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Q. No. 1: Q. No. 1: Q. No. 1: Q. No. 1: Write a detailed note on INDIA'S INVESTMENTS ABROAD. 

Answer:    

 Though the Indian firms have been investing abroad since 1959, it is only since 

1992, when the liberalization of policy on such investments was undertaken, that 

outward FDI flows have been rising rapidly. Since then the policy has 

consistently been liberalized from time to time. The landmark step towards this 

drive was taken in 2004, when Indian firms were permitted to make overseas 

investments, through automatic route, up to 100 of their net worth. Now limit has 

been raised to 400%. The world has taken notice of India as an investor. The 

United Nations Conference on Trade and Development held has observed India 

as a awakening giant. The World Investment Report has observed India as a big 

investor having great technological and professional capabilities. 

 

The major drivers of phenomenal growth of India’s Overseas Direct Investment 

are: (i) Government’s policy has encouraged ODI (ii) Huge foreign exchange 

Reserves (iii) Growing technological capabilities of Indian firms (iv) 

Entrepreneurship of the Indians (v) financial capabilities of Indian firms 

particularly on account of successful raising of funds abroad (vi) Double Taxation 

Avoidance agreements with about 70 counties (vii) Globalization policies in most 

of the countries. 

 

Benefits of ODI to Indian firms: (i) Direct Financial benefits – dividends, interest, 

royalties, technical consultancy fees etc (ii)Goodwill (iii) Access to International 

Brand names –Tetley Tea (iv) Access to foreign market (v) Access to technology 

(vi) R & D (vii) Securing natural resources – example ONGC (viii) Enhanced 
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competitiveness (ix) change in mindset (x) Synergy gains                                                                                     

Destination: The list of destination includes not only developing but also 

developed countries.                                                                                      

Investors: The top 15 IT companies have all invested abroad. Ranbaxy, Dr. 

Reddy, Cipla, Wockhardt, Nicolas, Sun Pharma and Ajanta Pharma are reputed 

investors in Pharma field. Tata Motors, M&M and Kinetic are major auto 

investors. ONGC is a big international company in the filed of oil exploration. 

Other popular examples are : Tata Steel has acquired UK- based Corus as well 

as Singapore based Natsteel, Tata Tea has acquired Tetley Suzlon Energy Ltd 

has acquired German firm Repower Systems, Hindalco has acquired Canadian 

Aluminum firm Novelis. JSW Steels has acquired three US firms including Saw 

Pipes USA, Tata - Jaguar and Land Rover (JLR) deal worth $ 2.30 Million has 

been signed in March, 2008. 

Q .No. 2:Q .No. 2:Q .No. 2:Q .No. 2: Write a note on the important financial issues to be taken into 

consideration while negotiating for foreign technical collaborations.                                                                

(Nov. 2002)             (Nov. 2002)             (Nov. 2002)             (Nov. 2002)                                                                             

         An Indian company is desirous of obtaining foreign technology. Write a brief note 

explaining the important financial considerations it should take into account in 

this context. (Nov. 2006). (Nov. 2006). (Nov. 2006). (Nov. 2006)    

Answer:Answer:Answer:Answer: Foreign collaborations provide advanced technologies from other 

countries on sound commercial basis. RBI grants automatic permission for 

foreign technological collaborations provided : 

(i) Lump sum payment of the price of the technology does not exceed $2 million 

(ii) Royalty does not exceed 5% of domestic sales and 8% of export sales 

In other cases, the permission of RBI is required. 

The acquirer of the technology should consider the following points before 

entering into the collaboration: (i) Tax aspect – whether the payment to be made 

to the foreign collaborator would be allowed as deduction in the first year or it 

will be amortized over the years, whether tax is to be deducted at source or not, 

if not perhaps some bargain for reduction in the price may be possible. (ii) Cash 

flow aspect – whether cash in flow and out flow timings will match, and (iii) 

foreign exchange risk – particularly if payment is to be made on future date(s).    

