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Dear Priends:

This year is noteworthy for
Szabo Associates, Inc. because it
marks our 25th year in business.
As we celebrate our longevity, we
also celebrate our continued
growth. (Our recent office expan-
sion brings us to 10,000 sq. fi. o
accommodate our growing staff)
We look forward with enthusiasm
to our next quarter of 2 century
and thank all of our friends and
clients who have contributed o
our success over these many years.

On our spring Szabo calendar
arc the National Association of
Broadcasters Convention in Las
Vegas, Nevada, April 15th
through 18th; the Broadceast
Cable Financial Management
Association Convention in
Orlando, Florida, May 19th
through 22nd; and the Cable
Advertising Bureau Convention
in Atlanta, Georgia, June 23rd
through 25th. See v'all then!

Best wishes for a great spring
sCason,

e

Pete Szabo, President
Szabo Associares, Inc.

Intematiﬂnal Business—Part 2

Evaluating Customer and Legal Issues

In our last issue, we talked
about the importance of evaluat-
ing the creditworthiness of a
potential foreign customer's
courlry prior to evaluating the
risk associated with the individual
customer. Only if the country risk
it deemed acceptable should you
begin evaluating customer risk.
Additionally, always consider cus-
tomer risk in Hght of country risk
when determining credit terms.
For example, you might choose 1o
deny open account tenms o a
creditworthy customer with a high
degree of country risk,

CUSTOMER RISK

Evaluating foreign customer risk
involves cssentially the same
process as in the domestic mar-
ketplace. A sound credit decision
must be based on gathering and
analyzing factual and timely infor-
mation {payment history, credit
repons) on the customer. The
process is carried out simply for
the purpose of determining
whether or not a foreign customer
is acting in good faith and is not
overestimating its ahility to pay.

In both the domestic and inter-
national marketplace, credit man-
agers should determine customer
risk by carefully considering basic
facts regarding what are common-
ly called the “Four Cs of Credit™:
character (reputation for honesty
and willingness to pay on time);
capacity (ability to conduct busi-

ness successfully and level of
automation); capital (as deter-
mined, if possible, by consoli-
dated year-end nancial state-
ments for the last three years,
prepared by an outside CPA or
reputable accounting firm); and
conditions (external factors,
such as hurricanes or competi-
tion, unrelated 1o other credit
ISSLICS].

Getting credit and financial
information on forcign cus-
tomers can take several weeks.
The sales department should
inform the credit manager of a
prospective foreign customer as
soomn as possible, even il the
salesperson is doing only some
preliminary investigating of
potential customers in certain
countries. Ample lead dme not
only can reduce the chance of
an unwise credit decision but
also can prevent the salesperson
from wasting time pursuing a
potential customer who is not
creditworthy or whose country
is considered a high risk from a
credit point of view,

Sometimes the sources of
information on foreign cus-
tomers are limited or unreliable,
In such cases, trust, logic, com-
mon sense, and good judg-
ment—which should always be
important elements in the evalu-
atlon process of any customer—
assume an cven greater role.

—crwttinned on page 2
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International
Business

—comtirsed from page 1

NAVIGATING THE
LEGAL WATERS

For those of us doing busi-
ness internationally, the law
assumes relevance when the
deal “goes south.” By paying
attention 1o legal and regulatory
miitters at the outset, however,
you can avoid roublesome and
costly problems later.

There are two types of legal
issues affecting international
credit management.  Pripate
faw deals with reladonships
between parties to individual
agreements. The rules of pri-
viite lvw (the law of contract,
for example) define the nature
and consequences of business
dealings and fill in the gaps in
agreements, Public law deals
with governmental regulations
put in plice for the public inter-
est. lis rules direct and Hmit
what the partics can do and
how they can do it. Because
these private and public laws
help define rights, duties and
responsibilities as well as sanc-
tions, compensation and penal-
ties, the credit manager should
consider them valuable in eval-
uating risk.

