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* LAW RELATING TO FOREIGN
- EXCHANGE MANAGEMENT .

OBJECTIVES & SCOPE OF FEMA

Q1. “FEMA is to facilitate external trade and payments and promotion
of orderly development and maintenance of foreign exchange market in
India.” Discuss. [June 2014 (5 Marks)];

.Or

DISCUSS the objectlves of cnactmg the Forengn E‘cchange Managements
S-Act 1999. Explzun in bnef the . scheme of Foreign Exchange Management
_Act, 1999 D [June 2019 (¢ Mari.s)], [Dec. 2021 (4 .I‘I%lrarl\::)]‘E

Ans.: : _
(a) Objective as per Preamble: As per the preamble, the objective is to
consolidate and amend the law relating to foreign exchange with view

to: :
¢ Facilitate external trade and payments.
¢ For promoting development & maintenance of foreign exchange

market in India. _ .
(b) Scope: The Act extends to the whole of India. It also applies to:
e All branches, offices and agencies outside India owned or controlled
by a Person Resident in India (PRI), and
¢ Any contravention committed outside India, by any person to

* whom the Act applies.”

(¢) Liberalized Provisions: FEMA has considerably hber'tllzed provisions
in respect of foreign exchange. However, in extraordinary situations, the
Central Government has been empowered to suspend operation of any
or all provisions of FEMA in public interest, by issuing a notification.
The Central Government has also been empowered to relax provisions

- by issuing a notification.
(d) Objective of facilitating external trade and payments: The Foreign
Exchange Management Act, 1999 was enacted to consolidate and amend
the law relating to foreign exchange with the objective of facilitating ex-
ternal trade and payments and for promoting the orderly development
and maintenance of foreign exchange market in India.

1.3
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PART I : ECONOMIC & COMMERCIAL LAWS

Central Legislation: It is the central legislation that deals with inbounq
investments into India and outbound investments from India and traq,

and business between India and the other countries.

Provisions: FEMA makes provisions for dealings in foreign exchange
Broadly, all Current Account Transactions are free. However, Centrai
Government canimpose reasonable restrictions by issuing Rules. Capity]
Account Transactions are perrnitted to the extent specified by RB] by
issuing Regulations.

Penalties, Adjudication & Appeal: FEMA also makes provisions for
enforcement, penalties, adjudication and appeal. The FEMA contains
only basic legal framework. The practical aspects are covered in Rules
made by Central Government and Regulations made by RBL

Support pro-liberalization policies: FEMA had become the need to
support the pro-liberalization policies of the Government of India. As
the name indicates, the Act is to ‘manage’ not to ‘regulate’; hence FEMA
is investor friendly. FEMA lay down that “everything is permitted unless
what is not covered, controlled or prohibited”. -

Act, 199

22 (4 Marks)]

L
L 4

TAXMANN®

Ans.: Overall Scheme of FEMA:

FEMA makes provisions for dealings in foreign exchange.
Broadly, all Current Account Transactions are free, However, Central

" Government can impose reasonable restrictions by issuing Rules.

Capital Account Transactions are permitted to the extent specified by
RBI by issuing Regulations.

FEMA envisages that RBI shall have a controlling role in management
of foreign exchange.

Since RBI cannot directly handle foreign exchangé transactions, it au-
thorizes “Authorized Persons” to deal in foreign exchange. RBI has been
empowered toissue directionsto such “Authorized Persons” under Section
11.

FEMA also makes provisions for enforcement, penalties, adjudicatior
and appeal. ‘

FEMA contains only basic legal framework. The practical aspects art
covered in Rules made by Central Government and Regulations ma®
by RBI. .
FDI Policy announced by Ministry of Commerce & Industry directly "“lf
evant to understanding the provisions of FEMA. Instructions/Guideli®®
etc. of Ministry of Finance and SEBI become relevant when ECB/AD

.GDR and capital market is involved.

- =



CH. 1 : LAW RELATING TO FOREIGN EXCHANGE MANAGEMENT 1.5

DEFINITIONS

Ans.: Foreign Exchange: Foreign exchange means foreign currency and
includes -
({) Deposits, credits and balances payable in any foreign currency.

(ii) Drafts, travellers cheques, letters of credit or bills of exchange, expressed
or drawn in Indian currency but payable in any foreign currency.

