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AIFs have risen to more than Rs. 20,600
crore at the end first quarter of the current
fiscal, a surge of 13% from the preceding
three months.
Government plans to set up a $1 billion
private equity fund for the renewable energy sector
that would be initially seeded by state-run
companies.
(Source:
www.businessParagon
Partners Launches US $ 200 Mn
standtimesofindia.indiatimes.com)
India focused mid-market PE fund in AIF

Category II.
(Source: : www. www.businessstandardyourstory.comvccircle.com)

Reliance AIF to Invest Rs 1,000 crore for
realty Investments.
(Source: www.economictimes.indiatimes.businessstandardcom)

Private sector National Pension System
(NPS) subscribers can now invest in AIFs
Hero future energies , the renewable energy
venture of the Hero Group raised Rs. 300 Crore
debt through secured NCDs.
(Source: www.businessSEBI registered AIF count touches 268 in
standaeconomictimes.indiatimes.businessfour years.
standardcom
BRICS approves its first loan worth US $ 811 mn for
renewable energy projects in Brazil, China, India
and South Africa.
Disclaimer: This newsletter is based on data publicly available or from sources considered
reliable.www.business-standardbusinessNrups Consultants LLP (Nrups) does not claim it as
(Source:
accurate or complete. Hence, the reader/recipient should revalidate the information before
relying on it. Information/Opinions expressed herein are as
standard.com)
of date of this newsletter. Nothing in this newsletter constitutes investment, legal, accounting or tax advice or any solicitation, whatsoever. The
reader/recipient assumes the entire risk of any use made of this data / newsletter. Nrups especially states that it has no financial or any other liability,
whatsoever, to the reader/recipient of this newsletter. This newsletter is for the personal information only of the authorized recipient. This newsletter
should not be reproduced or redistributed or communicated directly or indirectly in any form to any other person or published or copied in whole or in
part, for any purpose.

Nrups Consultants LLP
106, Sears tower, Near White house, Gulbai Tekra, Off CG Road, Ahmedabad-380006
Phone: +91 (079) 2640 4908, 2640 3145 Website: www.nrupsconsultant.com

Formatted: Line spacing: single
Formatted: Font: 10 pt, Italic
Formatted: Font: 10 pt, Bold, Italic
Formatted: Font: 10 pt, Italic
Formatted: Indent: Left: 0.5", Line spacing: single, No bullets
or numbering
Formatted: Left, Indent: Left: 0.5", Line spacing: single, No
bullets or numbering

Editorial

Dear Friends,
Hello Everybody!

F

unding in India saw a momentous uptick
in recent past. The pro-business
environment in the country has been
encouraging for foreign investors to participate
in the India story. The Investment and funding
scenario is rapidly evolving. Few themes that
continue in 2016 are the shift from
‘commingled basis of raising funds to
separately managed accounts, deal-by-deal
participation (Opt-in/opt-out) and pledge-type
structures.
The Investor risk appetite for India has been
robust and that led to healthy fund raising for
several tier 1 General Partners (GP’s). The Fund
raising environment in 2016 has seen a spurred
effort in India with the regulatory reforms in
foreign exchange laws with respect to onshore
funds introduced in the last quarter of 2015.
The changes are aimed at promoting homegrown investment managers by allowing Indian
managed and sponsored AIFs with foreign
investors to bypass the FDI policy for making
investments in Indian companies.
The Government has been proactive in trying to
establish a regulatory and tax climate that is
conducive for raising investment from foreign
investors. The regulatory regime continues to
be streamlined with relaxation of pricing norms
for foreign direct investments, clarity in relation
to put/call options, rationalization of the
foreign portfolio investment regime and
proposals for further liberalization of
investment caps.

Over the past three decades, the alternative
investments industry has become a critical
component of the global financial system and
world economy. Its impact on society can be
seen across capital markets, in mainstream
businesses and board rooms, and as a part of
the political discourse. Investors in alternatives
now deploy trillions of dollars around the
world, playing a critical role in supporting
global capital markets, and redistributing risk.
The industry has given rise to leading
investment firms such as the Blackstone Group,
Bridgewater Associates, and Sequoia Capital,
CVC Capital in USA and Brevan Howard in
Europe and The Abraaj Group and many other
firms focused on emerging markets. It has
owned or funded many well-known companies
across a range of industries such as Google,
Facebook, Motorola, Heniz, Hertz and Skype.
Alternative investment has grown to become a
critical component of the global financial
system. It is also an industry that is quickly
evolving in terms of its sources of capital and
the business models that it deploys. New
trends such as institutionalization (the
systematic upgrading of the architecture of
both investors and asset owners), retailization
(the growth of the retail investors as a source
of capital) are altering business models and
changing the alternative landscape.
We bring to you some important aspects of
Alternative Investment Fund in this month’s
edition of our newsletter.
Keep Investing!
-Team Nrups
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Overview: Alternate Investment Fund (AIF)
 What is an AIF?
It is a privately pooled investment vehicle, established or incorporated in India, in the form of a trust or
a company or a limited liability partnership (“LLP”) or a body corporate, not covered under others
SEBI or sectoral regulations which may collect funds from investors, whether Indian or foreign, for
investing such funds in accordance with defined investment policies.

