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Background

A sales contract is an agreement between seller
%V and buyer
j On a product — a quantity — a price

Sales contracts usually don’t provide specific information on the respective obligations of

seller and buyer for delivery of goods, i.e.:
*Who organizes and pays the transport?

\ *Who bears the risk in case of damage on the goods?
*Who handles shipping documents?
*Wo organizes customs clearance?

Answers to these questions are given by Incoterms® (= trade terms).

&
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What are INCOTERMS®?

* Stands for “International Commercial Terms”

* International standardized rules defining the respective obligations of seller
and buyer in the delivery of goods in a purchase/sale contract

* Created in 1936 by the International Chamber of Commerce (ICC) in Paris to
facilitate the conduct of global trade

* Updated regularly to adapt to international trade evolutions
* Latest version: “Incoterms® 2020” (replaces Incoterms 2010)
Effective from 1%t of January 2020

Incoterms training 4 %‘
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Incoterms 2020: Where to find?

Incwterms

[T

ﬁ Published by the International
use Chamber of Commerce (ICC)

Sold as printed book or eBook

Incoterms training

5
Geographical scope of INCOTERMS®
* Recognized and used worldwide for
» Domestic trade transactions
* Within the same country
* Within a customs union such as the European Union
* International trade transactions
21/04m%mstraming 6 %‘n
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What do INCOTERMS® describe?

e 1 he OBLIGATIONS of seller and buyer

e Who organizes the transport and/or insurance of the goods?
¢ Who obtains shipping documents and export and import licenses?

s Divison of COSTS

¢ Who pays the transport costs?
¢ Who pays loading and unloading costs, packaging, checking and security relayed costs

B s

¢ Where and when the seller “delivers” the goods?

e Who bears the risk of loss or damage to the goods
during transport, packaging, loading, unloading?

Example of costs in international trade

e Loading charges e Unloading charges

e Delivery to port/place e Terminal charges

e Export customs e Carriage to place of
formalities destination

e Terminal charges e Import customs

e Carriage to port of export formalities
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What is NOT covered by INCOTERMS®?

. Transfer of title/ownership of the goods

. Payment terms (the time, place, method or currency of payment )

. Applicable legislation including customs legislation

. most consequences of delays and other breaches in the performance of contractual obligations
. the remedies which can be sought for breach of the contract of sale

. dispute resolution

. Force majeure or hardship

. Relationship with the carrier — covered in the transport contract

These provisions must be covered in the sales/purchase/transport contract
Incoterms training 9 %‘

Compliant use of Incoterms

* Each 3-letter Incoterm rule must be followed by a specific location (= a “named place”)
* e.g. FCA (insert named place), Incoterms 2020
* Be as specific as possible in order to avoid any ambiguity, especially for port or warehouse locations
* e.g. “CIF Shanghai Port, Qauy 241,China, Incoterms® 2020”
e E.g. “DAP Company XY, 120 Central Avenue, Dallas, TX, USA, Incoterms® 2020

“FOB Antwerp Euroterminal, Belgium, Incoterms®
o N 2020

Applicable \ Specify the

Incoterm Always add the specific location curre:;rlsr;gzterm
where the goods must be “delivered”
(= where the risk transfers from seller
to buyer)

€
21/04/2023 Incoterms training 10 m‘
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Where to specify Incoterms®?

* in sales or purchase contract

* On sales or purchase order

* On order confirmation

* Oninvoice

* On customs declaration (box 20)
* Also for Free of Charge shipments

* and for samples

21/04/2023 Incoterms training 11 @!
4
11
Caution
Incoterms mentioned on invoices often do not reflect
actual situation
recommended to look at contract and facts
E.g.: EXW whereby supplier nevertheless arranges the
transport
21/04/2023 Incoterms training 12 @!
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Incoterms & VAT

Not transfer of ownership
* Determine who is responsible for the transport and customs formalities

E.g. EXW - Indicates goods are made available at factory gate and customer
comes to collect the goods and will in principle arrange for the transport

* Mentioning of Incoterm is not a mandatory invoice requirement but recommendable (provided correct use)

«  Attention: Incoterms mentioned on invoices often do not reflect actual situation -» recommended to look at
contract and facts

