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Analysis of the Legal Relationship Between the Issuing Bank and
the Beneficiary in the Governing Regime of Documentary Credits

Mohammad Hassan Sheykhyani ™!

Abstract

Documentary credits, as one of the vital instruments in international trade, play an undeniable
role in facilitating transactions and creating security for the transacting parties. At the heart of
this complex mechanism lies the issuing bank, which, by issuing an independent undertaking,
provides a reliable payment platform. This research analyzes the nature, manner, and scope of
the legal interaction between the issuing bank and the beneficiary of the credit. The central
question is how the fundamental principles governing documentary credits, particularly the
principle of independence and the principle of strict documentary compliance, shape the
framework of this bilateral relationship and impact the rights and obligations of each of these
two parties. The findings of this research indicate that the relationship between the bank and
the beneficiary is contractual in nature and, governed by these principles, the bank’'s payment
obligation is solely contingent upon the presentation of documents conforming to the credit
terms, irrespective of any disputes in the underlying contract. Furthermore, these principles, on
one hand, guarantee the beneficiary's right to claim payment upon presenting complying
documents and, on the other hand, obligate the bank to act solely based on the face of the
documents. This study has been conducted using a descriptive-analytical method and relies on
library resources.
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