FINANCIAL PLANNING

THREE CORNERSTONES OF
WEALTH MANAGEMENT

Protect, accumulate, distribute - stick to the order. Otherwise, the entire process will become futile

GAURAV MASHRUWALA

eareallhuman capitalaswe
are involved in occupation
and generation of income -
individuals earn salary, pro-
fessionals earn fees and businessmen earn
profit. Next, we have financial and real
capital. These could be ourinvestments
in fixed deposits, equities, real estate and
otherinvestmentavenues. Returns from
suchinvestments are generated whether
we workornot.

Income so generated needs to be chan-
nelised towards ourresponsibilities and
dreams. Our responsibilities could be buy-
ingahouse, educating our childrenand
getting them married and fending for our
retired life. Dreams are varied. Financial
planning is about channelising ourincome
towards our financial goals - responsibil-
itiesand dreams.

Whenwe think of it, each family has a
unique set of human capital, financial and
real capital, responsibilities and dreams.
There can never be two families with iden-
tical human capital, financial capital, re-
sponsibilities and dreams. To that extent,
eachfinancial planisalso unique.

While each financial planis unique on
broader parameters they focus on three
aspects of wealth - wealth protection, ac-
cumulation and distribution. When it
comes to creating and maintaining wealth,
the order should be wealth protection,
wealth accumulation and wealth distri-
bution. Ifthe orderis changed, the entire
process becomesfutile.

Foundation forany wealth creation and
maintenance is wealth protection.In our
life, we will come across several perils
and henceitisimportant to haveastrat-
egy toensure minimal wealth erosionin
toughtimes.

Wealth creation/protection: Create
contingency reserve for events where no
formalinsuranceisavailable.Like, job
loss, shifting places due to catastrophes
and so on. For such perils, thereis no for-
malinsurance available and hence there
isaneedto create a contingency fund.

Next, purchase enoughinsurance to
coverexpenses related toillness or hos-
pitalisation and disability. Death of
an earning member of the house can dis-
turb financial health of the family and
hencelifeinsuranceisimportant. Ensure
thereis enoughinsurance to protect prop-
erties like house, car, jewelleryand oth-
ercontents.

Sanjeev Mehra was a small business-
man.He never believed in health insur-
ance.According to him, his family had

simple habits and took good care of them-
selves. Once on his way back from a
vacation, Mehra’s car met with an acci-
dent. His wife had to be hospitalised. It
took 45 days for hertorecover. And the
total cost of hospitalisation and medica-
tionwas " 8lakh.Asfaraswealth protec-
tion strategy is concerned, itis “better to
be safe thansorry.”

Wealth accumulation: We all save
money because we have lots of responsi-
bilities as well as dreamsin life.

When accumulating wealth, we must
align ourinvestments with our responsi-
bilities and dreams. If we are saving for
financial goals which are about two - three
yearsaway, we must choose debt-based
products like fixed deposits and bonds.
Debt-based instruments usually do
not give returns more than
inflation.Hence, if we
invest all our long-
term money in debt-
based instruments,
we will erode our

wealth toinflation.Forlong-term goals
investin equity markets. In the short-term,
equity markets can bevolatileand you
couldloose money.

Debojit Basuhad been workinginin-
surance industry for 30 years. He always
ensured hisfamily had adequate coverto
protectagainstvarious perils. But, he nev-
er saved foranything other than insurance.
At the time of retirement, Basu did not
have enough money.He had wealth pro-
tection but did notaccumulate wealthand
hence when needed (atthe time of wealth
distribution) there wasn't enough. Fortu-
nately, Basu landed an insurance
agent's job after retirement. He now
savesregularly.

Wealth distribution: Ourac-

cumulated wealthis required
(distribution) during re-
tirement. On retire-
ment, we havetode-

pend onreturns from wealth already ac-
cumulated in lieu of regularincome. If re-

turns are insufficient, then the wealth can
geteroded partly.

Lastly, after our death our wealth
needs to be distributed to ournearand
dear ones. Suppose we have had good
wealth protection and accumulation
strategies but not planned well for our
retirement then we will strugglein the
last phase. Also if there is no proper ‘will’
thenit may happen that our family will
remain dissatisfied.
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