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The Role of Cash in Financial Planning 

In this month’s newsletter we are going to look at the role that we believe cash should play in 
personal financial planning.  
 
What do we mean by cash?  
 
As an asset class, ‘cash’ describes when we deposit our savings somewhere where we believe 
the capital value will be secure. This could be underneath our pillow, in a safe at home, or in a 
savings account made available by a bank or building society or the UK government. 
 
The vital feature we are looking for with any cash savings is the security of our capital. Under 
the pillow could be seen as very safe, but what if we get burgled or there is a fire? Similarly, 
how safe is a safe? How about a bank? 
 
If we deposit our cash in a bank or building society account, there is the worry (made more  
vivid by the global credit crisis in 2008) that the bank or building society fails. Compensation is 
offered through the Financial Services Compensation Scheme (FSCS), but only up to £85,000 
per person, per bank or building society, NOT per account. 
 
National Savings and Investments (NS&I) act as the government’s bank and offer a variety of 
different accounts. We expect these cash savings to be as safe as the UK government. 
 
The advantage that cash deposit accounts have over keeping cash under our pillow or in a safe 
is that they offer the potential for some return on our capital in the form of interest. The interest 
provides us with an income, which we can either draw from our cash savings account or  
reinvest so that the value of our capital increases over time.  
 
However, we should not forget that the capital value of the savings account will not grow unless 
interest is added to it. 



Tax considerations 
 
Because cash savings do not provide any  
capital growth, there is no potential for  
generating capital gains and, therefore, no 
problem with any liability to Capital Gains Tax 
(CGT). 
 
Interest paid by a savings account will be  
liable to Income Tax in the hands of the  
recipient, whether or not they take the income 
or reinvest it to increase the underlying capital 
value. However, we can take advantage of our 
Income Tax Personal Allowance, the starting 
rate for savings and the Personal Savings  
Allowance, if our other income allows to  
mitigate any liability. 
 
Also, Cash ISAs allow for interest to be paid 
free of Income Tax as do some NS&I  
products. However, because interest rates are 
low and because we are limited to the amount 
we can save into tax-efficient investments, the 
Income Tax actually saved is minimal. 
 
The main problem with cash savings 
 
Even though current interest rates are low, it 
has been a problem with cash savings for 
many, many years that the rate of interest paid 
is lower than the rate of inflation. 
 
Therefore, whilst cash deposits provide  
certainty with regard to capital security, they 
will lose their buying power over the longer 
term as the capital value plus the interest  
received will not keep pace with the increase 
in prices. 
 
Many risk averse savers will favour cash  
deposits for their savings but, in reality, they 
are taking on the risk of their money losing  
value in ‘real’ terms over the long term.  

So, what role should cash play in our  
personal financial planning? 
 
As highlighted above, the major benefit of cash 
deposit savings is that the capital value does not 
change, so we do not have to worry about losing 
money. 
 
The major cost/risk it that the rate of interest paid 
on cash deposit savings is typically less than the 
rate of inflation and, therefore, our savings are 
losing their purchasing power. 
 
Taking into account the above, it is not a major 
problem if the time between now and when we 
plan to use our savings is not too long, because 
the impact of the loss of purchasing power will 
not be significant but the wish to secure the  
capital value will remain high.  
 
For example, if we are planning a major expense 
in the next, say, 2 to 3 years such as a deposit on 
a house, some home improvements or a major 
holiday, it is probable that we will be more  
concerned about the value of our capital not  
falling in value than wanting to see its value  
increase in line with or above inflation. 
 
For this type of relatively short-term savings  
objective, cash is really the only asset which 
meets the savings criteria. With any of the other 
three asset classes, fixed interest securities, 
property and shares, there will always be the risk 
that the capital value could fall and, if it did,  
jeopardise our chances of meeting our  
investment objective. 
 
In addition to earmarking savings for short-term 
objectives and then setting aside this money in a 
cash deposit account, it is also wise to have an 
‘emergency fund’ which we can call upon to meet 
unplanned and unforeseen expenses, which may 
arise at any time. Achieving ‘real’ returns on our 
savings is not likely to be a high priority with our 
emergency fund.   
 
The amount we allocate to our emergency fund 
will depend upon our individual needs and our 
appetite for risk. In the world of financial planning, 
a ‘rule of thumb’ is that we should earmark at 
least three times our monthly expenditure, but 
this is very much down to personal preference. 
 



Which cash deposit products should we choose? 
 
The first consideration is how much do we want to keep in cash deposits. This will be determined 
by how much we wish to earmark for our emergency fund plus the estimated cost of short-term 
objectives (where capital security is the main priority with our savings).  
 
Our second consideration would be to apply the KISS principle with cash savings and keep things 
simple by having as few accounts as possible. 
 
For example, let’s say we have sold our home and we are currently living in rented  
accommodation waiting to buy a new property. As a result, we have a large amount of money 
where the capital security is important. In this instance, we could allocate the cash across a  
number of bank savings accounts, keeping the value in each bank to under £85,000 per person to 
ensure we would be compensated if the bank failed. 
 
Alternatively, the NS&I Direct Saver account guarantees the capital value up to a limit of £2  
million, so it is likely to be simpler to deposit our cash here than in a number of different bank  
accounts. 
 
For smaller cash savings there are many different bank, building society and NS&I products to 
choose from to suit our individual needs. NS&I Premium Bonds offer something a little different 
and are popular with many. The main features are: 
 
• Up to £50,000 can be purchased per person. For many of us, £50,000 would be more than  

sufficient to provide an emergency fund and to cover the cost of most short-term objectives. 
 
• The funds are backed by the UK government, so they are very secure. 
 
• They can be sold at any time, so are easily accessible. 
 
• All winnings are tax-free. 
 
• Although the average rate of return is no more than we could expect from a typical cash  

savings account, there is the fun and excitement of a potentially large win! 
 
Summary 
 
We hope you have enjoyed considering the role that cash deposits should play in personal  
financial planning.  
 
There is often the temptation, because of the security and certainty which we find so reassuring 
and comfortable with cash savings, to keep far more than we need on deposit, thereby losing out 
on the potential for ‘real’ returns in the medium to long-term. 
 
We encourage all of our clients to think carefully about their short-term objectives, including their 
emergency fund, and then to set aside sufficient cash savings to meet these needs. Having done 
this, it will hopefully increase the comfort and confidence in being prepared to invest any additional 
liquid capital for the medium to long term.  



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.com 
 
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 2020 
  

  
Current 

situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.1% at 
31/08/21 

  
  
The official bank rate is 0.1%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
7.3% in 2020 

  
  

House prices 
Up by 2.1% 
at 31/08/21 

  
  
Annual house price growth up 11%. 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7542.40 

  
  

7119.70 
at the close on 

31/08/21 

  
 
The FTSE 100 rose by 84.29 points in 
August. 
  


