In the Name of God

The Mechanism of
Letter of Credit

By:
Dr.Royva Semnani

Ph.D. 1. L.t rmational Trade Law

A sistant Professor

va



el pll 28 0l 4y bogia (o o Sig 1381 (g 0 guad
Sl wilie b S e Comas Codd gins?

“ATED g, o s Al
The mechinian of letter of crodit [book] / [Reys Semnani] ool by olyse
2 TN =T O e Gl P Shainia
ot TV 1o Y- &l ot
IBAI096-13 N
b s S Sy
-t sk
e Sn RUSPIPS AN
oy e g Geityh = g3l el e
credit = Law £y
R AT 3y
International tede s
ol ks Ly
Commesical low fJ"‘"
HOTVTF 225 gy 0
kaafi) e A a3
nr-uls Dhe st o Lo
N
o
Vi
The Mechany. a o1 Letter of Credit
~ Dr. Roya Semnani
F o1 .1 International Trade Law
« ssistant Professor
#NS pea: 7L
Jali plr cogi
WAA: ol Jl
A B+ @ 3lpad
AYA-FYY-FARP-1Y-4: Sols
Jiy#: wiz
ahy‘ ?a“. : w
w3 Sypar) (KD A 4 DS gl G b plad 3T (sl Bghona 30 g1y Jeh> plad

AN jpe S LAY P N syl (5 pute Obles DB Glas ol 4 :U"J"I

PIPIYYRO i polad yils



o i 31 ik
€ogdy o> el fyl B2 >

Aoyl Toh Go ladid; (g 1 (S0 Jhellim @l Ga -

sSFarly B 5 ol > el f 5 peiiens D5 )| 5 aulozr (o o
Pl g el slaghs; 5 Sk e 5 oplf b il
> [Letter of credit] galint ol Lasl adls oo Bl atirs & lons
g Sl (Hodliyen Sl o Blo 5 S3L U lea g s e
Sk 5 3sE> LSL‘:"L"""’) Olgzeidls sl 59 nl c i 5 alllas
Shlsel gl g Jsal 5 (ils 5 welsd oS Do il (5500 008
O a2 T gl g ol oSl (L el pdans 3 (gl
ol Lm)'}{l aazg L [ J0 e bl ot 0 ailio

YN Gaie dgen; o kel ol 05 sl opace
A..})Sib‘mf;mjb SOELC L AJLgJL_diu_J!L....:!&j,aP LSJLS
..L..JL: me O|) LJ..\J‘

Sl el g N JIS | JIB pblo BTy s

&BU‘_,,S...’_.'QM&,!QJH 39> glmolal g sl o ,las 4
Al

o g,
Roya.semnani@yahoo.com



Table

o W VRO 13
LETTER OF CREDIT: A Conceptual analysis ...................... 13
01U 1 71 N TR R, _— 13
Lobsds Thie Historyof Letter G CLediL... .cmrvsr i 5
1.2. Definition of Letter of Credit ..o Qll - N - ®... 20
[.3. The legal Nature of Letter of Credit...... o ... /. 2
[.4. The Root of the Word the Letter ¢ Cred ... 0o, 24
1.5. Classification of LOC .............. . e — 24
[.5.1. Commercial Letter of Credic ... oo, 24
[.5.2. Stand by Letter of Cre it oo 26
1.6. Types of Commercinl Letter of Credit.......covecevrvvvennnnn, 3l
1.6.1, Revocable..... LI v ivmtiimmarissssasminmssiesimmmsicness 31
L2, IreviCabION "N oomrcsscsms st sismiosibsonbiesssacessas 32
L3, O T TN IN LTES 5551555 tnsrnmen rmsmion s s smes sy st rsomass 33
Lo LIncRgiTNGEd Credit e siiismms s 34
RPN, S, s M ) NN R 36
1.6.6. Cradit Available by Acceptance ...oococvvviiieciiinnnnnn, 36
1.6.7. Deferred Payment Letter of Credit.......ooovveiveecennannn.. 37
LB LRI it st s e s 37

