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,( ¢·v¹¾~ ÈĊ~ 

The Cash in Advance or Advance Payment method allows the buyer  
to pay cash in advance to the seller. Paying in advance gives the greatest  
protection for the seller and puts the risk on the buyer. Payment does not  
guarantee the shipment or delivery of the goods from the seller. Therefore, the  
buyer will rarely pay cash up front before receiving an assurance that the goods  
will be shipped and that the quality and quantity of the goods ordered will be  
delivered.  
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-( ¿wz xwÆ³ 

An open account transaction means that the goods are manufactured  

and delivered before payment is necessary (for example, payment could be due  
14, 30, or 60 following shipment or delivery). The method provides great  
flexibility and in many countries sales are likely to be made on an open-account  
basis if the manufacturer has been dealing with the buyer over a long period of  
time and has established a secure working relationship. 

 

 

www.worldbank.org  

 

 

 

 

http://www.worldbank.org/


.( ĂõĀú´ù 

With consignment sales, the seller does not receive payment until the  
importer sells or resells the goods. The product stays with the importer until all  
the terms of the sale have been satisfied. In the consigment method, the  
importer is called the consignee and he/she is responsible for paying for the  
goods when they are sold. Consignment sales are very risky and there is no  
control available to the exporter. Obtaining sales proceeds or return of the  
merchandise if it is not sold can be difficult. 
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/(  ć¹wþÅv ĈõĀÍÿ 

The Draft or Documentary collection method is employed when either the  
cash in advance method is not acceptable to the buyer, or the open account  
method is not acceptable to the seller. With the Draft or Documentary  
Collection Method, the seller or exporter ships the goods and draws a draft or  
bill of exchange on the buyer or importer through an intermediary bank. The  
draft is an unconditional order to make a payment in accordance with certain  
terms. The documents needed are specified before the title for the goods is  
transferred. 

 

 
www.worldbank.org  

 

 

 

 

 

 

http://www.worldbank.org/


0(  ć¹wþÅv ½w{¤Ýv#Ĉ£v¹½vÿ$ 

Definition:  
 

A Letter of Credit is a document issued by a bank at the buyerôs request 

in favor of the seller; it guarantees that the buyer will pay the agreed amount 
of money to the seller within a specified period of time, provided that the 
seller conforms to the product specifications and document requirements of 
the buyer. 

 

The Letter of Credit is a specialized, technical tool that is applied 
when paying for a shipment of goods or services from one party to 
another. 

 

 
 

 
 

 

 

 

 

 



 Ĉ£v½¹wÍ ć¹wþÅv ½w{¤Ýv 

 

WHAT IS AN EXPORT LETTER OF CREDIT? 

To give a brief and simple definition, an export letter of credit is part of the procedure 

of the main letter of credit which starts in corresponding banks (nominated or advising 

or confirming banks) as they receive the MT700 message from issuing bank. 

The procedure of the LC continues from then on according to the role accepted by the 

receiving of the MT700 message. 

As this part of the procedure of the main LC (MT700 message) deals with the 

beneficiary who is selling and mainly exporting the goods, from the point of view of 

these banks, the MT700 message is usually called EXPORT LETTER OF CREDIT. 

 

 

 

 

 

 

 

 

 

 

 

 

    

 

 

 

 



ìÆĉ½ ÿ wĉvÀùĂöùwÞù üĊå¾Õ ćv¾z ć¹wþÅv ½w{¤Ýv ćwă 
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ć¹wþÅv ½w{¤Ýv ½¹ ¾Ċñ½¹ ćwă ã¾Õ 

 

Issuing Bank: The bank which opens a letter of credit on behalf of the applicant and 
forwards it to the advising bank for delivery to the beneficiary. 

 
Applicant: The buyer or the party who requests the letter of credit to be issued. 

 
Beneficiary: The seller or the party to whom the letter of credit is addressed. 

 
Advising Bank: A branch or correspondent bank at or near the domicile of the 
beneficiary, to which the issuing bank either sends the letter of credit or a notification 
that a letter of credit has been issued, with instructions to notify the beneficiary. The 
advising bank advises the beneficiary of the letter of credit without engagement. 
 
Nominated bank : Nominated bank is the bank with which the credit is available. Most 
of the time nominated bank is also the advising bank. 

 
Confirming Bank: A bank usually in the country of the beneficiary which, at the request 
of the issuing bank, joins that bank in undertaking to honour drawings made by the 
beneficiary, provided the terms and conditions of the letter of credit have been 
complied with. 
 
