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RBI notifies the Draft Fl Rules to rationalise the Principal Rules, inviting public consultation
and comments

e

On 21 July 2026, the Reserve Bank of India (RBI) published' the Draft Foreign Exchange
Management (Foreign Investment) Rules, 2026 (Draft Fl Rules), for public consultation and
comments until 31 August 2026. These Draft FI Rules propose to replace the existing Foreign
Exchange Management (Non-debt Instruments) Rules, 2019 (Principal Rules).

The Draft FI Rules seeks to establish a simplified and principles-based framework by harmonising
definitions and separating procedural provisions of the Foreign Exchange Management Act, 1999
(FEMA) from sector-specific foreign direct investment (FDI) policy requirements. In addition, the Draft
Fl Rules intend to reduce compliance requirements, adopting neutral provisions aligned with evolving
business practices, and establish a more transparent and investor-friendly framework.

SRR

The key provisions amended in the Draft FI Rules on Foreign Investment are tabulated below.

1. New definition added or changes in

the definitions —
it This includes registered partnership

a. Eligible investee entity: Under the firms and registered proprietary
Draft FI Rules, all the entities eligible concerns, bringing them at par with other
to receive foreign investment are types of entities.

consolidated.
At present, foreign investment in such

entities is permitted only for non-resident
individuals under the non-repatriable
window.

b. Equity: The Draft Fl Rules provide = The proposed change shifts from the
what is to be treated as equity for conventionally prescribed type of
foreign investment purposes. Under instruments permitted for FDI purposes

and aligns more with emerging practices

' G.S.R.(E) dated 21 July 2026
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https://www.rbi.org.in/Scripts/bs_viewcontent.aspx?Id=5122

the revised definition, equity is to and accounting principles. Thus, it
include instruments classified as broadens the scope of instruments that
equity by the eligible investee entity may qualify as equity for foreign

(other than an investment vehicle)  investment purposes.

in accordance with the applicable

accounting Standards; units of an Furthermore, Clarity is rGQUired on the
investment vehicle as recognised ~ accounting treatment of the debt

under the relevant regulations of the component of instruments under FEMA
Securities and Exchange Board of regUIationS. Addltlona”y, gUidance would
India; and participating interests or ~ Pe helpful on the implications of any
rights in oil fields or mines of an future ChangeS in the classification of
Indian company or limited liability such instruments by the investee entity.

partnership (LLP).

c. Foreign investment in equity: The definition of ‘foreign investment in
The Draft FI Rules have updated equity’ is widened to include investment
the meaning of foreign investment  on both a repatriable and non-repatriable

in equity to include indirect basis.

investment through a foreign

controlled entity or any other In addition, the Concept of indirect
person resident outside India (other foreign investment in relation to a direct
than the person resident outside ~ investor is introduced based on

india Who is investing directiy) OWnerSh|p and Contl’0|, or common

which is owned or controlled by the control by such non'reSident, with the

person resident outside India, or objective of ascertaining total foreign

any other person resident outside  investment by such direct investor in an

India under common ownership or e“glble Indian investee entlty In this

control of the person resident context, the Draft FI Rules also

outside India. introduces an explicit voting-rights
threshold in the definition of ‘control’.
Rights under shareholder or voting
agreements that allow an investor to
exercise 10% or more voting rights
would constitute control for foreign
investment purposes.

d. FCE: The Draft Fl Rules introduce  The definition of FCE seems to have
the term ‘foreign controlled entity’  widened the scope of downstream
(FCE). Under the Draft FI Rules, investment by LLPs (in the absence of a
FCE is a resident company, LLP or specific restriction); simultaneously, it
investment vehicle owned or has aligned the concept of ownership
controlled by a person resident and control with applicable corporate
outside India; here, ‘ownership and regulations with respect to each entity
control’ are to be governed by the  type.
applicable provisions prescribed by
the respective sectoral regulators,
in consultation with the Central
Government.
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e. FDI and FPI: The Draft Fl Rules
specifically define FDI as foreign
investment amounting to at least
10% of the equity of a company or
LLP; moreover, investments below
the 10% threshold are to be
classified as foreign portfolio
investment (FPI).

Change in pricing guidelines: The
Draft FI Rules replace the transaction-
specific pricing guidelines with a single
principle-based requirement for foreign
investment and transfer. The Draft FI
Rules also expressly exempts rights
issues from pricing guidelines and
retains the exemption for non-
repatriation investments.

The onus of compliance with the Draft FI
Rules is to be on the foreign investor
and the eligible investee entity or
transferor and transferee in a foreign
investment.

