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ÅThe UCP 600,

ÅThe UCP 500, (é.and 400 & 290)

ÅISP 98,

ÅISBPED ïICC publication no. 681 E

ÅIncoterms 2000,

ÅURC 522,

ÅURR 725,

ÅSWIFT,

ÅThe Back, Front, & Sides of Documents,

ÅAtlasôs, Maps,

ÅInterneté

ÅDiffering Local Commercial Law..

ï Example:  UCC Article V differs from State to State 

Â In the United States:

ï US Department of the Treasury (ñOFACò)

ï US Department of Commerce (ñBISò)

ï Financial Crimes Enforcement Network  (ñFINCENò)

ï Patriot Act 

ï Bank Secrecy Act (ñBSAò)

ï Indicators of Suspicious Activity

ï Politically Exposed Persons (ñPEPSò)

ï Suspicious Activity Reports (ñSARSò)

ï Fraud

Â ñOpen Accountò

Â ñKYCò

Â US Personsé..

Trade Finance Practitioner Concerns: 

Then:

UCP 290

Now:
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The Laws and Regulations of the United States apply to 
all United States Personsé.

And you are "a U.S. Person" ifé

ïYou are a(n):

ï Individual, Corporation, United States Government, Bank located in the United States or, 

ï Located outside the United States if Controlled-in-Fact by a United States concern

ïYou are a company liable to U.S. law

ï A U.S. citizens in or outside the USA as well as non U.S. citizens staying in the USA

ï You are an individual or economic entity, located in the USA, especially financial institutions, their subsidiaries, 

branches, agencies, representatives and all their directors, staff etc.  

ïNote: This definition includes both the singular and plural,

You are Controlled-in-Fact by a United States concern:

ïOwns substantial stock, appoints officers and / or

ïControls:

ï general policies, or,

ï the day-to-day operations of foreign concern,

You are a Foreign Division or entity of a U.S. Concern.

Not the Head Office or any Foreign Branch of a Branch of a Foreign Bank in the United States. 

ïUS Laws apply only to DBNY

Article 37d of the UCP 600  ïArticle 18d of the UCP 500:

ï The Applicant shall be bound by and liable to indemnify a bank against all obligations and responsibilities imposed by 

foreign laws and usages.
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Documentary Letter of Credit  Advising Procedure 

Applicant/

Account Party

(Buyer)

Contract

Issuing Bank

1

2 Letter of Credit 

Application

3
Letter of Credit 

Issuance via 

SWIFT

Advising Bank

Beneficiary

(Seller)
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Letters of Credits are Reviewed for Compliance with: 

- ICC rules - Letters of Credit UCP 600

- Our Understanding of our Clients Business

Department of the Treasury: Office of Foreign Assets Control (OFAC)

Â OFAC Country Sanction Programs

Â OFAC List-Based Sanctions Programs

Â SDN List
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é..OFAC

The Office of Foreign Assets Control (OFAC) is a division of the U.S. Department of Treasury

OFAC administers and enforces economic and trade sanctions based on US foreign policy and 

national security goals against targeted foreign countries, terrorists, international narcotics 

traffickers, and those engaged in activities related to the proliferation of weapons of mass 

destruction. OFAC acts under Presidential wartime and national emergency powers, as well as 

authority granted by specific legislation, to impose controls on transactions and freeze foreign 

assets under US jurisdiction.

Many of the sanctions are based on United Nations or other international mandates, are multilateral 

in scope, and involve close cooperation with allied governments. 

OFAC acts under Presidential wartime and national emergency powers as well as under the 

authority granted by specific legislation to impose controls on transactions and to "freezeò or ñblock" 

assets under U.S. jurisdiction
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OFAC Sanctioned Entitiesé...
Anti Terrorism Sanctions 

Counter Narcotics Trafficking Sanctions

Diamond Trading

Nonproliferation

Blocked Persons 

Certain Countries

Certain Named Ocean Vessels

Name Examplesé.

Specially Designated Nationals (SDNs):

ï Food Industries Corp.

ï Friendship Spinning Factory

ï Leather Industries Tanneries

ï Hana Paul Jon

Specially Designated Terrorists (SDTs):

ïSaid Abu Marzook

ï PLF (a.k.a.)

ï Palestine Liberation Army

ï Abu Khalid

Specially Designated Narcotics Traffickers (SDNTs):

ÅK.P. To Jeans Wear

ÅColorôs SA 

ÅSosa Rios

Foreign Terrorist Organizations (FTOôs):

ÅNippon Sekigun (a.k.a.)

ÅJapanese Red Army (a.k.a.)

ÅHoly War Brigade (a.k.a.)

