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AN INTRODUCTION TO TRADE FINANCE

 Sovereign/Country risk

 Foreign exchange & interest rate risk

 Commodity price risk

 Sanctions risks

 Cultural and regulatory differences

Trading internationally has many Risks:

HIGHEST 
RISK

LEAST 
RISK • Open Account / TT

• Supply Chain & Structured 
Trade*

• Documentary Trade Products

• Prepayment / Advance Payment

*Structure dependant
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… which can be managed using various Trade Finance products:
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 Unknown standing of the Supplier / Buyer

 Willingness verses Ability to pay 

 Language & time zone differences

 Dispute Resolution can be costly

 Distance between buyer and seller

Trading internationally has many Risks:

Open Account / TT

Supply Chain & Structured 

Documentary Trade Products

Prepayment / Advance Payment
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HIGHEST 
RISK

LEAST 
RISK

… which can be managed using various Trade Finance products:



Current Assets Receivables 

Inventories

-------------

Current Liabilities Payables

-------------

Net Working Capital
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Trading internationally also requires substantial Working Capital:

Receivables Inventory Payables

$14m

$8m ($10m)

(NB: Capital always has a Cost !!!)

$
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plus (monetise)

(monetise)

less (extend)

Net Working Capital (optimise)

Trading internationally also requires substantial Working Capital:

Cash?

Payables Net W/Cap 
to be funded

($10m)

($12m)

(NB: Capital always has a Cost !!!)

Optimisation



Risk 
Management

• Enhance counterparty 
payment risk

• Reduce concentration 
risk

• Mitigate performance 
risk

• Extend payment terms
• Accelerate payment 

CUSTOMER NEEDS

TRADE FINANCE PRODUCTS DELIVER - RISK MGMT, WORKING CAPITAL LIQUIDITY

(& OPERATIONAL SUPPORT)

Operational 
Support 

(Customer 
Service)

Liquidity

• Accelerate payment 
collection, improve cash 
cycles

• Increase funding 
capacity

• Improve metrics

• End-to-end transaction 
execution

• Local processing, 
operational support

• Globally consistent
• Technology supported

Transactionally based; Flows of Goods; Alignment with cash cycles
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TRADE FINANCE SOLUTIONS

• Documentary Credits (DC’s) –
issuance, advising, neg’s, etc

• Documentary Collections (DA/DP)

• DC Confirmations & Finance

• Bid/Performance Bonds

RISK MGMT, WORKING CAPITAL LIQUIDITY

collection, improve cash 

end transaction 

• Trade Finance Loans

• Payment Guarantee’s

• Receivables Finance

• Payables Finance

• Pre-export Finance

• Pre-payment Finance

• Warehouse Finance

Transactionally based; Flows of Goods; Alignment with cash cycles



Value, Tenor

ICC Rules, Contract

Small; Short term (<180)

Complexity
Straightforward

Documentary Evidence

Simplistically, Trade Finance ‘products’ can be defined by:
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Risk

Nature of Goods

Transactional, 
self liquidating

Consumer goods & 
Commodities

Doc Trade Supply Chain Structured Trade
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Value, Tenor

Open account, 
Contract/Project

Large (poss. syndicated);
Longer Tenor (>1 year)

Complexity
Complex / customised

Documentary Evidence

Simplistically, Trade Finance ‘products’ can be defined by:

Risk

Nature of Goods

High due diligence, risk 
assessment & monitoring

XT Commodities, Capital 
goods / ECA backed

Structured Trade Export/ECA Finance



HOW TRADE PRODUCTS ARE APPLIED

>

>

>Access working 
capital

>Issue Bonds, DC’s

>Secure risk 

>Establish supply

>Assess Risks

>Agree payment 
method

Commercial 
needs

Goods sourced, 
produced and/or 

stored

Buyer & Seller 
negotiate 

Commercial 
contracts

Risk Management, Working Capital liquidity… supporting Commercial terms

Commercial 
activity

>

>

>

>

>

>

>Performance 
Bonds

>Pre-shipment / 
Pre-export finance

>DC Financing

>DC Confirmation

>Trade Finance 
Loan

>Warehouse 
Finance

>Bid Bonds

>Pre-payment 
finance

>Advance Payment 
Guarantee

>DC Issuance

>EFIC/ECA

Trade 
Finance 
solutions

>Secure risk 
coverage

>Manage production

method

>Establish financing

needs

Assumes a continuing cycle; FX and IR management throughout
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>Goods payment 
(payment / receipt)

