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“Exploration
is the engine

that drives innovation.
Innovation drives

economic growth.
So let's all go
exploring”

Edith Widder

I



CONTENT

01
02
03
04
05
06
07
08

In-House Article on AIF Industry
- An Overview 

Regulatory Update on Category III AIFs
in Commodity Derivatives

Expert Speaks on Hurdles Faced by AIFs,
Although Off-Shore Capital is Allowed

Expert Speaks on
Indian Private Equity Sector

Showcase Article on On-shoring Offshore
Funds to India

IAAIF Upcoming Events

IAAIF Members 

Industry Statistics



PREFACE
Dear Reader,

We are delighted to bring to you the first edition of 
IAAIF Newsletter. This is a first on-line publication 
focusing on regular developments, 
industry-speak and regulatory updates in the 
Alternative Investment Funds (AIFs) industry in 
India. 

Indian Association of Alternative Investment 
Funds (IAAIF) began its journey in January 2016 
with the objectives of promoting and protecting 
the interest of Alternative Investment Funds 
(AIFs) in India. This journey so far has been very 
eventful and enriching. We started with 5 
members and today we are being supported by 24 
prominent financial institutions which includes 20 
fund management houses managing SEBI 
registered AIFs and 4 consulting organizations. 

Since inception IAAIF has been regularly working 
with various Regulators through representations 
and formal meetings on behalf of the AIF industry. 
IAAIF is also committed to bring global 
knowledge resources and best practices to the 
Indian AIF industry. IAAIF has recently partnered 
with the Association of International Wealth 
Management of India (AIWMI) and National 
Institute of Securities Market (NISM) in designing 
a unique professional qualification on alternative 
investments. As part of the knowledge initiative, 
IAAIF has also started the Master-Class series on 
Alternative Investments in partnership with 
Bloomberg to disseminate knowledge and 
learnings. The inaugural edition of this series was 
a huge success with the alternative investments 
community. 

Alternative Investment Funds industry in India 
has been growing substantially over the last few 
years.  As of 31st March 2017, the funds raised by 
AIFs were Rs. 40,955.75 Crores which is approx. 
23%   from the    last    quarter     ending on     31st 
Dec 2017,   which   was at   Rs. 33,383.86 Crores.

The number of registered AIFs as on 30th April 
2017 were 315, with more than 100 AIFs getting 
registered since 31st March 2016. These are 
strong indicators that reflect the growing interest 
in AIFs among the investors. Globally too, India is 
attracting lot of foreign investors. Per a recent 
survey (EMPEA’s Global Limited Partners Survey 
2017), India has climbed to the 1st Rank in 
Market Attractiveness Ranking. Moreover, a 
record number of respondents have mentioned 
their plans of expanding their investments in 
India.

On the regulatory front, we are seeing proactive 
interventions. The recent order given by SEBI on 
allowing CAT III AIFs to participate in Commodity 
Derivatives market is being welcomed by the 
industry as a move which will strengthen the 
Commodities market segment. SEBI has also 
eased the IPO lock-in norm for CAT II AIFs, mostly 
comprising of PE and Real Estate funds, which will 
now allow them to sell their shares in the investee 
company any time after listing. Although there are 
still a few challenges on the operational front for 
the AIFs, we at IAAIF are confident that 
Regulators are constantly working towards the 
same and long-term solutions are just round the 
corner.

All this bodes very well for the future of the Indian 
AIF industry and the IAAIF team is very excited 
about working with different stakeholders in 
making a positive difference to the Indian 
economy.

This newsletter is one of the significant 
knowledge initiatives of IAAIF and we sincerely 
hope that you find it very enriching.      

Aditya Gadge
Principal Advisor, IAAIF

IIINewsletter: April - June 2017



AIF INDUSTRY
AN OVERVIEW

IN-HOUSE ARTICLE

May 21, 2012 marked the origin of 
Alternative Investment Funds Regulations in 
India, paving way for individuals with high net 
worth to acquire alpha from non-traditional 
investments. Our country has surely evolved in 
true sense, as on April 30, 2017, 315 AIFs were 
registered with SEBI. As of March 31, 2017, 
commitments worth nearly INR 843 billion were 
raised and investments worth INR 351 billion 
were made.

