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Different types of collective investment 

vehicles 



Why collective investment vehicles?  
ÅPooled vehicle that allows investors 

to invest in a specific asset(s)  
ÅKey element:  
ſ Pooling of money 
ſInvestorsõ interest usually 

represented by units  
ſ An investment strategy, or investible 

asset(s), income or activity  
ſ Investment, and not operating 

activity  
ſ Usually tax transparent  
ſMay provide liquidity either directly 

by the fund or by traded units  

ÅExamples of CIVs: 
ſMutual funds and ETFs 
ſ Hedge funds 
ſ Venture capital funds  

ÅThe size of CIVs or institutional assets 
under management is over $ 70 
trillion, and approx 38% to 40% of 
global financial assets 

Global ramping order of CIVs 
 

3 



Is institutionalization of funds reflection of 

disintermediation  
ÅThe traditional financial 

intermediary model [depository 

bank] globally seems to be 

becoming less commonly used 

method of holding financial 

assets 

ÅFinancial intermediation is 

coming under attack in 2 ways:  

ſInstitutional investors or CIVs  

ſFinancial Technology in form of 

P2P lending, direct collective 

ownership of resources, 

resource sharing, etc 
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International 

Capital Market  

INTEGRATION OF FINANCIAL MARKETS WITH CAPITAL MARKETS  
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ÅAs evidence, the loads charged by debt 
mutual funds are lower than Overheads with 
banks 

Capital markets are more efficient, 
as they reduce intermediation costs  

Financial intermediaries indicate 
accumulation of risks, and more 
prone to contagion  

Financial intermediaries have 
capital requirements; hence, they 
need to service capital  

Pricing of risk premium is better by 
capital markets, as capital markets 
represent collective wisdom  
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Integration of Financial markets with Capital Markets: Pros and Cons 

Effectiveness of financial 
market supervision 

Many institutional investors 
are managed vehicles with 
auto triggers ð no possibility of 
managing 

Since capital market access by 
borrowers is in addition to 
bank finance, increase in 
leverage 

Pros Cons 



Investor Investor Investor Investor Investor Investor 

Borrower Borrower Borrower Borrower Borrower Borrower 

Banks/ Financial 

Institutions  

Capital adequacy 

Reserve ratios 

Asset provisioning 

Overhead 

Cost 

Profit  

Investing 

Lending 

Traditional financial intermediation model  
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P2P Lending model 

Lender Lender Lender Lender Lender Lender 

Borrower Borrower Borrower Borrower Borrower Borrower 

P2P Platform  

Financial Intermediation  

Direct lending  

Direct borrowing  

No Capital 

adequacy 

requirements  

No Reserve ratios 

requirements  

No Asset 

provisioning 

Minimal 

Overhead 

Minimal Cost 

Fixed 

Intermediation 

Charges 



Types of Investment 
Vehicles in India 

Mutual Funds 
and ETFs 

Alternative 
Investment 

Vehicles 

Collective 
Investment 

Schemes 

Foreign 
Portfolio 
Investors 

REITS and InvITs 
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Mutual  Funds ð A trust  that  pools together  resources of investors, in order to invest in capital  markets. 

Against the pooling of funds by investors, the trust  issues ôunitsõ, thereby  making them part  owners of 

the assets of the mutual  fund scheme. It  offers  the ease of investment  and diversified  return,  with  the 

services of a professional asset manager. Low entry  size. .  
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Mutual Funds 



Å AIFs: Based on a structure similar to MFs, Alternative Investment Funds pool together funds from investors and issues 
units to them. An AIF can be in form of a company/ LLP/ body corporate/ trust.  

Å AIFs are private funds. Source of funds for AIFs may be Indian or foreign.  

Å It is not compulsory for AIFs to be listed.  

 

AIF: a private fund 

that pools money 

from investors  

Indian/ 

foreign 

Å Cat I: such as VC 

funds, Social 

Venture funds, SME 

funds; 

Å Invests in 

economically and 

socially viable 

sectors; 

Å Govt. incentives 

available  

Å Tenure: min. 3 

years;  

Å Close ended 

Sources of funds 

Å Cat III: such as 

hedge funds, 

derivatives;  

Å Earnings based on 

speculation;  

Å Govt. incentives 

are not available;  

Å Tenure: no fixed 

tenure  

Å Both open and 

close ended  Å Cat II: Private equity and debt funds;  

Å Generally involves HNIs and FPIs as investors; 

Å No government incentives are available;  

Å Tenure: min. 3 years;  

Å Close ended  

Å FVCI: From regulatory 

viewpoint, FVCIs are governed by 

separate set of regulations.;  

Å They are incorporated outside 

India;  

Å Specific criteria for investment 

by FVCI have been provided by 

the regulations.  
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REITs and InvITs 

Å REITs:  

ſREITs were the product  of US tax legislation  in 

1960 

ſWith the specific  idea of permitting  investors to  

invest in a tax transparent,  collective  vehicle for  

investing in income-yielding  real estate 

ſ A US-type REIT is 

¶Closed-end, and usually listed  

¶Tax transparent,  subject  to conditions,  especially 

distribution  of at least 90% of taxable  income 

¶ Investors get the advantage of  investing in a real 

asset, with  low correlation  with  financial  assets 

ſ REITs have emerged as a very powerful  mode of 

investing in commercial  real estate 

ÅMany countries have enacted specific  laws to 

permit  REITs 

 

ÅInvITs:   
Å Largely an Indian innovation  

Å Inspired by the REIT model,  for  investing in 

infrastructure  assets 

Å Several collective  investment  vehicles envisaged in 

India for  investment  in infrastructure  projects  

ſ Infrastructure  debt  funds 

ſ Infrastructure  bonds 

ſ NBFC ð IFCs 

ſ However, these supply debt  to infrastructure  

projects  

Å An InvIT supplies equity,  and not debt,  to an 

operational  infrastructure  assets 

Å Listed and traded  instrument  

Å Limited  use of leverage 
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Structure of REITs/ InvITs 
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Ownership of income-

earning real estate 

Structure of InvITs is similar to REITs, except that the investment is in òOperationalized projects in the 

infrastructure sectoró 



Growth of investment vehicles in India  

 
- Mutual Funds 

- AIFs 

- REITS and InvITs 

- Comparison with GDP 



Growth of mutual funds  



Status of Funds Mobilised  (for the period April 1, 2014 to January 31, 2018)  

 

Source: https:// www.sebi.gov.in   
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Cumulative position of Net Assets (for the period April 1, 2014 to January 31, 2018)  
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Growth of Alternative Investment Vehicles 

(AIFs) 



Growth of AIFs in India 1/2  

Source: http://riskadvisorsinc.com/alternative -investment -funds-take-off -style   
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Growth of AIFs in India 2/2  

Source: http://riskadvisorsinc.com/alternative -investment -funds-take-off -style   
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There are total 374 AIFs registered under SEBI, as per the records available on the website 

of SEBI, as on 21st Feb, 2018.  

