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LESSON ONE
TEXT

Documentary Letters of Credit

Definition:
A banker's documentary letter of credit is a credit instru-

ment or a letter issued by a bank (the issuing bank) at the

request and in accordance with the instructions of a customer
(the applicant for the credit) containing a written undertak-
ing on the part of the issuing bank to pay a certain amount
to a third party (the beneficiary) against the surrender of stip-
ulated documents complying with the terms and conditions of
the credit purporting to cover the shipment of goods con-
tracted for between the buyer and the seller.

Principal Kinds of Documentary Letters of Credit:

Credits may be either revocable dr irrevocable, unconfirm-
ed or confirmed. “‘Revocable’’ or “irrevocable” relates to the
liability of the issuing bank, whereas “unconfirmed’’ or *“con-
firmed” relates to the responsibility of the correspondent bank
or other bank.

A revocable credit is one which can be amended or can-
celled at any time, but,the issuing bank is bound to pay draw-
ings under the credit negotiated by the advising bank or the
transmitting bank prior to the receipt by it of the notice of
revocation or of amendment. An irrevocable credit, however,
carries the irrevocable undertaking of the issuing bank to pay
all drawings made in terms of the credit. Such a credit
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can only be amended or cancelled with the consent of all par-
ties to it, that is, the applicant, the issuing bank, the inter-
mediary bank, if any, and the beneficiary.

Where the confirmation of an intermediary bank is added
to an irrevocable letter of credit, the credit is a confirmed cre-
dit, or more exactly, a confirmed irrevocable credit, and such
a confirmation constitutes a definite undertaking of the confirm-
ing bank in addition to the undertaking of the issuing bank.
Essential Elements of Documentary Letters of Credit:

I, Time of opening of L/C — The export or import
contract usually stipulates expressly the date at which the letter
of credit has to be opéncd. In case the buyer fails to open
the letter of credit as stipulated in the contract, the seller is
entitled to cancel that contract and/or claim losses against the
buyer for breach of that stipulation.

2, Date evidencing shipment—-This date is extremely
important to the exporter for a safely and promptly collecting
back the foreign exchange from the importer. If the exporter
fails to make shipment within the prescribed time limit, the
shlppmg documents tendered may be rejected for not being in
compliance with the terms of the credit.

- 3, Expiry date of L/C — This date is usually half

a month or one month after the shipment date in order to al--

low enough time to the exporter to get the bill of lading
pmsepted to the negotiating bank.

4, Essential documents evidencing shipment — These

consist of documents such as the different kinds of invoices,
insurance policies, bills of lading, certificates of origin, pack-
ing lists and inspection certificates.

An illustration of Documentary Letters of Credit:

2.
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DDD BANK LTD., LONDON

Date; 17th February, 1980.
IRREVOCABLE DOCUMEN- Credit number of issuing bank

TARY CREDIT 23108
Advising bank: . Applicant:
ABC Bank, Beijing, China ’ CCC & Co, (Overseas) Ltd,,

through ABC Bank, london. London.

Beneficiary: - Amount: US$10,000.00 (Ten
QQQ Import & Export Corp., = Thousand U.S. Dollars Only).

Beijing, China. . Expiry Date; 15th June, 1980
L in Beijing for negotiation.

Dear Sirs,

We hereby issue in your favour this documentary credit
which is available by negotiation of your draft at sight drawn
on DDD Bank Ltd., London bearing the clause: “Drawn under
documentary credit No. 23108 of DDD Bank Ltd.”* accompanied
by the following documents:

a) Complete set of clean on board ocean bills of lading

~original visaed by a Chinese official institution plus five non-
negotiable copies made out to order and endorsed in blank
notifying consignee at Port of Spain, Trinidad.

b) Commercial invoice in septuplicate, all are to be
visaed by a Chinese official institution.

¢) Packing List and Weight Note in sextuplicate.

d) Certificate of Origin in tenfold issued by an ofjcial
organijzation.

¢) Insurance Policy or Certificate issued by the People's

o
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Insurance Company of China endorsed in blank covering marine
and war risks including sixty days in customs warehouse of’
Port of Spain, Trinidad for [10% invoice value.

