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Abstract 
This thesis deals with export payment. Different payment methods that can be used 
in order to receive and secure payment when conducting international trade are ana-
lysed, and relevant risks and problems are examined. Particular focus is given to ex-
port trade with China. 

International trade offers great possibilities for companies, but also risks. There are 
several risks that should be taken into consideration, for instance the political risk, 
the exchange risk and the commercial risk. The commercial risk is the seller’s risk of 
non-payment or late payment and the buyer’s risk of non-delivery or faulty delivery 

Over the last decades the Chinese market has gone through considerable changes and 
today it is one of the world’s most important markets. The commercial risk is some-
times feared when doing business in China. This is because statements have been 
made claiming that Chinese buyers are somewhat untrustworthy payers.  

Payment is an essential part of all trade transactions. There are a number of payment 
methods that can be used in order to receive and secure international payment. 
Which payment method that should be used depends on the circumstances of the 
transaction. The documentary credit is a frequently used payment method in interna-
tional trade. It offers the exporter security of payment because at least one bank adds 
its promises to pay.  
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Sammanfattning 
Denna uppsats behandlar betalning vid export. Olika betalningsmetoder som kan an-
vändas för att erhålla och säkerställa betalning analyseras, och relevanta risker och 
problem studeras. Uppsatsen är särskilt inriktad på Kina. 

Internationell handel medför många möjligheter för företag, men också en ökad risk. 
Hänsyn måste tas till bland annat den politiska risken, valutarisken och den kommer-
siella risken. Den kommersiella risken är risken att betalning eller leverans inte sker i 
enlighet med vad som har avtalats. 

Den kinesiska marknaden har under de senaste årtiondena genomgått en omfattande 
förändring, och idag är den en av världens viktigaste marknader. Den kommersiella 
risken är ibland befarad vid kinesisk handel. Detta beror på att det finns en uppfatt-
ning att kinesiska köpare ibland kan vara osäkra betalare.  

Betalning är en viktig del av alla handelstransaktioner. Det finns ett antal betalnings-
metoder som kan användas för att erhålla och säkerställa internationell betalning. 
Vilken metod som bör användas beror på omständigheterna vid handelstransaktio-
nen. Remburs är en betalningsmetod som är vanligt förekommande vid internationell 
handel. Metoden ger exportören betalningssäkerhet eftersom minst en bank garante-
rar betalningen.  
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1 Introduction 

1.1 Topic 
International trade has been a reality for centuries,1 and as a result of globalisation of the 
world in our days it is increasing. The markets where companies are able to do business to-
day are never-ending, and conducting trade in foreign markets is no longer solely for mul-
tinational companies, but also for small and medium sized companies. In fact, finding new 
markets and utilizing transnational trade has for many companies become a must in order 
to survive the competitiveness of the new world market. Cross-border trade can be carried 
out in many different ways and forms. A company can choose to trade by direct export or 
export through an agent, but a company can also establish itself on the new market in the 
form of a branch or subsidiary.  

China is one of the world’s fastest-growing economies and the Chinese market plays a big 
role in the world market.2 This is the outcome of the fact that the Chinese government 
over the last decades has moved away from a planned economy towards a socialist market 
economy and consequently started to open the Chinese market to foreign traders. Many 
companies saw and still see the Chinese market, with over a billion citizens,3 as an attrac-
tive new market with big potential. However, there are still substantial risks connected to 
doing business in China.  

The risks generally involved in doing business increases when trade is conducted outside 
the domestic market. There are different types of risks relevant in connection to interna-
tional trade.4 One of them is the political risk, which usually is the danger of trade barriers 
being introduced by the foreign country’s government, such as embargos or prevention of 
release of foreign exchange. There is also an exchange risk to consider. This is due to the 
fluctuation of the currency and exchange rates, and the fact that the payment usually is in a 
foreign currency either to the seller or the buyer. The risk that typically receives the most 
consideration by traders is the commercial risk. It is the risk that the other party does not 
fulfil its obligations under the contract, namely the risk of non-payment or late payment 
and non-delivery or faulty delivery. All the different types of international trade risks are 
closely linked and often interact with each other.   

Payment is an essential part of an international trade transaction and in recent years, as 
cash management has become increasingly important, the harmful affect of non-payment 

                                                
1 See Gorton, Rembursrätt, pp. 26–30 for the history of international trade and especially documentary cred-

its. 

2 See International Trade Statistics 2004, http://www.wto.org/english/res_e/statis_e/its04_overview_e.htm, 
available 23 April 2005. See also http://www.swedenabroud.se/pages/general____20793.asp for China trade 
numbers in relations to the Swedish market, available 23 April 2005. 

3 China’s population of over 1.2 billion represents about 20 per cent of the world’s total population. See 
Krott & Williamsson, p. 89. 

4 See Grath, pp. 13–29 and Jiménez, p. 13. 
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and late payment to a company’s cash flow and liquidity has been highlighted.5 Even 
though receiving payment is just as important when trading domestically the methods for 
securing payment are often more complex when it comes to international trade. This is 
undoubtedly because of the increased risks and problems involved with conducting inter-
national trade, for example it can be hard to verify the creditworthiness of a foreign buyer.6 
Another reason is that the deals often have high-value orders. There are a number of ways 
and techniques available to protect a company against non-payment or late payment. The 
most renowned method is the documentary credit, which offers both parties security 
against the commercial risk. It actually performs as a form of conditional guarantee.7 The 
documentary credit, as other payment methods available, can be of different types and con-
sequently adjusted to suit a specific international trade situation. Payment in advanced and 
payment over open account are ways of receiving payment that are less specific for interna-
tional trade but still possible alternatives in cross-border trade.  

The commercial risk of non-payment or late payment is often feared when doing business 
with China. This is because there is a regularly expressed opinion that Chinese buyers are 
somewhat unreliable payers who try to string out payment or not pay at all. As a result it 
is especially important to be conscious of what method of payment to use in order to pre-
vent this risk. In approximately half of all export transactions with China the documentary 
credit is used as method of payment.8 The documentary credit procedure and other pay-
ment method procedures used in connection with China are not problem free. It is essen-
tial to be aware of the different problems and risks, as well as how they can be circum-
vented. 

1.2 Purpose and Delimitations 
This thesis analyses different methods of receiving and securing payment when conducting 
international trade. More specific attention is given to export trade with China. The thesis 
centres around the documentary credit, since it is the most common payment mode for 
exports to China.9 The purpose of the thesis is to clarify where the potential problems and 
risks lie in regards to the different methods, and what can be done to counteract them.  

The thesis is directed at exporters who are trading or are thinking of starting to trade with 
Chinese customers. It is therefore the risks and problems relevant for exporters which are 
discussed. Risks relevant for other parties, like the importer and the banks, are only casu-
ally mentioned. The topic of the thesis is of international nature and the rules governing 
export payment are both derived from the applicable national legislation and international 
                                                
5 See Edling, pp. 44–46. 

6 In China verifying a company’s creditworthiness can be difficult. There are not general rating systems and 
annual accounts are seldom available. Moreover, the credit information given by banks cannot always be re-
lied upon.  

7 Bishop, p. 33. 

8 Information received from Juliette Lascoux, SEB AB, 12 April 2005. See also n. 9. 

9 Krott & Williamsson, p. 81.  
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universal model codes. The focus is on the universal rules, accounts for national regulations 
and principles are thus not exhaustive and the thesis does not in an absolute way discuss 
any specific jurisdiction. This is because of the fact that the universal model code consists 
of rules specific for payment methods while national provisions governing the area is usu-
ally of a more general character. In certain areas of law which are linked to payment meth-
ods there is however specific national provisions. Relevant are rules regulating bills of ex-
change and bills of lading and also transfer of title. These are only mentioned briefly in or-
der to limit the thesis. 

The focus of the thesis is on securing payment in relevance to the commercial risk. The ex-
change risk is therefore not discussed further. This is not because the exchange risk is of 
less relevance, but simply a way of focusing the topic of the thesis.10 Because of the same 
reason only export is dealt with, not trade through foreign establishment. This is also be-
cause of the fact that when it comes to establishment the international payment procedure 
is different and not as uncertain, the risk rather lies in the domestic payment procedure.11 
Not all types of exports are discussed. The problems and risks are different depending on 
the type of trade, and since the thesis would be in danger of being unclear, only the export 
sale of goods is considered.  

The guarantee, which is a well established way of securing fulfilment of contract obliga-
tions, such as payment, is only mentioned in passing and this is due to the fact that guaran-
tees are predominantly a security and not a payment method.12 Also factoring and forfait-
ing is only discussed briefly as it is mainly a financing method. Export insurance is another 
alternative present for exporters, but this falls beyond the scope of this thesis.  

1.3 Method and Materials 
A problem orientated method is used in this thesis, i.e. the relevant problems and risks of 
receiving and securing payment in relation to different payment methods are analyzed. 
Particularly receiving and securing payment from Chinese counterparties are discussed. 
The rules and practice of export payment are due to the extensive recognition of relevant 
model codes more or less universal, yet there are some national differences. The thesis ac-
knowledges risks which are general for all jurisdictions. But it also discusses risks and prob-
lems which appear in China due to Chinese particularities in the practise of export pay-
ment. The Chinese element is consequently only considered in relation to issues when the 
national Chinese practice differs from the international practice and therefore led to spe-
cific problems and risks. Due to the universal nature of both the rules governing the area 
and the relevant risks and problems a comparative method is not suitable. However, under-
lying comparisons are made between the situation in China and the overall international 
situation.  

                                                
10 See Bishop, pp. 107–112 and Grath, pp. 87–100 for methods of dealing with the exchange risk.  

11 The payment procedure is not per se of an international character. Payment is made to the establishment in 
the foreign market and consequently it is a domestic trade procedure with the same risk as national trade. 

12 Gorton, Rembursrätt, p. 117. 
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Export payment methods are in most jurisdictions not regulated through specific provi-
sions, instead internationally acknowledged model codes, such as the Uniform Customs 
and Practice for Documentary Credits (UCP)13 and the Uniform Rules for Collections 
(URC), play an important role. Consequently, the thesis mainly uses the international 
standard rules and practices. Where national statues are relevant CISG provisions are stated 
as a way of exemplifying possible national rules from the country of an exporter in com-
parison to the Chinese provisions.14 The CISG is used since it is a well established body of 
rules which has been influential on the relevant area of law. Case law from a handful of le-
gal systems15 is used to illustrate the practice of export payment as well as problems which 
can occur. The use of case law from several jurisdictions is primarily because of the interna-
tional character of the topic, but also because of the fact that it is likely that courts them-
selves would take consideration to case law from other countries.16  

Literature covering export payment in detail as well as literature on international trade in 
general is used in the thesis. The thesis mainly uses international literature due to the fact 
that many problems and risks related to payment in international trade are not limited to 
specific jurisdictions. The literature used is primarily written in English, with some excep-
tions. Articles from legal, business and international finance journals are also used.17 

The Chinese material used is partly literature which covers business law in China and the 
connecting legislations. But since the subject of the thesis is mainly not regulated in specific 
national provisions in China, literature usually does not cover the subject. Hence, the main 
focus is on statements made in other forms of doctrine. These are primarily articles which 
in particular deal with export payment in connection to China. In general Chinese materi-
als are somewhat hard to come by and also limited by language barriers. In particular case 
law is difficult to find. Therefore, secondary sources are used when the primary source is 
unattainable. Another matter is that some of the articles are anonymous, however they are 
still given value as they have been published in a renowned journal.18 In certain situations 
material is impossible to acquire as a result of it not being public information in China or 
in any case not meant to be distributed internationally. In order to get additional Chinese 
materials, interviews have been carried out with people that have expert knowledge and 
practical experiences on problems connected to receiving and securing payment when ex-
porting to China.  

                                                
13 See appendix 1. 

14 See for example sec. 3.1. 

15 The legal systems used are England, USA, Sweden, Hong Kong and the PRC. 

16 Gorton, Rembursrätt, p. 40. Especially the English legal system seems to be influential on the area. 

17 Some examples are the Journal of Business Law, the International Financial Law Review, the China Busi-
ness Review and the International Trade Finance. 

18 The International Trade Finance uses this publication method. 
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1.4 Outline 
In this first chapter an introduction to the thesis has been given. It is achieved by initially 
placing the topic of the thesis in a broader context and then explaining the specific purpose 
and delimitations. The materials used are also commented, and in this part the outline over 
the thesis is set. The payment concept in general and the terms of payment clause specifi-
cally are discussed in Chapter 2. An account of what a payment term should contain in or-
der to minimise problems is given. This chapter also deal with collection of payment, 
which is what should be strived to evade by using a suitable payment clause. The second 
chapter provides a background to the subsequent chapters of the thesis. 

The main part of the thesis consists of Chapters 3 and 4, which covers different forms of 
payment methods. The focus is on the documentary credits and this payment method is 
discussed in detail in Chapter 3. This chapter accounts for the different rules which govern 
documentary credit transactions, both national and international systems are dealt with. 
The different types of documentary credits as well as the parties involved and the proce-
dure of a documentary credit is also analyzed in the third chapter. Finally Chapter 3 con-
siders the two doctrines of documentary credit, the doctrine of strict compliance and the 
doctrine of autonomy. 

In Chapter 4 alternative payment methods to the documentary credit is presented. The 
methods presented are the collection arrangement as well as payment in advanced and over 
open account. These methods are in nature more basic than the documentary credit, and 
therefore relatively short accounts are given to the procedure and the parties. The discus-
sion is instead focused on the differences present in connection to the documentary credit. 
In Chapter 5 a conclusion to the thesis is given. Finally the thesis includes a list of the ref-
erences used and an appendix over applicable documentary credit rules. 

1.5 Terminology 
A documentary credit is “an irrevocable promise to pay money to the seller in return for 
the shipping documents.”19 The credit is issued by a bank to the exporter on the instruc-
tions of the importer. By issuing the documentary credit the bank undertakes to pay the 
exporter provided that the exporter tenders the required documents and that they are 
compliant to the terms and conditions of the credit. The documentary credit is a payment 
method which offers a conditional guarantee of payment and therefore secures the exporter 
from the risk that the importer will not make payment. The documentary credit is syn-
onymous to the letter of credit and the commercial letter of credit. In the content of the 
thesis the expression documentary credit is used. 

A collection arrangement is a payment method under which documents are released to the 
importer after payment is made (documents against payment) or after a draft is accepted 
(documents against acceptance). The collection arrangement is opened by a bank on the in-
structions of the exporter. The bank is trusted to forward the documents and through an-
other bank collect payment or acceptance from the importer and thereafter release the 

                                                
19 Description made by Lord Denning in Trans Trust SPRL v. Danubian Trading Co Ltd [1952] 2 QB 297. 
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documents. Collection arrangement is not to be confused with the collection procedure. 
This involves the collection of debts and is not a payment method.20 

A bill of exchange is an unconditional order in writing signed and addressed by one person, 
the drawer, to another, the drawee, requiring the person to whom it is addressed to pay on 
demand or at a fixed or determined future time a sum of money. A bill of exchange is also 
known as a draft. If the bill of exchange is payable on demand the draft is called a sight 
draft while a time, usance or term draft is payable at a future time. A bill of exchange is a 
negotiable instrument. 

A bill of lading is a receipt by the carrier acknowledging that the goods have been delivered 
to him for purpose of carriage. It also reiterates the terms and provides evidence of the con-
tract of carriage. A bill of lading can be a document of title and a negotiable instrument. In 
relation to payment methods these forms of bills of lading is preferable since it offers con-
trol over the shipped goods. 

A document of title is a document which is treated as evidence that the holder is entitled to 
receive and hold the goods that the document covers. The holder is also entitled to dispose 
of the goods. 

                                                
20 The concept of collection of debt is only discussed in sec. 2.3 while collection as a payment method is dis-

cussed primarily in sec. 4.1. 
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2 Payment 

2.1 Payment Obligation 
The main obligations under a contract of sales are the seller’s duty to deliver the goods and 
the buyer’s duty to pay for the goods. In a basic contract these performances are, according 
to the Zug-um-Zug-principle, exchanged simultaneously.21 In international trade it is often 
not possible for the seller to hand over the goods in direct exchange with receiving pay-
ment. This is predominately due to the transportation issue linked to cross-border trade.22 
The seller’s and buyer’s contract obligations are regulated according to the applicable law, 
however the national laws regulating commercial sales and consequently the seller’s and the 
buyer’s contract obligations are usually non-mandatory. This means that the parties in the 
contract are free to stipulate how and where the contract obligations should be performed 
regardless of what the applicable law states.23  

If the contract of sales does not regulate how the payment obligation is to be fulfilled, i.e. if 
the parties have not used their freedom to contract, the applicable national provisions gov-
ern the issue. These national provisions can for instance state that the buyer should make 
payment at the seller’s place of business or, when the payment is connected to delivery of 
goods or documents representing goods, at the place of delivery.24 The buyer should make 
this payment at the same time as the goods or the documents are received.25 It is apparent 
that the payment obligation is closely connected to the obligation to deliver. In cross-
border situations where goods are transported the documents representing the goods are 
therefore used as a substitute and in that way the principle of simultaneous exchange is 
somewhat retained.26 The provisions in the applicable law which regulate payment obliga-
tions do usually not cover the method to be used when fulfilling the payment obligation. 
Simply the time and place of payment is dealt with. It is important to draft clauses in the 
contract of sales which fully regulates both delivery and payment, this will minimize mis-
understandings between the parties and it will also make clear how each obligation is to be 
fulfilled and consequently the cost and risks can be dealt with.  

2.2 Payment Terms 
The terms of payment clause are a vital part of the contract of sales, as it regulates the 
buyer’s main obligation. An international contract of sales is a complex instrument and it 

                                                
21 Gorton, Internationella affärer, p. 177. See also Contract Law of the PRC Art. 66 on simultaneous per-

formance. 

22 Gorton, Internationella affärer, p. 177.  

23 In contrast mandatory rules are rules which cannot be opted out by the parties through the contract. 

24 Contract Law of the PRC Art. 160 and CISG Art. 57. 

25 Contract Law of the PRC Art. 161 and CISG Art. 58 1). 

26 See Gorton, Internationella affärer, p. 178 and Ramberg, p. 42. 
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is important to understand that all clauses in fact have to be well thought-out and compati-
ble.27 The terms of payment are, like the overall contract of sales, subject to negotiations 
between the parties. The exporter and the importer have different agendas both wanting to 
minimise risks and costs in connection to the international transaction. When negotiating 
the payment terms it is necessary to remember that it is not a question of all or nothing 
and most likely the terms of payment are better if they are well balanced. 

