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Solving financial 
issues through Credit 
Enhancement 

Credit Enhancement is a complex structured financial 
transaction. It requires strong knowledge and financial 
capacity of the guaranteeing institution. It is known as a 
strategy for improving the credit risk profile of a business 
or of a structured financial transaction. 
 
Investopedia’s James Chen defines Credit Enhancement as a strategy for improving the credit 
risk profile of a business, usually to obtain better terms for repaying debt. In the financial 
industry, credit enhancement may be used to reduce the risks to investors of certain 
structured financial products. 
 

“A business that engages in credit enhancement is 
providing reassurance to a lender that it will honour 
its obligation. This can be achieved in various ways: 
By providing additional collateral, obtaining 
insurance guaranteeing payment, arranging for a 
third-party guarantee, a company might also want to 
improve its equity ratio or take other internal 
measures to demonstrate its ability to pay its debts. 
Credit enhancement reduces the credit risk/default 
risk of the company's debt and thus can make it 
eligible for a lower interest rate.” 

 
 
 
  

“Credit Enhancement can be 
achieved through additional 
collateral, obtaining 
insurance guaranteeing 
payment, arranging for a 
third-party guarantee, a 
company might also want to 
improve its equity ratio or 
take other internal measures 
to demonstrate its ability to 
pay its debts.” 
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A quick Summary 
For investment products, Credit Enhancement serves as a 
cushion that absorbs potential losses. Credit 
Enhancement can save money through smaller interest 
rates. In business, Credit Enhancement can help access 
funds on better terms. 
 
 
 

What is Credit Enhancement? 
Credit Enhancement is known as a strategy for improving the credit risk profile of a business or 
of a structured financial transaction. Through Credit Enhancement smaller companies can 
access loans, start or build projects or trade products and commodities. 

Why get Credit Enhancement? 
In business, credit enhancement is usually applied to make a company more creditworthy and 
places any company in a better credit position. This reduces the cost of borrowing and enables 
finance. The gains outweigh the costs of financing by far. 

Who requires Credit Enhancement? 
Large corporations use Credit Enhancement to maximize profits on the strength of their 
financial background. Smaller companies generate (additional) revenues they could not 
generate without Credit Enhancement. 

Who is the beneficiary and who benefits? 
The beneficiary of a Credit Enhancement Instrument can be the client or the client’s own bank, 
an exporter, or a third party lender. The Client significantly benefits from the leverage effect 
 
 
 
 
 
 
 
 
 

 
This eBook emphasises on options for small and medium sized companies usually not qualified 
for credit. The Author Geordon Saraveloz, takes a closer look at the general possibilities that 
are available to a company in need of Credit Enhancement and lack of funding, rather than big 
corporations using Credit Enhancement to optimize profits. The author also dives into the 
actual tools, the financial instruments, to structure finance and enable Credit Enhancement. 
 

  

“In Business, Credit 
Enhancement can enable a 
company to access funds it 
would not be eligible for 
under normal banking 
standards.”  
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Concepts and 
procedures to 
enhance your credit 
If you have a well established company, you are a long 
terms client of a bank, and have sufficient cash in the 
bank or investments, then Credit Enhancement can 
leverage profits. Your own bank will gladly help you with 
relevant structures, instruments and concepts. 
 
Some measures of credit enhancement only require just a closer look at your balance sheet to 
improve and optimize the overall financial picture of your company. It is just working on your 
balance sheet. This can lead to a better equity ratio, improve your rating and with this access 
to funds. There are some simple steps you can take to leverage your finances and profits. 
Anybody can have that regardless of the size of your company. All you need is a well versed 
accountant or financial consultant.  
 
If your company is not within either of the above described scenarios and in such a fortunate 
and financially well backed situation, then things look completely different. You still will have 
to have a good banking relation. And, you will have to have funds to pay for Credit 
Enhancement. For what is available at no, or lowest costs to cash rich enterprises, you will 
have to pay for in cash, also mostly in advance. But this can be well worth your while. Credit 
Enhancement enables additional transactions and projects you cannot conduct or build 
without credit support and additional liquidity. 
 
If you do not have relevant wealth, but a good banking relation, then you can borrow 
securities and cash backed financial instruments to be used as collateral, primarily at your own 
bank. Your bank pays for the lending fees once the collateral instrument arrives at your bank 
and you do not have to pay anything in advance if your annual revenues are in line with the 
value of the instrument that you seek. If you also cannot prove relevant revenues, you can 
probably compensate this by placing a refundable retainer. 
 
If you are not supported by your own bank to enhance your credit, you can only expect and 
access Credit Enhancement provided by low rated banks and financial institutions. These are 
so called “willing banks” support transactions your own bank would not be prepared to serve. 
In that case, you would appoint a professional (mandate) who has built up personal relations 
with such banks over years, and place a retainer to structure your credit Enhancement 
transaction in a professional way to avoid financial and legal problems at a later stage. Once 
the transaction is ready to go, you will have to be prepared to pay for the service before (in 
case of a bank instrument), the guarantee is actually sent to your receiving bank, or supplier. 
  

“If your own bank does not 
help you, Credit 
Enhancement can be 
available through some  
willing financial institutions – 
but certainly not on terms a 
qualified client has from his 
own bank.”  
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The Possibilities and 
the Service you can 
be qualified for 
There are two main areas in which Credit Enhancement 
can be applied. 
 
 
 

In Financial Services 
In the financial service industry, credit enhancement is used to protect an investor against 
some risks of an investment. 
 
 

In Business 
In business, credit enhancement is usually applied to make a company more creditworthy to 
reduce the cost of borrowing. Credit Enhancement can place any company in a better credit 
position to access loans, to start or build projects or trade products and commodities.  
 
Cash rich and well established large corporations get this service through their banking 
relations at lowest rates and with this have a leverage on available capital 
 
Smaller enterprises will have to pay heavy fees to qualify for a credit enhancement service in 
the first place. However, revenues that can be generated by applying credit enhancement to 
achieve financial leverage usually outweigh the costs of financing significantly.  
 
 
 
 
 
  

“Credit Enhancement can 
drastically leverage your 
financial possibilities.”  
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Financial challenges 
you may have and 
Credit Enhancement 
solutions 
 

Access Capital by Enhancing your Resources. 
 

 If you seek a better credit rating leveraging available cash to access capital 

 If you seek a loan and have to demonstrate that your company has the ability to pay 
back its debts 

 If you have to assure a lender that the liabilities of a debtor will be met 

 If a company wants to import products or commodities and has to secure payment for 
a seller 

 If you seek to secure annual or longer contract terms 

 Evidence the existence of a loan or a line of credit that has been extended to you 

 Demonstrate cash flows generated by a foreign project that cannot be immediately 
repatriated to the parent firm because of capital flow restrictions imposed by the host 
government or if your financial assets are blocked, or deposited abroad for a certain 
period of time 

 Advising available (third party) collateral or financial assets on your behalf or to your 
benefit 

 
 

Access Government Grants and Contracts and generate 
Business. 
 

 Create Equity in a Company to make it acceptable for Government Grants or loans 

 If you have to affirm that a company has the required funds necessary to carry out a 
project 

 If you have to demonstrate that a bank or financial institution is prepared to proceed 
on your behalf with a specified financial transaction 

  

“Real transactions that can 
be solved through Credit 
Enhancement solutions if 
you are not qualified under 
normal banking rules and 
your own bank does not 
support you.”  
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Tools of Credit 
Enhancement 
Credit Enhancement tools are financial instruments which 

may come in these formats and are usually advised on a 

bank to bank basis. 

 
L/C and DLC – Letter of Credit and Documentary Letter of Credit 
SBLC - Standby Letters of Credit 
BG - Bank Guarantee  
Bid or Tender Bond 
RWA - Ready, Willing, Able confirmation  
POF Proof of Funds and BCL Bank Comfort Letter 
BF– Blocked Funds 
CD –Certificate of Deposit 
Pre-Advice via bank to bank SWIFT 
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Banks provide Credit 
Support 
Credit Enhancement in business is usually sought when a 
bank or a seller is not fully satisfied with a client’s 
financial background or collateral capacity. 
 
Banks provide Credit Enhancement Support but only for well established companies with a 
solid financial background. It is important for banks to build up a long-term stable business 
relationship and to have customers of substance and good standing. To get a bank’s support 
you and have to be qualified. Banks follow certain protocols to evaluate an application. Banks 
look for the borrower’s Capacity, Collateral, Capital, Character and general Conditions. These 
are the basics of credit analysis to evaluate the application for the loan or to provide a client 
with a financial service. The better your financial business background, the better will be the 
terms that you can get. But this also works the other way around. In extreme situations of a 
poor financial and business background, you hardly can expect any kind of support from a 
bank.   
 

“In the real world of banking, those clients who 
actually would not need the support of a bank can 
expect to be served easily and on favourable terms. 

 
 
 

Your Bank: Can you get an instrument from your bank? 
If you have ever asked your own bank to issue a Letter of Credit, then you will know that banks 
are inclined to issue financial instruments for companies who have sufficient cash, investments 
and financial assets in the bank to cover any eventual financial risks. If you are not in such a 
fortunate financial situation, it is not only a question of terms to arrange an instrument and a 
question of price, but it becomes an issue if an instrument is considered to be arranged for you 
in the first place. Only if you are holding sufficient cash in your bank, they will provide you with 
such a service. If you don’t, you probably will have to deposit 100% or more in cash to get the 
same service a financially well situated bank customer can access (almost) for free.  
 

Supportive Banks can get you Credit Enhancement! 
If a bank client is not cash rich, does not have significant financial assets on account or on 
safekeeping in a bank, then no bank will ever provide Credit Enhancement, issue, or send an 
instrument for a client, and definitely not for free, or wait until a client pays from future 
generated business. A bank never engages into risks that are not covered by existing wealth 
parked with them. They will never engage into a transaction and provide any financial service 
hoping to get paid in the future. It is a completely different story if a client is cash rich or holds 
significant assets in a bank.  

“He, who has the gold, 
makes the rules!  
In the real world of 
banking, those clients who 
actually would not need 
the support of a bank can 
expect to be served easily 
and on favourable terms. 
Others will have to follow 
the rules of those who can 
help to achieve goals even 
though not qualified under 
banking standards.” 
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Credit Enhancement 
may be available, but 
hardly on your terms 

In business, Credit Enhancement is a service usually 
required by companies who would not receive Credit 
Enhancement from their own bank.  It is based on special 
professional financial structures that have to be arranged 
followed by the emission of relevant financial 
instruments. 
 
 

Considerations regarding a financial instrument and the 
principal amount that is involved 
No one will ever lend a valid financial instrument to a third party for a small fee if the borrower 
is not qualified, can evidence an established business, or is able to account for an eventual 
financial risk that may be created on the basis of the Credit Enhancement instrument. If you 
have tried your own bank, and got rejected, on what basis do you expect the service from an 
alternative providing entity? Just think of what happens in case you default on your 
commitments, and the instrument backing up your transaction or the loan that you take out is 
being called by your lender? You have learned this already, no bank will take the risk on a 
transaction for a customer, unless the bank is covered by hard cash, bankable assets or 
investments deposited in the bank. 
 
If you do not get the service from your own bank, you may create a significant credit risk if 
somebody issues a Standby Letter of Credit, a Bank Guarantee, any kind of a Documentary 
Letter of Credit or a Proof of Funds to your benefit. It simply becomes a very risky business for 
any third party as you can’t cover such liabilities effectively in a bankable way. If you would be 
able to do so, you would not need the service as your own bank would provide it to you. 
 
On lending collateral instruments to clients, there is also a country risk that will have to be 
taken into consideration. The biggest financial institutions on the planet like Euler Hermes 
regularly evaluate country risks, a credit insurance company that offers a wide range of 
bonding, guarantees and collections services for the management of business-to-business 
trade receivables. They evaluate and rate country risk level from AA to D while AA is the lowest 
risk level and D is the highest. See the section "Country and Industry Risk Assessment" for 
more details on that important subject. 
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Fees and financial 

commitment 
All banks charge fees to reserve, to emit, and to transmit 
a bank Instrument on behalf of a client. No bank will do 
that for free or wait until a client is willing pay. No bank 
provides any kind of a service unless the client has 
already sufficient cash in the bank to cover the costs and 
an eventual risk.  
 
 
 
In Credit Enhancement there are basically two types of transactions. One is about borrowing 
and lending of valid and verifiable financial collateral. This type of transaction (Euro 10 million 
and up) is based on genuine fully cash backed, assignable and divisible bank instruments issued 
by major world banks. This transaction generally is secured by a clear understanding of terms 
agreed between the issuing and the receiving bank and is secured through a conditional 
commitment provided by an acceptable receiving bank before the instrument is emitted and 
sent. 
 
The second type of Credit Enhancement transaction is based on “contract and verbiage 
controlled instruments” issued by “willing” private banks.  
 
This type of transaction can be available for transactions starting at Euro 250,000. Flexibility 
comes with the willingness of a bank to engage into an enhancement transaction and avail the 
required to achieve Credit Enhancement at the client’s own bank, a third party, or a seller. This 
comes however with a delivery protocol that requires that the agreed upon fees are deposited 
in cash with the provider before the instrument is emitted and sent.  
 
The procedure to get Credit Enhancement structured usually starts with the appointment of a 
professional manager empowered through a mandate and the placement of a retainer.  
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Absolute 
Confidentiality is an 
essential part of the 
transaction 
Credit Enhancement in business is always based on 
confidential structures and a direct relation of the 
facilitator with the issuing bank of the Credit 
Enhancement instrument. 
 
Enabled is Credit Enhancement through relationships that usually have grown over years. You 
cannot walk into any bank and ask for Credit Enhancement, or even ask for a service on your 
terms. The issuing bank will have to be “willing” to support a Credit Enhancement transaction 
and the client will have to understand that there are financial risks involved for the bank and 
legal issues which will have to be taken care of. Very few private banks support this since they 
have a reputation at stake and money to lose.  

“Credit Enhancement 
applied in business is 
always a confidential 
service if a client is not 
eligible to receive the 
service from his own bank. 
In that case, it is not a 
service you can order at 
the counter of a bank 
obviously.” 
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Credit Enhancement 
not just applied to 
lower the risk level of 
investments 
As strategy to improve the credit risk profile of a business 
or structured financial transaction, one can obtain better 
terms for repaying debt.  
 
Within the financial sector Credit Enhancement may be used to reduce the risks to investors of 
certain structured financial products or transactions and to improve the credit profile of 
borrowers. The main function is to create more confidence among investors. This is achieved 
by decreasing the perceived and actual risks of investment losses and by doing so, expanding 
the financing resources for the beneficiary borrowers. If collateral is the requirement, 
securities borrowing and lending is probably the best way to go. 
 
In most instances Credit Enhancement is a complex structured financial transaction for either 
investment, or business transactions. It requires strong knowledge and in structured (financial) 
products, it requires strong financial capacity of the guaranteeing institution to actually 
achieve Credit Enhancement and to encourage lenders and investors to put money into 
unfamiliar markets or financial products. It can absorb risk of loss and be used as a tool to 
convince lenders to reduce interest rates or provide longer loan terms. 
 
Credit Enhancement occurs when a security’s credit quality is raised above that of the 
sponsor’s unsecured debt or that of the underlying asset pool. A variety of internal and/or 
external credit supports are employed to increase the likelihood that investors will receive the 
cash flows to which they are entitled. 
 
In a business transaction Credit Enhancement is used to enable, but not used to directly back 
up a loan. Therefore the financial institution involved does usually not have to be a prime 
rated issuer. Credit-Enhancement works more indirectly and improves a business'-credit-risk-
profile. In such a scenario the Credit Enhancement structure does not directly serve as 
collateral. Credit Enhancement can be used to convince lenders to soften their underwriting 
criteria in order to lend to a business with lower than typical credit profiles. The following 
examples demonstrate the indirect effect Credit Enhancement can have to access funding if 
the client’s own bank is not willing to support the client without additional measures being 
taken  
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Credit Enhancement 
to increase your 
equity ratio for a 
better credit rating 
A high equity ratio is always associated with a high credit 
rating and also offers a certain buffer for times of crisis. 
 
 
How is the equity ratio actually calculated?  
As with all ratios (fraction times one hundred), “what is involved” is placed in the numerator. 
The numerator contains the equity capital. Equity is also the partial mass. Also typical for a 
ratio: The denominator contains the total mass, the total capital. This is the formula for 
calculating the equity ratio. 
 
