
Money Business
Letters of c.redit, ,documentary collection, .forward ,optio.n$~and other

Umustknow" banking terms for exporters.

H he object of any

business (fa. nsac-
lion, be it foreign
or dome tic, is

making 11 profit That's wily
you go through all the effort
of making and selling your
product in the first place.
Getting paid in a timely and
convenient manner is cru-
cial. to making a profit. but
when your customer is in
another coun try, this "time-
ly and convenient" payment
can become complicated;
hence, your need for a
banker with expertise in in-
ternational markets.

To help explore the ba-
sics of the banking part of
your export equation, Gear
Technology spoke with
Terese S. Gravenhorst, sec-
ond vice president, lnterna-
tional Banking Divi ion.
American National Bank and
Trust Company of Chicago.

Like other experts we
have consulted for this se-
ries, Gravenhorst empha-
sizes that you should contact
your banker early and ask
lots of questions .."Call your
banker at the same time

N,anc·· Balltels-- y --- -- -

you'.re contacting your
freight forwarder. your law-
yer. and your accountant.
Even if you're still. in the
'just thinking about it' stage,
that's a good time to get
YOIIT bank involved."

The questions you
should be asking relate to
your bank's capability to
assist you with foreign
transactions ..Can it help you
with wire transfers, foreign
exchange. various interna-
tional payment methods,
documenrary collections,
letters of credit,etc.? How
deep is the bank' sexpertise
in these areas?

If your bank is a large
one in a major metropolitan
area, the chances are that it
can handle your export
banking needs. But even if
you are accustomed to deal-
ing with a smaller bank
without this background,
you can probably get the
services you need without
changing bankers.

Many smaller banks are
"domestic correspondents"
of larger banks; thar is, they
count on the larger bank to

MANAGEMENT MA1'TERS '
,

provide services like inter-
national banking, which
the smaller bank cannot.
Gravenhorstexplains: "[The
smaller bank] doesn't have
the internauonalexpertise.
so it will piggyback off us ..
On the export side we win
deal directly with the cus-
tomers, but it's understood
that we are assisting the
smaller bank as a service to
their customer, not compet-
ing with them in any way."

Involving your banker in
your export plansearly has
other advantages as well, He
Dr she will be essential if you
need to increase your line of
credit to finance some of your
export ventures, but. in ad-
dition, your banker may be

Managilng a business
lodalvis hard work, Let
"Malnagement Mat-
ters" lend a hand ..Tell
us what manag,ement
matters interest you.
Wirite 10 us at IP.0, Bo,x
1426. Elk Gro,ve. IL
60009., 0'1"Cain our staff
at (708) 431-6604.

Terese S. Gravenhorst
is the second vice president in
the lntemational Bankillg Di-
vision of American National
Bank and Trust Company of
Chicago, lt:
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able to provide you with ~ of arrangement you might ; yourbuyer's bank, who noti-
other ideas or connect you ~ enter into with a domestic ~ fies him and says, 'W,e'v·e
withpeopleororgartizations ~ customer: You deliver the ~ received the documents you
who can advance YOIl( ex- ~goods, and the customer ~ need to get your goods re-
portplans. "They can some- ~ send you a check or ar- ~ leased, We willrelea ethern
times point you In other di- ~ ranges for a wire transfer to ~ to you only when you make
rectioas or ask,'Have you ~your account within the ~ payment.' The buyer in-
thought of this or that.?'" ~agreed-uponamountoftime .. ~ structs the bank to debit his
says Gravenhorst. This is a simple ap- : account. and the foreign

The Documents in j preach. but ir has some ob- i bank sends the fund to your
the Case : vious risks. Recourse is : bank. The problem with this

