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MF VS PMS VS AIF

Mutual Funds (MFs) Portfolio Management Services (PMS) Alternate Investment Funds (AIFs)

Definition

A financial vehicle made up of a pool of 

money collected from investors to invest in 

stocks, bonds, money markets and other 

assets.

A service offered by a portfolio manager with 

investment in stocks, fixed income, debts, 

cash and other individual securities and can 

be tailored to meet specific investment 

objective.

A privately pooled investment vehicle which 

collects funds from sophisticated investors, 

whether Indian or foreign, for investing it in 

accordance with a defined investment policy for 

the benefit of its investors.

Governance / 

Regulation
SEBI (Mutual Funds) Regulations 1996 SEBI (Portfolio Managers) Regulations 1993

SEBI (Alternative Investment Funds) Regulations 

2012

Approach Investor money is pooled
A separate Demat account i.e. a separate 

portfolio for every client is maintained.
Investor money is pooled

Types ^

MFs are divided into 5 broad categories and 

36 sub categories –

(i) Equity Schemes (10)

(ii) Debt Schemes (15)

(iii) Hybrid Schemes (7)

(iv) Solution Oriented Schemes (2)

(v) Other Schemes (2)

• Discretionary PMS (the clients funds are 

managed by the portfolio manager who is 

responsible for stock selection and 

executing investment decisions) and 

• Non-discretionary PMS (consultative 

investment approach wherein the portfolio 

manager suggests investment ideas)

• Category I - Venture capital, Infrastructure, 

Angel and social venture funds

• Category II - Real estate funds, Private equity 

funds (PE funds), funds for distressed assets

• Category III - Hedge funds and private 

investment in public equity funds.

Number of 

Investors
There is no cap specified on the number of investors

The maximum number of investors to any AIF 

scheme cannot exceed 1,000

2^ Categories are as per present classification as per SEBI
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Minimum 

Investment

Investor can invest in select MFs with as low 

as Rs. 100 through the SIP mode or a 

minimum lumpsum investment ranges from 

Rs. 1000 to Rs. 5000.

The minimum investment size is Rs. 50 

lakhs

All AIFs in India except angel fund require a 

minimum of Rs. 1 crore investment.

Liquidity

Lock in Period –

Solution Oriented Schemes – 5 years

ELSS – 3 years

For the remaining no lock in period but exit 

load applicable.

Liquidity is relatively lower than that of 

MF – as investors can withdraw at the 

discretion in the manner specified in the 

agreement with exit load applicable in the 

manner specified therein.

AIFs are least liquid compared to MF & PMS.

Category I & II AIF are closed ended with over 3 

years gestation period. 

Category III AIF may be closed ended or open 

ended. Usually they are closed ended with 

applicable exit load after the initial hard lock in 

period.

Disclosure

SEBI has directed MFs to share details of risk, 

performance and portfolio data  with the board 

/ investors / distributors / website. 

Required to make timely disclosures to 

the client. But these are not freely available 

to the public. 

Moreover, it is not easy to assess and 

compare the performance of different PMS 

products. 

Category I and II AIFs and the Category III AIFs 

which do not undertake leverage are required to 

submit report to SEBI on a quarterly basis while 

Category III AIFs which undertake leverage are 

required to submit the reports on a monthly 

basis. Thus, AIFs disclosure requirement are 

the least stringent as compared to MFs and 

PMS.

Income Tax 

Benefit

Deduction of Rs.1.50 lakhs under section 80 

C under Income Tax Act of 1961 only by 

investing in ELSS scheme.

No Tax Benefit
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Portfolio Management Services 

(PMS)
Alternate Investment Funds (AIFs)

Performance 

MFs have to take care of diversification

rules, valuation guidelines and redemption

related regulations. Therefore, they are

benchmark hugging and thus their returns

are similar to the benchmark.

PMS are not regulated in terms of stock /

sector concentration limits as in the case of

MFs, thus are risker than MFs; however,

their returns are much greater for the

same reason.

AIF gives the investor an avenue to pool in

funds with the flexibility to invest in derivatives,

listed & unlisted equity shares, debt

instruments, real estate, hedge fund, etc. Thus,

it is riskier than PMS and its returns are

greater than that of PMS and MF.

