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Legal Aspects of International Trade Finance

Letter of Credit (LC) is a written undertaking by a bank, at the request of an exporter’s buyer, to pay a
specified amount to the exporter, provided that the exporter presents documents that comply with the
terms of the credit. For example, a German machinery manufacturer sells equipment to a Brazilian importer.
The Brazilian buyer arranges an LC with its local bank, which then issues the credit to the German seller's
bank. The seller ships the machinery, presents the bill of lading, commercial invoice and insurance
certificate, and receives payment. The key legal advantage of an LC is that it shifts payment risk from the
exporter to the issuing bank, provided the documents are in order. A common challenge is the
"discrepancy” issue, where the bank refuses payment because a document does not exactly match the credit
terms. Even a minor deviation, such as a different wording on the commercial invoice, can cause refusal,
leading to delays and additional costs.

Documentary Credit is the broader category that includes any credit instrument that requires the
presentation of documents as a condition of payment. It is governed by the International Chamber of
Commerce’s Uniform Customs and Practice for Documentary Credits (UCP 600). The UCP 600 establishes
rules for the form, content, and interpretation of documentary credits, providing a uniform legal framework
that reduces misunderstandings between parties in different jurisdictions. For instance, the UCP 600 requires
that documents be “conforming” and “compliant” with the credit, which means that the bank must examine
the documents on a “reasonable basis” and determine whether they meet the stipulated requirements. A
practical application of this rule is the “all-document” approach, whereby the bank must refuse payment if
any single document is non-compliant, even if the rest are perfect.

Bill of Exchange is a written, unconditional order issued by one party (the drawer) to another (the drawee) to
pay a specified sum of money to a third party (the payee) on a designated date or on demand. In
international trade, a bill of exchange often accompanies a shipment of goods and serves as a negotiable
instrument that can be discounted or transferred. For example, a French textile exporter draws a bill of
exchange on its Swiss buyer, who accepts the bill, creating a binding promise to pay on the due date. The
exporter may then discount the bill with a bank to obtain immediate cash. Legal challenges arise when the
drawee disputes the bill on grounds of fraud or lack of authority, potentially leading to litigation in the
jurisdiction where the bill was drawn.

Promissory Note differs from a bill of exchange in that it is a direct promise by the maker to pay a certain
amount to the holder, without involving a third party as an intermediary. A typical scenario involves an
Indian exporter who, after delivering goods, receives a promissory note from the overseas buyer promising
payment in 90 days. The exporter can hold the note to maturity or sell it to a financial institution. The legal
issue often centers on the enforceability of the note across borders, especially when the note is governed by
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the law of a jurisdiction that does not recognize certain defenses, such as “set-off” or “unjust enrichment.”

Bank Guarantee is a commitment by a bank to fulfill the obligations of its client (the principal) to a third
party (the beneficiary) if the principal fails to perform. Guarantees are commonly used in construction
contracts, where a contractor must provide a performance guarantee to the project owner. If the contractor
defaults, the owner can draw on the guarantee to recover losses. A practical application is the “standby”
guarantee, which functions similarly to a standby letter of credit, providing a safety net for the beneficiary.
Legal challenges include the “independent” nature of guarantees—banks are typically obligated to pay
upon presentation of a compliant demand, regardless of any disputes between the principal and the
beneficiary, which can lead to tension if the bank believes the demand is unfounded.

Standby Letter of Credit (SBLC) is a specialized form of LC that serves as a backup payment mechanism,
activated only if the applicant fails to meet its contractual obligations. For example, a U.S. Software
company entering a long-term service agreement with a Middle-Eastern client may require an SBLC from
the client’s bank to guarantee performance. If the client defaults, the software company presents the SBLC
and receives payment. The SBLC is governed by the International Chamber of Commerce’s Uniform Rules
for Standby Credits (URSC2005). One challenge is the “trigger” clause—determining precisely when the
beneficiary is entitled to draw on the SBLC. Ambiguous language can result in disputes over whether a
“failure to pay” or “failure to perform” has occurred.