(fif) Dralfts, travellers cheques, letters of credit or bills of exchange drawn

by banks, institutions or persons outside India, but payable in Indian
currency.

Foreign Security:

(a) Foreign security means any security, in the form of shares, stocks, bonds,
debentures or any other instrument in foreign currency.

(b) It also includes securities expressed in foreign currency, but where re-
. demption or return such as interest or dividends is payable in Indian
currency. ‘

ourt Appellate Tribunal
| The term ‘Courts’ refers to places | Tribunals are special alternative
| where justice is administered institutional mechanisms, usually
| or refers to Judges who exercise brought into existence by or under

| judicial functions. a statute to decide disputes arising
: withreference to that particularstat-
ute, or to determine controversies

‘ arising out of any administrative law.

Type | Courts refer to the Civil Courts, | Tribunals can be either private tri-
| Criminal Courts and High bunals such as Arbitral Tribunals
| Courts. or Tribunals constituted under the

Constitution or Tribunals authorized
by the Constitution or Statutory
Tribunals which are created under
a statute.

Code of Procedure in Court is carried Tribunals are not required to follows
Procedure | out as per the Code of Civil the procedure strictly as perthe Code
Procedure, 1908 & the Code of | of Civil Procedure, 1908 & the Code
Criminal Procedure, 1973, of Criminal Procedure, 1973.

@NNVIVXVL
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1.6 PART I : ECONOMIC & COMMERCIAL LAWS

Points L Cou Appellate Tribunal |
Headed by | Judge, panel of Judges & Chairperson, Judicial & Technica]
.| Magistrate. Members.

E:sample Pune District Court, Court of National Company Appellate

Sessions & Mumbai High Court | Tribunal, Income-Tax Appellate
etc. Tribunal & Securities Appellate

Tribunal etc.

Ans.: Person [Section Z(u)]: Person includes —
Individual

Hindu undivided family

Firm
AOP or BOI

L4
4
¢ Company
2
L 4
¢ Every artificial juridical person and

\

¢ Any agency, office or branch owned or controlled by any person.

Authorized Person [Section 2(c)]: Authorized person means any person for
the time being authorized to deal in foreign exchange or foreign securities.

- Authorized person includes -

¢ An authorized dealer
¢ Money changer .

¢ Off-shore banking unit
& Any other person.

Generally, all nationalized banks, leading non-nationalized banks and foreigi
banks are appointed as authorized dealers to deal in foreign exchange.

Example: HDFC Bank is authorized to deal in foreign exchange.

?Q6, I)r. Sukant*”who is : et-\ins forei"ﬂ

currency notes of US $ ’5 ,000 which he i cqmred durihg his visit {¢

USA by way of expert mudlcal aclvice rehdered to pﬂtients there. Advi¢t
with reference to FEMA. Gl Lo o [Tune 2014 (1 Mark)!

?{ns : As per Regu]atlon 3 of the Foreign Exchange Mfmﬂgement (Possession*

meat;r;)t:zgezf ?01 eign Currency) Regulations, 2015, a person resident in Indi

By b s foreign currency notes, bank notes and foreign currency tra¥
que not exceeding US § 2,000 provided that such foreign exchange Wi



CH. 1 : LAW RELATING TO FOREIGN EXCHANGE MANAGEMENT 1.7

acquired by him while on a visit to any place outside India by way of payment
for services. ,

Thus, Dr. Sukant can hold foreign currency of US $ 2,000 and will have to sur-
render to US $ 3,000 to an authorized person.

ssession and retention of foreign currency or
Management (Possession &

[Dec. 2022 (4 Marks)]

Ans.: As per Section 4 of the Foreign Exchange Management Act, 1999, person
resident in India can acquire, hold, own, possess ortransferany foreign exchange
only after compliance with the provisions of the Act, Rules and Regulations.
In this regard the RBI has framed FEM (Possession & Retention of Foreign
Currency) Regulations, 2015.

Limits for possession and retention of foreign currency or foreign coins
[Regulation 3]: The RBI specifies the following limits for possession or reten-
tion of foreign currency or foreign coins:

(i) Anauthorized personacting within the scope of his authority may possess
foreign currency and coins without any limit.

