




























































 

 

 

 

Applicability 

 

The provisions of this Chapter shall apply to an exit offer 

made by the promoters or shareholders in control of an 

issuer to the dissenting shareholders in terms of section 

13(8)     and section 27(2) of the Companies Act, 2013, in 

case of change in objects or variation in the terms of 

contract referred to in the p r o s p e c t u s . 

 

Conditions for 

exit offer. 

 

• the public issue has opened after April 1, 2014; and 

• the proposal for change in objects or variation in 
terms of a contract, referred to in the prospectus is 
dissented by at least ten per cent of the 
shareholders who voted in the general meeting; 
and 

• the amount to be utilized for the objects for which 

the prospectus was issued is less than seventy-five 

per cent of the amount raised 

Exit offer price. 

 

The exit price payable shall be highest of the following: 

• volume-weighted average price during the fifty-two 
weeks immediately preceding the relevant d a t e   

• highest price during the twenty-six weeks 
immediately preceding the relevant date 

• If shares are frequently traded- the volume-weighted 
average market price of such shares for a period of 
sixty trading   days immediately preceding the 
relevant date as traded on the recognised  stock  
exchange 

• If shares are not frequently traded-price based on 
book value and comparable trading multiples. 

Manner of 

providing exit 

• Notice proposing passing of special resolution for 
changing objects shall contain information about the 
exit offer to the dissenting shareholders. 

CHAPTER VI-A - CONDITIONS AND MANNER OF 

PROVIDING EXIT OPPORTUNITY TO   DISSENTING 

SHAREHOLDERS 

 



to dissenting 

shareholders. 
• After passing of the special resolution, the issuer 

shall submit the voting results to the recognised stock 
exchange(s). 

• The issuer shall also submit the list of dissenting 
shareholders to the recognised stock exchange. 

• The promoters or shareholders in control, shall 
appoint a merchant banker registered with the Board 
and finalize the exit offer price. 

• The issuer shall intimate the recognised stock 
exchange(s) about the exit offer to dissenting 
shareholders. 

• The recognised stock exchange(s) shall 

immediately on receipt of such intimation 

disseminate the same to public within one working 

da y . 
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SECURITISATION AND RECONSTRUCTION OF FINANCIAL 

ASSETS AND ENFORCEMENT OF SECURITIES INTEREST 

ACT, 2002(SARFAESI ACT) 

 

Borrower Borrower means- 

• any person who has been granted financial 
assistance by any bank or financial institution 
or 

• who has given any guarantee or 



• who has created any mortgage or pledge as 
security for the financial assistance granted by 
bank or financial institution 

• and includes a person who becomes borrower 
of an asset reconstruction company after such 
reconstruction company acquired the 
mortgage rights or interest of any Bank or 
Financial institution in relation to such 
financial assistance. 

 

Secured creditor secured creditor” means— 

(i) any bank or financial institution or any consortium 
or group of banks or financial institutions holding 
any right, title or interest upon any tangible asset 
or intangible asset as specified in clause (l); 

(ii) debenture trustee appointed by any bank or 
financial institution; or 

(iii) an asset reconstruction company whether acting 

as such or managing a trust set up by such asset 
reconstruction company for the securitisation or 
reconstruction, as the case may be; or 

(iv) debenture trustee registered with the Board 
appointed by any company for secured debt 
securities; or 

(v) any other trustee holding securities on behalf of a bank 
or financial institution, 

in whose favor security interest is created by any 
borrower for due repayment of any financial 
assistance.' 

 

 

Financial Asset 

Financial Asset means debt or receivables and 

includes –  

• a claim to any debt or receivables or part 

thereof, whether secured or unsecured or 

• any debt or receivables secured by, mortgage 

of, or charge on, immovable property or 



• a mortgage, charge, hypothecation or pledge 

of movable property or  

• any right or interest in the security, whether in 

full or part underlying such debt or   

receivables or 

• any beneficial interest in property, whether 

movable or immovable, or in such debt, 

receivables, whether such interest is existing, 

future, accruing, conditional or contingent or 

• any beneficial right, title or interest in any 

tangible asset given on hire or financial 

lease or conditional sale or under any other 

contract which secures the obligation to pay 

any unpaid portion of the purchase price of 

such asset or an obligation incurred or 

credit otherwise provided to enable the 

borrower to acquire such tangible asset; or 

• any right, title or interest on any intangible 

asset or license or assignment of such 

intangible asset, which secures the 

obligation to pay any unpaid portion of the 

purchase price of such intangible asset or 

an obligation incurred or credit otherwise 

extended to enable the borrower to acquire 

such intangible asset or obtain license of the 

intangible asset; or 

• any financial assistance.  

