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Introduction
• International trade is a phenomenon which need to be looked at
from various viewpoints
• Those involved in transport business will be concerned with those
aspects of international trade which are directly related to the
transportation of goods. However, if the service they offer is to be
carried out effectively it is necessary to have an understanding not
only of their own requirements but also of the needs and problems
which may be faced during the transportation faces.
• The whole complex structure of international trade is composed of
thousands of voyages whereby goods are carried from one country
to the other.
• Each of these voyages comprises many different legal
relationships the most important of which is the Contract for the
sale of goods

Contract for the sale of goods
• First of all it is necessary to identify the elements in a contract
for the sale of goods and the to
• The basic contract comprises four basic elements:
1. The offer
2. The acceptance – it must be in identical terms to the offer,
otherwise it will be a counteroffer, and it must be given a
reasonable manner and in a reasonable time
3. Consideration – this is the price of the two sides of the
bargain – what each person will receive in consideration for
performing his part in the contract
4. An intention to create Legal Relations – the parties must
intend legal consequences to attach to their agreement

Contract for the sale of goods (cont.)

• In a contract for the sale of goods there are three
important points which have to be considered:
• The time or circumstances under which the
ownership of the goods passes form the seller
to the buyer
• When the payment is due
• At what stage the risk of damage to or loss of
the goods moves form the seller to the buyer

Contract for the sale of goods (cont.)
• Note: in international sales it is common for one party to make
an offer on his own Standard Terms and the other party to
accept that offer on his own Standard Terms. If these terms are
different, there will not, in strict legal theory, have been an
acceptance in identical terms to the offer. This may lead to the
conclusion that there was no valid contract.
• For this reason the adoption of an internationally recognized set
of standard terms of governing International Sales prevents this
by ensuring that both parties are in agreement as to the terms
contained in their contract, there is a valid contract and both
parties are well aware of their rights and obligations
• A widely used form of such terms is the INCOTERMS form
which will be considered in the following chapter
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International Terms of
Trade
For each international sale, it is important to determine, who —
of the exporter or the importer — is responsible for:
• Pre-carriage, the domestic transportation in the exporting
country
• Main carriage, the international transportation between the
exporting country and the importing country
• On-carriage, the domestic transportation in the importing
country
• The risks involved in international transportation
• Customs clearance in the importing country

International Commerce
Terms Incoterms Rules
In 1936, the International Chamber of Commerce developed
International Commerce Terms rules (or Incoterms rules) that
formalized these responsibilities. Incoterms rules were revised in
1953, 1967, 1980, 1990, and 2000.
The latest version of Incoterms rules is dated 2010, and was
implemented 01/01/2011.
Incoterms rules follow international trade practices and are always
reflecting the way shipping is conducted. The changes
implemented in 2010 were significant, but were designed to
facilitate the division of responsibilities between the exporter and
the importer.

Incoterms Rules 2010
Incoterms rules formally define the following aspects of an
international sale:
•
•
•
•
•

Which tasks will be performed by the exporter
Which tasks will be performed by the importer
Which activities will be paid by the exporter
Which activities will be paid by the importer
The exact point at which the responsibility for the goods
transfers from the exporter to the importer

There are 11 different Incoterms rules, all abbreviated with
a 3-letter acronym, such as EXW, DAP, FOB, and so on.

Choice of an Incoterms
Rule
Choosing the correct Incoterms rule depends on which export
strategy a company is following. The following factors are
particularly important:
• The type of product being sold (weight, volume, perishability,
value, sensitivity to temperature changes, and so on)
• The method of shipment
• The ability and willingness of either of the exporter and importer
to perform the tasks involved
• The amount of trust placed by either of the parties in the other
party

Incoterms Rules
The International Chamber of Commerce specifies that there
are two groups of Incoterms rules:
• Seven Incoterms rules that can be used for any means of
transportation (ocean, road, air, train).
• Four Incoterms rules that can only be used for ocean
transportation (these are the oldest terms of trade).
• In either case it is important to understand that if parties to a
contract intent to be bound by the definitions in Incoterms,
they must state this explicitly. Unless they do, there is no
certainty that the clarity of the definitions afforded by
Incoterms will apply