Nevertheless, some people say this is just the 
beginning to a new era of making investments. 
Last year begun with AIPAC Report 1 by 
Alternative Investment Policy Advisory 
Committee (AIPAC), and ended with Report 2 on 
December 1, 2016. AIPAC has justly concentrated 
on operational and evolutionary modifications 
needed for the AIF industry and thus 2017 was 
anticipated to be the year to implement or build 
on these recommendations.

In February 2016, subject to a few terms, RBI 
permitted AIFs to seek off-shore investments. 
Similarly, in April 2016, PFRDA permitted Pension 
Funds to invest in CAT I & CAT II AIFs for which 
AIPAC recommended some liberalisation of 
regulations. In the same month, RBI eased 
regulations for Foreign Venture Capital Investors 
(FVCI) regime under FEMA 20 with respect to 
investments as per Schedule 6 under SEBI (FVCI) 
Regulations. Nonetheless, the same was 
subjected to certain sectoral caps under FDI 
Policy.

As per Legally India – 2016, The AIF Industry in 
Retrospect, in September 2016, RBI amended 
FEMA 20 to permit 100% FDI in other financial 
services’ industry subject to conditions 
prescribed by the relevant regulator and FDI in 
entities conducting unregulated or partially 
regulated financial services (FS) activities with 
the prior approval of the Foreign Investment 
Promotion Board (FIPB). 
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Surprisingly, in 2016 nearly 5% of the fund 
deployed went to start-ups predominantly due to 
the deficiency of investments made by Venture 
Capital Funds (VCFs). As on March 31, 2017, a 
surge to 16.65% of the total investments made 
were directed by VCFs. Funds raised out of 
commitment raised has been lowest in Category I 
at 37.80% and highest in Category III at 
70.87%, with average being 48.58%. Such wide 
spread has created the disparity and has led to a 
sluggish growth in start-up industry.

Nevertheless, the industry is working tooth & nail 
to make its mark and their work is getting 
recognised by investors. Additionally, this month 
is also marking its end on a positive note as AIFs 
are now allowed to participate in Commodity 
Derivatives trading. Along with that, IPO market 
witnesses a boom as companies raised over 400 
billion INR in the last two years and out of which 
more than two thirds of companies were backed 
by PE firms.

While this liberalisation was eagerly awaited, the 
language of the notification stirred up concerns 
surrounding the interpretation of ‘regulated FS 
activities’. For example, would FDI in an AIF 
manager which is exempt from registration under 
SEBI (Investment Advisers) Regulations require 
FIPB approval? Or would FDI in an Indian advisor 
to an offshore PE fund or Foreign Portfolio 
Investment (FPI) manager qualify for the 
automatic route?

Moreover, regarding the need of clarity for capital 
gains tax treatment & withholding tax on 
distributions, the mandate should be issued after 
considering the viewpoints of both fund managers 
& investors. With AIPAC recommendations 
coming along, there are hopes for changes in the 
coming time.

As per VCCircle report on Impact Alterative Fund 
Industry, last year in January, PM Narendra Modi 
launched ‘Start-up India’ to boost funding for new 
ventures in our country and 100 billion INR was 
allotted for the same. However, the progress has 
been quite disheartening since its inception. As 
per Venture Intelligence, over $ 1.67 billion was 
invested by AIFs across 552 deals.

1) SEBI – Data Relating to Activities of AIFs

0 2Newsletter: April - June 2017



0 7

CATEGORY III AIFs
IN COMMODITY
DERIVATIVES

REGULATORY UPDATE

Author: Munish Parmar, Senior Manager, IAAIF



Although, there are some areas of operational 
concern as Cat III AIFs can participate in 
commodity derivatives as client and position 
limits as applicable to client shall be applicable to 
these AIFs. This move is being too restrictive by 
industry experts and may not result in the 
expected expansion of liquidity as being desired.

Despite clarity on operational aspects, this move 
is expected to be beneficial for the overall 
development of commodities market. Apart from 
increased liquidity, improved price recovery and 
risk management, AIFs are expected to infuse use 
of research based information, innovation and 
new trading strategies.
Whether this move will lead to opening of doors 
for banks, mutual funds and other institutional 
investors in this market, we must wait and watch.

Industry experts have welcomed this decision by 
SEBI that is being seen as a landmark in futures 
trading in commodities market, which was first 
allowed in the year 2003. These funds will be the 
first institutional investors to be given access to 
India’s commodities market. Still the foreign 
investors, banks, mutual funds and other 
institutions are not yet allowed to participate in 
this segment.