 Foreign collaborations provide advanced technologies from other countries on 

sound commercial basis. RBI grants automatic permission for foreign 

technological collaborations provided : 

(i) Lump sum payment of the price of the technology does not exceed $2 million 

(ii) Royalty does not exceed 5% of domestic sales and 8% of export sales 

In other cases, the permission of RBI is required. 

 

Q .No. 3: Q .No. 3: Q .No. 3: Q .No. 3: Write a brief note on the tax issues relating to a foreign Collaboration    

Agreements.    ( Nov. 2004)( Nov. 2004)( Nov. 2004)( Nov. 2004)    

Answer : Answer : Answer : Answer :     

The tax issues relating to foreign collaborations can be studied in two parts :    
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(i) Tax issues from the point of Indian company 

(ii) Tax issues relating to the foreign collaborator   

Tax issues from the point of view of Indian company: 

(i) Lump sum up front payment – whether it shall be allowed as deduction in one 

year or it shall be amortized over many years. 

(ii) Royalty payable – whether it would be allowed deduction on payment basis or 

accrual basis 

(iii) Change in amount to be paid on account of foreign currency fluctuations- 

whether allowed from tax point of view or not. 

(iv) Whether TDS is to be deducted  

Tax issues relating to foreign collaborator: 

(i) Whether withholding tax is applicable or not and who will bear its burden. 

(ii) Is there Double Taxation Avoidance agreement with the country of the 

foreign collaborator? If yes, to what extent the foreign collaborator will 

gain. 

If the foreign collaborator is favorably placed from tax angle, the Indian party 

should negotiate to get the favourable terms. 

Q. �o. 4: Write a detailed note on FII investments (also known as portfolio investments) 

in India.                                                                                                                                                                                                                                       

Answer: On 14th Sept,1992, India allowed Foreign Investment Institutions (FIIs) to 

invest in all the securities issued by the companies which were listed on Stock 

Exchanges in India. Later on, the FIIs were also allowed to invest in government 

securities . The FIIs investments are subject to some limits. The current scenario 

is explained in the following paragraphs:    

(i) FIIs registered with SEBI are eligible to invest. (ii) The FIIs can invest either 

on their on behalf or on behalf of their clients (know as sub accounts) – these sub 

accounts have to be registered with SEBI. (iii) minimum 70 % of the funds have 

to be invested in equity (iv)The FIIs are permitted to trade in exchange traded 

derivatives subject to certain limits (v) The FIIs can protect their foreign 

exchange risk through forward contracts (vi) The total holding of each SEBI 

registered FII / SEBI registered sub account shall not exceed 10 % of paid capital 

of an Indian company (vii) Total holdings of all SEBI registered FIIs and sub 

accounts put together shall not exceed 24 % of paid up capital of an Indian 

company. This limit can be raised by the company to the sector limit fixed by the 

government ( for example, the GOI has fixed the limit of 74% for private banks ) 

or to the statutory limits ( for example, the law does not permit foreign 

investment in public sector insurance companies exceeding 26%).(viii) Every 

transaction is to be reported to SEBI and RBI on daily basis. 
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Pros of FII investments are: (i) Enhanced flow of equity capital (ii) Improving 

capital markets (iii) Better corporate governance (iv) foreign investors’ 

confidence attracts FDI. 

 

Cons are: (i) fear of loss of management control (ii) The FIIs may leave any time 

and create problems.                                                                                                                                            

        

Q. No. 5Q. No. 5Q. No. 5Q. No. 5        Write short note on Participatory notes. (P notes, PNs) 

    

Answer : International access to the Indian capital market is limited to FIIs 

registered with SEBI. The other investors, interested in investing in India, can 

open their account with any registered FII and the FII gets them registered with 

SEBI as its sub-account. There are some investors who do not want to disclose 

their identity or who do not want to get registered with SEBI. Such investors 

invest in Indian stocks through P.Notes. More than 50 per cent of all FII inflows 

into the domestic markets are estimated to be through P-Notes.    