 
Negotiating Bank: ¦ǎǳŀƭƭȅ ǘƘŜ ōŜƴŜŦƛŎƛŀǊȅΩǎ ōŀƴƪ ǿƘƛŎƘΣ ŀŦǘŜǊ ǎŀǘƛǎŦȅƛƴƎ ƛǘǎŜƭŦ ǘƘŀǘ ǘƘŜ 
documents conform with the letter of credit, agrees to purchase the draft (pay the 
beneficiary). 
 
Paying Bank: The bank by which drafts are to be paid. It is not necessarily the issuing 
bank, but often a branch of the issuing bank or its correspondent. Once drafts have 
been paid or accepted by the paying/drawee bank, there is no recourse to the drawers. 

 
Accepting Bank: The bank named in a letter of credit on whom term drafts are drawn 
and who indicates acceptance of the draft by dating and signing across its face, thereby 
incurring a legal obligation to pay the amount of the draft at maturity. 

 
Drawee Bank: The bank named in the letter of credit on whom drafts are to be drawn. 

 
Drawer: The beneficiary of the letter of credit who will draw the draft in accordance 
with the terms of the letter of credit. 
 
Reimbursing Bank: The bank authorized by the issuing bank to reimburse the drawee 
bank or other banks submitting claims under the letter of credit. 

 



Discounting Bank: A bank which discounts a draft for the beneficiary after it has been 
accepted by 
an accepting bank. 
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 5¢·v¹¾~ ûwù¿ ×w´õ ¿v ć¹wþÅv ½w{¤Ýv ÛvĀýv 

,(                                 ć½vºĉ¹-(      ½vº£ºù 

 

,(  ć½vºĉ¹ ć¹wþÅv ½w{¤Ýv 

 

A sight L/C requires the buyer to make payment once the documents have been 

presented and everything  has been verified by the issuing bank .In other words 

,payment must be made at sight. 
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-( ½v¹ ¡ºù ć¹wþÅv ½w{¤Ýv 

A usance  (or term )L/C requires  the buyer to make payment by a specified future date 
(and upon of conforming document).In effect the buyer is extended a specified period 
of credit) 

Please note that the term usance is not specifically referenced in UCP600,where it 
states ͼ A credit must state whether it is available by sight payment, deferred 
payment,  acceptance or negotiation." 
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.( ć¹wþÅv ½w{¤Ýv ĂöùwÞù 
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,( ćºêý ¢·v¹¾~ ôzwêù ½¹ ć¹wþÅv ½w{¤Ýv 

A sight payment letter of credit is payable once it is presented along with the 
necessary documents. An organization offering a sight letter of credit commits itself to 
paying the agreed amount of funds provided the provisions of the letter of credit are 
met. 
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-( ½v¹ ¡ºù ¢·v¹¾~ ôzwêù ½¹ ć¹wþÅv ½w{¤Ýv 

A deferred payment letter of credit is one that is paid a fixed number of days after 

shipment or presentation of prescribed documents. It is used where a buyer or a seller 

have a close working relationship because, in effect, the seller is financing the purchase 

by allowing the buyer a grace period for payment. 

A deferred payment letter of credit differs from a sight draft or time draft in that no 

drafts are involved but the payment is guaranteed on the stated date. However, there 

being no draft, the beneŦƛŎƛŀǊȅ ǇŀǊǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ŘƛǎŎƻǳƴǘ ƻǊ ǎŜƭƭ Ƙƛǎ ƻǊ ƘŜǊ ǊƛƎƘǘ ǘƻ 

payment is restricted. Also called usance letter of credit. 

              

 

www.businessdictionary.com  
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.(  ĂöùwÞù ā¿w«v wz ć¹wþÅv ½w{¤Ýv¹wþÅv 

In simple terms, "negotiation"  implies that the "negotiating" bank is being requested 
to "purchase the documents from the beneficiary, i.e. by paying the beneficiary off, 
and claiming funds in its own name from the issuing bank. A credit available by 
"negotiation" should not provide the facility to debit the issuing bank's account or 
claim reimbursement from a third party bank. 
 
UCP600: Negotiation means the purchase by the nominated bank of drafts (drawn on 
a bank other than the nominated bank) and/or documents under a complying 
presentation, by advancing or agreeing to advance funds to the beneficiary on or 
before the banking day on which reimbursement is due to the nominated bank. 
 