Fees structure
There is only expense ratio which is

adjusted in the NAV of the fund.

Management fees, and either a fixed fee

/ performance fee or a combination of

both.

Management fees and either a fixed fee /

performance fee or a combination of both

with a huddle and a watermark rate.

However, their fee structure is more complex

than that of PMS.

Process and 

Documentation

Both Physical & Online - to buy and sell

schemes.

The investment process is more tedious

considering the higher value of

transactions. A separate demat account is

opened each time a PMS account opened.

Documentation is lengthy compared to MFs

and almost the same as PMS.

Redemption 

Pressure

Redemption pressure - will have a negative

impact for the investors who stay put in

the portfolio as the MF has to honor the

redemption.

The redemption in one investor’s

account will not affect other investors

as each investor portfolio is held in a

different Demat account.

The magnitude of redemption pressure is

lower than that in MFs as there are high exit

loads and lock in periods.
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Portfolio Management 
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Alternate Investment Funds (AIFs)

Accredited 

Investment
Not Applicable Applicable – here the minimum investment can be as low as Rs. 25 lakhs to Rs. 50 lakhs

Investor 

Category

Retail & HNIs (High 

net-worth individuals)
HNIs (High net-worth individuals) HNIs (High net-worth individuals) & UHNIs (Ultra HNIs)

Taxation *

Equity Capital 

Gains: 15% (ST –

less than 1 year 

holding) 

10% (LT – greater 

than 1 year holding –

Rs.1 lakh exemption) 

Non-equity Capital 

Gains: Added to 

income (ST – less 

than 3 year holding) 

20% with indexation 

(LT – greater than 3 

year holding)

Equity Capital Gains: 15% (ST 

– less than 1 year holding) 

10% (LT – greater than 1 year 

holding – Rs.1 lakh exemption) 

Non-equity Capital Gains: 

Added to income (ST – less than 

3 year holding) 

20% with indexation (LT –

greater than 3 year holding)

Equity Dividend Income: Added 

to income

Interest Income: Added to 

income

As per SEBI regulation, AIF can be set up in the form of a trust, a company, a limited 

liability partnership, or a body corporate. Usually, an AIF in India is set up as a 

Determinate Trust i.e. if the specific shares of the beneficiaries of the trust are expressly 

set out in the trust deed and are identifiable and ascertainable as on the date of 

execution of the trust deed.

Taxation of Cat III AIF’s

Cat III AIFs are NOT pass-through vehicles, and thus they are taxed at the AIF level 

itself. The taxation rate depends on the type of income:

• Business Income / Trading & Speculation / ST Capital Gains on Non-equity / Dividend 

Income: 42.7%

• ST Capital Gains on Equity: 15% + 15% Surcharge = 17.9%

• LT Capital Gains on Equity: 10% + 15% Surcharge = 11.9%

• LT Capital Gains on Non-equity: 20% post indexation + 15% Surcharge = 23.9%

Taxation of Cat I & II AIFs:

Cat I & Cat II AIF’s are considered as pass-through vehicles for a taxation perspective. 

Any capital gains from the AIF are taxed directly in the hands of the investor. The tax 

applicable depends on the type of investor - Individual / HUF, Firm / LLP, Private Trust, 

Domestic Company; and further upon the nature of income received – LTCG / STCG 

from Listed /  Unlisted - Equity or Non-Equity or Dividend Income or Other Income.
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Disclaimer

Tata Capital Financial Services Limited ("TCFSL") is registered with The Association of Mutual Funds in India as a Mutual Fund Distributor bearing ARN No.84894 and Tata Capital Wealth is a service

offering by TCFSL.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. TCFSL is not soliciting any action based upon it. Nothing in this report shall

be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such transaction. It does not constitute a personal recommendation or take into account the particular

investment objectives, financial situations, or needs of the reader.

This report has been prepared for the general use of the clients of the TCFSL and must not be copied, either in whole or in part, or distributed or redistributed to any other person in any form. If you are not the intended

recipient, you must not use or disclose the information in this report in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. TCFSL will not treat

recipients as customers by virtue of their receiving this report. Neither this document nor any copy of it may be taken or transmitted into the United States (to US Persons), Canada or Japan or distributed, directly or

indirectly, in the United States or Canada or distributed, or redistributed in Japan to any residents thereof. The distribution of this document in other jurisdictions may be restricted by the law applicable in the relevant

jurisdictions and persons into whose possession this document comes should inform themselves about, and observe any such restrictions.

