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ABSTRACT

This study entitled Docunentary Credit Operations in Comerci al
Banks, a case study of Lion Bank of Nigeria PLCis an attenpt to
exam ne the role of Lion Bank of N geria PLC as one of the
Central Bank of Nigeria Agents in achieving pronpt settlenents

for international transacti ons.

The study is pronpted on the ground that the Federal Governnent
of Nigeria wants to strengthen and stabilize the Naira exchange
rate and docunentary credit operations. The objective of the
study therefore is to critically examne the procedure of
docunentary credit operations of Conmmercial Banks over the

peri od.

In analysing the docunentary credit operations of conmerci al
banks, Lion Bank of Nigeria PLCis picked at randomas sanpl e of
ot her commerci al banks, the researcher made use of both Primary
and Secondary data. The data reveal ed hi gh concentration of the

procedure involved when opening a letter of credit.

Certain set back of the docunentary procedure bank have al so been
identified. This include, the inability of the bank officials to
properly put in place the necessary docunments to facilitate the
opening of the L/C consequently leading to the rejection of the
docunment by Central Bank of Nigeria and the general problemwhich
is non-availability of funds in the foreign reserve by the

gover nnent .
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Based on the above, it is reconmmended anmong ot her things that the
Federal CGovernnment should source for nore foreign exchange to

beef up the country foreign reserves.



1.0 INTRODUCTION

Man’sg quest for knowledge and adventure has brought the different
people of the world in contact with each other despite the
divergence of the climates and terrains of the earth. The
knowledge acquired by man through contact brought with it the

demand for commodities not available in our country.

Interdependence on each other by the people of the world is the
ultimate effect of the knowledge obtained by man through
contactg. This interdependence has best been evidenced by the

fact that the world’'s economy hinges on international trade.

Mode of trade has progressed from barter stage to highly
sophisticated and more practical methods being employed at
pregent which depends on banks for their successful operations.
Since a necesggity of trading is to be able to make payments for
or receive payments for goods sold or bought, banks have come to

play an indispensable role in international trade.

The different modes of payments available to the exporter
(seller) for the goods shipped to the importer (buyer) includes
open accounts, Bills for collection, direct remittance and

documentary letters of credit.
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Documentary letters of credit have however become the most



commonly used method of payment for international trade. Since
they provide a form of security for the parties involved and also
ensure payments, provided that the terms and conditiong of the

credit have been fulfilled.

1.1 PURPOSE OF RESEARCH
The purpose of this research is to see the extent to which
documentary credits serves as effective instrument of
facilitating payments for goods imported into to the country by
the customers of Lion Bank of Nigeria, Plc (LBN) and to get
people acquainted with the procedure of opening a letter of
credit as directed by the Federal Government of Nigeria in its
media broadcast of their budget which states that
" ..To strengthen and stabilize the Naira exchange rate,
the Central Bank of Nigeria is hereby introducing the
following guidelines for the operation of Foreign exchange
market.
- The exchange rate of Naira is now fixed at
N21.9960 per US dollar.
- All imports must be on the basis of letter of
credits. ...™
Any difference in what is suppose to be the procedure and what
actually happen at the Lion Bank of Nigeria, Plc will be

explained in terms of ease with which operations are carried out.



1.2 RELEVANCE OF STUDY

In terms of the magnitude of businegs in the economy and the fact
that most of these businesses are financed or supported in one
way or the other by the banking system, it is evident that
banking institutions has made a tremendous contribution to the

Nigerian economy.

The Nigerian economy has grown in the last few years and this
growth increages activities and responsibility for the banking
industry. More banks have sprung up in recent times and in terms
of services, the banking system has diverged tc meet the growing
needs and sophistication of the economy. Today there are number
of commercial banks operating in the country , and offering
specialized services which are varied and vital to the economic

growth of the country.

A focus on one of the commercial banks (i.e. Lion Bank of
Nigeria, Plc) will thus give us an insight into how the banks
assist businessmen in Nigeria as well as the extent to which they

fulfill their roles in the economic growth of the country.

1.3 STATEMENT OF THE PROBLEMS

Documentary credit operations used to be carried out with
considerable ease in the past and it was a sure and prompt method
of facilitating payments for goods imported by businessmen. But
as a result of the deterioration of the economy, government was
forced to review its economic stabilization measures introduced

on the 1st of January 1994.



Highlights of the review which took effect from the 4th of
February 1994 includes drastic restriction of importation of
virtually all imported items by placing them under 1license,
extension of 1list of prohibited imports, review of customs
tariffs and all imports must be on basis of letter of credit
except those that cost 1000 US dollars or less. The new order
jolted many business operators especially those in the industrial
and manufacturing sectors who have no previous experience of

documentary credit.

Coupled with thesge facts, bills are not settled on time at the
Central Bank of Nigeria (CBN) as a result of the low level of the
country’s foreign exchange earnings. The need thus ariseg to see
how effective the documentary credits are as a means of
facilitating payments for goods imported as well as the ease with

the operation.

1.4 SCOPE OF STUDY

This study focuses attention on the documentary credit operations
of Lion Bank of Nigeria, Plc. The mechanics of the opeartions are
critically examined for the period of 1978 - 1994 which marked
a considerable volume of large importations due to opportunities
provided by the Structural Adjustment Programme (SAP] (including
regulations and requirements) as well as highlighting of the
problems associated with them especially in relation to CBN
guidelines as related to financial institutions, and also making
suggestions and recommendations that could ease documentary

credit operations.



1.5 LIMITATION OF STUDY

Due to the limited time available, documentary credit operations
at only LBN ig loocked into. The study thus assume that what
happens at LBN can be said to be representative of other
commercial banks in Nigeria since they are all governed by the
same banking Act of 1969, as amended by September 1982 and

Banking and other Financial institution decree of 1991.

1.6 DEFINITION OF TERMINOLOGIES
The terminologies used in the study are in connection with

parties concerned with letters of credit.

CREDIT TERMINOLOGY

The applicant Importer or buyer

The issuing bank Importer‘s bank or buyer’s bank

Advising bank Correspondent or bank in the
seller’s country.

Confirming bank The bank authorised by the
issuing bank to add its
confirmation, this may be the
adviging bank or another bank.

Beneficiary Seller or exporter.



CHAPTER TWO
LITERATURE REVIEW

2.1 INTRODUCTION

The use of documentary credits dated back to a very long time.
"In the years following world war II, there was a considerable
development in the use of documentary credits. In some quarters,
however, it was felt that this instrument was most suited to
'difficult periods’ and that when confidence was re-egtablished
and conditions stabilized, the use of documentary credits in

international payments of exchange would be decline"'.

The retention of exchange controls, the uncertainty of the
economic gituation and the continued need for international
transaction, have been fundamental factors in the continual

development of documentary credits.

The conflicting problems in a trading transaction between
importer and exporter are usually that the importer is anxious
to receive his goods in good condition before a stipulated date,
the goods he has ordered, and he would prefer not to pay for
them until he receives them. The exporter on the other hand would
want to be sure that the goods he is exporting will be paid for
and, particularly in case of intermational transaction that he
will receive payment before he parts with the goods. This
conflict of interest calls for a compromise in form of payment
against documents represgenting the goods from the point cof view

both parties, the documentary credit is satisfactory of achieving



these cbjectives.

"The simplest way of describing a documentary credit therefore
may be that it is a conditional undertaking given by a bank at
the request of the importer to effect settlement to the exporter
against presentation of documents relating to goods as specified

by the importer."*

Credits in general tend to favour the exporter and as a result
exporter may insist upon the importer establishing in the
former’s favour a credit which will advise him of the documentary
requirements and conditions he must fulfill before he gets paid.
The exporter needs to have this information before shipment is
made. From the importer’s point of view the credit he wantsg his
bank to issue an import credit (or outward credit), and it would
normally be referred to as such by the importer and the issuing

bank.

An advising bank when it receives the credit is normally required
to advise the beneficiary in his own country of the terms and
conditiong against which payment will be made, and therefore from
the advising bank’s and beneficiary’s point of view, this same

credit is referred tc as a export credit (or inward credit).

Under documentary credits, banks undertake to effect settlement
against presentation of documents which appears to meet the
stipulation of the credit and comply with all other terms and

conditions. The stipulated documents are likely to include thoge



required for commercial, official, insurance or transport
purposes such as commercial invoice, certificate of origin,
insurance policy or certificate, the bill of lading or combined
transport documents. Therefore the protection available to the

applicant depends upon the documents he calls for.

2.2 PARTIES INVOLVED IN DOCUMENTARY CREDITS

2.2.1 BENEFICIARY (EXPORTER)

If a letter of credit is required, this must be stipulated in the
sales contract between the importer and exporter since a letter
of credit generally benefits the exporter, such payment terms are
usually included in the contract at his request. The party in
whose favour the instrument is issued is called "beneficiary

(exporter) .

2.2.2 APPLICANT (IMPORTER)

It is up to the importer to find a commercial bank or other
financial ingtitution that is willing to open a letter of credit
on hig behalf. In banking circles, the applicant for a letter of

credit, i.e the import is referred to as the applicant.

2.2.3 ISSUING BANK/OPENING BANK

The bank that opens the letter of credit on behalf of the
importer is called the opening or issuing bank. By issuing a
credit it assumes full responsibility for payment after the
proper drafts and documents have been presented. the credit of

the opening bank this thus substituted for that of the importer.



2.2.4 ADVISING BANK

The letter of credit may be mailed directly to the exporter who
may then present his draft and documents to any local bank
willing to negotiate the draft. Alternatively, the issuing bank
may send the letter of credit to one of its correspondent which
is called the notifying or advising bank, it has the task of
informing the exporter that a letter of credit has been opened

in his favour.

2.2.5 PAYING BANK

In addition to notifying the exporter of the establishment of the
credit , the advising bank may also be authorised to pay the
exporter’s local currency drafts when presented and accompanied
by the proper documentation. In this case, the notifying bank
also becomes the paying bank . The latter, after having paid the
exporter, get reimbursed by the opening bank. Legally, the paying

bank acts as agent for opening bank.

2.2.6 NEGOTIATING BANK

A bank which, at its own choice, buy’'s exporter’s drafts
submitted to it under a letter of credit is called a negotiating
bank. sometimes a letter of credit may be addressed and mailed
directly to the exporter without going through the intermediary
of an advising bank. The exporter may then present his draft and
documentsg to any local bank willing to buy his drafts drawn under
the credit.If all letter of credit conditions are met, the
negotiating bank buy’s the exporter’s draftsg with or without

recourse. It then forward the draft and documents to the opening



bank for reimbursement. The opening bank itself examines the
documents, if everything is in order, it in turn reimburses the

negotiating bank

2.2.7 CONFIRMING BANK

Frequently, an advising or paying bank is requested to add its
own commitment to the letter of credit. In this case it is called
the confirming bank for adding its own name to the credit, the
confirming bank charges a fee which is usually paid by the
opening bank and thus indirectly by the importer, such a
confirmed letter of credit 1is considered very safe from
exporter’s point of view since it contains the obligation to pay

on the part of two banks.

2.3 THE UNIFORM CUSTOMS AND PRACTICE (UCP) FOR DOCUMENTARY
CREDITS
As an instrument for conducting business, on an international
level, documentary credits had to have standard definitions and
terminology to be fully effective. Principles had to be
formulated which were to be applicable to international law and
gset up in form of brief concise rules for common usage and
practice. These principles are in form of what is known as
uniform customs and practice for documentary credits (UCP) as

laid down by the International Chambers of Commerce (ICC).

ICC is a world business organization. It acts to promote the
greater freedom of world trade, to harmonize and facilitate

business and trade practices, and to represent the business

10



community at international levels, Paris-based, the ICC is
represented by Nations, committees and councils in over fifty

countries and also has members in over forty countries.

The Articles of Uniform customs and practice and its wvarious
provisions enable the buyer, as applicant for the credit, to
state what documents he requires and what are the terms and
conditions. The rules interpret current practice and create a
basic frame work and for his, Nigerian banks go by the uniform

customs and practice for documentary credits.

"Documentary credits are almost always operated in accordance
with the UCP for documentary credits of the International
Chambers of Commerce, a cocde of practice which is recognised by
banking communities in one hundred and fifty-six countries."’
World wide adherence to ICC’s UCP for documentary credits thus
assists towards a uniform documentary credit practice. Please see

appendix 1 for more details.

11



2.4 CREDIT AS A MEANS OF SETTLEMENT

Documentary credits as a means of international trade settlement,
there are various types of documentary credits. If settlement is
tc be made by means of a documentary credit, the type of
documentary credit to be used is decided between the importer and
the exporter. There are various types of documentary credits that

can be uged, these are as follows:

2.4.1 REVOCABLE CREDITS

A revocable credit can be amended or cancel at any time without
prior notice to the exporter. The issuing bank may amend or
revoke a revocable credit either upon the request of the
applicant or when the issuing bank considers it will not be
possible to obtain reimbursement from its customer. In the latter
cage, it may be prudent for the issuing bank, in its own interest

to revoke the credit.

If any bank authorise to do so has paid, negotiated or accepted
in respect of documents presented in accordance with the terms
of a revocable documentary credit, such actions with stand,
provided they were made prior to the bank’s receiving notice of
amendment or revocation. For the exporter, this type of credit
involves risk as the credit may be amended or canceled while the
goods are in transit and before documents are presented. The
exporter would then face the problem of obtaining payment
directly from the importer. It however gives the importer maximum
flexibility as it can be amended or canceled without prior notice

to the exporter up to the moment of payment by the

12



advising/confirming bank at which the issuing bank has made the

credit available.

2.4.2 IRREVOCABLE CREDIT

On the other hand, irrevocable credit may not be amended or
canceled without prior agreement of all parties. It thus gives
the seller greater assurance of payment but the remains dependent
on an undertaking of the issuing bank while it gives less

flexibility to the buyer.

