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The private equity (PE) and venture
capital (VC) markets have transcended
the realm of conventional asset classes
to bring in capital and financial knowhow
to the start-up ecosystem and help

drive India’s economic growth by fuelling
growth of businesses.

These investments have led to the
creation of 90+ unicorns’ in the
country in the past five years. Growth
of entrepreneurship and innovation,
supported by the PE-VC markets, has
attracted global interest, bringing in
global expertise for Indian businesses.

Alternative investment funds (AIFs) form
an important part of the PE and VC deal
activity. The segment has gained traction
in the past five years, with cumulative
commitments clocking a compound
annual growth rate (CAGR) of ~38%?2.

AlFs provide a vital source of capital to
start-ups or established companies,
depending on the fund strategy, and offer
diversification opportunities to investors
as alphas decline for traditional asset
classes.

Despite the recent market downturn, the
VC and equity funds outperformed? their
public market equivalent (PME+) as of
March 2023, barring funds belonging to
fiscal 2015. AlFs continued to capture
investor interest as affluent investors
with greater risk appetite sought
differentiated products and better
returns for their investments.

Majority of the 1,000+ AlFs registered
with the Securities and Exchange Board
of India (SEBI) as of March 2023 were
registered in the past four years. As
these funds approach the end of their
life cycle, the ability of fund managers

"'www.investindia.gov.in
2SEBI
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to make timely exits from their portfolio
companies at favourable valuations will
be a key factor to decide the experience
that AIF investors will have. This, in turn,
will determine their readiness for future
investments in the segment.

Recent years have seen the growth

of the start-up culture in India, with
government data showing the total
number of recognised start-ups in the
country at more than 1,12,000% as on
October 3, 2023. This will further boost
the investment opportunities available
to AlFs and strengthen the segment.

After growing at a healthy pace till fiscal
2021, the PE and VC markets witnessed
record activity in fiscal 2022 with more
than 260%°® jump over the previous
fiscal.

The following fiscal, however, saw

a steep decline in activity as rising
inflation exacerbated by the continuing
geopolitical conflicts (Russia-Ukraine
conflict, strained United States-China
relationship), supply chain disruptions,
demand-supply gaps, and subsequent
tightening of the monetary policy
affected investor sentiment.

Despite the global headwinds, India
remains an attractive destination

for PE and VC investments in the

long term. Robust economic growth,
rising entrepreneurship, a large
consumer base, higher adoption rate of
digitalisation, a favourable regulatory
environment, and government initiatives
and schemes should provide ample
opportunities for investors in coming
years.
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Gathering steam: Evolution of India’s
private market in a turbulent decade

The size and quality of private market
in India has grown significantly over the
past decade despite challenges such
as the pandemic-induced economic
slowdown and interest rate hikes.
Indeed, the improved quality of the
present opportunity is worth noting for
those investors who experienced the
pre-2010 domestic private market era.
The greater depth of experience of the
investment managers’ (IMs) community
in the country can be gauged from the
fact that 44 of them are now managing at
least their third fund®.

Regulatory oversight of the market is
improving, offering greater transparency
and better protection for investors, as
detailed in the report.

Deal flow is broadening and becoming
more sophisticated as well, supported by
deepening of the technology ecosystem,
as noted in the report. The quality of

the domestic private market, as evident
from the analysis on page 25, highlights
its outperformance compared with the
public market, a trend that is consistent
with those observed in other key global
markets.

Expansion of venture capital beyond
the shores of the US and the European
Union has been a distinct feature within
private markets over the past decade.
Consistent with the global trend, Indian
private market growth has been led by
venture capital.

Unlike advanced economies where
private equity typically makes up a larger
proportion of the private market, venture

SCRISIL MI&A Research
’Global Private Capital Association

capital has accounted for a larger share
in India for several years. The dominance
of venture capital, though, raises issues
for large foreign investors owing to

their requirement for large minimum
commitment sizes. Domestic investors
face no such issue and have increased
their participation in the private market
by ~10x from 2015 to 2022".

The dominant position of venture capital
in the Indian private market is also
linked to favourable deal flow conditions
led by government policies over the past
decade, such as introduction of the

Goods and Services Tax and expansion
of both physical and digital public
infrastructure. These measures have led
to improved efficiency, lower costs, and
access to a wider consumer and user
base.

Government policies aimed at
enhancing market integration through
infrastructure development and digital
advancements have not only fuelled
growth of venture capital but also
expanded market opportunities for
private equity in India.

Interactions with private equity funds
indicate that companies in their pipeline
are experiencing relatively high organic
growth irrespective of whether they were
previously backed by venture capital.
Private equity in India is reaping the
benefits of both generally higher organic
growth rates and an expanding pool of
opportunities as venture capital-backed
companies progress along the growth
stages.
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Executive summary

India’s start-up narrative remains strong and optimistic.

The country has become the third largest® ecosystem
globally with more than 1,12,000 start-ups in existence as
on October 3, 2023.

A key contributor to this success has been the PE-VC
markets, which have risked capital and sown financial
knowhow.

Geographical penetration has deepened as well. PE-VC
deal activities have gone beyond Tier 1 cities, deals in these
cities have surged ~220x in a decade — from Rs 318 million
in fiscal 2013 to Rs 71 billion in fiscal 2023.

Technology has been at the core of investments in the
PE and VC markets in India, transforming the sectoral
distributions in the past 10 years.

The growth of the private equity markets has also been
funnelled by the rising popularity of AlFs. They have become
an integral part of the domestic PE-VC market and a vital
source of capital to startups. This segment has picked up
pace in the past five years, with two-thirds of the 1,096 AlFs
registered as on March 31, 2023, having been registered
during this period.

Commitments have risen at an annualised 38%?° in the past
five years to Rs 8.34 trillion as of March 2023.

To be sure, the unlisted markets have expanded, as
reflected in significant reduction in deployment time
indicated by the increase in investments made to funds
raised for Category | and Il AlFs in the past five years ended
March 2023.

The segment has also emerged as an attractive investment
destination for high-net worth individuals (HNIs) and
ultra-high net worth individuals (UHNIs) as they seek

out differentiated products that give them an option to
generate better returns on their investments. Notably, as of

Swww.investindia.gov.in
°SEBI

March 2023, over 40 investment managers manage at least
three AIF schemes.

Substantial alpha generated by aggregate AIF benchmarks
in the private market compared with the PME+ despite
downturn in returns has been a big plus for the segment.
As of March 2023, the aggregate benchmark' was able to
generate an alpha' of 13.5% over the public market index
(S&P BSE Sensex TRI). This performance is not driven by a
few funds — distribution of alpha recorded by funds in the
benchmark over their respective public market equivalent
reveals that more than 75% of the funds have generated
positive alpha.

Robust economic growth, rising entrepreneurship, a large
consumer base, higher adoption rate of digitalisation,

a favourable regulatory environment and government
initiatives should provide opportunities for the AIF segment
to grow in the coming years.

Entry of domestic institutional investors, such as
retirement funds and insurance companies, in this space,
increasing investment opportunities beyond Tier 1 cities
and supply surplus from the booming startup culture in the
country will further boost AIF growth.

That said, after seeing robust growth in the past few
years, PE-VC funding fell ~67% last fiscal as global macro
headwinds intensified.

The relatively young AIF industry will also need to
go through the test of time as fund managers will be
scrutinised for their ability to make timely exits at
favourable valuations.

This, in turn, will establish the investor experience with
the product, and determine their readiness for future
investments in the segment.

"“Benchmark comprising VCFs (under Category 1) and equity funds investing in only unlisted securities (under Category II)
""Measured as a difference between the Internal Rate of Return (IRR) of the benchmark and the PME+ values calculated for S&P BSE Sensex TR
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Market note from Oister Global

The growth of the Indian private markets in the last decade
had been truly impressive. It now presents a large, growing
and increasingly institutional quality opportunity in which
all investors — both, domestic and foreign — can take an
active part. This trend in private markets in India is part of
a larger global expansion of the PE-VC markets, outside

their traditional bases in the US and Europe, as illustrated
in Chart 1" In India and elsewhere, growth in the private
markets has been driven by the expansion of VC rather than
PE, as shown in Chart 2.

Chart 1: VC Fund Raising USDm
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Source: Global Private Capital Association

Chart 2: Change in Annual Fund Raising 2022 vs 2015
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Two factors account for the preponderance of VC. While PE
expanded outside its home base and into India and other
countries from 2000, its expansion has been constrained by
the need for a large amount of debt financing.

VC expanded later, beginning in a sustained way around
2010.The disruptions happening in the digital space
facilitated their expansion beyond the US and EU. For
deal flow, the VC industry, in its original form, relied on
new inventions and products making their way from the
research hubs of universities, large corporations and
the military, into the commercial sphere. This limited the
number of locations in which VC could take root.

However, the rise of programming-based technology
untangled VCs from their reliance on expensive labs. Any
location with smart programmers and entrepreneurs with a
vision to improve efficiency and customer service became a
location for them to establish themselves. India has both in
abundance.