E.g. EXW whereby supplier though arranges the transport

Incoterms and VAT/Customs impact 13

13
Impact of Incoterms®?
—
e Incoterms are part of the sales contract
s On Logistics
e identification of logistics costs
e identification of risks borne during transport
¢ determination of the location where goods should be delivered
« delivery/handover of shipping documents
N o
¢ |dentification of whose responsible for export clearance
¢ |dentification of whose responsible for import clearance
e Impact on customs value ( CIP value in EU; FOB value in US)
&
21/04/2023 Incoterms training 14 Q;@l
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INCOTERMS® 2020 explained

Incoterms training

15
Incoterms 2020: Overview
Any mode of transport: Sea or inland waterway transport:
* EXW (Ex Works) e FAS (Free Alongside Ship)
o FCA (Free carrier) e FOB (Free on Board)
e CPT (Carriage Paid To) e CFR (Cost and Freight)
e CIP (Carriage and Insurance Paid To) e CIF (Cost Insurance and Freight)
o DAP (Delivered at Place)
e DPU (Delivered at Place Unloaded)
e DDP (Delivered Duty Paid)
<YNCOI
’7 .......
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Incoterms 2020
Which rule to select?

Any mode of transport: Sea or inland waterway transport:

¢ To use where goods are not to be placed on ¢ To use where the seller places the goods on
board or alongside a vessel, but board of a vessel (FOB, CFR, CIF)

e the point where the seller places the goods e or, alongside a vessel (FAS)
or hands over the goods to a carrier (CPT, e at a sea port or river port
CIP)

e That port = point where seller delivers
e or, where the seller hands the goods over to goods to buyer, and

the buyer (EXW, FCA)

¢ Or, the point at which the seller puts the
goods at the disposal of the buyer (DAP,
DPU, DDP)

e where risk of loss/damage is transferred

17

Incoterms 2020: structure
Seller’s delivery obligations

Make goods available to the buyer at Seller’s premises or warehouse, unloaded

FCA - FAS

_FOB Deliver the goods to the carrier appointed by the buyer

’%

e,

e Con,
‘7%

Deliver the goods to the carrier appointed by the seller

Deliver the goods to the carrier appointed by the seller;

CIP - CIF Seller to procure cargo insurance

Arrival
contracts

DAP — DPU - DDP Deliver the goods at the named place in the destination
country

18
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INCOTERMS® 2020 - Explanatory Notes cover:

A1/B1 General obligations
A2/B2 Delivery/Taking delivery
A3/B3 Transfer of risks

A4/B4 Carriage

A5/B5 Insurance

B

A6/B6 Delivery/transport document
A7/B7 Export/import clearance
A8/B8 Checking/packing/marking
A9/B9 Allocation of costs

A10/B10 Notices

&
21/04/2023 Incoterms training 1 %l
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Rules for any mode of
transport

Incoterms training
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Ex Works

EXW [+named place of delivery] Incoterms 2020

> @@
-&aﬂﬂk@

o7 8 Thomma

| transport
[ | risk
EXW oo ot

* When seller places goods at
the disposal of the buyer

* At the seller’s premises
(factory, warehouse, ...)

* Unloaded

« Seller must weigh, package
and mark the goods at its
own cost

Transfer of risk
of loss or damage

Carriage

Export & Import clearance

* It’s up to the buyer to
arrange for the carriage at its
own cost

* From the place of delivery

* The buyer is responsible for
all export/transit/import
formalities, incl.:

* Security clearance

* export, import permit(s)

* Import duties & taxes

* Customs license(s)

* Customs inspection

+ At the buyer’s cost

* Risk transfers when seller
places goods at the disposal
of the buyer

Delivery document

* Buyer to provide evidence of
having taken delivery

Incoterms training 22
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Caution on using EXW

* EXW is not recommended for international, cross-border transactions

- Seller may face difficulties in obtaining the proof of exit since the buyer is responsible for the
customs clearance at export => without proof of exit, no VAT exemption for the seller

- Seller has no view on where and how the transport is going (risk of diversion, non-
compliance)

* EXW may be suitable for transactions within a country (domestic trade)
* or for intercompany sales

21/04/2023 Incoterms training 23 m‘

23

Free Carrier
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Free Carrier

FCA [+named place of delivery] Incoterms 2020

When seller places goods at the

disposal of the buyer

* (1) At the seller’s premises
(factory, warehouse, ...)