Ocean
Transportation

Any mode of Transportation

Incoterms Rules
EXW

• Ex-Works

FCA

• Free Carrier

CPT

• Carriage Paid To

CIP

• Carriage and Insurance Paid To

DAT

• Delivered At Terminal

DAP

• Delivered At Place

DDP

• Delivered Duty Paid

FAS

• Free Alongside Ship

FOB

• Free On Board

CFR

• Cost and Freight

CIF

• Cost, Insurance and Freight

Incoterms Rules
Each Incoterms rule encompasses:
• A scope — The type of products for which it can be used
• A modality — The mode of transport for which it can be used
• A syntax — The way it has to be stated on invoices and
paperwork
Each Incoterms rule defines:
• The responsibilities of the exporter
• The responsibilities of the importer
• A specific transfer point at which the responsibilities for the
goods shifts from the exporter to the importer

Ex-Works (EXW)
• Scope
Ex-Works can be used for any type of goods. However, in the Incoterms®
rules 2010, the International Chamber of Commerce clearly wants EXW
to be used for small packages that are picked up by express packages
services, such as FedEx or DHL.

• Modality
Ex-Works can be used for any mode of transportation.

• Syntax
EXW [Address in the City of Departure where goods are made available],
Incoterms 2010.

EXW · Distomou 23, Piraeus,
Attica 17342, GREEECE, Incoterms 2010.

Ex-Works (EXW)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage
and provide the importer with the documents necessary to clear the
goods for export in the exporting country and to clear Customs in
the importing country.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter makes the goods available to the importer.

Free Carrier (FCA)
• Scope
Free Carrier can be used for any type of goods.

• Modality
Free Carrier can be used for any mode of transportation.

• Syntax
FCA [Address in the City of Departure where goods are delivered
to carrier], Incoterms 2010.

FCA · Bâtiment B, 46 Allée Corbière, F-81000
Castres, France, Incoterms 2010

Free Carrier (FCA)
Under the FCA Incoterms rule, there are two choices regarding
the delivery of the goods. The exporter and importer can agree
on:
• FCA Exporter’s Premises
The exporter loads the goods at its place of business on a truck
(means of conveyance) provided by the importer.

• FCA Carrier’s Premises
The exporter loads the goods on its own truck and delivers them to the
carrier’s place of business, still loaded on the truck. It is the
responsibility of the carrier to unload them from the truck.

Free Carrier (FCA)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage ,
provide the importer with the documents necessary to clear Customs in
the importing country, and deliver the goods on the truck either at its own
place of business or the carrier’s place of business.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the goods are delivered to the carrier, loaded on the truck.

Carriage Paid To
• Scope
Carriage Paid To can be used for any type of product.

• Modality
Carriage Paid To can be used for any mode of transportation.

• Syntax
CPT [Address in the City of Destination where goods are
delivered], Incoterms 2010.

CPT · Gr Lampraki, 20, Piraeus,
Greece 17342, Incoterms2010.

Carriage Paid To (CPT)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear Customs in
the importing country, as well as arrange and pay for pre-carriage, main
carriage and on-carriage to the city of destination.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods to the first carrier in the exporting
country.

Carriage and Insurance
Paid To (CIP)
• Scope
Carriage and Insurance Paid To can be used for any type of
product.

• Modality
Carriage and Insurance Paid To can be used for any mode of
transportation.

• Syntax
CIP [Address in the City of Destination where goods are delivered],
Incoterms 2010.

CIP · Ulitsa, Alexnder Petrov 30,
Sofia, Bulgaria, Incoterms 2010,maximum cover

Carriage and Insurance
Paid To (CIP)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear
Customs in the importing country, as well as arrange and pay for
pre-carriage, main carriage, on-carriage and insurance to the city
of destination.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods to the first carrier in
the exporting country.