Incoterms, short for International Commercial Terms, are a set of predefined trade terms published by the
International Chamber of Commerce that define the responsibilities of buyers and sellers for the delivery of
goods. The 2020 edition includes terms such as FOB (Free on Board), CIF (Cost, Insurance and Freight), DDP
(Delivered Duty Paid), and DAP (Delivered at Place). For instance, under FOB, the seller's responsibility ends
when the goods are loaded onto the vessel at the named port; the buyer then assumes risk and cost.
Misinterpretation of Incoterms can lead to legal disputes over who bears transportation costs, insurance,
and customs duties. A practical example is a freight forwarder incorrectly charging the seller for insurance
under a CIF contract, when the insurance risk had already passed to the buyer at the point of shipment.

UCP 600 (Uniform Customs and Practice for Documentary Credits) sets the standard rules for LCs worldwide.
It defines concepts such as “sight” payment (payable upon presentation of documents) and “deferred”
payment (payable after a specified period). An exporter may negotiate a “sight” LC to obtain immediate
cash flow, whereas a “deferred” LC may be used when the buyer prefers a longer credit period. Legal
challenges often arise from divergent interpretations of “sight” versus “"deferred” in different jurisdictions,
especially when national laws impose additional requirements on payment timing.

ISP 98 (International Standard Banking Practice) governs documentary collections, a less secure but
lower-cost alternative to LCs. In a documentary collection, the seller's bank forwards documents to the
buyer’s bank, which releases them to the buyer only after payment (D/P) or acceptance (D/A) of a draft. For
example, a Japanese electronics exporter may use a D/P collection for a small order to avoid LC fees. The
legal risk is higher because the seller retains no guarantee of payment; the buyer can simply refuse to
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accept the documents, leaving the seller with goods in transit.

Documentary Collection versus Letter of Credit: The key distinction lies in the level of bank involvement. In
an LC, the bank commits to pay if documents comply, providing a high degree of security. In a collection,
the bank acts merely as a conduit, with no payment obligation. This difference influences the choice of
instrument based on the parties’ risk tolerance, transaction size, and cost considerations.

Negotiation is the process by which a bank purchases or “negotiates” documents presented under an LC,
providing the exporter with immediate funds, usually at a discount. The bank assumes the risk of collecting
payment from the issuing bank. For instance, a Chinese exporter presenting a compliant LC to its local bank
may receive payment within days, even though the issuing bank is located in Europe. The discount rate
reflects the bank’s assessment of credit risk, currency risk, and market conditions. Legal challenges include
the "right of recourse”—if the issuing bank later refuses payment, the negotiating bank may seek to recover
the funds from the exporter.

Confirmation is an additional guarantee provided by a second bank (the confirming bank) that it will honor
the LC if the issuing bank fails to do so. Confirmation is often sought when the exporter is concerned about
the creditworthiness or political stability of the issuing bank’s country. For example, an exporter in Argentina
may request confirmation from a reputable European bank to mitigate country-risk exposure. The
confirming bank charges a fee for this service, and the exporter benefits from an added layer of security.
Challenges arise when the confirming bank’s obligations are limited by “force majeure” clauses, which may
excuse performance under extraordinary circumstances such as wars or natural disasters.

Irrevocable versus Revocable: An irrevocable LC cannot be amended or canceled without the consent of all
parties—applicant, beneficiary, and issuing bank. It offers greater certainty to the beneficiary. A revocable
LC, by contrast, can be altered or withdrawn at any time by the applicant, which makes it unsuitable for
most international transactions. Modern practice almost exclusively uses irrevocable LCs, as revocable
credits are considered too risky. Legal disputes often stem from attempts to modify an irrevocable credit
without proper consent, leading to claims of breach.

Applicant is the party that requests the issuance of an LC, typically the buyer. The applicant’s responsibility
is to provide the bank with the necessary documentation and to reimburse the bank for any payments
made under the credit. For example, a Canadian importer of steel files an application with its bank to issue
an LC in favor of a Turkish supplier. The applicant must ensure that the terms of the LC reflect the
underlying sales contract. Failure to reimburse the bank promptly can result in the bank exercising its right
of reimbursement, potentially leading to legal action against the applicant.