(ii) Any person may possess foreign coins without any limit.

(i7i) A person resident in India may possess foreign currency notes, bank
notes and foreign currency travellers cheque not exceeding US $ 2,000
provided that such foreign exchange — a

¢ was acquired by him while on a visit to any place outside India by

way of payment for services not arising from any business in or
anything done in India,

¢ was acquired by him, from any person not resident in India and
who is on avisit to India as honorarium or gift or for services
rendered or in settlement of any lawful obligation,

¢ was acquired by him by way of honorarium or gift while on a visit
to any place outside India,

L ]

~# represents unspent amount of foreign exchange acquired by him
from an authorized person for travel abroad.

OREIGN EXCHANGE

Q38, Discu empt fro ! epmViSionsrelating 't‘('il\l‘olding, real-
izatiq;p'-and_rengtriéiﬁbn_'qf foreign currency under the Foreign Exchange
Menagementacr 1999, " e e T

Ans.: Repatriate to India: Repatriate to India means bringing into India the
ealized foreign exchange and -

@NNVIVXVL
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PART 1: ECONOMIC & COMMERCIAL LAWS

The selling of foreign exchange to an authorized person in India in ex-
change for rupees, or

The holding of realized amount in an account with an authorized person
to the extent notified by the RBI and includes use of the realized amount
for discharge of a debt or liability denominated in foreign exchange.

Realization & repatriation of foreign exchange [Section 8]: Where any
amount of foreign exchange is due or has accrued to any person resident in
India, such person shall take all reasonable steps to realize and repatriate to

India such foreign exchange within specified period and in specified manner
by the RBI. '

Exemption from realization and repatriation in certain cases [Section 9];
In following cases foreign exchange need not be repatriated to India:

2

¢
L 4

Possession of foreign
limit. :

Foreign currency account held or operated as specified by RBI.

Foreign exchange acquired or received before 8-7-1947 or any income
arising or accruing which is held outside India by any person in pursu-
ance of a general or special permission granted by the RBI.

Foreign exchange acquired and held by way of gift or inheritance by a
person resident in India up to limit as specified by RBI.

Foreign exchange acquired from employment, business, trade, vocation,

services, honorarium, gifts, inheritance or any other legitimate means
up to limit specified by the RBI.

Such other receipts in foreign exchange as may be specified by the RBI -

currency or coins by any person up to specified

Ans.: Authorized Person [Section 2(c)]: Authorized person means any perso

SRR

for the time being authorized to deal in foreign exchange or foreign securities.
Authorized person includes - '

¢ An authorized dealer

¢ Money changer

L 4
4

Off-shore banking unit
Any other person.




CH. 1:LAW RELATING TO FOREIGN EXCHANGE MANAGEMENT 1.9

Generally, all nationalized banis, leading non-nationalized banks and foreign
banks are appointed as authorized dealers to deal in foreign exchange.

Example: HDFC Bank is authorized (o deal in foreign exchange.

RBI's powers to issue directions to authorized person [Section 11]:
P

(a)

)

(c)

(d)

Directions by RBI to authorized persons: The RBI may give to the
authorized persons any direction in regard to making of payment or the
doing or desist from doing any act relating to foreign exchange or foreign
security for the purpose of securing compliance with the provisions of
FEMA.

Power of RBI to direct aut
The RBI may also dire
information in prescrib
pliance with FEMA.

horized person to furnish information:
Ct any authorized person to furnish necessary
ed manner for the purpose of ensuring the com-

Penalty for convention of directions of RBI: Where any authorized

person contravenes any direction or fails to file any return, the RBI may

after giving reasonable opportunity of being heard impose on the autho-
rized person a penalty which may extend to ¥ 10,000.

Penalty for continuing contravention: In the case of cbntinuing con-
travention an additional penalty up to ¥ 2,000 per day can be imposed.

Ean

Ans.: Authorized Person [Section 2(c)]: Pleasereferto answer of Question No. 8.

Section 10 of the Foreign Exchange Management Act, 1999 makes following pro-
visions in relation to authorized person. - :

(1) 'Authorization to act as Authorized Person: The RBI may, on an ap-

13

plication made to it, authorize any person to be known as authorized

- person to deal in foreign exchange or securities. An authorization shall

be in writing and shall be subject to the prescribed conditions.

