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CERTIFICATE COURSE ON INTERNATIONAL TRADE 

 

Today’s Content – Exports 

 

I. Export in International Trade 

In international trade, export refers to the process of selling goods or services from one 
country to another. It plays a crucial role in global commerce by enabling countries to expand 
their markets, increase production efficiency, and boost economic growth. 

 

1. Description of Export 

Exporting means sending goods or services from one country to another for trade, sale, 
or exchange. The seller is called the exporter, and the buyer in the foreign country is called 
the importer. 

For example, India exporting textiles to the USA or IT services to Europe is considered an 
export. 

 

2. Types of Exports 

A. Physical Export (Tangible Goods) 

• Goods that are physically transported from one country to another. 
• Examples: Automobiles, textiles, machinery, agricultural products. 

B. Service Export (Intangible Goods) 

• Services provided to clients in a foreign country. 
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• Examples: IT services, consulting, banking, legal services. 

C. Direct Export     

• The manufacturer or exporter sells directly to foreign buyers. 
• Examples: Selling through an overseas office or website. 

D. Indirect Export 

• Goods are sold through intermediaries such as export houses or agents. 
• Used by small businesses that lack international market access. 

E. Deemed Export 

• Goods sold within the home country but considered exports due to specific 
government policies. 

• Example: Selling goods to Special Economic Zones (SEZs). 

 

3. Importance of Exports in International Trade 

✅ Increases Economic Growth – Generates revenue for countries. 

✅ Expands Market Reach – Companies access global consumers. 

✅ Boosts Industrial Development – Encourages production & innovation. 

✅ Improves Trade Balance – Helps reduce trade deficits. 

✅ Foreign Exchange Earnings – Strengthens a country's currency reserves. 

For example, China’s massive exports of electronics and machinery have made it a global 
economic powerhouse. 

 

4. Challenges in Exporting 

Challenge Solution 

Trade barriers & tariffs Use Free Trade Agreements (FTAs) 

Currency exchange risks Use hedging or forward contracts 

Logistics & shipping delays Choose reliable freight forwarders 

Compliance with foreign regulations Understand import country laws 

Payment risks from buyers Use secured payment methods like LC 
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Exports are a fundamental part of international trade, allowing businesses and nations to 
grow by selling goods and services globally. With proper planning, regulatory compliance, 
and market strategies, exporters can maximize their profitability and competitiveness in 
global markets. 

 

 

 

II. Procedure for Export of Goods from India 

Exporting goods from India involves various regulatory, procedural, and documentation 
requirements governed by Customs, GST, RBI, and Foreign Trade Policy (FTP). The 
procedure ensures that goods comply with Indian laws and the importing country’s 
regulations. 

 

1. Step-by-Step Export Procedure 

Step 1: Obtain Importer Exporter Code (IEC) 

• Issued by DGFT (Directorate General of Foreign Trade). 
• Required for all exporters except in deemed exports. 
• Apply via DGFT website: https://dgft.gov.in. 

 

Step 2: Select Export Product & Market 

• Conduct market research to identify high-demand products. 
• Check the Foreign Trade Policy (FTP) for restrictions on exports. 
• Determine the HS Code (Harmonized System Code) of the product. 

 

Step 3: Registration & Compliance 

• Register with Export Promotion Councils (EPCs) for benefits like subsidies & duty 
drawbacks. 

• Check Product-Specific Restrictions 
o Some items require export licenses (e.g., pharmaceuticals, food, chemicals). 
o Check the DGFT Export Policy to confirm. 

https://dgft.gov.in/
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Step 4: Price Quotation & Negotiation 

• Determine FOB (Free on Board) or CIF (Cost, Insurance, and Freight) pricing. 
• Sign a sales contract with a foreign buyer. 

 

Step 5: Arrange Pre-Shipment Finance (If Needed) 

• Working Capital from Banks: Exporters can apply for Packing Credit. 
• Export Credit Guarantee Corporation (ECGC): Protects against buyer default. 

 

Step 6: Manufacturing or Procurement of Goods 

• Goods can be self-manufactured or procured from suppliers. 
• Quality inspection is essential to meet buyer specifications. 

 

Step 7: Pre-Shipment Inspection & Quality Control 

• Some exports (e.g., food, electronics, and chemicals) require certification from 
agencies like: 

o Export Inspection Council (EIC). 
o FSSAI (Food Safety Authority). 

 

Step 8: Packing, Labeling & Marking 

• Goods must be properly packed and labeled as per international trade norms. 
• Marking includes: 

o Country of Origin Label 
o Weight & Dimensions 
o Handling Instructions (e.g., Fragile, Keep Dry, etc.) 

 

Step 9: Arrange Logistics & Shipping 

• Select the mode of transportation: 
o Sea Freight: Cost-effective for bulk shipments. 
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o Air Freight: Faster for perishable or high-value goods. 
o Road & Rail Transport: Used for exports to neighboring countries (e.g., 

Nepal, Bangladesh). 
o Courier Services: Used for small parcels & e-commerce exports. 

 

Step 10: Customs Clearance & Documentation 

A. Export Documentation Required 

Document Purpose 

Shipping Bill Main document for export customs clearance 

Commercial Invoice 
Contains price, product details, & payment 
terms 

Packing List Specifies package details & weight 

Bill of Lading (B/L) or Airway Bill 
(AWB) 

Proof of shipment 

Export Order/Contract Agreement with the buyer 

Certificate of Origin Confirms the product's country of origin 

Insurance Certificate Covers goods against risks in transit 

Letter of Credit (LC) / Payment Terms Ensures secure payments 

B. Filing Shipping Bill with ICEGATE (Customs Portal) 

• Exporters file a Shipping Bill via ICEGATE: https://www.icegate.gov.in. 
• Customs assesses the goods and issues Let Export Order (LEO). 

 

Step 11: Goods Movement & Loading 

• After customs clearance, goods are moved to the port or airport for shipment. 
• The shipping line issues a Bill of Lading (B/L) for sea cargo or an Airway Bill (AWB) 

for air cargo. 

 

Step 12: Post-Shipment Formalities & Payment Realization 

A. Submission of Export Documents to Bank 

• Submit documents to the bank for payment realization (if under Letter of Credit or 
Bank Guarantee). 

https://www.icegate.gov.in/
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• Bank forwards documents to the importer’s bank for clearance. 

B. Foreign Exchange Payment Compliance (FEMA Rules) 

• Payments must be received in foreign currency or INR (where permitted by RBI). 
• RBI monitors transactions via the Export Data Processing and Monitoring System 

(EDPMS). 

C. GST Refund & Duty Drawback Claims 

• File GST RFD-01 for claiming GST refunds (if export under LUT). 
• Claim duty drawbacks under RoDTEP or MEIS (previous scheme). 