*Date as available on public domain  
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ÅAs on 21st February, 2018, there  

are no registered REITs; 

 

Å In total,  6 InvITs are registered: 
a. GMR Infrastructure  Investment Trust;  

b. IL&FS Transportation  Investment Trust;  

c. India Grid Trust;  

d. IRB InvIT Fund; 

e. MEP Infrastructure  Investment Trust;  

f. Reliance Infrastructure  InvIT Fund. 

 

Å The first InvIT was IRB InvIT 

Fund, registered on 14 th March, 

2016; 

 

Å IRB and IndiGrid had been trading 

at a price below their issue 

prices:  

Å IRB InvIt  at approx 16% discount 

on issue price 

Å IndiGrid at about 8% discount 

 
 

 

Source: EPRA Global REIT Survey 2017  
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REITs and InvITs 



Size of different CIVs vs. GDP (as on 31st March, 2017) 
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Instruments allowing borrowers to access 

capital markets for debt funding  



Types of instruments 

Debt securities 

Secured 
debentures 

Unsecured 
debentures 

Structured 
debentures 

Securitised debt 
instruments  

Commercial paper 

Secondary market in 
loans ð securitisation and 

Mortgage-backed 
securities 

P2P 
lending 

platform  

27 



Popularity of bond market in India  



Aggregate issue of Corporate Bonds  
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Aggregate corporate balance sheet: funding 

by different sources  



Sources of funds for the corporate sector (pvt.  ltd.  companies) (Rs. in Million)  

 

 

 

Particulars  During FY 2013 -14 During FY 2014-15 During FY 2015-16 

Share capital  2417478 2769678 3012709 

Money received against share warrants 5203 4844 5314 

Bonds and debentures  531382  706839  841123  

Term loans from banks 2118260 2360468 2535581 

Secured term loan 1925593 2153916 2331017 

Deposits 53155 41518 52975 

Loan and advances from related parties  783580 763839 817607 

Long-term maturities  of financial lease 

obligation  

6105 9078 13368 

Other long-term liabilities  400217 562140 593498 

Short-term Loans repayable on demand 

(from banks) 

1136296 1468883 1552016 

Short-term loans and advances from 

related parties  

237932 508443 683870 

Short-term deposits  18285 54456 38354 

Other short -term loans and advances 1675779 1232392 1255925 

Aggregate size of the  balance sheet  22976747  25804210  27963508  

Source: Database on Indian Economy, Reserve Bank of India 
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Sources of funds for the corporate sector (public ltd. companies ) (Rs. in Million)  

 

 

 

Particulars  During FY 2013 -14 During FY 2014-15 During FY 2015-16 

Share capital  2720051 3152698 3364419 

Money received against share warrants 9064 13752 17301 

Bonds and debentures  914717  1216761  1410105  

Term loans from banks 4384301 4662451 4535176 

Secured term loan 3440065 3698086 3600592 

Deposits 58353 47265 71139 

Loan and advances from related parties  470952 555249 566829 

Long-term maturities  of financial lease obligation  9305 4544 4796 

Other long-term liabilities  548072 583447 655075 

Short-term Loans repayable on demand (from banks)  1932745 1821211 2107173 

Short-term loans and advances from related parties  128386 379629 379064 

Short-term deposits  38707 49734 54530 

Other short -term loans and advances 1747985 1535991 1434694 

Aggregate size of the  balance sheet  36425875  39460062  42799906  

Source: Database on Indian Economy, Reserve Bank of India 
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Percentage share of bonds (comparison) 

During FY 2013 -14 During FY 2014-15 During FY 2015-16 

% share out of total bal.  

sheet size (pvt.  Ltd. 

companies) 

2.31% 2.74% 3.00% 

% share out of total bal. 

sheet size (public 

limited companies)  

 

2.51% 3.08% 3.30% 

% share out of total bal. 

sheet size (non-govt. 

non-banking financial 

and investment 

companies) 

 

16.50% 11.51% 10% 
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Å A MF may subscribe to bonds issued by companies subject to the concentration norms specified by SEBI in this 

behalf.  

 

Å SEBI has detailed out the prudential limits in sector exposure and group exposure in debt -oriented MF 

schemes.  

 

Å The overall limit for sectoral exposure in debt -oriented funds has been fixed at 25%. 

 

Å The exposure limit provided for HFCs in finance sector was reduced to 5% from 10% in circular dated 15 th Feb, 

2016. However, it was later on revised back to 10% vide circular dated 10 th August, 2016. It was further revised 

in on 22nd Feb, 2017 to 15%.  

 

Å Limit on total exposure of debt schemes of mutual funds in a group  (excluding investments in securities issued 

by PSUs, PFIs and PSBs) is fixed at 20% of the net assets, which can be revised to 25% with the prior approval of 

Board of Trustees. 

 

 

Investment by MFs into bonds 
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Particulars  MF AIF CIS REITs/ InvITs 

Public/ private  Both Private (Indian  or Foreign) Public Public 

Minimum size Rs 20 crore per scheme Rs 20 crores Rs 100 crores Rs 500 crores  

Nature of investment  In capital market securities  In capital  market and 

properties both, based on 

the scheme of the fund  

In capital  market and 

properties both, based on 

the scheme of the fund  

 

REITs ð income-earning real 

estate 

 

InvITs ð operationalized 

projects  

Listing Closed-end, yes; open-end - 

No 

Not compulsory No Compulsory 

Open/ close-ended Both Cat I and II ð close-ended 

 

Cat III ð both 

Open-ended Both 

Tenure Fixed maturity as well 

continuing maturity  

Cat I and II ð min. 3 years 

 