The financial documents : difficult should the cus- : arrangement is that the· .
required in export transac- ~ tomer default, Gravenhorst ~ buyer can also say, 'I've
tions have an exaggerated ~explains, "It's more compli- : changed my mind. m don't
reputation for being compli- : caredif the ClIJ torner is half- : want this shipment.' In thai
cated and difficult to under-: way around the world. You ca e you either have to ship
tand, They can be highly .~.have 1.0go to his country ,deal ~ the goods back home 'Dr find

detasled.buttheirbasiefunc- ~ with hi country's laws, etc." ~ another buyer for itthere."
lion in every case is simple The open account ar- The lea t risky and,
- to see that you get your: rangement is probablywise
moneyonceyourproductha : only if you know YOUE cus-

therefore, most popular
method of payment. with ell-
er isthe letter of'credit, This
document work much like a
certified check. The bank
guarantees jhe payment of
the money as long as the re-
quiremem pecified in the
letter of credit are met. 'The
i suing bank i saying,
'Whether or not our cus-
tamer, who is your buyer.
goes bankrupt or falls off the
edge of the earth, we, the
bank, promise payment to
you.?' ays Gravenhorst,

Letters of Credit
Letter of credit come in

se veral forms, the most com-

MANA'GEMENT MATTERS
been delivered to the buyer. : tamer very well and are ab-

The documents required ; solutely sure of his or her j : • 1.1 • • 1.1 • • • • • .1 I. • • I. • • I. • • I. • • 1.1 • • 1.' •

willdependenthemetaodof ~creditworthine s, And even ~ : 'The 1101IMost COlrnmon
paymemuponwhichyouand ~ then. ifan overseas customer : iIII:.
your customer have agreed. ~ is willing and ready to pay, :.
These terms can be an irn- :..political realities may make: !.I

: 1.1

Dis,c,r,epancies in
a' Lett'er 'of ICr,edi;t

l. The letter of credit has expired.

2. Documents are presented late ..

4. Documents are inconsistent with one another.

5. Applicant's/beneficiary'. name and/or addre s
differs on the documents and the letter of credit.

~ it impo sible, "Remember : 1.,
· .: 1111
: the situation LI1Kuwait," says: III; . :.1
: Gravenhorst. "Those people : iii
~ had the money, but our gov- ~ :
: ernment blocked payment. : •· : .
: You have to consider the : •
; political stability of your ~ :
: customer's country." : •· ; .
: Documentary collectien : ~· " .
: offer some reduced risk to : iii· .
: the seller. Under this method "
~of payment, you ship the
: goods, and the shipping and

portant negotiating point and
will be .31 factor in determin-
ing how competitive your
product will beand what
your cost will be. They will
affect your collection risk,
how long you will have to
wait for payment .. and your
ability to obtain financing.

Your decislon about.
terms should be based on a

3. Shipment is late.

number of factors, such as
the value of the shipment.
whether you have had to documents vice versa.

•6. Good are shipped via air instead of ocean or •
•

:...which enable the buyer to
:. -.~get the goods are transmitted: 1.1 7. Partial .hipments are made when the letter of credit 1111

~ through banking channels.: :: prohibits them. ::
• - _. • .1 1.1

ticular country, the credit- : They are released to the buyer : • .1
hi fth b ....only wh.en h.ear sh..e ..releases :. 8. Documents are not signed when required. .,wort mess oe uyer, and ': • •

the terms your competitors : funds for payment. i: 9. Draft 001 presented. :
are offering. Gravenhorst explains: : • •:. .

The riskiest method of ~ "You hip your goods and :. 10. Insurancepolicy or billof lading is not endorsed .•
payment from the . eller' ~Lhen present the documents ~ I: :
point of view is the open ac- : like the invoice, packing list, : '.1 •

:...:1 b.-- ". - .. : 1.1 ,.1
count. This is the same kind :.ana ocean -111 of lading to : 1.1 ••• 1 ••• 1 ••• 1 ••• 1I••• ' I••• 1111•• I•••• 1 ••• 1111

: commercial
make special modifications
to the product. the relative
risk of shipping to the par-
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mon beirrgirrevocahle, COIl-

firmed, and advised. [f you
and your customer agree to
use a.letter of credit, be sure
that you gel an irrevocable
one. This means that none of
the conditious in the letter
can be changed without your
consent. Confirmed and ad-
vised letters of credit pro-
vide even more guarantees
of payment under particular
circumstance .