 

 

 

2. Export Incentives & Benefits 

Scheme Benefit 

RoDTEP (Remission of Duties & Taxes on 
Exported Products) 

Refund of embedded taxes in exports 

Advance Authorization Scheme Allows duty-free import of raw materials 

Export Promotion Capital Goods (EPCG) 
Scheme 

Duty-free import of machinery for 
export production 

Market Access Initiative (MAI) Scheme 
Financial support for international trade 
fairs 

Transport & Marketing Assistance (TMA) 
Scheme 

Reduces freight costs for agricultural 
exports 

 

3. Common Challenges in Exporting Goods & Solutions 

Challenge Solution 

Complex Customs Clearance Hire an experienced CHA (Customs House Agent) 

High Logistics Costs Use government-subsidized freight schemes 

Foreign Exchange Fluctuations Use forward contracts for currency hedging 

Delayed Buyer Payments Use Letter of Credit (LC) or ECGC insurance 
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4. Recent Updates & Amendments (2024-25) 

✅ New Online Export Clearance System introduced by CBIC. 

✅ Expansion of RoDTEP Scheme to more products. 

✅ Easier GST Refunds for exporters via digital filing. 

✅ New Incentives under FTP 2023-28 for emerging markets. 

 

Exporting goods from India involves a structured process, from registration and 
documentation to logistics and payments. By following the correct procedures, exporters 
can take advantage of duty exemptions, tax refunds, and government incentives, 
ensuring profitability and growth. 
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III. Export Warehousing in India – A Detailed Guide for Customs Compliance 

1. Introduction to Export Warehousing 

Warehousing is the process of storing goods in a designated facility before they are 
distributed, sold, or exported. It plays a crucial role in supply chain management by ensuring 
that products are available when needed, reducing transportation costs, and improving 
efficiency. 

Export warehousing allows businesses to store goods intended for export without 
immediate payment of customs duties and taxes. This system enhances supply chain 
efficiency, cost savings, and smoother compliance with trade regulations. 

 

2. Legal Framework for Export Warehousing 

Export warehousing in India is governed by various laws, including: 

A. The Customs Act, 1962 

• Section 57: Licensing of public bonded warehouses. 
• Section 58: Licensing of private bonded warehouses. 
• Section 59: Bonding of goods in warehouses. 
• Section 61: Period for which goods can remain in a warehouse. 

B. Foreign Trade Policy (FTP) 2023-28 

• Provides incentives for exporters using bonded warehouses. 
• Specifies compliance norms for duty-free storage. 

C. GST Provisions 

• Exports are Zero-Rated Supplies: As per Section 16 of the IGST Act, 2017. 
• Input Tax Credit (ITC) & Refunds: Exporters can claim refunds on GST paid on 

inputs used for exports. 
• LUT/Bond Mechanism: Required for tax-free exports under GST. 

 

3. Types of Warehouses for Exporters 

A. Bonded Warehouses (Under Customs Supervision) 
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• Goods stored without paying import duties until export. 
• Used by exporters to store raw materials, semi-finished, and finished goods. 

B. Free Trade Warehousing Zones (FTWZs) 

• Special zones for storage, repacking, and distribution of goods. 
• Provides duty deferment and tax benefits. 

C. Private Bonded Warehouses 

• Warehouses licensed under Section 58 of the Customs Act, 1962. 
• Operated by private entities for storing goods under customs control. 

 

4. Procedure for Setting Up an Export Warehouse 

A. Licensing Requirements 

1. Apply for a Bonded Warehouse License under Section 58 of the Customs Act, 1962. 
2. Obtain approvals from the Commissioner of Customs. 
3. Ensure compliance with Foreign Trade Policy (FTP) norms. 

B. Bond Execution for Duty-Free Storage 

• Importers/exporters must execute a bond under Section 59 of the Customs Act. 
• Bond amount = Customs duty payable if goods were imported for domestic use. 

C. Storage & Record-Keeping 

• Maintain Customs Form A (Warehouse Register) for stock tracking. 
• Implement electronic inventory management for compliance checks. 

 

5. Customs Clearance Process for Export Warehousing 

A. Importing Goods into Bonded Warehouse 

1. File Bill of Entry for Warehousing (Form II). 
2. Submit bond and security deposit for duty deferment. 
3. Customs officer verifies goods and moves them into the warehouse. 

B. Processing Export from Bonded Warehouse 

1. File Shipping Bill for Export through ICEGATE. 
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2. Submit Warehouse Goods Removal Form (WGRF). 
3. Customs verification and clearance. 
4. Goods transported to port for export. 

C. Re-Export of Warehoused Goods 

• Goods imported and stored in bonded warehouses can be re-exported without 
paying import duties. 

• Requires submission of Shipping Bill & Export Declaration. 

 

6. Tax & Duty Benefits for Export Warehousing 

Benefit Description 

Duty Deferment No customs duties payable until goods are exported. 

GST Exemptions 
Zero-rated under GST, allowing exporters to claim ITC 
refunds. 

Cost Savings 
Reduces storage and transportation costs by centralizing 
stock. 

Flexible Inventory 
Management 

Allows repackaging, labeling, and quality control before 
export. 

 

7. Compliance Requirements & Penalties 

A. Record-Keeping & Documentation 

• Maintain detailed stock registers for all warehouse transactions. 
• Submit periodic reports to the Customs Commissioner. 
• Ensure compliance with E-way Bill regulations for inter-state stock movement. 

B. Customs Inspections & Audits 

• Regular audits by customs authorities. 
• Warehouses must allow surprise inspections. 

C. Penalties for Non-Compliance 

Violation Penalty 

Improper record-keeping Fine up to ₹50,000 

Unauthorized removal of goods Up to 5 times the duty amount 

Expiry of storage period Interest & duty liability 
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8. Best Practices for Export Warehouse Management 

1. Use Advanced Warehouse Management Systems (WMS): Track stock in real-time. 
2. Ensure Proper Labeling & Documentation: Reduces customs clearance delays. 
3. Maintain FIFO (First-In, First-Out) Method: Avoid expiry of goods. 
4. Regular Compliance Checks: Conduct internal audits to ensure smooth customs 

clearance. 

 

9. Key Government Authorities & References 

• Central Board of Indirect Taxes & Customs (CBIC): cbic.gov.in 
• Directorate General of Foreign Trade (DGFT): dgft.gov.in 
• ICEGATE (Customs Electronic Filing System): icegate.gov.in 

 

10. Recent Updates & Amendments (2024-25) 

• New digital customs clearance system for bonded warehouses. 
• Relaxed time limits for duty-free warehousing (extended beyond 1 year in some 

cases). 
• Integration of GST & Customs systems for seamless tax compliance. 

 

Conclusion 

Export warehousing in India is a strategic tool for exporters to optimize supply chains while 
enjoying duty and tax benefits. Proper compliance with Customs, GST, and FTP regulations 
is essential for smooth operations. By leveraging bonded warehouses and FTWZs, exporters 
can achieve significant cost savings and efficiency in international trade. 

 

 

 

 

 

 

https://cbic.gov.in/
https://dgft.gov.in/
https://www.icegate.gov.in/
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IV. Valuation of Exported Goods as per Customs Valuation Rules 

The Customs Valuation (Determination of Value of Export Goods) Rules, 2007 govern 
how the value of exported goods is determined under Indian customs law. These rules are 
consistent with the WTO Agreement on Customs Valuation, which aims to provide a fair, 
uniform, and neutral system for valuing goods in international trade. 

