RGM LEGAL

BELIEVE IN YOUR SUCCESS
206, The Avenue, Sahar Airport Road, Navpada, Marol, Andheri East, Mumbai, India

ANALYSIS

The FEMA 2026 Overhaul: Strategic Restructuring for
Cross-Border Supply Chains and Global Distribution

For international brands and global distributors sourcing manufactured goods from
India, the regulatory mechanics of cross-border trade are undergoing a massive
transformation. On January 13, 2026, the Reserve Bank of India (RBI) notified the
Foreign Exchange Management (Export and Import of Goods and Services)
Regulations, 2026.

Taking effect on October 1, 2026, these regulations supersede the fragmented 2015
rules, integrating export and import compliance into a single, cohesive framework. For
global supply chains—particularly FMCG distributors and food importers structuring
long-term agreements with Indian manufacturers—the new regime introduces
unprecedented operational flexibility, but it couples this freedom with strict, bank-led
compliance monitoring.

To ensure seamless supply chain operations and avoid regulatory bottlenecks,
international distributors and Indian exporters must urgently realign their Master
Supply Agreements (MSAs) and commercial payment terms with the new FEMA 2026
framework.

1. EXPORT REALIZATION AND THE "INR ADVANTAGE"

Under the outgoing regime, working capital cycles for cross-border trade were tightly
constricted by rigid realization timelines. While the initial January 2026 notification
proposed significantly longer runways, a crucial last-minute amendment on
September 22, 2026, recalibrated these timelines to ensure tighter capital repatriation
while still heavily incentivizing the internationalization of the Indian Rupee.

e Revised Standard Timelines: Exporters now have 9 months from the date of
shipment (for goods) or the date of invoice (for services) to receive payment.

e The INR Strategic Shift: Crucially, the realization period for exports invoiced or
settled in INR is extended to 12 months.

e Commercial Impact: For foreign distributors (outside India) sourcing packaged
goods from India, negotiating INR-invoiced Master Supply Agreements unlocks a
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valuable 12-month working capital window—providing a distinct 3-month advantage
over standard foreign currency invoicing. This allows distributors to better align their
payment obligations to Indian suppliers with their downstream retail and e-
commerce cash cycles.

2. ADVANCE PAYMENTS AND DEFAULT CONSEQUENCES

Global distribution heavily relies on advance payments to secure manufacturing
capacity for high-demand FMCG products. The RBI has modernized the thresholds for
these advances while introducing severe commercial penalties for unadjusted

payments.

e Removal of Hard Caps: The existing USD 200,000 cap on import advances is
replaced by an AD bank determined threshold.

¢ The Collateral Requirement: Beyond this internal threshold, a standby LC or
bank guarantee may be required.

e Strict Default Penalties: If the advance payment is not repatriated within the
contract or permitted extended period, any future advance import payment will
require an unconditional, irrevocable standby LC or a guarantee.

e Commercial Impact: Supply chain contracts must now clearly dictate the exact
timelines for goods delivery against advance payments. If a manufacturer faces
supply chain delays, the distributor must ensure the contract forces an immediate
repatriation of the advance to avoid triggering the RBI's stringent collateral mandates
on future shipments.

3. IMPORT FLEXIBILITY, SET-OFFS, AND THIRD-PARTY PAYMENTS

The new framework recognizes the complexity of modern, multi-jurisdictional supply
chains, offering distributors highly structured tools to manage their financial flows
efficiently.

¢ Contract-Driven Import Payments: The earlier 6-month timeline for import
payments has been removed, and the payment timeline now needs to be aligned
primarily with the agreed contractual terms.

e Supply Chain Set-Offs: The new regulations explicitly cover provisions for the set-
off of export receivables against import payables.

e Global Treasury Operations: Third party payments or receipts are permitted
with AD bank approval provided the bank is satisfied with the reasons cited.

¢ Commercial Impact: Distributors engaging in complex supply chain models (e.g.,
supplying raw materials to an Indian contract manufacturer while simultaneously
importing the finished packaged goods) can now utilize set-offs to balance their
ledgers. Furthermore, global entities can structure third-party payment routing
through their centralized regional treasuries (like Singapore, UK, European
Countries, US, etc.), provided their AD banks clear the compliance structures.
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4. THE STRATEGIC IMPERATIVE FOR DISTRIBUTORS

The implementation of the FEMA 2026 regulations is not merely a compliance update;
it is a fundamental shift in how cross-border commercial contracts should be drafted.
Master Distribution Agreements must now hardwire the new 9-to-12-month
realization runways, strictly govern advance payment adjustments, and formally map
out any intended third-party payment flows.

Global distributors and Indian manufacturers must immediately audit their existing
trade terms. Those who proactively restructure their commercial agreements to exploit
these new flexibilities will secure a distinct financial and operational advantage in the
global market.
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