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ABSTRACT

This project chose to define what export financing is
and how it is done. It studied how ICON Limted (Merchant
Bankers' carries out export financing activities in Nigeria
towards boosting the export drive in the country. The
strategies enployed by the bank and the problens encounted
by the bank were anal ysed and eval uat ed.

A. attenpt was made to define who the exporter is (and
what exports are), the types of exporters, the risks of
i nternati onal trade, the types of export fi nanci ng
facilities available to exporters, the nethods of trade
paynments and the role banks play in the field of export
fi nanci ng.

Based on the analysis of data, sone conclusions were,
drawn and recommendations put forward as to how to nake the
export financing activities of ICON Limted and indeed other
banks in Nigeria nore effective.

Scheme of Study: -

The work is divided into four chapters with the first
chapter dealing with introduction of the problem the study
itself. its limtations and the research nmet hodol ogy-
enpl oyed. Chapter tw dealt with the Iliterature review.
Export financing at ICON Limted was treated in chapter
three, while sumuary, conclusions and recommendati ons were

put in chapter four.
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CHAPTER ONE
INTRODUCTION

1.1 General Introductjon

Before the advent of oil, agriculture used to be the
main stay of the Nigerian economy, providing about  80% of
the country’s export earnings in 18E0. Then,- the main -
exports were primary agricultural and other produce. . Banks
in Nigeria then, were mainly involved in promoting the
exports of +these goods through identifying and locating
markets, financing and shipping.

Following the sharp r;se of the price of oil from the
early seventies,- the ease Gitﬁ.which. the PetrOfdollar
flowed into governmént coffers and the magnitude of the
foreign exchange derivea‘from'it, oil became the domingnt'
figure in our export trade. Since then agriculture lost its
dominance in our export trade. Consequently the export

handling activity carried out by banks ‘diminished

significantly. Banks 1instead of being Imachines through - |

which foreign exchange could be earned, became instruments
of spending the petro~dollar. They became solely import
financiers, helping Nigerians buy all sorts of foreign goods -
from heavy machinery and automobiles, to toothpicks and
coca-cola!

Suddenly in 1982 the cil bubble burst. The price of

oil tumbled fr:= US €47 per barrel in 1980 +o as low as  US
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$15 per Dbarrel, taking all sectors of the economy by
surprise. In the words of Galti Liman {.987)
It trigegered a regime of econcxmic travail
throwing the economic off gear, The
precariously balanced monoproduct base
was rocked and the overall structure came
collapsing like a pack of a cards.

Foreign exchange became extremely hard to come by and
where availasble, was hardly enough te pay for spare parts
and raw materials for industry. Forelign debts hitherto not
an issue reached alarming proportion as Nigeria borrowed
increasingly to settle her trade bills! This further
aggravated the balance of payments position.

It is against this background that the drive for
promoting exports from the non-eil sector began to be

renewed and the banks began tc take their positions &s major

financiers in international trade.

1.2 The Problem

An international business transaction may be as simple
as the sale of sacks of groundnuts or as complex as the
transfer of  high technology. But at the héart of every
foreign +trade operation lies the same central concern: the
supply of goods or services in one direction and the flow of
money or counter service in the other. When the buyer and
the seller are treated some distance apart and when the
transaction involves the Jurisdiction of different

countries, as in exporting, deocuments representing the




goods, and the mechanism to guarantee and transfer .payments

rlay a crucial role in satisfactory completipn ?of_ the
transaction. This is where the financial institutions come
inte play. Several typas of these institutions exist .e.g.
the export - import banks, the commercial and merchant;banks,
and the Development Finance Corparations. The most -
important ones particularly in developing countries like
Nigeria are the commercial and Merchant Banks. i
Inspite of the well intentioned governmentl export
_policy package of the last few years and the availability of
various exportable commodities, the "magic" has -failed to.
happen and bring about into fruition the much heralded boost
in export in order to ease our balance of payments problems.
. Where the tempo has Iincreased, it is in the primary,
unprocessed or semi-processed goods. Even thia has been
possible because the companies are large semi-processing
manufacturers and trading houses. They have been able to. .
obtain unsec¢ured fingncial assistance for their export
purposes Ion the strength of their balance sheetg. cash
flows, reputation, experience and track of record
performance, The result is hardly anything to be pleased
with as the finished goods are later imported as exorbitant
prices. |

The small and medium sized manufactures &and +traders
who should constitute Nigeria'’s core exporters, have

unfortunately limited access to funds. They are expected to



pledge their properties, equipment, inventory etc. to secure
financial assistance from banks. They are not able to
produce tangible securities. The banks accuse them of not
keeping proper books of accounts and of having
organisational and management problems. Consequently they
are denied assistance on the grounds that their performance
is difficult to evaluate.

In the light of these, we have thus not been able to
make much of the desired progress in exporting. The bulk of
the potential exporters are locked away from financial

assistance necessary in boosting the country’s export trade.

1.3 -The Role of Banks

The importance 61 banks in export finance stems from
the realisation that they-bélong‘to those institutions which
mobilise the vast financial and human resources required for-
successful financing and servicing of export business.
Given such resources, banks have a dynamic role to play in
export promotion in the context of the economic development
of Nigeria.

The role of banks in financing exports is that of a
committed broker. The banks provide the necessary financial
facilities required by the exporter. Thelr impact tend +to
be felt more on the long and medium term.

The financing of export transactions require tremendous

amount of capital in the form of various types of loans,



advances as well as other financial services like
guarantees, bonds and letters of credit. Banks provide
credit facilities to exporters for the purpose of .carrrying
out foreign market survey, purchasing, manufacturing,
packaging, warehousing, etc. of goods meant for export.
Banks export finance activities are baséd principally
on government declargd export policies obtaining. at - a

particular time. Where government economic policy is aimed-

at improving balance of payments positions, banks may be. |

forced to relax their lending.ruleS'and terms, to accomodate. ..

2ll types of exporters. Often, to achieve national economic .
objecti?és, government may set financing guidelines for
bénks'leaving them with little room for inﬁtiative pplicies:p_
More than any other institution, commercial banks seem
‘to have been in the past, the most experienced in export
financing. One major problem facing them however, is that
their credit operqtions is highly concentrated at head
office and they have lengthy communication network.
Merchant  banks  being highly. skilled financial
institutions are expected to play more innovative roles,
particularly when their international contact is taken into
consideration. Moreover, they do not have cumbersome branch
networks. Being small organisations, merchant banks are
easily adaptable to the challenges of financing the export

economy.



1.4 imi t _Barz
The bank is a lineal successor ¢f the ersthwhile ICON
Securities Limited which was incorporazted cn 30th June 1862
and wholly owned by the then Investment Ccompany of Nigeria
Limited which was later reconstituted as N:gerian Industrial
Development Bank Limited ("NIDB").

In 1974, an agreement was reached between NIDB, National
Insurance Corporation of Nigeria (NICON), Baring Brothers
and Co. Ltd of London (Baring Brotehrs) and J.P. Morgan
Overseas Capital Corporation of New York (J.P. Morgan) to
reconstitute Icon Securities Limited as a Joint Venture that
offer the full rahge of Merchant Banking services.
Subsequently, the bank was indorporated on 1dth: Octobes, °
1974° under its present name and witk the following

shareholding structures:

%

Nigerian Industrial Development Bank Limited 45
National Insurance Corporation of Nigeria 15
J.P. Morgan Overseas Capital Corporation 25
Baring Brothers & Co. Ltd. 15
TOTAL B 100

This shareholding structure was unal<ered until 1986
when the two foreign shareholders decided o withdraw their
equity investment in the Bank as par:z of the global

restructuring of their activities. Su:Tsequent to this



development, 5% of the equity earlier held by the foreign
partners in being held jointly by the staff of the bank -
while the other 35% has been bought up by NIDB and NICON in
proporticz to their former holdings in the equity of the
Bank. Therefore, as at the date of this Placement
Memorandu=, NIDB holds 71.25% while NICON holds 23.75% of
the equity capital of the bank. However, there is an
unaeratanﬁing by the Nigerian shareholders that NIDB and
NICON will. reduce their proportional holdinga to the levels
before the withdrawal of the former foreign shareholders and
sell the difference (which is the proportion relinquished by
Baring Brothers and J.P. Morgan less the 5% alrerady sold to
the .staff) to a new foreign shgreholdqr (when identified)
who in their opinion éan contribute meaningfully to the
future growth and business of the bank. |

ICON offers a wide range of specialised services +to
meet the cdiverse needs of its numerous clients and is poised
to continue the-delivery of other innovative packages which
are structued to respond to the challenges being posed by
the country’'s developing economy.

Since it entered the merchant banking industry, the
Bank has participated actively in providing financial
s;pport tc all areas of the economy. In addition, it has
brought together a very strong management team that has
proved invaluable in the effeicient delivery of high quality

services =- the corporate and individual clients of ICON Ty



its continous efforts to pioneer the challenges of merehant
banking in Nigeria, the bank now has a new organisational
structure which consists of three sectors and one division
viz: Corporate Banking, Corporate Finance and Management
services Sectors and Corporate Affairs Division.
(i) Corporate Banking Sector .

In its lending operations, ICON has built a._

loan portfolio which includes many of the foremost- -

corporate names in Nigeria and many Jjoint ventures-
between major international companies and leading -
Nigerian shareholders. Over +the last ten yearé,
ICON hﬁs,‘ through léén syndications, - mobilised
more than a quarter of a BiIlién‘ naira ~for project
finance purposes. |

As a leading force in the financing .

of International trade, the bank has déveloped a good- .

reputation throughout its extensive worldwide
banking connections which includes a network dfl
almost one hundred correspondent banks,

ICON has, in the last four years, been warking
with the Nigerian Export Preomotion Council and other:
Government Agencies to remove export bottlenecks. The
bank also provides inputs to the Authorities in the
development of effective export trade policies some of
which have been incorporated in the Export Incentives

Fackages currently in force in the country.



(ii) Corporate Finance Sector

ICON has been playing a leading role in the
capital market through the Issuing House activities
of this sector. Since its inception, an important
aspect of the business of the bank has been the
managing and marketing of both public and private
equity and debt issues and, through ICON Stockbrokers
Limited, introducing companies for listing on the-
Nigerian Stock Exchange.

Of the 5éventy-eight conmpanies which complied
with the indigenisation requirements through public
offerings between April 1977 and December 1979, - ICON
acted as adviser and manager for twenty-six
companies. This. represents a third in the number‘ of
companies which offered their shares in the 'market.
Also, of the twenty-five issues of long-term debt and
fixed divided preference stock listed on the Nigerian
Stock Exchange, ICON managed thirteen representing
over 50% in value of the Becurities.

