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	International Trade Financing, Risk Management  
Main Risks to Consider (Source: http://www.citd.org/startup/eb/page.cfm?chapter=1&sec=6)
Business Risks:  Take elementary precautions to learn about potential business partners. Beware of deals that are "too good to be true." Among these are scams that promise rich rewards for up-front advances, such as “guaranteed” access to lucrative government contracts. In many countries, graft and corruption are common. The line between what's customary and tolerable, and what's excessive or illegal, is not always clear. Watch out for firms out to copy your technology once they get a product sample or your first shipment. Take special care to appoint suitable overseas agents and distributors. Some may already represent your competitors, or be so busy they can't do justice for your products. They may not have the qualifications or capabilities they claimed, such as the ability to stock, install and service your goods. In some countries, once you sign an agent/distributor agreement, it's almost impossible to terminate. (Refer to AIM MAP Step 7 &8 Contact AIM Compliance and Legal Partners)

Legal Risks: Every country has its own business laws and regulations, and you're presumed to know them. Many may be similar to your country’s laws or follow international standards. Some vary widely by country, affecting import procedures, agent/distributor agreements, treatment of intellectual property, rights to own businesses or land, tax liability, currency trading, health and technical standards, and even what is allowable to eat, drink or wear. Failure to comply could trigger fines or worse. Information about these matters is readily available from Internet country guides Take the time to do market research and seek legal advice as needed. (Refer to AIM MAP Step 7& 8 Contact AIM Compliance, Regulatory and Legal Partners)

Political Risks: Political upheavals can cause dramatic changes, including major shifts in economic policy, nationalization, expropriations, loss of personal rights, and physical danger. Political strife can prompt foreign reactions in the form of economic sanctions, boycotts, and embargoes. Be alert to what's happening in the world. Most common are the shifts to the economic right or left that often come with elections. Some shifts can favor exporters. For example, ongoing shifts toward privatization and trade liberalization in previously controlled countries continue to offer opportunities for the world’s exporters.

(Refer to AIM step 2 Market Research Contact AIM Team Research Manager Jeff Geiger) 
Financial Risks: Your main concern is non-payment after you've shipped the goods, either because the importer can't or won't pay. You can largely avoid default by selling on a Letter of Credit (L/C) basis. Irrevocable, confirmed L/Cs virtually assure payment since buyer must deposit the money in advance at his bank, and a correspondent bank in your country then takes on the obligation to pay you. 

However, many foreign buyers want delayed payments like open account or sight draft within 30-120 days after the goods arrive. These terms are customary when you know and trust the buyer. You may also extend credit if your competitors are offering these terms. This increases your risk, particularly if, the buyer's local purchase costs have increased due to depreciation against your currency. Export credit insurance available commercially or from U.S. Export-Import Bank can protect you.

Usually when buyers don't pay, it is due to lack of compliance with the terms of sale specified in the L/C and the shipping documents or they may be dishonest. With reasonable due diligence (precautions), you can recognize dishonest buyers. The Internet has profiles on many foreign companies. Banks and credit-reporting firms and government agencies can do background checks on overseas firms.  
Finance Options
Pre-Export Finance
1. Working Capital Loans/Guarantees

Exporters need to consider financing options for costs of inputs and machinery to help fulfill export orders and/or financing options for costs of performance bonds to secure export orders. 
Solution: Pre- Export -Working Capital Loans

Post-Export Finance
2. Credit  Risk Insurance (short term/medium term and single buyer and multi-buyer)

Exporters need to be able to offer buyers flexible payment terms so they can get the order versus their competitors, but they also need to ensure that they get paid.  If foreign exchange, money supply and credit are “tight” and restricted in the buyer’s market due to various economic conditions, your buyer may not be able to meet your payment terms and you may lose the order.  Currency fluctuations, inflation, banking defaults, bankruptcies, war, or financial crises like those that took place in Latin America or Asia in the late 90’s can impede payments. You must ensure you’ll get paid in the event any commercial or political risks occur. 

Solution: Post Export –Credit Risk Insurance 
3.   Longer Term- Guarantees & Loans  

Payment Methods

(Letters of credit, confirmed letter of credit, documentary letter of  credit etc, currency swap, hedging) 

Exporter need to understand that most risks can be covered…for a cost. Exporters must evaluate all risks versus the costs of various finance and risk management options. Exporters should aim for a level of risk they are willing and able to incur and cover the rest with either credit risk insurance or financial instruments.  Exporters must use the most “cost effective” “risk mitigating” payment methods to ensure they get paid.   
Solution: Various Payment Methods/Currency Hedging
International Trade has higher risks: 
1. Emerging market volatility
2. political uncertainty
3. travel perils
4. non-payment

10 Golden Rules
1. Exporters need to offer attractive payment terms. 

2. It is not an export if you don’t get paid it’s a gift.  Contract negotiation & closure are key but you must get paid. 

3. Exporters want to get paid ASAP, Importers prefer to delay payment until goods received or sold 

4. Export financing is often a key factor in getting/finalizing a successful international sale. 

5. Exporters should understand all financing options open to them and choose best for  both buyer and seller 

6. Need to insure against loss or non-payment

7. Most risk can be managed through various tools for a cost. 

8. Exporters need to weigh the costs of managing risk versus coverage and or exposure
9. Need to maximize cash flows

10. Due your own due diligence to mitigate risk
The following factors should be considered regarding financing: 

· Do you need financing to make the sale? In some cases, favorable payment terms make a product more competitive. If the competition offers better terms and has a similar product, a sale can be lost. In other cases, the buyer may have preference for buying from a particular exporter, but might buy your product because of shorter or more secure credit terms. 

