
 

International Journal of Innovative Research in Computer Science & Technology (IJIRCST)  

ISSN: 2347-5552, Volume-10, Special Issue-5, May-2022  

Young Researchers’ Conference on Indian Literatures, 2022  

Organized by Presidency University, Bangalore, India 

 

Innovative Research Publication   96 

 

Understanding Terms of Trade and Incoterms 
Mr. Ram Srinivas 

 Assistant Professor, Masters In Business Administration (General Management), Presidency University, 

Bangalore, India, 

Email Id-ramsrinivas@presidencyuniversity.in 

 

ABSTRACT:  

Terms of Trade, also known as Incoterms (International Commercial Terms), are standardized international trade 

rules that define the rights and responsibilities of buyers and sellers in the shipment of goods. This chapter 

provides a concise overview of the importance and implications of Terms of Trade or Incoterms in international 

business. It explores the significance of using standardized trade terms to clarify obligations, allocate risks, and 

determine the delivery and payment responsibilities between parties involved in international trade. The chapter 

also examines key aspects of Incoterms, such as transportation, insurance, customs clearance, and transfer of risk. 

By understanding and applying appropriate Incoterms, businesses can streamline their international trade 

operations, minimize disputes, and ensure smooth and efficient trade transactions. 
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I. INTRODUCTION 

Every time an exporter sells goods to a foreign company, there are numerous steps involved in getting the 

products to the clients, including clearing the products for export, planning the transport of the products between 

the exporter and the importer, frequently using a number of different modes of transportation, and clearing 

customs in the importing country. Incoterms are commercial phrases used often in both local and international 

trade agreements and are issued by the International Chamber of Commerce. By facilitating communication 

between merchants in various nations, Incoterms facilitate international commerce [1], [2]. Any kind of product 

and mode of transportation may utilise FCA. Despite being designed for multimodal transit. As the number of 

shipments using many modes of transportation rises, FCA is anticipated to become one of the most used 

incoterms. 

Free Next to Ship  

FAS is not intended for use with any other modes of transportation or with goods that aren't intended for ocean 

shipping; it is only designed for ocean transit. In a free alongside ship transaction, the exporter is in charge of 

transporting the products to the port alongside a ship that the importer specifies. At that point, the importer takes 

over responsibility [3], [4]. Free at the point of departure on board. FOB is made particularly for shipping across 

water. One of the first marine terms of commerce is termed FOB, or freight on board. The point of delivery is 

highly defined and regulated by centuries of nautical custom in FOB. The exporter is in charge of export packing, 

conveying the products to the port of departure, and loading the cargo onto the ship. The importer is in charge of 

organising and paying for customs clearance in the importing nation, as well as maritime transportation from the 

port of departure to the destination of the goods [5], [6]. 

Cost and Shipping  

The CFR was created primarily for maritime traffic. In a CFR transaction, delivery happens at the port of 

departure rather than the port of destination. Prior to the items being loaded onto the ship, the exporter is in 

charge of them; after that happens, the importer is in charge; nevertheless, the exporter has already paid the ocean 

freight [7], [8]. 

Presented Ex-Ships  

DES inciters are often used for bulk commodity shipments when the parties want the importer to cover the ship's 

unloading costs. When products are supplied Ex-ship, the exporter is in charge of them until they are given to the 

importer at the port of destination. 
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Unpaid Delivered Duty  

The DDU incoterm is applicable to all types of commodities and all modes of transportation, including items 

intended for maritime shipment. In a delivered duty-unpaid transaction, the exporter is in charge of the products 

up to the point at which they arrive at the destination city still loaded onto a truck or a railway car. Even though 

this delivery does not have a corresponding transportation document, it is usual for the exporter to hand over the 

bill of lading when it is delivered [9], [10]. 

Payment Conditions 

Success in the current global economy and transactions involving foreign commerce come with a range of risks, 

which creates uncertainty about the time of payments between the seller and the buyer. Sellers prefer to collect 

money as quickly as possible since, to them, each transaction is a gift until they are paid. Buyers desire to obtain 

items as quickly as possible since for them, money is a contribution till the goods are received. 

Payment in Advance or in Full 

Since payment is made before ownership of the products is transferred, cash-in-advance payment arrangements 

allow the exporter to reduce credit risk. The most popular methods for exporters to receive cash in advance are 

wire transfers and credit cards. However, since it affects cash flow, asking upfront payment is the option that the 

buyer finds least appealing. Foreign purchasers worry that if payment is made in advance, the items could not be 

delivered. 

