Options for Export Financing/Payments

(Arranged from least to most risky)

1. Cash in advance

· Payment is received prior to shipment of goods

· Least risky for exporter, most risky for buyer 

· Types/Forms of payment

· Wire transfer

· Check/money order

· Credit card

2. Letter of Credit (LC)

· 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 LC

· Suggested for larger transactions

· Requires a credit history with the bank issuing the LC

· Foreign buyer applies for LC and is called the applicant, exporter is the beneficiary

· Banks charge fees for this service

· Types of LCs

· Sight LC – available for payment after examination of conforming documents

· Time LC – drafts payable at fixed or determinable future date, normally within 180 days

· Advised Irrevocable LC – undertaking by issuing bank to pay seller

· Confirmed Irrevocable LC – confirming bank (usually seller’s) adds its undertaking to the credit

3. Documentary letter of credit

· Payment made after documentation of specific steps taken

· Clearly specify all terms of agreement, such as dates, times, and currency

· Banks charge fees for this service

· Protects interests of both buyers and sellers

· Standby LC – Documentary LC used to provide payment if applicant does not meet or perform an obligation

4. Documentary collection or draft

· Time, or date, drafts are used when payment occurs after the goods have been received

· Banks function as agents of exporter and buyer

· Other details same as documentary letter of credit

5. Consignment sales

· Goods shipped to foreign distributor

· Exporter is paid at the time the distributor makes the sale

· Consider using risk insurance with this option 

· Risky for the exporter, must rely on distributor for sales

6. Open account

· Convenient if buyer is well established

· Exporter bills customer, customer pays under agreed terms at a later date

· High risk for exporter as there are not specific documents of the transaction if legal action is required at a later date

· Exporters should consult with their banker before using this method
For more information visit the following website: http://www.unzco.com/basicguide/c12.html
Other information regarding export financing	


Small banks may not have an international trade division, may have to seek help from a larger, banking partner


Export-Import Bank of the United States can be useful in assuming risks for exporters that the private sector is unwilling to handle, or in providing export credit insurance. (� HYPERLINK "http://www.exim.gov" ��www.exim.gov�)


Export financing assistance is also available through the Small Business Administration and international divisions of major banks.