· What is the length of the payment term requested? This determines how long the exporter will have to wait before payment is received and influences the choice of how the transaction is financed. 

· What are the costs of various finance methods? Interest rates and fees vary. Where an exporter can expect to assume some or all of the financing costs, their effect on price and profit should be well understood before a pro forma invoice is submitted to the buyer. 

· What risks are associated with financing the transaction? The riskier the transaction, the harder and more costly it will be to finance. Political and economic stability of the buyer's country can be an issue. To provide financing for accounts receivable or the production or purchase of the product for sale, the lender may requires more secure payment methods a letter of credit (or confirmed LC), export credit insurance or guarantee. 

· Do you need pre-shipment finance and or post-shipment working capital? Production for an unusually large order, or for a surge of orders, may present unexpected and severe strains on the exporter's working capital. Even during normal periods, inadequate working capital may curb an exporter's growth. However, assistance is available through public and private sector resources discussed in this chapter.

Tips to Consider When Extending Credit to Foreign Buyers                                                                                                                             Liberal financing is common outside the US, so offering credit can enhance US firms’ competitiveness but it is very risky.  Research the normal intentional credit period/ commercial terms used in the industry as buyers will expect these terms. For off-the-shelf items like consumer goods, chemicals, raw materials, agricultural commodities, and spare parts/components, normal commercial terms range with few exceptions from 30 to 180 days. (An allowance may have to be made for longer shipment times than in domestic trade, since foreign buyers don’t want credit periods to start until they receive the goods.) Custom-made or high-value capital equipment may warrant longer repayment periods. Once credit terms are offered, they set precedents. Exporters should review credit terms extended to first-time buyers. 

Exporters should follow the same careful credit principals they follow for domestic customers. An important reason for controlling the credit period is the cost incurred through use of working capital or through interest and fees. If the buyer is not responsible for paying these costs, then the exporter should factor them into the selling price. The exporter also should recognize that longer credit periods may increase any risk of default. Thus, the exporter must exercise judgment in balancing competitiveness against consideration of cost and safety. Customers are frequently charged interest on credit periods of a year or longer but less frequently on short-term credit (up to 180 days). Most exporters absorb interest charges for short-term credit unless buyer is late, however these costs can and often are passed on to buyers 

Obtaining cash immediately is usually a high priority with exporters. Converting export receivables to cash at a discount with a bank is one way to do so. Another way is to expand working capital resources. A third approach, suitable when the purchase involves capital goods and the repayment period extends a year or longer, is to arrange for third-party financing. An example of this is a bank making a loan directly to the buyer for the product, with the exporter being paid immediately from the loan proceeds while the bank waits for payment and earns interest. These options may involve the payment of interest, fees, or other costs by the exporter. Some options are more feasible when the amounts are in larger denominations. Exporters should also determine whether they incur financial liability should the buyer default. 

Source:  http://www.unzco.com/basicguide/c13.html Chapter 13 UNZ&CO Guide to Exporting
Private Sources of Financing 

Commercial Banks

Your local bank knows you but do they know international? Find a bank that has an international department with experience and relationships with other banks overseas. An intermediate approach is to retain a relationship with the exporter's bank, but seek a referral to a correspondent bank that has an international department. The exporter should visit the bank's international department, to discuss export plans, available banking facilities, and applicable charges. The exporter may wish to inquire about such matters as: fees for amending or confirming a letter of credit; processing drafts; and about the bank's experience in working with US Gov. agencies that offer export financing assistance. 
The responsibility for repaying a working capital loan ordinarily rests with the exporter, even if the foreign buyer fails to pay. The bank takes this contingency into account in deciding on an export working capital line of credit.   It is to the benefit of the bank and the exporter to improve the quality of the export receivables by using letters of credit, by making use of credit insurance, or by using Export-Import Bank or Small Business Administration working capital guarantees. 

An exporter shipping capital goods may want the commercial bank to make medium-term loans directly to the foreign buyer to finance the sale. Such loans are available for well-established foreign buyers in more stable markets, but where there is an element of risk; the bank may require a standby letter of credit, recourse on the exporter in case of default, or similar repayment reinforcement. The exporter should be knowledgeable about loans from their own bank with Ex-Im Bank medium- and long-term export guarantee programs, assuming the commercial bank will utilize them. 
Discounting and Bankers Acceptances 

A time draft under an irrevocable letter of credit confirmed by US bank presents little risk of default but ties up working capital. Instead, the exporter's bank may be willing to buy, or lend against, time drafts from an exporter if a creditworthy foreign buyer has agreed to pay at a specified future date. This converts the time draft into immediate cash. The exporter gets less than the face value of the draft. The difference, called a "discount," represents interest and fees the bank charges for holding the draft to maturity. The bank may also require the exporter to reimburse the bank in case the draft is unpaid at the due date. In a third instance, a commercial bank may undertake to accept the obligation of paying a draft for a fee; this is called a banker's acceptance. Bankers acceptances are usually in large denominations. Only a few well-known banks are accepted in the market as "prime-name" banks for creating bankers acceptances. 

