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Background 

In its circular dated 10 April 2018 (10th April circular), Securities and Exchange Board 

of India (SEBI) had prescribed that for the purpose of monitoring 10 per cent 

investment limits, investments made by FPIs would be clubbed on the basis of common 

(more than 50%) beneficial ownership, common control as well as common senior 

managing official (SMO). This was a departure from the earlier norm where 

investments by different FPIs were clubbed only on the basis of common ownership of 

more than 50 per cent. 

The revision brought by the 10th April circular created significant challenges for FPIs 

and several representations were made against this amendment.  

The working group formed under the chairmanship of Mr. H.R. Khan (of which Deloitte 

is a member), to rationalise FPI regulatory framework, considered this issue and 

recommended that clubbing should not apply on the basis of common SMO. Also, it was 

recommended that public retail funds should not be subject to clubbing on the basis of 

common control. 

SEBI, in its board meeting on 12 December 2018 accepted the recommendations of the 

working group with regard to clubbing provisions and has issued a circular on 13 

December 2018 prescribing the revised framework. 

 

Revised norms 

 Clubbing of investment limits: The investment limits shall be clubbed on the 

basis of: 

─ Common ownership of more than 50 per cent i.e., if there are more than 50 

per cent common owners of two or more FPIs, the investments by all such 

FPIs would be clubbed together to monitor 10 per cent FPI investment limit 

in an Indian company 

─ Common control, i.e., if the same person or same set of persons have 

control of two or more FPIs 

 No clubbing on the basis of common SMO: There would be no clubbing of 

investment limits if two or more FPIs have a common SMO. 

 No clubbing for public funds on the basis of common control: Investment 

limits of following types of FPIs shall not be clubbed on the basis of common 

control: 

─ Appropriately regulated (i.e. regulated by the securities market regulator or 

the banking regulator) public retail funds. Public retails funds have defined 

to mean (i) mutual funds or unit trusts which are open for subscription to 

retail investors and do not have specific investor type requirements; (ii) 

insurance companies where segregated portfolio with one to one correlations 

with a single investor, is not mandated; (iii) pension funds 

─ Funds majority owned by appropriately regulated public retail funds (i.e. 

which can be classified as appropriately regulated public retail funds on a 

look through basis) 

─ Public retail funds whose investment manager is appropriately regulated 



 Clubbing provisions for foreign governments / their related entities / 

foreign government agencies: Investment limits of foreign governments, 

their related entities and foreign government agencies shall also be clubbed on 

the basis of more than 50 per cent common ownership (direct or indirect) or 

common control. 

 Exception for governments with federal structure: There would be no 

clubbing of investments by foreign governments or their related entities from 

different provinces or states of a country that has a federal structure, provided 

the investing entities have different ownership and control. This exception is in 

line with the relaxation provided by SEBI in its circular number 

SEBI/HO/IMD/FPIC/CIR/P/2018/66 dated 10 April 2018. 

 Exception for certain entities which are recognised by Indian 

government as separate entities: If the Indian government has entered into 

a specific agreement or treaty with the government of another country to 

specifically recognize certain entities to be distinct and separate, SEBI may 

relax clubbing provisions for those FPIs during the validity of such agreement / 

treaty. 

 

Consequences for any breach 

In case the total investments by a group of FPIs (clubbed on the basis of above 

criteria) breaches 10 per cent investment limit in a single company, the concerned 

FPIs would have the following alternatives available: 

 To divest holdings in the Indian company within five trading days (from the 

date of settlement of the purchase trade that resulted in breach) to bring it 

below 10 per cent of the paid-up capital of the Indian company; or 

 To treat investment in the concerned Indian company as Foreign Direct 

Investment. 

Source: SEBI circular number SEBI/HO/IMD/FPIC/CIR/P/2018/150 dated 13 December2018 

 

Our comments 

The revised clubbing norms would provide relief to FPIs especially due to the fact that 

there would no clubbing based on common SMO and common control for public retail 

funds. Some FPIs might still find the clubbing provisions to be practically challenging as 

they may not be able to qualify within the definition of public retail funds and therefore 

investment limits for such FPIs would be clubbed on the basis of common control.  
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