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Introduction

In the ever-evolving landscape of India's economic environment, preserving wealth is
becoming increasingly important for high-net-worth individuals (HNW!Is) and
ultra-high-net-worth individuals (UHNIs). While wealth accumulation is a major
milestone, maintaining it through market downturns, inflationary pressures, and
economic uncertainty is often more complex and critical. Wealth preservation
strategies ensure that not only is wealth protected, but also that it continues to grow
and remains intact for future generations.

The Importance of Wealth Preservation —

Wealth preservation is fundamentally about protecting the purchasing power of wealth
and ensuring it remains resilient against economic shocks. For Indian HNWIs and
UHN!Is, this is particularly important due to the country's volatile financial markets,
fluctuating exchange rates, and evolving tax regimes.

A common misconception is that once wealth has been accumulated, it will continue
to grow indefinitely. However, market downturns, geopolitical risks, and inflationary
pressures can erode the real value of wealth. For example, Indian markets have seen
significant volatility over the past decades, from the global financial crisis of 2008 to
the more recent impact of the COVID-19 pandemic. In times of crisis, assets like equities
can be exposed to sharp depreciation, making it essential for wealthy individuals to
adopt strategies to safeguard their wealth.

Wealth preservation, therefore, is not about restricting wealth-building opportunities;
it's about ensuring that purchasing power of wealth is protected, enabling it to grow
steadily in the long run. Wealth preservation strategies for High Net Worth Individuals
(HNWIs) involve a combination of investment diversification, tax optimization, risk
management, and estate planning.

A. Diversification

One of the primary strategies for wealth preservation is diversification. Diversifying
across various asset classes, products, sectors, and geographies, investors can mitigate
the risk of large losses stemmming from a single source.

Diversification is particularly important due to the inherent risks associated with the
domestic market, including sector-specific downturns, changes in government policy,
currency volatility etc. A case in point, is the cyclical nature of India's Real Estate
market. While Real Estate has traditionally been a stable investment, regional
variations, government policies, and interest rate fluctuations can make it volatile.

To mitigate such risks, investors should consider a mix of asset classes, including:

- Equities: India is a long term growth market. By investing in equity one can
participate in the growth of Indian economy and benefit from long term
compounding. Allocating a small part to international equities can hedge against
risks specific to the Indian market.




« Fixed Income: Debt mutual funds provide lot of options for participating in Fixed
income - from government bonds, to corporate bonds of various duration and credit
quality. Traditional fixed-income assets like government bonds and bank Fixed
deposits offer stability of high credit but usually limited returns.

« Commodities: Gold, being a traditional safe-haven in India, has been a key asset for
wealth preservation. Commodities such as gold, silver, and oil, can also serve as
hedges against inflation and market volatility.

« Real Estate: Long-term property investments in high-growth cities have historically
provided significant returns. Moreover, real estate often serves as a hedge against
inflation, as property values generally appreciate over time.

Through diversification, investors ensure that no single downturn can significantly
impact their overall portfolio. Also each investment product has different return cycles,
tax implications, etc. The objective is to ensure that the weighted average return of the
portfolio is higher than inflation. This is essential to protect the purchasing power. For
example a Fixed Deposit may be giving 7% return. Compounded at 7%, the investment
appears to be giving good return. But adjusted for tax (30%) and inflation (5%), it will not
protect purchasing power.
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B. Alternative Investments for Diversification

For higher returns and diversification, many HNW!Is and UHNIs are turning to
alternative assets. These assets typically have a lower correlation with traditional
markets.




« Alternative Investment Funds: Alternative Investment Funds (AIFs) in India are
privately pooled investment vehicles that collect funds from sophisticated investors
to invest in non-traditional asset classes. These funds offer a way to diversify
portfolios beyond conventional assets like stocks and bonds. AlFs can generate
substantial returns, especially in sectors with rapid growth. AlFs are managed by
professionals with in-depth knowledge of specific markets. There can be tailored
investment plans where AlFs can be chosen based on individual investment

horizons, risk tolerance, and financial objectives. Types of Alternative Investment
Funds
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start-ups and environmental governments. Debt
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Hybrid Funds: These Hedge Funds: Investment Private Investment in
mutual funds mix equity, vehicles that pool funds to Public Equity (PIPE)
debt, and sometimes invest in variety of assets. Funds: Invest in public
commodities. They offer Objective is to generate companies.
tax benefits by taxing the absolute returns, regardless
debt portion as equity. of market conditions.

