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1. The issuing bank is obligated to pay the beneficiary regardless of any valid
defenses its customer may have against its liability to pay under the original
contract, and is bound to pay the full amount of the credit even though the
customer may have valid counterclaims or rights of compensation towards the
beneficiary in the underlying contract (Garcia, 2009: 71).
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1. Illegal Underlying Transaction

The discussion focuses solely on illegality in the underlying contract (Contract I)
that affects payment of the letter of credit (Contract 1ll), not on the separate
question of illegality in the letter of credit itself (Contract III).( McLaughlin, 1988:
1217)
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