Carriage and Insurance
Paid To (CIP)
• Insurance under CIP
Under the CIP Incoterms rule, the exporter must provide insurance
for the goods, but it is minimum insurance (coverage C of the Institute
Cargo Clauses).
The amount of insurance is always 110 percent of the value of the
goods.

• Incoterms rule Variant
It is possible for the exporter and the importer to agree to a higher
level of insurance (coverage A). In this case, the Incoterms syntax
changes to:

CIP · Ulitsa, Alexnder Petrov 30,
Sofia, Bulgaria, Incoterms 2010,maximum cover

Delivered at Terminal
(DAT)
• Scope
Delivered At Terminal can be used for any type of product, but it is designed
for containerized cargo.

• Modality
Delivered At Terminal can be used for any mode of transportation.

• Syntax
DAT [Address of the Terminal where goods are delivered], Incoterms 2010.

DAT · Piraeus Container Terminal,
Ikonio, Perama, 18863 Greece
Incoterms 2010.

Delivered At Terminal
(DAT)
The Delivered At Terminal Incoterms rule was created in 2010. It
is meant to be used for containerized cargo delivered to a port,
and to replace the maritime cargo terms (FCA, FOB, CFR, CIF),
which the International Chamber of Commerce wants to reserve
for non-containerized cargo.
Under the DAT Incoterms rule, the exporter and the importer
can agree on a terminal that is located in the exporting country,
or one located in the importing country, or yet one located in a
country through which the goods will transit.
The DAT Incoterms rule reflects the practices followed by
companies that utilize containers in international trade. They
deliver containers to terminals in the country of export and
collect containers at terminals located in the country of import.

Delivered At Terminal
(DAT)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear
Customs in the importing country, as well as arrange and pay for
transportation to the terminal at which the goods are to be
delivered.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods, unloaded from the mode of
transportation, to the terminal.

Delivered At Place (DAP)
• Scope
Delivered At Place can be used for any type of product.

• Modality
Delivered At Place can be used for any mode of transportation.

• Syntax
DAP [Address in the City of Destination where goods are
delivered], Incoterms 2010.

DAP · 97 Brisbane Street, London 8023,
UK, Incoterms 2010.

Delivered At Place (DAP)
The Delivered At Place Incoterms rule was created in 2010.
It was meant to replace the Delivered Duty Unpaid (DDU)
Incoterms rule that had been in existence until 2010.
Under the DAP Incoterms rule, the exporter and the
importer generally agree to use a location in the importing
country. However they could agree on a location in the
exporting country, or one in a country through which the
goods will transit.

Delivered At Place (DAP)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear Customs in
the importing country, as well as arrange and pay for pre-carriage, main
carriage and on-carriage to the city of destination.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer.
When the exporter delivers the goods to the place of delivery, still loaded
on the mode of transportation.

Delivered Duty Paid (DDP)
• Scope
Delivered Duty Paid can be used for any type of product.

• Modality
Delivered Duty Paid can be used for any mode of transportation.

• Syntax
DDP [Address in the City of Destination where goods are
delivered], Incoterms 2010.

DDP · Olympou 226, Athens 214 44,
Attica/Greece, Incoterms 2010.

Delivered Duty Paid (DDP)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
arrange and pay for pre-carriage, main carriage and on-carriage to
the city of destination, and clear Customs in the importing country.

• Responsibilities of the Importer
The importer must unload the goods from the means of
conveyance.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods to the delivery location, still
loaded onto the mode of transportation.

Free Alongside Ship (FAS)
• Scope

Free Alongside Ship can be used for any type of product. However, the
International Chamber of Commerce would like FAS to be used only for
non-containerized cargo.

• Modality

Free Alongside Ship can only be used for ocean transportation.

• Syntax

FAS [Address of the dock in the Port of Departure where the goods are
delivered], Incoterms 2010.

FAS · Waalhaven Noordzijde 2089, Rotterdam,
The Netherlands, Incoterms 2010.

Free Alongside Ship (FAS)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear
Customs in the importing country, as well as arrange and pay for
pre-carriage to the port of departure.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods to the port of departure,
unloaded from the mode of transportation.

