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	PRODUCT	PLANNING	STRATEGIES	OF EXPORTS

Product planning involves a number of product related decisions such as product design, product-mix, branding, pricing etc,. Therefore, the exporter has to adopt various product planning strategies such as-

(a)	PRODUCT DESIGN STRATEGIES
Exporters have the following options in respect of product design strategies.

(i)	Product Innovation Strategy-
Under this strategy, the exporter develops a new product in response to the demand prevailing in overseas markets. Low cost items for developing countries and high cost items for developed countries may be developed for example readymade garments to take advantage of fashion in different countries.

(ii)	Product Adaptation Strategy-
Under this strategy, both the product and the message are changed to increase the adaptability of the product. This helps to meet the specific needs of the foreign buyers. Products like office machines, health goods, and electrical goods require this strategy. It is a costly strategy. It is generally used to serve large size markets.

(iii)	Product Standardization Strategy-
Under this strategy, the exporter sells the same product all over the world with “One product, One message-worldwide”. For example Coca-cola, Sony etc. The exporters use this strategy when their product is too well known and enjoys global reputation. It is an economical strategy. This is because it does not require any
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modification. Moreover, it enjoys the economies of large-scale production and marketing.

(b)	PRICING STRATEGIES
As far as pricing strategies are concerned, an exporter may adopt any of the following strategies:

(i)	Skimming Pricing-
Where high price is charged when the product is launched in the market as in the case of innovative products.

(ii)	Differential Pricing-
Where different price are charged in different markets depending upon market and competitive conditions.

(iv)	Standard pricing-
Where the same price is charged in all the global markets, which is quite rare.

(c)	DISTRIBUTION STRATEGIES
Distribution channel includes a set of marketing institution participating in the marketing activities involved in the movement of flow of goods or services from the primary producer to the ultimate consumer. In international marketing, two categories of marketing channels are involved i.e.-

(i)	Direct Exporting-
Direct exporting is a method of exporting goods directly to the foreign buyers by the manufacturer himself

(ii)	Indirect exporting-
Where the manufacturer exports through intermediaries such as Star Export Houses or Merchant Exporters .

(d)	PROMOTION STRATEGIES
The exporter also needs to adopt suitable promotion strategies-

(i)	Standard Promotion Strategy
Where the same promotion-mix is used in all the global markets and with the same promotional theme.

(ii)	Differential Promotion Strategy
Where different promotion-mix is used depending upon market and competitive situation and with different promotion theme.



(e)	After-Sale-Service Strategy
After-sale-service is plays very important role in the case of durables, office equipment and machinery. The exporter needs to adopt proper after-sale-service strategy. Exporters may have a tie-up with after-sale-service agencies in overseas markets. They may also depute their own service staff in important markets.

(f)	Product Positioning Strategy
The exporter should develop effective product positioning strategy. The exporter may position the brand to create a distinct image by adopting positioning by features, price, use, benefits etc.

(g)	Product Line Strategy
The exporter should decide whether to concentrate on one product or deal with product line. It is a group of related products. For example, a food items products line may include milk powers, health drinks, fruits etc.

5.6	STEPS IN NEW PRODUCT DEVELOPMENT PROCESS


Exporters need to be competitive in the overseas markets. To be competitive, exporters may develop a new product for the export markets.

The following are the steps in new product development process:

(a)	Idea Generation
The beginning of successful product is a creative idea. For the generation of new idea, it is necessary to gather information about the unfulfilled needs of the consumer, their attitude and the qualities that a product should possess. New idea may come form brainstorming	technique,	normal	group	technique,	inviting suggestions from customers, obtaining feedback from dealers.

(b)	Analyzing the Ideas
The export marketing manager and his team may analyse the new product ideas. Analysis of benefits, costs must be conducted. The benefit analysis must be conducted in terms of sales, profits, market share etc. costs analysis must be conducted in terms of production and distribution costs.

(c)	Short-listing of Ideas
A detailed investigation of the marks will help the exporter to short list the countries which may be considered for export purpose. The main objective of short listing is to arrive at a list of few countries which are likely to influence the selection decision.


(d)	Investigation
The exporter may conduct a detailed analysis of certain markets. He may collect necessary information in respect of various factors, such as the nature of the customers, the nature and degree of competition, the present and potential demand for the product and the trade policies of the Government and so on. The information can be collected from primary sources as well as from secondary sources.

(e)	Selection of Best Idea
The export manager may select the best idea after detailed investigation. He may select that idea which would provide maximum possible benefits at minimum possible costs. The new product idea must be such that would provide maximum value to the customers and at the same time generate higher return to the exporter.

(f)	Product Development
The export manager must make arrangement for product development. He has to organize necessary resources i.e. physical, capital and manpower. He must also give necessary directions to the production team to design and develop the product that can meet customer‟s expectations.

(g)	Test Marketing
In this step of product development, market testing of the new product is under taken. The purpose is to understand its possible success in actual marketing. It is necessary to measure the consumer reaction to the product before large scale production of new product. Market testing includes product quality, features, packaging, price etc. Market testing enables the firm to improve the product and increase the customer acceptance.

(h)	Commercialization
If the test marketing results are positive, the manager may go ahead with the production and marketing on a larger scale. The product will be launched in a large market area. The manager may undertake appropriate promotion-mix which includes publicity, advertising, sales promotion, trade fairs participation etc.

(i)	Review of Product Performance
The most important step in the product development is the review of actual market performance of the product. It is a type of post introduction step. The exporter has to analyse actual market performance of the product. This includes acceptance of the product, market demand and sales position and so on. Here, the exporter can collect information data from consumer, retailer and dealer and so on. If the performance is not satisfactory he has to take prompt remedial measures.



(j)	Changes in Marketing Mix
On the basis of product performance review, the export marketing manager may have to make certain changes in the marketing-mix. Marketing mix changes may be required in respect of product‟s design features, product pricing, promotion mix and product‟s distribution.

FACTORS DETERMINING EXPORT PRICES

 INTERNAL FACTORS

1) Costs –
Cost is the most important factor to be considered in the process of price determination, since cost constitutes a major part of the price. The export price should include direct cost like raw material cost and indirect cost like distribution cost.

2) Objectives of the firm –
Internationally, pricing must consider costs, nature of markets and at the same time, it must be consistent with the firm‟s world wide objectives, such as profit maximization, market share, for example, if the objectives of a firm is to increase return on investment, then it may charge a higher price, and if the objective is to capture a large market share, then it may charge a lower price.

3) Product –
The product plays an important role in fixing price. If a product is of superior quality, then a firm may either adopt premium strategy or high value strategy. In premium pricing, the firm would charge high price for high quality, and in the case of high value pricing, the firm would charge moderate price for high quality.

4) Image of the firm –
The firms enjoying a good image in the market may charge a higher price, as compared to those firms which do not enjoy reputation in the market. This is because; consumers have trust and confidence in the firms enjoying name and reputation in the market.



5) Promotional Activities –
Pricing is related to promotional activities. If a firm undertakes heavy advertising and sales promotion, then price planning must ensure that these promotional costs will be recovered, at least in the long term. It is often observed that highly advertised or promoted brands command high price as compared to lowly promoted brands.
6) Product life cycle –
The stage of a products life cycle affects pricing. For example, when a firm introduces a product in a competitive market, then it may charge a lower price to attract the customers. During the growth stage, a firm may increase the price, especially in a low competition market.

The marketer may also consider the probable length of the product‟s life cycle. If the probable length of the product‟s life is expected to be long, then lower price may be charged, as compared to the products with shorter life span.

EXTERNAL FACTORS:

1) Competition –
Pricing decisions also depend upon competition in the export market. It is difficult to have monopolistic conditions in the international market. In competitive market the exporters have no control over pricing decisions. Price of a product is influenced by the competitive forces of the market.

2) Demand –
The prices in every market are directly related to the demand for products. The demand may be elastic or inelastic. Pricing depends on the degree of elasticity of demand. Highly elastic demand for a product tends to keep its price low, because a slight change in the price may cause considerable change in demand for such a product. In contrast, products having relatively inelastic demand can be quoted at comparatively higher prices.

3) Consumers-
The types of consumers for whom marketing efforts are made play an important role in export pricing. A product for young people or fashion oriented goods will carry a high price. Further the composition of the consumers in terms of their income and paying capacity play an important role in export pricing.

4) Economic conditions –
The economic conditions prevailing in the market must be considered while fixing prices. During the times of recession when consumers have less money to spend, the marketers may reduce



the price to influence buying decision of the consumers. However, during economic boom, the marketers may change a higher price.

5) Channel of distribution –
The marketer must consider the number of channel intermediaries and their expectations. The longer the chain of intermediaries would increase the price of the goods.

6) Market Opportunities -
The marketer may consider the market opportunities for growth. If the market promises long term growth prospects, then the marketer may consider fixing lower prices.


INCO Terms –

INCO refers to International commercial terms in respect of price quotations. The terms specify the exporter‟s and importer‟s obligations under various pricing quotations such as FOB, CXF, and CIF and so on. The obligations are universally accepted by importers and exporters.

EXPORT PRICING QUOTATIONS


 MEANING
Quotation is an offer or proposal made by an exporter in reply to the enquiry from an importer. The quotation should clearly state the price and other terms and conditions. It may be in the form of a proforma invoice that gives a clear idea to the importer about the price to be paid by him in case the deal in struck. It also states


the terms of credit, delivery schedule, terms of payment and as to which party will bear the cost of freight, cost of insurance and in the absence of insurance, loss or damage to the goods in transit, if any

10.9.2 TYPES OF QUOTATIONS

The important types of quotations are as follows.

I) FOB (Free On Board) Quotation
Under FOB quotation, the seller quotes a price which includes all expenses incurred till the goods are actually loaded on board the ship. This means packing charges, local transport charges and dock dues are covered in the price quoted. Even the expected profit is included in the FOB price.

In short, FOB price can be summed up as follows

FOB price = cost of production + profit margin + expenses up to on on board the ship - export incentives

Seller‘s obligations under FOB quotation

1. He has to load the goods on board the ship named by the buyer.

2. He has to obtain bill of lading from the shipping company and forward it to buyer to enable him to take delivery of goods.

3. He must inform the buyer certain details like the name of the ship and the possible date of delivery.
4. He has to arrange for the necessary space in the vessel.

5. He must inform the buyer without delay that the goods have been delivered on board the vessel of aircraft.


Buyer‘s Obligations under FOB Quotation.

1.	He should inform the seller the name of the ship by which the goods are tot be sent and also the expected date of delivery.
2.	He has to bear the risk when goods are loaded on the ship. 3.	He should make payment to the exporter as per the terms of
contract.

Under FOB quotation the seller has no right of lien on goods and that of stoppage in transit, because the shipping company is deemed to the agent of the buyer. As per the law, delivery to the buyer‟s agent is treated as delivery to the buyer himself.

II) C&F Quotation (Cost and Freight)


C&F means cost plus freight. The price quoted includes total cost of goods, packing, carriage, loading charges and the payment of freight up to the part of destination. The other expenses like cartage, unloading charges and expenses of carrying the goods from the part of delivery to the warehouse are to be borne by the importer. Insurance charges are also to be borne by the importer.

In short, C&F price can be summed up as-

C&F price = F.O.B. + freight


Seller‘s obligations under C&F quotations.

In addition to the obligations mentioned under FOB quotation, the seller must pay freight charges to the shipping company the under takes to carry the goods form the part of shipment to the part of destination.

Buyer‘s obligations under C&F quotation.

1. He has to arrange and pay for insurance.

2. He has to pay clearing charges, import duties etc.

3. He has to make payment as per the commercial invoice.

4. He has to bear the loss or damage to the goods, if any, from the time and place at which the seller‟s obligations are over.

III) CIF (Cost Insurance and Freight) Quotation
CIF means cost, insuran and freight. It includes FOB price plus freight plus marine insurance up to the part of destination. In other words, CIF price includes cost of production and all other expenses till the goods reach the port of destination in the buyer‟s country. The unloading charges at the buyer‟s port, custom duties etc, are to be paid by the importer.

In short, CIF price can be summed up as-

CIF price = FOB price + Freight + Insurance

Seller‘s obligations under CIF quotation

In addition to the obligations mentioned under FOB quotation, the seller must pay for freight and insurance cover also.

