A

Specialized Investment
Funds (SIFs): The Complete
Investor’s Guide

FRAMEWORK, STRATEGIES, RISKS, TAXATION,
OPERATIONS & MARKET OUTLOOK

INVESTMENT FUND

STRUCTURE

TSN

GLOBAL RISK

This guide explains India’s SIF regime, who it’s
for, how SIFSs work, and how to evaluate them.
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Preface

India’s financial markets have grown rapidly over the past
decade. Millions of new investors have entered through
mutual funds, attracted by their simplicity, low cost, and
transparency. On the other end of the spectrum, ultra-
wealthy investors have long relied on Portfolio
Management Services (PMS) and Alternative Investment
Funds (AlFs) to access sophisticated strategies and niche
opportunities. SIF’s have potential to attract investors
from both end of the spectrum.

MUTUAL SIFs PMS  AlFs
FUNDS
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But between these two worlds, there has always
been a gap. Many investors graduate from mutual
funds and want more flexibility, more tailored
strategies, and potentially higher returns. However,
they often find PMS and AlFs too expensive, with
minimum investments of X50 lakh and X1 crore
respectively.

To solve this, the Securities and Exchange Board of
India (SEBI) introduced Specialized Investment
Funds (SIFs) in 2024-25. These funds are designed
as a “Goldilocks product” — not too simple, not too
exclusive, but just right for emerging high-net-worth
Investors.

This book was written to help you:

e Understand what SIFs are and how they work.

e Learn about their structures, strategies, risks, and
taxation.

e Evaluate whether they are right for your financial
journey.

e Explore how SIFs fit into India’s broader

investment landscape.
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How to Use This Guide

This book is structured into five sections that take you from
the basics of SIFs to advanced insights:

Foundations — Introduction,
history, and why SIFs
matter.

Structure &
Outlook & Toolkit - A Regulation -

Future opportunities, The rules that
challenges, and { : govern SlIFs and
practical checklists. Fror_n EREEs Lo their different
Insights — All fund formats.
in One Guide
Market & Investor Focus — Risk, Tax & Operations - How
Trends in India and globally, SIFs manage risks, how they
and which investors should are taxed, and how they
consider SIFs. function behind the scenes.

This book is not just about explaining rules. It aims to give
you context, examples, and scenarios so that you can
connect the dots and understand why SIFs matter today.
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Chapter 1: Introduction to SIFs

A Specialized Investment Fund (SIF) is a new type of
investment vehicle created by SEBI. Unlike traditional mutual
funds, SIFs are allowed to use long-short strategies, hybrid
allocations, and derivatives more freely. At the same time, they
remain within the mutual fund regulatory framework, which
ensures strong oversight and transparency.

Key Features of SIFs

Minimum investment:
10 lakh per investor.

Target audience: Affluent
professionals, entrepreneurs,
and family offices.

Launch date: Expected in
September / Oct 2025

Objective: Offer sophisticated
investment strategies in a
regulated structure

Can only be distributed by
NISM-certified distributors
such as Accred
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Think of SIFs as mutual funds with advanced gears. While a
mutual fund moves only forward (long-only equity or debt),
SIFs can move forward and backward — by buying (long) and
selling (short) — to capture opportunities in both rising and
falling markets.

Why SIFs Matter

SIFs are important because they fill a structural gap in India’s
investment market.

e Mutual funds are excellent for retail investors, but they have
limitations. They usually stick to long-only equity or debt
strategies and cannot take advantage of falling markets.

e PMS and AIFs offer more flexibility, but they are designed
only for the very wealthy, with minimum investments
starting from X50 lakh to X1 crore.

Example Use Case: Jane Street Manipulation Case

SEBI alleged Jane Street manipulated indices and derivatives to
make allegedly unlawful gains. Such manipulation impacted
retail investors and market-linked products like F&O trades,
indirectly hurting mutual funds and institutional investors who
depend on fair price discovery.

This shows that individual traders without institutional muscle
dealing in derivatives are more vulnerable to systemic risks and
manipulations. A SIF allows the retail investors to participate in
F&O trades through established AMC's.
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This is where SIFs step in

SIFs are structured, requlated vehicles where money is
locked into pre-defined strategies rather than left open to
speculative market swings.