(iii) Management Bervice Bector

This sector provides management support services
like finance, administration, manpower development,
research and electronic data processing.
Essentially, the sector facilitates the effective

performance of the duties of the two 1line sectors



(iv) G te Affa Diviai

In line with the provisions of the Banking Act and
also the Companies Act, the Division maintains a system
of legal and secretariat services which enables
companies to achieve full compliance with statutory
requirements on securing and documenting all banking
transactions under the felevant Banking and Companies
Acts. The di?ision_also acts as corporate trustee not
only for conscrtium lending but also for pension,
endowment, unit trust funds and for pubiic and private
debenture issues. The Division is also responsible for -
manhg;ng the corporate image of the bank and liaison
between its numerous corporate clients all over 'tha
country. The division aiao provides protocol support

sérvices for the bank.

1.5 Justification of the Study

Nigeria’s current economic travails stems from a wrong
choice of economic policies adopted by successive
governments over the years. All along our industrialisation
policy and strategy was based on inward 1locking policies
aimed at import substutiton which is characterised by over
protection of home industry with resultant inefficiencies,
misallocation of resources and distortion of price system.
The o©il boom turned us almost cocrletely into & “consumer

nation” and our balance of paymeni: position detericoratec

10



The oil bubble burst and the country is now
restructuring its economy and revamping the hitherto
neglected non-o0il export base. There is now a switch in
policy in favour of outward looking economy with emphasis on
exportation. Being a catalyst to productivity and
employment, export trade has in modern time, come to be
regarded as a vital fiscal and-monetary instrument = world
wide.

Finanbing is of vital necessity in exporting. It . is
the 1lifeblood of the trade. Without it there would be  no
international trade as known today. For a country that
wants to boost export therefore, provision for financing
must be made. Export financing and export financial
services are &mong the key elements in an effective national
trade in a developing country like Nigeria. Banks in the
country therefore have an important part to play in the
national trade expansion programmes.

ICON Limited is one of the oldest merchant banks in
Nigeria. With an asset base of over N1.2 Billion in 1986,
it is one of the largest. The bank by establishing a
commodities desk which has already done business in excess
of N35 million +took the first step in establishing the
Nigeria commodities exchange market. Its profits have risen
(after tax) from N6.6m in 1985 to N14.9m in 1986. It is

said to be a leader in the export business anc

b



1.6 Obljective and Scope of the Study
It is +to promote awareness, among exporters and
potential importers present and prospective workers in banks
and business organisations that engage in export activities
on the mechanisms of export financing.
Attempt shall be made to:-

(i) Describe clearly what export financing is all abnout,
the types and methods of export finance, the types of
exporters, the methods of receiving payments, the
general risks.associated with international trade and
the role of banks in export financing.

(ii) Find out the strategies eﬁployed by ICO& Limited in
. fiﬁancing Higerian exports. _
(iii) Identify - the problems encountered by the bank in
ensuring effective financing of exports.
(iv) Find out the future prospects of export financing in

Nigeria.
(v) Make suitable recommendationa.

1.7 Egﬁeargh ﬂeihggologg

undertake this study 1is that of
trade

The decision to

interest and curiosity on the field of international

ICON
and the financial mechanism involved. The choice of

Limited is because it is considered i leading

This obviously

ement.
witk some of the banks lower manag



eases the problem of data collection. Cia e e
In this research, both primary and secondary datz .were.

made use of:- | : e e =il

This was obtained from two sources:- _ | .

(1)} ICON Limited documents: I was opportuned to: have  a iiﬁ}

look at several documents, lectures and articles .-

published by +the bank and its management on the: ..

export drive in Nigeria. | SRS

(ii) The Kashim Ibrahim and John F. Kennedy Libra;ies.j;ﬂ,:--'

| Most of the literature review was obtained fror books - .:

and Journals of these libraries and the scources of such

'information have been acknowiedged. . "__.;mji.‘”

_ This was obtained through interviews with some officers,:'

of the trade and correspondent Banking division at. the.-..

bank's headguarters in Lagos and an officer at the bank’s

area office in Kaduna.

1.8 Limitations of the Study

A research of this nature cannot be without problems
and limitations. Infact the research process in itself
depends tremendously on the operational environment ir which
it is carried out. As Osaze, B.E (1982) rightly poirted out

. Very often though, the problem of conducting
research assumes more complicated dimensions

as one moves from the highly industrial
world to the more cusiture tound developing



ecor.omies where various constraints of
rescurces, eg..pment, computing facilities

absence 2I co-operant subject matter

often frustrat=s the researcher.

Some of the limitations met include:-

(1)

(ii)

(iii)

Due to dataz collection methodology, the accuracy of
the final result will depend very much on the
validity of the information gathered during the
personal interviews and discussions.

It was difficult getting the view points of some of
the exporters themselves,

Some of the data necessary were considered legal
documents, _thus prohibit}ng some information about

the exporter to the researcher.

i4



(1).

(2).

(3).

(4).

(5).
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CHAPTER TWO

T X VIEW |
2.1 Exports _ ' ol
Exports are goods and services produced in one country
and moved &m another. The export business can be <classified’
into four categories: ; : h Do
{a) Non-commercial Export
{b) Invisible Export. : - R
(c) Bunkering : ' [

(d) Commercial Export o

.

Non-commercial export is the term used to describe +..

those export transactions which do not earn any foreign
'exchaﬂge for the_country they_inclﬁde the fellowing:
(i) gifts and personal effects ’ Vi
(ii) trade samples and pfinted business matter
(iii) Machinery and equipment for repairs and return
(iv) Machinery and equipment for replacement |
(v) Return of machinery and equipment used for the
execution of specific contract.
(vi) Return of unclaimed imported goods.
(vii) Return of empty containers. = ' -
Invisible exports are services whlch generéte foreign
exchange earnings into +the country e.g. shipping, air

services, banking and insurance service, foreign

investments, rcyalties by foreigners and tourism.

16



Bunkering is the exportation of crude o0il by licensed -

exporters, In Nigeria this is strictly controlled by the

Federal Government and the proceeds are paid into the .-

Federal Government Reserve Account. ' e

Commercial export represents the sale of products  of :°

one country to another. This form of export is the focus of . :

this project. It covers a multitude of products -which .= may - .

range from agriculture to manufacturing. Fonge IUIT o alr

Basically, two parties are involved in the export ~

business. They are the selier and the buyer. It is ﬁhey o

that agree on the sales contract on what (type) to buy, . at .

what price and in what quantity. Goods move from exporter -

to importer while money moves in the reverse direction..

These movements usually involve +the participation of’

intermediaries mainly to" facilitate transportation -~ and .

payments while observing internationally accepted commercial .-

regulations as contained in the International Chamber of
Commerce Publication (350) - incoterms and (322} - uniformiZ 

customs and practice for documentary collécpion. SRS S

2.2 TJyves of Exporters

The Nigerian Export Promotion Council defines -the ::

exporter as "any person or organisation that is engaged in
selling goods of Nigerian origin in other countries”.. - This
may be regarded as the defination of a Nigerian exporter.

In general however, the exporter is one who sells goods and

17



services outside their country of origin.

The exporter may not necessarily be the producer of the
goods being exported. Thus two broad categories of exporter
are available; the direct and indirect exporters.

Direct Export

A firm may directly export to foreign markets through
its own organisation by establishing an export
department within the firm, using its own sales force
to sell its pfoducts to foreign buyers or distributors.

Indirect Exporter
Under this category, exporters can be classified into

four éub~categories namely: domestic agents, foreign agents,

domestic merchants and foreign merchants.

{A) Domestic Agents- 'they arrange for sales. of +the
merchandise in a foreign country and work on a
commission basis. They do not take to the goods. The
most common types are (i) Export Management Companies
(EMC's), (ii) the Broker, (iii) Manufactuses’sn RKspost
Agents (MEAs), (iv) Buyers and (v) Cooperative gro&ps.
(i) The EMCs - act as the export department of

the exporting firm. They operate on a commission
basis and can perform most marketing functions
such as financing, promotion, credit arrangement
and physical distribution. The EMC is a viable
channel alternative to a small exporting firm or

to other firms who do not wish to take =substantial

(-



(11)

(iii)

(iv)

(v)

financial or personal committement to export operation.
The Broker - is the exporter (who can simultaneocusly be
an importer) whose responsibility is to bring buyers
and sellers together. Brokers do not handle the goods
physically nor do they work on a continuing basis with
their principals. They simply negotiate a sale and
leave it up to the seller and buyer to close up the
deal. Most brokers operate in bulky goods of commodity
lines and usually keep contact with major producers and
buyers in several countries. As a result, brokers are
often in a position to furnish the exporting firm with
information‘ regarding prices, products, trading
regulatioﬂ and'général market conditions.

The MEA - is an agent commissioned by the exporting
firm ltb'aell part of all the firm's export éoods in a
few word markets. The MEA provides similar services to
those of +the EMC and usually represent several non-
competing exporters of several rai;ted commodities. He
may be most effectively used when the firm wants to
sell a product relatively new to the foreign consumers.
The Buver or Buving House - usually finds and
purchases goods on behalf of the foreign principal. He
does not usually become involved in a continuing
relationship with the domestic exporting firm.

The Cooperative Groups - consist of various producers

or manufacturers attempting tc cell their merchandise



(B)

abroad jointly. Among the various forms of this group
are the Wbb Pomerance Associations (WPAs) and Piggy-
back exporting. WPAs are unusual in that they allow
otherwise competing firms to collaborate for export
marking. The benefits of this are several because
export marketing functions c¢an be performed more
effectively and at lower costs for each individual
firm. This is the strategy used by the Japanese.
Piggy Dback exporting occurs when one manufacturter
(the carrier uses its oversaa.distribution facility to
sell the products of another company (the rider), along
with its own. Piggbacks operate either on a commission
or buy-resell basis, with the l#tter more common.
Foreign Agents
Similar to the domestic agents, they opererate on
a commission basis. They do not take title to the
goods. The most common types are brokers, factors,
Manufacturer’'s - Representatives (MRS) and Managing
Agents (MAs).
(1) The Broker operates mainly in commodities and can
provide adequate market coverate at low cost.
(ii) Factors not only perform all wusual marking
functions but also finance the .transactions.
They can advance funds to the manufacturer,

this relieving the selling compzany of credit note.