Factoring, Forfeiting, and Confirming 

These three financing options are less frequently encountered and less widely available than commercial bank financing. Nevertheless, where offered locally, they help fill a financing gap for exporters. Factoring is the discounting of a foreign account receivable that does not involve a draft. The exporter transfers title to its foreign accounts receivable to a factoring house (A/R Finance ops)  for cash at a discount from the face value. Although factoring is sometimes done without recourse to the exporter, the specific arrangements should be verified by the exporter. Factoring of foreign accounts receivable is less common than factoring of domestic receivables. 

Forfeiting is the selling, at a discount, of longer term accounts receivable or promissory notes of the foreign buyer. These instruments may also carry the guarantee of the foreign government. Both U.S. and European forfeiting houses, which purchase the instruments at a discount from the exporter, are active in the U.S. market. Because forfeiting may be done either with or without recourse to the exporter, the specific arrangements should be verified by the exporter. 

Confirming is a financial service in which an independent company confirms an export order in the seller's country and makes payment for the goods in the currency of that country. Among the items eligible for confirmation (and thereby eligible for credit terms) are the goods themselves; inland, air, and ocean transportation costs; forwarding fees; custom brokerage fees; and duties. For the exporter, confirming means that the entire export transaction from plant to end user can be fully coordinated and paid over time. Although confirming is common in Europe, it’s still uncommon in the US. 
Export Intermediaries 

In addition to acting as export representatives, many export intermediaries, can help finance export sales. Some may provide short-term financing or may simply purchase the goods to be exported directly from the manufacturer. Some of the larger companies may make countertrade arrangements that substitute for financing in some cases. 

Buyers and Suppliers as Sources of Financing 

Foreign buyers of capital goods may make down payments that reduce the need for financing from other sources. In addition, buyers may make progress payments as the goods are completed, which also reduce other financing requirements. Letters of credit that allow for progress payments upon inspection by the buyer's agent or receipt of a statement by the exporter that a certain percentage of the product has been completed are not uncommon. In addition, suppliers may be willing to offer terms to the exporter if they are comfortable that they will receive payment. Suppliers may be willing to accept assignment of a part of the proceeds of a letter of credit or a partial transfer of a transferable letter of credit. However, some banks allow only a single transfer or assignment of a letter of credit. Therefore, the exporter should investigate bank policy of bank advising or confirming the letter of credit.  
Payment Methods

As being paid in full and on time is of the utmost concern to exporters, the level of risk in extending credit is a major consideration. There are several ways in which you can receive payment when selling your products abroad, depending on how trustworthy you consider the buyer to be. Typically with domestic sales, if the buyer has good credit, sales are made on open account; if not, cash in advance is required. For export sales, these ways are not the only common methods. 

Listed in order from most secure for the exporter to the least secure, the basic methods of payment are: 

1. Cash in advance; 

2. Documentary letter of credit; 

3. Documentary collection or draft; 

4. Open account; and 

5. Other payment mechanisms, such as consignment sales.

Cash in Advance

Receiving payment by cash in advance of the shipment might seem ideal. In this situation, the exporter is relieved of collection problems and has immediate use of the money. A wire transfer is commonly used and has the advantage of being almost immediate. Payment by check may result in a collection delay of up to six weeks. Therefore, this method may defeat the original intention of receiving payment before shipment. 

Many exporters accept credit cards in payment for exports of consumer and other products, generally of a low dollar value, sold directly to the end user. Domestic and international rules governing credit card transactions sometimes differ, so U.S. merchants should contact their credit card processor for more specific information. International credit card transactions are typically done by telephone or fax. Due to the nature of these methods, exporters should be aware of fraud. Merchants should determine the validity of transactions and obtain the proper authorizations. 

For the buyer, however, advance payment tends to create cash flow problems, as well as increase risks. Furthermore, cash in advance is not as common in most of the world as it is in the United States. Buyers are often concerned that the goods may not be sent if payment is made in advance. Exporters that insist on this method of payment as their sole method of doing business may find themselves losing out to competitors who offer more flexible payment terms. 

Documentary Letters of Credit and Documentary Drafts

Documentary letters of credit or documentary drafts are often used to protect the interests of both buyer and seller. These two methods require that payment be made based on the presentation of documents conveying the title and that specific steps have been taken. Letters of credit and drafts can be paid immediately or at a later date. Drafts that are paid upon presentation are called sight drafts. Drafts that are to be paid at a later date, often after the buyer receives the goods, are called time drafts or date drafts. 

Since payment by these two methods is made on the basis of documents, all terms of payment should be clearly specified in order to avoid confusion and delay. For example, "net 30 days" should be specified as "30 days from acceptance." Likewise, the currency of payment should be specified as "US$30,000." International bankers can offer other suggestions. 

Banks charge fees - based mainly on a percentage of the amount of payment - for handling letters of credit and smaller amounts for handling drafts. If fees charged by both the foreign and U.S. banks are to be applied to the buyer's account, this should be explicitly stated in all quotations and in the letter of credit. The exporter usually expects the buyer to pay the charges for the letter of credit, but some buyers may not agree to this added cost. In such cases, the exporter must either absorb the costs of the letter of credit or risk losing that potential sale. Letters of credit for smaller amounts can be somewhat expensive since fees can be high relative to the sale. 

  

Letters of Credit

A letter of credit adds a bank's promise to pay the exporter to that of the foreign buyer provided that the exporter has complied with all the terms and conditions of the letter of credit. The foreign buyer applies for issuance of a letter of credit from the buyer's bank to the exporter's bank and therefore is called the applicant; the exporter is called the beneficiary. 