Payment terms should regulate the time, place and mode of payment.28 When drafting the 
terms of payment the parties have to make business decisions concerning the risks they are 
willing to take and the risks they cannot afford to bear. When doing so the competitive 
market has to be considered, it is not just the goods and the price that are important, for 
example a certain buyer may not have the option to buy unless a credit is given.29 The time 
of payment can therefore be of great relevance. Another element of the payment clause is 
the place of payment, it regulates where the buyer’s payment obligation is to be fulfilled. 
For instance, whether payment is considered made when the buyer pays or when the seller 
receives the money.30 The place of payment should be carefully considered when dealing 
with countries that have foreign exchange restrictions. This is because the payment be-
comes dependant on various rules and consequently presentation of different documents is 
often mandatory. This can be difficult if the party is not familiar with the procedure. For 
example the Chinese currency, Renminbi, is not freely convertible. It is however converti-
ble in connection to trade transactions.31  

The mode of payment is not to be confused with the terms of payment as a whole, instead 
it is just the technique used to make and receive payment. Payment modes can be divided 
into modes with and without direct bank involvement. Payment on open account is a 
mode without direct bank involvement, while collection arrangements and documentary 
credits are modes where bank involvement is necessary. These modes are also called docu-
ment payments.32 The different elements of a payment clause are closely linked. Both the 
time and certainly the place of payment are affected by the payment mode. A payment 
clause can also be a combination of different modes, places and times, for example a part of 
the contract value can be payment in advance by bank remittance to the exporter’s bank 
while the rest is delivered by a deferred documentary credit payable at the issuing bank.33 
In general the most essential thing to consider when drafting payment clauses is to keep 
them clear and precise in order to avoid confusion.  

                                                
27 See Grath, p. 17 for example on problems when terms of payment and terms of delivery are incompatible. 

28 Grath, p. 178. 

29 See Grath, p. 179. 

30 Grath, p. 181. 

31 See Yu & Gu, pp. 299–325 for Chinese regulations of foreign exchange. 

32 See Grath, p. 183. 

33 See Grath, pp. 190–193 for examples of drafted combined terms of payment in both Swedish and English. 
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2.3 Collection 
Collection is the procedure of obtaining payment on bad debts. This becomes necessary if 
the buyer fails to fulfil the contract obligations and consequently defaults on payment. 
This can be a result of the buyer’s insolvency, bankruptcy or simple non-compliance. The 
collection of bad debt is an unwanted situation that can occur in both domestic and inter-
national trade. However, the collection procedure involves more difficulties and expenses if 
having to be carried out in a foreign market.34 This can be due to a variety of reasons. Un-
familiar procedures, language problems and time differences are some problems that have 
to be overcome. The collection procedure is subsequently something that exporters should 
try to avoid by using payment modes that offers security against the commercial risk.  

When collecting bad debts in a foreign market it is important to be aware of local prac-
tice.35 In general the best way to begin a collection procedure is by informal means, such as 
sending letters and making telephone calls.36 It is possible that the default on payment is 
just a simple misunderstanding and even if this is not the case it is often better to negotiate 
with the buyer. Negotiating is, even if price reduction is necessary, often better for the 
seller than having to bear the costs of collecting. Another benefit of negotiating is that it 
can help salvage the relationship with the customer. If measures to collect payment fail le-
gal action or arbitration can sometimes be the last alternative. This is usually a time-
consuming and costly process and even if a favourable judgement or award that forces the 
buyer to pay the contract value is won this does not necessarily mean that payment will be 
received. The issue of enforcing the court judgements and arbitration awards is still to be 
dealt with.37  

Export factoring is an alternative available for sellers wanting to avoid the difficulties in-
volved with a collection procedure. The exporter assigns claims to a factor against payment 
of the contract value less a factoring fee.38 The factor consequently relieves the exporter of 
the financial burden of the transaction and the troubles of collecting payment, a division of 
labour is established.39 Factoring is fundamentally a financing method which eases the ex-
port company’s cash flow, but it is also a way of securing payment or rather a protection 
against bad debts.40 This is only true if it is factoring on a non-recourse basis. Since if the 
factor has recourse and he is unsuccessful in receiving the payment he can claim the ex-
porter. Forfaiting is another financing method, it is similar to export factoring but it in-
volves the purchase of a debt expressed in a negotiable instrument on a non-recourse ba-

                                                
34 Jiménez, p. 115. 

35 See http://www.betalningsguide.swedishtrade.se/prenumer/default.asp?id=3&sid=301, available 23 April, 
2005. 

36 Jiménez, p. 117. 

37 See Jiménez, pp. 52–53 for enforcement of judgements and p. 54 for enforcement of arbitral awards.  

38 Wiegley & Levitin, p. 47. 

39 D’Arcy, Murray & Cleave, p. 226. 

40 D’Arcy, Murray & Cleave, pp. 226–227. 
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sis.41 Factoring is a broader concept than forfaiting and forfaiting primarily involves high-
value contracts.42 

In China traditional collection through collecting agencies is illegal. No person, organiza-
tion or entity can legally collect debts according to Chinese regulations, only Chinese law 
firms may legally engage in debt collection.43 Despite the regulations there are professional 
debt collectors in China. However, due to the collection regulations a contract with such a 
collector would be void and consequently not ensure fulfilment. Another issue is that the 
limitation period in China on debt collection is usually two years44 and as a result the col-
lection procedure has to be carried out expediently.45  

A preferable alternative in China is informal collection by means of letters, telephone calls 
or visits. These ways of handling collection are especially successful since the fear of losing 
face is so vast in China.46 A person simply sitting outside the buyer’s office or home during 
a period of days can for example be a successful way of informal collection.47 Nevertheless, 
the difficulties that can be linked to the Chinese judicial system and the somewhat under-
developed collection procedure in China can be used by buyers wanting to string out pay-
ment. Therefore problems involving bad debts in China are more easily avoided than recti-
fied, and consequently prevention is the best solution.48  

                                                
41 Wiegley & Levitin, p. 43. 

42 Jiménez, p. 151. See D’Arcy, Murray & Cleave, pp. 226–236 and Jiménez, pp. 151–153 for further informa-
tion on factoring and forfeiting. 

43 See Regulation Concerning Establishing Debt Collection Companies. See also Lehman & Scott, pp. 46–48.  

44 The time limit for disputes pursuant on contracts for international sales is however four years, Contract 
Law of the PRC Art. 129. 

45 Lehman & Scott, pp. 46–48.  

46 See Krott & Williamsson, pp. 50–51 for information of the concept of losing face in China. 

47 Information received from Bo Ekander, Mandarin Star AEC Ltd, 13 April 2005.  

48 See Ch. 3 and 4 for methods that can be used to prevent bad debts. 
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3 Documentary Credits 
A documentary credit is an arrangement whereby a bank at the request and on the instruc-
tions of the applicant, against stipulated documents and provided that the terms and condi-
tions of the documentary credit are complied with, 

• pays the beneficiary or accepts and pays the draft drawn by the beneficiary, or 

• authorizes another bank to pay the beneficiary or accept and pay the draft drawn 
by the beneficiary, or 

• authorizes another bank to negotiate.49 

3.1 The Law of Documentary Credits 

3.1.1 National Laws and Regulations 
Documentary credits are in many jurisdictions not subject of specific legislation, instead 
general civil and commercial laws govern the issue.50 As a result of the documentary 
credit’s nature it can be seen as a form of commission and consequently laws governing dif-
ferent forms of agents can be of relevance.51 The laws regulating contracts and sales in gen-
eral can of course also be applicable. These kinds of laws are nevertheless often non-
mandatory and therefore give way to contract agreements and trade customs.52  

There are a number of countries that have specific legislation governing the documentary 
credit instrument.53 Yet these countries are in a minority and the quality of the statues var-
ies.54 In the United States, Article 5 of the Uniform Commercial Code (UCC) regulates 
documentary credits.55 This is the most comprehensive statutory coverage of documentary 
credits.56 In the Europe Union the only country that has statutory provisions on documen-
tary credits is Greece. However, Slovakia and Czech Republic have specific provisions in 
their commercial codes.57 In Germany and Sweden there are no specific statutory provi-
sions dealing with documentary credits, while the United Kingdom has extensive case law 

                                                
49 UCP Art. 2. 

50 Schütze & Fontane, p. 9. 

51 See Gorton, Rembursrätt, p. 65. 

52 See Gorton, Rembursrätt, p. 65. 

53 See Schütze & Fontane, pp. 45–138 for a short summary of the laws and regulations of these countries. 

54 Schütze & Fontane, p. 10. 

55 In 1995 a revision of the UCC Art. 5 was adopted and therefore some use the expression Revised UCC Art. 
5.  

56 Schütze & Fontane, p. 120. 

57 See Schütze & Fontane, pp. 58–60, 68–70 and 105–107. 
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on the topic.58 China does not have specific legislation which governs documentary cred-
its.59 

3.1.2 Uniform Customs and Practice 
There are international model codes which regulates documentary credits and other similar 
instruments. These are issued by the International Chamber of Commerce (ICC), which is 
a non-governmental, world business organisation.60 The body of rules which governs 
documentary credits is called the Uniform Customs and Practice for Documentary Credits 
and is normally referred to as the UCP.61 The rules do not have the force of law and the 
ICC is not a legislative body. Instead it is the international documentary credit practice 
that has been standardised in the ICC rules.62 “The UCP is sometimes cited as the foremost 
example of how international business self-regulation can be more efficient than treaties, 
government regulations or case law. Indeed, legal commentators have called the UCP the 
most successful act of commercial harmonisation in the history of world trade.”63 The suc-
cess of the UCP can be considered to be the reason for the relative lack of national statu-
tory provisions, since because of the UCP the need for national provisions governing 
documentary credits is not that vast.   

The opinion of what the legal status of the UCP actually is differs. Some of the views pre-
sent are that it is a binding law, a form of new lex mercatoria or a codification of trade cus-
tom and bank practice. Another thought is that the UCP is actually a codification of exist-
ing lex mercatoria,64 and that the UCP “has been used to codify, unify and strengthen the 
development of lex mercatoria.”65 Lex mercatoria is a body of legal rules that is created by 
the trade community to serve the needs of international trade. It is also known as law mer-
chant. Nevertheless, the overall opinion is that the UCP do not have the force of law and is 
not binding law.66 It is simply a codification of trade practice. 

                                                
58 Schütze & Fontane, pp. 67, 118 and 139. 

59 Schütze & Fontane, p. 139. 

60 See http://www.iccwbo.org for further information on the organisation, available 23 April 2005. In rela-
tions to trade finance see http://www.iccwbo.org/home/menu_banking.asp, available 23 April 2005. 

61 The rules can also be referred to as the UCP 500 since the publication number of last revision (1993) of the 
UCP is 500.  

62 Other international standard rules and practices issued by the ICC are for example the Incoterms and the 
Uniform Rules for Demand Guarantees.  

63 Jiménez, p. 132. The UNICITRAL recommended the usage of the UCP, see Gorton, Rembursrätt, p. 34. 

64 Kurkela, p. 18. 

65 Kurkela, p. 27. 

66 Wiegley & Levitin, p. 7 and Jiménez, p. 133. 
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Model codes like the UCP are binding if they are taken into the contract as an expressed or 
implied term.67 Whether the UCP has to be incorporated in the documentary credit in an 
explicit or implicit way is a difficult question to give an absolute answer to. Mainly because 
of the uncertainty of how courts in different jurisdictions will judge the issue, and also be-
cause the issue is dependant on the particular circumstances between the parties in the rele-
vant trade relationship.68 In the United Kingdom the UCP only applies when the parties 
expressly invoke the UCP, while in the United States the UCP applies also when consid-
ered as the customary trade practice between the parties.69 In general it can be stated that if 
the rules are considered to be general terms an explicit incorporation is needed, while if the 
UCP represent the rule of conduct between the parties the implicit intention is sufficient. 
Article 1 of the UCP simply state that the UCP should apply to documentary credits 
where the UCP has been incorporated into the contract. The discussion is in practise 
somewhat redundant since the absolute majority of the documentary credit contracts con-
tain a statement that the UCP shall apply. Such a statement can be: “[t]his Credit is subject 
to the Uniform Customs and Practices for Documentary credits, 1993 Revision, Interna-
tional Chamber of Commerce publication no. 500.” No matter what status the UCP 
should have in the particular trade relationship it is advisable to always check that the 
documentary credit contract incorporates the UCP. This will minimize confusion and 
avoid having to spend time on discussing the issue if conflict arises.  

Banks in a majority of countries apply the UCP,70 therefore in essence almost every docu-
mentary credit transaction is subject to the UCP. For instance banks in China have 
adopted the UCP as the applicable rules for documentary credits.71 Previously banks or na-
tional banking associations declared their adherence to the UCP in formal adherence lists, 
the ICC now discourage from the use of those lists.72 This is probably because such a for-
mal adherence does not have any binding effect. Even though almost all banks apply the 
UCP there can still be application problems since the UCP and different guidelines and 
opinions connected to the UCP is not published in all languages. Consequently some coun-
tries have a lack of available information in their language, though in general at least the 
UCP is translated by the local ICC organisation.73 

                                                
67 Chuah, p. 12. 

68 See Gorton, Rembursrätt, p. 42, n. 105 for discussion about the issue of UCP being considered as trade cus-
tom in general and being considered as trade custom in particular to the relationship between the parties. 

69 Jiménez, p. 133. See Bridge, p. 244. See also Gorton, Rembursrätt, pp. 42–43 for discussion about the sub-
ject from a Swedish view. 

70 Schütze & Fontane, p. 10. 

71 Scheil, pp. 1–2 and Laprès & Yuejiao, p. 319. 

72 Schütze & Fontane, pp. 10 and 13–14. 

73 This was a problem in China for a number of years ago, there were no rules and guidelines available in 
Mandarin, however the ICC has now translated several publications. See ICC oversees documentary credits 
drive, pp. 9–10.  
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The UCP consist of 49 articles and it is the most complete body of rules available in con-
nection to the documentary credit instrument.74 The rules consists of general definitions as 
well as more specific regulations about for example the form of different types of docu-
mentary credits, the different documents relevant and the liabilities and responsibilities for 
the parties involved. However, the UCP do not cover all issues that can arise when dealing 
with a documentary credit and the provisions sometimes need to be interpreted. Conse-
quently national statues and case law can be used as sources of law even when the UCP ap-
ply.75 A question is then what would happen if the UCP is contrary to national case law. 
This is not a major concern since in fact it is an accepted practise for the parties to use their 
right to contract as a way of avoiding certain consequences from case law, although not in 
violation of mandatory law.76 The Banking Commission of the ICC assist in the interpreta-
tion of the UCP rules by issuing so called opinions, these are based on questions the ICC 
receives.77 These opinions of course do not have binding precedent effect. 

3.1.3 Choice of Law 
The UCP does not cover questions related to the applicable law or issues regarding the par-
ties’ freedom to contract.78 These types of regulations are important when having to de-
termine what law that should be applicable to a documentary credit. This is of great sig-
nificance since the documentary credit usually involves parties from several different juris-
dictions. As already discussed the absolute majority of documentary credits are subject to 
the UCP, but as also mentioned there are situations where the UCP do not fully regulate a 
situation and consequently national laws need to be used when solving a dispute. A docu-
mentary credit rarely includes a choice of law clause, except the incorporation of the 
UCP.79 As a result it is often left to the court to determine the applicable law, “the deter-
mination of the applicable law is a precondition for deciding any legal issue pertaining to 
the credit and can be crucial to the outcome of a dispute arising between the parties.”80 The 
choice of law issue is consequently not to be taken lightly by the parties.  

International transactions have connections to different countries and therefore it is not 
evident which law that should govern the transaction, at least not when no specific law has 
been chosen by the parties. When the court determines what law that should be applied 
choice of law rules are used. The rules are not identical in every country. However in gen-
eral a court should apply the law which has the closest and most real connection to the 

                                                
74 Schütze & Fontane, p. 10. 

75 Schütze & Fontane, p. 9. 

76 Gorton, Rembursrätt, pp. 41–42.  

77 Jiménez, p. 133. 

78 Kurkela, p. 33. 

79 Gozlan, p. 36. 

80 Schütze & Fontane, p. 26. 
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contract.81 The law with the closest connection can be interpreted to mean different things, 
for example it can be presumed to be the law of the country where the party who is going 
to perform the characteristic performance of the contract is situated.82 The closest connec-
tion can also be determined by looking at the overall facts and circumstances of the con-
tract. These can be factors such as that place of contract, contract language and of course 
the place of the main performances. In China it is simply stated that the law of the country 
to which the contract is most closely connected to applies.83 The court will have to look at 
the facts and circumstances of the contract. 

Applying choice of law rules to a documentary credit contract can be somewhat challeng-
ing. A documentary credit transaction involves many parties and many different perform-
ances. There are also numerous contract relationships involved. The different contracts can 
be seen as either typical two-party contracts, that are separate and independent from other 
contracts involved in the documentary credit, or contracts of multi-party character.84 An-
other issue that has to be taken into consideration when applying choice of law rules is that 
the documentary credit is independent from the underlying contract and other relate con-
tracts,85 therefore the court should take considerations to facts related solely to the docu-
mentary credit.86 The independence of the documentary credit also has the consequence 
that a choice of law clause in the contract of sales will not be applicable to disputes con-
cerning the documentary credit transaction.87  

When determining the applicable law the first thing to consider is the legal character of the 
documentary credit.88 Regarding the question of multi-party contracts this is in fact a theo-
retical question since in the absolute majority of cases the conflict arises between just two 
of the parties,89 and consequently the contract involved in the claim is just a simple two-
party contract.90 When dealing with two-party contracts, the different facts and connec-
tions that have to be taken into account when determining the law which have the closest 

                                                
81 Gozlan, p. 35. 

82 The Rome Convention Art. 4 para. 2. The Rome Convention is in force in the Member States of the Euro-
pean Union, hence the United Kingdom and Sweden are Contracting States.  

83 General Principles of the Civil Law of the PRC Art. 145, para. 2. See also Contract Law of the PRC Art. 
126.  

84 See Kurkela, pp. 55 and 71. 

85 See doctrine of autonomy sec. 3.4.1. 

86 Gozlan, p. 37. 

87 Schütze & Fontane, p. 26. See Korea Xin Hu Co v. Sichuan Province Ouya Jingmao Decision No. 35 2001 
and Williams, p. 167 for facts where an arbitration clause in the contract of sales was found not relevant to 
the documentary credit contract. 

88 Kurkula, p. 55. 

89 Kurkela, p. 76. 

90 See Kurkula, pp. 181–187 for a summary of the book’s discussion about the multi-party contract and the 
applicable law in these cases. 
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and most real connection to the contract are naturally less. In some of the documentary 
credit relationships conflict of laws would most likely not appear at all. This is because the 
parties are located in the same country and consequently the same jurisdiction. They are 
therefore subject to the same laws.91 This can for example be the case between the seller and 
the confirming bank. In the relationship between the seller and the buyer it is important to 
remember that no relationship exists between these parties under the documentary credit.92  

In two-party documentary credit contracts where parties are situated in different jurisdic-
tions the applicable law has to be determined if the parties have not used their right to 
agree on a choice of law clause. In a documentary credit, even when only two-party con-
tracts are considered, there are many different scenarios that can occur. This is mainly be-
cause of the number of different documentary credit types available. Consequently there is 
no law that in general can be said to have the closest connection in relations to documen-
tary credits.93 Another issue is that “[t]he law applicable to the complex network of con-
tracts created even in the most common types of letters of credit is /…/ unpredictable. 
What law will finally be applied may depend too much on who is suing whom and 
where.”94 However, the key practice “is to apply the law of the domicile and place of busi-
ness of the bank, since it is the site having the closest and most real connection to the letter 
of credit transaction.”95  

The uncertainties that arise from the question of the applicable law to the documentary 
credit can easily be avoided by incorporating a choice of law clause. This clause should 
stipulate which law that should be applied in case of dispute, in addition to the UCP. It can 
also be advisable to include a jurisdiction clause appointing the competent court. These 
clauses will facilitate the documentary credit contract and prevent the situation of having 
to settle disputes in a foreign country with the application of a foreign law.  

