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PREFACE
TO THIRD EDITION

IN lines added to Goldsmith’s ‘‘ Deserted Village,” Dr.
Samuel Johnson wrote—

“ Trade’s proud empire hastes to swift decay.”

Had he livgd in this year of grace, 1930, he might have
written differently, for the extension of our commerce since
1784 has been phenomenal. It is possible, however, that
the merchants of Dr. Johnson's day were not so much con-
cerncd with obtaining financial accommodation by means
of Wankers' credits as are our traders to-day ; it is certain
that they were not bewildered by the varety of credit
documents that emanate from present-day bankers. Yet,
since the last edition of this book was written in 1921, con-
siderable progress has been made towards the unification
of commercial letters of credit. Under the acgis of the
Intcrnational Chamber of Commerce a body of cxperts has
conducted an exhaustive examination of the whole subject
of credits, and thd results of their studics appear in the
report cmbodicd in Chapter X. Certain Regulations have
been drawn up for the guidance of those dealing with
bankers’ credits and the documents to which they give
rise, and it is hoped that these will receive the attention
they merit.

In preparing this edition, the opportunity has been taken
to incorporate up-to-date details on banking and com-
mercial practice in regard to credits. Summaries of leading
law cases have been included in the appropriate thapters,
and further illustrations have been inggrted.

To Mr. Owen Jones, British Commissioner of the Inter-
national Chamber of Commerce, Pa:'is, and his colleagues,

v



vi PREFACE

I am deeply grateful for valuable assistance in the collection
of material. My best thanks are also due to the Institutes
of Bankers in London, Scotland, and Ireland for the
documentary information they have placed at my disposal.

W. F. SPALDING.
AuTHORS' CLUB, LONDON.
March, 1930.



PREFACE
TO FIRST EDITION

THis book on Credits has been written at the earnes.
request of a large number of bankers and commercial
men with whom the Author, in the course of his banking
experience, has from time to time discussed the many
and troublesome questions that frequently arise in con-
nection with those puzzling documents known as
“ Bankers ® Credits.” The subject is an intricate one,
and the great extension of credit and banking facilities
brought about by the war has not made it easier for com-
mercial men to understand the banker’s point of view
inethese matters. The banker is the custodian of other
people’s money, and his actions are governed accordingly.
Both bankers and those who are engaged in the foreign
trade of the country have felt the need for a text-book
dealing concisely and simply with the practical side of
the question ; and with a view to mceting this need, care
has been taken not only to explain the many and varied
forms of bankers’ credits in existence, but also to devote
sufficient space to a consideration of the cases that have
come before the Law Courts from time to time.

There scems to be some diversity of opinion both as to
the extent of a banker’s liability under credits, and also as
to the extent of the obligations of the person at whose
request he opens a credit; and if this book serve to
remove the dubiety that exists, or to pave the way to a
unification of the present system of dealing with banking
and commercial credits, its purposc will be served.

The Author owes a deep debt of gratitude to Mr. E.
Sykes, B.A., of the Institute of B‘ankers, London; to
Mr. F. H. Allen, of the Scottish Bankers’ Institute; and
to the nfany bankers at home andsabroad who have given

vit



viii PREFACE

him the benefit of their advice and assistance in eluci-
dating the various problems that have arisen. A number
of these gentlemen have rcad through and carefully
revised several chapters of the book. It has also been
the Author’s privilege to draw on the ripe experience of
such master minds in the sphere of foreign and Colonial
banking as those of Sir Charles Addis, K.C.M.G., and
Mr. H. D. C. Jones (of the Hong-Kong and Shanghai
Banking Corporation), and Mr. E. L. Stewart Patterson
(of the Canadian Bank of Commerce), of which privilege
he is deeply sensible.

He owes it to American bankers to say that they have
co-operated whole-heartedly with him in the ‘preparation
of those pages dealing with American credits.

