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About SEQUA

The Foundation for Economic Development and Vocational Training (SEQUA) founded in 1991 as a non-profit organisation is a joint
undertaking of ZDH, Association of German Chambers of Industry and Commerce (DIHK), Confederation of German Employers'
Associations (BDA) and Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ) GmbH. As a service organisation for project
acquisition and implementation, SEQUA mobilizes the know-how and commitment of German business organisations and enterprises for
the benefit of international cooperation.

With its projects SEQUA contributes to the economic and social development particularly in developing countries. The project focus is
the promotion of SME's, the development of private sector organizations and the support of vocational training in the partner countries.
Futhermore, SEQUA supports activities of European companies in developing countries as well as in South Eastern Europe. Since 1991,
SEQUA has carried out more than 300 projects worldwide.

Business orientation Service and quality
Sequa has direct access to We offer customised
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private sector. and partners. Direct
responsibilities and short-
handing times characterise
our working style.

International experience
In nearly two decades sequa

Worldwise networking
Due to long-term cooperation

has implemented close to sequa has estabilished
600 projects and programmes excellent and reliable relations
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The ZDH / SEQUA Partnership Programme in India

The ZDH / SEQUA Partnership Programme in India supports the development of small and medium enterprises (SMEs) by building up the
capacities of business membership organizations — Chambers of Commerce & Industry, Associations and Federations of business
organizations to provide improved and sustainable services to their members especially to the SMEs. The programme is sponsored by
the German Ministry for Economic Cooperation and Development (BMZ).

The 1st Phase of the current Program was started on 1% April, 2010 and will be implemented until 31st March, 2013. During October —
November 2012 an “Evaluation Mission” was carried out to find out the project results and achievements of the Program.
Ms Elke Demtschueck, External Evaluator, Berlin, Germany was appointed by BMZ and she rated this program as a “Success” and
she noted that in certain areas the project goals were “over achieved”.

Her report and recommendation to BMZ on the 2nd Phase of the Program, has already been approved by BMZ and the implementation
of the new phase shall commence from 1st April 2013 until 31st March 2016.

The program objectives of the 2nd Phase will be Strengthening the “Internal Management” — training to secretarial staff, executive
committee members and Office bearers, “Establishing new services and Strengthening Existing Services” to Members and to
“Create and sustain effective Networking " with district, state, national and International BMOs and related institutions.
The 2nd Phase of the partnership program will have 5 BMO Partners in Central and North India. They are:
1. FMPCCI — Federation of Madhya Pradesh Chamber of Commerce and Industry, Bhopal, Madhya Pradesh
IIA —Indian Industries Association, Lucknow, Uttar Pradesh
MIA — Mohali Industries Association, Mohali, Punjab
MPLUS — Madhya Pradesh Laghu Udyog Sangh, Bhopal, Madhya Pradesh
UCCI — Udaipur Chamber of Commerce and Industry, Udaipur, Rajasthan
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FSIA — Faridabad Small Industries Association, Faridabad, Haryana is a Networking Partner during the 2" Phase.

Contact Details:

Mr Juergen Henkel Mr Arunachalam Karthikeyan
Project Director Project Director and Country Manager
SEQUA gGmbH- (HQ) SEQUA gGmbH — LIAISON OFFICE (INDIA)
Partner of German Business D-1, Sector 27, Noida - 201301. U.P.
Alexanderstr. 10, D-53111 Bonn Tele fax: +91-120-4348362
Tel.: +49 / 228 / 98238-52 Email: sequaindia@gmail.com
Fax: +49 /228 / 98238-19 -29 Web: www.sequaindia.org

Email: info@sequa.de
Web: http://www.sequa.de



PREFACE

There is a felt need of skill development and training for 26 million micro, small- and medium-enterprises for the Twelfth Five-Year Plan.
This MSME sector manufactures mare than 6000 products and contributes about 45 per cent of total manufacturing and accounts for 40
per cent of India's total exports.

Globalization opens up new opportunities for MSMEs while offering also numerous challenges. Developing a thorough conceptual
understanding of international marketing has become crucial to success not only for MSMEs who operate globally but also operate
domestically.

Government through its various schemes is putting considerable energies to catalyse the MSME eco-systems, clustering and net-
working the MSMEs, providing them access to information and education, and carving out policies to easy access to finance.

Understanding of smart export marketing strategies will play a significant role in enhancing the skill of export business in the near
future. Keeping in view of this fact, this publication, Export Marketing, Procedure and Documentation will be a guide for prospective
exporters from the micro, small and medium enterprises. Familiarizing yourself with export marketing will enable you to reach a high
state of mental concentration on export business.

| present this publication to Sequa and ZDH and we are sure it would help the MSME players in the country on enhancing their efforts
in export business promation.

Dr Mahesh Y Reddy
Director General
Confederation of Indian Small and
Medium Enterprises, New Delhi, India
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Mc go for Internati nal Business?

/

Globalization of the world economy has made the international business a more difficult and complex task. A marketer to be successful
gither in the domestic or international market has to be on his toes. During the beginning of the 20th centaury there has been a major
shift in the marketing concept. Earlier, the company had to be nationally competitive to become internationally competitive. Now, the
reverse has taken place “a company to become internationally competitive has to become nationally competitive”. Various developments
had taken place both at national and international level. Let us discuss some of the developments that had taken place during this
decade.

Globalization/Liberalization

The process of globalization started in the decade of 'eighties. The credit goes to the information communication technology which
converted the entire globe into a small village. Globalization refers to the process of integration and convergence of Economic, Cultural,
and Political Systems across the world by adopting a holistic approach. From an economic or commercial perspective so as to
understand globalization it may be defined as the increasing economic integration and interdependence of national economies across
the world through rapid rise in the cross border movement of goods, services technology and capital. The rapid growth of integration
and interdependence of economies may be attributes to the interconnectedness of various dimensions of economic globalization are:
globalization of production, markets, competition, technology, corporations and industries.

International Business encompasses all those business activities that involves cross border transactions of goods and services and
resources between two or more nations. Globalization opens up new opportunities for business enterprises while offering numerous
challenges. Developing a thorough conceptual understanding of international business has became crucial to success not only for the
manager who operate internationally but also for those who operate domestically. "International Business" is highly comprehensive,
involving a multi-disciplinary approach that draws significant from diverse disciplines like International Economics, Trade, Marketing,
Finance etc.

International Marketing and Exporting

In the 21st Century, international marketing is proving to be of ever-increasing importance to companies of all sizes, to their customers,
and to national economies. Globally most companies are now selling to, using materials or equipment from or competing with products
from other nations.

For many companies, micro, small or medium enterprises are enabling to make any profit at all. Consumers worldwide are familiar with
international brands and additionally are using locally producer's goods that include materials or components supplied from abroad.

National and regional economic health and growth and as a source of the foreign exchange are necessary for the import of the goods
and services.
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Why to go for International Business?

The increasing importance of international markets over the past 20 years has been the result of a number of interrelated factors:

(1) Lowering of barriers to trade and investment through multilateral agreements; this has enabled more companies economically to
expand exports and to establish production and sales operations abroad.

(2) Improvements in logistics, lowering the costs of exporting and importing

(3) Entrepreneurial innovations and technological improvements resulted in development of new goods and services.

(4) Emergence of e-commerce, internet marketing made possible the widening and linking of markets.

(5) Capital markets have become more international as regulation has decreased and cross-national linkages have increased.

(6) Excess capacity exists in a wide range of many industries. This is partly a result of increased efficiency in production in new and
existing facilities.

(7) Global trade has continued to expand more rapidly than world gross national products, thus contributing further to the importance
of international markets.

The internationalization occurring may thus be seen as resulting from a combination of factors in the home country market, the
prospective host country markets, the global environment and characteristic of individual firms.

A small home country market and/or competition from outside tend to encourage companies to consider exporting or entering foreign
markets in some other way, a sort of domestic push towards internationalization.

Large and foreign markets provide opportunities that encourage outsiders to enter a sort of global pull. Also company specific factors
such as competitive advantage and interest in international activities also encourage globalization/international.

Definition of International Marketing

The basic definition of international marketing is simple:

(i) International marketing is the marketing of goods & services across national boundaries. It includes the same elements as
domestic marketing: Planning, products, pricing, promoting, and distribution to the ultimate consumers.

(i) International marketing is the process of satisfying the needs, wants and demands of the global customers by the exporter in a way
better than the competitor in consonance with the rules and regulations of exporting.and importing countries so as to provide
customer value.

The business activities must be carried out in marketing and adjusted to_ae€ommodate differences in the international market. These

include the following:
(1)  The analysis of markets and potential markets.

(2) The planning and development of goods and servieés that consumers want clearly identified-is-a

(3) The distribution of products through channels that provide the services or conveniences demanded by buyers.

02 Export Marketing, Procedure and Documentation




Why to go for Internation%l \
\/“ _ \

(4) The promotion of products and services-including advertising”and personnel selling—to inform and educate consumer—about
those products and services or persuade consumers to ew improved, or different ways of satisfying their wants and needs.

(5) The setting of prices that reflect both a reason
or return on investment.

e value of products or services to the consumers, as well as a satisfactory profit

— _ . . .
(6) The technical and non-technical support given to customers—hboth before and after sale—to ensure their satisfaction, and thus
the way for possible future sales that are necessary for company growth and perpetuation.

Export Marketing Management

Export Marketing Management is faced with three basic decisions:
(1) The first is whether to engage in export marketing activities at all.

(2)  Second, if a firm decides that it wants to do business in export markets, then a decision has to be made concerning what specific
individual markets are to be served.

(3) Finally, a firm must determine how it is going to serve these markets, i.e. what method or system should be caused to get
product(s) into the hands of the consumers in foreign countries.

This last decision can be called the basic marketing-mix decision (4Ps: product, price, place, promoation) and includes planning and
strategy with regard to market entry. 4Ps are planned and coordinated combination of marketing methods (tools) is known as marketing-
mix. The major dimensions of international markets are as follows:

(a) Exporting: Selling to foreign markets
(b) Importing: Purchasing from overseas sellers

(c) Management of International Operations: All phases of business activity wherever undertaken, including such activities as
operating marketing and sales facilitates abroad, joint collaborations and other types of strategic alliances, mergers &
acquisition and engaging in country trade transaction.

A central feature of marketing is consumer orientation. The marketing-mix should be structured in such a way so as to integrate the
customer into a firm and to lead to creating and maintaining a solid relationship between a firm and a customer. Market-driven
marketing is oriented towards creating rather than controlling a market. It is an ongoing process based on incremental improvement, in
export-market. The real goal of marketing is to “own” a markets, not just to make or sell products. When a firm owns a market it
develops products to serve that export markets specifically.

Deciding to go International

The sole objective of a firm is to maximize its profits and the profit can be maximized either by expanding the business within the
domestic market or venturing into overseas activity. Before deciding to go abroad a firm has to take analysis of various aspects before it.
This can be described as under.

03 Export Marketing, Procedure and Documentation




(a)

(b)

(c)

(d)

(e)

Why to go for International Business?

Comparative Advantage: A firm may analyze and evaluate the comparative advantage it enjoys in the domestic market vis-a-vis
international market. The comparative advantage may include in the area of labour, raw materials, resources, the managerial skill
etc.

Competitive Advantage: In the highly competitive world the survival of the firm depends if it is having a competitive edge over
others besides enjoying comparative advantage. As we know the profit margins, especially during the recession period, have
reduced drastically a firm has no other option except to cut down its cost on various fronts be it production, inventory,
warehousing, transportation, etc, to be competitive in the domestic as also international markets.

Domestic Market Saturation: A firm thinks of going international if it finds that the demand for the product it is manufacturing and
selling in the domestic market has got saturated. Now, if a firm has a capacity of thousand units per month and the domestic
demand is confined to 800 units per month, the firm is left with a surplus capacity of 200 units per month. Under these
circumstances, if the firm finds that its product has a demand in overseas markets without going in for any modification in the
product, it thinks of venturing into the international business because by supplying these 200 units the firm does not have to incur
any additional cost but can make additional profits out of it by exporting.

Tax Benefits/ Incentives: As we know export is a national priority and every country, be it a developed or a developing one, offers
incentives and benefits for promoting exports. The benefits and incentives offered to the firm for export promotion include
concession/ exemptions of income tax on export profits, refund of sales tax/excise duty, lower rate of duty on imported inputs etc.
These incentives of benefits motivate the firm in venturing into export activity.

Product Life Cycle: Another factor which goes in favour of a firm in making a decision to go international relates to the product life
cycle. As we know there are four stages in the life cycle of a product vis-a-vis the introductory stage, the growth stage, the
saturation stage and the decline. When the product of the firm is at the 3rd stage, that is the saturation stage, either the firm has
to bring improvement in its product so as to increase its life cycle or look for overseas opportunities. In this process the life cycle of
the product gets extended.

Factors Drawing Companies into the International Arena

1)

2)

04

Better Products at Market Prices:

Some of the factors which help the firm in deciding to go abroad are as under: In the process of globalization some of the global
firms to enter in a new market offer better products at lower prices thereby attacking the local companies operating in the market.
In this situation, the local firm finds it difficult to operate in the domestic market becalse of the tough competition from global
companies and look for an alternate market overseas where they don't see a threat of competition from the global companies and
their product is acceptable in that market.

At times a firm thinks of going abroad when it finds that it can more profit in the foreign markets than in the domestic market.
This may happen on account of the growing demand in thatefiarket or the favourable business climate.

Economies of Scale:

One of the factors a company takes into_actount while deciding to go abroad is though increasing its customer If the
customer base gets enlarged, the demand for the product will increase resulting into the economies of scale. That is why it is Sai
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larger the customer base, the larger is the profit by achievin

nomies of scale.
Dependence on One Market:

If a company is depending on any one market for'its business activity a situation may arise that there may be a change in the policy
of the Government or any other unforeseen event may happen which may result into reduction in the profit of the firm. In view of
this a firm does not want to-take the risk of depending on any one market and thinks of going abroad.

It has been observed that sometimes the company is not able to provide the after sale service for the products offered to its
customers. In that event the customers in order to get the after sale service do visit overseas markets for the same. To overcome
this problem the company thinks of expanding its activity overseas so as to satisfy its customers.

Risk Factors

Before taking a decision to go abroad a firm must weigh the risks associated in venturing into overseas activity. Some of the risks are
discussed below:-

(a)

(b)

(c)

(d)

A firm must not take it for granted that whatever is acceptable in the home market is acceptable overseas. Before venturing into
overseas activity a firm must have a thorough understanding of the foreign customer preferences so that it can offer a
competitively attractive product.

Another risk is that of the difference in the business culture of the countries. A firm while deciding to go overseas must get itself
fully conversant with the business etiquettes of a foreign market as also know how to deal with its foreign customers.

A firm must not under-estimate the laws and regulations of foreign country which may result into the unexpected higher cost. The
country might change its commercial laws, devalue its currency or undergo a political revolution and expropriate property. A firm
must therefore keep itself abreast with the latest laws and regulations of that market.

Another risk factor associated with the overseas business activity relates to the strength of its managerial capability and
international exports to handle the overseas business.

Limitations and Risks
While there are certain benefits the company has to carefully consider the limitations/risks involved in going international.

1)

2)

05

Fluctuating currencies:

One of the risks associated in the international market relates to the fluctuation of its currency if the currency of an overseas
market is prone to frequent fluctuations the company is exposed to higher risk and at times may suffer losses. The company
therefore must evaluate the pattern of fluctuations.

Varied culture:

As we know that the culture of each country varies because of the social customs and habits of its habitants. To cite an example
let us see the cultural diversity in our own country, that is India, if we divide India into four zones i.e., north, south, east and west.
We find great difference in the customs and traditions of the people in each region. For instance, in the North India, people like
Paranthas & Lassis in the breakfast while in the South they like /dfi, Vada, and coffee. Similarly, there is a difference in the
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Why to go for International Business?

3)

4)

language and tradition of the people in the regions. If it is so within India we can well imagine that what would be the culture of
an overseas country which is unknown to us. Hence, the cultural diversity poses a great limitation for the company deciding to go
international.

Delayed payments:

Another limitation which a company faces in going international is the realization of payments against the export of products and
services. Invariably it has been observed that the exporting company do not get export payment on time and thus faces financial
constraint as also suffers the penal interest on the loans raised by the company.

Technological Status:

All the countries of the world are not at par as far as the technological development is concerned. Some of the countries are high-
tech economies. Some of them are medium-tech economies, while others have either no technology or zero technology economies.
For example, USA and countries in the Western Europe and Japan are known as high-tech countries compared to most of countries
in the African and Asian regions which are low-tech economies. It may be mentioned that the technological status of the country is
directly related to the industrial set-up in that country.

Benefits of Going International

Having discussed the factors for and against going international let us discuss now what the benefits are, a company derives while
going international.

1.

One of the important benefits is that to win the confidence of consumers and gain market share, public profits, the company tries
to be competitive by providing quality goods at cheaper prices. The competition in the domestic as well as the international market
forces the company to manufacture quality products and for winning the confidence of the consumers and enlarging its base. The
company has to find ways and means to keep its prices competitive with other manufactures. By this process the company is able
to maximize its profits through a wide customer base.

The globalization of the world economy has made the sourcing of the factors production very simpler and free from any restrictions.
The main benefit in the globalization era a company enjoys is that it is now free to out source the raw materials, labour, machinery,
the capital and the technology. By out sourcing the above factors of production the company can cut down the cost and pass on the
benefit to the consumer. -

The other benefit derived by the company by going international is that it can derive the stream of revenues by expanding its base
in international market rather than confining to the one or whole market

Going international assures company to maximize its profit if the sefpany is competitive and able to enlarge its customer base.

By going international the managing directors get an oppdrtunity to dine with overseas customers because invariably the chief
executives may have to make frequent visits in the cedntries to get a face to face interaction with its customers.

Last but not the least, one of the benefits a copany enjoys by going international is that it increases the sales of the

also generates employment opportunities:”
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It has been claimed that commercialization of the World Wide Web (www) will revolutionize the study and practice of international
marketing. Certainly the internet has 'th?potential to revolutionize many aspects of global marketing and strategy. Mostly exporters of
21th century use the internet and whatever the information they require they get from the internet. There are about 10 crore web users
in India. The Indian market of e-commerce is of Rs 51,000 crore and it is estimated that it would be of Rs 10, 20,000 crore by 2020.
Advancements in ICT (information and communications technology) have given a momentum in globalization. The advent of the internet
and the www has significantly changed the way of global business. The internet has become increasingly integrated in global
marketing. Three main strategic applications of the INTERNET in the context of globalization are:

\\| \

(1) a communication tool supporting network relationship with overseas customers (actual and potential), agents, distributors,
suppliers etc;

(2) alow cost export market research resource; and
(3) a global marketing and promotions tool through the design and effective marketing of company's web site and the
development of integrated Internet supported strategies.

