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Preface

This Guide on How to Approach Banks was completed in May 2006 within the framework of
ITC's Trade Promotion Programme in Tajikistan TAJ/61/92, funded by the Government of
Switzerland (SECO). The programme is based on a "product-network" approach, under which
generic technical assistance "products" are developed by ITC in collaboration with developing
country agencies and institutions. These are then customized to suit local needs by selected
national multiplier organizations – the "network" - under ITC guidance. The "products"
include learning tools and systems, diagnostic tools, practical guides and findings based on
operational approach.
The reproduction and customization of the Guide may be effected only with ITC's consent,
along the Guidelines and in conformity with ITC's overall policy on joint publication.
Networking institutions interested in publishing and disseminating this Guide in their countries
or at regional level should contact ITC for assistance.
The Guide on How to Approach Banks was prepared by ITC's trade financing team with the
special contribution of George Mills, international financial consultant, former Deputy
Manager of Sifida Investment Company, Geneva, Switzerland.
The local adaptation of ITC’s generic guide was made possible through the ITC’s partner
institution in Tajikistan called Association “National Trade Development Center» and was
prepared by Ms. Surayo Khasanova, Head of the Foreign Currency Department of
“TAJPROMBANK” as National Consultant of ITC, Trade Promotion Program in Tajikistan.
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Introduction
This practical guide is intended for exporting traders and manufacturers in Tajikistan who need to approach
a bank, or other financial institution, for short-term credit. It is specially aimed at relative newcomers to the
business world, in particular the world of international trade.
If you are an exporter and if you import raw materials, other inputs and spares to manufacture products for
export, you will need to pay overseas suppliers and receive payments from abroad. In many cases you can
obtain payment only after two or three months, or even longer. This can put a strain on your liquidity. You
will therefore need money to finance both your export and import transactions. In other words, you will
need short-term credit.
This guide will assist you in determining your financial needs in general. It will look briefly at the payment
methods and the related credit facilities available for your trade transactions. Then it will tell you about the
various types of financial institutions that may be able to assist you.
For those among you who are not entirely familiar with banks and other sources of finance, this guide gives
useful hints on how to approach a lender for short-term credit. It lists the information you need to give a
bank and tells you how best to prepare yourself to negotiate a loan.
The information provided in this guide mainly concerns the way you approach an institution for finance. It
deals only briefly with trading and trade finance mechanisms, the reason being that the subject is vast and
complex, and methods and techniques differ from country to country. If you need to know more about
financing means and sources, or other export-related subjects, the International Trade Centre
UNCTAD/WTO (ITC) can provide a number of publications and guides that you may find useful. Most of
these are given free of charge (in limited numbers) to public and private trade-related institutions and firms
in developing countries and economies in transition. A list of these publications is given in appendix I.
This guide has been prepared within the framework of ITC's Trade Promotion Programme in
Tajikistan TAJ/61/92, funded by the Government of Switzerland (SECO). It is hoped that it will
help you find cost-effective solutions to your financing needs and thereby contribute towards increasing
your competitiveness in manufacturing and trading.
ITC and its network of associated institutions make this guide available to exporters throughout the world.
The network also provides additional information on local conditions and specific circumstances prevailing
in different countries and cultures. For information on how to access the network, the reader should
contact:
Business Advisory Services Section BASS/DTSS
Association “National Trade Development Center”
International Trade Centre UNCTAD/WTO
14 a, Rudaki Street, Dushanbe, Tajikistan
Palais des Nations
1211 Geneva 10
Switzerland
Telephone:
(41-22) 730 01 11
Telefax: (41-22) 733 44 39
Telex: 414 119 ITC CH
E-mail: itcreg@intracen.org

Telephone: (992-37) 227 42 10
Telefax: (992-37) 223 23 10
E-mail: ntdc@mail.tj
web-site: www.ntdc.tj

This guide covers the subject of trade-related short-term credit in as general a way as possible. For practical
reasons, it does not attempt to cover the numerous government or trade-sponsored programmes and
incentive schemes set up in individual countries for the benefit of exporters, and particularly exporters of
non-traditional goods. You should also be able to obtain details of the schemes from your bank, chamber of
commerce, trade associations or ministry of trade, commerce and industry.
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Chapter 1
Assessing financial needs

This chapter deals with the need to examine one’s business carefully before deciding to
apply for short-term credit. It looks at the basic financial structure of an enterprise and provides
guidelines on equity and loan capital and their role in financing assets. It explains the notion of
working capital and looks at ways to improve liquidity management by reducing current assets
or increasing current liabilities, thus lessening the need to resort to bank loans.
Improving the financial structure of your business may reduce your borrowing
requirements. It will also increase your competitiveness as a trader or export manufacturer by
cutting your overhead costs (especially financial charges).

A.

Do you really need to borrow?

This is the first question you must always ask yourself. The answer may seem obvious
to you. This is why you have picked up this book in the first place: to get tips on to how to
approach a lender for money. You may be surprised at being advised not to borrow. But why
go to all the trouble of raising a loan when you may have some or even all the financial
resources you need simply by putting some order into your business?
The sections that follow may help you to do this.

B.

The advantages and drawbacks of borrowing

You have orders from customers and the business looks profitable, but you are short of
cash to buy the goods and services needed to fulfill those orders. There are also salaries,
suppliers and other creditors to pay. Your obvious and immediate reaction may be to apply to a
bank for credit, having calculated that the margins on your transactions are sufficient to cover
the cost of the money borrowed.
But, before you consider this possibility, you will first have taken a closer look at your business
to see whether you really need to borrow and, if so, how much. There may, indeed, be several
other possibilities open to you.
Borrowing is risky because you have to pledge assets as security. If for any reason you
cannot service the debt by paying interest when it is due and refunding the principal borrowed,
you could lose control over those assets or even forfeit them altogether.
This chapter discusses the importance of having sufficient permanent capital and
compares the advantages and disadvantages of borrowing.

C.

Having sufficient equity capital

There is no golden rule. The amount of equity you should have in your company
depends on its size and the type of activity or business you are engaged in. Equity (i.e.,
shareholders’ funds, also called owners’ equity) equals share capital plus reserves, or total
assets minus total liabilities. Equity serves to finance your assets, but if this equity is
insufficient, the balance is financed by liabilities in the form of credit or loans or, for some
companies, by what is sometimes referred to as quasi-equity1.
The level of liabilities compared with the amount of equity in a company is called the
debt-to-equity ratio or gearing. The bigger the liabilities, the higher the debt-to-equity ratio or
gearing. Another term used for gearing is leverage. In most cases, quasi-equity is considered
part of a company’s permanent capital and is thus consolidated with equity when calculating
the debt-to-equity ratio. But this is not always necessarily so: lenders, such as banks, may well
decide that any quasi-capital secured by the company’s assets actually constitutes a debt rather
than part of the company’s equity.
It is often said that, as a rule of thumb, debt-to-equity should not be greater than 2 to 1.
Whether that rule applies to you depends principally on your cash flow. The less your funds are
tied up in working capital (net current assets), the stronger your cash flow is likely to be and,
assuming your sales margins are positive, the more you can afford to be leveraged and the
higher your return on equity will be. How you can improve your working capital situation is
discussed in the next section.
So why is equity so important? The simple answer is that the more equity you have in
your business, the greater is your level of financial protection against external events such as a
downturn in the economy or a credit squeeze. By contrast, the higher the debt-to-equity ratio,
the more your assets are financed by debt. And it is probable that the debt is secured by pledges
on those very assets.
To you, this is perhaps of little consequence. You may even see an advantage in having
a high level of debt because of the leverage effect. You could say that if the cost of borrowing
is less than, for instance, half the profit margin you make on sales, then your return on present
equity is higher than if you had used additional equity instead of debt. This is certainly true in
many cases, particularly as the cost of borrowing is chargeable against profits. The situation
changes when you are faced with the need to borrow more.
If, for example, you need more working capital to buy goods or raw materials for sale or
production, you may find your high debt-to-equity ratio an obstacle to obtaining this capital.
Lenders may not want to take the risk of advancing you money with little or no security, since
your assets are already pledged to others. Though there are certain financing techniques that
can overcome the problem (these are discussed in chapter 2, Methods of payment and financing
techniques), they may not always be available in Tajikistan or your banker may not wish to
consider them. In most cases, one of the best solutions is to increase your equity capital.

1
Such as preference shares, unsecured debt obligations, or income notes (obligations on which interest is paid only if the
company has sufficient earnings).
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Although this is advisable, it may not always be possible. You may not have the
resources yourself, or you may not want to dilute your own interest in the company by
introducing new shareholders. Again, you may not be able to find investors ready to take up
(non-voting) preference shares, unsecured debentures, or any other form of unsecured debt.
There may be another solution. This is to try to reduce your current assets and increase your
current liabilities. This is dealt with in the next section.

D.

Fixed assets

Unproductive fixed assets tie down your equity and can actually be a cost if they need
to be maintained or if you are paying rates and taxes on them. Typical of such assets are unused
buildings, land or equipment.
Other assets may be productive, but you may have an alternative to ownership.
Vehicles, for instance, can be hired or leased, with the tax advantages such arrangements can
bring. Premises can be rented rather than owned. Production or storage areas can be allocated
to more profitable activities, or even dispensed with, through subcontracting.
If you need funds to expand into profitable business activities:
•
•
•
•

Consider the possibility of selling your unproductive assets or assets that need not be
owned but can be hired or leased.
Evaluate the market worth of your unwanted fixed assets.
Compare the cost of renting, leasing or hiring with the cost of the tied-up capital, using
current interest rates on bank loans as your benchmark.
Compare your costs of production or warehousing with the costs of subcontracting.

Remember, though, that you may not dispose of assets that are already pledged to
lenders without first obtaining their approval.

E.

Working capital

Working capital consists of the funds that are tied up in accounts receivable (debtors or
customer invoices), stocks and inventories of raw materials, finished goods or work in process,
goods in transit, prepaid expenses, cash and positive bank balances. In other words your
working capital is made up of all your current assets less all your current liabilities (creditors,
short-term loans, accrued debts). On your balance sheet, it is referred to as net assets.
All current assets have to be financed by some means or another. Your current liabilities
are normally their first source of finance. The balance is financed by equity and, if that is
insufficient, then by medium- or long-term liabilities (debt). In other words, when looking at
your balance sheet, compare your current assets with current liabilities. If current assets are
greater than current liabilities, which is normally the case — the difference between the two
being your net current assets or working capital — see how this balance is financed. Do you
have sufficient equity capital (share capital and reserves) to cover the amount, or do you have
to resort longer-term debt obligations?
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You can see how, by reducing your current assets, you can also either reduce your
liabilities or liberate funds to finance productive assets. Examples of this are set out in the
sections that follow.

F.

Determining your working capital requirements

This is really all about treasury management. The paragraphs below provide checklists
and ideas on how you can improve your liquidity by reducing unproductive assets and
increasing short-term liabilities (obligations and commitments of less than one year) that cost
little or nothing.

G.

Reducing your unproductive current assets

Consider the paragraphs below as a checklist and go through your balance sheet to see
how you can apply some of these ideas.
1.
Reducing your stocks of raw materials, consumables or commodities for
export
You may have several good reasons for building up stocks of raw materials,
consumables and other supplies for production, but does it save you money or does it in fact
cost you more? The advantages may seem obvious: bulk discounts, countering the risk of
inflation, removing some of the uncertainties surrounding deliveries. But stocks tie up funds
that may be more productively employed, and those funds may in fact be costly loans. Even if
they are not, the opportunity cost is high because you may be able to invest the surplus cash
more profitably.
Test whether the following reasons for building up stocks are really valid:
•

•

Bulk discount. Work out how much interest you are paying on stocks between the
time they are paid for and the time (on average) they are consumed. Now do the
same calculation for smaller amounts purchased more frequently, but without the
discount.
Can you not negotiate a discount for smaller quantities bought on a regular basis?

•

Countering inflation risk. How do expected price increases compare with the current
or forecast inflation rate? Is the rate of increase higher or lower than the interest rate
on loans or the yield you could obtain from a short-term investment?

•

Reducing delivery risk. How serious is this risk in reality? Are there other suppliers?
What are the financial consequences of a shortage of stocks? Calculate the cost per
day and compare it with the interest rate you are paying on the safety margin stock.

Consider also storage costs:
•
•

If you rent warehousing space, calculate how much less space you would need to
pay for if you had reduced levels of stock.
Do your stocks take up space that could be more profitably used for production?

10
corrected_May31_06.doc

Generic version

Consider the possibility of introducing the just-in-time method of deliveries of raw materials
and other inputs. Under such a method, your suppliers will deliver goods only when you
actually need them (for production or export). The method supposes, of course, that your
suppliers are absolutely reliable and that late deliveries will not penalize your business.
2.

Speeding up work-in-progress
•
•

3.

Reducing your stocks of finished goods or inventories
•
•

4.

By how much can you reduce such stocks without running the risk of shortages?
What would be the cost of a day’s or a week’s delay in supplying a customer or in
shipping goods compared with the cost of storing finished products or commodities?
(Use the same parameters as for raw materials.)

Reducing your debtors and receivables
•
•
•
•
•
•

5.

Can you reduce the time it takes to manufacture your products or prepare your
goods for export?
If it requires extra labor, compare the additional cost with the saving in interest.

Do customers settle their invoices on time? If not, what are the procedures for
collecting overdue receivables? Do you have access to a collection agency?
Do you grant customers credit? If so, is it free, or do they pay an interest charge?
Would you lose your customer if you ceased giving credit, reduced the credit period
or if you charged interest?
Calculate the cost of granting customers credit. Is it higher than your sales margin?
Is it worth it?
Have you considered discounting receivables with a bank?
Do you have access to factoring services? Have you evaluated its worth?
If you are unfamiliar with discounting or factoring services, see the definitions
given in chapter 2.

Reducing prepaid expenses

Certain prepaid expenses cannot be avoided: insurance premiums, for instance. But are
you paying for services in advance where it may be possible to obtain a delay or to pay in
installments? If you can pay in installments, but at a marginally higher rate, compare the
additional cost with the interest cost of a loan.

H.

Increasing your current liabilities at little or no extra cost

The checklist below suggests areas where you could improve your company’s liquidity
position by negotiating delayed payment terms.
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1.

Obtaining longer payment terms from your suppliers

You and your suppliers are on opposite sides of the fence. Their objective is to be paid
as soon as possible, but yours may be to delay payment for as long as possible. It is, of course,
a mistake to withhold payment systematically until the final reminder. It ruins relations and
suppliers retaliate by lowering the level of their services. The answer is to negotiate an
arrangement that benefits both parties.
It pays to be open about your concerns and interests and to understand your suppliers’
concerns as well. If you can genuinely demonstrate to them that, by granting you trade credit
(as it is called), your business will expand and their interests will follow in your wake, you are
more likely to obtain concessions than by threatening to find another source of supply. But, if
your suppliers are also in tight liquidity situations, it may be worth your while to agree to pay
them interest on delayed payments. Credit from suppliers could be cheaper and certainly less
complex than borrowing from financial institutions. Agreements can be reached quickly and
informally and they are unlikely to ask for security or costly legal documentation.
2.

Obtaining longer delays for paying taxes

You may be able to negotiate deferred tax payments with your tax authorities through
frank presentation of the facts. If your accounts are audited and you have a good record of
growth, you can show these financial statements as well as your cash-flow projections and try
to agree upon a payment schedule that improves your liquidity. It is, after all, in the interest of
the tax authorities to have companies trade profitably and grow.
3.

