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General Characteristic of International Trade Frauds 

The Professionals 
 

1 Most fraudsters in LC operations are amateurs, not being a 
professional like the famous SOLO case in Dubai. 
 

2 The SOLO owner established his company just to create 
LC frauds whereby the applicant and the beneficiary are 
from the same gang.  The drawing from one LC is used to 
pay off the next LC when due. The goods are declared as 
expensive metals but in fact are rubbish.  
 

3 Later on it expanded to one stop services, buying out 
freight forwarder and sea carrier for smooth and also 
safer operations. 
 

4 In the first shipment, real containers are used.  These real 
container numbers are used repeatedly to other 
consignees in the next few shipments to create 
creditability. 
 

5 After a chain of such transactions, SOLO becomes a VIP 
customer for 90% of banks in Dubai. 
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The Amateurs 
 

1 Over 90% of LC frauds are created by the amateurs who 
establish their companies originally to do legitimate 
international trade. 

 

2 Unfortunately due to lots of reasons, such as bad 
management, bad luck or bad economy, their cash flow 
becomes very tight.  To keep afloat, they are forced to commit 
trade frauds to use the drawing under LC to pay off the 
retreat arrangement for their families to a foreign land. 
 

3 During such period, they are very stressful, being chased by 
creditors everyday by phone, email and other means.  
Hence when they prepare the fraudulent documents they are 
under high stress and in great haste, thereby revealing a 
lot of red flags or foot prints for an experienced consultant 
to identify the underlying frauds.  
 

4 But these footprints may not raise suspicions to the average  
document checkers who are not familiar with trade 
practices in transport, cargo insurance and commodities 
trade. 
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An LC Fraud Case from Hong Kong in 2013 
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1 A middleman (my client) bought copper cathodes of CFR 
value USD 4.67 millions from an Upstream Seller by LC to be 
re-sold to a Downstream Buyer.  

 

2 On 29 Feb 2012, an LC was issued, calling for 500 MT of 
copper cathodes of Japanese origin shipped from any 
Japanese port to Shanghai, China. 
 

3 The LC calls for 90 day sight drafts drawn on issuing bank 
available by negotiation by any bank. 
 

4 Third party documents are acceptable. 
 

5 On 1 March 2012, the beneficiary’s banker in Hong Kong 
negotiated the documents and claimed payment from issuing 
bank in China.  
 

6 Later, the applicant found that there was no such shipment 
and the documents were proven fraudulent. 
 

7 The applicant sued the issuing bank and the negotiation bank 
for negligence (not exercising reasonable care) in examination 
of the documents for compliance. 
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How to Prevent International Trade Frauds? 
 

1 KYCC (Know Your Customer’s Customers) to be strictly 
observed by applicant, issuing bank and negotiating bank.  

 

2 Engage an expert to draft the terms in contracts and LC to 
offer best protection and to avoid frauds. 

 

3 For large amount, use FOB exclusively to charter your own 
ship to pick up the commodities goods.  Then the applicant 
can stop the payment timely before presentation. 
 

4 If CIF is a must, arrange a reliable buyer’s agent to inspect 
goods before shipment and to supervise loading. 
 

5 Arrange for vessel checking services by ICC International 
Maritime Bureau (IMB) through the issuing bank that has 
subscribed for such services to check for update location and 
route of  the cargo ship.  IMB can also verify the 
genuineness of the bill of lading for a fee.  
 

6 Be familiar with backbone doctrines and trade practices 
in chartering, cargo insurance and commodities.  12 



International Fraud Rules 
 

1 The Fraud Exception Rule originates from Sztejn v J Henry 
Schroder Banking Corp,. 31 NYS 2d 631 (1941) in which the 
court adjudicates that “The principle of the independence 
of the bank’s obligation under the letter of credit should 
not be extended to protect the unscrupulous seller”. 

 

2 The Nullity Rule originates from United City Merchants v 
Royal Bank of Canada, (1982) QB 208, in which the court of 
appeal adjudicates that: “…even though the sellers were 
not party to this fraud, the bank was entitled to refuse to 
pay…even though it was forged other than by the beneficiary, 
and there was no reason for distinguishing from a document 
which was a nullity, one which was in any way false to the 
knowledge of a third person”. 
 

3 The Documentary Evidence Rule originates from United 
Trading Corp SA v Allied Arab Bank, (1985) 2 Lloyd’s Rep at 
861, in which the court adjudicates that: “The evidence of 
fraud must be clear, both as to the fact of fraud and as to 
the bank’s knowledge.  The mere assertion of allegation 
of fraud would not be sufficient”. 
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How A Buyer Should React And Protect His Interests When 
Involved in Trade Frauds? 

 

1 If no goods are shipped, demand a report from the carrier.  
Otherwise arrange inspection by an authoritative surveyor to 
issue a survey report as a documentary evidence. 
 

2 Notify the police and all the banks involved for the trade 
frauds to hold payment pending court injunction. 

 

3 Concurrently apply for interim injunction or court order to 
stop payment from a local court with the surveyor report.  
 

4 If the containers have rubbish, get approval from police to 
dump them.     
 

5 If the goods are of poor quality but still merchandisable, 
follow advice from insurer on protection, warehousing 
and extended insurance cover on courtesy basis.  

 

6 Arrange prompt sales to a third party to minimize loss. 
 

7 Otherwise  the goods will be stolen, damaged by fire, decay 
if perishable due to no one attending to them.  
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