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1 Foreign Exchange Management
This Chapter Includes

! Objective of FEMA, 1999
! Foreign Exchange
! FDI Policy
! Current Account Transactions
! Capital Account Transactions
! Direct Investment outside India
! Establishment of Branch Office in

India
! Export of goods and services
! Realisation & Repatriation of

foreign exchange
! Compounding of offences
! Adjudication and Appeal
! Establishment of Appellate Tribunal
! Directorate of Enforcement

! Objective of FCRA
! Foreign Contribution
! Foreign Source
! Foreign hospitality
! Certificate of Registration
! Ma n a gem en t  o f  F o re i gn

Contribution
! Obligation of Banks under FCRA
! Inspection
! Audit
! Confiscation
! Adjudication
! Offences and Penalties
! Appeal
! Compounding of offences

Marks of Short Notes, Distinguish Between, Descriptive & Practical Questions
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Chapter at a Glance

Topic Important Highlight
1. Foreign exchange

(forex)
Foreign exchange means ’foreign currency’ and
includes:
 Deposits
 Credits and balances payable in any foreign

currency
 Drafts
 Travellers’ cheques
 Letters of credit
 Bills of exchange.

2. Forms of forex
transactions

 Capital account transactions: Those involving
long term investments of a capital nature.

 Current account transactions: Those re-
presenting revenue items or payments for
services like travel, expenses incurred while
abroad etc.

3. Authorised person Authority registered with RBI, usually an
authorised dealer, money changer, offshore
banking unit or any other person for the time being
authorised to deal in forex or foreign securities.

4. Current Account
transaction

Defined under Section 2(j) of the Foreign
Exchange Management Act, 1999 to mean a
transaction other than a capital account
transaction and includes :
 Payment due in connection with foreign trade,

other current business, services and short
term banking and credit facilities in the
ordinary course of business.

 Payments due as interest on loan and as net
income from investments.
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 Remittances for living expenses of parents,
spouse and children residing abroad.

 Expenses in connection with foreign travel,
education and medical care of parents,
spouse and children [Section 5].

5. Capital Account
transaction

According to Section 2 (e) of the Foreign
Exchange Management Act, 1999 ‘capital account
transaction’ means any transaction which alters
the assets or liabilities including contingent
liabilities outside India of persons resident in India
and  includes  the transactions specified in
Section 6 (3) of the FEMA, viz,
 Investments in foreign securities.
 Loans raised in the country in foreign security.
 Transfer of immovable asset outside India.
 Remittance of Capital asset outside India.
 Export or Import of currency notes.
 Sale or Purchase  of foreign  exchange

derivatives in  or  outside  India and
commodity derivatives outside.

 Loans and overdrafts by person resident in
India to person resident outside India.

 Loans and overdrafts by person resident in
India from person resident outside India.

6. Person resident in
India

A person residing in India for more than182 days
during the course of the preceding financial year.

7. Remittance Taking outside India of funds representing a
deposit with a bank or a firm or a company,
provident fund balance or superannuation
benefits, amount of claim or maturity proceeds of
insurance policy, sale proceeds of shares,
securities, immovable property or any other asset
held in India in accordance with the provisions of
the Act or rules or regulations made thereunder.
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8. Realisation Realisation of forex means bringing the income
earned from dealings with foreign parties (for
example, through export) into India. This has to be
done via the authorized dealer, registered with
RBI under FEMA.

9. Limits allowed for
Current Account
transactions

Maximum  limits allowed for the following current
account transactions, above which, prior approval
from RBI is required (for Individuals) is USD
2,50,000 only, as per the Foreign Exchange
Management (Current Account Transactions)
Amendment Rules:

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

(ii) Gift or donation.
(iii) Going abroad for employment.
(iv) Emigration.
(v) Maintenance of close relatives abroad.
(vi) Travel for business, or attending a

conference  or specialised training or for
meeting expenses for meeting medical
expenses, or check-up abroad, or for
accompanying as attendant to a patient
going abroad for medical treatment/
check-up.

(vii) Expenses in connection with medical
treatment abroad.

(viii) Studies abroad.
(ix) Any other current account transaction

10. Foreign Direct
Investment

FDI is an investment made by a company or entity
based in one country, into a company or entity
based in another country. The government is
liberalizing the FDI limits, and most of the sectors
now have full 100% capital account convertibility.

Foreign Exchange Management (Current Account Transactions)
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Amendment Rules, 2015:

Prior approval of Reserve Bank for certain transaction :  As per Rule
5 of the Foreign Exchange Management (Current Account Transactions)
Amendment Rules, 2015, every drawal of foreign exchange for
transactions included in Schedule III shall be governed as provided
therein:
Provided that this rule shall not apply where the payment is made out of
funds held in Resident Foreign Currency (RFC) Account of the remitter.
Transactions included in Schedule III
1. Facilities for individuals:

Individuals can avail of foreign exchange facility for the following
purposes within the limit of USD 250,000 only. Any additional
remittance in excess of the said limit for the following purposes shall
require prior approval of the Reserve Bank of India.

(i) Private visits to any country (except Nepal and Bhutan).
(ii) Gift or donation.
(iii) Going abroad for employment.

 (iv) Emigration.
(v) Maintenance of close relatives abroad.
(vi) Travel for business, or attending a conference or specialised

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

(vii) Expenses in connection with medical treatment abroad.
(viii) Studies abroad.
(ix) Any other current account transaction.
Provided that for the purposes mentioned at item numbers (iv), (vii)
and (viii), the individual may avail of exchange facility for an amount
in excess of the limit prescribed under the Liberalised Remittance
Scheme as provided in regulation 4 to FEMA Notification 1/2000-RB,
dated the 3rd May, 2000 (here in after referred to as the said
Liberalised Remittance Scheme) if it is so required by a country of
emigration, medical institute offering treatment or the university,
respectively:
Provided further that if an individual remits any amount under the said
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Liberalised Remittance Scheme in a financial year, then the applicable
limit for such individual would be reduced from USD 250,000 (US
Dollars Two Hundred and Fifty Thousand Only) by the amount so
remitted:
Provided also that for a person who is resident but not permanently
resident in India and
(a) is a citizen of a foreign State other than Pakistan or
(b) is a citizen of India, who is on deputation to the office or branch of

a foreign company or subsidiary or joint venture in India of such
foreign company, may make remittance up to his net salary (after
deduction of taxes, contribution to provident fund and other
deductions).

Explanation: For the purpose of this item, a person resident in India
on account of his employment or deputation of a specified duration
(irrespective of length thereof) or for a specific job or assignments, the
duration of which does not exceed three years, is a resident but not
permanently resident:
Provided also that a person other than an individual may also avail of
foreign exchange facility, mutatis mutandis, within the limit prescribed
under the said Liberalised Remittance Scheme for the purposes
mentioned herein above.

2. Facilities for persons other than individual:
The following remittances by persons other than individuals shall
require prior approval of the Reserve Bank of India.
(i) Donations exceeding one per cent of their foreign exchange

earnings during the previous three financial years or USD
5,000,000, whichever is less, for:
(a) creation of Chairs in reputed educational institutes,
(b) contribution to funds (not being an investment fund) promoted

by educational institutes; and
(c) contribution to a technical institution or body or association in

the field of activity of the donor Company.
(ii) Commission, per transaction, to agents abroad for sale of

residential flats or commercial plots in India exceeding USD
25,000 or five percent of the inward remittance whichever is more.
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(iii) Remittances exceeding USD 10,000,000 per project for any
consultancy services in respect of infrastructure projects and USD
1,000,000 per project, for other consultancy services procured
from outside India.

(iv) Remittances exceeding five per cent of investment brought into
India or USD 100,000 whichever is higher, by an entity in India by
way of reimbursement of pre-incorporation expenses.”

3. Procedure:
The procedure for drawal or remit of any foreign exchange under this
schedule shall be the same as applicable for remitting any amount
under the said Liberalised Remittance Scheme.
Liberalised Remittance Scheme (LRS):
Under Liberalised Remittance Scheme allow remittances by a resident
individual up to USD 250,000 per financial year for any permitted
current or capital account transaction or a combination of both. If an
individual has already remitted any amount under the LRS, then the
applicable limit for such an individual would be reduced from the
present limit of USD 250,000 for the financial year by the amount
already remitted. The permissible capital account transactions by an
individual under LRS are:
 (i) opening of foreign currency account abroad with a bank;
(ii) purchase of property abroad;
(iii) making investments abroad;
(iv) setting up Wholly owned subsidiaries and Joint Ventures abroad;
(v) extending loans including loans in Indian Rupees to Non-resident

Indians (NRIs) who are relatives as defined in Companies Act,
2013.

The Scheme cannot be made use for making remittances for any
prohibited or illegal activities such as margin trading, lottery, etc.
Requirements to be complied with by the remitter under LRS.
The resident individual seeking to make the remittances should furnish
an application cum declaration in the prescribed format to the
Authorised Dealer / full fledged money changer (FFMC) concerned
regarding the purpose of the remittances and declaration to the effect
that the funds belong to the remitter and will not be used for the
prohibited purposes referred to in Para 4 above. Resident individuals
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can also purchase foreign exchange from a full fledged money
changer (FFMC) for private/business visits. Foreign exchange thus
purchased from an FFMC should  also be reckoned within the overall
LRS limit USD 250,000 and declared accordingly in the
application-cum-declaration form submitted to the Authorise Dealer
Bank.

CS Executive Programme (Module I)

SHORT NOTES

2013 - June [1] {C} With reference to the relevant legal enactments, write
short notes on the following.

(v) Person of Indian origin (3 marks)
Answer :
Person of Indian Origin:
As per Foreign Direct Investment Policy, Person of Indian Origin (PIO),
means a citizen of any country  other than Bangladesh or Pakistan, if
(1) he has at any time has held on Indian Passport.
(2) he or either of his parents or any of his grandparents was a citizen of

India by virtue of the Constitution of India or the Citizenship Act, 1955 or
(3) the person is a spouse of an Indian citizen or a person referred to in sub-

clause (i) or (ii).