(1ii) The MR in a foreign country is similar to
the one  at home . He usually assuﬁes
responsibilities for selling the manufacturers
product on a commission basis 1in restricted
market. They however are not likely to take
physical possession of the principals products
or to the involved in arranging for shipping
and handling. ;

(iﬁ) The MA is a type of broker who contrasts with
the principal to'manage selling activitiesm in
one or more foreign countries. He has a more

. ‘continuing relationship with the principal.

(C) Domestic Merchants )
' They take title to tbe'goods and sell them- in.-é'“ )

foreign countries for a profit,

(D) Foreign Mexrchants

Similar +to the domestic merchant, only that +they

are in foreign countries.

For the purpose of export finance, banks -classify

exporters into three categories namely: ahort,_ medium

and long term borrowers. Up to twelve months may be
regarded as short, twelve months to three years as
medium while over three years 1s considered as long

term.



2.3 Export Financing

Export financing is the prometion of export drive
through making financial support to the exporter. The
expression "export credit” or “"export finance” refers to the
wide range of facilities available to an exporter to help
him cover the risks of non - payment in his export business
and to help him produce the export products. It is
essentially an insurance concept. Since however, there
will be no risks if cash is received from the buyer with
each brder. this insurance is required only when differed
payment terms as offered to the buyer or when specific
financing facilities are made available to him. Export
credit is therefore a mixture of insurﬁnce and banking
mechanism.

No two national credit systems are identical. Each has
to evolve its own pattern and operate in its own political
and cultural environment. The structure of the economy,
nature of its major industries and their markets,
sophistication of its banking and insurance industry, all
play a part in determing the range of facilities available
to the exporter in any country, and on how they work.
However, exporters world wide have similar problems

associated generally with deffered payments.

22



2.4 Types of BExport Financing

The different types of credit facilities that +the

various financilal institutions provide for the purpcose of

(i)

(i1)

- financing exports may be summarised as below:

Long Term Investment [oans:

These are provided principally through development

finance corperations but also increasingly by

. commercial and merchant banks to finance part (often

the foreign exchange portion) of the capital
reqﬁiremeﬁts of projects that conform to government
policy and priorities, among which export projects
usually rank high. This strategy has Dbeen used
successfully by the Japanese the South Koreans' and
Indian to boost their export trade.

| ort Pro ﬁc { o)

These are'generally made by banks on a short term
basis and in local currency to finance working capital
needs of all kinds. They may be used to finance self
liquidating transéctions, to finance goods in the

warehouse awaiting shipment or in transit to

destination warehouse until finally sold. In some

~cases they are used to finance the exporter’s raw

material imports to fill specific orders.
Medium and long term facilities are usually

repayable by instalments. They may be granted +to

" export industrialists to finance importation of plants
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and equipment, installation and production for export,
expansion of production facilities to improve guality
and packaging improvement of export infrastructure like
warehoses and and transportation, mineral exploration,
and exploitation and processsing to finished geods for
export. It could also be used to finance medium &and
long term inventories and receiveables.
(1i1) Export Credits |

These are provided b} the .banking system or
specialised export hgnks to finance goods from the time
of sales until payment is received, & pericd which may
range from & matter of days tc several years depending
on the nature of the goods and the international
competitive situafion. |

{iv) Export Credit Guarantee/Insurance:

These usualilly do not inveolve funds in themselves,
but rather are an undertaking by an agency (government,
private or a combination) to protect not only the
exporter but also the financing bank against losses on
the transaction. The necessary financial resources are
provided at low interest rates to export firms who meet
the eligibility criteria., Such credit advantages are
among the most powerful aids and incentives to export

efforts.
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In another perspective export financing is
categorised inte two types both of which are short
term.

(A) Bre-shipment Financing:

This type is actually similar to export production
loans. It is required to facilitate the exporter’s
production, processing or packaging of export goods up
to a point at which they are put on board for shipment.
This form of financing is of tremﬁpdous importénce té
small scale ménufactufgrs or exporiers who should form
a core of Nigeris’s exporters and who are usually

. handicapped By lack of suff?cient financial resources.
(B) Post-shipment Financing _
This. is synomymous with the exﬁort credit earlier

mentioned. It usually bridges the gap between actual:

shipment of export gcods and the payment of proceeds.

2.5 Exeort Trade Pavments
The conflicting problems in trading transaction between
a buyer and seller are:

(a) the buyer is anxious to receive in good condition
and before a stipulated date, the goods he has
ordered and he would prefer not tc pay for them
until he receives themn.

(b) the seller (exporter) wants to ensure the goods he

is selling will be paid for and particularly that
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he will receive payments before he parts with
control of the goods. In certain circumstances he
may even want all assurance of payment before he
starts producing the goods that the buyer wants.
An intermediary is therefore necessary so that both
parties may get what they want or at least to some extent.
This is one area in export financing where the banks play an
important part. More importantly they ensure that their
client (the exporter) gets paid for the goods or services he
has delivered. For the exporter; the bahking system provides
several methods of receiving payments and to the importer,
several ways of making payment . Before any goods are
shipped, fhe impértef and exﬁorter natu}ally agree upon  the
terms of transactions e.g. 'price, insurance, freight etc.
Choice of method of payment lies between the following
alternatives:
(1) Cash with order
(2) Open Account
(3) Bills of Exchange
(4) Documentary letters of credit
Cash with Order
There is no doubt that this is the most desirable
system from point of view of the exporter. However, in
international trade it is the most unusual as some sort of

credit to the importer is hormally given. If the seller



receives cash with order, this means that he has both the
goods and the money.

Cash payment 1is not attractive to buyers since they
bear the burden of financing the shipment. The buyer looses
the use of funds for a considerable time before the goods
are received, incurring a loss in the use of working capital
as well as loss of interest. There may also be resentment
of the wview that the buyer is. unworthy of credit.
Furthermore, the buyer is dependent upon the honesty
solvency and promptness of the exporter 1in the Dbusiness
deal. The buyer has to be sure that the seller’s country for
example, for political reasons, will not prohibit the export
of the goods after paymént,' that ‘the  exchange control
authorities in the buyer’'s country permit advanqe payments
té be made, and that the buyer has adequate working capital
to finance the transactions. From the buyer’'s point of view
it is risky and only likely to occur if the Quyer trusts the
seller implicitly and feels that no changes in a country's
foreign trade regulation including exchange control, are
likely to occur. This is not so in practice.

Cash payments are used when the importer is of doubtful
credit standing, when the exporter is financially weak, on
orders requiring special construction, or when the exporter
is not familar with the competative situation faced by

manufacturers in other countries.
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This is the system whereby the importer and the
exporter zzree that the debt will be settled at a future
pre-determ:.ned date. Meanwhile, the goods and shipping
documents are sent direct to the buyer so that the buyer
receives tre goods and can then do what he wants with them.
This meth:zd is therefore the opposite of cash with order.
The open a-count system has serious risks and is subject to
the same provision as cash with order. Since no documentary
evidence of ownership or obligation exists the open account
represent difficulties because of differences in the laws
and custozs of countries, which make it difficult to
safeguard the interest of the expofter. The exporter looses
control‘ c? the goods and if payment from the buyer is not
coming, there is little the exporter can do about it.

Under open account, the burden of financing rest upon
the exporter. Thus, the exporter needs more working capital
than under under other systems. Trading under open account
usually takes place where is a strong business relationship
between the two parties and the exporter is satisfied as to
the credit worthiness of the importer.

There are four basic ways of paying on open account.
(i) telegraphic transfer - this is an instruction from the

importer’s bank to the exporter’s bank to transfer some

of the balance in its account to the exporter. The

importer pays his local bank the local currency
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equivalent 1in order to pay the amount of the invoice.
The bank sells him the appropriate amount of foreign
currency. The importer’s bank will cable the
correspondent bank in the exporters country requesting
that bank to effect settlement to the exporter. This

is the fastest means of payment under the open account.

(ii) Mail +transfer - This 1is +the same process as the
telegraphic accept that  payment is by mail and
therefore takes longer.

(iii) Banker’'s Draft - this is # cheque drawn by one bank on
anothgr. In this case, an importer pays by buying a
banker’'s  draft from  his bank drawn on a
cdrréspondeﬁt Eank in the expofter's currency. . The
exporter then on -receiving this draft from the
importer, pays it into his bank for collection.

(iv) Chegues. - if exchange controls permit the ‘importer
draws a cheque eon the exporter in the importer’'s
currency.

2ills of Exchange

The bill of exchange is formally defined in the United

Kingdom Bills of Exchange Act (1883) as:

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

29



There are certain relevant terminologies in the use of bills

of exchange:

The drawer | Exporter

The remitting bank | Expeorter’'s bank

The collecting bank o Correspondent or agent
The drawee Importer or buyer

Bills of exchange are drawn by sellers of products,
calling upon buyers either to pay or to accept for payment,
a designated sum of money at a deterhinable future time.
Acceptance consists of an acknowledgement to this effect
written accross the fact of the bill and signed by the
drawee, obligihg the drawee to provide paymeﬁt of the amount
5ta£§d within the pericd of pime designated, When_accepted,
a draft becoﬁes a trade acceptance. This méthod of payment
provides  documentary evidence o¢f obligation.  If the
acceptor is highly respectable and the c¢ounting concerned
possesses a bill market, the trade bill will be readily
transferable. ) .

In using the billlof exchange, the exporter (the
drawer) despatches his goods and then sends the shipping
documents to his bank. Exporters who wani the proceeds of a
sale collected from the o#erseas buyer  will give

instructions to their banks to undertake this for them. The

exporter draws a bill on the buyer, attaches the bill to the
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shipping documents and hands the "c:z.:ectior te¢ his banker

for collection.

(i)

(11)

Bills of exchange can be of twc main types:

Clean Bills - where the exporter and imparter know each
other well, the exporter may te willirg to send the
documents of oénership direct t< the importer and then
pass a drawn ‘clean bill" to his bank for collection.
Only if the exporter has complete trust on the importer
will be use this method.

Documentary Bills - this is a bill accompanied by
documents of ownership. The exporter sends his
documentes through his bank for delivery to thg importer
under acceptance of the accompanying bill of eicgagge
or upon payment of the bill. If the bill is a sight or

demand bill the documents will: only ©te ‘handed over

against payment of the ©bill. 1t +the bill is a
usuance bill {i.e. some credit 1is given 1o the
importer), the documents are handed over against the

drawee’s acceptance of the bill.