* Loaded on the means of
transport arranged by the buyer

* OR (2) at another place
* ready for unloading from the
seller’s means of transport

+ Seller must weigh, package and
mark the goods at its own cost

Transfer of risk
of loss or damage

* Risk transfers when seller
places goods at the disposal
of the buyer

Carriage

* The buyer to arrange for the
carriage at its own cost

* From the place of delivery

* The seller must comply with
transport related security up
to delivery

Delivery document

* Seller to prove that he
delivered goods
« Seller may assist buyer in

Incoterms training

Export clearance

* The seller is responsible for
the export formalities, incl.

* security clearance

* export permit(s)

* Customs license(s)

* Customs inspection

* At the seller’s cost

Import clearance

* The buyer is responsible for
the import/transit
formalities, incl.

* Import duties & taxes

* security clearance
* import permit(s)

* Customs license(s)
* Customs inspection
* At the buyer’s cost

obtaining transport contract

25
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Carriage Paid To
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Carriage Paid To
CPT [+named place of destination] Incoterms 2020

- )
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CPT ) trarnlssort

costs

BUYER

Place of
destination

Transfer of risk

Export clearance
of loss or damage

Carriage

Import clearance

When seller delivers the goods to X
the buyer * Risk transfers from seller to

* The seller to arrange for the
carriage at its own cost

« from the place of delivery

* to the named place of
destination

* The seller is responsible for
the export formalities, incl.

* The buyer is responsible for
the import/transit
formalities, incl.

* Import duties & taxes

* security clearance

* by handing them to the carrier buyer. when seller

« contracted by the seller (physically) hands the goods
to the carrier

* The seller must deliver the goods * The buyer bears risk of loss/

* security clearance
* export permit(s)
* Customs license(s)

on the agreed date (period) damage to the goods from © GIHEIE ms?ectlon + import pe-rmn(s)
e 6 vy o e eamiEr Deli d t * At the seller’s cost * Customs license(s)
« Seller must weigh, package and Y elivery document « Customs inspection
mark the goods at its own cost « If agreed, Seller to provide « At the buyer’s cost
buyer with transport contract

LEARNING
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Carriage and Insurance Paid To
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Carriage and Insurance Paid To
C|P [+n:|mpd plnr‘p of dpcfinnfinn] Incoterms 2020

P @ . L
-&aﬁ@ &T? Tﬂkﬂ&a—

costs

Transfer of risk
of loss or damage

Export clearance Import clearance

Carriage

When seller delivers the goods to
the buyer

* by handing them to the carrier
+ contracted by the seller

* The seller is responsible for * The buyer is responsible for
the export formalities, incl. the import/transit

* security clearance formalities, incl.

* export permit(s) * Import duties & taxes

* Customs license(s) * security clearance

* The seller must deliver the goods * The buyer bears risk of loss/ I « import permit(s)
* At the seller’s cost * Customs license(s)

on the agreed date (or period) damage to the goods from
« Seller must weigh, package and theindeliverytorthe/carrien TOSEIES * Customs inspection

mark the goods at its own cost « The seller must obtain cargo * At the buyer’s cost

* The seller to arrange for the
carriage at its own cost

« from the place of delivery

* to the named place of
destination

* Risk transfers from seller to
buyer when seller
(physically) hands the goods
to the (first) carrier

insurance at its own cost
* To cover, at the minimum,
contract price + 10%

<qNCOI
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Delivered at Place
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Delivered at Place
DAP [+named place of destination] Incoterms 2020

Delivery Transfer of risk

Carriage Export clearance Import clearance
of loss or damage

When seller places the goods at the
disposal of the buyer * The seller bears all risks up to
* Atthe named place of destination the named place of
* On the arriving means on the destination

arriving means of transport
* Ready for unloading

* The seller to arrange for the * The seller is responsible for * The buyer is responsible for
carriage at its own cost the export formalities, incl. the import/transit
* to the named place of * security clearance formalities, incl.
inati * export permit(s) * Import duties & taxes
* Customs li (s) * security clearance
* Customs inspection * import permit(s)
* At the seller’s cost * Customs license(s)
* Customs inspection
* At the buyer’s cost