Cat III ð not fixed  

May be fixed or open-ended 

maturity  

Typically, open -ended 

maturity  

Liquidity (exit opportunity)  Open-ended: Provided by 

fund; closed -end - market  

Given by fund Given by fund Sold in open market 

Tax transparency for the 

fund 

Fund is tax transparent  Cat I and II ð yes 

Cat III - no 

No Yes ð to the extent  of 

rentals, interest  

Capital gains: No 

Taxability  of investors Dividend distribution  tax in 

case of debt mutual funds  

In case of Cat I and II - yes Yes Income that did not suffer 

tax with the Fund - yes 
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Difference between MF, AIF, CIS and REITs and InvITs 



Regulations applicable to different types of 

investment vehicles 



AIF Regulations 
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Key features of an investment scheme  

ÅContributions made by investors are 

pooled 

ſKey word is investors 

ſInvestors mean persons who are not 

managing their own money 

ÅUtilized for the  purpose of a scheme 

ÅWith a view to receive profits, income, 

property, whether movable or immovable  

ſSEBI/courts in several cases have taken 

the view that mere sharing of the use of 

a property is not an investment scheme  

¶Guaranteed returns is the feature of an 

investment scheme 

ÅManaged on behalf of the investors  

ÅInvestors do not have day to day control  

ÅAIF means 

ſAny fund established in form of a trust, 

company or LLP 

ſIs a privately pooled investment vehicle  

ſCollecting funds from investors, Indian or 

foreign 

ſFor investing in accordance with  

ſDefined investment policy  

ſFor the benefit of its investors  

AND 

ſIs not a mutual  

ſOr a CIS 

ſOr any other regulated fund management  
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These are not AIFs 

family trusts set up for 
the benefit of  relatives  

ESOP Trusts 

employee welfare trusts 
or gratuity trusts  

holding companies 
within the meaning of 

Section 4 of the 
Companies Act, 1956  

Other SPVs not 
established by Fund 

managers, 
securitization trust  

Funds managed by 
securitisation company 

or reconstruction 
company 

Any such pool of funds which is directly regulated by any other regulator in India  
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What can an AIF do? 
ÅMake investments in accordance 

with  a scheme  
ſIn any legal entity  

ÅGenerally, AIFs do not hold real 
properties  

ÅCan AIF grant loans? 
ſSEBI FAQs no 7 of SEBI FAQs on AIFs 

says  AIF cannot grant loan  

ſHowever, SEBI ruling dated 29 th  Nov 
2017 seems to suggest AIFs can grant 
loans 

COMPANY 

SPV 

LLP 

BODY CORPORATE 

Therefore, an AIF can invest even in LLP  
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REGISTRATION 

ÅNo entity or person to act as an AIF, unless holding a certificate 
of registration from the Board:  

 For already existent fund not registered with SEBI -  
ſMay continue to operate for six months from commencement of 

Regulations or  
ſtill the disposal of application if the application is made within 

these six months. 
ſExisting schemes can complete their agreed term and schemes 

however, restriction on raising fresh monies other than  
commitments already made.  
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CATEGORIES OF AIFs 

AIFS 

Category I 
Category 

II 
Category 

III  
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Category I AIF 

ÅThis category of AIF will invest in:  

 

Start -up or early stage 
ventures  

Social ventures  SMEs 

Infrastructure or other 
sectors  

Areas which the 
government or regulators 

consider as socially or 
economically desirable  

Shall include venture capital funds, SME Funds, social venture funds, 
infrastructure funds and such other Alternative  Investment Funds as may be 
specified 

43 



Category II AIF 

Does not fall in Category I or Category II  

 

Does not undertake  leverage or borrowing, other 
than to meet day -to-day obligations.  

ÅThus, mainly functions out of its own corpus  

This category would also include PE funds or debt funds for which no special incentives or 

concessions are given by the Government. 
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Category III AIF 

Can employ leverage 

Employs diverse or complex trading 
strategies 

also include hedge funds or funds with a view to 
make short term returns or open ended funds, 
which do not have any concessions or specific 

incentives by the government  

Thus, effectively 
in the nature of 
hedge funds 
already defined 
in Regulation 2  
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Investment in AIF [regulation 10]  

ÅIssue of units allowed to any investor   
ſIndian,  
ſForeigner or  
ſNon-Resident Indian (NRI) 

ſCurrently the FDI policy allows issue of units only to VCFs 

and FVCI. Therefore, seems that reciprocal change will be 

effected in FDI policy so as to bring them in line with the AIF 

Regulations and include AIFs 
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Conditions for an AIF 
ÅEach scheme to have corpus of at least Rs. 20 crore  

ſAngel fund Rs 10 crores  

ÅManager or sponsor to have continuing interest  in the form of investment of not 

less than:  
ſ2.50% of corpus 
ſRs. 5 crore, whichever is less 

¶However, such interest shall not be through the waiver of management fees. 

Thus, manager or sponsor will be entitled to receive their fees and rightfully 

so. 

ÅMaximum 1000 investors per scheme 

ſHowever, the vehicle has to be privately pooled  

¶So the number of 1000 is unreasonably large 
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RBI allows investment by FPIs in AIFs 
ÅRBI has via notification introduced certain amendments in the 

Foreign Exchange Management (Transfer or Issue of Security by a 

Person Resident Outside India) (Eleventh Amendment) 

Regulations, 2015 for permitting investments by FPIs in the units 

of AIFs 

ÅFPIs are now allowed to invest in Category III AIFs in terms of 

Regulation 21 (1) (n) of SEBI (FPI) Regulations, 2014 

ÅAn FPI shall not hold more than 25% stake in a Category III AIF 
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Placement Memorandum [Regulation 11]  
ÅFunds to be raised by issue of Information Memorandum/ Placement Memorandum 
(òIM/PMó). 

ÅIM to contain information, the key being:  
ſMaterial information about AIF and Manager  
ſBackground of key investment team of manager  
ſTenure of AIF or scheme  
ſTargeted investors  
ſInvestment strategy  
ſRisk management tools and parameters employed  
ſConflict of interest and procedures to identify and address them  
ſManner of winding up of the Alternative  Investment Fund or the scheme  

¶The points so covered in the AIF Regulations are only inclusive in nature. AIFs to share 

other relevant information as required to help investors take an informed decision.  

¶The procedure contemplated here, is similar to that of public offering of equity 

shares. 
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Schemes [Regulation 12]  

ÅAIFs may launch schemes subject to filing of PM. 