The commodity derivatives markets in India have 
lacked the desired liquidity and depth for efficient 
price discovery and price risk management. 
Volumes in Indian commodity futures have fallen 
to 67 trillion rupees ($1.04 trillion) in 2015/16 
from 170 trillion rupees in 2012/132. This move 
is expected to bring in more liquidity into the 
market and thus providing more hedging 
opportunities and improved price discovery 
mechanism.

Category III AIFs may participate in all 
commodity derivative products as ‘clients’, and 
can invest maximum up to 10 percent of the 
investable funds in one underlying commodity. 
They may also use leverage or borrow subject to 
consent from the investors in the fund and a 
maximum limit.

The Securities and Exchange Board of India (SEBI) on 

21st June 20171, allowed funds registered as category III 

Alternative Investment Funds (AIFs) to invest in 

commodity derivatives as clients.

Source
1. Circular number: SEBI/HO/CDMRD/

DMP/CIR/P/2017/61

2. http://in.reuters.com/article/
india-sebi-commodities-idINKBN19D0AY
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Although Off-Shore Capital is Allowed
Co-Authors

Shweta Agrawal, CFO, Paragon Advisor Partners LLP
Rashmi Guptey, CFO, Lightbox Ventures

HURDLES FACED BY AIFS
EXPERT SPEAKS

Depending upon the investment manager’s 
strategy, the most commonly seen fund 
structures these days are Offshore structures, 
Unified structures and Co-investment structures. 
Fund investments being long term legal 
commitments, each structure is meticulously 
designed to cater to the fund’s investment 
mandate, sectoral needs, tax and regulatory 
requirements to achieve the singular objective of 
garnering “maximum returns” with the least 
possible regulatory hurdles.

As the industry evolves, fund structures have 
become more nuanced and sophisticated, 
targeted to attract best-in- class investors from 
across the globe. Sophistication and evolution are 
also driven by each stakeholder’s interest within 
the fund’s overall ecosystem. The need to address 
stakeholder concerns raises some pertinent 
questions: potential hurdles faced by alternative 
investment funds (“AIFs”) that raise offshore 
capital, being one of them. This article attempts 
to discuss a few of these hurdles.

Before we delve deeper into nuances, it would be 
pertinent to quickly touch upon the three most 
common fund structures in order to assist the 
reader in understanding the inefficiencies and 
hurdles faced by the structures with foreign 
investors.

Per the Second Report released by the SEBI’s 
Alternative Investment Policy Advisory 
Committee, commitments received by SEBI 
registered AIFs witnessed a significant spike from 
INR 3.59 billion in December 2012 to INR 843.03 
billion in March 2017, representing a rise of 
(233%). Domestic funding of AIFs has also seen a 
rapid increase by approximately INR 150 billion 
i.e. 108 % during the last quarter of FY 2017, 
according to data released by SEBI.

EVOLUTION OF FUND STRUCTURES

AND AIF FUNDING STATISTICS
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OFFSHORE
FUND

No intent to pool capital at 
the domestic (i.e. India) 

level.

UNIFIED INVESTMENT
STRUCTURES

Commitments from domestic + 
Offshore investors pooled into a

domestic pooling vehicle.
(Onshore Fund)

CO-INVESTMENT
STRUCTURES

Separate pools of capital for 
domestic investors and for

offshore investors.



31ST DECEMBER 2012
(INR MILLION)

31ST DECEMBER 2016
(INR MILLION)

31ST MARCH 2017
(INR MILLION)

Table 1: Commitment raised by SEBI registered AIF’s funds since 20121

Category

Total

Category III

Category II

Category I

350991.5

81806.8

210730.5

58454.2

409557.5

84829.4

246853.2

77874.9

843038.1

119686.9

517344.8

206006.4

Commitments

Raised

Investments

Made

Funds

Raised

284860.9

74333.6

171856.9

38670.4

333838.6

76919.9

201628.6

55290.1

702665.2

100788.1

410659.5

191217.6

2

0

0

2

66.5

0

0

66.5

3595

225

0

3370

Commitments

Raised

Investments

Made

Funds

Raised

Commitments

Raised

Investments

Made

Funds

Raised
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Between 2001 and 2015, venture capital and 
private equity deployed over $ 103 billion in over 
3,100 companies across 12 major sectors, 
including those critical for the country’s 
development. Investee companies have belonged 
to all stages of the growth spectrum, ranging 
from start-up/early- stage opportunities, 
mid-market as well as late-stage companies. Key 
investors during this period included global fund 
managers operating India-focused offshore 
funds, global fund managers operating 
India-based investment vehicles and Indian fund 
managers operating offshore funds, in the form of 
foreign direct investment (FDI). 

