Sample Procedure for Letter of Credit Administration
Sample Procedure for Administration of Standby Letters of Credit
Most Standby Letters of Credit are for domestic sales. Here is a sample step-by-step procedure for establishing a stand-by letter of credit in your organization:

Step 1
The Sales and Credit Departments agree that a standby letter of credit is necessary prior to communicating financial terms to the customer.

Step 2
The Credit Department will communicate the standby letter of credit terms to the customer. If a domestic letter of credit, an advising bank is not necessary; if an international letter of credit, an advising bank is necessary and thus, Credit will request that it be (name) Bank.

Step 3
Should the issuing bank's financial viability be unknown, the Credit Department will contact (name) Bank for a credit inquiry.

Step 4
Once the advising bank confirms the adequacy of the standby letter of credit and the financial viability of the issuing bank, the Credit Department will inform Sales and Traffic.

Step 5
Sales may ship the goods. However, prior to each shipment, Sales must inform the Credit Department of the total value of the goods to ensure that it does not exceed the protection allotted by the standby letter of credit. Credit and Sales should pay close attention to multiple shipments so that at no time does the credit exposure exceed the amount stated on the standby letter of credit.

Sample Procedure for Administration of Irrevocable Documentary Letters of Credit
Step 1
The Sales and Credit Departments agree that a irrevocable letter of credit is necessary prior to communicating financial terms to the customer. Sales and Credit must also agree whether to require an irrevocable confirmed or unconfirmed letter of credit.

Step 2
The Credit Department will communicate the letter of credit terms to the customer, forward a letter of credit checklist to the customer and try to select the issuing bank. Selecting the issuing bank is not always possible.
The Credit Department will also request that the customer forward a copy of the letter of credit on receipt. The customer generally receives its copy before our advising bank. Getting an early copy allows all parties at (your company) to begin the review process.

Step 3
The customer arranges with its bank for the issuance of the letter of credit.

Step 4
The issuing bank sends copies of the letter of credit to the customer and to our advising bank. Both, the customer and our advising bank will send a copy to the Credit Department.

Step 5
Once the Credit Department receives a copy of the letter of credit, it will send copies to Customer Service Representatives, Sales, and Traffic within one business day of receipt. Traffic personnel will forward the letter of credit to the forwarder. In addition, the Credit Department will log the letter of credit in the Letter of Credit Database.

Step 6
Credit, Sales, and Traffic will review the letter of credit looking for necessary amendments within one day of receipt. Reviewing parties will forward all amendments to the Credit Department via Fax or E-mail. A Fax or E-mail is still necessary should Sales or Traffic require no amendments.

Step 7
If amendments are necessary, the Credit Department will forward all required changes to the customer. Should the necessary amendments lie outside Credit's realm of expertise, it will seek the needed assistance from other areas within the Company. If the customer agrees, it will forward requests to its issuing bank, whom in turn will forward an amended letter of credit to our advising bank. Our advising bank will fax a copy of the amended letter of credit to Credit, who in turn will send it to Sales and Traffic. Credit, Sales, and Traffic will review the amended letter of credit to ensure no additional changes are necessary.
When making amendments and reviewing an amended letter of credit, it is important to keep the letter of credit's expiration date in mind. Credit should approximate the number of days taken up by the amendment process and amend the expiration date by the same number of days.

Step 8
If no changes are necessary, all the affected parties approve the amended letter of credit by notifying the Credit Department of the approval via Fax or E-mail within one day of receiving the amended letter of credit. If changes are necessary, go back to Step 6. Once the Credit Department receives the approval notifications from all parties, it will immediately advise all parties affected that the letter of credit has been approved.

Step 9
Sales sends a copy of the amended letter of credit to the plant with instructions to ship the product to the customer. Sales will do this on the same day it receives the notification from the Credit Department confirming that the amended letter of credit is acceptable.

Step 10
The Freight forwarder and Traffic Department ship the material and send all the documentation required in the letter of credit along with a draft for payment to our advising bank via overnight express courier.

Step 11
Our advising bank reviews all documentation to ensure that it complies with the letter of credit's requirements. If there are any correctable discrepancies, the advising bank will correct them. It is important to note that your advising bank may charge you for each discrepancy found and corrected. If there are non-correctable discrepancies, our advising bank will try to get the customer to waive them.
However, getting the customer to waive non-correctable discrepancies is no guarantee that the issuing bank will agree to the changes. This is especially true if the financial condition of the customer deteriorates. The advising bank's review process should take three days or less.

Step 12
Our advising bank forwards all the documents to the location specified in the letter of credit, which is usually the address of the issuing bank.

Step 13
The issuing bank honors the letter of credit and forwards the funds to our advising bank. Should the issuing bank not honor the letter of credit, it must tell our advising bank why.

Step 14
Our advising bank will credit our account minus applicable fees. All advising fees are absorbed by the division making the sale. The advising bank will contact the Credit Department stating whether or not payment has been received.
Should the issuing bank refuse to honor the letter of credit, we (seller company) are still responsible for associated fees.
The issue of who will pay for the associated fees should be resolved prior to accepting the letter of credit. The Buyer and the Seller should all be in accord. Although the seller typically pays for advising fees, all fees are negotiable. 
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