Obtaining an extension of a loan repayment date

In chapter 5, the question of restructuring and rescheduling is discussed. Borrowers
may have to resort to such expediencies, with the agreement of the lender, when they find
themselves unable to honor the terms of their loan agreement. However, such situations may
arise for companies that have no serious liquidity problems and what they require is simply a
short extension to the fixed date for the repayment of a loan installment to allow for some event
that could not have been foreseen.
In principle, lenders are flexible when it comes to delaying principal installments on
two main conditions. The first is that interest is paid when due (this is known as keeping
interest current). The second is that the reason for the delay is unlikely to recur, being the result
of a temporary circumstance outside the control of the borrower and not seriously affecting
longer-term performance.
In such situations, the matter is raised as early as possible with the lender and discussed
openly and frankly.
If, on the other hand, your objective is to obtain systematic delays, then you are talking
of a restructuring of your existing debt. This is tantamount to approaching a lender for a
renewed facility2 and is therefore the subject of a separate section in chapter 5.
2

A facility is the agreed amount of money to be advanced by a lender to a borrower. The actual amount of money
disbursed is the loan or advance.
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Box 1. INTERNAL FINANCING CHECKLIST
Raising funds by reducing assets
•
•
•

•
•
•

Cash. Is there cash lying in deposit accounts with the bank or in savings accounts?
Marketable securities. Are there treasury bills, stocks and shares, bonds that can be sold on
the stock exchange?
Accounts receivable. Can debtors be made to pay up more quickly? Are any bad debts or
written-off receivables recoverable through an agency? Will bank discount receivables such
as invoices, bills or promissory notes? Will a forfeiter buy invoices with or without
recourse? Would customers accept to pay interest on trade credit given?
Stocks and inventories. Can stocks of raw materials, commodities be reduced? Should
production be slowed down or rescheduled to avoid stockpiling finished products?
Prepaid expenses. Can insurance premiums and other prepaid services be settled in
installments? And without any extra cost?
Advances to third parties. Can loans be called in?

Raising funds by reducing fixed assets
•
•
•

Land and buildings. Are they necessary for business? If so, can they be sold and leased
back? If not, can they be disposed of?
Machinery, equipment. Are they all required for production? What can be sold and leased
back? What items can be disposed of altogether?
Investments in subsidiaries, other businesses. Are they profitable, bringing in cash? If not,
should they not be disposed of?

Raising funds by increasing current liabilities
•
•
•

Trade creditors. Would creditors grant trade credit? With or without interest?
Taxes. Can taxes be deferred without penalty? Or paid in installments?
Short-term borrowings. Can grace periods be extended? Installments rescheduled?

Raising funds by increasing equity
•
•
•

Distribution of profits. Will shareholders or partners accept to defer or suspend dividend
payments?
Share capital increase. Will shareholders or partners increase their equity stake in the
business by injecting fresh funds? Can you bring in one or more new shareholders who
could be useful partners in your business as well?
Income notes, bonds, preference shares. Are there investors prepared to invest in these
instruments?

Generic version corrected_May31_06.doc
13

Chapter 2
Methods of payment and financing techniques

Loans serve to make payments. More specifically, short-term credit serves to pay for
the goods and services needed to run a business. For the purposes of this guide, goods are
understood to mean the raw materials and consumables used in production, or products for
trading (exports, for instance).
Credit and payments interact. One borrows money to make a payment and the method
of payment determines the type of finance one can or should obtain from a lender. This is why,
when one approaches a lender for finance, it is important for both the borrower and the lender
to know what the funds are for. The subject of how to approach lenders is dealt with in detail in
chapter 4.
It is useful to describe here, briefly, the most commonly used methods of payment and
the types of short-term credit facilities best suited for each method. However, your discussions
with your banker or financier may reveal that some of the techniques described are not
available in your country. Or, your banker may recommend other approach better suited to the
particular circumstances of the local banking system or your business. The information given in
this chapter is therefore meant to serve only as a general guide.

A.

Local trading

1.

Trade credit

Goods and services obtained locally are normally paid for in cash, by check or by bank
transfer, with or without trade credit terms. In most businesses, goods and services are invoiced
by the seller and paid for by the buyer at the end of the month or with a credit of 30, 60, 90
days or more. The period between the date of delivery and the actual receipt of the payment by
the seller is the most prevalent form of credit. Trade credit, as it is called, is a facility based on
a pre-agreed arrangement between the buyer and the seller. It is the simplest, quickest to
arrange and often the cheapest method for the buyer. Being based on mutual interest and trust
between parties that have grown to know each other over a period, it does not normally involve
pledging assets as security or drafting legal documentation.
Trade credit may, however, require the buyer to give the seller some form of
compensation for the facility granted, such as interest or exclusivity.
Instead of paying by check or bank transfer, a buyer, with the agreement of the seller,
may, on receipt of the goods, issue a promissory note. This is a form of IOU, in other words, a
promise to pay in the future. Currently, there is no legislation on check payments in Tajikistan.
Thus any check payment is not legitimate. However promissory notes are used.
14
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When the seller and the buyer are less well known to each other, or the seller is less sure
of the buyer’s creditworthiness, the seller may prefer to issue a bill of exchange3 to the buyer.
The bill of exchange specifies a payment date and, if the seller so requires, may need to be
guaranteed by the buyer’s bank in the form of an aval4.
2.

Discounting

If you are the seller and you have granted credit to your buyer, a discount house (which
may be your bank) can discount your invoices, promissory notes or bills of exchange by paying
you the amount immediately after deducting an interest cost called the discount. The amount of
the discount varies from country to country and depends also on the amount of the invoice, the
creditworthiness of your customer, the duration (length of period) of the credit, etc. The
discounter becomes the owner of the receivable, note or bill. If the discounter takes on full
responsibility for collection, your receivable is discounted without recourse; if the discounter
looks to you for reimbursement if the debtor defaults on payment, your receivable is discounted
with recourse.
Discounting gives you the advantage of choosing what receivables to have discounted
and when, provided always the discounter agrees to the transaction. It gives you flexibility and
is quick, simple and does not involve security or special legal documentation. But it has a cost
— the discount —, which you must evaluate and compare with other forms of financing.
3.

Short-term banking facilities

Rather than obtaining trade credit or discounting receivables, or in addition to these,
you may decide that you need a more permanent outside source of finance to pay for goods and
services. You could make this decision particularly when, in your normal operating activities,
the flows of cash inward and outward do not match each other perfectly, leaving gaps during
which you are short of money.
Provided your overall performance and cash flow is satisfactory, you can apply for
short-term credit to financing institutions such as banks, financing houses and others (see
chapter 3). The most common form of facility that such institutions grant is called a bank
overdraft. In simple terms, the bank opens a current account (which can be a checking account)
in your name and allows you to be overdrawn (in the red) up to an agreed maximum level over
an agreed period of time.
The advantage to you is that you overdraw only to the extent of your needs. If your
operational cash flow is positive, the balance in your account will be in your favour (and you
may even be entitled to interest, depending on circumstances). In other words, you pay interest
only on the actual amount of money overdrawn, i.e., on the debit balances for as long as you
are overdrawn. The drawback is that you will probably need to provide the lender with security,
usually in the form of a charge on your assets. This may not be a difficulty if your assets are
unencumbered (not already pledged).

3

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 determinable future time a certain sum in
money to, or to the order of, a specified person, or to bearer
4
An aval is a form of guarantee on a bill of exchange such as that in use in continental Europe.
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However, it may take time to put in place and involve the preparation of legal
documentation (contracts, debentures) at your cost. Interest rates on overdraft facilities tend to
be among the highest bank charges there are.
Other short-term credit facilities exist under numerous forms. Basically, however, they consist
of one or more disbursements by the lender with a fixed or variable repayment schedule over
the year (monthly, quarterly, payment at the end of the period, etc.). Security is nearly always
required, together with legal documentation.
In all the above cases, lenders may agree to make their facility revolving. This means
that, when the end of the loan period is reached and provided both parties are satisfied with the
arrangements, the facility is renewed (with or without changes in its level or terms) with few, if
any, changes to the security or contracts.

B.

International trading

In import and export transactions, sellers and buyers do not necessarily know each other
and are taking many more risks than in domestic trade. How can sellers ensure that they will be
paid? Should the currency in which they will be paid drop against their own currency, how can
they make certain that this drop will not eat into their profit margins? How do buyers ensure
that they will obtain delivery of the goods they have ordered, on time and in accordance with
specifications? Unless buyers and sellers know and trust each other well, they will need to
resort to trade payment and financing mechanisms through third parties such as banks or
specialized financial institutions.
In the sections that follow, the most frequently used payment methods for international
trade are explained briefly, together with the various financing techniques that can be
employed. The sort of questions you will be asking yourself, when deciding which payment
method and corresponding financing technique to choose are:
If you are the seller:
• What is the risk of my not getting paid? Do I know the buyers well? Can I trust
them? Are they financially solid, or are they likely to default?
• Do I really need to give them credit? For how long?
• How do I manage if I don’t get paid right away?
• What if the dollar (or franc, or other currency) drops in value by the time I am paid?
• The transaction looks very profitable but I do not have the funds to buy the raw
materials and pay production costs. Who do I turn to for credit?
If you are the buyer:
• Will my suppliers deliver? What if the goods arrive late, or are substandard? Or do
not arrive at all?
• Will my suppliers give me three or even six months’ credit? Can I pay them for their
raw materials after I have produced my goods and exported them?
• What if my currency devalues and I find that the goods I have to pay for have
become too expensive?
If you are the seller, it helps to put yourself in the buyer’s shoes, and vice versa. The
best transactions are those that satisfy both parties because they lead to further business.
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1.

Irrevocable documentary credit

This is the most frequently used method of payment for imports. Although one of the
costliest, it is often considered the most secure because the buyer is assured that the seller will
be paid only when the goods have been delivered. Conversely, the seller is assured that the
buyer will obtain the goods only when payment has been made. One or more third parties
assure the security of the transaction. This is normally the buyer’s bank (issuing bank), which
issues the letter of credit (L/C for short) and the seller’s bank (advising/confirming bank),
which informs the seller that the L/C has been issued and perhaps adds its confirmation to the
L/C (in other words, guarantees the payment if the seller want to be sure the issuing bank will
not default).
The seller and the buyer first agree that a documentary letter of credit will be the
method of payment. This agreement is usually spelt out in the sales contract. The buyer
instructs his or her bank to issue the L/C, specifying the conditions that have to be fulfilled
before payment is released. The issuing bank asks a local bank in the seller’s country to advise
the seller and possibly also to confirm the L/C. In some cases, the advising bank may arrange
for another institution to pay the seller. When the seller has fulfilled all the conditions set out in
the L/C, he or she submits the appropriate shipping documents to his or her bank (or the bank
agreed on) and collects payment.
The shipping documents (and other documents), in most cases, are the buyers’ proof
that the goods are what they expect and are on their way. Among the usual documents are the
following:
•
•
•
•
•
•

Commercial invoice;
Bill of lading (B/L) or other multimodal transport document showing that the goods
have been embarked for transport, sometimes also evidencing that the freight has
been prepaid;
Insurance certificate;
Certificate of origin;
Certificate from an inspection company, showing that the goods conform to the
specifications for quality, quantity, packing, etc.;
Packing list.

Because an irrevocable documentary letter of credit is considered so secure, it is
relatively easy to get your bank to discount it if payment is not due on presentation of
documents but, say, 60 or 90 days later.
But you may need finance ahead of shipment. In that case, at the time you draw up your
sales contract, you can obtain an advance of up to 80% (in some cases) of the payment if you
agree with your buyer and your bank for insertion in the L/C of what is known as a red clause
or a green clause.
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A red clause entitles you to receive an advance against your undertaking to ship the
goods. The risk is on the bank making the advance and it is unlikely that they will agree to do
this unless they know you well. Banks increasingly like the idea of collateral and this is why
the green clause is more favoured. With the green clause you are expected to provide some
form of guarantee such as warehouse receipts or warrants, evidencing the existence of goods
you are pledging in favour of the bank and which they can seize if you should default in your
repayment.
A word of caution. While payment by documentary credit is generally considered safe,
it does carry a risk in that, should the buyers decide for any reason not to honour their
obligation to pay you or to delay payment, they can try to find some discrepancy between the
documents you submit and the terms of the L/C. They may instruct their bank to withhold
payment on the grounds that a document (such as a sanitary or phytosanitary certificate, for
instance) does not conform precisely to what was required. You could, of course, bring a case
against them and win, but you will have lost time and money in doing so. Furthermore, your
bank could ask for its money back if it has given you an advance or discounted the L/C on the
strength of the transaction.
No system is so secure as to dispense you from taking every care to know your buyers.
You should find out how creditworthy they are and if their payment records are impeccable.
Your bank may be able to assist you in this research.
A specimen letter of credit and a standard form for irrevocable documentary credit are
reproduced in Appendix II.
2.

Open account

At the other end of the range of payment methods is the open account. If you know your
buyers well and trust them implicitly, you can avoid the documentary credit system altogether
and simply send them the shipping and other documents yourself. They then pay you by bank
transfer on receipt, or after an agreed period if you give them trade credit. You avoid a lot of
banking charges and other costs but you have no security.
This does not mean, however, that you cannot get your bank to discount your invoice or
allow you an overdraft facility on the strength of your transactions. Supposing your buyer
overseas is a member of your family or your partner, that you have been trading on open
account for years, and that you can produce your buyer’s accounts showing strong liquidity,
there is every reason for your bank to agree to provide you credit, even though it may insist on
collateral.
There are other payment methods, each with own advantages and drawbacks. In
general, the greater is the security, the costlier the method. The methods described below are
some of the best known.
3.

Standby letter of credit

You trade as if settlement were on open account, but ask the buyer to instruct his or her
bank to issue you a standby letter of credit. The standby L/C becomes the means to obtain
payment should the buyer default.
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4.

Documentary collection

You hand over the shipping documents to your bank and ask it to forward the
documents to the buyer’s bank with instructions to release them to the buyer on payment of
your invoice. This is called cash against documents (CAD). You can also give your buyers
trade credit by drawing a bill of exchange on them and requiring them to accept the bill when
they collect their documents. This is called documentary collection against acceptance, or
documents against acceptance (DAA) because the buyer accepts your bill of exchange.
Documentary collection is inexpensive and simple to arrange. Another advantage is that
you can ask your bank to discount the bill or bills when you give it the documents for
forwarding to the buyer’s bank. The bank could also consider granting you pre-export finance
on the strength of the arrangement.
5.

Other documentary credits

Although the irrevocable L/C is the safest and most commonly used documentary
credit, there are other forms of documentary credit. These include the revocable L/C, which
offers no guarantee because buyers can revoke it at any time, and the revolving L/C, which
allows the same or a similar transaction to be repeated without having to issue a new L/C. With
a transferable documentary credit, the beneficiary (the seller) allows the paying bank to pay all
or part of the proceeds of the sale to another beneficiary. This is useful in cases where the thirdparty beneficiary is a lender who has given you credit and wants repayment direct from the
buyer.
Under documentary credit arrangements, however, there are other ways of repaying a
lender from export proceeds. Assignment of proceeds is one method. Another, in favour of your
supplier, for example, is the back-to-back documentary credit. If you are an exporter but you
first need to buy the goods from another supplier, you ask your bank to issue another
documentary credit in favour of your supplier when the original documentary credit has been
notified to the advising bank. This system is useful when the original documentary credit is not
transferable, which is often the case.
6.

Cash in advance

If you are unsure about the buyer’s credit or there are other circumstances, which casts
doubt on the certainty of getting paid, a last resort is to ask for cash in advance. This may be
acceptable to a first-time buyer who trusts you to deliver the goods. In the long run, however,
it may not be competitive and buyers will not want to continue importing your goods if they
can turn to other suppliers offering better terms.
On the other hand, your buyers may also be a source of credit if they understand that
your lack of funds prevents you from supplying them with the goods they need. Obviously
there will have to be some solid basis of trust for the transaction. The buyers may require you
to offer them more competitive prices. They may also disburse the funds direct to your
suppliers rather than to you. But it is useful to remember that you can turn to sources other than
financial institutions if you need working capital to complete an export order.
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C.

Other facilities and services available

Some of the better-known trade financing techniques which may or may not be
available in Tajikistan are discussed below. Even if the practice is not current, or little
understood by your bank, you can discuss with them the possibility of structuring a facility
based on these techniques as they are widely used in emerging markets throughout the
developing world. In many countries, the range and quality of the facilities and services that
banks and other financial institutions offer are often based on market demand and competition.
To a great extent, it is up to customers to stimulate competition among banks and an
improvement in the banks’ responses to their needs. Users of bank services must always be
prepared to help their bankers to innovate and introduce facilities and mechanisms that
correspond to the realities of their environment.
1.

