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Text A™G€Reral introduction to trade
W\”""Ems and detailed explanation for
the most frequently used trade terms.
on to revise the UCP

Sectionn Trade Terms

0

Supplementary Re/gdmg:
introduction to Incotepm:

Lead-in

1 Work in pairs. Divide the trade terms below into four groups.

FCA DES DDU

CFR FOB DAF
DEQ FAS CIF

EXW
DDP

CPT
CIP

Departure Paid | Main Carriage Unpaid

Main Carriage

Arrival
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2 Work in pairs. Discuss the following questions:

What are the functions of trade terms?
What do you know about the differences among these trade terms?

Trade Terms

Trade terms, also called price terms or delivery terms, are an important ingredient
of a unit price in international trade, standing for specific obligations of both the
buyer and the seller. Trade terms used in the contract have the important function of
appointing the exact point where the ownership of the goods 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
negotiation, and thus saves time, energy and cost.

For better understanding, 13 trade terms are divided into four basically different
groups. Namely it starts with the term whereby the seller only makes the goods
available to the buyer at the seller’s own premises (the “E”-term, EXW); followed by
the second group whereby the seller is called upon to deliver the goods to a carrier
appointed by the buyer (the “F”-terms FCA, FAS and FOB); continuing with the “C”-
terms whereby the seller has to contract for carriage, but without assuming the risk
of loss of or damage to the goods or additional costs due to events occurring after
shipment and dispatch (CFR, CIF, CPT and CIP). Finally, the “D”-terms whereby
the seller has to bear all costs and risks needed to bring the goods to the place of the
destination (DAF, DES, DEQ, DDU and DDP). Listed below is a detailed explanation
of 3 trade terms which have been the most frequently used in international trade.

FOB: Free on Board (— named port of 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 the costs and risks of
loss of or damage to the goods from the point. The FOB term requires that the seller
to clear the goods for the export.
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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. On the contrary, the buyer should complete all the necessary steps for import.
The risk of loss of or 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
also pays the price as specified in the sales contract.

CFR: Cost and Freight (— named port of destination)

This term means that seller delivers when the goods pass the ship’ rail at the port
of shipment. The seller must pay the costs and freight necessary to bring the goods to
the named port of destination, but risk of loss of or 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. The seller must bear all risks of loss of or 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 delivery of the goods when they have been delivered and received
from the carrier at the named port of destination. The CFR terms require the seller to
clear the goods for the export.

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

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

Under CIF, in addition to CFR obligations, the seller is obliged to arrange marine
insurance against risk of loss of, or damage to the goods in transit. That is, the seller
contracts with the insurer and pays the insurance premium. The CIF terms requires
the seller to clear the goods for the export.

Many factors should be taken into consideration by the seller and the buyer when
selecting trade terms. Some trade terms, for example are used only for sea and inland
waterway transport, while other trade terms under Incoterms 2000 can be applied to
all modes of transport. The term of payment is also relative to the trade terms. There
are also other factors to be considered when selecting a trade term, such as the wills
of the parties, the price acceptable, the time of shipment, the customs formalities in
both countries and the possible risks, losses and damages to the goods during the
transportation.
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Notes:
whereby: as a result of which, by or through which.
premise: a statement that is assumed to be true and from whlch a conclusion can be
drawn.
- contract: to make a legal agreement to provide them wnth a service.
authorization: a document giving an official instruction or command.
premium: payment for insurance. ’

3 Read Text A and choose the best answers.

1 Trade terms are called price terms or delivery terms because
A. they represent the sales contract
B. they stand for the price components
C. they are under Incoterms 2000
D. they have been developed in international trade
2 EXW is the trade term under which
A. the seller clears for export and loads on the transportation vehicle
B. the buyer’s obligation ceases when he accepts the goods at the factory or warehouse
C. the obligations, costs and risks borne by the seller are minimum
D. the responsibilities of the seller are more extensive
3 Under trade term FOB, the risk of loss or damage to the goods is transferred from the seller
to the buyer when .
A. the goods cross the vessel at the shipping port
B. the goods are placed on board at the destination port
C. both the seller and the buyer agree to deliver the goods
D. the shipping vessel is ready to leave
4 When the seller only pays freight for the goods up to arrival at the port of destination, we can
say that the trade term must be ;
A. FOB B. CIF C. EXW D. CFR
S When we decide the trade terms, we should consider
A. how to distinguish the obligations of both the seller and the buyer
B. mode of transportation, payment terms and other factors
C. whether the trade terms are suitable for ocean transportation or not
D. the time and cost spent during the transaction
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4 Fill in the blanks with the words or phrases given in the table to complete the
passage below.
1 have been developed iﬂ practice over many years to fit particular circumstances.
The trade terms refer to using a brief English concept or abbreviation to indicate the formation
of the 2 and determine the 3 , expenses and risks borne by two parties as well
as time of the passing of the ownership of the goods. When the two parties determine to adopt .
certain trade terms, all other clauses in the contract shall be 4 them. Therefore, in
international trade, we usually make use of certain trade terms to define the nature of the
contract so as to determine expenses and risks as well as their 5 accordingly. Among 13
trade terms, 6 are different from all other terms because they contain two key points.