The internet is potentially useful to micro, small, medium enterprises (MSMEs) also to large companies operating in or wishing to enter
global markets. It is a valuable tool for communicating both with customers and with other businesses (B2B, B2C, C2B or C2C).
Why is the internet useful?

The internet is a network of information available via a network of computer servers that is useful for quickly and inexpensively
accessing a large amount of information. As a research tool, the Internet can be extremely useful for many reasons, especially when the
researcher is physically far from the desired information's source.

When working in an environment and running businesses that depend on fresh product designs, high quality, and competitive prices for
survival, it is essential to have access to all the information that can facilitate a competitive edge.
Challenges of using the Internet

Using the internet can be daunting because of the magnitude of information available. Unless specific information is searched for, it can
seem almost impossible to find your way to the necessary information. While the internet has more information available than we will
ever need to access, we can use specific related tools to make it easier to find the information we are looking for.

Researching via the Internet: The Basics

Search engines are similar to the Yellow Pages Directory. A search engine consists of a main page, through which the researcher can
search for "key words" that relate to the topic of interest. There are different kinds of search engines. The internet can provide this
information. Some select www sites are:
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Global Marketing through Internet

www.google.com, www.bestindia.com, www.yahoo.com, www.locateindia.com, www.altavista.com, www.khoj.com,
www.search4i.com, www.alibaba.com, www.20search.com, www.bongthom.com, www.tradeindia.com, www.smehelpline.com,
www.commerce.nic.in, www.dgft.del.nic.in, www.fema-rbi.org, www.ncti-india.com, www.chi.eu, www.wto.org

It is inexpensive to use and is therefore of particular value to MSMEs wishing to operate globally. Table below summarizes the most
significant effects of the internet on global marketing strategies.

EFFECT OF INTERNET ON GLOBAL MARKETING

(1) Improved global communication with customers The web allows businesses greater opportunity to communicate
directly with their customers all over the world.

(2) Improved global communication with other Suppliers and distributors all over the world can be contracted
businesses electronically. Materials etc. can be globally sourced via the web

at low cost.

(3) Improved internet communications The internet can be used to provide cheap and quick worldwide
internal communications within a global business.

(4) Improved corporate image The web site of a business can be used to present its corporate
image.

(5) Finding new global customers New customers can be attracted by the company's web site.

Additionally new customers can be approached directly via the
web on a worldwide basis.

(6) Reduced market entry costs for small Small businesses were often deterred from entering global
businesses markets on the basis of the costs or market research, agents'
charges etc. The internet has reduced these costs substantially.

(7) Global price standardization Marketing on the internet increases the advantages of and need
for global price standardization.

(8) Global market niche strategies Niche markets can be accessed through groups on the web.
Customers are also more able to access specialist services and
products by searching the web.

(9) Global marketing research tool wto information sources available on the internet.
(10) Reduced importance of traditional Agents etc. will be of less value to business entering global
marketing intermediaries. markets.
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Global Marketing through Internet

How do Search Engines work?

Using the internet to search potential suppliers and possible buyers is easier that it seems. If you are not sure where to start, a good
place is with a reputable search engine. By typing in the URL names, or “addresses” for the search engine page you require, such as
www.google.com, the Google main page. will load up onto the computer screen. To search for particular topic, “keywords” need to be
entered into the available window, to have “hits” or successes, in your search.

Sources of Information of International Business

Information is the key ingredient to aid the marketing-decision process in the marketing system. To take effective decision the exporter
is required to get the right type of information from the right source. Tonnes of information collected do not help in taking a right
decision, so the researcher has to be specific about the information requirement. Information therefore plays a vital role in managing
the business. That is why it is said “to manage a business well is to manage its future and to manage its future is to management
information”.

It is estimated that 400 per cent growth is registered, amounting US$1.4 billion. Exporters should adopt maximum use of internet
marketing/on-line so that global customer will get goods at low price.
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Selection of Markets for Exports

Selection of markets is the first stage in international marketing. No matter how much attempt is made, the firm will not succeed unless
it is marketing the right product in the right export market. It costs lot of time and money to find out a suitable market for a product. No
firm has unlimited resources. Proper selection of markets would avoid waste in time and effort. The time and care taken to select the
product and the market for initial export venture can minimize the risks and make ultimate success quicker and more certain. One
product may be more acceptable in some countries than in others. It would, therefore, be better to concentrate on a few fruitful markets
than to spread too thinly. Market concentration can lead to better debt collection and cash flow and savings in administration. Of
course, after having established in one market, the firm can always move on to the other markets. This is what Larsen and Toubro did
while it entered the export markets for the first time. They concentrated on Indonesia. After having established in Indonesia they moved
on to other nearby markets. It is easier to extend operation in other markets because of the experience already gained in entering the
first market

Of course, in some instances products to be exported might, by their very nature, have only a small number of possible customers in any
one country making it essential to approach a large number of foreign areas simultaneously. This applies to some large items such as
complete steel or cement plants or to extremely specialized apparatus like the equipment to measure electrical voltage in the human
muscle. So also in some cases, success might depend so much on high volume of production that it is essential to aim at every possible
market simultaneously.

Criteria for Classifying World Markets

The basic problem that a firm has a solve in the initial stage of planning its international marketing strategy is to identify global
marketing opportunities. To identify and shortlist markets which offer or might offer in future opportunities that can be exploited by it, a
classification scheme for segmenting the world markets is required. There are several bases of classification, principal among them are:

(a) Classification of markets on the basis of demand
On the basis of demand world markets are divided into three categories:
1. Existing Markets
2. Latent Markets —
3. Incipient Markets

Existing Markets: Existing markets are those markets where the custome#s™needs are known and supplies are made of these goods.
Market's opportunities can be estimated through the consumption r. nd present share in imports.

Latent Markets: There are potential buyers but no one has
that market that is why these markets are not visible.

ar explored to fulfill the hidden needs and thus not supplied the goods in
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market can be existed. If these are supplied the shape of direct

goods and services have potential and preferences so that indir
market is taken.

(b) Industrialized/Developed Market Econbmies

In this classification world markets are-divided into four parts that is industrialized countries, Most Developed Developing Countries,
Developing Economies, and Subsistence Economies.

Industrialized economies are those countries that lay emphasis on research and development and devote their resources to production
of more sophisticated products and will, therefore, like to import goods of simpler technology and simpler manufactures. These
countries also have an acute shortage of labour and would therefore tend to import labour - intensive products like electronics and light
engineering goods. They also tend to import spares and components and raw materials to feed their industries and many decorative
articles because of their affluence. They are very particular about preventing further pollution and, therefore, they would like to import
not only anti-pollution equipment but also articles whose production has been banned for risks of pollution. They are willing to provide
technology to set up production and processing facilities in developing countries. They provide a large market as they have no import
restrictions. In fact, the five major importing countries, viz. United States, the United Kingdom, France, Japan and Germany, account for
40 per cent of world imports.

In this category of most developed developing countries includes countries like Brazil, Russia, India, China, South Africa etc. They would
like to update technology for current range of manufactures and would like to import machinery and equipment to set up new
manufacturing facilities. They are also interested in setting up joint ventures in other less developed countries.

This category includes countries like those in the Gulf area and many countries in Africa and Latin America. They are generally faced
with large changes in foreign exchange earnings because of fluctuations in their export prices. For example, Gulf countries were having
a good time because of the increase in oil prices. They have inadequate infrastructure and therefore they need various types of goods,
almost anything — consumer durables, food products, transport equipment, service facilities, etc. They are also interested in importing
turnkey projects. Changes in these countries take place rather slowly and, therefore, the level of sophistication in products required by
these countries is much less than that required by developed countries.

Subsistence economies, they will need equipment to exploit their untapped resources as also infrastructural facilities like railways,
road, buildings, transport equipment, power generation equipment, transmission line towers, etc. They provide a lot of scope for turnkey
projects like housing, schools, hospitals, etc. Latest developments in technology in production may not have been offered by competitors
in these countries and, therefore, the opportunities are much greater for developing countries like India to export their products to
subsistence economies.

(c) Classification of market on the basis of population

Population could be another criterion for division of markets. The higher the population of a country, the bigger is the market provided by
it. Of course, when analyzing population, it is necessary to look at (i) age groups and sex, (i) social class, (iii) educational background,
(iv) number of households, (v) geographic concentration and differences, and (vi) the rates of change in each of the above
characteristics.
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Gross National Product (GNP) and its rate of growth as also the standard of living of its population could provide another basis for
classification of countries. In fact, the large industrialized nations like the United States, West European countries, Japan Australia and
Canada are the best markets for consumer goods and consumer durables even though these countries manufacture these products
themselves, because the people are wealthy enough to be able to buy imported products and in many cases prefer to do so.

Whether the per capita income is a useful indicator of the size or quality of the market or not depends upon the product to be exported.
Sales of many consumer goods correlate more closely with population or household figures than with per capita income. Industrial
goods and capital equipment sales generally correlate better with the industrial structure or total national income than with per capita
income.

Per capita income figures are even less meaningful if there is great unevenness of income distribution in the country.

The size of population related to the income per head of a country's inhabitants is one of the most important criteria in deciding the
respective values of the market and it would be desirable to devote a lot of time to study this aspect.

Short Listing of Markets

For any exporter it is not possible to do trade with every country. A preliminary study can help in avoiding the obviously impossible
countries and to eliminate the less likely ones. There are many free sources of information available to exporters to help them do so.
These are Export Promotions councils, the India Trade Promation Organization and various chambers of commerce. Libraries maintained
by foreign embassies in India also provide a number of reference books to assist the exporters. The United Nations publish detailed
international trade statistics which could help the exporters to locate the markets for their products. Commercial banks and the Export
Credit Guarantee Corporation can provide information about the foreign exchange and payment conditions in different countries as also
the credit rating of different importers. It is difficult or impossible to enter in those areas can decided by following terms:

(1) There may be an embargo imposed by the Government of India on
(2)  Export to some countries.

(3)  There are restrictions and prohibitions on exports of some commodities to some countries. This is specially so regarding antiques
and art products as also export of strategic materials to enemy countries.

(4)  Incompatibility of technical standards may eliminate some markets.
(5)  In some cases, the cost of product adaptation may be so high that an exporter may not be able-to afford it.

(6) In some cases, importing countries impose embargoes or quotes on the imports of certain specific products, for example,
restrictions imposed by developed countries on imports of cotton textiles readymade garments form developing countries.

(7)  There may be formidable tariff barriers which may make the produst®xtremely costly to the consumers in the countries concerned.

(8)  There may be many non-tariff barriers which may make the-€Xport of some commodities to some countries virtually impossible.
(9)  More strong competition which makes it impossible-t0 enter the market.

(10) In some cases shipping costs may be far tog
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In the case of technically sophisticated products, too mu
catalogues in many languages. Also offering after-sale;

money may have to be spent on preparing sales literature and
vice and maintenance of stocks of spare parts may be difficult.

Acute shortage of foreign exchange in the importing countries may lead to uncertainty o payment. In fact, evaluation of the ahility
of the importing country to pay for the product should be an important consideration in the selection of markets.

Data to look for in different m'éfr]<ets
i

Actual Physical Features, specially the Climate. If it is hot and humid, it may be necessary to provide additional protection
involving extra-production/packaging costs. Other physical features to be considered are the incidence of mountains, rivers, etc.
Some countries may be difficult to cover except by air because of extensive deserts.

Appropriate Size of Markets, i.e., local production plus imports minus exports. Production and sales trends may be examined for
the last three or five years. It is not desirable to look at only one or two years' data because temporary disturbances may conceal
the real long-term trend.

Economic Characteristics:
(i) Income—national and per capita
(ii) Wealth—amount and distribution
(iii) Work-habits and occupations
(iv) Consumer mobility—geographically and within social class structure
(v) The rates of change in each of the above.
Political Influences:
(I) As they affect consumers
(ii) As they affect suppliers, present and potential
(iii) As they affect international trade policies
(iv) As they affect the economy
— Business cycles
— monetary stability
— disposable personal income, i.e., taxation system
—amount and distribution of wealth.
Transport and communications: Mode, speed, frequency and cost.

Social Development Projects: Extent and stage of industrial development, plan for further development, and amount of foreign
investment coming in.
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Appraisal of Markets

Here we will like to reduce the possible markets to probable or more likely markets. This process would consist of the following steps:
1.

Examination of India’s export statistics which are officially published in the “Monthly Statistics relating to India’s Foreign Trade”.
This enables the potential exporter to find out where similar products are going and whether the exports are declining or
increasing. If the exports are increasing, what is the rate of growth of exports? In doing so, data for a period of three to five years
should be collected as it will reveal the trend of the markets. Again, always the latest statistics should be looked for. Old statistics
may not be very helpful and may at times be misleading.

Examination of import statistics of the selected importing countries is the next step. This will give an idea of the relative size of
the various markets. How much of the product concerned is being imported in different countries? Who are the competitors in
each market? Is the market expanding, static or contracting? Ideally the market to be concentrated upon should be an expanding
market since this means that further sales are possible without affecting the competitors too much. This would also make the
marketing task much more easy. Import statistics of foreign countries may be available in foreign embassies or consulates in India
and chambers of commerce. In addition, OECD World Trade Statistics and United Nations International Trade Statistics also
provide these data.

Examination of India’s export statistics and foreign import statistics both may give an idea of the possible unit value realization as
also the price paid for imports in foreign countries from different sources.

Examination of research studies made by the Indian Institute of Foreign Trade, India Trade Promotion Organization and Export
Promotion Councils. These reports contain useful marketing information about the various markets and products covered by them.

It generally pays good dividends to talk to some experienced exporters. In this respect, it would be better to approach exporters of
allied items. Competitors would not necessarily be helpful. Contacting trade associations and chambers of commerce may also
help in the process of appraising markets. In fact, it is one of the important functions of Export Promotion Councils to help the new
exporters to find out foreign markets and give important details about each market.

The economic dailies often publish supplements covering one particular country giving lot of information useful to marketers.

Commercial banks may also provide a lot of information about the payments positions and exchange control restrictions in
different countries. They can also supply status reports on the commercial standing of the foreign buyers. Freight forwarders may
help the exporters to find out availability of shipping services as also the freight charges to different countries.

India’s commercial representatives abroad help in collecting information regarding_health, sanitary and other regulations like
marketing and labeling requirements and in the selection of agents. An exporter’s letter to Indian embassies abroad seeking
information must give as much specific information as possible. For example, if the company wants to export refrigerators, it may
give the following details: size of the refrigerators made, possible pi€es, capacity of production that could be set aside for export,
description of the refrigerator line folders, booklet etc; th es of outlets that are used at home and the terms which the
company is willing to offer to the possible distributors.
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ntatives and other sources, the information in respects of each

After having obtained market information from government repr
prospective market is processed and analyzed to make a final

Market Entry Conditions

It has already been pointed out that if there are high tariffs of import quotas or incompatibility of standards in certain markets, it might
be desirable to reject those markets. On the other hand, if there are certain preferences available to India, such markets may be more
attractive than others. The various types of preferences available to Indian exporters are discussed below:

(a) The Generalized System of Preferences.

Under the generalized system of preferences, the developed countries are granting duty-fee entry or entry at reduced rates to imports
coming from developing countries like India. To take advantage of GSP an exporter must know:

(I)  whether his product is covered by GSP,

(ii) the preference margin enjoyed by the product,

(iii) quotas, if any and

(iv) procedural formalities to avail himself of the preference.
Information on these points can be obtained from the Indian institute of Foreign Trade, India Trade Promation Organization, the Ministry
of Commerce, and Export Promotion Councils.
(b) Exchange of Preferences among Developing Countries.

India is also a beneficiary of preferences exchanged among 16 developing countries.. India is also a party to Bangkok Agreement where
developing countries of ESCAP are extending preferences to each other on 93 products. It would be useful for an exporter to find out
whether his product is covered by these preferences. This information can also be obtained form the same organizations mentioned
above.

(c) Import Promotion Centres

Some countries have established import promotion centres to promote imports from developing countries and to provide marketing
assistance to their exporters. A directory of such import promotion offices and similar organizations has been compiled by the
International Trade Centre, UNCTAD/WTO and can be obtained from them on request. Such import promotion centres exist in Australia,
Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hungary, Israel, ltaly, Japan, the Netherlands, New Zealand, Norway,
Poland, Romania, Sweden, Switzerland, Russia, united Kingdom and in many other countries.

The following statement gives an idea of the types of services offered by the various import promotion centres:
1. Statistical information on the market concerned.

2. Information on sales opportunities in the market concerned.

3. Information on import regulations and procedures.

4. Information on marketing techniques and business practices in the country concerned.
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5. List of importers, wholesalers, agents and distributors.
6. Arrangements for contacts for visiting businessmen.
7. Trade fair exhibition assistance.

8.  Publications on the market concerned.

9. Name of buyers seeking supplies of a specific product in specific quantities.

10. Training programmes.

11. Free ads of product offer in weekly trade information bulletin; circulation of product offers to the importers.

12. Showrooms for product display.

13.  Answering of initial enquiries regarding exports to the country concerned.

14. Seminars on trade promotions.

15.  Promotion of exports through exchange visits.

16. Promotion of films useful for exporters selling to the market concerned.

17. Establishment of national and regional trade information centres in the countries with technical and financial support.
18. Briefing papers and other assistance for trade missions visiting the country concerned.

19. Information on training possibilities in universities and research institutions.

20. Advice and planning for marketing in the country concerned.

21. Trade mark assistance for the market concerned.

22. (Qccasional combined marketing seminars and trade exhibitions.

We may also examine whether India has got any particular advantage in the market. The advantages may fall in the following
categories:

(1) Proximity

(2) Trade dominated by persons of Indian origin,
(3)  Ethnic population

(4) Existence of shipping facilities, and

(5) Political relations

Some of the above steps may be undertaken by the employees of the export the exporter might like to avail himself of the facilities
provided by specialized researchers. There are some specific advantagesdfusing their services:

(1) As research is their whole time business, they have many mefe sources of information known to them or already contained in their

files.
arkets and an exporter can benefit from the accumulate

(2) Very often they have associates in dn‘ferent
associates as well. --
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(3) Professional researchers can easily determine what informati
relevant information ignoring the irrelevant ones.

