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Certificate in International Trade Finance

Documentary Credit and Bank Guarantees

Advising Bank – the bank that receives a documentary credit from the issuing bank and forwards it to the
beneficiary.
Related terms: issuing bank, confirming bank, negotiating bank.
The advising bank’s primary role is to authenticate the credit, ensuring it is genuine and unaltered, and to
inform the beneficiary of its receipt. In practice, the advising bank may also provide services such as
document examination and payment collection. A challenge often faced is the need for the advising bank to
have a strong reputation in the beneficiary’s country; otherwise, the beneficiary may be reluctant to rely on
the credit, fearing fraud or non‑performance.

Amendment – a formal change to the terms of an existing documentary credit or bank guarantee, agreed
upon by all parties.
Related terms: revising amendment, reduction amendment, replacement amendment.
Amendments can involve extending expiry dates, altering shipping routes, or adjusting the amount. For
example, a seller may request an extension of the payment deadline due to unforeseen delays. The practical
application requires swift communication among the issuing bank, advising bank, and beneficiary; any delay
can jeopardize the transaction. Challenges include the risk of miscommunication, the need for all parties to
consent, and the possibility that the amendment may violate the original contract terms.

Anti‑Fraud Measures – procedures and controls implemented by banks and traders to detect and prevent
fraudulent use of documentary credits and guarantees.
Related terms: KYC, AML, due diligence.
Typical measures include verification of the beneficiary’s identity, scrutiny of documents for signs of
tampering, and cross‑checking of trade details with external databases. In practice, banks may employ
automated screening tools that flag inconsistencies such as mismatched invoice numbers. The main
challenge is balancing thoroughness with transaction speed; overly stringent checks can delay shipments,
while lax controls increase exposure to fraud.

Bank Guarantee – a written commitment by a bank to fulfill a debtor’s obligation to a beneficiary if the
debtor fails to do so.
Related terms: performance guarantee, financial guarantee, standby letter of credit.
Bank guarantees are commonly used in construction contracts, where the contractor must guarantee
completion of work. For instance, a contractor may obtain a guarantee to assure the project owner that any
cost overruns will be covered. Practical application demands that the guarantor assesses the applicant’s
creditworthiness and may require collateral. Challenges include the potential for disputes over what
constitutes a default and the need for precise wording to avoid unintended liabilities.

Beneficiary – the party entitled to receive payment or performance under a documentary credit or
guarantee.
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Related terms: applicant, drawer, seller.
The beneficiary must present compliant documents within the stipulated timeframe to claim payment. In a
typical export transaction, the exporter is the beneficiary of the letter of credit issued by the importer’s
bank. Practical considerations involve ensuring that the beneficiary’s bank is capable of advising the credit
and that the beneficiary understands the required documentation. A common challenge is the risk of
document discrepancies, which can lead to delayed or denied payment.

Clause – a specific provision within a documentary credit or guarantee that defines rights, obligations, or
conditions.
Related terms: standard clause, special clause, incoterms clause.
Standard clauses, such as the “force majeure” clause, are often incorporated by reference to ICC
publications. For example, a “partial shipment” clause may permit the beneficiary to ship goods in multiple
lots. In practice, careful drafting of clauses helps avoid ambiguities that could lead to disputes. The difficulty
lies in anticipating all possible scenarios and ensuring the wording aligns with the underlying contract.

Commercial Invoice – a document issued by the seller that details the goods sold, their price, and terms of
sale.
Related terms: proforma invoice, packing list, certificate of origin.
In a documentary credit, the commercial invoice is a primary document that must match the credit’s
stipulated description. For instance, a credit may require a “USD 10,000 invoice for 1,000 units of product X.”
The practical use of the invoice includes serving as a basis for customs valuation and payment calculation.
Challenges arise when the invoice contains minor discrepancies, such as a different unit price, which can
cause the bank to reject the documents.

