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AMERICA'S SMALL BUSINESSES 
AND INTERNATIONAL TRADE: A REPORT 

Introduction 

As we cnter the 21 $I. century, the face of America's small business community is 
changing. It is more diverse, more technologically driven, and much more global in scope 
than in the past. 

in the last decade. the number of small businesses that export has tripled, I The dollar 
value of their exports has soared. Even with this rapid growth, America still faces a large 
trade deficit. And small businesses are very vulnerable to trade barriers. These are the 
challenges. 

With 96 percent of the world's population and 67 percent of the world:s purchasing 
power located outside our borders, the potential for small business growth in international 
trade is huge. l 

To a large extent, technology has helped to level the playing field for small companies, 
Today,ll small business in rural Maine can export machine parts to 38 countries. using 
the In!Cmct. A woman in Mississippi can export food products to Canada. Handcrafted 
bowls from Colorado can be sold in Japan. 

The U.s. Small Business Administration has been helping America's el'ltroprc~eurs start 
and grow their businesses since 19.53. The Sman Business Export Enhancement Act 
of 1980 directed the SBA to aggressively advance the interests ofsman business in 
international trade. 

The SBA' s mission is lncroasingly important today because small businesses are driving 
economic gwwth in the United States and are "'going global" in record numbers, 

This report is based on new research conducted for thc SSA and the U.S. Department of 
Commerce. ' 

Big News About Small Businesses l 

Amcricu's small businesses arc big players in international trade - and their role is 
growing rapidly. 

97 percent of U.8. companies that cxpon are small businesses? 
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u.s. EXporiers irl 1997 . 

In 1997 the total number of U.S. exporters reached 209, 500,4 

202,185 ofall exporters in 1997 were small businesses.s 

Small businesses account for 31 percent of total merchandise export salcs,6 (Thero are 
no comparable statistics for service sates. but smalJ businesses playa big role in 
scrviee tmde.) . 

Small exporting companies include aU kinds ofenterprises in just about every 
industrial classification, 

Technology and globalization arc factors fueling a dramatic gro'Wth in the number of 
small businesses engaged in international trade. 

Between 1987 and 1997 the number of U,S. small business cxponers tripled from 
65,900 to 202,185.' 
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Number·pfi,smllliB4I1i~!ls~es:Expoijing·· 

.(inlliOu~ngs) 


1987 	 1992 1997 


The fastest growth has been among very small businesses - those with fewer than 
20 employees,' 

.. 	 VSBs represented 65 percent of a11 exporting companies in 1997.<) 

• 	 The value oLc;mall business exports increased by 300 percent between 1992 
and 1997,Hl 

r-;ote; These figures represent merchandise trade, Figures arc not available for other 
type:; of exported services, such as consulting. training. advertising and more, !f 
these: figures were available, most expertS believe that they would show a 
substantially larger share of activity on the part'of small business exporters. 

In Syra,::use, N. Y., Paul Gcnecco hDS gone global with hi:i/ami{v'sfruit and 
vegetahle hmliness. In the past eight years his sales skyrocketed/rom $200,000 10 
lU!ar{v $/0 million a year. 
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Small Business Drives Economic Growth 

The growth in small business trade is encouraging, because smull business is the engine 
ofAmerica's economic growth. 

• 	 Small businesses have provided virtually all of the nearly 20 million net new jobs 
added to the economy since 1992. 11 

• 	 The approximately 24 million small businesses in the United States represent 
99.7 percent of aJl employers and employ 53 percent of the private workforce. lz 

• 	 Small businesses account for approximately 50 percent of the gross domestic product 
and 55 percent of technological innovationsY '* 

• 	 Small businesses arc especially concentrated in services and techno1ogy. the fllstest 
growing business sectors in the counlry.14 

An Economic Challenge 

Americans are enjoying unprecedented economic prosperity: strong economic growth 
with low inflation and low unemployment, with a balanced federal budget. Yet the 
United States still has a si~able trade deficit, 

In 1998 the deficit was $164 billion. which was up substantially from the prior two years. 
By August 1999, the U.S. had already eclipsed the 1998 trade deficit IS 

While overall expons are up about 3.7 percent from the S!'lme period last year. imports arc 
up 9,6 percent Only in the services sector, where sman business is a big player, will we 
register II trade surplus.16 

With most of the world's population and purchasing power outside ofthe United States, 
America's businesses must fully participate in the international marketplace to enjoy 
sustained economic prosperity in the 21~! century. 

ht (ltis p..;riod ofglobal economic b!SI(lbility, tlte United Slates must remain acJive (1M 
engaged, Our eCOflOmy is the strongest it has been in a generation, We are (JII the right 
(;.(Jurse. We must work hard to shore up the strength oftltc global economy and continue 
(0 sharp.m. our ability to compete in it so that we can continue to widen Jhe circle of 
opporumilY as we approach lhe 2r: century. 

William J. Clinton 
President Qfthe United States 
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~l\crc is a huge. untapped potential for small business growth in the trade arena, 

just (!Vcr 202,000 - or about) percent - are currently exporting, 


Small businesses account for 47 percent of total domestic sales; and only 31 percent


" 
" 

Ttie'NumbetofCounlries, 
toWhich a.SmaliBusiness 

Exported 

In 1 %)7.90 percent of them valued their lOtal exports at less than S I million each.2\) 

Rachael Cllrgllan's business, Winderosa, exports ftlachille gaskets to 38 cllUntries. The! 
busiueto's "perutes/rom a remodeled chicken coop ill Peru, Maine. Witll sales grcClter 
than $1.5 million, WinderoslI employs 11 people. 
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Where SmaU Companies Do Business 

The lOP ten markets for U.S. small business exporters arc Canada, the United 
Kingdom, Japan, Mexico. Gennany, Australia, Hong Kong. france, Taiwan and 
S. 2! mgaporc. 

Looking at the rate of growth in exports as a gauge of future market potential, the lOp 
ten fastest growing markets for U.s' small business exporters arc Brazil, Malaysia, 
China, Phili~fincs, Canada. Thailand, Israel, Argentina, the United Kingdom and 
Hong Kong. 

Benefits. to Communities 

Small business exporters bring stability and prosperity to their communities. 

Small businesses have a direct stake in their communities and typically remain in 
their communities, observing labor, environmental, and other state and federal 
regulations. 13 

Small busincss exporters tend to pay higher salaries. American workers producing 
for e-xport cam 15 percent higher wagcs and receive 11 percent higher benefit9 than 
non-export workcrs.24 

• 	 Companies engaged in trade are 20 percent more productive and 9 percent more 
likely to stay financlal1y solvent. They also experience 20 perccnt greater job 
growth than non-exportcrs.15 

• 	 Every S I billion in ex.ports ofmanufacturcd goods creates an estimated 15,000 new 
jobs; two to three times that number of additional jobs develop to support the new 
products and pcrsonnel (e.g. new restaurants, construction, ctc,).26 

As Jhave traveled to other countries. and met with their entrepreneurs, J realize thai 
small bw,inesses around the world have more that brings them lOge/her than t/iv/de 
tltem .,.. Small business has yet to take its righ{ful place Oil the world stage! 

Aida Alvarez 

Administrator 

u.s. Small Business Administf'atiol1 
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Small businesses and their cornmunhies have a lot to gain from U,S. participation in the 
World Trade Organization: opportunity, morc efficient use of resources and a more level 
playing field" 

• 	 The WTO is the best vehicle to ensure the fair and free movcment of products and 
services across borders. 

• 	 Reducing the cost of doing business overseas allows small businesses, which 
typically have more limited access to investment capital and are disproportionately 
impacted by trade barriers. to become global players and grow at a much faster rate. 

• 	 Free and open global competition allows U.S. consumers to enjoy benefits such as 
low,,'T prices, increased purchasing power and keeping inflation in check, 

u.s, small businesses have important issues to bring to the WTO table: 

• 	 Better protection of US. intclllXtual property rights such as patents. copyrights and 
trademarks. This is imponant because a lot of small businesses are involved ill 
technology sectors, and they don't have the resources to go around thc world and 
fully protect their intellectual property rights. 

• 	 A better system for the uniform application of product standards. Sometimes, other 
countries have used arbitrat)' product standards to keep American products out. It is 
important to have a rational system of standards that ail countries wilt adopt. 

• 	 Making permanent the moratorium on tariffs for electronic commerce. E-commcrcc 
bas helped to level the playIng field for small businesses and to enable them to 
compete in the global market 

How the SBA Helps Exporters 

In addit!c,n to its mandated role of representing the small business community in trade 
nego;iations and disputes, the SBA provides financial and technical assistance, and 
promotes stratcgic partnerships for exporters. 

Financial ASSIstance 
• 	 The SBA'$ financial assistance to small businesses has grown dramatically since 

1992 ""- particularly to exporters. 

• 	 In addition to its regular 7(a) Loan Guaranty ProbTfam. the SBA has two Joan 
programs spccifical1y for lOman business exporters: the Export Working Capital and 
the International Trade Loan programs. The EWer helps small business exporters 
obtain working capital to complete export sales, The Intemational Trade Loan 
provides long~ and short-term financing to small businesses involvcd in exporting as 
well as to businesses adversely affected by import competition. 
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• The SBA's 504 Loan Program can also provide long-tenn, fixed-asset 
financing to exporters through certified development companies. 

SS.... Total Lpans 

1.992 '1.999' 
• Numbo[ot LOan, • LoariAmoUntS'($BllllOns) 

:n;~s~ t.irJrlilO d~,r.oi·'h:~ seA~iia~ ioont:.:· 

SBA,Expoit:Reliitlldloans·. 
(s.MiiUpns);. , .' .. , "'.' .. 

'.$243.0' 

:.Number of.tolins::~~.'LOan' Amo~nhf{$ MHliOns); 

"EWCP. IT1Oa1l9,' 504 loans to Co:riIparues t~.al e.icpoff'
'.. :, .• :and i-iigU!ar,1{a) IOOn$to ei1:KnlO!1f'C< ". :'. ' . 

.' ... ' . 

9 



Technical Assistance 
The SSA is a full partner with the U.S. Department of Commerce and the Export­
Import Bank in 19 U.S. export assistance cc-nters. 

• 	 Each of the SBA'$ 70 district offices has two district international tradc officers­
one I1pecializing in fimmee. the other in t~e promotion. 

The Office of lntcmational Trade maintains a Web site containing a wealth of 

irtformution fOf exporters at http://www.sba.gov/oit. 


~ 	 Ther:: are more than 30 international trade centers, located in small business 
development centers around the country. that focus on small businesses interested in 
or ready 10 export, 

., 	 Export Risk Anaiysis~Onlinc, also kno\;,rn as EXR-Online, is an !ntemct~ 
based, foreign-risk-analysis tool used in cnnjunction with the Export Working Capital 
and International Trade Loan programs. 

• 	 Thc Export Technical Assistance Partnership targets cxpon~roady small 
businesses with -customized training and counseling. 

~ 	 The Export L¢gal Assistance Network sponsors a free initial consultation with an 
attorney to discuss international trade questions. 

• 	 TradcNct's Export Advisor is a nne-stop online information resource for exporting. 
This mu1ti~agency, muhj~rcsourcc Web site is located on thc Internet at 


, http://www.tradenet.go,,'. 


Strategic Partnerships 
• 	 The SSA has signed agreements with governments Or entities in Ireland. Russia, 

Argentina, Mexico, South Africa and Egypt to establish trade links between 
businesses in their countries and small businesses in the United States, 

Conclusion 

Small businesses create jobs. generate economic grO\vth and help build communities. 
The SBA's mission is to help those small businesses succeed, both at home and in the 
global marketplace. 

A historiG transformation is taking place. Technology and globalization arc opening up 
doors for small businesses across the country and around the globe. Transactions between 
South Carolina and South Afriea could one day be as easy as transactions between 
California and Connecticut. Small businesses have been involved in trade for ecnHlrics, 
but only now are they taking their rightful place on the world stage. 
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The challenges inherent in international trade are significant. The opportunities for 
growth nrc enonnous. The benefits arc substantial on many levels. Networks of small 
businesses trading all around the world will contribute to economic prosperity, stability 
and security at home and abroad. 
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APPENDIX 26 

Breaking Into The Trade Game: A Small Business Guide 

This publication is the product ofa private/public sector initiative between the U.S. Small Business 
Administration and AT&T, SBA's participation in this co-sponsorship activhy does not constitute.an 
expressed or implied endorsement oftne co-sponsors1 or participants' opinions, products or services 
(SSA Authorization Code #93-13-4924710-1). For more infonnation on SBA's programs, call 1-800­
8-ASK-SSA. 

Co-sponsored by the U.S. SMALL BUSINESS ADMINISTRATION AND AT&T 

Breaking Inlo The Trade Game: A Small Business Guide to Exporting was produced ).lnder the 
guidance ofG. A, ChiaruHini, Deputy Director, Officeoflnternational Trade, U.S. Small Business 
Administration . .special rccognitionjs given to the Editorial Staff of Colfeen Allen, Catherine 
Funkhouser and Patricia Lefevre, Export Development Specialists, Office of International Trade, A 
special thanks to Sonja Katharina Satl who provided meticulous editorial support for this project 
Kathy Parker and Sheldon Snook, Office of International Trade; Ray Williams, Regional International 
Trade Officer. Kansas City, Missouri; and Gene Brosterhous, International Trade Director, National 
SCORE Office, also provided additional editorial support Developing Your International Business 
Plan was written at the Lake Michigan College Small Business Development Center (SBDC) and 
International Business Center. The materials and worksheets were adapted from the Oregon SBne 
publication, "Your International Business Plan" at Portland Community College, The Lake Michigan 
College SI3DC i,~ partially lunded under Cooperativo Agreement No, SB-2M-00092-09 by the U,S, 
Small Business Administration. Layout and cover design hy Signal Communications, Bethesda, 
Maryland. 

Breaking Into The Trade Game: A Small Business Guide to Exporting was produced by the U.S. 
Small Business Adminislration with the assistance ofTtle Global Source, Inc. 