Investment opportunity for VC funds in India has been

significantly boosted by the government policy, which has
not been the case with other countries. In the last decade,
many government initiatives in India have contributed to a

significant expansion in VC deal flow into the country. Some
initiatives have cut costs by reducing inefficiencies, others
have encouraged digital innovation and yet others have
improved the ability to deliver goods to consumers.

The policies that have supported the expansion of VCs have
benefited PE too.

From our interactions with PE funds, it was apparent that
companies’ portfolios are experiencing attractive rates

of organic growth. PE funds are also benefiting from an
increased pool of opportunities in India as companies
previously backed by VCs progress into later growth stages.

Given below are a few examples of the government policies

supporting the PE/VC space:

» Introduction of goods and services tax (GST): As a
unified tax system, GST removed barriers to inter-state
commerce and cut delays in the movement of goods
across state borders in India

e Expansion of digital public infrastructure: This includes
identity verification (eSign, DigiLocker), payments
(Aadhaar Payment Bridge System, Unified Payments
Interface) and data sharing (Open Credit Enablement
Network). The digital public infrastructure has created

2CRISIL and Oister Global would like to thank the Global Private Capital Association for providing the data used in charts 1 to 5. Due to the use of calendar year format rather than
financial year, the data in the charts is not directly comparable to CRISIL data used elsewhere.
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opportunities to reach a wider customer base, cutting
across geographies and income levels, across multiple
sectors

* Investment in physical infrastructure, such as roads and
airports: Better infrastructure increased market access
and lowered costs. India has expanded its road network
by around 59% in the last nine years. As of June 2023,

the country had the second largest road network' after
the US.

e The number of airports doubled from 74 to 148" during
the period (until April 2023)

e The commercial opportunities these policies offered
will continue to drive robust deal flow for the Indian VC
industry.

Chart 3: VC Fund Raising as Percentage of Total VC and PE in India & Global EM
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The benefit of government policy to VC deal flow may
account for the fact that VC represents a larger part of the
private market in India than PE. This is highly unusual, If
not unique. In other markets, owing to the large deal and
fund sizes, PE forms a larger part of the private markets
than VC. As Chart 3 shows, VC has mostly represented more
than 50% of the capital in the Indian private market. It was
around 70% as of end-2022.

The quality of the private market opportunity in India has
improved along with the market’s growth. There are now
about 40+ investment managers who have raised three or
more funds, an indication of both the depth of experience
and consistency in performance. Deal flow is broadening.
For example, as this report explains, the deep technology
ecosystem is growing.

Regulatory oversight of the market is improving, increasing
transparency and offering better protection for investors
(also covered in this report). For investors, the ultimate test
of a market is the quality and consistency of returns. The
Indian private markets do not disappoint on this front.

In the US and EU, the private markets provide an attractive
margin of outperformance over public markets. As a
result, private markets form a core allocation in investors’
portfolios’s.

Shttps:/pib.gov.in/PressReleasePage.aspx?PRID=1935658

This report provides evidence that the private market in
India is also outperforming the public market, ensuring its
inclusion in portfolios, just like in the US and EU.

CRISILs analysis of 217 funds belonging to vintages fiscals
2013 to 2022 shows that Indian private markets (category |
venture capital funds and category Il equity funds investing
in unlisted securities combined) outperformed public
market equivalent (using S&P BSE Sensex TRI) by 13.5% (as
of March 2023). The result is not driven by a few superstars.

A majority of the funds in the sample had internal rate of
returns (IRRs) above the public market equivalent.

This performance positions the Indian private market
comfortably on par with its international peers.

There is no free lunch, as the saying goes. As in other major
markets, the Indian private market has a wide dispersion
of returns between the top and bottom performers —
much wider than that in the public market. As of March,
for vintage years fiscals 2015-2020, the average spread
between the top and bottom performance quartiles was
23.3% for category 1 VCFs and category 2 equity funds
investing only in unlisted securities, compared with 5.4%
for the public market funds’®.

This report also provides insights into the difference in the

Thttps:/static.pib.gov.in/WriteReadData/specificdocs/documents/2023/apr/doc2023423184101.pdf
*For example, see State Street Global Advisors https:/www.ssga.com/library-content/pdfs/ic/alternative-investments-the-PE-conundrum.pdf and World Economic Forum

https:/www3.weforum.org/docs/WEF_Private_Equity_Industry_2022.pdf

"SPME+ for 45 mutual fund schemes in the mid and small cap segments have been considered based on their inception for vintage year wise aggregated benchmarks considered in the report
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return and risk profiles (based on the 1st and 3rd quartile investments and beyond. The benchmarks show that as of
threshold spreads) of the funds that focus on early-stage March 2023, the pooled IRR of funds focused on early-stage
investments (up to funding round series A) and those that investments was 39% and that on later stage investments
focus on later stage investments (funding round series B 26%. However, as expected, the spread between the top
and beyond). These investment stages have different return  and bottom performance quartiles is wider for the funds
and risk profiles and insights into these differences are focused on early-stage investments than those focused on
valuable for investors. the later stage investments.

As such, CRISIL has created two benchmarks from category  The performance and the improving quality of the Indian

I VCFs and category Il equity funds belonging to vintages private market is truly impressive. It appears that domestic
fiscal 2013 to 2022 — one focused on funds primarily investors are paying more attention to the opportunity in
making more than 50% of investments in seed and series their own backyard.

A rounds (early-stage) and the other focused on funds
primarily making more than 50% of investments in series B

Chart 4:INR versus Foreign Fund Raising % Chart 5: INR Fundraising USDm
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Source: Global Private Capital Association
Chart 4 illustrates the increasing participation of Indian Oister Global strongly believes in the private market
investors in the domestic private markets relative to opportunity in India and is committed to improving both
offshore investors. Giving more perspective to the scale of investors’ understanding of the Indian private market and
growth in domestic participation in the private markets, their access to quality private assets.

Chart 5 shows that fund raising in Indian rupees has
increased by around 10 times since 2015.
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PE and VC industry on a
steady growth path in India

rivate equity (PE) and venture
capital (VC) investments are
becoming a critical source of

funding for Indian entrepreneurs
and start-ups.

Investment activity in terms of
number of deals was on the rise
from fiscal 2013 till fiscal 2021,
when the pandemic struck. After

a temporary collapse, markets
rebounded in fiscal 2022, with both,
volume and value spiking. But this
too proved short-lived, as rising
inflation, increasing cost of capital
due to interest rates hikes by global
central banks, and the continuing
geopolitical conflict (Russia-Ukraine
conflict, US-China decoupling) led
to adeclinein fiscal 2023. These
factors have severely dented
investor sentiment, making them
cautious in deal making.

Nevertheless, we believe India
remains an attractive destination
for PE and VC investments in

the long term. Robust economic
growth, rising entrepreneurship,
a large consumer base, higher
adoption rate of digitalisation,
favourable regulatory environment
and government initiatives and
schemes, should provide ample
opportunities for investors in the
coming years.

Research
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Deal value and numbers on the
rise, barring last fiscal

Despite several challenges, India’s PE and VC industry has been
maturing over the past few years. Deal activity has been robust over
the past few years, showing an uptrend in the deal volume and value,
except for last fiscal. Notwithstanding the slowdown in funding activity
due to the pandemic, fiscal 2022 recorded an all-time high in deal
activity, growing ~261% on-year. Investment flows of Rs 3,553 billion
was recorded across 2,170 deals. This was mainly due to the sooner-
than-expected economic rebound from the pandemic, widely available
financing for deals (both domestic and international) and increased
consumption levels. However, after record PE/VC investments that
fiscal, funding fell ~67% in fiscal 2023 as global macro headwinds
intensified. Total funding declined to Rs 1172 billion (1,218 deals).

10
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Annual PE and VC investment in India

Annual PE-VC Investment in India
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Notes: 1) Deals with undisclosed values are included in the count but not in the value of deals

2) Does not include venture debt, conventional debt, convertible debt, grant (prize money) and post IPO transactions
3) Early-stage deals include deals up to series A and late stage covers funding series B and beyond B
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Investments in late stages have
increased, form majority

The Indian startup eco-system is growing rapidly as various
early-stage incubation and accelerator programmes such
as Startup India, INVENT social incubation programme,
and start-up incubator of Indian Institute of Management,
Bangalore are being either promoted or launched by the
Government of India. In addition, successful startup
experiments are emerging in Tier 2 and 3 cities, including
inception of impact startups, institutional investments

in startups and reduction in barriers for investors

through platforms that pools individual investments (e.g.,
LetsVenture, India Investment Grid, or lIG).

