Recommended Models

Taking into account the specifics of current regulatory frameworks in India and Russia
and in light of the existing settlement mechanisms in place, we propose to recommend
the following models which could be used by eligible banks for settlement of trade
between India and Russia.

in Russian regulatory framework the term “eligible bank” corresponds fo the term
“licensed bank”, which means a credit institution, created in accordance with Russian
legislation, which can carry out banking operations by virtue of the license provided by
the Central Bank of the Russian Federation. Vnesheconombank as a state corporation
has a special status and is also considered as an “eligible bank” for the purpose of this
Report.

In Indian regulatory framework the term “eligible bank” corresponds to the term
“Authorized Dealer banks” as defined in Section 10 (1) of the Foreign Exchange
Management Act (FEMA), 1999,

Recommended Model |
Separate Nostro accounts should be maintained by the eligible banks in India with the

eligible banks in Russia for the purpose of settiement of trade transactions under the
mechanism. Exporters in Russia opting for this settlement mechanism would raise
invoices in RUB; submit documents to one of the eligible banks (Indian or Russian) for
negotiations to receive payment in RUB. Eligible banks in both countries would
establish correspondent relations and will be permitted to hedge currency risk and
extend trade credit to non-residents to the extent of the outstanding trade. This will
prevent any built up of balances by non-residents and/or access to the domestic money

and capital markets.

Similarly, eligible Russian banks (including the subsidiaries of Indian banks in Russia)
will open VOSTRO accounts with the eligible banks in India (including branches of
Russian banks in India if applicable) for the settlement of transactions under this
Bilateral Trade mechanism. Exporters from India opting for this settlement mechanism
would raise invoices in INR; submit documents to their local bank in India for
negotiations. Importers in Russia will settle payment through their own eligible bank in
Russia, which will deal with onward conversion and remittance of INR to Vostro account

with banks in India. Alternatively importer's bank can also debit the importer's account
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with RUB equivalent to the INR invoice amount and remit INR directly to exporter's bank
in India through their correspondent bank in India, or their branch in India, or the branch
of a Russian bank in India.

For export transactions from India, there will be no exchange transactions as invoice is
denominated in INR. Accordingly, there will be no requirement of forward cover too. For
import transactions by India, the existing exchange transaction mechanism will be
adequate. On due date, payment will be effected by debiting equivalent INR from the
importer account and remitting RUB to Nostro accounts with Russian banks.

Eligible transactions:

o Export/Import transactions between two countries.
. Trade related transfer of funds for a residentffirm/corporate from one country to a

resident/firm/corporate of ancther country.

Settlement;

(i} Exchange Rate: USD/RUB and USD/INR cross rates shall be appﬁed to arrive at the
RUB/INR exchange rate,

(i) Export from India (Usance/Sight) - No exchange transactions is involved as
contract/invoice is denominated in INR. No forward cover is required to be booked by
exporter.

(i) Import in India (Usance/Sight) - Exchange transaction mechanism will remain the
same as is followed presently in case of any other freely convertible currency.
Exchange rate for RUB/INR may be obtained by the branch from their treasury for
sight/forward contract payment. On due date, payment will be effected by debiting
equivalent INR from importer account and remitting RUB to the Indian bank’s alc
proposed with the Russian bank.

The arrangement may be limited for short term (up to 360 days) trade transactions, to
begin with,

It is believed that an “at par” trade balance would facilitate successful implementation of
the model in the long run.
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Recommended Model |
Russian exporters opting for the settlement mechanism would raise invoices in RUB.

They submit documents to their eligible Russian bank for negotiations to receive
payment in RUB or submit documents for negotiations to their eligible Russian bank
who can obtain reimbursement from the eligible Indian bank. Eligible banks in both
countries would establish correspondent relations; eligible banks in India will be

permitted to hedge currency risk.

All import payments outbound from India can be remitted in INR to the account of the
eligible bank in India with RBI.

