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1. Introduction
India is the largest democracy in the world.  Its main strength is availability of abundant skilled and cheap manpower.  The country has been on growth trajectory in all fields as a planned economy thus becoming a safe and attractive destination for foreign investment.  Currently, in terms of Purchase Power Parity, it is the fourth largest economy and tenth most industrialized country in the world.  Successive Governments had taken major initiatives for industrial development, simplification of investment procedures, enactment of investor-friendly laws, liberalization of trade policy, safeguards of intellectual property rights, liberalization of exchange regulations, reforms in Capital and Stock Markets,  etc.

   Ever since Indian economy underwent series of reforms from 1991, there have been progressive steps in banking, finance, industry, investment climate, incomes, employment, legal environment, etc.  India is shining with an average growth rate in GDP at about 9% pa.  Investments from FIIs, increased FDI in several sectors, surging Foreign Exchange reserves, controlled inflation rate, deregulated interest rates, etc., have been witnessed in recent years.  GOI recognizes the key role of FDI for economic development and as an important source of technology and global best practices. Capital Market has undergone dramatic changes, with SEBI as regulator, yielding returns to all segments of investors – retail or wholesale.  Information Technology is playing a vital role in effective functioning of all the players.
2. Private Equity 

Private Equity, which is a sub-set of Venture Capital, is medium to long-term finance provided in return for an equity stake in potentially high growth unquoted companies. This informal method of financing became an industry globally in the late 1970s and early 1980s in the advanced western world when a number of private equity firms were founded and recognized as asset class. Throughout 1990s the technology hype, internet boom and massive capital investment propelled the New Economy revolution, but internet mania in the late 1990s caused IEC stocks to skyrocket until the dot com bubble burst in March 2000. Even though SEBI formulated guidelines for VCs on the basis of KB Chandrasekhar Committee, as on date there are no clear cut guidelines for Private Equity investment. In the post-reforms era, there is availability of abundant P E funds in India in almost all sectors including Technology and SME too surpassing certain Asian countries like China.  GOI, CBDT, DIPP, SEBI and RBI are closely watching the phenomenon of inflow of PE Funds into Indian industries.  Bottom of Form
   US-based PE outfit, Argonaut is investing around Rs.50 Crores in menswear brand Koutons to fund its expansion plans.   E-Planet announced a second global fund, which will have allocations for India.  A Report on Venture Capital (VC) investment in India seems to be very bullish on the prospects and has estimated that as much as $4.4 billion will flow into India via VC funds over the next one year.  Government of India is in talks with top global PE funds such as Citigroup, Blackstone, and other Institutional investors to team up and raise $7.0 Billion through a special fund to finance a stream of infrastructural projects.  The above deals made the authors attempt to study recent trends, developments, issues and challenges with regard to Private Equity in India to sustain the current scenario. 
2.1 What is Private Equity?

Private Equity is medium to long-term finance provided in return for an equity stake in potentially high growth unquoted companies. Some commentators use the term “Private Equity” to refer only to the buy-out and buy-in investment sector. Others, in Europe but not the USA, use the term “Venture Capital” to cover all stages, i.e. synonymous with “Private Equity”. In the USA “Venture Capital” refers only to investments in early stage and expanding companies.

   PE provides long-term, committed share capital, to help unquoted companies grow and succeed. If an investee is looking to start-up, expand buy-into a business, buy-out a division of a parent company, turnaround or revitalize a company, PE could help to do the same. Obtaining PE is very different from raising debt or a loan from a lender, such as a bank or a financial institution. Lenders have a legal right to interest on a loan and repayment of the capital, irrespective of its success or failure. PE is invested in exchange for a stake in company and, as shareholders; the investors’ returns are dependent on the growth and profitability of the business. 

