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CHAPTER - XIV 

EXPORT CREDIT GUARANTEE CORPORATION OF INDIA

The primary goal of ECGC is to support and strengthen the export promotion drive in India:

By providing a range of credit risk insurance covers to Exporters against loss in exports of goods and services.

By offering guarantee to banks and financial institutions to enable exporters obtain better facilities from them.

Payment for exports are open to risks even at the best of times. The risk have assumed large proportions today due to far reaching political and economic changes that are sweeping the world and outbreak of war or civil war, may block or delay, the payment for goods exported.

A coup or an insurrection may also bring about the same result. Economic difficulties or balance of payment problems may lead a country to impose restrictions on either import of certain goods or on transfer of payments for goods imported. In addition, one has to contend with the usual commercial risk of insolvency or protracted default of buyers. The commercial risk of foreign buyer going bankrupt, or losing his capacity to pay are more due to the political and economic uncertainties.

Conducting export business in such conditions of uncertainty is fraught with dangers. The loss of large payment may spell disaster for any exporter, whatever be his prudent and competence. Too cautious an attitude in evaluating risks and selecting buyers, may result in loss for want of business opportunities.

Export credit insurance is designed to protect exporters from the consequences of payment risks, both political and commercial and to enable them, to expand their overseas business without fear of loss.

Export credit insurance also seeks to create a favourable climate in which exporters can hope to get timely and liberal credit facilities from banks at home. For this purpose, export credit insurer provides guarantees to banks to protect them from the risk of loss inherent in granting various types of finance facilities to exporters.

In order to provide export credit insurance support to Indian Exporters, the Government of India set up the Export Risk Insurance Corporation (ERIC) in July 1957. It was transferred into the present Export Credit and Guarantee Corporation Ltd. (ECGC) in 1965. Ecgc is a  company wholly owned by the Government of India. It functions under the administrative control of Ministry of Commerce and is managed by a board of directors representing Government, Banking, Insurance, Trade and Industry etc.

The covers issued by ECGC should be divided broadly into four groups.

1. Standard policies, issued to exporters, to protect them against payment risks

involved in export on short term credit.

2. Specific policies, designed to protect, Indian firms against payment risks involved in :

Exports on deferred terms of payment.

Services rendered to foreign parties.

Constructions works and turn key projects undertaken abroad.

3. Financial guarantees issued to banks in India, to protect them from risks of

loss involved in their extending financial support to exporters, at the post shipment as well as pre-shipment stages.

4. Special schemes viz transfer guarantee meant to protect banks which add

confirmation to letters of credit opened by Foreign banks. Insurance cover for buyers

credit, lines of credit, overseas investment insurance and exchange fluctuation risk insurance.

Standard Policies :

ECGC has designed four types of standard policies to provide cover for shipment made on short term credit.

Shipments (comprehensive) policy-to cover both commercial risk and political risk from the date of shipment.

Shipments (Political risk) - Policy to cover only political risks from the date of shipment.

Contracts (Comprehensive risks) policy, to cover both commercial political risks from the date of contract.

Contracts (Political risk) policy to cover only political risks from the date of contract. 

The shipments (comprehensive risks) policy is the one ideally suited to cover risks in respect of goods exported on short-term credit. This policy covers both, political and commercial risks from the date of shipment. Risk of pre-shipment losses due to frustration of export contract is NIL since goods exported on short term credit are raw materials, primary goods, consumer goods or consumer durables, which can be resolved easily. Contract policies, which cover risks from the date of contract, are issued only in special cases when goods to be exported are manufactured to nonstandard specifications of a buyer.

Shipment to associates or to agents and those against letters of credit can be covered for only political risks by suitable endorsements to the shipments comprehensive risks policy. Premium is charged on such shipments at lower rates. Risks Covered :

The risks covered under the standard policies are

A. Commercial Risks :

Insolvency of the buyer.

Buyer’s protracted default to pay for goods accepted by him, and

Buyer’s failure to accept goods subject to certain conditions

B. Political Risks :

Imposition of restrictions on remittance by the government in the buyer’s country or any Government action which may block or delay payment to the exporter.

War, revolution or Civil disturbances in the buyer’s country

New import licensing restricting or cancellation of valid import license in the buyer’s country.

