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[] N THIS GUIDE:

\ e Key signs your business is on the way to becoming export ready
* Five tips for developing capability

* Do you have the resources and capacity to deliver?

e Questions to think about for in-house and outsourced manufacturing

* Questions to think about for service-based exporters
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What determines the level of exports?

Competitiveness: The relative competitiveness of exports will play an important role in determining
the level of exports. If your prices relative to other countries, you will lose out. Competitiveness

is determined by factors such as unit l[abor costs, inflation, productivity, infrastructure and price

of raw materials.

Quality and value added of exports: For some industries like medicines, demand is price inflexible.
Therefore, a change in price has less effect on demand. The key issue is the importance, quality
and value added of the product.

Exchange rate: A depreciation in the exchange rate will make UK exports more competitive, but may
contribute to cost-push inflation and will cause more expensive imports.

Long run productivity: Countries with strong labor productivity growth tend to benefit from high rates
of growth, strong export demand and low inflation.

Economic growth in other countries: If the country enters recession, this will adversely affect exports.
With a recession, even a depreciation in the currency may be insufficient.
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Capability Overview

A Capability is the skill to carry out a task with pre-determined results often
within a given amount of time, energy, or both.

Skills can often be divided into domain general and domain-specific skills. Ml
For example, in the domain of work, some general skills would include “““rfa“”""
time management, teamwork and leadership, self-motivation and others, ==/l ||)5
whereas domain-specific skills would be useful only for a certain job. oD, 5

. . . . o . . et g
Skill usually requires certain environmental stimuli and situations to assess | =

the level of skill being shown and used.
People need a broad range of skills in order to contribute to a modern business
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What you need to think about for capability

Make sure you have the right people in the right roles as you look to export

Consider who will continue with your domestic workload so you can focus on building
the export business

Developing new markets takes time and money - make sure you have access to enough
of the right resources as, and when, you need them

Think about your team’s professional development and training so they can grow
as the business grows

Look at setting up an advisory board or governance structure for support and guidance.
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Capacity Overview

1.

General: Specific ability of an entity (person or organization) or resource, measured
in quantity and level of quality, over an extended period.

Banking: Borrower's ability to repay a debt on a timely basis, determined by deducting
total cash outflows from the borrowers total income during (usually) a month.

Law: Legal ability of an entity (person or organization) to perform an act, such as
creating a binding contract.

Manufacturing: Highest sustainable output rate (maximum number of units per
month, quarter, or year) that can be achieved with current resources, maintenance
strategies, product specifications, etc.

Telecommunications: Highest possible reliable transmission
rate that can be carried on A channel, circuit, or equipment.
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What you need to think about for capability

* Work out which areas of your business will need additional resources if you
need to scale up

* Look at finding alternative suppliers if your existing ones can’t move with you

Remember to factor in how to maintain your quality control and service levels
as you grow

e Chat with your financial advisors about how to finance your growth phase and manage
your cash flow

* Think about your staffing levels and how to access skilled staff when you need them

* Keep an eye on your pricing as your costs rise.

Scaling up may mean you’ll need to revisit your pricing structure.
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YOUR CAPABILITY

Exporting takes time and money and requires a strong management commitment.
Early on in the development process the management team may get distracted from
the domestic market, so it’s important to have solid processes in place across your

business.

But, short-term pain should be manageable if you’re focusing on long-term goals.

aogalsl

J-o-<l

o Jesl- dbgasa Ggbdl puax WY



g Key signs your business is on its way to being export ready

O
\

1. You have the ability to devote plenty of management time to your new markets,
. and your management team is committed to the cause

. * Developing an international business is not so different to starting and building
E your domestic business.

\ * |n reality, you can expect it to consume more management time than developing
business at home.

e Exporting requires substantial commitment from management across the business,
. not just from the CEO or Sales Manager.
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2. You have strength in your domestic market

In most cases, solid domestic sales form the basis of a good exporting business.

as a supplier and will ensure that your business processes are in place
and well tested.

A successful domestic business gives overseas buyers confidence in you kl

Importantly, being strong in the domestic market will also provide you with ¥ | A
cash flow and the working capital you need to invest in developing yf‘ N
your export markets.

This isn’t to say that the products you make domestically will be exactly right for
the export market - but having domestic success is a good first step in market
validation.
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3. You have access to the resources you need to succeed

* Exporters find they need strong financial resources to expand overseas to cover
the costs of product modifications, travel and international marketing - to name

just a few of the additional costs you might face.

* You also need to have the right people in place to run the export side of your business,

and that may mean additional staff.
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5 TIPS FOR DEVELOPING CAPABILITY

—

Create efficiencies in your business to ensure the right people are working on the right
thing. Engage external expertise where you need to so you can focus on your export
growth.

Create an HR plan to cover staffing needs for future growth. This includes looking at the
skills needed to take some of the load off you. Start with delegating someone to
manage the low priority relationships. If this person proves successful handling these,
they can work their way towards handling higher priority relationships.

ldentify current staff who have the potential to grow - especially in sales. Start working
on upskilling them with appropriate professional development and training.

Look at your long-term progression plan. Who are you grooming to take over the
business when the time is right for you to step aside?

Think about setting up an advisory board or governance structure to give you greater
support and guidance as you grow.
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YOUR CAPACITY

When securing export orders you must be certain that you can deliver - on time, and at
the quality level your customers expect. Many new exporters underestimate the volume
of opportunity they encounter overseas and try to build their capacity on the fly.

Before anyone from your business starts travelling overseas prospecting for business,
give some thought to what might happen if your export quest does succeed.

Do you have the resources and capacity to deliver?

When fulfilling your first export commitment it is essential to demonstrate that you have
the ability to be a committed and reliable supplier who can meet demand on time,
and within budget.
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Questions to think about for in-house manufacturing

=

Can you scale up your present manufacturing capacity -

do you need to invest in more capacity? What extra equipment will you need?

Start thinking about planning for contingencies - like additional machinery that needs
to be shipped from overseas. Consider how long will it take to ship, and whether you

and your team will need additional technical training when it arrives.

aogalsl
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2. How will you finance your growth - where will you find investment and how much
will you need? What extra staff will you need and can you get skilled workers at

short notice in a tight labor market? How will any extra costs affect your pricing?

ol | rgol |

\ Be aware, capital and implementation costs can wipe out any per-unit advantages

. you’'ve gained with higher volumes. Consider reviewing your pricing strategy.

aogalsl

J-o<l

L ALY A AT Y

401



w

Can you source the materials and components and do your suppliers have the
capacity and commitment to help you fulfil any export orders? Do you need to find

alternative suppliers?

ol | rgol |

\ Check if your suppliers can cope with much larger export orders, or if you need

. to research alternative suppliers and get samples and prices from them.
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4. Maintaining quality and consistency in your products with larger volumes - consider
these questions:

How do you currently manage quality control?

Do you think this will change over time?

Do you have someone focused on quality control?

And what sort of things do they need to be good at?

s there an industry standard or minimum that you need to achieve with your product
and how comfortable are you with this?
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Productivity

e Can you sustain export deliveries on a regular basis

and how would it impact your local customers?

* How much can you produce in your current factory

with your current suppliers?

401 | Fdol |

* Do you have any options to produce your product (or parts
. of it) elsewhere - what would that involve and what
. difficulties could it present?
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When your customers increase, other costs you may have to consider:

« Do you need new systems to run your business more efficiently, or equipment to run your production
better?

« Does your current supplier have this equipment?

« What is their capacity to produce for you?

Think about your company growth over the next six months, one year, and two years:

« What extra people will you need to bring on board over this time, and where would they be located?
* What roles could they be doing?

How would changes in your costs affect your sales price?

« Have you covered this in your initial pricing?

« Have you done any scenario exercises to look at a few different things happening in the new market
and how this could impact your pricing?
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What would the impact be if you had to increase your price and how would you handle

this with your customers?

Do you have easy access to the materials and parts that make up your product -

are they restricted in any way or is there a lead time to get them?
How you would handle material shortages?

Would you need to hold stock of some items, and which ones would they be?
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B Questions to think about for outsourced manufacturing

\ Does your supplier have the capacity, willingness and financial capability to scale
. up if necessary?

Are they committed and efficient enough to do this, and can they
secure the finance
E and maintain the required quality?

\ Consider manufacturing overseas:

. «  Would it be better to source a manufacturer closer to (or in)
. your export market?

[.] - How long would it take to set up to the required standard, and what are the
risks? N
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Questions to think about for service-based exporters

* Your export plan will vary depending on your type of business, but one main difference

to take into account is whether your export is product-based or service-based.

* Asthe names imply, a product-based export sells actual physical things, such as clothing

or boxes, while a service-based export adds a service that importer & consumers need.

* The export capacity challenges for service-based exports might seem easier, but
in reality many of the issues are similar. Where a manufacturing business might have to
install extra machinery to gear up for volume demand, a service-based business

might need to consider extra staff and resources.
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1. Do you need more staff?

For example, you may need to fulfil export orders whilst still keeping your existing
customers happy. Can you quickly recruit people with the right skills you need?

What extra costs will you incur to do this?
2. What finance do you need?

You may need to purchase extra equipment such as computers or office furniture.

Find out in advance if you can get a credit line from the bank, and what it will cover.
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3. How long will it take to get paid?

There may be a considerable gap between securing an export order and getting paid
for it. For example, if you are developing a customized software package for an overseas
customer, the project could take months to complete. In the meantime, you still have
to pay wages, salaries and other outgoings.

4. What extra working capital do you need?

Meet with your accountant or financial advisor to work out how much you may need
in the way of bridging finance. Then decide if you can fund this through debt financing
(such as a credit line from the bank) or if you need to look for investment funding.
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5. How will extra costs impact on your pricing?

Don’t back yourself into a corner with your pricing - make sure you’ve factored all

the extra costs into your break-even price.
6. Can you sub-contract some of the work?

An alternative to taking on permanent staff is to use part-time staff or sub-contract

parts of the work - however you need to weigh up the costs.
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~

Can you sustain export service deliveries?

The excitement of successful exporting can lead to neglect of your existing customers

or a drop-off in service levels.
8. Can you manage the project?

It’s important to have a good project management system in your business.
Ask your business contacts or Industry Association for advice on suitable

project planning software.
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Evaluate your Knowledge

True or False:

1.

A Capability is the skill to carry out a task with pre-determined results often within a given amount of
time, energy, or both.

A capacity is a the specific ability of an entity (person or organization) or resource, measured in
guantity and level of quality, over an extended period.

To assess your capacity you need to make sure you have the right people in the right roles as you
look to export.

Scaling up doesn't mean you’ll need to revisit your pricing structure.

ldentify current staff who have the potential to grow - especially in sales is important in developing
your capability.

Experienced staff will influence the export pricing unlike productivity.
Service-based exporting is normally restricted to service.

It is better to source a manufacturer closer to (or in) your export market.
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Developing an Export Plan
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IN THIS GUIDE:

Why Plan

When to Plan

Planning Stages

o Perform a SWQOT analysis
o Market Selection

o Plan to make it happen
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Why Plan?

Once you've decided to sell your products abroad, you’ll need to develop an export plan.

The export plan should be an extension of your company’s business plan, and concentrate
on the conditions in your chosen market.

A proper planning will ensure that your company:

1.

A

Detects weaknesses and strengths in the business before begin to exporting
Recognizes market competition.

Gathers well-researched and accurate information.

Set clear export objectives, and a timeline for achieving them.

Set the capitals.

aogalsl
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When to Plan

* We recommend you draft your first export plan at the point when you decide you want to get
into exporting.

* A planis not automatically a key to export success, but it is one of the basics of success.

e Other success issues include:

Market and buyer focus.

Proper market choice.

Good customer management.

Readiness to commit capitals.

Existing quality control - product and systems.