As such, the volume of early-stage deals remains the
highest among the PE and VC investment activity. But its

Larger ticket sizes boost investments

CRISIL

An S&P Global Company

proportion of investment in terms of both, volume and value
has slightly declined. These deals accounted for 86% of the
total volume in fiscal 2013 (26% in terms of value) but form
a lower 77% of the total volume in fiscal 2023 (23% in terms
of value). Nevertheless, early-stage investments have
logged 14% and 33% CAGR in terms of volume and value,
respectively, in the past ten years.

Meanwhile, the proportion of volume and value of late-
stage investments in the overall PE and VC investments
have considerably increased. Late stage deals that formed
14% and 74% of total volume and value of funding activity,
respectively, in fiscal 2013, have now increased to 23%
and 77%. Funding has grown from Rs 44 billion (42 deals)
to Rs 899 billion (277 deals) over the past ten years, given
the proven potential of a startup which has grown past the
formative years. In CAGR terms, they have logged 21% and
35% in volume and value, respectively.

Deal size (by no)
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Amid growing optimism regarding the investment
opportunities in the Indian PE and VC markets, the share
of investments (volume of deals) in higher ticket sizes has
increased. The share of deals in the Rs 500 million to 5
billion segment has increased from 8% in fiscal 2013 (20
deals) to 27% in fiscal 2023 (292 deals). On the other hand,
the share of small ticket sizes (less than Rs 50 million)
declined from 56% to 27%. Other ticket sizes remained
largely stable over this time.

In terms of value of deals, 92% of the total deal activity
was in the ticket size above Rs 500 million in fiscal 2023, as
the year witnessed some mega deals including deals such
as BYJU’s, Flipkart, Swiggy, Oyo Rooms and Paytm in this
bracket. This has grown from a share of 65% in fiscal 2013,
showing 45% CAGR over the ten years.

Technology steering
sectoral trends

Technology has been at the core of investments in the PE
and VC markets, transforming the sectoral distributions
in the past 10 years. Sectors with greater adoption and
continued investment in technology have seen more
investor interest as they align with the changing needs
of the consumers. The top five sectors in the current
landscape of PE and VC investments formed ~69% of the
total value of investments (763 deals of Rs 811 billion) in
fiscal 2023. The share of consumer goods, services, and
related tech declined from 39% in fiscal 2013 to 12% in
fiscal 2023, while that of financial services and fintech
more than tripled.

No of deals | O | O | Financial
) o services and

33% 37% | O | O fintech

9% 15%

18% 16%

Enterprise

22% 18% w servic%s

5%
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1 Media,
o 31% D | o
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o0 -0
Source: Oister Global O+ O- I Others
Note: 1) Deals with undisclosed values are included in the number of deals but not in the value of deals O+ O-

2) Does not include venture debt, conventional debt, convertible debt, grant (prize money) and post IPO

transactions
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Adoption of digital modes of banking and payments:
According to the Economic Survey 2023", India is aiming to
become a $1 trillion digital economy by 2025. In alignment
with this vision, the share of financial services and fintech
has picked up from 8% (Rs 4,570 million) in fiscal 2013 to
27% (Rs 318 billion) in fiscal 2023. Growth in this sector
received a boost in fiscal 2018 post demonetisation

when there was a considerable shift to digital modes of
payments and transfers. India has also emerged with
highest public fintech adoption rate of 87% compared with
the world average of 64%, according to the Survey. The

rise in adoption of digitalisation was accelerated by the
pandemic, along with Aadhaar, Unified Payments Interface
(UPI), e-RUPI, e-way bill and regulatory initiatives that
further supported financial services and fintech.

Online education’s rise and descent: With increased focus
on online learning, the share of education and edtech
sector grew from 4.0% in fiscal 2013 to 6.6% in fiscal 2019.

CRISIL
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Growth accelerated with the pandemic as virtual learning
became the norm. In fiscal 2022, the sector formed 9.4%
(Rs 335 billion) in value terms, with several large deals,
such as Byju’s (Rs 61 billion), Eruditus (Rs 48 billion) and
Unacademy (Rs 32 billion) taking place that year.

Fiscal 2023, however, saw a dip — the sector’s share
in terms of value dropped to 7.5% as several edtech
companies faced cash flow issues. Moreover, as the
pandemic subsided, virtual learning became less of a
necessity, which also restricted its growth.

Increased focus on climate/environment/renewables and
related tech: In the past few years, this sector has been
able to gauge interest of entrepreneurs and investors alike,
in addition to the push from the government, which has
increased its share in value of deals from 0.4% in fiscal
2013 t0 3.7% in fiscal 2023.

Evolution of Deep Tech Ecosystem in India

164

FY13
FY15
FY16
FY17

Funding Amount (Rs bn)

Source: Oister Global

FY18

FY19
FY20
FY21
FY22
FY23

—0— Deal count

Note: 1) Deals with undisclosed values are included in the number of deals but not in the value of deals.
2) Does not include Venture Debt, Conventional Debt, Convertible Debt, Grant (Prize Money) and Post IPO transactions.

7Source: Chapter 12 of the ‘Economic Survey 2022-2023’
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Deep tech', or business areas such as artificial intelligence  Fiscal 2022 saw thriving deals in the deep tech space, with
(Al), Internet of Things (IoT), and advances in biotechnology  a total funding of Rs 164 billion across 158 deals. Also, the

were perceived to be a risky investment in India few years top five deals which were of large ticket size, comprised
ago. However, this trend has changed significantly and ~50% of the deals. Fiscal 2023, however, saw a decline
is attracting PE-VC investments both, from India and in both deal value and numbers on-year, due to global

overseas. The exponential rise is evident from the fact that ~ economic factors such as rising interest rates and inflation.
PE-VC investment in India in deep tech galloped at ~87%

CAGR between fiscals 2018 and 2021, with investments

increasing from Rs 4 billion (89 deals) to Rs 28 billion (145

deals).
Deal count (deep tech)
180
160 Artificial Intelligence/
140 Internet of Things
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80 —
T Augmented/
60 " Virtual Reality
0 I I
20 . [ | ]
,,= B E B 8 E 0 S m m =
® ) o © ~ @ @ IS b N Q l Biotechnology
> > > > > > > > > > >
[F L [F [F [T [F N [F [T [F [F [T
. I I Blockchain
Funding in Rs million (deep tech)

180,000
160,000 ]
140,000 Drone Tech
120,000
100,000
80,000 I Robotics
60,000
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20,000 i I
- R — — — || — - .
™ 5 Te) (o] ~ [o0) (2] o — o~ (321
— — — — — — — N o~ N N
> > > > > > > > > > >
[F [F [T (' [F [F [F [F N [F [T [T

Source: Oister Global
Note: 1) Deals with undisclosed values are included in the number of deals but not in the value of deals
2) Does not include venture debt, conventional debt, convertible debt, grant (prize money) and post IPO transactions

®Deep tech is an area of business or research aimed at providing solutions to complicated problems using technology such as artificial intelligence, Internet of Things, augmented/
virtual reality, drone tech, robotics, blockchain, or advances in biotechnology. It refers to companies, typically startups, whose business models are based on high-tech innovation or
significant scientific advances.
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Major investments have been made in Al and loT, both of funding to these institutes. Improved digitalisation/
in value and deals terms, followed by blockchain and connectivity and adoption of advanced technology by the
augmented reality (AR)/virtual reality (VR). young population of India is also supporting growth of this

One of the major drivers of growth in this space is sector.

incubation programmes by top institutions in India towards
R&D in advanced technology, along with large amount

“The quality of the private market opportunities in India has improved along
with its growth. There are now forty-plus investment managers who have
raised three or more funds, an indication of both depth of experience and
consistent performance. The evolution of the deep tech ecosystem indicates
increasing sophistication. Regulatory oversight of the market provides in-
creasing transparency and protection for investors.”

Ashish Fafadia, Managing Partner at Blume Ventures
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AlFs an integral part of the PE

and VC industry in India

market shortly after liberalisation of the economy, in
1991.

To encourage the flows, which were primarily early-stage
venture capital investment in tech-related companies, the
Securities and Exchange Board of India (SEBI) introduced
the SEBI (Venture Capital Funds) Regulations, 1996.

To provide benefits to funds, the Foreign Venture Capital
Investor Regulations were introduced in 2000. As the
segment grew with wide variety of funds investing in
different stages of companies, the AIF regulations were
introduced in 2012, recognising alternative investment
funds (AlFs) such as PE and VC funds as a distinct asset class.

The term AIF refers to any fund established or incorporated
in India that is a privately pooled investment vehicle
collecting funds from sophisticated investors, whether
Indian or foreign, for investing in accordance with a defined
investment policy that benefits its investors.

Private equity firms started investing in the Indian

In India, the segment is nascent and evolving, and
comprises three categories — Category |, Category I, and
Category Il — as per the AlF regulations.

Category | AlFs invest in start-up or early-stage ventures, or
social ventures, or SMEs, or infrastructure, or other sectors
or areas the government or regulators consider socially or
economically desirable. These AlFs include venture capital
funds, SME funds, social impact funds, infrastructure
funds, special situation funds, and such others.