(2) Revocation of authorization: An authorization granted may be revoked

(3) Duties of Authorized Person: An authorized person shall comply with

by the RBI at any time if the RBI is satisfied that —
(a) Itisin public interest so to do.

(b) The authorized person has failed to comply with the condition
or has contravened any of the provisions of the Act or any rule,
regulation, notification, direction or order made thereunder.

However, a reasonable opportunity of making a represen-
tation in the matter should be given to authorized person
before revocation.

general or special directions or orders given by the RBI. An authorized
person shall not engage in any transaction which is not in conformity

ONNYIXYY
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1.10 PART I : LCONOMIC & COMMERCIAL LAWS

with the terms of his authorization without the previous permission of

the RBL _
(4) Obtaining information & refusal to deal: An authorized person shall
before undertaking and declaration from a person to satisfy himself that
the transaction in is not violation of FEMA. If authorized person has

any doubt, he should refuse the transaction in writing. If the authorized

person has reason to believe that transaction is contemplated, he should

refer the matter to the RBI.
(5) Effect of misuse: A person
to have committed contraven

person —
¢ Doesnotuse foreign exchange for purpose forwhichitwasacquired .

who has foreign exchange shall be deemed
tion of the provisions of the FEMA if such

or

¢ Does not surrender it to authorized person within the specified
period or .

o Uses the foreign exchange for any other purpose other than for
which it was acquired.

CONTRAVENTION & PENA
011, What are the penalties p: omtravention of any provisions
under the Foreign Exchange Management Ret1999 0 hi

State the penalties, which may | ¢ imposed on a person, who contravenes
S e s B

12021(4Mks)1l1n2022(4 Marks)]

‘the foreign direct invest

Ans.:
(a) Penalties [Section 13]: If any person contravenes any provision of th¢
FEMA, he shall be liable to a penalty as stated below:

R ;f amount is quantifiable: Penalty up to thrice the sum involve(
in such contravention. '

o If amount is not quantifiable: Penalty up toX 2 lakh.

* Con.ti'nuing Contravention: In case of continuing contraventio
additional penalty up to ¥ 5,000 per day .can be imposed.

(b) Confiscation: Adjudicating Authority can also order confiscation ofan
- currency, secur.'lty or any other money or property in respect of whic
the contravention has taken place.

() E"{j,cnom Adjudicating Authority can also direct that foreign exchan
chl HIES of any person committing the contraventions shall be brous
( into India or shall be retained outside India as per directions.



CH. I : LAW RELATING TO FOREIGN EXCHANGE MANAGEMENT 1.11

COMPOUNDING OF OFFENCES

Q12. Discuss the provisions and procedure relating to compounding of
various oflences underithelFor eign Exchange (Compounding Proceed.
ings) Rules, 2000, ‘ 7 P _ ’

Ans.:
(a)

(b)

()

(d)

(e)

Compoun.ding Meaning: Compouinding refers to the process of volun-
tarily admitting the contravention, pleading guilty and seeking redressal.

Power of Reserve Bankto compound contravention [Rule 4(1)]:Ifany
Person contravenes any provisions of Forei gn Exchange Management Act,
1999 except Section 3(a) of the Act, then application for compounding
can be made as specified below: : '

X 10 lakh or below Assistant General Manager

More than'% 10 lakh but less than Deputy General Manager
< 40 lakh 5

More than % 40 lakh but less than General Manager
T 100 lakh : ' "
More than ¥ 100 lakh Chief General Manager

No compounding if similar offence is committed within a period of
3 years [Rule 4(2)]: No contravention shall be compounded unless the
amount involved in such contravention is quantifiable. :

Once an offence is compounded, similar offence committed within
period of 3 years cannot be compounded. Thus, similar offence can be

‘compounded only once in 3 years. Every officer shall exercise the pow-

ers to compound any contravention subject to the direction, control and
supervision of the Governor of the RBI. [Rule 4(3)]

Fee for compounding [Rule 4(4)]: Every application for compounding
any contravention shall be made in prescribed Form to the Reserve Bank
of India, Exchange Control Department, Central Office, Mumbaj along
with a fee of ¥ 5,000 by way of DD in favour of compounding authority.

