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Certificate in International Trade Finance

Documentary Credit and Bank Guarantees

Letter of Credit (LC) is a written commitment issued by a bank on behalf of an importer (the applicant) that
guarantees payment to a seller (the beneficiary) provided that the seller presents documents that comply
with the terms of the credit. The LC serves as a bridge between two parties that may not trust each other
directly, allowing trade to occur across borders with reduced financial risk.

Applicant is the party who requests the issuance of the credit, typically the importer or buyer of the goods.
The applicant must provide the bank with sufficient collateral, often in the form of a cash deposit, a line of
credit, or a pledge of assets, to secure the bank’s obligation.

Beneficiary is the party who receives the credit and is entitled to draw on it once the required documents
are presented. In most export transactions the beneficiary is the seller or exporter.

Issuing Bank is the bank that creates the LC at the request of the applicant. The issuing bank undertakes the
primary responsibility to honor the credit, provided that the documents comply with the stipulated
conditions.

Advising Bank is the bank in the beneficiary’s country that receives the original credit from the issuing bank
and forwards it to the beneficiary. The advising bank's role is limited to authentication of the credit's
authenticity; it does not assume the payment obligation unless it also acts as a confirming bank.

Confirming Bank is a bank, usually in the beneficiary’'s country, that adds its own guarantee to the credit.
When a credit is confirmed, the confirming bank becomes equally liable with the issuing bank to make
payment, which adds an extra layer of security for the beneficiary, particularly when the issuing bank is
located in a jurisdiction with higher political or economic risk.

Documentary Credit is the formal term that emphasizes the reliance on documents rather than on the
underlying goods themselves. The bank’s obligation is triggered solely by the presentation of documents
that meet the credit's terms, not by the actual shipment or quality of the goods.

Presentation is the act of the beneficiary submitting the required documents to the nominated bank (often
the advising or confirming bank) within a specified time frame. The presentation must be made in
accordance with the credit’s terms; any deviation can result in a refusal to pay.

Documents Required typically include a commercial invoice, a bill of lading, a packing list, a certificate of
origin, and insurance documents. The precise list varies depending on the nature of the transaction and the
stipulations of the credit.
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Commercial Invoice is a document issued by the seller that details the goods sold, their price, and the terms
of sale. It must be consistent with the description, quantity, and value stated in the credit.

Bill of Lading (B/L) is a transport document issued by the carrier that evidences receipt of the goods for
shipment, outlines the terms of carriage, and serves as a document of title. In a credit transaction the bill of
lading must be clean (i.E., Free of clauses indicating damage or short shipment) and must match the details
on the invoice.

Packing List provides itemized details of the goods, including dimensions, weight, and container numbers.
This document assists customs authorities and the buyer in verifying the contents of the shipment.

Certificate of Origin is a statement, often issued by a chamber of commerce, confirming the country where
the goods were manufactured. Certain trade agreements or tariff regimes require a certificate of origin to
qualify for preferential duty rates.

Insurance Document (often a Certificate of Insurance) proves that the goods are covered against loss or
damage during transit. Depending on the Incoterm used, the seller may be required to obtain specific
coverage levels.

Incoterms are standardized trade terms published by the International Chamber of Commerce (ICC) that
define the responsibilities of buyers and sellers for the delivery of goods. Commonly referenced Incoterms
in LC transactions include FOB (Free on Board), CIF (Cost, Insurance, and Freight), and DDP (Delivered Duty
Paid). The choice of Incoterm influences which documents must be presented to the bank.

UCP 600 (Uniform Customs and Practice for Documentary Credits, revision 600) is the set of rules issued by
the ICC that governs the handling of letters of credit worldwide. UCP 600 establishes the standards for
document examination, the rights and obligations of banks, and the procedures for handling discrepancies.

Discrepancy occurs when a presented document does not fully conform to the terms of the credit. The bank
must notify the beneficiary of the discrepancy and may either refuse payment or offer a “waiver” if the
applicant agrees to accept the non-conforming document.

Waiver of Discrepancy is a written statement by the applicant (or the issuing bank on the applicant’s behalf)
that accepts the presented document despite its non-conformity. Once a waiver is granted, the bank is
obligated to honor the credit.

Negotiation refers to the process by which a bank, upon receiving compliant documents, pays the
beneficiary before the documents are forwarded to the issuing bank. Negotiation is common in “sight”
credits where payment is made immediately upon presentation.

