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on a number of factors relating to their overall performance during the year.
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Seventh edition 2005
With the volatile economic and market conditions
prevalent in the international financial markets in recent
years, banking techniques, through necessity, have
undergone considerable change. This is no less the
case in financing of import and export transactions.

Factors such as the deregulation of the Australian
financial markets have resulted in the development of
innovative financing techniques suitable to both
importers and exporters. Availability of appropriate
financing can be integral to a trader’s ability to quote
a competitive price for goods and to minimise the
total cost of any goods purchased.

Accordingly, this publication has been written as a
guide for new and inexperienced traders who are
seeking an overview of international trade and
appropriate financing tools. We have endeavoured to
structure the publication to be read from cover to
cover and so to build upon the information included
in previous chapters.

The publication should not be regarded as a textbook
nor as the sole source of reference for international
trade enquiries.

Requests to reproduce any part of this publication are
to be referred to:

Commonwealth Bank of Australia
International Trade Products
GPO Box 2719
Sydney NSW 1155

Important note

This book is published as an information service only.
Although every effort has been made to ensure that
the information contained in this book is correct at
the time of publication, neither the Commonwealth
Bank of Australia nor its employees are responsible
for any loss occasioned to any person acting or
refraining from acting as a result of the contents of
this book, or for any error in or omission from this
book.

First edition: 1986

Reprinted: 1987

Second edition: 1988

Third edition: 1991

Fourth edition: 1992

Fifth edition: 1993

Sixth edition: 1997

Seventh edition: 2005

Full terms and conditions for the accounts/facilities
mentioned in this book are available on application.
Bank and Government charges may apply.
Applications for finance are subject to the Bank’s
normal credit approval.
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About the Commonwealth Bank of Australia

The Commonwealth Bank of Australia was
established by an Act of Parliament in 1911 to
conduct banking business and opened for business
on 15 July 1912.

The Bank’s functions were later expanded to
encompass those of a central bank. Subsequent
legislative amendment in 1959 created a separate
Reserve Bank of Australia to take over the central
bank functions.

Since then the Bank has progressed to the point where
it is one of Australia’s largest financial institutions.

In recent times the Bank has undergone significant
restructuring to meet the challenges of a rapidly
evolving financial market place.

These challenges are being presented through
substantial breakthroughs in technology, emergence
of other ‘niche’ financial providers and increased
expectations from consumers of financial products.

The international trade arena is not isolated from
these challenges.

The Bank has been, and continues to be, active in
catering for the requirements of importers and
exporters. We have resources available for use by
traders including flexible finance packages, access to
global payment systems and, of course, appropriate
skilled personnel to help and assist customers in their
import and export transactions.

The assistance available from our personnel will assist
a trader in determining the most efficient financing
structure, identifying risks, methods of mitigating some
of these risks and to determine the most appropriate
payment method in light of the individual transaction.

To contact one of our experts to discuss your
individual trade finance requirements, simply call
1800 657 151 or visit commbank.com.au



Since earliest times, people have been trading surplus
goods for profit or in exchange for other goods or
services. This basic principle continues to guide
international trade today. Certainly, today’s
mechanisms for payment, shipment methods, and
the global economy make for a far more
sophisticated market place than those of historical
times, however, the ‘raison d’être’ remains.

This sophistication has been accompanied by growth
in the variety of goods available, numbers of buyers
and sellers, channels of delivery and methods of
payment. Inevitably, the risks encountered by both
buyers and sellers have increased also.

Today’s traders need to have access to information
and specialist services to ensure that all payment,
finance and risk mitigation options are explored and
all risks are evaluated before committing to a deal.

The Commonwealth Bank assists traders on many of
these issues. The areas of expertise for the banking
industry are finance, method of payment and
management of credit, transfer and foreign exchange
risks. The international banking system also provides
a complete means of settling trade debts between
buyer and seller.

The Commonwealth Bank provides both exporters
and importers with strong support through a range of
services specifically tailored to meet the requirements
of each individual trader.

As the proceeds from export sales are integral to
Australia’s income, the support offered by the
Commonwealth Bank to Australian exporters brings
benefits to all Australians. The income derived from
export sales leads to improved balance of trade
figures, lower interest rates, more business
investment and employment, etc.

In the following chapters we examine some of the
more common risks found in international trade, and
the methods of payment available to traders. We also
explain the processes of the different methods of
payment through the banking system and focus on
the risks that each of these methods of payment
brings. Additional chapters discuss the
documentation and financing aspects of trade.
To further assist traders we have included a separate
section on complementary services available from the
Commonwealth Bank and other organisations.
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Risks in international trade

Dealing with buyers and/or sellers in other countries
brings with it complexity that is unlikely to be found in
local trading. The diversity of trade opportunities and
the constant changes in economic circumstances
make it impossible to generalise which is the most
significant risk faced by traders. This chapter
describes the more common commercial risks that 
a trader will encounter and also includes a brief
commentary on the prevalence of fraudulent activity
in international trade.

For new or inexperienced traders, it is strongly
recommended that you discuss any transactions with
your bankers prior to entering into negotiations with
unknown parties.

Fraudulent activity
Trading goods has been a regular process throughout
the ages. As with other endeavours, this has come to
the attention of unscrupulous persons. There is an
almost infinite variety of frauds that are practiced on
inexperienced and experienced traders alike. A key
rule of thumb is to transact deals only with reputable
parties that have a proven record in trading the
particular goods in question.

The modern age, despite the ease of communications
and the improvement in technology, has not seen any
reduction in fraudulent trade and accordingly all
traders are cautioned against immediately accepting
offers that seem ‘too good to be true’, because,
more often than not, they are.

Some of the common attributes of recent frauds are
very large amounts, lack of any substantial evidence
of the existence of the goods, a plethora of official
looking documents and lack of a track history for the
buyers and sellers in their international trade dealings.

Any negotiations with unknown suppliers, buyers or
third party agents should always be treated with care
and diligence and no commitment given until the
bona fides of all parties are established.

Any reservations that traders may have about any
deal should be discussed with their bankers. Banks
by the nature of their role in facilitating payment
for trade transactions are in a position to view many
of the frauds that are attempted and perpetrated.
Accordingly, a discussion with your bankers may
bring to light any risks that may have been
overlooked at the time of negotiation.

Commercial risks
There are a variety of commercial risks in international
trade and the following describes some of the more
common of these risks and their mitigants that should
be considered during your negotiations. When, how
and to what extent these risks apply is discussed
more fully in the chapter ‘Methods of payment, risks’
(page 35).

Exchange risk

All traders should evaluate the profitability of sales
and purchases prior to agreeing to a contract.

Transactions which are to be denominated in
currencies other than the trader’s local currency
(being the currency in which costs, etc. are incurred),
will require the foreign currency amount that is to be
paid or received to be converted to local currency
equivalent.

Exchange Risk, sometimes also referred to as Currency
Risk, describes the risk that after exchange of the
foreign currency amount the resultant local currency
equivalent will vary from the local currency amount that
was calculated before agreeing to the contract.

Exchange Risk arises due to variations in exchange
rates for the currencies concerned and the delay
between the time of entering into the contract and
making or receiving the payment.

Given the constantly fluctuating nature of exchange
rates, management of foreign exchange exposures
is vitally important to the profitability of any trader.

Mitigants

Exchange Risk plays a very large role in international
trade. Accordingly, a separate chapter, ‘Foreign
exchange’ (page 8), has been devoted to discuss the
many and varied methods of mitigating this risk.



Non-delivery/performance

When dealing with suppliers there is a risk that they
may not be able to perform in accordance with the
sales contract.

Non-performance may be an inability to deliver the
requested goods, delivering inferior goods or simply
being unable to deliver on time. Such non-performance
may or may not be as a result of events outside the
supplier’s control. However, the result of non-
performance by the supplier will have an impact on
the ability of the buyer to meet their commitments or
to maintain their manufacturing output.

The adage ‘caveat emptor’ (‘let the buyer beware’)
is especially true in international trade.

For an exporter, this risk may manifest itself in the
importer not honouring the sales contract and wilfully
not making payment. Any subsequent efforts made
by the exporter to enforce the contract will represent
costs that will detract from the profit originally
forecast. 

Mitigants

There are no guaranteed methods of eliminating
this risk. It may, however, be mitigated by making
enquiries and seeking trade references prior to
dealing with any new trading partners.

A secondary source of quality goods should always
be available to limit economic damage caused by
non-performance of the supplier.

For exporters, the risk of repudiation of the sales
contract may be insured through export insurance
entities such as Atradius Credit Insurance NV or QBE
Trade Indemnity (page 52).

Credit risk

The creditworthiness (being the ability and
willingness to make payment) of the buyer should
be of paramount importance for any exporter.
Obviously, contracts should not be entered into
and shipments should not be made unless payment
is reasonably assured of being received.

Therefore, at a minimum, credit and trade references
should be obtained before committing to any sale.
For exporters who have agreed to extended credit
terms with the buyer, it may be prudent for the

exporter to obtain updated credit references on a
regular basis or to examine the buyer’s annual reports
to ensure their ongoing creditworthiness.

Credit Risk should not be considered solely as the
risk of insolvency of the buyer. Any party involved
in the payment chain, including banks, must be
included when considering this risk.

For an importer, the risk of insolvency of the seller
needs consideration. If payment is made and the
seller becomes insolvent, the importer may find that
their payment will not be returned. Similarly, if the
seller is unable to effect shipment due to their
insolvency the importer will need to quickly locate
a new supplier.

The method of payment chosen may support the
extension of some credit terms to the buyer.

Traders should also consider the impact of any
default in relation to any exchange risk mitigant
arrangements that may have been made.

Mitigants

For an exporter, these risks may be insured through
entities such as Atradius Credit Insurance NV and
QBE Trade Indemnity (refer page 52). Further options
for mitigation of this risk are discussed in the section
‘Without Recourse Export Finance (WREF)’ (refer
page 45).

An importer will need to be confident that the supplier
is and will be able to fulfill their side of the sales
contract before committing themselves to the
transaction.

Transfer risk

Payment Transfer Risk is the risk that due to a
change in governmental regulations, the importer
is prohibited or restricted in making payment
or obtaining foreign currency to settle debts.
Conversely an exporter may also be restricted
in receiving payments from certain sources or
exchanging foreign currency.
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Many countries have laws and regulations relating to
the outward transfer of money and the conversion of
foreign currency receipts. Where these regulations are
suddenly or unexpectedly changed, import and
export transactions previously agreed to and not yet
settled may suddenly be thwarted.

Accordingly, the ability of an importer or exporter 
to fulfill their obligations is subject to stable political
environments. Equally, the broader political climate in
the trader’s counterpart’s country may be impacted by
international actions such as economic embargoes and
sanctions which may preclude settlement of transactions.

These changes may be brought about by war, natural
events, etc. or a change in political power and a
consequent change in governmental regulations.

Mitigants

For an exporter, some of these risks may be insured
through entities such as Atradius Credit Insurance NV
and QBE Trade Indemnity (refer page 52).

Country risk
Most countries have regulations that govern the
import and export of goods. Where these regulations
are suddenly and unexpectedly changed, import and
export transactions already agreed to and not
completed may suddenly become invalid.

Additionally, an exporter should consider the integrity
of business laws and the legal system in the country
they are selling to as well as the level of compatibility
of these laws with Australian laws.

Accordingly, the ability of an importer or exporter 
to fulfill their obligations is subject to stable political
environments.

Any change in the relevant governmental regulations
may have an effect on either the payment and receipt
of money or the acceptability of the goods for import
or export. These changes may be brought about by
war, natural events, etc. or more generally a change
in political power and a consequent change in
governmental regulations.

Country Risk is the risk that, due to a change in
governmental regulations, the importer is prohibited
or restricted from receiving the shipment. Conversely,
an exporter may be restricted in effecting the
shipment due to cancellation of export licences,
permits, etc.

Mitigants

For an exporter, some of these risks may be insured
through entities such as Atradius Credit Insurance NV
and QBE Trade Indemnity (refer page 52).

Transport risks
Transport risks include the risks of theft, pilferage and
damage to the goods whilst in transit from the seller
to the buyer.

Additional losses over and above the cost of the goods
may also be incurred as a result of damage to the
goods. These additional costs and losses will range
from freight costs, to the loss of any profit that would
have been made on the onselling of the goods, etc.

Mitigants

These risks are normally insured through commercial
marine insurance agencies.
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Foreign exchange – introduction

The buying and selling of goods internationally will
usually mean that one party will be either receiving or
paying a foreign currency, that is, a currency other than
the currency used domestically. In some cases, it may
be that both parties will be dealing in a foreign currency.

Accordingly, the issue of foreign exchange is of prime
importance to both importers and exporters who are
making or receiving payments in a foreign currency.

In this chapter, we discuss some background to
exchange rates and in the following chapter, Foreign
exchange (risk management), a commentary is provided
on the various methods available to traders to manage
their exposure to movements in exchange rates.

What is an exchange rate?
The simple answer is that it is the price expressed
in one currency to exchange that currency for
another. The way a rate, or price, is quoted in
Australia is the amount of foreign currency that will
be received or provided by the customer for one
Australian Dollar (AUD).

The exchange rate is determined by a number
of factors including the amount of currency for sale
or purchase, comparative interest rates, the number
of buyers and sellers and their expectations on the
future worth of the currency, which in turn is
determined by the perceived economic health
of the country.

Exchange rates are always quoted from the
perspective of the bank. Therefore, when a bank
quotes a selling rate, it is the rate at which the bank
is prepared to offer the foreign currency in exchange
for AUD. The foreign currency will be paid to the
customer in accordance with their instructions, e.g.
includes remittances to suppliers and payments due
under documentary collections and documentary
credits, etc. Conversely, in the case where a buying
rate is quoted, the customer will pay the foreign
currency to the bank and receive an appropriate
amount of Australian Dollars in return.

For example...

A bank selling rate is quoted for United States Dollars
(USD) at 0.7108.

Therefore, as this exchange rate is in terms of one
Australian Dollar, the importer will receive 71.08 US
cents for each Australian Dollar.

Accordingly, if a payment due to an overseas supplier
is USD10,000, this amount is to be divided by the
exchange rate to calculate the amount in Australian
Dollars that is required to be paid by the importer to
the bank:

USD10,000 divided by 0.7108 = AUD14,068.66

On the other hand, a bank buying rate is quoted for
United States Dollars at 0.7198 that is an exporter will
receive one Australian Dollar for each 71.98 US cents.

Accordingly, if the payment received by the exporter
is USD15,000, this amount is to be divided by the
exchange rate to calculate the amount of Australian
Dollars that will be received from the bank:

USD15,000 divided by 0.7198 = AUD20,839.12

The use of rates and the difference between buying
and selling rates may sometimes be confusing.
However, two simple rules will help traders to use
quoted rates correctly. These rules are:

■ If the customer pays AUD to the bank, the bank will
use the selling rate. If the customer receives AUD
from the bank, the bank will use a buying rate, and;

■ To arrive at an AUD equivalent, divide the foreign
currency amount by the rate quoted. To arrive at a
foreign currency equivalent multiply the AUD
amount by the rate quoted.

Excesses and shortfalls of those currencies bought
and sold by banks are cleared through domestic and
international financial markets. The Commonwealth
Bank participates actively in these markets in order to
provide up to the moment rates to its customers.

Exchange rates fall into two main categories:

■ spot or value today exchange rates (buying and
selling), and;

■ forward exchange rates (buying and selling).
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Spot and value today
exchange rates
In the international financial markets, foreign
exchange deals agreed today will generally be settled
two working days hence. Two day settlement is
referred to as ‘spot value’. As Australian banks settle
their excess or shortfall of foreign currencies in
financial markets, Australian banks encourage their
major foreign exchange customers to conform to this
practice and fix exchange rates two days ahead of
when the funds are required or expected.

Traditionally, however, Australian traders have usually
sought ‘value today’ transactions, where the
currencies are exchanged that same day. Accordingly,
the rates available in the international market are
adjusted to reflect the timing difference between the
internationally accepted two day ‘spot value’
transactions and the Australian practice of ‘value
today’ transactions.

A sample Daily Exchange Rates schedule is shown
on page 61. Although all these rates are quoted on a
‘value today’ basis, further timing differences can
intrude in the calculation of a buying rate. Therefore
there will be up to 3 buying rates quoted for each
currency whilst only one selling rate.

There is only one rate quoted for the selling of each
currency as there is not a timing difference for selling
rates. This is because the bank will receive AUD
immediately from its customer whilst simultaneously
delivering the foreign currency in accordance with the
customer’s instructions.

Foreign exchange buying rates
In calculating a buying rate of exchange, the Bank
takes into account any lapse in time between the
date of purchasing the foreign currency from a
customer and the date on which the foreign currency
concerned is actually received by the bank in an
immediately tradable form. It should be noted that
foreign cash is not viewed as immediately tradable.

As can be seen from the Daily Exchange Rates
schedule on page 61, the Bank quotes three buying
rates. These are T/T (Telegraphic Transfer), O/D Air
Cheques and Notes (cash).

The T/T rate is used in those cases where the bank
buying the currency has received the foreign currency
in one of its foreign currency accounts conducted
with banks overseas.

Where the bank has received foreign currency to
such an account before it pays the AUD equivalent to
the customer, the bank is able to immediately use
those funds in its foreign currency dealings.
Accordingly, the bank is able to pass on that benefit
to the customer by way of an exchange rate which will
generate more AUD for the customer than would be the
case if the O/D or Note buying rates had been used.

