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The study will also provide market analysis on various aspects of Carry Plans & Co Investment Plans in
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Project Fee
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The study will be open to all Private Equity and Venture Capital Firms till 315 December, 2011.

Please send in your confirmations to: Mlonce Abraham (monce@indiavca.org)

For any questions on the study, please contact: Sagorika Roy (sagorika.roy.2@aonhewitt.com)
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www.indiavca.org www.mclagan.com www.aonhewitt.com
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President’s note

THE OVERALL
AND HEARTENING
IMPRESSION
FOLLOWING
MEETINGS WITH
GOVERNMENT
OFFICIALS HAS
BEEN THAT IF THE
INDUSTRY SPOKE
IN A STRONG,
CLEAR AND
DECISIVE VOICE,
THE GOVERNMENT
WAS WILLING TO
LISTEN AND BE
RECEPTIVE. AND
THIS IS EXACTLY
THE SORT OF
EXCHANGE THE
IVCA IS HERETO
FACILITATE"

TOGET

Dear all,

The private equity and venture capital industry
have been on high regulatory alert the past few
months. Two important announcements, which
would massively affect our community, were made
by the authorities, Securities and Exchange Board
of India (Sebi) and the Department of Industrial
Policy and Promotion (Dipp).

Capital markets regulator, Sebi, released
a concept paper on proposed regulations for
alternative investment funds (AIF) this August
proposing rules that
would have a significant,
and to some extent,
regressive impact on
how the PEVC business is
conducted in India.

But before passing
any laws or directives,
the regulator asked our
community to participate
in their framing. The IVCA,
which has quickly become
the nodal organisation for
such facilitation in India
for the PEVC industry,
took a step-by-step
approach for creating
an information loop between the industry and the
regulator. We are very grateful for this opportunity
and appreciate Sebi's consultative stance on the
matter. We have, since, taken the lead in compiling
suggestions and recommendations from our
members for the regulator.

To set things rolling, we organised a
teleconference in August led by the Mumbai-based
legal firm, Nishith Desai Associates (NDA) where
industry participants discussed implications of
Sebi’s paper with the legal practitioners. Armed
with this knowledge, these stakeholders from the
industry then gathered for a roundtable to voice
their particular recommendations, which was
also coordinated by NDA. | would especially like
to thank Nitin Deshmukh of Kotak PE and Raja
Kumar of Ascent Capital who went out of their
way to help.

It is worth noting that this event attracted a
host of industry leaders, seen for the first time
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in such large numbers to discuss a matter of
regulatory importance.

We have since followed up matters with
policymakers in both Delhi and Mumbai.

IVCA first met Sebi Chairman UK Sinha.
This was followed by a separate meeting with
Sebi's whole-time member, Prashant Saran; its
executive director Ananta Barua, and the deputy
general manager, Maninder Kaur Cheema. The
chairman’s team was extremely open-minded and
we are grateful that they will be incorporating

suggestions made by us. We are carrying a
detailed article about the presentation we made
to them. We are grateful to Mr Sinha for giving us
this opportunity to discuss the proposal in a free
and frank manner.

We held another discussion with high profile
policymaker, the deputy chairman of the planning
commission, Montek Singh Ahluwalia. He listened
to our recommendations and reassured us that
policymakers were interested in hearing what the
industry had to say. And why not? After all, the
PEVC industry had invested $55 billion since 2005
into 1,800 Indian companies which in time, are
likely to contribute heftily to the treasury in taxes.
In comparison, initial public offerings in stock
exchanges have raised only $34 billion in the same
five year period.

In other news on the regulatory front, in mid-
September, Dipp said it was going to withdraw a rule
announced as part of its Foreign Direct Investment



(FDI) policy released at the end of this September.
IVCA took the lead in addressing the industry’s
concerns — and managed to change their minds.

Dipp, which is a part of the Indian Ministry of
Commerce, proposed that all equity instruments —
backed by, or in-built with options — be counted as
debt, not equity. The planned rules would prohibit
the use of call and put options in FDI via equity
investments.

We gathered industry feedback, requesting
meetings with Dipp officials, in relation to
this matter in mid-October. We convinced the
government to withdraw the impugned clause
from the FDI policy. This was a direct consequence
of the association’s policy-level canvassing. We
met government officials, including Dipp Secretary
RP Singh, who issued a press note amending the
policy very shortly after, on the last day of October.

The overall and heartening impression following
these meetings has been that if the industry
spoke in a strong, clear and decisive voice, the
government was willing to listen and be receptive.

And this is exactly the sort of exchange the IVCA is
here to organise.

We then met the deputy governor of the Reserve
Bank of India (RBI), HR Khan, and its executive
director, G Padmanabhan. They too were open-
minded about taking our suggestions on board.

But we have to hold our breaths until the RBI
is done with its review of the matter. We will keep
members posted.

Apart from being busy organising a marathon
of meetings, IVCA published a directory in August
that details profiles of PE and VC firms active in the
country, and nearly a thousand other businesses
that provide different services to our community.
We hope it will prove to be a valuable resource
and reference tool for investors and businesses
seeking funding, as well as a platform for firms to
showcase themselves.

In this issue we have a comment piece from PR
Srinivasan, founder of Exponentia Capital, who

compares the evolution of the fund industries

in India and the US. He talks about how the
business in India is driven by tax legislation — to
its detriment. He compares our situation to the US
where the regulators’ stance has been a lot more
laissez faire. He traces a very good historic reason
for this — the first Indian fund was a government
monopoly, the Unit Trust of India — which was set
up as a tax exempt pooling vehicle by an Act of
Parliament in 1963, and everything else has been a
slow culmination of this.

Somashekhar Sundaresan, partner at legal firm
JS Associates, gives his candid response to what he
thinks is a highly prescriptive standpoint for Sebi
to take in its draft of the proposed AIF regulations.

Kunal Upadhyay, co-founder of incubator-cum-
angel investor and non-profit organisation, CIIE
Initiatives (an offshoot of the business school,
[IM-A), in his piece, touches upon the importance
of VC in encouraging innovation by young firms.

His assertion is that any disruptive change, whether
technological in nature or just a modification in

a business model, qualifies as an
innovation worth investing in. But

on the other hand he believes that
investments in seemingly non-
innovative ventures can also have a
direct and positive effect in building a
healthy ecosystem for innovation.

And there are profiles of Girish
Batra, founder of online financial
products distributor, NetAmbit, and
of Sanjeev Aggarwal who traces the
roots of Helion Venture Partners, the
fund he helped found.

Venture specialist and author
of Chinnovation, Tan Yinglan has
been invited by the IVCA to speak in
Delhi, Bangalore and Mumbai about
Chinese innovation. His book about the subject,
titled Chinnovation, has been widely appreciated.
Tan also heads three government investment funds
with a budget of $$360 million in Singapore. Read
an article about his take on how the two countries
can learn from each other.

Moving on, we received a lot of positive
feedback on the first three editions of this
magazine, and would like to thank you for your
support and encouragement. We hope that you
find this issue insightful.

As always, IVCA wholeheartedly welcomes
suggestions and actionable criticism from
members, to make this magazine better. We
sincerely look forward to your support and active
participation in the activities of the IVCA.

We hope you enjoy reading Ripe.

Mahendra Swarup
President, IVCA
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Siddharth Shah
Guest Contributors

Partner, co-head of funds practice

Speciality: Funds, corporate and
securities laws

POV: While it's difficult to find anything
wrong with the objectives behind the
proposed AIF Regulations, the draft shows
how far from the reality of business,

and from understanding this asset class,
the regulators are. They have failed to
understand it in their first attempt.

Bijal Ajinkya
_Partner, co-head of funds and
International tax practice

Speciality: Funds, j i
' , Intern,
taxation ational

POV: lpdia needs to recognise and
appreciate the crucial roje played by P
m.lts growth. The patient capital that
this asset class provides, warrants mor
sensitivity from the regulators, :

Mansij Shap
Associate

Specialis.. .

Peciality: Fyngs, Internationa| taxation
_POV: Itis important ¢
Investors are financia| investors looking

fot pr;:—identf'ﬁed investment horizons, ang
Whom exit flexibility i crucial. To t,hat

0 recognise that pg

Richie sanchel!
Associate
speciality: Fu

nd formation

no predeter
singular strateg@y-

yVivek Miman!
Associate
spediality: !
P‘:)\I: The administration

und formation )
F and Operat\ona\

atthe discretion

Mihir Shedde fexioilty should ;er:: \\r-‘\OWever in order 0
Associate of the ﬁzem?:te%ests of AIF "“Vej;‘a’if;w
Speciality: Fund formation and S;;g-? Eou\d consider mak\\(:‘;)d‘:_‘:;y poard
international taxation for AlFs to const:;‘;*e:“at.‘ on to deal with

with investor 1€

POV: The proposed AlF regulations attempt .
conflict situations.

to micro-manage a GP’s business, but
provisions dealing with their fiduciary
responsibility should be respected,
especially in India where LPs are not as
sophisticated as their Western counterparts
and GPs enjoy wide discretionary powers.

e thanktne team atNisnith Desal Associates Tor working with us in
errorts are much appreciate of
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I] Industry Newsmakers

Four IVCA members
make it to BT's 50 most
powerful women’s list

The magazine, Business Today, featured a list of the 50 most
powerful women in its September 18 edition, of whom

four women - one, a lawyer — were from the private equity
community and all of them IVCA members. They were,
Archana Hingorani, chief executive of IL&FS Investment
Managers; Vishakha Mulye, managing director and chief
executive of ICICI Venture Funds Management; Renuka
Ramnath of Multiples Alternate Asset Management, and
Zia Mody managing partner at the legal firm, AZB Partners,
who has advised on some of the biggest deals in the PE and
mergers and acquisitions landscape.

For the full story log on to http://businesstoday.intoday.in/story/most-
powerful-women-in-indian-business-2011/1/18330.html

[

| A

Fortune: VC one of
50 ‘defining’ ideas

Business magazine, Fortune, included venture
capital as one of the biggest ‘defining’ ideas that
have shaped India Inc in its July 2011 edition. The
article said the country’s ‘strong fundamentals,’

had attracted PE investors in almost all sectors of
the economy: ‘Private equity and venture capital
funds in the country have helped give a necessary
boost to entrepreneurs over the past few years,’ the
article said. Another idea on the list of 50 included
corporate lobbies.




Correction,
Ripe, June 2011

Rohan Sikri of Xander
Fund was erroneously
reported as being
present at an event
organised by IVCA. Sikri
did not attend the event
where members met the
tech industry big wig,
Nandan Nilekani.

Photo credit: Bharat Chanda / the economic times

Letting their
lights shine for
Diwali

Fresh out of a marathon
fundraise, Renuka Ramnath,
founder of Multiples Alternate
Asset Management, and Amit
Chandra managing director at
Bain Capital, recorded a song
each for Saregama Ltd’s social
initiative, Singing for a Cause,
an album of original songs and
Bollywood covers released in
time for Diwali this year.

The Economic Times reported
that Ramnath, a trained
classical singer, said she

was going to become more
involved in charity after having
settled her “own finances

and situation.” She said she
wanted to dedicate more time
to charitable causes and to
institutionalise her giving in
the future.

She has been credited for ‘Kisi
ki muskurahaton se’ which

she sang along with Chandra,
who has been credited for two
songs. The other number where
he was credited is the patriotic
song, ‘Ae mere pyare watan.’

Eight CEOs including Ramnath
and Chandra had put their
singing abilities to the test

to record eight songs for the
album recorded by music
company, Saregama.

The CDs are available on order with
an initial stock of 10,000 copies
priced at 150 each.
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Guest Column

Focus on funds’ product
design is misplaced
Sebi’s intention to fully control the structure

of funds will hamper managers’ creativity,
says Somasekhar Sundaresan

he best of intentions do not justify the
creation of an imprecise and ambiguous
legislation. The draft (Alternate Investment
Funds) Regulations, 2011 tabled for public
comment by the Securities and Exchange Board
of India (Sebi) falls foul of this fundamental rule.
Beyond generating an interesting and overdue
academic debate, the current version of the draft
regulations does not have much utility — either
from the regulator’s intended objective of investor
protection, or from the business perspective of
manufacturers of fund products. The draft contains
detailed product prescription standards, and
if legislated, they would hamper the creativity
of what funds can offer to investors, rather
than achieve the objective of a predictable and
balanced regulation. The concept note issued
alongside the draft does not make a compelling
case for introducing a prescriptive regulatory
framework to micromanage the structure of the
products offered by investment funds.

The remit of the proposed regulations is set out
in the words: “All Alternative Investment Funds
in securities market, irrespective of their legal
domicile which collects its fund from institutional
or high net worth investors in India or the
manager of such fund who manages the fund
for investments in India, shall be bound by these
regulations and be subject to registration and
oversight of the Board.”

In other words, the draft regulations seek to
regulate fundraising and fund management activity
in the territory of India. There can be no exception
to such intent to regulate fund raising and fund
management activity in India since Sebi's territorial
jurisdiction covers this area. However, it is indeed
noteworthy that most funds which invest in India
- fall out of the scope of these draft regulations,

- y since they only have advisory support in India, and
’ the fund’s management takes place in jurisdictions

| IVt Edition | December 2011




outside India — say, Mauritius or Singapore.

The draft contains a prohibition on pooling
and managing any private pool of capital, raised
from institutional or high networth investors from
carrying on ‘alternative investment fund’ activity
except in compliance with the proposed regulatory
framework, with a six-month timeframe for
existing funds to seek registration with Sebi.

However, whenever a regulatory framework
is sought to be introduced, every single provision
should be backed by logic, empirical data to back
the purpose of its construct, and above all, clarity
on what precisely is being sought to be achieved.
The primary defect in the design of the draft is
the emphasis on product design. The proposed
regulations would make it mandatory for a fund
to primarily chase only a particular investment
avenue. A fund registered in one category is
disallowed from foraying into another category.
The proposed law would cap the number of
investors per fund at 50, and the set a minimum
investment size per investor at 0.1% of the fund
size, with a minimum investment amount of Rs1
crore per investor. The draft intends to prescribe
a minimum tenure of five years for every fund
and cap the size of extension of tenure by two
years. Such extension is made subject to a vote
requirement of 75% of the investors, which may
be considered low in a field that is essentially a
private contractual arena between general and
limited partners.

The draft regulations also seek to regulate the
ticket size per investment, capping exposure of
a fund to a single investee at 25% of the fund
size. They seek to establish a minimum size at Rs
20 crores and in some cases, impose a maximum
size — for example, Rs 250 crore for venture capital
funds. The size of a fund should be specified
when launching it. Any upward revision to the
size should not exceed 25%, which too could be
effected only after giving Sebi ‘suitable reasons’,
and there is no indication of what reason would be
suitable. None of the provisions regulating size are
being justified with any empirical support.

A series of ‘investment restrictions’ is also sought
to be imposed. For example, a VC fund is prohibited
from "directly or indirectly investing in the top 500
listed companies by market capitalisation’ and
prohibited from investing in warrants convertible
into shares, for no stated reason.

A PIPE fund should focus primarily on investing
in listed companies; a private equity (PE) fund
should not invest at least 50% of its money in
unlisted companies, and not more than 50% in a
company ‘proposed to be listed'".

These intricate prescriptions too are not backed by

any specific empirical support or logical reasoning.
For example, while it is generally logical to say that
only big boys should be involved in this market,
and define it as a capability of investing at least Rs
1 crore, the minimum investment size per investor
of 0.1% — a fund with a size of more than Rs 1,000
crores would require each investor to invest a
minimum of more than Rs 1 crore — could skew the
field. The cap of 50 investors in a fund would mean
the ticket size per investor in a fund would not be
determined by his appetite for the product but by the
appetite of other investors or the product.

This is the key issue with regulations in India
— intuition and guesswork play a bigger role than
empirical support for a regulatory prescription.

The ‘sponsor’ of the fund is required to take an
exposure of at least 5% to the fund. This creates
an entry barrier for smart, young and not-so-
wealthy investment managers, whose skills would
attract investors. While the principle seems to
ensure that the fund manager puts his money
where his mouth is, there is no logic for an entry
tax on smart fund managers into the industry.

This measure would entrench the incumbent
and would militate against the laudable principle
of new fund managers setting up their own funds,
and increasing competition in the funds space.
There is also a range of provisions that give
excessive discretion to Sebi — it can alter the rules
of the game for different funds after the draft
regulations are notified, without any criteria being
set out for how such discretion is to be exercised.

For example, Sebi may impose ‘appropriate
restriction’ on the use of funds for speculative
or 'highly leveraged activities' by a ‘particular
category’ of funds; Sebi may also impose
‘appropriate restriction on investment’ in ‘complex
structured products;’ and it ‘may specify criteria for
charging performance fee' by the fund managers.

Good securities regulation should further the
twin objectives of investor protection and market
development enshrined in the Sebi Act, 1992.

This is best achieved by ensuring adequate and
fair disclosures about the product on offer, and
enabling a framework that would ensure that the
investment or divestment decision of the investor
is an informed one.

The draft has intensely concerned itself with
being prescriptive about product design, which
too is based on an ambiguous definition of the
investment avenues where a fund may invest.
Such an approach would sacrifice innovation and
pre-empt the access of investors to a variety of
alternative investment avenues.

(The author is a partner at the legal firm, JS Associates. The
views expressed in the article are his own)

Whenever a

regulatory
framework is
sought to be
introduced, every
single provision
should be backed
by logic, empirical
data to back the
purpose of its
construct, and...
clarity on what
precisely is being
sought to be
achieved. The
primary defect

in the design of
the draft is the
emphasis on
product design”
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6,000 listed companies — about 73% of BSE listed
stocks — with less than 100 crores of market
capitalisation and which contribute less than 2%
of daily trading volumes. While lenient listing
norms have enabled small Indian companies to
access capital through initial public offerings
(IPOs), the smallest companies have languished,
unable to raise follow-on capital to fund their
growth due to the absence of research coverage,
low liquidity, lack of interest from institutional
investors and poor corporate governance

Other than in the capital markets, the funding
available to them was mostly from traditional

Although, Sebi’s venture capital funds (VCF)
regulations were framed in 1996, PEVC activity
in India was subdued until 1999-2000 — the era
of the dotcom bubble. After this lull, investments
picked up again in 2004 onwards and since 2005,
India has received close to $55 billion (32,55,000
crores) of PEVC investments. During this period
more than 1,800 Indian companies have been
funded and the flourishing PEVC industry has
fulfilled a major need for capital by fast-growing

The robust flow of PEVC capital into Indian
companies since 2005 and its predominance as an
alternative source of capital for Indian businesses
can be seen in the fundraising figures — IPOs
versus PE — through 2005 until recently (see chart).

A.1 Impact on the Indian economy
PE and venture funding has played a significant
role in the development of sectors such as
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technology, infrastructure, telecom, healthcare,
retail, et cetera, in the past decade.

They have also been instrumental in creating a

significant number of jobs, encouraging research
and development, and providing overall growth
impetus to companies across the country.

The PEVC industry has also provided mentoring

to entrepreneurs; improving businesses’ stability,
depth and quality of companies in the capital
markets; generating robust tax realisation for the
government through their portfolio companies;
and providing good risk-adjusted returns to

investors. Some of the positive contributions of the

PEVC industry are highlighted as follows.

A.1.1 Impact on entrepreneurs
Today, Indian entrepreneurs have vastly

Raja Kumar
Managing director & chief
executive, Ascent Capital

POV: PEVC is an LP-centric business;
LPs have devised a structure that
enables them to have absolute control
over GPs and ensures alignment of
GPs to their interests. Any proposed
regulations will need to preserve the
primacy of this partnership.

Deepak Gowda
Vice president, Ascent Capital

POV: PEVC funds are with Sebi on the
need to achieve an oversight on all
their investment activities, be it terms
of entry, exits or their compliance

with disclosures norms and suitable
governance practices.

overall cost of fundraising in public markets

improved access to capital with the presence of
more than 300 PEVC funds. This has shifted the
balance of power in favour of entrepreneurs or
promoters where the environment is that of an
excess of capital and few quality deals.

PEVC funds in India have provided a consistent
source of capital, both for unlisted and listed
companies ranging from startups to large caps.
They have provided an avenue for businesses to
raise capital when other fundraising windows
were closed or, if a sector was suffering from

a cyclical lull. This is because PEVC investors
deploy capital across market cycles and are a
dependable source of capital.

PEVC has also played a meaningful role in
reducing the cost of fundraising. Despite
concerted efforts by regulators to reduce such
costs, a key indicator of market efficiency, the

Fundraising by companies — IPOs versus PE

o0

through IPOs is 6 to 8%, PEVC fundraisings
happen typically at costs less than 2% when
intermediaries are involved, and at nearly no
cost where they are not.
PEVC have also played a role in reducing the
time spent on fundraising by companies. The
timelines for raising capital from public markets
can be very long given regulatory clearances
can take between 4 to 6 months. The timing
needs to be in sync with market cycles. PEVC
fundraising usually takes about 2 to 3 months
which enables entrepreneurs to pursue their
businesses without major disruptions for raising
capital.
Most promoters or family managed companies,
which constitute a majority of Indian
companies, lack professionalism and have
poor standards of corporate governance.
PEVC investors have played a crucial role
in professionalising the management and
adopting global best

500

(1]

”
g

Value (IRt Billinn]
w
]

200% 2006 207 2008 009

—oraurt Aaaed - B0 PR b |

— Aor gt Resed- FE AR or |

—— it

practices in corporate
governance for their
portfolio companies.

