
Considering Cash
Is cash king? 

The information that follows is based on our understanding of current taxation, legislation and HM 

Revenue & Customs practice all of which are liable to change without notice.

This is just for UK advisers – it’s not for use with clients



This content is based on our understanding of current taxation, legislation and HM Revenue & Customs 

practice all of which are liable to change without notice. The impact of any taxation (and any tax 

reliefs) depends on individual circumstances. 

Where content includes case studies or examples these are for illustration purposes and are not 

recommending a specific course of action.

Past performance is not a reliable indicator of future performance. The value of an investment can go 

down as well as up and your client may get back less than they’ve paid in.

No reproduction, copy, transmission or amendment of this presentation may be made without our written 

permission. 



Learning Objectives

Describe the tax 
implications of cash 

holdings for individuals, 
trustees and companies

By the end of this session, you will be able to: 

Identify how better 
outcomes could be 
delivered over direct 

cash holdings 

Describe the financial 
planning considerations 
for individuals, trustees 
and companies holding 

cash



Investing



Challenges of 
higher interest 
rates and inflation





“60% of cash 
savings sit in 

instant access 
accounts”. 

Source – www.boringmoney.co.uk



• 45% - to grow cash savings

• 20% - to grow investments

• 28% - manage how inflation 
affects my finances

What are 
your financial 

priorities 
over the next 
five years?

Priorities

Source - Quilters



Chart 1.3: CPI inflation projection based on market interest rate 
expectations, other policy measures as announced

Source: https://www.bankofengland.co.uk/monetary-policy-report/2023/august-2023



Chart 2.2: Headline inflation has been falling but remains above central 
banks’ targets in the UK, US and euro area

Contributions to annual consumer price inflation(a)

Source: https://www.bankofengland.co.uk/monetary-policy-report/2023/august-2023



Chart 2.3: The market-implied path of UK policy rates has moved 
materially higher since the May Report

International forward interest rates(a)

Source: https://www.bankofengland.co.uk/monetary-policy-report/2023/august-2023



BoE spot curve
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Mortgage Rates



Best 2 Year Fixed Rate Bonds (as at 10 Aug 2023)

Source: https://www.moneyfactscompare.co.uk/savings-accounts/



Best 5 Year Fixed Rate Bonds (as at 10 Aug 2023)

Source: https://www.moneyfactscompare.co.uk/savings-accounts/



Short term vs long term
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Short term vs long term
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Inflation characteristics of asset classes

Infrastructure Real estate Equities

Commodities TIPS           
(Treasury Inflation Protected 

Securities)

Fixed Income



Often have long-term 
inflation linked cashflows 

and possibly capital 
appreciation.  Illiquidity or 

origination premium.  
Lower correlation to other 

asset classes.

Real estate Equities

Commodities TIPS
(Treasury Inflation Protected 

Securities)

Fixed 
Income

Inflation characteristics of asset classes



Infrastructure

Stable source of contractual 
income which can be linked to 
inflation through rent uplifts.  

Non homogeneous with 
certain sectors providing better 
inflation protection than others.

Equities

Commodities TIPS           
(Treasury Inflation Protected 

Securities)

Fixed Income

Inflation characteristics of asset classes



Infrastructure Real estate

Generally offer poor short-term 
inflation protection since many 

businesses not able to fully 
pass on higher input costs.  
However, over long-term, 

historically produce positive 
real returns. 

Commodities TIPS
(Treasury Inflation Protected 

Securities)

Fixed Income

Inflation characteristics of asset classes



Infrastructure Real estate Equities

Not a homogenous level of 
risk/return.  Generally have a 

strong inflation sensitivity over 
short-term due to higher real 
rates, leading to higher carry 
costs and discount rates for 

future extraction.

TIPS           
(Treasury Inflation Protected 

Securities)

Fixed Income

Inflation characteristics of asset classes



Inflation characteristics of asset classes

Infrastructure Real estate Equities

Commodities

Expected to perfectly pass 
through inflation.  However, 

level of protection not 
always consistent over all 

time horizons.  

Fixed Income



Inflation characteristics of asset classes

Infrastructure Real estate Equities

Commodities TIPS           
(Treasury Inflation Protected 

Securities)

Offers the worst inflation 
protection.  Values fall as 
inflation expectations and 
discounts rates rise.  No 

nominal losses at maturity 
but purchasing power of 

cashflows falls.



Infrastructure Real estate Equities

Commodities TIPS           
(Treasury Inflation Protected 

Securities)

Fixed Income

Inflation characteristics of asset classes



Cash as an investment

5 things you need to consider

Timeframe –
short or longer 

term?

Client 
investment 
objectives

Inflation 
protection?

Time in the 
market not 
timing the 

market

Diversification



Concerns over cash

▪ “To be successful, [the FCA’s strategy will 
need to help people better understand the 
risks as well as their own risk appetite, the 
protections that are in place whilst also helping 
people avoid scams,” said Kate Smith, head of 
pensions at Aegon.