Beneficiary is the party entitled to receive payment under the LC, usually the exporter. The beneficiary must
present the required documents within the stipulated time frame. For instance, a South African wine
producer, as the beneficiary, must submit a clean bill of lading, commercial invoice, and certificate of origin
to the negotiating bank. If the beneficiary fails to meet the presentation deadlines, the bank may refuse
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payment, exposing the beneficiary to financial loss. Legal challenges include “late presentation” disputes,
where the beneficiary argues that the delay was caused by factors beyond its control, such as customs
clearance delays.

Issuing Bank is the bank that creates the LC at the request of the applicant. The issuing bank assumes the
primary payment obligation and is responsible for honoring the credit upon presentation of compliant
documents. For example, a Singaporean bank issues an LC for a Malaysian buyer, guaranteeing payment to
a Thai exporter. The issuing bank must assess the applicant's creditworthiness and may require collateral or
a standby guarantee. If the issuing bank fails to honor the LC, the beneficiary may bring a claim in the
jurisdiction where the bank is incorporated, invoking the principles of contract law and banking regulation.

Confirming Bank is the bank that adds its own guarantee to an LC, thereby becoming equally liable for
payment. The confirming bank typically resides in the beneficiary’s country, facilitating local enforcement.
For instance, a UK exporter dealing with a Russian buyer may have its LC confirmed by a UK bank, ensuring
that the exporter can enforce the credit under UK law. The confirming bank’s liability is independent of the
issuing bank’s performance, which can be crucial when the issuing bank operates under a legal system that
is difficult to access.

Advising Bank is the bank that receives the LC from the issuing bank and transmits it to the beneficiary. The
advising bank’s role is essentially administrative; it does not guarantee payment unless it also acts as a
confirming bank. For example, a Brazilian bank may advise an LC issued by a German bank to a Brazilian
exporter. The advising bank checks the authenticity of the credit and informs the beneficiary of its terms.
Legal issues may arise if the advising bank fails to properly verify the authenticity of the LC, potentially
exposing the beneficiary to fraud.

Negotiating Bank is the bank that purchases the documents presented under an LC, providing immediate
funds to the beneficiary. The negotiating bank may be the advising bank, a correspondent bank, or a
third-party bank. For instance, a Dutch exporter may present documents to its local bank, which then
negotiates the credit with the issuing bank in the United States. The negotiating bank assumes the risk of
reimbursement and may require the exporter to provide additional security. Legal challenges include
disputes over “reimbursement risk,” where the negotiating bank seeks to recover funds if the issuing bank
refuses payment, leading to cross-border litigation.

Discharge is the release of the beneficiary’s obligation to present documents after the bank has paid. Once
the LC is discharged, the applicant’s liability is extinguished, and the bank’s obligation is fulfilled. For
example, after the Chinese exporter receives payment under a sight LC, the bank issues a discharge notice,
confirming that the credit is satisfied. Legal considerations involve ensuring that the discharge is properly
documented to avoid future claims of double payment.

Presentation refers to the act of delivering documents to the bank for payment under an LC. The
presentation must occur within the time limits specified in the credit, usually within a certain number of
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days after shipment. For instance, a cargo shipment departing on 1 May must be presented to the bank by
10 May if the credit stipulates a 10-day presentation period. Late presentation can result in the bank
refusing payment, giving rise to potential breach of contract claims by the beneficiary.

Documents are the evidentiary items required by an LC to prove that the seller has complied with the
contract. Typical documents include the commercial invoice, bill of lading, packing list, certificate of origin,
insurance policy, and inspection certificate. The quality and accuracy of documents are critical; any
discrepancy can lead to payment refusal. For example, a missing signature on the certificate of origin might
be deemed a non-conformity, prompting the bank to reject the presentation. Legal practice emphasizes
“strict compliance,” meaning that every document must match the credit terms exactly.

Commercial Invoice is a detailed statement provided by the exporter, outlining the goods sold, quantities,
unit prices, total amount, and payment terms. It serves as a primary document for customs clearance and LC
presentation. For instance, a German automotive parts exporter issues a commercial invoice stating "FOB
Hamburg” and lists the HS codes for each component. If the invoice lists a different port of loading than the
one specified in the LC, the bank may consider it a discrepancy. The legal implication is that the exporter
must ensure that the invoice aligns perfectly with the LC.

