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Questions for Discussion 



• Country Credit Risk Factors 

• Political 

• Economic 

• Legal 

• Cultural 

• Geographical 

• Financial 

• Foreign Exchange 

• Customer Risk 

• Export and Customer Compliance 
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• Cash-in-Advance 

• Cash With Order (CWO) 

• Cash Before Delivery (CBD) 

• Consignment 

• Open Account 

• Letters of Credit 
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Letters of Credit 

A written understanding by a bank acting at the request of its customer to: 

 Make payment to a third party 

 Accept and pay bills of exchange 

 Authorize another bank to pay bills of exchange 

Contents of a letter of credit: 

• Expiry date 

• Name of the seller 

• Name of the buyer. 

• Amount of the credit 

• Tenor of the draft 

• General description of the merchandise 

• Shipping terms 

• Documents required 
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Types of Letter of Credit 

 Standby Letter of Credit 

 Commercial Letter of Credit 

 Confirmed Irrevocable Documentary Letter of Credit 

 Irrevocable Documentary Letter of Credit 

 Documentary Letter of Credit 

 Revocable Letter of Credit 
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Special L/C Arrangements 

• Transferability 

• Assignment of Proceeds 

• Back-to-Back 

• Red Clause 

• Installment Credit 

• Revolving 

• Deferred Payment 
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Discrepancies 
All documents under a letter of credit must comply with the L/C’s terms and conditions before payment/acceptance can be made. 

Surveys of banks in major money centers reveal that approximately half of all drawings presented contain one or more discrepancies. 

When the documents presented do not conform to the terms of the L/C, the exporter has the following options: 

• To ask the negotiating/paying bank to return the documents for corrections and then resubmit the documents. 

• To request that the negotiating/paying bank contact the issuing bank for permission to negotiate/pay or accept despite 

discrepancies. 

• To instruct the negotiating/paying bank to forward the documents to the issuing bank on approval, that is, for honor under the 

L/C. 

• To request that the negotiating/paying bank honor the drawing under reserve or against a guarantee. 

• Etc. 

It is important to examine all the documents for compliance with terms and conditions of the credit, such as: 

• Spelling, such as company name, bank or address does not agree with spelling of required letter. All names and addresses, 

applicant, beneficiary and bank details must match. Shipment documents are not the place to correct misspelled names and 

addresses. 

• The bill of lading indicates damage or states goods or packaging are defective in some manner. 

• Bills of lading dated after the latest shipment date; credit will have either an explicit or an implicit latest shipment date. 
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Discrepancies: Items of Consideration 

There are also other key items to consider in international trade, such as: 

• A green clause is very similar to a red clause in that it also allows the drawing of a clean 
draft, but it requires that the merchandise be stored by the paying bank until all 
documents are received. 

• A telegraphic transfer clause speeds payments when the receiver of funds is not located in 
a financial center. An evergreen clause provides a periodic expiry date with an automatic 
extension and usually states one final date. 

• A bill of lading (transport document) is issued by a carrier and serves as a receipt for the 
goods and as a contract to deliver the goods to a designated party or to its order. 

• The person shipping the goods is the shipper or consigner. The company or agent 
transporting the goods is the carrier, and the party to whom the goods are destined is the 
consignee. 
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Documentary Collections 

 Commercial invoice 

 Drafts 

• Sight Draft/Bill of Lading 

• Cash against Documents 

• Dated Draft/Documents against Acceptance 
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Incoterms® are a set of internationally recognized trading rules created by 
the International Chamber of Commerce (ICC). 

Incoterms® establish where the passage of risk passes between the buyer 
and seller. 

Incoterms® define the seller’s obligation within an international sales 
contract to complete delivery. Incoterms®: 

• Identify the physical point in the supply chain where the risk of loss or damage 
shifts from the seller to the buyer. 

