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the costs incurred to
manufacture and package
the product (including: direct
materials, labour, factory
overheads, administrative &
management costs).

In international trade
especially transport and
other distribution costs play
a major role. The export
must have a complete
understanding of these costs

In developed markets
advertising & sales
promotion is necessary to
bring initial sales.

(

A unique product can
demand a higher price.
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Advertising & other
communication can
strengthen the appeal of the

roduct.
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In some instances the price is
set by the existence of similar
products in the target market
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This is dependant on the
intensity of demand for the
product. Example: Seasonal

variations imported
vegetables vs. locally grown

.

Intensive competition puts
pressures on prices. In some
instances you have to align
your prices with those of
your competitors.

L

Prices often fluctuate
because of exchange rates. It
is wise to consult the foreign

exchange division of your
bank for assistance when

<

‘{ Selling & distribution costs

“ Cost of marketing support.
J
~
J (
\
Product communication &
image.

‘( Competition
4

quoting in a foreign currency. )

- Cost of modifying a product
for a foreign market

- Operational costs of
exporting

- Costincurred in entering
the foreign market

- Clear-cut and hidden costs

- Reorganize the channel of
distribution

- Product adaptation

- Change tariff or tax
classifications

- Overseas assembly or
production

+ Many factors affect the
setting of the right price!

» Some of these factors are
controllable some not!

« Export pricing must be
FLEXIBLE!

« covers all your costs.

* Must be acceptable to you
buyer so he agrees to buy
from you.
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Cost of product

Product quality.

Principal price levels in the
target market.

+ Market supply & demand.

Foreign Exchange.

[This takes into account all the )
variable costs & fixed
overheads that are directly
attributable to production, &
a pre-determined profit
margin.

.
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Direct cost = raw materials +
direct labour + variable factory
overhead

-
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Marginal costing is an
accounting technique
whereby a marginal cost is
determined on the basis of
additional variable costs only.
It is the amount by which the
total cost is changed if the
volume of output of a
product is increased by one
unit.

.
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Break-even pricing allows a
firm to compare the profit
outcome of alternative sets
of prices. Firms can set prices
to achieve maximum profit
by concluding the price for
given volumes. Verifying the
volume that will deliver the

\
/( Direct cost pricing

INCOTERMS define the
mutual obligations of seller
and buyer arising from the
movement of goods under

an international contract
from the standpoint of risks,
costs and documents”

* Reduce the uncertainty
caused by trade practices in
different countries.

Why are they Important?

+ Simplify the negotiations
involved in international
commerce.

« Export-related costs
* Price escalation for exports
results from
* Methods for combating
price escalation
What is the “right”, price?
Export-Related Costs

* To keep, increase or defend

market share.

» Compare prices with the
competition.

+ Eliminate the competition.

* Achieve target profits or
maximise profits.

INCOTERMS: International

* Ensure common
understanding of obligations

+ Simplify some terms of an
international sales
agreement

- Take the place of a sales
agreement or terms and
conditions

* What do Incoterms not do?

- Supply all terms for an
international sale

- Not contract of carriage

- Not contract of insurance

« Apply to contract of sale

- Not documents related to
financing

D\
Commercial TERMS
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* To use excess production . o
capacity. Pricing Objectives

To project a high quality
image.

To survive.

The relationship between
price and quantity. Generally
as price decreases the
opportunity to sell more
increases.

But quantity is not the only
factor driving cost and price.

Controllable factors \

Independent price factors )——"’t Price factors

Full Cost Pricing

Marginal cost pricing

/( Break- even pricing

most profit.
\_ p
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( This implies that a high price
is charged where customer
interest is high and a low
price is charged where
customer interest is low,
despite that fact that the
product cost may be the

same in both cases.
J

competitors. Exporters would
peg their price to that of their

competitors.

. J

\§
( This is based on the actual or h - )
anticipated behaviour of ' 2. Competition-oriented

1. Demand-oriented pricing

PRICING METHODS

o B. Market-oriented pricing
pricing

( (1) High pricing strategy

( (2) Low pricing strategy
Export Pricing Strategy

( (3) Moderate pricing strategy

Price escalation refers to the
variation/increase in price

across countries or over
time. Reasons include... Cost
of exporting Taxes, tariffs

Price Escalation

and administrative costs

+ Lowering cost of goods

* Lowering tariffs (using
customs classification)

+ Lowering distribution costs

Reducing Price Escalation

Purpose

A

Packing

- Even if those documents
and the Incoterm Rule
chosen have some
implications for one another

- Warehousing

- Packing and loading

- Inland freight

- Terminal charges

- Freight forwarder's fees

Loading

» Terms covered by
Incoterms

- Ocean/air freight

Preliminary Transportation

Customs Clearance for
Export

- Duty, taxes, & customs
clearance
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- Delivery

Handling Outbound

Insurance

Under EX Work, the seller
minimizes his risk by only
making the goods available
at his own premises.

- Security Clearances (new to
2010)

Main International
Transportation

Handling Inbound

Customs Clearance Duties

Seller delivers when it places
the goods at the disposal of
buyer at the seller's premises
or another named place (i.e.
works, factory, warehouse,
etc.).

Final Transportation

Unloading

* Ex Works (EXW)

Seller does not need to load
the goods on any collecting
vehicle, nor does it need to
clear the goods for export,
where such clearance is
applicable.

Fewest up front
requirements for seller

Example: “Ex works *factory]
Wheeling, WV, U.S.A.
(Incoterms 2010)"

« clears export customs, )

Seller

« delivers goods to carrier )

Seller delivers the goods to
the carrier or another person
nominated by the buyer at
the seller's premises or
another named place.