First, they indicate the point to which the seller bounds to arrange and bears the cost of carriage.

Second, they allocate the risks. While “D”-terms are characterized as the 7 . “F”-terms
are related to a 8 appointed by the buyer and EXW only requires the seller to prepare .
the goods 9 . Factors such as mode of transport, terms of payment, the wills of the

. parties, the price acceptable, the time of shipment, and possible risk of losses and ciamages to -
the goods during the transportation should all be considered when selecting trade terms. As
different countries might have different interpretations of the trade terms, misunderstandings |
occurred frequently. To clear up the confusion, some international organizations have made quite
a few rules'and explanations. 10 has drawn up a set of standard terms and definitions
and révised them in 1953, 1982, 1990 and 2000 in order to bring the rules in line with current

international practice.

A. International Chamber of Commerce F. unit price K. obtain insurance

B. arrival contracts G. “C”-terms L. carrier ]

C. Trade terms : H. in conformity with M. international trade
D. named port of destination I. responsibilities N. cost and carriage

E. buyer and seller J. athis own premises O. rights and obligations



5 Translate the following sentences into English.

1 HHERERA—AREG L AL EPRINEIHEEFFRLALE—EMEEBE, TER
F WA X 4. (obligation)

2 RHREAABESR, —FTARARHENGEZARINRS, F—HF@BIKRRAIK 4.

(unit price)

3 RAMHRHRERXLZBEL R G HAEA, X RBETIAA ALY, (relate to)

4 ERALECAHRERRZHHAT, S TEAGRT HOEMNF ST @ F b A 42T 8 1R 47
£ A4 ¥%, (formality)

S PEA#R P, K$#AFOBXEFCAR HRiE, mAedo T b, BEREECIFK
CIP7# A& X,

1 Listen to the recording about the UCP 600 and fill in the blanks numbered from
1 to 7 with the exact words you hear. With the blanks numbered from 8 to 10,
you can write down either the exact words you hear or the main points in your
own words.

Al

in international trade may be described as an instrument of finance carrying a 5
conditional guarantee of payment from an overseas bank to the seller. Consequently, an L/C is

5

desirable in high value and/or high risk transac.tions. The guarantee is conditional upon the sellelj{:\g;‘;\

N i

- complying 100% with the documentary reqtﬁrements of the L/C, an issue of particular concernto

exporters, as the International Chamber of 2 (ICC) estimates worldwide documentary 1
discrepancy rates of 3 . L/C transactions are governed by ICC rules, and whilst these 4
provide an international 4 - process, the differing 5 of what constitutes

documentary 6 create difficulties for sellers in particular.
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==

The latest revision was approved by the Banking Commission of the ICC at its meeting in

[EXVE

Paris on 7 . This latest version, called the UCP600, formally commenced on 1 July ’

2007. The new rules: UCP 600, supposedly has simpler and clearer wording, to reduce ambiguity

and differences in interpretation, 8

As the implementation of the UCP 600 rolls out into the world of commerce, 9

, and require the intervention of the ICC to clarify the issues concerned. It 4
would be useful to undertake more in-depth research in the future, once a sufficient period of
time has lapsed and a body of knowledge has developed through the application and use of the
UCP 600 to establish, at least, 10 7

UCP 600

In May 2003, the International Chamber of Commerce authorized the ICC
Commission on Banking Technique and Practice (Banking Commission) to begin
a revision of the Uniform Customs and Practice for Documentary Credits, ICC
Publication 500. This is the sixth revision of the rules since they were first promulgated
in 1933.

ICC, which was established in 1919, had as its primary objective facilitating the
flow of international trade at a time when nationalism and protectionism posed
serious threats to the world trading system. It was in that spirit that the UCP was first
introduced — to alleviate the confusion caused by individual countries’ promoting
their own national rules on letter of credit practice. The objective, since attained, was
to create a set of contractual rules that would establish uniformity in that practice, so
that practitioners would not have to cope with a plethora of often conflicting national
regulations.

As with other revisions, the general objective was to address developments in the