The letter of credit is great
insurance, but it. places obli-
gations on you as wen as on
the buyer. A. letter of credit
win contain stipulations with
which you must comply., or
the issuing bank will not pay
out. on it These stipulations
may include method of ship-
ment, dates and times of de-
livery., documents that will
be required, etc.

It's a good idea toget
copy of the terms andcondi-
tioas that are to be included
before an actual irrevocable
letter of credit is issued. Your
banker, lawyer, and freight
forwarder should review
these terms to make sure you
can comply with them. be-
fore the letter is issued, be-
cause onceit is,additional
fees will 'be incurred and time
will be I.est for every change
you mue.

"You as exporter have to
review that letter," says
Gravenhorsr, "Sometimes
customers win get the letter
of credit and just stick it in a
drawer and go ahead and
make the smpment. Theil
comes time to present the
documents, and they say,
'Well, we missed this expi-
ration date,' or 'We needed
to havethese documents no-
tarized by the Saudi! Arabian

consulate.' Now the bins of
ladingand the invoices are
gene, and getting all.that done
may be impossibl.e. Letters
of credit are not. thai compli-
cated, but you do have to
review them line by lime."

Most [etters of credit are
also "advised". This me311S

that your banker in the U. S.
verifies the authenticity of
the letter of credit issued
by your customer's bank.
GravenllO.rst explains: "If
letters of credit are i sued in
telex form, code number are
induded by tile issu ing bank.
Our telex department can
decode these numbers to
make sure that the letter of
credithas really been issued
by, say,. Deutsche Bank in.
Germany, and not by 'the
customer pretending to be
Deutsche Bank We also
have books of signamres
from. thousands of banks
around the world, and we can
verify all the signature. We
don't see it often, but orne-
times fraudulent letters of
credit do come through."

Even with. an advising
bank to verify the authentic-
ity ofthe letter, the ell tamer
would still look to the issu-
:ing bank, not the advising
one, for payment.

A.dditional Guarantees
Under some circum-

ranees, a simple irrevo-
cable letter of credit is not
enough to insure payment.
If additional guarantees are
required, you will want to
Ioek into confirmed letters
of credit.

The confirmed letter of
credit would be appropriate
in a case where you do not
feel comfortable with the is-
uing bank' ability to meet

Heat Treat
Especially for Gear Makers

Accurste lIelLl'$, need prec,isc: he:;l (reatment. A.llthe COII:ly
p1annil11 & Iwdwo~k. or maktn a ,quality gear can be lOR by
intpl'OpeJ bell.! treanng,

Meri! Gear Heal Trese ... ·crcated to serve your gear heat !TelIt
requiremenu ... !moW5. gClLriJlII and iu heat treatmenr,

Next Ume don'! gamble ... call the gear heat trntm.

Call .Merit Gear Heat Treat..

• Quburize and Harden

.' NATCO Subme~ Induction Hardening

'. Computerized leducnon Hardening

o Metallurgical laboratory

o Spccial~ gear h.eattreatm . ,continuously
improving with formal uaillilli

• Process controls, S.P.C. assuring comment qu liry

• Mll·14S208A

1Mk8HrIJR~
Heat TreB,'

CIRCLE .A·17 ,on READER' IREPLY CARD

Class AAA. AA or A ground form-24 to 250 DP. Standard
and non-standard to all current U.S. and European
specilicatio s. TiNcoal!ingand stock hobs available. Write
for our free brochure.

~.r~ ~.a....~ ~R INDUSTRIES
~41~ r-I~~ INC.
11650SycamoreAve.•Bohemia.NY 11716

516-567-1000· FAX'5116-567-1355
ALSO ,IL\S1'ER GEARS MID SPUNE GAGES

'CIRCIiE A·1!B: en IREADER REPLY CARD
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M~e!thodsof Pa¥ment for' Overseas TraiAsactions
.1 0 A -
.1 'penccount
.' Payment made as agreed upon between buyer and seller. I Commerciall Letters of Credit.,

Risks:
• The buyer may default
.' Government. regulations may cause delay in obtain-

ing foreign exchange or funds transfer,
• Payment may be blocked because of political events,

Appropriate Whe.n:
• Seller trusts the buyer and knows payment win be
made.