3.2 Types of Documentary Credits 
There are many different types of documentary credits and various sorts of credits can be 
combined. The variety of documentary credits available reflects the diversity of the needs 
of the parties involved in the documentary credit transaction. There are a number of fac-
tors which influence what type of credit that is suitable to a specific transaction, for exam-
ple the nature of the goods, the degree of trust between the seller and the buyer and the fi-
nancial standing and reputation of the opening bank.96 In general all types involve at least 
two banks, the issuing bank, which opens the credit, and a second bank. 

                                                
91 Gozlan, p. 6. 

92 De Rooy, p. 67. 

93 See Gozlan, pp. 1–104 for an extensive study on conflict of law in relation to documentary credits. 

94 Kurkela, p. 34. 

95 Gozlan, p. 103. 

96 Venedikian & Warfield, p. 381. 
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3.2.1 Draft or Non-Draft Credit 
Documentary credits can be divided into draft and non-draft credits.97 Draft credits include 
acceptance credits and negotiation credits, in both a bill of exchange is used. Sight payment 
credits and deferred payment credits are not dependent on bills of exchange being drawn 
and they are therefore called non-draft credits. These different types of documentary cred-
its determine in what way the exporter will attain payment under the credit. A credit 
should clearly indicate if it is available by sight payment, deferred payment, acceptance or 
negotiation.98  

Under a sight payment credit the issuing bank or a bank in the exporter’s country pays the 
exporter immediately upon presentation of documents which comply with the terms of 
the documentary credit.99 For the exporter it is preferable to have a local bank issue pay-
ment and not the issuing bank. This is because of the time lost having to send documents 
and payment to another country, but also because of the closer relationship felt with a lo-
cal bank.100  

A deferred payment documentary credit is payable at an agreed time after for example the 
presentation of documents.101 This type of documentary credit offers the importer credit. 
Another documentary credit type which can be used to delay payment is the acceptance 
credit. This type is available by the acceptance of a time draft102 drawn on a bank in the ex-
porter’s country or the issuing bank.103 The draft will be accepted if the presented docu-
ments are in order. The draft will be paid at maturity. If the exporter wants immediate 
payment he has the opportunity to discount the draft, i.e. sell it, the value of the bill will 
then be paid less interest and charges.104 Bills of exchange are in some countries subject to a 
stamp duty and as a result a deferred payment credit can be preferable to an acceptance 
documentary credit.105 Moreover, the deferred payment documentary credit is not in the 
same way as an acceptance credit possible to discount, due to the lack of a negotiable in-
strument, like a draft. 106 

                                                
97 See De Rooy, p. 19. 

98 UCP Art. 10 a. 

99 Bishop, p. 35, see UCP Art. 9 a (i). 

100 Bishop, p. 35. 

101 D’Arcy, Murray & Cleave, p. 193, see UCP Art. 9 a (ii). 

102 An acceptance credit can sometimes involve a sight draft. 

103 De Rooy, p. 19, see UCP Art. 9 a (iii). 

104 D’Arcy, Murray & Cleave, p. 193. 

105 Bishop, p. 36. 

106 See Fung, pp. 38–55 for discussion about the discounting of a deferred payment documentary credit. 
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Negotiation credits are available by negotiation of a sight or time draft.107 Unlike the accep-
tance credit there is no acceptance of the draft, instead the bank gives value to a draft 
drawn on the importer.108 Consequently the exporter gets payment from the bank, the 
payment is subject to interest and commission.109   

The different types of draft and non-draft credits reflect how the exporter will obtain pay-
ment and whether the importer will receive credit. The most preferable credit for the ex-
porter is of course the sight payment credit, this is essentially cash against documents. 
However, credit is often used a way of endorsing the contract, just like the price. If credit is 
given the type of documentary credit that suits the exporter best is dependent on if he still 
wants immediate payment and if he is willing to bear the cost of possible stamp duty as 
well as interest and charges. Another thing that is important when handling draft credits is 
to be aware of the potential problems that can arise by mixing documentary credit regula-
tions with bill of exchange regulations.110 

3.2.2 Revocable or Irrevocable Credit 
The difference between a revocable and an irrevocable documentary credit refers to the ob-
ligation of the issuing bank towards the exporter.111 A revocable documentary credit can be 
amended or cancelled by the issuing bank without notice to the beneficiary.112 There is 
consequently no security of payment in a revocable documentary credit, the exporter can 
ship the goods and present correct documents to the bank only to find that the credit has 
been revoked. In contrast, an irrevocable documentary credit cannot be amended or can-
celled without the agreement from all parties.113 Usually it is indicated if the credit is revo-
cable or irrevocable, but if no indication is given the documentary credit is irrevocable.114 
In international trade today a revocable documentary credit is extremely rare.115 

Revocable documentary credits can be valuable to a certain extend even though they can be 
amended and cancelled. The simple fact that a bank is prepared to open a documentary 
credit for an importer implies that the bank has confidence in the importers ability to pay, 
and consequently a revocable credit may at least be considered as a favourable credit re-

                                                
107 D’Arcy, Murray & Cleave, p. 194, see UCP Art. 9 a (iv). 

108 De Rooy, p. 19. 

109 D’Arcy, Murray & Cleave, p. 194. 

110 See Fung, p. 37. 

111 D’Arcy, Murray & Cleave, p. 194. 

112 UCP Art. 8 a. 

113 UCP Art. 9 a and d. 

114 UCP Art. 6 c.  

115 See Bishop, p. 36 and D’Arcy, Murray & Cleave, p. 195. In the content of the thesis documentary credits 
are irrevocable if not expressly mentioned as revocable. 
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port.116 Revocable credits can also be used if the trust between the parties is high and their 
creditworthiness are good, for example if the seller and buyer are affiliated companies.117 

3.2.3 Confirmed or Unconfirmed Credit 
A documentary credit essentially adds a bank’s promise to pay to the original payment ob-
ligation of the importer. This is a simple form of documentary credit and it is called an un-
confirmed credit. In an unconfirmed documentary credit it is only one bank, the issuing 
bank, which enters into a commitment. The involved bank located in the exporter’s coun-
try is not a party to the documentary credit, it simply acts as a sort of agent for the issuing 
bank.118 A confirmed documentary credit is in contrast when a second bank, usually the lo-
cal bank in the country of the exporter, adds its promise to pay.119 By adding confirmation, 
the confirming bank becomes a contractual party to both the issuing bank and the ex-
porter.120 Consequently, the exporter will receive payment even if both the importer and 
the issuing bank defaults. Both banks are equally liable towards the beneficiary.121 Whether 
a credit is confirmed or unconfirmed therefore refers to the obligation of the second bank 
towards the exporter.122 

It may seem redundant to demand a second bank to add a promise to pay, when one bank 
already secured the payment obligation of the importer. However, in some cases the issu-
ing bank’s reputation and financial standings are not satisfactory or simply unknown and 
then the exporter should get the credit confirmed. A confirmed documentary credit is also 
preferable when the country where the issuing bank is situated is considered volatile, for 
example where foreign exchange restrictions can bar or delay payment.123 A further advan-
tage of a confirmed documentary credit for the exporter is that it places the payment per-
formance in the exporter’s country.124 Consequently the exporter will receive payment 
faster. The advantages of getting a documentary credit confirmed obviously involve extra 
bank fees, and therefore the exporter should consider both the costs and advantages of a 
confirmed credit. 

In some countries the issuing bank will not authorize another bank to confirm the docu-
mentary credit.125 Under these circumstances an exporter that finds confirmation necessary, 
                                                
116 Venedikian & Warfield, p. 382. 

117 Venedikian & Warfield, p. 383. 

118 Venedikian & Warfield, p. 385. 

119 UCP Art. 9 b.  

120 Bishop, p. 54. 

121 UCP Art. 9 b, “in addition”. 

122 D’Arcy, Murray & Cleave, p. 194. 

123 See Venedikian & Warfield, pp. 385–386. 

124 D’Arcy, Murray & Cleave, p. 196. 

125 Wiegley & Levitin, p. 14. 
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will have to arrange for a so called silent confirmation. A silent confirmation is an unau-
thorized confirmation of an irrevocable documentary credit,126 and “as a matter of law, the 
arrangement between the beneficiary and its bank is not a confirmation, but rather is a 
guarantee or a surety-like undertaking.”127 There is a contractual relationship between the 
exporter and the silent confirming bank, however the bank has no right against the issuing 
bank or the exporter, except if it also functions as the advising or negotiating bank.128 The 
bank which issues a silent confirmation is obviously subject to special risks, for example 
the risk of the original credit being amended without its knowledge and the risk of damag-
ing the bank’s relationship with the issuing bank.129 Despite the risks involved the practice 
of silent confirmation is common.130 

China is one of the countries where banks will not allow confirmation of their documen-
tary credits. This is not a legal rule, but simply a matter of principle.131 Some Chinese 
banks allow confirmation of their credits, although the vast majority of confirmations 
made in connection to China are silent.132 It is not uncommon that the Chinese issuing 
bank that do not allow confirmation is informed and accept that a silent confirmation has 
been made.133 The risks involved with silent confirmation are in relevance to the bank and 
not the exporter. Consequently an exporter trading with China will have to consider the 
normal concerns, for example the level of trust to the buyer and the issuing bank, when 
deciding if the documentary credit is in need of confirmation. In general confirmed docu-
mentary credits are a typical mode of payment when exporting to China.134  

3.2.4 Transferable and Back-to-Back Credit 
A documentary credit is in general not transferable.135 There is a special type of documen-
tary credit which allows transfer to another beneficiary, the transferable credit. In interna-
tional trade this type of credit is used when the transaction involves middlemen, i.e. the 
exporter is actually a middleman buying from a supplier and then selling it to another 
buyer. A transferable documentary credit allows the exporter to request that the credit is 
made available to other beneficiaries.136 The situation can be that an importer buys from an 
                                                
126 Bishop, p. 56. 

127 Wiegley & Levitin, pp. 14–15. 

128 Wiegley & Levitin, p. 15. 

129 See Bishop, pp. 57–58 for the risks a silent confirmer has to face.  

130 Bishop,  p. 58. 

131 Goodwin & Casden, pp. 30–35. 

132 Information received from Juliette Lascoux, SEB AB, 12 April 2005. See also Laprès & Yuejiao, p. 320. 

133 Information received from Juliette Lascoux, SEB AB, 12 April 2005. 

134 L/cs continue to dominate, p. 4. 

135 Gorton, Internationella affärer, p. 291. 

136 UCP Art. 48. 
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exporter, which is essentially a supplier that buys the goods from an original seller. The 
supplier asks the importer to pay with a transferable credit as this can be transferred and 
consequently used as payment from the supplier to the original seller. A transferable credit 
requires that it is the same goods that are traded.137 

The transferable credit, which essentially is an irrevocable credit where the term transfer-
able has been added,138 is issued and sent to the exporter through a local bank in the ex-
porter’s country. The exporter then requests the local bank to transfer the credit to his 
seller, the original seller. The local bank can only be requested, not demanded, to transfer 
the credit.139 The beneficiary of the transferable credit becomes the applicant and the local 
bank should consequently be allowed to choose its clients.140 If the local bank agrees to 
transfer, it issues a new credit with the original seller as the beneficiary and a new credit is 
in force.141 A transferable documentary credit can only be transferred once, but it can be 
transferred to several beneficiaries.142  

If the documentary credit is not transferable it is possible to transfer or rather assign the in-
come of a documentary credit to another party.143 This is a cession, a transfer of the claim, 
and this does not involve the extra fees that a transferable credit does.144 Another possibil-
ity for the exporter if a transferable credit is not issued is to use a back-to-back documen-
tary credit. Then the exporter will ask the local bank to open a back-to-back credit, which 
involves issuing a new credit in favour of the original seller where the documentary credit 
already issued in favour of the supplier is used as security.145 The back-to-back credit is in-
dependent of the original documentary credit in the way that the issuing bank and the 
original applicant can be unaware of the new credit.146 

The transferable credits and especially the back-to-back documentary credits involve risks, 
however these risks affect first and foremost the banks. For the exporter both credits are 
simply a way of financing his trade by means of getting a sort of backing from his buyer. 

                                                
137 Grath, p. 60. See also UCP Art. 48 h. 

138 Grath, p. 119. See also UCP Art. 48 b. 

139 UCP Art. 48 a. 

140 Bishop, p. 121. 

141 See Bishop, pp. 119–123 for further discussion and illustration of the transferable documentary credit. 

142 Chuah, p. 421. 

143 See UCP Art. 49. 

144 Gorton, Internationella affärer, p. 292. 

145 Bishop, p. 123. 

146 Bishop, pp. 124 and 127. 
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3.2.5 Standby Credit 
A standby documentary credit has a different legal character than other types of documen-
tary credits. Standby credits are different since they are designed to be drawn upon in event 
of breach and not in the event of documentary performance.147 This implies that the bene-
ficiary will receive payment from the standby credit only if the buyer has failed to fulfil his 
obligations, not as with an ordinary documentary credit upon presentation of correct 
documents. The standby credit clearly has the legal character of a bank guarantee or per-
formance bond.148 The function of a standby credit is consequently more as a security 
rather than a payment mode.149 

The UCP covers standby credits,150 although most of the provisions have no relevance to 
this type of credit. Standby credits can also be issued subject to the relatively new Interna-
tional Standby Practices or alternatively the Uniform Rules on Demand Guarantees.151 

3.3 The Documentary Credit Procedure 

3.3.1 The Parties  
A documentary credit transaction normally involves at least four parties, the exporter and 
the importer, as well as two banks. There are many different relationships and contracts 
between the different parties in a documentary credit. Another thing is that the banks in-
volved usually have several roles and functions.152  

The beneficiary is the party in whose favour the documentary credit is issued, subsequently 
the party who is entitled to demand payment under the credit. It is naturally the exporter 
who is the beneficiary. The counterparty to the exporter, the importer, is in the documen-
tary credit transaction referred to as the applicant. It is the party which look for a bank 
that is willing to open a documentary credit on its behalf, and then applies for the credit to 
be opened.  

The bank which issues or opens the documentary credit on behalf of the applicant in ac-
cordance with the applicant’s instructions is called the issuing or opening bank. The issuing 
bank is usually located in the importer’s country. The issuing bank makes an uncondi-
tional obligation to pay if terms and conditions are fulfilled by the beneficiary.153 In the 
                                                
147 Bridge, p. 246. 

148 D’Arcy, Murray & Cleave, p. 200. 

149 The standby documentary credit was actually introduced by American banks as a way to circumvent a 
prohibition to issue guarantees. See D’Arcy, Murray & Cleave, p. 200. 

150 See UCP Art. 1. 

151 See D’Arcy, Murray & Cleave, p. 200 and Jiménez, p. 137. 

152 See Venedikian & Warfield, pp. 359–361 and Wiegley & Levitin, pp. 3–6 for information about parties to a 
documentary credit. 

153 See UCP Art. 9 a. 
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simplest form of a documentary credit the issuing bank is the only bank involved, however 
it then also have the functions of other banks. In a normal documentary credit transaction 
the issuing bank sends the issued credit to a bank located in the exporter’s country. This 
bank, the advising bank, informs the exporter that a credit has been opened in his favour.154 
An advising bank generally has more functions, for example it can confirm or pay the 
credit. 

The nominated bank is the bank that has been nominated by the issuing bank to for exam-
ple pay or accept drafts.155 If the nominated bank accepts the responsibility to pay it func-
tions as the paying bank.156 Payment is made after the exporter has presented documents in 
compliance with the terms and conditions of the credit. The paying bank is reimbursed by 
the issuing bank, it simply acts as an agent of the issuing bank. A confirming bank is a 
bank that adds its own commitment to pay.157 In this situation the documentary credit con-
tains the obligation by two banks to pay. The confirming bank is in general located in the 
same country as the exporter and it is often the advising bank that also acts as the confirm-
ing bank. 

A documentary credit can also involve a negotiating bank. By negotiating the bank gives 
the value of the draft and documents to the beneficiary. The negotiating bank consequently 
buys the draft and the documents submitted under the documentary credit. The bank then 
presents the draft and the documents to the issuing bank for payment. However the pur-
chase is usually done with recourse so if the issuing bank refuses payment the negotiating 
bank can recover the advance from the exporter. The negotiating bank of course charges 
fees and usually also interest.   

In China the Bank of China dominates the trade finance area and is the largest issuer of 
import documentary credits in China.158 Bank of China is a state-owned bank.159 Most 
commercial banks in China can in fact be parties to a documentary credit, with the excep-
tion of some city commercial banks.160 In China a good relationship with bank representa-
tives is especially important since this can help the documentary credit transaction to run 
smoothly.161 Having good connections are in general of outmost importance when doing 
business in China.162  

                                                
154 See UCP Art. 7. 

155 See UCP Art. 10 b (i). 

156 See UCP Art. 10 c. 

157 See UCP Art. 9 b. 

158 Laprès & Yuejiao, p. 313 and information received from Juliette Lascoux, SEB AB, 12 April 2005. 

159 Krott & Williamsson, p. 27. 

160 Information received from Juliette Lascoux, SEB AB, 12 April 2005. 

161 Goodwin & Casden, pp. 30–35. 

162 See Krott & Williamsson, pp. 39–40 for information about connections or so called “guan xi” in China. 
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    Importer / 

    Applicant 

3.3.2 The Procedure 

3.3.2.1 A General Overview 

A documentary credit procedure consists of many different steps, below an overview is 
given.163 

1. The exporter and importer conclude a contract of sales, in which payment shall be made 
through a documentary credit. 2. The importer applies to a bank in his country for issu-
ance of a documentary credit in favour of the exporter. 3. The issuing bank opens a credit 
and sends it to a bank in the exporter’s country. 4. The bank informs the exporter of the 
credit. 5. The exporter reviews the documentary credit and if in order proceeds with the 
shipping of the goods. 6. The exporter presents the documents, which demonstrate the 
goods and shipment to the bank. 7. The bank in the exporter’s country examines the 
documents and if found correct effect payment. 8. The documents are sent to the issuing 
bank. 9. The issuing bank reimburses the bank in the exporter’s country after receiving and 
examining the documents. 10. The documents are released to the importer which can take 
possession of the goods. 11. The importer reimburses the issuing bank. 

