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How Bank Demand Guarantees are issued

1. Directly to the beneficiary by the seller’s bank

From the seller’s point of view this is the preferred method as guarantees are issued

direct to the beneficiary with the following advantages:
= Overseas bank charges are avoided.

= Guarantees will be subject to English or Scots Law which will help to overcome

potential issues over expiry dates and cancellation of liability.

2. Issued to the beneficiary via a local overseas bank

Where the buyer or national law of the country concerned so requires, guarantees can

be issued by a local bank against the counter-indemnity of the seller’s bank.

In this situation, the commitment of the seller's bank on behalf of the seller may become
subject to local law and onerous conditions may apply. In some countries, the provision
of local law may override a specific expiry date contained in the guarantee which can
entitle the beneficiary to claim long after that date. Local banking regulations may also
require the physical return of the guarantee by the beneficiary before it can be regarded
as cancelled. Consequently, the seller will not be released from his liability under the
guarantee until formal notification has been received from the overseas bank that the
guarantee has been cancelled, even if the original expiry date has long since passed.
Where guarantees are issued by a local bank, the seller may be subject to the charges

of that bank in addition to the charges of his own bank.



Key Considerations regarding Bonds and Guarantees

= As the Principal on whose behalf the bank will issue guarantees, do your credit facilities with the bank

sufficiently cover the value of guarantees outstanding at any one time?

= If required under the terms of a contract to issue a Tender Guarantee (or Bid Bond) will you need to
subsequently issue a Performance Guarantee / Advance Payment Guarantee / Retention Bond? What impact

will this have on your credit facilities? How much will be incurred in bank charges?
= Is the guarantee subject to English / Scots Law or the local law in the country of the beneficiary?

= The guarantee should, as far as possible, relate to the underlying contract or have reference to a contract

in the wording (even if the guarantee is ‘on-demand’).

= The guarantee should be for a defined sum of money and the wording clear and unambiguous. In particular
the circumstances in which the bank is to pay a claim must be clear, ie. against a simple demand or a demand

supported by signed statements and/or specified documents.

= The guarantee must provide for termination on a specified date or on an indisputable event (eg. production

of specified document / certificate) within a specified time limit.

= Use of a local bank in the beneficiary's country will attract additional bank charges. Ensure that these charges
are taken onto account when calculating the contract price. Is the beneficiary prepared to pay or share all

of these costs?
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Acceptance — The signing by the drawee of a Term / Usance Bill of Exchange which forms a written undertaking to pay the

value of the bill at maturity.

Accepting Bank / Paying Bank — The bank nominated in a Letter of Credit to accept or pay drawings under that Credit.

It can be either the Issuing or Advising / Confirming Bank.

Advising Bank — The bank which advises the terms of a Letter of Credit to the exporter. This bank is usually domiciled in

the exporter’s country.

Amendment — Alteration to the terms of a Letter of Credit; amendments must originate from the applicant, be issued and

advised to the beneficiary; the beneficiary has the right to refuse an amendment if the Credit is irrevocable.

Assignment of Proceeds — The assignment (transfer) by the exporter to their right to part or all of the proceeds of a Letter

of Credit to a Third Party (usually a supplier of part or all of the goods).

Avalisation — A bank's guarantee of an accepted Bill of Exchange or promissory note. This represents a guarantee by the

bank that it will pay at maturity in the event of payment default by the drawee.
Beneficiary — The party in whose favour a Letter of Credit is established, usually the exporter.
BIFA — The British International Freight Association.

Bill of Exchange (Draft) — An unconditional order in writing, addressed by one person (the drawer) to another (the drawee),
signed by the person giving it (the drawer), requiring the person to whom it is addressed (the drawee, who when he signs
becomes the acceptor) to pay on demand or at fixed or determinable future time a certain sum in money to or to the order

of a specified person, or to the bearer (the payee).

Bill of Lading — A document issued by the carrier of goods in respect of sea shipments. It is a receipt for the goods,

evidence of a contract of carriage and a Document of Title.

Blank Endorsed — When a Bill of Lading is made out to order of shipper and the shipper has signed on the back of it, it is
said to be blank endorsed. The Bill of Lading then becomes a bearer instrument and the holder can present it to the shipping

company to take delivery of the goods.

Buyer — Party who applies to a bank to issue a Documentary Credit; in the majority of credits issued the applicant is an

importer of goods.
CAD - Cash Against Documents.

Case of Need — Agent nominated by a principal (usually the exporter), to whom the Collecting Bank may refer in specified

circumstances concerning Collections.

Clean — Used to describe a draft/cheque for collection with no accompanying shipping documents. Also used to describe

a Bill of Lading without clauses that expressly declare a defective condition of the goods or the packing.

Collecting Bank — The bank in the drawee country that is instructed to collect payment from the drawee under the terms

of a Collection.

Collection — Document(s) or cheque submitted through a bank for collection of payment from the drawee. Commonly

referred to as Bills or Documents for Collection.



Collection Schedule — Form submitted, with documents, to the Remitting Bank by an exporter with his instructions.

Confirming Bank — The bank which adds its ‘confirmation’ (or irrevocable undertaking to pay) to that of the Issuing Bank
under a Letter of Credit.