Then, there are two options:

1) Eligible Russian banks already have VOSTRO accounts with the eligible Indian bank
in Rouble and in other currencies and are therefore not required to open VOSTRO
accounts overseas for the settlement of transactions under the proposed mechanism.

2) Eligible Russian banks (including the subsidiaries of Indian banks in Russia) will open
VOSTRO accounts with the eligible banks in India (including branches of Russian banks
in India) for the settlement of transactions under the proposed mechanism.

Indian exporters opting for this settlement mechanism would raise invoices in INR; they
would submit documents to their local bank in India for negotiations.

Russian importers will settle payment through their own eligible bank in Russia and pay
RUB to one of the eligible banks in India for onward conversion and remittance of INR
to exporter's accounts with banks in India. Alternatively importer's local bank may also
debit the importer's account with RUB equivalent to the INR invoice amount and remit
RUB amount to the eligible bank's Vostro account opened in the eligible bank in Russia

that will make conversion and remit INR amount to exporter in India.

For export transactions from India, there will be no exchange transactions as invoice is
denominated in INR. Accordingly, there will be no requirement of forward cover too. For
import transactions by India, the existing exchange transaction mechanism will be
adequate. On due date, payment will be effected by debiting equivalent INR from the
importer account and remitting RUB to Nostro accounts with Russian banks.

Eligible transactions (same as in Model 1):

. Export/Import transactions between two countries.
o Trade related transfer of funds for a resident/firm/corporate from one country to a

resident/firm/corporate of another country.



Settlement (same as in Model 1}

(i) Exchange Rate: USD/RUB and USD/INR cross rates shall be applied to arrive at the
RUBJ/INR exchange rate.

(i) Export from India (Usance/Sight) - No exchange transactions is involved as
contract/invoice is denominated in INR. No forward cover is required to be booked by
exporter.

(ii) Import in india (Usance/Sight) - Exchange transaction mechanism will remain the
same as is followed presently in case of any other freely convertible currency.
Exchange rate for RUB/INR may be obtained by the branch from their treasury for
sight/forward contract payment. On due date, payment will be effected by debiting
equivalent INR from importer account and remitting RUB to the Indian bank's a/c
proposed with the Russian bank.

The benefit of this model is that local Indian banks (i.e. banks not having presence
abroad) would be dealing with the eligible banks in India via secure RTGS network,
where transaction would be settled using the eligible bank’s INR account with RBI.
Therefore, there is no need to engage into a lengthy procedure of opening NOSTRO
accounts in RUB with the eligible banks in Russia. Similarly, all of the eligible banks in
Russia use a robust RUB settlement mechanism operated by the Bank of Russia, and
already have bilateral NOSTRONOSTRO accounts with each other and bilateral
settlement limits in place.

The other important benefits are:

1) Currency risk is minimized by using a tight payment window;

2) The model is universal and can accommodate any currency remittance in addition to
national currencies, depending on compliance and other regulatory issues;

3) ‘The excess trade balances (in INR) can be effectively utilized for credit and
investments in joint Indo-Russian projects.

At the initial stage, the arrangement may be limited for short-term (up to 360 days) trade
transactions.

Similarly to Model 1, it is believed that an “at par" trade balance would facilitate
successful implementation of the model in the long run.
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Settlements in specific cases where the currency of payment differs from the

currency of the contract

In cases where the participants of trade desire to effect and receive payments in the
currency different from the currency of the contract, the relevant changes in the
contracts should be introduced. If required by the national regulation, those changes
should be approved by the authorized state agencies. Upon carrying out these
procedures, the partners can further proceed with the settlement of the contract, using
one of the above models if they wish so.