How can you increase the equity ratio? 
First you will have to understand the structure of a balance sheet. A balance sheet has an asset 
side and a liability side. The liabilities side shows the source of funds. The equity and the debt 
and both make up the total capital. The assets side shows fixed assets and current assets and 
this results in the total assets. Total assets is equal to total capital (liabilities). Both values are 
the same, only derived from the consideration of different perspectives. 
 
On the liabilities side is the source of funds on the assets side is how the funds are used. You 
can only use what has come from somewhere at some point. Either it is your own money or 
someone else's money. Since both sides balance each other out, it is also called the “balance 
sheet”. So how can you then increase the equity ratio? In the direct way you increase the 
equity ratio by increasing the equity value. The second way is indirect, in which the equity 
capital remains the same, but the borrowed capital is reduced. This also increases the equity 
ratio. In the case of a corporation, this is relatively easy, but in principle, a limited liability 
company can also increase its equity.   
 
Here is the first possibility. The capital increase happens de facto by taking in new 
shareholders or existing shareholders acquire additional shares. In the case of a stock 
company, these are new shareholders, or existing shareholders buy additional shares. This is 
the direct way that brings up the value of the equity ratio.  
 
Here is the second option (the direct route): The second way to directly increase the equity 
ratio is to retain profits. This is also called “retained earnings” which is nothing more than 
another word for profit retention. 
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Example: A company has achieved net profits in a certain year or in other words, a positive 
result. The reserves are now "allocated" from this annual surplus. This can also be called: 
Retention of profits and allocation to reserves. It means nothing more than the addition to 
retained earnings, which in principle represents an increase in equity and thus an increase in 
the equity ratio. If we deduct the “allocation to reserves” from the “annual surplus”, then the 
retained earnings remain, which are paid out to shareholders as dividends. Dividends are what 
is distributed from “what is left over”. Before that, the reserves are "endowed" and the result 
is that the equity capital increases and thus also the equity ratio.  
 
So these are the two ways to increase the capital. The easiest way to do this in a corporation is 
to retain profits. "Retaining profits" or you can also say "simply retain more of the annual net 
profit and distribute less to the shareholders". But you can also release capital on the assets 
side. 
 
If you want to free up capital, take a closer look at the fixed assets. For example, there is an 
unused warehouse and a plot of land. If a building or a piece of land is no longer needed, it can 
be sold and turned into cash. However, this does not initially increase the equity ratio. It only 
increases liquidity in the first step. This is a process on the asset side, i.e. nothing more than an 
asset swap. The company has correspondingly less in fixed assets because the warehouse and 
the associated land disappear from fixed assets and at the same time the company has more 
liquid funds in the bank due to the receipt of the sales proceeds. So the fixed assets decrease, 
the current assets increase. The total assets remain the same. Consequently, the total capital 
on the liabilities side also remains the same.  
 

This process offers the possibility to indirectly increase 
the equity ratio. 
 
If, in a second step, a loan is repaid with this money, then we are on the indirect path of 
increasing the equity ratio and thus reducing the debt capital. The indirect way is for example a 
loan repayment, in our example using the proceeds from the sale of the warehouse.  
 

Through the loan repayment 

 debt capital becomes lower  

 equity capital remains the same,  

 total capital decreases and thereby the equity ratio increases! 
 
All measures that reduce “the balance sheet total” - increase the equity ratio. Keeping equity 
the same and reducing the balance sheet total is therefore the indirect way to increase the 
equity ratio. 
 
So how can you reduce “the balance sheet total”?  
For example by optimizing inventories in current assets.  Inventory is reduced by "just in time" 
measures which reduces holding inventory on site. 
 
Another item to improve the equity ratio can be found in current liabilities. Debt capital is 
subdivided into current liabilities and long-term liabilities. If fewer short-term liabilities appear 
on the balance (because invoices are paid more quickly) then the equity ratio is increased 
accordingly because the debt capital is reduced, which is made up of long-term and short-term 
liabilities. Repaying long-term loans and reducing short-term liabilities are also ways to 
increase the equity ratio. 
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If your company cannot utilize the above mentioned methods, and your options are limited to 
increase equity or the equity ratio to trigger grants and funding, structured Credit 
Enhancement processes may offer a solution.  
 
Here is a great example of how Credit Enhancement methods are applied to increase equity in 
a company without having to search for an investor and share profits. In this scenario, a 
private bank or a financial institution invests into a company's stock to become an equity 
investor through a SPV. The investment into the company equity will be for an agreed period 
of time. 
 
• A Private Share Purchase and Sales Agreement 
• The client agrees to sell equity shares in return for the bank's investment 
• The client agrees to buy back the shares within the agreed upon period of time 
• Client opens an account with the bank 
• Client delivers the shares to the bank 
• The Bank funds the account and place cash funds into the client's account at the bank 
• Cash funds are on deposit at the bank for the agreed upon time. 
 
After the agreed term, which can be up to 3 years, the client buys back the shares against the 
(release of the) funds on deposit with the bank. 
 
Clients can benefit from this form of credit enhancement if they want to accomplish further 
steps like triggering loans, triggering Grants, or funding from Governments, or through other 
banks or funders. The account statement in that case serves as Credit Enhancement (tool) and 
is confirmed on a bank to bank basis. 
 
The beneficiary could be a Solar-, Wind- or Hydro Power projects seeking access a PPA from a 
Government, grants or loans available if they can show (for example) 30% equity. The local 
bank will provide a loan of 70% without the need for a Bank Guarantee and the Government 
provides the PPA.   
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Credit Enhancement 
to increase your Debt 
Servicing Ability 
If required it can be demonstrated and improved through 
Credit Enhancement. 
 
 
When a business applies for a loan, the bank follows a certain protocol to evaluate an 
application. They usually look for the borrower’s Capacity, Collateral, Capital, Character and 
general Conditions. These are the basic of credit analysis to evaluate the application for the 
loan.  
 
Banks seek and prefer creditworthy customers to lend to. Each bank has own criteria as to how 
they arrive at their lending decisions. But in this document, you will learn about internal 
measures that you just have to apply – before you apply for a loan! 
 
Credit enhancement can get a loan application approved to enable access a credit lines. It 
helps a company to access credit on improved borrowing and repayment terms. Improved 
credibility provides any lender with reassurance that a borrower can and will honour its 
obligation. This will make a company eligible for lower interest rates and better re-payment 
options.  
 
This is what you should know: A company can take internal measures to increase its Equity 
Ratio. A high equity ratio is associated with a high credit rating. Your internal measures can 
provide you with ways to improve the Equity Ratio. A high equity ratio is always associated 
with a high credit rating. 
 
 

Credit Enhancement can help demonstrate your Debt 
Servicing Ability 
 
By applying smart internal measures you can optimize how your bank perceives your company 
and evaluates your “Debt Servicing Ability”.  
 
Internal measures eventually combined with Credit Enhancement can increase your chances to 
be approved for a loan drastically. The information in this document can help any 
entrepreneur in negotiations with banks to put a borrower in the right light, when talking with 
a lender. Learn the rules of how the other side thinks! 
 
If required, your “Capital Service Capability” can be built up and demonstrated through “credit 
enhancement” applying certain financial structures and tools.   
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Capacity, Collateral, 
Capital, Character 
and general 
Conditions 
When you apply for a loan at your house bank, a process 
is set in motion that includes several steps for them to 
evaluate Capacity, Collateral, Capital, Character and 
general Conditions. 
 
Initially there is an assessment to determine your creditworthiness and rating. These are 
crucial issues and questions as to whether and under what basic conditions you can get a loan. 
 
The second aspect under which your loan application is assessed deals with the issue of 
security. Banks do not issue unsecured loans, but usually secure themselves, for example 
through land charges, benefitting from the assignment of collateral, securities, sureties, 
corporate guarantees, insurance- or bank guarantees etc. 
 
Now maybe you could say: I am creditworthy, I have a lot of collateral that I can provide, for 
example a free land charge. So I'm entitled to a loan. Unfortunately, it's not that simple. A 
bank is not a pawnshop.  
 
It is important for banks to build up a long-term stable business relationship and to have 
customers of substance and good standing. That is why a bank always has a great interest in 
the fact that loans can also be serviced and repaid. In order to ensure this, the ability to pay 
debt is checked. For this, you have to demonstrate your “Debt Servicing Ability”. 
 
So while the rating determines whether and under what conditions you will get a loan the 
"ability to pay" determines whether the desired loan amount is possible and whether you can 
repay it from the surpluses of your business within a reasonable period of time. In concrete 
terms, the ability of a borrower to service the debt is checked as to whether interest and 
repayments can be made from the operating surplus from the operating business, and 
whether interest payments repayment of principal can be made. To this end, a special look is 
given to excess liquidity. If internal measures cannot optimize your overall financial situation to 
demonstrate excess liquidity, credit enhancement methods can be implied to improve this. 
 
Let’s now take a closer look at what is essential for the ability to service the capital. First of all, 
it is not just the company's financial profit, but the cash flow, i.e. the flow of liquidity, or the 
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inflow of liquidity. It will not only be the pure cash flow, but only the cash flow that is 
operationally caused and results from the company's regular business activities. 
 
So if, for example, as an industrial company you sell a machine once a year and thus generate a 
large flow of liquidity but your production stops after a year, then your bank will not like it. If 
you have determined the operating cash flow from the operating profit, there are still a few 
deductions to be made. These are all those liquidity factors outside the profit and loss account, 
i.e. outside the company's profit determination. These are, for example, distributions to 
shareholders or private withdrawals by the owner, but also smaller investments that you make 
from the current cash flow without having to refinance.  
 
What then results is the "debt service limit". This debt service limit is compared with all the 
interest and repayment payments incurred (including those resulting from the loan that may 
have applied for). If there is still financial leeway, then you may be regarded as capable of 
servicing debt. You evidence your Capital Service Capability! If projected resulting figures 
appear not to be in a borrower’s favour, credit enhancement can be arranged by evidencing 
required cash funds in blocked accounts and other methods. 
 
When analyzing annual financial statements, attention is always paid to whether a company 
was able to service debt in the past. What is really important, however, is to know or to 
anticipate whether a company will be able to serve capital in the future, because the 
repayments of the loans will also take place in the future and not in the past obviously. 
 
 

It is important to make it right the first time around as 
every credit rejection can influence your credit profile.  

 
That is why it always makes sense to present your bank with a proper corporate plan, on the 
basis of which can credibly show that you will also be able to pay your interest and repay the 
loan principal. Certain financial structures can enhance a specific situation to demonstrate a 
company’s Debt Servicing Ability. A professional advisor specialized in Credit Enhancement 
issues can structure such a solution. 
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Credit Enhancement 
to leverage your 
available capital and 
return 
Credit Enhancement and the Leverage Effect 
  
Imagine an entrepreneur has 100,000 in equity capital at his disposal. He wants to invest the 
money with the highest possible return. He is offered a project that generates a 10% return. 
He could therefore invest all his money and have 110,000 at the end of the project. In this 
case, he does not use the leverage effect, but simply invests his own money. 
 
If we now assume that this is not enough for the entrepreneur, then he has to think about 
something to earn more than 10% interest on his 100,000. His plan: He takes out a loan and 
puts the additional money into the (10% return) project. He finds a bank that lends him 
another 100,000 and charges him 5% interest. This allows him to invest a total of 200,000 in 
the project. 
 
What does he get out of it? If the project runs exactly as he imagined, he will end up with a 
total of 220,000, namely 200,000 in start-up capital plus a 10% return on investment. 
However, the entrepreneur is not allowed to keep all the money for himself. Firstly, he has to 
pay the 100,000 back to the bank and secondly, there are interest costs of 5% or 5000. Of the 
220,000, 105,000 go back to the bank. The entrepreneur keeps the remaining 115,000 for 
himself. He thus increases his equity by 15,000. In other words, he achieves a return on equity 
of 15%.  
 
The entrepreneur was able to increase his return on equity from 10% to 15% by taking out a 
short-term loan. In other words, he has used the leverage effect.  
 
How can this be? Let's look at leverage again. The entrepreneur borrowed 100,000 and was 
able to increase the assets by 10% to 110,000. However, he only had to pay interest of 5% or 
5000. He can keep the difference for himself. This means that his own capital of 100,000 not 
only increases by 10,000 due to his own investments, but also by the 5,000 he made with the 
profit from the borrowed capital.  
 
More profit with the same equity capital results in a higher return on equity. This is exactly the 
leverage effect. You increase your own return by increasing your debt. The entrepreneur could 
even increase this effect at a grater extend, if he had borrowed another 100,000 and thus 
invested 300,000.00 in the project. In that case he would have even ended up with a 20% 
return on equity.  
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Unfortunately, the leverage effect can also turn negative. 
Then the debt no longer leads to a particularly high return 
on equity, but to a particularly low one.  
 
Let's take another look at the project. The entrepreneur has again taken out a loan of 100,000 
at 5% interest and invests a total of 200,000. Unfortunately, the project is running quite badly 
and only generates a 2% return. The target of 10% is therefore missed by a considerable 
margin. In this case, the entrepreneur has a problem. After the project, he has a total of 
204,000, i.e. 200,000 + 2% return. But first he has to pay off his debts and, as before, repay 
105,000 to the bank. He only has 99,000 left for himself. Compared to the beginning, he has 
lost 1000. This means a return of -1%. His return on equity is therefore negative, although the 
project as a whole has achieved a positive return of 2%. This is not enough to cover the costs 
of his loan.  
 
The result: the entire project is positive. The bank makes a profit. Only the entrepreneur 
makes a loss. In this case, one speaks of leverage risk. The debt has significantly reduced the 
return on equity. 
 
 

When does the leverage effect work positively and when 
negatively? 
 
The decisive criterion is the following: If the total return is higher than the return on debt, i.e. 
the interest costs, then the leverage effect works positively. With the additional profits, not 
only can the interest be paid, but there is also something left over for the entrepreneur 
himself.  
 
However, if the total return on the investment is less than the return on debt, i.e. less than the 
interest costs, then things no longer look so good. Then the profits are no longer sufficient to 
cover all the interest costs and the investor has to contribute something from his own capital. 
 
 

“ 
But how is the Leverage Effect connected to Credit 
Enhancement? Through the loan an entrepreneur 
will have to get access to actually leverage his 
capital. And this again is related to the 
entrepreneur’s credibility. And this again, can be 
achieved through Credit Enhancement structures, 
financial instruments and methods.  
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Financing payments using Documentary Credits 

Knowing the way 
Learn about the targeted securing and short-term 
financing of payments using documentary credits and 
collections from UBS Trade & Export Finance. 
 
In their brochure “Knowing the way. The targeted securing and short-term financing of 
payments using documentary credits and collections from UBS Trade & Export Finance”, UBS 
describes targeted securing and short-term financing of payments using documentary credits 
and collections from UBS Trade & Export Finance. The documentation explains the complexity 
of the subject and demonstrates how a big international bank can help Safeguarding against 
risks and securing performance and payment in foreign trade. 
 
This UBS document describes all relevant issues on 125 pages and provides a most detailed 
explanation of the subject. This is what you can expect: 
 
1 Safeguarding against risks and securing performance and payment in foreign trade 
2 Documentary credits in import / export business 
3 The documentary credit in transit trade  
4 Documentary credits in barter, offset and switch transactions 
5 Documentary credit checklists with examples 
6 Documentary collections 
7 Bank guarantees/ standby letters of credit as instruments for securing performance or 

payment 
8 Uniform Customs and Practice for Documentary Credits (UCP 600) Supplement to UCP 

600 for Electronic Presentation (eUCP) 
9 Uniform Rules for Collections (URC 522)  
10 Incoterms® 2010 
11 Index  
12 Technical terms in five languages  
13 Bibliography  
 
You can download the brochure directly from the bank’s server 
https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-akkreditive-
dokumentarinkasso-en.pdf 
  

 

Copyrighted reports must be 
obtained directly from their 
respective websites. 
Geordon Saraveloz does not 
distribute these reports. 
Corporate Logos and 
copyrighted content are 
property and owned by the 
companies and banks they 
refer to. 
 

https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-akkreditive-dokumentarinkasso-en.pdf
https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-akkreditive-dokumentarinkasso-en.pdf
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L/C and DLC – Letter 
of Credit and 
Documentary Letter 
of Credit 
 

A documentary letter of credit serves as a written 
promise of payment provided by a buyer to a seller. With 
a letter of credit, the buyer’s funds for the required 
payment are held in a separate account for use when 
needed, similar to the process for escrow. The seller 
receives payment when all of the terms of the agreement 
are fulfilled. 
 
