

What is FDI?
Foreign investment is reckoned as FDI only if the investment is made in equity shares of an Indian company or fully and mandatorily convertible preference shares or  fully and mandatorily convertible debentures “with the pricing being decided upfront as a figure or based on the formula that is decided upfront”**.

Routes for FDI flow in to Indian companies:
 An Indian company may receive Foreign Direct Investment under the two routes as given under:
i. Automatic Route
FDI is allowed under the automatic route without prior approval either of the Government or the Reserve Bank of India in all activities/sectors as specified in the consolidated FDI Policy, issued by the Government of India from time to time.
ii. Government Route
FDI in activities not covered under the automatic route requires prior approval of the Government which are considered by the Foreign Investment Promotion Board (FIPB), Department of Economic Affairs, Ministry of Finance. 
Modes of payment allowed for receiving Foreign Direct Investment in an Indian company:
An Indian company issuing shares /convertible debentures under FDI Scheme to a person resident outside India shall receive the amount of consideration required to be paid for such shares /convertible debentures by:
(i) inward remittance through normal banking channels.
(ii) debit to NRE / FCNR account of a person concerned maintained with an AD category I bank.
(iii) conversion of royalty / lump sum / technical know how fee due for payment or conversion of ECB, shall be treated as consideration for issue of shares.
(iv) conversion of import payables / pre incorporation expenses / share swap can be treated as consideration for issue of shares with the approval of FIPB.
(v) debit to non-interest bearing Escrow account in Indian Rupees in India which is opened with the approval from AD Category – I bank and is maintained with the AD Category I bank on behalf of residents and non-residents towards payment of share purchase consideration.

Procedure to be followed after investment is made under the Automatic Route or with Government approval
A two-stage reporting procedure has to be followed 
Stage – 1: Reporting about inward remittance received :
Within 30 days of receipt of share application money/amount of consideration from the non-resident investor, the Indian company is required to report to the Foreign Exchange Department, jurisdiction Regional Office of the Reserve Bank of India.
Documents to be submitted at RBI  regional offices:
1. Advance Reporting Form (Annexure II) duly filled & signed by the client
2. Name and address of the foreign investor/s
3. Date of receipt of funds and the Rupee equivalent;
4. Name and address of the authorised dealer through whom the funds have been received;
5. Details of the Government approval, if any; and
6. KYC report on the non-resident investor from the overseas bank remitting the amount of consideration.
Time limit for issue of shares/Debentures:
The Indian company has to ensure that the shares/Debentures shall be  issued within 180 days from the date of inward remittance or date of debit to NRE / FCNR (B) / Escrow account.
Violation:If the shares or convertible debentures are not issued within 180 days from the date of receipt of the inward remittance or date of debit to NRE / FCNR (B) / Escrow account, the amount shall be refunded. 
Relaxation: Reserve Bank may on an application made to it and for sufficient reasons permit an Indian Company to refund / allot shares for the amount of consideration received towards issue of security if such amount is outstanding beyond the period of 180 days from the date of receipt.
Stage – 2 : Reporting about issue of FDI Instruments i.e shares/FCPS/FCD:
The company shall report Within 30 days from the date of issue to the jurisdictional regional office of the Reserve bank of India with following documents
1.Form FC-GPR (Annexure I) duly filled & signed By Managing Director/Directors/secretary
2. Certificate from Statutory Auditors/ SEBI registered Merchant Banker / Chartered Accountant indicating the manner of arriving at the price of the shares issued to the persons resident outside India.
3.Certified copies of Foreign Inward Remittance certificate (FIRC’s)

Are the investments and profits earned in India repatriable:
All foreign investments are freely repatriable (net of applicable taxes) except in cases where:
· The foreign investment is in a sector like Construction and Development Projects and Defence wherein the foreign investment is subject to a lock-in-period 

· NRIs choose to invest specifically under non-repatriable schemes.
Further, dividends (net of applicable taxes) declared on  foreign investments can be remitted freely through an Authorised Dealer bank.

**No upfront pricing – consequences: Any foreign investment into an instrument issued by an Indian company which does not involve upfront pricing of the instrument as a date should be reckoned as ECB and  have to comply with the ECB guidelines.
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