• No. government regulations inhibiting foreign ex-
change or funds transfer exist.

• Seller bas sufficient liquidity or access (0 outside
financing to extend deferred payment.

•I.I.
• Documen.arv CollectionsI.
I.I. Documents Against Pllyment - Payment will be madeI.
.1 when sight draft is presented to buyer's hank,and buyer
• 1 agrees to pay draft. Goods are available to buyer after.1
.1 payment..1
.' Risks

• Buyer may refuse shipment.
• Government regulations may cause delay ill obtain-

ing foreign exchange or funds transfer ..
• Payment may be blocked because of political events.

Appropriate When:
• Seller bows buyer will accept shipment,
• No government regulations inhieiting foreign ex-

change or funds transfer exist.

Documents Against Acceptance - Shipping docu-
ments are presented to buyer's bank with instructions toI. release documents after buyer has "accepted" draft (a

1.1• promise topayat a future date). Payment will be made on
1.1 maturity date of accepted draft
1.1.1

I RiskcS
" Buyer wilt default.
" 'Government regulations may cause delay in obtain-

ing foreign exchange or funds transfer ..
• Payment may be blocked because of'pclitical events.

Appr"Opriate Whe.n:
• Seller confident buyer wiJ] pay accepted draft.
• No government regulations inhibiting foreign ex-
change or funds transfer exist,

• Seller has sufficient liquidity or access to outside
flnancing to extend deterred payment.

Sight. - Payment is made when the documents are
presented to issuing bank, provided that the documents
are in compliance with the letter of credit term . Goods •
are available to buyer after the draft has been paid. ,.••Time - Payment is made 011 the maturity date of the I.

accepted draft. Goods are available to the buyer after the :
draft has been accepted by the issuing bank (a promise to I.
pay has been established).

Risks:
.•Issuing bank defaults on :its payment obligation.
.•.Payment blocked dueto political events,
• Discrepancies in documents prevent payment

ApPl'iQpriate lWIen:
• SeHer isn't sure of buyer's creditworthiness.
• Seller is confident that buyer's country won't take

aay action to block payment.
• Seller is confident issuing bank will fulti]] obligation .

Conliirmed Letter 01 Credilt
Time of payment and goods are available on the same
basis as with a confirmed letter ofcredit.

••I.,.I.I.I.I.I.
, Appr:opriaJe Wben: 1.1

• Seller is unsure or unable to evaluate issuing bank's 1.1•creditworthiness. .1
• Seller is unwilling to accept political. risks in issuing .1.1

bank's country. .1

Risks:
• Confirming bank defaults 00 payment obligation.
• Discrepancies in documents prevent payment.

Cash in Advance
Payment is made before shipment. Goods are available
after payment.

III.1

I

Risks:
• None.

AppropriaieWhen:
• Seller has negotiating strength to demand cash in
advance.

• Buyer's country doesn't prevent advance payment.

I.I.
•I.
•.1
••.1
.1
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its obligations. In that case,
you would ask your bank:
to add its confirmation (for
which it win charge a fee),
to that of the issuing bank,
Then if the issuing bank
cannot make payment for
some reason, as long as
all the documentaare in
compliance with the letter
of credit, the U.S. bank
will pay.

According to Graven-
horst, you probably would
not need to ask for a con-
firmed letter of credit from

ter of credit guarantees the
seller payment, it is a riskier
proposition for the buyer . .If
he or she agrees, to such a
payment. method, what hap-
pens if the customer is Dot

satisfied with the product
when it's delivered? What
recourse does he have?

From the issuing bank's
point of view, none. Say
Gravenhorst, "It's important
to remember tl:tatbanks deal
only in documents. Some-
times customers will ask us
not to payout on a letter of

a major bank in a major ex- credit, and we have to ten
porting country, such as Ja- them that if the documents
pan or Germany. But if : are in order, we have to pay.

MANAGEMENT MATTERS
you are doing business in a Customer satisfaction has
country where political and nothing to do with it."
economic stabil.ity are
questionable, Dr where the
issuing bank: itself is not as
well-known, the confirmed
letter of credit is an. option
you may wish to consider ..