• Define the physical point the responsibility for all transportation, customs 
clearance, duties and related charges shift from the seller to the buyer; and 

• The responsibility between the seller and the buyer to complete delivery 
obligations; under Incoterms®, delivery means transfer of risk. 
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Freight Forwarders 

 Examples of services forwarders provide: 

• Letter of credit documentation preparation. 

• Air freight or ocean freight service. 

• Consolidation service. 

• Inland transportation service. 

• Customs clearance handling. 

• Warehousing and distribution service. 

• Packing and crating service. 
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 Credit Insurance 

 Multi-Buyer Comprehensive Insurance 

 Country Limit (Multi-Buyer) Insurance 

 Political Risk (Multi-Buyer) Insurance 

 Factoring 

 Forfaiting 

 Major Advantages 

 Volume 

 Speed 

 Simplicity 

 Ex-Im Bank 
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 Role of the Banking System 

• Banker’s Acceptances 

• Discount Eligibility 

 Foreign Exchange 

 Rules Governing Collections 

 Collecting Overdue Accounts 
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Summary 
• When selling internationally, businesses and credit managers must take into account the international and 

domestic economic environment, legal, political, cultural, financial and geographic factors that may 

influence a sale, because they all can amount to increased risk in a sale. 

• One major risk is foreign exchange rates during a sale because the revaluation of currency can impose 

serious costs of business internationally. 

• It is important to understand that the UCC does not govern international sales as the Convention for the 

International Sale of Goods (CISG) does. It is also of critical importance to adhere to export and customs 

compliance. Currently, there are several U.S. embargoes placed on countries like North Korea and Cuba that 

restrict trade. Therefore, if a seller is found shipping to those countries from the U.S., they can face penalties 

including sanctions and heavy fines. 

• When selling internationally, the terms of sale should never be more liberal then the terms of sale in 

domestic transactions. The following payment methods are most likely used in international sales: 

• Cash-in-advance 

• Consignment 

• Open account 

• Letters of credit 

• Documentary collections 
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Summary Continued… 
• Each type of payment in an international setting holds its benefits and costs to sellers and buyers due to the varying 

distribution of risk between the buyer and the seller. 

• The three types of letters of credit include: 

• Confirmed irrevocable documentary letter of credit 

• Irrevocable documentary letters of credit 

• Standby letter of credit 

• Within letters of credit there are also several special arrangements to consider including: 

• Transferability 

• Assignment of proceeds 

• Back-to-back 

• Red clause 

• Installment credit 

• Revolving letter of credit 

• Deferred payment 

• When documents presented do not conform to the terms of the letters of credit there are several actions that may 

be taken. Such as asking the paying bank to return the documents for corrections and then resubmit the documents. 

• Documents should always be examined for compliance with the terms and conditions. One aspect to ensure 

compliance is the correct spelling of all contents including company name, addresses and applicant names. 
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Summary Continued… 
• Other key terms to consider in international trade includes: 

• A green clause 

• A telegraphic transfer clause 

• Evergreen clause 

• Bill of lading 

• Incoterms® establish international trade rules when shipping, and establish when risk passes 

from the seller to the buyer. Given the globalization of today’s economy, Incoterms® have been 

updated every ten years since 1980. Common rules for any mode of transportation include: 

• EXW: Ex Works (Named Place) 

• FCA: Free Carrier (Named Place) 

• CPT: Carriage Paid To (Named Place of Destination) 

• CIP: Carriage and Insurance Paid To (Named Place of Destination) 

• DAT: Delivered At Terminal (Name Place of Destination) 

• DAP: Delivered At Place (Named Place of Destination) 

• DDP: Delivered Duty Paid (Named Place of Destination) 

• Rules for sea and land water transport include: 

• FAS: Free Alongside Ship (Named Port of Shipment) 

• FOB: Free on Board (Named Port of Shipment) 

• CFR: Cost and Freight (Named Port of Shipment) 

• CIF: Cost, Insurance and Freight (Named Port of Destination) 
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Summary Continued… 
• Freight Forwarders can be an excellent third-party resource to assist in international trade as 

they have a host of services that include, but are not limited to, air or ocean freight service and 

warehousing and distribution service. 