2013 - Dec [1] Write notes on the following:
(a) ‘Person’ and ‘authorised person’ under the Foreign Exchange

Management Act, 1999 (5 marks)
(b) ‘Cancellation of certificate’ under the Foreign Contribution (Regulation)

Act, 2010 (5 marks)
Answer:
(a) ‘Person’ includes:
 an individual,
 a Hindu undivided family,
 a company,
 a firm,
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 an association of persons or a body of individuals, whether
incorporated or not,

 every artificial juridical person, not falling within any of the preceding
sub-sections, and

 any agency, office or branch owned or controlled by such person.
[Section 2(u) of Foreign Exchange Management Act,1999]

‘Authorised person’ under the Foreign Exchange Management Act,1999
means an authorised dealer, money changer, offshore banking unit or
any other person for the time being authorised under sub-section (1) of
section 10 to deal in foreign exchange or foreign securities. [Section 2
(c)  of Foreign Exchange Management Act,1999]. FFMC - Full fledged
money changes are also included in this definitions.

(b) As per Section 14 of the Foreign Contribution Regulation Act, 2010,  the
Central Government may, if it is satisfied after making such inquiry as it
may deem fit, by an order, cancel the certificate if:
 the holder of the certificate has made a statement in, or in relation to,

the application for the grant of registration or renewal thereof, which
is incorrect or false; or

 the holder of the certificate has violated any of the terms and
conditions of the certificate or renewal thereof; or

 in the opinion of the Central Government, it is necessary in the public
interest to cancel the certificate; or

 the holder of certificate has violated any of the provisions of this Act
or rules or order made thereunder; or

 if the holder of the certificate has not been engaged in any reasonable
activity in its chosen field for the benefit of the society for two
consecutive years or has become defunct;

No order of cancellation of certificate under this section shall be made
unless the person concerned has been given a reasonable opportunity
of being heard. Any person whose certificate has been cancelled under
this section shall not be eligible for registration or grant of prior
permission for a period of three years from the date of cancellation of
such certificate.

DISTINGUISH BETWEEN
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2013 - June [3] (a) Distinguish between the following.
(ii) 'Depository receipt' and 'foreign currency convertible bond'.

(5 marks)
Answer :
Depository Receipt: Depository Receipt (DR) means a negotiable security
issued outside India by a Depository bank, on behalf of an Indian Company,
which represents the local rupee denominated equity shares of the company
held as deposit by a custodian bank in India.
 DRs listed and traded in the US markets are known as American

Depository Receipts (ADRs) and those listed and traded anywhere 
elsewhere are known as Global Depository Receipts (GDRs).

Foreign Currency Convertible Bonds.
 These are the bonds issued by an Indian company expressed in foreign

currency, the principal and interest of which are payable in foreign
currency.

 FCCBs are subscribed by non- resident entity in foreign currency and
convertible into ordinary shares of the issuing company in any manner,
either in whole or in part.

DESCRIPTIVE QUESTIONS

2013 - Dec [2A] (Or) (iv) State the persons who are prohibited from
accepting foreign contributions under the Foreign Contribution (Regulation)
Act, 2010. (3 marks)
Answer:
Prohibition on certain persons from accepting foreign contribution :
The following persons are prohibited from accepting foreign
contributions:
(a) Candidate for election;
(b) Correspondent, columnist, cartoonist, editor, owner, printer or publisher

of a registered newspaper;
(c) Judge, government servant or employee of any entity controlled or

owned by the government;
(d) Member of any Legislature;
(e) Political party or its office bearers;
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(f) Organisations of a political nature as may be specified;
(g) Associations or company engaged in the production or broadcast of

audio news or audiovisual news or current affairs programmes through
any electronic mode or form or any other mode of mass communication;

(h) Correspondent or columnist, cartoonist, editor, owner of the association
or company referred to in (g) above.

However, foreign contribution can be accepted by the above-mentioned
persons in the following specific situations :
(a) By way of remuneration for himself or for any group of persons working

under him;
(b) By way of payment in the ordinary course of business transacted in or

outside India or in the course of international trade or commerce;
(c) As agent of a foreign source in relation to any transaction made by such

foreign source with the Central or State Government;
(d) By way of gift or present as a member of any Indian delegation.

However, the gift or present should be accepted in accordance with the
rules made by the Central Government;

(e) From his relative;
(f) By way of any scholarship, stipend or any similar payments.
It is important to note that barring the above exceptions, there is blanket
prohibition on the above-mentioned persons from accepting foreign
contribution.

2013 - Dec [4] (a) Discuss the provisions of the Foreign Exchange
Management Act, 1999 relating to the export of goods and services without
declaration. (8 marks)
Answer:
Foreign Exchange Management (Export of goods and services) Regulations,
2015 provide for declarations with regard to goods and services being
exported (Regulation 3). Notwithstanding anything contained in Regulation 3,
export of goods or services may be made without furnishing the declaration
in the following cases, namely:
(a) trade samples of goods and publicity material supplied free of payment;
(b) personal effects of travellers, 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
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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 twenty five thousand rupees in value;
(e) by way of gift of goods accompanied by a declaration by the exporter

that they are not more than one lakh rupees in value;
(f) aircrafts or aircraft engines and spare parts for overhauling and/or

repairs abroad subject to their re-import 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 not exceeding U.S.$ 1000 or its equivalent in value per

transaction exported to Myanmar under the Barter Trade Agreement
between the Central Government and the Government of Myanmar;

(i) the following goods which are permitted by the Development
Commissioner of the Export Processing Zones or Free Trade Zones to
be re-exported, namely:
 imported goods found defective, for the purpose of their replacement

by the foreign suppliers/collaborators;
 goods imported from foreign suppliers/collaborators on loan basis;
 goods imported from foreign suppliers/collaborators free of cost,

found surplus after production operations.
(j) replacement goods exported free of charge in accordance with the

provisions of Exim Policy in force, for the time being.
2014 - June [1] (a) “FEMA is to facilitate external trade and payments and
promotion of orderly development and maintenance of foreign exchange
market in India.” Discuss in brief. (5 marks)
Answer:
Foreign Exchange Regulation Act, 1973 (FERA) was a relatively strict Act,
that had as its main objective as the control of all foreign exchange
movements to and from India. The Foreign Exchange Management Act,
1999, which has replaced FERA, is mainly intended to manage the flows of
foreign exchange and to encourage FDI in India.

Broadly, the objectives of FEMA are:
(i) To facilitate external trade and payments; and
(ii) To promote the orderly development and maintenance of foreign
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exchange market. The Act reserves an important role for the Reserve
Bank of India in the administration of FEMA. The rules, regulations
and norms pertaining to several sections of the Act are laid down by
the Reserve Bank of India, in consultation with the Central
Government. These help in maintaining the economy by ensuring a
steady movement of foreign exchange.

As the very name indicates, the Act is to ‘manage’ not to ‘regulate’; hence
FEMA, 1999 is a very investor friendly Act. FEMA was passed with the
objective of facilitating external trade and payments and for promoting the
orderly development and maintenance of foreign exchange market in India.
FEMA lays down that ‘everything other than what is expressly covered is not
controlled'.

2014 - June [2] (e) Write a brief note on ‘capital account transaction’.
(3 marks)

Answer:
Capital Account Transactions have been covered under Section 6 of the
Foreign Exchange Management Act, 1999. The section gives RBI the right
to set the limits for such transactions in consultation with the Central
Government. These are transactions of a long term nature, whether in
currency, securities or immovable property. Any such investments by way of
branch offices or places of business are also covered under this. Different
sets of rules have been provided for persons resident in India and for
persons resident outside India.

2014 - Dec [1] (d) Define ‘current account transaction’. (5 marks)
Answer:
Please refer 2007 - Dec [1] {C} (vi) on page no. 46

2014 - Dec [2] (d) Discuss the powers of the Central Government to prohibit
receipt of foreign contribution under the Foreign Contribution (Regulation)
Act, 2010. (3 marks)

Answer:
Powers of Central Government to prohibit receipt of foreign
contribution:
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Section 9 of the Foreign Contribution (Regulation) Act, 2010,deals with the
power of Central Government to prohibit receipt of foreign contribution in
certain cases. Accordingly, the Central Government has been empowered
to:
(a) bar any person or organisation not specifically included in section 3, from

accepting any foreign contribution;
(b) demand a previous approval or permission to be taken by any person or

class of persons, not specified in Section 6, before accepting any foreign
hospitality;

(c) ask any person or class of persons not specified in Section 11, to give
the following details regarding the foreign contribution:
(i) Quantum
(ii) Source, as to the person or class of person from whom received
(iii) Purpose
(iv) Manner of receiving the amount
(v) Manner of utilization of amount

(d) demand that any person or class of persons specified in Section 11(1)
to obtain prior permission of the Central Government when considering
the acceptance of any foreign contribution;

(e) require any person or class of persons, not specified in Section 6, to
furnish intimation, within such time and in such manner as may be
prescribed, as to the receipt of any foreign hospitality, the source from
which and the manner in which such hospitality was received.

However, the Central Government will only require any of the above
specifications when they have reason to believe that the transaction is likely
to affect prejudicially the sovereignty and integrity of India; or public interest;
or freedom or fairness of election to any Legislature; or friendly relations with
any foreign State; or harmony between religious, racial, social, linguistic or
regional groups, castes or communities.

2014 - Dec [3] (c) Discuss the methods of funding of foreign direct
investment (FDI) under the Foreign Exchange Management Act, 1999.

