
Bank Guarantees and 
Standby Letters of Credit 
in International Trade
A Comprehensive Guide to Financial Security in Global Commerce



Preface - Bank Guarantees and 
Standby Letters of Credit in 
International Trade

In the finance world, where each decision carries consequences, exceptional individuals are 
needed to navigate its complexities and achieve success. As the Legal Advisor of the Group, 
I've had the privilege to work alongside some of the brightest minds in the industry. Among 
these luminaries is Mr. Dagan M. Levinzon.

In the pages that follow, you will embark on a journey into the dynamic realm of finance, 
guided by Mr. Levinzon's expertise. His journey has been nothing short of extraordinary, 
grounded in a diversity of experiences that encompass academic excellence and a flourishing 
business career.

Mr. Levinzon's educational path began at the Technion Institute, Haifa, and continued at the 
University of Haifa, where he honed his knowledge in Engineering, Industrial Management, 
Psychology. He later acquired a Master in Business Administration (MBA) with a focus on 
Marketing and Finance. These academic pursuits not only sharpened his intellect but also 
instilled in him the resilience and analytical thinking vital in the finance world.

His story serves as a beacon for those aspiring to navigate the finance landscape, offering a 
unique perspective and valuable lessons learned from a career defined by passion, dedication, 
and an unrelenting pursuit of financial excellence.

Kolyo Boichev
CFO Credit Glorious
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The Significance of Bank Guarantees 
in Commercial and Financial 
Transactions
In the intricate and ever-expanding landscape of global commerce and finance, trust and 
certainty are paramount. This book delves into the indispensable role of bank guarantees, 
elucidating their profound significance within commercial and financial transactions. Far from 
being mere bureaucratic instruments, bank guarantees have evolved into a foundational 
mechanism for mitigating risks and ensuring security across the spectrum of international 
business dealings. The dramatic growth of global trade in recent decades, propelled by 
accelerated globalization and transformative technological advancements, has created 
unprecedented opportunities. Regions such as Southeast Asia, for instance, have witnessed 
extraordinary economic expansion, establishing themselves as vital commercial hubs and 
intricate supply chain arteries for businesses worldwide. However, this very expansion, 
characterized by transactions spanning vast distances and diverse jurisdictions, inevitably 
introduces a complex array of new risks and formidable challenges.

International trade, by its very nature, is fraught with potential hazards. Sellers face the risk of 
non-payment or buyer insolvency after goods have been shipped, while buyers contend with 
the potential for non-delivery, delays, goods that are damaged or fail to meet quality 
specifications, and contractual disputes. These risks are not only inherent to commercial 
exchange but are significantly magnified when parties operate across national borders, 
navigating disparate regulatory frameworks, varying legal systems, and often, a lack of direct 
familiarity or established trust between counterparties. Such cross-border complexities 
demand robust financial instruments capable of bridging gaps in trust and providing 
assurances that conventional contracts alone cannot offer.

This is precisely where bank guarantees emerge as critical safeguards. They instill a 
fundamental level of security and trust among all parties involved in commercial transactions, 
acting as an unshakeable commitment. A bank guarantee represents a formal undertaking 
issued by a reputable financial institution4the guarantor4on behalf of its client4the applicant
4to a third party4the beneficiary. This undertaking ensures the payment of a specified 
monetary amount or the faithful fulfillment of an obligation, should the applicant fail to meet 
their contractual terms and conditions. In essence, it provides a vital layer of protection against 
the multifaceted financial and commercial risks that are an almost unavoidable part of 
international commerce, transforming potential uncertainty into verifiable assurance.

Bank guarantees play an unequivocally crucial role in shielding businesses from the myriad 
risks inherent in commercial transactions. For sellers, they provide an ironclad assurance that 
payment will be rendered, thereby fostering confidence and encouraging active participation 



The Role of Credit Glorious as a 
Specialized Financial Institution and 
Reliable Partner
Credit Glorious stands as a preeminent financial services institution, specializing in the 
issuance of Bank Guarantees (BGs) and Standby Letters of Credit (SBLCs). With an 
unblemished reputation forged over decades of dedicated service and financial acumen, 
Credit Glorious has cemented its position as a global leader. We are renowned for providing 
reliable, precisely tailored financial solutions that cater to the intricate and diverse needs of 
businesses across the international landscape. Our commitment extends beyond mere 
transaction processing; we are dedicated to fostering global trade, mitigating risk, and 
empowering our clients with the financial instruments necessary for secure and expansive 
operations. Furthermore, Credit Glorious plays a crucial role in supporting companies to 
efficiently obtain these vital financial instruments from a wide network of reputable, top-rated 
banks, ensuring credibility and optimal terms for our clients.

