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UNDERSTANDING TRADE FINANCE AND ITS 
CONTEXT IN FINANCIAL CRIME



Discussion Topics

• Why trade finance
• Trade finance process flow
• Other parties to a trade finance transaction
• Standard schemes
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Why Trade Finance

• Global trade is the lifeline of the world’s economy as well as the 
lifeline of local and regional economic activity.

• Trade finance involves the financing of goods and services from one 
company to another; from one country to another.  

• The completion of the financing is facilitated on the basis of lengthy 
and technical contractual documents carried out through banks.  
The documents are critical.  Goods delivered, amounts, dates, 
locations, etc must exactly match the details set forth in the 
documents.  And the actual documents, not a copy, must be in the 
possession of a bank when it is instructed to pay out.  For these 
reasons, trade finance is also called “Documentary Credits.” 

• It is estimated that $1 trillion worth of financial crimes is facilitated 
using trade finance as its means. 
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Basic Letter of Credit Transaction

Issuing Bank Advising Bank

Exporter 
Beneficiary

Importer 
Applicant

1.  Sale Contract

2.  L/C Application

3.  Issuing a L/C

4.  Advising a L/C

5.  Shipment

7.  Presentation of docs

6.  Presentation of docs

8.  Document control, payment release

9.  Document release

https://www.google.com/url?q=http://thetrustadvisor.com/tag/banks&sa=U&ei=90J1U7fYC9aXqAbGo4KIAQ&ved=0CDQQ9QEwAw&usg=AFQjCNGTuoPW0Ue8agfjJstzpV9nrQe9UQ
https://www.google.com/url?q=http://eofdreams.com/bank.html&sa=U&ei=-ER1U_elA4OSqgar-IGwCA&ved=0CC4Q9QEwAA&usg=AFQjCNHpBW5rlETCVkYJOmsZDVIYiSfX7g
https://www.google.com/url?q=http://www.skf.com/group/news-and-media/media-downloads/factories-and-buildings/index.html?id%3D21-39128%26title%3DJinan%2Bfactory%26description%3DBearing%2Band%2Bhub%2Bunit%2Bfactory%2Bin%2BJinan,%2BShandong%2BProvince%2Bin%2BChina%26format%3Djpg%26fileLength%3D1.2%2BMB%26width%3D1733%26height%3D1153%26filePath%3DD:%5Cskftemp%5Cdownloads%5CJinan%20factory%200901d196802241c3.jpg%26imagePath%3D/binary/21-105896/full/Jinan-factory.jpg&sa=U&ei=30N1U4OsCc-FqgbklILwCw&ved=0CEoQ9QEwDg&usg=AFQjCNGsCUVN0E1INHF0G4u5NB6KqfuEQw
https://www.google.com/url?q=http://en.wikipedia.org/wiki/Factory&sa=U&ei=30N1U4OsCc-FqgbklILwCw&ved=0CC4Q9QEwAA&usg=AFQjCNGSUMmNA2hBGkP0g4XorBydoHXJVA


Other Parties in Trade Finance

• Banks may play various roles (confirming, advising, guaranteeing)
• Freight Forwarders
• Shipping Companies/Transport Companies
• Shipping Agents
• Insurers
• Factoring/Forfaiting
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Typical schemes

• Black Market Peso Exchange
• Smuggling
• Valuation
• False counting
• Under invoicing
• Over invoicing
• Product misclassification/mislabeling
• Amendments to L/C
• Factoring/Forfaiting covers
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If you are interested in exploring the possibilities 
for collaboration and strengthening your 
abilities…
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