   To avoid confusion, the term “Private Equity” is used to describe the industry as a whole, encompassing both “Venture Capital” (the seed to expansion stages of investment) and Management Buy-Outs and Buy-Ins.  Private Equity is a broad term that refers to any type of equity investment in an asset in which the equity is not freely tradable on a public stock market. Categories of Private Equity investment include leveraged buyout, venture capital, growth capital, angel investing, mezzanine capital and others.
3. Review of Literature

Although it started in a modest way in mid-seventies, Indian companies received almost no PE / VC funding a decade ago as compared to present day inflows. This scenario began to change in the late 1990s with the growth of India’s Information Technology (IT) companies and with the simultaneous dot-com boom in India. VCs started making large investments in these sectors; however the bust that followed led to huge losses for the PE and VC community, especially for those who had invested heavily in start-ups and early stage companies.

   After almost three years of downturn in 2001-2003, the PE market began to gradually recover towards the end of 2004. PE investors began investing in India in a big way, except this time they began investing in other sectors as well (although the IT and BPO sectors still continued to receive a significant portion of these investments) and most investments were in late-stage companies. Early-stage investments have been dwindling or have, at best, remained stagnant right through mid-2006.  In the Indian context, VC funding is extended generally to idea-based, start-up and unlisted companies.  The present trend of PE funding is flowing into existing growth oriented companies which may be listed or unlisted. 




   Smolarski, Jan et. al. (2005) in their study examined how Indian VC and PE firms manage several dimensions of risk by making a comparison between Indian and U.K. funds.   Kautilya Shastri (2005) suggested that India is experiencing a second wave of interest in PE; the first was in the late 1990s. But unlike the late-1990s boom of flows to technology companies, money is heading into a broad range of sectors, reflecting the strong performance of the economy and should continue to gather strength.

   Palmeri, Christopher, Sasseen, Jane (2006) have observed that the size and scope of the buyouts are raising concerns about a potential wave of credit defaults down the line. With so much money chasing deals, PE firms are pricing for perfection, even as they venture into unfamiliar areas. And if companies can't generate enough cash to meet mounting interest payments, bankruptcy may loom.  They also explained why PE players are moving beyond their normal stomping grounds into areas where they may confront complex new issues, keeping in mind, 436 new funds had raised a record $300 billion worldwide as of early October, 2006, according to industry tracker - Private Equity Intelligence.

   Erica Duecy (2006) indicated that even though fueling restaurant companies' growth through strategic M & A has become tougher in recent years, as PE firms buy up more and more available brands, thus pricing acquisitive foodservice firms out of the market.   Rosenbush, Steve (2006) opined that the big PE funds and pension funds are drawn to one another because of the dynamics of the industry. The players in the top quartile of private-equity funds tend to stay there, unlike the public markets, where the concept that past performance is no guarantee of future profits is accepted as common wisdom.  Zaczkiewicz, Arthur (2006) looked at the business conditions facing PE firms in 2006 and indicated that it is a good time to borrow money to grow a business. With global M & A volume reaching $2.37 trillion in the first nine months of 2006, it was described that the current conditions are unprecedented. 

   Walker, Jacqui (2006) in his research article discussed that the competition among PE firms for quality deals is deterring superannuation funds from investing in private equity based on the data collected from Australia.  Wells, Kathryn (2006) finds out the cause for the stock market crash in the Gulf earlier this year which provided a clear illustration of the adage that one man's meat is another man's poison. Some market observers believe that many of the large number of firms that have begun raising PE funds in the region in recent months will struggle to produce good results for their investors without having any idea what PE is really about by hinting that there may a risk of a bubble developing in this market too.

   Li Shan (2006) forecasted the culmination of the state monopoly of the financial system in China. Efficient pricing across the credit spectrum and diversified investment products in each risk segment will aid allot capital over a wider cross section of the economy. The author also predicts that public and private equity will become commonplace, and the derivatives and commodities market will develop to enhance the diversity and efficiency of the Chinese financial system.    Chaze, Aaron (2006) reported that in India there is an increasing trend in PE investment in the Finance industry.  Subhash, K.B. (2006) has taken deep inside view of the Indian venture business firms both an historical and a comparison with other nations. Although small, India has been growing fast and appears to have significant potential. 