 

             

 

 

 

 

 

 



/(  ĈõĀ{é ôzwêù ½¹ ć¹wþÅv ½w{¤Ýv 

In acceptance letter of credit, on presentation of the documents called for under the 
ƭŜǘǘŜǊ ƻŦ ŎǊŜŘƛǘΣ ǇǊƻǾƛŘŜŘ ǘƘŜȅ ŀǊŜ ƛƴ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ƛǘǎ ǘŜǊƳǎΣ ǘƘŜ ōŜƴŜŦƛŎƛŀǊȅΩǎ 
bank, which may be the advising bank, will send the documents and the draft to the 
accepting bank for acceptance. The accepted draft may be held by the accepting 
ōŀƴƪ ǳƴǘƛƭ ƛǘ ƳŀǘǳǊŜǎ ƻǊ ƛǘ Ƴŀȅ ōŜ ǊŜǘǳǊƴŜŘ ǘƻ ǘƘŜ ōŜƴŜŦƛŎƛŀǊȅ ŀǘ ǘƘŜ ōŜƴŜŦƛŎƛŀǊȅΩǎ 
option, who may hold it until maturity or discount it at the best rate with any bank. 
The chart below tracks tƘŜ ǘŜǊƳ ŘǊŀŦǘ ŀƴŘ ŘƻŎǳƳŜƴǘǎ ǘƻ ǘƘŜ ōŜƴŜŦƛŎƛŀǊȅΩǎ ōŀƴƪ 
which, in turn, presents these items to the accepting bank for acceptance. 
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,( āºÉ ºĊĉw£ ć¹wþÅv ½w{¤Ýv 

A confirmed letter of credit is a letter of credit that a bank promises to pay, even if the 

bank that made it available does not. This gives exporters more confidence that they 

will receive payment. 

 

 

Lexicon.ft.com  

 

 

 



-(  āºÊý ºĊĉw£ ć¹wþÅv ½w{¤Ýv 

An unconfirmed letter of credit carries the obligation of the issuing bank to honour all 
drawings, provided that the terms and conditions of the letter of credit have been 
complied with) 

A letter of credit which has not been guaranteed or confirmed by any bank other than 

the bank that opened it. 
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-( Àù¾é ā¹wù ć¹wþÅv ½w{¤Ýv 
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0( Ĉĉwî£v ć¹wþÅv ½w{¤Ýv 

 

 

 

 

 

 

 

 



,( Ĉ¤ýwúÑ ć¹wþÅv ½w{¤Ýv 

A standby letter of credit (SLOC) is a guarantee of payment issued by a bank on behalf 
of a client that is used as "payment of last resort" should the client fail to fulfill a 
contractual commitment with a third party. Standby letters of credit are created as a 
sign of good faith in business transactions and are proof of a ōǳȅŜǊΩǎ ŎǊŜŘƛǘ quality and 
repayment abilities. The bank issuing the SLOC performs brief underwriting duties to 
ensure the credit quality of the party seeking the letter of credit, then sends 
notification to the bank of the party requesting the letter of credit (typically a seller or 
creditor).  
 
! ǎǘŀƴŘōȅ ƭŜǘǘŜǊ ƻŦ ŎǊŜŘƛǘ ǎƘƻǿǎ ŀ ŎƻƳǇŀƴȅΩǎ ŎǊŜŘƛǘ ǉǳŀƭƛǘȅ ŀƴŘ ŀōƛƭƛǘȅ ǘƻ ǊŜǇŀȅ ƭƻŀƴǎΦ 
Although a SLOC is not intended for use, it helps fulfill business obligations in case the 
business stops operations, cannot pay its vendors or becomes insolvent. 

Small businesses often face difficulty when securing financing. For this reason, 
standby letters of credit may be especially beneficial for encouraging investors to 
lend money to a company. In case of default, investors are assured they will be paid 
principal and interest from the bank through which the SLOC is secured. 

 

Examples of Standby Letters of Credit 

A financial SLOC, the most common type, is typically used in international trade or 
other high-value purchase contracts where litigation or other non-payment actions 
may not be feasible. A financial SLOC guarantees payment to the beneficiary if criteria 
outlined in the contract are left unfulfilled. For example, an exporter sells goods to an 
overseas buyer who guarantees payment in 30 days. When the payment does not 
ŀǇǇŜŀǊ ōȅ ǘƘŜ ŘŜŀŘƭƛƴŜΣ ǘƘŜ ŜȄǇƻǊǘŜǊ ǇǊŜǎŜƴǘǎ ǘƘŜ {[h/ ǘƻ ǘƘŜ ƛƳǇƻǊǘŜǊΩǎ ōŀƴƪ ŀƴŘ 
receives the payment. 