Sight Credit is a credit that requires payment as soon as the documents are presented and found to be
compliant. The bank must honor the credit at “sight,” meaning on the spot, without any delay for further
verification.
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Deferred Credit (or “Usance” credit) specifies a future payment date, often expressed in days after the date
of the bill of lading. For example, a 30-day usance credit obliges the bank to pay the beneficiary 30 days
after the documents are presented.

Revolving Credit is a type of credit that can be used repeatedly for multiple shipments within a defined
period, up to a maximum amount. Each new shipment draws down the available limit, and repayments
replenish the limit for future use.

Red Clause Credit contains a provision that allows the beneficiary to receive an advance before shipping the
goods, typically to finance production or procurement. The advance is usually a percentage of the total
credit amount and is repaid when the documents are presented.

Green Clause Credit extends the red-clause feature by allowing the advance to cover loading and freight
costs in addition to production expenses.

Standby Letter of Credit (SLOC) is a guarantee that functions as a backup payment mechanism. It is invoked
only when the applicant fails to fulfill a contractual obligation, such as defaulting on a loan or failing to
deliver goods. The SLOC is often used in construction contracts, performance guarantees, and as a
substitute for cash deposits.

Bank Guarantee is a commitment by a bank to fulfill the obligations of a client (the principal) if that client
fails to perform as agreed. Guarantees can be stand-alone or attached to a credit, and they cover a range of
obligations, including payment, performance, and bid bonds.

Principal is the party whose obligations are guaranteed by the bank. In a trade context the principal is
usually the exporter or supplier who seeks a guarantee to assure the buyer of performance.

Obligee is the party that receives the benefit of the guarantee, typically the buyer or the party that requires
assurance that the principal will fulfill its contractual duties.

Performance Guarantee assures the obligee that the principal will complete a project or service according to
the contract specifications. If the principal defaults, the bank pays the agreed amount, up to the guarantee
limit.

Payment Guarantee specifically guarantees the payment of a monetary sum. In international trade it is often

used where the buyer’s creditworthiness is uncertain.

Bid Bond is a type of guarantee submitted with a tender to ensure that the bidder, if awarded the contract,
will enter into the agreement and provide performance guarantees. If the bidder withdraws, the bond is
forfeited.

Advance Payment Guarantee secures an advance payment made by the buyer to the seller. Should the seller
fail to deliver the goods or services, the guarantee enables the buyer to recover the prepaid funds.
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Surety Bond is a three-party agreement between the principal, the obligee, and the surety (the bank). The
surety undertakes to compensate the obligee for losses resulting from the principal’s failure, up to the bond
amount.

Counter-Guarantee is a guarantee provided by a second bank (often the principal’'s home bank) to back the
guarantee issued by a foreign bank. The counter-guarantee reassures the foreign bank that it will be
reimbursed if it must pay out under the guarantee.

Indemnity is a contractual clause that obligates one party to compensate another for loss or damage arising
from a specified event. In the context of guarantees, banks often require an indemnity from the applicant to
protect against the risk of payment.

Collateral is an asset pledged by the applicant to secure the bank’s exposure. Collateral can be cash,
securities, or other assets, and it may be required for both documentary credits and guarantees.

Credit Limit is the maximum amount that a bank is willing to extend to a client under a credit facility,
including LCs and guarantees. The limit is determined based on the client’s creditworthiness, transaction
risk, and the bank’s internal policies.

Risk Assessment is the process by which a bank evaluates the probability of loss associated with issuing a
credit or guarantee. Factors considered include country risk, political stability, the creditworthiness of the
applicant, the nature of the goods, and the experience of the parties involved.

Country Risk refers to the potential for loss due to political or economic instability in a particular nation.
High country risk may result in higher fees, stricter documentation, or the requirement for a confirming
bank.

Political Risk is a subset of country risk that specifically addresses the likelihood of adverse government
actions, such as expropriation, currency controls, or trade restrictions, which could affect the performance of
a trade transaction.

Currency Risk arises from fluctuations in exchange rates between the currency of the credit (often a major
currency like USD or EUR) and the local currency of the applicant or beneficiary. Banks may mitigate
currency risk through hedging or by requiring payment in a stable currency.

Compliance is the adherence to legal, regulatory, and internal bank policies governing trade finance.
Compliance checks include sanctions screening, anti-money-laundering (AML) reviews, and verification of
end-beneficial owners.