 

ÅPM to be filed with SEBI atleast 30 days before the launch of the 

scheme along with the fees prescribed in Second Schedule 

ſScheme Fees is Rs. 1 lakh 

ſPayment of scheme fees not applicable for launch of first scheme  
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Tenure [Regulation 13]  

Category I and Category II  

üClose ended 

üTenure to be pre -defined, subject to minimum of three years  

 Category III  

üOpen ended or close ended 

 

51 



Extension 

ÅExtension of close ended AIF permitted upto 2 years  
ſApproval of 2/3rds (66.67%) of unit holders required  

 

ÅIn the absence of consent of unit holders, AIF to fully liquidate 
within one year following expiry of fund tenure or extended 
tenure.  
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Listing [Regulation 14]  

ÅUnits of close ended AIFs may be listed subject to minimum 

tradable lot of Rs. 1 crore 

ſSlightly unclear  

ſDoes it mean that the close ended AIFs may or may not go for 

listing? 

¶Therefore, open ended AIFs may go for buy back 

 

ÅListing permitted only after final close of the fund or scheme 
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General investment conditions  

Companies 
outside India 

ÅAIFs may invest in securities of companies incorporated outside India subject to such conditions  

Category I, II 
and III 

ÅCategory I and II to not invest more than 25% of corpus in one investee company  

ÅCategory III to invest not more than 10% of corpus in one investee company  

Uninvested 
portion? 

ÅUn-invested portion of the corpus may be invested in liquid mutual funds or bank deposits or 
other liquid assets of higher quality till deployment of funds as per the investment objective.  

ÅThus, AIFs can invest funds according to their investment objectives states in IM. In case of 
the un-invested portion, may be invested in liquid assets  

Investment barred without consent of 75% of investors by value of their investment in AIFs  
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Investment conditions for category 1 [regulation 16]  

 

ÅShall invest in VCU or SPV or LLPs or other units of AIFs 

 

ÅMay invest in units of Category I AIFs of same sub-category 

 

ÅShall not borrow funds or engage in any leverage except:  

ſFor meeting temporary funding requirements:  
¶Not more than 30 days  

¶Not more than 4 occasions in a year  

¶Not more than 10% of corpus 
 

ÅTherefore, Category I can fund in another fund too  
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Category I-sectoral caps [regulation 16]  

VCFS 
ÅAdditional conditions for VCFs - same as VCF Regulations 

ſtwo-thirds/66.67% of the corpus shall be invested in unlisted equity shares or 
equity linked instruments  

ÅNot more than 1/3 rd of corpus in:  

ÅIPO of VCU 

ÅDebt or dent instrument in which investment already made by way of equity or 

contribution towards partnership interests  

ÅPreferential allotment of equity shares of listed company - lock in period of 1 

year 

ÅEquity shares of a listed financially weak company or sick industrial company  

ÅSPV  
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Contdé. 

SMEs 

 

 

 
 

 

 

Invest atleast 75% of corpus in unlisted securities or 
partnerships of VCUs or listed or proposed to be listed SMEs 

Such funds may enter into an agreement with Merchant Banker 
to subscribe to unsubscribed portion of issue  

Such funds exempt from Regulations 3 and 3A of Securities and Exchange  Board of 
India  (Prohibition of Insider Trading) Regulations, 1992 in case of investment in 
companies listed on SME exchange subject to conditions prescribed.  
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Contdé. 

Social Venture Funds  

Atleast 75% of 
corpus in unlisted 

securities or 
partnership 

interest of social 
ventures 

May accept 
grants, subject to 

limit provided 
above 

may give grants to 
social ventures, 

subject to 
disclosure in IM 

may accept muted 
returns for their 

investors 
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Contdé. 

INFRASTRUCTURE FUNDS 

 Åunlisted securities or partnership 
interest of venture capital 
undertaking or SPVs 

Åinvolved in operating, developing or 
holding infrastructure projects  

Atleast 75% 
of corpus in   

Ålisted securitized debt instruments 
or listed debt securities of investee 
companies or SPVs 

Åinvolved in operating, developing or 
holding infrastructure projects  

may also 
invest in  
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Category II-sectoral caps [regulation 17]  

Invest primarily in unlisted 
investee companies or in 

units of other AIFs 

May invest in Category I or II 
AIFs 

Barred from investing in 
units of other FoFs 

May engage in hedging, 
subject to guidelines 

specified by SEBI 

May enter into an agreement 
with Merchant Banker to 
subscribe to unsubscribed 

portion of issue  

Exempt from Regulations 3 
and 3A  from Insider Trading 

Regulations  in case of 
investment in companies 
listed on SME exchange 
subject to conditions 

prescribed.  

Shall not borrow 

funds, or engage in 

any leverage 

except- 

For meeting 

temporary fund 

requirements  

For not more than 

30 days,  not more 

than 4 occasions in 

a year, not more 

than 10% of the 

corpus 
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Category III-sectoral caps [regulation 18]  

May invest in securities of listed or unlisted investee companies or 
derivatives or complex or structured products  

May invest in units of Category I or II AIFs 

Barred from investing in units of other FoFs 

May engage in leverage or borrow subject to consent from the investors 
in the fund and subject to a  maximum limit, as specified by SEBI.  

Such funds to make disclosures as specified  

To be regulated through issuance of directions on operational standards, 
conduct of business rules, prudential requirements, restrictions on 

redemption and conflict of interest as may be specified by SEBI.  
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General Obligations and conflict of interest  

Regulation 20  

ſSponsor or manager to appoint custodian for safe keeping of securities if 
corpus more than Rs. 500 crore 

¶For Category III, custodian to be appointed irrespective of size of 
corpus 

ſIn case of change in control, prior approval of SEBI required  

 

Regulation 21  

ſSponsor and manager to act in fiduciary position  

ſManager to establish written policies for mitigating conflict of interest  
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Transparency [Regulation 22] 

ſAll AIFs to ensure transparency and disclose information to investors 
relating to inter alia:  
¶risk management,  
¶any fees ascribed to manager or sponsor,  
¶any material liability,  
¶any enquiries by legal or regulatory bodies  

ſAIFs to provide on annual basis, within 180 days from year end:  
¶Financial information of investee companies, material risks and management of the 

same. 

