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Abstract  

In the silver era of globalization, investors have improved their risk bearing capacity that 

generates an innovative financial intermediary such as the private equity.  Private equity 

means the capital investment by investors in those companies which are not listed on public 

exchange. It is one of the emerging opportunities to raise the fund in today’s Indian Economy. 

The Indian financial sector for private equity has immense prospects in recent years with the 

expansion of local funds in the diversified investment portfolio. The present economic 

condition in India bearing bullish stock market has facilitated private equity. Private equity 

houses have strengthen themselves through investment occurs across a wide range of sectors 

from pharmaceutical, Education, Information Technology, Power, Telecom, Real estate, Retail 

etc. The graph of these firms is increasing rapidly due to effective economy and growing 

opportunities for expansion of new and/or existing businesses in India. There must be need of 

a controlling body for private equity industry that regulates these firms and also 

securitization of investors’ return. The paper discusses about the role of private equity 

industry in India, challenges and opportunities faced by the Private Equity investors in the 

Indian Market. 

Key Words: Bullish stock market, Immense prospects, Innovative financial intermediary, 

Private Equity etc. 

Introduction 

Entrepreneurship has long been considered critical for economic development. An 

important element of entrepreneurship is the willingness and ability to mobilize private 

capital from both domestic and foreign sources thereby creating of new businesses that 
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prosper and create jobs. Starting and building a prosperous business is an ambition of 

many upcoming entrepreneurs of India. Private equity investments have been a part of 

India’s emerging story for about a decade in which time people have seen a massive 

amount of events that have shaped the investment climate in India. Private Equity (PE) is 

an umbrella term for large amounts of money raised directly from accredited individuals 

and institutions and pooled in a fund that invests in a range of business ventures. It 

consists of investors and funds that make investments directly into private companies or 

conduct buy-outs of public companies that result in a de-listing of public equity. 

Private equity refers to large investments in organized and more mature companies at 

their expansion stage or later stages. As the Indian economy is on fast track, PE investors 

from all over the world are all set to offer equity capital to Indian business groups for 

making acquisitions and expansions worldwide. 

Private equity is an increasingly significant source of finance for high-growth potential 

companies. The object of private equity is to help more businesses achieve their ambitions 

for growth by offering then with finance, strategic advice and information at critical stages 

of their development. 

Suitability for Private Equity 

Every business is formed with its aims and own abilities and requirements. Therefore, 

private equity may not be appropriate for all kinds of businesses. There are many 

significant considerations that have to kept in mind while assessing whether private equity 

is right to be opted for a certain business or not. The major concerns which have to be 

present while opting for funding by way of private equity may be: 

 The keenness to take on the responsibility of being an entrepreneur. 

 The inclination to conduct a business with a new team and taking the job to 

motivate them. 

 The willingness to give up a part of the company’s capital to private investors. 

 Establishing the company’s growth prospects sufficiently ambitious. 

 Possessing the essential experience to handle such type of funding. 

 The type of market, business is surviving in. 

 Availability of a certain competitive advantage that could be explored.  
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 Being ready to share the right of making strategic decisions with people from ‘outer 

circle’. 

 Potential for developing exit strategy for all shareholders. 

 Potential and competitive products or services. 

 Stable management structures and procedures and 

 A transparent legal structure, leaving less space for entanglements. 

 

Private equity may be considered as an option for funding when the aim is importantly to: 

develop a business, launch a new product, planning for innovation or expansion, altering 

the size and capacity of business, dispose off or sell a part or all of the company and 

liquidate some of the businesses’ assets. 

Private Equity viz-a-viz Venture Capital 

Venture Capital and Private Equity have been important drivers of innovation, economic 

growth, knowledge based industries and start-ups. Both industries follow the principle of 

‘high-risk and high-return’. 

Private Equity is the provision of equity capital by financial investors to non-quoted 

companies with high growth potential. Though, Venture Capital is a subset of private equity 

and refers to equity investments made for the launch, early development and expansion of 

business. It supports first generation entrepreneurs by providing the equity capital 

required for idea based enterprises, which is generally not available from banks and other 

financial institutions. 

In short, it can be said that Private Equity and Venture Capital can be referred to as private 

investments at different levels, but the essential meaning and characteristic of both 

remains the same, i.e. the provision of capital to entrepreneurs with the only objective of 

developing the business and creating value for it. 

To be exact and concise, it could be drawn that Venture Capital focuses on investing in 

private, young and fast growing companies; Private Equity players mainly provide 

mezzanine or bridge funding. To conclude, all venture capital is private equity, but all 

private equity is not venture capital. 
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Operations of PE 

The investors invest money in a venture capital or Private Equity fund, which is usually 

formed as a trust. It may possess open ended or close ended schemes. Mostly closed ended 

schemes have a fixed life - around 5-7 years. The investments of the trust are managed by 

an Asset Management Company (AMC) that charges the fund an annual operating cost, 

which commonly ranges from 2-3% p.a., depending on the strategy, scheme, life cycle and 

investment plan. The fund makes investments in several companies. Venture capital or 

Private Equity funds do not avoid risk but manage them by balancing the portfolio focusing 

on the people and by ideas, mentoring, coaching and adding value. 