Delivery document

* By Seller to all i
« Seller must weigh, package and t:kseeo:err :h: o;l);::yer O
mark the goods at its own cost &
&
Incoterms training 32 m‘
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Delivered at Place Unloaded
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Delivered at Place Unloaded
DPU [+named place of destination] Incoterms 2020

Transfer of risk
of loss or damage

Delivery Carriage Export clearance Import clearance

When seller places the goods at the

disposal of the buyer

* At the named place of destination

* Unloaded from the arriving
means of transport

* The seller to arrange for the  The seller is responsible for * The buyer is responsible for
carriage at its own cost the export formalities, incl. the import/transit

* to the named place of * security clearance formalities, incl.
destination, incl. unloading « export permit(s) « Import duties & taxes

* Customs license(s) * security clearance

Delivery document * Customs inspection * import permit(s)

. " * At the seller’s cost * Customs license(s)
Seller must weigh, _package and « By Seller to allow buyer to + Customs inspection
mark the goods at its own cost take over the goods o AR AT s
&
Incoterms training 34 .qN—C\OI

’7 LeARNiNG

* The seller bears all risks up to
the named place of
destination including for the

unloading of the goods

34

Delivered Duty Paid

Incoterms training
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Delivered Duty Paid
DDP [+named place of destination] Incoterms 2020

P~

- o Place of
pop HE) trarr;:mt4 @ destination

COsts

Transfer of risk Carriage Export & Import clearance
of loss or damage

When seller places the goods at the . * The seller to arrange for the * The seller is responsible for
. * The seller bears all risks up to h N Py
disposal of the buyer carriage at its own cost all export/transit/import
R the named place of PR
* At the named place of destination P * to the named place of formalities, incl.:
L destination - ,
* On the arriving means on the destination * Import duties & taxes
arriving means of transport * Security clearances
* Ready for unloding Delivery document * export, |m.port permit(s)
* Customs license(s)
« By Seller to allow buyer to « Customs inspection
* Seller must weigh, package and take over the goods « At the seller’s own cost

mark the goods at its own cost

&
Incoterms training 36 m‘
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36
Caution on using DDP
* DDP is not recommended for international, cross-border transactions
* Seller is responsible for import clearance in the buyer’s country which in many countries is
legally and physically difficult in many foreign countries (unfamiliar law, local rules and
habits ...)
 Seller responsible for paying applicable import duties and taxes (VAT liability)
 Alternative: DDP excluding import VAT (to specify in contract, PO, order confirmation ...)
* DDP may be suitable for transactions within a country (domestic trade)
* or for intercompany sales
21/04/2023 Incoterms training 37 g@!
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Rules for sea and inland
waterway transport

38

Free Alongside Ship

39
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Free Alongside Ship
FAS [+named port of loading] Incoterms 2020

£
SELLER ®
ras E—

COsts

Transfer of risk
of loss or damage

Carriage Export clearance Import clearance

When seller delivers the goods to oG fers fi I « The buyer to arrange for the « The seller is responsible for * The buyer is responsible for
the buyer LI tran: ersh CIEEAD carriage at its own cost the export formalities, incl. the import/transit
* Alongside the vessel (e.g.on a :I':)‘:\egrs‘iﬂ(’ieetrt‘\; Vegf:;ds are « from the named port of * security clearance f°f"‘a"295r incl.
i . i * Import duties & taxes
quay or barge) ‘ : o st e shipment export permlt(s) : r
* at the port of shipment (loading . . * Customs security clearance
point) (g pei) Delivery document * Customs inspection * import permit(s)
* At the seller’s cost * Customs license(s)
+ On the agreed date « Seller to provide buyer proof * Customs inspection
8 of delivery = transport doc. * At the buyer’s cost
+ Seller must weigh, package and
mark the goods at its own cost

&
Incoterms training 40 m‘
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Free On Board
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Free on Board
FOB [+named port of shipment] Incoterms 2020

LD
il © =

transport
FOB (=) Tis

Transfer of risk

Carriage

Export clearance Import clearance

of loss or damage

When seller delivers the goods to e T . The‘b_uygtAo arrange for the « The seller is responsible for « The buyer is responsible for
the buyer buyer when the goods are on carriage at its own cost the export formalities, incl. the import/transit

+ on board of the vessel ; ] . frffm the named port of * security clearance formalities, incl.