Cancellation of Export licence or imposition of new Export licensing restrictions in India (under contract policy).

Payment of additional handling transport or insurance charges occasioned by interruption or diversion of voyage which cannot be recovered from the buyer.

Any other cause of loss occurring outside India, not normally insured by commercial insurers and beyond the control of the Exporter and the buyer. 

C. Risks not covered :

The standard policies do not cover losses due to the following risks. 

Commercial disputes raised by the buyer, unless the exporter obtains a decree from a competent court of law in the buyer’s country is his favour.

Cause inherent in the nature of the goods.

Buyer’s failure to obtain necessary import or exchange authorisation from authorise in his country.

Insolvency or default of any agent of the Exporter or of the collecting bank.

Loss or damage to goods which can be covered by commercial Insurers.

Exchange fluctuation

Exporter Co-Insurer :

It is customary in credit insurance to make the insured share a small percentage of the risk. ECGC normally pays maximum of 90% of losses on account of political or commercial risks. In the event of loss due to repudiation of contractual obligations by the buyer, ECGC indemnifies the exporter upto 90% of the loss if final and enforceable decree against the overseas buyer is obtained in a competent court of law in the buyer’s country. The corporation at its discretion may waive such legal action, where it is satisfied that such, legal action is not worth while and in the event of loss as are indemnified upto 60% Recoveries made after payment of claim are shared with the ECGC in the same proportion in which the loss was borne.

Whole Turn over Principle :

ECGC expects a fair spread of risks insured. Therefore an Exporter is required to insure all the shipments that may be made by him during the next 2 or 4 years except those made against advance payment or irrevocable letters of credit confirmed by banks in India. Exclusions are however possible where the items are not of an allied nature.

How to obtain policy :

An intending Exporter should fill in a proposal form available with all ECGC offices and submit it to the nearest office. After examining the proposal, ECGC would send him an acceptance letter stating the terms of its cover and premium rates.

Maximum liability :

Maximum liability is the limit upto which ECGC would accept liability for shipments made during the period of the policy or where the policy is issued for four years for shipments made in each of the policy-years. It will be advisable for Exporters to estimate the maximum outstanding payments due from overseas buyers at any time during the policy period and to obtain the policy with maximum liability of equal value. The maximum liability fixed under the policy can be enhanced subsequently if necessary.

Declaration of shipments and payment of premium :

The premium rates are closely related to the risks involved and vary according to countries to which goods are exported and the payment terms.

An Exporter who has taken out a shipment’s policy has to send, by the fifteenth of each month, a declaration of shipment in the previous month in the prescribed form No. 203.

An Exporter who obtains a contract policy has to send a declaration of all outstanding contracts immediately after the policy is issued. Thereafter he has to send a monthly declaration of contracts concluded and shipments made by him during the previous month. Consignment Exports :

Exports on consignment basis may be covered under shipments (comprehensive risks) policy by a suitable endorsement thereon while political risks are covered from the date of shipment, till the date of receipt of payment in India. Commercial risks are covered only after agent/stock holder submits the account sales to the Exporter. The risks of Agent/Stock holder submits the account sales to the Exporter. The risks of Agent/Stock holder not returning the unsold goods is not covered under the policy.

Drawee wise credit limit :

Commercial risks are covered by ECGC submit to approval of credit limit in each buyer. Credit limit is the limit upto which claim can be paid under the policy for losses on account of commercial risks. As the commercial risks are not covered in the absence of a credit limit, Exporters would be well advised to apply to ECGC for approval of credit limit through banks and credit information agencies. On the basis of credit information and its own experience, ECGC fixes suitable credit limits on overseas buyer.

Status Enquiry :

ECGC spends a good amount on getting status report on overseas buyer but charges a nominal fee of Rs.150/- for each application.

Restricted cover countries :

When payment risks become too high in a country, ECGC provides cover on such countries on a restricted basis. Policy holders, intending to export to such countries are required to obtain specific approval of ECGC for each shipment/contract or series of shipments/contracts on payment of specific approval fee. If no such approval is taken cover will not be available for political risks.

Reporting defaults :

A monthly declaration of all bills which remain, unpaid for more than 30 days should be submitted to ECGC.