W. T. SPALDING.



PREFACE
TO SECOND EDITION

SINCE the first edition of this book much discussion
has taken place in America on the subject of Bankers’
Credits, and a considerable amount of detail has been sent
to the author from that quarter. In view of the interest
taken in the first edition of the book in the United States,
the opportunity has been taken to include in the present
edition a summarized account of some of the more import-
ant legal decisions. 1In the last chapter there also appears
the result of a questionnaire issucd by the American
Acceptance Council. The answers give an interesting
sideMght into American practice and are uscful as revealing
American opinion of British banking practice in regard to
Bankers’ Credits. It is a matter of gratification for the
Author to record that since the first edition of this book
he has been invited to give opinions on the subject of
the rights and liabilities of the parties to credits for the
cdification of bankers and merchants in Canada and Aus-
tralia. He has also been called upon to define the scope
of various credits for the use of British lawyers and others,
It is a matter of regret, however, to state that we are still
a long way from the adoption of a standard form of credit
by bankers.

The book is among those recommended as a text-book
for the Final Exammation in Foreign Exchange of the
Institute of Bankers, London, and for the Diploma
Examination in Foreign Exchange of the City of London
College.

W. F. SPALDING.
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BANKERS’ CREDITS

CHAPTER 1
MAINLY INTRODUCTORY AND EXPLANATORY

WE have read, we know not where, that ‘‘ Religion, credit,
and the eye are things not to be touched,” which perhaps
accounts for the fact that the question of credit has been
so vexed a one from time immemorial ; and although the
small shopkegper delights in displaying the notice ‘‘ Please
do not ask for credit, as a denial often offends,” yet in
many cases he himself owes his very existence as a trader
to the credit which he affects not to touch, but which
has been freely extended to him by his banker.

Credit undoubtedly is the foundation of modern pro-
gress, and in early days it played a very much more
important part than is generally imagined. It is to credit
that many nations owe their rise from obscurity to wealth
and opulence. Credit has been defined as the belief in a
person or firm’s ability and intention to pay ; it is some-
thing more—it is trust in a person’s ability or potential
ability to pay, and to warrant that trust the person or
firm must have a reputation for honesty and solvency.

Onc of the principal functions of a banker is to gather
up funds where they are idle, and to direct them to the
quarter in which they can be most suitably and profit-
ably employed. One avenue through which the banker
can make profitable use of his surplus money is in financing
manufacturers and others during the time taken to work
up materials into the finished product. The services the
banker renders to the.community in bridging over the
period between the receipt of raw material and the pro-
duction of the complete article certainly * shine out like
good deeds. in a naughty world.” eReaders of the works
of William Shakespeare will probably never realize or
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appreciate how much they really owe to the good offices
of the banker who has financed the production of the
books, say, from the paper pulp manufacture, right
through the various processes, including the finance of
the manwfacture of machinery, until the books are finally
put forth on the market in finished form. It is so with all
manufactures ; without the intervention of the banker,
the manufacturer would not be in a position to carry out
business of any magnitude ; with the aid of the banker,
he is enabled to buy his raw material at cash prices in
the lowest market, and the banker it is who finds the
money until such time as the manufactured article is
ready for delivery or shipment. It has been said that
the manufacturer buys his raw materials on credit and
liquidates the debt by turning the manufactured article
into money; but that statement is hardly true. The
scller of raw produce usually wants his money forthith ;
he cannot afford to wait, nor will he, as a rule, wait until
the manufacturer has made the goods; consequently the
banker intervenes and with his spare funds backs the credit
of the manufacturer, so to speak, and pays the seller of
the raw materials. He thus enables both parties to turn
over their capital quickly and economically. It is to this
particular function of credit, then, that we shall give our
attention in this book. With the larger questions con-
cerning the creation of credit, and the loan or credit fund
by means of which the commerce of the country is largely
financed, we have not to deal: the total of such credit
may be measured roughly by the sum of the bank deposits,
plus the bank notes in circulation. Our principal concern
is with the instruments of credit by means of which
bankers enable merchants, manufacturers, and others to
obtain *spot ” cash, instead of +having to possess their
souls in patience while arrangements are being made
to send their commodities to far distant lands, and, having
made the shipmentsy to wait still longer before pay-
ment is received.
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Without further ado, then, we may say that our main
object is to explain some of the principal details in con-
nection with the financing of the country’s overseas trade ;
to examine the form taken by the bankers’ letters of
credit issued, and to study the comparative economy in
the various methods employed. We shall also investigate
the terms under which the letters of credit are opened,
discuss the disputes which arise in regard to revocation
and cancellation, compare the relative positions of the
banker and merchants, and also endcavour to get guidance
from the decisions in the few cases that have come before
the Law Cousts.