 
Fully Funded Documentary Letter of Credit (FFDLC) 
By Julie Young  updated Apr 30, 2021 
What Is a Fully Funded Documentary Letter of Credit (FFDLC)? 
 
A fully funded documentary letter of credit (FFDLC) is a documented letter of credit that serves 
as a written promise of payment provided by a buyer to a seller. With a fully funded letter of 
credit, the buyer’s funds for the required payment are held in a separate account for use when 
needed, similar to the process for escrow. The seller receives payment when all of the terms of 
the agreement are fulfilled. 
 
Understanding FFDLCs 
Letters of credit are commonly used in commercial, international transactions. They allow a 
buyer to manage risks of international business dealings while also obtaining support through 
the promise of borrowed funds. A letter of credit is documented by a bank who serves as a 
third party in the transaction. 
 
A seller may have certain requirements for the financial institutions from which it will accept 
letters of credit. A letter of credit serves as a binding and legal document that the seller can 
accept and legally contest if payment is not made according to the detailed terms. 
  

KEY TAKEAWAYS 

• An FFDLC is a letter of credit 

backed by funds in escrow. 

• Businesses can use an FFDLC 

to obtain some or all of the 

funds moved to an escrow 

account for final payment. 

• Letters of credit can come in 

many different variations and 

may be either funded or 

unfunded. 
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Letters of credit can be funded or unfunded. 
A fully funded documentary letter of credit is a letter of credit in which the funds necessary are 
held in a separate account which serves as a type of escrow account. Buyers using an FFDLC 
may deposit some of their own funds and require funding from a financial institution for the 
remainder of the funds. Typically in an FFDLC, the buyer will need to begin paying interest on 
the borrowed funds as soon as they are placed in the separate account. 
 
Buyers and sellers will usually work with third parties to fully complete transactions involving 
all types of letters of credit and specifically FFDLC. The seller may hold documentary letters of 
credit with their own bank who then acts as their agent. The seller’s agent bank can manage 
the documentary collection process when appropriate and can help the seller to more easily 
receive payment into its account. 
 
Other operational procedures may also be included in the documentary collection. Some 
documentary letters of credit may include an at sight provision, which requires that the buyer 
initiate the transaction as soon as they receive the specified goods and accompanying 
paperwork. 
 
Overall, an FFDLC provides assurance to the seller that the buyer has the necessary funds for 
the transaction, as it proves the buyer has transferred cash to a separate account. With an 
FFDLC the buyer does not have to risk sending payment to the seller without knowing whether 
or not the goods have actually been shipped. 
 
Fully funded documentary letters of credit include comprehensive provisions detailing all of 
the necessary business and operational provisions. Such terms may include clauses for proof of 
shipment, such as a bill of lading stamped by customs. The conditions under which funds may 
revert to the buyer, such as the seller's failure to provide a bill of lading within a set time, are 
also outlined in the FFDLC. 
 
Funded vs. Unfunded 
Letters of credit can be funded or unfunded. A fully funded documentary letter of credit will 
provide assurance that cash for the value necessary in payment has been moved to a separate 
account for payment when required. Unfunded letters of credit do not set aside funds 
specifically through a separate, escrow type of account. In an unfunded letter of credit, the 
bank backing the letter of credit promises to pay if the buyer is unable to at the time payment 
is required. In an unfunded letter of credit, the bank may pay the full amount or a partial 
amount depending on the funds the buyer has available. If a bank must issue funds for an 
unfunded letter of credit then interest on the funds being borrowed from the bank would 
usually not begin until transferred. 
 
Types of Letters of Credit 
There can be numerous types of letters of credit. Each may or may not be funded. Some of the 
most common types of letters of credit include the following: 
 
Commercial/documentary letter of credit 
Standby letter of credit 
Secured letter of credit 
Revocable letter of credit 
Irrevocable letter of credit 
Revolving letter of credit 
Red clause letter of credit 
Green clause letter of credit 
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Companies may need to make special considerations for accounting for letters of credit. These 
considerations can depend on whether the letter of credit is funded or unfunded. Letters of 
credit serve as access to borrowed funds. Funded letters of credit may involve some fees or 
accumulating interest, depending on the agreement. 
 
In general, a funded letter of credit may need to be reported on the balance sheet as a liability 
if funds are transferred to a separate account and begin accumulating interest. An unfunded 
letter of credit would not necessarily need to be reported as a liability on the balance sheet 
until the letter of credit has been utilized in exchange for borrowed funds. 
 
Typically, funded and unfunded letters of credit are associated with a credit line. Large 
institutions using funded letters of credit will usually have a designated line of credit account 
tied to their letter of credit needs. 
 
 
 

KEY TAKEAWAYS 

 An FFDLC is a letter of credit backed by funds in 
escrow. 

 Businesses can use an FFDLC to obtain some or all of 
the funds moved to an escrow account for final 
payment. 

 Letters of credit can come in many different 
variations and may be either funded or unfunded.  
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Specimen of a Documentary Letter of Credit issued via 
SWIFT MT700 
 
DATE OF ISSUE : XXXXX  
FORM OF CREDIT : IRREVOCABLE DOCUMENTARY LETTER OF CREDIT  
ISSUER : PRIVATE BANK  
CREDIT NUMBER : DLC/XXXXX  
CURRENCY CODE : EUR/USD  
CREDIT AMOUNT : XXXXX  
DATE AND PLACE OF EXPIRY : XXXXX  
APPLICANT : XXXXX  
BENEFICIARY : XXXXX  
BANK OF BENEFICIARY : XXXXX  
PLACE FOR PRESENTATION : AT OUR COUNTERS  
FORM OF PRESENTATION : PAPER / BY COURIER SERVICE  
LANGUAGE OF ANY  
REQUIRED DOCUMENTS : ENGLISH  
 
27: SEQUENCE OF TOTAL 1/1  
40A: FORM OF DOCUMENTARY CREDIT IRREVOCABLE  
20: DOCUMENTARY CREDIT NUMBER SBLC/XXXXXX/1  
31C: DATE OF ISSUE YY/MM/DD  
40E: APPLICABLE RULES UCP LATEST VERSION  
31D: DATE AND PLACE OF EXPIRY YY/MM/DD  
51D: APPLICANT BANK – NAME & ADDRESS PRIVATE BANK, XXXXX  
59: BENEFICIARY – NAME & ADDRESS XXXXX  
32B: CURRENCY CODE, AMOUNT CURRENCY: EUR/USD AMOUNT: XXXXX  
39A: PERCENTAGE CREDIT AMOUNT TOLERANCE  
0/10  
41D: AVAILABLE WITH... BY... – NAME & ADDRESS ANY BANK IN XXXXX  
BY DEFERRED PAYMENT  
42P: DEFERRED PAYMENT DETAILS XXXXX DAYS FROM B/L DATE  
43P: PARTIAL SHIPMENTS NOT ALLOWED  
43T: TRANSSHIPMENT ALLOWED  
44A: PLACE OF TAKING IN CHARGE / OF RECEIPT XXXXX  
44B: PLACE OF FINAL DESTINATION / OF DELIVERY XXXXX  
44E: PORT OF LOADING/AIRPORT OF DEPARTURE XXXXX  
44F: PORT OF DISCHARGE/AIRPORT OF DESTINATION XXXXX  
44D: SHIPMENT PERIOD  
WITHIN XXXXX DAYS FROM ISSUING DATE OF L/CY  
45A: DESCRIPTION OF GOODS &/OR SERVICES  
AS PER PROFORMA-INVOICE NO. XXXXX DD/MM/YY SIGNED BY THE BENEFICARY. MODEL 
DESCRIPTION XXXXX QUANTITY XXXXX PRICE XXXXX TOTAL XXXXX OF GOODS XXXXX PER UNIT.  
DELIVERY TERMS: XXXXX  
 
46A: DOCUMENTS REQUIRED:  
1. COMMERCIAL INVOICES, CERTIFYING THAT THE QUALITY, QUANTITY AND DESCRIPTION OF 
MERCHANDISE SHIPPED ARE STRICTLY IN ACCORDANCE WITH ATTACHED PROFORMA-INVOICE 
NO. XXXXX, DD/MM/YY, TO BE SIGNED AND STAMPED BY THE BENEFICIARY IN 1 ORIGINAL 
AND 2 COPIES.  
2. PACKING LISTS, CERTIFYING THAT THE QUALITY, QUANTITY AND DESCRIPTION OF 
MERCHANDISE SHIPPED ARE STRICTLY IN ACCORDANCE WITH ATTACHED PROFORMA-INVOICE 
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NO. XXXXX, DD/MM/YY, TO BE SIGNED AND STAMPED BY THE BENEFICIARY IN 1 ORIGINAL 
AND 2 COPIES.  
3. FULL SET (3/3) OF CLEAN, SHIPPED ON BOARD OCEAN BILLS OF LADING PLUS 2 COPIES 
ISSUED BY THE CARRIER OR AGENT MADE OUT TO THE ORDER OF ISSUING BANK, SHOWING 
GROSS AND NET WEIGHT, DISPATCH DATE, VESSEL NUMBER, MARKED FREIGHT PREPAID AND 
NOTIFY THE COMPANY XXXXX.  
4. INSURANCE CERTIFICATE/POLICY, TO BE COVERED BY SELLER AND ENDORSED TO THE 
ORDER OF PRIVATE BANK FOR 110PCT OF CIF-INVOICE VALUE, COVERING ALL RISKS AND 
SHOWING CLAIM PAYABLE TO THE ORDER OF PRIVATE BANK.  
5. CERTIFICATE OF ORIGIN ISSUED BY XXXXX COMPETENT AUTHORITY IN 1 ORIGINAL AND 2 
COPIES.  
6. HEALTH CERTIFICATE ISSUED BY XXXXX COMPETENT AUTHORITY IN 1 ORIGINAL AND 2 
COPIES.  
47A: ADDITIONAL CONDITIONS  
a. DRAWING UNDER THIS CREDIT MUST BE FOR 100PCT OF THE INVOICE VALUE.  
b. DOCUMENTS BEARING A DATE PRIOR TO THE ISSUING OF THIS LETTER OF CREDIT ARE NOT 
ACCEPTABLE.  
c. THIRD PARTY DOCUMENTS ARE NOT ACCEPTABLE.  
d. INVOICE EXCEEDING THIS CREDIT AMOUNT IS NOT ACCEPTABLE.  
e. TOLERANCE IN QUANTITY OF GOODS +/-10PCT ALLOWED.  
f. DISCREPANT DOCUMENTS WILL BE SUBJECT TO A DISCREPANCY HANDLING FEE OF EUR 
300.00 FOR BENEFICIARY’S ACCOUNT.  
g. ALL DOCUMENTS MUST BE ISSUED IN THE ENGLISH LANGUAGE.  
h. ALL SIGNATURES OR SEALS REQUIRED ON ANY DOCUMENTS MUST BE AS PER THE 
APPLICANT’S BANK RECORD.  
i. WE, XXXXX, SEND THIS MESSAGE WITHOUT ANY UNDERTAKING, RESPONSIBILITY OR 
LIABILITY WITH RESPECT TO THE TRANSACTION AND THE APPLICANT BANK.  
j. THIS LETTER OF CREDIT IS SUBJECT TO THE UNIFORM CUSTOMS AND PRACTICE FOR 
DOCUMENTARY CREDITS, ICC PUBLICATION NO. 600,  
LATEST REVISION AND SHALL BE INTERPRETED IN ACCORDANCE WITH THE LAWS OF ENGLAND. 
ANY DISPUTE ARISING OUT OF OR IN CONNECTION WITH THIS DOCUMENTARY CREDIT SHALL 
BE SUBJECT TO THE EXCLUSIVE JURISDICTION OF THE COMMERCIAL COURT OF ENGLAND.  
k. THIS IS AN OPERATIVE INSTRUMENT AND NO CONFIRMATION SHALL FOLLOW. 71B: 
CHARGES  
ALL BANKING CHARGES OUTSIDE ISSUER COUNTRY ARE FOR BENEFICIARY’S ACCOUNT.  
48: PERIOD FOR PRESENTATION  
WITHIN 21 DAYS AFTER B/L DATE (DOC.3 DATE) BUT WITHIN L/C VALIDITY.  
49: CONFIRMATION INSTRUCTIONS WITHOUT  
78: INSTRUCT TO PAYG/ACCEPTG/NEGOTG BANK  
PAYMENT UNDER THIS CREDIT WILL BE EFFECTED BY THE APPLICANT BANK AT MATURITY 
UPON RECEIPT OF COMPLYING DOCUMENTS  
AT COUNTERS OF PRIVATE BANK.  
57A: ADVISE THROUGH BANK - FI BIC SWIFT CODE  
72: SENDER TO RECEIVER INFORMATION  
YOUR CHARGES FOR BENEFICIARY’S ACCOUNT.  
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER      AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)     (NAME, TITLE, PIN CODE)  
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The use of Letters of 
Credit versus Credit 
Insurance 
In their Guide to Credit Insurance White Paper they take a 
closer look at Credit Risk Insurance and available options. 
 
A Documentary Letter of Credit is a bank’s agreement to guarantee the payment of a buyer’s 
obligation will be received on time and in the correct amount. The buyer has to approach the 
bank to request a letter of credit, which has the disadvantage of reducing the buyer’s 
borrowing capacity as it is counted against the company’s overall credit limit set by the bank. 
In developing markets it may need to be cash secured. 
 
Impacts on cost include: 
• Only covers a single transaction for a single buyer – regularly relying on this form of 
protection can be tedious and time consuming for a buyer 
• Expensive, both in terms of absolute cost and in terms of credit line usage with the additional 
need for security 
• Ties up working capital for buyers, thus potentially restricting opportunities 
• The claims process can be lengthy and laborious and can be derailed by minor discrepancies 
in paperwork. 
 
 

Other Options include 
Self-Insurance. Many companies choose to self-insure in the form of bad-debt reserves. This 
fund is available to offset the deficit should any of their customers become unable to pay.  
Factoring. A factor is a company that typically purchases companies’ accounts receivable at a 
reduced amount of the face value of the invoices.  
Credit Insurance. Credit insurance is a business insurance product that protects a seller against 
losses from non payment of a commercial trade debt.  
 

 
Euler Hermes is a credit insurance company that offers a wide range of bonding, guarantees 
and collections services for the management of business-to-business trade receivables. 
A subsidiary of Allianz SE, Euler Hermes is rated AA by Standard & Poor's.[2] The Group posted 
a consolidated turnover of €2,7 billion in 2018.[1] Euler Hermes employs +5,800 employees in 
over 50 countries and insured global business transactions for €962 billion in exposure at the 
end of 2018. 
 
Source Wikipedia https://en.wikipedia.org/wiki/Euler_Hermes 
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SBLC - Standby 
Letters of Credit 
A standby letter of credit (SBLC) is a legal document that 
guarantees a bank's commitment of payment to a seller 
in the event that the buyer–or the bank's client–defaults 
on the agreement. The buyer is certain to receive the 
goods and the seller certain to receive payment. An SBLC 
is often sought by a business to help it obtain a contract.  
 
 
What Is a Standby Letter of Credit (SLOC)? 
By Will Kenton 
Reviewed by Eric Estevez  Updated Jun 29, 2020 
 
A standby letter of credit (SBLC) is a legal document that guarantees a bank's commitment of 
payment to a seller in the event that the buyer–or the bank's client–defaults on the 
agreement. The buyer is certain to receive the goods and the seller certain to receive payment. 
An SBLC is often sought by a business to help it obtain a contract.  
 
A standby letter of credit (SLOC) is a legal document that guarantees a bank's commitment of 
payment to a seller in the event that the buyer–or the bank's client–defaults on the 
agreement. A standby letter of credit helps facilitate international trade between companies 
that don't know each other and have different laws and regulations. Although the buyer is 
certain to receive the goods and the seller certain to receive payment, a SLOC doesn't 
guarantee the buyer will be happy with the goods. A standby letter of credit can also be 
abbreviated SBLC. 
 
How a Standby Letter of Credit Works 
A SLOC is most often sought by a business to help it obtain a contract. The contract is a 
"standby" agreement because the bank will have to pay only in a worst-case scenario. 
Although an SBLC guarantees payment to a seller, the agreement must be followed exactly. 
For example, a delay in shipping or a misspelling a company's name can lead to the bank 
refusing to make the payment. 
 

There are two main types of standby letters of credit 
 A financial SLOC guarantees payment for goods or services as specified by an 

agreement. An oil refining company, for example, might arrange for such a letter to 
reassure a seller of crude oil that it can pay for a huge delivery of crude oil. 

