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( ON THE LETTER HEAD OF THE EXPORTERS BANKER )












Dated ;          2005

Reference : 

To 

M/s ___<NAME OF IMPORTER ABROAD WHO WILL PAY ADVANCE>_Limited

___________________

________________, India.

Dear Sir,

ADVANCE PAYMENT GUARANTEE


We have to advise that, we are “in principle” agreeable to issue advance payment guarantee on your behalf for ___ Million USD for a period of one year as per format enclosed subject to obtention of satisfactory opinion report on your buyer.  This guarantee will be issued by our correspondent bank in London.

Thanking you,

Your faithfully

Chief Manager

Bank Stamp and Seal

**********************************BROAD PROCEDURE***************************************

1. The basic concept is that your bank (in your favour) will get the total value of your export order in cash for one year before the first export shipment.  This money will be kept secure in  your Banks own corporate account and released to you for each shipment to be effected every month based on your projection.  The reason is that the foreign buyer cannot accept any collateral that you have (such as buildings, factory, etc).  Instead, they rely on your banker (who know you best and who can legally keep your assets as collateral in their bank) to issue them a security of the advance payment in cash they are remitting to you.

2. Your bank has to issue this “in principle” acceptance of the APG format as above.  Please note this is NOT EASY.  Your banker will plead ignorance and refer to their head office.  The crux of getting this released from your banker is “security deposit / collateral” to the extent of one drawing that you will take from the banker.  

3. For example, if the export order for one shipment for one month is 300 Lakhs,  you may give collateral worth 50 Lakhs; receive 30 Lakhs, produce the goods and deposit in a warehouse, show that to the banker, and receive the next share of 30 Lakhs and so on till you are ready with 300 Lakhs worth of material to put in one shipment.  Finally, you ask for the cost of shipping and encash the LC.  Obviously, since you have already received the amount, no real encashment of LC will happen but your Advance Payment that you have received will be reduced to that extent.  Please note that you must include your profit component every time you make a drawing from the bank.
4. Please note that you will be paying approximately 4.5% annualized in fees, charges and interest (LIBOR + 300 basis points) on advance payment on reducing balance.
5. We will provide the name of the Importer Abroad as well as the London Bank on receipt of confirmation from your banker that they are ready to sign the above letter.

6. ONCE YOU HAVE THE APG READY, WE WILL CREDIT YOUR BANKER WITH THE WHOLE AMOUNT WITHIN FIVE BANKING DAYS.

IMPORTANT NOTE:

THIS IS FOR GENUINE EXPORTERS ONLY.  NOT FOLKS WHO WANT TO RECEIVE ADVANCE SINCE THE PROCEDURE HAS BEEN APPROVED BY THE RESERVE BANK OF INDIA.  THOSE WHO WISH TO ADOPT THIS METHOD FOR RAISING FUNDS FOR OTHER ACTIVITIES PLEASE REFRAIN SINCE WE WILL CARRY OUT DUE DILIGENCE BEFORE EXPOSING YOUR PROPOSAL TO THE IMPORTERS ABROAD.

DO NOT ASK US CLARIFICATIONS BEFORE YOU HAVE DISCUSSED THE CONCEPT WITH YOUR BANKER AND THEY HAVE TENTATIVELY AGREED TO ISSUE THE APG IN PRINCIPAL.  

AT THIS STATGE ONLY, PLEASE GET BACK TO US FOR SPECIFIC CLARIFICATIONS ASKED BY YOUR BANKER.  THIS MUST BE IN THE FORM OF A TWO PAGE SUMMARY OF PLANNED ACTIVITIES AND LEAD ON TO YOUR QUERIES.
(TEXT ON LETTER HEAD OF EXPORTERS BANK )

THIS FORMAT HAS BEEN APPROVED BY THE STATUTORY AGENCIES IN INDIA












Dated :         2005

Addressed To

XYZ  BANK IN LONDON 

(With good Dun and Bradstreet Rating)

OUR GUARANTEE [Reference No: ____________]  IN FAVOUR OF XYZ BANK

FOR ___ MILLION USD PLUS INTEREST.

1.
We are informed that your client ______________________ [buyer] of  ______________ [address] has concluded contract number[ _____________] dated ___ January 2005  for __ Million USD  with M/s _________, Gujarat, India hereinafter referred to as ________ for the purchase of ______________ and it is a condition of the contract that your client will make in advance payment of USD ___ Million ( [ words and figures] ).

2.
At the request of ______ and in consideration of your making the advance payment of behalf of your client to _______, we hereby irrevocably and unconditionally undertake as primary obligor not merely as surety to pay to you on your first demand, irrespective of the validity of the contract and waiving all rights of objection and defence arising from the contract or otherwise howsoever, payments not exceeding a maximum aggregate principal amount of USD __ Million USD ( [words and figures] ) together with interest thereon calculated on the amount of the advance payment and on the basis of a 360 day year at a rate of One Percent per annum over relevant LIBOR from the validity date until the expiry date (as such terms are defined below).  Any demand made by you shall contain a statement that the sum or sums demanded are due to you which statement shall be deemed as between yourselves and ourselves to be conclusive evidence that such sum or sums are due.  Any demand hereunder must specify the amount of interest claimed (If any), and contain full details of the calculation of the same.

3.
All payment to be made by us hereunder shall be made free and clear of any deduction or withholding of any tax whatsoever unless such deduction or withholding is required by law, in which event we shall pay to you an additional amount so that the net amount by you will equal the full amount you would have received and retained had no deduction or withholding been required to be made.

4.
This undertaking shall only become valid on the value date (The validity date) on which [The State Bank of Saurashtra] Account Number [________] with [Name of the correspondent bank of the Indian bank in London] is credited with the advance payment for the further account of ___exporter________ quoting our reference [__________].  Please inform us promptly upon making the advance payment advising us of the validity date and the rate of interest applicable.

5.
The amount of this undertaking shall reduce by the net value of each payment made by us to you quoting reference [__________].  The reduction in the amount of this undertaking will take effect immediately upon transmission by you to us of your authenticated telex or swift or SWIFT advice conforming the value date and the amount of funds received by you in reduction quoting reference [__________].

6.
This undertaking expires at our counters at the close of business on [__________] (The expiry date)  and your demand for payment hereunder must be made to us in writing or by authenticated SWIFT or tested telex on telex Number  [______] and must be received by us not later than the close of business on the expiry date.

7.
Notwithstanding anything contained herein our liability under this undertaking shall be limited to a sum of __ Million ( [Words and figures] ) plus interest and in the event that  we have not received our demand as outlined above on or before our close of business on the expiry date, this undertaking shall expire and be of no effect and any demands received thereafter shall considered null and void.

8.
We further undertake that the amount of this undertaking and our liability hereunder shall not be varied, altered or reduced without your prior written agreement.

9. This undertaking governed by and shall be construed in accordance with English law and is subject to the non-excusive jurisdiction of the English courts.

DRAFT APPROVED FOR ISSUANCE BY OUR BANK ON RECEIPT OF ADVANCE PAYMENT BY CASH IN OUR CORPORATE ACCOUNT FOR USD ____________(IN WORDS)
Sd/xx

Chief Manager Of Exporters Bank

Signature, Stamp And Seal.