 

Fig. 1 A Diagrammatic Presentation of the Operations of PE 

Advantages of Private Equity                                                                                                              

The Private Equity firms bring a vast number of benefits and advantages to the investee 

companies. The major merits of funding by way of private equity may be summarized as 

under: 
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Evolution and Regulatory Framework 

The India private equity market has grown-up by leaps and bounds since its humble 

inception in the late 80’s, becoming the second largest Asian PE capital recipient after 

Japan. Despite a relatively young age, the industry has already seen its fair share of ups & 

downs. The concept of Private Equity in India is latest as compared to USA, UK, Europe, 

where it has been in existence since many decades and has benefitted many businesses 

with growth and expansion. In India, foremost developments in Venture Capital and Private 

Equity industry have taken place in last 10 to 12 years, but maximum growth has been 

noticed in last 5 to 7 years. 

India’s growth story is a big magnetism for global investors. India is just behind China in 

terms of best prospects for investment in emerging markets. Private Equity has gained 

importance in India only in the last decade, although its origins can be traced back to 

1970s. The Indian VC/PE industry began in the late 1980s and early 1990s with regional 

funds such as Gujarat Venture Finance Limited and pioneers such as ICICI Venture and 

Actis Capital. 

•a source of risk capital which caanot be availed 
through other sources 

•access to new and innovative source of funding 
•assist in recapitalizing the enterprise 

Capital 

•helps in improvizing the quality perception of the 
company 

•develops a network of contacts 
•attract talent at senior management level 

Brand Building 

•provide strategic inputs for growth 

•helps acces new markets 

•helps find new acquisition targets 

•develop new business models 

•build a global footprint 

Strategic Support 

•innovative ways of management reporting 
•effeciency improvement 
•improved corporate governance practices 
•better management processes and control 

Operational 
Management 

•link-ups due to the investor's network of contacts 
•portfolio of investments 
•increased visibility with bankers, suppliers and 
clients 

Alliances and Networks 
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• A committee on "Development of Small and 
Medium Enterprises" highlighted the need to 
foster venture capital as a source of funding new 
entrepreneurs and technology. 

1973 

• ICICI decides to allocate funds to venture capital 
and Private Equity type activity. 1984 

• Government of India announces guidelines for 
Venture Capital Funds (VCFs). 

• TDICI was set up to encourage private 
investment in technology sector. 

1988 

• Regional Capital Funds APIDC Venture Capital 
and GVFL were set up in Andhra Pradesh and 
Gujarat respectively. 

• Lazard sets up Credit Capital venture fund - the 
first private sector fund. 

1989 

• Govt. of India issued guidelines in September 
1995 for overseas venture capital investment in 
India. 

• SEBI issues the SEBI (venture capital funds) 
regulations in 1996. 

• Many National and International Private Equity / 
Venture Capital firms enter Indian market. 

1995-2000 

• PE investment gain momentum during last 12 
years with increasing deal size and broader 
sectoral coverage. 

2000 onwards 

 

 

Regulatory Framework for Private Equity in India 

Since inception, there have been several legal and regulatory reforms in the Private Equity 

Sectors, which have led to the present state of growth and development in the Private 

Equity scenario in India. Some of the major reforms concerning to this industry in India can 

be summarized as below: 

 September 1995 - The Government of India issued guidelines for overseas capital 

investment in India. 

 1996 - The Securities Exchange Board of India framed SEBI Regulations (Venture 

Capital), 1996. 
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 1999 – The Companies (Amendment) Act 1999, bestowed the company to make 

investment by way of a special resolution in the General Meeting, with prior 

permission of the Central Government  

 2000 – SEBI enabled foreign Venture Capital and Private Equity investors to 

register with SEBI and avail the benefits there under 

 2000 – Amendments were made in SEBI (Substantial Acquisition of Shares and 

Takeovers) Regulations, 1997 

 2000 – As per FEMA, FVCI can acquire or sell any investment held by it at a 

mutually agreed upon price 

 2001 – The Companies Rules 2001, allowed every company limited by shares to 

issue shares with differential rights (voting or dividend) 

 2003 – Qualified Institutional Buyer “QIB” status granted to VCF/FVCI as per SEBI 

guidelines. 

 2004 – Permission granted to VCF/FVCI to invest in NBFC registered with RBI and 

to engage in equipment leasing or Hire Purchase 

 2005 – In the press note 1 of 2005, exemption was granted from prior Government 

approval under press note 18 of 1998. 