• Four ways to mitigate the risk of selling internationally include: 

• Credit Insurance 

• Factoring 

• Forfaiting 

• Ex-Im Bank 

• Forfaiting normally deals with capital goods and commodities that typically have extended 

credit periods. The minimum U.S. transaction size is $100,000. The major advantages of 

forfaiting include: 

• Volume 

• Speed 

• Simplicity 
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Summary Continued… 

• The main role of the Ex-Im Bank is to assist U.S. exporters by providing direct 
loans, or by guaranteeing repayment of commercial loans to creditworthy 
foreign buyers for purchases of U.S. goods and services. There is no maximum 
or minimum limit to the size of the export sale that may be supported by the 
Bank’s foreign buyer financing. 

• A bank plays the role of a collections agent for an exporter in documentary 
collections like drafts and letters of credit. They also serve as a vehicle to 
transfer funds and as a source of foreign exchange.  

• International rules of collection are governed by the International Chamber of 
Commerce, Uniform Rules for Collections (URC 522). It is essential to have 
uniform collection procedures and systems to ensure timely recognition of 
potential problems of international accounts. As a last resort, legal remedies 
may become necessary to collect debts. 
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Questions for Discussion 



• Reasons for Borrowing 

 Purchase property, plant and equipment 

 Build inventory in advance of heavy selling seasons 

 Tax incentives 

 Payment discounts 

 Protect ownership positions 

• Choice of Lender 

• Lending Relationships 

• Amounts outstanding. 

• Terms of repayment. 

• Costs involved. 

• Collateral pledged. 

• Existence of loan covenants or promises, that certain conditions or activities will or will not be 

met or done, and the possibility of defaults. 
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Types of Bank Lending 

 Loans based on borrowing base certificate 

 Unsecured loans 

 Mortgage loans 

 Lines/loans secured by misc. assets 

 Equipment loans 

 Revolving lines of credit 

 Short and long terms loans 

 Restrictive Covenants 
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 Assists small businesses in financing capital needs for growth  

 All funds come from private lenders 

 SBA guarantees a portion of the loan 

 7(a) loan program is the most common 
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 Background 

 Types of leases – (FASB) 

 Operating leases 

 Capital leases 

 Sale-Leaseback Arrangement 
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A special acquisition process that uses borrowed money to acquire a 
company 
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 Functions 

 Accounts Receivable Financing Procedures 

 Loans against Inventory by Financing Companies 

 Evidence of a Financing Arrangement 
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Factoring is a transaction whereby a 

business (seller) sells its accounts 

receivable to a third party, usually a 

financial institution (a factor) at a 

discount in exchange for immediate 

payment to finance continued 

business operations.  
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Features 

Business Case 

Factoring Procedure 

Timing of Payment to Seller 

Advanced Arrangements 

Notification 

Loans against inventory by Factors 

Ledger Lines 

Factor Guarantees 

Consideration by Credit Analysts 
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• Trade Credit Insurance 

• Limits 

• Terms 

• Cost 

• Policy Purchasers 

• Policy Coverage 

• Cancelable Versus Non-Cancelable Limits 
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• Distinguishing Factors 

• The ideal purchaser of accounts receivable put options is either: 

1. An experienced in-house credit team that doesn’t use credit insurance or factoring and 
doesn’t want to lose profit from sales to a risky customer, which would otherwise be 
avoided or limited due to credit risk (e.g., distressed, concentration, in bankruptcy); or 

2. A seller desiring to supplement its factoring arrangement or credit insurance (e.g., 
credits not covered/dropped by factoring/insurance, seasonal spikes). 
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Summary 
• Customers often borrow money as a means of financing their operations. These sources 

of financing such as banks, finance companies, factors and other institutional lenders, 
usually have first claim on a significant portion, if not all, of the customer’s assets by 
becoming a secured creditor through filing under the UCC. 