AlFs that do not fall in Category | and Il and do not
undertake leverage or borrowing other than to meet day-to-
day operational requirements are classified under Category |I.

Category Il AIFs employ diverse or complex trading
strategies and may employ leverage, including through
investment in listed or unlisted derivatives. These AlFs
include hedge funds, private investments in public equity
(PIPE) funds, etc.

In barely a decade, AIF has become one of the key
segments in private markets in India. It has been growing at
a steady pace, with a total commitment of Rs 8,338 billion
as on March 31,2023.

The segment is expected to remain one of the fastest-
growing managed products categories over the next few
years as more and more high net worth individuals (HNIs)
and ultra-HNIs seek out differentiated products that
give them an option to generate better returns on their
investments.

Research

AlFs have gained traction in
the recent years

As per SEBI, there are as many as 1,096 AlFs registered as
on March 31,2023. Of these, 157 and 235 AlFs have been
registered with SEBI in fiscals 2022 and 2023, respectively,
which is ~36% of the total number of AIF registrations. About
two-thirds of the total AlFs have been registered in the

past five years. Moreover, about 58% of the AlFs have been
registered as Category Il AlFs as of March 31, 2023.

The total commitments raised from the AIF industry has
grown from Rs 14 billion in March 2013 to Rs 8,338 billion

in March 2023. Total commitment raised has increased five
times over the past five years. Category Il AlFs have grown

at an healthy pace, with total commitments growing from Rs
1,053 billion to Rs 6,939 billion, or ~6.5 times, between March
2018 and March 2023. Both Category | and Category Il AlFs
have grown over two times during this period.
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Total commitment raised
235
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mmmm Category | Category Il Category Il —0— No of Registration (RHS)
Source: SEBI
Note: 1) Total commitment raised is a cumulative number 2) Number of registrations refers to number of AlFs registered on a yearly basis.
Total funds raised as on March 31, 2023 stood at Rs 3,656 AlFs. Investments made as a percentage of funds raised in
billion, of which Rs 3,380 billion has been invested. With case of Category | and Il AIFs rose from ~71% as of March
the increase in capital commitments, the funds raised and 2013 to ~91% as of March 2023, averaging ~80% over the
invested amount have also increased at a decent pace. past 10 years. The increase was steady over the past five
They grew more than four and five times, respectively, over years, which would generally mean that after the fund-
the past five years. raising process is completed, the investment managers

and AlFs have been deploying the capital and making

Reduction in deployment time indicating deepeningof = . o . < @ iheinvestors.

unlisted markets

Investments made refers to the amount invested by the

Investment made as a percentage of funds raised (Cat | and Cat Il AIFs)

3,500 100%
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mmmm Funds Raised —O0— |Investments made as % of Funds Raised (RHS)

Source: SEBI, CRISIL MI&A Research
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IMs, 151 have launched only one fund, 54 have launched

| nveSt me nt man age rsra l Se only two funds and 44 have launched more than two funds.
h | gh er comm |t me ntS W |'t h The analysis shows that, with the AIF industry showing

robust growth in the past few years, the IMs have been

able to raise higher commitments with subsequent fund
Su bseq ue nt fu n d la unc h €S launches as they are able to position themselves better in
Based on data shared with CRISIL for CRISIL AIF the investor community (as shown below).

benchmarks, IMs of Category I and Il funds have been
segregated into three slices for this analysis — of the 249

Break-up of Cat | and Il IMs based on fund launches

% IMs with Increase in commitment numbers between first and last fund*

Source: CRISIL MI&A Research
Notes: 1) Values as on March 31,2023
2) Schemes that have completed at least one year since their first close as on March 31, 2023, have been considered

3) Only Category | and Il AIFs have been considered
* 2 IMs with only two fund launches and 3 IMs with more than two fund launches have not been considered for this calculation because of unavailability of commitment numbers

Research o



Market Intelligence

CRISIL
& Analytics An 5P Globa Company

An S&P Global Company

Equity funds in private

markets outperform

public-market peers

ith the evolution of the AIF
Windustry, it becomes important

to evaluate their performance
especially in the VC and PE markets
which is the focus for this report.
To understand this better, we have
considered data shared with CRISIL
for CRISIL AIF benchmarks. These
benchmarks gauge the performance of
all three AIF categories at an aggregate
level as well as 15 sub-category-level
benchmarks to enable a like-for-like
comparison of a fund’s returns with its
category. The sub-categorisation has
been done based on the type of assets
and strategy the funds invest in.

In the following sections, we consider
the venture capital funds (VCFs) and
equity funds sub-categories to deep-
dive into the performance of the VC and
PE markets.

These two segments comprise 268
funds with a total valuation of Rs 2,173
billion as of March 2023.

VCFs are a part of Category | AlFs, which
invest primarily in unlisted securities of
start-ups and emerging or early-stage
venture capital undertakings.

Equity funds form a part of Category

[ AIFs and comprise funds that invest
their complete equity portfolio in
unlisted securities and those investing
in both listed and unlisted securities.

For this study, we have created an
aggregated benchmark comprising the
two categories.

The main trends emerging from our
analysis are as follows:

Research

Capital drawdown, distributions, and
valuations have consistently increased
over the benchmarking cycles

194
200 181
153
© 150 130 131
o 111
° 93
8 100 76 8
4 67 65
£ 5047 53
50 I 2% 27 32
13
3 I 3 9 I
Mar-2020 Sep-2020 Mar-2021 Sep-2021 Mar-2022 Sep-2022 Mar-2023
Valuation m Capital Drawdown m Distribution

Source: CRISIL MI&A Research

Notes: 1) Values as on the end of each benchmarking cycle

2) Schemes that have completed at least one year since their first close as on the end of each benchmarking cycle,
have been considered

3) Schemes consistent across cycles have been considered in addition to ones which were added owing to their
first close eligibility. Twenty-five funds have been excluded for the above graph as data for these was not available
consistently

4) Includes Category | VCFs and Category Il equity funds as per CRISIL AIF benchmarks
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The valuation of funds in VCFs and equity funds
considered in the above chart as per CRISIL AIF
benchmarks has grown steadily across benchmarking
cycles and so have the capital drawdowns and
distributions. The total valuation of these funds stood at
Rs 1,936 billion as of March 2023.

To compare returns across various vintage years, CRISIL has
created benchmarks as described below.

Criteria 1 benchmark Criteria 2 benchmark

(comprise Category | VCFs
and Category Il equity
funds)

(comprise Category | VCFs and
Category Il equity funds that invest
purely in unlisted securities

AlF benchmarks post their
best performance as of
March 2022

The performance of VCF and Equity funds segments
as per CRISIL AIF benchmarks in Category | and I,
respectively, is determined by cash flows (drawdowns
and distributions), which are staggered based on

Peer Benchmark 1 (comprising
funds with more than 50%
exposure to investments in the
funding round up to series A)

Peer Benchmark 2 (comprising
funds with more than 50%
exposure to investment in the
funding round series B and
beyond B)

Peer Benchmark 1
(comprising funds with
more than 50% exposure to
investments in the funding
round up to series A)

Peer Benchmark 2
(comprising funds with

more than 50% exposure to
investment in the funding
round series B and beyond B)

available opportunities of entry and exits identified by

investment managers. ) ) )
Critera 1 and 2 benchmarks across vintage years (barring

fiscals 2015 and 2019) witnessed their best performance

as of March 2022 benchmarking cycles but weakened in the
following cycle. Having said that, funds belonging to vintage
FY20,21 and 22 have completed limited time of their tenor
and their performance may not represent a holistic picture in
terms of value creation.

Pooled internal rate of return (IRR) is an appropriate
measure for performance comparison since the timing
of the cash flows is controlled by the fund manager.

It denotes the IRR calculated at an aggregate level by
pooling the cash flows within all the schemes belonging
to the vintage year.