—— o ol ML s niman

bact L]

A.1.2 Impact on
capital markets
Typically, investors
in PEVC funds
are sophisticated
global investors
such as pension
funds, endowments,

s | foundations, et cetera.
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A careful balance
needs to be
struck. AlFs with

a robust minimum
contribution

will attract
sophisticated
investors. To silo
the funds into
which they can
invest in such
details may deny
them the required
flexibility and free
choice that there is
no need for them

not to have
— Zia Mody
AZB and Partners

Since such investors have a longer time horizon
for investments, they contribute to efficient
price discovery and improve the depth and
stability of the capital markets.

Given that PEVC investors have a typical
holding period of 4 to 5 years and use

no leverage in India, they reduce market
volatility. Other pools of capital such as foreign
institutional investors (Flls), hedge funds,
mutual funds, are typically open ended and
can create volatility in the markets, whereas
PEVC funds are close ended funds typically
with eight to 10 year investment horizons and
can therefore offer stability to the underlying
market.

A majority of PEVC investments are in private
companies and since such investors work with
these firms for a few years to improve corporate
governance, business productivity and efficiency
before they tap public markets, the quality of
PEVC backed IPOs is generally better.

PEVC investors actively explore inorganic
growth opportunities through mergers and
acquisitions (M&A) in order to scale their
portfolio companies, and in the process they
enhance liquidity in the capital markets. As a
direct corollary of this, market intermediaries

— used extensively by PEVC firms throughout

a deal’s lifecycle — have more opportunities
both from an economic standpoint as well as
exposure to global best-practices in structuring
and executing transactions.

PEVC backed companies have strong audit
trails, given the companies are often audited
by professional international firms and closely
monitored by professional investors. This
improves transparency in the capital markets.
PEVC investors are active investors who
participate at company board levels to improve
governance which is a crucial factor for
improving protection of retail investors.

PEVC investors make large investments even in
small and mid cap companies where liquidity
is low, and work with these companies to
strengthen their visibility in the capital markets.

A.1.3 Impact on taxes

A PEVC fund per se is not a substantial tax
generating entity but PEVC firms generate robust
tax realisation for the government through their
portfolio companies. Portfolio companies of a
PEVC fund have the potential to grow revenues
and profits by 2.5 to 3 times over a four or five
year investment horizon. Consequently tax revenue
for the government can be expected to increase

by a similar magnitude. PEVC investors act as a
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catalyst in placing their portfolio companies on

a high growth trajectory which in turn enables
them to raise debt and expand operations, thus
generating profits and employment. Consistently
higher revenue realisation for the government is a
natural outcome of this transformation.

A study by global consultancy Grant Thornton
estimated that the total revenue potential for the
government from an investment of 1,000 crores
($222 million) could be to the tune of 1,800
crores ($414 million) over the life of the fund.
Considering that %2,55,000 crores ($55 billion)
has been invested by PEVC funds since 2005, the
revenue realisation to the government from PEVC
backed companies is significant. A thriving PEVC
industry could result in sustainable tax revenues
for the government.

A.2 Sebi as facilitator

The phenomenal growth experienced by the PEVC
industry, and the economic benefits that accrued
to the Indian economy on their account, during
this period was under the regulatory radar of Sebi.
During this period the industry was regulated by
Sebi's VCF Regulations 1996 which were amended
from time to time through the recommendations
of its advisory committees. At this time, regulators
had a perfect audit trail and adequate information
on the inflows and outflows of PEVC capital and
their activities.

B. Challenging environment
The PEVC industry is at a critical juncture today
and facing significant challenges on multiple
fronts. While phenomenal investments have
happened over the past few years, overcoming
these challenges will be crucial to the
sustainability of this industry. Some of the typical
challenges are,
Exits: Realising the value of investments has
been hampered by an over-dependence on
IPOs for exits, very short IPO windows, and
underdeveloped M&A exit mechanisms which
need active cooperation of entrepreneurs and
company promoters.
Valuation: In other comparable markets, such
as China, there is an arbitrage in valuations
between private markets and public markets.
In India private valuations are on par or
higher than their public peers. The primary
reason is the paucity of good quality private
companies of investible size. A majority of the
6,000 or so listed companies in India have the
characteristics of private companies, are capital
starved and available at lower valuations than
their private peers. Unfortunately, they cannot



be tapped by PEVC funds because of requlatory
restrictions.

Scalability: Indian companies are finding it
hard to scale beyond a certain critical size on
account of infrastructure bottlenecks, regulatory
delays and growing red tape.

llliquidity: SMEs listed on the public markets
are highly illiquid - companies with market cap
less than 1,000 crores ($225 million) account
for 11% of the total average daily traded value in
public markets, while companies with market cap
less than Z500 crores ($113 million) account for
4%. PEVC investors who own significant stakes
i.e. more than 10%) in portfolio companies have
trouble exiting these companies on account of
illiquidity in their scrips. Although the idea of a
separate stock market for SMEs has been under
discussion for some time, no significant progress
has been made.

Returns: For various reasons, Indian PEVC

has not been able to generate returns or exit
multiples on par with competing markets, such
as China. If this continues then the allocation

of new capital by investors (or limited partners,
LPs) to India will recede.

C. Discussion on Sebi's concept paper

At this critical juncture for the Indian PEVC

industry, Sebi is proposing a complete overhaul

of regulations that govern PEVC funds. Sebi

has highlighted the rationale and philosophy

for proposing a new set of regulations for AlFs.

These are covered under “Section B. Why is

comprehensive regulation for private players

of capital or AlFs required?; Section C. Global

experience; Section D. Philosophy for new

structure” in the concept paper.

Some of the primary reasons cited by Sebi:
Offer targeted concessions to PEVC funds to
promote start-ups and early stage companies
PEVC funds requesting freedom to invest in
secondary markets
PEVC funds requesting exemptions from
takeover and insider trading regulations
Creating a level playing field between
registered and unregistered VCFs
The need to recognise AIF as a distinct asset
class
Reduce the systemic risk that AIFs may pose to
the stability of financial markets
Channelise investment by AlFs into priority
sectors in a regulated manner
Tie concessions and incentives to investment
restrictions
A primary driver for proposed regulations seems

to be that targeted concessions to VCFs are not

reaching intended recipients and such incentives
or concessions could be channelised more
efficiently by tying them to certain investment
restrictions. Thus it becomes imperative to examine
the current incentives and concessions available

to PEVC funds, the weightage attributed by LPs to
these concessions when allocating capital , and
the feasibility of channelising such high risk capital
to desired sectors by tying them to investment
restrictions.

C.1 Current incentives— are they enough?
Tax exemption under section 10(23FB) of the
Income Tax Act, on income from investment in
nine specified sectors

Section 10(23FB) of the Income Tax Act is not a

tax exemption but a tax pass-through to avoid

double taxation of income. Also, in its current form
this section provides only limited pass-through

as compared to the earlier provision for complete

pass-through. Currently a majority of Indian PEVC

funds are not using this provision but are being
structured as trusts to avail the pass through
under general trust taxation provisions which
clearly state that taxes can be paid either by the
trust or by the beneficiaries, but not both. Besides,

foreign investors who constitute close to 90%

of the capital of PEVC funds invest via Mauritius

and enjoy benefits under the double taxation

avoidance agreement.

Domestic investors who contribute the rest,
that is around 10%, of the PEVC capital are not
fully covered and are not able to avail this limited
pass through.

It is pertinent to note that public market
investors including Flls get complete exemption
from long term capital gains and reduced rates
of taxation on short term capital gains, and Sebi
registered mutual funds (MFs) enjoy full tax
exemption. Effectively, the tax-exempt status of
MFs enables investors to convert short term capital
gains to tax-free long term capital gains.

However, patient investors in PEVC funds may
be, they are liable to pay taxes at the applicable
rate which is normally 20% for long term capital
gains and 30% for short term capital gains. The
new Direct Tax Code even proposes to increase the
long term capital gains tax on unlisted securities.

It is relevant to highlight that PEVC funds are
not substantial tax generating entities, per se
but an illustrative study conducted by a PE fund
estimated that the total tax revenue from a PEVC
fund with a corpus of 31,000 crores ($222 million)
is merely %12 crores ($2.7 million) over the life of
a fund. Thus, there is no material concession on
offer, even if complete pass-through is given to

|

Since PIPE
investments

are meant for
investing in listed
entities, it may not
be appropriate

to restrict them

to only smaller
companies or
those not able

to raise funds
through other
sources. Given
that private equity
is long term and
sticky in nature,

it is an attractive
alternative to the
capital markets
and the discretion
on the avenue of
fundraising should
be left to the

companies
— Ashley Menezes
ChrysCapital Investment
Advisors
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From a regulatory
perspective, a clear
distinction should
be made between
PEVC funds and
hedge funds.
Hedge funds have
little in common
with PEVC funds
and the systemic
risks posed by
them are manifold
higher than those
posed by PEVC
funds. Bracketing
these two asset
classes under the
same umbrella of
regulations will
be cumbersome
and impractical
and therefore

avoidable
— Nitin Deshmukh
Kotak PE

Sebi registered PEVC funds.

Post IPO lock-in does not apply if shares are

held one year prior to the filing of a red herring

prospectus (RHP)

PEVC funds typically invest in a company for

four to five years. They take a much higher

liquidity risk by investing in companies which
are several years away from an IPO. Besides,

PEVC funds choose to remain invested rather

than participate in the offer for sale at IPO,

primarily for tax reasons. Since PEVC investors
are non-promoter financial investors who have
taken substantial risk by investing in a private
illiquid company, they deserve an early liquidity
opportunity.

Exemption from the takeover code trigger is

applicable on a sale to promoters
This exemption is applicable even in the case of

inter-se transfer between promoters. PEVC
investors are external independent investors
who have been associated with a company long
before the IPO and should logically be treated
the same way.

VCFs are regarded as qualified institutional

buyers (QIBs) for Sebi’s Issue of Capital and

Disclosure Requirements (ICDR) regulations
Many Sebi regulated intermediaries fall under the
QIB umbrella and VCFs are not getting any special
treatment by being qualified as QIBs.

Although VCFs are considered QIBs, Foreign
Venture Capital Investors (FVCls) are restricted
from investing outside the nine prescribed sectors.
Also, they don’t have the benefits enjoyed by
QIBs of investing in eligible securities of listed
companies. The QIP route is not really suitable

for VCFs and FVClI since they are prohibited from
joining company boards they invest in via this
route.

Exemption from entry and exit pricing norms

for FVCl
Subsequent to the release of new pricing norms
by the RBI, a transfer or sale can only take place
at the fair market value, even if a PEVC fund
is registered with Sebi and has a majority of
its corpus coming from foreign investors. This
exemption therefore does not apply to a majority
of PEVC funds since they have foreign investors as
their major contributors of capital.

As can be seen from the discussions above, the
current incentives given to PEVC funds are not
significant. However, there is a wrong perception
among policy makers that PEVC funds enjoy
substantial concessions and incentives.

D. Feasibility of regulating private pools of
capital
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The capital committed to the PEVC asset class

is risk capital. Majority of investors are aware
that there is a high probability of investors losing
capital. Historically, this high-risk, high-return
business was conducted in the private domain
through private contracts. Now that these
investments have moved to the mainstream,
regulators need to closely examine the extent and
manner in which these pools of capital can be
regulated without impeding the industry.

D.1 Partnership structure and the
alignment of interests

The structure of the global PEVC industry has
evolved over a period of 50 years. Sophisticated
investors have devised a structure that ensures
alignment of the fund manager to their interests
and have adequate safeguards in place to protect
themselves. Besides, the PEVC business is self-
correcting where well performing fund managers
(GPs) are rewarded and under-performing ones
usually perish (i.e. they are unable to raise a
subsequent fund).

Typically, LPs exercise absolute control over GPs
and use the principles of alignment of interest,
governance and transparency to continuously
monitor managers. The preferred PE terms and
best practices are periodically reviewed and
upgraded by the Institutional Limited Partners
Association (“ILPA") and adopted globally,
including in India. During the entire history of the
PEVC industry, LPs have never looked at regulators
to enforce their rights and protect their interests;
rather any such proposal has met with lukewarm
response by them.

PEVC capital is historically managed under a
partnership structure between the fund manager
and the investors except in India and a few
other countries. GPs and LPs share the risks and
rewards of the partnership which are captured in
the private placement memorandum (PPM), the
constituent document of the fund. The investment
strategy, commercial terms, management structure
and various other provisions to safeguard the
interests of the investors are all mutually agreed to
by the LPs and GPs in the PPM. LPs through legal
agreements have complete discretion to change
the strategy of the fund, replace GPs without
cause, withdraw their commitment and demand
any information they desire. Funds also maintain
an Advisory Board, comprising of select LPs, to
resolve any conflicts of interests of GPs before the
fund makes an investment.

Globally, competitive market forces set the
commercial terms and pricing that govern PEVC
funds, not the regulators. These may form part of



disclosures to regulators but cannot be a subject
matter of control. In a PEVC setup, sophisticated
LPs, who are direct stakeholders in funds, function
as umpires to enforce rules for GPs.

Section D of the concept paper describes the
intent of the AIF Regulations which make no
mention of the need to control, or have enabling
provisions to control, commercial relationships
between investors and fund managers, and the
same principle needs to be adhered to while
framing regulations. No proposed regulations
should go against the market practice of providing
primacy to the agreement between sophisticated
investors and fund managers.

D.2 Sophisticated investors

Unlike mutual funds, most PEVC funds are
privately raised and target only qualified investors.
It is estimated that there are 300 to 400 PEVC
firms, or GPs, in India, and about 500 in China.
These GPs raise capital from 100 to 150 large
sophisticated global investors or LPs which include
Institutions, endowments, foundations, et cetera.
Typically, these investors deploy their own risk
management strategies and allocate 5 to 7% of
their total investible corpus for alternative asset
classes such as PEVC. This basket of money is
allocated to take higher risks and investors are
aware that there is a high probability of losing
capital, too.

One of the most effective ways of regulating
PEVC funds is by ensuring that only qualified,
sophisticated investors who understand the
inherent risks associated with the asset class
participate in these funds. Regulations should
be focused on stringent Know Your Customer
(KYC) norms, prohibition of public marketing and
ensuring a minimum subscription threshold per
investor. Any attempt to regulate the operational
and commercial terms of PEVC funds will be
counterproductive and drive away much needed
investment from India.

D.3 Domestic investors’ participation —
need to enlarge the capital pool with fund
of funds (FoFs)

Domestic sources of capital for PEVC funds are
limited to a few banks with severe restrictions

on capital market exposure, insurance companies
investing only in infrastructure funds, corporate, a
few family offices and high networth individuals
(HNIs). Pension funds are not allowed to invest in
PEVC funds. Also non-profit trusts and societies,
which are a major source of funds in western
markets, are not permitted to invest in PEVC funds,
while they are allowed to invest in MFs.

Indian fund managers are constrained to take one
of two choices:

(i) develop operations abroad and raise capital
from foreign sources such as large pension
funds, endowment funds, FoFs, et cetera.

(ii) seek HNI money in India which is an onerous
process, and entails significant cost and effort.
Few domestic PEVC funds have raised retail
or HNI money in India. Although there are
no official government sources for this
information, it is estimated that domestic
investors including banks, insurance companies
and HNIs contribute no more than 10% of the
total PEVC capital in India.

While there is a strong need for Insurance
Regulatory and Development Agency (Irda) to
encourage allocations to PEVC funds as an asset
class, it is also imperative for the Pension Fund
Regulatory and Development Authority (PFRDA)
to remove restrictions on investing in PEVC funds.
This also calls for the creation of FoF pools where
capital can be raised by regulated institutions,
and from HNIs, to enable safer access to potential
superior returns provided by PEVC funds. Such
an FoF pool could then invest in other AlFs after
thorough due diligence by the regulated institution
raising such a pool. This may also enable the
lowering of minimum investment levels to say
%25 lakhs per investor or LP, while retaining the
%1 crore investment level for direct investments in
AlFs.

Domestic funds that target retail or HNI
investors are more than amenable to improving
disclosure norms and restricting marketing activity.
It is also in the best interests of PEVC funds to
have savvy retail investors who understand the
particular risks and vagaries of this asset class.

The best way for Sebi to ensure that retail
investors are protected, is by creating a framework
for PEVC funds to target only accredited or
qualified investors or accredited distributors. Also,
Sebi could impose restrictions on the advertising
and marketing of PEVC funds, so as to eliminate
mis-selling. For retail and HNI investors with larger
appetites, Sebi should categorically state that risks
lie with investors and cannot be mitigated. Any
regulation will be counterproductive by sending a
false signal to small investors that this asset class
is regulated and hence has lower risk.

D.4 Channelising incentives

It has been proven historically that concessions and
incentives have limited appeal to PEVC investors.
LPs are not mandated to support specific sectors

of the economy. Consequently, any incentives
granted by regulators to channel funding to specific

|
Regulators
worldwide have
been watching

this space closely,
but SEBI seems

to have taken

a step forward

with a draft law

for discussion.
However, Sebi
should tread with
caution. Every
economic activity
need not be
regulated unless a
compulsive case for
regulation is made
out

— Jyoti Sagar
JS Associates
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Reducing
systemic risk in
capital markets
is an important
responsibility for
Sebi. Although
PEVC funds might
pose such a risk
in developed
markets where
leverage is
higher, it is not
the case in India.

sectors may not work. Besides, VCs typically invest
in cutting edge innovative ideas and convergence
technologies which cannot be categorised into
specific sectors by government policy.

One of the stated motives of Sebi in drafting
proposed regulations is to channelise incentives
most effectively. While this intention is laudable,
assuming that tax laws and other regulations
governed by different branches of the government
will remain static over the next eight to 10 years
is debatable — even in the previous decade, tax
codes and policies have undergone some very
drastic changes. This is why LPs don't attribute
much weightage to government concessions when
making capital allocation decisions, as they never
assume that tax and other government policies will
not change over the fund’s life of eight to 10 years.

LPs are looking at two important things when
they commit to invest in a country, one, whether
there is an opportunity to earn relatively higher
returns; and two, whether they have the freedom
or authority to control the GPs they are backing —
this is especially important since the asset class is
extremely illiquid, and given the uncertainties in
the global markets, LPs would like to retain their
right to adopt any strategy they deem fit during
the life of the fund. If any regulations impede
their freedom, LPs will immediately move to a
jurisdiction that is more favourable.

D.5 Systemic risk

The PEVC industry in India has a lower level
of systemic risk as compared to other markets
because of the absence of the use of debt or
leverage to fund deals, and the absence of
leveraged buyouts (LBOs).

This report (in section C) refers to the G-30
report which implies that systemic risks arising
from financial institutions are due to the excessive
use of leverage and their mismatching maturities
which magnify costs during a downturn.

In India, PEVC funds don't have these two
risky features (high leverage and mismatching
maturities) associated with them. Further, other
statements made in the G-30 report such as, “Not
all institutions pose such systemic risks, and not all
the activities of a systemically important institution
pose risks to the financial system as a whole,” and
“[M]acro-prudential supervisors must carefully
calibrate the use of these tools to the specific
economy in which they are employed. While a
macro-prudential tool may serve an important role
in one financial system, the differing economic
environment of another financial system may
make that tool impractical or ineffectual.”

Reducing systemic risk in capital markets is an
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important responsibility for Sebi. Although PEVC
funds might pose such a risk in developed markets
where leverage is higher, it is not the case in India.
On the contrary, PEVC funds help in reducing
systemic risk as they remain invested.

Further, the proposed regulations don't apply to
90% of the capital that is coming into the capital
markets from abroad which explains the difficulty
in achieving the stated objective of reducing
systemic risk.

D.6 Global regulations
Section C of Sebi's concept paper makes other
references to some regulations that have been
implemented globally to govern AlFs. The broad
agenda seems to be to impose regulation in order
to avoid systemic risk that capital pools may cause
to financial markets by ensuring their registration,
improving reporting and disclosure norms, and
preventing taking on excessive leverage.
Let us examine a few regulations.
The US Private Fund Investment Advisers
Registration Act of 2010 says, “[lJnvestment
advisers to private funds, including hedge
funds and private equity funds, are required
to register with the Securities and Exchange
Commission (SEC).” Furthermore, the US capital
markets regulator is entitled to ask advisers
to maintain records and file reports regarding
the private funds it advises. Additionally it says
advisers must specify: (i) the private funds'
assets under management (AUM); (ii) the use of
leverage (including off-balance sheet leverage);
(iii) counterparty credit risk exposures; (iv)
trading and investment positions; (v) trading
practices; and (vi) any other information the
SEC determines necessary or appropriate.
Once PE funds are registered, advisers will
have to comply with extensive private fund
reporting and recordkeeping requirements. The
act does not go into the operational aspects of
fund management but intends to proactively
ensure that the SEC has adequate information
to protect investors, and for the assessment of
systemic risk.
The European Union’s (EU’s) Alternative
Investment Fund Manager (AIFM) directive: The
EU’s rationale for including PEVC funds under
the proposal is as follows: “[PE] funds due
to their investment strategies and a different
use of leverage than hedge funds, did not
contribute to increase macro-prudential risks.
They have experienced challenges relating
to the availability of credit and the financial
health of their portfolio companies. The inability
to obtain leverage has significantly reduced



buyout activity and a number of portfolio
companies, previously subject to leveraged
buyouts, are reported to be faced with
difficulties in finding replacement finance.”

