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Background 

The Securities and Exchange Board of India (SEBI) had issued a circular on 10 April 

2018 (April 10 circular) to revise Know Your Client (KYC) norms for Foreign Portfolio 

Investors (FPIs). Considering the representations received by SEBI from various 

stakeholders, the working group (of which Deloitte is a member) formed under the 

chairmanship of Mr. H.R. Khan (ex-Deputy Governor of the Reserve Bank of India) was 

requested to examine the concerns and submit its recommendations. 

The working group submitted its recommendations on 8 September 2018 which were 

released by SEBI for public comments. The SEBI Board considered the 

recommendations in its meeting held on 18 September 2018 and broadly accepted 

most of the recommendations. Implementing the Board’s decisions, SEBI issued its 

revised circulars on 21 September that supersede the April 10 circular. 

 

Revised eligibility and KYC norms 

In the circulars issued on 21 September, SEBI has done away with most of the 

eligibility related restrictions earlier imposed on Non-Resident Indians (NRIs) / 

Overseas Citizens of India (OCIs) and Resident Indians (RIs) through the April 10 

circular. The key relaxations are discussed below. 

Relaxations to NRIs / OCIs / RIs  

 Investment by NRIs / OCIs / RIs in an FPI: NRIs / OCIs / RIs, are 

permitted to have economic interest in FPIs subject to the following restrictions: 

 Investment by a single NRI / OCI / RI in a FPI should be less than 25 per 

cent of the corpus of the FPI 

 Investments by all NRIs / OCIs / RIs taken together should be less than 50 

per cent of the corpus of a FPI 

 Investment by RIs in an FPI: It is clarified that RIs can invest in FPIs on the 

condition that the India exposure of such FPIs is less than 50 per cent of its 

global portfolio. Further, the investment by RIs should be made under the 

Liberalized Remittance Scheme (LRS) of the RBI. 

 Investment restrictions not applicable if FPI only invests in mutual 

funds: The above-mentioned NRI / OCI / RI related investment restrictions 

would not apply to a FPI who makes investments in India only in mutual funds. 

 No restriction on NRIs / OCIs / RIs to be Senior Managing Official 

(SMO) of a FPI: There is no restriction on NRIs / OCIs / RIs to be SMO of a 

FPI even if they are identified as beneficial owner (BO) of the FPI where no 

other BO is identified on controlling ownership interest or control basis. 

 NRIs / OCIs / RIs permitted to be in control of FPIs: An investment 

management entity (IM) owned and / or controlled by NRIs / OCIs / RIs can be 

in control of the FPI provided the entity complies with one of the following 

conditions: 

 IM is regulated in its home jurisdiction and registers itself with SEBI as a 

non-investing FPI; or 



 IM is incorporated or set up under Indian laws and registered with SEBI  

 Two-year period for existing/ new FPIs to comply with the above 

restrictions: In a major relief to existing FPIs as well as new FPIs (yet to be 

registered), SEBI has allowed 2 years period to existing FPIs / new FPIs from 

the date of change in regulations / date of registrations, to comply with the 

above restrictions. 

 None of the above NRI / OCI / RI related restrictions would apply for 2 years 

from the date of the new circular (21 September 2018) for existing FPIs and 

from the date of FPI registration for those FPIs which get registered after 21 

September 2018. 

 90-day time period to re-balance temporary breaches: If there are any 

temporary breaches in the 25 per cent / 50 per cent limit restrictions discussed 

above, the FPI would have 90 days to re-balance its investors composition to 

comply with the restrictions.  

Clubbing of investment limits: 

 The April 10 circular had prescribed that clubbing of investment limits shall be on 

the basis of BOs as per PMLA rules which effectively meant that clubbing would also 

apply on the basis of common control or common SMO. As against this, the working 

group had recommended that clubbing should not be on the basis of control (for 

regulated public retail funds) or on the basis of SMO.  

 Though there is a comment in the KYC circular issued on 21 September, that 

clubbing should not be done on the basis of BO as per PMLA rules, the circular does 

not clearly specify the final basis for clubbing of investment limits. It is possible 

that this aspect may be clarified by way of amendment of SEBI (FPI) Regulations, 

2014. 

Revised KYC norms:  

The key features of the revised KYC framework provided in the circulars of 21 

September is discussed below: 

 Identification of beneficial owners: FPIs are required to identify their BOs in 

accordance with Rule 9 of the Prevention of Money Laundering (Maintenance of 

Records) Rules, 2005 (PMLA Rules). Broadly speaking, BOs are natural persons 

who, whether acting alone or together, have controlling ownership interest in 

the FPI and who exercise control in the FPI.  

 Controlling ownership interest for a FPI set up as a company is more than 25 

per cent ownership of shares / capital or more than 25 per cent entitlement 

to profits. For a FPI set up as a Trust, partnership or any other non-corporate 

form, the 25 per cent threshold is reduced to 15 per cent.  