Packing List itemizes the contents of each package, including dimensions, weight, and markings. It assists
freight forwarders, customs officials, and banks in verifying that the shipment matches the description in the
commercial invoice. For example, a packing list that shows 20 cartons of electronics must correspond to the
quantities declared in the invoice. Inconsistent packing lists can cause banks to request clarification,
delaying payment. Legal challenges often involve “partial shipment” disputes, where the exporter ships only
part of the order and must decide whether to present documents for the partial delivery.

Certificate of Origin certifies the country where the goods were manufactured or processed. It may be
required for customs duties, preferential trade agreements, or LC compliance. For instance, a garment
exporter in Bangladesh provides a certificate of origin stating that the apparel is “Made in Bangladesh,”
which may be a condition of the buyer's LC to qualify for reduced tariffs under a free-trade agreement. If
the certificate is missing or contains errors, the bank may refuse payment, and the exporter may face
customs penalties. Legal practice stresses accurate and authenticated certificates, often issued by chambers
of commerce.

Insurance Policy provides coverage for loss or damage to goods during transit. In a CIF contract, the seller
must procure marine insurance, naming the buyer as the insured. For example, a grain exporter purchases a
marine insurance policy covering “All Risks” from the port of loading to the destination port. The insurance
certificate must be presented with the LC. Failure to obtain appropriate coverage can result in the bank
rejecting the documents, exposing the exporter to financial loss. Legal issues also arise when the policy
limits are insufficient to cover the cargo value, leading to gaps in protection.

Marine Insurance is a specialized form of insurance that covers ships, cargo, and related liabilities. The legal
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framework for marine insurance is often based on the Institute Clauses, which standardize terms such as
"average,” “total loss,” and “constructive total loss.” For instance, a shipment of oil may be covered under a
“total loss” clause, where the insurer pays the full value if the cargo is completely lost at sea. The exporter
must ensure that the policy complies with the LC's insurance requirements. Disputes can arise over the
definition of “total loss” versus “partial loss,” affecting the amount recoverable from the insurer.

Export Credit refers to financing provided by a government or a specialized export credit agency (ECA) to
support the sale of domestic goods abroad. ECAs may offer guarantees, insurance, or direct loans to foreign
buyers. For example, the U.S. Export-Import Bank may guarantee a loan to an overseas buyer for purchasing
American aircraft, reducing the exporter’s risk. The legal instruments involved include “political risk
insurance” and “export credit guarantees.” Challenges include navigating the complex regulatory
environment governing ECAs, such as compliance with the OECD Guidelines for Multinational Enterprises.

Export Credit Agency (ECA) is a sovereign or semi-sovereign institution that provides financing, insurance,
or guarantees to promote national exports. Prominent ECAs include the Export-Import Bank of the United
States, UK Export Finance, and Euler Hermes (Germany). ECAs often require the exporter to submit detailed
project documentation, such as feasibility studies and environmental impact assessments, to qualify for
support. The legal benefit is that ECA backing can enhance the exporter’s credit profile, enabling more
favorable financing terms. However, the exporter must comply with the ECA’s “eligibility criteria,” and failure
to meet them can result in the withdrawal of support, creating legal exposure.

Basellll is a set of international banking regulations developed by the Basel Committee on Banking
Supervision, focusing on capital adequacy, stress testing, and liquidity requirements. While not specific to
trade finance, Basellll influences banks’ willingness to issue LCs and guarantees, as higher capital charges
may limit the amount of credit extended. For example, a bank may impose stricter eligibility criteria for LCs
in high-risk jurisdictions to comply with Basellll risk-weighting rules. Legal challenges arise when banks'
internal policies, driven by Basel lll compliance, conflict with the contractual terms of the LC, potentially
leading to disputes over “non-performance” claims.

Anti-Money Laundering (AML) regulations aim to prevent the use of the financial system for illicit activities.
Banks involved in trade finance must conduct due-diligence checks on all parties, verify the authenticity of
documents, and monitor transactions for suspicious patterns. For instance, a bank may flag a high-value LC
involving multiple shell companies as a potential money-laundering risk and request additional
documentation. Failure to comply with AML requirements can result in regulatory penalties, civil liability,
and reputational damage. Legal practitioners advise implementing robust "Know Your Customer” (KYC)
procedures to mitigate AML risks.

