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Key clarifications under updated FAQs on External Commercial Borrowings, 

Overseas Direct Investments 

The clarifications in FAQs provide guidance to stakeholders on views considered by RBI 

Background 

The provisions relating to External Commercial Borrowings (ECBs) are governed by the Foreign 

Exchange Management (Borrowing and Lending) Regulations, 2018, new ECB Framework dated 16 

January 2018 and Master Directions on External Commercial Borrowings, Trade Credits and 

Structured Obligations dated 26 March 2019 (collectively referred as ‘ECB Regulations’) under 

Foreign Exchange Management Act 1999 (FEMA). 

The provisions relating to Overseas Direct Investment (ODI) are governed by Foreign Exchange 

Management (Transfer or Issue of any Foreign Security) Regulations, 2004 and Master Direction on 

Direct Investment by Residents in Joint Venture (JV) / Wholly Owned Subsidiary (WOS) Abroad (as 

amended) (collectively referred as ‘ODI Regulations’). 

With a view to provide clarity to stakeholders on the ECB Regulations and ODI Regulations, on 29 

May 2019 RBI has updated the FAQs on the same. 

This Alert summarises the key clarifications provided in the updated FAQs on ECB and ODI.  

Key clarifications provided under updated FAQs on ECB are as follows: 

 LLPs are not permitted to raise ECBs. 

 No minimum equity holding required by foreign equity holder (direct/indirect) where the end 

use of the ECB is other than general corporate purpose / working capital / repayment of rupee 

loans and they shall only comply with recognised lender conditions. 

 Foreign equity holder cannot dispose off the holding once ECB is contracted and all ECB 

guidelines including those related to minimum equity holding (direct / indirect), are to be 

fulfilled during the whole tenure of the ECB and not only at the time of contracting of ECB. 

 Persons resident in India cannot subscribe either directly or indirectly to bonds (foreign 

currency/ INR) issued by eligible ECB borrowers in overseas jurisdictions or International 

Financial Services Centres (IFSCs). Further, establishing borrowing structures / modalities 

which contravene the ECB Regulations shall attract penal action as prescribed under FEMA. 

 Non-convertible preference capital shall not be considered as part of equity capital for 

calculating ECB liability to Equity ratio. 

 The debit balance in the profit and loss account for losses as per the latest audited balance 

sheet incurred by the eligible borrower, if any, shall be deducted from the free reserve while 

calculating the ECB liability-equity ratio. 

 Existing ECB amount can be enhanced with the approval of the AD Bank (under the delegated 

powers for change in terms of ECB), subject to the applicable annual limit under the automatic 

route and in compliance with the existing ECB Regulations. Further, no separate Loan 

Registration Number (LRN) is required for such enhanced ECB amount. 
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 The reimbursement of expenditure incurred in the past shall not be considered as permissible 

end-use under the ECB framework. 

 For the purpose of ECB, on-lending by borrowers who are engaged in the business of on-

lending shall not be treated as working capital. It has been clarified that the borrowers shall 

need to adhere to the guidelines issued by the concerned sectoral or prudential regulator in 

this regard. 

 Late Submission Fees (LSF) will be applicable for ECB-2 returns filed from February 2019 

onwards and for non-submission of each Form ECB 2 including Nil returns. 

 ECB principal amount including accrued interest can be converted into equity,  subject to 

applicable conditions under ECB regulations. 

Key clarifications provided under updated FAQs on ODI are as follows: 

 Indian Party / Resident Indian cannot acquire shares of a foreign entity without payment or on 

deferred payment basis. 

 An Indian Party cannot set up Indian Subsidiary(ies) through its foreign WOS or JV. Further, 

an Indian Party cannot acquire a WOS or invest in JV under ODI Regulations that already has 

direct/indirect investment in India. 

Source: FAQ’s on ECB and ODI updated as on 29 May 2019 on the RBI website (www.rbi.org.in) 
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