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Chapter 1

Introduction

The centre of gravity for the global economy
has truly shifted to Asia, with China
leading the way.

—Lim Hwee Hua
Minister of State for Finance and Transport

Singapore
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Over the past two decades, the whole world has witnessed the

fast growth of China’s economy. According to statistics of China
Council for Promotion of International Trade (CCPIT.), China’s
imports and exports in 2006 reached US $ 1. 1046 trillion for the
first eight months, up 23.9 percent on last year. Of the total, the
exports surged 25.9 percent to US $599.63 billion while the
imports amounted to US $504.98 billion, up 21.6 percent.
China’s rapid economic growth has created an urgent demand for
business people with a good mastery of the country’s foreign policy
and profound knowledge in the field of international trade.

International trade is a kind of exchange of goods and services
between persons in different countries or regions. Chinese merchants
began to trade with other countries even at the beginning of the last
millennium, and the West shipped wine and woolen piece goods in
exchange for silk, jewelry, spices, tea and handicrafts. Chinese silk
was then available in European markets. The famous trade route is
known as “Silk Route”? for over 1,500 years.

Nowadays, with the development of modern science and
technology, international trade can be done much more quickly and
conveniently. It is because other than just the buyer and the seller
who are generally in different countries or regions, in each
transaction there are other parties involved that help to complete

each transaction, such as banks, the Customs, commodity

® “Silk Route” (£ Z #) — also known as Silk Road, ancient trade route that,
linking China with the West, carried goods and ideas between the two great civilizations of
Rome and China. Silk came westward while wools, gold, and silver went east. China also
received Nestorian Christianity and Buddhism (from India) via the road. ( Encyclopaedia
Britannica p.376)



inspection bureaux, insurance companies and shipping companies.
However, it is business documents that connect one another stating
the rights, risks and obligations of the parties concerned.
Therefore, the quality of documentation is of vital importance. To
ensure good documentation, beyond the broad principles and
practices, there is a need for business people to have a good
understanding and mastery on the mechanics of handling business

documents.
Section 1 Concept of Documents

Q: What is the concept of documents?

A+ Generally speaking, documents in international trade refer
to all or any of financial and commercial documents in a business
transaction. They may include commercial invoice, packing list,
certificate of origin, bill of lading, inspection certificate, bill of
exchange and others.

Q: How can we tell one kind from the other?

A': Financial documents used in trade finance mainly include

bill of exchange®, or draft®, promissory note® and check, among

@  bill of exchange — a draft used in foreign transactions.

@ draft — written order by the first party, called the drawer, instructing the second
party, called the drawee (such as a bank) to pay a third party, called the payee. An order to
pay a sum certain in money, signed by a drawer, payable on demand or at a definite time,
and to order or bearer.

®  promissory note — unconditional written promise to pay a specified sum of money
on demand or at a specified date. Such a note is negotiable if signed by the maker and
containing an unconditional promise to pay a certain sum of money either or demand or at a

definite time and payable to order or bearer.

« 4 -



which bill of exchange is usually used. They are negotiable
instruments for payment. Commercial documents represent the value
of commodity, packing, quality or quantity, etc., including basic
documents and miscellaneous documents. Basic documents are
sometimes called shipping documents. They are provided by the
exporter according to the stipulations stated in Sales Contract (SC)
or Purchase Order (PO). For example, under CFR trade terms, the
exporter shall provide commercial invoice and shipping documents.
On CIF basis, the exporter has to submit an insurance policy in
addition to commercial invoice and shipping documents.
Miscellaneous documents refer to the documents requested by the
importer. They include consular invoice, customs invoice, certificate
of origin, inspection certificates and so on.

Q: Is it necessary to use all these business documents in each
transaction ?

A: Not necessarily. Anyway, commercial invoice, bill of
lading and packing list are generally required.

Q: Why do we often use documents in international trade?

A : Because unlike home trade in which the buyer and the seller
do business face to face, in international trade, the exchange of
goods is between countries or regions and has to go through the
following four stages: (1) conclusion of transaction; (2) preparation
of goods; (3) shipment; and (4) settlement of purchase price. It is
documents that link the four stages. The shipping documents as
they are usually called are the basic instruments for the delivery of
goods and international settlement of payment. They are also
considered as important legal documents. When disputes arise, they
will serve as evidence for claim and arbitration.

- 5 .



Section 2 Principles of Making out Documents

The quality of documents determines if a transaction will be
carried out smoothly and if the payment can be collected safely and
timely. Therefore, business documents must be correct, clear and
concise, complete and prompt. These are the basic principles.

Q: Could you please explain these principles?

A': Sure. Being correct is the basic and essential principle in
making out documentation. It means documents should be made out
exactly in accordance with the stipulations in the contract or in the
Letter of Credit. Any faults, if found, in the documents will lead to
loss on the part of the seller. In the case of payment by Letter of
Credit (L/C), the negotiating bank examines documents in
compliance with the terms in the L/C. Discrepancies, if any, in the
L/C, will result in the reject by the bank to effect payment. While
payment is made by collection or remittance, the bank has no
responsibility to examine the documents. The importer may refuse
to pay or delay the payment if any faults are found in the
documents.

Q: Now I know the importance of “correctness”. Then what
does “completeness” refer to?

A': In foreign trade, business documents are presented as one
package, not separately. Legally, the integrity of documents
constitutes one of the important conditions. For example, on CIF
basis, the seller has to provide an insurance policy or an insurance
certificate. If the insurance policy is missing, the negotiating bank
may reject the payment.

i G -



Q: I see. But what does “conciseness” mean?