Pre-shipment finance

This method of financing is sometimes also referred to as pre-export finance. If you
want to resort to this type of trade financing, it is best to speak to your bank, or other lending
institution, before you sign any agreement with your suppliers and buyers because the method
of payment and credit may have to be specified in the purchase or sales agreements. The
creditworthiness of the buyers is also important because, as the finance is transaction-based, the
lender is taking a risk on your receiving payment from them.
The amount of credit you would normally expect to obtain through pre-shipment
finance is limited to a percentage of the agreed sales price (often up to 80%). You will
doubtless be required to provide security in the form of a pledge on assets, or any other suitable
guarantee. If the payment method is by documentary credit, the buyer and the banks may agree
to the use of a red clause or a green clause entitling you, the exporter, to receive a percentage
of the payment in advance of shipment (see above, in the section on Irrevocable documentary
credit).
But a lender may also accept to finance the transaction on its merit alone, especially if
the buyer is a well-known, reputable company. The forms of credit may differ but the principle
is that the lender is refunded when the buyer pays. Some banks may insist, if the amount is
large, that buyers transfer the payment to an escrow account in their country, out of which
repayment to the bank is effected, the balance being transferred back to you, the exporter. (See
below, under Escrow accounts.). In Tajikistan local commercial banks can offer such services
on pre-shipment financing according to their internal procedures. No official pre-shipment
financing schemes exist backed by Government or other agencies.
A specimen pre-shipment credit document is represented in appendix III
Another form of pre-shipment financing is packing credit, described below.
2.

Packing credit

This is also a form of pre-shipment finance and really only another term for a preshipment facility not related to a green or red clause in a documentary credit. The bank
advances money on the basis of a specific transaction (or series of transactions) and is paid
back when the buyer remits payment.
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3.

Post-shipment finance

Although this is a general expression that covers a multitude of financing methods, it is
often the most widely practiced form of financing once the goods have been shipped. The bank,
or a forfaiter (see below) can discount the receivable (invoice, bill of exchange, promissory
note, documentary credit) if the creditworthiness and reputation of the buyer is good. If
payment is by irrevocable confirmed letter of credit, then the bank is taking virtually no risk.
4.

Forfeiting

Also known as forfait discounting, this is a method of discounting without recourse that
is widely used in international trade. The exporter sells his/her receivable (which will be a bill
of exchange issued by himself or herself, or a promissory note received from the buyer) to a
forfaiter (normally a bank) who takes over the risk of non-payment. The discount deducted
from the forfaiter’s payment to the exporter is calculated by the forfaiter, taking into account
the period of credit, current interest rates, the creditworthiness of the buyer, the political risk of
the buyer’s country, etc. Examples of financing structures for export transactions are given in
box 2.

Box 2
EXAMPLES OF FINANCING STRUCTURES FOR EXPORT
TRANSACTIONS
Export of apple juice from Tajikistan to the Russian Federation
A Tajik exporter receives an order for supply of 1000 boxes of the natural apple juice
from a trading company in the Russian Federation he has not dealt with before. Payment will
be in United States dollars by irrevocable letter of credit payable 60 days after loading CIP
[Carriage and insurance paid to (...named place of destination)] onto a vessel. The exporter has
about half the required amount of cash needed to buy the commodity from local farmers,
transport it to a warehouse, obtain certification on quality and quantity of the Tajik Chamber of
Commerce.
He obtains an advance in the local currency (Tajik Somoni) from his bank through an
overdraft facility secured by a mortgage on an unencumbered property he owns. He then signs
the contract with the buyer in Russia who instructs his bank to issue the letter of credit. With
the money advanced to him his bank, the exporter pays for the apple juice, road transport,
certification, warehousing, containerization, insurance and freight.
Prior to shipment, his bank advises him that the documentary credit has been issued and
that he will be credited the full amount 60 days after loading on railway cars and execution of
the customs procedures. He is now safe in the knowledge that he will be paid, but first he must
produce the documents that evidence shipment, origin, quality and quantity; the packing list;
the insurance certificate, the invoice Railway bill and the fytosanitary certificate. His bank
sends these documents to the buyer’s bank, which then transfers the amount to the exporter’s
bank when the credit term of 60 days matures.
The exporter then decides that he needs more cash to finance another transaction with
another customer. His bank offers to discount the receivable that the documentary credit
represents. The exporter calculates that it is to his advantage to accept the bank’s offer. From
the proceeds of the discounting, he reimburses the bank the outstanding amount due and uses
the balance of cash to complete his next transaction.
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5.

Export credit guarantee

This is a form of insurance for which you pay a premium. It covers political as well as
commercial risk and thus enables you, either as an importer or as an exporter, to offer the
guarantee to your bank as security or collateral for an advance based on the specific transaction
covered by the guarantee. The guarantee normally only covers a percentage of the transaction
price, usually 80% to 95%, depending on the scheme and the country. This enables you to
borrow a corresponding amount of money from your bank.
Political risk is the risk of non-payment because of expropriation, war, civil
disturbances or government measures to prevent finds from being transferred abroad.
Commercial risk is the risk of non-payment by the buyer for reasons other than political risk.
Certain risks, such as exchange rate fluctuations and inflation, are not normally covered by
export credit guarantees.
Export guarantee agencies are either private or government-controlled and exist
primarily to encourage trade. Banks are usually keen to provide facilities backed by an export
guarantee as it greatly reduces the risk of the transaction, which now rests mainly on your (or
your supplier’s) ability to deliver the transacted merchandise. But not all countries have an
export credit agency. If this is the case, and you have a large order for an overseas country that
has such an agency, you can ask your buyer to put you in touch with her agency. (ITC can
provide you with a list of export credit agencies if you send a request to the Business Advisory
Services Section (BASS) at the following address:
Business Advisory Services Section
Division of Trade Support Services
International Trade Centre UNCTAD/WTO
Palais des Nations
1211 Geneva 10, Switzerland
Telephone:
Telefax:
E-mail:

(41-22) 730 01 11
(41-22) 733 44 39
itcreg@intracen.org

The drawback of the export credit guarantee scheme is that few agencies are prepared to
take a risk on countries that do not have a high credit rating. This usually rules out the
possibility of obtaining guarantees for exports to countries that have shaky economies. There
no Export Credit Guarantee Agencies in Tajikistan however the establishment of such an
agency will be required with the development of export operations in Tajikistan in future.
6.

Export credit insurance

This is a straightforward insurance policy against the risk of non-payment by your
overseas buyer. It can be helpful in obtaining post-shipment credit from your bank or forfaiting
the receivable (see above under Forfaiting). As with export guarantees, the schemes are usually
only available for exports to countries with high credit ratings. The premiums paid vary
according to the agencies’ perception of the risk involved.
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7.

Buyer’s credit

This is a facility granted by a lender to a buyer, at the request of the buyer or the seller.
It is normally granted for credit for large export orders, often of machinery and equipment and
for terms ranging from less than a year to three or more years. It is more frequently used in
large structured project-financing packages. An institution in the seller’s country normally
grants the credit.
8.

Escrow accounts

In international trade financing, an escrow account is an account opened by an exporter
with a bank, usually overseas, into which one or (more usually) several buyers pay amounts
owed to the exporter. The bank is given precise instructions by the exporter at the time the
account is opened on how the money in the account is to be used. The account is then blocked
in the sense that the escrow bank will only carry out transactions that conform with the terms of
the escrow agreement.
A borrower at the request of one or more lenders normally opens an escrow account. It
then serves as a general pool, which is divided among several parties. It is rarely used for single
transactions but can be very practical when one or more buyers make large or regular payments
and the proceeds are used to reimburse one or more lenders and pay third parties abroad for
services rendered.
Escrow accounts overseas have to be authorized by the authorities of the exporter’s country.
9.

Hedging currency risks

As an exporter, one of your concerns is to avoid losing money if the currency you are
paid in by your buyer falls against your own or, conversely, if the currency you have to pay
your overseas supplier with rises against your own.
The problem becomes even more acute if you borrow in local currency from your bank
or another financial institution.
Hedging offers several ways of overcoming the problem. It is not possible in this short paper to
describe in detail all the methods available and, in any case, it is doubtful that they would apply
to all developing countries. The main principle is that you cover any risk of loss by ensuring
that you receive or pay the equivalent of the amount you had originally expected.
As a borrower, if you invoice in, say, United States dollars, then ideally you should try
to obtain credit in dollars so that you can be sure of being able to repay the lender. If it is not
possible for you to borrow in foreign currency, an alternative is to sell the dollars forward, in
other words at a later date but at a fixed price, so that when you are paid in dollars, you are sure
of obtaining the amount you expected in your own currency.
Conversely, you may want to buy foreign currency forward to be sure you have the
right amount to pay your supplier when your imported goods are delivered.
Instead of buying and selling forward, you may also buy and sell currency options.
These give you the right, but not the obligation, to buy or sell currency at a given date for a
given amount.
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If you are trading in an internationally quoted commodity (for example, coffee or
cocoa), there are international markets that may be open to you and which allow you to buy or
sell goods forward, as with currency, or to buy or sell options. If this is not possible for you in
your country, you should try to make pricing arrangements with your suppliers or buyers to
ensure that you are covered against risks of currency fluctuations or commodity price changes.
These, and many more such mechanisms, are called derivatives and allow you to cover
the risks of price and currency fluctuations. The press and public opinion at the excesses of the
derivatives systems have leveled much criticism. Remember that, as long as you use them
sensibly to cover yourself against risk, there is little danger that you will come to grief. It is
only when derivatives are used to speculate or gamble that they present a threat to business.
You should always raise the question of currency and price fluctuations with your
banker when negotiating a short-term credit. He or she should be able to advise you and offer
you the services that are available in your country. In case of Tajikistan the currency rate has
been changed through the inflation processes in economy. In last two years the proportional
depreciation of Tajik Somoni (TJS) to the US dollar has been observed. If in 01.01.04 the
rate of US to TJS established by the National Bank of Tajikistan was 1US=2,9565 TJS then in
01.01.05 the rate has changed to 1US=3,037 TJS and in 01.01.06 1US=3,1993 TJS
accordingly.

Box 3
HEDGING FOREIGN CURRENCY RISK: AN EXAMPLE
Let us look at a simple case: you have won an export order, which you will invoice in a
foreign currency (dollars, for example), at say, $100,000. You have given your buyer 90 days’ trade
credit. To finance the transaction, you borrow from your local bank in the local currency the
equivalent of $80,000. Let us call your local currency “loc” and assume the rate of exchange is
Tajik Somoni (TJS) 3 to $1. The amount you borrow is then TJS 240,000. If your local currency
stays the same or drops in value against the dollar, you will have no problem repaying your loan
because you will get TJS 300,000 or more for the $100,000 you are paid. But what if the reverse
should happen? If the dollar drops in value against the loc, you may not be able to repay your debt
from the proceeds of your sale.
For instance, let us assume that when your payment comes through, the dollar is worth no
longer TJS 3 but only TJS 2. The $100,000 payment is now worth only TJS 200,000. When you
pay your debt, you will have no profit margin left. The transaction will have gained you nothing.
What could you have done?
•

•
•

If she agrees, you could bill your client in your own local currency, i.e. TJS 300,000. She
then takes the exchange risk and when you receive full payment, it will be TJS 300,000.
The problem is that your buyer may not be willing to do this, because she may not know in
advance how many dollars she will have to remit to ensure you get the full TJS 300,000.
You match your borrowing currency with your payment currency. If you bill in dollars then
you borrow in dollars. But this may not be possible in your country because of exchange
control regulations or the lack of dollars at local financial institutions.
You discount your invoice with a discounter or forfaiter, without recourse, so that the latter,
in effect, takes the exchange risk (as well as the risk of non-payment). The problem may lie
with the high rate of discount, which you have to weigh against the risk of devaluation of
the dollar.
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•

You know you will have to pay back 240,000, so you sell forward an amount in dollars that
will result in your getting TJS 240,000. Selling forward assumes there is a futures market in
your country that deals in the currency you are invoicing in. In effect, a forward sale is a
deal between you and an individual or an institution under which you agree to pay a certain
amount of dollars on an agreed date in return for getting TJS 240,000 on the same day.
Depending on the assessment of the market for the dollar, you may have to pay a little more
or a little less than the amount in dollars at the prevailing exchange rate on the day of the
transaction. Normally, you pay a forward buying rate, usually determined by factors such as
the prevailing interest rate and the historic rate of devaluation of the foreign currency. The
deal can be reversed by buying forward the same amount of dollars and only paying (or
receiving) the difference in loc on the day of settlement.

If there is great uncertainty, and you really do not know which way the dollar will turn, an
alternative is to buy an option to sell the dollars on the day you receive payment. With an option,
you are at liberty to go ahead with the transaction or not, depending on your assessment of the
situation.
An option is comparable to an insurance policy and you pay a premium for the cover it
gives you. In this example, the drawback is that there may not exist a futures and options market in
your country. Your best alternative, in that case, is to discuss with your bank whether there is any
possibility to arrange a private deal between yourself and another trader whose risk is the reverse of
yours.

Chapter 3
Whom to approach for short-term finance
The financial sector in any country has many diverse institutions, many of them keen to
lend to businesses on a short-term basis, especially for trade. To them the risk is of short
duration and therefore easier to assess and to cover. Being linked to transactions that are selfliquidating, the activity is also easier to monitor. In fact, some banks may be less interested in
the size of your balance sheet than in your ability to trade profitably.
Before approaching a financial institution for short-term credit, it is useful to know a
little about the different kinds of lenders, who they are and how they function.

A.

Financial institutions

The term financial institution applies, in principle, to any company or other entity that
takes money from depositors and uses the funds to make loans or investments. The term,
however, tends to be employed in a very broad sense. Depositors can be any persons or entities
that formally entrust funds for investment in expectation of a return. Although one mainly
thinks of banks, building societies and savings associations as financial institutions, the term
also applies to insurance companies, pension funds and suchlike.
This guide is concerned essentially with institutions that lend money on a short-term
basis to businesses that will use it for trading.
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1.

Central banks

Most countries have one central institution that acts as the regulator for their local
financial sector. It is usually called by the name of the country and may be governmentcontrolled or independent. Except in rare cases, it is not an institution that deals directly with
private-sector businesses or the public at large. Nevertheless, it is worth finding out whether
your central bank offers facilities or incentives for export that can be channeled through a
commercial bank or other institution.
In some countries, the central bank receives a global facility from the World Bank, a
regional development bank or a bilateral institution to promote exports. This facility is
accessible to exporters through local development or commercial banks on terms and
conditions that are usually more attractive than normal commercial rates. In some instances, the
central bank will take on political and other risks (such as exchange risks), relieving the other
banks or the traders from a burden that may otherwise make trading almost impossible.
There is one central bank institution acting as the regulator for the local financial sector
in Tajikistan – the National Bank of Tajikistan (NBT). NBT is reporting to the Government of
Tajikistan. NBT does not provide any banking services to neither private sector nor the public
entities. The major duties and functions of the NBT are stated in the provisions of the Law of
the Republic of Tajikistan “On the National Bank of Tajikistan”. In accordance to the Law the
NBT performs the following functions which are: to achieve and keep stable course of the
national currency (Somoni) towards foreign currencies, therefore the NBT operating as
supporter of such conditions for the money, credit, and foreign exchange markets that would be
conductive to consistent and sustained economic development and its integration into the world
economy; At the same time the NBT develops and strengthening the banking system and
assists to in efficient and smooth operation of the system of settlements of the Republic of
Tajikistan.
Along with mentioned duties, NBT plans and implement monetary and exchange
policies, acts as a financing agent on behalf of the government and prepares monetary analyses,
use them as a basis to submit its proposals to the Government of the Republic of Tajikistan.
NBT acts as supervisor of the local banks and regulates their activities, lends to the last resort
to the banks and other non-banking organizations. NBT assumes liabilities on behalf of the
Republic of Tajikistan, and to conduct transactions ensuing from the Republic of Tajikistan's
participation in the activities of international organizations in banking, credit, and monetary
spheres in accordance with the terms and conditions of international agreements.