2.4.3 CONFIRMED IRREVOCABLE CREDIT

There are occasions when the beneficiary will insist on the bank
in his own country adding its undertaking to that of the issuing
bank. When the bank which advises the credit does undertake to
make payment against correctly tendered documents, it is called
a confirming bank and the action of such bank adding ite

undertaking is known as "confirming".

This type of credit thus gives the exporter a double assurance
of payment, since a bank in his country has added its own
undertaking te that of the issuing bank. This represents an
additional requirement on the part of the exporter and is more
costly for the buyer. It can thus be seen that the commercial

value of documentary credit depends upon itg types.

2.4.4 REVOLVING CREDIT
A revolving credit is one where under the terms and conditions.

The amount is renewed or reinstated without specific amendment

13



A red clause credit is a credit with a special clause
incorporated into it that authorises the advising or confirming
bank to make advance to the beneficiary before presentation of
the documents. The clause is incorporated at the specific request
of the applicant, and the wording is dependant upon his
requirements.

A typical red clause reads "The negotiating bank is hereby
authorised to make advances to the beneficiary up to an aggregate
amount of or the remaining unused balance of this letter of
credit, whichever is less, against the beneficiary’s receipt
stating that such advances are used to buy the merchandise for
which the credit is opened ..... "

It is often used as a method of providing the exporter with funds
prior to shipment. Therefore, it is of value to middlemen and
dealers in areas of commerce that require a form of pre-financing
and where a buyer will be willing to make special concessions of

this nature,

Risk to importer - since the clean advances are based on the
responsibility of the opening bank and its customer, the
importer, is liable for repayment in cases where no shipment is
made under the letter of credit or when the loan is not repaid
by the exporter, in addition to assuming a credit risk, the
importer also takes on an exchange risk since red clause advances

are usually in the local currency.

2.4.6 TRANSFERABLE CREDIT

A transferable credit is one that can be transferred by the

15



The transfer is effected, on instructions of the first
beneficiary, by the bank where the credit is available. Thus, it
permits a credit to be arranged by the first beneficiary in
favours of one or more second beneficiaries, while allowing the
first beneficiary to substitute his invoices for those presented
to the bank by the second beneficiary(ies). The bank must of
course, correlate and check both invoices with the other
documents called for and ensure that all documents comply with

the terms of the original credit.

2.4.7 BACK TO BACK CREDIT

In circumgtances when the credit in favour of the exporter is not
transferable and he is unable to supply the gcods and needs to
purchase them from, and make payment to, another suppliers, he
need to use a Back-to-Back Credit, by the exporter in favour of
his supplier.

Under the back-to-back credit, the exporter as a beneficiary of
the first credit, offers it as "Security" to the advising bank
for the issuance of the second credit. As applicant for the
second credit the exporter is responsikble for reimbursing the
bank for payments made under the first credit. There is, however,
no compulsion for the bank to issue the second credit, and in

fact, many banks will not do so.

The most commonly used and acceptable type of documentary
credit today is the confirmed irrevocable credit because of its
advantages as stated above in that it can be amended or canceled

only with the agreement of all parties involved. It also gives

17



the exporter a double assurance of payment.

The documentary credit achieves a commercially acceptable
compromise between the conflicting interests of buyer and
exporter by matching time of payment for the goods with the

time of delivery. It does this, however, by making payment
against documents representing the goods rather than against the

goods themselves.

The beneficiary will want to make sure that the amount of the
credit is sufficient after all required transportation and
insurance charges are added to the basic cost c¢f the merchandise.
He should alsc check the latest permissible dates for shipping
and submission of documents to ascertain whether these allow him
sufficient time to manufacture and/or purchase the merchandise,
place it on board the steamer, and obtain necessary documentation
for submission to the bank. All the required documentation should
be carefully reviewed for cbtainability.

The requirements for insurance coverage particularly have to be
checked for agreement with the sales contract and availability.
The description of the goods should contain no cumbersome
technical terms in representing the merchandise, such unnecessary
details may give the importer an excuse to refuse payment based
on mere technicality.

Should there be any discrepancy between the underlying sales
contract and the letter of credit, or should the beneficiary not

be able to comply with in the conditions, he should then take

18



immediate action to contact the importer with a request for the
necessary amendment. An amendment can be requested either by
contacting the importer directly or by passing the request
through banking channels, i.e through the advising and opening
banks.

The beneficiary should remember that his compliance with the
terms of the letter of credit must be complete in every detail
before he can obtain payment. If there is any discrepancy or
misunderstanding it is important that it may be cleared up

immediately.

2.5.1 CHECKING OF DOCUMENTS

After the exporter has shipped the merchandige and obtained all
necessary documents, he submit these as soon as possible to the
negotiating or paying bank. The documentary section of the bank’s
letter of credit department examines the documents in detail to
make sure that they comply with all the terms of the credit.
While insurance documentation must be exactly as specified in the
credit, when general terms such as "usual insurance" or "usual
risks" are used, the bank may accept the insurance documentation
as rendered.' The currency of the ingurance coverage must be the
gsame as the currency of the letter of credit.® Banks may also
refuse any insurance document that bears a date later than the

date of shipment as stated in the bill of lading®.

19



The commercial invoice should be made out in the name of the
customer and its total amount may not be in excesgs of what is
allowed under the letter of credit. The description of the goods
on the inveoice should be exactly the same as it is in the credit
and on the shipping documents the goods may be described in

general terms’.

2.5.2 SETTLEMENT

The importer sends the transport documents to the carrier who
will then proceed to deliver the goods, when the documents has
been checked by the issuing bank and found to meet the credit
requirements, they are released to the buyer upon payment of the
amount due or upon other term agreed between him and the issuing

bank.

Settlement could be in the following ways:-

- BY PAYMENT

The exporter sends the documents evidencing the shipment to the
bank where the credit is available (the paying bank). After
checking that the documents meet the credit requirements, the
bank makes payment. This bank, if other hand the issuing bank,
then sends the documents to the‘issuing bank reimbursement is

obtained in the pre-agreed manner®.

20



- BY ACCEPTANCE

After document evidencing the sghipment had been sent, the
accepting bank accompanied by a draft drawn on the bank at the
specified tenor, the bank signifies its commitments to pay the
face value at maturity. The seller can, therefore, usually
convert the accepted draft into cash by discounting it with his

own bank, or on the local money market”.

- BY NEGOTIATION

When document evidencing the shipment had been sent by the
exporter, (the negotiating bank) accompanied by a draft drawn on
the importer or on any other drawee specified in the credit, at
sight or at a tenor'”, as specified in the credit. After checking
that the documents meet the requirements, the bank may negotiate
the draft. Negotiation by the igsuing bank or the confirming bank
will be without recourse to the exporter. Negotiation by any

other bank will be with recourse to the exporter.

I EP
Unfortunately, the submission of documents that deo not meet all
the specifications of the credit occurs quite often. Sometimes
documentation requirement is difficult or impossible to obtain
and the exporter realized this only relatively later when it is
no longer possible to amend the credit. More typically, however,
discrepancies are due to clerical errors, delays at the office,
and failure to understand or follow instructions of the letter
of credit. It may, therefore, be useful to list some common

discrepancies that often cause additional work and delays in

21



getting payment to the beneficiary:-

Presentation of documentation to the bank after expiration

date of credit.

2. Documents presented before the expiration date of the
credit but with a stale bill of lading. A bill of lading
becomes stale when the time between shipment of the goods
and the time it is delivered toc the bank is unduly long.
Determination of whether a bill of lading is stale is up to
the bank. When making this judgement, banks consider the
shipping time required from the port of departure to port
of destination. The documents, after being processed by the
paying bank and air mailed to the opening bank abroad,
should arrive before the merchandise. If an exporter delays
submitting the documents to the bank, there is a danger
that they will not arrive overseas before the merchandise

and consequently payment will probably be refused.

s 7 The exporter may be making partial shipments when the
credit allows only one shipments are permitted, the draft
for one particular shipment may be in excess of the pro

rate value allocated tc the partial shipment.
4. The invoice value may exceed the amount available under the

letter of credit. Often this means that the exporter has

shipped a larger quantity of merchandise than is permitted.

22



A beneficiary of two letter of credit from the same opener
may be tempted to combine the shipment and present only one
set of documents. This is not permitted. Each credit is
considered a separate transaction and, unless specifically

authorised, no combined shipment is allowed.

The documents submitted may not be internally consistent.
The amount, quantity, description etc may not be the same

on all of the documents.

Insurance coverage may not be as prescribed in the credit.
The amount of insurance may be inadequate. The exporter may
submit a certificate or cover note when the credit actually

calls for a policy.

The bill of lading may not be in order. Unless specifically
allowed, banks may not accept foul or on-desk bills of
lading. If the bill of lading is consigned to the shipper,

it must endorsed before being turned over to the bank.
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When a negotiating or paying bank discovers some documentary
discrepancies, it will withhold payment from the beneficiary.
Should this happen, the exporter can follow one of several

coursges of action.

- Correction of discrepancies - If still possible, the best
course is for the beneficiary to promptly get the discrepancy
corrected and to re-submit his draft and document for payment.
This can be done, however, only, if time permits and if the
discrepancy is of such a nature corrective action is still
possible, If for instance, the discrepancy is a foul on board
bill of lading, no corrective action is possible since the

defectively packaged goods are already on the high seas.

Another possible alternative is for the beneficiary to request
a waiver of the discrepancy from the importer. The normal
procedure is for the paying bank to contact the exporter and the
opening bank by telex to get their waiver for specific
discrepancies. An importer may be persuaded to overlook minor
discrepancies if they do not impair the quality and quantity of

merchandise he is to receive.

In times of falling prices or a business recession, however the
buyer may well insist that his instructions be followed exactly
before payment can be made. Sometime an importer will request a
reduction in price before accepting a shipment with documentary

discrepancies.
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Indemnity - In case of incomplete documentation, the
beneficiary’s bank, (i.e the negotiating bank) may issue a letter
of indemnity to the paying bank. This holds the paying bank
harmless in case it does not receive payment from the opening
bank and importer as a result of the discrepancies. Consequently,
the indemnity is made under the assumption that, while the
exporter’s performance has been deficient in some way, this

deficiency will not result in a loss.

An indemnity is a convenient way of getting payment to the
exporter if it is too late to correct any documentary
discrepancies. Of course any bank issuing a letter of indemnity
retains recourse to the exporter in case a payment must be made
the exporter therefore loses one of the key advantages of a
letter of credit opened in his favour: i.e, the payment of his
draft without recourse, provided he meets an stipulation of the

credit.

Collection Basis - As a last result, the exporter may request
the opening bank to present the documents to the importer against
payment or acceptance or the draft, i.e on a collection basis.
In this case, the exporter is entirely at the mercy of the
importer who may or may not accept the shipment. For instance,
desire to accept delivery only if he receives a cut in price to
make up for the document discrepancies. If the importer
refuses to accept the goods, some other buyer will usually have

to be found, often at substantial losses to exporter.
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2.6 USES OF DOCUMENTARY CREDITS

The uses of documentary credit as become of a great important in

Nigeria, due to the Federal Government Budget release which

centred on strengthen and stabilising the naira exchange rate,

in pursuance of the objective on the Federal Military Government,

the Central Bank of Nigeria hereby introduces (the following

guidelines for the operations of the foreign exchange market

(FEM) which includes

The exchange rate of the Naira is now fixed at N21.9960 per
US Dollar.

All imports must be on the basis of letters of credit
except those that cost $1000 or less.

Foreign exchange sale will now be made directly to the
importers and other end users through the designated banks,
who will be their agents. The designated banks will not
change any spread on the Central Bank of Nigeria selling
rate but are allowed the normal transaction charges and
commissions as prescribed by the Banker’s tariff. For
further detail see Appendix IT.

To mention few, documentary credits according to "Alasdair
Watson"'* serve four main purposes.

They are a classic instrument for financing purchases of
foreign goods and foreign equipment.

They assist the issuing bank to grant finance to the
importer and monitor as uses. They are an effective way of
bringing an element of security into transactions for the
commercial parties. And lastly, they constitute a routine

instrument for exporters to serve payment, provided they
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are not burdened by needlessly complicated clauses and
conditions.
These thus explain why documentary credits are commonly

used.
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A bank may be defined as an institution which accepts deposits
which are subject to transfer by cheque as well as granting of
loans and advance. The history of banking in Nigeria is related
to the early history of banking itself in Farmer British West
Africa, (and that cannot either be divorced from the history of

the Bank of British West Africa).

Banking business in Nigeria dated back to the turn of the 19th
century when Elder Dempster started specie movements throughout
the country. African Banking Corporation which had its
headquarters in South Africa established its presence in Nigeria
in 1882 and took over the specie movements from Elder Dempster
Company. The bank of British West Africa (BBWA) (now first Bank
of Nigeria PLC) which was established in 1894' absorbed African
Banking Corporation. The BBWA was for many years, the sole
bankers to the Colonial Government and all the important
expatriate firms of their time. Itg position remain unchallenged
until the coming into the scene in 1925 of Barclays Bank D.C.O.
(now Union Bank of Nigeria PLC) another foreign bank, the British
and French Bank (now United Bank of Africa PLC) was established

in 1948°%.

Alongside the foreign banks were indigenous banks which sprang

up to break the monopoly of foreign area. In 1914, some Nigerian
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came together to establish industrial and Commercial Bank which

failed in 1930 due to under-capitalisgation and poor management .

