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1. Background of the Study

As a banker dealing with import business, one n&ayamiliar with trade finance. Trade
finance is the science that describes the manadewwfermoney, banking, credit

investment and assets for international trade aetions.

There are various trade finance methods by whigitalacan be raised for the traders,
risks associated with international trade can bigated and payment can be effected.
The other important thing to traders involved itemational trade is managing their
risks. These risks may be categorized as econoisks,r exchange rate risks,

transportation risks and political risks. Tradeas enitigate such risks by utilizing the

various services of insurance, companies and bafgsns of payment are also the
crucial things that buyers and sellers should agreeoncluding a contact. The methods
of payment are of different types with varying dsgiof securing payment. Therefore,
banks as facilitator of international trade, knogvthese various methods of payment, is
equally important as for exporters and importergesihaving adequate knowledge on
them helps the bankers to give quality servicessapgort their customers in satisfactory

manner by extending professional advice beyond m#eeting and receiving payments.

There are different methods of international tradgments of which import letter by a
bank upon which payments in international trade affected by banks through
documents is one. It is issued by the bank at élqeeast of a buyer (importer) to pay a

seller (exporter) upon presentation of import doeots specified in the instrument. This
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study, therefore aims to evaluate the practicemgdoit letter of credit in Commercial
Bank of Ethiopia.

The history of banking in Ethiopia dates back ttiwn of the last century, when in 1905
the Bank of Abyssinia was established in Addis Abalnder the reign of Menelik 1.
The bank of Abyssinia was given a 50 year comgrsand was engaged in issuing
notes, collecting deposits and granting loansjtsutlients were mostly foreign business
men and wealthy Ethiopians. Disappointed by theabigh of the bank, mainly devoted
to profit making rather than promoting economic elepment, Haile selassie could not
accept that the country’s issuing bank was foreignvned and in agreement with
National Bank of Egypt. Consequently, he decidelijiadate Bank of Abyssinia. A new
bank, the Bank of Ethiopia, under government comntas established in 1931 and rented
management staff, premises and clings of the ofk,band the 1936 Italian occupation

brought the liquidation of the Bank.

Currently, there are many private and governmenkd®af which Commercial Bank of
Ethiopia is one of them. Commercial Bank of Ethéo the largest bank in Ethiopia and
has about 49 billion in assets, accounting for s6618% of deposits and 38% and above
loans. The bank has 8,000 employees working irhéad quarter and 205 branches
positioned in the main cities and regional towns|uding 45 branches in Addis Ababa.
The bank recently opened new branches in the retowates of Injibara and Humera. The
bank had one branch in Djibouti which ceased operaecently. Commercial Bank of
Ethiopia is chosen for this study as it is the basitk ample experience and voluminous

transaction in international trade. (www.wikipediay)

2. Statement of the Problem

International trade is concerned with businesssaations taking place between citizens
of different nations. Commercial Bank of Ethiopkseing one of the biggest financial
institutions, facilitates payment in the transatctio
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Commercial letter of credit has been used for cerguto facilitate payment in
international trade. Its use has continued to e&ryhe global economy changed in 1998
and on wards. New policy mechanism were introdwdféeLting importers to import by
NBE, problems of delay by CBE to process L/C systerd CBE also faces collateral
evaluation problem. This study will try to invesitg some of the unexploited advantages

engaged in import letter of credit by CommerciahBaf Ethiopia.

3. Research Questions

In this study, the researchers will try to additbgsfollowing questions:
» How are import letter of credit practiced in CBE?
* What are CBE procedures on import L/C and its imhpadmporters?
* What are the major effects of 100% margin impo@ handling policy?
* How are the employees involved in L/C acquainteith wie activities?

* What is importers’ level of satisfaction in CBE Wwihe L/C method or system?

4. Objectives of the Study

4.1 General Objective

The general objective of the study is to invesagatactices of import letter of credit and

how it worksat Commercial Bank of Ethiopia.

4.2 Specific Objectives

Having the fore mentioned general objectives, tbgearchers’ aims to address the

following specific objectives.
* To evaluate the CBE procedures for importers tooithgoods;

* To identify the effects of 100% margin import Letté Credit handling policy ;

» To evaluate employees involvement with L/C actestiand

* To assess the satisfaction level of importers.
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5. Research Methodology

The study employed descriptive research technigat¢h primary and secondary data
collection methods were employed. Primary and sg&ondata were gathered from
Commercial Bank of Ethiopia, International Bankirigjvision, National Bank of
Ethiopia, and Private and Public importers. Facét® interview was conducted with
selected division heads and employees of lettecredit section in IBD and NBE. In
addition to this, policy manuals, office annualagp and publication were gathered from
CBE branch offices.