Words of Credit 

One of the safest tools accessible to global merchants are letters of credit. A letter of credit (LC) is a promise 

given by a bank on behalf of a buyer that payment will be paid to the exporter if all requirements are satisfied and 

can be shown via the presentation of the necessary documentation. When a foreign buyer's credit information is 

difficult to come by but the exporter is confident in the trustworthiness of the buyer's foreign bank, a letter of 

credit (LC) might be helpful. 

II. DISCUSSION 

Documentary Collection 

Documentary collection is a transaction in which the exporter entrusts the remitting bank with the collection of a 

payment in exchange for the bank receiving the papers and payment instructions. Using a draught, which 

demands the importer to pay the face amount upon sight or on a certain date, is a method of document collection. 

In general, draughts are less costly than LCs. 

Create Account 

In an open account transaction, the products are transported and delivered before the payment is expected, which 

is typically 30 to 90 days after the sale. In terms of cost and cash flow, this choice is best for the importer, but it 

carries the biggest risk for the exporter. Exporters that are hesitant to provide loans risk losing a deal to rivals. 

International commerce involves a variety of papers, including commercial documents, financial documents, 

transit documents, and other documents that are relevant to international trade. It is crucial to comprehend the 

function of each document and its prerequisites in global commerce. 

Business Documents 

Quotation 

An offer to sell products should be specific about the price, the kind of items being sold, the quantity, the trade 

conditions, the terms of delivery, and the terms of payment. An agreement outlining every aspect of the 

transaction between the buyer and seller. It is advised to have legal counsel before signing the contract since it is 

a legally binding agreement. An invoice issued by a supplier before the despatch of products, detailing the types 

and quantities of the commodities to be supplied, their values, and importation requirements. 

Business Invoice 

a formal payment demand letter sent by the exporter to the importer for products supplied in accordance with a 

sales contract. Details on the sold items, payment conditions, and trade agreements should be included. An 



 

International Journal of Innovative Research in Computer Science & Technology (IJIRCST) 

 

Innovative Research Publication   98 

 

independent surveyor or the exporter may produce an inspection certificate outlining the quality, quantity, and 

price requirements that certain customers and nations have for the cargo. 

Security Plan 

An insurance paperwork proving insurance has been taken out on the shipping items contains all the information 

on the insurance coverage. This attests that the shipment has been insured for loss or damage to the goods during 

transportation under a specific open policy. 

Certificate for Product Testing 

This attests to the items' compliance with a certain national or international technical standard, such as those 

pertaining to product quality, safety, and specifications. Document provided by the responsible nation when 

agricultural or food goods are exported, attesting that they are suitable for human consumption, conform with 

applicable laws in the exporter's nation, and were in excellent condition at the time of inspection, prior to 

shipping. It is frequently a requirement of international law that any shipment of plants or planting materials 

entering a country be accompanied by a phytosanitary certificate issued by the exporting country attesting to the 

shipment's substantial freedom from diseases and pests and compliance with the importer's current phytosanitary 

laws. A pest control certificate is given to attest that the targeted items have been quarantined and fumigated prior 

to shipping by authorised fumigation service providers. An international customs document used to acquire a 

duty-free temporary admittance for items into the nations that are signatories to the ATA Convention, such as 

exhibits for international trade fairs, samples, and professional equipment. A document including shipping details 

such the consignor, consignee, and value description that is needed by certain foreign nations. It is used by the 

nation's customs authorities to confirm the value, amount, and type of the consignment. It is certified by a 

consular representative of the importing country stationed in the other country. 

Transport Records 

Shipping Request 

A document that includes information on the cargo and the shipper's needs. It serves as the foundation for other 

transport papers like the bill of lading and air waybill. A confirmation of the cargo's reception on the dock or in 

the warehouse awaiting shipping. A bill of lading is prepared using the dock receipt as supporting evidence. 

Regarding the procedure of financial settlement, it plays no legal function. A record of the agreement between the 

products' shipper and the carrier. In order to take possession of the products, the consumer often requires the 

original as ownership documentation. a forwarder-issued bill of lading that is often not a title document. Before 

opening a letter of credit, shippers that want to utilise a house bill of lading should confirm with the bank that it is 

acceptable for that purpose. a cargo receipt that contains the terms of the shipper and carrier's carriage agreement 

but is not negotiable and is not a title document. 

