BUYER’S CREDIT – DEFINITION & MEANING
Buyer’s Credit refers to loans for payment of imports into India arranged by the importer from a bank or financial institutions outside India. Based on letter of undertaking of Importer’s bank, Overseas bank credits the Nostro account of the importer’s bank which in turn uses the funds to make payment to the Suppliers bank against the import bill.
BENEFITS OF BUYER’S CREDIT:
The benefits of buyer’s credit for the importer are:
i. The exporter gets paid on due date; whereas importer gets extended date for making an import payment as per the cash flows
ii. The importer can deal with exporter on sight basis, negotiate a better discount and use the buyers’ credit route to avail financing.
iii. The funding currency can be in any FCY (USD, GBP, EURO, JPY etc.) depending on the choice of the customer.
iv. The importer can use this financing for any form of trade viz. open account, collections, or LCs.
v. The currency of imports can be different from the funding currency, which enables importers to take a favourable view of a particular currency.
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(Details of sequence in the diagram is furnished hereunder)
1. Importer imports the goods either under DC / LC, DA / DP or Direct Documents.
2. Importer requests the Buyer’s Credit Consultant before the due date of the bill to avail buyer’s quote.
3. Consultant approaches overseas bank for indicative pricing, which is further quoted to Importer.
4. If pricing is acceptable to importer, overseas bank issue’s offer letter in the name of the Importer.
5. Importer approaches his existing bank to get Letter of Undertaking or Letter of comfort (LOU/LOC) issued in favour of overseas bank via SWIFT.
6. On receipt of LOU / LOC, Overseas Bank as per instruction provided in LOU, will either funds existing bank’s NOSTRO ACCOUNT  or pays the supplier’s bank directly as agreed upon preferably  (using only MT202 payment mode).
7. Existing bank to make import bill payment by utilizing the amount credited (if the borrowing currency is different from the currency of Imports then a cross currency contract is utilized to effect the import payment)
8. On due date existing bank to recover the principal and Interest amount from the importer and remit the same to Overseas Bank on due date.
Cost Involved:
The cost involved in buyers credit is as follows:
Interest cost: This is charged by overseas bank as a financing cost. Normally it is quoted as “3M L + 350 bps”, i.e. (Tenure 3 Month, Rate of interest will be LIBOR+3.50%). One should also check on what tenure LIBOR is used, as depending on tenure LIBOR will change. LOU/LOC: Importers Bank will charge this cost for issuing letter of Undertaking/Comfort.
Forward / Hedging Cost: In few banks it is mandatory for importers to book for forwards and few leave the option of deciding on importers.
Arrangement fee: Charged by Buyers Credit Agents / Brokers how is arranging buyer’s credit for importer.
Other charges: A2 payment on maturity, For 15 CA and 15 CB on maturity, Intermediary bank charges etc.
Withholding Tax (WHT): When funds are arranged from Foreign Bank, Importer has to pay WHT on the interest amount remitted to the Indian tax authorities.
Documents at the time of taking Fresh / Rollover of Buyers Credit
i. Request Letter giving complete import details along with authority to debit necessary charges.
ii. External Commercial Borrowing ( ECB) Form 
iii. Offer Letter from overseas bank, Letter of Undertaking format & Swift address.
iv. Import Documents & Bill of Entry (In Case of Direct Documents)
Documents at the time of Repayment of Buyers Credit
A2 Form (for Interest payment) & Form 15 CA and 15 CB in case of Foreign Bank.
 
REGULATORY GUIDELINES:
RBI has issued directions under Sec 10(4) and Sec 11(1) of the FEMA, 1999, stating that authorized dealers may approve proposals received (in Form ECB) for short-term credit for financing — by way of either suppliers’ credit or buyers’ credit — of import of goods into India, based on uniform criteria.
Over the years there have been changes in norms. Current norm as per RBI /2015-16/33 Master Circular No. 12/2015-16 on External Commercial Borrowings and Trade Finance dated 01.07.2015 are as under:
A. Amount and Maturity
i. Maximum Amount Per transaction: $20 Million
ii. Maximum Maturity in case of import of non capital goods (Raw Material, Consumables, Accessories, Spares, Components, Parts etc): up to 1 year from the date of shipment
iii. Maximum Maturity in case of Import of Capital Goods: up to 5 years from the date of shipment but banks are not allowed to provide LOC/LOU beyond 3 years.)
iv. No extension or rollover will be permitted beyond permissible limits
v. Trade Credit should be linked to the operating cycle and trade transaction.
B. All-in-cost Ceilings
i. Up to 1 year: 6 Month Libor + 350 bps
ii. Up to 5 years: 6 Month Libor + 350 bps 
All applications for short-term credit exceeding $20 million for any import transaction are to be forwarded to the Chief General Manager, Exchange Control Department, Reserve Bank of India, Central Office, External commercial Borrowing (ECB) Division, Mumbai.

Important Note: In revised notification issued by CDBT on 16th December 2015, effective from 01’st April 2016, import payment has been made part of exempted list. Henceforth Form 15CA and Form 15CB will not be required for the same during import transactions.