The Draft FI Rules provide the mode of
investment as subscription, acquisition,
gift, pledge and swap for equity
instruments in the eligible investee
entity.

Gifts of equity in eligible investee
entities, from an individual holding on a
non-repatriation basis to an individual
holder on a repatriation basis, are
subject to the prescribed Liberalised
Remittance Scheme (LRS) limit.
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This represents a significant shift from
the existing Principal Rules, under which
any foreign investment in an unlisted
Indian company is generally treated as
FDI, irrespective of the percentage of
ownership acquired. In addition, LLP is
also now subjected to this investment
limit.

Specific rules to equate foreign
investment up to 10% in an unlisted
company to portfolio investment may be
required to cover scenarios where a
strategic stake is exercised through non-
equity means.

The pricing guidelines are now
simplified, aligning the same with a
single arm’s-length principle-based
requirement. However, specific rules
may be introduced to prescribe
implementation aspects, such as pricing
in the case of deferred arrangements
and relevant date of valuation.

Express onus of compliance is now
prescribed for foreign investor as well.

The Draft FI Rules seemingly allows
transfer by way of gifts and pledges in
case of LLPs as well. The RBI may
frame detailed regulation in this regard.

The requirement of RBI approval, to cap
share capital at 5% on gift transactions
in case of transfer from a non-repatriable
holder to a repatriable holder, is
removed, and the transaction value can
now be up to the overall LRS limit.
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5. Express exclusion of investments in -
IFSC: The Draft FI Rules expressly
provides that they are not to apply to
investments made by a person resident
outside India in a financial institution set
up or incorporated in an International
Financial Services Centre (IFSC).

6. Powers of RBI: The RBl is to be The Draft FI Rules provides a clearer
responsible for administering and allocation of responsibilities between the
interpreting the FEMA, as well as RBI and the DPIIT.

prescribing operational requirements
relating to payments, reporting, and
implementation. The Department for
Promotion of Industry and Internal Trade
(DPIIT) is to continue to oversee the
interpretation of the government’s
foreign investment policy, including
matters relating to sectoral caps,
prohibited sectors, investment conditions
and determination of whether a
particular investment requires
government approval.

7. The Draft FI Rules refer to rules and While there are no express
regulations issued by RBI as Annexure  announcements in this regard, it is
[Il wherever applicable. The rules also expected that detailed rules and

refer to the FDI policy for entry regulations for effective implementation

conditions, sectoral caps and sectoral and reporting under the Draft Fl Rules

conditionalities as Annexure Il. as well as an aligned FDI Policy may be
released.

Reference to provisions relating to
immovable property are not included in
the Draft FI Rules, which may require
issuance of separate rules in this regard.

The takeaways

The Draft FI Rules propose a simplified, principles-based foreign investment framework aligned with
the FDI policy, and the RBI has notified them for public consultation. Several aspects remain open to
stakeholder feedback and further regulatory clarification, especially around Annexures Il and Ill.

PwC | Regulatory Insights July 2026 | 4



About PwC

We help you build trust so you can boldly reinvent

At PwC, we help clients build trust and reinvent so they can turn complexity into competitive
advantage. We're a tech-forward, people-empowered network with more than 370,000 people in 149
countries. Across assurance, tax and legal, deals and consulting we help build, accelerate and sustain
momentum. Find out more at www.pwc.com.

PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate
legal entity. Please see www.pwc.com/structure for further details.

© 2026 PwC. All rights reserved.

Follow us on

Facebook, LinkedIn, Twitter and YouTube.

Data Classification: DCo (Public)

In this document, PwC refers to PricewaterhouseCoopers Private Limited (a limited liability company in India having
Corporate Identity Number or CIN : U74140WB1983PTC036093), which is a member firm of PricewaterhouseCoopers
International Limited (PwCIL), each member firm of which is a separate legal entity.

This document does not constitute professional advice. The information in this document has been obtained or derived from
sources believed by PricewaterhouseCoopers Private Limited (PwCPL) to be reliable but PWCPL does not represent that this
information is accurate or complete. Any opinions or estimates contained in this document represent the judgment of
PwCPL at this time and are subject to change without notice. Readers of this publication are advised to seek their own
professional advice before taking any course of action or decision, for which they are entirely responsible, based on the
contents of this publication. PWCPL neither accepts or assumes any responsibility or liability to any reader of this
publication in respect of the information contained within it or for any decisions readers may take or decide not to or fail to
take.

© 2026 PricewaterhouseCoopers Private Limited. All rights reserved.

GG/May 2025-M&C 45700


http://on.fb.me/ZeYMDE
http://linkd.in/186VxRE
http://bit.ly/Z1pmhr
http://bit.ly/1NslMrH