A specific form of waybill used for air cargo transportation. This acts as a receipt for the delivery of the goods 

and specifies the terms of transportation, but it is not a transferrable or negotiable instrument or a document of 

title. An air consignment note is a document that an air freight agency issues to describe and record a shipment of 

goods. It is not a title document once again. the original transport document is often replaced with a pre-printed 

form supplied by the shipping firm or the bank on behalf of the importer. The consignee may thus, without 

presenting the original bill of lading, take receipt of the goods in advance under a shipping assurance. If a 

problem with the collection is discovered, the consignee and the importer bank will be liable for any loss or 

expenses incurred by the shipping firm. To safeguard the bank's ownership of the items, it is often used in 

conjunction with full margin or a trust receipt. A list containing the details required for transportation, such as the 

invoice number, the buyer, the consignee, the country of origin, the ship's departure and arrival dates, the ports 

and airports where the goods will be loaded and discharged, the location of delivery, the shipping mark or 

container number, the weight and volume of the goods, and the complete description of the goods, including 

packing information. 

Financial Records 

Reportage Credit D/C 

An agreement between a client and his bank that allows the customer to cash checks up to a certain sum 

conveniently. It also goes by the name performance bond. Typically, this appears in significant transactions 

involving items like crude oil, fertilisers, fishmeal, sugar, urea, etc. 
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Instructions for Collection 

An order made by an exporter to its banker allowing the bank to collect payments pursuant to the conditions of 

the contract on the exporter's behalf. 

Draught or Bill of Exchange 

Unconditional written order that directs the importer to pay the exporter on demand or at a later time a certain 

sum of money to the bearer's order, either now or in the future. 

Assurance Receipt 

A document authorising a bank to release commodities to a buyer; the buyer, who purchases the items for 

processing, is required to keep the goods separate from the rest of his or her assets and to keep them available for 

bank repossession. 

Note Promissoire 

A negotiable financial instrument that serves as proof of the bearer's right to payment from the overseas buyer. 

Governmental Records 

Authentication of Origin  

This attests that the manufacturing facility where the exported items were made complies with the demands of the 

importing authority. Generalised Systems of Preferences Certificate of Origin Form A.  A CO to back up the 

request for the goods of the exporting nation to be subject to preferential tariff entry into the GSP donors under 

the GSP they administer. 

Declaration of Import and Export 

a declaration given to the customs director at the port of entry or departure, stating all relevant information about 

the cargo. the kind of goods being transported and its final resting place or exporting nation. Its main function is 

the compilation of trade data. 

Import/Export Permit 

a document published by an appropriate government agency allowing the import and export of certain regulated 

items. 

Certification for International Imports  

a declaration made by the destination country's government confirming that the strategically important imports 

would be disposed of there. It is exclusively issued in Hong Kong in order to satisfy an exporting nation's 

requirements. 

Certificate of Delivery Verification  

a declaration made by the destination country's government confirming the arrival of a particular strategic good in 

the chosen nation. 

Landing Passport 

a certificate that a certain product has arrived at the specified country, issued by the government of the 

destination country. 

Customs Bill 

A document that specifies the selling price, freight charges, insurance costs, packaging costs, payment conditions, 

etc. in order to calculate the customs value is required by the importing nations' customs authorities. 

Worldwide Insurance 

Foreign commerce is rife with risks, in part because we are unable to fully control the forces of nature or guard 

against human error that compromises the safe transit of products. Businesses that export and import 

commodities rely significantly on the availability of insurance to protect against transportation hazards. 
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Aviation and Marine Insurance 

The most significant sort of insurance in the area of global commerce is the marine policy. This is so because 

marine insurance is the oldest and most established subset of insurance, and ocean shipping is still the most 

common mode of transportation for heavy freight. The foundation of all other insurance plans, including those for 

inland transportation and aircraft, is maritime insurance. 

Worldwide Transportation 

Because there are so many variations in the infrastructure, currency rates, culture, and languages of trade nations, 

managing the international transportation process is more difficult than managing domestic transportation. 

1. The choice of carriers, ports or gateways, middlemen, and the purchase of insurance are all considered 

transportation aspects. An international cargo involves a minimum of three carriers: a domestic, an 

international, and a foreign carrier. 

2. Liners, tramps, and private boats are the specific kinds of carriers that convey American ocean-borne 

goods. 

3. International shippers have access to four different categories of air carriers: cargo, express or courier, 

passenger, and air parcel post. 

4. Trucking, a key method of international shipping, is used for land transportation in many regions of the 

globe. It makes up all of the foreign traffic in various parts of the globe. Trucking still contributes 

significantly to the amount of international traffic in several countries even if the proportion is reduced. 

5. Transport of products using at least two distinct modes of transportation is known as multimodal 

transport; the carrier is responsible for the whole conveyance. 

Export-Ready Packaging 

Different items need various forms of protection. Transport packaging must safeguard items from the point of 

origin to the site of consumption against handling hazards across the distribution chain, storage risks before, 

during, and after distribution, and transport risks throughout distribution. 

