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ARTI CLE 5
LETTERS OF CREDI T

5-101. Short Title.

This Article shall be known and may be cited as Uniform
Commerci al Code -- Letters of Credit.

5-102. Scope.
(1) This Article applies

(a) to a credit issued by a bank if the credit requires a
docunentary draft or a docunentary denmand for paynent; and

(b) to a credit Issued by a person other than a bank if the
credit requires that the draft or demand for paynent be
acconpani ed by a docunment of title; and



(c) to a credit issued by a bank or other person if the

credit is not within subparagraphs (a) or (b) but conspicuously
states that it is a letter of credit or is conspicuously so
entitl ed.

(2) Unless the engagenent neets the requirenents of
subsection (1), this Article does not apply to engagenents to
make advances or to honor drafts or demands for paynent, to
aut horities to pay or purchase, to guarantees or to general
agreement s

(3) This Article deals with sone but not all of the rules

and concepts of letters of credit as such rules or concepts have
devel oped prior to this act or may hereafter devel op. The fact
that this Article states a rule does not by itself require, inply
or negate application of the sane or a converse rule to a
situation not provided for or to a person not specified by this
Article.

5-103. Definitions.
(1) In this Article unless the context otherw se requires

(a) "Credit" or "letter of credit"” means an engagenent by a
bank or other person nmade at the request of a custonmer and of a
kind within the scope of this Article (Section 5-102) that the

i ssuer will honor drafts or other demands for paynment upon
conpliance with the conditions specified in the credit. A credit
may be either revocable or irrevocable. The engagenment nay be

ei ther an agreenent to honor or a statenment that the bank or

ot her person is authorized to honor.

(b) A "docunentary draft” or a "docunentary demand for
paynment” is one honor of which is conditioned upon the
presentation of a docunent or docunents. "Docunment" neans any
paper including docunent of title, security, invoice,
certificate, notice of default and the |ike.

(c) An "issuer" is a bank or other person issuing a credit.

(d) A "beneficiary” of a credit is a person who is entitled
under its terns to draw or denmand paynent.

(e) An "advising bank" is a bank which gives notification
of the issuance of a credit by another bank.

f) A "confirm ng bank" is a bank which engages either that
it will itself honor a credit already issued by another bank or
that such a credit will be honored by the issuer or a third bank.

(g) A "custoner" is a buyer or other person who causes an

i ssuer to issue a credit. The termal so includes a bank which
procures issuance or confirmation on behalf of that bank's
cust omer .

(2) Oher definitions applying to this Article and the
sections in which they appear are:

"Notation Credit". Section 5-108.
"Presenter”. Section 5-112(3).

(3) Definitions in other Articles applying to this Article



and the sections in which they appear are:
"Accept" or "Acceptance" Section 3-409.
"Contract for sale". Section 2-106.
"Draft". Section 3-104.

"Hol der in due course". Section 3-302.
"M dni ght deadline". Section 4-104.
"Security". Section 8-102.

(4) In addition, Article 1 contains general definitions and
principles of construction and interpretation applicable
t hroughout this Article.

5-104. Formal Requirenents; Signing.

(1) Except as otherwi se required in subsection (1)(c) of
Section 5-102 on scope, no particular formof phrasing is
required for a credit. Acredit nmust be in witing and signed by
the issuer and a confirmation nmust be in witing and si gned by
the confirm ng bank. A nodification of the terns of a credit or
confirmati on nust be signed by the issuer or confirm ng bank.

(2) A telegrammy, be a sufficient signed witing if it
identifies its sender by an authorized authentication. The

aut hentication nay be in code and the authorized nam ng of the
i ssuer in an advice of credit is a sufficient signing.

5-105. Consi derati on.

No consideration is necessary to establish a credit or to
enl arge or otherwi se nodify its terns.

/* The UCC makes such provisions in many different places. This
does not nean that consideration is not required; only that for
busi ness reasons persons fromtinme to tinme change the terns of
credits and other simlar business instruments for no other
reason than custoner request.

5-106. Tinme and Effect of Establishnment of Credit.
(1) Unless otherwise agreed a credit is established

(a) as regards the custonmer as soon as a letter of credit
is sent to himor the letter of credit or an authorized witten
advice of its issuance is sent to the beneficiary; and

(b) as regards the beneficiary when he receives a letter of
credit or an authorized witten advice of its issuance.