 
 
 

 
 
 
Chart 1: The procedure of a sight payment documentary credit available at a bank in the exporter’s coun-
try.164  
 

                                                
163 See sec. 3.3.2.2 to 3.3.2.5 for more detailed discussions. 

164 See Jiménez, pp. 140–141 and Gozlan, pp. 131–142 for additional illustrations over the stages of a docu-
mentary credit procedure. 
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3.3.2.2 The Contract of Sales 

The procedure of a documentary credit begins by a sales contract being concluded between 
the exporter and the importer. The parties negotiate the terms and conditions of the sales 
transaction and agree that payment should be by mode of a certain type of documentary 
credit. The term of payment clause may provide details with respect to the documentary 
credit, but it may also just state that the payment method used shall be a documentary 
credit.165 In respect to the exporter it is advisable that the clause stipulate details. This is be-
cause if it does not it gives the importer too much influence on the credit, as it is the im-
porter who applies for the credit and consequently gives the instructions about the details 
and conditions of the credit.166 The additional details that should be stated in the terms of 
payment in the contract of sales is for example, type of credit, the time of opening, pay-
ment and expiration and the relevant documents. A documentary credit payment clause 
can for instance state: 

“Payment of US $ … by irrevocable at sight documentary credit, payable at and con-
firmed by Bank X, City X. The credit shall be opened by Bank Y, City Y, and shall have 
reached Bank X in form and substance acceptable to the exporter in accordance with Con-
tract Z not later than … days from the date of contract. The credit shall be valid for … days 
and be payable against the following documents …”167   

The contract of sales is consequently an underlying contract to the documentary credit 
contract, and “the credit must be opened in accordance with the conditions specified in the 
contract of sales.”168 

3.3.2.3 The Application and the Opening of the Credit 

The documentary credit will be opened as a result of an application made by the importer 
to an anticipated issuing bank. The importer normally turns to his usual business bank 
when applying for the credit to be opened. The bank will before agreeing to issue a docu-
mentary credit take consideration to the applicant’s creditworthiness. For the bank a re-
quest to have a documentary credit issued is essentially equal to a request for a loan or a 
credit.169 By opening a documentary credit the bank is in fact making an irrevocable prom-
ise to pay regardless of if the importer can reimburse. If necessary the bank can demand the 
importer for collateral. The importer can for instance be asked to make a cash deposit for a 
percentage of the credit amount.170 Another option is to use the underlying goods as secu-
rity.171  

                                                
165 Gorton, Internationella affärer, p. 267. 

166 Gorton, Internationella affärer, p. 267. 

167 See Grath, p. 187 and Gorton, Internationella affärer, p. 269. 

168 Jiménez, p. 137. 

169 Jiménez, p. 139. 

170 Venedikian & Warfield, p. 365. 

171 Venedikian & Warfield, p. 365. 
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In China getting a bank to open a credit is not always easy, and it usually involves collat-
eral.172 This is due to rather tight lending policies.173 Tough demands for opening documen-
tary credits can also be a way for China to handle the somewhat overheated economy.174 
This is possible because the major trade finance banks are state-owned and consequently 
controlled by the Chinese government. Another issue in relation to China is that the issu-
ing bank, in addition to checking the importers creditworthiness, has to make sure that the 
importer has the required foreign exchange and import documents.175 

The application given to the issuing bank by the importer gives the bank instructions on 
the specific documentary credit that the importer and exporter requests. The instructions 
given to the bank has to be clear and precise.176 The details that should be specified in the 
application include, the name and address of the beneficiary, the amount, the type of 
credit, the time of payment, the time of expiry and the documentary requirements.177 The 
application should not contain non-documentary conditions, meaning conditions that can-
not be established by a specific document.178 A way to facilitate the credit application pro-
cedure when the importer is not familiar with the process is that the exporter provides a 
sample filled-in application.179 This is advisable when dealing with Chinese buyers who are 
inexperienced in dealing with trade finance.180  

The documentary credit will be constructed out of the instructions from the application.181 
The time when the credit is opened is essential since it constitutes a breach of the contract 
of sales if the importer is unsuccessful in getting a credit opened on time.182 The issuing 
bank will send the documentary credit to an advising bank or directly to the exporter, usu-
ally by electronic transmission or telex.183 The advising bank can also undertake to perform 

                                                
172 Curry, pp. 2–4. 

173 Curry, pp. 2–4. 

174 Information received from Juliette Lascoux, SEB AB, 12 April 2005. 

175 See Yu & Gu, pp. 299–325 for Chinese regulations of foreign exchange and pp. 233–247 for import and 
export regulations.  

176 UCP Art. 5. 

177 See Venedikian & Warfield, p. 367 and Grath, p. 57 for example of documentary credit applications. See 
also Bishop, pp. 38–39 and Jiménez pp, 138–130 for further information on the different details of an appli-
cation. 

178 Bishop, p. 39. 

179 Jiménez, p. 36. 

180 Krott & Williamsson, p. 81. 

181 See Sarkar, pp. 44–48 for example of a documentary credit. 

182 D’Arcy, Murray & Cleave, p. 186. See Gorton, Remburs som betalning, p. 37. See also CISG Art. 54 and 
the Contract Law of the PRC Art. 107 in connection to Art. 161. 

183 Sarkar, p. 21. 
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other responsibilities than just advising the credit.184 If the credit application specified that 
the documentary credit should be confirmed, the issuing bank will request a bank to add its 
confirmation.185 The bank will before accepting to confirm the credit consider the issuing 
banks creditworthiness.186 This is, like with the issuing of the credit, because the bank will 
have to honour the confirmation regardless of the possibility of reimbursement, although 
now the reimbursement should come from the issuing bank. The confirming bank will ad-
vise the exporter of the confirmed documentary credit.187 Both the issuing bank and the 
confirming bank have no recourse against the exporter, while other banks do have recourse 
against the exporter.188 

3.3.2.4 The Reception of Credit and the Presentation of Documents 

After the exporter receives the documentary credit it is essential that he examines it. The 
exporter should check that the credit is in line with the contract of sales and that he can 
meet the requirements of the documentary credit.189 There are many circumstances that can 
make amendments of the credit necessary. These are for example, if the exporter cannot 
ship the goods or present the documents within the stated time limits, or if the exporter 
finds the documents requested not to correspond with the method of shipment. If amend-
ments are needed the exporter should notify the importer, not the issuing bank or the local 
bank. An amendment is processed in the same way as the opening of the original documen-
tary credit.190 All parties to the credit, the importer, the exporter, the issuing bank and the 
confirming bank consequently need to consent to the amendments. By reviewing the credit 
problems that can occur upon first presentation of documents can be avoided. Effort 
should also be put into making the credit correct from the beginning, by means of a clear 
and correct application. This will save the time and costs that occurs if having to amend the 
credit. 

After the exporter have shipped the goods and collected all relevant documents he should 
present the documents. In a documentary credit transaction presenting documents is a pre-
condition for the exporter to receive payment. The documents must be presented within 
the stated time limit in the credit and if the credit is silent within 21 days after the date of 
shipment.191 It is to the exporter’s benefit to present the documents as soon as possible. 

                                                
184 See sec. 3.3.1. 

185 Jiménez, p. 139. 

186 Jiménez, p. 139. 

187 Jiménez, p. 139. 

188 UCP Art 9. See Bishop, p. 61. 

189 Sarkar, p. 22. 

190 Sarkar, p. 21. 

191 See UCP Art. 43 a. 
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This is because it will take time for the bank to examine the documents,192 and in case of 
discrepancies there have to be time to correct the documents before the credit expires.193  

The documents should be presented to the bank where the credit has been made available, 
usually this is at the bank which is located in the exporter’s country, but it can also be 
made available at the issuing bank.194 It is better for the exporter if the first presentation can 
be made to a local bank. This is due to the extra time needed if having to send the docu-
ments to the issuing bank, but also because of the advantage of having a good relationship 
with the bank examining the documents. Presentation of the documents is without re-
course only if they are presented to the issuing or the confirming bank.195 Most documen-
tary credits issued in China are sight payment documentary credits that are available at the 
issuing bank.196 

3.3.2.5 The Examination of Documents and the Payment 

The documents presented by the exporter will be examined by the bank in order to make 
sure that they are in line with the documentary credit.197 The bank examines the docu-
ments with reasonable care and make sure that the documents on their face is in accordance 
with the terms and conditions of the credit.198 The fact that the documents only on their 
face need to be compliant limits the bank’s obligation to examine the documents. The ac-
tual authenticity of the documents is not relevant as long as they on their face seem to 
comply.199 Whether the documents comply or not should be decided on the basis of the 
documents alone, and the bank should therefore not consider the underlying transaction.200 
The documents will remain the property of the exporter until payment or acceptance has 
been made by either the issuing or the confirming bank.201 

The UCP, apart from the general principles, also has detailed articles that regulate how 
specific documents should be interpreted while examined.202 Additionally to the UCP the 

                                                
192 The bank has “a reasonable” time to examine, this is no more that seven baking days. The reasonable time 

is dependent on factors like the number, length and complexity of the documents. See UCP Art. 13 b. 

193 See Banco General Runinahui SA v. Citibank International [1996] 97 F. 3d 480 and Fung, pp. 93–95 for 
statements concerning time limit for correcting documents. 

194 De Rooy, pp. 58–59. 

195 Bishop, p. 42. 

196 Laprès & Yuejiao, p. 320 and http://www.betalningsguide.swedishtrade.se/default.asp?id=3&sid=302, 
available 23 April 2005.  

197 See Ramberg, p. 143. 

198 UCP Art. 13 a. 

199 Ramberg, p. 143. 

200 UCP Art. 3 a, 4 and 14 b. 

201 Bishop, p. 63. 

202 UCP Art.  20–38. 
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ISBP, International Standard Banking Practice for examination of documents under docu-
mentary credits, is used. The ISBP codifies the international standard banking practice for 
examination of documents under the UCP and is consequently useful for banks in the ex-
amination process.203  

When a bank examines the documents tendered by the exporter it considers the documents 
separate but also as a whole.204 It is not necessary that all documents contain the require-
ments of the credit, it is sufficient if the documents together fulfil the requirements. The 
documents nevertheless have to be consistent and there has to be a linkage between the 
documents since they should relate to the same transaction.205 A common discrepancy is ac-
tually that the documents are not consistent, for example in relation to the amount.206 
Other typical discrepancies are for instance, plain typing errors, time limits that have been 
surpassed and issues with the transport documents.207 

If the bank finds the documents not to confirm with the terms and conditions of the 
documentary credit there are a number of actions that can be taken to assure payment. If 
there is still time the documents can be sent back to the exporter for correction, this is only 
possible in connection to certain documents, for example transport documents cannot be 
amended by the exporter.208 If correction is not possible the exporter should request the 
importer for a waiver of the discrepancy.209 This is a situation that should be avoided by 
the exporter, as mentioned preferably by carefully examining the credit and making sure 
that he can fulfil the requirements but of course also by making sure that the documents 
are prepared correctly. Having to ask for waivers are detrimental to the documentary 
credit instrument, the security the instrument provides for the exporter by offering pay-
ment regardless of the ability or willingness of the importer is gone and the exporter is de-
pendent of the mercy of the importer. The importer can exploit the discrepancies as a way 
to prevent payment. The exporter will then have to try to re-sale the already shipped goods 
to another buyer. This of course entails costs for the exporter, not just in a lower price, but 
also cost of storage and possible demurrage. In this situation the exporter naturally has 
claims against the importer under the contract of sales. The importer can also use the ex-
porter’s need for a wavier as an opportunity to bargain for a reduction of the price.210 

                                                
203 See UCP Art. 13 a and ISBP foreword. 

204 See Midland Bank Ltd v. Seymour [1955] 2 Lloyd’s Rep. 147 and D’Arcy, Murray & Cleave, p. 184. 

205 UCP Art. 13 a and D’Arcy, Murray & Cleave, pp. 184–185. 

206 Venedikian & Warfield, p. 374. 

207 See Venedikian & Warfield, pp. 373–374 and Grath, p. 65. 

208 Venedikian & Warfield, pp. 378–379. 

209 Venedikian & Warfield, p. 379. See UCP 14 c. 

210 Venedikian & Warfield, p. 379. 
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Other actions that can be taken in case of discrepancies are payment under reserve or send-
ing the documents on a collection basis.211  

If documents are found to be confirming with the documentary credit the bank will for ex-
ample pay or accept the credit. If the first presentation of the documents where made to a 
bank in the exporter’s country, the documents will be sent to the issuing bank, which will 
review the documents.212 If the issuing bank also considers the documents to be correct, 
payment is made and the documents are released to the importer, which can take posses-
sion of the goods. In case payment is not made by the banks due to the non-confirming 
documents the exporter will have to claim the importer for payment under the underlying 
contract of sales.213 

The processing time for a documentary credit is dependent on the type of credit and con-
sequently where it is available and which bank that examines the documents. In general if 
the documentary credit is confirmed and payable at sight, the local confirming bank will 
take about two days to examine the documents and issue the payment directly after.214 In 
case of a sight payment credit payable at the issuing bank, which is typical when dealing 
with China, the average processing time is regularly up to four weeks.215 The time can be 
important for the exporter since until he receives payment he cannot make use of the 
money. 

3.3.3 The Documents 
The documents that the exporter is required to present can be numerous. The specific 
documents vary and are dependent on factors like the type of documentary credit and the 
mode of transport. These are things that are decided by the parties and regulated in the 
contract of sales, where in fact also the exact documents required under the credit can be 
settled. When deciding which documents to demand, the nature of the documentary credit 
has to be considered. The credit should not include conditions which are not supported by 
specific documents or rather every obligation placed upon the beneficiary should be the 
subject of documents.216 In general the documentary credit should be clear and precise, and 
excessive detail should be avoided.217 Therefore it is in most cases best to keep the number 

                                                
211 See Venedikian & Warfield, and Bishop, pp. 64–66. See sec. 4.1 for information on collection arrange-

ments. 

212 Bishop, p. 66. 

213 See E.D. & F. Man Ltd v. Nigerian Sweets & Confectionery Co. Ltd [1977] 2 Lloyd’s Rep. 50 and Fung, 
pp. 22–24 for statements concerning the documentary credit as conditional payment as well as entitlement 
to payment under the contract of sales. 

214 Information received from Juliette Lascoux, SEB AB, 12 April  2005. 

215 Information received from Juliette Lascoux, SEB AB, 12 April  2005. See also Goodwin & Casden, pp. 30–
35. 

216 Bishop, p. 39. See UCP Art. 13 b. 

217 See UCP Art. 5 a (i). 
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of document requirements to a minimum. This is especially true for the exporter since if 
the number of required documents increases so does the risk for discrepancies. 

Common documents to be delivered under a documentary credit are for example, a com-
mercial invoice, a bill of lading, a draft, an insurance certificate or policy, a certificate of 
origin and a certificate of inspection.218 The commercial invoice should be made out to the 
importer and should contain a description of the goods, which have to exactly correspond 
with the description in the credit.219 There are many forms of transport documents. Which 
form that is required by the credit is of course dependant on the type or types of transport 
used to send the goods, for example transport by sea, air or rail. The UCP have specific ar-
ticles which regulates the different transport documents.220 The transport document should 
have the characteristics that once the exporter has presented the document he is no longer 
in control of the possession of the goods.221 This is often achieved by a bill of lading, which 
is also frequently used. A bill of lading links together the contract of sales, the documen-
tary credit contract and the contract of carriage.222 

The trade term223 can have considerable influence on the documents required, for instance 
is an insurance certificate or policy often required if the sale is made on CIF-terms.224  An-
other issue is that the trade term in connection with a non-corresponding document can 
render the documentary credit useless. This is the case when an onboard bill of lading is a 
required document under the documentary credit while the underlying contract is a FOB-
sale. The FOB-term calls for the importer to nominate a ship. Until the importer nomi-
nates a ship the exporter is unable to present an onboard bill of lading, since there is no 
way of knowing where the goods should be delivered to. Consequently the exporter can-
not collect payment under the documentary credit. Not nominating the ship constituted a 
breach of contract and can be considered as non-performance of the buyer’s payment obli-
gation.225 However, this is just the situation that a documentary credit should help avoid. 

Different forms of certificates are often required documents. The documentary credit can 
for example demand certificate of quality or quantity, certificate of inspection or certificate 
of origin. Relevant to all these certificates are that it should be stated which inspection or-
ganisation that should be used, for example Société General de Surveillance SA, Singa-

                                                
218 See De Rooy, pp. 131–149 for specifics on different documents and Venedikian & Warfield, pp. 375–378 

for detailed things to consider when producing and checking documents. 

219 UCP Art. 37. 

220 See UCP Art. 23–33. 

221 Ramberg, p. 143. 

222 Jiménez, p. 120 
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224 Ramberg, p. 143. 

225 Ramberg, p. 149. 
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pore.226 The exporter should avoid credits requesting the certificates to be issued by a re-
spective authority or a neutral independent third party.227 This is because it leaves too 
much room for interpretation which obviously can be exploited. A certificate which is not 
as common as the already mentioned is the acceptance certificate. It can, however, some-
times be requested in documentary credits issued in China.228 It is a certificate issued by the 
importer once the goods have arrived, naturally this makes the exporter dependant on the 
importer, contrary to the purpose of a documentary credit.229 A demand for an acceptance 
certificate should therefore be resisted by the exporter.230 

3.4 The Doctrines of Documentary Credits  

3.4.1 The Doctrine of Strict Compliance and the Doctrine of Autonomy 
There are two principles which are fundamental to the documentary credit, the doctrine of 
strict compliance and the doctrine of autonomy. The rules which govern documentary 
credits are all somewhat founded on these principles. The first principles, the doctrine of 
strict compliance regulates the requirements of the presented documents, and consequently 
also under which circumstances the bank is entitled to reject the tendered documents due 
to discrepancies. The doctrine states that: “[t]here is no room for documents which are al-
most the same, or which will do just as well.”231 Consequently, the documents have to 
strictly comply with the terms and conditions of the credit. The second doctrine is the doc-
trine of autonomy.232 It states that the documentary credit is completely independent from 
the underlying contract of sales as well as all other related contracts.233 The doctrine secures 
that the bank does not become a form of an arbitrator of disputes between the exporter 
and the importer, and that payment is made regardless of possible disputes related to the 
underlying contract.234 This is an essential element of the nature of the documentary credit.  

The banks obligation to examine the documents is affected by the doctrine of autonomy. 
The bank should as mentioned examine the documents with reasonable care and establish 
that they on their face comply with the terms and conditions of the credit.235 What consti-
                                                
226 Grath, p. 64. 

227 See UCP Art. 20 a. 

228 Goodwin & Casden, pp. 30–35 and information received from Juliette Lascoux, SEB AB, 12 April 2005. 

229 See Goodwin & Casden, pp. 30–35. 

230 See Arma Far East Ltd v. Uni Fit Garment Factory Ltd [2002] HKEC 1038 and Fung, pp. 178–179 for dis-
cussion of the applicant requesting documents which enables the applicant to incorporate discrepancies. 

231 Equitable Trust Company of New York v. Dawson Partners Ltd [1927] 27 Ll.L Rep. 49. 

232 The doctrine of autonomy is also known as the doctrine of separability or the doctrine of independence. 

233 UCP Art. 3 and 4. See Bridge, p. 270 and NJA 1978 p. 728 for examples on how the principle is applied. 

234 Ramberg, p. 142. 

235 See UCP Art. 13 a and sec. 3.3.2.4. 



 Documentary Credits 

 33

tutes reasonable care can vary depending on the circumstances. Yet, it is recognized that it 
is the reasonable care of a banker, and that there is no demand for expert knowledge into 
the specific business which underlines the documentary credit.236 The bank is therefore not 
expected to be accustomed to different trade customs. Further it is recognized that the ref-
erence in the rules to the fact that the documents on their face should comply, means that 
the bank do not have to consider for example whether the goods represented by the docu-
ments actually has been shipped and are in the right condition or whether the documents 
are genuine and the signatures are authentic.237 According to the doctrine of autonomy the 
bank should in fact not at all take these factors into consideration. This secures the under-
lying intention of the documentary credit, namely to provide the exporter with payment 
without any influence by the importer. The doctrine of strict compliance on the other 
hand offers the importer protection by securing that payment is not made to the exporter 
unless documents strictly comply with the terms that the importer has stated in the credit. 

