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A clutch of mutual fund (MF)
houses — those that are either
foreign-owned or controlled
~— may find themselves in a
bind, following a tweak in
the Foreign Exchange
Management Act (FEMA)
regulations a few days ago,
The Government of India
notified new rules with
regard to foreign investment

in non-debt instruments.

on October 17, classifying
MFs that invest more than
S0 per cent in equity as
‘investment vehicles’,

Until then, only real
estate investment trusts,
infrastructure investment
trusts, and alternative

investment funds were
considered investment vehi-
cles. Downstream invest-
ment by such funds by way
of subscription or acquisi-
tion of shares will be consid-
ered ‘indirect foreign invest-
ment” if their investment
manager Or Sponsor is
owned or controlled by a
non-resident.

Such funds will have to
adhere to the sectoral caps
and restrictions curreatly
applicable to foreign invest-
ment in Indian equities, This
could put them at a signifi-
cant disadvantage vis-a-vis
domestic funds, limiting
their investments in stccks
with sectoral caps, and drag-

ging down overall re
said experts.  Tum to P25



schemes, which invest in other

MEF schemes — typically inter-
national funds.
“Investment in Indian shares

.bymsciassiﬂadashwmnem

- vehicles, and where the spon-

Aew FEMA...

The restrictions may also make
it impossible for their exchange-
traded funds to invest, accord-
ing to the assigned weight of the
underlying benchmarks, and
put the brakes on fresh money
coming into their fund of fund

sor or the investment manager
.-isafomi@-ownedorconrmllad

company, shall be regarded as

"sectoral caps, pricing, and

reporting norms,” said Tushar
Sachade, partner, PwC India.
Franklin Templeton, BNP

 Paribas, Invesco, and Mirae

by the Association of Mutual
Funds in India (Amfi). Nippon
India MF (formerly Reliance
eign fund house after Nippon
Life Insurance of Japan com-
pleted buying 75 per cent stake
in the asset manager last month.

1t is not clear if other fund

houses such as HDFC MF or

ICICI Prudential MF will also be
considered to be foreign-con-
trolled or owned, according to
the FEMA definitions. Standard
Life Investments, for instance,
holds 2994 per cent in HDFC
MF for the quarter ended
September 30, 2019 Another
5276 per cent is held by
Housing Development Finance
Corporation, which itself is
largely a foreign-owned entity,
with 72.52 per cent held by for-

‘eign portfolio investors (FPIs).

Emails and text messages

sent to officials of several of i

these fund houses did not

immediately get a response..

“We are assessing the situation
and seeking alegal clarification
on the issue,” said Swarup
Mohanty, chief executive
officer, Mirae Asset MF.
“Today, I can have an over-
seas fund with foreign money
investing in the domestic mar-
ket and be treated as an FPL
However, if I am a domestic
fund and the money is pooled
from domestic investors, the
investment will treated as for-
eign directinvestment (FDI) and
‘be subject to all kinds of restric-

T
tions just because the manager
is foreign-owned. The intent of
the notification is not clear and
may lead to significant unin-
tended consequences,” added
another senior fund official.

A fund’s ability to invest in
certain Indian stocks will be
impacted, said Tejesh Chitlangi,
senior partner, IC Universal
Legal. “Banking stocks, for
instance, have a 74 per cent
FDI/FPI cap, and if this limit is
exhausted, these funds will not
be able to invest in them. Eatlier,
there was no such restriction,”
he said.

Let's say a foreign fund clas-
sified as an investment vehicle
wants to buy shares of HDFC
Bank, which caps foreign own-
ership at 74 per cent. Assuming
the cap is breached, the foreign
fund will not be able to make
further purchases. Domestic
funds, on the other hand, will
be able to buy the bank’s shares
asthey face nosuch restrictions.

Reporting norms will get
triggered as well, leading to an
increase in compliance require-
ments. MFs making down-
stream investments will have to
notify the Department for
Promotion of Industry and
Industrial Trade and the
Reserve Bank of India, within
30 days of investment, even if
the equity instruments have not
been allotted. The funds will
also have to meet the applica-
ble pricing guidelines and valu-
ation norms at the time of mak-

for indirect foreign investment
could be onerous and practical-
ly difficult to comply with. The
ability of portfolio companies to
raise foreign capital could be
diminished aswell, to the extent
of investment by such impacted
MFs,” said Sachade.

To be sure, not all foreign
fund houses may get immedi-
atelyimpacted by the changein
FEMA norms. As of today, Mirae
Asset and Principal MF are the
two foreign fund houses with
equity assets in excess of 50 per
cent of the overall portfolio, the

data from PRIME Database
shows. This number ranges
between 38 per cent and 44 per
cent for BNP Paribas, Franklin
Templeton, and Invesco. The
actual peccentage of equity
assets for all the foreign-con-
trolled fund houses, however,
could be much higher if the
equity portion of hybrid
schemes, fund of funds, and
other schemes are taken into
consideration.

Tt is not clear how the 50 per
cent in equity criteria will be
arrived at for the purpose of clas-
sifying the funds as investment
vehicles. “FEMA may take into
account cverall investment in
equity across all schemes to
compute the equity portion,”

said Chitlangi.



