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Letter from the Investment Company Institute

February 5, 2026

Securities and Exchange Board of India (SEBI)
Bandra-Kurla Complex, Bandra (East)
Mumbai - 400051, Maharashtra

Re:  Consultation Paper on proposal to permit netting of funds for transactions done
by Foreign Portfolio Investors (FPIs)

Dear Sir or Madam:

The Investment Company Institute (ICI)! appreciates the opportunity to provide feedback on
the Securities and Exchange Board of India’s (SEBI) consultation paper on a proposal to
permit netting of funds for transactions by Foreign Portfolio Investors (FPIs).?

ICl welcomes SEBI’s initiative to enhance operational efficiency and reduce the cost of funding
for FPIs by permitting the netting of funds for cash market transactions. Under the current
framework, all trades are settled on a gross basis at the custodian level, requiring investors to
meet their obligations without the benefit of offsetting positions, adding both cost and
inefficiency. Introducing a netting framework for FPIs will streamline operations, reduce
frictions for market participants, and improve market accessibility, ultimately supporting greater
long-term investment in India’s capital markets and the broader economy.

Our full responses to SEBI’s consultation questions are attached. If you have any further
questions, please contact me at tracey.wingate@ici.org.

Sincerely,

/sl Tracey Wingate
Tracey Wingate
Head of Global Affairs

" The Investment Company Institute (ICl) is the leading association representing the global asset management
industry in service of individual investors. ICI members are located in North America, Europe, and Asia and
manage fund assets of US$54.3 trillion, including mutual funds, exchange-traded funds (ETFs), UCITS, closed-
end funds, unit investment trusts (UITs) and similar funds in these different jurisdictions. ICI has offices in
Washington DC, Brussels, and London.

2 Consultation Paper on proposal to permit netting of funds for transactions done by Foreign Portfolio Investors
(FPIs) https://www.sebi.gov.in/reports-and-statistics/reports/jan-2026/consultation-paper-on-proposal-to-permit-
netting-of-funds-for-transactions-done-by-foreign-portfolio-investors-fpis- 99097.html
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Investment Company Institute Responses to the Consultation Paper on proposal to
permit netting of funds for transactions done by Foreign Portfolio Investors (FPlIs)

Submitted via SEBI online response portal at:
https://www.sebi.qov.in/sebiweb/publiccommentv2/PublicCommentAction.do ?doPublicComme

nts=yes

Question 1: Do you agree with the proposal to permit netting of funds for transactions
done by FPlIs in cash market?

Response: Strongly Agree
Comments:

The Investment Company Institute (ICl) welcomes the Securities and Exchange Board of
India’s (SEBI) initiative to permit netting of funds for transactions by Foreign Portfolio Investors
(FPIs).

ICl is the leading association representing the global asset management industry in service of
individual investors. ICl members are located in North America, Europe, and Asia and manage
fund assets of $54.3 trillion, including mutual funds, exchange-traded funds (ETFs), UCITS,
closed-end funds, unit investment trusts (UITs) and similar funds in these different jurisdictions.
ICI has offices in Brussels, London, and Washington, DC.

We strongly support SEBI’s proposal to permit the netting of funds for transactions by FPIs to
improve market efficiency and operations. This initiative will significantly reduce operational
frictions in the day-to-day operations of these well-regulated entities. The proposal is a
welcome step that will streamline market operations for FPIs and enhance the efficiency of
cross border investment activities in India.

We recommend, however, at least at the initial stages, for FPIs to retain the option to choose
netting or gross settlement. Given the variety of different business models among FPIs, and
the potentially complex interaction between netting, tax determinations, foreign exchange, and
funding decisions, providing this option will allow FPIs to choose whether to implement netting
based on their individual operational readiness and cost-benefit considerations.

Rationale:

Public retail funds managed by FPIs play a vital role in meeting individual investor needs.
Because these funds serve a large number of individual investors and provide daily liquidity,
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market and operational efficiency are essential to ensure smooth functioning and deliver value
to investors. As SEBI recognizes in the consultation, the current practice of gross settlement of
transactions by FPIs creates additional liquidity needs and inefficiencies. The introduction of
netting will significantly improve this process.

Many public retail funds managed by FPIs are index funds. We appreciate SEBI's
acknowledgment that netting transactions becomes especially important during index
rebalancing days, when large inflows and outflows occur in index constituents and funding
costs increase significantly for a period of time. The introduction of netting will enable index
fund managers to facilitate rebalancing more efficiently with reduced costs.

Further, given the variety of business models among FPls, retaining an option for FPIs to
choose whether to implement netting will provide flexibility for FPIs to participate based on
their individual operational readiness and cost-benefit considerations while avoiding potential
disruptions.

Taken together with other efforts by SEBI to enhance the regulatory framework for FPIs, such
as the introduction of the SWAGAT-FI framework, this series of initiatives and enhancements
represents meaningful progress in reducing administrative barriers and fostering broader
participation in India’s capital markets. These improvements will help position India to attract
greater foreign investment, strengthen its global standing as an investment destination, and
facilitate investment activity by both existing fund managers and new entrants.

Question 2: Do you agree with the potential mitigants cited above in response to the
potential risks of operational challenges highlighted by the market participants?

Response: Strongly Agree
Comments:

ICI concurs with the mitigation measures outlined in the consultation paper to address the
operational risks identified by some market participants, including custodians, clearing
corporations (CCs), and stock exchanges. These measures will support the effectiveness of
the proposed netting framework and the transaction processes.

Rationale:

As noted in the consultation paper, existing robust safeguards and market infrastructure
mechanisms create a strong foundation for implementing netting in a way that strengthens
market efficiency. The existing practice of custodians settling with clearing corporations (CCs)
on a net basis also limits the impact of netting for FPIs on CCs. Further, any system upgrades
undertaken by market participants to support the effective implementation of netting for FPIs
will benefit broader market functioning.
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ICI also appreciates that SEBI and the Reserve Bank of India will work collaboratively to
amend the regulatory frameworks needed to implement the netting for FPIs.

Given the operational, tax, and settlement implications of fund netting across FPIs, custodians,
brokers, and clearing entities, close collaboration between regulators and all parts of the
industry will be essential to successful implementation.

Question 3: Do you agree with the proposed mechanism for permitting netting of funds
for outright transactions done by FPIs in cash market, as stated above?

Response: Agree

Comments:

ICI strongly supports the initiative to permit netting of funds for outright transactions executed
by FPls in the cash market. The proposed mechanism integrates naturally with existing
transaction practices and is operationally seamless for market participants to implement. By
enabling netting for these transactions for FPIs, the framework eliminates the unnecessary
liquidity burden associated with gross funding and promotes more efficient use of capital.

Rationale:

As an initial step, ICI supports SEBI’s proposal to permit netting for outright buy and sell
transactions of different securities within the same settlement cycle, even as other transactions
continue to settle on a gross basis. As India’s markets continue to deepen and operational
readiness improves across market participants, ICI supports future consideration to expand the
scope of the netting framework for FPIs. A broader application over time could strengthen
operational efficiency even further and support the continued development and growth of
India’s capital markets.
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