Additionally, venture capital and private equity 
investing reached $ 21 billion in 2015, nearly 
double the level of 2010. AIF regulated by SEBI 
have invested nearly INR 250 billion i.e., 60% of 
this amount is in the form of Category II AIFs. 
Over 250 AIFs have been established under 
SEBI’s AIF regulations, the largest of which are 
Category II AIFs.



HURDLES FACED BY AIFs WITH FOREIGN CAPITAL

Clarity, certainty and consistency in policy impact 
the growth of the PE/VC eco-system and their 
ability to attract capital. Clarity in tax regulations 
promote investor confidence and predictability of 
tax adjusted returns. In a globalized world, where 
countries compete for capital, the success of 
alternative investments in the medium to 
long-term depends on India’s tax policy for 
alternative investments being globally 
competitive.
Currently the industry is faced by tax issues such 
as partial tax pass through (Category III AIF still 
remain excluded), double withholding tax, once 
on accrual and then again on distribution, 
inability of  investors to carry forward losses 
unlike the AIF, possibility that Indian tax 
authorities may seek to tax the transfer of the 
shares in an offshore fund by investors outside 
India, the redemption of shares by investors and 
risk of the onshore fund or the Indian investment 
manager of the onshore fund being perceived to 
constitute a permanent establishment of the 
offshore fund.
We require solutions such as better tax neutrality 
which other foreign jurisdictions have been able 
to achieve, attractive treaty benefits,  tax pass 
through for all categories of AIFs, clarity on 
withholding tax credit for foreign investors where 
applicable, varied tax withholding rates and their 
applicability, simpler tax disclosure reporting 
requirements to promote rather than prevent 
foreign investors from directly pooling funds in 
India and avoidance of any retroactive and 
non-progressive tax jolts (instances like indirect 
transfer levy and  at times irresponsible 
clarifications that cause  more heart burn than 
clarity).

REGULATORY
CHALLENGES

TAX
UNCERTAINTY1 2 ADMINISTRATIVE

INEFFICIENCIES3 RETURNS
BENCHMARKING4

VALUATION /
PRICING NORMS5 REPATRIATION6 DISPUTE

RESOLUTION7
TAX UNCERTAINTY

Our regulations need to be a step ahead rather 
than being post facto. The fund industry is 
regulated and justifiable given it’s a money and 
risk management business however, our 
regulations need to outpace the industry and be 
forward thinking. Tax laws, corporate laws, SEBI 
regulations needs to move faster than the 
industry to provide a dynamic environment for the 
industry to flourish. Some areas such as 
exchange control issues, currency fluctuations 
could have better provisions. In a unified 
structure, the distribution waterfall at the Indian 
AIF level may require that distributions to the 
Offshore Fund be grossed-up to the extent of the 
expenses incurred at the Offshore Fund level. 
Additionally, unified fund structures need to 
address issues in respect of USD- INR hurdle on 
carry computation as these forex fluctuations 
could cause significant impact on the fund return 
projections.  Restriction on thresholds for 
investing overseas and some other commercial 
aspects related to funds management should 
ideally be left to the discretion of investment 
managers with better reporting requirements to 
bring in transparency.

SEBI’s Alternative Industry Policy Advisory 
Committee (AIPAC) is a big step in this direction. 
The industry requires a stable tax regime with 
clear and consistent policy framework. We hope 
that some key tax recommendations of the AIPAC 
can see light of the day.

REGULATORY CHALLENGES
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The Article attempts to outline hurdles faced and the possible solutions or steps already being 
taken by the Fund Industry and the Indian regulators as a whole.