(5 marks)
Answer:
Methods of funding of FDI
Foreign Direct Investment (FDI) is a category of cross border investment
made by a resident of another economy (the direct investor) with the
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objective of establishing a lasting interest in an enterprise. The motivation of
the direct investor is a strategic long term relationship with the direct
investment enterprise to ensure a substantial degree of influence by the
direct investor in the management of the enterprise in which he has invested.
There are two modes of bringing in FDI into India
• Automatic Route: Under the Automatic Route, the foreign investor or

the Indian Company does not require any approval from the Reserve
Bank or Government of India for the investment.

• Government Route: Under the Government Route, the foreign investor
or the Indian Company should obtain prior approval of the Government
of India, Ministry of Finance, Foreign Investment Promotion Board (FIPB)
for the investment.

There are various modes of investment available under these two routes-
 New shares issued by the company, under normal route or as

ADRs/GDRs
 Acquiring shares by transfer of shares from a resident or non-resident
 Acquiring of shares by a non-resident through recognized stock

exchange, under FDI scheme
 Conversion of royalty income/ECB/lump sum fee into shares
 Issue of Rights shares or ESOP.

2015 - June [1] (b) Define ‘foreign contribution’ under the Foreign
Contribution (Regulation) Act, 2010. (5 marks)
Answer:
Foreign Contribution:
Foreign contribution, as defined under the Foreign Contribution
(Regulation) Act, 2010 means only:
• Donation
• Delivery
• Transfer

Made by any foreign source of:
Article (other than gift given to a person as a gift for his personal use) if the
market value in India, of such article, on the date of gift is not more than such
sum as may be specified from time to time by the Central Government. It can
be a gift of:
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! any currency, whether Indian or Foreign
! of any security as defined in clause (h) of Section 2 of the Securities

Contract (Regulation) Act, 1956 and includes any foreign security as
defined in Clause (o) of the Foreign Exchange Management Act, 1999.
[As per FCRA, 2010]

2015 - June [2] (d) What is meant by ‘person of Indian origin’? (3 marks)
Answer:
Please refer 2013 - June [1] (v) on page no. 8

2015 - June [2A] (Or) (v) What is meant by foreign currency convertible
bond (FCCB)? (3 marks)
Answer:
‘Foreign Currency Convertible Bond (FCCB) means a bond issued by an
Indian Company, which is denoted in a foreign currency, the principal and
interest of which are also payable in foreign currency. They are governed by
the Foreign Currency Convertible Bonds and Ordinary Shares (Through
Depository Receipt Mechanism) Scheme, 1993. They are issued to
non-resident entities against convertible foreign currency. These bonds are
later convertible into ordinary shares of the issuing company, either in whole
or in part.

2015 - Dec [1] (a) Define the term ‘authorised person’ under the Foreign
Exchange Management Act, 1999 and state the powers of the Reserve Bank
of India to issue directions to an ‘authorised person’. (5 marks)
Answer:
‘Authorized Person’ means an authorized dealer, money changer, offshore
banking unit or any other person for the time being authorized under
sub-section (a) of Section 10 of FEMA to deal in foreign exchange or foreign
securities.

As per Section 11 of the Foreign Exchange Management Act, the RBI
has power to issue directions to the authorised person regarding any
activities in relation to foreign exchange and securities, and to provide due
information when he has transacted in any manner in forex and foreign
securities. If these directions are not complied with, the RBI may levy a fine
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not exceeding ` 10,000/- and in the case of continuing contravention, an
additional penalty which may extend to ` 2,000 for every day during which
such contravention continues.

2015 - Dec [2] (b) Mention the activities/sectors in which Foreign Direct
Investment (FDI) is prohibited. (3 marks)
(c) Alex, a foreign diplomat desires to buy immovable property in India. Is

he permitted to do so? Give reasons in brief. (3 marks)
(e) How much foreign exchange is available to a person going abroad on

emigration? (3 marks)
Answer:
(b) FDI is prohibited in the following sectors:

• Atomic Energy
• Lottery Business including Government/private lottery, online

lotteries, etc.
• Gambling and Betting including casinos etc.
• Business of chit fund
• Nidhi company
• Trading in Transferable Development Rights (TDRs)
• Real Estate Business or Construction of Farm Houses
• Activities/sectors not opened to private sector investment.

(c) A Foreign Embassy/Diplomat/Consulate General may purchase/sell
immovable property in India other than agricultural land/farm
house/plantation property, provided they fulfill the following conditions:
(i) a clearance is obtained from the Government of India, Ministry of

External Affairs and
(ii) the consideration for acquisition of immovable property in India is

paid out of funds remitted from abroad through proper banking
channel, entailing the information being routed through the RBI
channels, as per FEMA.

Such a person shall not, however, repatriate outside India the sale
proceeds of any immovable property except with the prior permission of
the Reserve Bank of India.
Then too, in case the property is sold, by such a person resident outside
India, who is a citizen of India or a person of Indian origin, the authorized
dealer may allow repatriation of the sale proceeds outside India, on the
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following conditions:
(i) The immovable property was acquired by the seller as per the

provisions of Foreign Exchange Management (Acquisition and
Transfer of Immovable Property in India) Regulations, 2000.

(ii) No more than the amount originally paid for acquisition of the
immovable property in foreign exchange received through normal
banking channels or out of funds held in Foreign Currency
Non-Resident Account or the foreign currency equivalent can be
repatriated.

(iii) In the case of residential property, only the proceeds from the sale
of maximum two such properties can be repatriated. [Section 5A].

Hence, Alex can procure immovable property in India, but subject to the
above mentioned rules.

(e) Rule 5 as amended by the Foreign Exchange Management (Current
Account Transactions) Amendment Rules, 2015, provides a limit of US$
250,000 for emigration purposes. Another cap is provided by the amount
prescribed by the country of emigration. Whichever is higher of the two
is taken to be the cap.
A person going abroad on emigration can draw foreign exchange from
AD Category I bank and AD Category II up to the amount prescribed by
the country of emigration or USD 250,000. He can draw foreign
exchange up to USD 250,000 on self- declaration basis from an
Authorised Dealer in India. This amount is only to meet the incidental
expenses in the country of emigration. If requirement exceeds USD
250,000, the person is to obtain prior approval from the Reserve Bank
of India.

2015 - Dec [2A] (Or) (i) What are the classes of capital account transactions
of persons resident in India? (3 marks)

(iii) Which organisations/individuals are specifically prohibited from receiving
foreign contribution under the Foreign Contribution (Regulation) Act,
2010? (3 marks)

(iv) State the procedure for making an application for renewal of certificate
under the Foreign Contribution (Regulation) Act, 2010. (3 marks)

Answer:
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(i) The following classes of capital account transactions of a person
resident in India are recognized under FEMA :
 Investment by a person resident in India in foreign securities;
 foreign currency loans raised in India and abroad by a person

resident in India;
 transfer of immovable property outside India by a person

resident in India;
 guarantees issued by a person resident in India in favour of a

person resident outside India;
 export, import and holding of currency/currency notes;
 loans and overdrafts by a person resident in India from a person

resident outside India;
 maintenance of foreign currency accounts in India and outside

India by a person resident in India;
 taking out of insurance policy by a person resident in India from

an insurance company outside  India;
 loans and overdrafts by a person resident in India to a person

resident outside India;
 remittance outside India of capital assets of a person resident

in India;
 sale and purchase of foreign exchange derivatives in India and

abroad and commodity derivatives abroad by a person resident
in India.

(iii) The following persons are expressly prohibited from accepting
foreign contribution as per the Foreign Contribution (Regulation)
Act, 2010:

(a) candidate for election;
(b) correspondent, columnist, cartoonist, editor, owner, printer or

publisher of a registered newspaper;

(c) judge, government servant or employee of any entity
(corporation, semi-government setups etc.) controlled or owned
by the Government;

(d) member of any Legislature;
(e) political party or its office bearers;
(f) organizations of a political nature as may be specified;
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(g) associations or companies engaged in the production or
broadcast of audio news/audiovisual news/current affairs
programmes through electronic or any other mode of mass
communication;

(h) correspondent or columnist, cartoonist, editor, owner of the
association or company referred to in the above point.
[Section 3]

(iv) Every person operating under a certificate under section 12 of the
Foreign Contribution (Regulation) Act, 2010 shall have such certificate
renewed within six months before the expiry of the period of the
certificate [Section 16]. For this, the person needs to apply to the
Central Government in such form and manner and accompanied by
such fee as may be prescribed. The Central Government shall renew
the certificate, subject to such terms and conditions as it may deem fit
and grant a certificate of renewal for a period of five years. This is
normally done within ninety days from the date of receipt of application
for renewal of certificate. In case the Central Government does not
renew the certificate within the said period of ninety days, it shall
communicate the reasons therefor to the applicant, upon which, if
there are any corrections that the government desires, he shall make
them and resubmit. If, however, the person in question has violated
certain provisions of this Act, or the rules pertaining to it, the Central
Government may refuse to renew the certificate.

2016 - June [1] (c) Which organisations/individuals are specifically prohibited
from receiving foreign contribution under the Foreign Contribution
(Regulation) Act, 2010? (5 marks)

PRACTICAL QUESTIONS

2013 - June [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Zenith Ltd., a foreign company is interested in purchasing its shares
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issued to some of its employees, who are residents in India, under the
ESOP scheme.

(ii) A Malaysian diplomat entered into an agreement with a real estate
company in India to purchase non-agricultural land near New Delhi to
establish a laboratory.

(iii) ABC Ltd., a company incorporated in India, is eligible to issue shares
to persons resident outside India under the FDI policy and intends to
retain the share subscription amount in a foreign currency account.

(iv) Dr. Sukant, who is permanently resident in India, retains foreign
currency notes of US $ 5,000 which he had acquired during his visit to
USA by way of expert medical advice rendered to patients there.

