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Preface


You’re holding this book either in your hands, on your lap, or on your desk—possibly near a spillable cup of coffee—because you’re one of those people who likes to live on the edge. You’re contemplating starting your own business.


This is one of the most exhilarating things you can do for yourself and your family. It’s also one of the scariest. Owning your own business means you’re the boss, the big cheese, the head honcho. You make the rules. You lay down the law. It also means you can’t call in sick (especially when you are also the only employee), you can’t let somebody else worry about making enough to cover payroll and expenses, and you can’t defer that cranky client or intimidating IRS representative to a higher authority. You’re it.


We’re assuming you’ve picked up this particular book on starting and running an import/export business for one or more of the following reasons:


      [image: ][image: ]  You have a background in the import/export field.


      [image: ][image: ]  You’re an avid fan of the Travel Channel, your passport is close at hand even when you’re just going to the supermarket, and you think international trade is a glamorous and exciting business.


      [image: ][image: ]  You have a background in sales or distribution and feel that sales is sales, no matter where you are in the world.


      [image: ][image: ]  You have no background or interest in any of the above but believe import/export is a hot opportunity and you are willing to take a chance.


Which did you choose? (Didn’t know it was a test, did you?)


There is, of course, no wrong answer. Any of these responses is entirely correct as long as you realize they all involve a lot of learning and hard work. They can also be a heck of a lot of fun as well as provide personal and professional satisfaction.


Our goal here is to tell you everything you need to know to decide whether an import/export business is the right business for you, and then, assuming it is, to do the following:


      [image: ][image: ]  Get your business started successfully


      [image: ][image: ]  Keep your business running successfully


      [image: ][image: ]  Make friends and influence people (which is actually part of Chapter 11, on advertising and marketing)


We’ve attempted to make this book as user-friendly as possible. We’ve interviewed lots of people out there on the front lines of the industry—all around the world—to find out how the import/export business really works and what makes it tick. And we’ve set aside places for them to tell their own stories and share their own hard-won advice and suggestions, which creates a sort of round-table discussion group with you right in the thick of things. (For a listing of these successful business owners, see the Appendix.) We’ve broken our chapters into manageable sections on every aspect of startup and operations. And we’ve left some space for your own creativity to work.


The pages are packed with helpful addresses, phone numbers, and websites so you can get up and running on your new venture as quickly as possible. And we’ve provided a resource section crammed with even more contacts and sources. Here’s a tip: You’ll find a complete listing of the sources mentioned throughout the book in the Appendix.


So sit back—don’t spill that coffee!—start reading, and get ready to become an import/export pro.









CHAPTER 1


Trading Around the Globe


International trade is one of the hot industries of the millennium. But it’s not new. Think Marco Polo. Think the great caravans of the Biblical Age with their cargoes of silks and spices. Think even further back to prehistoric man trading shells and salt with distant tribes. Trade exists because one group or country has a supply of some commodity or merchandise that is in demand by another group or country. And as the world becomes more and more technologically advanced, as we shift in subtle and not so subtle ways toward one-world modes of thought, international trade becomes more and more rewarding, both in terms of profit and personal satisfaction.


This chapter explores the flourishing business of international trade from both the import and export sides of the fence. Think of this chapter as an investigative report—like those TV news magazine shows, but without the commercials. We’ll delve into the steadily rising economic importance of the field and dip into the secrets of the import/export industry both in the United States, and the world.


The International Adventurer


The stereotypical importer rides around in his battered jeep, bargaining for esoteric goods in exotic markets amid a crescendo of foreign tongues. If that’s your idea of an international trader, you’re absolutely right. You’re also dead wrong.


Importing is not just for those lone footloose adventurer types who survive by their wits and the skin of their teeth. It’s big business these days—to the tune of roughly $2.6 trillion in goods and services, according to U.S. Department of Commerce estimates for 2016. Exporting is also big. In 2016 alone it is also estimated that American companies exported $2.2 trillion in goods and services to more than 150 foreign countries. Everything from beverages to commodes to computer consulting services—and a staggering list of other products and services you might never imagine as global merchandise—are fair game for the savvy trader. And these goods and services are bought, sold, represented, and distributed somewhere in the world on a daily basis.


But the import/export field is not the sole purview of the conglomerate corporate trader. While large companies exported 70 percent of the value of all exports, according to the International Trade Association, which is part of the U.S. Department of Commerce, the big guys make up only about 2 percent of all exporters. Which means that the other 98 percent of exporters, the lion’s share, are small outfits like yours will be—at least when you’re starting out. Keep in mind that there is growing competition worldwide. More than 70 percent of the world’s purchasing power is located outside of the United States.
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According to the office of the U.S. Trade Representative, the U.S. goods and services trade with the western hemisphere totaled $1.8 trillion in 2014.









Champagne and Caviar


Why are imports such big business in the United States and around the world? There are lots of reasons, but the three main ones boil down to:


       1.    Availability. There are some things you just can’t grow or make in your home country—bananas in Alaska, for example, mahogany lumber in Maine, or ball park franks in France.


       2.    Cachet. A lot of things, like caviar and champagne, pack more cachet, more of an “image,” if they’re imported rather than homegrown. Think Scandinavian furniture, German beer, French perfume, Egyptian cotton. Even when you can make it at home, it all seems classier when it comes from distant shores.


       3.    Price. Some products are cheaper when brought in from out of the country. Korean toys, Taiwanese electronics, and Mexican clothing, to rattle off a few, can often be manufactured or assembled in foreign factories for far less money than if they were made on the domestic front.


Aside from cachet items, countries typically export goods and services that they can produce inexpensively and import those that are produced more efficiently somewhere else. What makes one product less expensive for a nation to manufacture than another? Two factors: resources and technology. Resources are in the form of natural products, such as timber and minerals, as well as human resources, such as low-cost labor as well as highly skilled workers. Technology is the knowledge and tools to process raw resources into finished products. A country with extensive oil resources and the technology of a refinery, for example, will export oil but may need to import clothing.


The United States has long been a major import destination for other nations. The top five countries from which the United States imports goods are China, Mexico, Canada, Japan, and Germany. We Americans like variety, low prices, and year-round availability in our goods, and importing has allowed us to achieve these goals.


Although the United States is an experienced exporter of its services (e.g., travel services and technical, financial, and legal expertise), the exportation of U.S. goods represents a virtually untapped field of endeavor—one into which few companies have ventured.


Surprisingly, most of those daring exporters are smaller firms. According to a recent report from the U.S. Census Bureau, companies with fewer than 100 employees accounted for about 90 percent of all exporters, while approximately 98 percent of the total exporters were small or medium-size companies (meaning they employ fewer than 500 people). Also surprisingly, most exporters—over 90 percent—shipped goods to fewer than ten countries. The top five export destinations, in order of preference, were Canada, Mexico, China, Japan, and Germany.


Import/Export—The Prequel


OK, you may be thinking, sounds good. But what exactly does an international trader do? In the simplest terms, he or she is a salesperson. Instead of peddling domestically manufactured products on his or her home turf, a trader deals in more exotic merchandise, materials that are foreign to somebody on some far shore. The importer/exporter also acts as a sort of international matchmaker, pairing up buyers and sellers of products in different countries. He can operate as a middleman, purchasing merchandise directly from the manufacturer and selling to retailers or wholesalers in another country. Or he may have his own network of retail distribution representatives selling on commission. As a third permutation, he might hire an outside company to find sales for him. And as a fourth version, he might serve as a consultant for foreign countries that want to export their products but don’t know how.


Let’s back up a little and take this one step at a time. When you’re wearing your import hat, you’ll be bringing goods into the United States. When you’ve got on your export cap, you’ll be shipping things out of the country, into foreign markets.


Let’s say, for example, that you’ve decided to import Guatemalan handcrafts. You might have spotted them at an outdoor market while you were traveling through Central America, or maybe you became involved by answering a trade lead, a “want ad” placed by a local artisan group desperately seeking U.S. representation. In either case, you swing into action. You get hold of a price list and some samples, and then, here in America, you ferry the samples around to wholesalers or retailers, generate interest through your top-notch salesmanship, and book orders. Once you’ve made a predetermined number of sales, you purchase the handcrafts from the artisans, have them shipped to your buyers, and then those buyers pay you.
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Premier international trade merchant Marco Polo, who’s also the man responsible for the European image of the Far East until the late 19th century, was only 17 when he first set out for China.






 





This may sound complicated, with you busily purchasing merchandise and having it sent on to third parties who haven’t yet coughed up a dime, but there are ways to protect yourself that you’ll learn as we go along in this book. And this won’t be the only way you’ll structure deals. You might, for example, work off a commission as a representative, negotiating payments directly between artisans and buyers, so that you don’t put up any money yourself. But we’ll discuss all this later, too. For now, let’s say that you’ll learn how to make it work.


Ice Chests to Siberia


You’ll also learn how to export merchandise. You might, for example, decide to sell ice chests in Siberia. (Well, why not? It isn’t icy there all the time.) You may have seen the manufacturer’s advertisement seeking a sales or distribution representative. But in this instance, let’s say you came up with this idea on your own after spotting the sporty items in a local store and figuring that the really American-looking country-western decals on the product would give it a certain “imported” cachet in the target country. You approach the manufacturer, who may very well be astounded by the idea of exporting her product—this is still a novel idea to most companies. But you explain why you think she has a hot ticket for a cold climate, and you offer to purchase the ice chests at her factory price, leaving the selling to you. All you need from her is a price list, some samples and figures on what quantities you can order, and how long it will take her to fill your Siberian orders.


The manufacturer agrees and you’re off and running. Your first task is to determine just how to generate sales in Siberia and how to price the ice chests to cover expenses (including shipping costs, taxes, and tariffs) and still make a profit. Next, you find a foreign partner to distribute your product in Siberia. You send him some samples and a price list (or at least email product photos and your prices), and he decides what to buy and then gets busy selling.


As you predicted, the American ice chests are a smash hit. Your sales representative generates oodles of sales from Siberian retailers and sends the orders to you along with letters of credit from the buyers. (A letter of credit is an agreement from the buyer’s bank to release the buyer’s funds into your local bank account. More on this later.) So with your orders and letter of credit in hand, you purchase enough ice chests to fill the orders and have them picked up by the shipping company directly from the manufacturer. Then you take the shipping documents showing that you’ve fulfilled your part of the deal by sending out the merchandise and the letters of credit to your bank. Bingo! The money goes into your account. As a final step, you send your Siberian sales representative his commission.


And in a very basic way that’s how the international trade business works. It can appear daunting, with convoluted components like customs, trade barriers and tariffs, currency fluctuations, exclusive/nonexclusive distribution rights, and packing and shipping plights, not to mention cultural and communication twists. It can also be exciting, rewarding, and profitable. And not at all daunting once you’ve done your homework.


Back to the Future


It’s no wonder that international trade is a growing industry. In spite of the fluctuations in the world economy the emergence of free market ideas around the globe has created a stimulating environment for international trade opportunities.
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Never heard of Comoros, Niue, or Kiribati? Well, some United States exporters have. The U.S. Department of Commerce counts these obscure places among the 200-plus countries and territories that import American-made goods.






 





As the world faces the challenges of global recession and financial shake-ups, nations dust themselves off and respond to those challenges. Huge, rapidly expanding markets like China and India are expected to become increasingly important due to their large populations and the expansion of their middle classes. On the other side of the International Date Line, Mexico has become one of the United States’s biggest trading partners, and Brazil is emerging as a trading force. Chapter 3 discusses key global economic and political factors, and provides a snapshot of the most promising trading partner countries.


Counting Your Coconuts


What can you expect to make as an international trader? The amount’s entirely up to you, depending only on how serious you are and how willing you are to expand. Annual gross revenues for the industry range from $40,000 to $300,000 and beyond, with a median of about $85,000. Some traders work from home, supplementing 9-to-5 incomes with their trading expertise. Others have launched thriving full-time businesses that demand constant care and feeding.


In Maryland, Wahib Wahba heads an export company that, with a staff of five, oversees multimillion-dollar contracts.


“There are tons and tons of opportunity for [export] trade,” says Wahib. “U.S. manufacturers are behind the clock in exporting.” So the potential for growth is entirely up to you, as long as you’re willing to put in the time. “Be prepared to work long hours!” advises Jan Herremans, a trader in Belgium. “It takes a lot of work,” agrees Sam Nelson, a North Carolina export trader. “You have to try with all your energy,” says Bruno Carlier, an export manager in France. And Wahib echoes this sentiment. “Just keep doing your job,” he counsels. “Work on it all the time.”


“Do not expect immediate or short-term success,” adds Lloyd Davidson, a Florida export manager. “Be willing to work around the international clock, if you will; take discourtesies, both foreign and domestic, in stride; maintain the highest standard of personal and business ethics in dealing with your principal and buyer; learn from your mistakes; and keep a supply of antidepressants nearby.”


Crank-Up Costs


One of the catch-22s of being in business for yourself is that you need money to make money—in other words, you need startup funds. These costs range from less than $5,000 to more than $25,000 for the import/export business. You can start out homebased, which means you won’t need to worry about leasing office space. You don’t need to purchase a lot of inventory, and you probably won’t need employees.


Your basic necessities will be a computer, printer, scanner, fax machine, smartphone, and internet service. If you already have these items, then you’re off and running. Several of the traders we talked with started from ground zero. “I just had a computer,” says Sam Nelson, “I started from my house.” “We started from nothing,” says Wahib Wahba, “but once we got a large project, that was all it took.”


The Rock of Gibraltar


In addition to profits and startup costs, two other important areas to consider are risk and stability. You want a business that, like the Rock of Gibraltar, is here to stay. In import/export, consistency and effort matter. The risk factor is relatively low, providing you’re willing to work for your rewards. Michael Richter, an international trade consultant in Seekirch, Germany, advises, “Look at the markets, the pricing, the trends. Look to your customers’ wishes, target your market, and you will never, ever fail, as long as you do all this thoroughly and earnestly.”


The Right Stuff


So you’ve decided running an import/export business is potentially profitable for you. You’re willing to invest your money and also the time it’ll take to establish your business. What else should you consider?


Personality. Not everybody is cut out to be an international trader. This is not, for example, a career for the salesphobic. If you’re one of those people who would rather trim your lawn a blade at a time than sell Girl Scout cookies, then you don’t want to be in import/export. This is also not a career for the organizationally challenged. If you’re one of those let-the-devil-handle-the-details types whose idea of follow-up is waiting to see what happens next, you should think twice about international trading.
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Check out the International Small Business Consortium at www.allbusiness.com. It boasts more than 30,000 members from more than 130 countries. You can get help from and develop business connections with people all over the world.






 





If, on the other hand, you’re an enthusiastic salesperson and a dynamo at tracking things like invoices and shipping receipts, then import/export could be for you. And if your idea of heaven is seeing where new ideas and new products will take you and talking with people from different cultures along the way, then this is the career for you; take the quiz in Figure 1–1, page 9, to make sure.




 






   [image: ][image: ] It’s No Secret





It certainly helps to have a background in import/export. But if you don’t, should you forget a career in the industry? No. It’s entirely possible to start from scratch. You simply offset your deficit in international trade with your assets in a business you already know. If you’re a computer whiz, start out importing or exporting computers, or maybe even exporting computer-related products or services. If your turf is landscape materials, go green. Launch your import/export business with those same materials. Go with what you already understand.


And don’t let the mechanics of international trade, like letters of credit, scare you away. “You have to know what you’re doing,” advises Wahib Wahba. “Otherwise, you may send a shipment and never get your money just because you spell a name wrong.”


For your first few forays, he suggests you hire a customs broker or freight forwarder to handle the paperwork for you. After that, you can do it on your own. “It’s no secret at all,” he says. “It’s just a trick.”











[image: FIGURE 1–1: Traits of the Trade]





FIGURE 1–1: Traits of the Trade


The Trade Bug


Michael Richter, the German trade consultant, let his enchantment with the world be his entry into the industry. “I was simply interested in the worldwide markets and their cultural and personal relationships,” he explains, “and I started from being an apprentice—right from the beginning—mostly in investment and construction goods and projects.” Now, over 35 years later, Michael is still in the business—and still enjoying it.
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International business discussion groups on social media are full of information for the SME. Just what is this entity? What you’re about to become—a small or medium enterprise.






 





For Jan Herremans, an importer/exporter in Belgium, just living in Western Europe was enough to open the door to international trade. So how did he get started? “I don’t really know,” he says. “It’s an instinct. Belgium is such a small country that one has to look around. And I love to travel the world, especially [to] warm countries.”


Spin-Off


Wahib Wahba, a native of Egypt, started out as a mechanical engineer for Caterpillar, the world’s leading manufacturer of construction and mining equipment, working overseas. In 1985, he arrived in the United States, where he promptly started in on both an MBA degree and a position with a company that sold runway lights and navigational products for airports. When the company became too heavily involved in domestic sales to handle the international work, Wahib formed a company to take up the slack. The new company also began selling other types of construction projects, from wooden telephone pole installation to railroads, supplying materials, construction services, or both. Soon business was so good that he was able to buy out his former employer.


Wahib stresses that his success developed from his prior experience in the field. “Nobody becomes an exporter overnight from nothing,” he says. “You have to be coming from somewhere.”


Take John Laurino, an international business services provider in São Paulo, Brazil. John learned the ins and outs of import/export as an international purchasing manager for a large company before striking out on his own in 1994.


And in Florida, Lloyd Davidson worked in the operations sector of international banking before making the move to his own company. “I decided to expand into export management and export trading,” he explains, “relying on my previous experience in an international environment to support my new endeavors.”


Here You Are


Bruno Carlier, who makes his home in Derchigny Graincourt, France, studied international trade at universities in both France and Spain before completing his schooling in South America by teaching import and export strategy and techniques to others. He then went on to the college of real life. “One of my first jobs after my studies was in one of the major French supermarket groups as an import assistant,” Bruno says. “I can say that in four months [there], I learned much more than in four years of studies.”