Origin of Letter of Credit.

Just how or when the letter of credit, which gives the
grantee power to draw bills of exchange, originated is not
known ; the present writer is inclined to attribute their
origin to the Romans, who had a well-developed system
of banking and finance ; but Blackstone, the great com-
mentator, in speaking of the origin of bills of exchange,
refers to a claim that this method of finance was brought
into general use by the Jews and Lombards when banished
for their usury and other vices, in order to draw more
easily their effects out of France and England into those
countries which they had chosen to favour with their
presence. Hc says the invention was a little earlier, “ for
the Jews were banished out of Guienne in 1287 and out of
England in 1290.”

Paper credit is also known to have existed in China at
a very early period.

The transferring of credit from one to another was early
developed in Italy. The Italian Argentarii, for instance,
gradually passed from soney-changers into receivers of
deposits and, looking around for the best and most profit-
able employment for their deposits, they very quickly
perceived the ease with which those funds could be
utilized for the basis of the transfer of paper credit.
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The old Medicis, too, made free use of credit, and a short
time ago the author was privileged to inspect many of
their ancient records, now in the possession of Mr. Gordon
Selfridge. Their parchments contain frequent references
to credit transactions.

The word perscribere is referred to by some writers as
giving a clue to the matter. It certainly does appear
frequently in the old Italian documents, but its real
meaning is ““ to write down accurately or explicitly,” and
we have sometimes seen the word interpreted as the
giving of a cheque on one’s account or the transfer of
credit from one to the other. The point is,hardly worth
labouring, however, since what is generally overlooked is
that the instruments of credit referred to were unlike the
modern bills of exchange in that they lacked negotia-
bility, and in that respect they arc more akin to the
letter of credit, which, as we shall see later on, i$ not
negotiable.

At this stage the reader will probably ask: ‘‘ What
manner of document is, then, this letter of credit which
confers such a boon upon the human race?” and, in
order not to try his patience further, we give the following
general definition upon which we shall enlarge from time
to time throughout this book—

‘“ A letter of credit is an open letter of request whereby
one person (usually a merchant or a banker) requests some
other person or persons to advance moneys, or give credit,
to a third person named therein, for a certain amount,
and promises that he will repay the sum to the person
advancing the same, or accept bills drawn upon himself,
for the like amount. It is called a general letter of credit
when it is addressed to all merchants or other persons in
general, requesting such advanees to a third person ;
it is called a special letter of credit when it is addressed
to a particular person by name, requesting him to make
such advances to a_third person.”’ !

! Bills of Exchange (Story), p. 459.
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This, it may be remarked, is all right as a general
definition, but we shall perhaps get a more correct per-
spective of the business if we examine, first of all, the
transaction which shows the banker as a dealer in or
supplier of the credit of which so many people are from
time to time in need. In no case is this function more
plainly demonstrated than in the Casu CrEDIT, which,
in view of its importance, may very well form the
material for our next chapter.



CHAPTER II

“ Credut 1s nothing bul the expectation of money within some himited
ttme.”—LOCKE.
CASH CREDITS

Origination of Cash Credits.