A performance SLOC ensures the time, cost, amount, quality of work and other criteria 
are fulfilled in a manner acceptable to the client. The bank pays the beneficiary if any 
of the written obligations are unmet. For example, a contractor guarantees a 
construction project will be finished in 90 days. If work remains incomplete after the 
90-day period, the client can ǇǊŜǎŜƴǘ ǘƘŜ {[h/ ǘƻ ǘƘŜ ŎƻƴǘǊŀŎǘƻǊΩǎ ōŀƴƪ ŀƴŘ ǊŜŎŜƛǾŜ ǘƘŜ 
payment due. 
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A red clause letter of credit incorporates a clause, traditionally written in red, which 
authorizes the bank acting as the negotiating or paying bank to pay the beneficiary in 
advance of shipment. This enables the purchase and accumulation of goods from a 
number of different suppliers, and the arrangement of shipment in accordance with 
the letter of credit terms. Such advances will be deducted from the amount due to be 
paid when the documents called for are presented under the letter of credit. If the 
beneficiary fails to ship the goods or cannot do so before the expiry of the letter of 
credit, the issuing bank is bound to reimburse the negotiating or paying bank, 
recovering its payment from the applicant. 
Variations of such credits may also require that any advances be secured by temporary 
warehouse receipts until shipment is effected. Beneficiaries of red clause letters of 
credit are invariably brokers/agents of buyers in a particular field. 
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Revolving letter of credit is a special type of letters of credit. It is not covered under 

UCP 600 rules. 

Sometimes exporters and importers sign a long term commercial sales contract 

which covers shipments of the same commodity on a regular basis such as; 

    ω  Shipments of 10.000 mtons of iron ore from Australia to China monthly basis for 

a 6 months period of time  

    ω  Shipments of textile products monthly basis from China to USA for a 12 months 

period of time.  

If exporters and importers have concluded a contract as indicated above they may wish 

to have a letter of credit issued to satisfy their contractual payment obligations. This 

can be accomplished with a special type of letter of credit which is known as a revolving 

letter of credit.  

 

Definition: 

A revolving letter of credit is a special letter of credit type which is structured in a way 

so that it revolves either in value or in time covering multiple-shipments over a long 

period of time under single letter of credit. 

 

Types of Revolving Letters of Credit: 

i.Revolvement based on time:  A fix amount could be drawn under letter of credit 

within each specific period of time as indicated in the documentary credit until letter 

of credit expires.  

Example : 

Letter of credit stipulates that 100.000,00USD can be drawn on monthly basis for a 12 

months validity period. 

Type 1 ς Non-cumulative revolving letter of credit 



For a non-cumulative revolving letter of credit, the beneficiary can draw each revolving 

amount for any given period, and any unused portions cannot be drawn on the 

subsequent periods. 

Using the above example, the shipper could still ship USD 100.000,00 each month and 

be fully paid.  If the shipper shipped USD 90.000,00 in a given month, they would still 

be paid provided that partial shipment is allowed for each shipments, but they could 

not get the additional USD 10.000,00 by shipping excessive amount on the upcoming 

months. 

Type 2 ς Cumulative revolving letter of credit 

Cumulative revolving letter of credit means that the unused sums in the L/C can be 

added to the upcoming shipments. 

Using the above example, the shipper could still ship USD 100.000,00 each month and 

be fully paid.  If the shipper shipped USD 90.000,000 in a given month, they would still 

be paid, and they could get the additional USD 10.000,00 by shipping extra in the next 

months until letter of credit reaches to expriy. 

ii.Revolvement based on value:  A fixed amount is replenished every time just after it 

is utilized by the beneficiary within the overall validity of the revolving letter of credit. 

Revolvement dependent upon value could be very risky for the issuing banks as 

beneficiaries can make presentations one another if issuing banks fail to specify 

maximum lc limit. 
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 A transferable letter of credit   is a sort of a documentary credit which can be used in 

situations where middlemen are playing a certain role. Usually middlemen (first 

beneficiary) do not have enough capital establishment to buy the goods from their 

sources (second beneficiary) before they re-sell them to their final customers 

(applicant). If the final buyer finds it valuable working with a middleman for a definite 

foreign trade transaction, he can let the middleman benefit from his credibility by 

supplying him a transferable letter of credit.  