Sanctions are governmental measures that restrict trade with certain countries, entities, or individuals. Banks
must ensure that LCs, guarantees, and collections do not violate sanctions regimes imposed by the United
Nations, the United States, the European Union, or other jurisdictions. For example, an LC issued for the
export of dual-use technology to a country under U.S. Sanctions would be prohibited, and the bank could
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face severe penalties if it processes the transaction. Legal challenges include “secondary sanctions,” where a
bank may be penalized for facilitating prohibited transactions even if the primary sanctioning authority is
another country. Compliance programs must incorporate real-time screening against sanctions lists.

Force Majeure clauses excuse performance when an unforeseeable event beyond the parties’ control
prevents contractual fulfillment. In trade finance, force majeure events such as wars, natural disasters, or
pandemics can affect the shipment of goods, the ability to present documents, or the bank’s capacity to
honor a credit. For instance, a pandemic may delay the issuance of a certificate of origin, leading the
exporter to invoke force majeure to justify late presentation. Legal interpretation of force majeure varies by
jurisdiction; some courts may require the event to be "beyond control” and “unavoidable,” while others may
assess the parties’ mitigation efforts. Drafting precise force majeure language is essential to avoid disputes.

Jurisdiction determines which court or tribunal has authority to hear a dispute. Trade finance agreements
often include a jurisdiction clause specifying the preferred forum, such as “the courts of England and
Wales.” For example, an LC issued by a bank in Hong Kong may contain a jurisdiction clause designating
Hong Kong courts for any disputes arising from the credit. Choosing an appropriate jurisdiction can affect
the enforceability of judgments, the availability of interim relief, and the costs of litigation. Legal challenges
arise when the chosen jurisdiction has limited capacity to enforce foreign judgments, prompting parties to
consider alternative dispute-resolution mechanisms.

Arbitration is a private dispute-resolution process where parties submit their disagreements to an arbitrator
or tribunal, rather than a court. Many international trade contracts include an arbitration clause referencing
institutions such as the International Chamber of Commerce (ICC) or the London Court of International
Arbitration (LCIA). For instance, a dispute over non-payment under an LC may be referred to ICC arbitration,
with the award being enforceable under the New York Convention. Arbitration offers advantages of
neutrality, speed, and confidentiality, but also presents challenges such as limited appeals and the need for
parties to agree on procedural rules.

Governing Law clause specifies which substantive law will apply to interpret the contract. In trade finance,
parties may select the law of a neutral jurisdiction, such as English law, to provide predictability. For
example, an LC may state that “this credit shall be governed by English law.” The governing law influences
issues such as the definition of “discrepancy,” the rights of the bank, and the remedies available to the
parties. Legal challenges can emerge when the governing law conflicts with mandatory provisions of the
local law where the transaction is performed, leading to “lex loci contractus” conflicts.

Choice of Law is the broader concept encompassing both governing law and jurisdiction. It involves
determining the applicable legal system for a dispute. For instance, a contract may be governed by

New York law, but the parties may agree that any arbitration will be conducted in Singapore. The choice of
law can affect the interpretation of key terms such as “irrevocable,” “automatic extension,” and "notice
periods.” Legal practitioners must carefully align the choice of law with the parties’ commercial objectives
and risk tolerance.
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Dispute Resolution mechanisms encompass the full spectrum of options for handling disagreements,
including negotiation, mediation, arbitration, and litigation. Effective trade finance contracts include a
hierarchy of resolution methods, starting with informal negotiation, escalating to mediation, and finally
arbitration or court action. For example, a clause may require the parties to attempt good-faith negotiation
for 30days before proceeding to ICC arbitration. The practical benefit is that early resolution can preserve
business relationships and reduce costs. However, challenges include the enforceability of mediated
settlements and the potential for “forum shopping” if parties disagree on the appropriate venue.

Incoterms 2020 update introduced new terms such as DPU (Delivered at Place Unloaded) and clarified
existing obligations. For instance, DPU requires the seller to unload the goods at the named place, whereas
DAP stops short of unloading. Understanding these nuances is critical for drafting LCs that reference
Incoterms. If an LC specifies “CIF London” but the seller misinterprets the insurance coverage, the bank may
deem the documents non-compliant. Legal training emphasizes aligning LC terms with the correct Incoterm
to avoid mismatches that could trigger disputes.