To illustrate how the bill of exchange cperates Kahler

and EKramer have given an example of 2 U.5 exporter using a

60-day =ight bill as drawn below:
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AMERICAN EXPORTE Merchandise (1) BRITISH IMPOKRTER ]

_______________ |

T [ | . /////;a__-q] -----------
FPayment Draft, Draft, Acceptance Payment
Docpuments _ Docrments I
(8) (2) | (3) (4) (10)
[N S, l - \__l._______..___\ﬁ_
[ AMERICAN BANK Documents {2) BRITISH BANK ]
AT [~ S TTTmETmTmEm T [‘}"?h
Payment Acceptance Acceptance-=(5)
(8) (7) . )
‘ o Payment —————o-
_____________ Yo '

[ACCEPTANCE MARKET

—Acceptance (9)
Figure 2.1

Bill of Exchange financing® under s sixtv-dav sight-draft

Source: Kahler and Kramer “International Marketing" - South

Western Publishing, 1977. Page 322

Positjon  Event
(1) The American exporter makes shipment to a
British importer with the billing made out to

the name of the exporter.
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(2}

(3)

(4)

(5)

(8)
(7)
(8)

(9)

(10)

The exporter delivers the draft and shipping
documents to the American bank which sends the
draft and documents to the British bank.

The British bank notifies the importer that the

documents have arrived and présent the draft to
the importer for acceptance, payment in &¢
(sixty) days.

Upon accepting the bill of exchange (B of E)
the shipping documents are surrendered Po the
to the importer and the shipment ean now be
claimed.

The accepted B of E is,repurngd to the kmericanl

bank by the British bank.

" The exporter discounts the draft and gets

advanced payﬁent.
The American bank in turn, disposes of the B of
E in the acc;ptance market. |
Upon receiving such funds, the American bank is
liquid again.

When the 60 (sixty) - day maturity approaches,
the B of E is sent to the British bank by
whoever has purchased it from +the American
bank.

The British Dbank presents the bill to the

importer and receives payment in pounds

sterling. It then converts this to dollars.

33



(11)

The funds are transmitted to the present holder

of the trade acceptance.

Stages 5 to 9 will mainly happen for business names of

the highest quality. Mostly the accepted bill would be

held by the collecting bank until maturity when it will  be

presented to the acceptor for payment and in the event of

payrment, the funds are then remitted back to the U.S5.A.

A;jvgn Ltages Qi MEMMWI

(i)

(ii)’

(iii)

They are cheaper than documentary credits since the
intermediary banks are taking no risks nor
committments they are only offering collection
services.

They' open £he way to several sources of finance:
They are discounted by negotiation i.e. the bank buys
its customers ouﬁward collection. This provides the
exporter with working capital. A further source of
finance is that the bank may give an advance against
an outward collection.

Where title documents are to be released only against
payment, the exporter’'s position is more secure than

on open account terms.

Disadvantages of Bills of Exchange to the Expvorter

1) the exporter may not be paid until the money

is

received by his bank and if he cannot easily obtain

finance from elsewhere, it may prove expensive.
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(ii) Security of payment is not as good as thzt offered by
cash in advance or letter of credit. The importer may
refuse to pay for various reason e.g. he may have no
money, there may be a sudden imposition of exchange
controls or there may be a political uprising
preventing payment. All these events prevent the
importer making payment and involve the exporter in

_ costs of storage legal fees, and perhaps involving the

necessity of finding a new buyer.

Bills of exchange are an attempt to increase the
degree of certainty of payment in international trade.
Documentary Letters of Credit

" The <conflict of interest between the exporter and
importer, calls for a compromise iﬁ the form of payment
against documents representing goods and from the point of

view of both parties, the documentary credit is a

satisfactory way of achieving this compromise.

The simplest way of describing a documentary credit may
be that it is a conditional undertaking given by a bank at
the regquest of a buyer, to effect settlement to a seller
against _the presentation of documents relating to goods as
specified by the buyer. Armed with a documentary letter of
credit, an exporter is able to receive payment for the
goods in his own country, once shipment has taken place,
with the buyer secure in the knowledge that the payment will

not have been made unless the terms and conditions of the
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credit have been complied with. With the security of the
documentary credit, the exporter is able +to produce the
goods, knowing that he will receive payment promptly and the
importer knows that he will receive the goods when they are
required. Credits are probably the most widely used form
of payment. In general they tend to favour the exporter.

As with bills of exchange, documentary letters of

credit have a distructive teminology as below.

Correct terminology Qther terminoclogy
The applicant (or accountee) . Importer
The issuing bank Importer}s bank
The advising bank Issuing bank correspondent
The beneficiary - . - . ’ The exporter/seller
How the letter of credit works
goﬁds
. 10
EXPORTER/SELLER ontract BUYER/IMPORTE ]
1YY e | wrddit .
] L) guoqshe | applicarion
Kl Pagment
(5) (4) (6) (9) (9) (2)
document - _pavuent AN Y
ADVISING/CONFIRMING (3 )—request for ISSUING BANK ]
BANK advice @ S--=cecqo-me--o
(7)
Documents
(8)
Payment
Figure 2.2:
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Stage = Event

(1)

(2)

(3)

(4)

The first stage in an export transaction is the
sale contract. All terms and conditions of sale
are agreed upon by the exporter.and the buyer
and the contract is sealed.

The buyer instructs his banks to issue a credit
in favour of the seller (the exporter). He will
g€ive his bank detailed instruction concerning
the description of the goods, their quality,
quantity, price, total value of the credit, the
documents required, the latest (sometimes

earliest) date on which documents may be

'pfesented'for payment ancd any special provisions

which may have been agreed between buyer and
seller. All these term will be contained in the
advice of issue ﬁent to the beneficiary (the
exporter or seller).

The issuing bank asks another bank in the
exporter’s country to confirm or advise the
exporter that a credit has been received in his
name. The advising bank may be a correspondent
or branch of the issuing bank.

The advising bank advises the beneficiary. As a
documentary credit is separate from the sale
contract, the beneficiary checks the credit and

ensures that the terms do not confliet with
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(5)

(6)

(7)

(8)
(9)

(10)

Letters

these of the sale contract. If they are okay,
stage 5 is assumed. Otherwise the beneficiary
requests the buyer to instruct his banker to
issue an ammendment to the credit to correct the
discrepancies.

Satisfied with the terms of the credit the
exporte£ ships the goads to the importer and
simultaneously give the documents of ownership
to the advising bank. |

The iséuing bank buys the exporter’'s
documentary credit and settles him with money.
The advising bank bpesents the ‘documents of
ownership and -the documentary credit to the
issuing bank for collection. | .
The issuing bank settles the advising bank.

Thé issuing bank delivers the ownership
documents to the importer and receives
reimbursement from him.

The importer collects the goods wusing the

ownership documents.

of credit are of various types. The are

however broadly divided into revocable, irrevocable or

confirmed irrevocable,

A Revocable Credit - may be ammended or cancelled at any

moment without prior notice to the beneficiary. However,

the issuing bank is bound to reimburse the advising bank to
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which such a credit has been transmi-ted and made available
for payment, for any payments mzzZe by such a bank in
compliarce with the credit, prior to receipt by it of notice
of amendments or cancellations.

An lrrevocable Credit - constitutes a definite undertaking
of the issuing bank, provided that tne terms and conditions
of the credit are complied with, to honour the draft of the
exporter, any cancellation by the buyer notwithstanding., In
this event, the exporter’s bank which will act as a
correspondent for the importer’s bank, merely plays the part
of an advising agency. All it issues to the exporter is
"advice of credit”. The irrevocable letter of credit gives
the exporter greater assuraﬁce of pay@ent thqn the revocable
but he remains dependent on the undertaking of a foreign
bank.

A Confirmed Irrevocable Credit - . the beneficiaries of a
credi@ received from another end of the world may never have
heard of the name of the issuing bank, let alone be sure of
its standing. If the issuing bank becomes bankrupt after
the beneficiary’s bank has negotiated the credit, but before
it has been reimbursed, his bank has recourse to him. As a
safeguard, the beneficiary can ask his bank to confirm the
credit for a fee. Once confirmed, the confirming bank has
no recourse to the beneficiary after negotiation of the

credit. This results in what is termed "confirmed
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irrevocable credit”. This form of credit gives the exporter

double assurance of payment. :

Special Credits:
(i) Revolving credit - this is where,under the terms and
conditions thereof, the amount is renewed or

reinstated without specific ammendment to the credit
being needed. It can be revocable or irrevocable. It
can revolve around time or value.

In case of credit that re;olves éround time e.g.

whiéh is available for up to $15,000 / month, during a
fixed period of time e.g. six months, the oredit is
automaticél;y availabie for $15,000 every month
.irreépective of whether any.sum has been drawn during
the previous montﬁ. 1t may be cumuiati%e, in which

~case a fresh $15,000 is added to the balance of the

previous month remaining or non-cumulative in which
case the new fund made available are added up to the
balance. to make the $15,000.

In case of revolving arcund value, the amount of
credit is reinstated upon utilisation within a given
overall period of validity. _

A credit for the full value of the goods to be

shipped but requiring specific quantitiés to the shipped
periodically and allowing part payments 1is not a

revolving credit but a credit available by instalments.
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(ii

(ii

)

i)

Red Clause Credit - this authorises the advising bank
to make advances 10 the beneficiary before
presentation o¢f the documents at the specific terms
and request of the applicant. This kind of credit
where the seller is a middle man and nct the actual
producer or where the orders are special. Funds are
made available to the exporter even before‘shipment.l
Transferable Credits - this ihvolve; the transfef
of the credit from the first beneficiary to second
beneficlary. This normally happens where the first
beneficiary 1is. not a supplier but a middle man who
wishes to transfer part of all of his rights £o the
second beneficlary. Transfer is possible only oncé and
is effected in terms of original credit.

L L e )

EXPORTER

[ FIRST BENEFICIARY ] ) [ IMPORTER ]

U R > 2N
[ ADVISING (2) ISSUING ]

regquest to advise L BANK

transfer
(b

N e AN . e M ——

- A W Ew —m e e e v —
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Figure 2.3

(iv)

(v)

Back to Back Cred: - Here also, the exporter is not
a supplier but a middle man. He does not however
transfer the credit to the supplier. Instead he
applies to a second issuing bank for documentary
credit to be issued to the supplier through a second
advising bank.

Counter Credit - same as back to back credit except
that the second issuing bank is the first advising
bank i.e. the exporter’s advising bank becomes the

issuing bank of the second credit.

