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International credit – use it or lose out!
 Jon Lindsay
 Managing Director
 Coface – UK & Ireland
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3 Key Themes
 • Use of trade credit will become increasingly important in 2007 and 2008
 • Extending credit wins business – especially internationally
 • Use of credit terms is a strategic weapon
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Use of trade credit will become increasingly important in 2007 and 2008
 • Growth
 • Movement from LCs to Open terms
 • The economic cycle
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Use of Credit will become increasingly important because of growth
 • Current benign global economy
 • The world is getting smaller
 • Growth requires working capital
 GDP Growth % 2004 2005 2006 (e) 2007 (f)
 Brazil 4.9 2.3 2.8 3.4
 Russia 7.2 6.4 7.0 6.5
 India 7.5 8.4 8.5 8.0
 China 10.1 10.2 10.6 9.5
 Source: Coface Handbook of Country Risk 2007
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The opportunities are enormous
 • Growth of world trade, significant imports now in growing economies
 • UK exporters are playing their partAlmost £370 billion in 2006, up over £80 billion (30%) in 3 years alone
 Source: Coface Handbook of Country Risk 2007
 Imports US $ bn 2004 2005 2006 (e) 2007 (f)
 Brazil 62.8 73.6 90.4 103.6
 Russia 97.4 125 159 185.1
 India 106.9 140.7 173.5 201
 China 534.4 628.3 754 917
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Use of open credit terms is taking over from Letters of Credit
 80% of all global trade transactions are now on open account
 0 10 20 30 40 50 60
 EU
 South East Asia / Far East
 Indian sub continent
 Middle East / North Africa
 South Africa
 Rest of Africa
 North America
 South America
 Percentage of firms using LCs
 2006
 2002
 Source - CMRC
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Use of Credit will become increasingly important because of the cycle
 • Current benign economy – top of the cycle?•Rising Interest Rates•Consumer confidence•Availability of bank credit
 • Implications of a tightening of bank credit•Retrenchment•Increased business failures
 • Businesses return to focus on cashflow•Seek to reduce dependence on any one finance source•Looking to suppliers to help them
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Extending credit wins business – especially internationally
 • Why use credit at all
 • Some examples
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Business to Business Credit – why use it all?
 • Try selling on cash!
 • “Standard terms”
 • Customer demands
 Fundamentally most of us think of credit as cost and risk
 • Abe Walking Bear:•“Find a way to say yes to Sales”•Profit centred credit management
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Case Study 1– Manufacturer of phone and loyalty cards
 • Background•Wanted to export more to emerging markets, especially Africa•Decided to sell on 120 days terms Open account, moving from 60 days and, for many markets, proforma basis
 • Turnover of business grew 50% in the last year. Sales to non OECD markets moved from £3.5m anticipated to over £9m in 2006
 • Won Queen’s Award for Export
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Case Study 2– Manufacturer of engineering equipment based in Northern Ireland & part of a large group
 • Background•Exporting all over the world including China, Russia, South America & most recently Sudan•Traditionally traded on Confirmed Irrevocable Letters of Credit •Now moved to extended open terms of 2 years with credit insurance
 • Results•Continued growth of 15% p.a. despite international competition•They also discovered the premium for credit insurance was less than cost of CILCs
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Case Study 3– French manufacturer of small electrical devices
 • Background•Sales in France, Italy and Eastern Europe •Family owned business competing against local family owned businesses•Use credit terms to exploit the financial weakness of competitors•Terms moved to 120 days from 45 days
 • Results•Sales growth of 20% p.a.
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Use of credit terms is a strategic weapon
 • Identify Segments that value trade credit
 • Design your credit processes strategically
 • Do your own cost benefit analysis
 • Get help
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Identify segments that value trade credit
 • Recognise not all customers will equally value credit terms•But a significant number are likely to
 • Research the market•Do your sales teams ask the right questions?
 • Typical signs – Growth, Gearing, Payment behaviour•Your prospects may be paying significant interest•Cash constraining their growth
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Design your credit processes strategically
 • Early part of the sales process•Early credit assessment and research value of credit to client•Credit terms built in to offer•Features + Credit terms + Price = Value to customer
 • Plan your cashflow and risk implications up front•Alternative financing strategies•Alternative risk management strategies
 • Be part of the negotiation process!
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Do your own cost benefit analysis – an example
 • Sales of £5m in exports to a non-OECD market• Gross margin 25%• Overheads £500k• Current Profit = £5m x 25% - £500k = £750k (ROS 15%)
 • Another £3m sales if credit terms moved from 90 to 180 days• Cost of credit insurance say 1% of incremental annual turnover • Cost of receivables finance say 2% p.a. over base (say 5.5%)• Incremental profit = £3m x 25% - £3m x 1% - £3m x 6/12 x 7.5%
 = £608k• Total profit £1.36M (ROS 17%)
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Get help
 • You don’t have to take this on yourselves
 • Finance•Receivables finance grown by 460% over the past decade•Export Invoice discounting alone has grown to £4Bn
 • Risk protection•Credit insurers usually include Political risk protection
 • Design your credit processes strategically•Expect your service providers to be able to talk this language
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International credit – use it or lose out!
 Receivables FinanceReceivables Protection
 Receivables ManagementBusiness Information
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