Travel Abroad

After having located some probable markets for his products, it might be useful for the exporter to visit the market and see at first hand
what each market has to offer. However, before visiting markets a number of precautions have to be taken:

Is necessary in the making of marketing decision. They will collect

(a) Itis necessary to have the fullest background information on the market and the conditions therein. For example, lot of preparation
is necessary to find out suitable \ dates for the visit to different markets. A visit to Saudi Arabia in Ramzan month or a visit to
European markets in Christmas may not be fruitful. So also, it might be useful to do the ticketing and hotel booking from India itself
to save time. It is desirable to contact beforehand the parties before meeting them. The Indian embassies are to be informed well
in advance so that they can help you to plan visits and establish contacts.

(b)  The man visiting must know his product well. He must have detailed product knowledge and his product knowledge should be
better than that of the customer. Only then he would be able to convince the buyer.

(c) Some adaptability in food habits is also necessary. Otherwise he might be put in awkward situations.

(d) Itis better to visit the market when a trade fair is on. This will help the exporter to have an idea of what is available in the market
concerned. Who would be the competitors? What is the extent of product adaptation necessary? It will also be possible to have an
idea of the prevailing prices and to study the strengths and weaknesses of the competing products. In addition, he will be able to
know the new developments and technological trends in his industry. Very often, the import promotion centres provide substantial
financial aid to the exporters from developing countries to exhibit their products in trade fairs and exhibitions are. The German
Government is prepared to assist developing countries in their efforts to participate in German fairs and exhibitions. Besides
covering part of the expenditure, the German Government provides expert advice on all questions regarding trade fair participation.

Market testing is the best way of minimizing export marketing risks and it would be desirable to test the market carefully before
mounting any major export offensive. Again, it would be useful to find out the market segment which offers the best potential.

It might be stressed again that it would be better to concentrate on few markets and avoid spreading too thinly. There are many good
reasons why it is better to concentrate on a few markets:

(1) Profitability can be maximized by putting the maximum effort into areas of maximum potential.
(2) Itis essential to utilize export salesmen to the best advantage.

(3) Experience shows that almost every company has a comparatively small number of markets that account for the bulk of its
turnover.

(4) The firm may not have the capacity to cater to all markets.

Moreover, it would be necessary to review from time to time the export markets and to reassess their characteristics and potential. It
might be desirable to move out of certain markets and concentrate on some others in order to maximize the overall profitability of the
firm.
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When a company has decided to enter into the international market it makes strategy. Entry into the international markets it may be on
lesser investment or by doing export again and again or with management and capital investment so that exporter captures one
segment and convert into a permanent market. It depends on firm’s objective and according to the market speciality following are the
main types of entry into the international market being adopted by a firm:

1.0 Production in Domestic Market

Doing business in own country there are possible techniques to capture the foreign market:
(a) Indirect Export and (b) Direct Export

1.1 Indirect Export

The significant method of indirect exporting is to sell merchant exporter/export house where the manufacturer give responsibilities to
sell his goods in foreign countries. Mostly these specialized agencies are involved in manufacturing.

T(a1) Advantages of Export House/Merchant Exporter

The following are the benefits to sell through merchant exporter/export house:

(a) Manufacturers escaped from investing in resources, marketing intelligence, establishment of export department like that marketing
problems and get all immediate information about foreign markets.

(b) All the operational expenditure of export house/merchant exporter are divided in different parties and thus there is saving at unit
cost.

(c) If export house works on commission basis there chances of increase in exports because export house get incentive on sale.

(d) Keeping in view this fact export house will do collective shipment and possibility of reduction in cost per unit.

(e) Manufacturer will get good support of his products through the status of the export house. If export house is selling entire goods
sale can be increased. il

1 (aZ) Disadvantages of Export House/Merchant Exporter

(a) In a bid to earn more commission/ money export house/mercha
can not get clear procedure of export business.

Xporter may engage in illegal method it means manufacturer

(b) In this situation probably manufacturer will remain op-thie mercy of export house and will not get specialization from it.

(c) It may be possible that manufacturer and ex ouse may escape from its own partnership because any party ma

any moment.
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(d) Always keep it mind that export house will sell goods in its,ewn brand name and manufacturer is no introduced with product to
foreign customer. Also danger will increase when exporthouse uses his company’s letterhead and brand name.

Consortium approach is another form of indirect export, it means that manufacturers of one product come together and on the basis of
cooperation they do export. In this approach export management is done at the same time form many firms. It is distributed as
compared to merchant export house. Every unit is allowed to use own company’s letterhead and brand name. Consortium approach
conveniently negotiates prices because parties work jointly can negotiate prices. Because of collective shipment there is possibility in
saving in freight per unit.

Undercutting reduces remarkably and due to joint operation all economies of scale can be achieved.

The biggest set back in the consortium approach is that for making this approach is successful there should be mutual understanding
among members. Every member should do his best. It is evident that success gets when all member keep special intention to succeed.
There may be misunderstanding on any basic issue and existence of bad member may destroy the entire business.

1.2 Direct Export

When manufacturer decided for export directly then he has to take more risk but he gets more profit also. Direct export means
manufacturer's more participation, more control and specialization.

2.0 Foreign Manufacturing

If any company wants to go manufacturing overseas there might be many reasons. Some of them are mentioned below.
(a) Reduces the cost of shipment of goods to export market

(b) Escaped from tariff and non-tariff measures in importing countries

(c) Favour for imported product from partner country because of national feeling.

(d) Country's big area, especially regional grouping, which justifies setting up of manufacturing in the region/country.
(e) For continuous knowledge of foreign customer's changing needs which provide more opportunities in fashion goods.
(f)  For production cheap/abundance source of means at a lower production cost.

(g) Benefits of all convenience of existing foreign goods.

The following are the systems of manufacturing one can adopt like:
(a) Assembly (b) Contract Manufacturing

(c) Licensing (d) Joint Venturing

(e) Wholly Owned Subsidiary
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2.1(a) Assembly

Under the assembly system most equipment are manufactured in domestic market and finished goods are sent overseas for assembly.
All export assembly are example of completely knocked down (CKD) condition.

If we look closely the pharmaceutical industry it uses also assembly while mixing the ingredients and not assembly. Firm makes
arrangement in overseas markets or for assembly it takes local partner assistance. In order to avoid the high cost of shipping of the final
product or to take the benefit of cheap labour available in export market and counter non-tariff measures.

2.1(b) Contract Manufacturing

Under this system of market entry manufacturer makes a contract for manufacturing in overseas markets. Manufacturer keeps the right
to marketing. It is evident from this mode that it is possible only when producer has sufficient capacity to produce and maintains its
quality. Generally firms earns more in marketing and services in comparison to production. Procter and Gamble goes in overseas for
manufacturing products on contract.

Disadvantages of Contract Manufacturing

(a) Patent company has to pay profit from manufacturing to the local firm.

(b) Itis not as easy that a local party has all manufacturing facilities according to the patent firm.
(c) Itis possible that local party gains in between and becomes dangerous to patent party.

(d) There are difficulties to maintain its quality of goods as per the patent company's standards.

2.1(c) Licensing

In comparison to contract manufacturing licensing is for longer duration and in it national party's participation is more important.
Licensing is that system where licensor makes payment to the licensee for getting some performance and patent.

(a) Patent Rights  (b) Trademark Rights

(c) Copy Rights (d) Process Knowledge o

In turn, generally licensee makes promises like:

(a) Production of the licensor's products covered by rights
(b) Marketing these products in the assigned territory.
(c) Paying royalty to the licensor for using the intellectual p

\\ It is to be noticed that licensee along with productioadf markets for licensor's goods while contract manufacturing 1S
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Benefits of Licensing Mode

(a) Inthis mode of licensing there is no capital expenditufe outlay from licensor.

(b) Itis arapid way of entry in overseas markets.
(c) From this mode licensor gets easily information about local market.

(d) In comparison to foreign manufacturing licensing gets quick approval from the local government because there is flow of
technology at minimum cost.

(e) Inlicensing there are other benefit like saving in shipping freight, no tariff and non-tariff etc.
Disadvantage of Licensing System

(a) Inthe case of contract manufacturing it is possible in longer period licensee become more competitor with licensor.
(b) This is less profitability in licensing investment in comparison to other modes.
(c) Itisdifficult to control on licensee.

2.1(d) Joint Venture

Joint venture to some extent is similar to licensing system but in latter part international firm has equity share and role in management
in the company.
In comparison to earlier mentioned three modes of investment joint venture has the following advantages:

(a) Equity participation is more advantageous than royalties.

(b) Greater role on production and marketing.

(c) Market feedback is better

(d) Gaining more experience in international marketing.

The following are the disadvantages of joint venture as compared to licensing contract, manufacturing and assembly:
(a) There is more risk in joint venture.
(b) It requires more capital investment and resource management.

In the context of 100% owned company joint venture has: (a) There is need of less capital. Less management resources are needed and
therefore this is opened to small companies. (b) Capital amount can be distributed in many countries. (c) There is less risk in
nationalization because national partnership is involved in joint venture and secondly, there is possibility of conflict of interest of
national partnership in joint venture.
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2.1(e) Acquisition

This is the most easy mode of entry into overseas market in comparison to exploit into overseas market in comparison to exploit own
facilities rather using the foreign company's resources.

Acquisition means acquiring good management, labour, getting instant local knowledge, also getting in touch with local market and
contacting with government and the biggest work is to remove the prospective competitor from the market.

Advantages of Wholly Owned Company

(a) 100% owned means hundred per cent profit

(b) Greater experience of international operation

(c) Noimpact of local party conflicts

(d) Full control that gives better synergistic in international system to make better combination in different international organizations
Disadvantages of Wholly Owned Company

(a) Itiscostly inthe context of capital and management

(b) Possibility of negative results in relation to public efforts
(c) It canreduce the participation of national partner which works as a bridge between international firm and related company.
Interested firms which are anxious to enter foreign markets must analyze their strengths and limitation and before taking the decision

analyze the opportunities and situation in every market. It should be undertaken at his own strength not to depend on other aspects.
Thus firm should adopt liberal /flexible policy so that with the changing in environment it should be ready for change itself.

3.0 Offshore Sourcing, Sub-contracting and Manufacturing

Though import has been important in few sectors but mostly companies procure components from offshore sourcing and make finished
products. It means increase the profitability. The way offshore sourcing has spread from one industry to another like the same way it
has spread in Asia, South America and other developing countries.

3.1 Selection of method of offshore —
3.1(a) Offshore purchase

It is a independent relationship between buyer and seller in place mone ds are exchanged

3.1(b) Offshore sub-contracting

In this system, independent companies have coverage of<different relation in which buyer is more att source as compared to
general buyer-seller relationship. Buyer can give mafe knowledge about the specialty of goods, technical support for
equipment and even more information can give-about financial requirement of foreign manufacturer.
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3.1(c) Joint venture offshore manufacturing
Offshore manufacturing enterprise has joint ownership wi
3.1(d) Restricted offshore manufacturing

It has like foreign relationship for patenf?rid complete ownership which supplies basic needs of goods.

3.2 Criteria of Selection

There are five important points for selection which can be pondered on:

(1) Company's capability and resources

(2)  Availability and capability of supper or partner

(3) Evaluation of goods for offshore sourcing

(4) Availability of goods for offshore sourcing

(5) Evaluation of means and assessment of partnership

3.2.1 Company's capability and means

In different types of offshore sourcing there is extensive need of different capabilities and means of obligation from enterprises.
3.2.2 Availability or capability of supplier or partners

Availability/partner will depend on particular country, complexity of production of goods and proposed size of the operation.
3.2.3 Evaluation of goods for offshore sourcing

--- Principal cost --- Labour --- Material and component --- Factory

overhead --- Corporate overhead --- Shipping and duties

3.2.4 Availability for goods for offshore sourcing

--- Labour-intensive product --- Standard product --- Pattern of products for predictable sales --- Goods easily shipped and imposed with
less duty

3.2.5 Evaluation of partnership and means

Acceptable time and cost for agreed goods for manufacture and distribution capability. The wish for good behaviour for the long-term
supplier and there is expectation from the partner that he gets specialization along with capital investment.
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For achieving the desired rate of growth in exports, effective pricing policy for exports constitutes essential elements. In this regard
cost-price relationship is important, because product is tailored according to the requirements of the potential consumers and their
capacity to pay for it. Given the price, we arrive at the cost working back words from the price consumer can afford to pay.

There are marked differences in costs between one producer and another. Pricing is like a tripod, the three legs being cost, demand and
competition. Cost must be regarded only as an indicator of the price which ought to be set after taking into account the demand and
competition situation. All these three--demand, competition and cost--are applicable to export-pricing as much as to pricing for
domestic markets.

Price is not the only factor considered by foreign buyers. Some of the non-price considerations which must not be lost sight of while
determining export-price are prejudice against products manufactured in developing countries, product differentiated and brand magic,
frequency of purchase, presumed relationship between quality and price after-sale service in industrial products and in consumer goods,
continuity of supplies and prompt deliveries prompt acceptance and settlement of claims, ability to supply complete range of product in
large quantities and aggressive marketing and sales promation.

Export markets are not available at will. They are to be wooed and when won, they have to be maintained by constrain attraction and
continuous efforts continuity of supply thus assumes great.

Categorizing of Products

Product of developing countries can be divided into two classes: traditional and non-traditional products. So far as traditional products
are concerned, developing countries are in a position to realize fair prices. But there is competition among developing countries.

Non-traditional products can be divided into two classes: (a) International Products and (b) Consumer Product.

As regards intermediate products, very often their prices are examined by specialists who are proving to buy from the cheapest sources.
So far as consumer goods are concerned there is keen competition and the developing countries are put at a service disadvantage. The
manufacturer has no option but to accept the ruling international prices. He has to decide whether to export or not at the prevailing
prices. A

Marginal Cost Pricing

Pricing on marginal cost basis means that the prices should be so set thdt at least the marginal costs, preferably direct costs, are
covered. Ordinarily, the total costs can be divided into two broad gories: fixed costs and variable costs. Up to a certain level of
output, fixed costs remain unchanged irrespective of the volume®f output. Variable costs, on the other hand, vary in proportion to the
volume of production. Thus, under the marginal cost pricingsystem, the relevant costs are the variable costs or the direct costs.

The use of marginal cost pricing in the case of expoft markets is advocated on the basis that if the manufacturers are able ize the
direct costs including those involved in export operations specifically, they would be able to export without in way affecting the ov
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to be assessed not in relation to average costs but with reference
is for export pricing.

profitability of their firms. Thus in export operations, profitability
to marginal/direct cost which should ordinarily constitute the,

In other words, the profitability should be measured in"terms of contribution from exports towards fixed costs.
There are a number of points in support of-the use of marginal cost for export pricing.

1. Export sales are additional sales and, therefore, these need not be burdened with overhead costs which are ordinarily recovered
from the domestic markets.

2. The manufacturer's product is probably less well known in foreign markets than that of his competitors from developed countries,
and therefore, price may have to be used as a technique for securing market acceptance for products newly introduced into the
market with established competitors.

3. The markets for the products of developing countries usually are in countries with low national income. In such cases, high prices
may limit the sales to a small segment of the market. Low prices, on the other hand, may serve to widen and create markets. In
many of these countries, price is still the decisive factor and quality is comparatively less important.

4. Competition in foreign markets may require quotation of a lower price.
5. Some domestic costs do not apply to exports, e.g., domestic promotion and market research costs.

Feasibility

The feasibility of the adoption of marginal cost pricing would, however, depend upon (i) the existence of a large home market; (ii)
adoption of mass production techniques which will reduce the gap between the full and the marginal costs, and (iii) the capacity of the
home market to pay higher prices. Again, the basic assumption for the use of marginal cost pricing is that additional production for
exports is possible without increasing overhead costs.

Operating conditions justifying the use of marginal cost for exports

(1) When the firm has reached the break-even point on the basis of domestic costs
(2)  Where overheads are substantial

(3) Domestic market is not large enough to ensure full capacity utilizations

(4)  When export incentives are available.

Limitations

There are certain limitations of marginal cost pricing which must not be lost sight of:
(i) If the importers become used to low prices it might be difficult to increase price later on.
(ii)  This policy is not applicable or is of limited use to industries

(iii) Which are mainly dependent upon export markets, and

(iv) Where overheads are insignificant.
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- Export Price Based on Marginal Costs

(1) Direct Costs:
(a) Variable Costs:
Direct material
Direct labour
Variable production overheads (for example, special dies and jigs)
Variable administration overheads (for example, salary of export clerk)
(b)  Other costs directly related to exports:
Selling costs—advertising support to importers abroad
Special packing, labelling, etc.
Commission to overseas agent
Export credit insurance
Bank charges
Inland freight
Forwarding charges
Inland insurance
Port charges
Export duties, if any
Warehousing at port, if required
Documentation and incidentals
Interest on funds involved/cost of deferred credit
Cost of after-sales service including free parts supply g
Consular fees

Pre-shipment inspection and loss on rejects
Total direct costs
Less: Duty drawback and benefits from sale of importdi

-\ Direct cost net = f.0.b. price at marginal cost ~ _
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(2) Freight (Volume or weight whichever is higher)
(3) Insurance
c.i.f. price (based on marginal cost)
[l.  Export price based on full costs—
(1) Direct costs as in (1) above
(2)  Fixed costs/ common costs
Production overheads
Administration overheads
Publicity and advertising (general)
f.0.b. price (based on full cost)
(3) Freight (volume or weight whichever is higher)
(4) Insurance
c.i.f. price (based on full cost)

Part | of the above cost sheet gives the lower limit for export pricing. As would be clear from the cost sheet, all costs directly related to
exports are taken into account for fixing the lower limit. If some incentives are allowed on the export of the product concerned, the
lower limit would be further reduced by the amount of incentives.

In case of export houses purchasing their supplies from supporting manufacturers, the cost price of supplies obtained would constitute
the lower limit.

Points to be covered in an Export Price Quotation

1. A precise description of the merchandise, packaging, quality and technical specification. (lllustration product literature should
accompany in case of plant and equipment and durable consumer goods and samples in consumer goods.)

Price including any rebates and discount and terms of payments.
Terms of delivery. If ¢.i.f. price is quoted, a breakdown of the same should be provided.

2
3
4. Minimum and the maximum quantities that could be supplied.
5. The period of which the quotation is valid.