 

The middleman than have the part or all of the transferable letter of credit transferred 

to his supplier who has gained considerable payment assurance to ship the goods. The 

supplier can acquire its payment portion in exchange for the complying documents 

stated in the letter of credit. The middleman is entitled to substitute its own invoice 

for the one of the supplier and acquire the difference as his profit in transferable letter 

of credit mechanism.      

Important Points of Consideration :  

Transferable letters of credit should be issued in an irrevocable form. 

A letter of credit can be transferred to the second beneficiary at the request of the first 

beneficiary only if it expressly states that the letter of credit is "transferable". 

A bank is not obligated to transfer a credit. 

A transferable letter of credit can be transferred to more than one second beneficiary 

as long as credit allows partial shipments.  

The terms and conditions of the original credit must be indicated exactly in the 

transferred credit. However, in order to keep the workability of the transferable letter 

of credit below figures can be reduced or curtailed. 

¶ letter of credit amount  

¶ any unit price of the merchandise (if stated) 

¶ the expiry date 



¶ the presentation period or  

¶ the latest shipment date or given period for shipment.The first beneficiary may 

demand from the transferring bank to substitute his name for that of the 

applicant. However, if a document other than invoice required in the 

transferable credit must be issued in a way to show the applicant's name, in such 

a case that requirement must be indicated in the transferred credit.   

Transferred credit can not be transferred once again to any third beneficiary according 

to the request of the second beneficiary. 
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Back-to-back letters of credit consist of two LCs used together to finance a transaction. 
A back-to-back LC is usually used in a transaction involving an intermediary between 
the buyer and seller, such as a broker, or when a seller must purchase the goods it will 
sell from a supplier as part of the sale to his buyer.  
The back-to-back LC is actually made up of two distinct LCs, one issued by the buyer's 
bank to the intermediary and the other issued by the intermediary's bank to the seller. 
With the original LC from the buyer's bank in place, the broker goes to his own bank 
and has a second LC issued, with the seller as beneficiary. The seller is thus ensured of 
payment upon fulfilling the terms of the contract and presenting the appropriate 
documentation to the intermediary's bank. In some cases, the seller may not even 
know who the ultimate buyer of the goods is. 

As is often the case with LCs, back-to-back LCs are used primarily in international 
transactions, with the first LC serving as collateral for the second. Back-to-back LCs 
essentially substitute the two issuing banks' credit to the buyer's and intermediary's 
and thus helps facilitate trade between parties who may be dealing from great 
distances and who may not otherwise be able to verify one another's credit. 

The back-to-back LC is actually made up of two distinct LCs, one issued by the buyer's 
bank to the intermediary and the other issued by the intermediary's bank to the 
seller. With the original LC from the buyer's bank in place, the broker goes to his own 
bank and has a second LC issued, with the seller as beneficiary. The seller is thus 
ensured of payment upon fulfilling the terms of the contract and presenting the 
appropriate documentation to the intermediary's bank. In some cases, the seller may 
not even know who the ultimate buyer of the goods is. 
As is often the case with LCs, back-to-back LCs are used primarily in international 
transactions, with the first LC serving as collateral for the second. Back-to-back LCs 
essentially substitute the two issuing banks' credit to the buyer's and intermediary's 
and thus helps facilitate trade between parties who may be dealing from great 
distances and who may not otherwise be able to verify one another's credit. 
 

Example of a Back-to-Back LC Transaction 

For example, assume that Company A is in the U,S, and sells heavy machinery. Broker 
B, a trading firm based in London, has learned that Company C, which is located in 
China, wants to purchase heavy machinery and has managed to broker a deal between 
the two companies. Company A is eager to sell but does not want to take on the risk 
of default of payment by Company C. Broker B wants to ensure that the trade is made 
and that is receives its commission. 

Back to back LCs can be used to make sure the transaction goes through. Company C 
will go to a well-known financial institution in China and get it to issue an LC with Broker 

http://www.investopedia.com/terms/b/beneficiary.asp
http://www.investopedia.com/terms/c/collateral.asp


B as beneficiary. In turn, Broker B will use that LC to go to its own well-known financial 
institution in Germany and have it issue an LC to Company A. 

Company A can now ship its heavy machinery knowing that once the transaction is 
complete it will be paid by the German bank. The broker is also assured of being paid. 
The credit risk has been removed from the transaction. 
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