D.7 Hedge funds versus PEVC funds

Hedge funds have little in common with PEVC
funds. The systemic risks they pose are higher
than those posed by PEVC funds because they

are designed for regular redemptions while PEVC
funds are private capital pools with 5 to 10 year
lock-ins. The EU assesses the risks posed by hedge
funds as follows, “[h]edge funds have contributed
to asset price inflation and the rapid growth of
structured credit markets. The abrupt unwinding
of large, leveraged positions in response to
tightening credit conditions and investor
redemption requests had a pro-cyclical impact on
declining markets and may have impaired market
liquidity.

“Funds of hedge funds have faced serious
liquidity problems: they could not liquidate assets
quickly enough to meet investor demand for cash,
leading some funds of hedge funds to suspend or
otherwise limit redemptions.”

From a regulatory perspective, a clear
distinction should be made between PEVC funds
and hedge funds. Bracketing all AlFs under the
same regulations is cumbersome and impractical.
It might leave participants in these very different
asset classes dissatisfied.

D.8 Categorisation

In an uncertain global environment, LPs would
resist the idea of their fund committing to a
narrow strategy upfront and strictly adhering
to it over a period of eight to 10 years. The
PEVC industry heavily depends upon various
risk mitigation strategies which comprise of
investing across different sectors, various stages
of companies’ evolution, diverse business
houses, geographies, stages of capital markets
preparedness, et cetera. It is by adopting this
portfolio approach that PEVC funds attempt to
provide higher risk-adjusted returns.

Sebi's proposal of categorising various PEVC
funds to govern them better will have an adverse
impact on the performance of these funds. Any
regulation that tries to restrict the flexibility of
investment across various risk dimensions hurts
funds’ ability to generate good returns. It should
be the prerogative of LPs to devise strategies
for the fund and change them based on global
market conditions when they deem fit. LPs
have steadfastly preserved their right to change
the strategy of their funds given the economic

environment, government and tax policies are
dynamic and subject to change over a fund’s life of
eight-10 years.

If the purpose of categorisation is to
channelise incentives effectively, the same can
be administered on a deal to deal basis rather
than by categorising the entire fund. PEVC funds
could be asked to disclose the category of each of
their transactions at the time of investment and
the regulator would decide whether to provide
incentives or disincentives depending on the
category of the deal (e.g. VC or real estate deals).

If India domiciled PEVC funds have to adjust
their strategies to changing market conditions, it is
natural for LPs to choose PEVC funds which have
more flexibility.

However, at the macro level a regulator
could still achieve developmental objectives of
encouraging early stage investments and social
enterprise by ensuring safer access to PEVC funds.
If categorisation is retained at a broader level with
the following categories without outlining any
micro-management of investment strategies—

1. Venture capital fund
2. Private equity fund

3. Fund of funds

4. Social venture fund

To enable these AlFs to achieve superior returns
through risk mitigation strategies of investing
across different stages of investment and sectors,
and capital market preparedness, they should be
allowed to retain the flexibility to invest 40% of
a fund's corpus across strategies. An LP (with the
backing of at least 75% the other investors in the
fund) should be able to change an investment
strategy at any point of a fund’s life, and
intimating Sebi about it.

In the above categorisation, the venture fund
category could cover investments in SMEs, all
sector themes and PIPEs could be a single PE fund
structure. PE funds effectively use the structure
of their instruments to mitigate risk, ranging
from pure equity to various forms of optionally or
compulsorily convertible instruments. These are
critical as it allows funds to assess and manage
risk on an investment-to-investment basis, in line
with the risk as well as the promoters’ needs.
Hence, debt investments, which are a strategic
structuring need, could be used by all classes of
AlFs as and when needed.

The hedge fund category with leverage
abilities, and regular redemption obligations is a
very different asset class and requires a separate
set of regulations. Such regulations may be
more appropriate for mutual funds and may be
examined as part of that sector, as they are like

Private equity firms
need flexibility to
invest and so to try
and box PE firms
in nine specific
categories does
not make sense.
As each investor
will be signing a
specific contract
with the fund, the
contract document
will spell out

the strategy of

the fund and its
investment criteria.
Sebi can choose

to monitor this
instead. Secondly,
Sebi needs to
realise that

funds deal with
sophisticated well
informed investors.
The rules they
develop should

be made with this
understanding.
These are not retail
investors that they
are seeking to

protect
— Vikram Utamsingh
KPMG
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India domiciled
GPs don't

have the same
flexibility of
investing in listed
companies by
way of purchase
of secondary
shares in listed
companies which
will affect their
competitiveness
in the long run

public equity funds designed for institutional
investors.

D.9 Level playing field — purchase of
secondary shares
Today, Indian and foreign GPs are raising capital
from the same set of LPs or investors globally.
Foreign domiciled GPs have the flexibility to
employ strategies such as investing across
different stages of investment, sectors and in
unlisted or listed companies depending upon
the economic and investment environment.
Further, foreign domiciled GPs also have the
flexibility of averaging investment cost via the
purchase of shares in public markets through the
Fil route — investing in listed companies when
markets are under-valued, for example — as this
would generate better returns for their LPs. India
domiciled GPs don't have the same flexibility of
investing in listed companies by way of purchase
of secondary shares in listed companies which
will affect their competitiveness in the long run.
Regulations should be formulated to ensure a level
playing field between India domiciled and foreign
domiciled PEVC funds and terms of disclosures,
flexibility in investing, compliance with minimum
governance requirements, et cetera, should not
place Indian players at a disavantage.

Such moves will harm the interest of the
nascent community of India domiciled funds and
lead PEVC fund managers overseas.

D.10 Sponsor commitment

Alternative fund formats are very different to
MF formats. A fund house or asset management
company (AMC) gains legitimacy through
registering with Sebi. This enables them to raise
capital from retail investors, and such retail
investors usually bank on the credibility and
financial strength of the AMC to protect their
interests. An AMC is a continuing entity whereas
MF managers are employees of the AMC. In

the case of PEVC funds, LPs, through a rigorous
process of due diligence purely based on merit,
identify and back a GP team. They lock the GP

Summary

team for the entire fund life by designating them
as key persons and rely on their capability to
produce good returns. Here business continuity
rests with the GP team.

PEVC funds are typically started by professionals
with operational or financial experience. Requiring
them to invest 5% of the total fund corpus will drive
away professionals from the domestic industry.
Since it is the LPs that identify the GP team to
back, it should also be the prerogative of the LPs
to decide the extent of GPs' skin in the game.
Currently, the extent of economic participation of
GPs in a fund is dictated by LPs who typically insist
that GPs invest up to 2% of their own capital in a
fund. Clearly, appropriate checks and balances are
critical but over-burdening the sponsor will affect
the industry adversely.

D.11 Information rights

An examination of the current regulations reveals
that most information required by the regulator
is already available. Every investor within the
PEVC pool of capital fulfils KYC norms and all
transactions have a perfect audit trail. Today,
nearly 90% of the PEVC pool of capital flows
through known channels which have been
opened by the state with specific registrations
and permissions — they are FDI, FVCI or the Fll
routes, for instance. All the capital that flows
through these channels can be tracked through
banking channels. Capital outflows arising from
exits from listed companies are available to RBI
from banking channels. Moreover, every stock
broker satisfies KYC norms for every seller. In
the case of exits from unlisted companies, the
RBI has access to all necessary information from
banking channels.

A regulator’s right to know cannot be questioned
given the dynamics of the market. Regulators
should have the right to seek information on a
continuous basis and any change in regulations
that strengthens this process is welcome. Further,
regulators can rightfully stipulate all required
information formats so that any desired inputs are
available to them. m

PEVC funds are with Sebi on the need to achieve an oversight on all their investment activities,
be it terms of entry, exits or their compliance with disclosures norms and suitable governance
practices. The PEVC industry is optimistic that Sebi will consider its suggestions while

formulating regulations for AlFs.

The PEVC business is an LP-centric business. Soliciting the opinion of global LPs could provide
valuable inputs to Sebi’s concept paper. In our opinion, any regulations which will impede and
complicate partnerships between LPs and GPs will be resisted by LPs and impede the asset

class in India.
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Specific comments & suggestions

IVCAon S
proposed

Regulations

2(b) - Definition of Alternative
Investment Fund (AIF)
AIF means the pooling or raising of private capital
from institutional or High Net Worth Investors
(HNIs) with a view to investing it in accordance
with a defined investment policy for the benefit of
those investors and includes private pools of capital
such as private equity funds, venture capital fund
(VCF), PIPE funds, Infrastructure debt funds, real
estate funds, social venture fund, strategic funds,
SME funds, et cetera. Other such funds, as may
be specified by the company board, not covered
under Sebi (Mutual Funds) Regulations, 1996, and
Sebi (collective investment schemes) Regulations,
1999 or any other Sebi regulations to regulate fund
management activities.
B e Revise the definition to restrict its scope to
domestic AlFs which are pooling or raising private
capital from institutional investors or HNIs from
India.
* There is a need to create exclusions for certain
categories of poolings as listed below:

- Distributors, fund managers, and family offices

may wish to pool a number of their clients into

a vehicle that in turn invests into an AIF. Such

vehicles should be excluded.

- A co-investing fund or a feeder fund, whose

investors are limited to the personnel of a

manager, should be excluded and should not be

required to register.

- Managers often form employee trusts to hold

the carried interest for the benefit of employees

of a sponsor or the manager of an AIF. These

should not need to register.

- There are some funds that use their own

proprietary funds (family funds) to invest in

startups. Given these kinds of entities don't

raise money from others and use their own

proprietary funds, they should be excluded from

the purview of the regulations

- Funds managed by Asset Reconstruction

Companies (ARC)

- Securitisation Trusts
Offshore funds may raise minuscule capital from
Indian resident employees and such capital
participation is occasioned only on account of their
employment with the fund and its affiliates. Also,
there may be instances of resident Indians investing
in offshore funds out of overseas funds or under
certain remittance schemes in accordance with
prevalent exchange control requirements; again,
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such capital forms a negligible portion of the total
corpus of the offshore fund. AIF regulations should
not be applicable in such cases.

B While Regulation 3 seems to suggest that only
funds which raise capital from India are within the
scope of these regulations, the definition is very
broadly worded and can include all types of foreign
funds within its ambit (irrespective of whether the
funds raise capital from India or not).

Exclusions (stated earlier) should be carved out of
the definition of AIF. In these cases, funds are not
pooled in the technical sense and as long as the AIF
they are investing with is registered, they should
not be required to register separately.

2(e) — Definition of HNI
HNIs are individuals or corporate and other legal
entities located in India or overseas who invest in
AlFs for a value of not less than Rs10 million.
B To delete
B Current definition does not include other
forms of non-corporate entities such as trusts,
associations of persons, Hindu undivided families,
family offices, et cetera. Since the minimum
threshold for investment has been duly specified in
AIF regulations there is no need to have a restrictive
investor definition for an HNI.

2(f): Definition of Debt Fund
B Todelete
B A PE fund should have the flexibility to invest
by way of debt and debt linked instruments in
both unlisted and listed companies. This is typically
a strategy followed by PEVC funds to balance
portfolio returns and mitigate risks and there is no
specific need for a separate category.

2(h): Definition of Private Equity Fund
® To revise to private equity fund means a private
pooled investment vehicle for making investments
by way of equity or equity linked instruments
(primary as well as secondary) or debt or debt
instruments in unlisted or listed companies, real
estate projects or special purpose vehicles (SPVs)
undertaking real estate projects, that are looking
for growth capital to expand their existing business,
enter new businesses and markets, finance a major
acquisition or restructure operations ownership.

B PE funds need the flexibility to invest in equity
linked and convertible instruments as it is difficult

EBI’
Draft AIF

S

to have fixed valuations for companies in their
growth stages, hence convertible instruments
enable promoters to get better valuations from PE
investors.

2(g) - Definition of Manager
A manager is a fund,or asset management company
of an AIF
Consider revising the definition to ensure it
does not extend to offshore fund managers and
advisors located outside India
B The definition should be narrowed down to
include only domestic managers. Including offshore
managers could create an overlap and conflict with
regulations of other jurisdictions.

2(i) - Definition of PIPE Funds
A PIPE fund is a private pooled investment vehicle
consisting of capital from institutional investors or
HNIs who primarily invest in shares of smaller-sized,
listed companies that find it hard to raise funding
through other sources.
B Todelete
B PE funds should be able to make PIPE
investments, hence the definition should be
modified
Besides, since PIPE investments are meant for
investing in listed entities, it may not be appropriate
to limit them to smaller companies or those which
are not able to raise funds through ‘other sources’.
PE may be an attractive alternative to public fund
raising and the discretion should be left to the
company and the investor to determine the priority
of such capital.

2(j) - Definition of Real Estate Funds
Real estate fund means a private pooled investment
vehicle from institutional or high net worth
investors for investing in real estate projects or in
project vehicles undertaking real estate projects.
B Todelete
B There is no need to have a separate category
for sector specific real estate funds. Instead, PE
funds could include funds that invest in the real
estate sector.

2(k): Definition of an small and medium
sized enterprises (SME) Fund
An SME fund is a private pooled investment vehicle
used by institutional, or high net worth, investors
for backing primarily unlisted entities, whether in



the manufacturing or service sectors, or businesses
that provide infrastructure or other support to
SMEs. Those SMEs which are listed or proposed to
be listed in SME exchange or SME segment of an
exchange

To delete
B The SME fund category can be merged with the
VCF category.

2(I): Definition of Strategy Fund
Strategy Fund means all those private investment
funds including any entity operating as hedge fund,
displaying any one or a combination of some of the
following characteristics:
- pooling of capital from institutional or High
Net Worth Investors for investment in securities,
derivatives and structured products;
- more diverse risks or complex underlying
products are involved.

To delete. We think that a separate set of
regulations should be created for hedge funds as
they have a different risk spectrum, and a very
distinct set of characteristics relating to leverage
and redemption that cannot be compared to PEVC
funds.

B A PE fund can follow several specific strategies
and therefore there is no need to have a separate
category for a ‘Strategy Fund.’

2(m): Definition of Venture Capital C
Fund”
“Venture Capital Fund” means a private pooled
investment vehicle from institutional or high net
worth investors for providing equity seed-capital to
start-up or new ventures or early-stage or to young
or emerging companies primarily involved in new or
unproven products or new or unproven technology
through undertakings that have not been publicly
listed.

The definition should be revised to: “Venture
Capital Fund” means a private pooled investment
vehicle for making investments by way of equity
or equity linked instruments (both primary and
secondary investments) or debt or debt instruments
for investing in:

- start-ups, early stage companies engaged in
innovation, development or delivery of new
products, technologies or services,

- small and medium enterprises (listed and
unlisted) as defined by the Ministry of Small and
Medium Enterprises.

B The revised definition reflects changes to be
included to incorporate other recommendations
made in this note. It also clearly provides the
businesses that will qualify for venture capital
classification which includes both SME's and social
ventures.

2(n): Definition of Social Venture Fund
Social Venture Fund means funds targeted towards
investors who are willing to accept muted returns
and invest in social ventures such as MFIs which
satisfy social performance norms laid down by the
fund.

The definition should be revised to: A Social
Venture Fund is a fund that invests in socially and
environmentally responsible ventures, including
microfinance institutions.

B Rather than defining a fund by its returns, it
should be defined by its investment objective.

Insert a new definition of a Fund of
Funds

A fund of funds (FoF) is a privately pooled
investment vehicle set up for investing in other AlFs.
B An FoF should be allowed to pool HNI funds
where the minimum investment should be Rs25
lakhs. For risk diversification, the maximum
investment by such a fund should be restricted to
25% of its corpus.

3 The scope of the regulations in the
concept paper will affect all AlFs irrespective of their
legal domicile, which raise funds from institutional
investors or HNIs in India, or their managers who
run the fund for investments in India. The AlFs will
also be subject to registration and oversight of the
board of directors.

Restrict the scope to domestic funds and
domestic managers of AlFs.
B The scope has an extraterritorial reach whereby
foreign funds and offshore managers have been
included. This could create an overlap and conflict
with regulations of other jurisdictions, leading to
complexities.
Further, it is unclear whether a manager (whether
domestic or offshore) will need to register under
these regulations or the investment advisor’
regulations which have been proposed separately).

4 (1) and (2) - Registration of AIF
Clarify the procedure for already registered

Serial number
B Sebi’'s draft

IVCA's proposed
changes

B [VCA's rationale

VCFs. Sebi suggests that the proposed rules
are a blanket provision for ‘all funds'. This may
inadvertently cover funds managed by ARCs,
securitisation trusts, or trusts created by managers
to allow employee participation.

4(3)
All applications should be made under the following
categories:
a. Venture capital fund
b. PIPE fund
c. Private equity fund
d. Infrastructure equity fund
e. Debt fund
f. Real estate fund
g. SME fund
h. Social venture fund
i. Strategy fund

These categories seem excessively prescriptive
for the rapidly changing business and investment
environment in India.
Ideally, PE should be the only category where
multiple investment strategies might be employed.
The regulator will attain its developmental
objectives of encouraging early stage investments
and social enterprise, et cetera without outlining
any strict micro-management. The list of categories
should be reduced to:
1. Venture capital fund
2. Private equity fund
3. Fund of funds
4. Social venture fund
The venture fund category could cover investments
in SMEs; a PE fund should be able to invest in
all sectors and PIPEs should also be available to
them; and all AlFs should be able to make debt
investments as this is generally part of their overall
strategy to balance a portfolio. A hedge fund with
leverage abilities and redemption obligations is a
very different category that requires a separate set
of regulations altogether.
B The PEVC industry heavily depends on various
risk mitigation strategies which comprise investing
across different sectors and stages of companies’
evolutions, diverse business and industry houses,
different geographies, stages of capital market
preparedness, et cetera. It is by adopting these
portfolio strategies that PEVC funds provide higher
risk-adjusted returns.
Any regulation that tries to restrict the flexibility
of investment across various risk dimensions hurts
funds' ability to generate good returns. It should
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be the prerogative of fund managers and investors
to devise strategies they deem fit. LPs have been
adamant about preserving their right to modify their
portfolio strategy to address investment situations
that may be affected by dynamic economic
environments; regulatory, government or tax regime
changes, which may take place over a fund’s life of
eight to 10 years.

If the purpose of categorisation is to channelise
incentives effectively, they can be administered on

a deal to deal basis rather than by categorising the
entire industry. PEVC funds may be asked to disclose
the category of each of their transactions at the
time of investment and the regulator would decide
whether to provide incentives or disincentives
depending on the category of the deal (for example,
VC or real estate deals).

If India domiciled PEVC funds cannot strategise as
as per changing market conditions, it will be natural
for LPs to lean more towards foreign funds which
do have the necessary flexibility.

A fund of funds should be allowed to pool HNI
funds or money from regulated financial institutions
where the minimum investment from an HNI is a
minimum of Rs25 lakhs. Such an FoF will only invest
in other AlFs. For risk diversification, the maximum
investment in one AIF could be restricted to 25% of
the total corpus of the FoF.

4 (5) The certificate of registration will
be valid for a period of three years from the
date of its issue
B We recommend that the certificate should be
valid for the tenure of the AIF.

The regulations should provide a 21-day timeline
within which an application for registration may
be accepted or rejected by Sebi. Also, the re-
registration of an AIF under a new scheme should
be deemed to be approved if no observations are
provided by Sebi in 21 days.

The application must state 9(1) AIF shall
state its investment strategy, purpose and
business model
B Afund’s investment strategy is the same as
its business model. The phrase ‘business model’ is
therefore redundant, and must be deleted.

To achieve superior returns all AlFs have to adjust
their strategies through means of risk mitigation
such as, investing across company size, sectors and
stages of capital market preparedness. They should
be able to retain this flexibility for up to 40% of
their corpus. A change of strategy should be backed
by LPs with a 75% majority

m Al AIFs work with the aim of maximising
returns from investments for the benefit of its
investors

10 (1) (b)
The AIF shall normally fulfill the conditions as
specified hereunder unless a separate requirement
has been specified for specific category of fund by
the Board:
(b) Fund size shall be specified at the time of
launch of the Fund. However, it may be revised
upward up to 25% after giving the Board suitable
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reasons.

Managers should be allowed to report a fund's
target size and its greenshoe option — or how much
the fund’s corpus could be revised by in the future
B The upsizing of the offering should be left
to the discretion of the fund managerlt will be
restrictive and may delay strategic decisions.

10 (1) (c)
The minimum investment amount for each investor
should be 0.1% of a fund’s corpus or a minimum of
Rs1 crore.