Confirming Bank – a bank that adds its own guarantee to a documentary credit, ensuring payment even if
the issuing bank defaults.
Related terms: advising bank, negotiating bank, second bank.
The confirming bank typically operates in the beneficiary’s country, providing additional security. For
example, an exporter in Brazil may seek confirmation from a local Brazilian bank to mitigate the risk of the
foreign issuing bank’s insolvency. In practice, confirmation incurs extra fees and may require the applicant
to provide collateral. The main challenge is that not all banks are willing to confirm, especially for high‑risk
jurisdictions.

Consignee – the party entitled to receive the goods shipped under a documentary credit.
Related terms: shipper, buyer, importer.
The consignee may be the same as the beneficiary or a third party designated in the transport documents.
For instance, a credit may specify that the goods be consigned to “XYZ Logistics Ltd.” Practical implications
include ensuring that the consignee’s details on the bill of lading match those in the credit. Discrepancies
can cause banks to refuse payment, leading to shipment delays.

Cost, Insurance and Freight (CIF) – an incoterm indicating that the seller pays for cost, insurance, and freight
to the destination port.
Related terms: FOB, CFR, DDP.
When a credit is issued on CIF terms, the commercial invoice must reflect the total landed cost, and the
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insurance policy must cover the goods up to the destination. In practice, the seller arranges marine
insurance and presents the certificate of insurance to the bank. Challenges include verifying that the
insurance coverage meets the credit’s minimum requirements and that the freight charges are accurately
reflected.

Covering Letter – a brief letter accompanying the document package submitted to the bank, summarizing
the contents and confirming compliance.
Related terms: cover letter, transmittal letter.
The covering letter helps the examining bank quickly identify the documents and any special instructions.
For example, a seller may note that a “partial shipment” clause has been invoked. While not mandatory, its
practical use streamlines the review process. The challenge is ensuring the covering letter does not contain
contradictory statements that could be interpreted as a discrepancy.

Creditor – a party that extends credit or financial support, often synonymous with the issuing bank in the
context of documentary credits.
Related terms: issuer, guarantor.
In a letter of credit, the creditor guarantees payment to the beneficiary upon presentation of compliant
documents. Practical considerations include assessing the creditor’s credit rating, as it influences the
beneficiary’s confidence. A key challenge is that a downgrade in the creditor’s rating can affect the
willingness of parties to engage in future transactions.

Counter‑Guarantee – a guarantee issued by a second bank to secure the obligations of the primary
guarantor.
Related terms: secondary guarantee, re‑guarantee.
Counter‑guarantees are common when a local bank issues a guarantee on behalf of an overseas parent
company. For instance, a subsidiary in Kenya may obtain a guarantee from a local bank, which in turn
secures a counter‑guarantee from the parent’s headquarters. Practical use includes enhancing the credibility
of the primary guarantee. The challenge lies in managing multiple layers of risk and ensuring that the
counter‑guarantee’s terms are consistent with the original contract.

Credit Risk – the possibility that a party to a documentary credit or guarantee will fail to meet its financial
obligations.
Related terms: default risk, counterparty risk.
Banks mitigate credit risk through due diligence, collateral, and by requiring confirmation from reputable
banks. In practice, credit risk assessment influences the pricing of fees and the decision to issue a guarantee.
A major challenge is the dynamic nature of risk; political or economic changes can rapidly alter a party’s
ability to perform.

Cross‑Border Transaction – a trade deal involving parties in different countries, often requiring documentary
credits or guarantees.
Related terms: international trade, global supply chain.
Cross‑border transactions typically rely on standardized documents to bridge legal and language
differences. For example, an exporter in Vietnam may use a letter of credit issued by a U.S. bank to assure
payment. Practical aspects include compliance with both jurisdictions’ regulations and dealing with foreign
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exchange fluctuations. Challenges include longer settlement times, higher documentation costs, and the
need for robust dispute‑resolution mechanisms.

Currency Clause – a provision that specifies the currency in which payment under a credit or guarantee will
be made.
Related terms: FX clause, exchange‑rate clause.
A credit may state “payment in USD” or “payment in EUR at the prevailing spot rate on the date of
presentation.” In practice, the currency clause affects the bank’s exposure to foreign‑exchange risk and may
require the issuing bank to hold reserves in the designated currency. Challenges arise when the currency is
volatile; parties may need to negotiate hedging arrangements or include a “rate‑cap” clause.