 

1. Method of Valuation for Exported Goods 

The Indian customs department follows a hierarchical structure for the valuation of 
exported goods. The preferred method is the transaction value, but if it is not applicable, 
alternate methods are used. Here's the sequence: 

A. Transaction Value (Primary Method) 

• The transaction value is the price actually paid or payable for the goods when sold 
for export from India. 

• Includes: 
o Packing costs (if applicable). 
o Commissions (if applicable). 
o Any other costs incurred for the transaction. 

• Excludes: 
o Freight, insurance, and other costs incurred after export (post-shipment). 

For example, if an exporter sells a product to an overseas buyer for $10,000, this price is the 
transaction value. 

 

B. Alternative Methods of Valuation (When Transaction Value is Not Available) 

If transaction value cannot be determined (for reasons like non-arm’s length 
transactions or absence of a sale), customs may resort to alternative valuation methods. 
These methods are applied in the following order: 

1. Comparative Value Method 

• Based on the price of identical or similar goods in the international market (or for 
the same importing country). 

• Identical goods: Goods that are the same in all respects. 
• Similar goods: Goods that have essential characteristics that allow them to be used 

for the same purpose. 
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For example, if goods A (identical in quality and specifications) are sold to the same buyer 
for $8,000, that price can be used to determine the value of the current shipment. 

2. Deductive Value Method 

• This method determines the value based on the resale price of goods in the 
importing country. 

• After deducting: 
o Post-sale costs, including transport, commissions, duties, and taxes in the 

importing country. 
o Customs duties and other related costs. 

For example, if goods are sold in the importing country for $12,000, and after deducting 
$2,000 in local costs (e.g., transportation, insurance), the valuation is $10,000. 

3. Computed Value Method 

• Based on the cost of production, including: 
o The cost of materials used in the production of goods. 
o Labor and overhead costs incurred in the production process. 
o Profit and general expenses. 

This method is applied when other methods cannot be used, and production cost 
information is available. 

4. Residual Method 

• If no valuation is possible using the above methods, this method is employed. 
• Customs authorities determine a value based on reasonable assumptions, 

considering available information. 

This method ensures that goods are valued fairly even if the exact transaction price is not 
available. 

 

2. Components Included in the Export Valuation 

The valuation of export goods should be done by including several key elements and 
excluding others. The Indian customs rules stipulate: 

Included in the Valuation: 

1. Price Paid/Payable for goods (transaction value). 
2. Packing costs for the goods. 
3. Commissions related to the export sale. 
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4. Any fees (e.g., design or molds provided by the buyer) that are part of the transaction. 

Excluded from the Valuation: 

1. Freight charges (cost of transportation after export). 
2. Insurance costs (post-export). 
3. Post-shipment expenses like handling, storage, and delivery charges. 
4. Customs duties and taxes in the importing country. 

 

3. Customs Valuation Rules for Specific Scenarios 

A. Special Cases in Export Valuation 

• Related Parties: When the buyer and seller are related, the customs valuation must 
still reflect the true market value. If the transaction value is not considered reliable 
(because of special relationships), the customs authorities can reject it and use other 
methods like the comparative method or computed method. 

• Royalty and License Fees: If there is a royalty or license fee associated with the 
export goods, those costs should be included in the valuation if they are directly 
related to the export transaction. 

• Assists: If the buyer provides something (like molds, tools, or designs) used in the 
production of goods, this should be added to the transaction value. 

B. Export Valuation under Free Trade Agreements (FTAs) 

• When exporting goods under Free Trade Agreements (like ASEAN, SAFTA, or 
India-MERCOSUR), the valuation rules might differ slightly to ensure benefits like 
reduced duties. The Rules of Origin and preferential tariffs are based on the value 
of the goods and where they are sourced from. 

 

4. Documentation Required for Export Valuation 

To ensure proper customs clearance, the exporter must maintain accurate documentation. 
Some critical documents include: 

Document Purpose 

Commercial Invoice Provides transaction value and details. 

Packing List Specifies quantity, weight, and volume. 

Bill of Lading/Airway Bill Proof of transport (sea or air). 

Certificate of Origin Confirms the country of origin of goods. 

Export Declaration Customs document outlining export details. 
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Document Purpose 

Royalty or License Agreement For royalty/fee inclusion in valuation. 

 

5. Export Valuation Compliance Risks 

• Under-Invoicing: Some exporters may undervalue goods to evade taxes or customs 
duties. Customs authorities scrutinize transactions to prevent this, and penalties are 
imposed for misevaluation. 

• Over-Invoicing: Some exporters may inflate the value to secure foreign exchange 
earnings at the prevailing exchange rate. This could lead to fraud charges and 
penalties. 

 

6. Conclusion 

Valuation of exported goods is a critical aspect of international trade compliance. Accurate 
valuation ensures that exporters can avoid penalties, claim export incentives, and comply 
with customs and foreign exchange rules. Exporters should ensure they understand 
transaction value, use appropriate methods in complex cases, and maintain detailed 
records. 

 

 

 

 

 

 

V. Export of Services from India – A Detailed Guide 

The export of services from India refers to providing services by Indian businesses or 
professionals to clients in foreign countries. India has become a global hub for services, with 
IT, software development, consulting, healthcare, education, and business process 
outsourcing (BPO) among the leading sectors driving export growth. 

 

1. Definition of Export of Services 
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As per Section 2(6) of the Integrated Goods and Services Tax (IGST) Act, 2017, export of 
services is defined as: 

"The supply of any service when: 

• The supplier is located in India, 
• The recipient is located outside India, 
• The place of supply is outside India, 
• The payment is received in convertible foreign exchange or in Indian rupees 

(if allowed by the Reserve Bank of India), 
• The supply is not a domestic transaction." 

In essence, any service that meets these criteria qualifies as exported and is eligible for the 
benefits available under Indian law, including zero-rated GST. 

 

2. Types of Services Exported from India 

India is a leader in several key service sectors that are globally in demand. Some of the main 
types of exported services include: 

Service Sector Examples of Services Exported 

Information Technology (IT) 
Software development, cloud computing, app 
development, cybersecurity 

Business Process Outsourcing 
(BPO) 

Customer support, data entry, transcription, content 
moderation 

Consulting Services 
Management consulting, legal advisory, financial 
advisory, HR consulting 

Healthcare & Telemedicine 
Medical tourism, online doctor consultations, healthcare 
training 

Education & E-learning 
Online courses, digital learning platforms, academic 
consulting 

Financial Services Investment management, insurance, fintech services 

Creative & Media Services 
Animation, content creation, video production, graphic 
design 

Engineering & Architectural 
Services 

Design, drafting, planning, CAD services 

 

3. Process for Export of Services from India 
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The process for exporting services is somewhat different from the export of goods, as 
services are intangible and cannot be physically transported. However, the following steps 
guide the export of services from India: 

Step 1: Obtain Importer Exporter Code (IEC) 

• Importer Exporter Code (IEC) is mandatory for all service exporters in India, issued 
by the Directorate General of Foreign Trade (DGFT). 