SRR R e

Adaptability to export market needs.
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Checklist

A sound export strategy will help you in dealing with bankers, financial advisers
and government agencies. It will ensure you grow within your capability -
and not stretch resources.

Make sure your domestic and international marketing activities are aligned.
Recognize your competitive strengths and provide for weaknesses.

Create your export strategy with quantifiable objectives.

Develop basic scenarios to test how your company will respond to change.
Keep it brief - but keep it current.

Seek out others to review your strategy.

aogalsl
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Creating an Export Business Plan
Step 1: Perform a SWOT analysis

e To initiate your own SWOQOT analysis, begin by making a title for each set - ‘Strengths’, “Weaknesses),

‘Opportunities’, and ‘Threats’. Under each of these, write a list of five related features of your business
and outside market situation. Strengths and weaknesses apply to in-house aspects of your business;
opportunities and threats relate to outer research.

The internal analysis of your business (strengths and weaknesses) should include:

Products range
Market share

Staff relevant skills
Production capability
Borrowed funds

Your final analysis should help you develop short and long term business goals and action plans,
and help guide your market selection process.
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[.] Creating an Export Business Plan
Step 2: Conduct an Industry Analysis

. Once you have examined the status of your own company, the next area for consideration
. is your overall industry. How is it currently involved in the global marketplace?
m This industry review will enable you to capture the key aspects of your industry that

\ will affect your exporting decisions.
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|dentifying your product HS Code

What is the Harmonized System HS?

* The harmonized system is a worldwide arrangement method in which the same 6-digit
number is assigned to a good regardless of its origin or the language

in which it is defined.

401 | Fdol |

. * The harmonized system consists of 22 sections, divided into 97 chapters.

. * There are approximately 8,400 10-digit numbers
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Breakdown of the harmonized system

| am looking for the HS number for an inkjet printer that | want to export with the rest of a
system. The number that | am looking for is 8471.49.3400

« 84 This 2-digit number represents the chapter in which the commodity is classified

» Chapter 84 is titled "nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof"

« 8471 This 4-digit number represents the heading in that chapter

* Heading 8471 is titled "automatic data processing machines and units thereof; magnetic
or optical readers, machines etc..."

« 847149 This 6-digit number represents the sub-heading of the previous number

» Sub-heading 847149 is titled "other exported in the form of systems: digital
processing units entered with the rest of a system

aogalsl
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. Step 2A Worksheet:
- Find export data available on your industry

« Researching your industry is easier than ever before.
« Check out Export.gov to explore sector reports for your industry.

« Record at least three key findings about your industry’s exporting potential or
current exporting status that could impact your exporting decisions:

W
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. Step 2B Worksheet:
- Research how competitive your industry is in the global markets.

* There are several sources for obtaining information about your potential competition
in international exporting. i.e. Trade Map

 Document up to three findings about your competition:
1.
2.
3.

* What do you estimate could be the projected sales for similar products in your chosen
international markets for the coming year? Please explain.
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Step 2C Worksheet:
Assess your industry’s international growth potential.

e List up to three findings about your industry’s growth potential:
1.
2.
3.

* What might these findings lead you to believe about your own company’s international growth
potential?

* What do these findings reveal about potential barriers to growth or market entry?

o Jasl- dbgaze Feaxll puar
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Creating an Export Business Plan
Step 3: Products with Export Potential

List those of your company’s products/services that you believe have export potential.
List the strengths and weaknesses of each of them. In addition, document why you
believe each product will be successful in the international marketplace. At this stage,
the reasons should be based on your current knowledge.

Based on the Reasons for Potential Export Success, decide whether you believe that
one or more of your products/services might have exporting potential.

o Jesl- dbgasa Ggbdl puax
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Creating an Export Business Plan
Step 4: Matching Your Product/Service with a Global Trend

Now that you have identified products/services with export potential, the next step is to identify
the most profitable foreign markets for those products. This entails:

1. gathering foreign market research, i.e. Trade Map
2. ldentifying Countries with the Largest and Fastest-Growing Markets for Your Product

Neighboring Countries can be good first choices for new-to-export companies for logistical reasons.
In addition, Egypt has free trade agreements with several countries/regions; these agreements can have
significant impact on small businesses doing business abroad.

3. Determining the Most Penetrable Markets

Once you have defined and narrowed your search to a few prospective foreign markets for your product,
you will need to examine them in detail. List the top three markets that your research has shown
to be most penetrable for your product, and continue to explore them in depth.

aogalsl
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Worksheet for Foreign Market Research

1. Classify your product by the HS-Code
2. Find countries with the best-suited markets for your product
3. Determine which foreign markets will be the easiest to penetrate

 |n each case, consider: How does the quality of your product or service compare
with that
of goods already available in your target foreign markets?

401 | Fdol |

« |s your price competitive in the markets you are considering? Yes No

. « Who could your major customers be? O O

4. Define and narrow down those export markets you intend to pursue
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Creating an Export Business Plan
Step 5: Short- and Long-term Goals

Phase A: Define short-term goals.

A-1 Make a preliminary list of required steps to prepare for exporting: Select one
or two target markets. Research and list product standards and certification
requirements. Outline product modifications needed to get product export

ready. MASERRLR.
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A-2. Based upon this list, what are your two-year goals for your
international business products/services? For example: Modify product for
metric definition; expand international opportunities from initial

penetration of a market to other similar markets.

aogalsl
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Phase B: Define long-term goals.

What are your long-term goals for your business in the next five years? For
example: Increase export sales by % annually or % market share or %

profitability or return on assets.
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Phase C: Develop an action plan with timelines to reach your short-term goals.

Maxt Slaps Tirmed e e
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Creating an Export Business Plan
Step 6: Defining Your Marketing Strategy

Phase 1: Consider your overall business approach

What msourcas am avalable to develop the market?

Describe any previous export experienca and axpartisa,

Cutline the businass conditions in the selectad markets.

o Jesl- dbgasa Ggbdl puax
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Phase 2: Define your international pricing approach.

Howe do wou cakculate tha landad {in country) price for esch product?

VWihat factors hawve yvoul oorsideraed in satting pricesT?

VWihich products’ =akbs am vary sonsitive 1o prica charmges?

Howe important is pricing in yvour owarall markaeting strategy?

WVilhiat arne yvour discount policiesy

Vilhiat tarms of sakb am bast for your ecport product™?

aogalsl
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Step 3: Define your promotional approach.

Whiat advertising materials will vou usa™

What trade shows or trade missions will yvou participata in, if army?

Whiat time of yaar and how often wil foreign travel ba mada to customer marketsy

aogalsl
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Step 4: Define customer services.
Include aspects such as in country technical training and after sales service.

Wihiat spaecial customar sandcas do youl offer?

Wihiat tyioes of payrmant options oo you offary

Howe do youa hamndlae mamchandisa that customars ratum'?

Wihiat are your imn-countny technical tranming naeds?

Howe wiill aftar-sales samdca e handlkad?
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STRUCTURING EXPORT SALES
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IN THIS GUIDE:

* MARKET ENTRY

* HOW YOU WILL SELL YOUR PRODUCT OR SERVICE IN YOUR TARGET MARKET?

* TYPES OF CHANNEL PARTNERS

* FINDING A CHANNEL PARTNER
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Introduction

 Companies operating in international markets have to deal with the mixture
of governing systems and communicate in the local language, understand national

behaviors and adapt to the style of local administration.

* Exporters need to gain a better understanding of the regulatory environment

in order to adapt to the emerging threats and opportunities.

* |n this section Purchasing Agents, Foreign Sales Representatives, Foreign Distributors,

Subsidiaries and Joint Ventures are explained.

aogalsl
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WHAT ASPECTS IN ORGANIZING EXPORT SALES

What companiass, agents or distributors have purchasasd simillar products?

o Jasl- dbgaze Feaxll puar

Joc!



401 1 Fdol | rdol |

Direct OR Indirect?

With the direct method, you will expand your business plan to add exporting
as a new activity, and acquire expertise and staff to implement the plan.
This would include:

e |ocating foreign buyers

* Getting the product and labeling ready

* Making shipping arrangements

* [nvoicing

However, for many small businesses, direct exporting can be beyond the scope

of in-house capabilities. If this is the case with your business, consider indirect
exporting through an export intermediary.

aogalsl
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Direct exporting can be achieved with the help of:

* Agent

An agent is employed by you to represent your company in the local market.
They are generally paid through sales commissions.

e Distributor

A distributor buys product from you and on-sells it to their customers, adding a margin
or setting their own price. They will import and hold stock of your product, and may
provide after-sales service for customers.

e Retailer
e Direct End-User
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Indirect Exporting is simpler than direct exporting because it entails neither special
expertise nor large cash expenses. Surrounded by the exporters accessible are:

(1) Manufacturers’ export agents, who sell for the manufacturer.

(2) Export commission agents, who buy for their in a foreign country customers.

(3) Export merchants, who purchase and sell for their own account.

Indirect exports, however, pay a price for such service:

(1) They will pay a commission to middle-men exporters.

(2) Overseas business can be lost if exporters decide to change their sources of supply.

(3) And companies gain little experience from these transactions. This is why much
organization that initiates in this manner normally shifting to direct exporting.
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How does the relationship work? Agent Distributor

You control your product's price and terms of sale in market. Yes No

You can control which customers your Channel Partner sells to - they are Yes No

effectively 'your' customers.

You can exert close control over the marketing and branding your Yes Depends on the

Channel Partner uses, relationship and
agreement

The Channel Partner carries the risk of any unsold stock. No Yes

You'll pay your Partner via a performance linked commission. Yes No - although bonuses
may be agreed

Your partner will get compensation from you if yvour agreement with them is Yes No — but payment is

terminated or expires. sometimes offered as an
‘exit package'

Your partner will have a relatively high risk of competition law issues. No Yes

You'll have a relatively simple tax position for income you get from your No Yes

Partner.

Your Partner will directly take title to your goods before they reach the No Yes

end customer.

If the end customer doesn't pay their bill, you, not yvour Channel Partner, Yes No

carry the risk.
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SELECTING AND QUALIFYING CHANNEL PARTNERS

How do | work out the best match?

* In order to make a decision about who to partner with in your chosen market,

you need to have firm criteria in place to assess their suitability.

* This will ultimately help you to make an objective and rational decision that is right

for your business.

* Take the time to think about the type of partner that you need and what you require

them to do.
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THINK ABOUT:
Their market reputation

How professional do they look?

Are they reliable payers?

How long have they been in business?

Do they understand the market structure?
What brands do they look after?

How well are their existing brands performing?
Do they have strong market presence?
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Sales

How big a percentage of their business will you represent - could it be too small
to hold their attention?

What capacity and resources do they have to drive sales? How will they do that?
Do they sell into the right channels? Can they reach your customer?

Does the sales team ‘understand’ your product?

How much would they be willing to invest in growing your product?

Culture

Do you feel comfortable with them?
Do they respect your values and you theirs?

aogalsl

J-o-<l

o Jesl- dbgasa Ggbdl puax WY



401 1 Fdol | rdol |

How do | compare all the candidates?

Once you have your criteria, you will need to apply a
weighting to each one, ranging from 3 (crucial), 2
(important), and 1 (favorable).

You will need to be able to assess a potential partner Yy
against these criteria, so it’s important to FINACIAL BACKGROUND S

determine what questions you need to ask of your partne WO /¢
: MARKETING RESCURCES /{5 n
you can do this.

ORGANISATION / Ao B
GENERAL STANDING

) ) ) COMMITMENT )
As you interview each potential partner, use an o

. . . COMMUNICATION, 4
evaluation spreadsheet like our Partner Evaluation

COOPERATION & SOFT VALU
Tool to rank how well they meet your criteria. H @

The final result will show an overall score for each _
company that you have assessed - see the example here:
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HOW DO | CONDUCT APPRAISAL?

Basic information

* What is their turnover?