The UCP has specific articles which refer to the separation of the documentary credit from 
other provisions.238 However, there is no article which expressly states that the compliance 
should be strict. Nevertheless, the UCP states that the complains should be in line with the 
international standard banking practice as reflected in the rules, and there are then specific 
articles covering different documents as well as how certain expressions should be under-
stood.239 For example, the rules state that for documents to be considered correct the de-
scription of the goods in the commercial invoice has to correspond with the description in 
the credit and the term “approximately” allows for a 10 percent margin between the 
amount specified in the documents and the amount specified in the credit.240 In addition the 
ISBP can be used when determining if documents should be considered to strictly comply 
with the conditions of the documentary credit. The ISBP documents the international 
practice of banks in relation to examination in greater details than the UCP. The ISBP for 
instance covers issues of plain typing errors as well as it provides more detail to the relevant 
rules in the UCP.241 Despite the rules in the UCP, covering the doctrine of strict complains 
and the doctrine of autonomy there is no clear line on what is and what is not acceptable 
under the doctrines. In the end it is left to the relevant court to decide.242   
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3.4.2 Discrepancies and Rejection 
Documentary credit disputes often involve questions of whether a rejection or an accep-
tance of documents has been in line with the doctrine of strict compliance. Discrepancies 
between the documents and the credit are often found to be cause for rejection in view of 
the strict compliance obligation. The doctrine of strict compliance is illustrated by the Eng-
lish case Equitable Trust Company of New York v. Dawson Partners Ltd.243 In the case the 
credit required a certificate of quality issued by experts, the court held that the tendered 
certificate of quality which was issued by one expert was not compliant with the credit. 
Another English case where the compliance strictness is handled is the J.H Rayner & co 
Ltd v. Hambro’s Bank Ltd.244 The documentary credit called for a bill of lading covering a 
shipment of coromandel groundnuts and the presented bill of lading referred to machine-
shelled groundnut kernels C.R.S. The court stated that the bank had correctly rejected the 
documents since they did not on their face strictly comply with the credit conditions. It is 
apparent that the exporter has to be careful when preparing the documents. The exporter 
also has to consider the fact that the bank is not expected to have special knowledge in the 
relevant business. In the last case the descriptions made were actually synonymous, but the 
bank did not comprehend that.  

The doctrine of strict compliance obviously calls for the banks to examine that the docu-
ments are strictly meeting the requirements of the credit. Discrepancies in the documents 
consequently mean that the tender is bad and that the documents should be rejected by the 
bank. This is obviously true even if the documents are just ambiguous. Yet the principle is 
not to be taken into extremes and the bank has to be rational. In the Hing Yip Hing Fat 
Co Ltd v. The Daiwa Bank Ltd245 case the Hong Kong court stated that the fact that the 
applicant was referred to as Cheergoal Industrial Ltd in one of the documents when the 
credit instead stated Cheergoal Industries Ltd did not render the documents discrepant. In 
another case246 the document presented had references to general conditions which were to 
be found on the reverse side, but the reverse side on the tendered document was blank. The 
court held that the document still was not to be considered as non-compliant.  

There are obviously differences in the way courts apply and interpret the doctrine of strict 
compliance. The strictness can therefore vary depending on the jurisdiction in which the 
documents are examined.247 When the bank is deciding if the documents should be rejected 
or not they should follow international practise, in spite of this, the required condition of 
the presented documents vary in different countries. This is understandable since a bank 
will naturally follow the view of the national court. The bank also takes other considera-
tions when they examine the documents. The risk of not being reimbursed by the appli-
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cant if they pay against documents that can be deemed to be non-compliant is naturally 
considered.248 Although this is in a way balanced by the risk of being sued by the benefici-
ary if the bank refuses to pay against documents that are found to be compliant. However, 
the applicant is the bank’s client and therefore banks are likely to side with the applicant in 
uncertain cases. 

Chinese courts and banks are considered to be strict in there demand for complete docu-
mentary compliance. 249 Simple typing errors are regarded as discrepancies even when the 
meaning of the word remains clear. This very strict Chinese bank practice has been some-
what lightened over the last years.250 A problem that still is relevant is that Chinese banks 
are known to take great consideration to their clients, and even go so far as sending the 
documents to the client and ask for approval to pay.251 Letting the importer examine the 
documents is contrary to the nature of the documentary credit. It is the bank alone which 
should examine the documents. The documents should only be presented to the importer 
in case of waivers, not as a way of allowing the importer to identify discrepancies in the 
tendered documents.252 This practice can lead to the situation that in a case where the im-
porter for some reason wants to evade or delay the underlying trade he can reject docu-
ments for discrepancies that actually are not cause for rejection. 

The documentary credit practise of Chinese banks varies within the country. In general, 
the risk of banks not following the international practice as stated in the UCP is higher in 
the inner and north-eastern part of China.253 This is probably because these banks are less 
experienced in handling export payment. The exporter should therefore consider not just 
the financial standing of the bank which issues the credit but also the bank’s experience of 
handling documentary credits. Credits issued by smaller banks and regional offices expose 
the exporter to greater risks.   

One of the main elements of the documentary credit is that the exporter receives payment 
only after conforming document has been presented. According to the strict compliance 
rule these documents are strictly required to confirm with the terms and conditions of the 
documentary credit. In more than 50 percent of documentary credits transaction the 
documents first tendered actually do not fulfil the strict requirements.254 The importer usu-
ally waives these discrepancies and the exporter receives payment anyway. The strict com-
pliance rule has because of these circumstances been criticized as being easily exploited as a 
tool that banks can use to dishonour when the importer does not want the goods.255 The 
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exporter consequently has to carefully make sure that the documents comply with the re-
quirements of the credit, especially when he fears that the buyer for some reason does not 
want the goods. 

3.4.3 Fraud and Injunctions 
The doctrine of autonomy secures that the documentary credit transaction is separated 
from the underlying contract of sales. This principle is of course of great relevance in case 
of disputes concerning the contract of sales. It is also an important factor in documentary 
credit disputes. If there is a dispute between the exporter and the importer this should be 
disregarded by the bank handling the documentary credit and if there is a dispute concern-
ing the documentary credit no consideration to the underlying transaction is allowed. 
However, there is an exception to the doctrine, the so called fraud exemption.256  

The UCP has no specific rules regulating fraud or the fraud exemption to the doctrine of 
autonomy, except a rule simply stating that banks do not accept any liability in case of 
fraud.257 It is therefore left to the courts to regulate issues concerning fraud. This has led to 
varying interpretations in different jurisdiction on what exactly the fraud exemption en-
tails.258 In the UCC fraud is expressly regulated.259  

The fraud exemption is illustrated in Sztejn v. J. Henry Schroder Banking Corporation.260 
In this American case the exporter had documents which on their face were in line with 
the conditions of the credit, but instead of shipping the goods the exporter had shipped 
rubbish. The court held that since the exporter’s fraud had been called to the banks atten-
tion before payment, the banks obligation not to consider to the underlying contract 
should not be extended to cover the exporter’s fraudulent behaviour. Another relevant case 
is United City Merchants (Investments) Ltd v. Royal Bank of Canada.261 The presented bill 
of lading had falsely been dated to a day before the true date in order to conform to the 
documentary credit requirements. It was a third party which had modified the date and the 
fraud exemption was as a result found not to be applicable since the exporter had no 
knowledge of the fraudulent behaviour. The standard of proof of fraud is high and in fact 
banks usually will still pay the exporter unless there is a court order confirming the fraud 
and prohibiting payment under the credit.262  

Because of the nature of the documentary credit the risk of fraud is always present. This is 
because the documentary credit is based on documents and these are very susceptible to al-
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teration and forgery. It is usually the bank and the importer which are at risk of fraud in 
connection to a documentary credit. Nevertheless, the exporter can also be at risk for 
fraud, for example if a third party like a carrier or a loading broker without the involve-
ment or the knowledge of the exporter commits fraud.263 Documentary credit fraud can 
also be perpetrated by the importer.264 However the fraud exception does not apply if the 
exporter is not involved and the fraudulent party is purely the importer or a third party.265 
Consequently the exporter is still allowed payment under the credit and therefore the ex-
porter suffers no loss as a result of the fraud.  

The most frequent ground for an injunction against payment under a documentary credit 
is fraud,266 and as already mentioned banks usually require an order from a court before 
they refuse payment under a documentary credit. There is no need for an injunction if the 
documentary credit is revocable. An injunction is a court order which requires a party to 
refrain from taking certain actions. In connection to a documentary credit it can for exam-
ple be an order restraining the bank from making payment under the credit to the exporter 
or an order preventing the exporter to present documents and claiming payment. The 
treatment and requirements of an injunction varies in different jurisdiction, but in most ju-
risdictions courts are reluctant to grant injunction.267 This is because it diminishes the 
documentary credit as a payment method.  

In China the doctrine of autonomy as well as the fraud exemption has been assured in the 
Supreme Court Memorandum Concerning Economic Disputes involving Foreign Ele-
ments. 268 It states that the contract of sales is separate from the financing of the contract, 
and it excepts circumstances where sufficient evidence of fraud is present. The doctrine and 
the fraud exemption are illustrated in Heilongjiang Guoji Gogchenh Jishu Hezuo Group v. 
Hualong Construction.269 In the case the exporter had received payment under a documen-
tary credit after he tendered compliant documents. The importer was dissatisfied with the 
quality of the goods and therefore believed that payment should not have been made. Con-
sequently, the importer refused to reimburse the bank, which then sued its client. The im-
porter stated that the lack of quality constituted fraud and that payment as a result should 
not have been made due to the fraud exemption. The Chinese court declared that the con-
tract of sales and the documentary credit were separate contracts and lack of quality was 
not a matter that could affect the obligation to pay under the credit. This court statement is 
in line with international practice. The decision from the Chinese court is of great rele-
vance. This is because in transactions where a deferred payment documentary credit is used 
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Chinese importers often claim that there is a lack of quality of the received goods.270 This 
can be a way of trying to evade or delay payment. The Chinese court clearly stated that 
such actions are not acceptable. 

Chinese courts are in general relatively liberal in there views of granting injunctions.271 The 
reasons for courts to grant injunctions are sometimes feared to be a form of local protec-
tionism, meaning that the local courts issue injunctions to shield local traders and banks 
which are unable to pay under the documentary credit.272 The number of Chinese injunc-
tions is actually known to increase in times where the market price for commodities has 
fallen.273 This situation affects the standings of Chinese banks as issuing banks in a negative 
way. The problem of injunctions have been addressed in circular issued by the Supreme 
Court and Chinese banks have also together approached the Supreme Court an expressed 
their concern.274 The problem is primarily in lower courts and consequently the best action 
for an exporter, whose payment has been subject to an injunction, is to appeal to a higher 
court. 

A recent case in Hong Kong275 illustrates the issues present in China when it comes to in-
junctions, the doctrine of autonomy and the fraud exemption. The Bank of China in 
Zhejiang, China, had issued a documentary credit in favour of a company in Hong Kong. 
This credit was then used as security and a back-to-back documentary credit was issued by 
the Hong Kong based bank Rabobank, in favour of a company in Malaysia. The dispute 
that was subject to courts proceedings in Hong Kong arose from whether the documents 
had discrepancies or not. The Bank of China found the presented documents non-
compliant and therefore rejected the documents, while Rabobank had found the document 
confirming and made payment on the back-to-back credit. However, underlying this case 
was also an injunction decision issued by a court in China276 preventing the Bank of China 
from making payment under the documentary credit. The injunction was connected to a 
separate transaction in which the Hong Kong company was accused of presenting fraudu-
lent documentations. The Bank of China was not a party to that transaction but still it was 
prevented from making payment to Rabobank. This even though there was no suggestion 
that the documents under dispute in Hong Kong were fraudulent. The Chinese court ob-
viously interprets the fraud exemption as being applicable in case of fraud allegations even 
in unrelated transactions. In view of the injunction it would have been illegal for the Bank 
of China to make payment under the credit. The Chinese injunction in connection with 
the fact that the Hong Kong court found Chinese law to be the governing law of the 
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documentary credit had a seriously negative effect for Rabobank. It is clear that this Chi-
nese decision is detrimental for the standings of Chinese banks in international trade fi-
nance.277 
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4 Alternative Methods of Payment 

4.1 Collection Arrangement 
Collection arrangement is a payment method which is used in international trade. It can be 
divided into clean collection and documentary collection. The difference is that while the 
documentary collections include commercial documents the clean collection’s only docu-
ment is a bill of exchange.278 Both these types of collection are regulated in the Uniform 
Rules for Collections.279 In the URC the international bank practise of collection is codi-
fied. It includes rules which cover the form of the collection, the procedure involved as 
well as the responsibilities and liabilities of the parties.  

Collection is the handling by banks of documents, in accordance with instructions, in or-
der to obtain payment or acceptance or deliver documents against payment, acceptance or 
other terms and conditions.280 The basic procedure of a documentary collection is that the 
exporter after shipping the goods assembles the relevant documents, including a transport 
document, and then turns these and a draft over to a bank acting as an agent for the ex-
porter. The exporter instructs the bank on the details of the collection in a collection form 
and the bank then prepares a collection order. Together with the order the bank sends the 
documents and the draft to a bank in the importers country. This bank, which also acts as 
agent, notifies the importer that the documents are available and after payment or accep-
tance the documents are released to the importer.281 In case of a clean collection the docu-
ments are sent directly to the importer and only the draft is presented through the bank.282 
The parties involved in a documentary collection are consequently firstly the exporter, also 
known as the drawer or the principal, and the importer, which is called the drawee.283 Sec-
ondly, the banks involved are the remitting bank, which is the bank the exporter assigns to 
handle the collection, and the collecting or presenting bank, which is the local bank in the 
importer’s country which presents the documents and collects the acceptance or pay-
ment.284  

There are two forms of a documentary collection: the documents against payment and the 
documents against acceptance. The difference refers to what is required by the importer in 
order for him to obtain the documents. In the documents against payment collection the 
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bank releases the documents to the importer against payment.285 When the collection 
documents against acceptance is used the importer is given credit and consequently the 
documents are released as the time draft is accepted.286 When the importer accepts the draft 
he accepts an unconditional legal obligation to pay according to the terms of the draft.287 
Even in case of document against payment collection a draft is often used.288 The draft is 
then payable at sight and not at a future time.  

The exporter controls the collection arrangement by given instructions to the banks, 
which are only allowed to act in accordance with these instructions.289 The instructions are 
usually given in a collection form and this is consequently a vital document in the collec-
tion transaction.290 The instructions should for example include details of the parties in-
volved, a list of the relevant documents and action in case of non-payment or non-
acceptance.291 The instructions should of course also state under which circumstance the 
documents should be released, i.e. whether it is a documents against payment or documents 
against acceptance collection.292  

The documents that the exporter sends to the bank usually include a commercial invoice, a 
bill of lading and a certificate of origin. The remitting bank has no obligation to examine 
the documents except to make sure that they are as listed in the instructions.293 Neither the 
collecting bank has any obligation to examine the documents before advising the importer 
that the documents are available. The collecting bank nevertheless should check that it has 
received a complete set of documents.294 The collecting bank is required to advise the remit-
ting bank immediately of payment, acceptance, non-payment or non-acceptance, the advice 
should include details about the circumstances.295 This helps the exporter to decide how he 
should proceed. For example in case of payment, to ship more goods and sell the possible 
foreign currency or in case of non-payment, to withhold further shipment and take action 
to protect the value of the goods by arranging possible storage and re-sale.296 When the im-
porter pays or accepts the documents are forwarded to him and he can take possession of 
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the goods. Once the collecting bank receives the money the bank will transfer it to the re-
mitting bank, which will credit the exporters account. If the collecting bank does not fol-
low the instructions and releases the documents to the importer without payment or ac-
ceptance, it is liable for damages.297 

A refusal by the importer to pay or accept the bill of exchange constitutes a breach of the 
underlying contract of sales.298 The situation is somewhat different if the importer refuses 
to pay a bill of exchange which he previously has accepted. In this case the importer also is 
in breach of the financial obligation represented by the bill of exchange.299 A bill of ex-
change can be protested. A protest is a form of a certificate of non-payment made by a no-
tary public or another qualified person.300 Getting a bill of exchange protested allows the 
exporter to base a claim on the bill of exchange without reference to the underlying con-
tract.301 The need and advantages of protesting a bill of exchange differs depending on the 
jurisdiction. In China it is necessary to obtain a protest in order to claim recourse for non-
payment, but there is no need for a specific person to make the protest, a certificate from 
the party who refuses payment or acceptance is satisfactory. 302 

The collection arrangement is obviously different from the documentary credit in a num-
ber of ways. The first difference is that if collection arrangement is used as the payment 
method it is the exporter which arranges the collection and gives instructions to the bank. 
In relation to the documentary credit it is the importer who applies for the credit. This dif-
ference is not essential for the exporter since in most cases the details are handled in the 
contract of sales. Additionally, in case of the documentary credit the exporter gets to exam-
ine the credit before handing over the documents. The main difference between the docu-
mentary credit and the collection arrangement is however that collection does not offer the 
same security for the exporter. A collection arrangement does not assure the exporter of 
payment. Even though goods are shipped and documents are in order there is still the risk 
of non-payment. The exporter consequently has to bear the risk that the importer does not 
pay or accept the documents. In a documentary credit the bank assures payment if correct 
documents can be presented, while the banks involved in a collection has no independent 
legal obligation to pay and is only responsible for their negligence. 

The security offered to the exporter in case of a collection arrangement is that the control 
of the documents and therefore the goods are retained until payment or acceptance has 
been received. Although once the goods have been shipped this security is often of little 
comfort. Another issue is that if the transport method used involves transport documents 
which do not have title document status there is still a risk that the importer can get pos-
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session of the goods before payment. In China goods transported by air can often be 
claimed just with a copy of the air waybill.303  

The risk is even greater when the protection of the documents only exists until acceptance 
instead of payment, i.e. when the documents against acceptance collection is used. A draft 
does not guarantee payment and in case of dishonour the exporter is without both pay-
ment and goods. The accepted draft nevertheless provides a form of moral security. It can 
be used as a way for the bank in the importer’s country to exert pressure on the importer. 
If the exporter is not willing to take the risk that the importer dishonours the draft he can 
ask a bank in the importer’s country to guarantee the payment of the bill of exchange.304  

The advantages for the exporter of using a collection arrangement instead of a documen-
tary credit as payment method is that it is less expensive and less time consuming. The 
bank assumes no risk and consequently the fees are kept down. The costs are also less be-
cause the collection arrangement procedure is simpler and therefore the administration 
needed is reduced compare to the documentary credit. 

4.2 Clean Payment 
There are payment methods which do not involve specific conditions except the actual 
payment. These are the modes that normally are considered when thinking of payment. 
These methods have no direct involvement by banks instead it involves a simple invoice 
transaction. Compared to payment modes involving document conditions a clean payment 
is simple and involve a minimum amount of administration and bank fees.  