A : Simply speaking, conciseness means that documents should
be nicely laid out with important items standing out. For instance,
the commercial invoice should state a clear description of the goods
shipped: the name of commodity, specifications, unit price and total
amount, while the packing list provides supplementary details as to
the packing of the goods shipped, the materials used, methods of
packing, gross and net weight and measurements, and the total

number of packages.
Section 3 Current Tendency

A : With the rapid development of science and technology in
communication and containerization in the shipping industry, the
traditional way of making out business documents is now facing a
great challenge. Improvement must be made as the world is
changing so fast. _ :

Q: Ezactly, the world is changing fast. What then is the
tendency of making out of the documents?

A: The reform of documents is taking place in the following
two aspects: First, simplifying documents. Traditionally, in each
transaction, dozens of documents are usually made out without even
mentioning copies of them. It is time-consuming and costly.
Besides, typing errors and faults are easy to occur in the
documentation. Nowadays, some international organizations are

studying on how to simplify the forms of documents; second, using



e-documents. Internet has brought the birth to EDI?.

Q: Well, what does EDI stand for?

A: EDI is short for Electronic Data Interchange, and it is
called “paper free trade”. It refers to the transfer of data between
different companies using network. EDI is a means for
communicating various business transactions that are currently
communicated via paper, fax and phone or person-to-person. As
more and more companies are getting connected to the Internet, a
substantial percentage of the transaction volume is transmitted via
EDI.

One of the benefits of EDI is to reduce the great volume of
business paperwork and many of the clerical tasks relating to
processing paper documents. Besides, EDI minimizes the chances of

making faults in processing documents.
Q: Yes, I see.

> AND PHRASES

1. business documents 7 % 4% (IE) (SR, B E R L BLIEME
B4 )

2. financial documents ¥4 ¥ 4E W% A

3. commercial documents 7\l 8 #E

@ EDI — Electronic Data Interchange (EDI) is a set of standards for structuring
information that is to be electronically exchanged between and within businesses,
organizations, government entities and other groups. The standards describe structures that
emulate documents, for example, purchase orders to automate purchasing. The term EDI is
also used to refer to the implementation and operation of systems and processes for creating,

transmitting, and receiving EDI documents.
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. CCPIT — China Council for Promotion of International Trade
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. shipping documents 172 ¥ 4% (RFzHHFXWAR, T B

BiERE Mz E s KOS R REREN SR E SR
%)

. weight memo EHH

packing list 2458

. commercial invoice &l &=

. insurance policy f£[K 8

. miscellaneous 2T

. draft (bill of exchange, bill) [ Z=
. check ¥ =

. promissory note 7Z<Z

. inspection certificate % iF

. certificate of origin J& = #iiF

. Customs invoice HXEKE

. consular invoice % K E

. beneficiary’s certificate 3% 35 A JFBf
. copy of cable HL#p

. Letter of Credit (L/C) {5 FIiF

. paying bank f}3fT

. collection FLUR

. remittance L {}

. CIF — Cost, Insurance and Freight A& {3 i %
. specification (7= &) #L&

. EDI — Electronic Data Interchange JC 4% %7 5 5% Hi F 5 35 ¥
. purchase price %3

. negotiable instrument W{} T H



USEFUL SENTENCES

1. China’s imports and exports of the year 2006 reached US
$ 1.1046 trillion for the first eight months, up 23.9 percent on last
year. Of the total, the exports surged 25.9 percent to US $ 599.63
billion while the imports amounted to US $ 504.98 billion, up 21.6
percent.

2006 P ES A A #E W OBIE R 1.1046 FILETT, b &
FHMKT 23.9%0 i, O¥H 25.9%, iK% 5996.3 {LXT,
HE A 5049.8 {2358, #K 21.6% . |

2. International trade is the exchange of goods and services
across international boundaries and markets. |

B 52 5 R 5 [ SR T 3 B R o R R 55 R B He

3. Under CFR terms, the exporter has to provide commercial
invoice and shipping documents.

# CFR R, O NARA R b & Rz A,

4. In a word, documents are the basic instrument of
international settlement of payment as well as important legal
documents.

MEZ, REREREENEATR WREEMEEIH.

5. In the case of payment by Letter of Credit (L/C), the
paying bank examines documents in compliance with the terms in
the L/C.

TG FUESI A T R AT BT 85 FRIER X F B4R

6. With the development of science and new technology in
communication and containerization in the shipping industry, the
traditional way of making out business documents is now facing a
great challenge.
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7. EDI is short for Electronic Data Interchange and called
“paper free trade”. It refers to the transfer of data between different
companies using network. EDI is a means for communicating
various business transactions that are currently communicated via
paper, fax and phone or person-to-person.

EDI &% X Electronic Data Interchange 485 , FR1E £ 4% R
5o ERAEA R 4 B (8] 9 45 AT HOR A . W TR S i
R— MR BT R 5 A B AR T Bk BT M AE T 4Rk e
H BERATLEGER,

EXERCISES

I . Discuss the following questions:
1. What is international trade? What is the difference between
domestic trade and international trade?
2. Why are correct documents so important?
3. How many kinds of business documents can be divided into?
What are they?
4. What is the current tendency of documents?
5. What is EDI? Describe the benefits of EDI.
I . Fill in the blanks with the appropriate prepositions given below
(some of which may be used more than once) :
in, on, with, by
1. Documents have to be made out exactly accordance
the stipulations the contract or in the Letter
of Credit. Any faults if found in the documents will lead to huge
economic losses the part of the seller. In the case of
payment Letter of Credit (L/C), the paying bank
. 11 .