They are less exposed to day-to-day market manipulation
(like the Jane Street case) since they follow clear
mandates, asset allocation rules, and risk controls with
oversight of established fund managers.

This makes SIFs a safer and more predictable option for
investors seeking stability and protection against systemic

shocks.

Journey of Investment Sophistication

€ MUTUAL

—

= FUNDS

[
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Chapter 2: Evolution of India’s
Investment Landscape

For decades, Indian investors favored gold, real estate, and fixed
deposits. These were safe and familiar, but they limited wealth
creation. The rise of mutual funds in the 2000s marked a turning
point. By making equity and debt investing accessible with as little
as X500, mutual funds opened the markets to the masses.

Fast forward to today:

e India’s mutual fund industry is projected to grow at
10%+ CAGR through 2033.

e Nearly 50% of investors are under 30 years old,
signaling a generational shift.

e Systematic Investment Plans (SIPs) have become a
household term, with crores of Indians investing
monthly.

This young, financially savvy population will not stop
at mutual funds. As their income and savings grow,
they will look for sophisticated products. This is where
SIFs come into play.
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Why Now?

The timing of SIFs is not accidental. Several
factors make 2025 the right moment for their
launch:

e Economic strength: India’s GDP is growing at ~6.5%
annually, creating wealth across segments.

e Financialization: Investors are moving from physical
assets to financial products.

e Global inspiration: Other countries already offer
hedge-fund-like structures to affluent investors.

e Investor demand: Professionals and family offices
want products that can protect capital in downturns
and generate alpha in bull markets.

e Regulatory intent: SEBI wants innovation to happen
in a transparent, well-requlated environment.

S\
In short, SIFs are the right product at the right

\_ time.
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Chapter 3: Regulatory Framework

SIFs are regulated under the SEBI Mutual Fund Regulations
(1996), with new provisions added in 2024-25.

Minimum investment:
10 lakh per investor.

Fund managers: Must hold
SEBI/NISM certifications.

AMC must have track record or
meet set qualifications

SIFs marketed separately from
mutual funds.

Funds must publish portfolio
updates every 2 months

This combination of flexibility with oversight ensures that
investors can access advanced strategies without
stepping into unregulated territory.
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Global Perspective

SIFs are not unique to India. Many global

markets have similar vehicles:

e United States: Hedge funds and structured
products allow retail participation through
SEC-registered funds.

e Europe: Specialized investment vehicles are
popular, with a focus on investor protection
and transparency.

e |India: SIFs are designed as a balanced
approach — borrowing flexibility from global
models but embedding SEBI’s strict controls.

This global alignment gives Indian investors
access to world-class strategies, while
keeping risks contained.
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Open Ended
Funds

Close Ended
Funds

Interval
Funds

Accred.Ai

Investors can redeem
units monthly or
quarterly.

Offers flexibility but
less frequent liquidity
than mutual funds.

Run for a fixed
maturity period (e.g.,
3-5 years).

Units are listed on
exchanges to provide
liquidity.

Redemptions allowed
only at set intervals
(e.g., every 6 months).

Balance between
open and closed
formats.
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Liquidity Framework

Liquidity is where SIFs differ most from mutual
funds.

e No daily liquidity: Unlike mutual funds, investors
cannot enter and exit freely each day.

e Structured redemptions: Open-ended SlIFs allow
withdrawals monthly or quarterly.

e Exchange listings: Closed-ended and interval funds
must list on stock exchanges, so investors can sell
units in the secondary market.

e Liquidity stress tests: SEBI requires SIFs to run
regular simulations to ensure they can meet
redemption requests.

Investor Takeaway:

SlIFs are not for short-term needs.

They suit investors who can stay

invested for at least 1-3 years.
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Chapter 5: Investment Strategies

SEBI has approved seven distinct strategies,
divided into equity, debt, and hybrid categories.

Equity-Oriented SIFs
1.Equity Long-Short: At least 80% in equities, with up to 25%
short positions.
2.Equity Ex-Top 100 Long-Short: Focus on mid-cap and small-
cap stocks beyond the top 100.
3.Sector Rotation Long-Short: Investments across a maximum
of four sectors, with 25% short exposure allowed per sector.