Global Presence 
and Local Expertise
Credit Glorious operates 
with an expansive global 
footprint, maintaining a 
strategic presence and 
operational capabilities in 
multiple key financial 
hubs and emerging 
markets worldwide. This 
allows us to offer 
comprehensive 
international financial 
services, adapting our 
offerings to the specific 
regulatory environments, 
cultural nuances, and 
unique commercial 
demands of clients in 
diverse regions. Our 
global network is not 
merely about reach; it 
signifies a deep

Substantial Capital 
Strength and 
Unwavering 
Assurance
A cornerstone of Credit 
Glorious's reliability is its 
substantial and 
strategically managed 
capital base. This robust 
financial foundation is 
critical, as it underpins 
every guarantee and 
SBLC issued, serving as an 
unequivocal assurance of 
our capacity to honor 
financial commitments, 
regardless of scale or 
complexity. Our strong 
capitalization is 
meticulously managed in 
accordance with 
stringent international 
banking standards and

Adherence to 
International 
Norms: ICC 
Membership and 
URDG 758
Credit Glorious's 
unwavering commitment 
to international best 
practices is exemplified 
by its esteemed 
membership with the 
International Chamber of 
Commerce (ICC). This 
affiliation underscores our 
dedication to 
transparency, ethical 
conduct, and the 
standardization of 
international trade 
finance. Crucially, our 
financial institution 
rigorously adheres to and 
implements the ICC's



Fundamental Concepts of Bank 
Guarantees
Bank guarantees are financial instruments of great importance in commercial and financial 
transactions, acting as a cornerstone of trust and security. They serve to mitigate risks for 
beneficiaries and facilitate smooth operations, particularly in complex international trade 
environments. This chapter delves into the essence of bank guarantees, exploring their 
historical evolution, regulatory framework, various types, and the profound advantages they 
offer to businesses operating in a globalized economy.

In the context of international trade, bank guarantees play a crucial role in ensuring security 
and trust between the involved parties. They act as a formal commitment by a bank or a 
financial institution on behalf of the client (applicant) to a third party (beneficiary), ensuring 
the payment of a specified amount or the fulfillment of an obligation should the client fail to 
meet contractual terms. This tool offers protection against financial and commercial risks that 
may arise during international transactions, allowing businesses to mitigate risk and operate in 
a safer environment.

1.1 The Nature and History of Bank Guarantees
1.1.1 Historical Evolution and Roots
The roots of bank guarantees can be traced back to ancient Rome, where the concept of 
suretyship developed. Suretyship was a contract in which a third person, called the guarantor, 
committed to guarantee the fulfillment of a contractual obligation by a debtor. This concept of 
guarantee, based on trust and the responsibility of a third party, laid the groundwork for the 
development of modern bank guarantees.

Over the centuries, the concept of bank guarantees has evolved and adapted to the needs of 
commerce and financial transactions. During the Industrial Age, particularly in the 19th century, 
bank guarantees as we know them today found significant spread. The increasing complexity 
of international commerce and the need to mitigate financial risks led banks to offer 
guarantees on behalf of their clients, formalizing a practice that would become indispensable 
for global trade.

1.1.2 Types of Bank Guarantees
Bank guarantees come in various forms, each tailored to specific contractual obligations and 
risk mitigation needs. Understanding these types is crucial for selecting the appropriate 
instrument for a given transaction:



Types of Bank Guarantees and Their 
Applications
Bank guarantees are versatile instruments reflected in their numerous types, each tailored to 
specific commercial needs and risk scenarios. Below, we detail three common forms and their 
critical applications:

1

Payment Guarantees
Payment Guarantees ensure that the beneficiary receives a specified amount in 
the event that the applicant (client) fails to honor their payment obligations. These 
are particularly vital in transactions where payment is contingent upon specific 
deadlines or the successful completion of contractual milestones. They provide an 
assurance of payment even if the primary debtor defaults, transferring the credit 
risk from the beneficiary to the issuing bank. 

