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TRADE FINANCE TAXONOMY
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Documents Against Payment (D/P)
« Documents payable at sight
« Documents delivered to drawee upon payment

Documents Against Acceptance (D/A)

« Documents payable at a fixed future date

« Documents delivered to the drawee against acceptance of a financial document
called the Bill of Exchange (also known as the Dratft)

« Documents or execution of a payment undertaking (e.g. a Promissory Note)

Documentary Collections
* Documentary Collection Import
* Documentary Collection Export
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Promissory Note (PN)

* Issued by a buyer, e.g. an importer, promising to pay the seller at a future date —
effectively like an IOU. The right to receive payment under a promissory note may

be transferred by endorsement unless endorsement or transfer is expressly
prohibited.

Bill of Exchange (BoE)/ Draft | Draught

 Short-term negotiable financial instrument consisting of an order in writing
addressed by one person (the seller of goods) to another (the buyer) requiring the
latter to pay on demand (a sight draft) or at a fixed or determinable future time (a
time draft) a certain sum of money to a specified person or to the bearer of the bill.

Accepted/ Avalized Negotiable Instruments
« Corporate risk: BoE/ PN issued by the seller and accepted by the buyer
« Fl risk: BoE avalized by the bank or PN issued by the bank

Banker's Acceptance (BA)

* A negotiable piece of paper where a bank, rather than a corporate, guarantees the
payment. BAs are used by companies as a relatively safe form of payment for
large transactions. These time drafts can be ordered by a corporate from the bank
if it wants additional security against counterparty risk. The bank promises to pay
the exporter a specific amount on a specific date, at which time it recoups its
money by debiting the importer’s account.
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Types of Letters of Credit (LC)/ Documentary LC (Doc LC)

« Revocable / Irrevocable

« Confirmed (Open Confirmation/ Silent Confirmation) / Double Confirmed
« Transferable

« Advised

* Red Clause / Green Clause

« Back-to-Back

« Revolving

Credit

Standby

\

« Escalating / De-escalating

« Sight/ Usance (Deferred)/ Usance Payable At Sight (UPAS)
« Syndicated

« Structured/ Synthetic

Fl to FI:

* LC Reissuance

* LC Relay

« Irrevocable Reimbursement Undertaking (IRU)
< Bank Payment Obligation (BPO)

Types of Standby Letters of Credit (SBLC)

* Performance Bond

* Bid or Tender Bond

< Advance Payment Standby

« Insurance Standby

« Financial Standby

« Credit Facility Standby

 Lease Support Standby

« Counter (Backstop or Protective) Standby
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« Direct-pay Standby

e Commercial Stadby

« Procurement Standby

* Credit Replacement SBLC issued

« Credit Replacement SBLC received

* Credit Replacement confirmed SBLC received
Fl to FI:

* SBLC Reissuance

* SBLC Confirmation
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« Retention Guarantee

* Declaration of Intent

Fl to FI:

* Guarantee Reissuance

Types of Payment Guarantees
* Shipping Guarantee (missing Bill of Lading)
Payment » Customs Guarantee
related * Letter of Indemnity (LOI)
Guarantee * Guarantee Trade Receivable
« Judicial Guarantee
* Payment Guarantee
* Rental Guarantee

S

Credit Replacement

« Credit Replacement Guarantee
Other Other Guarantees

Guarantees « Oil Payment Undertaking (OPU)

* Metal Payment Undertaking

« Suretyship/ Surety Bond

« Islamic Finance: kafalah
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Pre-Shipment Financel Pre-Export Financel Trade Loan/ Trade Advance/ PO Financing
"clean” Trade Finance loan facility to complete orders for acceptable buyers

invoice
» Contract Financing / Milestone Payments / Tooling Finance
e ————
P

Post-Shipment Finance

« Bills Discounting - once the Bill of Exchange is accepted by the importer (buyer),
post-shipment documents are discounted on buyer's credit line

« Discounting under Documentary Collections

* Discounting under Confirmed or Unconfirmed LCs

H

Import Finance/ Trade Loan

business cycle of the underlying trade finance product.