It is confirmed that, the author of this report has not received any compensation from the companies mentioned in the report in the preceding 12 months. No part of the compensation of the report creator was, is, or will be

directly or indirectly related to the inclusion of specific recommendations or views in this report The author, principally responsible for the preparation of this report, receives compensation based on overall revenues of

TCFSL and TCFSL has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.

Neither TCFSL nor its directors, employees, agents, representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or

in connection with the use of the information contained in this report.

The report is based upon information obtained from sources believed to be reliable, but TCFSL does not make any representation or warranty that it is accurate, complete or up to date and it should not be relied upon as

such. It does not have any obligation to correct or update the information or opinions in it. TCFSL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person

from any inadvertent error in the information contained in this report. TCFSL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to

this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations. This information is

subject to change without any prior notice. TCFSL reserves at its absolute discretion the right to make or refrain from making modifications and alterations to this statement from time to time. Nevertheless, TCFSL is

committed to providing independent and transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.

Certain products -including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical

analysis centers on studying charts of a stock’s price movement and trading volume, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.

Before making an investment decision on the basis of this report, the reader needs to consider, with or without the assistance of an adviser, whether the advice is appropriate in light of their particular investment needs,

objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are

reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Neither

TCFSL nor the director or the employee of TCFSL accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this report and/or further communication in relation to this

report.

We and our affiliates, officers, directors, and employees worldwide may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in

any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower

to such company (ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions.

Investments in securities are subject to market risk; please read the SEBI prescribed Combined Risk Disclosure Document prior to investing. Derivatives are a sophisticated investment device. The investor is requested to

take into consideration all the risk factors before actually trading in derivative contracts. Our report should not be considered as an advertisement or advice, professional or otherwise.
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General Disclosure

Tata Capital Financial Services Limited (“TCFSL”) is registered with the Reserve Bank of India as a Non Deposit Accepting Systemically Important Non-Banking Finance Company (“NBFC-ND-SI”).

Tata Capital Financial Services Limited (“TCFSL”) bearing License no. CA0076 valid till 31st Mar 2022, acts as a composite Corporate Agent for TATA AIA Life Insurance Company Limited, HDFC Life Insurance

Company Limited, TATA AIG General Insurance Company Limited and New India Assurance Company Limited. Please note that, TCFSL does not underwrite the risk or act as an insurer. For more details on the risk

factors, terms & conditions please read sales brochure carefully of the Insurance Company before concluding the sale. Participation to buy insurance is purely voluntary.

TCFSL is also engaged in Mutual Fund Distribution business and is registered with The Association of Mutual Funds in India (“AMFI”) bearing ARN No. 84894 and Tata Capital Wealth is a service offering by TCFSL.

Please note that all Mutual Fund Investments are subject to market risks, read all scheme related documents carefully before investing for full understanding and details.

TCFSL distributes:

(a) Mutual Fund Schemes of TATA Mutual Fund

(b) Life Insurance Policies of Tata AIA Life Insurance Company Limited

(c) General Insurance Policies of TATA AIG General Insurance Company Limited

TCFSL receives commission ranging from 0.00% to 2.00% p.a. from the Asset Management Companies (“AMC”) towards investments in mutual funds made through TCFSL. TCFSL receives commission ranging from

0.00% to 40.00% as First year commission and renewal commission ranging from 0.00% to 5.00% on Life Insurance Policies bought through TCFSL. TCFSL receives commission ranging from 0.00% to 25.00% on

General Insurance Policies bought through TCFSL. TCFSL receives commission ranging from 0.00% to 2.00% on Corporate Fixed deposit made through TCFSL.

Please note that the above commission may change from time to time and are exclusive of statutory levies like GST, Security Transaction tax, Stamp Duty, Exchange transaction charges, SEBI turnover fee etc. TCFSL

does not recommend any transaction which is required to be dealt with on a Principal to Principal basis.

Registered office:

11th Floor, Tower A, Peninsula Business Park, Ganpatrao Kadam Marg, Lower Parel, Mumbai 400 013.
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