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RISKY BUSINESS ABROAD?
NOT WITH FINANCIAL PROTECTION IN PLACE

Growing your export base during the current economic climate need not be a risky business venture. Depending on the type of exports and the foreign countries you are dealing with, there are a variety of ways to minimize your business risk.

If you are an exporter, three risk mitigation solutions you could consider are export “letters of credit”, payment guarantees and account receivable insurance. 

“Letters of credit” are payment instruments that are issued by a financial institution and are payable after goods have been shipped. In effect, the buyer’s bank guarantees that you will be paid, as long as you have met certain pre-determined conditions, such as evidence that the goods have been shipped or third party inspection of the goods prior to shipment. Export letters of credit should be written so that they are irrevocable and so they cannot be cancelled without your consent. 

Payment guarantees offer another way to help ensure you will be paid for your goods. Payment guarantees are issued by the buyer’s bank in your favour, tailored for single or multiple transactions. With this option, your export sales activities with this particular buyer are secured by a bank guarantee. While this approach may appear to be similar to using an export letter of credit, the key difference is that a payment guarantee is only claimed if a buyer does not pay; whereas an export letter of credit is payable when goods are shipped and the bank has received the required documents.

Insurance protection for your accounts receivable also is available in a number of options. Contract and/or Goods Repudiation insurance covers instances where a buyer refuses to accept your goods and reneges on their payment obligation. Contract Frustration insurance deals with any unilateral, mid-stream contract cancellation by the buyer. You can also obtain accounts receivable insurance that covers buyer payment default and political risk. 

“Times of economic challenge can offer strong opportunities for Canadian-based businesses to expand into other countries,” advises Jana Henderson, director, Global Solutions RBC Royal Bank. “Getting the right financial protection in place to safeguard cash flow – at home and abroad – gives companies the security to take advantage of any such opportunity that comes their way.”
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