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route for FPIs investing in Indian
debt market
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Summary

The Reserve Bank of India (RBI) vide a circular dated 1 March 2019! introduced a
new investment channel called the voluntary retention route (VRR) to enable foreign

portfolio investors (FPIs) to invest in the Indian debt market.

Based on the feedback from various stakeholders on VRR, the RBI has made certain
amendments to the scheme vide Circular dated 24 May 20192, such as the
introduction of a separate category for making investment in instruments eligible
under both categories, ie VRR-Govt. and VRR-Corp, called ‘VRR-Combined’. In
addition, it removed the initial minimum investment requirement and provided an
additional option for discontinuing or exiting an investment at the end of the retention
period. Further, the RBI has also issued a press release dated 24 May 20193

prescribing various details of the revised VRR scheme.
Key amendments to the VRR direction

e Introduction of a separate category for investment under this route

Earlier, there were only two categories in which investment could be made under this
route, namely, VRR-Corp* and VRR-Govt®. Now, a separate category, ie VRR-

Combined, is also introduced.

1 A.P. (DIR Series) Circular No. 21 dated 1 March 2019

2 A.P. (DIR Series) Circular No. 34 dated 24 May 2019

3 Press release: 2018-2019/2760 dated 24 May 2019

4Under VRR-Corp, investment can be made under non-convertible debentures/bonds issued by an Indian company, commercial papers
issued by Indian company, security receipts issued by asset reconstruction companies, etc., including commercial papers

5Under VRR-Govt., FPIs will be eligible to invest in any government securities, ie, central government dated securities (G-secs), treasury
bills (T-bills) as well as state development loans (SDLs).



As per the Circular, VRR-Combined shall mean VRR for FPI investment in instruments
eligible under both VRR-Govt. and VRR-Corp.

e Removal of the conditions of investing 25% of committed portfolio size (CPS)

within a month of allotment of limit

Earlier, there was a condition of making investment of 25% of CPS® within a month of
allotment of the limit for investment. This condition has now been removed. Now,
successful allottees are required to invest at least 75% of their CPS within three months

from the date of allotment.
e Provision of an additional option at the end of the retention period

Earlier, in case FPIs wished not to continue their investment under VRR at the end of the
retention period, they only had two options: to liquidate their portfolio and exit or to shift
their investments to the general investment limit subject to the availability of limit under
the ‘general investment limit'. Now, FPIs also have an option to hold their investment

until its date of maturity or until it is sold, whichever is earlier.
Salient features of the press release

The key features of the press release on notifying the revised VRR for investment by FPI are

as follows:
e The investment limit shall be INR 54,606.55 crore under the VRR-Combined category,
which allows investment in both government securities and corporate debt.

e The minimum retention period will be of three years. During this period, FPIs shall

maintain a minimum of 75% of the allocated amount in India.
¢ Investment limits shall be available ‘on tap’ and allotted on a ‘first come, first serve’ basis.

e The tap shall be kept open till the limit is fully allotted or till 31 December 2019, whichever

is earlier.

e FPIs shall apply for investment limits online to the Clearing Corporation of India Ltd.
(CCIL) through their respective custodians. CCIL will separately notify the operational

details of application and allotment.

6 CPS, for an FPI, shall mean the amount allotted to that FPI, for making investment.



¢ FPIs that were allotted investment limits under the tap that was open during 11 March to
30 April 2019 may, at their discretion, opt to convert’ their full allotment to VRR-Combined
by advising CCIL through their custodians.

Our comments

The amendment is intended to increase the operational flexibility of the existing scheme and
make VRR more attractive for FPIs investing in the debt market. The amended VRR should

help attract long-term and stable FPI investments into the Indian debt market.

7 This conversions amount will be over and above the investment limit of INR 54,606.55 crore.
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