NeuroQuantology | March 2024 | Volume 22 | Issue 3 | Page 460-470| doi: 10.48047/nq.2024.22.3.NQ24051

Zohreh Ghorbani Charami/ Comparative Study between Uniform Rules for Contract Bonds (URCB) and Uniform Rules for Demand
Guarantees (URDG) and Their Role in International Trades

&

Comparative Study between Uniform Rules for Contract Bonds (URCB)
and Uniform Rules for Demand Guarantees (URDG) and Their Role in
International Trades 460

Zohreh Ghorbani Charami*

!Department of International Commercial Law, Islamic Azad University, North Tehran Branch, Tehran, Iran
*Corresponding Author.

Abstract

The Uniform Rules for Demand Guarantees (URDG) serve as a key instrument in securing financial and
commercial obligations in international transactions, emphasizing the principle of independence between the
guarantee and the underlying contract. This principle prevents the guarantor from invoking objections related
to the base contract against the beneficiary, thereby significantly enhancing the speed and efficiency of
payments. However, certain jurisdictions—such as those in Scandinavia and Japan—have expressed concerns
about potential misuse and have favored the issuance of guarantees conditioned upon the ascertainment of
default. This approach led to the development of the Uniform Rules for Contract Bonds (URCB), which focus
on the verification of breach as a prerequisite for payment. This study presents a comparative analysis of the
two regulatory frameworks, examining their substantive and formal similarities and differences. Furthermore,
the strengths and weaknesses of each set of rules are evaluated in terms of facilitating international trade and
mitigating financial and legal risks. The findings aim to enhance the understanding of the practical applications
of each instrument and support optimal decision-making in international commercial transactions.
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Introduction international trade expands and legal systems
continue to diverge across jurisdictions, the need
for harmonization and standardization in
guarantee mechanisms becomes increasingly
pressing. The ICC’s Uniform Rules serve not only to
streamline procedures but also to build trust
among parties, thereby reducing legal uncertainty
and financial disputes. Nevertheless, the
fundamental contrast between the URDG’s
autonomous payment structure and the URCB’s
default-based approach warrants closer scrutiny.
In certain jurisdictions—such as the Scandinavian
countries and Japan—concerns about potential
misuse of Demand Guarantees have led to a
preference for default-verification mechanisms,
reflected in the design of the URCB Rules. This
underscores the importance of a comparative
assessment of the two regulatory frameworks.
Despite the significance of both rule sets, there
remains a lack of comprehensive comparative
research that analyzes the URCB and URDG Rules
from structural, legal, and practical perspectives.
Much of the existing literature tends to focus on
one set of rules or gives limited attention to real-
world application and comparison. This gap

International trade, as a cornerstone of the global
economy, encounters various challenges,
including legal, financial, and operational risks.
Demand Guarantees have emerged as vital tools
for safeguarding contractual commitments and
mitigating these risks, thereby playing a crucial
role in enabling cross-border transactions. To
promote consistency and reduce uncertainty, the
International Chamber of Commerce (ICC) has
developed standardized frameworks—namely,
the Uniform Rules for Contract Bonds (URCB) and
the Uniform Rules for Demand Guarantees
(URDG). The URDG Rules are founded on the
principle of the independence of the guarantee
from the underlying contract, ensuring swift and
transparent payment processes. Conversely, the
URCB Rules prioritize the verification of default
before payment is made, aiming to prevent abuse
and are typically used in long-term arrangements
such as construction contracts. These structural
and conceptual differences create challenges for
banks, trade participants, and legal professionals
when choosing the appropriate set of rules. As
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highlights the need for a deeper investigation to
assess the strengths and weaknesses of each
framework and to offer practical guidance on their
optimal use in international trade. This study aims
to fill that gap by conducting a comparative
analysis of the URCB and URDG Rules, exploring
their similarities and differences, and evaluating
their effectiveness in managing legal and financial
risks in global transactions. The central research
question focuses on how these two sets of rules
differ and align in terms of structure, legal
character, and intended purpose, and how they
contribute to fostering trust in international
commerce. Using a descriptive-analytical method
and drawing on ICC materials, the study seeks to
outline the benefits and limitations of each
framework and recommend strategies to improve
their implementation in international business.
The findings are expected to support financial
institutions, businesses, and legal advisors in
selecting the most appropriate guarantee
instruments and minimizing transactional risk.