(v) Jay, a person resident in India, desires to take a life insurance policy
from a foreign insurance company, the yearly premium of which is US
$ 25,000. (1 mark each)

(b) Ashok, a director of a public limited company, was on a business trip to
USA. Suddenly, he developed chest pain there and was provided
medical treatment in a hospital, the funds for which were provided by
one John, a US national, who happened to be his friend. Did Ashok
violate the provisions of the Foreign Contribution (Regulation) Act, 2010?
Give reasons. (5 marks)

Answer :
(a) (i) Foreign companies are permitted to repurchase the shares issued

to residents in India under any ESOP Scheme provided that:
(1) the shares were issued in accordance with the Rules/

Regulations framed under Foreign Management Act, 1999;
(2) the shares are being repurchased in terms of the initial offer

document and;
(3) an annual return is submitted through the authorised dealer /

bank, giving details of remittances / beneficiaries etc.
Thus, Zenith Limited can purchase its shares from its employees,
provided it complies with the above requirements.

(ii)  As per Regulation 5A of the Foreign Exchange Management
(Acquisition and Transfer of Immovable Property in India)
Regulations 2000, a Foreign Embassy / Diplomat / Consulate
General, may purchase or sell immovable property (other than
agricultural land / plantation property / farm house) in India



3.22 # Solved Scanner CSEP M - I Paper 3 (New Syllabus)

provided that -
(1) Clearance from the Government of India, Ministry of

External Affairs is obtained for such purchase / sale, and
(2) The consideration for acquisition of immovable property in

India is paid out of the funds remitted from abroad through
the normal banking channels.

So, a Malaysian diplomat can enter into an agreement with a
real estate company in India to purchase non-agricultural land
near New Delhi to establish a laboratory.

(iii)  Yes, ABC Limited can retain the share subscription amount in
Foreign Currency Account with prior approval of the Reserve
Bank.

 According to the provision, Indian companies which are eligible
to issue shares to persons resident outside India under the FDI
Scheme will be allowed to retain the share subscription amount
in a Foreign Currency Account for bonafide business purpose
only with the prior approval of the Reserve Bank.

(iv)  Regulation 3 of Foreign Exchange Management ( Possession
and Retention of Foreign Currency) Regulations 2000
prescribes retention by a person resident in India of foreign
currency notes, bank notes and foreign currency travelers’
cheques not exceeding US$ 2000 or its equivalent in aggregate.

 Thus, Dr. Sukant can not retain foreign currency notes of US $
5,000.

(v) According to the provisions of Foreign Exchange Management
(Permissible Capital Account Transaction) (Amendment) Regulation,
2007, Jay, a person resident in India, can take a Life Insurance
Policy from a foreign insurance company with a yearly premium of
US$ 25,000.

(b)  Provisions of Foreign Contribution (Regulation) Act, 2010 prohibits
acceptance of foreign hospitality by certain persons except with the
prior permission of Central Government.

 Accordingly no member of legislature, office bearer of a political
party, Judge, government servant or employee of a corporation shall
while visiting any country or territory outside India accepts without
the prior permission of the Central Government, any foreign
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hospitality.
 However it shall not be necessary to obtain any such prior

permission for an emergent medical aid needed on account of
sudden illness contracted during the visit outside India.

 The person receiving such medical aid is required to give, within one
month from the date of receipt of such hospitality, an intimation to
the Central Government as to the receipt of such hospitality and the
source from which and the manner in which such hospitality was
received by him.

 Thus Ashok did not violate the Foreign Contribution (Regulation)
Act, 2010.

2014 - June [3] (b) Yogesh, a person resident in India, is desirous of taking
a life insurance policy from a foreign insurance company, the yearly premium
of which is US $ 25,000.
Mention the provisions of the Foreign Exchange Management Act, 1999 and
the FEMA Regulations, 2000 in this regard.  (5 marks)
Answer:
As per the Foreign Exchange Management (Permissible Capital Account
Transactions) Regulations, 2000, a person may take the prior approval of the
Central Government before undertaking any transaction that comes under
Schedule II of the Foreign Exchange Management (Current Account
Transactions) Amendment Rules, 2015. If, however, the investment comes
out of previous deposits in the Resident Foreign Currency Account of the
person, he does not need to comply with this condition.
In this case, vide Circular no. 76, dated 24/02/2004 issued by the RBI, a
person may take an insurance policy from a foreign company, the amount of
premium being US $25000.

CS Executive Programme (Module II)

SHORT NOTES

2010 - Dec [1] {C} With reference to the relevant legal enactments, write
short notes on the following :
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(ii) Declarations for export of goods and services (3 marks)
Answer :
The provisions of the Foreign Exchange Management Act, 1999 relating to
export of goods and services are as follows :-
— According to the provisions of Section 7 of FEMA, 1999 every exporter

is required to furnish to RBI or any other authority as prescribed :-
! True and correct particulars
! Particulars should include details of amount

 Section 7(2) provides that the RBI may, for the purpose of ensuring
that full export value or determined value, is received without delay,
direct the exporter to comply with such requirement as it feels
necessary to be followed.

 Section 7(3) calls upon the exporter to furnish declaration containing
true and correct particulars relating to services.

 Section 8 requires the exporter of goods and services to take all
reasonable steps to realise and repatriate the foreign exchange due
or accrued into India.

2012 - June [1] {C} With reference to the relevant legal enactments, write
short notes on the following:
(vii) Current account transactions. (3 marks)
Answer :
Please refer 2007 - Dec [1] {C} (vi) on page no. 46

2012 - Dec [1] {C} With reference to the relevant legal enactments, write
short notes on the following:
(vi) Depository receipt (3 marks)
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Answer:
Depository Receipts
! Depository receipt means a negotiable security issued outside India by

a Depository bank, on behalf of an Indian company, which represents
the rupee denominated equity shares of the company held as deposit by
custodian bank in India.

! Depository receipts are of two types
 American Depository Receipts (ADRs)
 Global Depository Receipts (GDRs)

! Those depository receipts which are listed & traded in the US markets
are known as American Depository Receipts.

! Those depository receipts which are listed & traded anywhere else
globally are known  as Global Depository Receipts.

DISTINGUISH BETWEEN

2008 - Dec [3] (a) Distinguish between of the following :
(iii) 'Current account transactions' and  'capital account transactions' .

(5 marks)
Answer :
Current account transaction has been defined under Section 2(j) of the
Foreign Exchange Management Act, 1999 to mean a transaction other than
a capital account transaction and includes :-
 Payments due in connection with foreign trade, other current business,

services and short term banking and credit facilities in the ordinary
course of business.

 Payments due as interest on loan and as net income from investments
 Remittances for living expenses of parents, spouse and children residing

abroad.
 Expenses in connection with foreign travel, education and medical care

of parents, spouse and children.
According  to Section 2 (e) of the Foreign Exchange Management Act, 1999
‘capital account transaction’ means any transaction which alters the asset or
liabilities including contingent liabilities outside India of persons resident in
India and includes the transactions specified in section 6 (3) of the FEMA
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 Subject to certain conditions, Section 6 of the Act allows capital account
transactions. Reserve Bank is empowered to specify any class or
classes of capital account transactions permissible and also prescribe
its limit. This power of Reserve Bank is exercised in consultation with
Central Government.

 Foreign Exchange Management (Permissible Capital Account
Transactions) Regulations specifies the capital account transactions.

2010 - Dec [3] (a) Distinguish between the following :
(i) ‘Foreign exchange’ and ‘foreign security’. (5 marks)

(iii) ‘Automatic route’ and ‘approval route’ under the FDI policy.
(5 marks)

Answer :
(i) Foreign exchange : Clause (n) of Section 2 of the Foreign Exchange

Management Act, 1999 defines the term ‘foreign exchange’ as to
mean foreign currency and includes deposits, credits, balance payable
in foreign currency drafts, travellers cheques, letters of credits, bills of
exchange drawn in Indian currency but payable in any foreign currency
and drafts, travellers cheques, letters of credit or bills of exchange
drawn by banks, institutions or persons outside India but payable in
Indian currency have also been included in the definition of foreign
exchange.
Foreign security : In terms of clause (o) of Section 2 of the Foreign
Exchange Management Act, 1999, foreign security has been defined
as to mean any security in the form of shares, stocks, bonds,
debentures or any other instrument denominated or expressed in
foreign currency and includes securities expressed in foreign currency,
but where redemption or any form of return such as interest or
dividend is payable in Indian currency.

(iii) ‘Automatic route’ and ‘approval route’ under the FDI policy
Basis Automatic Route Approval Route
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 Meaning As the name suggests under
automatic route come those
cases wherein the foreign
investment does not call for
obtaining any permission /
approval from Government of
India.

Approval route on the other
hand takes into account
those cases wherein
consent of FIPB i.e.
F o r e i g n  I n ve s t m e n t
Promotion Board is to be
taken.

Example Foreign investment in case of
mining and exploration

Areas of Defence

2011 - Dec [3] (a) Distinguish between the following:
(iv) ‘Appellate tribunal’ and ‘court’. (5 marks)

Answer :
Appellate Tribunal:
 It is constituted under a special enactment
 Members of Appellate Tribunal are both judicial & technical
 Procedures followed by it are enshrined in the enactment itself
 Appellate Tribunal is an adjudicating body
 It discharges judicial functions
Court:
 Members of the court are judicial
 Courts follow the procedures prescribed under the Civil Procedure Code
 Courts are constituted by the State and are vested with judicial functions

like that of Appellate Tribunal.

2012 - June [3] (a) Distinguish between the following:
(i) ‘Political party’ and ‘an organisation of political nature’. (5 marks)

Answer :
Political Party
‘Political party’ means—

(i) an association or body of individual citizens of India—
(a) Registered with the Election Commission of India as a political

party under section 29A of Representation of People Act, 1951 or
(b) Which has set up candidates for election to any legislature, but is

not so registered or deemed to be registered under the Election
Symbols. (Reservation and Allotment) Order, 1968;

(ii) A political party mentioned in column 2 of Table 1 and Table 2 to the
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notification of the Election Commission of India No. 56/J&K/02.
An organisation of political nature
Organisation of political nature not being a political party refers to such
organisation as the Central Government may specify by order in the Official
Gazette, having regards to:
 The activities of the organisation
 Ideology propagated by the organisation
 Programme of the organisation.
 Association of the organisation with the activities of any political party.