 

Debt "debt" shall have the meaning assigned to it in clause 
(g) of section 2 of the Recovery of Debts Due to Banks 
and Financial Institutions Act, 1993 and   includes— 

(a) unpaid portion of the purchase price of any 
tangible asset given on hire or financial lease or 
conditional sale or under any other c o n t r a c t ; 

(b) any right, title or interest on any intangible asset 
or license or assignment of  such intangible 
asset, which secures the obligation to pay any 



unpaid portion   of the purchase price of such 
intangible asset or  an  obligation  incurred  or 
credit otherwise extended to enable any 
borrower to  acquire  the  intangible asset or 
obtain license of such  asset; 

 

 

 

 

Section 3-

Registration of 

Securitisation 

Co’s or 

Reconstruction 

Co’s 

Minimum Net owned requirement to register as Asset 

Reconstruction Company shall be One hundred 

crore. 

Asset reconstruction company is also required to 

comply with additional conditions specified by RBI. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Section 4-Cancellation of Certificate 
of Registration by RBI

When ARC ceases 
to receive or hold 

any investment 
from qualified 

institutional buyer 
or ceases to carry 

on asset 
reconstruction 

company or

fails to comply 
with its direction.

Before cancelling 
registration, RBI 

shall give an 
opportunity of 
being heard.

A asset receieved 
aggrieved by the 
order of rejection 
or cancellation of 

certificate of 
registration may 
prefer an appeal 
to CG(Ministry of 

Finance) within 30 
days



How disputes are resolved under the SARFAESI Act

• Such dispute may relate to non payment of any amount due or 
interest of any of the parties, namely, the bank, or financial 
institution, or securitisation company or reconstruction 
company or QIB.

• Such dispute shall be settled by conciliation or arbitration 
council as provided in Arbitration and Conciliation Act,1996 if 
parties have consented in writing.

 

 

 

 

 

 

 

 

Section 9- 
Measures for 

asset 
reconstruction 

1. Measures for asset reconstruction 
 

(a) the proper management of the business of the 
borrower, by change in, or takeover of, the 
management of the business of the borrower; 

(b) the sale or lease of a part or whole of the business of 
the   borrower; 

(c) rescheduling of payment of debts payable by the 
b o r r o w e r ; 

(d) enforcement of security interest in accordance with the 
provisions of this   Act; 

(e) settlement of dues payable by the borrower; 

(f) taking possession of secured assets in accordance 
with the provisions of this   Act; 

(g) conversion of any portion of debt into shares of a 
borrower company: 
Provided that conversion of any part of debt into 
shares of a borrower company shall be deemed 
always to have been valid, as if the provisions of this 
clause were in force at all material times. 

2. RBI has the power to determine policy and issue 
directions for the purpose of asset reconstruction. 

3. It will be the duty of asset reconstruction companies to 
comply with the policies and directions laid down by 
RBI. 

 

 



 

Enforcement of 
Security Interest 

(Sec 13 
 

Event of being declared NPA 
 

60 days’ notice 
 
Representation by borrower-Then Bank to reply in 15 
days 
 
 
Measures to be taken for recovery-Takeover of mgt, 
assets,  
appointment of manager to manage the assets 
 
 In case of joint financing under consortium or 

multiple lending arrangements, if 60% of the 
secured creditors in value agree to the recovery 
action, the same is binding on all secured 
creditors. 

 All cost, expenses and charges incurred by 
secured creditor against borrower for taking action 
can be recourse first. 

 In case of company in liquidation, amount realized 
from sale of secured assets should be distributed 
as per Section 529A of Companies Act, 1956. 

New proviso inserted provides that –The requirement of 
classification of secured debt as NPA shall not apply to a 
borrower who has raised funds through issue of debt 
securities. 

In case of default in repayment of debt securities , the 
debenture trustee shall be entitled to enforce security 
interest in the same manner as provided  under this section 
with such modifications as may be necessary and in 
accordance with the terms and conditions of security 
documents executed in favor of the debenture   trustee; 

 
 
 

Benefit of stamp 
duty 

1. Section 5 provides that –Any asset reconstruction company 
may acquire financial assets of any bank or financial 
institution by  

2. (a) by issuing debentures for consideration agreed upon 
between such company and the bank or financial     
institution, incorporating therein such terms and conditions 
as may be agreed upon between them; or 



3. (b) by entering into an agreement with such bank or 
financial institution for the transfer of such financial assets 
to such company on such terms and conditions as may be 
agreed upon between them. 