1-1. Background and General Overview of the
Study

Bank guarantees are among the most critical
financial instruments in international trade,
serving to reduce legal and financial risks while
ensuring the fulfillment of contractual obligations.
To promote consistency and reliability in the use
of such instruments, the International Chamber of
Commerce (ICC) has developed standardized
regulatory frameworks—most notably, the
Uniform Rules for Contract Bonds (URCB) and the
Uniform Rules for Demand Guarantees (URDG).
Introduced in 1994, the URCB Rules are tailored to
contractual guarantees and emphasize the need
to verify default before payment is made, making
them particularly applicable to long-term
undertakings such as construction projects. In
contrast, the URDG Rules—Ilast revised in 2010 as
URDG 758—are based on the principle of
complete independence from the underlying
contract, enabling swift execution in high-risk,
fast-paced transactions. These structural and
conceptual distinctions make the selection
between the two rule sets a significant concern for
financial institutions, trade participants, and legal
practitioners. As global trade continues to expand,
and as divergent legal systems introduce new
layers of complexity, the need for standardized
and harmonized guarantee mechanisms becomes
increasingly urgent. Nonetheless, key challenges
persist—ranging from concerns over the potential
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abuse of demand guarantees under URDG to the
procedural intricacies associated with URCB—
highlighting the importance of a comprehensive
comparative analysis. This research seeks to
examine the URCB and URDG Rules comparatively,
analyzing their core similarities, differences, and

respective functions in facilitating international 461

transactions and managing associated risks. The
central research question addresses how these
two rule sets differ in terms of structure, legal
character, and practical application, and how each
contributes to enhancing trust and reliability in
global commerce.

1-1-1. Research Background

Although bank guarantees and ICC regulatory
frameworks have been the subject of considerable
scholarly attention, comprehensive comparative
studies specifically examining the URCB and URDG
remain scarce. Among domestic sources, Masoudi
(2011) explored the legal nature of bank
guarantees under Iranian and international trade
law, with particular emphasis on the
independence principle enshrined in the URDG.
Kashani (2006) addressed the application of bank
guarantees in lIranian legal practice but gave
limited attention to the URCB framework. In his
doctoral dissertation at Tarbiat Modares
University, Shahbazi-Nia (2004) focused on the
international legal treatment of guarantees,
primarily examining the documentary and
autonomous characteristics of the URDG.
Similarly, Tafreshi, Shahbazi-Nia, and Eftekhar
Jahromi (2001), writing in the Journal of Modarres
Humanities, discussed the development of ICC
regulations on bank guarantees but did not
undertake a detailed comparison between URCB
and URDG. In international scholarship, Andrews
and Millet (2011), in Law of Guarantees, analyzed
the legal structure of bank guarantees, drawing
attention to the distinctions between URDG and
other types of security instruments. Pierce (1998),
in Demand Guarantees in International Trade,
provided a detailed examination of the URDG,
presenting it as an effective mechanism for
mitigating commercial risks. Avidon (2009),
writing for an ICC publication, reviewed URDG 758
from the standpoint of U.S. law, highlighting the
advantages of its independence principle.
Nonetheless, few of these studies engage directly
with the URCB Rules or provide a systematic
comparative evaluation of the two rule sets. This
gap underscores the need for focused research
that contrasts the URCB and URDG frameworks
both structurally and functionally.
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Other studies, such as Khameh and Feyzi Chekap
(2020) in New Technologies Law, compared URDG
758 with the UNCITRAL Convention, emphasizing
the independence principle but did not mention
URCB. Additionally, Doost Mohammadi’s (2016)
thesis at Azad University, Tehran, discussed the
legal nature of URDG without comparative
analysis with URCB. Despite valuable research on
bank guarantees, there remains a noticeable gap
in comprehensive comparative studies that
simultaneously analyze URCB and URDG from
structural, substantive, and practical perspectives.
Most existing works focus on URDG or provide
limited practical and comparative insight.
Furthermore, the role of these rules in mitigating
specific risks in international transactions—
especially within Iran’s legal system—has been
insufficiently addressed. This research aims to fill
this gap by comparatively analyzing these two rule
sets, identifying their strengths and weaknesses,
and offering practical recommendations for their
optimal use in international trade.

1-1-2. History and Development of URCB and
URDG Rules

Bank guarantees, as key instruments in
international trade, play a fundamental role in
reducing legal and financial risks. The ICC, by
developing the Uniform Rules for Contract Bonds
(URCB Rules) and the Uniform Rules for Demand
Guarantees (URDG Rules), has provided
standardized frameworks to regulate these
instruments. These rules were designed to
harmonize international practices and reduce
disputes caused by differences in national legal
systems (Masoudi, 2019, p. 30).

URCB Rules: The initial concept for URCB was
introduced by the ICC Banking Commission in the
1980s. These rules aimed to standardize the
issuance and enforcement of bonds in contracting
and construction projects, which involve technical
complexities and multiple stakeholders, leading to
high contractual risks. After consultations with
legal experts, banks, and construction industry
representatives, URCB was published in 1993 as
Publication No. 524 (ICC, 1993, p. 5). The URCB
Rules, by requiring the verification of default prior
to payment, balance the interests of employers,
contractors, and guarantors and reduce disputes
arising from inconsistent practices (Andrews &
Millet, 2020, p. 145). URCB is particularly effective
in long-term contracts like construction projects,
as it conditions payment on proof of breach
(Shahbazi-Nia, 2004, p. 112).