* How many employees do they have?

 What products do they handle?

Do they sell or represent any competing products?

* Are they a public company? Can you see their financial accounts?

 What s their credit record - do they pay their bills?
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Detailed information

What do their suppliers or bankers have to say?

Get references and talk to some of their existing customers to reference check and find
out what their experience has been like. See if you can also talk to their bank (with the
channel partner’s permission).

What is their English language capability?

Find out if the CEO or owner speaks English and how many employees have English
language skills

How skilled are their sales staff?

Ask for copies of the sales staffs’ CVs. Do they have the technical expertise to sell your
product?

What is their logistics capability?

Find out if they have their own warehouse, sales fulfilment and logistics systems

What are their normal payment terms?

aogalsl
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APPOINTING A CHANNEL PARTNER

When you appoint a channel partner you are generally entering into a legally binding
agreement.

It is imperative at this stage that you have developed a strong relationship with the owner
and/or CEQ, and key decision makers. You also need to set clear expectations about how
you want the relationship to work, including:

A transparent relationship

Active management

Agreed sales and marketing support

Clear performance expectations (KPIs)

Clear exclusivity and market segmentation

A defined territory that the agreement will cover
Ownership and protection of IP

aogalsl
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A clear arrangement for stock and sample holding

Payment terms

The duration of the agreement - when it starts and ends

Clear arrangements for setting and controlling the sales price

Commission and margins

Reporting - including sales, warranty claims, losses and wastage, product expiry
dates, forecasts, consumer trends and insights, etc.

Dispute resolution - including processes for arbitration

Termination processes - including reasons for termination, arrangements for
repurchase of stock, settlement of outstanding payments, notice of termination
and each party’s responsibilities.
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DOCUMENT YOUR AGREEMENT IN WRITING

If your product requires registration in the marketplace, understand:
 Whether registration is tied to you or the distributor.

* Whetheritis transferable.

 Whether more than one entity can hold the registration at the same time.
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EXCLUSIVITY

Distributors may often ask for sole and exclusive rights for a large territory.
If possible, roll out territory gradually, based on your distributor’s ability to prove
their sales power in smaller areas.

Give distributors a chance to earn exclusivity over time based on their performance,
measured against certain criteria to determine success.

For example, if the distributor’s purchases reach a certain level by a certain time,
they can have the exclusivity.

Remember that it’s much easier to give exclusivity than to take it away.
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IN THIS GUIDE:

HANDLING EXPORT INQUIRIES
DOCUMENTATION PROCESS
FREIGHT FORWARDER PREPARATION

MINIMIZING EXPORTERS” COMMON MISTAKES
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Once your firm begins to receive sales inquiries,
what happens next?

Many exporters begin receiving international orders by proposal, but process and ship the orders by
default. The person processing the transaction is given the order and instructed to "please handle this
best you can" or "here’s a previous file, just follow that". The following profile of an export order
identifies the steps

that are important to smooth, error free delivery of the product to your customer.

An order for international customer is more complex because both buyer and seller operate under
different culture, time zones, and legal structure.

It is necessary to consider your country’s export regulations as well as the regulations of the importing
country when preparing documentation for shipment and then collecting your payment.

The following schematic identifies some of the major steps in the exporting process from quote
to shipment along with deadlines that are imposed by the external forces of regulations and delivery
dates to your transportation partners.
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1. The Export order process begins with a request for a quote:

To Seller
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2. Customer Credit Worthiness *

Credit applications are well worth developing for international customers and vendors.
The application can provide information critical to the smooth delivery of goods

and exchange of funds.

Existing Customer - Credit Check

1. Status of line of Credit
2. Previous Payment Status
3. Country Risk

4. Currency Risk
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Potential Customer - Conduct an Analysis

1. Country Risk

Currency Risk

Completed Credit Application
Company Policy for order size, destination,
etc.

5. Obtain Credit Report

Your Banker

Dun & Bradstreet
Commercial Representation
Trade Association

NACM

Others

B W N

O O O O O O
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3. Risk Assessment

Based on the credit application, reports, country risk assessment, then the seller
and buyer will proceed to the next step

*The National association of Credit Managers’ website profiles several countries
each week

around the world at www.nacm.org. Foreign credit & International Business or FCIB.
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4. Country Contro—seller’s and Buyer’s Country

@M Mmoo ® >

A. Exporters Check

Table of Denied Persons
Specially Designated Nationals
Entity List

Disqualified Parties

Unverified List

Export Licensing

. Reject Language Restrictions

mm o O W >E

B. Importers Check

Import Licenses

Visas or Permits

Documents & Statements
Government Required Inspections
Certifications

Packaging & Fumigation
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—

Seller Prepares Quotes, Itemizing:

Seller’s Address—and_,Buyer's Address

Shipment: Origin—and—Destination

Harmonized Tariff Schedule (HTS) Number to 6 digits, as needed
Product Description

Unit Price

Number of Units

Payment method—and—Currency of Transaction
INCOTERMS*Trade Terms

Estimated weight—=eube in metric and standards

Country of Origin of the Goods

o Jasl- dbgaze Feaxll puar
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The cost to itemized in the final quote might include:

Banking and
Finandal Systems

Terminal

Export Packing fee Fees

Forwarder's Delivery
Charges
Fees
Freight Charges
A Air
h"‘"“' Ocean
surance .
Consultant Rail
Marine Fees Trucking
Insurance
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6.
Decide who pays these costs—Seller or Buyer, Decision-Making Factors Include:

Shipping and Handling Expenses

Standard in the market
Customer Services to the buyer
Competitive Advantage

Mode of Transportation
Incoterm Selected

Other

aogalsl

J-o<l

L ALY A AT Y



401 1 Fdol | rdol |

Quote & Order Process

Seller Send Cover Letter, Quote, Literature Sent to Buyer
Buyer Submits Purchase Order (PO)
Seller Receive PO or Letter of Credit (L/C)

Seller Verifies PO or L/C Matches Quote

Seller inputs the order, Confirm Receipt of PO or L/C

Seller Manufactures, then Export Packs Product (s)

Seller Ships Based on Terms of Agreements, L/C or PO Documents

o Jesl- dbgasa Ggbdl puax

aogalsl

J-o-cl



401 1 Fdol | rdol |

8. Seller Prepares Documents prior to shipment from their facility including:

Commercial Invoice
Certificate of Origin
Packing List

Domestic Bill of Lading
Delivery Instructions

Shipper’s Letter of Instruction (SLI)

o Jesl- dbgasa Ggbdl puax
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9. Either the Export or the Freight Forwarder will prepare the Paper Shipper’s
Export Declaration or Electronically in Census” Automated Export System

It must be filed prior to departure from the country’s port, whether by truck, rail, plan or vessel
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10. Freight Forwarder will usually prepare:

Dock Receipt submitted to the ocean carrier or prior to delivery of ocean-going cargo.
Insurance Certificate prepared prior to departure of cargo from exporter’s facility
generally when the trade term is CIF or CIP.

Air Waybill or Ocean Bill of Lading signed and dated on board once the cargo has
loaded the plane or Vessel by the freight forwarder or ocean carrier representative.
Additional Documents as needed or required by the buyer whether it’s for customs

clearance or banking Under Documentary Collection or Letter of Credit.

aogalsl
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11. Seller or Freight Forwarder Delivers Documents

In typical transactions, the following steps are followed. The seller and the international

forwarder will decide who to send documents to by reviewing the payment method used.

1.Seller
Screens
Customer,
Prepares
Goods for
Customer,
Ships
goods

& prepares
documents

A. If Paymentis
CASH IN ADVANCE OR OPEN ACCOUNT

SELLER SENDS DOCUMENTS TO THE BUYER OR THEIR DESIGNATED AGENT DIRECTLY

 —

2.

Forwarder In Buyer’s Country
Arranges —> 3. Buyer’s Freight Forwarder,
Shipment & \: Or

Completes 4. Buyer’s Broker, Or
documents 5. Buyer

6. DOCUMENTS ARE THEN SENT TO:

6.a. The Carrier and
6.b. Customs Clearance at
Destination

L* 7. Goods Available

Buyer at Carrier’s
aogalsl
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1. Seller
Screens
customer’
Prepares
Goods for
Customers,
Seller ships
Goods &
Prepares
Commercial
documents

2. 3. Bank-Seller’s ,
— Forwarder —_ Country Processes > ol IV
¥ v Country Processes
Arranges Documents & Documents
Shipment; Forwards Them " =

B. [F PAYMENT IS UNDER A
DOCUMENTARY COLLECTION OR A LETTER OF CREDIT
DOCUMENTS ARE SENT TO THE BUYER THROUGH BANKS;
THE BANK RELEASES DOCUMENTS UPON SETTLEMENT OF FUNDS OWED WITH
PAYMENT "AT SIGHT" OR PROMISE OF PAYMENT UNDER A "TIME DRAFT"

\ SR /.’“@ :
. ES

-
-
-
-

Completes
Commercial
& transport
documents 6. Import Broker handles 5. Buyer Obtains
Customs Clearance Documents under
7. Customs Release Goods Terms of Collection or
8. Carrier Release Goods Letter of Credit

9. Goods Available to

St Buyer at Carrier’s
\ Facility
: J RS
— . | 9
L = .
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Steps to Minimize the Most Common Mistakes
that might occur to Exporters

Establish clearly defined goals and objectives.

Network with experienced exporters through associations, work with export assistance centers,
attend educational programs and use written resources to develop a comprehensive international
marketing plan.

If exporting is to be taken seriously by your firm’s employees, there should be commitment from
top management to support the development of comprehensive education and marketing plan
and implementation program for exporting.

Do your homework on your international trading partners: who are they, what are their plans,
including your freight forwarder, banker and distributor, and do they fit with yours?

Use a targeted market approach instead of the shotgun approach. Understand your market,
concentrate on that market and develop it for your products and services. There are differences
between our regulation and rules and those in the buyer’s country. The customer may request
modifications to meet the country’s requirements.

aogalsl
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Steps to Minimize the Most Common Mistakes
that might occur to Exporters

Balance supplying your domestic and your international customers. The international operation manager
or customer services person should not have to go out to the warehouse or manufacturing floor to "steal
product to fill an international order. This happens to the largest as well as well as to the smallest
companies. The international customer is often forgotten when the local market is booming.

Continuing the theme of being forgotten, do not forget your international customer when it comes to
your marketing campaigns. Not everything that works here will work in the international market,but
consider using some of those ideas in other markets with advice from your trading partners.

Use the language of the buyer in labels, instructions, and warranty or service information since
not everyone will understand English that uses the product.

Examine options when establishing a presence in a new market. Take a look at some of the options
including joint venture, foreign distributors and export management companies.
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Key Points:

All international transactions are conducted according to the terms and conditions
negotiated between you and your buyer.

By negotiating terms you secure the deal, minimize risks and protect your company in case
of possible trade disputes, claims and/or legal actions.

Usually terms of trade are stipulated in the trade contract and clearly indicate your and
the buyer’s responsibilities.

An export contract should deal with concerns that arise in sales between countries, for
example, currency of payment and choice of law in case of dispute.

A contract for the sale of merchandise to another country defines not only your
relationship that both you and your purchaser, but also sets the relationship that both you
and your purchasers have with your respective governments.

aogalsl
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What is a contract?

A contract occurs when two or more parties have agreed to have certain rights and

obligations in relation to each other.

The term contract encompasses both the physical documents reflecting the parties’
agreement as well as the legal relationship formed between the parties as a result of

their agreement.
A contract to sell goods would typically involve the seller promise to pay the buyer.

By making these mutual promises, both parties become legally obligated to each other

to perform those promises, or face consequences of failing to perform them.

aogalsl
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Points to consider in negotiating contracts and agreeing to contractual terms.

First,

A contract is formed when one party tenders an offer and the other provides its
acceptance of the offer.