A group of other Nigerians formed the second indigenous bank, the
Nigerian Mercantile Bank in 1931. It also failed in 1936 for
reasons that were related to the failure of the Industrial and
Commercial Bank. In 1933, National Bank of Nigeria was promoted
and established by those who floated the Nigerian Mercantile Bank
before it. The fourth private indigenous bank to be established
was the Agbonmagbe Bank by Chief Okupe in 1945. The bank survived
till 1969 when its assets were taken over by the Western State
Government and its name changed to Wema Bank. There was also the
African Continental Bank founded by Dr. Nnamdi Azikiwe in 1947
to serve the Zik Group of Companies. It has since become one of
the enduring indigenous banks in the country. In the same year,
the Nigerian Farmers and Commercial Bank was established but went
under in 1953 with untold losses to the Nigerian public.

An enquiry had to be set up to investigate Banking practices. The
recommendations of the Patrong Report which emanated from the
enquiry served as the basis for the First Banking Ordinance in

1952°.

The 1552 Banking Ordinance virtually brought to an end the era
of free-for-all banking with no licensing required and no
regulation to restrict and control the establishment and
operation of a bank. The ordinance introduced important
requlations to bring about orderly banking business and to stop

the establishment of mushroom banks. It limited banking business
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to institutions holding valid licenses, laid down procedures and

standards for the conduct of banking business.

It prescribed permissible capital and reserve requirements for
the banks. Under the ordinance, existing banks were given three
years to comply with the main provisions of the ordinance and by
December 1953 the three foreign banks - BBWA, Barclays Bank, DCO
and the British and French Bank and three indigenous banks,
National Bank of Nigeria, African continental Bank, and

Agbonmagbe Bank had been licensed.

The earliest support for the establishment of a Central Bank for
the country dates back to the period of bank failures of the
early 1950’'s when the power of central of banking was vested in
the Financial Secretary. The then Financial Secretary speaking
for the Government considered the establishment of a Central Bank
"to regulate credit in the absence of a highly organised money
market".

Sequel to pressures from all angles, Mr. J.C. Fisher an adviser
to the Bank of England was appointed "to examine the desirability
and practicability of establishing a Central Bank of Nigeria as
an instrument of promoting the economic development of the
country"*. The ordinance was passed by the house on March
17,1958 and was brought partially into force on September 13,
1958 when those sections necessary for carrying out the initial
functions became law. The Act was fully implemented on July

1959, when the CBN came into full operation.
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The concept of "Merchant Banking" has its origin in the
pioneering activities of British Merchants which later became
acceptance houses. This dated back from 1960 when Philip Hill
(Nig.) Limited was established to carry out business in Nigeria,
later to dominate until 1973 when new ones began to appear in the
field because of the advert of the petro-naira from enormous
crude oil trade. In quick succession between 1973 and 1975 four
of them - first National Bank of Chicago (now International
Merchant Banks)®; First National City Bank of New York, Chase
Manhattan Bank (now Continental Merchant Bank) and ICON Limited
Merchant Bankers were established, Nigerian Merchant Bank joined
the Club afterwards.

Following the promulgation of Nigerian Enterprises Promotion
Decree of 1972, the Federal Government indicated its intention
to acquire 40% equity participation in the erstwhile foreign
banks when the scheme became operational, all those banks
complied except City Bank of New York which left the country

because of its belief in free market enterprises.

The number of Merchant Banks in Nigeria grew to six in 1982 and
to eleven in 1984. The figure has since witnessed a remarkable
increase, to 42 by June 1990 and the current number of existing
Merchant Banks in the Country is 54 after withdrawal of
operational licenses of the Kapital Merchant Bank Limited and
Financial Merchant Bank Limited. The Merchant Bank is much more
compact as an organisation with fewer ©branches and
professionalism in management dealing mainly in wholesale banking

and mostly with corporate customers.
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Co-operative Banks tend to be identified with rural development
and tend to be expected to serve as the main vehicle of bank
credit to farmers and associated units. In 1952, the co-operative
Banks of Western and Eastern Regions established with public

funds to finance agriculture were licensed®.

In the meantime, the Regional Governments were getting interested
in banking, probably with a view to filling in the gap created
by the exit of indigenous enterprises and reaping the benefits
that would accrue from their investments. This era ushered in
many state governments and increased the tempo of their
participation in banking so much so that virtually every state
governments now either has its own bank or in the process of

establishing one.

The need for economic development has also brought about the need
for specialised financial institution to be set up in line with
the priorities of the Government. The esgence of the Development
Financial Institution is born out by the fact that Commercial and
Merchant Banks are all purpose institutions and despite
directives and credit rationing aimed at Favouring Specific
sections it would still be impossible for these banks to meet the
unnecessary financial requirements of different sectors that

require urgent attention.

Moreover there is the need for government direct participation
by way of governments direct capital investment. It is also

hoped that these institutions will become specialists in the

(2710 —
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various fields and would be able to exert greater impact on their
regspective gectors than commercial and merchant banks. The
Nigeria Industrial Development Bank was one of such institutions
established on 22nd January 1964 with the primary aim of speeding
up Nigeria’'s industrial base through provision of sizeable long
term finance for industrial development on the different sectors

of the economy.

The Nigerian Building Society was established in 1957, it was re-
constructed as the Nigerian Mortgage Bank on 20th January 1977
to take over the assets and liabilities of the Nigerian Building
Society following the acceptance by the Federal Government of the

recommendations of the Financial Review Panel.

Also in April 1994, Federal Mortgage Bank, was split into two
thus, Federal Mortgage Bank of Nigeria Ltd as Apex Institution
and Federal Mcrtgage finance Nigeria Ltd as one other numerous
primary mortgage institutions set up to meet the Federal

Government policy of Housing for all by the year 2000.

The Nigerian Bank for Commerce and Industry was set up in 1973
through decree No.22 of 5th May of that year. It’s establishment
in the wake of Nigerian Enterprises promeoction Decree (1972), has
made it possible to provide medium and long term finance for the
acquisition of indigenised enterprises. Existing enterprises have
also benefitted from its loans.7. The government has thus
instituted of two-prolonged approach to industrial development

through the Nigerian Industrial Development Bank and the Nigerian

34



Bank for Commerce and Industry (NBCI).

The Nigerian Agricultural and Commerce Bank (NACB) was
established in 1972 but did not start effective operation until
1973. It received its initial funds of =N=12m from the Federal
Government. The need to develop agriculture arises as a result
of the need to increase food production, for food was in short
supply immediately after the civil war. Consequently increased
food production was thought to be a mechanism for curbing the

increasing inflationary pressure.

Agriculture is also important because of the fact that it is also
a source of supply of raw materials for the industrial projects

allied to agriculture.

The present position of the banking industry see through the
angle of the mcnetary authorities is that all is not well, based
on the fact that most of new comers to the industry whether

commercial /merchant or finance firm/mortgage banks are now

distressed.

Bank Management strategy involves appropriate matching of asset

and liability portfolios.

The level of a bank’s profit is positively correlated to its
balance sheet items profitability.

The last few years had seen major restructuring in the asset and
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liability portfolios of commercial banks. This had resulted both
in increased opportunities for profit and in a change in the
compositicn of risk assets. Restructuring of asset and liability
portfolios arose from changes in liquidity management strategies
in response to interest rate volatility. This had called for
aggressive management by commercial banks.

ASSET STRUCTURE

The total assets of commercial banks stood at #231.0 Billion in
1993, representing an increase of 54 percent over the 1992 asset
base of #167.5 Billion. This significant increase could be due
to inflation as the real value of the asset in 1993 might be far
below its 1992 level.

The proportions of the largest single item in commercial banks
total assets, lcoans and advances to other customers had its share
further reduced to 21.8 percent in 1993 down from 25.0 percent
in 1992 and 29.0 percent in 1991. The high cost of funds,
complaint of shortage of loanable funds by banks, the
diversification or source of income from interest income to
fee based income, and the reluctance of banks to grant credits
in view of the relative high risks associated with it, among

others, could be responsible for this downwards trend.

LIABILITIES STRUCTURE

The preoportion of total deposits thus fells to 40.2 percent in
1993 from 44.6 percent in 1992 and 48 percent in 1991. The
downward trend in the share of deposits in the total liabilities
of commercial banks could be due to inflation and competition

from non-bank financial institutions that pay more attractive
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rates.

The escalating price level might have led informed depositors to
seek other investment outlets to protect the purchasing power of
their funds. In addition, there was the tendency for some banks
to living their deposits with funds from bank products under the

title of other liabilities.

There was a 0.9 percentage increase in the proportion of capital
(share, reverse and debentures) to 4.5 percent in 1992 from its
previous year’s level. This was mainly due to the increase in
paid up share capital and the need for bank to back up their

reserves tco enable them meet the minimum capital adequacy ratio

of 3 percent stipulated for the year.

Services performed by commercial banks nowadays are many and

varied and they include the followings:

i 159 DEPOSIT:
Banks eliminate the risk of keeping large sums of money by
accepting deposit. The deposits can be in form of demand
deposit (current account) time/term deposit or savings

accounts.

2. SAFE CUSTODY OF VALUABLES:
Valuable items such as Will, Certificates, Trinkets and
others are accepted by banks for custody thus avoiding

losses through theft, misplacement or destruction through
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fire outbreaks.

ADVANCES :

Banks lend money to its customers in form of Loan,
Overdraft, advance, discounting of bills etc thus providing
short, medium and long term capital for economic activities

and national development.

INTEREST TO CUSTOMER:

Banks give interest to customers on various accounts
subject to specified condition. The deposit therefore
constitutes some form of investment.

SECURITY MARKET SERVICES:

Banks help their customers to buy stocks and shares and
collect dividends thereon on their behalf. They also

provide services and facilitating safe of shares.

BUSINESS ADVISORY:
Banks have trained personnel capable of providing first
class advice on investments. they alsc obtain on their

customers behalf and advice from specialists.

TRUSTEE AND EXECUTOR OF WILL:
If nominated bank can act as executor of Will and as

Trustee.

USE OF CHEQUES, CHEQUE CARDS, CASH CARDS:

The use of cheque facilitates easy payment to serves as a
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10.

form receipt on receiver’s endorsement and is required
before payment if cash is to be paid over the counter. The
use of cheque guarantee cards has actually enhanced the
acceptability of cheque as exchange medium and is reducing
the cash thus minimising the cost of providing exchange

medium.

CLEARING:
Banks receive cheques, pcstal orders, money orders, bills,
banks drafts and other instruments from their customers and

convert them into money through the clearing system.

EXECUTION OF MONETARY POLICIES:
Banks help in the execution of monetary policies of
government through compliance with the directives and

regulations of the Central Bank Foreign Services:

a. Banks act as intermediary between the foreign
exporters and local exporters by providing documentary
credit services. It issues letter of credit thus
facilitating importation and guaranteeing payment on
receipt of relevant document of title which is the

focal point of this research paper.

B The issue of foreign currencies and travellers cheques
to people travelling abroad. They also provide foreign
exchange facilities in form of bankdraft; ordinary

mail and telegraphic transfers.
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c. They convert foreign currencies into local currencies

through outright purchase.

d. They give vital information concerning that customers

as may be required to facilitate trade and also help

to raise international status enquiry.

The short-comings of Nigerian Commercial Banks can be seen in the

light of the followings:

BANKING SERVICES:

It goes without saying - It has anyway been said many times
already - that services at commercial banks counters generally
leaves much to be desired. This stems from the under-banked gtate
of the country - too many customers to be served by toco few bank
offices. In a sellers’ market like this the defensive attitude
of the banks is sometimes said to be nonchalant in the face if
the overwhelming demand for bank services.

In truth, customer has accused commercial bank of providing
inadequate services at the counter of the banking hall and
causing undue delay in the transfer of funds from one point to

another, both within and outside the country.

TRAINING OF STAFF:
I consider that, given competent staff, the Banker’s Tariff as
approved by the Central Bank of Nigeria reasonable scope, in

termg of the spread of permitted interest rates, and of the

40



charging of commission on turnover, to make useful profit.
Profitability is even more attractive in the case of foreign
business. Banks should therefore find it in their interests to
go the additional effort and expense of training staff - although
that is no small problem and can be costly - with the object of
producing efficient personnel.

As a result the existing banks should be able to retain their
present business and increase it, even in the face of growing
competition. Banks must not imagine that they can continue to
carry what may be termed "flatby, overstaffed branches or Head-
Office department" indefinitely, and must strive by training and
discipline to make themselves leaner and more muscular

professionally, to meet the demand of the future development.

GEOGRAPHICAL DISTRIBUTICNS:

The commercial bank in Nigeria is not geographical distributed,
the newly established banks are situated in Lagos and has no
branches in rural areasg such as Zaria, Samaru etc, This will not
allow the monetarisation of the entire nation.':

Y .

MISMANAGEMENT :

In 1951/52 some 16 banks were started and failed in Nigeria,
becoming unviable through under-capitalisation, poor starting and
mismanagement . Thanks to the necessary and enacting requirements
of the Central Bank of Nigeria, banking standards have greatly

R

improved since those days. ' .

But 'no condition is permanent’ and as every country finds from

time to time, things change which amount to development. The
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people at the helm of affair of commercial bank, some
mismanagement the funds of the bank through unsecured lending
to friends and relations, which in turn leads the bank into

problems, some liguidate.
Finally, commercial banks are accused of being unsympathetic to

the financial needs of the indigenous business by being to

stringent in their conditions for assisting would-be-borrowers.
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The sudden upsurge in banking industry should not come ag a
surprise. With the structure of the Nigeria economy changing so
rapidly, and with the pace of industrialisation gathering
momentum, coupled with the deregulation on the economy, There is
inevitable need for more commercial banks for medium and long

term financing activities.

Lion Bank of Nigeria PLC, was incorporated in 1982 and started
cperation for customers in January 1987. It is the first
commercial bank in Nigeria to have a technical working agreement
with an indigenous bank - the International Merchant Bank Nigeria

Limited (IMB) .