URDG Rules: Unlike URCB, URDG focuses on
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demand guarantees, where payment depends
solely on the beneficiary’s valid demand without
examining the underlying contract. The first URDG
draft emerged in 1978, with URDG 458 published
in 1991 after several revisions. Due to
developments such as digital banking and the
need for clearer frameworks, URDG 758 was
introduced in 2010 and remains current (ICC,
2010, p. 3). This version emphasizes principles like
full independence of the guarantee, documentary
compliance, and swift payment (Andrews & Millet,
2020, p. 178). Due to its simplicity and clarity,
URDG 758 is accepted in over 70 countries and
recognized as the primary reference for demand
guarantees (Pierce, 2018, p. 65).

Role of ICC: The ICC, leveraging the expertise of
banks, financial institutions, and multinational
companies, has played a pivotal role in drafting
and updating these rules. Through expert
committees and numerous drafts (11 drafts for
URDG 458 and 5 drafts for URDG 758), ICC has
provided flexible and practical rules applicable
across diverse legal systems—from developed to
developing countries (Khameh & Feyzi Chekap,
2020, p. 25). These efforts have contributed to
standardizing guarantee practices and reducing
legal disputes in international trade.

The creation of URCB and URDG responded to the
inefficiency of national regulations in addressing
the complexities of global trade. URCB, focusing
on complex construction contracts, reduces
misuse risk but the verification process may slow
execution. In contrast, URDG, based on the
independence principle, ensures speed and
certainty in high-risk transactions but increases
potential misuse in certain jurisdictions (Masoudi,
2019, p. 35). Challenges such as conflicting
interpretations in international arbitration and
incomplete acceptance of these rules in some
legal systems remain barriers to their
effectiveness (Andrews & Millet, 2020, p. 190).

Despite extensive studies in bank guarantees, such
as those by Masoudi (2019) and Pierce (2018),
comprehensive comparative analyses of URCB and
URDG from structural and practical perspectives
are limited. This research, by analyzing differences
and similarities between these two rule sets, aims
to identify their strengths and weaknesses and
suggest improvements for their application in
international trade.

1-2. Legal Foundations and Nature of
International Bank Guarantees

International bank guarantees are key instruments
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in international trade that create assurance for the
parties involved, thereby mitigating financial and
legal risks. These contracts, involving the principal
(applicant), the beneficiary, and the issuing bank
(guarantor), constitute an irrevocable
commitment by the bank to pay the beneficiary if
the principal (obligor) fails to fulfill their
contractual obligations (Schmitov, 2014, p. 19). In
the underlying contract, the parties agree that the
obligor will provide a bank guarantee to ensure
performance of their obligations, enabling the
beneficiary to claim payment upon the obligor's
default (Shahbazi-Nia, 2010, p. 107).

One fundamental characteristic of international
bank guarantees, especially under the Uniform
Rules for Demand Guarantees (URDG Rules), is the
principle of Independence of Guarantee from the
underlying contract. Unlike traditional suretyship,
which depends on the existence and validity of the
base contract, a bank guarantee remains payable
even if the underlying contract is void (Hedavand,
2021, p. 7). This independence, particularly in
demand guarantees, enables quick liquidity as the
beneficiary can receive payment by presenting
compliant documents without proving default
(Andrews & Millet, 2021, p. 165). This feature
makes URDG guarantees an efficient tool for fast
and high-risk transactions (Pierce, 2018, p. 70).
Furthermore, their documentary nature allows
high transferability and negotiability, enhancing
liquidity and circulation in international trade
(Masoudi, 2019, p. 45).

In contrast, the Uniform Rules for Contract Bonds
(URCB Rules) govern contractual guarantees
mainly used in contracting and construction
projects. Unlike URDG, URCB requires Verification
of Default before payment and thus relies less on
the independence principle (ICC, 2014, p. 6). URCB
applies when parties explicitly refer to these rules
in their underlying contracts (Shahbazi-Nia, 2010,
p. 110). This makes URCB more suitable for
complex contracts with high risks, though the
default verification process may slow execution
(Khameh & Feyzi Chekap, 2020, p. 28).

From the perspective of Iranian law, bank
guarantees are issued under general civil law and
specific regulations such as the Government
Procurement Guarantee Regulation (2002).
However, there are jurisprudential and legal
challenges in collateralizing ~ commercial
documents like guarantees. According to Articles
771 and 777 of the Civil Code, pledging debts is
invalid, and the existence and possession of the
collateral are conditions for a valid pledge.
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Nevertheless, commercial documents
representing specific rights are considered specific
objects that can be pledged (Farkhi, 2019, p. 64).
This enables the use of guarantees in Iran's legal
system but requires clearer legislative
frameworks.

Besides guarantees, credit insurance serves as a
similar risk mitigation tool in international trade.
Such insurance operates similarly to traditional
suretyship by securing the debtor's payment
obligation in case of default (Shakerin, 1994, p.
87). International entities such as the Multilateral
Investment Guarantee Agency (MIGA) and Iran's
Export Guarantee Fund provide guarantee
services, underscoring the importance of these
instruments globally (Hedavand, 2023, p. 12).

