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Agenda

€ Documentary Trade

€ Payment Risk Ladder

€ Documentary Credit

€ Types of Import Documentary Credits

€ Export Documentary Credits

¢ DC Confirmations

€ DC Discounting

€ Documentary Collections
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Documentary Trade
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; Importer / ;Exporter—/

— 4 I
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| A
Documents Documents
and Finance and Finance

— HSBC _/

0 Risk Mitigation: Collections, Documentary Credit, and DC Confirmation
0 Processing: Fulfilling Trade Flows Globally — Movement of Documents and Funds

Q Financing: Pre and Post Shipment Financing — For Importers and Exporters
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Payment Risk Ladder

Exporter Importer

Least Secure Most Secure

Open Account

4|
/$\‘ Collection — DA

—
—0—0-] Collection — DP
|

==| Documentary
==| Credit

ﬁ Confirmed DC

Advance Payment

Most Secure Least Secure
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Payment Risk Ladder — Scenario
¢ Medium sized trading company based in UAE; been in business for 25 years
¢ Raw material purchase opportunity with a start-up (1 year old company) based in China

¢ What would be your preferred methods of payments?

Exporter Importer
Open Account Most Secure
Collection — DA
Collection — DP

Documentary
Credit

Confirmed DC

[ OO [ 1p @ &

Advance Payment
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Trade Transaction Life Cycle

Goods Goods Receive Value Goods Payment
Order Arrive Order Add Ship Realised
v \4 \4 \4 \4 \4

\ 4 | : v
Pre-Trade mporter Exporter Activities Post Trade
Activities
Trade Settlement
Trade Execution
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Documentary Credit (DC)

A Documentary Credit (DC) is an irrevocable undertaking given by a Bank at the request and on behalf of an

Applicant (Importer) to effect settlement (payment) to a Beneficiary (Exporter ) upon certain agreed conditions

¢ Payment terms

¢ Payment assurance to seller by bank

¢ Seller presents the DC and trade documents to Bank to claim payment
¢ |ssuing bank will release documents to the buyer

¢ Buyer is obliged to make payment

¢ Governed by ICC rules and UCP 600
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DC — Transaction Life Cycle

Goods Goods Documents Documents Usance
Order Ship Presented Accepted Payment Due
\ 4 \ 4 \ 4 \ 4 \
.

Exporter Activities

iSi Clean Bill Accepted Bill
S Discounting Discounting — Bank Risk Finance

— Negotiation
Confirmation 9

Importer Activities
Usance Accepteq and DC Settlement
i Acceptance Unpaid
Checking /
DC Issuance Discrepancy
Resolution _
Sight

{X} HSBC Settlement
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Documentary Credit
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Exporter -/ \.—— Importer -/

s - N O - N ©

- - -

A
A

© o=
o o= o
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A

—— HsBC -/ N—— nHsBc
Negotiating/advising Bank Issuing Bank
—» Documents ~  ------ » Advice/Notice Goods flow —» Cash flow
0 DC application 0 Document sent to issuing bank
0 DC issued 0 Issuing bank will effect payment or accept for a future payment
€ DC advised € Payment to Exporter
0 Goods are shipped Q Documents received and import bill settled
6 Documents presented. If any discrepancy exists the Exporter

is notified

P e |

PUBLIC



Documentary Credit — Advantages and Considerations

e ~N ¢ Payment security ¢ Must comply with all Documentary
Credit terms

¢ Can be used to obtain pre-shipment
finance ¢ Without adding confirmation, bank
and country risks are greater and

¢ Can be used to obtain post- el e coreiiaad

\ Exporter _ shipment finance by discounting the
DC ¢ Trading terms with Importer
4 ) ¢ Risk mitigation
¢+ Can facilitate financing at favourable ¢ Credit lines are utilised
rates
¢ Trading terms with Exporter
¢ Ability to monitor the flow of goods

—— Importer / and payment
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Import DC Issuance solutions

® Transferable DC

@ Back-to-back DC

@ Revolving DC

€ Usance DC Payable at sight (UPAS)
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Designated as transferable

Transferring Bank does not use limits

Transferred to third party on request of beneficiary and approval of HSBC

Terms can be changed for value, unit price, beneficiary details, Expiry/Shipment dates,
Quantity, insurance percentage

Upon HSBC approval, DC may be transferred to one or more beneficiaries (Multiple
shipments may be allowed)

<R

Beneficiary can substitute drafts and invoices
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Transferable DC
- Goods

W Contract 1 ( Contract 2
End - Buyer *L Middleman j ﬁ‘L Supplier

o Transfer Transfer LC‘
’ L/C Application L/C \\\Request

Documents Invoice Documents

| , W\ i

Documents Transferring

Bank

$

A

Issuing Bank
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Back to Back DC

For traders, intermediaries, agents etc.

