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Chapter 31 Documentary Collection

1. Objectives
A. To gain an understanding of collection
B. To gain an understanding of documentary collection
C. To learn what a draft is and how it operates
D. To gain an understanding of how collection operates
E. To explore the difference between documents against payment and documents against
acceptance

F. To learn relevant words, expressions and structures

II.  Introduction

In international business, terms of payment have been the key parts in the contracts all the
time. It involves how exporters collect the pay for their goods in time and guarantee the normal
and orderly development of their business. Under different situations, the choice of payment terms
is also flexible. There are different terms of payment, among which documentary collection is a
fairly common means of payment
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ITI. Main points of the text
A. 1. Documentary collection is a means of ensuring that the goods are handed over to the
buyer when the draft is paid or when the draft is accepted.
2. Payment by a draft was the most popular means of payment before a letter of credit was
introduced.
B. 1. Collection does not use a bank’s credit.
2. A draft plays an extraordinary role in documentary collection
3. A draftis an unconditional order, requiring the person to whom it is addressed to pay on
demand or at a fixed or determinable future a sum certain in money to order or to the
bearer.
4. The three parties involved in the operation of a draft, the drawer, or the exporter, the
drawee, or the importer, and the payee, usually the bank.

C. 1. How documentary collection operates.
2. Documents against payment and documents against acceptance
3. Risks to be run when documents against acceptance is employed
D. 1. Factors one should consider when deciding whether to employ documentary collection

IV. Background and terminology
1) collection: FEW
the practice of presenting checks, drafts, and other negotiable instruments to the point of
origin, and receiving payment from the paying bank. The term covers such as
checks and drafts, and also non-cash items, including acceptances, bonds, and notes, which are
1
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2)

3)

4)

5)

6)

referred to as Collection Items.

documentary collection: R PRI

as a banking practice, in the Buyer's and Sellet's country a bank acts for the Seller by
presenting commercial documents (like invoices, the bill of lading, etc) to the Buyer along with
a payment demand (usually a bill of exchange.)

draft, or bill of exchange: 5%

an unconditional order in writing, addressed by the Drawer (Seller) to the Drawee (Buyer),
signed by the party giving it (Drawer) and requiring the party to whom it is addressed (Drawee)
to pay on demand or at a fixed future date, a pre-determined sum of money to Drawer or
another specified party or to Bearer (holder of the bill of exchange).

time draft: 16 Y 5%
draft (bill of exchange) payable to a third party on a specified or determinable future date,
as opposed to a Sight Draft. a Banker's Acceptance is an example of a time draft.

sight draft: RS2
A draft or bill that is payable on demand or upon presentation. Also called demand draft

a letter of credit: 1 HiIE

A letter of credit, often abbreviated as an LC or L/C, and also referred to as a
documentaty credit, often abbreviated as DC or D/C, documentary letter of credit, ot simply
as credit, is a document issued mostly by a which provides an irrevocable
payment undertaking to a against complying documents as stated in the credit. This
means that once the beneficiary or a presenting bank acting on its behalf, makes a presentation
to the issuing bank or confirming bank, if any, within the expiry date of the LC, comprising
documents complying with the terms and conditions of the LC, the issuing bank or
confirming bank, if any, is obliged to pay irrespective of any instructions from the applicant to
the contrary. In other words, the obligation to pay is shifted from the applicant to the L.C
issuing bank or confirming bank, if any.

Letters of credit are often used in international transactions to ensure that payment will be
received. Due to the nature of international dealings including factors such as distance,
differing laws in each country and difficulty in knowing each party personally, the use of letters
of credit has become a very important aspect of international trade. The bank also acts on
behalf of the buyer (holder of letter of credit) by ensuring that the supplier will not be paid
until the bank receives a confirmation that the goods have been shipped.

V. Language points

)

ensure: to make certain that something will happen properly ffifx, {RilE
The role of the police is to ensure (that) the law is obeyed.
B AR 2 A DR AT TR Syt
Our precautions ensured our safety.
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2) assure: to tell someone that something will definitely happen or is definitely true so that

they are less worried []...PRIIE
The station master assured us that the train would be on time.
A 1) AT PR K A 2 R I 23K
I assure you (that)there's no danger.

