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How does trade credit insurance work?    
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You grant credit payment terms to your customers every day. And because it's a standard way of doing 

business, you may need to consider the risk you are taking. 

 

You have probably asked yourself: What happens if a customer does not pay, if a company closes down, 

or if a government suddenly prohibits the transfer of payments or declares a devaluation? 

You may never have experienced any of these situations, but the fact is that unpaid invoices cause 25% 

of bankruptcies. 

 

It would be appropriate to ask the following question: What percentage of my total assets do unpaid 

invoices represent and deserve to be protected?  

 

DO YOU KNOW ABOUT THE IMPACT OF AN UNPAID INVOICE? 

 

An unpaid invoice has a significant impact on a company's cash flow. To give a simple example: If you 

have a profit margin of 10%, you would have to sell ten times an invoice of that amount to compensate 

for the unpaid invoice. That means if the invoice is 100,-€, with a profit of 10,-€. If that invoice is unpaid, 

you would have to sell ten times invoices for a similar amount so that, with the profit of those ten invoices, 

you could compensate the loss due to the non-payment of the initial one (10 new invoices, with a profit of 

10,-€, would add up to 100,-€ to compensate the unpaid invoice). 

 

Therefore, an unpaid invoice, depending on their profit, causes a financial loss for which, in order to be 

compensated, the turnover has to be increased in the same proportion as your profit margin. 

 

Perhaps the time has come to think about a solution to prevent the risk of non-payment. 

 

There are insurance companies specialized in default risk prevention, with innovative solutions for 

commercial risk, that will know how to protect you from potential defaults that may already be putting your 

business liquidity at risk.  

 

Its coverages are wide-ranging, with a short indemnity term. They help you to make credit decisions, 

making liquidity possible for your company, financing, or, to be more precise, indemnifying your invoices, 

while they claim the non-payments from your customers.  

 

Thanks to their advanced online platforms, you will have unified and available information whenever you 

need it. You will always be able to manage your policies and all the information about your insured clients. 

You will know in real-time the classification and updates in your risk limits and will be alerted in case of 

changes in your solvency. 

 

You will always have your specialized advisor nearby and know that your portfolio is controlled. 
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WHAT IS RISK INSURANCE, ALSO KNOWN AS CREDIT INSURANCE, AND HOW DOES IT 

WORK? 

 

You can insure and protect your company against payment defaults by guaranteeing collection and 

providing assistance to prevent significant financial damages.  

 

Credit insurance guarantees the policyholder the payment of debts owed to him. Therefore the collection 

of the debts is guaranteed in his favor, in the event of default of payment due to the insolvency of his 

debtors. 

 

In particular, it covers the risk of non-payment in commercial credit operations between companies. 

This tool is very effective for companies, as it provides them with a competitive advantage, as it is a 

financial instrument of protection and peace of mind that is essential for the stability and profitability of a 

business. 

 

It is also known as a sales tool, as its objective is to increase turnover in a safe and certain way, helping 

to decide whether to sell on credit to a company or not, as the insurance company will advise you, 

indicating whether you can sell freely (and in the event of non-payment, the insurance company will 

compensate you) or if that client does not have an adequate financial structure to face credit or is already 

defaulting on others, and it is better not to sell to him. 

 

It is a financial instrument that protects against the risk of non-payment and insolvency in a commercial 

operation, as it is the mechanism that offers the most guarantees after advance payment or bank 

guarantees, since in the event of unforeseen or unforeseeable circumstances, it would cover the 

insolvency and default of certain customers, acting as a commercial tool, and as mentioned above, 

helping to consolidate and increase the company's turnover, thus boosting business growth. 

 

There are different types of credit insurance, which will adapt to your needs, with policies with 

personalized coverage and adapted to the peculiarities of each of your companies, as the coverage needs 

are different for each company. For example, a Small and Medium-sized company (SME) does not look 

for the same solution as a large company; therefore, there are different types of default insurance. Each 

company is different; therefore, the insurance product to be contracted should also be different, depending 

on the risk of non-payment by its customers. 

 

➢ Domestic or national credit insurance, which offers coverage at the domestic level, protecting 

credit sales that take place in the domestic market. 

 

➢ Export or international credit insurance, which offers international coverage for commercial 

transactions. 

 

In order to know which policy best adapts to the needs of your company, it is essential to carry out a prior 

exhaustive study of both the market and the company to determine the existing risks, and with all the 
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information provided by this prior study, your company can proceed to contract the cover that best adapts 

to each of the risks that have been detected. 

 

The variety of risk insurance companies on the market is not very wide, but the companies that exist and 

that do this type of insurance are specialized companies and will be happy to help you carry out this study, 

and then you can decide which of them to stay with and have your personalized insurance, considering 

important sales volumes to new clients with less reluctance or enter new markets assuming a minimum 

risk. 

The traditional policy is the one that is aimed at most companies. It covers all of the company's domestic 

and international credit sales. 

It can be extended with political risk coverage to insure countries with internal conflicts.  

 

The insurance company is in charge of classifying the insured's client portfolio and managing the recovery 

of claims. Hence, the company's responsibility is from the beginning, and it also requires ensuring all 

credit sales, which you will have to present to them on a monthly basis. 

 

In terms of guarantees, depending on the insurance company you choose, it can offer you a cover of 

between 85% and 95% of the amount of the unpaid invoice by your customer. 

Their payment method is usually by indemnifying between 2 and 6 months from the time you present the 

claim.  

Some companies stand out in the adaptation of the policy to the special characteristics of each client by 

means of supplements to the contract. 