 Control generally includes the right to appoint majority of the directors or to 

control the management or policy decisions of the FPI.  

 Even for FPIs set up as a partnership, BO identification would be based on 

controlling ownership interest as well as control. 

 FPIs based in high risk jurisdiction: If the FPI is based in a high risk 

jurisdiction (as identified by its local custodian in accordance with the relevant 

SEBI circular, the controlling ownership thresholds (for the purpose of BO 

identification) of 25 per cent / 15 per cent discussed above, would stand 

reduced to 10 per cent for all FPIs (irrespective of their legal form). Also, such 

FPIs would need to provide additional KYC documents (e.g. proof of identity 

document for BOs) as applicable to Category III FPIs.  



 Look through principle to be followed for identification of BOs: If the 

controlling ownership interest (as discussed above) in the FPI is held by another 

entity (intermediate entity), there is a need to identify natural person(s) having 

controlling ownership interest in such intermediate entity. However, if such 

intermediate entity is eligible to register in India as a Category I FPI, there 

would be no need to identify BOs of such an entity. 

 Intermediate entity name to be disclosed: Even if no natural person is 

ultimately identified as the BO of the FPI but there is an entity that holds 

controlling ownership interest in the FPI, holding percentage of such entity 

needs to be disclosed to the custodian in the stipulated format. 

 Definition of SMO: SMO is defined to mean an individual as designated by 

the FPI, who holds a senior management position and takes key decisions 

relating to the FPI. 

 No exemption for listed FPIs: Though Indian PMLA rules exempt listed 

companies to identify their BOs, this exemption is not extended to FPIs. 

 FPIs issuing ODIs –FPIs which issue Offshore Derivative Instruments (ODIs) 

such as Participatory Notes (P-Notes) or swaps, also need to identify and verify 

BOs in the entities which subscribe to the ODIs issued by the relevant FPI. 

Further, BO identification is to be in accordance with the guidelines provided in 

the 21 September circular. 

Personal information of BOs 

 Identity document number – It is clarified that while providing BO 

information in the stipulated format, instead of providing the tax residency 

number / social security number / passport number, the FPI can provide any 

government issued identity document number e.g. driving license. 

 Data security – The KYC Registration Agency (KRA) would need to protect the 

personal information of BOs reported by the FPIs and access of such information 

to market intermediaries would through an authentication process where the 

FPI or its global custodian specifically approve access to information. 

Periodic KYC review 

 FPIs shall be subject to KYC review by the custodian as per the following 

timelines: 

 In general - As and when there is any change in material information / 

disclosure 

 Once a year for Category II and Category III FPIs based in high risk 

jurisdictions 

 For Category II and Category III FPIs not based in high risk jurisdictions – At 

the time of continuance (akin to renewal) of FPI registration i.e. every three 

years 

 If an FPI does not submit KYC documents by the required timelines, it would not 

be permitted to execute purchase transactions. 

Timelines for compliance  

 Existing FPIs need to provide the details of the BOs and relevant KYC 

documentation within six months from the date of the circular i.e. by 20 March 

2019. 

 If an FPI is unable to provide the BO details or KYC documentation by 20 March 

2019, it would not be permitted to execute purchase transactions after that 



date. Such an FPI would get a further period of six months to divest its 

holdings. 

 In case an FPI remains non-compliant even after 180 days after 20 March 2019 

(i.e. the period allowed to divest holdings), its FPI registration will no longer be 

valid and it would need to divest its holdings immediately. 

Source: SEBI circular number CIR/IMD/FPIC/CIR/P/2018/131 dated 21 September 2018 and  SEBI circular 

number CIR/IMD/FPIC/CIR/P/2018/132 dated 21 September 2018 

 

Our comments 

The circulars issued by SEBI today bring much needed clarity and relaxations to FPIs. 

In particular the following relaxations need special mention: 

 A single NRI / OCI / RI permitted to invest up to 24.99 per cent of the corpus of a 

FPI 

 All NRIs / OCIs / RIs taken together can invest up to 49.99 per cent of the corpus 

of a FPI 

 Existing, as well as new FPIs, would get two-year period to comply with the above 

restrictions 

 Investment management entities owned / controlled by NRIs / OCIs / RIs can 

continue to be in control of a FPI 

 NRIs / OCIs / RIs can continue to be SMO of a FPI without any conditions 

 The personal information of BOs would be subject to data protection and access 

control mechanism. Also, FPIs can now provide any government issued document 

ID (e.g. driving license) instead of social security number or passport number or 

tax ID number. 

The above relaxations are indeed welcome and will ease the restrictions on fund 

structures involving Indian citizens. The relaxations on personal KYC documentation 

and measures to ensure data protection are relieving. Some of the aspects which might 

need clarity include: 

 Whether clubbing provisions would apply only based on economic ownership or also 

on control basis with some exceptions?  

 If an existing FPI has more than the 25/50 per cent NRI investment, does it get an 

unconditional two-year window during which NRI investments could increase from 

current levels? 
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