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Case watch     June 2012 

 
Shipbuilding – shipyards -  performance bonds -  guarantee by buyer's bank of payment due under 

shipbuilding contract -: whether guarantee payable on demand or only if instalment due 
____________________________________________________________________________ 

 
Wuhan Guoyu Logistics Group Co Ltd and Yangzhou Guoyu Shipbuilding Co Ltd v  
Emporiki Bank Of Greece Sa  
Queen’s Bench Division [June 2012]  
 
On its true construction a payment guarantee issued in respect of the second instalment of the price 
of a vessel under a shipbuilding contract was not a demand bond but a guarantee, as stated,. It did 
not respond unless the second instalment was actually due. 
 
Facts 
 
Wuhan Guoyu Logistics and Yangzhou Guoyu Shipbuilding jointly operated a Chinese shipyard (W). 
They applied for summary judgment on a payment guarantee issued by the respondent bank (E) in 
respect of the second instalment of the price of a vessel under a shipbuilding contract. 
 
The contract provided that the second instalment was payable within five days of receipt by the 
buyer (B) of a refund guarantee issued by W's bank together with a certificate of the cutting of the 
first steel plate of the vessel. E provided finance to B for its purchase of the vessel. E issued a 
guarantee in respect of the payment by B of the second instalment of the price, as per the 
shipbuilding contract. That instalment was not paid by B. There was a dispute as to whether the 
steel cutting had taken place. W made a demand under the payment guarantee, stating that the 
steel had been cut. The dispute about whether the second instalment was due had been referred to 
arbitration. The shipbuilding contract had come to an end, but the termination was in dispute.  
 
W's case was that E's payment guarantee was that payment was due on a written demand, whether 
or not the payment which the bond guaranteed was actually due by B to W. 
 
E contended that the instrument was a guarantee properly so called and that if the second 
instalment was not due, there could be no liability under the guarantee. 
 
Held 
 
E's payment guarantee was not to be regarded as a demand bond. The instrument consistently 
referred to itself as a guarantee. The wordings of the instrument were examined by the court. 
 
Clause 1 guaranteed the due and punctual payment of the second instalment. It was not a guarantee  
of what was not due. The fact that the undertaking was given as a primary obligor did not mean that 
the instrument was not a guarantee.  
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Clause 1.2 was undertaking the liability of a guarantor in respect of the second instalment. It had the 
added requirement, not found in the shipbuilding contract, of a certificate countersigned by B's 
representative. The effect of cl.1 and cl.2 was that E was not simply agreeing to pay on demand the 
second instalment if it was not paid by B. 

 
Clause 3 contained a guarantee of interest after B was "in default". That was inconsistent with a 
free-standing obligation to pay interest from any given date or following demand. The obligation to 
pay on demand in cl.4 referred back to the guarantee under cl.1 and cl.2 and that indicated that 
there was not only one condition of payment, namely a first written demand with the requisite 
statement.  
 
The wording in the instant case went well beyond what was necessary to identify the obligation for 
which security was being given. Also the wording did not signify or say in terms that it was not open 
to E to contend that the conditions specified in the shipbuilding contract and in cl.2 of the payment 
guarantee for the second instalment to become due had not occurred. It also included provisions 
intended to ensure that the guarantee was not at risk of being rendered inoperative because of one 
or more of the classic reasons, such as variation or extension of time, which would discharge the 
guarantor at common law.  
 
The commercial background did not provide any firm guide to the correct interpretation. Overall, if 
W wanted the additional security of a demand bond it should have used appropriate language to 
make clear that that was so, and not language appropriate to a guarantee.  
 
Application by W was refused 
 
Comment 
 
The judge undertook a detailed analysis of the phraseology and the structure of the payment 
guarantee. He gave a detailed discussion of the differences between a guarantee proper and an on-
demand bond. He considered liability arises from an on-demand instrument itself rather than the 
underlying contractual arrangement. In the end, he ruled that the subject matter was not an on-
demand bond. 
 
Accordingly, if the seller had wanted the security of an on-demand bond, it should not have used a 
document which was described as a guarantee, used the language of a guarantee and included 
provisions habitually found in a guarantee. Instead, it should make it clear that it is an on-demand 
bond.  
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