The Price of Security
What does this additional

payment guarantee cost the
seller? This will depend ona
number of factors. And who
(you or the buyer) pays what
share will be one of the sub-
jects. of negotiation. But ba-
sic costs for all, irrevocable
letter of credit are about
one-half percent of the in-
voice amount. Charges for
amendingand advising en a
letter of credit run between
$40...00 and $60..00. Fees for
a confirmed letter of credit
are ona Sliding scale; the
greater the risk: in a particu-
lar case, the higher the fees.

The Other Side
oftbe Coin

While an irrevocable let-

This is why buyers of big-
ticket or custom-made iterms
(like specially gears) will
commonly negotiate an in-
spection of the product prior
to shipment The buyer will
insist on a signed inspection
certificate as part of the terms
of the letter of credit. An-
other approach to the same
problem is to agree to partial
payment upon delivery and
the rest after iii specified pe-
riod of time during which the
eustomercan inspect and use
the product.

Foreign Exchange
Another complication of

the overseas marketis the
fact that currencies in differ-
ent countries have different
values, If you have sold a
product for $25,0.00 U.S.,
how do you guarantee that
by the time the goods are
delivered and payment i.s
made, you will have $25,000
in payment, in spite of flue-

QUALITY I

GEARS
UP TO AGMA 15, MIL-I-45208A & MIL-SID-456B:?

FROM A SINGLE GEAR TO LONG RUN PRODUCTION, INCLUDING
PROTOTYPE & EMERGENCY REPAIRfREBUILO SERVICE

SIZE RANGE: FROM UNDER r to 48' DIAMETER
Reishauer Ground Ge:a!rs
Most Type Gears Manufacturedl
Comple:te'to Customer SpecilUcaUons

I I '. METRIC OR AMERICAN STANDARD
• SPUR. INTERNAL & EXTERNAL
• HELICAL. INTERNAL &, EXTERNAL
• WORMS. WORM GEARS
• SERRATIONS. SHAFTS
• SPLINES. INTERNAL II. EXTERNAL
• SPROCKETS· CLUSTERS
• SEGMENTS • SPINDLES
• RATCHETS .' GEAR BOXES

Fullly impl'amented SPC, and data
communications capabilities, utilizing

~ .Iate '.1.lhe '.rt C.MM..~.iSand M. iii. M. precl'si:oriW c:: gear checker to 3D'" diarneterto un face.

...:lair/ane (lea,., -9nc«
P_O..BOX 409,. PLYMOUTH,IM148170

(919) 459-2440'
In lMich_1-800-482-1773. FAX (313) 459-2941

_I

CIRCLE A-19 on READER REPLY CARD

NITRIDIN'G PLUS
Nitriding Pit ..'TypeFurnace

Standard Features:
I

'" Temperature range thru
14000F (760oq

iii Mi.croprocessor based
temper atureeontrollers,
for heatiQg ehamber and
retort separately.

'" AHoy steel retort, witb
recirculating fan.

...High temperature ele-
ments located on aU four
sides of chamber for even
heating

'" Multi-layer insulation for
greater heat. retention

F.actory wired, assembled and power tested for easy
hook up to your power supply

Quality equipment since 1930alld into the FUTURE ...

.!211
bbbdd

K.. H. HUPPERT COMPANY
168$0 South State Street
South Holland, IL 60473-2881
(7108)339-210210Fax: (788) 339-2225 1

CIRCLE A-31 en R~A'DE'R REPLY eA_RD
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matingcurrency markets?
The simplest way, of

course, is to insist on pay-
ment in U.S ..funds, But that
may not be a realistic ap-
proach. If your competitors
are dealing in pounds. yen,
or deutschemarks, you may
have to as well

"This is at place where
y01l.l need 10 get your bank's
foreign exchange division
invol ved," says Gravenhorst,
"You h:we to be aware that,
yes, there are currency risks,
and if you're selling in cur-
rencies other than yeur own,
you can't be dumb. You have
to be aware tbatthey do flue-

"This is another place to
ask. questions of your bank,
Sit down and talk to the
people rn your bank's for-
eign exchange department.
They can gi ve you their feel-
ings about what these other
currenc ies are go ing to do in
the future. They won't be
right 100% of the time, but
they do provide a another
resource for you, another
piece of input."

