Documentary L/C
International trade is associated with various kind of risks: commercial risk, political risk, default risk, transport risk, legal risk etc. These risks must be carefully considered before signing an International contract. 

One of the most effective means of protecting your business is a Documentary letter of credit. This is a written irrevocable undertaking given by a bank on behalf of the importer to pay the exporter the value of goods or service against presentation of the documents within a specified period of time confirming that all the terms of the credit are met. Documentary Letter of credits are ruled and governed by the standards introduced by the International Chamber of Commerce. 

Reasons for entering into Documentary Credit Transaction:

Exporter must ensure that they are paid for the goods and/or services they provide to their contractors. Importers on other side must be certain that they pay for the goods and/or services they require. 

Documentary letter of credit gives assurance to an exporter of a guaranteed payment for the delivered goods and /or services, provided the terms and conditions of the credit are complied with. The bank acts as a guarantor of payment to an exporter, which eliminates the risk of partners inability to meet the contractual obligation. 

An importer is guaranteed that the payment is made only after fulfillment of the contractual obligation from the contractor's side and that he receives goods and/or services agreed under the contract. An exporter presents documents to a paying bank confirming that he has fulfilled his contractual obligation. 

Process of opening an import letter of credit: 

1) Signing an International contract with seller:

1. The bank issues an Import letter of credit upon Importer's request in favor of an exporter and undertakes to pay the amount of credit against the documents specified in the credit. 

2. An importer acts on the basis of a contract signed with an seller (exporter) of goods and/or services. 

To avoid any complications and disputes later it's important to have a written contract to define the rights and obligations for the parties involved. It is recommended to include the following details: Description of goods - type, quantity, price and currency, delivery date, payment date and terms, requirements to quality of the goods, shipment terms and conditions, insurance requirement, documentary requirement, etc.

2) Submit application form:

A letter of credit is issued on the basis of a application for Letter of Credit properly submitted by a client.


3) Provide with Letter of Credit cover:

The applicant should provide the Letter of Credit cover and deposit 100% of Letter of Credit amount on the special account opened in the bank, where the funds will be block till the closing of Letter of Credit.. If the source of Letter of Credit cover is to be a bank credit, Letter of Credit will be issued only after receiving an approval from the credit committee. 

4) Issue of L/C:

Letter of Credit is issued after presentation of the following documents:

· Completed and duly signed Letter of Credit Application form submitted by the client. 

· Signed contract on a letter of credit with the bank. 

· Payment order to transfer cash collateral from customers current account to Letter of Credit cover account 

Letter of Credit is issued and advised to beneficiary through advising or confirming bank using the most convenient means: SWIFT, TELEX or post. 
Time required to deliver the Letter of Credit to beneficiary is 1 to 5 days (depends on the means of communication, confirmation request and etc)

5) Implementation of L/C:

After receipt of an advice on an Letter of Credit a seller (exporter) checks the terms of the credit. If the conditions of the credit comply with the pre-agreement terms, exporter starts shipping of goods. Exporter submits shipping and other documents stipulated in the documentary credit and presents them to the paying bank. The bank examines the documents and if they comply with the terms of the credit makes payment to the beneficiary. The bank obtains reimbursement of the settled amount plus all applicable charges and commissions from the importer. Importer forwards documents to the carrier for delivery of the goods. 

Process of conducting an Export letter of credit: 

1. In the case of Export Letter of Credit at the request of an issuing bank the Bank acts as an advising bank, confirming bank, nominated bank. 

2. The bank receives an advice from another bank about the opening of a Documentary Credit. 

3. The Bank informs a client about the receipt of Letter of Credit in writing and send a copy of Letter of Credit. 

4. A client checks terms and conditions of Letter of Credit to make sure that they correspond to conditions set forth in the contract. 

5. If a client does not agree with the Letter of Credit terms and conditions he should promptly advise the Bank and the business partner to make relevant changes. 

6. If a client is satisfied with the Letter of Credit terms he makes shipment and submits the documents required by the Bank in due time. 

7. The Bank will check the documents to verify if they certify that the goods have been dispatched according to the Letter of Credit terms. 

8. If the documents are in order the bank either makes payments against documents, if acting as a confirming bank, or sends the documents including the covering letter to the bank that issued the Letter of Credit for final settlement. 

9. In a short time the Bank’s correspondent account is credited for the amount specified in the Letter of Credit, and the Bank credits an adequate amount to the account of the receiver of Letter of Credit. 

10. The Bank charges the clients account with applicable commissions and fees according to the price list. 
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