The percentage criteria should be dropped as
it might lead to investors having to increase their
commitment to a fund In case a fund holds multiple
closings. While a minimum contribution of Rs1 crore
in an AlF is fair considering the limited availability
of institutional capital in India, it might be ideal
to place the lower limit at Rs25 lakhs. This should
be applicable to all investors in an FoF which only
attracts institutional investors. This lower limit
might allow for greater risk diversification and
greater participation. The lower limit of Rs. 25 lakh
should be specifically for the FoF “category.

A lower commitment amount for the employees
of the investment manager, either directly or
through an employee trust should be permitted.
This exception already exists in the current VCF
Regulations.

B Given the higher risk weightage of AlFs,

a reduced minimum ticket size for an FoF will
facilitate greater risk diversification.

10 (1) (d)
(d) The sponsor of the fund, whether a trust or
a limited liability partnership (LLP), or a set of
directors (in the case of a company), shall contribute
a minimum of 5% of the fund's corpus. This amount
will remain locked in until the fund has been fully
redeemed.

The minimum sponsor commitment should be
no more than 1%. And all the terms for investor
should be the same.

B The high level of mandatory financial
commitments may not suit non-institutional
investors. This specification by Sebi is in stark
contrast to international regulatory practice where
sponsors’ commitment is typically 1% and not
mandatory.

Further, the lock in on sponsors’ commitments until
the end of the AIF’s term is not in keeping with

the international distribution waterfall method. A
sponsor also becomes an investor when he commits
capital to the AIF. They should be allowed to exit
pro-rata along with the other investors. Further, it is
imperative to note that all distributions from an AIF
are made pro-rata.

10 (1) (h)
The number of shareholders or partners in AlFs
constituted as companies or LLPs should be limited
to 50.

The maximum number of investors should be
capped at 1000.
B The restriction to 50 partners will severely
hamper the fundraising potential of AlFs structured

as LLPs or companies — the way in which most
funds are structured internationally.

10 (1) ()
AIF or managers should not sell individual assets of
investee companies for making a profit.

This restriction should be removed.
B The sale of individual assets is a decision of
the board of the investee company and not that of
the AIF for various reasons including to provide an
exit to the AIF or to improve the valuation of the
investee company, say through the sale out its non-
core assets, or to generate cash to meet liabilities
including towards the investor AlFs. This stipulation
will therefore be a hindrance on the means of
corporate structuring and the exit options available
to AlFs and should be removed.

11 The term of a fund
Funds should be close ended and the duration
of the fund should be determined at the time of
registration.

(1) The tenure of the fund should be a minimum
of 5 years. An extension of up to two years may be
permitted at one time. Such a move must have a
75% backing of the beneficiaries or unitholders.
(2) In the absence of consent of unit holders, the
AIF shall fully liquidate the fund within a one year
period following expiration of the fund term.

(3) If any of the investments remain unliquidated
at the end of a fund's tenure, the sponsor, manager
or designated partner should be liable to bear the
brunt of such investments.

The tenure of the AIF should be stated at the
time of its registration. The stipulated minimum
tenure of five years should be removed.

The extension of the AIF term should be as per
the discretion of the manager and it should be
stated at the time of a fund’s registration.

AlFs should be allowed to make in-specie
distributions on the same lines as currently
permitted under the VCF Regulations, that is by
obtaining the approval of at least 75% of the
investors, and the sponsor should not be liable to
take on the unliquidated investments at the end of
the tenure.

B The rationale for this recommendation is that
if a conflict of interest arises, investors will be
protected as they continue to enjoy returns from
the fund’s underlying investments, regardless of
the tenure of a given AIF. A maximum term may
also force the liquidation (sometimes at distress
valuations) of investments by a sponsor or manager
at unfavorable terms impacting investors' returns.
On the contrary, such a requirement might
encourage sponsors to cherry pick the best assets
at the end of a fund's term, possibly at distress
valuations which might be unfair to the other
investors.

A fund should remain a standalone
entity and no new investment schemes may
be launched after the initial registration

An AIF should be allowed to launch multiple
schemes under a single fund. If needed, fresh
registration for each new scheme can be sought.



Timelines for consideration of applications

and appeals against rejections should be
introduced. This will bring in greater certainty and
accountability in the application process.

B This seems to conflict with Sebi's concept
paper, which seemingly alludes to multiple schemes
being launched under one fund. Such a rule

could increase the time and bureaucratic costs
significantly for AlFs.

13 (1)- General investment conditions

and restrictions
All categories of AIF should be allowed to:

- Invest a third of the corpus in foreign entities
with substantial business operations in India
- Allow the purchase of secondary shares.
- Invest in equity, equity linked instruments, and
debt and debt instruments.
B The regulations are unclear as to whether a
VCF may invest by purchasing secondary shares.
This is also true of the regulations for PE funds and
some of the other categories proposed by Sebi. Very
often an investment is structured in such a way
that a fund buys securities from a promoter or from
another investor who wishes to exit an investment.
It should be clear that such investments are
permitted on the same basis as primary investments
in the issuer.

13(1)(d)
Board of AIF investors may specify criteria for
charging the performance fee of the managers of
AIF

The information memorandum within an
application carries detailed disclosures of the fees
that managers will charge. Investors take this
into consideration before making an investment
decision.
Regulators do not, normally, monitor compensation
structures for fund managers. Sebi should leave
negotiations of performance fee to fund managers
and their investors or LPs. Investors in alternate
assets are sophisticated enough to make such
decisions and do not need the comprehensive
protection investors in the retail category might
need.

13 (1) (e)
Any significant change in the investment strategy
or key investment team of a fund shall allow
the beneficiaries to reconsider their previous
commitments to an AlF.

To revise as follows:
Any material change in the composition of half
or more of the key investment team shall allow
the beneficiaries to reconsider their continued
commitment.
B Such a decision should be driven by the
majority of a fund's contributors and individual
investors may reconsider their decision to commit to
the fund going forward. However, such a situation
might lead to the size of the fund altering — which
too has several regulatory ramifications. Besides,
redeeming an LP who decides to withdraw from the
fund may be difficult if their contribution is caught
up in an illiquid asset.

Any change in investment strategy, needs the
backing of a minimum of 75% of a fund’s investors.
Strategy changes should also be re-affirmed by
those investors who choose to remain with the fund
This rule could prove onerous for institutionally
backed fund managers when there is a churn within
the industry’s professionals.

Further, a sponsor, manager or a fund’s affiliate
regulated by a separate regulatory authority in India
should be exempted from this rule.

13 (1) (g)
AlFs shall not invest in (i) Non-banking finance
companies (NBFCs) excluding infrastructure finance
company, asset finance company, core investment
company or companies engaged in microfinance
activity — in case the AlF is not a strategy fund),
(ii) gold financing (excluding gold financing for
jewellery) (jii) activities not permitted and under
industrial policy of the government of India (iv) any
other activity which may be specified by the Board
AlFs may invest in all NBFCs as defined under
the foreign direct investment policy issued by the
Department of Industrial Policy and Promotion
(DIPP) from time to time, provided however, they do
not invest in (i) NBFCs engaged in gold financing
(excluding gold financing for jewellery), (ii) activities
not permitted under the industrial policy of the
government of India or (iii) any other activity which
may be specified by the investment board of the
fund from time to time.
B The rationale for the suggested revision is to
ensure a level playing field for foreign and domestic
AlFs when they invest in NBFCs.

13 (2)
An AIF which has been granted registration under
a particular category cannot change its category
subsequent to registration.

To delete
B This condition should be scrapped as it is highly
restrictive and severely hampers the flexibility of a
fund to adapt to market conditions.

14 (1)
Commitment of fund manager or sponsor or a
designated partner

The manager or sponsor or designated partner
shall have an interest not less than 5% of the fund
which should be contributed by them and not
through the waiver of management fees.
This is a repetition of a previous rule to the extent it
provides for sponsor commitment.
It is an international norm for sponsor commitment
to be set off against management fees. However, if
such condition is desired, this can be added

14(3)
The manager, sponsor or designated partner shall
not co-invest in select underlying deals but the
entire equity interest shall be via a pooled fund
vehicle.

This clause should be revised as follows:
The manager, sponsor or designated partner may
co-invest in select underlying deals, provided such
co-investment is not on more favourable terms than

those offered to other investors in an AlF.

B A co-investment or a follow on investment by a
sponsor after an AIF exhausts its investment quota
should not be viewed as a conflict of interest, but
as reflective of the alignment of interests between
sponsors and the fund’s investors.

This restriction will prevent investee companies
from raising follow on rounds of funding from co-
investors, especially when a sponsor or manager is
part of a large Indian conglomerate.

14 (4)
Key persons shall devote substantially all their
business time to the fund.

This clause should be scrapped.
B AIF managers often run multiple funds of
different vintage simultaneously and no conflict
of interest arises as such. Often, members of a
fund’s staff will need to work on multiple funds.
It is impractical to have dedicated key persons for
each AIF.
There should be ample disclosure in an information
memorandum about individuals who will manage
the fund.

16 (1) - Investment conditions for VCFs
The clause defines the objective of a VCF. It outlines
the features of eligible investee companies as
being user of ‘new technology’ or with ‘innovative
business ideas’ and that such company should be at
‘early stage’ or 'startup stage’.

Clause 16(1) provides that a VCF should invest
primarily for providing ‘equity seed capital’ or
'minority stake'.

To be deleted since it is covered in the revised
definition suggested earlier.
W VCF investments are captured in their definition
and not by their ‘investment conditions.’
Additionally, companies that are in need of
significant VC funding may need to issue more than
a minority stake against capital to investors. This
amount could also be more than the equity seed
capital. These clauses would deny access to VC
funding for such companies.
There are no set parameters that lead a VCF to
invest in a given company. Set parameters could
deter investors who might be unclear on what terms
they might include or exclude.

16 (2)
Clause 16(2) indicates that the total investible
corpus of the VCF should be less than Rs2.5 billion.
This clause should be deleted.
B The limitation on size of a VC fund will deter
larger fund houses from setting up such funds. The
limits are much smaller than international standards
for such funds. Further, the rationale behind limiting
the size of a VCF is unclear.

16 (3)
The clause restricts VCFs from investing into
companies that are either (1) promoted directly or
indirectly by any of the top 500 listed companies
or (2) promoted by the promoters of such top 500
listed companies.

This clause should be deleted.
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B This will narrow the scope of potential
investee companies for VCFs. It is possible that
new technology is seeded by large companies for
diversification purposes.

Further, it is unclear whether a VCF (or for that
matter any other type of AIF) may invest by
purchasing secondary shares in an investee
company. An investment might also be made
through the purchase of securities from an
investee company's promoter or from an investor
who wished to exit an asset. Such investments
should be permitted on the same basis as primary
investments.

16 (4) and 16 (5)

The clause proposes that VCFs may invest by
way of acquiring only unlisted equity shares of
eligible companies
B Clauses 16(4) and 16 (5) should be revised as
under:

16. (1) At least 66.66% of the investible corpus of
the VCF shall be invested in equity or equity linked
instruments of the investee company.

(2) Not more than 33.33% of the fund can be
invested by way of (i) debt or debt instruments of
the investee company where equity investment has
been made; (ii) equity or equity linked instruments
of a financially weak company or a sick industrial
company, (iv) equity or equity linked instruments of
holding companies.

The clause takes away the flexibility available under
the current regulations of investing via a more
diverse set of equity linked instruments.

16 (6)

The clause prohibits issuance of warrants by
investee companies to VCFs
B This clause should be removed.
This sub-clause should be deleted and warrants
should be included within the definition of equity
linked instruments. Warrants also provide the
flexibility to investors to convert to equity. Further,
VCFs by virtue of other proposals contained in
Clause 16 of the draft regulations, would participate
in the risk capital of the investee company,
accordingly, and warrants facilitate such efficient
financial participation.
It is imperative that structuring flexibility is provided
to VCFs since it helps investee companies in raising
capital at improved valuations.

17 (1) to (4) Investment conditions for PE
Funds

This clause should be removed.
B PE Funds should have the flexibility to make
PIPE investments - a separate PIPE fund category is
not required. This sub-clause should be deleted.

18 (1) — Conditions for PE funds
A PE fund has been restricted to invest only in
unlisted companies and unlisted debt

The clause should be broadened to include
equity and equity linked instruments, and debt or
debt instruments in unlisted or listed companies.
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B This restriction seems to disregard that a PE
strategy might include investments in listed equities
and listed debt. The phrase ‘who are not able to
obtain funding through other sources’ should also
be removed as it may lead to misinterpretation and,
consequently, to operational issues.

18 (2) to (4)

(B) To revise 18(2) to 4) as under:
18. (1) At least 50% of the corpus of the PE fund
shall be invested (primary or secondary) in equity or
equity linked instruments of unlisted companies.
(2) A PE fund shall not invest more than 50% of its
corpus in the equity or equity linked instruments
of a listed company either by way of a preferential
allotment, Qualified Institutional Placement (QIP) or
by way of purchase of secondary shares.
(3) A PE fund shall not invest more than 50% of its
corpus in debt or debt instruments of an investee
company where the PE fund has already made an
equity investment.
B The phrase ‘proposed to be listed" is confusing
as all unlisted companies can fall into this category.
Also, a so called pre-IPO investment might become
a longer term investment if a company’s planned
IPO is delayed. Besides, a PE fund can make PIPE
investments, so the definition of ‘pre IPO’should be
revisited.

18(5)

The following provision to be added:
Notwithstanding anything contained in Sebi
(Prohibition of Insider Trading) Regulations, 1992,
an AIF may acquire listed securities of the investee
company and may be given access to non-public
information subject to following conditions:

(i) Access to non-public information is given under
a confidentiality agreement only for the purpose of
carrying out due diligence for proposed investment
by the AIF

(ii) If the deal is not consummated, the AIF shall be
prohibited from selling or dealing in securities of
investee company for a period of one year

(iii) If the deal is consummated, the AIF shall

be subject to lock-in restrictions as specified in
Securities and Exchange Board of India (Issue of
Capital and Disclosure Requirements) Regulations,
2009

(iv) The investee company and the AIF shall disclose
any acquisition or dealing in securities pursuant to

such due diligence as per the applicable regulations.

B A PE fund can make PIPE investments so these
investment conditions should be redrawn.

The phrase ‘proposed to be listed’ should be
deleted as it is confusing and technically all unlisted
companies can fall in this category. We have
elaborated on the types of investments that would
fall within the ‘listed’ exposure limit.

Further, the lock in period of five years seems
excessively long and impractical.

Trading Restrictions should only apply if
unpublished price sensitive information is provided.
The restricted period should be the time a company
takes to begin to comply with a listing agreement

by informing the stock exchange and publishing the
information.

Further, the five year lock-in proposed for PIPE
investments is unreasonably high. Information as
old as five years (the minimum tenure of a PE fund)
may lose its ‘price sensitive’ nature because it may
no longer be relevant or may already have become
public.

19(1) to (3) - Conditions for Debt Funds
This should not be a separate category for
a fund as the use of debt is only one of several
strategies that a PE fund might use.

20 (1) - Conditions for Infrastructure
Funds

We recommend that there be no sector specific
AIF funds.
B Sector specific investment strategies are not
usually sustainable, as was the case with the
Information Technology Fund and the Auto Fund
introduced by the authorities in the mid-nineties, for
instance. A PE fund could, by its own volition, invest
in a sector that seemed attractive and achieve the
same objectives of its investment allocations across
different sectors.
Infrastructure is defined differently by different
authorities (the government of India, the RBI, the
income tax department, et cetera). Infrastructure
investments should be encouraged in the broadest
sense and not narrowed down to one agency's
definition.
In the infrastructure sector, holding company
structures are prevalent owing to regulatory
requirements. It would then make sense to permit
PE funds to invest in holding companies.

Real Estate Funds 22 (1) (2) and (3)

We recommend that there be no sector specific
real estate funds as a PE fund would normally make
investments in the real estate sector
B Holding company structures are prevalent
in the real estate sector owing to risk mitigation
measures. Investments in real estate companies also
encompass holding companies since the end use
of such investments is often for projects in the real
estate sector, as in the case of infrastructure, assets
are not held directly by investors but through SPVs.

26 — General obligations of AlFs
(1) AlFs shall provide to the Board information for
systemic risk purposes (including the identification,
analysis and mitigation of systemic risks).

It is suggested that Regulation 26 (1) be made
consistent with Regulation 32 (1) and the obligation
of the AIF to submit information for systemic risk
purposes to Sebi should be limited to cases when
the regulator specifically asks for such information.
B |tis unclear as to when the information for
systemic risk purposes is to be submitted by the AIF
to Sebi. The requirement to submit such information
as and when required by Sebi is already captured
under Regulation 32 (1).



26 — General Obligations of AlFs
(3) The sponsor or manager of an AIF shall appoint
a custodian for safekeeping of securities of the fund
if AUM is over Rs5 billion.
Regulation 26(1) does not specify when the
information for systemic risk should be submitted to
Sebi. It is pointed out that Regulation 32(1) already
empowers Sebi to call for any information from an
AIF or its manager or sponsor or designated partner
or trustee or an investor or partner or its lender with
respect to any matter relating to its activity as an
AIF or for the assessment of systemic risk.
Hence, since the obligation to submit such
information under Regulation 26(1) is already
covered under Regulation 32(1), it is suggested that
Regulation 26(1) be deleted.

26 (4) - Performance fee or incentive
structure for managers at AIF shall be such
that it does not encourage excessive risk
taking or high leverage or high speculative
activities.

B This clause should be deleted.
®  The language is vague and might create
ambiguities.

27(5) - Avoidance of conflict of interest
B This clause should be deleted.
B This provision is unclear and should be deleted.
Adequate provisions relating to the reporting of fees
earned from related party transactions have already
been incorporated in sub-regulation 29(2) and 29(3)
of the draft AIF rules. Further, in certain situations
affiliates of sponsors or managers may genuinely
be market leaders with relevant experience and
expertise to provide value added services to the
investee companies and such business contracts are
in any case awarded on competitive pricing terms.

28 (1) AIF shall disclose through a
placement memorandum to a prospective
investor all material information about
itself.

B This should refer to AIF manager or sponsor
and not the AIF

B The information sought in Section 28(1) seems
to relate to a manager sponsor and not the AlF.

29 - Transparency and disclosures
AIF shall ensure transparency and disclosure of
information to investors on the following:
(1) AIF shall provide detailed financial, risk
management, operational, portfolio, and
transactional information regarding fund
investments.
B To revise as follows: AlFs shall provide
the summary of financial, risk management,
operational, portfolio, and transactional information
regarding its portfolio.
® This information is highly confidential to a
fund and its portfolio companies; besides, investors
might be bound by contractual confidentiality
agreements.
If proprietary information such as the financial

The Draft AIF Regulations have used the phrase, ‘equity linked
instruments’ but have not defined the phrase. We therefore
recommend the use of the definition the industry has been working
with under VCF regulations. Further, the definitions of ‘equity’ and
'equity linked instruments’ should be expanded to include ‘warrants’

and to permit investment in limited liability partnership (LLP)
interests or debentures issued by LLPs.

A definition of 'securitised debt instruments’ should be included in
the proposed rules.

position of a portfolio company, the price paid for
securities, et cetera. is disclosed, Sebi should not
publish it, except in an aggregated form as this may
endanger a firm's competitive edge. A requesting
member of the public should not be able to obtain
this information.

29 - Transparency and disclosures
(3) All fees charged to the fund or any portfolio
company by an affiliate of the manager, sponsor or
designated partner shall be disclosed.
B Add the following proviso: For the purpose of
this clause, ‘affiliate’ shall mean entities which are
under direct control of the manager, sponsor or
designated partner.

29 - Transparency and disclosures
(4) The manager, sponsor or designated partner
shall provide estimates of quarterly projections of
capital calls and distributions.
B This clause should be removed.
B Typically a drawdown or capital call is made
by an AIF when a potential portfolio investment is
finalised. Similarly, distributions to the investors
are also made as soon as the AIF divests from
a portfolio investment. It is often very difficult,
especially when investment and divestment
opportunities are few, to predict the timing of a
capital call or the prospects for distributions. While
an early capital call will cause the AlF to pay a
higher hurdle rate to its investors, a late capital call
may cause the AlF to lose a potential investment
opportunity unless it borrows funds. It is not
suitable or practical for an AIF to provide a schedule
for capital calls or distribution timings.
Such projections are tantamount to ‘forward looking
statements’ and run the risk of being inaccurate as
they are dependent on capital market conditions,
prevailing economic environment, regulatory
environment, investment environment and related
valuations.

29 - Transparency and disclosures
(8) Activities related to changes in the actual or
beneficial economic ownership, voting control or
changes or transfers to legal entities who are a
party to any related document of the fund shall be
disclosed to unit holders. Such activities include but
are not limited to:
a) Formation of public listed vehicles
b) Sale of ownership in the management company
to other parties

¢) Public offering of shares in the management
d) Formation of other investment vehicles

B |tis suggested that this requirement be
restricted to the sponsor or designated partner or
fund manager only.

B [tis unfeasible for an AIF to report changes in
all related parties’ documents of an investment.
Such ‘parties'to an investment would include
custodians, brokers, administrators, bankers et
cetera, and it would be unworkable to monitor
them all by the fund.