ÅAnti-War Democratic Front

Vesselsé

The Casablanca, Celtic, Cotty, 

Huntsland, Violet or West or 

Rose Islands, Sand Swan, and 

the Ravensé

All fly the flag oféCuba

The Pilot, Police 1, 2, or 3, Sky 

Sea, and the Antaraé

All fly the flag ofé..Iran



7

Letters of Credits are Reviewed for Compliance with: 

- ICC rules - Letters of Credit UCP 600

- Our Understanding of our Clients Business

Department of the Treasury: Office of Foreign Assets Control (OFAC)

Â OFAC Country Sanction Programs

Â OFAC List-Based Sanctions Programs

Â SDN List

Bureau of Industry and Security US Department of Commerce

Â Denied Person

Â Unverified List

Â Entity List

Â Debarred List

Â Anti-boycott Compliance
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The United States Department of Commerce...
The Bureau of Industry and Security (ñBISò)

The mission of the (BIS) is to: 

ï Advance U.S. national security, foreign policy, and economic interests

BISôs activities include:

ïRegulating the export of sensitive goods and technologies in an effective and efficient manner 

ïEnforcing export control

ï Public safety laws

ï Cooperating with and assisting other countries on export control and strategic trade issues

ïAssisting U.S. industry to comply with international arms control agreements

ïMonitoring the viability of the U.S. defense industrial base and seeking to ensure that it is capable of satisfying U.S. 

national and homeland security needs

ï Requires us to enforce export controls on dual use goods and technology (primarily commercial goods which 

have potential military applications) not only to fight proliferation, but also to pursue other national security, short 

supply, and foreign policy goals (such as combating terrorism)

ï Requires us to enforce sanctions against imports and exports of goods and services to certain Denied / Embargoed  

Persons

During the mid-1970's the United States adopted two laws that seek to counteract the participation of U.S. citizens in 

other nation's economic boycotts or embargoes. These "antiboycott" laws are the 1977 amendments to the Export 

Administration Act (EAA) and the Ribicoff Amendment to the 1976 Tax Reform Act (TRA). 

ï The antiboycott laws were adopted to encourage, and in specified cases, require U.S. firms to refuse to 

participate in foreign boycotts that the United States does not sanction.

ï They have the effect of preventing U.S. firms from being used to implement foreign policies of other nations 

which run counter to U.S. policy.
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Requirementsé..
Concerned with United States Commerce

The export of goods or services from the United States and the import of goods or services into the United States are 
activities in United States commerce 

In addition, the action of a domestic concern in specifically directing the activities of its controlled in fact foreign 
subsidiary, affiliate, or other permanent foreign establishment is an activity in United States commerce

Primary Impact

The Arab League boycott of Israel is the principal foreign economic boycott which impacts U.S. persons

Each of the following is currently a member of the Arab League:

Algeria, Bahrain, Iraq, Jordan, Lebanon, Libya, Mauritania, Morocco, Oman, Qatar, Saudi Arabia, Somalia, Sudan, 
Tunisia, United Arab Emirates, Yemen, Egypt, Palestine, Comoros, Syria, Djibouti, Kuwait  

There are actually three levels of boycott:

Primary boycott:

ïExamples:

ï Syria refuses to trade with Israel

ï Kuwait asks a U.S. Company not to ship Israeli goods to Kuwait

ïéIn these examples, U.S. persons may comply, but must report their receipt.

Secondary boycott:

ïExample:  Syria refuses to trade with anyone who does business with Israel and develops a "blacklist" of those 

trading with Israel

Tertiary boycott:

ïExample: Syria refuses to trade with anyone who does business with names on Syriaôs "blacklist"

For the Secondary and Tertiary boycotts, U.S. persons may not comply and must report receipt of requests to

comply to the United States Department of Commerce
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Letters of Credits are Reviewed for Compliance with: 

- ICC rules - Letters of Credit UCP 600

- Our Understanding of our Clients Business

Department of the Treasury: Office of Foreign Assets Control (OFAC)

Â OFAC Country Sanction Programs

Â OFAC List-Based Sanctions Programs

Â SDN List

Bureau of Industry and Security US Department of Commerce

Â Denied Person

Â Unverified List

Â Entity List

Â Debarred List

Â Anti-boycott Compliance

Others:

Â Politically Exposed Persons

Â FFIEC - Bank Secrecy Act Anti-Money Laundering Examination Manual, 

August 2007

Â European Union List
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Politically Exposed Persons
"Politically Exposed Persons" (PEPs) are considered high risk in today's regulatory environment. Regulation requires 

enhanced due diligence when conducting business with Politically Exposed Persons, particularly when they become 

part of Private Banking. Heavy fines have been imposed on financial institutions, that have conducted business with 

PEPs without following adequate Know Your Customer procedures and enhanced due diligence processes. Since 

September 11, 2001 more than 100 countries have changed their Anti Money Laundering laws, making the fight 

against corruption a central element of the new legislation. 