Documentary Credit – a written undertaking by a bank to pay a seller, provided that the seller complies with
specified documentary conditions.
Related terms: letter of credit, LC, banker's draft.
The documentary credit is the cornerstone of secure international trade, allowing the seller to receive
payment without relying solely on the buyer’s creditworthiness. Practical use involves the seller presenting a
set of documents—such as a bill of lading, commercial invoice, and insurance certificate—that must match
the credit’s terms. Challenges include strict compliance requirements, the risk of discrepancies, and the
need for coordination among multiple banks.

Documentary Guarantee – a guarantee that becomes effective only upon presentation of specified
documents, similar to a documentary credit but generally used for performance rather than payment.
Related terms: performance guarantee, conditional guarantee.
For example, a supplier may provide a documentary guarantee that the buyer will receive a refund if the
goods fail to meet quality standards, contingent on the buyer submitting a test report. In practice, the
guarantee’s conditional nature requires careful drafting to define the triggering documents. Challenges
include ensuring that the documents are objective and that the guarantee does not become a de‑facto
payment instrument.

Documentary Proof of Claim – a formal statement submitted by a beneficiary, accompanied by supporting
documents, to request payment under a credit or guarantee.
Related terms: presentment, claim submission.
The proof of claim must be complete, accurate, and timely. In a typical scenario, the exporter submits the
bill of lading, invoice, and insurance certificate within the credit’s expiry period. Practical considerations
involve the bank’s document‑examination timeline; delays can lead to a claim being rejected as “late.”
Challenges include dealing with multiple versions of documents and ensuring that each document bears the
required endorsements.

Documentary Shipment – the movement of goods that is evidenced by transport documents required under
a credit.
Related terms: bill of lading, air waybill, CMR note.
The shipment must conform to the terms of the credit, such as the agreed shipping route and carrier. For
instance, a credit may stipulate “shipment by sea on a vessel named ‘Evergreen’.” In practice, the exporter
must coordinate with the carrier to obtain the correct document and ensure that the consignee’s name
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matches the credit. Challenges include carrier delays, changes in vessel schedules, and the need to amend
the credit if the shipping plan changes.

Documentary Transfer – a mechanism whereby the rights to a documentary credit are transferred from the
original beneficiary to a third party, usually a supplier.
Related terms: transferable LC, assignment.
A transferable credit allows the original beneficiary to pass on the credit’s value to one or more secondary
beneficiaries. For example, an importer may receive a transferable credit and then transfer portions to
multiple suppliers. Practical use requires the credit to contain a specific “transferable” clause; otherwise, the
transfer is prohibited. Challenges include the need for the transferring bank to verify the secondary
beneficiaries’ eligibility and the risk of over‑transfer, where the total transferred amount exceeds the original
credit.

Documentary Verification – the process by which banks examine submitted documents to ensure they
conform to the credit’s terms.
Related terms: document examination, compliance check.
Verification includes checking dates, signatures, descriptions, and consistency across documents. In practice,
a bank may use a checklist derived from the credit to speed up the review. The main challenge is that even
minor discrepancies—such as a typo in the product description—can lead to a “discrepancy” and delay
payment, prompting the need for swift corrective action.

Documentary Warranty – a warranty that is evidenced by documents rather than by direct performance,
often attached to a guarantee.
Related terms: documentary guarantee, performance warranty.
For example, a seller may provide a warranty that the equipment will operate for a specified period, with the
warranty triggered by the submission of a test report. Practical application requires clear definition of the
documentary evidence required to invoke the warranty. Challenges involve ensuring that the evidence is
objective and that the warranty does not become ambiguous, which could lead to disputes.

Drawer – the party that creates and signs a draft or bill of exchange, typically the seller in an export
transaction.
Related terms: maker, payee.
The drawer’s responsibility is to order the drawee (usually the buyer’s bank) to pay the specified amount
upon presentation of the draft. In practice, the drawer must ensure that the draft references the correct
credit and that it is dated appropriately. A common challenge is that an improperly dated draft may be
considered “stale,” causing the bank to refuse payment.