29 - Transparency and disclosures
(10) AIF shall provide financial information for
Portfolio Companies and Fund information at the
end of each year (within 90 days of year end) to
investors.
B |tis suggested that the time for such reporting
be increased to 210 days after the financial year end
B Most unlisted companies publish annual
reports in September, that is, 180 days after the end
of a financial year in March. Consequently, AlFs will
need a further 30 days to compile and supply this
information it to its investors.

29 - Transparency and disclosures
(11) Provide quarterly reports for portfolio
companies and fund information at the end of each
quarter (within 45 days of the end of the quarter)
to investors.
m  The frequency of such reporting should be
done bi-annually rather than quarterly and an AIF
should be allowed a further 90 days from the end of
the semi-annual period to report this information.
This is also because investments by AIF are illiquid
and there are few developments in the workings of
its portfolio companies that would merit quarterly
financial reports.
B Listing standards of reporting cannot be
applied to AlFs which often invest in unlisted
companies that rarely prepare quarterly reports. It
will be difficult for an AIF to gather such information
from its portfolio companies and compile it into
quarterly reports.

33(1)(c) AIF shall disclose its trading
practices or investment or trading
strategies
B The phrase, ‘trading practices or investment
or trading strategies’ should be replaced with
‘investment strategies.’
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A rethink by PR Srinivasan, Managing Partner, Exponentia Capital

Rebooting AIF
regulations

The key problem with the draft of the alternative investment fund (AIF) regulations is that it
undermines the raison d'étre of alternative funds — asset side freedom to choose from a variety
of high risk-high return strategies

In 1995, Sebi

was reluctant to
become involved
in VC regulation,
as the asset class
was not subject to
oversight of capital
markets regulators
elsewhere. It
believed that

its mandate for
protecting retail
investors had no
link to VC”

comparison of the history of the United

States fund management industry with

India is fascinating for the lessons

it offers on framing a progressive
regulatory regime. The US fund industry is more
than a 100 years old, and pre-dates the US
regulator, the Securities and Exchange Commission
(SEC) which was established only in 1933.

In order to appreciate the issues with the
proposed alternate investment fund (AIF)
regulation, it is important to understand that
funds need to be set up as pooling vehicles so
that they can be wound up easily so investors may
receive their share of the fund'’s annual profits. In
countries that have flexible company law (such
as Mauritius), funds can be set up as companies.
However, in most countries, including the US,
trusts and limited partnerships are the preferred
choices for a pooling vehicle.

When it started regulating funds, the SEC
decided to exempt small funds (fewer than 50
investors) from the regulatory ambit. It was the
SEC rules based on the number of investors that
led to the formation of the alternative funds
industry. Over time, funds that were sold to a large
number of retail investors were registered with
the SEC and became publicly marketed mutual
funds (MF), whereas unregistered funds (with
a maximum of 49 investors) became privately
marketed alternative funds.

A contrast between the Indian and US regime
for funds is that taxation in the US is not linked
to fund category, but is determined by the choice
of pooling vehicle. Any US fund (MF or AlF) is a
“tax pass through’ entity based solely on being
constituted as a trust or limited partnership.
Registering with the SEC has never had any link to
a fund’s tax status.

SEC regulations have required MF managers
build diversified portfolios, and in order to
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survive and compete alternative fund managers
have developed their raison d'étre — building
concentrated high performance portfolios. While
MF managers mitigated risk by diversifying their
assets, alternative fund managers mitigated risk by
diversifying strategies by responding to the market
environment by choosing from a variety of high
risk-high return strategies.

In contrast, the history of fund management
in India is very different and has been driven by
legislation. The first Indian fund was the Unit Trust
of India (UTI), a government monopoly set up as a
tax-exempt trust by an Act of Parliament in 1963.
Although the government abolished licensing
requirements for fund managers in 1991, it didn't
follow through and create a flexible pooling
vehicle framework suitable for the fund industry.
Also the Indian tax regime didn't delink from the
UTl legacy. So when private sector MFs were
allowed in 1993, they were given "tax-exempt’
status similar to UTI and other public sector MFs.

In 1994, the government compounded its error
by creating a "tax pass through' regime for VC
funds, effectively linking taxation to fund category.
To make things worse for the VC industry, the
government insists that tax pass through is a
concession that needs to be extended to deserving
funds only. For the last 17 years, the VC industry
has not been able to convince the government
that the tax pass through status is not the same
as being tax-exempt. So an asset side compliance
regime that determines whether the fund deserves
tax pass through status continues to be part of the
tax code in India.

In 1995, the Indian capital markets regulator,
the Securities and Exchange Board of India (Sebi),
was persuaded to create a regulatory regime
for VC funds. Sebi was reluctant to become
involved in venture capital regulation, as this
asset class was not subject to oversight of capital



markets regulators elsewhere. Besides, Sebi
believed that its mandate for protecting small
retail investors had no link to venture capital.
However, the industry was enthusiastic and had
high expectations of Sebi, a modern institution,
hoping that an enabling VC fund framework
might be created. Unfortunately, Sebi accepted
inputs from the tax code and incorporated asset
side compliance requirements into regulations.
The industry responded by moving offshore and
the share of capital managed by domestic fund
managers has, since, declined sharply.

Over a period of time, the taxation regime
has become linked to Sebi registrations, with the
unintended effect of converting registrations into
de-facto licensing. From the beginning, the tax-
exempt status for private sector MFs depended
on Sebi registration. Since 2000 even the tax
pass through status for VC funds has been linked
to Sebi registration. Effectively all funds, big
and small, had to register with Sebi either as a

KEY CHANGES REQUIRED IN AIF REGULATIONS

As explained in its concept paper for alternative funds, Sebi should
only impose mild regulation.

Sponsor contribution: Sebi must abandon its ideas on minimum sponsor
contributions. Even MFs that raise capital from retail investors are not subject to
such regulations. Sebi should encourage smart managers, not cash rich managers.

Eligible investors: Alternative funds should not be allowed to target public
investors. However, specifying a minimum subscription threshold of Rs1 crore
doesn't achieve this objective. It would be better to follow international practice
and specify networth requirements to identify investors (‘accredited investors’ as
defined in the US) in alternative fund products. Investors with high networth can
afford to hire advisors who can help them evaluate alternative funds. A regulation
that allows an investor with a networth of 32 crores to invest half of his or

her networth in an alternative product cannot be desirable. Allowing smaller
subscriptions by investors with networth of ¥4 crores or above is more practical.

Marketing: Industry must persuade Sebi to focus on marketing alternative funds
and preventing mis-selling. Industry should propose that alternative funds have
KYC obligations to eliminate mis-selling and should follow guidelines to assess the
source of income and enforce anti money laundering and terrorist financing laws.
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INDIAN FUND HISTORY

Unit Trust of India (UTI), the first Indian fund set up by an Act of Parliament as a government monopoly. It
was tax-exempt and could invest in unlisted and listed securities

SBI Mutual Fund set up. Public sector banks, GIC and LIC follow and enjoy tax exempt status like the UTI.

First VC fund, Venture Capital Unit Scheme | (Vecaus I) set up as a UTI fund managed by TDICI (now ICICI

Venture)

First private sector mutual fund — Kothari Pioneer set up under the same tax status.
Sebi publishes Mutual Fund Regulations (later revised in 1996)

Mauritius based funds register as Flls

The Central Board of Direct Taxes notifies the ‘pass through’ tax regime for VC funds

Mauritius based PE funds such as Indocean, HSBC PE and Oppenheimer are set up

Sebi publishes VC guidelines

Sebi publishes foreign venture capital investment (FVCI) guidelines and says registration is enough for VC

funds to get tax pass through status.

UTI loses its special status and comes under SEBI

Investors in mutual funds are exempt from long term capital gains tax (LTCG); listed securities exempt from

LTCG; securities transaction tax introduced

Pass through status for VC funds restricted to nine sectors.

SEBI publishes draft AIF guidelines for discussion (to replace VC guidelines)

iim—

Collective Investment Scheme (CIS), or a VC fund,
or Portfolio Management Scheme (PMS). As CIS
funds cannot invest in securities, only art funds
have sought registration under this framework.
Meanwhile, real estate funds and private equity
(PE) funds have been able to register under the
VCF framework, but other alternative funds
pursuing hedge fund-like strategies had no choice
but to register under the PMS regime. However,
as compared to the PMS scheme, investors in VC
funds have at least been able to enjoy the benefits
of having a pooling vehicle.

Anyway, the tax-exempt status of MFs (see
box: Indian fund history) and tax exemptions for
mutual fund investors have marginalised all other
types of domestic funds, which are uncompetitive
for raising capital from high networth individuals
(HNI), corporates, banks and institutional
investors. If you were an HNI or an institutional
investor where would you rather invest? Less risky
tax-exempt MFs, or highly risky alternative funds
subject to high taxes?

In publishing draft regulations for alternative
funds, Sebi has moved from being a reluctant
regulator of VC funds, to an enthusiastic regulator
of alternative funds. However, its actions should
be no surprise as they are in line with the
international trend of regulators demanding that
alternative funds register in order to monitor and
control systemic risk.

But the key problem with the draft alternative
investment fund (AIF) regulations is that they
seek to undermine the raison d'étre of alternative
funds — the ability to choose from a variety of
strategies. The draft proposes nine fund categories
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and specifies detailed asset side compliance
requirements for each. Such categories don't exist
anywhere in the world and have no place in the
regulations. While international regulators are
seeking to impose Know Your Customer (KYC)
norms on large AlFs (usually above $50 million)
and monitor their use of leverage, the current draft
of AIF regulations narrowly defines what kind of
assets alternative funds can invest in and restricts
alternative fund managers to one strategy for each
category.

Asset side compliance is a legacy of the tax
policy and public discussions on AIF regulations
are the first major opportunity for the industry
to seek a paradigm shift in the regulatory
framework, which has been deteriorating over
the last several years. There are other issues in
the draft AIF regulations that need attention (see
box: Key changes required in AIF regulations) but
the core concern is the need to reject asset side
compliance.

It would be an error to soft pedal response to
the proposed regulations assuming that offshore
managers may not be covered. In its search for
regulating systemic risk, it is only a matter of
time before Sebi proposes changes to the existing
foreign venture capital investments (FVCI) regime
making registration mandatory for offshore funds
too. An industry forum needs to be forthright
about these fundamental issues. Otherwise,
another 17 years later, we will still be writing
articles about the same issues. =
PR Srinivasan, a private equity professional, has been

investing in Indian markets since 1992. The views expressed in
the article are his own
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The Indian Private Equity and Venture Capital Association (IVCA)
launched its News magazine RIPE - in October 2010

The Magazine covers issues, developments and advocacy of the PE/ VC industry and
features articles and interviews by top industry leaders, as well as entrepreneurs who have
done well thanks to Private Equity and Venture Capital.

RIPE reaches out to a niche’ audience, of regulators, top-flight opinion makers, industry
leaders, policy makers, PE/VC professionals, influencers and academia;

RIPE is an excellent medium for advertising your Products/ Services/ Deals in the PE/ VC
industry.

RIPE reaches ultra high net worth individuals, start-up ventures and the largest corporate
who have either been funded or are seeking funding.

The News Magazines are available on the IVCA Website::'www:indiavca.org
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~ VENTURE CAPITAL
AND INNOVATION

Innovation and entrepreneurship are important levers for the growth of any
economy. The examples of nations like the US and Israel are cases in point on
how VC has played an immense role in transitioning large nations into high

growth orbits, says Kunal Upadhyay

role of venture capital (VC) in fostering

innovation, it is important to get behind
us a few relevant academic insights on its
historical role.

B efore | share my thoughts on the potential

Patents are often seen as indicators of innovation
within an enterprise or a nation. Studies and
research carried out across the world by leading
researchers suggest that VC-backed enterprises
have been responsible for a disproportionate
number of new technologies and patents.
According to a study of patent data, Josh Lerner,
a professor at Harvard Business School found that

venture dollars were ‘three to four times as potent’
as corporate research and development (R&D)
in encouraging innovation. He found that while
total VC investment averaged less than 3% of
total corporate R&D dollars during the 1990s, they
contributed to more than 15% of patent filings.
However, a more relevant indicator of innovation,
according to many economists, is Total Factor
Productivity (TFP), a variable which accounts
for effects in total output not caused by inputs.
If all inputs are accounted for, then TFP can be
taken as a measure of an economy’s long-term
technological change or technological dynamism.
A study by US business academics, Masako
Ueda and Masayuki Hirukawa, across various
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Kunal Upadhyay co-founded CIIE Initiatives, a non-profit incubator in 2008, where
he now serves as chief executive. The organisation aims to invest in new ventures
to engender a robust entrepreneurial ecosystem in India in the long run.

Upadhyay has raised an incubation fund with a corpus of about $3 million at
CIIE, and is currently setting up a $10 million incubation fund focussed on the
cleantech sector. He has led the incubation and mentoring of more than 20
early stage companies across sectors and been instrumental in conceptualising
and implementing several major initiatives at CIIE with names such as
iAccelerator, Power of Ideas, MentorEdge, Renewable Energy Search and Stay
Hungry Stay Foolish.

He has also co-founded Sarvajal, a social enterprise aimed at providing clean

drinking water. He has had his share of entrepreneurial failure (aka ‘learning’,
he says) in setting up a campus social network start-up that he bootstrapped

for a year.

Kunal earlier worked as a consultant across continents for Citigroup on projects
including strategic cost management and operational re-engineering. He later
worked at American Express on restructuring operations and entry into China.
Kunal has an MBA from IIM (Ahmedabad) and a Bachelors degree in technology
from IIT (Madras).
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NOTWITHSTANDING THE
COUNTERVIEWS AND
DISCONTENT OF MANY
ENTREPRENEURS, | STRONGLY
BELIEVE IN THE POTENTIAL OF
VCS IN SPURRING INNOVATION”

industries reveals that VC investment lagged
behind TFP growth by two years in the world's
largest economy. And follow-on rounds of
investment caused a decline in TFP in the first
year. In other words, VC slowed down innovation.
Additionally, they found that delayed TFP growth
is correlated with the first round of VC funding.
That essentially means money goes where the
innovation is, not the other way around.
Irrespective of Ueda's claims, a study of Silicon
Valley firms by Hellmann and the academic Manju
Puri offers interesting insights on the role of VC in
expediting the commercialisation of innovations,
i.e., bringing innovative solutions to market.
Innovation and entrepreneurship are important
levers for the growth of any economy. The examples
of nations like the US and Israel are cases in
point on how VC has played an immense role in
transitioning large nations into high growth orbits.
Notwithstanding the counterviews and
discontent of many entrepreneurs, | strongly
believe in the potential of VCs in spurring
innovation.

Defining innovation

| think we need to better define the word
innovation for us to take my argument to a
conclusion. To begin with, let me make a few
exclusions.

First, we exclude from our consideration,
innovations such as the Groupon-clones, the
Facebook-clones and many other such clones
— unless they have done anything substantially
different from the state of the art. Not taking
anything away from these cloned ventures, | respect
each of such venture's commercial value proposition
and significant customer traction. While | make
this exclusion, | do include the e-commerce or
internet business model innovations — which are no
technology breakthroughs but fit the definition of
innovation well.

In effect, any disruptive change whether
technological in nature or just a change in
business model, qualifies as an innovation.

Let us also exclude lab stage inventions —
typically with no clear understanding of the need
of the customer — as well as those that will have
limited utility, for a small group of customers.

Excluding the first group is primarily to remove
unnecessary data - as these do nothing apart from
proving that VCs also invest in non-innovative and
incremental innovations.



VCs are commercial entities and must get the
necessary returns. As long as the opportunity is
big enough and can absorb several such clones,
VCs do not and should not resist investing is
such ventures. | firmly believe that investments in
seemingly non-innovative ventures can also have
a direct positive effect in building an ecosystem
for innovation. Of course, an unfunded innovative
venture will have to create a disruptive solution
using its limited resources to improve an existing
solution by a less innovative venture, and in the
process carry out innovation.

The second exclusion is more obvious and not
something that a VC is mandated to do. They might
do that once in a while to develop an innovation
ecosystem but nothing compels them to.

What we are left with is a set of innovations
—and some may still be at their developmental
stage — that will be substantially different from the
state of the art solutions, and due to the inherent
advantages in terms of cost, efficiency, usability, et
cetera, have the potential of being adopted by the
targeted users of the solution.

Support from VCs

The process of creating innovation often

requires significant capital up-front and there is
tremendous uncertainty around achieving desired
objectives and being accepted by end users.

These innovations most often come from start-
ups rather than large corporations, and are created
in an environment of constrained resources. Start-
ups aim at capturing the market opportunity by
commercialising innovations. The capital required
to develop and commercialise a new idea is often
hard to obtain from conventional sources of debt
finance. This is where the role of VC becomes most
pronounced. This is where the role of VC becomes
most pronounced.

VCs also bring strategic direction and business
capability to entrepreneurs — very often groups
of young technology innovators and engineers.
They might bring along industry networks and
experience, and offer external perspective to rid an
innovator of the myopia they can be vulnerable to.

In this sense, VCs do mitigate the risks involved
— be it execution risk, regulatory risk or business
risk — in commercialisation of an innovation and
its adoption by the end users. Despite what the
studies might suggest, VCs have an overall positive
role in fostering innovation — in the start-ups’
business models at the very least.

VCs' appetite for technology risk is an oft
debated topic. Over the last few years the
growth of the internet, mobile applications and
e-commerce investments (things | would qualify
more as business model innovations — typically
of incremental nature - rather than disruptive
innovations) makes one think that VCs have
been shying away from supporting hard core
innovations. Globally, in 2010 biotech, medical
devices and cleantech together received close
to half of all investments made by VCs. These
sectors involve a high amount of technology risk
— something that investors globally are willing to
take. Usually.

The Indian context

Things are very different in India, though. VCs
continue to focus primarily on business model
innovation rather than technology innovation.
It is good to see more VCs beginning to look at
early stage innovation. However, these numbers
are abysmally low. How many of our VCs can
boast of having made investments in the
high-tech investment areas such as cleantech,
biotech and medical devices? How many of
these investments have been made at pre-
commercialisation stage?

There is of course a lot more that VCs can do to
foster innovation in the high-tech space in India.
Of course, each VC has its own mandate and
competencies and it would be foolish for one to
expect a predominantly internet-focused VC fund to
make an investment in the medical device sector.

One must also understand the lack of
appropriate common infrastructure that can be
used by non-IT tech ventures resulting in higher
risk, as compared to in developed economies.
Not just investment mechanisms but an entire
ecosystem to promote non-business-model-
innovations (aka technology innovations) in high-
tech areas is required. VCs alone will not have the
appetite to take technology risk involved in these
ventures. The government, on the other hand,
cannot keep working through grant schemes to
promote innovation in these sectors.

Drawing a leaf from the success of Israel’s Yozma
Programme, the risk-appetite of the government
needs to be combined with the financial rigour of
VCs, to create a new class of venture investors —
ones that may be more open to taking technology
risk in sectors of national importance — thus
fostering innovation in the true sense. m

THE CAPITAL REQUIRED
TO DEVELOP AND
COMMERCIALISE A
NEW IDEA IS OFTEN
HARD TO OBTAIN
FROM CONVENTIONAL
SOURCES OF DEBT
FINANCE. THIS IS
WHERE THE ROLE OF
VC BECOMES MOST
PRONOUNCED"
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IVCA is very excited about partnering with industry
association, Confederation of Indian Industry (CII).

The initiative will ook at the holes in the venture
ecosystem in India where networks, funding and
mentoring can be hard to access. This scenario has
led to the two industry associations to join hands
in producing initiative to address the Ecosystem:
Transforming the Entrepreneurial space. It needs
no rocket scientist to fathom that the ecosystem to
encourage entrepreneurship is poor. As far as the
entrepreneurs are concerned; they lack access to
networks, funding, mentoring and last but not the
least societal encouragement. At the same time,
Angels, VCs and impact investors find it difficult to
find viable projects to deploy their funds. CII has
conceptualized a unique initiative to encourage
technology led startups in India, as this is where the
future is in an increasingly knowledge led world.

In accordance with IVCA's mission to promote the
development of venture capital and private equity
industry in India and to support entrepreneurial
activity and innovation; the IVCA is partnering with
Cll, Zee Business, MSME and other partners in this
nation building initiative which intends to address

this issue at various levels: creating a platform where
technology led startups, social entrepreneurs, Angels,
VCs, impact investors and industry could interact;

an exposition where the startups could showcase
their innovations; an award that would create a pull
effect; a publication to capture the technology led
entrepreneurship space to provide inputs on policy
to the government and connect the startups to
government funding.

We intend to reach out across the length and
breadth of the country to source technology led
entrepreneurs, have the Angels and VCs select the
startups for funding and have them groom the
startups for the awards and mentoring. To have a
greater impact the entire process will be captured and
telecast by ZEE Business. This will help create a buzz
and slowly but surely transform societal perceptions
about technology and entrepreneurship. All venture
capital firms are welcome to join this unique initiative
that addresses the issues end to end and involves all
the stakeholders.