Issued backed by Master DC

Helps maintain confidentiality with Importer

More flexibility in documents substitution

Does not need ultimate Buyer’s consent

NENRNENER

2

HSBC
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Back-to-Back DC phase 1
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LA— Exporter -/

O
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; Intermediary /

6 &L
4 N\

N—— hHsBC

Advising Bank

—» Documents
o Master DC application

o Master DC issued
0 Master DC advised
0 Request for a Baby DC

0 Baby DC issued
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Baby DC Issuing Bank

» Advice/Notice

Goods flow

Baby DC advised
0 Goods are shipped
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Back-to-Back
4 ™

Exporter -/

DC phase 2
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— Importer -/

\—— hsBc -/

Advising Bank

———» Documents

0 Goods are shipped

o Documents presented. If any discrepancy exists the Exporter is notified

A

\—— HsBc -/

Baby DC Issuing Bank

------ » Advice/Notice

Q Baby DC documents sent to negotiating/advising bank

@ Remittance made under Baby DC?

@ Payment to Exporter

Note

Timing of the flow may change based on the structure of the DC

{v} HSBC

A

Goods flow

\— HsBc -/

Issuing Bank
—» Cash flow

@ Intermediary advised to substitute documents for presentation under Master DC

@ Master DC documents sent to issuing bank

@ Remittance made under Master DC!

@ Intermediary receives payment

@ Documents received and import bill settled

16

PUBLIC



Revolving DC

¢ Asingle Documentary Credit

¢ Covers multiple shipments over a long period

¢ Automatically reinstated after each drawing

¢ Less expensive than opening individual DCs for each shipment

¢ Can revolve around time or by value
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Revolving DC
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Negotiating/advising Bank Issuing Bank
— Documents ~  ------ » Advice/Notice Goods flow —» Cash flow
o DC application on revolving payment terms Q Documents sent to issuing bank
. Issuing bank will effect payment or accept for a future payment
e Revolving DC used 0 (In addition, reinstatement notice will be sent if the DC is revolving around value)
DC advised @ Payment to Exporter
o Goods are shipped, Since being a revolving DC multiple shipments can 0 Documents received and import bill settled Multiple drawings allowed under
be accommodated revolving DC

Documents represented. If any discrepancy exists the Exporter is notified
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Usance DC payable at sight (UPAS)

¢ Usance DC but ability to negotiate at sight

¢ |Issuing bank reimburse the negotiating bank

¢ Favourable payment terms from exporter’s perspective
¢ Faster access to payment

¢ Importer’s ability to negotiate better pricing
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Usance DC Payable at Sight (UPAS)
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1

A !

|

1 1

1 I

! :

I

' QLU @ " I

|

'____________|: ________ ( \4 ___________ “_;l__ _____ ( \4________|:___.!

> o=
o O 2102
HSBC HSBC
Negotiating/ Issuing Bank
advising Bank
—» Documents ~  ------ » Advice/Notice Goods flow —» Cash flow

0 Usance DC application 6 Documents sent to issuing bank
0 Usance DC issued (with sight payment clause) 0 :ngéggég?gIr”s]gg:jtzracceptance advice to negotiating bank and documents
0 DC advised @ Negotiating bank to make payment to Exporter
0 Goods are shipped @ Issuing bank will effect payment + interest to negotiating bank on due date

6 Documents presented for examination with request for discounting,
subject to clean presentation
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@ At maturity, Importer will settle DC amount and interest



Coming up next...

HSBC Trade Academy:
Traditional Trade - Exports

14" November 2-3pm GST

4X) HsBe

Register Now
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HSBC Trade Academy:
Incoterms 2020

20" November 2-3prrGST

Register Now







Disclaimer

© Copyright HSBC Bank Middle East Limited 2024. All rights reserved. No part of this document may be reproduced, stored, distributed or transmitted in
any form without the prior written permission of HSBC Bank Middle East Limited.

This document is issued by HSBC Bank Middle East Limited (HSBC) and is intended for reference and illustrative purposes only. It does not constitute an
offer or advice for you to purchase from or otherwise enter into a transaction with HSBC or any of its subsidiaries or affiliates.

The information contained in this document may include information from third parties who HSBC believe to be reliable but such information will not have
been independently verified by HSBC. All information contained in this document (including without limitation, information about products, terms and
conditions, pricing, forecasts, market influences and HSBC policy) is subject to change from time to time without any obligation on HSBC to give notice of
such change to you.

Whilst HSBC will try to ensure that the information in this document is current, accurate and complete at the date of publication, it cannot guarantee this
and therefore it makes no representation (express or implied) about the currency, accuracy or completeness of that information. HSBC cannot accept
liability for any direct, indirect or consequential losses arising from the use of or the reliance on the information contained in this document by any person
and such liability is excluded to the maximum extent permitted by law. You are responsible for making your own evaluation about the products referred to
in this document. HSBC recommends that before you make any decision or take any action that might affect you or your business, you consult with
suitably qualified professional advisers to obtain the appropriate financial, legal, accounting, tax or other advice.

Issued by HSBC Bank Middle East Limited U.A.E Branch, P.O.Box 66, Dubai, U.A.E, regulated by the Central Bank of the U.A.E and lead regulated by the
Dubai Financial Services Authority.
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