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These are all questions we are asked frequently. It is therefore important to construct a plan linked 
to your investment goals that can help contextualise any concerns and ascertain whether, through a 
sensible investment strategy, your goals are achievable or indeed whether new opportunities may be 
considered.

At North Capital we use a framework which allocates your investable resources into three distinct 
strategies (CLE):

Cash Management Strategy
At the start of the advice journey, we look to ascertain the building blocks of our clients’ needs and 
importantly revisit these requirements at regular intervals and at major life milestones. The first exercise 
is to define the explicit need for cash and segment amounts into three reserves which then helps to 
determine what we describe as excess cash.

No specific purpose other than to provide for unintended or unexpected 
expenditure. Provides comfort that monies can be accessed without the 
need to disrupt a long-term investment strategy.

Cash set aside to support your regular and known ongoing expenditure. 
Ordinarily, we recommend a reserve equivalent to two years of 
supplementary expenditure.

Cash set aside to cover known liabilities arising in the short to medium 
term, such as tax liabilities, property purchases and gifts.

Any residual monies, after accounting for the above reserves, could be 
considered excess cash and potentially available for investment purposes.

Emergency Reserve

Expenses Reserve

Liability Reserve

Excess Cash
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The North Capital Cash, 
Lifestyle and Endowment 
(CLE) Framework
It is a truism that investors often guide their investment decisions by emotions, 
with fear and greed being the most powerful. At North Capital most of our clients 
have through their own successful endeavours accumulated, or will accumulate, 
wealth in excess of their lifetime spending capacity. With that in mind, it is fear that 
is the predominant emotion that often drives decision making:

>  How much money am I likely to need to fund my lifestyle for the rest of my life? 

> How will rising inflation affect my lifestyle planning? 

> How much is my Inheritance Tax liability likely to be? 

> When should I start inter-generational wealth planning? 

> How much can I allocate to a gifting strategy now? 

> Why should I invest in markets? Is now the right time to invest? 

>  Will I have sufficient funds to leave money to my children?  
Can I support a charity? 

Cash – a cash management 
strategy to meet all known 
liabilities in the short to 
medium term, as well as 
maintaining an emergency 
reserve if needed.

Endowment – an 
investment strategy for 
wealth in excess of the 
amount necessary to 
maintain your lifestyle.

Lifestyle – an investment 
strategy designed to ensure 
you have sufficient wealth to 
support your lifestyle during 
your lifetime.



Lifestyle Portfolio Endowment Portfolio

Excess Cash  
& Existing  

Investments

Income Expenses Reserve

Expenses
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A cash management strategy would usually incorporate current accounts, term deposits and near cash 
instruments, but may also include the use of collateralised lending facilities to help manage cash flows 
and currency positions. The aim of the cash management strategy is to ensure that sufficient liquidity is 
maintained to meet all known short to medium term liabilities. It provides the comfort that by investing 
only the ‘excess cash’, investments would not be required to fund any liability and therefore potentially  
be exposed to a sale event coinciding with a period of poor market performance and thereby 
crystallising a loss with no opportunity to recover a return.

Once we have established the amount of available excess cash and incorporated this alongside any 
existing investment assets you may have, we use proprietary tools to help us determine allocations  
to both a Lifestyle and an Endowment portfolio. 

The Allocation Process

We start by entering variables specific to your own personal position, including income, expenses, tax 
rates, major cash inflows or outflows for example, property or business sales, tax liabilities. We factor in 
the existing asset base and base costs for CGT, investment horizon, profile and associated forecast return 
and volatility/inflation rates for non-investment assets.

These inputs are then fed into our Cash, Lifestyle and Endowment Framework (see explanation above)  
to produce a range of probable return outcomes over the specified investment term.

Using your current investable asset base, the process is then refined through an optimisation process 
which determines an appropriate starting allocation for your Lifestyle portfolio and Endowment portfolio.