Debt-Oriented SIFs
4.Debt Long-Short: Long and short positions in bonds and

fixed-income securities.
5.Sectoral Debt Long-Short: Focus on debt from specific
industries, with hedging flexibility.

Hybrid SIFs

6.Active Asset Allocator Long-Short: Dynamic allocation
across equity, debt, REITs, commodities, and derivatives.
7.Hybrid Long-Short: Minimum 25% each in equity and debt,
with derivative overlays.
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Derivative Use

Derivatives are at the heart of SIFs. They provide the
flexibility to hedge risks, exploit arbitrage, and
enhance returns. Unlike mutual funds, which mostly
use derivatives for limited purposes, SIFs can actively
integrate them into their strategies.

e Hedging: Derivatives can be used to protect
portfolios during market downturns. For example, if a
fund holds banking stocks, it can short Nifty futures
to limit downside risk.

e Arbitrage: Managers may exploit small price
differences between cash and futures markets to
earn risk-free profits.

e Speculation: If a manager expects IT stocks to fall,
they can short IT futures while going long on pharma.

This adds alpha opportunities.

Example:
If a fund manager expects the IT sector to

LONG SHORT
fall, they can short IT futures while holding POSITIONS POSITIONS

long positions in financial stocks. This
flexibility allows SIFs to deliver absolute

return strategies, something mutual funds .OQ
PHARMA

cannot easily do.
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Chapter 6: Risk Management

Risk is where SIFs differ most from mutual funds. Since
they use leverage and derivatives, they carry more
complexity — but SEBI has built robust guardrails.

e Short exposure capped: No more than 25% of NAV
can be in short positions. This prevents over-
leveraging.

Stock concentration limit: A single stock cannot
exceed 10% of the fund’s portfolio. This avoids
overexposure.

Sectoral rules: Sector funds must spread risk
across a maximum of four industries.

Monthly risk bands: Every SIF is placed into one of
five bands (from conservative to aggressive) and
disclosed to investors.

Example:

A sectoral long-short equity SIF may invest 25%
each in IT, Pharma, Banking, and Energy, while
keeping 10% of NAV short to balance volatility.

Accred.Ai
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Three-Line Defense

SIFs follow a three-level risk defense system to ensure
nothing slips through the cracks.

1.Fund Managers: Monitor portfolios daily, managing
positions, and ensuring exposures stay within SEBI's
limits.

2.Independent Risk Teams: These teams challenge the
fund managers’ assumptions and run scenario
analyses.

3.Board Risk Committees: At the highest level, these
committees review compliance reports and hold
managers accountable.

This ensures that checks and balances are built into the
structure — preventing reckless strategies.

$» Board Committee

@ » Risk Team

¥ Fund Manager
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Chapter 7: Taxation

Taxation is a critical factor in returns, and SIFs follow
mutual fund tax principles depending on their
composition.

e Equity SIFs: Treated like equity funds. STCG taxed at
20%, LTCG at 12.5% (beyond X1 lakh).

e Debt SIFs: Taxed as per individual slab rates. Gains
are added to taxable income if held less than 3 years.

e Hybrid SIFs: Taxation depends on which asset
dominates (equity vs debt).

e TDS: 10% deduction for residents. Higher or treaty-
based rates for NRIs.

Example: If an investor earns X2 lakh in a year
from an equity SIF, they pay 12.5% LTCG tax on
X1 lakh (above the X1 lakh exemption).

Equity SIF Debt SIF

Hybrid SIF

Equity MF Tax Rules Debt MF Tax Rules

Dominant Allocation Decides.
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Investor Note on Taxes

Taxes often surprise investors if not understood
properly.

e Equity advantage: Investors in equity SIFs may pay
less tax compared to debt-heavy SIFs due to LTCG
benefits.

e Debt caution: Debt SIFs can result in higher tax
liability since gains are taxed at slab rates.

e NRIs beware: Taxation for NRIs varies by treaty; in
some cases, taxes may be higher than residents.

e Plan smart: Holding period matters. Staying invested
longer can reduce tax outgo in equity SlFs.