Commercial banks
These are well-known institutions and hardly need to be introduced to the reader. Yet
there are important differences from one commercial bank to another.
Any country will have one or more large banks with branches throughout the country.
These are typically known as retail banks, whose customers open current and deposit accounts,
deposit excess liquidity and make payments to creditors. Such banks may be purely local
institutions or may form part of an international banking group. They are always involved in
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trade finance activities, including providing short-term credit, which is often their most
profitable business.
International commercial banks are part of (or are managed by) an international group.
They have the advantage of a worldwide network, which may be beneficial to you as a trader
and borrower. If you are importing raw materials or commodities for production or
transformation and re-export, these banks may be able to offer you a wide range of services and
facilities.
Their name and credit standing may be sufficient to prevent your suppliers overseas
from insisting on having your documentary credit confirmed (at a high fee) by a better-known
bank in their country. On the other hand, if you are a relatively small and new company, you
may find that some (but certainly not all) multinational banks prefer to deal with the large
corporations in your country because of the size of the transactions and the quality of the
collateral they provide. Banks seldom like to spend time and effort on small transactions, which
can entail just as much work as a large one but which are far less remunerative.
Local commercial banks need not in any way be less competent or have a lower credit
standing than international banks. All those involved in international trade will have set up a
network of correspondent banks in other countries. These will often be the institutions that
confirm a documentary credit or act as advising banks in transactions with sellers. Local banks
often have a wide local network and are happy to handle smaller transactions. They may also
have easier access to facilities offered by their central bank. Their management may be more
approachable and better able to understand your requirements.
Small local commercial banks, with few or no branches, often specialize in short-term
credit for trading activities and refinance these from the deposits they take from their
customers. They are often highly motivated to find business and can offer more competitive
terms than their larger rivals — the big commercial local and foreign banks. Being smaller and
more flexible, their level of service is sometimes more attractive, their senior management
more easily approached and their decisions taken more promptly.
Because they are smaller, they may be disadvantaged in that they are less known
overseas and therefore may not be considered entirely creditworthy. Documentary letters of
credit opened by them in favor of a supplier overseas may need to be confirmed, which carries
an additional cost. But it is important to note here that the supplier’s main motive for wanting a
letter of credit confirmed is less the name or standing of your bank than how your country is
perceived in terms of political risk.
The banking system in Tajikistan is based on local commercial banks, which provide
the broader services. The commercial banks include 10 licensed local private institutions and
one state-owned Amanat Bank (Tajik Savings bank).
Commercial banks of the Republic of Tajikistan provide services to exporters and
importers of the republic. Such banks as Sodirotbonk, Tajprombank, Agroinvestbank,
Eskhatabank are working with European Bank of Reconstruction and Development on the
Trade Finance Program.. To illustrate some of the points made above, the range of services
offered by a commercial bank in Tajikistan is shown in box 4.
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Box 4
TYPICAL SERVICES OFFERED BY COMMERCIAL BANKS
Tajik commercial banks offer the following trade finance products and services:
To exporters:
• L/C advising (same-day processing);
• L/C confirmation (same-day processing);
• L/C negotiations (same-day processing);
• Outward collections, bills for collection (same-day processing);
• Export deal certificate issuance (30 minutes processing).
• Negotiations on export bills: advances of up to 100% of the value of shipment may
be granted on receipt of export documents;
• Bonds, guarantees and standby letters of credit (same-day processing);
• Confirmation of L/Cs.
To importers:
• L/C issuance (same-days processing);
• L/C amendment (same-day processing);
• Inward collections (same-day processing);
• Loans against trust receipt, allowing goods to be cleared or even sold before being
paid for (up to 100% financing and same-day processing);
• Transactional guarantees (same-day processing).
• Documentary collection (same-day processing)
3.

Investment and merchant banks

Although many, if not most, investment and merchant banks have funds of their own to
finance trade and other activities, their specialty is to render financial services for which they
earn fees. This does not mean that you should rule them out. On the contrary: in the same way
that the small commercial bank may prove more approachable, many investment or merchant
banks are keen to assist traders and can provide them with original ideas and structured
financing plans that may not occur to the larger institutions. (The term structured financing is
usually applied to payment methods associated with financing facilities involving two or more
techniques offering the borrower extra advantages, such as risk minimization.)
Many of the advantages and drawbacks of dealing with these institutions are similar to
those of small commercial banks. However, investment and merchant banks tend to act more as
intermediaries and, being fee earning, are obviously more attracted to larger transactions that
call for their specialized knowledge and skills. Typical of these skills is their ability to
syndicate loan facilities for large trading deals. This could involve raising a pre-export facility
from a pool of banks, including overseas institutions, to finance a crop-processing-andexporting programme. Box 5 provides a description of a trade-oriented merchant bank.
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Box 5
A TRADE-ORIENTED MERCHANT BANK
Tojiksodirotbonk of the Republic of Tajikistan is the most trade-oriented bank in the republic.
It provides massive range of short-term credit facilities for exporters and importers as well as
related services that include opening of letters of credit, confirmation of L/Cs through their
correspondent banks overseas, discounting of receivables and guarantees secured by charges on
assets.

B.

Specialized institutions

Many huge countries with emerging markets have seen the development of specialized
institutions to assist traders. They give special attention to traders who are relatively new in the
sector but have the skills and determination to produce goods for export, particularly nontraditional exports (goods that are not traditional to a country but have good export prospects).
In general, most countries have such institutions. The government or a sectoral
association will generally support them. Such institutions may be able to offer you short-term
credit on concessionary (easy) terms, take risks that other institutions refuse to consider, or
provide services free of charge. But they may not necessarily be able to provide banking
services such as the opening of documentary credits; in such a case you may need to work with
them in conjunction with another institution. Another possible problem with specialized
institutions lending on concessionary terms is that they may not always abide strictly by
traditional banking ethics with regard to confidentiality and secrecy. You should raise this point
with them at the outset if your business transactions need to be treated in strict confidentiality
for competition reasons. Unfortunately in Tajikistan this is not the situation. In Republic of
Tajikistan the credits are offered only by the commercial banks no other institutions have a
right to lend or to give credit. However, such institutions as The Chamber of Commerce of the
Republic of Tajikistan or State Insurance Company “Tojiksarmoyaguzor” provide support and
assistance for the local enterprisers. The Chamber of Commerce of the Republic of Tajikistan
offers services of giving certificates of origin and quality, independent expertise of goods and
raw materials in terms of quality and quantity. The State Insurance Company
“Tojiksarmoyaguzor” provides insurance for goods.
1.

Import and export banks

Not all countries have import and export banks. They also vary from region to region,
some being privately operated, others State-owned and still others regional or multilateral
institutions.
Import and export banks (import-export banks or eximbanks, as they are referred to
occasionally) specialize in financing foreign trade. They are sometimes highly subsidized to
encourage local exporters and facilitate their access to short-term finance for specific
transactions. They often work in conjunction with other institutions such as export credit
guarantee and insurance agencies (see below) or they themselves act in such a capacity and
provide guarantees that enable borrowers to approach other institutions, such as their local
bank.
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Their value lies in their offering a wide range of trade payment and finance possibilities
on advantageous terms, and a trader can benefit from their experience and advice. However, the
larger organizations among them may sometimes not wish to handle transactions below a
certain size. There are no export and import banks in Tajikistan for the time being. Examples
are given of other Exim Banks in the world.

Box 6
EXAMPLES OF IMPORT-EXPORT BANKS
The National Export-Import Bank of Jamaica (Ex-Im Bank) provides trade finance
and export insurance to exporters. It manages an Export Development Fund, which is a
revolving hard currency foreign exchange fund.
•
•

The Ex-Im Bank’s lending programme for exporters includes:
Foreign currency short-term facilities for working capital;
Local currency short-term working capital loans (preshipment, export credit, bankers’
export credit through commercial banks, insurance policy discounting).
For importers, Ex-Im Bank provides import lines of credit.

Ex-Im Bank administers a number of hard currency lines of credit which enable it to
make loans to exporters who need to import raw materials, capital goods and spare parts.
Ex-Im Bank also offers export credit insurance, protecting exporters’ foreign receivables
against the following commercial and political risks:
• Protracted default by the buyer;
• Insolvency of the buyer;
• Non-acceptance of goods by the buyer;
• Government directives preventing or delaying remittance;
• Cancellation or non-renewal of import or export permits; and
• War hostilities or civil commotion.
The Hungarian Export-Import Bank Limited (Eximbank), in addition to mediumand long-term lending to exporters, provides short-term facilities, which include advances and
guarantees. It often operates in conjunction with commercial banks, supplementing these
banks’ products and services to exporters.

C.

Development banks and finance institutions

The primary purpose of most development finance institutions is to provide medium- to
long-term finance, typically for industrial, agricultural or mining projects. However, several
development banks have also turned to providing trade finance facilities to their customers,
realizing that production requires extra working capital, for example, to complete an order for
export. In this respect, they are similar to the specialized institutions referred to in the preceding
section. In fact, some specialized institutions are offshoots or subsidiaries of development
banks.
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If your local development bank can assist in this area, you should examine the possibilities it
offers. The advantages and drawbacks of short-term schemes and facilities offered by
development banks are similar to those of the specialized institutions.
As with specialized institutions lending on concessionary terms, development banks
that are run as government agencies rather than as private institutions do not always offer
guarantees of strict confidentiality. This point should be discussed from the start.

Box 7
SOME DEVELOPMENT BANKS OFFERING
FACILITIES TO EXPORTERS
The Development Bank of the Philippines has a Trade Finance Unit, which offers
services to exporters and other traders such as:
• Discounting of up to 80% of the total value of trade receivables, with the Bank
managing its customers’ trade receivables ledger and collection;
• Discounting of export receivables, and worldwide collection services;
• Unsecured short-term credit geared to current sales volumes;
• Payment of receivables guarantees; and
• Factoring services.
The Export Development Bank of Egypt encourages the export of Egyptian products
by providing services that include:
• Short-term facilities such as pre-shipment and post-shipment finance;
• Credit facilities for foreign importers of Egyptian goods;
• Working capital finance for importing raw materials, spares and equipment (overdraft
facilities, short-term loans, L/C issuance, discounting of bills and other receivables).
The Development Finance Corporation of Ceylon provides discounting services for
bills and invoices.

Box 8
A REGIONAL TRADE AND DEVELOPMENT BANK
The Eastern and Southern African Trade and Development Bank (PTA Bank) is a
regional institution that promotes trade and development among the Eastern, Central and
Southern African member countries of the Preferential Trade Area. It provides a range of
transaction-based short-term credit facilities and payment instruments to exporters that include:
• Pre-shipment loans, secured by current assets such as exportable commodities. These
facilities provide exporters with working capital to purchase raw materials, process
goods and package and export them.
• Post-shipment loans, consisting of operations such as discounting of bills.
• Trade finance syndications, through which exporters can raise funds from several
institutional sources under a single loan agreement.
• Guarantees, advance payment guarantees, bid bonds, performance bonds and standby
letters of credit. These instruments guarantee the performance of exporters or importers
in many differing situations.
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•
•
•
•

Issue and confirmation of letters of credit.
Structured finance under a programme enabling exporters to benefit from short-term
credit facilities in their local currency, which are backed by funds raised on the
international market. This reduces the cost of borrowing.
Hedging facilities that guarantee exporters against the risks of commodity and currency
fluctuations, particularly exporters of commodities traded and quoted worldwide.
Gold loans to gold mining companies. Such loans cover the risk of currency fluctuations
because borrowers refund in physical gold.
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D.

Export credit guarantee and insurance agencies

These are institutions that act rather like insurance companies. For a premium, they will
cover your risk or your bank’s risk of not getting paid by your buyer. The guarantee or
insurance cover (these mechanisms are described under the headings Export credit guarantees
and Export credit insurance in chapter 2) will assist you in obtaining short-term credit from
your bank which will normally accept such cover as collateral for its facility.
Unfortunately Tajikistan does not have such agencies. In the countries that do, they are
often government-sponsored institutions established to help promote exports. The premiums
they charge are generally set in accordance with their perception of the country risk they are
covering. If the risk is considered too high, the agency may not accept covering the country
concerned.

Box 9
AN EXPORT CREDIT GUARANTEE AGENCY
To promote exports, the Sadharan Bima Corporation of Bangladesh has introduced a
State-sponsored scheme, through its Export Credit Guarantee Department (ECGD), which
provides:
• Guarantees to banks and other financial institutions to enable exporters to obtain preshipment and post-shipment short-term credit;
• Credit risk insurance cover for exporters against losses resulting from commercial or
political risk for goods sold abroad on trade credit.
Export finance guarantees are particularly interesting for small and first-time traders
who are not yet sufficiently known to the financial sector and do not have the collateral to
satisfy the banks. Guarantees are issued for one year for a specific borrowing limit. The
guarantees cover the banks for up to 75% of advances granted in accordance with Bangladesh
Bank regulations. The risks covered include insolvency of the exporter and repayment default.
ECGD charges exporters a very modest monthly premium based on the highest monthly
outstanding amount of the advance and its assessment of the risk to the bank.
Credit risk insurance covers commercial and political risk of non-payment from the
date of shipment. Exporters need to submit information on past and forecast turnover, the terms
and currencies of payment, and records of bad debts. Policies are generally issued for one year
and are renewable. The commercial risks covered (up to 85%) include insolvency of the buyer,
failure to pay within four months of due date, and refusal by the buyer to fulfil the terms of the
contract provided there is no breach of contract by the exporter. Political risks covered (up to
95%) include the event of laws being passed, cancellations, hostilities, etc. outside the control
of the buyer and the exporter that prevent the buyer from paying the exporter.
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E.

Support from governments and trade associations

Most governments in the developing world place great importance on the export trade.
Consequently, they have introduced measures to encourage exporters, especially those
manufacturing or trading in non-traditional goods and commodities. Many of these measures
are backed by funds made available to banks and other financial institutions by the central bank
or other entity. In some cases, donor countries or organizations such as the World Bank may
have granted the funds. Such funds are normally lent on concessionary or soft terms (in other
words, at interest rates that are lower than normal commercial rates). This may mean that you,
as an exporter, may also be entitled to benefit from the lower interest rates.
Local export promotion agencies, trade associations, chambers of commerce and
industry, or confederations of industry among traders usually disseminate information on
government-sponsored schemes. There is Tajik Chambers of Commerce & Trade, Commodity
Stock Exchange and State Statistics Committee, Tajik State standard Committee. These
organizations are dealing with formalization and registration of the export/imports operations
only. You should seek such information from your bank, export promotion agency or the
professional organization to which you belong.
.

Box 10
EXAMPLES OF GOVERNMENT SCHEMES
Mauritius
Mauritius offers exporters:
A range of incentives and benefits such as:
• Reduced corporate tax rate of 15% for life;
• Tax-free dividends for 20 years;
• No customs duty, import levy or sales tax on raw materials and equipment and on
export products;
• Free repatriation of profits and dividends.
Institutional support and benefits through or from:
• The Mauritius Export Processing Zone scheme;
• The Mauritius Export Development and Investment Authority;
• The Mauritius Offshore Business Activities Authority.
Financial incentives, facilities and services through:
• The Bank of Mauritius’s policies of liberalization and elimination of exchange controls;
• Concessionary loans through the Development Bank of Mauritius.
The Philippines
The Export Development Council of the Philippines, together with the Philippine
Exporters Confederation, the Development Bank of the Philippines, the Land Bank of the
Philippines, the Philippine National Bank, the Guarantee Fund for Small and Medium
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Enterprises (GFSME), the Philippine Export and Foreign Loan Guarantee Corporation
(Philguarantee), and the Small Business Guarantee and Finance Corporation (SBGFC), has
developed a programme of assistance to small exporters called the Tulong Sa Exporters Phase 1
Program.
The Philippines continued…
The programme provides small exporters access to trade credit and guarantees, without
requiring collateral and based on the borrowers’ experience and past performance.
Facilities include pre-shipment and post-shipment loans of between Pesos 50,000 and
Pesos 3 million, automatically guaranteed by Philguarantee, SBGFC or GFSME.
Facilities may be used to obtain pre-shipment working capital, for post-shipment
refinancing, for the acquisition of machinery and equipment to manufacture goods for export,
and to increase permanent working capital.
Applications are made through the Development Bank of the Philippines, the Land
Bank of the Philippines or the Philippine National Bank.
The Philippine Exporters’ Confederation assists exporters in formulating their
applications and provide financial advice and assistance for a small fee.
A short-term credit processing fee of 0.5% and a guarantee fee of between 1.75% and 3% are
levied on the amount of the facility.
Short-term facilities are granted within 16 banking days of application.
A number of documents are required such as company registration certificates, financial
statements and export documents.
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Chapter 4
How to approach lenders
You have explored all the means available to you to improve your liquidity (see chapter
1, Assessing your financial needs). You believe you now need a short-term credit from a bank
or other institution to finance your trading activities. Your next step is to decide whom to
approach.
You should take this decision on the basis of the financing sources available in your
country, how you rate their effectiveness and your own experience and affinities with these
institutions. If you cannot obtain the credit you need through them, because of the lack of
resources or the weakness of the financial sector, it may be possible for you to approach
overseas institutions. The Exim Bank of India or Africa Export-Import Bank, Cairo are an
example of such an institution. There are also private institutions that provide trade finance.
Talk to your banker or financial adviser before you start negotiating with your
customers or suppliers. Remember that working capital serves to pay for goods and services.
The type and terms of credit you obtain from a bank should be closely linked to the method of
payment you use to settle your creditors’ invoices, or that your customers or buyers use to pay
you.
Your bank’s motivations will not be the same as yours. As a lender it is interested in
obtaining a good return on money lent and it does not want to run the risk of not being paid. It
will not want to spend time and effort discussing your needs, evaluating your company,
assessing your transactions and advising you without an adequate fee for such services.
Your aim is to get the best possible advice on payment mechanisms and on the most
appropriate related facilities; to obtain credit on terms you can afford and to ensure that you are
covered for all associated risks.
You will want to look at all the options. Your bank, on the other hand, may want to
solve your problem quickly, using techniques that are best known to its staff and that involve
the least effort or risk.
You will want the bank to consider your trade transactions on their merit, be your partner and
share the risks with you. The bank may prefer to avoid losing time and may simply ask for
charges on your fixed and current assets as security.
On the other hand, your bank is in competition with other institutions. It will want to
retain you as a customer if it considers you creditworthy and a good person or company to deal
with, and if you offer good growth potential.
The next sections in this chapter will examine these aspects and show how the
expectations of both the borrower and the lender can be reconciled.

