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ANALYSIS OF FOREIGN EXCHANGE (COMPOUNDING PROCEEDINGS) RULES, 2024

I INTRODUCTION AND BACKGROUND:

The Ministry of Finance (Department of Economic Affairs) vide notification G.S.R. 566(E) dated 12 September 2024, issued a new set
of rules, to be known as Foreign Exchange (Compounding Proceedings) Rules, 2024 (hereinafter referred to as “said Rules”)
governing compounding proceedings under the Foreign Exchange Management Act, 1999 (hereinafter referred to as the “said Act”)
superseding and replacing the earlier Foreign Exchange (Compounding Proceedings) Rules, 2000 (hereinafter referred to as the
“erstwhile Rules”) .

The said Rules aim to streamline the process of compounding violations under the said Act by introducing stricter guidelines for serious
contraventions. The emphasis has been on enabling provisions to expedite and streamline the processing of compounding applications,
introduction of digital payment options for application fees and compounding amounts, and a focus on simplification and rationalization
of the provisions to eliminate ambiguity and clarify the process.

II. APPLICABILITY:

The said Rules are applicable to all branches, offices and agencies outside India owned or controlled by a person resident in India and
also to any contravention thereunder committed outside India by any person to whom the said Act applies.

III. COMMENCEMENT:

The amended/added provisions as contained in the said Rules shall come into effect from September 12, 2024. Any compounding
application pending before the compounding authority, on the date of commencement of the said Rules, shall be governed by the
provisions of the Foreign Exchange (Compounding Proceedings) Rules, 2000 superseded by the said Rules.

IV. KEY AMENDMENTS/ADDITIONS

The highlights of the said Rules, along with the key amendments, are as follows:

Sr.No. Provision Provision of Erstwhile Rules Amended Provision of the said Rules

a. Definitions Rule 2(c) Rule 2(c)

'applicant’ means a person who makes an | “applicant” means a person who makes an

application under seetien—5-(1-of-the-Aet | application under sub-rule (4) of rule 4 or, as the
to the compounding authority. case may be, sub rule (4) of rule 5 to the

compounding authority.
Rule 2 (d) Rule 2 (d)
'‘Compounding Order' means an order issued | “compounding order” means an order issued for

wrder—sub-section (1) of Section 15 of the | compounding a contravention as specified in sub-
Act. section (1) of section 15 of the Act.
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Rule 3

Rule 3

(a) in case where the sum involved in such
contravention is ten-takhsrupees-or-belew,
by—the Assistant General Manager of the
Reserve Bank of India;

(b) in case where the sum involved in such

contravention is-mere-thanrupees-tentakhs
butHess—than—+upees—ferty—takhs,—by the

Deputy General Manager of Reserve Bank of
India;

(c) in case where the sum involved in the

contravention is—rupees-ferty-takhs-er-mere
buttess-thanrupees-enehundred-takhsby

the General Manager of Reserve Bank of
India;

(d) in case the sum involved in such

contravention is—+upees-ene-hundredtakhs

ormere—by the Chief General Manager of

the Reserve Bank of India; Previded-further

that-no-contravention-shal-becompeunded

| . L I
S Fiable.

(2) Nothing contained in sub-section (1)
shall apply to a contravention committed by
any person within a period of three years
from the date on which a similar
contravention committed by him was
compounded under these rules.

Explanation: For the purposes of this rule,
any second or subsequent contravention
committed after the expiry of a period of
three years from the date on which the
contravention was previously compounded
shall be deemed to be a first contravention.

(3) Every officer specified under sub-rule
(1) ef-rule-4-of-the-Reserve-Bank-of-fndia
shall exercise the powers to compound
any contravention subject to the direction,
control and supervision of the Governor of

b. Compounding
authority (1) ‘cCompeunding—Autherity—means—the | The Director of Enforcement or any of the
persons—autherised—by—the—Central | following officers authorised by the Central
Gevernment—under—sub-seetdion—{(1)—of | Government shall be the compounding authority
section-15-of-the-Aet, namely; for the purposes of these rules, namely:-
(@) an officer of the Enforcement | (a) an officer of the Directorate of Enforcement
Directorate not below the rank of Deputy | not below the rank of Deputy Director or Deputy
Director or Deputy Legal Adviser (DLA). Legal Adviser; or
(b) an officer of the Reserve Bank of India | (b) an officer of the Reserve Bank not below the
not below the rank of the Assistant General | rank of the Assistant General Manager.
Manager.
C. Compounding Rule 4: Rule 4:
authorities of
(1) If any Person contravenes any | (1) If any person contravenes any provision of the
Reserve Bank to - ) .
provisions of—Fereign—Exehange | Act, other than a contravention of clause (a) of
compound .
various Management-Act;1999-(42-6f1999) except | section 3 thereof, -
. clause (@) of Section 3 of the Act. ) ) )
contraventions (a) in a case, where the sum involved in such

contravention does not exceed sixty lakh rupees,
an officer not below the rank of the Assistant
General Manager of the Reserve Bank;

(b) in a case, where the sum involved in such
contravention does not exceed two and a half
crore rupees, an officer not below the rank of the
Deputy General Manager of the Reserve Bank;

(c) in a case, where the sum involved in such
contravention does not exceed five crore rupees,
an officer not below the rank of the General
Manager of the Reserve Bank; and

(d) in a case, where the sum involved in such
contravention is above five crore rupees, an officer
not below the rank of the Chief General Manager
of the Reserve Bank, may compound such
contravention in accordance with the provisions of
these rules.

(2) Nothing contained in sub-rule (1) shall apply
to a contravention committed by any person within
a period of three years from the date on which a
similar contravention committed by him was
compounded under these rules.