Introduction 

The U.S. Small Business Administration", (SSA) omce oflntemational Trade (01'1') developed this 
Trade Guide as an information tool to assist American business develop international markets, This 
Guide win help answer questions and take the mystery out of exporting. ,The United States 
government has committed enormous resources to help small businesses, like yours, reach overseas 
markets:, Did you know that: 

• the U,S, Small Business Administration (SBA) employs 76 District International Trade Officers 
and 10 Regional International Trade Officers throughout the United States as weli has a lO­
person international trade staffin Washington. D,C,; 

• 	 the SBA, through its Service Corps of Retired Executives (SCORE) program, oversees 850 
volunteers with international trade experience to provide one..{)n-one -counseling to active and 
new-lo-export businesses; 

• 	 the SBA made 348 loans nationally to exporters for more than $123 million in FY 1991 and 617 
loans for more than $241 million in FY 1992; 

• 	 the SBA WppOftS over 900 Sma!! Business Development Centers (SBDCs)" Some SBnCs have 
designated international trade centers; all SBDCs provide export counseling. referral andlor 
training; 

• 	 the SEA i;;oordinatcs the Export Legal Assistance Network (ELAN), a nationwide group of 
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international trade attorneys w'ho provide free initial consultations to sman businesses on export 
related matters; 

• 	 the U,S, Department of Commerce (DOC) International Trade Administration (ITA) U,S, and 
Foreign Commercial Service (US&FCS) has 68 offices throughout the United States and 120 
overseas posts. representing 95 percent of the world market for U.S. products and services; 

• 	 the ITA in Washington. D.C. has industry-specific specialists monitoring export opportunities 
for U.S. products and services in every sector, from abrasive products to zippers; 

• the DOC !lponso" 51 District Export Councils (DEC,), comprised of nearly 1,700 business and 
trade experts available on a volunteer basis to help U.S. nons develop export strategies; 

• 	 the DOC Minority Export Development Consultants Program supports more than 107 Minority 
Business Development Centers throughout the United Slates~ 

• the U,S, Department of Agriculture (USDA) Foreign Agricultural Service (FAS) maintains a 
$30 million budget for export promotion orus. commodities through trade fairs and other 
activities; 

• 	 like DOC, USDA has a large group ofcountry specialists focusing on a range of products from 
oilseeds tv poultry; 

• 	 the Export-hnpon Bank of the United States (Eximbank) has trained specialists in 24 states and 
in Puerto Rico through its City/State program to provide export financing assistance to small 
businesses; 

• the Eximbank has financed over $11.3 billion of U. S. exports in 1991, with t 8.4 percent of 
Eximbankls authorizations going to support small business exports? 

The SBA and a multitude of ft"CIcrat, state and local government agencies are ready to assist you in 

opening new avmues of opportunity in the international marketplace. With their help, and with the 

information contained in this guide, you will find that access to international markets is possible and 

profitable. 


Overview 

A SMALL BUSINESS EXPORT SUCCESS STORY 

Small businesses throughout the United States have gained international exposure and increased 

profits t~rough exporting. Consider the case ofNovi, Inc,. a Califomia~base(J business, Company 

President Michael Stoff tells his story; 


Illn November of 1986. when I began my business ventur~ Novi, Inc., [knew that my Tune-Tote (n 
stereo system for bicycles) had the potential to be successful in international markets. Although 1 had 
no prior experience in this area, ! began researching and collecting infomlation on international 
markets. I was willing to learn, and by targeting key sources: for information and guidance, I was able 
to penetrate international markets in a short period of time. One vital source 1 used from the beginning 
was SBA Through SBA I was directed to a program that dealt specifica.lly with business development 
-- the Service Corps of Retired Executives (SCORE). I was assigned an advisor who had nm his own 
impQrticx:port business for 30 years. The services of SCORE are provided on a continual ba.itis and are 
free, 

"As I began to pursue exporting, my first step was a thorough marketing evaluation. I targeted trade 
shows with a good presence of international buyers. I also went to DOC for counseling and 
information about the rules and regulations ofexporting. 1 advertised my product in Commercial News 
USA, distributed tbrough United States embassies to buyers worldwide. 1 utilized DOC's World 
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Traders Data Reports to get background information on potential foreign buyers. As a result, I 
received 60-70 inquiries about Tune--Tote from around the world. Once I completed my research and 
evaluation ofpotential buyers, 1 decided which ones would be most suitable to market my product 
international1y, Then I decided to grant exclusive distributorship. In order to effectively communicate 
'\\'-ith my internat,onal customers, I invested in a fax, I chose a U.S. bank to:handle international 
transactions. Tb(~ bank: also provided guidance on methods of payment and how best to receive and 
transmit money. This is essential know-how for anyone wanting to be sllccessful in foreign markets." 

'Michael Stoff knows about success in foreign markets. In just one year ofexporting> sales topped $1 
million and increased 40 percent in the second year ofope ratio liS. Today. Novi.lnc" is a large 
distributor of wireless intercom systems which expons to over ten countries. 

Breaking Into The Trade Game: A Small Business Guide to Exporting can assist your company's 
international marketing efforts, This Guide highlights the export success stories ofmany small 
businesses. It is both a comprehensive how-to manual and reference book providing you ....vith the 
contacts and res.:lUrces to ease your entry into markets around the world. 

Part 1: Becoming an Export Success Story takes you through the exporting process with stories of 
small businesses all around the United States that have found exporting to be an exciting and 
profitable way to expand their business. 

Chapter 1: :Making the Export Decision includes an international'business plan to assess your 
company's export readiness) business goais and commitment; 

Chapter 2: Identifying lnternational Markets explains how to conduct foreign market research and the 
resources available to assist you; 

Chapter 3: Foreign Market Entry discusses methods ofdistributing your product abroad with an 
emphasis on exporting; 

Chapter 4: The Export Transaction details the steps involved in making trade happen, including setting 
prices" negotiating the sale and determining legal aspects of exporting; 

Chapter 5. Export Financing outlines government and private sector financing resources and methods 
of payment; 

Chapter 6: Transporting Goods Internationally focuses on moving goods overseas, including 
packaging and labelling; and 

Chapter 7: Strategic Alliances and Foreign Investment Opportunities explores other methods of 
market entry beyond exporting. such as joint ventures and off~shore manufacturing facilities. 

Part II: The Exporterls Directory is a comprehensive directory of contacts and information sources to 
assist yO~l as you go global. 

PART I: BECOMING AN EXPORT SUCCESS STORY 

Chapter 1 Making the Export Decision 
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Exporting is crucial to ~A,merica's economic health. Increased exports mean business growth, and 
business growth means more jobs. Yet, only a small percentage ofpotential exporters take advantage 
of these opportunities. It is critical for U. S. bU:;:Jnesses to think globaUy. Your decision to read this 
book indicates an interest in exporting. However, you may have discovered your company is already 
competing internationally -- foreign-owned companies are competing with you in your "domestic" 
markets. The division between domestic and internation1!:1 markets is becoming increasingly blurred. 
Your business cannot ignore intemationa1 realities ifyou intend to maintain your market share and 
keep pace with your competitors. Making the export decision requires careful assessment of the 
advantages and disadvantages ofexpanding into new markets, Once the decision is made to export. an 
international business plan is essential, This chapter presents the advantages and disadvantages of 
exporting and offers a sample business plan. 

ADVANTAGES AND DISADVANTAGES OF EXPORTING Consider some of the specific 
advantages of exporting. Exporting can help your business: 

• enhance domestic competitiveness 
• increase sales and profits 
• gain glob,.1 market share 
• reduce dependence on existing markets 
• exploit corporate technology and know-how 
• extend the sales potential of existing products 
• stabilize seasonal market fluctuations 
., enhanc-e }:otential for corporate expansion 


, • sell exceS5 production capacity 

• gain information about foreign competition 

In comparison, {here are certain disadvantages to exporting. Your business may be required to: 

., develop new promotional material 
• subordil1&te short-term profits to long-term gains 
• incur added administrative costs 
• allocate personnel for travel 
• wait longer for payments 
• modify your product or packaging 

., apply for additional financing 

., obtain special export licenses 


These disadvantages may justify a decision to forego exporting at the present time. For example. if 
your company's financial situation is weak, attempting to seU into foreign markets may be ill-timed. On 
the other hand, some e-ompanies have been successflil selling abroad even before they have made any 
sales domesticr;lly: 

Landmark Systems of Vienna, Virginia, had virtually no domestic sales before it entered the Emopean 
market Landmark had developed a software program for IBM mainframe computers and located an 
independent distributor in Europe to represent their product. In their first year, 80 percent of their 
sales were attributed to exporting. In their second year, sales jumped from $100,000 to S 1.4 million -­
with 70 percent attributable to exports, 

http://IA'WW. sba. gov/ oitlinfo/Guide-To-Exporting! aU. html I!11/01 
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As you can sec, there are no hard-and-fast rules as: to which businesses should export, and which 

should not. In the case of Landmark Systems mentioned above. a foreign distributor produced results 

before any significant domestic sales occurred. Landmark Systemsl decision to export, like that of 

many other sman business exporters featured in this guide, was based on careful planning. 


THE NE;EIl FOR AN INTERNATIONAL BUSINESS PLAN Behind most export success stories 
is a plan. Whether formally written down, or sketched out informally at a meeting of your management 
team, an international business plan is an essential ,tool to properly evaluate al1 the factors that would 
affect your company's ability to go international. An International business pJan should define your 
company's: 

• commitment to international trade; 
• export pricing strategy; 
• reason for exporting~ 
• potential export mllrkets and customers; 
• methods offoreign' market entry; 

exporting costs. and projected revenues; 

.. export financing alternatives; 

• legal requirements; 
• transportation method; and 

• overseas partnership and foreign investment capabilities. 


Creating an lntcmational business. plan is important for defining your company's present status, internal 
goals and commitment, but is also required if you plan to seek export financing assistance. Preparing 
the plan in advance of making export loan requests from your bank can save time and money. 
Completing and anal)71ng an international business plan helps you anticipate future goals, assemble 
facts, identifY constraints and create an action statement. It should aiso set forth specific objectives, an 
implementation timetable and milestones 10 gauge success. 

International Business Plan 

The purpose of the Intemational Business Plan workbook is to prepare your business. to enter the 
international marketplace. This workbook win serve as a step-by-step guide to lead you through the 
process ofexporting your product to an international market. The workbook is divided into sections, 
Each section must be completed before you start the next section. After you have completed the entire 
workbook, you will be ready to develop an international business plan to export your product. Once 
the business p1an is completed, an in~depth analysis ofyour readiness to e~port can be completed .. 

PRODUCTS/SI!:RVICES 

STEP 1 ~ Select the lUost exportable products to be offered internationally. 

To identify products with export potential for distribution internationally, you need to consider, 
products that are successfully distributed in the domestic market. The product needs to fiU a targeted 
need for the purchaser in ex·port markets according to price> value to customer/country and market 
demand, 

"Vbat are the major products your busin~ss sells? 
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2. 

3. 


What products have the best potential for international trade? 


I. 

2. 

3. 


STEP 2: E\'Jllunte the produds to be offered internationally. 


What makes yo~r products unique for an overseas market? 


I. 

2. 

3. 


\Vhy will international buyers purcbase the productl from your company? 


I. 

2. 
3. 


How much inventory will be necessary to sell overseas? 


I. 

2. 

3. 


Exercise: 


IDENTIFYING PRODUCTS WITH EXPORT POTENTIAL List below the products you believe 
have export potential. Indicate the reasons you believe each product will be successfulln the 
international marketplace. 

hup:l/www.sba.gov/oit/info/Guide-To-Exporting/all.html III liD I 
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Products/Services Reasons for Export Success 

L 
2. 
3. 

4. 

5. 

6. 
7. 

8. 
9. 

10. 

II. 

12. 
13. 

14. 

15. 

Decision Point: These products have export potenjjlli. 

YES 

NO 

PLANNING 

What is the purpose of completing this workbook? 

You know that you want to see your company grow through exporting. 

Five reasons it will be worth your time and effort: 

1 Careful completion of this workbook wiJl help evaluate your level ofcommitment to expol1ing. 
2. The completed workbook can help you evaluate your product's potential for the international 

trade market. 
3. 	 The workbook gives you a tool to help you better manage your international business 


operations successfully. 

4. 	 The completed workbook \\~11 help you communicate your business ideas to persons outside 

your business and can be an excellent starting point for developing an international financing 
proposal. 

5. 	 Businesses managed are more successful when working from a business plan_ 

Can't I hire someone to do this. for me? 
No! Nobody will do your thinking or make decisions for you. This is your business. If the business 
plan is t~ be useful, it must reflect your ideas and efforts ~- not those ofan outsideL 
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Why is planning so important? 
The planning process forces you to look at your future business operations and anticipate what will 
bappen" This process better prepares you for the future and makes you more knowledgeable about 
your business. Planning is vital for marketing your product in an international marketplace. Any firm 
considering entering into international business transactions must understand that doing business 
internationally is not a simple task nor one for the faint ofhearL It is stimulating and potentially 
profitable in the long~lerm but requires much preparation and research prior to the first transaction. 

In considering products for the international market, a business needs to he: 

1. 	 Successful in its present domestic operation. 
2. 	 Willing to commit its resources oftime, people and capital to the program. Entry into the 

international market may take as long as two years to generate profit with cash outflow during 
that period. 

3. 	 Sensitive and aware of the cultural implications of doing business internationally. 

Developing a business plan helps you assess your present market situation, business goals) and 
commitment which wiU increase your opportunities for success, 

What's the bottom line for me if I do the plan? Research:shows that small business failure rates 
among new businesses are significantly lower for new businesses that have developed a business plan. 

lsu't planning just for the big companies? Planning is important for any organization that wants to 
approach the future with a plan of action. The future comes whether you are prepared for it or not. A 
blisiness plan he~ps you anticipate the future and make well~informed decisions because you have 
thought about the alternatives you will be facing. 

How often do I have to do this? 
A plan must be revised as needed, at least once a year. Planning is a continuous process. You will·be 
surprised how rr,uch easier it is to develop a business. plan after the first time, Plus> after a revision or 
two you witl know more about your international business market opportunities to export products, 

GOAL SETTING 

Determining your business goals can be a very exciting and often challenging process. It is, however, a 
very important step in planning your entry into the international marketplace. The following exercise is 
intended to help you clarifY your short and long-term business goak 

STEP 1i Delim, long-term goats. 

1" 	 \Vhat Rrc your long-term goals for this business in the next 5 years? Examples: increase export 
sales by _~'V() annually; develop country cultural profiles. 

2. 	 How will the international trade market help you reach your long~term goals? 

STEP 2: Define short-term goals. 

1. 	 For your international business, what are your first year goals? Examples: attend export 

seminars, select a freight forwarder. 


hitP:1Iwww.sba.govfoit/info/Guide-To-Exportingiall.html 	 I/lliO I 
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2. What are your two-year goals for your international business products/services? 

STEP 3: De\'elop an action plan to reach your short-tenn goals by using international trade. 

INDUSTRY ANALYSIS 

STEP t: Determine your industry's growth for the uext 3 years, 

Talk to people in the same business or industry, research industry~specific magazines, attend trade 
fairs and seminars. 


STEP 2:' ReseaJrcb how competitive your industry is in the global markets. 


Utilize the ~atjonal Trade Data Bank (NTDB), obtain import/export statistics frorn the Bureau of the 

Census, and contact the U.S. Small Business Administration (SBA) or tbe U.S. Department of 
Commerce (DOC) district office in your area. 

STEP 3: Find out your industrfs future growth in the international market. 


Contact the SBA or the U, S, foreign & Commercial Service (US & FCS) district office and contact a 

DOC country or industry desk in Washington, D.C. 


