a\g’.’.'
YR W%ﬁ@?ﬁ@\

RESERVE BANK OF END
Arey .

'.’

s ZRT el
o THE CENTRAL GOVERNMENT "
=
o

DIVERSIFY YOUR i,j =
INVESTME NTS ﬁf“_‘f".

GLOBALLY FROM INDIA

AEL WEHRLI



DIVERSIFYING YOUR INVESTMENTS GLOBALLY FROM INDIA

One of the top areas of discussion in the Indian ultra-high
net worth community is how to globally diversify substantial
amounts of capital, in a compliant manner. Currently, there
are regulations that allow for two viable methods, which we
will explore in this paper.

0 Overseas direct investment (ODI)
through a company.

0 Family Investment Fund (FIF) available
through GIFT CITY.

How Did We Get Here?

In 2022, new financial legislation was passed into law by the Modi administration that adjusted overseas
investment regulations. The new legislation was intended to improve the fast-growing financial services
industry in India, for both investors and businesses.

I @ Method #1: Overseas Direct Investment (“ODI”):

The 2022 legislation modified the existing rules and regulations, includes ODI. Prior to the new legislation,
performing an ODI required an extensive approval process. It also restricted investments into financial
services companies.

Under the new rules, an Indian company can make an ODI of up to 400% of its net worth into an
offshore vehicle. That offshore vehicle is permitted to be in the business of financial services, which includes
entities created for investment activity purposes. In
other words, business owners can remit capital from
a business to create a US-based investment company.

For this method to be used, there are two core
considerations:

® 100% ownership of a genuine
operating business

®© Sufficient business capital for an ODI

If you (or your family) do not own 100% of the
company, the other owners may take issue with using
business capital for personal investment. If you do
own 100% of the business, the business needs to have
sufficient cash from operations to make the ODI, without additional funding. It would be heavily scrutinized
by the regulators if an individual attempted to fund a business using their personal wealth, only to relocate a
significant portion of that funding through an ODI.
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That said, this method is extremely beneficial for
successful Indian entrepreneurs. Instead of pulling
cash out of the business for personal usage, the
entrepreneur can move the capital to the US to be
invested. Our partners at Dhruva Advisors are one
of the top firms assisting clients in both planning
and executing this method.

E @ Method #2: Family Investment

Fund (“FIF”) available through
GIFTCITY

What is GIFT City?

A key part to of legislation is the creation of the
Guijarat International Finance Tec-City, commonly
referred to as GIFT City. Financial services
companies that are set up in GIFT City generally
have a regulatory advantage compared with
companies in other jurisdictions in India. GIFT
City also offers certain tax breaks and subsidies to
encourage the city’s development.

Companies operating in GIFT City are “outside
of India”. This means that investments into GIFT
City funds/schemes generally need to follow the

investment rules for moving capital out of India.
Once the capital is in the GIFT City fund/scheme,
the capital no longer needs to follow standard LRS
rules, since the capital is already “outside of India”

What is an FIF?

A Family Investment Fund (“FIF”) is a fund/scheme
structure created by the 2022 legislation. FIFs
allow individuals in a single family to pool their
money to make global investments. As mentioned
earlier, GIFT City entities receive special regulatory
treatment under FEMA/IFSCA frameworks. Once
the FIF is funded in compliance with the applicable
funding route, that money can be invested globally
with far greater ease.

How do | fund the FIF?

By including companies in the definition of single
family, funding the FIF becomes more achievable.
An Indian company can fund an FIF with an
Overseas Portfolio Investment (“OPI”), subject to
FEMA conditions, limits (including the 50% of net
worth cap for OPI), documentation, and reporting.
This helps to reduce reliance on family member’s
individual LRS quotas; however, LRS/ODI/OPI
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requirements may still apply depending on the source of funds and the chosen funding route. Any transfer of
personal assets into a company should be evaluated for tax, valuation, and compliance implications.

Should | Set up the FIF as a Company,
LLP, or Trust?

There are benefits and drawbacks to each structure, so the optimal choice will depend on each person’s
unique situation. Broadly speaking, a trust would allow you to implement estate/succession planning along
with the initial setup, all in one go. By doing this, the FIF achieves several goals of high-net-worth Indian
investors at the same time:

e Moving money in amount greater than USD $250k out of India.

o Opportunity to diversify investments and currency into USD & US investments.
~ Lowers risk without sacrificing investment returns in the long run.

e Estate planning for passing wealth to heirs.

Each family will need to work with both an accountant and an estate attorney to determine the most optimal
structure for achieving their goals.

Are There Any Tax Advantages Available to FIFs?

Yes. IFSC units may be eligible for a tax holiday under Section 80LA of the Income-tax Act, subject to
conditions and the unit’s approved activities. The benefit is commonly described as a 100% exemption for
any 10 consecutive years out of the first 15 years from registration. However, eligibility can vary based on the
nature of income and compliance requirements, so investors should confirm with qualified India tax counsel.
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Who Should be Chosen as the FIF's PO?

FIFs can be self-managed. The PO can be the leader
of the family, or it can be a qualified investment
manager. However, the PO needs to be located in
the office of the FIF in GIFT City. It is expected that
most high-net-worth investors will want to appoint a
PO with an agreement in which the PO manages the
daily operations, but the head of the family approves
the final investment decisions.

Similar agreements are common for US RIAs, such
as LCR Wealth, as it allows the head of the family
tomaintain full investment control while delegating
day-to-day operations and execution to a trusted
advisor.