• This code is needed for cross-border transactions and customs clearance of 
services. It can be obtained by applying online on the DGFT website. 

Step 2: Identify the Service to Export 

• Determine the specific service you intend to export (e.g., IT services, consulting). 
• Evaluate the demand in foreign markets and understand market entry barriers. 
• Check for any licensing or regulations required for specific services (e.g., health or 

legal services). 

Step 3: Register with Relevant Authorities 

• Depending on the service, you may need to register with specific regulatory bodies or 
export promotion councils. 

• Examples: 
o STPI (Software Technology Parks of India) for IT services, 
o SEPC (Services Export Promotion Council) for services like consulting, 

healthcare, and tourism. 

Step 4: Sign Contracts with Foreign Clients 

• Contract Terms should include: 
o Payment terms (e.g., Letter of Credit (LC), advance payment, or post-delivery 

payment), 
o Scope of services, delivery timelines, and intellectual property (IP) 

protection clauses. 

Step 5: Invoice & Payment 

• Ensure invoices are issued in convertible foreign currency or Indian Rupees (if 
permitted by RBI). 

• Use international banking channels for receiving payments, such as wire transfer, 
PayPal, or LC. 

Step 6: Customs Compliance (for cross-border data or intellectual property) 

• For specific service exports, there may be compliance under FEMA (Foreign 
Exchange Management Act) and RBI regulations. 
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• Ensure foreign payments are received in convertible foreign exchange or in INR 
where applicable. 

Step 7: GST Compliance 

• Zero-Rated GST applies to services exported from India, meaning no GST is charged, 
and exporters can claim refunds for input tax credits (ITC). 

• Exporters need to comply with GST filing obligations and submit export 
declarations under GSTR-1 and GSTR-3B. 

 

4. GST on Export of Services 

Exports of services from India are zero-rated under GST, meaning no GST is charged on 
the exported services. This is beneficial for exporters, as they can claim refunds on input 
taxes (GST paid on domestic purchases). 

• Input Tax Credit (ITC) can be claimed on services and goods used to deliver the 
exported service. 

• To claim refunds, exporters may need to file the GST refund application via Form 
RFD-01. 

A. Types of Refunds 

1. Refund of ITC – For exporters using LUT (Letter of Undertaking) or bond for tax-
free exports. 

2. Refund of IGST Paid on Exports – For exporters who pay IGST at the time of export 
(can claim refunds). 

 

5. Foreign Exchange & FEMA Compliance 

• Payment for exported services must be received in convertible foreign exchange 
or in Indian Rupees (INR) (if permitted by the Reserve Bank of India (RBI)). 

• RBI guidelines and FEMA regulations govern cross-border payments and 
monitoring. 

• Exporters must report export earnings to the Export Data Processing and 
Monitoring System (EDPMS). 

 

6. Export Incentives & Schemes for Services 

A. Service Exports from India Scheme (SEIS) 
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• Under the Foreign Trade Policy (FTP), service exporters can benefit from the SEIS 
scheme. 

• Exporters can get incentives in the form of duty credit scrips, which can be used to 
pay customs duties or sold in the market. 

• SEIS incentives range from 3% to 5% of net foreign exchange earnings, depending 
on the sector. 

B. Remission of Duties & Taxes on Exported Products (RoDTEP) 

• Provides rebates on embedded taxes that are not refundable at the time of export. 

C. Transport & Marketing Assistance (TMA) Scheme 

• Supports service exporters in agriculture, food processing, and logistics by 
providing subsidies for international marketing activities. 

 

7. Challenges in Export of Services 

Challenge Solution 

Regulatory Compliance 
Understand specific service regulations and licensing 
requirements. 

Currency Fluctuations Use forward contracts or hedging to manage risks. 

Payment Delays Use secure payment terms like Letters of Credit (LC). 

Intellectual Property 
Protection 

Register IP (e.g., patents, trademarks) and include protection 
clauses in contracts. 

 

8. Conclusion 

The export of services from India is a vital part of the country's global trade ecosystem. By 
understanding GST compliance, FEMA regulations, and export incentives, service 
exporters can take full advantage of India's robust digital infrastructure, skilled 
workforce, and global market access. With the right approach, service exporters can 
maximize profitability and contribute significantly to India's economic growth. 
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VI. Exports Under GST – Deemed Exports, Forms for Refunds 

When we talk of exports under GST, we have to understand the laws and regulations 
applicable to the import and export of both services and goods.  

Meaning of Import and Export of Goods under GST 

Sub-Section 5 of section 2 of IGST Act, 2017 defines – “Export of Goods”, with its grammatical 
variations and cognate expressions, means taking out of India to a place outside India. Sub-
Section 10 of section 2 of IGST Act, 2017 defines – “import of the goods” with its grammatical 
variations and cognate expressions, means bringing goods into India from a place outside 
India. 

Meaning of Import and Export of Services under GST 

“Import of Services” as defined under sub-section 11 of section of IGST Act, 2017 means the 
supply of any service, when – 

• The place of supply of service is in India; 

• The supplier of service is located outside India; and 

• The recipient of service is located in India 

Supplies which do not form part of export of goods or services 

• Where the place of supply of service is within India but to a person located outside 
India. For an instance – a property located in Delhi rented out to a person residing in 
New York; agent residing in India and providing service to a person in Dubai exporting 
goods to China 

• Where the consideration for the supply of services is received in Indian currency or in 
such a currency other than convertible currency. For an instance, supply of service 
(consultancy service) by a consulting firm in India to an entity outside India, where the 
payment made by Indian branch of overseas entity is in Indian rupees 

• Supply of services to the foreign branch would not be covered as export of services due 
to specific exclusion as “export of service”. This could involve reversing the input 
credits as such supply of service would be considered as non-taxable and not as zero-
rated 
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The definition of import of service given under GST also excludes services imported from a 
foreign branch.   

Deemed Exports under GST 

Indian suppliers of services and manufacturers of goods have to quote in competition with 
foreign suppliers of goods and services. Such Bids evaluation is done without considering 
the customs duty. Since such supply of goods and services are financed for specific projects 
(projects financed) with the free foreign exchange, these supplies are considered as ‘deemed 
exports’. Similarly, supplies made to Export Oriented Units also known as EOUs and services 
do not leave the country. Suppliers get their payment in Indian currency and not in foreign 
exchange. “Deemed exports” generally refer to those transactions under which supply of 
goods do not leave the country, and payment for such supplies is received in Indian Rupees 
shall be treated as ‘deemed exports’, provided that goods are manufactured or produced in 
India. As per Foreign Trade Policy 2015-2020, followings are treated as deemed 
exports: 

• Supplies to EOU / STP / EHTP / BTP 

• Supplies against Advance Authorisation/ DFIA 

• Supply of goods to mega power projects against International Competitive Bidding 

• Supplies to United Nation Agencies 

• Supply of goods to nuclear projects through competitive bidding 

• Supply of marine freight containers 

• Supplies against EPCG authorization 

• Supplies to projects against international competitive bidding 

• Supplies to projects with zero customs duty 

Treatment of Exports under GST 

As per the provisions contained under IGST law, export of goods or services or both are to 
be regarded as “zero-rated supplies” and a person being a registered taxable person 
exporting such goods or services or both shall be allowed to claim the refund of the GST paid 
under one of the following two options: 

• Export of goods or services or both under bond or letter of undertaking (LUT) without 
paying any Integrated Tax and can claim the refund of unutilized input credit. 

