Trade finance

Promise of a
paperless future
for trade finance

The internet 1s dead, long live the internet. No-one gets excited
about business to consumer websites anymore, but you will
find plenty of money — and investors proclaiming the benefits
of business to business websites — in the trade finance sector.
Jamie Ivey discovers that many corporates are realizing the
internet is going to change the way that business is done.

The next decade is going to be about dri-
ving out inefficiencies from corporates’ ex-
ternal supply chains. Historically trade has
been a paper and time intensive business.
Arranging the necessary cover to offset the
risk of international trade through mecha-
nisms such as letters of credit and perfor-
mance guarantees is a laborious business.
Up until now there has been little or no al-
ternative but new systems have been devel-
oped, targeted mainly at the large number
of so-called vanilla trade finance transac-
tions carried out by corporates every day.
There are many different products in the
market place (see page 31 for a selection of
those available) and each addresses a dif-
ferent part of the trade chain. Their roles
vary from offering a market place for trade
finance instruments, or providing a tender-
ing system facilitating access to trade fi-
nance from banks, to establishing the infra-
structure to process trade orders from
supplier to purchaser in a paperless fash-
ion. The basic proposition, of course, is

Luigi Laferla, LTP Trade: “What captured
my attention most was that among the names,
sometimes I found that it was corporates who
had been losing money. A corporate is not
supposed to have a credit exposure to Enron.”

Reprinted from Corporate Finance January 2002

that if corporates choose to use these sys-
tems they will be saving time and money.

The figures given by those involved are
impressive, particularly in terms of the
growth that they display. Looking back at
2001 Kurt Cavano, the CEO of Trade-
Card, says: “By the end of the third quarter
of this year, we had processed a total of
$60 million — consisting of $10 million last
year and $50 million this year. We will
probably do $50 million in the fourth quar-
ter this year, and $50 million in the first
month of next year (2002). It is ramping
like crazy, we will do several billion next
year based on the customers who have
signed up and what they have committed.”

There are also some significant corpo-
rate names that are beginning to explore
these alternative methods of conducting
trade and sourcing their trade finance re-
quirements. Thomas Ross, the managing
director of bfinance.co.uk, cites the exam-
ple of a leading French car manufacturer
which confirmed a Eul.5 million ($1.34)
letter of credit through bfinance and says:
“You would have thought that the compa-
ny had such buying power that they would
be getting the best price in the market.
They improved their price by 6% [by using
bfinance].” Cavano counts companies
such as Wolverine and RadioShack
amongst his customers and says: “We have
two of the top five retailers in the US who
are using TradeCard, which we have not
announced yet.”

Arguably though, it is not the bottom
line cost of accessing trade finance through
on-line exchanges which is the most inter-
esting financial development. Rather it is
the ability of some of these systems to get
into the financial supply chain and provide
a mirror image of the physical supply
chain. As Cavano argues: “The last ten
years has been about just-in-time invento-
ry management, and what TradeCard is
doing is bringing those same concepts to
money.” The idea is that in the future cor-
porates will be able to allocate their work-
ing capital at precisely the moment re-
quired to fulfil a purchase order.

Peter Scott, Bolero: “As far as we are con-
cerned the timing is pretty good for us, the
fact that there is more risk in the market
place, that people are looking to introduce ef-
ficiencies and cost savings into their compa-
nies, might make it a good time for us to actu-
ally increase our penetration.”

It is also topical at the moment because
after the big corporate collapses of last
year, CFOs and corporate treasurers are
under increased pressure to apply their
working capital to their core business and
not to financing a trade client.

Luigi Laferla, the managing director of
LTP Trade, gives the example of Enron
saying: “What captured my attention most
was that among the names, sometimes I
found that it was corporates who had been
losing money. A corporate is not supposed
to have a credit exposure to Enron.”

Peter Scott, the commercial director of
Bolero, supports these arguments and
says: “It is all about cash. What people are
realising is that there is a huge amount of
cash tied up in the inventory supply chain
and they are trying to look to squeeze that
cash out of the business. Not only by re-
ducing their costs, but also looking at the
transaction cycle and the inventory carry
cost that they have as a consequence of the
inefficient trade process.” The argument is
that systems such as Bolero and Trade-
Card are going to do for corporates’ exter-
nal processes what enterprise resource
planning systems did for internal processes
in the 1980s and 1990s.

Rio Tinto’s subsidiary Hammersley Iron
joined Bolero in December 2000. Rio Tinto,
BHP Billiton, Nippon Steel, POSCO and
associated banks and shipping companies
began a trial test of Bolero’s messaging pro-
gram on September 1 2001. Nick Stephens
of Rio Tinto says that it is too early to
quantify the advantages that Bolero will
bring to the company, although its main
benefits are seen in terms of process im-
provement, reduced transaction costs, re-
ductions in technical risk and increases in
functional capacity. He argues: “Using
Bolero will result in closer integration with
our customers and a greater understanding
of each other’s business needs, which will
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enable Rio Tinto to better service customer
requirements.”

Rio Tinto’s promotional material illus-
trates the efficiency savings that are in the
process of being introduced into world
trade. The company used to have 10 differ-
ent bill of lading formats, different invoice
formats, different sea-way bill formats, dif-
ferent draft survey formats, and different
statement of facts formats. They now aim
to have just one standard format for all.

The arguments seem convincing, but
following the bursting of the internet bub-
ble it would be logical to assume that in-
vestors have become much more cautious
when it comes to ploughing money into
dot.com companies on the basis of future
performance. Either they have not, or
there is some substance to the claims
being advanced by the companies in-
volved. LTP Trade completed a fund rais-
ing in July 2001 which capitalized it to
fund the next two years of development.

TradeCard has attracted $70 million of
funding and is owned 74% by New York
private equity firm Warburg Pincus.

And yet those involved in this new dy-
namic area of business, such as Scott,
freely except that in terms of market share,
the progress of companies such as Bolero is
negligible. If the logic of cost savings and
just-in-time working capital management
is so persuasive why are more corporates
not using these systems?

The common denominator between
the systems mentioned in this article is
that they are relatively new attempts to
offer financing and trade solutions to
corporates. As such, they have to over-
come a degree of initial inertia in the
management of corporates, who are ei-
ther ill-informed about the potential ben-
efits of the systems, or sceptical about
the benefits of on-line services.

Scott also argues that some corporates
may not yet be ready to focus on the pos-
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sible advantages of the systems on offer.
Many corporates have yet to realise the
benefits of streamlining their internal
processes and so are not ready for the
next wave of examining their external
processes to drive further efficiencies.

As with all new ideas it can be difficult to
distinguish the hype from the reality and the
initial success of products can be based on
excessive marketing claims. There is un-
doubtedly an unusually high degree of inef-
ficiency in the traditional ways of carrying
out and financing international trade, but
the question is whether the timing is right
for all these new products and ultimately
whether they can deliver on their promises.
Scott at least is convinced: “As far as we are
concerned, the timing is pretty good for us,
the fact that there is more risk in the market
place, that people are looking to introduce
efficiencies and cost savings into their com-
panies, might make it a good time for us to
actually increase our penetration.” m

Some of the systems on offer and their applications

Bolero.net

TradeCard
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