4. Exemption from payment of stamp duty 
Any document executed by any bank or financial institution 
under sub-section (1) in favor of the asset reconstruction 
company acquiring financial assets for the purposes of asset 
reconstruction or securitization shall be exempted from 
stamp duty if the acquisition of financial asset is for the 
purpose of asset reconstruction. 
 

Section 15-
Manner and 

effect of 
takeover of 

Management 

 Newspaper advertisement-English language and 
Vernacular language 

 Old directors will vacate the office. 

 New directors will be appointed by secured creditors 
who will exercise superitendence and control. 

 it shall not be lawful for the shareholders of such 
company or any other person to nominate or appoint any 
person to be a director of the company;  

 no resolution passed at any meeting of the shareholders 
of such company shall be given effect to unless 
approved by the secured creditor;  

 no proceeding for the winding up of such company or for 
the appointment of a receiver in respect thereof shall lie 
in any court, except with the consent of the secured 
creditor.  

 Earlier Law- Sub-section (4) to section 15 states that 
where the management of the business   of a borrower 
had been taken over by the secured creditor, the 
secured creditor shall, on realisation of his debt in full, 
restore the management of the business of the 
borrower to him. 

 However, the new law creates an exception in this 
regard.  If any secured creditor jointly with other 
secured creditors or any asset reconstruction company 
or financial institution or any other assignee has 
converted part of its debt into shares of a borrower 
company and thereby acquired controlling interest in    
the borrower company, such secured creditors shall not 
be liable to restore the management of the business to 
such borrower. 
 



Section 16. No 
compensation to 

directors for 
loss of office 

 No managing director or any other director or a 
manager or any person in charge of management of 
the business of the borrower shall be entitled to any 
compensation for the loss of office or for the 
premature termination under this Act of any contract 
of management entered into by him with the 
borrower.  

 Moneys recoverable otherwise than by way of such 
compensation can be recovered. 
 

 

Section 17. 
Application 

against 
measures to 

recover secured 
debts 

 Any person aggrieved by the measures taken by 
secured creditor under Section 13 may make an 
application to Debt Recovery Tribunal within 45 days 
from the date of such measure. 

 Any person aggrieved by an order of Debt Recovery 
Tribunal may appeal to Appellate Tribunal within 30 
days from date of receipt of order of DRT. (A borrower 
residing in J & K may file an appeal to High Court 
against order of district court) 

 However before filing the appeal 75% of dues are to 
be deposited. (It can be reduced by Tribunal to 
amount not less than 25%. 

 

Non-
Applicability of 

the Act 

Lien of goods given, pledge of movables, creation of 

security in aircraft, creation of security interest in a 

vessel, security interest not exceeding Rs 100000, 

security interest created in agricultural land, amount 

due is less than twenty percent of the principal 

amount and interest thereon. 

Applicability of 
the Act to 
NBFC’s 

Asset base ≥ 500 crore, Amount of default should 

exceed 1 crore, only applicable to secured loans, 

security can be enforced only when security interest is 

registered with central registry. 
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Lock in Period for Preferential Issue

SUMMARY NOTES OF ALLIED LAW
By CA Sanidhya Saraf

 

As per Section 5(c) of the Banking Regulation Act, 1949 a "Banking Company" means 

any company which transacts the business of banking in India.  

 

Explanation: Any company which is engaged in the manufacture of goods or carries 

on any trade and which accepts the deposits of money from public merely for the 

purpose of financing its business as such manufacturer or trader shall not be deemed 

to transact the business of banking within the meaning of this clause. 

General functions Utility functions 

 Issuing Letter of 
Credit/Guarantee. 

 Facility of remittance of 
funds. 

 Portfolio Management or 
Merchant Banking. 

 Money Exchange Business 
as Authorised Dealer. 

 Other Services 

 Providing safe custody to its 
customers for keeping their 
valuables. 

 Locker facilities. 
 General utility services like Tele 

banking, phone banking, online 
banking, ATM services, Credit 
Card Services etc. 

 Payment of pension. 
 Payment of salaries of 

employees of schools. 
 Payment of salaries. 
 Many others. 

 

Section 

7 

 

Only a Banking company can use the words “ bank, “banking” or 

“banking company” after its name. 

No other firm, individual, group of individual, company can use as a 

part of its name of the word’s “bank”, “banking” or banking co. 

Section 

9 

Immovable property of 3rd party held by bank should be disposed of 

within max 7 yrs. Extension by RBI is possible for max 5 years. 

Exception- Property held for own use. 