Buyer‘s obligations under CIF quotation

1.	He has to pay clearing charges, import duties etc.
2.	He has make payment as per the commercial invoice.



10.10	SIMPLE PROBLEM ON FOB PRICE

1.	Problem
Calculate the minimum FOB price which can be quoted by an exporter form the following details.


Ex-factory cost Packing cost Transport cost

Rs. 1,50,000 Rs. 3,000 Rs. 2,000


Profit contribution at 10% of FOB cost Duty draw back at 5% of FOB price. Solution


EX-factory cost Packing cost Transport cost
FOB cost
Contribution towards profit 10% FOB Revenue

Rs. 1,50,000 Rs.	3.,000 Rs.       2,000
1,55,000 15500
1,70,500


The amount of assistances will be considered as follows

Let minimum FOB price be Rs. x

Duty drawback at 5% f FOB price be = 0.05x
FOB price + Incentives = FOB cost + profit

x + 0.05x = 1,70,500

1.05x = 1,70,500



x

1,70,500
1.05


[image: ]minimum FOB is = Rs. 1,62,381

2.	From the following data calculate the minimum FOB price which the exporter ca quote


Ex-factory cost
Expenses up to on board the ship

Rs. 4,40,000 Rs.     40,000


Contribution towards profit 25% of FOB cost Duty drawback	10% of FOB price

Solution

Ex-factory cost	Rs.4,40,000



Expenses
FOB cost Contribution towards profit
FOB revenue

Rs. 40,000 Rs.4,80,000 Rs.1,20,000
6,00,000


Now FOB price has to be lowered in proportion of assistances.

Let minimum FOB price be Rs. x

Duty drawback at 10% of FOB price be = 0.10 x FOB price + DBK = FOB cost + profit
X + 0.10x	= 4,80,000 + 1,20,000 1.10x          = 6,00,000



x

6,00,000
1.10


= 5,45,454.54

[image: ]minimum FOB price which the exporter ca quote is = Rs. 5,45,455

3.	Calculate minimum FOB price from the following particulars.


Ex-factory cost Packing cost Transport
Contribution toward profit

Rs. 2,80,000 Rs. 5,000 Rs. 7,000 Rs. 38,000


Duty drawback 10% of FOB price Conversion rate 1$ = 45

Solution


Ex-factory cost Packing cost Transport
FOB cost Contribution towards profit
FOB revenue

Rs. 2,80,000 Rs.	5,000 Rs.	7.000
2,92,000 38,000 3,30,000


The amount of assistance will be considered as follows

Let minimum FOB price be Rs. x


Duty drawback at 10% of FOB price = Rs. 0.10

FOB price + DBK = FOB cost + profit X + 0.10x = 2,92,000 + 38,000
1.10x = 3,30,000



x

3,00,000
1.10


X = 3,00,000


[image: ]minimum FOB price in $ = 3,00,000/45 = $.6,66745



FOBprice
Exchangerate

3,00,000 = $ 6,667


4.	Problem
Calculate FOB price form the following particulars


Ex-factory cost
Expenses up to board the ship

Rs. 22,000 Rs. 2,000


Contribution towards profit 25% of FOB Cost/DBK 10% also calculate profit/loss if he accepts an offer of Rs. 28,000

Solution


Ex-factory cost
Expenses up to board the ship FOB cost
Add profit 25% on FOB cost FOB revenue

Rs. 22,000 Rs. 2,000 Rs. 24,000 Rs. 6,000 30,000


Let minimum price be Rs.x
DBK 10% of FOB price be 0.10x
FOB price + DBK = FOB cost + profit X + 0.10x = 24,000 + 6,000
1.10x = 30,000



x

30,000
1.10


[image: ]X = 27,272

Thus, minimum FOB price is Rs. 27,272

Check-


FOB price Drawback duty

Rs. 27,272 Rs. 2,728 Rs. 30,000


Calculation of profit/loss if an offer of Rs. 28,000 is accepted.


FOB price offer Drawback duty Total realization

Rs. 28,000 Rs. 2,800 Rs. 30,800


Profit/loss = (total realization) – (FOB cost) = 30,800 - 24,000
= 6,800

Profit if an export offer of RS. 28,000 is acceptable = Rs. 6,800.

5. From the following data, calculate the FOB price .


Ex-factory cost Packing cost Transportation
Contribution towards profit

Rs. 28,000 Rs.	500 Rs.	700 Rs. 3,800


Duty drawback 10% FOB price Conversion rate – 1 $ = Rs. 45


Solution

Ex-factory cost Packing cost Transport cost
FOB cost Contribution towards profit
Fob revenue



Rs. 28,000 Rs.	500 Rs.	700 Rs. 29,200 Rs. 3,800 Rs. 33,000


As the exporter is entitled for duty drawback, the minimum FOB price therefore has to be worked out as follows

Let minimum FOB price be Rs. x
Duty drawback at 10% of FOB price be = 0.10x

FOB price + DBK = FOB cost + profit X +	0.10x = 29,200 + 3,800
1.10x =	33,000



x

33,000
1.10

[image: ]x 30,000 x = 30,000

[image: ]minimum FOB price be Rx. 30,000

The amount of foreign exchange that can be earned if theFOBprice


Exchange rate is Rs. 45 per sterling = exchangerate

= 30,000 = 66745


6.	The following is the cost data of Hindustan expo ltd.


Ex-warehouse price Export packing expenses
Transportation charges form to never docks Marine loading charges

Rs. 15,000 Rs. 3,000 Rs. 1,000 Rs. 1,000


Profit contribution 10% FOB cost Duty drawback 10%

Calculate minimum FOB price for the firm if 1$ = Rs. 40 If marine freight is $ 100, what is C&F price ?

Solution


Ex-warehouse price Export packing expenses Transport charges Marine loading charges
FOB cost
Profit contribute at 10% on FOB cost FOB revenue

Rs. 15,000 Rs. 3,000 Rs. 1,000 Rs. 1,000 Rs. 20,000 Rs. 2,000 Rs. 22,000


Calculation of minimum FOB price Let minimum FOB price be Rs. x

DBK 10% of FOB price be = Rs. 0.10 x FOB price + DBK = FOB cost + profit
X + 0.10x = 20,000 + 2,000 1.10 x = 22,000



x

22,000
1.10


X = Rs. 20,000

i)	minimum FOB price if 1$ = R 40
= 20,000 = $ 500

ii)	C&F = FOB + Freight

= $ 600



MODULE 2. Export Distribution and Promotion

5.8	METHODS OF ENTRY IN FOREIGN MARKETS.

There are several methods of entry in foreign markets which an international marketer can opt for. Some of the important methods are as follows:

(a)	Direct Exporting
Direct exporting means exporting the products by the manufacturer himself i.e. without using the services of middlemen like merchant exporters, Export houses etc. A manufacture
exporter can undertake direct exporting of his products in the target market through his export department or division.
(b)	Indirect Exporting
Indirect exporting is an alternative to direct exporting which may not be possible in the case of all exporters. In indirect exporting, the exporting firm will prefer to export to the target market through marketing middlemen such as merchant exporter, export houses, trading houses or through co-operative or government agencies.

(c)	Joint Venture
A business firm may enter into a joint venture with foreign firms as the main strategy for entry in foreign markets. Joint ventures have several advantages over other strategies. The firm can easily adapt to cultural variations in foreign markets with the help of its overseas partner. Also, the foreign partner may have well established distribution network. In other words, there would be less risks and need for less investment due to the support of foreign partner.

(d)	Franchising Strategy
Franchising is a form of licensing in which a parent company the franchiser permits another independent entity (franchisee) the right to do business in a prescribed manner. This right can take the form of selling the franchiser‟s products, using its name, production and marketing techniques or general business approach.

(e)	One Country Production Base
A firm may maintain one country production base. Preferably in the domestic market, due to various lacational advantages such as low cost labour, or availability of cheap materials. However, the distribution could be done in several world markets. For distribution, the firm may use either company owned distribution channels, or foreign controlled distribution channels.

(f)	Licensing
Under international licensing, a firm in one country (the licensor) permits a firm in another country (the licensee) to use its assets such as Patents, Trademarks. Copyrights, Technology, Technical know-how, marketing skills or some other specific skills. The monetary benefit to the licensor is the royalty or fees, which the licensee pays.

(g)	Contract Manufacturing
Under contract manufacturing, a company contracts with firms in foreign countries to manufacture or assemble the products while retaining the responsibility of marketing the product. This is a common practice in the internationals business.




(h)	Acquisitions
It involves purchasing another company already operating in a foreign country market where the firm wants to enter. Synergetic benefits can result if the firm acquires a unit with strong goodwill and a good distribution network. Research indicates that a wholly owned subsidiary is more successful in international markets as compared to joint ventures. However, proper information must be obtained before acquiring a foreign firm.

(i)	Turnkey Contracts
In case of turnkey contracts, a foreign company plans and constructs a project and hands it over to the government or a domestic private company for execution. Such practice is common in oil, steel, cement and fertilizer sectors.

(j)	Green-Field Development
Firms may go green field development project. It involves setting up manufacturing plant and distribution system in other countries. It allows a firm more freedom in designing the plant, selecting its own workforce and choosing right suppliers and dealers. This strategy has been followed by many firms such as Honda, Toyota and Nissan etc.

DIRECT EXPORTING

Basically there are two methods of exporting -(A)	Direct Exporting
(B)	Indirect Exporting

In direct exporting, the export is undertaken directly by the manufacturer. The manufacturing firm makes its own arrangement to export its products either within the existing sales network or by creating a separate export department of division. This type of exporters is known as manufacturer exporters.

ADVANTAGES OF DIRECT EXPORTING Following are the advantages of direct exporting:

(a)	Good will
Due to direct contact with consumers the firm can establish close relationship with the consumers and create goodwill /reputation in the market.

(b)	Optimum Production Capacity
A manufacturer selling in domestic as well as overseas markets can utilize his production capacity fully as wide market


area is available. Excess production can be exported through special measures.

(c)	Spreading of Risks
The direct exporter can spread business risks by exporting to several overseas markets. If he sells only in domestic market, there may be business risks due to recession, or other reasons.

(d)	Export Obligation
At times, the manufacturer may have to fulfill export obligation due to import of machinery under the Export Production Capital Goods (EPCG) scheme. The manufacturer exporter can fulfill export obligation by direct exports.

(e)	Direct Control
Direct exporters can exercise a direct control over export packaging, pricing, advertising, promotion, after sales services and other marketing activities.

(f)	Export Incentives
The direct exporter can claim a number of incentives such as duty drawback, exemption form income tax, exemption from sales tax, refund of excise duty etc.

(g)	First-Hand Information
Direct exporters get first hand information about the needs and requirements of foreign markets and there by can satisfy them effectively.

(h)	Higher Price
Direct exporters can charge higher prices in comparison to competitors as they are well aware of the market conditions and can fulfill the requirements of consumers effectively.
 DISADVANTAGES OF DIRECT EXPORTING

Following are the disadvantages of direct exporting:

(a)	High Degree of Risk
Direct exporters are prone to more risks as they shoulder the twin responsibilities of manufacturing as well as marketing. They are also subject to the risks of domestic as well as overseas markets.

(b)	More Investment
The exporter needs more capital investment suitable organization structure, more marketing efforts and effective supervision and control as the entire responsibility marketing is shared by the exporter himself.


(c)	Lacks Specialization
Since a direct exporter looks after numerous activities of production, distribution, marketing, he can‟t do justice to any one of them, creating chaotic situation in the organization.

(d)	High Overhead
A manufacturer exporter has to hear the production overheads as well as marketing overheads as he is engaged in production and exporting.

(e)	Unsuitable to Small Firm
Small firms may find it difficult to export directly on their own. They may depend more on the merchant exporters or co-operative marketing.

(f)	Less Economies of Distribution
The direct exporter may not be able to reap economies of large scales in respect of distribution. The merchant exporter can however, enjoy such economies, as he can combine several shipments together.

INDIRECT EXPORTING

The manufacturer does not directly export to foreign buyers. The manufacturer exports through intermediaries such as merchant exporters, export houses, all forms of trading houses, export consortia etc.
 Advantages of Indirect Exporting:
The following are the advantages of indirect exporting

(a)	Less Risks
Indirect exporters are prone to comparatively less risks as the risk of marketing gets transferred to export market intermediaries. At the same time, these intermediaries are specialized in their own field.

(b)	Less Investment
Sine indirect exporters concentrate only on manufacturing or assembling of goods, they require a lesser amount of capital than the direct exporters.

(c)	Specialization
A manufacturer specializes on production activates due to indirect exporting. He concentrates his attention on production


activities only he is relived from the botheration of marketing exporting.