The O/D rate is used where the bank buying the
currency has not yet received the foreign currency,
however is able to set about claiming the amount due
by clearance of a cheque, etc.

For example, where a customer presents a cheque in
a foreign currency and requests that it be immediately
exchanged for AUD, and if the bank (negotiating bank)
agrees to do so, it will generally use the O/D rate to
calculate the amount of AUD due to the customer.

However, the bank has not received the foreign
currency, it has simply received a cheque in that
foreign currency. The cheque gives the negotiating
bank the right to receive the foreign currency,
however the cheque must first be presented to the
bank that it is drawn on (drawee bank) for payment.
As the drawee bank is generally overseas, there will
be a considerable delay until the foreign currency
amount is actually received by the negotiating bank.
Accordingly the O/D rate includes an interest factor
for the period that the negotiating bank expects it 
will be out of pocket. Accordingly the rate is not 
as favourable to the customer as the T/T rate as it
generates less AUD per unit of foreign currency.

The note buying rate is used where the bank
purchases foreign currency presented in the form of
cash. This rate attempts to recompense the bank for
the holding costs, the risk of holding foreign cash, the
value of which is subject to exchange rate fluctuations,
the small transaction amounts involved and the fact
that the bank is out of pocket until a buyer is found, 
if at all. Therefore, of the three buying rates, the note
buying rate will yield the least amount of AUD to the
customer per unit of foreign currency.



Forward exchange rates
A forward exchange rate is a rate that is quoted to buy
or sell a particular currency at a future date. The date
will generally be between 3 and 185 days in the future.

In International trade, as soon as an Australian
exporter or importer agrees to a sale or purchase of
goods in a foreign currency, an exchange risk arises.
If the exchange rate moves, the amount of Australian
currency to be received or paid will be affected.

Accordingly, if an exporter or importer knows the
exchange rate at which these transactions will be
converted when payment is received or made, they
will be able to trade with confidence knowing that the
amount of local currency received or paid will ensure
the transaction is profitable. A forward exchange rate
meets this requirement. Forward exchange rates are
not estimates of what the exchange rate for the
currency will be at the future date. Rather they are
rates that are based on current exchange rates
adjusted to reflect the differences between the
interest rates for the two currencies concerned for the
period nominated. This aspect is explained more fully
in the following chapter.

Forward exchanges rates may also be quoted
between two foreign currencies, e.g. a bank agrees
to buy Japanese Yen from a customer in exchange
for USD.

10 FOREIGN EXCHANGE INTRODUCTION
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Foreign exchange – risk management

We briefly discussed exchange risk in the earlier
chapter, ‘Risks in international trade’. In this chapter,
we will discuss mechanisms by which this risk can
be managed.

Exchange risk can, of course, be avoided by
importers and exporters simply contracting for
purchases and sales in their local currency only.
Such an approach, however, is likely to lead to a loss
of trade opportunities due to a more flexible approach
being adopted by their competitors. For exporters,
they may also be denying themselves the opportunity
of financing their export contracts in lower interest
rate currencies.

It has become commonplace, since the deregulation
of the Australian financial markets in the early 1980s,
that financial news, both press and television, make
mention of foreign currency exchange rates. This has
certainly raised the consciousness of the Australian
public and, of course importers and exporters, to the
volatility of exchange rates.

Any movement in the exchange rate will affect the
amount of domestic currency that an exporter
receives, or an importer pays. For an exporter there are
costs to be met from domestic currency, e.g. wages,
rents, utilities, and therefore the profitability or
otherwise of any sale where payment is received in a
foreign currency is contingent upon a favourable
exchange rate. On the other hand, an importer who
purchases goods where payment is effected in a
foreign currency, will generally receive payment from
local buyers in their domestic currency, thus also
creating an exposure to exchange rate movements.

Accordingly, a trader needs to be acquainted with the
many and varied methods available to manage the
risk of adverse movements in exchange rates.

The Commonwealth Bank offers a number of
methods of managing these risks.

These methods include Forward Exchange Contracts,
Flexible Forward Exchange Contracts,  24 Hour
Market Watch, Foreign Currency Accounts, Foreign
Currency Overdrafts and Foreign Currency Options.

It is sound practice for all traders to consider their
exposure to foreign exchange movements and to
develop a policy for the management of such risks.
As movements in exchange rates are continual and
have the potential to have a profound and wide ranging
effect on a trader’s financial viability, it is important to
have a set policy so that these movements do not
encourage speculation or complacency.

Each of the risk management methods discussed in
the following pages have different features and meet
different needs and market conditions. Accordingly,
some methods may not be appropriate to a trader’s
particular circumstance. The features vary from
nullifying any exposure to exchange rate movements
to allowing for some movements both adverse or
beneficial or to simply covering a worst case
scenario. Of course, the cost of each of the options
available will vary along with the complexity of the risk
management strategy agreed upon.

Due to the complex and volatile nature of some of the
risk management methods, it is recommended that
discussions are sought with your bankers prior to
committing to any transaction that will involve an
exchange of foreign currency.

Forward exchange contracts
As discussed in the previous chapter (Foreign
exchange, introduction) a customer may request the
bank to quote a forward exchange rate. If the bank
agrees to do so, a rate will be agreed and a forward
exchange contract will be signed by both the bank
and the customer. A forward exchange contract
simply documents the agreement to buy or sell a
foreign currency at a fixed rate upon or within certain
dates. Traders wishing to arrange facilities for the
dealing of forward exchange contracts should discuss
their requirements with their bankers.

A sample of the Commonwealth Bank’s Standard
Forward Exchange Contract is shown on page 72.

The forward exchange contract will stipulate whether
the bank is to buy or sell the foreign currency, the
amount of foreign currency involved, the agreed
exchange rate and the date or period of time on or
during which delivery of the currencies is to take place.



A forward exchange contract may be arranged so
that delivery of the currencies at the agreed exchange
rate is to occur on one particular, fixed date. This is
known as a ‘fixed’ forward exchange contract.
Alternatively, delivery of the currencies at the agreed
exchange rate may be agreed to take place between
two dates. The period between these two dates is
known as an ‘optional period’. These contracts are
known as ‘optional’ forward exchange contracts.

Optional forward exchange contracts are primarily
used where the customer is not sure of the shipping
timetable of the goods and thus the subsequent date
of payment or receipt of the foreign currency amount.

Both these types of forward exchange contracts are
available for buying and selling foreign currencies.
Where a forward exchange contract is entered into
for the bank to buy a foreign currency, the rate
quoted is on the basis that the foreign currency is
provided to the bank on a ‘T/T’ basis. That is, the
foreign currency must be received by the bank in one
of its foreign currency accounts conducted with
banks overseas on the date or within the optional
period nominated in the forward exchange contract.
Therefore, if a cheque is presented to the bank for
conversion at the forward exchange contract rate,
the contract rate will be adjusted to take into account
the time delay that will be encountered in receiving
payment from the bank that the cheque is drawn on.
(See comments in the previous chapter under
‘Foreign exchange buying rates’ on page 9.)

Calculation of forward
exchange rates
A forward exchange rate does not represent a forecast
by the bank of what the buying or selling rate of
exchange for the relative currency will be in the future.
Instead, the bank will calculate the forward exchange
rate based on the differential between the respective
interest rates of the two currencies involved.

It may seem unusual to base exchange rates around
interest rates, however by way of example, consider
an importer with a commitment to pay USD25,000 in
90 days time.

The importer may eliminate the risk of exchange rate
movements by simply buying USD25,000 at the time

of commitment to purchase the goods and investing
this amount for 90 days until the payment is due. To
buy the USD, the importer will spend AUD and
accordingly will need to borrow or recall from an
investment the appropriate amount. Therefore, the
net exchange rate received at the end of 90 days will
be the total USD available (USD25,000 plus interest
earned) divided by the total AUD expended (the
principal amount plus interest paid or foregone).

Although this example is simplified, banks will
calculate forward exchange rates using much the
same rationale. 

24 Hour Market Watch Service

The 24 Hour Market Watch Service allows a trader
the flexibility of protecting a minimum acceptable
foreign exchange rate whilst allowing for possible
beneficial movements in the relevant foreign
exchange rate.

The mechanics of its operation are as follows. 

A trader will agree with the Commonwealth Bank a
minimum exchange rate that is acceptable to the
trader. This rate is known as the ‘Stop Loss Rate’.
From that time, the Bank will monitor exchange rate
movements 24 hours a day through its international
network of foreign exchange dealing rooms. If the
market rate reaches the Stop Loss Rate, the Bank
will buy or sell the relevant currency in accordance
with the customer’s instructions. 

If the foreign exchange rate moves materially in favour
of the customer, the Bank will contact the customer
to discuss the possibility of adjusting the Stop Loss
Rate to take advantage of favourable movements in
the exchange rate.

In currencies where the exchange rate is trending in
favour of the customer, a 24 Hour Market Watch may
prove more beneficial to the customer than locking
into a forward exchange contract where the
exchange rate is fixed.

Due to the complexity and variety of methods available
to a trader to manage their exposure to movements in
exchange rates, it is suggested that discussions be
held with the Bank’s foreign exchange personnel prior
to undertaking any foreign exchange dealings.
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Foreign Currency Options
A Foreign Currency Option (FCO) is available to
exporters and importers as another mechanism to
manage their foreign exchange risks.

A customer, in buying an option from the
Commonwealth Bank, acquires the right but not the
obligation to buy or sell an agreed amount of foreign
currency at a predetermined exchange rate on, or up
to, the specified expiry date of the option.

In entering into an option contract, only the seller
(generally the bank) of the contract is obliged to
perform, and then only if the buyer exercises their
right, or option, to buy or sell the foreign currency.

This contrasts to the forward exchange contract
where both parties have an obligation to receive or
deliver against the contract.

In purchasing an option, a customer will pay a
premium to the seller of the option. The amount of
the premium is determined by the seller considering a
number of factors. These factors include the current
exchange rate, the required option rate (or strike
rate), volatility of the two currencies involved, the term
of the option contract and whether the option may be
called at maturity only or at any time during its term.

Flexible forward contracts
In a competitive environment, traders will want to be
able to take advantage of favourable movements in
exchange rates. While a forward exchange contract
allows importers and exporters to protect themselves
against adverse exchange rate movements, it does
not allow a trader to benefit from any potential
favourable exchange rate movements.

A flexible forward contract combines the protection
of a forward exchange contract with the flexibility
of a foreign currency option. By utilising the
appropriate flexible forward contract, importers and
exporters will have:

■ the security of knowing that whatever happens to
the currency rate, their foreign exchange exposure
remains protected. Importers and exporters are
able to choose the level of required protection at
the start, so the worst case is always known,

■ the potential to benefit from favourable currency
rate movements.

Strategies that help traders manage their foreign
exchange exposures will need to take into
consideration three elements:

■ the exchange rate level that needs to be protected;

■ how long the exposure needs to be covered;

■ the customer’s exchange rate outlook, that is their
perception of the direction or trend of the relevant
currency’s exchange rate and that currency’s volatility.

The Commonwealth Bank offers many variations of a
flexible forward contract, and each of these caters to
different market conditions and customers’ individual
strategies. 

The three flexible forward contracts are described as:

■ Flexible Forward Collar;

■ Flexible Forward Convertible, and;

■ Flexible Forward Bonus.

The most suitable contract will depend on the market
conditions at the time of setting the contract and the
customer’s strategy or policy of managing foreign
currency exposures.

Flexible Forward Collar is designed for those
customers who have a view that exchange rate
movements will not be significant. They do, however,
wish to benefit from potentially favourable exchange rate
movements within a defined range. The Collar provides
the customer with the comfort of knowing their worst
case while enabling the customer to take some
advantage of any favourable exchange rate movements.

The Collar is structured by setting two rates at the
start of the contract – a floor rate and a ceiling rate.
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The customer will select a level of required protection
(for an importer a floor rate and for an exporter a
ceiling rate) and the Bank will set a corresponding
ceiling or floor rate.

At maturity of the Collar, there are three possible
scenarios that will determine the exchange rate used
by the customer at such a time. These are:

■ The prevailing spot rate is at or below the floor 
rate – the customer is obliged to deal at the agreed
floor rate;

■ The prevailing spot rate is at or above the ceiling
rate – the customer is obliged to deal at the agreed
ceiling rate, or;

■ The prevailing spot rate is between the floor and
ceiling rate – the customer may deal at that
prevailing spot rate.

As can be seen, the exchange rate used by the
customer at maturity of the Collar will always be
within the range that was agreed upon at
commencement of the Collar, even if the prevailing
spot rate at maturity falls outside the agreed range.

Flexible Forward Convertible is designed for those
customers who require short term exchange rate
protection and anticipate low exchange rate volatility.
The Convertible is structured by setting two rates at
the start of the Convertible, a contract rate and a
Trigger rate. The contract rate is the guaranteed rate
at which the customer’s foreign exchange exposure
will remain protected. The customer will select the
level of protection required, (contract rate) and the
Bank will set the corresponding Trigger rate.

If the prevailing spot exchange rate reaches the
Trigger rate at any time during the Convertible, the
Convertible reverts to a forward exchange contract
where the customer is locked in to dealing at the
contract rate, and the Bank will issue a Trigger notice.
If the Trigger rate is not reached during the period of
the Convertible and the prevailing spot rate at
maturity of the Convertible is more favourable than
the contract rate, there is no obligation to deal under
the Convertible. Note: The customer is obliged to
deal at the contract rate if the prevailing spot
exchange rate reaches the Trigger rate at any time
over the period of the Convertible.

Accordingly, at maturity of the Convertible there are
two possible scenarios that will determine the
exchange rate used by the customer at such a time.
These are:

■ The Trigger rate has not been reached during the
term of the Convertible. In such a case the
customer may deal at the more favourable of the
following rates:

– the prevailing spot exchange rate; or

– The Convertible contract rate.

■ The Trigger rate has been reached during the term
of the Convertible. In such a case the customer is
obliged to deal at the contract rate, regardless of
the prevailing spot exchange rate at maturity.

The worst case for the customer is that the Trigger
rate is reached during the term of the Convertible.
However if the Trigger rate is not reached then the
customer is able to take advantage of any favourable
movements in the exchange rate.

Flexible Forward Bonus is designed for those
customers who require longer term exchange rate
protection and anticipate exchange rate volatility.
The Bonus is structured through the setting of two
exchange rates at the start of the contract; a contract
rate and a Trigger rate.

The contract rate is the guaranteed rate at which the
customer’s exposure will remain protected. 

The customer will select the level of protection
required, (contract rate), and the Bank will set the
corresponding Trigger rate.

At maturity of the Bonus, there are two possible
scenarios that will determine the exchange rate used
by the customer. These are:

■ The Trigger rate has been reached during the term
of the Bonus. In such event, the customer may deal
at the more favourable of the following rates:

– The prevailing spot exchange rate; or

– The Bonus contract rate.

■ The Trigger rate has not been reached during the
term of the Bonus. In such a case, the customer is
obliged to deal at the contract rate, regardless of
the prevailing spot exchange rate at maturity.

In effect, the Bonus starts life as a forward exchange
contract at the contract rate. The Trigger rate defines
the level of the exchange rate at which the customer
is no longer required to deal at the contract rate. If at
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any time over the life of the Bonus the exchange rate
reaches the Trigger rate, the Bank will notify the
customer who immediately has the potential to
benefit from exchange rate movements below or
above the contract rate. Note: the customer is
obliged to deal at the contract rate unless the
exchange rate reaches the Trigger rate at any time
over the contract period.

Key features of all of the flexible forward variants:

■ Minimum transaction amount of the foreign
currency equivalent of AUD25,000;

■ Maturity periods from 1 week to 2 years.
Other periods will be considered on request;

■ Contracts are available against both the Australian
Dollar and US Dollar for:

■ Japanese Yen, Great British Pounds, Swiss Franc
and Euros;

■ Hong Kong Dollars, Singapore Dollars and New
Zealand Dollars;

■ Other currency pairs will be considered on request.

Foreign currency account

A foreign currency account is an account conducted
in a currency other than Australian dollars.

The trader who receives and makes payments in
the same foreign currency may choose to use this
account as a method of minimising their exposure
to exchange rate movements.

Simply, a trader may lodge foreign currency receipts
into the account, hold them in that currency, and then
use those funds to meet payments for their import
commitments as they fall due.

The Commonwealth Bank offers foreign currency
accounts in most freely negotiable currencies. As
these accounts are domiciled within Australia, traders
are able to manage the account in a more efficient
manner than would be the case in attempting to
manage an account conducted with a financial
institution overseas.

Foreign currency overdraft

A foreign currency overdraft operates on a foreign
currency account with the added flexibility of allowing
overdrawings up to an agreed limit. It allows a trader
another option in managing their foreign exchange risk by
enabling them to manage foreign currency cash flows.

Consider an exporter who requires some working
capital to manufacture goods for export.

As the payment, when received, for the exported
goods will be in a foreign currency, the exporter may
elect to borrow that same currency to finance the
manufacture of the goods. Accordingly, by converting
the foreign currency to pay wages and local suppliers
the exporter now has a debt in the same currency as
that of the payment to be received. Therefore,
provided the buyer makes payment, the exporter is
no longer exposed to movements in exchange rates.

Foreign currency overdrafts are especially useful to
customers when short term accommodation in
foreign currency is required.
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Documentation of shipment – bills of exchange

A primary document used in the settlement of many
trade transactions is a ‘bill of exchange’, commonly
referred to as a ‘draft’.

Bills of exchange have been used for many years and
have reached an almost universal acceptability in the
financing and settlement of trade transactions.