Back - to - Back Credit

goods

, 8. ods
[EXPORTER =8 )_-_“-""“?*{ IMPORTER ]

(6) (4) (:)

| | \
advise advise application application

SECOND (5) r SECOND
ADVISING request to advise ISSUING
BANK BANK

ok me—— e R -

FIRST (2) FIRST ISSUING

ADVISING request to advice L BANK

BANK

Figure 2.4 °*
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v < 1ts

The greatest practical benefit to +the exporter is
protection against non-payment. Documentary credits are
second only to cash with order in certainty of receiving
payment particularly when they are confirmed. Letters of
credit are most useful when the parties involved are
relative strangers or when one of them is in a country where
political developments increase the risk of non-payment.
Disadvantages

"The wuse of documentary credits is less popular where
_the | transaction is between multinational. companies;‘
suﬁsiaiaries. and assocliates of the same company and iong‘ -
gstablisbed trading partners. 'In virtually all these cases
risk of non-payment is so greatjy reduced that trading an
open account is considered quite statisfactory.

2.6 Risks of Export Trade

The risks of foreign cperations differ both in degree
and kind from the risks of domestic activity. The
differential rates of inflation abroad may " have severe
impact on goods manufactured abroad and sold in a number of
- other foreign countries. Changes in foreign exchange rates
and devaluation may also have an effect. Exchange controls
also have their impact. Expropriation risks are also

greater than at home.
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In international operations firr's may be exposed <o
three types of risks thus: commercial, political and foreign
exchange risks. The table below indicates the judgement of .
J.F Waston arnd B.W. Sorge of the relative magnitude of risks

in different types of forelign operations:

- e A A M A W MR Ak R A e . W W ik e e ot A

Exporting _ 10 : 2 ‘ 5 - .
Portfolio , | ' ’ :
investment . _ 7T 4 10

'Direct . : o

Investment e 10 8

— v e e e v ww wm w mm mm mm e R ML e e e e e ET PR AR B R ER M A A R A ke B e e e e v EE MM e A A e = = v

These risks are encountered when sales are made to,
foreign bhygrs on credit basis since it is difficult to
repossess géods that are all ready in a foreign country.
Losses can occur due to protracted delay in péyment on the
part of the buyer, the failure of or refusal by the buyer to
accept and pay for gBoods or services when not due to =
failure or fault on the part of the seller, and the.

insolvency of the buyer.
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Political Risks

All foreign business action are affected by political
risks. Losses from this risk may be due to governmental
action which interferes with the completion of contractual
obligation between parties of two countries. The enactment
of new laws, decrees, order or regulation putting into
effect quotas, embargoes or disciminatory increases in
tarriffs can also intérfere Iwith normal businesses,
cancellation of import licenses already issued or only
partial renewal of these licenses can cause financial
loséeg. Expropriation, or confiscation of property by
 foreign government, or the occurrence of war, or hostile
warlike action can also cause losSeé.
Exchange Risks

Whenever there is foreign exchange to be received or
paid in the future, because of a trade transaction, there is
a risk that the relative value of the currencies will change
in the intervening time. Losses consequently occur whenever
the value of the national currency of one party, changes
unfavourably in relation to the wvalue of the national
currency the other party. Exchange risks affect selling
transactions where such sales are made in terms of a foreign
currency. Until payment is made and converted into the home
currency, the seller is never certain of the value of the

receipts.
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It is evident that the most important risk tg&- the
exporter :s the commercial cor credit risk. This is followed
by the risk of foreign exchange loss. The peolitical "risk is

not very affective on the exporter. N

Exporters attempt to minimise this commercial risk by »:

using the banks to receive their pasments. Banks ip tTurn: .

need protection for any form of export financing credit . or -
loan they give to the exporter. They need an assurance or.
guarantee backing up thg exporter before they could finance

- him.

2.7 Export Credit Guarantee/Insurance.

"In crder to sell their products abroad in . competitive ':

markets, exporters try to

(a} produce goods of higﬁ quality

(b) ﬁeet étrict delivery dates

{c) quote firm, reasonable and competitive pfices;

(d) if réquested, provide buyer=s with time in which to

pay i.e. grant them credit.

Competitors will often be able to metch (a), (b) and (c¢)
above, and if that happened, the contract would probably go
to the suppller who could provide the buyer with the largest

deffered payment. Credit thus becomes a powerful +tool: in -

obtaining or boosting sales. Grantinmg credit however, is . :

not without problems: o STt

(i) the longer the credit period granted, the greater the
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risk of something happening which may result in the

seller not being paid because of default by the buyer,

and economic or political risks prohibiting the

transfer of funds to the exporter.

(ii) the exporter runs the risk of over trading by over
extending credit to debtors.

(iii) if +the exporter can grant credit and still able to
finance himself, he will be under utilising his own
resources. |

(iv) .if +the  exporter can get finance from elsewhere he may
not be able to pass the costs to the buyer and still
be-qompetitive.

(vj from the national point of wview, the longer the
credit periéd. the longer the éﬁporters country is
denied reflection, in its balance of payments, of the
results of the export.

(vi) from the banker’s point of view it is too risky to
offer finance +to all exporter who has granted foreign
credit, without any form of guarantee of payment to
rely upon.

It is in order to eliminate these problems that the
concept of export credit insurance and quarantee has come
about. Credit insurance has traditionally existed wherever
a seller found someone willing to accept the risks for a
fee. 1Its application was largely limited to domestic trade
until World War 1 when growing competition for world markets

dictated the need for an extension of courage. Facilities
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were limited and rates were higher than most sellers were
willing to pay. The non - recourse financier remained the
chief source of credit protection although he himself could
rarely pass on to another, the most unforseable risks (the
political). The turning point in the provision for export
credit facilities came with increased trade in heavy capital
equipment requiring a longer term pay out, but too high a
risk for an individual company to bear and too attractive a
deal to be passed'up.

Export credit insurance facilities are readily
available in principal trading nations. While the extent of
.cdverage may differ in each country, all have one purpese in
common: to facilitate an expansion of éxport trade and to
make a nation’'s products more competitive abroad, through
stimulation of increase in non-recourse financing by banks
and private institutions. Each national export credit
insurance system has itsopwen peculiarities. All are however
guided by the same principles:

1) the exporter must participate to some extent in the
export credit risk. Otherwise credits may be granted
too freely. At least the margin of the non insurable
part of the export credit should equal the profit
margin.

(i1) the importer ought to be a sufficiently good risk.

There must be evidence of his credit worthness,
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(iii) Risks are divided into commercial, credit, or
financial, and political. Insurance courage may then
be for both categories of riflks i.e. compreheniéve or
for only one specific category.

The administration of existing export credit insurance
programs takes various forms. For example in Belgium, Japan
qnd United Kingdom, the plans are sponsored and administered
solely by the government agencies. In other major exporting
nations like France, West Gérmany and Italy, the programs
are operated either with Jjoint public - private
participation or by private insurers in cooperation with
government departments. In the United States participation
is by government and private insurers. Regardless however,
of the degree of private participation, it is always a
government body that insures all non-commerical (political)
risks.

Ihe United States Export Credit Insurance Svstem
Two organisations are available for export cred;t

insurance in the United States. These are, the Export -

Import (Exim) Bank and the Foreign Credit Insurance

Association (FCIA).

Exim Bank
This has been, for a long time the insurer of non-

commercial risks involved in short term transactions of less

than one year. The programme was and still if all important

tool for exporting to politically risky areas. However,
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insistence on an all or nothing approach méant that a firm
had +to pay the insurance preminium for all its turnover of
exports, including +those to areas where there was 1little
risk. An American exporter who specialised in sales to
Canada for example, with only occasional shipments to
politically risky areas, found the Exim bank insurance too
expensive to make use of. But when exports to¢ pcelitically
risky areas where heavy, the Exim bank programme became
particularly appealing. Nevertheless the pProgrammne
.attractéd only a émall number of policy holders.

ECIA : : :

In order to eliminat.e the short comings of the Exim-
bank plan and.to broéden it to- encompass a full coverage of
export risks as feasiable within the bounds of reasonable
costs, thq FCIA was established in 1962 to protect American
exporters against the harzards of commercial credit and
political risk. The FCIA is a2 cooperation between the Exim
bank and private insurance companies in America. In
addition to the Exim bank's short - term cover, the FCIA
offers medium term insurance too.

The FCIA has benefitted the American exporter in two
ways:

(a) the exporter is in a better position to extend

credit to overseas customers because of his

insurance cover,
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(b) financing is more readily available to exporters
from banks and other financial institutions, when
the exporters foreign account receivables are
insured.

In addition the banks found the FCIA programme an
important stimulant for new business since proceeds of the
policies are assignable to them.

Exim bank underwrites 100% of the political risk
coverage while the insurance companies assure the entire
credit risk with Exim bank providing reinsurance to the
syndicate over certain limits of liabiliéy.

The short term policy

This is for expgrtérs or manufacturers doing business
in the United States. Mefchandise must be shipped from the
United ©States to friendly countries and sold for U.S
dollars. The policy is designed primarily to protect
exporters who thp consumer goods and commodities abroad on
terms of up to 180 days or for special circumstances over
year. In practice however, almost any product is eligible
for insurancé. Short term policy is normally on & blanket
basis. The rates for the insurance is determined by the
credit terms extended and the country which the goods are
being shipped. Liberal credit terms and highly unstable

countries imply higher rates.
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Basically, this policy of 181 days to 5 (five) years is
the same as the short term in so far as insurance coverage
is concerned. However, in addition to the longer period of
credit that is insurable under the medium term, +there are
some essential differences between the two policies. One
major dissimilarity is that, unlike the short - term policy,
where there is a flat whole - turn over requirement, medium
term insurance is available on a case by case basis. This
policy is designed to cover capital equipment or other
duréble goods .

The British export credit insurance system is .perhaps
the most extensive of all national trade insurance schemes,
apparently Dbecause foreign trade is vital toc its economic
health.

The system is operated through the Export Credis
Guarantee Department, a government department under the
Jursidiction of the President of the Board of Trade. it
began operating in 1919. The department issues insurance
policies to provide guarantees against the major trading
risks, for both capital and consumer goods,
Terms and Coverage

The +types of guarantees written by the ECGD fall

essentially into four categories.
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{i) comprehensive guarantees,~ issued on a whole turnover
basis to cover short-term credits for periods up to
five years. Policies may be written for coverage from
date of contract or date of shipment, at the option of
the insured. For terms of longer periods consideration
may be given to cover the entire risk or the first 5
years thereof. |

{(ii) specific guarantees - - to cover capital gcods export
on terms of up to 5 (five) years. |
(iii) guarantees issued directly to banks to support finance
| of post acceptance credits on capital goods with
supplier credit periods of at least 2 (twé) yéars.
(iv) small exporter guarantees - for éhort term exports on
whole turn over basis, wvalid for ﬁlttwoi years or
until +the firm's export business renders a value of
0.5 dellars 50,000 (fifty thousand). .