(d)	Suitable to Small Firms
The indirect method of exporting is more suitable to small firms. This is because small firms face a number of problems in negotiating and selling their products in the international markets. They can export their products through intermediaries or marketing co-operatives.

(e)	Availability of improved inputs
Indirect exporters can import raw materials, components, spare parts, etc. for export production through intermediaries such as export houses, trading houses etc,

(f)	Technical Guidance
The manufacturer can obtain technical guidance for the manufacture of products from the export houses through whom he exports.

(g)	After-Sale-Service
The export houses through their overseas offices may provide after-sale-service, which is beyond the scope of small scale manufacturer.

(h)	Less Overhead
The indirect exporter has to share overheads relating to production activities only as he is not concerned with marketing. An indirect exporter will have less burden of overheads as compared to direct exporter.

5.10.2 Disadvantages of Indirect Exporting
The following are the disadvantages of indirect exporting

(a)	Lower Price
In case of indirect exports, there are many intermediaries. Hence, the total revenue gets distributed among various intermediaries and the exporter can‟t charge a high price.

(b)	No Export Incentives
The exporting firm may not get the benefits of various incentives and facilities provided since he is not involved directly in the promotion of exports.

(c)	Excessive Dependence
Due to lack of direct contact with foreign consumers, indirect exporters are totally dependent on market intermediaries for the information about foreign markets and receipt of export proceeds

(d)	Second Hand Information
The manufacturer may not get first hand information of the export markets. Some time, the intermediaries may not provide necessary information on time.

(e)	Lack of Control
Indirect exporters can‟t exercise a direct control over marketing decisions such as packaging, pricing, advertising, sales promotion and after-sales service due to their dependence on market intermediaries.

(f)	Lower Sales
The manufacturer may not be able to get more sales through the intermediaries. This is because the intermediaries may promote the sales of a particular manufacturer only.

DISTINGUISH BETWEEN DIRECT EXPORTING AND INDIRECT EXPORTING


	Direct Exporting
	Indirect Exporting

	a) Meaning

	Export marketing is undertaken directly by the manufacturer.
	The	manufacturer	exporter, exports	the	goods     through intermediaries.

	b) Market Information

	A manufacturer exporter gets first hand market information for his business as he operates directly in export marketing
	In	indirect	exporting,	the manufacturer gets information from       intermediaries.       Such information may be inadequate, unreliable and supplied late.

	c) Control

	The exporting firm exercises complete	control	on	export pricing. Packaging and so son.
	The exporting firm has limited control	on	pricing	etc.	as marketing     is     given     to     the marketing middlemen

	(d) Reputation




	The direct exporter can earn goodwill in international market.
	The manufacturer may not earn reputation in overseas markets. The	intermediaries	get	the reputation.





	(e) Risks

	Direct exporters assume more risks as they look after both the production	and	marketing activities.
	Indirect exporters assume fewer risks,	as	they	are	simply concerned with manufacturing or producing of goods.

	(f) Investment

	It requires more investment as the exporting firm has to look after	manufacturing	and exporting.
	It requires less investment as the exporting firm is concerned only with the manufacturing activity.

	(g) Incentives

	Direct exporters can claim a number	incentives	such	as rebate on income tax, duty drawback etc.
	Indirect exporters can‟t avail these benefits unless the export documents are transferred in their name.

	(h) Overheads

	The manufacturer/exporter has to	bear	production	and distribution overheads.
	The manufacturer has to bear only production overheads.

	(i) Price

	Exports can fetch high prices if sold directly by manufacturer.
	Exports may fetch lower price due to intermediaries margin.

	(j) Specialization

	It requires concentration on both marketing	and	production aspects and as such lacks specialization.
	In	indirect	marketing,	the manufacturer can specialize in manufacturing aspects.

	(k) Suitability

	This strategy is suitable for the large business houses having huge financial and physical resources.
	This strategy is suitable for small businessmen as they may find it difficult to export directly.




Components of a logistics system
In the picture Fig. 6 are shown the components of a logistics system.
[image: img546_8]
The logistics system consists of the following components: Customer service, Inventory management, Transportation, Storage and materials handling, Packaging, Information processing, Demand forecasting, Production planning, Purchasing, Facility location and other activities.
 
Other activities for a specific organization could include tasks such as after-sales parts and service support, maintenance functions, return goods handling and recycling operations.
Clearly any one organization is unlikely to require all these specific tasks to be accomplished. For example, a service firm such as an airline might combine elements from the information processing, maintenance, demand forecasting, customer service, and purchasing functions into a logistics system designed to reach its customers. On the other hand, a manufacturer of consumer goods may draw from transportation, inventory management, storage, materials handling and packaging in addition to customer service, purchasing and demand forecasting for their logistics support.
The point is that every organization, be it manufacturer or service provider, for-profit or non-profit, has customers that it wants to reach. By integrating the appropriate functions into a customer-focused logistics system, the enterprise can develop a sustainable advantage that is very difficult to be imitated by a competitor. Sorne of these activities have traditionally had a well-defined stand-alone role within a company (purchasing, production, information processing), while others have generally been more closely associated with logistics (transportation, warehousing, packaging). What ties all of these functions together is their ability to improve customer satisfaction. This is not to say that production, for example, should be subordinate to logistics. Rather top management should utilize logistics as a way to integrate these corporate activities and keep them focused on the customer rather than on internal processes.




MARINE INSURANCE

12.6.1 MEANING
Marine Insurance is a contract under which the insurer undertakes to indemnity the insured against losses, caused due the perils of the sea.

Here perils of the sea include –
Sinking of ship, Damage to the ship and cargo due to dashing of the waves, Dashing of the ships on the rocks, Fire or explosion on the ship, spoilage of cargo to sea water, Destruction of the ship and cargo by the crew or captain of the ship, piracy and such other risks.

Section 3 of the Marine Insurance Act, 1963 defines a contract of marine insurance as an insurance cover for marine cargo, air cargo and post parcels. Thus, marine insurance is used to cover transportation by any of the following modes of transit singly or jointly –
a) Sea, air or land
b) Inland water voyages c) Rail / road
d) Air e) Post

It provides insurance or protection to goods in „transit‟ and also extends to storage of goods provided such storage is incidental to transportation.

PROCEDURE	FOR	OBTAINING	MARINE INSURANCE POLICY

The following is the procedure for obtaining marine insurance policy.

1) Selection of Insurance Company –
The exporter needs to select the insurance firm to obtain marine insurance policy. General insurance business in India is the monopoly of General Insurance Corporation (GIC) of India and its four subsidiaries. However, if an exporter intends to insure with a


foreign company, then prior permission of the RBI must be obtained.


2) Type of policy –
There are various types of marine insurance policies issued by the GIC to suit the requirements of the exporters. The exporter should decide the appropriate type of policy taking in to consideration his requirements. Such as – Time policy, Voyage policy mixed policy etc.

3) Proposal Form –
To obtain a marine insurance policy, there is a need to fill up the proposal form. Complete, correct and clear information must be mentioned in the proposal form. Any misrepresentation or non-disclosure will render the contract null and void.

4) Verification of proposal form –
The insurance company verifies the proposal form and checks the relevant details. If it is satisfied, it accepts the proposal form.

5) Payment of premium –
The insurance premium charges may vary from company to company and country to country. Payment on marine insurance policy can be made in rupees provided exporter certifies that insurance charges on the shipment in question have to be borne by him.

6) Insurance policy –
After making payment of insurance, the insurance company issues the insurance policy which contains the following –
a) The name and address of the insurance company. b) The name and address of the insured.
c) A description of the risks covered. d) A description of the goods insured. e) The sum insured.
f) The date of issue, and the period of the policy.
g) The places where claims are payable together with details of the agent to whom claims may be directed.
h) Any other details, as applicable.

7) Filing of claim –
If the goods are damaged in transit, the exporter may file acclaim for damages or loss with the insurance firm. The claim



must be submitted in prescribed form supported by relevant documents.

8) Claim Amount –

The insurance firm verifies the claim of the exporter. Normally, investigation is done in respect of the claim. If the insurance firm is satisfied with the claim, it sanctions the claim amount to the exporter.



TOOLS/ELEMENTS OF PRODUCT PROMOTION IN EXPORT MARKETS

The following are the tools/elements of product promotion in export markets.

(a)	Advertising
Advertising is one popular and extensively used tool of product promotion in domestic and foreign markets. Advertising as a promotion strategy is used in every country of the world irrespective of its economic, political or social development. A manufacturer advertises his products/goods in overseas market to make the target buyers aware of the attributes of the product so that they may be induced to purchase it.

(b)	Sales Promotion
Sales promotion includes activities that seek to directly induce, or indirectly serve as incentives to motivate, a desired response on the part of target customers, and intermediaries. The various sales promotion techniques include free samples,



consumer contests, money-refund offers, free gifts, quantity discount and instalment selling.

(c)	Personal Selling
Personal selling is face to face communication with one or more prospective buyers/users and influencing the buyer with the aim of motivating the prospect toward a purchase decision.

It is one of the four tools of marketing communication. The other tools are public relations and publicity, sales promotion and advertising. Arrange of top executives meetings with the top executives of a potential buying company. In foreign markets personal selling is possible in trade fairs and exhibitions and also at stores level.

(d)	Public Relations
Modern firms are concerned about the effects of their actions on the public. The firm should understand concerns of the public and communicate to them its goals and interests, otherwise, they may misinterpret, distort or be openly hostile to the firms actions. The firm needs to communicate to correct erroneous impressions of the company in the minds of general public, to maintain goodwill, and explain the firm‟s goals and interests.

(e)	Direct mailing
Direct mailing is the sending of sales literature through mail to select or perspective customers. Advertising is costly in overseas markets. For industrial products, such advertising in national newspapers, T.V., and commercial radio is not required. One of the most cost efficient methods of product promotion in foreign markets is the direct mailing method. This method is selective and also personal in nature.

(f)	Publicity
Publicity is news carried in the mass media about a firm and its products, policies, personnel, or actions. A newspaper or a magazine publishing an article on the company about its products or activities is publicity. It can be either favourable reporting or an unfavourable reporting in the media.

(g)	Packaging
An attractively designed packaging can influence or induce the prospects to buy the product. A well designed packaging can communicate the type and quality of the product. Packaging often has attention attracting value.

(h)	Sales Promotion
Sales promotion technique communicates with the audience through a variety of non-personal media to supplement advertising.


Sales promotion technique is used extensively in domestic and overseas markets. In sales promotion, various vehicles like free samples, gifts, coupons and contests are used for the information of buyers.

(i)	Trade Fairs and Exhibitions
Participation in trade fairs and exhibitions in one more method of approaching large number of foreign buyers easily, quickly and economically. Here, the exporter attracts customers to his product or products. Trade fair acts as valuable marketing communication tool for exporters from developing countries.

(j)	Internet
Now a day, internet can be used to communicate export marketing information. Internet can be referred as electronic yellow pages. The exporter can provide information of the product on the internet. Importers can get the information on the internet and contact the exporter.

	IMPORTANCE OF PRODUCT PROMOTION IN EXPORT MARKETS

The following are the importance of product promotion in export markets.

(a)	Product Awareness
It makes the potential customers aware of the product. It brings to the knowledge of the potential customers regarding the availability of new and better goods and services. The export marketer can communicate such information through various means of communication i.e. advertising, publicity, personal selling, trade fairs and exhibition and so on.

(b)	Persuasion
The exporter should make proper use of selling points in the communicating massage in order to persuade consumer to buy the product. He can also make effective use of unique selling proposition. While drafting the communication massage. Hence, to inform and persuade the prospective buyers to buy the product.

(c)	Reputation
Effective communication can bring in good name to the exporter‟s brands and also to the firm. People from different countries become familiar with the name and brands of the company. Effective communication can also improve the name of the country.

(d)	Education


An effective communication programme educates the prospective	consumers	about	the	different	uses	of	the communicate product, its advantages over other substitutes, contents of the product, availability of a product, technical aspect of the product etc. It can also be used to warm consumers of imitation of brands, duplicate and face products etc.

(e)	Developing Brand Loyalty
Marketers need to communicate with consumers to use their brands to discourage brand switching. This requires the firm to remind the customers that the brand is still available, inform consumers about the modifications in the product, if any. The marketer also needs to communicate the fact that the brand benefits are superior to those of the competitors.

(f)	Informing Intermediaries
An effective communication can also be used to inform intermediaries about the range of products produces by the firm, terms and conditions of the sale and delivery, incentives offered, etc. and to persuade them to stock and sell the company’s products in overseas market.