A bill of exchange is simply a demand for payment
issued by one party, generally the seller, on another
party, generally the buyer. It is a legal document,
governed in Australia by the Australian Bills of
Exchange Act 1909. International conventions also
support the basic rights and obligations of the various
parties to a bill.

The Act defines a bill of exchange as ‘...an
unconditional order in writing, addressed by one
person to another, signed by the person giving it,
requiring the person to whom it is addressed to pay
on demand, or at a fixed or determinable future time,
a sum certain in money to or to the order of a
specified person, or to bearer.’

A valid bill of exchange facilitates payment of trade
transactions and, perhaps more importantly, provides
a more straightforward means of undertaking
recovery action in the event of default than relying on
the underlying commercial contract.

Two of the more usual of bills of exchange used in
international trade are illustrated on the following page.

The party issuing, or drawing, the bill of exchange is
referred to as the ‘drawer’ or ‘principal’. This is the
party to whom payment is owed, i.e. the exporter.
The person to whom the bill of exchange is
addressed, or drawn on, is the ‘drawee’. The drawee
is the party who is required to make payment, i.e. the
importer.

The examples show the Commonwealth Bank of
Australia as the payee. The Bank will be the payee 
in those cases where bills are drawn under
documentary credits or documentary collections. 

In these circumstances, the Bank acts on the
instructions of the exporter, and the documentary
credit as appropriate, to receive and process
payments. This is necessary as the importer will not be
paying the exporter direct, but the intermediary banks.

Bills of exchange will be a demand for either
immediate payment, ‘at sight’, or for future payment
on a determinable date. The means of determining
the maturity date of a bill of exchange is called ‘Tenor’
or ‘Usance’ of the draft, e.g. 90 days after shipment
or some other defined event. The tenor is determined
during negotiations between buyer and seller as it
stipulates when payment is to be made.

The drawee becomes legally liable for payment only
after they have ‘accepted’ the bill of exchange, i.e.
agreed to make payment according to the tenor of
the bill. This agreement is evidenced by the drawee’s
endorsement of the bill of exchange. Once accepted,
the drawee is legally obliged to make payment in
accordance with the tenor of the bill of exchange.

It should be noted that although a legal obligation 
is in place, the bill of exchange is not the same as 
a guarantee of payment. Instead, it allows for legal
recourse against the acceptor of the bill if payment 
is not forthcoming.

The section ‘Methods of payment’ (page 22), illustrates
the role of the bill of exchange in the settlement of
trade transactions. Methods of using a bill of exchange
as a financing medium are discussed in the chapters
‘Finance for importers and exporters’ (page 40).
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000-269  0102

Exchange for                                                                                 (                           Currency).

To

Signature/s

ABN

Drawn under documentary credit Issue date

by

Address

City

Country

On Demand pay this first of Exchange (second of the same tenor and date not paid) to the order of the   

Commonwealth Bank of Australia the sum of 

11

Date

000-270  0102

DateExchange for                                                                                 (                           Currency.

To

Signatur e/s

ABN

after pay this first 

Drawn under documentary credit Issue date

by

Address

City

Country

of Exchange (second of the same tenor and date not paid) to the order of the Commonwealth Bank of Australia

the sum of

11

Tenor of bill, in this case
“On Demand” that is, sight.

Amount and currency due.

Drawee, the party who
is to make the payment.

Drawer, the party to whom
the payment is owed.

Payee, the party to receive
payment if not the drawer.

Tenor of bill, that is a number of days after
a determinable event that payment is due.

Amount and currency due.

Drawee, the party who
is to make the payment.

Drawer, the party to whom
the payment is owed.

Payee, the party to receive
payment if not the drawer.
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Documentation of shipments

As documentation of a shipment plays a role in
protecting the interests of all parties to a shipment it
behoves a trader to have a basic understanding of
the many documents that will be encountered.

In international trade, shipments traverse national
boundaries, encountering varying legal, customs and
other governmental requirements. Failure to comply
with these regulations will delay shipments or
payment and could prove costly to traders.
Compliance with many of these regulations usually
requires presentation of certain documents.

It is therefore wise for the importer to clarify with
various authorities exactly what documentation is
necessary to quickly clear a shipment, and to convey
these requirements clearly to the exporter. 

It is also prudent for the exporter to clarify these
details independently to ensure that there are no
avoidable delays. In Australia, this information may be
obtained from the Australian Customs Service,
Australian Quarantine and Inspection Service or
through the services of a customs agent.

Generally, there are four types of documents used in
international trade, namely:

■ commercial;

■ transport;

■ insurance; and

■ official.

Commercial documents
Commercial invoices

A commercial invoice is a document that describes
the transaction between the buyer and seller. While it
primarily concerns these two parties, a third party
such as a bank, customs or an insurance company
may be interested in the document.

Invoices should contain data that is correct in all
respects. While sellers may consider buyers’
requirements for detail on invoices as onerous, it
should be remembered that these details may be

required to comply with exchange control, import
licence or customs duties legislation in the buyer’s
country.

Invoices should include a full and accurate
description of the transaction, these are:

■ the full names and addresses of all parties to the
transaction;

■ any reference/invoice/order/sale numbers;

■ transport details – departure date and time, point
of dispatch and destination, shipping marks,
mode of transport;

■ a clear and accurate description of the goods;

■ details of weight and measurement of packages;

■ the total and unit value of the goods;

■ the appropriate Incoterm (CIF, FOB etc.); and 

■ the method of payment.

An example of a commercial invoice is shown on
page 66.

Other invoices

Exchange control and import/export regulations in
many countries are such that, what may appear to be
excessive demands by the buyer for documentation,
may in fact be forced by these regulations.

Accordingly, the following variants to a commercial
invoice may be required by the buyer.

Invoices combined with a certificate of origin and
value are sometimes required for differing tariffs and
customs duty based on the country of origin.

Consular invoices are invoices attested, in the county
of dispatch, by the consulate of the importing country.

Commercial invoices certified by a Chamber of
Commerce or Chamber of Manufacturers.

These particular requirements will be determined by the
customs or laws of the trading nations. They will vary
between countries and, very often, between products.

Packing list

This document is usually required by the buyer when
the shipment consists of a large number of cartons or
packages. The packing list will itemise the items that
are to be found in each of the cartons or packages
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and will assist the buyer to quickly locate required
stock lines. It will also assist the seller in ensuring that
the shipment is as ordered.

Bill of exchange

The bill of exchange is discussed in detail in a
separate chapter (page 16).

A bill of exchange or draft is used when payment
is to be made by either a documentary collection
or a documentary credit.

An example of a bill of exchange is shown on page 17.

Transport documents

To assist traders understand transport documents the
following terms should be kept in mind:

Consignee The party shown on the transport
document as the recipient of the
goods (buyer, importer).

Consignor The party shown on the transport 
or shipper document as the sender of the

goods (seller, exporter).

Carrier The party who operates the
carrying vessel or aircraft.

Freight The party who acts as an agent 
Forwarder for the consignor in arranging

shipment through a carrier.

Bill of lading

Where shipment is effected by sea, a document
called a ‘bill of lading’ would normally be issued.

A commonly used transport document, its
importance lies in three of its characteristics.

Firstly, it is a contract of carriage. Secondly, it is a
receipt for goods and, thirdly, it is a transferable
document of title. It is this third characteristic that
enables exporters to ship goods without payment but
continue to control the goods through control of the
bill of lading until payment is received or a promise to
pay is obtained.

As a contract of carriage, the bill of lading sets out
the conditions of transport. Many of these clauses,
particularly those common to most goods, have been
standardised by international agreements. A bill of
lading may also be subject to various laws depending
on the countries that are involved. While the clauses
on the reverse of a bill of lading may be considered
lengthy and detailed, it is nevertheless worth a trader’s
time to read through these clauses to ensure that
there is nothing contrary to their particular interests.

At many major ports, goods will only be released upon
presentation of an original bill of lading. Therefore, they
are usually issued in three or more originals to guard
against loss through mail or courier services.

Bills of lading should include the following details:

■ a description of the goods including identifying
marks and numbers;

■ the name of the carrying vessel;

■ the place of departure and destination;

■ the names of shipper and consignee and, 
if required, the party to be notified on arrival 
of carrying vessel at the port of destination;

■ the terms of shipment – i.e. whether freight has
been paid prior to dispatch or if it is to be collected
at the port of destination;

■ the date that the goods were loaded on board;

■ the number of original bills of lading issued, and;

■ the date the bill of lading is issued.

An example of a bill of lading is shown on 
pages 70-71.

There are a number of varying types of bills of lading
that are commonly referred to in international trade.
Some of the more common are detailed below:

Short bill of lading

Short bills of lading are generally used by shippers
when they are required to issue bills of lading due to
specific arrangements with the carrier at the port of
dispatch.

It is an abbreviated bill of lading and in its standard
form has the approval of the Council of Shipping.



On board or shipped bill of lading

These bills of lading simply carry an additional specific
statement that the goods have been shipped on
board a particular vessel.

Received for shipment bill of lading

A received for shipment bill of lading does not provide
the additional assurance that the relative goods have
actually been shipped. As its name suggests, it
simply acknowledges that the relative goods have
been ‘received for shipment’ by the carrier.

Claused bill of lading

When goods are received for shipment and the
merchandise or the packaging is obviously defective,
the carrier will, for their own protection, include or
superimpose a clause on the bill of lading advising of
the defect.

Charter party bill of lading

A charter party bill of lading is used in those
situations where a shipper will hire/lease a vessel for
a particular shipment. These situations are normally
for the shipment of bulk materials e.g. grains, oil,
livestock, etc.

The ‘charter party’ is a document setting out the full
leasing details of the vessel leased for specific
voyages or periods. Any bill of lading issued in these
circumstances is subject to the specific individual
conditions of that charter.

Freight forwarders bill of lading

This is simply a bill of lading that has been issued by
a freight forwarder and not the actual carrier of the
shipment. It is common practice for shippers to have
a freight forwarder arrange shipment with the carrier
and accept the freight forwarder’s bill of lading in lieu
of that of the carrier’s.

A trader should seek advice as to the different rights
that they may have under a freight forwarder’s bill of
lading to those available under a bill of lading issued
by the carrier.

Combined transport document

A combined transport document allows the shipper to
arrange shipment through the one carrier for a
number of different modes of transport without the
additional problems of arranging a different transport
document for each differing transport mode.

Through transport document

A through transport document completes the same
function as the combined transport document,
however the carrier does not act as the principal
through the entire journey. In the portions of the
voyage where carriage is completed using other than
the carrier’s vessels, the carrier acts only as an agent
and not the principal. Accordingly, traders will need to
examine the terms and conditions of such a
document to ascertain their rights.

Sea waybill

A sea waybill is a transport document used for sea
shipments. It differs to a bill of lading in that it does
not act as a document of title but is a receipt for
goods and a contract for carriage. Additionally,
different rights and obligations are accorded to all
parties for shipments under sea waybills as compared
to the rights and obligations due under bills of lading.
Advice should be sought from your shipping agent to
ensure that your interests are protected.

As the sea waybill is not a document of title, the
goods may be released without presentation of an
original sea waybill. In this respect the sea waybill
operates in a similar fashion to that for air waybills 
in that the goods are released to the consignee, as
shown on the waybill, without the need for the
provision of an original transport document.

Accordingly, this particular document would not be
appropriate in those situations where the exporter
wishes to retain control of the goods by a document
of title which in turn would only be made available to
the importer upon payment, or promise to pay, for 
the shipment.
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Air waybill

In the case of an air shipment an air waybill is the
relative transport document that will be required.

An air waybill, like a bill of lading, is a document
issued by the carrier acknowledging receipt of the
goods. Similar to a sea waybill, an air waybill does
not convey title to the goods, instead the shipment is
consigned to a particular party. The consignee may
obtain access to the goods without presentation of
an air waybill.

Accordingly, as the shipper does not control the goods
after the goods have been tendered to the carrier for
shipment, this can present problems when a bill of
exchange is involved and the exporter wishes to retain
control of the shipment until payment is made.

To overcome this the goods may be consigned by the
shipper to a trusted third party who will release the
goods after payment or a promise of payment has
been made. However, there is no standard practice to
meet the requirements of the shipper in this situation.

It will be up to the shipper in each case to satisfy
themselves as to the creditworthiness of the
consignee before agreeing to a sale where
possession of the goods will be obtained by the
buyer prior to payment.

Insurance documents

Depending on when payment is to be made, either
the importer or the exporter will have a financial
interest in the safe arrival of the goods. Accordingly,
the goods should be insured against damage or loss
whilst in transit.

There are many types of risks that may be insured
against and each of these should be considered at
time of shipment. These risks may include strikes,
war, riots, civil commotion, theft, pilferage, etc. Other
risks pertinent to a particular shipment should also be
considered, e.g. if goods are frozen food stuffs,
insurance against the malfunction of a refrigerated
container will be appropriate.

Responsibility for insurance

The responsibility for arranging insurance will largely
depend on the terms agreed to between the buyer
and the seller. Either party may arrange the insurance.
However, depending on the timing of the payment,
the party not arranging the insurance may require
evidence that goods are insured prior to making
shipment or payment. This aspect is further
discussed in ‘Methods of payment, risks’ (page 36).

Official documents

A variety of official documents may be required to
meet both the exporting and importing countries’
customs and or foreign exchange regulations.

Documents relating to origin, quality, fumigation,
phytosanitary, Halal, health, weight, inspection 
and import and export licences, are some examples
of official documents that may be required. The
documentation required to ensure prompt clearance
through customs will vary between country, buyer and
goods traded. Traders should, therefore, familiarise
themselves with the respective import/export
regulations in their country.



The matter of payment for goods is, appropriately,
a point of focus for both importers and exporters.

The two parties involved in negotiations will have
conflicting cash flow and risk management issues
arising from the timing of the proposed payment. 

Exporters will seek to receive the highest price for their
goods and to receive payment as soon as possible,
preferably before the manufacture and shipment of
those goods. Importers, on the other hand, will seek
the lowest overall costs and deferment of payment for
as long as possible, preferably until the goods have
been consumed or on-sold.

To further complicate negotiations, exporters will
prefer to have control over the goods until after
payment is received while importers will prefer to
have received, examined and even on sold the goods
before making payment.

The negotiations will, therefore, need to balance
these conflicting demands to arrive at an acceptable
outcome for all parties. Each party’s ability to access
finance, their preparedness to accept some
commercial risk, the trading relationship between the
two parties, market forces and exchange control
regulations in each party’s country will all play a part
in determining the relative strengths of each party in
negotiating the timing and method of payment.

To achieve an agreement, both the buyer and seller
will need to accept some commercial risk. It is up to
each party to determine what are acceptable
commercial risks in the overall transaction and
thereby come to an agreement on the timing and
method of payment to be used.

As each of the methods of payment, discussed in the
following pages, have different types and graduations
of risk for both buyer and seller, the risks may be
shared between the buyer and seller in a variety of
ways. Thus the available methods of payment allow for
most negotiations to reach an acceptable compromise.

Methods of payment – operations

22 METHODS OF PAYMENT

The methods of payment that are available are as
follows:

■ clean payment/open account;

■ documentary collection; and

■ documentary credit.

The following pages examine these three methods
of payment. Firstly we define each method of
payment and then discuss the initiation of such
a payment and the mechanics of its operation
within the banking system.

It is important to understand the processes used so
that the risks inherent in each payment method are
better understood. The more common risks, as
defined in the earlier chapter, ‘risks in international
trade’, are then discussed as they pertain to an
importer or exporter for each payment method.

Clean payment/open account
Definition

A ‘clean’ payment is a remittance made through a
bank by International Money Transfer (i.e. telegraphically)
or by the purchase from a bank of a bank draft. 
(A bank draft should not be confused with a bill of
exchange; a bank draft is a cheque issued by a bank
usually drawn on an overseas bank. It may be
described as an ‘international bank cheque’.)

The International Money Transfer is more frequently
used to settle trade debts than bank draft due to its
speed of transmission, reliability and that funds, when
received by the exporter, are immediately available.

The primary benefit of a clean payment is that it
is a relatively cheap and uncomplicated method
of payment for both importers and exporters alike.

Open account is not so much a method of payment
as an agreement between the importer and exporter
as to the timing of payments.

Open account terms provide simplicity for both buyer
and seller in that the buyer is able to place orders for
any number of shipments up to an agreed value
during an agreed period of time, say USD250,000 per
month. The terms of the open account arrangement
will also specify when payment for the shipments will
be made, e.g. at end of month. A variation on this
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may be that the importer is allowed say, 30 days after
month’s end to make the payment. As you will
appreciate, the existence of a long trouble-free
trading history and relationship is an essential
requirement for such terms.

Open account transactions are generally settled
by a clean payment.

Similarly, prepayments describe the situation where
the importer is required to make a clean payment to
the exporter prior to the goods/services being
shipped or received.

Initiation/implementation

A clean payment is initiated by a request from the
importer to their bank. The request, if for an
International Money Transfer, will include the seller’s
name and bank account details, amount and
currency of payment. The importer will also authorise
the bank to debit their account for the payment. The
importer’s bank will then telegraphically remit the
payment to the seller in accordance with the details
provided previously by the seller.

The purchase of a bank draft requires a request from the
buyer including the exporter’s name and amount and
currency of the payment. The importer will also authorise
the bank to debit their account for the payment.

The bank draft is then provided to the buyer who will
forward it to the seller.