« Sovereign Gold Bonds Government-backed bonds that allow investment in gold
without physical ownership.

« Real Estate Investment Trusts (REITs): Allow individuals to invest in real estate
without directly managing properties.

« Peer-to-Peer Lending: Platforms that enable lending to individuals or businesses.
« Asset Leasing: Involves leasing assets like equipment or property.

- Invoice Discounting: A financing option that allows businesses to receive
immediate payment on outstanding invoice.

« Art and Collectibles: Art, rare wines, and other collectibles can be lucrative and
largely unaffected by economic cycles. They are illiquid, but they can provide
diversification and, in some cases, a store of value. For wealthy Indians, investing in
such tangible assets can also serve as a means of capital preservation.

By incorporating alternative assets into their portfolio, HNWIs can mitigate the risks
associated with market downturns and inflation.




ANNING

Tax Planning for Wealth Preservation —

Effective tax planning is essential for wealth preservation. In India, where tax laws are
complex and often subject to change, a robust tax strategy ensures that wealth is not
duly eroded by high tax rates. Tax planning for wealth preservation involves:

« Tax-Deferred Accounts: Utilize tax-deferred accounts like PPF, EPF, Mutual Funds
etc to shield income from immediate taxation, allowing funds to compound over
time.

« Tax-Loss Harvesting: Offset capital gains with investment losses to reduce taxable
income.

« Invest in Tax-Efficient Instruments: Explore investments like tax-free bonds,
tax-saving mutual funds, and National Pension System (NPS) to minimize tax
liability.

« Income Tax Planning: This includes optimizing the income streams from
investments to reduce taxable income. For instance, investing in tax-saving
instruments like Public Provident Fund (PPF), National Savings Certificates (NSC),
and tax-efficient equity funds can help reduce income tax liabilities.

« Capital Gains Tax: Capital gains tax can significantly reduce returns on investments.
By employing tax-efficient strategies such as holding investments for the long term
(to benefit from lower long-term capital gains tax) or investing in tax-exempt
instruments, HNW!Is can preserve more of their wealth.

- Estate Planning: Estate planning, including the creation of wills and trusts, ensures
the smooth transfer of wealth to the next generation while minimizing inheritance
taxes. HNWIs often engage in tax-efficient estate planning to preserve family wealth.

« Gift and Succession Planning: In India, gifts made to family members are subject to
tax, but there are exemptions for certain amounts. Strategic gifting can help reduce
tax liabilities over time, while also allowing for the early transfer of wealth to the next
generation.

« Private Foundations: Utilize private foundations for strategic philanthropy, offering
tax benefits while creating a legacy

By leveraging these tax-saving strategies, wealthy individuals can preserve their wealth
and ensure it is passed on to future generations.



Best Practices in Uncertain Markets

Market uncertainty is a constant, particularly in emerging economies like India.
However, by implementing a few best practices, HNWIs can mitigate the impact of
uncertainty on their wealth.

Conclusion

Stay Agile and Informed: One should remain informed about both domestic and
international economic trends. This includes staying updated on government
policies, market regulations, and global financial trends that can affect their wealth.

Use Professional Advisors: Working with financial advisors, legal experts, and tax
consultants ensures that wealth is managed effectively. Advisors can provide
guidance on complex matters, such as estate planning, tax optimization, and
alternative investments.

Focus on Long-Term Goals: In uncertain markets, it's essential to stay focused on
long-term financial goals, rather than reacting impulsively to short-term market
fluctuations. By doing so, investors can maintain composure and avoid making
decisions that may harm their wealth.

Maintain Liquidity: While investing for growth is important, HNWIs should also
ensure they have enough liquidity to withstand short-term market disruptions. This
can involve keeping a portion of their wealth in liquid investments.

Revisit Asset Allocation: As market conditions change, it is essential to regularly
revisit and adjust asset allocation strategies. Rebalancing the portfolio ensures that
it remains in line with financial goals and market conditions.

Wealth preservation is an essential aspect of wealth management. By employing
strategies like diversification, investing in alternative assets, hedging against inflation,
tax planning, and adapting to uncertain market conditions, HNWIs can protect their
wealth for future generations. While these strategies require expertise, careful
planning, and a long-term perspective, they are essential for safeguarding the financial
legacies that have been built over a lifetime.
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