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OO0O000000000 Letterof Credit O L/CO The most
popular and a safe method of payment is by a confirmed irrevocable
letter of credit at sight. Documents Against Payment 1 D/PLI
Documents Against Acceptance L1 D/AL Cheque and Bank Draft
In exporting to the offshore countries, payment by cheque and bank
draft occur more often in a small order, ranging from a few hundred
to a couple of thousand U.S. dollars. Cheques and bank drafts are
often used in open account and consignment trade arrangements.
Both large and small companies may default in their payments,
regardless of the amount involved. In times of economic uncertainty,
both large and small companies may go out of business. It is
Important to receive the cheque or bank draft before releasing the
shipment. Unless the integrity of the importer is known, it Is very
Important to wait until the cheque or bank draft has cleared before
the shipment. International clearing of cheques and bank drafts takes
3 to 4 weeks usually [1 except in a sight draft with a paying bank in
the sellers countryd . Not all cheques and bank drafts are genuine,
and not all genuine cheques carry a cash value [ please refer to the
Fly-By-Night Importers for related information] . Trade
Arrangements Using the Cheque and Bank Draft Cash In Advance
[J CIDO The cash in advance, which is the safest term of payment,



most often is effected using the cheque or bank draft. In some cases,
the CID term is paid using the telegraphic transfer L1 T/TLI .
Telegraphic Transfer L1 T/TLI The telegraphic transfercable transfer
or wire transferis the equivalent of a cash payment that can be
credited directly to the sellers account [J the name and address of the
sellers bank and the sellers bank account number are required by the
buyers bank(] . It is fast and safe. Unlike a payment by cheque or
bank draft, in which the mailing time alone may take several days to
few weeks, plus the clearing time of 3 to 4 weeks for a total of about 4
to 6 weeks before the seller may receive the cash, by means of T/T the
seller may receive the cash in a few hours or days. It is important to
wait until the T/T has been received before making the shipment,
especially when the integrity of the buyer is unknown. Combination
of Letter of Credit and Telegraphic Transfer A combination of letter
of credit I L/CL and telegraphic transfer L1 T/TO is a popular
means of payment in the undervalue arrangement. The undervalue is
an illegal way of reducing or avoiding the import duties and taxes by
underdeclaring the price of imported goods. It is a sneaky way of
bringing the landed cost of imported goods to a competitive level.
The undervalue is being practiced in certain less developed
countries, usually involving items whose import duties are relatively
high. There is no need to undervalue the goods if the import duty is
10% or less. Sometimes, an item having a 15% rate of duty may not
need to be undervalued too, depending on the method of import
duty and sales tax calculations in the importing country. The
undervalue arrangement is highly risky. To avoid trouble the



exporter should refrain from using this arrangement. Governments
do not encourage exports by undervalue. If an exporter does not
violate the foreign exchange control and tax laws of the exporting
country and international laws such as copyright and patent, the
government of the exporting country usually will not step into the
exporters way in the undervalue arrangement. The undervalue
arrangement uses two sets of documents. For example, an importer
contracted 1,000 pieces of product X at FOB US$8 each for a total of
US$8,000. The importer may want to declare 25% only [0 10% to
50% of contract price is declared usually in the undervalue
arrangement] or at US$2 each for a total of US$2,000. One set of
documents will show 1,000 pieces of product X at US$2 each for a
total of US$2,000, while the other set shows the true value. The
importer opens an L/C for US$2,000 and remits the US$6,000
balance by T/T. Following the foreign exchange control procedures
on exports, the exporter must surrender a total of US$8,000 inward
remittances to the government. While at the destination port, the
importer pays the duties and taxes based on US$2,000, plus the
ancillary expenses required in the arrangement. If the importer is
caught at the port of destination, shipments may be seized by the
customs. The importer has to buy the dollar from the black market
and remit it by T/T through a third country. Most often the T/T will
not reach the exporter on the agreed time. Quite often, the shipment
date arrives before the T/T reaches the exporter. The undervalue
arrangement hinges on mutual trust between exporter and importer.
The importer has to be very careful because there is a danger that the



exporter may run off after receiving the T/T. In the event of a sour
relationship, the importer may run the risk of being blackmailed by
the exporter through threat of exposing the private arrangement.
With the growing free trade around the world, the undervalue
practiceisdiminishing. J O 0O 020100 000000000
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