Payment under a documentary letter of credit is based on documents, not on the terms of sale or the physical condition of the goods. The letter of credit specifies the documents that are required to be presented by the exporter, such as an ocean bill of lading (original and several copies), consular invoice, draft, and an insurance policy. The letter of credit also contains an expiration date. Before payment, the bank responsible for making payment, verifies that all document conform to the letter of credit requirements. If not, the discrepancy must be resolved before payment can be made and before the expiration date. 

A letter of credit issued by a foreign bank is sometimes confirmed by a U.S. bank. This confirmation means that the U.S. banks (the confirming bank), adds its promise to pay to that of the foreign bank (the issuing bank). If a letters of credit is not confirmed, it is advised through a U.S. bank and thus called an advised letter of credit. U.S. exporters may wish to confirm letters of credit issued by foreign banks if they are unfamiliar with the foreign banks or concerned about the political or economic risk associated with the country in which the bank is located. An Export Assistance Center or international banker can assist exporters in evaluating the risks to determine what might be appropriate for specific export transactions. A letter of credit may either be irrevocable and thus, unable to be changed unless both parties agree; or revocable where either party may unilaterally make changes. A revocable letter of credit is inadvisable as it carries many risks for the exporter. 

A change made to a letter of credit after it has been issued is called an amendment. Banks also charge fees for this service. It should be specified in the amendment if the exporter or the buyer will pay these charges. Every effort should be made to get the letter of credit right the first time since these changes can be time-consuming and expensive. To expedite the receipt of funds, wire transfers may be used. Exporters should consult with their international bankers about bank charges for such services. 

Typical steps of an irrevocable letter of credit confirmed by a U.S. bank: 

1. Once the exporter and buyer agree on terms of a sale, the buyer arranges for its bank to open a letter of credit that specifies documents needed for payment. The buyer determines which documents are needed. 

2. The buyer's bank issues, or opens, its irrevocable letter of credit includes all instructions to the seller relating to the shipment. 

3. The buyer's bank sends its irrevocable letter of credit to a U.S. bank and requests confirmation. The exporter may request that a particular U.S. bank be the confirming bank, or the foreign bank may select a U.S. correspondent bank. 

4. The U.S. bank prepares a letter of confirmation to send to exporter with the irrevocable letter of credit. 

5. The exporter reviews carefully all conditions in the letter of credit. The exporter's freight forwarder is contacted to make sure that the shipping date can be met. If the exporter cannot comply with one or more of the conditions, the customer is alerted at once. 

6. The exporter arranges with the freight forwarder to deliver the goods to the appropriate port or airport. 

7. When the goods are loaded, the freight forwarder completes the necessary documentation. 

8. The exporter (or the freight forwarder) presents the documents, evidencing full compliance with the letter of credit terms, to the U.S. bank. 

9. The bank reviews the documents. If they are in order, the documents are sent to the buyer's bank for review and then transmitted to the buyer. 

10. The buyer (or the buyer's agent) uses the documents to claim the goods. 

11. A draft, which accompanies the letter of credit, is paid by the buyer's bank at the time specified or, if a time draft, may be discounted to the exporter's bank at an earlier date.

Questions That Must be Answered on all Letters of Credit 
 It is helpful to have these issues discussed during the negotiation process to avoid future confusion or delays.

1. Correspondence sent via:  Telex, Mail, Courier, Other?

2. L/C:  Transferable or Nontransferable

3. Draft Tenor: Sight, # of days from sight or B/L date, or other?

4. Draft for: 100%, or a percentage of invoice value?

5. Bank charges paid by: Applicant or Beneficiary?

6. Discount charges, if any, paid by: Applicant or Beneficiary?

7. Terms of Shipment: Use proper Incoterm

8. Insurance effected by:  Seller or Buyer

9. Freight: Collect or Prepaid?

10. Partial shipments: Permitted or Not Permitted?

11. Trans-shipments: Permitted or Not Permitted?

12. Latest shipping date

13. Required Transport Documents issued by Freight Forwarder? To whom? By what date?

· Air Waybill

· Full set Clean Multimodal transport B/L

· Full set Clean on Board Marine (Ocean) B/L

· Others:  Packing List, Certificate of Origin, must be specified.

14. Notify party, if any? (Possibly issued/endorsed bank who must receive transport docs)

15. Special instructions not already addressed or to be clarified.

Example of a Confirmed Irrevocable Letter of Credit 

The example of a confirmed irrevocable letter of credit in figure 13 illustrates the various parts of a typical letter of credit. In this sample, the letter of credit was forwarded to the exporter, The Walton Building Supply Company (A), by the confirming bank, Megabank Corporation (B), as a result of c letter of credit being issued by the Third Hong Kong Bank, Hong Kong (C), for the account of the importer, HHB Hong Kong (D). The date of issue was March 8, 1997 (E), and the exporter must submit the proper documents (e.g., a commercial invoice in one original and three copies) (F) by June 23, 1997 (G) in order for a sight draft (H) to be honored. 

Tips on Using a Letter of Credit 

1. When preparing quotations for prospective customers, exporters should keep in mind that banks pay only the amount specified in the letter of credit - even if higher charges for shipping, insurance, or other factors are incurred and documented. 

2. Upon receiving a letter of credit, the exporter should carefully compare the letter's terms with the terms of the exporter's pro forma quotation. This step is extremely important, since the terms must be precisely met or the letter of credit may be invalid and the exporter may not be paid. If meeting the terms of the letter of credit is impossible or if any of the information is incorrect or even misspelled, the exporter should contact the customer immediately and ask for an amendment to the letter of credit. 

