METHODS OF PAYMENT IN INTERNATIONAL TRADE

Methods employed should be fool-proof

Before beginning the transaction with the buyer, the credibility of the buyer should be checked, unless the buyer agrees to make the advance payment. There are various of payment. The safest amongst them is:

· Advance Payment: it is not a very popular method. As the exporter may default. This would be done in case of products which might be unique or cannot be got from anywhere else, or some similar case. Or where the buyer is a known person. Advance can be made against LC also (Red Clause). In advance payment, the advantage to exporter is that there is no risk of non-payment and he can make use of funds. The disadvantages could be; it may require issuance of down payment guarantee. If the buyer is making an advance payment, he may expect a price discount. 
· Payment by LC: here we have to be very careful. It should be irrevocable, without recourse, opened by an International Bank. It is considered a safe mode of payment because the buyer gets hold of the goods after the payment has been made. The seller will not get the payment unless the shipment has already been made. Both the parties would get the payment after they have done their duties. If the buyer has bad intentions, he can always find some discrepancy in the document. And on such defects the documents can be called discrepant. So in real terms it may not be so safe. But amongst all the methods available, this is the safest. Advantages to the exporter;

a. Reasonable assurance of payment

b. Possible financing availability.

Disadvantages:

1. Strict compliance is required

1. More cumbersome

1. More expensive than other methods of payment 

Bills for collection: the LC is not open but the documents are sent to the buyer through the banking channel. A Bill of exchange is prepared by exporter and sent to the importer through the banking channels and against this the payment is made by the buyer. 

There are two methods here:

· DP/CAD (Documents against Presentation/Cash against Documents): in this shipping and other documents are sent to the buyer through the bank. The bank will present the document to the buyer alongwith the bill of exchange. The buyer will accept the documents and make the payment (Documents against payment). Through those documents he is able to take possession of the consignment. In CAD method since no LC is open, the responsibilities of the bank are lesser. They don’t have to scrutinize the documents, the buyer does it. Also the bank charges for opening of the LC are saved. Because there is no LC, preparation of the documents is easier. CAD is a popular in the case of commodities. There are hardly any faults. This method is also more risky because the buyer can always refuse.
· DA (Document against Acceptance): in DP the documents get into possession of the buyer only after he has made the payment. The buyer may be given a credit period. That is, he may pay later on. The buyer has got the possession of the documents and can get the goods. So it is risky. 

OPEN ACCOUNT
You make the shipment to the buyer, send in the documents, the buyer takes the possession of the goods, sells the consignment in the market, the proceeds that he receives, he remits from the proceeds to you after keeping the profit margin. this is a fairly common system of Export and Import terms, used mostly in case of perishable goods (vegetables, sea food, fruits, etc). if the goods arrive and it is found that a part of it is deteriorated, make sure that he doesn’t play with the quality, therefore you appoint an independent inspection agency at the importer’s end which can check the goods. If it is possible, you can have a bank guarantee given by the buyer which would give you recourse, in case he doesn’t pay. The bank guarantee drafts are available which will take care of both the buyer and the seller. Its best for the importer and worst for the exporter. In this the advantage to the exporter is that, it may encourage repeat business. The disadvantage to the exporter is that there is no assurance of payment and the seller’s capital is tied up until the payment is made. 
COUNTER TRADE
Barter: Problem is, the initiating seller (exporter) must be able to dispose off the goods at a net price equal to the expected sale price. Another problem is, the seller must know the market and the price for the items offered in the trade. There are barter houses and they help both the parties in disposing their goods, assessing the value of their products. 
Compensation Deals: most popular and simplest form of counter trade. 2 separate contracts are there. There is a commitment from the buyer to buy your goods within a stipulated period of time. It also a method of payment. It is a legal contract. Partly in cash and partly in barter.

Product Buy Back Arrangement: where the sale involves goods or services that produce other goods and services and that goods are bought back by the original exporter.

The credibility of the buyers must be checked in case of payments which plays an important role. 