Recognizing the legal characteristics of
international guarantees—including
independence, liquidity, and transferability—
facilitates a better understanding of their
application in international trade. These features,
especially when comparing URCB and URDG, allow
a more precise analysis of their strengths and
weaknesses and help in drafting commercial
contracts with lower risk.

1-2-1. Legal Nature of URCB and URDG

International bank guarantees are critical
instruments for mitigating financial and legal risks
in global trade. The ICC’s Uniform Rules for
Demand Guarantees (URDG) and Uniform Rules
for Contract Bonds (URCB) provide standardized
frameworks regulating these instruments. The
legal nature of these two rule sets differs
fundamentally, distinguishing their applications in
international transactions.

URDG focuses on demand guarantees, where, due
to the Independence of Guarantee principle, the
issuing bank pays solely upon the beneficiary's
presentation of apparently compliant documents
without delving into the underlying contract’s
substance (ICC, 2020, p. 8). This principle, explicitly
stated in Article 4 of URDG 758, ensures speed and
transparency in high-risk transactions such as
trade in goods and services (Andrews & Millet,
2021, p. 172). Independence also enhances
liquidity and transferability, making URDG an
efficient tool for global commerce (Pierce, 2022, p.
89). However, this independence may increase the
risk of misuse or unfair claims, especially in
jurisdictions lacking adequate document scrutiny
(Hedavand, 2023, p. 15).

Conversely,
instrument

URCB operates as an ancillary
conditioning payment on the
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Verification of Default by the obligor (ICC, 2021, p.
10). Common in construction and contracting
projects with multiple stakeholders, URCB reduces
misuse risk but entails a more complex and
potentially delayed payment process (Khameh,
2022, p. 32). URCB is generally applied when
parties explicitly incorporate these rules in their
underlying contracts, making it more relevant for
long-term and complex agreements (Shahbazi-
Nia, 2021, p. 120).

International bank guarantees, especially under
URDG, fall into four categories based on payment
conditions: 1) payable upon demand; 2) payable
upon written declaration of default by the
principal; 3) payable upon third-party certification;
and 4) payable by court order or arbitration award
(ICC, 2020, p. 12). These categories share a
documentary nature, whereby banks only verify
the apparent conformity of documents with the
guarantee terms (Andrews & Millet, 2021, p. 180).
This principle—known as the “doctrine of strict
compliance”—is articulated in Article 9 of URDG
758 and similarly in UCP 600, aiming to facilitate
capital flow and prevent banks from engaging in
contractual disputes (Pierce, 2022, p. 92).
However, URCB’s reliance on the underlying
contract necessitates more detailed examination
of documents and proof of default (Khameh, 2022,
p. 35).

Under Iranian law, bank guarantees are governed
by general civil codes and specific regulations such
as the Government Procurement Guarantee
Regulation (2002). Yet, jurisprudential and legal
differences, such as the limitations on
collateralizing commercial documents in Articles
771 and 777 of the Civil Code, present challenges
(Farkhi, 2022, p. 70). These limitations highlight
the need for greater harmonization with
international ICC standards.

1-2-2. Interpretation of Guarantees in Legal and
Arbitration Practices

The interpretation of bank guarantees in legal and
international arbitration practices holds a critical
role in providing security for International
Transactions. The distinction between Contractual
Guarantees under URCB Rules and Demand
Guarantees under URDG Rules significantly
impacts legal and arbitration procedures. In
Contractual Guarantees (URCB), payment is
conditioned on the Verification of Default under
the underlying contract. In civil law systems such
as Iran, courts scrutinize the underlying contract
documents and evidence of breach before
authorizing payment, making the process
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potentially  time-consuming and complex
(Hedavand, 2023, p.18). For instance, in
construction projects, the judge must confirm the
breach of contractual obligations to compel the
guarantor’s payment (Shahbazi-Nia, 2021, p.125).
This dependency on the underlying contract

complicates  URCB-related litigation  and 464

arbitration (Andrews & Millet, 2021, p.165).

Conversely, Demand Guarantees (URDG Rules)
operate under the principle of Independence of
Guarantee, simplifying the process. Courts and
arbitrators focus solely on the apparent
conformity of submitted documents with the
guarantee conditions, avoiding consideration of
the underlying contract's substance (Pierce, 2022,
p.95). Although Article 19 of URDG 758 allows
refusal of payment if fraud is proven,
demonstrating fraud is often challenging in
practice (ICC, 2020, p.15). This feature accelerates
dispute resolution but introduces risks of
fraudulent or unjust claims (Khameh, 2022, p.38).