36
corrected_May31_06.doc

Generic version

A.

Banks’ lending criteria

There are no standard criteria for short-term credit. Banks and other lenders tend to set
their own internal rules. Nevertheless, all financial institutions are bound by general regulations
and guidelines established by their national financial authorities (for instance, the central bank).
There is usually a lending limit per customer: in many countries this is fixed at 25% of the
institution’s shareholders’ funds. Also, as a general rule, lenders may not exceed a certain
percentage of their credit portfolio (deposits from customers plus borrowings). This percentage
is often around 75%.
Banks may sometimes invoke their lending criteria or statutory regulations as a pretext
for not granting a facility to a borrower. There is nothing much you can do about this and, in
any case, it is unwise to insist on borrowing from an unwilling lender.
Your request for short-term credit will have greater chances of success if you can satisfy
the short-term lending criteria set out below.
Good cash flow. As a borrower, you must show that your performance is positive and
that operations are not only profitable but also generate sufficient cash to cover all
commitments.
Adequate shareholders’ funds. In other words, you must not be already over-committed
to other lenders, but have a reasonable proportion of your own capital in the business.
Adequate security. You will not obtain credit from a bank if all your assets are already
pledged to other lenders.
Experience in trading. Most institutions like to know that you have a good record of
successful trading. It is difficult to convince a banker to lend you money if you are a complete
beginner, or if you are starting a completely new trading activity with untried products and
unknown customers or suppliers in countries you have never dealt with before.
Good reputation and standing. Your references and credentials must be acceptable to
lenders. They would no doubt find it difficult to convince their loans committee or board to
approve an advance to a bankrupt company or a known crook! But, even assuming that your
past is without blemish, it is helpful to have the backing of a reputable sponsor. This could be a
well-known person in business, your trade association or even your customer or supplier.
Specific purpose. Although some lenders will be prepared to grant overdraft facilities on
the basis of the security you offer, most institutions prefer to see their loans linked to specific
transactions. In these cases, the transactions must be explained in full detail and shown to be
profitable and self-liquidating (the money borrowed will be repaid from the proceeds of the
transactions to be financed).
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B.

Presenting your request for a short-term loan

The way you approach a bank or other lending institution is all-important. Here are a
few tips. Most are simply common-sense ideas, and you should always be guided by the
elementary rules of courtesy and openness.
Know whom you are dealing with. Unless you are already one of the institution’s
customers and know it well, find out all you can about the institution beforehand. Ask those
who know it about their experience with the institution. Seek advice from your trade
association, chamber of commerce, or local confederation of industry. Try to obtain a copy of
the institution’s annual report and see what its affiliations are, and who its shareholders and
directors are. Brochures and annual reports, normally freely available in banks and other
institutions, tell you a great deal about their structure, organization and services. Banks should
also indicate their lending rates and give you a schedule of their charges and fees for services.
Give prior notice of your intentions. Always call up beforehand for an appointment or,
sometimes better still, write a letter or a fax setting out briefly who you are and what you do (if
the lender doesn’t know you well), how much you need to borrow and why. Although you can
conduct your transactions by correspondence, it is usually preferable to meet the person in
charge of short-term commercial lending or trade finance. If the institution is far away or
abroad, this will obviously not be possible, in which case you should be particularly careful
about how you introduce yourself and what information you provide (see next section).
Be well prepared. Your banker is a busy person and you should come quickly to the
point. State who you are, what you do (unless you know each other well), how much money
you need and what you need it for. Be prepared to hand over a copy of your annual report (if
you produce one) or your financial statements (balance sheet, profit-and-loss account, budget,
business plan — see next section) as well as a brochure on your company and its activities or
products. Always make a point of stating clearly what you intend to do with the funds you want
to borrow. If your intention is to finance the purchase of goods or services essential for
manufacturing products for export (or the purchase of commodities from producers for export),
tell your banker the whole story: whom you are buying from, whom you are selling to, how you
intend to pay and get paid. It is always wise to speak to your bank about these matters before
you sign contracts or agreements with your suppliers and customers or make payment
arrangements.
Seek advice. Experienced bankers can guide you and advise you on the risks and
dangers of various payment methods, on the most suitable ways to finance your transactions
and on the security you should provide as a guarantee for your borrowings. You should also
remember to ask about hedging possibilities to cover or reduce risks of currency and price
fluctuations.
...But be cautious. Resist borrowing more than you need, or for too long, or at too high
an interest rate. Banks sometimes propose the types of credits or payment methods that they are
most familiar with, or that are the most remunerative to them, or that present the least risk to
them. Ask about costs. Remember there are costs, fees and charges in addition to the interest
rate. What about front-end fees? (These are payments deducted from the loan at disbursement
to cover the lender’s cost of evaluating your request, assessing the risk or opening the loan
account.) What are the back-office fees? On each disbursement, for instance? If the bank to
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purchase foreign exchange or to open a documentary credit applies the advance, how much will
it cost?
Most institutions have standard or sliding scale rates for their services. Never hesitate to
ask for a copy and seek guidance on how these rates will affect your transaction. If there are to
be legal costs, such as lawyer’s fees for drafting a loan contract or registering a charge on assets
or a debenture, you should obtain clarification on these matters before committing yourself to
any obligation.
…While avoiding “shopping around”. Bankers will not like the idea of your shopping
around for the best deal, visiting several institutions and making comparisons between them. If
you tell them that you have found a better deal elsewhere after they have spent hours with you,
drawn up documentation and obtained clearance from their loans committee, senior
management or board, they will feel that you have wasted their time.
There is, in fact, nothing wrong in trying to get to know the banking sector and wanting
the best deal. But you should avoid giving the impression that you are also talking to others
after negotiations have reached the stage where the agreement is virtually finalized and
awaiting management or board approval. The success of a good borrower-lender relationship is
built largely on trust. Trust is developed over time and is the result of positive experience. A
banker will often prefer to try out a prospective customer by offering small, well-secured loans
on a very short-term basis to see how it works. As transactions are successfully repeated, the
customer’s standing rises and his or her credit improves. When you approach an institution for
the first time, bear this in mind. The cheapest lender may not, in the long run, prove the best.

C.

What a bank needs to know about you

This section discusses the information lenders may need to have before they can assess
your request for finance. As already stated earlier, it is good policy to be as open and
transparent with your bankers or financial advisers as you can. This will enable them to grasp
the full situation and to give you appropriate advice. To withhold important information, such
as your possible liabilities with other lenders or the fact that you have already pledged your
assets, may cause difficulties at a later stage. You will have only wasted your time and
probably closed the door to future dealings with the bank.
1.

General credentials

If the lender you have approached does not already know you well enough, it is best to
have some general background information ready. This may include the following:
Letters of introduction. If you are relatively new in business and not yet known in your
business community, you may find it worthwhile to seek the sponsorship of someone respected
by other business people who is sufficiently acquainted with you to be able to give you a
reference. A short letter, setting out your achievements and testifying to your good character
and integrity, is a traditional method of introduction. Its effect will be positive if the referee is a
person well regarded in the business community.
Your profile. This is a résumé or curriculum vitae, setting out your educational
achievements, professional training, qualifications and experience, and your employment
record and achievements. It is a helpful introduction to you and need not be longer than a page
or two. If you are a newcomer to the business community, your profile will help your bank to
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assess your capacity for conducting trade, producing goods and services for export, and
managing people.

Box 11
CHECKLIST FOR A CAREER PROFILE OR CURRICULUM VITAE
Keep the profile or CV short – one to two pages at the most. Focus on significant information.
Avoid too much detail. Your professional experience is most important part of the profile.
Present your profile in the order suggested below.
Name: Your given and family names.
Personal details: Address, telephone and fax numbers; marital status; date of birth; nationality,
or residence or work-permit status if you are an expatriate; state whether you are a homeowner; list your other significant assets (property, land, interest in other companies, etc.).
Education and qualifications: Start with your most recent qualifications, stating where
obtained and in what year. Include relevant courses and seminars. There is no need to go back
to your primary schooling. If you do not have valid qualifications or little educational
background, leave this section out altogether. Your professional experience will be your best
qualification.
Professional experience: This is the most important part of your presentation. Start with your
most recent experience. For each firm you worked with, state the starting and ending dates
(year or month and year), its name (if the firm is your own, say so), your job title and your
main area of responsibility. Very briefly, state your principal achievements in each job held.
Examples of this would be: “exported US$ 450,000 worth of cotton garments yearly to
Australia over a period of four years;” “managed the firm’s assembly plant which employed 20
skilled workers and produced 850 components a month for export.”
References: You should give the names of persons who can vouch for your professional
capabilities as well as your integrity in business matters. Avoid naming senior government or
civil service officials.
You may also want to attach to your profile any certificate or reference from former
employers if you feel this will help to show up your experience and capacities, especially if the
employer is known and respected, and has written favourably about you.
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Brochure on your business. Do not hesitate to hand out your company brochure. This should
state what business you are in, what your products are and how long you have been trading. A
list of clients or customers will be very helpful. If the list is confidential, you should say so
when you give it to your banker. If you are in partnership or have directors in your company,
state who they are and draw up a very brief résumé on each, particularly if they have a good
reputation in the business community.
Bank and other references. If you are approaching an institution that is not your current
bank, it is important for you to provide bank references that will enable the person you are
discussing with to check your credentials, particularly with regard to regularity of payments,
past borrowing record and general standing. You may also give the names of your accountants
and lawyers if this is helpful.
Proof of company ownership or registration. In some countries, you may be asked to
provide evidence that the company in whose name you want to borrow belongs to you or has
been duly registered. You may also be required to provide a sworn list of assets and liabilities
in the absence of audited or approved accounts. Always try to find out beforehand whether
there are any particular eligibility criteria for which you need to produce documents or
statements, particularly when approaching government or State-owned institutions providing
special facilities for exporters.
2.

Financial situation

A lender will most probably expect you to produce up-to-date financial information on
your business. The standard financial reports you should have ready are:
Balance sheet, profit-and-loss account, and cash flow statement. These should have
been audited by a firm of chartered accountants if possible, or certified by an independent
accountant and approved by a resolution of your board of directors. If these are not possible,
then you may have to produce evidence that your accounts are a true and fair reflection of your
financial situation. The size of your balance sheet and the amount of equity in your business are
significant, but by no means the determining factors in your banker’s decision to grant you
short-term credit. Your banker may be far more concerned with the transactions that the facility
will finance, as shall be explained later.
If your audited accounts are more than, say, three months old (that is, if the closing date of the
accounts goes back three months or more), you should also have with you a recent operating
statement and cash flow statement.
Budget for the current or coming year. This document should show your projected sales
and revenues for the current period or the coming year, as well as your operating costs and
overheads. You should also have a separate paper showing your planned capital expenditure, if
any. Your budgeted (or estimated) revenue should be sufficiently detailed to be credible. In
other words, the figures must not simply be wishful thinking but based on firm and tentative
orders to which you may add orders anticipated on the basis of past performance.
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3.

Commercial information

Details of order(s) booked. If you are requesting credit to enable you to fulfill a large or
profitable new contract, it is advisable to have all the documents, correspondence, and
quotations from suppliers, draft contracts with buyers and suppliers, and your own costs and
calculations ready for discussion. It is all more important if your order is for export. The credit
facility you obtain from your bank will almost certainly need to tie in with the payment
methods that you use with your suppliers or that are stipulated by your overseas buyers. You
are strongly advised not to sign any firm contract with suppliers or customers before you have
discussed credit and payment methods with your bank. The reason is simple. Most importexport business agreements or contracts stipulate the form of payment and the credit (delayed
payment) terms the buyer or the seller offer or require. Once the contract is signed, it may be
too late to alter the terms and this may seriously limit the scope of the facilities your banker
may be able to offer you.
Business plan. If you have an up-to-date business plan for your company, showing
intended capital investments and forecast revenue and expenditure for the coming three to five
years, this is an excellent document to produce during discussions with your banker or financial
adviser.
If, on the other hand, you do not have such a plan, you may find it useful to draw one
up. It will be of great value to you personally, apart from anything else. It will also add to your
credibility when you discuss your credit request with lenders. You should be able to prepare
such a plan yourself, with the assistance of your qualified staff if necessary. You may also ask
an outside accountant or consultant to prepare the plan for you. The outline of a short, simple
but effective business plan is shown in box 12.
Feasibility study. Feasibility studies are usually carried out in connection with mediumor long-term projects and are consequently prepared, among other reasons, as an aid to rising
medium- to long-term project loan finance.
You may find yourself ready to start a new project or to expand an existing activity, and
you need more capital to finance the additional capital goods required (e.g., machinery, tooling,
spares and raw materials). It will be necessary for you to produce a feasibility study for such
projects for presentation to your banker during your discussions. You will also need to give
your banker copies of draft or actual loan agreements with other lending institutions. These are
important because the loan agreements may stipulate that you cannot borrow from another
lender unless the loan is subordinated to them. This may mean that you cannot pledge fixed or
current assets if the first lenders have fixed and floating charges on such assets. You may be
limited to providing your bank with a second charge or some other, less secure, form of
guarantee.
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Box 12
AN OUTLINE OF A BUSINESS PLAN FOR A WORKING CAPITAL
FACILITY
The business
• Presentation of the sponsors, shareholders;
• Background and history of the company, business;
• Performance to date (key figures);
• Brief outline of the firm’s objectives, strategy, policies.
Review of past turnover and future trading prospects
• Analysis of past year’s turnover by country, customer, highlighting credit terms offered,
payment performance and bad debts;
• Analysis of firm orders received, prospects for further orders, customer creditworthiness
and payment risks.
The market
• Survey of the market for the traded products, commodities: demand, supply, pricing,
distribution, margins and profits, competition, trends.
Production or procurement
• Summary of production techniques or procurement procedures (if trading).
Inputs
• Raw materials required;
• Sources, suppliers, costs.
Organization and management
• Internal management structure;
• Ordering, invoicing, back-office procedures.
Financial data, projected results, economic justification
• Planned capital and working capital expenditure;
• Requirements for short-term credit facility and payment methods to be used;
• Cash flow of operations, transactions;
• Projected profit-and-loss, and balance sheets;
• Economic benefits of the project, net foreign currency earnings.
• Such as a receivables discounting scheme.
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In many respects, the feasibility study is not dissimilar in its presentation to the business
plan. The main difference lies in its purpose.

Box 13
CHECKLIST FOR A FEASIBILITY STUDY COVERING
EQUIPMENT FOR AN EXPORT PROGRAMME
The business
• Presentation of the sponsors, shareholders;
• Background and history of the company, business;
• Performance to date;
• Brief outline of the firm’s objectives, strategy and policies.
The export programme and equipment required
• Detailed description of the proposed programme stating: buyer, goods, quantities,
quality, shipment schedule, prices, shipping terms, packing conditions, inspection
procedures, other formalities;
• Details of equipment required, sources and costs.
The market
• Survey of the market for the traded products, commodities: demand, supply, pricing,
distribution, margins and profits, competition, trends.
Production or procurement
• Summary of production techniques, or procurement procedures (if trading).
Inputs
• Raw materials required;
• Sources, suppliers, costs.
Organization and management
• Internal management structure;
• Ordering, invoicing, back-office procedures.
Eligibility for export incentives, promotional schemes
• Benefits the business is entitled to, export premiums, concessionary loans.
Financial data, projected results, economic justification
• Planned capital and working capital expenditure (equipment and raw materials);
• Finance required to purchase equipment; credit and payment methods;
• Cash flow of operations, transactions;
• Projected profit and loss, and balance sheets;
• Economic benefits of the project, net foreign currency earnings.
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C.