Terms of Shipment; CIF-—-Port of Spain, Trinidad.

Shipment: from the People's Republic of China to Port of
Spain, Trinidad not later than 31st May, 1980.

Covering Goods Description: Dyed Poplin, as per Sales
Confirmation No. IS888 covered by CCC & Co. (Overseas)
Ltd., Confirmation Order No. 634 which must be shown on
all invoices,

Consignee and Order placed by; EEE Ltd., P.O. Box 457,
Port of Spain, Trinidad.

Country of Origin: the People's Republic of China.

Documents to be presented within 15 days of the date of
the bill of lading.

- Despatch/shipment; from the People's Republic of China
to Port of Spain, Trinidad.

Partial shipments may be made against pro rata drawings.

Transhipments permitted on through Bills of Lading.

Special Conditions;: Any bank charges which are for
opener's account must be claimed not later than the date of
bresentation of documents. Two Certified Invoices and one
negotiable Bill of Lading are to be sent by registered airmail
direct to the consignee by the negotiating bank who are to
confirm that they have done so.

We hereby engage with drawers and/or bona fide holders
that drafts drawn and negotiated in conformity with the terms
of this credit will be duly honoured on presentation and that
drafts accepted within the terms of this credit will be duly
honoured at maturity.

4
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The amount of each draft must be endorsed on the reverse

of this credit by the negotiating bank.

Yours faithfully,

DDD Bank Ltd., London

NEW WORDS AND PHRASES

definition /defi'nifon/ n.
£ X
instrument /'instrumont/ n.
L&
purport /pa:'pa:t/ v.
B, S8, &1
revocable /'revokobl/ a.
i
to be bound to -—jz L, Y
drawing(s) /'dro:ig/ n.

transmit /trenz'mit/ v,

prior (to) /'prais/ a,
ff"“"L}l—éfj
revocation / reva'keijon/ n.
AT B
intermediary /,inta'mi:djo-
ri/ a. 2 il g

n. RERET, BN
breach /bri:t{/ n.
ER, ABIT
tender /'tenda/ v.

ROt B G BT
reject/ ri'dzekt/ v. fE46, A
marine & war risks

NG A
customs /'kastamz/ n. X
warchouse /'weahaus/ n.

£ B
description /dis'kripfan/ a.
%
dye /dai/ v. i

poplin /'poplin/ n. i
consignee / konsai'ni:/ m.

KA

pro rata /prou 'ra:ts/
B
through B/L =through Bilr
of Lading BB g

opener /'aupna/ n. FF{FA
hereby /'hio'bai/ ad. F.od
bona fide /'bouns 'faidi/ a.
T XI#E&M
duly /'dju:li/ ad.
bR, S Yk
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NOTES TO THE TEXT

at the request and in accordance with the instructions of
a customer [ &S K R B H AR,

containing a written undertaking on the part of the issu-
ing bank &R uEfTR— T3 AR E

on the part of - - 73 o

against the surrender of stipulated documents complying
with the terms and conditions of the credit ERTFEIEH
ERFMT MR 218,

complying with... &4 stipulated documents,
“Revocable’” or ‘‘irrevocable’ relates to the 1liability of
the issuing bank-..

“TTICHS” KRR RTFE TR AR K

relate to ... %,

the issuing bank is bound to pay drawings under the
credit negotiated by the advising bank Fr k473 BRAT
B8 LS B (R T 10

XE bound BEFE, JFRHHAER, T QBEXSE
B, BAREW,

prior to the receipt by it of the notice of revocation or

of amendment 7EC MR B @ R BB BRI 2 B .

such a credit can only be amended or cancelled with the

consent of all parties to it IXFME R R A E A Y

BERREA BERRDUE,

with the consent of #3...... by

and such confirmation constitutes a definite undertaking of

" the confirming bank in addition to the undertaking of the

- issuing bank BRTIFRITHRAESS, X~ R R TR

T~ AT RIBRIE,
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in addition to BT -2 4h, ISk, B,

We have also received your letter in addition to your
cable confirmation.