But that wasn’t enough to get him a job in international trade. Despite a year of teaching in Ecuador and his supermarket job, he lacked hands-on training. “Therefore,” Bruno continues, “because I was not considered to have enough experience to work in the [international trade] department of a medium-sized company, I decided to create my own business. And here I am.”


Here, too, are you—on the brink of an exciting new course of action, starting your own import/export business. As you can see, there are many paths you can take toward your own niche in the field, many roads that lead to success. Keep in mind, however, that they all require dedication, hard work, and, especially for those who are newbies in the field, a great deal of learning.
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Wahib Wahba advises the newbie trader to focus on a country in which he or she already has direct experience. “I see a lot of [traders] who were in the American military overseas,” Wahib says, “or who have an ethnic background from another country and have family or contacts overseas. Personal contact is a very strong [asset].”









Future Forecast


Perhaps the import/export business looks like the perfect fit for you—at least, on paper. There is, however, one more thing to take into consideration: the industry prognosis. Will international trading be around for the next 100 years and beyond?


The odds are good. We may live in challenging times, but they are also interesting times. The world has already experienced world wars, natural disasters, and global financial crises, and we—and our trading partners—are still alive and kicking. And, in many cases, even thriving.


So fasten your seatbelt, hang on tightly, and let’s start your learning curve.









CHAPTER 2


Import/Export 101


Some international traders do very well importing or exporting services, which can mean a variety of things. As a contractor, you export services and sometimes equipment when your company builds bridges, airports, or telecommunications facilities in a foreign country. As a consultant, you’re exporting a service when you supply your knowledge to a foreign firm. You’re importing a service when you purchase the licensing to open your franchise of a pub that started in England.


In this book, we’re talking mainly about importing and exporting products. If you are trading in services, some of our information should still be useful to you (especially Chapter 3). You may also want to consult Entrepreneur’s Start Your Own Consulting Business.
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Although the United States has a large trade deficit, it is a top exporter of services, ranging from tourist services to professional and technical services.






 





Global trade of any kind involves nations. Where there are nations there is government. And government means red tape—miles of it! So where on this big blue marble do you start? At the beginning, of course, with the people who will help you through that red tape.


Most international traders use freight forwarders or customs brokers to handle all the details of shipping and documentation. A freight forwarder is actually an agent who acts on behalf of importers and exporters, like you will soon be. He or she also works with companies to organize the safe, efficient, and cost-effective transportation of goods.


Customs brokers are private individuals, partnerships, associations, or corporations licensed, regulated, and empowered by the U.S. Customer and Border Protection (CBP). They also help importers and exporters when it comes to meeting the federal requirements that govern imports and exports. These people earn their living by sorting out government rules, regulations, forms, and assorted red tape—both foreign and domestic—but they’re also excellent sources of advice on freight costs, port charges, consular fees, and insurance.


Even if you use their services and leave the form filling to them, you should have a working knowledge of what goes on behind the scenes. This chapter, therefore, takes you on a whirlwind tour of the import/export world.


The Players


First off, let’s take a look at the players. While they can be divided in broad strokes into importers and exporters, there are many variations on the main theme.


      [image: ][image: ]  Export management company (EMC). An EMC handles export operations for a domestic company that wants to sell its product overseas but doesn’t know how (and perhaps doesn’t want to know how). The EMC does it all—hiring dealers, distributors, and representatives; handling advertising, marketing, and promotions; overseeing marking and packaging; arranging shipping; and sometimes arranging financing. In some cases, the EMC even takes title to (purchases) the goods, in essence becoming its own distributor. EMCs usually specialize by product, foreign market, or both, and—unless they’ve taken title—are paid by commission, salary, or retainer plus commission.


      [image: ][image: ]  Export trading company (ETC). While an EMC has merchandise to sell and is using its energies to seek out buyers, an ETC attacks the other side of the trading coin. It identifies what foreign buyers want to spend their money on and then hunts down domestic sources willing to export, thus becoming a pseudo-EMC. An ETC sometimes takes title to the goods and sometimes works on a commission basis.


      [image: ][image: ]  Import/export merchant. This international entrepreneur is a sort of free agent. He has no specific client base, and he doesn’t specialize in any one industry or line of products. Instead, he purchases goods directly from a domestic or foreign manufacturer and then packs, ships, and resells the goods on his own. This means, of course, that unlike his compatriot, the EMC, he assumes all the risks (as well as all the profits).


More Players


Let’s say you’re an exporter with a really hot product to sell. Who do you look for? A buyer, otherwise known as an importer. Here’s the rundown on the various types of importers:


      [image: ][image: ]  Commission agents. These are intermediaries commissioned by foreign firms searching for domestic products to purchase.


      [image: ][image: ]  Commission representatives. Similar to independent sales reps in the United States, these folks usually work on a commission basis, and because they don’t purchase (take title to) the product, they don’t assume any risk or responsibility.


      [image: ][image: ]  Country-controlled buying agents. These foreign government agencies or quasi-governmental firms are charged with the responsibility of locating and purchasing desired products.


      [image: ][image: ]  Foreign distributors. Similar to wholesale distributors in the United States, these merchants buy for their own account, taking title to and responsibility for the merchandise.


      [image: ][image: ]  State-controlled trading companies. Some countries have government-sanctioned and controlled trading entities. These agencies often deal in raw materials, agricultural machinery, manufacturing equipment, and technical instruments.


The Major Players


There are, of course, more players than just the importers, exporters, and their cast of distributors and representatives. You’ll also be dealing with the major players in the game: the government entities.


I’ve Grown Accustomed


Two important goals of the U.S. Customs Facilitation and Trade Enforcement Reauthorization Act of 2009 were enhancement of supply chain security and enhancement of trade facilitation. Toward those goals, the U.S. government created the U.S. Customs and Border Protection Agency (CBP) and the U.S. Immigration and Customs Enforcement Agency (ICE). You may already know customs officers as those people who fix you and your luggage with a beady eye as you trudge through the airport on your way home from a foreign vacation. But together these two agencies take on many more tasks than just checking for contraband souvenirs. According to their websites, at www.cbp.gov and www.ice.gov, they also:


      [image: ][image: ]  assess and collect customs duties, excise taxes, fees, and penalties due on imported merchandise;


      [image: ][image: ]  intercept and seize contraband, including narcotics and other illegal drugs;


      [image: ][image: ]  process people, baggage, cargo, and mail;


      [image: ][image: ]  administer certain navigation laws;


      [image: ][image: ]  protect American business, labor, and intellectual property rights by enforcing U.S. laws designed to prevent illegal trade practices, including provisions related to quotas and the marking of imported goods;


      [image: ][image: ]  enforce the Anti-Dumping Act;


      [image: ][image: ]  provide customs records for copyrights, patents, and trademarks;


      [image: ][image: ]  enforce import and export restrictions and prohibitions, including the export of technology used to make weapons of mass destruction;


      [image: ][image: ]  protect against money laundering;


      [image: ][image: ]  collect import/export data to translate into international trade statistics;


      [image: ][image: ]  secure the national borders;


      [image: ][image: ]  enforce immigration laws;


      [image: ][image: ]  strive to guard against terrorism.




 






tip
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[image: ]





The “dump” in the Anti-Dumping Act refers to the practice of flooding a market with an imported product that’s far cheaper than a comparable domestic one (see “Can We Quota You?” on page 23).









Lend Me Your EAR


The Bureau of Industry and Security, also known as BIS (at www.bis.doc.gov), is another entity that governs the exportation of sensitive materials such as defense systems, plutonium, and encrypted software. Headed up by the Department of Commerce, BIS administers export controls, coordinates Department of Commerce security activities, and oversees defense trade. The BIS manages the export of most merchandise through the Export Administration Regulations, also known as EAR.


Say “Cheese”


Of course, because the federal government is involved, it’s not quite that simple. Beyond CBP, ICE, and BIS, various agencies regulate the importation of sundry products. If you’re planning on importing, for example, Cleopatra’s magic milk bath, lucky Chinese crickets, cereals, fur coats, or parrots, you’d better check with the agency in charge. Here is a sampling of what you can expect:


      [image: ][image: ]  Cheese, milk, and other dairy products. Cheese and cheese products are subject to the vagaries of the Food and Drug Administration (FDA) and the Department of Agriculture. You must have an import license to bring in most cheeses, which are usually subject to quotas administered by the Department of Agriculture’s Foreign Agricultural Service. Milk and cream fall under the aegis of the Food, Drug, and Cosmetic Act (maybe milk baths make milk a cosmetic!) and the Federal Import Milk Act and cannot be imported unless you have a permit from the Department of Agriculture, the FDA’s Office of Food Labeling, and other agencies.


      [image: ][image: ]  Fruits, vegetables, and nuts. Some fresh produce items (including fresh tomatoes, avocados, mangoes, limes, oranges, grapefruit, green peppers, Irish potatoes, cucumbers, eggplants, dry onions, walnuts, filberts, processed dates, prunes, raisins, and olives in tins) must meet import requirements relating to size, quality, and maturity. All these tidbits must have an inspection certificate indicating importation compliance issued by the Agricultural Marketing Service of the Department of Agriculture. For questions, contact the Agricultural Marketing Service. You may also have to deal with additional restrictions imposed by the department’s Animal and Plant Health Inspection Service, otherwise known as APHIS, or by the FDA’s Division of Import Operations and Policy.


      [image: ][image: ]  Plant and plant products. If you’ve got a green thumb and want to import garden goodies, be sure you check with the Department of Agriculture first. The agency regulates plants and plant products (including nursery stock, bulbs, roots, and seeds), certain materials (including cotton and lumber), and soil.


      [image: ][image: ]  Radio frequency devices or what they call an intentional radiator, which is a device that broadcasts radio energy to perform its functions. Cell phones, wireless connections, Bluetooth connections, wifi, radios, stereos, tape recorders, televisions, CB radios, walkie-talkies, wireless key-access systems, and other radio frequency devices are subject to the radio emission standards of the Federal Communications Commission (FCC). If you import these little sound blasters, you’ll need to make sure they comply with FCC standards.


      [image: ][image: ]  Foods and cosmetics. Before you import that European miracle fat-melting pill, you’d best check with the FDA to make sure you’re not unintentionally bringing in articles that can be considered “misbranded,” that is, making false or misleading claims.




 






fun fact
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Historically, U.S. Customs has parented a host of other agencies. Customs officers once administered military pensions (Department of Veterans Affairs), collected import and export statistics (Census Bureau), supervised revenue cutter ships (Coast Guard), collected hospital dues to help sick and disabled seamen (Public Health Service), and came up with a system of standard weights and measures (National Bureau of Standards).









That’s APHIS, Not Aphids


Other products that fall under some agency’s thumb are:


      [image: ][image: ]  Insects. Animal and Plant Health Inspection Service (APHIS, not to be confused with aphids), Department of Agriculture


      [image: ][image: ]  Livestock and animals. APHIS.


      [image: ][image: ]  Meat and meat products. APHIS.


      [image: ][image: ]  Poultry and poultry products. APHIS.


      [image: ][image: ]  Arms, ammunition, explosives, and implements of war. In a word, no, except with the express permission of the Bureau of Alcohol, Tobacco, and Firearms, which falls under the Department of Justice.


      [image: ][image: ]  Radioactive materials and nuclear reactors. In a word, nope, unless you have a permission slip from the Nuclear Regulatory Commission.


      [image: ][image: ]  Household appliances. Includes refrigerators, dishwashers, clothes dryers, room air conditioners, and kitchen ranges and ovens. Department of Energy, Office of Codes and Standards, and/or the Federal Trade Commission (FTC), Division of Enforcement.


      [image: ][image: ]  Flammable fabrics. Consumer Product Safety Commission.


      [image: ][image: ]  Radiation-producing products. Includes those that produce sonic radiation, that is, TV receivers, microwave ovens, x-ray equipment, laser products, ultrasound equipment, and sunlamps. FDA’s Center for Devices and Radiological Health


      [image: ][image: ]  Seafood. FDA and the National Marine Fisheries Service.


      [image: ][image: ]  Biological drugs. FDA.


Don’t stop reading! You’re halfway through the list.


      [image: ][image: ]  Biological materials and vectors. Think “Andromeda Strain.” Think killer bees. Prohibited except with special license from the Secretary of the Department of Health and Human Services, and then with a sample of the licensed product forwarded by the port director of customs to the FDA’s Center for Biologics Evaluation and Research in Rockville, Maryland. Plus, you must obtain a permit from the Centers for Disease Control in Atlanta to import any insect, animal, or plant capable of being a vector of human disease.


      [image: ][image: ]  Narcotic drugs and derivatives. Need we say NO?!!! Unless you’re trying for something like hospital-use morphine, in which case you need to get the OK from the Drug Enforcement Administration, which falls under the Department of Justice.


      [image: ][image: ]  Drug paraphernalia. Another major no.


      [image: ][image: ]  Gold and silver. To ensure that precious metals meet quality standards, talk with U.S. Customs and the FBI.


      [image: ][image: ]  Caustic or corrosive substances for household use. Office of Hazardous Materials Transportation, which falls under the Department of Transportation.


      [image: ][image: ]  Furs. FTC.


      [image: ][image: ]  Textiles. FTC.


      [image: ][image: ]  Wildlife and pets. U.S. Fish and Wildlife Service, Assistant Regional Director for Law Enforcement, for the state in which you’re located. For birds, cats, dogs, monkeys, and turtles, check with the Centers for Disease Control in Atlanta as well as APHIS.


      [image: ][image: ]  Petroleum and petroleum products. Department of Energy.


      [image: ][image: ]  Alcoholic beverages. Bureau of Alcohol, Tobacco, and Firearms and the Treasury Department.


Don’t let this list keep you from treading into international trade waters. Chances are that you’re not going to be dealing in most of this merchandise, anyway. But if any of these goods are where your particular interests lie, you’ll know who to call for more detailed information. And remember, as the Customs Service people like to say, “Know before you go.” If you have any questions at all, ask! There’s no charge for asking, and answers are free.


Guided Tour


Depending on whether you’re importing or exporting, you can also get answers to your pesky procedure questions from a customs broker or a freight forwarder.


The customs broker (sometimes called a customhouse broker) is the importer’s pal. It’s his or her job to know the ins and outs of importing in intimate detail and to handle them for you. Some brokers are small outfits consisting of a single owner-operator at a single port of entry; others are corporate types with lots of employees and offices in many ports. The U.S. Customs and Border Protection (CBP) licenses them all.


When you hire a customs broker, she acts as your agent during the entry process. She prepares and files the entry documents, acquires any necessary bonds, deposits any required duties, gets the merchandise released into her custody or yours, arranges delivery to the site you’ve chosen, and obtains any drawback refunds.


A customs broker is not a legal necessity, but a good one will make your life considerably easier.


While the customs broker is the importer’s best friend, the freight forwarder is the exporter’s pal. Acting as the exporter’s agent, the international freight forwarder uses his expertise with foreign import rules and regulations as well as domestic export laws to move cargo to overseas destinations.


Freight forwarders can assist with an order from the get-go by advising you of freight costs, port charges, consular fees, special documentation charges, and insurance costs. They can recommend the proper type of packing to protect your merchandise in transit, arrange to have the goods packed at the port or containerized, quote shipping rates, and then book your merchandise onto a plane, train, truck, or cargo ship. Like a concierge in a really good hotel, they can get anything you’ve got anywhere you want it to go. “There’s nothing we say ‘no’ to,” says Ray Tobia, president/CEO of Air Sea International Forwarding. “We try to offer everybody everything, provided it’s legal.”


Like customs brokers, freight forwarders are licensed, but in this case, by the International Air Transport Association (IATA) and Federal Maritime Commission (for ocean freight). You don’t have to use the freight forwarder’s services to transport your goods, and not all exporters rely on such services, but they’re a definite plus.


Swimming the Trade Channel


Now that you’re familiar with the players, you’ll need to take a swim in the trade channel, the means by which the merchandise travels from manufacturer to end user. A manufacturer who uses a middleman who resells to the consumer is paddling around in a three-level channel of distribution. The middleman can be a merchant who purchases the goods and then resells them, or she can be an agent who acts as a broker but doesn’t take title to the stuff.


Who your fellow swimmers are will depend on how you configure your trade channel. We’ll discuss this more in Chapter 11, but for now, let’s just get acquainted with the group:


      [image: ][image: ]  Manufacturer’s representative. This is a salesperson who specializes in a type of product or line of complementary products; for example, home electronics: televisions, radios, CD or Blu-ray players, and sound systems. He often provides additional product assistance, such as warehousing and technical service.


      [image: ][image: ]  Distributor or wholesale distributor. A company that buys the product you have imported and sells it to a retailer or other agent for further distribution until it gets to the end user.


      [image: ][image: ]  Representative. A savvy salesperson who pitches your product to wholesale or retail buyers, then passes the sale on to you; differs from the manufacturer’s rep in that she doesn’t necessarily specialize in a particular product or group of products.


      [image: ][image: ]  Retailer. This is the tail end of the trade channel where the merchandise smacks into the consumer. As yet another variation on a theme, if the end user is not Joan Q. Public but an original equipment manufacturer (OEM), you don’t need to worry about the retailer because the OEM becomes your end of the line. (Think Dell purchasing a software program to pass along to its personal computer buyer as part of the goodie package.)


The Rules


Now that you know all the players and their channels, let’s look at some of the rules of the import/export game. As you already know, countries typically export goods and services that they can produce inexpensively and import those that are produced more efficiently somewhere else. But, as usual, when governments are involved, it’s not quite that simple. Countries also have a tendency to block and counterblock sundry items of each other’s products in a sort of giant, industrial-sized game of Risk.


Those Tetchy Trade Barriers


Trade barriers are set up by national governments to protect certain domestic industries from hefty foreign competition. If the shoe industry in the Land of Oz, for example, makes ruby slippers for $2 a pair, and the Land of Nod manufactures them for only $1 a pair, then Oz might put a tariff trade barrier on any ruby slippers brought in-country from Nod, charging, say, $1.50 per pair in import tax, or duty. Because this extra charge will have to be passed on to the consumer for the Nod people to make a profit, the Oz government figures it can keep its native slippers competitive in the marketplace.