STEP 4: Rcscawch federal or state government mnrket studies that have been conducted on 

your industry's potential international markets. 


Contact SBA, your state internationa1 trade office, a DOC country or industry desk in Washington, 

D.C. 

STEP 5: Find ~xport data available on your industry. 


Contact your SBA or DOC district office. 


YOUR BUSI;\IESSICOMPANY ANALYSIS 


STEP t: Why is your business successful in the domestic market? What's your growth rate? 


STEP 2: Wbat products do you reel have export potential? 


STEP 3: \Vbat are the competitive advantages or your products or business Over other domestic 

and international businesses? 


PROS AND CONS OF MARKET EXPANSION 

Brainstorm a li51 of pros and cons for expanding your market internationally. Based on your product 
and market knowledge, detennine your probability of success in the international market. 

JndustryfProdti:ct: 
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Pros Cons 

I. I. 
2. 2. 

3. 3. 

4. 4. 
5. 5. 

6. 6. 
7. 7. 

8. S. 

9. 9. 

10. 10. 

II. II. 

12. 12. 

PROBABILITY OF SUCCESS 

00/025% 50% 75% 1000/0 

MARKETING YOUR PRODUCT 

Given the market potential for your products in international markets, how is your product unique? 


I, What are your product's advantages? 

2, What are your product's disadvantages? . 

3 What are lhe competitive product's advantages? 

4. What are the competitive product's disadvantages? 

5. What are the needs that will be filled by your product in a foreign market? 

6. What competitive products are sold abroad and to whom? 

7. How complex is your product? What skills or special training are required to: 
I. Install your product? 
2. Use your product? 
3. Maintain your product? 
4. Service your product? 
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8. What options and accessories are available? 

9. Has an aftermarket been developed for your product? 

10. Vv1lat other equipm~nt does the buyer need to use your product? 

1). What complementary goods does your product require? 

12. 	 Ifyaur product is an industrial good: 

I, What finns are likely to use it? 

2. What i, the u,efullife ofyour product? 
3. Is use or life affected by climate? [f so, how? 

4, Will geography affect product purchase, for example transportation problems? 

5. Will the product be restricted abroad, for example tariffs. quotas or non~t3riffbarriers? 

13. If the product is a consumer good: 
1. Who will consume it? How frequently will the product be bought? 
2. (s consumption affected by climate? 
3. [s consumption affected by geography, for example transportation problems? 
4, Will the product be restricted abroad for example tariffs, quotas or !1on-tariffbarriers? 
5. Does your product conflict with traditions, habits or beliefs ofcustomers abroad? 

STEP I: 

Select the best countries to market your product. 


The U,S. Small Business Administration and the United States rind Foreign Commercial Service may 

be of assistance in providing product market analysis. Since the number ofworJd markets to be 

considered by a company is v,ery large, it is neither possible nor advisable to research them all Thus, 

your firm's time and money are spent most efficiently by using a sequential screening process. The first 

step in this sequential screening process fot the company is to select the mOte attractive countries fot 

YOl.!-r product. Preliminary screening tflvoives defining the physical, political, economic and cultural 

environment. Rate the following market factors in each category. 


1, Select 2 countries you think have the best marketpotentiaj for your product; 
2. Review the market factors for each country; 
3. Research data/information for each country; 

4." Rate each factor on a scale of 1-5 with 5 being thebest~ and 

S. Select.a target market country based on your ratings 

II MA~KETfACTORA~~~~SMENT II~OUNTRYIRATING !I COUNTRYIRATlNG II 
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Demographic/Pbysical Environment: 
• Population size, growth, density 
• Urban and rural distribution 
• Climate and weather variations 
• Shipping distance 
• Product· significant demographics 
• Physical distribution and 

communication network 

• Natural resources 

Political Environment: 

• System of government 
• Political stability and continuity 
• Ideological orientation 
• Government involvement in business 
• Attitudes toward foreign business 

(trade restrictions, tariffs, 

non-tariff barriers, bilateral 

trade agreements) 

• National economic and 

developmental priorities 


Economic Environment: 

• Overall level of development 
• Economic growth: GNP, industrial sector 
• Role of foreign trade in the economy 
• Currency: inflation rate, availability, controls, . 

stability of exchange rate 

• Balance of payments 
• Per capita income and distribution 
• Disposable income and expenditure patterns 

Social/Cultural Environment: 

• Literacy rate, educational level 
• Existence of middle class 
• Similarities and differences in 

relation to home market 

• Language and other cultural 

considerations 


Market Access: 

• Limitations on trade: 

high tariff levels, quotas 

• Documentation and import regulations 
• Local standards, practices, and 

hltp://www.sba.gclv/oit/info/Guide-To-Exportinglall.html 1111/01 
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other non-tariffbarriers 
• Patents and trademark protection 
• Preferential treaties 
• Legal considerations for 

investment, taxation, repatriation, 

employment, code oflaws 


Product Potential; 

• Customer needs and desires 
• Local production, imports. 

consumption 

• Exposure to and acceptance 

ofproduc! 

• Availability of linking products 
• Industry~sp(~cific key indicators 

ofdemand 

• Attitudes toward products of 

foreign origin 

• Competitive offerings 

Local Distribudon and Production: 

• Availability of intermediaries 
• Regional an:! local transportation 

factltties 

• Availability ofmanpower 
• Conditions for local manufacture 

Indicators of population. income levels and consumption patterns should be considered. In addition, 
statistics On local production trends. along with imports and exports of the product category, are 
helpful for assessing industry market potential. Often, an industry will have a few key indicators or 
measures that will help them determine the industry strength and demand within an international 
market. A manufacturer ofmedical equipment, for example, may use the number of hospital beds, 'the 
number of surgeries and public expenditures for health care as indicators to assess the potential for its 
products. . 

What are the prc1ected growth rates for the two countries selected over the next 3-5 years? 

STEP 2; 

Determine Projected Sales Levels 


What is your present U,S. market percentage? 

What are the projected sales for similar products in your chosen international markets for the coming 
year? . 

What sales volume will you project for your products in these international markets for the coming . 
year? 


hit p:1/l.v-.'vw. sba.gOY!oit/info!Guide-To~Exporting!all. html 
 1111101 



Breaking Into Th, Trade Game: A Small Business Guide 	 Page 14 of 122 

What is the projected growth in these international markets over the next five years? 

STEP 3: 

Identify Customers Within Your Chosen Markets 


\Vhat co;;npanlcs, agents or distributors have purchased similar products? 


'What companies, agents or distributors have made recent requests for information on similar 

products? 


What companies, agents or distributors would most likely be prospective customers for your export 

products? 

STEP 4: 

Determine Method Of Exporting 


How do other U.S. firlns sell in the markets you have chosen? 


Will you sen din::ct to the customer? 


Who will represent your firm? 


Who will service the customers needs? 


STEPS: 

Building'A Distributor or Agent Relationship 


1. 	 Will you appoint an agent Of distributor to handle your e,xport market? 
2. 	 What facilities does the agent or distributor need to service the market? 
3. 	 What type of client should your agent or distributor be familiar with in order to sel! your 


product? 

4. Wbat territory should the agent or distributor cover? 

:5. \Vnat financial strength should the agent or distributor have? 

6. 	 Wbat other competitive or non-competitive lines are acceptable or not acceptable for the agent 

or dis1ribtltor to carry? 
7. 	 How many sales representatives does the agent or distributor need and how often win they· 

cover the territory? 

8, Will you use an export management company to do your marketing and distribution fOf you? 

YES NO 


If yes, have you developed an acceptable sales and marketing plan with realistic goals you can agr~e 

to? 


YES NO 

Comments: 
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SUPPORT FUNCTIONS 

To achieve efficient sales offerings to buyers in the targeted markets. several concerns regarding 

products, literature and customer relations should be addressed, 


STEP I: 

Identify product concerns. 


Can the potential buyer see II functioning mode) or sample ofyour product that is substantially the 

same as wou1d be received from production? 


YES NO 

Comments: 

What product labeling requirements must be met? (Metric measurements, AC or DC electrical, 

voltage, etc.) K(7ep in mind that the European Community now requires 3 languages on all new 

packaging. 


When and how can product conversion requirements be obtained? 


Can product be delivered on time as ordered? 


YES NO 


Comments: 


STEP 2: 

Idcnttry-literature concerns, 


If required. will you have literature in language other than English? 


YES NO 


Do you need a product literature translator to handle the technical language? 


. 
n:SNO 

What special concerns should be addressed in sales literature to ensure quality and informative 

representation ('.cyour product? 


STEP 3: 

ldentify customer relations concerns. 


What IS delivery time and method ofshipment? 


What are paym(mt terms? 
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What are the warranty terms? 


Who will service the product when needed? 


How will you communicate with your customer? . < through a local agent, telex or fax?
• 

Are you prepared to give the same order and delivery preference to your international customers that 
you givc.to yOU! domestic customers? 

YESNO 


MARKETING STRATEGY 

In international sales, the chosen "terms ofsale" are most important Where should you make the 

product available at your plant: at the port of exit. landed at the port ofimportation or delivered free 

and clear to the customer's door? The answer to this question involves determining what the market 

requires, and how much risk you are willing to take. Pricing strategy depends on "terms of sale" and 

also considers value-added services ofbnnging the product to the international market. 


STEP I: 

Define International Pricing Strategy 


How do you calculate the price for each product? 


What factors nave you considered in setting prices? 


Which products1 sales are very sensitive to price changes? 


How important is pricing in your overall marketing strategy? 


What are your discount policies? 


What terms of sales are best for your export product? 


sn:P2: 

Define promotional strategy 


What advertising materials will you use? 


What trade shows or trade missions will you participate in, if any? 


What lime ofyear and how often will foreign travel be made to customer markets? 


STEP 3: 

Delillo customer services 


What special customer services do you oOer? 


What types of payment options do you offer? 
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How do you handle merchandise that customers return? 

SALES FORECAST 
Forecasting sale!> ofyour product is the starting point for your financial projections. The sales forecast 
is extremely important, so jt IS important you use realistic estimates. Remember that sales forecasts 
show the expected time the sale is made, Actual cash flow will be impacted by delivery date and 
payment terms. 

Step 1: 

Fill in the units-sold tine for markets I> 2, and 3 for each year on the following worksheet. 


Step 2: 

Fill in the sales price per unit for products sold in markets 1,2 and 3. 


Step 3: 

Calculate the total sales for each of the different markets (units sold x sales price per unit). 


Step 4: 

Calculate the sales (all markets) for each year - add down the columns. 


Step 5: 

Calculate the five year total sates for each market - add across the rows. 


SALES FORICCASTS - FIRST FIVE VEARS 

I 2 3 4 S Market 1 

Unit, Sold 

Sale PricclUnit 

Total Sales 


Market 2 

Units Sold Sale PricefUnit 

Total Sales 


Market 3 

Units Sold 

Sale Price/Unit 

Total Sale, 


Total Sale, 

All Markets 


COST OF GOODS SOLD 
The cost ofgoods sold internationally is partially determined by pricing strategies and terms of sale. 
To ascertain the costs associated with the different terms of sale, it will be necessary to consult an 
international freight forwarder. For example, a typical term of saIe otl'ered by a U.S. exporter is cost) 
insurance and freight (elF) port ofdestination. Your price includes all the costs to move product to 
the port of destination. A typical cost work sheet will include some of the following t1.ctors. These 
costs arc in addition to the material and labor used in the manufacture ofyour product. 
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• export packing 
• forwarding 
• container loading 
• documentation 
• inland freight 
• consular legalization 
• trucklrailunloading 
• bank documentation 
• wharfage 
• dispatch 
• handling 
• bank collection fees 
• terminal charges 
• cargo insurance 

• ocean freight 

• other misc. 

• bunker surcharge 
• telex 
• courier mail 

To complete this worksheet, you will need to use data from the sales forecast. Certain costs related to 
your terms of sale may also have to be considered. 

Step 1: 
Fill in the units-sold line for market 1, 2, and 3 for each year. 

Step 2: 
Fill in the cost per unit for products sold in markets I, 2, and 3. 

Step3: . 
Calculate the total cost for each of the products - (units sold x cost per unit). 

Step 4: 
Calculate the cost of goods sold - all products for each year - add down the columns. 

Step 5: 
Calculate the fivlJ-year cost ofgoods for each market - add across the rows. 

COST OF GOODS SOLD - FIRST FIVE YEARS 

1 2 3 4 5 

Market 1 

Units Sold 

Sale Price/Unit 

Total Sales 


Market 2 
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Units sold 

Sale Pric::e/ur.it 


Total Sa':"es 

:-;a.::ket 3 

Units Sold 

Sale Price/Unit 

Total Cost 

Cost of Goods Sold All Markets 


INTERNATIONAL OVERHEAD EXPENSES 

To determine overhead costs for your export products, you should be certain to include costs that 

pertain only to international marketing efforts. For example, costs for domestic advertising of service 

that do not pertain to the international market should not be included. Examples of most typtc.11 

expense categories for an export business are listed on the next page. Some of these expenses will be 

first year start-up expenses, and others will occur every ye'ar. 


Step l: 

Review the expenses listed on the next page. These are expenses that will be incurred because of your 

intemati<;,nal business. There may be other expense categories not listed ~- list them under "other 

expenses." 


Step 2: 

Estimate your cost for each expense category. 


Step 3: 

Estimate any domestic marketing expense included that is not applicable to international sales. 


Step 4: 

Calculate the total for your international overhead expenses. 

EXPENSE COST Market I Market 2 Mark,t J Total Yr I 


Legal Fees 

Accounting Fees 

Promotional Material 

Travel 

Conununication 

EquipfTe1ex 

Advertising AJlowances 

Promotional Expenses 

(e.g., tride shows. etc.) 

Other Expenses 


Total Expenses 

Less Domestic Expenses Included Above, if any 

Total International 

Start-up Expenses 
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PROJECTED INCOME STATEMENT· YEAR 1 to 5, ALL MARKETS You are now ready to 
assemble the data for your projected income statement. This statement wil1 calculate your net profit or 
net loss (before income taxes) fOf each year. 

Step I: 

Fill in the sales: for each year. You already estimated these figures; just recopy them on the work sheet. 


Step 2: 

Fill in the cost of goods sold for each year, You already estimated these figures, just recopy on the 

work sheet. 


Step 3: 

Calculate the Gross Margin for each year (Sales minus Cost ofGoods Sold)" 


Step 4 

Ca!culate the Total Operating Expenses for each year. 


