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SEBI introduces ‘Inoperative Fund’ status guidelines for winding up and surrender of 
registration of AIFs/VCFs with respect to retention of proceeds 

Alternative Investment Funds (‘AIFs’) are 
required to liquidate their investments and 
distribute the proceeds to investors upon expiry 
of their permissible fund life. The Securities and 
Exchange Board of India (‘SEBI’) through a 
Circular1 has introduced a framework to 
address practical challenges faced by AIFs in 
completing the winding-up process where 
liquidation proceeds are required to be retained 
towards pending liabilities or winding-up related 
operational expenses. 
 
On 16 June 2026, SEBI issued a circular 
prescribing guidelines for retention of 
liquidation proceeds beyond the permissible 
fund life and introducing the concept of an 
Inoperative Fund for eligible AIFs and Venture 
Capital Funds (‘VCFs’) registered under the 

 
1 HO/19/34/11(2)2026-AFD-POD1/I/13764/2026 

erstwhile SEBI (Venture Capital Funds) 
Regulations, 1996. 
The circular permits AIFs and VCFs to retain 
liquidation proceeds beyond the permissible 
fund life in the following circumstances: 
 
 Where the AIF/VCF has received a litigation 

notice, tax demand or communication from 
any regulatory, judicial or law enforcement 
authority indicating an existing or potential 
liability; 

 
 Where the proceeds are required to be 

retained towards anticipated liabilities, 
subject to approval of at least 75% of the 
investors by value of their investment. In 
such cases, the investment manager is 
required to disclose the amount proposed to 
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be retained and the estimated period of 
retention while seeking investor approval;  

 
 Where the proceeds are required to be 

retained towards residual operational 
expenses in connection with the winding-up 
process. Such retention is permitted by 
substantiating through supporting 
documents for a period not exceeding three 
years from the expiry of the permissible fund 
life. 

 
The Circular further provides that retained 
monies shall be invested only in the manner 
specified under the AIF Regulations until their 
distribution to investors. Once all pending 
liabilities have been discharged, the retained 
proceeds are required to be distributed to 
investors and the winding-up process shall be 
completed. Such monies shall be invested in 
accordance with Regulation 15(1)(f) of the AIF 
Regulations; 
 
Eligible AIFs and VCFs, having one or more 
schemes, intending to surrender their 
registration but having retained proceeds or 

pending contingent matters may apply to SEBI 
for grant of such status. An Inoperative Fund 
shall not undertake any new investment 
activity, launch new schemes or charge 
management fees, except as permitted under 
the applicable fund documents. Inoperative 
Fund shall apply to SEBI for surrender of 
certificate of registration only after the liabilities 
are satisfied and the pending retained monies 
are distributed to the investors in all its 
schemes. 
 
SEBI has also rationalised the compliance 
requirements applicable to Inoperative Funds 
by providing exemptions from certain periodic 
compliances. However, such funds are 
required to submit an annual report to SEBI 
within 30 days from the end of March of every 
financial year on the status of retained 
proceeds and pending liabilities until 
completion of the winding-up process and 
surrender of registration. 
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Recognised consistently as a leading tax and transfer pricing firm in India, inter alia, by ITR in the 
2026 Directory! 

Should you wish to discuss any of the above issues in detail or understand the applicability to your specific 
situation, please feel free to reach out to us on coe@jmpadvisors.in. 

JMP Advisors Private Limited 

A collaborating firm of Andersen Global 

12, Jolly Maker Chambers II, Nariman Point, Mumbai 400 021, India 

E: info@jmpadvisors.in, W: www.jmpadvisors.com 

Follow us on  

About JMP Advisors 

JMP Advisors is a leading professional services firm that offers advisory, tax and regulatory services. The vision of 
JMP Advisors is to be ‘The Most Admired Professional Services Firm in India’. It aims to be the best as measured 
by the quality of its people and service to clients. The firm has a merit based culture and operates to the highest 
standards of professionalism, ethics, and integrity.  

Jairaj Purandare, the Founder Chairman has over four decades of experience in tax and business advisory matters 
and is an authority on tax and regulation in India. Jairaj was Regional Managing Partner, Chairman - Tax and Country 
Leader - Markets & Industries of PricewaterhouseCoopers India. Earlier, Jairaj was Chairman of Ernst & Young India 
and Country Head of the Tax & Business Advisory practice of Andersen India. 

JMP Advisors offers advice in international taxation, domestic taxation, transfer pricing, mergers and acquisitions, 
Goods and Services Tax (GST), business laws and exchange control regulations and foreign investment consulting. 
We specialize in fiscal strategy, policy foresight and advocacy matters and are trusted advisors to high net worth 
families. Our team at JMP Advisors takes pride in being the best at what matters most to clients - technical expertise, 
innovative solutions, consistent, high quality service, reliability and ease of doing business. 

JMP Advisors has been consistently recognized as a leading Tax firm in India, inter alia, in the International Tax 
Review World Tax Directory for all successive years since incorporation, including the 2026 Directory. 

JMP Advisors is a collaborating firm of Andersen Global in India. Established in 2013 by U.S. member firm Andersen 
Tax LLC, Andersen Global now has more than 50,000 professionals in 180 countries and a presence in over 1,000 
locations through its network firms. The Andersen network encompasses leading advisors with previous experience 

in international tax & accounting firms, law firms and Central and State tax authorities. 

Disclaimer 

This material and the information contained herein is of a general nature and is neither intended to address specific 
issues of any person nor be used to render any tax advice/address any tax query. Any person acting on the basis of 
this material or information shall do so solely at his own risk. JMP Advisors Pvt Ltd shall not be liable for any loss 
whatsoever sustained by any person who relies on this material or information.  

JMP Advisors Pvt Ltd is a collaborating firm of Andersen Global in India. Andersen Global is an international 
association of legally separate, independent member firms. JMP Advisors Pvt Ltd bears no responsibility and/or 
liability whatsoever for any actions of Andersen Global or any of its network firms. 
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