Section 

17 

Reserve Fund 

Every banking company incorporated in India shall create a reserve 

fund and shall, out of the balance of profit of each year, as disclosed 

in the profit and loss account prepared under section 29 and before 

any dividend is declared, transfer to the reserve fund a sum equivalent 

to not less than twenty per cent of such profit.(Minimum 20 %) 

Exceptions: 

the Central Government may, on the recommendation of the Reserve 

Bank after considering the following may exempt: 

i) Paid up capital + Reserves should be adequate in relation to deposit 

liabilities 

ii) Reserve fund + Share premium_>Paid up capital 

Appropriation from reserve fund or share premium account-Intimate 

to RBI reasons within 21 days. (Delay can be condoned.) 

 

Section 21 Power of Reserve Bank to control advances by banking 

companies 

 Where the Reserve Bank is satisfied that it is necessary or 
expedient                                in the public interest or in the 
interests of depositors or banking policy it may determine 
the policy in relation to advances which shall be binding on  
banking co’s. 

 RBI may give directions regarding- Purpose of advance, 
terms and conditions, rate of interest, margin to be 
maintained in respect of secured advances and the 
maximum amount advances given or guarantee that may 
be given by a banking co. on behalf of any person. 
Company, Aop or individual. 

Section 35-

Inspection 

 

 RBI can conduct inspection of any bank and give them 
directions as it deems fit. 

 All banks are bound to comply with such direction. 

 Every director or other officer of the Bank shall produce all such 
books, documents as required by the inspector. 

 The inspector may examine on oath any directors or other 
officers. 

 RBI shall supply the bank copy of such inspection. 

 RBI submit reports to Central Government about inspection if 
inspection done on direction of CG. 



Section 35A-

Power of 

RBI to give 

directions 

 

 RBI can issue direction to banking company if it is satisfied that 
is: 

 in the public interest ,or 
 in the interest of banking policy,or 
 to prevent the affairs of any bank conducted in a manner 

detrimental to the interest of depositors or in a manner 
prejudicial to the interest of the bank, or 

 necessary to secure the proper management. 

 RBI may, on representation made to it or on its own motion, 
modify or cancel any of the direction issued. 

 

 

Section 35B Any amendment of provision regarding appointment/re-

appointment/termination of chairman/MD/Manager/CEO by 

whatever name called by way of any resolution or provision in 

MOA or AOA will require the approval of RBI. 

 

Section 

36AA 

Powers of RBI to Remove Managerial and Other Persons from 

office 

 Where the Reserve Bank is satisfied that in the public interest or 
for preventing the affairs    of a banking company being 
conducted in a manner detrimental to the interests of the 
depositors or for securing the proper management of any 
banking company it is necessary so to do, the Reserve Bank 
may, for reasons to be recorded in writing, by order, remove 
from office, with effect from such date as may be specified in the 
order, any Chairman, Director], Chief Executive Officer (by 
whatever name called) or other officer or employee of the 
banking company. 

 Before removal opportunity of being heard must be given. 

 Such terminated officials can make appeal to CG within 30 
days. 

 The decision of CG cannot be called into question 
 

Section 

36AB 

Power of RBI to appoint Additional Director 

If the Reserve Bank is of opinion that in the interest of banking 

policy or in the public interest or in the interests of the banking 

company or its depositors it is necessary to do so, it may 



appoint additional director who shall hold office for not more 

than 3 years. 

Section 29. Accounts and balance-sheet 

 Balance-sheet and profit and loss account shall be prepared as on the last 
working day of the Accounting Year, in the Forms set out in the Third 
Schedule. 

 The balance-sheet and profit and loss account shall be signed  
a) in the case of a banking company incorporated in India- by the manager 

or the principal officer of the company and where there are more than three 

Directors of the company, by at least three of those Directors, or where there 

are not more than three Directors, by all the Directors, and  

b) in the case of a banking company incorporated outside India- by the 

Manager or Agent of the principal office of the company in India. 

 The requirement of Schedule VI/III of Companies Act, 2013 shall, in so far as 
they are not inconsistent with this Act, apply to the B/S and P&L A/C of a 
Banking Company. 

 

Section 30. Audit 

 The balance-sheet and profit and loss account prepared in accordance with 
section 29 shall be audited by a Chartered Accountant. 

 Every banking company shall, before appointing, re-appointing or removing 
any Auditor or Auditors, obtain the previous approval of the Reserve Bank. 

 Where the Reserve Bank is of opinion that it is necessary in the public interest 
or in the interests of the banking company or its depositors so to do, it may at 
any time by order direct that the special audit of the banking company's 
accounts by the Auditor of Banking Company or  a person duly qualified under 
any law . the Auditor shall comply with such directions and make a report of 
such audit to the Reserve Bank and forward a copy thereof to the company. 

