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Unit 1 International Trade Terms

Role of International Trade Terms

Trade terms, also called price terms or delivery terms, are an important
component of a unit price in international trade, standing for specific obligations
of the buyer and the seller. Every commercial transaction is based upon a sales
contract, and the trade terms used in the contract have the important function of
naming the exact point at which the ownership of the merchandise is transferred
from the seller to the buyer. The trade terms also define the responsibilities and
expenses of both the seller and the buyer. The use of the trade terms greatly
simplifies the contract negotiations, and thus saves time and cost. The price of
commodity usually refers to the unit price which is made up of currency, a unit
price, a measuring unit, and a name of destination or shipping place. For
example: ‘

US $ 800 per M/T CIF London

US $ 45 per Carton FOB Shanghai

The two parties in international trade are usually far away from each other
and are separated by vast ocean. The cargoes carried from the export country to
the import country will usually go through a long distance of the transportation
and sometimes, several transshipments during the process of the goods. The
seller or the buyer shall handle a series of complicated formalities, which include
carrying out customs formalities for the goods, obtaining the import or export
license, chartering a ship or booking shipping space, making insurance, asking
for inspection, etc, and pay all kinds of charges and expenses, such as freight,
loading and unloading expenses. Who shall be responsible for the above

mentioned duties and bear the relative expenses? All these problems resulting

14
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from international trade shall be solved. Therefore, after a long-term process of
business practice, a set of special trade terms have taken shape in international
trade which are not customary practices in domestic trade. The terms have
developed into the international merchantable customs and have been simplified
to a certain extent. They are in universal use in foreign trade transactions. They
are, however, sometimes interpreted differently in different countries and their
meanings may be modified by the agreement of the parties, by the customs of a
particular trade or the usage prevailing at a particular port.

When the two parties determine to adopt certain trade terms, all other
clauses in the contract shall be in conformity' with them. Therefore, in
international trade, we usually made use of certain trade terms to define the
nature of the contract, such as FOB contract or CIF contract, to determine
expenses and risks as well as their rights and obligations accordingly.

The trade terms refer to using a brief English concept or abbreviation to
indicate the formation of the unit price and determine the responsibilities,
expenses and risks borne by two parties as well as the time of the passing of the

property in the goods.

A Guide to Incoterms 2000

For the ease of understanding, the terms are grouped in four basically
different categories; namely starting with the term whereby the seller only makes
the goods available to the buyer at seller’s own premises (the “E” -term Ex
Works) followed by the second group whereby the seller is called upon to Jeliver
the goods to a carrier appointed by the buyer ( the “F” -terms FAS and FOB);
continuing with the “C” -terms where the seller has to contract for carriage, but
without assuming the risk of loss or of damage to the goods or additional costs
due to events occurring after shipment and dispatch (CFR, CIF, CPT and CIP)
and finally, the “D” -terms whereby the seller has to bear all costs and risks needed to
bring the goods to the place of destination (DAF, DES, DEQ, DDU and DDP). Just
to have a sound understanding with the well-visualized picture as below:

EXwW

EX Work (---named place)

The term means the seller delivers when he places the goods at disposal of

> 2



the buyer at the seller’s premises or another named place (i.e. works, factory,
warehouse, etc. ) not cleared for export and not loaded on any colleting vehicle.
By using this term, the seller minimizes his obligations while the buyer obtains at
the lowest possible price.

The seller must supply the goods in accordance with the contract of sale,
provide at his expense basic packing (special packing may be a charge on the
customer) and give the buyer prompt notice when goods are ready. Equally, the
seller should render the buyer on request every assistance to provide all the
relevant document or to clear the customs. Sometime, the buyer requests the
seller to clear the customs. Therefore, the term may provide two options: Ex
works cleared for export and Ex work uncleared for export.

Obviously the responsibilities of the buyer are more extensive. He must pay
for the goods in accordance with the contract and bear all the costs and risks of
the goods from the time when they have been placed at his disposal by the seller.
The buyer must fund any customs duties and taxes and all costs in obtaining the
documents required for the purpose of importation exportation.

FCA

Free Carrier (---named place)

This term means that the seller delivers the goods, cleared for export, to the
carrier nominated by the buyer at the named place. It should be noted that the
chosen place of delivery has an impact on the obligations of loading and unloading
the goods at that place. If delivery occurs at the seller’s premises, the SELLER
IS RESPONSIBLE for LOADING. If delivery occurs at any other place, the
SELLER IS NOT RESPONSIBLE for UNLOADING.