Escrow Account – a neutral account held by a third party where funds or documents are stored until
contractual conditions are satisfied.
Related terms: trust account, hold‑back.
Escrow arrangements are sometimes used in conjunction with guarantees, where the guarantor deposits
funds that will be released upon completion of the contract. For example, a construction project may place
a portion of the contract price in escrow to secure the performance guarantee. Practical benefits include
reducing risk for both parties. Challenges include additional administrative costs and the need for clear
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release conditions to avoid disputes.

Export Credit Agency (ECA) – a government‑backed institution that provides financing, insurance, or
guarantees to support national exporters.
Related terms: export insurance, government guarantee.
ECAs often issue guarantees that complement private bank guarantees, especially for high‑risk markets. For
instance, an ECA may provide a political risk guarantee covering a letter of credit issued for a sale to a
volatile country. Practical usage involves applying for the ECA’s support and complying with its eligibility
criteria. Challenges include lengthy approval processes and the need to align the ECA’s terms with the
commercial contract.

Export‑Import Bank (Ex‑Im) – a specialized financial institution that offers loans, guarantees, and insurance
to facilitate international trade.
Related terms: development bank, trade finance institution.
Ex‑Im banks may provide a “working capital guarantee” that enables exporters to obtain financing against a
confirmed credit. In practice, the exporter submits the credit to the Ex‑Im bank, which then issues a
guarantee to the commercial bank. The main challenge is that Ex‑Im guarantees often have specific
eligibility requirements, such as the involvement of a U.S. exporter or a minimum project size.

Financing Clause – a provision within a credit that allows the beneficiary to obtain financing against the
credit before the documents are presented.
Related terms: discounting clause, drawing clause.
A financing clause may state that the beneficiary may “draw up to 80 % of the credit value upon issuance.”
Practical use enables the exporter to obtain working capital without waiting for shipment. Challenges
include higher fees, the need for the beneficiary’s bank to have a credit line with the issuing bank, and the
risk that the issuing bank may later refuse payment if documents are non‑compliant.

Force Majeure Clause – a contractual provision that excuses performance when extraordinary events
beyond a party’s control occur.
Related terms: act of God, unforeseeable event.
In a documentary credit, a force‑majeure clause may allow the beneficiary to extend the expiry date if a
natural disaster delays shipment. Practical application requires clear definition of qualifying events and the
procedure for invoking the clause. The challenge is that banks may interpret the clause narrowly,
demanding substantial proof before accepting an amendment.

Foreign Exchange (FX) Risk – the risk that currency fluctuations will affect the value of payments under a
credit or guarantee.
Related terms: currency risk, hedging.
When a credit is denominated in a currency different from the beneficiary’s functional currency, the
beneficiary may experience gains or losses due to exchange‑rate movements. Practical mitigation strategies
include forward contracts, options, or selecting a stable currency for the credit. Challenges involve the cost
of hedging and the possibility that the chosen instrument may not fully offset the exposure.

Guarantee Fee – the charge levied by a bank for issuing a bank guarantee.
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Related terms: commission, risk premium.
The fee is usually expressed as a percentage of the guaranteed amount and may be payable up front or
amortized. For example, a 0.5 % annual fee on a USD 5 million performance guarantee would amount to
USD 25 000 per year. Practical considerations include the applicant’s credit rating, the guarantee’s duration,
and the jurisdiction. Challenges arise when the fee structure is not transparent, leading to disputes over cost
allocation.

Holder in Due Course – a party who acquires a negotiable instrument (such as a draft) in good faith, for
value, and without notice of any defects.
Related terms: endorsement, negotiable instrument.
If a holder in due course presents the instrument to the drawee, the drawee must honor it regardless of
prior disputes. In practice, this principle encourages the free transfer of drafts, enhancing liquidity. The
challenge is that many documentary credits involve non‑negotiable drafts, limiting the applicability of the
holder‑in‑due‑course doctrine.