Sanctions Screening involves checking the parties involved in a transaction against lists of individuals,
entities, or countries subject to trade restrictions imposed by bodies such as the United Nations, the
European Union, or the United States Office of Foreign Assets Control (OFAC). Failure to screen can result in
severe penalties.
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Anti-Money-Laundering (AML) procedures require banks to monitor and report suspicious transactions that
may be linked to illicit activities. In trade finance, AML checks focus on the source of funds, the legitimacy of
the trade, and the identity of the parties.

Beneficial Owner is the natural person who ultimately owns or controls a legal entity. Identifying the
beneficial owner is essential for compliance and for assessing the true risk behind a transaction.

Fee Structure for documentary credits and guarantees typically includes issuance fees, amendment fees,
negotiation fees, confirmation fees, and advisory fees. Fees are calculated as a percentage of the credit
amount or as a flat rate, depending on the bank’s policy and the complexity of the transaction.

Amendment is a change to the original terms of a credit after it has been issued. Amendments may be
requested by either the applicant or the beneficiary and must be accepted by all parties, including the
issuing bank, to become effective.

Reimbursement is the process by which the issuing bank recovers the amount paid to the beneficiary from
the applicant. Reimbursement may be immediate (cash) or deferred, depending on the agreed terms and
the applicant’s credit arrangement.

Document Examination is the bank’s review of the presented documents to determine compliance with the
credit. Under UCP 600, banks must examine documents within a reasonable time, typically five business
days, and must act in good faith.

Bank’s Duty of Care obliges the bank to act diligently and in good faith when examining documents. The
bank is not required to investigate the authenticity of the underlying transaction, only to ensure that the
documents meet the credit’s conditions.

Fraudulent Documentation is a serious breach that can result in legal liability for the bank if it fails to detect
fabricated documents. While the bank’s primary responsibility is document compliance, it may be held
accountable if it willfully ignores obvious signs of fraud.

Force Majeure is a contractual clause that relieves parties from liability when an extraordinary event beyond
their control prevents performance. In trade finance, force majeure events can affect the ability to meet
delivery dates, potentially leading to disputes over the credit’s validity.

Documentary Collection is an alternative to a letter of credit where the seller's bank forwards shipping
documents to the buyer’s bank and releases them only upon payment (documents against payment) or
acceptance of a draft (documents against acceptance). While less secure than an LC, collections are cheaper
and faster.

Bill of Exchange (or draft) is a written order by the seller directing the buyer to pay a specified amount at a
future date. In documentary collections, the draft is presented together with the shipping documents.
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Negotiable Instrument is a signed document guaranteeing the payment of a specific amount of money to
the holder. Bills of exchange and promissory notes are common negotiable instruments used in trade
finance.

Promissory Note is a written promise by the buyer to pay the seller a defined sum at a designated time. It
can be used in conjunction with a documentary collection or as a standalone financing tool.

Trade Finance encompasses the range of financial products and services that facilitate international trade,
including letters of credit, guarantees, documentary collections, and financing arrangements such as export
credit, forfaiting, and factoring.

Export Credit Agency (ECA) is a government-backed institution that provides financing, insurance, or
guarantees to support national exporters. ECAs can improve the creditworthiness of an applicant, thereby
reducing the bank’s risk and potentially lowering fees.

Forfaiting is the purchase of an export receivable at a discount by a forfaiter, who assumes the risk of
non-payment. Forfaiting is typically used for medium-term receivables and is closely related to
documentary credits because the receivable is often backed by an LC.

Factoring involves the sale of accounts receivable to a factor, who provides immediate cash to the exporter.
Factoring can be performed with or without recourse, and the factor may require a guarantee from the
exporter’'s bank.

Supply Chain Finance (or reverse factoring) is a financing technique where a buyer’'s bank pays the supplier
early in exchange for a discount, while the buyer repays the bank at the invoice due date. This arrangement
improves cash flow for both parties and often relies on the buyer's credit standing.

Documentary Credit Clause refers to any specific requirement embedded within the LC, such as a clause
mandating that the bill of lading be “on board” (indicating that the goods have been loaded onto the
vessel) or that the insurance coverage be “all risks.” Understanding each clause is essential to avoid
discrepancies.

On-Board Bill of Lading is a B/L that confirms the cargo has been loaded onto a vessel. Some credits require
an on-board B/L as proof of shipment before payment can be made.