Private Law Issues. All legal
systems accept the principles
that parties are free wo agree on
what constitutes the deal and
that they are then obliged o
perform as agreed upon.
Systems vary, however, in the
ways they gualily and restrict
these principles. For example,
a party may be disburdened of
the obligation to perform by an
act of “force majeure” (war, nat-
ural disaster, economic
upheaval), which makes perfor-
mance impossible.

International business and

finance have developed many
uniform instruments and prac-
tices that have global relevance,
such as letters of credit, first
demand guarantees, and syndicat-
ed loans. The legal acceptance of
these instruments rely heavily on
general principles of the law of
contracts and obligations, and
such deals are usually condocted
according to widely accepted
standard ground rules of the
industry.

Associations representing busi-
necss interests frequently draft
rules and contract lorms for
transactions, some of which gain
industry-wide acceplance interna-
tionally. Since these provisions
are drawn up by private bodies
with no legislative power, they
hind the parties o individual
deals only if the parties agree to
apply them, usually by specific
reference in the contract.

Still, no comprehensive trans-
national business law, accepied
on a uniform basis throughout
the world, exists. Additonally, no
international business courts to
hear disputes between businesses
exist either, Contracts involving
more thian one country are usu-
ally subject o national {munici-
pal) Lwws, and disputes are heard
by natonal or local judges unless
the parties agree to @ private arbi-
tration procedure.

To complicate matters further,
an international contract may be
governed by one of several differ-
ent laws—the law of the country
in which one of the parties is
cstablished, a legal system desig-
natedd in the agreement, an inter-
governmental convention, or a
mixture of all of these—ithe
choice of which can have a signifi-
cint impact on the rights aned
responsibilities of the parties
involved.

Each country has its own rules
to determine whose law applics
tor an international contract il a
dispute occurs and the contract
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does not address the problem.
These are called “conilict of law
rules”™ or “private intcrnational
law™ The Latter is @ bin of 3 mis-
nomer since the legal miles
used to choose the law and the
law chosen are generally both
national laws. Only the dispute
is international. The wend is o
apply the law of the country to
which the agreement 18 most
closely ticd—often the place
where the contract has to be
carried out.

50 ... when the parties, who
are established in ar least rwo
different countries, start argu-
Ing and cannot settle their dif-
ferences, who will hear their
case? This is a different issue
from that of deciding whose law
is applicable. A cournt that
decides it has jurisdiction to
hear an international case may
apply a foreign law, and the
country whose law is applicable
may not be the right one in
which to judge the dispute.

While the approach varics
among countries, in general a
court will agree to hear a dis-
pute involving parties in differ-
ent countries if it decides it has
jurisdiction over the parties or
the issue. The problem might
be avoided altogether, however,
if ime their contract the partics
agree on whose court will hear
the case should a dispute occur,

An alternative w national
courts is arbitration. Ordinarily
this is accomplished by includ-
ing a peneral arbitration clause
in the original contract. The
parties can agree to arbitration
when the problem arises, but
the chance for any kind of
agreement ar that point is
diminished. Arbitration can be
ad boc, in which the parties
directly appoint the arbitrator,
decide on procedural rules and
administrative procedures that
are o apply 1o the case, and
negotiate fees, The second




alternative is arbitration admin-
istered by a specialized institu-
tion with formal administrative
riles, Examples are the
International Chamber of
Commerce Court of Arbitration,
the London Court of
Internation:l Arbitration, the
American Arbitration
Association (AAAY) and the
International Centre lor the
Settlement of Investment
Disputes (1CS10) amached o
the World Bank.

Arbitrators apply legal princi-
ples to make their decisions.

In some cases they may lean
toward accepted International
business practice rather than
the strict confines of a particular
national system, and they tend
to emphasize the oblipations
inherent in contractual under-
takings. Generally, there is no
appeals system,

Litigation procecdings may be
used to recover a simple money
debt in cases where there 15 no
dispute regarding liability or
amount owed. For such situa-

tions, many courts offer accelerat-
ed procedures, which are likely 1o
be more expeditious and less
costly than arbitration.