 Why an AIF?
Prior to emergence of the Venture Capital – Private Equity (VCPE) industry in India, many MNCs and
entrepreneurs were majorly dependent on private placements, public offerings and lending by Banks /
FIs for expansion of businesses, raising capital, project funding etc. In 1996, Venture Capital Funds
Regulations (VCFs) has been introduced by SEBI to fill the gap between capital requirements of fastgrowing companies and funding available from traditional sources like Banks, IPOs, FIs etc. The VCPE
industry has its own positive impact on many businesses providing much needed risk capital coupled
with mentoring to entrepreneurs in scalability, expansion and growth strategy, improving the stability,
depth and quality of companies in the capital markets and offering risk-adjusted returns to investors.
In 2012, SEBI has introduced SEBI (Alternative Investments Funds) Regulations, 2012 (AIF Regulations)
to recognize AIFs as a distinct asset class, promote start-ups and early stage companies, to permit fund
investment strategies in the secondary markets and to tie concessions and incentives to investment
restrictions.
Incorporating alternative investments into a traditional portfolio may help investor to reduce overall
volatility while increasing portfolio diversification with a typically lower correlation to the market
movements of traditional investments such as stocks and bonds. Following are the comparison of
Alternative Investments vs. Traditional Investments.
Comparison Criteria
Performance Objective

Alternative Investments
Absolute Performance objective

Traditional Investments
Relative performance objective

Leverage

May use leverage

Limited or no leverage

Performance Dependence

Primarily on the alternative investment
manager’s skill

Primarily on market returns

Risk Co-Relation with Market

Historically low to moderate
correlation with market indexes

Historically high correlation with
market indexes

Liquidity

Typically have reduced liquidity ranging Typically offer daily liquidity
from monthly to 12+ year lockups
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Fees

Generally higher fees, which may
include performance fee

Performance fees but with no
uniformity, may include fixed fees
for professional management.

AIF Structure and Categories
 Structure and Registration of AIF

Sponsor

Investors

Contribution
Agreement
Fund

Contribution
Agreement
(Sponsor
commitment)
Management
t
Services

Investment Manager

Eligible Investments
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Categories of AIF in India
The AIF regulations make it mandatory to obtain certificate of registration from SEBI for enabling AIFs
to operate under one of the following 3 categories:
Key Features
Description

AIF-I
Category I AIFs are funds
with strategies to invest in
Start-up or early stage
ventures or social ventures
or SMEs or infrastructure
or other sectors or areas
which the government or
regulators consider as
socially or economically
desirable

AIF-II
Category II AIFs are funds
which cannot be
categorized as category I
AIFs or category III AIFs.
These funds do not take
leverage or borrowing
other than to meet day-today operational
requirements and as
permitted in the AIF
regulations.

AIF-III
Category III AIFs are funds
which employ complex or
diverse trading strategies
and may employ leverage
including through
investment in listed or
unlisted derivatives.

Fund examples

Venture Capital fund, Social
venture funds,
Infrastructure funds, SME
funds etc.
Rs 1 crore

Private Equity funds, Debt
funds

Hedge Funds

Rs 1 crore

Rs 1 crore

Maximum no of
Investors in Fund or
any Scheme of Fund

1,000

1,000

1,000

Government
/Regulator
Incentives

SEBI and Govt of India or
other regulators may
consider providing
incentives or concessions
because AIFs have positive
spill over effects on the
economy.

No specific incentives or
concessions are given by
the Government of India or
any other regulator

No specific incentives or
concessions are given by
the Government of India or
any other regulator

Continuing Interest
of the Fund
Manager

2.5% of the initial corpus or
Rs.5 crore whichever is
lower

2.5% of the initial corpus or
Rs.5 crore whichever is
lower

Not less than 5% of the
corpus or Rs 10 crore,
whichever is lower.

Minimum Tenure
Open/Close Ended

3 years
Close-Ended

3 years
Close-Ended

Not applicable
Can be Open or CloseEnded

Investible Fund
Limit

Not more than 25% of the
Investible fund in One
Investee Company

Not more than 25% of the
Investible fund in One
Investee Company

Shall invest not more than
10% of the corpus in one
Investee Company.

Minimum
Investment Amount
for an Investor
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Below are the different categories of AIFs based on investment philosophy:


Venture Capital Funds: These funds will primarily invest in unlisted securities of start ups,
emerging or early stage venture capital undertakings mainly involved in new products, new
services, technology or intellectual property rights based activities or a new business model.