Bank Reimbursement is the process by which the issuing bank settles the payment made to the beneficiary,
either directly or through a correspondent bank. Reimbursement may be immediate (on sight) or deferred
(after a specified period). For example, a sight LC is reimbursed by the issuing bank as soon as the
negotiating bank presents the documents and receives payment. In a deferred LC, reimbursement occurs
after the agreed credit period. Legal issues can arise if the issuing bank fails to reimburse due to insolvency
or regulatory restrictions, leading to creditor claims and potential cross-border litigation.

Reimbursement Undertaking is a separate agreement wherein a bank commits to reimburse another bank
for payments made under a credit. This is common when the issuing bank operates in a jurisdiction with
limited payment capabilities. For instance, a bank in a high-risk country may issue a reimbursement
undertaking to a reputable European bank, which then pays the beneficiary. The undertaking provides the
beneficiary with additional security, as the European bank'’s obligations are governed by a more stable legal
system. Challenges include ensuring that the undertaking is enforceable and that the undertaking bank
maintains sufficient capital.

Red Clause Credit allows the beneficiary to receive an advance payment before shipping the goods, typically
up to a specified percentage of the LC amount. The advance is drawn against the credit, and the beneficiary
must later present the required documents. For example, a red-clause LC may permit the exporter to draw
30 % of the credit value as a pre-shipment loan, facilitating raw-material purchases. Legal risk includes the
possibility that the beneficiary misuses the advance funds, leading the bank to claim breach of the credit
terms. Proper documentation of the advance draw and subsequent shipment is essential to mitigate this
risk.

Green Clause Credit extends the red-clause concept by allowing the advance to be used for pre-shipment
expenses such as storage, insurance, or freight. For instance, a green-clause LC may permit the exporter to
draw funds for loading and insurance costs before the goods are shipped. The bank’s exposure is higher
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because the advance is not directly tied to the shipment of goods. Legal safeguards include requiring the
beneficiary to provide evidence of the expenses incurred and to present a performance bond or guarantee.

Discrepancy occurs when a presented document does not fully comply with the terms of the LC. Common
discrepancies include mismatched dates, incorrect wording, missing signatures, or non-conforming
transport documents. For example, a bill of lading that lists a different port of discharge from that specified
in the credit is a classic discrepancy. The bank may refuse payment or request a waiver from the applicant.
Legal practice stresses the “strict compliance” doctrine, where even minor deviations can lead to refusal,
emphasizing the need for meticulous document preparation.

Waiver is the applicant’s written consent to accept non-conforming documents and proceed with payment.
Waivers are often used to resolve minor discrepancies without delaying the transaction. For instance, an
applicant may waive a discrepancy in the commercial invoice’s wording, allowing the bank to honor the
credit. However, waivers must be explicit and documented to avoid future disputes. Legal challenges
include proving the existence of a waiver, especially when parties rely on oral agreements or informal
communications.

Reimbursement Risk is the risk that the issuing bank will be unable or unwilling to reimburse the paying
bank after it has honored the credit. This risk is heightened in jurisdictions with political instability, currency
controls, or weak banking regulations. For example, a bank in a country experiencing capital controls may
be unable to transfer funds to the negotiating bank, leading to a reimbursement shortfall. Exporters can
mitigate this risk by seeking confirmation from a reputable bank in a stable jurisdiction, thereby adding an
extra layer of security.

Transferable Letter of Credit allows the beneficiary to transfer part or all of the credit to one or more
secondary beneficiaries. This is useful when the original seller acts as an intermediary, purchasing goods
from a third-party supplier. For instance, a trading company may receive a transferable LC from a buyer and
then transfer the credit to the actual manufacturer. The transfer must comply with the original credit’s
terms, and the transferring beneficiary must notify the issuing bank. Legal issues include the potential for
"over-transfer” where the beneficiary attempts to transfer more than the credit permits, leading to invalid
transfers and possible liability.

