More promoters put
faith in trusts to save
taxes, plan succession

Open offer exemption a key factor in transfer of personal stakes to trusts
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romoters of Indian

companies  are

increasingly trans-

ferring their per-

sonal and Family
stakes to trusts, a move that
hasasmuch to dowith succes-
sion planning as with avoiding
estate tax, if it ever comes back.
and fending off hostile take-
OVers.

The trend is helped along by
the markets regulator, which
has granted open offer exemp-
tionstoas many as 47 promot-
ers, who have sought its per-
mission since 2013, Ofthese, 51
exemptions were granted
since thestart of 2017, aperiod
that has seen rising concerns
overapossible retum of estate
duty, levied on the value of
assels passed on tolegal heirs.

With the exemption, pro-
maotersdo not have to makean
open offer to buy out shares
from the public, a requirement
that typically comes with own-
ership changes.

According toa Mind analysis
ol dataavailablewith the Secu-
rities and Exchange Board of
India (Sebi) and BSE. Anand
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estate planning needs ol my
family. We had sought and
obtained the necessary regula-
tory permissions in this
regard,” Anand Mahindra,

chairman of

Razack, Rezwan With the Sebi M&M. said in a
Razack and Noa- exemption, reply toaquery.
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about inequality ofwealth, ete.
In the US, they still have an
estateduty. [fthe government
wants to do it, they are in
majority, thevwill doit. There
is so much talk about it all
over,” said Godrej,

Till the 1980s, India levied a
90% marginalincome taxand
an 8% wealth tax on the
income of promoters, Godrej
said.

In an emailed statement,
Havells India said the pro-
moter families had created a
trust to simplify their direct
and indirect shareholdingsin
Havells following a private
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family arrangement.
Oneofthe key driversof the
new trend s asset protection.
Families are increasingly
aware ofthe risks posed by the
new insolvency law and their
exposure via personal guaran-
tees for the company’s debt.
“Hence, to protect against
this, settlement into trusts is
advisable, but the timing needs
to be carefully seen to avoid
doing so on the eve of potential
creditor claims coming,” said
Rishabh Shroff, a partner at
law firm Cyril Amarchand
Mangaldas who also jointly
heads the firm’s family busi-
nessand estate planning team.

Another reason isto protect
against the possibility of an
estate duty. At present, nosuch
tax exists, and it seems unlikely
for the foreseeable future, but
promoters are leaving nothing
techance.

“The hope here i= that such
trusts will fall outside the scope
of such tax, a2 no inheritance
or transmission takes place
under a trust, but as the con-
tours of such law are com-
pletely unknown, no one really
knows for sure, but one can
still prepare,” Shroff added.

Families form trusts also to
separate ownership from man-
agement. Afamily can consoli-
date ownership inte one
strong central block under a

trust and senior members can
become trustees with planned
succession. This helps avoid
fragmentation of estates over
generations.
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companies within the first vear
of demerger.

The Singh Family"s approach
toa trust structure was driven

maore by aneed for succession

A person close planning, the per-
to the Analjit Promoterfamilles son said, asking
Singh family said  zre aware of risks nottobe named.
a trust structure posed by IBC and “When vou
was first consid-  thaip exposure via write awill, any of
ered in 2010 to the successors
initiate a more persnnalf can challenge it
structured way of guarantees for after yourdermise,

succession plan-
ning. The Max
Group had =sought
exemptions for three of its
firms, but the request was
rejected as the group went
through a demerger and Sebi
does not allow exemption of all

the firm's debt

In a trust struc-
ture, there are
trustees, Theyare
supposed toseethe execution
of trust,” the person said.
“Awill can be contested, but
inatrust it doesn’t happen that
easy,” the person added.