• Export of goods and service or both on the payment of Integrated Tax and the exporter 
can claim the refund of the GST paid on such goods and services so exported. The 
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above-mentioned refunds will be subject to certain rules, procedures, and safeguards 
as may be prescribed. 

Option 1: Export of goods or services or both under bond or letter of undertaking (LUT), subject 
to certain rules, procedures and safeguards as may be prescribed, without payment of 
integrated tax, and then claim a refund of unutilized input credit.   

The registered taxable person (or exporter) is required to file an application for the refund 
on the common portal either through the facilitation center notified by the GST 
commissioner or can do so directly. An export manifest is required to be filed under the 
existing Customs Act before filing an application for refund. 

Option 2: Any exporter or Embassy or United Nations or other organisations/ bodies/ agencies 
as specified in section 55 who supplies goods or services, or both, after satisfying all the 
conditions, rules, procedures and safeguards as may be prescribed; and paying the IGST, can 
claim the refund of such GST paid on the supplied goods or services, or both. The applicant 
seeking the refund has to apply for the refund as per the provisions contained U/s 54 of the 
CGST Act. 

An exporter needs to file a shipping bill for the goods being exported to a place outside India. 
Under this case, the shipping bill so filed is treated as a “deemed application” for the refund 
of the tax paid. The deemed application shall be deemed to have been filed only if the person 
in charge of the shipment files the export manifest or report, mentioning the number and 
date of the shipping bills. 

Forms for Refund 

The Goods and Services Tax Network (GSTN) has introduced a utility Table 6A in the Form 
GSTR-1 used to claim refunds by exporters. This Table 6A of Form GSTR1 lets assessee file 
export related data for the relevant period that permits processing of the GST refund on the 
basis of the declaration made under Form GSTR 3B and Table 6A of GSTR-1. An exporter of 
goods or services or both can claim the refund of Integrated GST  paid at the time of export 
by filling the details of the tax paid GST invoice and shipping bill in his Form GSTR1 in the 
relevant month. 
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VII. Export Finance: Pre-shipment & Post-shipment Credit in Rupee and 
Foreign Currency 

Export finance is the financial assistance provided to exporters at different stages of the 
export process. It ensures smooth cash flow, reducing financial constraints and helping 
exporters fulfill their obligations. It can be categorized into Pre-shipment Credit and Post-
shipment Credit, which are available in both Rupee and Foreign Currency. 

 

1. Pre-shipment Credit 

Pre-shipment credit, also known as Packing Credit, is provided to exporters to meet 
working capital requirements before the shipment of goods. 

Types of Pre-shipment Credit 

1. Pre-shipment Credit in Indian Rupees (PCFC-Rupee) 
o Provided in Indian Rupees. 
o Can be used for raw material procurement, labor charges, packaging, etc. 
o Interest rates are regulated by RBI and may vary based on loan tenure. 
o Converted into post-shipment credit upon shipment. 

2. Pre-shipment Credit in Foreign Currency (PCFC) 
o Provided in foreign currency (USD, EUR, GBP, etc.). 
o Helps exporters avoid exchange rate risk. 
o Interest rates are linked to international benchmark rates like LIBOR/SOFR. 
o Repaid upon realization of export proceeds. 

Benefits of Pre-shipment Credit 

• Helps exporters fulfill export orders without financial stress. 
• Reduces dependency on working capital. 
• Facilitates bulk production and timely shipment. 

 

2. Post-shipment Credit 

Post-shipment credit is provided after the shipment of goods to bridge the time gap 
between shipment and realization of export proceeds. 

Types of Post-shipment Credit 

1. Post-shipment Credit in Indian Rupees (PSC-Rupee) 
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o Provided in INR to exporters after shipping goods. 
o Covers the period until the exporter receives payment from the importer. 
o Can be in the form of bill discounting, advance against export bills, etc. 

2. Post-shipment Credit in Foreign Currency (PSCFC) 
o Provided in foreign currency to avoid exchange rate risk. 
o Interest rates are lower compared to rupee credit. 
o Can be availed against export bills (sight/usance). 

Forms of Post-shipment Credit 

• Export Bill Negotiation/Discounting: Banks provide funds against export bills 
before payment realization. 

• Advance against Export Incentives: Finance against incentives like duty 
drawback. 

• Advance against Undrawn Balances: For deferred payments. 
• Advance against Claims from ECGC: When payment is delayed by importers. 

Benefits of Post-shipment Credit 

• Improves liquidity post-shipment. 
• Reduces financial stress due to delayed payment from buyers. 
• Ensures working capital is not tied up in pending export payments. 
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VIII. Trade Finance Strategies to Reduce Interest Cost with Hedging 

Trade finance plays a vital role in international business by providing liquidity and risk 
mitigation solutions. However, interest costs and currency risks can significantly impact 
profitability. Businesses can adopt various strategies to reduce interest costs and hedge 
against financial risks effectively. 

 

1. Reducing Interest Costs in Trade Finance 

A. Using Low-Cost Foreign Currency Loans 

• Pre-shipment and Post-shipment Credit in Foreign Currency (PCFC & PSCFC) 
o Borrowing in foreign currency (USD, EUR, GBP, etc.) instead of INR reduces 

interest rates. 
o Interest rates are linked to LIBOR/SOFR and are generally lower than INR-

based loans. 
• Buyer's Credit & Supplier's Credit 

o Buyer’s Credit: Importers take short-term foreign currency loans at lower 
interest rates from overseas banks. 

o Supplier’s Credit: Exporters receive extended credit from suppliers, 
reducing the need for high-cost working capital loans. 

B. Trade Credit Insurance & Credit Guarantee Schemes 

• Export Credit Guarantee Corporation (ECGC) Cover: Reduces risk and enhances 
creditworthiness, leading to lower interest rates. 

• Trade Credit Insurance: Banks may offer better financing rates when trade 
receivables are insured. 

C. Factoring & Invoice Discounting 

• Export Bill Discounting: Selling export bills to banks/NBFCs at discounted rates to 
get upfront cash. 

• Forfaiting: Non-recourse discounting of long-term trade receivables at lower 
interest rates. 

D. Efficient Fund Management 

• Back-to-Back Letter of Credit (LC): Importers can use LCs to secure better 
supplier credit terms, reducing borrowing needs. 

• Optimizing Credit Periods: Negotiating extended payment terms with suppliers 
and shorter collection periods with buyers. 
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2. Hedging Strategies to Manage Currency & Interest Rate Risks 

A. Currency Hedging for Interest Cost Reduction 

• Forward Contracts: 
o Lock in exchange rates for future payments, avoiding currency fluctuations. 

• Currency Options: 
o Provides flexibility to buy/sell foreign currency at a predetermined rate. 

