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ALTERNATIVE INVESTMENT FUND 

(‘AIF’)



HISTORY – ALTERNATIVE ASSETS 

REGULATORY SNAPSHOT

❑ The Securities and Exchange Board of India (Venture Capital Fund) Regulations, 1996 (‘Venture Fund 

Regulations’) was introduced by the Securities and Exchange Board of India (‘SEBI’) to regulate all types of 

private pools of capital in India

❑ The largest block deal happened on India Stock Exchange in late 2004, where Warbug Pincus exited from 

Bharati Airtel at $ 2 billion exit

❑ In 2005, this alternative asset class picked up and global investors started looking at India as an Investment 

destination.

❑ Foreign Direct Investment (‘FDI’) Regulations ensured lot of sectors are bought under the automatic route and 

sensitive sectors were opened with restrictions.

❑ The VCF Regulations was repealed and new regulation was introduced by SEBI which provides more clarity and 

covered the ambiguities in earlier regulations.



ALTERNATIVE INVESTMENT FUND (‘AIF’)

REGULATORY SNAPSHOT

❑ The Securities and Exchange Board of India (Alternative Investment Funds) Regulations, 2012 (‘AIF 

Regulations’) was introduced by the Securities and Exchange Board of India (‘SEBI’) to regulate all types of 

private pools of capital in India;

❑ AIF Regulations defines AIF as 

✓ “any fund established or incorporated in India in the 

❖ form of a trust or 

❖ a company or 

❖ an LLP or

❖ a body corporate 

✓ which is a privately pooled investment vehicle which 

❖ collects funds from investors, whether Indian or foreign, for investing 

❖ In accordance with a defined investment policy for the benefit of its investors”

✓ is not covered under the 

❖ Securities and Exchange Board of India (Mutual Funds) Regulations, 1996, 

❖ Securities and Exchange Board of India (Collective Investment Schemes) Regulations, 1999 

❖ or any other regulations of the Board to regulate fund management activities



ALTERNATIVE INVESTMENT FUND (‘AIF’)

REGULATORY SNAPSHOT

❑ Exclusions:- Proviso to the definition of AIF provides that following shall not be considered as an AIF if,

i. family trusts set up for the benefit of ‘relatives’ as defined under 2 [Companies Act, 2013]; (

ii. ESOP Trusts set up under the Securities and Exchange Board of India (Share Based Employee Benefits) 

Regulations, 2014 or as permitted under Companies Act, 2013;]

iii. employee welfare trusts or gratuity trusts set up for the benefit of employees; (iv) 4 [’holding companies’ 

as defined under sub-section 46 of section 2 of Companies Act, 2013;

iv. other special purpose vehicles not established by fund managers, including securitization trusts, regulated 

under a specific regulatory framework; 

v. funds managed by securitisation company or reconstruction company which is registered with the Reserve 

Bank of India under Section 3 of the Securitisation and Reconstruction of Financial Assets and 

Enforcement of Security Interest Act, 2002; and 

vi. any such pool of funds which is directly regulated by any other regulator in India;



CATEGORIES OF AIF

As per provisions of AIF Regulations, there are 3 categories of AIF

Category 1 Category 2 Category 3

DEFINTION ❑ which invests in sectors or 

areas which the 

government or regulators 

consider as socially or 

economically desirable

✓ start-up or early stage 

ventures 

✓ social ventures 

✓ SMEs 

✓ infrastructure or 

✓ Other sectors

❑ Doesn’t fall in Category I 

and III 

❑ Doesn’t  undertake 

leverage or borrowing 

other than to meet day-

today operational 

requirements and as 

permitted in these 

regulations

❑ which employs diverse or 

complex trading strategies 

and 

❑may employ leverage 

including through 

investment in listed or 

unlisted derivatives

TYPES ❑ Angel Fund

❑ Venture Capital Fund

❑ SME and Social Venture

Fund

❑ Infrastructure Fund

❑ Private Equity Fund

❑ Structured Credit

Funds

❑ Debt Funds

❑ Real Estate Funds

❑ Long Only Funds

❑ Long-short Funds

❑ Hedge Funds and other

funds

APPLICATION FEES INR 1 lakh INR 1 lakh INR 1 lakh

REGISTRATION FEES INR 5 lakhs (Angel Fund – INR 

2 lakhs)