Clean Bill of Lading contains no clauses indicating that the carrier has taken on any responsibility for loss or
damage. Banks prefer clean B/Ls because they provide a clear indication that the goods were received in
good condition.

Negotiable Bill of Lading can be transferred by endorsement, allowing the holder to claim the goods. This
feature is useful in secondary market transactions where the original beneficiary sells the credit to a third

party.
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Transferable Credit allows the original beneficiary to transfer all or part of the credit to another party, often
a supplier. Transferable credits are useful in complex supply chains where the exporter acts as an
intermediary.

Partial Transfer occurs when only a portion of the credit amount is transferred to a secondary beneficiary,
while the original beneficiary retains the remainder.

Full Transfer involves the complete assignment of the credit to another party, who then becomes the new
beneficiary.

Bank’s Liability under a documentary credit is limited to payment upon presentation of compliant
documents. The bank is not liable for the quality of goods, the timeliness of delivery, or any contractual
breach between the applicant and the beneficiary.

Legal Jurisdiction is the legal system governing the credit. The LC will specify the governing law (e.G.,
English law, New York law) and the place of receipt, which determines which courts have authority in case of
dispute.

Governing Law clause is critical because it influences the interpretation of credit terms, the handling of
discrepancies, and the enforceability of the bank’s obligations.

Place of Receipt is the location where the documents are presented to the bank. The place of receipt may
affect the timing of payment, especially in sight credits.

Time-Draft is a draft that specifies a future date on which payment is due. In a usance LC, the time-draft is
drawn for the amount of the credit and is payable at the agreed future date.

Sight Draft is payable upon presentation, commonly used in sight LCs.
Negotiable Draft can be transferred by endorsement, enabling the holder to claim payment.

Documentary Credit Clause — "All Documents Must Be in English” is a typical requirement that mandates the
language of the documents to avoid misinterpretation.

Documentary Credit Clause — "Original Documents Only” requires the beneficiary to present original
documents rather than copies, which can affect the speed of processing.

Documentary Credit Clause — “Latest Shipment Date” stipulates the final date by which the goods must be
shipped. Failure to meet this deadline can result in the credit becoming void.

Documentary Credit Clause — “Partial Shipment Allowed” permits the beneficiary to ship the goods in
multiple lots, each accompanied by its own set of documents, as long as the total quantity matches the
credit.
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Documentary Credit Clause — “Transshipment Prohibited” forbids the use of intermediate carriers, ensuring
that the goods travel directly from the port of loading to the port of destination.

Documentary Credit Clause — “Insurance Cover — All Risks” requires the insurance policy to cover all possible
loss or damage, not just named perils.

Documentary Credit Clause — “Free from Any Claim” obliges the beneficiary to provide a statement that the
goods are free from any third-party claims, liens, or encumbrances.

Bank Guarantee Clause — “Maximum Liability” defines the highest amount the bank will pay under the
guarantee, protecting the bank from unlimited exposure.

Bank Guarantee Clause — “Validity Period” sets the time frame during which the guarantee is enforceable.
The guarantee expires automatically at the end of this period unless extended.

Bank Guarantee Clause — "Demand-Payable” indicates that the guarantee is payable upon the presentation
of a written demand, without the need for proof of default. This clause simplifies the obligee’s ability to
claim under the guarantee.

Bank Guarantee Clause — “Conditional” requires the obligee to demonstrate that the principal has defaulted
before the bank is obligated to pay. Conditional guarantees are more protective for banks but may delay
payment for the obligee.

Bank Guarantee Clause - “Independent” confirms that the guarantee is separate from the underlying
contract; the bank’s duty to pay does not depend on the existence or validity of the main contract.

Bank Guarantee Clause — "Irrevocable” means the guarantee cannot be amended or withdrawn without the
consent of the obligee, providing stronger assurance.

Bank Guarantee Clause — “Revocable” allows the guarantor to cancel or modify the guarantee at any time,
which is rarely used in international trade because it offers little protection to the obligee.

Bank Guarantee Clause — "Counter-Guarantee Required” specifies that the issuing bank must obtain a
guarantee from another bank, usually the applicant’'s home bank, to mitigate its risk.

Bank Guarantee Clause — "Partial Release” permits the obligee to release a portion of the guarantee amount
as obligations are fulfilled, reducing the remaining exposure.

Bank Guarantee Clause — “Full Release” releases the entire guarantee once the principal’s obligations are
satisfied, terminating the bank'’s liability.