   Even though there were some researchers studied the PE funding in India, still there seems to be some possibility on the clarity between VC and PE.   There was no attempt so far by any researchers about the factors influencing on the PE Funding in future.
4. Private Equity around the Globe

PE in the UK originated in the late 18th century, when entrepreneurs found wealthy individuals to back their projects on an ad-hoc basis. This informal method of financing became an industry in the late 1970s and early 1980s when a number of PE firms were founded. PE is now a recognized asset class. There are over 170 active UK PE firms, which provide several billion pounds each year to unquoted companies, around eighty percentage of which are located in the UK. The main sources of PE in the UK are the PE firms (who may invest at all stages – VC and buy-outs) and “Business Angels” (private individuals who provide smaller amounts of finance at an earlier stage than many PE firms are able to invest). The attributes that both PE firms and business angels look for in potential investee companies are often very similar and so this should help entrepreneurs and their advisers looking for PE from both these sources. “Corporate Venturers” which are industrial or service companies that provide funds and/or a partnering relationship to fledgling companies and may operate in the same industry sector as the business can also provide equity capital.
   Throughout the 1990s the technology hype, Internet boom and massive capital investment propelled the new economy revolution, but Internet mania in the late 1990s caused technology stocks to skyrocket until the bubble burst in March 2000. There was over-optimism, too much easy money, proven ways of doing business were replaced by irrational exuberance and private and public company market valuations were driven to unsustainable levels. Post-bubble, PE firms are looking for investment opportunities where the business has proven potential for realistic growth in an expanding market, backed up by a well researched and documented Business Plan and an experienced management team – ideally including individuals who have started and run a successful business before. Excellent opportunities remain open to companies seeking PE with convincing business proposals. 

   PE funding is about 50 years old but it was not until 1970s, when regulatory and tax law changes allowed US Pension Funds to enter the asset class, that PE became accepted as an institutional asset class.  During the decade of 90s, there was a tremendous boom in the PE industry, with the emergence of brand name firms managing multi-billion dollar sized funds.  Over this period, the pool of US PE funds has grown from $5.0 Billion in 1980 to over $203 Billion in 2005, outpacing the growth of almost every other financial asset class. The following table shows the comparative picture of PE funds invested and their percentage shares in last three years 2003-2005 across five continents:
Table 1   Global Private Equity Funds during 2003-2005

	              Year
	Total Funds invested
	North America
	Central/ South America
	Middle East
	Asia Pacific
	Europe

	2003
	$ 115 bn
	52
	1
	2
	15
	30

	2004
	$ 110 bn
	41
	1
	3
	16
	39

	2005
	$ 280 bn
	40
	1
	4
	22
	33


Source: PWC Global PE Report
It may be seen from the above table that the absolute amount of funds invested by PE firms is on the increase.  While the percentage share of North America and Europe is on the decline, Asia Pacific’s share is on increase, which includes India and China.

   An estimated $17.5 Billion of PE / VC was invested in the Asia Pacific region in 2003 - a whopping 92% increase on 2002. Japan led the region accounting for $7.3 Billion of the value of deals completed, followed by Korea with $3.3 Billion and Australia with $2.8 Billion. In contrast, only $3.32 Billion of new funds were raised in 2003 (up only 10% on 2002 levels). The pool of PE capital under management rose to $97.6 Billion in 2003 up from $88.6 Billion in 2002. Start-up and early stage investment is estimated at $ 0.6 Billion and $1.4 Billion was invested in expansion stage companies in 2003. Telecommunication section had the highest percentage of invested capital with $3.7 Billion or 21% followed by financial services with $2.3 Billion or 18.3% (Business World, 2006).