 The expenses of, or incidental to, the special audit specified in the order made 
by the Reserve Bank shall be borne by the banking company. 

 Powers and duties same as Section 143. 

  
Section 31-32 

 3 Copies of Balance sheet and Auditor’s Report  shall be filed to ROC and RBI 
within 3 months in the prescribed manner. 

 

 



                                           Powers of Central Government 

Section 36 AE-Acquiring undertaking 

of Banking Co’s 

Section 36AG-Compensation to 

Shareholders of Acquired Bank 

 

CG can acquire in consultation with RBI 

 if directions of RBI not complied 
by banking company more 
than once or 

 is being managed in a manner 
detrimental to the interests of 
its depositors,  

 If it is in interest of depositors of 
banking co/banking policy /to 
provide better provisions of 
credit to a particular section 
of community. 

 Compensation shall be given in 
accordance with the principles 
contained in Fifth Schedule. 

 Compensation is payable to the 
Shareholders of Acquired Bank. 

 Shareholders aggrieved with the 
matter of compensation may 
request the CG to refer the matter to 
Tribunal. 

 If 1/4th of Number of Shareholders 
holding atleast 1/4th of paid up 
share capital request to CG, CG 
shall refer matter to tribunal and 
compensation determined by 
Tribunal shall be final and binding. 

 

RTP-May 2018 

Section 

35 AA 

Power of Central Government to authorize Reserve Bank for issuing directions to 

banking companies to initiate insolvency resolution process. 

The Central Government may, by order, authorize the Reserve Bank to issue 

directions to any banking company or banking companies to initiate insolvency 

resolution process in respect of a default, under the provisions of the Insolvency 

and Bankruptcy Code, 2016. 

Section 

35 AB 

Power of Reserve Bank to issue directions in respect of stressed assets 

 Without prejudice to the provisions of section 35 A, the Reserve Bank may, 
from time to time, issue directions to any banking company or banking 
companies for resolution of stressed assets. 

 The Reserve Bank may specify one or more authorities or committees with 
such members as the Reserve Bank may appoint or approve for appointment 
to advise any banking company or banking companies on resolution of 
stressed  assets. 

 



Lock in Period for Preferential Issue

SUMMARY NOTES OF ALLIED LAW
By CA Sanidhya Saraf

 

 

Foreign Exchange Management Act, 1999 

Important definitions: 

Person 
[Section 2(u)] 

"person" includes-  
(i) an individual,  
(ii) a Hindu undivided family,  
(iii) a company,  
(iv) a firm,  
(v) an association of persons or a body of individuals, whether 
incorporated or not,  
(vi) every artificial juridical person, not falling within any of 
the preceding sub-clauses, and  
(vii) any agency, office or branch owned or controlled by such 
person;  

 

Person 
Resident in 

India[Section 
2(v)] 

"person resident in India" means-  
(i) a person residing in India for more than one hundred and 
eighty-two days during the course of the preceding financial 
year but does not include-  
(A) a person who has gone out of India or who stays outside 
India, in either case-  
(a) for or on taking up employment outside India, or  
(b) for carrying on outside India a business or vocation 
outside India, or  
(c) for any other purpose, in such circumstances as would 
indicate his intention to stay outside India for an uncertain 
period;  
(B) a person who has come to or stays in India, in either 
case, otherwise than-  
(a) for or on taking up employment in India, or  
(b) for carrying on in India a business or vocation in India,  
or  
(c) for any other purpose, in such circumstances as would 
indicate his intention to stay in India for an uncertain period;  



(ii) any person or body corporate registered or incorporated 
in India,  
(iii) an office, branch or agency in India owned or controlled 
by a person resident outside India,  
(iv) an office, branch or agency outside India owned or 
controlled by a person resident in India;  
 
 

 

PTR: 
The Reserve Bank notifies debit cards, ATM cards or   any other instrument by 

whatever name called that  can be  used to  create a  financial liability, as 

‘currency’- 

 

                                               Current Account Transactions-Sec 5 

Schedule 1-Rule 3 Schedule 2-Rule 4 Schedule 3-Rule 5 

Prohibited Cuat’s CG approval needed RBI approval needed 

 Transaction 
specified in Sch 1 
or Travel to Nepal 
/Bhutan or 
transaction with 
person resident in 
Nepal/Bhutan. 