 The performance SLOC, which is less common, guarantees that the client will complete 
the project outlined in a contract. The bank agrees to reimburse the third party in the 
event that its client fails to complete the project.  

There are two main types of 

standby letters of credit 

• A financial SLOC guarantees 

payment for goods or services 

as specified by an agreement. 

An oil refining company, for 

example, might arrange for 

such a letter to reassure a 

seller of crude oil that it can 

pay for a huge delivery of 

crude oil. 

• The performance SLOC, 

which is less common, 

guarantees that the client will 

complete the project outlined 

in a contract. The bank agrees 

to reimburse the third party in 

the event that its client fails to 

complete the project. 
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The recipient of a standby letter of credit is assured that it is doing business with an individual 
or company that is capable of paying the bill or finishing the project. 
The procedure for obtaining a SLOC is similar to an application for a loan. The bank issues it 
only after appraising the creditworthiness of the applicant. 
 
In the worst-case scenario, if a company goes into bankruptcy or ceases operations, the bank 
issuing the SLOC will fulfill its client's obligations. The client pays a fee for each year that the 
letter is valid. Typically, the fee is 1% to 10% of the total obligation per year. 
 
Advantages of a Stand by Letter of Credit 
The SLOC is often seen in contracts involving international trade, which tend to involve a large 
commitment of money and have added risks. 
 
For the business that is presented with a SLOC, the greatest advantage is the potential ease of 
getting out of that worst-case scenario. If an agreement calls for payment within 30 days of 
delivery and the payment is not made, the seller can present the SLOC to the buyer's bank for 
payment. Thus, the seller is guaranteed to be paid. Another advantage for the seller is that the 
SBLC reduces the risk of the production order being changed or canceled by the buyer. 
 
An SBLC helps ensure that the buyer will receive the goods or service that's outlined in the 
document. For example, if a contract calls for the construction of a building and the builder 
fails to deliver, the client presents the SLOC to the bank to be made whole. Another advantage 
when involved in global trade, a buyer has an increased certainty that the goods will be 
delivered from the seller. 
 
Also, small businesses can have difficulty competing against bigger and better-known rivals. An 
SBLC can add credibility to its bid for a project and can often times help avoid an upfront 
payment to the seller. 
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Specimen Standby Letters of Credit via SWIFT MT760 
 
A STAND·BY LETTER OF CREDIT  
UNDER GLOBAL MARKET SECURITIES LENDING AGREEMENT 
SWIFT MT 760 (ICC 500/600 URDG 758) 
 
DATE     : 
NAME OF ISSUING BANK  : 
ISSUING BANK ADDRESS  : 
BANK SWIFT CODE   : 
BANK OFFICER    : 
 
NAME OF RECEIVING BANK  : 
BANK SWIFT CODE   : 
ATTENTION BANK OFFICER  :  
STANDBY LETTER OF CREDIT  : 
BENEFICIARY    : 
ADDRESS    : 
CURRENCY    : 
AMOUNT    : 
ISSUING DATE    : 
MATURITY DATE: ONE YEAR + ONE DAY (FROM ISSUING DATE) 
 
77C: NARRATIVE: WE HEREBY OPEN OUR STANDBY LETTER OF CREDIT NO XX AS FOLLOWS: 
 
AT THE REQUEST OF OUR CUSTOMER WE HEREBY ESTABLISH IN YOUR FAVOUR OUR CASH 
BACKED IRREVOCABLE STANDBY, TRANSFERRABLE AND DIVISIBLE LETTER OF CREDIT FOR 
MAXIMUM XXX MILLION (EUROS 0,000,000) EUROS, TO GUARANTEE PAYMENT OF THE SUMS 
DUE TO YOU BY XXXX.THE FACILITIES COVERED BY TH IS INDEMNITY ARE AS FOLLOWS: 
 
TYPE: STANDBY LETTER OF CREDIT AMOUNT: EUROS ...0,000,000 MAXIMUM 
 
WE HEREBY IRREVOCABLY UNDERTAKE AND AGREE TO PAY YOU ON RECEIPT OF YOUR CLAIM 
BY WAY OF EITHER A TESTED TELEX OR AUTHENTICATED SWIFT, WITHOUT ANY FURTHER 
PROOF OR CONDITION. 
 
THIS STANDBY LETT ER OF CREDIT WILL EXPIRE ON THE ABOVE MENTIONED EXPIRY DATE AT 
OUR COUNTERS, AFTER WHICH DATE OUR LIABILITY TO YOU UNDER TH IS LETTER OF CREDIT 
WILL CEASE AND WILL BE OF NO FURTHER EFFECT WHETHER THIS INSTRUMENT IS RETURNED 
TO USOR NOT. 
 
WE HEREBY ENGAGE YOU THAT CLAIMS RECEIVED IN CONFORMITY WITH THE TERMS OF THIS 
CREDIT WILL BE DULY HONOURED AND THE DRAWING AMOUNT ACCOMPANIED BY 
APPLICANTS CONFIRMATION OF DEFAULT SENT TO US, BY WAY OF AUTHENTICATED SWIFT 
THROUGH ADVISING BANK. 
 
THIS STANDBY LETTER OF CREDIT IS SUBJECT TO THE UNIFORM CUSTOMS AND PRACTICES FOR 
DOCUMENTARY CREDITS, INTERNATIONAL CHAMBE R OF COMMERCE LATEST REVISION OF 
PUBLICATION 500/600 URDG 758 AND ENGAGES US IN ACCORDANCE WITH THE TERMS 
THEREOF. 
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THIS STANDBY LETTER OF CREDIT SHALL BE GOVERNED BY AND SHALL BE CONSTRUED IN 
ACCORDANCE WITH THE LAWS OF (COUNT RY OF ISSUE). THIS STANDBY LETTER OF CREDIT IS 
AN OPERATIVE INSTRUMENT. 
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE)  
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BG - Bank Guarantee 
A bank guarantee is a type of financial backstop offered 
by a lending institution. The bank guarantee means that 
the lender will ensure that the liabilities of a debtor will 
be met. In other words, if the debtor fails to settle a debt, 
the bank will cover it. 
 
 
What Is a Bank Guarantee? 
By MITCHELL GRANT 
  Reviewed by SOMER ANDERSON  Updated Mar 23, 2021 
 
A bank guarantee is a type of financial backstop offered by a lending institution. The bank 
guarantee means that the lender will ensure that the liabilities of a debtor will be met. In other 
words, if the debtor fails to settle a debt, the bank will cover it. A bank guarantee enables the 
customer, or debtor, to acquire goods, buy equipment or draw down a loan. 
 
Understanding Bank Guarantees 
A bank guarantee is when a lending institution promises to cover a loss if a borrower defaults 
on a loan. The guarantee lets a company buy what it otherwise could not, helping business 
growth and promoting entrepreneurial activity. 
 
There are different kinds of bank guarantees, including direct and indirect guarantees. Banks 
typically use direct guarantees in foreign or domestic business, issued directly to the 
beneficiary. Direct guarantees apply when the bank’s security does not rely on the existence, 
validity, and enforceability of the main obligation. 
 
 A bank guarantee is when a lending institution promises to cover a loss if a borrower defaults 
on a loan. 
Individuals often choose direct guarantees for international and cross-border transactions, 
which can be more easily adapted to foreign legal systems and practices since they don't have 
form requirements. 
 
Indirect guarantees occur most often in the export business, especially when government 
agencies or public entities are the beneficiaries of the guarantee. Many countries do not 
accept foreign banks and guarantors because of legal issues or other form requirements. With 
an indirect guarantee, one uses a second bank, typically a foreign bank with a head office in 
the beneficiary’s country of domicile. 
 
Examples of Bank Guarantees 
Because of the general nature of a bank guarantee, there are many different kinds: 
 
A payment guarantee assures a seller the purchase price is paid on a set date. 
 
An advance payment guarantee acts as collateral for reimbursing advance payment from the 
buyer if the seller does not supply the specified goods per the contract. 
 

KEY TAKEAWAYS 
A bank guarantee is when a 
lending institution promises 
to cover a loss if a borrower 
defaults on a loan. 
Parties to a loan choose 
direct guarantees for 
international and cross-
border transactions. 
The guarantee provides 
additional risk to the lender, 
so loans with such a 
guarantee will come with 
greater costs or interest 
rates. 
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A credit security bond serves as collateral for repaying a loan. 
 
A rental guarantee serves as collateral for rental agreement payments. 
 
A confirmed payment order is an irrevocable obligation where the bank pays the beneficiary a 
set amount on a given date on the client’s behalf. 
 
A performance bond serves as collateral for the buyer’s costs incurred if services or goods are 
not provided as agreed in the contract. 
 
A warranty bond serves as collateral ensuring ordered goods are delivered as agreed. 
 
For example, Company A is a new restaurant that wants to buy $3 million in kitchen 
equipment. The equipment vendor requires Company A to provide a bank guarantee to cover 
payments before they ship the equipment to Company A. Company A requests a guarantee 
from the lending institution keeping its cash accounts. The bank essentially cosigns the 
purchase contract with the vendor. 
 
 

KEY TAKEAWAYS 

 A bank guarantee is when a lending institution 
promises to cover a loss if a borrower defaults on a 
loan. 

 Parties to a loan choose direct guarantees for 
international and cross-border transactions. 

 The guarantee provides additional risk to the lender, 
so loans with such a guarantee will come with 
greater costs or interest rates. 
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Specimen of a Bank Guarantee issued via SWIFT MT760 
 
A STAND·BY LETTER OF CREDIT  
UNDER GLOBAL MARKET SECURITIES LENDING AGREEMENT 
SWIFT MT 760 (ICC 500/600 URDG 758) 
 
DATE: 
NAME OF ISSUING BANK: 
ISSUING BANK ADDRESS: 
BANK SWIFT CODE: 
BANK OFFICER: 
NAME OF RECEIVING BANK: 
BANK SWIFT CODE: 
ATTENT ION BANK OFFICER: 
BANK GUARANTEE NUMBER: 
BENEFICIARY 
ADDRESS: 
CURRENCY: 
AMOUNT: 
ISSUING DATE: 
MATURITY DATE: ONE YEAR + ONE DAY (FROM ISSUING DATE) 
77C: NARRATIVE:  
WE HEREBY OPEN OUR BANK GUARANTEE NO XXXXXX AS FOLLOWS: 
 
FOR THE VALUE RECEIVED, WE, THE UNDERSIGNED BANK HEREBY ISSUE OUR IRREVOCABLE, 
UNCONDITIONAL, TRANSFERABLE, DIVISIBLE, AND WITHOUT PROTEST OR NOTIFICATION, 
PROMISE TO PAY AGAINST THIS BANK GUARANTEE NR XXXXXXXX TO THE ORDER OF 
(BENEFICIARY), THE BEARER OR HOLDER THEREOF, AT MATURITY, THE SUM OF EURO XXXXXXX 
(EURO XXXXX MILLION ONLY) IN THE LAWFUL CURRENCY OF THE EUROPEAN UNION, UPON 
PRESENTATION AND SURRENDER OF THIS BANK GUARANTEE AT ANY OF THE COUNTERS OF 
OUR OFFICES AT XXXXXXXXXXX. SUCH PAYMENT SHALL BE MADE WITHOUT SETOFF AND FREE 
AND CLEAR OF ANY DEDUCTIONS, CHARGES, FEES, OR WITH HOLDING OF ANY NATURE 
PRESENTLY OR IN THE FUTURE IMPOSED, LEVIED, COLLECTED, WITHHELD OR ASSESSED. 
THIS BANK GUARANTEE IS CASH BACKED, DIVISIBLE, ASSIGNABLE AND TRANSFERABLE 
WITHOUT PRESENTATION OF IT TO US AND MAY BE RELIED UPON FOR THE PURPOSES OF 
OBTAINING CREDIT LINES OR LOANS. 
THIS BANK GUARANTEE SHALL BE GOVERNED BY AND SHALL BE CONSTRUED IN ACCORDANCE 
WITH THE LAWS OF (COUNTRY OF ISSUE). THIS BANK GUARANTEE IS AN OPERATIVE 
INSTRUMENT. 
THIS BANK GUARANTEE IS GOVERNED BY THE UNI FORM RULES FOR DEMAND GUARANTEES 
AS SET FORTH BY THE INTERNATIONAL CHAMBER OF COMMERCE, LATEST REVISION OF 
PUBLICATION 500/ 600 URDG 758. 
YOUR DEMAND FOR PAYMENT SHOULD REACH US NOT BEFORE BUT NOT LATER THAN 
XXXXXXXX AFTER WHICH DATE THIS BANK GUARANTEE EXPIRES IN FULL AND SHOULD BE 
CONSIDERED NULL AND VOID. 
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE) 
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Bid or Tender Bond 
A bid bond can be a written guarantee made out by a 
third-party guarantor and submitted to a client or project 
owner. The bid bond affirms that the contractor has the 
required funds necessary to carry out the project. 
Typically, bid bonds are submitted as a cash deposit by 
contractors for a tendered bid. 
 
 
What Is a Bid Bond? 
By JAMES CHEN 
Reviewed by ROGER WOHLNER  Updated Oct 31, 2020 
 
A bid bond guarantees compensation to the bond owner if the bidder fails to begin a project. 
Bid bonds are often used for construction jobs or other projects with similar bid-based 
selection processes. 
 
The function of the bid bond is to provide a guarantee to the project owner that the bidder will 
complete the work if selected. The existence of a bid bond gives the owner assurance that the 
bidder has the financial means to accept the job for the price quoted in the bid. 
 
Reasons for Bid Bonds 
Bid bonds ensure that contractors can comply with bid contracts and will fulfill their job 
responsibilities at agreed prices. Most public construction contracts require contractors or 
subcontractors to secure their bids by providing bonds that serve as a means of legal and 
financial protection to the client. 
 
Without bid bonds, project owners would have no way of guaranteeing that the bidder they 
select for a project would be able to complete the job properly. For example, an underfunded 
bidder might run into cash flow problems along the way. Bid bonds also help clients avoid 
frivolous bids, which saves time when analyzing and choosing contractors. 
 
Requirements for Bid Bonds 
While most project owners typically require between 5% and 10% of the tender price upfront 
as a penalty sum, federally funded projects require 20% of the bid. The cost of the bond 
depends on several factors, including the jurisdiction of the project work, bid amount, and 
contractual terms. 
 
For example, a contractor that is making a $250,000 bid to provide roofing for an elementary 
school will have to submit a bid bond of $50,000. This bid bond is required along with a 
proposal to be taken seriously as a contender for a federal contract. 
 
Writing Bid Bonds 
A bid bond can be a written guarantee made out by a third-party guarantor and submitted to a 
client or project owner. The bid bond affirms that the contractor has the required funds 
necessary to carry out the project. 
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Typically, bid bonds are submitted as a cash deposit by contractors for a tendered bid. A 
contractor purchases a bid bond from a surety, which carries out extensive financial and 
background checks on a contractor before approving the bond. 
 
Several factors determine whether a contractor will be issued a bid bond. They include the 
company's credit history and the number of years of experience in the field. Financial 
statements may also be examined to determine the overall financial health of the company. 
 
Performance Bonds: Success 
A bid bond is replaced by a performance bond when a bid is accepted and the contractor 
proceeds to work on the project. A performance bond protects a client from a contractor's 
failure to perform according to the contractual terms. If the work done by a contractor is poor 
or defective, a project owner can make a claim against the performance bond. The bond 
provides compensation for the cost of redoing or correcting the job. 
 
Failure to Meet Obligations 
If the contractor does not meet the obligations of the bid bond, the contractor and the surety 
are held jointly and severally liable for the bond. A client will usually opt for the lowest bidder 
since it will mean reduced costs for the company. 
 
If a contractor wins the bid but decides not to execute the contract for one reason or another, 
the client will be forced to award the second-lowest bidder the contract and pay more. In this 
instance, the project owner can make a claim against the full or partial amount of the bid 
bond. A bid bond is thus an indemnity bond that protects a client if a winning bidder fails to 
execute the contract or provide the required performance bonds. 
 