Decline in benchmark returns since the March 2022 benchmarking cycle

Benchmark for Criteria 1 Benchmark for Criteria 2

RVPI —O- Pooled IRR(%)s
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Source: CRISIL MI&A Research

Notes: 1) Values as on the end of each benchmarking cycle

2) DPI: Distributions to paid-in capital, RVPI: Residual value to paid-in capital, TVPI: Total value to paid-in capital

3) Schemes that have completed at least one year since their first close as on the end of each benchmarking cycle, have been considered

4) Returns and ratios are in Rs terms and refer to post-expense, pre-carry, pre-tax values

5) Only those vintage years that have at least three schemes available have been considered

6) FY denotes financial year; for example, FY15 refers to period between April 1,2014 and March 31,2015

7) Criteria 1 Benchmark comprises 267 schemes across vintage years for the March 2023 benchmarking cycle, while Criteria 2 benchmark comprises 216 schemes across vintage
years for the March 2023 benchmarking cycle.
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Decline in benchmark returns since the March 2022 benchmarking cycle
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Source: CRISIL MI&A Research

Notes: 1) Values as on the end of each benchmarking cycle

2) DPI: Distributions to paid-in capital, RVPI: Residual value to paid-in capital, TVPI: Total value to paid-in capital

3) Schemes that have completed at least one year since their first close as on the end of each benchmarking cycle, have been considered

4) Returns and ratios are in Rs terms and refer to post-expense, pre-carry, pre-tax values

5) Only those vintage years that have at least three schemes available have been considered

6) FY denotes financial year; for example, FY15 refers to period between April 1,2014 and March 31,2015

7) Criteria 1 Benchmark comprises 267 schemes across vintage years for the March 2023 benchmarking cycle, while Criteria 2 benchmark comprises 216 schemes across vintage
years for the March 2023 benchmarking cycle.
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Decline in benchmark returns since the March 2022 benchmarking cycle
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Source: CRISIL MI&A Research
Notes: 1) Values as on the end of each benchmarking cycle

2) DPI: Distributions to paid-in capital, RVPI: Residual value to paid-in capital, TVPI: Total value to paid-in capital

3) Schemes that have completed at least one year since their first close as on the end of each benchmarking cycle, have been considered

4) Returns and ratios are in Rs terms and refer to post-expense, pre-carry, pre-tax values

5) Only those vintage years that have at least three schemes available have been considered

6) FY denotes financial year; for example, FY15 refers to period between April 1,2014 and March 31,2015

7) Criteria 1 Benchmark comprises 267 schemes across vintage years for the March 2023 benchmarking cycle, while Criteria 2 benchmark comprises 216 schemes across vintage
years for the March 2023 benchmarking cycle.
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Within the VCF and equity funds segments, as mentioned
above, fund managers can look for various strategies, one
of them being the development stage of the companies

in which the fund invests. The risk and return profile of
pre-seed and early-stage companies is different from
that of late-stage companies. To provide differentiation
by the stage of investment, CRISIL has created two more
benchmarks — peer benchmark 1 and peer benchmark 2
for each of the two criteria as mentioned earlier which are
based on the stage of investments.

Peer benchmarks under criteria 1

On comparing the results of these benchmarks, we
observed that the pooled IRR of the peer benchmark 1 as
of March 2023 was 39.02%, while the pooled IRR for peer
benchmark 2 was 25.98%. At the same time, the spreads
between the first- and third-quartile thresholds for peer
benchmark 1 were wider than the spreads between the
thresholds for peer benchmark 2.

Peer benchmarks under criteria 2

The pooled IRR of the peer benchmark 1 under Criteria 2 as
of March 2023 was 39.81%, while the pooled IRR for peer
benchmark 2 was 27.02%. There were not enough funds in

CRISIL

An S&P Global Company

most of the vintage years for peer benchmark 2 under this
criteria to compare the quartile spreads.

Distributions are higher for
older vintages

In addition to performance, another key metric for investors
to gauge is distributions to paid-in capital (DPI), which
indicates distributions made by the funds. DPI evaluates
the money-returned versus money-managed quotient.
While internal rate of return (IRR) indicates overall fund
performance at any given point in time, timely exits are
critical to return realisation and are in the best interest

of investors. Money multiples are, therefore, calculated
alongside at the peer group level to assess the pattern of
investments and distributions of peers in comparison with
the fund that is being reviewed.

As can be seen from the chart below in case of both criteria
1 and criteria 2 benchmarks for each benchmarking cycle,
funds belonging to older vintage years have higher DPI than
the more recent ones, given the nature of investments in
these funds.

Distributions to paid-in capital
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Source: CRISIL MI&A Research
Notes: 1) Values are in INR terms as on the end of each benchmarking cycle
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Sep-20

8 FY19 FY20 FY21 FY22

FY18 FY19 FY20 FY21 FY22

Mar-20

2) Schemes that have completed at least one year since their first close as of the end of each benchmarking cycle, have been considered
3) FY denotes financial year; for example, FY15 refers to period between April 2014 and March 2015
4) Criteria 1 Benchmark comprises 267 schemes across vintage years for the March 2023 benchmarking cycle, while Criteria 2 benchmark comprises 216 schemes across

vintage years for the March 2023 benchmarking cycle.
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1 1 market indices. These methods replicate cash flows of an
S U bSta nt I a [ a l‘ p h a Wi t h AIF to a public index to measure how investment in the AIF

: would have performed in the public market index.
res peCt to p U b |~ IC mar ket To understand the alpha generated by the benchmarks
. . discussed in the previous sections, we have calculated the
eq ulva I.e ﬂt d eS p | te d OoOwWn- difference between the pooled IRRs across vintage years
. over the benchmarking cycles and their corresponding
tu ' in ret urns PME+ values (using S&P BSE Sensex TRI). As of March
2023, the benchmarks were able to generate an alpha of
Investments into AIFs also bear an opportunity cost for 10.1% and 13.5% over than the public market index across
investors in comparison with investments into listed the benchmarking cycles considered, for criteria 1 and
markets. Public market equivalent methods can be used 2, respectively, when the amount and timing of cash flow
to understand the alpha generated by an AIF over broader remain the same.

Criteria 1 benchmark’s alpha over public market equivalent

. Alpha

&P BSETRI w 13.00% m 7.00% 6.10% 9.00% BN 16.30%

(PME+)

B criteria1
benchmark
(Pooled IRR, %)

0,
B No of schemes @ 2010076 @ AR m @ 6. 97%

Benchmarking :— ..... :— ''''' * ....... —: ..... — ----- — ~~~~~ —
cycle Mar-23 Sep-22 Mar-22 Sep-21 Mar-21 Sep-20 Mar-20

*No of { { { { { { : : : :
schemes as
ggxz:ﬁgfk?ﬁg 1 5 11 25 28 32 41 44 21 60
cycle
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Criteria 2 benchmark’s alpha over public market equivalent

B Alpha

13.51% 15.50% 13.50% 2.70% 1.70% 7.70% 20.40%
S&P BSE TRI (PME+)

. Criteria 2 benchmark
(Pooled IRR, %)

B No of schemes

2576% I 29.42% 31.35% M 25.25% 19.56% 14.47% 10.01%
Benchmarking e CaEEES o G G G - G G
cycle Mar-23 Sep-22 Mar-22 Sep-21 Mar-21 Sep-20 Mar-20

*No of
schemes as
on March 2023

benchmarking 1 3 8 23 23 19 33 43 19 45

cycle

Notes:

1) Values as on the end of each benchmarking cycle

2) Schemes as per criteria 1 and 2 benchmarks have been considered from vintages FY13 to FY22. Schemes that have completed at least one year since their first close as
on the end of each benchmarking cycle, have been considered.

3) Returns are in Rs terms and refer to post-expense, pre-carry, pre-tax values, carried interest (performance fee/carry)will have an impact on the returns of the funds and
hence alpha

Source: CRISIL MI&A Research

A distribution of the alpha recorded by the funds in the market equivalent (PME+) reveals that more than 75% of
above-mentioned benchmarks over their respective public ~ the funds have generated positive alpha.

Research 2



Market Intelligence
& Analytics

CRISIL

An S&P Global Company

Distribution of funds’ alpha over their corresponding public market equivalent

Alpha for funds in Criteria 1 benchmark

48
40
32
B 24
c
=
Y
o
s 16
pz
8
0
x +
ro) X
E 5
X
o

Less than 0%
5% to 10%
10% to 15%
15% to 20%
20% to 25%
25% to 30%
30% to 35%

Source: CRISIL MI&A Research
Notes: 1) PME+ of S&P BSE Sensex TRl are in Rs terms as on March 31,2023

Alpha for funds in Criteria 2 benchmark

48

40

32

24

16

No. of funds

Less than 0%
0% to 5%

5% to 10%
10% to 15%
15% to 20%
20% to 25%
25% to 30%
30% to 35%
35% +

2) Schemes that have completed at least one year since their first close as on March 31,2023, have been considered
3) Only those vintage years that have at least three schemes available have been considered
4) PME+ cannot be calculated for funds that have not made any distributions till March 31, 2023. IRR and PME+ of 186 and 141 funds

have been considered for Criteria 1 and 2, respectively.

Returns vary widely across
vintage years

To understand the distribution of IRR across the peer set,
the returns for each fund are distributed in quartiles to
arrive at quartile thresholds. While the pooled IRR are
dependent on the asset size of funds that are part of the
peer group, quartile thresholds are agnostic of asset size,
thereby painting a holistic picture of performance in a
particular vintage.

The distribution of fund IRRs across vintage varied widely.
For instance, the IRR of funds belonging to vintage fiscal
2021 ranged from 6.91% to 38.4%.
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Further, the IRR varied in a narrow range compared
with the AIFs when the cash flows of the aggregated
benchmarks were replicated over mid and small cap
mutual funds as the public market equivalents.

