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Introduction  
 
In the globalised scenario where the Indian business houses export/import products and/or 
execute projects abroad, it is inevitable for them to have their presence in foreign countries. The 
Indian firms and companies may open branch offices abroad or even post a representative 
abroad for promotion of their business. In the recent years overseas investments in Joint 
Ventures (JV) and Wholly Owned Subsidiaries (WOS) have been recognized as important 
avenues for promoting global business by Indian entrepreneurs. 
 
The entities setting up offices abroad or investing in JVs/WOS abroad have to comply with the 
laws of the foreign country where they are opening offices. As it involves the remittance of 
foreign exchange outside India, such entities have to follow procedures prescribed under 
Foreign Exchange Management Act, 1999 (FEMA) by the Reserve Bank of India. 
 
There are various avenues to have presence abroad. They are 
 

1. Participating in overseas Joint Venture (JV) 
2. Setting up of wholly owned subsidiaries (WOS) abroad 
3. Setting up offices (trading or non-trading) abroad or post representatives abroad 

 
This article attempts to throw light on each of the above.  
 
As far as FEMA is concerned, both participating in overseas Joint Venture (JV) and setting up of 
wholly owned subsidiaries (WOS) abroad will stand on equal footing.  
 
 
 
I. Participating in overseas Joint Venture (JV)/Setting up of wholly owned 

subsidiaries (WOS) abroad 
 
This is governed by Foreign Exchange Management (Transfer or Issue of any Foreign Security) 
Regulations, 2004 vide Notification No. FEMA 120/RB-2004 dated July, 7 2004 as amended 
from time to time.  
 
"Joint Venture (JV)" means a foreign entity formed, registered or incorporated in accordance 
with the laws and regulations of the host country in which the Indian party makes a direct 
investment. 
 
"Wholly Owned Subsidiary (WOS)" means a foreign entity formed, registered or incorporated 
in accordance with the laws and regulations of the host country, whose entire capital is held by 
the Indian party. 
 
Automatic Route 
 
Under the automatic route the Indian Party can invest upto 400% of the net worth (paid up 
capital + free reserves) in the overseas JV/WOS. However if the investment is made through 
EEFC (Exchange Earners’ Foreign Currency) Account the limit of 400% is not applicable. The 



investment has to be routed through normal banking channels and the same has to be reported 
to RBI Central Office, Mumbai through the Authorized Dealer (AD) in Form ODI in the stipulated 
time frame. RBI will allot UIN (Unique Identification Number). 
 
Approval Route  
 
Investment exceeding the above limit needs specific approval of RBI. RBI would consider the 
viability of the JV/WOS outside India, contribution to external trade, financial and business track 
record of the Indian and foreign entity etc before granting approval.  
 
Unregistered proprietorships and partnerships are also eligible to make investments in JV/WOS 
under approval route subject to some conditions in brief:  
 

• The firm is a recognized Star Export House  
 

• Has a proven track record 
 

• Not in the exporters’ caution list of RBI 
 

• The amount of investment outside India does not exceed 10 per cent of the average of 
three financial years export realization or 200 per cent of the net owned funds of the firm, 
whichever is lower.  

 
 
 
II. Setting up of offices (trading or non-trading) abroad or post representatives 

abroad 

These are governed by Foreign Exchange Management (Foreign Currency Accounts by a 
Person Resident in India) Regulations, 2000 and the notifications issued there under. It is 
generally seen that all Capital Account transactions are prohibited unless they are specifically 
permitted. For setting up a branch outside India, an Indian entity is required to open foreign 
currency bank account outside India. The opening up of bank account outside India by a person 
resident in India is considered as capital account transaction. Therefore, setting up branch 
outside India, per se may not amount to capital account transaction but the opening up of a 
bank account outside India, is a regulated capital account transaction. 

The Indian firm/companies should submit applications to their bankers (authorized dealers) in 
Form OBR along with the particulars of their turnover duly certified by their auditors and also a 
declaration to the effect that they have not approached/would not approach any other 
authorized dealer for the facility being applied for. The AD will release the foreign exchange on 
the basis of OBR filed along with necessary details and supporting documents.  
 
Authorized dealers may release exchange towards initial expenditure as also for recurring 
expenses of the office as under, provided the applicant fulfils the following conditions: 
 

 
 

Category Initial Expenditure Recurring Expenditure (per annum) 

(a) EEFC No limit for remittances out of No limit for holders’ remittances out of 



Account(Exchange 
Earners’ Foreign 
Currency account) 
 

EEFC funds. EEFC funds. 

(b) Firms/companies 
not having EEFC 
accounts or not 
having sufficient 
funds EEFC 
accounts. 

Up to 15% of the average 
annual sales / income or 
turnover during the last two 
financial years or up to 25% 
per cent of the net worth, 
whichever is higher. 

Up to 10% of their average 
annual sales/income turnover during 
last two years. 

 

As per Notification, firms, companies or body corporates registered or incorporated in India can 
open branch or office outside India. In notification there is no mention of "Proprietary concern". 
However if one refers to Form OBR, there is a mention of "Proprietary concern" in clause 1(b) of 
Part I of the said form. The said form was issued under the regime of FERA. However, the 
Authorized Dealers are relying on this form as a procedural measure. It may be advisable to 
seek RBI clarification in the matter. 

Credit facilities for overseas trading offices of Indian companies 
 
Reserve Bank considers, on merits, request from Export Houses/Trading Houses/Star Trading 
Houses/Super Star Trading Houses to avail of fund based/non-fund based facilities for their 
trading offices abroad from overseas banks. Application in such cases should be made to the 
Chief General Manager, Reserve Bank of India, Exchange Control Department (Export 
Division), Mumbai together with full particulars of the exchange facilities availed of for 
maintenance of the overseas office concerned, full details of terms and conditions subject to 
which the facilities are being extended by the overseas bank and the need for availing of the 
credit facilities by the overseas trading office. 
 
 
 
III. Temporary Site/Project Offices Abroad 
 
Indian firms/companies executing contracts/projects abroad with the approval of the appropriate 
authority are permitted under a general permission granted by Reserve Bank to set up 
site/project offices abroad provided that such offices are maintained out of project receipts and 
remittances from India are not required. These offices are required to be closed down and 
surplus foreign exchange earnings repatriated to India after completion of the project. 
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