• Natural Hedging: 
o Matching foreign currency revenues with foreign currency borrowings to 

minimize conversion risks. 

B. Interest Rate Hedging 

• Interest Rate Swaps (IRS): 
o Convert floating rate loans to fixed rates, stabilizing interest costs. 

• Cross-Currency Swaps: 
o Convert high-interest INR loans into low-interest foreign currency loans 

while hedging currency risk. 

C. Commodity Hedging (For Trade in Commodities) 

• Futures & Options: 
o Hedging commodity price fluctuations reduces financial uncertainties. 

• Hedging Raw Material Costs: 
o Locking in prices through long-term contracts reduces working capital strain. 

 
3. Combining Hedging with Trade Finance for Cost Optimization 

Strategy Benefit 

Foreign Currency Loans Lower interest rates 

Forward Contracts & Options Hedge currency risk 

Interest Rate Swaps Fix loan costs, reducing volatility 

Invoice Discounting Improve cash flow, reducing borrowing need 

Back-to-Back LCs Reduce working capital burden 

 

Conclusion 

A combination of low-cost trade finance solutions and effective hedging strategies can 
significantly reduce interest costs and mitigate financial risks. Businesses should assess 
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market conditions, currency risks, and financing options before choosing an optimal 
strategy. 

 

 

 

 

IX. Strategies for Availing and Liquidating RPC, PCFC, Bills Discounting 
& Crystallization of Bills 

Exporters and importers use various trade finance instruments such as Rupee Packing 
Credit (RPC), Pre-shipment Credit in Foreign Currency (PCFC), and Bill Discounting to 
optimize cash flow. Proper strategies for availing and liquidating these facilities can help 
businesses minimize costs and manage risks effectively. 

 

1. Rupee Packing Credit (RPC) 

Availing RPC 

• Eligibility: Available to exporters with a confirmed export order or letter of credit 
(LC). 

• Loan Tenure: Typically up to 180 days (can be extended in some cases). 
• Rate of Interest: Lower than standard working capital loans due to RBI export 

finance guidelines. 
• Documentation: Requires export order, LC, ECGC cover (if applicable), and KYC 

compliance. 

Liquidating RPC 

• Conversion to Post-shipment Credit: Once goods are shipped, RPC is converted 
into export bills negotiated (EBN) or post-shipment credit. 

• Repayment through Export Proceeds: Proceeds from the export sale are used to 
repay RPC. 

• Substitution with PCFC: If foreign currency funds are available at lower rates, RPC 
can be substituted with PCFC to reduce interest costs. 

• Prepayment Option: If excess funds are available, prepaying RPC can reduce 
interest costs. 
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2. Pre-shipment Credit in Foreign Currency (PCFC) 

Availing PCFC 

• Purpose: Short-term working capital for export activities in USD, EUR, GBP, or 
other foreign currencies. 

• Lower Interest Rates: Linked to LIBOR/SOFR + spread, lower than domestic 
rates. 

• Hedging Option: Natural hedging can be used if export revenue is in the same 
foreign currency. 

Liquidating PCFC 

• Conversion to Post-shipment Credit in Foreign Currency (PSCFC): Upon 
shipment, PCFC is converted into post-shipment credit in the same currency. 

• Settlement through Export Realization: When export proceeds are received, the 
PCFC loan is repaid in the same currency, avoiding exchange rate risks. 

• Conversion to INR: If forex proceeds are delayed, PCFC can be converted into INR 
finance. 

• Prepayment Using Other Funds: If forex rates are favorable, prepaying PCFC can 
save interest costs. 

 
3. Bills Discounting (Export & Import) 

Availing Bill Discounting 

• Export Bill Discounting: 
o Exporters discount bills with banks/NBFCs before the due date to receive 

upfront cash. 
o Bills can be sight (payable immediately) or usance (payable after a 

period). 
• Import Bill Discounting: 

o Importers use bill discounting to pay suppliers immediately while deferring 
their payment to banks. 

o Used when suppliers offer LCs or credit terms. 

Liquidating Bills Discounting 

• Export Bill Settlement: When the overseas buyer pays, the amount is used to clear 
the discounted bill. 

• Import Bill Payment: Importers pay the bank after the usance period or before the 
due date (if early payment benefits exist). 

• Refinancing Options: If funds are not available, businesses can use another 
working capital facility to settle discounted bills. 
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4. Crystallization of Export & Import Bills 

What is Crystallization? 

• Crystallization happens when foreign currency export/import bills remain 
unpaid beyond the due date, and the bank converts them into INR liability at 
prevailing exchange rates. 

• This is done to protect banks from exchange rate volatility and interest loss. 

Availing and Managing Crystallization 

• Export Bills Crystallization: 
o If export proceeds are delayed beyond the due date, the bank converts 

outstanding FCY bills into INR at TT selling rate. 
o Exporter must pay interest at Rupee Loan rates, which are typically higher. 

• Import Bills Crystallization: 
o If import bills remain unpaid after the due date, they are converted into INR 

at the bank’s TT selling rate + interest. 
o Importer’s liability increases due to exchange rate fluctuations. 

Strategies to Avoid Crystallization 

• Timely Payment Management: 
o Ensure buyers pay on time to avoid forced conversion of export bills. 
o Use bill discounting or factoring for faster realization. 

• Forward Contracts & Hedging: 
o Lock in exchange rates to prevent adverse forex movement. 
o Use options or cross-currency swaps to manage currency risk. 

• Loan Restructuring: 
o Request an extension from the bank before the crystallization date. 
o Convert the outstanding amount into a term loan at lower rates if possible. 

 
Conclusion 

Exporters and importers can optimize their trade finance operations by: 

1. Choosing the right finance instrument (RPC, PCFC, or Bill Discounting) based 
on cost advantages. 

2. Ensuring timely liquidation of loans through export proceeds or alternate 
financing. 

3. Avoiding crystallization of overdue bills through proactive forex and cash flow 
management. 
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X. Factoring & Forfaiting in Trade Finance 

Factoring and forfaiting are two financing methods that help businesses improve cash flow 
by converting receivables into immediate funds. While both involve selling receivables, 
they differ in terms of tenure, risk, and structure. 

 

1. Factoring 

What is Factoring? 

Factoring is a short-term financing method where an exporter sells its accounts 
receivable (invoices) to a factor (bank/NBFC) at a discount, receiving immediate cash. 
The factor collects payment from the buyer later. 

Types of Factoring 

1. Recourse Factoring: 
o The exporter is liable if the buyer fails to pay. 
o Lower cost due to shared risk. 

2. Non-recourse Factoring: 
o The factor bears the risk of non-payment. 
o Higher fees due to increased risk. 

3. Domestic & International Factoring: 
o Domestic Factoring: Both parties are in the same country. 
o International Factoring: Used for export receivables. 

4. Reverse Factoring: 
o Buyer arranges for factoring, ensuring supplier payments. 

Process of Factoring 

1. The exporter sells goods to the buyer on credit. 
2. The exporter submits the invoice to the factor. 
3. The factor advances 80%-90% of the invoice value upfront. 
4. The buyer pays the factor on the due date. 
5. The factor releases the remaining balance, deducting fees. 