Power of Enforcement Directorate to compound contraventions
[Rule 5(1)]: Applications seeking compounding of contraventions w's
3(a) shall be submitted to Enforcement Directorate as specified below:

@NNVIXVL,
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1.12 PART1: ECONOMIC & COMMERCIAL LAWS
Sum iuvolved in contravention is ‘D‘i’ri;'ét/bm'té that can compound ﬂ‘le
% 5 lakh of below - Deputy Director of the Directorate of
Enforcement '
More than % 5 lakh but less than ¥ 10 Additional Director of the Directorate
| lakh | of Enforcement
| 'More than % 10 lakh but less than | Special Director of the Directorate of
Z 50 lakh : Enforcement .
More than % 50 lakh but less than | Special Director with Legal Advisor of
7100 lakh ‘ the Directorate of Enforcement
More than ¥ 100 lakh Director of Enforcement with
Special Director of the Directorate. of
Enforcement

(f) No compounding if similar offence is committed within a period of
3 years [Rule 5(2)]: No contravention shall be compounded unless the
amount involved in such contravention is quantifiable.

Once an offence is compounded, similar offence committed within
period of 3 years cannot be compounded. Thus, similar offence can be
compounded only once in 3 years. '

Every officer of the Directorate of Enforcement shall exercise the powers
“to compound any contravention subject to the direction, control and
supervision of the Governor of the RBI. [Rule 5(3)] '

Fee for compounding [Rule 5(4)]: Every application for compounding
any contravention rule shall be made in prescribed Form to the Director,
Directorate of Enforcement, New Delhi, along with a fee of ¥ 5,000 by
way of DD in favour of compounding authority.

&

' [June2018 (5 Marks)], [June 2022 (4 Marks)]
fly ‘éjpp > and pfééedﬁrej'-fqr‘compOundinrg of contravention
oreign Exchange Management Act, 1999. [Dec. 2020 (4 Marks)]
ate the pre-requisites for compoundmgprocessmreSpect of contra-

'013. What is meant by contravention and compounding of contravention?

ommitted, under the Foreign Exchange Management (FEMA)
. [June 2021 (5 Marks)]

(a) Contravention: Contraventionisa breach ofthe provisions of the Foreign
Exghange Management Act (FEMA), 1999 and rules/regulations/notifi-
cations/orders/directions/circulars issued thereunder.

() Compounding of contravention: Compounding refers to the process

of voluntarily admitting the contravention, pleading guilty and seekiné
redressal,



CH. T LAW RELATING To FOREIGN EXCHANGE MANAGEMEN'T 1.13
¢ The RBIis empowe
sions of the FEMA.

red to compound contraventions of the provi-

¢ Itisavoluntary process inwhich

anindividual or a corporate seeks
compounding ol an

admitted contravention.
¢ Itprovides comflort (o
of FEMA, 1999 by mi

¢ Wilful, mala fide ang fraudulent transactions are, however, viewed
seriously, whicl will not pe compounded by the RBI.

(c) Powertocompound contr

u/s 13 may, on an applicati

any person who contravenes any provisions
nimizing transaction costs.

avention [Section 15(1 )l: Anycontravention
on made by the person committing such con-
travention, be compounded within 180 days from the date of receipt of
application by the Director of Enforcement or such other officers of the
Directorate of Enforcement and Officers of the RBI as may be authorized
in this behalf by the Central Government in prescribed manner.

(d) No further pProceedings after compounding [Section 15(2)]: Where a
contravention has been compounded, no proceeding or further proceed-
ing shall be initiated or continued against the person committing such
contravention in respect of the contravention so compounded.

Q14. Mr. Ronu an Indian national, failed to re

alize and repatriate foreign
fexchange' amounting to ¥ 1 Crore, Subsequently he realized that he has
committed a convention of the For

eign Exchange Management Act, 1 999.
He desires to compound the said offence. State, whether Mr. Ronu can
“do so? [Dec. 2017 (5 Marks)]

(¢) No Contravention in certain cases; No Contravention sha]] be com-
pounded unless the amount involvedin such contravention is quantifiable.

(d) No proceedings after compoundi

as been

[initiated against the

person in respect of the contravention so compounded.

