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Key recommendations of HR Khan Working Group on FPI Regulations 

The recommendations of the Working Group are focussed on simplification, 

rationalisation, consolidation and liberalisation of the FPI regulatory framework. 

Background: 

SEBI had constituted a Working Group in March 2018 to review the regulatory framework 

applicable to FPIs and suggest recommendations with the objective of simplification and 

rationalisation. The Working Group was also mandated to consolidate various circulars, 

clarifications and FAQs issued by SEBI since the introduction of FPI regulations.  

In accordance with the agenda, the Working Group has reviewed all aspects of FPI Regulations and 

has recommended to revamp the regulations to make the framework efficient for both investors 

and regulators. 

Key recommendations 

FPI Registration Process  

 Fast track registration for institutional investors: The following investors should be 

eligible for fast track registration process and simplified documentation requirements: 

─ Public retail funds (including mutual funds and similar retail collective investment schemes 

/ funds, insurance companies1 and pension funds) and non-investing FPIs established in 

FATF2 member countries 

─ FPIs seeking to invest only in government securities or units of mutual funds or under the 

recently introduced VRR3 for investment in debt securities 

 FPIs registering under Multi-Investment Management (MIM) structure: In MIM 

structures, once the registration documents are submitted to the DDP4 at the time of initial FPI 

registration, there should be no need to re-submit the same documents again at the time of 

subsequent FPI registrations as and when new investment managers are appointed by the 

concerned fund. Also it has been recommended that there should be no need to provide 

Investment Management agreements if the names of the Investment Managers are already 

provided in the FPI application Form. 

 Pension funds to be treated as Category I FPI: Pension funds, Superannuation funds and 

similar funds / scheme that provide retirement benefits to employees / contributors should be 

given same treatment as Category I5 FPIs. 

 Regulated entities investing on behalf of clients but unable to meet broad based and 

common portfolio conditions should be allowed to register as Category III FPIs: 

Regulated entities such as banks (including private banks), asset management companies, 

investment managers / advisors, insurance companies, broker dealers etc. investing on behalf 

                                                
1 Other than those who maintain segregated portfolios for investors 
2 Finance Action Task Force 
3 Voluntary Retention Route 
4 Designated Depository Participant (which is same as the custodian in India) 
5 Category I FPIs typically include government agencies, sovereign wealth funds, central banks etc. Such investors are    

considered low risk and therefore subject to lower documentation requirements 
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of clients but unable to comply with broad basing and common portfolio conditions should be 

allowed to obtain Category III FPI registration, provided they meet the following conditions: 

a. The clients of such FPIs (i.e. regulated entities listed above) should themselves be eligible 

to obtain FPI registration. 

b. The clients of such FPIs should not be dealing on behalf of third parties 

c. The FPI should have carried out KYC checks on the clients 

d. The FPI provides complete details of clients on a quarterly basis to its DDP 

e. In case clients of such regulated entities also make investments directly in India by 

registering themselves as FPIs, their direct investments as well as investments made 

through these regulated entities, should be clubbed for the purpose of ensuring 

compliance with investment limits restrictions 

 Deemed broad based status: The following entities should be deemed to be broad based 

and therefore eligible for Category II FPI registration: 

─ Insurance / Re-insurance entities provided they do not maintain segregated portfolio with 

one-to-one correlation with a single investor 

─ Entities which are owned in majority (i.e. more than 50 percent) by entities eligible to 

register as Category I FPIs  

 Entities set up by government agencies and other Category I eligible investors: 

Entities which are owned 75 percent, directly or indirectly or controlled by an entity (entities) 

eligible to register in India as Category I FPI, should also be eligible to register as a Category I 

FPI. 

 Entities owned by banks, insurance companies or university funds: An entity (e.g. SPV) 

which is 100 percent owned / subscribed to by banks, insurance / reinsurance entities or 

university funds, should be considered eligible for Category II FPI registration by placing 

reliance upon the regulatory status of the parent. 