EXIMBANK & FCIA
Letters of credit are not

the only way to strengthen
your financial hand when
exporting. Two organiza-
tions which can provide you

lVIANAGEMENT MATTERS
•••••••••••••••••••••••••••••••

:B,aniksdeal only in do'cuments.

If the documents are iin order, a
bank must p,ay out on a letter
of ,credit, regiardless, of any

diispute, between the'
buyer and saUe,r.

• •••••••••••••••••••••••••••••••
tuate, and if you seU today at
one rate, and you actually
receive your money at at later
date, the amount could be
quite different.

"There are instruments
called forward options which
allow you to lock into a rate
of exchange. so 110 matter
what happens to the value of
the currency in six months,
you get your $25,000. But
you do need to work with
people who are well versed
in foreign exchange to ex-
plore these options.
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with export credit insurance
are EXIMBANK and FCIA.

EXIMBANK is the Ex-
port/Import Bank of the
United State ,which is part
ofthe Treasury Department.
Its main function is to pro-
mote export. hs programs
are split up into two sections
- insurance and guarantee.

011 the insurance side,
EXWMBANK win insure
your export receivables,
Gravenhorst explains: "Say
most of your foreign com-
petitors are offering open

accountterms, but you don't
want to' have to take thauiJ(
because that means you have
foreiga receivables on your
books, Maybe your bank: is
doing receivable financing,
and they're not going to take
foreign receivables. So in
order to mitigate that for-
eign riskandto keep your
bank. happy, you get this ex-
port cred itin suranee. "

Thiscredit insurance
comes intwo kind -'com-
mercial and political. Un-
der commercial coverage,
if for any reason the buyer
fail to pay. you can collect
from the insurer .. Wi.th po-

customer wanted to u e
some of their work in pro-
cess as collateral for a line
of credit for the purpose of
export transactions, Be-
cause the work. in process
was for a foreign job, we
wouldn't allow that as eel-
lateral, but EXJMBANK
was willing to. So with the
EXIMBANK guarantee, we
could offera line of,credi,t 1.0

our customer."
Exporters should note

that while EXfMBANK is
interested in encouraging
exports, its loan guarantees
are by [1.0 means "free
money." The bank i al-

litical coverage, if the 1'0- ways looking forreasonable
Iitical situation in your
buyer's country makes it
impossible for him or her to
get money out to you, the
insurer pay .

FCIA is the Foreign
Credit Insurance Associa-
tion. At one time it was
affiliated with EXmM-
BANK. but is now an in-
dependent organization. It
provide the same kinds of
insurance and guarantee
programs as EXIMBANK,
bUI becau e it is 8. private
company, it can offer ar-
rangernents under condi-
tions where it might not be
politically expedient for a
government organization to
do so, say, in the area of
defense-related exports.

This kind of insurance
can cost anything from IO
cent to $1.50 per $100 ,of
invoice, depending on the
risks Involved,

EXIMBANK also pro-
vides loan guarantees for
companies involved in. ex-
porting. "For example," says
Gravenaorst, "one of our

assurance of repayment and
requires at least two or three
years effinancial operating
experience on the part of
the borrower.

Su,mmiDgUp
Getting your money

from a buyer ina foreign
country is never as simple as
collecting from one down the
street, but the complications
should not be a deterrent to
the seller sincerely iatere ted
inoverseas markets. Export-
ing is as busines strategy as
oldas commerce itselfand
the rules for success are just
as venerable.

As Gravenhorst say ,"Be
prepared, Do your home-
work. Ask questions, Any
bank or freight forwarder
wouM rather have you ask
questions early or while the
work is in proce . than to
wait until you've shipped the
goods. Then it's too late.
Ask as many people as you
can and get a good team be-
hind you. That's the wa:y to
do welL".


