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An Analysis of Letters of Credit and their Challenges in Iranian

Banking
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Abstract

In letters of credit, the payment of the price of goods or services is guaranteed in the interest of the seller (the
beneficiary of credit), and the seller gives the required documents to the bank and receives cash from the bank in
return for them. The bank also delivers to the buyer the documents which it has received from the seller, thus
assuring the buyer that it will not pay any money until it has acquired the documents of the contracted property.
However, the bank itself also has some kind of guarantee against the one who wants to open the credit
(customer), which guarantees the repayment of credit to the seller by the customer. However, unfortunately, this
type of payment also leads to abuse by fraudsters and causes the withdrawal of foreign currency from the
country and the importation of worthless goods in return for it. It is very important in our banking system to
prevent this and to find the cases that lead to abuse of letters of credit and find solutions to prevent from
challenging the letters of credit which eventually engage the bank resources and increase the volume of litigation
cases.

Keywords: letter of credit, opening stages, guarantee, challenges, solutions.