Guarantees or collateral you can offer

Not many lenders will consider granting you, or anyone else for that matter, a loan
without security. The question will come up early in the discussions. What guarantees or
collateral can you offer? The terms security and collateral really mean the same thing. They are
guarantees you give lenders by pledging assets, which they can seize and sell off if you do not
pay back the loan.
There are other forms of guarantees that can secure a loan, such as an insurance policy
to the benefit of the lender, or an undertaking by a third party to repay the loan if you should
default. You can even obtain a guarantee from one bank to borrow from another. This is current
practice if you borrow from a bank overseas. The guarantee is given to the foreign bank by a
local bank that can more easily take a charge on your assets than the foreign bank.
The point is that, whichever way you turn, you will obtain satisfaction from a lender
only if you have something to offer should you default in your repayment obligations.
The most common form of security is a charge (a pledge) on fixed assets, particularly land and
property. Most lenders feel that land and property are readily marketable even if this means
selling them off at a price below their market value. Moreover, land and property are evidenced
by title deeds and, in many countries, the authorities register these titles and any encumbrance
would also be noted. When an asset is encumbered, it means that another party has a valid
claim on it. When an asset is pledged to a lender, it is encumbered and it cannot be pledged a
second time to another party unless the two parties agree to share the security.
Other fixed assets can also serve as security: machinery, equipment, vehicles and
suchlike. But it is often impractical for a lender to consider these as security because their
market value is often difficult to determine, especially if they are not new.
Investments are sometimes acceptable to lenders as collateral, particularly if they can be
easily realized (sold). Share certificates of companies listed on the stock exchange, bonds,
debentures, treasury bills, etc evidence these.
You can pledge current assets: stocks of raw materials, finished goods, commodities for
export, even receivables. The easiest net asset to pledge is cash. This is called cash collateral.
Your loan is secured by money! In practice, borrowers resort to this form of security when they
have liquidity in another bank, which they do not want to touch. (It may be in another currency
or tied up in investments. It may be funds owned by a third party or even by the borrower, but
not part of his or her business.)
When you approach an institution for short-term credit, it is useful to have a list of the
assets that you are prepared to pledge as security for the loan. If these are fixed assets for which
you have the land or other property titles, bring copies with you to show the bank. If you have
marketable stocks of raw or finished products or, better still, internationally quoted stocks of
commodities that are not yet sold, bring warehouse receipts or inventory lists with you. If you
do not have warehouse receipts, delivered by a third party and attesting to the quantities or
values of the commodities stored, you can usually obtain a certificate from an inspection
company evidencing the quantity and quality, sometimes even the price or value, of the goods
stocked. Your list of receivables is also useful, because your bank may say that it would be
willing to discount some of them, purely and simply, rather than lend you money.
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Financial institutions rarely lend the full value of the security taken. The reason is plain
enough: should they need to sell the security because of a default in payment, the price they
obtain may be less than the value of the loan. The amount of cover needed for loans varies from
country to country and asset to asset. In some cases you may have to pledge assets worth two or
more times the amount of the loan. In Tajikistan the most common collateral are:

Box 14
TYPICAL COLLATERAL
•
•
•
•
•
•
•
•
•

Land and buildings: first, second mortgages, debentures on property;
Other fixed assets: charges, debentures on machinery, equipment, vehicles;
Share certificates in the borrowing company;
Guarantees from banks, other institutions, export credit guarantee and insurance
schemes, third parties;
Cash;
Receivables: invoices, bills, promissory notes;
Stocks or inventories of finished goods, commodities, warehouse receipts;
Raw materials;
Investments, marketable securities.
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Chapter 5
Negotiating short-term credit

Negotiating with a lender (who should be ready in principle to grant you a short-term
facility) relies more on how well you are prepared than on any particular bargaining skill.
Chapter 4 discussed the documents and papers you should be ready to bring along with you to
the negotiating table. A good knowledge of your business and a sound grasp of all the facts and
figures on your results, current situation and prospects are the most convincing arguments you
can put forward.
As already stated, lenders aim to get a good rate of interest on their money at little risk.
They will probably prefer the types of facilities and payment methods that their staff are most
familiar with, and which do not present too much back-office effort or time. As their time is
precious, lenders will try to obtain fees for services rendered.
Negotiations should benefit both parties and each must come away feeling satisfied with
the outcome. The relationship will perhaps develop into a long-term one, with the bank
growing to appreciate and trust you as transactions develop and your business expands.
Bankers are also keen to keep good customers. Banks work in a competitive environment and
will vie with one another to obtain business. If your bank likes to deal with you, because it is
pleased with the way transactions are conducted and there is a feeling of mutual satisfaction
and loyalty, your negotiating position will be strengthened and concessions will be granted in
your favor in due course.
But building up such a relationship will take time. In the beginning you may have to
bear higher charges and pay more fees because you are new to the financing sector and must
first demonstrate your worth.

A.

Obtaining the most favourable terms

There are many ways of arranging a credit package, especially as far as trade finance is
concerned. Always inquire into the cost of the facility offered and compare this cost with those
of the alternatives. If you are able to show the bank that it would be cheaper for you to obtain
the same result using another method, point this out tactfully but firmly. But know your facts.
If, for instance, the bank’s interest rate is higher than the rate your supplier is prepared to accept
for trade credit, state it clearly and be prepared to show a letter to that effect.
In foreign trading, it is virtually impossible to avoid the banking system if you are an
exporter or an importer. Most payment methods require a third party to hold money or
documents in trust until an obligation is satisfied (see chapter 2, section on International
trading). The credit you obtain from your bank may be used by the bank itself to pay your
supplier (e.g., by opening a documentary credit) or to give you an advance until the foreign
buyer makes payment, with the bank reimbursing itself from the proceeds of the export
transaction.
Generic version corrected_May31_06.doc
47

Seek the bank’s advice on the different methods of payment and credit facilities
available. Don’t stop at the list given in the bank’s brochure or leaflet. Explore all the
possibilities, but remember that your banker will be more knowledgeable than you are about the
risks, advantages and drawbacks of each system if you are new to the business. Tact and
diplomacy are useful; avoid marring relationships that could prove invaluable later on. It is also
worth remembering that the financial sector is often a close-knit community despite the
competition among its members. A banker will ask for and will easily obtain references on a
customer from another bank.
Getting the most favorable terms is not only a matter of obtaining the lowest interest
rate. In box 15, you will find a checklist of the fees and charges that you should bear in mind
during your negotiations, making sure to inquire carefully into each.

Box 15
CHECKLIST OF COMMISSIONS, FEES AND CHARGES
•
•
•

•
•
•
•

Appraisal fee (or front-end fee). Percentage of total facility, paid up front, often as a
deduction from principal disbursed. Amount varies from one institution to another.
Commitment fee. Interest rate per annum on un-disbursed portion of facility. This is
often waived. Rate usually varies between ½% and 1%.
Interest on outstanding principal, overdrafts expressed as a per annum rate. Rate may
reflect lender’s assessment of risk. Low rates may be available through incentive
schemes for exporters or for development components considered of special economic
benefit to the country. (The method of calculation varies from one institution to another.
You should make sure this method is thoroughly explained to you. For instance, interest
may be calculated on day-to-day balances, or on monthly overdraft ceilings, on a 360day year, and so on.)
Legal costs and charges. Expenses incurred in preparing legal documentation and
drawing up charges, debentures.
Disbursement fees. Amounts charged by the lender as a flat fee at each disbursement if
there are more than one.
Charges for payment facilities, services. Fees and commissions charged for opening and
confirming L/Cs, collection and other sundry services rendered by banks.
Discount rates, forfaiting rates. Percentage taken by the discounter or the forfaiter for
discounting or forfaiting receivables.

The best terms for yourself must also include what is most convenient for you. Avoid,
for instance, tying up fixed assets if you know you are going to need them as security for a
medium- to longer-term loan in a few months to finance the purchase of capital goods such as
vehicles or machinery.
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Finally, always keep in mind the purpose of borrowing. To survive in business you have
to be competitive, which means minimizing costs and overheads. If you borrow, it must always
be the better alternative to not borrowing, and this can only be so if the terms and conditions are
right. If the financial charges and related costs of borrowing are not to your advantage and risk
putting you into a situation where you are no longer competitive as a manufacturer or trader,
make this clear to your banker and turn down his offer of credit unless he is prepared to revise
his conditions. The bank must always be your partner in competitiveness.

B.

Improving your negotiating position

Obtaining short-term credit from your bank is hardly likely to be a one-off affair. The
chances are that, after the success of your initial transactions, your business will grow and you
will become a regular customer for credit facilities. How can you then improve your
negotiating position?
“Be a good payer” is the first and foremost rule. Build up your reputation as someone
who always pays on the dot. Be particularly careful to honor interest payments on time. Interest
payments are the bank’s revenue and affect its operating results. Banks have to apply stringent
credit risk management rules, usually enforced by the regulatory bodies for the banking system.
If interest is paid late, banks may have to constitute provisions for risky debt and this affects
their balance sheets. Late payment will give you a bad mark and you may become branded as a
poor payer and a risky debtor, making it harder or more expensive for you to borrow in the
future.
Being punctual with your interest payments does not mean that you can be lax with the
payment of the installments on the principal. They are also important but, because loans to
customers are assets on a bank’s balance sheet, they lose their value (through the constitution of
provisions) only if the amount due is outstanding for more than two or three months after the
scheduled repayment date. This means that a bank will not be too worried if you are a week or
so late with your payment of the installment on principal. But the golden rule is to let the bank
know beforehand. Do not wait until you receive a reminder, or a curt telephone call. Explain as
early as you can that there may be a delay, owing to late payment, for instance, by a customer.
Provide the bank with supporting evidence of the fact that you will be getting the funds
in due course (for instance, a written undertaking from your customer, an accepted bill or a
promissory note). Your bank may even be able to assist you by discounting receivables to
improve your liquidity or advancing you money against warehouse receipts.
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Box 16
CHECKLIST FOR DISCUSSIONS WITH YOUR BANKER
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Introduce yourself and give references.
Present your transaction or project in detail.
Explain your needs and expectations.
Discuss payment methods with your bank before signing sales or purchase contracts
with your buyer or supplier.
Be ready to provide information, financial statements and details of collateral available.
Examine the range of facilities available.
Examine possibilities not listed in the bank’s brochures.
Inquire into the costs of services, facilities (see box 15 for a list of these costs).
Do not shop around, but be informed on other institutions, their services, their charges.
Be open. Do not hold back information that may help your banker advise you better.
Build up a reputation as a good payer.
Always keep interest payments current.
Give advance warning of difficulties, delays.
Negotiate for improved terms as your business grows, your borrowing requirements
increase and your debt-servicing record enhances your business reputation, rather than
try to get the best deal from the start.

To improve your negotiating position, you must build up your reputation as a reliable
customer. You should be a customer the bank can count on to give early warning of impending
risk or danger and with whom they can take joint action to prevent default.
Obviously, the growth of your business and the success of your transactions are other
factors that will improve your standing and negotiating position with a lender. The larger the
credit given to you, the more cost effective it will be for the bank, because credit entails the
same amount of work whether it be large or small. A lender will also appreciate that your good
performance is a measure of your competence and abilities. You will be considered a better
risk.
Risk carries a premium, as in the insurance world. The higher the risk assessment, the
more a financial institution feels justified in increasing its interest rate, to reflect the danger of
not getting its money back. The better your performance and record of regular payments, the
lower the lender’s risk assessment of you and the more likely you are to get more credit and to
be offered better terms.
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C.

What to do in case of default

All business is risky and some would make a theory of it by saying that the profit you
make is compensation for the risk you take. Good risk management can minimize your chances
of failure in business, but the danger is always there. The market for your products may
collapse or your customers may fail to pay on time. Suppliers may let you down. You have no
control over political risks. Currencies may rise and fall to your disadvantage; riots or political
unrest may close borders and halt trade. Natural disasters or accidents may prevent you from
delivering on time or even destroy your production capacity.
Many of these risks can be covered one way or another, through insurance policies and
schemes, or forfaiting or factoring in the case of receivables. But whatever misfortune may
have hit your business, you will be expected, by the terms of your loan agreement or contract,
to pay back your loan. It is tempting to keep quiet about ill luck; to put on a brave face and
pretend all is well. It is also most inadvisable as far as your dealings with your bank are
concerned. If there are signs that you are going to be short of liquidity, with a risk that you will
not be able to meet your obligations — in other words that you are going to default and not just
be a week or so late with an installment on principal — then it is probably best to speak to your
banker about it, and the sooner the better.
Your bank will most likely appreciate the fact that you have been frank and open with
them. It will certainly try to find a solution to your problems before seizing your assets, or any
other security you have given it. Indeed, it is often expensive and time consuming to call
guarantees or put your company into receivership. If a solution can be found, both your bank
and you will be happier and your relationship will benefit from the event.
There may, at times, be no easy way out and the bank may find itself obliged to take
action by enforcing its security. However, before reaching this sad state of affairs, you may
decide that there is a chance of recovery if you are given additional time to pay, perhaps with a
grace period (a period during which you do not reimburse the principal but only pay interest)
and, even possibly, additional funds to start over again.
This is what is known as restructuring or rescheduling. The principles of these
mechanisms are discussed below.

D.

Negotiating new terms

As indicated above, you may find it necessary to seek a change in the original terms of
your loan by extending its duration, delaying repayment installments on principal, obtaining a
grace period during which principal repayments are suspended, or even increasing the amount
of the facility.
If there is risk of a default (situation in which the balance outstanding of the loan is
immediately repayable because the terms of the loan have not been honored), lenders may,
under certain constraints and in very special circumstances, accept that restructuring or
rescheduling is a better solution than calling in their loan (accelerating) and seizing the
borrower’s assets. For them to do this there must be a good likelihood of a return to liquidity
under the restructuring or rescheduling.
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Restructuring or rescheduling may also be beneficial to both parties even in
circumstances presenting no immediate danger of default. It could improve the borrower’s
liquidity and enable him or her to increase trading activities. For the lender, it may be simpler
and more cost effective to reschedule or restructure than to grant a second or additional facility.
1.

Rescheduling

This consists in agreeing to a new principal repayment schedule, usually with a longer
or deferred repayment period. A grace period may be given at the start of the period to allow
the borrower more time before paying installments on principal.
Often, the rescheduling is simply the extension of the loan duration by a number of
installment periods, with a grace period but with no changes in the amount of each installment.
But, many alternatives exist. The principal can be increased, interest rates can be altered,
additional security can be given, and the amounts of the installments on principal can be
increased or reduced.
The advantage of rescheduling is that you do not have to change the original loan
agreement or security arrangements (charges). The bank merely draws up a supplemental
agreement that alters the original terms where needed.
The drawback is that, more often than not, the lender will charge a fee for the additional
work the rescheduling exercise has created. Any legal expenses will also be at the cost of the
borrower.
2.

Restructuring

Though similar in some ways to rescheduling, restructuring is more complex. It usually
involves rescheduling as well as converting all or part of the existing loan into another type of
facility or even, in some instances, into equity in the borrowing company. This last possibility
is rare, as financial institutions do not normally invest in such a manner unless they are
development banks.
Restructuring is often a last resort when no other solution remains but to put the borrower into
receivership.
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Chapter 6
Loan contracts and legal documentation

Although it is not the purpose of this guide to give more than a brief outline of the
different types of legal documentation you are likely to come across in trade financing
transactions, it is nevertheless useful for you to have an idea of what to expect when you are
ready to sign legal papers that will tie you to a number of obligations. For more details, there
are specialized publications you can refer to.
This chapter deals with the legal documents you are most likely to come across when
seeking short-term credit. The appendices to the guide give specimens of contractual
documents frequently used in payment and credit transactions.

A.