Incoterms – a set of internationally recognized trade terms published by the International Chamber of
Commerce (ICC) that define the responsibilities of buyers and sellers.
Related terms: CIF, FOB, DAP.
Incoterms determine who bears the risk of loss and who arranges transport, insurance, and customs
clearance. For example, a credit may specify “FOB Shanghai,” meaning the seller’s responsibility ends once
the goods cross the ship’s rail. Practical use requires aligning the credit’s wording with the chosen Incoterm
to avoid contradictions. Challenges include keeping up with periodic updates (e.g., Incoterms 2020) and
ensuring that all parties interpret the terms consistently.

Indemnity – a contractual promise by one party to compensate another for loss or damage incurred.
Related terms: compensation, hold harmless.
In the context of guarantees, the guarantor may require the applicant to provide an indemnity that
obligates the applicant to reimburse the guarantor for any loss arising from the guarantee’s activation.
Practical use protects the guarantor’s balance sheet. The challenge is that indemnities can be contested if
the underlying contract is ambiguous, leading to litigation over the extent of reimbursement.

International Chamber of Commerce (ICC) – the global business organization that publishes rules and
guidelines for trade finance, including the Uniform Customs and Practice for Documentary Credits (UCP).
Related terms: UCP 600, ICC Banking Commission.
The ICC’s rules are widely adopted by banks and traders to standardize credit practices. For instance, most
letters of credit reference “UCP 600” to define document‑examination standards. Practical benefits include
predictability and reduced litigation. Challenges arise when parties attempt to deviate from the ICC rules
without clear justification, creating uncertainty.

Issuing Bank – the bank that creates and funds a documentary credit or guarantee on behalf of the
applicant.
Related terms: applicant’s bank, principal bank.
The issuing bank undertakes the primary payment obligation and must ensure that the credit complies with
the applicant’s instructions and relevant regulations. In practice, the issuing bank may require collateral or a
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credit line from the applicant. Challenges include managing exposure to high‑risk jurisdictions and
complying with anti‑money‑laundering (AML) requirements.

Letter of Credit (LC) – a short form for documentary credit, a written commitment by a bank to honor a
payment upon presentation of stipulated documents.
Related terms: documentary credit, commercial credit.
Letters of credit are categorized by types such as “revocable,” “irrevocable,” “confirmed,” and “revolving.”
Practical usage enables exporters to receive payment without relying solely on the buyer’s credit. The main
challenges involve strict compliance, the cost of bank fees, and the potential for document discrepancies
that can delay or prevent payment.

Legal Entity Identifier (LEI) – a unique 20‑character alphanumeric code that identifies a legal entity
participating in financial transactions.
Related terms: global identifier, GLEIF.
Banks increasingly require the LEI of the applicant and beneficiary when processing credits and guarantees
to meet regulatory reporting standards. In practice, obtaining an LEI involves registration with a recognized
issuing organization. Challenges include maintaining the LEI’s accuracy and updating it when corporate
structures change.

Letter of Guarantee (LG) – a written commitment by a bank to fulfill an obligation if the applicant defaults,
similar to a bank guarantee but often used in domestic contexts.
Related terms: bank guarantee, performance bond.
An LG may be issued for a rental deposit, ensuring the landlord receives compensation if the tenant
breaches the lease. Practical use requires the bank to assess the applicant’s credit and may involve posting
collateral. Challenges include ensuring the wording is precise to avoid unintended obligations and handling
cross‑border LGs where differing legal regimes apply.

Negotiating Bank – the bank that purchases or finances the documents presented under a credit, providing
immediate funds to the beneficiary.
Related terms: discounting bank, buyer’s bank.
Negotiation is optional and depends on the terms of the credit; a “negotiable” credit permits this service.
For example, an exporter may submit documents to a negotiating bank, which pays the exporter at a
discount and later seeks reimbursement from the issuing bank. Practical benefits include faster cash flow.
Challenges include higher costs and the risk that the negotiating bank may refuse to purchase documents
deemed non‑compliant.