3. The exporter must provide documentation showing that the goods were shipped by the date specified in the letter of credit or the exporter may not be paid. Exporters should check with their freight forwarders to make sure that no unusual conditions may arise that would delay shipment. 

4. Documents must be presented by the date specified for the letter of credit to be paid. Exporters should verify with their international bankers that there will be sufficient time to present the letter of credit for payment. 

5. Exporters may request that the letter of credit specify that partial shipments and transshipment will be allowed. Specifying what will be allowed can prevent unforeseen last minute problems. 

Documentary Drafts

A draft, sometimes also called a bill of exchange, is analogous to a foreign buyer's check. Like checks used in domestic commerce, drafts carry the risk that they will be dishonored. However, in international commerce, title does not transfer to the buyer until he pays draft, or at least engages a legal undertaking that draft will be paid when due. 

Sight Drafts 

A sight draft is used when the exporter wishes to retain title to the shipment until it reaches its destination and payment is made. Before the shipment can be released to the buyer, the original ocean bill of lading (the document that evidences title) must be properly endorsed by the buyer and surrendered to the carrier. It is important to note that air waybills of lading, on the other hand, do not need to be presented in order for the buyer to claim the goods. Hence, risk increases when a sight draft is being used with an air shipment. 

In actual practice, the ocean bill of lading is endorsed by the exporter and sent via the exporter's bank to the buyer's bank. It is accompanied by the sight draft, invoices, and other supporting documents that are specified by either the buyer or the buyer's country (e.g., packing lists, consular invoices, insurance certificates). The foreign bank notifies the buyer when it has received these documents. As soon as the draft is paid, the foreign bank turns over the bill of lading thereby enabling the buyer to obtain the shipment. 

There is still some risk when a sight draft is used to control transferring the title of a shipment. The buyer's ability or willingness to pay might change from the time the goods are shipped until the time the drafts are presented for payment; there is no bank promise to pay standing behind the buyer's obligation. Additionally, the policies of the importing country could also change. If the buyer cannot or will not pay for and claim the goods, returning or disposing of the products becomes the problem of the exporter. 

Time Drafts and Date Drafts 

A time draft is used when the exporter extends credit to the buyer. The draft states that payment is due by a specific time after the buyer accepts the time draft and receives the goods (e.g., 30 days after acceptance). By signing and writing "accepted" on the draft, the buyer is formally obligated to pay within the stated time. When this is done the time draft is then called a trade acceptance. It can be kept by the exporter until maturity or sold to a bank at a discount for immediate payment. 

A date draft differs slightly from a time draft in that it specifies a date on which payment is due, rather than a time period after the draft is accepted. When either a sight draft or time draft is used, a buyer can delay payment by delaying acceptance of the draft. A date draft can prevent this delay in payment though it still must be accepted. When a bank accepts a draft, it becomes an obligation of the bank and thus, a negotiable investment known as a banker's acceptance. A banker's acceptance can also be sold to a bank at a discount for immediate payment. 

Open Account

In a foreign transaction, an open account can be a convenient method of payment if the buyer is well established, has a long and favorable payment record, or has been thoroughly checked for creditworthiness. With an open account, the exporter simply bills the customer, who is expected to pay under agreed terms at a future date. Some of the largest firms abroad make purchases only on open account.  However, there are risks to open account sales. The absence of documents and banking channels might make it difficult to pursue the legal enforcement of claims. The exporter might also have to pursue collection abroad, which can be difficult and costly. Another problem is that receivables may be harder to finance, since drafts or other evidence of indebtedness are unavailable. There are several ways to reduce credit risk, through such means as export credit insurance and factoring (see Chapter 13). Exporters contemplating a sale on open account terms should thoroughly examine the political, economic, and commercial risks. Consult with a banker to see if financing will be needed for the transaction before issuing a pro forma invoice to a buyer. 

Other Payment Mechanisms

Consignment sales 

International consignment sales follow the same basic procedures as in the United States. The goods are shipped to a foreign distributor who sells them on behalf of the exporter. The exporter retains title to the goods until they are sold, at which point payment is sent to the exporter. The exporter has the greatest risk and least control over the goods with this method. Additionally, receiving payment may take quite a while. 

It is wise to consider risk insurance with international consignment sales. The contract should clarify who is responsible for property risk insurance that will cover the merchandise until it is sold and payment is received. In addition, it may be necessary to conduct a credit check on the foreign distributor. 

Countertrade 

International countertrade is a trade practice whereby one party accepts goods, services, or other instruments of trade in partial or whole payment for its products. This type of trade fulfills financial, marketing, or public policy objectives of the trading parties. For example, a firm might trade by bartering because it or its trading partner lacks foreign exchange. 

Many U.S. exporters consider countertrade a necessary cost of doing business in markets where U.S. exports would otherwise not be sold. One consideration for smaller firms is that this type of trade may cause cash flow problems. Therefore, many smaller exporters do not consider this an option as they do business in U.S. dollars. 

There are several types of countertrade, including counterpurchase and barter. Counterpurchase is quite common. In this situation, exporters agree to purchase a quantity of goods from a country in exchange for that country's purchase of the exporter's product. These goods are typically unrelated but have an equivalent value. Another form of this practice is contractually linked, parallel trade transactions that each involve a separate financial settlement. For example, a countertrade contract may provide that the U.S. exporter will be paid in a convertible currency as long as the U.S. exporter (or another entity designated by the exporter) agrees to purchase a related quantity of goods from the importing country. 