 Registration of central banks as FPIs which are non-BIS members: Currently, a bank 

resident in a country whose central bank is not a member of the Bank for International 

Settlements (BIS) is not eligible for FPI registration. Considering that central bank themselves 

are low risk investors, it has been recommended that a central bank should be allowed to 

register as an FPI even if it is not a member of BIS. 

 University related endowments to be eligible for Category II FPI registration: A 

university related endowment from FATF member countries should be eligible to get Category 

II FPI registration (as against Category III registration available to them currently) provided it 

has been in existence for more than five years. Also, the existing endowments (already 

registered with SEBI as Category II FPIs) should be grandfathered. 

 Rationalisation of eligibility criteria for Category III FPIs: In line with the exemption 

provided to Category I and Category II FPIs, Category III FPIs should also be exempted from 

the following conditions in the eligibility criteria: 

─ legally permitted to invest in securities outside its country 

─ authorised by memorandum and articles to invest on its own behalf and on behalf of 

clients 

─ have sufficient experience, good track record, are professionally competent, financially 

sound and have a reasonablygood reputation of fairness and integrity 

─ grant of certificate to applicant is in interest of development of securities market. 
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All FPIs including Category III FPIs are in any case subject to “fit and proper” criteria stipulated 

by SEBI, which ensures that genuine and bona fide investors are eligible to obtain FPI 

registration. Accordingly, there does not seem to be a need for the above additional conditions 

in FPI eligibility criteria. 

 Broadening the definition of broad based fund: Following additions should be made 

to the current definition of broad based fund: 

─ All types of collective investment vehicles (and not only funds) should be eligible to be 

considered as broad based. Also, ownership interest could be held by investors in the form 

of shares or units or any other instruments.  

─ If the broad based status is achieved by an FPI on the basis of another fund making 

investments in the FPI, such other fund should own at least 25 percent stake in the FPI. 

Existing FPIs not meeting this condition should be grandfathered for a period of 3 years. 

 Doing away with opaque structure condition and PCC6 / MCV7 Declaration and 

Undertaking: Considering that SEBI has mandated all FPIs to submit information of their 

beneficial owners, there is no need for: 

─ Retaining “opaque structure” condition in the FPI eligibility criteria  

─ Obtaining PCC / MCV declaration from the FPI.  

 Separate FPI registration for each sub-fund / share class: In an umbrella / multi-class 

structure where assets / liabilities are segregated at sub-fund / share class level, each sub-

fund / share class should register in India as a separate FPI.  

 Dispensing the need for NOC from RBI / SEBI where a foreign bank or its subsidiary 

seeks to obtain FPI registration: If the foreign bank / its subsidiary (who are seeking to 

register in India as FPI) do not have any presence in India, a no objection certificate (NOC) 

from RBI / SEBI before granting FPI registration, should not be needed. 

KYC relaxations 

 Relying upon KYC performed by global custodian: DDP / local custodian should be 

permitted to rely upon KYC performed by the global custodian on the FPI provided following 

conditions are met: 

─ DDP and global custodian are part of the same group 

─ Global custodian is set up in FATF member country and is a regulated entity  

─ Global custodian or the FPI should provide an undertaking to DDP that it would submit the 

relevant KYC documents in India when required by regulator / law enforcement agency / 

government departments / tax authority etc. 

 Doing away with self-certification of KYC documents: The current process of self-

certification of KYC documents should be made optional for those KYC documents that are 

either notarised or certificated by foreign / Indian bank officials or any other authorised 

persons. 

 FPI registration certificate as proof of identity document for obtaining PAN8 Card: 

Appropriate modifications should be made to the FPI registration certificate and SEBI should 

                                                
6 Protected Cell Company 
7 Multi share class vehicle 
8 Permanent Account Number 
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also issue a circular clarifying that such certificate issued by the DDP can be relied upon by the 

PAN processing intermediaries as proof of identity as well as proof of address document. 

 Dispensing with the requirement of physical verification of PAN Card: The current 

requirement of physical verification of PAN Card by the DDP should be done away with and the 

DDP should be permitted to rely either upon the verification done against the specified website 

or on the e-PAN issued by authorities. 