Deferred Payment Credit provides payment after a specified period following the presentation of
documents, rather than on sight. For example, a 90-day deferred payment LC allows the exporter to receive
funds three months after shipping, giving the buyer extended credit terms. The bank’s risk assessment must
consider the buyer's creditworthiness over the deferred period. Legal challenges may arise if the buyer
defaults during the deferral, prompting the bank to invoke its rights under the credit and possibly seek
recourse against the applicant.

Sight Credit requires immediate payment upon presentation of conforming documents. This type of credit
is favored by exporters who need quick cash flow. For example, a sight LC issued for a high-value electronics

Read online: https://certificates.gsbf.co.uk/guides/3920702/legal- Greenwich School of Business and Finance - 24 Jun 2026
aspects-of-international-trade-finance



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

shipment ensures that the exporter receives payment as soon as the documents are presented, typically
within a few days. The legal implication is that the bank’s obligation is triggered instantly, leaving little room
for negotiation once the documents are compliant.

Deferred Payment Credit, as opposed to sight, allows the beneficiary to receive payment after a set period,
providing the buyer with a financing window. Legal practitioners must ensure that the credit's terms clearly
define the “payment date” and any “interest” that may accrue during the deferral. Failure to specify these
details can result in ambiguity and disputes over the amount owed.

Transferable Letter of Credit, Red Clause, and Green Clause are all variations designed to meet specific
commercial needs. Transferable LCs facilitate multi-tier supply chains; Red Clauses provide pre-shipment
financing; Green Clauses expand that financing to cover logistics costs. Each variation carries distinct legal
exposures, and parties should negotiate precise language to allocate risk appropriately.

Performance Bond is a guarantee, often issued by a bank or insurance company, that ensures the contractor
will fulfill its obligations under a contract. In trade finance, performance bonds may be required as part of
the LC terms, especially in projects with high execution risk. For example, a construction contractor may
provide a performance bond to the project owner, which the owner can draw upon if the contractor fails to
complete the work on schedule. Legal challenges include determining the “trigger event” for the bond’s
activation and the “quantum” of the claim, which may be subject to interpretation under the governing law.

Retention is a portion of the contract price held back by the buyer until the seller fulfills certain
post-delivery obligations, such as defect correction. In some LCs, the bank may be required to withhold a
retention amount until the buyer issues a “release” document. For instance, a buyer may retain 10 % of the
LC amount until a final acceptance certificate is signed. The legal issue is ensuring that the retention clause
is clearly defined in the credit, and that the release mechanism is unambiguous to avoid prolonged
disputes.

Documentary Collection (D/C) is a method where the seller’s bank forwards shipping documents to the
buyer’s bank, which releases them to the buyer 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. Legal practitioners must advise exporters on the heightened risk, as the seller retains title to the
goods until payment is made, but may have limited recourse if the buyer defaults. The governing law of the
collection agreement determines the remedies available, such as the right to sue for the value of the goods.

Negotiable Instrument is a broad term encompassing documents like bills of exchange and promissory
notes that can be transferred by endorsement. Negotiability confers certain rights, such as the holder in due
course’s ability to enforce the instrument free from certain defenses. For example, a holder who acquires a
bill of exchange in good faith may enforce payment even if the original drawer had an invalid claim. Legal
challenges arise when the instrument is “non-negotiable,” limiting transferability and the ability to obtain
financing.

Read online: https://certificates.gsbf.co.uk/guides/3920702/legal- Greenwich School of Business and Finance - 24 Jun 2026
aspects-of-international-trade-finance



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

Clean Bill of Lading is a transport document that declares the goods were received in apparent good order,
without any clauses indicating damage or shortage. Clean bills are preferred for LCs because they provide
assurance to the bank that the cargo was loaded properly. Conversely, a “claused” bill of lading, which notes
damage or discrepancy, may be rejected by the bank as non-conforming. Exporters must ensure that the
carrier issues a clean bill to avoid payment delays.

Claused Bill of Lading contains remarks indicating that the carrier observed damage, shortage, or other
irregularities. While such a bill may be necessary for certain claims against the carrier, it is generally
unsuitable for LC presentation. Legal practice often requires the exporter to obtain a clean bill, then later file
a claim with the carrier for any observed issues. Failure to do so can result in the bank refusing payment,
creating a cash-flow crisis for the exporter.