Partial Shipment Clause – a provision that allows the beneficiary to ship and present documents for a
portion of the total contract quantity.
Related terms: partial draw, split shipment.
When a credit includes a partial shipment clause, the beneficiary may receive payment for each shipment,
provided each set of documents complies. In practice, this enables flexibility in production scheduling. The
challenge is that each partial shipment must still meet the credit’s specifications, and the bank must track
cumulative amounts to avoid exceeding the total credit limit.
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Performance Bond – a type of guarantee that ensures the contractor completes a project according to the
contract specifications.
Related terms: surety bond, guarantee.
Performance bonds are often required in construction contracts and may be issued by a bank or an
insurance company. Practical usage involves the contractor presenting the bond to the project owner as
security. If the contractor fails, the owner can claim the bond value. Challenges include determining the
appropriate bond amount and ensuring the bond’s terms align with the contract’s performance criteria.

Presentation – the act of submitting the required documents to the bank in order to claim payment under a
credit or guarantee.
Related terms: document submission, claim filing.
Presentation must occur within the time limits stipulated in the credit, often “within 21 days after shipment.”
In practice, the beneficiary prepares a document package, includes a covering letter, and delivers it to the
advising bank. The main challenge is timing; late presentation results in a “presentation after expiry” and
denial of payment.

Revolving Credit – a credit facility that allows the beneficiary to draw, repay, and redraw up to a specified
limit over a set period.
Related terms: revolving LC, replenishable credit.
A revolving documentary credit is useful for ongoing supply contracts, enabling the seller to receive
payment for each shipment without re‑issuing a new credit each time. Practical considerations include the
need for the issuing bank to monitor the outstanding amount and ensure the credit is replenished after
each draw. Challenges involve managing the credit limit and preventing over‑draws that could breach the
credit agreement.

Risk Mitigation – strategies employed by parties to reduce exposure to financial loss in trade transactions.
Related terms: insurance, hedging, guarantee.
Common tools include letters of credit, bank guarantees, export credit agency insurance, and currency
hedges. In practice, risk mitigation is tailored to the specific transaction’s size, geography, and
counterparties. The key challenge is balancing cost against protection; excessive mitigation can erode profit
margins, while insufficient measures increase vulnerability to defaults or political events.

Security Interest – a legal claim on collateral that a creditor holds to secure repayment of a debt.
Related terms: lien, mortgage, pledge.
When a bank issues a guarantee, it may require the applicant to grant a security interest over assets such as
inventory or receivables. Practical use involves registering the security interest in the appropriate jurisdiction
to ensure enforceability. Challenges include navigating differing legal systems and ensuring that the security
interest remains valid throughout the guarantee’s term.

Standby Letter of Credit (SBLC) – a credit that functions as a guarantee, payable upon the occurrence of a
specified event, typically a default.
Related terms: guarantee, contingent payment.
SBLCs are commonly used in project finance, where the beneficiary can draw on the SBLC if the borrower
fails to meet debt service obligations. In practice, the SBLC includes a “drawdown” clause specifying the
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documents required to prove default. The main challenge is that the bank must carefully assess the event
risk, as premature or unjustified draws can lead to disputes.

Statement of Work (SOW) – a detailed description of the services or deliverables to be provided under a
contract.
Related terms: scope of work, project specification.
The SOW is often referenced in performance guarantees to define the criteria for successful completion. For
example, a guarantee may be triggered if the contractor fails to deliver the SOW milestones on time.
Practical use requires the SOW to be clear, measurable, and agreed upon by all parties. Challenges arise
when the SOW is vague, leading to differing interpretations of performance compliance.

Sub‑Credit – a secondary credit that is issued under the umbrella of a primary credit, allowing multiple
beneficiaries to draw from a single credit limit.
Related terms: sub‑limit, sub‑account.
A sub‑credit is useful in supply‑chain arrangements where a central buyer issues a master credit, and each
supplier receives a sub‑credit for their portion of the order. In practice, the issuing bank must track the
aggregate usage to ensure the master credit is not exceeded. Challenges include coordinating among
multiple beneficiaries and handling amendments when the master credit terms change.