* at the named port of shipment i e shipment « export permit(s) * Import duties & taxes

* Customs license(s) * security clearance

* Customs inspection * import permit(s)

* At the seller’s cost * Customs license(s)
* Customs inspection
* At the buyer’s cost

* On the agreed date

* The buyer bears risk of loss/ Delivery document
* Seller must weigh, package and dan:\age .to GiegeEebiien « Seller to provide buyer proof
mark the goods at its own cost their delivery to the vessel of delivery = transport doc.
Note: When containerized goods are handed over to a
: . inal ECA.L .

&
21/04/2023 Incoterms training 42 ﬁC\OI
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Cost and Freight
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Cost and Freight
CFR [+named port of destination] Incoterms 2020

)
SEiler © FEEE

transport Port of
CFR =) Sk e
costs

Transfer of risk

Carriage Export clearance Import clearance
of loss or damage

When seller delivers the goods to o ik s Es fem sdlEr @ ° The‘seller EDEENE for the * The seller is responsible for « The buyer is responsible for
G e buyer when the goods are on LR G G s the export formalities, incl. the import/transit
« on board of the vessel board of the vessel « from the port of delivery « security clearance formalities, incl.
* At the shipment port + at the shi i * to the named port of « export permit(s) « Import duties & taxes
« Seller must weigh, package and * The buyer bears risk of loss/ QS * Customs !icense(_s) * security clealjance

mark the goods at its own cost damage to the goods from Customs inspection import permit(s)

their delivery to the vessel Delivery document * At the seller’s cost  Customs license(s)

« Seller to provide transport * Customs inspection

doc. to buyer to allow him to
claim goods from carrier

* At the buyer’s cost

Note: For container transport where more than one
transport mode is used, CPT is more appropriate

&
21/04/2023 Incoterms training " e
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Cost, Insurance and Freight
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Cost, Insurance and Freight
CIF [+named port of destination] Incoterms 2020

L

CIF

When seller delivers the goods to
the buyer
* on board of the vessel

* At the shipment port

SEllER ©
transport

Ccosts

Lisk

Transfer of risk
of loss or damage

* Risk transfers from seller to
buyer when the goods are on

board of the vessel

* at the shi port

* Seller must weigh, package and
mark the goods at its own cost

* The buyer bears risk of loss/
damage to the goods from
their delivery to the vessel

Note: For container transport where more than one
transport mode is used, CIP is more appropriate

Carriage

* The seller to arrange for the
carriage at its own cost

« from the port of delivery

* to the named port of
destination

* The seller must obtain cargo
insurance at its own cost

* To cover, at the minimum,
contract price + 10%

21/04/2023

Incoterms training

Port of
destination

Export clearance

* The seller is responsible for
the export formalities, incl.

* security clearance

* export permit(s)

* Customs license(s)

* Customs inspection

* At the seller’s cost

Delivery docum

« Seller to provide transport
doc. to buyer to allow him to
— claim goods from carrier

Import clearance

* The buyer is responsible for
the import/transit
formalities, incl.

* Import duties & taxes
* security clearance

* import permit(s)

* Customs license(s)

* Customs inspection
At the buyer’s cost

. <¥Uncol

’7 LeARNiNG
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Example of Company policy guidelines
e e L =

EXW Not allowed None, also not when the transport is arranged by ~ Under EXW the buyer must obtain export clearance. The
a forwarder seller runs the risk of not obtaining proof of export/exit
and cannot obtain VAT exemption
FCA Allowed Caution: truck may not depart before the mandatory
£ customs document (EAD or TAD) is given to the driver
o
e CPT Allowed Seller to hand over goods to the first carrier where risk is
§ transferred to the buyer
s
s CIP Allowed Seller to procure cargo insurance on contract value +10%
a
)
3 DAP Allowed Seller must arrange + pay transport and bears risk up to
£ the final destination
= DPU Not recommended Under DPU seller is responsible for unloading its goods
from the means of transport at destination
DDP Not allowed Post-Brexit deliveries in the UK if the customer DDP requires that seller obtains import clearance in
contractually agrees to take care of the import destination country ( import declaration, import duties and
VAT. To specify “DDP [place] excluding VAT” VAT) which is difficult and risky
FAS Sub-optimal Not suitable if goods are handed over to a carrier at a
'g container terminal. Better to use FCA.
'—g 5 FOB Allowed Seller to place goods on board of a vessel contracted by
= E the buyer
T g
% ® CFR Allowed If goods are to be transported to a container terminal in
— 8 3 the destination country it’s better to use CPT _—
@ CIF Allowed to procure cargo insurance on contract value +x% %‘