Bid Bond Liability 
The amount claimed against a bid bond typically covers the difference between the lowest bid 
and the next lowest bid. This difference will be paid by the bonding company or surety, which 
may sue the contractor to recover the costs. Whether the surety can sue the contractor 
depends on the terms of the bid bond. 
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Specimen of a Bid or Tender Bond 
 
KNOW ALL MEN BY THESE PRESENTS: THAT WE, THE UNDERSIGNED, 
___________________ AS PRINCIPAL AND ___________________________, A 
________________DULY ORGANIZED UNDER THE LAWS OF THE STATE OF ___________ AS 
SURETY, ARE HEREBY HELD AND FIRMLY BOUND UNTO XXXXXXXXXXXXXXX AS OBLIGEE IN THE 
SUM OF TWO PERCENT (2%) OF THE TOTAL BID AMOUNT ON THE ANNUAL CONTRACT FOR 
THE PAYMENT OF WHICH SUM WILL AND TRULY TO BE MADE, THE PRINCIPAL AND SURETY 
BIND OURSELVES, OUR HEIRS, EXECUTORS, ADMINISTRATORS, SUCCESSORS AND ASSIGNS, 
JOINTLY AND SEVERALLY FIRMLY BY THESE PRESENTS. 
 
WHEREAS, THE ABOVE-NAMED PRINCIPAL SUBMITTED A BID FOR THE XXXXXXXXXXXX 
PROJECT. 
 
NOW, THEREFORE, (1) IF THE OBLIGEE SHALL ACCEPT THE BID OF THE PRINCIPAL AND THE 
PRINCIPAL AND OBLIGEE SHALL EXECUTE THE CONTRACTOR AGREEMENT WHICH IS PART OF 
THESE CONTRACT DOCUMENTS AND THE PRINCIPAL SHALL PROVIDE ALL BONDS AS REQUIRED 
BY THE CONTRACT DOCUMENTS, AND THE PRINCIPAL SHALL, IN ALL OTHER RESPECTS, 
PERFORM ANY OBLIGATIONS DUE THE OBLIGEE AS A RESULT OF THE SUBMISSION OF ITS BID, 
OR (2) THE OBLIGEE SHALL REJECT THE PRINCIPAL’S BID, OR FAIL TO EXECUTE THE TOWNSHIP-
CONTRACTOR AGREEMENT WITHIN 7 DAYS OF RECEIPT FROM THE CONTRACTOR, THEN THIS 
OBLIGATION SHALL BE NULL AND VOID, BUT OTHERWISE IT SHALL REMAIN IN FULL FORCE 
AND EFFECT. 
 
ATTEST: 
___________________________________ 
PRINCIPAL 
___________________________________ 
By: ________________________________ 
(Principal) Secretary 
(SEAL) 
___________________________________ 
(Address) 
___________________________________ 
___________________________________ 
(Witness as to Principal) 
___________________________________ 
(Address)  
___________________________________ 
Signature of Surety 
___________________________________ 
Printed Name 
(SEAL)in the presence of: 
______________________________ 
[signature on line] 
[insert witness name] 
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RWA - Ready, Willing, 
Able Confirmation 
A “Ready, Willing & Able Letter” (RWA Letter) verifies 
that a bank or financial institution is prepared to proceed 
on behalf of a client for a specified financial transaction. 
The transaction is usually a capital guarantee brought 
forward by the project developer or a sponsor for one or 
more identified projects to be financed. 
 
 
The RWA Letters states that the sending bank will follow through per establish banking rules, 
such as the Uniform Rules of Demand Guarantees (URDG ICC Pub. 758), and send the actual 
guarantee instrument when the time comes. When is that time? The guarantee itself, US$ or 
Euros, would be sent bank-to-bank after completion of our due diligence, once all contracts 
have been negotiated, agreed, signed and countersigned. This is the last step before financial 
closing. 
 
Thus, an RWA Letter is stating the bank’s intention to send the referenced guarantee 
instrument (either a Bank Guarantee / Standby Letter of Credit, an Avalized Promissory Note, 
or Sovereign Guarantee) only when asked to do so. Sending the guarantee instrument is 
contingent upon the parties to first agree that the funding has been arranged per mutually-
acceptable terms and conditions. There is nothing directly binding, irrevocable or “material” at 
the time of the RWA Letter issuance. No money should change hands at that point. 
 
Rated banks are often asked to issue RWA letters on behalf of their customers 
Sometimes an RWA letter is sent together with a SWIFT MT-799 (considered “pre-advice,” 
meaning that it is a text message only — does not constitute a guarantee), though not 
required. Without optional MT-799, a signed RWA Letter can be sent via Email or as requested 
by the receiving bank. 
 
The main purpose of the RWA Letter is for the project’s Developer or Sponsor to signal their 
intent to provide the required capital guarantee. BG/SBLCs and SGs use SWIFT MT760, a 
widely-used message type for such instruments so that the received can respond with the 
name and location of the receiving bank and proceed through the steps of pre-qualifying, 
qualifying/vetting, reach terms for funding, drawdown of funding and launching the completed 
project(s).  
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Specimen of a Ready, Willing, Able confirmation 
LETTER CONFIRMATION FROM ISSUING BANK  
 
 
 
TO: Mr XXXXXXXX. AS ACCOUNT SIGNATORY  
Account Name: XXXXXXX SARL  
Account Number: XXXXXXXXX  
Asset to be Issued: MT 760 AND MT/103 ..,000,000.00 Million (xxx MILLION USD)  
Your ref: XXXXXXXXXXXXXXX  
TRANSACTION CODE NUMBER: XXXXXXXXXXXXXXXXXXX  
Other ref:  
 
DEAR GENTLEMEN,  
 
WE, ….. BANK LTD HEAD OFFICE WITH REGISTERED ADDRESS ………………………………….., 
………………., …………. …………., ………….., AT REQUEST OF OUR CUSTOMER “XXXXXXX”, LOCATED 
AT …………………., ………………………, …………… ………, HEREBY IRREVOCABLY CONFIRM WITH FULL 
BANK RESPONSIBILITY THAT WE ARE READY WILLING AND ABLE TO ISSUE AND DELIVER TO 
YOUR GOOD BANK THROUGH FREE DELIVERY SWIFT MT103 WITH FUNDS LEGALLY EARNED, 
GOOD, CLEAN, AND CLEARED FUNDS OF NON-CRIMINAL ORIGIN, FREE OF ANY LIENS OR 
ENCUMBRANCES IN FAVOUR OF SKYOCEAN INTERNATIONAL TRADING LLC OR ANY 
BENEFICIARY MENTIONED TO US BY OUR CUSTOMER, IN THE TOTAL AMOUNT...,000,000.00 
(………. MILLION USD ONLY). FURTHER MORE OUR SBLC WILL BE FULLY CONFIRMED THROUGH 
HSBC NEW YORK. THE AUTHENTICITY AND VALIDITY OF THIS BANK CONFIRMATION LETTER 
CAN BE CONFIRMED BY RESPONSIBLE BANK INQUIRY, VIA E-MAIL CORPORATE AND/OR SWIFT 
COMMUNICATION.  
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE) 
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POF Proof of Funds 
and BCL Bank 
Comfort Letter 
 

A bank confirmation letter (BCL) or a Proof of Funds letter 
(POF) is a letter from a bank or financial institution 
confirming the existence of a loan or a line of credit that 
has been extended to a borrower. The letter officially 
confirms the fact that the borrower—typically an 
individual, company, or organization—is eligible to 
borrow a specified amount of funds for a specified 
purpose. 
 
 
Proof of Funds and Bank Comfort Letter 
Bank Confirmation Letter (BCL) 
By JULIA KAGAN 
 Reviewed by ERIC ESTEVEZ  Updated Mar 8, 2021 
 
Bank confirmation letters typically require the signature of representatives of the bank or the 
financial institution who are authorized to issue such correspondence. 
 
Since a letter of confirmation is issued in regard to a particular transaction or project, it's not 
transferable to a different transaction or project. If the bank's customer decides to enter into a 
different deal or purchase, the customer usually is required to obtain a new letter of 
confirmation. 
 
For example, a prospective home buyer decides to buy a different home than the one specified 
in the bank confirmation letter; a new BCL would be needed.  
 
Regulations vary from country to country in terms of whether and to what extent a letter of 
confirmation must state the specific purpose for which a loan or line of credit is being 
extended to the borrower. 
 
Common Uses of a Bank Confirmation Letter 
Bank confirmation letters are most commonly prepared for a business customer of the bank, 
vouching for the existence of a specified line of credit. The letters often serve to reassure 
sellers of a large number of goods. 

KEY TAKEAWAYS 
A bank confirmation letter 
(BCL) validates that a bank 
has a line of credit in place 
with one of its customers. 
The BLC is not a guarantee 
of payment, but an 
assurance of the 
borrower's financial 
resources to complete a 
purchase. 
Bank confirmation letters 
are typically issued to 
business customers 
vouching for their 
creditworthiness. 
Bank confirmation letters 
can also be issued for a 
company that is entering 
into a joint venture project 
with another company. 
Individuals may request a 
BCL during the purchase of 
a home or land in order to 
secure a mortgage or 
establish creditworthiness 
with the seller. 
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They may also be issued for a company that is entering into a joint venture project with 
another company. While the letter does not guarantee payment or provision of funds, it does 
provide an assurance of a high probability of the company receiving payment from the bank's 
customer. 
 
 A bank confirmation letter serves to assure all concerned parties in a business transaction that 
the bank's customer (the borrower) has, or has available, the necessary financial resources to 
conclude the transaction. 
 
The most common use of a bank confirmation letter by an individual is during the purchase of 
a home or land. In such cases, the letter provides confirmation to a seller or realtor that the 
bank's customer is approved for a mortgage up to a specified amount for a proposed purchase. 
 
The letter is not a commitment to buy the property; it is merely a reassurance that the bank’s 
customer has access to funds to complete a purchase. In most situations, a prospective buyer 
will not be able to close on a property without having a bank confirmation letter in hand. 
 
 
 
How do Bank Confirmation Letters (BCL) work? 
A bank confirmation letter's purpose is to assure a third party, generally a seller, that the 
borrower has access to sufficient financial resources to complete a transaction, such as the 
purchase of goods. The confirmation letter—sometimes known as a comfort letter—is not a 
guarantee of payment, but only an assurance of the borrower's financial resources to make 
payment. 
 
How do i get a Bank Confirmation Letter? 
A bank confirmation letter can be received from your bank upon request. The bank will issue 
the letter with the appropriate signatures and provide it to you. 
 
What Is a Bank Verification Letter? 
A bank verification letter is the same as a bank certification letter; a letter from a bank 
confirming that an individual has an account at that bank with the total value of the funds in 
the account. 
 
How do i get a Bank Confirmation Letter from my bank? 
To obtain a bank confirmation letter from your bank you may request in-person at a bank 
branch from one of the bankers, by a phone call to the bank, and depending on the financial 
institution, through their online platform. 
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KEY TAKEAWAYS 

 A bank confirmation letter (BCL) validates that a 
bank has a line of credit in place with one of its 
customers. 

 The BLC is not a guarantee of payment, but an 
assurance of the borrower's financial resources to 
complete a purchase. 

 Bank confirmation letters are typically issued to 
business customers vouching for their 
creditworthiness. 

 Bank confirmation letters can also be issued for a 
company that is entering into a joint venture project 
with another company. 

 Individuals may request a BCL during the purchase of 
a home or land in order to secure a mortgage or 
establish creditworthiness with the seller. 
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Specimen of a Proof of Funds sent via SWIFT MT799 
 
DATE OF ISSUE : XXXXX  
ISSUER : PRIVATE BANK  
CURRENCY CODE : EUR/USD  
AMOUNT : XXXXX  
DATE AND PLACE OF EXPIRY : XXXXX  
APPLICANT : XXXXX  
BENEFICIARY : XXXXX  
BANK OF BENEFICIARY : XXXXX  
UNDERLYING RELATIONSHIP : XXXXX  
 
WE HEREBY CONFIRM WITH FULL RESPONSIBILITY THAT OUR CLIENT XXXXX HAS FUNDS 
AND/OR CREDIT LINE WITH US UND HIS/THEIR SOLE SIGNATURE IN ACCOUNT NO: XXXXX THE 
SUM OF XXXXX. (AMOUNT IN WORDS: XXXXX). THESE FUNDS AND/OR CREDIT LINE ARE CLEAN, 
CLEARED, OF NON-CRIMIAL ORIGIN AND ARE FREE OF ANY LIENS AND ENCUMBRANCES AND 
ARE AVAILABLE TO THE CLIENT WITHOUT ANY RESTRICTIONS. FURTHER THIS CONFIRMS THAT 
WE HAVE PLACED AN ADMINISTRATIVE BLOCK IN THESE FUNDS AND/OR CREDIT LINE IN 
FAVOUR OF XXXXX WITH ADDRESS AT XXXXX FOR A PERIOD OF 30 DAYS. THE FUNDS AND/OR 
CREDIT LINE WILL REMAIN UNENCUMBERED DURING THIS PERIOD.  
.  
THIS PROOF OF FUND IS AN OPERATIVE INSTRUMENT. 
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE) 
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BF– Blocked Funds 
Blocked Funds can be cash flows generated by a foreign 
project that cannot be immediately repatriated to the 
parent firm because of capital flow restrictions imposed 
by the host government.  
 
A blocked account restricts account owners from unlimited and unrestricted use of their funds 
in that account. There can be different reasons why an account is “blocked”.  
 
Accounts may be blocked or limited for a variety of reasons, including internal bank policies, 
external regulations, or via a court order or legal decision. Money generated by a company's 
foreign operations that cannot be moved from one country to another because of one or more 
regulations in the country in which the money was generated. For example, a government may 
place a limit on the maximum amount that may be moved out of a country over a given period 
of time.  
 
Having an excessive amount in blocked funds may harm a company's cash flow. 
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Specimen of Blocked Funds sent via SWIFT MT799 
 
WE, (ISSUING BANK), LOCATED AT (ISSUING BANK ADDRESS) REPRESENTED BY THE 
UNDERSIGNED OFFICERS, HERBY CONFIRM, WITH FULL BANK RESPONSIBILITY AND LIABILITY 
ON BEHALF OF OUR VALUED CLIENT (INSERT CLIENT/ENTITY FULL NAME) HOLDS CASH FUNDS 
IN THE AMOUNT OF XXX HUNDRED MILLION UNITED STATES OF AMERICA DOLLARS / EURO 
$/€ X00,000,000.00) IN THE ACCOUNT NUMBER (000000000). 
 
THE SAID FUNDS ARE IRREVOCABLY BLOCKED AND ARE RESERVED IN FAVOUR OF YOUR CLIENT 
(INSERT RECEIVER ENTITY NAME) ACCOUNT NUMBER (INSERT RECEIVER ENTITY ACCOUNT 
NUMBER AND BANKNAME/ADDRESS) AND WILL NOT BE CHANGED, ALTERED, AMENDED OR 
PLEDGE FOR A PERIOD OF THREE HUNDRED AND SIXTY FIVE (365) DAYS + THIRTY (30) DAYS AS 
OF THE DATE OF THIS TRANSMISSION. 
 
WE HEREBY CONFIRM THAT THESE FUNDS PRESENTED TO BE GOOD, CLEAN AND CLEAR FUNDS 
AND FREE OF NON CRIMINAL ORIGIN AND ARE LEGALLY EARNED. THESE FUNDS ARE FREE 
FROM ANY LIENS AND ENCUMBRANCES OF ANY KIND AND ARE FREELY AVAILABLE TO THE 
BENEFICIARY NAMED HEREIN. 
 
THIS IS AN OPERATIVE INSTRUMENT VERIFIABLE BY RESPONSIBLE BANK INQUIRY AND IS FULLY 
ASSIGNABLE, TRANSFERABLE, AND DIVISIBLE IN ACCORDANCE WITH THE UNIFORM CUSTOMS 
AND PRACTICE AS PUBLISHED BY THE I.C.C. PUBLICATION PARIS (LATEST REVISION) AND 
GOVERNED BY THE LAWS OF FRANCE) AND MAY BE VERIFIED ON A BANK-TO-BANK BASIS. 
 
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE) 
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A Certificate of 
Deposit 
A certificate of deposit (CD) is a product offered by banks 
and credit unions that provides an interest rate premium 
in exchange for the customer agreeing to leave a lump-
sum deposit untouched for a predetermined period of 
time. 
 
 
What Is a Certificate of Deposit (CD)? 
By Jason Fernando 
Reviewed by Somer Anderson  Updated Mar 1, 2021 
 
A certificate of deposit (CD) is a product offered by banks and credit unions that provides an 
interest rate premium in exchange for the customer agreeing to leave a lump-sum deposit 
untouched for a predetermined period of time. Almost all consumer financial institutions offer 
them, although it’s up to each bank which CD terms it wants to offer, how much higher the 
rate will be compared to the bank’s savings and money market products, and what penalties it 
applies for early withdrawal. 
 
