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Chapter 32 Documentary Credit

1. Objectives
A. To gain an understanding of documentary credit and its unique feature
B. To find out why documentary credit developed
C. To gain an understanding of how the documentary credit operates

D. To learn relevant words, expressions and structures

II.  Introduction

Cash payment in international trade is rarely adopted; instead, non-cash payment is commonly
used. Documentary credit is a very important means of payment. Payment by credit transfers the
importer’s obligation of payment to the bank, which ensures that the exporter can get payment
safely and promptly. At the same time, the importer gets the shipping documents on time, against
which the latter can take delivery of the shipment.
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ITI. Main points of the text
A. Although cash payment is ideal, the most widely used method is payment by documentary
credit, where a bank’s credit is adopted.
B.  How documentary credit operates.
C. 1. Documentary credit is the product of international business and the development of
world business is an immense impetus to the evolution of documentary credit.
2. Technological advance in banking, transportation and telecommunications makes
possible the worldwide acceptance of credit operations.
3. The unique and characteristic feature of the documentary credit is the bilateral security

it offers to both exporter and importer.

IV. Background and terminology
1)  open account: CJKIRES
In a foreign transaction, an open account is a convenient method of payment and may be
satisfactory if the buyer is well established, has demonstrated a long and favorable payment
record, or has been thoroughly checked for credit worthiness. Under open account, the

exporter simply bills the customer, who is expected to pay under agreed terms at a future date.

2) credit: 17 H
A contractual agreement for deferred payment in which a borrower receives something of
value now, with the agreement to repay the lender at some date in the future as a result of a

ositive opinion by the particular lender concerning such borrowet's and reliability.
p p y p g Y-

3) documentary credit
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A letter of credit, often abbreviated as an LC or L/C, and also referred to as a
documentary 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

1)

2)

3)

4)

beyond (one’s) control:  impossible (for one) to control JG¥Z 44 il
He tried to brake the car, but it was beyond control.
fibA B %, ERE DA T
We have done a lot to avoid unexpected events, but something is really beyond our
control.
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ship: to send goods somewhere by ship, plane, truck etc. &1
A new engine was shipped over from the US.
MRS R — &G 2%,

We ship books to New York every month.
P18 H I A 2yizik 845

part with:  to give something to someone else, although one does not want to J{ 7+, Hil
The exporter isn’t willing to part with his goods without being sure that he will get the
payment on time.
FEAE REAL ISP 2 DU D0 R, R AN A BT 1
To transfer to the branch company means that he will part with his high position.

B> Al R MR AR B .

bottleneck: a delay in one stage of a process that makes the whole process take longer
B A

Understaffing has caused a real bottleneck.

B2 NT 2o HAE RS .

Is there any way of getting round this bureaucratic bottleneck?

A A INEREGE B AU IXAS B G 2
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5) wish for: to want something to happen or to want to have something, especially when it
seems unlikely or impossible By #; A3k
She was like the sister I never had but always wished for.
Ut R e — ELA B EARAT I 1 AH 4
There is no point in wishing for a miracle.
T LA 2 e T
6) 1in essence: used when talking about the most basic and important part of something,
especially an idea, belief, or argument 4 JiT_I
In essence his message was very simple.
AR B, bRy B AR
In essence, both sides agree on the issue.
MU CAEA T E i — i AUE T2
7) conform to: to obey a rule or reach the necessary stated standard, or to do things in a
traditional way %7, &5
The driver didn’t conform to traffic rules, so he got fined.
AN BEE S AT A, DR A 111 3K
Conventions are not law, but people still conform to them.
I BIRAEIEAL, AR EA
The quality and specifications must conform to the sample you sent us last month.
BURARAS B EA A5 BB BTSRRI o
8) set forth: to explain ideas, facts, or opinions in a clearly organized way in writing or in
a speech A AW, EHAW, $EH
He set forth a good proposal, but it was turned down.
bt T —HURLF I, AgEnde 7.
The Financial Times today sets forth the GNP of this year.
AR CEREARD A 144 E RAE - B E
9) on behalf of someone: as someone’s representative RFE
Our monitor makes a speech on behalf of the whole class.
BATWIERACK IR T
He attended the meeting on behalf of the chairman of the board.
R E SRR SN T =B
10) make use of: to use something that is available in order to achieve something or get

an advantage for yourself F| ]
If you make full use of your spare time to prepare for the exam, you will certainly pass it.
ULIRARTE 73 R A2 I TR e 2 254K, AR — e el i
People in this village make use of the coal mine, and many have made a fortune.
KA AR IEA R, W2 ACgk 7.
Many multinationals have made good use of China’s reform and opening policy to enter
her vast market.
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11) expertise:  special skills or knowledge in a particular subject, that you learn by experience or
training & [ JHTIR
What he's bringing to the company is financial expertise.
il 2% W) SR I <R T A& 1T
His expertise was not equal to the task.
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Difficult sentences
1) “As we know, a buyer and a seller live far apart, international business is carried out beyond
each others control and mutual trust is hard to established.”
FAEH and ERH) =AIFAIH), Ron =IUE XOFAIRFsE: [ FR 5 5 S
JTMIREEEZL, 51 5y REATEE T X7 I, ARME A A BT AT
As we know &R RN as 51 FHIAEBRBITEE M, as FRACHIE E R PTR
EEE, ErEER (EARENEREE) A,

2) A contract often stipulates that payment is made by documentary credit agreed upon by both
the buyer and the seller, who both wish for the superior credit standing of a large financial
institution to stand between them.

seAgH,  that 5132 — D EIEMNA], H“agreed upon by both the buyer and the
seller” &0t 2240l 500, VR BB documentary credit; HH who 515 [P EERR & M 1
MEJEN the buyer and the sellers

3) In most commercial transactions, the conditions will state that the seller is to submit the
required documents usually relative to the shipment of the specified goods.

A, “that the seller is to submit the required documents usually relative to the
shipment of the specified goods” F&#]] state [ Z=1HMNA), FJHTE TR H 1 2&“be +
A AN G, Ron B, Bl

You are to come back before 9:00 pm.
PRILIRAE R U LRI

They are to hand in their paper next Tuesday at the latest.
AT BB ZRAE T i — 4R AT ok

“usually relative to the shipment of the specified goods.” &M JE 2518 F 15 , 15 )5 B 2 i,
& 1Mi“the required documents”

VI. Summary
Due to the difficulty in establishing trust between exporter and importer and to the drawback
with documentary collection, documentary credit was developed, with which the bank’s credit is
used. It has become the most important means of payment in international trade because, by
stipulating for payment by credit, the .exporter is assured of payment provided he fulfills his
obligation by making delivery as required by the credit, and the importer can be assured that he can
get hold of the shipping documents, the title to the shipment, when he makes the payment.

VII. Comprehension questions
1. How do you think of cash payment?
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2. How can we solve the problems the buyer and the seller confront in international trade
concerning payment and delivery?

What is a documentary credit?

What’s the unique feature of a documentary credit?

Under what condition will the bank pay?

o o s

Why can credit operations be accepted worldwide?