 Power of attorney as proof of address for Category III FPIs: In line with the process 

followed for Category II FPIs, a duly notarised and apostilled / consularised Power of Attorney 

should be allowed to be a valid proof of address document by a Category III FPI provided it is 

not based in a high-risk jurisdiction. 

 Lower KYC for regulated Category III FPIs: Category III FPIs which are appropriately 

regulated in their home jurisdiction should be subjected to KYC requirements as applicable to 

Category II FPIs. 

 Similar KYC norms to apply for FPI and FDI accounts: If an FPI client opens an additional 

depository account to hold securities purchased under the FDI route, the KYC performed for 

FPI account should be sufficient and there should be no need to provide additional document 

for opening / maintaining FDI account by the same client. 

 Other relaxations: The current requirement to obtain photographs of authorised signatories 

for Category III FPIs should be done away with. Also, if the mode of communication between 

the FPI / it’s authorised representative (should be based in FATF member country) and the 

local custodian is through SWIFT, there should be no need for the FPI to provide Board 

Resolution and Authorised Signatory List to the local custodian as a part of the KYC 

documentation. 

Liberalisations and rationalisation of investment restrictions 

 FPI investment threshold: Under the current regulations, investment by all FPIs taken 

together in the share capital of an Indian company is restricted to 24 percent. However, the 

Indian company can increase this cap from 24 percent to the extent approved in its general 

body meeting, provided the increased cap is within the sectoral limit. Given this discretion, 

various companies have set different caps for FPI investments, which render tracking and 

monitoring of such caps cumbersome and confusing. It is recommended that by default FPI 

investments should be allowed up to the sectoral cap. If an Indian company wishes to restrict 

FPI investment lower than the sectoral cap, it can choose to restrict the FPI investment (by 

passing a special resolution) to either 24%, 49% or 74% but not any other limit. 

 Prohibited sectors: Post amendment of exchange control regulations in November 20179, 

certain sectors have been rendered prohibited for FPI investment (e.g. “Manufacturing of 

cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco substitutes”) which were 

earlier prohibited only for investment under the FDI10 route. Considering that FPIs do not 

exercise control or influence over Indian companies, it is recommended that prohibition on 

certain specific sectors should be limited to FDI route and not to FPIs. 

 Separate limit for investment in Security Receipts: To promote and encourage FPI 

investments in distressed assets, a separate investment limit has been recommended for FPI 

investments in security receipts. 

                                                
9 FEMA Notification No 20(R)/2017-18 dated 7 November 2017 
10 Foreign Direct Investment 
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 No restriction on investment by sovereign wealth fund in corporate bonds: It is 

recommended that the residual maturity and 50 percent issue size restrictions, currently 

applicable for FPI investment in corporate bonds should not apply to investments made by 

Sovereign Wealth Funds. 

 Clubbing of investments: Presently, investment by two or more FPIs which have common 

control or which have more than 50 percent common ownership between them are clubbed 

together for monitoring investment limits for e.g. investment by all such FPIs taken together, 

in the shares of an Indian company, should be less than 10 percent of capital of an Indian 

company. However, clubbing rules do not apply if an FPI or its associate entity makes 

investments through the FDI route.  

To curb any potential arbitrage, it is recommended that investment made by an FPI or its 

associate entities through all routes, should be clubbed for investment limit monitoring. If such 

clubbing results in an FPI (along with its associated entities) owning 10 percent or more in the 

capital of an Indian company, such FPI could either classify all of such holding as FDI or it can 

sell some stake to bring down the consolidated holding to less than 10 percent of capital of the 

Indian company. 

 Utilising FPI INR proceeds for FDI investments: Under the FPI route, investors are free to 

re-invest the sale / income proceeds in Indian securities or remit such proceeds out of India. 

However, under the FDI route, such sale / income proceeds are not permitted to be re-

invested. It is recommended that where an investor (i.e. same legal entity) makes investments 

under both FPI and FDI route, it should be allowed to utilise the sale / income proceeds from 

the FPI account for the purpose of FDI investments.  