BRT B R EARUEY 1 vh, TR AR KA

In case the buyer fails to open the fetter of credit as sti-
pulated in the contract, the seller is entitled to cancel

that contract...

B 557 R AR O ) B T o A L, SR AR IR ST

in case {ffE, Hin.

In case of non-payment, please cable us immediately.
RAEFF AL, g,

fail to gk, 4%, 4@,

As the ship failed 1o arrive at the loading port withir
the shipment daie, the beneficiary was unable to ship
the goods on or hefore that date.

N R AR TE S N Bk S 1, S A B St
RZH AT E T

We trust you will not fail to give us an early reply.
BRI R 29 AB RN,

If the exporter fails to make shipment within the pre-
scribed time limit, the shipping documents tendered may
be rejected for not being in compliance with the terms of"
the credit.

SR CRRAEG SE MM R RS, A RRM R
BEVRERSELN BRI AK RS,

to make shipment =to effect shipment.
such as the differert kinds of invoices

such as #fm, tbim, Eg----IPEN. Hm,

He checks the documents, such as invoices, packing lists,
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12,

13,

14,

15

16

17,

18,

8

bills of lading and insurance policies.

in your favour PI{RFAZ2/ A

be in someone's favour, 5 in favour of someone I3 A
HRBAR. M.

We thank you for your cheque, value £500, in favour of
ABC & Co.

draft at sight =sight draft HIA 28, HIQ BEMSHICE,
BT “time draft” GERILCE). |

the draft drawn on sb. LI§ AN AWITE, FH.

This credit is available by drafts drawn at sight on us.
Complete set of clean on board ocean bills of lading
made out to order and endorsed in blank notifying con-
signee T FERMERRY I EARE, HilA
REBEROBBE—BREFGULE) fER =A%, =
HEHBEBRBRREAN, BRI L, SAEBEEY S
AERBEBHEE, AEZtitn.)

endorsed in blank ZIEHH (XHF BHELRE LN,
notifying consignee @RI BT A,

duplicate — 3% ) septuplicate — 3%, 45}
triplicate — 3t ==/} octuplicate — =X )\ 4}
quadruplicate —3% g {53 ninefold —z, jif;
quintuplicate —3%{ F 7} tenfold —3X, 5

sextuplicate —z{ 7))

Documents to be presented within 15 days of the date of
the bill of lading. |
RREMBEREAR 15 RNBR,

Partial chipments may be made against pro rata drawings.
BB T B

through Bill of Lading B8,

%iﬁﬁ%%#’éiﬁ%&f&ﬁiﬁ‘?ﬁ%@%%ﬂﬁﬁi, ERTFR



REBiZ, BEMEE, BRKE, XHRAGHPEE-RZH
WA ARHR, REFZBERNMRARTE-BHAN
fraAw, BRBRADTERAEENRAE ZBEEMAN
A2 R R,

GRAMMAR
MA@ may, might

—, WB&5iA may FEAKA, MEN may ftEr might,
BRI EE R E may not (mayn't), might not (mightn't) i
A[f] to be allowed, to be permitted ‘% HyHHN R ARER; 8
to be allowed, to be permitted HBRFRBELER“ET” 19 may,
M omay {EHMRRERN, WOFREALX MR, may BT X
ARERESN, BT RRARNE,
-1, may F1 might fH %,
(=) may FIR “HLL7,“W )7, ZEE may not, might
BER T, XBFETLLRE may MidEl, BERER
WEN, BESRER, fnm
May we negotiate the documents? —Yes, you may.
-—No, you may not.
They asked whether they mignt negotiate the docu-
ments.
Might I come in? (BAEEHOE)
You may pay this cheque, but you may not pay that
cheque,
@ (1) ERtgdy may, 05T can,
(2) may not f “X F[” f@#, £ E, must not
fE“G1 0”&, H2E1E#RE R, shall not RES,
TABBAE T R, HERRRE,
(=) may fF “UiF” @, FRAHER, D2 may not,
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