 Remittance of 
a)  income from 

racing /riding 
b) purchase of 

lottery 
tickets,banned
/prescribed 
magazines, 
football pools, 
sweepstakes 
etc. 

c) interest 
income on 
funds held in 
Non-Resident 

 Remittance of 
a) freight of vessel 

chartered by a 
PSU 

b) Multi-modal 
transport 
operators to their 
agents abroad 

c) hiring charges of 
transponders 
by TV 
channels/Internet 
Service Providers. 

d) container 
detention charges 
exceeding the rate 
prescribed by 
Director General 
of Shipping 

e) prize 
money/sponsorshi
p of sports activity 

1. Individuals can avail of 
foreign exchange facility for 
the following purposes within 
the limit of USD 2,50,000 only. 
Any additional remittance in 
excess of the said limits for 
the following purposes shall 
require prior approval of RBI. 

 . Private visits to any 
country (except Nepal and 
Bhutan). 

 Gift or Donation. 
  Going abroad for 

employment 
 Emigration 
 Maintenance of close 

relatives abroad, 
 Business travel, or 

attending a conference or 
specialized training or for 
maintenance expenses of 
a patient going abroad for 



Special Rupee 
(Account) 
Scheme. 

d) Dividend by a 
company to 
which 
requirement of 
dividend 
balancing is 
applicable. 

 Payment of 
a) Commission 

on exports-
towards 
equity 
investment in 
J.V./WOS 
abroad in 
Indian Co’s 

b) Commission 
on exports 
under Rupee 
State Credit 
Route except 
commission 
up to 10% of 
invoice value 
of tea and 
tobacco. 

c) Call back 
services of 
Telephone 

 

abroad by a 
person other than 
International / 
National / State 
Level sports 
bodies, if the 
amount involved 
exceeds USD 
100,000. 

f) Remittance for 
membership of 
P&I Club 

 Cultural Tours 
 Advertisement in 
foreign print media for 
the purposes other 
than promotion of 
tourism, foreign 
investments and 
international bidding 
(exceeding USD 
10,000) by a State 
Government and its 
Public Sector 
Undertakings 

 Payment of import 
through ocean 
transport by a Govt. 
Department or a PSU 
on c.i.f. basis (i.e. 
other than f.o.b. and 
f.a.s. basis 

 

 

 

medical treatment or 
check-up abroad, or for 
accompanying as 
attendant to a patient 
going abroad for medical 
treatment/check-up. 

 Meeting expenses for 
medical treatment abroad 

 Studies abroad 
 Any other current account 

transaction 
Exceptions: 
a) higher exchange facility can 

availed under Liberalized 
Remittance Scheme for 
emigration/ medical 
treatment / education if so 
required by a country of 
emigration, medical institute 
offering treatment or the 
university, respectively 

b) a person who is a resident but 
not permanently resident in 
India and is a citizen of 
foreign state (other than Pak) 
or Indian citizen on 
deputation of such foreign 
country may make 
remittance up to his net 
salary. 
 

2. Facilities for persons other than individual- 
  The following remittances by persons other than individuals shall require prior 

approval of RBI. 
 

 Donations exceeding one per cent of their foreign exchange earnings during 
the previous three financial years or US$ 5,000,000, whichever is less, for:- 

             (a) creation of Chairs in reputed educational institutes, 



             (b) to funds (not being an investment fund) promoted by educational institutes; 
and 

             (c) to a technical institution or body or association in the field of activity of the 
donor Company. 

 Commission, per transaction, to agents abroad for sale of residential flats or 
commercial plots in India exceeding USD 25,000 or 5% of the inward remittance 
whichever is more. 

 Remittances exceeding five per cent of investment brought into India or US$ 
1,00,000 whichever is higher, by an entity in India by way of reimbursement of 
pre-incorporation expenses. 
 
 

 Remittances exceeding US$ 10,000,000 per project for any consultancy services 
in respect of infrastructure projects and US$ 1,000,000 per project, for other 
consultancy services procured from outside india. 
Infrastructure project' is those related to –Power, Telecommunication, 
Railways, Roads including bridges, Sea port and airport, Industrial parks, and 
Urban Infrastructure (water supply, sanitation and sewerage) 

 

No person shall draw foreign exchange for a transaction included in the Schedule III 
without prior approval of the Reserve Bank; 

Provided that Schedule II and III Rule shall not apply where the payment is made out 

of funds held in Resident Foreign Currency (RFC) Account of the remitter. 

CAPITAL ACCOUNT TRANSACTIONS: 

Section 2(e)-Definition 

"capital account transaction" means a transaction which alters the assets or liabilities, 

including contingent liabilities, outside India of persons resident in India or assets or 

liabilities in India of persons resident outside India, and includes transactions referred 

to in sub -section (3) of section 6 i.e. transfer of share, deposits between PRI and PROI, 

transfer of immovable property export, import or holding of currency or currency notes; 

borrowing; lending . 

