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Unit 1 Business Negotiations

Objectives

To master the skills of making inquiry and offer

To master the skills of making counteroffer and acceptance

To know the legal meaning of offer and acceptance in business law

To know what price terms like FOB, CFR, and CIF mean to sellers and buyers in
terms of their obligations, risks and expenses

v" To understand the major clauses in an international sales contract and be able to
draft such an S/C

| Outline

Making Inquiry and Offer

Making Counteroffer and Acceptance
Understanding Terms of Contract
Drafting Sales Contract
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1.1 Making Inquiry and Offer

}‘;};\.\
& Dialogue
g/»’(

(Mr. Smith, an American merchant, is inquiring about women’s clothes with Mr. Zhang, the
sales manager of a fashion company in China)

Smith:

Zhang:

Smith;

Zhang:

Smith:

Zhang:

Smith:

Zhang:

Smith:

Zhang:

Smith:

Zhang:

Smith:

Zhang:

Hello, Mr. Zhang! I'm glad to have the opportunity of visiting your corporation.
We would like to open up business relations with you.

It's great pleasure to meet you, Mr. Smith. | believe you
have seen our exhibits in our show room. Is there any item
that you are particularly interested in?

I'm quite interested in your women’s blouses, and
sweaters. I've studied your catalogues and wish to buy a
few items. Here’s a list of our requirements and I'd like to ;
have your lowest quotation. ; i
Thank you for your inquiry. Would you please tell me the quantity you want so
that we can work out the offers?

I'll do that. Meanwhile, could you give me an indication of the price?

Here is our price list on the basis of FOB. All the prices are subject to our final
confirmation.

Oh, | see, but your prices seem to be a bit high. Could you give us some
discount if the order is a sizable one? In addition, you'd better quote us on CIF
Seattle basis, which is our usual practice.

No problem. We'll work out the final offer and send it to you by e-mail.

Thank you very much. By the way, do you accept D/P as the method of
payment?

I'm afraid not, Mr. Smith. All of our exports are paid by confirmed, irrevocable
letter of credit. You know, we feel safer with a bank’s credit.

I understand that. If it's your rule, I think I'll have no alternative but to agree to
that. One more question, when can you deliver the goods?

That depends on the quantity you order. Generally speaking, we can manage
the shipment within one month after receipt of covering letter of credit.

Ok, then. Would you please include all the above details in your e-mail offer?

Sure. Thanks for your coming and wish our cooperation a success!
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Reading and Comprehension

March 28, 2009
Re: Offer for Women’s Blouses and Sweaters
Dear Mr. Smith,

In response to your inquiry of March 27, 2009 about the women’s blouses and sweaters,
we are pleased to make you the offer as follows.

{tem No. Description Colors Unit Price (USD)
325 Blouse Red, blue, yellow, white 15.00/pc
328 Blouse Red, blue, yellow, white 15.00/pc
330 Blouse Red print, blue print 18.00/pc
456 Sweater Blue print, green print 18.00/pc
459 Sweater Red, blue, white, yellow 18.00/pc
543 Sweater Red print, blue & green print 23.00/pc
545 Sweater Red flower, blue flower 23.00/pc

Payment is to be made by confirmed, irrevocable letter of credit. Prices are on CIF Seattle
basis. We offer 2% discount for orders exceeding 2 000pcs and 3% for those exceeding
5 000pcs.

Shipment will be effected within 30 days upon receipt of the covering letter of credit. Each
article will be packed in a poly-bag then 50pcs to a carton.

This offer is valid for two weeks. We look forward to receiving your order soon.
Yours sincerely,

Zhang Lin
Sales Manager
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! ' Additional Reading

Inquiry and Offer

Business negotiations in international trade usually begin with an enquiry by an
overseas buyer to seller, about the terms and conditions of a sale. It may be made by
letter, telegram, telex or fax or even by telephone or through face-to-face talk.

Some enquiries are requests for price lists or catalogues. These may be called general
enquires. Other enquiries are requests for quotations for certain articles, or requests for
price terms, packing conditions, time of shipment, mode of payment, insurance, etc.
These may be called specific enquires. Enquiries from regular customers are
sometimes very brief in content especially if they are making a repeat order. In this
case only the name, code number and specifications of the article may be mentioned.

Similarly, an offer may either be a firm offer or a non-firm offer. A firm offer is made to a
specific person or persons to express or imply a definite intention of the offeror to make
a contract under a clear, complete and final trade terms. Once a firm offer is
unconditionally accepted by the offeree within its validity, a contract is concluded right
away. A non-firm offer has no binding force upon the offeror, which often bears such
wording “this offer is subject to our final confirmation”, or “the prices are subject to
change without notice”.