• There are a variety of reasons why a business may borrow money. Here are a few: 

• Purchase of property or equipment 

• Build inventory before a heavy selling season 

• Tax advantages 

• The securitization of loans gives lenders an advantage over trade creditors. 

• Important aspects of the lender relationship that a creditor should be aware of include: 

• Amount outstanding 

• Terms of repayment 

• Costs involved 

• Collateral pledged  

• Existence of loan covenants or promises 
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Summary Continued… 

• Loan types differ greatly, and if a bank feels as though they are taking on more 

risk, it may include restrictive covenants in the agreement. Types of bank 

lending include: 

• Loans based on borrowing base certificates 

• Unsecured loans 

• Mortgage loans 

• Loans secured by miscellaneous assets 

• Equipment loans 

• Revolving lines of credit 

• Short-term loans 

• Long-term loans 

• The U.S. Small Business Administration (SBA) assists the growth and expansion 

of small businesses in the United States. The SBA helps small businesses to 

obtain loans from financial institutions and in many cases insuring the banks 

from any defaults on those loans. 
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Summary Continued… 
• Leases come in several forms. The major difference between a capital lease and a operating lease is that operating leases 

are shorter and the lessee does not record the equipment as an asset or payment stream as a liability. However, the FASB is 

in the process of updating the accounting standards associated with leases. A sale-leaseback arrangement is another type 

of lease that a creditor should be aware of because of its effect on the balance sheet, which may look favorable, but may 

ultimately spell out a greater risk to the creditor. 

• Leveraged buyouts (LBOs) were very popular tools used by financial institutions in the late 1980s. A leveraged buyout is 

when a company borrows money in order to acquire another company. Leveraged buyouts should be evaluated in depth 

using financial statements of at least three years prior to the buyout. 

• Finance companies make loans against pledged or assigned collateral, such as accounts receivable, inventory or fixed 

assets. There are several questions a creditor may want to ask such as, is this a normal arrangement?, or what is the 

contract percentage advanced by the finance company against pledged receivables?, but ultimately signs of borrowing 

against receivables should show up in the balance sheet or in its accompanying footnotes. 

• Factoring can occur on a recourse or non-recourse basis. Typically sellers are required to factor their entire accounts 

receivable portfolio. Some benefits of factoring may include: 

• Insulating the seller from bad debt losses on factored receivables 

• Avoiding some costs with the collection process 
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Summary Continued… 
• Fees that are paid to the factor are determined by many considerations 

including the volume of the business factored, the degree of risk and the 

seller’s terms of sale. Timing of payment may either be upon collection or 

at maturity. Advanced arrangements can be made with the factor in 

accordance with the various payment methods. 

• Because the financial condition of a business can change overnight, it is 

important for the credit manager to know the types and amounts of 

insurance carried by the customer. Credit insurance is a risk transfer 

mechanism. Policies have evolved to where companies can insure 

individual customers. The ideal purchaser is: 

• Protecting itself from catastrophic events 

• Unable to afford in-house credit management 

© 2017 NACM 



Summary Continued… 

• Several endorsements can be made to the credit insurance policy to cover 

specific circumstances, including: 

• Bank endorsement 

• Construed coverage 

• Interim claim settlement 

• Claim settlement 

• Trade insurance may also have cancelable or non-cancelable limits. 

• Another option to protect the account receivables for a single account is put 

options. These are non-cancelable and tend to be more expensive than 

factoring or credit insurance. Ideal users include: 

• Experienced credit staff that do not use credit insurance or factoring 

• Those using it as a supplement to factoring or credit insurance 
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Questions for Discussion 



A negotiable instrument is a written document, signed by the maker or drawer, containing 
an unconditional promise to pay, or order to pay, a certain sum of money on delivery or at 
a definite time to the bearer, or to the order of. It can be transferred from party to party 
and accepted as a substitute for money. 
 