6

The mode of shipment and the date of delivery.

It is always desirable to prepare a costing sheet for every transaction on the above basis. This will ensure that the exporter does not
overlook any items of cost while quoting his price. A costing sheet can be also kept as permanent record about each transaction which
could be of help in making future quotations.
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INCOTERMS (International Commercial Terms) are the integral part of import-export transactions of merchandise goods between
importer and exporter. These incoterms, since 1936 till 2010 have eight revisions and presently known as INCOTERMS 2010.

Incoterms are basically a set of rules framed by the Paris-based International Chamber of Commerce of Commerce for determining the
exporter's and importer’s responsibilities and obligations of trade deals. By virtue of the implementation of these incoterms, clarify in
discharging of distribution of responsibilities and obligations regarding freight payment, loading and uploading, insurance, duty
payment, mode of transportation, etc. Obviously incoterms minimize the chances of disputes and provide a playing level field of
promoting each other’s business.

There are 11 terms, known as golden rules of incoterms with three abbreviated letters and four categories, referred to as terms of
delivery. These golden rules are globally accepted standard benchmark, maybe banks, transporters, customs authorities, insurance
companies, traders etc.

Incoterms are the distinctive feature of export pricing and part & participle of Export Sales Contract. Any change in adoption of
incoterm, shows increase in export pricing. That is why the main function performed by incoterms is to clarify risks and costs are split
between the exporter or consigner and importer or consignee in a mutually agreed manner by addressing of financial implications
involved in trade deal to both the parties and the same shall be included in Export Sales Contract to provide it a legal sanctity fur future
business.

Composition of INCOTERMS

According to the ICC's INCOTERMS 2010, as stated earlier there are 11 kinds of incoterms and divided into four categories, are as
mentioned below.

Category Location

1. E Term: Departure Term (1) Named Place E
E Term indicates that goods shall be made available to the importer at the exporter's factory.

t of Shipment
rier appointed by the importer to carry the
is not paid by the exporter.

F Terms: Shipment Term (3)
F Terms indicate that the exporter will deliver the goods to
consignment to the destination. In this term, main carrj

3. C Terms Carriage Term (4) Port of Destination

C Terms indicate that the exporter is to bear any loss and damage only up to the Port of Shipment an
damages subsequent to exporter defivery of goods to shipping company, if any additional cost of charge shall be
borne by the importer.
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4. D Terms: Arrival Term (3) Place of Destination

Terms under the D Category indicate that the e er will be having obligations and responsibilities to bear all
costs, charges and any other risks that maybe associated during the journey, from exporter's country to the
importer's country. These are the most cost/risky terms for exporter and beneficial for importer.

Explanation of INCOTERMS 2010

Ex-Works (EXW): Named Place

'Ex-works means that the seller's responsibility is to make the goods available to the buyer at works or factory. The full cost and risk
involved in bringing the goods from this place to the desired destination will be borne by the buyer. This term thus represents the
minimum obligation for the seller. It is mostly used for sale of plantation commodities such as tea, coffee and cocoa.

Free Carrier (FCA): Named Place

'Free Carrier means the seller's obligations are fulfilled when the goods are delivered to the carrier named by the buyer at the named
place. The term may be used for all modes of transport including multimodal transport.

Free Alongside Ship (FAS): Named Port of Shipment

Once the goods have been placed alongside the ship, the seller's obligations are fulfilled and the buyer notified. The seller has to
contract with the sear carrier for the carriage of the goods to the destination and pay the freight. The buyer has to bear all costs and
risks of loss or damage to the goods hereafter.

Free on Board (FOB): Named Port of Shipment

The seller's responsibility ends the moment the contracted goods are loading at the port of shipment named in the sales contract. This
means that the buyer has to bear all costs and risks of loss of or damage to the goods from that point. The seller is required to clear the
goods for export.

Cost and Freight (CFR): Named Port of Destination

‘Cost and Freight' means that the seller delivers when the goods pass the ship's rail in the port of shipment. The seller must on his own
contract for the carriage of the goods to the port of destination named in the sale contract and pay the freight. This being a shipment
contract, the point of delivery is fixed to the ship's rail and the risk of loss or of damage to the goods is transferred from the seller to the
buyer at that very point. As will be seen though the seller bears the cost of carriage to the named destination, the risk is already
transferred to the buyer at the port of shipment itself.

Cost Insurance Freight (CIF): Named Port of Destination

The term is basically the same as CFR, but with the addition that the seller has to obtain insurance at his cost against the risks of loss or
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damage to the goods during the carriage. CIF is most commonly quoted price and it helps both exporter as well as importer to know
exact amounts for receipts and payments. Under CIF it is important to mention the name of destination city.

Carriage Paid to (CPT): Named Place of Destination

'CPT" means that the seller delivers the goods to the carrier nominated by him but the seller must in addition pay the cost of carriage
necessary to bring the goods to the named destination. The buyer bears all risks and other costs after the point of delivery. The seller is
required to clear the goods for export. The buyer is required to clear the goods for import and to pay for all formalities, duties, taxes and
other charges upon import or import formalities.

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

CIP is the same as CPT, with the addition that the seller is also required to procure insurance cover against the buyer's risk of loss of or
damage to the goods during the carriage.

Delivered at Terminal (DAT): Named Port/Place Destination

This is an arrival contract. It means that the seller makes the goods available to the buyer at the named terminal at the named port or
place of the destination. Terminal includes anyplace, whether covered or not, such as a quay, warehouse, container yard or rail or air
cargo terminal. The seller bears all risks involved in bringing the goods to and unloading them at the terminal at the named port or place
of destination. In this term the seller to clear the goods for export and has no obligation to clear the goods for import, pay any import
duty or carry out any import customs formalities.

Delivered at Place (DAP): Named Place of Destination

DAP means that the delivers when the goods are placed at the disposal on the arriving means of transport ready for unloading at named
place of destination. The seller bears all risks involved in bringing the goods to the named place. In this term, seller is to clear the goods
for the export and not to clear the goods for import.

The buyer is required to clear the goods for import and to pay for all formalities, duties, taxes and other charges upon import.
Delivered Duty Paid (DDP): Named Place of Destination —

DDP means that the seller delivers the goods when the goods are placed at th
means of transport ready for un- loading at the named place of destinatio

isposal of the buyer, cleared for import on the arriving

The seller bears all the costs and risks involved in bringing the
not only for export but also for import, to pay any duty for

s to the place of destination and has an obligation to clear the goods
export and import and to carry out all customs formalities.
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- Transfer of risks and cost of carriage of goods between buyer and seller.

- Insurance and customs responsibilities between buyer and seller.

- Used in Export Sales Contract between buyer and seller.

- What are the mode and terms of carriage?

- What are the delivery terms and what is required as proof of delivery?

- When is the risk of loss transferred from the seller to the buyer?

-How will transport costs be divided between the contracting parties?

- What notices are the parties required giving each other regarding the transport and transfer of the cargo?

- Not used in between carrier and shipper.

Limitations of INCOTERMS

Incoterms describe how goods are to be delivered but don't answer.

- How payment is to be made?

- When ownership switched from exporter to importer?

- The contractual rights and obligations other than for delivery.
- How title to the goods will be transferred?

- How to protect a party from his/her own risks of loss?

- How cover the goods before or after delivery?

- The remedies for breach of contract?

Incoterms 2010 and their Applicability

Applicable for sea transport only Applicable for all modes of transport (including water)

31

Departure term EXW (ex works)

Shipment term, FAS (free alongside ship) FCA (free carrier)

Main carriage unpaid FOB (free on board)

Shipping terms, CFR (cost and freight) CPT (carriage paid to) CIP (carriage and insurance Main
carriage paid CIF (cost, insurance and freight) paid to)

Delivery terms DAT (delivered at terminal) DAP (delivered at

place) DDP (delivered duty paid)
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Understanding the application of INCOTERMS is important for both importer and exporter. These terms are perfect example of an
efficient standardization of an international business tool. Quoting export price by the exporter at different incoterms, expenses are
changed. 25

Example: Star Woodware Handicraft International, a Sharanpur-based export firm, has to make export price quotations for 1000 pieces
of box made from wooden. The firm decides to offer a unit price of US$5 per piece that works out to a total price of US$5000. The firm
should include following expenses while making a price quotation:

INCOTERMS Used in | Expenses to be included Additional cost Total price to
price quotation be quoted

Ex-works Sharanpur: Export packing, marking crates 5000
with shipping marks

FCA Free on carrier at Sharanpur station: Carriage and 150 5350
insurance for delivery to railway station by road
transport including insurance.

FAS Free alongside ship at Mumbai: Rail Transport to port 400 5750
(including insurance) and getting goods on the quay
alongside ship.

FOB Free on board Mumbai: Dock dues, loading goods on 120 5870
board ship, preparing shipping documents.

CFR Cost and freight: Sea freight to Singapore (nearest 330 6200
port to Singapore)

CIF Cost, insurance and freight: Sea freight plus marine 100 6300
insurance (port to port)

DAT Delivered terminal at Singapore: Landing charges at _ga 6380

Singapore port

DDP Delivery duty paid at the customer’s warehouse in
Singapore.
e |mport for 1000 units of wooden 680 7060
e Transportation 40 7100

Source: Adapted from, Rakesh Mohan Joshi, Internatighal Marketing, Oxford University Press, New Delhi, 2005.
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For India to become a major player in world trade, an all encompassing and comprehensive view needs to be taken for the overall
development of the country's foreign"ff"cﬁe. While increase in exports is of vital importance, we have also to facilitate those imports
which are required to stimulate our economy. Coherence and consistency among trade and other economic policies is important for
maximizing the contribution of such policies to development. Thus, while incorporating the existing practice of enunciating an annual
Exim Policy, it is necessary to go much beyond and take an integrated approach to the developmental requirements of India's foreign
trade. This is the context of the new Foreign Trade Policy.

Trade is not an end in itself, but a means to economic growth and national development. The primary purpose is not the mere earning of
foreign exchange, but the stimulation of greater economic activity. The Foreign Trade Policy is rooted in this belief and built around two
major objectives. These are:

(i) To double our percentage share of global merchandise trade within the next five years; and

(ii) To act as an effective instrument of economic growth by giving a thrust to employment generation.

These objectives are proposed to be achieved by adopting, among others, the following strategies:

i.  Unshackling of controls and creating an atmosphere of trust and transparency to unleash the innate entrepreneurship of our
businessmen, industrialists and traders.

ii.  Simplifying procedures and bringing down transaction costs.

iii. Neutralizing incidence of all levies and duties on inputs used in export products, based on the fundamental principle that duties
and levies should not be exported.

iv.  Facilitating development of India as a global hub for manufacturing, trading and services.

v. ldentifying and nurturing special focus areas which would generate additional employment opportunities, particularly in semi-urban
and rural areas, and developing a series of 'Initiatives' for each of these.

vi. Facilitating technological and infrastructural upgradation of all the sectors of the Indian economy, especially through import of
capital goods and equipment, thereby increasing value addition and productivity, while attaining internationally accepted standards
of quality.

vii. Avoiding inverted duty structures and ensuring that our domestic sectors are not disadvantaged in the Free Trade
Agreements/Regional Trade Agreements/Preferential Trade Agreements that we enter into in order to enhance our exports.

viii. Upgrading our infrastructural network, both physical and virtual, related to the entire foreign trade chain, to international
standards.

ix.  Revitalizing the Board of Trade by redefining its role, giving it due recognition and inducting experts on Trade Policy.
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x.  Activating our Embassies as key players in our export strategy and linking our Commercial Wings abroad through an electronic
platform for real time trade intelligence and enquiry dissemination.

Partnership

The Foreign Trade Policy envisages merchant exporters and manufacturer exporters, business and industry as partners of Government in
the achievement of its stated objectives and goals. Prolonged and unnecessary litigation vitiates the premise of partnership. In order to
obviate the need for litigation and nurture a constructive and conducive atmosphere, a suitable Grievance Redressal Mechanism will be
established which, it is hoped, would substantially reduce litigation and further a relationship of partnership.

This Policy is essentially a roadmap for the development of India's foreign trade. It contains the basic principles and points the direction
in which we propose to go. By virtue of its very dynamics, a trade policy cannot be fully comprehensive in all its details. It would
naturally require modification from time to time and it would be done through continuous updation, based on the inevitable changing
dynamics of international trade. It is in partnership with business and industry that it was propose to erect milestones on this roadmap.

Special Focus Initiatives

With a view to doubling our percentage share of global trade within 5 years and expanding employment opportunities, especially in
semi urban and rural areas, certain special focus initiatives have been identified for the agriculture, handlooms, handicraft, gems &
jewellery and leather sectors.

Government of India shall make concerted efforts to promote exports in these sectors by specific sectoral strategies that shall be
notified from time to time. The thrust sectors indicated below shall be extended the following facilities:
(1) Agriculture

(a) A new scheme called the Vishesh Krishi and Gram Udyog Yojana (Special Agricultural Produce Scheme) for promoting the
export of fruits, vegetables, flowers, minor forest produce, and their value added products has been introduced.

(b) Funds shall be earmarked under ASIDE for development of Agri Export Zones

(c) Import of capital goods shall be permitted duty free under the EPCG Scheme

(d) Units in AEZ shall be exempt from Bank Guarantee under the EPCG Scheme. -

(e) Capital goods imported under EPCG shall be permitted to be installed anywhere in the Agri Export Zones (AEZ).
(f) Import of restricted items, such as panels, shall be allowed und

e various export promaotion schemes.
(g) Import of inputs such as pesticides shall be permitted u the Advance Authorization for agro exports.

(h) New towns of export excellence with a thresholddifnit of Rs 150 crore shall be notified.

(2) Handlooms
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(a) Specific funds would be earmarked under MAI/MDA Se¢

(b) Duty free import entitlement of specified trimmi
previous financial year.

e for promoating handloom exports
s and embellishments shall be 5% of FOB value of exports during the

(c) Duty free import entitlement of hand knotted carpet samples shall be 1% of FOB value of exports during the previous financial
year.

(d) Duty free import of old pieces of hand knotted carpets on consignment basis for re-export after repair shall be permitted.
(e) New towns of export excellence with a threshold limit of Rs 150 crore shall be notified.

(3)  Handicrafts

(a) New Handicraft SEZs shall be established which would procure products from the cottage sector and do the finishing for
exports.

(b) Duty free import entitlement of trimmings and embellishments shall be 5% of the FOB value of exports during the previous
financial year. The entitlement is broad banded, and shall extend also to merchant exporters tied up with supporting
manufacturers.

(c) The Handicraft Export Promation Council shall be authorized to import trimmings, embellishments and consumables on behalf
of those exporters for whom directly importing may not be viable.

(d)  Specific funds would be earmarked under MAI & MDA Schemes for promoting Handicraft exports.
(e) CVDis exempted on duty free import of trimmings, embellishments and consumables.
(f)  New towns of export excellence with a reduced threshold limit of Rs 250 crore shall be notified.

(4)  Gems & Jewellery
(a) Import of gold of 18 carat and above shall be allowed under the replenishment scheme

(b) Duty free import entitlement of consumables for metals other than Gold, Platinum shall be 2% of FOB value of exports during
the previous financial year.

(c) Duty free import entitlement of commercial samples shall be Rs 300,000.
(d) Duty free re-import entitlement for rejected jewellery shall be 2% of the FOB value of exports.
(e) Cutting and polishing of gems and jewellery, shall be treated as manufacturing for the purposes of exemption under Section
10A of the Income Tax Act.
(5) Leather and Footwear
(a) Duty free import entitlement of specified items shall be 5% of FOB value of exports during the preceding financial year.
(b) The duty free entitlement for the import of trimmings, embellishments and footwear components for footwear (leather as well
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as synthetic), gloves, travel bags and handbags shall be 3% of FOB value of exports of the previous financial year. The
entitlement shall also cover packing material, such as printed and non printed shoeboxes, small cartons made of wood, tin or
plastic materials for packing footwear.

(c) Machinery and equipment for Effluent Treatment Plants shall be exempt from basic customs duty.

(d) Re-export of unsuitable imported materials such as raw hides & skins and wet blue leathers is permitted.

(e) CVD is exempted on lining and interlining material notified at S.No 168 of Customs Notification No 21/2002 dated 01.03.2002.
(f}  CVD is exempted on raw, tanned and dressed fur skins falling under Chapter 43 of [TC(HS).

Promotional Measures
ASIDE

Scheme for Assistance to States for Developing Export Infrastructure and Allied Activities (ASIDE) is formulated to involve the States in
the export effort by providing assistance to the States Governments for creating appropriate infrastructure for the development and
growth of exports.

The Scheme is administered by Department of Commerce (DoC). The objective of scheme is to establish a mechanism for involving the
State Governments to participate in funding of infrastructure critical for growth of exports by providing export performance linked
financial assistance to them.

The activities aimed at development of infrastructure for exports like development of complementary infrastructure such as, roads
connecting the production centres with the ports, setting up of Inland Container Depots and Container Freight Stations, creation of new
Export Promotion Industrial Parks/ Zones (SEZs/Agri Business Zones) and augmenting facilities in the existing ones, equity participation
in infrastructure projects notified by the DGFT from time-to-time.

Market Access Initiative (MAI)

Under MAI scheme, financial assistance is provided for export promotion activities on focus country, focus product basis. Financial
assistance is available for Export Promation Councils (EPCs), Industry and Trade Associations (ITAs), Agencies of State Government,
Indian Commercial Missions (ICMs) abroad and other national level institutions/eligible entities'as may be notified.

A whole range of activities can be funded under MAI scheme. These include,amongst others, Market studies/surveys, Setting up of
showroom / warehouse, Participation in international trade fairs, Display§Tin International departmental stores, Publicity campaigns,
Brand promotion, Reimbursement of registration charges for phammiaceuticals and expenses for carrying out clinical trials etc., in
fulfillment of statutory requirements in the buyer country, Testifig charges for engineering products abroad, Assistance for contesting
Anti Dumping litigations etc. Each of these export promation activities can receive financial assistanc overnment ranging from
25% to 100% of total cost depending upon activity.and implementing agency.
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Market Development Assistance (MDA)

Under MDA Scheme, financial assistance is provided-for a range of export promotion activities implemented by EPCs and Trade
Promotion Organizations on the basis of approved annual action plans.

MDA assistance is available for exports having an annual export turnover of Rs 15 crore, that includes, amongst others, participation in
Trade Fairs and Buyer Seller meets abroad or in India, and Export promotions seminars.