Free On Board (FOB)
• Scope
Free On Board can be used for any type of product. However, the
International Chamber of Commerce would like FOB to be used only for
non-containerized cargo.

• Modality
Free On Board can only be used for ocean transportation.

• Syntax
FOB [dock (or ship) in the Port of Departure where the goods are
delivered], Incoterms 2010.

FOB · Breakbulk Terminal, 660 Duncan
Road,
Cape Town, South Africa, Incoterms ,2010.

Free On Board (FOB)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear
Customs in the importing country, arrange and pay for pre-carriage
to the port of departure and loading onto the ship.

• Responsibilities of the Importer
The importer must handle everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods onboard the ship in the port
of departure.

Free On Board (FOB)
• The FOB point
Until the 2010 version of Incoterms® rules, the transfer point for
the responsibility for the goods was the ship’s rail. The ship’s rail
was an imaginary line that circled the entire ship. Once the goods
had crossed the ship’s rail, they became the responsibility of the
importer.
The transfer point for the FOB Incoterms rule has changed; the
transfer point has been replaced with “on board” to reflect the fact
that the Bill of Lading is issued when the goods are on board the
ship.

Cost and Freight (CFR)
• Scope
Cost and Freight can be used for any type of product. However, the
International Chamber of Commerce would like CFR to be used only for
non-containerized cargo.

• Modality
Cost and Freight can only be used for ocean transportation.

• Syntax
CFR [Address of the dock in the Port of Destination where goods are
delivered], Incoterms 2010.

CFR · ENL Multi-purpose Terminal, Apapa Wharf,
Lagos,Nigeria, Incoterms 2010.

Cost and Freight (CFR)

• Responsibilities of the Exporter

The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear
Customs in the importing country, as well as arrange and pay for
pre-carriage and main carriage to the port of destination.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods onboard the ship in the port
of departure.

• Scope

Cost, Insurance and
Freight (CIF)

Cost Insurance and Freight can be used for any type of product.
However, the International Chamber of Commerce would like FAS
to be used only for non-containerized cargo.

• Modality
Cost Insurance and Freight can only be used for ocean
transportation.

• Syntax
CFR [Address of the dock in the Port of Destination where goods
are delivered], Incoterms 2010.

CIF · Naigai Lines, 176 Higashi-Machi,
Kobe 650-0031, Hyogo, Japan, Incoterms
2010.

Cost, Insurance and
Freight (CIF)
• Responsibilities of the Exporter
The exporter must package the goods for the international voyage,
provide the importer with the documents necessary to clear Customs in
the importing country, as well as arrange and pay for pre-carriage, main
carriage and insurance to the port of destination.

• Responsibilities of the Importer
The importer must do everything else.

• Point at which the responsibility for the good shifts from
exporter to importer
When the exporter delivers the goods onboard the ship in the port of
departure.

Cost, Insurance and
Freight (CIF)
• Insurance under CIF
Under the CIF Incoterms rule, the exporter must provide insurance for the
goods, but it is minimum insurance (coverage C of the Institute Cargo
Clauses).
The amount of insurance is always 110 percent of the value of the goods.

• Incoterms rule Variant
It is possible for the exporter and the importer to agree to a higher level of
insurance (coverage A). In this case, the Incoterms syntax changes to:

CIF · Naigai Lines, 176 Higashi-Machi,
Chuo-Ku, Kobe 650-0031, Hyogo, Japan, Incoterms
2010, maximum cover.