An offer is an expression by one party that it will agree to certain definite terms,
provided that the other

party involved in the prospective transaction will likewise agree to the same terms.

The offertory may be the prospective seller or the buyer; that is, there can be an offer
to sell or an offer
to purchase.

To form a contract, the offer must be accepted by the other party’s agreement to its
terms.

aogalsl
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An offer becomes valid, and legally operative when:

* The offering party has mailed it.
* Addresses the right & obligation of both parties under proposed contract.

e States what the other party must do in exchange.
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Second,

keep in mind that offers may be revocable.

An offer can expire by its own terms after a set period of time, can be revoked before
being received by the potential acceptor, or can explicitly be revoked by the buyer or
seller who made the offer.

A revoked offer means no contract. Accepting an offer can only be made by the
person the offer was made to or the agent for that person.

The acceptance must indicate assent and, in general, be unconditional acceptance of
the offer.

An offer can be replied by extending a counteroffer, which is not an acceptance but
rather is, itself, an offer that may or may not be accepted by the other party.

A valid contract could be formed from the offer-counteroffer negotiation process.

aogalsl

J-o-<l

o dasl- dbgaze Boaxll iz WY



. The offer and acceptance can be exchanged in a variety of ways:

1. PURCHASE AGREEMENT to the seller of merchandise, setting forth a description of the
goods, the quantity and price, and such other details as delivery and financing. Such a
purchase agreement would be considered an offer to buy the goods in question, and

the prospective seller may accept, typically by sending a CONFIRMATION LETTER.

N

PRO FORMA INVOICE or QUOTATION SHEET , offering to sell goods and describing the
price, quantities, and other terms of sale. The prospective buyer’s acceptance of the

terms expressed in the seller’s document would constitute acceptance of the offer.

aogalsl
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Contracts should explicitly provide the following details:

wo N

12.

Names & places of business of the parties
Full description of the goods and their quantity

A fixed price or definitive formula for determining price (e.g., spot price for
metal products),
currency of payment, and method of payment

Terms of delivery and risk of loss under Incoterms 2000
Method of transportation

Coverage of warranties

Reasons for excusable non-performance

Limits on liability

Governing law, jurisdiction, and means of adjudicating disputes

. Scope of contract modification, termination, and assignment
. And If a seller’s or buyer’s broker is involved, the way in which the broker’s

compensation
is computed and the party responsible for paying the broker

In addition, an offer should include a date after which the offer is revoked

aogalsl
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Essential Terms

« Seller’s and Buyer’s Names

Check the name of your buyer’s company, especially when dealing with a foreign company
for the first time. Usually you would be able to do it online through the country business
register. Otherwise contact Egypt Commercial Representative Office in the buyer’s country
or the buyer’s country embassy locally.

Unit Price
Price stipulated in the contract must cover all expenses and risks as well as allow for the
profit. At the end of the day, you are trading to earn some money.

« Terms of Delivery (Incoterms)
Terms of Delivery must indicate the point of destination and should refer to the Incoterms.
For example, "FOB Port of Alexandria, Incoterms 2010".

aogalsl
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Essential Terms

Payment Terms

It is important to specify the terms of payment and payment procedure in detail as well
as to stipulate all documents necessary to be presented for the payment to occur.
Commonly, these details are specified in the appendix or supplement to the contract. In
this case, under Payment Terms you should include, for example, "Irrevocable Confirmed
Letter of Credit at sight in accordance with Supplement No. 1 hereto which is an integral
part of the present contract".

Delivery Date

| always recommend to indicate the delivery time as a reference to a certain date
stipulated in the contract. It may be the date of the contract, but more appropriate the
date of the receipt of the confirmation of the letter of credit. For example, "the goods
must be delivered no later than X days after the date of the receipt of the confirmation
of the letter of credit by the Seller."

aogalsl

J-o-c!

401 1 Fdol | rdol |

osdie Josl- dbgazo Gobl pnx



401 1 Fdol | rdol |

Additional Terms

Claim Clause

Example "Claims" clause

1. Any claim relating to either the quality or quantity of the goods delivered by the Seller to the Buyer in accordance
with the present contract must be submitted by the Buyer to the Seller no later than X days from the date of delivery
of the goods indicated in the transport document. All claims must be submitted in writing and include originals

of any documentation upon which the claim is based (including, but not limited to documentation issued

by independent inspectors, Chamber of Commerce, authorized Government agencies, etc.)

2. If the Buyer does not submit a claim in accordance with paragraph 1 within the time stipulated in paragraph 1,
then the Buyer is deemed to have received the correct quantity and quality of goods and the Buyer expressly waivers
any right to make a claim in relation to the quantity or quality of the delivered goods.

3. The amount of any claim made pursuant to paragraph 1 must not exceed the contract value of the claimed goods."
If the payment terms were agreed as a deferred payment you may enclose the following paragraph to the Claims clause.
4. Any claim in respect of quality or quantity of the goods being the subject of the present contract pursuant

to paragraph 1 does not entitle the Buyer to fully or partially reject payment of an Invoice rendered by the Seller

in accordance with the present contract in respect of the claimed goods.

aogalsl

J-o-<l

o dasl- dbgaze Boaxll iz WY



401 1 Fdol | rdol |

Arbitration Clause

The ICC International Court of Arbitration recommends that all parties wishing to have
recourse to ICC arbitration include the following standard clause in their contracts:

"All disputes arising out of or in connection with the present contract shall be finally
settled under the Rules of Arbitration of the International Chamber of Commerce by one
or more arbitrators appointed in accordance with the said Rules in the International Court
of Arbitration in Paris."

When dealing with non-English speaking buyers it is appropriate to specify the language of
the arbitration in the arbitration clause.

In addition to that it is recommend including the following:

"The decision made by the Court of Arbitration is final and binding upon all Parties."
Be aware that the law in some countries may lay down certain requirements in respect of
arbitration clauses. Always consult a lawyer before finalizing the arbitration clause.

aogalsl

J-o-<l

o dasl- dbgaze Boaxll iz WY



401 1 Fdol | rdol |

Force Majeure Clause

Force Majeure literally means "greater force". "Force Majeure" clauses excuse you or the
buyer from performing the contract obligations if the failure is caused by conditions
beyond your or the buyer’s control. "Force Majeure" clauses are usually applicable to
performance failures caused by:

1.
2. wars, riots or other major upheaval

3.

4. performance failures of parties outside the control of the contracting party

natural disasters or other "Acts Of God" (earthquakes, hurricanes, floods)

Government restrictions

(subcontractors, suppliers and/or carriers)

It is important to remember that "Force Majeure" clauses are intended to excuse a party
only if the failure
to perform could not be avoided by the exercise of due care by that party.
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Example "Force Majeure" Clause

Neither Party shall be liable or responsible for any failure or delay in performance under
the present Contract if such failure or delay is caused by Act of God, Government
restrictions (including the denial

or cancellation of any export or other necessary license), riots, civil commotions, wars,
insurrections and/or any other cause beyond the reasonable control of the Party whose
performance is affected.

The Party experiencing the difficulty to meet the obligations under the present contract
due to the causes beyond its control shall give the other Party prompt written notice,
with full details following

the occurrence of the cause relied upon. Dates by which performance obligations are
scheduled to be met will be extended for a period of time equal to the time lost due to
any delay so caused."
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Other Terms

1. The Import License, if required, is the Buyer’s responsibility. If the Buyer fails to
obtain the Import License within reasonable time, the Seller has the right to
terminate the present contract.

Under no circumstances will the Seller incur any losses caused by the Buyer’s failure
to obtain
the Import License.

2. Allamendments and supplements to the present contract are integral parts of the
present contract and become effective after signing by Parties.

3. After signing of the present contract all previous negotiations between Parties are
superseded.

4. Neither Party shall assign its rights and obligations under the present contract to a
third party without written consent of the other Party.

5. Cairo (Egypt) is considered to be the place of signing of the present contract."
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Other Important Issues

« Plain English
Always use clear, simple and straightforward language in your trade contracts. Avoid using

poetic and artistic expressions, idioms, slang and too many abbreviations. These will
confuse the buyer and can create misunderstandings.

« Different Date Formats

The date 2/3/02 is February 3, 2002, in some countries and it is March 2, 2002, in others.
This can create chaos for you and the buyer. Always write the month in words, instead of
numbers.

« Units of Measurement

A unit of measurement like the ton may refer to the metric ton (2204.6 Ibs or 1000 kg),
short ton (2000 lbs or 907 kg), or long ton (2240 lbs or 1016 kg). You must clearly
differentiate units of measurement to avoid problems.
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 Currency

Most international transactions are conducted in U.S. currency. If SUS is the currency of
your contract, you will lose money in the event of SAU/CND appreciation, and, on the
contrary, will receive extra money in the case of SAU/CND devaluation. 1-2% should be
added to the sum of contract to cover the exchange rates risks. To avoid these risks you
can also negotiate with the buyer to deal locally currency, instead of U.S. funds.

* Interpretation or Translation

Sometimes buyers may require signing a bi-lingual contract. In this case, the accuracy
of business translation

is crucial. Varied use of terminology in different countries can have an entirely different
meaning and cause costly disputes.

« Signing of the Contract

If the contract contains more than one page, it is recommended that you sign each
page separately and require your buyer to do the same.
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General business contracts terms and definitions glossary

Acceptance: the unconditional agreement to an offer. This creates the contract. Before
acceptance,

any offer can be withdrawn, but once accepted the contract is binding on both sides. Any
conditions have the effect of a counter offer that must be accepted by the other party.

Agent: somebody appointed to act on behalf of another person (known as the principal).
The amount of authority to deal that the agent has is subject to agreement between the
principal and the agent. However, unless told otherwise, third parties can assume the agent
has full powers to deal.

Arbitration: using an independent third party to settle disputes without going to court.
The third party acting as arbitrator must be agreed by both sides. Contracts often include
arbitration clauses nominating an arbitrator in advance.

Breach of contract: failure by one party to a contract to uphold their part of the deal.
A breach of contract will make the whole contract void and can lead to damages being
awarded against the party which is in breach.
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Collective agreement: term used for agreements made between employees and
employers, usually involving trade unions. They often cover more than one organization.
Although these can be seen

as contracts, they are governed by employment law, not contract law.

Comfort letters: documents issued to back up an agreement but which do not have any
contractual standing. They are often issued by a parent or associate company stating that
the group will back up the position of a small company to improve its trading position.
They always state that they

are not intended to be legally binding. Also known as letters of comfort.

Company seal: an embossing press used to indicate the official signature of a company
when accompanied by the signatures of two officers of the company. Since 1989 it has
been possible for a company to indicate its agreement without use of the seal, by two
signatures (directors or company secretary) plus a formal declaration. However, some
companies still prefer to use a seal and the articles of a company can override the law and
require a seal to be used.
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Conditions: major terms in a contract. Conditions are the basis of any contract and if one
of them fails or is broken, the contract is breached. These are in contrast to warranties, the
other type of contract term, which are less important and will not usually lead to the
breach of the contract - but rather an adjustment in price or a payment of damages.
Confidentiality agreement: an agreement made to protect confidential information if it has
to be disclosed to another party. This often happens during negotiations for a larger
contract, when the parties may need to divulge information about their operations to each
other. In this situation, the confidentiality agreement forms a binding contract not to pass
on that information whether or not the actual contract

is ever signed. Also known as a non-disclosure agreement.

Consideration: in a contract each side must give some consideration to the other. Often
referred to as the quid pro quo - see the Latin terms below. Usually this is the price paid by
one side and the goods supplied by the other. But it can be anything of value to the other
party, and can be negative - e.g someone promising not to exercise a right of access over
somebody else's land in return for a payment would be a valid contract, even if there was
no intention of ever using the right anyway.

o Jasl- dbgaze Feaxll puar
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Consumer: a person who buys goods or services but not as part of their business.