(g)	Expansion of market
Effective communication helps to stimulate more and more demand from the audience or prospects. The exporter can also enter into other market areas or countries. This helps to boost up large scale production and marketing.

(h)	Goodwill
An effective communication programme can be used as a tool for the promotion of the image not only of the product and the company but also of the country as a whole in the overseas markets. Good quality products and timely services can go a long way in enhancing the goodwill. This helps in increasing the market share for the product.

(i)	Inducing Product Trials
A lot of communication is needed to induce people to try products. The main motive of such communication is to motivate rather than to inform. For securing action, the firm may resort to sales promotion techniques such as provision of samples, free gifts, discounts, contests and so on.

(j)	Overcoming Negative Attitudes
Generally, foreign buyers have some apprehension about the quality of the products originating from developing countries.



Effective and positive communication can help to change the negative attitude of the consumers towards the product.

(k)	Economic Growth of the Nations
Effective communication helps to expand consumer markets. It enables large scale production and distribution. New and better varieties of goods enter the market scene. The consumers are often receptive of responsive to the new products. This helps the economic development of the exporting nations.


MODULE 3. Export Finance
METHODS OF PAYMENT/TERMS OF PAYMENT

11.10.1	INTRODUCTION

There are different methods of payments in export trade. The mode and manner of payment are decided by the parties to a foreign trade transaction. Banks play the most important role in this
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regard. The seller has to make sure that the sales proceed is credited in his account with in 180 days from the date of shipment of goods.

11.10.2	METHODS OF SECURING PAYMENTS IN AN EXPORT TRADE
There are several methods of securing payment of export proceeds, some of which are as follows

1) Open Account
Open account is also called trade credit. Under this method, there is an understanding between the seller and the buyer on the terms of credit and rate of interest on the outstanding amount. This facility is extended by the seller to his overseas buyer only when he is confident of the buyers‟ integrity to honour his commitments.

An advantage of this method is that the seller is relived of the botheration of drawing and discounting bills of exchange. But it can be adopted only when the parties are well known to each other and there are cross dealings between them so that the accounts are at least partly squared up.

2) Advance Payment

Under advance payment, the buyer is supposed to make the payment in advance. If this term of payment is offered, there is absolute safety of getting payment. This method may work when the buyer is completely dominated by the exporter and the buyer is interested in getting the goods. It is customary on the part of the exporter to demand a certain percentage of the value of goods in advance especially when the goods manufactured are against certain specifications of the buyer.

3. Payment against Shipment on Consignment

The exporter supplies the goods to the overseas consignee or agent, without actually giving up the title. Payment is made only when the goods are ultimately sold by the overseas consignee to other parties.

This method is costly, because of commission to be paid to the consignee, apart from other charges and at the same time it is very risk. The consignee may return the goods back if remained unsold and even the consignee may not clear off the dues in time. The price to be realized also uncertain as it depends on market conditions in the buyer‟s country.
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However, this method offers an advantage to the buyer as the buyer can examine the goods before purchasing and the seller may get a higher price if the buyer is satisfied about the quality.

In India prior approval is required to be taken from the exchange control department of RBI for shipment on consignment basis.

4. Documentary Bills

When relevant documents of the title of the goods are also sent along with the foreign bill of exchange it is called documentary bill. Which are of two types i.e. (a) Documents Against Payments (D/P) and (b) Documents Against Acceptance (D/A).
(a) Documents against Payment (D/A)

The documents are released to the importer against payment this method indicates that the payment is made against sight draft. Necessary arrangements will have to be made to store the goods, if a delay in payment

(b) Documents Against Acceptance (D/A)

The documents are released against acceptance of the time draft i.e. credit is allowed for a certain period, say 90 days. However, the exporter need not wait for payment till the bill is met on due date, as he can discount the bill the negotiating bank and can avail of funds immediately after shipment of goods.

5. Letter of Credit (L/C)

When the exporter draws a bill of exchange on the importer he faces the risk of violation of the contract by the importer. A superior method of settlement of debt for the exporter is that if he exports the goods as per the contract and produces evidence to that effect, he would receive payment without default.

Letter of credit is an authorization issued by the opening bank to the negotiation banks that if the exporter presents the relevant set of documents, make the payment.

Letter of credit defined as “an undertaking by importer‟s bank stating that payment will be made to the exporter if the required documents are presented to the bank within the validity of the letter of credit”.

CHECK YOUR PROGRESS

1. Define the following terms:
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a. Letter of credit b. Open account
c. Forfeiting scheme

11.11 FACTORS DETERMINING PAYMENT TERMS

The following factors may affect the methods of payment or payment terms subject to conditions of RBI.

1) Nature of Product

The terms of credit or the method of payment depends upon the nature of goods. For example, perishable goods would not justify a longer credit term. In case of capital goods the exporter may allow “deferred payment terms”.

2) Credit Worthiness of the Buyer

The method of payment may also depend on the creditworthiness of the buyer. If the importer enjoys a sound creditworthiness, then the exporter may accept the method of “Documents Against Acceptance”.

3) Economic Situation in the Importer‘s Country

If the economic conditions are poor in the importer‟s country, then the exporter may not like to offer longer period terms.

4) Size of the Order

The exporter also has to consider the size of the order. If the order is substantial, then the exporter may receive the money in installment, and as such longer credit period can be given. The exporter may agree toe “Documents Against Acceptance” method.

5) Competitors Credit Terms

The exporters also have to find out the credit terms offered by the competitors. If they allow a longer period of credit, the exporter may also follow the same.

6) Financial Position of the Exporter

If the exporter‟s financial position is sound, the exporter may offer a longer credit term to the importer.

7) Exchange and Import Controls in the Importing Country
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The exporter has to find out whether the importer has complied with the exchange and import controls. If there are no problems in respect of exchange ad import controls, exporter may give a longer credit period.

8) Relations

The exporter may consider trading relations with the importer. If the exporter has good relations, then he may provide longer credit terms.








LETTER OF CREDIT

MEANING


Letter of credit has become the most popular from in recent times. As it is more secured as compared to other methods of payments.

Letter of credit is as authorization issued by the opening bank to the negotiation bank that if the exporter presents the relevant set of documents, make the payment.

	PROCEDURE FOR OPENING LETTER OF CREDIT

The following are the steps in the process of opening of a letter of credit.

1) Exporter‘s Request

The exporter requests the importer to issue L/C in his favour. L/C is the most secured form of the payment in foreign trade.

2) Importer‘s Request to his Bank

The importer requests his bank to open a L/C. He may either pay the amount of credit in advance or may request the bank to open credit in his current account with the bank.

3) Issue of L/C

The issuing bank issues the L/C and forwards it to its correspondent bank with a request to inform the beneficiary that the L/C has been opened. The issuing bank may also request the


advising bank to add its confirmation to the L/C, if so required by the beneficiary.

4) Receipt of L/C

The exporter takes in his possession the L/C. He should see to it that the L/C is confirmed

5) Shipment of Goods

Then the exporter supplies the goods and presents the full set of documents along with the draft to the negotiating bank.



6) Scruting of Documents

The negotiating bank then scrutinizes the documents and if they are in order makes the payment to the exporter.

7) Realisation of payment

The issuing bank will reimburse the amount (which is paid to the exporter) to the negotiating bank.

8) Documents to importer

The issuing bank in turn presents the documents to the importer and debits his account for the corresponding amount.

 PARTIES INVOLVED IN LETTER OF CREDIT

The following parties involved in L/C are as follows

1) Opener

The importer or the buyer at whose instance and whose behalf the letter of credit is opened.

2) Beneficiary

The seller or the exporter who is entitled to receive payment under the L/C.

3) Opening/Issuing Bank

The importer‟s bank which opens the L/C.

4) Negotiating Bank



This is the exporter bank in his country expressly nominated by the opening bank to make payment to the beneficiary on fulfillment of terms and conditions stipulated in the L/C.

5) Advising Bank

This is the foreign correspondent of the opening or issuing bank which advises the letter of credit to the seller duly authenticated otherwise.

6) Confirming Bank

Bank in exporter‟s country which guarantees the credit on the request of the opening bank.
	TYPES OF LETTER OF CREDIT

There are several types of letter of credit, which are stated as follows.

1. Revocable L/C

Revocable L/C is one which can be cancelled or modified at any time without notice to the beneficiary. In this type of L/C, the issuing bank reserves the right to withdraw, cancel of modify the credit, at any time. It might be revoked before the goods are dispatched.

The major weakness of revocable L/C is that it may b e cancelled or modified without prior permission of the beneficiary by the issuing bank. This type of L/C is not very popular.

2. Irrevocable L/C

This type of L/C is preferred to revocable letter of credit. In this type, once the L/C is accepted by the exporter, it can not be cancelled or modified by the buyer of issuing bank without prior permission of the beneficiary and other parties involved such as confirming bank. Exporters normally insist on irrevocable letter of credit because it does not have ht inherent weakness of revocable letter of credit.

3. Confirmed L/C

When it is necessary for an irrevocable credit to be confirmed for the beneficiary by another bank, arrangements bank adds its confirmation on receiving necessary authorization from the issuing bank, it binds itself to negotiate documents there under.


4. Unconfirmed L/C

As the name indicates, Unconfirmed L/C is one to which confirmation is not added by the advising bank. There fore, the bank does not accept the liability to make payment. The risk of non-payment is high.

5. With Recourse L/C

In	this	type,	the	exporter	is	held	liable	to	the paying/negotiating bank, if the draft/bill drawn against L/C is not honored by the importer issuing bank. The negotiating bank can make the exporter to pay the amount along with the interest, which it has already paid to the beneficiary.

6. Without Recourse L/C

It is popularly known as sans recourse L/C. this L/C is without the condition. In case the bill is not honoured by the importer and the negotiating bank has already paid to the exporter, the negotiating bank cannot ask the exporter, to refund the amount. The negotiating bank can take recourse to the opening bank and the opening bank can demand money from the importer. This is generally an irrevocable L/C which projects the interests of the exporter. Hence an irrevocable, Without recourse and confirmed L/C is the most secured L/C.

7. Revolving Letter of Credit

The importer opens a L/C with substantial amount for a specific period in favour of the exporter. The exporter can make one or more shipments and withdraw payment against the original L/C. when the amount and restores the balance. This L/C is suitable when there is regular flow of trade activities between the importer and exporter.

8. Transferable L/C

A transferable L/C is one which contains an express provision that the benefits under it may be transferred either fully or partly to one or more parties. In our country, such L/C can be transferred only once and that too within the country.

9. Red Clause L/C

It is a special clause incorporated in red ink in the documentary credit, which authories the negotiating bank ot grant advances, on the receipt of full set of shipping documents. The


exporter receives payments from his bank on the submission of shipping documents.

10. Back-to –Back L/C

It is a domestic L/C. it is an ancillary credit created by a bank based on a confirmed export L/C received by the direct exporters. The direct exporter keeps the original L/C with the negotiating or some other bank in India, as a security, and obtains another L/C in favour of domestic supplier. Through this route the domestic supplier gains direct access to a pre-shipment loan based on the receipt of domestic or back-to-back L/C.





11. Traveller‘s L/C

This type of L/C is issued to a person who plans to visit foreign countries. Up to the amount mentioned in L/C, the person can draw cheques which the banks will honour. It is of great convenience for the person because he can draw several cheques up to the amount mentioned in L/C.

12. Clean L/C

A clean L/C is one in which payment is made to the beneficiary against a clean draft. The bank does not put any condition as regards to the acceptance and payment of bills.

13. Stand by L/C

This type of L/C differs from other types in that the buyer and seller hope it will never be drawn upon. They are often used as security for open account trading where the seller requires some king of „back-up‟ in the event of the buyer not paying for the goods. They normally require the issuing bank to make payment to the seller upon presentation of documents evidencing non-payment by the importer.

They are also commonly used in some countries as a substitute for a bank guarantee which, due to the regulations in that country, is not generally acceptable.

14. Documentary L/C

Most of the L/Cs are documentary L/Cs. Payment is being made by the bank against delivery of the full set of documents as laid down by the terms of credit. The important documents required


To be submitted by the exporter under documentary L/C.

15. Green Clause L/C

The green clause L/C addition to permitting packing credit advance also provides for the storing facilities at the part of shipment. Green L/Cs are extensively used in Australian wool credits.

16. Fixed L/C

A fixed L/C is one which is issued for a fixed period and fixed amount. The exporter can draw the bills up to the given amount with in the given period, the L/C stands terminated when the amount is used up with in the given period.
	ADVANTAGES OF LETTER OF CREDIT

Letter of credit is beneficial to the exporter and importer. These are as follows.

