
Documentary Credits
1. A documentary/letter of credit may be defined as “an arrangement by means of which a
bank (Issuing Bank) acting at the request of a customer (Applicant), undertakes to pay to
third party (Beneficiary) a predetermined amount by a given date according to agreed
stipulations and against presentation of stipulated documents”.

2. The principal parties to a letter of credit are
o –  The Applicant (Opener of the LC/Importer)
o –  The Issuing Bank (The bank which opens the LC)
o –  The Beneficiary (Who is the Seller/ Exporter) of the underlying LC
o –  The Advising Bank
o –  Confirming Bank
o –  Nominated Bank
o –  Reimbursement Bank.

3. The applicant of an LC is normally the buyer of the goods who is to make payment to
the seller.

4. The Issuing bank is the bank, which opens the LC in favor of the beneficiary.
5. The Beneficiary is the seller of goods who is to receive payment from the buyer.
6. The Advising Bank advises the credit to the beneficiary.
7. The advising bank or any other bank so authorized by the issuing bank may assume

the role of a confirming bank and add its confirmation to the LC opened by an issuing
bank.

8. Nominated bank is the bank that is nominated and authorized by the issuing bank to
● Pay if the LC is a payment LC
● Incur a deferred payment undertaking
● Accept drafts, if the credit stipulates so
● Negotiate.

3. Reimbursement bank is the bank, which is authorized to honor the reimbursement
claim in settlement of negotiation/acceptance/payment lodged with it by the paying,
negotiating or accepting bank.

4. In order to make payment to the overseas supplier, the buyer of goods approaches his
bank for opening a letter of credit in favor of the supplier.

5. LCs may be categorized based on the scope for cancellation, mode of payment, tenor
and availability style.

6. Revocable Letter of Credit, Irrevocable L.C., confirmed L.C., payment credit,
Acceptance credit, Negation credit, Sight credit, Usance credit, Revolving credit,
Installment credit, Deferred credit, transit credit, and anticipatory credit are different
types of credit available.

7. In case of shipment under Letter of Credit, the supplier should prepare documents
strictly in accordance with the terms and conditions of the Letter of Credit and submit
them to his bank for negotiation. The negotiating bank will examine these documents
and if found in order, negotiate the same.

8. The documents to be submitted by the exporter to his banker would include a
commercial invoice, transport document which is usually the bill of lading (or seaway
bill or airway bill), insurance document, certificate of inspection, packing list and in
some cases a certificate of origin of goods as well.

9. A commercial invoice is prima facie evidence of the contract of sale and purchase. It
is a document made by the exporter on the importer indicating details like description
of the goods consigned, consignor’s name, consignee’s name, name of the steamer,



number and date of bill of lading, country of origin, price, terms of payment, amount
of freight, etc.

10. A bill of lading is a document issued by the shipping company or its agent,
acknowledging the receipt of goods for carriage which are deliverable to the
consignee or his assignee in the same condition as they were received.

11. In international trade, when goods are in transit they are exposed to marine perils.
Insurance is effected to protect the insured against risk of loss or damage to goods due
to marine perils. Therefore, Insurance documents should be issued and signed only by
insurance companies or underwriters or their agents.

18. A letter of credit may also call for additional documents like bill of exchange, health
certificate, pre-shipment inspection certificate, packing list, shipping company’s
certificate, beneficiary’s declaration/undertaking, etc.

19. Certificate of origin is an important document in case of imports into India to
determine the origin of goods for methods of payment purpose as required by the
Exchange Control Authorities.

20. Incoterms – An acronym for International Commercial Terms – are a series of 13
trade terms used in international sales contracts to clearly divide the risks and
responsibilities of buyers and sellers with regard to the movement of goods between
both parties.

Export Finance and Exchange Control Regulations Governing Exports
1. Export finance can be categorized into pre-shipment finance and post-shipment

finance depending at what stage of export activity, finance is extended.
2. Pre-shipment finance is basically a short-term finance (inventory finance) extended to

exporters in anticipation of export of goods. This finance enables exporters to procure
raw materials, process, manufacture, warehouses, ship the goods meant for export.