This working arrangement opens Lion Bank to IMB’s strong base at
home and to its International and other correspondent banking
facilities worldwide. With the headquarters of the bank located
in Josg, Plateau /state, and backed by a competent indigenous
management from IMB, the bank is placed in unique position to
contribute efficiently to the economic growth of areas contiguous
to it, and the country at large, whilst offering a fresh shadow

to a new era of banking in Nigeria.

In order to position the bank in the Nigerian market and gain the
respect or major players in finance-industry and manufacturing,

the bank decided to go public in 1990. During the public issue,
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it offered eight million and eighty five thousand ordinary shares
of 50k each at 70k per share to the Nigerian Public through
Public Offer. This issue was managed by IMB Nigeria Limited and

was over-subscribed by 132%.

The Lion Bank entered the banking world at a time of erratic
trends in the world economy. There is rising inflation in most
industrialised nations with developing countries taking their own
needy toil of the world-wide economic recession and fluctuating
employment graphs, as well as Nigeria’s present economic
gsituation.

Despite all these, the bank accepts the challenges of the moment
as a catalyst to inspire them to play a leading role in bringing
about enormous changes for better in the future. The bank
believes in the economic survival of Nigeria and that is why it

has gone into the venture.

4.2 STRUCTURE AND OPERATIONS
The equity participation of Lion Bank is planned such that the
private sector has controlling interest:

The equity structure comprises

The Plateau State Government 30%
The International Merchant Bank (IMB) 20%
Local Government of Plateau State 10%
General Public 40%
100%

Similarly, the board of the bank is constituted to reflect the
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equity structure and by individuals drawn from various sections
of the private sector, to give the bank proper competitive

orientation.

In line with Lion Bank philosophy of strength, speed and
efficiency in modern banking, the bank strive to provide
efficient and courteous services to all categories of customers,

the services are as follows:-

Savings and Current Accounts

- Loans, Advances and Overdraftg for working capital
- Fixed Deposit Account

- Standing Order

- Safe Custedy

- Domiciliary Accounts

- Project Financing

- Import and Export Financing

- Participating in Loan Syndication

- Business and Financial Advisory Services

- Treasury and Foreign Businegs Transaction.

Lion Bank is manned by a crop of well trained, dedicated and
service oriented staff, groomed in the Lion Bank tradition of
providing excellent service, the Bank work is complemented with
the electronic processing of information to ensure prompt and

efficient services.

To reach their numerous customers, as well as optimise their
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service delivery position, the bank have been opening up new
branches as well as being innovative with wvarious banking
techniques. With this development, the bank is fully equipped to
exploit the abundant opportunities in the economy, guarantee

stronger earning in the future and maximize prefit to

shareholders.

The applicant (importer) requesting his bank, the Issuing bank,
in this case LION BANK OF NIGERIA PLC to issue a credit in favour

of the beneficiary (Exporter).

To do this, the applicant (customer) completes an application
form that contains his instructions, including the terms and
conditions under which the beneficiary is to receive settlement.
An application form issued to customers in respect of documentary
credit currently used by Lion Bank of Nigeria PLC is attached as

Appendix - 3.

In their discussions with customers prior to the issuance of
letter of credit, the bank officials ensure that the following
points are covered. It is essential to ensure that the goods
being imported are in accordance with the Exports and Imports

Provigions of the finance Act, 1881.

Since the credit is to be issued in foreign currency, the

customers is made aware of exchange control requirements as well
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as the exchange risk. In most cases, the letters of credit are
issued as irrevocable, that is, they cannot be cancelled or

amended without the consent of all parties concerned.

The character, reputation and integrity of the beneficiary must
be unquestionable and the banks also enquiries that the details
of the sale have been settled between the buyer and the seller.
The details are usually in the form of an invoice or proforma
invoice.

The customer is made aware that the sole responsgibility of the
bank is to examine the documents with reasonable care to
ascertain that they comply with the terms and conditions of the

credit. The bank is not responsible for the underlying goods.

The customer should be familiar with shipping terms and
conditions. and the shipment should be covered by insurance at
all times. He is alsc informed that interest and other incident
charges may be incurred as a result of the credit. Interest
charges are levied by the correspondent bank on foreign currency

negotiations.

This charges covers the period from the time payment is made to
the beneficiary by the foreign negotiating bank until Lion Bank
of Nigeria reimburses the foreign negotiating bank in its local
currency. This charge depends on the interest rates quoted in the
country of negotiation. Incidental charges such as cable
expenges, foreign bank advising charges etc are also usually

incurred.
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The customer is held responsible for reimbursing Lion Bank of

Nigeria PLC should any such charges arises in connection with the

credit.

The customer must also be prepared to undertake an indemnity
which is given in respect of discrepancies on documents presented
under the credit. Before the documentary letter of credit is

opened, the bank considers its position vis-a-vis its customer.

Most customers who request documentary credit facilities require
a number of credits to be established in favour of their overseas
suppliers over a period rather than a single transaction. Lion
Bank of Nigeria PLC establishes a "Line of Credit" for each
customer with a maximum limit for this purpose. Having agreed the
amount of the "Line of Credit" that can be provided for the
customer and ensuring there ig sufficient line to cover new
applications, the bank carefully vets each application to open
a credit for relevant documents such as:

An approved form "M" by the Central Bank of Nigeria (CBN)
covering shipment of the goods.

An originally signed proforma invoice from the suppliers of the
goods stating the terms of trade under which the goods are to

shipped.

An approved user scheme if the goods are subject to import
restrictions. An insurance certificate covering 110% of the value
of the goods. The bank must be satisfied that the customer has

provided for proper insurance. Current tax clearance certificate
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of the customer. Compulsory Advance Deposit for Imports (CADI)
is also collected from the customer in respect of the letter of
credit to be opened. This is done in compliance with Central Bank
of Nigeria’s Monetary Policy Circular No. 14 of 4th February
1994. And the amount collected is arrived at by applying a
percentage to the document amount. the percentage is accordingly

to the category under which the good falls as can be seen below:-

HIGH PRIORITY SECTOR
Manufacturing 50%
Agriculture 10%

60%
Others
Finished goods 30%
Invisibles 10% 40%
TOTAL 100%

A breakdown of the items included in each group and the
percentages they attract in respect of Advance Deposits for

Imports is attached in Appendix. 2

In preparing the letter of credit, all the information needed is
obtained from the application filled by the customer (applicant).
It is thus the duty of the bank official to ensure that

applications are carefully filled.

The method of transmission of the credit at Lion Bank of Nigeria
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PLC is usually by telex. The.correspondent bank to which the
telex is sent 18 usually in the beneficiary country or as
requested by the applicant. The message will include zall the
relevant information documents required as well as termsg and
conditions under which the c¢redit is established. The telex is
used as the operative credit instrument and it clearly states
that the credit is subject to the (Uniform Customs and Practice

for Documentary Credit 1983 Revision) ICC Publication No.400.

S ..
N

The bank charges on each letter of credit opened are as follows:-
1/2% - Establishment Commission .

e

1/2% - Drawing Commission D 2 H

1/4% - Exchange Commission |

e

Making a total of 1 1/4% or each letter of credit opened.

.'%
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All payments in and out of Nigeria that may require conversion
of the Nigerian Currency are regulated by the Exchange Control
Department of the Central Bank of Nigeria. The regulations are

classified into two categories:

Category A - the regulations that deal with payment for
invisible items. Application under this category is made on

form "AM".

Category B - i.e the regulation that deal with payment for
imports, and goods generally. Application under this

category is made on form "M".

In both cases all persons intending to effect transactions with
respect to payment for imports and /or invigible items are
required to go through a Authorised Dealer such as Lion Bank of
Nigeria PLC.

Settlement of letters of credit fall under category B and as
such, on receipt of a negotiation telex from any of its
correspondent banks stating that the beneficiary has been paid
on presentation of documents, Lion Bank of Nigeria PLC then
proceeds to apply for foreign exchange cover through the Central
Bank of Nigeria. The telex would include, the document amount
paid to the beneficiary as well as the charges of the

correspondent bank such as interest, postages, commissions etc,
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When submitting applications for payment for imports under

documentary letters of credit, the following documents are

attached - Original copy of processed form "M" as approval

by Central Bank of Nigeria.

- A Certified copy of the negotiation telex from the
correspondent bank.

- Proforma Invoice.

- Copy of the relevant credit opened.

- Copy of the Insurance Certificate.

- Copy of the current tax clearance certificate of the
applicant.

- Approved Users Scheme (where necessary) and Evidence that
compulsory Advance Depcsit for Imports was paid on the

particular credit.

The relevant shipping documents, i.e attested invoice, a copy of
the non-negotiable bill of lading and a ’'clean report of
findings’ issued by Societe Generale de Surveillance (where
necessary) would have been sent to Central Bank of Nigeria soon

after receipt of the cable advice from the correspondent bank.

Central Bank of Nigeria grants approval of the application
provided all conditions are satisfied. and it is only after this
has been done that Lion Bank of Nigeria PLC is able to reimburse

the correspondent banks.
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the seller is to submit, together with the draft, certain
documents such as a negotiable bill of lading, insurance papers,
invoices, etc. only if the documentation submitted is exactly as

specified will the bank pay or accept the exporter’s draft.

Though the letter of credit a bank substitutes its own commitment
to pay for that of its customer, i.e the importer. While a letter
of credit is not really a guarantee, it serves almost the same
purpose in that the bank assures payment to the exporter as long

as he complies with slated conditions.

On receipt of the negotiation telex from the correspondent bank
saying that the beneficiary has been aid, Lion Bank of Nigeria
PLC will turn reimburse the correspondent bank through CBN.
According to the Uniform Customs and Practice for Documentary
Credits (UCP 290), this should not take longer than twenty-one
days. But in Nigeria, it is noticed that there are usually delays
in paying back the correspondent bank who must have effected

payment to the beneficiary.

5.2 CONCLUSION

Nigeria‘’s trade with the international community has suffered
considerably in the past because of the serious delays involved
in settling her import bills. And as a result of these delays,
documentary credit operations are not facilitated with the ease
with which they are supposed to. The factors responsible for this

situation are many, but can be looked in terms of
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Problems encountered by Central Bank of Nigeria.
Problems encountered by Lion Bank of Nigeria PLC.
Problems encountered by the Customers.

Problems encountered by the Foreign correspondent Bank.

The problems encountered by the Central Bank of Nigeria stem from
its being the government agency responsible for the management
of our foreign reserves and control of monetary policies and
issues.

The single most important problem is that of the fast depleting
foreign reserve situation of Nigeria. Nigeria’s inability to
settle her import bills has been due to a large extent on non-
availability of funds in our foreign reserves. Various economic
factors have brought about this, the plus in the oil market being
one of the most important. We also import more than we export

thereby resulting in unfavourable balance of payment position.

Management of our foreign reserves also leaves much to be
desired. The practice of some unpatriotic and unscrupulous
Nigeria businessmen in obtaining foreign exchange by fraudulent
means, thereby depleting our foreign reserves. The most common
methods adopted including: Inflating invoices submitted for
approval importing goods either banned or under license under
false pretenses or by not bringing into the country goods
supposed to have been imported. It is also common practices for
foreign suppliers to ship to Nigeria goods that are of inferior

quality. 0ld but reconditioned machinery and plants are exposed
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to Nigeria as new. Certain items of imports are short supplied

while in other cases containers arrive in Nigeria empty.

In order to check the drain imposed by the malpractices on
foreign exchange reserves or the country, the federal government
had te tightened exchange control regulationsg and institute some
series of measures. The result of which are the various documents
usually called for by the Central Bank of Nigeria before payment
is effected on any letter of credit. The document include:
A Clean Report of findings which is isgsued by the Societe
Generale de Surveillance S8.A. Geneva, Switzerland, its
affiliate or agents which undertake pre-shipment inspection
of goods to be consigned to Nigeria to ensure that they
meet the required quality and guantity as contained in the
contract for their importation and that prices are not

inflated.

The form "M" which must be completed by all importer and
submitted for pre-import processing by the exchange control
department of Central Bank of Nigeria. The centralisation
of pre-import processing with Central Bank of Nigeria
creates the opportunity for the compilation of foreign
exchange commitments of the country.

Compulsgory Advance Deposit (as explained in Chapter four)
Customs Bill of Entry to prove that the goods actually came

into the country.

Fulfilling all these conditions set by Central Bank of Nigeria
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usually takes considerable time, much longer than the twenty-one

days stipulated by the UCP 290 that payment must be made in

reimbursement for a letter of credit negotiated.

Nigerian Banks have been hit by the delays involved in settling
our import bills. Since the Central Bank of Nigeria deals with
the Public only through authorised dealersg, the problems
encountered by the parties concerned in one way or the other
involve the bank.

These problems represent some of the causes of the delays the
most common of the problems encountered by Lion Bank of Nigeria
PLC is in respect of documents submitted by customers for onward
transmission to Central Bank of Nigeria before payment is made

for a negotiated letter of credit.

The CBN rejects application for foreign exchange cover on letters
of credits without any good reason. Lion Bank of Nigeria will
therefore have to provide whatever information is needed and then

re-apply. This takes considerable time.

Documents sent to CBN sometimes get lost and the CBN reverts to
the bank to submit fresh applications. There are occasions when
officials of the bank (Lion Bank PLC) do not document properly,
in the event of which the application is rejected by CBN and they

would then have to re-apply.

The customers themselves very often do not submit the necessary

58



documents on time. A very good example is when they have to
submit their original company tax clearance and certificate of
incorporation just for sighting at CBN. Due to the delays
involved in settling letters of credit and the unwillingness of
correspondent banks to make available now confirmed lines in
respect of Nigeria’s letter of credit, the volume of business for
the bank is invariably reduceg and without business the bank

would not be able to grow as well as make substantial profits.