A) ADVANGAGES OF THE EXPORTER

A letter of credit offers a number of advantages or benefits to the exporter.

1) No Blocking of Funds

Once the exporter fulfills all the conditions of L/C and presents the documents for negotiation to his bankers, he receives payment as per the terms of L/C. the exporter is entitled to receive the full payments of the exports.

2) Clearance of Import Regulations

When the opening bank issues the L/C indicates that the importer has fulfilled ass provisions of exchange control regulations in his country. Transfer of funds will not create a problem from the exchange control authorities.

3) Free from Liability

In case of confirmed L/C and without recourse clause, the liability of the exporter comes to an end as soon as he hands over the relevant documents to the bank.

4) Pre-shipment Finance


In India, pre-shipment finance is granted by commercial bank on the strength of L/C received by the exporter from the importer‟s bank.

5) Non-refusal by Importer

The importer may refuse to take possession of goods and make and make payment in case of D/P, and D/A bills of exchange, but is difficult for him to refuse to take possession of goods and make payment against bills dawn under letter of credit.

6) No Bad Debts

As the payment is guarantee by the opening bank, the exporter is free from the problem of bad debt. In case the exporter holds a confirmed L/C, there is double guarantee by the opening bank and the confirming bank.

B) ADVANTAGES OF THE IMPORTER

Letter of credit is beneficial to the importer. These are as follows

1) Better Terms of Trade

The opening bank provides credit facility to the importer. This helps the importer to obtain better terms of trade from the foreign supplier.

2) Certainty of Shipment of Goods

The exporter can not get any benefit under the letter of credit without shipping the goods and submitting documents to the bank, therefore, the importer is certain to get the supply.

3) Overdraft Facility

When the importer falls short of payments, he can take possession of the documents against overdraft facility.

4) Funds are not blocked

There is no need for the importer to block his funds by making advance payment to the exporter.

5) Delivery on Time

The importer can obtain required documents on time under the terms of L/C. Thus he can get the delivery of goods on time.


6) Better Relations

L/C creates a better relationship between the buyer and the seller as all the terms are specified and both parties are protected.

 LIMITATIONS OF LETTER OF CREDIT

The main problems or limitations of L/C are as follows

1) Short Life

Every letter of credit has validity period carries short life. It does not give sufficient time to the exporter for shipment of goods and submission of documents.

2) Problem of Weight Units

Weights and measures are different in different countries. Thus disparity often arises through misinterpretation of weight units.

3) Insurance Problem

The letter of credit may indicate a brad coverage of marine risk where as under writers may view them as less risky. Hence underwriters may like to go for limited coverage of risk.

4) Packing Material Consideration

When the importer places an order, he specifies in the letter of credit the type of packing material that the exporter should provide. If the exporter uses some other packing materials without the permission, of exporter can take objection.

5) Luck of Safety

In case of revocable L/C opening bank can cancel or modify the L/C without prior permission of the beneficiary. This creates the problem of safe of payment.

6) Delayed Payments

The exporter collects payments from the negotiating bank no sooner he submits the documents. When payment is delayed by the opening bank, the exporter has to pay heavy interest on the advances.


7) Problem of discrepancy

If the exporter does not submit the documents as demanded by the importer, it is called discrepancy in documents. Because of discrepancy the importer either can delay or with hold payment.

Countertrade means exchanging goods or services which are paid for, in whole or part, with other goods or services, rather than with money. A monetary valuation can however be used in countertrade for accounting purposes. In dealings between sovereign states, the term bilateral trade is used.

Types of countertrade
There are six main variants of countertrade:

Barter: Exchange of goods or services directly for other goods or services without the use of money as means of purchase or payment.
Barter is the direct exchange of goods between two parties in a transaction. The principal exports are paid for with goods or services supplied from the importing market. A single contract covers both flows, in its simplest form involves no cash. In practice, supply of the principal exports is often held up until sufficient revenues have been earned from the sale of bartered goods. One of the largest barter deals to date involved Occidental Petroleum Corporation's agreement to ship sulphuric acid to the former Soviet Union for ammonia urea and potash under a 2 year deal which was worth 18 billion euros. Furthermore, during negotiation stage of a barter deal, the seller must know the market price for items offered in trade. Bartered goods can range from hams to iron pellets, mineral water, furniture or olive-oil all somewhat more difficult to price and market when potential customers must be sought.
Switch trading: Practice in which one company sells to another its obligation to make a purchase in a given country.
Counter purchase: Sale of goods and services to one company in other country by a company that promises to make a future purchase of a specific product from the same company in that country.
Buyback: occurs when a firm builds a plant in a country - or supplies technology, equipment, training, or other services to the country and agrees to take a certain percentage of the plant's output as partial payment for the contract.
Offset: Agreement that a company will offset a hard - currency purchase of an unspecified product from that nation in the future. Agreement by one nation to buy a product from another, subject to the purchase of some or all of the components and raw materials from the buyer of the finished product, or the assembly of such product in the buyer nation.
Compensation trade: Compensation trade is a form of barter in which one of the flows is partly in goods and partly in hard currency.

Countertrade is a reciprocal form of international trade in which goods or services are exchanged for other goods or services rather than for hard currency. This type ofinternational trade is more common in lesser-developed countries with limited foreign exchange or credit facilities

A major benefit of countertrade is that it facilitates the conservation of foreign currency, which is a prime consideration for cash-strapped nations and provides an alternative to traditional financing that may not be available in developing nations. Other benefits include lower unemployment, higher sales, better capacity utilization, and ease of entry into challenging markets.

(b) Features of Pre-Shipment and Post-Shipment Finance; Procedure to obtain Export Finance; Distinction between Pre-Shipment Finance and Post-Shipment Finance

MEANING OF EXPORT FINANCE


Exporter needs finance both at the pre-shipment stage and at the post shipment stage. The finance required to meet various expenses before shipment of goods is called as per-shipment finance or packing credit. The finance which is provided by banks after shipment of goods comes under post-shipment finance.

In India, financial institution like commercial banks SIDBI and EXIM bank are directly concerned with export financing. The reserve bank of India, is indirectly concerned with export financing, as it frames rules and regulations regarding terms and conditions of export finance to be followed by commercial banks and other financial institutions. The ECGC is also connected with export financing. It protects the exporters against risks of non-payment by the importer.

The exporter may require short, medium and long term finance. The short term finance is required to meet “Working Capital” needs. The working capital is used to meet regular and recurring needs of a business firm. The regular and recurring finance needs of a business firm refers to purchase of raw materials, payment of wages and salaries expenses like payment of rent, advertising etc.

The exporter may also require “Term Finance”. The term finance or term loans which is required for medium term and for long term .The term finance is required to finance fixed assets and long-term working capital needs.




 PRE-SHIPMENT FINANCE

 MEANING

Pre-shipment finance also popularly known as packing credit. It is an advance credit facility contained by an exporter from a bank or financial institution. The reserve bank of India defines it as “any loan to exporter for financing the purchase, processing, manufacturing or packing of goods‟. Precisely, it is an interim advance provided by a bank for helping the exporter to purchase, process, and pack and ship the goods. Packing credit is working capital extended to an exporter.

FEATURES OF PRE-SHIPMENT FINANCE

The salient features of packing credit are as follows

1. Eligibility-

Packing credit is granted to those exporters who have export order or a letter of credit in their name from the foreign buyer.

An indirect exporter can also obtain packing credit if:

a)	He produces a letter from concerned export house or other concerned party stating that a portion of the export has been allotted in this favour.

b)	The export houses or other concerned party should also state that they don‟t wish to obtain packing credit for the same.

2. Purpose-

Packing credit is provided to the exporter to meet working capital requirements before shipment of goods such as payment of raw material, payment of wages etc.

3. Documentary Evidence-

Pre-shipment finance is granted against the evidence of irrevocable L/C confirmed order for export. The document of L/C confirmed order must be deposited with the lending institution.

4. Form of Finance-

Packing credit can be either in the form of funded or non-funded advance. Red Clause/Green clause L/Cs are the forms of


funded finance. Non-funded facilities include domestic L/Cs, back-to-back L/Cs and various guarantees.

5. Amount of Packing Credit-

The amount of packing credit depends on the amount of export order and credit rating of the exporters by the bank. The bank may also consider the export incentives receivable such as DBK, IPRS etc.



6. Period of Packing Credit-

It is normally granted for a period of 180 days. Further extension of 90 days is considered with the prior permission of RBI.

7. Rate of Interest-

Packing credit is provided at a concessional rate of interest. The difference in normal rate of interest and export finance rate of interest is reimbursed by RBI to banks.

8. Loan Agreement-

Before disbursement of loan, the banks require the exporter to execute a formal loan agreement.

9. Maintenance of Accounts-

As per RBI directives bank must maintain separate accounts in respect of each pre-shipment advance. However, running accounts are permitted in case of certain items produced in FTZs/EPZs and 100% EOUs.

10.Disbursement of loan-

Normally, pre-shipment finance advance not sanctioned in lump sum, but it is disbursed in a phased manner.

11.Monitoring The Use of Advance-

The bank advancing packing credit should monitor the use of pre-shipment finance by exporter i.e. whether the amount is used for export purpose or not penalty can be imposed for misuse.

12.Repayment-



The exporter is expected to liquidate or repay the amount of advance together with interest charge as soon as the export proceeds or incentives are realized.

 POST-SHIPMENT OF FINANCE

 MEANING

When an advance or a loan is needed by an Indian exporter after completing the process of shipment of goods, it is termed as “Post-shipment Finance”. This finance is needed after making the shipment and before realization of payment from overseas buyers.
Post-shipment finance is provided to meet working capital requirements after the actual shipment of goods.

 FEATURES

The main features of post-shipment finances are as follows-

1. Eligibility-

This facility is available to the exporters who have actually shipped the goods or to an exporter in whose name the export documents are transferred.

2. Purpose-

Post-shipment finance provides working capital to the exporter from the date of shipment to the date of realization of export proceeds.

3. Documentary Evidence-

It is extended against the evidence of shipping documents indicating the compliance of actual shipment of goods or other necessary evidence in case of deemed and project exports.

4.	Forms of Post-Shipment Finance-

Banks provide post-shipment finance under different forms such as discounting of export bills, advance against goods sent on consignment basis, advance against retention money etc.

5.	Amount of Post-Shipment Credit-

The amount of post-shipment finance depends upon the working capital requirements of the exporter after shipment of goods.

6.	Period of Post-Shipment Finance-




Short term loan is provided by commercial banks usually for 90 day. EXIM bank provide medium term finance for a period between 90 day and 5 years and long term loan provided by EXIM bank in case of export of capital goods and turnkey projects for a period between 5 years and 12 years.

7.	Rate of Interest-

Post-shipment finance facility is granted at a concessional rate of interest, as compared to the rate of interest charged for domestic or local parties.

8.	Loan Agreement-

The exporter is required to execute a formal loan agreement with the bank before the amount of loan is actually disbursed.

9.	Maintenance of Accounts-

As per RBI directives, banks must maintain separate account in respect of each post-shipment advance. However, running accounts are permitted in case of units in SEZ/EPZ and 100% EOUs.

10. Disbursement of Loan Accounts-

Normally, post-shipment credit advances are not given in lump sums. It is disbursed in installments as and when required by the concerned exporter.

11. Monitoring the use of Advance-

The bank advancing post-shipment credit should monitor, the use of post-shipment credit by the exporter i.e. whether the amount is used for export purpose or not. Penalty can be imposed for misuse.

ROLE OF COMMERCIAL BANKS

The exporter is expected to repay the amount of loan to the bank as soon as he receives export proceeds. Generally, the lending bank itself realizes the export proceeds from the importer‟s banks.

Commercial banks provide a major part of export finance. They extend financial assistance both at pre-shipment as well as post-shipment levels to exporters not only on priority basis but also on liberal terms.


The directives of Reserve Bank of India under Exchange Control Regulation Act make it obligatory for payments of exports to be settled through the medium of a bank in India authorized to deal in foreign exchange. Commercial banks services are divided into

(a) Fund Based Assistance (Financial Services)
(b) Non-Fund Based Assistance (Non-Financial Assistance)

(a) FUND BASED ASSISTANCE

The commercial banks provide fund based activities at pre-shipment stage and post-shipment stage.

(i) Pre-Shipment Stage

The commercial banks provide finance on short terms basis for a normal period of 180 days at a very concessional rate of interest. The various forms of advance are cash packing credit loan, advance against hypothecation, advance against pledge etc.