The Central Government may, frame the guidelines specifying the ground or
grounds on which an organisation shall be specified as an organisation of an
political nature.

DESCRIPTIVE QUESTIONS

2008 - Dec [4] (b) Mention the provisions of the Foreign Contribution
(Regulation) Act, 2010 in respect of exemptions from accepting foreign
contributions. (5 marks)
Answer:
Section 4 provides that nothing contained in Section 3 shall apply to the
acceptance, by any person specified in that section, of any foreign
contribution where such contribution is accepted by him, subject to the
provision of Section 10;
(a) by way of
 salary
 wages
 other remuneration,

from any foreign source or by way of payment in the ordinary course
of business transacted in India by such foreign source; or

(b) payment for international trade & commerce or in ordinary course of
business transacted by him outside India.

(c) amount received by way of gift or presentation made to him as a
member of any Indian delegations if such gift or present was accepted
in accordance with the rules made by the Central Government in regard
to the acceptance or retention of such gift or presentation.
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(d) amount received from his relative.
(e) amount received in ordinary course of business through —
 any official channel
 post office
 any authorised person.

(f) by way of any scholarship, stipend or, any payment of like nature.

2010 - Dec [5] (b) What are the exemptions to the prohibition of acceptance
of foreign contribution under the Foreign Contribution (Regulation) Act,
2010? (5 marks)
Answer :
Please refer 2008 - Dec [4] (b) on page no. 28

2011 - June [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following :

(i) Karan, a person resident in India, borrows US $ 20,000 from his friend
resident outside India.

(ii) Rakesh, a person resident in India, is interested in extending an
invitation to George, a person resident outside India, to stay as his
guest while on a visit to India.

(iii) A person, resident outside India, is interested to repatriate outside
India the sale proceeds of an immovable property held in India.

(iv) A person, resident in India, wants to acquire immovable property
outside India by way of gift from a person who is resident outside
India.

(v) A foreign investor is interested to invest in an Indian company which
is a small scale industrial unit. (1 mark each)

Answer :
(i) Yes, in this case Karan can borrow US $ 20,000 from his friend

resident outside India subject to the compliance of provisions of
Foreign Exchange Management Act, 1999 and Foreign Exchange
Management (Capital Account Transaction) (Amendment)Regulations,
2015,as it is within the limit of US $2,50,000 allowed under the Rules.

(ii) There is no prohibition under the Act, for making any payment in
rupees towards meeting expenses on account of boarding, lodging
and service related thereto or travel to and from and within India of a
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person resident outside India who is on a visit to India.
So in the given case, Rakesh can invite George to stay as his guest on
a visit to India and to expend on his boarding, lodging etc.

(iii) Yes, according to the provision of Foreign Exchange Management Act,
1999 and Foreign Exchange Management (Acquisition and transfer of
immovable property in India) Regulations, 2015, a person resident
outside India can repatriate outside India the sale proceeds of an
immovable property held in India.

(iv) A person resident in India may acquire immovable property outside
India by way of gift or inheritance from a person who was resident out
side India, in terms of Sec. 6(4) of FEMA acquired by a person
resident in India on or before July 8, 1947 and continued to be held by
him with the permission of RBI.

(v) Yes the foreign investor can invest in an Indian company which is a
small scale industrial unit. But foreign direct investment policy &
sectoral cap besides re-entry route & other regulations need to be
complied with.

2012 - Dec [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Rajiv, a person resident in India, wishes to acquire foreign securities
as qualification shares issued by a company incorporated outside India
for holding the position of a director in the company.

(ii) Shyam, a non-resident Indian working in the USA intends to sell his
ancestral house in India to a person resident in India.

(iii) Ashok, a person resident in India, has been offered bonus shares of
the value of US $20,000 by a company incorporated outside India.

(iv) Indel Manufacturing Inc., a company incorporated outside India,
engaged in software development, intends to open its branch in a
special economic zone (SEZ) in India.

(v) An Indian company intends to make direct investment in a joint venture
outside India. (1 mark each)

Answer:
(i) As per the provisions of the Act, Rajiv can acquire the foreign

securities as qualification shares issued by a company incorporated
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outside India for holding the position of a director in the company,
provided the value of the said securities is within the limits prescribed
under the LRS (Liberalized Remittance Scheme), which allows
remittances by a resident individual upto USD 2,50,000 per financial
year for permitted capital or current account transaction.

(ii) Foreign Exchange Management Regulations, 2000 permit an Indian
resident outside India to transfer any immovable property in India to a
person resident in India. Thus Shyam can sell his ancestral house in
India to a person resident in India.

(iii) As per the provisions of the Regulations, a person can acquire bonus
shares on foreign securities held in accordance with the provisions of
the Act made there under. Thus, he can acquire bonus shares of value
of US$ 20,000 by a company incorporated outside India.

(iv) RBI has given a general permission to foreign companies for
establishing branch/ unit in SEZ. Thus the Indel Manufacturing Inc can
open its branch in SEZ.

(v) An Indian party has been permitted to make investment in overseas
JV/ Wholly Owned Subsidiaries, not exceeding 400% of the net worth.
Thus, it can make direct investment in a joint venture outside India.

2012 - Dec [5] (c) Discuss the powers of the Central Government to prohibit
receipt of foreign contribution under the Foreign Contribution (Regulation)
Act, 2010. (5 marks)
Answer:
Please refer 2007 - June [5] (ii) on page no. 43

PRACTICAL QUESTIONS

2008 - Dec [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following :

(i) Indotech Ltd. desires to make payments of commission on exports
made towards equity investment in its joint venture company abroad.

(ii) Rupa intends to take an insurance policy in her name from an
insurance company abroad involving payment of premium amounting
to US$20,000.



3.32 # Solved Scanner CSEP M - I Paper 3 (New Syllabus)

(iii) A non-resident shareholder has applied for the issue of additional
shares over and above his entitlement of rights shares in an Indian
company.

(iv) Girish intends to transfer his shareholding in rupee equivalent to
US$20,000. as gift to his son who is a resident outside India.

(v) Microtech Ltd., a software exporter company, desires to receive 25%
of the value of its exports in the form of shares in an overseas
software company without entering into joint venture agreement.

(1 mark each)
Answer :

(i) No, Indotech Ltd. is not permitted to make payments of commission on
exports made towards equity investment in its joint venture company
abroad since Schedule I of FEMA (Current Account Transaction)
Amendment Rules, 2015 forbids the same.

(ii) Yes, Rupa can very well take an insurance policy in her name from the
foreign insurance company which involves premium of US$ 20,000 as
the same is permitted to the extent of US$ 2,00,000 by virtue of
Schedule I of Foreign Exchange Management (Capital Account
Transaction) (Amendment)Regulations 2007.
Premium for the same has to be paid from external  foreign currency
resources or an RFC account. Plus, it can only be a non-life insurance,
that too, after Government Permission.

(iii) Yes, the shareholder can apply for the issue of additional shares over
and above his entitlement to rights shares in Indian company even if
he is non resident but it should be taken into notice that price charged
from non-resident should not be less than that charged from resident
shareholder.

(iv) Yes, Girish may transfer his shareholding, as the same is less than
USD 2,50,000, as a maximum of USD 2,50,000 worth of security can
be transferred  as gift in a year. Also, RBI's consent is a prerequisite.

(v) Yes, Microtech Ltd. Can receive 25% of the value of exports in the
form of shares in an overseas software company without entering into
joint venture agreement as it is a software exporting company.

2009 - June [5] (c) With reference to the relevant provisions of the Foreign
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Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following :

(i) ABC Ltd., a company listed on the National Stock Exchange Ltd., is
interested in investing in a company in the USA.

(ii) Ram, an NRI resident in Nepal, is interested to invest in shares and
convertible debentures of an Indian company.

(iii) A foreign investor wants to invest in an Indian company which is a
small scale industrial unit.

(iv) Brown, a UK citizen, is interested to make investment in the form of
foreign direct investment (FDI) in retail trading business.

(v) XYZ Ltd., a company listed on the Bombay Stock Exchange Ltd.,
wants to issue shares under the Employees Stock Option Scheme
(ESOS) to the employees of its joint venture abroad. (1 mark each)

Answer :
(i) Listed Indian Companies are permitted to invest up to 50 per cent of

their net worth as on the date of the last audited balance sheet in (i)
shares, and (ii) bonds/ fixed income securities, rated not below
investment grade by accredited/ registered credit rating agencies,
issued by listed overseas companies.
In the light of the above provision, ABC Ltd. can invest in a company
in the USA.

(ii) Yes, Ram can invest in shares and convertible debentures of an Indian
company provided he made the investment by means of inward
remittance via -
! Normal banking or
! NRE/FCNR account
Thus, Ram, even being an NRI residing in Nepal and Bhutan, can
make the desired investment.

(iii) Yes, the foreign investor can invest in an Indian company which is a
small scale industrial unit, subject to the compliance of the maximum
limit of 24% of paid up capital of the Indian company as is required by
virtue of FDI policy.

(iv) No, Mr. Brown being a UK citizen shall not be allowed to make
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investment in form of FDI in retail trading business since the same is
prohibited as per the foreign policy.

(v) Subject to compliance with regulation issued by SEBI Act 1992, an
Indian company may issue shares to:
! its own employees or
! employees of joint venture or
! employees of Wholly Owned Subsidiary (WOS) abroad, who are

resident outside India.
 Face value of shares allotted should not exceed 5% of paid up

capital of the issuing company.
 A report containing details about number and name along with

certificate of Company Secretary is required to be filed within 30
days from issue to Reserve Bank.

2009 - Dec [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following :

(i) Naresh, an Indian citizen, is interested in sending ` 10,000 to his sister
residing in USA as birthday gift.