A company can be a consumer for contracts not related to its business - especially for
goods

or services it buys for its employees. Charities are also treated as consumers.

Due diligence: the formal process of investigating the background of a business,
either prior to buying it, or as another party in a major contract. It is used to ensure
that there are no hidden details that could affect the deal.

Exclusion clauses: clauses in a contract that are intended to exclude one party from
liability if a stated circumstance happens. They are types of exemption clauses. The
courts tend to interpret them strictly and, where possible, in favor of the party that
did not write them. In customer dealings, exclusion clauses are governed by
regulations that render most of them ineffective but note that these regulations
do not cover you in business dealings.
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Exemption clauses: clauses in a contract that try to restrict the liability of the party
that writes them. These are split into exclusion clauses that try to exclude liability
completely for specified outcomes, and limitation clauses that try to set a maximum
on the amount of damages the party may have

to pay if there is a failure of some part of the contract. Exemption clauses are
regulated very strictly

in consumer dealings but these don't apply for those who deal in the course of their
business.

Express terms: the terms actually stated in the contract. These can be the written
terms, or verbal ones agreed before or at the time the contract is made. (see implied
terms)

Franchising: commercial agreements that allow one business to deal in a product or
service controlled by another. For example, most car manufacturers give franchises to
sell their cars to local garages,

who then operate using the manufacturer's brand.
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Going concern: accounting idea that a business should be valued on the basis that
it will be continuing

to trade and able to use its assets for their intended purpose. The alternative is a
break-up basis, which sets values according to what the assets could be sold for
immediately - often much less than their value if they were kept in use.

Implied terms: are terms and clauses that are implied in a contract by law or
custom and practice without actually being mentioned by any party. Terms implied
by custom and practice can always be overridden by express terms, but some terms
implied by law cannot be overridden, particularly those relating

to consumers (see exemption clauses).

Incorporate: inclusion in, or adoption of, some term or condition as part of the
contract. It differs from its company law definition where it refers to the legal act of
creating a company.
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Injunction: a remedy sometimes awarded by the court that stops some action being
taken. It can be used to stop another party doing something against the terms of the
contract. Injunctions

are at the court's discretion and a judge may refuse to give one and award damages
instead - see the finance contract terms below.

Joint and several liability: where parties act together in a contract as partners they have
joint and several liability. In addition to all the partners being responsible together, each
partner is also liable individually for the entire contract - so a creditor could recover a
whole debt from any one of them individually, leaving that person to recover their
shares from the rest of the partners.

Joint venture: an agreement between two or more independent businesses in a
business enterprise,

in which they will share the costs, management, profits or benefits arising from the
venture.

The exact shares and responsibilities will be set out in a Joint Venture Agreement.
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Jurisdiction: a jurisdiction clause sets out the country or state whose laws will
govern the contract and where any legal action must take place. Don't forget that
England and Scotland have different legal codes, and this may need to be specified.

Liability: a person or business deemed liable is subject to a legal obligation. A
person/business

who commits a wrong or breaks a contract or trust is said to be liable or
responsible for it.

Limited liability: usually refers to limited companies where the owners' liability to
pay the debts

of the company is limited to the value of their shares. It can also apply to contracts
where a valid limitation clause has been included in the terms.
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Liquidation: the formal breaking up of a company or partnership by realizing (selling
or transferring to pay a debt) the assets of the business. This usually happens when
the business is insolvent, but a solvent business can be liquidated if it no longer
wishes to continue trading for whatever reason.

Misrepresentation: where one party to a contract makes a false statement of fact to
the other which that other person relies on. Where there has been a
misrepresentation then the party who received the false statement can get damages
for their loss. The remedy of rescission (putting things back to how they were before
the contract began) is sometimes available, but where it is not possible or too
difficult the court can award damages instead.

Non-executive director: a director who does not work directly for a company but
advises the other directors. Non-executive directors have the full powers and
authority of any other director and can bind the company to any contract.
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Offer: an offer to contract must be made with the intention to create, if accepted, a
legal relationship.

It must be capable of being accepted (not containing any impossible conditions), must
also be complete (not requiring more information to define the offer) and not merely
advertising.

Parent company: where one company owns more than 50 per cent of the voting rights
of another company it is the parent of that company which in turn becomes its
subsidiary. It can also occur where the parent has less than 50 per cent but can control
the board of directors of the subsidiary:

that is, it has the power to appoint and remove directors without referring to other
shareholders.

Partnership: when two or more people or organizations join together to carry on a
business.
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Proxy: a person who acts on behalf of another for a specific purpose, or the form
used to make such an appointment. In a company a shareholder can appoint a proxy

to attend a meeting and vote on their behalf.

Quorum: the minimum number of people needed at a meeting for it to proceed and

make any decisions.

Ratification: giving authority to an act that has already been done. A company
general meeting resolution can ratify an act previously done by the directors; or a
principal can choose to ratify the act of an agent that was beyond the specified

power of the agent.
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Registered Office: the official address of the company as stated on the register at
Companies House.

Any documents delivered to this address are considered to be legally served on
the company.

Repudiation: has two meanings in contract law. The first is where a party refuses
to comply with a contract and this amounts to a breach of contract. The second is
where a contract was made by a minor

(person under the age of 18) who then repudiates it at or shortly after the age of
18. Then the repudiation voids the contract rather than causing a breach of
contract.

Restrictive covenant: is often included in long-term contracts and contracts of
employment to stop the parties working with competitors during the period of
the agreement and for some time thereafter.

However, unless carefully written the courts will see them as being a restraint of
trade and not enforce them.
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Service contract: directors and officers of a company are usually given service
contracts that are different to a contract of service or employment contract. This is
because directors and officers are not always employees and the effect of
employment law is different.

Shareholders' agreement: an agreement between all of the shareholders about
how the company should be run and the application of the rights of the
shareholders. This acts as a contract between

the shareholders. The company itself is not bound by it, as it is not a party to the
agreement.

Subject to contract: words used on documents exchanged by parties during
contract negotiations.

They denote that the document is not an offer or acceptance and negotiations are
ongoing. Often the expression without prejudice is used when subject to contract is
meant.
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Trademark: a registered name or logo that is protected by law. Trademarks must be
granted through the Patent Office.

Underwriter: a person who signs as party to a contract. Now usually only applied to
insurance contracts where the underwriters are those who agree to bear all or part
of the risk in return

for the premium payments. Underwriters at Lloyd's of London are also known as
names.

Unfair terms: some terms are made unfair by legislation and will not be enforced by
the courts

and may even be interpreted against the person who included them in the contract.
The legislation mainly protects consumers, but can also apply where there is a
business-to-business contract in which one party is significantly more powerful than
the other.
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Void: a void contract is one that cannot be performed or completed at all. A void
contract is void

from the beginning and the normal remedy, if possible, is to put things back to where
they were

before the contract. Contracts are void where one party lacks the capacity to perform
the contracted task, it is based on a mistake, or it is illegal.

Warranties: promises made in a contract, but which are less than a condition. Failure
of a warranty results in liability to pay damages (see the financial terms below) but
will not be a breach of contract unlike failure of a condition, which does breach the
contract.

Without prejudice: a term used by solicitors in negotiations over disputes where an
offer is made in an attempt to avoid going to court. If the case does go to court no
offer or facts stated to be without prejudice can be disclosed as evidence. Often
misused by businesses during negotiations when they actually mean subject to
contract.
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INCOTERMS: International Commercial TERMS

"INCOTERMS define the mutual obligations of seller and buyer arising from the
movement of goods under an international contract from the standpoint of risks,

costs and documents”

UNCTAD, 1990
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Why are they Important?

 Reduce the uncertainty caused by trade practices in different countries.
* Simplify the negotiations involved in international commerce.

* Ensure common understanding of obligations

o Jasl- dbgaze Feaxll puar

aogalsl

J-o<l
Ui

L ALY A AT Y



401 1 Fdol | rdol |

Purpose

Simplify some terms of an international sales agreement
What do Incoterms not do?

— Take the place of a sales agreement or terms and conditions
— Supply all terms for an international sale
- Not for service contracts

Do not determine transfer of title
Do not determine breach of contract or remedies

Do not protect parties from their own risk of loss

Do not cover goods before or after delivery
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Purpose

Apply to contract of sale
— Not contract of carriage
— Not contract of insurance
— Not documents related to financing

— Even if those documents and the Incoterm Rule chosen have

some implications for one another
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Purpose

Terms covered by Incoterms

Warehousing

Packing and loading

Inland freight

Terminal charges

Freight forwarder’s fees
Ocean/air freight

Duty, taxes, & customs clearance
Delivery

Security Clearances (new to 2010)
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The Steps of Global Logistics

 adilE

Loading

Packing

& .,'
am®a’n
EEEEEN
EEEEEE
EREEEN

11

Unloading

)

3

Customs Clearance

Transportation

i
&o O

am |0

Final

for Export
4
‘ Handling
o Outbound
Preliminary
5
-~ 6
T ap—
Insurance
Main
Customs International
Clearance Transportation |7
Duties
> 8 J
Handling s
Inbound e

Transportation

=

o Jasl- dbgaze Feaxll puar

J-o-<!



401 1 Fdol | rdol |

Abbreviation (...named location)

Acronym dictates mode and where the lines are drawn

Export Import
Clearance Clearance BUYER

SELLER

=

PRE -CARRIAGE

Seller’s Risk

Seller’s

Cost

MAIN CARRIAGE
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Rules for any mode of transport

Ex Works (EXW)

« Free Carrier (FCA)

« Carriage Paid To (CPT)

« Carriage and Insurance Paid To (CIP)
« Delivered at Terminal (DAT)

« Delivered at Place (DAP)

« Delivered Duty Paid (DDP)
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EXW (named place)

Under EX Work, the seller minimizes his risk by only making the goods
available at his own premises.

|
SELLER E)I(epa? r;tn ce CTe%?*gtnce BUYER

MAIN CARRIAGE

Seller’s Cost
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\ Ex Works

* Seller delivers when it places the goods at the disposal of buyer at the seller’s

premises or another named place (i.e. works, factory, warehouse, etc.).

* Seller does not need to load the goods on any collecting vehicle, nor does it need

to clear the goods for export, where such clearance is applicable.
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Ex Works

* Fewest up front requirements for seller

 Example: "Ex works [factory] Wheeling, WV, U.S.A. (Incoterms 2010)"
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Ex Works

Notes
Seller has no obligation to load goods, even if better-suited to do so
* |fseller does load goods, it does so at buyer’s expense and risk

e Better-suited to domestic transport (no obligation that seller clear goods for export

-only provide assistance if necessary at buyer’s expense and risk)

* Buyer bears all risk of loss from time seller places goods at buyer’s disposal
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FCA (...named place)

Seller

e Clears export customs

e Delivers goods to carrier
e Evidence of delivery

|
(EZ)I<epaO rg[n ce CTe%?gtnce BUYER

MAIN CARRIAGE

Buyer

e Nominates carrier
Seller’s Cost e Contracts carriage
e Pays freight

Jocl
JA

L ALY A AT Y

401 1 Fdol | rdol |

o Jasl- dbgaze Feaxll puar



FCA

Free Carrier

Seller delivers the goods to the carrier or another person nominated by the buyer

at the seller’s premises or another named place.

The parties are well advised to specify as clearly as possible the point within

the named place of delivery, as the risk passes to the buyer at that point.
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* Seller does clear goods for export; import formalities are buyer’s responsibility

e Seller may contract for carriage at buyer’s expense and risk
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FCA
Seller’s delivery options

If the named place is seller’s premises: seller must load goods onto buyer’s means

of transport

If the named place is any other place: seller must place the goods at buyer’s

(or his carrier’s disposal) on seller’s mode of transport (ready for unloading)
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FCA

Improvements over Ex Works

* Seller clears goods for export

* Can be used to require seller to load goods, when seller is in a better position to do so
But...

