen expenses.  
 
Secondly, it is important to have easily  
accessible, secure financial resources, where the 
capital value is unlikely to fluctuate, to cover the 
cost of short-term objectives such as paying for 
holidays or buying new cars.  
 
Having such a ‘Rainy Day’ fund in place and  
earmarking sufficient cash to meet short-term  
objectives, allows other financial resources to be 
invested over a longer time period and, therefore, 
exposed to more risk and volatility.  



  

Considerations for Harvey and Maggie 
 
The following checklist could help Harvey 
and Maggie with planning the ongoing  
management of their cash savings. 
 
• As we become ever older, do we want to 

keep our financial affairs simple and would 
it help those we leave behind if things are 
kept simple? 

 
• Are there ways that we can reduce the tax 

liability on our cash savings?  
 
• Is it worth tying up some of our cash for a 

period of time, just to obtain a slightly 
higher rate of interest? 

 
• How can we ensure that our cash savings 

are as secure as possible? 
 
• How much do we need in our ‘Rainy Day’ 

fund? 
 
• What expenses do we foresee in the next 

two or three years which we will not be 
able to meet from income? 

 
• How can we reduce the paperwork with 

which we are currently inundated from our 
banks and building societies?  

 
A potential plan for Harvey and Maggie 
Smith 
 
1. What to do with £300,000 equity  

released from house move? 
 
Harvey and Maggie have told us that they 
may wish to use this money at reasonably 
short notice if they do not enjoy life in the  
retirement village. They would like the capital 
to be secure but are worried about the FSCS 
compensation limit of £85,000. 
 
Without having to open a number of different 
accounts with different banks, the Smiths can 
simply deposit their capital into a Direct  
Saver account offered by National Savings & 
Investments (NS&I). 
 

Because NS&I are backed by HM Treasury, 
all money invested in NS&I products is 100% 
secure. Up to £2 million can be invested in 
the Direct Saver account. So, Harvey and 
Maggie could deposit their £300,000 into a 
Direct Saver and sleep comfortably at night, 
knowing that their capital is 100% secure. 
 
The current interest rate for the Direct Saver 
is only 1% per annum but this is about as 
competitive as you would get from any high 
street bank or building society for an  
immediate access account. Furthermore, the 
interest is paid gross so the Direct Saver 
could be set up in Maggie’s name only and 
the interest might be paid without liability to 
income tax. 

2. Should Harvey and Maggie take up the 
building society offer to reinvest in a 
five-year fixed cash ISA with an  
interest rate of 2.2% per annum? 

 
Based on our understanding of their  
situation, the product does not seem to meet 
their needs. 
 
They would like a ‘Rainy Day’ fund of 
£20,000, but this would need to be easily  
accessible, which this product clearly is not.  
Furthermore, if they feel that they can afford 
to tie up some of their cash savings for five 
years, presumably they could tolerate a  
degree of volatility in the capital value during 
that time. If so, should they not be  
considering exposing some of this capital to 
higher risk in order to generate a higher  
reward?  



3. Where should Harvey and Maggie keep their ‘Rainy Day’ fund? 
 
The key criteria for a ‘Rainy Day’ fund are that the money should be secure, easily accessible 
and, ideally, held in a tax efficient environment. 
 
Whilst cash ISAs with no fixed term can achieve these objectives, the tax savings are  
minimal. If £20,000 was simultaneously invested into a cash ISA and an ordinary savings  
account with identical interest rates of 1.5% per annum, the tax benefit over the course of 
one year for the cash ISA would be £60. 
 
As an alternative, we might recommend that Harvey and Maggie buy £20,000 worth of NS&I 
Premium Bonds. The savings are 100% secure, easily accessible, and any winnings are paid 
tax-free. Above all, they add a little excitement to normally dull cash savings. 
 
4. What should they do with their bank accounts? 
 
For many married couples, having individual and joint bank accounts at some stage during 
married life makes some sense. However, as we move into old age, the argument for having 
several different accounts seems to diminish. 
 
We would encourage Harvey and Maggie to consider why they need more than one joint 
bank account to manage their income and expenditure.  
 
They could close down their respective single bank accounts and merge all of their banking 
into the one joint account. This would simplify things significantly for them and make their  
estate easier to administer after death. 
 
Summary 
 
We would suggest that Harvey and Maggie could achieve their objectives and ensure that 
their cash savings are simple to administer, easily accessible and tax-free by taking the  
following steps: 
 
• Transfer their £300,000 savings to a Direct Saver account in Maggie’s name only. 
 
• Close their single bank accounts and manage all of their banking needs and their income 

and expenditure through their existing joint bank account. 
 
• Close their cash ISAs when they mature and use £20,000 to buy Premium Bonds and  

earmark these as their ‘Rainy Day’ fund.  
 
• If there are any surplus cash savings, consider moving these away from cash savings and 

investing them for the medium to long term. 
 
In future newsletters, we will introduce new members of the Smith family when appropriate to 
help personalise key financial planning issues we are keen to address. 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 

Market data 

  
Market 
  

  
Value at start 

of 2019 
  

  
Current 

situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.75% at 
31/03/19 

  
  
The official bank rate is 0.75%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
2.6% in 2018 

  
  

House prices 
up by 0.7% 
at 31/03/19 

  
  
Prices rose by 0.2% in March 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7142.83 

  
  

7279.19 
at the close on 

29/03/19 

  
  
The FTSE 100 has made a modest increase of 
136.36 points since the start of the year. 
  