(ii) A person resident outside India desires to contribute ` 10 lakh as
capital in a firm engaged in software business in India.

(iii) An Indian company intends to open a foreign currency account in India
as well as outside India.

(iv) A company incorporated in USA desires to establish its manufacturing
unit in special economic zone in India.

(v) Dinesh, an Indian citizen, wants to use his international debit card for
withdrawal of cash during his visit abroad. (1 mark each)

Answer :
(i) Rule 5 of Foreign Exchange Management (Current Account

Transactions) Amendment Rules, 2015 requires prior approval of the
Reserve Bank for gift remittances exceeding US$ 2,50,000 per
remitter/donor per annum.

(ii) Foreign Exchange Management (Investment in Firm or Proprietary
Concern in India) Regulation, 2000 requires prior approval of Reserve
Bank for investment by way of contribution to capital in firm engaged
in software business.
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(iii) In terms of Foreign Exchange Management (Capital Account
Transaction) (Amendment) Regulations, 2007 an Indian company can
open a foreign currency account in India as well as outside India.

(iv) Generally, a person resident outside India has been prohibited from
establishing in India, without prior approval of the Reserve Bank, a
branch or liaison office or any other place of business by whatever
name called. However, a company incorporated outside India has
been allowed to establish a manufacturing unit in Special Economic
Zones in India, subject to condition that:
! such units are functioning in those sectors where 100% FDI is

permitted;
! such units comply with the Companies Act, 2013 dealing with

companies incorporated outside India (Section 379 to 383);
! such units function on a stand-alone basis;
! in the event of winding-up of business and for remittance of

winding-up proceeds, the branch shall approach an Authorised
Dealer in Foreign Exchange.
In the light of the above legal position, a company incorporated in

USA can establish its manufacturing unit in special economic zones in
India.

(v) Dinesh who is an Indian citizen can use his international debit card for
withdrawal of cash during his visit abroad, subject to limit as prescribed
by virtue of Rule 7 of Foreign Exchange Management (Current
Account Transaction) Amendment Rules, 2015.

2010 - June [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) An Indian company engaged in financial sector is interested in making
investment in banking business abroad.

(ii) An Indian resident wants to purchase foreign securities by making
remittances from his resident foreign currency (RFC) account.

(iii) A Bangladeshi millionaire is interested to invest in India subject to FDI
policy of the Government of India.

(iv) An Indian public limited company wants to issue bonus shares to an
existing non-resident shareholder.
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(v) An Indian citizen resident outside India is interested in acquiring a
house in Chennai and a farm house on the outskirts of Delhi.

(1 mark each)
Answer :

(i) Regulation 7 of FEM (Transfer or Issue of any foreign security)
(Amendment) Regulations, 2004:
They will have to fulfil these conditions:
1. Net profit in preceding 3 Financial years, from financial services.
2. Regd. with regulatory authority in India.
3. Approval from regulatory authorities in India and abroad.
4. Fulfil prudential norms.

(ii) Yes, the Indian resident can make use of the RFC i.e. Resident
Foreign Currency Account to purchase foreign securities since there
exist no restrictions in making such remittances from RFC Account.

(iii) As per the FDI Policy, 2015 a Bangladeshi citizen can invest in India
through the approval route.

(iv) There is no prohibition to issue bonus shares to existing non-residents
as per Foreign Exchange Management Act and regulations made
thereunder, provided compliance with sectoral ceiling limit or sectoral
cap is made and SEBI regulations duly followed.

(v) Though there is no restriction on Indian citizen resident outside India
to acquire house in Chennai but there is a prohibition to acquire farm
house.

As per the Foreign Exchange Management (Acquisition and
Transfer of Immovable Property in India) Regulations, 2000, a person
of Indian origin resident outside India may acquire any immovable
property other than agricultural land/farm house/plantation property in
India.

2010 - Dec [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Shyam, an Indian businessman, is interested in remitting US $ 8,000
for purchase of trade mark/franchise in India.

(ii) Suresh, a person resident in India, desires to take a life insurance
policy from a foreign insurance company, the yearly premium of which
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is US $ 25,000.
(iii) Desire Ltd., a company incorporated outside India, wants to buy

shares up to 10% of paid-up capital of an Indian company engaged in
infrastructure development.

(iv) Aadarsh Ltd., an Indian company, wants to issue FCCBs for the
purpose of investing in the stock market.

(v) An Indian company engaged in software business intends to adjust the
value of its exports towards the value of imported items.

(1 mark each)
Answer :

(i) Yes, Shyam is permitted to remit US $ 8,000 for purchase of trade
mark/franchisee.
Please refer 2007 - June [4] (a) (iv) on page. no. 50

(ii) Yes, Suresh can take a life insurance policy from foreign insurance
company, the yearly premium of which is US $ 25,000, since that is
the upper limit of such a transaction.
Please refer 2008 - Dec [4] (a) (ii) on page no. 32

(iii)  Subject to compliance of specified conditions, 100% FDI is
permitted in case of infrastructure development companies.

(iv) No, Adarsh Ltd., which is an Indian company cannot issue FCCBs for
the purpose of investing the same in the stock market.
 Please refer 2007 - Dec [4] (a) (ii) on page no. 51
 Investing the funds in the stock market is restricted.

(v)  Indian company engaged in software business can adjust the value
of its exports towards the value of imported items.

 The Indian company shall be required to obtain prior permission of
RBI.

2011 - Dec [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Ram, a person resident in India, intends to invest ` 25,000 in foreign
securities in a calendar year.

(ii) Infotech Ltd., an Indian company owning a micro/small enterprise,
intends to issue shares against foreign direct investment.

(iii) Shyam, an Indian resident, wishes to acquire qualification shares for
becoming a director of a company outside India and the consideration
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is US $ 30,000.
(iv) Naresh, an Indian citizen, enters into an agreement for the lease of

machinery to a foreign party and intends to ship the machinery abroad.
(v) Mohan, an Indian citizen resident outside India, intends to acquire

immovable property in India. (1 mark each)
Answer :

(i)  In the above case, Ram, a person resident in India, intends to
invest ` 25,000 in foreign securities in a calendar year

 As per the provisions of the Act, investment in foreign securities is
a capital account transaction specified in Schedule I.

 For capital account transactions specified in Schedule I a resident
individual may draw from an authorised person, not exceeding US
$ 2,50,000 per financial year.

 Thus Ram can invest ` 25,000 in foreign securities in a calendar
year.

(ii)  As per the provisions of the Foreign Exchange Management Act,
1999 and the rules and regulations made thereunder, an Indian
company owning a micro/small enterprise, can issue capital
against foreign direct investment subject to compliance with FDI
policy issued by Government.

 Thus in the above case, Infotech Ltd. an Indian company owning
a micro/ small enterprise, can issue shares against foreign direct
investment.

(iii)  A person residing in India can acquire foreign securities as
qualification shares for becoming a director of a company provided:

 They do not exceed the (LRS) (Liberalised Remittance Scheme)
limit, i.e. $ 2,50,000.

 If the above conditions are not fulfilled then prior approval of RBI
is required.

 Thus in the above case, Shyam can acquire qualification shares
with prior approval of RBI.

(iv)  Prior approval of RBI is required in these circumstances.
 Thus in this case, Naresh can enter the above agreement with the

prior approval of RBI.
(v)  In the above case Mohan, an Indian citizen resident outside India,
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intends to acquire immovable property in India
 As per the provisions of the Act, an Indian citizen resident outside

India can acquire immovable property in India other than
agricultural or plantation property or farm house.

 Thus, Mohan can acquire immovable property other than
agricultural or plantation property or farm house.

2012 - June [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Anand desires to donate US $ 10,000 to Rotary International, an NGO
in Chicago, USA.

(ii) Atul Ltd., an Indian company intends to export its software of the value
of ` 15,000.

(iii) Suresh desires to pay US $10,000 through international credit card
being the remittance out of lottery earnings.

(v) Aadarsh Education Society, engaged in education sector, intends to
make investment in the education sector in a joint venture in USA.

(1 mark each)
Answer :

(i) As per the provisions of Foreign Exchange Management (Current
Account Transactions) Amendment Rules, 2015, any resident
individual, if he so desires, may remit the entire limit of USD 2,50,000
in one financial year under LRS as gift to a person residing outside
India or as donation to a charitable/educational/ religious/ cultural
organization outside India. Remittances exceeding the limit will require
prior permission from the Reserve Bank. Under the Liberalised
Remittance Scheme, all resident individuals, including minors, are
allowed to freely remit up to USD 2,50,000 per financial year (April –
March) for any permissible current or capital account transaction or a
combination of both.Hence Anand can donate US $ 10,000 to the
Rotary.

(ii) In the present case, Atul Ltd. an Indian Company can export its
software. It is allowed under Foreign Trade Policy 2015-2020.

(iii) Suresh cannot remit the amount of US $ 10,000 because as per the
FEMA Rules, 2000, drawal of foreign exchange for the purposes of
remittances out of lottery earnings is prohibited. In terms of Section 5
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of the FEMA, persons resident in India are free to buy or sell foreign
exchange for any current account transaction except for those
transactions for which drawal of foreign exchange has been prohibited
by Central Government, such as remittance out of lottery winnings,
remittance of income from racing/riding, etc., or any other hobby,
remittance for purchase of lottery tickets, banned / proscribed
magazines, football pools, sweepstakes, etc., payment of commission
on exports made towards equity investment in Joint Ventures/ Wholly
Owned Subsidiaries abroad of Indian companies, remittance of
dividend by any company to which the requirement of dividend
balancing is applicable, payment of commission on exports under
Rupee State Credit Route, except commission up to 10% of invoice
value of exports of tea and tobacco and payment related to “call back
services” of telephones. Foreign Exchange Management (Current
Account Transactions) Amendment Rules, 2015.

