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ABSTRACT

°

Settlements of debts .on oversea trades caﬁ be achieved
by various ways, some beneficial to the selle;s while others
beneficial to the buyers. ' The only way which benefits both
parties is through opening letters of credit which assure them
of their payment and receipt of goods and also enable them to
arrange for financings. 4n-order that this research will be
useful to readers; the writer rather confines this wri%ing to

the subject of Import Letters of Credit with which the writer

- has been familialized and experienced for over two years.

CommercialiTiettersiofiCredit can eithér~be revocable or
irrevocable., "Othérs can be ‘revolving, transferable or back to
back credits, etc. In either 'way, most ofisthem are governed
by“the /Uniform Customs and Practice /for Documentary Credits
(1962 Revision), The International Chamber of Commerce, Brochure
No. 222. Prior to opening a !stter of credit, a bank must
examine an applica£ion carefully for different rates of charges

and commissions to be levied [ (cally or abroad. In order to
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facilitate daily work, each bank should collect terms and
conditions of.eaéh correspondent bank and adjust them whenever

changes occur.

A line of credif as well as cenditions set upon import
financing varieslfroﬁ élient to client, but all govern the
samé rates Qf interest given by Thai'Bankérs Association, if
the drawingé are in"USs dollars-or.pound eteriing. For other
cu“rén4ies, each cgmmarcial bankvié free to quote their own.
rates af thei; own dis¢retiomns @Generally, the rates of interest
on import finaﬁéing are/ considerably lower than those of bank
'ovéfdraft rate. This As,aniimportant factor which leads to
advantages and disadvantages to a bank. An financing import
transactions, some banks\usually make use of foreign money
markets to refiﬁancé themselves; eithér on an acceptance basis
or on an adzaﬁcé account basis; but the forher is more popﬁlar
since the financing bank can refﬁnd their.money by selling
their bankers acceptancesutovthe discount house. The financing
banks made monéy from diffé#ential rates of interest'betwegn
the rate charged to the,lefter offscredit iésuing Bank and
intereét‘pgid to the discount house. Likewise,-banks issuing
Letter of#Credit tradé on the margin between\inferest rate
charged tb thelr customers .and. that péia to|the financing
bank. In>interpretation of Bank of Thailand.cohcérning é legal

aspect of risk assets, this particular refinancing transaction

on import has been excluded from risk assets and therefore
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leaves more room for the bank to expand their credit without

having to use their own funds.

Some refinancings are unprofitable though they appear
to be gained from interest rates; imrevaluation, the important

causes are as follows:

l. Thesamounts of /some letters of credit are not big
enough to covergbank!s refinancing coste.

. 2. The amount of each shipment under letters of credit
allowing partial payments-is too smail té cover bank's refinancing
cost.

3. The refinancing period is too short, and calculation

of interest is based on, different days of a year.

Under the aforesaid circumstances, the issuing banks
are sometimes charged with minimum commission together with
fixed charges which will eventually make the effective rate
higher than that of the prevailing rate of interest charged
to the buyers. During the economic and éurrency crises,
the intlerest rate flutuates uncontrollably and ‘beyond the rate
that anyslocal commercial bank can chacge to their customers.
(Bank of Thailand sets a present maxinum lending rate at 15%‘
for all local banks to follcws) Under this situation, if the
banks still get the transaction refinaiwed, they will lose,

but the alternative soclution is to havu.the bills retired



- VIII =-

-

the banks in dlsadvantageous

/whole amount of

The followi i '7 matical method

prior to maturity. Yet this

position, for they will

acceptance commissio

for calculation n the concept of

Y \ ermlne the

I (Inter ey ;{ 5 ¢ ; llected from

Break Even Point

amount to be refi

A (Amount

T (Time) ; =T g refinancing period
F (Fixed cost) — i rsement commission or

an com, in case
o —:‘7
e fxop the bank
m sed to,
SF (Semifixed cost) = acceptance com. 1in case of

ﬂumwm’i’ﬁﬂmmm

bank 001%E£FS from the qﬂdplng

QW']@Nﬂim ANTINE TR E

These factors can be formulated into 3 different types.

The first formular. In case of refinancing from the

negotiating bank. A X I xT=F + ( AxDxT )
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The second formular. In case of refinancing from the

third country bank. It incurs a neimbursement commission
which is one of a financing cost. This eost is a fixed cost,
but acceptance commission in this case-is-a-semifixed cost.
Another factor ig§"on the" yfar basis. (For clients use 365

days/year but for comfespondent juse 360 days/year)

AxIx Tl

or AxIzx T1

FRMCE % VG A% D X T2)

I

F*+ (A x Acc.rate x T2)+(Ax_DxT2)

The third formular. It is more or less the same as the -

second but more practical approaches are considered and numbers

of day in T1 is more than that of T2

From the above three mentioned formulars, a bank can
make tables that will provide minimum amounts under a certain
numbers of day.sand fates of interest which at least the bank
will be on breakeven. The tables provided in this thesis are
called '"CAP TABLE', covering periods ranging from 30-360 days.
If the future rate of interest is'closely prédictable, the
bank willsget the most advantageous use of them. In actual
practice, re{inancing takes place _after 'a letter of éredit
has been openedfor weeksior months. To get the most muse of
these tables one must haQe had an experience on refinancing

for years.



Limitations

overseas interest

<<

1. The tables can not be uSed

ol the importer,

rate is higher thai

2. The

a

;yafromathe

opening term.

credit will surely
ed by any bank
period may excged

that of the presen ay s 3y, : P with future changes
and adjusting the an be assured of

handling letters of ansactions more

efficiently and profitfﬁgégF 11
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