For instance, the spread between the 1st and 3rd quartile
thresholds for the funds’ IRR under Criteria 1 averaged
23.61% for the vintage years considered in the charts
below, while the spread for mutual funds as PME averaged
at only 5.07%. The spread for funds’ IRR under criteria 2
averaged 25.71%, while the average spread for mutual
funds as PME was 5.29%.
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For funds in Criteria 1 benchmark For funds in Criteria 2 benchmark
47.94 48.15
45.11
41.07
36.60 37.58 38.40 39.09
33.13 34.83 34.60 38.4134.68
32.92 5094
29.67 . 29.01
26.35 27.49 21.17
18.27 22.96
19.57 18.04 16.71
22.24 16.40 20.70 o 18.10 @ 16.40
— 11.38 16.68 16.27
@ 14.34 12.88 8.75 12.39
ey pes 6.89 6.91 1.80 6.27 6.26 2.40
o : 3.07
o
o
-8.59 -9.52
[fo] o ~ [ee] o o — o~ w0 © ~ [ee] (2] o — o~
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o~ ~N ~N o~ ~N ~N ~N ~N ~N ~N ~N ~N ~N ~N ~N ~N
% 3rd Quartile threshold ® Median A 1st Quartile threshold % 3rd Quartile threshold @ Median A 1st Quartile threshold

Source: CRISIL MI&A Research

Notes: 1) Values as on March 31,2023

2) First and third quartiles are the return thresholds for the top 25% and 75% schemes, respectively, based on IRRs of each scheme in each vintage year. First, median and third
quartile thresholds are calculated based on the returns for all the individual funds. Please refer to annexure for details

3) For quartile analysis, only those vintage years that have at least six schemes available have been considered

20.69 20.48 21.05
19 16.76
16.64 16.57 16.72 g6.77 18 16.61 16.73 17.96 €18.3116.
17.8 15.78 .
15.36  15.01 . 15.03 15.35
"_n\ 15.77 465 " 3113.04
x 4 3.91 14.14@14.48 14.32 13.52 @13.77 @13.98 .
= 12.86 12.80 13 14.37
) . 13.70
x 13:92 12.34
P 12.60 s 1227 12.50 1192 143% qq e, 1277 9.63
11.14
g ° 10.10 8 10.10
"'_.' 8.86
3.67
s 421 6.33
=]
S 4 3
=
i 1470 g1) 1.17@K1.49)
+ .
w -
1 2

= T 2 e = e 2 g 5 § T ©° e =~ =2 =2 38 35 g
o > > > > > > > > > > > > > > > > > >

w w w w w w w w w [T [T w w w w w w [T

% 3rd Quartile threshold ® Median A 1st Quartile threshold % 3rd Quartile threshold ® Median A 1st Quartile threshold

Source: CRISIL MI&A Research

Notes: 1) Values as on March 31,2023

2) First and third quartiles are the return thresholds for the top 25% and 75% schemes, respectively, based on IRRs of each mutual fund in each vintage year. First, median
and third quartile thresholds are calculated based on the returns for all the individual funds. Please refer to annexure for details

3) PME+ for 45 mutual fund schemes in the mid and small cap segments have been considered based on their inception for vintage year wise aggregated benchmarks
considered in this report
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Growth drivers and regulatory
regime for AlFs in India

in fixed income instruments,

especially bank fixed deposits.
However, with investors becoming
more aware, there has been a
slow but steady change in investor
attitude with their focus shifting
towards capital market products.
They are finding these products
more attractive. Alternatives as an
asset class is also witnessing higher
adoption among investors with higher
risk appetite, namely the HNIs. The
share of alternative products as
represented by commitment raised
from AlFs grew from 1% of total AUM
of managed investment products™
in March 2017 to 5% in March 2022.
As of March 2023, the ratio of AlF
industry’s commitment to gross
domestic product stood at ~3%%. It
is expected to rise to around 6%?%
by 2027.

More than 53% of the AlFs operating
in the country have been registered
with SEBI in the past four years.
These AlFs are yet to complete their
life cycle, and their performance will
be a key factor driving growth of the
industry.

I ndians have traditionally invested

HNIs, ultra-HNIs and retail investors
form the foundation of the domestic
AIF industry. AlFs are becoming
more attractive for HNIs and ultra-
HNI’s because the SEBI has been
proactively trying to bring in more
transparency in the industry.

Below we discuss some of the growth
drivers of the domestic AIF industry.

Research
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Domestic capital flow increasing

Currently, foreign investors dominate the AIF industry in India. The shift in
focus of the intermediaries, such as distributors and family offices, from
traditional products to AlFs, and SEBI’s proactiveness in bringing in many
regulatory changes are expected to help reverse the investment mix in
favour of domestic investors in the coming years. In recent years domestic
institutional investors, such as retirement funds and insurance companies,
have been allowed to invest in AlFs. This will be a major growth driver for the
industry.

Increasing investment opportunities
In cities beyond Tier 1

Historically, Tier 1 cities have been attracting majority of the VC and PE
investments in India as they have well developed infrastructure, stable and
growing economy, better technology, and many other advantages. Between
fiscals 2013 and 2023, these funds’ investments in Tier 1 cities — namely,
Ahmedabad, Bengaluru, Chennai, Delhi-NCR, Hyderabad, Kolkata, Mumbai
and Pune — increased significantly, both in volume terms and value terms.

Includes AUM of life insurance, mutual funds, National Pension System (NPS), provident funds (PF), portfolio
management services (PMS; excluding PF and advisory assets), commitments raised by AlFs, and retirement fund
assets as per CRISIL MI&A Research estimates

20Source: IMF World Economic Outlook April 2023, SEBI, RBI

21Source: CRISIL report ‘The big shift in financialisation, December 2022
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The top three cities that attracted the most investments range of ~22-29% of the total investments in Tier 1 cities.
in terms of value and volume were Bengaluru, Mumbai Ahmedabad and Pune saw a minor growth. Pune’s share
and Delhi-NCR. Over the period, the share of investments in deal value increased from 2% to 4% and that in deal
each city got has witnessed slight changes. In fiscal 2013, volume declined marginally from 6% to 5% during the

Bengaluru accounted for 36% of the VC and PE investments  period.
made in Tier 1 cities. This increased to 48% in fiscal 2023.
The city’s share in the total number of deals rose from
35% to 38% during the period. Mumbai, meanwhile, saw a
decline in share in both value and volume terms — from
34% to 18% in investment value and from 23% to 17%

in number of deals. However, the share of Delhi-NCR
remained stable in both value and volume terms in the

Ahmedabad’s share in total deal count increased from 0.3%
to 2.2% and that in total deal value from 0.2% to 0.6%.
Other Tier 1 cities (Chennai, Hyderabad, and Kolkata) saw
their share in investment value and volume both staying
stable over the 10-year period.

@ Sshareintotal deal value in 2013 (%)
. Share in total deal value in 2023 (%)

Source: Oister Global
Notes: 1) Deals with undisclosed values are included in the number of deals but not in the value of deals
2) Data do not include venture debt, conventional debt, convertible debt, grant (prize money) and post-IPO transactions
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Earlier, the funds preferred Tier 1 cities for making
investments. However, they have now started shifting
their focus to cities beyond Tier 1 (include Coimbatore,
Salcete in Goa, Patna and Indore). While in value terms
their investment is still low in these cities, the number of
deals they are entering into has increased considerably

CRISIL

An S&P Global Company

mainly due to rise in entrepreneurship and talent in these
cities and towns. Also, the Make in India initiative by the
Union government, increased digitalisation and educated
population are making these regions visible in the start-up
eco-system space.

Deal value (Rs billion)
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Source: Oister Global

Deal count
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Notes: 1) Deals with undisclosed values are included in the number of deals but not in the value of deals
2) Data do not include venture debt, conventional debt, convertible debt, grant (prize money) and post-IPO transactions

There has been a significant rise in the deal activity in
cities beyond Tier 1. In fiscal 2013, these cities saw just
eight deals. The number in fiscal 2023 stood at 97. In value
terms, the investment jumped from Rs 318 million to Rs 71
billion during the period. Some of the major deals have also
happened in these cities. For instance, in fiscal year 2023,
Ampere Vehicles based in Coimbatore raised Rs 17 billion

and Molbio Diagnostics based in Salcete raised Rs 7 billion.

Supply surplus

Over the last few years, the start-up culture in India has
been thriving. As per the government data, since the
launch of startup India initiative in 2016 the total number
of recognised start-ups in the country stands at 1,12,7182
entities as on October 3,2023. The PE industry has shown
strong growth over the last decade with new investors
rushing to invest in start-ups in India. The dynamic nature
of underlying supply will also ensure there are enough exit
options which will also boost investor confidence.

2www.investindia.gov.in
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Regulatory and
government focus

Over the last few years, the regulator has taken several
important steps, such as standardisation of the private
placement memorandum (PPM), PPM audits and
mandatory benchmarking of AlFs, which will play a key
role in improving transparency and help investors make
informed decisions.

