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Abstract

As a result of the evolution of international financial operations and import
export activities, it became imperative to establish base to regulate
international operations and to give security to both the importer and
exporter.This lead to the introduction of financial transactions including
letters of credit.

A letter of credit is basically a written guarantee issued by a given financial
institution and addressed to the seller (the beneficiary) upon his request
based on instructions from the buyer (issuer). The financial institution
guarantees to pay a specific amount of money or to accept time based
payment requests, for specific amounts. The condition for payment would
be for the financial institution to receive specific documents, based on
which the institution will pay the amount in the specified currency, and
perform this operation as a financial service to its client.

The importance of letters of credit in Islamic financial institutions are based
on them being an integral foundation for international trade whether be it a
financial service, or credit facility through one of the Islamic institution’s
dealings such as profit sharing, or partnership, or risk taking.

Based on the importance of letters of credit and its dealings in the Islamic
financial institutions, it is noteworthy to mention the uniform international
rules and regulations for letters of credit, that contradict Islamic laws in
some of its section, and which the Islamic institutions refer to in order to
settle disputes concerning letters of credit.

This study has been prepared to establish the mechanisms for opening
letters of credit in Islamic financial institutions and clarifying their actual
rules and regulations, and for these institutions to put these regulations into
practice. It will also show the steps needed to implement these letters of
credit within Islamic financial institutions, starting with issuing the letter of
credit until its completion, and to show their adherence to the Islamic laws
in relations to prevailing civil laws. It will also address the problems that

Islamic institutions face when they open letters of credit and during its
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