   The Private Equity market has experienced robust growth over the last 15 years, during which nearly $1.7 Trillion was committed to PE partnerships.  The following figure indicates relevant data between the years 1990 and 2005.
   The commitment commenced with a modest figure of US $19 Billion in the year 1990 which went up to a peak of US $306 Billion in the year 2000.  It came down to US $178 Billion in 2001, US $97 in 2002 and US $94 Billion in 2003 and again moved upwards to US $132 Billion in 2004 and finally to US $204 Billion in 2005  (Thomson Financial Venture Economics, 2006). 
   Now the regulators are weighing in about PE firms. On November 6, 2006, Britain's Financial Services Authority (FSA) issued the first in-depth review of PE by a top supervisory body.  Its preliminary conclusions are that the biggest buy-out firms and their lenders deserve closer surveillance in several areas, but pose no broad risk to the financial system. The European Central Bank has also voiced concern over the growing exposure of banks to debt-hungry buy-out vehicles; but it, too, sees no cause for panic.  In America, the world's largest PE market, the Department of Justice is said to be expanding its investigation of "club" deals, in which big firms have teamed up to launch large bids. The worry is that they may be anti-competitive. Suddenly PE lawyers are popping up everywhere (Economist, 2006).
Figure 1: Private Equity Capital Commitments by Year (in $ Billions)
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5. Investors in Private Equity Funds

Investors in PE generally stay invested for long-term horizons.  Institutional investors such as foundations, endowments and Pension Funds represent vast majority of investors in PE.  Besides, high net-worth individuals also invest in PE funds.  The following table indicates PE Capital Commitments during 1995-2005 made by various investors’ types:
Table 2: Shares of Various Investors’ Types (in percentage)

	Investor Type
	% Share

	Banks
	8

	Insurance Companies
	7

	Corporate Non/Pension
	13

	Private Pension Funds
	13

	Public Pension Funds
	9

	Family / Individuals
	14

	Endowment/ Foundations
	17

	Intermediaries
	7

	Others
	12

	Total
	100


Source: Thomson Financial Venture Economics

 It may be seen from the above table that the funds to PE are subscribed majority by Endowments / Foundations, followed by Family / Individuals and Pension Funds. 
6. Regulatory Guidelines & Framework for VC in India
According to some experts, the share of the US in world GDP is expected to fall (from 21 to 18 per cent) and 
that of India to rise (from 6 to 11 per cent) by 2025, and hence the latter will emerge as the third pole in the global economy after the US and China.  By 2025 the Indian economy is projected to be about 60 per cent the size of the US economy. By 2035, India is likely to be a larger growth driver than the six largest countries in the European Union (EU), though its impact will be a little over half that of the US. India, which is now the fourth largest economy in terms of purchasing power parity, is expected to overtake Japan and become third major economic power within 10 years. High growth rates in Industry and Services sector and the changing world economic environment provided a conducive backdrop to the Indian economy. Another positive feature was that the growth was accompanied by continued maintenance of relative stability of prices.
   India had over 15 years of economic reforms spanning five governments. These reforms achieved a higher growth path; reduction in poverty; made the external sector more comfortable; restored industrial growth; and with financial stability in the country. As a consequence of all these momentous changes there is a new respect for India in the world and, even more important, Indians in all walks of life have found a new level of self confidence. The main organizing principle of most reforms carried out so far has been that of freeing the private sector from the myriad government controls that had existed for a long time. The economic reforms process has brought forth a burst of new entrepreneurial energies across the board in almost all sectors. As a consequence, the country is now recording substantial economic growth in excess of eight per cent. The above changed scenario of Indian economy is attracting more and more investment from within the country as well as from external sources.  The Foreign Exchange Reserves are swelling; FDI and FII investments are on increasing trend and now the Private Equity is flowing in rapidly into various sectors.  
   A study was undertaken by the World Bank to examine the possibility of developing VC in the private sector, based on which the Government of India took a policy initiative and announced guidelines for Venture Capital Funds (VCFs) in India in 1988. However, these guidelines restricted setting up of VCFs by the Banks or Financial Institutions only. Thereafter, the Government of India issued guidelines in September 1995 for overseas investment in Venture Capital in India. For tax-exemption purposes, guidelines were also issued by the Central Board of Direct Taxes (CBDT) and the investments and flow of foreign currency into and out of India have been governed by the Reserve Bank of India's (RBI) requirements. Further, as a part of its mandate to regulate and to develop the Indian capital markets, the Securities and Exchange Board of India framed the SEBI (Venture Capital Funds) Regulations, 1996.
   Given the proper environment and policy support, there is undoubtedly tremendous potential for VC activity in India. "For boosting high-tech sectors and supporting first generation entrepreneurs, there is an acute need for higher investment in VC activities" announced by the Finance Minister, in his 1999 Budget speech.  The SEBI committee on VC was set up in July, 1999 to identify the impediments and suggest suitable measures to facilitate the growth of VC activity in India. Also keeping in view the need for a global perspective, it was decided to associate Indian entrepreneurs from Silicon Valley in the committee headed by K B Chandrasekhar. These guidelines were further amended in April 2000 with the objective of fuelling the growth of VC activities in India. 