Particivants in the risk
The exporter participates in the risk and assumes &% io._

10% of the loss. The department covers up to 90% of a loss

"due to insclvency cf the buyer or his failure to pay within
six months and 95% of a loss due to political risk, |

Cost _

Rates vary according to the market for which the goods
are destined, the terms of payment and the trade or class of
business concerned. They can be as low as 0.2% for cash on

delivery and up to 2% for 180 days. However under the

1
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comprehensive guarranty, the average ratio is 0.3%. Small
exporter guarantees are available at a flat global rate of
0.65% while the cost for medium term credits may run from
1.5% to 4.5%.

Basis of cover

Generally, total turnover of an exporter is insured but
"selected markets” cover can be arranged to apply only to
certain markets provided that a fair spread of potential and
bad risks are offered to the insurer. Maximum terms insured
are generally up to b (five years except in case of ‘aircraft
where coverage for a seven - year period may be granted.
Occasionally, competitive demands will permit a Jlonger
guaranty to be issued. .

< s »

The system of. export crédit inéurance. in other
countries are operated similarly to those described above.
Many however have not yet reached as advanced a stage of
development. Each country with an export credit insurance
system has developedlspecial arrangements by which insured
transactions may be financed &at 1low rates by banking
institutions. The effectiveness of each arrangement
however, varies and is often dependent upon the political
and economic needs of the nations concerned.

The Nigerian Export Credit Guarantee Fund was set up in
1983 with an initial capital of N1 million to provide

financial guarantees to banks and insurers to exporters to
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cover exports from the country. The scheme is intended to
cover both commercial and non-commercial risk. The Central
Bank is to¢ be in change of the day to dey administration of
the fund while a Board of Directors will oversea the
management of the scheme. The board comprises
. representatives of:
(i) the Federal Ministry of Finance
(ii) the Federal Ministry of Trade
(iii) the Central Bank of Nigeria
{iv) the Nigerian Export Promotion Council
- (v) +the Nafipnal Insuranée Corporation of Nigeria and
(vi) tHe Nigerig Reinsurance Corporation.
Since the set up of fhe fund, very littie effort haé
been made to get it really working. It is existing

pratically only on paper.
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CHAPTER THREE
EXPORT FINANCING AT ICON LTD (MERCHANT BANKERS)
3.1 History and Organisation

At ICON Limited, as in other merchant banks in Nigeria,
export - financing is a relatively new phenomenon, being
traditionally the domain of commercial banks.

Up till 1982, there was relatively almost no such
service at the bank. Rather, there was mostly trade
promotion activities other than finance. The aim then was
to make potential exporters aware of the existence of the
non-o0il Dbusiness. Since with the impending oil glut and
shortage of foreign exchange, there was 'tﬁe‘ need to
intensify revenue earning activities from the non-oil sector
of the economy. Export service offéred by fhe bank then,.
include:

{i) identification of export products through contacts
with local producers and suppliers, finding foreign
markets for such products, as well as matching
Nigerian exporters with reputable over seas buyers.

(ii) guiding exporters on local and external documentation
and regulating requirement and arranging bulk
shipping to minimise freight costs.

(iii) providing consultancy services to exporters entering
new markets e.g. guiding exporters through design,
quality, packaging, promotional and presentation

requirements in foreign marekts.
]
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(iv) providing facilities at local and international trade
fairs for products and market research by
participating in export oriented exhibition during
these fairs. | |

(v) maintaining close contact with over 200 (two hundred)
correspondents world  wide and international
organisations in order to facilitate trade information

flow. o R : - o ¢

(vi) providing brokage or agenéf servicgs for . local
commodities traders through the bank’s commodities
exchangeb.debt. This 1is a -floor where commodities
papers 'e.g.' warehouse warrants, bills éf lading,
certificates of quélity and quantity are tradéd.

By 1982, with the increased awareness of the business,

financing per se took coff at fhe bank to:

(1} provide short, medium and long term financing  and
develop new trade financing and collateral
instruments to ease credit flow.

(i1) advised and/or confirm export letters of credit
issued by the bank’s correspondents, and |

(3iii) collect export proceeds promptly, manage the
exporters’ foreign Currency Domiciliary Account
for the exporter. |

Export - finance is not a unit or subunit on its own

at ICON Limited. It is with a group of other trade

promotion activities, which make up the trade promotion unit
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cf the bank, supervised by Assistant or Deputy Managers as
the organisation structure shows. This unit, together with
the corresponding banking unit make up the Trade and
Corresponding Bank Division. The two unitswork in <close
assocation with the operations department of the bank, to‘
offer full and complete export financing services. Within
ithe trade promotion unit are offciers, each with his or her

clients to service from initiation to end of transaction.

3.2 Product and Clients Tvpes

As in the pre-oil era, exportation of raw agrichltural
commodities such as cocoa and palm - produce, continue to be
dominant among the list of non-oil exports, the unstable
domeatic and external prices of such raw commoditiéé'
notwithstanding. This is under;standble when viewed from the
fact that‘Nigeria has been a consumer, rather than producer
nation. Thus, export of manufactured goods are quite
uncompetitive in the international markets considering their
quality in particular and their price. Although with the
introduction of the Foreign Exchange Market, the prcoducts

could be price - competitive. Furthermore, the policy at

home has been that of import - substitution rather than
export promotion. Perhaps the only exportable
"manufactured” goods are the local handicarft. The new -

found strategy now is to improve value added by processing

the raw agricultural produce into intermediate products
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before exporting them,

Export finance of services is completely absent at ICON
largely because of +the unorganised and low level of
development of the services sector of the economy.

Unlike in the past when the export of agricultural
produce was done by big trading companies 1like SCOA, GB
Olivant, John Holt etc., most of the bank’s clients are now
rural traders and small scale industrialists and merchants
without the resources or wherewithal to successfully carry
out export transactions. The big houses have gone maostly
into manufacturing. Besides, for whatever they w;nt to
export ana when they want, to they have fesources both here
in Nigeria and overseas, because_of the size of their
bdéiness and the fact that most of them are subsidiaries of
giant international organisations with resources all over

the world.

3.3 FPreliminary Conditions
Before any form of financing facility is extended to
all exporter, he or she must
(i) be registered with the Nigerian Export Promotion
Council; requirements for this registration are:
a) the exporter must be a company registered under the
Companies Act 1968 i.e. a limited liability

Company. Individuals are not deal with.
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(ii)

(iii)

b)

e)

d)

e)

e)

a2 photocopy of each of the certificate of
incoporation, mermoxyandum and articles of
assocation must be provided.
the company must either be a manufacturing firm,
producer or export merchant etc. He must show
evidence of ability to secure regular supply of
the product, | |
the company must show evidence of contacts made
abroad e.g. inquiries received, reaction to ihese
inquiries etc.
if the company is a mgﬁpfacturing one, the goods
so manufactured mqu have 40% local raw material
content or 35% value added.
a copy of the bbmpanf’s tax c¢learance cerﬁificate
must be provided.
show evidence that a contract agreement has been
signed Dbetween him and the potential impofter. The
bank checks on the guinueness of the contract and
credit worthiness of the importer through its
correspondent banks abroad. The letter of credit is
most preferred here.
open a foreign currency domicilary account with the
bank. The minimum amount is N100.00 (one hundred
naira) equivalent of the U.S dollar, British pound,
French Francs Denstche marks or Swiss Francs. For

trade within West Africa the CFA currency is allowed.
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It may however be sold for equivalent of the other
mentioned currencies to finance imports from outside
West Africa.

All proceeds from exports are credited to this account
and c¢ould only be used for eligible (export) transactions.
The account is designated as "Domiciliary Acccunt - Export
proceeds, for the purpose of maintaining its special status
and monitoring it. The exporter 1is allowed reasonable
foreign exchange facilities chargeable to the domicilliary
account for export promotion activities (like travelling)
which shall not exceed.ten percent of actual proceeds of
export of manufactured go&ds or 5% of primary or semi -
processed products.

The exporter islfree to sell part or all of his export
proceeds to the holding bank (in this case ICON Limited) or
any other authorised dealer at the prevailing Foreign
Exchange Market rate. .

Once these three 'conditions are_satisfied, the type of
finance required by the exporter is then determined based

upon the exporters resource strength.

3.4 Credit Facilities Available
ICON Limited offers tqo major types of credit
facilities to exporters.
(i) short term credit

(ii) medium and long term credit.
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Short term | . | ' - . s
This forms the bulk of the bank'é export financing. It -

is further sub-divided inte three: pre-shipment (or pre-

warehouse), point shipment and past - shipment finance.

Pre - shipment finance is Dbasically pre-procurement
financing. The advances made to the exporter at this stage
are essentially self-liguidating and generally extinguished
on receipt of export proceeds or negotiation of shipping
docunments.

Point - shippment finance is also referred to as -stock”
re*finanéing. Goods.feceived in secured warehouses oﬁerated
by internatioﬂally' recﬁghiéea agencies, . are ﬁefghed and
tallied by such agencies who then issue warehouze warrants
to the exporter the bank in turn refinances the warrants to
enable the exporter draw funds to péy the local supplier.

Post - shipment finance is basically a brideging finance
where advances are made post shipping documents. Usually,
the exporter uses his own funds to finance procurement and. .
shipping. of the goods. The bank provides finance up. front’
(based on shiprping documents submitted for negotiation).
The aim is tc make the exporter ligquid pending receipt of -
export proceeds. _ | |

Whatever the type of finance given to the éxporter, the .-
Central Bank of Nigeria refinances the bank to > the - tdme-

of 75% of the credit. o
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At ICON this is not seen as export finance per se but
something that requires traditional credit procedure, As
such it 15 not carried out by the Trade and Correspondent
bank division, but refered to the c¢redit and marketing

division for normal credit appraisal.

3.5 Procedure ,
Since most  of the clients are gmall merchants and
manufacturers with no tangible asset to pledge to support
-the credit and since their suppliérs are often rural

dwellers where there "is inadegquate inffagtructure. for

extending and disbursing credit from the bank, a special

system'has been infroduced bf the bank.