Hedge Funds: Hedge Funds will employ diverse or complex trading strategies and invests and
trades in securities having diverse risks or complex products, including listed and unlisted
derivatives.



Private Equity (“PE”) Funds: PE funds will invest primarily in equity or equity linked instruments
or partnership interests of investee companies.



Infrastructure Funds: These funds will primarily invest in unlisted securities or partnership
interest or listed debt or securitized debt instruments of investee companies or special purpose
vehicles engaged in or formed for, the purpose of operating or holding infrastructure projects.



Debt Funds: These funds will primarily make investments in debt or debt securities of listed or
unlisted investee companies.



Small and medium enterprises (“SME”) Funds: These funds will invest primarily in unlisted
securities of investee companies which are SMEs or securities of those SMEs which are listed or
proposed to be listed on a SME exchange or SME segment of an exchange.



Social Venture Funds: These funds will invest primarily in securities or units of social ventures
and which satisfy social performance norms laid down by the fund and whose investors may
agree to receive restricted or muted returns.
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AIF Pass-through Taxation
 Pass Through Taxation of AIFs
As a response to a long standing industry demand the Finance Act 2015 extended a pass-through
status to Category II AIFs. Prior to that Category I AIF had enjoyed the tax benefits of pass-through
status.
What is Pass-through Taxation?
“Income on an investment fund (defined as Category I or Category II AIF), is exempted from tax and
such income is chargeable to income-tax in the hands of the unit-holder in the same manner as if the
investments made by the investment fund has been made directly by the unit-holder.”
Tax Mechanism
Pass-Through

Category I

Type of Income

Income from
business or
profession

Category II
Yes

In the Hands of

Taxation Rates

Investment Fund

Unit Holders

Taxable

Exempt

By virtue of 10(23FBA)
1) In case the fund is in the form of
company or firm – Rate As
applicable to them
2) In any other case – At Maximum
Marginal Rate
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Income in the
form other than
business or
profession
(say Capital
Gain or Other
Sources)
Loss

Dividend
Distribution tax



Exempt

Taxable

Such loss shall be
eligible for set-off
and carry-forward.

It shall not Passthrough to the unit
holder

AIF shall be
mandatorily required
to file income tax
return to get the
exemption.

Not Apply to the
Income paid by the
fund to its unit
holders

By virtue of 10(23FBB)
1) Taxable as per the applicable rate
of the respective unit holders
2) Investment fund is required to
deduct TDS at the rate of 10% by
virtue of 194LBB.

Category III AIFs usually operates in the form of determinate trusts to avoid double taxation for
investors. However, current regulations mandate these funds to be set up as indeterminate
trusts. As per CBDT circular on AIF taxation, a trust will be liable to be taxed at the maximum
Investments
Trends
in trust
AIFsdeed.
marginal rate if its beneficial
interest is not specified
in the

AIF as a concept is relatively new in India as compared to traditional method of Investments. It is
evident to the fact that regulations for MFs introduced in India in 1996 while regulations for AIFs were
introduced in 2012. AIFs are required to have a minimum corpus of Rs.20 crore with each investor
investing a minimum of Rs.1 crore. However, there is an exception to this minimum investment per
investor rule for investments made by the employees of AIF who may be allowed a relatively lower
amount of investment per investor. AIF cannot raise money for the fund through making a public
offer.
AIF Regulations are applicable to all privately pooled investment vehicles (other than mutual funds,
collective investment schemes, family trusts, ESOP Trusts, employee welfare trusts, holding
companies, funds managed by securitization companies or asset reconstruction companies, other
special purpose vehicles not established by fund managers including securitization trusts or any such
pool of funds which is directly regulated by any other regulator in India).
Investments in Real Estate through AIF
The current economic situation for real estate and infrastructure development in India is relatively
volatile. Post demonetization times are tough for developers to launch & deliver quality projects within
stipulated timeframes. It is a very hard time for developers where few faced liquidity crunch, some are
barely managing to stay afloat and most are discounting heavily to maintain cash flows.
In this vital situation, alternative investment fund (AIF Category-II) within real estate projects received
substantial funding. Various structured instruments are designed through this vehicle for investments
in Real Estate across India. Large Group like Indiabulls, Piramal, ASK, and others have floated many
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series of funds through this route for investments in Real Estate. There are couple of funds who raised
thousands of crores in real estate through AIF schemes. In current year Indiabulls raises 500 crores in
Alternate Investment scheme and Reliance AIF raised 1000 crore for realty investments.

Following table represents commitments received, fund raised and investments made under the AIF
categories since inception to till Sep’16.