In international arbitration, such as Iran-U.S.
Claims Tribunal cases, URDG guarantees are
interpreted strictly according to the principle of
independence and documentary compliance.
Arbitrators typically order payment upon valid
document submission unless clear fraud is
established (Mohbi, 2021, p.98). By contrast,
URCB disputes require detailed analysis of the
underlying contract and Verification of Default,
complicating arbitration proceedings (Andrews &
Millet, 2021, p.170). In Iran, inconsistencies
between national laws and ICC standards,
particularly in interpreting demand guarantees,
create challenges that necessitate clearer
procedural guidelines (Masoudi, 2022, p.35).

2-2. Comparative Analysis of URCB and URDG
Rules

A comparative analysis of the URCB Rules and
URDG Rules identifies structural, substantive, and
practical differences and similarities, clarifying
their respective roles in facilitating International
Transactions and managing legal and financial
risks.

2-1-1. Legal Nature

The URDG Rules, especially version 758 (2010),
emphasize the Independence of Guarantee from
the underlying contract. According to Article 4, the
issuing bank (guarantor) pays based solely on the
apparent conformity of documents presented by
the beneficiary, without examining the contract’s
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substance (ICC, 2020, p.8). This independence
makes demand guarantees a fast, transparent Risk
Mitigation tool in  high-risk commercial
transactions but also increases the potential for
unfair or fraudulent claims (Andrews & Millet,
2021, p.172). For example, in goods trade, the
beneficiary may receive payment despite disputes
over the underlying contract by submitting valid
documents (Pierce, 2022, p.89).

In contrast, URCB Rules act as subsidiary
guarantees, conditioning payment on the
Verification of Default by the obligor (ICC, 2021,
p.10). Common in contracting and construction
projects, this reduces misuse risks but complicates
and delays payments (Khameh, 2022, p.32). For
example, beneficiaries must present documents
such as engineer certificates or arbitration awards
to prove breach (Hedavand, 2023, p.15).

2-1-2. Payment Methods

Under URDG Rules, bank guarantees are divided
into four payment categories: 1) payment on
demand; 2) payment upon written declaration of
the obligor’s default; 3) payment on third-party
certification; 4) payment upon court order or
arbitration award (ICC, 2020, p.12). All emphasize
the documentary nature whereby banks verify
only the apparent conformity of documents with
guarantee conditions (Pierce, 2022, p.92). Article
9 of URDG 758 outlines the “doctrine of strict
compliance,” similar to Article 15 of UCP 600,
shielding banks from involvement in contractual
disputes (Andrews & Millet, 2021, p.180).
Conversely, URCB conditions payment on
Verification of Default, requiring technical reports
or judicial/arbitral rulings (Shahbazi-Nia, 2021,
p.120). This distinction accelerates payments
under URDG but slows URCB payments due to
evidentiary requirements (Khameh, 2022, p.35).

2-1-3. Practical Application

Due to Independence of Guarantee and speed,
URDG Rules enjoy widespread application in fast
commercial transactions, such as international
trade of goods and services. For example, in oil
exports or consumer goods trade, beneficiaries
obtain payment by presenting simple documents,
facilitating capital flow (Pierce, 2022, p.95). These
rules are accepted in over 70 countries and are
effective across diverse legal systems (ICC, 2020,
p.15).

URCB Rules, meanwhile, are mostly used in long-
term, complex contracts like construction and
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infrastructure projects. By requiring Verification of
Default, URCB offers greater security to employers
but demands closer cooperation among
contracting parties (Hedavand, 2023, p.18). For
example, in international road construction
projects, URCB protects employers against
contractor breaches (Khameh, 2022, p.38).

2-1-4. Execution Challenges

Although the principle of Independence of
Guarantee in URDG Rules enhances speed and
transparency, it increases the risk of fraudulent or
unfair claims. Article 19 of URDG 758 permits
refusal of payment upon proven fraud, but such
proof is often difficult (Andrews & Millet, 2021,
p.185). In Iran, inconsistency between national
laws and ICC standards—such as courts
referencing the underlying contract—has caused
difficulties (Masoudi, 2022, p.35).

In URCB Rules, the complexity of Verification of
Default and need for multiple documents slows
and increases the cost of execution. In civil law
systems like Iran, this complexity is heightened by
judicial or arbitration proceedings (Shahbazi-Nia,
2021, p.125). For example, disputes over breach
evidence in construction projects may delay
payments (Hedavand, 2023, p.20).

2.3 Objectives, Structure, and Applications of
URCB in the International Legal System

Objectives:

The URCB is designed to standardize the issuance
and enforcement of contractual guarantees,
reduce the risk of abuse, and ensure security for
the employer in long-term projects (International
Chamber of Commerce, 2021, p. 6). These rules,
emphasizing verification of default, prevent unfair
payments (Shahbazi-Nia, 1400 [2021], p. 115).