In this system, warehouse, gquality .céntrol insurance
and transport companies, as ﬁéll as commercial baﬁks (with
greater spread), constitute the credit control agents "that
facilitate the innovative documentary trade finance method
now employed byt the bank. Under this arrangement, the
commercial banks constitute the lenders on behalf of ICON
Limited, warehouse keepers as collateral custodians, quality
control companies as quality surveyors and insurance
companies as risk berarers. The system'offers the bank an
incentive to rely on warrants, quality and weight contracts
as primary and secondary financing and collaterial

instruments, except in the case of the pre-shipment finance,
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To move funds to the beneficiaries in rural areas
where the bank has no representation, ICON has introduced an
agency agreement with commercial banks in these areas. This
relationship has facilitated the use of the domestic letter
of credit accompanied by an attached escrow draft in the
name of the advising bank for the purpose of creating an
escrow account in support of the documentary transaction).

For each +type of ﬁhe short term finances there is a
procedure for applying the system mentioned above.

Pre-warehouse finance requring in most cases that the
expo?ter providéﬁ tangible assets as collateral. With the
collateral in hand, the bank issues credit to the exporter.
When the exporter delivers the goods to the warehouse and
inssued, the exporter collects the warehouse warrants (which
stipulate the article and amount), the insurance certificate
and the guality certificates (which confirm the gquality of
the goods). The documents are submitted to the bank who in
confirmation with the exporter, arranges for the necessary
export documentation. The goods are then shipped and
proceeds are collected by the bank. The proceeds are
deposited in the exporters already opened domicilliary
account. The account is debited by the amount the bank has
advanced to the exporter and by any other costs and charges.
The transaction liguidates. The exporter may dispose of the
balance in the domicillary account in the laid down way or

kept it for future use.
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In rare cases where domestic letter of credit is
accepted by the supplier, the exporter is relieved of the
problem of providing tangible collateral.

At point shipment the exporter already Has some goods
in the warehouse but needs more funds to acguire more of the
goods. In this case the bank disburses funds to the
exporter, by way of opening an escrow account in another
bank in the suppllier’s name. The letter stipulates that the
funds are not released to the supplier until he surrénders
the signed commercial invoice, warehouse warrant and quality
certificate to the bank. . This eﬁ;preé that the supplier is
not paid until he has actudll& delivered the goods to the
wérehouse. The cofrespondent' bank then hands aver the
documents to ICON Limiééd as gecurity. The'process'revolveé
as long as the corders continue or until the required amount
of products for the contract is reached. The documentation
shipping and collecting procedure follows as ih the pre-
shipment finance. Mot of the bank’é finance is of this
nature. |

Fdr post-shipment finance, the exporter surrenders the
shipping documents to the bank against the required credit

until the proceeds are received.

3.6 Documentation and Collection
As & financing bank, ICON Limited is involved in

documentation of the export products (in conjuction with the

3
-
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exporter), before the goods are finally ready for shipr=nt.
The bank 1s required to help the exporter complete form

NCD3(A) for the purpose of satisfying the departmern- of

custom and excise that:

(1) payment will be made in the approved manner tc the

exporter within three months from date of exportz-ion.

(ii) that payment represents a satisfaction return for the go

that are to be exported,.

The completed form is then stamped and endorsed by the
bank as the negotiator and collector. The bank retains the
original and duplicate the triplicate and sextriplicate are
sent to the Central Bank of Nigeria, the quadrip.icate
together with the relevant certified invoices are subritted
by the bank to thé Custom; and Excise department atthe time
the goods are entered for export. The exporter retains the
fifth copy. -Separate firms are used for each ite- and
shipment.

On receipt of the export proceeds (mostly through the
letter of credit) the bank certifies and returns the
original copy to the Central Bank while retaining the
duplicate copy for record purposes where there is &a short
fall of more than 5% between the declared value of the
exports and the value received, an explanation must be
furnished to the Central Bank, by the bank with documentary
evidence to support the case.

A Nigerian Maritime Authority form is also filled.
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3.7 Lroblems
A lot of problems hamper greater develcpment of the
export finance business at ICON Limited. These problems can
be categorised into two: those faced by the export -
finance industry in general and those faced by merchant
banks in particular.
General problems

(i) Even with the existence of the Nigerian export

promotion council and dissolution ¢f the commodities
-board, MHNigerian exporters are still grappling with
the important issue of how to properly organise
thémselvea in 6rder to properly identify &enuine
exporpers and ensure high gquality products and
proper conduct in transacting,£heir export business.
The result has been embarassment suffered by some
commodities especially cocoa in recent times. This
has. not failed to rub on the financing institutions
directly or indirectly.

(ii) Because most of the export products are commodities
undue delays and improper storage facilities often
result in damages on the produce. The result has
been that the credits become difficult to recover.
In adeguate warehousing facilities are therefore a
great problem.

{iii) Nigerian ports and shipping industry operations are

characterised by high level pilferage and other
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(iv)

(v)

malpractices. As a result, insurance coverage of
the export - import trade attracts & relatively
disproportionate high charges compared to most other
countries. This has increased the cost of financing
international trade in the country with a direct
consequence upon the costs which exporters must have
to pay the bank.
The absence of a fully operational export credit
guarantee and insurance system to protect banks, has
greatly hampered +their inclination to lend tb
exporters.
The exporters who should constitute the bank or core
of thé business are small and ﬁedium Sized merchants
and‘mgnufacturers. They. are more often than not,  not
in a position to produce tangiable or valuable
securities and worse still they tend to have
organisational and management problems. Neither do
they keep proper records. Naturally therefore, banks
have difficulties evaluating their performance.
Although a system of using warehouse documents as
collaterals was been introduced, the system has not
yet been perfected. It requires to be satisfactorily
defined, stream hired and coded by the regulatory
authority as an official trade finance system.
Moreover, for pre-shipment finance, the problem of

finding a means to addressing borrowers without
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tangible assets is still to be found.

(vi) The inefficient cheque clearance procedure common to
the Nigerian banking system poses a major problem. A
situation wﬁere cheques take up to three weeks to get
cleared, leaves much to be desired. 1t causes undue
delay in disbursing funds to exporters and suppliers.
This increases costs and where commodities are
concerned, price fluctuations (fall) may cause +the
exporter a lot of hovoc and conséquentl& his bank is

‘affected.

(vii) More often than not, becuase of inadequate funds in a
bank due to high demand, exporters get only a fraction
of what they want from a bank. Conseguently they try
to get credit from as may banks as poasiblé to meet
their requirements. The result has been
inefficiencies in costs and sometimes bad debts.

Merchant Bapk Problems

The fundamental problem here arises from the fact that
merchant banks are city banks with few city branches and no
rural ones. They are banks with a lot of centrialisation at
head office too. On the other hand the exporterg:;ost ey
of often either rural or even if urban, not in cities where
the banks are. Furthermore, the suppliers are mostly rural
farmers in areas where the infrastructure is just not there.

This has lead to difficulties in disbursing funds to and

supervising the clients. The earlier mentioned cheque

cleafance problems compounds the problem.
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Although the merchant banks have tried to go intoc some
forr of agency or correspondent banking relationship with
strazegically located branches of major commercial banks,
the =system has not been perfected. Besides the commercial
banks: do not seem to be highly interested because of the
comp=~ition syndrome (they might as well take over the

clierts for themselves).

3.8 Prospects

The prospects for bigger export financing at not only
ICOK but other banks in the country is tied directly to the
proszects for increased export business in the country.

The éconony has been brought back to its senses by the
oil glut. People éré incgedsiﬁgiy becoming aware of the non-
©il export business as a means of earning good foreign
exchange. More and more businesses are expected to join the
expcrt trade wagon. This shall also be enhanced by the
export incentives approved by .the Federal Government,
ranging from abolition of commodity boards, abolition of
export lisence, abolition of mandatory surrender of all
export earnings to the establishment of the export. Grant
funds and export subsidies. When fully implemented export
busiress should be a very lucreative thing in the country.

Better quality financing is also not far away. The
refirancing and rediscounting facilities introduced by the
Central Bank shall in no small way strengthen the banks in

providing finance to exporters.

- 71



Wher. fully implemented, the Export Credit Insurance and
Guarantee system should offer better security to banks in
giving credit.

The innovative efforts of banks in developing the use
of documentary collaterals and local correspondent banking
is just the beginning. There is room for more innovations,

The gradual deregulation and structural adjustment of
the economy shall in the long run usher in a new,
entirely structurally and functionally removed finanéial
system o=n which banks. and borrowers could build mutual

confidence.
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CHAPTER FOUR
SUMMARY, CONCLUSION AND RECOMMENDAT (NS
4.1 Summary
It is not difficult +to see how Nigeria’'s current

economic travails came about. With the oil boom of the
1870's, all other sectors of the export economy were
abandoned. An almost complete dependence on c.l exports as
the major source of foreign exchange set in. However, this
was short lived.Yhe Ovash of the oil market :n the early
1880s, set the economy in disarray. A severe shortage of

foreign exchange needed to feed the import eccnomy set in.

It 1is against this background that a renewed effort to

rew¢we the non-oil export sector has. begun and bankﬁ
naturally, have taken the positions as financiers qf the new
move.

Banks have an important role to play in the export
finance business, from the realisation that they belong to
those instituticns which mobilise the vast financial and
human resources necessary for servicing exports. Their role
is that of a committed broker. In the past, commercial
banks have been the most experienced in financing export.
Merchant banks are expected to play more innovative roles in
this business, being highly skilled financial institutions.
They have operating advantages over commercial bank Dbecause
they are smaller, more easily manageable and not saddled

with the administrative problems of commercial banks.
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Icon 1limited {Merchant Bankers) is one of the oldest:---!
merchant banks in the country. It is a lineal successor ‘to : :..
the erstwhile ICON Securities. Set up in 1974 .in .an . °
agreement between Nigerian Industrial Development Bank, .-,
National Insurance Corporation of Nigeria, the  Barirg ..
Brothers of London and J.P. Morgan of New York, it . became
fully indigenous in 1986 with the two Nigerian partners as__:ﬁ_.;
the major sharehclders. Total Assets in 1987 stood at over’
N1.7 billion.

Four types of exports are available. These iﬁclude
commercial, invisible, bunkering and . non-commercial.
Commercial exports is the sale pf“goods from one country ‘to -
another. Invisible exports 'are services which generate _:
foreign exchange e.g. shipping, banking etc. "Bunkering is
the sale of petroleuﬁ; whilé non commercial expﬁrts aré
things like gifts and personal effects which do not earn any
foreign exchange for the country. Exporters may not
necessarily be producers. They may be agents of.merchants.