Lifestyle Portfolio Strategy
The lifestyle strategy is designed to meet your expected spending needs during your lifetime. It is 
therefore important that a conservative approach is adopted toward determining the initial allocation.  
We prudently allocate at the fifth percentile, as determined by the Monte Carlo simulator (which 
is explained further in this article), which means there is a 95% probability that your portfolio will 
outperform the goal of supporting your lifetimes spending needs.

Within this strategy we assume that the expenses reserve held in your cash management strategy is 
required to be supplemented with additional cash every two years. There may well be other demands 
for liquidity to fund major asset purchases or taxes which need to be funded in the medium-term. The 
investment strategy will therefore need to be mindful of the need for liquidity, and we would expect a 
large proportion of the portfolio to be invested in liquid public market investments consistent with your 
overall risk profile. However, for clients with higher risk profiles, extended investment horizons and access 
to alternative sources of income other than their portfolio, an allocation to private markets may well be 
worthwhile considering.

Endowment Portfolio Strategy
Having determined allocations to meet your cash and lifetime spending needs, any residual funds 
are, by calculation, in excess of your defined needs and we would allocate these to an endowment 
strategy. Endowment investing is an institutional approach associated with organisations with perpetual 
investment horizons such as many of the US Universities. Private clients can adopt this approach to help 
maximise their family’s wealth, as you can consider investment horizons well beyond that of your own 
lifetime to help create a legacy and security for future generations. 

Strategies to consider with this goal in mind may include:

Capacity for higher risk  
With the knowledge that your lifetime spending 
needs are catered for, you may wish to evaluate 
the appropriate risk profile for the Endowment 
portfolio. Without the need to fund cash outflows, 
the portfolio could absorb higher volatility in 
pursuit of maximising your financial return. 
Investing £5m over 40 years compounding at 5% 
would result in a portfolio worth £35m, however 
an increase in return by 1% or 2% would see the 
portfolio grow to £51m and £75m, respectively.

Capacity for private markets 
Without the burden of funding liquidity needs, 
the capacity of this portfolio to absorb illiquidity 
is heightened and allows you to pursue access 
to additional strategies to maximise returns 
through investing in private markets. This is a 
large investment universe, with more than 99% 
of companies in the US alone owned privately 
and not traded on public exchanges. This means 
that there is no liquid market for buying and 
selling these companies and any investments are 
broadly illiquid and not readily realisable. If an 
investor accepts illiquidity, it would be reasonable 
to expect a compensatory return. This is known 
as the ‘illiquidity premium’. According to analysis 
by Adam Street Partners, private markets have 
outperformed public markets by 4.9% per annum 
over the past 20 years. (Source Adams Street 2022 
US Investor conference)

Capacity for succession planning 
With an awareness of your current estate value 
and conscious that over time there is potential 
for future growth, it is reasonable to conclude 
that an inheritance tax liability may also increase 
significantly. Clients may feel comfortable 
considering strategies within the endowment 
allocation to help reduce their overall exposure  
to IHT. Simple steps such as a gifting strategy to 
the next or future generations, the inclusion of 
trust planning or indeed investing in asset classes 
that benefit from IHT exemptions could also fall 
into scope.

Capacity for philanthropic or charitable 
endeavours 
Philanthropy can cover the full spectrum, from 
regular donations to establishing a private 
charitable foundation (your own charity). Gifts and 
donations to qualifying charities are exempt from 
IHT, provided the gift is without any reservations 
and passes directly to the charity. Both lump 
sum and regular gifting are tax efficient for IHT 
purposes but also for income tax planning and  
can be integrated into any simulation.



An illustration
Our illustrative client has recently sold his engineering business for £20m and has a tax liability of 
£2m due in January 2023. He is married with two adult children and has a main residence in Scotland 
valued at £2m as well as owning a holiday home in France worth £1m. (We are assuming inflation of 2% 
per annum on these properties.) He would like to maintain an emergency reserve of £500,000 and has 
a net income requirement of £100,000 per annum, inflation protected at 3% per annum. He anticipates 
selling the French property in 2032. 