 






   [image: ][image: ] Cruising the Caribbean





Under the Caribbean Basin Initiative (CBI), designated beneficiary countries in (surprise!) the Caribbean receive duty-free entry of certain merchandise into the United States, typically most goods produced in the Caribbean Basin region. Although the countries on the list change from time to time, you can generally count on the following being there:


              [image: ][image: ]  Antigua and Barbuda


              [image: ][image: ]  Haiti


              [image: ][image: ]  Aruba


              [image: ][image: ]  Jamaica


              [image: ][image: ]  The Bahamas


              [image: ][image: ]  Montserrat


              [image: ][image: ]  Barbados


              [image: ][image: ]  Belize


              [image: ][image: ]  British Virgin Islands


              [image: ][image: ]  Saint Kitts and Nevis


              [image: ][image: ]  Curacao


              [image: ][image: ]  Saint Lucia


              [image: ][image: ]  Dominica


              [image: ][image: ]  Saint Vincent and the Grenadines


              [image: ][image: ]  Grenada


              [image: ][image: ]  Trinidad and Tobago


              [image: ][image: ]  Guyana






You’ll need to consult the newest edition of the Harmonized Tariff Schedule (see Chapter 6 for the complete skinny on this) to make sure the country you want to work with is a CBI beneficiary. Or better yet, ask your customs broker to do it for you.






 





Most trade barriers take the form of tariffs, but they can be camouflaged as quotas on foreign goods or as maximum-frustration builders, like excessive marking and labeling requirements, excessive pollution control regulations, and unfair classification of imports for customs duties. These nontax barriers can be just as costly as the tariff kind; the cost of getting products qualified for all these special requirements still has to be passed along to the end user.




 






warning
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Before you decide whether you can trade profitably with a particular country, you need to know what tariffs or other barriers might stand in your way. For imports, check with the U.S. Customs Service. For exports, ask for help at your local Department of Commerce office or the commerce department of the country you’re interested in. Or ask your freight forwarder.






 





In recent years, world economists have been pushing the idea that in the long run, trade barriers only hurt our global economy. And governments have listened, thus the recent trend toward free marketplace initiatives.


Can We Quota You?


An import quota is a limit on the quantity of a particular product that can be brought into the country over a specified period of time. The Land of Oz, for example, might put a limit on the number of ruby slippers that can be brought into the country each year, say, 10,000 pairs between January 1 and December 31. If a few really zealous slipper salesmen fill that quota by February 15, then it’s tough luck for anybody else who might be importing ruby slippers for the rest of the year.


The United States divides its import quotas into two types: tariff rate and absolute. Under the tariff rate banner, quota goods can be imported at a sort of “sale” price; you pay a reduced tariff or duty during a given period. There’s no quantity limit, so you can bring in as much as you want, but when the special period ends, you pay a higher duty.


Absolute quotas are the quantitative ones. Once the limit’s been bagged on the product, no more are let into the country until the next time period. Some absolute quotas apply to every country in the world, while others are aimed at certain nations.




 






   [image: ][image: ] Free Duty Free Info





If you are trying to find out if the goods you are importing are considered duty free, you want to start out by first checking the special program indicator (SPI) for the international trade agreement (i.e., the SPI for GSP is “A”) or free trade agreement in the Harmonized Tariff Schedule (HTS), which can be found on the U.S. International Trade Commission’s website (www.usitc.com).


You must determine the ten-digit HTS code for the goods. Once you have the HTS code, reference the duty rate in the “Special Rates” sub column. If the SPI for your trade preference program or free trade agreement is listed, your goods are eligible for the rate indicated.


You could also check with an import specialist at the port of entry through which your goods will enter the U.S.






 





Some absolute quotas become filled within moments of the period’s official opening time, which is usually at noon on the designated effective date. To deal with this port rush, customs releases everybody’s merchandise in prorated portions, based on a ratio between the quota limit and the total amount offered for entry. In this way, each importer gets an equitable chunk of the quota.


The Buddy System


Countries, like children, often play favorites. A country with “normal trade relations” with the United States is one that enjoys trade with Americans without additional barriers or duties. France, for example, is an American trading partner, or buddy, and therefore its imports get the standard rate on most products.


Some countries even get duty-free entry for most types of merchandise. Under a variety of programs, some developing nations receive the freebie treatment as a means of contributing to their economic growth.


To qualify for duty-free trade preferences, your merchandise must meet several conditions, including the following:


      [image: ][image: ]  Merchandise must be imported directly from the beneficiary country into U.S. Customs territory (no side trips or detours).


      [image: ][image: ]  Merchandise must have been produced in the beneficiary country, meaning that 1) it’s entirely the growth, product, or manufacture of that country, or 2) it’s been substantially transformed into a new and different product in that country.


      [image: ][image: ]  At least 35 percent of the appraised value of the article must consist of the cost or value of materials produced in the beneficiary country and/or the direct costs of processing operations that were carried out in that country.




 






   [image: ][image: ] Kibbutzing Around





The United States–Israel Free Trade Area (FTA) agreement provides duty-free entry for certain Israeli products. According to the Jewish Virtual Library, a division of the American/Israeli Cooperative Enterprise, kibbutzes are responsible for 5.9 percent of Israel’s industrial sales and 8.2 percent of Israeli exports. Plastic and rubber products, metals, and food are all popular Israeli exports.






 





Because the rules may vary slightly from one trade initiative or pact to another, be sure to check with your customs broker or the director of the port of entry or district where your merchandise will make landfall in the United States.


World Tour


Countries that have trading treaties with the U.S. make good candidates for import/export partners. So do countries with high populations and emerging economies. These are the topics of the next chapter.









CHAPTER 3


Keeping Tabs on Politics and the Global Economy


We’re beginning to realize that our planet belongs to all of us. The powers that be—and the importers and exporters out in the field—are moving toward a one-world economy. How are they accomplishing this? International traders contribute by working with (and, in many cases, making lifelong friends with) people all over the globe.


Governments contribute by writing policies that make importing and exporting easier and more profitable for everyone involved.


The state of the world’s economy also greatly affects international trade, and vice versa. The global financial crisis of 2007–2010 had a large impact, but governments have taken numerous measures to assist in the global recovery.
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Keep in mind from the start, that as in the case with any industry, the import/export business also has its share of scam artists. Be wary of unsolicited interest, especially if it is accompanied by requests for payment, samples, or prototypes to be sent in advance of negotiations. Also be wary of requests for cash for an event to be held or for future travel expenses.






 





In this chapter we’ll discuss trade agreements between nations, the global recession’s effect on international trade, the world community’s responses to the challenges of recessions, and the current forecast for international trade.


Club WTO


The grandfather of modern trade policy is the General Agreement on Tariffs and Trade, or GATT, an international agreement designed to reduce trade barriers between countries. First instituted in 1947 when World War II was still a fresh wound in millions of minds, it remains the primary international trade instrument used around the globe, now under the auspices of the World Trade Organization (WTO).


The WTO was formed in 1995. It has more than 160 members accounting for more than 90 percent of all world trade.


Based in Geneva, the WTO has a Secretariat, a Ministerial General, a General Council that acts as a dispute settler, a Goods Council, a Services Council, and an Intellectual Property Council, as well as a host of committees.


The WTO’s prime directive is to ease trade barriers around the world, help developing nations pull themselves up into the mainstream, and give smaller businesses in all nations more opportunities to join the world marketplace. The precepts it upholds are the following:


      [image: ][image: ]  Trade should be conducted without discrimination.


      [image: ][image: ]  Domestic industry should be protected only through tariffs and not through restrictive policies.


      [image: ][image: ]  All parties should reduce tariffs through negotiations.


      [image: ][image: ]  Members should work together to overcome trade problems.


Members of the World Trade Organization meet in sessions called “rounds” to negotiate agreements. Unlike a square dance round, a WTO round can last for years. WTO negotiations center on topics related to service industries, investments, government procurement policies, research subsidies, patents and other intellectual properties, and telecommunications.
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“Intellectual property” refers to patented, trademarked, or copyrighted products. Books, music, and inventions are only a few examples of products protected by law. You can’t import this merchandise without permission any more than you can sell U.S. intellectual property.






 





One such round, the Doha Development Round, has been ongoing since 2001. Undertaken by the WTO Group of 20 (G20), which comprise countries with the largest economies, this negotiating round of the WTO seeks a global trade agreement to lower trade barriers and help developing countries compete in the global marketplace. The negotiations have had many disagreements over the years of discussions, particularly in the area of agricultural subsidies.


Free Trade Frenzy


The last two decades have seen the adoption of many free trade agreements (FTAs). We’ll touch on the main agreements involving the United States.


North American Free Trade Agreement (NAFTA)


If you’ve been adult, conscious, and living in the United States within the last 20 years or so, you’ve heard at least something about NAFTA, the North American Free Trade Agreement. This plan to phase out all barriers to trading goods and services among Canada, the United States, and Mexico took effect amid much fanfare on January 1, 1994. A similar agreement between Canada and the United States had already been in operation since 1989.


NAFTA’s prime directives are to eliminate barriers to trade, promote fair competition, increase investment opportunities, and provide adequate protection for intellectual property rights. It specifically establishes trade rules for textiles and apparel, automotive goods, agricultural products, and energy and petrochemicals. It also defines standards for technical information and transportation among member nations.


Over 20 years later, NAFTA has resulted in positives and negatives, depending on who you ask. As regulations change, it is always difficult to determine which results are the fault of the regulatory changes and which are due to various economic shifts and unrelated factors.




 






   [image: ][image: ] Duty Free





Thanks to NAFTA, much of the merchandise traded between the United States, Canada, and Mexico is duty free. With a few exceptions, this no-tariff status applies only to goods that originate in the NAFTA region. What exactly does that mean? Well, according to Article 401 of the agreement, the term “originate” is basically defined as:


              [image: ][image: ]  Merchandise entirely obtained or produced in the territory of one or more NAFTA parties


              [image: ][image: ]  Unassembled merchandise that hasn’t been entirely obtained or produced in the NAFTA region but contains a 50 percent (if using the net cost method) to 60 percent (if using the transaction value method) regional value content






If you monkey around with your officially originating goods—if you transport them outside the NAFTA region and do anything more than unload or reload them for safer shipment—you lose the originating status.






Also, you can’t try to beat the system by bringing a nonoriginating product into a NAFTA nation and then “transshipping” it on (see Chapter 5). It won’t qualify as a duty-free NAFTA product. To ease your mind and confirm all the down-and-dirty details of origination, learn more about NAFTA at www.export.gov.






 





Over the years, NAFTA has decreased tariffs, made it easier for U.S. citizens to purchase goods from Canada and Mexico, and increased trade between the three countries. However, Mexican workers have benefitted less than anticipated because of work going to other ethnic groups. In addition, despite lifting tariffs, many custom regulations have remained in place and in some cases have become stricter.


Republic of Korea–U.S. Free Trade Agreement (KORUS FTA)


KORUS is the largest bilateral trade initiative since NAFTA, and it has been almost as controversial. This agreement entered into force on March 15, 2012. Under KORUS FTA, almost 80 percent of U.S. exports to Korea are now duty free. Many remaining tariffs will be eliminated in the coming years.


Although there is general consensus that the KORUS agreement will increase U.S. exports to South Korea, economists disagree on other ramifications of the agreement. Some point out that in the first year after ratification, the U.S. lost 40,000 jobs and showed a sharp increase in its trade deficit with South Korea. Other economists argue that because not all aspects of the agreement are yet in force, and because companies require time to adjust to new rules and to expand their sales networks within South Korea, it is too early to tell what the overall effect of KORUS will be.


Other Free Trade Agreements


In recent years, the United States has had, or still has, bilateral FTAs in place with many countries: Australia, Bahrain, Chile, Columbia, Israel, Jordan, Morocco, Oman, Peru, and Singapore. Multilateral FTAs are in place with the Dominican Republic and Central America (under the Free Trade Agreement DR-CAFTA).


African Growth and Opportunity Act (AGOA)


While it’s not a free trade treaty, the African Growth and Opportunity Act (AGOA) offers incentives to African nations to create free markets and open their economies. Signed into law in 2000, this act opens American markets to eligible countries. Eligibility is determined annually, and there are currently 42 AGOA-eligible countries.


Nigeria and Angola are the largest exporters under AGOA, while South Africa’s exports are the most diverse. According to the U.S. Department of Commerce, sub-Saharan Africa is “poised for tremendous growth.”


War—What Is It Good For?


Absolutely nothing, so the classic song says. And it’s not so great for trade, either. Wartime can challenge even the hardiest of traders, causing hiccups (sometimes lasting decades) to everyday trade functions and operations. And, keep in mind, it does not have to be your home country at war that will bring woe to your bottom line. If, for example, you trade with two countries that are at war, this puts you in the middle of a battle on the world stage. Try as you might to keep your two trading worlds separate, the import/export world is getting smaller every day, and your clients may find out about other deals and question your loyalty to both them and their adversary.


War also can halt production of your import goods. What if you have a trade partner in a country where all metal resources are now required to go to the production of munitions? So much for the metal wind chimes you were buying by the gross. Your beautiful wind chimes have been melted to make the belly of an airplane.


Sanctions


One of the biggest effects war can have on your business is trade sanctions. Merriam-Webster’s Collegiate Dictionary defines a sanction as “an economic or military coercive measure adopted usually by several nations in concert for forcing a nation violating international law to desist or yield to adjudication.” That’s a fancy way of saying that a country can bar imports to and exports from any country deemed to be breaking the international law. This can be a direct result of war, a conflict, or a country’s actions toward its own people that are considered cruel and unnecessary. For example, the United States leveled sanctions on the Ivory Coast in 2006 due to “numerous violations of human rights and international humanitarian law,” according to the president’s executive order. U.S. sanctions are currently in effect for several countries, so be sure to check with the Treasury Department before you start shipping those baseball caps to North Korea.


Global Recession


It turns out that a global recession doesn’t do much for trade, either. Big surprise, right?


Leading economists called the global financial crisis of 2007–2010 the worst financial crisis since the Great Depression of the 1930s. The collapse of the global housing bubble sent the values of all securities connected to the real estate market plummeting. Financial institutions failed. Available credit declined. Businesses failed. Investor confidence hit an all-time low, which in turn shook up the global stock markets. The collapse of U.S. investment bank Lehman Brothers led to an intensified global crisis as trade finance increased in cost and became less available. World consumer wealth declined by trillions of U.S. dollars. Economies slowed worldwide and international trade declined.


Ernst & Young, a leading professional services organization, points out that while the global financial crisis significantly affected world trade, these effects were not consistent from country to country. In other words, some were hit much harder than others.


Global Responses to the Crisis


Within a few months of the beginning of the crisis (2007), the World Bank reported that 17 of the 20 largest industrialized nations had adopted new trade restriction measures. As overall trade volumes decreased, the complexity of conducting trade increased. Trade disputes also increased. The International Money Fund estimates that from 2008 to 2009, global trade fell by 12 percent. Between the spring of 2008 and spring 2009, U.S. international trade in goods and services decreased by 17 percent.


Fortunately for international trade, governments of the major world economies soon realized that protectionist measures (all too common during the Great Depression) were not the way to go. In addition to enacting national stimulus packages and institutional bailouts at home, the international community responded to the crisis with a number of measures.


Members of the World Trade Organization’s G20 held a 2009 London Summit to plan a coordinated response to the global economic crisis. They agreed to refrain from enacting any new trade barriers or export restrictions. They also agreed not to constrain capital flow and to commit to the conditions of the Doha Round, which would boost world trade by $150 billion annually. An additional action was the adoption of the G20 Trade Package, which provides for an injection of $250 billion in trade financing over two years.


The International Finance Corporation (IFC), a member of the World Bank group, expanded its already-existing Global Trade Finance Program (GTFP) to $3 billion. This program offers guarantees and risk mitigation to banks that finance companies operating in new or challenging markets.


The IFC launched the Global Trade Liquidity Program, a coordinated global initiative undertaken by governments, development financing institutions, and private-sector banks to provide funds for developing countries. The IFC jump-started the program with $1 billion dollars. Public sector banks have added $5 billion.


U.S. Response


Besides providing a variety of economic stimulus packages, the U.S. government authorized its Export-Import Bank (Ex-Im) to increase direct lending to financial institutions that use those funds to finance export businesses. In addition, the National Export Initiative, unveiled in 2010, increased the budget of the International Trade Administration by 20 percent to allow it to increase efforts to advocate abroad for American companies. This initiative also called on the Ex-Im bank to increase financing for small and medium businesses.


Fortunately, by 2011, under the Obama administration, the United States was back on track economically, the stock market and the import/export business was recovering quite nicely.


The European Union


In general, the U.S. trades separately with European countries. However, many trade issues arise with the European Union (EU) as a block.


The EU was formed after World War II with the intent of uniting nations throughout Europe both economically and politically. Along with trying to maintain peace after the bloody conflicts between European nations during the war, the aim was also to afford Western Europe what NAFTA provides for North America: a single marketplace for the goods and transactions of its member nations.


According to the European Union’s website (http://europa.eu), its aim has always been to secure “peace, prosperity and freedom for the millions of citizens in a fairer, safer world.”


Over the years, according to its website, the EU has achieved frontier-free travel and trade, a common currency (the euro), safer food and a greener environment, better living conditions in poorer regions, coordinated action on crime and terror, less expensive phone calls, and opportunities for study abroad. There has, however, been activity within the EU, starting with the United Kingdom leaving the EU in 2016. The initial effects of Brexit, as the UK exit was called, caused severe volatility in global stock markets, forcing a lot of business owners, and consumers into changing some of their major spending plans and adopt a wait and see attitude before making any significant investments.


The Trade Hit Parade


Before we analyze potential trade partners and what they can do for us, let’s consider what the United States itself offers as a trading nation. To put into perspective the economic statistics provided in this chapter for the various foreign countries, here are a few for the United States. Economic statistics are provided by the Department of State and are for 2015.