Letter of Undertaking (LOU) is a written promise by a bank to act on behalf of a client, often used in trade
finance to guarantee performance or payment. An LOU may be issued in place of an LC in certain
jurisdictions, providing a more flexible arrangement. For example, a bank may issue an LOU to guarantee
that it will draw on a revolving credit facility when the client presents the required documents. Legal
enforceability depends on the jurisdiction and the specific terms of the LOU, which must be carefully drafted
to avoid ambiguity.

Revolving Credit Facility is a line of credit that the borrower can draw upon repeatedly up to a maximum
amount, repay, and redraw. In trade finance, revolving facilities are often used to finance multiple LCs over a
period. For instance, a multinational corporation may have a $50 million revolving facility to issue LCs for
various import transactions throughout the year. The legal agreement governing the facility outlines
covenants, interest rates, and events of default. Challenges include ensuring compliance with the facility’s
usage restrictions, such as limits on the types of transactions or the geographic regions covered.

Cash-in-Transit Insurance covers the loss of cash or negotiable instruments while they are being physically
transported. While less common today due to electronic payments, cash-in-transit coverage may still be
relevant for certain high-value document exchanges. For example, a courier delivering original LCs may be
insured against theft, providing the parties with an additional layer of protection. Legal considerations
involve the scope of coverage, deductibles, and the insurer’s obligations in the event of a claim.

Export Documentation Checklist is a practical tool used by exporters to ensure that all required documents
are prepared correctly before presenting them to the bank. The checklist typically includes items such as the
commercial invoice, packing list, bill of lading, certificate of origin, insurance policy, inspection certificate,
and any specific documents required by the LC. Using a checklist reduces the likelihood of discrepancies
and streamlines the presentation process. Legal advice often emphasizes the importance of maintaining a
“paper trail” of all documents to support any future disputes.

Negotiable Transfer is the act of endorsing and delivering a negotiable instrument to another party, thereby
transferring ownership. In trade finance, the ability to negotiate a bill of exchange allows the holder to

Read online: https://certificates.gsbf.co.uk/guides/3920702/legal- Greenwich School of Business and Finance - 24 Jun 2026
aspects-of-international-trade-finance



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

obtain financing from a bank. For example, a seller may endorse a bill of exchange to a factoring company,
which then provides immediate cash against the instrument. Legal challenges arise when the endorsement
is not properly executed, leading to questions about the holder’s title and the enforceability of the
instrument.

Confirmation Clause in an LC stipulates that a second bank, usually located in the beneficiary’s country, adds
its guarantee to the credit. The clause may read, “This credit is confirmed by Bank X.” Confirmation provides
the beneficiary with an additional source of payment, reducing reliance on the issuing bank’s
creditworthiness. However, confirmation often comes with higher fees, and the confirming bank may
impose its own conditions, such as additional documentation. Legal practitioners must assess whether the
added security justifies the cost.

Sight Draft is a demand for immediate payment, typically drawn on the buyer’s bank. In a documentary
collection, a sight draft accompanies the documents and obliges the buyer to pay upon receipt. For
example, an exporter may issue a sight draft for $100,000, which the buyer must pay as soon as the
documents are presented. The legal effect is that the buyer's acceptance creates an immediate obligation to
pay, subject to any defenses under the governing law.

Time Draft (or Usance Draft) is a draft payable at a future date, often used in deferred payment
arrangements. For instance, a 60-day usance draft requires the buyer to pay two months after the draft's
date. The draft's maturity date must be clearly stated, and the bank’s role may involve confirming or
negotiating the draft. Legal issues can arise if the buyer disputes the draft’s validity or raises defenses such
as "lack of consideration,” which may affect enforceability.

Letter of Indemnity (LOI) is a promise by one party to compensate another for loss arising from a specific
act. In trade finance, an LOI may be used to waive the requirement for certain documents, such as a bill of
lading, in exchange for a guarantee that the cargo will be released. For example, a buyer may provide an
LOI to the carrier, indemnifying the carrier against any loss resulting from the release of the goods without
the original bill of lading. Legal risks include the enforceability of the LOI in the carrier’s jurisdiction and the
potential exposure of the indemnitor to large claims.
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