Available online at www.worldscientificnews.com

World Scientific News

WSN 57 (2016) 97-105 EISSN 2392-2192

The Significance of the Incoterms Rules in the
Freight Forwarding Services Market

Joanna Kadtubska
Faculty of Management, Czestochowa University of Technology, Czestochowa, Poland

E-mail address: joannakadlubskal@interia.pl

ABSTRACT

The article aims at determining the significance and essence of Incoterms 2010 in the
international trade. It presents groups of Incoterms 2010 transactions. Additionally, it discusses the
distribution of Incoterms costs and risks. The particular terms of Incoterms 2010 and the ranges of
responsibilities are distinguished.
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1. INTRODUCTION

When transacting business in the international trade, one should use Incoterms 2010
rules. Incoterms are international commercial terms. They define costs, risk and practical
aspects of carriage of goods between the buyer and the seller. Applying these rules enables
one to mitigate any misunderstandings resulting from a lack of precise knowledge of trade
practices. A transaction means movement of goods and services between the seller and the
buyer. What is more, these are all the actions undertaken in order to buy or sell goods.
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2. THE SIGNIFANCE OF INCOTERMS 2010 RULES.

Incoterms are international rules for the interpretation of trade terms established by the
International Chamber of Commerce in Paris. Casuccio explains that the ICC first developed
Incoterms in 1936 [1]. These rules were first published in 1936. Additionaly Incoterms should
be understood as International rules [2].

Table 1. Updates to Incoterms.

Updates to Incoterms rules in the subsequent years

1953 1967 1976 1980 1990 2000 2010

Source: own work

A new set of rules was developed in 2010 [3]. The latest version of this rules came in
2011. [4]. The main reason for new updates were changes in relations between business
partners. Additionally, some rules were not complied with, and in other cases there was a
loophole experienced. J. Ramberg claims that the first version of Incoterms was clearly
focused on commaodity trading and fixed the important delivery points at the ship’s side or at
the moment when the goods are taken on board the ship [5].

Trading terms are extremely significant since they mean application of procedures
thanks to which one may distribute costs, risk, obligations and deliveries.

The properties of Incoterms are as follows:

- they include distribution of costs, responsibilities and risk,
- most often applied in the area of foreign trade,

- facilitate establishment of business relations,

- organize commerce processes.

Murray explains that [6] ,,the new Incoterms are applicable to both domestic as well as
international trade and the thirteen rules contained in Incoterms 2000 have been reduced to
eleven by the introduction of two new Rules in place of four earlier Rules’’. Additionally this
rules are very important in transactions [7].

Coetzee claims that ,,incoterms represent a codification of the international mercantile
customs and usages applicable to the delivery obligations of the seller and buyer where goods
have to be transported from one place to another [8]. Every manager should be motivated to
use Incoterms.

H. Wojtaszek explains that motivation is ,, a process of inspiring the need of working in
an organization so that employees think that their effort for the organization will lead to the
fulfillment of their own needs and achieving their own goals [9]"".

The fact that Incoterms rules do not transfer the property right and they do not constitute
a contract of carriage is worth mentioning here.
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Incoterms application is very helpful in the case of contracts. Thanks to using these
rules one may amend the provisions. Incoterms enable business partners to define their
responsibilities.

The seller's task is to provide goods according to the specific transaction and a proof of
compliance provided for by a contract, and cover the packaging cost. The buyer shall be
obliged to pay for the products and accept the goods if the seller made them available in place
and time provided for the commercial contract.

In relation to Incoterms rules, one should remember about a shipper that is a party
transferring goods for carriage which may also order transport services. Another very
significant aspect is a delivery that means place and time where and when the seller meets the
requirements concerning handing goods over to the buyer and it refers to place and time
where and when the buyer receives the goods. Additionaly explains that ,,Incoterms have
provided a set of rules that the global trade community can use for the interpretation of
shipping terms [10]"".

2. 1. Incoterms transaction groups
Within the frameworks of Incoterms transactions, distinguishes the following types:
- Exthat is delivery "on the spot"
- Free ( "cost free").

Free transaction types were presented in Figure 1

Free

Free loading station Free into store Free destination station

Figure 1. Free transaction types
Source: own work

Incoterms division according to groups:

- Concerning sea transport: FAS, FOB, CFR, CIF,
- Concerning all kinds of transport: EXW, FCA, CPT, DAT, CIP, DDP, DAP.

Management of carriage is a very important issue in Incoterms rules. This notion
signifies the right and obligation to organise transport and cover costs including insurance and
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carriage operations. One should also bear in mind a significant change implemented in 2011
concerning Incoterms conditions. A number of terms was reduced from thirteen to eleven.
Additionally, the following terms were eliminated in 2011:

- DAF
- DDU
- DEQ
- DES

Following these changes, DAP (delivered at place) and DAT (delivered at terminal)
terms were added [11]. What is more, the use of electronic documents was first allowed. An
important issue here is a possibility of using terms of 2000 provided that the contract includes
information of using these terms.