 






fun fact
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Lists of imports and exports for a given country can often look very much the same. Weird? Not really. Categories are broad, so if a country, such as the United States, imports motorcycles and exports cars, both items are listed as “motor vehicles.” Also, countries often import an item, make some additions to it, and then re-export it.









The United States of America


Population: 321 million as of 2015


Median Age: 37


The leading U.S. exports include: aircraft and spacecrafts, machines, electronic equipment, motor vehicles, medical and technical equipment, gems and precious metals, oil, organic chemicals, and plastics.


The leading imports include: crude oil, machines, electronics, vehicles, pharmaceuticals medical equipment, furniture (including lighting), gems and precious metals, organic chemicals, and plastics.


The varied topography of the United States and climate zones range from permafrost in northern Alaska to tropical conditions in southern Florida. It is the fourth-largest country geographically. (Russia, Canada, and China are all bigger.) Its population ranks third, behind China and India.


U.S. natural resources include coal, copper, lead, molybdenum, phosphates, uranium, bauxite, gold, iron, silver, petroleum, natural gas, and timber.


The United States has the largest national economy (highest GDP) in the world. It is the world’s number-two exporter and the world’s top importer. High dependence on foreign oil makes it a huge importer and creates trillions of dollars in deficits with its trading partners. However, the United States is working hard on other, cleaner, energy sources in hopes that the dependence on foreign oil will dissipate.


BRIC by BRIC


Brazil, Russia, India, and China are all highly populated, falling in the top ten world rankings. (China and India—ranked first and second, respectively—each have over a billion people.) Challenges facing BRIC union nations, as well as those trading with them, include highly uneven distribution of wealth, government corruption, and lack of fully developed infrastructures—airports and seaports, roads, bridges, telecommunications networks, and power plants.
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When looking at data from other countries, be sure to look at the gross domestic product (GDP). It is the value of total goods and services produced within a country in a year. GDP data come in two types: nominal and purchasing power parity (PPP). These figures differ widely. GDP (PPP) reflects differences in cost of living and is the type we use here. Achieving a PPP figure involves more estimation than using nominal data.






 





These infrastructure weaknesses mean that, as a trader, you’ll have to pay extra attention to the nitty-gritty of production, distribution, and marketing in these countries. But they also mean that opportunities abound in infrastructure imports and also in consumer goods.


Sorting It Out


According to financial investment publication Money and Markets, an emerging market is a foreign economy that is developing because of the spread of capitalism and that has created its own stock market.


Internet Securities, Inc. (ISI) bases its classification on factors including population size, infrastructure, income levels, and expansion of the middle class. The Financial Times Stock Exchange (FTSE, pronounced “footsie”) and Russell Indexes, according to their website (www.FTSERussell.com), use a range of criteria developed in conjunction with international investors. FTSE conducts an annual review of all markets contained in its global benchmarks. The markets are classified as developed, advanced emerging, secondary emerging, or frontier. Advanced emerging markets (AEMs) have either upper-middle incomes with advanced infrastructure or high incomes with less-developed infrastructure. Secondary emerging markets (SEMs) have either upper-middle/lower-middle/low income with reasonable infrastructure or upper-middle incomes with lesser-developed infrastructure. Frontier markets are equity markets in small nations that are at an earlier stage of economic and political development than larger and more mature emerging markets (see www.investopedia.com/terms/e/emergingmarketeconomy.asp for more information on this topic). These markets typically have modest market capitalization but potential growth.
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You can research possible trade countries on the U.S. Department of State website. Go to http://www.state.gov/countries and then select by country. Also, find out more about exporting on the U.S. Commercial Service’s sites at www.export.gov and http://buyusa.gov.









Familiar Territory


As a newbie on the international scene, you should familiarize yourself with our biggest trading partners and see what they have to offer. Then take your best shot, either with them or with another country.


Canada


One of the most local and easy to visit trading partners is Canada, with a population of roughly 35 million people as of 2015.
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Make sure your export goods have packaging information in the language (or at least in one official language) of the target country. And make sure this text is in the same font, size, and clarity as any other language on the box.






 





Canada has the second-largest land area in the world, behind Russia, but more than 90 percent of all Canadians live within 160 kilometers of the U.S. border. Canada’s abundant natural resources—oil, natural gas, minerals and metals, forests, wildlife, fresh water—contribute to its trading economy. Canada is one of the world’s major producers of minerals.


Although its population is about one-tenth the size of the United States, Canada is very much like the United States in terms of its environment and marketplace. Pair this with the fact that most of its citizens are native English speakers, and you have an ideal jumping-off point for the newbie exporter.
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Some countries have tried not to trade. In fact, Japan developed a isolationist policy in the early 17th century. The only point of international trade contact was the city of Nagasaki—and only with Chinese and Dutch traders. And although the Chinese were allowed quarters in town, the Dutch were based offshore on an island.






 





Annual trade with the United States typically accounts for about 75 percent of Canadian trade. Canada and the United States are each other’s top trade partners.


Mexico


Mexico is, obviously, the other most direct country in which to consider trading. With over 122 million people as of 2015, Mexico’s population is roughly one-third of the United States. Typically, Mexico’s economy will move in the same direction as United States, but their needs will differ, with the United States trading more technical goods and Mexico trading products they grow or mine. To be most effective trading with Mexico, you should learn some Spanish and take some time to visit the nontourist areas of the country.




 






   [image: ][image: ] Give Us the Goods





Trade statistics list capital goods, consumer goods, and manufactured goods as import/export categories. So what exactly are these entities? To help us out, we consulted the Free Online Dictionary, Wikipedia, and the Financial Times Lexicon.


              [image: ][image: ]  Capital goods. Items used to produce other goods. Machines are a good example.


              [image: ][image: ]  Consumer goods. These, as the name implies, get used directly by consumers. They fall into two categories: durable and nondurable goods. The former are items like cars, appliances, and furniture. The latter include food, clothing, and gasoline.


              [image: ][image: ]  Manufactured goods. Items made using machines. This is a very broad category. Any given capital good or consumer good could very well also be a manufactured good. For example, a sewing machine that is used to produce clothing is not only a capital good (because it’s used to produce clothing goods) but also a manufactured good (because it is assembled from parts made by machines).









A Cultured Voice


To ensure you don’t offend clients and jeopardize deals, be aware of the customs and culture of the nation(s) you deal with. The saying “Think global, act local” definitely applies! It’s preferable to have a cultural native smooth the way for you. Also, check out www.kwintessential.co.uk and search by country for tips. Here are a few areas where cultures can differ significantly.


      [image: ][image: ]  Business greetings. Some countries do not shake hands (especially if any women are involved), while others regard a handshake as obligatory. And among hand-shakers, degree of firmness varies. Also, eye contact is not a universal plus. In some cultures, it indicates aggression.


      [image: ][image: ]  Business meetings. The amount of small talk before getting down to business varies by culture.


       [image: ][image: ]  Negotiation strategies. Expectations differ for how quickly terms should be reached. Aggressive negotiation is regarded as rude in India, but it’s respected in Russia.


       [image: ][image: ]  Conversational style. Whether interruption is tolerated is a cultural factor. Willingness to say “no” also varies. (In India, “we’ll see” or “possibly” often mean “no.”)


       [image: ][image: ]  Refreshments. Turning down refreshments (or accepting but not tasting) can be a major breach of etiquette.


       [image: ][image: ]  Gifts. Type and monetary value of ideal gifts varies.


       [image: ][image: ]  Color significance. In Western cultures, black is the usual color of mourning, while white is a bridal color. In Asia, white or purple signify mourning. Yellow is associated with mourning or bad luck in some countries.


       [image: ][image: ]  Humor. Even if jokes translate well (which they usually don’t), they are risky cross-culturally.




 






tip




[image: ]







[image: ]





“Plan on visits to the market into which you are exporting,” says industry expert Wendy Larson. “Also, cultural understanding is imperative. Though we live in a small world, honoring the differences between cultures is a must.”






 












CHAPTER 4


Tricks of the Trade for Startups


The gestation period for any business can be trying. Why? Because aside from money, you’re investing a great deal of time, energy, and emotional intensity. You’re pushing to get people interested in your service, from persuading manufacturers or artisans to work with you to finding foreign contacts to securing financing. Going over all the details—especially the financial ones—with a magnifying lens and a critical eye is crucial to your success.


That old refrain “The best things in life are free” does not quite apply when you are starting a business. Fortunately, an import/export company is typically not at the expensive end of the startup costs spectrum.


In this chapter we help you figure out what you’ll need in your office and what you can expect to pay for it. The second part of the chapter gives you a preview of the tasks you’ll need to accomplish to legally set up your business.


Filling Your Trunk


One of the many advantages of an import/export business is that its startup costs can be comparatively low. You have the advantage of operating from home, if you want to. This strategy cuts office lease expenses down to nothing. Unless you’re starting as a distributor, you can get away without purchasing inventory, which means no outlay of funds for pretty doodads to grace display spaces (you have no display spaces!). Your major financial outlay will go toward office equipment and market research expenses, and if you are like many people, you already have the most crucial piece of office equipment: a computer or two.


But let’s take it from the top. The following is a breakdown of everything, from heavy investment pieces to flyweight items, you’ll need to get up and running:


      [image: ][image: ]  Computer/monitor/keyboard


      [image: ][image: ]  Laptop or tablet


      [image: ][image: ]  Printer/copier/fax/scanner(or all in one)


      [image: ][image: ]  Internet/email


      [image: ][image: ]  Website


      [image: ][image: ]  Software


      [image: ][image: ]  Market research and/or trade leads


      [image: ][image: ]  Cell phone


      [image: ][image: ]  Voice mail


      [image: ][image: ]  Stationery and office supplies


      [image: ][image: ]  Postage


      [image: ][image: ]  Travel expenses for conducting market research on foreign turf


You can add many goodies (of varying degrees of necessity) to this list, and we’ll cover them all in Chapter 10, which features a sort of shopping bonanza. For example, a copier is a plus. It’s also nice to have bona fide office furniture: a tweedy upholstered chair with lumbar support that swivels and rolls, gleaming file cabinets that lock, and real oak bookshelves.


But let’s consider that you are starting from absolute scratch. You can always set up your computer on your kitchen table or on a card table in a corner of the bedroom. You can stash files in cardboard boxes or plastic crates. It’s not glamorous, but it’ll suffice until you get your business steaming ahead.


Computing Computer Costs


A computer is at the top of the list. It will allow you to access the myriad trade leads and market research materials available online, and communicate with potential and established customers, as well as vendors worldwide, all via email (and generate invoices, certificates, and forms quickly, easily, and inexpensively).


It used to be possible to start off without a computer system. However, today it’s almost impossible to do business without a computer. The mere fact that you can go on the internet and search for, or look up, whatever you need is the greatest time saver we’ve ever imagined. (The new Importer Security Filing, discussed in Chapter 6, is one example.) You’ll also find it much easier than the last generation when it comes to filing and storing what you need. Rather than big gray or green filing cabinets, you can store a wealth of information on your computer, as well as on flash drives, CD, or in the cloud. Many people today, especially in a field that requires a lot of traveling, use their laptops, tablets, or mobile computers as their main computer. You may also opt for a desktop computer for your office. Mobility has made desktops cheaper than in the past. For a basic desktop computer (including keyboard and monitor) that can have you surfing the internet shortly after you buy it, you should allocate funds in the $1,000 to $1,200 range for a quality desktop monitor and keyboard, as separate components (which are usually better than all-in-one models). We will go over the various permutations in Chapter 10, but this will give you a figure to pencil in for starters.


While the import/export business has been slow to adapt to the new technology, the past decade has shown that the once tech-shy industry has now embraced technology in a big way.


Fax Facts


Although you technically don’t have to have a fax machine, which has been largely replaced by scanners, your life as an international trader will run much more smoothly with one. You can shoot off and receive hard copy materials to and from clients, representatives, and distributors instead of waiting on both U.S. and foreign postal services. Sending a pro forma invoice, for example, has a lot more impact on a potential customer when it directly follows a request for information. You can purchase a basic plain-paper fax machine for as little as $60 to $120. If you spend a little more ($150 to $250), you can get a combined fax/printer/copier/scanner.


Nosing Around the Net


With the power of the web at your command, you can go anywhere on the globe instantaneously—access trade leads as soon as they’re posted, communicate with clients and client wannabes in a keystroke, and garner market information from worldwide sources while seated at your desk. In recent years, the average cost for a DSL internet service runs between $25 and $55, while fiber-optic broadband internet access can range from $25 up to $145 per month. The price differential between cable and DSL are based on price, speed, and connectivity. In case you are wondering, DSL connections transmit data through a telephone line, while cable has separate cable lines.


Since most cable providers dominate geographic regions, you are usually at the mercy of which provider is in your area. Most offer packages for phone, television, and internet service. Without movie channels and extra personal amenities, your monthly bill could come to $100 for all three.


The Skinny on Software


Software prices can vary radically, depending on which programs you buy and from whom. You won’t need any special import/export programs, but you’ll want a good, strong word-processing program, a desktop-publishing program, and an accounting program. Again, this is a subject we’ll discuss in depth in Chapter 10. For startup purposes, let’s say that you’ll want to allocate anywhere from $200 to $400.
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You can find free downloadable office software at www.openoffice.org. You may still want to buy some software, but first check out what’s offered free of charge.









Lead Me On


Like just about everything else in the international trader’s world, the amount you’ll pay for market research and trade leads is a variable, almost entirely dependent on you and your personal style. If you choose to go with the Commercial Service’s trade leads and other market research information, you can pencil in about $75 per month or $200 per year.


Back to the noncommercial Commercial Service, the Gold Key Matching Service program can provide a lot of help. It’s hard to pin a price tag on their program because costs vary with the countries involved and the number of matches and meetings, but as a thumbnail, you can figure between $1,500 and $3,000.


As you travel the internet, you’ll find other trade lead services and sources of market research that may cost more or less, or nothing at all.


Phone Fun


If you’re using a land line at home, you already know that your cost depends at least partly on the different features you choose. If you don’t have a land line, you should install at least one dedicated line for your business. For the purpose of startup budgeting, let’s allocate about $25 per line. You’ll also need to add the phone company’s installation fee, which should be in the range of $40.


Mobile Phone Fun


For the busy entrepreneur on the go, and you will be busy going places in this business, a smart phone will prove invaluable. It is estimated that 50 percent of smart owners use the phones as their computers, so look at the possibilities and decide which one you like best.


There are many possibilities when you look for a phone. Smartphones make keeping up to date with your business easy, so choose one that meets your needs. For example, do you want a large screen? Do you need a top-notch camera? Are you expecting to use a lot of apps for scheduling, planning, and so forth? Do you need a lot of storage? Today, people save a lot of information, especially photos, on their phones. Product photos are important to have available. Size also matters. Can your phone fit comfortably in your pocket?


You also want to check out the basics. Do you like the feel of the keyboard? While many people these days are so busy texting, you might even remember that you can still actually talk on the phone—yes, using a phone to speak to one another is still important. You’ll want a phone with good voice quality. And if you don’t like having to charge your phone very often, you’ll want a phone that has a charge that lasts. Also ask about the battery life. Look for 2000 mAh battery and 15 hours of talk time. And, since you will likely be looking be looking at photos often, you’ll also want high resolution on your screen. Look for at least a 720p display and a pixel density of 300 ppi. If you expect to be looking at videos of products, you will also want to check out how videos look on the phone.


Smartphones can be found by a number of wireless carriers such as AT&T, Sprint, T-Mobile, and Verizon, which are the major networks. US Cellular, Cricket, and other smaller players exist but hold smaller market shares (and generally their phone choices are limited). Every carrier has a different set of phones for sale, and it’s nearly impossible to buy a phone on one carrier and take it to another. For example, AT&T has the largest variety of phones, while T-Mobile is the most flexible carrier when it relates to plans and prices. Verizon has a nationwide 4G LTE network which means faster speed than most people’s home wifi. Yes, today in many regards, your mobile phone can be your business partner, so choose wisely.
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The International Trade Administration offers leads and market information for the best price of all—it’s free. Just set your mouse on www.export.gov.






 





Of course, even the best phone in the world does not call people back or return texts for you, so playback your messages frequently, and if you can’t pick up a call, get back to the person within a few hours, tops. And, if you have a landline (which you should when in business) make sure you have voice mail or an answering machine with a professional sounding message. The same holds true here as well—return calls promptly.


Stationery Style


Business stationery is as important to a savvy international image as a well-answered phone. To create that cosmopolitan identity that will help sell your product or service, you’ll need letterhead, envelopes, and business cards. There are lots of routes to take with all this stuff.


Let’s say, however, that to create the basics you can purchase blank stationery, including business cards, and print them up yourself with a word-processing or desktop-publishing program. Or you can have a set of stationery and business cards inexpensively printed for you at a quick-print house such as FedEx Kinko’s or through Office Depot’s in-house service. Either way, you should allocate $75 to $200.


Office supplies—pens, pencils, paper clips, mailing envelopes, reams of blank paper for designing brochures or catalogs, paper for your printer, a stapler with staples, tape, printer cartridges—can be penciled in at about $120 to $200. Be forewarned that if you buy a color printer, your cartridge bills will skyrocket, since you will need to buy new cartridges for each color. This, of course, is if you start from absolute scratch, buying everything brand new for your business. If you have some of these items, utilize them.


Stamps Around the World


Your startup postage costs will be fairly low, but you will need to tally them. How much you spend depends a great deal on how much material you are mailing out and where on the globe you are sending it. Clearly, snail-mailing price sheets or brochures will be much pricier than sending email price quotes or listing your prices on your website.
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When you travel abroad on trading trips, bilingual business cards are a much-appreciated gesture in some countries—and an absolute necessity in others. So do your homework!






 





Given current initiatives to reduce paper usage, not to mention recent hikes in postal rates, you will probably want to concentrate your promotional efforts online. This is even truer if you are positioning your company as an environmentally responsible one.