Bank Guarantee Clause — “"Force Majeure Exception” outlines circumstances under which the bank may
refuse payment due to events beyond the parties’ control, such as natural disasters or war.
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Bank Guarantee Clause — “Governing Law and Jurisdiction” determines the legal framework and the courts
that will interpret and enforce the guarantee.

Bank Guarantee Clause — "Assignment” allows the obligee to transfer the benefit of the guarantee to a third
party, which is common when the original beneficiary sells the contract to another entity.

Bank Guarantee Clause — "Waiver of Notice” permits the obligee to waive the requirement for the bank to
be notified of a default before payment is made.

Bank Guarantee Clause — “Time Limit for Claim” sets a deadline for the obligee to present a claim, after
which the guarantee expires if no claim has been made.

Bank Guarantee Clause — “Security for the Guarantee” may require the applicant to provide collateral, such
as a cash deposit or a pledge of assets, to secure the bank’s exposure.

Bank Guarantee Clause — "Obligation to Pay on First Demand” emphasizes that the bank must honor the
guarantee immediately upon receipt of a proper demand, without requiring proof of default.

Bank Guarantee Clause — “Documentary Evidence Required” may specify that the obligee must provide
certain documents (e.G., A notice of default, a copy of the underlying contract) before the bank will pay.

Bank Guarantee Clause — "Partial Performance Accepted” indicates that the bank may honor the guarantee
even if the principal has partially performed its obligations, depending on the terms.

Bank Guarantee Clause — "Dispute Resolution” outlines how any disagreements over the guarantee will be
resolved, often through arbitration under a recognized institution such as the ICC.

Bank Guarantee Clause — “Non-Transferable” restricts the guarantee to the original obligee, preventing the
benefit from being passed to another party without the bank’s consent.

Bank Guarantee Clause — “Confidentiality” may require the parties to keep the existence and terms of the
guarantee confidential, which is important in competitive industries.

Bank Guarantee Clause — "Compliance with Sanctions” obliges the parties to ensure that the guarantee does
not violate any applicable sanctions regimes, adding a layer of legal risk management.

Bank Guarantee Clause — “Notice of Claim” defines the format and content required for the obligee’s
demand, ensuring that the bank can verify the claim’s validity.

Bank Guarantee Clause — “"Indemnity Agreement” is a separate contract in which the applicant indemnifies
the bank for any loss arising from the guarantee, protecting the bank from downstream liability.

Bank Guarantee Clause — "Event of Default” specifies the precise circumstances that trigger the guarantee,
such as non-payment, breach of contract, or insolvency of the principal.
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Bank Guarantee Clause — “Mitigation Measures” may require the obligee to take reasonable steps to
mitigate losses before demanding payment, thereby limiting the bank’s exposure to avoidable damages.

Bank Guarantee Clause — "No Waiver of Rights” ensures that any concession or delay by the bank does not
constitute a waiver of its contractual rights, preserving the bank’s position in future disputes.

Bank Guarantee Clause — "Force Majeure Definition” provides a precise definition of what constitutes a force
majeure event, reducing ambiguity when claims arise.

Bank Guarantee Clause — “Governing Law — ICC Rules” may incorporate the ICC's arbitration rules, providing
a neutral forum for dispute resolution.

Bank Guarantee Clause — “Currency of Payment” determines the currency in which the bank must make the
payment, which is critical in volatile exchange-rate environments.

Bank Guarantee Clause — “Interest on Late Payment” can stipulate that any delayed payment by the bank
will accrue interest, encouraging prompt settlement.

Bank Guarantee Clause — “Legal Opinion” may be required from the applicant’s counsel confirming that the
guarantee is enforceable under local law, a common requirement for high-value transactions.

Bank Guarantee Clause — “"Assignment of Claims” allows the obligee to transfer its rights under the
guarantee to a third party, often used in financing arrangements where the guarantee backs a loan.

Bank Guarantee Clause — "Bank’s Right to Subrogation” enables the bank, after paying out under the
guarantee, to step into the shoes of the obligee to recover the amount from the principal.

Bank Guarantee Clause — “Security Interest” may be created over the applicant’s assets, giving the bank a
legal claim to those assets in case of default.

Bank Guarantee Clause — "Performance Bond" is a specific type of guarantee that ensures the completion of
a construction project according to specifications, often required by project owners.