Unified structures face some practical difficulties 
as such as equalization in case of  multiple fund 
closings due to USD-INR differences,  often in 
such structures new or incoming  investors in the 
offshore fund would be required to compensate 
the existing investors at the offshore fund level as 
well as the Indian AIF level and vice-versa,  varied 
voting rights due to varied investor classes for 
same investment mandates could also be 
required  due to the inherent nature of these 
structures having foreign as well as Domestic 
investors with Dollar and or Rupee denominated 
commitments. Regulatory costs for managing 
administrators and counsel in these unified 
structures could also be high as multiple 
jurisdictions are involved. 

ADMINISTRATIVE INEFFICIENCIES

Investor giveback negotiations become very 
tough under a unified structure arrangement as 
Indian tax laws allow past assessments to be 
opened up to a period of 8 years, leading to 
significantly long tax indemnity periods and 
giveback provisions which cause difficulty 
significant commercial difficulties on giveback  
and indemnity related negotiations. Currency 
fluctuations give rise to different drawdown 
impacts for a unified structure with foreign as well 
as domestic investors. Such issues require 
streamlining, commercial judgement and support 
through regulations. Returns benchmarking is 
always impacted by currency fluctuations and 
regulatory hurdles related to multiple 
jurisdictions. To add to it there is no transparency 
in fund returns data in India.  PE returns still 
remain an opaque black box with no 
mean/median country data available in terms of 
vintage, returns, etc., leading to an uneven 
negotiation platform. 

RETURNS BENCHMARKING

Investors often require access to several reliefs, 
including fair and equitable treatment, protection 
against expropriation, repatriability of capital, an 
efficient dispute resolution framework and other 
rights and reliefs and are very mindful of these 
while negotiating with the investment manager on 
fund terms. A unified structure requires 
appropriate dispute resolution mechanisms 
across multiple jurisdictions to effectively work 
for protecting investor rights in a timely manner 
failing which it becomes a significant hurdle in the 
smooth and effective operation of a fund upon the 
occurrence of any investor level disputes. In a 
unified structure dispute redressal becomes 
complex and more expensive. 

We hope that various measures are being taken 
by SEBI’s Alternative Industry Policy Advisory 
Committee (AIPAC) and may Fund industry 
focused forum and industry bodies are able to 
push for some progressive changes that will help 
the PE/VC Funds Industry in India as a whole.

DISPUTE RESOLUTION

India based unified structures with foreign 
participation which are not Indian managed and 
sponsored as required by the Income Tax Act may 
require regulatory approvals, compliance with 
pricing norms and subject to performance 
conditions in certain sectors which can 
undermine the investment thesis for an Indian AIF 
for both domestic and overseas investments.

VALUATION/ PRICING
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INDIAN
PRIVATE WEALTH EQUITY

EXPERT SPEAKS

Asia has emerged as perhaps the foremost 
venture capital market in the world, overtaking 
Silicon Valley’s long-held crown. Deal values are 
hitting record highs, and the latest funding raised 
by Didi Chuxing is the largest venture 
capital-backed deal ever recorded. India’s 
success in nurturing its venture capital industry is 
an integral part of this success: one of the world’s 
largest economies, the booming level of activity is 
indicative of a country that is making great strides 
in modernizing its economy.

The high-profile success in this sector, though, 
casts its shadow over the private equity industry 
in the country, and activity here is more mixed. 
However, there are promising signs that both 
domestic and foreign investors are viewing the 
country as a good source of opportunity, and in 
the coming months we may see the industry 
regain and accelerate its momentum.

India-focused private equity fundraising is one 
such area that is showing signs of growth.

The industry saw fundraising peak in 2008, as 13 
funds raised $4.3bn for investment in India. 
However, sharp downturns in 2009 and 2012 
have seen both the number of funds focused on 
the country, and the total level of capital raised, 
fall. 2015 and 2016 showed some signs of 
resurgence, though, with 17 funds raising $3.9bn 
across both years. 2017 so far is looking to build 
on that momentum: 4 India-focused private 
equity funds have already closed, raising an 
aggregate $1.9bn from investors. At this pace, 
fundraising for the full year may ultimately 
approach the highs seen in 2008 and 2011.
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There is every indication that this may happen, as 
both investors and fund managers look to deploy 
more capital into emerging markets including 
India. There are currently 41 private equity funds 
in market seeking capital from investors to deploy 
in Indian opportunities. Cumulatively, they are 
seeking $9.5bn, more than twice the level raised 
in any single year to date. Of these, four are 
seeking a billion dollars, including Carlyle Asia 
Growth Partners V and the Sage Capital GCC 
fund, the largest vehicle from an India-based fund 
manager.