If you are a Venture Capital firm and seek to be a part of this
initiative, please get in touch with: Mr. Ajay Bhattacharyya,
ClI (ajay.bhattacharyya@cii.in) or Mr. Monce C. Abraham,
IVCA (monce@indiavca.org)

Data aggregator teams up with IVCA

IVCA teamed up with data and research aggregator,
Capital 1Q, to offer all its members a free one month
trial. Capital 1Q is used by more than 4,300 firms,
including the world's leading private equity investors,
fundraisers, limited partners, and corporations
globally. It is an essential resource for PE firms
looking to streamline their research processes,
discover investment opportunities, manage portfolio
companies, locate industry professionals and limited
partners, and find potential exit opportunities.
Capital 1Q provides the highest quality information
available on both public and private capital markets,
including financials, transactions, comparables,
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officers and directors, advisory relationships, key
developments, filings, estimates, and much more.

The combination of deep information, easy-to-use
research tools, and powerful analytics enables private
capital investors and partners to enhance deal flow,
evaluate opportunities more efficiently, and add value
to portfolio companies.

The offer is valid for the next 6 months, and IVCA
members can enroll until March 2012. For more
information on how to register for a free trial, or
how Capital 1Q can help you, please contact sales@
capitalig.com with ‘IVCA offer’ in the subject line.



RPEI-IVCA promote PEVC research

IVCA has teamed up with Research PE India (RPEI)
which offers industry intelligence to the private equity
and venture capital industry in India. Their goal is to
help businesses find all the information they might
need to make investment decisions, build businesses,
plug into market trends, increase sales, develop
networks, and fund new ideas. Their clients include
entrepreneurs and buy-side clients from the PEVC
industry. They also track customer specific information
in financial and non financial domains.

Continuing its strong partnership with UK-based trade
publisher, Private Equity International (PEI), IVCA is
proud to once again play co-host at the fourth Annual
PEI India Forum. The event has grown to become the
premier annual gathering of private equity and venture
capital professionals in India. As exclusive forum
partners, IVCA members will receive a 15% discount on
the full delegate rates.

PEI focuses on the alternative asset classes of private

IVCA

In the coming year, RPEI will work on offering deal
and transaction case studies to RIPE which capture the
specific roles played by the PEVC firms across various
stages of corporate development in this country.

The team at RPEI has more than 20 years of
management experience working for investment banks
doing buy side research, gathering corporate market
intelligence, carrying out competitive and valuation
analysis, and working on business development
projects.

SdIHSY3IN1dVd

equity, real estate and infrastructure globally. It
publishes five magazines alongside five news websites,
manages an extensive set of databases dedicated to
alternative assets, runs 24 market-leading conferences
globally, publishes a library of over 25 specialist books
and directories and has a significant training business.
The publisher is also offering a 20% discount to IVCA
members on its publication, PE Asia, an offer valid until
of this year.

IVCA, McLagan put heads together

IVCA organised a half day event called India Private
Equity Human Capital Forum in partnership with
global human resources consultant, McLagan, this
July. The attendees at the event discussed business
and reward trends, workforce issues and solutions
from global, Asian and Indian perspectives. The event
was attended by over 25 members from across 12 PE
organisations such as IDFC, Aditya Birla, Multiples,
New Silk Route, India Value Fund, Avendus, NSR
Advisors, Kotak Private Equity, among others.

The opening address from Mahendra Swarup,
president of the IVCA was followed by interactive
discussions between McLagan consultants and
industry players from private equity and venture
capital businesses.

Brian Dresch, global head of the PE business from
McLagan shared his insights on human capital — a
term used to describe the economic value of the
stock of competencies, knowledge and personality
attributes embodied in an organisation. He talked
about the challenges in the sector including the kinds
compensation structures, incentive and carry interest
plans, and how they worked. McLagan also held a
session on specific Asia and India business trends.

Human cap study

As a follow up to this event, the IVCA will continue
to partner with McLagan in formally launching a

PE compensation and carry plan survey, expected

to publish later this year to promote global best
practices in India. The study, the first study of its kind
in India, will offer views on human resources issues
of the PE industry in the country.

McLagan and IVCA believe that businesses in
India could learn more about attracting, managing
and retaining talent. The study will also provide
viewpoints on organisational compensation
benchmarking, carry plans and company
investments.

The HR specialist came to India in 2005 and
has since been working on increasing its presence
here. The company leverages its close ties with
international firms and has a strong understanding
of local market players in the financial services
industry including banking, asset management, non-
banking financial companies, wealth management
and insurance sectors. The company has also worked
with several US and European funds.

The inclusive fees for this study for IVCA members is
Rs1,00,000, and Rs 1,50,000 for non-members.
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BRIDGING
CHINA AND INDIA

INNOVATION

It is taken for granted that Asia is too

big a story for Western venture investors
to ignore. What if this changes? Is

there anything else that attracts foreign
investment to the continent? Singaporean
venture specialist, Tan Yinlang tells
Ripe that in a difficult economic climate,
China and India — the biggest components
of the Asian growth today — can work
together to maintain investor interest and
secure the industry’s future

n the US the private equity and venture capital industries have been
around since the early half of the twentieth century. In India and China,
however, they only emerged in the last decade and have followed very
Tan Yinglan heads the projects department at the similar trajectories.

National Research Foundation in Singapore’s prime For instance, the Chinese venture capital industry reached an
minister’s office. He also heads three government important milestone when travel site Ctrip.com International Limited debuted
I SRR 0 With 2 budg€lbFS3350 million. its shares in Nasdaq. Soon, Indian online travel booking firm Makemytrip.

He has also served as a hoard member of six early . . '

SRR tin s, and as tilficst director of 3i com followed the act. We are seeing large Indian corporates’ funds such as
Venturelab China, a joint-venture between private Tata Capital and Reliance Ventures taking their interests abroad — but for
equity firm 3i and INSEAD. Chinese VCs, the domestic market remains focal. China has a larger number
of corporate VCs such as Acer, Nokia and Disney (Steamboat). But what can

Yinglan was also a special assistant to the chief . . . Lo
I R S L L E Ll theglobal tech firm's venture arm, Intel Capital, which has been active in both

Cynthia Friedman Fellow. During graduate school at India and China, teach them? Can Indian corporate funds model themselves
Stanford, he had co-founded, raised angel funding after Intel?

and sold an online dating startup — which is still

featured as a case study at Stanford University. Working together for the two countries will not be the easiest of tasks,

given VC operates differently in Asia to the West and, even within Asia in

Yinglan has written the_b°|?ks The Way of the VC: China and India. Moreover, general partners in India, at least, are themselves
Having Top Venture Capitalists On Your Board; new to the country’s VC ways. As the PEVC markets grow in India, people who
and Chinnovation - How Chinese Innovators are b . di . h fter their stints in similar iob
Changing the World, a book dedicated to China’s yvere orn in India are returnlng to t' e country a} 'ert eir stln'fs In similar ]9 S
unique approach to innovation. in the West. They are, Tan says, ‘coming back to join the scene’ and that this

has had mixed results because: “it is important to know the local culture and
build up a network.”

Meanwhile in the uncertain economic climate, mergers and acquisitions
that would usually fuel an exit strategy in developed Western markets are
not always possible: “and lower returns could be a concern for some fund
managers,” Tan says.

He has been invited by the IVCA to speak at events
in Delhi on December 19; in Bangalore on

December 21 and in Mumbai on December 23.

For more details on times and venues
please contact prerna@indiavca.org
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Changing times

Asia is seeing a transition to venture capital-
backed businesses from home-grown ones. It

is interesting to observe how — although the
industries in the East and the West work on more
or less the same principles of risk and investment —
they tend to differ in many ways: “In such a way,"
Tan says, “that they tend to do later-stage deals
and invest in the later rounds.”

For instance, the successful, and in some
books iconic, US venture fund, Kleiner Perkins
(KP) currently holds 30 pre-revenue companies
in its portfolio. The KP office in China, on the
other hand, follows a completely different mantra
— never invest in companies without revenue,
unless an extremely convincing revenue model
and clear customer absorption rate already exists,
he says.

Does this mean Asian VCs are less willing to
take on bigger risks to their US counterparts, or
are they only following a different course because
they have to juggle several balls — new types
of risks (including those arising from regulatory
uncertainty), their own relative inexperience in this
neck of the woods, and underdeveloped markets?

Cheap not chic

Tan believes this attitude to risk taking is also
determined to some extent by the fact that many
Asian startups are not developing the very highest
technology in the world but they are thinking up
innovative ways of modelling their businesses.

Tan, a Singaporean, has observed that the strength
of indigenous Chinese businesses is to capitalise
on those phases of innovation that have really
reached maturity and are being offered to the

masses in China — but at lower costs. “It's what |
call the pressure point principle,” explains Tan.

“They look at the foreign multinational
companies — Haier (a home appliances
manufacturer), for instance — and they look at
where the armour is the weakest, and then they
focus there by competing on cost, then they chink
off the weak points,” and before you know it, they
are slowly crawling up the value chain.

China’s reverse innovation may not be cutting
edge, but it is cheap and highly consumable.

Looking ahead

The next stage to watch out for is Indian
corporate funds taking an increasingly
international approach, looking for investment
opportunities in China, but, he says, “the high
valuations in China, intense competition and
the relative lack of understanding of Chinese
businesses by Indian corporate venture funds will
be prohibitive.”

This scenario is only too familiar to foreign
investors already in India.

Would Chinese VCs want to invest in India
too? And, might they then want to take these
businesses back to China? Tan isn’t so sure. He
thinks that if it indeed is a possibility it will take
time to materialise. China’s VCs are focussing on
home, for now.

“But this will change with the appreciation
of the RMB," or as the currency acquires
greater purchasing power overseas, “the need
for branding and innovation, the increasing
competition domestically and the escalating cost
in China, there is likely to be greater interest
overseas.” he says. m

CHINESE
BUSINESSES LOOK
AT FOREIGN
MULTINATIONAL
COMPANIES

— HAIER, FOR
INSTANCE —AND
THEY LOOK AT
WHERE THE
ARMOUR IS

THE WEAKEST,
AND THEN THEY
FOCUS THERE BY
COMPETING ON
COST, THEN THEY
CHINK OFF THE
WEAK POINTS”

Register for these
sessions in Mumbai,
Delhi or Bengaluru
by writing to:
prerna@indiavca.org
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. New Delhi
Tan Ylnglan on 19th December

‘HOW TO BRIDGE e

CHINN AND ]l’)a]a o
INNOVATION

In 2010 Indian private equity and venture capital was in boisterous health with firms investing 7.97
billion dollars in 325 deals, compared with 4.07 billion dollars and 290 deals in the previous year.
But integration into the Asian (most notably China) and global markets is an emerging trend for
Indian entrepreneurs, if they are to exploit these opportunities to their full potential, and drive the
returns necessary to maintain investor interest and secure the industry’s future.

Tan Yinglan, Head (Projects), National Research Foundation, Prime Minister’s Office (Singapore)
will share some insights into how China and India can work together to create innovative
companies that will make the world a better place.

India can also learn from some of the lessons of China enterprises in innovation.

Who should attend?
m PE VC Leaders interested in driving the growth
of their investee companies

m Corporate looking to extrapolate the learning
from successful companies in China, to their
Indian companies

m Directors on Boards of high growth
companies seeking to take the organization to

" the next level
(il m Entrepreneurs who want to emulate the
\mﬁfﬁmn success of their Chinese Counterparts

Delegate IVCA Members Non - IVCA Members

1 Delegate INR 7,500 INR 10,000

2 Delegate INR 13,500 INR 18,000
Tan Yinglan is the Head (Projects), National Research Foundation, Prime Minister’s ST Lo e i
Office (Singapore). He oversees the National Framework of Innovation and * For every confirmation for 3 delegates from an organization,
Enterprise, reporting directly to the Research, Innovation and Enterprise Council the 4th delegate gets a complimentary pass.

chaired by the Prime Minister.

Yinglan is also the author of The Way Of the VC: Having Top Venture Capitalists On P.lease do send in your .Conflrmatlons at th.e ear“eSt.’
Your Board.(Wiley, 2009) and Chinnovation - How Chinese Innovators are Changing since we only have a window of 75 seats in each city.

the World (Wiley 2010). His book, The Way Of The VC, is used as a teaching text at Cheque/Demand Draft to be in favour of “IVCA Consultancy
various business schools. Chinnovation has been ranked #1 on Amazon.com on

April 12, 2011 in the Business & Investing (International) category. Pvt. Ltd.” (payable at New Delhi) at the following address:

Yinglan has been named as a Member of the World Economic Forum’s Global Prerna Mehta

Agenda Council on Fostering Entrepreneurship in 2011, a Leader of the Next Assistant Vice President -
Generation at the Symposium for Leaders of the Next Generation (STARS) in 2011 Marketing and Events

and one of 100 Leaders of Tomorrow by the St Gallen Symposium in 2010.

A Certified Risk Analyst, Yinglan was educated at Harvard (as a JFK Fellow), I \ / C A 2’(7:AP - v tVih
Stanford (Masters in Mgmt Sci.) and Carnegie Mellon (Dual Degrees in ECE BT P BT -/, raschimi iarg, vasant vinar

and ECOnS). & VENTURE CAPITALA SSOCIATION NeW Delhl _ 110057
Phone: +91- 11- 46160389
Email: prerna@indiavca.org

’
Supported by: * .ﬂdm Angel Network
- -
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VENTURE
BOARD

Enabling Investments.
Creating Opportunities

The salient features of IVB deal corner

e |VBis Indian venture Industry's own online platform which enables
PEVC investments. The interactive features of the platform significantly
improve deal efficiency in terms of cost and time effort.

¢ VB has a customised dashboard for each category of users such as
Investor dash board has following features:

i. posting deal calls (primary, follow-on, secondary, co-investment, M&A,
et cetera)

ii. receiving deal calls from investment banks and investment advisors

iii. receiving deal referrals from affiliates (CA firms, law firms, etc)

iv. receiving deal referrals from Incubators

V. receiving investment pitches from entrepreneurs

Announcement board
- For posting and viewing news and press releases from other

www.indiaventureboard.com

ABOUT IVB

Behind IVB is the belief that there is a need for
significant increase in the flow ofventure capital

and early stage investments in India. This is not only
critical for the country but also for the overall equity
ecosystem; a surge of innovation based high growth
enterprises that will provide feeder stock to bigger
Venture Capital and Private Equity (VC/PE) funds and
finally to the public markets.

This can be made possible by reducing the
information asymmetry which increases the time,
effort and cost to execute and nurture an early
stage deal and through a mechanism for the early
stage investors to get an exit from their investments
through secondary transactions, where a new set of
investors come in. As this whole investment cycle
starts becoming efficient, the early stage asset class
will attract more interest from investors.

India Venture Board is a unique collaborative
initiative and a first small step in this direction by
bringing about convergence of the various players
in the VC ecosystem and putting in place a simple
market place, thereby opening the doors for more
exciting possibilities in the future.

THE IVB COMMUNITY

The IVB Community consists of all the important
participants involved in a risk capital invest

B Sophisticated Investors
(VC/PE firms, Angel Networks)

Investment Bankers
Affiliate Organisations Incubators
Entrepreneurs/Unlisted Companies

Enabling
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India Venture Board

IVB has a powerful and granular search facility
for all categories of participants. Search

Affiliate

Accounting firm for due diligence
Business valuation firm

Firm for IPR patent advisory

Law firm for transaction documents

Market research firm

community members

¢ Deal Tracking: You can select your preferences
of deal size, sector, revenue ranges and other
parameters. You can also track specific deals of
interest.

¢ The IVB community consists of sophisticated
investors, credible and experienced Investment
banks and advisors, affiliate organisations.
Apart from more than 50 VC funds leading
incubators, angel networks, Investment
advisors and affiliates have already registered
on the platform. IVB will soon be inviting
overseas funds and other category of investors
(family offices, wealth managers, etc) to make
it a one stop shop for private investments.

The Credibility of IVB

IVB is an initiative of a highly credible sponsor
community - Indian Private Equity & Venture
Capital Association, National Stock Exchange
(NSE), SIDBI and leading Angel Networks.A
community invitation and recommendation
process makes IVB a close community of credible
participants. All information is shared in a secured
technology environment. =

B INDIA
B VENTURE
| BOARD

Disclaimer:

IVB does not recommend,
facilitate or solicit investments
for any participant
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. Indian Private Equity & Venture
Capital Association (IVCA)

2. National Stock Exchange of India Ltd. by Tire.
(NSEIL) Y

3. Small Industries Development Bank
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of India (SIDBI) ¥ =
4. Angel Networks (Indian Angel . -
Network and Mumbai Angels). Vron
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27-member delegation, the president of the IVCA, a presentation about the role of PEVC in India. He said
AMahendra Swarup, and members of the IVCA that since 2005 indian businesses had received more than
Executive Committee, met with the deputy chairman  $55 billion of VCPE investments, compared with the $33
of the Planning Commission of India at his office in New billion raised through initial public offerings. He also talked
Delhi on September 16, 2011. about the economic impact, on GDP growth, job creation,
The meeting had been arranged by IVCA to discuss the research and development, funding and taxes, of this kind
concerns the private equity and venture capital industry of investment.
had with the proposed Alternative Investment Funds (AIF) Sudhir Sethi at IDG Ventures talked about the role of the
Regulation. VC market in India in aiding growth of different sectors. He

Raja Kumar of Ascent Capital started off by making compared the differences between the VC market in India




to the US, highlighting the need to support the industry
as an important source of funding for young businesses.
He highlighted gaps that were detrimental to the healthy
venture ecosystem required for venture funds to continue
investing in the country. He also touched upon the market
capitalisation of different public companies, as indicated by
different stock exchanges, and their scope for growth.

Also, recommendations to strengthen the industry —
which included issues such as clarity on taxation issues,
policy support for improving the participation of qualified

5> ‘

domestic investors and regulations that will
support the industry — were made.

Singh assured the group of industry
stakeholders that their concerns would be looked
at in depth.

The IVCA has been constantly interacting with
lead policymakers and we appreciate opinion
leaders like Ahluwalia who appreciate the role
that PEVC has played in India’s development, and
the need for an enabling policy to encourage the
industry. m
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Ajay Arora

Ajay Lal

Amit Bhatiani
Ashley Menezes
Bejul Somaia

Bis Subramanian
Darius Pandole
Deepak Bagla
Jayant Sinha
Lalit Aggarwal
Mahendra Swarup
Mayank Rastogi
Muneesh Chawla
Nitin Deshmukh
Pankaj Sehgal
Percy Billimoria
Rahul Bhasin
Raja Kumar
Sandeep Sinha
Sanjiv Kapur
Satish Mandhana
Shobhit Agarwal
Sudhir Sethi
Surya Chadha
Vikram Utamsingh
Vishesh Chandiok

The industry delegation that met
with Montek Singh Ahluwalia

Ernst & Young
AIF Capital

CX Partners
ChrysCapital I
Lightspeed Advisory Services
Providence Equity

New Silk Route Advisors

3i

Omidyar Network India Advisors i b
Lumis Partners .
President, IVCA

Ernst & Young

Blue River

Kotak Private Equity
SunGroup India

AZB Partners

Baring Private Equity

Ascent Capital

Lumis Partners

Wolfensohn & Co.

IDFC Private Equity

Protiviti Consulting

IDG Ventures

Madison India Capital Partners
KPMG

Grant Thornton
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on the September 16, 2011 at the Taj Palace

The IVCA Delhi Networking Event was held

Hotel, New Delhi. The event was well
attended with participation from prominent PEVC
firms in Delhi, including ChrysCapital, Ascent
Capital, Baring PE, SeedFund, Avigo Capital, NSR,
Kotak to name a few. m

Spotted networking...
Ajay Arora Ernst & Young

Ajay Lal AIF Capital

Alok Gupta Headland Capital

Ashley Menezes ChrysCapital

Bejul Somaia Lightspeed Advisory Services
Bharat Bakshi Jacob Ballas

Bis Subramanian

Providence Equity

Darius Pandole

New Silk Route Advisors

Jayant Sinha

Omidyar Network India Advisors

Jyoti Sagar

JSA

Lalit Aggarwal

Lumis Partners

Mahendra Swarup

President, IVCA

Mayank Rastogi Ernst & Young
Mohit Bhatnagar Sequoia Capital
Muneesh Chawla Blue River

Nitin Deshmukh Kotak Private Equity
Pankaj Sehgal SunGroup India
Percy Billimoria AZB Partners

Rahul Bhasin Baring Private Equity
Raja Kumar Ascent Capital

Rohit Bhayana Lumis Partners
Sandeep Sinha Lumis Partners
Sanjiv Kapur Wolfensohn

Satish Mandhana IDFC Private Equity
Shailesh V Singh Seedfund

Shobhit Agarwal Protiviti Consulting
Sudhir Sethi IDG Ventures

Surya Chadha Madison India Capital Partners
Vikram Utamsingh  KPMG

Vishal Kapoor Avigo Capital
Vishesh Chandiok Grant Thornton
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Sanjeev Aggarwal, co-founder of Helion Venture Partners, tells Ripe
about the fund’s origins and future

EVERY YEAR WE
LOOK AT ABOUT SIX
TO SEVEN HUNDRED
COMPANIES AND

| AM SURE THAT
OUR VENTURE
COLLEAGUES HAVE
SIMILAR FIGURES.
THE PROFILE OF
PEOPLE WHO ARE
TRYING TO GET INTO
ENTREPRENEURSHIP
HAS IMPROVED.