Process within the banking system

In those cases where funds are to be remitted by
International Money Transfer, the importer’s bank
will remit the funds through its correspondent banks
overseas for credit, as clear funds, to the exporter’s
account. The exporter, as beneficiary of the payment,
will, in the normal course of business, receive the
payment in their account some 2 to 3 days later.
However, as the transit time is dependent on the
currency remitted, time zones in the relevant
countries, the Remitting Bank’s correspondent
arrangements, sophistication of communications
in the exporters country and the domicile of the
exporter’s account, e.g. at a capital office or at
a remote branch, delays beyond this period may
be encountered.

If the importer requests a Bank Draft, the Bank Draft
is prepared by the bank and given to the importer
who may post or otherwise arrange for the item to be
forwarded to the exporter. The exporter will then be

required to deposit the draft into their account and,
unless otherwise allowed by their bank, await an
appropriate clearance time before being allowed to
draw against the item.

Documentary collection
Definition

A documentary collection allows the shipping
documents to be presented to the buyer through the
banking system against the buyer’s payment, or their
promise to pay at a future date, before such shipping
documents are released to them.

A documentary collection consists of a bill of
exchange and a variety of shipping documents. The
shipping documents will usually consist of an invoice,
a transport document, possibly an insurance policy,
and any other documents required by the buyer or
other parties to aid clearance of the goods

If shipping documents are to be released to the buyer
against their payment, this is called a sight
documentary collection, or documents against
payment (D/P).

If shipping documents are to be released to the buyer
against their promise of future payment, this is called
a term documentary collection, or documents against
acceptance (D/A). In these cases, the date for
payment is determined by the tenor of the bill of
exchange, e.g. 90 days after bill of lading date, and
should agree with the terms of sale previously agreed
between the buyer and seller.

The promise by the buyer to pay at a future date is
obtained by the buyer accepting the bill of exchange
upon presentation. The acceptance is evidenced by
the buyer endorsing the bill of exchange.

An accepted bill of exchange does not guarantee
payment. The buyer may refuse, or be unable, to
make payment at maturity. Accordingly, the
creditworthiness of the buyer and the country/
transfer risks are points for consideration by the
exporter before agreeing to such payment terms.

Documentary collections are a widely used payment
method and have gained almost universal
acceptance. The operations of a documentary
collection are governed by the Uniform Rules for
Collections (URC) which have been published by the
International Chamber of Commerce (ICC). The URC
establish the various parties’ rights and obligations



under documentary collections and provide a
framework for resolving some problems which may
arise. The Commonwealth Bank recommends that
traders become familiar with the requirements of the
URC before transacting business under documentary
collections. 

The ICC may be contacted on (03) 8608 2261.

Initiation/implementation

A documentary collection whether it be sight or term
is initiated by the exporter.

After the buyer and seller have agreed that payment
is to be effected by documentary collection, the
exporter dispatches the shipment in accordance with
the sales contract.

The relative shipping documents accompanied by 
a completed bill of exchange are lodged by the
exporter with their bank. A suitable authority is also
submitted with the documents to the bank detailing
the exporter’s wishes in regards to the forwarding and
release of shipping documents and where proceeds,
if received, are to be credited (Fig. 1 page 25).

A copy of the Bank’s standard lodgement authority for
documentary collections is shown on pages 73-74.

Importers will await an advice from their bank as to
the arrival of the relative documentary collection
containing the shipping documents and will respond
at that time.

Process within the banking system

After receipt of the shipping documents and the
exporter’s instructions by the exporter’s bank (the
‘remitting bank’), they are forwarded to the buyer’s
bank (the ‘presenting bank’) in accordance with the
exporter’s instructions.

Upon receipt, the presenting bank will act in
accordance with the remitting bank’s instructions
contained in the schedule prepared by the remitting
bank that accompanies the shipping documents.

Accordingly, if the documentary collection is to be
paid at sight (D/P), the documents will be presented
to the importer for their acceptance and payment 

(see Fig. 2 page 25). If payment is made, the
presenting bank will remit the funds to the remitting
bank for final payment to the exporter whilst the
shipping documents are released to the importer (see
Fig. 3 page 26).

If payment is refused by the importer, the presenting
bank will retain the documents and act in accordance
with the instructions received from the remitting bank.
The remitting bank will in turn seek instructions from
the exporter as to what action is to be taken to collect
the amount due. Instructions regarding the storage,
insurance, etc. of the goods may also be obtained.

In the case where the documentary collection is term
(D/A), the shipping documents will be released to the
importer upon their acceptance of the bill of
exchange. Acceptance of the bill of exchange serves
as an acknowledgment of the debt owing by the
importer to the exporter and an undertaking to make
payment at the relative maturity date of the bill of
exchange. Advice of acceptance, and the maturity
date for payment, will be conveyed by the presenting
bank to the remitting bank who, in turn, will convey
this information to the exporter.

If the importer refuses to accept the bill of exchange
the presenting bank will retain the documents and act
in accordance with the instructions received from the
remitting bank.

At maturity date the presenting bank will re-present
the bill of exchange to the importer for payment. 

If payment is made, the presenting bank will remit the
funds to the remitting bank for payment to the
exporter.

If the importer refuses to make payment the
presenting bank will retain the bill of exchange and
act in accordance with the instructions received from
the remitting bank.
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2. Shipment

2. Shipment

1. Contract of sale

1. LODGEMENT OF SHIPPING DOCUMENTS

Buyer (importer) 3. Seller (exporter)

Presenting bank Remitting bank

4. Lodgement
of shipping
documents

2. PRESENTATION OF A DOCUMENTARY COLLECTION

1. Contract of sale as negotiated between the buyer and seller to determine price, quantity, shipment
(how, when and where), trading terms, method of payment etc.

2. Method of payment has been agreed as a documentary collection. Accordingly shipment is effected
prior to payment being received.

3. The exporter prepares the shipping documents, a bill of exchange and suitable instructions.

4. The documents are lodged with the remitting bank who will act in accordance with the instructions
given to them by the exporter.

6. Shipping documents

1. Contract of sale
8. Buyer (importer) 3. Seller (exporter)

7. Presenting bank 5. Remitting bank

4. Lodgement
of shipping
documents

9a. Payment 9b. Shipping documents

5. The remitting bank will endorse the bill of exchange if payable to itself, and prepare a schedule of
instructions to be attached to the shipping documents prior to dispatch to the presenting bank.

6. The documents are dispatched to the presenting bank, usually by courier.

7. Upon receipt of the shipping documents the presenting bank will present the bill of exchange to the
importer.

8. The importer will either agree to make payment or refuse to make payment.

9a*&b. If the importer agrees to make payment, the shipping documents are released to the importer whilst
the presenting bank simultaneously receives payment.

* If the documentary collection is term, 9a would represent the acceptance of the Bill of Exchange by the buyer.



Documentary credit
Definition

A documentary credit is a conditional guarantee of
payment. It is issued by a bank at the request of the
buyer in favour of the supplier and stipulates the
conditions and requirements that are to be satisfied
before payment will be made. The requirements will be
for the presentation of certain documents in compliance
with the conditions of the documentary credit.

The documents required and the terms and conditions
stipulated in the documentary credit will be a reflection
of the requirements of all parties determined during
the negotiation process.

Before continuing this chapter, it would be
appropriate to define the main parties in a
documentary credit transaction. These are:

■ Applicant – the party making application for a
documentary credit, generally the buyer or
importer;

■ Issuing bank – the bank that issues the
documentary credit on behalf the applicant;

■ Advising bank – the bank that receives the
documentary credit from the issuing bank;

■ Beneficiary – the party that the documentary 
credit is issued in favour of, generally the seller 
or exporter;

■ Negotiating bank – the bank to which the
beneficiary presents the required shipping
documents for payment;

■ Reimbursing bank – the bank from which the
negotiating bank will claim payment.

It is important to note that, before payment is made,
all terms and conditions and documentation stated in
the documentary credit are to be complied with by
the exporter (beneficiary). Provided all the conditions
are met, the beneficiary has the comfort of a
guarantee of payment from a bank.

26 METHODS OF PAYMENT

6. Shipping documents

1. Contract of sale

2. Shipment

3. PAYMENT TO EXPORTER

8. Buyer (importer) 3. Seller (exporter)

7. Presenting bank 5. Remitting bank

10. Payment

4. Lodgement
of shipping
documents

11. Payment
9b. Shipping

documents9a. Payment

10. The presenting bank makes payment to the remitting bank according to the instructions
previously received.

11. The remitting bank makes payment to the exporter in accordance with the instructions received
from the exporter.



be exercised by exporters who are beneficiaries of
revocable documentary credits as they provide little
certainty that payment will be received.

Note that any documentary credits issued subject to
UCP (ICC publication no. 500) will be regarded as
irrevocable unless the credit specifies otherwise.

Transferable

A documentary credit may be issued as a transferable
documentary credit.

This type of documentary credit enables the
beneficiary of the documentary credit to transfer their
rights under the documentary credit to a second
beneficiary, on the same terms and conditions as the
original documentary credit.

This enables the first beneficiary to act as a ‘middle
man’ between the supplier (second beneficiary) and
the ultimate buyer (the applicant).

As the terms and conditions remain relatively unchanged,
(refer uniform customs and practice for documentary
credits), the second beneficiary is to present all
documents required under the documentary credit
and meet all other terms and conditions as stipulated.

The mechanics of a transferable documentary credit are
essentially the same from transaction to transaction.
However, some complicating issues such as protecting
the first beneficiary’s profit margin and the identity of the
ultimate supplier need to be addressed.

For these and other reasons we recommend that
discussions are sought with your bankers prior to
entering into transactions of this nature.

Confirmed

Although a documentary credit is a guarantee of
payment issued by a bank, as with any guarantee the
creditworthiness of the party that issues the
undertaking requires consideration.

The exporter is generally not in a position to assess 
the creditworthiness of the issuing bank. Therefore 
the exporter may request that the documentary 
credit, when issued, be ‘confirmed’ by a local bank.
That is the local bank may, subject to their own 
internal credit assessments of the issuing bank, 
add their guarantee of payment to the documentary
credit. Having a domestic bank guarantee payment 
will generally give the exporter some additional comfort.
This aspect is discussed more fully in Finance for
importers/exporters, page 40.
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The bank that issues the documentary credit effectively
substitutes its creditworthiness for that of the buyer
(applicant). This will provide some additional comfort
to the exporter that payment will be made.

As the issuing bank, in agreeing to issue the
documentary credit, is guaranteeing payment, albeit
conditionally, it will generally require some security
from the applicant.

In a similar fashion to documentary collections,
payment terms may be sight or term. However, under
a documentary credit the exporter has the security of
a guarantee of payment issued by a bank.

Documentary credits are a widely used payment method.
The operations of a documentary credit are most
frequently governed by the Uniform Customs and
Practice for Documentary Credits (UCP) which have
been published by the International Chamber of
Commerce (ICC). The UCP establishes the rights 
and obligations of the various parties to documentary
credit operations and provides a framework for
resolving disputes that arise from time to time. The
Commonwealth Bank recommends that traders become
familiar with the requirements of the UCP before
transacting business under documentary credits

The ICC may be contacted on (03) 8608 2261.

A key principle in documentary credit operations is
that banks deal only in documents, as they are not in
a position to examine shipments and do not have the
expertise to determine the acceptability or otherwise
of the goods involved.

There a number of possible variants to a
documentary credit and these are briefly described 
in the following paragraphs.

Irrevocable/revocable

A documentary credit may be either revocable 
or irrevocable.

In the majority of cases a documentary credit is
irrevocable. That is, it cannot be amended, altered or
cancelled without the consent of all parties to the
documentary credit. These parties are the beneficiary
(seller or exporter), applicant (buyer or importer), the
issuing bank (the applicant’s bank) and in some cases
the advising bank (the bank who receives the
documentary credit from the issuing bank).

On the other hand, revocable documentary credits are
able to be amended or cancelled at any time without
notice to the beneficiary. Therefore, extreme care should



Revolving

A Revolving documentary credit varies from a simple
documentary credit by the addition of clauses
allowing for the automatic reinstatement of amounts
paid under the documentary credit.

Accordingly, once the applicant has reimbursed 
the issuing bank for a particular shipment the 
issuing bank may, if it continues to be comfortable
with the transaction and the applicant’s liability to the
bank, authorise the advising bank to reinstate the
amount paid to the amount available under the
documentary credit.

This has the effect of allowing further shipments
under the documentary credit without the applicant
having to arrange for issuance of a new documentary
credit or for amendments to be made to a current
documentary credit.

Stand by

Where traders are long standing they may agree to
move to open account terms. The exporter may,
however, still require some form of security of
payment to support the giving of credit terms to the
buyer. A stand by documentary credit provides this
security.

A stand by documentary credit by its very name
indicates that it is an instrument for use in a
contingency. The contingency is that the buyer may
default in making payment in accordance with the
previously agreed sales terms.

Accordingly, the stand by documentary credit will
need to specify what terms and conditions are to be
met and what documents are to be supplied by the
beneficiary before payment can be made.

Back-to-back/complementary

Generally, an issuing bank will require some security
to be offered by the applicant to support the issue of
a documentary credit. Some traders may consider
the provision of another documentary credit which
they are the beneficiary of, to be adequate ‘security’
for the issuance of another documentary credit. This
process is referred to as ‘back to back’.

A major concern for the issuing bank is to ensure its
exposure is precisely matched in terms of amount,

currency and payment period by the supporting
documentary credit whilst ensuring that the
documentation required under that supporting
documentary credit is in its control. Further issues are
the creditworthiness of the bank issuing the
supporting documentary credit and the bona fides of
other parties to the transaction.

The ‘raison d’être’ for back to back transactions is
simply that the applicant does not have, or chooses
not to risk, the normal acceptable security to support
the issuance of a documentary credit.

We strongly recommend that discussions are sought
with your bankers prior to considering transactions of
this nature.

Red Clause

Although infrequently used in recent times, the Red
Clause documentary credit still has a role to play in
today’s trading world.

A Red Clause documentary credit allows the exporter
to borrow against the ‘security’ of the documentary
credit for monies required to effect the purchase of
goods or, more usually, raw materials prior to
manufacture and shipment of the final product.

Before today’s more sophisticated financial markets,
this was a useful and efficient form of preshipment
finance. The term ‘red clause’ came about simply
because of the colour of the relative clause in the
body of the documentary credit that historically was
issued by airmail.

The Red Clause generally allows the beneficiary to
borrow a nominated percentage of the documentary
credit value prior to shipment. The borrowings, plus
interest, are to be repaid from the payment received
for shipment once documents are presented.

If for some unforeseen reason the shipment does not
eventuate, the red clause in the documentary credit
allows the exporter’s bank to claim repayment of the
borrowing plus interest from the issuing bank, who in
turn will claim payment from the applicant.

Accordingly, in the latter scenario the importer has 
to make payment of the borrowed amount in addition
to the interest due however has not received any of
the promised goods. Therefore, care should be
exercised by importers if they are requested by a
supplier to arrange for issuance of a Red Clause
documentary credit.
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Initiation/implementation

When negotiations between the buyer and seller
determine that a documentary credit is to be the
method of payment, the buyer will make application
to their bank for the issuance of a documentary credit
(Fig. 1 page 29).

A copy of the Commonwealth Bank’s standard
application for issuance of an irrevocable
documentary credit is shown on pages 62-63.

The application for documentary credit is to specify
the documents that are required and their content.
Other terms and conditions as agreed in the sales
negotiations will also need to be specified within the
application. These other terms and conditions may
relate to shipping dates, port of arrival, amount of
payment, when payment may be made (sight or term),
whether partial shipments are allowed, and so on.

The documents required and the terms and
conditions advised by the applicant in their
application will form the body of the documentary
credit when issued.

In view of the fact that the issuing bank will be
guaranteeing payment, albeit conditionally, and
allowing its own creditworthiness to be substituted in
place of that of the applicant’s, the issuing bank will
conduct its own credit assessment of the applicant
before agreeing to the issue of a documentary credit.
As the issuing bank is bound to make payment to the
beneficiary, if all conditions as stipulated in the
documentary credit are met, it will need to be
satisfied that the applicant has the capacity to 
meet the payment as and when required.

The criteria for such an assessment will differ from
bank to bank and country to country.

The Commonwealth Bank will usually require security
from the applicant to support the issuance of a
documentary credit. 

This is discussed in more detail in the chapter
‘Finance for importers/exporters’ (page 40).
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1. APPLICATION FOR DOCUMENTARY CREDIT

Buyer (importer) Seller (exporter)

3. Issuing bank

1. Contract of sale

2. Application for issuance of
a documentary credit

1. Contract of sale as negotiated between the buyer and seller to determine price, quantity, shipment 
(how, when and where), trading terms, method of payment etc.

2. Application made by the buyer to their bank for issuance of documentary credit.

3. The issuing bank will determine the creditworthiness of the importer before issuing the 
documentary credit.
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1. Contract of sale

4. Transmission of
documentary credit

1. Contract of sale

4. Transmission of
documentary credit

2. ISSUANCE OF A DOCUMENTARY CREDIT

Buyer (importer) Seller (exporter)

3. Issuing bank 6. Advising Bank

2. Application for issuance
of a Documentary Credit

Reimbursing bank

5. Transmission of
reimbursement authority

3. ADVISING OF A DOCUMENTARY CREDIT

Buyer (importer) 8. Seller (exporter)

3. Issuing bank 6. Advising Bank

7. Advice to
the exporter
(mail, fax, etc)

2. Application for issuance
of a documentary credit

Reimbursing bank

5. Transmission of
reimbursement authority

4. Documentary credit is issued by SWIFT to the advising bank for onforwarding to the exporter.

5. A reimbursement authority, if required, is simultaneously sent to the nominated reimbursing bank.

6. Upon receipt of a documentary credit, the advising bank will verify the authenticity of the documentary credit.

7. The advising bank advises the exporter of the documentary credit. This may be by facsimile or phone
advice, followed by the mailing of the original documentary credit to the beneficiary.