AlFs can now be setup in International financial service
centre (IFSC) in GIFT city, and avail several benefits like tax
incentives, world class infrastructure, proximity to onshore
markets, certain exemptions to non-resident investors
etc. These will create additional avenues with increased
investment opportunities, which in turn will help improve
investor participation across the industry.

The AIF sector has been continuously evolving and growing.
The steps taken by the regulator have been focussed on
compliance and are aimed at building investor confidence,
increasing transparency, and bringing in more participants.


http://www.investindia.gov.in
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SEBI is also seeking to address various issues faced by
AlFs and trying to make the structure investor friendly.

Aimed at bringing in more transparency in regulations
governing the AIF industry and streamlining the sector,
SEBI has lately published various consultation papers

CRISIL
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borrowing guidelines for Category | and Il AlFs, and
making it compulsory for AlFs to hold their investments

in demat form. These changes are expected to strengthen
governance mechanisms. SEBI is also seeking inputs with
the objective of providing more clarity on pro rata and pari
passu rights of AIF investors.

seeking comments from the public. Some of them
published in May propose amendments to the SEBI
(AIF) Regulations, 2012, such as extending mandate

for appointment of custodian to all AlFs, specifying
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2012 & 2013

» SEBI (Alternative Investment Funds) Regulations
2012 introduced in May, 2012

e Periodic reporting to SEBI by AlFs

¢ Risk management framework introduced for Cate-
gory Il AlFs

e Calculation of exposures and NAV, obligation of
AlFs & custodians in case of breach of limits

2014 & 2015

¢ Fees, charges, and litigation to be disclosed in PPM
for enhanced transparency

e Preparation and submission of compliance test
report for increased compliance oversight

e Guidelines released on overseas investment by AlFs/
VCFs to enable more investment options for AlFs

2017 & 2018

e Introduction of online system for registration of AlFs,
reporting and filing

e Enhanced reporting format for Category Il AlFs to
capture investments in commodities

e Guidelines for AlFs with respect to operation in IFSC,
including requirements, conditions and restrictions

o
©000000000000000000000000000000000000000000000000000000000000000000000000000°
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Given below is a timeline covering some of the major
regulatory changes and their impact on the investors:

0®9©000000000000000000000000000000000000000000000000000

2020

« Enhanced and standardised
disclsoure norms for AlFs to
improve transparency

e Accountability of members
of Investment Committee
for investment decisions of
the AIF, in case it is a deci-
sion-making body.

* Mandatory performance
benchmarking for AlFs

¢ Introduction of templates for
PPMs

¢ Mandatory annual audit of
PPMs
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2021

Introduced framework for AlFs to invest in units of
other AlFs to widen the pool of investors

Applicability of Code of Conduct for Alternative
Investment Funds

Introduction of new class of investors — accredited
investors

Mandatory filing of PPM through a SEBI-registered
merchant banker

Co-investment by investors of AlFs shall be through
a co-investment portfolio manager as specified
under SEBI (PMS) Regulation 2020

Enhancement of disclosure practices as follows

— Introduction of investor charter to provide
relevant information to investors

— Change in KMPs to be disclosed to investors and
SEBI

— Maintain data on investor complaintsin a
specified format

2022

Introduction of special situation funds for
investment in special situation assets

Appointment of a compliance officer
made mandatory to bring AlFs at par with
other investment products

Guidelines for LVFs for Accredited
Investors

To standardise operational aspects,
issued guidelines governing first close,
calculation of tenure, fees, commitment
made by manager/ sponsor or change in
manager/ sponsor

Eliminated the requirement for an Indian
connection for overseas investment

to provide more overseas investment
opportunities

Priority distribution model to be
discontinued to bring all investors on
equal footing

CRISIL
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...............................................................................................................

2023

* Introduction of direct plan for schemes of AlFs and trail model for distribution commission in AlFs

e AlFs shall undertake at least 10% of total secondary market trades in Corporate Bonds by value

in a month by using the RFQ platform

¢ All schemes of AlFs shall dematerialise their units in a specified time frame

» Standardised approach to valuation of investment portfolio of AlFs

.............................................................................................................................

“The growth of the private markets in India is part of a global trend — that of expan-
sion of private markets outside the USA and Europe. Within this larger trend, India is
in an advantageous position due to government policies that provide a solid platform
for commercial innovation, from the GST to the India Digital Stack to expansion of
roads and airports. This innovation-rich environment is India’s unique advantage and
may explain why in India alone venture capital has been the largest part of the pri-
vate market for some time. This environment is getting support from emerging pools
of domestic capital, whether from the state, corporates, entrepreneurs, or family

offices, and is expected to only grow from here.”

Research
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Annexure

Methodology, definitions
and eligibility criteria for
CRISIL AIF Benchmarks

Vintage year

Benchmarks for Category | and Il are calculated based on
their vintage years. Vintage year is defined as the financial
year in which the scheme had its first close, i.e., the vintage
year of a fund will be FY14 if it had its first close between
April 1,2013, and March 31, 2014.

Only those vintage years are considered that have at
least three schemes available. Those with less than three
schemes have been excluded.

Calculation metrics

The benchmarks for Category | and Il are based on the
following metrics:

Pooled internal rate of return (IRR)

Pooled IRR denotes the IRR calculated at an aggregate
level by pooling all the cash flows that have occurred within
all the schemes belonging to the category and the vintage
year. Here the cash flows are considered according to the
date on which they have occurred and the valuation as on
the last day is considered as the terminal value for the
calculation.

Investment multiples and ratios

Three types of ratios are considered for calculation of
benchmarks — distributions to paid-in capital (DPI),
residual value to paid-in capital (RVPI) and total value to
paid-in capital (TVPI). All the three are calculated for each
applicable vintage year.

DPI: It is the ratio of the total distributions made to the
paid-in capital. DPl is also called ‘realisation multiple’.

RVPI: It is the ratio of the residual value of all investments
remaining in the fund after DPI. The residual value refers
to the valuation of the scheme as on the date for which the
benchmarks have been calculated.

TVPI: It is the ratio of the sum of total distributions and
residual value, to the total paid-in capital. It is also called
‘investment multiple’
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Quartile analysis

To understand the distribution of IRR across the peer set,
the returns for all the individual funds are calculated. First,
median and third quartile thresholds are reported. First
and third quartiles are the return thresholds for the top
25% and 75% schemes, respectively, based on the each
scheme’s IRRs in each vintage year. Thus, any fund with an
IRR value above the first quartile threshold belongs to the
top quartile. Similarly a fund with IRR value between the
first and median quartiles belongs to the second quartile,
and so on. Funds with returns below the third quartile
belongs to the bottom quartile.

For Category Il funds, quartile analysis is based on the
individual fund’s trailing returns for various timeframes.
Only those funds have been considered that have been in
existence as on March 31,2023 and are operational for the
entire time period.

For quartile analysis, only those vintage years have been
considered where at least eight schemes are available.

Public market equivalent

Public market equivalent (PME+) as a metric that helps
compare the performance of an AIF against any public
index. The PME+ method tries to replicate the cash flows
of the AIF to a public index. The cash flows, depending

on whether it is an inflow or outflow, are invested and
distributed to and from the public index on the same dates
as that of the AIF. The distributions are adjusted using a
scaling factor to avoid a situation where the public index is
oversold and results in the negative terminal value.
Eligibility criteria

« AllAIFs registered with SEBI under the SEBI (Alterna-
tive Investment Funds) Regulations, 2012, are consid-
ered for the calculation of benchmarks, provided they
fulfil the following criteria:

The scheme has completed one year from its first
close as on the date for which the benchmarks are
calculated. For example, AIF benchmark calculated
for the period ending March 31,2023, will have funds
that had their first close on or before March 31,2022

Data is provided by the AIF in the required format
within the specified deadline

The following are excluded from calculation of bench-
marks:
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— Angel funds registered under sub-category VCF un-
der Category | AIF

— Fund of funds

— Any scheme that has not had any transactions or
investments anytime in the past

— Any scheme that has not completed one year since
its first close as on the date for which the bench-
marks are calculated, i.e., March 31, 2023

— Any scheme that has not provided complete data or
that has not provided data in the required format
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Schemes are divided based on their vintage years as
described in the previous section. Only those vintage
years are considered that have at least three funds
available. Thus, schemes that belong to vintage years
in which less than three schemes were available are
excluded

For quartile analysis, only those vintage years have
been considered where at least eight schemes are
available
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

Itis India’s foremost provider of ratings, data, research, analytics and solutions with a strong track record of growth, culture of innovation,
and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers through businesses that
operate from India, the US, the UK, Argentina, Poland, China, Hong Kong, UAE and Singapore.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and data to the
capital and commodity markets worldwide.

About Regulated Research provided by CRISIL Limited

CRISIL Limited is registered as a Research Analyst with SEBI (Registration No INHO00007854), herein referred to as “CRISIL Research”. We
provide insights, opinion, analysis, and data on the Indian economy, industry, capital markets, and companies.