Granting extension of time limit for payment, converting bills from DP to DA or resale of unaccepted goods at a lower price etc. require prior approval of ECGC.

Exchange transfer delay :

In case proceeds of shipment are held up due to foreign exchange shortage in the buyer’s country, ECGC considers the claim after the waiting period as applicable for the country concerned. Exchanged transfer delay claims should be made with documentary proof to the effect :

The buyer has made the payment in local currency and

He has complied with all exchange control regulations necessary to effect transfer of payments.

Debt recovery :

Payment of claim by ECGC does not relieve and Exporter of his responsibility for taking recovery action and realising whatever amount that can be recovered. The Exporter should therefore consult the ECGC and take prompt and effective steps for recovery of the debt. For its part, ECGC will help Exporter by providing the name of a reliable lawyer or debt collecting agency and by enlisting the help of India’s commercial representative in the buyer’s country. All amounts recovered, less recovery expenses, should be shared with ECGC in the ratio in which the loss was originally shared.

Receipt of claim from ECGC does not relieve an Exporter from obligation to the Exchange Control Authority for recovering the amount from the overseas buyers.

Specific Policies of ECGC :

The standard policy is a whole turn over policy designed to provide a continuing insurance for the regular flow of an Exporter’s shipment which normally would not take more than 180 days for liquidation.

Contracts for Exports of capital goods or turn key projects, or construction works or rendering services abroad are not of a repetitive nature. Such transactions are therefore insured on a case to case basis by ECGC.

All contracts for exports on deferred payment terms exceeding Rs.1 Crore in value and all contractors for turn key projects and construction works abroad require prior clearance of the group consisting of representatives from R.B.I., EXIM Bank and ECGC. The applications for this purpose should be sent to EXIM Bank through Exporters bank. And in principle, clearance at the working group enables the exporters to get necessary facilities from the institutions concerned.

Specific policy for supply contracts :

Specific policy for supply contracts may cover comprehensive risk i.e.. both commercial and political risks.

There is another policy called Specific shipments (Political risk) policy to cover only political risks at the post shipment stage in cases where the buyer is an overseas Government or by Banks, or are made to associates.

Specific contracts (Comprehensive risk) policy.

Specific contracts (Political risk) policy.

Contract policy provides cover from the date of contract. Losses that may be sustained by an Exporter at the pre-shipment stage due to frustration of contract are covered under this policy in addition to the cover provided by the shipment policy. Insurance cover for Buyers Credit & Lines of Credit: Insurance cover for Buyer Credit & Lines of Credit :

ECGC has evolved schemes to protect financial institutions in India which extend credit for financing exports from India. Under the buyers credit or lines or credit ECGC cover is provided on a case to case basis.

Services policy :

Where Indian firms render services to foreign parties, viz. technical or professional services, hiring or leasing, they are exposed to payment risks similar to those involved in export of goods. ECGC has two policies; one covering comprehensive risk and the other covering political risks only.

Construction works policy :

ECGC’s construction works policy covers, civil construction jobs as well as turn key projects involving supplies and service. It provides cover for all payments that fall due to the contractor under the contract. There are two covers (1) one to cover contracts with Government buyers (2) with private buyers.

Financial Guarantees :

Exporters require, adequate financial support from Banks to carry out their export contracts. ECGC’s guarantees protects the banks from losses on account of their lending for the purpose.

Five guarantees have been evolved for the purpose.

Packing credit guarantee under the whole turn over pre-shipment credit guarantee.

Post-shipment export credit guarantee under W.T.P.S.C.G.

Export finance guarantee 

Export performance guarantee

Whole turn Over pre-shipment and post-shipment credit guarantee 

Whole Turnover Pre-shipment Credit Guarantee

Under this all the pre-shipment credit granted by a bank are covered. This is the most popular form of guarantee for ECGC because of the fact that, the packing credits generally clean advances involving relatively higher risks than that of post-shipment advances extended in the form of purchase or discount of bonafide commercial bills of exchange. Banks extend packing credit to export customers having export orders/letters of credit, for procuring raw materials, manufacturing, processing, and shipping the goods under order/LC. Banks cover their constituents’s packing credit advance, under whole turnover pre-shipment credit guarantee scheme WTPCGS. The premium is nominal. 6 Ps/Rs.100/month on the daily balance outstanding under the borrowal packing credit advance and is paid on a monthly basis. The cover provided by ECGC under this category is 75% of the default. However for perishable goods the cover available is 66 2/3%. Credit facilities under packing credit sanctioned to the bank’s constituents are covered automatically upto the limit of Rs.100 lacs under WTPCGS. However a sings borrower is sanctioned packing credit for more than Rs. 100 lacs the same should be reported to the nearest ECGC office and a specific policy is taken to cover that advance.