Practical Application: In an international trade deal, an importer (applicant) 
might provide a payment guarantee to an exporter (beneficiary) to ensure 
payment for goods shipped. If the importer fails to pay on time, the exporter can 
claim the amount directly from the issuing bank, minimizing the financial impact 
of delayed or non-payment.

2

Performance Guarantees
Performance Guarantees assure the fulfillment of contractual obligations by the 
applicant. Should the applicant fail to meet the agreed-upon terms, quality 
standards, or delivery schedules specified in a contract, the guaranteeing bank 
will compensate the beneficiary. These guarantees are crucial in projects where 
the completion of work or the delivery of services according to established 
parameters is paramount.

Practical Application: A construction company (applicant) bidding for a large 
infrastructure project might issue a performance guarantee to the client 
(beneficiary). If the construction company fails to complete the project on time, 
within budget, or to the required specifications, the client can invoke the 
guarantee to cover costs associated with rectifying the default or hiring another 
contractor.

Bid Bonds (Tender Guarantees)



Chapter 2: Standby Letter of Credit 
(SBLC)
2.1 Definition and Core Principles
A Standby Letter of Credit (SBLC) is a legal instrument issued by a bank or other financial 
institution on behalf of a client, guaranteeing payment to a beneficiary if the client fails to fulfill 
a contractual obligation. Unlike a traditional commercial Letter of Credit, which is a primary 
payment mechanism, an SBLC acts as a secondary payment mechanism or a "safety net." It is 
only drawn upon if the applicant defaults on their underlying commitment.

Key principles governing SBLCs include:

Independence Principle: The SBLC is independent of the underlying contract between the 
applicant and the beneficiary. The issuing bank's obligation to pay is solely based on the 
documents presented by the beneficiary, not on the performance of the underlying 
contract.
Strict Compliance: The beneficiary must present documents that strictly comply with the 
terms and conditions stated in the SBLC for payment to be made. Any discrepancies can 
lead to refusal of payment.
Documentary Nature: SBLCs deal in documents, not goods, services, or other performance. 
The bank's role is to examine the presented documents against the SBLC's terms.
Irrevocability: Once issued, an SBLC is generally irrevocable, meaning it cannot be 
cancelled or amended without the consent of the issuing bank, the applicant, and the 
beneficiary.

2.2 Characteristics and Operation of SBLCs
SBLCs are characterized by their flexibility and adaptability to the specific needs of 
transactions. These guarantees can be activated in case of non-fulfillment of the obligation by 
the applicant and can be used in various contexts, such as commercial contracts, 
procurement, international financing, and much more. Their primary characteristics include:

Contingent Liability: An SBLC is a contingent liability for the issuing bank, meaning the bank 
expects not to pay unless a default occurs.
Secondary Payment Mechanism: It serves as a backup or secondary payment source, 
primarily activated when the primary obligor fails to perform.
Flexibility: SBLCs can be tailored to cover a wide range of underlying obligations, from 
financial defaults to performance failures.
Cost-Effective: Often less expensive than traditional Letters of Credit due to their contingent 



Chapter 3 - Process of Issuing and 
Using Bank Guarantees
This chapter provides an in-depth examination of the entire lifecycle of bank guarantees, from 
the initial request to their ultimate execution and payment. We will delve into the procedural 
intricacies, normative references, and industry best practices that govern these essential 
financial instruments. Understanding these stages is crucial for all parties involved 3 the 
applicant, the beneficiary, and the issuing bank 3 to ensure smooth, compliant, and effective 
transactions.

The process of requesting a bank guarantee is meticulously defined, demanding precision and 
strict adherence to relevant legal and regulatory provisions. We will commence with a detailed 
description of the application procedure, followed by a comprehensive enumeration of the 
documentation required for a thorough due diligence process.