3. Pre-shipment finance can be classified as
1. Packing credit
2. Advance against incentives receivable from Government covered by ECGC

Guarantee
3. Advance against cheques/drafts received as advance payment.

4. Pre-shipment finance being a need based finance, banks have the freedom to
determine the margin that is to be brought in by the exporters.

5. Margins serve three important purposes:
1. To ensure that the exporter has a stake in the business
2. To take care of erosion in the value of goods charged to the banker
3. To ensure that bank finance is not extended to cover exporters profit margin.

6. Banks are permitted to grant pre-shipment advances without insisting on immediate
lodgement of letters of credit/firm export orders under “Running Account” facility.

7. Pre-shipment Credit in Foreign Currency (PCFC) is made available to cover both the
domestic as well as imported inputs of the exported goods. It is available only for cash
exports.

8. PCFC will initially be available for a maximum period of 180 days.
9. The credit will be self liquidating in nature and accordingly after the shipment of

goods, the credit will be liquidated by submission of export documents for
discounting/rediscounting under the rediscounting of export bills abroad scheme.

10. Advances against Incentives receivable from Government of India granted at
post-shipment stage.



11. Where the value of material to be procured for export is more than the FOB value of
the contract and considering the availability of receivables from Government of India,
advances are granted for a maximum period of 90 days for more than the FOB value.
These advances are liquidated by negotiation of export bills and out of proceeds of
receivables from Government of India.

12. Pre-shipment finance can also be extended against duty drawback entitlements
provisionally certified by the Customs. The loans so extended will be adjusted when
the final assessment is made by customs and duties are refunded by them.

13. Certain formalities have to be fulfilled for clearance of exports by the customs
authorities. The exporter is required to submit necessary documents for this purpose.

14. Post-shipment finance is defined as “any loan or advance granted or any other credit
provided by an institution to an exporter from India from the date of extending the
credit after shipment of the goods to the date of realization of the export proceeds”.

15. Post-shipment finance can be classified as under:
o –  Negotiation/Payment/Acceptance of export documents under letter of credit
o –  Purchase/discount of export documents under confirmed orders/export

contracts, etc.
o –  Advances against export bills sent on collection basis
o –  Advances against exports on consignment basis
o –  Advances against undrawn balance on exports
o –  Advances against receivables from the Government of India
o –  Advances against retention money relating to exports
o –  Advances against approved deemed exports.

16. Post-shipment finance is extended to the actual exporter or to an exporter in whose
names the export documents are transferred. In case of deemed exports, finance is
extended to the deemed exporters. In case of cash exports, exporters should submit
GR/PP/VP/SOFTEX forms, as applicable along with the shipping documents for
negotiation.

17. Post-shipment finance can be extended up to 100% of the invoice value of the goods.
18. Post-shipment finance may be availed of either in Indian rupees or by using the

rediscounting of export bills abroad scheme.
19. Rediscounting of Export Bills Abroad was introduced by the Reserve Bank of India

on 6th October, 1993. It serves as an additional window for early realization of export
proceeds. Under this scheme, authorized dealers in India and exporters can have an
access to the overseas market for rediscounting of export bills.

20. Authorized dealers can utilize the foreign exchange resources available with them in
Exchange Earners Foreign Currency Accounts (EEFC), Resident Foreign Currency
Accounts (RFC), Foreign Currency (Non-Resident) Accounts (Banks) Scheme and
Escrow Accounts to discount usance bills and retain them in their portfolio without
resorting to rediscounting.

21. Exchange control regulations in India are issued and administered by the Reserve
Bank of India. Some of the aspects covered by these regulations include the method
of realization of proceeds of exports, purchase and sale of foreign exchange,
maintenance of balance at foreign centers, etc. The Reserve Bank of India, ensures
strict compliance of these regulations in order to conserve foreign exchange reserves.

22. As per FEMA, every person/firm engaged in the business of exports (with the
exception of exports to Nepal and Bhutan) is required to make a declaration giving the
full value of the exported goods on an export declaration form.