Shopping around is crucial to finding the best CD rates because different financial institutions 
offer a surprisingly wide range. Your brick-and-mortar bank might pay a pittance on even long-
term CDs, for example, while an online bank or local credit union might pay three to five times 
the national average. Meanwhile, some of the best rates come from special promotions, 
occasionally with unusual durations such as 13 or 21 months, rather than the more common 
terms based on three, six, or 18 months or full-year increments. 
 
The interest rate: Locked rates are a positive in that they provide a clear and predictable return 
on your deposit over a specific time period. The bank cannot later change the rate and 
therefore reduce your earnings. On the flip side, a fixed return may hurt you if rates later rise 
substantially and you’ve lost your opportunity to take advantage of higher-paying CDs. 
 
The term: This is the length of time you agree to leave your funds deposited to avoid any 
penalty (e.g., 6-month CD, 1-year CD, 18-month CD, etc.) The term ends on the “maturity 
date,” when your CD has fully matured and you can withdraw your funds penalty-free. 
 
The principal: With the exception of some specialty CDs, this is the amount you agree to 
deposit when you open the CD. 
 
The institution: The bank or credit union where you open your CD will determine aspects of 
the agreement, such as early withdrawal penalties (EWPs) and whether your CD will be 
automatically reinvested if you don’t provide other instructions at the time of maturity. 
 

KEY TAKEAWAYS 
Top-paying certificates of 
deposit pay higher interest 
rates than the best savings 
and money market 
accounts in exchange for 
leaving the funds on 
deposit for a fixed period of 
time. 
CDs are a safer and more 
conservative investment 
than stocks and bonds, 
offering lower opportunity 
for growth, but with a non-
volatile, guaranteed rate of 
return. 
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Once your CD is established and funded, the bank or credit union will administer it like most 
other deposit accounts, with either monthly or quarterly statement periods, paper or 
electronic statements, and usually monthly or quarterly interest payments deposited to your 
CD balance, where the interest will compound. 
 
Opening a CD is very similar to opening any standard bank deposit account. The difference is 
what you’re agreeing to when you sign on the dotted line (even if that signature is now digital). 
After you’ve shopped around and identified which CD(s) you’ll open, completing the process 
will lock you into four things. 
 
 

KEY TAKEAWAYS 

 Top-paying certificates of deposit pay higher interest 
rates than the best savings and money market 
accounts in exchange for leaving the funds on 
deposit for a fixed period of time. 

 CDs are a safer and more conservative investment 
than stocks and bonds, offering lower opportunity 
for growth, but with a non-volatile, guaranteed rate 
of return. 

 Virtually every bank, credit union, and brokerage 
firm offers a menu of CD options. 

 The top nationally available CD rates are typically 
three to five times higher than the industry average 
for every term, so shopping around delivers 
significant gains. 

 Although you lock into a term of duration when you 
open a CD, there are options for exiting early should 
you encounter an emergency or change of plans. 
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Pre-Advice via bank 
to bank SWIFT 
The main objective of the message is to reconfirm all the 
details provided by the recipient is correct before the 
wire transfer and get assured that the beneficiary has a 
way to withdraw money from the bank. 
 
In letters of credit, at the request of an applicant, the issuing bank may give a pre-advice of 
issuance and/or amendment of the letter of credit. A pre-advice is usually marked with a 
reference such as “full details to follow”. Unless otherwise stated, the pre-advice irrevocably 
commits the issuing bank to issue/amend the credit in a manner consistent with the said pre-
advice. A pre-advice message is a message sent between two banks that are involved in a 
transaction to ensure the safety of the wire transfers when large sums of money are involved. 
It is issued by one bank to another bank notifying the issuance of documentary credit and 
advising receiving bank to sends their acknowledgement. The advising bank will also notify the 
beneficiary without opening advice of credit thus enabling the seller to reconfirm to process 
the buyer’s order. 
 
A 'Pre-Advice' is a message sent by the Provider's bank advising of the anticipated assignment 
of a bank instrument to your client(s) account(s). The Pre-Advice should be clear and concise, 
and provide the following information relating to each incoming payment:  
 
Customer Name and Account Number to be assigned  
Currency and Amount  
Value Date  
Name of Remitting Entity  
Name of Correspondent/Remitting Bank  
 
The Purpose of a Pre-Advice 
The Pre-Advice of incoming assignment allows to optimize its aggregate funding requirements 
and maximize returns on long balances, as well as to meet regulatory requirements governing 
accounts in some jurisdictions. This, in turn, allows your client's bank to offer competitive 
interest conditions on accounts by taking advantage of optimum market liquidity, as well as 
providing further tangible benefits to client. 
 
Benefits of Pre-Advising 
The customer bank will match our Pre-Advice of incoming funds with the payment message 
received from the remitting banks. This facilitates the posting of incoming funds to your 
account(s).  
 
Receipt of a Pre-Advice message, in advance of the instrument cut-off time, will ensure that 
good value is applied to incoming instrument.  
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The client bank function is able to manage its liquidity position more effectively and, as a 
consequence, is able to maximize its return on funds, which is reflected in the competitive 
interest conditions offered. 
 
In conclusion, Pre-Advising is an essential tool in your effective management of cash flows, 
ensuring that good value is applied to incoming instrument.  
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Specimen of a Pre-Advice via bank to bank SWIFT MT799 
 
SWIFT INPUT:                                      MT 799 
NAME OF BANK ISSUER:                    
BANK ADDRESS:                                  
SWIFT CODE:                                        
TYPE OF INSTRUMENT:                     
DATE OF ISSUE:                                    
MATURITY DATE:                                
REMITTER:                                           
REMITTER’S ACCOUNT NO:              
REMITTER’S IBAN:                               
TOTAL FACE VALUE:  
CURRENCY:  
RECEIVER SWIFT/BIC:                        
BANK NAME:                                                  
BANK ADDRESS:                     
ACCOUNT NAME:               XXX LIMITED                
ACCOUNT NO:                                       
BANK OFFICER:                                   
-----------------------------------MESSAGE TEXT---------------------- 
 
27: 20: TRANSACTION REFERENCE NUMBER/CODE:  
22: VALIDATION & AUTHENTICATION OF PRE-ADVICE 
23: TRANSACTION CODE:  
40A:          
59: BENEFICIARY: XXX LIMITED                
32B: CURRENCY: Euros  
AMOUNT: (------------ MILLION/BILLION Euros (€) 
41D:  
77C:  
70C: TRN:  
 
ATTENTION:   (…………BANK OFFICER) 
REFERENCE IS HEREBY MADE TO THE XX LOAN TO VALUE FACILTY YOUR CUSTOMER, XXX 
LIMITED, WITH COMPANY REGISTRATION NUMBER: XXXXXXXXXX, WITH COMPANY 
REGISTRATION NUMBER: ……………… AND WITH REGISTERED OFFICE AT …………………………………. 
 
WE, ………………BANK PLC, LOCATED AT …………., HEREBY CONFIRM WITH FULL BANKING 
RESPONSIBILITY THAT WE ARE READY, WILLING AND ABLE TO ISSUE AND DELIVER ONE (1) 
BANK GUARANTEE (BG); FORMAT AS PER ICC’S UNIFORM RULES FOR DEMAND GUARANTEES 
No. 758, LATEST REVISION 2020, ON BEHALF OF OUR CLIENT, ………………………………, IN THE 
TOTAL AMOUNT OF (------------ MILLION/BILLION Euros (€) IN FAVOR OF XXX LIMITED, 
ACCOUNT NUMBER: ………………….., IN LIEU OF THE XXX LOAN TO VALUE FACILTY YOUR 
CUSTOMER, XXX LIMITED, WITH COMPANY REGISTRATION NUMBER: XXXXXXXXXX, WITH 
COMPANY REGISTRATION NUMBER: ……………… AND WITH REGISTERED OFFICE AT 
…………………………………. 
 
WE CONFIRM THAT THIS BANK GUARANTEE (BG) TO BE ISSUED SHALL BE FULLY CASHED 
BACKED AND THAT THE FUNDS ARE CLEAN, CLEAR AND LEGALLY EARNED FROM NON 
CRIMINAL ACTIVITIES.   
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WE ALSO CONFIRM THAT THIS BANK GUARANTEE TO BE ISSUED SHALL BE FULLY NEGOTIABLE, 
TRANSFERABLE, DIVISIBLE AND ASSIGNABLE WITHOUT THE PAYMENT OR PRESENTATION FOR 
ANY TRANSFER OR ASSIGNMENT FEE AND SHALL BE FREELY AVILABLE TO THE XXX LIMITED TO 
SERVE AS COLLATERAL FOR THE XXX LOAN TO VALUE FACILTY YOUR CUSTOMER, XXX LIMITED, 
WITH COMPANY REGISTRATION NUMBER: XXXXXXXXXX, WITH COMPANY REGISTRATION 
NUMBER: ……………… AND WITH REGISTERED OFFICE AT …………………………………. 
 
ALSO THE PROVISIONS OF THE BANK GUARANTEE TO BE ISSUED ALLOWS FOR PARTIAL 
DRAWINGS WITHOUT REFERENCE TO US.  HOWEVER, ALL PAYMENTS MADE UNDER THIS 
GUARANTEE TO BE ISSUED WILL REDUCE OUR OBLIGATION ACCORDINGLY. 
 
THIS SWIFT MESSAGE IS VERIFIABLE ON NORMAL BANK-TO-BANK BASIS WITH FULL BANKING 
RESPONSIBILITY, THERE SHALL BE NO LIENS AND ENCUMBRANCES ON THIS INSTRUMENT, 
WHICH SHALL BE DELIVERED AND AVAILED VIA MT760. 
 
WE REQUEST YOUR REPLY WITHIN 2 BANKING DAYS COUNTING FROM THE DAY OF RECEIPT OF 
THIS SWIFT, CONFIRMING THE ACCEPTANCE OF THE HEREIN STATED BG, WHICH WILL THEN BE 
TRANSFERRED BY SWIFT MT760 WITHIN THREE (3) BANKING DAYS AFTER RECEIPT OF YOUR 
REPLY BY SWIFT MT799. IF NO REPLY IS RECEIVED WITHIN THE AFOREMENTIONED TIME 
FRAME, THE VALIDITY OF THIS PRE-ADVISE WILL EXPIRE. ALL CHARGES ARE FOR THE ACCOUNT 
OF APPLICANT. 
 
THIS IS AN OPERATIVE INSTRUMENT. 
 
-------------------------------------------MESSAGE TRAILER------------------------------------------- 
 
 
FOR AND ON BEHALF OF (NAME OF THE ISSUING BANK)   
 
AUT HORIZED OFFICER     AUTHORIZED OFFICER 
(NAME, TITLE. PIN CODE)    (NAME, TITLE, PIN CODE)  
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Foreign Trade Conditions and your business 

Business without 
borders 
Through this document, UBS will help you create the best 
foreign trade conditions for your business. 
 
In this brochure UBS emphasises already the kind of clients they seek to work with. “Your 
business goal is to achieve long-term, sustainable growth. You can be confident that we 
understand your needs and can give you comprehensive support for your foreign trade.” 
 
The Bank list these risks which have to be taken into account in any cross boarder transaction: 
 
Credit risk:   Defaults, buyer insolvency 
Currency risk   Exchange rate fluctuations 
Contingent currency risk  The risk of having to terminate a forward transaction (following 

negative exchange rate developments for the exporter) in the 
event of a claim 

Manufacturing risk Delivery is impossible or cannot be reason ably executed, 
including inopportune unilateral cancellation or amendment of 
an order 

Performance risk The producer is unable to perform its contractual obligations 
due to production problems, financial difficulties, transport 
problems 

Transport risk   Damage to or loss of goods in transit 
Political risk   Loss, damage or seizure of goods due to political events or war 
Transfer risk   Transfer difficulties, state-imposed payment blocks 
 
If you want to benefit from their specific solutions for your needs, you first will have to qualify 
and open a current account with UBS. You will find a very comprehensive description of all aspects 
of the foreign trade market if you download the 17 page brochure directly from the bank’s 
server https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-
aussenhandel-en.pdf 
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copyrighted content are 
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Economic Research 

COUNTRY RISK METHODOLOGY 

The Country Risk Rating by Euler Hermes Economic Research                                                
measures the risk of non-payment by companies in a given country.                                  
This risk is due to conditions or events outside any company’s control.  

The overall evaluation is made of two elements:  

 Country Grade is a medium-term assessment ranging from AA to D (highest risk)  

 Country Risk Level provides a short-term rating from 1 to 4 (highest risk level)  

 

 

The Medium-Term Rating (Country Grade) 

measures economic imbalances, the quality of 

the business climate, and the likelihood of politi-

cal hazards. It is on a six-level scale running from 

AA to D, in which AA is the lowest risk level and D 

is the highest risk level.  

The Medium-Term Rating is the combination of 

three scores: 

 The Macroeconomic Rating (ME) based 

on the analysis of the structure of the 

economy, budgetary and monetary poli-

cy, indebtedness, the external balance, 

the stability of the banking system and 

the capacity to respond effectively to 

(emerging) weaknesses; 

 The Structural Business Environment 

Rating (SBE) measures the perceptions 

of the regulatory and legal framework, 

control of corruption and relative ease of 

doing business; and 

 The Political Risk Rating (P), which is 

based on the analysis of mechanisms for 

transferring and concentration of power, 

the effectiveness of policy-making, the 

independence of institutions, social cohe-

sion, and international relations.  

The Short-Term Rating (Country Risk Level) iden-

tifies more immediate threats by focusing on the 

direction of economic output in the next 6-12 

months and those macroeconomic indicators 

that can signal imminent financial crisis as a 

result of a disruption to financing flows.  

It is measured on a four-level scale running from 

1 to 4, in which 1 is the lowest risk level and 4 is 

the highest risk level. Those four levels of risk are 

also labelled as low medium sensitive and high 

in our country risk map. The Short-Term Rating is 

the combination of two indicators: 

 The Financial Flows Indicator (FFI), a 

measure of short-term financing risks for 

an economy that can impact payments 

of trade receivables between compa-

nies; and 

 The Cyclical Risk Indicator (CRI) which 

measures the short-term disruptions in 

demand. It includes our macroeconomic 

and insolvency forecasts.  

”Due to our top-notch 
country risk rating,   
companies that trade 
internationally benefit 
from a clear and up-to-
date assessment of non-
payment risks”  

Manfred Stamer 

Macroeconomic and Country Risk Analysis  

Manfred.Stamer@eulerhermes.com 

3 421

Country Grade
medium-term rating

Commercial Risk (CRI)
Financing Risk (FFI)

BB BAAA

Country Risk Level
short-term rating

C D

Macroeconomic Risk (ME)
Political Risk (P)

Structural Business Environment (SBE)

Country Risk Level  
short-term rating 

Country Grade 
medium-term rating 

mailto:Manfred.Stamer@eulerhermes.com
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Country Risk Ratings 
Q1 2021  
 

Identifying all the countries with "Low risk", "Medium 
risk", "Sensitive risk", "High risk", "Improved rating" and 
"Deteriorated rating" 
The map shows all countries evaluated and highlight the changes of 2 COUNTRIES WITH 
UPGRADED RATINGS (Namibia and Barbados from C4 (high risk) to C3 (sensitive risk) and 1 
COUNTRY, Ethiopia which they down rated from D3 (sensitive risk) to D4 (high risk). 
 