* Buyer may have little idea what delivery at seller’s factory means

* Buyer has costs in addition to sales price that must calculated

* Seller has no control over carrier, insurance, etc.
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CPT

Carriage Paid To

* Seller delivers the goods to the carrier or another person nominated by the seller
at an agreed place (if any place is agreed between the parties) and the seller
must contract for and pay the costs of carriage necessary to bring the goods

to the named place of destination.
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\ CPT

JENE/sJENE

e 2 points of importance

— Place of delivery of goods to carrier

* Seller’s delivery obligation is complete

e Risk of loss passes

— Place of destination

* Seller contracts for and pays for carriage to the place of destination
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CPT

An Example:

Contract says seller is to deliver goods to shipping warehouse in Charleston, WV.
Terms of sale are "CPT buyer’s facility, 24 Waffle Place, #1, Singapore 048621

(Incoterms 2010)."

Delivery obligation is fulfilled when seller delivers to the shipping facility in
Charleston.Risk of loss passes at the moment the goods are handed over to the

carrier in Charleston.

But seller pays for carriage to Singapore.
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CPT

Notes

e Seller clears goods for export and pays for transport through any country necessary

to delivery

e Seller has no obligation to pay for insurance but must provide buyer information

to buy insurance at buyer’s risk and expense
* Buyer obtains import licenses and carries out customs formalities

* Seller pays for both loading and unloading if covered by contract of carriage
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CPT(...named Place of delivery of goods to carrier)

SELLER

ClGarance

Import
Clearance

Seller’s Cost

MAIN CARRIAGE
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CIP

Carriage and Insurance Paid To

* Seller delivers the goods to the carrier or another person nominated by the seller
at an agreed place (if any such place is agreed between the parties); seller must
contract for and pay the costs of carriage necessary to bring the goods

to the named place of destination.
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CIP

Notes

e Like CPT but with the additional requirement that seller pay for insurance

to the named destination

* |nsurance requirement is minimum cover (institute cargo clause c) in the amount

of contract price plus 10% from point of delivery to point of destination

* Buyer may pay for additional coverage (institute cargo clauses a or b); seller must

provide the information necessary to allow buyer to do so
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CIP (...named port of destination)

Export Import

SELLE Cleparance . CIe%rance BUYE
PRE-CARRIAGE MAIN CARRIAGE ON-CARRIAGE

Seller’s Risk

Seller’s Cost + Insurance

aogalsl

J-o-<l

o dasl- dbgaze Boaxll iz W

401 1 Fdol | rdol |



401 1 Fdol | rdol |

DAT

Delivered at Terminal

Seller delivers when the goods, once unloaded from the arriving means of
transport, are placed at the disposal of the buyer at a named terminal at the

named port or place of destination.

"Terminal" includes any place, whether covered or not, such as a quay,

warehouse, container yard or road, rail or air cargo terminal.

The seller bears all risks involved in bringing the goods to and unloading them

at the terminal at the named port or place of destination.
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DAT
Notes

 Seller’s obligation is fulfilled and risk of loss passes at same time: when the

goods are unloaded at the arriving terminal and placed at buyer’s disposal

« Can specify a point within the terminal at which time the obligation is

complete
« Seller clears goods for export but not for import
« No requirement of insurance

« If the intention is to carry seller’s obligation further into buyer’s country, use

DAP or DDP N
o<l
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DAT (...named place of terminal at the named port or place of destination)

Export Import
SELLER Cleparance CIeFe)arance BUYER

PRE-CARRIAGE MAIN CARRIAGE

Seller’s Risk

Seller’s Cost
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DAP
Delivered at Place

Seller delivers when the goods are placed at the disposal of the buyer
on the arriving means of transport ready for unloading at the named place

of destination.

The seller bears all risks involved in bringing the good to the named place.
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DAP

Notes

* Much like DAT, but with additional obligation by seller into country of delivery
Goods are placed at buyer’s disposal at named location ready for unloading;
risk passes at that point

* Seller clears goods for export but not import (use DDP if intent is to require

seller to clear goods for import also).

* No obligation on seller to purchase insurance

aogalsl
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DAP (...named place of disposal of buyer)

Export Import
SELLER Cleparance CIeFe)arance BUYER

PRE-CARRIAGE MAIN CARRIAGE

Seller’s Risk

Seller’s Cost

aogalsl
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DDP
Delivered Duty Paid

« Seller delivers the goods when the goods are placed at the disposal of the buyer,
cleared
for import on the arriving means of transport ready for unloading at the named place

of destination.

The seller bears all the costs and risks involved in bringing the goods to the place
of destination and has an obligation to clear the goods not only for export but also for
import, to pay any duty for both export and import and to carry out all customs

formalities.

aogalsl
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DDP

Notes

e Like DAP, but including seller’s obligation to clear goods for import - pay

for any necessary licenses
* Maximum obligation for seller
e |fselleris not well-suited to clear goods for import, DAP should be used

* No obligation to pay for insurance
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Rules for Sea and Inland Waterway Transport

Free Alongside Ship (FAS)
Free On Board (FOB)
Cost and Freight (CFR)

Cost Insurance and Freight (CIF)

o Jasl- dbgaze Feaxll puar
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FAS
Free Alongside Ship

Seller delivers when the goods are placed alongside the vessel (e.g., on a quay

or a barge) nominated by the buyer at the named port of shipment.

The risk of loss of or damage to the goods passes when the goods are alongside

the ship, the buyer bears all costs from the moment onwards.
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FAS

Notes

e Usage: "FAS Charleston, SC, USA (Incoterms 2010)"

 Can be used in a string sale where seller procures goods already delivered for shipment
* Selleris obligated to clear goods for export but not import

* Seller has no obligation to pay for contracts of carriage or insurance but may contract

for carriage and must assist buyer by providing necessary information for insurance
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FAS

Notes

 Not appropriate when goods in container and delivered to carrier at terminal;

use FCA

 Might want to define what it means to be "alongside" ship
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FOB
Free on Board
* Seller delivers the goods on board the vessel nominated by the buyer at the named

port of shipment or procures the goods already so delivered.

* The risk of loss of or damage to the goods passes when the goods are on board

the vessel, and the buyer bears all costs from that moment onwards.

aogalsl
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FOB

Notes

- Notice change in 2010: "free on board" no longer means across the ship’s
rail: now means on board the vessel

Another change in 2010: if requested by buyer or if it is commercial practice
and buyer

does not instruct otherwise, seller may contract for carriage at buyer’s risk
and expense; seller may decline but must notify buyer promptly

— Therefore, may want to exclude if that is the intent

Like FAS but goods must be placed on board
Usage: "FOB Charleston, SC, USA (Incoterms 2010)"

aogalsl
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FOB (...named port of shipment)

Seller

e Clears export customs

e Delivers and loads goods on ship
e Evidence of delivery

|
SELLER (EZ)I<epaO rg[n ce CTe%?gtnce BUYER

PRE -CARRIAGE MAIN CARRIAGE
Seller’s Risk Buyer
e Nominates carrier
Seller’s Cost e Contracts carriage

e Pays freight

Jocl
JA
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CFR

Cost and Freight

Seller delivers the goods on board the vessel or procures the goods already so

delivered.

The risk of loss of or damage to the goods passes when the goods are on board

the vessel.

The seller must contract for and pay the costs and freight necessary to bring the

goods to the named port of destination.
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CFR

2 pl

aces of importance

* Place of delivery of goods

— Seller’s delivery obligation is fulfilled when goods are on board the vessel

— Risk of loss passes when the goods are on board the vessel

e Port of destination

— Seller pays for carriage to port of destination

o Jasl- dbgaze Feaxll puar
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CFR

Examples:

» Contract says: Seller is to deliver goods on board vessel at Port of Charleston, SC, USA.
Terms of sale are: "CFR, Shanghai (Incoterms 2010)."

— Seller’s delivery obligation is fulfilled when the goods are on board the vessel
in South Carolina; risk of loss passes then also

— Seller must pay for shipment to Shanghai

401 | Fdol |

« Contract says terms of sale are: "CFR, Shanghai (Incoterms 2010)." Silent as to port of

. shipment
. — Seller’s delivery obligation is fulfilled when the goods are on board the vessel in the
[.] port selected by seller; risk of loss passes then also
— Seller must pay for shipment to Shanghai asapis
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CFR

Notes

Seller pays for unloading if the contract of carriage covers unloading.
Seller clears goods for export but not import.

Seller has no obligation to obtain insurance.

If intent to ship in containers and delivery is to carrier other than vessel, use CPT.

o Jasl- dbgaze Feaxll puar
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Cost Insurance and Freight

Seller delivers the goods on board the vessel or procures the goods already

so delivered.

The risk of loss of damage to the goods passes when the goods are on board the vessel.

The seller must contract for and pay the costs and freight necessary to bring the goods

to the named port of destination.
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CIF (...named port of destination)

Export Import
SELLER Cleparance CIeFe)arance BUYER

PRE-CARRIAGE MAIN CARRIAGE

Seller’s Risk

Seller’s Cost
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Learning Objectives

* Learn how to price your products for export
(not just for sale in the local market)

* You will learn what determines an export price

* You will learn how to present your export price

 How to respond to enquiries

o Jasl- dbgaze Feaxll puar
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Some Basic Vocabulary

For this training, we will use the two English words "Cost" and "Price" to signify

very different amounts.
e COST = what you have spent or will spend to make and deliver something to a buyer.

* PRICE = what you want a buyer to pay you for your product.
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Introduction

Price is one the of the key variables in the any international trade deal. It varies with:

Quantity

Quality
Costs

Market and Competition

o Jasl- dbgaze Feaxll puar
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Export Cost Factors

Costs Cover what you have spent or will spend or use to make and deliver a
product to a customer:

1) Product production or modification cost.
2) Promotion cost.

3) Packaging and labeling cost.

4) Shipping or delivery Cost.

5) After-sales service cost.
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Export-related costs

e Cost of modifying a product for a foreign market
e QOperational costs of exporting

e Costincurred in entering the foreign market
Price escalation for exports results from

e Clear-cut and hidden costs

Methods for combating price escalation

e Reorganize the channel of distribution

e Product adaptation

e Change tariff or tax classifications

e Qverseas assembly or production

o Jasl- dbgaze Feaxll puar
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What is the "right", price?

Many factors affect the setting of the right price!
Some of these factors are controllable some not!

Export pricing must be FLEXIBLE!
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What is the "right", price?
. The right price:

e Covers all your costs.

 Must be acceptable to you buyer so he agrees

to buy from you.

401 | 4ol
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Pricing Objectives

- To keep, increase or defend market share.

Compare prices with the competition.

« Eliminate the competition.

« Achieve target profits or maximise profits.
« To use excess production capacity.

- To project a high quality image.

« To survive.

All of the above give rise to setting the right price for your company.

o Jasl- dbgaze Feaxll puar



. Elements of Pricing

E * The relationship between price and quantity. Generally as price decreases the opportunity to sell

more increases.
— This follows the law of demand from the customer’s viewpoint.

— And on the cost side lower average unit costs are consistent with increased quantity if the firm

enjoys "returns to scale".

* But guantity is not the only factor driving cost and price.
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Price factors - Controllable & independent

Controllable factors
Cost of product = the costs incurred to manufacture and package
the product (including: direct materials, labour, factory overheads,

administrative & management costs).
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Price factors - Controllable costs

Selling & distribution costs

In international trade especially transport and other
distribution costs play a major role. The export must have a complete

understanding of these costs

o dasl- dbgaze Boaxll iz
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Controllable costs continued..

Cost of marketing support. In developed markets advertising & sales promotion

is necessary to bring initial sales.

Product quality. A unique product can demand a higher price.

Product communication & image. Advertising & other communication can strengthen

the appeal of the product.
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Independent price factors

* Principal price levels in the target market.

