Exporting & Importing
International Trade Finance

International trade finance

Topics
Learning objectives
woutline risk in international trade and the
ways to reduce it. Trade finance
wdescribe the different sources and methods
of financing exports

Risks in international trade

Trade payments

wdescribe the different methods of trade Payment in advance
payment Open accounts
wdescribe the operation of foreign exchange P
and currency fluctuations Documentary collection

Documentary letters of credit
Factoring andorfaiting

Foreign exchange management
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Risks In international trade

Credit (buyer) risk &
Performance risk &
Country risk 0
Transfer risk
Exchange risk

o)
o)
Transport risk o
Finance risk 0

d

Bank risk

Exporter not being paid

Exporteros ability to p:
War/civil unrest/politics/economy

Foreign exchange control/trade control

Exchange rate fluctuations

Loss or damage to goods

Insufficient funding

Financial standing of institution
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Reducing risk

A seek insurance against the risks

Aassess country risk and avoid dealing with perceived risky
countries

Adeal only with parties whose credibility can be verified

Amake transaction only by using a safe financing
mechanism which provides liquidity and security in

transaction
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Trade finance for the exporter

Pre-shipment finance =2 A Loan
A Overdraft facility

A Foreign accounts receivable loan (bank advances a

%age of the amount receivable)

Post-shipment finance —> A Bill of exchange or draft (made out by exporter for the
importer in compliance with the contract)

A Obtaining loan against a documentary letter of credit

Trade payments —> A Payment for export sale can take place in a number of

ways
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Trade payments

Aayment in advance
Aopen accounts
Alocumentary collection

Alocumentary letter of credit
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Payment in advance

Payment is sent to the exporter before the shipment is received (prepayment)

Goods/services/
- Docs .
4
| :
1 ; Request for 3 Credit to
| payment 1 account
1 |
v 2 !

- Remittance -
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Open accounts

Exporter manufactures and sends the goods before payment is required

Payment could be due in 14, 30, 60, or 120 days after shipment and delivery

Main particulars:

A importer receives goods prior to payment

A account used to settle import/export transactions between two international
parties

A account held in the books of both parties: receivable and payable

A clearance of outstanding balances is at mutually agreed periods

A requires absolute trustworthiness on the part of both parties
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Documentary collection i based on bill of exchange (draft)

Order in writing prepared by one party (drawer) and addressed to another
(drawee) directing the drawee to pay a specified sum of money to the order of
a third person (payee), or to the bearer, on demand or at a fixed and

determinable future time

November 1, 19 U.S. $20,000.00
D
- OQ.s,.  SPECIMEN
PAY TO THE ORDER OF e Qurselves

Twenty thousand and 00/100 U.S. Dollars

To: Schmidt Fabrik 9 (Authorized Signature) 0
Hamburg, Germany

ABC Manufacturing Co.
New York, N.Y.

Seller/Drawer Principal la)

Buyer/Drawee

Payes

Tenar Albaum, Strandskov & Duerr 2002
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Bill of exchange (draft) - operation

A Exporter (drawer) draws a draft addressing it to either the importer
(drawee) , or the 1 mportero6s bank i1 f draw
A Draft states the amount to be paid and whether the payment is to be paid at
sight, on demand, or some time later
A Draft states the party to whom payment is to be made, usually the
exportero6s bank
A Draft is then forwarded to the person or bank on which it is drawn,
accompanied by shipping documents in most cases

AOnce accepted, payment is made in accordance with the terms of the draft
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Delivering documents

ADocuments can be delivered against the acceptance of the draft (D/A) or

against payment of the draft (D/P).

AUnder D/A, once the buyer has accepted the draft, the shipping documents

are delivered to the buyer and possession of the goods can be obtained.

AUnder D/P, the drawee may secure the documents of title only when the

amount shown on the face of the draft is paid.
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Documentary letter of credit

an instrument, usually issued by a bank, at the request and for the account of its
client, which indicates that the bank agrees to pay to the named beneficiary a sum of
money upon the presentation of certain documents or written representations as
stipulated in the letter of credit.

Albaum, Strandskov & Duerr 2002
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