23. Export declaration forms are of different types depending on the mode of export.

Export Import Policy
1. The exim policy 1997-2002 basically aims at imparting operational flexibility to the exporters. The

changes brought about will enable exporters to tap new markets and help them improve exports both in
terms of quality and quantity.

2. FEMA defines ‘import’ as bringing into India, any goods or services. Imports to India can be classified
into two categories: OGL and Negative List.

3. Freely importable items or the Open General License (OGL): The OGL includes those items which are
freely importable and do not require import licenses.

4. The negative list: Import of those items which are not regulated by the OGL fall under the negative list
category. This category of items are broadly grouped under 3 heads: Prohibited, Restricted and
Canalized.

5. Import license means a license granted specifically for import of goods which are subject to import
control.

6. Regular License: These are licenses issued for the import of goods which fall under the normal import
policy. These can be issued to anybody entitled for issuance as per the policy provision.

7. Advance License: Advance licenses are issued under the duty exemption scheme. Under advance
licenses, duty free imports of inputs are permitted on fulfillment of value addition and export obligation
within a certain time-frame. Advance Licenses are broadly divided into value based advance license
and quantity based license.

8. Certain licenses are issued with a rider, like ‘export obligation’ which means importers of capital goods
are required to export to a place outside India, a certain proportion of goods manufactured by the use of
imported capital goods. In case of importers rendering services, export obligation means receiving
payments in freely convertible foreign currency for services, rendered through the use of such capital
goods.

9. A Special Import License (SIL) may be used to import, among other items, certain consumer goods.
The SIL is like an import permit and is traded in the market, at a premium on its value. It is issued to
Indian exporters as an export incentive, and its value is tied to export earnings.

10. When the import license is so endorsed, the license holder may transfer the license in full in case he has
not made any imports or where imports have already been made, the license may be transferred in part
excluding the value and quantity of imports already made or the materials or the balance already
imported.

11. The objective of Duty Entitlement Passbook Scheme is to neutralize the incidence of Customs duty on
the import content of the export product. The neutralization shall be provided by way of grant of duty
credit against the export product.

12. Under the Duty Entitlement Passbook Scheme (DEPB), an exporter may apply for credit, as a specified
percentage of FOB value of exports, made in freely convertible currency.

13. The DEPB on pre-export basis shall be non-transferable and items imported against it shall be subject
to actual user condition even after offsetting their obligation against such DEPB.

14. The exim policy 2000-2001 has done away with the DEPB scheme on pre-export basis as very few
exporters were availing of the scheme.

15. To give a boost to exports of diamond, gem and jewelry for which India enjoys a special advantage of
skilled labor, exporters under these sectors have been offered two special schemes viz:

● Replenishment (REP) licenses, and
● Diamond Imprest Licenses.

16. Bank Guarantee and Legal Undertaking
The licensee is required to execute a bank guarantee/legal undertaking before the first consignment of
import is cleared. However, this requirement will be waived in case the export obligation is fulfilled
before any imports are made.

17. The Licensing Authority will allow extension in export obligation period for a period of four months
against one or more consignment/sight on payment of penalty of 1% on the unfulfilled FoB value of
export obligation with reference to CIF value of the imports made for which extension is being sought.



18. FEMA defines ‘export’ as the taking or sending out of goods by land, sea or air, on consignment or by
way of sale, lease, hire purchase, or under any other arrangement by whatever name called, and in the
case of software, also includes transmission through any electronic media.
(Exports may be of different types. They could be cash exports; project exports and deemed exports.)

19. A decade ago, various tariff and non-tariff trade barriers were imposed by different countries. With the
liberalization and globalization, countries have done away with the quotas and embargoes towards the
positive and growth oriented economic policies.

20. In India, for many years the accent of trade policies was on maintaining the level of imports within the
available foreign exchange in order to protect the domestic industry and to achieve price stability.

21. The import export policy of 1985 was the first bold and dynamic policy in the direction of export
promotion, import substitution and technological upgradation.

22. The Liberalized Exchange Rate Management System (LERMS) was in March 1992. The success of the
scheme led to the introduction of Unified Exchange Rate System in 1993. Since then, all foreign
exchange transactions are being put through by authorized dealers at market-determined rates.