Step 5: 

Calculate the Net Profit or Net loss (Before Income Taxes) for each year (Gross Margin minus Total 

Operating Expenses} 


PROJECTED INCOME STATEMENT· YEAR I to 5, ALL MARKETS 

I 2 3 4 5 International Sales 

Cost of Goods Sold 

Gross Margin 


International Operating Expenses: 

Legal 

Accounting 

Advertising 

Travel , 

Trade shows 

Promotional Ma~erial 


Supplies 

Communication Equipment 

Interest 

lnsurance 

Other 


Total International Operating Expenses 

BREAK·EVEN ANALYSIS 
The break*cven is the level ofsales at which your total sales exactly covers your total costs and 
operating expenses, This tevel of sales is caned the Break~Even Point Sales Level (BEP sales). 
In other words, at the BEP sales level, you tviU make a zero profit Ifyou seU more than the BEP sales 
level, you will make a net profit If you sell less than the BEP sales level, you will have a net IOSK 

The worksheet 'NiH calculate your BEP sales level for any year of operations, The steps listed below 
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will assume that you are calculating the BEP sales level for Year 1. 

Step I: 

Fill in your Total Sales, Total Cost of Goods Sold, and Tota! Gross Margin for Year I on the 

following page. 


Step 2: 

Calculate the Gross Margin percent using the fOnTIula which is given on the work sheet. The Gross 

Margin percent l.ells you what percentage of each dollar of sales results in Gross Margin. 


Step 3: 

Fill in the Total Operating Expenses for Year L 


Step 4: 

Calculate the BuP sales level using the formula which is givert Your need to reach this level of sales 

just to break even, 


Note: In addition to a break-even analysis, it is highly recommended that a profit and loss statement be 
generated for the first few actualintemational transactions. Since there are a great number of variables 
relating to costs of goods, rea! transactions are required to establish actual profitabifity and minimize 
the risk of losses. 

STEP I: 

Tot.l Sales: $ 

Total Co'st afGood. Sold $ 

Total Gross Margi:n $ 


STEP Z: 

Total Gross Margin: ,$ 


Gross Margin %: S 

Total Sale.: $ 

Gross Margin % = O. (Leave the Gross Margin $ in a decimal format. The format is 0.347 - not 

34.7%). 


STEP 3: 

Total Operating Expenses: S 


STEP 4: 

Total Operating Expenses: $ 

BEl' Sales Level: $ 

Gross Margin %. $ 

BEl' Sales Level: $ 


'riMETABLE 
This is a worksheet that you will need to work on periodically as you progress in the workbook. The 
plU'pOSC is to em:ure that key tasks are identified and completed to increase the success of your 
international business. 

STEP I: 
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IdentifY key activities 
, By reviewing other portions ofyour business plan, compile a list of tasks that are vital to the 

successful operation of your business. Be sure to include travel to your chosen market as applicable. 

STEP 2: 

Assign responsihility for each activity For each identified activity, assign one person primary 

responsibility for the compietion ofthae activity. 


STEP 3: 

Determine scheduled start date 

For each activity determine the date when work will begin. You should consider how the activity fits 

into your overall plan as well as the availability ofthe person responsible, 


sn,p 4: 

Determine scheduled finish date 

For each'activity determine when the activity must be completed, 


ACTION PLAN 

PROJ ECTtrASK 

PERSON 

START DATElFINISIl DATE 


SUMMARY 

STEP I: 

Verify completic.n ofprevious pages. 

YQU should have finished all the other sections in the workbook before continuing any further. 


STEP 2: 

Identity your business plan audience. 

What type of person are you intending to satisfy with this business plan? The summary should briefly 

address all the major issues that are important to this person. Keep in mind that this page wiJJ probab1y 

be the first read by this person. It is extremely important the summary be briefyet contain the 

information most important to the reader. This section should make the reader wartt to read the rest of 

your plaQ. 


STI<;P 3: 

Write a one-page summary, 

You will now need to write no more than a page summarizing all the previous work sheets you have 

completed. Determine which sections are going to be most interesting to your reader, Write one to 

'three sentences that summarize each of the important sections, 

These sentences should appear in the order of the sections ofyour business plan. The sentences must 

fit together to form a summary and not appear to be a group of loosely related thoughts. You may 

want to have several different summaries, depending on who will read the business plan. 


INTERNATIONAL BUSINf;SS PLAN SUMMARY: 

PRICPARING AN I<;XPORT PRICE QUOTATION 
Setting proper export prices is crucial to a successful international sales program; prices must he high 
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. enough to generate a reasonable profit, yet low enough to be competitive in Overseas markets. Basic 
pricing criteria - costs, market demand. and competition - ilrc the same for domestic and foreign sales. 
However, a thorough analysis of all cost factors going imo a cOSt, insurance and freight (elF) 
quotation may result in prices that are different from domestic ones. 

"Marginal cost" pricing is the most realistic and frequently used pricing method. Based on a 
calculation of incremental costs, this method considers the direct out-of·pocket expenses ofproducing 
and selling products for export as a floor beneath which prices cannot be sel without incurring a loss. 
There arc important principles that should be followed when pricing a product for export, summarized 
below. 

COST .'ACTORS 

in calculating an export price, be sure to take into account all the cost factors for which you, the 

exporter, are liable. 


1, 	 Calculate direct materials and labor costs involved in producing the goods for export. 
2. 	 Calculate your factory overhead costS, prontting the amount ofoverhead chargeable to your 

proposed export order, 
3. 	 Deduct any charges not attributable to the export operation (i.e., domestic marketing costs, 

domestic legai expenses), especially if export sales represent only a small part of total sales.' 
4, Add in the other out~of·pocket expenses directly lied to the export sates, such as: 

Jravel expenses. 

catalogs, slide shows, Video presentations promotional materiai 

export advertis.ing 

commissions 

transportation expenses 

packing materials 

legal cxpenses+: 

office supplies· 

patent and trademark fees· 

communications" 

taxes* 

rent'" 

insurance*" 

intercst*" 

provision for bad debts 

market research 

credit checks 

translation costs 

product modification 

consultant fees. 

freight forwarder fees 


*Thcsc items will typically represent the cost of the total operation, so be sure to prorate these to 

reflect oqly the cost of producing the goods for export. 

5. Allow yourself a realistic price margin for unforeseen costs. unavoidable risks} and simple mistakes 
that are common in any new undertaking. 
6. Also allow yoursclfa realistic profit or mark-up. 
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OTHER FACTORS TO CONSIDER 
Market Demand - As in the domestic market, product demand is the key to setting prices in a foreign 
market. What will the market bear for a specific product or service? \\fJlat will the estimated consumer 
price for your product be in each foreign market? If your prices seem out erline, try some simple ­
product modifications to reduce the selling price, such as simplification of technology or alteration of 
product size to conform to local market norms. Also keep in mind that currency valuations alter the 
affordability of goods. A good pricing strategy should accommodate fluctuations in currency. 

Competition - As in the domestic market, few exporters are free to set prices without carefully 
evaluating their competitor's pricing policies. The situation is further complicated by the need to 
evaluate the competition's prices in each foreign market an exporter intends to enter. 1n a foreign 
market that is serviced by many competitors, an exporter may have little choice but to match the going 
price or even go below it to establish a market share. If, however, the exporter's product or service is 
new to a particular foreign market. it may be possible to set a higher price than normally charged . 
domestically. 

QUOTE PREPARATION 
An Export Costing Worksheet that may guide you 1n preparing export price quotations follows. 

EXPORT COSTING WORKSlllmT 
Reference Information 1. Our Reference 
2. Customer Reference 

3.Customer Information: 

3. Name 
5. Cable Addro,,:; 
4. Address 
6. Telex No. 
7. Fax No. 

Product Information: 

SIC Code: 

8, Product 

9. No. of Units 
10. Net Weight{unit) 

ll. Gross Weight 

12. Dimensions_x_ 
13. Cubic Measure _("'1.10.) 
14. Total Measure 
15. H.S. No. 

Product Charges: 

16. Price (or cost) per unit ___ x units __T otal _____ 
17. Profit (or m~lrkup) 


)8. Sales Commissions 

19. FOB FACTORY PRICE 

Fees-Packing, Marking. Inland freight: 
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20. Freight Forwarder 
21. Financing Costs 
22. Other charges 
23. Export Packing 
24. LabelingIMarking 
25. Inland Freight to 
26. Other charges (identifY) 
27. FOB, PORT CITY PRICE (EXPORT PACKED) 

Port Charges/DQcument 

28. Unloading (heavy Iill) 
29. Temin.1 
30. Other (identify) 
31. Consular Document (if required) 
32. Certificate of Origin (ifrequircd) 33. Export License (ifrequircd) 
34. FAS VESSEL (OR AIRPLANE) PRICE 

Freight 

35. Based on __weight ____ mea'ure 
36. Ocean ___ Air,....-==__ 
37. On Deck ___.Under Deck 
38. Ratc _____Minimum ___ Amounl ____ 

Insurance 

39, Coverage required --;;:-,-_____ 
40', Basis Rate Amount 

41. CIF. PORT OF DESTINATION PRICE 

WORKSIIEET 

EXPORT PROGRAMS & SERVICES 
This worksheet helps you identifY organizational resources that can provide programs and services to 
assist you in developing your international business plan and increase your export sales. 

ORGANIZATIONS SERVICES 

• SBA 
• USDOC 
• SBDC 
• Trade Assoc 
• University 
• World Trade Ctr 
• CQmmCollege 
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Readiness to Export Assessment 

Market Research Studies 

Counseling 

Training Seminars 

Education Programs 

Publications 

Export Guides 

DataBanks 

Trade Shows 

Financing 


Chapter 2 

IdentifYing International Markets 

To succeed in ei:porting, you must first identify the most profitable international markets for your 

products or services. Without proper guidance and assistance, however, this process can be time 

consuming and <:ostly -- particularly for a small business. 


The U.S: federal government, state governments, trade associations, exporters' associations Hnd 
foreign governments offer low-cost and easily accessible resources to simplify and speed your foreign 
market research. This chapter describes those resources and how to use them. 

FEDERAL GOVERNMENT RESOIJRCES 

Many governmet'lt programs and staff are dedicated to helping you, the small business owner. assess 
whether your product or service is ready to compete in a foreign market. 

The U.S. Small Business Administration Many new~to-expon small firms have found the counseling 

selY'ices provided by the SBA's Service Corps of Retired Executives (SCORE) particularly helpful. 

Through your local SEA District office, you can gain access to more than 850 SCORE volunteers 

with experience in international trade. 


"Our SCORE counselor is really like a big brother to us and our company," says Jim Hadzicki. Vi~e· 
President of San Diego--based Revolution Kites, a recreational kite manufacturer. Exports now 
account for 24 percent of their sales in just threc years. "1 recently went on a trip to Tokyo to line ilP a 
distributorship, Our SCORE counsclor helped me llst our objectives, what I was to do and ask about 
and even totd m(: what gift ( should take to the Japanese representative," says Hadzicki. 

Two other SBA·sponsorcd programs are available to small businesses needing management and 

export advice: Small Business Development Centers and Small Business Institutes affiliated with 

colleges lind universities throughout th,c United States; 


Small Business Development Centers (SBDCs) offer counseling, training and research assistance on all 
aspects of small business management 

The Small Business (nsti1ute (SBI) program provides small business owners with intensive 
management counselling from qualified business students who are supervised by faculty, SEls provide 
advice on a wide range of management challenges facir:g small businesses -- including fmding the best 
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foreign markets for particular products or services. 

The U.S. Department of Commerce 

The U.S. DepaMment of Commerce's (DOC) International Trade Administration (ITA) is a valuable 
source of advice and information. In ITA offices throughout the country international trade specialists 
can help you locate the best foreign markets for your products. Oldahoma e.xporter OK~ 1 
Manufacturing Co. has found the foreign market research available through the ITA extremely useful: 

liThe Oklahoma District ITA office prepared a market research study to detennine whether we should 
export our fitness accessory items to Japan, 'I says Sherry Teigen, OK-J Manufacturing Co. export 
manager: Today. the company exports to Japan in addition to 20 other countries. Since it began 
exporting, the company staff has grown by 75 and Sherry's husband, OK-l's [Jresident, Roger Teigen, 
won the 1991 SBA Exporter of the Year award. 

District Export Councils (DECs) are another useful ITA-sponsored resource, The 51 District Export 
Councils located around the United States are comprised of 1,800 executives wlth experience in 
international trade who volunteer to help small businesses export. Council members come from banks, 
manufacturing companies, law offices, trade associations, state and local agencies and educational 
institutions. Tbey draw upon their experience to encourage, educate, counsel and guide potential, new 
and sea.soned e."<porters in their individual marketing needs. 

The United Stat'" and Foreign Commercial Service (US&FCS) helps U.S. firms compete more 
effectively in the global marketplace with trade specialists in 69 United States cities and 70 countries 
worldwide. US&FCS offices provide information on foreign markets, agent/distributor location 
services) trade leads and counseling on husiness opportunities, trade barriers and prospects abroad. 

The United States Department ofAgriculture 

Ifyou have an agricultural product, you should investigate the U,S. Department of Agriculture's 
(LiSDA)"Foreign Agricultural Service (FAS). With posts in 80 embassies and consulates worldwide, 
the FAS can obtdn specific overseas market information for your product. The FAS also maimains 
sector specialists in the United States to monitor foreign markets for specific U.S, agricultural 
products,. 

Most state commerce and economic development offices have international trade specialists. to assist 
you, Many states have trade offices in overseas markets. Dial Tool and ~lanufacturing of Franklin 
Park, JIIinots, found the Illinois State office in Hong Kong very helpful: 

After visiting the Illinois State office in Hong Kong, Dial Tool and Manufacturing President Steve 
Pagliuzza reports that he was able to sign on sales reps for his company's metal stamping equlpntcnt: 
liMy state office in Hong Kong gave me several names of potential reps. We eventually signed them on 
and ate nOW successfully exporting to Asia, in addition to Europe~ Canada and Mexico. In four years, 
15-20 percent of our sales now come from exporting." 

Port Authorities are a wealth ofexport information. Although traditionally associated with 
transportation services,. many port authorities around the country have expanded their services to 
provide export training programs and foreign-marketing research assistance. for example, the New 
York-New Jersey Port Authority provides extensive services to exporters including XPORT, a full~ 
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service export trading company. 

PRIVATE SECTOR RESOURCES 

In addition to governmem~supported resources, private sector organizations can ,also provide 
invaluable assistance. 

Exporters' Associations 

World Trade Centers, import~export clubs and organizations such as the American Association of 
Exporters and Importers and the Small Business Exporter's Association can aid in your foreign market 
research. 

Trade Associations 

The National Federation of International Trade Associations lists over ISO orgruuzations in the U.S. to 
help new~to~export small businesses enter international markets. Many of these associations maintain 
libraries, databanks and established relationships with foreign governments to assist in your exporting 
elforts. 

~ore than 5,000 trade and professional associations currently operate in the United States; many 

actively promote international trade activities for their members. The Telecommunications Industry 

Association is just one association which leads frequent overseas trade missions and monitors the 

pulse of foreign market conditions around the globe. Whatever your product or service, a trade 

association probably exists,that can help you obtain information on domestic and foreign markets, 


Chambers of Commerce, particularly state chambers. or chambers located in major industrial areas, 
often employ international trade specialists who gather information on markets abroad. 

