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Division of Fam
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ily Trusts May

ments speak only about divi-

Now Fae Caal Gai%s Tax

Fear of higher tax
has put on hold
several families’

plans for a split
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Mumbai: A Budget proposal
has forced two siblings to
rethink their decision to
splittheirreal estate family
business. The Mumbai-based
brothers are worried that
transferring assets from their
family trust and transferring
and swapping shares from
theirunlisted companies
couldnow attract tax which,
asperthe budget Proposal, -
will be anywhere between
20% and 30% if done belowa
fairmarket valye, They have
Nowapproached lawyers and
advisors toknow thereal
impact,

“The Budget Dbroposal has
created an issue for family
settlement wherein if the
shares of a private company
areowned by a family tryst and
aretransferredtoa beneficiary
atavalue lower than fair
market value, The family trust
shall be obliged to baytaxon
the differential amount bet-

Wween fair market valye and the
value at which such shares
were transferred,” said Hemal
Mehta, bartner; Deloitte Hag.
kins & Sells,

Accordingto experts, ina
family settlement, shares are
always transferredata lower
value. This would create pro-
blem for families thatare
lookingto divide business or
splitfamily wealth.

“Any transfer of unquoted
equity sharesatg pricelower
than thefair market value will
only seek to shift the tax byr-
denfrom the recipient/trans-

‘feree (under Section 56(2)

(VIIA)) tothe transferor,” saiq
m Rajani, managingpart-
ner; Rajani Associates,
Industry insiders say that the
fearof taxhas buton hold
several familiés’ plans of a
split. For instance, the grand-
children of 5 Kolkata-based
batriarch have put on hold
their plan tosplitthe assets,
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Partner, Delojtte
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Thefamily trust shall
beobligedto pay tax
onthedifferenti|

amount between fair
market value and the
value at which shares
Were transferred

includingalisted and an un-
listed company; after the Febry-
arylbudget announcement.
Legal experts say there are
courtjudgments where ithas
been clarified that there can be
notaxon family divisions, but
it'snotpart of the law: So, the
budget announcement may
override these earlier judg-
ments. Also, the court judg-
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sion of wealth between ‘first
degree’ of blood relatives, so
cousins fighting for: grand-
Pparent’s Property will anyway
have topay capital gains,
Industry trackers say this
will alsolead to many families
takingarelook at their family
truststructures, Experts point
outthattwo types of trustsare
being created or restructured-
—thefirst is by youngentre-
breneurs who have made
millions through start-ups for
effective wealth Management
andsuccession planning and -
thesecond typeisby the tragi-
tionally rich, mostly those who
are growing old and may not be
- ableto manage theirassets and
Investments, both inIndia and
overseas,

Experts saythat in certain
cases capital gainstax may
also be applied to family trusts,

C“In case of settlement of
family trust, where shares
are transferred to the trust
andif STT isnot baid atthat
time and Now, or subsequent-
ly, any family split happens,
then itmay triggerthe pay-
ment of capita]l gainstax,
although there are certain
grey areasandneeds clarifi-
cations,” said Vishwas
Pathak, director, Universal

Trustees, afirm thatspecia:

lisesinmanga ging familyand

corporate trusts J
—oratetrusts.
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