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Abstract

The commitment of the guaranteeing bank to the credit operations, in
general, and the letter of guarantee, in particular, are considered essential
parts of the development of the banking performance due to the role being
played by the letter of guarantee in the economic life. This process has a

number of advantages over the other credit forms.

More specifically, the bank commitment is based on the principle of
independency. That is, the bank is entitled to repay the beneficiary as soon
as he/she duly submits his/her request -during the period of the validity of

the guarantee- to obtain the value of the letter.

The ensuing obligations against the guaranteeing bank oblige the bank to
deal with the beneficiary concerned as being a principal not as an agent.
Consequently, the bank will fully fulfill its commitment despite the
objection or refusal of its customer, who will have no other option except
for resorting to the court if his/her calculations showed that the volume of
his/her indebtness is illegal or baseless. That is, the relationship between
the bank and its beneficiary is separated from the bank relationship with its

customer and the relationship of the customer with the beneficiary.

B



However, with reference to the bank commitment, the principle of
independency is not always taken for granted. That is, the bank may
encounter some obstacles, which may impede the implementation of this
principle. For example, if the beneficiary is cheating, the bank cannot fulfill
its obligations; clear cheating undoubtedly severs and ends the bank

commitment in the letter of guarantee.

The termination of commitment fluctuates from one case to another due to
the nature of accompanying circumstances. For instance, some letters of
guarantee end with the fulfillment of the guaranteeing of its obligations,
others end without the fulfillment of the guaranteeing bank of its
obligations to the beneficiary, such as the cancellation of the letter of
guarantee, obsolescence, the impossibility of the implementation and the

beneficiary’s revocation of his/her claim against the customer.