(v) Prior approval of RBI & eligibility criteria as prescribed is required
before making investment in the education sector in a Joint Venture or
wholly owned subsidiary outside India.

CS Inter Gr. II

SHORT NOTES

2006 - Dec [1] {C} With reference to the relevant legal enactments, write
short notes on the following :
(vi) Restrictions on acceptance of foreign hospitality. (3 marks)

Answer :
Section 6 of the Foreign Contribution (Regulation) Act, 2010 prohibits
acceptance of foreign hospitality by certain persons while visiting any country
or territory outside India except with the prior permission of Central
Government.
• These persons include
 Members of legislature
 Office bearers of political party
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 Judges
 Government servants
 Employees of any corporation or any body owned or controlled by

the government.
• Such prior permission need not be obtained in case of emergent medical

aid due to illness during foreign visit. However intimation of the source
and manner of receipt of hospitality has to be made within one month to
the Central Government.

2007 - June [1] {C} With reference to the relevant legal enactments, write
short notes on the following :

(ii) Foreign security. (3 marks)
Answer :
According to Section 2 (o) of the Foreign Exchange Management Act, 1999,
foreign security means security, in the form of shares stocks, bonds,
debenture or any other instrument denominated or expressed in foreign
currency and includes securities expressed in foreign currency but where
redemption or any form of return such as interest or dividend is payable in
Indian currency.
 Issue on transfer of foreign security is regarded as capital account

transaction.
 In this regard, Reserve Bank of India has made Foreign Exchange

Management (Transfer or Issue of any foreign Security) Regulations,
2000.

2008  - June [1] {C} With reference to the relevant legal enactments, write
short notes on of the following :
(iv) Project exports (3 marks)

Answer :
! Regulation 18, FEMA, (Export of Goods and Services) (Amendment)

Regulations, 2015 contains the provisions relating to project exports.
! A proposal of export agreement needs to be sent to the Working Group

or Authorised dealer or Exim Bank for their consent by exporters in case
export of goods or services is made on deferred payment system.

! The consent is given by them only when the terms and conditions of the
project are in consonance with them.

! Where an export is purposed to be made on deferred payment basis or
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for a turnkey project, or for civil construction, the proposer/exporter shall
submit the proposal for prior approval.

DISTINGUISH BETWEEN

2007 - Dec [3] (a) Distinguish between the following :
(ii) ‘Foreign contribution’ and ‘foreign hospitality’.  (5 marks)

Answer :
Foreign Contribution
Foreign contribution, as defined under the Foreign Contribution (Regulation)
Act, 2010 means only
• Donation
• Delivery
• Transfer
made by any foreign source of
 article (other than gift given to a person as a gift for his personal use) if

the market value in India, of such article, on the date of gift is not more
than such sum as may be specified from time to time by Central
Government.

 any currency, whether Indian or foreign
 any security as defined in clause (h) of section 2 of the Securities

Contract (Regulation) Act, 1956 and includes any foreign security as
defined in clause (o) of the Foreign Exchange Management Act, 1999.

Foreign hospitality
Foreign hospitality means any offer, not being a purely casual one, made in
cash or kind by foreign source for providing a person with:

• Cost of travel to any foreign country and territory
• Free boarding, lodging, transport or medical treatment.

[As per FCRA, 2010]

2008  - June [3] (a) Distinguish between of the following :
(ii) ‘Political party’ and ‘an organisation of political nature’ under the

Foreign Contribution (Regulation) Act, 2010. (4 marks)
Answer :
Please refer 2012 - June [3] (a) (i) on page no. 27
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DESCRIPTIVE QUESTIONS

2007 - June [5] Attempt the following :
(ii) What are the powers of the Central Government to prohibit receipt of

foreign contribution under the Foreign Contribution (Regulation) Act,
2010 ? (5 marks)

Answer :
Section 9 of Foreign Contribution (Regulation) Act, 2010 provides power to
Central Government to prohibit receipt of foreign contribution etc in following
cases. Accordingly Central Government has been empowered to:
(a) prohibit any person or organisation not specified in section 3, from

accepting any foreign contribution
(b) require any person or class of person not specified in section 6, to obtain

prior permission of the Central Government before obtaining any foreign
hospitality.

(c) require any person not specified in section 11, to furnish intimation within
such time and in such manner as may be prescribed as to
 the amount of foreign contribution
 the source of such foreign contribution
 the manner in which such foreign contribution was received
 the purpose and manner in which such foreign contribution was

utilised.
(d) without prejudice to the provision of sub section (1) of section 11, require

any person or class of person specified in that sub section to obtain prior
permission of the Central Government before accepting any foreign
contribution

(e) require any person not specified in section 6 to furnish intimation as to
 the receipt of foreign hospitality
 the source from which such foreign hospitality was received
 the manner in which such foreign hospitality was received.

However, the Central Government shall not order such prohibition or
requirement unless it is satisfied that acceptance of foreign contribution or
foreign hospitality by such person is likely to affect prejudicially the
sovereignty and integrity of India; or public interest, or freedom or fairness
of election to any legislature or friendly relations with any foreign state; or
harmony between religious, racial, social, linguistic or regional groups, castes
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or communities.

2008 - June [4] (b) Explain the powers of the Central Government to prohibit
receipt of foreign contribution under the Foreign Contribution (Regulation)
Act, 2010. (4 marks)
Answer :
Please refer 2007 - June [5] (ii) on page no. 43

PRACTICAL QUESTIONS

2006 - Dec [5] (b) Do the following transactions amount to contravention of
the Foreign Contribution (Regulation) Act, 2010 ? Give reasons in support
of your answer and refer to relevant provisions :

(i) Abhay, general secretary, Loktantrik Sangathan, Moradabad (UP)
receives a sum of US$ 1,000 by way of payment in the ordinary course
of business transacted by him outside India.

(ii) Avtar, a government servant, is in receipt of contribution by way of gift
as a member of Indian delegation.

(iii) Vidur, a District and Sessions Judge, accepts a diamond studded
watch from his relative residing in UK.

(iv) Sanjay, a private school teacher, is given a gift by his student living in
USA for his personal use and the market value of the article is ` 2,200
only.

(v) Sarva Kalyan Morcha, an organisation pursuing a definite social
programme, is in receipt of $ 5,000 from a charitable trust in Canada.

(1 mark each)
Answer :

(i) No, Abhay has not contravened any provision. Though Section 9
prohibits certain persons to accept foreign contribution, by virtue of
Section 10, foreign contribution accepted by way of payment, in the
course of international trade or commerce or in the ordinary course of
business transacted in India by such foreign source is acceptable.

(ii) The act of Avtar is valid since Section 4 permits acceptance  by way
of gift or presentation to him as a member of Indian delegation
provided such gift was accepted in accordance with regulations made
by Central Government.
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(iii) Vidhur has not contravened any provisions because Sec. 4 of the Act
provides exemptions in relation to restrictions imposed under Sec.3,
according to which foreign contribution received from a relative is
allowed if it has been received with previous permission of Central
Government.

(iv) Sanjay may accept the gift explanation same as point (iii)
(v) Yes, Sarva Kalyan Morcha can receive the gift of $5000 from the

society in U.S.A. without violating the provisions of the Foreign
Contribution (Regulation) Act, 2010.
! According to Section 11(1) of the Act certain associations having

definite
 Cultural or
 Economic or
 Religious or
 Social programme
may receive foreign contributions provided they give intimation
to the Central Government of the same

! Following are to the details which are to be intimated to the Central
Government :
 Amount of foreign contribution
 Source of foreign contribution
 Purpose of foreign contribution
 Manner of receipt and use of contribution

! Intimation is to be sent in form FC-3 in duplicate within sixty days of
the closure of the year.

2007 - Dec [5] Attempt the following :
(iii) Destitutes Rehabilitation (India), an NGO devoted to the cause of

ameliorating the lot of destitutes and the needy, has been offered a
contribution of $5,000 by an American foundation.
Mention the provisions of the Foreign Contribution (Regulation) Act,
2010 regulating the receipt of foreign contribution by an organisation
pursuing a definite social, cultural, economic educational or religious
programme. (5 marks)

Answer :
Please refer 2006 - Dec [5] (b) (v) on page no. 44
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Foreign Exchange Management Act

SHORT NOTES

2006 - Dec [1] {C} With reference to the relevant legal enactments, write
short notes on the following :
(iii) Powers of the RBI to compound contraventions of foreign exchange

transactions. (3 marks)
Answer :
Section 15 of FEMA read together with Rule 4 empowers the Reserve Bank
to compound offences since the officers of RBI are treated as Compounding
Authority. Compounding is done in the following manner.
Sum Involved Officer of RBI
(a) ` 10 lakh or below Assistant General Manager
(b) More than ` 10 lakh but less than ` 40

lakh
Deputy General Manager

(c) More than ` 40 lakh but less than
` 100 lakhs

General Manager

(d) More than ` 100 lakhs Chief General Manager

2007 - Dec [1] {C} With reference to the relevant legal enactments, write
short notes on the following :
(vi) Current account transactions. (3 marks)

Answer :
Current account transaction has been defined under Section 2(j) of the
Foreign Exchange Management Act, 1999 to mean a transaction other than
a capital account transaction and includes :-
 Payments due in connection with foreign trade, other current business,

services and short term banking and credit facilities in the ordinary
course of business.

 Payments due as interest on loan and as net income from investments
 Remittances for living expenses of parents, spouse and children residing

abroad.
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 Expenses in connection with foreign travel, education and medical care
of parents, spouse and children.

DISTINGUISH BETWEEN

2008 - June [3] (a) Distinguish between of the following :
(i) ‘Person’ and ‘authorised person’ under the Foreign Exchange

Management Act, 1999. (4 marks)
Answer :
Authorised Person [Section 2(c)]
The term authorised person is defined to include an authorised dealer,
money changer, offshore banking unit or any other person for the time being
authorised to deal in foreign exchange or foreign securities.
Person [Section 2(u)]
The definition of the term ‘person includes, an individual, a Hindu Undivided
Family, a company, a firm, an association of persons or body of individuals
whether incorporated or not; any agency, office or branch owned or
controlled by such persons. Even every artificial juridical person not falling
within the above definition has been treated as person as per clause (u) of
Section 2.