Investor Journey

Higher
return

Invest in SIFs
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Chapter 8: Operational Aspects

Behind every SIF is a strong operational ecosystem.

e Trustees & Custodians: Ensure investor money is
safe and protected against misuse.

e Fund Administrators: Independently calculate NAVs
so there's no conflict of interest.

e Registrar & Transfer Agents (RTAs): Handle all
investor servicing, including statements, redemptions,
and record-keeping.

e Fund Managers: Run the strategies but must remain
within SEBI's rules.

Example:

A sectoral long-short equity SIF may invest 25%
each in IT, Pharma, Banking, and Energy, while
keeping 10% of NAV short to balance volatility.
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Valuation Practices

Valuing a SIF portfolio is more complex than mutual

funds because of derivatives.

e Listed securities: Valued daily at market prices.

e Derivatives: If no active quotes exist, pricing models
like Black-Scholes are used.

e Audits: NAVs are checked regularly by independent
auditors to ensure fairness.

e Transparency: Investors receive NAV reports along

with disclosures.

MARKET MODEL
PRICE VALUATION

(STOCKS) (DERIVATIVES)

"

How to Have a Better Work-Life Balance




Liquidity Management

Liquidity is a key difference between SIFs and mutual
funds.

e Redemption cycles: Typically, monthly or quarterly,
not daily. Investors must plan accordingly.

e Exchange listings: Closed-ended and interval funds
list on exchanges so investors can sell units in the
secondary market.

e Stress testing: Funds must simulate scenarios where
many investors redeem at once, ensuring they can
still manage payouts.

e Exit planning: Investors should always understand
redemption rules before investing.

REDEMPTION INTERVALS

FR | sA EXCImple: |f 20% Of
investors redeem in one

quarter, the SIF must

prove it can sell assets
without destabilizing the
fund.

REDEMPTIONS NOT ALLOWED DAILY
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Chapter 9: Global Market Trends

Across the world, investors are turning to specialized
funds for flexibility and risk-managed returns.

o Growth of structured funds: In 2024, structured
products globally reached $84.5 billion, growing 42%
year-on-year. Popular formats included buffered funds
(with downside protection) and capital-protected
strategies.

¢ Mainstream adoption: In the U.S. and Europe, these
funds are widely used by both affluent retail and
institutional investors.

e India’s alignment: By launching SIFs, India is aligning
with this trend but adding stricter controls. This ensures
innovation while keeping investor protection strong,.

HEDGE e
FUNDS STRUCTURED SIFS
us. PRODUCTS INDIA

EUROPE
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Indian Market Trends

The Indian market is entering a golden phase of
financial product innovation.

e Private credit boom: In H1 2025, private credit deals
crossed $9 billion, showing investor appetite for non-
traditional assets.

e REITs and InviITs: Real estate and infrastructure funds
are attracting HNIs, proving investors are ready for
alternatives beyond equity and debt.

e Mutual fund graduates: With crores of SIP accounts,
many investors now want advanced products. SIFs are a
natural next step.

INVESTOR GROWTH LADDER

STEP 4

1) > AIF

@ > PMS

> SIF

® Mutual Funds

Accred.Ai



A

Chapter 10: Investor Profiling

SIFs are built for a specific kind of investor.

o Affluent professionals: Senior doctors, lawyers, or
executives who have X10-20 lakh surplus capital and
want smarter investment options.

e Entrepreneurs: Business owners who want to diversify
wealth outside their main business.

e Family offices: Wealthy families who want structured,
regulated advanced products.

¢ HNIs-in-the-making: Investors ready to move beyond
mutual funds but not yet eligible for PMS/AIFs.

DOCTOR ENTREPRENEUR

FAMILY OFFICE YOUNG HNI
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Suitability Checklist

Before investing in SIFs, ask yourself:

e Do | have surplus capital? X10 lakh is the entry point.
This must be money you don’t need in the short term.

e Am | okay with risk? SIFs use derivatives. They can
amplify both gains and losses.

e Can | lock funds? No daily redemptions. You must be
comfortable with 1-3 years of investment.

e Do | value transparency? Bi-monthly disclosures mean
you'll know what's happening, unlike PMS or AlFs.

e Do | want the “next step”? If you've mastered mutual
funds, SIFs are your bridge to advanced products.