>Establish supply

>Obtain doc’s

>Clear & store goods

>Access working 
capital

>Pay transport, 
insurance, 
shipment costs

>Prepare shipping 
doc’s, compliance, 

Payment settlement

Goods are on-sold

Goods arrive, are 
converted and/or 

stored

Goods Shipped

Risk Management, Working Capital liquidity… supporting Commercial terms

GOODS

>Payments & Cash 
Management

>SWIFT & Corro 
bank Network

>Bid Bonds…

>…

>…

>Shipping 
Guarantee

>DC Doc processing

>Trade Finance 
Loan

>Buyer Finance

>Payables Finance

>Warehouse 
Finance

>DC Negotiation, 
Discounting

>DA/DP Collections 

>Trade Finance 
Loan

>Receivables 
Finance

>Payment G’tee

>EFIC/ECA

>Pay clearance & 
storage costs

doc’s, compliance, 
handling, etc

Assumes a continuing cycle; FX and IR management throughout



TRADE FINANCE - CASE STUDY 1

2. DC Confirmed

3. Goods sold, shipment, Buyer

Confirmation & Discounting of Documentary Credits (DCs)

1. DC Issued

5. Doc’s Negotiated & 
Proceeds discounted

6. DC Payment

• XCo’s Buyers seeks deferred payment terms (Eg 90 days), 

• XCo holds Documentary Credit Bank & Sovereign payment risk, needs to fund deferred payment terms

• Bank agrees to confirm Doc Credit – B&C limits permitting

• Bank negotiates compliant DC documents, pay’s XCo discounted FV ‘up front’ 

• Buyer’s bank pays XCo’s bank on DC payment due date 

• XCo:

 Mitigates Bank, Country (& Counterparty) payment risk, & accesses Working Capital liquidity

 Improves cash position, Reduces funding costs, & preserves existing Funding lines

 Can offer Buyers longer terms, and/or increase shipment volumes, frequency

 Preserves BS metrics

Shipping 
doc’s
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2. DC Confirmed

3. Goods sold, shipment, 
receivable generated, 
Doc’s prepared

Confirmation & Discounting of Documentary Credits (DCs)

XCo
Pty Ltd

5. Doc’s Negotiated & 
Proceeds discounted

Eg 90 days), via Doc Credit issued by an acceptable bank

Bank & Sovereign payment risk, needs to fund deferred payment terms (200bp)

B&C limits permitting

Bank negotiates compliant DC documents, pay’s XCo discounted FV ‘up front’ (Libor + 75bp)

Buyer’s bank pays XCo’s bank on DC payment due date (90 days after shipment)

Mitigates Bank, Country (& Counterparty) payment risk, & accesses Working Capital liquidity

Improves cash position, Reduces funding costs, & preserves existing Funding lines

Can offer Buyers longer terms, and/or increase shipment volumes, frequency

Shipping 



TRADE FINANCE - CASE STUDY 2

3. XCo assigns 

2. Receivables generated 
(deferred terms)

4. Immediate payment to XCo

(invoice value less adjustments)

5. Buyers settle 
receivables to bank 
on due date

Buyers

Receivables Financing

3. XCo assigns 
Receivables to the bank

• XCo’s Buyers seek deferred payment terms (Eg 90 days)

• XCo holds counterparty payment risk, needs to fund deferred payment terms 

• Bank agrees to purchase Trade Receivables

• Bank pays XCo discounted FV ‘up front’ (Eg Libor + 100bp)

• Buyers pay Bank on due dates

• XCo:

 Covers payment risk, accesses Working Capital liquidity

 Improves cash position, Reduces funding costs & preserves existing Funding lines

 Can offer Buyers longer terms, and/or increase shipment volumes, frequency

 Preserves BS metrics
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1. Goods sold

3. XCo assigns 

2. Receivables generated 
(deferred terms)

4. Immediate payment to XCo

(invoice value less adjustments)

XCo
Pty Ltd

3. XCo assigns 
Receivables to the bank

Eg 90 days)

payment risk, needs to fund deferred payment terms (Eg 200bp)

(Eg Libor + 100bp)

Covers payment risk, accesses Working Capital liquidity

Improves cash position, Reduces funding costs & preserves existing Funding lines

Can offer Buyers longer terms, and/or increase shipment volumes, frequency



TRADE FINANCE - CASE STUDY 3

2. Accepted Invoices 
uploaded to ANZ & 
payment authorised

3. If early payment required, 

invoice ‘offer’ & ‘acceptance’

4. For ‘purchased’ invoices, 

payment effected

5a. All invoices paid 
(due date) XCo

Payables Financing

(due date) XCo
Pty Ltd

• XCo receives deferred payment terms (Eg 90 days)

• Suppliers hold payment risk, need to fund deferred payment terms 

• Bank is willing to potentially purchase Supplier’s Receivables (XCo Payables), if/when required by Suppliers

• If requested, Bank pays Suppliers discounted FV, when required (

• XCo pays Bank for total invoice value on due date, Bank settles balance to Suppliers

 XCo retains Payables terms (and/or extends?)