Financial assistance with travel grant is available to exporters traveling to focus areas, viz., Latin America, Africa, CIS region, ASEAN
countries, Australia and New Zealand. In other areas, financial assistance without travel grant is available.

Towns of Export Excellence (TEE)

A number of towns have emerged as dynamic industrial clusters contributing handsomely to India's exports. It is necessary to grant
recognition to these industrial clusters with a view to maximizing their potential and enabling them to move higher in the value chain
and tap new markets.

Selected towns producing goods of Rs. 750 crore or more will be notified as TEE based on potential for growth in exports. However for
TEE in Handloom, Handicraft, Agriculture and Fisheries sector, threshold limit would be Rs 150 crore.

Recognized associations of units will be provided financial assistance under MAI scheme, on priority basis, for export promotion
projects for marketing, capacity building and technological services.

Brand Promotion and Quality

Central Government aims to encourage manufacturers and exporters to attain internationally accepted standards of quality for their
products. Central Government will extend support and assistance to trade and industry to launch a nationwide programme on quality
awareness and to promote total quality management. Central Government will assist in modernisation and upgradation of test houses
and laboratories to bring them at par with international standards. Regional Sub-Committee on Quality Complaints (RSCQC) set up at
Regional Offices of this Directorate shall investigate quality complaints received from foreign buyers.
If it comes to DGFT natice or he has reason to believe that an export or import has been made in a manner that:

(I) is gravely prejudicial to trade relations of India with any other country; and / or

(ii) is gravely prejudicial to interest of other persons engaged in exports or imports; and / or

(i) has brought disrepute to the country;

DGFT may take action against such exporter or importer in accordance with Foreign Trade (D&R) Act, Rules and Orders made there under
and Foreign Trade Policy.
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Higher Support for Market and Product Diversification

1.
2.

~

8.
9.

Incentive schemes under Chapter 3 have been expanded by way of addition of new products and markets.

26 new markets have been added under Focus Market Scheme. These include 16 new markets in Latin America and 10 in
Asia-Oceania.

The incentive available under Focus Market Scheme (FMS) has been raised from 2.5% to 3%.
The incentive available under Focus Product Scheme (FPS) has been raised from 1.25% to 2%.

A large number of products from various sectors have been included for benefits under FPS. These include, Engineering
products (agricultural machinery, parts of trailers, sewing machines, hand tools, garden tools, musical instruments, clocks and
watches, railway locomotives etc.), Plastic (value added products), Jute and Sisal products, Technical Textiles, Green
Technology products (wind mills, wind turbines, electric operated vehicles etc.), Project goods, vegetable textiles and certain
Electronic items.

Market Linked Focus Product Scheme (MLFPS) has been greatly expanded by inclusion of products classified under as many as
153 ITC(HS) Codes at 4 digit level. Some major products include; Pharmaceuticals, Synthetic textile fabrics, value added
rubber products, value added plastic goods, textile madeups, knitted and crocheted fabrics, glass products, certain iron and
steel products and certain articles of aluminum among others. Benefits to these products will be provided, if exports are made
to 13 identified markets (Algeria, Egypt, Kenya, Nigeria, South Africa, Tanzania, Brazil, Mexico, Ukraine, Vietnam, Cambodia,
Australia and New Zealand).

MLFPS benefits also extended for export to additional new markets for certain products. These products include auto
components, motor cars, bicycle and its parts, and apparels among others.

A common simplified application form has been introduced for taking benefits under FPS, FMS, MLFPS and VKGUY.
Higher allocation for Market Development Assistance (MDA) and Market Access Initiative (MAI) schemes is being provided.

Technological Upgradation
10. To aid technological upgradation of our export sector, EPCG Scheme at Zero Duty has been introduced. This Scheme will be

1.

EPCG Scheme Relaxations
12. To increase the life of existing plant al

available for engineering & electronic products, basic chemicals & pharmaceuticals, apparels & textiles, plastics, handicrafts,
chemicals & allied products and leather & leather products (subject to exclusions of current beneficiaries under Technological
Upgradation Fund Schemes (TUFS), administered by Ministry of Textiles and beneficiaries of Status Holder Incentive Scheme
in that particular year). The scheme shall be in operation till 31.3.2011

Jaipur, Srinagar and Anantnag have been recognised as 'To
Ambur have been recognised as ‘Towns of Export Excelle

of Export Excellence' for handicrafts; Kanpur, Dewas and
for leather products; and Malihabad for horticultural products.

and-machinery, export obligation on import of spa-res, moulds etc. under
has been reduced to 50% of the normal specific export obligation.

Export Marketing, Procedure and Documentation



L

Foreign Trade Policy of India

13. Taking into account the decline in exports, the facilit e-fixation of Annual Average Export Obligation for a particular
financial year in which there is decline in exports the country, has been extended for the 5 year Policy period 2009-2014.

Schemes for Status Holders

Merchant as well as manufacturer, sefvice exports, EOUs, SEZ, AEZ, EHTPs/STPs/BTPs shall be eligible for status holder. The applicant
shall be categorised depending on his total FOB export performance during current plus the previous three years upon exceeding limit
below.

1. Export House Rs 20 cr

2. Star Export House Rs 100 cr
3. Trading House Rs 500 cr
4. Star Trading House Rs 2,500 cr
5. Premium Trading House Rs 7,500 cr

The privileges for Status Holders shall be eligible for the followings:
(I)  Authorization and customs clearance for both imports and exports on self-declaration basis;
(ii)  Fixation of Input-Output norms on priority within 60 days;

(i) Exemption from compulsory negotiation of documents through banks. The remittance/receipts, however, would be received
through banking channels;

(iv) 100% retention of foreign exchange in EEFC account;
(v) Export proceed period extended form 180 days to 365 days;
(vi) Exemption from furnishing of Bank Guarantee in Scheme under the Policy.

Services Exports

Services include all 161 tradable services covered under General Agreement on Trade in Services (GATS) where payment for such
services is received in free foreign exchange. Software exporters shall register themselves with Electronics and Software EPC. Exporters
of 15 specific services are required to register themselves with Services EPC. Other service exporters shall register themselves with
Federation of Indian Export Organizations (FIEQ).With the objective to increase the services sector a special Services Export Promotion
Council has been set up with the following objectives:

(1) to find out main markets for principal services and on the basis of each matrix of services develop the markets;

(2) to cooperate with regional service provider for establishing brand and targeting markets; and

(3) to participate in policy, procedure and bilateral/multilateral discussions relating to services industry and to act as a nodal
body.
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Government shall promote establishment of Common Facility Centres for use by home-based service providers, particularly in areas like
Engineering & Architectural Design, Multi-media operations, Software developers etc., in State and District level towns, to draw in a
vast multitude of home-based professionals into services export arena

Served from India Scheme (SFIS)

The objective is to accelerate growth in export of services so as to create a powerful and unique 'Served from India" brand, instantly
recognized and respected world over.

All Indian Service Providers who have free foreign exchange earning of at least Rs.10 lakhs in preceding financial year / current
financial year shall qualify for Duty Credit Scrip. For Individual Indian Service Providers, minimum free foreign exchange earnings would
be Rs 5 lakhs. All Service Providers shall be entitled to Duty Credit Scrip equivalent to 10 per cent of free foreign exchange earned
during current financial year.

Other Provisions under Foreign Trade Policy

The Government reserves right in public interest to identify export areas and export products which are showing growth will not be
entitled for any facilities. In this Foreign Trade Policy the existing export promotion schemes have been further strengthened by
providing enhanced facilities, and few additional facilities have also been provided.

In this Foreign Trade Policy entrepreneurs are encouraged in import/export and many provisions and benefits are given. Maostly export
promotional measures have mentioned in the preceding paras however interested traders/entrepreneurs are interested to study in
details, please Foreign Trade Palicy 2009-2014 at www.dgft.delhi.nic.in, www.dgft.gov.in, www.ieport.com.

The following are other schemes in the Foreign Trade Policy:
1. Duty Exemption Scheme: Advance Authorization Scheme
2. Export Promotion Capital Scheme
3. Gem and Jewellery Replishment Authorization Scheme
4. 100% EQUs, EHTPs, STPs and BTPs related polices
Note: Please see above mentioned website for policy related updation.
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Export documentation plays a vital role in international marketing as it facilitates the smooth flow of goods and payments thereof
across national frontiers. A number-of documents accompany every shipment. These documents must be properly and correctly filled.
Export documentation is however, complex as the number of documents to be filled in is large, so also is the number of concerned
authorities to whom the relevant documents are to be submitted. Moreover documents required differ from country to country.

Incorrect documents may lead to non delivery of goods to the importer. You may get the correct documents after some time but in the
meantime storage charges may have to be paid. More important, the importer will think twice before importing from the same exporter.

It is therefore, advisable to take the help of shipping and forwarding agents who will obtain fill out the documents correctly as well as
arrange for transportation. But every exporter should have an adequate knowledge about export documents and procedures.

On the basis of the functions to be performed, export documents can be classified under four categories:

1. Commercial Documents: These include commercial invoices, bills of exchange bills of lading, letters of credit, marine
insurance policy and certificates etc.

2. Regulatory Documents: These are the documents which are required for complying with the rules and regulations governing
export trade transactions such as foreign exchange regulations, customs formalities export inspection etc.

3. Export Assistance Documents: These are the documents which are required for claiming assistance under the various export
assistance measures as may be in operation from time to time. Presently these refer to drawbacks of Central excise and
customs duties, packing credit facilities etc,

4. Documentation required by importing Countries: These are the documents which are required by the importer in order to
satisfy the requirements of his government. These include certificates of origin, consular invoice, quality control certificate
etc.

Export documents could be classified into two categories depending upon the specific requirements satisfied by them: (1) Regulatory
and (2) Operational.

Regulatory Requirements

An exporter has to follow strictly the regulation of both the exporting country as well as that of the importing country. For example,
there is exchange control in India. Therefore when we export goods, we have to give an undertaking to the RBI that we shall realize the
foreign exchange in lieu of the goods exported. We do this by submitting GR form, and it is obvious that we cannot export unless we
submit this document. Then there are certain commodities which are subject to export regulation. We have to obtain a licence for
exporting the controlled commodities. Thus, another document has necessarily to be used. In order to build up an image of Indian goods
abroad there is a system of compulsory pre-shipment inspection and quality control of a number of export goods. The exporter has to
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obtain an inspection certificate. This gives rise to still another document. There are a number of importing countries which stipulate that
the exporter must submit certain specified documents duly certified by their missions in the exporting country. This condition makes it
essential the use of the consular invoice and in some cases the use of the legalized invoice. There are countries specially the
Commonwealth countries and also those developed countries which have offered concessions to the developing countries under the
Generalized System of Preferences which demand that the exporters must submit a certificate of origin. Thus, the exporter has to
submit GR form, export licence inspection certificate, consular invoice, legalized invoice and certificate of origin. These are examples of
regulatory documents.

Operational Requirements

The customs authorities are charged with the responsibility of verifying compliance on the part of the exporters with all types of
regulations in force in the country. For their own record purposes, they have devised the Shipping bill. No shipping company or airline
will accept any export cargo unless the customs authorities have granted their permission on the shipping hill. Along with the shipping
bill, commercial invoices and packing lists are also to be submitted. So, without these documents one can never think of exportation.
The carrier, whether it be a ship or an aeroplane, has its own documents. In the case of ship, very important document which comes in
the picture is the 'Bill of lading'. In the case of shipment by air, this document is known as the 'Airway Bill'. Further, the exporter must
insure his goods against the risks while in transit and, therefore, has to take a marine insurance policy. There are also a number of other
aspects which have to be looked into. For example, there may be floor price regulations or export of some products may be canalised
through designated bodies like the STC. Measurement and weighment and such other regulations may also have to be complied with.
Again under the scheme of governmental assistance to the exporters, there is need for documentation. As soon as the goods are
exported, the exporter becomes eligible for duty drawback, etc.

It is, thus amply clear that at every stage of exportation; one requires one document after another.
Significance of Some Export Documents

Let us take up the following documents only: (1) Commercial Invoice; (2) GR Form; (3) Letter of Credit; (4) Bill of Exchange; (5) Shipping
Bill; (6) Marine Insurance policy; and (7) Bill of Lading.

Commercial Invoice. This is the basic document in an export transaction. It contains all the information which is required for the
preparation of all other documents. It is, thus a document of contents. It gives the description of the goods, harmonized System
Nomenclature (HSN), price charged, the terms of shipment and the marks and number on the packages containing the merchandise. The
date, name and address of both buyer and seller, name of the shipping vessel and the port of debarkation should also be specified.
There is no standard form of commercial invoice. The exporter has to design_his own form. Some countries, however, prescribe their
own forms. In such cases, the exporter has necessarily to use the form pr ed by the importing country.

The description of the merchandise in the commercial invoice correspond exactly to the description in the letter of credit. Unless
the letter of credit specifically states otherwise, a generic_deScription of merchandise is usually acceptable in the other documents. It is
preferable; however, that merchandise description i documents corresponds to the description-i dit. Marks and

number on the commercial invoice, insurance documents, bills of lading, and packing lists must correspond.
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Several copies of the invoice will be required, some for the use b

er and some for the information of various authorities in India.

Some of the invoices prescribed by the importing countri€s are: (1) Combined Certificate of Origin and Value (2) Consular Invoice; (3)
Legalized Invoice; and (4) Customs Invoice. The combined certificate of origin and value is required by the Commonwealth countries.
Countries like the Philippines require a consular invoice. The consular invoice is to be certified by the authorized missions of the
importing countries stationed in the exporting countries. The exporter is required to pay a prescribed fee for obtaining this invoice. Some
countries like Mexico require a legalized invoice. This invoice is not very much different from the consular invoice as far as the aim of
the importing country is concerned. The only difference is that in this case there is no prescribed form. Ordinary commercial invoices are
accepted for legalization. The exporter has to submit four copies of the commercial invoice to the mission of the importing country with
the requisite amount of fee. The mission returns three copies of the legalized invoice to the exporter. Countries like the USA and Canada
require customs invoices. This invoice is required by the countries primarily for their anti-dumping action. The exporter has to submit the
invoice in the form prescribed by the importing country.

While talking about invoices we should also be clear about the pro forma invoice. A pro forma invoice is simply a temporary commercial
invoice which is sent by the exporter to the importer. This covers contemplated shipment which may or may not be made in future. This
is required by the importer mainly for two purposes. First, it helps the foreign buyer to obtain an import licence if required for a
particular commodity. Secondly, it helps in opening a letter of credit in favour of the exporter. The importance of the pro forma invoice is,
thus obvious. The exporter should cultivate the habit of sending pro forma invoices to the foreign buyers even if the same is not
demanded.

GR Form/SDF Form/SOFTAX Form

This Form has been prescribed by the Reserve Bank of India under FEMA to ensure that the foreign exchange receipts in respect for
exports are repatriated to India. This has to be prepared in duplicate. Both of the copies have to be submitted to the customs authorities
at the port of shipment. Customs authorities will certify the copies of the GR form and will also record the assessed values. They will
retain the original to be sent to the Reserve Bank of India (RBI) directly. They will return the duplicate after shipment of the goods. The
negotiating bank sends the duplicate copy to the RBI after the export proceeds have been realized.

When the exporter wants to retain the proceeds of his exports with agents or branches abroad or to make other approval types of
payment abroad, he has to seek the permission of the RBI. For this purpose, he has to submit GR-3 form. This is prepared in triplicate.
The original is submitted to the customs authorities who send it to the RBI directly. The duplicate and triplicate copies are to be dealt
with an accordance with the procedure laid down by the RBI. Export by ‘parcel post' other than 'value payable' or 'cash on delivery’,
which have to be declared on VP/ COD form, require PP form in duplicate.

Upon introduction of the system of Electronic Data Interchange (EDI) for processing shipping bills at some customs offices, GR form has
been replaced by a declaration in form SDF in respect of Electronically Processed Shipping Bills.
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Letter of Credit

Letter of credit, popularly known as L/C, is by far the most important single document in international trade. It forms the basis of a very
large volume of world trade. Through the instrument of letter of credit, the promise to pay usually made by the overseas importer is
substituted by the promise to pay by his bank. It is this characteristic of the letter of credit which gives the exporter great security. The
exporter should carefully examine the terms and conditions of the L/C to ensure (i) that he can meet them, and (ii) that they conform to
the basic contract he has entered into with the importer. If there are any differences, he should get in touch with the bank and the
importer to arrange for an amendment.

Bill of Exchange

When a draft is drawn on a foreign bank, it is known as a foreign draft or bill of exchange. A bill of exchange is, thus a means of
collecting payment from the foreign buyer through the banking channel. It is also a method of extending credit. It has two main
functions. If the hill of exchange is payable at sight, it becomes a demand for payment and a receipt for payment made. If the hill of
exchange is payable at some future date after sight, it is a demand for payment by the exporter, a promise if payment by the importer,
and a receipt for payment after such payment has been made.

The hill of exchange under a documentary credit must be drawn strictly in accordance with the terms of the credit. The bill will be drawn
on the bank through which the credit is opened, advised or confirmed.

Shipping Bill

This is a customs document. There are three types of forms of shipping bills, namely: (1) Shipping Bill for Free Goods, (2) Dutiable
Shipping Bill, and (3) Duty Drawback Shipping Bill. The Shipping Bill must be prepared according to the category of the export goods.

Marine Insurance Policy

It is the basic instrument in marine insurance. A policy is a contract and a legal document. Their principal function is to serve as
evidence of the agreement between the insurer and the assured. The policy must be produced to press a claim in a court of law. An
exporter must also put up the marine insurance policy as a collateral security when he gets an advance against his bank credit.

The exporter should ensure that (i) the currency and the total value of the policy are as peﬁhe terms of the L/C, (ii) details of the
transport documents are specified therein, and (iii) risks of transhipment or deck shipment are covered. He should also ensure that (i) the
policy is in the name of the beneficiary and is duly endorsed in blank, (ii) th icy does not contain any adverse clauses, and (iii) policy
is duly stamped. g

Bill of Lading

Bill of Lading (B/L) is a document which is issued

e shipping company acknowledging that the _g_oods mentione
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placed on board the ship and an undertaking that the goods in like*0rder and condition as received will be delivered to the consignee,
provided that the freight specified therein has been duly paid#The Bill of Lading has the following main functions: (1) It is a document of
title to the goods shipped; (2) it is a receipt for goods;"and (3) it is an evidence of the contract of affreightment. When the export
contract is c.i.f., the exporter makes payment of the freight and gets 'freight paid bill of lading. On the other hand, if the contract is
f.0.b., the freight has to be paid by the.importer. In that case the shipping company will issue a 'freight collect' bill of lading. The bill of
lading should give the details about the exporter, carrying vessel, goods shipped, port of shipment, destination, consignee and the party
to be notified on arrival of the goods at destination. B/Ls are made in sets, usually of two or three originals, any one of which gives title
to the goods.