Advantages of Factoring 

✅ Immediate cash flow improvement. 

✅ No need for collateral. 

✅ Reduces credit collection burden. 

✅ Helps manage working capital efficiently. 
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Disadvantages of Factoring 

❌ Higher cost than traditional bank loans. 

❌ Possible impact on customer relationships. 

❌ Not suitable for long-term credit transactions. 

 

2. Forfaiting 

What is Forfaiting? 

Forfaiting is a long-term financing method where an exporter sells export receivables 
(promissory notes or bills of exchange) to a forfaiter (bank/NBFC) without recourse, 
meaning the forfaiter assumes the full risk. 

Key Features of Forfaiting 

• Used for capital goods, machinery, large exports with extended credit periods (1-
5 years). 

• Transaction is backed by a guarantee (Letter of Credit or Bank Guarantee). 
• 100% financing is provided, unlike factoring, which offers 80-90%. 
• Eliminates credit risk and exchange rate risk. 

Process of Forfaiting 

1. The exporter sells goods to an overseas buyer on credit. 
2. The buyer issues a promissory note or bill of exchange, usually guaranteed by a 

bank. 
3. The exporter sells these receivables to a forfaiter at a discount. 
4. The forfaiter collects payment from the buyer at maturity. 

Advantages of Forfaiting 

✅ 100% financing, no recourse to the exporter. 

✅ Eliminates credit, political, and forex risk. 

✅ Suitable for high-value, long-term transactions. 

Disadvantages of Forfaiting 

❌ Higher financing cost due to risk transfer. 

❌ Only applicable for capital goods or long-term exports. 
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Key Differences Between Factoring & Forfaiting 

Aspect Factoring Forfaiting 

Tenure Short-term (30-180 days) Long-term (1-5 years) 

Type of 
Receivables 

Open account invoices Bills of exchange/promissory notes 

Risk Transfer With or without recourse 
Without recourse (forfaiter bears full 
risk) 

Financing Amount 80-90% of invoice value 100% of receivables 

Collateral Not required Bank guarantee or LC required 

Usage 
Small & medium 
exporters 

High-value, capital goods exports 

 

Conclusion 

• Factoring is best for short-term working capital needs, improving liquidity for 
exporters dealing with frequent small shipments. 

• Forfaiting is ideal for long-term, high-value exports, as it provides risk-free 
financing with 100% fund realization. 

 

 

 

XI. Trade Credit Insurance: ECGC, Policies & Impact of Sanctions and 
War on International Trade 

Trade credit insurance is a crucial risk management tool that protects exporters from 
buyer defaults, insolvency, or political risks. In India, the Export Credit Guarantee 
Corporation (ECGC) plays a vital role in providing credit risk protection and boosting 
export confidence. 

 

1. Role of ECGC in Trade Credit Insurance 

What is ECGC? 

The Export Credit Guarantee Corporation of India (ECGC) is a government-owned 
institution that provides export credit insurance to Indian exporters and banks against 
payment risks. 
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Key Functions of ECGC 

✅ Covers commercial & political risks: Protects against buyer insolvency, protracted 
default, currency restrictions, and war risks. 

✅ Facilitates bank financing: Banks provide easier credit to exporters backed by ECGC 
coverage. 

✅ Encourages international trade: Enhances exporter confidence by reducing financial 
risks. 

✅ Provides risk assessment: ECGC evaluates buyer creditworthiness and country risks. 

 

2. ECGC Policies & Coverage 

A. Policies for Exporters 

1. Standard Policies (SCR, SB, WT-EC, etc.) 
o Cover small, medium, and large exporters against commercial and political 

risks. 
o Suitable for short-term exports (up to 180 days). 

2. Specific Shipment Policies 
o Protects single contracts/shipments. 
o Useful for exporters dealing with new buyers or high-risk regions. 

3. Consignment Export Policies 
o Protects goods sent on a consignment basis. 

B. Policies for Banks 

1. Export Credit Insurance for Banks (ECIB) 
o Protects banks financing exporters from non-repayment risks. 

2. Pre-shipment & Post-shipment Credit Guarantees 
o Covers working capital loans granted to exporters. 

C. Political & Commercial Risks Covered 

• Commercial Risks: Buyer insolvency, protracted default, refusal to accept goods. 
• Political Risks: War, revolution, import bans, foreign exchange restrictions, 

payment embargoes. 

Exclusions 

❌ Exchange rate fluctuations. 

❌ Buyer disputes (quality issues, contract disagreements). 

❌ Risks already covered under LC (Letter of Credit). 
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3. Impact of Sanctions & War on International Trade 

A. Economic Sanctions & Their Effects 

Sanctions are trade restrictions imposed by countries or international bodies (e.g., UN, 
EU, US) to penalize specific nations. 

🔴 Types of Sanctions: 

• Trade Sanctions: Banning exports/imports with certain countries (e.g., US 
sanctions on Iran, Russia). 

• Financial Sanctions: Freezing assets or restricting financial transactions. 
• Technology Sanctions: Limiting access to critical technology (e.g., US chip export 

bans on China). 

🔴 Impact on Trade: 

• Export Restrictions: Indian exporters face difficulties selling to sanctioned 
markets. 

• Payment Risks: Banks may refuse transactions linked to sanctioned entities. 
• Higher Insurance Costs: ECGC may increase premium rates for high-risk regions. 
• Supply Chain Disruptions: Sanctions can lead to raw material shortages. 

B. War & Its Effects on Trade 

Wars and geopolitical conflicts (e.g., Russia-Ukraine war, Middle East tensions) 
significantly affect international trade. 

🔴 Major Impacts: 

1. Logistics Disruptions: 
o Blocked shipping routes (e.g., Red Sea attacks on cargo ships). 
o Increased freight costs due to higher insurance premiums. 

2. Currency & Forex Volatility: 
o War leads to depreciation of affected countries’ currencies. 
o Forex risk increases for exporters/importers. 

3. Payment Delays & Defaults: 
o War-hit economies face banking restrictions, delaying payments. 
o ECGC may delay claim settlements for disputed war-related defaults. 

4. Commodity Price Inflation: 
o Oil, gas, and food prices rise due to supply disruptions. 
o Exporters in price-sensitive sectors (steel, agriculture) face pricing 

challenges. 
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C. ECGC’s Role During Sanctions & War 

🔹 Higher Risk Premiums: ECGC increases policy rates for conflict zones. 

🔹 Selective Coverage: May exclude high-risk countries or specific industries. 

🔹 Revised Credit Limits: Lower coverage for unstable buyers. 

🔹 Political Risk Claims: Pays exporters for losses due to war or sanctions (if covered). 

 

4. How Exporters Can Manage Risks? 

✅ Diversify Markets: Avoid overdependence on high-risk countries. 

✅ Use ECGC Cover: Ensure shipments are insured against political risks. 

✅ Hedge Forex Risks: Use forward contracts to protect against currency fluctuations. 

✅ Verify Buyers’ Creditworthiness: Conduct due diligence on buyers in 
sanctioned/war-affected regions. 