CasH Credits originated in Scotland. The idea was, we
believe, the product of the fertile brain of some official
in the Royal Bank of Scotland, which bank was founded
in the year 1727. When the Royal Bank of Scotland
commenced operations, it was in direct competition with
the Bank of Scotland. Of commercial bills s{or absorbing
the spare funds of the bankers there were few, conse-
quently they had what one writer described as a ‘‘ super-
fluity of credit on hand.”! This caused the Royal Bank
of Scotland to cast about for ways and means of getting
its resources into general circulation. After some “con-
sideration, it was decided to issue credits to respectable
and trustworthy persons against the guarantee of a third
party or parties. The so-called credits, which were in the
first instance somewhat akin to drawing accounts, were
called ““ Cash Credits,” and they have continued in exist-
ence down to the present day. These credits are in the
nature of a current account upon which the customer can
draw in precisely the same manner as on an ordinary
banking account, the only difference being that, instead
of receiving interest, he has to pay interest. In fact, the
cash credit is a credit specially created by the banker in
favour of a customer ; but instead of the customer having
to take up the whole amount as a demand loan, he can
either draw or repay, in whole or in part, the amount
advanced at any time to suit his own convenience. The
accredited party pays interest only‘on the amount actually
drawn ; it is calculated on the debit balance at the close
of each day, not upon the whole amount of the loan.
1 Elements of Ba';akmg (H. D. MacLeod), p 109.
6
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Growth of System.

Once this method of creating credit was understood,
its utility both to the customer and to the banks was so
patent to all concerned, that the innovation spread
quickly, for not only were the banks able to find an outlet
for superfluous funds, but as the advances were made in
their own notes, the business was sufficiently profitable
to make its extension the subject of much care and fore-
thought. The banks’ clients, naturally, found cash credits
of incalculable assistance, and in this manner. The
granting of the credits was not restricted to one class of
professional man or trader : the poor man, so long as he
was honest ahd respectable, had an equal chance with the
rich man in applying for the accommodation. Now, as
in 1727, this system obviates the necessity for traders and
others keeping money idle in expectation of paying it out,
and it provides them with an account upon which they
can operate within reasonable limits until such times as
they have manufactured or sold their goods. It also
enables the young professional man to take up his avoca-
tion and get firmly established therein. All that is
required from each class, beyond the personal qualities
we have mentioned, is one or two friends who have
sufficient confidence in them to guarantee the advances
made by the banks.

Opening a Cash Credit.

The money advanced by the banks, or rather the
opening of a credit in their books in favour of the client,
is for a moderate amount, and varies from, say, a few
hundred pounds to a thousand pounds sterling. It is
made on the undertaking of two or more parties called
‘ cautioners,” to pay to the bank, on demand, all sums
advanced to the client up to a certain fixed amount, in
the event of the borrower being unable to repay the loan
himself. Needless to say, the guarantors of the credit
must have a reasonable faith in the person whom they
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guarantee before they will make themselves liable to the
bank on his behalf, and in any case they are in a position
to keep an eye on his proceedings. Moreover, once having
committed themsclves to the affair, they have the right,
under Scottish law, to inspect the account with the bank,
and may stop it at any time in the event of irregularity.

Form of Bond.

The Bond of Credit which is signed not only by the
person to whom the cash credit is granted, but also by
his guarantors, is a fairly comprehensive document ; and,
in view of its interest, we reproduce the form which the
Scottish banks require to be signed before fhaking these
credits available in their books.

The reader will observe that the stamp duty on a Cash
Credit Bond is 2s. 6d. per cent.

Benefit of System.