Traveling Trader


This category, too, will vary tremendously according to how you choose to tailor your market research, your startup costs, and, ultimately, your business life. Some traders are on the road more often than not, while others are basically armchair travelers. And, of course, when you do travel, your costs will vary depending on where you go, for how long, and whether you choose to spend your nights at the Ritz or the local youth hostel.


You may find that you can conduct all your market research from your desktop, or you may discover that for your particular product and style you need to study the market up close and personal.


All That Jazz


Other expenses you’ll need to plug into your startup expense chart are business licenses, business insurance, legal advice, utility deposits, and all that jazz, the costs intrinsic to any company’s invocation.


Cranking It Up


Check out the startup costs (the ones necessary to officially throw open your doors) in Figure 4–1, page 46 for two hypothetical international trade companies, Cargo Bay Traders and Clipper Trading Service Co. Use the worksheet, Figure 4–2 on page 47, to pencil in and then tally up these costs and all the others we’ve discussed in this section. If you print a couple of extra sheets, you can work up several options, compare them all, and decide which will work best for you so you can arrive at your official startup figure.


Cargo Bay is a homebased company (office in the spare bedroom) run by an owner who’s retired and decided to start out small with a minimum outlay. The Cargo Bay owner invested in a new (basic) computer, a printer/copier/fax machine, a cell phone, a desk, and a chair. He also bought some advertising and office supplies. The company has internet service and a simple website produced and maintained by the owner.




[image: FIGURE 4–1: Sample Startup Costs]





FIGURE 4–1: Sample Startup Costs




[image: FIGURE 4–2: Startup Costs Worksheet]





FIGURE 4–2: Startup Costs Worksheet


Clipper Trading Service, on the other hand, has rented a 900-square-foot office near the airport, purchased top-of-the-line equipment, hired a website designer, and employed an administrative assistant.


Both companies are acting as representatives of the manufacturer and will receive compensation based on commissions. Cargo Bay is projecting an annual gross income of $75,400, while Clipper Trading Service is projecting $254,360. Neither owner will draw a salary; instead, they’ll take a percentage of their net profits as income.


The Trader’s Trunk


This part of the chapter explores the bottom of the trader’s trunk, those features that form the basics of the business, from company name, to legal structure, to permits.


Name That Business


Every business, like every child, has to have a name, and you should devote (almost) as much thought to choosing an appellation for your company as you would for your offspring. After all, you plan to have your business baby around for a long time. You want a name you can be proud of, one that identifies your business—and by extension, you—as worthy of your clients’ confidence.


Because import/export is a more serious business than, say, pizza delivery or greeting card design, you should probably rule out names like Thyme to Trade (even if you specialize in herbs and spices). Instead, your name should call attention to your expertise and efficiency. The terminally creative, however, can take heart. Non-cutesy doesn’t mean dull. Your name can—and should—deliver a snappy punch.


One trader attacked the name problem from the standpoint of his vision of his company. “With Global Partners,” says Wahib Wahba, “we wanted to say that we’re all partners, me and my clients and manufacturers. We all have to be partners to make it work.”


When brainstorming your company name, keep in mind that, with a few exceptions, the people you’ll target won’t be using English as a native language. So take care with the expressions you choose. Colloquialisms and slang words sometimes aren’t clear even to people in different parts of the United States; don’t make things more difficult by pressing them on non-Americans. Everyone in the industry, on the other hand, easily understands international trade buzzwords like “global” and “overseas.”


Many importers and exporters incorporate the name of the region with which they trade into their business moniker, for example, Far East Imports or Amazon Traders. Or you might want to incorporate a geographic feature of your own region, such as Desert Traders if you live in Palm Springs or Sea-to-Sea Exports if your office is near a seaport.


You might even decide on a variation of your own name. Lloyd Davidson, owner of LND Export Management, used his initials as the basis for his company name. Sam Nelson, owner of Nelisco, Inc. in North Carolina, also used part of his name.




 






warning




[image: ]







[image: ]





When brainstorming a business name, be careful not to fence yourself in with a moniker that may limit you later. If you’re starting out importing Mexican pottery, for example, you may not want to call your company Mexican Pottery Imports. Unless you’re certain that’s the country and product category you’ll stick with for the life of your business, give yourself some room for growth and expansion with a less restrictive name.






 





Whatever you go with, remember that you will be repeating your business name every time you answer the phone. Sound out the title before you settle on it. Some names look great in print but are difficult if not impossible to understand over the phone. M&A Associates, for example, may seem like a perfectly reasonable name for partners Marty and Andrea, but when spoken, it sounds like MNA.


Most callers rate about a C-minus in listening comprehension. No matter how clearly you enunciate, they aren’t going to understand M&A. So save yourself hours of telephone frustration and choose something simple.




 






   [image: ][image: ] Talking Trade





Where to start naming your business? How about with a lexicon of trader’s lingo sure to set that international image in the mind of any potential client or customer?


           Abroad


           Atlantic


           Caravan


           Cargo


           Compass


           Earth


           Global


           Inter-Continental


           International


           Hemisphere


           Mediterranean


           Overseas


           Pacific


           Passport


           Seven Seas


           Trader


           Tropical


           Worldwide






 





For a list of some words that might help get your creative gears cranking, check out the international lexicon in our sidebar, “Talking Trade” (page 49). Then use the brainstorming worksheet in Figure 4–3, page 51, to help craft your business name.
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Also make sure your name will work for your website. You’ll want something that is easy to remember and to spell when people are looking for your site. Therefore, keep it simple and make sure you can get the domain name that matches your business name with a .com or .net after it.









Newly Registered


After you’ve decided on a name, you’ll need to register it. Basically, registering your name means that you notify the proper authorities that you’re doing business under a name other than your own. This is to let the public know that Tropical Trading Partners is owned by you, professional exporter.


The process varies in different regions of the country. In Florida, for example, you access the state government website and click around until you finally call up the page about fictitious business names. You fill out a series of forms, swear you are who you say you are, and enter your credit card number. Eventually, you’ll receive a letter confirming that you registered your name with the state. If you want a nice little certificate to frame and hang on your wall, you need to shell out extra bucks.


In California on the other hand, you file an application with the county clerk, then advertise your name in a “general circulation” newspaper in that county for four weeks. Once that’s all said and done and you’ve paid the fee, you receive your statement of registration. Check with your city, county, and state government to find out what the story is in your state.


Structurally Sound


To appease those picky IRS people, your business must have a structure. You can operate it as a sole proprietorship, a partnership, or a corporation, with variations thereof. Many international traders go with the simplest version, the sole proprietorship. You’ll probably be starting out on your own, so there’s no need to get complicated or expensive. You can always switch to another business structure format later on if and when you take on partners and/or employees.


The differences in business structures center primarily on liability, taxes, and paperwork/bureaucracy. Have your lawyer and accountant help you decide which business structure will be best for you, depending on your business goals.
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FIGURE 4–3: Business Name Brainstorming


Beyond the basic structure for your company—the ones we’ve just discussed—various other international trade configurations exist. There’s the joint venture, which is a sort of marriage or partnership between two distinct and separate companies, for example, yours and one in a foreign country. And there’s the strategic alliance, an agreement between your company and another one to work toward a common goal.
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Do not fear the behemoth that is the IRS website. Yes, it’s big, but surprisingly user-friendly. Find everything you need to know about small business tax issues at www.irs.gov/businesses/small-businesses-self-employed. From deductible business expenses to applying for EINs (employer ID numbers), the IRS has you covered.






 





Why would you want to form a venture with an overseas company? One reason is to get around trade barriers. If your company is part domestic in whatever country you’re working with, you can skim around prohibitive tariffs and quotas. Another reason? You can form a team or network with an in-country company that already has effective trade channels in operation. And a third reason is to get into government-controlled infrastructure-type projects, like power plants or telecommunications.


Then there’s the wholly owned subsidiary or branch, in which your company or your client’s company becomes owner of a firm. You can encounter a spider’s web of entanglements in international arrangements of this type because the host country often sets up all sorts of special rules, such as how long a “foreign” company (that’s you) can own property or how much profit you can collect.


So why would anybody want to open a subsidiary or branch abroad? In a word: “Profit.” In order to vitalize their own economies by creating jobs and cash flow for their people, emerging nations often offer hefty incentives to businesses from more developed countries. If you do your homework and check out every permutation of foreign business ownership laws, you’re less likely to get stung by unpleasant surprises.


There’s also the licensing or franchising type of business. With licensing, you give a foreign company or licensee permission to sell your, or your client’s, trademarked product and in return, they pay royalties on their sales. Everybody recognizes the world’s preeminent licensing products: anything stamped with the likeness of Mickey, Minnie, or their Disney cohorts. You might develop a gold mine in licensing characters developed by a client with loveable little chaps just waiting to be discovered.


With a franchise, you give your or your client’s foreign buyer permission to sell your licensed products with your special sales or service techniques.


The ultimate franchisor is, of course, that other Mickey: McDonald’s. American food franchises traditionally do very well abroad, but there are many other franchises available or that you can put together yourself. All you need is your imagination and some attention to detail.
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Delve into Entrepreneur’s annual online resource for franchises at www.entrepreneur.com/franchises/500/2017. You’ll find lots of information on each company listed including the financials.









Trading Places


Where should you locate your business? You have a lot of choices. Because most of your business will be conducted long-distance via email, phone, and mail, you won’t need to be available at set hours as you would if you were running a retail establishment or restaurant. Because you will rarely have clients dropping in, you will not need a receptionist, a lobby, or even meeting rooms. You also won’t need signage or substantial client parking.


For these reasons, many of the traditional (and more expensive) options aren’t the best choice. Instead of paying for retail or office park space, consider a warehouse, if you anticipate having a lot of inventory or a home office. Today, polls show that roughly 40 percent of working people work from home offices.


If you plan to work from home, you should check into zoning regulations. A small international trading company is not likely to attract much attention from local authorities, but you should still play it safe. Find out from your local city or county government whether any permits are necessary. While you’re at it, check to see if you’ll need a business license, which is usually an official-looking piece of paper you get in exchange for a nominal annual fee.


We will have more to say about a home office in Chapter 10.


Attorney with ELAN


Attorneys are like plumbers; you don’t want to think about them until you need one. But as a business owner, you should have a good attorney on call, one who knows international trade. You’ll want her to look over any contracts you write with manufacturers, representatives, or distributors and to advise you on the fine points of foreign trade law. You won’t need to call her every week, or even every month. But there’s no point in waiting until you have a problem to try to establish a relationship and get help.
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The Commercial Service people and their compatriots at your local Export Assistance Center can help you set up a joint venture program.






 





To get you off on the right foot and to answer any startup questions, the Small Business Administration (SBA) and the Federal Bar Association have developed The Export Legal Assistance Network, otherwise known as ELAN. As an enticement to the red-tape-phobic would-be trader, the ELAN folks will sit you down with a volunteer trade attorney who’ll answer all your questions—for free! After the initial consultation, you can either sign on with the volunteer as your permanent trade attorney or take your newfound knowledge and hit the road without a backward glance.


You can also find a reliable import/export attorney by asking for referrals from associates in the field or your international banker, but with the ELAN program, what have you got to lose? Contact the Export Legal Assistance Network at www.exportlegal.org or through the SBA’s Small Business Answer Desk at (800) U-ASK-SBA. You can also check out www.lawyers.com and look for an import export lawyer.
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The Export Legal Assistance Network (ELAN) is a jumping-off point for traders with legal questions. National Coordinator Judd Kessler spoke to us from his Washington, DC, office about the group’s behind-the-scenes work.


According to Kessler, fear is one of the greatest obstacles for people interested in becoming a professional importer or exporter. One cause for this fear is lack of familiarity with legal issues. Kessler says that is what ELAN is there for—to allay those fears. A service of the Department of Commerce, ELAN has over 250 legal counselors in 70 cities who provide import/export legal service in addition to their daily legal pursuits. Since 1984, the group has performed free initial legal counseling sessions for both new and established traders.


You only get one call, so do your homework first. Know your product(s), your target market(s), and your representatives, as well as how you’ll be paid. “Above all else,” says Kessler, “have a business plan in place.”


The ELAN lawyers hear many kinds of issues on the phone, from questions about foreign trade agreements to how to avoid risks, customs concerns, trademark registration, and more. Kessler advises traders to be conscious of export regulations and terrorism concerns. Make sure you check that your product(s) and target market are not on the U.S.’s forbidden list. Kessler says ELAN has advised exporters of products ranging from liquid-dispensing and bottle-filling equipment (how did you think your Heinz 57 got in the bottle?) to scrap metals.









Details, Details


We’ve given you a peek at what’s involved in starting up an import/export business, and we’ve investigated the basic underpinnings of the business. Remember, however, that expenses, licenses, and fees can crop up, depending on what you’re importing and exporting, to where and from whom. Do your homework, and look before you leap into that cargo hold. The more you know about running an import/export business, the better a trader you’ll be. With that in mind, check out the next chapter.









CHAPTER 5


Daily Operations


Now that you’re versed in the ins and outs and whys and wherefores of import and export in general, let’s take a look at operations. In this chapter, we explore what an international trader’s daily work life is really like, what sorts of tasks you can expect to perform on a routine basis, and how they’re completed.


Trading Particulars


Let’s face it. Most beginning traders do not have it in their budgets to sail off to Africa in search of the latest handcrafted items or jet to France each November to sample the fresh bottles of Beaujolais Nouveau. Most traders starting out do their footwork on the information superhighway, not the autobahn. Chances are good you’ll spend much of your time online.


What, exactly, you’ll be doing online during your peak hours and beyond will depend upon how you have structured your services. Some traders act only as sales representatives, finding buyers and taking commissions. They choose to steer clear of the shipping, documentation, and financing aspects of the deal. Others are happier offering a full line of services, buying directly from the manufacturer and taking on all the responsibilities of the transaction from shipping to marketing. These traders often specialize in either import or export and stick to the merchandise industry they know best.


The Exporter at Work


No matter how exotic you want to get, your most basic tasks will be obtaining merchandise, selling it, transporting it, and getting paid for it. Because exporting is usually considered to be easier than importing (less red tape), we’ll start with an exporter’s project. But even if you have your heart set on importing, pay close attention. Exporting and importing are two sides of the same coin, so what you learn here will stand you in good stead whether you’re shipping into or out of the country.


The Export Path


Let’s discuss what the export process is for products in general. Say you’ve found a buyer for your merchandise. So now what do you do? Follow the export path:


       1.    Generate the pro forma invoice. We have provided a checklist of what the pro forma invoice should include in Figure 5–1, page 60, and we will also go over it in detail in the next section. Give the importer a quote on your merchandise; negotiate if necessary.


       2.    Properly classify merchandise with correct Harmonized Tariff Schedule (HTS) code. (See Chapter 6.)


       3.    Determine if your merchandise has an Export Control Classification Number (ECCN). (See “Export Control 101,” page 66.)


       4.    Screen merchandise against U.S. Export Administration Regulations (EAR) to determine if it requires an export license. (See “Export Control 101,” page 66.)


       5.    Screen all parties in your export transactions against the various governmental Restricted or Denied Parties lists to ensure you’re not shipping to someone you shouldn’t be. (Once again, see “Export Control 101.”)


       6.    Receive the letter of credit (L/C) from your bank.


       7.    Fulfill terms of the L/C.


              a.    Have the merchandise manufactured if necessary.


              b.    Make shipping and insurance arrangements.


              c.    Pack the merchandise.


              d.    Have the merchandise transported.


              e.    Collect shipping documents.


       8.    Present shipping documents to your bank.


       9.    Pass Go. Collect your payment and give yourself a pat on the back!


Now keep reading for a discussion of each of these procedures.
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Make sure to check that your proposed goods to export don’t require an export license. Also remember that comprehensive U.S. embargoes prohibit persons from engaging in trade, commercial, or financial transactions involving Crimea (region of the Ukraine), Cuba, Iran, N. Korea, Sudan, and Syria. And remember that exports to the following countries are prohibited without licensed authorization: Crimea (region of Ukraine), Cuba, Iran, N. Korea, Sudan, and Syria.









The Pro’s Pro Forma


Let’s say you’ve noticed on your trips through Italy that while the Italians are the original experts on gourmet coffee drinks, nobody takes their beverages “to go.” After doing some culture research to make sure Italians don’t hate everything to do with drinking on the run, you’ve decided that “go cups,” those ubiquitous insulated mugs, would go over well in Italy. You’ve contacted a Miami manufacturer and gotten his OK to represent his product (which we’ll now call “yours”). Then you’ve contacted an Italian company and sent them your brochure and price list and, when they asked for it, a sample. They love it! And they email you with a request for a pro forma invoice.


The pro forma invoice is a quotation—an invoice that the buyer gets to approve before it becomes fact. Keep in mind, however, that once your buyer accepts it, you’re stuck with it, too, so think it through carefully. It contains a lot of information, including the following:
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FIGURE 5–1: Pro Forma Invoice Particulars


      [image: ][image: ]  Price


      [image: ][image: ]  Shipping date and terms


      [image: ][image: ]  Letter of credit information, including bank to be used and expiration date


      [image: ][image: ]  Necessary documents


      [image: ][image: ]  Packing or labeling requirements


Check out the sample pro forma invoice, Figure 5–2, on page 61. The From, To, and Date sections should be self-explanatory. (If they’re not, we’ve got some real problems.) Below the date is your quote for the number of cups you understand the importer wants and the amount you’re charging per cup. USD is international code for U.S. dollars. (For other currency codes, see Chapter 12.) Because Canada, Australia and other countries also use dollars, quoted with the $ sign, the use of “USD” makes a clear reference to U.S. currency.
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Get quotes from your freight forwarder before you send out your pro forma invoice. If you guesstimate, without checking, that it will cost you $200 to ship the cups to Rome, and in reality the cost is $2,000, you’ll lose profit—and give yourself a headache.
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FIGURE 5–2: Sample Pro Forma Invoice
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FIGURE 5–3: Pro Forma Invoice


The term EXW on the next line means “Ex Works,” or at your works—your (or your customer’s, the manufacturer’s) shop, warehouse, or factory. This tells the Cappuccino Imports people the price for 5,000 go-cups if they arrange to pick up the shipment at your place. The term CIF on the next line is import/export shorthand for cost, insurance, and freight. This is your price—after adding in freight costs—if you pay for shipping the 5,000 go-cups, insured, to Rome, which, of course, will make it much easier for the Cappuccino Imports people to pick them up.