Barter arrangements in international commerce are not as common, because the parties' needs for the goods of the other seldom coincide and because valuation of the goods may be problematic. This type of countertrade occurs without money exchanging hands as merchandise is traded directly for other merchandise or services. Barter might occur by swapping (one good for another) or by switching (using a chain of buyers and sellers in different markets to barter). 

U.S. exporters can take advantage of countertrade opportunities by trading through an intermediary with countertrade expertise, such as an international broker, an international bank, or an export management company. One drawback is that there are often higher transaction costs and greater risks than with other kinds of export transactions. The USDOC can advise and assist U.S. exporters on countertrade requirements. The Financial Services & Countertrade Division of ITA's Office of Finance, monitors countertrade trends, disseminates information (incl. lists of potentially beneficial countertrade opportunities), and provides general assistance to enterprises seeking barter and countertrade opportunities. For more info, contact the Financial Services & Countertrade Div./Office of Finance, ITA, U.S. DOC Washington, D.C. 20230; tel: 202-482-4471. 

Foreign Currency

A buyer and a seller who are in different countries rarely use the same currency. Payment is usually made in either the buyer's or the seller's currency or in a third mutually agreed-upon currency. One of the risks associated with foreign trade is the uncertainty of the future exchange rates. The relative value between the two currencies could change between the time the deal is concluded and the time payment is received. If the exporter is not properly protected, a devaluation or depreciation of the foreign currency could cause the exporter to lose money. For example, if the buyer has agreed to pay 500,000 French francs for a shipment and the franc is valued at 20 cents, the seller would expect to receive US$100,000. If the franc later decreased in value to be worth 19 US cents, payment under the new rate would be only US$95,000, a loss of US$5,000 for the seller. On the other hand, if the foreign currency increases in value the exporter would get a windfall in extra profits. Nonetheless, most exporters are not interested in speculating on foreign exchange fluctuations and prefer to avoid risks. 

One of the best ways for US exporters to avoid this type of risk is to quote prices/require payment in US dollars. Then the burden of exchanging currencies and risk are placed on the buyer. Exporters should also be aware if there are problems with currency convertibility. Not all currencies are freely or quickly converted into U.S. dollars. Fortunately, the U.S. dollar is widely accepted as an international trading currency, and U.S. firms can often secure payment in dollars. 

If the buyer asks to make payment in a foreign currency, the exporter should consult an international banker before negotiating the sales contract. Banks can offer advice on the foreign exchange risks that exist with a particular currency. Some international banks can also help hedge against such a risk, by agreeing to purchase the foreign currency at a fixed price in dollars, regardless of the currency’s value at the time the customer pays. Banks will normally charge a fee or discount the transaction for this service. If this mechanism is used, the bank's fee should be included in the price quotation. 

Payment Problems

In international trade, problems involving bad debts are more easily avoided than rectified after they occur. Credit checks and the other methods that have been discussed in this chapter can limit the risks. Nonetheless, just as in a company's domestic business, exporters occasionally encounter problems with buyers who default on their payment. When these problems occur in international trade, obtaining payment can be both difficult and expensive. Even when the exporter has insurance to cover commercial credit risks, a default by a buyer still requires the time, effort, and cost of the exporter to collect a payment. The exporter must exercise normal business prudence in exporting and exhaust all reasonable means of obtaining payment before an insurance claim is honored. Even then there is often a significant delay before the insurance payment is made. 

The simplest (and least costly) solution to a payment problem is to contact and negotiate with the customer. With patience, understanding, and flexibility, an exporter can resolve conflicts to the satisfaction of both sides. 

This point is especially true when a simple misunderstanding or technical problem is to blame and there is no question of bad faith. Even though the exporter may be required to compromise on certain points - perhaps even on the price of the committed goods - the company may save a valuable customer and profit in the long run. However, if negotiations fail and the sum involved is large enough to warrant the effort, a company should obtain the assistance and advice of its bank, legal counsel, and other qualified experts. Since arbitration is often faster and less costly, this step is preferable to legal action if both parties can agree to take their dispute to an arbitration agency. The International Chamber of Commerce handles the majority of international arbitration and is usually acceptable to foreign companies because it is not affiliated with any single country. For information contact the vice president for arbitration, U.S. Council of the International Chamber of Commerce, telephone 212-354-4480. 

Figure 12 - Sample Draft Transmittal Letter        Figure 13 - Sample Confirmed Irrevocable Letter of Credit 
Federal Resources for Financing
Several federal government agencies, offer programs to assist exporters with their financing needs. Some are guarantee programs that require the participation of an approved lender; others provide loans or grants to the exporter or a foreign government. Government programs generally aim to improve exporters' access to credit rather than to subsidize the cost at below-market levels. With few exceptions, banks are allowed to charge market interest rates and fees including fees paid to the government agencies to cover the agencies' administrative costs and default risks. 

Government guarantee and insurance programs are used by commercial banks to reduce the risk associated with loans to exporters. Lenders concerned with an exporter's ability to perform under the terms of sale, and with an exporter's ability to be paid, often use government programs to reduce the risks that would otherwise prevent them from providing financing. In other cases, lenders to a foreign buyer of US goods & services are reluctant to provide the financing without support from US Government agency. 

In overview, the Export-Import Bank (Ex-Im Bank) is the federal government’s largest and most comprehensive trade finance agency, offering numerous programs to address a broad range of needs and small and medium-sized, as well as large, exporters. Credit insurance protects against default on exports sold under short-term credit. Other guarantee and loan programs extend medium- and long-term credit for durable goods. 