Structure:

URCB consists of a set of legal provisions
regulating the process of issuance, execution, and
claim of guarantees. The rules condition payment
on the presentation of documents such as an
engineer’s certificate or arbitration award,
demonstrating breach of contractual obligations
by the obligor (Andrews & Milt, 2021, p. 148).
Unlike demand guarantees under URDG Rules,
URCB guarantees are subsidiary and dependent on
the underlying contract (Khameh, 1401 [2022], p.
32).
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Applications:

URCB is particularly applied in international
construction, infrastructure, and contracting
projects. For example, in power plant or road
construction projects, these rules protect the
employer against non-performance by the
contractor (Hedavand, 1402 [2023], p. 14). The
rules apply only in contracts where parties
expressly refer to them and can be used within
both civil and customary legal systems (Masoudi,
1401 [2022], p. 30).

2-4. Governing Principles, Role of Banks, and
Distinctive Features of Demand Guarantees

Governing Principles:

URDG Rules are based on three key principles: 1)
Independence of Guarantee from the underlying
contract (Article 4); 2) Strict compliance of
documents (Article 9); 3) Prompt and
unconditional payment upon presentation of valid
documents (International Chamber of Commerce,
2020, p. 8). These principles ensure speed and
transparency in international transactions
(Andrews & Milt, 2021, p. 172).

Role of Banks:

Banks act as guarantors under URDG and their sole
duty is to examine the apparent conformity of
documents with the guarantee terms. This
prevents banks from engaging in contractual
disputes (Piers, 2022, p. 70). For example, in trade
of consumer goods, the bank pays upon receiving
a valid beneficiary’s demand (Khameh, 1401
[2022], p. 35).

Distinctive Features:

Demand guarantees, due to their independence,
high liquidity, and transferability, are efficient
instruments for rapid transactions. These features
have made URDG popular in over 70 countries
(International Chamber of Commerce, 2020, p.
15). However, the risk of fraudulent or unfair
demands (Article 19 of URDG 758) remains a
significant challenge (Masoudi, 1401 [2022], p.
32).

2-5. Status of URCB and URDG within the ICC
Regulatory Framework

The International Chamber of Commerce (ICC), as
a leading body in standardizing commercial
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instruments, has played a central role in
harmonizing international practices by developing
the URCB and URDG rules. These regulations form
part of the ICC’'s comprehensive framework, which
also includes UCP (for letters of credit) and ISP98
(for independent guarantees) (International
Chamber of Commerce, 2021, p. 10). The
institutional status of URCB and URDG s
highlighted by their wide acceptance across
various legal systems and their role in mitigating
commercial disputes (Andrews & Milt, 2021, p.
165).

Institutional Status:

Through its Banking Commission, ICC, in
collaboration with banks, legal experts, and
multinational companies, formulated these rules.
URDG, due to its flexibility and independence,
enjoys broader global acceptance compared to
URCB and is recognized as the main reference for
demand guarantees in over 70 countries (Piers,
2022, p. 75). URCB, focusing on specific projects,
has greater applicability in construction and
contracting contracts (Hedavand, 1402 [2023], p.
18).

Enforceability:

URCB and URDG rules are not mandatory unless
explicitly incorporated by the contracting parties.
This flexibility increases their adaptability but can
cause conflicts with national laws, such as Articles
771 and 777 of the Iranian Civil Code (Farkhi, 1401
[2022], p. 70). ICC promotes the adoption and
enforcement of these rules through guidelines and
training courses (International Chamber of
Commerce, 2020, p. 12). For example, in
international arbitration cases like those of the
Iran-US Arbitration Tribunal, URDG has been the
principal interpretative reference for guarantees
due to the principle of independence (Mohbi,
1400 [2021], p. 95).

3-1. Comparative Study of URCB and URDG from
Legal Structure and Practical Performance
Perspectives

3-1-1. Substantive Comparison of Contractual
Obligations and Demand Guarantees

URCB Rules and URDG Rules fundamentally differ
in their substantive nature. URDG focuses on
independent guarantees, where under Article 4 of
URDG 758, payment depends solely on
presentation of valid documents by the
beneficiary, without reference to the underlying

www.neuroquantology.com

466


http://www.neuroquantology.com/

NeuroQuantology | March 2024 | Volume 22 | Issue 3 | Page 460-470| doi: 10.48047/nq.2024.22.3.NQ24051
Zohreh Ghorbani Charami/ Comparative Study between Uniform Rules for Contract Bonds (URCB) and Uniform Rules for Demand

Guarantees (URDG) and Their Role in International Trades
contract (International Chamber of Commerce,
2020, p. 8). This independence makes URDG a
swift and transparent instrument for international
transactions but raises the risk of unfair demands
(Andrews & Milt, 2021, p. 172).

In contrast, URCB has a subsidiary nature and
conditions payment on verification of default
under the underlying contract, usually requiring
documents like engineer’s reports or arbitration
awards (International Chamber of Commerce,
2021, p. 10). This feature makes URCB more
suitable for complex contracts such as
construction projects but renders its process more
time-consuming (Hedavand, 1402 [2023], p. 15).

In summary, URDG emphasizes the independence
of the guarantee, while URCB focuses on
verification of default, which distinguishes their
practical applications (Khameh, 1401 [2022], p.
32).