(e) Conclusion: Mr. Ronuhas failed to realize ang re
and contravened the provisions of section 8
leviable u/s 13 followed by adjudic

patriate foreign exchange

and he is liable to the penalty
ation proceedings,
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the RBI, Exchange

. . TR icati nding to
Mr. Ronu can submit his application ol compou g o of 2 5,000 by way

Control Department, Central Olfice, Mumbai along with a
of DD in favour of compounding authority. )

015. Elaborate briefly the pre-requisites for COmPg“nding process under
i Fe t (FEMA), 1999. ' "
Foreign lechange Ma.nage.l.l.leflt Act ( 7 ) [June 2023 (5 Marks)]

Ans.: Prerequisite for Compounding Process:

(a) Similar offence committed within 3 years cannot be c'orr}poundf:d;
In respect of a contravention committed by any person within a PEEOd
of 3 years from the date on which a similar contravention committed by
him was compounded under the Compounding Rules, such contraven-
tions would not be compounded and relevant provisions of the Foreign

Exchange Management Act, 1999 shall apply.

Any second or subsequent contravention committed a-fter the expiry ofa
period of 3 years from the date on which the contravention was previously
compounded shall be deemed to be a first contravention.

(b) No compounding unless proper approvals or permissions are ob-
tained: Contraventionsrelating to any transaction where proper approvals
or permission from the Government or any statutory authority concerned,
as the case may be, have not been obtained such contraventions would
not be compounded unless the required approvals are obtained from the
concerned authorities.

(c) Serious contravention and failure to pay sum for contravention of
compounding order will be referred to Directorate of Enforcement:
Cases of contravention such as those having serious contravention sus-
pected of money laundering, terror financing or affecting sovereignty
and integrity of the nation or where the contravener fails to pay the.sum
for which contravention was compounded within the specified period
in terms of the compounding order, shall be referred to the Directorate
of Enforcement for further investigation and necessary action under the
Foreign Exchange Management Act, 1999 or to the authority instituted
for implementation of the Prevention of Money Laundering Act, 2002 or
to any other agencies, for necessary action as deemed fit.

(d) Authority of the RBI to decide certain matters: Whenevera contraven-
tion is identified by the RBI or brought to its notice by the entity involved
in Contravention by way of a reference other than through the prescribed
application for compounding, the RBI will continue to decide:

- Whether a contravention is technical or minor in nature and, as
such, can be dealt with by way of an administrative/cautionary
advice.

- Whetheritis material and is required to be compounded for which
the necessary compounding procedure has to be followed.
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- Whether the issues involved are sensitive/serious in nature and,
therelore, need to be referred to the Directorate of Enforcement
(DOE).
However, once a compounding application is filed by the concerned entity suo
motu, admitting the contravention, the same will not be considered as ‘technical’
or ‘minor’ in nature and the compounding process shall be initiated in terms
of section 15(1) of Foreign Exchange Management Act, 1999 read with Rule 9
- of FEM (Compounding Proceedings) Rules, 2000.

/ADJUDICATION & APPEAL

llate Tribunal con ituted under the
' Dec. 2019 (4 Marks)]

Discuss the establishment of Appell

Ans.: Establishment of Appellate Tribunal [Section 18]: The Appellate Tribu-
nal constituted u/s 12(1) of the Smugglers & Foreign Exchange Manipulators
(Forfeiture of Property) Act, 1976 shall be the Appellate Tribunal for the
FEMA Act, 1999 and the said Appellate Tribunal shall exercise the jurisdiction,
powers and authority conferred on it under the FEMA Act, 1999,

Appeal to Appellate Tribunal [Section 19(1)]: An appeal can be filed by with
Appellate Tribunal against the order made by - :
¢ Special Director (Appeals)

¢ AnAdjudicating Authority [other than Assistant Director of the Enforcement
or Deputy Director of Enforcement]

der the Foreign
Hune 2017 (5 Marks)]

Ans.: Composition of Appellate Tribunal [Section 20]:

Due to amendment in Section 18 of the FEMA, the Appellate Tribunal constitured
u/s 12(1) of the Smugglers & Foreign Exchange Manipulators (Forfeiture of
Property) Act, 1976 shall be the Appellate Tribunal for the FEMA, 1999 and thus
question is not relevant for Dec. 2018 and onward examinations.