Category

Commitments Received
Amount
% Within
%o of
Category
Total

Funds Raised
Amount
% of
Commitment
Received

Rs. In Cr
Investments made
Amount
% of
Fund
Raised

Category - I
Infrastructure
Fund
Social Venture
Fund
Venture Capital
Fund

6,788

36%

10%

2,324

34%

1,691

73%

807

4%

1%

483

60%

349

72%

11,100

59%

17%

1,915

17%

1,455

76%

208

1%

0%

171

82%

22

13%

SME Fund
Total of
Category - I

18,903

100%

29%

4,893

Category - II

38,028

-

58%

17,544

46%

15,335

87%

Category - III
Grand Total

8,082
65,013

-

12%
100%

6,578
29,016

81%
45%

6,010
24,862

91%

3,517
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Last three year Category wise Commitments, Funds raised and Investments made.

Rs. In Cr

Category - I AIF
9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000
-

Commitments
Raised

8,335

5,952

2,166
852 690

Sep-16

1,905

Funds Raised

2,3521,494

1,867

FY 15-16

737

FY 14-15

360 219

Investments
made

FY 13-14

Category II AIF
16,000
14,000

13,967

Rs. In Cr

Commitments
Raised

11,977

12,000
10,000

8,600

8,000

6,634

6,000

Funds Raised
6,026

5,066

3,833

4,000
2,000

2,150

2,388
3,040

2,998

2,457

Sep-16

FY 15-16

Rs. In Cr

FY 13-14

Category III AIF

5,000
4,000

FY 14-15

Commitments
Raised

3,833

3,000
2,000

Investments
made

2,103
2,474

Funds Raised

2,379
2,385
2,421
1,124

1,000

1,051

1,020

Sep-16

FY 15-16

FY 14-15

656
605

450

Investments
made

FY 13-14
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AIF v/s Other Asset Class
Alternative Investments fund compared to Other Assets Classes:
Alternative investments add a great value to the portfolio considering the risk profiles, fee structure,
variety of mandates and Investment approaches. Good Alternative investment within a portfolio can
have a positive impact on portfolio’s risk profiles since it has low correlation with traditional stocks and
bonds hence improving diversification. An alternative fund when added to the portfolio of traditional
assets classes enhances the portfolio returns. Although AIF as an Investment asset class is
comparatively new in India but globally various studies are carried out on returns of Alternative
Instruments v/s other asset class. One of the report shows that Hedge fund composite index
outperformed others over a period of time during tough economic times as well.

Source: Data stream from Black Rock report

Summary:
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In India, there is no doubt that the popularity of the AIF is increasing and if carefully considered and
added to the portfolio, diversification and return enhancement can be achieved. It is imperative that
the regulators recognize the industry demands of implementation of overall global best practices,
promoting on-shore fund management and unlocking domestic capital pool through sectoral and
regulatory intervention, amongst other things, for enabling the continuing growth of AIFs in India.

Source & Reference:

Key Drivers

Finance Availability

Improved Infrastructure

Challenges

Scale up capacities & absorbing
newer technologies

Infrastructure Development

Rising Family Incomes

Favourable and predictable
business environment

Favourable Duty Structure

Availability of raw material
commensurate with growth

Poor public transport system

Cost Competitiveness
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Low car penetration

Improve productivity of both
labour and capital

Exchange deals of cars

Availability of cost effective capital

Changing lifestyle

Availability of auto grade
technically advanced material
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About NRUPS
Nrups Consultants LLP was established in 1993 by Mr. Nrupesh Shah, Chartered Accountant. It is
providing a complete range of Investment Banking and financial services to mid size companies and
has executed 400 plus assignments valuing in excess of Rs. 6000 Cr.
We are a team of professionals delivering ‘Client Centric’ solutions in Investment Banking domain. Mid
Corporate being our focused segment, we provide a comprehensive package of services and create a
unique value proposition for our clients. Our firm possesses the best skill set, experience and expertise
to cater to the client’s needs in the I-banking and corporate finance. Our bouquet of services includes
PE, JV, Debt Syndication/Swap, and expertise in M&A, Business Valuation, and Corporate Advisory etc.

Investment Banking Services:
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Private Equity Advisory
Venture Capital / Seed Funding
JV/SPV
Merger & Acquisition (M&A) Advisory

Funding Solutions:
 Debt Funding
 Working Capital Loan
 Term Loan
 Non fund based facilities
 External Commercial borrowings
 Debt Restructuring
 Debt restructuring and debt swapping for better leverage and to optimize cost of funding

Lending Solutions:





Structured Finance
Loan Syndication
Mezzanine funding
NBFC

Corporate Advisory Services:
Investment banking & Debt Syndication, Business modeling and structuring, Divestiture Services,
Fairness Opinion Advisory, Capital Restructuring Advisory, Strategic & Corporate issues, Business
valuation, MIS budgeting and system review.
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