 2012 - The Securities and Exchange Board of India (SEBI) released the SEBI 

(Alternative Investment Funds) Regulations, 2011 (AIF Regulations) on 21 May 

2012. AIF means a fund which invests private capital pooled by investors in 

accordance with a defined policy to benefit its investors. 

Tax Implications 

Prior to Finance Act, 2007, Venture Capital Funds registered with SEBI enjoyed tax pass 

through status on the income from all of their investments. The Finance Act, 2007, changed 

the definition of ‘Venture Capital Undertaking (VCU)’, as per which the benefit of pass 

through status is now restricted to the following nine sectors only: 

 Nanotechnology 

 Information Technology 

 Seed Research and Development 

 Bio-technology 
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 R & D of new chemical entities in Pharmaceutical sector 

 Building and operating composite hotel-cum-convention centre with seating 

capacity of more than 3000 

 Developing or maintaining any infrastructure facility as mentioned in explanation 

to clause (i) of the sub-section (4) of section 80-IA 

 Dairy or poultry industry 

The foreign Venture Capital and Private Equity enjoys an option to get themselves assessed 

under the provisions of Income Tax or as per the Double Taxation Avoidance Agreement 

(DTAA). Generally, most of the Foreign VCF and PEF who invest in India are situated in 

Singapore, Mauritius or like tax preferred countries, with whom India has entered into tax 

treaties. Therefore, to avail the benefit of DTAA, foreign fund shall not have permanent 

establishment in India. 

Challenges for Private Equity Fund in India 

“India is historically a society of money-lenders. Money that doesn’t come from a bank is 

therefore viewed with some suspicion”. Some of the major challenges faced by the Private 

Equity and Venture Capital Firms in India are discussed as under: 

 According to experts of the field, in the early 1990s (and yet today) people, in India, 

had to be educated that private equity is not a high-priced loan and it should not be 

avoided or left untouched just for the reason that it is not backed by a Bank. 

 One cultural aspect that presents a challenge for private equity is the Indian 

entrepreneur’s disinclination to sell, which represents an emotional attachment to 

their businesses which may restrict the fulfilment of the major purpose of PE 

investment. 

 A definite challenge for private equity in India is lack of information. Financial 

investors need data. To have data, entrepreneurs need to have had good processes 

for capturing data. Even in good family businesses where value is evident, a lot of 

times there’s not enough data, which makes the task difficult for the investors. 

Indian books of accounts have historically been geared towards lowering the 

incidence of tax, leaving much to be inferred. Some investors are comfortable in 

their understanding of the peculiarities of the Indian way of doing business. 
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 Companies may find the Private Equity firms too interfering in their business 

affairs, which makes them hesitant while availing Private Equity as an option for 

investment. 

 Bringing alignment amongst family members can be challenging to implement 

changes expected by PE firms. The existing members of the company and new team 

of the PE investors may not be in coalition with each other. 

 The leadership team may find it challenging to work in new ways. To adapt to new 

environment and new techniques may not be much welcomed by the team 

members. 

 Operational excellence takes longer to achieve, rising the holding period. 

Perspective Solutions 

The PE industry in India is facing interesting times. Tailwinds are pushing the industry 

forward in the shape of rupee depreciation (especially beneficial for investments), the 

Indian Government’s positive attitude toward regulations affecting the PE industry and 

continuing interest of global investors (with significant dry powder). Adversely, there are 

headwinds in the form of exit challenges (largely because of rupee depreciation and 

shallow capital markets/IPO opportunities), a difficult fund-raising environment and, 

continuing (but abating) valuation challenges with promoters. 

Conclusion 

Private equity firms are operating today in an increasingly uncertain environment. After 

the global financial crisis, the most important lesson learned was: expect the unexpected. 

India was amongst the fastest growing PE market in Asia in 2011 PE firms in the country 

finalized more than 500 deals which was approximately 40% higher than the then previous 

year. For Private Equity to go into its maximum potential, certain regulatory barriers, 

namely uncertainties and instability in country’s tax governance and limited investment 

prospects for foreign investors in several regulated sectors like multi brand retail, need to 

addressed and concentrated upon. Indian funds are mainly talking about delayed exits and 

longer investment horizons. Although, the efforts of Government to regulate and encourage 

this industry are appreciated, they are also leading to hesitation for investors, making the 

industry susceptible and exposed. 
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India is expected to possess the potential of becoming the second largest economy across 

the globe by 2050. The key growth drivers are investments in infrastructure, domestic 

consumption and a hub for global outsourcing. Private Equity can not only help companies 

and industries grow, generating more employment, raise productivity, rather it can also be 

a influential driver of change; raising standards, nurturing growth and development, 

promoting new opportunities for individuals as well as businesses, thereby helping to 

overcome and eradicate poverty and unemployment and ultimately bringing a ray of hope. 
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