4.2.1 Payment in Advance 
Payment in advance means that the importer pays before the goods are shipped. After 
shipment the exporter sends the documents directly to the importer. When payment in ad-
vanced is used the exporter takes no risk,305 and consequently it is the most advantageous 
payment method for the exporter. The method is used to ensure payment when trading 
with importers which are considered risky, for example because of unknown creditworthi-
ness. In order for the seller to get the importer to agree to payment in advance the exporter 
has to have a good bargaining position.306 Additionally, since the importer has to bear seri-
ous risks, the exporter has to be considered by the importer as a reliable party. An alterna-
tive which offers more balance is to have partial advance payment. A percentage of the to-
tal contract value is then paid in advance while the rest is paid by means of another pay-
ment method.  
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Payment is in most circumstances transferred through the parties’ respective banks. The 
usual way is by simple bank transfer, payment by check is no longer a common payment 
form.307 Basically all international transfers between banks are nowadays made by SWIFT 
transfer, and not mail or telegraphic transfer.308 SWIFT is an international inter-bank com-
puter network for payment and notifications.309 The system has shortened the processing 
time for international bank transfers,310 which is preferable for the exporter since actual use 
of the payment amount is received faster. In relation to China it is important to remember 
that according to Chinese foreign-exchange regulations the currency is only convertible for 
trade transactions. In case of advance payment this is not always easy for the importer to 
prove. Many banks in China are affiliated to SWIFT.311 

4.2.2 Payment over Open Account 
If the exporter and importer have agreed to use payment over open account the exporter 
ships the goods and sends the transport documents and an invoice directly to the importer. 
The importer later pays at the agreed time. Payment is, like in case of payment in ad-
vanced, made by some form of bank transfer. Payment over open account consequently of-
fers credit to the importer, which obviously puts the exporter at risk. This is the least fa-
vourable payment method for the exporter.312  

The exporter should only accept payment over open account under certain circumstances. 
He should be absolute confident in the importers willingness and ability to pay as well as 
the stability of the importers’ country and the strength of the market of the goods.313 A 
thorough credit check on both the importer and the country of the importer therefore has 
to be carried out. For these reasons payment over open account is normally only used be-
tween parties which have a stable and long trading relationship. Another issue is that due 
to the risk for the exporter, payment over open account should only be used in low-value 
contracts. 

In relation to China an exporter contemplating payment over open account should re-
member that credit reports are not always reliable.314 Another consideration is that because 
of the lack of bank and document involvement in payment over open account enforcement 
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can be difficult. This makes a possible collection of debt procedure become even harder, 
and therefore a local presence in China is advisable when selling over open account.315  

A way to reduce the risk for the exporter in case of payment over open account is to back 
it with a guarantee or a standby documentary credit.316 Another possibility is of course to 
only have part of the contract value paid over open account. The exporter can also obtain 
additional protection be inserting a retention of title clause in the contract of sales. This in-
sures that the exporter will retain the property in the goods until a certain event, usually 
until he receives payment.317 It is necessary to make sure that the clause is recognized and 
effective in the jurisdiction where the goods are to be delivered, in some jurisdictions reten-
tion of title clauses are not valid.318 In China a retention of title clause in a contract of sales 
is valid.319 

 

                                                
315 Goodwin & Casden, pp. 30–35 See sec. 2.3 for discussion about dept collection in China. 

316 Jiménez, p. 116. 

317 See Jiménez, p. 69. 

318 Ramberg, p. 46. 

319 Contract Law of the PRC Art. 134. See Scheil, pp. 1–2. 
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5 Conclusions 
Trade always involves risks, however these risks are amplified when trade is conducted in-
ternationally. The commercial risk for the exporter is the risk of non-payment or late 
payment. This risk is harder to control when conducting cross-border trade than when 
trading domestically. The risk can be handled by using an appropriate payment method. 
The exporter should therefore in the contract of sales make sure that the payment method 
used is stated and that it offers sufficient protection. Which payment method to use de-
pends on the circumstances in the particular trade transaction. Factors for the exporter to 
consider are for example, the importer’s creditworthiness, the possibilities to offer credit, 
the stability of the country where the importer is situated and the competitiveness of the 
market.  

In all circumstances payment in advance is the most advantageous for the exporter. This 
method is on the other hand often not acceptable for the importer. The second best alter-
native for the exporter to receive and secure payment is by using a documentary credit. 
The documentary credit protects the exporter against the risk that the importer cannot or 
will not fulfil his payment obligation. The security is achieved by the fact that one or more 
banks adds its promise to pay and consequently bears the final risk of non-payment. The 
exporter will receive payment providing of course that he fulfils his obligations. To be sure 
that the documentary credit offers the desired effect the exporter has to consider certain is-
sues which can be significant for him. These include actions that the exporter should take 
during the negotiations and the drafting of the contract of sales as well as during the docu-
mentary credit procedure. These actions will counteract relevant risks and problems con-
nected to the documentary credit instrument. 

The first thing for the exporter to consider is that the security offered by the documentary 
credit is dependent on banks and therefore the financial standings of the bank which opens 
the credit is of great importance. If the financial standing is questionable or if the issuing 
bank in general is not reliable the documentary credit will not serve its purpose of offering 
security to the exporter. If this problem occurs the exporter should not agree to payment 
under the documentary credit or alternatively insist on getting the credit confirmed. A 
confirmation by a bank in the exporter’s country is the solution which is most often used. 
However, it is important to remember that confirmation implies more costs and conse-
quently only should be made when necessary and not as an additional guarantee. If the for-
eign issuing bank is an international reputable bank then the extra costs are not defendable. 
Another reason for using a confirmed documentary credit is the standings of the importer’s 
country. Situations can happen where the issuing bank is restrained form honouring the 
credit, it can be due to for example government regulations or court orders.  

The exporter can address the subject of the issuing bank and the possible need for a con-
firmed documentary credit during negotiations of the contract of sales with the importer. 
The terms of payment can for example state that the credit is to be opened by a particular 
bank or if this is not possible that the type of documentary credit should be a confirmed 
credit. The exporter should in general try to regulate as much as possible in regards to the 
documentary credit in the payment clause in the contract of sales. If not, the importer gets 
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too much influence over how the documentary credit should be composed. It will also save 
the time of having to amend the credit after it already has been issued.  

One of the things that the exporter should try to ensure when negotiating with the im-
porter is that the documents used are suitable for the transaction. This will help to avoid a 
number of problems which will jeopardize the documentary credit transaction. The re-
quired documents have to be chosen so that they complement the aspects of the contract of 
sales, especially the trade terms. A credit should in general not include documents which is 
dependent on circumstances that are out of the exporter’s control. Requesting an onboard 
bill of lading when the FOB-term is used or demanding an acceptance certificate are exam-
ples of document conditions which the exporter have to resist to assure that the documen-
tary credit serve its intention.  

As a general rule the exporter should try to keep the number of documents required under 
the credit to a minimum. On the other hand the importer’s security is dependent on the 
documents and therefore it is understandable that for instance different certificates are of-
ten demanded. For the exporter the risk of discrepancies is directly connected to the num-
ber of documents that are required to be presented. Discrepant documents can be detri-
mental for the exporter. This is because if the bank finds the tendered documents to be 
non-compliant the importer usually has to waive the discrepancies in order for the bank to 
make payment to the exporter. This again makes payment dependent on the importer 
which is contradictory to the nature of the documentary credit. Discrepancies can be used 
by the importer as an opportunity to bargain on the price as well as a way to try to delay 
or evade payment.  

The risk relevant to discrepancies can be avoided by the exporter by controlling which 
documents that are requested under the credit and also by making sure that the documents 
which are used are simple, clear and not dependent on unspecified parties. Naturally the 
exporter cannot accept documents which he cannot produce. Besides controlling the issue 
under the negotiations, the exporter should carefully examine the documentary credit after 
it has been issued and advised to him to make sure that he can comply with all require-
ments. Another way for the exporter to minimise the risk connected to discrepancies is by 
being very attentive when assembling the documents. These actions by the exporter are 
very important because in case of having to ask for waivers the documentary credit is re-
duced to give the security of an open account payment. This situation is actually worse 
than payment over open account because the costs of the documentary credit are still pre-
sent. 

Regardless of how careful the exporter is in his handling with the credit and the required 
documents it is not possible to have complete control. This is because documents which 
are crucial for the documentary credit is often prepared by third parties, such as carriers 
and loading brokers. Another issue is that sometimes the exporter feels that since discrep-
ancies usually are waived there is no need to take these actions. The high risk of discrepan-
cies can be an argument for the use of another payment method, namely the collection ar-
rangement. This method is both simpler to handle and less expensive. Therefore exporters 
who are unsuccessful in their document handling should instead of asking for a documen-
tary credit to be opened ask for payment by collection arrangement. This is not completely 
accurate since the documentary credit offers the security that in case compliant documents 
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are presented the exporter gets paid, this is not true for collection arrangements. The ex-
porter could as a result in cases where there is an increased risk that the importer will not 
waive discrepancies, for example if the market price drops, take extra care and make sure 
that the documents are compliant with the documentary credit. 

The collection arrangement is not that favourable for the exporter. This is because that 
even if the importer is creditworthy there is still the risk that the importer changes his 
mind and will not accept the shipped goods. This risk is of course especially relevant when 
the market price has decreased. Compared to payment over open account the collection ar-
rangement offers the exporter more security. The control of the documents and conse-
quently the goods are retained until payment or acceptance. Another advantage is that the 
bank’s involvement can be used to exert pressure on the importer if he does not fulfil his 
contract obligation. When it comes to the clean collection this is comparable to payment 
over open account and the only difference is that a bill of exchange is used. A bill of ex-
change in reality does not offer any extra security, but it can be useful when having to 
claim recourse because of non-payment. 

In relation to exporters trading with China the general problems and risks discussed as well 
as the solutions to these are of outmost importance. However there are also specific prob-
lems and risks that are connected to China. Open account should not be considered when 
trading with unknown importers, mainly because of the difficulties to collect debts and en-
force claims, but also because it is hard to get trustworthy credit reports. The best way is 
therefore to, at the beginning of a trading relationship, request payment methods which of-
fers good security against the commercial risk. Payment in advance is often not possible 
because of the competitiveness of the market and if this is true the exporter should demand 
payment by documentary credit.  

In relation to documentary credits issued in China there are some specific risk and prob-
lems which the exporter should take into consideration. The first thing is that the risk of 
the documents being considered as non-compliant is higher than what is normal. Chinese 
banks are often very strict when they examine the tendered documents, even simple typing 
errors can be deemed as discrepancies. This can be the result of for instance the Chinese 
cultural or simple language problems, but the situation can also be due to that fact that 
Chinese banks are prone to take a great deal of consideration to their clients. These issues 
lead to the fact that it is advisable for the exporter to get the credit confirmed by a bank 
outside of China. Chinese banks in general do not allow their credits to be confirmed. 
Therefore the exporter has to arrange a silent confirmation. The fact that the confirmation 
has to be silent does not matter for the exporter, it is instead the confirming bank which 
takes an additional risk.  

A problem of concern is the risk that a Chinese court issues an injunction against the 
documentary credit, this prevents the exporter from receiving payment under the credit. 
These injunctions can be a way for local courts to help local traders and banks which for 
some reason do not want to or cannot fulfil their documentary credit obligations. There is 
nothing that the exporter actually can do to prevent injunctions, but if faced with the 
problem the exporter should appeal. This is usually successful since it is the lower local 
courts which are likely to protect local parties and also because the Chinese Supreme Court 
actually issued statements against this practise.  
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It is clear that in connection to China there are not that many differences in application of 
the different payment methods. The risks and problems of different payment methods are 
consequently more or less the same in China as in other countries. In general it is hard to 
make comparisons as the banks which are involved in the export payment transactions 
does not always follow what is legally considered correct, instead they often take commer-
cial considerations. Overall, and therefore also in connection to China, which payment 
method to use depends on circumstances of the trade, i.e. the trust between the contract 
parties, their financial standings, the stability of the countries involved and the market of 
the relevant goods. The exporter should also take into consideration the costs involved 
with the different payment methods in contrast to the security they offer. A good alterna-
tive can often be to use a combination of different payment modes. In general the best way 
to reduce the commercial risk in international trade is for the exporter to obtain knowl-
edge about different methods of payment as well as attaining facts about the specific coun-
try and counterparty, and then taking action and precautions accordingly. 
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Appendix 1 
 

ICC Uniform Customs and Practice for Documentary Credits (UCP 500), 1993 revi-
sion© 

 

A. General Provisions and Definitions 

Article 1 

Application of UCP 

The Uniform Customs and Practice for Documentary Credits 1993 Revision, ICC Publication No 500, 
shall apply to all Documentary Credits (including to the extent to which they may be applicable, Standby 
Letter(s) of Credit) where they are incorporated into the text of the Credit. They are binding on all par-
ties thereto, unless otherwise expressly stipulated in the Credit. 

Article 2 

Meaning of Credit 

For the purposes of these Articles, the expressions “Documentary Credit(s)” and “Standby Letter(s) of 
Credit” (hereinafter referred to as “Credits(s)”), mean any arrangement, however named or described, 
whereby a bank (the “Issuing Bank”) acting at the request and on the instructions of a customer (the “Ap-
plicant”) or on its own behalf, 

i. is to make a payment to or to the order of a third party (the “Beneficiary”), or is to accept and pay 
bills of exchange (Draft(s) drawn by the Beneficiary, 

or 

ii. authorises another bank to effect such payment, or to accept and pay such tills of exchange (Draft(s), 

or 

iii. authorises another bank to negotiate, against stipulated document(s), provided that the terms and 
conditions of the Credit are complied with. For the purposes of these Articles, branches of a bank in dif-
ferent countries are considered another bank. 

Article 3 

Credits v. Contracts 

a Credits, by their nature, are separate transactions from the sales or other contract(s) on which the 
may be based and banks are in no way concerned with or bound by such contract(s), even if any reference 
whatsoever to such contract(s) is included in the Credit. Consequently, the undertaking of a bank to pay, ac-
cept and pay Draft(s) or negotiate and/or to fulfil any other obligation under the Credit, is not subject to 
claims or defences by the Applicant resulting from his relationships with the Issuing Bank or the Beneficiary. 

b A Beneficiary can in no case avail himself of the contractual relationships existing between the banks 
or between the Applicant and the Issuing Bank. 
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Article 4 

Documents v. Goods/Services/Performances 

In Credit operations all parties concerned deal with documents, and not with goods, services and/or other 
performances to which the documents may relate. 

Article 5 

Instructions to Issue/Amend Credits 

a Instructions for the issuance of a Credit, the Credit itself, instructions for an amendment thereto, 
and the amendment itself, must be complete and precise. In order to guard against confusion and misunder-
standing, banks should discourage any attempt: 

i. to include excessive detail in the Credit or in any amendment thereto; 

ii. to give instructions to issue, advise or confirm a Credit by reference to a Credit previously issued 
(similar Credit) where such previous Credit has been subject to accepted amendment(s), and/or unac-
cepted amendments(s). 

b All instructions for the issuance of a Credit and the Credit itself and, where applicable, all instruc-
tions for an amendment thereto and the amendment itself, must state precisely the document(s) against which 
payment, acceptance or negotiation is to be made. 

B. Form and Notification of Credits 

Article 6 

Revocable v. Irrevocable Credits 

a A Credit may be either 

i. revocable, 

or 

ii. irrevocable. 

b The Credit, therefore, should clearly indicate whether it is revocable or irrevocable. 

c In the absence of such indication the Credit shall be deemed to be irrevocable. 

Article 7 

Advising Bank’s Liability 

a A Credit may be advised to a Beneficiary through another band (the “Advising Bank”) without en-
gagement on the part of the Advising Bank, but that bank, if it elects to advise the Credit, shall take reason-
able care to check the apparent authenticity of the Credit which it advises. If the bank elects not to advise the 
Credit, it must so inform the Issuing Bank without delay. 

b If the Advising Bank cannot establish such apparent authenticity it must inform, without delay, the 
bank from which the instructions appear to have been received that it has been unable to establish the au-
thenticity of the Credit and if it elects nonetheless to advise the Credit it must inform the Beneficiary that it 
has not been able to establish the authenticity of the Credit. 
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Article 8 

Revocation of a Credit 

a A revocable Credit may be amended or cancelled by the Issuing Bank at any moment and without 
prior notice to the Beneficiary. 

b However, the Issuing Bank must: 

i. reimburse another bank with which a revocable Credit has been made available for sight payment, 
acceptance or negotiation - for any payment, acceptance or negotiation made by such bank - prior to re-
ceipt by it of notice of amendment or cancellation, against documents which appear on their face to be in 
compliance with the terms and conditions of the Credit; 

ii. reimburse another bank with which a revocable Credit ha been made available for deferred payment, 
if such a bank has, prior to receipt by it of notice of amendment or cancellation, taken up documents 
which appear on their face to be in compliance with the term and conditions of the Credit. 

Article 9 

Liability of Issuing and Confirming Banks 

a An irrevocable Credit constitutes a definite undertaking of the Issuing Bank, provided that the stipu-
lated documents are presented to the Nominated Bank or to the Issuing Bank and that the terms and condi-
tions of the Credit are complied with: 

i. if the Credit provides for sight payment – to pay at sight; 

ii. if the Credit provides for deferred payment – to pay on the maturity date(s) determinable in accor-
dance with the stipulations of the Credit; 

iii. if the Credit provides for acceptance: 

 a.  by the Issuing Bank – to accept Draft(s) drawn by the Beneficiary on the Issuing Bank  and pay 
them at maturity, 

 or 

 b.  by another drawee bank – to accept and pay at maturity Draft(s) drawn by the Beneficiary on the 
Issuing Bank in the event the drawee bank stipulated in the Credit does not accept Draft(s) drawn on it, or 
to pay Draft(s) accepted but not paid by such drawee bank at maturity; 

iv. if the Credit provides for negotiation – to pay without recourse to drawers and/or bona fide holders, 
Draft(s) drawn by the Beneficiary and/or document(s) presented under the Credit. A Credit should not be 
issued available by Draft(s) on the Applicant. If the Credit nevertheless calls for Draft(s) on the Applicant, 
banks will consider such Draft(s) as an additional document(s). 

b A confirmation of an irrevocable Credit by another bank (the “Confirming Bank”) upon the au-
thorisation or request of the Issuing Bank, constitutes a definite undertaking of the Confirming Bank, in ad-
dition to that of the Issuing Bank, provided that the stipulated documents are presented to the Confirming 
Bank or to any other Nominated Bank and that he terms and conditions of the Credit are complied with: 

i. if the Credit provides for sight payment – to pay at sight; 

ii. if the Credit provides for deferred payment – to pay on the maturity date(s) determinable in accor-
dance with the stipulations of the Credit; 

iii. if the Credit provides for acceptance: 

 a  by the Confirming Bank – to accept Draft(s) drawn by the Beneficiary on the Confirming Bank 
and pay them at maturity,, 
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 or 

 b.  by another drawee bank – to accept and pay at maturity Draft(s) drawn by the Beneficiary on the 
Confirming Bank, in the event the drawee bank stipulated in the Credit does not accept Draft(s) drawn on 
it, or to pay Draft(s) accepted but not paid by such drawee bank at maturity, 

iv. if the Credit provides for negotiation – to negotiate without recourse to drawers and/or bona fide 
holders, Draft(s) drawn by the Beneficiary and/or document(s) presented under the Credit. A Credit 
should not be issued available by Draft(s) on the Applicant. If the Credit nevertheless calls for Draft(s) on 
the Applicant, banks will consider such Draft(s) as an additional document(s). 

c 

i. If another bank is authorised or requested by the Issuing Bank to add its confirmation to a Credit 
but is not prepared to do so, it must so inform the Issuing Bank without delay. 

ii. Unless the Issuing Bank specifies otherwise in its authorisation or request to add confirmation, the 
Advising Bank may advise the Credit to the Beneficiary without adding its confirmation.  

d 

i. Except as otherwise provided by Article 48, an irrevocable Credit can neither be amended nor can-
celled without the agreement of the Issuing Bank, the Confirming Bank, if any, and the Beneficiary. 

ii. The Issuing Bank shall be irrevocably bound by an amendment(s) issued by it from the time of the 
issuance of such amendment(s). A Confirming Bank may extend its confirmation to an amendment and 
shall be irrevocably bound as of the time of its advice of the amendment. A Confirming Bank may, how-
ever, choose to advise an amendment to the Beneficiary without extending its confirmation and if so, 
must inform the Issuing Bank and the Beneficiary without delay. 

iii. The terms of the original Credit (or a Credit incorporating previously accepted amendment(s)) will 
remain in force for the Beneficiary until the Beneficiary communicates his acceptance of the amendment 
to the bank that advised such amendment. The Beneficiary should give notification of acceptance or rejec-
tion of amendment(s). If the Beneficiary fails to give such notification, the tender of documents to the 
Nominated Bank or Issuing Bank, that conform to the Credit and to not yet accepted amendment(s), will 
be deemed to be notification of acceptance by the Beneficiary of such amendment(s) and as of that mo-
ment the Credit will be amended. 

iv. Partial acceptance of amendments contained in one and the same advice of amendment is not al-
lowed and consequently will not be given any effect. 