Technical Words and Phrases

1. exhibit [ig'zibit] n.object or collection of objects displayed for the public ik

2. catalogue ['keetalog] n.complete list of items usually in a special order and with a
description of each | i

quotation [kwau'teif n] n. current price of commodities 1/

FOB: Abbreviation for “free on board” CRIZHE) Whns 8

CIF: cost, insurance and freight JRA. %, iz

D/P: short for documents against payment -/ 3545 (455

confirmation [konfa'meif n) n.confirming or being confirmed; making sure ##ik
confirmed [ken'fe:md] adj. {3 411

A confirmed letter of credit is one under which payment is guaranteed by a bank in

the event that the opener of the credit defaults, or is unable to make payment. {4 5if=
FE R 1 A5 FHAT 71404 46 SN IR A AT 1 57— FHRA TR ALK 142 HT3F

@ N oA
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11.
12.
13.

14.
15.

16.
17.
18.
19.

1.2
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irrevocable [i'revakabl] adj. that cannot be revoked; when used in a letter of credit,
means that the opener of the credit cannot cancel it before the expiry date A~ 114l
BB R HAE AN W] ORI TP AT e £ E B30 F| 2 AR A E B A 74k
VT

Letter of credit: a document whereby a buyer undertakes payment to a seller,
through a bank, provided the seller delivers goods in accordance with the terms of
contract. The document authorizes the seller to draw drafts on the opener of the
credit, which the opener undertakes to honour at maturity. 175 HiF2&—fp 0, M
WESE T A [ 4k ASA B84, % 7 AR AT AT O 3207 B 3K 04T o A AL %2
BT T LS 'U'Lﬂfi'}{‘l.TiTJ AR SE,  IHIEAT BT 24 KRB 5T T
packing ['peekin] n. process of packing goods i3

shipment ['{ipmant] n. transport of goods by any means 2¢iz; 1z4%

insurance [in'furens] n. guarantee of compensation for loss, damage, sickness,
death, etc in return for regular payment {5

code number: the number of a certain goods during transaction 7% '

specification [spesifikei[n] n. details and instructions describing the design,
materials, etc. of sth. to be made or done #it%

offeree [o:fo'ri:] n. the person or company that receives an offer 524

offeror ['o:fers] n. the person or company that gives an offer & 4% A

validity [va'lidati] n. state of being legally acceptable 17 %k

binding ['baindin] adj. imposing a legal obligation 47 £ i J1 [t

Making Counteroffer and Acceptance

Dialogue

(Mr. Yuan is the Manager of a Chinese company which produces tea cups; Mr. Black is
the Import Manager of an American supermarket.)

Yuan:

Black:

Yuan:

Black:

Mr. Black, our offer has been ready for you, 1000 sets of the 5-piece tea cups
made of fine bone china at USS50 per set FOB Tianjin.

Thank you for your offer Mr. Yuan, but your price seems much higher than those
offered by other suppliers in China. We are currently doing business with some
factories in Tianjin.

| know some factories give lower prices but their quality is not as good as ours.
You see, the surface of our products is very smooth and the design is
sophisticated.

I see your point. But fifty dollars is too high for us to accept. Could you offer any
discount?
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Yuan:

Black:

Yuan:

Black:

Yuan:

Black:

Yuan:

Black:

Yuan:

Black:

Yuan:

Black:

May 15, 2009

Frankly speaking, we're not allowed to give any
discount at this price. But if you could increase your
order, we can make an exception.

The most we can take for this time is 1 500 sets.
1500 sets...Well, as a token of our sincerity to
conclude this business, I'll give you 10% discount.
10%? Another company gives us 15% discount for
that size of order. You know, an incentive discount
encourages the buyers and helps promote the sales.
Of course, | know, but 15% is too much. To be honest, | am not authorized to
give such a big reduction.

OK, then. Another thing, do you accept D/A as method of payment?

I'm afraid not, Mr. Black. We only accept confirmed, irrevocable letter of credit.
That’s the rule of our company. But we may consider other terms after more
businesses between us.

If you can’'t make a concession at this point, could you advance your shipping
date since we hope to launch the products in the coming Chinese Cultural
Festival.

When will the festival begin?

Four weeks later.

We usually effect shipment within one month after signing the contract, but
considering your quantity and selling season, we can deliver the goods in two
weeks provided that your letter of credit arrives in time.

Thank you very much! I'll send you our order soon.

Tips:
€ To become a good negotiator, learn to “read” the other party’s needs.
To become a good negotiator, learn to “read” the other party’s needs.
Be prepared to compromise when you negotiate.

