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Hi FEMA Gyani, I recently started working in a role focusing on 
foreign investments at my investment banking firm. I’m trying to 
understand how Foreign Portfolio Investments (FPI) can be 
reclassified into Foreign Direct Investments (FDI). Could you help 
me out? 

The FEMA 
Gyani 

Of course, Ravi! I’d be happy to explain the operational 
framework for reclassifying FPI to FDI. Where would you 
like to start? 

RAVI  



What’s the main reason for this reclassification? 

Okay, let’s break it down. Foreign Portfolio Investments (FPIs) are 
usually smaller stakes in companies. By the rules, they can’t own 
more than 10% of a company’s paid-up equity. If they accidentally 
cross that limit—either by buying more shares or due to some 
corporate action—they have two options 

Sell off the excess shares 
to stay within the 10% 

limit. 

Reclassify their entire 
holding in that company 

as FDI. 
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Why can’t they just hold the extra shares as 
FPI? 

Because the rules treat FPIs and FDIs differently. FDI investors 
are seen as long-term, strategic investors and must comply with 
stricter rules, like sectoral caps, pricing guidelines, and 
government approvals. Allowing FPIs to bypass those would 
create regulatory confusion 
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First, the FPI needs to ensure that the sector 
allows FDI. Some sectors, like gambling or 
atomic energy, don’t allow FDI at all. 

Second, they must:  

Get any required government approvals, especially 
for sensitive investments, like those from bordering 
countries.  

Get the Indian company’s consent, ensuring it’s 
okay with having an FDI investor. 

Got it. If an FPI chooses to reclassify 
as FDI, what’s the process? 
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Why does the Indian company’s 
consent matter? 

Because FDI investors bring more responsibilities. The company 
needs to ensure compliance with FDI-specific rules, like 
sectoral caps and restrictions. 

What happens next after approvals? 
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Once approvals are in place, the FPI tells 
its custodian to stop buying more shares of 
that company. 



At this stage, we wait for everything to be finalized. Once that’s 
done, the reporting begins: 
• If the shares causing the breach were newly issued, the 

company reports it in Form FC-GPR. 
• If the shares were bought on the stock market, the FPI 

reports it in Form FC-TRS. 
• The AD bank, report the reclassification to RBI. 

And once reporting is done? 
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The FPI asks its custodian to move the shares from its 
portfolio investment account to its FDI account. Once that’s 
complete, the FPI is officially an FDI investor in that company 

Does this mean they can later go back to being an FPI if their 
holding drops below 10%? 

No, that’s a one-way street. Once reclassified as FDI, the 
investment remains FDI, even if the holding falls below 10% 
later. 
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Is there a time limit for all this? 

Yes. Everything—approvals, reporting, and reclassification—must 
be completed within five trading days of the breach. If they can’t 
meet the deadline, they’ll have to sell the excess shares instead. 
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Thank you for helping me understand 
the topic. Wishing you a Merry 
Christmas! 



Thank You 

The FEMA Gyani 

Comments 

Feedbacks 

Suggestions 

https://jainshrimal.com/ 

 

https://in.linkedin.com/company/jscoca 

 

Aapka or Hamara 

Sath Every 

Wednesday 

https://jainshrimal.com/
https://jainshrimal.com/
https://in.linkedin.com/company/jscoca


Disclaimer 
❑ This presentation has been prepared on the basis of information available in the public domain and is 

intended for guidance purposes only. 

❑ Jain Shrimal & Co. has taken reasonable care to ensure that the information in this presentation is 

accurate. It however accepts no legal responsibility for any consequential incidents that may arise from 

errors or omissions contained in this presentation. 

❑ This presentation is based on the information available with us at the time of preparing the same, all of 

which are subject to changes which may, directly or indirectly impact the information and statements 

given in this presentation. 

❑ Neither Jain Shrimal & co., nor any person associated with us will be responsible for any loss however 

sustained by any person or entity who relies on this presentation. Interested parties are strongly 

advised to examine their precise requirements for themselves, form their own judgments and seek 

appropriate professional advice. 