▪ “Far too many people miss out on the returns 
offered by investing sensibly for the long-term 
with the perception that investments are for 
other people or the natural instinct of loss 
aversion proving a real barrier.

▪ “However, the reality is that having all your 
savings in cash carries its own risks as we’ve 
seen with inflation figures this week.”

Source: FT Adviser



Taxation



Interest is received gross

TRUSTEESCOMPANIES

INDIVIDUALS



Taxation of interest

Individuals 



The order of income tax

Onshore Bond gains

Dividends

Savings income (including offshore bond gains)

Earnings, pensions, trading profits & rental income tax 1st

tax 2nd

tax 3rd

tax 4th



Savings rates

Savings rates 2023/24

Starting rate for savings 0%

Savings basic rate 20%

Savings higher rate 40%

Savings additional rate 45%

Scottish and Welsh taxpayers pay the same tax as the rest of the UK on savings and dividend income 



1) The starting rate band is £5,000

2) Applies to savings income only 

3) Often not available!

The 0% Starting Rate



Starting Rate for Savings - Anna

▪ Pension income £15,000 

▪ Savings income £2,000

▪ Is Anna eligible?



Starting Rate for Savings - Anna

▪ Pension income £15,000 

▪ Savings income £2,000

▪ Is Anna eligible?

Yes



Starting Rate for Savings - Bert

▪ Pension income £18,000 

▪ Savings income £1,500

▪ Is Bert eligible?



Starting Rate for Savings - Bert

▪ Pension income £18,000 

▪ Savings income £1,500

▪ Is Bert eligible?

No



Starting Rate for Savings - Carol

▪ Pension income £15,000 

▪ Savings income £2,000

▪ Dividends £10,000

▪ Is Carol eligible?



Starting Rate for Savings - Carol

▪ Pension income £15,000 

▪ Savings income £2,000

▪ Dividends £10,000

▪ Is Carol eligible?

Yes



Assignme
nt for 

money or 
money’s 

worth
2

Death of a 
life 

assured 
giving rise 
to benefits

Maturity 
(e.g. a 
capital 

redemptio
n bond

Part 

surrenders 

in excess 

of 5% limit

Full 

surrender

Don’t forget about the PSA

1 3 4 5

It’s not an 

allowance, it’s a 

zero rate tax 

band

Adjusted Net 

Income

£1,000 up to 

£50,270

£500 up to 

£125,140

Zero 

exceeding 

£125,140



Self Assessment



Taxation of interest

Companies 



Corporation Tax changes

“Small Profits”

(19%)

“Large profits

(25%)

19% to 25%

Standard fraction

3/200 

£50,000

£250,000

1 April 2023

26.5%



Taxation of interest

Trustees 



Couple of points

Parental 

Settlement

Settlor  

Interested



Type of trust

A) Bare 

B) IIP

C) Discretionary

✓

“…residue of my 
estate on trust 

absolutely for the 
benefit of my 

grandchildren alive at 
the date of my death.” 



Savings rates – bare trusts

Savings rates 2023/24

Starting rate for savings 0%

Savings 20%

Savings higher rate 40%

Savings additional rate 45%

Scottish and Welsh taxpayers pay the same tax as the rest of the UK on savings and dividend income 

0% starting 
rate and PSA



Type of trust

A) Bare 

B) IIP

C) Discretionary

✓

“…on trust to pay the 
income to my wife 

Caroline for life, 
thereafter to my 

children Barrie and 
Mark, in equal shares 

absolutely…”



Savings rates – IIP

Trust income 

Type of income Income tax rate

Interest 20% 

Trustees can “mandate” interest directly to the beneficiary

Income retains character – 0% Starting rate and PSA available



“for such of my children 

as the trustees shall in 

their discretion appoint 

by deed or deeds…”

Type of trust

A) Bare 

B) IIP

C) Discretionary✓



Taxation of interest – discretionary trust

Trust income over £1,000

Type of income Income tax rate

Interest 45%

Trust income up to £1,000 – Standard rate band

Type of income Income tax rate

Interest 20% 

• The standard rate band is split between the number of trust set up by the settlor subject to a minimum of £200 per trust.
• The standard rate band is abolished from 2024/25 onwards



Planning



The Plan

CAPITAL & INCOME

OBJECTIVES
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CPI v RPI v BofE Base Rate (Sep to Sep)

Source: FE



Trusts 



Trusts

Nestle v NatWest

Lewin on Trusts Chapter 35 

Re Power [1974] Ch 572 

Midland Bank Trustees (Jersey) Limited v Federated 

Pensions Services Ltd [1996] 

Re Wragg [1919] 

B.3.4 Duty not to sit on cash



Trusts

Interest 

£10,000*

*above standard rate band

Discretionary Trust

£10,000

Less

45%

= £5,500

HMRC

“Tax Pool”

Beneficiary

“Trust Income”

T
a
x
 R

e
tu

rn
s
 

/R
e
c
la

im

“Taxable Trust”



Companies 



Companies

Better 

return?
FSCS?