LEARNING
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Cost allocation and risk
transfer
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Allocation of costs to buyer and seller - Risk transfer
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Incoterms 2020 - Overview
Rules for any mode of transport (1/2)

SELLER e ‘%"%T E Té‘luﬂ i

| transport
Not | risk
allowed EXW [ ] costs

FCA =)

CPT } tranvsort

COsts

L O ——

% transport + insurance
> TTS]
COStS

Incoterms training 51
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Incoterms 2020 - Overview
Rules for any mode of transport (2/2)
G ,.“ - o, -
SELLER : '
DAP ) transort BUYER
- crt;:ts
DPU ) tra?]ssort
Ccosts
Res:rsi;ted D D P ) tI'E:.?SSkDI't @
costs
Incoterms training 52 g@!
52
Incoterms 2020 - Overview
Rules for sea and inland waterway transport
Fally)
SELLER EEEEE Y E» BUYER
transport
=_IE_
FAS
FOB
CFR
CIF ) trarni:kort + insurance
Incoterms training 53 %I
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VAT and Customs impact

24-4-2023
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Incoterms & VAT
Exempt intra-Community supplies

* One of the conditions to exempt an intra-Community supply

= Transportation to another EU MS by the supplier or customer or on their behalf

e Proof of transport

* Chain transactions and triangulation

* Incoterms determine who is responsible for the transport

* Issues may rise when customer arranges for the transport e.g. EXW, FCA, FOB

Incoterms training 55 "7 Leaine
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Incoterms and VAT
Imports

* Incoterms determine who needs to take care of import formalities
* DDP: the seller
e Other terms: the buyer

* The importer or record generally needs to register for VAT (payment of import VAT)

* Use of DDP may have VAT consequences for foreign companies in country of importation

e Potential solutions:
e Use of other Incoterm
* Use DDP VAT unpaid (if possible in country of import)

&
21/04/2023 Incoterms training 56 m‘

56

Incoterms & Customs
Incoterms on Customs Declarations

* Box 20 of the Single Administrative Document (SAD)

+» Mandatory for regimes: A, C, E, H, |
e A:Export
* C: Re-export after PCC, IPR, Temporary Importation
* E:Temporary Export (OPR)
* H: Release for free circulation

e I: Entry under a customs procedure other than bonded warehousing and OPR (IPR, PCC, Temporary
Importation)

+* Not for regimes: B, D, J, K
* B:Storage in bonded warehouse with view on export with pre-financing (export refunds)
* D: Re-export after bonded warehousing
e J:Entry in bonded warehouse Type A, B, C, Eor F
e K:Entry in bonded warehouse Type D

&
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Incoterms & Customs
Incoterms and customs declaration/authorizations
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Incoterms & Customs
Incoterms and customs value
e General principle: basis for calculation of customs value =
Price CIF (CIP) first border
|
|
Part of customs | NOT part of
value . customs value
|
e |f other term is used, for customs valuation purposes:
*  Freight/insurance costs can be deducted from invoice price ( C, D terms)
*  Freight/insurance need to be added to invoice price (E, F, C terms)
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Incoterms & Customs
Incoterms used in the Rules to determine preferential origin

* Many origin rules refer to ‘the EXW price of the goods’

E.g. Free Trade agreement (‘Protocol’) EU — Switzerland. Agreement concerning the definition of the
concept of "originating products" ...

ex Chapter 87 ‘Vehicles other than railway or Manufacture in which the value of
tramway rolling-stock, and parts all the materials used does not
and accessories thereof; except exceed [40% of the ex-works price |
for: of the product

"ex-works price"| means the price paid for the product ex works to the manufacturer in the
Community or in Switzerland in whose undertaking the last working or processing is
carried out, provided the price includes the value of all the materials used. minus any

internal taxes which are, or may be, repaid when the product obtained is exported:

&
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Thank you

Rudi Du Bois

| Questions?

QQ 0492089520 [3J] rudubois@deloitte.com

https://www.Deloitte.com/
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