This cash credit system has been of enormous benefit
not only to Scottish industry, but also to agriculture.
Since its introduction, many a small tenant farmer has
been able, by its aid, to purchase his holding and to rise
to a position of affluence. It is interesting to note, too,
that the cash credits and note issues of the banks go hand
in hand, so to speak; and in this connection the writer
remembers a piece of prose he was given to translate in
one of the Institute of Bankers’ French examination test
papers. It is curious how these incidents recur to one’s
mind and, as the extract is peculiarly applicable to our
subject, we give the following paraphrase of the lines—

“How is it possible,” it is sometimes asked with
incredulous astonishment, ““how is it possible that the
Scotch farmer accepts the notes of a bank and prefers
them to metallic money, while in many countries in
Europe the agriculturist distrusts and even refuses them ? ”’
The Scotch farmer accepts these notes because they have
never had a forced curfency. Moreover, he prefits by the



CASH CREDIT BOND

having obtained a Credit of
pounds sterling with the Bank of on Cash Account
n name of me, the said
do therefore hereby bind and oblige ourselves, our heirs, executors,
and successors whalever, all conjunctly and severally, to pay
to the Governor and Company of the Bank of , or to
their assignees, on demand, all such sums not exceeding
pounds sterling, as are, or shall be,
due to the said Governor and Company from me the said
whether drawn out on said Cash
Account by me, or hable on me by any drafts, orders, bills,
promissory motes, indorsements, veceipts, bonds, letters, pro-
curations, guarantees, documents, or legal construction whatever ,
with interest on such sums severally, at the rate of five per cent,
or at such othey higher vate as shall be charged by the said Governor
and Company on Cash Accounts for the time—the said Governor
and Company being hereby allowed to fix the rate of interest
from time to time without notice given —from the date or dates
of advance until payment ; and with
pounds sterling, of liquidate penalty ov for costs ana charges ;
which Cash Account may be kept at any office of the said Bank,
and may be debited with any sums such as aforesaid whensoevey
by the said Bank without losing any vight or remedy of law on
bills or otherwise; and any Account or Certificate signed by
the cashier of the said Bank, or by any accountant in the said
Bank, or by the manager or sub-manager, or agent, or accountant
for the office where the said Cash Account may then or before
be kept, shall ascertain, specify, and comstitute the sums oy
balances of principal and interest to be due hereon as aforesaid,
and shall warvant heveon all executorials of law for such sums
or balances and interest, and for the hquidate penalty aforesaid,
wheveof no suspension shall pass but on consignation only .
And all costs of discharges and conveyances hereof shall be borne
by us and our foresaids jointly and sevevally : And we consent
to the registration heveof and of the said account or certificate
for preseyvation and execution.— In witness whereof, these
presents, written, in so fav as not printed, by
in the Head Office of the Bank of m
Edinburgh,
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credit which the bank gains by the issue of notes. As he
is a debtor of the banks, he does not need to be harangued
on their solvency. Has he not always in his hands a loan
equal to or even more than the notes which he takes in
the ordinary walk of life ? If he is not a debtor himselt,
if he has no need of credit, a relative, a neighbour, or an
acquaintance of his is indebted to the bank. Again, if he
himself has not had recourse to the credit of the bank,
he argues, rightly enough, that the day may come when
he will be in vital need of the accommodation.

Cash credits have never found much favour in England,
although in point of fact the difference between them and
the granting of facilities by overdraft in cufrent account
is not very great, since both are chargeable with interest,
and neither is, or should be, allowed to degenerate into a
fixed loan. Probably the reason the English bankers are
averse from cash credits is that the profit on them is
necessarily less than is made on purchasing bills of exchange
under discount, because in the one case the person dis-
posing of the bill has to pay what is rcally interest upon
the whole of the amount advanced, and in the other he
only pays as he draws upon the fund placed at his dis-
posal. Further, bills of exchange, especially short bills,
are a more liquid form of advance than are cash credits.

However, the Scottish system has extended in many
directions, and we find variations of it as far afield as India.
There cash credits take the form of facilitics granted by
the banks to clicnts who are authorized to overdraw in
current account up to a fixed sum. The bank in India is
also guaranteed by a third party, who signs, not a cash
credit bond, but a promissory note, payable on demand,
for the full fixed sum which the borrower is authorized to
draw. The promissory note is in favour of the borrower,
who, in order to complete it for the bank’s purpose, has
to endorse it to the bank giving the credit. Both parties,
the borrower and the guarantor, are required to be of
undoubted standing. ‘Interest is usually charged on the
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minimum daily balance at 1 per cent above Bank Rate
(minimum in Bombay, 6 per cent per annum). Credits,
or payments into the account, are permitted, reducing the
overdraft from time to time, and provided the business
is going along to the satisfaction of the banker, fresh
debits may be made as required.