Clarify your priorities: be ready to concede less important points.

® 000

Be flexible—it is a sign of strength, not of weakness.

Reading and Comprehension

Dear Mr. Black,
Re: Confirmation of Your Order No. 146
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Thank you for your order No. 146 for 1 500 sets of 5-piece tea cups made of fine bone
china. We would like to confirm the terms and conditions for the sale of the goods as
follows.

Commodity: 5-piece tea cups made of fine bone china.

Quantity: 1 500 sets.

Unit Price: USD45.00/set FOB Tianjin.

Total Amount: USD67 500.00.

Packing: To be packed in card box of one set each and 10 sets to a carton.

Insurance: To be covered by the Buyer.

Payment: To be made by confirmed, irrevocable letter of credit.

Delivery: Not later than May 31, 2009.

We are looking forward to receiving your letter of credit soon.
Yours sincerely,

Yuan Min
Export Manager

! l Additicnal Readin
il 9

Counteroffer and Acceptance

When the offeree deems the price is too high, some terms and conditions do not agree to
what he expected, he may decline the offer, or most probably, make a counteroffer. Like
the offer, a counteroffer is also of two kinds, one with engagement and the other without
engagement. To the former, all the three elements—being clear, complete and final—that
constitute an offer with engagement are applicable just the same. A counteroffer, in fact, is
a rejection of an offer. Hence, it is a new offer and, at the same time the original offer
lapses. Once the counteroffer is accepted by the other party unconditionally, the contract
is concluded.

An acceptance must be unconditional and absolute, and within the validity of a firm offer,
any alteration of the offer constitutes a counteroffer, not an acceptance. However, some
compromises have been made for the sake of efficiency: if the offeror immediately
accepts all that the offeree has replied in spite of a few minor differences or complements,
it still constitutes an acceptance.
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Technical Words and Phrases

1. discount ['diskaunt] n. a percentage deduction #7411

2. incentive [in'sentiv] n. thing that encourages one to do sth; stimulate 4%
3. maximum ['maeksimem] adj. the largest or biggest i A

4. D/A (document against acceptance) 7 5,45

5. concession [ken'sefn] n. compromise; giving in 1l:2B

6. shipping date: time for delivering the goods *%iz |13

7. deem [di:m] v. consider, believe iA %y

8. decline [diklain] v. refuse politely &iiti

9. engagement [in'geid3mant] n. formal promise or guarantee % 7

10. applicable ['zeplikabl] adj. appropriate or suitable i }1] [t

1. hence [hens] adv. for this reason |/t

12. lapse [lzeps] n. ending of a right ‘& %

13. unconditional [Anken'difanl] adj. not subject to conditions; absolute 74 1):[1
14.  alteration [a:lta'reif an] n. making a change £ 4¢

Exercises

I. Multiple choice comprehension based on the dialogue in 1.1.

1. CIF Seattle means .
a. the price including freight and insurance
b. the price including freight
c. the price of the goods produced in Seattle
2. The CIF price is related to
a. distance from the country where the buyer is located
b. the quantity of goods that the buyer orders
c. FOB price
3. The prices on the list given by Mr. Zhang is
a.firm offer  b. non-firm offer  ¢. not mentioned

Il. True or false comprehension based on the textin 1.1.
1. The buyer must pay for the goods by cash.

2. The buyer can get a discount of 2% if he places an immediate order.

3. The seller only accepts confirmed, irrevocable letter of credit.

4.  All products will be individually packed and put in bags.

5. Ifthe buyer agrees to all the conditions in the above e-mail, he can always conclude
the contract.

6. This is a firm offer.
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lll. Answer questions according to the dialogue in 1.2.
1.  How does Mr. Black think about the price offered?
2. How does Mr. Yuan respond to Mr. Black’s claiming that some factories offer lower
prices?
3. How does Mr. Black try to persuade Mr. Yuan to reduce his price then?
4.  How many tea cups will Mr. Black purchase? Does Mr. Yuan agree to offer any
discount for that quantity?
5. Is Mr. Black satisfied with the discount given by Mr. Yuan?

1.3 Understanding Terms of Contract

Dialogue

(Eileen Phipps works in the accounts department of Fine China Ltd. She is talking to
George Ort, the managing director.)

Eileen: I’'m concerned about the Swedish tea sets we're thinking of buying.
Georgo:  Really? But there’s a market for them here, and the price is low.

Eileen: Yes, but we don't know the terms of contract.

Georgo:  Didn’t they tell us when they sent their price lists?