R R RAE A G
3) bearer: the person who holds a legal document, for example a draft (JI-5%) A A

4) gethold of: to have control over something ¥, #F:
The success of their promotion enabled them to get hold of the market.
AT R By, AT T T3
I got hold of the toy in both hands and lifted it on to the table.
N FIEDC R ES BT L.

5) to order: according to the requirement (of someone) &M (...[1]) ik

6) make out: to write something such as a bill or check ij'Ej, M=
Draft must be made out to be payable either on sight or on demand or within a specified
time.
TSR UIH S R Je LSRRI I AR — 5 58 A TR) A 35K
We asked the seller to make out the invoices.

PRSI RS

7) acton: to do something because of another person's advice or order, or because you

have received information %M. ... IrE
We must act on the instructions from our head office.
Ao F% s w] R FR s T
The customers acted on our suggestion.

F SR IRA A T

8) on sight: as soon as you see someone or something — JLEE. ..
The police threatened to shoot looters on sight.

BB, —F WERR ST

9) dishonor: to fail or refuse to accept or pay (a note, bill, or check, for example) JH4, FHZs
AL CAERR B

10) pick (up) : to select from a group Hkik
The best swimmer was picked (up).
B AR KE TR R T
The hotel was picked as the best small hotel in the area.

VR Z I X S (RN R, IR SR Hekie 1 ik

Difficult sentences
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1)  Documentary collection is a means... in the future.
X)) R Documentary collection is a means of ensuring ... Horp ensuring E]
TN H that 5 IR MG, 11 5E WA XA PN IFFIR H when 513 1] [H]
RIEMA], KARIE N FAE TS “are handed over”s

2) A draft, also called a bill of exchange, is an unconditional order in writing addressed by one
person to another, signed by the person giving it, requiring the person to whom it is addressed
to pay on demand or at a fixed or determinable future a sum certain in money to order or to
the bearer.

XA EA] S A draft is an unconditional order, ‘Bl R AL
also called a bill of exchange 318 A draft )5 B € 15
an unconditional order Ji [H] 73l FH— AN A R in writing A1 — A>3 18] B TEAE ) )5 B €
EEACAAE

a) addressed by one person to another,

b) signed by the person giving it,

c) requiring the person to whom it is addressed to pay on demand or at a fixed or

determinable future a certain sum of money to order or to the bearer..

FER =3, “to whom it is addressed” 2™ FRAITE K€ T A, B4 1]

person.

3)  This merely means that he fills in a bill of exchange with all the relevant details relating to the
particular shipment.
X)) =752 This means, that 5|5 )& F 15 MR,

M A RS 1A] 55 5 with all the relevant ... shipment A fill in FPRTE, Ros AT
ZNFKRIES o EIXH with [ E by the presence or use of (IS ElGE L. . A7
0, il

a pillow stuffed with feathers; P BHE 1RL K

balloons filled with helium; 7o 2/ Bk, 254¢

MR #5318 K8 relating to the particular shipment X & details [ J5 B E 1

VI. Summary

Documentary collection was the most popular means of payment in international trade before
documentary credit was adopted, and is still very popular. In its operation, a draft plays an
extraordinary role, and three parties are involved, which are the drawer of the draft, namely the
exporter, the drawee, usually the importer, and the payee, in this case, the remitting bank on the
exporter’s side and the collecting bank on the importer’s. Under documentary collection, two
arrangements exist, the documents against payment and the documents against acceptance.
However, one drawback is that the bank’s credit is not involved.

VII. Comprehension questions
1. What had been the most popular means of payment before a letter of credit was introduced?
2. Why does the seller think the documentary collection is advantageous?
3. Does collection seek guarantee from the bank?
4. How many parties are involved in a draft? Who are they?
5. On whose instructions does the bank act in documentary collection?
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6. Whats D/A? And what’s D/P?



