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FUNDAMENTALS 
OF FEMA FOR 
CHARTERED 
ACCOUNTANTS
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OVERVIEW OF FEMA, 1999

ÅRegulation  of  Cross -Border  Transactions

o FEMA regulates  cross -border  financial  

transactions  to  facilitate  smooth  external  

trade  and payments .

ÅPromotion  of  Foreign  Exchange  Market

o It promotes  orderly  development  and 

maintenance  of  the foreign  exchange  

market  in India.

ÅModernizing  Exchange  Control

o FEMA replaced  FERA to  modernize  Indiaƞs 

exchange  control  framework  for  better  

financial  regulation .
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KEY OBJECTIVES AND SCOPE OF FEMA

ƥFEMA regulates cross -
border financial transactions 
to facilitate smooth external 
trade and payments.

Regulation of 
Cross -Border 
Transactions

ƥIt promotes orderly 
development and 
maintenance of the foreign 
exchange market in India.

Promotion of 
Foreign 

Exchange 
Market

ƥFEMA replaced FERA to 
modernize Indiaƞs exchange 
control framework for better 
financial regulation.

Modernizing 
Exchange 

Control
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The Following Activities have been classified under FEMA.
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FEMA Classifies Foreign Exchange Activities 

Section 3 ƛ Dealing 
in Foreign Exchange

ƥRegulates foreign 
exchange dealings,

ƥEnsuring only 
authorised methods 
are used.

Section 4 ƛ Holding 
of Foreign Exchange

ƥRestrictions apply 
on holding foreign 
currency or assets 
abroad unless 
specifically 
permitted.

Section 5 ƛ Current 
Account 

Transactions

ƥCovers routine 
transactions such 
as:

ƥTrade payments

ƥInterest/loan 
payments

ƥTravel 

ƥEducation 

ƥService payments

ƥThese are generally 
permitted unless 
restricted.

Section 6 ƛ Capital 
Account 

Transactions

ƥCovers transactions 
that alter assets or 
liabilities of 
residents/non -
residents.

ƥImportant 
provisions:

ƥRBI may specify 
permissible debt 
instruments.

ƥCentral 
Government may 
prescribe 
permissible non -
debt instruments.

Section 7 & 8 ƛ
Export, Realisation & 

Repatriation

ƥExporters must 
realise and 
repatriate foreign 
exchange earnings 
to India within RBI -
prescribed 
timelines.
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Instruments Available for Foreign Investment

Non-Debt Instruments 

ƥEquity shares (listed/unlisted)

ƥLLP capital contributions

ƥAIF/REIT/ InvIT units

ƥEquity -oriented MF units

ƥJunior -most tranche of 
securitisation

ƥImmovable property 
acquisition

ƥDepository receipts against 
equity instruments

Debt Instruments

ƥGovernment bonds

ƥCorporate bond

ƥAll non-equity tranches of 
securitisation

ƥBorrowings

ƥDebt -based depository 
receipts etc



ROLE OF CHARTERED 
ACCOUNTANTS IN 
FEMA COMPLIANCE

Advisory on FEMA Regulations

Chartered Accountants advise clients comprehensively 
on FEMA rules to ensure regulatory adherence and risk 
mitigation.

Documentation Accuracy

Ensuring precise and accurate documentation is critical 
for FEMA compliance and smooth approval processes.

Facilitating Approvals

CAs facilitate necessary approvals by liaising with 
regulatory bodies and streamlining compliance 
procedures.

Maintaining Reporting Compliance

Maintaining compliance with FEMA reporting obligations 
helps minimize legal risks and penalties for clients.
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DEFINING RESIDENTS 
AND NON-RESIDENTS 
UNDER FEMA

Classification  Criteria

Residents  and non-residents  are defined  
by duration  of  stay  and purpose  of  visit 
under  FEMA regulations .

Impact  on Financial  Eligibility

Classification  affects  eligibility  for  
remittance  and investment  facilities  
under  FEMA guidelines .

Importance  of  Accurate  Classification

Accurate  client  classification  ensures  
compliance  and access  to  correct  
facilities  under  FEMA.
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RESIDENTIAL STATUS - INDIVIDUAL
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ÅA person is resident if he stays in India for more than 182 

days in the preceding financial year, excluding those who 

have left India for employment, business, or indefinite 

stay abroad.

ÅIncludes:

ÅCorporates registered in India

ÅIndian offices of foreign entities

ÅOverseas offices controlled by residents.
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PERSON RESIDENT IN INDIA



(i) A person residing in India for more than 182 days during the course of 
the preceding financial year  but does not include Ɯ
A. A person who has gone out of India or who stays outside India, in either 

caseƜ
(a) for or on taking up employment outside India , or
(b) for carrying on outside India a business or vocation outside India , or
(c) for any other purpose, in such circumstances as would indicate his 
intention to stay outside India  for an uncertain period;

B. (B) A person who has come to or stays in India , in either case, otherwise 
thanƜ
(a) for or on taking up employment in India , or
(b) for carrying on in India a business or vocation  in India, or
(c) for any other purpose, in such circumstances as would indicate his 
intention to stay in India  for an uncertain period;

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

PERSON RESIDENT IN INDIA 
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The term  "non -resident  Indian"  has been defined  under  various regulations  issued by the RBI. Each 
regulation  defines  the term  in a certain  manner  considering  its distinct  purposes .
In general,  NRI means  a person  resident  outside  India  who  is a citizen  of  India  or  a person  of  Indian  origin .