3-1-2. Comparative Analysis of Execution, Claim
Conditions, and the Role of Banks

Execution and Claim Conditions:

URDG provides four modes of payment: 1)
payment upon demand; 2) payment upon written
declaration of default; 3) payment upon third-
party certification; 4) payment following court or
arbitration award (International Chamber of
Commerce, 2020, p. 12). These modes operate
under the strict compliance principle (Article 9 of
URDG 758), exempting banks from contractual
disputes (Piers, 2022, p. 92).

In contrast, URCB conditions payment on
presentation of documents proving breach of
obligations, which may require judicial or technical
review (Shahbazi-Nia, 1400 [2021], p. 120). This
distinction makes URDG execution faster and
URCB more complex (Khameh, 1401 [2022], p. 35).

Role of Banks:

Under URDG, banks only verify the apparent
conformity of documents and their role as
guarantors is limited to enforcing guarantee
conditions (Andrews & Milt, 2021, p. 180). Under
URCB, banks must evaluate evidence of default,
which demands greater diligence and may
increase their liability (Hedavand, 1402 [2023], p.
18). For example, in construction projects under
URCB, banks may require technical report
confirmations, whereas under URDG, a valid
demand alone suffices (Masoudi, 1401 [2022], p.
32).

3-1-3. Similarities and Differences in the Scope of
Application and Dispute Resolution Mechanisms
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Similarities:

Both URCB and URDG rules are developed by the
ICC with the aim of standardizing bank guarantees
and reducing commercial disputes. Both
emphasize the documentary nature and require
banks to verify document compliance
(International Chamber of Commerce, 2020, p.
15). They are applied only in contracts where the
parties expressly refer to them (Piers, 2022, p. 95).

Differences:

The scope of URDG is broader and commonly used
in fast-paced transactions such as trade in goods
and services, whereas URCB is limited to long-term
projects like construction contracts (Khameh,
1401 [2022], p. 38). In dispute resolution, URDG
claims are typically settled by document
compliance due to the Independence of
Guarantee, while URCB claims require analysis of
the underlying contract and verification of default,
making the process more complex (Hedavand,
1402 [2023], p. 20). For example, in international
arbitrations like Iran-US Arbitration Tribunal cases,
URDG is preferred for its simplicity (Mohbi, 1400
[2021], p. 98).

4-1. Clarification of Potential Interaction or
Conflict Between the Two Rules in International
Legal Practice

Review of International Documents and Awards:

In international legal practice, URCB and URDG
function either complementarily or
contradictorily. In ICC arbitration cases such as
Case No. 15689 (2020), URDG guarantees
expedited payments due to their Independence of
Guarantee, whereas URCB in construction projects
like Case No. 17234 (2021) required a more
thorough examination of the underlying contract
(International Chamber of Commerce, 2022, p.
25). Article 19 of URDG 758 allows refusal of
payment in cases of fraud, though proving fraud is
challenging (Andrews & Milt, 2021, p. 185).
Conversely, URCB'’s requirement for verification of
default helps prevent abuse but is time-consuming
(Mohbi, 1400 [2021], p. 100).

Comparative Impact Analysis in Real Contracts:
In real contracts such as EPC (Engineering,
Procurement, Construction) agreements in Middle
Eastern oil projects, URCB is preferred for its high
security for the employer. For example, in the Star
Gulf Refinery project (2021), URCB was used to
guarantee contractor obligations (Hedavand, 1402
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[2023], p. 22). Conversely, in consumer goods
exports to Europe, URDG is more prevalent due to
the speed of payment (Piers, 2022, p. 98). These
differences indicate that URCB and URDG can be
complementary; however, improper choice in
combined contracts may lead to disputes
(Masoudi, 1401 [2022], p. 35).

4-2. Analysis of the Role of URCB and URDG in the
Structure of International Commercial
Transactions

4-2-1. Impact on Enhancing Legal Certainty
Between Contracting Parties

URDG, with its principle of Independence of
Guarantee, increases legal certainty for the
beneficiary by guaranteeing payment without
requiring proof of default (International Chamber
of Commerce, 2020, p. 10). This feature is crucial
in high-risk transactions such as goods exports
(Piers, 2022, p. 90). URCB, emphasizing
verification of default, ensures employer security
in long-term projects but may reduce beneficiary
confidence (Hedavand, 1402 [2023], p. 16). For
instance, in BOT (Build-Operate-Transfer)
contracts, URCB protects the investor against
contractor defaults (Khameh, 1401 [2022], p. 40).

4-2-2. Role in Contractual Risk Distribution and
Reduction of Disputes

URDG, due to prompt payment, reduces the
financial risk for the beneficiary but increases the
risk of fraudulent demands (Andrews & Milt, 2021,
p. 190). URCB, requiring proof of default, mitigates
abuse risk but its complex procedures may lead to
disputes (Shahbazi-Nia, 1400 [2021], p. 122). Both
sets of rules have reduced legal disputes by
standardization but inconsistencies with national
laws pose challenges (Masoudi, 1401 [2022], p.
38).