The loan contract or agreement

There is no worldwide standard format for loan contracts or agreements, whether it be
for short-term or longer-term facilities. Some banks have simple standard formats of their own,
thus reducing the need to use the services of legal firms for drawing up loan agreements. The
complexity of contracts varies greatly from country to country, depending on their legal
systems and banking practices. The agreement may take the structure of a formal contractual
document or it may be a simple letter to be acknowledged by the other party.
In general, most contracts or agreements for short-term credit facilities have these
elements in common:
•
•
•

•
•

A definition or description of the contracting parties,
Recitals, that is, an introduction stating that the lender agrees to grant a loan or other
facility to a buyer for specified reasons,
A description of the facility:
- Amount;
- Currency;
- Duration;
- Interest rate;
- Dates of interest payments and instalments on principal (a schedule showing
instalment dates and amounts may be appended);
- Grace period (if any);
- Fees or commissions payable up front (i.e., when the loan is disbursed); and
- Penalties for late payment (additional interest).
The conditions preceding disbursement (i.e., the conditions which the borrower must
fulfil before the bank releases the money),
The security arrangements,

Generic version corrected_May31_06.doc
53

•
•
•
•
•
•

Obligations of the borrower. (These are covenants, which the borrower undertakes to
honor. They spell out what he or she may not do and what he or she is obliged to do
after the loan has been disbursed.),
Events of default. These are the circumstances which will give the lender cause to call
the loan in,
Who is responsible for settling costs such as legal expenses, collection costs, etc.,
Rules for the settlement of disputes,
The national law applicable to the agreement,
Date and signatures of lender and borrower.

A specimen loan contract is presented in appendix IV.
Agreements and contracts may contain a good deal more than the above. If you are not
sure of the obligations you are undertaking, take your time to examine the agreement carefully
before signing it and, if need be, consult a lawyer who is familiar with banking practices.
You can ask the lender to explain any clause that is not clear to you. Be circumspect.
Many provisions such as covenants (undertakings) may appear harmless but, if you do not
honor them, they can be used by the bank to declare an event of default (reason for calling in —
or accelerating — the loan).
You should clarify in advance who, if anyone, must pay for the cost of drafting the
contract (as well as the stamp duty and the cost of registration, if these are mandatory).

B.

Documentation on security

Security on assets normally takes the form of a charge, debenture or mortgage
document, drawn up by the lender, a lawyer or an authorized person and signed by the parties
concerned. Practices differ widely from country to country. In many countries, security
documentation has to be registered and stamp duty or some other form of tax has to be paid.
Costs and expenses are almost always charged to the borrower.
Be careful always to read the security documentation, giving attention to every detail.
You may be tempted to overlook the importance of a document, which is often regarded as just
a formality. In fact, it concerns your assets and contains provisions that you may not wish to
agree to, such as the immediate seizure and disposal of your assets should you default, or that
you may like to reconsider, such as the high cost of registering a mortgage. If you are unsure,
ask your lawyer to advise you before you sign such a document.

C.

Amendments to legal documents

It is often preferable to alter the terms of an agreement by drafting an amendment,
which in many cases can take the form of a simple letter signed by both parties. If this is not
possible, a supplemental agreement may be drawn up, containing the additional clauses and
amending the previous agreement. The practice depends on the customs and law of each
country.
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D.

Documents used in documentary credit transactions

The main documents used in documentary credit transactions are of a legal nature and
have been standardized to a great extent by the International Chamber of Commerce. ICC
publishes helpful guidelines on documentary credit operations and develops what are known as
Incoterms (international commercial terms), which are trading expressions used worldwide
concerning the carriage of goods under international sales contracts.
The documents listed below are those most frequently referred to in documentary credit
transactions. They have to be presented to collect payment from a bank. They are governed by
very precise and detailed rules and regulations, which are necessary to ensure that they are
recognized and accepted by banks and traders in different countries with differing laws and
commercial usage.
Specimens of some of these documents are presented in appendix V. (For information
on documentary credits, see the section on International trading in chapter 2.)
The documents are:
•
•
•
•
•
•

Draft or bill of exchange;
Commercial invoice;
Certificate of origin;
Insurance certificate;
Inspection certificate;
Transport documents.
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Appendix l
Selected list of useful publications
ITC publications relating to Trade Finance
Trade in euro
How to Evaluate Trade Credit Requests
Export Credit Insurance and Guarantees Schemes
How to Approach Banks
The Financing of Exports: A Guide for Developing and Transition Economies
Financing Means and Sources: A Guide to Financing of Export Projects
Performance Appraisal of Exporting Enterprises
Financial Appraisal of Export Projects

2000
1999
1998
1997
1996
1995
1993
1992

Other ITC publications
Trade promotion handbooks
Redefining Trade Promotion: The Need for a Strategic Response
Business Guide to the General Agreement on Trade in Services
Business Guide to the World Trading System (2nd ed.)**
Dried Herbs and Spices: A Packaging Manual
Export Quality Management: Resource Material for Training Activities
Innovating for Success in the Export of Services: A Handbook
International Commercial Sale of Perishable Goods: Model Contract and Users' Guide
Trade in Information Technology Products and the WTO Agreements: Current Situation
and Views of Exporters in Developing Countries
Food Packaging: A reference book for trainers
ISO 9000 Quality Management Systems: Guidelines for Enterprises in Developing
Contries
(2nd ed.)
ISO 9000: A Workbook for Service Firms in Developing Countries
Information Technology Services: A Handbook for Exporters from Developing Countries
Organizing Buyers-Sellers Meetings: A Tool for Promoting Trade among Developing
Countries
Readings in International Business Negotiations
Training Needs and Capacity Analysis: A Tool for Strategy Formulation: Methodological
Guidelines
Applying ISO 9000 Quality Management Systems
The Global Spice Trade and the Uruguay Round Agreements
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2000
1999
1999
1999
1999
1999
1999
1999
1998
1998
1998
1998
1998
1997
1997
1996
1996

Manual on the Packaging of Furniture
Profiles of Trade Promotion Organizations
Textiles and Clothing: An Introduction to Quality Requirements in Selected Markets
Training Handbook on Export Documentation
Assessing Training Capacity in International Business
Handbook for Trainers in Trade Promotion
Managing Export Training: Strategies, Policies and Principles for Developing
Countries
(rev. ed.)
Export Production Villages: A Study of a Sri Lankan Scheme for Rural Export
Development
Strengthening International Business Training in Developing Countries
Using Microcomputers in Training Institutions
Cases in International Cocoa Marketing
Trade Development Support for Structural Adjustment
Exports from Small and Medium-sized Enterprises in Developing Countries: Issues
and Perspectives
Exhibition Stand Design
International Procurement: A Training Manual
Directories and bibliographies *
World Directory of Trade Promotion Organizations
Bibliography: Published Market Reports
Directory of Importers' Associations
Africa Leather Trade Directory
Thesaurus of International Trade Terms (rev.3)
Market surveys and commodity handbooks
Organic Food and Beverages: World Supply and Major European Markets
Food and Beverages: A Practical Guide to the South African Market
HPS Groundnuts (Peanuts): A Survey of Selected European Markets
Cut Flowers: A Study of Major Markets
Environmental Engineering and Support Services: A Handbook for Exporters from
Developing Countries
Silk Review 1997: A Survey of International Trends in Production and Trade (5th ed.)
The United States Market for Tropical Fruit Juices, Concentrates and Pulp/Purée
Coffee: An Exporter's Guide - A Supplement
Fruit Juices: A Study of Selected Markets in Asia
Fruit Juices: A Study of Selected Markets in Central and Eastern Europe
Poland: A Partner for Developing Countries
Rubber Products: An Overview of Major Markets and Opportunities for Developing
Countries
Survey of China's Foreign Trade: An Analysis of China's Export and Import Data at
the Enterprise Level
Dried/dehydrated Tropical Fruit: A Survey of Major Markets
Tropical Nuts: A Study of Market Opportunities in the United Kingdom
Turnkey Plants and Project Engineering Services
Dehydrated Vegetables: A Survey of Major Markets
Leather Goods: A Practical Guide for Exporters in Developing Countries
Rubberwood: A Study of the World Development Potential
Russian Federation: A Trading Partner for Developing Countries
1993
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1995
1994
1994
1994
1993
1993
1993
1992
1991
1991
1990
1990
1989
1987
1985
2000
1999
1999
1997
1997
1999
1998
1998
1997
1997
1997
1997
1996
1995
1995
1995
1995
1995
1994
1994
1994
1993
1993
1993

Coffee: An Exporter's Guide
Short market surveys
The French, British and other EC Markets for Imitation Jewellery
Other technical materials *
Secrets of Electronic Commerce: A Guide for Small- and Medium-Sized Exporters
Cybermarketing: A Guide for Managers in Developing Countries
Implications of World Trade Organization Agreements for International Trade in
Environmental Industries
National Export Performance and International Demand
The North American Market for Fresh Fruits and Vegetables: Import Regulations and
Quality Requirements (CD-ROM)
Uruguay Round Agreements Implications for International Trade in Medical Devices
Export Development of Artisanal Products
Romania: A Partner for Developing Countries
Selected Commercial Databases for Trade Promotion (rev. ed.)
Anti-Dumping Proceedings: Guidelines for Importers and Exporters
Glossary of Packaging Terms for Developing Countries
The European Community Market for Cotton Yarns and Cotton Grey Cloths: The
Changing Pattern of the International Trade in Textiles and Clothing
Eco-labelling and Other Environmental Quality Requirements in Textiles and Clothing:
Implications for Developing Countries
Establishment and Operation of Purchasing and Supply Management Associations
African Cases in International Business
Glossary of Import Management Terms (rev. ed.)
Handbook for Trainers in International Purchasing and Supply Management
International Procurement of Crude Oil and Petroleum Products
Procurement of Imported Inputs for Industry
Import Procurement and Materials Management of Automotive Spare Parts (rev. ed.)
Maritime Transportation Guidelines for Importers (rev. ed.)
Improving Public Procurement Systems
Income-generating Activities of Chambers of Commerce (rev. ed.)
Bid Evaluation in Import Procurement (rev. ed.)
Purchase Management and Administration
Basic Guidelines on Government Procurement (rev. ed.)
Contract Monitoring and Administration in Import Procurement
Supplier Quality Conformance in Import Procurement
Guide on Cargo Insurance for Importerstion in Import Management
Handbook on Import Documentation
Supplier Sourcing Appraisal and Evaluation in Import Management
An Operational Stores Manual
Import Management: Port and Customs Clearance
Monitoring of Import Prices
Application of Microcomputers in Supply Management
Import Operations in the Electrical Sector
Warehousing Techniques for Imported Goods
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1992
1993
2000
1999
1999
1999
1999
1999
1998
1998
1998
1997
1997
1997
1996
1996
1995
1995
1995
1995
1995
1994
1994
1993
1993
1992
1991
1990
1990
1990
1989
1989
1989
1988
1988
1988
1987
1987
1986

Quarterly magazine
International Trade FORUM
Trade Finance Press Abstracts

Other technical Material
International Chamber of Commerce, ICC World Payment Systems Handbook
1997
International Chamber of Commerce, ICC Guide to Managing Interest Rate Risk
1997
International Chamber of Commerce, Managing Foreign Exchange Risks
1996
International Chamber of Commerce, Key Words in International Trade (4th edition)1996
UNCTAD Secretariat, Review of Progress in Trade-Finance Facilities
of Developing Countries at the Interregional, Regional and Subregional level
1996
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Appendix II
Documentary credit
1.
2.

Letter of credit
Standard irrevocable documentary credit form

Issuing of Documentary Credit via SWIFT MT700
The below MT700 template of documentary credit is generally used in case of issue
of the import documentary credits in Tajikistan.
•
•

The letter M stands for mandatory SWIFT field
The letter O stands for optional SWIFT field

IMPORT DOCUMENTARY CREDIT EXAMPLE

MT 700 ISSUE OF DOCUMENTARY CREDIT
TO: COBADEFF COMMERZBANK AG, FRANKFURT AM MAIN, GERMANY
ATTN.: L/C DEPT.
MT 700
: 27/ SEQUENCE OF TOTAL: 1/1
: 40/ FORM OF DOCU CREDIT: IRREVOCABLE,
: 21/ DOCU CREDIT NUMBER: ILC100306
: 31A/ DATE OF ISSUE: 10/ 03/2006
: 31B/ DATE AND PLACE OF EXPIRY: 31.05.06 FRANKFURT AM MAIN,
GERMANY.
: 51/ ISSUING BANK: GOOD BANK, 734025, CENTRAL AVENUE DUSHANBE,
TAJIKISTAN
:50/ APPLICANT: TEXTILE PRODUCTIONS LLC, 734000, 366, RUDAKI
AVENUE, DUSHANBE, TAJIKISTAN
: 57/ BENEFICIARY BANK: COBADEFF Commerzbank AG,Frankfurt am Main
: 59/ BENEFICIARY: Textile Export Import company, Aleksander Allee 13D, 10247
Frankfurt
: 32/ CUR CODE AMOUNT: USD 300,000.00
: 41/ AVAILABLE WITH/BY: COMMERZBANK AG, FRANKFURT AM MAIN,
GERMANY
BY DEFERED PAYMENT
: 42/ P DEFERED PAYMENT DETAILS: AT 90 DAYS AFTER DATE OF
SHIPMENT
: 43A/ PARTIAL SHIPMENTS: ALLOWED
: 43B/ TRANSSHIPMENT: NOT ALLOWED
: 44A/ FOR TRANSPORTATION FROM: Germany
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.