Source: Euler Hermes, as of March 29, 2021. If you want to review their evaluation and rating 
for any other countries, you can download the PDF directly from the Euler Hermes website 
https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_U
S/documents/other/Country-Risk-Map2021Q1.pdf 
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COUNTRY RISK
SCHEDULE

eulerhermes.us

as of April 2021

Euler Hermes North America



COUNTRY IRP  
CODE

GRADE Country 
Risk Level

A AFGHANISTAN  AF D High

ALBANIA AL D Sensitive

ALGERIA DZ C High

AMERICAN SAMOA AS A Low

ANDORRA AD AA Low

ANGOLA AO D High

ANGUILLA  AI BB Low

ANTARTICA AQ AA Low

ANTIGUA & BARBUDA AG C Sensitive

ARGENTINA AR D High

ARMENIA AM D Sensitive

ARUBA AW B Medium

Aust Pacific Is (see Christmas, Cocos & Norfolk Is)

AUSTRALIA AU AA Low

AUSTRIA AT AA Low

AZERBAIJAN AZ D High

B BAHAMAS BS BB Medium

BAHRAIN BH C Sensitive

BANGLADESH BD D Sensitive

BARBADOS BB D Sensitive

BELARUS BY D High

BELGIUM BE AA Low

BELIZE BZ D Sensitive

BENIN BJ C High

BERMUDA BM A Low

BES Islands   
(Bonaire, St Eustatius & Saba)

BQ AA Low

BHUTAN BT C Sensitive

BOLIVIA BO D High

BOSNIA & HERCEGOVINA BA D High

BOTSWANA BW B Low

BOUVET ISLAND BV AA Low

BRAZIL BR B Sensitive

BRITISH INDIAN OCEAN TERRITORY IO AA Low

British Virgin Islands VG A Low

British Pacific Is (see Pitcairn Is) 

BRUNEI BN BB Medium 

BULGARIA BG B Medium

BURKINA FASO BF C Sensitive

Burma (Myanmar) – Exception 
only validated by GRIC

MM D High

BURUNDI BI D High

C CAMBODIA KH C Sensitive

CAMEROON CM D Sensitive

COUNTRY IRP  
CODE

GRADE Country 
Risk Level

CANADA CA AA Low

CAPE VERDE ISLANDS CV D High

CAYMAN ISLANDS KY A Low

CENTRAL AFRICAN REP CF D High

CHAD TD D High

CHILE CL BB Medium

CHINA CN B Medium

CHRISTMAS ISLAND CX A Low

COCOS (KEELING) ISLANDS CC A Low

COLOMBIA CO BB Medium

COMORO ISLANDS KM D High

CONGO (Democratic Rep of) CD D High

CONGO (People's Rep of) CG D High 

COOK ISLANDS CK C Sensitive

COSTA RICA CR BB Sensitive

Côte d'Ivoire (Ivory Coast) CI C Medium

CROATIA HR B Medium

CUBA CU D High

CURACAO CW C Sensitive

CYPRUS  CY B Medium

CZECH REPUBLIC CZ A Medium

D DENMARK DK AA Low

DJIBOUTI DJ D High

DOMINICA DM C Sensitive

DOMINICAN REPUBLIC DO B Medium

Dubai (see U.A.E)

E ECUADOR EC C High

EGYPT EG C Medium

EL SALVADOR SV B Medium

EQUATORIAL GUINEA GQ D High

ERITREA ER D High

ESTONIA EE AA Low

ETHIOPIA ET D Low

F FALKLAND ISLANDS FK A Low

FAROE ISLANDS FO A Low

FIJI FJ D High

FINLAND FI AA Low

FRANCE (ROP)                                                                                 FR AA Low

FRENCH GUIANA GF AA Low

FRENCH POLYNESIAa PF BB Low

FRENCH SOUTHERN TERRITORYb TF AA Low

G GABON GA D Sensitive

GAMBIA GM D Sensitive

GEORGIA GE D High



COUNTRY IRP  
CODE

GRADE Country 
Risk Level

GERMANY (ROP)                                                                     DE AA Low

GHANA GH C Sensitive

GIBRALTAR GI A Low

GREECE GR B Medium

GREENLAND GL A Low

GRENADA GD C Sensitive

GUADELOUPE (includes French St 
Martin & St Barthelemy)

GP AA Low

GUAM GU A Low

GUATEMALA GT B Medium

GUINEA (Rep of) GN D High

GUINEA BISSAU (Rep of) GW D High

GUYANA GY C Sensitive

H HAITI HT D High

HEARD AND MCDONALD IS HM AA Low

HONDURAS HN C Medium

HONG KONG HK BB Sensitive

HUNGARY HU B Sensitive

I ICELAND IS B Medium

INDIA IN B Sensitive

INDONESIA ID B Medium

IRAN (Due to US Trade Embargo) IR D High

IRAQ         IQ D High

IRELAND IE A Medium

ISRAEL IL BB Low

ITALY IT A Medium 

J JAMAICA JM C Medium

JAPAN JP A Medium

JORDAN JO C Sensitive

K KAZAKHSTAN KZ D High

KENYA KE C Sensitive

KIRIBATI KI C Sensitive

KOREA, DEMO. PEOPLE'S R. (NORTH) KP D High

KOREA REPUBLIC OF (SOUTH) KR A Low

KUWAIT KW B Low

KYRGYZSTAN KG D High

L LAOS LA D High

LATVIA LV BB Medium

Leeward Is (see Anguilla, Montserrat & BVI)

LEBANON LB D High

LESOTHO LS C Sensitive

LIBERIA LR D High

LIBYA LY D High

LIECHTENSTEIN LI AA Low

COUNTRY IRP  
CODE

GRADE Country 
Risk Level

LITHUANIA LT BB Low

LUXEMBOURG LU AA Low

M MACAO MO BB Medium

MACEDONIA, FYR MK C Medium

MADAGASCAR MG D Sensitive

MALAWI MW D Sensitive

MALAYSIA MY BB Medium

MALDIVES MV D High

MALI ML D High

MALTA MT A Low

MARSHALL ISLANDS MH D High

MARTINIQUE MQ AA Low

MAURITANIA MR D High

MAURITIUS MU BB Medium

MAYOTTE YT A Low

MEXICO MX BB Medium

MICRONESIA FM C Sensitive

MOLDOVA MD D High

MONACO MC AA Low

MONGOLIA MN D High

MONTENEGRO ME D High

MONTSERRAT MS BB Low

MOROCCO MA B Sensitive

MOZAMBIQUE MZ D High

MYANMAR (Burma) – Exception 
only validated by GRIC

MM D High

N NAMIBIA NA C Sensitive

NAURU NR D High

NEPAL NP D High

NETHERLANDS (ROP)                                                               NL AA Low

NEW CALEDONIA NC A Low

NEW ZEALAND NZ AA Low

NICARAGUA NI D High 

NIGERIA NG D Sensitive

NIGER NE D High

NIUE NU B Medium

NORFOLK ISLAND NF A Low

NORTHERN MARIANA ISLANDS MP A Low

NORWAY NO AA Low

O OMAN OM C Sensitive

P PAKISTAN PK D High

PALAU PW C Sensitive

PANAMA PA BB Medium

PAPUA NEW GUINEA PG D High 



COUNTRY IRP  
CODE

GRADE Country 
Risk Level

PARAGUAY PY B Medium

PERU PE BB Medium

PHILIPPINES PH B Medium

PITCAIRN ISLAND PN A Low

POLAND PL BB Medium

PORTUGAL (inc. Azores & Madeira)c PT BB Low

PUERTO RICO PR BB Sensitive

Q QATAR QA B Medium

R REUNION RE AA Low

ROMANIA RO B Sensitive

RUSSIA RU C Sensitive

RWANDA RW B Medium

S SOUTH GEORGIA/SANDWICH IS GS AA Low

SAMOA WS C Sensitive

SAN MARINO SM A Medium

SAO TOME & PRINCIPE ST C Sensitive

SAUDI ARABIA SA B Medium

SENEGAL SN C Medium

SERBIA RS C Medium

SEYCHELLES SC D Sensitive

SIERRA LEONE SL D High

SINGAPORE SG AA Low

SLOVAKIA SK A Medium

SLOVENIA SI BB Medium

SOLOMON ISLANDS SB D High

SOMALIA SO D High

SOUTH AFRICA ZA C Sensitive

SOUTH SUDAN Republic of SS D High

SPAIN (INCLUDING CANARY IS) ES A Low

SRI LANKA LK D High

ST. HELENA SH A Low

ST. KITTS & NEVIS KN C Sensitive

ST. MAARTEN (Dutch Side) SX C Sensitive

ST. LUCIA LC C Sensitive

ST. PIERRE ET MIQUELON PM A Low

ST. VINCENT & THE GRENADINES VC C Sensitive

SUDAN SD D High

SURINAM SR D High

SVALBARD & JAN MAYEN SJ A Low

COUNTRY IRP  
CODE

GRADE Country 
Risk Level

SWAZILAND SZ C Sensitive

SWEDEN SE AA Low

SWITZERLAND CH AA Low

SYRIA SY D High

T TAJIKISTAN TJ D High

TAIWAN TW A Low

TANZANIA TZ C Sensitive

TIMOR LESTE TL D High

THAILAND TH B Medium

TOGO TG D Sensitive

TOKELAU TK A Low

TONGA TO D High

TRINIDAD & TOBAGO TT B Sensitive

TUNISIA TN C High

TURKEY TR C Sensitive

TURKMENISTAN TM D High

TURKS & CAICOS TC A Low

TUVALU TV C Sensitive

U UNITED ARAB EMIRATES (Abu Dhabi)d AE BB Medium

US VIRGIN ISLANDS (St. Thomas, 
St Criox, St Johns)

VI A Low

U.S. MINOR OUTLYING ISLANDS UM AA Low

U.S. PACIFIC IS (see Nth Mariana Is & US Minor Outlying Is)e

U.S.A. US AA Low

UGANDA UG C Sensitive

UKRAINE UA D High

UNITED KINGDOM (Includes Channel 
Island, Isle of man & Ascension Is)f GB AA Medium

URUGUAY UY BB Medium

UZBEKISTAN UZ D High

V VANUATU VU C Sensitive

VATICAN CITY (HOLY SEE) VA AA Low

VENEZUELA VE D High

VIETNAM VN C Sensitive

W WALLIS & FUTUNA WF A Low

WINWARD IS (see Dominica, St. Lucia, St Vincent & Grenedines)

Y YEMEN YE D High

Yugoslavia (see Serbia & Montenegro)

Z ZAMBIA ZM D High

ZIMBABWE ZW D High

(a)  The Society Archipelago (Tahiti, Moorea, Maio,Mehitia, Tetiaroa, Raiatea, Tahaa, Huahine, Bora-Bora and 
Maupiti), the Tuamotu Archipelago (the Gambier Islands), the Austral Islands, the Marquesas Islands

(b) Kerguelen Islands, Saint-Paul Island  
(c) Azores, Madeira  
(d) Abu Dhabi, Ajman, Dubai, Fujairah, Ras al Kahimah, Sharjah, Umm-al-Qaiwan  
(e) Midway Islands, Wake Islands, Johnston Island, Howland & Bak Islands,  
(f) UK (Includes Channel Island, Isle of man & Ascension Island)

Country Risk Level 
1 = Low Risk 
2 = Medium Risk 
3 = Sensitive Risk 
4 = High risk 
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Sector Risk Ratings 
Q1 2021 
ECONOMIC 
RESEARCH 
 

Changes! 
They are down - 2 Sectors with Downgraded Ratings 
They are up - 66 Sectors with Upgraded Ratings 
 
Find out which sectors are UP and which ones are DOWNGRADED, download the PDF directly 
from the Euler Hermes website 
https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_U
S/documents/other/Industry-sector-map-2021_Q1.pdf 
 
  

 

Copyrighted reports must 
be obtained directly from 
their respective websites. 
Geordon Saraveloz does not 
distribute these reports. 
Corporate Logos and 
copyrighted content are 
property and owned by the 
companies and banks they 
refer to. 
 

https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_US/documents/other/Industry-sector-map-2021_Q1.pdf
https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_US/documents/other/Industry-sector-map-2021_Q1.pdf


62 
 

  
 

Business Insolvency 
Outlook 2021 Q3 
2020  
 

Updated Global Insolvencies Index to rise by +31% from 
2019 to 2021 
An Economic Research shows 44 countries with more 
insolvency. 
 
If you want to know which countries they place into this category, download the PDF directly 
from the Euler Hermes website 
https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_U
S/documents/other/Map_Insolvency_2020_Q3.pdf 
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Securing of payment with Bank Guarantees 

Landing safely 
The targeted securing of performance and payment with 
bank guarantees from UBS Trade & Export Finance. 
 
 
Enjoying security, offering security. Bank guarantees provide targeted securing of performance 
and payment obligations. This documentation of the bank deals with all aspects of Bank 
Guarantees and explains the complexity of the subject on 44 pages providing full insight on 
these issues 
 
Bank guarantees as a security instrument 
Legal forms of bank guarantees 
Structure of a bank guarantee payable upon first demand 
Direct and indirect guarantees 
Types of guarantees and sureties 
Expiry of guarantees 
Enforcing a bank guarantee 
Order to issue a guarantee and the contractual relationship between client and bank 
Guarantees according to the “Uniform Rules for Demand Guarantees” (URDG) of the 
International Chamber of Commerce 
International Standby Practices ISP98 
 
 
You will also find a number of specimens of bank guarantee instrument verbiages in this 
document which you can download directly from the bank’s server 
https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-bankgarantien-
en.pdf 
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be obtained directly from 
their respective websites. 
Geordon Saraveloz does 
not distribute these 
reports. Corporate Logos 
and copyrighted content 
are property and owned by 
the companies and banks 
they refer to. 
 

https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-bankgarantien-en.pdf
https://www.ubs.com/content/dam/assets/rc/campaign/corporates/bro-tef-bankgarantien-en.pdf
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INTRODUCTION

“In an economy where eighty percent of trade is conducted 
on open terms, far too little analysis is done with respect 
to the effect of bad debt write-offs on the bottom line and 
what can be done to avoid that impact.”

Financial executives must continuously balance the cost of doing 
business with the risk of doing business. Each time a dollar of revenue is 
produced, all costs of generating that dollar have been thoroughly 
analyzed in an effort to maximize the profit margin. However, in an 
economy where eighty percent of trade is conducted on open terms, far 
too little analysis is done with respect to the effect of bad debt write-offs 
on the bottom line and what can be done to avoid that impact. 
According to the IRS, certain industries keep average bad debt reserves 
of up to 2 percent of yearly sales. While this amount is atypical, the U.S. 
average bad debt loss is about 30bps of annual sales, with unexpected 
or recessionary losses occasionally doubling that amount to 60-70bps – 
still a major hit to a company’s profitability and cash flow.

Accounts receivable, which typically represent more than 40 percent 
of a company’s assets, are a vital component of a healthy business. 
On average, one in every ten invoices becomes delinquent, with many 
ultimately becoming an unpaid bad debt. When a major customer — or 
even multiple customers — defaults on a debt, there are devastating 
consequences to a company’s cash flow, earnings, and capital. In a worst-
case scenario, this could literally put a company out of business. These 
risks require thorough analysis and ongoing monitoring at the buyer, 
sector, country, and macroeconomic levels.

In the face of today’s changing domestic and global economic climate, 
recognizing and managing future risks has become a priority for business 
leaders. Losses attributed to non-payment of a trade debt or bankruptcy 
can and do occur regularly. Default rates vary by industry and country
from year-to-year, and no industry or company is immune to trade credit 
risk. This is evidenced by the data tracked in the Euler Hermes Global 
Index of Business Failures. The risk of buyers defaulting on trade debt 
continues to loom.

 Uninsured Assets
 Insured Assets

1 IN 10
Invoices is  
delinquent

23,109
Businesses failed  
in North America  
in 2017

40%
Uninsured Accounts 
Receivable

BUSINESS FAILURES
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SELF-INSURANCE
Many companies choose to self-insure in the form of bad-debt 
reserves. This fund is available to offset the deficit should any 
of their customers become unable to pay. However, it also 
impacts other areas of cost:
•  Investments in credit management resources, systems, and 

information acquisitions, analysis and monitoring
•  Impact on sales, given risk tolerance
•  Impact on capital allocation of the balance sheet
•   Typically does not account for large and unexpected 

catastrophic loss

FACTORING
A factor is a company that typically purchases companies’ 
accounts receivable at a reduced amount of the face value of 
the invoices. These costs may range from 1% to 10%, based upon 
a variety of components. This gives a company immediate access 
to cash in exchange for a percent of the receivables’ value, plus a 
fee. Many factors will also offer invoicing, collections, and other 
bookkeeping activities for companies looking to outsource their 
entire accounts receivable function. Some factors will assume the 
risk of non-payment of the invoices they purchase, while others 
do not. Other impacts on cost include:

•   Considerable margin erosion
•   Loss of control of customer relationships
•    Capacity constraints associated with line availability

LETTERS OF CREDIT
A documentary letter of credit is a bank’s agreement to 
guarantee the payment of a buyer’s obligation will be received 
on time and in the correct amount. The buyer has to approach 
the bank to request a letter of credit, which has the 
disadvantage of reducing the buyer’s borrowing capacity as it
is counted against the company’s overall credit limit set by the
bank. In developing markets it may need to be cash secured.
Impacts on cost include:

•    Only covers a single transaction for a single buyer – regularly 
relying on this form of protection can be tedious and time 
consuming for a buyer

•    Expensive, both in terms of absolute cost and in terms of 
credit line usage with the additional need for security

•   Ties up working capital for buyers, thus potentially restricting 
opportunities

•   The claims process can be lengthy and laborious and can be 
derailed by minor discrepancies in paperwork.