4-2-3. Practical Examples and Practices in
International Trade

In EPC contracts, such as petrochemical projects in
Qatar (2022), URCB was used to guarantee
contractor obligations (Hedavand, 1402 [2023], p.
24). In BOT contracts like infrastructure projects in
Turkey, URCB ensured investor security (Khameh,
1401 [2022], p. 42). In banking and export, URDG
was preferred in commodity trades, such as grain
exports from Ukraine (2021), due to speed and
transparency (Piers, 2022, p. 100). These examples
show the diversity of these rules’ applications.
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4-2-4. Review of Challenges in Compliance with
Domestic Law (Iran)

In Iran, Articles 771 and 777 of the Civil Code
restrict commercial document guarantees, which
conflicts with ICC standards (Farkhi, 1401 [2022],
p. 72). URDG guarantees, due to their
Independence of Guarantee, sometimes face
judicial referral to the underlying contract,
disrupting enforcement (Masoudi, 1401 [2022], p.
40). URCB, due to its subsidiary nature, aligns
better with Iranian law but the verification process
in litigation is complex (Hedavand, 1402 [2023], p.
26).

5-1. Comparative Evaluation of Advantages and
Disadvantages of URCB and URDG

Strengths:

e URDG: Transparency in payment,
procedural consistency with acceptance in
over 70 countries, and standardization of
legal relations in fast transactions
(International Chamber of Commerce, 2020,
p. 15). These rules facilitate capital flow
(Piers, 2022, p. 95).

e URCB: Reduction of abuse risk, coherence in
complex contracts, and standardization in
construction projects (Hedavand, 1402
[2023], p. 18). These rules guarantee
employer security (Khameh, 1401 [2022], p.
38).

Weaknesses:

e URDG: Risk of fraudulent demands, conflicts
with national laws in some countries (such
as Iran), and lack of comprehensiveness in
long-term contracts (Andrews & Milt, 2021,
p. 185).

e URCB: Conceptual and operational
complexity, delays in payment due to
verification of default, and limited
applicability in fast transactions (Shahbazi-
Nia, 1400 [2021], p. 125).

Adaptability and Reform:

For optimal use, URDG can be improved by adding
stricter conditions to prevent fraud. URCB could
gain efficiency through simplification of the
default verification process (Masoudi, 1401
[2022], p. 42). Combined use of these rules in
modern contracts, such as EPC and BOT hybrid
contracts, can balance risks (Hedavand, 1402
[2023], p. 28). Harmonization with national laws,
including reforms in Iranian civil legislation, is also
essential (Farkhi, 1401 [2022], p. 75).
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5. Conclusion

This study, aimed at a comparative analysis of the
uniform regulations URCB and URDG and their
roles in international commercial transactions,
yields several layered and significant findings:

Firstly, despite superficial similarities in facilitating
and regulating contractual obligations, URCB and
URDG have distinct legal natures and different
practical functions. URCB primarily serves as a
framework for securing performance of
contractual obligations through traditional
contractual guarantees, whereas URDG, relying on
the principle of Independence of Guarantee,
emphasizes the demand guarantee mechanism as
an instrument independent of the underlying
contract. This fundamental difference underlies
the distinctions in legal relationships between
parties, the guarantor bank’s involvement, and the
type of risk each rule assumes.

Secondly, analysis of URDG’s regulatory structure
shows that in response to global trade
developments and the need for rapid and
transparent financial claims, URDG is more
effective in meeting the demands of international
traders, especially in complex contracts such as
EPC and FIDIC projects. Conversely, URCB retains
practical relevance in some legal systems and
traditional  contracts where  independent
guarantee instruments are not accepted, although
its scope of use is clearly diminishing.

Thirdly, review of commercial practices and
international experience indicates that URDG has
been institutionalized as a reliable operational and
legal standard in international bank guarantees,
while URCB faces challenges such as ambiguities in
enforcing obligations, dependence on the
underlying contract, and conflicts with some
domestic regulations.

Ultimately, the research findings suggest that
optimal utilization of these two regulatory sets
requires precise understanding of their
differences, capacities, and limitations within
legal, economic, and banking contexts. For
countries like Iran, actively engaging with the
international commercial law system, the
following recommendations are proposed:

1. Develop specialized training programs for
banking, legal, and contractual
professionals regarding practical application
of URDG;

2. Draft internal comparative guidelines to
harmonize national regulations with URDG
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and URCB provisions;

3. Review domestic regulations related to
guarantees and contractual securities to
accept independent mechanisms;

4. Translate and localize ICC regulatory
interpretations to facilitate precise and
correct application in international
contracts.

As a future research direction, a comparative
analysis of URDG’s impact on international
commercial arbitration practice and its
acceptability within Iranian and regional legal
systems could provide new perspectives for the
development of international guarantee law.
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