ARE SIFs RIGHT
FOR YOU?

° Diversifying your
investments

Q Higher contribution
limits

Q Long-term savings
goals
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A

Chapter 11: Advantages of SIFs

Like any investment, SIFs come with limitations Strategic

e Flexibility: Long-short, hybrid, and rotation strategies
give fund managers tools to protect downside and seek
higher returns.

e Diversification built-in: Unlike PMS, SIFs pool money
across asset classes, reducing single-asset risk.

e Regulatory comfort: SEBI oversight ensures fair play,
audits, and transparency.

e Stepping stone: Helps investors graduate from simple
funds to sophisticated products without jumping directly
into ultra-HNI categories.

e Transparency edge: Bi-monthly disclosures give better
clarity than PMS or AlFs.

INVESTOR
PROTECTION

FLEXIBILITY |§ DIVERSIFICATION
$ [
REGULATION J TRANSPARENCY

&[G
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Challenges of SIFs

SIFs offer benefits that make them attractive to
growing investors.

e Liquidity limits: Monthly/quarterly exits mean funds are
not suited for emergency needs.

e Complexity of strategies: Investors need to understand
concepts like derivatives, hedging, and leverage.

e High minimum size: X10 lakh excludes smaller investors.

o Market risks amplified: Wrong derivative calls can
magnify losses quickly.

e Higher costs: Running advanced strategies often means
higher expense ratios compared to plain mutual funds.

LIQUIDITY COMPLEXITY
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MF vs SIF vs PMS vs AlF

Features Mutual Funds SIFs PMS AlFs
Min. Investment! I500-X5,000 X10 lakh X50 lakh X1 crore
Liquidity High (daily) Monthly Variable Low
Strategy Long-only Lor;s;;:\;rt, Customized PI::I;;: :?:::
Transparency High Medium Custom Low
Risk Low - High Moderate-High High High

MUTUAL
FUND

Portfolio Management Services
(PMS)

-
«Op . 4 % ALTERNATIVE

1l INVESTMENT
jlﬂé FUND
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Chapter 12: Case Studies

Case Study 1: Quant Mutual Fund

Quant has positioned itself as one of India’s most
innovative fund houses by integrating advanced analytics
and artificial intelligence into its investment approach.
This strategy has allowed it to stand apart in an industry
still dominated by traditional methods.

e Uses Al and predictive analytics to capture early market
trends.

e First mover in specialized SEBI product filings, gaining
an edge.

e Builds trust among HNIs and institutions seeking data-

driven strategies.

QUANT’S
MILESTONE

£ P

FIRST-TO-MARKET:
SIF FILINGS
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Case Study 2: Edelweiss Altiva

Edelweiss has redefined wealth management with Altiva,
presenting investments not only as financial products but
also as lifestyle-oriented offerings for ultra-wealthy
clients. This has made it a benchmark for Iluxury

positioning in finance.

e Marketed as a luxury wealth solution for exclusive
clients.

e Provides private equity, offshore, and structured debt
opportunities.

e Enhances Edelweiss’ image as an innovator in premium

wealth management.

EDELWEISS ALTIVA

PREMIUM WEALTH SOLUTION

LUXURY |
INVESTMENTS |

] STRUCTURED
PRIVATE DEBT

EQUITY
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Case Study 3: Motilal Oswal

Motilal Oswal Asset Management has adopted a hybrid
model that combines PMS, AlFs, and multi-asset
strategies. This acts as a stepping stone for investors
transitioning toward more specialized funds like SIFs.

e Integrates equity, debt, and alternative assets in one

platform.
e Serves HNIs and family offices seeking gradual

sophistication.
e Acts as a bridge between traditional funds and

emerging SIF structures.

e ~
MOTILAL OSWAL
HYBRID FUND
Traditional | D G G F—
[ Funds } g ﬂﬁ LI v SIFS
Equity  Debt Alternatives
Bridge for

\. J

Investors moving
from Traditional
Funds to SIFs
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Case Study 4: ICICI Prudential AMC

ICICI Prudential AMC has leveraged its scale, governance,
and strong compliance frameworks to gain the trust of
both retail and institutional investors. Its practices provide
valuable lessons for the evolution of SIFs in India.

e Operates with a large AUM across multiple fund
categories.

e Strong focus on compliance and transparent
governance.

e Preferred by institutions seeking scale and credibility.