The husband and wife are aged in their mid-50s and we have run the model on a 30-year time horizon 
and assumed a balanced risk profile.
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Using the CLE framework we have allocated the investable cash allocation as detailed below:
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Expenses Cash Account
£2,205,270

Lifestyle Portfolio Investments
£3,294,730

Endowment Portfolio
£14,000,000

Distribution of Investable Assets

Cash Portfolio

A cash sum of £2,705,270 has been set aside to fund the tax liability and cover the next two years of 
spending requirements, as well as maintaining £500,000 in an emergency cash reserve.

Lifestyle portfolio 

Our analysis has set aside £3,294,730 into the Lifestyle portfolio to fund the £100,000 inflation protected 
net income requirement. This is supplemented with disposal proceeds from the French property sale 
arriving in 2032. The projection below illustrates that the portfolio at the fifth percentile is forecast to be 
worth £1.4m after 30 years, consistent with our conservative methodology. However, the most probable 
outcome (50th percentile) would forecast the portfolio to have a residual value of £4.7m.
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What is the Monte Carlo Theory?
Our CLE Framework is based on a statistical method called the Monte Carlo 
Theory. The mathematicians and physicists out there will be familiar with this 
method. Historically, The Monte Carlo Theory was invented by John von 
Neumann and Stanislaw Ulam during World War II to improve decision making 
under uncertain conditions. It is named after the well-known casino town, Monte 
Carlo, as an element of chance/probability is part of the modelling approach. 

It is a statistical technique used to estimate the 
possible outcomes of an uncertain event. Information 
is taken on probabilities and then thousands of 
simulations are run to determine a range of possible 
outcomes.

So why is this useful and why is it relevant for us in 
wealth management? 

In the investment world, we talk about risk and return, 
with risk (which is an abstract concept in itself) being 
described as volatility. Volatility is another way of 
describing a probability distribution. For example,  
in a low-risk portfolio, the range of outcomes tend to 
be close to the average, but for a high-risk portfolio 
they can be further away from the average, leading  
to potentially larger falls.

Although there are a lot of assumptions involved, by 
characterising the probability distributions of different 
portfolio risk profiles, we can use Monte Carlo 
simulations to formulate long-term financial plans. 
However, all distributions are factored on normal 
conditions. This, of course, is not the case as so called 
black swan events do occur in financial markets. Black 
swan events are characterised as highly improbable 
and unforeseen but can have a significant impact. 
As black swans cannot be anticipated or quantified 
their risk cannot be incorporated into models, hence 
these simulations should be viewed as a guide. 
Historic black swan events include the 1929 Great 
Depression, the 2000 dot-com crash, the September 
11 terrorist attacks, the 2008 financial crisis and the 
covid pandemic.
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Endowment Portfolio

The remaining investable cash of £14m is therefore allocated to the Endowment portfolio. This is a very 
significant sum and if we project forward 30 years it is anticipated to grow to £44.9m (50th percentile). 
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When the Endowment portfolio is combined with other assets (property) and the Cash and Lifestyle 
portfolio, we see the client’s total estate increase in value from £23m to £53.2m and an associated 
IHT liability increase from £8.9m to £19.5m respectively. In this scenario, there is significant scope 
to consider alternative investment strategies or options to help reduce or stabilise the family’s IHT 
exposure through implementing intergenerational planning strategies.
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The CLE framework is designed to help clients segment their wealth and orient their strategies to 
defined goals. With this in mind, we suggest that our clients should regularly review their goals and 
assess performance against expectations. Investment markets can be volatile at times and 2022 is 
no exception, but by having a realistic expectation of both the return and volatility embedded within 
a plan, then periods of market weakness such as those we are experiencing now can be set into the 
context of whether those goals remain achievable. Of course, every client’s circumstances are different 
but by using the CLE framework, the questions we discussed in the opening paragraph can hopefully 
be answered with a little more confidence – Should I invest in markets? Is now the right time to invest? 
Will I have sufficient funds to leave money to my children? Can I support a charity? Please do speak to 
your adviser to learn more.
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