What is a Politically Exposed Person?

While there is no global definition for a PEP, the Financial Action Task Force (FATF) issued guidelines, in which the 

term Politically Exposed Person was defined. The USA Patriot Act and the European Union Directive use similar 

definitions, typically consisting of the following: 

ï current or former senior official in the executive, legislative, administrative, military, or judicial branch of a foreign 

government (elected or not) 

ï a senior official of a major foreign political party 

ï a senior executive of a foreign government owned commercial enterprise, being a corporation, business or other 

entity formed by or for the benefit of any such individual 

ï an immediate family member of such individual; meaning spouse, parents, siblings, children, and spouse's parents 

or siblings 

ï any individual publicly known (or actually known by the relevant financial institution) to be a close personal or 

professional associate.

The interpretation of each of these varies from country to country. Some jurisdictions focus only on Foreign Political 

Figures. Some countries limit the definition to the national level, some include regional Politically Exposed Persons. 

While there might be slight variations of the above, the expectations for an organization doing business with Politically 

Exposed Person are universally similar. 

It is therefore important to identify the PEPs amongst our transactions.
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Bank Secrecy Act / Anti-Money Laundering Examination
Manualééé..KYCCé.

Trade Finance practitioners must review all documentation to ensure that unusual and suspicious transactions 

are identified and reported. 

Suspicious activities include transactions that have no apparent business or lawful purpose, are not expected of a 

particular client, and the Bank knows no reasonable explanation for the transaction after examining the available 

facts.

In accordance with the Bank Secrecy Act/ Anti-Money Laundering Examination Manual Federal Financial Institutions 

Examination Council, Bank Secrecy Act Anti-Money Laundering Examination Manual, August 2007, letter of 

credit practitioner will review documentation to detect the following:

Items shipped that are inconsistent with the nature of the customerôs business (e.g., a steel company that starts 

dealing in paper products, or an information technology company that starts dealing in bulk pharmaceuticals).

Customers conducting business in high-risk jurisdictions.

Customers shipping thru high-risk jurisdictions, including transit through non-cooperative countries.

Customers involved in potentially high-risk activities, including activities that may be subject to export/import 

restrictions (e.g., equipment for military or police organizations of foreign governments, weapons, ammunition, 

chemical mixtures, classified defense articles, sensitive technical data, nuclear materials, precious gems, or 

certain natural resources such as metals, ore, and crude oil).

Obvious over- or under- pricing of goods and services.

Obvious misrepresentation of quantity or type of goods imported or exported.

Structure appears unnecessarily complex and designed to obscure the true nature of the transaction.

Customer requests payment of proceeds to an unrelated third party.

Shipment locations or description of goods not consistent with letter of credit.

Documents showing a higher or lower value or cost of merchandise than that which was declared to customs or 

paid by the importer.

Significantly amended letters of credit without reasonable justification or changes to the beneficiary or location of 

payment. Any changes in the names of parties should prompt additional OFAC 

review
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Documentary Letter of Credit  Advising Procedure ïFinal Stage

Applicant/

Account Party

(Buyer)

Contract

Issuing Bank

1

2 Letter of Credit 

Application

3
Letter of Credit 

Issuance via 

SWIFT

4 Letter of Credit 

Advised

Advising Bank

Beneficiary

(Seller)
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Documentary Payment Processing

Goods1

2

Documents

Beneficiary

(Seller)

Issuing Bank

3 Documents

Applicant / Buyer      

(Our Client)



15

Shipping Documents

Marine Bill of Lading 

(Document of Title)

Transport Documents

Air Way Bill

INVOICE

Bill Of Sale

Draft

Payment Instrument

Certificate of Origin

Inspection Certificate

Phytosanitary Certificate

Packing/Weight List
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Documents are Reviewed for Compliance with: 

- The Terms and Conditions of the Letter of Credit

Bureau of Industry and Security US Department of Commerce

Â Denied Person

Â Unverified List

Â Entity List

Â Debarred List

Â Anti-boycott Compliance

Department of the Treasury: Office of Foreign Assets Control (OFAC)

Â OFAC Country Sanction Programs

Â OFAC List-Based Sanctions Programs

Â SDN List

Others:

Â Politically Exposed Persons

Â FFIEC - Bank Secrecy Act Anti-Money Laundering Examination Manual, 

August 2007

Â European Union List
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Documentary Payment Processing

Applicant/

Account Party

(Buyer)

Goods

Issuing Bank

1

4

Documentary 

Discrepancy 

Resolution

3 Documents

2

Documents$

5

$5

$

5

Beneficiary
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