Participatory Notes are instruments issued by FIIs (not their sub-accounts1) 

registered in India to overseas investors who wish to invest in the Indian stock 

markets without registering themselves with SEBI. Suppose an overseas 

investor, not registered in India, is interested in buying the shares in Indian stock 

market, the investors deposits the money with the FII, the FII purchases the 

shares on its own account and issues the PN to the investor. The details of the  

investor are not revealed at all in the Indian market or to the SEBI unless 

specifically asked by SEBI. The FII continues to hold the share in its own name. 

Any dividends or capital gains collected from the share go back to the investor. 

The foreign investors prefer P Notes route for the following reasons: 

(i) Some investors do not want to reveal their identities. P Notes serve 

this purpose. 

(ii) They can invest in Indian shares without any formalities like 

registration with SEBI, submitting various reports etc. 

(iii) Savings in cost of investing as no office etc is to be maintained 

(iv) No Currency conversion. 

FIIs are not allowed to issue P-Notes to Indian nationals, persons of Indian origin 

or overseas corporate bodies (which are majority owned or controlled by NRIs). 

This is done to ensure that the P-Note route is not used for money laundering 

purposes. FIIs are required to report to the SEBI on a monthly basis if they issue, 

renew, cancel, or redeem P-Notes. The SEBI also seeks some quarterly reports 

about investing in P-Notes.                                                                                                         

P notes are not preferred by SEBI for the following reasons:                                                  

                                                 
1
 Further Issuance of P Notes by sub –accounts has been banned by SEBI on 24

th
 Oct. 2007. 
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(i)There is no way of knowing who owns the underlying securities. (It is 

suspected that terror organizations may be using this route to make money. It is 

also suspected that Indian holding unaccounted money abroad may be using this 

route to make money) 

(ii) Large funds acting through P-Notes cause volatility in exchanges. 
 

(iii) P-Notes reflect hot money coming only for short-term fast profits. Its 

investors do not have much holding capacity.( Enquiries have revealed that most 

of the investors borrow money on short term for the purpose of buying the P. 

Notes.) FII investment is generally a long term investment. But investments by 

P-Notes are generally a short term investment with easy entry and exit options. 

Investors can borrow money cheaply in the West and invest in emerging market 

equities for bigger returns. 

 

Participatory Notes are  slap on the face of every citizen who is an investor. To 

invest in shares one has to fill up many forms and provide proof of residence, 

PAN number, and so on. But for PN investors, the system is totally silent, even 

on basic information. 

Q. No. 6: Q. No. 6: Q. No. 6: Q. No. 6: Write a note on Foreign Direct Investment in India. 

AnswerAnswerAnswerAnswer: FDI is the investment made by foreign investors where they have 

interest in the management. 

 The Industrial policy, 1991 has opened the gates for the FDI. Government of 

India facilitate the FDI .        

(i) Sectors prohibited for FDI(i) Sectors prohibited for FDI(i) Sectors prohibited for FDI(i) Sectors prohibited for FDI    

i. Retail trading (except Single Brand Product retailing) 

ii. Atomic energy  iii. Lottery business  iv. Gambling and Betting 

(ii) Prior approval(ii) Prior approval(ii) Prior approval(ii) Prior approval of the Government would be required only in following two 

cases:  

(a) Where the foreign investor has an existing joint venture or technology 

transfer/trademark agreement in the ‘same’ field. 

(b) Where more than 24% foreign equity is proposed to be inducted for 

manufacture of items reserved for the Small Scale sector. 

(iii) (iii) (iii) (iii) Sectors/ activities with certain restrictions: In 28 cases, FDI is allowed 

subject certain Sector cap, statutory limits or other guidelines/restrictions. 

(iv)(iv)(iv)(iv) FDI is permitted up to 100%, under automatic route, in all other cases.                                                      

India is emerging as an attractive FDI destination. According to A.T.Kearney’s 

FDI index 2007, India is second most attractive destination worldwide. The first 

place is occupied by China and the second place Though China and India are 

emerging as most attractive FDI destinations, India is far behind China in terms 

of quantum of FDI. The following factors have contributed for the phenomenal 

growth of FDI in India (i) the liberal investment regime (ii) rapid growth of the 

economy, (iii) strong macro economic fundamental (iv) progressive de-licensing 

of sectors (v) the ease in doing business. 
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