(2) Unless otherw se agreed once an irrevocable credit is

est abl i shed as regards the custonmer it can be nodified or revoked
only with the consent of the custonmer and once it is established
as regards the beneficiary it can be nodified or revoked only

wi th his consent.

(3) Unless otherwi se agreed after a revocable credit is
established it nay be nodified or revoked by the issuer w thout
notice to or consent fromthe custoner or beneficiary.



(4) Notw thstanding any nodification or revocation of a
revocabl e credit any person authorized to honor or negotiate
under the terns of the original credit is entitled to

rei mbursenent for or honor of any draft or demand for paynent
duly honored or negotiated before recei pt of notice of the

nmodi fication or revocation and the issuer in turn is entitled to
rei mbursenment fromits custoner.

5-107. Advice of Credit; Confirmation; Error in Statenent of
Ter ms.

(1) Unless otherw se specified an advi sing bank by advi sing

a credit issued by another bank does not assunme any obligation to
honor drafts drawn or demands for paynent nade under the credit
but it does assune obligation for the accuracy of its own

st at ement .

(2) A confirm ng bank by confirmng a credit becones

directly obligated on the credit to the extent of its
confirmation as though it were its issuer and acquires the rights
of an issuer.

(3) Even though an advi sing bank incorrectly advises the

terms of a credit it has been authorized to advise the credit is
est abl i shed as against the issuer to the extent of its original
termns.

(4) Unless otherw se specified the customer bears as

agai nst the issuer all risks of transm ssion and reasonabl e
translation or interpretation of any nessage relating to a
credit.

5-108. "Notation Credit"; Exhaustion of Credit,

(1) A credit which specifies that any person purchasing or
payi ng drafts drawn or demands for paynment made under it nust
note the amount of the draft or demand on the letter or advice of
credit is a "notation credit".

(2) Under a notation credit

(a) a person paying the beneficiary or purchasing a draft

or demand for paynment fromhimacquires a right to honor only if
t he appropriate notation is nade and by transferring or
forwardi ng for honor the docunents under the credit such a person
warrants to the issuer that the notation has been made; and

(b) unless the credit or a signed statenent that an
appropriate notation has been made acconpani es the draft or
demand for paynment the issuer may delay honor until evidence of
not ati on has been procured which is satisfactory to it but its
obligation and that of its customer continue for a reasonable
time not exceeding thirty days to obtain such evidence.

(3) If the credit is not a notation credit

(a) the issuer may honor conplying drafts or demands for

paynment presented to it in the order in which they are presented
and is discharged pro tanto by honor of any such draft or demand;

(b) as between conpeting good faith purchasers of conplying
drafts or demands the person first purchasing has priority over a



subsequent purchaser even though the |ater purchased draft or
demand has been first honored.

5-109. Issuer's Cbligation to Its Custoner.

(1) An issuer's obligation to its custoner includes good
faith and observance of any general banking usage but unl ess
ot herwi se agreed does not include liability or responsibility

(a) for performance of the underlying contract for sale or
ot her transaction between the custoner and the beneficiary; or

(b) for any act or om ssion of any person other than itself
or its own branch or for |loss or destruction of a draft, demand
or docunent in transit or in the possession of others; or

(c) based on know edge or |ack of know edge of any usage of
any particul ar trade.

(2) An issuer nust exam ne docunents with care so as to
ascertain that on their face they appear to conply with the terns
of the credit but unless otherw se agreed assunes no liability or
responsibility for the genuineness, falsification or effect of
any docunment which appears on such exam nation to be regular on
its face.

/* The only place in the UCC where an obligation to do sonething
Wi th care (wthout the word reasonabl e being near by) is
mentioned. */

(3) A non-bank issuer is not bound by any banki ng usage of
whi ch it has no know edge.

[* | GNORANCE OF THE LAWIS AN EXCUSE. . . .. */

5-110. Availability of Credit in Portions; Presenter's
Reservation of Lien or Caim

(1) Unless otherwi se specified a credit may be used in
portions in the discretion of the beneficiary.

(2) Unless otherw se specified a person by presenting a
docunentary draft or demand for paynent under a credit
relinqui shes upon its honor all clainms to the docunents and a
person by transferring such draft or demand or causing such
present nent authorizes such relinquishnment. An explicit
reservation of claimnmakes the draft or demand nonconpl yi ng.