The unusually long delays in settling our import bills have
resulted in the confirmed lines established in favour of the bank
being use up. The correspondent banks are thus reluctant in

making new lines available.

The workability of the lines depend on turnover and gince there
has been little or not turnover, the lines are at their limit
and therefore not usable. The effect this has on customer is that
they are unable to open new confirmed letter of credit for goods

and other raw materials.

Trade has virtually come to a stop and factories have been forced
to close down or operate at less than 50% capacity because of the
non-availability of raw materials. The funds deposited by the
customers in support of letters of credit established becomes
tied down and this slows down the rate at which they transact

business.
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The customers also ended up paying more due to interests that
accrue to the correspondent bank since the correspondent bank
starts calculating interest from the time when payment is made

to the beneficiary to when it receives reimbursement from Lion

Bank of Nigeria PLC.

One of the problems correspondent banks have ig that of exposing
their country to Nigeria through Nigerian banks. The banks abroad
are worried that the confirming lines made available to Nigeria
banks generally which are really overdraft facilitates to these
banks have become bad loans. This view has been taken because
there hags been little turnover in these confirming lines, an

indication that the line are fast becoming bad.

The correspondent banks are therefore unwilling to increase the
confirming lines available thereby increasing their exposure.

There is also the problem of interest on these facilities and
since interest rates are very high abroad, these amounts have
become substantial. The Central Bank of Nigeria also dces not pay
interest for more than ten days at the first instance, it thus
means that Lion Bank Nigeria PLC has to keep on re-applying to

CBN till interest of the correspondent bank is fully paid.

The concern over the present situation from the point of view of
both the Nigerian government and foreign bank have brought both
parties together to find a way out of Nigeria’s inability to

settle her debts. If no further problems regarding Nigeria’'s
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ability to earn foreign exchange occurs, the situation is expect

to improve.

5.3 RECOMMENDATIONS

Suggestions as to what should be done to improve or eliminate the
factors responsible for the delays encountered in the present
system of paying for the country’s import bills would be
contingent on, Nigeria being able to earn foreign exchange
steadily and at a minimum amount and the present administration
being able to avoid embarking on foreign reserves depleting
projects until Nigeria rolls out of her present economic

gituation

If the factors referred to above are achieved, then the following
recommendations would go a 1long way in eliminating delays
associated with reimbursing Lion Bank of ©Nigeria PLC

correspondents for letter of credit negotiated at request.

There is the urgent need to educate customers about the ultimate
effect of their not caring to submit document relating to letter
of credit established on time. They should be made aware of the
fact that if documents are not submitted on time, there will be
delays in reimbursing correspondent banks abroad which may result
in their not being able to establish new letters of credits if
Lion Bank’s lines are blocked. This might bring about a slow down

in their business transaction.

The staff of Lion Bank who handle documentary credits should be
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sent on course or training to appreciate further their position
in Nigeria’'s economic system. They should be made aware of their
role as intermediaries between customers and monetary authorities
as well as the importance of passing information to customers on
time. -
Proper filing System should be provided at Central Bank of

Nigeria to prevent documents from being lost or mislaid.

e
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APPENDIX i@ i
Uniform Customs and . Practice for

Documentary Cradiis

Rewision 1983
IC(_: Publication No. 420G Copyright ©

A. General provisicns and
definitions

Article 1

These articles apply to all dacumantar y ered-
its, including, to the extent to which they may be
applicable, standby lettacs of credit, and 212 bind-
ing on all partics thereo unluss athonwise ex-
pressly agraed. Tney shall be incorgoratad nic

ach docurmentary credit by wording in th+ credit
indicating that such credit 15 issued sutect 0
Unitorm Customs and Practic: for Docureniary
Credits, 1983 revision, IZC PublicatanMo. 4090, .

Article 2

For the purposes of these articius, the expras-
_s0ns "documantary cred Mfs)” and “slancby let-
terls) ol credit” used herein (hereinzler referred 10

as “credit{s)’). mean any arcangement, however

named or described. whereby a bark (the ssuing
bank), acting at the request and ontheinstructions
of a customer (the applicant for the credit). -,
I 15lomakea payment1ooriothe trder ora third

party the beneficiary). oristo pay oraceeptbills

of exchange (drafts) drawn by tr-a b..neﬂcaarv.' ,

o

I aulhonws another bank o eﬂu.’t sueh pa\!-_
ment. or 1o pay. 2cCopt or negoliar asuch .»ll.,a{ :

exchangs {drafts).

against stipulated documents, mowded IMI the

terms and conditions of the credit are compued
with.
Article 3

C:edcrs. by their nature, e separate rzns-
actions from the sales or other contraci(s) on

. #

k-

UcP) .

]

which *hw mey be oased and banks arz in noway
concernadwitt ierbound bysuchcontract(s!, even
if any referenca whatsoever to such contract(s! is
inch. ad 1 the eredit.

Ari uC: 24 o A

inaredit opsrations sl pasties concarnc d geat
in documents, and nol in goous, servicas and/or
Other canorm, nces o which the documen.s may
rclate.

A'll- g5

v for the issusnce of cradits. the
'.r‘as', -n_,h uCLONS 100 any amend-

irvatrudtian

credits thems

Ments inerate und | 2 aimendmen.s themnsaives
mustoe hvmfc ,.‘a %rlu ﬂf'.icﬁl’ ’ X
In. crdgr (o gm.‘d aganst. confusion . and ¢
misundersanding. banks should. ducoarar-a any
attemat (o include excessive Golall in tha erediter
in any a'nmdr.-enl nereio.
Amc}a 8 .
A bensficionyican in no cise avail gl of
the conirariUsl rglationship exsting benwe: a the
banks or bewean'the agglicant lor the credit andg
tha issuing ban: 17 : S
S bW g . ik 1 o
E % 4 -t A
el 3 -4 e s ek U0
8. FC‘I’?,LE.‘;id ' h',)uf E. o - "
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Amau 7 e
a) Credns r-aa\, ba«anher, g
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b) All credns, therefore, should cbans' mum

2} A revocable credit may. blamand@d arican™:

.

-
A

whether they ara revocable or irtevocablel

c) inthe absence of suciindication thacreditshall

be deemed to be revocable.

i
1 . i
.

'Aructes &

A credit may be advised to a banaﬁcmy
through anather bank {the adwising bank) withaut
engagement o the part of the advising bank, but
that bank shal! take reasonabie care to check the
apparentauthenticity of the creditvshichit advisss.

Afﬁd@g

celied by the issuing bank &t any moment and
withouit prior notic 1o thé benaficiary.
b) However, the issuing bank is bound 1o’
| reimburse a pranch or-bank with which a
revocable credn hes been made svailable

foi sight payrnent. acceptance or negotio-,

tion, for 2y paymen, aCCepiancd or Nago-
tiabon made by such branch of bapk prior 1o

receipt by itol notice of amendment of gan-
cellaiion, 2gainst documents which appear imd

on their face 10 be in accordance with the

-+ 1erms and conditions of the cred:t.
Il reimburse 3 branch or bank with which a
revocable credit has been made ‘available

AT

.,,t 'M-

s
w

-{é*‘n

i
vde
s

4 'ﬁyuretobadrawnonmaappl:camlorm
* aﬁﬁt or any othar, drawea stipulated in the
‘f ’Tﬂju 5
N ifthe cred;tprowdasiornegcma ion- lo pay
wimou: recourse 1o d(;wers and}or bona
-5d& holders, draft(s) drewn ‘Jy the benefi-
cmry atsightorata tenor onthe apphcan.
" .or,th) credit. or on a2ny othur, drawee stip-
e~ ulaged in. na cradit’ othar: u'm ihe nsswng
“ baAnk itself, or to provide for negotiation by
anothar bank and to pav. as above, if. such
negetiation is not effected,y 2 v,
b} Whan an issuing bank authorizes or requests
‘anathar bank 1o canfirm its irrcvocable credi
*and thelm er has ndded its configmation, such
¢on‘i[mauon constitutes a definteundertaking
h! 5 z&lbark {the confirming bankj.in additon
£the.issuing bank. provided that the
" iglipulated:documentsiare presented:and that
‘the terrns and conditions of the credit are com-
pﬁrdmh o agem
{_ * it.the cradit prov:desfor ssghtpaymen' -1
w4+ paysor that payment will be made;
b ifthe credit provides fordaferred payment -
" &' to pay. or that payment will b3 made, on the
7 date(s) determinable in acc ordance'wi:'r.
" thastipulations of the credit: -
=-‘ti'i'e cregit provices for scceplance - to
' At drafts drawn by the beneficiary if
T 'n cradit' stipulates -that they are-to be
aramn on the ‘conficming bank: 'or to-be
N 'Jsﬁc.nslble for thein'acceptance and pay-
e o -atmaturity if the credit stipulates that

¢
4

4

IOYﬂEerBdNYMIf‘mhﬁamhmm- Fvuig aralgbeerWnOnﬁ.eapplrcanz’mme
has, Dnof (4] rﬁcelﬂbv Itofnohhﬂmamend' f,:{ o 1 or am Q‘hef drawae 5; pb}a‘&d in me
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Il ifthecredit provides ford oI paornent
10 pay, or that paymeant will b made on b
date(s) determinable i a0 oo o it
the stipulations of the credic

il e crodit prondes [or 3o cian @ - (e
vevept drolts diawn Ly tho Doy il
the credit stipufates that they we ©
be drawn on the 1ssuing bank o (¢ be
responsible lor therr acceplance and pay-
ment at eatunty if the ceodit supolaies that
advise the credit 1o the benciicar wity
adding its confirmation

d) Such underiakings can reither be creng
nor cancelled without the aoroemoat of tae
issuing bank, the confirrning bandk 4t anc
andd  the benchciary  Parto
ol amendmenis contdincd 0 ons g e
same advice of amendmonts i not cffoct
without the agreement of all the ahows name
parties,

@) Banks shall ba responsdle e ey o
guetices ansing from b Ll oo oo 1
procedures 51 oul i e peecednag i
graphs

- i

Article 1

a) Al ceedits must clearly anloate whettwr the
are availublé by sight pavment by oeferie |
payment by acceptance or by neqotuihan.

b) Allcredits mustnominate the bank (nominate:!
bank) which s authonzed 16 pay (payirg bank).
ortoacceptdrafts (accepting bank), of 'n nege-
uate {negntiaingbank), unicss the creditallow -
neqotiatinn by any bank [nagotianng Fank),

| Uniess the neminated bank is the issuing bar’
ok the confirming bank. its nomination by th
issuing bank does not canstitte any underiak
ing o thie nominatad bank 1o pay. (0 gutent, o
to negobate.

d) By nominaung a bank other ihan isell, or by
allawing for negaliation by any bank, or by
authorRing or requesting a hank ta add iiscon-
kration, the issung bank authorzes such
bank 1o pay. accept of neqotate, a5 the €35
mav e, against documents which aprear on
ineis face ta be in accordance with the teims
and conditions of the credit. and undertakes to
reimburse such bank in accargonce with the
provisions &f these articles.

seagdan

L T ) 17
MAITUC: ) 2

ab Whaea anisiuing bani instructs @ oank (adwis:
ing Laek) byany weleransrisson o aduise 2
credit or anamendmentic s crean, anainiands
the mail canfirma tian 12 be the aperative credit
nstrurnent, of 1nz oparative armandmens, the
teletransnission mus? sizte Tfuli detsils 10 fol-
low™ (urworas ol similar effect), or that the mail
cadianon wil Gg the oparative greditinstou:
ment or e ngeteive amandment Theissuing
bank wiest fonasd the speialive credit instru
wiand or the ofaraiive Senendiment 1o such
advintew bane walhout delay.

b Toetcteuanamic anvell Be deerned to 5o thn
LRCLLYE oredit asiromant OF the opatalng
i, and na mrak conliration shoule
b zont, upless the teleironsmission states "fuil
dotals 1o follow” [or words of sircilar elfect). of
states that the mail ecafirmation is 10 be the
aperatve credit astrument o the eperative
arnpensment

£} Ateletransmission neaded by th2ssuing Hank
1 e the oreratl w4 cradit instnenant shauld
clearly indicate thiat the credii isissued sutjec
to Uniform Customs and Practice for Docy-
miantary Crauits, 1083 revision, ICC Publiczion
Pl 4G0.

d} if a bank uses the services of another bank or
banks fihe advising bark) ta have the credit
arvised 1 the benaaficiary, it mus: also use the
services of he sama bankls) for advising any
cimendmenis.

Artcle 13

When s bank is mstrucied Woistue, confirmor
adwisa a credii simvinag In Weoms 10 ong previousty
issund. contirmod o atviaed (s sepdint and
the previous sradithosbeen iz sulsastof amand
ment]s), it shall be undersicoed that the similss
cremt will not welude any sush smendment(s)
undass the instrucliprg apacily olen iy tic gmend
mentis) whinh is/ars (0 apnhy 16 the aimilar credu.
Banxs should discourags wslruchons (o s,
confirm or 2dvise & oieail in this manner
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C. Liabiitties

Article 14

il ncompicte or uncirar Joriedens o
recend loissue confium. achase
i1, the bank requested 10 act on such nsiructi
may give preliminary notficatisnto the veneficis oy
forinformationonly ang withoutrecponsahity The
cragit will be issued. coniirmed. advised
amended only when the nacescary m‘- vnati o
tas bero received and i the Daonk s e e epar o
1G acton theinstructions. Banks showtd pro scte th

necassary information withou deloy

ooyl

Article 15

Bonks must examune all decuments vath re,
sonable care o ascertan thal they 2ppear o ihea
facetobeinaccordance with the terms an conl.
tions of the credit. Documents which appear on
their face lo be inconsistent with ooe ano e will
be considered as not appeaning on thew Ly e jo by
inaccordance with the terms and condilion, of 1

credil.