: 44B/ FOR TRANSPORTATION TO: CIP, DUSHANBE
: 44C/ LATEST DATE OF SHIPMENT: 10/05/06
: 45A/ DESC. OF GOODS: Complex of machines and equipment for preparation of
cotton fibre under the contract Nr 1/2 dd.07/01/2006, terms of delivery CIP ,
DUSHANBE
: 46/ DOCUMENTS REQUIRED:
1. One original and 3 copies of invoice
2. The Original of FCR (Forwarder’s Certificate of Receipt)
3. One Original and Two copies of Packing list
4. The Original of Inspection Certificate, issued by the Supplier’s factory
5. Certificate of Origin issued by authorized department of the Federal Republic of
Germany
6. Railway bill
: 49/ CONFIRMATION INSTRUCTIONS: CONFIRM.
: 71/ CHARGES: + ALL EXPENSES OUTSIDE TAJIKISTAN SHALL BE PAID BY
BENEFICIARY
+CONFIRMATION AND DEFERED PAYMENT FEES WILL BE PAYD BY THE
APPLICANT.
: 72/ BANK TO BANK INFORMATION:
WE GOOD BANK AUTHORIZE YOU TO DEBIT OUR US DOLLAR
ACCOUNT WITH COMMERZBANK FRANKFURT OFFICE FOR THE
COUNTER VALUE OF DOCUMENTS
SPECIAL INSTRUCTION:
1. IN REIMBURSMENT OF DRAWINGS COMPLYING WITH THE TERMS AND
CONDITIONS OF THIS DOCUMENTARY CREDIT PLEASE CLAIM ON OUR US
DOLLAR ACCOUNT No.123456789
THIS DOCUMENTARY CREDIT IS ISSUED SUBJECT TO THE UNIFORM
CUSTOMS AND PRACTICE FOR DOCUMENTARY CREDITS PUBLICATION
NO 500 REVISION 1993, OF THE INTERNATIONAL CHAMBER OF
COMMERCE, PARIS FRANCE.
.
BEST REGARDS ,
LC DEPT
GOOD BANK,TAJIKISTAN
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Appendix lII
Export credit guarantee
ADVANCE PAYMENT GUARANTEE
TO: beneficiary’s name and address
WE HAVE BEEN INFORMED THAT OUR CLIENT ______________LOCATED AT:
_____________, HEREINAFTER REFERRED TO AS THE SELLER HAS CONCLUDED THE
CONTRACT NO. ______ DD ________, HEREINAFTER REFERRED TO AS THE
CONTRACT, WITH YOU, __________, LOCATED AT: _________________,
HEREINAFTER REFERRED TO AS THE BUYER.
.
TAKING INTO CONSIDERATION THE ABOVE MENTIONED WE, ISSUING BANK NAME,
HEREBY ISSUE OUR ADVANCE PAYMENT GUARANTEE NO. ___ AND IRREVOCABLY AND
UNCONDITIONALLY UNDERTAKE TO PAY YOU WITHIN 3 (THREE) BANKING DAYS ANY
AMOUNT UP TO, BUT NOT EXCEEDING IN TOTAL:
.
(CURRENCY) (AMOUNT)(SAY: _________________)
.
UPON RECEIPT OF YOUR DULY SIGNED WRITTEN DEMAND FOR PAYMENT STATING THAT
- YOU HAVE EFFECTED THE ADVANCE PAYMENT AS PER THE CONTRACT NO. ______
DD ______ TO A CORRESPONDENT ACCOUNT OF ISSUING BANK NO. ____ HELD WITH
_____________ FOR FURTHER CREDIT OF THE ACCOUNT OF THE SELLER
AND
- THE SELLER FAILED TO FULFIL HIS CONTRACTUAL OBLIGATIONS WITHIN ___
DAYS FROM THE DATE OF ADVANCE PAYMENT CREDIT TO THE ACCOUNT OF THE
SELLER.
YOUR CLAIM UNDER THIS GUARANTEE MUST BE PRESENTED NOT EARLIER THAN __
DAYS FROM THE DATE OF ADVANCE PAYMENT CREDIT TO THE ACCOUNT OF THE
SELLER.
.
PLEASE SEND US YOUR WRITTEN PAYMENT DEMAND CONTAINING THE ABOVE MENTIONED
DECLARATIONS VIA YOUR BANKERS REQUESTING THEM TO CONFIRM TO US THE
AUTHENTICITY OF SIGNATURES ON YOUR DEMAND.
THE AMOUNT OF THIS GUARANTEE WILL AUTOMATICALLY BE REDUCED IN PROPORTION
TO 100 PER CENT OF THE VALUE OF PAYMENTS EFFECTED UNDER THIS GUARANTEE.
THE PRESENT GUARANTEE WILL BECOME OPERATIVE ONLY UPON RECEIPT ON
CORRESPONDENT ACCOUNT OF ISSUING BANK NO. ____ HELD WITH OF (CURRENCY)
(AMOUNT) (SAY: ______________) FOR FURTHER CREDITING ACCOUNT OF THE
SELLER REFERENCED TO THE PRESENT ADVANCE PAYMENT GUARANTEE NO. ____ NOT
LATER THAN _____, I.E. 5 (FIVE) BANKING DAYS FROM THE DATE OF ISSUANCE OF
THE PRESENT GUARANTEE, OTHERWISE THIS GUARANTEE WILL BE AUTOMATICALLY
CANCELLED.
.
OUR GUARANTEE IS VALID UNTIL ____________ AND EXPIRES IN FULL AND
AUTOMATICALLY ON THAT DATE, EVEN IF ITS ORIGINAL HAS NOT BEEN RETURNED,
IF YOUR CLAIM HAS NOT BEEN PRESENTED TO US ON OR BEFORE THAT DATE.
.
ALL BANKING CHARGES OUTSIDE OF THE ISSUING BANK ARE FOR THE BUYER’S
ACCOUNT.
.
ANY AMENDMENTS, ASSIGNMENTS AND TRANSFERS SHOULD BE PRODUCED UPON MUTUAL
CONSENT OF ALL PARTIES INVOLVED.
.
THIS GUARANTEE IS SUBJECT TO UNIFORM RULES FOR DEMAND GUARANTEES, ICC
PUBLICATION, REVISION-458, 1993, PARIS.
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Appendix lV
Specimen loan contract
LOAN AGREEMENT №
This Loan Agreement, hereinafter referred to as Agrement, is concluded on
[date] [month] [year]:
Joint-Stock Company «Bank», incorporated in compliance with the existing legislation of the
Republic of Tajikistan, represented by Mrs./Ms_____________, the Chairman/Chairwoman of
the Management Board, hereinafter referred to as the BANK, on one side,
and
«Borrower» Limited Liability Company, incorporated in compliance with the existing
legislation of the Republic of Tajikistan, represented by Mr./Mrs.____, Director, hereinafter
referred to Borrower, on the other side
Taking into account the decision of the Credit Committee of the Bank dated _____________
has agreed as follows:
1

GENERAL TERMS AND CONDITIONS
Bank opens to the Borrower a short-term credit in US Dollars according to the terms and
conditions specified by this Agreement herewith below
1.01 LOAN TYPE:
CREDIT – in compliance with the NBT regulations, within the limits of available
Bank’s credit recourses and following the results of regular monitoring
1.02 LOAN ISSUE DATE:
[date].
1.03 LOAN AMOUNT:US Dollars ______________ (in words)
1.04 LOANS INTEREST RATE is determined in accordance with the Lending Regulations
of the Bank and within the NBT refinancing rate:
Twenty-eight (28%) percent per annum – on current principal
Fifty –six (56%) percent per annum – on default principal
1.05 LOAN MATURITY DATE
[date]
1.06 LOAN PURPOSE
The loans proceeds should be used for the purposes specified below
Financing targets
Amount:
Purchase of construction material under concluded Procurement
_____________
Agreements
US Dollars
1.07 The loan amount is posted and accounted for in US Dollars.

2.
LOAN ISSUE PROCEDURES
2.01 Loan will be disbursed from Loan Account № 10 903 840
2.02 Loan will be provided considering the availability of free credit resources
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2.03 First and following disbursements under Loan to the Borrower are subject fulfilment of
the following conditions precedent:
a) Execution of this Agreement by both parties;
b)

In case the Borrower pre-pays for preparation of export operations for canned fruits
under which loan funds are requested, the Borrower shall provide the Bank with the
evidence of such prepayment.
c) Borrower shall have to submit all necessary documents required in compliance with the
Lending Regulations (No. 116) and other relevant Instructions of the NBT
d) Others
1 Documents on collateral/security pledged under this Agreement
2 Confirmation of the Borrower’s eligibility to execute and implement this
Agreement and Collateral Agreement.
2.04 Loan funds are disbursed on the date specified by the Borrower in the Disbursement
Application form under this Agreement.
2.05 Loan funds are disbursed in forms legitimate and in compliance to the existing
legislation of the country: bank transfer, cash, or other forms.
3
LOAN PRINCIPAL REPAYMENT
3.01 Repayments on loan are done in way of transfer of funds to the Borrower’s loan account from/in
:

• Borrower’s Current account;
• Borrower’s Correspondent account;
• Borrower’s FX account;
• Cash.
3.02 Repayments on loan are made in Us Dollars or in Tajik Somoni on the exchange rate on
the date of repayment
3.03 Repayments are done in full on the date, specified in the Section 1.05 of this Agreement.
3.05 In case of default on repayment of loan principal amount or interest payable, the
penalties of 0.2% per each day of delay is accrued.
4
INTEREST ACCRUAL AND REPAYMENT
4.01 Interest payable is accrued from the first date of the effectiveness of the Loan, i.e. from
the date the loan principal is disbursed by the Bank to the Borrower’s account, as
stipulated in this Agreement.
4.02 Accrual and payment of interest amounts are done in US Dollars or in Tajik Somoni on
the exchange rate on the date of repayment
4.03 Interest accrual is done by the Bank and subsequently the amount due is credited to
interest income account of the Bank by:
• Cash;
• From FX exchange account;
• From Foreign Currency account of Borrower
4.04 Borrower repays interest accrued on a monthly basis. The payment of interest should be
carried out during the month but not later that 16th of each calendar month.
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4.05 Any amount of repayments are used to cover the overdue interest /principal or
fines/penalties repayments, and only after that the remaining amount used to cover
current repayments.
4.06 In case of default on repayment of loan principal amount or interest payable, the
penalties of 0.2% per each day of delay is accrued.
5
FEES OF THE BANK
5.01 Borrower shall pay USD 150 of Bank’s fees for opening of loan account, assistance in
drafting a loan agreement and consultations provided to the Borrower.
5.02 Commission fee of 0.5% of transferred amount is charged in case of transfer of funds
from Borrower’s loan account.

6
6.01
a)
b)
c)

RIGHTS AND OBLIGATIONS OF PARTIES
BORROWER
From the date of signing of this Agreement and until the complete fulfilment of all
relevant obligations, the Borrower is obliged to:
Provide the Bank with quarterly financial statements, including the balance sheet and
profit and loss accounts, not later than 30 days following the reporting quarter; as well
as provide the Bank with any such information eligibly required by the Bank
Strictly adhere terms and conditions stipulated in this Agreement, complying with
solvency, efficiency and accuracy of loan utilisation
Undertake all transactions/deals through the bank account and timely pay all
commissions/fees accordingly accrued by the Bank

d) Maintain regular accounting and financial reporting and submit any information, required by the
Bank, on timely manner;

e) Provide the Bank with monthly statistics on settlements carried out using the loan funds
not later that 12th of each month following the reporting period
f) Submit to the Bank the quarterly (annual) financial statements approved by the tax
authorities
g) Ensure the reliability and accuracy of the information/documents submitted to the Bank
h) Ensure adequate accounting and safekeeping of funded inventory
i) Allow the Bank’s representatives for monitoring, check of relevant documents and inventory in
respect to the loan

j) Not to obtain any other loans, transfer rights on current obligations and not to sale its
assets,
k) Not to reorganise the company
l) In case of liquidation of the Borrower (company), to ensure the full and timely
repayment of outstanding debt on current loan
7
BANK
7.01 Bank is obliged to:
a) Provide for timely disbursement of Loan to the Borrower in terms and conditions, set
forth by this Agreement
b) Maintain accounting on relevant bank accounts of the Borrower
c) In due time accrue interest payable by the Borrower
d) Undertake monitoring over effective and efficient utilisation of loan funds by the
Borrower
7.02 Bank has the right to:
a) Check the safekeeping of assets pledged/secured under the Loan;
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b) In case inefficient utilisation of credit, to charge the Borrower the amount of
Commitment Fee of 0.5% on undisbursed loan amount
c) Suspend any further disbursement in case of any delinquency on principal or interest
amounts
d) Withdraw, in its sole discretion, funds from Borrower’s account to cover repayment of
loan principal or interest amounts
e) Выставить срочное обязательство в погашении основного долга и процентов до
окончания срока кредита в случае каких-либо нарушений условий настоящего
договора или складывающихся инфляционных процессов на рынке
8
EVENTS OF DEFAULT
8.01 The below are considered as Events of Default:
a) if the Borrower provides incorrect and misleading information in Statement and
Warranties, Pledge Documentation, Financing documentation, Loan application or Loan
Agreement;
b) The Borrower states about his insolvency or bankruptcy;
c) The Borrower does not repay its debt at the time it is due and payable;
d) The Borrower provide with the falsified invoices and bills
e) The financial conditions of the Borrower has substantially deteriorated, this in opinion
of the Bank, affect the repayment capacity of the Borrower under this Agreement;
f) The Borrower has not informed the Bank on any Event of Default in due time.
8.02 In case of occurring any type of Event of Defaults, stipulated in the Section 8 (8.01)
above, the Borrower is obliged to inform the Bank immediately on such event and
measures undertaken to resolving of such Events.
8.03 In case of occurring any Event of Default, the Bank has the right (but not obligation) to
consider and declare the Loan as non-performing and take the following steps:
a) To cancel any obligations with respect to the remaining undisbursed part of the Loan.
b) To demand advance repayment of the outstanding loan amount and interest accrued
thereon
c) To ask the Borrower to prepare pledged collateral/security and relevant documents for
the execution of the Bank’s rights under the Pledge Agreement in compliance with the
legislation of the Republic of Tajikistan
9
OTHER CONDITIONS
9.01 This Agreement come to force with signatures of the Bank and the Borrower and is valid
until the full and complete repayment of the loan, accrued interest thereon, defined fees
and commissions, as well as fulfilment of all obligations and responsibilities, as
envisaged in this Agreement, by both parties.
9.02 The Bank has the right in its sole discretion to check the operations and activities of the
Borrower at any time during the working hours. Such check can include, but not be
limited to, inspection of the property or pledged collateral, checking of the accounting
ledgers and other financial reports.
9.03 The Borrower agrees that the Documents on Pledge/Security are an integral part of this
Agreement.
9.04 Any changes or amendment to this Agreement are subject to mutual agreement and to be
prepared in written and signed by both the Borrower and the Bank.
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9.05 Any disputes arising in the course of this Agreement are subject to resolution at the
Economic Court of the Republic of Tajikistan in compliance with the procedures,
stipulated by the existing legislation.
9.06 This Agreement is concluded in two original copies, one for each party, in the Russian
language and both equally valid.
9.07 This Agreement is governed by the laws of the Republic of Tajikistan.
LOAN CURRENCY
This Loan is disbursed in foreign currency. Thus calculations and execution of all
relevant interest/fines/penalties repayments are in foreign currency.
10

LEGAL ADDRESS

BORROWER
«BORROWER»
[contact address]

BANK
«BANK»
[contact address]
__/__/2006

Generic version corrected_May31_06.doc
67

__/__/2006

Appendix V
Documentary credit: main documents
1. Irrevocable Documentary Credit Application to XXXX Bank of Tajikistan
(x) By teletransmission (full text)
(_) transferable

(_) by (air) mail

(_) with brief teletransmission

Bankers of Beneficiary

Valid until ____________________
(_) with the bankers of the beneficiary
(_) with you

Beneficiary

Currency and amount __________________
(_)max.
(_) approx. (+/-10%)
(_)________________________________

Credit Available

(_) by sight payment
(_)by deferred payment_______days after____________
(_)__________________________

against the documents detailed herein
Partial shipments (_) allowed (_)prohibited
Transshipments

(_) allowed (_) prohibited

Shipment
From
For transportation to
No later than

(_)FCA (_)CTP
(_)FOB (_)CIP
(_)CFR (_)CIF
(_)_________
port or plac_____

Goods (brief description without excessive detail)
Documents required
(х) commercial invoice
(х) signed, original and__2__copies
(_) Air waybill (original for the consignor/shipper), consigned to___________________
(_) Full set of Multimodal Transport Document (covering at least two different modes of transport
(_) Full set Marine/Ocean Bill of Landing (covering a port-to-port shipment)
(_)________________________________________________
(_) to the order ______________________________________ (_) and endorsed blank
(_)marked freight
(_) prepaid
(_)payable at destination
(_) notify_________________________________________________
(_) insurance
(_)policy
(_) certificate, covering the following risks____________
(_) certificate of origin
(_) packing list
(_)___________________________

Additional Terms
Commissions and Charges (_) all commission and charges to be borne by us
(х) your commissions and charges to be borne by us, those of the correspondent
bank to be charged to beneficiary
(_)________________________________________
Period for presentation Documents to be presented within___ days after the date of shipment but within the
validity of the credit
Confirmation instructions (х) to be confirmed (only possible if credit is valid with the Bankers of the Beneficiary)
(_) not confirmed

Debit account No. ________________
Purchase of foreign
Exchange cover

(_)immediately
(_) on availment of
the credit
(_) Foreign exchange contract No._________________
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Place and date __________________________
Person in charge / Phone No_______________
Name and signature of the applicant
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2. COMMERCIAL INVOICE
COMMERCIAL INVOICE (EXAMPLE)

Seller Textile Export Import Company
Address Aleksander Allee 13D, 10247 Frankfurt
Seller’s account COBADEFF Commerzbank AG,Frankfurt am Main Acc: 12345
Buyer
Textile productions LLC, 734000,366,Rudaki Avenue,Dushanbe, Tajikistan
COMMERCIAL INVOICE NO:

Description of
goods

MODEL TX-23G

VALUE
USD 300.000

Complex of machines and
equipment for preparation of
cotton fibre
CIP DUSHANBE
(INCOTERMS 2000)

TOTAL

USD 300.000

Packing: 2 crates
Signed _________
Date___________

Stamp__________
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3. BILL OF EXCHANGE
......01/04/06........................
..Dushanbe...,
USD_____________

______100.000

(Place)

(Currency, amount in figures)

(Date of issuance))

On, 30/04/06 you will pay against this DRAFT
(Due date)

to the order of ……OOO “ FRUIT JUICE COMPANY” the amount of
………One hundred thousand USD…………………………………
(currency, amount in words)

Value ……01/06/06……………
Issuer (creditor and address)
OOO HEALTHY FOOD
Belovejskaya str 23/2a Moscow Russian Federation
(drawee)

………………………………………
Payable at …………GOOD BANK……

(signature)

(bank)

Drawn under Letter of credit No. 001 , dated …01/04/06…………..
of …………………………………..
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4. CERTIFICATE OF ORIGIN, INSURANCE POLICY, AND AIRWAY BILL
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