IlOW TO GATHER FOREIGN MARKET RESt:ARCH 

Now that you know where to begin your research, you shuuld next identify the most profitable: foreign 
markets for your products or services. You will need to: 

• classifY your product; 
• find countries with the largest and fastest growing markets for your product~ 
• detennine which foreign markets will be the most penetrable; 
• define and narrow those export markets you intend to pursue; 
• talk to U.S. customers doing business internationally; 
• research export efforts of U.S. competitors. 

Classifying your product 

The Standard Industrial Classification (SIC) code is the system by which the United States 
government classifies its: goods and services. Knowing the proper code for your product or sel'Vice can 
be userul in collecting and analyzing data available in the United States. 

Data originating from outside the United States ~~ or information available from international 

organizations ~~ !trC organized under the Standard International Trade Classification (SITe) system, 
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which may assign a different code to your product or service. 

Another method of classifYing products for export is the Harmonized System (HS). Knowing the HS 

classificatiDn number, the SIC and the SITC codes for your product is essentlal to obtaining domestic 

and international trade and tariff information. DOC and USDA trade specialists can assist in 

identifYing the codes for your products. The United Stales Bureau of the Census (USBC) can help 

~dentify the HS number for your product 


Finding countries with the largest and fastest growing markets for your product 

At this stage ofyour research, you should consider where your domestic competitors are exporting. 

Trade associatiol~s can often provide data on where companies in a particular industry sector are 

exporting their products. The three largest markets for u.s. products are Canada, Japan and Mexico" 

Yet these countries may not be the largest markets for your product 


Three key United States government databases can identify those countries which represent significant 
export potential for your product: SBNs Automated Trade Locator Assistance System (SBAtlas). 
Foreign Trade Report FT925 and the U.S. Department of Commerce's National Trade Data Bank 
(NTDB). 

SBNs Automated Trade locator Assistance System (SBAtlas) is offered only by the U.S. Small 

Business Administration and provides current market infonnation to SSA clients on world markets 

suitable for their products and services" This valuable research tool sl,lpplies small business exporters 

with infonnation about ",-here their products are being bollghfand'sotd and which countries offer the 

largest markets, The Coumry Reports detail products imported and exported by various foreign 

nations. Data are supplied by the DOC's USSC and member nations of the United Nations, This 

informalion can be obtained through a SCORE counselor at the SBA District and Regional Offices 

and at SBDCs a,d SBls. This service is free to requesting small businesses. Foreign Trade Report 

FT925 gives a monthly country~specific breakdown of impons and exports by SITe number. 

Available by subscription ITom the Government Printing Office, the FT925 can also be obtained 

through DOC lTA offices. 


The National Trade Data Bank (NTDB) contains more than )00,000 U.S. government documents on 
export promotion and international economic information. With the NTDB, you can conduct databank 
searches on country and product information. NTDB can be purchased by subscription and used with 
a CD-ROM reader, or can be used at Federallibranes throughout the United States. DOC ITA offices 
will also conduct specific NTDB searches to meet your foreign market research needs. 

Once you learn which are the largest markets for your products, determine which are the fastest 

growing market:;. Find out what demographic patterns and cultural considerations will affect your 

market penetration. 


Several publications provide geographic and demographic statistical information pertinent to your' 
product: The World Factbook, produced by the CentrallnteUigence Agency; World Population, 
published by DOC', USBe; The World Bank Atlas, available from the World Bank; and the 
International Tmde Statistics Yearbook of the United Nations. Volume Two Oflhis U.N. publication 
(available at many libraries) lists international demand for commodities over a five-year period. 

DETERMINING THE MOST PENETRABLE MARKETS 
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Once you have defined and narrowed a few prospective foreign markets for your product, you will 

need to examine them in detaiL At this stage you should ask the following questions: 


• 	 how does the quality of your product Of service compare with that ofgoods already available in 
YOlU target foreign markets? 

• 	 is your price competitive in the markets you are considering? 

• 	who are your major customers? 

Answering these questions may seem overwhelming at first, but many resources are available to help 
you select which foreign markets are most conducive to selling your product 

The DOC's ITA can link you with specific foreign markets. ITA offices are part of the lJS&FCS and 
communicate directly with FeS officers working in United States Embassies worldwide, res staffand 
in~country markl~t research firms produce in~depth reports on selected products and industries that can 
answer many of your questiuns regarding foreign market penetration. 

One small business exporter who regularly uses foreign market infonnation obtained through the 
DOC's US&FCS is Pabri-Quilt Inc. of North Kansas City, Missouri. 

According to Fabri-Quilt President Lionel Kunst, "When I decide to enter a foreign market, the 
Commerce Department ITA ofllce in Missouri sends information on my cOlnpany to the Foreign 
Commercial Scrv'icc Oflicer in the country where I want to export. They send me back infonnation on 
that particular country and cvcn make appointments for me when I decide to visit the market myself." 
Of the product line Fabri~Qujlt exports, 25 percent o~their sales can be attributed to exporting. 

You can also order a comparison shopping service report through ITA district offices. The repof1 is a 
low-cost way to conduct research without having to leave the United States. 

~BA's and DOC's Export LegaJ Assistance Network (ELAN) provides new exporters with answers to 
their initial legal questions. Local attorneys volunteer, 00 a one-time basis, to counsel small businesses 
to address their export-related legal questions. These attorneys can address questions pertaining to . 
contracl negotiations, licensing. credit collections procedures and documentation. There is no charge 
fOf this one~time service, availab!e through SBA Of DOC district offices. 

Trade Opportunities Program (TOPs) of the DOC can furnish U.S. small businesses with trade leads 
from foreign companies that "\-vant to buy or represent their products or services. These trade leads are 
available in both electronic or printed form from the DOC. Participating companies must pay a modest 
fec to gain access to this service. 

Other important issues about the target f(~rcibrn markets you should explore; are: 

• 	 political ri,sk considerations, 
• 	 the cultural environment, and 
• 	 wbether any product modifications, such as packaging or labelling, will make the product more 

"exportable. " 
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One u.s. poultry producer discovered it had to modify its product to make it more palatable to 
Japanese conSumers: 

Atlanta-based Gold Kist Inc. found that. to be successful in Japan, they needed to cut and package 

their chicken pm1s to meet Japanese consumer preferences. That change required substantial 

modification in Gold Kist's operations. The alteration paid off: Gold Kist's Don Sands reports, "In 

1988, we shipped 5.3 million pounds ofpoultry to Japan, 9 million in 1989 and 12 million in 1990." 


Identit)ring market-specific issues is easily accomplished by contacting foreign government 

representatives in the United States. Commercial posts of foreign governments located within 

embassies and consulates can assist you in obtaining sp~cific market and product information. 


American Chambers of Commerce (AmChams) abroad can also be an invaluable resource. As affiliates 
of the United States Chamber of Commerce, 61 ArnChams, located in 55 countries, collect and 
disseminSitc extensive information on foreign markets. While membership fees are usuaHy required, the 
small investment can be worth it for the infonnation received. . 

Another fundamental question to ask country~specific experts is what market bamers, such as tariffs 
or import restrictions (sometimes referred to as flon-tariffbarriers), exist for your product? Specialists 
at U.S. Trade Representative (USTR) should be consulted Dn trade barriers. 

Tariffs fire taxes imposed on imported goods. In many cases, tariffs raise the price ofimported goods 
to the level of domestic goods. Onen tariffs become barriers to imported products because the amount 
of tax imposed makes it impossible for exporters to profitably sell their products in foreign markets" 

Non-tariffbarriers are laws or regulations that a country enacts to protect domestic industries against 
foreign competition. Such non-tariff barriers may include subsidies for domestic goods, import quotas 
or regulations all import quality. 

To determine the rate of duty, you \\!i1l need to identify the Harmonized Tariff section which 

corresponds to the product you wish to export. Each countl)' has its own schedule of duty rates 

corresponding to the section of the Harmonized System ofTariff Nomenclature, [-XXII. 


O~;F1NI:>IG WllIeH MARKETS TO PURSUE 

Once you know the hugest, fastest growing and most penetrable markets for your product or service, 
you must tlien define your export strategy", 

Do not choose tno many rnarket5L For most small businesses, three foreign markets will be more than 
enough, initially, You may want to test one market and then move on to secondary markets as your 
"exportise" develops. j70 cusing on regional, geographic clusters of countries can also be more cost 
effective than chDosing markets scattered around the globe. 

After you have identified the best export markets, your next step wiU be to determine the best way to 
distribute your product abroad. Chapter 3, IIMarket Entry," discusses distribution methods, 

Chapter 3 
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Foreign Market Entry 

Having detennined the best internationaJ markets for your products, you now need to evaluate the 
most profitable way to get your products to potential customers in these markets, 

There are several methods offoreign market entry including exporting, licensing, joint venture and off~ 
shore production, The method you choose will depend on a variety of factors including the nature of 
your particular product or service and the conditions for market penetration which exist in the foreign 
target market 

Exporting can b(! accomplished by selling your product or service directly to a foreign firm, or 

'indirectly, through the use of an export intermediary, such as a commissioned agent, an export 

management or trading company. . 


International joint ventures can be a very effective means of market entry_Joint ventures overseas are 
often accomplished by licensing or off-shore productioR Licensing involves a contractual agreement 
whereby you assign the rights to distribute or manufacture your product or service to a foreign 
company. Off-shore production requires either setting up your own facility or sub-contracting the 
manufacturing ofyour product to an assembly operator. 

Licensing and off-shore production are discussed in Chapter 7, "Strategic Alliances and Foreign 
Inve.<;tment Opportunities. II 

EXPORTING 

Of the vwious methods of foreign market entry, exporting is most comm0l11y used by small businesses.. 
Start-up costs and risks are limited. and profits can be realized early on. 

There are two basic ways to export: direct or indirect. The direct method requires your company to 
find a foreign buyer and then make all arrangements for shipping your products overseas. If this 
method seems beyond the scope ofyot1r business! in-house capabililies at this time, do not abandon the 
idea of exporting. Consider using an export intermediary: 

American Cedar, Inc., a Hot Springs, Arkansas, producer of cedar products repons that 30 percellt of 
its product sales now comes from exporting: "We displayed our products at a trade show, and an 
export management·company found us. They helped alleviate the hassles ofexporting directly. Our 
products are now being distribMted throughout the European Community from a distribution point in 
France, II says American Cedar President Julian McKinney. 

INDIRECT EXPORTING 

Many small businesses like American Cedar have been exporting indirectly by using an export 
intermediary. There are several kinds of export intermediaries YOll should consider. 

Commissioned agents 

Commissioned agents act as "brokers," linking your product or service with a specific foreign buyer. 
Generally, the agent or broker will not fulfill the orders. but rather will pass them to you for your 
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acceptance. However, they may assist, in some cases, with export logistics such as packing. shipping 
and export documentation. 

Elport Management Companies (EMe,) 

EMCs act as your "off-site" export department, representing your product -~ along with the products 
of other companies -- to prospective overseas purchasers. The management company looks for 
business on behalf of your company and takes care ofall aspects of the export transaction. Hiring an 
EMC [s often a viable option for smaller companies that lack the time and expertise to break into 
international markets on their own. EMCs will often use the letterhead of your company, negotiate 
export contracts and then provide atler-sales support E!vtCs may assist in arranging export financing 
for the exporters but they do not generally assure payment to the manufacturers. Some of the specific 
functions an EMC will perform include: 

• 	 conducting market research to determine the best foreign markets for your products; 
• 	 attending trade shows and promoting your productsoverseas. 
• 	 assessing proper distribution channels; 
• 	 locating foreign representatives and/or distributors; 
• 	 arranging export financing; 
• 	 handling export logistics, such as preparing invoices,arranging insurancc) customs 


documentation, etc.; and 

• 	 advising on the legal aspects of exporting and other compliancc matters dealing with domestic 

and foreign trade regulations. 

EMCs usually operate on a commission basis, although some work on a retainer basis and some take 
title to the goods they seU, making a profit on the markup_ It is becoming increasingly common for 
EMes to take tide to goods. 

EX1)ort Trnding Companies (ETes) 

ETCs pc-rfoon many of the functions ofEMes. However, they tend to be demand-driven and 
transaction..:oriented, acting as an agent between the buyer and seller. Most trading companies source 
U,S. products fer their overseas buyers. Ifyou offer a product that is competitive and popular with the 
ETC buyers, YOli are likely to get repeat business. Most ETCs will take title to your goods for export 
and will pay your company directly_ This arrangement practically eliminates the risks associated with 
exporting for the manufacturer. 

ETC CO!lPcratives 

ETC cooperatlvcs are United States government~sanctioned co-ops of companies with similar 
products who seek to export and gain greater foreign market share. Many agricultural concerns have 
benefited from ETC cooperative exporting, and many associations have sponsored ETC cooperatives 
for their member companies. The National :\1achine Tool Builders' Association, the Outdoor Power 
Equipment Institute and the National Association of Energy Service Companies are a few examples of 
associations with ETC co--{)ps, Check with your particular trade association for further information. 

The Export Trading Company Act of 1982 

This legislation encourages the use and fonnation ofEMCslETCs by changing the antitrust and 
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banking environments under which these companies operate" The Act increases access to export 

financing by pennitting bank holding companies to invest in Ercs and reduces restrictions on trade 

finance provided by financial institutions. Under the Act. banks are allowed to make equity 

investments in qualified ETCs. 


Foreign Tl*ading Companies 

Some of the world's largest trading companies are located outside the United States. They can often 
be a source ofexpon opportunity. U.S. & Foreign Commercial Service (US&FCS) representatives in 
embassie.s around the world can tell you more about trading companies located in a given foreign 
market. 

E:xporting through nn Intermediary -- Factors to Consider 

Working with an EMCIETC makes sense for many small businesses. The right relationship, if 

structured properly. can bring enormous benefits to the manufacturer, but no business relationship is 

without its potenlial drawbacks" The manufacturer should carefully weigh the pros and cons before 

entering into a contract with an EMClETC. Some advantages include: 


• 	 Your produ;;t gains exposure in international markets ~~with little or no commitment of staff and 
resources from your company, 

• 	 The EMC/ETC's years of experience and wellNestablishednetwork of contacts may help you to 
gain faster access to international markets than you couId through establishing a relationship 
",:1th a foreign-based partner. 

• 	 Using an intermediary lowers or eliminates your exportstart-up costs, and, therefore, the risks 
associated with exporting, You can negotiate your contract with an EMC so that you pay 
nothing until the first order is received. 

• 	 Your intermediary will guide you through the exportprocess step~by~stcp. Over time, you WLU 
develop your own export skills. 

Some disadvantages of exporting through an intermediary indude: 

• 	 You lose some control over the way in which your product is marketed and serviced. Your 
company's image and name are at stake. You will want to incorpor~te any concerns you may 
have into your contract, and you will want to monitor closely the activities and progress of your 
intermediary, 

• 	 You may lose part ofyour export-sales profit margin bydiscollnting YOllr price to an 
intennediary. However, you may find that the economies of scale realized through increased 
production offset this loss. 