Article 16

a) If a bank so authonzed cliects payment. or
incwrs a deferred payment undertaking, o
acecepls, or negoliates against documents
which appear on their face (o be inaccordance
with the terms and conditions of a cradit, the
party aning such authority shall be bound 10
resnburse the bank which has effected pay-
ment, f incurred a deferred payment under-
taking. or has acccepted. or negotiated, &nd 1o
taka up the documents.

If. upon receipt of the documents, the issuing
bank considers that they appear on their face
notto beinaccordance with the termsand con-
ditions of the credit. it must determine. on the
basis of the documents alone, whether to taka
up such documents, or to refuse them and
claim that they appear on their face notto bain
accordance With the terms and conditions of
the credit.

=

Ton

and responsibilitias

o) Theissomg nankchall have 3 reasonable 'mein
~ine the documents and to deter-

wihieh o exa
manee an ahcen wiether 1o ke up or lo rofuse
the Joo e

up i e ss ang bank decides 1o reluse the docu-
meanis, it must give notice 1o that effect without

datay by tel communicanon or, if thaf is nor
posubie by other expaditious means, to the
bank Loewi o chitraceived thedocuments (the
remitting Daie) o 19 the benaficiary, if i re-

cewead h wr desaments directly from him, Sych
notics Must siate the discrepancies in respect
af whuch the wsuing bank refyses the docu-
mend i et alen state whather itis holding
the documents atthe disposal of. oris rélurning
them to, the prasentor {remitting bank or the
benuhicary, 55 the case may be). The issuing
bank shall thar be #nuiled 10 claim from the
remuiling bank refund of any reimbursemant
which may have been made 1o that bank.
INthesswnabank faldstoactinaccordancewith
the previsiuns of paragraghs (¢) and {d) of this
aricie and/or iids 1o hold the documents at the
disposal of, or 13 return them 1o, the presentor,
theissuing bank shall be precludad frem claim-
ing that the doc:ments are not in accofdance
with the larms and conditions of the cradit.

If the re vitting Lank draws the attention of the
1sswng bank 1o 2ny discrepancios in the cocu-
men's or sovises the issuing bank that it higs
cad, inaurred 2 deferrad paymentundentzking,
sccept=d or ncgotiated under reszrve or
agansienindemnityinrespectof suchdiscren.
ancies. the issuing bank shall not be thereby
relieved frorn any of its obligations under any
sravizior of this anticle. Such reserve orindem-
nity concerns only the relations between the
reutiing bank and the party towardswhomthe
reserve was rnade. or fromwhom. or onwhose
behatl. tha indemnity was oblained,  *°

e)

Article 17

Banks assume no habnhty or resm't&rbihty far
the form, sufficiency. accuracy, genufnegess fafs;-
It ovis !J
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fication or lagat effect of aivy docynente v fo s

general and/or particular conditions cupotat

the dOCUMENtS OF Superie; «acd oo mr el
they assume any habiliy o ionpem ulag o o

description, quanily. wee i, ooty sret e

Dachﬂg. deI'NB‘v, value of costivnee ¢! hie g3

represented by any documents, o for the o o

{aith or acts and/ar omissicns. solvenov g !

mance or standing of the consigein the car i i
the insurers of the goads. o nry athoe L s

whomsoever,

Anticle 18

Banks ansibne 00 halnhty oF tenG: vyl i

i

the consanuences arising oul of aeiy zaedfon | -

inansitof any messages. letars oridue, mont

for delay, mtilation ©r other arroes an g
transmission of any telecommunicatinn o e
ascume no labillty or responsibility for erior n
translationorn interpratation ol iechnu it orme o
resenve the right to transmit credtit o it i

iranslating them.

Article 19

Banks asspreas no bability of iespon daline !

consequences ansing out ol the niec w0t on of
their Business by Acts of Gorl. nois, civil sorarr
UONS, INSUMTECHONS, W3IS OF amy « el Lauers
beyond their control, or by ary Stikes o1 ook o
Unless specifically authonzed, banks will nat e

resumption of their busingss, incur a aotorrei po

ment undertaking. or effect pavmen!, sccentan

or negotiation under credits wiiich expired durs o

such intarruption of their business

Article 20

a) ‘Banks utilising the services of anome: bark o

other banks for the puwpose of ging afteat 1
thainstructions of the applicantfor thecrea g

P

]

sa for the account and at the risk of such zng -

cant,

b) Banks assume no lability or responsitelity

should theinstructions they iransmil notbe car

ried out, evenil they have themselvas taken the

initiative in the choice of such ohar back(s),

<) Theappicasy logaw --r.i.:..fz.;.I SER Sl g o)
and hiable 1o nde ity he banks anamst all
ocbhgntions ‘..':i (EAPATISEWIN S imaasel tw
Iorginn ters 1ad wanes

Anicle 24

a) Wan caginng bk wierosthad s rgeabirsas

teil I WIS 2 Paiie), aCCepling Gr neGhbat-
o] !.;-,-':r ;e utlee shall oe ablawed by tuch
aning cnarather Uranehorafficacithe
R r: ik G0 an o it Hank {alt herginslier
geofimed 1o as the reuritns sing bank) itshalt sro-
Wil 20 :'. pasINieEng Dok i good Hine with
B peopdr Watrucncns o auiboizatien 1o
ok Tuch roimbursament clams ang eats-
Gt et concian shat the bork enttled
Ve sheoca remoursement most certify com-
stance vath (6 lerms g condditions of the
et 10 e reembursina e
Apvia sy lont wall se tavechosid romany ¢f
W2 abhcancag pee ade reanlsementingalf !
G wlertraurnl wrss et it eflected by the
soigabmoe series Yok
&3 Thesssonis beoweb e rasparadie lo the ay-
Heouptat o pecoIntag ek 107 sny 10sse
rirsf of pou nhuraernant 1 nol gravicied an
s domand magets "1‘ra‘;-r‘r:x‘\m:‘.t'mjbdﬂ“_ﬂf
agahiraise s othe Jin the oot of rauaily

L L0 A

mtag

T

B e the wige may oe

0. Documents

A Albinstractions [or the lssuance of credits and
the credits Nenselves and, wiigre applicalie.
albingirechons tor amendmeants thersioand the
amendreents thamselves, inust siate preciscly
the document(s) cainst which payment,
acceplance of negotislion is 10 be made,
Terms such 3s “firsteluss™, "well known”, quali-
hed™, inaepencant, otlictal”, and the hke shal
notbe usea to desclice theissuers of any-agoL
ments (o De presented under & credit. (f sucn
1srns are incorperated in the credil werms.,
banks will aogent the ralative documents as

b
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presented, provided that they apngar . ihei

face 10 be in accotdance with the othar biais

and conditions of the cracdit,

¢} Unless atherwisa stipulated i the aredit Dones

willacceptasoriginals documeants moad oo fot

appearing to have been pradiiord

{ by reprographic systes o

Il bry, or as the result of, aomaten o coan-
puterized systems;

lit as carbon copias,
if markad as originais, always provided 1hat,
where necessary, such docurments appaar
0 nave been authonticzitod.

Anucle 23

Whan ducemenmis Gilias shae eansport 1o, u
menis, insuance docwvents and camiereral
invaices are called for Vo et oakd s gmainte
by whom such dotumet s ane K beeoassuid nnad
thetr wording or data contznt Hilie creait toss nat
so stipulate, banks will accept suchaacum alsas
presented, provided that thew data contont makas
it possibie 1o relate the oonds andfor services re
ferred to therein t@ those refoirod (o ws the com
mercial invoice(s) presanted, or 1 thase sedonindd
10 in the credit if the cred ydoos ant stpulaoe pee
sentation of a commerein! invonea

Article 24

Unless otherwise stpulates vy the srogil,
banks will accept a docuinent bearing a date of
issuance prior 10 that of e credit, subje 1) suzh
document being presented within the sme Tl
sefout ir :ne credit and i these anicles

D. 1. Transport documents
{docur licating loading on
beard :h or taking in charge)

Article 25

Unless a credi caling jor a ranspon dotu.
ment stipulates as such document a matioe 21l of

Endingg foenao bill oflatng o 2 blt of ladng cover-
dHI G0N0 Ly $83), 0 a portracept or cartificate
ol pstitug:
o) banks wil. gnicss athersse supGiatzd in the
cradit, agcept a Lansoon document which
{  appenrsonitsiace 1o have Seonizaund by 3
R s camrn or v
N ihigsiosdicpatch ariakingin tharge ol the
goods, or loadingan i as thecase sy
be. and
Wl consitis of the full set of onginals saeet 1o
the Congignar if issuad In more than W
Gl afd
i meatz ail other stipui-tidas of the Zrada
Ly Subjrctic Ihe auave, anc unlessoihermse stup-
ulatedintbaermdit, banks will not roject a trans-
Pt docianent whah
eirs . blesachas "L ambined kg1 Spon it
ol fading”. ~Comtines wanspor: document”,
“Comlaned 1wanspait Lill of ladhing or port-
to-xart bill ot lading”, or @ utie of § <omamnn-
sun ot stles of simidar intent ana eflect and
0Of
I oncinatis soine s 2ol the condiong i ce.
nace by refaiance 1o o source ar gaaument
han the tantpon docum. iy dasdd
shor ‘orm/blank back Sanspon oocu-
me], andlor
Jiindicaie= a place of taking in charge differ-
entironvthenort of !na:l.'ngand;r.-ranlsccol
linid dletinatinn ditferom fram the pont of
discharae, and/or
IV relates 1o cargoes sueh as those in contamn-
e1s or on paliets. and the like.
¢} Unless atherwise stipulated nthe credit, banks
wilt rgject & gocument which:
! indicates that it is subject to a charter pacty
ang/or
i} indicatng that he comnving vesse! is pros
polied v gail only, and/or
it contain: the mdication intanded”™, 0! sivlar
aualification . relation 10
- the vesse! andlor the port of loading -
unlens such documeni bgars an on
hoard natation in accordance wath
Artciz 27 (b} and also indicaies the
actusl port of loading, and/for
~ liepontofdischarge ~unlgssine place of
final destination indiczted an the docu-
men is othar than the port of discharge.
gndfor

a*:t"-"‘-{, and

odnner
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IV is insued by a freight forwan e uies

indicates thatitisissued by s s fronalit o
warderaclingas a carigr, or a< *hoenent o

a named carmer.

Article 26

Hacreditcalingforaransportdocumentsiin:
ulates as such documant a marnne bl of iackn g
a) banks will, unless otherwise stipulated in the

credit. accept a docurnent which

|, appearsonitslace to have boonissicd by 2
T named camner. or his agent, and

o ndicintes thist tha Quods v Lowzrzin Loviandindd
onboard or shipped ona namicdvessnl aod

M consists of the full set of ariginals issued to
the consignor if issued in more than one
original, and

IV meets all other stipuldtions of the credit

b) Subject 1o the above, and unless othrrwise

stipulated in the credit, banks will not rrjact a

document which:

{ bears a title such as "Combinad transpart
bill of lading”, "Combined transpart docu-
powrent”, “Connbained transgont il of kecdineg er
pott 16 port il of Kadug™, or i ke e a com
Lination of Lles of similor intent and ellect
and/or

Il indicatzssomeacrallof thecondons ol car
riaga by reference 1o 3 source or documeari
other than the transpart document jsel!
(shont formyblank back wansport docu-
ment), and/or

W indicates a place of waking in chuge diffoer-
ent from the port of loading. andfor o place
of final destination different from the portof
discharge, and/or

1V relates to cargoes such as those in contain-
ers or onpallets. and the like.

¢) Unless otherwise stipulated in the credit, banks
will reject a document which:

| indicates thatitis subject to a charter party,
and/or

I indicates thal the carrying vessol is pios
pelled by sail only, and/or

Il contains thaindication “intended”, or similor
quelification in refation to
- the vessel and/or the port of loading -

unless such document bears an 01
board notation in accordance with
Adticla 27 (b) and also indicates tha

actual port of Voot o mwlfon
the portoldisel arge ~unlessthr place of
inal destiration indicated on e docu-
ment iz otbor ttanthe pon of cischarge,
antifon
s assueed Ly o Boaght {orerder, dnless ot
wdficatos that s issued by such fraght for-
woMder wting 13 5 Laner, o as the agant of

[N et omnse

Aengle: 27

4} inbssacredt specilically calls forsnanboard
ronspoit document. or unless INcunsiztent
with other stiputatios(s) in the eredit. or with
Article 26, banks will nccept a ranspon docu-
mentwhichindicates thatthe goods have been
1aken in charge or received for shipment,

o} oading on board ar siupment on a vessel may
Le evidenced anther by a transpert document
Loaprg wording indicating ioading on board 2
el vessel or shigimnent on a namad vessed,

Cport ducurment stating

veived for shipman?”, by means of a notation
ot loading on board on the ronsport doctmint
aoned o intialled aned dated by the carrier or
hes anont, and the data of this notation shall be
reguraed as the gate of loacing on board the
namad wessel or shipment on the named ves-

]
™

Lo e i 08 & L

Ariicie 28

i) ther case ol carngo by s0a or by moro than
«uis mode of transport but inciuding cariage
ary sea, banks will geluse a transport document
stiting that the goods are of will be lpaced on
deck, unfess specifically authorized inthe cred-
it
b) Baiks wall not refuse a transpont document
which contains a provision that the goods may
beecarned on deck, provided it doas not specifi-
colly state that they are or will be loaded on
ek

Az
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Article 34

a} Acleantransportdocumentisonowhichbairs
no superimposed clause or notation which
expressty declares a defective gonditon of the
goods andfor the packaying.

b) Banks wilt refuse transpart clocuments bearing
such clauses or nptations unless the cradn
expressly stipulates the clauses or notations
which may be accepled.