ſCategory III AIFs to submit quarterly reports within 60 days of end of 
quarter on the basis of points givne above 
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Valuation [Regulation 23]  

ſCategory I and II AIFs to undertake valuation of their investments atleast 
once  

¶in every 6 months  

¶by an independent valuer  

ÅMay be enhanced to one year on approval of 75% of investors 

ſCategory III AIFs to ensure calculation of NAV Category is  

¶independent from the fund management function.  

¶NAV to be also disclosed at intervals provided  
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Winding up [Regulation 29]  

ſMethods of winding up by trusts, LLP, company, body corporate provided 
separately for each  
ſTrustee or trustee company or BoD or designated partners of AIFs to 

intimate SEBI about the circumstances leading to winding up  
ſNo investments to be made after such intimation  
ſWithin one year of intimation, assets to be liquidated and proceeds to be 

distributed to investors after satisfying all liabilities  
¶Same treatment as of equity investors in a company  
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Regulations applicable on CIS in India 



Collective Investment Schemes (CIS): Meaning 

ÅScheme or arrangement made or offered by any company  

ſunder which the contributions, or payments made by the investors 

are pooled and utilised  with a view to receive profits, income, 

produce or property  

ſis managed on behalf of the investors.  

ÅInvestors do not have day to day control over the management 

and operation of such scheme or arrangement.  
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Schemes not treated as CIS 

Åscheme or arrangement made or offered by a co -operative society;  
Åscheme or arrangement under which deposits are accepted by NBFCs; 
Åscheme or arrangement being a contract of insurance to which the Insurance Act, applies;  
Åscheme or arrangement providing for any Scheme, Pension Scheme or the Insurance 

Scheme framed under the Employees Provident Fund and Miscellaneous Provisions Act, 
1952 

Åscheme or arrangement under which deposits are accepted under section 58A of the 
Companies Act, 1956; 

Åscheme or arrangement under which deposits are accepted by a company declared as a 
Nidhi or a mutual benefit society under section 620A of the Companies Act, 1956;  

Åscheme or arrangement falling within the meaning of Chit business as defined in section 
2(d)of the Chit Fund Act, 1982;  

Åscheme or arrangement under which contributions made are in the nature of subscription 
to a mutual fund;  
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SEBI (Collective Investment Schemes) Regulations, 1999 
Eligibility Conditions  

Åapplicant is set up and registered as a company under 
the Companies Act, 1956 

Åapplicant has a net worth of not less than Rs. 5  crores 

Åmanaging of collective investment scheme as one of 
its main objects is states in its MoA 

ÅAtleast 50% directors shall be independent 

ÅCIS company is not the trustee of any CIS 
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SEBI CIS Regulations contd.. 

Obligations before the launch 
of any scheme 

ÅScheme to be approved by trustee  

ÅRegistered as debenture trustee are eligible to be 
appointed as trustees  

ÅAppraisal by an appraisal agency and credit rating by 
any such agency. 

ÅDuration of schemes shall not be less than 3 days 

ÅNo scheme shall provide guaranteed or assured returns 

ÅScheme to be open for not more than 90 days  

ÅAll unit certificates to be freely transferable  

ÅListing of schemes allowed, if mentioned in the offer 
document 

 

Disclosures 

 
ÅAn annual report and annual statement of accounts to be 

prepared in respect of each financial year  

Åwithin two months from the date of closure of each 
financial year forward to SEBI a copy of the Annual Report  

ÅPublish unaudited results within 1 month of end of each 
quarter in newspapers  
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SEBI CIS Regulations contd.. 

Terms and 
conditions 
after issue 

of 
certificate  

inform SEBI 
of any 

material 
change 

director to 
be appointed 

with prior 
approval of 
the trustee  

no change in the 
controlling 

interest without 
prior approval of 
SEBI , trustee and 
50% unit holders  

grievances 
redressal 

within 1month  
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SEBI CIS Regulations 

Restrictions on business activities 

Åundertake any activity other than that of managing the scheme  

Åact as a trustee of any scheme 

Ålaunch any scheme for the purpose of investing in securities  

Åinvest in any schemes floated by it  

Obligations of CIS company 

Åbe incompetent to enter into any transaction with or through its associates or 
relatives relating to the scheme  

Ågive receipts for all monies received by it and give a report to SEBI every month, 
particularly of receipts and payments  

Åhold a meeting of its BoD at least twice  in every three months  

Åobtain adequate insurance against the property of the scheme  
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Registered CIS  

ÅOnly one CIS, M/s.Gift  Collective Investment Management 

Company Limited;  

ÅRegistered during 2008-09; 

ÅNo CIC launched as on 31.03.2017. 
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Regulations applicable on REITs in India 



REIT regulations in India 

ÅSEBI (REIT) Regulations 2014  
ſMay be said to be enabling as well as regulatory instrument  

ÅStatutory powers only under the SEBI Act 
ſThe power under sec 11 of the Act nearest to a REIT is a collective 

investment scheme 

ſIt seems logical to say that a REIT must be a CIS in order for it to face 
the regulatory restraint of the REIT  

ÅRegulations contain a bar on anyone carrying a REIT activity without 
registration with SEBI 

ÅREIT Regulations may be said to be laying the complete law on REITs 
in India 
ſTaxation provisions refer to SEBI REIT regulations 
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Highlights of REIT regulations in India 

ÅRegulations permits only properties in India  

ſMany countries permit geographical diversification  

ÅUnlike US regulations, India does not permit mortgage assets at all  

ſ US regulations permit REITs to be either equity, or mortgage, or hybrid  

ÅLeverage restrictions  

ſ 49% of the value of REIT assets [reduced from 50% as proposed in the draft Regulations], with a 

requirement to seek credit rating if leverage exceeds 25% of REIT assets  

ÅSPV properties 

ſ As a unique feature, Indian regulations permit holding of properties through SPVs, where the REIT 

has controlling interest  

ÅClosed-end, listed  

ſ REITs in India will be closed-end, listed trusts  

ÅMinimum size 
ſ REITs to have a minimum asset value of Rs 500 crores [reduced from Rs 1000 crores as proposed in 

the draft Regulations]  
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Highlights of REITs regulations 

ÅPublic offer is mandatory  
ſInitial capital will be raised mandatorily by public offer [ Reg 14 (1)] 

ſSubsequent offers may be made by way of follow -on public offer, 
preferential allotment, institutional placement, rights issue, bonus issue, 
offer for sale etc  

