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Mechanisms for Getting Paid

Credit Insurance to Facilitate Open Account Sales

Other Programs

Topics



Determine needs and advise

Offer trade products and services

International reach and acceptability

Role of Banking



Types of Risk in International Trade

Credit Risk – techniques to assess risk of non-

payment or facilitate the A/R collection

Political Risk – non-commercial considerations of 

repayment

Foreign Exchange (FX) Risk – movement / stability of 

exchange rates



Payment Methods

Wire payment ACH / EFT – low 
value, low cost

Credit cardCheck – collection 
vs. cash letter



Payment Mechanisms

Cash in advance

Letters of Credit – confirmed and unconfirmed

Documentary Collections

Open account



Cash in Advance

 Exporter’s Perspective: Most secure

 Importer’s Perspective: Least secure and least desirable

Smaller or new to exporting firms may rely on this method, 

but should ask themselves: “How many sales dollars have 

been lost because of our insistence on this method?”  



Letters of Credit (“L/Cs”)

 Exporter’s Perspective: Next to cash-in-advance, the most secure method 

of transaction

 Importer’s Perspective: The opposite

An L/C is a commitment by a bank on behalf of the buyer 

that payment will be made to the exporter, provided that 

terms and conditions stated in the LC have been met. The 

importer is responsible for paying for this service. Also 

called documentary credit.



Letters of Credit or LCs

An LC is a separate document from the sales contract. Therefore, 

the bank is not concerned with fulfilling terms of the sales contract, 

nor are they concerned about the goods which were purchased.

Beware discrepancies in the LC – these will cause either delayed 

payment or…non-payment!  Consider the example of an unrealistic 

delivery date; if delivery occurs after the date specified in the LC, 

payment won’t occur…and the bank may not monitor whether the 

goods are released to the importer.

Unless otherwise stated, the LC is considered irrevocable. 



Confirmed Letters of Credit

 An even greater amount of protection can be offered if the LC is confirmed.  

The exporter asks his bank (the advising bank) to confirm, meaning that the 

U.S. bank is now promising to pay the exporter in the event that the 

importer’s bank does not pay.

 As can be imagined, this can add greatly to the cost of the exporter, and 

would be required by the exporter only in the event of relatively strong 

uncertainty about the quality of the importer’s bank, or in the event of political 

or economic uncertainty about the country of the importer.



Documentary Collections

 Exporter’s Perspective: This is the first step toward a more secure 

transaction; i.e., less credit risk.

 Importer’s Perspective: This is the most secure method transaction with the 

exception of buying on open account.

In this transaction, the exporter entrusts the collection of a 

payment to his bank (the remitting bank), which sends 

documents to the importer’s bank, along with instructions for 

payment.



Documentary Collections

 The importer may be required to pay the face amount at sight (called ‘documents 

against payment’ or ‘cash against documents.’)

 Alternatively, the importer may be required to pay on a specific date in the future 

(called ‘documents against acceptance’ or ‘cash against acceptance.’)

 Pros – the process is simple, fast, and less costly than letters of credit.

 Cons – banks do not verify the accuracy of the documents, nor do they guarantee 

payment.



Documentary Collections

 How might an exporter decide whether or not documentary collections will be their 

preferred method?

 The exporter and importer should have a well-established relationship…because the 

exporter has little recourse against non-payment.

 The exporter should be confident that the importing country is politically and 

economically stable.

 Use D/Cs when open account is considered too risky and a Letter of Credit is 

unacceptable to the exporter or too costly to the importer.



Open Account

 Exporter’s perspective: This is potentially the riskiest method of conducting 

international commerce. 

 Importer’s perspective: Understandably, this is the most secure method 

and most preferred method of conducting international commerce.

Under this method, the exporter ships the goods, which are 

received by the importer, and then payment takes place (or 

doesn’t!) along a specified timetable depending on the 

terms of sale (often 30 to 90 days).



Open Account Adjuncts

 Credit insurance permits open account sales with partial risk mitigation to the 

seller.

Glenn Sigler will cover this point in detail later this afternoon.



Open Account Adjuncts

 Factoring is a package that provides working capital financing, credit 

protection, foreign accounts receivable bookkeeping, and collection services.

 Factor purchases exporters receivables for cash, at a discount, and typically 

without recourse.

 Contact Factors Chain International (FCI), International Factors Group (IFG), 

or International Factoring Association (IFA) for details. Of these three entities, 

IFA is located in the United States.



Open Account Adjuncts

Forfaiting is similar to factoring, but with the following exceptions:

It accommodates medium-term receivables, from 180 days to seven years.

It is conducted on a transaction-by-transaction basis, whereas factoring is 

typically applied to all of the firm’s receivables.

Minimum bill size is typically $250,000, although the process becomes more 

cost effective with $500k min.

The forfaiter assumes all collection risk.



Government Program Help

 Export Working Capital Financing: More businesses probably fold for reasons of poor 

cash flow management than for other reasons. Export working capital financing can 

be secured through the SBA or the Export-Import Bank for small to medium sized 

entities.

 SBA typically handles loan facilities up to $2 million. Must meet SBA size guidelines 

and pay a 25 basis point upfront facility fee based on the guaranteed portion of a loan 

with maturity 12 months or less.

 Ex-Im Bank processes facilities of all sizes.



Thank you.
Questions?
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