8. The exporter examines all terms and conditions of the documentary credit to ensure that they will be
able to comply with them when shipment is effected and to ensure their rights to payment under the
documentary credit.



5. Dispatch of
shipping documents

1. Shipment of goods

4. PRESENTATION OF SHIPPING DOCUMENTS UNDER A DOCUMENTARY CREDIT

Buyer (importer) 2. Seller (exporter)

Issuing bank 4. Negotiating bank

3. Presentation
of documents

1. Exporter arranges shipment of goods in accordance with the terms of the contract of sale previously agreed.

2. Exporter compiles documents to meet all terms and conditions of the documentary credit.

3. Relative documents are then lodged by the exporter with their bank so that payment may be arranged.

4. The negotiating bank examines the documents to ensure that they comply with all the terms and conditions
of the documentary credit.

5. The documents dispatched in accordance with the instructions within the documentary credit.

Process within the banking
system
Issuance

After receipt of the importer’s documentary credit
application and after satisfying themselves of the
creditworthiness of the applicant, the issuing bank will
issue the documentary credit (Fig. 2 page 30).

The documentary credit will generally be issued/
transmitted via SWIFT/Telex to a bank in the country
of the beneficiary. This second bank (the advising
bank) will, after verifying that the documentary credit
is genuine, advise the beneficiary of the issuance of
the documentary credit (Fig. 3 page 30).

The documentary credit will stipulate the documents
and terms and conditions as specified within the
buyer’s application.

The issuing bank will also include in the documentary
credit other necessary information for the advising
bank such as where shipping documents, if received,
are to be dispatched and how to claim payment for
the shipment.

The beneficiary should examine the documentary
credit immediately upon receipt and prior to shipment
to ensure that it conforms to the contract with the
buyer and to determine if they will be able to comply
with all the terms and conditions as stipulated, and
provide the documentation as specified in the
documentary credit.

If the beneficiary, after reviewing the documentary
credit, considers that they will not be able to fully
comply with all requirements of the documentary credit,
they should immediately contact the applicant and
arrange for the documentary credit to be amended.

Once the beneficiary is satisfied that they are able to
meet all the requirements as specified within the
documentary credit, shipment may then be effected.

Presentation of shipping documents

Once shipment has been effected, the beneficiary, to
commence the process to obtain payment, will
present the documents, as specified in the
documentary credit, to their bank. Along with the
documents required by the documentary credit, the
beneficiary will also instruct the bank as to disposal of
proceeds of payment when received. That bank
(negotiating bank) will examine the documents to
determine their conformity or otherwise to the terms
and conditions of the documentary credit.

After the negotiating bank determines that the
documents conform to the documentary credit, they will
then dispatch the documents in accordance with the
instructions contained in the documentary credit. The
instructions will, as a rule, request that the documents
be dispatched to the issuing bank (Fig. 4 page 31).

It should be understood that payments under a
documentary credit are guaranteed by the bank that
issues the documentary credit, not, as is sometimes
believed, by the negotiating (exporter’s) bank.
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5. Shipping documents

1. Shipment of goods

5. NEGOTIATION OF SHIPPING DOCUMENTS UNDER A DOCUMENTARY CREDIT

Buyer (importer) 2. Seller (exporter)

Issuing bank 4. Negotiating bank

1. Shipment of goods

5. Shipping documents

3. Presentation
of documents

8. Proceeds from
reimbursing bank
paid to exporter

Reimbursing bank

6. Claim for payment 7. Proceeds paid to
negotiating bank

6. IMPORTER’S PAYMENT UNDER A DOCUMENTARY CREDIT

Buyer (importer) 2. Seller (exporter)

9. Issuing bank 4. Negotiating bank

3. Presentation
of documents

8. Proceeds from
reimbursing bank
paid to exporter

10a. Payment

10c.

10b. Shipping
documents

Reimbursing bank

6. Claim for payment 7. Proceeds paid to
negotiating bank

6. Request for payment is made by the negotiating bank to the reimbursing bank, or, if required under
the documentary credit, direct to the issuing bank accompanied by the shipping documents at 
point 5.

7. The reimbursing bank will ensure that they have received a suitable authority from the issuing bank
before making payment to the negotiating bank. The reimbursing bank will debit the issuing bank’s
account held with the reimbursing bank for the amount paid to the exporter.

8. Upon receipt by the negotiating bank of the proceeds from the reimbursing bank, the negotiating bank
will then make payment to the exporter.

9. The issuing bank will examine the shipping documents to ensure that they comply with the terms and
conditions of the documentary credit.

10a, If documents are found to be correct, the issuing bank will then demand payment from the applicant
b&c. and such payment will be used to offset the payment that was made to the negotiating bank.
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Accordingly, even if all terms and conditions are met
by the beneficiary, the negotiating bank that handles
the documents on behalf of the beneficiary is not
obligated to make payment to the beneficiary until
payment has been received from the issuing bank.

If the shipping documents presented by the
beneficiary do not comply with the terms and
conditions of the documentary credit the negotiating
bank will inform the beneficiary of the irregularities
detected within the documents. It will then be the
responsibility of the beneficiary to have the
irregularities corrected. If the irregularities cannot be
corrected, the beneficiary may elect to have the
negotiating bank dispatch the documents to the
issuing bank on an ‘approval’ basis. That is, the
documents will be presented to the issuing bank who
will obtain the applicant’s approval/rejection of the
shipping documents before making payment.

In this situation, as they have not complied with the
terms and conditions of the documentary credit, the
beneficiary is not guaranteed payment and is reliant
on the trading relationship and the willingness of the
buyer to complete the transaction.

Claiming payment

The negotiating bank will act on behalf of the
beneficiary in the dispatch of the request, or claim, for
payment. A claim for payment is initiated by the
negotiating bank when they are satisfied that the
beneficiary has complied with the documentary credit
terms. The reimbursement claim will consist of a
document issued by the negotiating bank that will
detail the transaction, request that payment be made
and advises where funds are to be paid and in most
cases, a bill of exchange.

There is provision in documentary credit operations to
allow for extended payment terms. As a documentary
credit is a guarantee of payment it allows the exporter
to grant extended payment terms to the buyer
without foregoing security of payment. Additionally,
the importer, if refused terms by the exporter, may
request the issuing bank to extend terms based on
the security the importer would have lodged at time
of issue of the documentary credit. These two finance
methods are discussed in more detail in ‘Finance for
importers/ exporters, page 40’.

Documentary credits are structured in a number of
different ways depending on the terms agreed by the
buyer and seller, foreign exchange regulations in their
relative countries and the issuing bank’s
arrangements with banks in exporters’ countries.

Accordingly, the process used by the negotiating
bank in claiming payment will need to take into
account these variances.

The following describes the two most common forms
of reimbursement or payment process:

■ Reimbursements on the issuing bank

Where reimbursement is to be obtained direct from
the issuing bank, the issuing bank will have
stipulated, within the documentary credit, that the
reimbursement claim, along with the shipping
documents, is to be presented to them for
payment.

The issuing bank will, upon receipt, examine the
shipping documents to ensure that they comply with
the terms and conditions of the documentary credit.

If the shipping documents are compliant, the issuing
bank is obliged to make payment consistent with the
terms of its documentary credit and in accordance
with the instructions received from the negotiating
bank.

The issuing bank will then seek reimbursement 
from the applicant for such payments.

If documents are found not to comply, notification is
to be immediately sent by the issuing bank to the
negotiating bank. The issuing bank should then
contact the applicant to determine if the irregularities
uncovered within the shipping documents are
acceptable to them. If the applicant agrees to accept
the irregularities, the issuing bank will then act in
accordance with the tenor of the bill. That is, they will
make payment if sight or accept the bill of exchange
if term.

Documentary credits which provide for
reimbursement by the issuing bank following
examination of documents are generally less
favoured by experienced exporters as they provide
less certainty of payment than credits which allow
for reimbursement by independent banks. This
arises due to the fact that the document
examination and payment roles are closely linked
and are carried out by the same party. 

■ Reimbursements on a third party bank
(Reimbursing Bank)

To facilitate prompt payments, a documentary
credit may be issued in such a way that allows for
payment or acceptance to be made by a third party
bank, known as a reimbursing bank.

A reimbursing bank will be chosen by the issuing
bank at time of issuance of the documentary credit.



The bank selected will generally be a bank with
whom the issuing bank holds an account in the
currency of the documentary credit, or it may be an
offshore branch of the issuing bank.

The reimbursing bank will be nominated within the
documentary credit. The issuing bank at time of
issuance of the documentary credit will also issue a
separate authority to the reimbursing bank
authorising them to honour claims received from
negotiating banks under the relevant documentary
credit. This message or reimbursement
authorisation, also includes brief details of the
documentary credit.

In addition, the documentary credit will authorise
the negotiating bank, provided all terms and
conditions of the documentary credit have been
complied with, to claim payment or acceptance
directly from the reimbursing bank. The shipping
documents are forwarded by the negotiating bank
direct to the issuing bank.

The claim for payment by the negotiating bank 
to the reimbursing bank will be made either be
SWIFT/Telex or by airmail, (see Fig. 5 page 32).
In any case the reimbursing bank will ensure that

the terms of the reimbursement authorisation have
been complied with.

For those documentary credits that allow for
extended payment terms, term drafts drawn on 
the reimbursing bank will only be accepted by the
reimbursing bank if they are comfortable that the
issuing bank will reimburse them at the maturity
date. By accepting a term bill, the reimbursing bank
places itself in the situation of having to honour the
bill at maturity, regardless of their arrangements with,
or the standing of, the issuing bank at maturity.

At maturity of the draft the reimbursing bank is
obliged to pay the negotiating bank in accordance
with their request.

Receipt of shipping documents by the
issuing bank

Upon receipt by the issuing bank of the shipping
documents, the issuing bank will examine the
documents to the documentary credit to ensure that
all terms and conditions have been complied with.
Any variances in the documents to the documentary
credit will be advised to the negotiating bank and
subsequently to the applicant and their acceptance
or rejection obtained.

If the documents do conform and the documentary
credit nominates a separate reimbursing bank for
payment or acceptance of the bill of exchange, then
the negotiating bank will generally have already made
a claim for payment or acceptance to the reimbursing
bank. If the documentary credit does not nominate a
reimbursing bank then the issuing bank will arrange
payment to the negotiating bank or advise acceptance
of the bill of exchange (see Fig. 6 page 32).

If the documents do not conform to the documentary
credit and the applicant agrees to accept the
documents, the issuing bank will, depending upon
whether a reimbursing bank has been nominated, 
either make payment to the negotiating bank or
authorise the negotiating bank to claim payment from
the reimbursing bank. 

It is at this point that the shipping documents are made
available to the applicant.

If the issuing bank uncovers irregularities in the
shipping documents as against the requirements of
the documentary credit and the applicant declines to
accept the documents due to these irregularities, the
negotiating bank is accordingly informed. Any claims
for payment will be rejected and the shipping
documents will then be held by the issuing bank who
will seek further instructions from the negotiating bank.
These instructions will be passed from the beneficiary
to the negotiating bank and will be based on
discussions between the beneficiary and the applicant
subsequent to the non-payment of the shipment.

At maturity of term documentary credits, the
reimbursing bank or issuing bank as the case may
be, will effect payment to the negotiating bank
against payment from the applicant.
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A particular method of payment is not in itself a risk, 
it is simply that one method of payment will have
different degrees of risks to another. Indeed, the same
method of payment will have differing risks dependent
on the timing of the payment to the exporter.

It is the timing of payment that determines a number
of risks that are undertaken, who is at risk and also to
what extent. There are broadly three timing periods
and these are; advance payment, post-shipment
where the exporter controls the shipment and post-
shipment where the importer may access the
shipment prior to payment.

The tables on pages 38–39 highlight the more
common commercial risks (as described in ‘Risks in
international trade’ page 5) within the differing
payment methods. Exchange risk and transport risk
have been excluded from these tables as their impact
will be fairly constant in each case.

Risks in clean payments 
The timing of making or receiving a clean payment
and the retention of control of the goods determines
the balance of risks between the buyer and the seller.
As previously mentioned the timing of payments will
occur in one of the following three periods.

■ Advance payment

The timing of this payment is such that the seller
has received payment before they have shipped the
goods. The payment will be in the form of a clean
payment, such as a bank draft or an International
Money Transfer.

■ Payment after shipment effected, however,
the exporter controls the goods until payment
is received

The seller may retain control of the shipment, by
using appropriate shipping documentation and or
trusted agents, until payment is received.
The use of bills of lading, one of which is usually
required to collect the goods, gives the exporter
some control over the ability of the buyer to access
the goods. Accordingly, the exporter may ship the
goods and control the bills of lading through their
agent in the locale of the importer.

■ Post-shipment, where the importer is able
to access the goods without payment,
(open account)

The goods may be out of the seller’s control either
because of the method of shipment or by the seller
releasing the shipping documents/ goods to the
buyer prior to receiving payment. The payment may
be made immediately when the buyer is satisfied
with the goods or at some later time, e.g. at end of
month, etc. Where goods are shipped by air, the
shipping document (air waybill), will generally be
consigned to the buyer, thus allowing the buyer to
collect the goods without hindrance. The seller may
also allow the buyer access to the goods by sending
an original bill of lading to the buyer prior to receiving
payment. Obviously, allowing the buyer to access
the goods prior to payment, would only be
considered if the seller was satisfied as to the
standing of the buyer.

Risks in documentary collections
The risks under a documentary collection are
directly related to control of the goods and the
timing of payment.

The differing criteria are sight documentary collection,
where the seller controls the shipment, sight or term
documentary collection, where the importer may
access the shipment prior to payment.

The risk profile of a transaction continues to hinge
upon payment and not necessarily the acceptance of
a bill of exchange. This is because the acceptance of
the bill of exchange by the buyer does not guarantee
payment. The buyer may refuse or be unable to make
payment on the maturity date of the bill of exchange
previously accepted.

Sight documentary collection where the
exporter controls the shipment

An exporter will use sight documentary collections in
those cases where control of the goods is to be
retained until the buyer’s payment is received. This is
achieved by the banking system acting as a ‘trustee’
for the shipping documents. The buyer’s bank will
present the bill of exchange for payment. However
the shipping documents will not be made available to
the buyer until the collection is paid.

The goods may be controlled in a similar fashion to
that used for clean payments, that is through the use
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of bills of lading. Where goods are shipped by air, or
one of the original bills of lading is sent direct to the
buyer, the seller loses control of the goods.

Documentary collection (sight or term) where
the importer may access the shipment prior
to payment

In the situation where the goods have been shipped
by air and are consigned to the buyer, or the seller
has forwarded an original bill of lading to the importer
separate from the collection, control of the goods will
be lost.

The exporter before allowing the buyer access to the
goods prior to payment would need to be satisfied as
to the buyer’s ability and willingness to make payment
as and when required.

A term documentary collection allows the shipping
documents to be released to the buyer against their
promise to pay at a future date. This promise is
evidenced by acceptance of a bill of exchange, or
other similar undertaking.

The exporter would need to be satisfied that the
buyer will be both able and willing to make payment
when called upon to do so at maturity of the bill 
of exchange.

Risks in documentary credits

A number of the risks in documentary credits are
similar to those in documentary collections. However,
as the bank that issued the documentary credit has
conditionally guaranteed payment, and has
substituted their creditworthiness for that of the
importer, the quality of risk is somewhat different.

As mentioned previously, a documentary credit is a
conditional guarantee of payment. It is the responsibility
of the exporter, when first receiving the documentary
credit to ensure that the documentary credit is
consistent with the sales contract and that they will
be able to comply with the terms of the documentary
credit when shipment is effected. It is also their
responsibility to ensure that their actions and shipping
documents comply with all terms and conditions
stipulated in the documentary credit. As a result, if
the exporter ships and is unable to comply with the
terms and conditions of the documentary credit, they
will be relying on the willingness of the importer and
the issuing bank to make payment.

If the buyer fails to have a documentary credit issued,
the exporter, unless they have committed resources
to manufacture or preparations for shipment of the
goods, is not in a position of loss.

Consistent with other methods of payment, the risk
profile changes in those cases where the buyer is
allowed to access the goods prior to making payment.

Therefore there are three key payment scenarios that
need to be considered. These are; sight documentary
credit where the exporter controls the shipment; sight
documentary credit where the importer has access to
the goods and; term documentary credit.

The following table illustrates the risks undertaken
when dealing on documentary credit terms.

Sight documentary credit where the exporter
controls the shipment

The question may be asked, If the exporter is
guaranteed payment by a bank, why would they
require control of the shipment? Simply, there are
risks that the exporter needs to consider, despite
having a bank guarantee of payment. After all, a
guarantee is only as good as the party giving that
guarantee, for example, the issuing bank may refuse,
or be unable to honour its obligations.

Documentary credit (sight/term) where the
importer has access to the shipment prior to
payment or acceptance

The exporter may allow the buyer access to the
shipment prior to payment by providing the buyer
with an original bill of lading or consigning the goods
direct to them.

Despite the buyer having access to the shipment, the
issuing bank is obligated to meet a demand for
payment that meets the terms and conditions of the
documentary credit without regard for the existence
or acceptability of the goods.