CREDIT INSURANCE
Credit insurance is a business insurance product that protects
a seller against losses from nonpayment of a commercial
trade debt. With trade credit insurance in place, the seller/
policyholder can be assured that non-disputed accounts
receivable will be paid by either the debtor or the trade credit
insurer within the terms and conditions of their policy.

FEATURE CREDIT INSURANCE LETTER OF CREDIT FACTORING SELF-INSURANCE

Coverage Insolvency, protracted default  
and political risks

Buyer default Insolvency and protracted default Any loss

Services Credit information, risk assessment, 
market intelligence, debt collection

None Debt collection and credit information Internal resources

Financing None, but can facilitate financing None, but can facilitate financing Converts trade receivables into cash for a fee No effect

Customer  
Relationships

Buyer is unaware of credit Insurance 
contract. Better terms enhance 
relationship with customer

Buyer initiates provision of letter 
of credit

Collection by factor of trade  
receivables may affect client relations

Maintain direct relationship 
with customer

MITIGATING TRADE RISK: A COMPARISON OF METHODS

OPTIONS FOR 
MITIGATING CREDIT 
RISK Financial executives should weigh the costs and benefits 

of several options for mitigating trade credit risk. Each one 
should be investigated carefully to determine the best fit for a 
specific company. Some of the more common methods are:
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WHAT IS CREDIT 
INSURANCE?
Credit insurance protects businesses from non-payment of commercial debt. It makes 
sure invoices will be paid and allows companies to reliably manage the commercial and 
political risks of trade that are beyond their control. Capital is protected, cash flows are 
maintained, loan servicing and repayments are enhanced, and earnings are secure from 
these events of default.

A credit insurance policy also allows companies to feel secure in extending 
more credit to current customers, or to pursue new, larger customers that 
would have otherwise seemed too risky. The protection it provides allows a 
company to increase sales to grow their business with existing customers. 
Insured companies can sell on open account terms where they may have 
previously been restrictive or only sold on a secured basis. For exporters, this 
especially can be a major competitive advantage.

COMPANIES INVEST IN TRADE CREDIT INSURANCE FOR A VARIETY OF 
REASONS, INCLUDING:

Sales expansion – If receivables are insured, a company can 
safely sell more to existing customers, or go after new customers 
that may have been perceived as too risky.

Expansion into new international markets – Protection  
against unique export risks and market knowledge to make 
accurate growth decisions.

Better financing terms – Banks will typically lend more  
capital against insured receivables, and may also reduce the  
cost of funds.

Reduction in bad-debt reserves – Insuring receivables frees up 
capital for the company. Also, credit insurance premiums are tax 
deductible, but bad debt reserves are not.

Actionable economic knowledge – The trade credit insurer’s 
information database and technology platform help reduce 
operational and informational cost.

Protection against non-payment and catastrophic loss – Should 
an unforeseeable event catch a company and its insurance carrier 
without warning, the bill gets paid via the claims process.

While protection is often perceived as the primary reason to purchase credit 
insurance, the most common benefit companies receive by investing in a 
policy is that it helps them increase their sales and profits without additional 
risk. It is in this way that a credit insurance policy can typically offset its 
own cost many times over, even if the policyholder never makes a claim.

   20%1

Credit insurance can 
enable a company to 
increase sales by up to

On average,  
banks lend up to  

 
on insured receivables2

1  http://www.eulerhermes.us/case-studies/Pages/
default.aspx

2  http://www.tradefinancemagazine.com/AboutUs/
Stub/WhatIsTradeFinance.html

80% more
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WHAT IS CREDIT 
INSURANCE? (CONT.)

EXAMPLE 1: INCREASING SALES AND PROFITS

As an example, a wholesale company’s credit
department had restricted a credit line to a 
customer to $100,000. They then purchased a trade
credit insurance policy and the insurer approved a
limit of $150,000 on that same customer. With a
15% margin and an average days sales outstanding 
of 45 days, the wholesaler was able to increase their 
sales to realize an incremental annual gross profit of 
$60,000 on just that one account.

EXAMPLE 2: IMPROVING LENDER RELATIONSHIP

For example, a $25 million lumber wholesaler had
extreme concentration in their accounts receivable
because they only had eight active accounts. The
smallest of these customers had A/R balances in 
the low six-figure range, and the largest was into 
the low seven-figure range.

The company’s bank was concerned about this
concentration and they required trade credit 
insurance in order to include their accounts 
receivable as collateral. The lumber company 
established a trade credit insurance policy that 
specifically named all of its buyers, providing the 
bank the comfort level it needed.

In fact, the bank increased the advance rate from 
80% to 85%. The net result was that the lumber 
company was able to obtain an additional 
$400,000 in working capital because of their trade 
credit insurance coverage. The cost of the policy 
was $25,000 so the return on this investment was 
excellent, and the lumber company was able to use 
the additional cash to continue to fund its growth 
and expansion strategy.

Trade credit insurance can also improve a company’s relationship 
with their lender. In many cases the bank actually requires trade 
credit insurance to qualify for an asset-based loan.

BENEFIT:
Extra working 
capital = $400K

4

RESULT:
Advance rate from  
80% to 85%

3

ACTION:
Bank required credit  
insurance policy for $25K

2

$25 MILLION 
WHOLESALER

CONCERN:
Extreme Concentration
in Accounts Receivable

BANK

BANK

WHOLESALER

WHOLESALER

1

$60K
Annual gross 
profit on one 
account*
* Eight shipments per 
year/ DOS 45 days 
15% profit margin

$100K

$150K

CREDIT 
LIMIT

CREDIT INSURANCE ADDED
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WHAT CREDIT 
INSURANCE IS NOT

THE BASIS OF 
CREDIT INSURANCE

As important as it is to know what trade credit 
insurance is, it is equally important to know  
what it is not. 

Credit insurance is not a substitute for prudent, thoughtful credit 
management. Sound credit management practices should be the 
foundation of any credit insurance policy and partnership. Credit 
insurance goes beyond indemnification and does not replace a 
company’s credit practices, but rather supplements and enhances 
the job of a credit professional.

The key is having the right information to make informed credit 
decisions and therefore avoid or minimize losses. Using this 
information, companies also have the confidence to make more 
strategic decisions to profitably grow their business.

The best credit insurers will invest heavily in the development of 
proprietary credit and financial information, and also will 
employ risk analysts, as well as industry- and country-based 
underwriters, in many geographic locations in order to have a 
close physical presence to its customers’ buyers. Credit insurers 
will also analyze payment information about its policyholders’ 
buyers to identify early signs of financial trouble to ensure early 
intervention is initiated.

These risk analysts research and evaluate information about 
individual buyers and use that information to partially or fully 
approve or decline credit limit requests to the policyholders. The 
analysis of this information allows companies to make more 
informed decisions about how much credit to extend to their 
customers. More importantly, it enables companies to avoid losses 
through the close monitoring of their customers.

The ultimate goal of credit 
insurance is not simply to 
indemnify losses incurred 
from a default, but provide 
businesses with the support 
and knowledge they need to 
avoid them from the start. 
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HOW DOES A CREDIT 
INSURANCE POLICY 
WORK?
At the onset of the policy the credit 
insurance carrier will analyze the 
creditworthiness and financial 
stability of the policyholder’s 
insurable customers and assign them 
a specific credit limit, which is the 
amount they will indemnify if that 
insured customer fails to pay.

Unlike other types of business insurance, once a company 
purchases trade credit insurance, the policy does not get 
filed away until next year’s renewal − the relationship 
becomes dynamic. A trade credit insurance policy can 
change often over the course of the policy period, and 
the credit manager plays an active role in that process.

It is the credit insurer’s responsibility to proactively
monitor its customers’ buyers throughout the year to
ensure their continued creditworthiness. They do this
by gathering information about buyers from a variety
of sources, including: visits to the buyer, public records,
and information supplied by other policyholders that 
sell to the same buyer, receipt of financial statements, 
etc. By implementing credit insurance, the policyholder’s
credit management team has been enhanced by
the thousands of professionals associated with these
carriers; your credit insurer essentially becomes an
extension of your team.

Throughout the life of the policy, the policyholder may 
request additional coverage on a specific buyer should 
that need arise. The insurer will investigate the risk of 
increasing the coverage and will either approve the 
additional coverage, or maintain with a detailed 
explanation. Similarly, policyholders may request coverage 
on a new buyer with which they’d like to do business.

This information is constantly updated and cross
referenced. When signs indicate a company is
experiencing financial difficulty, the insurer notifies all
policyholders that sell to that buyer of the increased risk
and establishes an action plan to mitigate and avoid loss.

THE GOAL OF A TRADE CREDIT INSURANCE POLICY

The ultimate goal of a trade credit insurance policy is 
not to simply pay claims as they arise, but more 
importantly to help policyholders avoid foreseeable 
losses. If an unforeseeable loss should occur, the 
indemnification aspect of the trade credit insurance 
policy comes into play. In these cases, policyholders 
would file a claim with supporting documentation, and 
the insurer would pay the policyholder the claim benefit, 
typically within 60 days from the date of loss on 
domestic claims.

The coverage does attach should a buyer default
because they were a victim of fraud associated with
another party, including preparing fraudulent or
misleading financial or credit statements. Disputes
also fall outside of the cover of a trade credit insurance
policy, though they will become covered losses once the
situation is effectively resolved.

Knowledge to pick & keep
the right customers

Coverage & Risk Monitoring
for Default or Slow Pay

Your
Company

Your
Customer
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CHOOSING A CARRIER
Your insurance partner will work with you on a 
daily basis. There are many carriers to choose 
from but you want to make sure you are 
working with a partner who understands  
your business and brings in industry experts 
who are specialized.

The better-established credit insurers are “limits
underwriters,” meaning that the policyholder’s more
significant buyers will be analyzed individually and each
assigned a credit limit for coverage. This is where the
type and amount of information the insurer collects
on a buyer plays a very important role in monitoring,
because credit limits are assigned based on the
information available about that particular buyer.

For a company’s less significant buyers, a credit insurer
will often cover these accounts under a blanket, or self-
underwritten type of cover, known as a discretionary
credit limit or DCL. The insurer does not individually
underwrite the buyers that fall under the discretionary
credit limit, but rather it is the policyholder’s 
responsibility to approve credit and be aware of any 
warning signs that these buyers’ creditworthiness is 
deteriorating. If one of these accounts should become 

unable to pay, and that event was not foreseeable, the 
insurer will pay a claim up to the predetermined amount 
established within the policy parameters and qualified 
by the credit professional.

Limits underwriters like to name as many accounts to their 
policies as possible and they are equipped to handle large 
volumes of credit limits to be reviewed. These include 
companies like Euler Hermes, Coface and Atradius.

By contrast, “discretionary underwriters” do not have the
same level of staffing to look at a high volume of credit
limits. Their expertise comes into play underwriting the 
internal credit management of a company and being 
selective who they take on as insureds, these companies 
include AIG, FCIA, HCC, QBE and others. The 
discretionary underwriters will give larger DCLs, in turn 
they look for policies with fewer credit limits to underwrite.

FEATURE LIMITS UNDERWRITERS (LUWS) DISCRETIONARY UNDERWRITERS (DUWS)

Full-service Provides a full suite of services that add value beyond just risk transfer Pure Risk Transfer

Country Limits Typically uses aggregates to determine coverage so there is no impact on  
your ability to gain desired coverage by country

Some DUWs use country limits, which can hamper desired 
coverage on exports.

Known  
Coverages 

Typically uses discretion on any cancellations Coverages will typically auto-cancel upon any lapse in a 
company’s Policy and Procedures Manual. Therefore, coverage 
eligibility is not known until the claim is processed.

Protection for 
smaller claims 

EH deductibles are typically lower than those of DUWs and more
than 50% of policies have no deductible

DUWs often use very large deductibles to keep rates down but 
this discourages claims on anything but huge losses.

Resources LUWs have world-class expertise in-house for you to leverage and a physical 
presence in over 50 countries, allowing us the most accurate, internationally 
consistent credit intelligence available.

Many, but not all, DUWs are not mono-line carriers and don’t 
specialize in trade credit insurance as a focus

Size Some LUWs can provide cover for businesses of all size without syndication. 
Their size also means they have access to a more extensive knowledge base 
from our risk experts around the world.

Many, but not all, DUWs are smaller outfits that rely on third 
party intelligence for underwriting.

CHOOSING A CREDIT INSURANCE CARRIER



SELF INSURANCE

How much profit have you lost by holding down credit limits?

A company with a 15% profit margin, shipping eight shipments  
per year to would lose $60K in potential profit by holding a  
credit limit down by $50K on just one customer.

How much is in your bad debt reserve? 

Companies keep up to 2.2% of yearly sales tied up in bad  
debt reserves

How much in tax do you pay on your bad debt reserve?

Releasing this reserve in year one as earnings will result in  
tax savings in future years

What is the cost on your credit function support?

Systems, buyer monitoring, staff, third party credit services,  
collections, etc. are all costing you. Could you realize increased  
efficiencies by allowing a credit insurer to perform some of  
these functions as an integral part of a policy?

TOTAL COST:
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IS CREDIT INSURANCE 
FOR EVERYONE?

Any company that has receivables on its balance 
sheet has a potential exposure to loss from the 
inability or failure of a customer to pay them.

Credit insurance is also widely used in export markets with 
countries and customers where a business has no previous 
experience or there is a political environment that makes it 
more of a challenge to do business. While credit insurance can 
be a smart investment for many companies, it may not be 
applicable to companies that sell exclusively to governments 
or consumers since trade credit insurance only covers business-
to-business accounts receivable.

For the most part, companies that conduct business-to-
business trade are essentially already investing in a trade 

credit insurance program. Trade credit insurance is essentially 
is the sum of the costs associated with a businesses risk 
philosophy, sales restricted, systems, credit/financial 
information, accounts receivable management, collection and 
insolvency management, etc. All are real costs, and should be 
weighed against the cost associated with the credit insurance 
policy where these services are included as an added benefit. 
What many will find is that trade credit insurance provides one 
of the best and most cost-effective solutions.

HAVE YOU CONSIDERED THE HARD AND SOFT COSTS OF SELF-INSURANCE?

Company A was able to reduce their bad debt reserve freeing up cash flow, increase sales by extending a limit on a riskier customer and obtain 
comprehensive support for their credit management. The extra sales revenue, tax savings, and the instant bump in earnings realized by releasing 
the majority of its bad debt reserve has offset the cost of the policy many times over. Not to mention, they have added coverage in the event of a 
catastrophic loss and additional credit management resources at their fingertips. Credit insurance was the clear choice for Company A.

Many companies view self-insurance as the lowest cost risk mitigation solution – but is it? Like many credit insurance clients, 
the example company below actually realized a positive return on its investment in Credit Insurance. Use the worksheet 
below to calculate the hard and soft costs associated with self-insurance for your company.

vs.CREDIT INSURANCE
How much more cost effective could it be to outsource this to a credit 
insurer? Example Company A had $10M in annual sales and decided  
to use credit insurance instead of self-insurance. 

Realized profits by extending just one credit limit by $50K $60K
Released majority of bad debt reserve converted  
to earnings (Year One only)

$160K

Tax on remaining bad debt reserve @ 20% $8K
Credit services – included $0
Cost of credit insurance @ .25% of annual sales $25K
Tax savings from deducting policy as business expense $5K
ADDITIONAL PROFITS AND SAVINGS: $192K
(Pays for itself and returns value to the company even without a 
claim and provides a guarantee on the only unsecured asset.)

$_________

$_________

$_________

$_________

$_________



CONCLUSION 

A trade credit insurance policy, if used properly, provides a valuable extension to a company’s 
credit management practices – a second pair of objective eyes when approving buyers, as 
well as an early warning system should things begin to decline so that exposure can be 
effectively managed.

By maintaining a strong relationship between the insurer and the credit management 
department, trade credit insurance may be the wisest investment a company can make to 
ensure its profits, cash flow, and capital are protected.

Ultimately, should an unexpected loss occur, the trade 
credit insurance policy provides indemnification, thus 
protecting the policyholder’s revenue and bottom line.

Euler Hermes North America Headquarters
800 Red Brook Boulevard 
Owings Mills, MD 21117 

Phone: +1 877-909-3224
Fax: 410-753-0952

eulerhermes.usa@eulerhermes.com 
www.eulerhermes.us

To schedule a meeting with a Euler Hermes
representative, please call 877-909-3224 or 
visit us at www.eulerhermes.us for a free, 
no-obligation quote.




