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Stoppage of Payment for Fraud and Damages for Wrongful
Dishonor in the Law of Standby Credits
—Reviewing the Judicial Logic of the ANZ Bank Case of the

Supreme People’s Court

WANG Jianfu WANG Jingen

Abstract: Standby credit is a conditional payment undertaking issued by the issuer to the
beneficiary. As long as the beneficiary presents conforming documents strictly in accordance with
the provisions of the standby credit, the issuer shall make payment; otherwise, it constitutes
wrongful dishonor, unless the issuer has sufficient evidence to prove that the beneficiary has
committed fraud. In ANZ Bank case, based on the functional equivalence theory, the Supreme
People’s Court established that the fraud in standby credits shall be governed by the Judicial
Interpretation on Independent Guarantees, instead of the Judicial Interpretation on Letters of
Credit. This has led to the fragmentation of the practical rules for the operation of standby credits
and the legal rules for the fraud exception. To address this defect, it is necessary for the Supreme
People’s Court to formulate a new “Judicial Interpretation on Letters of Credit” in the future,
covering all three independent undertakings commercial credits, standby credits and independent
guarantees. When specifically determining fraud in standby credits, the court must consider the
timing factor of whether the beneficiary commits fraud. Fraud in standby credits shall only be
constituted when, at the time of presenting the documents, the beneficiary knows that he “confirms
that the obligations under the underlying transaction have been fully performed or triggering event
for payment stipulated in the independent guarantee has not occurred” or he “has no right to
demand payment”, but still abuses such right to submit a payment request under the standby credit.
In the ANZ Bank case, the Supreme People’s Court did not provide sufficient reasons for
distinguishing the time nodes for determining whether the beneficiary constitutes fraud in Article
12 (4) and (5) of the Judicial Interpretation on Independent Guarantees. The fraud suspension of
payment is only to temporarily stop the payment, rather than terminate it. Therefore, once the court
holds that the beneficiary’s fraud is not established, the issuer of the standby credit shall bear the
liability for damages for wrongful dishonor to the beneficiary. Since the standby credit is

essentially a “contract sui generis”, the scope of compensation that the beneficiary may claim is

87

M=



ZEREEIE 2025 &% 6 #3

limited by the full compensation, foreseeability, and mitigation rules of the damages for breach of
contract under the Chinese Civil Code, as well as the principle of independence of standby credit.
In the ANZ Bank case, although the Supreme People’s Court followed the above spirit in
determining the scope of compensation for wrongful dishonor, it failed to directly specify the claim
basis for the damages for wrongful dishonor.

Keywords: Standby Credit; ANZ Bank Case; Functional Equivalence Theory; Fraud

Exception; Damages for Wrongful Dishonor
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