Figure 2 presents Incoterms division:

Incoterms

Universal terms Maritime terms

Figure 2. Incoterms division
Source: own work

Universal terms are:

- FCA- Free Carrier... (to a named place) means that seller delivers the goods to the
carrier nominated by the buyer at the named place of loading. From the moment of
delivering the goods to the carrier, the management of carriage responsibilities as well
as costs and risk are transferred to the buyer,

- EXW- Ex Works...(from a named place). The buyer collects the goods from the
seller's premises. Goods insurance, clearance, management of carriage and risk are
responsibilities of the buyer. This term is very convenient to the producer.

- CPT- Carriage Paid to ....(a named place of destination). The seller pay all the costs of
carriage. The seller is obliged to enter a contract of carriage to a place of destination
named by the buyer. The seller is obliged to deliver goods to the carrier. The buyer
bears all risk of goods damage or loss from the moment of handing it over to the
carrier or the first carrier.

- CIP- Carriage and Insurance Paid to...(a named place of destination). The seller has
the same responsibilities as in CPT term. What is more, he is obliged to make
insurance arrangements.
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- DAT- Delivered at Terminal... (named terminal at port/ place of destination). The
seller is obliged to deliver the goods to the named terminal at port. The buyer covers
the costs and takes the risk.

- DAP- Delivered at Place... (named place of destination). The seller delivers the goods
to a specific place. The buyer bears costs of unloading and risk.

- DDP- Delivered Duty Paid... (named place of destination). The seller is obliged to
hand the goods in the arriving means of transport over to the buyer at the named place
and after covering the costs. The seller covers the cost payable upon import.

Another type of Incoterms are maritime terms.

Kim Hae-Suk and Jae-Hun Jang explain that FAS FOB, CIF and CFR which are used
for the ocean and inland ransportation are applied without any changes [12].

There are the following maritime terms distinguished:

- FAS- Free Alongside Ship... (named port of shipment) - the seller's responsibilities
cease when the goods are delivered for loading in the named port of shipment. The
buyer has to bear all the costs and risks from that moment.

- CFR- The seller must pay freight costs necessary to bring the goods to the port of
destination, costs of loading aboard and handling during transport. The seller is also
obliged to deliver the goods on board. The buyer covers insurance costs and the seller
has to pay for loading aboard and freight to the point of destination.

- FOB Free on Board... (named port of shipment) — The seller delivers the goods to the
ship named by the Buyer. The seller also bears costs of delivering the goods to the port
of loading and loading the goods aboard as well as the risk of loss of or damage to the
goods till the moment the goods pass the ship's rail. The buyer enters into the contract
of carriage by sea, informs the seller of the port of loading, name of the ship and the
required delivery date.

- CIF Cost, Insurance and Freight... (named port of destination) - Apart from the
delivery and freight costs, the seller bears insurance costs and is obliged to present the
buyer with the evidence of concluding insurance contract. Nugroho and Budi explain
that ,, The CIF term may be used in a customs declaration form for sea and waterway
transport as a way to simplify the calculation of customs value because, generally,
importers are more familiar with Incoterms than with the WTO Valuation Agreement

[ppp]”.

Figure 3 shows Incoterms including range of costs and risks.

On the basis of the above-presented figure one may state that EXW term offers the
smallest burden of the seller. Terms of D group constitutes the heaviest burden from the
perspective of the seller.
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Figure 3. Incoterms 2010.
Source: http://tecnofreight.net/home/en/tools/incoterms#.V6tFUtSLQrh (access: 10.08.2016)
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2. 2. Division of coast and risks
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Figure 4. The particular Incoterms 2010 together with ranges of responsibilities.

18 (access 10.08.2016)
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Source: http://www.49ers.kr/bbs/board.php?bo_table
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When discussing Incoterms division of costs and risks, one should start with the
management of carriage which is subject to division in the particular terms. The obligation
rests on the seller in the following terms: CPT, CFR, CIP, CIF, DAT, DAP, DDP, and on the
buyer in the case of terms as EXW, FCA, FOB, FAS. Bergami explains that this rules
,,provide the basis for apportioning the rights, duties, obligations and responsibilities of sellers
and buyers on a mutually exclusive basis [13]"’.

Incoterms constitute the basis for determining the most convenient range of
responsibilities of exporter and importer. A very important part is played here by the division
or costs and risks which additionally have an impact on the product's price. When the ranges
of responsibilities coincide, this is a common settlement. The common responsibilities are
costs of permit and clearance arrangements. In the country of exportation, the seller is
responsible for these actions; in the case of transit and import, it is the buyer who is a
responsible party. The risk is transferred to seller when the goods are delivered to the named
place. Forwarding agents may use different rules of costs settlements for Incoterms 2010
conditions.

Figure 4 offers a very clear presentation of the particular Incoterms as well as ranges of
responsibilities for the particular actions.

3. CONCLUSIONS

Incoterms 2010 rules determine the division of costs and risks as well as responsibilities
between the seller and the buyer. These terms have been subject to numerous changes over
the years. The main reason for modifications is the changing world's economy and economic
factors concerning cost reduction. Using Incoterms is a very good solution in the international
trade business transactions.
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