However in those cases where the exporter is unable
to comply with the terms and conditions of the
documentary credit, they are reliant for their payment
on the importer authorising payment or acceptance.

Term documentary credits, where the exporter
controls the shipment until acceptance

In term documentary credits the importer will have
access to the shipment prior to payment. However
unlike a documentary collection the payment at
maturity is guaranteed by the issuing bank and not
the buyer.
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Non 

Performance 

Credit

Transfer

Country

Any costs incurred in preparing or effecting the
shipment are at risk of the buyer repudiating the
contract or refusing to make payment. If the
goods have been shipped previously, retaining
control of the goods will mitigate this risk. 

Any costs incurred in preparing or effecting the
shipment are at risk of insolvency of the buyer.
If the goods have been shipped previously,
retaining control of the goods will mitigate this
risk. 

Any costs incurred in preparing or effecting the
shipment are at risk if restrictions prevent the
buyer from making, or the seller from receiving
payment. If the goods have been shipped
previously, retaining control of the goods will
mitigate this risk. 

Any costs incurred by the exporter in preparing
or effecting the shipment are at risk if, because of
altered import or export regulations, the shipment
is not able to be dispatched or received.

The risk that the seller may ship inferior goods
or otherwise repudiating the contract puts at
risk any amounts spent in relation to the sales
contract.

Any amounts expended by the importer are at
risk of the exporter becoming insolvent prior to
them making shipment or releasing control of
the goods.

Any amounts expended by the importer are at
risk if the payment, because of restrictions, is
unable to be received by the exporter and as a
consequence the exporter will not release
control of the goods to the importer.

Any payments made by the importer are at risk
if, because of altered import or export
regulations, the shipment is not able to be
dispatched or received.

RISK FOR THE EXPORTER
(UNTIL PAYMENT IS RECEIVED) 

RISK FOR THE IMPORTER (UNTIL SHIPMENT
IS RECEIVED IN GOOD ORDER)  

Risks in clean payments



RISK FOR THE EXPORTER
(UNTIL PAYMENT IS RECEIVED) 

RISK FOR THE IMPORTER (UNTIL SHIPMENT
IS RECEIVED IN GOOD ORDER)  

Non 

Performance 

Credit

Transfer

Country

Any costs incurred in preparing or effecting the
shipment are at risk of the buyer repudiating the
contract or refusing to make arrangements for the
issuance of an acceptable documentary credit. 

Any costs in preparing or effecting the shipment
are at risk of insolvency of the importer or
subsequent to the issuance of a documentary
credit, insolvency of the issuing bank.

Any costs in preparing or effecting the shipment
are at risk if restrictions prevent the issuance of
the documentary credit or restrict or prohibit the
receipt of payment under the documentary credit.

Any costs incurred in preparing or effecting the
shipment are at risk if, because of altered import
or export regulations, the shipment is not able to
be dispatched or received. If a documentary
credit has been issued the exporter need only be
concerned with a change in export regulations. 

The amount of the documentary credit issued is
at risk of the exporter shipping inferior goods.  

The value of a documentary credit is 
at risk of altered import regulations prohibiting
the import of the goods. 

RISK FOR THE EXPORTER
(UNTIL PAYMENT IS RECEIVED) 

RISK FOR THE IMPORTER (UNTIL
SHIPMENT IS RECEIVED IN GOOD ORDER)  

Non 
Performance 

Credit

Transfer

Country

Risks in documentary credits

Risks in documentary collections

Any costs incurred in preparing or effecting the
shipment are at risk of the buyer repudiating the
contract or refusing to make payment. If the
goods have been shipped previously, retaining
control of the goods will mitigate this risk. 

Any costs incurred in preparing or effecting the
shipment are at risk of insolvency of the buyer. If
the goods have been shipped previously, retaining
control of the goods will mitigate this risk.

Any costs incurred in preparing or effecting the
shipment are at risk if restrictions prevent the
buyer from making, or the exporter from
receiving payment. If the goods have been
shipped previously, retaining control of the
goods will mitigate this risk. 

Any costs incurred in preparing or effecting the
shipment are at risk if, because of altered
import or export regulations, the shipment is not
able to be dispatched or received. 

The risk that the seller may ship inferior goods
or otherwise repudiating the contract puts at
risk any amounts spent in relation to the sales
contract. 

Not applicable as the importer will only make
payment against evidence of shipment.

Not applicable as the importer will only make
payment against evidence of shipment and
receipt of the relative shipping documents.

Any payments made by the importer are at risk
if, because of altered import regulations, the
shipment is not able to be received.
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Finance for importers and exporters

Finance for importers and exporters is fundamental to
their business. For example, an exporter will generally
need to make payments for the purchase of raw
materials, wages, and other inputs to manufactured
goods, etc., prior to receiving payment from the
buyer. Similarly, an importer, who may be a
distributor/wholesaler or manufacturer, will be
required to make payment to their suppliers prior to
receipt of payment from the ultimate buyers.
Accordingly, both exporters and importers have a
need for finance to meet this mismatch in cash flows.
Exporters have two distinct finance periods that are
differentiated by the shipment. These are the finance
required to prepare the goods for shipment which is
known as pre-shipment. The second period is known
as post-shipment and covers the period following
shipment of the goods, including any terms extended
to the buyer.

Both importers and exporters, in seeking to balance
out the mismatch in cash flows, will use a mix of two
broad approaches.

The first of these is to seek finance through
negotiation of trading terms with suppliers and buyers
that will more closely match the timing of payments
against expected receipts. The second is to seek
financing from financial institutions.

This latter approach requires the financing methods
to be flexible enough to enable all payment methods,
debtor and creditor terms, varying currencies, small
to large shipment values and shipment transit periods
to be catered for.

It follows that the methods of financing that are
available to importers are also available to exporters
to meet their raw material purchases. Additional
financing options are available to exporters in the
post-shipment phase of the transaction.

Finance through trading terms
Trading terms with suppliers will often allow a period
of time until payment is required. Similar to the
negotiations to determine the method of payment, the
period agreed will greatly depend on the negotiating
position of both parties. For example, if the buyer is in
a strong negotiating position due to their good credit
record, a small number of competing buyers, etc., it
may be that they will be able to demand and receive
extended payment terms. Conversely, if the supplier
is in a strong bargaining position due to a large
number of buyers, a unique product, readiness to
ship, etc., they may demand that payment be made
in advance.

Accordingly, the trading terms agreed will be a
consequence of each party’s bargaining position.
The ability of any trader to utilise trading terms for
finance is limited by factors that are, for the most
part, out of their direct control.

There may be benefits in using trading terms to
shorten the financing period required. These include
reduced costs of finance and a focus by the trader
on the performance of their debtor book.

It is important that when terms are granted by
suppliers that the buyer determines that the price
quoted is economic. That is, the price quoted is likely
to include an interest cost for the deferred payment
period proposed. This interest cost may be calculated
by comparing the price offered by the supplier for
advance payment or cash on delivery to that offered
for deferred payment. This interest cost should then
be compared to financing options available from
financial institutions. Of course, a buyer may only take
advantage of any cheaper financing costs from
financial institutions if they have the necessary credit
lines available to them.



Finance from financial institutions
Financial institutions have a range of finance methods
available to assist buyers with their cashflow
requirements varying from standard Australian dollar
overdraft facilities through to short term foreign
currency finance.

The Commonwealth Bank has developed financing
tools to meet the varying time lags, payment methods
used, creditor and supplier terms given and received
and the individual transaction amounts. These
financing tools have now become an integral part of a
trader’s business.

The Commonwealth Bank’s range of trade finance
options for importers and exporters include the
following:

■ Australian Dollar Overdraft;

■ Australian Dollar Trade Advance;

■ Foreign Currency Trade Advance;

■ Foreign Currency Overdraft;

■ AUD Commercial Bill Discount;

■ Import Documentary Credit.

Other financing options are available for exporters
subsequent to their shipment, Post Shipment Finance.
These options are discussed in the following chapter.

It should be noted that although the above options may
be used to meet an exporter’s pre-shipment finance
requirements they are not restricted to this period and
may also be used to meet post-shipment requirements.

Although the alternative financing mechanisms may
appear bewildering at first, the variety enables
customers to select the appropriate financing method
to suit the amount, currency and term of their
financing requirements.

Each of these options has particular features and
benefits. These include easy access to finance,
finance in Australian dollars as well as foreign
currencies, fixed term, fixed interest rates, variable
term and variable interest rates.

Subject to satisfactory credit assessment, customers
of the Commonwealth Bank may avail themselves of
the above options. The Bank will generally
incorporate one or more of the above options into the
one overall facility, a Trade Finance Facility. 

Trade finance facility
A trade finance facility (TFF) is a lending facility offered
by the Commonwealth Bank that provides customers
with flexibility in managing their cash flows. The Bank
may establish a TFF for a customer, subject to its
normal credit assessment criteria, which will allocate
a total dollar limit under which any or all of the above
financing options may be used. The choice of the mix
of borrowings may rest entirely with the customer,
provided the total outstanding under all financing
options does not exceed the TFF limit.

A description of each of the options and their
features, benefits and uses appears below.

Australian Dollar overdraft

An overdraft will allow payments to be made from 
a cheque account for a total amount that is greater
than the available credit balance of the account. 
The extent to which the account may become
overdrawn will be agreed between the customer and
the Bank by way of an overdraft limit. Alternatively, 
a customer’s overdraft may be included in a trade
finance facility.

The features of overdraft include, easy access to
finance, variable terms and interest rates. Any monies
received can immediately be used to reduce the debt
and consequently the amount of interest that will be
paid. 

Due to the ‘on demand’ nature of the finance
provided, the interest rate levied will generally be
higher than that charged for fixed term finance.

Access to funds is completed by writing a cheque
drawn on the account. Payments may be made to
domestic suppliers direct by cheque in the normal
course or clean payments may be arranged through
the Commonwealth Bank to be sent to overseas
suppliers and paid for from the overdraft account.

Interest is calculated on the daily balance of the
overdraft and is charged to the account by the Bank
at regular intervals (usually monthly).

Overdraft is best suited to short term, say, less than
30 days and small value, say less than AUD20,000,
cash flow requirements.
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Australian Dollar Trade Advance

The Australian Dollar Trade Advance (ATA) is a fixed
term, fixed interest rate loan available in Australian
dollars. It is used to meet identifiable commitments,
e.g. payment of documentary credit drawings,
documentary bills for collection and clean
remittances.

The interest rate applicable to an ATA is fixed for the
term of the loan and is set at the commencement of
the loan.

A minimum amount of AUD20,000 and terms of 30
days up to 185 days apply.

Although the loan is denominated in AUD, the amount
paid to the supplier may be either in foreign currency
or AUD. If in foreign currency, the Bank will sell the
required amount of currency to the borrower against
the proceeds generated by the ATA.

Appropriate documentation confirming amount, term,
interest rate and disposal of funds is required upon
drawdown of each ATA.

The ATA is best suited to medium value transactions
that will be able to be cleared in the short term.

Commercial Bills Discounted 

The Commercial Bill Discounted (sometimes known
as a bills acceptance/discount) is a fixed term, fixed
interest rate loan denominated in AUD.

A Commercial Bill is a bill of exchange drawn on the
Bank by the borrower and accepted by the Bank. 

It is available for amounts of AUD100,000 and over
and for periods from 30 days up to 185 days.

The interest rate applicable is fixed at the
commencement of the loan. As the term and interest
rates are fixed, early repayments are not usually
accepted. The Bank will make funds available to the
customer for an amount less than the face value of
the bill of exchange. The deduction from the face
value represents interest (‘discount’) calculated from
the date of payment of funds to the maturity date of
the bill.

As the amounts for these transactions are frequently
larger and as banks trade in bills, the interest rates
applicable will generally be slightly lower than those
for similar Australian Dollar Trade Advances (ATA).
ATAs may, however, be arranged to fall due for
repayment on any business day whereas, on some
occasions, bills may not.

Foreign Currency Trade Advance

A Foreign Currency Trade Advance (FCTA) is similar
to an Australian Dollar Trade Advance (ATA) except
that the finance is provided in a foreign currency. The
currency borrowed will generally be the same as the
currency that is either due to a supplier or payable by
a buyer.

Of course, borrowing in a foreign currency extends
the period that the borrower is exposed to
movements in exchange rates. Accordingly, the cost
or benefit of exercising some form of exchange rate
protection strategy needs to be factored into the
decision to use this particular form of finance.

The interest applicable to an FCTA will be a rate that is
relevant to the amount, currency and term of the
borrowing. The interest rate will be fixed for the term of
the loan and is set at the commencement of the loan.

A minimum amount of the equivalent of AUD20,000
and terms of 30 days up to 185 days apply.

Appropriate documentation confirming currency,
amount, term, interest rate and disposal of funds is
required for each drawdown.

USD overdraft

The Commonwealth Bank can provide exporters 
and importers with a USD denominated overdraft
account. Its operation is similar to that of an AUD
overdraft although cheque book facilities are not
available.

This facility would suit very short term borrowing
requirements and allows a customer to take
advantage of favourable exchange rates as they
occur. For example, an exporter may be awaiting a
payment from their overseas buyer however the
exchange rate is showing a trend against the
exporter. The exporter may then choose to borrow
the amount due from their overdraft account and
convert it now and repay the overdraft from the
payment when it is received. Therefore the exporter is
bringing forward the conversion of their foreign
currency receivables. The overdraft account allows an
importer to defer their conversion of foreign currency
commitments, however this should not be undertaken
without some management of the resultant exposure
to exchange rate movements.
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Import documentary credit

As discussed in the chapter ‘Methods of payment’, a
documentary credit is a guarantee of payment in
which the issuing bank’s creditworthiness is
substituted for that of the buyer. Accordingly, the
Commonwealth Bank will only issue a documentary
credit if it is satisfied as to the buyer’s ability to make
the necessary payments under the documentary
credit when due.

As previously discussed, a documentary credit may
be issued at either sight or term. That is, the payment
from the buyer is either due on receipt of the shipping
documents or at some predetermined future date.

A term documentary credit either gives security of
payment to the supplier for any deferred payment
trading terms negotiated or enables the finance of
sight payments to the supplier for the term set in the
documentary credit. Put in other words, the payment
terms that are negotiated with the supplier may be
sight, however, the documentary credit may be
issued at term and the supplier still receives payment
at sight.

In this situation, the issuing bank will pay the supplier
at sight and finance the debt for the period allowed
under the documentary credit. At maturity, the buyer
will pay the issuing bank to retire the debt held.
Interest charges and other fees applicable for this type
of transaction will be for the account of the buyer.



Post-shipment finance for exporters

As discussed previously, there are additional financing
methods available to exporters which may be used to
finance the post-shipment portion of a transaction.
The following options may be used instead of or in
conjunction with the aforementioned pre-shipment
finance methods.

The Commonwealth Bank’s range of post-shipment
trade finance options for exporters include the
following:

■ Foreign Bills Negotiated;

■ negotiation of export documentary credits;

■ Without Recourse Export Finance.

Foreign Bills Negotiated

The Foreign Bills Negotiated (FBN) option is available
to exporters under a trade finance facility.

The FBN option is available to exporters who use the
documentary collection process as a method of
payment.

The operation of an FBN is fairly straightforward. The
processes are the same as for documentary
collections. However, the Commonwealth Bank will,
upon receipt of the shipping documents from the
exporter, advance the value of the shipment to the
exporter. Accordingly, this allows the exporter access
to short term finance in the currency of the shipment.
The payment when received from the buyer is used to
retire the advance.

Interest costs will be for the account of the exporter for
the period between the date of advancing proceeds
and the date proceeds of the buyer’s payment are
received by the Bank. The interest rate applicable will
be as appropriate to that currency taking into account
the amount and anticipated term of the borrowing. As
with other forms of foreign currency finance, benefits
may be obtained when the interest rate for the relative
currency is less than that able to be obtained for
borrowings in domestic currency.

There is no minimum amount or term for these
transactions. However, it is expected that a term not
exceeding 185 days would apply. 

By borrowing the foreign currency amount payable
and converting that amount to the exporter’s local
currency, the exporter mitigates their foreign
exchange risk by crystallising the local currency
amount received. This is, of course, provided the
buyer makes payment in accordance with the sales
contract.

Negotiation of export documentary credits

If an exporter is not in a position to wait for the
payment due to them under a documentary credit,
there is the possibility of finance being made available
for the amount due under the documentary credit.

A negotiating bank will consider a number of issues
prior to agreeing to advance funds to the exporter
against the shipping documents presented under a
documentary credit.

A documentary credit is a guarantee of payment,
subject to certain conditions being met. Accordingly,
the exporter’s bank will need to satisfy themselves
that all the conditions as stipulated in the
documentary credit have been met. Finance under a
documentary credit will only be possible from the time
that the exporter lodges, with their bank, the shipping
documents drawn under the documentary credit.

The exporter’s bank, the ‘negotiating bank’, will then
examine the documents to ascertain if they comply
with the terms and conditions as set out in the
documentary credit. If the documents comply, the
negotiating bank will then consider the
creditworthiness of the issuing bank and the exporter.

The assessment of the issuing bank and its country
of location will give the negotiating bank some
indication as to the ability of the issuing bank to
honour its guarantee. The assessment on the
exporter considers whether the exporter would be
able to repay the advance in the case of the issuing
bank failing to honour its obligations. These two
assessments will usually be considered in the light of
the term of the transaction, that is whether payment
is to be made at sight or on extended payment terms.
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Subject to satisfactory evaluation of the above, a
negotiating bank may agree to advance the value of
the drawing under the documentary credit.