• 	 Using an intermediary can result in a higher pricebeing passed 0 to the overseas buyer or end~ 
user. This mayor may not affect ynour competitive position in the market The issue of pricing 
should be addressed at the outset. 

Export Merchan~s!Export Agen1s 
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Export merchanls and agents will purcha'le and then re·package products for export, assuming all risks 
and selling to thdr own customers" This export intermediary option should be considered carefully, as 
your company could run the risk oflosing control over your product's pricing and marketing in 
overseas·market3. 

()iggyback Exporling 

Allowing another company, which already has an exp01t distribution system in place, to sell your 
company's product in addition to its own is c.alled "piggyback" exporting. . 

Piggyback expOIting has several advantages. This arrangement can help you gain immediate foreign 
market access. Also, all the requisite logistics associated with selling abroad are borne by the 
exporting company. Oklahoma~based DP Manufacturing's winches were attached to another product 
and sold abroad by another company. DP Manufacturing now handles its own exports and reports that 
15 percent of its sales comes from international markets" 

How to Find Export Intermediaries 

Small businesses often repOit that intermediaries find them - at trade fairs and through trade journals 
where their products have been advertised - so it can often pay to get the word out that you are 
interested in exporting. 

One way to begin your search for a U.S -based export intermediary is in the Yellow Pages of your 

local phone directory. In just a few initial phone calls, you should be able to determine whether 

indirect exporting is an option you want to pursue further. 


The National Association of Export Companies (NEXCO) and the National Federation of Export 
Associations {NFEA) -are tWO associations that can assist in your efforts to fir)d export intermediaries. 
The Directory of Leading Export Management Companies is another useful source (see Part B. The 
ExporterOs Directory). 

DOC's Office of Export Trading Company Aff.irs (OETeA) can also assist in providing infonmition 
on how to locate ETCs and EMCs. as well as ETC cooperatives in the U,S. The office, under a joint 
public/private partnership, compiles the Export. Yellow Pages, which provides the names and 
addresses ofEMCslETCs, as well as other export service companies, such as banks and freight 

. forv.'arders. Manufacturers, or producers, can also be listed in the guide free ofcharge; 50,000 copies 
are distributed worldwide annuaUy. Contact your local u.s. Department ofCommerce district office 
for information on being listed or for a free copy of the directory. 

Locating tbe best. export intermediary to represent you overseas is important. Do your homework 
before signing an agreement. 

DIRECT EXPORTING 

While indirect exporting offers many advantages, direct exporting also has its rewards: although initial 
outlays and the associated risks are greater, so too can be the profits. 

California exporter Bayley Suit, Inc. reports that 80 percent of its sales come from exporting. The 
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company president says that "40 percent of sales come from the Pacific Rim and 40 percent from the 

UK and Europe. In just a few years, exports have pushed our gross sales from $1 million to S4 

million." 


Direct exporting signals a commitment on the part ofcompany management to fully engage in 
international trade. It may require that you dedicate a staff person or even several personnel to support 
your export efforts) and company management may have to travel abroad frequently, 

Selling directly to an international buyer means that you will have to handle the logistics of moving the 
goods overseas. But, as the case of Ekegard, Inc. reveals, the extra efforts can payoff: 

Using agents based in Pakistan and Thailand. lowa~based Ekegard. Inc. states that 80 percent of its' 

sales nOw come from exporting ~~ quite an achievement in just three years, According to Ekcgard, 

President Janne Ekslam, "Exporting helps to offset fluctuations in the United States economy." 


Differelit Appl'oliches to Direct Exporting 

Sales Representatives/Agents 

Like manuracturers' representatives in the United States, foreign-based representatives or "agentsH 

work on a commission basts to locate buyers for your product. Your representative most likely wilt 
handle several complementary. but non-competing product lines. An agent is, generally. it 

representative with authority to make commitments on behalfofyour finn. Be careful, therefore, 
about using the terms interchangeably. Your agreement should specifY whether the agent/rep. has legal 
authority to obligate the firm. 

Distributors 

Foreign distributors, in comparison, purchase merchandise from the U,S. company and rc~scll it at' a 

profit. They maintain an inventory of your product. which allows the buyer to receive the goods 

quickly. Distributors often provide after-sales service to the buyer. 


Your agreement with any overseas business partner ~~ whether a representative, agent or distributor-~ 
should address whether the arrangeinent is exclusive or non-exclusive, the territory to be covered. the 
length of the association, and other issues. (See Chapter Four, The Export Transaction, for additional 
information on negotiating agent/distributor agreements.) Kansas-based AifJlarts Companies has been 
extremely successful using overseas distributors: 

"We employ 1,200 distributors worldwide," says Marta E. Maxwel1. president ofAirparts Companies, 
Inc. of Wichita, Kansas. With over $13 million in sales and 38 employees, Maxwell attributes 70 
percent of her sales to cxpclI1ing. 

Finding overseas buyers for your products need not be more difficult than locatiag a representative 
here in the United States, 1t may require, however, an investment of time and resources to travel to 
your target market to meet face-.to~facc with prospective partners. One way to identity those 
interested tn yoU( product is to tap the DOCs Agent/Distrihutof Service. This program provides a 
customized search to identify agents, distributors and representatives for United States products based 
on the foreign companies' examination of the United States product literature. 
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"The Commerce Department AgentlDistributof Search located a distributor for us in India. and we've 
had a good wor!<ing relationship fot three years," says Shirley Wright, a representative oftlle 
Wisconsl.n bioteclmology firm Promega. Promega derives more than 30 percent of its sales from 
exporting.] 

Other sources of leads to find foreign agents and distributors are trade associations, foreign chambers 
of commerce in the United States and American chambers of commerce located in foreign countries. 

Many publications can be useful. The Standard Handbook ofIndustrial DiSlributors lists agents: and 
distributors in more than 90 countries. The Manufacturers' Agents National Association also has a 
roster of agents in Europe (see Part H, The Exporter's Directory). 

Foreign government buying agents 

Foreign government agencies or quasi-governmental agencies are often responsible for procurement. 
Tn some instances, countries require an in~country agent to access these procurement opportunities. 
This can often represent significant export potential for U,S, companies, particularly in markets where 
U.S. technology and know-how are valued. Foreign country commercial attaches in the United States 
can provide yotl with the appropriate in.country procurement office. Retail Sales 

lfyoll produce consumer goods, you may be able to'sell directly to a foreign retailer. You can either 
hire a sales representative to travel to your target market with your product literature and samples and 
cali -on retailers, or you can introduce your products to retailers through direct~mail campaigns. The 
dircct~mafkc1ing approach will save commission fees and travel expenses. You may want to combine 
trips to your target inarkeLs with exploratory visits to retailers, Such face-to-face meetings will 
reinforce your direct marketing, 

l)irect Sales to End-User 

Your product line will determine whether direct sales to the end~user are Ii viable option for your 
company. A manufacturer of medical equipment, for example, may be able to sell direclly to hospitals. 
Other major end~tlsers include foreign governments, schools j businesses and individual consumers. 

now TO FIND BUYERS 

Advertise in Tnde Jouronls 

Many small businesses report that foreign buyers often find them. An ad placed in a trade journal or a 
listing in the DOC's Commercial News USA can often yield innumerable inquiries from abroad, 
Commercial News USA is a catalog~magazjne featuring U.S. products and distributed to J25,000 
business readers in over 140 countries around the world and to over 650,000 Economic Bulletin 
Board users in 18 countries. Fees vary with the size of the listIng. Many U.S. companies have had 
enormous success in locating buyers through this vehicle: 

"When overseas buyers contacted us we were thrilled, II says Maryland's Marine Enterprises Vice 
President Brenda Dandy, discussing the results ofa listing her company bought in Commercial News 
USA, Exports now represent 20 percent of Marine Enterprises' sales. 
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Participate jn Catalog nnd Video/Catalog Exhibitions 

Catalog and Video/Catalog exhibitions are another low-cost means ofadvertising your product 

abroad. Your products are introduced to potential partners at major international trade shows -- and 

you never have to leave the United States. For a small fee, the US&FCS officers in embassies show 

your catalogs or videos (0 interested agents, distributors and other potential buyers. 


A number of private soctor publications also offer U.S. companies the opportunity to display their 

products in catalogs sent abroad. A few include 10hnston lntemational's Export Magazine. The 

Journal of Commerce and the Thomas Publishing Company's American Literature Review. 


Pursue Trade Leads 

Rather than wait for potential foreign customers to contact you, another option is to search out 
foreign companies looking for the particular product you produce. Trade leads from international' 
companies ,eeking to buy or represent U,S, products are gathered by US&FCS officers worldwide 
and are distributed through the DOC's Economic Bulletin Board, There is a nominal annual fee and a 
connect-time charge. The leads also are published daily in The Journal ofCommerce under the 
headlng, "Trade Opportunities Program" and in other commercial news- outlets, 

Another source ofuade leads is the \Vorld Trade Centers (\vTC) Network. where you can advertise 
your product or 3crvice on an electronic bulletin board transmitted globally" 

If your product is agricultural, the L'.S. Department of Agriculture (USDA) Foreign Agricultural 
Service (FAS) disseminates 1rade leads collected by their 80 overseas oUices. These leads may be 
accessed through the AgExport FAX polling system, the AgExport Trade Leads Bul1etin. The Journal 
ofCommerce or on several electronic bulletin boards. 

Exhibit at Trade Shows 

Trade shows ats(1 are another means ofloca.ting foreign buyers. DOC's Foreign Buyer Program 
certifies a certain number ofU,S, trade shows each year. Foreign buyers are actively recruited by DOC 
commercial officers, and special services ~~ such as meeting areas and translators ~~ nre provided to 
encourage and faciJitate private business discussions. 

International trade shows are another excellent way to market your product abroad. Many U.S. small 
businesses lind that going to a foreign trade show once just is not enough: 

"You have to hang in there. It said AUen-Edmonds Shoe Corporation President John Stol1enwerk "In 
the beginning, in many countries where we displayed our products at foreign trade shows, we saw no 
results. But gradually people began to take our product, American made shoes, seriously. We market 
our shoes as . the ......,orld's finest.' That's one way American companies can compete." Twelve percent 

. of Wisconsin-based Allen-Edmonds sales are derived from exporting. 

Through a certifIcation program DOC also supports about 80 international fairs and exhibitions beld in 
markets worldwide" U.S" exhibitors receive pre.- and post-event assistance_ The USDA FAS sponSors 
about 15 major shows overseas each year. 
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Participate in Trade Missions 

Participating in overseas trade missions is yet another way to meet foreign ,buyers. Public/private trade 
missions·are often organized cooperatively by federal and state international trade agencies and trade 
associations. Arrangements are handled for you so that the pro~ess of meeting prospective partners or 
buyers is simplified. 

Matchmaker Trade Delegations are DOC-sponsored trade missions to select foreign markets. Your 

company is matched carefully with potential agents and distributors interested in your product. 

Tennessee-based Shaffield Industries, a futon manufacturer, reaped excellent returns as a result ofa 

1991 Matchmak,~r trade mission to Asia: 


"I was especially surprised at the high-level of appointments scheduled for us during the Matchmaker 
trade mission. Each was a true prospect," stated David Goff, comptroller for Shaffield Industries. As a 
result of the mission, his company negotiated the sale of three containers of his product to South 
Korea and two containers to Taipei. 

Being properly prepared for the kinds of inquiries you might encounter on overseas trade missions is 

important. The SBA olTers pre-mission training sessions through its district offices and the SCORE 

program. Contact YO,ur local SBA office for a schedule of upcoming "How to Participate Profitably in 

Trade Missions" seminars. 


Contact.MuUiI:ltcral Development Bnnks 

In developing countries, large infrastructure projects are often funded by multilateral development 
banks such as the World Bank, the African, Asian, Inter-American Development Banks and the 
European Bank for Reconstruction and Development.Multilateral development bank (MDB) projects 
often represent extensive opportunities for U.S. small businesses to compete for project work. DOC 
estimates that MDB projects could amount to at least $15 billion dollars in export contracts for United 
States businesses. 

One U.S. small business that successfully entered the international marketplace by bidding on a World 
Bank project is [lSI of Poestenkill, New York: 

"As a result of World Bank loans to the People's Republic of China, DSf received over $1 million 

dollars in contracts for laboratory equipment," reports DSI President Dave Ferguson. Exports now 

account for 60-70 percent of DSI's business. 


Development bank projects can be an excellent way to start exporting. Many U.S. small business 

exporters have b'mefited from large MOB projects through subcontracting awards from larger 

corporations. 


A list ofMOBs i~ included in Part II, The Exporterts Directory. From their Washington, D.C. 
headquarters, many MOBs hold monthly seminars to acquaint businesses with the MDB procurement 
process. Additionally, the DOC's Office of Major Projects can be of assistance in identifying 
contracting and subcontracting opportunities. 

QUALIFYING POTENTIAL BUYERS OR REPRESENTATIVES 
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Once you locate a potential foreign buyer or representative~ the next step is to qualify them by 

reputation and financial position. First, obtain as much information as possible from the company 

itself. Here are a few sample questions you will want to ask: 


• 	 What is the company's history and what are the qualifications and backgrounds of the principal 
officers? 

• 	 Does the company have adequate trained personnel, facilities, resources to devote to your 
business? 

• 	What is their current sales volume? 
• 	What is the size of their inventory? 
• 	 How will they market your product (retail, wholesale or direct)? 
• 	Which territories or areas of the country do they cover? 
• 	 Do they have other U.S. or foreign clients? Arc any of these clients your competitors? It is 

important to obtain references from several current clients. 
• 	 What types of customers do they serve? 
• 	Do you publish a catalogue? 
• 	 What is their sales force? 

When you have this backgroUl\d information and are comfortable about proceeding, then obtain a 
credit report about their financial position. DOC's World Trade Data Reports (WTDRs), available 
from your local District ITA Office, are compiled by US&FCS officers, A WTDR can usually provide 
an in-depth profile of the prospective company you are investigating. 

There arc also several commercial services for qualifying potential partners, such as Dun & 
Bradstreet's Business Identification Service and Graydon reports. U"S. banks and their correspondent 
banks or branches overseas, and foreign banks located in the United States can provide specific 
financial information. 

In tbis chapter we bave discussed methods of market entry, how to find potential foreign buyers and 
representatives and how to qualifY whom you will be doing business with ovcrseas~ Advance market 
research and preparation is the best way for a small business to define a potential expOit market The 
next question that needs to be explored involves how to 3{;complish the bu~iness of exporting -~ that 
is, how the deal ~hould be structured, the topic of Chapter 4, "The Export Transaction." 

Chapter 4 

The Export Tnnsaction Pricing 

Pricing products to be competitive in international markets can be a challenge; pricing that works in 
one market may be totally uncompetitive in anotheL Although there is no one formula for establis~ing 
prices for exported products, there are a number of strategic and technical considerations that you can 
make in order to determine an appropriate pricing structure. 