Deal activity in the country is also showing some 
encouraging signs of growth. After peaking in 
2011, private equity buyout deals declined 
year-on-year to 2014. While deal volume is still in 
decline, 2015 was a record year for total deal 
value, as the country saw $7.1bn in private equity 
investment. 2017 looks as though it may build on 
this success, as there have already been $2.5bn 
in private equity buyout deals announced as of 
June. This would put the industry on course to 
record over $5bn of investment across the year, a 
very robust level of activity.

Overall, then, there are several signs of 
encouraging growth in the Indian private equity 
market. An emerging economy does tend to see 
greater levels of venture capital and growth 
investment, as the company sizes are smaller and 
industries are likely to be less mature. However, 
as India’s economy continues to expand and 
adapt, we are likely to see even greater levels of 
fundraising and investment focused on the 
country. Opportunities in India are increasingly 
being noticed by foreign private equity investors, 
and these institutions may increasingly seek out 
the in-depth local knowledge provided by 
domestic firms as they look to gain more 
exposure to a thriving sector.
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AIF ACTIVITY (INR MILLION)

SEBI REGISTERED AIFs
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INDUSTRY STATISTICS

Chart 1 shows the relationship between Commitment Raised, Contribution Raised & Funds Deployed. 
The uptrend in all three heads indicates the rising demand in the industry. However, the spread 
between Contribution Raised and Funds Deployed showcases the presence of Dry Powder. The data 
is mentioned on quarterly basis in INR crores. It contains the contribution from all categories of AIFs 
which are registered with SEBI.

Chart 2 represents the number of AIFs being registered with SEBI throughout the years. The industry 
experienced a fall in the year 2014-15 with mere 37 new funds. However, it again regained the 
growth in the following years. 14 funds have been registered in 2017-18 till April 30, 2017.
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C H A R T  4

CATEGORY-WISE INVESTMENTS (INR MILLION)
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Chart 4 shows the relationship between the investments made by AIFs as per their respective 
categories. The data has been calculated on financial year basis. The highest growth has been 
observed in Private Equity segment while Hedge Funds & Venture Capital Funds follow suit to 
contribute for the growth of the AIF industry.

Chart 3 represents the growth on yearly basis of the funds deployed & funds raised by AIFs in the 
respective financial years. In 2013-14 AIF saw a vast growth in funds raised and funds deployed by 
646.17% & 780.81% respectively. In 2015-16, funds raised grew by 138.75%, however funds 
deployed grew at 147.90%. With regulatory restrictions, in 2016-17 the industry managed to raise 
funds at a pace of 80.49% and deployed funds at 92.46%.
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ON-SHORING OFFSHORE FUNDS
TO INDIA

SHOWCASING ARTICLE

Author: Ravi Saraogi, IFMR Investments
Published in Mint Tuesday, June 27, 2017

Foreign investment flowing into India is primarily 
pooled and managed in offshore jurisdictions. 
This is because our regulatory framework 
discourages asset managers based out of India 
from managing offshore pools of capital. Thus, 
several offshore funds which target investing in 
India have fund managers of Indian origin who 
have relocated to offshore locations. It is high 
time we enable offshore fund activity to shift to 
India, giving a boost to the domestic fund 
management industry.

Of the $43 billion of Foreign Direct Investment 
(FDI) inflows which India received in FY17, $24 
billion was invested via Mauritius and Singapore. 
Both these jurisdictions have emerged as the 
preferred destination for fund managers to set up 
their operations. Compared to this, the domestic 
pool of capital managed by India-based asset 
managers under the Securities and Exchange 
Board of India’s (SEBI) Alternative Investment 
Fund (AIF) guidelines is only $7 billion. A 
significant chunk of the offshore capital flowing 
into India can be managed by fund managers 
based out of India if regulatory changes are 
carried out. Unless that happens, fund managers 
in India who want to attract foreign capital will 
keep shifting offshore, leading to loss of 
employment and tax revenue for India.

There are two ways in which regulations can 
enable fund managers based in India to manage 
offshore pools of capital—allow them to manage 
offshore funds from India without taxing the 
offshore fund as an Indian entity, and permit 
foreign investors to directly invest in funds set up 
in India. For both these cases, regulatory changes 
need to be carried out.

