
 

PwC | Regulatory Insights July 2026 | 1 

What’s New 
Regulatory Insights 

 

 

 

 

 

23 July 2026 

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

 
In brief 

On 21 July 2026, the Reserve Bank of India (RBI) published
1
 the Draft Foreign Exchange 

Management (Foreign Investment) Rules, 2026 (Draft FI 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 
FI Rules intend to reduce compliance requirements, adopting neutral provisions aligned with evolving 
business practices, and establish a more transparent and investor-friendly framework. 

 
In detail 

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

Sl. No. Key changes under the Draft FI Rules Remarks 

1. New definition added or changes in 
the definitions –   

a. Eligible investee entity: Under the 
Draft FI Rules, all the entities eligible 
to receive foreign investment are 
consolidated.  

 

 

This includes registered partnership 
firms and registered proprietary 
concerns, bringing them at par with other 
types of entities.  

At present, foreign investment in such 
entities is permitted only for non-resident 
individuals under the non-repatriable 
window.  

 b. Equity: The Draft FI Rules provide 
what is to be treated as equity for 
foreign investment purposes. Under  

The proposed change shifts from the 
conventionally prescribed type of 
instruments permitted for FDI purposes 
and aligns more with emerging practices  

 
1  G.S.R.(E) dated 21 July 2026  

https://www.rbi.org.in/Scripts/bs_viewcontent.aspx?Id=5122
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Sl. No. Key changes under the Draft FI Rules Remarks 

 the revised definition, equity is to 
include instruments classified as 
equity by the eligible investee entity 
(other than an investment vehicle) 
in accordance with the applicable 
accounting standards; units of an 
investment vehicle as recognised 
under the relevant regulations of the 
Securities and Exchange Board of 
India; and participating interests or 
rights in oil fields or mines of an 
Indian company or limited liability 
partnership (LLP). 

and accounting principles. Thus, it 
broadens the scope of instruments that 
may qualify as equity for foreign 
investment purposes.  

Furthermore, clarity is required on the 
accounting treatment of the debt 
component of instruments under FEMA 
regulations. Additionally, guidance would 
be helpful on the implications of any 
future changes in the classification of 
such instruments by the investee entity. 

 c. Foreign investment in equity: 
The Draft FI Rules have updated 
the meaning of foreign investment 
in equity to include indirect 
investment through a foreign 
controlled entity or any other 
person resident outside India (other 
than the person resident outside 
India who is investing directly) 
which is owned or controlled by the 
person resident outside India, or 
any other person resident outside 
India under common ownership or 
control of the person resident 
outside India.  

 

The definition of ‘foreign investment in 
equity’ is widened to include investment 
on both a repatriable and non-repatriable 
basis. 

In addition, the concept of indirect 
foreign investment in relation to a direct 
investor is introduced based on 
ownership and control, or common 
control by such non-resident, with the 
objective of ascertaining total foreign 
investment by such direct investor in an 
eligible Indian investee entity. In this 
context, the Draft FI Rules also 
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 FI Rules introduce 
the term ‘foreign controlled entity’ 
(FCE). Under the Draft FI Rules, 
FCE is a resident company, LLP or 
investment vehicle owned or 
controlled by a person resident 
outside India; here, ‘ownership and 
control’ are to be governed by the 
applicable provisions prescribed by 
the respective sectoral regulators, 
in consultation with the Central 
Government. 

 

The definition of FCE seems to have 
widened the scope of downstream 
investment by LLPs (in the absence of a 
specific restriction); simultaneously, it 
has aligned the concept of ownership 
and control with applicable corporate 
regulations with respect to each entity 
type. 
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Sl. No. Key changes under the Draft FI Rules Remarks 

  

e. FDI and FPI: The Draft FI 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). 

 

 

 

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. 

2. 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 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.  

3. 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. 

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

 

4. 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. 

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.  

 

 

 



      
  

PwC | Regulatory Insights July 2026 | 4 

Sl. No. Key changes under the Draft FI Rules Remarks 

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 RBI is to be 
responsible for administering and 
interpreting the FEMA, as well as 
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. 

The Draft FI Rules provides a clearer 
allocation of responsibilities between the 
RBI and the DPIIT. 

 

7. The Draft FI Rules refer to rules and 
regulations issued by RBI as Annexure 
III wherever applicable. The rules also 
refer to the FDI policy for entry 
conditions, sectoral caps and sectoral 
conditionalities as Annexure II. 

While there are no express 
announcements in this regard, it is 
expected that detailed rules and 
regulations for effective implementation 
and reporting under the Draft FI Rules 
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 II and III. 
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