Public Law Issues. A country's
views on the public interest can
limit a buyer's and seller’'s free-
dom o make a deal of their
choice. Examples are exchange
control regulations, anti-trust
rules, financial reporting require-
ments, and mxation law:

Insolvency is also a public law
issue, and procedures can vary
widely among countrics,
Proceedings under Chaprer 11 of
the U.5. bankruptcy statutes are a
prime example.

Another public law issue is sor-
eveign immunity, which prevents
private parties from suing a for-
elgn state without its consent and
fromm seizing its propery 1o satisly
an award. Courts and arbitrators
increasingly rule, however, that
sovereign immunity cannot be
pleaded by a state pany engaged
in commercial activites. A stale
muy wiive immunity in contract
by agrecing to submit disputes to
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a particular court or arbitration
system.  Even if a state or gov-
ernment agency is not granted
immunity from being sued,
however, it may still be able to
plead that certain of its assets
cannoi be seized to satisfy a
judgment against it. The LS.
Sovereign Immunities Act pro-
vides that assets can be seized
only if they were used for com-
mercial purposes and one of a
number of alternative condi-
Hons 15 met,

In Summary. Every company
thar does business internation-
ally should have a coherent policy
for its global credit operations,
and as a credit manager, you
should be able to answer “yes”
to the following quesions
regarding that policy: Do you
employ maximum use of inter-
nationally recognized rules and
conditions? Do your contracts
include a propery dralted arbi-
tration clause? Have you identi-
ficd all important legal and
regulatory issues io be covered
in the contract? Within the
policy’s general frmmewaork, do
you allow for Aexibility in appli-
cation to accommodate differ-
ENCES AmMOng countries?

Acknowledging that the enrire
international trading community
is based on elements of trust,
poodwill, and prudent judg-
ment, analyee carefully the
information available 1o you
regarding the customer and the
customer's country. Then ask
yoursell the following: s the
sale worthwhile in relation 1w
market plans, objectives, and
strategy? Do the rewards out-
weigh the risks in extending
credit to the foreign customer?
Will there be any rewards if the
risks are high? What is the
cosibenehit of the deal?

Doing business intermationally
can be an exciting foray into
profitable errtory. Proceed
carefully and enjoy the
adventure! +
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Why We Work the Way We Do
Our Collection Process

Clients sometimes ask us, why comes 1o collections, there's no Because of the way we're orga-
is it that we can get results after substitute for person-to-person nized, our representatives on the
they've spent weeks running into | discussion, Our people are trained | phone are supported by adminis-
a brick wall? and experenced in making maxi- trators with a wealth of know-

The answer is in the way our mum use of the telephone, We're how and experience. These are
people have learmned o work. experienced in avoiding confronta- | people who have overcome
Call it technique, Call it know- tions, except on those occasions almost every collection obstacle
howe Tt works. when a confrontation can deliver you can imagine, We also sup-

The truth is, most people dread | the payment. port our representatives with the
talking to their customers about That isn't casy 1o do, Our people | world's most complete database
overdue bills, Even other collec- have been selected for their intelli- on advertisers and agencies,
tion services dread the confront- | gence and personality, then thor- along with a comprehensive
tion and hassle, 5o what do they | oughly trined in diplomacy and Library Resource Center.
do? They send a form lener. In negatiation. They've been inten- 50 when you have an overdue
too many cases, that's a waste of sively trained in the media ficld account that seems impossible to
paper. No matter how threaten- they'll specialize in. By the time collect, don't give up. You may
ing it is, a letter is ridiculoushy they get on the phone with your be surprised what a Szabo repre-
easy to throw into a waste basket, | past-due client, they're ready to sentative can do, 4

We use the phooe call. When it take control of the conversation.
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