 

If your company has a turnover of more than 600.000€, maybe it is time to consider insuring yourself 

against non-payments, which unfortunately are increasing daily. It doesn't matter in which sector you 

operate. You are sure to find the right insurance for your company. 

 

It is important to stay within the maximum level of cover assigned to each customer, i.e., your limit (or sell 

on credit to an uninsured customer). It may happen that, because of a good relationship with a client, you 

sell on credit to him above the maximum. If he does not pay you (for example, because he, in turn, suffers 

another default), you may be left without cover for the amount exceeding the limit. 

 

It is advisable to ask for several offers from the various insurance companies on the market, which you 

can find on the Internet, or to consult a specialized insurance broker because the cost of insurance 

depends on several factors (sector of activity, turnover, type of customers, average payment terms, etc.).  

Make a comparison. Generally, the premium is a percentage (e.g., 0.20%) of the sales forecast for the 

year. Insurers usually guarantee a minimum premium. The cost may be increased by the costs of 

customer research and classification. 

 

If you have any further questions about how trade credit insurance works, please don't hesitate to get in touch 

with us at sales@bdp-mc.com. Our bdp Mechanical Components team is happy to provide you with advice 

and assistance. 



 

 

 

 

 

Page 5 from 8 
 

 

Paloma Alcaide 

Executive Secretary and Assistant of Mechanical Components España bdp S.L. 

 

Mrs. Alcaide started her career at bdp MC in the casting and forging division 22 years ago as an executive 

secretary and assistant at bdp MC. She grew up in Germany with German and Spanish as her mother 

tongue. She is responsible for customer service, accounting, and all other administrative work. 

 

About bdp Mechanical Components 

Founded in 1982, today's bdp Mechanical Components is headquartered in Berlin and has 14 other offices 

in Germany, China, Poland, Spain, Bulgaria, and Switzerland. bdp Mechanical Components is a 

specialized provider in the field of international sourcing of castings and forgings for customers who do 

not have a detailed overview of the most suitable suppliers for their products, especially in Asia (China), 

Turkey and Eastern Europe. And of course, also for customers who cannot accompany corresponding 

project start-ups closely on site with the suppliers and monitor the ongoing production. 

 

For more professional advice, please follow us on WeChat: public number bdp-Group-1992, or scan the 

QR code below to follow us. 

 

 

 

All rights to this text belong to bdp Mechanical Components Deutschland GmbH. Written permission from 

bdp MC is required for reproduction or distribution in public. Thank you for your cooperation. 
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Headquarter 

 

Berlin 

bdp Mechanical Components Deutschland GmbH 

Danziger Straße 64 

10435 Berlin 

Postal code: 10435 

Tel.: +49 (0) 30 4433 610 

Fax: +49 (0) 30 4433 6154 

info@bdp-mc.com 

www.bdp-mc.com 

 

Sourcing center 

 

Shanghai 

bdp Mechanical Components (Shanghai) Co., Ltd. 

Room 759, Building 3, German Center, No. 88 Keyuan Rd. Pudong, Shanghai, China 

Postal code: 201203 

Tel.: +86 (0) 21 6878 0138 

Fax: +86 (0) 21 6878 2638 

purchase@bdp-mc.com 

www.bdp-mc.com 

 

Qingdao 

bdp Mechanical Components (Shanghai) Co., Ltd., Qingdao 

Room 27A, 27th Floor, Building C. JINDU Garden. No.37 Donghai West Road, Qingdao, China 

Postal code: 266071 

Tel.: 86 (0) 532 - 6675 9663 

quality@bdp-mc.com 

www.bdp-mc.com 

 

Tianjin 

bdp Mechanical Components (Shanghai) Co., Ltd., Tianjin 

Room K, 20th Floor, Teda Building No. 256 Jiefang South Road, Hexi District, Tianjin, China 

Postal code: 300042 

Tel.: +86 (0) 22 – 5995 9243 

Fax: +86 (0) 22 – 5995 9243 805 

info@bdp-mc.com 

www.bdp-mc.com 
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Warsaw 

bdp Mechanical Components Warsaw 

Ul. Klarysewska 50 

02-926 Warszawa 

Tel: +48 (0) 513 0305 06 

purchase@bdp-mc.com 

www.bdp-mc.com 

 

Sofia 

bdp Mechanical Components Bulgaria 

Bratja Miladinovi Str. 16, floor 2, office 3 

1301 Sofia, Bulgaria 

Tel: +35988 7318 134 

purchase@bdp-mc.com 

www.bdp-mc.com 

 

Sales team 

 

Hamburg 

bdp Mechanical Components Hamburg 

Haus am Hafen, Steinhöft 5-7 

20459 Hamburg 

Tel: +49 (0) 40 3099 360 

Fax: +49 (0) 40 3099 3660 

sales@bdp-mc.com 

www.bdp-mc.com 

 

Frankfurt 

bdp Mechanical Components Frankfurt 

Frankfurter Landstraße 2-4 

61440 Oberursel 

Tel: +49 (0) 6171 5868 805 

sales@bdp-mc.com 

www.bdp-mc.com 
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Marbella 

Mechanical Components España bdp, S.L. 

Urb. Marbella Hill Village, Casa 6 Sur 

29602 Marbella/Málaga, España 

Tel: +34 (0) 952 7663 00/01 

Fax: +34 (0) 952 7663 02 

sales@bdp-mc.com 

www.bdp-mc.com 

 

Zürich 

bdp Mechanical Components Switzerland 

Stockerstraße 41 

CH-8002 Zürich 

Tel: +41 (0) 58 4007 070 

sales@bdp-mc.com 

www.bdp-mc.com 

 

http://www.bdp-mc.com/
http://www.bdp-mc.com/