CURRENT ACCOUNT TRANSACTIONS
Q18. Anand desires to donate US $ 10,000 to Rotary International, an
NGO in Chicago, USA. Advice with reference to relevant provisions of the
Foreign Exchange Management Act, 1999 and the rules and regulations
made thereunder, [June 2012 (1 Mark))
\—-—_;
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1.16 PART I ; ECONOMIC
int Tmnsactions) Rules, 2000

-rent Accot st
(Curren actlions SpeclflCd in Schedule

Ans.: As per Rule 5 of the FEM
cheme, trans

read with Liberalized Remittance S - ugif g
- r “gift & donat
III require approval of RBL. Drawal of fore1gn exchange [or '8 ‘on

- H d [a t.
is specified in Schedule 111 If the foreign e:\;change to m]r‘llligre?;?a loArrll :r):;esds
US $ 2,50,000 then prior approval of RBI is nece.ssali}’- " situa"ted e an
obtain US $ 20,000 for making donation to a charitable tr uth

Korea without the prior approval of RBL
Q19. Suresh desires to pay US $ 10,000 thl_'ough intc?mati.c;ﬁaiec}ze;?l: card
being the remittance out of lottery earnings. Advice Willt Yolaies 9ce to
relevant provisions of the Foreign Exchange M;magemenzmz ’(1 s and
the rules and regulations made thereunder. - [June ark)]

ccount Transactions) Rules, 2000,
1y prohibited. “Remittance out of

Ans.: As per Rule 3 of the FEM (Current A
transactions specified in Schedule I are tota
Jottery winnings” is specified in Schedule I. -

Thus, Suresh cannot pay US$ 1 0,000 being the remi

020. Write a short note on: Current AccountTI’aﬂsacuons L Sy
2 e 8 T B0 % oot (3 Marks)ly [Dec 20470 Mark)]

ttance out of lottery earnings.

Ans.: :
(a) Meaning of Current Account Transaction: The term current account
transaction has been defined to mean a transaction other than a capital
account transaction. Current Accoun

¢ Payments due in connection with foreign trade, other current
business, services and short-term banking and credit facilities in

the ordinary course of business.
n loan and as net income from

t Transactions includes —

¢ Payments due as interest o
investments. _

¢ Remittances for living expenses of parents, spouse and children
residing abroad. .

¢ Expensesin connection with foreign travel, education and medical
care of parents, spouse and children.

() Current Account Transactions [Section 5]: Any persan may sell or
draw foreign exchange to or from an authorized person if such sale or
drawal is a current account transaction. However, such sell or draw for-
eign exchange can be made after complying the FEM (Current Account
Transactions) Rules, 2000. : ,

(c) Categories of Current Account Transactions: As per Rules, current
account transactions are divided into following categories:

¢ Transaction for which drawal of forei . b,
[Rule 3] ‘ gn exchange is prohibite
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¢ Transaction [or which [oreign exchange can be drawn with prior
approval of Central Government. [Rule 4]

¢ Transaction for which [oreign exchange can be drawn with prior
approval of RBI. [Rule 5]

Q21. How much foreign excl

2 person going abroad
oon emigrati

[Dec. 2015 (3 Marks)]

Ans.:

. @ AsperRule5ofthe ScheduleIr of the FEM (Current Account Transactions)
Rules, 2000 read with Liberalized Remittance Scheme, the exchange fa-
cilities for emigration not exceeding US $ 2,50,000 do not require prior
approval of RBI. “

@ As per Liberalized Remittance Scheme, a person' wanting to emigrate
can draw foreign exchange from AD Category-I & Category-II up to the
amount prescribed by the country of emigration or US § 2,50,000. -

¢ Remittance of any amount in excess of above limit may require prior
approval of RBI. :

Ans.: Remittance facility under the Liberalized Remittance Scheme is not
available for the following:

1. Remittance out of lottery winnings.
2. Remittance of income from racing/riding efc., or any other-hobby.

3, Remittance for purchase of lottery tickets, banned/proscribed magazines,
football pools, sweepstakes, etc. . :

4. Payment of commission on exports made towards equity investment in
Joint Ventures/Wholly Owned Subsidiaries abroad of Indian companies.

5. Remittance of dividend by any company to which the requirement of
dividend balancing is applicable. '

6. Paymentof commissionon exportsunder Rupee State Credit Route, except
commission up to 10% of invoice value of exports of tea and tobacco.