The terms of any advance will be largely determined
by the terms and conditions of the underlying
documentary credit. The advance will be
denominated in the currency of the documentary
credit and interest rates will reflect the currency as
well as the amount and term of the loan. Interest
costs will be for the account of the exporter for the
period between the date of advancing proceeds and
the date proceeds of the issuing bank’s payment are
received by Bank. The interest rate applicable will be
as appropriate to that currency taking into account
the amount and expected duration of the borrowing.

Negotiating banks will hold recourse to the exporter if
payment from the issuing bank is not forthcoming.

The transaction proceeds in the same way as
discussed in ‘Methods of payment, operations’.
However, the exporter receives an advance on the
payment at time of lodgement of documents. The
subsequent payment from the issuing or reimbursing
bank is used by the negotiating bank to retire the
advance. 

If for whatever reason the issuing bank cannot or
refuses to make payment, the negotiating bank will
seek repayment of the advance from the exporter. 

In a similar fashion to Foreign Bills Negotiated, the
exporter, by converting the foreign currency mitigates
the foreign exchange risk by crystallising the local
currency amount received. This is, of course,
provided the issuing bank makes payment in
accordance with the documentary credit.

Without Recourse Export Finance

Without Recourse Export Finance (WREF) offers
exporters a service that combines the existing
financing tool of negotiating documents with the
assumption of the risks of the issuing bank/buyer and
its country of location. WREF may be provided for
export transactions where the method of payment is
either export documentary collection or export
documentary credit.

The main feature of WREF is that the negotiating
bank, subject to its agreement, may advance the
payment to the exporter ‘without recourse’. That is,
the exporter receives full and final payment for their
shipment, irrespective of whether the issuing bank or
the buyer makes payment.

This has the effect of supplementing an exporter’s cash
flows, freeing up an exporter’s other loan facilities and
removing debtors from their balance sheet.

In effect WREF is similar to a combination of post-
shipment finance facilities from financial institutions
and export credit insurance from insurance
companies. Its advantages over this combination are:

■ reduced overhead as exporters’ dealings with
regard to sales are with one party only; and

■ in the normal course, the exporter is indemnified
against loss for the full transaction amount in a
WREF transaction. Export credit insurance policies
usually restrict indemnity to a percentage of the
transaction amount (usually a maximum of 90%).

The negotiating bank in agreeing to grant finance on
a without recourse basis will assume the following
risks that are ordinarily assumed by the exporter.
These risks are as follows:

■ Credit risk

For WREF transactions pertaining to export
documentary credits, the Bank will assume the
credit risks of the bank that issued the
documentary credit. Although a documentary credit
is a guarantee of payment the issuing bank may
not be able to make payment when due. This may
be as a result of a worsening in the financial
standing of the issuing bank or other reasons since
the time the documentary credit was issued.

For those transactions where the method of
payment is export documentary collection, the
Bank will assume the credit risk of the buyer. Often,
however, the WREF facility provided to the exporter
will exclude non-payments due to commercial
disputes between the buyer and the exporter and
other force majeure events.
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■ Transfer risk

A change in governmental regulations or natural or
man made disasters may prohibit or restrict an
issuing bank’s or a buyer’s ability to make payment.
Similarly, the bank or the buyer may not be able to
acquire sufficient foreign exchange to effect the
payment that is due.

Requests for WREF under documentary credits may
be made in one of two ways. In the first case, the
issuing bank upon issuing the documentary credit may
request that the advising bank add its ‘confirmation’
to the documentary credit. The issuing bank would
only include this if requested to do so by the importer
at the time of their application for issuance of the
documentary credit. This would, in turn, be a result 
of the agreed terms of sale between the buyer and
the seller.

Secondly, the exporter may make a request to the
negotiating bank for without recourse finance without
the issuing bank requesting that confirmation be
offered.

The bank, in assessing requests for WREF will usually
consider the creditworthiness of the issuing bank and
the buyer, the political and economic outlook of the
country concerned, the commodity shipped, payment
performance on previous transactions, term of
payment, amount, and so on.

Requests for without recourse finance under
documentary collections will operate in a similar
fashion to that utilised for Foreign Bills Negotiated.
However without recourse finance for such
transactions will usually only be considered for
ongoing high value and high volume trading
relationships. The mechanics of these facilities are
frequently tailored to suit the individual requirements
of the commercial arrangements that are agreed
between the buyer and the seller.

If the negotiating bank considers the risks to be
acceptable, then a fee commensurate with the
perceived risks will be sought. Interest for the period
until payment is received, or until a predetermined
date, will be for the account of the exporter. The
interest rate applied will be based upon the currency,
amount and anticipated term of the transaction.
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Associated financial services
for traders
There are a number of other finance services required
by traders in their international dealings. These
services relate to guarantees issued for purposes
other than to meet the payment for a particular
shipment or series of shipments.

The following describes some of the more common
guarantees required by traders.

Bid bond

A frequent condition of tendering for large capital works
or other large contracts is provision of a bid bond.

Bid bonds seek to provide buyers with a mechanism
of recouping costs incurred in tendering for the
relevant contract.

The bid bond is normally a small percentage (e.g. 5%)
of the total contract value and is used to ensure that
only genuine tenderers bid for the contract. The bid
bond is usually a bank guarantee in favour of the
party calling for tenders (the ‘beneficiary’). The format
of the bond should allow the beneficiary to claim
payment under the guarantee only if the relevant
tenderer fails to accept the contract if offered.

In seeking establishment of a bid bond, exporters
should consider the reputation of the buyer and the
form of the bond required. Unethical buyers have
claimed under bid bonds and other similar instruments
notwithstanding that the exporter has not failed to
meet their obligations.

Where a bid bond has been issued, the successful
tenderer will usually be required to provide an
acceptable performance bond. Traders should take
care to ensure that their liability under a bid bond is
coordinated to reduce simultaneously with the
issuance of any performance bond that may be
required. If this is not considered, a trader’s capacity
to obtain adequate finance may be unnecessarily
constrained.

Performance bond

A performance bond is usually a bank guarantee of an
exporter’s ability to perform to the terms of the contract.
Usually, these bonds are for a nominated percentage of
the relevant contract (e.g. 20%) and will provide for
achievement of certain performance milestones during
the contract within nominated timeframes.

If the contract terms are not fulfilled, the beneficiary
will seek payment due under such a bond. The
money obtained may then be used to commission
another party to bring the project to completion.

Again, exporters should consider the reputation of the
buyer and the form of the bond required. Unethical
buyers have claimed under performance bonds and
other similar instruments notwithstanding that the
exporter has not failed to meet their obligations.

Warranty bonds

A warranty bond is usually a guarantee issued by a
bank in favour of the buyer (the ‘beneficiary’). It will
provide some protection to a buyer against poor
standard of work and/or defective goods.

A warranty bond differs from a performance bond in
that it covers the risks following fulfillment of the
contract while a performance bond usually covers the
risks of failure to complete the contract.

Like bid and performance bonds, there tends to be
no standard format for these types of guarantees.
The agreed content is usually negotiated and agreed
between the buyer and the seller.

Advance payment bonds

An advance payment bond is often required in those
situations where a buyer makes progress payments
to the supplier prior to completion of the contract.

An advance payment bond is usually issued by a
bank in favour of the buyer and will undertake to
repay monies received by the supplier in the event of
failure to complete the relevant contract.

Associated financial instruments
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Missing bill of lading guarantees

As discussed in ‘Documentation of Shipments’ 
on page 18, an original bill of lading is generally
required to be presented to have a shipment of
goods released.

In those cases where all original bills of lading are
lost, banks may issue a missing bill of lading guarantee
to the carrier which will allow the importer to receive
the goods without an original bill of lading. The bank
undertakes that the importer is rightful owner of the
goods and, if another claimant presents an original bill
of lading, to meet all financial claims that the presenter
of the bill of lading may make. Accordingly, the issue of
such a guarantee will generally be made against
security offered by the importer.
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Assistance for traders ranging from information and
education to financial assistance is available from a
number of different sources. The following chapter
briefly discusses some of the complementary services
and products offered to traders by the
Commonwealth Bank and other sources.

Commonwealth Bank of Australia
services
The Commonwealth Bank has a number of services
to offer customers that will assist them in their
dealings with the Bank.

ecommcorporate

ecommcorporate is a secure and convenient way for
businesses to transact foreign exchange, make
payments and invest via the Internet. It is ideal for
importing and exporting businesses and investors,
allowing you to save time and money as well as
cutting down on paperwork. This Internet based
system provides you with the tools to buy and sell
spot and forward foreign exchange online, in all major
currencies. You are able to keep track of your foreign
currency payments and outstanding deals and
conveniently export your data into spreadsheets. You
can also deposit and withdraw from your cash
deposit account and invest in bank bills and term
deposits online.

Foreign exchange

■ Spot and forward foreign exchange for all major
currency pairs, as well as pre-deliver and extend
contracts,

■ transact using forward FX contracts with optional
delivery dates, 

■ view a trade blotter showing all outstanding trades,
including those dealt over the phone with the Bank, 

■ create standard settlement templates for all regular
settlements and use these templates to settle your
trades online, 

■ access records of trades settled in the past three
months, 

■ save time through online storage of the appropriate
settlement instruction template. 

Payments

■ Initiate payment instructions from any
Commonwealth Bank account to any other
domestic or overseas bank account,

■ control a whole range of details electronically
without adding to the paper chase,

■ search your records electronically by date, currency
or status; review all your business’ payment
instructions, 

■ create and save regular payment instructions; copy
information into other files with a few keystrokes. 

Money market

■ Access to 11am or 24-hour fund investment with
real-time quotes,

■ access to fixed term deposits and Investment bill
purchases, 

■ instant review of available and book balances,
transactional history and interest details relative to
the above products,

■ sorting by account, product type, balance or nil
balances for an immediate report of activity, 

■ export data directly to your own systems.

ecommcorporate has a dedicated client and technical
support team. The Help Desk is available to assist
you with your queries during business hours.
ecommcorporate uses 128 bit encryption, so that the
integrity of the information you send to the Bank is
maintained at all times. This means that you can
transact online with confidence. There are no fees to
access the ecommcorporate modules. Fees apply on
a transaction basis only.

Full terms and conditions are available upon
application. Please consult your Relationship
Manager for further details.

Skilled trade finance personnel

The Commonwealth Bank has personnel who are
experienced in import and export transactions and
are well equipped to discuss a trader’s individual
requirements. They will provide assistance on the
most appropriate way to structure a transaction,
making the best use of a trader’s financial resources

Complementary trade information
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whilst at the same time providing information on
mitigating the risks that are likely to be encountered.

To be placed in contact with one of our trade
specialists, please telephone the Commonwealth
Bank’s Business Line, 1800 657 151 (8am–8pm
Monday to Friday) or visit our web site
commbank.com.au

Foreign currency accounts

Once opened, you can deposit or withdraw funds to
or from your foreign currency account as required.
Withdrawals can be paid in the form of an
International Monetary Transfer, overseas draft or
used to settle payments due under documentary
credits and documentary collections. Cheques cannot
currently be issued on these accounts. Amounts
withdrawn are retained in the foreign currency and at
no stage does a currency conversion occur providing,
of course, the payment request is in the same
currency as the account. Use of this facility can help
a trader manage foreign exchange exposures more
effectively (see chapter foreign exchange risk
management, page 11).

Some of the advantages of conducting a foreign
currency account with the Commonwealth Bank are:

■ The mechanism provides a natural hedge for
foreign currency inflows and outgoings and
removes the need to exchange in and out of
Australian currency.

■ The FX Infoline service is an automatic telephone
service that will provide you with the balance of
your foreign currency account, and the last six (6)
transactions made on your account.

Foreign currency account features

■ Available in most freely negotiable currencies.

■ Interest is paid on the total account balance at the
prevailing interest rate for the currency concerned,
providing a minimum balance equivalent to greater
than AUD5,000 is maintained.

■ Interest is calculated daily and credited to your
account on the first business day of each month.

■ There are no account keeping fees.

Foreign currency account overdrafts provide traders
with a flexible lending facility to manage lags in
foreign currency cash flows. It is particularly attractive
for short term borrowings. Retaining expenses in
foreign currency pending foreign currency receipts
avoids the need for unnecessary currency
conversions and may reduce a trader’s total costs.

Full terms and conditions are available upon
application. Bank fees and Government charges may
apply. Applications for finance are subject to the
Commonwealth Bank’s normal credit approval.

Other services and products
Austrade

The Australian Trade Commission (Austrade) is Australia’s
national export and investment facilitation agency.

Austrade was established in 1986 as a commercially-
focused statutory authority which actively assists
exporters to win business overseas and promotes
direct investment into Australia from international
markets. It pursues markets for Australian goods and
services and captures market opportunities for
Australian companies.

Austrade also promotes export opportunities through
seminars and international trade forums.

Austrade assists firms in establishing off-shore to
expand their international business programs and
bases investment commissioners overseas to
promote Australia as an attractive place to invest.

To assist small and medium-sized Australian
businesses to enter and develop overseas markets,
Austrade administers the Australian Government’s
Export Market Development Grant (EMDG) scheme
which provides financial support especially to small
and medium sized companies.

With 98 offices in 67 countries, Austrade provides a
distinctive range of services, either free-of-charge or
on a fee-for-service basis, using its unique knowledge
of overseas markets and government status. The
services are tailored to meet the particular needs of
each client and cover:

■ export counseling and planning,

■ marketing information and intelligence,
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■ assistance to find the right overseas partners,

■ practical assistance in overseas markets,

■ advocacy and access through Austrade’s official
status.

Austrade is accessible from anywhere in Australia
through the Export Hotline – 13 28 78 or by visiting
www.austrade.gov.au – which can put any Australian,
anywhere, in touch with international business.

Export Finance and Insurance Corporation
(EFIC)

Export Finance and Insurance Corporation (EFIC),
Australia’s export credit agency, is a self-funding
statutory corporation wholly-owned and guaranteed
by the Commonwealth of Australia. 

EFIC assists Australian exporters and investors to
compete internationally by providing finance and
insurance facilities to support their overseas contracts
and investments.

As an export credit agency, EFIC’s products and
services are typically focused in the ‘market gap’,
where, because of country or industry risk, there is
insufficient commercial market capacity.

Export Finance 

EFIC provides a range of medium to long-term
finance facilities (generally over two years) to
Australian companies exporting or investing overseas.
These products include Direct Loans Export Finance
Guarantees, Bonds and Documentary Credit
Guarantees and Finance.

Insurance

Australian companies investing overseas are concerned
with political and commercial risks involved in their
exports and investments. The following insurance
products can help mitigate these risks: Political Risk
Insurance; Medium Term Payments Insurance; and
Unfair Bond Calling Insurance.

EFIC partners with Australian exporters and investors,
international buyers, banks and other financiers to
provide tailored finance packages in both emerging
and mature markets.

For Smaller Exporters

EFIC can assist smaller exporters secure working
capital finance from financial institutions through the
Export Working Capital Guarantee (EWCG) facility or
provide the bonding often required for export
contracts.

■ Export Working Capital Guarantee – exporters
can face a working capital shortage when fulfilling
export contracts where there is a mismatch
between the timing of costs and revenues. 

The Export Working Capital Guarantee facility
assists small businesses to obtain unsecured pre-
shipment finance where they do not have sufficient
security to obtain additional bank finance. EFIC
provides a guarantee to the exporter’s bank, which
then provides the necessary working capital funds.

■ Bonds – if you are involved in an export project,
your bank limit has been reached, and if you meet
EFIC’s eligibility requirements, EFIC may provide the
following bonds in connection with export contract:

– Advance Payment Bonds – should you fail to
meet your obligations under the export contract,
the buyer can call on the bond to recover
advance payments made to you; and

– Performance Bonds – allow your buyer to receive
a payment, should you fail to perform your
obligations under the export contract.

EFIC issues bonds directly to buyers or provides
guarantees to banks issuing bonds.

For further information, please contact EFIC or visit
www.efic.gov.au

Level 10 
Export House 
22 Pitt Street 
Sydney NSW 2000

Email info@efic.gov.au
Tel 61 2 9201 2111 or tollfree 1800 887 588 
Fax 61 2 9251 3851
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QBE Trade Credit

QBE Trade Credit specialises in:

1.Export Credit Insurance – covering payment risks
on overseas sales by exporters based in Australia,
New Zealand, Asia and Europe; and

2.Domestic Trade Debtor Insurance – insuring against
insolvency of domestic buyers and other trade risks.

Cover for political and commercial risk

QBE Trade Credit’s export credit insurance covers
both commercial and political causes of loss:

1.Commercial risks include buyer insolvency,
protracted default on payment and repudiation 
of contact.

2.Political risks include inconvertibility of currency,
cancellation of import or export licences, contract
frustration due to war, civil war, riots and commotions
that prevent payment being made. It also includes
default by a government owned enterprise.

The level of indemnity for all risks is generally 90%
(but can vary higher or lower depending on individual
markets and policy structure).

QBE Trade Credit provides cover for both commercial
risks and political risks in appropriate markets or
commercial risk only cover. The option rests with the
exporter.

It is also possible for the exporter’s interest in a trade
credit export policy to be assigned to a financier as
part of the security package for export lending. In
addition, where the bank has a financial interest in
export transactions, such as under a non-recourse
facility, then a policy can be issued jointly to the
exporter and their bank.

For many exporters, goods are manufactured or
sourced offshore and then dispatched from their 
point of origin to buyers in another foreign market.
We are readily able to underwrite these transactions,
irrespective of where the goods are manufactured.