You won’t see the little numerals in the Terms & Conditions section on most pro forma invoices. We’ve put them in to make it easier to explain each point. So are you ready? Follow along on the sample in Figure 5–2 on page 61:


       1.    A sight letter of credit means a letter of credit, a sort of bank draft, paid as soon as you’ve fulfilled the conditions spelled out in it. This is in contrast to a time or term letter of credit, which gets paid after a period of time.


       2.    The 2 percent discount is an incentive for the Cappuccino Imports people to prepay, but it’s not something they have to do. And, of course, you can make the discount, assuming you want to offer it, any amount you like.


       3.    This item is a hint: Italians, it would be nice if you opened the letter of credit at The Bank of Berry. As the exporter, you can specify that it must be opened at your own bank, but here we’re giving them an option.


       4.    This is another little courtesy. It will save the Cappuccino Imports people some money and, in this case, won’t cost you a whole lot more. Again, though, make sure you’ve figured your packing costs properly before offering the quote. When you’re shipping items like fine china or crystal, packaging and packing is going to be a much bigger issue than it would be for plastic cups. And when you’re shipping steak or seafood, it’s also going to be a big issue, so get in the habit of checking this stuff out before you open your pro forma mouth and insert foot.


       5.    This protects you from the buyers’ hemming and hawing until sometime next year or the year after when it might cost you more to obtain the go-cups.


       6.    This item gives you time to have the cups manufactured, packed, and shipped before the letter of credit runs out. You don’t have to stipulate this amount of time; pick what’s comfortable for you and your supplier. Keep in mind that you may need to have the cups specially labeled or include some kind of user information, such as whether they are dishwasher safe or contain hot beverages that may burn, and that this will have to be translated into Italian. All this can take extra time. Also be sure to allow for plenty of shipping time. There’s nothing worse than finding out that the ship your cups are booked on sails one week before they’re ready to go.


And at the bottom of your invoice, don’t forget the Thank You! People the world over appreciate courtesy. It will often take you further than you’d imagine.


Documentation


There’s one other item to think about on a pro forma invoice: special documents. Some countries require certification for certain items—for example, food and pharmaceutical goods. Other countries, particularly those in Latin America, the Middle East, and some Sub-Saharan countries, tend to require legalization or consularization of documents, which is another way of saying they like to have a special fee paid for the privilege of stamping the document “legal.” Many countries have abolished this requirement, as the process makes it extremely difficult (if not impossible) to document via electronic methods.


Frequently, your customer will inform you of this requirement when she asks for your pro forma invoice. But don’t assume. Do your homework. Check with your freight forwarder. If he thinks special documentation will be required and your customer hasn’t asked for it, make sure your invoice says “Price does not include legalization” or whatever the documentation may be. Bring the issue up again in the cover letter you send with the pro forma invoice. Make sure you’ve covered all the angles.


Take a Letter


Now, about that cover letter. This is another “courtesy stamp” that can set you apart as the kind of company potential importers will want to work with (see Figure 5–4, page 65). The first paragraph speaks for itself: It thanks your customer for his order, reiterates what he’s purchasing, and indicates that you plan to work with him over the long haul—you’re not just a fly-by-night operator. He’s now got a friend in the business: you.


Paragraph two offers two important points. It asks whether the order will be prepaid by check or whether the customer plans to pay by letter of credit, otherwise known as an L/C. The opening bank is the customer’s bank. This bank cannot issue a letter of credit number until the letter of credit itself has been issued. So what you’re saying here is “Tell me the L/C is on its way.”


The last paragraph is essentially a faxable, or online, smile and handshake, the same treatment you’d give your Italian customer if you were dealing with him in person. Don’t hesitate to use it!


Now, how are you going to get this terrific cover letter and the pro forma invoice to your customer? Not necessarily by mail. Anyone who’s had the experience of sending a “wish you were here” postcard from a foreign land knows you usually arrive home long before the postcard does. Mailing documents to other lands is not a speedy process. And in Third World countries with shaky infrastructures, it can be downright miraculous if your mail arrives at all.
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FIGURE 5–4: Sample Pro Forma Invoice Cover Letter


Many international traders still rely on the good old fax machine, but with more countries becoming computer savvy, email has quickly made its way to far-off lands. It’s quick, it’s reliable, and it’s inexpensive. You’ll probably do a lot of your preliminary negotiations by email, which is even faster and less expensive. You may decide that a faxed pro forma invoice, a sheet of paper your customer can hold in his hand, lends a more formal note, providing your customer has a fax machine—remember, they are far less popular than they were 20 years ago. You may also consider emailing your documents with a request for receipt as well as faxing them so you have all bases covered and have proof that contact has been made with your client.
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Include a descriptive headline on all emails, particularly if some action is required. Be specific. If you wish to know the price of a specific Grecian urn and you need to know ASAP, don’t just write “Grecian Urn” in the header. Instead, write “Action Requested: Need Grecian Urn Quote by Tomorrow.” Also make sure they know who sent it. If you have employees, or they only know your company name and not your name, make sure the “from” is familiar to them.









Export Control 101


All items exported from the U.S. must have an Export Control Classification Number (ECCN). This is a five-character code. Take, for example, 4B994. The first digit refers to one of ten different broad classifications for items. In this case, the 4 indicates a computer-related item. We won’t go into all the additional characters, as this classification system is complicated.


How do you come up with the ECCN number for your product? There are three ways:


       1.    Determine it yourself. You can look at the alphabetized index to the Commerce Control List (CCL) on the U.S. Export Administration Regulations (EAR) website. Go to www.bis.doc.gov/index.php/regulations#ear. Select “Commerce Control List (CCL) Index” to download a PDF.


       2.    Go to the source: the manufacturer. Often manufacturers know the ECCN. They may also know what countries require a license for that product.


       3.    Submit a classification request online through Simplified Network Application Process Redesign (SNAP-R). Go there via www.bis.doc.gov and select “SNAP-R” under “Licensing.”


The BIS and EAR websites will also provide you with information about whether your items need an export license. In addition, you can find the Restricted or Denied Parties lists there.


Let’s Talk Shipping


Now that you’ve gotten a feel for the pro forma invoice, let’s talk shipping terms. Remember that your price quote will vary depending on how you or your customer decides to send the merchandise. In the coffee go-cup order, for example, there’s a $1,000 difference between the price if the customer arranges for the order to be picked up or if you send it off to Rome for him. Your freight forwarder can make all these actual arrangements for you and carry them out, but you need to understand them to quote your prices profitably.


International shipping terms are sometimes referred to as “Incoterms” (short for international commercial terms) and are published by the International Chamber of Commerce (ICC). Incoterms® are a worldwide standardization of definitions, used in shipping documents. Most shipping terms can be used interchangeably for air, sea, and ground transportation. In Figure 5–5, page 68, you’ll find a handy list of shipping terms you can keep on hand as you learn the ropes. Here are the most common terms.


Ex Works (EXW)


This one you already know! This is where the merchandise is picked up at your “works”—your shop or warehouse, or your supplier’s warehouse or factory. The unstated agreement here is that you’ll have the product ready to go, properly packaged for shipping, stacked on a shipping pallet if necessary, and properly banded and labeled. You’ll also, of course, have the merchandise ready and waiting at the time the customer has specified for pickup.


In an EXW transaction, your responsibility for the merchandise ends when the customer, or his representative, picks up the goods. He’s taken legal possession or title. If the go-cups are lost at sea in a freak storm or are blasted out of the sky by the aliens, you’re off the hook and you still get paid under the terms of the letter of credit.


Free Carrier (FCA)


This is the same thing as EXW, except that it means you’ll load the truck or minivan or whatever carrier the customer sends to pick up the goods. Because this is basically a courtesy, you should plan on charging the same price for FCA as you would for EXW. You won’t see this term used for ground transportation—when you’re shipping by truck or rail—because in this case it’s basically the same thing as FOB, which is described later.
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FIGURE 5–5: Shipping Terms on Parade


Free Alongside Ship (FAS)


This means that you, as the exporter, will have the merchandise delivered, just as it sounds, right alongside the ship (or air carrier). In other words, instead of just having the goods ready for pickup, you’ll deliver them to the ship or plane to be loaded. “Ship” can also mean a warehouse in the port area where the steamship line will later pick up the go-cups and whatever other goodies are waiting for pickup and take them to the ship. The point is that you pay for transportation to the ship or ship’s warehouse, whichever your customer has specified, and you have responsibility for the cups until the shipping line representative signs for them and takes over the title. If the coffee cups meet with a nasty accident on the freeway in this instance, they’re your responsibility and your problem. You’ll have to replace them if you want to receive payment.


How much do you charge for FAS delivery? That’s up to you. If you live near the point of delivery and the load is light, say, 50 Styrofoam statuettes, you’ll probably hop into your station wagon and deliver them yourself. Or you might call UPS or Joe’s Cheap Delivery Service.


But chances are you’ll rely on a common carrier, one of those fleets of semis you see rumbling down every interstate in the land—especially if you live someplace like Pocatello, Idaho, which is not exactly next door to a major seaport.


Free on Board (FOB)


This term means that you not only have the merchandise delivered to the port, but you also see that it’s loaded on board the ship, or vessel. Here you’re taking on several additional charges. For starters, there’s the transportation fee to the port. Then there are the terminal receiving charges (TRC), or wharfage, which the shipping line charges to load your go-cups onto the ship. And then there’s the freight forwarder’s fee.


In this instance, your responsibility does not end until the merchandise is safely loaded onto the ship and signed for by the captain or his representative. So, again, you can charge what you like for the added anxiety.


Be sure you check with your freight forwarder before committing yourself to an FOB price quote. Steamship line prices can vary among ports. And trucking or common carrier prices will vary among cities and can even change with fluctuations in fuel prices. You’ll also want to double-check the matter of legalization or consularization fees, because if they’re necessary, you’ll have to supply your importer with a certificate of origin, packing slip, and invoice stamped by somebody in the importing country’s local American embassy. What’s a certificate of origin? A form signed by your local chamber of commerce verifying that the product was manufactured in the United States.


FOB prices are usually requested and quoted with the port of departure listed, as in FOB airport, Seattle, or FOB vessel, Panama City, Florida, or just FOB Panama City, Florida, without the words “vessel” or “airport.”
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If a particular shipping port or airport is mentioned, make sure to use it. If the letter of credit specifies Los Angeles International Airport (LAX) and you ship out from nearby Burbank, you could end up not getting paid because you didn’t follow directions. Avoid this by simply stating California Airport or West Coast Airport.









Cost and Freight (CFR)


Here you’re taking on even more responsibility. This means you’ll not only transport the packaged go-cups to the port or airport and have them loaded onto the ship, but you’ll also pay the shipping charges. You might see CFR written as C+F or C&F, but these are elderly forms that have mostly been retired from service.


Cost, Insurance, and Freight (CIF)


You might recognize this one from the pro forma invoice. It means that you’re paying to ship the coffee cups to Rome and you’re also paying the insurance to cover their safe arrival. Marine insurance usually includes transportation to the port as well as on board the ship, so if something hideous happens anywhere en route, you’re responsible, but you’re also insured. Again, as in every example above, you can tack on whatever fee you like. CIF prices and quotes are written with the destination listed, as in CIF Rome. The seller will have to contract for insurance to cover buyer’s risk against loss or damage to the goods.


Carriage and Insurance Paid To (CIP)


This one tacks on one more stipulation. You’ll arrange and pay for having the coffee cups insured, trucked to the port or airport, shipped or flown to Rome, and then delivered directly to your customer’s door (or other specified location) by local ground transportation. Of all the shipping terms we’ve just reviewed, this is the only one you won’t see applied to air freight as well as ocean. Why? Because CIF and CFR will cover your shipment. You also won’t see this term used for ground transportation. The seller will have to contract for insurance to cover buyer’s risk against loss or damage to the goods.


Carriage Paid To (CPT)


In this case, you arrange to sell the goods and deliver them to either your customer, or someone else as determined by the buyer (your customer) at an agreed upon location. For instance the buyer might have a specific warehouse in which you both agree that the coffee cups should be delivered. The seller is responsible for paying the costs of the carriage necessary to transport the good to the agreed upon destination.


Delivered Duty Paid (DDP)


Not to be confused with DDT, DDP is like CIF, except that besides having the coffee cups insured and shipped to Rome, then delivered to your customer’s door, you also pay all customs duties. This is not so hot for you as the exporter (although you’ll do your homework before you agree so you know how much money to tack onto your invoice, right?). But if you’re the importer, especially a newbie, it’s a nice way to have someone who knows the ropes take over the tough stuff. You should be aware, though, that DDP is not the most common way for the exporter to ship, so don’t expect to have it handed to you without some negotiation.


Delivered at Place (DAP)


In this scenario the seller will actually deliver the goods and place them at the disposal of the buyer on the arriving means of transport. The goods should be ready for at the designated place of destination. At this designated place, the risk transfers from the seller to the buyer.


Delivered at Terminal (DAT)


In this case the goods are delivered and unloaded from your means of transport and placed at the terminal of the arriving seller. A terminal can be a warehouse or anyplace else the buyer designates, and you both agree upon. You don’t want to be out on a wild goose chase, son make sure you know where the buyer want s you to go. At designated location, the risk shifts from the seller to the buyer.
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The insurance granted by an airline’s waybill is not the same as the insurance certificate that may be required on your letter of credit. Make sure you’ve got the real thing or you may not be in compliance with the L/C, which means you may not get paid.









Carrying the Day


While you might book yourself on any one of a plethora of ritzy cruise lines with six pools, three movie theaters, and ten restaurants, there are only three types of ocean carriers on which to place your merchandise:


       1.    Conference lines. This is an association of carriers that join together in ocean freight conferences to establish common shipping rates and conditions. They offer two fee schedules—the regular one and the lower one they’ll give you if you sign a contract to use only their ships during the contract period.


       2.    Independent lines. These lines operate on their own and usually offer rates that are about 10 percent lower than their conference competition. So why wouldn’t you just go with them and forget the conferences? Because the independents’ space is based on availability, and there isn’t always room for your goods.


       3.    Tramp vessels. This is the kind of ship Indiana Jones sailed back to the States with the Lost Ark on board. They can be conference or independent, but they’re called tramps because instead of operating on a fixed schedule, they tramp around the world, seeking out whatever bulk cargoes might be available at the last minute.


Just Say No


Listen up, importer! It’s not always in your best interest to let the exporter ship her merchandise CIF (cost, insurance, and freight). Having her pay the freight and insurance and handle all the paperwork may sound wonderfully simple (and it is), but the money will come out of your pocket anyway. Possibly more than is necessary. Why? She might tack on a tidy little sum for her trouble. Or she might not have gotten the best price.


So do your homework. Ask for the weight and dimensions of the shipping containers and how many containers there will be. Then get on the horn with your customs broker and get your own price quotes. If you discover that you can do better than what the exporter has quoted, renegotiate. Say you want your goods shipped EXW (ex works), FCA (free carrier), or FOB (free on board). Then make sure the letter of credit specifies your preferred carrier.


On the other hand, if you’re a newbie importer and you decide that the difference in price between the exporter’s quote and the ones you’ve received is minimal, it might just be worth it to let her carry the ball—at least for your first few forays until you learn the shipping ropes.


The Import/Export Referee


Now that you know how to get your merchandise shipped, let’s talk about getting paid. Over the centuries, international traders have devised the letter of credit (L/C) as an honorable, safe method of ensuring that the importer gets the goods he’s paid for in the manner he wants them shipped from an exporter who could be halfway around the world. At the same time, the letter of credit assures the exporter that he will get paid for his merchandise once he’s sent it across international borders to someone he may never have seen up close and personal.


The letter of credit does this by acting, with the help of the bank, as a sort of import/export referee, making sure that the exporter has carried out the importer’s instructions down to the last dotted “i” and crossed “t” before it hands over payment to him. For the exporter’s peace of mind, the letter of credit guarantees that his payment is already in the bank and that once he’s carried out the instructions embedded in the L/C, he’ll receive the money.
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FIGURE 5–6: Exporter’s Letter of Credit Checklist


A letter of credit, sometimes also called a documentary credit, is often abbreviated as L/C. Let’s run through a letter of credit transaction and show you exactly how the whole thing works. Letters of credit can take on various “looks,” from the flowery formal business letter to the snappy let’s-get-to-the-point list to the unimaginative—but often successful—fill-in-the-blanks form, depending on the issuing bank’s modus operandi. But whatever the style, each L/C will contain the same information and will be used the same way. Figure 5–6, page 73, provides a checklist summarizing the preliminary considerations an exporter needs to make in obtaining an L/C; for importers, look at the checklist in Figure 5–7, page 74. Then check out Figures 5–8 and 5–9 on pages 75 and 78, respectively, to get an idea of what typical L/Cs can look like.
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FIGURE 5–7: Importer’s Letter of Credit Checklist


Tale of an Importer


Signore Franco of Cappuccino Imports zips down to his bank, the Banco della Roma, and applies for a letter of credit in the amount of USD 16,000, the amount he needs in order for the exporter, Coffee Holic, to send him the 5,000 coffee go-cups CIF Rome. (CIF, remember, is cost, insurance, and freight paid to Rome.) The bank checks Sr. Franco’s account to make sure he has USD 16,000 available. The bank may (or may not) freeze this sum until the letter of credit becomes payable.


As the importer, Signore Franco could be called either the applicant or the opener, since he’s the person applying for, or opening, the L/C. The exporter (in this case, Charlie) is called the beneficiary because he ultimately receives the deposit into his account.