¢} Banks will regard arequirement in a craditfor n
transport document ta hear the clausa “clean
on board”™ as complied with if such tanspor!
document meets the recisremants of this
article and of Article 27 ().

5.2, Insurance documents

Article 35

aj Insurance documents must be as stiputated in
the credil, and mustbe issued and/or signed by
nsurance companies or underwritars, or hei
agents.

b} Cover notes issued by brokers will not be
accented. unlass specifically autharized by tha
crediy,

Artticle 38

_ Unless otherwise stipulated in the credit, of

uniess it appears from the insurance gocumnent(s)
that the coveris effective at the latest from the date
ol loading on board or dispatch er laking incharge
of the goods, banks will refuse insurance docu-
- ments presented which bear a date later than the
date of fosding on bossd or dispateh of taking in
charge of the goads as indicated by the transport
documant{s}.

Article 37

a} Untess otharwise supuleted in the credit, the
insuranca document must be expressedin the
same cufrency as the crect,

b} Unless otherwizse stipulated in the credit, the
minimum amount for which the insurance
docurment mustindicate the insurance cover 1o

04

have heen effected is the CIF {cost, insurance
and freight... "named port of destination’) or
CiP (freight/carnage and insurance poid 1o
named pont of destination’}) value of the
gnods. a5 the case mev be, plus 1% However,
if banks cannot determine the CIF or CiPvalue,
as tha case may be, lram the documents on
thair facn, Yhay will scnept e ooch msmom
amount the amount far which oayment, ac-
ceplancs or nenotiationis requested under the
credit, orthe amount of the commercialinvoice,
whichever is the graatar,

Articlc 38

a) Creghty should supllaie the tyne of insurance
required and, if any, 1he additional risks which
are 10 ba covered. trnpracise torms such as.
“usyal risks” or customary risks” shoutd rot be
used, if thay are usad, banks will accept insty-
rance documenis. as prasointed, without
respansibility for any risks not baing covered,
Falling specific siipulations i the aredit, banks
will acpeptinsurance documents aspresented,
without responsibility for any risks not being
coverad.

=z

Article 39

Whore a oredit stipulates Tinsuronce against -
all risks”, banks will acgeptaninsurance wocument
which contains any all risks™ notation or ¢lause,
whather or not bearing the heading "ail riske”, aven
i indicating that certain risks are excluded, without
responsibility for any risk(s) not being covered,

Articie 40

Ganks wil sccapt an inguranca dncumant
which indicates that the cover is subject Lo 2 fran-
chisa or an excass ideductible), unlass it is specifis
cally stipulitadinthe eredit thattheinsuranco must
be issued irrespaciive of parceniage.

L
W

D.3. Commaercial invoice



Adticle 41

8) Unless otharwise stipulated in the cre L cons
meccialinvoices mustbe made cutin he name
of the applicant for the credit

b} Unless otherwise stipulated in the credt ban! s
may refuse commercial inveuzes is goa for
amounts in excess of the amaunt perr ined by
the credit. Nevertheless, if 5 bank auth ~rized to
pay. incur @ deferred payment und riakins,
aceept. or nagotiste under A credit acnaps
suchinvoices. its decisicn will e tanch g upon
all parties, provided such back has -t pad,
incurred a delerred payment und otaking
accepted of effected negoiation for ae ot
in axcess of that permitied by tha cre
The descriptionofthe gondsinthe o ol
invoicemustcorrespond waththe deso pbanm
the ceadit. In all other Jocumants, I ooo0s
may be desciboed in genoral im o Lt
sistent with the description af tha g 5 n the
creqiit.

=

D.3. Other documents

Article 42

I acreditcalisforanatestationorcer’ fication
of weightinthe case of ranspoitother the by sed,
banks wall accepta weight stama ar dech cation of
weightwhichappears to have been supei npose:d
on the transport document Ly the carm s or his
agent unless the credit specificaily stipy! des that
theattestation or certification ol weighi m athe
means of a separate document

E. Miscellaneous provisions

Qua;ti:y and amount
- Article 43

3). The words “sboutl™ “circa™ of Similar exprns-
sionsusedinconnectionwiththeamountol the
credit or the quantity or tie unit prica steted o
the cradit are 1o be consiruad a1 allowing o chl-
ferenca not 1o exceed 1078 mora or 0% le<s
‘thanthe amount or the Guanity or the uri prcs
to which they refer

ty LIndessoycros bt inabatos ot M Guanitiny ol 3,0
goods spocilied awst not e exceedod v
edduced, o olernnce of Beluanore or S%las wid
Da pasriissaste, even i panizi shipments ire fiot
pasmited. iways providicd hat the amouns o
e drawinis dons nat excnad the 2mount ot
the credit. This tnlranes doos not apply whn:
the crechi! “npulates the quantity m terms of
sioted awnnben of pockn wals or el
nems

Partizl dravoings and/or shipments

Articla 44

a) Paial dravang and/or shizments are aliowe!
unigss the credit stipuiates ntherwise

1 Sheprmends by sea. ur by masethanoneisdoo:
transpart but including carmage by sca. mact
an the sarn: vewsol and for the same veyage,
will not be regarded as partial shipments, oven
it the ronsront dacuments indicating loading
on board Dear different dutes of msuance
andfor indicate dilferent pons of loading on
Ligard.

<} Sniprrents made by post vad rot be regnnde
aspaniatshipmentsilthe posticceiptsorconm!
1c31@s of pesting appoar 1o have beun stomped
of cthenwsa authenticaled i the place frorm
which the credit stipulatas the goods are lo e
dispatched, and on the same cate.

Shipmients made by modes of tansport othar
1than thosa rzfesrad o in paragraphs (D) 2nd [c)
ofthisarticle will netberegarded aspartial ship
ments, provided the ransport documents e
sued by one aned (he same caraer or bis agent
and indiceie the saine dite ol o itw:
same place ol dispaich or ioking in charge ol
the goeds. and the same cestination,
Drawings 2ngd/or shiprnents by «nstai-
ments

d

—

Aiticle 45

If drawinas and/or shiprionis by instaimonts
withingiven pericds sre stipulstedinthe Sréditand
any inzlzlment is not arawn amd/or shipped within

Ta
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instalments, unless

the period allowed for that insteiment, the credit

ceases 10 ba availabie for that and any subsaguent
otheraise stipulated in e

credit

Expiry date and presentation

Aricle 46

a) Allcredits must stipulate an expiry date forpra-
sentation of decumenits for paymart, acoop-
1ance of negotiabion.

b) Exceplas provided inArticle 48 (a). documents
must be presented on of belore such ex-
piry date.

¢) If an issuing bank states thal the credit is 1o be
available “for one month”, “for six months™ &f
the like, but does not speciiv the date from
which the time is 1o run, the date of issuance of
the credit by the issuing bank willbe deemed 1o

be the first day from which such timais 1o run
Banks should discourage indication of the
expiry date of the cradit 1n this manner.

Article 47

a) Inadditionio stipulating an expiry date for pre-
sentation of documents. every credit which
calls for a transport document(s) should also
sipulate a specified period of time after the
JIata of issuanen of the transpont document(s)
during which presentation ol dogunams lor

made. If no such period of time is stipulated,
banks will refuse documents presented 10
them later than 21 days after the date of
issuance of the transpon document(s).Inevery
case, however, documents must be presented
not later than the expiry date of the credit.

b) For the purpose of these articles, the date of
issuance of a transport documant(s) will be
deemed to be:
| in tho case ol a ransport documant évi-

dencing dispatch, or 1aking in charge, of
receipt of goods for shipmant by a mode of

206

wransport other inan by air - the date of issu-

~ance indicated on the transport document

or the date of the reception stamp thereon
whichaever 15 tha oter;

Il the Case o a Wansport document evi-
Jencing carriace by aie - tho e of
meuance indicale | on the transport docu-
menton il the credil suipulates that tha trans-
pontgocument shall indicate an actual thight
Jate, the actual light date as indicated on
tha transport document;

il in the case of a hansport document evi-
dencing loading v board o named vessel
U thito of msiens o of the transport doci-
et or, 0 the case of an on beard netalion
in secordancewith Article 27 (b), the dateol
such notatio:;

IV in cases to which Article 44 (b} apphes, the
datedetarmined asabovaofthelatesttrans-
port documant isued.

Article 48

a) Ifthecxpiry date of thecreditand/or ihelast day
of the period ol time after the dateolissuance ol
the: teansport documentis) for presentation of
documents stipulated by the credit or appli-
cable by virtue of Asticle 47 falis on a day or
which the bank to which preseniation hastobe
made ie closed lor reasons other than those
coleriend o in Articio 19, the stipulated expiry
el suv /eor tha lact dlay of the period of ume
after the ddate of issuance of the transport dotu
mecis) lor preseniation of gocuments, as the
casa may be, shal! be extended 1o the first foi-
lowsng business day on which such bank is
open

bj The letest dote for loading on board. Of
dispatch, or taking in charge shall not be #x-
tended by reason of the extension of the expirry

date and/or the period of time after the date of’

issuance of the transport document|s) for pre-
seniation of document{s) in accordance with
hiss s inticha, 1 na b atast date for shipment is
stipulated inthe crechitor amendmenits tharelo,
banks will reject transport documents indicat:
ing & date of issuaiice later than the expiry dale
stptlated inthe creditor amendments thereto,
¢) The bank to which presentation is made on
suck first following business day must add 1o
the decuments its certificate that the docu-
ments wore presented within the time fimits
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S nit pricas totad e in, of the uade S
“plicity, of thulag! dite for or emaniation o’ d—‘r '
OENIS in accordares wil Article 47 ans g
oo for shipmaent, any i ol of whizhimaey be
redused 2r cunailed, or the pertetage for
winict InsurBnce Cover st e aitectad, which
108yt inuia8sed in such o way a3 lo provide,
did wevount of cover sipivated in the orlcica
orgdi, o thase erticlas, Additionsliy, tha name
oitavrstbanshicion; cante substinsted forthat
G she ~pplicont for tha ceodil, but il thanama el
na applicant for the credi is specifically
raquired by tha original credit o eppearin ans
documentothar than the wunice, suchrequirs.
et must be fullillec
Tha first beneficiary has the righs to subsiilutia
his own invoices (and drefts if the credit stip
ulates that drafis are to be diown on the appli-
sant for the eradit) in v sohange for thosa of ths
aneorid p..,g.,.:«.—i&.n- fr armopcde nol in G8G223
of the original amaun: stpulated in the credis
and for the oricunal uni prices i stipuiated ir' ths
cradit, and upon such subsGiution of ipvaives
{anddrafls} the fiest Lecelicias 2an drowundor
he credit for the ditler =nce, o i, oetwon s
..wm.es and the second Lanefizir/simeizes
Whenaceradithas been tians! ::h'ﬂ;'id!hq flaz}
beneficiary is 10 supply his G isiines (and
dralts) inaxchange for e secend bensfician/s
invoices (and drafts) tut dails 1 do snon it
demand, the paying, cceaphing of nagoteling
ok has the sghtio deiver i o isguing honkl
the documents recered weisr the credii, -
“ludding the second Lanciicicnys invaites (oot
eaftsy without furth.er resnonsibility to tha fix
sonehiciary.
tinless otherwise siipulatad in (he cradi, the
irat baneficiary of ¢ wansforebls credit may
‘gruest that ‘tha credit be wansferred © 2
sacond beneficiary in the same country, of in
another countty. Further, untass otherwisso stig-
siatcd in tha creoi the first beneliciary shall
have ihe right to request that payment or nago-
tiation bo effected ta the second benaficiary &t
the place to whichithe credit has beentranstar-
red, up 10 and including Iha expivy date of the
ariginal cradit, and without prejudice o tha figt
vennficiary’s 1ight submogunntly 1o substituty
his owalinvoices 2nd dralts (if any) for thesa of
tha sacon:i beneliciary and to claim any diffar-
gnce dua 1o him,
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Tha fagt thata aredins netglood to be trans. 1
ferabla shefl not effent the banzficiary's right o l
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CENIRAL BANK OF NiCILL .

Tinubu Sqguarn

Lagos

PRIVATE MAIL BAG 12194; CALLES: Cl:NLANK

. . TELEPHONE oo vvrerennnenennens {
REF: FOD/D/S.14/VOL.X111/46 4th February, 1994,

TOALL AUTHORISED DEALERS

FOREIGN EXCHANGE MARKET:
GUIDELINES FOR THE ALLOCATION OF FOREIGN EXCHANGE
TO IMPORTER/END USERS THROUGH AUTHORISED
DEALERS (DESIGNATED BANKS)

I. Introduction

In pursuance ol the objectives of the Federal Military Government to
strenghien and stabilise the Naira excahnge vate, the Central Bank of Nigeria
hereby introduces the following guidelines for the operations of the Foreign
Exchange Market (FEM):-

(i)  The exchange rate of the Naira 1s now fixed at N21.9960
per US Dollar.

(1) Al haports must be on the basis of letiers of credit
except those that cost $1,000 or less.

(i) All authorised dealers are to have a designated bank
status as jong as they comply with the rules and regulations
this circular,

(iv) Toreign exchange sale will now be made directly to the
importers and other end users through the designated banks,
who will be their agents. ‘The designated banks will
not charge any spread on the Central Bank of Nige sm b(.“lllf_' rate
but are allowed the normal (ransaction charges and cnnissions
as prescribed by the Bankers' tailf,
w2
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(v} Foreign exchange shall be sold on prescribed
percentage allocation lo the importers and other users in the
following ratio:-

High Priority Scctor

Manufacturing 50%
Agriculture _I_U_‘,i 00 %
Others |

Finished goods 30 o

Invisibles M 40%

Total vaitl i) 100 %

(vi) ‘The direct sales by the Central Bank of Nigeria will be
in respect of Manulacturing (50%); Agriculture (10%); and
Finishied goods (30%) making a total of Y0%.