GOVERNANCE COMPLIANCE

INSTITUTIONAL
INVESTORS

ul

RETAIL
INVESTORS

all
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Chapter 13: The Future of SIFs in
India

India is entering a phase where specialized investment
funds can thrive, supported by rising wealth, family office
growth, and increasing institutional appetite for

alternatives.

¢ India has 850K+ millionaires (2025), projected 1.6M+ by
2035.

e Family offices growing 10-12% annually, signaling
sophistication.

e Pension funds and insurers diversifying beyond equities
and debt.

Indicates strong

& market for
g Specialized
. Investment
MUMBAI
Funds(SIFs)
@ HNI
BANGALORE Concentration
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Drivers of SIF Growth

Several forces are aligning to create a favorable
environment for SIF adoption, ranging from regulation to
global capital flows and digital innovation.

SEBI regulations opening doors for new fund structures.

Global inflows of $70B+ annually strengthening capital

markets.

Product innovation in ESG, infrastructure, and
technology funds.

Fintech and Al improving transparency and accessibility.

Key Growth Drivers for
SIFs in India

) ™
b

SEBI GLOBAL CAPITAL
REGULATIONS INFLOWS

Al

il
PRODUCT TECHNOLOGY
INNOVATION ADOPTION
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Challenges for Adoption

Despite strong growth potential, adoption of SIFs will
depend on addressing investor education gaps, liquidity

concerns, and evolving regulation.

e Limited awareness among investors about SIF
structures.

e Liquidity challenges due to long lock-ins.

e Uncertainty in regulations as frameworks are still

evolving.

CHALLENGES FOR
SIF ADOPTION
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Long-Term Outlook (2030-2040)

SIFs are likely to see exponential growth in India, evolving
into mainstream vehicles for sophisticated investors and

contributing to the country’s global standing.

e By 2030, expected AUM of X2-3 trillion.
e By 2040, India may emerge as Asia’s hub for SlFs.
e SIFs will dominate in ESG, technology, and infrastructure

sectors.

By 2030-2040, SIFs in India are
expected to achieve significant AUM
growth and emerge as Asia’s hub
for specialized funds

2 Q

Cmlm®
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Emerging Trends Shaping SIFs

Beyond growth and market readiness, several emerging

trends are set to shape how SIFs evolve in India, creating

new opportunities for investors and fund managers alike.

ESG & Sustainable Investing: Funds increasingly
integrating environment, social, and governance factors
to attract global capital.

Technology Integration: Use of Al, big data, and robo-
advisory for portfolio optimization and risk management.
Global Collaboration: India-based SIFs partnering with
international investors for co-investment opportunities.
Thematic Specialization: SIFs focusing on technology,
infrastructure, healthcare, and fintech sectors to create
high-growth portfolios.

Investor Education Programs: Awareness initiatives
aimed at family offices, HNIs, and institutions to improve

adoption.

Al-DRIVEN

FUND
MANAGEMENT

GLOBAL
PARTNERSHIPS

INVESTOR
EDUCATION

SECTOR-
-~ SPECIFIC
FUNDS
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Conclusion and Future Look

SIFs represent the next stage of India’s financial evolution,
offering investors exclusivity, diversification, and

alignment with global practices.

Exclusive to accredited and institutional investors.

Aligned with international models like Luxembourg and
EU regimes.

Bridge between mutual funds, AlFs, and hedge funds.

Enable strategic long-term wealth creation.

FLEXIBILITY [DIVERSIFICATIONJ INNOVATION
I I 1 e
. N
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Who Should Invest & Final
Thoughts

SIFs are well-suited for investors seeking advanced,
future-oriented wealth strategies. They stand as a
paradigm shift in India’s financial ecosystem.

e HNIs and UHNIs use SIFs for diversified, high-value
portfolios.

e Family offices adopt SIFs for wealth transfer and legacy
planning.

e Institutions expand into alternatives for balanced

portfolios.

wn

SIFs are not just another investment
option; they are the foundation of

next-generation investing in India.
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