Article 10 

Types of Credit 

a All Credits must clearly indicate whether they are available by sight payment, by deferred payment, 
by acceptance or by negotiation. 

b 

i. Unless the Credit stipulates that it is available only with the Issuing Bank, all Credits must nominate 
the bank (the “Nominated Bank”) which is authorised to pay, to incur a deferred payment undertaking, to 
accept Draft(s) or to negotiate. In a freely negotiable Credit, any bank is a Nominated Bank 

Presentation of documents must be made to the Issuing Bank or the Confirming Bank, if any, or any 
other Nominated Bank. 

ii. Negotiation means the giving o value for Draft(s) and/or document(s) by the bank authorised to ne-
gotiate. Mere examination of the documents without giving of value does not constitute a negotiation. 



 Appendix 

 59

c Unless the Nominated Bank is the Confirming Bank, nomination by the Issuing Bank does not con-
stitute any undertaking by the Nominated Bank to pay, to incur a deferred payment undertaking, to accept 
Draft(s), or to negotiate, Except where expressly agreed to by the Nominated Bank and so communicated to 
the Beneficiary, the Nominated Bank’s receipt of and/or examination and/or forwarding of the documents 
does not make that bank liable to pay, ton incur a deferred payment undertaking, to accept Draft(s), or to ne-
gotiate. 

d By nominating another bank, or by allowing for negotiation by any bank, or by authorising or re-
questing another bank to add its confirmation, the Issuing Bank authorises such bank to pay, accept Draft(s) 
or negotiate as the case may be, against documents which appear on their face to be in compliance with the 
terms and conditions of the Credit and undertakes to reimburse such bank in accordance with the provisions 
of these Articles. 

C.  Liabilities and Responsibilities 

Article 13 

Standard for Examination of Documents 

a Banks must examine all documents stipulated in the Credit with reasonable care, to ascertain 
whether or not they appear, on their face, to be in compliance with the terms and conditions of the Credit. 
Compliance of the stipulated documents on their face with the terms and conditions of the Credit, shall be 
determined by international standard banking practice as reflected in these Articles. Documents which appear 
on their face to be inconsistent with one another will be considered as not appearing on their face to be in 
compliance with the terms and conditions of the Credit. 

Documents not stipulated in the Credit will not be examined by banks. If they receive such documents, they 
shall return them to the presenter or pass them on without responsibility. 

b The Issuing Bank, the Confirming Bank, if any, or a Nominated Bank acting on their behalf, shall 
each have a reasonable time, not to exceed seven banking days following the day of receipt of the documents, 
to examine the documents and determine whether to take up or refuse the documents and to inform the 
party from which it received the documents accordingly. 

c If a Credit contains conditions without stating the document(s) to be presented in compliance 
therewith, banks will deem such conditions as not stated and will disregard them.  

Article 14 

Discrepant Documents and Notice 

a When the Issuing Bank authorises another bank to pay, incur a deferred payment undertaking, ac-
cept Draft(s), or negotiate against documents which appear on their face to be in compliance with the terms 
and conditions of the Credit, the Issuing Bank and the Confirming Bank, if any, are bound: 

i. to reimburse the Nominated Bank which has paid, incurred a deferred payment undertaking, ac-
cepted Draft(s), or negotiated, 

ii. to take up the documents. 

b Upon receipt of the documents the Issuing Bank and/or Confirming Bank, if any, or a Nominated 
Bank acting on their behalf, must determine on the basis of the documents alone whether or not they appear 
on their face to be in compliance with the terms and conditions of the Credit. If the documents appear on 
their face not to be in compliance with the terms and conditions of the Credit, such banks may refuse to take 
up the documents. 

c If the Issuing Bank determines that the documents appear on their face not to be in compliance with 
the terms and conditions of the Credit, it may in its sole judgment approach the Applicant for a waiver of the 
discrepancy(ies). This does not, however, extend the period mentioned in sub-Article 13 (b). 
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d 

i. If the Issuing Bank and/or Confirming Bank, if any, or a Nominated Bank acting on their behalf, 
decides to refuse the documents, it must give notice to that effect by telecommunication or, if that is not 
possible, by other expeditious means, without delay but no later than the close of the seventh banking day 
following the day of receipt of the documents. Such notice shall be given to the bank from which it re-
ceived the documents, or to the Beneficiary, if it received the documents directly from him. 

ii. Such notice must state all discrepancies in respect of which the bank refuses the documents and must 
also state whether it is holding the documents at the disposal of, or is returning them to, the presenter. 

iii. The Issuing Bank and/or Confirming Bank, if any, shall then be entitled to claim from the remitting 
bank refund, with interest, of any reimbursement which has been made to that bank.  

e If the Issuing Bank and/or Confirming Bank, if any, fails to act in accordance with the provisions of 
this Article and/or fails to hold the documents at the disposal of, or return them to the presenter, the Issuing 
Bank and/or Confirming Bank, if any, shall be precluded from claiming that the documents are not in com-
pliance with the terms and conditions of the Credit. 

f If the remitting bank draws the attention of the Issuing Bank and/or Confirming Bank, if any, to 
any discrepancy(ies) an the document(s) or advises such banks that it has paid, incurred a deferred payment 
undertaking, accepted Draft(s) or negotiated under reserve or against an indemnity in respect of such discrep-
ancy(ies),  the Issuing Bank and/or Confirming Bank, if any, shall not be thereby relieved from any of their 
obligations under any provision of this Article. Such reserve or indemnity concerns only the relations be-
tween the remitting bank and the party towards whom the reserve was made, or from whom, or on whose 
behalf, the indemnity was obtained. 

Article 15 

Disclaimer on Effectiveness of Documents 

Banks assume no liability or responsibility for the form, sufficiency, accuracy, genuineness, falsification or 
legal effect of any document(s), or for the general and/or particular conditions stipulated in the docu-
ment(s) or superimposed thereon; nor do they assume any liability or responsibility for the description, 
quality, condition, packing, delivery, value or existence of the goods represented by any document(s), or 
for the good faith or acts and/or omissions, solvency, performance or standing of the consignors, the car-
riers, the forwarders, the consignees or the insurers of the goods, or any other person whomsoever. 

D. Documents 

Article 20 

Ambiguity as to the Issuers of Documents 

a Terms such as “first class”, “well known”, qualified”, “independent”, “official, “competent”, “local” 
and the like, shall not be used to describe the issuers of any document(s) to be presented under a Credit. If 
such terms are incorporated in the Credit, banks will accept the relative document(s) as presented, provided 
that it appears on its face to be in compliance with the other terms and conditions of the Credit and not to 
have been issued by the Beneficiary. 

b Unless otherwise stipulated in the Credit, banks will also accept as an original document(s), a docu-
ment(s) produced or appearing to have been produced:  

i. by reprographic, automated or computerized systems; 

ii. as carbon copies; 

provided that it is marked as original and, where necessary, appears to be signed. 
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A document may be signed by handwriting, by facsimile signature, by perforated signature, by stamp, by 
symbol, or by any other mechanical or electronic method of authentication. 

c 

i. Unless otherwise stipulated in the Credit, banks will accept as a copy(ies), a document(s) either la-
belled copy or not marked as an original – a copy(ies) need not be signed. 

ii. Credits that require multiple document(s) such as “duplicate”, “two fold”, “two copies” and the like, 
will be satisfied by the presentation of one original and the remaining number in copies except where the 
document itself indicates otherwise. 

d Unless otherwise stipulated in the Credit, a condition under a Credit calling for a document to be 
authenticated, validated, legalised, visaed, certified or indicating a similar requirement, will be satisfied by any 
signature, mar, stamp or label on such document that on its face appears to satisfy the above condition. 

Article 21 

Unspecified Issuers or Contents of Documents 

When documents other than transport documents, insurance documents and commercial invoices are 
called for, the Credit should stipulate by whom such documents are to be issued and their wording or data 
content. If the Credit does not so stipulate, banks will accept such documents as presented, provides that 
their data content is not inconsistent with any other stipulated document presented. 

Article 22 

Issuance Date of Documents v. Credit Date 

Unless otherwise stipulated in the Credit, banks will accept a document bearing a date of issuance prior to 
that of the Credit, subject to such document being presented within the time limits set out in the Credit 
and in these Articles. 

Article 23 

Marine/Ocean Bill of Lading 

a If a Credit calls for a bill of lading covering a port-to-port shipment, banks will, unless otherwise 
stipulated in the Credit, accept a document, however named, which: 

i. appears on its face to indicate the name of the carrier and to have been signed or otherwise authenti-
cated by: 

- the carrier or a named agent for or on behalf of the carrier, or 

- the master or a named agent for or on behalf of the master. 

Any signature or authentication of the carrier or master must be identified as carrier or master, as the case 
may be. An agent signing or authenticating for the carrier or master must also indicate the name and the 
capacity of the party, i.e. carrier or master, on whose behalf that agent is acting, 

and 

ii. indicates that the goods have been loaded on board, or shipped on a named vessel. 

Loading on board or shipment on a named vessel may be indicated by pre-printed wording on the bill of 
lading that the goods have been loaded on board a named vessel or shipped on a named vessel, in which 
case the date of issuance of the bill of lading will be deemed to be the date of loading on board and the 
date of shipment. 



 Appendix 

 62

In all other cases loading on board a named vessel must be evidenced by a notation on the bill of lading 
which gives the date on which the goods have been loaded on board, in which case the date of the on 
board notation will bed deemed to be the date of shipment. 

If the bill of lading contains the indication “intended vessel”, or similar qualification in relation to the ves-
sel, loading on board a named vessel must be evidenced by an on board notation on the bill of lading 
which, in addition to the date on which the goods have been loaded on board, also includes the name of 
the vessel on which the goods have been loaded, even if they have been loaded on the vessel named as the 
“intended vessel”.  

If the bill of lading indicates a place of receipt or taking in charge different from the port of loading, the 
on board notation must also include the port of loading stipulated in the Credit and the name of the vessel 
on which the goods have been loaded, even if they have been loaded on the vessel named in the bill of lad-
ing. This provision also applies whenever loading on board the vessel is indicated by pre-printed wording 
on the bill of lading. 

and 

iii. indicates the port of loading and the port of discharge stipulated in the Credit, notwithstanding that 
it: 

a. indicates a place of taking in charge different from the port of loading, and/or a place of final desti-
nation different from the port of discharge, 

and/or 

b. contains the indication “intended” or similar qualification in relation to the port of loading and/or 
port of discharge, as long as the document also states the ports of loading and/or discharge stipulated in 
the Credit, 

and 

iv. consists of a sole original bill of lading or, if issued in more than one original, the full set as so issued, 

and 

v. appears to contain  all of  the terms and conditions of carriage, or some of such terms and conditions 
by reference to a source or document other than the bill of lading (short form/bland back bill of lading); 
banks will not examine the contents of such terms and conditions, 

and 

vi. contains no indication that it is subject to a charter party and/or no indication that the carrying ves-
sel is propelled by sail only, 

and 

vii. in all other respects meets the stipulations of the Credit. 

b For the purpose of this Article, transhipment means unloading and reloading from one vessel to an-
other vessel during the course of ocean carriage from the port of loading to the port of discharge stipulated in 
the Credit. 

c Unless transhipment is prohibited by the terms of the Credit, banks will accept a bill of lading which 
indicates that the goods will be transhipped, provides that the entire ocean carriage is covered by one and the 
same bill of lading. 

d Even if the Credit prohibits transhipment, banks will accept a bill of lading which: 
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i. indicates that transhipment will take place as long as the relevant cargo is shipped in Container(s), 
Trailer(s) an/or “LASH” barge(s) as evidenced by the bill of lading, provides that the entire ocean carriage 
is covered by one and the same bill of lading, 

and/or 

ii. incorporates clauses stating that the carrier reserves the right to tranship. 

Article 24 

Non-Negotiable Sea Waybill 

a If a Credit calls for a non-negotiable sea waybill covering a port-to-port shipment, banks will, unless 
otherwise stipulated in the Credit, accept a document, however named, which: 

i. appears on its face to indicate the name of the carrier and to have been signed or otherwise authenti-
cated by: 

 - the carrier or a named agent for or on behalf of the carrier, or 

- the master or a named agent for or on behalf of the master. 

Any signature or authentication of the carrier or master must be identified as carrier or master, as the case 
may be. An agent signing or authenticating for the carrier or master must also indicate the name and the 
capacity of the party, i.e. carrier or master, on whose behalf that agent is acting, 

ii. indicates that the goods have been loaded on board, or shipped on a named vessel. Loading on board 
or shipment on a named vessel may be indicated by pre-printed wording on the non-negotiable sea way-
bill that the goods have been loaded on board a named vessel or shipped on a named vessel, in which case 
the date of issuance of the non-negotiable sea waybill will be deemed to be the date of loading on board 
and the date of shipment. 

In all other cases loading on board a named vessel must be evidenced by a notation on the non-negotiable 
sea waybill which gives the date on which the goods have been loaded on board, in which case the date of 
the on board notation will be deemed to be the date of shipment. 

If de non-negotiable sea waybill contains the indication “intended vessel” or similar qualification in rela-
tion to the vessel, loading on board a named vessel must be evidenced by an on board notation on the 
non-negotiable sea waybill which, in addition to the date on which the goods have been loaded on board, 
includes the name of the vessel on which the goods have been loaded, even if they have been loaded on 
the vessel named as the “intended vessel”. 

If the non-negotiable sea waybill indicates a place of receipt or taking in charge different from the port of 
loading, the on board notation must also include the port of loading stipulated in the Credit and the name 
of the vessel on which the goods have been loaded, even if they have been loaded on a vessel named in the 
non-negotiable sea waybill. This provision also applies whenever loading on board the vessel is indicated 
by pre-printed wording on the non-negotiable sea waybill, 

and 

iii. indicates the port of loading and the port of discharge stipulated in the Credit, notwithstanding that 
it: 

a. indicates a places of taking in charge different from the port of loading, and/or place of final destina-
tion different from the port of discharge, 

and/or 
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b. contains the indication “intended” or similar qualification in relation to the port of loading and/or 
port of discharge, as long as the document also states the ports of loading and/or discharge stipulated in 
the Credit, 

iv. consists of a sole original non-negotiable sea waybill, or if issued in more than one original the full 
set as so issued, 

and 

v. appears to contain all of the terms and conditions of carriage, or some of such terms and conditions 
by reference to a source or document other than the non-negotiable sea waybill (short form/bland back 
non-negotiable sea waybill); banks will not examine the contents of such terms and conditions, 

and 

vi. contains no indication that it is subject to a charter party and/or no indication that the carrying ves-
sel is propelled by sail only, 

and 

vii. in all other respects meets the stipulations of the Credit. 

b For the purpose of the Article, transhipment means unloading and reloading from one vessel to an-
other vessel during the course of ocean carriage from the   port of loading to the port of discharge stipulated 
in the Credit. 

c Unless transhipment is prohibited by the terms of the Credit, banks will accept a non-negotiable sea 
waybill which indicates  that the goods will be transhipped, provided that the entire ocean carriage is covered 
by one and the same non-negotiable sea waybill. 

d Even if the Credit prohibits transhipment, banks will accept a non-negotiable sea waybill which: 

i. indicates that transhipment will take place as long as the relevant cargo in shipped in Container(s), 
Trailer(s) and/or “LASH” barge(s) as evidenced by the non-negotiable sea waybill, provides that the entire 
ocean carriage is covered by one and the same non-negotiable sea waybill, 

and/or 

ii. incorporates clauses stating that the carrier reserves the right to tranship. 

Article 25 

Charter Party Bill of Lading 

a If a Credit calls for or permits a charter party bill of lading, banks will, unless otherwise stipulated in 
the Credit, accept a document, however named, which: 

i. contains any indication that it is subject to a charter party,, 

and 

ii. appears on its face to have been signed or otherwise authenticated by: 

 - the master or a named agent for or on behalf of the master, or 

 - the owner or a named agent for or on behalf of the owner. 

Any signature or authentication of the master or owner must be identified as master or owner as the case 
may be. An agent signing or authenticating for the master or owner must also indicate the name and the 
capacity of the party, i.e. master or owner, on whose behalf that agent is acting, 

and 
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iii. does or does not indicate the name of the carrier, 

and 

iv. indicates that the goods have been loaded on board or shipped on a named vessel.  Loading on board 
or shipment on a named vessel may be indicated by pre-printed wording on the bill of lading that the 
goods have been loaded on board a named vessel or shipped on a named vessel, in which case the date of 
issuance of the bill of lading will be deemed to be the date of loading on board and the date of shipment.
  

and 

v. indicates the port of loading and the port of discharge stipulated in the Credit, 

and 

vi. consists of a sole original bill of lading or, if issued in more than one original, the full set as so issued, 

and 

vii. contains no indication that the carrying vessel is propelled by sail only, 

and 

viii. in al other respects meets the stipulations of the Credit. 

b Even if the Credit requires the presentation of a charter party contract in connection with a charter 
party bill of lading, banks will not examine such charter party contract, but will pass it on without responsi-
bility on their part. 

Article 26 

Multimodal Transport Document 

a I a Credit calls for a transport document covering at least two different modes of transport (multi-
modal transport), banks will, unless otherwise stipulated in the Credit, accept a document, however named, 
which: 

i. appears on its face to indicate the name of the carrier or multimodal transport operator and to have 
been signed or otherwise authenticated by: 

- the carrier or multimodal transport operator or a named agent for or on behalf of the carrier or mul-
timodal transport operator, or 

- the master or a named agent for or on behalf of the master. 