(ii) Post-Shipment Stage

The commercial banks provide finance at the post-shipment stage normally for a period of 90 days at a concessional rate of interest. The various forms of post-shipment finance are negotiation of bills drawn under LC, purchase/discounting of bills, overdraft against bills under connection etc.

(b) NON-FUND BASED ASSISTANCE

(I) Banks Guarantees

Banks are authorized to issue guarantees and furnish bid bonds in favour of overseas buyers. The various guarantees issued by banks are-

1. Bid Bonds – Banks issue bid bonds to enable exporters to participate and quote price in various global tenders.

2. Preference Guarantee – It is required in case of export of capital goods and turnkey projects and construction contracts.

3. Advance Payment Guarantee – The banks also issue advance payment guarantee to the overseas buyer who normally makes certain advance payment to the Indian exporter against a bank guarantee.

4. Guarantee for Payment of Retention Money – Banks issue a guarantee for payment of retention money by the overseas party


who would release the retention money to the Indian party only after receiving guarantee from bank.

5. Guarantee for Foreign Currency Loans – It is sanctioned by financial institution abroad to Indian exporters who raise funds to finance their projects abroad.

(ii) Credit Rating of Importers

Banks undertake credit rating of importers on request from exporters. They collect important information about their credit worthiness and supply the same to the exporters.

(iii) Information about Foreign Exchange

Banks also provide information on the exchange rates of various countries.

(iv) Dollar Account

Commercial banks provide services to their clients by opening 25% dollar account. Under this account, an exporter is allowed to retain 25% of the receipts in foreign currency accounts with a bank in India; these accounts help exporters to meet payment in foreign currencies.

(v) Invoicing in a Foreign Currency

Sometimes a buyer insists for invoicing in a foreign currency which is generally suitable to him. Banks provide necessary information on this matter, such as whether the said currency is marketable or not, if the contract is not for major currencies.

(vi) Confirmation of Letter of Credit

Banks also undertake the job of advising and confirming of L/C opened by importers.

(vii) Forward Exchange Contracts

Banks cover the risks of fluctuations in foreign exchange rates by fixing the rate in advance for future transactions. Such rates are known as forward exchange rates.

(viii) Currency for Invoicing Services

Banks provide foreign currencies for invoicing services, as all currencies are not readily available and may require prior permission for their release.
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 EXPORT-IMPORT BANK OF INDIA (EXIM BANK)

MEANING
The EXIM bank of India is a public sector financial institution established on 1st January, 1982. It started operating from 1st march, 1982. It was established by an Act of Parliament, for the purpose of financing, facilitating and promoting foreign trade. It is also the principal financial institution for coordinating the working of institutions engaged in financing India‟s foreign trade.

This bank was mainly created for the purpose of financing medium and long term loans to exporters there by promoting the country‟s foreign trade.

 OBJECTIVES OF EXIM BANK

The main objectives and purposes of EXIM bank are as follows

1. Financing of export and imports of goods and services not only of India but also of third world countries.
2. Financing of joint ventures in foreign countries.

3. Financing of Indian manufactured goods, consultancy and technological services of deferred payment terms.
4. Financing R&D and techno-economic study.

5. Co-financing global and regional development agencies.

 FUNCTIONS OF EXIM BANK

The assistances offered by EXIM bank to the exporters can be grouped under the following three categories.


















firms
FUNCTIONS OF EXIM BANK







Fund Based Assistance

Non-Fund Based Assistance










Financial assistance to Indian companies

Financial assistance to foreign govt. and business

Financial assistance to Indian commercial banks


Guarantees and Bonds


Advisory and other services








i) FUND BASED ASSISTANCE

EXIM bank provides direct loans to exporters, refinance, overseas buyers‟ credit, foreign lines of credit, overseas investment finance and pre-shipment credit. EXIM bank re-discounts export bills, and extends re-lending facility to banks abroad. It renders technology and consultancy services.

EXIM bank provides term finance for export oriented units. It assists programme. It assists SSI who are exporting by its bill re discounting programme. It also has on „agency credit line‟ with IFC. It refinances exports of computer software.

Fund based assistance is divided in to three broad groups. These are as follows.

1. Financial Assistance to Indian Companies

EXIM bank provides loans to Indian exporters in the following manner

(a) Financial assistance on deferred payment terms. (b) Consultancy & Technology services.
(c) Pre-shipment credit.

(d) Facilities for export oriented units. (e) Facilities for deemed export.
(f) Overseas investment financing.

2. Financial Assistance to Foreign Government and Business Firms

EXIM bank also provides loans to foreign governments, companies and financial institutions in the following ways.

(a) Overseas buyers credit
(b) Lines of credit to foreign governments. (c) Relending facility to banks overseas.

3. Financial Assistance to Indian Commercial Banks

EXIM bank provides loans to Indian commercial banks as shown below.

(a) Export bills rediscounting (b) Refinance of export credit




ii)	NON-FUND BASED ASSISTANCES

Non-fund based assistances provides cover assistance, retent on money, guarantees etc,

1. Guarantees and Bonds

EXIM bank provides non-fund based assistance in the form of guarantees in the nature of bid bonds, performance guarantee etc. These guarantees are provided together with commercial banks.
2. Advisory and Other Services

EXIM bank adviser Indian companies, in executing contract abroad, and on sources of overseas financing. It advises Indian exporters on global exchange control practices. EXIM bank offers financial and advisory services to Indian construction projects abroad; it advises small scale manufacturers on export markets and product areas. EXIM bank provides access to euro financing sources and global credit sources to Indian exporters. It assists the exporters under forfeiting scheme.

EXIM bank also provides advisory services relating to marketing research, merchant banking, foreign exchange, risk syndication, dissemination of information through publications.

.

 SMALL INDUXTRIES DEVELOPMENT BANK OF INDIA (SIDBI)


	MEANING

Small industries development bank of India (SIDBI) was established in April, 1990 under an act of parliament, the Small Industries Development Bank of India Act, 1989, as a wholly owned subsidiary of Industrial Development Bank of India, the premier development bank in the country.



 OBJECTIVES

The main objectives of SIDBI are as follows

(a)	To serve as the principal financial institution for promotion, financing and development of small scale sector.

(b)	To coordinate the functions of the institutions engaged in promoting, financing of developing small scale sector.

 FUNCTIONS

The main functions of SIDBI are as follows-

SIDBI provides various schemes for the promotion, finance and development of units in the small scale sector and in the tiny sector. The various schemes are broadly classified into three groups.

	
	Schemes of SIDBI
	

	
	

	
	
	
	

	Refinance Assistance
	
	Direct Assistance
	
	Bills schemes




I) REFINANCE ASSISTANCE

1) Seed capital scheme

SFCS/SIDCS provide seed capital to promoters of SSI units. The SFC/SIDC can then obtain refinance from SIDBI. This scheme enables the entrepreneurs to meet promoter‟s contribution towards equity.

2) Equipment Refinance Scheme


SFVS/SIDCS provide equipment refinance to SSI units to purchase	equipment	for	the	purpose	of	expansion	and modernization. The SFC/SIDC can then obtain refinance from SIDBI, if so required.

3) Tourism Related Finance Scheme

SFCS/SIDCS provide finance to entrepreneurs foresting up tourism related activities, such as development of amusement parks, cultural centers, restaurants, etc. The SFC/SIDC can then obtain refinance from SIDBI.
II)	DIRECT ASSISTANCE

1) Project Finance Scheme

SIDBI provides direct finance to SSI units for setting up new projects. Preference is given to those units with export orientation, import substitution, hitech and those promoted by entrepreneurs with good track record.

The project cost should not be less than Rs. 75 lakh and the debt equity ratio not to exceed 2:1

2) ISO 9000 Scheme

SIDBI provides direct finance to obtain ISO 9000 certification. The objectives are to promote quality systems in SSI units, with a view to strengthen their marketing and export capabilities.

3) Equipment finance Scheme

SIDBI provides direct finance to SSI units for the purchase of equipment,	required	for	the	purpose	of	expansion	and modernization.

III) BILLS SCHEMES

1) Direct Discounting Scheme (DDS)

SIDBI directly discounts bills regarding sale of equipments where period of bill is 5 years and minimum transaction is Rs. 1 lakh. The same scheme is applicable in sale of components where period of bill does not exceed 90 days.

2) Bills Rediscounting Scheme (BRS)

Under the scheme, SIDBI rediscounting the bills which were earlier discounted by commercial banks.





 EXPOR CREDIT GUARANTEE CORPORATION OF INDIA LTD. (ECGC)

	MEANING

In order to provide export credit and insurance support to Indian exporters, the GOI has set up the export risk insurance corporation (ERIC) in July, 1957. It is now known as ECGC of India ltd.
ECGC is a company wholly owned by the GOI. It functions under the administrative control of the ministry of commerce and is managed by a board of directors representing government, banking, insurance, trade and industry.

	OBJECTIVES

The main objectives of ECGC are as follows

1. ECGC is designed to protect exporters from the consequences of payment risks both political and commercial.

2. It helps exporters to expand their overseas business without fear of loss.

3. It enables exporters to get timely and liberal/bank finance.

4. It provides to banks financial guarantees to safe guard their interests.
5. It enables exporters and importers to take calculated risks in business.


	FUNCTIONS

1. It helps exporters in obtaining financial assistance from commercial banks and other financial institutions on the strength of its policies and guarantee.

2. It helps in collecting and disseminating information regarding credit worthiness of overseas buyers.

3. It helps in developing and diversifying exports.

4. It insures the exporters against credit risks and guarantees payments.

5. It charges lower rates of premium to enable exporters to effectively compete in international markets.
6. It provides risk coverage against political and commercial risks.



7. It provides services which are not available from commercial insurance companies.

	POLICIES ISSUED BY THE ECGC

ECGC issues various policies and guarantees which are as follows

1) Standard Policies

Standard policies issued to exporters to protect them against payment risks involved in exports on short term credit.
2) Specific Policies

Specific policies designed to protect Indian firms against payment risk involved in (a) Exports on deferred terms of payment (b) Services rendered to foreign parties, and (c) Construction works and turnkey projects undertaken abroad.

3) Financial Guarantees

Financial guarantees issued to banks in India to protect them from risks of loss involved in their extending financial support to exporters at pre-shipment and post-shipment stages.

4) Special Scheme

Special schemes such as transfer guarantee mean to protect banks which add confirmation to letters of credit opened by foreign banks, insurance cover for buyer’s credit.


Module 4. Export Procedure and Documentation
Export procedure refers to the execution of an order received from an overseas buyer and includes everything that the exporter is required to do right from the receipt of a confirmed order up to the realization, o/s final payment. It is not difficult to receive an export order but extremely difficult to successfully and satisfactorily execute the same. This is because exporting goods overseas involves same definite procedure and is covered by legal restrictions.

Export trade is governed by legal controls and therefore, every function of it is carried out under definite procedures. The various procedures that are followed in the export of goods facilitate execution of export in a systematic manner.

Export market is not merely an extension of domestic market. Apart from the basic principles of sound business in domestic as well as foreign market, selling abroad requires specialized knowledge regarding certain matters such as detailed market surveys, shipping, marine insurance, customs and foreign exchange formalities, etc.

 STAGES IN EXPORT PROCEDURE

Export procedure involves a number of steps. The various steps can be classified into four stages


EXPORT PROCEDURE





Stage I Preliminary Stage

Stage II Pre-shipment
stage

Stage III Shipment Stage

Stage IV Post-shipment
Stage




PRELIMINARY STAGE

1) Organizing –
The exporter should have an organization to look after exports. Exporters may set up a complete new organization or add on export section to an existing one. At this stage the exporter may take a decision to select the right product sell abroad.



2) Registering with various Authorities –
The exporter should register his organizations with various authorities. These are as follows:

a) Income Tax Authorities to obtain permanent Account Number (PAN).

b) Jt. DGFT – to obtain Importer‟s exporter‟s code Number (IEC No.)

c) EPC – to obtain Registration – cum –membership – certificate (RCMC)

d) Other authorities, such as FIEO, sales Tax authorities, chambers of commerce etc.

3) Appointing Agent / Distributors –
It is advisable to appoint agents or distributors in the selected overseas markets. The exporter may also open branches or sales divisions or depute permanent representative abroad.

4) Approaching Foreign Buyers –
The overseas agents / representatives approach foreign buyers with a quotation. The foreign buyer, if satisfied with the quotation and after clarifications, if any, will place an order with the exporter.