ſMinimum public holding 25% 

ÅMinimum offer size: Rs 250 crores 

ÅInvestment size 
ſNo significant investment size restrictions; trading lot Rs 1 lac 

ÅMinimum number of investors  
ſPublic unit holders at least 200 at all times  
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Meaning of a REIT 

ÅThere is no definition of òREITó in the Regulations. 
ſPara 2 (1) (m) defines a REIT as a Real Estate Investment Trust; there is no definition or meaning 
assigned to the term òreal estate investment trustó 
¶Hence, the definition reaches a dead -end 

ÅHowever, in view of the scheme of the SEBI Act and the Regulations, a REIT must have the 
following features  
ſIt is not a real -estate owning company (REOC) 

ſIt is not a real estate owning LLP or partnership  

ſIt is a trust; pooling investments  
¶ It is a collective investment device  

ſIt is not a joint -venture, co -ownership or any other vehicle where there is no distancing between 
ownership and management 

ſIt issues òunitsó to raise financing 
¶Units are defined to mean beneficial interest  
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Meaning of a REIT -2 

ÅREIT needs to satisfy two major criteria  
ſAsset criteria  
ſIncome criteria  
ÅAsset criteria  
ſAt least 80% of the investments to be in rent generating properties, 

including investment in Holdcos and SPVs 
ÅIncome criteria  
ſAt least 75% of the income, other than capital gains, to be from rentals  
ÅIn sync with global regulations, REITs in India are also required to 

ensure minimum distribution  
ſMinimum 90% of the net distributable cash flows will be distributed to 

unitholders on a half yearly basis  
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Meaning of a REIT -3 

ÅExposure on Project 
ſThe REIT shall have to invest in atleast 2 projects (now amended to allow investment in 

single project);  
ſThe investments shall be in accordance with the provisions stipulated in regulation;  
ſHowever, maximum exposure to a single project has been restricted to 60% of the value 

of the assets.   

ÅUnit holders  
ſREIT will have only one class of units 
¶However, since underlying the REIT is an SPV, the SPV may have different classes of 

securities 

ÅSchemes 
ſNo schemes to be launched under a REIT 
ſSo a REIT is one pool of assets 
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Exposure on Project 

ÅPreviously REITs were required to hold atleast two assets with 
maximum 60% invested in a single asset 
ſNow this provision has been done away with . 

ſREITs can now hold a single asset 

ÅThe previous provision also stated that such 2 assets should 
cumulatively be worth of atleast Rs. 500 crore 

ÅSo now that single asset held by the REIT should meet such 
quantitative requirement  

ÅThe proposal of permitting a single asset should enable owners 
of large value assets to explore REITs 
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Assets that a REIT may hold 

ÅReg 2 (1) (o) defines òREIT assetsó as real estate assets or òother 
assetsó held directly or through a special purpose vehicle 
ÅòReal estate assetsó are defined in reg 2 (1) (n) to òpropertiesó held by 

a REIT either directly or through an SPV 
Åòpropertiesó or real estateó are defined in reg 2 (1) (l)  
ſto include buildings, sheds, garages, fences, fittings, fixtures, warehouses, 

carparks or other assets incidental to real estate  
ſExcluding 
¶Mortgages 
¶Exclusion seems to be mortgage asset, and not mortgage liability  

¶TDRs ð conditionally allowed  
¶Infrastructure assets  
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Assets that a REIT may hold -2 

ÅHowever, the primary limitation on REIT assets comes from Reg 18 (4) 
ſAt least 80% of REIT assets [reduced from 90% as per draft Regulations] shall be in òcompleted, 
rent generating propertiesó 

ſUpto 20% REIT assets may be in other eligible assets 
¶Development properties  
¶With the condition that the property has to be at least 3 years after completion, and must be leased out  

¶Listed or unlisted debt of companies  

¶MBS 

¶Listed equities of companies, which derive at least 75% income from real estate activity  

¶Government securities 

¶Money market instruments or cash equivalents  

ÅThus, the òother assetsó referred to in Reg 2 (1) (o) are limited to 20% of total REIT 
assets  

Å80% of the assets have to be rental properties  
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Properties that a REIT may hold 

ÅRented residential properties  
ÅRented commercial properties  
ſOffice properties  
ſShopping properties 
ſHospitals 
ſHotel properties  
ſGodowns/warehouses 
ſFactory properties  
ſOther similar properties  
ÅRenting requirement  
ſAt least 75% of the area must have been rented/leased out [exp below 

Reg 18 (4)] 

84 



Properties that a REIT cannot hold  

ÅMortgage assets, that is, mortgage loans 
ſBar in reg 2 (1) (l) and in reg 18 (2) seems to be on mortgage assets; does not 

prohibit the REIT acquiring or holding mortgaged properties  
ÅTransferable development rights  
ſExcept where acquired for the project where REIT has already made investment 

[reg 18 (5) (g)]  
ÅProperties or securities out of India  
ÅVacant land or agricultural land  
ſThe term òagricultural landó has been interpreted in several rulings under 

SARFAESI Act 
ſCarve out in case of land which is contiguous, or extension of a project being 

implemented in phases 
ÅUnits of other REITs 
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Holding of properties through SPVs 

ÅUnique feature of Indian regulation - clearly for avoiding stamp duties on transfer of properties from 
the present owner to the trust  

ÅSPV  - defined in reg 2 (1) (p) to body corporate in which a REIT holds/proposes to hold controlling 
interest  
ſòControlling interestó is coming clear from Reg 18 (3) (b) to mean not less than 51% of equity capital of the SPV  

ÅAs the SPV can be only body corporate 
ſ It may be a company 
ſ It may be an LLP 
ſSince cooperative societies are not òbodies corporateó as per Companies Act, by virtue of reg. 2 (2), Companies 

Act definition will apply to the Regs. 

ÅManner of REIT making investment in SPVs 
ſ Equity 
ſ Debt 
ſ Equity linked instruments  
ſ Partnership interest  

86 



Holding properties through SPVs -2 

ÅReg 18 (3) places essential restrictions regarding holding of properties through SPVs  

ſSPV must hold properties directly and not through other SPVs  

¶At least 80% [reduced from 90% as proposed in the draft Regulations] investment in properties  

ſREIT must hold at least 51% controlling interest  

¶No apparent restriction on issue/holding of preference capital  

ſNo shareholder must have any right to prevent the SPV from ensuring compliance with the 

provisions of the Regulations 

¶Does this mean the SPV will also be subject to minimum dividend distribution requirement? Answer should 

be yes 

¶May require stipulation in the articles of association of the SPV  

ſAt lease one representative  on the board of the SPV nominated by the Manager, in consultation 

with the trustee  
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Holding properties through SPV -3 

ÅIs the SPV subject to the same restrictions are the REIT? 