The most important regulatory change required is 
to ensure that an offshore fund will not be taxed 
as an Indian entity just because it is being 
managed by a fund manager located in India. A 
beginning was made in Finance Bill 2015. Under 
the newly introduced Section 9A of the 
Income-Tax Act, 1961 (ITA), it was clarified that 
the income of an “eligible” offshore fund would 
not be taxed in India merely because the fund is 
being managed by a fund manager located in 
India.

The objective of Section 9A was to allay fears that 
the presence of a fund manager in India would 
lead to the offshore fund being taxed in India at 
domestic tax rates, rather than lower rates 
specified under various Double Taxation 
Avoidance Agreements (DTAAs). Unfortunately, 
the conditions specified under the Section are so 
strenuous that for all practical purposes, they 
remain unachievable

For instance, one of the conditions specifies that 
an investor’s share in the fund, directly or 
indirectly, should not exceed 10%. This is a very 
restrictive condition when it is common for funds 
to have a sponsor or anchor investor whose share 
in the fund generally exceeds 25%. Also, most 
funds are targeted at a specific group of 
investors, which does not exceed 10. Further, 
fund managers may consciously want to cater to 
a small set of investors who can make large 
investments..
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Regulators should relax this condition by looking 
beyond the investor and including the investor’s 
beneficiaries. This is because an investor in a fund 
could be a pool of several other investors. Thus 
“look through” provisions will enable several 
offshore funds to be classified as eligible funds 
under Section 9A. Also, given that 
SEBI-registered Foreign Portfolio Investors (FPIs) 
already meet broad-based requirements of being 
diversified in terms of investor participation, they 
should automatically be regarded as an eligible 
investment fund.

Another debilitating condition specified under 
Section 9A is that offshore funds should not 
control or manage any business in India. Offshore 
private equity funds, during the fund tenure, may 
be required to acquire a controlling stake in the 
investee companies to protect their initial 
investment. Further, even in cases where the fund 
has only a minority stake, exercising any minority 
interest.

protection rights could be classified under 
existing law as resulting in control over the 
investee company in India.

Furthermore, the benefits of Section 9A are 
available only to PMS (Portfolio Management 
Services) asset managers and investment 
advisers registered with SEBI. Investment 
managers of AIFs and mutual funds are not 
covered under the list of eligible investment 
managers that can make use of Section 9A. This 
limits the number of fund managers who can 
make use of the regulatory relaxation.

Given these difficulties, the alternative is to have 
foreign investors directly invest in funds 
registered in India. Changes in regulations to 
permit this have been more encouraging. In 
November 2015, the Reserve Bank of India 
permitted automatic approval for foreign 
investors to invest in AIFs, real estate 
infrastructure trusts and infrastructure 
investment trusts. Previously, investment in these 
vehicles required specific approvals from the 
foreign investment promotion board. Further, in 
the Finance Bill 2016, it was clarified that foreign 
investors investing in India-based funds would be 
taxed at rates mentioned under the various 
DTAAs.

However, given that not all foreign investors are 
comfortable directly investing in India, there is 
still a need to enable fund managers in India to 
manage offshore funds. Regulatory changes to 
permit this can midwife a truly multinational asset 
management industry in India.

http//www.livemint.com/Opinion/S9uSlO4eeEzceoIX2uyuJK/
Onshoring-offshore-funds-to-India.htmlv
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IAAIF’S ADVOCACY INITIATIVES

D O C U M E N TS

01

02
03

04
05
06

07

IAAIF Recommendation Letter to SEBI for categorizing CAT III AIFs as ‘Institution’ 
for the purposes of Secondary Trades.
www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=5142

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=5141

IAAIF Recommendation Letter to SEBI to allow CBLO Membership for AIFs

IAAIF Comment letter on SEBI Consultation Paper on allowing CAT III AIFs in 
Commodity Derivatives market

IAAIF Comment Letter to SEBI on 2nd AIPAC Report

IAAIF Recommendation Letter to RBI on having Threshold Based Approach in 
complying with regulations related to Registered Foreign Portfolio Investors

IAAIF and AIWMI Comment Letter to SEBI on AIPAC Report

IAAIF Letter to CCIL for Membership under CBLO Segment

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=5140

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=4983

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=4984

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=4985

www.iaaif.com/wp-content/plugins/download-attachments/includes/download.php?id=4982
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EVENTS AND ACTIVITIES OF IAAIF