 

Any PROI cannot establish a place of business of India without the prior approval 

of RBI. For such approval, application shall be made in Form No. FNC 1. 

The following are the objects for which RBI permits companies engaged in 

manufacturing and trading activities abroad to set up a Branch Office in India. 



 

Schedule II 
[See Regulation 3 (1) (B)] 

Classes of capital account transactions of persons resident outside India 

a) Investment in India by a person resident outside India, that is to say, 
 

i) issue of security by a body corporate or an entity in India and investment 
therein   
by a person resident outside India; and  

ii) investment by way of contribution by a person resident outside India to the 
capital 

  
of a firm or a proprietorship concern or an association of persons in India. 

b) Acquisition and transfer of immovable property in India by a person resident 
outside India. 

c) Guarantee by a person resident outside India in favour of, or on behalf of, a 
person resident in India. 

d) Import and export of currency/currency notes into/from India by a person 
resident outside India. 

e) Deposits between a person resident in India and a person resident outside 
India. 

f) Foreign currency accounts in India of a person resident outside India. 

g) Remittance outside India of capital assets in India of a person resident outside 
India. 

 

 
 

1. Consultancy.

2. Import/Export Trading activities.

3. Software Development.

4. Sales & After Sales Service/Technical support to products supplied by 
partners/group activities.

5. Promote technical collaborations between Indian Companies and Overseas 
Companies.

6. R&D in areas where parent company is engaged.



Transactions with no restrictions 
 Amortization of loan and 
 Depreciation of direct investments in ordinary course of business.  
 When drawl is of the purpose of repayment of loan instalments 

 

Prohibited Capital Account Transactions 

No person resident outside India shall make investment in India , in any form, in any 

company or partnership firm or proprietary concern or any entity, whether 

incorporated or not, which is engaged or proposes to engage – 

a) in the business of chit fund, or 
b)  as Nidhi Company, or 
c) in agricultural or plantation activities or 
d) in real estate business, or construction of farm houses or 
e) in trading in Transferable Development Rights (TDRs). 

Note- Registrar of Chits or an officer authorized by SG in this 

behalf, may in consultation with SG, permit any chit fund to accept 

subscriptions from NRI’s. NRI’s shall be eligible to subscribe, 

through banking channel and on non-repatriation basis to such chit 

funds, without limits subject to conditions stipulated by RBI from 

time to time. 

For the purpose of this regulation, 'real estate business' shall not include development 

of townships, construction of residential/commercial premises, roads or bridges and 

bridges and Real Estate Investment Trusts (REITs) Regulations 2014”. 

Section 7-Export of Goods and Services 

1. Every exporter of goods shall furnish to the Reserve Bank or to such other authority 

a declaration in such form and in such manner as may be specified, containing 

true and correct material particulars, including the amount representing the full 

export value 

OR 

If the full export value of the goods is not ascertainable at the time of export, the 

value which the exporter, having regard to the prevailing market conditions, 

expects to receive on the sale of the goods in a market outside India. 

Note-Such declaration should contain true and correct material particulars. 

2.Export declaration should be submitted in the following forms; 



Form When it is applicable 

Form GR Export is made otherwise than by post. It includes export of 

software in physical form 

Form 

SDF 

Export is made by Electronic Data Interchange (EDI) system for 

processing. 

Form PP Export is made by post. 

Form 

Softex 

Export of software is made otherwise than in physical form. 

 

3. Export without furnishing declaration 

  a)       trade samples of goods and publicity material supplied free of payment; 
 

b) personal effects of travelers, whether accompanied or unaccompanied; 
 

c) ship's stores, trans-shipment cargo and goods supplied under the 
orders of Central Government or of such officers as may be appointed 
by the Central Government in this behalf or of the military, naval or air 
force authorities in India for military, naval or air force requirements; 

 
d) goods or software accompanied by a declaration by the exporter that 

they are not more than five lakhs rupees in value; 
 

e) by way of gift of goods accompanied by a declaration by the exporter 
that they are not more than five lakh rupees in value; 

 
f) aircrafts or aircraft engines and spare parts for overhauling and/or 

repairs abroad subject to their reimport into India after overhauling 
/repairs, within a period of six months from the date of their export; 

 
g) goods imported free of cost on re-export basis; 

 
h) Goods send outside India for testing subject to re-import into India; 

 i) Replaced goods exported free of charge in accordance with provisions 
of Exim. 

 j) defective goods sent outside India for repair and re-import provided 
the goods are accompanied by a certificate from an authorized 
dealer in India that the export is for repair and re-import and that the 
export does not involve any transaction in foreign exchange. 