UCC 3-104(a) specifies that in order for an instrument to be negotiable, it must: 

1. Be in writing. 

2. Be signed by the maker or the drawer. 

3. Be an unconditional promise or order to pay. 

4. State a specific sum of money. 

5. Be payable on demand or at a definite time. 

6. Be payable to order or to bearer. 
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1. Drafts 

2. Checks 

3. Notes 

4. Certificates of deposit 
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Special Types of Checks 

 Bank Drafts 

 Cashier’s Checks 

 Certified Checks 

 Money Order 

 Traveler’s Checks 

 Postdated Checks 

 Sight Drafts, Time Drafts and Trade Acceptances 

 Domestic Bill of Exchange 
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Notes 
 Demand Notes 

 Time note 

 Installment note 

 Promissory Notes 

 Single-name paper 

 Double-name paper 

 Straight note 

 Serial note 

 Collateral Notes 

 Judgment Notes 
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Acknowledgment by a bank of receipt of money and 
promise to pay it back on the due date, usually with 

interest 
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 Assignment 

 Negotiation 

 Endorsements 
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Common Types of Endorsements 

 Blank or general 

 Special 

 Restrictive 

 Conditional 

 For deposit or collection 

 Qualified  

 General 
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 Before accepting, make sure there is no dispute 

 Retention and deposit may constitute an accord and satisfaction 

 Stamp checks with special legend 
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• Corporations remain slow to adopt electronic payments for 
the following reasons: 

• Checks are easier to initiate and have perceived float advantages. 

• Cash management and accounting systems do not provide the features desired 
to send and receive payments electronically. 

• For wire transfer payments, no standard exists for sending remittance 
information that allows efficient reconciliation and posting of electronic 
payments once they are received. 
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Summary 

• A negotiable instrument is basically a piece of paper that can be transferred multiple 
times from one person/entity to another without the use of actual cash. 

• Each time it is endorsed and given to another, it represents payment to that party, which 
makes it a highly trusted instrument used by millions of people. 

• The elements of a negotiable instrument include: 

• Be in writing 

• Be signed by the maker or drawer 

• Be an unconditional promise or order to pay 

• State a specific sum of money 

• Be payable on demand or at a definite time 

• Be payable to order or to bearer 

• A drawer is the person or company who makes or executes a draft 

• A draft is a written order by the first party, instructing the second party to pay money to a 
third party. 
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Summary Continued… 
• Negotiable instruments include 

• Drafts 

• Checks 

• Notes 

• Certificates of deposit 

• Checks are the most common form of draft. Special types of checks include: 

• Bank drafts 

• Cashier’s checks 

• Certified checks 

• Money orders 

• Traveler’s checks 

• Postdated checks 

• Sight drafts, time drafts or trade acceptances 

• Domestic bill of exchange 
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Summary Continued… 
• Notes are a written promise by one party to pay money to the order of another party. 

Types include: 

• Demand notes 

• Promissory notes 

• Collateral note 

• Judgment notes 

• A certificate of deposit is an acknowledgement by a bank of the receipt of money 

and its promise to pay money back at a future date, normally with interest. It 

normally pays more interest because the money cannot be withdrawn by the 

depositor before the due date without a penalty. 

• Commercial paper does not meet all of the requirements of negotiability and may 

only be transferred by assignment. 

• Negotiation is the transfer of an instrument in such a form that the transferee 

becomes a holder. 
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Summary Continued… 
• An instrument becomes endorsed when it is signed by the holder, thereby 

transferring the ownership to another. Common endorsements include: 
• Blank endorsement 

• Special endorsement 

• Restrictive endorsement 

• Conditional endorsement 

• Endorsement for deposit or collection 

• Qualified endorsement  

• General endorsement 

• The general rule for receiving a check labeled “Paid in Full” is as follows: an 
account is not considered settled even if labeled as “Paid in Full” and the check 
is for a lesser amount than the claim. The creditor may keep the check and sue 
for the balance. However, there are benefits and costs associated with the steps 
taken by the creditor depending on whether they decide to liquidate the 
payment or send the payment back to be paid in full. 
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