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RBI relaxes norms for trade credit

Trade Credits (TC) refer to the credits extended by the overseas supplier, bank, financial institution and
other permitted recognized lenders for maturity, for imports of capital/non-capital goods permissible under
the Foreign Trade Policy of the Government of India. Depending on the source of finance, such TCs include
suppliers’ credit and buyers’ credit from recognized lenders. RBI has revised framework for trade credit
policy which stated that trade credits can be raised under the automatic route up to USD 150 million or
equivalent per import transaction for oil/gas refining & marketing, airline and shipping companies. For
others, up to USD 50 million or equivalent per import transaction.

Trade Credit Framework: TC can be raised in any freely convertible foreign currency (FCY denominated TC)
or Indian Rupee (INR denominated TC), as per the framework given in the table below:

Sr.

No Parameters FCY denominated TC INR denominated TC
i Formsof TC Buyers’ Credit and Suppliers’ Credit
il Eligible borrower  Person resident in India acting as an importer
iii - Amount under Up to USD 150 million or equivalent per import transaction for oil/gas

automatic route refining & marketing, airline and shipping companies. For others, up to USD
50 million or equivalent per import transaction.
iv Recognised lenders 1. For suppliers’ credit: Supplier of goods located outside India.

2. For buyers’ credit: Banks, financial institutions, foreign equity holder(s)
located outside India and financial institutions in International Financial



v Period of TC

Services Centres located in India.

Note: Participation of Indian banks and non-banking financial companies
(operating from IFSCs) as lenders will be subject to the prudential guidelines
issued by the concerned regulatory departments of the Reserve Bank.
Further, foreign branches/subsidiaries of Indian banks are permitted as
recognised lenders only for FCY TC.

The period of TC, reckoned from the date of shipment, shall be up to three
years for import of capital goods. For non-capital goods, this period shall be
up to one year or the operating cycle whichever is less. For shipyards /
shipbuilders, the period of TC for import of non-capital goods can be up to
three years.

vi All-in-cost  ceiling Benchmark rate plus 250 bps spread.

per annum
vii Exchange rate

viii Hedging provision

Change of currency of FCY TC into For conversion to Rupee, exchange
INR TC can be at the exchange rate rate shall be the rate prevailing on the
prevailing on the date of the date of settlement.

agreement between the parties

concerned for such change or at an

exchange rate, which is less than

the rate prevailing on the date of

agreement, if consented to by the

TC lender.

The entities raising TC are required The overseas investors are eligible to
to follow the guidelines for hedge their exposure in Rupee
hedging, if any, issued by the through permitted derivative products
concerned sectoral or prudential with AD Category | banks in India. The
regulator in respect of foreign investors can also access the domestic
currency exposure. Such entities market  through branches  /
shall have a board approved risk subsidiaries of Indian banks abroad or



management policy. branches of foreign banks with Indian
presence on a back to back basis.
ix Change of currency Change of currency of TC from one Change of currency from INR to any
of borrowing freely convertible foreign currency freely convertible foreign currency is
to any other freely convertible not permitted.
foreign currency as well as to INR is
freely permitted.

Trade Credits in Special Economic Zone (SEZ)/Free Trade Warehousing Zone (FTWZ)/ Domestic Tariff Area
(DTA):TC can be raised by a unit or a developer in a SEZ including FTWZ for purchase of noncapital and
capital goods within an SEZ including FTWZ or from a different SEZ including FTWZ subject to compliance
with certain parameters. Further, an entity in DTA is also allowed to raise TC for purchase of capital / non-
capital goods from a unit or a developer of a SEZ including FTWZ.

Please find enclosed detail release on Trade Credit Policy — Revised framework by RBI for your kind
reference.

Please contact for any query related to this mail to Ms. Surbhi Sharma, Associate Economist at
surbhi@phdecci.in with a cc to Dr. S P Sharma, Chief Economist at spsharma@phdcci.in of PHD Chamber of
Commerce & Industry.
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e Chief Economist
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COPYRIGHT: All rights reserved. No part of this publication/Release may be reproduced, distributed, or
transmitted in any form or by any means, without the prior written permission of the publisher. For
permission requests, write to the publisher.

DISCLAIMER: This message and its attachments contain confidential information. If you are not the
intended recipient , you are strictly prohibited to disclose, copy, distribute or take any action in reliance on
the contents of this information .E-mail transmission cannot be guaranteed to be secure or error-free, as
information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses.
The sender therefore does not accept liability for any errors or omissions in the contents of this message,
which arise as a result of e-mail transmission. If verification is required please request a hard-copy version.