   Pursuant to the regulatory framework mentioned above, some domestic VCFs were registered with SEBI. Some overseas investment has also come through the Mauritius route. However, the VC industry, understood globally as "independently managed, dedicated pools of capital that focus on equity or equity-linked investments in privately held, high-growth companies", was relatively in a nascent stage in India. Till 1998, around Rs. 30 billion had been committed by domestic VCFs and offshore funds which are members of IVCA. Private sources indicate that overall funds committed are around US$ 1.3 billion. Investible funds are less than 50% of the committed funds and actual investments are lower still (Indian Venture Capital Association).

   The Advisory Committee on Venture Capital, set up under Chairmanship of Dr. Ashok Lahiri, submitted its report to SEBI in the year 2003. The Committee consisted of 14 members representing Government of India (Ministry of Finance, Central Board of Direct Taxes), Reserve Bank of India, Ernst & Young, Indian Venture Capital Association, IIM-Lucknow, SIDBI Venture Capital Ltd., UTI Venture Funds, ICICI Venture Fund Management Ltd., IL&FS Investment Managers, Kotak Mahindra Venture Capital, a Private Chartered Accountant and SEBI Representative. It helped SEBI in considering the amendments to the regulations that facilitated the further development of vibrant venture capital industry in India.  The report broadly dealt with aspects like Operational issues, issues common to VCF and FVCI, issues relating to VCFs, issues relating to FVCIs; Tax related issues; and Foreign Exchange control related issues. It also covered (a) Regulation of VC Industry in India (b) Size of Venture Capital Industry in India (c) Need to regulate Venture Capital Industry (d) International Scenario (e) Definition of Venture Capital in India, China, Malaysia, Taiwan, UK, etc.  
7. Phased Development and Sectoral Investment of VC / PE in India
Having regard to the chronological developments in VC industry in India, we may divide the same into four Phases from the beginning till now.  These are:
Phase I - Formation of TDICI in the 80’s and regional funds as Gujarat Venture Fund Limited & Andhra Pradesh Industrial Development Corporation in the early 90s