In some instances the price is set by the existence of similar products in the target market
 Market supply & demand.

This is dependant on the intensity of demand for the product.

Example: Seasonal variations imported vegetables vs. locally grown
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Independent price factors
Competition. Intensive competition puts pressures on prices.

In some instances you have to align your prices with those of your competitors.

<

Foreign Exchange. Prices often fluctuate because of exchange rates.

It is wise to consult the foreign exchange division of your bank

for assistance when quoting in a foreign currency.
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PRICING METHODS

There are two main pricing policies:
Cost-oriented pricing: is the simplest. The cost is calculated for each unit of production.

A percentage or mark-up is added to this base cost to determine price.
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PRICING METHODS

The most common methods of applying the

A. Cost plus approach:

1.

2.

Full cost pricing.

Direct cost pricing.

Marginal cost pricing.

Break-even pricing.

o Jasl- dbgaze Feaxll puar
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1. Full Cost Pricing

This takes into account all the variable costs & fixed overheads
that are directly attributable to production, & a pre-determined

profit margin.

Weaknesses: No account is taken of the demand side this could

result in the firm producing products they cannot sell

o Jasl- dbgaze Feaxll puar
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2. Direct cost pricing

Direct cost pricing is represented by a formula:

Direct cost = raw materials + direct labour + variable factory overhead

A mark-up is added to the direct cost to cover estimated overheads and leave

a profit, so identifying the costs directly attributed to each specific output & using

those costs to set prices.

aogalsl

J-o<l

L ALY A AT Y



401 1 Fdol | rdol |

3. Marginal cost pricing
Marginal costing is an accounting technique whereby
a marginal cost is determined on the basis of additional

variable costs only.

It is the amount by which the total cost is changed
if the volume of output of a product is increased

by one unit.

o Jasl- dbgaze Feaxll puar
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A typical marginal cost curve with
marginal revenue overlaid. Price is on
the vertical axis and quantity on the
horizontal axis.
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An example of marginal cost,

Assuming we have someone invited his friends to a dinner consisting of a bowl of
salad per person and the number five invitees, assuming that he won't eat.

Salad plate costs were as follows:
« The cost components per dish of vegetables: cost = 1.

« The cost of labor to prepare a big meal of salad: 15 minutes cost 15 (each
minute cost 1).

« The total cost of any dinner 5+ 15 =20

« Average cost or the average cost per person = 20 divided by 5 (number of
guests) =4
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If he invited additional person will become total cost 21 (of course assuming the same
labor costs which we will not need an extra cooker) 15 and the sixth person vegetables
cost 1

« Here marginal cost would be 21-20 = 1, while the average cost per person =21/6 = 3.5

Note that the average cost decreased, while the marginal cost for the 6th person is less
than average cost.

This example illustrates the effect of breadth returns and shows the role of increased
output at lower average cost. But in our example if the person invited is the seventh
person to pay the cost of additional manpower to set up a second meal (Assuming the
meal prepared by one Cook's salary not to more than six people) if the total cost will be:

« Cost of vegetables to seven 7 + cost of labor (15 + 15) = 37.
- Thatis the marginal cost of seventh invitee is going to be ( 37-21) = 16.
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4. Break- even pricing

Break-even pricing allows a firm to compare the profit outcome of

alternative sets of prices.

Firms can set prices to achieve maximum profit by concluding the price for

given volumes. Verifying the volume that will deliver the most profit.

Total Costs: ‘ ‘

Total
Even revenues

Variable costs

31000 — X ~a | Fixed costs|
Loesos

P
1787 Units
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B. Market-oriented pricing

1. Demand-oriented pricing

2. Competition-oriented pricing
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Demand-oriented pricing
This implies that a high price is charged where customer interest is high and a low
price is charged where customer interest is low, despite that fact that the product

cost may be the same in both cases.

Based on the customer’s perceived value. Also called "Market-based" pricing
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Competition-oriented pricing
This is based on the actual or anticipated behaviour of competitors. Exporters would

peg their price to that of their competitors. The main forms are: going rate pricing

and sealed bid pricing.

Going rate pricing = The price is determined by market leaders who know what price

the market will bear

Sealed bid pricing = Used when firms have to compete for contracts on the basis

of tenders.
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Export Pricing Strategy
(1) High pricing strategy

Unigue or new products

Brand name products:

Gucci bags; Apple I-Pads

High profit margin

Limits market to well-to-do customers
Attracts competition

Higher price at the beginning and lower price later in time
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Export Pricing Strategy

(2) Low pricing strategy

To penetrate foreign markets

To increase market share

To dispose of excess or obsolete inventory
To discourage new competition

Cannot be a long-term strategy

o Jasl- dbgaze Feaxll puar
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Export Pricing Strategy

(3) Moderate pricing strategy
Adequate profit margin
Can meet competition and maintain market shares

Should be long-term strategy
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Price Escalation

Price escalation refers to the variation/increase in price across countries or
over time.

Reasons include...

Cost of exporting

Taxes, tariffs and administrative costs
Inflation/deflation

Exchange rate fluctuations

Varying currency values

Middlemen and transportation costs
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Notes:

SAMPLE CAUSES AND EFFECTS OF PRICE ESCALATION

Foreign Foreign Foreign
Exam 1: Example 2: Example 3:
Assuming the Importer and Same as 2 but
same channels with same margins with 10 rereent
Domestic  wholesaler import- and channels cumulative
Example ing directly turnover tax
Manufacturing net $ 5.00 $ 5.00 $ 5.00 $5.00
Transport, c.i.f. n.a. 6.10 6.10 6.10
Tariff (20 percent c.i.f. value) n.a. 1.22 1.22 1.22
Importer pays n.a. n.a 7.32 7.32
Importer margin when 1.83
sold to wholesaler +0.73 *
(25 percent) on cost n.a. n.a. 1.83 2.56
Wholesaler pays landed cost 5.00 7.32 9.15 +9.88
3.29
+Q 22 -
Wholesaler margin
(331/3 percent on cost) 1.67 2.94 3.05 =4.28
Retailer pays 6.67 9.76 12.20 14.16
7.08
P
Retail margin (50 percent on cost) 3.34 4.88 6.10 =8.50
Retail price 10.01 14.64 18.30 22.66
a. All figures in U.S. dollars; c.i.f = cost, insurance, and freight; n.a. = not applicable.
b. The exhibit assumes that all domestic transportation costs are absorbed by the middleman.
C. Transportation, tariffs, and middleman margins vary from country to country, but for purposes

of comparison, only a few of the possible variations are shown.

* Turnover Tax
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Reducing Price Escalation

Lowering cost of goods

- Using efficient method of manufacturing

- Off-shore manufacturing
- Global sourcing
- Lowering product quality

Lowering tariffs (using customs classification)

Lowering distribution costs
Using Foreign Trade Zones
Taking a lower profit
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Price Negotiations

Be aware that price is only one part of a comprehensive
package. Avoid early price concessions.

Carefully consider concessions that reduce price or
profitability.

- discounts, payment terms, product features
Know conditions in importer’s market.

- Know your customer and your competition
Focus negotiations first on substantive issues

- (quality and delivery), then on price.
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INCOTERM Elements of the export price structure

1. Factory cost of product & profit = EXW/EX Works.

2. Export packing & marking, loading, in-land transport, documentation = FCA Free
Carrier At....

3. Transport charges & handling fee = CPT Carriage paid to..
4. Insurance = CIP/CIF Cost insurance paid.

5. Transport to importer’s warehouse, duties, taxes & clearing agent’s fees = DDP
Delivered Duty Paid.

6. Importer’s mark-up, wholesaler’s mark-up and retailer’s mark-up = Price to
consumer.

aogalsl
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Export Quotations

The key element that can turn an enquiry into an order
is the price quotation - setting out of the price and terms
and conditions of sale under which the exporter agrees

to supply the buyer.
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Essential requirements when responding to an enquiry..

Speed: Respond quickly to show the you are keen and efficient.
Clarity: Be clear and include the relevant details requested by the customer
Quality: Back up all claims made, present a professional quotation

Follow-up: The wheel that makes the most noise gets the most attention
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Good quotations should contain:

Some expression of thanks for the enquiry

Clear and concise description of goods & quantities
Statement of terms & delivery & packaging

Details of prices, discounts

Date of delivery

Period for which the quotation is valid

Preferred method of payment

Be upbeat and enthusiastic in all correspondence.
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Form 1
EXAMPLE OF A FORMAL QUOTATION
1) A
FTEO Joixéar IIriver
serrs, Cfricr EFELF LIS A Tl Q37 FSH-SOFF Faax D37 S5 SOOD
Date Ixsucd: muz_ Additiownal Inforsmnation:
Ouate No. 10001
Sold To: Buycer Rell No.:_ Fax, IDated Y'Y -O1-07
CXLSEN LA C2B L REFAMCGERATICON b SERVICE €12) OQuote Validity: 30 calondar days om quote
date_____

BYOGAIZEN 46 KEARREBAFEK e —— Est. Ship Date From Factory: 15 days (rom order

ATIEG BKARRBRERBAEKSMINIONK., IDENMALLN Est. Ship Date From: girport 20 diays oo order receipt
Aok 4% 55 34 10 37

Emx:as 55 21 23 56

Ship To: Terms of Payment: OPEN ACCOUNT, 30 IDANYS

U CLES I AIESTBLBELTLCII DN TAEL ERONM AIRNWAN EBILI_IDATE

AJA LU TRIAN N VL) 4) Trade Term: CLP INCOTERMS 2000

OO0 COOPRINELACEDN AL, (2ENMAIK. ( S5) Mol O T rmansprort: Al Prehahl

1 NG CLrannen ki /] ) S %
Model A43220 30 Automastic Rearnaw T‘hctnmsmm 850-()0 $25 500 00
M.S. 9032.10
Country Oof Origin: LISA
Total EEXW Plant, Daytom, O 25 .500. 00

Shipping Costs Dayton, O to Chicapgo Alrport

Includes Inland froight, export packaging, and

oexport clearmnce foos $174.00
FOCA Chiongo Alrport, T EZN.GT72.00

Shipping Costs Chicapgo Alrport (o Copenhagen includes forwarder's foes, insurance,
@mir freight and comresponding surcharges, and inland freight to the “ship 0™ ¥ 1,528 .88
A) NECP T AL, CRE N ELINIVE AR I F27.202.88

" These commoditios, echnology or software will be exported from the United States in accordance with

the Export Administration Regulations. Diversion contrary to US law prohibited. ™

Tide Transfers With: __ Delivery to Intermmational Ciurier Froquency of carrier departure: bi-weekly
Insurance: All risk, warchouse to warchouse for 1 1094 of invoice value insured under our Open cargo policy.

Entivmntod PACKINC: DETALLS: 1 Cardboard Carton Ciross Weight: 1060 kg, (2336 1b.)
i : e D54 K. (210

- - . o

IDizncosions: 4572 MNet Weight:

(92) “Eisputes shall be resolved under the rulos of the American Asrbiration Assocliation, with arbitation
procecdings to take place in New York, Now York, UUSALTT

C(10) The receipt of a Purchase Order will signify accotnancc with the Ternms and Conditions of this quotation,
which are stated here and appended as pages 2 of 3 suxd 3 of 3. Please mention Moming Air Conditioners,
Inc. s Ouotation number when placing your order. If changes 1o this offer are neceded, pleaso roguest a revised
Quotation. We hercby certity this Quotation true and correct. ©, Petersen, Maorming Air Conditgoners, Inc.
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International Trade Finance
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INTERNATIONAL PAYMENT

Outline

e Cash advance

 Letters of Credit ( I/c)
 Documentary collections

* Open Account
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The trade relationship

« The nature of relationship between the exporter and the importer is critical to
understanding
the methods for import- export financing utilized in industry.