(vii) The remaining 10% [lor the invisible sub-sector will
be released by the Central Bank of Nigeria to the
designated banks for onward allocation to the applicants. The
designated banks which have been cateporised into six groups for
this purpose, must ensure that relevant documents are duly
submitted by their customers in accordance with the existing
regulations.

o Y e
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2. Modalities for direct sile to_hmporters

(1) The Central Bank of Nigeria will sell foreign exchange -
to importers forthaightly. The first sale shall take place on 17tk
February, 1994, Notice will be given of the amount to be sold
at cach sesston. '

(i)  Application for foreign exchange in respect of any
importation must be accampanied with the following

documernts:~ |
g(a) Certificate of tncorporation v v~ Wy
j)  Completed Form "M’ s i f -
= , (€ Pro-Forma Invoice - v S | f
! (d) Tax Clearance Certificate. ~~ v R

(i) The tmporters shalt submit their applications to their
destpnated banks, who wiil scheduote all requests
- received o the Central Bank of Nigeria categorised
into Mauufacturing, Agricalture, and Finistied goods.,
The schedules must reach the CBN by 4.00 p.m,. on the
Monday preceding the date of sale, Multiple applications will
not be atiowed and would be subject 1o disqualification.

, - -—'__ . S "’.*.---.l-'-‘__,.'-;:"'}';t ‘r‘,‘ L - ’ : : |
(iv)- Full Naira cover must be Jodged with the CBN through the
# banks on submission of the applications by importers.

(v) Designated banks are to eusure litu@ applications are
{or cligible transactions and comply with Central
Bank of Nigeria guidelines, e v

(vi) Designated banks must ensure that customers in respect -
of the Manufacturing and Agricultural sub-seclors are |
bonafide applicanis. [n relevant cases, the member-




(vii)

(viil)

(ix)

w il

ship lists of the Manufacturers' Association of Nigeria
(MAN); Nigerian Association of Chambers of
Comunerce, Industry, Mining and Agriculture (NACCIMA); and
Association of Small Scale Industrialists (ASSI) could be used for
verification.

Aller the processing, designated banks must summarise the
applications in three schedules i.e. Manylacturing, Agriculiure

and Finished Goods, indicating the underlisted information:-
A T

(@) Names and Registered business addresses ol
unporters/applicants.

(b) Nature of business of ;mpliﬁ:mlsiimpurlcrs
(c) Names and addresses of exporters

(d) Description of imports

(¢) Value of imports

() Forms 'M’ number

The schedules of applications should be displayed for at least two
days in a conspicuous place in the banks’ premises for public
information before they are forwarded to the Central Bank of
Nigeria.

Thercalter, designated banks will submit ten sets of the schedules
duly signed by two authorised signatories to the Central Bank of
Nigeria. The schedules will be accompanied with a covering
letter addeessed to the Governor, Central Bank of Nigeria for thie
attention ol Director of Foreign Operations Department stating
the following information:-

(a) Name and address of the authorised dealers;
D

m'f;_*t:(, 177 % - Y TP S—
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(x1)

(Xil)

(xii1)

. _'5 _
() FEM sale number and date;

(c) Code number of authorised dealer;

(d) Name of correspondent bank abroad,

(¢) Total amount dt.mandccl for each sub- scctox and the grand
total thereof .

(D Two authortsed Signalurcs witl official stamp.

The applications will be processed and the allocation

(Manufacturing 50%, Agriculture 10%, Finished Goods 30%),
made directly to the applicants in each sector through their \
bankers on a-pro-rata basis. "

The result of the allocaiion for cach sector would be
communicated (o the applicants through the designated banks
within three working days, The designated banks shall display
the result of the allocation in a conspicuous place within their
premises. ; -

The accounts of designated banks shall be debited with the Naira

value of the allocations by the Central Bank of Nigeria and the
foreign exchange released to taeir correspondent banks.

Returns evidencing utifisation of foreign cxchange must be
submitted to the Trade and Exchange Department of the CBN...
within oné mouth from ihe daie of AHOCII tion, Designated banks
will be allowed nto subsequent Iomgu exchange allocaiion
sessions after the returns have been certified.

Unutilized part of any foreign exchange allocation Lo un imporicr

must be ILpalri"llcd to the Central Bank of Nigeria within one
mounth under advice to the Director of IF oreign Operations
D(.pcll taicat,
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Lion BANK OF NIGERIA PLL. !
REQUEST TO OPEN A DOCUMENTARY LETTER OF CREDIT

450,

U e O
agmj LION BANK OF NIGERIA PLC Lotter of Credit No......vaauinie T
' 121/125, Broad Sueet, Customer’s Relference. .. .
P.M.B. 12851, Lagos - Nigeria, O S R 7 A SR YRR
Tel: 2662175, 2666135, 2666287, 2065148,
Fax: 663316,

Please ssue an rrevocable Letter of Credit as set forth bekow and upon issuance thereof you are hereby
nstiutled to tansmil it by E] mail; Du’rmul; Dl.'.dﬂ-,' Uhrmnl, with short preluninary cable advice,

Advising Bank Appl .

If berwhiciary’s bankers are not known we will use
O arrespondent.

S 2 ] . Amount | — -

\

1

Expay date in the
country of the benaficiary unless othenwise indicated

This Crudit 1o be avadale for paynwent/acceptance of your draftish for. ..., pir cont of the
IWOIEE Valum, AW @1, ...oooiimraniniersricariineassss s sssssssssenssssss gt o0 Lion Bank of Nigeria Flc,
LU | by the {olk @ docurments (3l least n duphbcats unless oihersise speciied):

wgnied imvosce, 15 copres) mchuding The oniganal
insurance policy /certificate for the imnvoice value PIUS. ..o, PO cent covering all sk including
e and war ks ared also covening (he following visks:

Tull sel ul chean slipped vn board veean vessel bills of lading made out,to order and blank endorsed,
claused freght payabls st desunauon/ freght prepaid and netify:

lotha documants, it anyl

Evidencing stupment of (F.O.B., C.LF,, C.and F., 08 ...occournieimmimiinnymenepensnne)

From Partial shipments ; Parmitted

Transhipmernts Permittnd
To nsuReoBY [ 1 Buyer  []  Seler
Special conditons:

Further space s provided on page 3.
Your chargas being for our account/for account of the benabicibey.

Oversuas bank charges for our account/for 1 of the beneficiary,
This Credit 10 be subject to Uniform Customs and Practice for Documentary Credits (1974 Revision),
Intwinatioral Chambes of Cr Publication No, 290,

ATTENTION 1S PARTICULARLY DRAWN TO THE TERMS AND CONDITIONS OVERLEAF,
THIS APPLICATION SHOULD BE SIGNED ON PAGE 2. L/

LB/33/90 P.T.0}



TERMS AND CONDITIONS OF COMMERCIAL LETTER OF CREDIT

-

In comsadaragion o youws ssoing the Crsdl, substantiolly scoording o the Application agpy g on the sidu
towet or as detaiod opposite we, the undersigned, heeelry folntly arnd severally sgroe as follows: 1

1 As 10 dhalts 01 acceptances unider ol purpuiting 1 be under the Credit, which are payable in Currency of the credit, we
e Lob i the case of sach sght dialt, 10 rmmburse you at your office, on demand, in legal tende of Nigeria, the smount paid un
wech dralis, o, i 5o demanted by yiu, to pay you ol your ollice in sdviance in legael vender of Nigeria the amount required 1o pay mh;
urafts; wond () im the cose of sach acoeptance, 1o pay 10 you @t your olfice, in legal tender ol Nigeria, the amaount thereof on demand
Last i any event not later than the diate of matunty.

D AS W Gl OF SCCOptIes Wit OF prispailing te be under the Credit wingl: are payable in currency cther ummnw;
agiea (al i the case of ach sght dadt, o reimbucse you 8t your offica, on denand, the equivalent of the smourt paid, in legal
wrider of Nigeras 8t the rate of exchsnge then current i Lagos for calie ransters to the place of paynent in the cumtency in whict
such dealt is drawn, with interest from the date of payrent of the instrunient, of if $0 duowoded by you, to pay you, at your office in
aetvisrine, in Ngerain cutrency, the equivalent of the amount requiced to pay the same; and (b in the case of sach acceptance, to pay
wou @l your uffice, on denand the equivifent of the acoeptance i the legal tender of Nigeria a1 the currert rate of exchange for de-
s deatts on the place of payment,  payment is niade by us i tne to rdach the place of payiwal in U cowise of de e ol
e than i diste of matunty, o e the cunent rate m Lagos for cable transters at tme of tansniission 1o 1 place of peynwnt in the
by i B aeceptanc s payabide, 1 such paynent s nede at your offics on the matunty date. i, for any cause what-
wostver, thare it ot e B i question no rate of exchange generally curtent in Legos for effective calbie wansfers of MM{
v prowiden Tor, e agres o gy you of demsnd an amoum s Naira equivaient 1o 1he sctual cost of settenent of your obligation '
o W et wf Hwe draft o pcceplsnee of ary bolder themof, as the case may be, amnd however and whenever such settiement m’
T i oy o, i fuddmng st on tha smour of Noag payabio by us from the date of payment of such draft or mmmtnﬁ%.
Casher 0F wat paymenl to you et e tale customanity chatgind by you o fike circumstances, !

S ot vt that any Nita on otber currency dealts are drawn by us on you in order to refinance any ubligation set forth in 'I
s precethingg v secbons, and such draslis, at yow oplion, are accapted by yuu, we agres 1o pay vou on demand, but in any sven
ot b Whans i soatunidy st the ssoonund of each such scceplaonce. Each amount which nay Leconw due and payable 10 you wisoe
s Agrinmnt oy, 0 your discretion snd i pul viberwise peid, be Chavged by you o any ow?dso funds thien held Ly you lor ot
Lt

“
4. We agres Lo pay you on deniand with respect 1o the Credit, & comnission il such rste s you misy detering 1o be ptbpi: ’
gy and @) charges snd expenses which may be paid or weutred by you in connection witl the Credit, together with interest
whiere Changeatile . Interest payable hereunder shall be gt the rae customanly charged by you gt the tnee in like circumstances.

b We agros that, i the evern uf e lailivy o put you in funds, whether i whole o in par, end/or i any case of need, you
shiall by at libesely without fetiee 10 soll the goods i steh manner and o0 such e os you may tink fit, s to apply the net pro
s of sale lielter deduthing freght sol mswance,  pand or eftected by you, and & chivges and expenses | in or tuwards the
ihscharge of the moneys so due by ts, without prejudice 1o your recoutsy agaitst us and/'of th [ fut any deficency, The
vartd procesds st b anderstood (o ckite the aimount recovereable under any & i 14 the goods,

fi.  Neithgr you not your agents shall be responsible lor the validity, genuiness, terms or sulticlency of any documents
tendered undar the credit; nor for the cotrectness of the description, quantity, quality, weight of vilue O Ui goods as reprosenivd wi
vivaicks of other dotuments; nor for defays o erors in wansmission B non-delivery of cables or telox messages, or for delays in
ransrssion of Wuss of documems through the posy or otherwise,

)

Jo W unduriaky el 2l goods shull be Jully nsured sgenst sl vsual ks, that e Wswance policies shall be assigned te you
wd Daucked ann trust o v, i Baat wntil panadd by ws of all smourds due 10 you inorespect of ol vur inuebiedness o lebility 1o you on |
Wy secount whotsoevir, the msurance moneys payalde are W be held as available w you, and if received by us shall be pald w you
furthvath, and iatil so pakd shall be Liekd by us on yaur behall,

B W unduriake not o peercise any sght of sejeciion over the goods without having first provided you with funds, as
alurimand, whiothor of nul we hiree Wken up the shipping toculienm

G s Nt agtied Ukl you are 1ol 1 be respunsibhe 1o sy oss ol ur damage 1 the geods, sither dwing thelr vansil, or
atten thaast artiwal, t Ly teasan ol th non sistrasce thereod, non lur the sluppaege or detention wwmm ot by any vther
gt welitnsonvor, Yot G, (eneur thekiess, Gt your sol disciation and without sny obligation t o your pant, W have the
g (B L etie, W ke whnu.-wr st yow iy ab wrey frves thank 1o presenve of d the gouds, of W prGlecl youg in-
wrest i thetn,

10 Thar magghabs ind provests conturied by s agreoment shall be i addition and Wilhoul prejuive 10 iy ol Bucuiy veiee
Yol by s O Seteatter bdd Yo cur sccount.

11 Eacopt s ciharwise vaproasly providod m o this Applcation snd Agesement of 85 o0 3 we mary uthirwise expressly

S -

suree with regard to, and grior 1o your isuance of the Credit, the *Unitorm Customs and Plectice for Do y Credits (1963
v, Iritortatonal Chaenber of Carmerce Publication No 400 shall be bivding on the Credit and shalt serve, it the absence of
pront esprossly to thie cotitrary, a8 evidirice of general barkig usage. W

12, This Agroensent and all rights obligations, and labilities arising h Jer shall be | ed in Janice with Niger
Ly

Yours faithiully,

Authorised Signatory.




FOR BANK USE ONLY

LIMIT

OUTSTANDING LIABILITY
Overdrafts

Contingent Liability under L/C

Acceplances,

Advances

TOTAL PRESENT LIABILITY

Application

-

TOTAL TUTURE LIABILITY /

Approved : .
(Authorised Signature) '

»
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