Bank Guarantee Clause — "Advance Payment Bond" protects the buyer when an advance payment is made
to the seller, ensuring that the seller will either deliver the goods or return the advance.

Bank Guarantee Clause — “Bid Bond"” guarantees that a bidder will enter into the contract if awarded,
providing assurance to the project owner that the bid is serious.

Bank Guarantee Clause — "Retention Bond" is used in construction contracts where a portion of the payment
is retained until the project is fully completed and any defects are remedied.

Bank Guarantee Clause — "Warranty Bond" covers the period after project completion, ensuring that the
contractor will rectify any defects that arise during the warranty period.
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Bank Guarantee Clause — “Customs Bond" is required by customs authorities to guarantee the payment of
duties and taxes, ensuring compliance with import regulations.

Bank Guarantee Clause — “Surety Bond" differs from a traditional guarantee in that the surety (the bank) is a
third party that assumes the risk, and the principal may be required to reimburse the surety for any losses.

Bank Guarantee Clause — "Letter of Comfort” is an informal assurance from a parent company or bank
indicating its willingness to support a subsidiary’s obligations, but it does not constitute a legally binding
guarantee.

Bank Guarantee Clause — “Guarantee Fee" is the charge levied by the bank for issuing the guarantee,
commonly expressed as a percentage of the guaranteed amount and payable upfront or on a periodic
basis.

Bank Guarantee Clause — “"Renewal Option” provides the possibility to extend the guarantee beyond its
original expiry date, subject to the bank’s approval and possibly an additional fee.

Bank Guarantee Clause — “Termination Clause” outlines the circumstances under which the guarantee may
be terminated early, such as mutual agreement, fulfillment of obligations, or breach of the guarantee terms.

Bank Guarantee Clause — “Conflicts of Interest” requires the bank to disclose any relationships that could
affect its impartiality in handling the guarantee, ensuring transparency.

Bank Guarantee Clause — “"Regulatory Approval” may be needed when the guarantee involves certain
high-risk jurisdictions or sectors, ensuring compliance with local and international regulations.

Bank Guarantee Clause — "Audit Rights” can grant the bank the ability to audit the applicant’s financial
statements to verify the continued adequacy of collateral and to monitor credit exposure.

Bank Guarantee Clause — “Credit Review” mandates periodic assessment of the applicant’s creditworthiness,
allowing the bank to adjust terms or fees as the risk profile changes.

Bank Guarantee Clause — "Escrow Arrangement” sometimes accompanies a guarantee, where the applicant
places funds in an escrow account that the bank can draw upon if a claim is made.

Bank Guarantee Clause — "Non-Cooperation Penalty” may impose a penalty on the applicant if it fails to
cooperate with the bank’s investigations or compliance checks, incentivizing timely responses.

Bank Guarantee Clause — “Electronic Presentation” acknowledges that documents can be submitted
electronically, in accordance with the bank’s digital platforms, speeding up the processing of claims.

Bank Guarantee Clause — "Digital Signature” may be required for electronic documents to ensure
authenticity and integrity, aligning with modern fintech practices.
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Bank Guarantee Clause — “Data Protection” obliges the parties to protect confidential information
exchanged during the guarantee process, complying with data-privacy regulations such as GDPR.

Bank Guarantee Clause — "Force Majeure — Pandemic” specifically includes pandemics as a force majeure
event, reflecting lessons learned from recent global health crises.

Bank Guarantee Clause — "Cross-Border Enforcement” addresses the mechanisms for enforcing the
guarantee in a jurisdiction different from the bank’s home country, often relying on international treaties or
the doctrine of comity.

Bank Guarantee Clause — "Discharge on Settlement” provides that the guarantee is discharged automatically
upon full settlement of the underlying obligation, eliminating the need for a formal release.

Bank Guarantee Clause — “Partial Discharge” permits the release of a portion of the guarantee when part of
the underlying obligation is satisfied, reducing the bank’s exposure incrementally.

Bank Guarantee Clause — “"Obligation to Provide Evidence” may require the obligee to furnish proof of loss
or damage before the bank will honor a claim, ensuring that payments are justified.

Bank Guarantee Clause — “Indemnity for Legal Costs” obligates the applicant to reimburse the bank for any
legal expenses incurred in defending a claim under the guarantee.

Bank Guarantee Clause — “Successor-in-Interest” ensures that the guarantee remains enforceable if the
principal undergoes a merger, acquisition, or other corporate restructuring, provided that the successor
assumes the obligations.