Whole turn over post-shipment credit guarantee scheme :

The scheme covers, post-shipment credit/advance given to Exporters who have obtained shippers policy with drawee wise limit and also for Exporters who have not taken shippers policy. The scheme also gives option to banks to cover LC bills as well.

Nature of cover :

Whenever a bank sanctions a credit facility to an Exporter under post-shipment credit, the same is covered automatically under whole turn over post-shipment credit guarantee scheme WTPSG. There is no stipulation regarding shippers policy to be taken by the Exporters to be covered under this scheme. The bank has an option to cover LC transactions under the guarantee. If the option is exercised they have to include or cover all such LC transactions without any exclusion.

Percentage of cover :

The percentage of cover under this guarantee is 85% for policy holder and 60& for non policy holder. If however the Exporter is a small scale Exporter whose annual export turnover does not exceed Rs.25 lacs, the available cover for policy holder is 90% and non-policy holder, 65%.

It may be further noted that the bank has no responsibility to verify whether the Exporter is submitting declaration to the corporation or holds a limit on the buyer etc. ECGC however will inform the bank concerned of the non-reporting of the exports by the policy holder. However in their own interests banks have to ensure that, their Exporter clients remits the guarantee free on the policy regularly so that the bank would be able to cover a large share of their advance of 98.5% under ECGC cover.

The rate of guarantee fee payable under WTPSG is 5 ps. per Rs. 100/- per month for banks who do not cover LC bills. For banks who cover all post-shipment credit both under LC & non LC have to pay guarantee fee less than that stipulated above.

Extension of due dates :

Banks have to take prior permission from ECGC for extension of period beyond 180 days realisation of export proceeds period for reporting and for submission of claims. A report of default should be made by banks under the guarantee within 4 months from the due date of advance of extended date as the case may be or within one month from the date of recalling the amount due from the concerned Exporter by the insured or subsequently claim under the policy should be made within 6 months from the report or default.

Export Finance Guarantee :

This guarantee covers post-shipment advance granted by banks to Exporters against duty draw back etc.

Export Performance Guarantee :

Exporters are called upon to execute bonds duly guaranteed by an Indian bank, at various stages of export business. An Exporter who desires to quote for a foreign tender may have to furnish, a bank guarantee for bid bond. If he wins the contract he may have to furnish bank guarantees to foreign buyers to ensure due performance or against advance payment or in lieu of retention money or to a foreign bank in case he has to raise overseas finance for his contract.

Bank guarantees are also furnished by Exporters to the Customs, Central Excise, or Sales tax Authorities for the purpose of clearing goods without payment of duty or for exemption from tax for goods procured for exports. Exporters also furnish guarantee to Commodity Boards, State Trading Corporations, Minerals & Metals Trading Corporations or recognised export houses. To provide protection to banks which issue the above type  of guarantee, ECGC has evolved export performance guarantee.

This gives counter guarantee to the banks which issue the above referred guarantees. The ECGC export performance guarantee protects the banks against losses that it may suffer, on account of guarantees given by it, on behalf of Exporters.

Special facilities to Small Scale Exporters :

With a view to enable the small scale sector to participate to a greater extent in the export activity of the country. ECGC offers special facilities, to small scale Exporters by offering higher percentage of cover.

These facilities will apply to Exporters whose annual export turnover is not more than Rs.25 lacs and total annual turnover, including exports does not exceed Rs.40 Lacs for Exporters who are small scale industrial units and whose export turnover does not exceed Rs.25 lacs even though the total sales turnover may exceed Rs.40 lacs and also exports made by small scale Exporters through the following are qualified for small scale export status :

Co-operative of Artisans

Co-operatives or Associations or Consortia of Small Scale Industries.