« evidence of delivery )

The parties are well advised
to specify as clearly as
possible the point within the
named place of delivery, as
the risk passes to the buyer
at that point.

If the named place is seller’s
premises: seller must load
goods onto buyer's means of
transport

J

Seller’s delivery options\

* Free Carrier (FCA)

If the named place is any
other place: seller must place
the goods at buyer’s (or his
carrier’s disposal) on seller's
mode of transport (ready for
unloading)

J

Seller clears goods for export )

Improvements over Ex Works

Can be used to require seller
to load goods, when seller is
in a better position to do so

Carriage Paid To

« Carriage Paid To (CPT)

Seller delivers the goods to
the carrier or another person
nominated by the seller at an

agreed place (if any place is
agreed between the parties)

and the seller must contract
for and pay the costs of
carriage necessary to bring
the goods to the named
place of destination.

2 points of importance

Place of delivery of goods to
carrier

« Carriage and Insurance Paid
To (CIP)

Place of destination
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Carriage and Insurance Paid
To

Seller delivers when the
goods, once unloaded from
the arriving means of
transport, are placed at the
disposal of the buyer at a
named terminal at the
named port or place of
destination.
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Seller delivers the goods to
the carrier or another person
nominated by the seller at an

agreed place (if any such
place is agreed between the
parties); seller must contract
for and pay the costs of
carriage necessary to bring
the goods to the named
place of destination.

J
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* Delivered at Terminal (DAT)

“Terminal” includes any
place, whether covered or
not, such as a quay,
warehouse, container yard or
road, rail or air cargo
terminal.

N [~

The seller bears all risks
involved in bringing the
goods to and unloading them
at the terminal at the named
port or place of destination.
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* Delivered at Place (DAP)

Seller delivers when the
goods are placed at the
disposal of the buyer on the
arriving means of transport
ready for unloading at the
named place of destination.

+ Using Foreign Trade Zones

* Taking a lower profit

WYL
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Be aware that price is only
one part of a comprehensive
package. Avoid early price
concessions.

Carefully consider
concessions that reduce
price or profitability.

Rules for any mode of
transport

Know conditions in

importer's market. Price Negotiations

Focus negotiations first on
substantive issues

1. Factory cost of product &
profit = EXW/EX Works.

2. Export packing & marking,
loading, in-land transport,
documentation = FCA Free

Carrier At....

N\
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2. Export packing & marking,
loading, in-land transport,
documentation = FCA Free

Carrier At....

\_
4. Insurance = CIP/CIF Cost
insurance paid.

5. Transport to importer’s
warehouse, duties, taxes &
clearing agent's fees = DDP

Delivered Duty Paid.

6. Importer's mark-up,
wholesaler's mark-up and
retailer's mark-up = Price to
consumer.

-

J
The key element that can
turn an enquiry into an order
is the price quotation -
setting out of the price and .
terms and conditions of sale Export Quotations
under which the exporter
agrees to supply the buyer.
~

Speed: Respond quickly to
show the you are keen and

efficient.
- J

~

Clarity: Be clear and include
the relevant details

L requested by the customer

Quiality: Back up all claims
made, present a professional

uotation
q y,
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Follow-up: The wheel that
makes the most noise gets
the most attention

» Some expression of thanks
for the enquiry

+ Clear and concise
description of goods &
quantities

+ Statement of terms &
delivery & packaging

+ Details of prices, discounts

« Date of delivery

| Good quotations should

« Period for which the contain:

quotation is valid

* Preferred method of
payment

* Be upbeat and enthusiastic
in all correspondence.
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The seller bears all risks
involved in bringing the good
to the named place.

Seller delivers the goods
when the goods are placed at
the disposal of the buyer,
cleared for import on the
arriving means of transport
ready for unloading at the
named place of destination.

+ Delivered Duty Paid (DDP)

DS N

The seller bears all the costs
and risks involved in bringing
the goods to the place of
destination and has an
obligation to clear the goods
not only for export but also
for import, to pay any duty
for both export and import
and to carry out all customs
formalities.

g

Seller delivers when the
goods are placed alongside
the vessel (e.g., on a quay or
a barge) nominated by the
buyer at the named port of
shipment.

.

* Free Alongside Ship (FAS)

(

The risk of loss of or damage
to the goods passes when
the goods are alongside the
ship, the buyer bears all
costs from the moment
onwards.

J
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Seller delivers the goods on
board the vessel nominated
by the buyer at the named
port of shipment or procures
the goods already so
delivered.

J

* Free On Board (FOB)

.

The risk of loss of or damage
to the goods passes when
the goods are on board the
vessel, and the buyer bears
all costs from that moment
onwards.

- Seller delivers the goods on
board the vessel or procures
the goods already so
delivered.

J

+ Cost and Freight (CFR)

- The risk of loss of or
damage to the goods passes
when the goods are on board
the vessel.

J

Rules for Sea and Inland
Waterway Transport

-

The seller must contract for
and pay the costs and freight
necessary to bring the goods
to the named port of
destination.

J
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- Seller delivers the goods on
board the vessel or procures
the goods already so
delivered.

J

+ Cost Insurance and Freight
(CIF)

.

- The risk of loss of damage
to the goods passes when
the goods are on board the
vessel.

J
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- The seller must contract for
and pay the costs and freight
necessary to bring the goods
to the named port of
destination.

J

1) Product production or
modification cost.

Costs Cover what you have

spent or will spend or use to
make and deliver a product
to a customer:

Export Cost Factors
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2) Promotion cost.

3) Packaging and labeling
cost.

4) Shipping or delivery Cost.

(T
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5) After-sales service cost.