A pricing strategy is a key component ofyour export marketing plan. The selected pricing structure 
should be an integral part of your market penetration objectives, Your goals will vary depending Qn 
the target overseas market. Are you entering the market with a new ~r unique product? Are you 
selling excess or obsolete products? Can your product demand a higher price because of brand 
recognition or superior quality? Maybe you are willing to reduce profits to gain market share for long-
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.term growth. Your pricing decisions will be affected by your company's goals. 

It is important to obtain as much infonnation as possible on local market prices as part of your market 
research. Pricing information can be collected in several ways. One source is overseas distributors and 
agents of similar products of equivalent quality. When feasible, traveling to the country where your 
products will be sold provides an excellent opportunity to gather pricing information. U.S. Department 
of Commerce (DOC) can also assist in determining appropriate prices through its Customized Sales 
Survey. 

Joseph S. Brown III, President of Bntce Foods Corp., obtained pricing information for food products 
sold in overseas markets using the Commerce Department's Customized Sales Survey. Although 
exporting since 1946, Brown is constantly on the look-out for new markets for his products: "We now 
export to 75 countries," the Louisiana business owner says. 

To compile the Customized Sales Survey, DOC's US&FCS research specialists in the target country 

interview importers, distributors, retailers, wholesalers, end-users and local producers of comparable 

products. They also inspect similar products on the market. Your customized report, available for a 

fee, is usually completed within 45 days. 


Marketing YoUl· Product 

To successfully market a product in a domestic market, the manufacturer must take into consideration 
consumer preference, industry standards, correct labelling and other consuI1).cr-driven considerations. 

When entering a foreign market, the manufacturer should consider the tastes and preferences in each 
market as part of marketing strategy. Frequently, only a small change may be required to successfully 
market the product. The color of the product, the design of the package, the size of the product all 
may need adjustment. 

Consideration should be given to the product name (it may inadvertently have a negative connotation 
in the local language), cultural andlor religious connotations, appearance of container, compliance to 
standards (different electrical power, metric dimensions and local product regulations). 

Another consideration when planning market strategy is understanding ISO 9000. The International 
Organization of Standardization (ISO) was founded in 1946 by 25 national standardization 
organizations including the American National Standards Institute (ANSI). Ninety countries now hold 
membership in ISO. 

In 1987, the ISO issued ISO 9000, a series of five documents (I SO 9000, 900 I, 9002, 9003 and 9004) 
that provide guidance on the selection and implementation of an appropriate quality management 
program (system) for a supplier's operations. The purpose of the ISO 9000 series is to document, 
implement and demonstrate the quality assurance systems used by companies that supply goods and 
services internationally. ISO standards are required to be reviewed every five years. Revised versions 
are expected to b,~ published in early 1994. Information on the status of these revisions can be 

. obtained from: 

The American Society for Quality Control (ASQC) 

611 East Wisconsin Avenue 

Milwaukee, WI 53202 
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Phone: 4141272·3575 or 8001248-1946 

FAX: 414/272-1734 


There are three ways for a manufacturer to prove compliance with the requirements of one of the ISO 
9000 standards, Manufacturers may evaluate their qua1ity system and self-declare the conformance of 
the system to onc of the ISO 9000 quality systems. Second~party evaluations occur when the buyer 
requires and conducts quality system evaluations of suppliers. These evaluations are mandatory only 
for companies wishing to become suppliers to that buyer. Third~party quality systems and evaluations 
and registrations may be voluntary or mandatory and are conducted by persons or organizations 
independent ofboth the supplier and the buyer. Interpreta,ions of an ISO 9000 standard may not be 
consistent from one registrar to another. 

The supplicr's qllality system is registered, not an individual product. Consequently) quality system 
. registration does not imply product conformity to any given set of requirements. The demand for ISO 

9000 registration in Europe and elsewhere seems. to be coming primarily from the marketplace as a 
. contractual rather than a regulatory requirement. As conformity to the ISO 9000 standards becomes 

recognized and required by foreign and domestic buyers and used by manufacturers as a competitive 

marketlng toot. the demand for ISO 9000 compliance is expected to increase in non-regulated areas. It 

is therefore critical for manufacturers to determine what are their buyers! requirements regarding ISO 

9000 compliance. Additional information on U.S., foreign and international voluntary standards, 

government regulations and rules of certification for nonagriculturai products is available from: 


National Center lor Standards and Certification Infonnation(NCSCl) 

National Institute of Standards and Technology (NIST) 

TRF Building, Room AI63 

Gaithersburg, MD 20899 

Phone: 3011975-4040 

FA.X: 3011926-1559 ' 


For information on the Be 1992 Single Markel program, copies of Single Market regulations, 
backgrol;lnd information on the He or assistance regarding specific Ee trade opportunities or potential 
problems, contact: 

\~' 

The Office of EC Affairs 

International Trade Administratiol\ Room 3036 

14th and Constitution Avenue, N.W. 

Washington, D,C 20230 

Phone: 2021482-5823 

FAX: 202/482-2155 

Methods of International Pricing 

The cost-plus method ofintcrnational pricing is based on your domestic price plus exporting costs 
(documentation expenses, freight charges, customs duties and international sales and promotional' 
costs). Any costs not applicable, such as domestic marketing costs, are subtracted, The cost-plus 
method allows you to maintain your domestic profit margin percentage, and thus to set a suitable 
price. This method does not, however, take into account local market conditions. Your price may be 
too high to compete in a foreign market 
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Different marketing costs andlor mooifications to the product could change the cost basis 

dramaticaUy, making the product either more or less costly for export. As a result, using the 

"marginal-cost" method provides a more realistic means of determining true cost of producing your 

product for export. .;' 


To use the marginal·cost method. first determine the fixed costs of producing an additional unit for 
export. Fixed costs include production cost, overhead. adrninlstration and research and devefopment. 
A cost saving may be realized ifadditional units of the product can be produced without increasing the 
fixed costs. There may also be instances where certain fixed costs are covered by domestic production 
and do not need to be added to export·expenses. 

Product modification expenses, dictated by the target market, are then added to the production costs 
to establish a "floor price. If The floor price serves as a threshold for the firm to know when it would 
incur a loss. Using the floor price as a base, variable export costs for the product can be added. Some 
of the variable costs will be one-time or start~up expenses that should be discounted appropriately. 
Variable expenses include: 

Packaging 

Local regulations- and customs may require special labelling, translated instnlctions or different 

packaging to app::al to local tastes. The selected mode of distribution may also require a particular 

kind of packagin,g. 


Foreign ;Marke. Research 

There may be fCt$ for specialized services and publicalions used to gather market information. 

Advertising and Mar~eting 

Firms selling directly into new markets will.most likely be responsible tor the entire promotional effort. 
The ftrm can incur high initial outlays to establish product recognition in the new market. If an "gcnt, 
distributor or tmding company is employed, they Cilfi handle advertising and marketing as part of their 
contract. 

Translation, Consulting and Legal Fees 

Product instructions, sales agreements and other documentation typically will need to be translated 
into the local language. Expert translation of product labeling and instructions will enhance local 
marketing. Although many sales agreements are standard, it is a.dvisable to have legal counsel review 
binding documents. 

Foreign AgentfHistributor Product Information Rnd Training 

" 

Agents and distributors may require special training in order to effectively market and service your 
products, This is true even if the agent sells products- similar to your firm's products. Training will not 
only enable the agent to better represent your company's interests but gain a better understanding of 
your pal'licular product. 
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After-Sales Sen:i •• Costs 

Product warranties and service contracts will enhance your product's image as a quality itetR An 

appropriale after sales service guarantee can support your sales efforts in the new market. Do not, 

however, promise service or warranties based on us" standards that you cannot deliver. 


After taking these expenses into account, insurance, freight, duties and a profit margin can be added to 
arrive at a customer price. Depending on the market, currency fluctuations can affect significantly your 
locally based profit margin and the final price offered to the customer. Por new-to-export companies, 
price products in U,S, dollars and request payment in dollars. This is not an unusual request 

Jligb-Prite Option 

This approach may be appropriate if your company is selling a new product or ifyou are trying to 
position your product or service at the upper~end ofthe market Selecting this option may attract 
competition and limit the market for your product while. at the same time, produce big profit margins. 

:\'loderatc-Price OpHon 

This. is a lower risk approach as contrasted to the hlgh~ or low~price option. Here you should be able 
to match competitors, budd a market position and produce reasonable profit margins. 

This approach may be relevant if you are trying to reduce inventory and do not have a long term 
commitment to the market You witI, no doubt, impede competition but also produce low profit 
m~gins, 

There may be no single strategy that is ideal for every company. Often companies draw upon a mix of 
options for each market or product. 

Setting Terms of Sale 

The prO-forma invoice is the most commonly used document to give price quotations to potential 
customers. TIle quotation in a pro~forma invoice is usually considered binding, although prices may 
change prior to final sale. To prepare the invoice, you should give a detailed description of the 
product. an itemized llst of charges and sale terms, Prices should be quoted in United States dollars to 
reduce foreign exchange risks. The invoice should also indicate the period during which the price 
quotation is valid. 

You should be familiar with the cammon terms of sale used in international trade before preparing 
your pro.forma invoice. International Commercial Terms (INCOTERMS) are the universaliy 
recognized terms used in export and import contracts, These terms refer to the rights and obligations 
of each party: who pays what costs; when title to goods is transferred; and where the goods should be 
delivered. A complete list of INCOTERMS published in the book Incoterms 1990 can be obtained 
from the International Chamber ofCommerce and should be a permanent part of your business library 
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(see Part II, The Exporters Directory). 

PRO-FORMA lNVOICE' 

SHIPPER: Reference No. RB20693 
Sw~th and Jones Co. Date: ·Ju1y 18, 1993 
5555 Railroad Ave. 
New York, N.Y, 10001 Customer P,O. No. 
212-555,-1234 

T~rms of Payment: 
Estimated Date at: Shipment 

SOLD TO: SHIP 'l."O: 

Grupo Estevez .. S.A, de C.V, Juarez Industriale 
Tamales No, 1 Piso 2 454 Blvd, Cortez 
12345 Cd. PolancQ Mexico 11115 Mexico D.F. Mexico 

VIA: Aero Cort{:z 

ITEM QUANTITY DESCRIPTION UNIT PRICE TOTAL PRICE 

100 Computer. us $SC,OO us $:',coo.co 
motherboards 

FOB factory 5,QOO.OO 
Inland 

Freight 
For.warder. 

fees 100.00 
Air freight 1,200.00 

Five is) 
sealed cartons Insurance 20.00 
Gross weight: 

10 tbe:, C.!,F. Mexico 6,320.00 

Authoriz.ed signature/Title 

The above offering is based on current prices and is valid 60 days from invoice date" 

*NOTE: This pro-forma invoice is only 3 sample. It is advisable to contact a freight forwarder in 
advance of shipping. 

N EGOTIATIN{; SALES ANI) DISTRIBUTOR AGREEM ENTS 

Sales Contracts 

Knowing how to include INCOTERMS in a contract is important. but this represents only one aspect 
of the sales agreement. Legal rights and obligations ofthe parties should be spelled out in a single 
document. which can be incorporated into the final invoice. Frequently, the tenns and conditions are 
contained Qn the back of the invoice. 

Some of.the terms and conditions necessary in a written sales agreement include: 

Delivery Terms .- Risk of Loss 
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A force majeure clause is standard in most agreements. This clause excuses the exporter from 

responsibitily where a default in pcrfonnance is caused by events beyond the exporter's control, such 

as war, acts ofGod or labor problems. 


Payment and Finance Terms 

In addition to defining the terms ofpayment, provisions should be included for late payments, partial 

payments and remedies for non-payment The {enns of payment should consider the usc of letters of 

credit 


\Varrantics 

Sales contracts generally describe the goods and their qualities, \vorkmansbip and durability. In some 

cases. the exporter is obligated by tbe law in the country of import The importer win require the 

exporter to warmnt that the goods meet certain standards of construction and performance. 


Acceptance of Goods 

Frequently, the importer will insist upon the right to inspect the goods upon delivery; if found 

defective, the importer can reject them and refuse to pay. However, the importer is still liable for 

country-of-importation duties and other taxes. The export documents should reflect any sllch 

requirements. 


Intellectual Property Rights 

,Protection of the exporter's patents, trademarks or copyrights should be assured in the agreement. 

However, protection under the laws of the foreign country are not automatic, and you should nOt 

assume that your product is protected, 


Taxes 

The obHgations of the parties for payment of taxes other than customs duties should be defined in 
writing. 

Dispute. settlem~nt 

It is advisable to specify how and where any disputes wilt be resolved, as well as which nation's law 

would be applied, Bear in mind that different countries have varying arbitration laws and systems 

which may apply" 


AGENT AND DISTRIBUTOR AGREEMENTS 

If you choose to use an agent or distributor, it will be necessary to develop a formal contractual 
agreement Agent and distributor agreements spell out in more detail the issues mentioned above and 
define other aspects of the relationship betweeo the parties to the agroomenL 

In the contract it is imponant to: 
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• 	specify the goods and/or services covered; 
• 	 describe the agent or distributor's sales territory. and whether they wilt have exclusive or non­

exclusive sales rights; 
• 	 set the length of the term for which the agreement is applicable and agree upon specified 

minimum sales volumes and objectives; 

• outline protection ofintellectual property; 

• 	 describe olner types of obligations imposed on the parties, violations of which would justify 

termination of the contract; and 
• 	 list specific intellectual property rights granted to the agent or distributor. 

When negotiating and drafting contractual agreements, it is: recommended that you consult an attorney 
with experience in international trade and exporting. Your company's business lawyer may be able to 
handle your questions or refer you to an "export-orientedll attorney. Your local bar association may 
provide referral services, as welL 

Under agrecmcnl with the Federal Bar Association and DOC, SBA sponsors the Export Legal 

Assistance Network (ELAN} ELAN is a network of attorneys located throughout the United States 

who specialize in international tradc:t Your local SBA office can assist in locating an ELAN attorney 

who will provide a free, initial legal consultation to discuss your export-related questions. 


As an initial introduction, however, you may want to review the tnfonnation contained in International 
Business Practic(:s, which covers the legal aspects of doing business in over 100 countries. Copies are 
available from US&FCS oftices Of from the Government Printing Office, 

Terms for financing export sales should be discussed during contract negotiations, While the U.S. 
seller will want to be paid as soon as possible. the foreign buyer will want to delay payment as long as 
possible, ·preferably until after the goods are resold. These two conflicting objectives will factor into 
any negotiations on export financing. 

In addition to reaching a compromise on tbe method of payment. the U.S. exporter mllst also be able 
to offer the foreign buyer favorable financing teffilS ~~ otherwise the sale could be lost to a foreign 
competitor with ~m equivalent product but better payment terms. 