We are the largest valuation agency for fixed income securities, and a prominent debt and hybrid index provider in India. We publish
rankings for mutual fund schemes, and provide granular portfolio analysis services for asset managers, financial intermediaries, retirement
funds and institutional investors.

Our data and analytics platforms - Alphatrax and Quantix - enable our clients to assess Industry and Company level risks based on CRISILs
proprietary models.

CRISIL ESG Scores help benchmark companies based on their inherent ESG risk using public domain information and a proprietary
framework.

Our Company reports (that combine select financial and non-financial data, analytics from our proprietary risk models, and commentary on
company’s financial performance) are used by commercial banks, financial institutions, and non-banking finance companies as part of their
credit/ risk management process.

Our SME Gradings, used by lenders, assess creditworthiness of SME enterprises relative to the peers leveraging our proprietary grading
model. The framework includes assessment of entity-level financial and operating performance, as well as industry-level drivers.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of
returns to investors

Investment in securities market are subject to market risks. Read all the related documents carefully before investing

For additional disclosures please click on this link

CRISIL Privacy Statement

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and
service your account and to provide you with additional information from CRISIL. For further information on CRISILs privacy policy please
visit www.crisil.com/privacy.

Analyst Disclosure

Notwithstanding any member(s) of the team, who are involved in the preparation of this Report and/or whose names are published as
part of this Report and their relatives, having financial interest or actual/ beneficial ownership in the form of securities holding (of less
than 1%), at an individual level, if any, with any of the members having served as officers, directors, or employees of the companies in the
last 6 months or having engaged in market making activities, in the subject companies, there exists no material conflict of interest which
can affect the neutrality or bias the output of the Report, given the deployed procedural safeguards including but not limited to objective
methodology followed in the process of execution with no influence at an analyst level and the outputs being executed at a portfolio level,
with no separate analysis for an individual company.
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Terms and Conditions

This Report is based on data publicly available or from sources considered reliable. CRISIL Research does not represent that the Report is
accurate or complete and hence, it should not be relied upon as such. Opinions expressed herein are our current opinions as on the date of
this report. Nothing in this report constitutes investment, legal, accounting or tax advice or any solicitation, whatsoever. The subscriber/
user assumes the entire risk of any use made of this data/ report. CRISIL especially states that, it has no financial liability whatsoever, to
the subscribers/ users of this report.

This Report is additionally subject to your contractual terms with CRISIL.

The report is for use within the jurisdiction of India only. Nothing in this report is to be construed as CRISIL providing, or intending to provide,
any services in other jurisdictions where CRISIL does not have the necessary permissions and/ or registration to carry out its business
activities. The user will be solely responsible for ensuring compliance for use of the report, or part thereof, outside India.

CRISIL Limited operates independently of, and does not have access to information obtained by CRISIL Ratings Limited, which may, in their
regular operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL Research, and not of
CRISIL Ratings Limited.

Company Disclosure
1. CRISIL Research or its associates do not provide investment banking or merchant banking or brokerage or market making services.

2. CRISIL Research encourages independence in research report preparation and strives to minimize conflict in preparation of research
reports through strong governance architecture comprising of policies, procedures, and disclosures.

3. CRISIL Research prohibits its analysts, persons reporting to analysts, and their relatives from having any financial interest in the
securities or derivatives of companies that the analysts cover.

4. CRISIL Research or its associates collectively may own 1% or more of the equity securities of the Company mentioned in the report as of
the last day of the month preceding the publication of the research report.

5. CRISIL Research or its associates may have financial interest in the form of holdings in the subject company mentioned in this report.

6. CRISIL receives compensation from the company mentioned in the report or third party in connection with preparation of the research
report.

7. Asaprovider of ratings, grading, data, research, analytics and solutions, infrastructure advisory, and benchmarking services, CRISIL or
its associates are likely to have commercial transactions with the company and may receive compensation for the services provided.

8. CRISIL Research or its associates do not have any other material conflict of interest at the time of publication of the report.

9. No material disciplinary action has been taken against CRISIL Research or its analysts by any Regulatory Authority impacting Research
Analyst activities.

Disclaimer

Each CRISIL AIF Benchmark and CRISIL AIF Benchmark Report (including, for the avoidance of doubt, its values) is the sole property of
CRISIL. CRISIL shall, at all times, exclusively own any and all intellectual property rights in the CRISIL AIF Benchmarks and Report. No
CRISIL AIF Benchmark and/ or CRISIL AIF Benchmark Report may be copied, retransmitted or redistributed in any manner except for
licensed usage agreed with CRISIL. While CRISIL uses reasonable care in computing the CRISIL AIF Benchmarks and preparing the Report
and bases its calculation on data that it considers reliable, CRISIL does not warrant that any CRISIL AIF Benchmark and Report is error-free,
complete, adequate or without faults. CRISIL explicitly states that it relies on the data received from the AlFs, on an ‘as is’ basis to prepare
the CRISIL AIF Benchmarks and Report. CRISIL does not conduct any independent due diligence on the authenticity or accuracy thereof and
disclaims any liability in this regard. Anyone accessing and/or using any part of the CRISIL AIF Benchmarks and Report does so subject to
the condition that: (a) CRISIL is not responsible for any errors, omissions or faults with respect to any CRISIL AIF Benchmarks and Report

or for the results obtained from the use of any CRISIL AIF Benchmarks and Report; (b) CRISIL expressly excludes all liability arising from or
relating to their use of any part of CRISIL AIF Benchmarks and Report.
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About Oister Global

Oister endeavours to invest in a curated selection of top-tier alternative funds in India.

At Oister, we are firm believers in the power of alternatives to build wealth. Alternatives have been historically outperforming public markets¥,
whether in the US or India. Furthermore, several sectors remain underrepresented in the public markets.

As a result, accessing this space through seasoned professional fund managers is a prevailing trend in developed markets. Notably, HNIs in the
United States allocate a substantial 20%** of their wealth to this asset class, often channelled through investments in VC and PE funds.

The true benefit of this asset class only accrues through adept fund management. With a pronounced variance in performance, notably wider between
top-tier and below-average funds, choosing the right fund becomes paramount and a key determinant of returns.

In the dynamic and complex world of alternative markets, our curated, institutional grade diligence-driven approach helps us understand the
significant performance disparity between the best and the rest, and our dedication remains steadfast: to bring the finest opportunities through our
network.

We identify top-tier alternative funds through our network, and our strong evaluation process, and carry out investments for our fund investors, which
may otherwise have remained out of their reach.

At the heart of Oister is our dedicated team. With years of experience managing alternative investments, we actively navigate the intricacies of the
relevant markets. Our method is thorough, identifying and collaborating with only the most reputable and successful fund managers.

Oister India funds are registered with the Securities and Exchange Board of India as scheme/s of alternative investment funds and are committed to
acting in strict conformity with the applicable regulations.

* When compared with Public market equivalent (PME+). PME is a metric that helps compare the performance of an AIF against S&P BSE Sensex TRI. The PME+ method tries to
replicate the cash flows of the AlF to a public index

**Source - https:/www.titanbay.com/news-and-insights/the-ultra-high-net-worth-private-equity-investing-report-2023

Disclaimer

The views and opinions expressed in this report are being shared purely for informational purposes only and should not be construed as an offer

to sell, a solicitation of an offer to buy or adopt any hedging, trading or investment strategy, nor does it constitute any prediction of likely future
movement in rates or prices or any representation that any such future movements will not exceed those shown in any illustration. Users of this
report should seek advice regarding the appropriateness of investing in any securities, financial instruments or investment strategies referred to on
this report and should understand that statements regarding future prospects may not be realised. This report is not to be considered as investment
research or an objective or independent explanation of the matters contained herein and is not prepared in accordance with the regulation regarding
investment analysis. Nothing in this report constitutes investment, legal, accounting or tax advice or any solicitation, whatsoever. Oister will not be
responsible for any losses incurred by a client as a result of decisions made based on any information included in this report. This report contains
and relies on information based on or gathered from various sources such as paid databases, annual reports, surveys and media releases (the “Third
Party Content”). This information is collated in good faith and used on an as is and as available basis. The recipient of this report acknowledges and
agrees that the Third Party Content is not warranted by Oister. The recipient of this report also acknowledges that the Third Party Content is obtained
from sources believed to be reliable and that no guarantees are made by Oister or its employees, agents or representatives as to its accuracy,
completeness and/or timeliness. Opinion, projections and estimates mentioned in this report are subject to change without notice and the recipient
should not rely on these to make any investment decision. Oister shall under no circumstances be held liable for any decisions or actions which the
recipient may make or take based on their reliance on or use of this report, including the Third Party Content, or any liability that may arise due to
delays, interruptions or inaccuracies in the Third Party Content for any reason.

The information provided herein is for the sole use of the authorised recipient(s). Any reproduction or distribution of this report, in whole or in part,
or the disclosure of its contents, without the prior written consent of Oister, is prohibited and except as may be expressly authorised herein, the
recipient agreed to keep confidential all information contained herein.
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