Other agencies fill various market niches. The Small Business Administration (SBA) offers programs to address the needs of smaller exporters. The U.S. Department of Agriculture offers several medium- and long-term credit programs to foster agricultural exports. OPIC provides specialized assistance to U.S. firms through its performance bond and contractor insurance programs for U.S. investments abroad that also can be accessed by U.S. exporters. The Trade Development Administration provides grants for project planning activities conducted by U.S. firms and thereby seeks to give a U.S. imprint on project feasibility studies and design. The Agency for International Development (AID) provides grants to developing nations that can be used to purchase U.S. goods and services.
Source: http://www.unzco.com/basicguide/c13.html
The Export-Import Bank of the United States  
The Export-Import Bank of the US (Ex-Im Bank) is an independent US Government agency charged with facilitating the export of US goods & services by providing loans, guarantees, and insurance programs on market-related credit terms. 

With Ex-Im Bank's export financing support, you can increase revenues, enter new markets with limited risk, and capture market share from your international competitors. In nearly 70 years of operation, Ex-Im Bank has supported more than $400 billion of U.S. exports. On average, 85% of our transactions directly benefit U.S. small businesses. Ex-Im Bank supports US exports to over 150 countries. EXIM products are provided by commercial lenders and backed by Federal Government guarantee.
Ex-Im Bank's insurance and guarantee programs encourage private financial institutions to fund US exports by reducing the commercial risks (such as buyer insolvency and failure to pay) and political risks (such as war and currency inconvertibility) of international trade that could lead to nonpayment of export receivables or debt. 

Ex-Im guarantees and insurance is financed on market terms. Most commercial and political risks are borne by Ex-Im.  Ex-Im's loan program neutralizes interest rate subsidies offered by foreign governments. By providing loan assistance, Ex-Im enables US financing on specific sales that is comparable to that offered by foreign exporters. 
U.S. Exporters Video   
Country Limitation Schedule      
Exposure Fee Tables        

Trade Finance guide http://trade.gov/media/publications/pdf/trade_finance_guide2007.pdf
Application forms: http://www.exim.gov/tools/appsforms/applications.html
EXIM registered Insurance Brokers  

Exim Lenders/Banks: Lender Locater Lender Referral List
Exim Contacts Sharyn Koenig, VA  Sr. Bus. Dev. Officer  (212) 809-2653
EXIM Products: Three basic types of financing:

1. Working Capital Guarantee

Help US exporters access lender funds to acquire inputs and machinery and finance export-accounts receivables in order  to fulfill sales orders.
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2. Short-Term                                 Export Credit Insurance                    
Assures payment for export account receivables with credit terms up to one year. Ex-Im covers 90-100% of commercial and political risks so you can pursue more sales.
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3.Medium-& Long-Term
Financing to Foreign Buyers 

Ex-Im Bank provides medium- and long-term financing (terms exceeding one year) to global buyers of U.S. capital goods and services as well as major projects over $10 million.

 

Small Business Administration

The SBA also provides financial aid to US exporters. SBA targets its assistance to small companies and strives to assist businesses that otherwise might not be able to obtain trade financing. Applicants must qualify as small businesses under the SBA's size standards and meet other eligibility criteria.  SBA offers two guarantee programs that require participation of an eligible commercial bank.. 
Export Working Capital Program (EWCP)
Loans up to $833,333 are available from local banks with 90% guaranteed by SBA. These loans are available for many business purposes such as plant expansion, equipment purchase, etc., associated with carrying out an export transaction. Interest rates are negotiated between borrower and lender and may be fixed or variable, but are subject to SBA maximums. Rate is generally no higher than the prime plus 2.75%, and the loan maturities are up to ten years for working capital and up to 25 years for fixed assets.  The EWCP application is one-page and streamlined documentation usually allows a 10 day turn around.

 A letter of prequalification is also available. SBA working capital guarantees are limited to $750,000, but larger loans can be financed through the Ex-Im Bank's working capital program. 

International Trade Loan Program 

SBA guarantees up to $1.25 million in combined working capital and loans for facilities and equipment (including land and buildings; construction of new facilities; renovation, improvement, or expansion of existing facilities; and purchase or reconditioning of machinery, equipment, and fixtures). Applicants must establish either that loan proceeds will enable them to expand significantly existing export markets or develop new ones or that they have been adversely affected by import competition. Interest rates are negotiated with the lender and can be up to 2.25%t above the prime rate. 

In addition to these export-oriented programs, SBA offers a variety of other loan programs that may meet specific needs of small businesses. For example, SBA's contractor bond program may help small exporters obtain bid or performance bonds if the transaction is structured in accordance with SBA requirements. SBA also has a Low Documentation loan program. This service provides loans of up to $100,000 with a minimum of paperwork. The SBA uses a one-page application and relies heavily upon applicant's character and credit history. However, the borrower must first satisfy all of the lender's requirements. This loan is also obtained through a private lender. For more on SBA's programs, call 800-U-ASK-SBA or go to:www.sba.gov. 

Multilateral Development Banks

The Multilateral Development Banks (MDBs) are international financial institutions owned by member governments. Their individual and collective objective is to promote economic and social progress in their developing member countries. The MDBs (African Development Bank, Asian Development Bank, European Bank for Reconstruction and Development, Inter-American Development Bank, and the World Bank Group) achieve this by providing loans, technical cooperation, grants, capital investment, and other types of assistance to governments, government agencies, and other entities in their developing member countries. The practical expression of MDB support usually takes the form of a project or study. 
Increasingly, the MDBs are providing funding to private sector entities for private projects in developing countries. A growing number of companies and project developers around the world are taking advantage of this funding, which is secured based on financial, economic, social viability of the projects in question. 