CHAPTER 1II1

* In order to save Major Cavalcants the trouble of drawing on his
banker, I send him a draft for 2,000 francs to defray his travelling
expenses and a Credit on you for the further sum of 48,000 francs,
which you still owe me.””—The Count of Monte Christo (ALEXANDRE
DumMas).

THE TRAVELLER’S, TRAVELLING, OR GENERAL
LETTER OF CREDIT—CIRCULAR NOTES AND
TRAVELLERS' CHEQUES

What a Traveller's Letter of Credit is.

THE Traveller’s Letter of Credit, knowm also as a
Travelling Letter of Credit or General Letter of Credit,
is the document which, it is stated, is lost more often
than any other document in the world. It is a docu-
ment which is designed to save a man from carrying about
on his person large sums of metallic or other money.
It is probably the most familiar of all credits, since it is
the one with which most people furnish themselves when
starting on a tour of the world, or on a less extended
journey to a foreign country. In short, it may be defined
as a request from a banker to his foreign correspondents
to cash on demand the drafts of the beneficiary of the
letter of credit drawn on the issuing bank, the latter
undertaking to meet the drafts when presented. This
method by which the banks provide for the financial
requirements of their travelling clients is, it will be
observed, both convenient and desirable; convenient,
as it enables one to carry what is in fact money for the
journey in a small compass, and also confers upon the
holder the right to receive funds in whatever manner
required in the various foreign cities visited : desirable,
because it obviates the necessity of taking metallic money
—agold or silver—from the country in which the credit is
issued. This last quality, inherent in the Travelling
Letter of Credit, is a Very important one at the present

12
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time when it is of the utmost importance for practically
all nations of the world to economize in the use of the
precious metals.

The banker issuing the letter of credit is known, in law,
as the “ grantor”’; the person in whose favour it is
drawn is called the *‘ grantee.”

Purchase of a Letter of Credit.

Customers of a bank purchasing these Letters of Credit
usually pay cash down, or, as not infrequently happens,
the amount is debited to their current account at the
bank. The gcommission charged by the banker varies,
and is usually from } per cent. to  per cent on the total
amount of the credit, though occasionally, when a credit
is required by a good and influential customer, it may be
issued free of commission. In such circumstances,
especially in the case of banks with foreign or Colonial
branches, the expectation is that the bank will be recom-
pensed by the profit made on the exchange, since drafts
are generally cashed at the buying rate for demand bills,
say, on London, at the time payment is made to the
beneficiary. Further, it is presumed that there is a quid
proquo in the advertisement so obtained, or in the goodwill
of the rich client which may be worth cultivating. We are
frequently told that bankers are not philanthropists, yet
sometimes they do render these little services gratuitously,
and certainly may be said to lose nothing ; rather do they
gain from the recommendation such clients surely feel
it incumbent upon them to give when mentioning the
banker’s good offices to their acquaintances.

There are other cases in which letters of credit are
issued free of commission. For instance, a bank or finance
house of high standing might find it convenient to pur-
chase such a credit for one of its clients from a foreign
or Colonial bank and, in consideration of the total amount
being paid at the time of issue, it will be granted free of
commission to the bank or other house purchasing the
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credit, the foreign banker, as we have said, being expected
to make his profit on exchange, added to which he has
the use of the total sum represented by the credit for
some time before the whole amount is drawn.