Bank Guarantee Clause — "Assignment of Claims — No Further Assignment” restricts the obligee from further
transferring its rights under the guarantee without the bank’s consent, preserving the bank’s control over
the exposure.

Bank Guarantee Clause — “Legal Capacity” confirms that both the applicant and the bank have the authority
to enter into the guarantee, a vital element for enforceability.

Bank Guarantee Clause — “Governing Law — Choice of Forum” may specify that any disputes will be resolved
in a particular court or arbitration center, providing predictability for the parties.

Bank Guarantee Clause — “Waiver of Jury Trial” can be included to streamline dispute resolution by excluding
jury trials, which can be costly and time-consuming.

Bank Guarantee Clause — "No Subordination” ensures that the guarantee takes priority over other claims,
protecting the obligee's position in the event of the applicant’s insolvency.

Bank Guarantee Clause — “Time-Sensitive Claim” imposes strict deadlines for filing a claim, encouraging
prompt action and limiting the bank’s exposure to stale demands.
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Bank Guarantee Clause — “Partial Payment Accepted” may allow the bank to settle a claim by paying a
portion of the amount, with the remainder being subject to further negotiation or evidence.

Bank Guarantee Clause — “Escalation Procedure” outlines the steps for handling disputes, beginning with
informal discussions, moving to mediation, and finally to arbitration or litigation.

Bank Guarantee Clause — "Risk Mitigation Measures” may require the applicant to maintain insurance,
hedging, or other protective strategies to reduce the likelihood of a claim.

Bank Guarantee Clause — “Beneficiary’s Right to Claim” clarifies that the beneficiary can demand payment
directly from the bank without needing to prove the underlying contract’s validity, emphasizing the
independence of the guarantee.

Bank Guarantee Clause — “Bank’s Right to Verify” allows the bank to request additional documentation to
confirm that the conditions for payment have been met, even in an independent guarantee.

Bank Guarantee Clause — “Non-Performance Penalty” may stipulate that the bank can charge a penalty if the
guarantee is invoked due to the applicant’s failure to perform, compensating the bank for administrative
costs.

Bank Guarantee Clause — “Termination for Material Breach” gives the bank the right to terminate the
guarantee if the applicant materially breaches the agreement, protecting the bank from ongoing risk.

Bank Guarantee Clause — "Force Majeure — War and Terrorism” expands the definition to include armed
conflict and terrorist acts, acknowledging that such events can impede performance.

Bank Guarantee Clause — "Compliance with Export Controls” ensures that the guarantee does not facilitate
prohibited exports, aligning with national security regulations.

Bank Guarantee Clause — “Bank’s Right to Revoke” may be exercised if the applicant provides false
information or fails to meet ongoing compliance requirements, allowing the bank to protect its interests.

Bank Guarantee Clause — “"Assignment of Receivables” can be linked to the guarantee, where the bank’s
exposure is tied to specific receivables that the applicant assigns as security.

Bank Guarantee Clause — “Credit Insurance” may be required as an additional layer of protection, where a
third-party insurer covers the bank’s loss in case of default.

Bank Guarantee Clause — “Financial Covenants” can be included, obligating the applicant to maintain certain
financial ratios, such as debt-to-equity, to ensure ongoing creditworthiness.

Bank Guarantee Clause — “Audit Trail” ensures that all actions taken under the guarantee are documented,
providing a clear record for regulatory review or dispute resolution.
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Bank Guarantee Clause — “Electronic Banking Platform” specifies that all communications, presentations, and
claims related to the guarantee will be conducted through the bank’s secure online portal, enhancing
efficiency.

Bank Guarantee Clause — “Currency Conversion” may be required when the guarantee is denominated in a
foreign currency, obligating the bank to convert payment at the prevailing exchange rate on the date of
payment.

Bank Guarantee Clause — "Interest Rate Benchmark” may be tied to a reference rate such as LIBOR or
EURIBOR, determining any interest that accrues on delayed payments.

Bank Guarantee Clause — “Penalty for Early Termination” can be imposed on the applicant if it terminates the
guarantee before the agreed expiry date, compensating the bank for administrative costs.

Bank Guarantee Clause — “Compliance with FATF Recommendations” ensures that the guarantee does not
facilitate money laundering or terrorist financing, aligning with global anti-terrorism standards.
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