The research considers letter of credit transaatiddC section at Commercial Bank of
Ethiopia branch office, head office-InternationarBing Division (IBD) and National
Bank of Ethiopia (NBE) as a population. Using sieyphndom sampling, from 45
branches of CBE, only three branches were seleotmtely Joseph Branch, Mahatma
Gandhi Branch and Kirkos Branch; and using judgelestampling method, two
organizations, one from public and one from privdteporters) were selected.
Respondents in the IBD, NBE, ECAA and NOC are antants, L/C clerks, L/C
auditors and importers who have direct and indirelettionships with the problem under

study.

6. Summary of Findings, Conclusion and Recommendaitns

The study was designed to examine the import letfecredit practice in CBE and
intended to suggest possible recommendation toptbblems identified in order to
enhance the effectiveness of L/C system. This @ectherefore, presents summary of

findings, conclusions and possible recommendations.

6.1 Summary of Findings

Commercial Bank of Ethiopia is authorized to allamvport and provide associated

services against required document. If importeedrte import goods, they have to first
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apply for import permit after having clearance ifedte from National Bank of Ethiopia.

CBE receives the following from customers — L/C laggion signed by customer and
other supporting documents required as per NatiBaak of Ethiopia’s directives issued
in 1998 and onwards. Then, the CBE verifies thenaigre against the specimen

maintained on the system.

Commercial Bank of Ethiopia ensures that the ingrerhave a valid trade license along
with other documents and L/C might be cancelled endg way of amendment.
Amendment is accepted if there is an agreementdsgtihe two parties and if it is not
contrary to National Bank of Ethiopia’s directivesnd International chamber of
commerce rules. Handling of letter of credit is Wmoas L/C settlement. Letter of credit
can be settled in full or in part. If there is noyaliscrepancy with the documents and
does not affect the directives the normal procgssontinues. Otherwise the documents
should be returned and then the files closed bgrea¥ entries. Closing is needed if the
L/C remained expired for more than 45 days andrémaining balance of partially

settled 5% of L/C is not expected to be shipped.

Commercial Bank of Ethiopia closely follow up bynséng a reminder message to
customer to settle the amount outstanding L/C evEsydays. Failure to collect
documents covering shipment by air, foreign curyeapproval every week and settle
L/C with source of fund reserve should be repoltfg@ommercial Bank of Ethiopia (on
subsidiary and general ledger of customers). Theeeadvantages as well as risks of
using L/C. The policy of 100% margin deposit, shge of foreign currency and
delayance of CBE’s approval for import permit disiage importer to import. But CBE
is doing with its full potential to gain its custens’ satisfaction.

Finally the pros outweigh the cons, so importersosie letter of credit instead of any
other trade settlements in Commercial Bank of Fitiaio
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6.2 Conclusion

From the preceding discussion, we have seen that averall performance of
international banking activities in the reportedipé was satisfactory. The continued
improvement of its import foreign — transfer penance has created condition for the
bank’s international banking operations. Furtheemdhe IBD’s business process is
being reengineered, as part of the bank’s ovef@RBHowever, there are certain changes
in policies from 2000 on wards which are still lgpimpplied. Importers who have been
enjoying L/C facility are unable to import due t®0P6 margin deposit. The new
customers other than importers of pharmaceutideldilizers, fuel, public transport
vehicles, airplanes, ships, boats and investmeatigg@xempted from custom duty of

Ethiopian Investment Authority.

Commercial Bank of Ethiopia delays to approve inigmrmit application after having
clearance certificate from NBE because of the pegjmn for BPR. As a result, importers
money is blocked for sometime and sales contrgatex on CBE’s counter. Even if the
banks process and procedures are getting bettaharsgrvices are going more smoothly
than before, there is also a problem that many am& facing today regarding to the
shortage of foreign currency which may not be imptbany time soon. As a result, this

will end up in affecting the customers’ satisfantio

Finally, when the researchers looked at the perdioe of three branches, they found out
that staffs were doing to their full potential tatisfy their customers and working to the

highest standard to minimize the L/C risk exposure.

6.3 Recommendation

Based on the foregoing major findings of the stuthe researchers forwarded the

following recommendation.

» The bank has to develop appropriate policy soithaill bring satisfaction to

customers and banks to increase interest inconme@&mom L/C facilities.
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In order to manage L/C risk involved in the aredofeign Service, the bank
needs to develop and implement comprehensive puoesedind information

system to follow up the condition of its customers.

The bank has to seek ways of dealing with the ol valuation problems
(applicant who are unable to pay). The bank coale tsecurity like cash
collateral and make sure that the L/C facility bisniare not exceeded.
Moreover, the bank has to follow — up and ensuee dtrict and uniform
implementation by the engineers of the existing amy forth coming

procedures concerning proper valuation.

The bank must check documents carefully against W@ terms and
conditions as well as inter — compliance to avaiht paying documents

containing discrepancies.

Consulting applicants (importers) on the outcomkeshe evaluation that is
made based on the information data and documerdsiigad should be
emphasized.

Short term training and workshops for personnebged in the analysis work
should be organized regularly and also avail relev@ading materials should

be availed.

The bank has to establish organizational set-upitfocredit management

concerning L/C and deliver service to the hightstdard.
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