ſDefinition of òREIT assetsó in reg 2 (1) (o) includes SPV assets too 

ſHence, the income/asset criteria  should be applicable to REIT on a consolidated basis  

ÅAre the dividend distribution requirements applicable to SPV too?  

ſSeems logical; if SPVs are allowed to retain profits, the whole purpose of dividend distribution 

mandate gets frustrated  

ÅIs SPV subject to leverage restriction? 
ſ Reg 20 (1) refers to òconsolidated borrowingsó  

¶Obviously the borrowings of the SPV need to be added together  

ſHowever, free hand for preference capital  

ſ Borrowings are a proportion of REIT assets 

¶Hence, preference capital may be used for leveraging power too  
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Allowing REITs to lend to underlying Holdco/SPV 

ÅAs per the extant regulations, REITs were not allowed to lend funds. They could make 

investments only through debt securities.   

ÅBut with SEBIõs amendments it is now possible for a REIT to lend to its Holdco/SPV.  

ÅEarlier the REITs were not allowed to extend debt to the SPVs and since the SPVs are 

mostly in the nature of companies, the upward flow of funds from the SPV to the REIT 

suffered double taxation . 

ÅThis change would allow the REITs to extend debt to downstream SPVs which in turn can 

claim interest paid on such debt as expense.  
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Co-investment in properties  

ÅA REIT may be a joint investor in properties  

ÅReg 18 (11) puts conditions for co -investment  

ſTerms should not be more favourable to the other person  

ſNo rights with the co -investor which prevent the REIT from carrying 

obligations under the Regs 

ſCo-investment agreement to provide for minimum distributions; 

pro-rata share of distributions; dispute resolution mechanism  
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Investment by REIT in developmental properties  

ÅRegulation 18(5) provides for  the 80:20 rule  

ſ80% in completed,  income earning properties  

ſ20% in everything  else 

ÅThe permissible limit  for  investing in properties  other  than that  of 

completed  and rent  generating properties  is a part  of the 

20%[enhanced from 10% as proposed in the draft  Regulations] of 

the total  value of REIT assets 

ÅHowever, SEBI has provided a cap of 10% in the developmental  

properties  alone. 

ÅThus, exposure of REIT in properties  which are under construction  

phase has been restricted  to 10%.     
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Investment restrictions  
ÅReg 18 is one of the most important regulations, setting investment regulations for the REIT  
Å80:20 rule ð 80% of the value of REIT assets to be in completed rent generating properties  
ÅWithin the 20% cap, a REIT may hold only eligible asses listed in Reg 18 (5) 
ÅSub-cap of 10% for properties under construction, or where construction complete, but not 

rent generating  
ÅAt least 75% of the revenues, other than capital gains, to come from rentals or income 

incidental to letting  
ÅTo hold at least 2 project  
ſThe word òprojectó is not defined; should properly mean a single property or complex 

ÅNot more than 60% of total asset value in one project  
ÅInvestment conditions to be monitored on half yearly basis  
ÅMinimum 3 year holding period  
ÅFor any sale of property or SPV shares exceeding 10%, untholdersõ  approval is required   
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Leverage restrictions  

ÅRestrictions applicable on a consolidated basis, and applicable to 

borrowings as well as òdeferred paymentsó 

ſNote, preference shares issued by the SPV not regarded as borrowings 

ſSecurity deposits paid by tenants to regarded as borrowings  

ÅBorrowings limited to 49% of the value of REIT assets 

ſAs borrowings exceed 25% of REIT assets, will require 

¶Credit rating  

¶Unitholdersõ approval 

ÅDeviations due to market movements to be corrected within 6 months  
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Parties to a REIT 
ÅòParties to a REITó [reg 2 (1) (c )  
ſSponsor (or redesignated sponsor) 
ſHoldco 
ſSPVs 
ſTrustee 
ſManager 
ſValuer 

ÅOther parties  
ſAuditor  
ſRegistrar and Transfer agent 
ſMerchant banker 
ſCustodian 
ſLease managers appointed by the manager ð Reg 10 (6) 
ſProject manager in case of development properties ð reg 10 (8) 
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Structure of REITs in India 

REIT 

Sponsor 

Unit holders  

SPVs 

Properties 

Trustee 

Manager 

Sets up REIT;  

holds minimum units  
Trustee of the REIT; 

Holds legal title  

Holds  

controlling  

interest  

Manages 

properties  

Hold 

beneficial  

interest  

valuer 

auditor 
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Sponsor 

ÅSponsor is the entity that puts up the entire show and holds at least 25% 
of the unit at inception, and 15% throughout  
ÅRegulations permit upto 3 sponsors 
ſEach must be holding at least 5% of the units; collectively at least 15%  
ÅMinimum Net worth of sponsor Rs 20 crores for each sponsor; Rs 100 

crores put together  
ſWhether net worth condition applicable to each sponsor, or all put together?  
ÅAt least 5 years experience in real estate industry on individual basis  
ſDeveloper must have completed at least 2 projects  
ÅMinimum investment in REIT  
ſExceeding 25% upto 1 year from listing  
ſ25% upto 3 years from listing  
ſ15% all through 
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Re-designated sponsor 

ÅWhere the sponsor wants to exit  

ſOnly after 3 years from listing  

ſAfter obtaining sanction of unitholders as per Reg 22 (11) 

ſProviding them exit option  
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Sponsor responsibilities 

ÅRegulation 11 deals with the rights and responsibilities of the 

sponsor; 

ÅIt shall be the responsibility of the sponsor to set up the REIT in 

accordance with the provision;  

ÅThe appointment of Trustee shall be done by the sponsor;  

ÅIt shall adhere to requirement of maintaining specified 

percentage in the REIT as discussed earlier.      
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Trustee - eligibility  

ÅRegistered as Debenture Trustee 
ſDebenture Trustee Regulations 1993 put a net worth requirement of 