Any signature or authentication of the carrier, multimodal transport operator or master must be identi-
fied as carrier, multimodal transport operator or master, as the case may be. An agent signing or authenti-
cating for the carrier, multimodal transport operator or master must also indicate the name and the capac-
ity of the party, i.e. carrier, multimodal transport operator or master, on whose behalf that agent is acting. 

and 

ii. indicates that the goods have been dispatched, taken in charge or loaded on board. Dispatch, taking 
in charge or loading on board may be indicated by wording to that effect on the multimodal transport 
document and the date of issuance will be deemed to be the date of dispatch, taking in charge or loading 
on board and the date of shipment. However, if the document indicates, by stamp or otherwise, a date of 
dispatch, taking in charge or loading on board, such date will be deemed to bed the date of shipment, 
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iii. a indicates the place of taking in charge stipulated in the Credit which may be different from 
the port, airport or place of loading, and the place of final destination stipulated in the Credit which may 
be different from the port, airport or place of discharge, 

and/or 

 b. contains the indication “intended” or similar qualification in relation to the vessel and/or 
port of loading and/or port of discharge, 

and 

iv. consists of a sole original multimodal transport document or, if issued in more than one original, the 
full set as so issued, 

and 

v. appears to contain all of the terms and conditions of carriage, or some of such terms and conditions 
by reference to a source or document other than the multimodal transport document (short form/blank 
back multimodal transport document); banks will not examine the contents of such terms and conditions, 

and 

vi. contains no indication that it is subject to a charter party and/or indication that the carrying vessel is 
propelled by sail only, 

and 

vii. in all other respects meets the stipulations of the Credit. 

b Even if the Credit prohibits transhipment, banks will accept a multimodal transport document 
which indicates that transhipment will or may take place, provided that the entire carriage is covered by one 
and the same multimodal transport document. 

Article 27 

Air Transport Document 

a If a Credit calls for an air transport document, banks will, unless otherwise stipulated in the Credit, 
accept a document, however named, which: 

i. appears on its face to indicate the name of the carrier and to have been signed or otherwise authenti-
cated by: 

 - the carrier, or 

 - a named agent for or on behalf of the carrier. 

Any signature or authentication of the carrier must be identified as carrier. An agent signing or authenti-
cating for the carrier must also indicate the name and the capacity of the party, i.e. carrier, on whose be-
half that agent is acting, 

and 

ii. indicates that the goods have been accepted for carriage, 

and 

iii. where the Credit calls for an actual date of dispatch, indicates a specific notation of such date, the 
date of dispatch so indicated on the air transport document will be deemed to be the date of shipment. 
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For the purpose of this Article, the information appearing in the box on the air transport document 
(marked “For Carrier Use Only” or similar expression) relative to the flight number and date will not be 
considered as a specific notation of such date of dispatch. 

In all other cases, the date of issuance of the air transport document will be deemed to be the date of 
shipment, 

and 

iv. indicates the airport of departure and the airport of destination stipulated in the Credit, 

and 

v. appears to be the original for consignor/shipper even if the Credit stipulates a full set of originals, or 
similar expressions, 

and 

vi. appears to contain all of the terms and conditions of carriage, or some of such terms and conditions, 
by reference to a source or document other than the air transport document; banks will not examine the 
contents of such terms and conditions, 

and 

vii. in all other respects meets the stipulations of the Credit. 

b For the purpose of this Article, transhipment means unloading and reloading from one aircraft to 
another aircraft during the course of carriage from the airport of departure to the airport of destination stipu-
lated in the Credit. 

c Even if the Credit prohibits transhipment, banks will accept an air transport document which indi-
cates that transhipment will or may take place, provided that the entire carriage is covered by one and the 
same air transport document. 

Article 28 

Road, Rail or Inland Waterway Transport Documents 

a If a Credit calls for a road, rail, or inland waterway transport document, banks will, unless otherwise 
stipulated in the Credit, accept a document of the type called for, however named, which:  

i. appears on its face to indicate the name of the carrier and to have been signed or otherwise authenti-
cated by the carrier or a named agent for or on behalf on the carrier and/or bear a reception stamp or 
other indication of receipt by the carrier or a named agent for or on behalf of the carrier. 

Any signature, authentication, reception stamp or other indication of receipt of the carrier, must be iden-
tified on its face as that of the carrier. An agent signing or authenticating for the carrier, must also indicate 
the name and the capacity of the party, i.e. carrier, on whose behalf that agent is acting, 

and 

ii. indicates that the goods have been received for shipment, dispatch or carriage or wording to this ef-
fect. The date of issuance will be deemed to be the date of shipment unless the transport document con-
tains a reception stamp, in which case the date of the reception stamp will be deemed to be the date of 
shipment, 

and 

iii. indicates the place of shipment and the place of destination stipulated in the Credit, 

and 
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iv. in all other respects meets the stipulations of the Credit. 

b In the absence of any indication on the transport document as to the numbers issued, banks will ac-
cept the transport document(s) presented as constituting a full set. Banks will accept as original(s) the trans-
port document(s) whether marked as original(s) or not. 

c For the purpose of this Article, transhipment means unloading and reloading from one means of 
conveyance to another means of conveyance, in different modes of transport, during the course of carriage 
from the place of shipment to the place of destination stipulated in the Credit. 

d Even if the Credit prohibits transhipment, banks will accept a road, rail, or inland waterway trans-
port document which indicates that transhipment will or may take place, provided that the entire carriage is 
covered by one and the same transport document and within the same mode of transport. 

Article 32 

Clean Transport Documents 

a A clean transport document is one which bears no clause or notation which expressly declares a de-
fective condition of the goods and/or the packaging. 

b Banks will not accept transport documents bearing such clauses or notations unless the Credit ex-
pressly stipulates the clauses or notations which may be accepted. 

c Banks will regard a requirement in a Credit for a transport document to bear the clause “clean on 
board” as complied with if such transport document meets the requirements of this Article and of Article 23, 
24, 25, 26, 27, 28 or 30. 

Article 33 

Freight Payable/Prepaid Transport Documents 

a Unless otherwise stipulated in the Credit, or inconsistent with any of the documents presented un-
der the Credit, banks will accept transport documents stating that freight or transportation charges (hereafter 
referred to as “freight”) have still to be paid. 

b If a Credit stipulates that the transport document has to indicate that freight has been paid or pre-
paid, banks will accept a transport document on which words clearly indicating payment or prepayment of 
freight appear by stamp or otherwise, or on which payment or prepayment of freight is indicated by other 
means. If the Credit requires courier charges to be paid or prepaid banks will also accept a transport docu-
ment issued by a courier or expedited delivery service evidencing that courier charges are for the account of a 
party other than the consignee. 

c The words “freight prepayable”  or “freight to be prepaid” or words of similar effect, if appearing on 
transport documents, will not be accepted as constituting evidence of the payment of freight. 

d Banks will accept transport documents bearing reference by stamp or otherwise to costs additional to 
the freight, such as costs of, or disbursements incurred in connection with, loading, unloading or similar op-
erations, unless the conditions of the Credit specifically prohibit such reference.  

Article 34 

Insurance Documents 

a Insurance documents must appear on their face to be issued and signed by insurance companies or 
underwriters or their agents. 

b If the insurance document indicates that it has been issued in more than one original, all the originals 
must be presented unless otherwise authorised in the Credit. 

c Cover notes issued by brokers will not be accepted, unless specifically authorised in the Credit. 
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d Unless otherwise stipulated in the Credit, banks will accept an insurance certificate or a declaration 
under an open cover pre-signed by insurance companies or underwriters or their agents. If a Credit specifi-
cally calls for an insurance certificate or a declaration under an open cover, banks will accept, in lieu thereof, 
an insurance policy. 

e Unless otherwise stipulated in the Credit, or unless it appears from the insurance document that the 
cover is effective at the latest from the date of loading on board or dispatch or taking in charge of the goods, 
banks will not accept an insurance document which bears a date of issuance later than the date of loading on 
board or dispatch or taking in charge as indicated in such transport document. 

f 

i. Unless otherwise stipulated in the Credit, the insurance document must be expressed in the same 
currency as the Credit. 

ii. Unless otherwise stipulated in the Credit, the minimum amount for which the insurance document 
must indicate the insurance cover to have been effected is the CIF (cost, insurance and freight(…“named 
port of destination”)) or CIP (carriage and insurance paid to (…”named place of destination”)) value of the 
goods, as the case may be, plus 10% but only when the CIF or CIP value can be determined from the 
documents on their face. Otherwise, banks will accept as such minimum amount 110% of the amount for 
which payment, acceptance or negotiation is requested under the Credit, or 110% of the gross amount of 
the invoice, whichever is the greater. 

Article 37 

Commercial Invoices 

a Unless otherwise stipulated in the Credit, commercial invoices; 

i. must appear on their face to be issued by the Beneficiary named in the Credit (except as provides in 
Article 48), 

and 

ii. must be made out in the name of the Applicant (except as provides in sub-Article 48 (h), 

and 

iii. need not be signed. 

b Unless otherwise stipulated in the Credit, banks may refuse commercial invoices issued for amounts 
in excess of the amount permitted by the Credit. Nevertheless, if a bank authorised to pay, incur a deferred 
payment undertaking, accept Draft(s), or negotiate under a Credit accepts such invoices, its decision will be 
binding upon all parties, provides that such bank has not paid, incurred a deferred payment undertaking, ac-
cepted Draft(s) or negotiated for an amount in excess of that permitted by the Credit. 

c The description of the goods in the commercial invoice must correspond with the description in the 
Credit. In all other documents, the goods may be described in general terms not inconsistent with the de-
scription of the goods in the Credit. 

Article 38 

Other Documents 

If a Credit calls for an attestation or certification of weight in the case of transport other than by sea, banks 
will accept a weight stamp or declaration of weight which appears to have been superimposed on the trans-
port document by the carrier or his agent unless the Credit specifically stipulates that the attestation or certi-
fication of weight must be by means of a separate document. 

 



 Appendix 

 70

E. Miscellaneous Provisions 

Article 39 

Allowances in Credit Amount, Quantity and Unit Price 

a The words “about”, “approximately”, “circa” or similar expressions used in connection with the 
amount of the Credit or the quantity or the unit price stated in the Credit are to be construed as allowing a 
difference not to exceed 10% more or 10% less than the amount or the quantity or the unit price to which 
they refer. 

b Unless ac Credit stipulates that the quantity of the goods specified must not be exceeded or reduced, 
a tolerance of 5% more or 5% less will be permissible, always provided that the amount of the drawings does 
not exceed the amount of the Credit. This tolerance does not apply when the Credit stipulates the quantity in 
terms of a stated number of packing units or individual items. 

c Unless a Credit which prohibits partial shipments stipulates otherwise, or unless sub-Article (b) 
above is applicable, a tolerance of 5% less in the amount of the drawing will be permissible, provided that if 
the Credit stipulates the quantity of the goods, such quantity of goods is shipped in full, and if the Credit 
stipulates a unit price, such price in not reduced. This provision does not apply when expressions referred to 
in sub-Article (a) above are used in the Credit. 

Article 40 

Partial Shipments/Drawings 

a Partial drawing and/or shipments are allowed, unless the Credit stipulates otherwise. 

b Transport documents which appear on their face to indicate that shipment has been made on the 
same means of conveyance and for the same journey, provides they indicate the same destination, will not be 
regarded as covering partial shipments, even if the transport documents indicate different dates of shipment 
and/or different ports of loading, places of taking in charge, or despatch. 

c Shipments made by post or by courier will not be regarded as partial shipments, if the post receipts 
or certificates of posting or courier’s receipts or dispatch notes appear to have been stamped, signed or oth-
erwise authenticated in the place from which the Credit stipulates the goods are to be dispatched, and on the 
same date. 

Article 42 

Expiry Date and Place for Presentation of Documents 

a All Credits must stipulate an expiry date and a place for presentation of documents for payment, ac-
ceptance, or with the exception of freely negotiable Credits, a place for presentation of documents for nego-
tiation. An expiry date stipulated for payment, acceptance or negotiation will be construed to express an ex-
piry date for presentation of documents. 

b Except as provides in sub-Article 44(a), documents must be presented on or before such expiry date. 

c If an Issuing Bank states that the Credit is to be available “for one month”, “for six months”, or the 
like, but does not specify the date from which the time is to run, the date of issuance of the Credit by the Is-
suing Bank will be deemed to be the firs day from which such time is to run. Banks should discourage indica-
tion of the expiry date of the Credit in this manner. 

Article 43 

Limitation on the Expiry Date 

A In addition to stipulating an expiry date for presentation of documents, every Credit which calls for 
a transport document(s) should also stipulate a specified period of time after the date of shipment during 
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which presentation must be made in compliance with the terms and conditions of the Credit. If no such pe-
riod of time is stipulated, banks will not accept documents presented to them later than 21 days after the date 
of shipment. In any event, documents must be presented not later than the expiry date of the Credit. 

b In cases in which sub-Article  40(b) applies, the date of shipment will be considered to be the latest 
shipment date on any of the transport documents presented. 

Article 44 

Extension of Expiry Date 

a If the expiry date of the Credit and/or the last day of the period of time for presentation of docu-
ments stipulated by the Credit or applicable by virtue of Article 43 falls on a day on which the bank to which 
presentation has to be made is closes for reasons other than those referred to in Article 17, the stipulated ex-
piry date and/or the last day of the period of time after the date of shipment for presentation o document, as 
the case may be, shall be extended to the firs following day on which such bank is open. 

b The latest date for shipment shall not be extended by reason of the extension of the expiry date 
and/or the period of time after the date of shipment for presentation of documents in accordance with sub-
Article (a) above. If no such latest date for shipment is stipulated in the Credit or amendments thereto, banks 
will not accept transport documents indicating a date of shipment later than the expiry date stipulated in the 
Credit or amendments thereto.  

c The bank to which presentation is made on such first following business day must provide a state-
ment that the documents were presented within the time limits extended in accordance with sub-Article 44(a) 
of the Uniform Customs and Practice for Documentary Credits, 1993 Revision, ICC Publication No. 500. 

Article 46 

General Expressions as to Dates for Shipment 

a Unless otherwise stipulated in the Credit, the expression “shipment” used in stipulating an earliest 
and/or a latest date for shipment will be understood to include expressions such as, “loading on board”, dis-
patch”, accepted for carriage”, “date of post receipt”, “date of pickup”, and the like, and in the case of a Credit 
calling for a multimodal transport document the expression “taking in charge”. 

b Expressions such as “prompt”, “immediately”, “as soon as possible”, and the like should not be used. 
If they are used banks will disregard them. 

c If the expression “on or about” or similar expressions are used, banks will interpret them as a stipula-
tion that shipment is to be made during the period from five days before to five days after the specified date, 
both end days included. 

Article 47 

Date Terminology for Periods of Shipment 

a The words “to”, “until”, “till”, “from” and words of similar import applying to any date or period in 
the Credit referring to shipment will be understood to include the date mentioned. 

b The word “after” will be understood to exclude the date mentioned. 

c The terms “first half”, “second half” of a month shall be construed respectively as the 1st to the 15th, 
and the 16th to the last day of such month, all dates inclusive. 

d The terms “beginning”, “middle”, or “end” of a month shall be construed respectively as the 1st to the 
10th, the 11th to the 20th, and 21st to the last day of such month, all dates inclusive. 
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F. Transferable Credit 

Article 48 

Transferable Credit 

a A transferable Credit is a Credit under which the Beneficiary (Firs Beneficiary) may request the bank 
authorised to pay, incur a deferred payment undertaking, accept or negotiate (the “Transferring Bank”), or in 
the case of a freely negotiable Credit, the bank specifically authorised in the Credit as Transferring Bank, to 
make the Credit available in whole or in part to one or more other Beneficiary(ies) (Second Beneficiary(ies)). 

b A Credit can be transferred only if it is expressly designated as “transferable” by the Issuing Bank. 
Terms such as “divisible”, fractionable”, “assignable”, and “transmissible” do not render the Credit transfer-
able. If such terms are used they shall be disregarded. 

c The Transferring Bank shall be under no obligation to effect such transfer except to the extent and in 
the manner expressly consented to by such bank. 

d At the time of making a request for transfer and prior to transfer of the Credit, the First Beneficiary 
must irrevocably instruct the Transferring Bank whether or not he retains the right to refuse to allow the 
Transferring Bank to advise amendments to the Second Beneficiary(ies). If the Transferring Bank consents to 
the transfer under these conditions, it must, at the time of transfer, advise the Second Beneficiary(ies) of the 
First Beneficiary’s instructions regarding amendments. 

e If a Credit is transferred to more than one Second Beneficiary(ies), refusal of an amendment by one 
or more Second Beneficiary(ies) does not invalidate the acceptances(s) by the other Second Beneficiary(ies) 
with respect to whom the Credit will be amended accordingly. With respect to the Second Beneficiary(ies) 
who rejected the amendment, the Credit will remain unamended. 

f Transferring Bank charges respect of transfers including commissions, fees, costs or expenses are pay-
able by the First Beneficiary, unless otherwise agreed. If the Transferring Bank agrees to transfer the Credit it 
shall be under no obligation to effect the transfer until such charges are paid. 

g Unless otherwise stated in the Credit, a transferable Credit can be transferred once only. Conse-
quently, the Credit cannot be transferred at the request of the Second Beneficiary to any subsequent Third 
Beneficiary. For the purpose of this Article, a retransfer to the First Beneficiary does not constitute a prohib-
ited transfer.  

Fractions of a transferable Credit (not exceeding in the aggregate the amount of the Credit) can be transferred 
separately, provided partial shipments/drawings are not prohibited, and the aggregate of such transfers will 
be considered as constituting only one transfer of Credit. 

h The Credit can be transferred only on the terms and conditions specified in the original Credit, with 
the exception of: 

- the amount of the Credit, 

- any unit price stated therein, 

- the expiry date, 

- the last date for presentation of documents in accordance with Article 43, 

- the period for shipment, 

any or all of which may be reduced or curtailed. 

The percentage for which insurance cover must be effected may be increased in such a way as to provide the 
amount of cover stipulated in the original Credit, or these Articles. 
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In addition, the name of the First Beneficiary can be substituted for that of the Applicant, but if the name of 
the Applicant is specifically required by the original Credit to appear in any document(s) other than the in-
voice, such requirement must be fulfilled. 

i The First Beneficiary has the right to substitute his own invoice(s) (and Draft(s)) for those of the 
Second Beneficiary(ies), for amounts not in excess of the original amount stipulated in the Credit and for the 
original unit prices if stipulated in the Credit, and upon such substitution of invoice(s) (and Draft(s)) the First 
Beneficiary can draw under the Credit for the difference, if any, between his invoice(s) and the Second Bene-
ficiary’s(ies’) invoice(s). 

When a Credit has been transferred and the First Beneficiary is to supply his own invoice(s) (and Draft(s)) in 
exchange for the Second Beneficiary’s(ies’) invoice(s) (and Draft(s)) but fails to do son on firs demand, the 
Transferring Bank has the right to deliver to the Issuing Bank the documents received under the transferred 
Credit, including the Second Beneficiary’s(ies’) invoice(s) (and Draft(s)) without further responsibility to the 
First Beneficiary. 

j The First Beneficiary may request that payment or negotiation be effected to the Second Benefici-
ary(ies) at the place to which the Credit has been transferred up to and including the expiry date of the 
Credit, unless the original Credit expressly states that it may not be made available for payment or negotia-
tion at a place other than that stipulated in the Credit. This is without prejudice to the First Beneficiary’s 
right to substitute subsequently his own invoice(s) (and Draft(s)) for those of the Second Beneficiary(ies) and 
to claim any difference due to hit. 

G. Assignment of Proceeds 

Article 49 

Assignment of Proceeds 

The fact that a Credit is not stated to be transferable shall not affect the Beneficiary’s right to assign any pro-
ceeds to which he may be, or may become, entitled under such Credit, in accordance with the provisions of 
the applicable law. This Article relates only to the assignment of proceeds and not to the assignment of the 
right to perform under the Credit itself.      
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