The journey to obtaining a bank guarantee typically begins with the direct submission of a 
request to a financial institution like Credit Glorious, or through engagement with one of its 
regional consultants. Leveraging the expertise of Credit Glorious's consultants is paramount to 
ensuring an accurate assessment of the client's specific needs and the most suitable 
guarantee structure. During this crucial initial phase, applicants are strongly advised to 
prepare a robust business plan and a detailed project outline. This documentation should 
articulate the precise purpose of the guarantee, including comprehensive details on the 
underlying contractual conditions, such as terms of agreement, delivery schedules, and 
agreed payment methods. Clear and unambiguous communication of the guarantee's 
objective significantly streamlines the subsequent evaluation and approval processes.

3.1 Key Stages in the Issuance Process
3.1.1 Document Submission and Verification

The first critical step involves the submission of a comprehensive set of legal and corporate 
documentation by the applicant company. This includes, but is not limited to, registration 
certificates, articles of incorporation, bylaws, and any other documents demonstrating the 
legal existence and operational legitimacy of the entity. All submissions must rigorously 
comply with applicable corporate regulations, including local company laws and industry-
specific governance standards. This stage ensures the bank verifies the applicant's legal 
standing and capacity to enter into such financial commitments.

3.1.2 Financial Analysis and Credit Assessment

Following legal verification, a thorough financial analysis is conducted. This requires the 
submission of financial statements for the past several fiscal years, typically audited, and



Chapter 4 - Transmission Methods 
and SWIFT System
Throughout this book, we have delved into the significance of bank guarantees within 
international commercial and financial transactions. We have discovered how bank 
guarantees have become a key element in mitigating risks and ensuring security in a world of 
increasing global trade. In this chapter, we will explore the methods that allow for the sending 
of guarantees, including the Society for Worldwide Interbank Financial Telecommunication 
(SWIFT) system for the efficient and secure transmission of bank guarantees, along with the 
importance of SWIFT/BIC codes in the context of such transactions.

The transmission of bank guarantees is a crucial aspect of international commercial and 
financial transactions. Several transmission options are available to ensure that documents 
related to bank guarantees securely and promptly reach the involved parties. We will detail 
these methods, emphasizing their security, efficiency, and specific applications in the context 
of international finance.

4.1 Transmission Methods for Bank 
Guarantees

4.1.1 Transmission via 
Bank Courier 
(Physical Delivery)
One of the traditional and 
most secure methods for 
transmitting bank 
guarantees, especially for 
high-value transactions or 
when legal jurisdictions 
explicitly require original, 
physical documents, is 
through specialized bank 
couriers. Banks or financial 
services institutions 
commission a trusted 
courier service to physically 

4.1.2 Transmission 
via Certified 
Electronic Mail (CEM)
Certified Electronic Mail 
(CEM), often known as PEC 
(Posta Elettronica 
Certificata) in Italy and 
similar secure email 
services globally, is an 
increasingly prevalent 
electronic transmission 
method for sending 
documents related to bank 
guarantees. CEM systems 
are designed to provide 
legal weight to electronic 

4.1.3 Transmission 
via SWIFT System 
(Electronic 
Messaging)
The SWIFT system 
represents the pinnacle of 
electronic messaging for 
international financial 
transactions, including the 
transmission of bank 
guarantees. SWIFT, an 
acronym for the Society for 
Worldwide Interbank 
Financial 
Telecommunication, is a 
global cooperative 



Chapter 5 - Specific Applications 
Across Industries
Bank guarantees are among the most versatile and widely used financial instruments globally, 
offering indispensable security and protection to parties involved in a diverse array of 
commercial transactions. They act as a crucial risk mitigation tool, ensuring that contractual 
obligations are met even when one party defaults. This chapter delves deep into the 
multifaceted application of bank guarantees across various sectors, offering a comprehensive 
understanding of their utility in international trade, the construction and contracting industry, 
goods transportation, and other critical areas such as leasing, financing, and rental 
agreements. Our objective is to illustrate how these instruments are tailored to meet the 
specific demands and challenges inherent in each industry, thereby optimizing operational 
efficiency and safeguarding financial interests.