The above definition has been given under the regulations "2"  of the following Regulations:

i. FEM (Transfer or Issue of any Foreign Security) Regulations, 2004
ii. FEM Act, 1999
iii. FEM (Establishment in India of Branch or Office or Other Place of Business) Regulations, 2000
iv. FEM (Borrowing and Lending in Rupees) Regulations, 2000
v. FEM (Deposit) Regulations, 2000
vi. FEM (Investment in Firm or Proprietary Concern in India) Regulations, 2000
vii. FEM (Transfer or Issue of Security by a Person Resident outside India) Regulations, 2000

However, according to the regulation 2 of the FEM (Remittance of Assets) Regulations, 2000 , a non-
resident Indian means a person resident outside India who is a citizen of India.

NONƛRESIDENT INDIANS 

11/27/2025 https://www.cavaibhavjain.com/



A person  resident  in India  for  employment  of  a specified  duration  
(irrespective  of  length  thereof)  or for  a specific  job or assignment,  the 
duration  of  which  doesn't  exceed  3 years  is referred  to  as a "person  who 
is not  permanently  resident"  under  the explanations  to Regulations  4 of  
the FEM (Transfer  or Issue of  any Foreign  Security)  Regulations,  2000  
and FEM (Possession  and Retention  of  Foreign  Currency)  Regulations,  
2000  and Regulation  5 of  the FEM (Remittance  of  Assets)  Regulations,  
2000 .

The definition  has been given for  certain  specific  regulations  issued by the 
RBI such as those  on purchase  and sale of  securities  in foreign  currency .

Such definition  is relevant  only to  the extent  of  the specific  regulation  and 
does  not  apply  to  other  provisions  of  the law.

Person Not Permanently Resident In India 
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A person  resident  outside  India  who  is a citizen  of  any  country  
other  than  Bangladesh  or  Pakistan  or such other  country  as may be 
specified  by the Central  Government,  satisfying  the following  
conditions :
a) Who was a citizen  of  India by virtue  of  the Constitution  of  India or 

the Citizenship  Act,  1955 or

b) Who belonged  to a territory  that  became  part  of  India after  the 15th 
day of  August  1947; or

c) Who is a child  or a grandchild  or a great -grandchild  of  a citizen  of  
India or of  a person  referred  to in clause (a) or (b); or

d) Who is a spouse  of  foreign  origin  of  a citizen  of  India or spouse  of  
foreign  origin  of  a person  referred  to  in clause  (a) or (b) or (c)

Explanation : for  the purpose  of  this  sub-regulation,  the expression  
ƝPerson of Indian Originƞ includes  an ƝOverseas Citizen  of Indiaƞ 
cardholder  within  the meaning of  Section  7(A) of  the Citizenship  Act,  
1955

PERSON OF INDIAN ORIGIN 
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A foreign national,  ƛ

i. who was a citizen of India at the time of, or at any time 
after 26th January, 1950; or

ii. who was eligible to become a citizen of India on 26th 
January, 1950; or

iii. who belonged to a territory that became part of India 
after 15th August, 1947; or

iv. who is a child or a grandchild or a great grandchild of 
such a citizen; or

v. who is a minor child of such persons mentioned above; or
vi. who is a minor child and whose both parents are citizens 

of India or one of the parents is a citizen of India - is 
eligible for registration as OCI cardholder .

OVERSEAS CITIZEN OF INDIA  (OCI)
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Besides, spouse of foreign origin of a citizen of India  or spouse of 
foreign origin of an OCI Cardholder  and whose marriage has been 
registered and subsisted for a continuous period of not less than two 
years immediately preceding the presentation of the application is also 
eligible for registration as OCI cardholder.

However, no person, who or either of whose parents or grandparents 
or great grandparents is or had been a citizen of Pakistan, Bangladesh 
or such other country as the Central Govt may, by notification in the 
Official Gazette, specify, shall be eligible for registration as an OCI 
Cardholder.

Foreign nationals cannot apply for OCI in India while on Tourist Visa, 
Missionary Visa and Mountaineering Visa. Moreover, the foreigner has 
to be ordinarily resident of India to be eligible to apply for OCI 
registration in India.

OVERSEAS CITIZEN OF INDIA  (OCI)
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Non-Resident Indian (NRI)

ÅNRI is defined  under  FEMA as a person  resident  

outside  India who is either  a citizen  of  India or is a 

Person of  Indian Origin  (PIO).

ÅPIO means a citizen  of  any country  other  than 

Bangladesh  or Pakistan,

1. who at any time held Indian Passport,  or

2. who or either  of  whose  parents  or any of  the 

grand  parents  was a citizen  of  India under  

Constitution  of  India or under  Indian Citizenship  

Act,  1955, or

3. who is spouse  of  an Indian citizen  or spouse  of  

person  referred  to  in 1 and 2 above.
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Type of Accounts
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TYPES OF ACCOUNTS 

11/27/2025 https://www.cavaibhavjain.com/



TYPES OF ACCOUNTS 
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NRE & FCNR (B) ACCOUNT
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NRO ACCOUNT 
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WHO CAN INVEST UNDER FOREIGN INVESTMENT?

Schedule I ƛ Foreign Direct Investment (FDI) in Indian companies

Schedule II ƛ Foreign Portfolio Investment (FPI) in listed companies

Schedule III ƛ Non-Resident Indian (NRI)/Overseas Citizen of India (OCI) investment (repatriation)

Schedule IV ƛ Non-Resident Indian (NRI)/Overseas Citizen of India (OCI) non -repatriation

Schedule VI ƛ LLP investment

Schedule VII ƛ Foreign Venture Capital Investor (FVCI)

Schedule VIII ƛ Investment Vehicles

Schedule IX/X ƛ Depository receipts / IDRs.
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FOREIGN INVESTMENT OVERVIEW
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