 



 

Period within which export value of goods/software to be realized: - 
 

The amount representing the full export value of goods or software exported 
shall be realized and repatriated to India within nine months from the date of 
export. 

 
Provided that where the goods are exported to a warehouse realization period 
is 15 months. 

 
Provided further that the Reserve Bank, or subject to the directions issued by 
that Bank in this behalf, the authorized dealer may, for a sufficient and 
reasonable cause shown, extend the said period of six months or fifteen 
months, as the case may be. 

 

Section 9-Exemption from realization and repatriation in certain 

cases.- The provisions of sections 4 and 8 shall not apply to the 

following, namely:- 
 

(a) possession of foreign currency or foreign coins by any person up to such limit as 

the Reserve 

Bank may specify;(Every resident can hold foreign currency upto 2000 US $ and 

foreign coins without limit) 

(b) foreign currency account held or operated by such person or class of persons 

and the limit up 

to which the Reserve Bank may specify; 

(c) foreign exchange acquired or received before the 8th day of July, 1947 or any 

income arising or 

accruing thereon which is held outside India by any person in pursuance of a 

general or special 

permission granted by the Reserve Bank; 

(d) foreign exchange held by a person resident in India up to such limit as the 

Reserve Bank may 

specify, if such foreign exchange was acquired by way of gift or inheritance from a 

person 

referred to in clause (c), including any income arising there from; 

(e) foreign exchange acquired from employment, business, trade, vocation, services, 

honorarium, 

gifts, inheritance or any other legitimate means up to such limit as the Reserve Bank 

may specify; 

and 



(f) such other receipts in foreign exchange as the Reserve Bank may specify. 

Contraventions and Penalties in Brief 

Section No. Contravention Quantum of Penalty 

Section 11 Authorized person 
contravenes any direction 
by RBI or failure to file any 
return as directed by RBI 

 Up to ` 10,000. 

 If continuing offence 
additional penalty up to 
` 2,000 per day. 

Section 13 Of any provision of the 
Act, or any rule, 
regulation, notification, 
direction or order or of 
any condition subject to 
which an authorization 
issued 

 Up to three    times, 
the   sum involved, if it is 
quantifiable. 

 If not quantifiable up 
to ` 2 lacs. 

 If continuing, further 
penalty upto ` 5,000 per 
day after first day. 

Section 14 Failure to pay penalty as 
above 

– where demand is of 
an amount exceeding ` 1 
crore. 

– in any other case 

Civil imprisonment. 

 Upto 3 years 

 Upto 6 months. 

 

Section No. Obligation Time Limit 

Section 14 Full penalty to be paid Within 90 days from the 
date on which notice for 
payment of penalty is 
served. 

Section 15 Compounding of 
Contravention under 
section 13 

Within 180 days of receipt 
of application by 
Directorate of 
Enforcement. 

Section 16 Complaint under 
section 16(1) to be dealt 
by Adjudicated 
Authority 

Within 1 year of
 receipt of 
complaint. 



Section 17 Appeal to Special 
Director (Appeals) 

Within 45 days from 
receipt of order. 

Section 19 Appeal to Appellate 
Tribunal 

Within 45 days from 
receipt of order. 

Section 19(5) Appeal to be
 dealt with by 
Appellate Tribunal 

Will try to dispose of the 
appeal within 180 days 
from receipt of appeal. 

Section 35 Appeal to High Court Within 60 days of 
communication of order 
or decision. 

 

Compounding of Offences(Section 15) 

Contraventions that can 

be compounded 

Contravention punishable u/s 13 can be 

compounded. 

Time limit for 

compounding 

The Compounding Authority shall compound the 

offence within 180 days from the date of application. 

Authorities appointed 

for compounding 

RBI if contravention is related to foreign exchange or 

foreign security and Directorate of Enforcement if 

related to any other contravention. 

Amount must be 

quantifiable 

No contravention shall be compounded unless 

amount involved in such contravention is 

quantifiable. 

Similar offences Similar offences cannot be compounded within 3 

years. 

 

Some important regulations 

1. Issue of equity shares to PROI is a permissible CAT. NRI may purchase 

shares of an Indian Company which is not engaged in Print Media Sector on 

non-repatriation basis without any limit. 

2. NRI may transfer shares of Indian Companies to another NRI by way of sale. 

(Not gift) 

3. NRI may transfer shares of Indian Companies to PRI by way of gift. 