[image: FIGURE 5–8: Sample Letter of Credit #1]





FIGURE 5–8: Sample Letter of Credit #1


You should note that the Banco della Roma is an international bank and is familiar with L/Cs. If Sr. Franco had gone to a dinky bank without an international department, then either he’d have been bundled out the door to find another bank to work with or his bank would have found an international affiliate to help it through the ropes. But in this instance, it’s not a problem.




 






warning
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Unless otherwise stated, a letter of credit is irrevocable. This means that once it’s been opened, neither the importer nor the exporter can change his mind about anything in it without a tremendous amount of hassle. So whether you’re acting as importer or exporter, make sure you know, understand, and can carry out what you’re committing to.






 





Sr. Franco tells his bank exactly which documents he’ll want from the Coffee Holic people. In this case (see Figure 5–8, page 75), he’s asked for the following:


      [image: ][image: ]  Full set of clean, on board air bills of lading, issued “to order”


      [image: ][image: ]  Commercial invoice, original and five copies


      [image: ][image: ]  Packing slip, original and five copies


      [image: ][image: ]  Insurance certificates


Sr. Franco’s bank neatly condenses all this into L/C format and sends the letter of credit to the Coffee Holic people’s bank in Berry. When The Bank of Berry receives the L/C, it sends it on to Charlie Holic, the exporter. Again, if Charlie’s bank is the dinky-town type and doesn’t know how to deal with L/Cs, it will either send him packing or find an international bank to help with the transaction, and charge a fee for doing so. But, as in Rome, this bank is used to dealing with letters of credit.


The importer’s bank is called the opening, originating, or issuing bank, while the exporter’s bank is known as the advising bank because it advises the exporter of the L/C.


So now the ball is in Charlie’s court. It’s up to him to carry out every detail of the letter of credit exactly as it’s spelled out. This includes using a particular ocean carrier or sending the go-cups from a particular port, if that’s what’s specified. Here, Charlie has it pretty easy. He can ship from any East Coast port on any carrier, so long as the cups end up in one piece in Rome on or before October 1, 20XX.


Once the coffee cups have made it to Rome, Charlie takes a trip to the bank with all the documents—including the bills of lading (which are the documents that establish the terms of a contract between a shipper and a transportation company, which the shipper pays for), the commercial invoice with all its copies, the packing slip with all its copies, and insurance certificates—proving that he’s done his job as set out in the letter of credit. The bank people, in their capacity as “import/export referee,” check over all these documents and assure themselves that everything is fine. Then they have Charlie’s payment, which has been waiting patiently all this time in Sr. Franco’s account at the Banco della Roma, transferred to Charlie’s account.


Meanwhile, back at the FedEx counter, all the documents Charlie (or his freight forwarder) assembled in the course of shipping the coffee cups are sent to the bank in Rome to be handed over to Sr. Franco.


End of transaction. Pretty simple, really!


Something Smelly in Denmark


All letters of credit are generated through banks. Usually, the importer will arrange for your bank to be the advising bank, but occasionally he’ll use another American bank. If this is OK with you, go for it. If not, you can ask that your bank be included in the loop. You’ll have to pay its fees on top of whatever other bank charges you’re committed to, but you’ll have the security of knowing that the folks you’re familiar with are on the job.


If you ever receive an L/C directly from an importer, be on guard! Letters of credit can only come from banks, so an L/C generated by any other entity is a dead giveaway that something is smelly. Turn the letter of credit over to your international banker and let him or her take it from there.


The L/C Revue


Now that you understand why and how a letter of credit works, let’s go over each item in the L/C in a sort of choreography, one step at a time. Follow along on the Sample Letter of Credit #2, Figure 5–9 on page 78, as we review (or is that revue?).


         1.  This gives the basic information—who the L/C is from, who it’s written to, how much money it’s for, and in which currency. It’s also important that it states that this is an irrevocable letter of credit. This is standard operating procedure, but worth repeating. Never accept a revocable letter of credit, because that would mean the importer could back out of the deal any time she felt like it. This section also gives the information that this L/C is available at sight. As you already know, this means the money will be paid as soon as the terms of the L/C are met; it’s not a time draft to be paid out over a designated period.


         2.  This section spells out that the merchandise is to be sent CIF (cost, insurance, and freight) by sea. How do you know this? Because it calls for a full set of clean on board bills of lading, for starters. Bills of lading are forms issued by the sea, land, or air carrier to verify the merchandise they’re transporting. The term “on board” is used by steamship lines to indicate that, yes, the merchandise is on board the ship as opposed to sitting on the dock. This way, the exporter knows his product is actually underway and not baking in the sun waiting for the next available ship to come along. Full set is another term used exclusively by steamship lines and refers to the three original bills of lading traditionally issued and signed by the captain or one of his subordinates, so that’s how you know the order is to be sent by sea. The steamship line people, who enjoy getting repeat business, will provide you with as many copies marked nonnegotiable as you need.


              To order of shipper means that the merchandise is consigned to the steamship line and not to the importer, although the shipper will turn the goods over to the importer when they reach their destination. The applicant, to be notified when the merchandise reaches its destination, is the buyer (in this case Cappuccino Imports). Last but not least, the section clearly says freight prepaid—and that’s how you know that the coffee cups are being sent CIF. Got it? Good!


         3.  This sentence says that the beneficiary (the exporter, remember?) must provide not a pro forma invoice, but the familiar, ordinary one he uses for routine transactions, signed in his own hand, along with five copies.


         4.  The packing slip called for here is, like its compatriot, the invoice, not some exotic hybrid but the ordinary, everyday packing slip with copies that Charlie Holic uses all the time.


         5.  An insurance policy for your merchandise is a must and is not difficult to obtain. Your freight forwarder can make all the arrangements. The acronym SRCC (or SR & CC) means strikes, riots, and civil commotion. The importer wants the coffee cups covered for risks, such as storms at sea, running up on reefs, or run-ins with icebergs (yes, he’s seen Titanic). And he also wants the shipment covered for possible torpedo or other war damage and any other violent act of man that can be thought up.


         6.  This one’s simple: These are the 5,000 go-cups precisely as spelled out in the pro forma invoice. Type in this same phrase describing your merchandise per pro forma invoice dated (whatever) on every document you ultimately hand over to the bank.


         7.  This one’s simple, too! For review, remember that “East Coast port” gives Charlie Holic the freedom to choose any East Coast port he wants to ship from.


         8.  Another obvious one—the destination port.


         9.  This is the absolute latest date for the carrier to leave port with the merchandise on board—the last possible date Charlie Holic can send his coffee cups off to Rome. One day later and he runs a serious risk of not getting paid because he’s violated the stipulations in the letter of credit.


       10.  The date of expiry is the date the letter of credit expires. Like time and tide, the L/C waits for no one. If you aren’t at the bank by the date of expiry with all your documentation in hand, and correct, you don’t get paid.


       11.  Part or partial shipments are those sent in batches rather than as a complete set. Cappuccino Imports might want Coffee Holic to send a part shipment if it planned to sell only, say, 1,000 go-cups at a time and didn’t want to warehouse the entire 5,000-cup order. In this case, though, the importer is eager to get all the merchandise at once. And he doesn’t want to pay the extra expense of multiple shipments.


       12.  Transshipment is the cargo opposite of nonstop. In other words, it means that the merchandise is off-loaded somewhere en route to the final destination, new bills of lading are issued, and the whole process starts over again. Not nonstop and not fun to keep track of.


       13.  This section spells out how long the exporter has to get the shipping documents (bills of lading, invoices, and packing slips) to the importer so that he has them ready to show his home-turf customs people when the merchandise arrives. It’s not cool to make him wait for the documents because, if the goods arrive before the documentation, he’ll have to leave all those eagerly awaited coffee cups sitting in a warehouse and pay storage fees. Sending documents ASAP will ensure you have a customer for life. And ensure that you get paid ASAP! Note: If the L/C doesn’t specify how much time you have to send your documents, then you have 21 days.


       14.  This means that the beneficiary, or exporter, will pay his own bank’s L/C charges and the importer will pay the fees charged by his bank. Occasionally, either exporter or importer will pay all fees. When do you pay? Not to worry—your bank usually deducts the charges from your L/C payment before it turns the funds over to you.


       15.  This, remember, is the importer’s bank.


       16.  When your bank confirms the letter of credit, it is saying that, so long as you conform to the terms of the L/C, it will pay you, come hell or high water.
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FIGURE 5–9: Sample Letter of Credit #2
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Customs doesn’t inform importers of shipment arrivals. This is the responsibility of the shipper or some other designated party. If you’re the importer of merchandise arriving at an American port, find out in advance the scheduled loading date at the foreign port and also the scheduled arrival date. Then follow up. If the paperwork isn’t presented to customs within 15 days of arrival, the goods will be transferred to a warehouse, and you’ll pay for storage.











 






   [image: ][image: ] I, Applicant





As the importer, you get to apply for the letter of credit. Your bank will provide you with a form on which to submit all the necessary information. You can check out the sample in Figure 5–10, page 81, to see what the finished product will resemble.


Now, about those bank charges. If you don’t already have an account with an international bank, you will be required to place all the funds guaranteed by the L/C into the institution’s coffers. If you’re already a customer with a gold star next to your name, the bank will set you up with a line of credit against your account. Either way, the bank sets the L/C funds into a sort of escrow account and holds them for you until the close of the transaction.


Aside from the money you need to pay the exporter, of course, there are various bank fees for letter of credit transactions. These include advising, assignment, payment, and transfer fees. The exact charges will depend on the bank, but you can expect to pay between $1,000 and $1,500 for a $50,000 transaction. Talk to your banker before you embark on a project.
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Be sure your insurance covers your merchandise from your driveway to the importer’s door. Don’t leave gaps in the coverage area; strange things can happen on piers or in air cargo bays.











[image: FIGURE 5–10: Sample Request to Open L/C]





FIGURE 5–10: Sample Request to Open L/C
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Some exporters who deal with importers in volatile areas, like parts of Africa or the Middle East, arrange for a bank in a stable country to confirm the L/C so that they’re guaranteed payment.









The Negotiator


A negotiable bill of lading is like a signed check with nobody’s name on the “pay to the order of” line. The shipper can give it—and thus the merchandise it describes—to anyone you choose. So if something goes wrong with the letter of credit after your shipment has already arrived on foreign shores and your customer won’t accept the merchandise, you can hustle and find someone else to buy it.




 






aha!
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Think before you react. If things are not going your way, hold off before you fire off a nasty phone call or email. Even a one-minute delay can help.











 






   [image: ][image: ] A Day in the Life





What does a trader’s day really look like? What does he do in between preparing pro forma invoices, requests for letters of credit, and shipping documents? Here’s a behind-the-scenes peek, courtesy of Michael R., the international trade consultant in Germany:


              [image: ][image: ]  First hour. Read statistics printed overnight by the computer to see if each representative/agent has fulfilled his plans, and initiate changes if necessary.


              [image: ][image: ]  Work on the internet for one or two hours to see what inquiries have come in, then answer them personally or forward them to past or present clients who may be interested.


              [image: ][image: ]  Have short meeting with colleagues to see if assistance is needed, then support them or troubleshoot.


              [image: ][image: ]  Look at the day’s newspapers, in print or online, to see whether there’s any movement within my industry on which I should act fast.


              [image: ][image: ]  Take a coffee break.


              [image: ][image: ]  Look at the mail and check your email to handle or forward items.


              [image: ][image: ]  After lunch, take time to reflect on what has, and what should have, happened.


              [image: ][image: ]  Discuss problems and/or chances for the future with prospects and/or business partners.


              [image: ][image: ]  Look again at email and the internet for any news or try to find new situations.


              [image: ][image: ]  At the end of the day, there should be about an hour to discuss again with colleagues how the day went and/or problems that came up.


              [image: ][image: ]  One or two evenings a week, attend business events or meetings with partners for discussion.






 





A non-negotiable bill of lading, on the other hand, is like a check made out to a specific person. Only that person (or company) can take receipt of the merchandise; if something goes wrong after it arrives on foreign shores and you want to sell the goods to someone else, you’ll have to start the whole shipping document process over again.


Oops!


This is all terrific, you say, but what happens if somebody goofs? Surely, since life is full of surprises, someday something will go wrong with the letter of credit transaction. Well, you are right. So what do you do?


Panic! No, just kidding . . .


Keep your wits and call your bank. Your bank then contacts the importer and explains the problem, euphemistically called a discrepancy, such as, “The air carrier screwed up and delivered the merchandise 30 miles from where it should have landed.” Or “Because of calving icebergs, the ship is still in the North Atlantic, 500 miles (and two days) from where it’s supposed to be.” The importer can then forgive these little transgressions and agree to pay you anyway. Or she can decide not to accept the whole shebang, and the letter of credit is immediately rendered null and void. Then all your carefully gathered documents get returned to you.
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Ask your international banker for a copy of UCP 600, otherwise known as ICC Uniform Customs and Practice for Documentary Credits. The latest version is from 2007, and you can order it from the USCIB bookstore at www.uscib.org/ucp-600-ud-4465. It is published by the International Chamber of Commerce. This must-read document sets forth the guidelines for all letter of credit transactions.






 





So what happens to your merchandise, the stuff that’s sitting in the North Atlantic or on an airstrip in East Nowhere? If you can’t come to an agreement and save the deal, you can have the merchandise put into a warehouse while you find a new buyer. You’ll have to start all over again with a new letter of credit and new shipping documents, but you can still sell those goods to somebody else.


Is That All There Is?


So you’re probably thinking, Is that it? One mistake and kaboom! All my work goes down the tube? Well, not necessarily. You can always ask the importer for an amendment to the letter of credit. After your bank contacts her bank, which then contacts her, she may agree to extend your deadline, which is great! Or she may agree to extend the deadline but penalize you by lowering the price, which is not so great. So keep in mind that you don’t have to accept the amended L/C that comes down the pike to you.


Here’s what you do if you don’t like the amended letter of credit: Pop on down to your bank, hand over the darn L/C along with a letter stating that you are rejecting the thing, and have them give you a receipt. Then, send a letter to the importer telling her why you’ve rejected her amended L/C. Hopefully, she’ll generate another amendment and you can get your deal back on track.


Cash Is King


Although the letter of credit is the safest way to ensure payment (especially for newbies) and is a common method of payment, there are other ways to negotiate an international trade transaction. Here’s a rapid-fire list of other ways and means:


      [image: ][image: ]  Cash in advance


      [image: ][image: ]  Open account


      [image: ][image: ]  On consignment


      [image: ][image: ]  Collection draft


Cash is always good, so you might think (and rightly so) that the first of this lot is the best. But the other methods have their good points, too. Let’s go over each transaction in more detail.
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The best and brightest way to avoid the whole L/C discrepancy mess is to give yourself a little more time than you actually think you’ll need when you quote time periods in your pro forma invoice. Build in a margin of safety.









Cash in Advance


The importer pays for the merchandise before it’s even shipped. With this method, the buyer must implicitly trust the exporter to follow through on the deal. You might see it used in a strong seller’s market when demand for a product is sky-high or for small deals where both parties agree that the cost in time and money isn’t worth investing in a method such as a letter of credit.


As a variation on a theme, sometimes when a manufacturer needs a lot of upfront money, he may demand partial cash in advance, such as 25 percent, to offset his costs.


Open Account


The buyer has an account with the exporter. When she receives the merchandise, she sends payment to the seller. In essence, the exporter is offering credit to the buyer, and this can be risky. As with the cash-in-advance transaction, this type of account is used when the exporter feels comfortable with his buyer. However, where cash in advance puts all the risk on the importer, open account puts all the risk on the exporter’s shoulders.




 






   [image: ][image: ] What is the Berne Union?





The Berne Union was founded in 1934 by private and state export credit insurers from France, Italy, Spain, and the UK. Following the meeting in Berne, Switzerland, the members decided to call the newly found union the Berne Union.


The aims have not changed in over 80+ years. They are:


              [image: ][image: ]  To actively facilitate cross-border trade by supporting international acceptance of sound principles in export credits and foreign investment.


              [image: ][image: ]  To provide a forum for professional exchanges among members.






 





Another tack that’s gaining popularity is to use an open account and buy credit insurance in case the deal sours. This payment method is cheaper than an L/C: $250 or so vs. the $1,000 to $1,500 for a letter of credit. To find out more about credit insurers, check out the website for the International Union of Credit and Investment Insurers at www.berneunion.org. The Berne Union is the leading international organization and community for the export credit and investment insurance industry with over 80 member companies spanning the globe.
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Air waybills (bills of lading from air carriers) are never negotiable. Think FedEx: Would it accept a package with nobody’s name and no street address on it? Of course not.









On Consignment


The seller ships his merchandise without any sort of payment and doesn’t get paid until the importer sells the goods in her own country. This system is by far the riskiest and is not advisable for any deal, because if the buyer can’t liquidate the product, she’ll return it without payment, thus sticking the exporter with unnecessary shipping costs.


Collection Draft


This transaction, often called a cash against documents transaction, is similar to the letter of credit in that the bank acts as the go-between for buyer and seller. In a collection draft transaction, the exporter ships the merchandise. His bank then sends the bill of lading and other specified shipping documents (which are necessary to collect the goods down at the dock) to the importer’s bank, which keeps a tight grip on the documents until the importer coughs up the exporter’s payment. Once this has been extracted, the bank releases the documents to the importer, sends the funds to the exporter, and everybody’s happy.


A Date with a Draft


Now, lest you thought you were done with all this, there’s more: To complete the collection draft, or cash against documents, the exporter has to draw up the draft part of the deal, which is basically the buyer’s order to pay. There are three types of drafts:


       1.    Sight draft. This requires payment before the importer can get her hands on the goods. The exporter retains title until they’ve reached their destination and are paid for. It’s called a sight draft because as soon as the merchandise has arrived and is theoretically “in sight” of the dock, or unloaded from an airplane, the draft is payable. The risk here is that the buyer may change her mind while the merchandise is in transit and decide to forget the whole deal. Then it’s the exporter’s responsibility to pay return passage for his stuff.


