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Summary
Commercial banks’ lending commitments and issuing
of circular notes

Giorgi Khantadze, Asoc. Prof. of GTU

Off-balance sheet transactions is one of the most im-
portant field in a banking activities. In spite of the fact
that the activity may not be reflected in the balance sheet,
it should be carefully examined. As a result of such opera-
tions the bank may face a conditional commitment. It is a
conditional commitment when it depends on the action of
the other party, or on the future events. Typical off-balance
sheet accounts, which are examined while checking the
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loans, represent lending commitments and standby circular
notes as well.

It is a future lending risk that a borrower’s condition
may be changed while period, from issuing obligation till
a direct funding. In addition to this, liabilities may cause a
risk of liquidity and interest rate.

Circular notes are the most widely used tool for funding
foreign operations. Two types of circular notes are used:
Commercial documentary and standby one. The bank may
open a circular note only in case, when it has the adequate
resources. In spite of that circular notes do not represent
loans, they may become a cause of a loan, if the paying
party does not fulfill its obligation.

Keywords: Bank, commitment, letter of credit, loan,
risk.
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