Tax 

Deferral?



Companies

Business Asset 

Disposal Relief

CGT 

The 20% rule

Business Relief 

IHT

The 50% rule  

Excepted Assets



Individuals



The order of income tax

Onshore Bond gains

Dividends

Savings income (including offshore bond gains)

Earnings, pensions, trading profits & rental income tax 1st

tax 2nd

tax 3rd

tax 4th



The order of savings income

Bond gains

Interest tax 1st

tax 2nd



UK Income Tax Landscape

Inc: 
8.75% / 20%

CGT: 10%

Inc: 
33.75% /40%
CGT: 20%

Inc: 
39.35% /45%

CGT: 20%
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The full amount of bond gains and interest and dividends are included at Step 1 of the UK income tax computation.

Personal Savings Allowance £1,000 Personal Savings Allowance £500



Think?

CASH WRAPPED

INCOME 

PRODUCING

NON – INCOME 

PRODUCING



Wrappers
Entry ExitJourney

PENSION E

ISA

OEIC

BONDS:

ONSHORE

OFFSHORE

T

/ Bank



Individuals

Bank Bank

Bank



Bank Bank

Bank



Where should your cash be?

PENSION
ONSHORE

BOND
OEICsBANK

OFFSHORE

BOND
ISA



Rather not leave cash…?



Would you rather have …

a) 100% of £80?

b) 85% of £100?

or

✓



100% of £80 or 85% of £100?

£80 £80

£15

Cash Pension cont

Relief at source

£60

£20

£25

£85

PCLS

Net Income

Tax



Free 
return?



… I don’t need access to my money until I retire … 

…Would you like to be a basic rate taxpayer until you retire? 



Cash to pension cash… 

0 Higher £50,000 £0 £0

Year

Tax 

Status Cash

Pension 

Pot

Disposable

Income*

1 Basic £40,000 £12,500 £2,500

2 Basic £30,000 £25,000 £2,500

3 Basic £20,000 £37,500 £2,500

4 Basic £10,000 £50,000 £2,500

5 Basic £0 £62,500 £2,500

Net 40% £12,500 £43,750 £56,250

Result

Net 20% £53,125 £65,625£12,500

* Represents higher rate tax relief reclaimable



… it’s time to think about maximising the money for 
the family…

…would you rather all your money was taxed or just 

the growth?



Taxable ISA?

ISA

£20,000
HMRC

IHT

£8,000

Family

£12,000

ISA

£40,000

HMRC

IHT

£16,000

Family

£24,000
Family

>£31,000

Offshore 

Bond 

Under 

Trust

£40,000

HMRC*

CE Tax

<£9,000

> 7yrs

*maximum CE taxation is £4,500 each



… “I know I should reduce my  IHT bill  but we worked 
hard for that money and I might need it”
…



£0.00

£200,000.00

£400,000.00

£600,000.00

£800,000.00

£1,000,000.00

£1,200,000.00

1 4 7 10 13 16 19 22 25 28 31 34 37 40

Cash Distribution

HMRC Jack Jill

£0.00

£100,000.00

£200,000.00

£300,000.00

£400,000.00

£500,000.00

£600,000.00

£700,000.00

1 4 7 10 13 16 19 22 25 28 31 34 37 40

Loan Trust Distribution

HMRC CE tax Jack

*Net growth – cash 5%, loan trust 5%

Sandi is a sprightly 70 year old widow with IHT issue

£150,000 cash  on deposit

Adequate income and other assets to meet needs

2 “children”, Jack and Jill, basic rate taxpayers

Case study



Case Study

HMRC JACK & JILL

£60,000 £45,000

£60,000 £82,733

£60,000 £144,197

£60,000 £244,316

AGE HMRC JACK & JILL

Now £60,000 £45,000

80 £97,733 £73,300

90 £159,197 £119,398

100 £259,316 £194,487

CASH LOAN TRUST



M&G Wealth is a trademarked brand of the M&G plc group, which includes 3 business divisions as follows:

M&G Wealth Advice, provided by M&G Wealth Advice Limited, registered number: 08022795. Model Portfolio Services, provided by M&G Wealth Investments LLP, 

registered number: 0C305442. M&G Wealth Platform, provided by Investment Funds Direct Limited, registered number: 11444019. Each legal entity is registered in 

England and Wales and has its registered address at 10 Fenchurch Avenue, London EC3M 5AG. Each legal entity is also a subsidiary of M&G plc and is authorised and 

regulated by the Financial Conduct Authority.

M&G plc, incorporated and registered in England and Wales. Registered office: 10 Fenchurch Avenue, London EC3M 5AG. Registered number: 11444019. M&G plc is a 

holding company, some of whose subsidiaries are authorised and regulated, as applicable, by the Prudential Regulation Authority and the Financial Conduct 

Authority.
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