1.6.9. Revolving Letter of Credit.......ocovvceceinivoreeessseeesnens 38



8/ The Mechanism of Letter of Credit

1.6.10. Back to Back Letter of Credit .....oooeviiiiiien e, 40
1.6.11. Transferable Letter of Credit......cocoorvevirnivneccnnennnnnn 42
1.6.12. Red Clause Letter of Credit ....ooovvviiiirriirveeeen 45
1.6.13. Green Clauge Letter of Credit .....ccooiiiiviniviniinaie 46
LG b, ASSTONIIEN oo ot s 47
1.6.15. Sight Letter of Credit vt .48
1.6.16. Negotiation letter of credit........ocovivievcriieerencnnn " "
(31T Yed (2 R SOOI S S 51
The Sources of Letter Of Credit.....ooovoverciiiviiis i e, 51
2.1, INEPOGUCTION ...onsnssnesenaesmssnsssmsssmgroseed W o N 51
2.2 RUIESAEITC. . commsmemmmmssmsnnminns smager s W s emssnsnananasi 52
2.3. The Peace Merchants .......c....l coofiiiidiniini e, 52
2.4, The Growth of the UG, ... oo 53-
2.5. The characteristics and app ‘cation of the UCP............... 39
2.6. What is The Ui iforia Customs and Practice for
Documentary Credits »r = sctronic Presentation (eUCP)..... 62
2.6, 1. The eURD MIUCTEE .o isummsonimansmissssissessasisssessntsvsvnss 64
2.7. Bank o lann Reimbursement Consistent Rules under
Document. ry Coodits (URRY L, 72
2.8:The Inw.national Standby Practices (ISP) .......ccocveennninn. 73
2.9. United Nations Convention on Independent Guarantees
and Standby Letters of Credit (UNCITRAL) ...ccccoviiiiiinine 75
2.10. World Trade Organization (WTO) ...cccocvivinreciiiveicenns 77
2.11. Uniform Commercial Code (UCC)....oivciiiviiiiieiiiinen, 80

2. I TERBER, o snmasnumsvommescmmeinissssmmnasnas oo 82



Table /9

2.13. Documentary Credit Dispute Resolution Expertise

(DOCDEX) and the ICC RUIES .....covevevceriorieeeneesersres s 83
2k NI Vi i i oo sttt 85
2.15. Uniform Rules of Contract Guarantees (URCG)........... 85
2.16. Most Favoured Nation Status (MFN) ..o, 86
2.17. United Nations Convention on Contracts for the
International Sale of Good (CISG) ...ooevveceeirireeerreeres i > 88
5o L A———————————————————— W, 9]
The Warking OF Letlec OFCredit .ownopmmmssummsny 91
3.1, INtrOQUEHION ... sem o crnmasssessssomsonsssaoveies s 16s M6 s 91
3.2, Parties in LOC Transaction........ccccco. /o0 e 91
3.2.1, Applicant ..., .. R VM A A 92
LRI LIV 1 S .. W, © S 92
3.23. Issuing Bank.......cocaveni el 92
3.2.4. Advising Bank........oce oo i 93
3:2.5: Tiie Confitiaiiig B .. g .meesssssmeesmssmssisssmimssmmmensess 93
3.2.6, The ReimbySiEINIK . ...orormrerssmminesmmsmssssssssnsmmssensasenses 93
oot INEOt TSNS AT oo s O sopassms sbssn s ranmsss 94
K e o N R —————— 94
3.2.9. Corrcpondent Bank. ..o 94
3.3, Delution between Parties . ....oovceveciveirinicneeins P— 95
3.3.1. The Relationship between Buyer and Seller............... 96