H

Trade Advancel Trade Loan to the FI:

* Trade SWIFT Loan

 Continuing Agreement for Reimbursement of Trade Advance (CARTA)
» LC Refinancing / LC Post-financing / TT Refinancing

« Acceptance under LC

« Discounted Acceptance under Confirmed LC

* Financing under SBLC-backed trade loan
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Unsecured & Syndicated Credit Facilities - trade related:
* Revolving Credit Facility (RCF)

« Term loans

* Club deals

* Syndicated loan/ multibank with facility agent

F —

Collaterized Commodity Trade Finance

 Pre-Export Finance (PXF)

« Pre-Payment Finance (PPF)

« Borrowing Base Finance (BBF)

« Reserve-Based Lending (RBL)

» Warehouse Financing

« Tolling

« Uncommitted bilateral transactionally secured facility
* Freight Loan

F —

Islamic Finance
« Profit and loss sharing: mudarabah, musharakah
« Asset-backed: murabahah, musawamabh, istisna, bai salam, ijaraj, tawarruq

Copyright by: 1zabela Czepirska, Komgo and Sean Edwards, SMBC

Types of Demand Guarantees/ Performance related Guarantees
« Performance Guarantee
« Bid or Tender Guarantee
Demand « Advance Payment Guarantee or Advance Repayment Guarantee

Guarantee

» Warranty/Warrant Guarantee or Maintenance Guarantee

» Funds are provided to the exporter (seller) under a Purchase Order or Letter of Credit under a

» Pre-approved financing / PO Finance- funds extended to the seller prior to buyer approval of an

« Discounting under Open Account / Supply Chain Finance _

 Funds are provided to the importer (buyer) under a "clean" Trade Finance loan facility for
short term financing to import goods under an LC or PO, term of the loan is tied to the
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Trade Instruments
« Documentary Collections
« Unconditional Payment Undertaking - PNs, BoE

Documentary Credit
e LC Issuance
¢ LC Confirmation

e | C Reissuance Unfunded Rlsk

Participation

* LC Relay
between Fls or
t FI
Standby Credit between Fl and

NBFI
* SBLC Issuance

* SBLC Confirmation
* SBLC Reissuance / Relay

Guarantees
e Guarantees Issuance
* Guarantees Reissuance

Trade Instruments
* PN/ BoE Discounting

Documentary Credit
« LC Discounting

« LC Refinancing Unfunded

Risk

Participation
under Master
« Syndicated Credit Facilities Risk
Participation
Agreement

Trade related loans:
« Bilateral: Trade Advance/ Trade Loan to the FI
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Trade Instruments
» Documentary Collections or
» Unconditional Payment Undertaking - PNs, BoE

\—

True Sale
(Assignment,
Novation,
Endorsement,

— Trust
Arrangement,

— Funded

Participation)

—

Demand Guarantees

Pre-Shipment Finance / Pre-Export Finance
Supply Chain Finance between Fls
+ Payable Finance (Buyer's IPU) or between FI
* Receivables Finance and NBFI

* Loans/ Trade Advances
Structured Commodity Finance

Structured Export Agency Finance

\—
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Comprehensive & Non-Payment Insurance
« Credit and Political Risk insurance (CPRI)
Fl or » Comprehensive Credit Insurance (CCl)
Corporate « Non Payment Insurance (NPI)
Risk

Political Risk Insurance (PRI) special policy types:
« Contract frustration policy
« Government confiscation policy

F——

. Whole Turnover Credit Insurance
Credit

Insurance

Corporate
Risk

Framework policy insurance
(non-Whole Turnover Credit Insurance)

|

Islamic

Takaful
Insurance
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Structured . . . .
Export Export Credit Agencies (ECAs) backed financing

Agency * Export Finar_wce
Finance * Export Credit Insurance

Multilateral Agencies (MLASs) | Multilateral Development Banks (MDBs) backed financing
examples (non-exhaustive list):