What Can the FIF Invest In?

Thereisabroad, butcomprehensivelist of approved
investments released by the IFSCA. The list covers
almost all traditional and alternative asset classes.

o Securities issues by unlisted entities.

o |FSC-listed securities. (i.e., GIFT City funds/
schemes)

e Indian-listed securities.

e Foreign-listed securities.

e Money market instruments.

e Debt securities.

e Securitized debt instruments.

e Derivatives.

e Mutual Funds.

e |FSC Schemes/Funds including limited
partnerships.

e Indian Schemes/Funds including limited
partnerships.

e Foreign Schems/Funds including limited
partnerships.

* Precious metals aka “bullion”

» Real Estate (domestic may amount to “round
tripping” but foreign allowed).

D
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o Commodities (wheat, soy, oil, etc.)
o Collectibles (art, cars, cards, wine, etc.)

Something to consider when reviewing the above
list is “round-tripping” The Indian government
does not want funds to move out of India only to be
invested back into India. If an FIF seeks to invest in
a private Indian company, it may face scrutiny for
round-tripping. Investments that fall within this area
should be discussed with legal experts.

It should be noted that FIFs are authorized to
purchase foreign real estate. In the past, foreign
purchases of real estate were complex for Indian
investors. This greatly simplifies the process for
those with enough capital to fund an FIF.

Also worth noting is the ability to trade in bullion.
Indian investors historically have a great affinity for
investing, and trading, in gold. Instead of purchasing
the metal from dealers and other retail outlets; GIFT
City intends to create a bullion exchange to make
pricing and trading of precious metals, including
gold, more efficient.
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How can these methods help
Indian families Go Global?

To go global, families need to lower
therisk of being affected by any single
country, capital market, or asset class.
To do this, they need to diversify their
investments to better achieve their
global goals.

These goals can include wealth
building, international  business
dealings, and supporting family who
are living abroad, etc. Moving a
portion of your capital to the world’s
largest and most liquid capital
markets, the US, is one of the best
ways to safeguard yourself against
any potential volatility in the Indian markets, or depreciation of the rupee. Establishing a US investment base
is also key for anyone who wants to establish a US-based estate plan.

The rupee has depreciated in value relative the US dollar over the last 20+ years. We wrote about the effect
that this depreciation can have on investment returns in our whitepaper Investment Returns in the US,
Europe, India, and Brazil: A Historical Analysis.

Where do | Start?

It's never too early to start learning about the options
available to you and speaking with experts in the field.
Start to think through the decisions necessary to put
these methods into action. If your children or other family
members seek to live and work in the US, you can start
asking relevant questions.

e Howam I diversifying my currency risk?
e How much liquidity will our children need, and at what points?
e What'sdo | intend to do with the monies that | bring over to the US?
o If it's purely for estate planning, do you want to seek aggressive equity growth and focus on
passing down a larger estate in 10+ years?

o Areyouseekingtofinancially support you children during their early working years, and therefore
seeking a more balanced portfolio with income?

Build a solid plan now, so that you only need to execute the plan when you're ready to move forward.
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LCR aims to help families Go Global. These methods for moving money out of India offer an exciting
development that makes it easier for high-net-worth Indians to do just that, Go Global. LCR has deep ties to
India,andweassistour clientsthroughalltypesof majorfinancial decisionseveryday. These new opportunities
are no different. We're excited to continue serving as your trusted partner in US financial services. Please
feel free to reach out to LCR Wealth if you would like to discuss any of the topics covered in this paper.

Il Disclaimer

The information provided in this white paper is for informational purposes only and should not be construed as professional advice.
LCR Wealth Management, LLC ("LCRWM”) and its employees are licensed to operate as a SEC-registered Investment Advisor in
the United States. LCRWM and its employees are not licensed to practice investment advisory in India, nor are they licensed
tax professionals, or legal experts; and the content presented herein should not be considered as a substitute for professional
consultation.

While efforts have been made to ensure the accuracy and reliability of the information contained in this white paper, LCRWM
makes no representations or warranties of any kind, express or implied, about the completeness, accuracy, reliability, suitability,
or availability with respect to the content for any purpose. Any reliance you place on such information is therefore strictly at your
own risk. The content of this white paper is based on LCRWM's interpretation of publicly available information and personal
opinions. It is not intended to provide any specific financial, investment, tax, or legal advice. Readers are encouraged to consult
with qualified professionals, such as financial advisors, tax consultants, or legal counsel, licensed to operate in India, before making
any financial decisions or taking any actions based on the information provided in this white paper.

LCRWM disclaims any liability for any direct, indirect, or consequential loss or damage arising from or in connection with the
use of, or reliance on, the information contained in this white paper, including but not limited to loss of profits, loss of revenue,
loss of data, or any other economic loss. This white paper may contain references to third-party websites, products, services, or
publications. The inclusion of such references does not imply endorsement or recommendation by LCRWM, and they bear no
responsibility for the content, accuracy, or legality of any third-party materials.

The views expressed in this white paper are solely those of LCRWM and do not necessarily reflect the views of any organizations,
institutions, or companies mentioned herein. By accessing or using this white paper, you agree to release LCRWM from any and all
claims, damages, losses, or liabilities arising from or related to your use of the information provided herein. LCRWM reserve the
right to modify, update, or remove any information contained in this white paper at any time without prior notice.

Your use of this white paper constitutes your acceptance of these terms and conditions. If you do not agree with these terms, you
should not access or use this white paper.