DESCRIPTIVE QUESTIONS

2006 - Dec [3] (b) Mention the classes of capital account transactions which
are permissible to the persons resident in India under the Foreign Exchange
Management (Permissible Capital Account Transactions) Regulations,
(Amendment) 2007. (4 marks)
Answer :
The classes of capital account transactions which are permitted to the
person resident in India under the foreign Exchange Management
(Permissible Capital Account Transactions) Regulations, (Amendment) 2007
are as follows :-
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! Investment in foreign securities
! Loans raised in the country in foreign security.
! Transfer of immovable asset outside India.
! Remittance of Capital asset outside India,
! Export or import of currency notes.
! Sale or purchase of foreign exchange derivatives in or outside India and

commodity derivatives outside.
! Loans and overdrafts by person resident in India to person resident

outside India.
! Loans and overdrafts by person resident in India from person resident

outside India.
2007 - Dec [4] (b) Mention the provisions of the Foreign Exchange
Management Act, 1999 regarding acquisition and transfer of immovable
property outside India.   (5 marks)
Answer :
A person resident in India is prohibited from acquiring or transferring
immovable property outside India, until permission whether:
! General or
! Special

is obtained  from RBI
Exceptions to the above mentioned restrictions are as follows :
! Immovable property held by person resident in India, who is a national

of foreign state.

! Property held before 8th of July, 1947, and continued to be held by him.
! Property acquired by means of inheritance or gift by person resident in

India from person resident outside India.
! Property acquired by way of purchase out of foreign exchange in RFC

i.e. Resident Foreign Currency Account.
! Company formed in India and having overseas office may be permitted

to acquire immovable property upon compliance with conditions
prescribed by RBI.

PRACTICAL QUESTIONS

2006 - Dec [3] (a) With reference to the relevant provisions of the Foreign
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Exchange Management Act, 1999 and the Foreign Exchange Management
Regulations, 2000, advise on the following :

(i) Crescent Ltd. is interested in issuing shares under the Employees
Stock Option Scheme to persons resident outside India.

(ii) Mozart Ltd., an Indian company, after winning the bid, intends to
approach the authorised dealer for remittances towards acquisition of
the foreign company.

(iv) Somesh, a person resident in India, availed of US$3,000 for his one
month’s private visit to USA in June, 2006. He intends to make another
private visit to Europe for one month in December, 2006 and avail of
US$ 4,000. (2 marks each)

Answer :
(i) XYZ Ltd. can issue shares to persons resident outside India under

ESOS, provided the following conditions are taken note of :-
! Face value of shares issued should not exceed 5% of paid up

capital.
! Scheme is in consonance with SEBI regulations.

(ii) Mozart Ltd. is correct in its approach. It can remit the amount upto the
ceiling limit via the authorised agents.
Secondly it will have to file report to RBI within 30 days of remittance.

(iv) Rule 5 of Foreign Exchange Management (Current Account
Transaction) Amendment Rules, 2015 forbids drawal of foreign
exchange in excess of US $ 2,50,000 without prior-permission of R.B.I.

2007 - June [4] (a) State whether the following transactions are valid and
permitted under the Foreign Exchange Management (Current Account
Transactions) Amendment Rules, 2015 :

(i) An NRI sent a gift of US $6,000 to his younger sister on her marriage
in June, 2006 and again sent another gift of US $4,000 on the
occasion of marriage of his younger brother in November, 2006.

(ii) An Indian patient is in need of specialised medical treatment in a US
hospital at a cost of US $1,25,000.

(iii) A student, after graduation, wants to proceed to USA for pursuing
higher studies in an engineering course for which he requires US
$1,25,000 per academic year which is the estimate from the foreign
university.

(iv) An Indian businessman wants to remit US $10,000 for purchase of a
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trade mark/franchise in India.
(v) A company incorporated in India has to make a remittance of US

$90,000 by way of reimbursement of pre-incorporation expenses.
(1 mark each)

Answer :
(i) Prior permission of the Reserve Bank will be required because as per

schedule III gifts exceeding US $ 2,50,000 per remitter/per annum will
not be allowed without  obtaining the consent of RBI.
Thus, Rule 5 of foreign Exchange Management (Current Account
Transaction) Amendment Rules, 2015 drawal of foreign exchange will
require prior approval of RBI.

(ii) Except where payment is made through RFC account, prior
permission of the Reserve Bank shall be required since Schedule III
provides that in case of drawal of foreign exchange in relation to
medical expenses treatment being more than 1,00,000 US$,
permission shall be required.

(iii) Transactions included in schedule III require prior permission of the
Reserve Bank.
! According to schedule III release of foreign exchange for studies

abroad or estimate exceeding US $ 1,00,000 per academic year
will require RBI's permission.

! Hence student  needs to take permission, except where payment
is made through RFC account.

(iv) Indian businessman will have to obtain prior permission of Reserve
Bank.
! Rule 5 of Foreign Exchange Management (Current Account

Transactions) Amendment Rules, 2015 drawal of items mentioned
in Schedule IV [remittance of pre incorporation expenses] requires
permission of RBI.

(v) ! The company may make the remittance of US$ 90,000 on account
of pre incorporation expenses without obtaining prior permission of
Reserve Bank.

! Schedule III allows remittances by Indian entity of pre incorporate
expenses being less than US$ 1,00,000 without prior approval.

2007 - Dec [4] (a) State whether the following transactions are valid and
permitted under the Foreign Exchange Management (Current Account
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Transactions) Amendment Rules, 2015 :
(i) Harish, an agent stationed abroad, desires to receive remuneration of

$30,000 for sale of commercial plots in India.
(ii) Vijeta Ltd., a company incorporated in India, is interested in issuing

‘Foreign Currency Convertible Bonds’ (FCCBs) for $ 500 million to a
person resident outside India.

(iii) Shyam, who had purchased $ 15,000 for his business trip overseas,
has $ 550 on his return.

(v) Mehta Investments Ltd., a company incorporated in India, wishes to
issue shares to its employees who are residents outside India.

(1 mark each)
Answer :

(i) ! In case the commission for sale of commercial plots in India
receivable by agent stationed outside exceeds $ 25,000 or 5% of
remittance, which ever is higher, the same requires prior permission
of Reserve Bank.

! Hence in order to be valid, Harish needs to receive RBI’s consent
for this transfer of funds.

(ii) ! An Indian company can issue FCCB to persons resident outside
India of amount not more than $ 750 million

! Since Vijeta Ltd. is interested in issuing FCCB for $ 500 million to
person resident outside India, the same stands valid.

(iii) According to Foreign Exchange Management (Realisation,
Repatriation and Surrender of Foreign Exchange) Regulations, 2000,
in case foreign exchange acquired or purchased by any person from
an authorized person is for the purpose of foreign travel, then, the
unspent balance of such foreign exchange shall be surrendered to an
authorized person within 90 days from the date of return of the traveler
to India, when the unspent foreign exchange is in the form of currency
notes and coins and within 180 days, if it is in the form of travelers
cheques. Hence, Shyam has to return the unspent foreign currency to
the authorized person within the prescribed period.

(v) Mehta Investment Ltd. can issue shares to persons resident outside
India under ESOS, provided the following conditions are taken note
of:-
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! Face value of shares issued should not exceed 5% of paid up
capital.

! Scheme is in consonance with SEBI regulations.

2008 - June [4] (a) With reference to the relevant provisions of the Foreign
Exchange Management Act, 1999 and the rules and regulations made
thereunder, advise on the following:

(i) Tomb Ltd. desires to make payment of commission on the exports
made towards equity investment in its wholly owned subsidiary abroad.

(ii) Hari, while on a visit abroad, used his international credit card for
making payment towards meeting stay expenses.

(iv) Ramesh, and NRI, desires to invest on repatriation basis in derivatives
contracts, approved by the Securities and Exchange Board of India
through stock exchanges. (2 marks each)

Answer :
(i) Please refer 2008 - Dec [4] (a) (i) on page no. 32

(ii) Yes, Hari can make payment using an international credit card for
making payment towards stay expenses since Rule 7 of Foreign
Exchange Management(Current Account Transactions) Amendment
Rules, 2015 permits the use of international credit card for meeting the
expenses.

(iv) No, Ramesh cannot invest in the derivatives contract on repatriation
basis, since investment may be made by NRI out of the funds but the
same needs to be on non-repatriable basis.

Repeatedly Asked Questions

No. Question Frequency

1 Short Notes on Current account transactions.
07 - Dec [1] (vi), 12 - June [1] (vii), 14 - Dec [1] (d) 3 Times

2 Distinguish between the following:



[Chapter  1] Foreign Exchange Management # 3.53

‘Political party’ and ‘an organisation of political
nature’.

08 - June [3] (a) (ii), 12 - June [3] (a) (i)
2 Times

3 Attempt the following :
What are the powers of the Central Government to
prohibit receipt of foreign contribution under the
Foreign Contribution (Regulation) Act, 2010?

07 - June [5] (ii), 08 - June [4] (b),
12-Dec [5] (c), 14 - Dec [2] (d) 4 Times

4 What is meant by ‘person of Indian origin’?
13 - June [1] (v), 15 - June [2] (d) 2 Times

5 Which organisations/individuals are specifically
prohibited from receiving foreign contribution under
the Foreign Contribution (Regulation) Act, 2010?

13 - Dec [2A] (Or) (iv), 16 - June [1] (c) 2 Times

Table Showing Marks of Compulsory Questions

Year 11
D

12
J

12
D

13
J

13
D

14
J

14
D

15
J

15
D

16
J

Short Notes 3 3 3

Total 3 3 3