A shipped or on board bill acknowledges that the goods have been loaded on board. A received for shipment bill confirms that the
shipping company or it agent merely has the goods in custody for shipment. It may be converted to a shipped bill by a suitable
annotation by the carrier after the goods have been loaded on board. With the growth of container transport and inland collecting
depots, the received for shipment B/L has become much more widely used.

A clean B/L is one which bears no superimposed clause or statement declaring a defective condition of goods or of the packaging or of
some other packaging or of some other aspect of the consignment.

Where there is no direct shipping link between the buyer's port and the seller's port, arrangements have to be made for the goods to be
transferred to a second ship at another port. In such cases it is necessary for the exporter to obtain a through B/L covering the whole
voyage. The through B/L will also be issued where different modes of transport are used.

Airway Bill

Air transport is widely used for moving valuables or urgently required goods. The document of transport used is an airway bill (air
consignment note). It is non-negotiable; so it does not carry the same validity as a bill of lading for sea transport.

Combined Transport Document

It is a document of carriage relating to multimodal transport. Almost every consignment has to be transported by more than one means
of transport, particularly since the advent of container transport. The combined transport document or through container allows for this,
covering the movement of goods from start to finish.

45 Export Marketing, Procedure and Documentation




Need of Export Finance

Finance is life and blood for both domestic and international trade. Export is the main source of foreign exchange earnings for a country.
Foreign exchange is required to purchase capital goods, raw materials, technology and oil etc., from the world markets for country's
economic development. In India, commercial banks provide finance in rupees and in foreign currencies to exporters. These commercial
banks get incentives like refinance at concessional interest rate from Reserve Bank of India and credit insurance coverage from the
Export Credit and Guarantee Corporation of India.

Selling in world markets requires different financial strategy as compared with selling in domestic market. In foreign trade, delivery
takes longer period and payments arrangements are more complex and exporter is investing his money for a longer period. Also
importers are demanding longer credits with best quality, low prices and timely delivery of goods. These factors reduce cash flows,
creating financial problems for exporters. In this context exports have to seek financial assistance from the commercial bank to
overcome fund requirements and to become successful in export business.

Each export order has a trade cycle. Trade cycle can be financed in many ways. Method of finance depends upon financial strength of
exporter and importer, degree of mutual trust, currency of invoice and availability of financial resources. Financially strong exporter may
be able to finance the entire export business transaction out of its own funds or from banks and thus not demand payment from the
importer until latter sold the goods and received payment. Alternatively, strong importer may be willing to give advance payment to
exporter to procure or manufacture the goods.

Export transaction may be financed by exporter, importer or commercial banks. Technically a complete export transaction has the
following three dates. If any one of these dates is missing then export transaction will become incomplete.

Three Dates of Compeletion of Export Transaction

- ——

v
A

Preshipmentstage Postshipmentstage

—

Date of Receipt of
Export Order

Date of Export Sales
Realisation

Date of Shipment
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1. Date of receipt of export order from the foreign buyer in the form of confirmed order or letter of credit.

2. Date of shipment. Date on which goods loaded on the.sHip, airplane or any other mean of transportation.

3. Date of realization of the sale proceeds of exported goods or services.

Let us understand the pre-shipment-and post-shipment stages of the export transaction. This will help us to understand the basic
financial requirements for exports and to approach the bank for correct financial assistance.

Pre-shipment Stage

The time period between the date of receipt of export order from the foreign buyer and date of shipment is designated as pre-shipment
stage.

Activities of Exporter in Pre-shipment Stage

Business activities at pre-shipment stage depend upon category of the exporter. Manufacturer exporter has to procure raw material,
prepare semi- finished goods, produce finished goods, packing of the finished goods, transporting the goods to airport or port and
warehousing the goods etc. In case of merchant exporter to procure goods, packing of the goods, transporting the goods to port or
airport and warehousing etc. It means all the business activities pertaining to arrange the goods before the date of shipment take place
in this stage.

Professional Hints

The basic nature of business activities in pre-shipment stage is working capital for the exporter. Banks appraise, calculate the financial
requirements and supervise the export credit given at this stage based on guidelines for handling working capital for the exporters.
Working capital requirements means finance required by the exporter to meet day to day business requirements.

Pre-shipment Finance

Pre-shipment finance is given by banks to exporters to meet their business requirements. This working capital finance is provided in
rupees and in foreign currencies as per the requirements of the exporter. Banks provides pre-shipment finance under following schemes:
e Packing Credit Advance (Shipping Loan).
e Advances against Export Incentives.
e (Opening of Letter of Credit and Import Finance required for items used for manufacture of goods to be exported.
e Packing Credit Advances in Foreign Currencies.

These schemes are covered one by one, to understand the practical implications. It will also help to select the most appropriate
financial scheme of the bank to generate maximum profits from export business.
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Packing Credit Advance or Shipping Loan
Salient features of packing credit or shipping loan given by the bank to eligible exporters are as under:
(a) Definition

Pre-shipment/Packing credit means any loan or advance granted by the bank to an exporter for financing the purchase, processing,
manufacturing, packing, transporting and warehousing of the goods prior to shipment on the basis of letter of credit opened in his
favour or in favour of some other person or confirmed order or other evidence depicting that an order for export from India have been
placed on the exporter or some other person, unless lodgment of export order or letter of credit with bank has been waived for status
exporters having good track record.

(b)  Purpose of the Loan

The main purpose of this advance depends on the business activity of the exporter. Finance is given to purchase raw materials,
processing, meet labour expense, packing of finished goods, transporting to port or airport and warehousing of the goods for exports. In
case of merchant exporter finance is given for purchase of finished goods, packing and transporting the goods to ports and airports.
Exporters involved in selling or services are given financial assistance to meet labour costs, training and visiting expenses and other
expenses required to complete the service package.

Some Banks convert the packing Credit Advance into Shipping Loan when goods are ready to export and delivered to transport company
or with warehousing agency. Shipping Loan is just extension of the packing Credit Advance. In such case exporter may get higher
amount of advance due to financing of transporting and warehousing charge and Bank will get security of finished goods in the forms of
documents, title to the goods.

(c)  Evidence of Export

Packing credit is granted to new exporters against lodgment of irrevocable letter of credit issued by reputed international bank or
confirmed order placed by overseas buyer. In case of letter of credit, it should preferably be received by packing credit given bank or
letter of credit should be advised through a reputed bank in India. These arrangements must be sorted out at the time of confirming the
order with foreign buyer. e

If the foreign buyer is new and is placing order without opening letter of credit then, it is advisable to procure credit limit on foreign
buyer from ECGC to protect against risk of non-payment of claim, subseguently. Some times exporters may conclude contracts by
exchanging messages through Fax/Telex/Cable with conditions that regdlar order or letter credits may follow subsequently. Bank may
provide packing credit advance in such cases provided these messa@es/communications contains the following minimum information:

e Name of the overseas buyer.

e Particulars of goods to be exported. -
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e  Value of goods to be exported.

e Value of order with unit price and quantity.
e Dates of shipment of the goods.

e  Terms of payment. o

Please note that the bank on the basis of these messages has granted loan facility but letter of credit or confirmed order has to be
submitted. Bank retains all the export orders and L/C against which, packing credit has been granted and marked/endorsed to avoid
double financing by another bank.

(d)  Quantum of Packing Credit Advance

Packing credit advance granted to exporters should not exceed the FOB value of the goods or domestic market value of the goods which
ever is lower except in the following cases:

In case of certain items like engineering goods where cost of production is more than FOB value of the goods. But these items are
eligible for export incentives. Advances up to the domestic value is given by the bank to the exporter provided ECGC gives Export
Production Finance Guarantee. This Guarantee Bank has to obtain from the ECGC. Bank adjusts packing credit, in such cases from export
sale realizations and remaining amount from the payment of incentives. Banks have special schemes for items where raw material
requirements are more so that particular size or grade may be selected to exports.

(e] Margin for Packing Credit Advance

There are no fix bank guidelines for keeping margin in case of export finance. Margin means exporters' contribution to meet cost of the
goods or services procured for the exports. Bank may determine the percentage of margin depending on the basic nature of the goods.
In case of perishable goods banks keep higher margins. Other deciding factors are, such as capacity of the exporter to arrange for the
contribution and past track records along with credit worthiness of foreign buyer. If these factors are good bank may agree to keep
lower margin. The margins varies from 10% to 25%.

Concessional Interest Rates and Periods

Packing credit advance in pre-shipment stage is a short-term finance for 180 days at concessional rate of interest to meet working
capital requirement. Reserve Bank of India decides the rate of interest and periods of finance for export sectors.

Changes from time to time are made to meet market requirements. Period of packing credit is decided based on the actual
manufacturing cycle or period required to arrange goods and services for exports. The maximum period of packing credit advance is 180
days at concessional rate of interest. If export order cannot be completed due to some reasons, a further extension for a period of 90
days is given. Banks permit such extensions if they are satisfied that the reason for extension is due to reasons beyond the control of
the exporter.
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If exports were not complete within 360 days from the date of advance then interest at the normal rate will be charged from day one till
date of export.

If exports do not take place at all and packing credit advance will be adjusted from rupees funds as exporter will not be able to produce
documents. Then interest rate at commercial lending rate plus penalty will be charged from the date of original advance.

Banks are charging interest on quarterly basis by debiting the amount to loan account. Please note ECGC does not cover the interest
amount for claim.

Exporter should pay attention towards calculation of the interest rate by banks. It has been observed that sometimes banks charge more
interest due to wrong calculations/ misunderstanding of interest rate guidelines.

Interest Rate

A ceiling rate has been provided for Rupee Credit linked to Basic Rates of individual banks available to bank's domestic borrowers.
Banks have freedom to decide the actual interest rates to be charged within the specified ceiling. Further, the ceiling interest rate for
different time buckets under following categories of export credit should be on the basis of PLR relevant for the entire tenor of Export
Credit. Basic rates depending upon credit policy of the bank and varies from bank to bank.

At present the interest rate structure for rupee export credit application as under:

Period of credit Interest rate
From the date of advance

Up to 180 days Basic rate + 2.5%
Beyond 180 days up to 270 days Basic rate + 5%
Beyond 270 days to 360 days Basic rate +5%

Note: Interest rates are changed accordingly. Before taking loan exporter should take full knowledge from the bank.

Professional Hints

-
RBI may change interest rates for exports from time to time. The revision in interest rate is applicable to fresh advances as also to the
existing export advances, for the remaining period of credit

Banks should charge concessional interest on pre-shipment Credit.

e Upto 180 days
e Beyond 180 days up to 360 days.
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At the interest rates to be decided by the bank within the ceilin
export credit.

e arrived on the basis of basic rate relevant for entire tenor of the

If pre-shipment advances are not liquidated from proceeds of bills purchased, discounted, etc, on submission of export documents
within 360 days from date of advance, the-advances will cease to qualify for concessive rate of interest ab initio.

In cases where bank is not extending packing credit beyond the original period of sanction and export takes place after the expiry of
sanctioned period but within a period of 360 days from period the date of advance exporter would be eligible for concessional credit
only up to sanctioned period. For the balance period, interest rate prescribed for Export Credit not Otherwise Specified (ECNOS) at pre-
shipment stage will apply. But bank has to provide the reasons for non-extension of the credit period to the exporter.

In case where exports do not take place within 360 days from the date of pre-shipment advance, such credits will be termed as "Export
Credit Not Otherwise Specified (ECNOS) and banks may charge such interest rates from the very first day of the advances.

If exports do not materialize at all, banks should charge domestic lending rate plus penal interest on such packing credit advances.

Packing credit advance is self-adjusting in nature and must be repaid from the proceeds of export bills negotiated, purchased or
discounted. If this loan will be adjusted by any other manner, then bank will not charge concessional interest rate. When packing credit
is granted, on running account basis then it must be ensured that first credit received of the export sale realization should be used to
liquidate first debit in the account.

Special Cases for Packing Credit Advances
Operational Relaxations
Banks have, however, operational flexibility to extend the following relaxations to their exporter clients who have a goods track record:

(a) The existing packing credit may also be marked-off with proceeds of export documents against which no packing credit has been
drawn by the exporter. However, it is possible that the exporter might avail of EPC with one bank and submit the documents to
another bank. In view of this possibility, banks may extend such facility after ensuring that the exporter has not availed of packing
credit from another bank against the documents submitted.

(b) These relaxations should not be extended to transactions of sister/associate/group concerns.
Running Account Facility

As stated above pre-shipment credit to exporters is normally provided on lodgment of L/C or confirmed export orders. It is observed that
the availability of raw materials is seasonal in some cases. In some other cases, the time taken for manufacture and shipment of goods
is more than the delivery schedule as per export contracts. In many cases, exporters have to procure raw material manufacture the
export product and keep the same ready for shipment, in anticipation of receipt of letters of credit/confirmed export orders from the
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overseas buyers. Having regards to difficulties being faced by the exporters in availing of adequate pre-shipment credit '‘Running
Account' facility in respect of any commodity, without insisting on prior lodgment of letters of credit/confirmed export orders, depending
on the bank's judgment regarding the need to extend such a facility and subject to the following conditions:

(a)

(b)

(c)

(d)

(e)
(f)

Banks may extend the '‘Running Account' facility only to those exporters whose track record has been good as also Export
Oriented Units (EQUs)/Units in Free Trade Zones/Export Processing Zones and Special Economic Zones (SEZs).

In all cases where pre-shipment predict "Running Account” facility has been extended, letters of credit/firm orders should be
produced within a reasonable period of time to be decided by the banks.

Banks should mark off individual export bills, as and when they are received for negotiation/collection, against the earliest
outstanding pre-shipment credit on ‘First In First Qut (FIFO) basis. Needless to add that, while marking off the pre-shipment
credit in the manner indicated above banks should ensure that concessive credit available in respect of individual pre-
shipment credit does not go beyond the period of sanction or 360 days from the date of advance, whichever is earlier?

Packing credit can also be marked-off with proceeds of export documents against which no packing credit has been drawn by
the exporter.

If it is noticed that the exporter is found to be abusing the facility should be withdrawn forthwith.

Running account facility should not be granted to sub-suppliers.

Packing Credit Facility to Sub-Supplier

Packing credit advance is allowed to be shared between merchant exporter or export house and sub-supplier manufacturer. Such sub-
supplier will not export the goods directly but supply the goods to order holder who will export the goods. Sub-suppliers are also eligible
for packing credit advance at concessional interest rates. This advance is given to sub-supplier for purchase of the raw material,
components, and for finished goods, etc., so that goods can be supplied to organization, which will ultimately, export the goods to
foreign buyer.

The guidelines for providing packing credit advance to the sub-supplier are as:

Bank provides packing credit facility to sub-supplier on the basis of the Letter of Credit g_rl_C_onfirmed Order-in the name of export
house or the merchant exporter.

No running account facility is permitted to sub-supplier.

Export order holder organization may open inland letter of credit in
will be adjusted from the proceeds of the bills drawn under
sub supplier may draw a bill on the exporter. Packing cr

If bill of lading or airway bill is not submitted
house or order holder should be obtained stating that goods will be or have been exported.

our of sub supplier to get packing credit. Such packing credit
isfinland letter of credit. In case inland letter of credit is not opened,
it advance will be adjusted from the purchase of this bill.

sub-supplier to the bank along with docume te from export
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e Bank will grant packing credit advance after getting a letter the export order holder, giving details of the export order and an
undertaking that packing credit will not be availed by them against that order giver to the sub-supplier.

e Thereafter, if export holder need finance for er addition to the goods their bank will provide packing credit to them at

concessional interest rates.
__f” . . . .
e Export order holder can open any number of inland L/C within over all amount of the export order from foreign buyer.

e  This scheme will cover packing credit in Indian rupee only. Under this scheme manufacturer exporter will be allowed to open inland
L/C in favour of supplier or raw materials, components etc. that are required for manufacture of goods for exports.

e |ncase Export House order holder is a trader exporter then packing credit t concessional interest rate is extended to sub-supplier
who will manufacture the goods and supply to them for exports.

e This scheme will not be extended to the third parties, supplying raw material etc. to the supplier.

e EQUs or units in EPZs supplying goods to another EOU/EPZ for export purposes are also eligible for pre-shipment finance in rupees.
Supplier units EOU/EPZ will not be eligible for any post-shipment facility as this loan scheme does not cover sales of goods on
credit terms.

The credit extended under this scheme will be tread as export advance starting with date of releasing funds to sub-supplier till the date
of liquidation of packing credit by shipment of goods by export order holder.

How to maintain packing Credit Account

In case of new exporter or exporter against one time letter of creditor confirmed order bank maintain separate account of each pre-
shipment advance account. Bank keeps these export advance account separately from domestic business accounts.

Disbursal of Packing Credit Amounts

Packing Credit advances are given for specific purposes, so bank disburse the loan amount as per exporter requirements. Bank will
ensure the end use of the funds given to the exporter's requirements. Banks will insist to make payment of the raw material suppliers by
drafts/cheques in their name. These payments by drafts are of course made on the approval of the exporter. Exporter gives instructions
in writing for payments.

Where direct payments are not possible as in case of labour charges and other such small payments, banks will credit such funds
requirement to the current account of the exporter. Exporter can make payments through this account by cheques.

Monitoring Packing Credit by Banks

The main objective of obtaining packing credit advance is to export goods as per export sales contract to the foreign buyer on time.
Exporter should make a plan in writing and diaries the important dates of acquiring raw materials, completion of complete set of
documents etc. Monitor these dates with strict discipline.
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Where delays are due to reasons beyond the control of the export then corrective measure like extension of L/C shipment dates and
approval of the buyer and request to bank for extension period by made in time. Succinctly exporter need effective planning to meet the
target dates. Delay may leads to rebate or discount demands from buyer affecting profitability of exporters.