5-111. Warranties on Transfer and Present nent.

(1) Unless otherw se agreed the beneficiary by transferring

or presenting a docunentary draft or demand for paynent warrants
to all interested parties that the necessary conditions of the
credit have been conplied with. This is in addition to any

war ranties arising under Articles 3, 4, 7 and 8.

(2) Unless otherw se agreed a negotiating, advising,

confirmng, collecting or issuing bank presenting or transferring
a draft or demand for paynent under a credit warrants only the
matters warranted by a collecting bank under Article 4 and any
such bank transferring a docunent warrants only the matters

war ranted by an intermediary under Articles 7 and 8.



5-112. Tinme Allowed for Honor or Rejection; Wthhol ding
Honor or Rejection by Consent; "Presenter™

(1) A bank to which a docunentary draft or denmand for
paynment is presented under a credit may w thout dishonor of the
draft, demand or credit

(a) defer honor until the close of the third banki ng day
follow ng recei pt of the docunents; and

(b) further defer honor if the presenter has expressly or
i npl i edly consented thereto.

Failure to honor within the tinme here specified constitutes

di shonor of the draft or demand and of the credit [except as

ot herwi se provided in subsection (4) of Section 5-114 on
condi ti onal paynent].

Not e: The bracketed | anguage in the |ast sentence of subsection
(1) should be included only if the optional provisions of section
5-114(4) and (5) are included.

(2) Upon dishonor the bank may unl ess otherw se instructed
fulfill its duty to return the draft or demand and the docunents
by holding them at the disposal of the presenter and sending him
an advice to that effect.

(3) "Presenter"™ nmeans any person presenting a draft or
demand for paynent for honor under a credit even though that
person is a confirm ng bank or other correspondent which is
acting under an issuer's authorization.

5-113. Indemiti es.

(1) A bank seeking to obtain (whether for itself or

anot her) honor, negotiation or reinbursenment under a credit may
give an indemity to i nduce such honor, negotiation or

rei mbur senent .

(2) An indemity agreenent inducing honor, negotiation or
rei mbur senment

(a) unless otherwi se explicitly agreed applies to defects
in the docunents but not in the goods; and

(b) unless a longer tinme is explicitly agreed expires at

the end of ten business days foll ow ng recei pt of the docunents
by the ultinmte customer unless notice of objection is sent

bef ore such expiration date. The ultinmate custonmer may send
notice of objection to the person from whom he received the
docunents and any bank receiving such notice is under a duty to
send notice to its transferor before its m dni ght deadline.

5-114. Issuer's Duty and Privilege to Honor; Right to
Rei mbur senent .

(1) An issuer nust honor a draft or demand for paynent

whi ch conplies with the terms of the relevant credit regardl ess
of whet her the goods or docunments conformto the underlying
contract for sale or other contract between the custoner and the
beneficiary. The issuer is not excused from honor of such a draft
or demand by reason of an additional general termthat al
docunents nmust be satisfactory to the issuer, but an issuer may
require that specified docunents nust be satisfactory to it.



(2) Unless otherw se agreed when docunents appear on their

face to conply with the terns of a credit but a required docunent
does not in fact conformto the warranti es made on negotiation or
transfer of a docunent of title (Section 7-507) or of a
certificated security (Section 5-306) or is forged or fraudul ent
or there is fraud in the transaction:

(a) the issuer nmust honor the draft or demand for paynent

i f honor is demanded by a negotiati ng bank or other hol der of the
draft or demand which has taken the draft or demand under the
credit and under circunstances which would make it a holder in
due course (Section 3-302) and in an appropriate case woul d make
it a person to whom a docunent of title has been duly negoti ated
(Section 7-502) or a bona fide purchaser of a certificated
security (Section 8-302); and

(b) in all other cases as against its custoner, an issuer

acting in good faith may honor the draft or demand for paynent
despite notification fromthe custoner of fraud, forgery or other
def ect not apparent on the face of the docunments but a court of
appropriate jurisdiction may enjoin such honor.

(3) Unless otherw se agreed an issuer which has duly

honored a draft or demand for paynent is entitled to i mediate
rei mbur senent of any paynent nmade under the credit and to be put
in effectively available funds not |ater than the day before
maturity of any acceptance made under the credit.