PA RT N E R E D  E V E N TS

U P C O M I N G  E V E N TS

O R G A N I S E D  E V E N TS

02 IAAIF – Bloomberg Master-class Series on Alternative Investments

01 Annual Alternative Investments Summit India 2017

12 India – FIX Conference 2016

11 Start Up Summit 2016

10 Family Offices Summit 2016

09 Private Banking Summit 2016

08 Credit Summit 2016

07 NISM & CFA Institute’s GIPS Seminar

06 ASIFMA’s India KYC Workshop

05 CFA Society India’s India Investment Conference

04 VC Circle’s India Limited Partners Summit 2017

03 Venture Intelligence’s Apex 2017 - The Indian Private Equity & Venture Capital Summit

02 Lex Witness Banking & Finance Legal Summit 2017

01 The Economic Times BFSI Leadership Summit 2017

04 5th Annual Family Office Summit India – 6th September 2017

03 3rd Annual Credit Summit India 2017 – 29th August 2017

02 IAAIF Media Conclave - 29th August 2017

01 VC Circle M & A Summit - 31st  July 2017
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IAAIF CHARTER MEMBERS

C O M PA N Y F U N D C AT E G O RY

1. DSP Blackrock AIF

III

III

1. Ativir AIF I

1. SBI Alternative Equity Fund I

1. Arthveda Affordable Housing Trust
2. Arthveda Housing Trust

1.UNIFI AIF

II
II

1. Ambit Alpha Fund
2. Ambit Portman Real Estate Trust

1. Kotak India Growth Fund III
2. Kotak India Real Estate Fund VIII

1. Harmony AIF

IIIIII
II

II
II

III

1. Edelweiss Alternative Investment Trust
2. Edelweiss Alternative Solutions Trust
3. Edelweiss Real Estate Opportunities Fund
4. Edelweiss Special Opportunities Fund
5. Edelweiss Stressed & Troubled Assets Revival
    Fund Trust
6. Edelweiss Value & Growth Fund Trust
7. Forefront Alternative Investment Trust

1. IIFL Alternative Opportunities Fund
2. IIFL Alternative PE Fund
3. IIFL Opportunities Fund
4. IIFL Private Equity Fund

1. IFMR Finance for Freedom Fund
2. IFMR Finance for Freedom Fund II
3. IFMR Finance for Freedom Fund III

III
II
II
II

II
II
III

II
II
II

III
II
III
II
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1. SREI Multiple Asset Investment Trust

1. Karvy Capital Alternative Investment Trust

1. Sundaram Alternative Investment Trust

1. HDFC AMC Real Estate AIF
2. HDFC Capital Affordable Real Estate Fund - 1

II
II

II

III

III

1. Motilal Oswal Alternative Investment Trust III

1. Aditya Birla Sun Life AIF Trust – I III

1. Avendus India Opportunities Fund III III

1. Real Estate Opportunities Trust
2. Real Estate Opportunities Trust II

1. ICICI Prudential Debt Fund
2. ICICI Prudential Real Estate AIF

II
II

II
II

C O M PA N Y F U N D C AT E G O RY

IAAIF AFFILIATE MEMBERS

IAAIF KNOWLEDGE PARTNER

Disclaimer:

This publication provides general information only – it is not intended as advice and should not be relied upon as such. The material has not been prepared by considering any 
investment objectives, financial situation, business positioning, current situation or personal needs of any individual or organisation. One should make his/her own inquiries, and if 

necessary take independent financial advice tailored for specific circumstances, before making any investment or business decisions. The company does not guarantee the 
accuracy of the statistics published. The views expressed in the newsletter are not necessarily those of the publisher, its officers, representatives, agents or employees. The 

authors make no warranties in relation to the information provided and, to the full extent allowed by law, disclaims all warranties of any kind, express or implied. The publication is 
for members of IAAIF, other SEBI registered Alternative Investment Funds &amp; our subscribers. Any claim made for the content published will not be entertained. Material in 

this publication cannot be reproduced whether in part or in whole without the consent of IAAIF.
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For any queries regarding the newsletter reach out to our team at

i n fo@iaa i f .com

www. iaa i f . com

OFFICE ADDRESS
Level 9, Platina Block G, Plot C-59, Bandra-Kurla Complex, Mumbai - 400051

Phone: +91 22 67000563