Consignee — The named person/company/bank on a transport document to whom the goods are delivered - usually the
importer. In practice most Bills of Lading are consigned ‘to order’ which means that the importer can authorise a third party

to collect the goods.
Consignor — The shipper / party despatching the goods.

Contingent Liability — A liability that arises only under specified conditions, eg. when a bank issues a Letter of Credit it incurs

an obligation to make a future payment on condition that the terms are fully met.

Deferred Payment — A type of Letter of Credit which does not require the presentation of a Bill of Exchange. Payment is

made at a fixed or determinable future date.

Demurrage — A charge made by a shipping company or a port authority for failure to load or remove goods within the

time allowed.

Discounting — Act of purchasing an accepted term / usance Bill of Exchange at an amount less than the face value. A

common form of financing export transactions.

Discrepancy — Any deviation from the terms and conditions of a Letter of Credit, or the documents presented there under,

or any inconsistency between the documents themselves.
Dishonour — Non-payment or non-acceptance.

Documentary Credit — This is also referred to as a Letter of Credit or Credit. It is a conditional undertaking by a bank to
make payment. More precisely, it is a written undertaking by a bank (issuing bank) given to the seller (beneficiary) at the
request of the buyer (applicant) to pay a sum of money against presentation of documents complying with the terms of the

credit within a set time limit.

Documents Against Acceptance (D/A) — Instruction for commercial documents to be released to the drawee on
acceptance of the Bill of Exchange. Typically this includes the presentation of the Bill of Exchange. Where no Bill of Exchange

is presented the term 'Cash Against Documents' may be used.
Documents Against Payment (D/P) — Instruction for documents to be released to the drawee only on payment.

Drawee — Party on whom a bill is drawn and the one to whom presentation is to be made according to the collection order

- the importer (for Letter of Credit bills, the drawee is usually the Issuing or Confirming Bank).

Drawer — The exporter, who draws the Bill of Exchange/draft which in itself is a claim for payment.

Drawing — Presentation of documents and, where applicable, drafts for payment / acceptance under a Letter of Credit.
Due Date — Maturity date for payment.

Endorsement — The legal transfer of title of a document by signature, usually, but not necessarily on the reverse.

Expiry Date — Latest date, usually in the country of the beneficiary, on which negotiation/payment of a Letter of Credit can

take place.

Incoterms — A set of rules issued by the ICC for the interpretation of most commonly used shipping terms in international trade.
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International Chamber of Commerce (ICC) — The international body which promotes and facilitates world trade, and which
codifies world trade practices in various publications (eg: Uniform Customs & Practice for Documentary Credits, Uniform

Rules for Collection and Incoterms)

Irrevocable Letter of Credit — Constitutes a definite undertaking of the issuing bank and the confirming bank, if any, to honour
the credit provided the terms of the credit are observed. It may be advised to the beneficiary without engagement by the

advising bank, and cannot be amended or cancelled unless the issuing bank, the confirming bank and the beneficiary agree.

Issuing Bank — The bank that opens a Documentary Credit at the request of its customer, the applicant. Also known as the

Opening Bank.

Negotiable/Non-Negotiable — Usually used with regard to Bills of Lading: a negotiable B/L is a valid document of title, while
a non-negotiable B/L is not - the beneficiary of a Letter of Credit (the exporter) may send the importer a non-negotiable B/L

for information.
Negotiating Bank — The bank under a Letter of Credit that negotiates the Bill of Exchange and / or documents.

Negotiation — The giving of value or purchase of drafts and / or documents under a Documentary Credit which the issuing

bank has undertaken to pay.

Noting — The first stage in protest of a dishonoured bill: if instructed to protest for non-payment/non-acceptance, the
Collecting Bank must send the bill to a notary public who will represent it to the drawee on the same day it was refused, or
the next business day. If the drawee still refuses the bill the notary public 'notes' on the bill: the amount of his charges, the

date and his initials. The reason for refusal is shown on a note attached to the bill. The bill is then protested.

Paying Bank — The bank that makes payment to the beneficiary under a Letter of Credit after presentation to it of documents

stipulated in the credit.

Presenting Bank — The bank that requests payment of a collection bill - may be the collecting bank or its nominated branch

or local correspondent, which is better placed to contact the importer.

Promissory Note — A signed statement containing an unconditional written promise to pay a stated sum to a specified

person at a specified date or on demand.

Protest - The formal representation of a dishonoured Bill of Exchange: the bill is presented by a notary public to the drawee
- if refused again, it is noted (see Noting). The notary public then issues a formal protest, an official certificate that the bill

has been refused: the drawer can use this certificate to sue the drawee in court.
Recourse — The right to claim a refund from another party which has handled a bill at an earlier stage.

Reimbursing Bank — The bank nominated by the Issuing Bank that will pay the value of the Letter of Credit to the
negotiating/paying bank.

Remitting Bank — The exporter's bank in collection transactions, which remits the bill to the collecting bank.
Sight — A bill payable at sight is payable on presentation to the drawee, ie on demand.

Tenor — Term or period of credit granted by the drawer. Also known as Usance, a Term or Usance Bill of Exchange may be

presented for payment at a fixed or determinable future time.
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