WE ARE ALSO
BEGINNING TO SEE
A LOT OF INTEREST
FROM INCUBATORS
FROM VARIOUS
PARTS OF THE
COUNTRY. THAT IS
NOW BECOMING
THE NEXT ENGINE
OF DEAL FLOW
WHICH WAS NOT
THE CASE SO FAR"

Interview courtesy:
Research PE India team

What led to the formation of Helion Venture
Partners?

Helion was a co-creation effort. There were four of
us who got together from different vantage points.
| was first introduced to venture capital when |
raised money for Daksh. | had raised three rounds
of venture financing and in the process met some
high quality people. | found that the value they
bring to an entrepreneur can be fairly significant.

| also was enamoured by the fact that they work
on a variety of opportunities and sectors unlike

an entrepreneur who gets focused on a particular
area. By nature, I'm a person who likes to do
different things at different points in time, so serial
entrepreneurship was out because | had already
done one stint as an entrepreneur. | could have
continued to work at IBM but in my previous life,

| worked for large firms so there was no novelty

in that. Venture Capital on the other hand, offered
a different career option and a new challenge, so
that attracted me to Helion.

The second co-founder is Rahul Chandra, who
has been a venture investor in India since the late
nineties. He was one of the first to start investing
in India while working for a firm called Walden.
Rahul later went abroad to invest for Walden in
US. He was looking to come back to India and
was thinking of doing activity in the venture area.
The third co-founder is Kanwaljit Singh, who has
been an operating executive with the Unilever
group and has done his investing at Carlyle. He
was on a kind of sabbatical for some period and
was thinking about his next venture. And the
fourth co-founder who got all of us together was
Ashish Gupta. He has been an entrepreneur in the
bay area and again wanted to return to India to
see if he could do something.

The four of us connected and came to the
conclusion that in India, at that point in time, the
VC's who were present were mainly individuals
who came from financial backgrounds. We saw
this as a gap in the market and thought that by
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leveraging our skills in business building and
company creation we can hopefully transfer some
of our learning'’s to budding entrepreneurs, and
in the process help create valuable companies.
Apart from that we were encouraged by the
macroeconomic factors and the fact that active
capital was amiss in India.

| had thought about retiring and leading a
comfortable life after Daksh but my wife talked
me out of it. She said that | was not the type
who could sit idle after retirement, since work
at one level is a religion for me. Work and family
are the two big pieces where | invest my time.
Helion, was a big opportunity to help promote
entrepreneurship both in terms of providing capital
and building great companies.

At what stage in the lifespan of a company
do you prefer to enter into an investment?
What is the ticket size that you are
comfortable in investing?

We are stage agnostic, in the sense that within
the venture space we would dabble across stages
but venture by itself means early stage so within
that space we would be in early to mid. By early,
we mean companies that have less than five
million dollars in revenue. Mid, we would say

are companies that have between five to twenty
million dollars in revenues. Our cheque size tends
to vary between two to ten million dollars over the
life of the company, so we are indeed early stage
investors.

There are at least 17 syndicated deals

in which Helion has participated. This is
unusually high for a VC firm. What is the
rationale behind such a strategy?

Venture is fundamentally an unpredictable
business, so you don't know what turbulence is
going to come your way. Based on first principles,
when you have two or more pockets that you can
dip into, more money is available than less, if the



company goes through some hiccups. The second
aspect is that, since every investor performs due
diligence on the deal, you will get the benefit of
their insights. The third aspect is that post-deal,
people will bring different perspectives to the
table. These are the three main reasons why we
are big believers in syndication. Syndication is
actually a norm in the west. | can't explain why
it hasn't happened in India but we have a strong
belief that we would like to syndicate most deals.
The only down side of syndication is that
sometimes you don't get the requisite ownership,
because the same round gets split between funds.
Barring that, from every other angle we have
had positive experiences of syndication. For a
syndication to work, you need to have like-minded
investors. If you end up syndicating with a late
stage VC firm, their horizon tends to be much
shorter. Therefore, we need to ensure that we
invest alongside a venture style firm which can go
for the long haul and deal with that risk. You also
need to have a like-minded investor who thinks
the same way about the opportunity.

The success of your investee company,
Make My Trip, has reignited VC and Angel
interest in the e-commerce sector in India.
How different is the sector now?

We invested in MakeMyTrip in 2005 and almost
on every metric the underlying fundamentals of
e-commerce in India have improved significantly,
be it broad band penetration, internet penetration,
3G penetration, credit card penetration, debit
card penetration and availability of logistics
infrastructure. Nothing dramatic has happened in
the last one year but all these things have come
together. The entire ecosystem is now favourable
and Make My Trip’s success of building a scalable
company from 2005 to 2010 has sent out signals
to the rest of the internet world that more
successes can be built. Travel tends to be the first
place where it happened because in travel, you

WE NEED TO ENSURE THAT WE INVEST
ALONGSIDE A VENTURE STYLE FIRM WHICH CAN
GO FORTHE LONG HAUL AND DEAL WITH THAT
RISK. YOU ALSO NEED TO HAVE A LIKE-MINDED
INVESTOR WHO THINKS THE SAME WAY ABOUT
THE OPPORTUNITY"

can distribute everything electronically.

This model is now spreading to several other
verticals and our belief is that e-commerce will
get verticalised. There will be one or two Amazon
type companies which are across categories but
now there are category plays in the market. We
are placing our bets across key verticals we are in
a bus company (Redbus), in an electronics retailing
company (Lets Buy), in a company that is selling
Indian goods to overseas clients (Exclusively).
Make My Trip has certainly given a fillip to the
internet and e-commerce start-ups in general. And
it's a good benchmark company that hopefully can
help create many others.

How has the NASDAQ listing of Make My
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IN INDIA, YOU WERE KNOWN FOR THE QUALITY OF BRAND THAT

YOU WORKED FOR. IF YOU WORKED FOR A START-UP WHOSE NAME
WAS NOT KNOWN, YOUR PARENTS WOULD NOT BEGIN TO TAKE

YOU SERIOUSLY. A CHANGE HAS BEGUN TO TAKE PLACE. NOW,
ENTREPRENEURSHIP HAS A DIFFERENT RECOGNITION IN THE SOCIETY.
PEOPLE BELIEVE THAT ENTREPRENEURSHIP IS THE WAY TO GO AND
HIGH QUALITY PEOPLE ARE GETTING ATTRACTED TO IT. SO THESE ARE
GOOD TIMES. WE ARE ALL AT THE RIGHT PLACE AT THE RIGHT TIME.
ALL OF US WHO ARE EITHER BUILDING COMPANIES OR WHO ARE
INVESTING IN THESE COMPANIES”

Trip affected the VC space, your team and
the investee firms at Helion?
From India, not too many billion dollar assets have
been created in the start-up world. You do have
billion dollar assets in the family businesses or
in infrastructure businesses but in a capital light,
first generation entrepreneur, in newer emerging
sectors, there haven't be too many billion dollars
outcomes. | therefore, think that Make My Trip
is an endorsement of venture capital in India.
Second, a lot of people think that China is far
ahead of India in terms of exits. While that is still
true, with the IPO, that question is now getting
addressed and there is a healthy pipeline of
companies that will potentially exit in the next
two to three years. What this deal has done is,
given a lot of confidence to investors who invest
in venture capital firms; that they should continue
to do their allocation to India for the VC side of
shops.

At Helion, we focus a lot on first principles
in helping think through strategy and build a
great management team. Unfortunately, in the
venture world, you have to wait for a long time
before you get a response to how well you have
done. Therefore, the IPO is an endorsement of
our business model that as ex-entrepreneurs, we
can have some positive influence on companies
that we invest in. And additionally, it justifies our
focus on businesses that are at the intersection of
technology and consumer services.

For our other investees, both Deep Karla, as
a founder CEO and MakeMyTrip as a company
have been inspirational. There is a lot that they
can learn, in terms of how to go about building a
valuable enterprise, not only about listing but also
about the way MakeMyTrip has broadened the
management team and thought about potential
acquisitions, multiple lines of business, and
continuous diversifications.

Could you walk us through Helion’s
investment thesis?
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First, we look at companies that are technology
powered or that provide consumer services,
preferably companies at the intersection of

the two areas. The second is that we look at
investing in early stage deals. Third, we look for
markets which can potentially be billion dollar
plus. Assuming if we can take a 10% share of the
market, we can create a 100 million dollar revenue
company which can get valued at anything
between 300 million dollars to a billion dollars
depending upon the nature of the business.

The other big part of our ideology which is less
to do with our investing philosophy and more
with the way we are wired is that we don't have
any individualism in our firm. Although most
venture firms are a collection of people, each
person at the fund works independently. We on
the other hand, have a collegial and group style
of investment. Therefore, even though | would sit
on the board of Make My Trip, some of my other
colleagues at Helion would spend more time at
Make My Trip at the cost of some other boards
that they are sitting on, because they bring some
unique skill to the table. Likewise, | could be
spending a lot of time in another company even
if | am not on their board of directors. Our belief
is that when you pool your entire intellectual
horse power in the venture world, you can get a
better outcome, both in terms of where to invest
and how to add value to a portfolio company.

All of us have different skill sets — the depth

of technology knowhow, the ability to scale a
company, the acquisition of new companies, and
the insight of building strong brands to name a
few. Therefore, we do a lot of pooling of talent
and that sets us apart in terms of how we are
configured.

What sectors are you keen on pursuing
investments in the coming months?

We are looking at deals in consumer internet,
mobile value added services and speciality retail
- which can be areas like food retail and clothing



retail. We also have an active deal flow in financial
services, education, and healthcare.

Our top favourites are e-commerce, education
and healthcare. And the reason we are attracted
to the last two sectors is that these are
fundamental problems that our country needs
to solve. There are a lot of geographies that are
underserved by both education and healthcare
facilities. The base of the pyramid is poorly served
by most government schools and government
hospitals where the quality of education and
care can be very pedestrian. Both are large
opportunities in excess of 50 billion dollars in
size and there is an opportunity to build brands.
We normally shortlist ideas, in these sectors, that
are not capital intensive. For example we will
not invest in a hospital but we will invest in an
eye care chain that is not as capital intensive.
Similarly in schools we will not invest in urban
K-12 schools, but we will potentially look at
schools in the base of the pyramid markets
because the land is much cheaper there and
you can find business models where people are
willing to do a revenue share.

We are not looking at manufacturing, because
in India there are so many white spaces that
you have to prioritise based on your skills
sets and comforts. None of us has ever built a
manufacturing business, so our skills are better
suited for service businesses.

Do you see an increasing trend in the
valuation of firms approaching you for
investments? If yes, how do you tackle such
a case, especially if you are really interested
in the investee?
By and large, valuations are becoming richer. This
does however, put pressure on generating returns,
especially deals that are competitive. These tend to
be priced even higher. So yes, | would agree that
there is price inflation across deals.

To avoid such a situation, we try to simulate our
entry price and our exit price and then calculate

whether the IRR (internal rate of return) that we
will realise if we pay that extra entry price is worth
the effort or not. The way | think about this, at
one level lower, is that there are businesses that
are non-linear, where effort and output are not
correlated, and then there are business that are
linear. In non-linear businesses, paying an extra
price is fine, because the outcome there could

be interesting. Make My Trip would be a good
example. One can pay a slightly higher valuation
for a good e-commerce company that is getting
created. Therefore you can pay a higher price for a
company like Redbus, which has the potential to
become a valuable enterprise. But for companies
which are more execution intensive, or businesses
which have a linear business model, if you end up
paying high prices, then you may find that your
IRR may get depressed, because you may not

get that non linearity multiple at the time of exit.
That is how we think of valuation. In a school,

for example, you need to have great teachers.
You may use some technology, but 80% of the
activities are still going to be human assisted.

In such scenarios you may not be able to claim
higher valuations at the time of an exit.

What are the common challenges you see
entrepreneurs facing when they scale up a
business?

One is the ability to attract and retain high quality
talent that has scaling experience and can yet work
in an unstructured start-up environment where they
would need to put up a lot of processes in place
before they can reap benefits. Getting the right
talent is probably the biggest challenge. The other
related challenge is the ability of an entrepreneur
to let go. Having acquired a high quality team, the
entrepreneurs who do well are the ones who are
willing to empower the team to achieve greater
success. If the entrepreneur is a control freak,

then the team doesn't develop. So | think hiring,
retaining, and empowering top management talent
is the crux. m
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WE DECIDED

TO BECOME

A FINANCIAL
SERVICES
SUPERMARKET IN
INDIA PROVIDING
A ONE STOP SHOP
FOR ALL PRODUCT
NEEDS ACROSS
ALL FINANCIAL
PRODUCT
RANGES”

Interview courtesy:
Research PE India team

N
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irish Batra established NetAmbit, a
financial products distributor, 11 years
ago during the dotcom boom in the
mid-2000s. The company’s founder,
chairman and managing director

told Ripe that he evaluated two to three models
for an online business, but when he realised

that the online industry was fast becoming
saturated, he changed track and established
Netambit as an offline service provider for online
businesses. He has since survived that difficult
time for technology businesses by identifying an
opportunity in the growing telecom sector — tying
up with Airtel selling mobile connections to small
and medium sized enterprises (SMEs). He set up a
call centre to identify potential customers. In 2003,
the financial services industry caught his attention.
Global trends suggested that this was a multi-
billion dollar industry. He realised that there was a
huge gap in the distribution of financial products
in India. In 2003 NetAmbit tied up with ICICI
Prudential to sell their life insurance policies. In
just over a decade it has become a robust financial
products supermarket.

T
H
G

Edited excerpts from an interview:

How did NetAmbit morph into a financial
services distribution company?

I left my job in Bangalore at the end of 1999 and
moved to Delhi because | had always wanted to
be on my own and create a large organisation
after graduating from 1IM A (Indian Institute of
Management, Ahmadabad) in 1997.

My initial thought, like everyone else at that
point was to do something in the online space.
Many tech start ups were coming up on the internet
and many were getting venture funding. | also
worked on many business ideas and met up with
several business entrepreneurs to whet my ideas.

In the first half of 2000, | realised that
everybody | knew was talking big numbers on
page visits and eyeballs. But no one was clear

THINGS

on operations or how they would support this
kind of traffic from an offline perspective. A lot of
them had a strong online presence but none of
them realised that it's important to have a robust
offline infrastructure too, given the low internet
penetration in India.

We identified this as an opportunity and started
providing offline services to online businesses.

We helped procure content for portals, set up the
logistics and supply chains, and helped direct clients
to these portals. For example, in an equity trading
portal, we would acquire customers for the portal
offline and complete all the documentation process.
No internet companies or portals really had the
ability to take care of either pre-sale or post-sale
functions. That's what we started off with. The
response was excellent and we signed up many
online companies, offering them offline services. We
did quite well for the initial nine to 10 months and
then with the burst of the dotcom bubble we had to
redo our model since we realised our clients were
going to go out of business.

We have largely been a sales and distribution
organisation from day one and so we looked at
other markets where we could use our experience.
We soon got into a distribution partnership for
telecom connections with Airtel. At that point,
Airtel was focusing on large corporates through
their direct sales teams and retail consumers
through their franchisees. No one in that space
had any focus on SMEs, which were again
high revenue clients from a telecom company’s
perspective. We focused on reaching out to them
with high quality post paid deals. For Airtel, it was
another extension of their sales team. We started
off very well on their post paid and landline order
business. By 2001 end, we got back to Airtel and
requested them for a nationwide expansion, since
we had become their largest partners in the NCR.
Due to the decentralised way in which Airtel was
structured, it was tough to get the clearance to go
pan India. We obviously then started looking at



Hardselling in Haldwani

Girish Batra CMD, NetAmbit
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The third differentiator is the kind of investment
we have made and continue to make in our IT
infrastructure. For example, in this financial year
we are investing close to $5 million in information
technology and we are pioneering many delivery
models. Within the next 12 months we will be
looking at issuing an insurance policy in front of
the consumer at their home or office. We are also
integrating our customer relationship management
system with that of many insurance companies. All of
these factors help us stand out from our competition.

In series A we raised %15 crores from Bessemer
Venture Partners. A portion of this was used to add
various types of brands and categories of financial
products to our portfolio. The remaining funds
were used to expand our base across the country.

We raised series B and C with Bessemer and
Helion Venture Partners. While the first two rounds
of funding were mainly used for growth and
expansion activities, the third round funds were
utilised to invest in our IT infrastructure.

We acquired Rupeetalk almost a year back when
we were looking for a face to launch our digital
arm. We wanted to have an internet presence
because the internet was becoming an extremely
important channel for consumers to seek
information. Rupeetalk was the leading financial
services portal and comparison engine in India at
that point. Apart from being one of three firms
that were available for acquisition, Rupeetalk
also had a great team. And they are still a great
team. All the founders share our vision and have
continued to remain with us post acquisition.
Rupeetalk will become the brand of our entire
digital media initiative. The new TV initiative that we
are undertaking will also be rolled into Rupeetalk.
Strategically, we needed to align all the digital
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media that we were using for lead generation or
customer acquisition. What made us take the leap
was eventually their high quality team.

Rupeetalk used to be a comparison engine
before we acquired it. They had good traffic and
provided all kinds of financial comparisons to
a consumer. There were many other financial
portals existing in the internet space. Most
of them had a strong presence online, but if
a customer left an enquiry on the portal, the
portals would typically sell the information as
a lead to a financial product company such as
an insurance firm. So the moment we acquired
Rupeetalk, the first thing we did was to stop
selling the leads we collected. Today all the
customers that leave an enquiry on Rupeetalk get
a call from our call centre. If required, we provide
offline help too. As a result, we have now begun
to convert leads and so our revenue realisations
have improved drastically. Whatever revenue
Rupeetalk had, we were able to grow it by 10
times in the last nine months.

It is potentially a $13 billion revenue market In
India. Currently, it is largely unorganised and
fragmented but the channels are maturing. Earlier
the market players in this space were small and

a consumer would mostly interact with agents or
small mom and pop stores but there has been a
visible change on the market front.

From the product side of things, we are still
a decade or two behind many mature markets.
| expect to see more maturity in the space in
the coming decade which we didn't see in the
last decade. The nature of the products and the
benefits they provide have largely remained
stagnant. | hope to see a lot of changes on the
product innovation side.

On the regulations front, the regulator Irda
(Insurance Regulatory and Development Authority)
is taking progressive steps to streamline processes
in the industry. For example, the new regulation on
distance marketing was implemented recently and
it will, for the first time, allow products such as
insurance to be sold over the phone. You wouldn’t
need a sales guy to visit a client. This is another
feature that is going to change the dynamics from
a sales perspective. | think many processes in
documentation will go online.

At the consumers’ end there is definitely an
increased awareness around their own need for
financial products, especially with the young now
having access to disposable incomes. Earlier, we
would hear stories from clients about why insurance
was not required (See box: Hardselling in Haldwani).
That attitude has changed in the metros but we still
see it in tier two and three towns. We see consumer



NETAMBIT'S DISTRIBUTION CHANNELS

We started with call centres as the first channel of distribution at
NetAmbit. Apart from that we have now added six more channels
of distribution. Today call centres contribute about half of our

total revenue and the remaining from other channels. All channels
revolve around our IT abilities. We are now moving towards being

a technology driven distribution company. We have different
interfaces with the consumer but at the core lies our technology.

So that's what has currently helped us differentiate in the market
but soon it will become a very big differentiator for us vis—a-vis our
competitors.

The second channel is a branch network where we have teams that
do activity based selling. They showcase products at corporate
worksites, residents’ welfare associations, or trade association,
events.

The third is an alternate channel where we work with smaller call
centres to generate leads. We have our own proprietary centres at
specific locations in Delhi, Noida, Mumbai, Chennai, Kolkata, and
Bangaluru. These are fixed centres where we have an infrastructure
of about 4,500 workstations. Through the alternate partner channel
we have another 800 odd workstations. We typically use these
partnerships in states where it is tough to have a physical presence.

The fourth channel is alliances, in which we tie up with companies
that have large consumer bases but do not undertake the sale
and distribution of financial services. We typically upsell to their

preferences changing and it is an evolution that is
happening across the country.

Today in India there are a total of 6,000
large and small towns in which a DTH (direct to
home, internet) connections are sold. We are the
largest financial services distribution company
in the country but we are only present in 150
towns nationwide. Even then, we continue to
grow by about 40-50% a year. The market is
under-penetrated and | am sure this will attract
a lot of international companies. There are many
multinational players who are looking at India very

In terms of financial targets we are looking to
touch ¥350 crore in revenue by FY 2013-14. This

existing consumer base. These -
companies can be offline or
online. For example, we might tie
up with a pharma chain and sell
their customers health insurance
products. We might sell them
other financial products, but the
focus will be on health because when they walk into a pharma
outlet, they will have health concerns at the top of their mind.

/N

We have a fifth channel we call venue marketing, which is again
a channel focussed on doing conferences but around creating

awareness on insurance and other financial products. We do lead
generation at conferences and sell products to potential clients.

Our sixth channel which is growing pretty well is the Rupeetalk
platform on the internet.

Our seventh channel, in its pilot phase at the moment, is digital.