The final step in completing the export transaction is arranging for payment, the subject of Chapter 5, 
"Export Financing." 

Chapter 5 

Export Financing 

FINANCING EXPORr SALES 

Fe\v would disagree that small businesses must look overseas. for profit opportunities in the 1990s. 
However, to compete successfully, small firms must offer financing arrangements that are competitive 
witb exporters ofother nations. This chapter will discuss three major influences on an exporter's ability 
to arrange compelitive financing: 

., 	 today's banking environment 
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• how to approach a lender 
• methods ofpayment 

UNDERSTANDING THE BANKING ENVIRONMENT 

In the United States, most small finns turn first to their local banks for export finance assistance. 
However, during the past decade many banks have decided not to focus on export financing. 

The banks' reasons for doing so have varied ~~ many cut their international operations due to the huge 
losses they incuned on overseas debt; others may have chosen to concentrate on morc lucrative lines 
ofbusiness, such as home equity loans or mergers and acquisitions. 

Consequently, during the 1980s export fmance e.J(pertise in many U.S. hanks deteriorated. Even today, 
most smaller banks do not retain any staff with expertise in international trade. This is not to say, 
bowevcr, that such help is unavailable -- only that sman businesses must be persistent and tenacious in 
their efforts to find it For example. if a small business loan officer is unwilling to work with his or her 
bank's international staff (or the bank is unwilling to work with a correspondent), exporters should 
consider establishing a second banking relationship or, if necessary, moving all their accounts to a· 
more aggressive lender. Don't be afraid to shop, . 

Given the difficulty most small business exporters face when seeking fmancing, it is imperative that 
financial arrangements be made in advance: Finding a lender willing to consider such a request requires 
that the borrower ensure that the purpose of the toan makes sense for the business, and that the 
request is a reasonable amount. Prospective borrowers also should understand some key distinctions 
before beginning discussions with a lender, 

HOW TO APPHOACII YOUR LENDER FOR EXPORT FINANCING 

Venture Capitalists And Lenders • 

Before approaching a bank for financial assistance, small exporters should understand the distinction 
between venture capitalists and lenders. Venture capitalists invest in a business. with the expectation 
that as the business grows, their equity in the business will grow exponentially, On the other hand, 
lenders are not in the venture capital business -- they make their money on the difference between the 
rate at which they borrow money and the rate at which they lend to their customers. International 
Trade Services and Export Lending 

; 
Small exporters should also understand the distinction between international trade services and 
international trade lending. Although many banks offer international trade services, such as advising 
and negotiating letters ofcredit, the banks' international divisions are not authonzed to lend money. 
International lenders. on the other hand. have the authority to make loans, as wen as provide related 
services, Exporters should verify that tbe bank officer with whom they are dealing has the authority to 
lend for an export transaction. 

Working Capital Financing and Trade Financing 

It is also importalit to note the difference between general working capital financing and trade 
financing. A small firm's ability to qualilJ for general working capital financing depends on, among 
other things, the strength of its balance sheet and its prospects for generating sufficient earnings over 
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the life of a loan to repay it. Trade finance, on the other hand. generaUy refers to financing individual 
transactions (or H series oflike transactions). In addition. trade finance loans are often self-liquidating ~ 
~ that js, the lending bank stipulates that all sales proceeds are to be conected by it, and then applies 

, the proceeds to pay down the loan. The remainder is credited to the account of the borrower. 

The self-liquidating feature of trade finance is critical to many small, undercapitatized businesses, 
Lenders who may otherwise have reached their lending limits for such businesses may nevertheless 
finance individual export sales, if the lenders are assured tbat the loan proceeds will be used solely for 
pre-export production; and any export sale proceeds wm first be collected by them before the balance 
is passed· on to the exporter. Given the extent ofcontrol lenders can exercise over such transactions 
and the existence ofguaranteed payment mechanisms unique to -- or establisbed for -- international 
trade, trade finance can be less risky for lenders than general working capital loans. 

Pre~eXPQrt. Accounts Receivable and Market Development Financing Exporters should 
understand the distinctions between the various types of trade finance. Most small businesses need 
pre-export financing to help with the expense of gearing up for a particular export sale. Loan proceeds 
are commonly used to pay for labor and materials or to acquire inventory for export sales. Olhers may 
be interested in foreign accounts receivable financing, in that case, exporters can borrow from their 
banks an amount based on the volume and quality ofsuch accounts receivable, Although banks rarely 
lend lOO percent of the value of the accounts receivable, many will advante up to 80 percent of the 
value ofqualified accounts, Foreign credit insurance (such as Eximbank's Export Credit Insurance 
Program) is often used to enhance the quality of such accounts. 

Financing for foreign market development activities, such as participation in overseas trade missions 
or trade shows

7 
is often difficult for small businesses to arrange. Most banks are reluctant to finance 

such activities because, for many small firms, their ability to repay such loans depends on their success 
in consummating snles while on a mission -- prospects that in many cases are speculative. Although 
difficult for many small firms to do, the recommended source for financing ,such activities is through 
the working capilal of the firm or, in certain cases, through the use of personal credit cards. 

Finally, take time to make sure your banker understands your busineS5 and products. Have a detailed 
export plan ready and, most impOliant, be able to clearly show how and when a loan wiH be repaid. 

METHODS USED TO FINANCE EXPORTS 

A small business exporter's principal concern should be to ensure that he or she will be paid in full' and 
on time. Foreign buyers may have concerns as well, including uncertainty that the goods ordered will 
meet the nece..'\saTy specifications and anive in a timely manner, As a result, it is imperative that the 
terms ofpayment be agreed upon in advance and in a manner satisfactory to both parties. 

The payment method exponers use can significantly affect the financial risk of a particular export sak 
In general, the more generous the sales terms are to a foreign buyer, the greater the risk to the 
exporter. The primary methods of payment for inte:rnalionaIJransactions" ranked in order of most 
secure to the exporter to least secure, include: 

• payment in advance 
• letters of credit 
• documentary collections (drafts) 
• consignment 
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• open account 

Payment in advance 

Paying in advance is often too expensive and risky for foreign buyers. Yet. this method of payment is 

not uncommon. Requiring full payment in advance may cause iost sales to 3 foreign (or even another 

~omestic) competitor who is able 10 offer more attractive payment lenns. In some cases, however, 

where the manufacturing process is specialized, lengthy or capital-intensive, it may be reasonable to 

insist upon partial payment in advance, or on progress payments. 


Letters or Credit (LC) 

A letter of credit is an intemationaUy recognized instrument issued by a bank on behalf of its client, the 
purchaser. The LC actually represents the bank's guarantee to pay the seller} provided the conditions 
specified on it are fillfilled. Of course, the purchaser pays its bank a fee to render this service. 

The rationale behind the use ofan LC is reliance by the seller on the credit worthiness of the bank, 
which is normally more reliable than that of the purchaser. It is also easier to verifY by the seller's 
bank. Moreover, this vehicle can be structured to protect the purchaser because 110 payment obligation 
arises un~iI the goods have been satisfactorily delivered as promised. 

The conditions of the LC are spelled out on the LC itself. When the conditions of deljvery have been 
!ill.tisfied (usually by the documented, satisfactory and timely delivery of the goods), the purchaser's 
bank makes the required payment directly to the seller's bank in accordance with the terms of payment 
(in 15,30,60 or 90 days, whichever is specified), 

The greatest degree of protection is afforded to the seller when the LC has been issued by the buyer's 
bank and confirmed by the seller's bank, Les may be utilized for one-time transactions, or they can 
cover multi-shipments, depending upon what is agreed behveen the parties, Also. make sure you can 
deliver within the terms of the LC. It is suggested that you review the details of such documentation' 
with a bank that has LC experience, . 

LETfER OF CREDIT 

Buyer 
Agrees to buy plOduct 	 Agrees to ship goods if LC is opened 


LC assures payment if proper documents are 

presented 


Requests bank to issue LC 
Ships goods and submits shipping documents to 
bank for payment 

Verifies documents for compliance 
Payment is made when documents received or 


Payment is made immediately or upon maturity of accepted 

nccepted draft 


[)ocumentary Collection (Drafts) 

hUp:!lwww.sbn.gavlait/info/Guide-Ta-Exporting/all.html 1111/01 



Breaking Into The Trade Game: A Small Business Guide PageSlof122 

Documentary collections involve the use ofa draft, drawn by the seller on the buyer, requiring the 
buyer to pay the face amount either on sight (sight draft) or on a specified date in the future (time 
draft). The draft is an unconditional order to make such payment in accordance with its tenus. which 
specify the documents needed before title to the goods will be passed, 

Because title to the goods does not pass uom the d~ft is paid or accepted, both the buyer and seller 
are protected, However! if the buyer defaults on payment onhe draft, the seller may have to pursue 
collection through the courts (or possibly, by arbitration, if such had been agreed upon between the 
parties) The use of drafts involves a certain level of risk; but they are less expensive for the purchaser 
than letters of cn!dit 

DOCUMENTARY COLLECTIONS 

BUYER SELLER 
Agrees to be paid via documentary collection 

Agrees to buy products Ships goods and submits shipping documents to bank for 
collection or acceptance " 

Documents released to buyer against 
payment or acceptance 

Sellcr receives payment at sight upon acceptance 

Consignment 

When goods are sold subject to consignment, no money is received by the exporter until after the' 
goods have been sold by the purchaser. Title to the goods remains with the exporter until stich time as 
all the purchase conditions are satisfied. As a practical matter, consignment is very risky. There is 
generally no ..vay to predict how long it might take to sell the goods; moreover, if they are never sold, 
the exporter would have to pay the costs ofrecovering them from the foreign consignee, 

Open ::Ie'eount 

An open account transaction means that the goods are manufactured and delivered before payment is 
required (for example; payment could be due 14, 30, or 60 days following shipment or delivery). In 
the United States, sates are likely to be made on an open-account basis irthe manufacturer has been 
dealing with the huyer over a long period of time and has established a secure working relationship. In 
international business transactions, this method of payment cannot be used safely unless the buyer is 
credit worthy and the country ofdestination is politically and economically stable. However, in certain 
instances it might be possible to discount open accounts receivable \\.jtll a factoring company or other 
financial institution, referred to above, 

The following diagram assesses the relative strengths and weaknesses ofeach method ofpayment: 
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METHQD 
USUAL TIME OF 
PAYMENT 

GOODS RISK TO . 
AVAnABLETO EXPORTER 
BUYER ~ 

RISK TO 
IMPORTER 

Dependent upon 
Cash in advance Before shipment After payment None exporter shipping 

goods 

Letter of credit 
After shipment when 
documents complying After payment 
with LC are presented 

Very lillie 
Relies on exporter 
to ship goods 

Documentary 
Collection Sigh' 
Draft 

On presenta tion of 
draft to buyer 

After payment 
If draft unpaid, 
must dispose of 
goods 

Relies on exporter 
to ship goods 

Documentary Relies on buyer to 
Collection- Time On maturity of draft Before payment pay draft; no Almost none 
Draft control ofgoods 

Consignment After sale Before payment High Low 

Open Account 
After shipment as 
agreed 

Before payment Relies on buyer to 
pay his account 

None 

PRIVAn: SECTOR EXPORT FINANCING RESOURCES 

Commercial Banks 

International uade transactions traditionally have been financed by commercial banks. Commercial 
banks can make loans for pre·export activities. They can also help process letters ofcredit, drafts and' 
other methods of payment discussed in this clial}ter. Banks have also become increasingly involved in 
making export loans backed by United States government export loan guarantees, 

Many larger banks have international departments which can help with your company's particular 
export finance needs. If your bank does not have an international department. it probab1y has a 
correspondent relationship with a larger bank that can assist you. 

Private Trade Finance Companies 

Private trade finance companies are becoming increasingly more commonplace, They utilize a variety 
of financing techniques in return for fees, commissions, participation in the transactions or 
combinations thereof International trade associations, such as a District Export Council, can assist 
you in locating a private trade finance company in your area, 

Export Trading and Management Compnnies 

Both EJ.1Cs and ETCs provide va.rying ranges ofexport services, including international market 
research and overseas marketing, insurance. legal assistance. product design, transportation, foreign 
order processing, warehousing, overseas distribution, foreign exchange and even taking title to a 
supplier's goods. AU of these services can leverage the limited resources of small businesses. 

Fllc'oring Hou~('s 
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Factoring houses, also caned factors. purchase export receivables on a discounted basis, Using factors 
can enable the exporter to receive immediate payment for goods while at the same time alleviating the 
hassles associated with overseas collections, 

Factors purchase export receivables for a percentage fee at 2-7 percent below invoice value, 
depending on the market and type ofbuyer, The percentage rate will depend on whether the factor 
purchases the receivables on a recourse or non~recourse basis. In the case of a non~recourse purchase, 
the exporter is not bound to repay the factoring house if the foreign buyer defaults or olher collection 
problems arise. Therefore, the percentage charge will be greater with non-recourse purchases. 

Fol'faiting Houses 

Similar to factoring, exporters relinquish their rights to future payment in return for immediate cash. 

Where a debt obligation exists between the parties, it is sold to a third party on a non-recourse basis, 

but is guaranteed by an intermediary bank. 


One u.s. exporter which used forfaiting found the benefits substantial: 

Ed Lamb, President of Custom Die and Insert of Lafayette, Louisiana, was able to sell a 180~day letter 
ofcredit through a forfaiting house and got paid! 78 days sooner, Forfaiting enabled Custom Die and 
Insen to consummate a $2.3 million-dollar export order to the Middle East. 

GOVERNMENT EXPORT FINANCING RESOURCES 

Because private sector financing providers will only assume limited risk regarding foreign transactions, 
the U.S. government has become increasingly involved in providing export financing assistance. 

U.S. government export financing assistance comes in the form of guarantees made to U.S, 
commercial banks which in turn make the loans to exporters. Federal agencies, as weI! as certain state 
governments, have their own particular programs as noted below: 

U.S. Small Business Administration (SBA) SBA provides financial and business development 

assistance to help small businesses develop export markets. The SSA assists businesses in obtaining 

the capital needed to explore, establish or expand international markets, SBNs export loans are 

available under SBA's guarantee program As a prospective applicant, you should request that your 

lender seek SBA participation, if the lender is unable or unwilHng to make a direct loan. 


The financing staff of each SBA district and branch office administers the financial assistance 
programs. You COln contact the finance division OfYOUf nearest SBA office for a tist of participating 
lenders. The business development staff ofeach SBA district and branch office can provide counseling 
on ho\v to request export financial assistance from a lender. 

Borrowers can use different SBA loan programs and types of loan guarantees simultaneously, as long 
as the total SBA-guaranteed portion does not exceed the agency's $750,000 statutory loan guarantee 
limit to anyone borrower. The 1ender may charge a maximum interest rate of2.75 percentage points 
above the New York prime interest rate, or 2.25 percentage points above New York prime if the 
maturity is less than seven yearK 
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