Phase II - Entry of Foreign Venture Capital funds between 1995 and1999 

Phase III - Emergence of successful India-centric VC firms (2000 onwards)
Phase IV – Increasing appetite of investing in India by US VCs / PE Companies (around 2003).
In India, PE funding has been growing in the last few years rapidly.  It was US $865 Mn in 2003 which has gone up to US$ 1.3 Billion in 2004, US $2.3 Billion in 2005 and US $6.0 Billion in 2006. Between 2003 and 2005, PE and VC firms invested US $505 Billion globally.  Of this, VC firms accounted for around $100 Billion.  The three-year period represents a critical phase for both classes of investors.  Specifically, year 2003 marks the year when global PE markets started emerging from the ravages of the Internet era (dot com bust) and the subsequent US economic slowdown.  By early 2004, fund raising in the US, which accounts for more than 60 per cent of the world’s PE market, had begun to stabilize.  The ripple effects were soon felt in other parts of the world, including emerging markets like China and India (Survey conducted by Business World magazine in August 2006). 
   The total number and value of PE / VC investments have come down between the years 2000 to 2003 where as they are in upward trend during the years 2004-06.  The following figure depicts the year-wise position at a glance:
[image: image2.emf]
It may seen from the above, that while there was a steady upward trend between years 2003-05, the estimated growth during the eight-month period of 2006 is very steep.  The year-end performance is expected to be at 311 deals of the value of US $6300 Million.
   The major PE/VC players like Warburg Pincus, Actis, IDFC PE, Carlyle and Sequoia entered intoin all 22 PE and VC deals worth $472.46 million during  the month of July 2006. The following is a table showing top 15 Private Equity and Venture Capital deals.
   Private Equity investments between Jan-Oct 2006 have been valued at $5.93 Billion comprising 230 transactions. This is a 250% increase on an annualized basis over the $2.03 Billion invested in 2005. IT & ITES has garnered the maximum investment during year-to-date 2006 followed by real estate & infrastructure, banking & financial services and telecom.  The value of PE investments in 2005 saw an 85% growth over the $1.1 Billion investment in 2004.

Table 3 Top 15 VC/PE deals in India during July 2006

	Investor
	Investee
	Deal Size ($ mn)
	Stake (%)

	Warburg Pincus
	Aryan Coal
	66.00
	NA

	Morgan Stanley
	Alpha G Corp
	66.00
	NA

	Blackstone Group
	Emcure Pharma
	50.00
	NA

	Warburg Pincus
	Lemon Tree Hotels
	46.66
	NA

	Credit Suisse
	Binani Cements
	33.25
	10.90

	Actis
	Phoenix Lamps
	28.90
	36.70

	Goldman Sachs
	NCDEX
	23.00
	7.00

	Sequoia Capital
	Amalgamated Coffee
	20.00
	NA

	Carlyle Group
	Allsec Technologies
	17.40
	NA

	IDFC Private Equity
	Unitech Group
	16.60
	NA

	Warburg Pincus
	Red Fox Hotels
	15.55
	NA

	Actis
	Add Life Medical
	15.50
	41.00

	ChrysCapital
	Titagarh Wagons
	15.00
	10.00

	IDFC Private Equity
	Healthcare Global
	10.80
	NA

	Peqot Ventures
	IMI Mobile
	10.00
	NA


Source: Business World, August 14, 2006
 VCs and PE funds have been investing in the later years of 1990s and presently in the following sectors:
                                                                                                                                       (Amount in $ Millions)

	Sector
	CY 2005
	CY 2006
	H1 2007

	Automotive
	194
	450.8
	88.5

	Aviation
	51
	93.1
	20.1

	Banking & Financial Services
	185
	657.3
	2151.5

	Cement
	88
	115.8
	--

	Energy & Power
	128
	113.1
	66.1

	Food & Beverages
	114
	154.1
	8.0

	Hotels
	61
	125.2
	187.2

	Infrastructure related
	--
	171
	--

	IT & ITES
	244
	1608.6
	498.4

	Manufacturing
	67
	217.8
	97.6

	Media & Entertainment
	142
	166.3
	715.9

	Pharma, Health Care and Bio Tech
	374
	467.9
	220.6

	Real Estate  related
	--
	1117.1
	2190.7

	Retail
	--
	161.2
	68.8

	Telcom
	15
	1393.4
	170.0

	Textiles & Apparel
	107
	212.9
	125.7

	Others
	233
	633.9
	209.1

	TOTAL
	2033
	7859.4
	6818.2


Source: Grant-Thornton

From the above table, it may be seen that PE investment in Banking and Financial Services sector, Media & Entertainment, Real Estate & Related sectors and Hotel Industry are growing rapidly; while Automotive and Aviation sectors have received lesser amounts in the two years 2005 and 2006 as also the Half year 2007. 