- There are three categories of relationships (see next exhibit)
- unaffiliated unknown
- unaffiliated known
- Affiliated (sometimes referred to as intro - firm trade)

« The composition of global trade has changed dramatically over the best few
decades.
Moving from transactions between unaffiliated parties to affiliated transactions.

aogalsl
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Most Advantageous

Importer

Least Advantageous

High Risk/ High Trust

Consignment

Open Account

Documents against Acceptance
Documents against Payment

Letter of Credit

-

Q

Confirmed Letter of Credit 'g
, Q.

Cash in Advance >

Ll

Low Risk / Low Trust
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Importer is...
A new Customer which with A long-term customer A Foreign Subsidiary
exporter has no historical with which there is or affiliate of exporter
business relationship an established relationship
l of trust and performance l
Requires: Requires: Requires:
1- A contract 1- A contract 1- no contract
2- protection against 2- possibly some protection 2- no protection against
non - payment against non payment non payment
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Exhibit 2: The Mechanics of Import and Export

I 1%': Exporter ships the goods I

I Importer Importer Preference

Exporter

| 279: Importer pays after goods received I
I 15': Exporter ships the goods I

| Importer I Exporter  Preference

‘ Exporter ‘

| 2nd: export ships the goods after being paid I
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The Trade Dilemma

The fundamental dilemma of being unwilling to trust a stranger in a foreign land

is solved by using a highly respected bank as an intermediary.

The following exhibit is a simplified view involving a letter of credit (a bank’s promise
to pay) on behalf of the importer.

Other significant document is the documentary collection.
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Exhibit 3 The Bank as the Import/Export Intermediary

1%: Importer obtains bank’s promise
to pay on importer’s behalf.

Importer

T 6m: Importer pays

the bank.

2nd: Bank promises exporter
I to pay on behalf of importer.

Bank

Sth: Bank ‘gives’ merchandise '
to the importer. 4'": Bank pays the
exporter.

Exporter
3"d: exporter ships to the bank trusting bank s promise
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Benefits of the system

The system (including the three documents discussed) has been developed
and modified over centuries to protect both importer and exporter from:

* The risk of non completion.

* Foreign exchange risk.

* To provide a means of financing.

o Jasl- dbgaze Feaxll puar

aogalsl

J-o<l
Ui

L ALY A AT Y



401 1 Fdol | rdol |

International Trade Risks

* The following exhibit illustrates the sequence of events in a single export
transaction.

 Form a financial management perspective, the two primary risks associated
with an international trade transaction are currency (currency denomination
of payment) and risk of non-completion(timely and complete payment).

* The risk of default on the part of the importer is present as soon as the financing

period begins.
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Exhibit.4 the trade transaction Time-line and

structure

Time and Events

1 1 1 1 71

Price Export Goods Documents Goods
quote contract are are are
request signed shipped accepted received
\ VA5 J
Y Y
Negotiations Backlog
Documents Are
Presented
\
|

Financing period

o Jasl- dbgaze Feaxll puar

Cash
settlement
of the
transaction
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Letter of credit (L/C)

A Letter of credit (L/C) is a bank’s conditional promise to pay issued by a bank
at the request of an importer, in which the bank promises to pay an exporter
upon presentation of documents specified in the L/C.

An L/c reduces the risk of non completion because the bank agrees to pay
against documents rather than actual merchandise.

The following exhibit shows the relationship between the three parties.
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Exhibit.5 parties to a letter of credit
(L/C)

Issuing Bank
The relationship between The relationship between
the issuing bank and the exporter the importer and the issuing bank
is governed by the terms is governed by the terms
of the letter of credit, of the application and agreement
as issued by that bank. for the letter of credit (L/C).
Beneficiary Applicant
(exporter) (importer)

The relationship between the importer and the exporter is governed
by the sales contract
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Letter of credit (L/C)

The essence of the L/C is the promise of the issuing bank to pay against specified
documents, which must accompany any draft drawn against the credit.

To constitute a true L/C transaction, all of the following five elements must be
present with respect to the issuing bank:

Must receive a free or other valid business consideration for issuing the L/C.

The L/C must contain a specified expiration date or definite maturity.

The bank’s commitment must have a stated maximum amount of money.

The banks obligation to pay must arise only on the presentation of specific
documents.

The banks customer must have an unqualified obligation to reimburse the bank on
the same condition

as the bank has paid.
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Letter of credit (L/C)

The primary advantage of an L/C is that it reduces risk- the exporter can sell against
a bank’s promise to pay rather than against the promise of a commercial firm.

The major advantage of an L/C to an importer that the importer need not pay out
funds until the documents have arrived at the bank that issued the L/C and after

all conditions stated in the credit have been fulfilled.
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2. Request to

Document Credit procedure

1. Contract of sale

Buyer

Seller

(importer)

&Claim
Payment

5. Delivery of goods

8. Document

7. Documents Presented
to issuing bank

(Exporter)

6. Document
Presented

Importer’s bank

(issuing Bank)

Payment

Bank

3. Credit sent to
Correspondent

o Jasl- dbgaze Feaxll puar

4. Letter of Credit delivered

Correspondent
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Exhibit.6 Essence of a letter of credit (L/C)

Bank of the East, Ltd.
(Name of Issuing Bank)

Date: September’ 18, 2003
L/C Number’ 123456

Bank of the East, Ltd. Hereby issues this irrevocable documentary letter of credit to jones company
(name of exporter) for USS500,000, payable 90 days after sight by a draft drawn against Bank of the East,
Ltd, in accordance with letter of credit number 123456.

The draft is to be accompanied by the following documents:

Commercial invoice in triplicate

Packing list

Clean on board order bill of lading

Insurance documents. Paid for by buyer

At maturity bank of the east. Ltd. Will pay the face amount of the draft to the bearer of that draft

Bwn e

Authorized Signature
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Draft

A draft, sometimes called a bill of exchange (B/E), Is the instrument normally used in international
commerce to effect payment.

A draft is simply an order written by an exporter (Seller) instructing and importer (buyer) or its agent
to pay a specified amount of money at a specified time.

The person or business initiating the draft is known as the maker, drawer, or originator.

Normally this is the exporter who sells and ships the merchandise.

The party to whom the draft is address is the drawee.
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Draft

If properly drawn, drafts can become negotiable instruments.

As such, they provide a convenient instrument for financing the international
movement of merchandise (freely bought and sold).

To become a negotiable instrument, a draft must conform to the following four
requirement:

It must be in writing and signed by the maker or drawer.

It must contain an unconditional promise or order to pay a definite sum of money.
It must be payable on demand or at a fixed or determinable future date.

It must be payable to order or to bearer.

There are time drafts and sight drafts.
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Exhibit.7 Essence of a time draft

Name of exporter

Date: October, 10, 2003
Draft number’ 7890

Ninety (90) days after sight of this first of Exchange, pay to the order of Bank of the West (name of
exporter’s bank) the sum of five - hundred thousand U.S. dollars for value received under Bank of
the East, Ltd.

Letter of credit number 123456,

Signature of Exporter

401 1 Fdol | rdol |
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Documentary Collection (DC)

Three types of DC:
e Documents against payment (D/P).
* Documents against Acceptance (D/A).

* Collection with Acceptance (Acceptance D/P).
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About documentary Collections

As an exporter, Documentary Collection offers you far greater security than selling on open
account, but not as much as a documentary credit.

Having said that, documentary collection costs less and involves less time and effort for
settlement.Documentary Collection or Draft is the term when you ship the goods before the
payment is made and then draw a draft on the buyer, not on the bank, like under L/C.

Under documentary collections banks have to responsibility for the payment.

Documentary collection have some similarly with letter of credit. You with documents and
throw banks and the buyer cannot take the possession of the goods before the payment is
occurred.
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The advantages and disadvantages

The advantages:

Straightforward, less expensive settlement process.

Payment is usually quicker than with open account.

The documents and thus the goods can be released to the importer simultaneously on
payment of the amount owed or acceptance of a draft. This applies where the goods are
not addressed directly to the importer in the shipping document or the latter cannot
redeem them without the shipping documents.

Clear internationally recognized guidelines in the Uniform Rules for Collections (URS),

lcc publication no.522.
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The advantages and disadvantages

The disadvantages:

Payment is not guaranteed as credit, political and transfer risks are not covered.

« The payment date is unsure.

If the importer refuses to accept the documents or the draft on the due date, losses
can be incurred. It may prove extremely costly or even impossible to find an

alternative buyer or have the goods shipped back.
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Documents against payment (D/P)

Buyer may only receives the title and other documents after paying for the
goods.

Documents against Acceptance (D/A)

The buyer may receive the title and other documents after signing a time draft
promising to pay at a later date.

Acceptance Documents against payment (Acceptance D/P)

The buyer signs a time draft for payment at a later. Goods remain in escrow until

payment is made.
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Why DC?

Easier to use and lower bank fee
Collection procedure entails risk
Conditions to use DC

No doubt on buyer’s integrity
buyer’s country is stable and save
No foreign exchange control

Goods are marketable (exporter resell goods)
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DC Procedure

Exporter ships the goods.
exporter forwards the documents to seller bank (remitting bank), which in turns
gives the document to the buyer’s bank (collecting bank).

Collecting bank informs the importer the conditions of the document or contract.
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International Methods of Payment: Advantages and Disadvantages

Method Risk
cash in advance L
Sight draft M/L

Letters of credit

Time draft M/H

Consignment sales M/H

‘
. -

Chief Advantage Chief Disadvantage
No credit extension required Can limit sales potential, disturb
some potential customers.

Retains control and title; If customer does not or cannot
ensures payment before accept goods, goods remain
goods are delivered at port of entry and no payment is due

Banks accept responsibility Ifrevocable, terms can change
go to buyer

Lowers customer resistance Same as sight dragt, plus goods
by allowing extanded payment delivered before payment is due

after receipt of goods or received
Facilitates delevery; lowers Capital tied up until sales; must
customer resistance establish distributor's creditworthiness

need political rish insurance in some
countries; increased risk from

____currency. controls

. N
Open account M. H  Simpiif
T

e
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e www.tamseel-ecs.gove.eg
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http://www.idsc.gov.eg/
http://www.tamseel-ecs.gove.eg/
http://www.wcoomd.org/
http://www.macmap.org/
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www.intrcen.org/tirc/welcome.htm

www.cbi.nl

www.expodatabase.com

www.jetro.go.ip jetro market information

www.ita.doc.gov jetro standards

www.unctad.org infocomm unctad

www.eurep.org (GAP)

www.worldfactbook.com

www.fao.org &bl Sloglaal) W) 3S0]1
International portal on food safety./www.ipfsaph.org
Agricultural database
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http://www.cbi.nl/
http://www.expodatabase.com/
http://www.jetro.go.ip/
http://www.ita.doc.gov/
http://www.unctad.org/
http://www.eurep.org/
http://www.worldfactbook.com/
http://www.fao.org/
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www.tradeegypt.com

WWW.Mmfti.gov.eg
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www.goief.gov.eg
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http://www.mfti.gov.eg/
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http://www.egtrade.com/
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401 1 Fdol | rdol |

;ysj U'L.CJ}O )bu uga)w UA)Jv,a,a d..cj,u,o d.))bu aJ |

WWW.importerdata.com

www.export-leads.com/enter.htm

Trade leads

www.alibaba.com

WWW.COMpPJass.com

www.marketsearch-online.com @

www.tradeegypt.com

www.yellowpagesonniternet.com

www.retaildirectory.co.uk

www.datastarweb.com
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http://www.importerdata.com/
http://www.export-leads.com/enter.htm
http://www.alibaba.com/
http://www.compass.com/
http://www.marketsearch-online.com/
http://www.tradeegypt.com/
http://www.yellowpagesonniternet.com/
http://www.retaildirectory.co.uk/
http://www.datastarweb.com/
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