We are going to use television in a big way for lead generation. We
believe TV has a much greater penetration in India, especially in tier
two and three towns, as compared to the internet. We focus a lot

of our attention on these towns although we do well in the metros
too, but everyone knows India has few tier I cities. Therefore, your
distribution is strong only if you have reach in tier two and three
towns. Today, approximately 67% of our total revenues across all
channels put together come from non-tier one cities.

in supermarkets. For example if you go to a Big
Bazaar supermarket, the kind of deal you get on
Maggi Noodles, for instance, is not available at

your next door kirana store. WE ARE THE
These are two big opportunities | see in the LARGEST

time to come. FINANCIAL

What are your growth targets for SERVICES

NetAmbit ? DISTRIBUTION

COMPANY IN THE
COUNTRY BUT WE

ct to cross a top line of 150 crore.

year we expe
closely at this point. We are also looking at expanding geographically ARE ONLY PRESENT
into smaller towns. By FY 2013-14, we plan to IN 150 TOWNS
What are the other opportunities in the have a presence in around 500 cities across the NATIONWIDE.
financial services market you see today? country. We are open to inorganic growth through ~ EVEN THEN, WE
The use of television as a channel for driving sales acquisitions in the financial space if we have the CONTINUETO
is one opportunity. | am extremely excited about it,  right opportunities at the right prices. GROW BY ABOUT

because every household has a TV.

Internationally, TV is a strong medium for that we are k

Real estate distribution and sales is an area

40TO 50% A YEAR"

een on expanding alongside our

selling products. Take Australia, South Korea, or
South Africa, for instance, where it is a very strong
source of lead generation for many financial
product sales, especially insurance. In India this
market is nonexistent. This is an area we have just
entered. We will go live on TV soon. Using this
channel we will even be able to connect to the
farthest rural consumers without incurring the cost
of sending out an entire sales team.

Another big opportunity | see is the ability
to white label or co-brand financial products.
Currently that opportunity is not available due to
regulatory reasons. But my sense is that this will
change in the near future. If we are able to do
this we will be able to negotiate strong deals for
our consumers from many insurance companies
and banks, similar to the way in which it happens

financial distribution services. Real estate, in itself
is a huge unorganised market. We are not just
looking at transactions in the real estate space but
are focusing on the lifetime needs of a family.

For example if you are working in Bangaluru
and buy your first house there, you require a high
quality real estate broker to advice you, especially
if it's your primary purchase. After that, if you pick
up a new job in Mumbai and want to rent out
the house in Bangaluru while looking to take up
a new house in Mumbai, you have to deal with
two to three brokers that may or may not take
care of everything you need. There's hardly anyone
providing you a national brand on the real estate
distribution or services side as an intermediary that
can look at all the needs of a family. It will take us
some time but that's an interesting space. =
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Blackstone Group
picks up minority stake in

FINO for 150 Crore

ABOUT THE
ENTREPRENEUR

Manish Khera, founder

& CEO of FINO, began

his career with ICICI
Bank. During his 13 years
at ICICI, he worked in
various areas including
credit, government, rural
banking and technology.
He has been recently
awarded as the Young
Global Leader 2011 by
the World Economic
Forum.

A BE (Electrical)
graduate from Delhi
college of Engineering,
Khera also holds a MBA
from FMS (Delhi)

The deal

The Blackstone Group has made an investment
of 150 crores ($33 million) in banking services
and technology firm, Financial Inclusion Network
and Operations Limited (FINO) for a significant
minority stake. The private equity giant will also
get a seat on FINO's board.

FINO provides technology platforms to
banks for end—to-end sourcing and servicing of
customers in rural India across a range of basic
financial products and services.

The funds raised will be utilised towards
expanding FINO's customer base, upgrading
technology and meeting long term capital
requirements.

Akhil Gupta, chairman and managing director
of Blackstone (India) said: “While growing at
almost 100% Compound Annual Growth Rate
in the last few years, FINO has demonstrated
conviction and commitment to changing India’s
rural banking landscape. We are proud to partner
with FINO and to participate in an initiative that is
a high priority for our country.”

FINO works with most leading banks in
the country across a comprehensive product
suite — savings accounts, recurring deposits,
loan products, remittances, insurance products,
government subsidy disbursement accounts,
among other offerings. It has enrolled more

than 35 million customers and plans to double
its customer base in the next couple of years.
It is promoted by multiple banks and financial
institutions including Union Bank, Corporation
Bank, Indian Bank, LIC, ICICI Bank and ICICI
Lombard. The company had earlier received
funding from IFC, HSBC, IFMR Trust and Intel
Capital.

Ernst & Young was the financial advisor to FINO
for the transaction.

The company

The company delivers financial products and
services including banking, insurance and
government financial schemes to its vast customer
base across 300 districts and 24 states. It operates
under two main business verticals — technology
provision to optimise the delivery of remittance
and other banking services, and it offers services
as a business correspondent.

Headquartered in Mumbai, FINO was founded
in 2006 by 17 ICICI bank employees. Manish Khera
the chief executive and whole time director of
FINO led the company to connect rural customers
with businesses, banks, government and financial
institutions. He started his career with ICICI Bank
in 1993. In these13 years at ICICI, he worked in
various areas including credit, government and
rural banking, technology and alternate channels.

|
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He was named, "Young Global Leader’ by the
World Economic Forum in March 2011 for his
work.

The rural financial products specialist currently
employs over 2,500 people, across 239 offices and
20,000 business correspondent agents — non profit
organisations and micro lenders; and increasingly,
retired banking officials — who deliver financial
products and banking services to hard to reach
rural customers.

Under its business correspondent services,

FINO provides on ground field staff and agents
to enable services such as cash management and
door stop banking.

Its solutions are anchored around using
biometric smart cards, hand-held devices and
micro deposit machines to perform field operations
and biometric authentication.

Under the technology vertical, it provides
technology platforms and solutions to financial
institutions which include services such as
reporting (keeping rural customers informed
about their transactions and balances), ATM
solutions (including value-added services such
as mobile recharges, utility bill payments and so
on), mobile technology for banking (m-banking),
applications updating of point of sale devices, card
management systems, hot-listing and re-issuance
of cards, field force monitoring — a phrase for how
effectively a company's workforce is controlling

business costs, server management, and so on.
FINO has a growing reach in rural areas where
it facilitates no-frills bank accounts, insurance
products, and disbursements of government's
social welfare pay out schemes. The company is
focusing on expanding its reach and increasing the
customer base as scale is key for bringing down
overall operational costs. Recruiting local on-field
staff helps FINO tune in to the needs of rural
clients as well as decrease manpower costs.

The industry

Industry experts believe that banks, non-
banking financial companies and microfinance
institutions will drive growth in the financial
sector. Companies such as FINO, EKO and a Little
World that provide processing support can grow
exponentially as there is a huge opportunity in
rural India. The challenge before the industry

is to integrate the highly capitalised banking
segment with low cost regional local entities while
maintaining the overall risk-return ratio.

Given the highly localised environment and
constraints of low transaction value in rural areas,
technology companies that have the ability to
scale up their distribution channels and expand
the customer base without increasing costs, will
eventually dominate the market. =

Source: Research PE India
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Matrix Partners invests

<45 crore 1n Kids Clinic

The deal

Matrix Partners India recently added Kids Clinic
India Private Limited in its portfolio of companies
by investing %45 crores into the maternity and
infant care provider. This is Matrix India’s second
investment in the healthcare sector after the 350
crore deal in October last year with Centre for
Sight, a leading chain of eye hospitals spread
across northern India.

Kids Clinic operates under the brand name
Cloudnine and currently has two clinics located
in the city of Bangalore with two more slated to
open in October of the current year. The funding
will be utilised as growth capital for expanding in
Bangalore and in other metros. Cloudnine is jointly
promoted by R Kishore Kumar and Scrips N Scrolls
India Pvt Ltd, a company engaged in property
development and investment.

The industry
The maternity and child care (MCC) services
in India have traditionally been part of the
obstetric ward in most nursing homes as well as
government and private hospitals.

Across the country, the poor and lower income
group rely mainly on the government-run hospitals
that provide inadequate and low quality maternity

are st Hornie Fac

care facilities. A few of the smaller private
hospitals and doctor-owned maternity nursing
homes in rural towns do provide sufficient quality
care to the patients at the bottom of the pyramid
on philanthropic grounds. Charges for a normal
delivery for the lower income group can range
anywhere from a few hundred rupees to ¥1,000.

Patients belonging to the middle and high
income group in rural and urban areas depend
on larger private hospitals where charges for a
normal delivery range between 38000 to ¥10,000.
The highest, most expensive range, often private
rooms at corporate hospitals can cost up to
330,000 rupees per delivery.

Rising demand in maternity services

From a business standpoint, the profit
generated from maternity care centres (MCC)
services is lower than that generated from key
speciality areas like neurology, cardiac health
and cancer care. Besides, multispecialty hospitals
have conventionally been planned to detect and
treat diseases. Therefore, most of these hospitals
lack elements that are considered important for
maternal care today, such as empathetic staff,
calming room ambience and facilities for visiting
family members.

Follow us on I ? ﬁ ‘



Various factors such as the rise in disposable
incomes of the middle and higher income groups
has led to an increasing number of couples
seeking better quality facilities from the obstetric
departments of hospitals. There has been a
simultaneous increase in the penetration of
maternity related health insurance products,

It is estimated that the Indian maternity care
market is projected to touch 11,000 crores by
2012, with the more affluent sections contributing
roughly ¥6,400 crores to the total. To cater
to this growing demand for specialised care,
corporate hospitals such as Apollo, Wockhardt,
Fortis, Oyster&Pearl, along with private investors
such as Acumen, Matrix and corporates such as
Hindustan Latex Limited, Medtree Healthcare, Rhea
Healthcare, Baid Group are now funding single
speciality standalone birthing centres that offer end-
to-end services in maternal and child care.

Services at maternity care centres
The unique selling proposition of boutique
maternity care centres such as Cloudnine is that
they focus on providing clients with a memorable
experience of motherhood. These centres are
designed to provide the highest quality of service
in maternal and infant care. According to Kishore

CLOUDNINE'S COMPETITION

Existing hospitals: At a national level, corporate
hospital players like Fortis have begun adding specialised
birthing centres on their premises. Other hospital players
like Oyster & Pearl, Columbia Asia, Moolchand, Lilavati,
and Hiranandani are adding designer maternity suites to
their customers.

Standalone entrants: Birthing centres, created by
private investors and large corporate hospitals, have
increased in number over the last two years. New entrants
such as 9M (Baid Group), for instance, will add to the
increasing number of MCC centres expected to open this
year. Although a majority of these boutique birthing centres
predominantly cater to the affluent and high income group,
a large market still exists for MCC centres that provide
quality care to middle income families.

Kumar, the managing director and co-founder of
Kids Clinic, Cloudnine introduced the concept of
celebrating motherhood, “while maintaining high
standards of health outcomes.”

Several of these clinics also offer services
such as sibling education programmes, massage
and yoga spas, nutrition and diet counselling,
dedicated guest relations officers, pharmacy and
ambulance services, comfortable furnishings, suite
accommodation for families and even a dedicated
nurse during the recovery period.

The luxury package at Cloudnine starts at
45,000 for a three day, two night stay while the
signature package that covers all requirements
from the second trimester starts at ¥130,000.

Deal analysis

Cloudnine clinics have successfully completed over
6,500 deliveries. Apart from maternal and infant
care, the company also provides gynaecology and
neonatal care services to its customers. Kids Clinic
India has now started providing fertility services
under the brand Sure Fertility that claims to have a
success rate of more than 56%.

Matrix Partners has picked up a significant
minority stake in the firm and will assist Kids
Clinic in executing expansion strategies and
adopting management best practices. A part of the
fund is being used to roll out three new centres
at Bangalore. The remaining funds will help
Cloudnine and Sure Fertility expand its footprint
across major Indian cities like Mumbai, Chennai
and Coimbatore in the near term. m

Source: Research PE India

IVCA RIPE

Cioudmine  Craste  Li#wSpang  Momemose  'oriiid

ABOUT THE
ENTERPRISE

Dr. R. Kishore Kumar

is a well known
neonatologist and
visionary in the field of
maternity and infant
care. He is credited
with pioneering work
in mother and child
care globally, after
having spent 19 years
in the field working in
Australia, UK, USA, and
India.

Prior to the founding
of Cloudnine, Dr.
Kishore dreamt of
"Setting up a prenatal
centre of international
standards, where
mothers-to-be will get
world class medical
attention along with
luxury and comfort of
a home to ensure that
the baby will have a
smooth transition from
the safety of the womb
to the world outside.”
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Smaller towns, not too far away

SAIF 1nvests in Vadodara
based Manpasand Beverages

The deal

Private equity major SAIF Partners has made

an investment of $10 million in Gujarat based
juice manufacturing and distribution company
Manpasand Beverages Ltd for a minority stake. The
raised funds will be utilised towards expanding
manufacturing capabilities and marketing the
brand.

In July this year, in a separate transaction but
the same sector, SAIF Partners (Hong Kong) bought
a 22.98% stake for €200 million in Chinese juice-
maker Huiyuan Juice.

Boutique investment advisory firm, Sagacious
Financial Services, was the sole adviser in the
transaction.

The company

Manpasand Beverages, headquartered in
Vadodara, was started in 1997 as a proprietorship
firm by Dhirendra Singh. Though the company

Hurme e Cormprarry Produuts

indidgs in the Fruitilicious Treat
Lo give your body ard mind a healthy boost

Marnifia fario Pracasy

Delightfully Refreshing Juices

has a relatively small scale of operations, it has a
strong brand name aimed at the regional market.
The company is best known for its popular drink
Mango Sip, in tier Il and the rural segment of the
country.

The business has been able to achieve
operational efficiencies aided by its lean cost
structures and wide distribution network. The
company has a network of over 350 distributors
across 13 states in the country and has
manufacturing units in Vadodara and Varanasi. The
company clocked revenues of 40 crores for the
year ending March 2010 with a profit after tax of
33.8 crores.

In addition to supplying to retails chains like
Big Bazaar and D-Mart, the company also supplies
its products to the Indian Railways. It exports
its products to South Africa, North America and
Dubai.

O M brvurk
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The boiler industry registered
a growth of 23 percent during
2008-09 to touch a market size

0f10,153.94 crore

Industry

PE and VC players looking to diversify their
portfolios are increasingly interested in businesses
that cater to the demand in untapped semi-

urban and rural areas of the country. Driven by
consumption in the domestic market, the food
processing industry is poised for unprecedented
growth in the coming years. Regional players,
especially, have been able procure good valuations
and attracted big ticket players such as Carlyle
group which invested in $23 million in Tirumala
Milk Products and Motilal Oswal PE which
invested in Mrs Bector Foods.

Investors are betting big on the growth
potential seen in tier Il and Il cities. As the Indian
economy grows, and people’s purchasing power
grows, brands that have a strong presence in
India’s smaller towns will benefit the most.

Big brands mostly cater to the urban market

PE/VC Fund
Sequoia Capital

Company Name
Prakash Snacks

and their brand promotions are, accordingly,
targeted towards urban consumers. Most regional
players gain an edge over larger brands because
they offer higher margins to retailers, as compared
to bigger brands. Besides, regional players also
achieve higher operational efficiencies due to their
concentration in a limited area.

The juice market, estimated at around 32,500
crores is growing at a rate of more than 10%

over the last few years. So far, the majority of the
demand for fruit juices comes from urban areas;
however, increasing purchasing power in smaller
towns, and expansion of organised retail, will see
the demand improving from rural areas. As these
consumers become upwardly mobile, the demand
for all kinds of processed food including frozen
food, dairy products, and snacks and beverages
will continue to grow significantly in the years to
come. =

Source: Research PE India

Amount and Stake
$30 million (minority stake)

Capital Foods Exports | Future Ventures

10.14%

Standard Chartered
Private Equity

Bush Foods Overseas

$25 million

ABOUT THE
ENTERPRISE

Dhirendra Singh, a first
generation entrepreneur,
has successfully warded
off stiff competition
from big FMCG
companies like Parle
and Godrej. Mr Singh
understood it early

into the business that
retailers are not brand
loyal, they are profit
driven hence sharing
better profit margins
helped Manpasand to
grow its sales. However
it does not take away
other essentials factors
like quality, packaging
and pricing.
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ATM Solution

Provider, Vortex
Engineering raises
$ 2 Million from
[FC

The deal

The International Finance Corporation (IFC) is set to take a minority stake in
Chennai-based Vortex Engineering Private Limited for $2 million. Vortex is a
low cost ATM manufacturer that caters to the rural and semi urban market.
Vortex has bagged orders from clients like the State Bank of India, and plans
to expand to countries in South Asia, East Asia and Africa. The raised funds
will be used for increasing production and for working capital. The company
had earlier received funding from Oasis Fund, Raymond Stata, VenturEast,
Aavishkaar and Vishal Bharat Comnet.

The company

Vortex was founded in 2001 by L Kannan who currently serves as the chief
technology officer of the company. Headquartered in Chennai, the company
was incubated at IIT-Chennai by Kannan who has worked with NGOs for two
decades.

The basic model of a Vortex ATM, called Gramateller, costs %1 lakh as
compared to conventional automated tellers that can cost between %5 lakhs
to 8 lakhs. Vortex ATMs only consume 5 to 10% of the electricity that is
required by a conventional ATM and can be run on solar energy. They also do

v rtex

Helping banks reach out
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L OUR LACK OF ATM
EXPERIENCE KEPT ME
AWAY FROM ESTABLISHED
WISDOM. FOR A LONG
TIME, IN FACT, | EVEN
Low Reach and RURAL STAYED AWAY FROM
el BANKING mh‘:::;m SEEING HOW AN ATM
hr?n':s:ifm HURDLES FUNCTIONS. WE TRIED TO
DO IT AS IF WE WERE THE
FIRST PEOPLE TO BUILD AN
ATM. THAT WAS WHY IT
WORKED"

lleteracy
| inform ation

Gap)

not require air conditioning which decreases their the ‘unbanked’ rural majority in India. Though ABOUT THE
operational cost. Additionally, the ATMs work on the government promotes opening up of banking ENTERPRISE
biometric authentication. channels in the villages, the model has to be self L. Kannan founded

They have been effectively used as a tool to sustainable for the financial inclusion programme Vortex Engineering Pvt.
disburse money for government schemes such to really work. Ltd. in 2001 and now
as the NREGA — filling a technology gap the serves as its CTO. He
government needs to bring transparency in social Untapped market holds B.Tech (Mechanical

welfare disbursements, and drive social and
financial inclusion for the rural poor.

As per estimates, the market size opportunity
for ATMs in rural India is over half a million,
provided, a feasible cost-revenue model is worked
out by financial service providers. Vortex ATMs
(with low capital and operational costs) focuses on
reducing the overall costs for the banks.

Engineering) from

More than half of India’s population does not have IIT Madras and is

a ban.k account. Considering the rural economy also founder of a
constitutes about half of the country’s GDP, the matriculation school in
big gap in the financial inclusion throws open Tamil Nadu.
many opportunities for financial institutions and
technology providers.
Urban banks have complex financial products
that do not work in rural markets. Banks and
service providers that are able to customise their
Industry products according to local needs will succeed in
Banks that have mostly been confined to urban the rural market.
areas are beginning to draw up plans to serve

Technology in the rural space

Various technology providers cater directly to the

financial needs of the rural population using retail

agents rather than traditional delivery models.
Firms such as FINO (which raised 1,500 million

from Blackstone in July 2011), Eko (which raised

Partners Media Careers Contact Us

. : %250 million in July 2011 from Creation Investments
!rl n g @ T Social Ventures Fund, Promus Equity Partners and
a consortium of high net worth investors), a Little
LT M S World (that last raised 3287 million in 2008 from

: Bellwether Microfinance Fund, India Financial
@ Low Power Inclusion Fund and Legatum Ventures), Obopay (
which received $70 million from Nokia in 2009),

Atom, Indepay, among several others, were also

early entrants into the market.
st Power , ) o
D Rugged and Reliable Apart from governmental agencies, private
a ATMS sector banks, NBFCs and corporates constitute the

clientele of these emerging companies. =

Source: Research PE India
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NEW PLATFORM

I\VCA- PRIME PE VC dlrectory Iaunch

July 7, the Trident, Mumbai

directory for our community, the IVCA-

PRIME Private Equity and Venture Capital
Directory 2011 — the first of its kind in this
country. It details 1045 VC and PE firms
investing into India, with comprehensive full
page profiles for 161 PE VC firms. The directory
also covers 221 service providers to our PE VC
community.

Apart from providing insights into the VCPE
eco-system in India, the directory carries articles
which convey the growth of interest in this
asset class by investors around the world. The
directory shall also serve as a valuable resource
of authentic data about industry, and as a
reference tool for businesses seeking funding
and for investors, as well as work a platform for
Service Providers to showcase themselves to
investors and clients.

Sebi's chairman UK Sinha graced the
occasion of the directory’s launch at an event
organised in Hotel Trident in Mumbai attended
by more than 100 top professionals from the
industry, including a majority of the IVCA's
executive council.

An online version of this directory is also
available at www.indiavca.org and www.
primedatabase.com. The online resource should
also enable managers to offer any updates on
the information carried in the directory. m

I n July, the IVCA published a definitive
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