Exporters require financing to cafry out export orders.

This financing is essentially a banking and insurance
mechanism. It is available in four categories: - long term
investments (to finance capital requirements), export
production loans (tb provide working capital), export credit
(to .provide procurement and bridging finance) and export

credit guarantee and insurance. ' ’ B



The Dbanking system provides several methods for the
exporter to receive payment and for the importer to make
prayments. These include cash with order, open account,
bills of exchange and documentary letters of credit. Cash
with order is very rare, either the seller does not trust
the buyer one bit, or the buyer trusts the seller s¢ much.
Open &accounts provide for payment to be made later, either
by telegraphic or mail transfer, or by checks or bank
drafts. The open account is a sign of the trust the seller
has on the buyer. Bills of exchange may be clean if +the
exporterl trusts the buyer, or documentary. if otherwise.
Bills are:- cheap, discountabie and more secure for +the
_exporter than open account. Documentary letters of credit
are perhaps the best compromise between the buyer and
seller, second only to cash with order. Various types of
this letter are available. They 1include revocable,
irrévocable, confiymed irrevocable and special (revolving,
red clause, transferable, back to back or counter) credits.

The export rade is full of risks quite different from
those of domestic trade. Risks include commercial,
political and exchange. Commercial risk is the risk that
losses may occur due to protracted delay in receiving
payment, or failure or refusal of the buyer to pay.
Political risk is the risk that losses might occur due to
foreign governments action that prevents <the buyer from

fullfilling his contractual obligation. Exchange risk is
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the risk of loss due to unfavourable change ¢: value of one
currency in relation to another. OCf all these risks the
most important te the exporter is the commercial risk.

Commercial risks occur naturally when sale is on credit
terms in order to meet comptition and boost szles. To reduce
this risk or eliminate it, the export credit guarantee and
insurance system was developed. This system gives
protection to both the seller and to his financier, the bank.
In its absence, from the banker’'s point of view it would be
too risky to offer finance to an exporter whc grants foreign
credit. Perhaps the most developed expo;%:ggggg;s are the
American and the British. The American system is operated
by the Exim bank (government own;d) and the Foreign Credit
Insurance Association (owned by Exim banz and private
insurers), The Britishllsystém operates 'through‘ the
government's Export Credit Guarantee Department. Other
national systems operate similar to these twc but have not
reached the same advanced stage of developmenf. The
Nigerian system is yet to take off.

At ICON Limited, export financing is a relatively new
business. Their clients are small merchants and traders
exporting mainly agricultural produce. Certain conditions
must be met by an exporter before he or she is eligible for
financing these conditions are: the exporter must be
registered with the Nigerian Export Promotion Council;

he/she must show evidence of contract agreement with a
»
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buyver; he/she must open a Foreign Currency Domiciliary
Account with the ©bank. Only short term facilities are
offered by the bank in the form of pre-shipment, point-
shipment or post-shipment finance. A syster of using
warehouse warrants, guality control and insurance
certificates as collateral; is emploved by the bank to grant
credit to those who have no tangible assets to put up.
Escrow accounts and domestic letters of credit are also
used, in conjunction with commercial banks with good branch
networks, to reach these clients.

A lot of problems hamper the development of exﬁort
financina, at. ICON limitéd. These problems - are of two
t&pes: these faced by'the induétr}lin general . and those
" faced by merchant banks in partiCulér. General problems
‘include lack of proper organisation and conduct of the
-exporters, high cost of insurance perishaﬁle value of +the
export products, undeveloped export credit insurance and
general inefficiency in the cheque clearance procedure of
the Nigerian banking system. The merchant banking problem
is by natureltheiry small and highly urbanised spread.

However, with all the inherent problems, the export
finance business at Icon Limited has a good future to loock
forward to. More and more individuals and organisations are
likely to Join the export trade in order to earn foreign
exchange. The government is also providing more and more

incentives t¢ make the business more profitable. The
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gradual deregulaticn and restructuring of the economy shall
ensure in the not too distant future, a better system on

which banks and borrowers could build mutual confidence.

4.2 Conclusion

Financing in an important tool in boosting the export
business in Nigeria. Without it, no nation can hope to be
viable export economy.

Although Icon Limited is a relatively new comer to the
export business when compared with commercial banks,
nevertheless, it has been quite innovative and is doing well

"in the area. Perhaps it would have been able to do much
more if not for its peculiar nature as a city bank with a
small network.

A lot of work needs to be done to improv? the

situation.

4.3 Recommendations

To improve the situation, ICON Limited must

(i) improve its culture and concept by more
decentralisation of its operations and decision
- making process., This could be done by

upgrading the level of management at the branch

or area offices rather than concentrating them
at head office. Required here is a systematic
and well thought out training pProgramme that

will create the managerial and technical skills needed to

manage an autonomous system with more functional results.
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(ii) make commercial banks more willing to compliment its

services in conduiting finance to the rural
clients. It can ensure this by giving the
commercial banks a better deal. For example by

going into full scale paternerships.

{iii) maintain data bank and computerised information
system, in order to adeguately and speedily
pProvide the necessary ‘informgtion on business
and financial .conditions as well as government
léws and regulations of both Nigerian and the

. foreign'markets. . .

{iv)- Be more involved in the warehousing system and strive
to make them more efficient.

(v) in conjunction with +the apprgpriate authorities, -
define, codify and 1egalisé the use of such new
finénce instruments as- the domestic letter of
credit, escrow accounts letters, warehouse
warrants etec. and any.ones that may be developeﬁ
in future.

On its own part, government as the prime mover of the
economy and the force behind the banking system must,

(i) derregulate the entire system, review it constantly

and make changes where and when necessary, promptly.
It must also remove any bottlenecks to implementing the

changes .
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(iii)

(1v)

harmonise the op=rations of banks in general, to
avoid waste and cduplication of efforts.

though its banker the Central Bank, ensure that
monetary policy provides for adequate allocation
of funds to the non-oil sector.

treat the deve.opment of the Export Credit

Guarantee Fund, with top priority.
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Appeudix ¢

-

ESCROW LETTER

Deor Sir,

PAYMENT FOR .......... JEIRIC TONS OF GOOD
FERMENTED HMATN CROP GRADE T NIGERIAN COCOA BEANS.

We understand that Qoux customer, T
sesesssassensssscssces NOS GpTeed te 80l)l s.cisrvisenee
metric tons of good fermented Moin Crop Grode I Nigeriem

Cocon Benas to our client, .. ..... senens sbsansesasene e
B cinesersnasusssssesis pbs RELZEE OB SHemuksevrensns

The condition of scle is thot an Escrow Account
domiciled at your brench must be esteblished os guorentes

of puyment tc the sellers = . ... .. c0uuns ShRRETe R ‘e
ATR0Ched,c snononssaseressneusnssnvensne e » chaque
Mosasissassasbiseeanin doted ..cccacccvsnnnens foar

r. swses sasess sseesenens mode

poyods to ;... «.=", 4. %0 be ci.v...« 10 the Escrow
Account which expizes,......... o W sesas

You are harel cuilhcrised to poy the svm of %, ... ... .....
0 cicsisnsssnssanns T e P pry e on presantation
of the following dozumcnk:

1) 373 signed Commerciol Invoice

?) 3/3 Worehouss Warront issusd ond signed by
Elder Dempster worshouse, Apope ond
countarsinged by, ......00iviuunnn VEa s waes Lrd.

3 Cartificate of Quality Anolysis isaved by.......

Pleose ocknowledge receipt of this letter on the
ettoched copy and revert your furthar actions to vs
sconest.

Yours faithfully,
Icen Limited (Merchant Bonkers)

Aothorised Signetery Avthorieed Signetory
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PART A (To be completes 3y Exporter or A222!)
i

- , NATIONAL MARITIME AUTHORITY Appendix =
SHIPMENT NOTIFICATION FORM | Year | Month

l
FORM C—3.2 _
(PRIVATE SECTOR NON-OIL EXPORTS)

i
FORM NCD 3(A) Ne..............

Nv 15578

Particulars of Contract or Pro-forma Invoice :

Contracy[Prolorna (nvoice Particulass (attach copy) ...
Nature of Cortrac: : (F O B/C & F) Delers as Appiicable

Name & Address of Enportar'

Oﬂmr tO cONtacs In cate of nud

IO 5 s e i A R PR v

Name & Address of Forwarding Agent :

R o A A S P S | Ot e PO Tl R S TP PP o AR e A P Rt

Address ..o ==~ SRR o == -

Person to Contact in case ol need :

NAME & veeeei e e e e Tremm

Designation :. pranmasinesnsis Tl baassernssatnsnusasmmnnrrsossn RO Severanyumswonnsn sl I xnvmesyaimunsinsssaasasiesasnia
Particulars olep '

Country of Origir Type of Cargo® Quantity 1 Dead Weight (1ons) = Cubic I"‘Ie.uurernenl.

Bulk Dry
Bulk Wet
Conventional
Container

-n,;r;hmm
Fraight Tonnage -~ ... pontniannth FOB Valge :... cessarens... COSE Of Frenght ::
Expected Port of - Shipment/Loading: ... sesi{iR) Dalcharge ________
Proposed Date Swipment :(ottach shipm=-t schedule) .
Between... S sonenn W ninn BN D i sus cuminianins iphnndins ussia swmiian T OUTRUEINS,
Technical Pamun {wherc ¢ppluabl:) ot
NBIE: oicoivossremarnonss S R T e P P AW oA
Address: ...

Particulars of Receiver of goods : (I “to order” give particulars of Jnotify part)
MName & oo i e nn R o e =

Address : . . . S orriges o !
Tel: ...t B PRI TRy, ' L N DIPTRRSEppp Fax

Certification :

I certify thit the statements made above are to the best of my knowledge, true and In keeping with demands
of Decree 10 of 1967,

Signature of Reaceine Officer: veer ... Dares

o R —_—

Autherized Dealer Bant - (S1armp)

FOR FREIGHT COMMITTEE

PART B

OFFER TO CARRY
In exercise of powers conferred on the NATIONAL MARITIME AUTHORITY uncer Decree 10 of 1987 and
on behalf of the Shiper(s)/Importers(s), the Freight Committee of the Authority offers to Ship Operators ir

Bhe.coverrerrseeassesssommmmmnnsn. FOUTE the contract for the transportation by ship of the above-mentioned cargo/cargoes.

Freight Committee Chairman .......
ORI cimvarshs s e memmmpr e yaida s siauAs bra s B e BUCIRLAIY . connvriisiirssnnssasmmmsnsnssansis