Rs 2 crores 

ſMust be a body corporate 

ÅNot an associate of the manager, sponsor and principal valuer 

ÅNot an investor in units of REIT [ reg 9 (15)] 
ſShould logically imply that trustee shall not hold shares of any SPV 

as well 

ÅAt least 50% of its directors are independent, and not òrelated 
partiesó to the REIT 
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Manager - eligibility  

ÅWhile trustee is the title holder of trust properties, Manager is 
the operating functionary of a REIT  

ÅMay be a body corporate or LLP 

ÅEligibility  
ſNet worth of at least Rs 10 crores 

ſAt least 5 years experience in fund management/ advisory services/ 
property management or development of real estate  

ſAt least half of the directors/members of the governing board are 
independent  
¶Not on the board/governing body of any other REIT  
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Valuer responsibilities  

ÅWho can be valuer: 
ſRegistered valuer u/s 247 of the Cos Act  
¶Until then, a chartered accountant with at least 10 years practice or a merchant banker  

ſShould not be an associate of sponsor/manager/trustee  
ſShould not be an investor in REIT units 
ſThere is also a restriction on sale of REIT units by valuer 
¶Upto 6 months after ceasing to be a valuer 

ÅReg 21 (1) seems to be requiring mandatory rotation of valuer 
ſHowever, it is seeming like putting a minimum number of years before rotation is done  
ſNo valuer to value a property for more than 4 years consecutively ð reg 21 (9) 

ÅOther responsibilities  
ſThe valuer shall discharge its duties in a true and a fair method taking into 

consideration the framework provided in Regulation 21, which deals with the valuation 
of asset 
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Life cycle of a REIT 
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Fund raising                             1/2  

ÅThe minimum value of REIT assets is Rs 500 crores 
ſMinimum offer of Rs 250 crores; public offer 25% of the òvalue of the 
REITó 

ſòValue of REITó [reg 2 (1) (dd)] is different from value of REIT assets  
¶It refers to the NAV, net of the debt  

ſMinimum offer requirement  
¶Rs 250 crores ð is that the public offer?  

¶Public offer to be 25% of the NAV of the REIT 

¶For instance, a REIT may have assets of Rs 500 crores, borrowings of Rs 250 
crores, and make a public offer of 25% of Rs 250 crores? 

ſDo òOffer sizeó and òpublic offeró mean the same? 
¶Since more than 25% of the offered units have to be retained by the sponsor  
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Fund raising                         2/2  

ÅSome other aspects 
ſCases where refund is to be given to unit holders within 15 days from the 

closure of offer:  
¶Where the subscription amount raised is less than 75% of the issue size; 
¶Where the over subscription amount is more than the amount specified in the offer 

document;  
¶The regulation also provides that maximum over subscription that can be retained 

cannot exceed more than 25% of the issue size; 
¶Where the number of subscriber in the offer is less than 20. The number does not 

include related party of REIT  

ſThe REIT is supposed to allot  the units or give refund within  10 days of 
the closure of issue. However, after  the expiry of 15 days from closure, 
REIT shall be liable  to pay interest  to unit  holders @ 15% till  it  makes 
refund or lists itself  .    
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Procedural steps in a public offer  
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Mode of raising funding 

ÅPreviously REITs were allowed to issue only equity oriented securities  

ÅOn 18th September, 2017, SEBI vide a press release introduced an amendment allowing 

REITs and InvITs to raise debt capital by issuing debt securities  

ÅThe overall debt limit is set at 49% of its total value of assets  

ÅUnit holdersõ approval not required to raise debt upto 25% of its total asset value 

×Any fund raising above this threshold limit shall require prior approval of the unit -holders and REIT 

will have to obtain a credit rating  

ÇREIT is expected to achieve 25% minimum public shareholding within 3 years of listing  
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Who can be investors in a REIT 

ÅTrading lot is specified  

ÅReg 14 (12) says investment may be made by domestic or foreign 
investors 
ſAs regards foreign investors, investment as per FEMA rules 

ſAs per FEMA rules, FPIs are allowed to invest in listed securities 

ſBudget speech did say NRIs may invest in REITs and IITs 

ſAs per SEBI circular dated March 15, 2016, RBI has made necessary 
amendments in Foreign Exchange Management (Transfer or Issue of 
Security by a Person Resident Outside India) (Eleventh Amendment), 
Regulations, 2015 permitting investment by FPIs in the units of 
REITs 
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Valuation  

ÅReg 21 (1) seems to require mandatory rotation of valuer 
ſNo valuer to carry valuation more than 4 years [ reg 21(9)] 

ÅFull valuation to be done at least once in a year  
ſIncludes physical inspection of every property  
ſContents of full valuation report given in schedule V  
ſFull valuation report to be a part of the annual report  
ſTo be submitted within 2 months from the end of the financial year  

ÅHalf yearly valuation be done by the valuer 
ſWithin 30 days from the end of the half year  

ÅFull valuation also required prior to any initial public offer/ follow -on public offer  
ſReport not more than 6 months old  

ÅValuation also required for every purchase /sale of properties  
ſSale/purchase prices not more than 10% plus/minus  

ÅAlso required where there is any material development affecting the valuation of REIT 
assets 
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Valuation Report                         1/2         

ÅSchedule V of the Regulation provides the contents of the valuation  

report .  These are as  follows : 

ſPreliminary  information  such as name and brief  detais of the valuer; 

ſDescription and explanations pertaining  to methods adopted for  

valuation  including assumptions used; 

ſa declaration  by the valuer that : 
¶the valuer is competent  to undertake the valuation ; 

¶the valuer is independent  and has prepared the report  on a fair  and unbiased basis; 

¶the valuer has valued the properties  based on the valuation  standards as specified 

under these Regulations; 

ſany other  matters  which may affect  the property  or its value; 
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ſProperty wise details  of the following  are to be provided: 
¶Address of the property,  ownership and title  details  including whether  the 

transaction  is a related  party  transaction ; 
¶a brief  description  of the property  including age of the building,  the site area, gross 

floor  area, net lettable  floor  area etc; 
¶ the existing use of the property ; 
¶occupancy rate ; 
¶Date of inspection and date of valuation ; 
¶Valuation standards adopted for  valuation  of real estate assets; 
¶ Method used for  valuation,  qualifications  and assumptions; 
¶Holding interest  of REIT in the said property ; 
¶Purchase price of the property  by the REIT(for existing properties  of the REIT) 
¶Valuation of the property  in the previous 3 years; (for  existing properties  of the 

REIT) 
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