PRE-SHIPMENT STAGE

1) Confirmation of order –
When the buyer is satisfied with the terms and conditions of the seller, he will place either a formal or confirmed order along with a signed copy of the contract. The exporter should acknowledge and confirm the receipt of such order.

2) Obtaining Letter of credit –
Together with the acknowledgement letter confirming the receipt of an export order, the exporter may send a formal request to the importer to open a letter of credit in his favour.

3) Obtaining pre-shipment Finance –
As soon as the exporter receives a confirmed order and the L/C, he should approach his bank for securing pre-shipment finance to meet his working capital requirements.

4) Obtaining Export Licence, if necessary‘s –
Export control is exercised to a limited extent in India. The problem of obtaining export licence arises only in the case of a few controlled items. Otherwise, export business has been delined.



5) Production and Procurement of goods –
Soon after securing the pre-shipment advance from bank, the exporter has to arrange for production and procurement of goods for shipment. A manufacturer exporter himself undertakes the entire process of production.

6) Packing and Marketing –
After procuring the goods meant for export, the exporter has to arrange for proper packing and marking of the goods. Packaging must ensure proper protection of the goods. The packing material should be selected after considering the distance to be covered, mode of transportation, types of handling of the goods at ports etc.

7) Pre-shipment Inspection –
If the export cargo is subject to qualify control and pre-shipment inspection, the exporter should get in touch with EIA to obtain Inspection certificate.

8) Central Excise Clearance –
Goods meant for export are exempted from the payment of excise duty. Excise clearance is obtained by two methods
a)Export Under Rebate and	b) Export Under Bond.

9) ECGC cover –
The exporter must take appropriate policy to protect him from credit risk.

10) Marine Insurance policy –
In order to protect the cargo from perils on high sea, the exporter has to obtain marine insurance policy. Payment of insurance premium depends on the type of price quotation accepted by the importer.

11) Appointment of clearing and Forwarding Agent –
It is always advisable to appoint C & F agent to look after forwarding work which includes booking of shipping space, preparing and submitting various documents to customs.

SHIPMENT STAGE

1) Reservation of space in the ship –
The exporter has to contact the shipping company well in advance for booking the required space in the vessel for shipment of his consignment. He has to provide necessary information as regards date of shipment, gross and net weight of each package, particulars of the importer and that of his own, arrival and departure date of the vessel etc. when shipping company accepts the


exporter‟s request, the company or its agent issues “shipping order”.
2) Preparation and processing of shipping documents –
When goods reach the port of shipment, the exporter has to arrange for preparation of a complete set of documents to be passed on to the forwarding agent.

3) Physical Examination of goods at the port –
The C & F agent obtains the carting order from the Port Trust to Cart the goods inside the docks. He then approaches the custom Examiner, who may physically inspect the goods. The custom Examiner then given “Let Export order”.

4) Loading of goods –
The duplicate copy of shipping bill which is endorsed by the custom Examiner is handed over to the custom preventive officer, who endorses it with „Let ship order‟. The goods are then loaded on board the ship, for which Mate‟s Receipt is issued by the mate of the ship. The Mate‟s Receipt is handed over to the shipping company to obtain Bill of Lading.

POST-SHIPMENT STAGE

1) Dispatch of Documents –
Dispatch of documents by C & F Agent to the exporter. The details and the mode of dispatch of the shipping documents are specified in the L/C. negotiating, in this sense, implies mailing of dispatching a set of documents to ensure that the importer or his agent receives the same in time so that he can delivery of the exported goods.

2) Shipmea font advice to importer –
After the shipment of goods, the exporter has to sent suitable intimation to the importer for his information. By this intimation, the date of shipment, the name of the vessel, date on which the goods will reach the destination should be informed to the importer. A copy of non-negotiable bill of lading is also sent for information. The importer gets the remaining documents through his bank.

3) Presentation of Documents to the Bank –
A complete set of documents is submitted by the exporter to his bank for the purpose of negotiating the same and obtaining export proceeds in time. The bank then sends the same documents to the exporter.

4) Realization of export proceeds –
The exporter then proceeds to claim export incentives on the basis of bank certificate. The bank certificate gives description of



the product, its value, the rate of conversion, the details of invoice etc. The exporter is entitled to various incentives such as IPRS, DBK and other incentives, it applicable.

5) Follow-up of Export sales –
A good exporter should always have a follow-up after sales i.e. he should provide necessary after sale service, find out buyer‟s opinion towards the product and so an, which will help to generate more sales in the international market.

 EXCISE CLEARANCE PROCEDURE

Excise duty is a levy imposed by the Central Government on goods manufactured in India. This duty is usually collected on goods at source i.e. before they are removed from the factory. Export goods are totally exempted from central excide duty. However, necessary clearance has to be obtained in either of the following two ways: a) Export under bond and b) Export under Rebate.

a) Export under bond –
Under this system, the exporter need not pay any amount of duty but export the goods under a bond supported by a bank guarantee, for a sum equivalent to excise duty chargeable on such goods. As this system amounts to a “running bond account”, the bond is arranged for a suitably large amount with the approval of the Excise Authorities so that several consignments may be exported under the same bond without frequent renewals.

b) Export under Rebate –
Under this system, the manufacturer / exporter initially pays the duty and then claims its refund after shipment of the goods.

[image: ]PROCEDURE FOR EXCISE CLEARANCE
The common procedure of excise clearance under „bond‟ and under „rebate‟ is as follows –

1) Preparing of Invoice –
The expert goods have to be cleared from the factory under invoice. The invoice contains details like name of the exporter, value of goods, excise duty chargeable, etc. The invoice is to be prepared in triplicate. In case of export under Bond, the invoice should be marked as “For Export without payment of duty”. In addition to the invoice, a prescribed form ARE-1 has to be filled in by exporter.

2) Filling up of ARE-1 Form –


The exporter has to fill up ARE-1 form in five copies. Which can be used at the time of claiming other export incentives? The ARE-1 copies have distinct colour for the purpose of verification and processing.
Original copy	-	white Duplicate copy	-	Buff Triplicate copy	-	pink Quadruplicate copy	-	Green Quintuplicate copy	-	Blue

3) Application to Assistant collector –
The exporter now has to remove the goods from the factory/warehouse premises for which he has to apply to Assistant collector of central Excise.

4) Instruction to Range Superintendent –
The ACCE will instruct the Range Superintendent of Central Excise under whose Jurisdiction the factory is located.

5) Appointment of Inspector –
In order to comply with excise duty clearance, the Range Superintendent will appoint an inspector. The inspector will clear the goods either at the factory or at the port.

6) Processing of ARE-1 Form –
The excise Officer / Inspector will make endorsement on all copies of ARE-1. The handling of ARE-1 Form is done as follows.
a) The fifth (blue) copy is returned to the exporter.

b) The fourth (green) copy is sent by Excise Authorities to the chief Accounts officer of central Excise.
c) The third (pink) copy is sent to maritime collector of central Excise at the part of shipment.
d) The original (white) and the duplicate (buff) copies are returned to the exporter.

e) The exporter hands over the original and the duplicate copies to the customs Authorities.

f) The customs preventive officer sends the original to the maritime collector (MCCF) and the duplicate copy is returned to the exporter or his agent.

7) Refund of Excise Duty –
The exporter has to apply to maritime collector of Central Excise (MCCF) after the shipment of goods along with the duplicate copy of AR-4. If MCCE is satisfied, it will instruct the Refund Section to prepare cheque and hand it over to the exporter.

.


ROLE OF CUSTOM HOUSE AGENTS

Custom Agents are the agents who look after the customs and forwarding formalities relating to export of goods. The custom House Agent provides a variety of services, which are complex in nature. The following are the most important among them.

1) Obtaining Shipping order –
The CHA may obtain shipping order from the shipping company. The shipping order enables booking of space on the ship. At time, the importer does the booking of space on the ship.

2) Arrangement for Internal Transport –
The CHA arranges for the transportation of goods from the exporters factory or warehouse to the docks or the airport.

3) Preparing of shipping Bill –
Preparing of shipping bill based on the details mentioned in various documents given to him by exporter, the custom House Agent prepares the shipping bill in 5 copies. The shipping bill is required for customs clearance.

4) Submission of Documents to customs –
The CHA submits the relevant documents along with five copies of the shipping bill to the customs house for verification.

5) Obtaining carting order –
The CHA obtains a carting order from the port trust authorities. The carting order is required for moving goods inside the docks.

6) Storing of goods –



After obtaining carting order the goods are physically moved into the port area and stored in appropriate shades. This is required for the purpose of examination of goods.
7) Obtaining ‗Let Export‘ order –
The CHA gets the goods examined by the customs examiner and gets the „Let Export‟ order from the customs examines who duly endorses it on duplicate copy of shipping bill.

8) Obtaining ‗Let Ship order –
The agent shows the „Let Export‟ order to the customs preventive officer before loading goods on the ship. After checking the goods if satisfied, he issues a let ship order i.e. permission to load goods on the ship.

9) Loading of goods –
Loading of goods then the CHA makes arrangement for loading of goods on the ship and after the goods are loaded the mate of the ship issues a mate receipt to the port superintendent.

10) Obtaining Bill of Lading –
The CHA surrenders the mate receipt to the shipping company and obtains the Bill of Lading. The Shipping company issues two or three negotiable and two or three non-negotiable copies of the Bill of Lading. It is an important document required further by the importer for customs clearance at the port of destination in importers country.

12.5 SHIPPING AND CUSTOM FORMALITIES

The shipment of export cargo has to be made with prior permission of and under the close supervision of the custom authorities. They cannot be loaded on board the ship unless a formal permission is obtained from the custom authorities. The custom authorities grant this permission only when it is being satisfied that the goods being exported are of the same type and value as have been declared by the exporter or his C & F agent, and that the duty has been properly determined and paid, if any.

The custom procedure can be briefly explained as follows.

1) Submission of Documents –
For customs clearance of cargo, the exporter or his agent has to submit five copies of shipping bill along with necessary documents such as –
Letter of credit or confirmed export order. Commercial invoice.
Packing list.


Certificate of origin. G. R. Form
ARE-1 Form.
[image: ]Original copy of certification inspection. (Wherever necessary)
Marine insurance policy.

2) Verification of documents –
The customs appraiser verifies the details mentioned in each document and ensures that all formalities have been complied with by the exporter. It satisfied; he issues “A Shipping Bill Number” which is very important from the exporter‟s point of view.

3) Carting order –
The custom house agent of the exporter approaches the superintendent of the concerned port trust for obtaining a carting order. After obtaining the carting order, the cargo is physically moved inside the docks, which is basically the permission to move cargo inside the docks. The carting order is issued by means of an endorsement on the duplicate copy of the shipping bill.

4) Storing the goods in the sheds –
After securing the carting order, the goods are moved inside the docks. The goods are then stored in the sheds at the docks.

5) Examination of goods –
The customs examiner examines the goods and gets the package sealed in his presence. If satisfied the examiner grants permission for the loading of the goods onto the ship in the form of a “Let Export” order. The same procedure is now processed through Electronic Data Interchange (EDI) system.

6) Obtaining ―Let ship order‖ –
The custom House Agent submits the duplicate copy of the shipping bill along with other documents to customs preventive offices. If the customs preventive officer finds that every thing is in order he endorses the duplicate copy of shipping bill with “Let ship order”.

7) Loading of goods –
After obtaining the “Let ship” order the goods are loaded on the ship for which the mate of the ship issues a “Mate‟s Receipt” to the superintendent of the port. That‟s how the mate‟s receipt reaches the office of the port trust.

8) Payment of port dues –
The Agent of the exporter then pays the required port dues and collects the mate‟s receipt.



9) Obtaining Bill of lading –
As the final step, the agent of the exporter submits the mate‟s receipt to the shipping company on whose ship the goods are loaded. The shipping company issues a bill of lading. Normally the bill of lading is issued in two or three negotiable and non-negotiable copies, as they are required on various occasions later on.