INR 10 lakhs INR 15 lakhs



CATEGORIES OF AIF

Category 1 Category 2 Category 3

OPEN ENDED OR CLOSE
ENDED

CLOSE ENDED FUND CLOSE ENDED FUND OPEN OR CLOSE ENDED 

MINIMUM TENURE 3 YEARS 3 YEARS NA

INVESTMENT AMOUNT -

investable funds in an 

Investee Company 

<=25%  - directly or through 

investment in the units of 

other AIF

<=50% large value funds for 

accredited investors

<=25%  - directly or through 

investment in the units of 

other AIF

<=50% large value funds for 

accredited investors

<= 10%

<=25% large value funds for 

accredited investors

▪ Extension of the tenure of the close ended AIF may be permitted up to 2 years subject to approval of 2/3 rd of the unit holders by value of their investment in AIF

▪ Large value funds for accredited investors may be permitted to extend its tenure beyond 2 years - subject to terms of the fund documents and conditions as may 

be specified by the Board from time to time

Other Investment Conditions applicable to each category of Fund as per SEBI AIF regulation



As on October 2023, total of 1180 AIF are registered with SEBI. The details of total funds raised, and 

investment made by different categories as on June 30, 2022 are 

Funds raised – as on June 30, 2022



AIF - FUND STRATEGY 

❑ Private placement memorandum – for Investors

❖ investment strategy, 

❖ investment purpose

❖ investment methodology

❑ Any material alteration to the fund strategy 

❖ shall be made with the consent of atleast 2/3rd of unit holders by 

value of their investment in the AIF.



AIF - INVESTMENT CONDITIONS & RESTIRCTIONS

Corpus of each scheme INR 20 crore (Social Impact Fund – Corpus – INR 5 crores)

Issuance of Units Dematerialised form (Social units for social funds)

Investment Amount (from Investor)

(Investment Limit not  applicable to an 

accredited investor)

❖ >= INR 1 crore

❖ >= INR 25 Lakhs – for employees or directors of the AIF/ Investment Manager

❖ >= INR 2 lakhs - social impact fund which invests only in securities of not for

profit organizations registered or listed on a social stock exchange

Continuing Interest – Manager or 

Sponsor

❑ Cat 1 and Cat 2 - >= 2.5% of the corpus or INR 5 crores, whichever is lower

❑ Cat 3 - >=5% of the corpus or INR 10 crore rupees, whichever is lower

Such interest shall not be through the waiver of management fees

No of Investors ❑ <=1000 investors

❑ In case Fund is set up as Company - provisions of the Companies Act, 2013

is applicable

Solicit or collect funds Only by way of private placement



AIF - TYPICAL AIF STRUCTURE 

 



AIF - KEY CRITERIA - ANGEL FUND

“Angel investor" - any person who 

proposes to invest in an angel fund and 

satisfies one of the following conditions, 

namely,

❑ individual investor – NTA – >=INR 2 

crore  excluding value of his principal 

residence

❑ body corporate – NW - >= INR 10 crore

❑ AIF registered under these regulations 

or a registered Venture Capital Fund

WHO CAN INVEST

IN AN ANGEL FUND ?

“Startup” means a private limited 

company or a limited liability 

partnership and which is/has:

❑ Time - Within 10 years from the date 

of its incorporation;

❑ Turnover - <= INR 100 crores

❑ Not promoted by an industrial group 

whose group turnover exceeds 300 

crore rupees

❑ Not a company which has a family 

connection with any of the angel 

investors

WHERE AN ANGEL FUND 

CAN INVEST ?



KEY REGULATORY CONDITIONS - ANGEL FUND

WHO CAN INVEST

IN AN ANGEL FUND ?

WHEE AN ANGEL FUND 

CAN INVEST ?



SETTING UP OF AIF – INITIAL POINTS

WHO CAN INVEST

IN AN ANGEL FUND ?

WHEE AN ANGEL FUND 

CAN INVEST ?



Question and 
Answer... 



Thank You

www.wmec.icai.org
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