✅ Stay Updated on Sanctions: Monitor OFAC (US), EU, and UN sanction lists. 

 

Conclusion 

ECGC plays a vital role in mitigating export risks through its credit insurance policies. 
However, sanctions and wars can severely impact trade, increasing financial uncertainty. 
Exporters must adopt risk management strategies like insurance, diversification, and 
hedging to protect their businesses. 

 

 

 

 

XII. Costing & Pricing in International Trade: Cost Sheet with Incoterms 

Costing and pricing in export trade are crucial for profitability, competitiveness, and risk 
management. A well-structured cost sheet helps exporters determine the right pricing 
strategy while incorporating Incoterms (International Commercial Terms), which define 
the responsibilities of buyers and sellers in trade transactions. 

 

1. Key Components of Export Costing & Pricing 
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🔹 Direct Costs: 

• Product cost: Raw materials, labor, manufacturing costs. 
• Packaging: Primary (for protection) & secondary (for branding). 
• Freight & Insurance: Varies based on Incoterms. 

🔹 Indirect Costs: 

• Marketing expenses (branding, advertising). 
• Overheads (administration, warehousing). 
• Bank charges (LC, bank commissions). 

🔹 Profit Margin: 

• Percentage added over total cost to ensure profitability. 

🔹 Export Incentives & Duties: 

• Government incentives (duty drawback, MEIS, RoDTEP in India). 
• Customs duties, taxes applicable in the destination country. 

 

2. Sample Export Cost Sheet with Incoterms 

Cost Components 
Amount 

(INR/USD) 
Remarks 

Product Cost (Ex-Factory) 10,000 
Includes raw material, labor, 
production cost 

Packing Charges 500 Primary + Secondary packing 

Inland Freight 1,000 
Transportation from factory to port 
(For FCA, FOB, etc.) 

Export Clearance (Customs, 
Documentation) 

500 
Customs duty (if applicable), 
documentation fees 

Loading Charges (Port 
Handling) 

700 THC, container stuffing, port labor 

Ocean/Air Freight 2,500 
Only applicable for CFR, CIF, CPT, 
CIP 

Insurance (Cargo Insurance) 300 
Mandatory for CIF, CIP, optional for 
others 

Bank Charges (LC, Transaction 
Fees) 

200 
Bank commission, LC fees, exchange 
rate differences 

Export Duty/Taxes (If Any) 0 Varies by country 
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Cost Components 
Amount 

(INR/USD) 
Remarks 

Total Cost (CIF Price) 15,700 Cost till the destination port 

Profit Margin (15%) 2,355 Pricing strategy 

Final Selling Price (CIF) 18,055 Exporter’s Quote 

👉 Adjust costs based on Incoterms to determine final pricing for different trade 
conditions. 

 

3. Incoterms & Their Impact on Costing 

Incoterms determine the seller’s and buyer’s responsibilities for cost, risk, and logistics. 

Incoterm 
Who Bears Cost? 
(Seller/Buyer) 

Key Cost Implications 

EXW (Ex-Works) Buyer 
Seller incurs minimal cost, pricing is 
lowest 

FCA (Free Carrier) Buyer 
Seller delivers to the carrier, inland 
transport added 

FOB (Free On Board) Buyer 
Seller covers export clearance & 
loading costs 

CFR (Cost & Freight) Seller 
Seller arranges & pays for ocean 
freight 

CIF (Cost, Insurance & 
Freight) 

Seller Seller pays for freight + insurance 

DAP (Delivered at 
Place) 

Seller 
Seller bears almost all costs except 
import duty 

DDP (Delivered Duty 
Paid) 

Seller 
Seller covers everything, including 
import duties 

📌 Choosing the right Incoterm impacts pricing, risk, and competitiveness! 

 

4. Pricing Strategies in Export Business 

A. Cost-Plus Pricing 

✔ Selling price = Total cost + Fixed profit margin. 

✔ Best for stable markets. 



 

Page 38 of 40 
 

B. Competitive Pricing 

✔ Based on competitor prices in the target market. 

✔ Useful in price-sensitive industries (textiles, commodities). 

C. Value-Based Pricing 

✔ Price determined by perceived value rather than cost. 

✔ Used for premium/luxury products. 

D. Penetration Pricing 

✔ Low initial pricing to enter a new market. 

✔ Useful for first-time exporters. 

 

5. Conclusion 

✅ A well-structured cost sheet helps exporters determine the most profitable 
pricing. 

✅ Incoterms impact logistics, cost distribution, and risk exposure. 

✅ Exporters must balance cost, competition, and risk to set optimal prices. 

 

 

 

XIII. Hedge Accounting & Risk Management 

A. What is Hedge Accounting? 

Hedge accounting is a method of reducing financial statement volatility by linking 
derivatives (like forwards, options, swaps) with underlying assets/liabilities. It helps 
businesses in: 

✅ Managing foreign exchange risk (currency hedging). 

✅ Mitigating interest rate risks (interest rate swaps). 

✅ Reducing commodity price risks (futures, options). 

B. Types of Hedges in Accounting 

1. Fair Value Hedge 
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o Used when a company hedges against changes in the fair value of an 
asset/liability. 

o Example: Hedging a fixed-rate loan using an interest rate swap. 
2. Cash Flow Hedge 

o Protects against fluctuations in future cash flows due to currency or price 
movements. 

o Example: Exporter hedging future USD receivables using forward contracts. 
3. Net Investment Hedge 

o Used for foreign subsidiaries to protect against currency translation risk. 
o Example: An Indian company investing in a US subsidiary hedging against 

USD-INR depreciation. 

C. Hedge Accounting under Ind AS & IFRS 9 

🔹 Documentation Required: 

• Nature of the hedge relationship. 
• Risk being hedged (FX risk, interest rate risk, etc.). 
• Effectiveness of the hedge (80%-125% correlation). 

🔹 Mark-to-Market (MTM) Adjustments: 
• Derivatives must be fair valued regularly, with gains/losses adjusted in financial 

statements. 

 
3. Hedge Accounting Example – Forex Risk 

Scenario: 

📌 An Indian exporter has a $100,000 receivable due in 3 months and fears INR 
appreciation (reducing revenue in INR). 

📌 The exporter enters a forward contract to lock the USD-INR rate at ₹83/USD. 

📌 If INR appreciates to ₹80/USD, the exporter would have lost money. However, the 
hedge compensates for this loss. 

Accounting Entries 

Date Transaction Entry in Books 

T-Day Entered into forward contract No entry, only disclosure 

Month-End MTM gain/loss on hedge Dr/Cr: Hedge Reserve A/c 

Settlement Day Actual forex gain/loss recognized Adjusted in P&L A/c 
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🚀 Hedge accounting ensures smooth financial reporting by reducing income 
volatility. 

 

4. Conclusion 

✅ Accounting standards (Ind AS, IFRS) ensure transparency & consistency. 

✅ Hedge accounting helps businesses manage financial risks effectively. 

✅ Proper documentation & compliance are crucial for hedge accounting. 

 

 

 

                                             