Incoterms –summary

Incoterms: further
classification
• It can be seen from the table above that the terms fall
neatly into groups.
• The “E” term (Ex Works) where the seller makes the goods
available at his factory or premises
• The ‘F’ terms where the seller must deliver the goods to a
carrier named by the buyer
• The “C” terms in which the seller has to arrange the carriage,
but without bearing the risk for loss or damage after shipment
dispatch
• The “D” terms whereby the seller bears almost all the costs
and risks needed to deliver the goods to the country of
destination

Incoterms- Rules Usage
• If we look at the extreme ends of the range of terms offered under
Incoterms, it seems clear that to expect one party or the other to deal
with all aspects of international transport must have its drawbacks.
• If for example you are based in Canada and wish to purchase a consignment of washing
machines from a manufacturer in Korea, you obligations under a EXW contract would be
quite daunting. You would be responsible for arranging and paying for every stage of the
transport chain, even the labour and equipment to load the goods at the manufacturer’s
factory. All the risk involved would be your responsibility and you would be expected to
sort out custom formalities for both exporting and importing countries with a minimum
assistance from the seller

• Given this burden of cost, responsibility and risk, one might assume
that all seller would prefer to sell on EXW terms and that buyers would
refuse to accept any terms other than DDP.
• However, the reality is that most goods are sold on terms where both
parties assume some responsibility for their end of the transport
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Remedies for breach of contract
• Obviously no treatment of the sale of goods internationally is complete
without mention of the remedies available for breach of contract.
• Remedies of the seller
• The buyer will normally be in breach of a contract by refusing to accept the
goods, or by refusing to pay for them.
• The remedies here will depend upon whether the property has passed or
not. As we have seen above, if the property has passed, the seller can sue
for the price of the goods and his damages will be the entire contract price.
This remedy is also available if it is stipulated that the price is to be paid on
a certain day and that day has passed.
• If the property has not passed, however, the seller will have to sue for
damages for non-acceptance of the goods. The disadvantage with this is
that the seller will still have the goods and will be obliged to reduce his
damages by selling the elsewhere. As a result his recoverable damages
will be the difference between the contract price and the price at which he
later sold the goods to a third party

Remedies for breach of
contract
• Other valuable remedies for the seller are:
• The right of stoppage in transit: which gives the seller
the right to stop the goods in the course of carriage and
to repossess them when the buyer is insolvent and there
is an obvious danger that the seller will not be paid.
• Lien : where if the seller still has the goods in his
possession and the buyer becomes insolvent, the seller
has the right to retain the goods in defiance of his duty
to deliver by exercising his unpaid seller’s lien

Remedies for breach of
contract- remedies of the buyer
• Remedies of the buyer are applicable if the seller is in
breach of a condition of the contract, as in the following
circumstances:
•
•
•
•
•

Late delivery
Short delivery( not delivering a sufficient quantity
Delivery of damaged goods
Non delivery
Tender of defective document

• The buyer may reject the goods or at an earlier stage the
documents and sue for damages for no-delivery of the
goods.

Agenda
• International trade and contracts for the
sale of goods
• INCOTERMS rules (understanding and
overview)
• Remedies for a breach of contract
• International terms of payment
• Transport documents
• Conclusions

Characteristics of International
Payments (I)
• The distance and the time scale inherent in international trade present a
number of problems for international businesses. The two factors
reinforce the conflict, which exists between the buyer and the seller.
• On the one hand the buyer will be concerned to make sure that his
agreement with the seller ensures the correct delivery of the goods
ordered, at the right place, at the right time and with as little adverse
effect on his cash flow as possible
• On the other hand the seller will want to make payment secure and have
as small a gap as possible between producing and/ or transporting the
goods and receiving payment. He will too be concerned with the
maintenance of his cash flow
• The concerns of the buyer and seller will have implications for those
involved in the transport chain because the method and timing of
payment may well be dependent on the correct preparation and
presentation of documents, adherence to shipment and delivery dates
and any restrictions on part or transhipment of a consignment

Other Characteristics of International Payments (II)
• Absence of Credit information

It is much harder to find credit information on a person in a foreign country.

• Lack of personal contact

Due to the different physical locations, communication is typically not done face-toface. This can make it hard to get to know a person, which is particularly important is
certain cultures.

• Collections are difficult and expensive

If a customer fails to pay it is difficult and expensive to collect on the past due account.

• No easy legal recourse

Due to the nature of international transactions, there is no single court that has direct
jurisprudence over an international trade dispute between an exporter and an importer.