 Reclassification of FPI investments to FDI: Under the existing exchange control 

regulations, if an FPI’s investments in an Indian company reaches 10 percent of the capital of 

the Indian company or more, such FPI has an option to: 

─ divest the holdings within 5 business days to bring down the holding to less than 10 

percent of capital  

or 

─ re-classify the entire holding in the relevant company as FDI 

Presently, there is no guidance / direction available on the operational process to reclassify FPI 

investment in Indian company to FDI. Accordingly, a detailed operational framework has been 

proposed to re-classify the FPI investments as FDI (at the option of FPI) wherever there is 

breach of investment limits by an FPI. 

Other aspects 

 Offshore Derivative Instruments (ODI) framework: In line with SEBI’s ban on issuance 

of ODIs against Indian (onshore) derivatives, the phrase “ODIs with derivative as underlying” 

should mean ODIs hedged directly or indirectly on a one-to-one basis or portfolio basis in 

derivatives listed in India. In addition, the ODI reports submitted by FPIs to SEBI should be 

amended suitably to establish one-to-one hedge on ODIs issued by FPIs.  

 Surrender of FPI license: If an FPI does not wish to continue its registration in India and 

therefore does not pay SEBI registration fees for the next block of three years, the license of 

such FPI should be deemed to have been surrendered.  
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 Funds set up in Indian IFSC11 to be eligible to register as FPI: A fund or any other entity 

set up in an Indian IFSC should be considered eligible to register as an FPI in India 

notwithstanding the fact that the IFSC is in territorial jurisdiction of India. 

 Alignment of FPI and AIF routes: FPIs are permitted to invest in domestic Alternative 

Investment Funds (AIF), who in turn make investments in underlying Indian securities (viz. 

equities, bonds, derivatives etc.). Since AIFs are domestic vehicles, investments made by them 

in Indian securities are not subject to the same level of restrictions as applicable to FPIs. 

Therefore, in order to prevent any regulatory arbitrage between an FPI investing directly in 

Indian securities or through an AIF, the following measures are recommended: 

─ FPIs belonging to same investor group (i.e. common ownership of more than 50 percent or 

common control) should not hold more than 25 percent stake in the AIF 

─ If aggregate FPI ownership (i.e. investment by all FPIs taken together) in an AIF exceeds 

more than 50 percent shares / units of the AIF, downstream investments made by such 

AIF should be considered as foreign investment and therefore should be subject to the 

same restrictions which apply to foreign investments. 

 Reduction in time period to comply with Indian citizen related conditions: In its 

circular issued on 21 September 2018, SEBI had relaxed certain conditions related to 

participation of Indian citizens (non-resident Indians and resident Indians) in FPIs. Further, 

SEBI had allowed a time period of 2 years (from the date of amendment in regulations or date 

of registration of FPI, whichever is later) to FPIs to comply with the revised conditions. On a 

review, it was felt that two-year period is slightly longer and could be potentially misused. 

Consequently, it is recommended that the two-year period should be shortened to six months 

from the date of registration of FPI. Existing FPIs (as on notification of amended regulations) 

should be allowed to regularise their structures by December 2020. 

Our comments 

The Working Group has made a holistic attempt to review the FPI regulatory framework and 

suggest changes some of which could be quick fixes, while some would require deliberation within 

SEBI and some would need to be discussed with the RBI and the government. These changes, 

once implemented, would definitely ease the compliance processes for FPIs and would also 

strengthen the regulatory framework. 

SEBI has invited public comments / suggestions on the recommendations by 14 June 2019. The 

comments could be sent to SEBI by email (fpi-review@sebi.gov.in) or post to the attention of Mr. 

Achal Singh. The comments / suggested changes should be provided in the following format: 

 

 

 

 

                                                
11 International Financial Services Centre set up in Gujarat International Finance Tec-City 

 

Name:  

Sr. No.  
Relevant Section and 

sub-heading  

Comments and suggested 

changes, if any  
Rationale  

    

mailto:fpi-review@sebi.gov.in
http://www.giftgujarat.in/
http://www.giftgujarat.in/
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