23. As a sequence, the government of India introduced significant changes in the import export policy also.
An attempt was made to align India’s international trade policies and practices in the 1992-97
Export-Import policy. This particular export-import policy saw numerous changes and modifications.

24. The major objectives of the new exim policy: accelerating country’s transition to a globally oriented
vibrant economy, stimulating sustained economic growth, enhancing the technological strength and
encouraging the attainment of internationally accepted standards of quality and providing consumers
with good quality products at reasonable prices.

Import Finance and Exchange Regulations Relating to Import Finance
1. Bank lending activities under import financing are mainly concentrated on activities

like
● Import of consumable inputs and channelized items
● Import of plant and machinery
● Imports made under short-term credit facility extended by overseas seller.

2. Whenever an importer approaches a bank for opening an import LC, banks usually
subject the request for scrutiny under the premises of

1. Trade Control Requirements
2. Exchange Control Requirements
3. Credit Norms of R.B.I
4. U.C.P .D.C Provisions and FEDAI
5. Bank’s Internal Procedures

2. According to the exchange control guidelines banks are required to open letters of
credit for their own customers known to be participating in the trade. The opening of a
letter of credit involves two stages wherein the importer is first required to make an
application in the required format to the bank for opening the LC. Along with the
application the applicant is also required to submit certain important documents.

3. The importer should be in possession of an importer exporter code issued by the
Director General of Foreign Trade. As the exchange control copy of the import
license should be submitted to the authorized dealer, the import license should follow
certain rules.

4. If the Letter of Credit application is found to be in order after scrutiny from all angles,
the bank will open the LC in favor of the supplier of goods.

5. FEMA places restriction on the purchase and sale of foreign currency. As per this Act,
only authorized dealers or those generally or specially permitted by the RBI can
purchase or sell foreign currency. Any foreign exchange that is required for import
payment can be acquired only from an authorized dealer.

6. FEMA also lays down that any person who acquires foreign exchange for importing
goods into India but does not import the goods or does not import goods of value or



kind or quality or quantity indicated while acquiring the foreign exchange, will be
presumed to have been unable to use the foreign exchange for the purpose for which it
was acquired or as the case may be, to have used the foreign exchange for a purpose
other than the one for which it was acquired.

7. In a situation of adverse balance of payments, and where it is necessary to import
certain goods, the Government/RBI may obtain a line of credit from the Central Bank
of the overseas suppliers country. In such a case, payment may be made either by the
Letter of commitment method or the reimbursement method.

8. Under the Letter of commitment method, payment is made directly by the loan agency
(i.e. the Central Bank of the supplier) to the supplier of goods. The importer needs to
make payment in Indian rupees only to the Government of India.

9. Under the reimbursement method, payment is first made through normal banking
channels (by the Government/RBI to the overseas supplier) and reimbursement is
subsequently claimed by the Government/RBI from the credit agency (i.e. the Central
Bank of the overseas supplier).

International Accounting and Taxation
1. The foreign currency transactions of firm can be divided into (i) transactions in a

foreign currency that need to be stated in domestic currency terms and (ii) the
presence of foreign operations whose financial statements need to be translated into
the domestic currency.

2. Foreign operations can be Integral Foreign Operations and Independent Foreign
Operations.

3. In India, reporting of foreign currency transactions is governed by Accounting
Standard – 11 prescribed by the Institute of Chartered Accountants of India.

4. A foreign currency transaction may result in a receivable or payable.
5. The exchange gain/loss arising because of the differences in the spot rates can be

covered using forward contracts, or other hedging tools.
6. The difference between the contract rate and the spot rate as on the date of the

transaction should be recognised as income or expenditure, spread over the life of the
contract. Also any profit/loss arising due to cancellation/extension of a forward
contract should be accounted for as income or expenditure for the period in which it
arises.

7. There are four methods, which guide the translation of the financial statements of a
foreign entity, whether independent or integrated. They are (i) Current/Non-current
method (ii) Monetary/Non-monetary method (iii) Temporal method and (iv) Current
rate method.