• Higher litigation costs

If legal proceedings are required, there are much more expensive and complicated
than for a domestic case.

Because of all of these issues, a climate of mistrust is often created.

Methods of payment
• The method of payment in any international sale is really
a matter of negotiation between the buyer and seller and
will be related to the mutual trust that exists.
• It must be remembered that unless cash is handed over
directly from the buyer to seller without any kind of
paperwork every method of payment involved some form
of cost.
• There are a whole range of methods of payment, some of
which provide varying degrees of security and advantage
for both buyer and seller

Methods of Payment
Traditional Methods
Cash with Order

Open Account

Letter of Credit

Cash with order payment
• The most advantageous method of payment for the seller is cash in
order, a form of payment in advance.
• In such an occasion the exporter requests that the customer provide
payment in advance, before shipment of the goods can take place. This
method is totally “risk free” to the exporter—no collections worries, no
foreign exchange fluctuations exposure, no cash-flow problem, and only
nominal fees to pay to banks.
• It is not however, beneficial to the buyer because he would in effect
extend credit to the seller and would have little redress against delay in
transport or in case of incomplete carrying out of the contract. Despite this
fact it is not unusual for the buyer to have to pay some form of deposit
upon the signing of the sales contract.
• This method of payment is:
• Only recommended for doing business in very few countries; those in
which fraud is rampant, where there is political instability, where the
currency is non-convertible or where there is the possibility of foreign
exchange “freezes.”
• Not recommended for business conducted in developed countries and in
countries in which there is some level of sophistication in international
business.

Payment through an Open account
•The open account type of payment is the most favorable form of payment of the
buyer.
•The goods are ordered, the exporter dispatches the goods and sends the
documents directly to the buyer and seller awaits payment by some previously
agreed manner (often payment terms may be monthly or even longer)
This method presents many risks for the exporter.
• This method should be used with well-established customers or with customers
the exporter expects to have a long term relationship. The customer’s credit
should be checked before this method is used.
•It is possible, however, to sell internationally on an open-account basis and still
take little risk, by transferring the risk of non-payment to an insurance company.
•Insurance companies sell credit insurance, a policy that will cover non-payment
by the importer.
• This method was subsidized by some European countries in the 1980s, and
exporters from the EU frequently use credit insurance when selling on open
account.

Letter of credit
• This method of payment frequently found in international trade, is a very
good compromise between the need of both the seller and the buyer.
• It is a fairly flexible form of payment as it gives security to both parties
and is one of the safest methods of payment.
• A letter of credit is a document in which the importer’s bank essentially
promises to pay the exporter if the importer does not pay. The credit
worthiness of the bank is substituted for that of the importer, and the
exporter is protected.
• Letters of credit are not paid until the exporter supplies the importer with
a specified set of documents, agreed in advance. The importer is
therefore also protected.
• They are frequently used cases in which the exporter has no preexisting business relationship with the importer, or when the importer is
located in a country that is considered to be risky.
Letters of credit are also called “documentary credit
• It is important to realize that letters of credit are documentary; meaning
that the bank is only obligated to pay upon presentation of certain
documents by the importer.

Letter of Credit (Issuance)
In order to issue a letter of credit parties require to engage in four
steps:
1. The exporter and the importer agree to conduct business on a
letter of credit basis. The exporter sends a pro forma invoice to
the importer.
2. The importer asks his bank, called the issuing bank, to provide
him a letter of credit, naming the exporter as the beneficiary.
3. The importer’s bank sends the letter of credit to the exporter’s
bank, called the advising bank.
4. The exporter’s bank reviews (“advises”) the letter of credit,
making sure that it is conform to the terms to which the exporter
agreed.

There are therefore, four parties who are
involved in documentary credit
Exporter’s Bank –
Advising or paying
Bank

3

Importer’s Bank –
Issuing Bank

4

2

Exporter- the
beneficiary

Importer – the
applicant of credit

1
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Documents of title in transport
• Transport documents can be described as the receipt
evidence issued by carriers to the exporters which acts as
the documents of necessity for cargo delivery, complaints
as well as settlement or negotiation to banks.
• According to different modes of transportation, shipping
documents mainly refer to marine bill of lading, seaway
bills, and multi-modal transport documents, etc. This
chapter will mainly illustrate maritime bill of lading, and
the invoice document.