Suspended Payment – a temporary halt on payment under a credit, typically due to a discrepancy or a
request for amendment.
Related terms: payment hold, partial acceptance.
When a bank identifies a discrepancy, it may suspend payment until the issue is resolved. For example, a
missing signature on the bill of lading could trigger a suspended payment. Practical implications involve
notifying the beneficiary promptly and providing a clear path to remedy the discrepancy. The challenge is
that suspension can affect the beneficiary’s cash flow and may lead to contractual penalties if not resolved
quickly.

Surety – a third party, often an insurance company, that guarantees the performance of an obligor to the
obligee.
Related terms: guarantor, insurance bond.
Surety bonds differ from bank guarantees in that the surety assumes the risk of loss and may seek
reimbursement from the principal. In practice, a contractor may obtain a surety bond to assure the project
owner of completion. Challenges include the surety’s underwriting criteria, which may be stricter than a
bank’s, and the requirement for the principal to reimburse any claims paid by the surety.

Trade Finance – the set of financial products and services that facilitate international trade, including
documentary credits, guarantees, and factoring.
Related terms: working capital, supply chain finance.
Trade finance enables exporters to receive payment promptly and importers to obtain goods without
immediate cash outlay. Practical tools include letters of credit, export credit insurance, and forfaiting. The
main challenges involve managing the cost of financing, complying with regulatory requirements, and
mitigating risks such as political instability or currency volatility.
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UCP 600 – the “Uniform Customs and Practice for Documentary Credits” 2007 revision, the ICC’s rulebook
governing documentary credit practices.
Related terms: ICC, rules of the market.
UCP 600 defines standards for document examination, the meaning of “compliance,” and the responsibilities
of banks. In practice, nearly all letters of credit reference UCP 600, making it essential knowledge for trade
finance professionals. Challenges include interpreting the rules in complex transactions and reconciling
UCP 600 with local legal requirements that may impose additional obligations.

Unconditional Guarantee – a guarantee that obligates the guarantor to pay upon the occurrence of the
guaranteed event, without any conditions attached to the applicant’s performance.
Related terms: absolute guarantee, unrestricted guarantee.
An unconditional guarantee offers the highest level of security for the beneficiary, as the guarantor cannot
invoke defenses based on the applicant’s conduct. Practical use includes high‑value projects where the
beneficiary requires absolute assurance. The challenge is that banks charge higher fees for unconditional
guarantees due to the increased exposure.

Usance Letter of Credit – a credit that allows payment at a future date, typically after a period of days or
months, rather than at sight.
Related terms: deferred payment, time draft.
Usance LCs are used when the buyer prefers to finance the purchase through a credit period. For example, a
90‑day usance LC permits the seller to receive payment 90 days after the documents are presented.
Practical benefits include providing the buyer with working‑capital relief. Challenges include the seller’s
need to assess the buyer’s credit risk and possibly obtain a bank’s discounting facility to obtain early cash.

Validity Period – the time frame during which a documentary credit or guarantee remains in effect and can
be drawn upon.
Related terms: expiry date, effective date.
The validity period is specified in the credit, often as “expire on 30 June 2026.” In practice, the beneficiary
must present documents before the expiry date; otherwise, the credit becomes void. The main challenge is
coordinating shipment schedules with the credit’s timeline, especially when unforeseen delays occur.

Yield – the return earned by the bank for providing a guarantee or credit, expressed as a percentage of the
amount guaranteed.
Related terms: profit margin, risk premium.
Yield calculation takes into account the credit risk, duration, and cost of capital. For example, a bank may
target a 2 % annual yield on a USD 10 million performance guarantee. Practical implications include
determining the fee structure for the applicant. Challenges involve accurately pricing risk, especially for
transactions in volatile markets.

Zero‑Risk Guarantee – a theoretical guarantee that carries no risk to the guarantor, typically achieved
through full collateralization or insurance.
Related terms: fully collateralized guarantee, risk‑free guarantee.
In practice, a zero‑risk guarantee may be structured by requiring the applicant to post cash or a high‑quality
security equal to the guarantee amount. While such arrangements eliminate the bank’s exposure, they are
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rarely used due to the applicant’s reluctance to immobilize assets. The main challenge is balancing the
applicant’s liquidity needs with the bank’s risk appetite.
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