8. Historical exchange is the rate at which a transaction was actually settled.
9. Current or closing exchange rate is the rate prevailing on the date of translation of

accounts.
10. Average rate: It is the average of the rates prevailing over a certain period of time.
11. An entity operating in more than one country faces multiplicity of rules. One of the

major factors acting as an impediment to international trade is the possibility of
double taxation. The income earned by an entity in a foreign country may be taxed
twice, once in the country in which it has been earned and the second time in the
country in which the entity is based.

International Financial Markets and Instruments



1. The Indian companies have many opportunities to raise funds in the international
equity markets for the right kind of usage.

2. There are various types of instruments in the international markets like: Yankee
bonds, Samurai bonds, Bulldog bonds, Eurobonds, etc. as well as ADR/GDR/IDRs
for equity issues.

3. The major players in the international markets are: borrowers/issuers,
lenders/investors and intermediaries. The institutional investors can be classified as:
market specific investors, time specific investors and industry specific investors.

4. Intermediaries are mainly: lead and co-managers, underwriters, agents and trustees,
lawyers and auditors, listing agents and stock exchanges, depository banks, custodians
and lastly, printers.

5. Resource mobilization depends on the following factors: currency requirements,
pricing of the issue, investment, depth of the market, international positioning,
regulatory aspects, disclosure requirements and investment climate.

6. The issuance of GDRs requires the following steps: approval of the shareholders,
appointment of lead manager, finalization of the structure, documentation (prospectus,
depository agreement, underwriting agreement, subscription agreement, custodian
agreement, trust deed, paying and conversion agreement, listing agreement), the
launching of the GDR, marketing and road shows, pricing and finally closing.

7. Eurodollars are liabilities denominated in U.S. dollars, but not subject to U.S. banking
regulations. Mostly banks located outside the U.S. issue Eurodollar deposits.

8. There are various advantages of Eurodollar deposits, the main being, lesser regulatory
impediments, lower cost of deposit intermediation and less intense supervisory
scrutiny by the authorities.

9. The main instruments in the Eurodollar market are: Eurodollar Certificate of Deposits
(CDs), Eurodollar Floating Rate CDs (FRCDs), Eurodollar Floating Rate Notes
(FRNs), Note IssuanceFacilities (NIFs) and Eurocommercial Papers (CPs).

10. The three basic risks with Eurodollar deposits are: chances of interference of transfer
of funds by the host country government, potential jurisdiction of international
disputes and soundness of deposits of banking offices of foreign countries with
relation to the U.S.

11. Most of the Euroloans are today sourced through a syndicate of banks or lenders. The
process is almost similar to the process of syndication of loans from internal sources.

12. The advantages of syndicated loans are: size of the loan, speed and certainty of funds,
maturity profile of the loan, flexibility in repayment, lower cost of funds, diversity of
currency, simpler banking relationships and possibility of renegotiation.

International Project Appraisal
1. Foreign Direct Investment (FDI) is the investment made in physical assets like plant

and machinery in a foreign country, with the management control being retained by
the domestic investor.

2. FDI results in managerial control over the operations of the foreign entity.
3. FDI can be done either by establishing a new corporate in the foreign country or by

making further investments in an existing foreign entity or by acquiring an existing
foreign business enterprise or by purchasing assets.

4. Companies invest in foreign physical assets for a number of reasons. The important
ones are: economies of scale, need to get around trade barriers, comparative
advantage, vertical diversification, general diversification benefits, attacking foreign



competition, extension of existing international operations, product life cycle,
non-transferable knowledge, brand equity, and protection of brand equity.

5. The economic viability of a home country project can be measured using various tools
like NPV, IRR, payback period, accounting rate of return etc.,

6. Certain issues like blocked funds, effect on the cash flows of other divisions,
restrictions on repatriation, taxability of cash flows, exchange rate movements and
subsidized loans by the foreign government affect both the cash flows and the
discount rate.

7. The economic, political, and financial aspects of a country in which the project is
based are very crucial for the profitability of a project.