Pesziome IoxIa/a COBMECTHOM pocenficko-uuaniicioi paGoueil rpymmnl no

pacyeTaM B HAHOHAJBHLIX BAMIOTAX

CosMmecTHas poccuiicko-uHAuiickas paboyas rpynna [o pacyeram B
HAIMOHANBHBIX BatoTax Obuia co3faHa B pamMrax Pocculicko-Huanickon
IOAKOMHUCCHH 110 GaHKOBCKMM H (WMHAHCOBBIM BompocaMm. Ee nenbio Obu1o
H3YYEHWE BO3MOYKHOCTEH pACIIMpEeHHs PacyeToB B HAlMOHAIBHBIX BaJIOTaX U
cozfiaane Mofenel, crocoOHBIX TMOBIMSATH Ha B3aMMHYIO Toprosnio Poccud u
Wupum.

PaGouas rpyria u3ydria 3akoHoAaTenscTBa Pocern u Munuu u npumia x
BHIBOMY, YTO TEKYIIHE YCIIOBHs B LIEJIOM HE NpPensTCTBYIOT PA3BUTHIO PACUeTOB B
HALMOHANBHBIX BamoTax. HeKoTopele NpeinoKeHus, HalpuMep, O MOBBIIIEHHH
HH(OPMUPOBAHHOCTH PE3UJEHTOB O BO3MOKHOCTSIX HCIIONB3OBaHHA pybis u
pynuu, 6sut chopMyNEPOBAHE] M IIPEJCTABIEHB! B JOXTIAZE.

Pabouas rpynma IpUIUA K BBIBOJY, 9TO, HECMOTPSl Ha OIpeleSeHHbIH
Iporpecc B PAsBMTHM COTPYAHHYECTBA MEXIY DPOCCHHCKAMH W HHIHHCKUMU
KoMMepuecKkumMy OaHkamu, HeoOXOOMMO M Jajlbllle YCHJIEHHO DAa3BHBATE €ro.
B cuity TOro, 4TO ponb OaHKOB IPH  OCYIIECTBJIEHMHM PpAacueTOB SBIACTCHA
KIoUeBoi, paboyas Ipynna peKOMeHyeT HM pacIllupsTh B3aUMOLEHCTRYE.

Jlist moctmokeHust »Tod uenu pabouas rpynmna mpeanaraet IABE MOJIENH
PACUETOB B HAIlMOHAJBHBIX BAIIOTAX, KOTOPHIE OCHOBAHBI HA CYLIECTBYHOIIEH
KOMMEPYECKOH NpakTHKe M MOTYT OBITh HCIIONb30BaHBl 38HHTEPECOBAHHBIMH
pPOCCHMCKMMH M MHIMHCKHMH faHKaMM W MX KIHeHTaMH. OTH MOy
paspaboTaHbl B COOTBETCTBUH C HalMOHANIBHBIMH 3aKOHOLATENBCTBAMM, HHKAKHX
PETYNATUBHEIX OaphepoB B UX HCNONB30BaHMM HeT. Pabouas rpymma oTmedaer,
YTO MOJENH HE SBISIOTCS 00S3aTEbHBIME B MOTYT MOAUGUIMPOBATECS TIOOHIMK
3aMHTEPeCOBAHHBIMH JINIAMU.

Pa6ouvas rpynma IpHIIa K BRIBOJY, YTO MPH OCYIIECTBIEHHH PACcYeToB I1o
BHEIHETOPTOBBIM KOHTPAKTaM BBIOOD BaIOTHI JENACTCH YIaCTHHKAMH TOPTOBIIM.
daxTopbl, TPEISITCTBYIOMIME PA3BHTHIO pAacyeToOB B HALMOHAIBHBIX BANIOTAX,
HampyMep, BOJATHIBHOCTE OOMEHHOIo Kypca, HOCAT BPEMEHHBIH Xapaxrep, Y B
JOArOCPOYHOM TepcrexTBe 6onee LIMPOKOE HCMONIL30BAHKE HALMOHANBHBIX
BANOT TIPUBENET K pasBUTHIO, AuBepcudMKalmy M OalaHCUpOBKE B3AHMHOHU

Topropiin Mexxay Poccuelt u Munueii.



