IMPORT AND EXPORT FINANCING�PRIVATE ��





Sales Contract





Lists obligations of each party


*describe goods sold


*method of payment


*shipping date


*who pays for shipping, insurance, and taxes





Point at which goods transfer from seller to buyer


*ex factory:  when they leave the sellers factory


*free on board (FOB): when they are loaded aboard ship, plane, or truck


*free alongside (FAS): when they are delivered within reach of ship's loading apparatus


*ex dock: when they are delivered at the destination port





Payment for costs described along with point at which title transfers:


*cost and freight (CFR): seller pays for transportation to destination port


*cost, insurance, and freight (CIF): seller also pays for insurance


�
Bill of Lading





Agreement to carry goods to destination issued to exporter by shipper


*a negotiable document used to transfer title for goods to buyer


*called an "airbill" for goods shipped by air (not usually negotiable due to short time until title transfers)





Letter of Credit





LOC is issued by bank at request of importer


*obligates bank to pay exporter regardless of whether importer pays bank


*specifies payment due date and documents exporter must present in order to be paid


*reduces exporters risk of importer nonpayment


*must conform to sales contract


*goods may serve as collateral (bill of lading consigned to bank)


*flat fee charged to importer for issuance and percentage of amount paid 





Seller faces risk of shipping goods without being able to meet LOC terms


Buyer risks seller fraud (wrong goods, improper documents which bank is not responsible for)





Bankers' Acceptances





BA is a time draft drawn on and accepted by a particular bank to be paid at maturity


*sales contract could require importer to arrange acceptance financing


*bank approves line of credit for importer and creates a bank draft payable to the exporter's bank at a later date


*exporter can receive payment prior to maturity at less than face value


*bank may sell the BA to an investor for more than the amount paid to the exporter and less than the face value


*at maturity, the importer pays full face value to the bank and the bank pays the investor that amount


*the goods serve as collateral for the bank in event importer defaults


�
An Example of Trade Financing


U.S. firm, New York Wine Importers, buys wine from a French firm, Paris Wine Exporters


1. Sales contract: specifies amount and type of wine, price, shipping date and payment method


2. NY Wine Importers requests LOC from NY First Bank


3. NY First Bank issues LOC 


4. Exporters bank, Paris First Bank advises exporter that LOC is in good order


5. Wine is shipped


6. Exporter gives shipping documents and bank draft drawn on NY First Bank


7. Paris First Bank sends LOC, shipping documents, and bank draft to NY First Bank


8. When NY First Bank accepts the draft, a bankers' acceptance is created and NY First Bank pays a discounted amount to Paris First Bank


9. Paris First Bank pays the exporter the discounted amount


10. NY First Bank presents shipping documents to importer and NY Wine Importers takes possession of wine


11. NY First Bank sells the BA to an investor


12. At maturity the importer pays NY First Bank the full amount due and the bank pays the investor
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