EXPORT INSPECTION COUNCIL (EIC) MEANING
The Exporter Inspection Council of India was set up by the government of India under section 3 of the export (quality control and inspection) act, 1963 to provide for the sound development of export trade through quality and pre-shipment inspection. Certain amendments were made in the act in July, 1984 in order to provide the power to search and seize commodities, initiate ad justification proceedings against erring manufacturers/exporters, cancellation or withholding of the certificate of inspection issued by the inspection agencies, etc.
The EIC is an apex body for controlling the activities of the quality and pre-shipment inspection of the commodities meant for export.
 FUNCTIONS OF EXPORT INSPECTION COUNCIL

The following are the functions of EIC:

(a) Monitoring of quality control
The main function of EIC is to monitor quality control and pre-shipment inspection of export items. At present over 1000 items are subject to compulsory inspection before shipment of goods. EIC has set up five EIAs each at Mumbai, Cochin, Calcutta, Delhi and Chennai to conduct actual inspection of goods before shipment.
(b) Collection of Information
EIC collects information in respect of quality of products in the overseas markets of the competing nations. This information is supplied to the exporters.
(c) Pilot Test House
A Pilot Test House has been set up in Mumbai with necessary infrastructural facilities of testing the products to meet the requirements of the international standards. The test house has three major sectional laboratories i.e. chemical, electric and mechanical laboratory.
(d) Organises Seminars and Workshops
It conducts seminars and workshops in respect of improving quality standards of Indian products exporters can attend such seminars and workshops and take necessary guidance and assistance.
(e) Consultancy Services
It provides consultancy services to exporters to improve the quality.
(f) Recommendation to Government
EIC recommends to the governments to take appropriate measures for setting up of quality up gradation fund and other facilities to the exporters to improve the quality.
(g) Delegation Abroad
EIC sends delegations abroad to study quality control techniques and other developments in the area of quality control. (h)	GSP Certification
An important function of the EICs is to issue certificate of origin under the Generalized System of Preference (GSP) required for specified products exported to preference giving countries of Europe, America, Japan etc,
EIC undertakes quality development and export promotional activities by way of arranging training of various quality control techniques to the personal at all levels in the industry

REALIZATION OF EXPORT PROCEEDS

Payment against exports should be realized only through an authorized dealer. No payment can be received even through bank drafts and cheques, unless exempted otherwise by RBI.

The following are the steps in realizing export proceeds.

1) Approaching a Bank –
After dispatch of goods, either by sea, or by air, the exporter should approach his bank with a formal request to realize sale proceeds from the foreign buyer.



It is obligatory to submit the shipping documents to an authorized dealer with 21 days of the date of shipment. In India, the exporters have to realize the full value of exports within 180 days from the date of shipment.
2) Submission of documents to the bank –
The exporter should submit the various documents such as Bill of Exchange, Full set of bill of Lading, commercial invoice copies, certificate of origin, Insurance policy, Inspection certificate, packing list, G R Bank certificate and other certificate.

3) Verification of documents –
The bank will verify the documents to find whether the required documents are in order, whether the required documents are attested by customs and other.

4) Letter of Indemnity –
The exporter can collect advance payment from his banker by signing a letter of indemnity. The understanding is in case the buyer‟s bank does not release the payment, the exporter will refund the money with accrued interests to the bank.

5) Discounting of Bills –
The bank may discount or purchase the bills drawn against L/C amount, and make immediate payment to the exporter, if so required.

6) Despatch of documents –
The details and the mode of dispatch of the shipping documents are specified in the L/C. negotiating, in this sense, implies mailing or dispatching a set of documents to ensure that the importer or his agent receives the same in time so that he can present them to the port authorities and claim delivery of the exported goods.

7) Method of Realization –
For the purpose of receiving payments against exports, countries have been divided into two groups i.e. a) Asian clearing union – It includes Bangladesh, Burma, Pakistan, Iran and SriLanka and make a payment in Indian Rupees or any permitted currency b) External Group – In includes rest all countries and make payment in any permitted currency.

8) Processing of G R Form –
When the negotiating bank has received payment from abroad, it will record it on the duplicate copy of GR and forward it to RBI. The original copy of GR was already sent to RBI by the customs when goods were shipped. Now RBI will tally the information‟s in the original and duplicate copy of GR. When they



are found to be alright, the transaction is treated closed because the required foreign exchange payment has already been received.
 	COMMERCIAL INVOICE

MEANING

Commercial invoice is the statement of account sent by the seller to the buyer and is prepared on seller‟s letter-head. It is an exporter‟s bill for the goods shipped.

Commercial invoice is the basic document in an export transaction. All other documents are prepared with the help of information contained in commercial invoice. It contains such information as description of goods, price charged, term of shipment and the marks and numbers on the packages containing the merchandise. It is the seller‟s bill for the goods which contains complete particulars about the consignment.

The commercial invoice should contain:
a) The name and address of the exporter and the importer. b) The description of goods like quality, quantity, weight etc. c) The value of goods, less discounts, if any.
d) The net amount payable by the importer. e) Terms and conditions for sale.
f) The signature of the exporter.
Other details of shipment to be included as – g) Name of the ship
h) Letter of credit number.
i) Import-Export licence number of the export. j) Bill of lading number.
k) Packaging specification and marketings there on l) Identification marks on the package.
m) Shipping bill number and date.


n) Shipping terms and conditions.
o) Freight charges and Marine Insurance premium. p) Any other details if required.

 IMPORTANCE OF COMMERCIAL INVOICE

The commercial invoice is important both to the exporter and to the importer.

[image: ]Importance to the Exporter –

1) Payment collection –
Commercial invoice is the exporter‟s bill which the importer has to pay. It enables the exporter to collect payment from the importer.

2) Quality Control Inspection –
A copy of commercial invoice is required to be submitted to Export Inspection Agency (EIA).

3) Customs Clearance –
A copy of commercial invoice is required to submit to customs for customs clearance at the post of shipment.

4) Documentary Proof –
It can act as a documentary proof in case of disputes between the exporter and importer regarding the amount payable by the importer and such other aspect.

5) Preparation of other documents –
Commercial invoice helps to the exporter on his agent to prepare other documents based on the commercial invoice, such as shipping bill.

6) Claiming of Incentives –
A copy of commercial invoice is required by the exporter to claim incentives like DBK, Excise Refund, etc.

7) Recording and Filing –
A copy of commercial invoice is required by the exporter for the purpose of recording and filing for future reference.




[image: ]Importance to the Importer

1) Payment of customs duty –



A copy of commercial invoice helps to the importer to pay customs duty at the port of destination.

2) Payment to Exporter –
Commercial invoice helps to know the exact amount that is to be paid to the exporter.

3) Obtaining Loan –
A copy of commercial invoice may be required to obtain loan from the bank against the import of goods.

4) Preferential Tariffs –
Commercial invoice is useful for the collection of tariff concession, if available.

5) Recording and Filing –
A copy of commercial invoice is required for future reference.

6) Customs clearance –
A copy of commercial invoice is required by the importer for the purpose of customs clearance at the port of destination.

 SHIPPING BILL

 MEANING

Shipping Bill is the main documents on the basis of which the custom‟s permission for export is given. It is a multi-purpose documents used as application for export of goods, as dock challan and for claiming duty drawback and other export incentives.

The shipping bill contains description of goods and other particulars such as.

a) Name, address and IEC number of the exporter. b) Name of the ship or the vessel.
c) Name of the agent d) Description of goods
e) Details of packages and marketing there on. f) Value of the goods.
g) The port at which goods are to be discharged. h) Other details, if applicable.

Shipping bill is the main customs document. It is required by the customs authorities for granting permission for the shipment of goods.


The shipping bill is generally prepared in five copies – a) Customs copy
b) Drawback copy
c) Export Promotion copy d) Port Trust copy
e) Export‟s copy

TYPES OF SHIPPING BILLS

Generally there are five types of shipping bill. These are as follows.

1) Free Shipping Bill –
Free shipping bill is used for goods which neither attracts any duty nor is entitled to duty drawback on their exportation.

2) Dutiable Shipping Bill –
Dutiable shipping bill is used in case of goods subject to export duty.

3) Drawback Shipping Bill –
Drawback shipping bill is used in case of goods which are entitled to drawback (refund of customs duty)

4) Shipping bill for shipment Ex-bond –
It is used in case of imported goods meant for re-exports and which are kept in bond.

5) Coastal shipping bill –
It is used in case of shipments which are moved from one port of another by sea in India. It not an export document.

Generally, the format of shipping bill in case of export by air and by sea is more or less the same, except colour of the form may be different.
	IMPORTANCE OF SHIPPING BILL
The importance of shipping bill to the exporter can be stated as follows –

1) Customs clearance –
Shipping bills is required by the custom authorities for clearance of goods. The custom authorities endorse the duplicate copy of the shipping bill with “let export order” and “let ship order”.


2) Obtaining Incentives –



Shipping bill endorsed by the customs enables the exporter to obtain export incentives, such as excise refund and duty drawback.

3) Loading of goods –
When the customs preventive officer provides duplicate copy of the shipping bill to the agent of the shipping company, permission to load the goods or Cargo is given.

4) Appraising value of goods –
Shipping bill helps the customs to appraise the value of goods that are to be exported.

5) Recording and Filing –
A copy of shipping bill is required by the exporter for the purpose of recording and filing for future reference.

 CERTIFICATE OF ORIGIN

 MEANING

Certain countries require their importers to obtain certificate of origin from the exporter, certifying the origin of goods, without which clearance of imported goods is refused. This certificate may form a part of the commercial invoice itself. This certificate is issued by the chamber of commerce or Trade Association or some other competent authority.

Some countries, such as countries in the Middle East and Gulf insist an certificate of origin attested by their consulate stationed in India.

Certificate of origin (COO) declares that the goods which are being exported are manufactured in a specific country.

Contents of the certificate of origin
a) Description, quantity and value of goods.
b) Number of packages and markings there on. c) Declaration by the shipper
d) Certificate by the issuing authority.

 TYPES OF CERTIFICATE OF ORIGIN
The certificate of origin is of three types such as –

1) Certificates for clearance –
These certificates are required by all countries for clearance of goods by the importers. They are generally issued by trade associations and the chambers of commerce. The exporter gives



details in the prescribed form, submits a copy of the commercial invoice and pays required fees. On the basis of all these documents, the chamber of commerce issues certificate of origin.

2) Certificates for availing concessions under GSP –
These certificates are required for availing concessions available under Generalized System of Preferences (GSP). Such certificates are to be obtained in triplicate. In India, certain agencies such as Export Inspection Council, central silk board, Jute Commissioner, etc. are authorized to issue certificates under GSP.

3) Certificate for availing concessions under common wealth preference (CWP) –
The prescribed form of such certificate of origin is available with the organizations mentioned above. These organizations are their regional offices have been authorized by the Govt. of India to issue certificate of origin required in respect of exports to the preference giving countries under CWP.

 IMPORTANCE OF CERTIFICATE OF ORIGIN

I) Importance of COO to the exporter
a) It acts as a proof that the goods are of Indian origin.
b) It helps to clear the goods from the customs of exporter‟s country.

II) Importance of COO to the Importer
a) An importer gets quick delivery of goods from the customs. b) An importer can claim special concession as regards
payment of tariff.
c) An importer gets adequate proof about the origin of goods.

CONSULAR INVOICE

MEANING

Sometimes, the importer requires the invoice to be certified by the consulate of his own country stationed at the exporters‟ country. The certified copy of the commercial invoice is called consular invoice.

Consular invoice is issued by the council of the importing country stationed in the exporting county. This is obtained by the exporter to ensure prompt clearance of the goods on the arrival of the ship. It is necessary to convince the customs authorities desiring to open the packages and scrutinize the goods for the purpose of calculating customs duty. If this is done a considerable delay will be put many hardship. To avoid this, consular invoice is



obtained by applying to the concerned consulate on a prescribed form. It is generally prepared in triplicate one copy is sent to the customs authorities of the importing country and the third copy is given to the exporter to enable him forward to the importer along with other documents.

Consular invoice is a certificate issued by the Trade Consulate of the importer‟s country stating that goods of particular value are being imported from a particular country by a particular importer.

IMPORTANCE

I) Importance of Consular Invoice to the Exporter

a) It facilitates easy clearance of goods from the customs.

b) When the invoice is signed by the consulate of the importing country, it is an assurance to the exporter this his goods will enter into the buyer‟s country without any difficulty.
c) The interest of the exporter is well protected. He can realize foreign exchange against shipment without problem.

II) Importance of consular Invoice to the importer

a) The importer gets quick delivery of goods and that too without opening the containers for verification purpose.

b) Goods are delivered quickly after the calculation of duty as per the consular invoice received.

c) The importer is rest assured that banned goods are not sent.

III) Importance of consular invoice to the customs office.

a) The work of customs authorities become easy and quick. Goods are cleared quickly.

b) Duty calculation is possible on the basis of consular invoice received. This means the physical verification is not required.

c) No need to open the cargo to calculate of value of goods. d) Loss of time and re-packing of the goods are avoided.
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