Maritime Bill of Lading
• Marine bill of lading or ocean bill of lading,
abbreviated as bill of lading (B/L), is a document
which:
• evidences a contract of carriage by sea and
the taking over or loading on board of the
goods by the carrier,
• and by which the carrier undertakes to release
the goods against surrendering of the
document.

Functions of a B/L
In accordance with the definition of marine B/L, its functions are
mentioned below:
• B/L is evidence of the contract of carriage between the
consignor and the shipping company. The rights and
obligations of the two parties are listed on the B/L.
• B/L is a receipt for the goods issued by the ship owner or his
agent evidencing the receipt of the goods mentioned in B/L.
• B/L is a document of title to the goods. Any lawful holder of
B/L may take the delivery of the goods from the shipping
company against the B/L, or transfer the title to the goods by
transferring the B/L or secure loans against the B/L from the
bank before the arrival of the shipment.

Parties involved in a maritime bill of lading
Parties in marine bill of lading include carrier, shipper, consignee, notify party,
transferee and the bearer.
• Carrier refers to the persons who signs the shipment contract with the
shipper as a shipping company or a charterer without ashipping vessel.
• Shipper is the party who reaches the shipment contract with carrier. Shippers
could be the consignor or the consignee in accordance with the trade terms.
• Consignee may be the buyer, bearer or the specified person written in
named B/L. Importers are often the consignees
• Notify party is the person who is informed by the shipping company at the
arrival of the shipment. Notify party could be the importer or its agent.
• Transferee is the receiver of B/L after the endorsement or transfer and could
claim the shipment from the carrier.
• Bearer is defined as the legal holder of B/L. The holder could be the consignee
or the assignee.

Clean and “unclean” B/L
• According to whether there are notes on the bill of loading, it will
fall into two categories: clean B/L and unclean B/L.
• A clean B/L shows that the goods have been shipped on board a
vessel in apparent good order or condition. A clean B/L is issued to
the shipper when the goods do not have any exterior defects at the
port of shipment. Actually on every B/L, there are words “shipped in
apparent good order and condition”. The carrier will not modify this
statement if the goods are in good order, therefore making the bill
of lading clean. The carrier undertakes full liability for the goods
and will carry and deliver them in the same good order as he
received them. The carrier will be liable if the goods are found
damaged.
• A B/L would not be clean if it contained any endorsement relating
to the condition of the cargo and such an endorsement may result
in payment being refused or delayed by the bank.

Invoice and other
documents
• The invoice is evidence of contract that exists between the
buyer and the seller.
• It must specify the quality and quantity of the goods
transported, together with the unit and the total price.
• In addition to the invoice the buyer may demand other
documents such as certificate of origin, phytosanitary
certificate, a certificate of analysis and other type of
independent inspection. It is on these documents that the
buyer relies to provide evidence that the goods covered by the
invoice are indeed what he expects them to be, as he will part
his money at the same moment as the documents are
released to him
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Conclusions
• International trade is a dynamic business and its customs and
practices change with the advent of new modes of transport, improved
communications, changes in demand and supply, banking
arrangements, national and international laws and many other factors
• Incoterms are designed to cover a wide range of terms. These terms are not
merely inventions of the international chamber of commerce, but reflect the
terms on which international traders prefer to do business
• The terms on which parties do business evolve to suit the changing times.
The international chamber of commerce regularly reviews and revises
Incoterms in accordance with the preferences of trade and changes in
practice.
• Many recent amendments in Incoterms have been undertaken to facilitate
the increased use and efficiency of electronic interchange as well as the
minimization of errors occurring because of the current manual processes
• parties involved in international trade are required to decide on the most
appropriate term to be used according to the type of goods, the forms of
transport to be used as well as the method of payment to be used
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