This term may be used irrespective of the mode of transport, including
multi-modal transport, “Carrier” means any person whos in a contract of
carriage, undertakes to perform or to procure the performance of transport by
rail, road, air, sea, inland waterway or by a combination of such modes.

If the buyer nominates a person other than a carrier to receive the goods, the
seller is deemed to have fulfilled his obligation to deliver the goods when they are
delivered to that person. The risk of loss or of damage to the goods is transferred
from the seller to the buyer at the time the nominated carrier accepts them at the

prescribed place.
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The seller must provide any requisite export license and customary packing,
and supply the buyer with the customary transport documents (bill of lading,
etc) as proof of delivery of the goods to the carrier. The buyer must bear all the
cost and risk of the goods from the time they have been delivered to the carrier.

FAS

Free Alongside Ship (---named port of shipment)

This term means that the seller delivers when the goods are placed alongside
the vessel at the named port of shipment. This means that the buyer has to bear
all costs and risks of loss or of damage to the goods from that moment.

The FAS term requires the SELLER to CLEAR the goods for export. This
is a REVERSAL from previous Incoterms versions which required the buyer to
arrange for export clearance.

However, if the parties wish the buyer to clear the goods for export, this
should be made clear by adding explicit wording to this effect in contract of sale.
This term can be used only for sea or inland waterway transport.

Under this term the obligation of the seller is realized when the goods have
been placed alongside the vessel nominated by the buyer at the named port of
shipment on the date or within the agreed period and in the manner customary at
the port, and the seller must bear all risks of loss or of damage to the goods until
such time as they have been delivered. The buyer must take delivery of the goods
when they have been delivered, and bear all risks of loss or of damage to the
goods from the time they have been delivered, and /or from the agreed date or
the expiry date of the agreed period for delivery which arise because he fails to
give notice, or because the vessel nominated by him fails to arrive on time, or is
unable to take the goods, or closes for cargo earlier than the time notified.

The buyer needs to give the seller prompt notice of the name of the vessel,
loading berth and delivery dates. In the event of the buyer failing to notify the
seller of the name of the vessel, and the port of shipment within the prescribed
period, the buyer would bear all the consequential cost and risk from the expiry
date of the notification period. The buyer should also meet all costs of obtaining
the export license or other governmental authorization necessary to export the
goods.

FOB
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Free on Board (:--named port shipment)

This term means that the seller delivers when the goods pass the ship’s rail
at the named port of shipment. This means that the buyer has to bear all costs
and risks of loss or of damage to the goods from that point. The FOB term
requires the SELLER to CLEAR the goods for export. This term can be used
only for sea or inland waterway transport. If the parties do not intend to deliver
the goods across the ship’s rail, the FAC term should be used.

FOB is a widely used term in international trade. Under this term, the seller
must obtain at his own risk and expense, any export license or other official
authorization and carry out, where applicable, all customs formalities necessary
for the export of the goods. The buyer must obtain at his own risk and expense,
any import license or other official authorization and carry out, where applicable,
all customs formalities for the import of the goods and, where necessary, for
their transit through any country. The risk of loss or of damage to the goods is
transferred from the seller to the buyer when these goods pass over the ship’s rail
at the named port of shipment. The buyer bears all costs and risks of loss or of
damage to the goods from the time it has passed the ship’s rail and pays the price
as specified in the sales contract.

However, as the loading of the goods is a continuous process, it is hard to
used ship’s rail as a point to divide responsibilities and costs. To avoid any
dispute, there are several derived terms:

¥¢FOB Liner Terms

It means that the ship will be responsible for loading and the seller doesn’t
have to pay loading expenses.

Y¢FOB Under Tackle

This term only requires the seller to send and place the goods on the wharf
within the reach of the ship’s tackle. Loading expenses incurred thereafter will be
borne by the buyer.

Y¢FOB Stowed

Under this term, the'seller loads the goods into the ship’s hole and pays the
loading expenses including stowing expenses.

¥¢FOB Trimmed

The seller pays all the loading expenses including trimming expenses (which

5 4
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actually also includes stowing expense) .

CFR

Cost and Freight (---named port of destination) _

This term means that the seller delivers when the goods pass the ship’s rail
in the port of shipment. The seller must pay the cost and freight necessary to
bring the goods to the named port of destination BUT risk of loss or of damage to
the goods, as any additional costs due to events occurring after the time of
delivery, are transferred from the seller to the buyer. The seller must bear all
risks of loss or of damage to the goods until such time as they have passed the
ship’s rail at the port of shipment, while the buyer must accept at the named port
of destination. The CFR term requires the SELLER to CLEAR the goods for
EXPORT.