Eileen: No. Their prices could be Ex works, for all we know.

Georgo: | see. Well you'd better send a memo to John Wall in the buying

department and tell him to check the terms before ordering. If they’re CIF,
we'll go ahead, but if they’re less, we're not interested.

Reading and Comprehension

In i‘r‘ivternational trade, of 13 trade terms, FOB, CFR, CIF, FCA, CPT and CIP are the most
important. FOB, CFR and CIF are suitable for sea and inland waterway transport; FCA,
CPT and CIP are used irrespective of modes of transportation.

FOB—Free On Board (named port of shipment)

“Free on Board” means that the seller fulfills his obligation to deliver when the goods have
passed over the ship’s rail at the named port of shipment. This means that the buyer has to
bear all costs and risks of loss of or damage to the goods from that point.

The FOB term requires the seller to clear the goods for
export through the customs.

CFR—Cost and Freight (named port of destination)
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“Cost and Freight” means that the seller must pay the costs and freight necessary to bring
the goods to the named port of destination but the risk of loss of or damage to the goods,
as well as any additional costs due to events occurring after the time the goods have been
delivered on board the vessel, is transferred from the seller to the buyer when the goods
pass the ship’s rail at the port of shipment. The CFR term requires the seller to clear the
goods for export through the customs.

CFR= FOB + responsibilities of shipping space and
charter + main freight

CIF—Cost, Insurance and Freight (named port of destination)

“Cost, Insurance and Freight” means that the seller has the same obligations as under
CFR but with the addition that he has to procure marine insurance against the buyer’s risk
of loss of or damage to the goods during the carriage. The seller contracts for insurance
and pays the insurance premium.

The buyer should note that under the CIF term the seller is only required to obtain
insurance on minimum coverage. The CIF term requires the seller to clear the goods for
export.

CIF = CFR + risks and charges for insurance

ex-works [eks'wa:ks] n. delivery from the factory gates of a supplier, with all charges

thereafter to be paid by the buyer T ) % 1%

FCA: free carrier. %45 &iz A

CPT: carriage paid to. iz #f43eeee-

CIP: carriage and insurance paid to. 3& #RI{R [ 2 ([ F5--- -

memo ['memau] n. note made to help oneself remember sth Bk

quote [kwaut] v. name an amount as price of sth {4/

irrespective Liri'spektiv] adj. not taking account or considering sb/sth ANits, &g

vessel ['vesl] n. ship fiit 1

marine insurance: insurance against risks on the sea during transportation of

goods. iz RIS

10.  insurance premium: amount or installment regularly paid for an insurance policy. 1#
56 2%

1. coverage [kaverid3] n. an insurance term meaning the guaranteeing to an insurer

of reimbursement for loss or damage to specified goods, as a result of specified

hazards [5, A&7 [H

©®NDO A wN
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1.4 Drafting Sales Contract

Dialogue

(Mr. Wang and Mr. Brown are confirming terms and conditions of the contract.)

Brown:  First, there’s a spelling mistake in our company’s address: Messrs China
Native Products, INC., Los Angeles, California, U.S. It's M-E-S-S-R-S, not

messes; and INC instead of Co.

Wang:  I'm sorry about that. | guess it was a typing error but |
should have noticed it.

Brown:  No Problem. Let's confirm the commodities | ordered
and the prices we settled on. The Product name is
Hung Mei Brand Baby Clams in Clear Soup, there
are 48 tins in each carton, and each tin weighs 256
grams, 100 cartons in total.

Wang:  That's right. And with 5% more or less both in amount
and quantity allowed at the seller’s option.

Brown:  Ok. | remember we agreed the price to be 52 dollars per carton, but it says
differently on the draft.

Wang:  We first agreed to price it on CFR basis, but later changed to CIF. So the
price turned from 52 to 60.

Brown:  Oh, sorry for my bad memory! It was | who proposed that the insurance be
covered by your side, for 110% of the invoice value against All Risks, right?

Wang: Right. That’s our usual practice.

Brown:  And all the goods must be shipped before September 10, 2009.

Wang:  Yes, we have stipulated it clearly here. And we agree that payment will be
made by a confirmed, irrevocabile letter of credit. This must reach us by the
end of August and will remain valid until the 15th day after the date of
shipment.

Brown:  Yes. And don't forget about the Inspection Certificate. It shall be regarded
as evidence of the seller’s delivery.

Wang:  Sure. And we would choose the Commodity Inspection Bureau in Tianjin
as the inspection authority

Brown:  No problem. It is famous for its fairness in export and import field. | think
we have covered most of the points in the contract. We can sign the
contract after it is revised.