       2.    Time draft. The exporter extends credit to the importer. She has a certain amount of time, say, 30, 60, or 90 days from the moment she picks up the merchandise and accepts the draft, to make payment. With some time drafts, payment is due within a specified number of days after “sight,” or arrival of the goods. In this case, the draft is called a date draft.


       3.    Clean draft. The shipping documents are sent to the importer at the same time as the merchandise. This is basically the same as sending the goods on open account and is extremely rare. Again, it’s used only when the exporter has extreme confidence in his customer.




 






   [image: ][image: ] On the Road





A trader isn’t always at home behind his desk. What does he do when he’s out on the road? Here’s another behind-the-scenes peek, courtesy of Jan H., the Belgian tire trader.


Note that Jan’s day, in typical European fashion, evolves through a 24-hour clock, or what we think of as military time. In this system, you go from 11:00 A.M. to 12:00 noon, as we are accustomed to. Then, you keep counting up to midnight, which would be 24:00. Therefore 1:00 P.M. is 13:00, 2:00 P.M. is 14:00, 3:00 P.M. is 15:00, and so on.






Day in Belgium


       07:00–09:00: Office work, emails, faxes offers, mail, etc.


       09:00–12:00: Drive to airport, meet customer from Finland; back to warehouse, customer chooses products


       12:00–13:00: Lunch with customer, general discussions


       13:00–18:00: Visit with a customer from Nigeria; long discussion, haggling over prices, payment terms, etc.; supervise loading of containers bound for the United States; phone calls, faxes, email; arrival of a customer from France, discussions


       18:00: Quick trip home to change and shower


       19:00–??: Pick up French customer at hotel, have cocktails, dinner, and more negotiations






Day on the Road in Germany


       05:00: Leave home for 400-km drive


       08:00: Arrive at first supplier; discussions and purchase of goods


       10:00: Leave for next supplier


       11:00: Next supplier; discussions without any result


       12:00: Visit customer, make a sale


       13:30: Visit another supplier; more discussions


       15:00: Leave for another 300-odd km drive


       18:00: Arrive at hotel; check email on laptop, phone calls


       19:30: Sauna and swim at hotel pool


       20:30: Dinner with supplier, then to bed!






Day in Miami


       07:00: Swim in hotel pool; breakfast, phone calls, and faxes


       08:30: A good friend, customer, and supplier picks me up; go to his office, business discussions


       13:00: Free afternoon; go to shopping mall and hotel pool; check emails, make a few phone calls


       19:00: Dinner and a show with friend


       23:00: Bed
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Lots of international banks have accounts at American banks. You can be paid in your dollars that way or by wire transfer. Working in reverse, if you’re the importer, you can have the exporter paid in his native currency, whether it’s Mexican pesos or Polish zloty.









Signing Off


Now that you’ve had a look at some of the forms and letters needed to satisfy clients, it’s time to check into the demands of government entities. These are the topics of the next chapter.




OEBPS/images/f0073-01.jpg
Exporter’s Letter of Credit Checklist

As the exporter, there are a number of items you'll need to know or negotiate before the
importer sends you the letter of credit. Here's a handy checklist to help you make sure
you've covered all your bases. You might want to make copies of this list and check things
off as you go.

A Which will be the advising bank (i.e., your bank)?

A How much time will you have to ship your merchandise after you receive the L/C?

(]

How much time will you have to get your documents to your bank?

(]

Will the letter of credit be irrevocable? The answer should be yes.

(]

Is the L/C payable at sight (when you present the done-deed documents, not after another
30, 60, or 90 days)? The answer should be yes.

Will you pay your bank charges, and will the importer pay his?

What will your bank charges be?

Are there any special requirements? If so, what are they?

[ R W

Remember: When the L/C is opened, get the name of the opening bank and the L/C
number.
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Traits of the Trade

Hey, kids! Take this fun quiz and find out if you've got what it takes to become an ace

international trader.

1.

My idea of a fun evening is:
a. Watching James Bond movies on television. He's my idea of an agent!

b. Kicking back with a pifa colada, a copy of Export Today magazine, and a How to Speak
Spanish app for your cell phone.

c. Cruising around town singing “American Pie”’

. When I send Christmas gifts to relatives who live out of state, | usually:

a. Wait until December 24, stuff the gifts into old grocery bags with the addresses
scribbled in crayon, then rush to the post office and stand in a huge, snaky line with all
the other procrastinators and hope my gifts arrive on time and intact.

b. Wrap my gifts carefully in specially selected packaging no later than December 10, call
my FedEx or UPS courier (I've already checked to see which is cheaper and faster), then
follow up to make sure the gifts arrive on time and intact.

c. Hope no one notices | forgot to send gifts.

. | consider myself to be a “people” person because:

a. Even though | have to force myself, I'm able to interact with people so long as it's not
more than once a day.

b. Ilove working with all kinds of folks!

c. | know all the words to the Barbra Streisand song “People.”

. If I could spend one week a month in a foreign country, | would:

a. Tryto do every activity that is illegal in the United States.

b. Try to meet all kinds of people so | could see the world from different perspectives and
learn about other cultures.

c. Be an overbearing American tourist and ask total strangers to take photos of me
climbing all over national monuments.

Scoring: If you chose “b" for each answer, you passed with flying colors! You've got what it

takes to become an international trader. You're self-motivated, detail-oriented, and eager to

work with people all over the world on their own terms.
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Pro Forma Invoice Particulars

Here's a rapid-fire review of a pro forma invoice’s main ingredients. For your first few efforts,
you might make copies of this list and check off the items as you go. We have also provided a
handy blank invoice form in Figure 5-3, page 62.

A Product description
Q Price

Q Terms of sale (How is your merchandise going to be picked up or shipped? When will
ownership—or title—change hands?)

Q Terms of payment (How are you going to be paid? L/C, prepayment, 90-day time?)
Q Length of time prices are valid
QO Length of time necessary for shipping

Remember to check shipping dates and prices and special documentation questions with
your freight forwarder before you issue the pro forma invoice.
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Shipping Terms on Parade

Terms of Sale

Exporter’s Job and
Responsibilities

Buyer Takes Title At

EXW—Ex Works

Pack and label merchandise;
have it ready for loading

Exporter’s facility

FCA—Free Carrier

Pack and label merchandise;
have it ready for loading; load
truck

Exporter’s facility

FAS—Free Alongside
Ship

Ship to port or airport; pay truck
freight

Ship or plane, departure city

FOB—Free on Board

Ship to port or airport; have
loaded; pay freight forwarder

Ship or plane, departure city

CFR—Cost and Freight

Ship to destination port or
airport

Destination port or airport

CIF—Cost, Insurance,
and Freight

Ship, insured, to destination port
or airport

Destination and port or
airport

CIP—Carriage and
Insurance Paid To

Ship, insured, to destination port
or airport; then have delivered
by ground transport

Importer’s facility

CPT—Carriage Paid To

Delivers goods to a mutually
agreed upon location

Mutually agreed upon
location

DDP—Delivered Duty
Paid

Ship, insured, to destination port
or airport; then have delivered
by ground transport; pay
customs duties

Importer’s facility

DAP—Delivered at Place

Deliver to the place buyer
designated

Designated place of arrival
by buyer

DAT—Delivered at
Terminal

Delivers to the terminal and
unloaded

Designated terminal or
location within
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Importer’s Letter of Credit Checklist

When you're the importer, you'll need to ascertain a number of points before issuing your
letter of credit. Here's a handy checklist to help you make sure you have everything present
and accounted for. Why not make copies so you have it on hand for each transaction?

Q Will the letter of credit be confirmed?

Q What will your bank charges be?

Q Isthe L/C payable in the exporter’s desired currency? What is that currency (U.S. dollars,
Mexican pesos, etc.)?

Q How much time do you want to allow for shipment?

QO How much time do you want to give the exporter to get his documents to the bank?

What documents will you need?

Is everything in the letter of credit on the pro forma invoice?

What are your shipping requirements?

What about insurance?

Remember: Notify the exporter of your bank and letter of credit number.

00 0 00

Also remember: Get the loading date and other information so you can file your ISF form
on time (see Chapter 6).
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Startup Costs Worksheet

Costs
Rent $
Office equipment & furniture
Market research/trade leads
Software
Cell phone
Landline
Utility deposits
Employee payroll
Grand opening advertising
Legal services
Postage
Internet service
Website design
Stationery/office supplies
Insurance
Travel
Miscellaneous expenses (add roughly 10% of total)

Total Startup Costs $

Your Company
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Sample Letter of Credit #2
The Bank of Berry

Berry, Florida, USA

Opening Bank L/C No.: 0123 Our Reference No.: 0456D

July 2, 20XX

1.

(92}

1

11.
12.
13.
14.
15.
16.

6.
7
8.
9
0

By order of Cappuccino Imports, Ostia Antica, Italy, we advise this irrevocable
Documentary Credit No. 0123 in favor of Coffee Holic Exports, Berry, Florida, USA, in the
amount of USD 16,000.00 (Sixteen Thousand and 00/100 United States Dollars) available
at sight, against your drafts, accompanied by the following documents:

. Full set of clean on board bills of lading issued to order of shipper, marked notify

applicant, freight prepaid

. Beneficiary’s signed commercial invoices in original and five copies
. Packing slip in original and five copies

. Insurance policy in negotiable form issued to our order and showing claims payable at

destination for the full invoice amount plus 10% covering all risks, SRCC, and war clause

. For: 5,000 Coffee Go-Cups per pro forma invoice dated June 4, 20XX

. Shipment from: East Coast port

Shipment to: Rome, Italy

. Shipment not later than: September 1, 20XX
. Date of Expiry: October 1, 20XX

Part Shipments: Prohibited

Transshipments: Prohibited

Documents must be presented within ten days after shipment
Banking charges in the United States for the account of beneficiary
Applicant’s bank: Banco della Roma

We hereby confirm this letter of credit.

jmmj'ér Schneider Jordan

for The Bank of Berry
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Pro Forma Invoice

From:

To:

Date:

For:

Shipping Terms:

Other Terms and Conditions:

Thank You!
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Sample Letter of Credit #1
The Bank of Berry

Specialists in Small-Town & International Banking
Berry, Florida 30000, USA
July 2, 20XX

Coffee Holic Exports
123 Cafe Street
Berry, FL 30000, USA

Dear Sirs:

Our correspondents, Banco della Roma, request us to inform you that they have opened
with us their irrevocable letter of credit in your favor in the amount of maximum Sixteen
Thousand and 00/100 ($16,000.00) United States Dollars by order of Cappuccino Imports, 456
Via Espresso, Ostia Antica, Italy.

We are authorized to accept your 90-day sight draft, drawn on us when accompanied
by the following documents, which must represent and cover full invoice value of the
merchandise described below:

1. Signed commercial invoice in original and five (5) copies

2. Full set of clean ocean bills of lading, dated on board, plus one (1) non-negotiable copy,

if available, issued to the order of Banco della Roma, notify: Cappuccino Imports, 456
Via Espresso, Ostia Antica, Italy, indicating Credit No. 0123
3. Insurance certificates in duplicate, in negotiable form, covering all risks, including war
risks, strikes, and mines, for the value of the merchandise plus 10%
Covering:  Coffee Go-Cups, Style A
As per pro forma invoice dated June 4, 20xx
CIF Rome
Merchandise to be forwarded from Miami to Rome
Partial shipments prohibited
Transshipments prohibited

The above-mentioned correspondent engages with you that all drafts drawn under and
in compliance with the terms of this credit will be duly honored on delivery of documents as
specified, if presented at this office on or before October 1, 20xx. We confirm the credit and
thereby undertake that all drafts drawn and presented above will be duly honored.

Jennifer S chneider Jordan

for The Bank of Berry
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Sample Startup Costs

Cargo Bay Clipper Trading

Costs Traders Service Co.
Rent $2,200.00
Office equipment & furniture $2,308.00 6,365.00
Market research/trade leads 175.00 3,000.00
Software 200.00 400.00
Phone 90.00 265.00
Utility deposits 150.00
Employee payroll 2,000.00
Grand opening advertising 100.00 500.00
Legal services 375.00 525.00
Postage 100.00 155.00
Internet service 25.00 25.00
Website design 900.00
Stationery/office supplies 50.00 175.00
Insurance 600.00 800.00
Travel 5,500.00
Miscellaneous expenses 400.00 2,200.00
(add roughly 10% of total)
Total Startup Costs $4,523.00 $25,160.00
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Sample Request to Open L/C

Request to Open Documentary Credit
(Commercial Letter of Credit and Security Agreement)

To: Banco della Roma From: Cappuccino Imports

Please open for our account a letter of credit in accordance with the under-mentioned
particulars. We agree that, except so far as otherwise expressly stated, this credit will be
subject to the Uniform Customs and Practice for Documentary Credits, ICC Publication #500.
We undertake to execute the bank’s usual form of indemnity.
Type of Credit: Irrevocable
Method of Advice: Fax, full details
Beneficiary’s Bank: The Bank of Berry
In Favor of Beneficiary: Coffee Holic Exports
123 Cafe Street
Berry, Florida 30000, USA
Amount or Sum of: USD 16,000.00
Availability: Valid until October 1, 20XX

This credit is available by drafts drawn at sight, accompanied by the required documents.
Required Documents:
1. Invoice in original and five copies
2. Full set of clean, on board bills of lading to order of shipper, marked notify applicant,
freight prepaid
3. Packing slip in original and five copies
4. Insurance policy in negotiable form showing claims payable at destination for full
amount plus 10 percent covering all risks, SRCC, and war clause

Quantity & Description 5,000 Coffee Go-Cups, Style A, per pro forma invoice of Goods:
dated June 4, 20XX

Price Per Unit: USD 3.00
Terms & Port: CIF Rome
Ship From: East Coast port

Special Instructions:  Part shipments prohibited
Transshipments prohibited
Documents must be presented within 10 days after shipment
Banking charges in the U.S. for the account of beneficiary
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Startup Resource Kit

from Entrepreneur

Every small business is unique. Therefore, it’s essential to have tools that are customizable depending on your
business’s needs. That's why Entrepreneur is offering you access to our Startup Resource Kit. Get instant access to
thousands of business letters, sales letters, sample documents and more — all at your fingertips!

Accessing Entrepreneur’s Free Startup Resource Kit is easy.
Simply visit: www.entrepreneur.com/guideoffer

and download to any windows or mac computer

You'’ll find the following:

The Small Business Legal Toolkit

When your business dreams go from idea to reality, you're suddenly faced with laws and regulations governing
nearly every move you make. Learn how to stay in compliance and protect your business from legal action. In this
essential toolkit, you'll get answers to the “how do | get started?” questions every business owner faces along with
a thorough understanding of the legal and tax requirements of your business.

Sample Business Letters

1000+ customizable business letters covering each type of written business communication you're likely
to encounter as you communicate with customers, suppliers, employees, and others. Plus a complete guide
to business communication that covers every question you may have about developing your own business
communication style.

Sample Sales Letters

The experts at Entrepreneur have compliled more than 1000 of the most effective sales letters covering
introductions, prospecting, setting up appointments, cover letters, proposal letters, the all-important follow-up
letter and letters covering all aspects of sales operations to help you make the sale, generate new customers and
huge profits.
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Business Name Brainstorming

List three ideas based on the geographic area you plan to trade with (i.e., Into Africa,
European, Down Under):

1

2.

List three ideas based on the types of products you plan to trade, remembering not to limit
yourself to one product alone (i.e., Arts and Antiques, Gourmet Goods, Image Imports):

1.

2.

List three ideas based on a local feature (i.e.,, mountain, seaside, or historical reference like
Alamo, or even a botanical feature, if that’s what your area is known for or you like, such as
magnolia, rose, or chaparral):

1

2.

After you've decided which name you like the best, do the following:

O Say it aloud to make sure it's easily understood and pronounced. (Has it passed muster
with your family? Have you had a friend call to see how it sounds over the phone?)

O Do a search for it online to make sure the same or a similar name is not already used.
Q Verify that it's available as a domain name (www.Register.com is a good place to check).

Q In most parts of the country, you'll want to check with your local business county clerk’s
office to make sure it’s available. You can also go to websites such a Legal Zoom (www.
legalzoom.com) sign up and check your business name for free.
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Sample Pro Forma Invoice Cover Letter

\!
W

Coffee Holic Exports
123 Cafe Street « Berry, FL 30000 « USA
(305) 000-0000 - (305) 000-0000
email: CoffeeHol@Holiday.com

June 4, 20xX

Sr. Antonio Franco
Cappuccino Imports
456 Via Espresso
Ostia Antica, Italy

Dear Signore Franco:

Thank you for your order of our Coffee Go-Cups! Please find herewith our pro forma invoice.
We believe your customers will love the cups, and we look forward to a long and mutually
prosperous relationship with you and your firm.

Please advise either when payment is to be sent or the name of the opening bank and letter
of credit number.

Again, we thank you for your order and look forward to hearing from you soon.
Very best,
Charlie Holic

Charlie Holic
Coffee Holic Exports

CH/ta
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From:

To:

Date:

For:

Shipping Terms:

Sample Pro Forma Invoice

Coffee Holic Exports
123 Cafe Street
Berry, FL 30000, USA

Cappuccino Imports
456 Via Espresso
Ostia Antica, Italy

June 4, 20xX

5,000 (five thousand) Coffee Go-Cups, Style A
@ USD 3.00

EXW Miami, Florida, USA USD 15,000.00

CIF Rome USD 16,000.00

Other Terms and Conditions:

1. Sight letter of credit in U.S. dollars on a U.S. bank

2. 2% additional discount from EXW cost ($300.00) for advance payment in U.S. dollars

(check payable at a U.S. bank)

3. Our bankers: The Bank of Berry, Berry, Florida, USA

4. Export packing included

5. Prices good for 90 days

6. Shipment: within 60 days after receipt of check or letter of credit; please open letter of

credit for 90 days total

Thank You!
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