Preshipment Finance in Foreign Currencies (PCFC)

World trade has become very competitive with reducing profit margins. Banks now provide to eligible exporters the pre-shipment
finance in foreign-currencies at international competitive interest rates. A few Banks have put condition to a minimum amount for
packing credit in foreign currencies. Thus to overcome these conditions for smaller amount export transaction and to reduce cost of
finance, exporters are availing packing credit advance in rupees and post-shipment advance in foreign currency. Foreign currency facility
at post-shipment stage in this case will reduce the overall cost of the finance. Further advance will be adjusted from the foreign
currency proceeds of the export hill.

PCFC Scheme

Banks use their own foreign funds or arrange line of credit from foreign or local banks. PCFC scheme has been introduced with a view to
make export credit available to exporters at internationally competitive rates. PCFC is given to exporters for acquiring imported and
domestic inputs at LIBOR/EUROLIBOR/EURIBOR relate interest rates. Only designated branches of a bank provide PCFC facility to
eligible exporters. The PCFC scheme is applicable to cash exports only and PCFC is not available on deferred payment. The exporter will
have the following options to avail of PCFC:

(a) To avail of pre-shipment credit in rupee and then the post-shipment credit either in rupee or discounting/rediscounting of
export bills in foreign currency under External Bill Rediscounting scheme of the bank.

(b) To avail of pre-shipment credit in foreign currency and discount/rediscount of the export bills in foreign currency under EBR
scheme of the bank.

(c) Choice of pre-shipment credit currency depends upon the choice of exporter. The facility will be extended in one of the
convertible currencies viz US Dollar, Pound Sterling, Japanese Yen, Euro etc. Exporters are eligible to avail PCFC in different
convertible currency then currency of the export order/invoice. The exchange risk in the transaction will be borne by the
exporter. —

(d) Benefits of low interest rate will accrue to the exporter only after the realization of export bills or when resultant export bills
are rediscounted without recourse loans.

(e) In case exporters have arranged for suppliers credit
banks for the purpose of financing domestic inpu

procuring imported inputs, the PCFC facility may extended by the
quired for exports.
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Spread

The spread means cushion for pre-shipment credit in~foreign currency will be related to international references rates such as
LIBOR/EURIBOR for six months period. The lending rate by the bank to the eligible exporter should not exceed 0.75 per cent over
LIBOR/EURIBOR excluding Withholdingia/x.

LIBOR/EURIBOR rates are normally available for standard period of 1,2,3,6 and 12 months. Exporters must insist the bank to quote
interest rates on the basis of standard periods of PCFC is required for periods less then six months. Exporter should note that while bank
quoting interest rates for non-standard period, bank should ensure that the interest rate quoted is below the next upper standard period
rate.

Exporter has to pay interest in foreign currency on PCFC at quarterly intervals against purchase of foreign currency from the bank or out
of balances in EEFC account or out of discounted value of the export hills if PCFC is liquated with the quarter.
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Export of goods and services to foreign buyers entails more varied and greater risk than those encountered on domestic market. In the
case of an export order, such risks can crop up all along the line, including the delivery and payment within the agreed time.

For the importer, adherence to terms of performance is of primary importance and for the exporter, adherence to payment terms. The
risks involved are, accentuated in export business because the importer is not in a good position to judge the reliability of a supplier in
the events the terms of contract are not fulfilled is much more difficult to initiate.

Similar situation also arises to the exporter, who not only incurs additional transport risks but also the increased risk of taking a loss on
receivable. Even further difficulties may arise in appraising conditions in the country of the importer's domicile such as currency and
transfer risks and problems in the social, political and military spheres.

Evidentially Foreign Exchange Management Act 1999 controls the payment of export and receipts in India. Exchanges are mentioned as
per the regulation 8 of Foreign Exchange Management (Export of Goods and Services) and regulations 3 and 4 of Foreign Exchange
Management (Manner of Receipt and Payment) regulations. Accordingly all commercial banks follow the rules of FEDAI (Foreign
Exchange Dealers Association of India).

Accordingly regulations described in payment and receipts exporter takes care of in its export sales contract. Exporter decided in
advance that how buyer is going to make the payment and its duration. You as an exporter would like to get the payment against the
consignment immediately if not you look for what are the methods of payment in international trade. Both exporter and importer accept
those of methods of payment.

There are many factors in international trade and they depend on export market. However exporter should have knowledge of these
factors, for example:

(1) Foreign Exchange Management Act 1999.

(2) Government's Monetary and Fiscal Policy

(3) Rules and Regulation of international market affect methods of payments.

(4) Global political situation

(5) Country's foreign exchange reserve.
Following are the methods of payment followed in India:
(a) Indian exporter preferably would receive payments’in permitted currency

convert

(b) Other currencies which are not "permitted-currencies”, in this situation authorized dealer will make arrange

them.
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(c) Shipping documents will be submitted within 21 days fr e date of shipment.

(d) Itis the responsibility of each exporter to get the.payment from the commercial banks authorized dealer in foreign exchange.

(e) Exporters must realize their full export proceeds otherwise he should inform the Foreign Exchange Department of RBI.

Methods of Payment -

In all international trade in goods and services are transferred of goods/profits in which all concerned parties also make payment in
foreign currency. Therefore there are different methods of receiving payments like, Bank Draft, Pay Order, Travellers Cheques, Cash,
FCNR/NRE accounts, Payments through SWIFT (Society for Worldwide Interbank Financial Telecommunication) and International Credit
Cards. There are following are the methods of payment:

(1)

57

Open Account

This arrangement is only possible between known and well acquainted parties having well past relationship experience. Basically,
seller (exporter) sends goods direct to buyer (importer) relying on his integrity and capability to pay as per stipulated terms.

From this Open Account, exporter might encourage and get repeat business. There might also be disadvantage to exporter because
there is no assurance of payment. Exporter working capital is tied up until payment is made.

Advance Payment

Cash in advance term represents the least risk to the exporter, and are typically used in new relationships where transactions are
small and the buyer has little flexibility but to prepay. Since there is no guarantee that the goods will be shipped, the buyer needs
to feel comfortable in the seller's ability and willingness to ship after payment has already been effected.

There is no risk to exporter in advance payment and it is being used in immediate funds. Exporter should keep in mind that he may
require issuance of down payment guarantee or standby letter of credit. Importer/Buyer may expect price discount in this situation.

Documentary Collections

Documentary collection terms are widely used in the purchase and sale of goods and services in international markets. The
transaction flow for a documentary collection requires the seller to forward collection instructions, appropriate documents and the
seller's draft through the banking system to the buyer's bank. Bank acts as intermediaries, protecting the interest of both parties.
Both the buyer and seller assume risk in the transaction, since the buyer can refuse to pay for the documents, or the seller can ship
unacceptable merchandise.

Advantages to Exporter

*  Seller/banks control shipping documents
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(4)

* Inmost cases, payment is more prompt than open account

* Inmost cases, collections are less expensive than letter or credit
Disadvantages to Exporter

* Payment is not guaranteed

*  Collection time is longer than letter of credit and cash-in-advance

* There is less document control with air shipments

* Release of documents occurs prior to payment under 'time’ draft collections

Documentary Credit/Letter of Credit

Letters of credit are the legal financial instruments most frequently used to guarantee payment for goods and services imported
and exported. Because they mitigate the financial risks of doing business in unfamiliar economies, letters or credit also facilitate
international sales. Thus a letter of credit is a document containing the guarantee of a bank to honour draft on it by an exporter,
under certain conditions and up to certain amount. It is an advantageous to exporter for reasonable assurance of payment, prompt
payment, and possible financing availability. Also its strict compliance is required, more cumbersome, and more expensive than
other methods of payment.

A letter of credit is issued by the buyer's bank, advised through a bank in the sellers country (in most cases, the seller's bank), then
forwarded to the seller by the advising bank. The letter specifies the terms and conditions that must be met before payment is
rendered. The letter of credit process has been standardized by a set of rules published by the International Chamber of Commerce.
These rules are referred to as the Uniform Customs and Practice of Documentary Credit (UCP) and are currently listed in ICC
Publication No. 600.

These are the above important payment terms. The actual payment term adapted in a particular transaction is influenced by a number of
factors, such as the individual circumstances of the buyer and the seller, the nature of the product, the profit margin, customs of the
trade, the organization of the firm, the legal limitations and the cost and availability of credit.
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Growth in international trade demands safe and secure payment system. Trade payments are essential transactions require the serious
attention of exporters and importers.'TI%re is a need for payment system in international trade. Let us understand the basic nature of
movement of the goods and payments in an international trade. In this case exporter is seller and importer is the buyer. Goods moves
from exporter to the importer and payment of sales moves from importer to the exporter as shown in figure below:

/ h \

<+— Sale Contract——»

\ Payment /

First of all exporter and importer will execute a sale contract in writing or invoice containing details of price, quantity, shipment date,
payment method etc. This contract will make the base for exporter to prepare goods or services and expect payment after shipment.
Sale contract also guide the importer when and how to make payment on due date. Practically exchange of goods and payment
between exporter and importer is associated with number of complex problems. Some of them are mentioned below:

e  Exporter and importer are in different countries separated by long distances.
e Rules and regulations, trade laws, market conventions, commercial and financial conditions are different and unknown.
e (Currencies are different. Working time is not the same and it is time consuming and expensive to talk and contact the other party.

Requirements of the exporters and importers are different and their understanding is essential to find out the appropriate payment
method to avoid delays and credit risks. Main requirements are as under:

Exporter’s Requirements Importer’'s Requirements

Payment should be received on shipment of goods. To pay for goods only after shipment.

Assurance that importer will make payment on due date. Assurance that exporter will ship quality goods as per contract.

Convenience of receiving payment locally. Goods will be delivered in time.

Financial assistance before or after shipment of goods. System to help exporter to get finance to manufacture goods on

Assurance that importer has good credit rating and on arrival get schedule.

goods released. Safe delivery system of getting title documents from foreign
country.
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We observe that exporter and importer have mutual interest, in completing the trade transaction but financial interest are
complementary. Before finding out the system satisfying the maximum requirements, let us see which are the methods available for
settling the payments. Some of the methods are barter, advance payment, open account and documentary collection through banks etc.
On analysis of these payment methods, it is found that none of these satisfied fully the requirements of the involved parties.

Normally, the exporter would like to retain control on goods by controlling the documents till payment. On the other hand importer
wants quality goods shipped on time and safe receipt of documents before making payments. Under such circumstances the only ideal
way, to resolve this problem is to take the commitment of third party of excellent standings. Further this party should be professional
enough to facilitate and complete the exchange of goods and payment to the satisfaction of exporter and importer.

Letter of credit system found to satisfied the requirements of both the parties. To give credit to the whole system commercial Banks
expert in handling international trade and payments were brought into picture. Banks provide the LETTER OF CREDIT FACILITY WHICH IS
ALSO CALLED DOCUMENTARY LETTER QOF CREDIT service to satisfy the business requirements of exporters and importers. This method
of payment is more acceptable and commonly used for settling international trade payments. Due to this method of payments new
items, new customers and new markets are being encouraged. Please note, this method of payment creates more discipline among the
trading partners to ship quality goods on time and receive payment with safety on due date. For new connection it provides necessary
safety to start business.

Definition of Letter of Credit

Letter of credit is a payment method and not the security for banks to provide finance to exporters. This form of payment is used for the
last hundred of years. Letter of credit payment system went out of fashion in boom years of sixties and seventies. Then world debt crisis
after 1982, created sudden rush back to safer terms of sales, specially for countries with inadequate foreign exchange reserves for
payments.

International Chamber of Commerce Paris France has issued Uniform Customs and Practice for Documentary Credit ICC NO 600 to
define, explain terms and conditions to make interpretation uniform, for concerned parties. The banks issue letter of credit subject to
Uniform Customs and Practices for Documentary Credit 2007 Revision, ICC Publication No 600 every letter of credit.

Definition of letter of credit as per Article 2 of UCP 600 is an arrangement however named or described that is irrevocable and thereby
constitutes a definite undertaking of the issuing bank to honour complying presentations. et

Under credit payment is settled by sight, acceptance, deferred payment and
based sale transaction.

Parties to Letter of Credit

otiation. Credit converts goods sales into document

Before we discuss mechanism of L/C, let us understa e various parties involved in the transaction
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e Applicant or Importer

e |ssuing bank or L/C opening bank.
e Beneficiary of the L/C or Exporter.
e Advising bank. -
e Negotiating bank.

e Reimbursing bank.

Applicant

Applicant of the L/C is the buyer or importer of the goods or services. Importer is to make payments to exporter. Letter of credit is
opened by the bank on the request of the importer on the basis of credit worthiness and standing. Importer submit an application to the
bank with his terms and conditions for the payment which will be incorporated in the L/C. Exporter will get payment subject to strict
compliance to these terms and conditions from the concerned bank.

Issuing Bank

Issuing bank is the one which agree to issue letter of credit and transmit this to beneficiary directly on the address given by importer or
through corresponding bank in the country of the exporter. This bank is importers bank in his country. Some time multinational banks
may agree to issue L/C on behalf of buyers in different country. Issuing bank charge commission base on the amount of L/C and period
of commitment. Issuing bank undertake to make payment to exporter on compliance. This conditional undertaking by the bank of good
standing provides the needed credit reinforcing credit worthiness of the buyer. Exporter should satisfy the credit rating of the issuing
bank by Moody's or Poor and Standards making reference to latest edition of Banker's Almanac. It is obligatory to the issuing bank to
verify that terms and conditions of L/C have been complied with and then make payment to the negotiating bank. Issuing bank is under
obligation to make payment even if importer does not make payment to the issuing bank, if all the terms and conditions of L/C have
been compiled with.

USEFUL

Letter of credit issued by issuing bank will be IMPORT LETTER OF CREDIT for the Buyer or Importer. When the same letter of credit is
given to Exporter or seller will be treated as EXPORT LETTER OF CREDIT.

Beneficiary

Beneficiary is normally seller of goods or exporter who has to take payment after compliance. L/C is always addressed to beneficiary
and issued in his favor. Beneficiary gets L/C duly authenticated by correspondent bank in the country of the exporter. Beneficiary gets
authenticated L/C by mail, telex, SWIFT normally through a advising bank in the country of the exporter. Bank may provide export
finance to exporter at concessional interest rates on the basis of L/C. In case of transferable L/C beneficiary may request advising bank
to transfer L/C to other beneficiary.
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Advising and other Banks in LC Transaction

Advising bank is to deliver the Authenticated L/C to the beneficiary. Advising bank is different than the issuing bank and normally
situated in exporter's country. The main duty of this bank is to authenticate the L/C other wise it is a useless piece of paper. If advising
bank or some other bank will add confirmation to this L/C then the bank is called confirming bank. After confirmation L/C has
undertaking of two banks. In case issuing banks fails then exporter will get payment from confirming bank. If exporter is not satisfied
with standing of issuing bank specially if African Banks, then confirmation by local bank may be demanded.

If issuing bank may nominate a bank, in exporter's country to pay to exporter against compliance to L/C terms then that bank will be
called nominated bank. Some times letter of credit are issued which are freely negotiable by any bank. Negotiation means, bank making
payment to exporter, against compliance of conditions of L/C.

The bank which negotiated L/C and made payment to exporter will need to be paid back by the issuing bank. Issuing bank normally
prints reimbursement instructions in the body of L/C. Bank which will reimburse to negotiating bank is called as reimbursing bank
situated in a country depending on the currency of L/C.

Mechanism of Letter of Credit--How it works

It is very essential to understand how Letter of Credit works in completing the international trade transaction. The main parties in L/C
are exporter and importer. Dual nature of L/C depending on whether, it is in the hand of exporter then it is called Export L/C or if it is in
the hands of Importer then it will become Import L/C.

Issue of Letter of Credit

Letter of credit is always issued on the request of the importer by the issuing bank incorporating instructions given by him. These
instructions are mostly taken from the order or from the sale contract between exporter and importer. Issuing bank before opening the
letter of credit satisfy with the financial capacity of the importer. Until now L/C may be called import L/C.

The L/C is always addressed to the beneficiary. Issuing bank advises this letter of credit to the beneficiary that is exporter directly or
take the help of a bank in the country of the exporter. L/C in the hand of exporter will become the export L/C. Advising bank will first
authenticate the genuineness of L/C and hand over the same to exporter. Some times issuing bank-make request to advising bank to add
confirmation by charging commission or negotiate the documents and pay to exporter on compliance.

On receipt of L/C the exporter will check whether terms and conditions and
compliance. If any clause is objectionable and need to be change must be taken directly with buyer. To understand the L/C
operations let us discuss the mechanism of opening letter of credit@nd movement of goods along with the payments. The mechanism is
depicted by arrows showing the movement of the transactigns@nd numbers depicting chronological order of the steps in the transaction.

uments required are as per agreed contract and easy for
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Opening and advising mechanism of letter of credit is given on the

Sales Contract

Importer Exporter
Applying for LC LC Advising

Issuing Bank ———— Credit Transfer ———— Advising Bank

1. First of all exporter and importer will execute sale order containing all the conditions of sale of goods including the payment by L/C.
Any dispute between these parties relating to sale of goods will be decides on the basis of this contract.

2. Importer will approach the issuing bank on prescribed application with request to open L/C. Importer and issuing bank has banker
customer relation ship. Issuing bank charge commission for opening L/C and undertake to make payment to negotiating bank. Any
dispute between importer and issuing bank will be decided by L/C opening contract only.

3. Issuing bank will send L/C by post, telex or SWIFT to advising bank with instruction to deliver it to the exporter. The relationship
between issuing bank and advising bank is of principal and agent.

4. Advising bank will authenticate the L/C and mail or hand over the same to exporter. There is no binding contract of issuing bank
with exporter.

But if advising bank adds confirmation, it assumes the liabilities of issuing bank. Exporter will start manufacturing activities on receipt
of L/C with agreed terms and conditions. Otherwise starts the process of amendments. For amendment exporter approach the importer
for amendments in L/C. In case importer agrees then issuing bank will be asked for necessary amendments. Amendments will again be
advised to exporter in the same manners as in case of advising L/C. exporter will keep these amendments along with original L/C and
give to negotiating bank at the time of negotiation of export bill.

