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As announced in the Statement on Developmental and Regulatory
Policies! the Reserve Bank of India (RBI) has proposed a significant
overhaul of the regulatory framework governing the establishment of
offices in India by foreign entities.

On 3 October 2025, the RBI released the Draft Foreign Exchange
Management (Establishment in India of a Branch or Office) Regulations,
20252 (Draft Regulations), which aims to replace the existing
framework? for establishment of Branch Office (BO), Liaison Office (LO),
and Project Office (PO) in India.

The Draft Regulations once notified will supersede the existing
Regulations and aim to mark a shift from a prescriptive, rule-based
approach to principle-driven approach, delegate more powers to
Authorised Dealer (AD) banks, and reduce compliance burdens, thereby
ultimately enhancing the ease of doing business in India.

This Flash News endeavors to highlight key features of the Draft
Regulations.

1 RBI Press Release dated 1 October 2025
2 RBI Press Release dated 3 October 2025

3 Foreign Exchange Management (Establishment in India of a Branch Office or a Liaison Office or a Project
Office or any other place of business) Regulations, 2016 - FEMA 22(R)/2016-RBI issued on 31 March 2016
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(a) Key definitions

The Draft Regulations introduces the term Entity
Resident Outside India (EROI) and simplifies the
classification of foreign offices. It consolidates the
earlier categories BO, LO, PO, and Site Office into
just two types i.e., “Branch” and “Office” (which
includes Project Offices).

EROI for the purpose of the Draft Regulations is
defined to mean a person resident outside India
but shall not include natural persons.

Branch means a place of business of an EROI in
India.

Office means any place of business in India of an
EROI, excluding a branch. It includes PO that is
established only for executing projects in India.

Designated Bank is referred to be the Authorised
Dealer Category-I bank (AD Bank/ Designated
Bank) with which the EROI maintains its banking
relationship in India.

(b) Principle-based approach and relaxed eligibility

The Draft Regulations removes the prescriptive
financial eligibility criteria that previously required
foreign entities to demonstrate a profit-making
track record and minimum net worth (USD 100,000
for BOs and USD 50,000 for LOS). Instead, it
adopts a principle-based evaluation by AD Banks,
thereby broadening access for genuine foreign
investors.

(c) Routes of establishing Branch or Office -

General Permission vs. Specific Approval

The Draft Regulations provides a dual-route
framework:

- General Permission Route: Under this route
applications can be approved directly by AD
Banks.

- Specific Approval Route: Prior approval from
the Government of India is required where -

i. EROI is from Pakistan.

ii. EROI is from Afghanistan, Bangladesh,
China, Hong Kong, Macau, or Sri Lanka and
intends to operate in Jammu & Kashmir,
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Ladakh, North-East, or Andaman & Nicobar
Islands.

iii. EROI is a Non-Profit Organization or
controlled by a foreign government.

Iv. EROI operates in sensitive sectors: Defence,
Telecom, Private Security, Information &
Broadcasting, or any sector under the Foreign
Direct Investment (FDI) approval route.

Legal consultancy firms are barred from setting
up offices under the Draft Regulations.

If prior approval or license has already been
granted by the Government or sectoral regulator,
separate approval may not be required.

Branch or Office, whose activities will be subject
to the provisions of the Special Economic Zones
(SEZ) Act, 2005, or the Foreign Contribution
(Regulation) Act, 2010, shall obtain permission
under the respective statute.

In case of specific approval route, the application
for establishing a Branch or Office shall be made
to the AD Bank, who shall forward the same to
the RBI. The decision regarding the application in
such cases shall be conveyed by the RBI to the
AD bank after consulting the Government of
India.

(d) Security & compliance requirements

EROI from Pakistan, Bangladesh, Sri Lanka,
Afghanistan, Iran, China, Hong Kong, or Macau
should:

- Register with State Police Authorities.

- Have their bank account and office setup
reported to the Ministry of Home Affairs

(e) Additional places of business

The Draft Regulations permits Branch or Office to
open additional places of business with intimation
to the Designated bank.

A nodal office of Branch or Office must be
designated for compliance oversight.

(f) Banking & financial operations

Branch or Office to operate under specific banking
conditions.

Only non-interest bearing INR current accounts to
be permitted.

POs may open foreign currency accounts for
project-related transactions.
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Separate books of accounts to be maintained (h) Closure of Branch or Office

for each project.

Term deposits, up to six months, permitted to be
allowed from temporary surpluses.

Change of Designated bank is allowed with .
mutual consent and compliance confirmation.

(9) Annual Activity Certificate (AAC)

The AAC requirement has been retained but
made more flexible.

AACs along with financial statement to be .
submitted to Designated Bank and to the
Director General of Income Tax (International
Taxation) within six months from the date of the
financial statements.

POs must include a project-wise report.

Non-submission of AAC within 6 months from
end of financial year along with grace period of
30 days may lead to freezing of account by
Designated Bank.

Voluntary closure is allowed with intimation to the
Designated Bank and compliance with tax and
other applicable laws.

If the AAC is not submitted for three consecutive
years, the Branch or Office becomes liable for
automatic closure. The Designated Bank will issue
a closure notice, and if there is no response within
thirty days, the office will be closed and reported to
RBI, Enforcement Directorate, and Registrar of
Companies (ROC).

RBI may also direct closure in cases of FEMA
violations or if the office poses a threat to public
interest, national security, or sovereignty.

The Draft Regulations introduces a formal appeal
process allowing entities to contest closure
decisions before designated appellate authorities
within the RBI.

- Appeals against closure by an AD bank must be
submitted to the Chief General Manager,
Foreign Exchange Department, RBI.

- Appeals against closure by the RBI must be
submitted to the Executive Director, Foreign
Exchange Department, RBI.
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- All appeals must be filed within 45 calendar
days, and decisions will be made within 90
days.

(i) Remittance of winding-up proceeds

* Remittances to the overseas Head Office during
operations are allowed, subject to FEMA
compliance and applicable taxes, with a Chartered
Accountant’s certificate.

* Upon closure, remittance of winding up proceeds
is permitted after verifying compliance with laws,
liabilities, legal proceedings, repatriation status,
and obtaining closure certificates from ROC and
sectoral regulators.

 Bank accounts must be closed after remittance,
and the Designated Bank must report the closure
to the RBI.

(j) Reporting obligations of AD Bank

» AD banks must report establishment and closure
of Branch or Office to the RBI on monthly basis .

* UINs will not be issued for offices established
under other regulators approvals.

Our comments "

The Draft Regulations, marks a significant overhaul of
the regulatory framework governing foreign entities
establishing a presence in India.

With proposal to replace the existing framework of
Regulations, the draft introduces a more structured,
risk-sensitive, and compliance-driven approach. It
clearly delineates the approval routes, restricts certain
activities and jurisdictions, and strengthens reporting
and closure protocols. With enhanced roles for AD
banks, mandatory security clearances, and stricter
timelines for compliance submissions, the regulations
aim to balance ease of doing business with national
security and financial integrity.

The RBI has invited public comments on the Draft
Regulations until 24 October 2025. Final regulations
will be issued after considering the feedback received.
Comments and suggestions may be submitted via the
‘Connect 2 Regulate’ Section on the RBI's website or
forwarded by email with the subject line ‘Feedback on
draft regulations on Branch or office’.
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