Further information on QBE Trade Credit can be
found at www.qbe.com or contact Greg Brereton,
Head of International Risk Underwriting, QBE Trade
Credit by phone on (61 2) 9375 4199 or fax 
(61 2) 9375 4646 or email Greg.Brereton@qbe.com

Australian Institute of Export

The Australian Institute of Export was established in
1956 to foster, promote and develop an export
culture within Australia.

As the professional association representing
exporters, the Institute’s activities cover four
significant areas.

■ Hands on training in export practice,

■ continuing post-graduate education,

■ net-working through Institute membership and
activities,

■ providing independent advice to government on
export policy.

The Institute is dedicated to improving the
professional status of exporters by providing practical
training and continuing education for members and
graduates.

The Institute has representative offices in all states and
cooperates actively with state and federal departments
and agencies in promoting international trade.

Conferences and seminars are organised to address
issues of contemporary relevance and to raise
community awareness of the importance of
international trade to the Australian economy.

College of International Business

The primary aim of the College is to offer top quality
export-related training programmes for a growing
community of exporters in NSW.

The College, established by the Australian Institute of
Export NSW in 1991, is an independent, not-for-profit
export education provider. It took over all export
educational activities formerly offered by the Institute,
which now concentrates on industry association
matters.

The College maintains its position as the premier
provider of practical training by closely monitoring
education developments, methods and innovations in
Australia and overseas. This process ensures that the
College is able to assist exporters in acquiring
management and operational skills, the latest
methods and technologies in all relevant areas – e.g.
international marketing and characteristics of foreign
business cultures, practical aspects of financing,
freight forwarding, documentation, and so on.

The College is able to structure special ‘in-house’
courses for companies on request.
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International Chamber of Commerce (ICC)

Objectives of the ICC

The International Chamber of Commerce (ICC) serves
world business by promoting trade and investment
and open markets for goods and services, as well as
the free flow of capital. It defends the private
enterprise system and encourages self-regulation by
business.

Founded in 1919, the ICC is a non-governmental
organisation of thousands of companies and business
associations in 139 countries. National committees
throughout the world present ICC views to their
governments and alert Paris headquarters to national
business concerns.

Special status

The ICC has top-level consultative status with the
United Nations where it puts forward the views of
business in industrialised and developing countries. 
It also maintains close relations with the World Trade
Organisation (WTO), the Organisation of Economic
Co-operation and Development (OECD), the
European Union and other inter-governmental and
non-governmental bodies. ICC’s permanent
representatives at the UN in New York and Geneva
monitor developments affecting business within the
UN and its specialised agencies.

ICC services

One of the ICC’s main activities is the harmonisation
of trade practices. ICC rules on documentary credits
are used by banks throughout the world, and
Incoterms – international commercial terms defined
by the ICC – are applied by importers and exporters
worldwide.

Specialist ICC commissions meet regularly to review
issues affecting business. They cover a wide range of
sectors, including banking, competition, the
environment, financial services, insurance, taxation
and trade and investment policy.

Banking technique and practice

The ICC Commission on Banking Technique and
Practice adapts international banking practices to
automatic data-processing techniques, prepares new
uniform rules, and modifies existing rules to take
account of changes in working practices in the use of
documentary credits, demand guarantees and other
trading instruments.

The Banking Commission works closely with other
ICC commissions, in particular the Commission on
International Commercial Practices, as well as the
other international organisations. It also organises
conferences and seminars to inform members of
trends and new techniques in banking.

Major publications of particular significance to
international trade produced by this Commission are:

■ Uniform Customs and Practice for Documentary
Credits;

■ Uniform Rules for Collections;

■ Case Studies in Documentary Credits;

■ DCInsight.

Freight brokers/forwarders

A freight forwarder, very simply, arranges shipment of
the goods. The freight forwarder acts on behalf of the
consignee in arranging shipment of the goods by the
actual carrier.

This will be done at the instruction of the consignor.

The freight forwarder’s specialisation is to structure a
transport route and mode that ensures the goods are
transported as efficiently as possible. This will include
assessing the appropriateness of sea or air freight
and the route that will be taken. The factors that will
determine the best shipment method and route are
taken from a number of aspects which will include the
following:

■ are goods required urgently?

■ are the goods subject to special transport
arrangements, e.g. frozen goods, livestock?

■ availability of capacity;

■ frequency of sailings or flights;

■ cost of each available transport method and route;

■ import or export restrictions in the countries of
dispatch and receipt, and possibly transit; and

■ weight and volume of goods.
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Upon determining the most appropriate method of
transport and the most efficient route, the freight
forwarder will book the necessary cargo space with
the carrier and finalise all other shipping details, e.g.
preparation of shipping documents, payment of
freight to the carrier and ensuring that the freight
forwarders counterpart at the port of arrival is
properly instructed as to the onforwarding or handling
of the goods when received.

Freight forwarders are also able to arrange clearance
of the goods upon arrival and effect delivery in
accordance with the consignee’s instructions.

Many freight forwarders over the past few years have
diversified from their core functions and are able to
assist exporters in the preparation of documents to
meet export requirements.



Government regulations (exports)

Government regulations both in Australia and abroad
are of concern to exporters and it is important to be
conversant with the various requirements.

Australian government controls

The Australian Customs Service, through the
Customs and Export Control Acts, administer controls
over exports. These controls are in place for many
reasons, some of which are:

■ revenue;

■ trade statistics;

■ trade embargoes;

■ international agreements;

■ monetary controls;

■ conservation of resources;

■ defence considerations;

■ retention of cultural property, and;

■ conservation of animals and plants.

Many of these pertain to commodity controls which in
broad terms provide a means to:

■ orderly marketing of primary products and meet
commitments under marketing agreements e.g.
wheat and meat;

■ monitor the quality of Australian goods generally;

■ market Australia’s mineral resources;

■ regulate the exporting of atomic materials, drugs of
dependence (under international agreements);

■ monitor items of cultural or historical significance,
and;

■ protect Australian resources such as the export of
merino sheep.

While it is prudent to utilise the experience of a
customs agent or freight forwarder to prepare
documentation and arrange the necessary
clearances, it is in the exporter’s interest to
understand the required formalities. This information
is available from the Australian Customs Service,
Austrade, Australian Quarantine and Inspection
Service and the Department of Primary Industry.

Overseas government regulations

Australian exporters, appraising the market potential
of particular countries, need to consider the possible
effects of import licensing or payment restrictions.

These vary from country to country and often depend
on the state of that country’s foreign exchange
reserves. Payment controls on imports may deem it
necessary to ship only against establishment of an
acceptable documentary credit, a payment medium
generally accepted as implying an approval to transfer
funds from the importer’s country.

Import licence conditions may also affect the terms
of sale for goods. Exporters should therefore
endeavour to familiarise themselves with the
appropriate requirements.

Exporters essentially rely on importers’ assurances
that import licensing and exchange control formalities
of the particular country have been met. Failure to
comply may result in the exporter incurring heavy
expenses or in some situations the goods may be
impounded. This highlights the need to ensure that
the overseas importer, as well as being financially
secure, is experienced and reputable in their dealings.

Government regulations (imports)

Australia maintains import regulations for the
purposes of protecting the environment, its people
and their lifestyle. It does this essentially through
quarantine, consumer protection and tariff legislation.

Quarantine regulations

These provide a means to protect our livestock and
agricultural sectors, forests, flora and fauna and are
the reason that Australia today is devoid of many of
the pests and diseases plaguing some overseas
countries.

Prohibited imports include soil and cereal straw,
plants (living or dead) and all animals and parts
thereof are subject to varying quarantine periods.
Wooden crates/artefacts must be inspected for
borers etc. and treated where necessary.

Further information is available from the
Commonwealth Department of Health, Australian
Customs Service and the Australian Quarantine and
Inspection Service.

Government regulations
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Tariffs

A tariff is a financial levy applied to imports as a
percentage of their value. Its purpose essentially
is to minimise any disruptive effects to Australian
industry that could occur as a result of the cheaper
manufacturing costs of some developing countries
and dumping practices of others.

Rates vary between countries as well as commodities
and concessions apply to certain countries.
The Australia/New Zealand CER (Closer Economic
Relations) agreement is a good example, this
additionally providing for gradual liberalisation of the
two way trade. Goods originating from developing
countries may also attract special rates.

Tariffs are subject to periodic review, usually on the
advice of the Industries Assistance Commission.
Further information is available from the Australian
Customs Service.

Consumer protection
In line with worldwide trends, Australia is becoming
increasingly consumer protection conscious.

Both the Commonwealth and various state
governments have legislated in this regard and
importers should be aware of the various
requirements.

Intending importers should approach the respective
Consumer Affairs Departments for further information.
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To acquire the rights to payment under a
documentary credit, exporters must ensure that the
shipping documentation will conform with the terms
and conditions of the credit when presented to the
negotiating bank.

The matter of preparing documents to meet the
various terms and conditions of the documentary
credit is one that many exporters find difficulty with.

Accordingly the following guide has been prepared to
assist exporters check their documentation to the
credit prior to presentation to the bank for payment.
The list has been compiled from our experience in
dealing with documentation presented by exporters in
attempting to meet the requirements of documentary
credits. It is not intended to be an exhaustive list of all
potential problems and, for that reason, it should be
read in conjunction with the ICC’s Uniform Customs
and Practice for Documentary Credits.

The documentary credit 

Ensure that:

■ documents are presented to the bank prior to the
credit’s expiry date and within the required number
of days following shipment (if not specified, 21
days), and;

■ the amount is not greater than that allowed in 
the credit.

The bill of exchange (draft)

Ensure that:

■ it is drawn in a regular manner, includes any
specified clauses and is signed correctly without
any erasures;

■ it is drawn for the correct tenor – i.e. at sight or at
usance as required;

■ it is dated within the validity of the credit and is
dated on or immediately before the date of
presentation;

■ its value – amount and currency – agrees with the
invoice value (unless the credit stipulates otherwise)
and words and figures agree, and;

■ it is drawn on the correct party – i.e. the opening
bank, etc.

Commercial invoices

Ensure that:

■ the correct number of invoices is submitted;

■ they are addressed correctly – i.e. to the buyer
unless the credit stipulates otherwise;

■ they show the exact description of the goods as
specified in the credit and that prices, price basis
(e.g. FOB, CIF) quantities and specifications are as
called for;

■ the invoices are signed (original signature not
carbon or photocopy) and is certified or notarised if
required, and;

■ marked original as required.

Insurance documents

If required in terms of the credit, ensure that:

■ the policy (or certificate if permitted) is signed,
dated and stamped as appropriate, (Broker’s cover
notes are not acceptable unless authorised in the
credit);

■ the documents are in negotiable form (if drawn to
the order of shipper, all copies must be properly
endorsed in blank) unless the credit specifies
otherwise;

■ cover is for at least the amount specified in the
documentary credit (including any percentage
excess) or, if the credit does not specify an amount,
the minimum amount of insurance to be CIF value
of goods plus 10 per cent or, if this is
indeterminable from the documents, the amount of
the credit drawing or the commercial invoice
whichever is the greater plus 10 per cent;

■ insurance cover is effective at least from date of
loading on board or dispatch, and;

■ all risks specified in the credit are covered by the
policy/certificate for the complete journey.

Transport documents

Ensure that:

■ the mode of transport is in accordance with the
credit’s requirement;

■ the documents have been issued by a steamship

Checklist for exporters
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company (a named carrier for air waybills) or its
agent and that a full set of signed negotiable copies
is tendered (unless the credit instructs otherwise).
These are to be accompanied by any required non-
negotiable copies;

■ if required by the credit, the ‘Notify Party’ is shown;

■ they are made out to the order of the party
specified – if required to be to the order of shipper
that they have been suitably endorsed in blank by
the shipper (exporter);

■ bills of lading, if applicable, indicate ‘shipped’ or ‘on
board’ (unless the credit allows otherwise), port of
shipment and destination and if called for, name of
carrying vessel and ‘notify party’;

■ the description of the goods is consistent with the
description specified in the documentary credit;

■ if trans-shipment is indicated, that the credit does
not specifically prohibit it and the entire voyage is
covered by one and the same bill of lading;

■ goods are not shown shipped ‘on deck’ unless the
credit terms permit it. If the credit specifically calls
for shipment ‘under deck’, then the bill of lading
must specifically state same;

■ bills of lading are ‘clean’, i.e. they bear no
superimposed clause or notation which expressly
declares a defective condition of the goods and/or
the packaging, unless the credit specifies clauses
which may be accepted;

■ they are presented to the negotiating bank within
the specified period of time after date of issuance
of the bills of lading (or other shipping documents),
or if no such period is stipulated, not later than 21
days after date of issuance of bills of lading or other
shipping documents;

■ they are marked ‘freight prepaid’ where the credit
and/or invoice indicates that shipment is CIF or
CFR;

■ they are dated no later than expiry date of the
credit or the latest date for shipment, if specified in
the credit;

■ the description of the goods, the quantity, weight
and marks agree with all other documents, and;

■ all alterations have been authenticated by the
shipping company.

Other documents

These must comply with the requirements of the
credit and their details must be consistent with those
of all other documents.

Documents requiring authentication or signing, e.g.
certificates of origin, quality etc., are to be authorised/
signed by the appropriate authority and legalised
if required. This includes Chamber of Commerce
certification if required.

General comments

Documents should be prepared with the following 
in mind:

■ they bear all details specified in the documentary
credit and do not include any additional or
unauthorised goods even though without charge
(i.e. samples etc.);

■ no extra charges and/or commissions (e.g. cable
costs, storage, airmail postage) are included unless
authorised in the credit;

■ if a partial shipment, that the credit allows this and
that the amount drawn is pro rata to that quantity
shipped;

■ the number of containers, bales, cartons, etc., agree
with the Bill of Lading and all other documents;

■ quantities and weights (if any) agree with all other
documents;

■ the description of the merchandise, the name
of the carrying vessel, marks, numbers, quantities,
weights, ports of shipment and destination agree
with all other documents, and;

■ Bills of Lading issued by forwarding agents are not
acceptable unless authorised by the credit.
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Acceptor

The party accepting a bill of exchange.

Bill of exchange

An unconditional order in writing, addressed by one
person to another, signed by the person giving it,
requiring the person to whom it is addressed to pay on
demand, or at a fixed or determinable future time, a
sum certain in money to or to the order of a specified
person or to the bearer. 

Bill of lading

A document that is issued by the carrier of the goods
and acknowledges receipt of goods for shipment by
sea. 

CAD

Cash against documents, see D/P below. 

Carrier

The party that carries the shipment, e.g. Shipping
line, Airline, trucking company, etc. 

CFR

Incoterm, meaning cost and freight of the goods is
covered by the shipper. Other responsibilities are
assumed as defined by Incoterms. 

CIF

Incoterm, meaning cost, insurance and freight of the
goods is covered by the shipper. Other
responsibilities are assumed as defined by Incoterms.

Consignee

The party to whom the goods are to be delivered. 

Consignor

See ‘Shipper’. 

D/A

Documents against acceptance, acceptance must be
obtained before shipping documents can be released
to the buyer. 

D/P

Documents against payment, payment must be made
before shipping documents can be released to the
buyer. 

Documentary collection

A method of payment that allows the exporter some
control over the release of shipping documents to the
buyer. 

Documentary credit

A conditional guarantee of payment issued by a bank.

Draft

A term commonly used to refer to a bill of exchange
(refer page 67). 

Drawee

The party to pay and or accept a bill of exchange. 

Drawer

The party making a bill of exchange. 

FOB

Incoterm, meaning Free on Board. The shipper is
responsible until goods are on board. Other
responsibilities are assumed as defined by Incoterms. 

Freight forwarder

The person or company charged, by the shipper, with
the responsibility of arranging shipment of the goods
by the carrier. 

Incoterms

A set of rules formulated by the ICC determining each
party’s responsibilities as regards the shipment. 

Payee

The party shown on the bill of exchange to whom
payment is to be made. 

Principal

The party who is entrusting the handling of a
documentary collection to a bank. 

Shipper

The party that presents the goods to be shipped. 

Glossary
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SWIFT

Society for Worlwide Interbank Financial
Telecommunication, an independent body that
facilitates secure messaging between banks, ‘SWIFT
messages’. 

Tenor

The term of a bill of exchange, e.g. sight, 30 days
after shipment date. The tenor will be used to
calculate when payment is due. 

Trans-shipment

The situation where a shipment is offloaded from one
vessel to be re-shipped on another vessel prior to
arrival at the final port of unloading. 

UCP

Uniform Customs and Practice for Documentary
Credits, a publication issued by the ICC that provides
widely accepted guidelines for the operation of
documentary credits. 

URC

Uniform Rules for Collections, a publication issued by
the ICC that provides widely accepted guidelines for
the operation of documentary collections. 

URR

Uniform Rules for Bank to Bank Reimbursements
Under Documentary Credits, a publication issued by
the ICC that provides standard guidelines for the
operation of reimbursements under documentary
credits. 

Usance

See ‘Tenor’. 
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Sample Exchange Rate Schedule
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Sample completed application for issuance of an 
Import Documentary Credit
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Sample completed application for issuance of an 
Import Documentary Credit (continued)
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Sample Documentary Credit transmitted by S.W.I.F.T.
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Sample Documentary Credit issued by mail
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Commercial Invoice
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Bill of exchange – sight
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Insurance Policy
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Insurance Policy (continued)
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Bill of Lading
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Bill of Lading (continued)
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Forward Exchange Contract
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Lodgement Authority for Export Shipping Documents
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Lodgement Authority for Export Shipping Documents (continued)
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