8. Issues and Challenges
Despite these attractions, there are several constraints on Private Equity firms operating in India. Ironically, although rising valuations have helped existing PE investors to earn high returns, they are now making it difficult to find new investments. This is because many Indian firms that are chased by PE funds are demanding a high valuation at the outset, making them less attractive to the funds. 

   Another constraint is the strong attachment of many Indian entrepreneurs to their ventures, which makes them reluctant to sell their stakes and accept minority ownership – even when it is clear that the ventures would be managed better by new owners.  For this, the incidence of private equity buy-outs has been much smaller in India than in any other developed countries.
   The relatively slow pace of reforms in India’s state sector is also a limiting factor.  In many emerging markets, the privatization of state owned firms has offered rich opportunities for private equity investors.  In India, however, progress with privatization has been halting, providing far few opportunities for PE funds in this area.
9. Future of Private Equity Funding in India
The real GDP growth in the country is calculated in the range of 7.5-8.0 per cent during the year 2006-07. Presently the Indian Economy is coming across various risks both in the domestic scenario as well as in the international scenario. The global economy suffers from the problem of record level of international crude oil prices, overall inflationary pressures and rising international interest rates. In the same direction, the Indian economy also suffers from the problem of monsoon, infrastructure bottlenecks, and fiscal imbalances. Though there are a larger number of on-going imbalances continuing over the world, still to what extent different sectors in the Indian economy have responded in the period of 2006-07.
   The main reasons for the increasing trend of VC and PE investment in India can be attributed to the following reasons:-

· Knowledge-based industries growing fast and mostly global; less affected by domestic issues

· World class engineers, professionals, entrepreneurs – their success is evident in the US as well

· 2nd largest English speaking population; 
· India has advanced rapidly in the 90’s, catching up with global markets in many sectors
· 25% of small IT companies in the US have Indian founders 
· Large presence of Indians in the US Software Sector 

· The equity investor today has a very wide choice of investment vehicles with a menu of alternatives.  
10. Conclusions
There has been a significant change in global and Indian economy in particular that investment climate has been conducive and attracting huge foreign and domestic funds in the shape of PE. There appears to be a thin line of demarcation between PE and VC funds.  All the guidelines and regulations from Government of India (Foreign Investment Promotion Board, Central Board of Direct Taxes, Department of Industrial Promotion and Policy, etc), Reserve Bank of India or Securities Exchange Board of India generally define and refer to VC funds (both domestic and foreign) with regard to investment, mergers and acquisitions, taxation, repatriation of funds in foreign exchange, etc.  With the fast developments that are taking place, PE funds seem to be taking benefit of those guidelines and operating in large scale investments. The increasing trends of PE investments in different growing sectors in India are welcome.  However, this should not lead to mushrooming of such funds resulting in reckless lending merely because of the favorable economic conditions.  Already in countries like UK, Australia and Gulf, the government authorities have realized the need for surveillance and taken measures to watch the PE industry closely.  Keeping in view the past experiences with South East Asian financial crisis of 1997-98 and subsequent dotcom bust in 2000, the Policy makers and Regulators in India may have to supervise the current boom in the PE funding.  Also, due to the general elections in the next year in India, in case if there is a possibility that the change in the Government, this may leads to some changes in the policy decisions made by the existing government.   Also, as per the prediction of the RAW chief and also by the Financial Minister, there is possibility for some Economy Blast as some terrorists investing in India directly or indirectly.  The only solution that the authors suggest is that the PE Funding should be controlled by introducing some regularities just similar to VC.
11.  Scope for Further Research
The authors are of the view that there is a scope for in-depth studies to be conducted not only on the PE industry, but also the utilization of these funds invested in various sectors and their growth.  As just now the PE Funds are entering into India for the last few years, the authors felt that there is a scope for further Research on PE Funding in terms of sectorial study and the comparative study of Companies doing business with and without PE Funding.  
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