» AfDB - African Development Bank

* ADB - Asian Development Bank

* EBRD - European Bank for Reconstruction and Development

* EIB - European Investment Bank

* IDB - Inter-American Development Bank

Development . . . I
* IFC - International Finance Corporation within the World Bank Group

Finance

Development Finance Institutions (hon-exhaustive list):

* Bll - British International Investment (formerly: CDC Group - Colonial Development
Corporation / Commonwealth Development Corporation)

* ICEIC - The Islamic Corporation for the Insurance of Investment and Export Credit

* OFID - OPEC Fund for International Development

* PROPARCO - Groupe Agence Francaise de Development
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Payables Finance

Buyer-led programme where the bank purchases receivables from the seller (exporter)
that are duly accepted by the buyer (importer). In this buyer-centric finance, seller sign-up
to discount their accepted AR on a non-recourse basis where the bank assumes all risk on
the buyer.

« Approved Payables Finance (Buyer's IPU) / Reverse Factoring/ Confirming

« Bank Payment Undertaking (BPU)

« Dynamic Discounting

P

Receivables Finance

Receivables Finance / AR Finance / Receivables Purchase - receivables represent post

shipment obligation of the buyer (importer) for goods and services provided by the

exporter and can be evidenced by Bills of Exchange/ Drafts, Promissory Notes or Invoices.
The exporter sells AR to a bank who pays face amount less finance charge less any
reserve hold back.

« Receivables finance can be done with 4 options of recourse on the seller:
1) Full recourse S
2) Partial recourse / Limited recourse
3) No recourse

« Receivables finance can require a line on the importer (buyer) and contigency line on
exporter (seller) for partial or limited recourse. Full recourse AR finance requires a credit
line on a buyer or a seller. No recourse - bank bears all risk based on the acceptance

from the buyer on the buyer credit line.
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Loan or —

e Inventory Financel Warehouse Financel Financing Against Warehouse

Advance Receipts or Trade Receipts

against * Financing provided for the holding or warehousing of goods
Inventory

Loan or
Trade Trade Loans/ Receivables Lending/ Receivables Finance
Advance « Financing provided on the expectation of repayment from current or
against future trade receivables
Receivables « Financing under SBLC backed Trade Loan
—

Loan or
Trade
Advance
against
Trust
Receipts

Trade Loans/ Trade Advance against Trust Receipts

« Financing provided based on the trust receipt that serves as a
Promissory Note to the bank that the loan amount will be repaid upon
sale of the goods. A trust receipt is a notice of the release of
merchandise to a buyer from a bank, with the bank retaining the
ownership title of the released assets.
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AIR
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Nature of the asset / product/ service

Funded or Unfunded

Applicability
in the Market segment

Commercial Trade Risk

LOW HIGH

Open Account

/ Documentary Collectior\
/ Letter of Credit \

<V , g
Cash in Advance

Risk of Non-Payment

BUYER'S RISK SELLER'S RISK
Methods of Payment
= Open Account
= Documentary Collection
= Letter of Credit
= Cash in Advance

Factoring/ AR Finance/ Invoice Discounting/ Debtor Finance/ Portfolio

Financel/ Receivables Finance/ Receivables Purchase

« Full recourse/ limited recourse/ partial recourse/ without recourse
purchase of individual or multiple receivables represented by outstanding
invoices.
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Negotiable | Transferable Future Payment Obligation

» Without recourse purchase of receivables represented by financial
instruments or payment obligations. Discounting of: Promissory Notes,
Bills of Exchange, Banker's Acceptance

\—
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Distribution Financel Distributor Finance |/ Sales Financel/ Buyer

Finance/ Dealer Financel/ Channel Finance / Floorplan Finance

* Financing for a distributor of a large manufacturer following the sale of
goods until the receipt of funds from end customer

S

Trade Finance Securitization/ Trade Receivables Securitization
« A selection of receivables sold on a revolving basis to an SPV
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