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Part One

1. Letter of Credit

A letter of credit 1s a written undertaking to pay money.
Under the letter of credit payment is generally conditioned upon
presentation of a draft or other written demand for payment, to-
gether with other specified documents, If a letter of credit re-
quires certain documents in addition to a draft or demand for pay-
ment, it is commonly referred to as a documentary letter of cred-
it. If the additional documents relate to a sale of goods, the letter
of credit is also referred to as a commercial documentary letter of
credit. If the letter of credit only requires presentation of a draft
or demand for payment, and no other documents, it is referred to
as a clean letter of credit.

In modern practice,the letter of credit transaction generaily
involves the following parties:

(1) The applicant. This is usually the buyer under the con-
teact of sale. The Uniform Customs and Practice for Documen-
tary Credit (" UCP”) refers to the buyer as the customer, but
more often refers to him as the applicant for the credit. In the U-
nited States, the applicant is also called the account party. The

applicant is generally requested to fill up the application form
1




which gives the issuing bank a charge aver the goods and their
documents of title, and assume obligation to reimburse the issuing
bank i the payment is correctly made.

(2) The issuing bank. When a bank issues a letter of credi
at request of the applicant for the credit, such a bank is referred
16 as the issuing bank. or called the opening bank in the United
States. The issuing bank gives an undertaking, as principal. to
pay against correct documents in accordance with the instruction
ol the buyer.

(3) The beneficiary. This is the selter under the contract of
sale. Providing that the beneficiary presents correct documents to
the bank. he will be entitled to receive payment, irrespective of
whether any dispute has arisen on the contract of sale.

(4} The advising bank. The issuing bank usually has a cor-
respondent bank advise . or notify, the beneficiary of the letter of
credit. Such a bank is referred to as the advising bank ; it is also
occasionally referred 1o as the notifying bank. The obligation of
the advising bank is limited to the accurate transmission of the
terms and conditions of the letter of credit; it assumes no other li-
ability 10 the beneficiary.

(5) The confirming bank. For various reasons, it is often
desirable to have another bank undertake the same obligations as-
sumed by the issuing bank. When this other bank holds itsell out
1o the beneficiary as responsible for performance under the terms
of the letter of credit, it is called the confirming bank.

(6) The paying (or accepting ) bank. The issuing bank may
designate another bank (which could also be the advising bank).

1o effect either the payment or the acceptance under the letter of

2
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vredit. Such a party is reflerred 1o ss the paying bank or the ac-
cepting bank, as the case may be. Upon payment by the paying
or accepting bank, the bank is entitled to reimbursement from the
issuing bank. Neither the paying bank nor the aceepting bank is
obligated to pay or accept under the credit.

(7) The negotiating bank. If the letter of credit is a negotia-
tion credit, the bank that purchases drafts thereunder is referred
to as the negotiating bank. The negotiating bank is not obligated
16 purchase drafts under the credit.

(8) The claiming bank. When a bank completes the pay-
ment, acceptance, or negotiation in accordance to the instruction
of the issuing bank, it is entitled to request the issuing bank or
the bank nominated by the issuing bank to cover the equivalent of
the payment made. Such a bank is referred to as the claiming
bank.

(9) The reimbursing bank. When the claiming bank claims
reimbursement , the issuing bank may nominate a bank to make
reimbursement on behalf of itself. The nominated bank is re-
ferred to as the reimbursing bank.

The procedure of documentary credit operation may be sum-
marized as follows:

(1) Buyer and seller enter into a contract of sale calling for
settlement by documentary credit.

@) The buyer (the applicanf) requests his bank (the issuing
bank ) to issue a documentary credit in favour of the seller (the
beneficiary ).

() The letter of credit is transmitted by airmail , or by telex/

cable. 10 a bank in the beneficiary’s country (the advising bank )
3
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@ The advising bank notifies the seller (the beneficiary) of
the terms and conditions against which payment or negotiation or
acceptance may be made. The seller should check the letter of
credit against the contract of sale to ensure he can comply with
the credit requirements,

& The seller ships the goods and presents his documents to
the advising bank for settlement.

® The advising bank examines the documents against the
credit and, if in order, settles with the seller.

& The advising bank forwards documents to the issuing
bank claiming reimbursement as agreed between the two banks.

The issuing bank examines the documents and forwards
them to its customer , the buyer, who pays for them in due course

and takes delivery of goods.
" The above-said procedure is illustrated as follows:
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The Form of Irrevocable Documentary Letter of Credit

Advice for the Advising Bank

NAME OF ISSUING BANK

Plage and daie of issua

Irrevocable Documentary Credit

Apphcent

Expiry Date and Flece for Presentabon of Docurments

Expiry Date
Flace for Presentation

Advising Bank

Bengficiary

Amount

Partial shipment Transhipment

D allowed D allowed
D not allowad D not allowed

] tnewsnce coverad by buyers

Shipmoent as defined i UCP S00 Articls 46
From:

Credit avatlable with Nominated Bank:
D by payment at sight

D by deferred payment at:

D by acceptance of drafts at:

D by negotiation
against the docurmants detailed herain

For transportation to: D and Beneficiary's draft{s} d-awn on:

ot later than:

Docurments to be presented within B days after the date of shipment but within
the validity of tha Credit.
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withaut adddi our adding your adding your confienation, if
canfirrmtionng Y confirmaticn D requestad by the Baneficary

Bank-to-Bank Instructions:
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2. ‘Revodable Credit and

Irrevocable Credit

A revocable credit. ns the term implies, refers 10 a letter of
credit which is subject to revocation by the issuer cven after the
beneficiary has been advised of its issnance. Under the provisions
of the Uniform Customs and Practice for Documentary Credit
{the Uniform Customs), a revocable credit may be amended or
cancelled at any time without prior notice to the beneficiary; the
issuing bank. however, is bound to reimburse another bank to
which such a credit has been transmitted and made available for
payment, acceptance or negotiation , for any payment.acceptance
or negotiation made by the other bank prior 1o receipt by it of no-
tice of amendment or cancellation, against documents which ap-
pear on their face to be in accordance with the terms and condi-
tions of the credit.

It has been said that revocable credits have no commercial u-
tility in import-export trade, especially in those jurisdictions
where government import regulations require a receipt of cash or
irrevocable credits as a precondition to maintaining export li-
cences. Therefore, this unsupported undertaking is not usually
acceptable to the seller of the goods, unless there is considerable

trust hetween himself and the importer. But {from the applicant’s
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