 Suppliers can receive Payment risk coverage

 Suppliers can also access Working Capital liquidity, if and when required

 XCo and Suppliers preserve other Finance lines, and optimise Financing costs

 BS metrics preserved
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1. Goods sent & 
invoices issued

2. Accepted Invoices 
uploaded to ANZ & 
payment authorised

3. If early payment required, 

invoice ‘offer’ & ‘acceptance’

5b. Remaining 

invoices paid

Suppliers

XCo invoices issuedXCo
Pty Ltd

(Eg 90 days)

Suppliers hold payment risk, need to fund deferred payment terms (200bp)

Bank is willing to potentially purchase Supplier’s Receivables (XCo Payables), if/when required by Suppliers

If requested, Bank pays Suppliers discounted FV, when required (Eg Libor + 100bp)

XCo pays Bank for total invoice value on due date, Bank settles balance to Suppliers

XCo retains Payables terms (and/or extends?)

Suppliers can receive Payment risk coverage

Suppliers can also access Working Capital liquidity, if and when required

XCo and Suppliers preserve other Finance lines, and optimise Financing costs



AN INTRODUCTION TO TRADE FINANCE

 Is fundamentally about ‘Trade’ related Risk Management & access to Working Capital

 Is reflected in a range of Trade ‘Products’ and ‘Solutions’

 Can be simple or complex, ‘vanilla’ or highly structured

 Is often dependant upon current or future rights to Goods

Trade Finance – removing the wool from over our eyes

 Is often dependant upon current or future rights to Goods

 If applied properly, can significantly enhance Risk, and Commercial terms to deliver 
substantial benefits

 Is highly relevant to both Buyers and Suppliers (and also other Stakeholders)

 Should be a fundamental part of every Company’s financing considerations
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Is fundamentally about ‘Trade’ related Risk Management & access to Working Capital

Is reflected in a range of Trade ‘Products’ and ‘Solutions’

Can be simple or complex, ‘vanilla’ or highly structured

Is often dependant upon current or future rights to Goods

removing the wool from over our eyes

Is often dependant upon current or future rights to Goods

If applied properly, can significantly enhance Risk, and Commercial terms to deliver 

Is highly relevant to both Buyers and Suppliers (and also other Stakeholders)

Should be a fundamental part of every Company’s financing considerations



DISCLAIMER AND CONFIDENTIALITY

> This document is issued by Australia and New Zealand Banking Group Ltd (‘ANZ’). The information contained in this 
presentation does not constitute advice. The information is not, and should not be construed as, a recommendation by 
ANZ to recipients to acquire the products. ANZ recommends you contact your Relationship Manager for further information 
before acquiring the products and refer to product Terms and Conditions or Product Disclosure Statement for full 
information relating to the products and services mentioned in this presentation.

> The information and opinions contained in this document (on which ANZ may have acted or may act for its own purposes) 
are published for the assistance of recipients but are not to be relied upon as authoritative or taken in substitution for th
exercise of judgment by any recipient.  While such information and opinions have been compiled or arrived at by ANZ in 
good faith and from sources believed to be reliable, no representation or warranty, express or implied, is made as to their 
accuracy, completeness or correctness, any opinions contained in this document may be changed by ANZ without notice. 
ANZ, its officers, employees, representatives and agents accept no liability whatsoever for any loss or damage, whether 
direct, indirect, consequential or otherwise howsoever arising (whether in negligence or otherwise) out of or in connection 
with or from any use of the contents of and/or any omissions from this document

> The information contained in this presentation is strictly confidential, and is the property of ANZ. As such, no part of it m
be circulated, copied, quoted or otherwise referred to another party without prior written consent of ANZ

> Any terms noted in this presentation may be subject to ANZ’s formal credit approval, and may also require appropriate 
legal, accounting, tax and technical advice.
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