Explanation. - For the purposes of this rule, any
second or subsequent contravention committed
after the expiry of a period of three years from the
date on which the contravention was previously
compounded shall be deemed to be a first
contravention.

(3) Every officer of the Reserve Bank specified
under sub-rule (1) shall exercise the powers to
compound any contravention subject to the
direction, control and supervision of the Governor
of the Reserve Bank.

(4) Every application for compounding any
contravention under this rule shall be made in the
prescribed Form to the Foreign Exchange
Department, Reserve Bank, along with a fee of ten
thousand rupees plus goods and services tax, as

2| Page




the Reserve Bank of India.

(4) Every application for compounding any
contravention under this rule shall be
made in Form to the Reserve Bank of
India, Exchange—Control—Department,
Central-Office Mumbat along with a fee of

Rs—5000/—by-DBemand-Braft in favour of

compounding authority.

applicable, by demand draft, or National Electronic
Fund Transfer (NEFT), or other permissible
electronic or online modes of payment, in favour
of the compounding authority.

adjudication

Where any contravention is compounded
before the adjudication of any
contravention under section 16, no inquiry
shall be held for adjudication of such
contravention in—relatiorR—te—sueh
centraventior against the person in
relation to whom the contravention is so
compounded.

d. Increased Rule 5(4): Rule 5(4):
Application Fees
and Mode of Every application for compounding any Every application for compounding any
Payment for contravention under this rule shall be contravention under this rule shall be made in
compounding made in Form to the Director, Directorate the prescribed Form to the Director, Directorate
through of Enforcement, New Delhi, along with a of Enforcement, New Delhi along with a fee of
Directorate of fee of Rs:5606—by—bBbB in favour of the ten thousand rupees plus goods and services
Enforcement Compounding Authority. tax, as applicable, by demand draft, or National
Electronic Fund Transfer (NEFT), or other
permissible electronic or online modes of
payment, in favour of the compounding
authority.
e. Discontinuation of | Rule 6: Rule 6:

Where any contravention is compounded before
the adjudication of such contravention under
section 16, no inquiry or further inquiry shall be
initiated or continued, as the case may be, for
adjudication of such contravention against the
person in relation to whom that contravention is
so compounded.
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f. Contraventions
not to be
compounded in

Proviso to Rule 4(1) & Rule 5(1):
Provided .

Rule 9:

No contravention shall be compounded, -

certain cases . I Homi i (a) where the amount involved is not quantifiable;
' or
Rule 8(2): o )
(b) where the provisions of section 37A of the Act
Provided—that —with—respect—to—any | ¢ applicable; or
proceeding—initiated—under—ule—4—the | (¢) where the Directorate of Enforcement is of the
Enfercement—Directorate—is—of—the—view | yiew that the proceeding relates to a serious
that—the—said—proceeding—relates—t6—a | contravention suspected of money-laundering,
serious-contravention-suspected-ofMORY | terror financing or affecting the sovereignty and
taundering;—terrorfinancing—er—affeeting | integrity of the nation, the compounding authority
severeignty-and-integrity oftheRationthe | ghall not proceed with the matter and shall remit
Compeunding-Autherity-shalt-net-proeeed | the case to the appropriate Adjudicating Authority
with-the-matter-and-shall-remit the-€asete | for adjudicating contravention under section 13;
the-appropriate-Adjudicating-Autherity for | o
13- (d) where the Adjudicating Authority has already
passed an order imposing penalty under section
13 of the Act; or
(e) where the compounding authority is of the
view that the contravention involved requires
further investigation by the Directorate of
Enforcement to ascertain the amount of
contravention under section 13 of the Act.
g. Payment of | Rule 9: Rule 10:
amount
compounded The sum for which the contravention is | The sum for which the contravention is
compounded as specified in the order of | compounded as specified in the compounding
compounding under sub-rule (2) of rule 8, order under sub-rule (2) of rule 8, shall be paid
shall be paid by demand draft in favour of by demand draft or National Electronic Fund
the Compounding Authority within fifteen Transfer (NEFT), or Real Time Gross Settlement
days from the date of the order of (RTGS), or such other permissible electronic or
eempeudnding of such contravention. online modes of payment, in favour of the
compounding authority within fifteen days from
the date of the compounding order for such
contravention.
CONCLUSION:

The Ministry of Finance while keeping in view the rampant technological advancements have brought some significant and necessary
changes under the said Rules including digital mode of payment of application fees and compounding amount through National Electronic
Fund Transfer (NEFT), or other permissible electronic or online modes of payment and an option of online application filing. The said
Rules signify commitment of the Government towards promoting ‘ease of investment’ for investors and ‘ease of doing business’ for
businesses. The monetary limit of sum involved in compounding of offences done by officers of ‘Reserve Bank’ investigating those
offences, has been enhanced which would give speedy redressal to the proceedings at Reserve Bank level. Though there are explicit
offences which would not be compounded but the cooling off period of three years and concept of ‘similar contravention’ would need
more elaboration as the same may be subject to interpretation. Even the online application filing is optional and not made mandatory
and the filing fees have been increased which are additional burden on the parties. In our view, in addition to above mentioned changes,
the timeline of 180 days for passing the compounding order should have been shortened to speed up the process.
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Disclaimer:

The contents of this newsletter are intended for information purposes only and have been prepared basis the notifications/circulars available on the
online portal/websites and have not been independently verified. The analysis herein is not in the nature of a legal opinion or advice and has been
prepared for general guidance. They may not encompass all possible regulations and circumstances applicable to the subject matter and readers are
encouraged to seek legal counsel advice prior to acting upon any of the information provided herein. SDS Advocates neither assumes nor accepts any
responsibility for any loss arising to any person as a result of or any direct, indirect, special, or incidental damage resulting from raising out of or in
connection with the use of this information or any material contained herein.
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