To return to the case in which, when the credit is
issued, the amount is debited to the current account
of the client, sometimes arrangements are made whereby
the customer is debited only with the amount of the
drafts as drawn and not with the full total of the credit
at the time of issue. This is a more satisfactory method
as far as the customer is concerned, but it is not one
generally favoured by the bankers, who, having granted
a document representing a certain fixed amount, appear
to be entitled to get payment for it at the time it is sold.
Added to thi,, drafts negotiated under a letter of credit
must be paid by the issuing banker, irrespective of any
understanding between him and the grantee. Most
letters of credit are in the naturc of a definite request
to cash drafts, and their effect is the setting up of a con-
tract between the banker and the persons making pay-
ments under the credits; conscquently, the latter have
the inalienable right to suc the issuing banker if he does
not pay the drafts so negotiated according to the promise
he has held out. Thus it is little use the banker
endeavouring to set up a cross claim of the customer’s
indebtedness to him, or lack of funds to meet drafts
drawn. That was the effect of a decision in the case
In re Agra & Masterman’s Bank, and similar cases.
It will be recognized, therefore, that there are manifest
dangers in the bankers’ issuing credits on the under-
standing that drafts are only to be debited to a current
account as they come forward. If from any cause the
customer’s position has changed+in the meantime, the
banker may very well find himself having to meet drafts
for which there are no funds. The moral, then, is that the
issue of such credits should either be discouraged or only
be granted to persons of the highest financial standing.
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How Payment is Obtained.

When the accredited person is abroad, payment is
obtained by production of the letter of credit at one or
other of the banks named on the list of correspondents
which the issuing bank has given to the grantee. Pay-
ments are made in exchange either for a signed receipt
or a draft drawn on the bank’s London Office, or other
office of issue, each of these instruments bearing, besides
the usual particulars as to place, name of person to whom
payment is made, etc., the number of the credit, and the
date. When the draft or receipt is cashed, the amount
so drawn is endorsed on the back of the letter of credit,
the draft or form of receipt being subsequently dispatched
to London for payment.

Stamp Duty.

These demand drafts or receipts, on arrival in London,
must, in conformity with the provisions of the Stamp Act
of 1891 and subsequgnt amendments, be stamped with a
2d. stamp, and the stamp cancelled by the first person
into whose hands the draft falls, before he presents it for
payment, or endorses, transfers, or in any manner
negotiates or pays it.!

Travellers’ letters of credit, it might be noted, come
within the schedule of exemptions in the Stamp Act of 1891,
from which it will be seen that letters of credit granted
in the United Kingdom, authorizing drafts to be drawn
out of, but payable ultimately in, the United Kingdom,
are exempt from stamp duty.?

It is otherwise with Letters of Credit drawn in the United
Kingdom for the express purpose of being used therein.
These are liable to stamp duty. In this connection atten-
tion is drawn to Section32 of the Stamp Act of 1891, which
reads: ““ Bill of Exchange includes draft, order, cheque,
and lefter of credit, and any document or writing (except a

1 Seg, 35 (1) Stamp Act, 1891,°
* Stamp Act, 1891, Schedule of Exemptions, 4.
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bank-note) entitling or purporting to entitle any person,
whether named therein or not, to payment by any other
person of, or to draw upon any other person for, any sum
of money,” etc.

It follows, then, that Letters of Credit for use in the
United Kingdom do not come under the schedule of ex-
emptions from Stamp Duty. They are subject to the same
ad valorem duty as Bills of Exchange, payable at more than
three days after date or sight. Morcover, it would seem
that the duty should take the form of an impressed stamp,
not an adhesive one.

Negotiability.

A letter of credit is not a negotiable instrument, and
cannot therefore be transferred from one person to another,
either by indorsement or otherwise. The rules applicable
to negotiable instruments do not apply to the letter of
credit.! It might scem unnecessary to emphasize this
fact, yet the author calls to mind instances in which
letters of credit have been transferred simply by delivery
by persons who might reasonably have been expected to
have known better. To a person taking a letter of credit
or negotiating drafts under such circumstances, there
would be no protection in law.

The effect of decisions in the Law Courts makes it essen-
tial that in case of loss or theft, extreme care be taken
to see t