Each distinct application of bank guarantees is characterized by its own set of peculiarities and 
specific requirements. A thorough understanding of these nuances is paramount for 
maximizing the benefits offered by these potent financial tools and effectively mitigating the 
associated risks. We will meticulously examine the core characteristics, operational modalities, 
and typical usage scenarios of bank guarantees within each highlighted sector. This 
exploration will encompass an analysis of the various types of guarantees commonly 
deployed, alongside key considerations and best practices that stakeholders must adhere to 
for successful implementation and dispute avoidance. By the end of this chapter, readers will 
possess a granular insight into the strategic deployment of bank guarantees, enabling them to 
navigate complex commercial landscapes with greater confidence and security.

5.1 Bank Guarantees in International Trade
5.1.1 Overview
In the expansive and often unpredictable realm of international trade, bank guarantees 
play a truly fundamental role, serving as critical instruments that foster security, trust, 
and reliability between parties often separated by vast distances, differing legal 
systems, and cultural practices. They effectively bridge the confidence gap that can 
arise when buyers and sellers operate in different jurisdictions. Essentially, a bank 
guarantee in international trade is a binding financial commitment issued by a 
financial institution (the guarantor bank) on behalf of its client (the applicant, typically 
the importer or exporter) to a third party (the beneficiary, typically the exporter or 
importer). This guarantee ensures that if the applicant fails to fulfill their contractual 
obligations, the guarantor bank will compensate the beneficiary up to a specified 
amount.



Conclusion and Credit Glorious 
Partnership
This text aimed to explore bank guarantees and Standby Letters of Credit (SBLC) as 
fundamental tools in commercial and financial transactions, analyzing their crucial role in 
ensuring payment and the fulfillment of contractual obligations. Bank guarantees are 
instruments issued by banks in favor of a beneficiary, committing to make a payment if the 
principal debtor fails to comply. SBLCs, on the other hand, are similar to bank guarantees but 
are commonly used in international transactions to guarantee payment to the beneficiary in 
case of the debtor's default. Throughout this comprehensive analysis, we have delved into their 
multifaceted applications across various sectors, from international trade and construction to 
goods transportation, leasing, and financing. We have highlighted how these instruments serve 
as indispensable risk mitigation tools, fostering trust, stability, and operational efficiency by 
ensuring that contractual obligations are met even in the face of potential defaults. The 
versatility and adaptability of bank guarantees and SBLCs underscore their critical importance 
in safeguarding financial interests and enabling smooth commercial operations in a complex 
global economy.

The book examined various types of bank guarantees and SBLCs, providing practical examples 
of their applications across different sectors. For instance, in leasing contexts, bank guarantees 
are often used to ensure lease payment, offering financial security to the lessor. In financing, 
banks require bank guarantees as a requirement to grant loans or provide financing to 
businesses.

A significant aspect of the book involves historical and regulatory references related to bank 
guarantees and SBLCs. Historically, SBLCs emerged as a form of guarantee in the context of 
international transactions. With the rise of global trade and the need to mitigate the risk of 
default by foreign business partners, SBLCs became a reliable tool for ensuring payment in 
international transactions.

Credit Glorious - The Reliable Partner for 
Secure Financial Solutions in Documentary 
Credit

Your Reliable Partner
Credit Glorious stands out as a recognized financial 
institution with a global presence. The company has 
strategically located offices in London and Hong Kong, 

Key Strengths
ICC Membership: As a member 
of the International Chamber of 
Commerce (ICC), Credit 



Frequently Asked Questions (FAQ) 
about Bank Guarantees and SBLCs
To help you better understand and navigate the complex world of bank guarantees and 
Standby Letters of Credit (SBLCs), we have compiled a list of frequently asked questions. These 
detailed answers aim to provide clarity on practical and operational aspects, assisting you in 
your commercial and financial decisions.

What is the fundamental 
difference between a Bank 
Guarantee (BG) and an SBLC?
While both provide financial security, the 
primary distinction lies in their nature 
and payment trigger. A Bank Guarantee 
(BG) is a direct promise from the bank to 
pay a beneficiary if the applicant (the 
bank's client) fails to fulfill its contractual 
obligations (e.g., non-delivery, poor 
quality). BGs are often "on-demand" and 
their call can lead to the termination of 
the underlying contract. SBLCs (Standby 
Letters of Credit), on the other hand, are 
secondary or "last resort" payment 
guarantees. They are called only if the 
applicant fails to make a payment under 
the underlying contract. They are 
primarily governed by international rules 
such as UCP 600 or ISP98, making them 
ideal for international transactions and 
as a default payment mechanism.