Clearance of Customs 

The government's designated authority to carry out import- and export-related policies is the Customs 

Department. These assist the entry and exit of persons, commodities, and cargo while also collecting customs 

fees. 

Every nation publishes its foreign trade policy once a year, including the requirements for exporting and 

importing products and services. The policy's requirements are carried out by customs departments in accordance 

with applicable laws, rules, and tariffs. Many nations may accept imports without restriction, while others may 

only allow select categories with the appropriate licences. Numerous things are also listed as being prohibited 

from import and from entering the nation. Every thing brought into the nation must pass through customs. Any 

kind of imported cargo is held at a customs bonded area under customs authority until it is released upon 

clearance. Customs clearance job includes preparing and submitting the paperwork needed to enable exports or 

imports into the nation, representing the customer during customs inspection, assessment, and duty payment, as 

well as jointly accepting receipt of the cargo from customs following clearance, together with the paperwork. 

You don't seem like a Mexican Peanut to Me, Crossing the Border. The U.S. government's seriousness about its 

import restrictions on a range of items is widely known to Canadians. It's not a good idea to send Chinese peanuts 

as Mexican peanuts, for instance, in agricultural goods. But how can you determine the origin of orange juice, 

peanuts, and other agricultural products? How? Using a inductively coupled plasma mass spectrometer, that is. 

Since the latter part of the 1990s, the U.S. Such a device has been used by the Customs Service to check if the 

peanuts being sent to Safeway correspond to those cultivated in Georgia or Mexico. It resembles plant DNA 

testing in certain ways. The machine can determine whether a sample of peanuts matches a sample of peanuts 

known to be from a certain nation, even if it cannot determine with absolute certainty whether the peanuts in a 

sample are from that country. About ten years ago, frozen orange juice was analysed to start this procedure. 

Transhipment via a lower-tariff nation may significantly reduce the amount of tariffs paid since frozen orange 

juice from various nations has varied tariff schedules. U.S. in little over a year with the aid of the device. An 

unlawful transhipment case against Argentine peanuts, a case of dumping against Chinese garlic, and a case 

against a California coffee distributor who was adulterating Hawaiian Kona coffee with less expensive Central 

American beans and marketing the result as pure Kona were all built by Customs. 
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Driving Global Logistics and Distribution: Factors and Challenges 

Companies aiming to increase their competitiveness are the main factors influencing logistics in the twenty-first 

century. Customers, companies, and competitors are the three components of the competitive advantage that are 

identified via study. These components could each be found in a separate nation. Managing the customs function 

is essential for supply chain management success as products and commodities travel across national borders. 

The following are some areas in particular where we commonly see difficulties in the implementation of global 

logistics: 

1. Resulting in suboptimal sourcing because of insufficient total cost data. 

2. High management expenses for the sourcing and logistics function on a worldwide scale. 

3. As businesses struggle to balance supply and demand throughout the lengthy supply chain, they 

experience high inventories and missed revenues. 

4. Exorbitant prices for expedited freight. 

5. Inbound lead-time variability at a high level. 

6. Logistics management that is reactive rather than proactive. 

7. Disconnection between domestic transportation operations and incoming overseas movements. 

Delegating Management 

Outsourcing logistics management typically entails working with service providers who specialise in integrated 

operation, warehousing, and transportation services. These services can be scaled and customized to customers' 

needs based on market factors, such as the demand for and needs of their products and materials in terms of 

delivery services. These services often go beyond logistics and also include value-added services connected to the 

creation or acquisition of commodities, that is, services that connect various supply chain nodes. Another name 

for it is third-party logistics. 

Utilisation of Software in Distribution and Logistics 

Software is used for logistics automation, assisting the supply chain sector in automating workflow and system 

administration. Large sums of money are being spent by businesses on specialised supply chain software. In fact, 

at one point UPS was investing four times as much in information technology as it did in purchasing vehicles 

each year, leading some to wonder whether it is indeed a transportation business or an IT firm. 

III. CONCLUSION 

In conclusion, by offering standardized standards and guidelines, Terms of commerce or Incoterms serve as vital 

instruments for promoting international commerce. Businesses may define distinct roles, distribute risks, and 

simplify their international trade procedures by comprehending and using the proper Incoterms. Incoterms 

improve transparency, lessen disagreements, and guarantee seamless and effective commercial transactions. For 

companies to adapt to changing trade practices and preserve compliance with international trade standards, it is 

essential to continuously be aware of and comprehend the most recent changes and adjustments to Incoterms. 
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