Lesson 5: The INCOTERMS

INCOTERMS, short for International Commercial Terms, are a set of standardized
trade terms that define the rights and obligations of buyers and sellers in international
trade transactions. They were developed by the International Chamber of Commerce
(ICC) to provide clarity and reduce misunderstandings between parties in international
trade. In this lesson, we will explore the definition, types, and significance of
INCOTERMS.

1. Definition: INCOTERMS are a set of three-letter codes that define the
responsibilities and risks of buyers and sellers in international trade. They
specify the delivery location, transfer of ownership, transportation costs, and
insurance responsibilities for the goods being traded. There are currently 11
INCOTERMS, which are periodically updated to reflect changes in
international trade practices and regulations.

2. Types: The 11 INCOTERMS are divided into four categories based on the level
of risk and responsibility of the buyer and seller:

a. E Terms: These terms place the highest level of responsibility on the seller, who is
responsible for delivering the goods to the buyer's premises or a specified location.

* EXW - Ex Works

*FCA - Free Carrier

* FAS - Free Alongside Ship
* FOB - Free on Board

b. F Terms: These terms place the responsibility for transportation and insurance costs
on the buyer, who must arrange for the delivery of the goods from the seller's premises
to the final destination.

e CFR - Cost and Freight

e CIF - Cost, Insurance, and Freight

e CPT - Carriage Paid To

e CIP - Carriage and Insurance Paid To

C. Terms: These terms place the responsibility for transportation costs on the seller,
who must arrange for the delivery of the goods to the final destination.

e CIP - Carriage and Insurance Paid To
e CPT - Carriage Paid To
e CFR - Cost and Freight

e CIF - Cost, Insurance, and Freight



a. D Terms: These terms place the highest level of responsibility on the buyer,
who is responsible for arranging for the delivery of the goods from the seller's
premises to the final destination.

e DAT - Delivered at Terminal
e DAP - Delivered at Place
e DDP - Delivered Duty Paid

3. Significance: INCOTERMS are essential in international trade because they provide
clarity and reduce misunderstandings between buyers and sellers. They also help to:

a. Allocate risks and responsibilities: INCOTERMS specify which party is
responsible for transportation costs, insurance, and other expenses associated with the
delivery of goods.

b. Avoid disputes: INCOTERMS help to prevent disputes by ensuring that both parties
have a clear understanding of their obligations and responsibilities.

c. Facilitate international trade: By providing a standardized set of terms,
INCOTERMS simplify the process of international trade and reduce the risk of errors
or misunderstandings.

d. Reduce costs: By clarifying the responsibilities of both parties, INCOTERMS can
help to reduce the overall cost of a transaction by eliminating the need for unnecessary
documentation or delays.

In summary, INCOTERMS are a standardized set of trade terms that define the
responsibilities and risks of buyers and sellers in international trade. They are essential
for allocating risks and responsibilities, avoiding disputes, facilitating international
trade, and reducing costs. It is important for buyers and sellers to understand and use
the appropriate INCOTERMS for their transactions to ensure a smooth and successful
trade transaction.