3.3.2. The Relationship between the Applicant or the Buyer
and the Issuing Bank ...........cooovcuiveicieciceisee oo, 97

3.3.3. The Relationship between the Beneficiary or the Seller



10/ The Mechanism of Letter of Credit

and the Confirming or Issuing Bank ..., 99
3.3.4. The Relationship between the Correspondent and Issuing
BEOK: . ... covumiuminmine s s s i S s s 99
3.4. The Parties” Obligations and Rights .......ccocoecnviiinrinnne 100
3.4.1. The Buyer’s Obligations and Rights.......c..cccovninnn 100
3.4.2. The Seller’s Obligations and Rights ..........ccoccneiiinn 108
3.4.3. The Obligations and Rights of the [ssuing Bank ... NG
3.4.4. The Right and Obligations of Correspondent Bank.... .36
3.4.5. The Right and Obligations of Advising B ks.......... 137
3.4.6. The Right and Obligations of Confirruin,, Barx......... 139
3.4.7. The Right and Obligations of Nec.. inat 4 Tank.......... 141
0 Y AR D AN, e e 143
Necessities of Issuing [ ocu nenwsvcetter of Credit and
Collaborating Documents: an A ul 5iS i 143
4.1. Introduction............. S S 143
4.2, Legal Issues in Re q;.:’u jto the Letter of Credit..coian 144
4.3 General ReqUeiTMIE s s 146
A3 L SITTREE ONATTIINTTIE nsssousiasssosonvesces s s o 95 AT 146
4.3.2. £ Do ument with No Related Requirement in the Credit..147
4.3 2:Docurnients of Origin ...t 149
4.3.4, Issuer of DOCUMENLS.......oveinicienrercorerccsmnicnnncsiernancnnes 153
4 3.5 TROINa TIATE. . oovimmsmmmeemsmmsmemonmmmsss vy 154
4. 5.5 Date Terminolopy . oumosmemerisrnisdusioon st 154
4.4. Documents of Collaboration .........ccocoveemeecinccninicnn, 155

4.5, Transport DOCUMENLS .. ....owesmerommssonmmsesmmmommasmsssmmssssnmses 156



Table/ 1]

4.5.1. Marine/Ocean Bill of Landing ...........cccccovvvecivcnccn, 157
4.5.2. Non Negotiable Sea Waybills ............ccoeoveerrvirennnnnn 160
4.5.3. Charter Party Bill of Landing..........c.....oooovvoreveennne. 161
4.5.4. Multimodal Transport Document.............ccoveevvevnnen.. 163
G DA THanSHETT DOCEMTRNY o i meesrn 166

4.5.6. Road, Rail or Inland Waterway Transport Document 167
4.5.7. Courier Receipt, Post Receipt or Certificate of Pustir,, 169

4.5.8. Freight Forwarder’s Certificate .....coco.ooovveivvevevnennn! 170
4.2,9, TransshiBient i .commsmmmmmss s @l I ot 171
4.6. The commercial Invoice................ S, A
4.7. The Insurance Documents.............c.o.oc. feeees W, 177
Aot T DOOIIIEANE .o e v g Mg s st 179
8ol PHERITE LBE e simmmsorss o Nl e P svssonseieshiins 179
4.8.2. Weight list and Weigh, Certificate.........oovevivrenerennnnns 180
LR ER S e R T O, ———— 180
4.8.4, Certificate of ATGIVE'S Lo e 180
4.8.5. Warranty.... ... A ST B 180
4.8.6. InspectiONINRERITICALE ... eerniverirmmsrsserssmisssnsrsmssmessmsns 181
4.8.7. Ship, ing© »mpany’s Declaration ...........c.cocovrerenenne.e. 182
4.9. Impocuad eUCP on Issue of Letter of Credit ........ s 183
4.9.1. Stre_ture and Scope of eUCP........covvevvvrvcceeecersinen 184
B P TRI B i, v sttt ossin ek 186
#:9.3: EleCtiON 10 PIESEHTATION ..vnoueimmsrssssssnsromermmnsssnesssssstons 191

e R T 195



12/ The Mechanism of Letter of Credit

Qualifying Principles of Letter Of Credit and The Fraud

57 0T K01 11 N P RSP, 195
8 L e BB vooninpummsamms s e 195
8.2, Principle of Indepsideiittcenmmmnppmsrasssmsss 195
5.2 JGenera] Vet VIEW i msnnmmnsesssmnmies onesen 195
5.2.2. The principle Independence in Case Law ................. 2197
53. Principleof Strict Complisnet ey .. 200
5.3. 1 Ceneral Duer NIBW .commonssiomasismimsgmeraguiammin 200
5.3.2. The Principle of Strict Compliance in Ca = Lav ... 202
5.3.3. The Bank’s Duty in the Examinatic’s 03 Docoments .. 207
5.4. The Meaning of the Fraud Rule ... ...... D S— 21
5.5. How is the Fraud in Letter O Cre Jit” (i 215
5.6. The Fraud Exception’n s¢ me Jos7 Law v, 217
5:0.1. Enplish €a5¢ law. s Wessvnsussmsasmssiin 217
5.6.2. The United States CasesLaw ......o.vvcvreerrsessconenron 225
5.7. Ways of Pre. =nting o..d Minimizing Fraud.................. 228
TABLE DF QSRS rsmusssmmsmsssesmessemssssmmssimassps oo 231

BIBL I MR Yoot enas o setemmiesmsspmnss 235