7. Payment related to “Call Back Services” of telephones.

8. Remittance of interest income on funds held in Non-Resident Special
Rupee (Account) Scheme.

ONNVIVNYL
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residing in Thailand and wante ¢

Q23. Dr. Gupta, an Indian national, 0,000 only. Whether he
avail foreign exchange facility up to us $ 2,00, ign Exchange Man:gl?

Tt . Tore
do so? Explain the relevant provnsmps of the .l o [Dec. 2 0l 9 (5 Marks)]

ment Act, 1999 in this respect.
0,000 per Fina

ncial Year (FY) for permitted iy
dent individuals under Schedy,

Ans.: Remittances of US $ 2,5
endment Rules, 2000 read wjy

rent account transactions are available to resl
III to FEM (Current Account Transactions) Am
Liberalized Remittance Scheme (LRS).

Release of foreign exchange exceeding US $2,50,Q0
from the Reserve Bank of India.

In view of the above, Dr. Gupta can freely avail foreig
to US $ 2,00,000.

0, requires prior permissig,

n exchange facilities u)
-

Q24. Name any five permissible ‘current a'c.cédimtfﬁ.‘ﬁ?‘sa“’ﬁ_“’-‘?s ‘made b,
an individual under Liberalized Remittance Scheme (LRS).
fividual under Liberaltzed RemHAEE = tpec. 2020 (5 Marks)
L G on g L
What éii'éﬁ]inﬁi:s_‘ of Cu_rrent AccountTransa Indnndual under
liberalized remittance scheme? 2022 (5 Marks))

4 Ma,ks)]

me (LRS): Underthe Liberalized Remittanct

Ans.: Liberalized Remittance Sche
mittances by residen

Scheme (LRS), Authorized Dealers may freely allow re
individuals up to US $ 2,50,000 per Financial Year for any permitted curren

or capital account transaction or a combination of both.
It may be noted that release of foreign exchange in excess of US § 2,50,001

requires prior permission from the RBI.

Permissible current account trahsactions under Liberalized Remittanc

Scheme:
¢ Private visits to any country (exbept Nepal and Bhutan).
Gift or donation. ‘
Going abroad for employment.
Emigration. :
Maintenance of close relatives abroad.

¢ ¢ ¢ o 9

Travel fo.r business, or attending a conference or specialized training ¢
for Vmeetmg expenses for meeting medical expenses, or check-up abro®
or for accompanying as attendant to a patient going abroad for medic
treatment/check-up.
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¢ Expenses in connection with medical treatment abroad.
¢ Studies abroad.

¢ Any other current account transaction.

Ans.: Business Trip:

¢ Visits by individuals in connection with attending of an international

conference, seminar, specialized training, apprentice training, etc., are
treated as business visits. s

For business trips to foreign countries, resident individuals can avail of
foreign exchange up to US $ 2,50,000 in a financial year irrespective of
the number of visits undertaken during the year.

If an employee is being deputed by an entity for any of the above and the
expenses are borne by the latter, such expenses shall be treated as residual
current account transactions outside LRS and may be permitted by the
AD without any limit, subject to verifying the bona fide of the transaction.

Medical treatment abroad:

¢ Authorized Dealers may release foreign exchange up to an amount of
US $ 2,50,000 or its equivalent per FY without insisting on any estimate
from a hospital/doctor.

For amount exceeding the above limit, Authorized Dealers may release
foreign exchange under general permission based on the estimate from
the doctor in India or hospital/doctor abroad. :

A person who has fallen sick after proceeding abroad may also be released
foreign exchangebyan Authorized Dealer (without seeking priorapproval
of the RBI) for medical treatment outside India. °

In addition to the above, an amount up to US § 2,50,000 per financial
year is allowed to a person for accompanying as attendant to a patient
going abroad for medical treatment/check-up.

AnAansRtLAL

Ans.: Facilities for persons other than individual: Following remittances by
persons other than individuals shall require prior approval of the RBL

(1) Donations exceeding 1% of their foreign exchange earnings during the

previous 3 financial years or US § 50,00,000, whichever is less, for -
(a) Creation of Chairs in reputed educational institutes.

@MNTIXYL