The MDBs have been traditionally been heavily involved in infrastructure and poverty-alleviation projects. All of the banks support projects in the following sectors: agriculture, energy, environment, finance, industry, transportation, telecommunications, health, education, urban development, tourism, micro-enterprise, and public sector, as well as other types of economic reform. All the banks provide some funding for private ventures. The design and execution of MDB-financed public sector projects affords lucrative business opportunities for suppliers, consultants, and contractors from MDB member countries. Many of the goods and services required for these projects are procured or purchased through International Competitive Bidding (ICP) or open tendering. These methods require notification to the international community that a contract is being let; which bidders with timely notice of buyers requirements and an equal opportunity to bid. 

The MDBs also provide debt, equity, and guarantee financing to eligible private ventures in developing countries. These funds, offered on commercial terms, can be accessed directly by private project sponsors and do not require a government guarantee. The U.S. Government organization responsible for assisting American businesses pursue MDB opportunities is the Multilateral Development Bank Operations (MDBO) office within the USDOC's ITA. The MDB Counseling Center is the DOC’s centralized repository of information on MDBs. In addition to basic brochures provided by each of the MDBs, the Counseling Center supplies specific project information and "how to" guides written by MDBO and commercial liaison staff. Additionally, the Counseling Center provides electronic access to MDB info via the DOC’s National Trade Data Bank (NTDB).  NTDB has area for MDBs, which includes the Monthly Operational Summary for each bank. Electronic access to MDB info is also available through MDB's home page, which can be found at http://sites.usatrade.gov/mdbo/. The MDBO home page is linked to the home pages of the various banks. 
For more information, contact: U.S. Department of Commerce, International Trade Administration, Multilateral Development Banks Operations, 14th Street and Constitution Avenue, NW, Room H-1107, Washington, D.C. 20230; telephone: 202-482-3399, fax: 202-273-0927. 

Overseas Private Investment Corporation

The Overseas Private Investment Corporation (OPIC) is a US federal agency that facilitates U.S. foreign direct investment in developing nations and emerging market economies. OPIC encourages US investment projects overseas by offering political risk insurance, all-risk guarantees, and direct loans. The political risk insurance protects US investment ventures abroad against the risks of civil strife and other violence, expropriation, and inconvertibility of currency. OPIC can also cover business income loss due to political violence or expropriation. Insurance is available up to $200 million per investment, and both debt and equity is eligible for coverage. OPIC also provides guarantees, limited to $50 million, to protect against both commercial & political risk. Guarantees are available up to $200 million, but cover only debt financing related to the investment. (Guarantees & insurance can be combined for aggregate OPIC support of $400 million.) OPIC extends direct loans that are aimed exclusively toward US small & medium-sized companies investing in projects overseas. OPIC direct loans do not exceed $30 million.  US exporters often can benefit from the construction and equipping of new facilities financed by OPIC, though the recipients of OPIC transactions are US investors. However, U.S. exporters and contractors operating abroad can benefit directly from an OPIC program covering wrongful calling of performance, bid, and down payment bonds and contract repudiation. Under another program, OPIC ensures against expropriation of construction equipment temporarily located abroad, spare parts warehoused abroad, and some cross-border operating and capital loans. OPIC also provides services to facilitate wider participation by smaller US businesses in overseas investment, including investment missions, a computerized data bank, and investor information services. For more info contact OPIC's InfoLine: 202-336-8799 or FactsLine: 202-336-8700 or website: www.opic.gov
Department of Agriculture

The Commodity Credit Corporation (CCC) of the U.S. Department of Agriculture (USDA) provides several programs to assist in the financing of U.S. agricultural goods exports. Firms may obtain additional information on these financial programs by contacting the General Sales Manager, Export Credits, Foreign Agricultural Service, 14th Street and Independence Avenue, SW, Washington, DC 20250; telephone 202-720-3224. USDA maintains a Web site on its export credit programs at: http://www.fas.usda.gov/fasprograms.html
Prudent Credit Practices

An experienced exporting firm extends credit cautiously. It evaluates new customers with care and continuously monitors older accounts. Such a firm may wisely decide to decline a customer's request for open account credit if the risk is too great and propose instead payment on delivery terms through a documentary sight draft or irrevocable confirmed letter of credit or even payment in advance. On the other hand, for a fully creditworthy customer, the experienced exporter may decide to allow a month or two to pay, perhaps even on open account. 

Other good credit practices include being aware of any unfavorable changes in your customers' payment patterns, refraining from going beyond normal commercial terms, and consulting with your international banker n how to cope with unusual circumstances or in difficult markets. It is always advisable to check a buyer's credit (even if safest payment methods are employed).
 A Department of Commerce International Company Profile (ICP) provides useful information for credit checks. For a fee, an ICP may be requested on foreign companies in many countries. It contains financial information on the company and a discussion regarding its size, capitalization, years in business, and other information such as citing some U.S. companies that conduct business with the firm. The exporter can then contact the U.S. companies to find out about their payment experience with the foreign firm. 
ICPs are not available in every country. There are several U.S. companies that compile financial information on foreign firms (particularly larger firms) and make it available to their subscribers. Also, banks are sometimes able to provide credit reports on foreign companies, either through their own foreign branches or through a correspondent bank. 
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