How long does the issuance 
process for a BG or SBLC 
typically take?
The issuance time can vary significantly 
depending on the complexity of the 
transaction, the completeness of the 
documentation provided, and the client's 
relationship with the issuing bank. For an 
existing client with a pre-approved 
credit line and a simple transaction, 
issuance could take from a few business 
days to a week. For new relationships, 
complex transactions, or those requiring 
in-depth due diligence and credit 
approval, the process can extend from 
two to four weeks or more. It is crucial to 
submit all required documentation 
accurately and promptly to avoid delays.

What are the essential 
documents required to apply 
for a BG or SBLC?
Required documents may vary, but 
generally include:

Application form completed with all 
details of the guarantee or SBLC.

How does the claim and 
payment process work in case 
of default?
The claim process begins when the 
beneficiary submits a claim request to 
the issuing bank, declaring the 
applicant's default and providing the 



Glossary of Technical Terms
To navigate with greater confidence in the complex landscape of bank guarantees and 
Standby Letters of Credit, it is essential to understand the specific terminology. This glossary 
provides clear and concise definitions of the most common terms and acronyms used in this 
document and in the financial sector.

The terms are organized alphabetically for easy reference, offering a valuable resource for 
professionals, businesses, and anyone approaching these financial instruments.

Amendment A formal change to the terms and conditions of an existing Bank 
Guarantee (BG) or Standby Letter of Credit (SBLC). It requires the 
consent of all involved parties (Applicant, Issuing Bank, 
Beneficiary).

Applicant The party (the bank's client) who requests the issuance of a Bank 
Guarantee (BG) or Standby Letter of Credit (SBLC) in favor of the 
Beneficiary. It is the party with the underlying contractual 
obligation that the guarantee secures.

Beneficiary The party to whom the protection of a Bank Guarantee (BG) or 
Standby Letter of Credit (SBLC) is intended. The Beneficiary has the 
right to present a demand for payment to the Issuing Bank in case 
of default by the Applicant.

BG (Bank 
Guarantee)

A Bank Guarantee is a direct and irrevocable promise from a bank 
to pay a specified sum of money to the Beneficiary if its client (the 
Applicant) fails to fulfill their contractual obligations. They are often 
"on-demand" and aim to protect the Beneficiary from commercial 
losses.

BIC (Bank Identifier 
Code)

A standardized code, also known as a SWIFT code, used to uniquely 
identify banks and financial institutions globally. It is essential for 
international financial transactions.

Collateral An asset (such as cash, securities, or property) that the Applicant 
pledges to the Issuing Bank as security against the risk of default. It 
serves to cover the bank's exposure in case it has to honor the 
guarantee or SBLC.

Confirmed Refers to an SBLC or BG for which a second bank (the Confirming 
Bank), usually in the Beneficiary's country, adds its own irrevocable 
commitment to pay the Beneficiary offering additional security



Appendix A: Process Flow Diagrams
This appendix provides a series of comprehensive visual diagrams illustrating key operational 
processes related to bank guarantees and Standby Letters of Credit (SBLC). Each diagram 
offers a clear, step-by-step overview of complex workflows, decision points, and stakeholder 
interactions, designed to enhance understanding and operational efficiency.

Bank Guarantee Issuance Process

IssuanceApprovalUnderwritin
gApplication

This diagram visualizes the complete lifecycle of a bank guarantee, starting from the initial 
application by the obligor, through the bank's internal assessment and approval stages, up to 
the final issuance to the beneficiary. It highlights the sequential steps and decision points 
involved.

SBLC Lifecycle Diagram

Payment/Ex
piry

Examinatio
n

Presentatio
nIssuanceRequest

This diagram illustrates the entire journey of a Standby Letter of Credit (SBLC), from the 
moment a request is initiated by the applicant to its eventual payment upon demand or its