Movement of Goods and Payment under LC

Understanding of movement of goods and payment under L/C transaction will make this method of payment very clear to importer and
exporter. At the outset, please note that goods move from exporter to importer with the help of the shipping or airline company. Where
as payment moves from importer to exporter with the help of the various banks as explained earlier. Mechanism of letter of credit
covering movement of goods and the payment is explained as under with help of arrows and numbers:
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Mechanism of LC with various Parties

We have observed that through this L/C mechanism buyer gets goods as
payment before goods are released to importer. Hence letter of credit
and exporter in very safe manners by utilizing the services of ban

Please note in L/C mechanism payment is made on th
selection of good buyer and seller is a must becat

64

Shipping Company
Consignment Consignment Papers
Exporter Importer
Payment Papers Payment
Negotiating Bank Issuing Bank

Reimbursement

On receipt of the L/C exporter manufacture the goods and ship the goods to the importer through shipping company. Shipping or
airline company will issue bill of lading or airway bill giving title to the goods to the exporter. Please note who so ever will
surrender this title document to shipping or airline company will get the possession of the goods.

Exporter will prepare the required documents as per L/C and submit the same to the negotiating bank in his country. Negotiating
bank will satisfy itself that documents and other conditions of the L/C have since been compiled with strictly. If yes, negotiating
bank will take all the documents including bill of lading or airway bill and make payment to exporter. Exporter will get payment
before importer takes possession of the goods. Importer is getting good of his specification and on time as depicted by documents
and bill of lading. This is the beauty of L/C mechanism.

Negotiating bank quickly without any delay send the documents to issuing bank. The bank will check that submitting the proper
documents by the exporter has satisfied all the terms and conditions. If fully satisfied then take the documents and make payment
to the negotiating bank.

Issuing bank will give the documents to the importer or the buyer against the payment.

Buyer will check that all the documents are as per stipulation of letter of credit. If yes, he will make payment to the issuing bank by
taking the documents.

Buyer will take the bill of lading to shipping company or airway bill to airline company and.surrender them against delivery of the
goods.

his specification and requirements and exporter gets
anism satisfied the basic business requirements of importer

asis of documents only on the strength of trict compliance. But
ad persons can use this system for committing frauds and cheating:
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Types of Letter of Credits

Depending on the requirements of exporters and importers€onvenience of operations, there are various types of letter of credit used in
international trade. Brief details of these letter of credifs are as under:

Revocable letter of credit —

In letter of credit we have seen that main parties are importer, exporter or beneficiary, issuing bank, confirming bank. Revocable L/C is a
documentary credit, which can be cancelled and amended without any consent of the concerned parties. Issuing bank with instruction
from importer may cancel revocable L/C without consent of the beneficiary means exporter. So this L/C is a useless financial documents.
This type of L/C is not in use in these days where main requirement of international trade is safety. For exporter it is a useless piece of
paper and should not accept revocable letter of credit under any circumstances. Still it is being used in limited way in timber trade in
some countries. But this L/C should be avoided.

Irrevocable letter of credit

Irrevocable letter of credit cannot be cancelled or amended without the consent or agreement of all the concerned parties to letter of
credit specially the beneficiary means exporter. From exporter's point of view, irrevocable letter of credit is more favourable and the best
to protect the business interests. A letter of credit, which is not specially indicated as revocable, is deemed to be an irrevocable letter of
credit as per article 6 ¢ of UCP Brochure 500.

Standby letter of credit

As the name suggest, standby letter of credit act as a support to other trade facilities to ensure payments. Exporters are selling goods
on open account basis and if the buyer fails to make payments on due date. To protect against this risk, exporter may ask for the stand
by letter of credit, so that in case of default in payment exporter, exporter can settle the claims by submitting documentary evidence of
non-payment. Similarly, where exporter is using collections system, standby letter of credit can be used to support the unpaid bills. Bank
issuing such credit gives an undertaking if non-performance of some act by the importer will occur then exporter can claim under
standby letter of credit. For example in case of open account sale contract, in case of non payment by the importer on due date, the
exporter might submit an invoice accompanied by a declaration that payment has not been made. Issuing bank will make payment under
standby letter of credit. Similarly, standby credit opened to cover unpaid bills of exchange under collection basis will be paid by issuing
bank on presentation of the declaration that the bill is unpaid. Standby letter of credits are issued in the irrevocable form. Issuing bank
usually call for very simple document for non-performance by the importer. No transport documents are called for under standby letter of
credit.

These credits are rarely used in India but are popular in USA where certain restrictions are to issue guarantees. It has replaced the
guarantee, where there are restriction on issuing finance and performance guarantees. Standby letters of credit are also used where
banks are requested to do so because of local laws in the exporter's country. In such case standby letter of credit is an acceptable
alternative.

A standby letter of credit in case of export of open account sale or collection basis is preferable from importer and issuing bank
viewpoint as compared to the irrevocable L/C. Take an example if export order is to supply goods worth EUR0240000 in a year at the
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rate of EURO 20,000 per month. Importer will prefer to arrange the purchase this on the basis of collection, with standby letter of credit
for EURO 40,000 covering two months requirements. It will avoid opening of L/C for EURO 240000. Importer will save lot of cost and
reduce the liability to Euro 24,000 instead of Euro 240,000.

Confirmed letter of credit

Letter of credit to another bank, other than issuing bank, adds its confirmation on the request of issuing bank. Confirmed L/C provides
undertaking of payment of not only issuing bank but that of a confirming bank also. Normally exporter needs confirmation of reputed
bank of his country or a bank with high international reputation. There is a double undertaking of the two banks. For exporter an
irrevocable letter of credit confirmed by local bank of repute is the best. But confirming bank will charge for adding confirmation to L/C.

Revolving letter of credit

Revolving letter of credit is the one where under terms and condition of the credit, the amount is revived or reinstated without requiring
the specific amendment to the letter of credit. The amount of credit can revolve with respect time and amount. The basic principle of
revolving credit is that after a drawing is made, credit reverts automatically to its original amount for the use of the exporter.

There are two types of revolving letter of credit. In the first type of revolving credit, the credit gets reinstated immediately after a
drawing is made. For example if revolving letter of credit is for USD 100,000 and exporter draw a draft of USD 40,000. Immediately after
drawl of USD 40,000, the credit again revert to its original amount of USD100,000. In second type, the amount reverts back to original
amount only after the confirmation of the issuing bank. Revolving letter of credit may create much higher liability for issuing bank. To
protect against this, issuing bank may stipulate ceiling aggregate amount and period for which credit is available.

Transtferable letter of credit

Letter of credit will become transferable if specifically sated to be a transferable. It can be transferred to several beneficiaries on the
request of the original beneficiary. Second beneficiary cannot transfer it to third beneficiary. Further transfer is subject to original terms
and conditions of the credit except amount, unit price, date of shipment and validity. First beneficiary who is a middleman can earn his
commission by substituting his invoices. The advising bank always does transfer of letter of credit by charging the nominal fee on the
request of the original beneficiary.

Back to back letter of credit

Some times persons have contracts with foreign buyers and get letter of credit for supply of the items not manufactured by them. This
beneficiary will open anather local credit with similar terms in favour of manufacturer supplier offering original L/C as security. This will
enable him to obtain payment against original L/C by presenting documepis™eceived under back to back letter of credit. Back to back
L/C practically serves the same purpose as that of transferable L/C.

Red clause letter of credit
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goods at the pre-shipment stage. Documents of shipment will

ubmitted later on. The basic purpose of this credit is to provide
finance to exporter on the undertaking of issuing bank in to enable him to arrange for the goods. Issuing bank incorporates the
special clause in letter of credit in red ink authorizing ank to make advance to exporter which will be adjusted from the proceeds of
the documents presented under this L/C. But due to some reason, exporter does not present the documents then issuing bank will make
the payment to which has given advance-under red clause L/C. Red clause L./C are not popular and only used in wool trade in Australia.
Where beneficiary needed funds to make payment to farmer in advance to book for supply of the raw wool. This arrangement of red
clause is possible where exporter and importer have long standing relationship.

Green clause letter of credit

It is an extended version of red clause L/C. Under green clause exporter not only get finance by the designated bank for procuring the
goods but also for warehousing and arranging insurance charges at the port where goods are stored pending availability of shipping
space. Generally, finance under this clause is given after the goods are put in warehouse up to the period till shipping space is
available. In such cases, bank will take warehouse receipt as security. Since, in India pre-shipment finance are given by banks, against
L/C to meet for financial requirements of the exporter, on priority and at concessional interest rate, so these red and green caused L/C
are not in use.

Deferred payment credit

Deferred payment credit is a usance credit. Where the designated bank will make payment on the due date determined in accordance
with stipulation of the credit without drawing of the bill of exchange or draft. This credit saves heavy duty on bill of exchange in certain
countries. No bill of exchange will be drawn in this case only date of payment will be mentioned. Normally L/C with payment period
requires the production of certain documents and usance draft or bill of exchange which will be accepted by the importer. In countries
like Italy, B/E or draft attract heavy stamp duty. So deferred credit is used to avoid stamp duty on draft. It works in almost the same way
as normal L/C except that there is no B/E. Once the exporter submits required documents in strict compliance then payment will be
made in future date.

Acceptance credit

In this credit usance draft or hill exchange is a must be drawn on specified bank or drawee or buyer named in the L/C for a tenor or
usance period. The accepted draft will be paid in due date. In this case the exporter will discount this accepted draft with the bank and
get payment. Where as importer will make payment, on the maturity of the hill of exchange.

Negotiation credit

In case of negotiation credit a draft is usually drawn by the exporter on sight or usance basis as per the terms of the credit. In case of
negotiation credit, the negotiation can be restricted to a specified bank. Some times credit allows free negotiation. In this case any bank
will negotiate provided it is satisfied with credit rating of the issuing bank. A bank that negotiates the draft and make payment to
exporter, will buy the documents and becomes holder in due course. Under negotiation credit it is the responsibility of the issuing bank
to make payment to negotiating bank on due date.
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Processing of Export Order

Why do processing of export order? Processing of export order is done for completing the importer's requirements. What are the
requirements of importer? He gets goods timely. When should processing be done? As early as possible so that buyer can take the
delivery of goods according to his delivery schedule....

Related Acts and Policies

While processing export order exporter should know the following important Acts/Publications:
1. Foreign Trade (Development and Regulation) Act 1992
2. Customs Act 1962
3. Carriage of Goods by Sea Act 1924
4. Customs Duty and Central Excise Duty Act, 1995
5. Foreign Exchange Management Act 1999
6.  Central Excise Act 1944
7. Quality Control and Inspection Act 1963
8.  Foreign Trade Policy (current one)
9. Schedule of Charges of Goods in respect of Port of Shipment

Importer-Exporter Code Number

There is a requirement for every person who wants to do export/import business get the Importer-Exporter Code (IEC) from the
jurisdictional Regional Authorization. Without valid IEC customs authorities do not clear the goods for export. This IEC is sent through
on-line to Foreign Exchange Department (RBI) and customs department. Exporter should check his IEC at the customs department,
without it he cannot import/export of any goods. It is important to importer/exporter must write IEC in Bill of Entry / Shipping Bill.

Registration for RCMC

Exporter should register himself with the main line of products Export Prom
important authorities? They are EPCs, Commodity Boards, Marine Products and Agricultural Processed Food Products Development
authorities, Jute Commissioner, Khadi & Village Industries«€0mmission, Special Economic Zones, Federation of Indian Export
Organizations, etc. From these organizations must get Registfation-cum-Membership Certificate (RCMC).

on Council, applying in the prescribed form. Which are the
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Kinds of Export Order

1. Pro form invoice duly signed by importer
2. Purchase order duly signed by importer
3. Letter of Credit opened by importer in favour of exporter

What are the main parties involved in processing export order?

Exporter, foreign buyer, negotiating bank, shipping company, Reserve Bank of India, DGFT, Collector of Customs, Port Commissioner,
Clearing and Forwarding Agent.

Important Phases of Processing Export Order

First Phase: Acknowledgement of Export Order, Scrutiny and Clarification

First of all, exporter should acknowledge the export order. Exporter should scrutinize the export order as per terms and conditions. It is
very important work because all the procedure and work will depend on terms and conditions. You must be sure that sale contract is
done as per the country's Foreign Trade Policy and Foreign Exchange provisions. Exporter should mention the payment method like letter
of credit, DP/DA etc. The best method of payment is irrevocable and confirmed letter of credit. Terms and conditions of export order
should match with the main rules and conditions of the letter of credit. It should strictly be followed of the importer's delivery schedule,
packing list, inspection marking. All the necessary documents be prepared as per foreign buyer requirement and be submitted to the
negotiating bank. What could be the import documents required by importer:

(1) Commercial Invoice; (2) Bill of Lading; (3) Marine Insurance; (4) Packing List; (5) Certificate of Origin. In fact exporter should
acknowledge export order made as per the letter of credit's terms and conditions.
Second Phase: ECGC's Guarantee

As soon as exporter acknowledges the export order to the importer he looks for the financial support. He wants guarantee of payment of
his goods. Therefore he takes guarantee/insurance policy from ECGC (Export Credit Guarantee Corporation). Exporter submits the
following documents to ECGC:

(1) Copy of the Confirmed Export Order
(2) Copy of the IEC

(3) Copy of the RCMC

(4)  Copy of the Shipping Bill
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Third Phase: Export Finance
For completing the export order on time take pre-shipment export finance from the commercial bank. The following documents are
submitted to the bank:

(1) Copy of the Confirmed Export Order

(2) Copy of the IEC

(3) Copy of the RCMC

(4) Insurance/guarantee from ECGC

(5)  Any other documents required by bank

Fourth Phase: Import Related Documents

Exporter requires raw material/components/machinery etc. for that he under the provisions of Foreign Trade Policy makes necessary
arrangement from the joint DGFT getting authorizations to import them. In this context exporter has to fulfill the export obligations to
get the benefits from the promotional measures mentioned in the Foreign Trade Policy. Exporter applies to the Joint DGFT with the
following documents:

(1) Copy of the Confirmed Export Order/Letter of Credit

(2) Copy of the Import-Exporter Code

(3) Copy of the Registration-cum-Membership Certificate

(4) Name of the Authorization scheme of the FTP

(5) Exporter to indicate goods/quantity and its value because accordingly he fulfills the export obligation
(6) Fee of the Authorization

Fifth Phase: Preparation of Shipment of Goods

As soon as the export order is acknowledged preparations should be started to shipment the goods. Two copies of the delivery note are
sent to the Works Manager or Factory Manager. The note details should be the same as mentioned in.the export order along with the
copy of directions sent by the importer. All the goods should be ready and necessary arrangement is completed as per the fixed date.
The time margin should also be kept and accordingly informed about the shipment.

Sixth Phase: Central Excise Clearance

All the necessary arrangements are to be made for Central Excise<€learance---payment or through legal undertaking and preparation of

ARE1 and ARE2 for examination.

1. Invoice Challan in replacement of gate |

70 Export Marketing, Procedure and Documentation




\- Why to go for International Business?

2
3,
4.
5
6

Examination at factory—self or through inspector (ARE1
First, second and sixth copy returned to exporter
Third copy for Assistant Commissioner, Commissioner (Refund), forth to Account Office, fifth copy for record
Examination and Inspection Certificate and sealing of container

Railway Receipt

Seventh Phase: Documents to be sent to Forwarding Agent by Exporter

1.

2.
3.
4

Dispatch Advise
Insurance Policy (02 copies), ECGC cover
Floor price regulation, canalization, certificate of origin

All the relevant documents sent by Export Department to Clearing and Forwarding Agent like Commercial Invoice, Original LC,
Original GR, ARE1/AREZ, Invoice Challan in place of Excise Gate Pass, Packing List, Certificate of Origin, Declaration Form 03
copies, Counsellor Invoice, Exporter Licence Purchase Memo, RR

Eighth Phase

1.
2.

Take the delivery from the railway and keep in warehouse

Preparation of Shipping Bill---consignee's name and address, rotation number, agent, caller, port of discharge, final
destination, exporter's name and address, number of packets, gross/net weight, FOB value, country of origin, HS code, IEC,
export authorization number and date, GR, ARE1/ARE2.

Ninth Phase: Work of Clearing and Forwarding

ok~~~

Submission of Shipping Bill and Port Trust Copy to the Shed Superintendent

Bringing of ex-cargo for inspection in the transit shed

Preparation of challan for shed cargo

Dock challan is not prepared for oversized cargo and hence it is charged on the shipping bill

In dock challan---importer's name and address, vessel's name, final destination, exporter's name and address, marks,
packages, gross weight in metric tonnes, measurement in cubic metre, and port charges

Dock challan process--- Receiving box, Port of Commissioner, Charges calculation, cheque, cash, sheet writer, dock clerk —
given to clearing and forwarding agent.

Tenth Phase

1.

Al

Gate warder—Examination of documents. Registration, permission to bring cargo in the dock
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Export Shed Writer---Dock challan and cart ticker

Receiving clerk—Issue of unload slip

Make arrangement for unloading of super cargo

Writer make arrangement for dock challan

Custom preventive officer clear for "Let Ship"

Custom officer's last sign on dock challan

Port Commissioner writes details in shed register and releases the dock challan
Take charge of cargo for shipment of super cargo

0. For oversized cargo, it is passed after make note on shipping bill and registered along with shipping bill

Eleventh Phase

1.

N o gk N

Cargo clerk calls for bringing the cargo

After loading he makes the Mate Receipt

Captain's signature is done in the shed of the Port Commissioner

Clearing and Forwarding Agent makes the payment for the charges and take the delivery of the Mate Receipt
The Mate Receipt of oversized cargo is given directly to the Clearing and Forwarding Agent

Mate Receipt is submitted to the shipping company

Copy of Bill of Lading is received from the shipping company by the Clearing and Forwarding Agent.

Twelfth Phase: Documents sent by Agent to Exporter

1.

N o gk W

Complete set of Bill of Lading—Clean, on-board, non-negotiable

Copy of the Export Promotion of Shipping Bill

Copy of invoice duly attested by the custom

Two copies of the ARET/ARE2

Original Export Order

Original Letter of Credit —
Railway Consessional form given by railway

Thirteenth Phase. Exporter's work

1.

2.
\‘ 3.
4

Duplicate copy of the GR

Bill of Exchange: two copies
Complete set of Bill of Lading
Original Letter of Credit (LC)
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5. Two copies of the Commercial Invoice
6. Customs Invoice, where applicable

Fifteenth Phase

1. Scrutiny all the documents‘“é‘sﬂﬁe/rthe terms and conditions of LC

Negotiable Bill of Exchange, Commercial Invoice, Customs Invoice, Certificate of Origin, Counsellor Invoice, one set of Packing
List, first and second set of documents should be sent by airmail

GR/SDF sent to RBI

Original copy of the bank

Attested copy of the commercial invoice

Second copy of the Bank Certificate of Realization is sent to Directorate General of Foreign Trade (DGFT)

N

A
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