Handloom & Handicrafts Export Corporation, or State Export Corporation.

State Small Scale Industries Corporation

National Small Industries Corporation Special Schemes

Transfer Guarantee :

When a bank in India, adds its confirmations to a foreign letter of credit, it binds itself to honour the drafts drawn by the beneficiary of letter of credit, without any recourse to him, provided such drafts are drawn strictly in accordance with the terms of letter of credit. The confirming bank will suffer a loss if the foreign LC opening bank fails to reimburse the amount paid to the Exporter, due to political risk such as war, transfer delays, or moratorium. The transfer guarantee seeks to safeguard Banks in India against losses arising out of such risks.

Overseas Investment Insurance :

ECGC gives protection for joint venture schemes for participating in turn key projects from India, in the investment of Exporters in capital participation in overseas joint venture projects. The investment may be either in cash or in the form of exports of Indian capital goods and services.

The cover would be available for the original investment with annual dividends and interest payable. As the investor is having a hand in the management of the project, the policy will cover only risk of war, expropriation, and restrictions or remittance.

Exchange fluctuation risk cover scheme :

These are intended to provide a measure of protection to Exporters of capital goods, and civil engineering contractors who have to receive payments over a period of years for their export, construction works or services.

Where such payments are to be received in a foreign currency, which is open to Exchange fluctuation risks, then the scheme does not cover such deferred payments.

MAIN POINTS

Export credit Guarantee Corporation (ECGC)

1. ECGC was established in 1954 with head quarters in Mumbai and regional offices in Delhi, Calcutta and Chennai.

2. Objective of Establishing ECGC

To minimize the risk element in export business

To facilitate the flow of finance from banks and other institutions to exporters.

3. Principles of ECGC

2 basic principles

3.1. Spread of risks

Turn over of exports for a period of 24 or 48 months from shipments

3.2. Co-Insurer

ECGC indemnifies 90% of the loss covered of the rest by exporter himself.

4. Functions of ECGC

1.1 Issues suitable policies for exports

1.2 Provides financial guarantees to banks and exporters

1.3 Any other activity assigned by Govt.. of India from time to time

2. Insurance policies issued by ECGC

2 types of policies

5.1, standard policies

2.1.1 Specific shipment policy - covering political risks

2.1.2 Specific shipment policy - covering comprehensive risks of political and commercial

2.1.3 contract policy - covering political risk

2.1.4 contract policy - covering comprehensively both political and commercial risks  

2.2 Special Policies

5.2.1. Construction works policy - covers non payment of contract price by contractor

5.2.2.Consignment Policy - covers the Loss on consignment during transactions

5.2.3.Service Policy - Covers non-payment for technical and professional services overseas

5.2.4.Manufacturers credit insurance policy – Covers 80% of risks due to default an insolvency

5.2.5.Exporters credit insurance policy - covers 50% of loss due to insolvency of manufacturers.

5.2.6. Market development policies - Covers 50% of loss on market development

6. Financial Guarantees given by ECGC

ECGC gives financial guarantees to banks advancing credits to exporters as follows

6.1. Packing credit guarantee or pre-shipment guarantee

It protects the financing bank against

Non-delivery of shipping documents to the bank

Non-payment of debt if shipment can not be made

ECGC indemnifies the financing bank to the extent of 2/3 or 3/4th of loss.

6.2. Post-shipment export credit guarantee

ECGC protects banks against default or insolvency of the exporter.

6.3. Export finance guarantee

ECGC indemnifies the financing banks to the extent of 75% of losses incurred under credit against export incentive receivable

6.4 Export production Finance Guarantee

6.5 Export performance guarantee

ECGC gives

Bank guarantee

Advance payment guarantee

Guarantee for performance

Guarantee for payment of retention money

And loan in foreign currency

6.6 Transfer guarantees

ECGC safeguards the financing banks against risks of delay

7. Special schemes of ECGC

In addition to above mentioned assistance ECGC also evolved following schemes to increase exports from India

7.1 overseas investments scheme provides cover for capital participation in overseas

project

7.2 Exchange fluctuation risk cover scheme

Other special schemes for small scale exporters.