[ (4) When a credit provides for paynent by the issuer on
recei pt of notice that the required docunents are in the
possessi on of a correspondent or other agent of the issuer

(a) any paynent made on recei pt of such notice is
condi tional; and

(b) the issuer may reject docunents which do not conply
With the credit if it does so within three banking days foll ow ng
its receipt of the docunents; and

(c) in the event of such rejection, the issuer is entitled
by charge back or otherwise to return of the paynent nade. ]

[(5) In the case covered by subsection (4) failure to reject
docunents within the tinme specified in sub-paragraph (b)
constitutes acceptance of the docunents and nakes the paynent
final in favor of the beneficiary.]

Not e: Subsections (4) and (5) are bracketed as optional. If they
are included the bracketed | anguage in the |ast sentence of
Section 5-112(1) should al so be incl uded.

5-115. Renedy for |nproper Di shonor or Anticipatory
Repudi ati on.

(1) When an issuer wongfully dishonors a draft or demand

for paynent presented under a credit the person entitled to honor
has with respect to any docunents the rights of a person in the
position of a seller (Section 2-707) and may recover fromthe

| ssuer the face amobunt of the draft or demand together with

i nci dental danages under Section 2-710 on seller's incidental
danages and interest but |ess any anount realized by resale or

ot her use or disposition of the subject matter of the
transaction. In the event no resale or other utilization is nmade



t he docunments, goods or other subject matter involved in the
transaction nust be turned over to the issuer on paynent of
| udgnent .

(2) When an issuer wongfully cancels or otherw se

repudi ates a credit before presentnent of a draft or denmand for
paynment drawn under it the beneficiary has the rights of a seller
after anticipatory repudiation by the buyer under Section 2-610
if he learns of the repudiation in tinme reasonably to avoid
procurenent of the required docunents. Ot herw se the beneficiary
has an i medi ate right of action for wongful dishonor.

5-116. Transfer and Assignnent.

(1) The right to draw under a credit can be transferred or
assigned only when the credit is expressly designated as
transferabl e or assignable.

(2) Even though the credit specifically states that it is
nontr ansf erabl e or nonassi gnabl e the beneficiary may before
performance of the conditions of the credit assign his right to
proceeds. Such an assignnent is an assignnment of an account under
Article 9 on Secured Transactions and is governed by that Article
except that

(a) the assignnent is ineffective until the letter of

credit or advice of credit is delivered to the assignee which
delivery constitutes perfection of the security interest under
Article 9; and

(b) the issuer may honor drafts or demands for paynent

drawn under the credit until it receives a notification of the
assi gnment signed by the beneficiary which reasonably identifies
the credit involved in the assignnent and contains a request to
pay the assignee; and

(c) after what reasonably appears to be such a notification
has been received the issuer may w t hout di shonor refuse to
accept or pay even to a person otherw se entitled to honor until
the letter of credit or advice of credit is exhibited to the

i ssuer.

(3) Except where the beneficiary has effectively assigned
his right to draw or his right to proceeds, nothing in this
section limts his right to transfer or negotiate drafts or
demands drawn under the credit.

5-117. Insol vency of Bank Hol di ng Funds for Docunentary
Credit.

(1) \Where an issuer or an advising or confirm ng bank or a

bank whi ch has for a custoner procured issuance of a credit by
anot her bank becones insolvent before final paynment under the
credit and the credit is one to which this Article is nmade
appl i cabl e by paragraphs (a) or (b) of Section 5-102(1) on scope,
the receipt or allocation of funds or collateral to secure or
nmeet obligations under the credit shall have the foll ow ng

resul ts:

(a) to the extent of any funds or collateral turned over

after or before the insolvency as indemity against or
specifically for the purpose of paynent of drafts or denmands for
paynment drawn under the designated credit, the drafts or demands



are entitled to paynment in preference over depositors or other
general creditors of the issuer or bank; and

(b) on expiration of the credit or surrender of the
beneficiary's rights under it unused any person who has given
such funds or collateral is simlarly entitled to return thereof;
and

(c) a charge to a general or current account with a bank if
specifically consented to for the purpose of indemity against or
paynment of drafts or demands for paynment drawn under the
designated credit falls under the sanme rules as if the funds had
been drawn out in cash and then turned over with specific

i nstructions.

(2) After honor or reinbursenent under this section the
custonmer or other person for whose account the insolvent bank has
acted is entitled to receive the docunents invol ved.