This term can be used only for sea and inland waterway transport. If the
parties do not intend to deliver the goods across the ship’s rail, the CPT term
should be used. ,

It is the seller that charters ships, books shipping space and pays for the
cargo loading. When the goods are loaded on board the vessel, the seller should
send shipping notice to the buyer.

Cargo insurance is to be effected by the buyer. The buyer receives the goods
at the port of destination and funds all unloading expenses at destination port
unless such costs have been included in the freight or collected by the ship-own at
the time freight was paid.

To specify clearly the responsibility and cost of unloading, some derived
terms can also be used;

% CFR Liner Terms ‘

The ship is responsible for the discharge of goods. The unloading charges
are included in freight that is paid by the seller.

Y¢CFR Landed

The goods must be unloaded onto the dock. The seller is responsible for
discharge of the goods and pays the cost, includi'ng lighterage and wharfage
charges. \

%¢CFR Ex-Ship’s Hold '

The seller fulfills his obligations when he has made the goods available to the

»6



buyer for unloading. The buyer pays the cost for discharging the goods from the
ship’s hold.

CIF

Cost, Insurance and Freight (---named port of destination)

This term means that the seller delivers when the goods pass the ship’s rail
in the port of shipment. The seller must pay the costs and freight necessary to
bring the goods to the named port of destination BUT the risk of loss or of
damage to the goods, as well as any additional costs due to events occurring after
the time of delivery, are transferred from the seller to the buyer. Under CIF, in
addition to CFR obligations, the seller is obliged to arrange marine insurance
against the risk of loss or of damage to the goods in transit. This is the seller
contracts with the insurer and pays the insurance premium.

However, the buyer should note that under the CIF term the seller is
required to obtain insurance only on minimum cover. Should the buy wish to have
the protection of greater cover, he would either need to agree as such expressly
with the seller or to make his own extra insurance arrangements.

The CIF term requires the seller to clear the goods for export.

This term is a popular cargo delivery arrangement and can only be used for
sea and inland waterway transportation. To stipulate clearly the responsibility
and cost of unloading, as CFR, CIF also has some derived terms: CIF Liners
Terms, CIF Landed and CIF Ex-Ship’s Hold.

CPT '

Carriage Paid to (---named place of destination)

This term means that the seller delivers the goods to the carrier nominated
by him but the seller must in addition pay the cost of carriage necessary to bring
the goods to the named destination. This means that the buyer bears all risks and
any other costs occurring after the goods have been so delivered.

“Carrier” means any person who, in a contract of carriage, undertakes to
perform or to procure the performance of transport, by rail, air, sea, inland
waterway or by a combination of such modes. If subsequent carriers are used for
the carriage to the agreed destination, the risk passes when the goods have been

delivered to the first carrier."

The CPT term requires the SELLER to CLEAR the goods for EXPORT.
7 4
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CPT is almost the same as CFR except that CFR is only applied to sea and
inland water transportation while CPT may be used for any mode of transport
including multi-modal transport.

CcIp

Carriage and Insurance Paid to (-:-named place of destination)

This term fneans that the seller delivers the goods to the carrier nominated
by him but the seller must in addition pay the cost of carriage necessary to bring
the goods to the named destination. This means that the buyer bears all risks and
any additional costs occurring after the goods have been delivered. However, in
CIP the seller also has to procure insurance against the buyer’s risk of loss or of
damage to the goods during the carriage. Consequently, the seller contracts for
insurance and pays the insurance premium. ,

The buyer should note that under the CIP term the seller is required to
obtain insurance only on minimum cover. Should the buyer wish to have the
protection of greater cover, he would either need to agree as such expressly with
the seller or would make his own extra insurance arrangements.

“Carrier” means any person who, in a contract of carriage, undertakes to
perform or procure the performance of transport, by rail, road, air, sea, inland
waterway or by a combination of such modes.

If subsequent carriers are used for the carriage to the agreed destination, the
risk passes when the goods have been delivered to the first carrier.

The CIP term requires the seller to clear the goods for export.

This term may be used irrespective of the mode of transport including
multimodal transport.

Briefly, this term is almost identical to except that under CIP, the seller has
to fund the cargo insurance. The seller’s liability ceases when the cargo has been
accepted by the carrier or the first carrier under multimodal transport operation.
Its only difference from CIF is that CIP is applied to all modes of transport.

DAF

Delivered at Frontier (---named place)

This term means that the seller delivers when the goods are placed at the
disposal of the buyer on the arriving means of transport not unloaded, cleared for

export, but not cleared for import at the named point and place at the frontier,
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