
EXPORT TRADE TRAINING 
PROGRAM

Section 3

Pricing & Costing
Know all your Costs
In order to Negotiate a Fair 
Deal



What are the cost factors?

� Int’l promotion/mkg.
� Inland (country) freight
� Ocean/air freight
� Inland freight in target 

market 
� Marine/air insurance
� Export Preparation

� modification
� packaging, labeling

� Forwarder fees

� Regulatory compliance: 
standards, inspection

� Import duties
� Taxes, fees  importing 

country
� Distribution channel 

mark-ups
� Bank, legal fees
� Transaction financing



Transactional Risks

� Permits and certificates
� Quotas
� Shipping availability
� Exchange permits
� Import Certificates
� Tariffs/barriers
� Trade term requirements (foreign language)
� Legalization required (certificate of free sales)
� Shipping terms (Inco Terms)



INCOTERMS 
(International Commercial Terms)

� INCO terms: A standardized approach that defines the 
responsibilities for each parties risk and cost

� E.G. CIF, CFR, FOB, FCA, CPT

� Importance of communication to buyer the 
correct sales/delivery term wanted
� Avoid confusion
� Avoid delays
� Avoid unnecessary risks



INCOTERMS 
(International Commercial Terms)

� Purchase a copy of Incoterms 2000 contact International 
Chamber of Commerce 
(www.iccwbo.org/home/menu/incoterms.asp)

� Brief explanations of the Incoterms go to:
� www.transplace.com/intl_incoterms.htm
� www.itdmgmt.com/incoterms.htm
� www.schenkerusa.com/incoterms.html

� The most frequent terms used in international quotations 
are: EXW, FCA, FOB, CFR, and CIF



INCOTERMS





Define the Terms of Sale

� Terms of sale define the responsibilities of the 
buyer/seller in an export/import transaction

� Terms of sales must be negotiated in 
conjunction with the terms of the payment

� Focus on the buyers and sellers delivery 
obligations 



Assure Common Understanding

� Provide an internationally accepted definition of
� Buyer/seller responsibilities
� Allocation of cost
� Assumption of risk

� Have been adjusted to reflect the most recent 
commercial practices



INCOTERMS DO NOT

� Dictate the contract of carriage

� Include all the duties of buyer/seller in a 
transaction

� Deal with breach of contract
� Provide exemption from liability in case of 

impediments

� Do not speak about payment arrangements



Basic Terms of Payment

Almost NoneBuyer to Pay 
Draft when 

due

Before 
Payment

On MaturityDocuments 
against 

acceptance

Seller to 
ship proper 

goods

Risk of non-
pickup

After Paid 
(marine) 

Before (air)

Before/After 
shipment

Cash 
Against 

Document

Little or 
none

Reliant of 
buyer to pay

Before 
Payment

As agreedOpen 
Account

Reliant on 
shipper

None if 
funds are 

“good”

After 
Shipment

Before 
Shipment

Cash in 
Advance

Risk: 
Buyer

Risk: 
Seller

Goods to 
buyer

Time of 
payment

Method



Basic Terms of Payment 
Cash In Advance

Plus / minus
+ Payment Assured
+ No concern re: Title or                 

possession
- Difficult to get much 

business under the terms

Appropriate Term When
� Political / Economic 

situation in buyers 
country unacceptable

� Non-creditworthy client
� Small emergency orders
� First orders – no credit 

information
� Only game in town



Basic Terms of Payment 
Open Account

Plus / Minus
+ Normally, littlie concern about 

title & possession
+Avoid “middleman” fees of the 

bank, etc.
+Might enhance market share in 

given market
+flexibility
-Possible delays in payment
-Possible default
-increased credit management 

expense

Mitigate Risks by
� Insuring A/R (if possible)
� Immediately soliciting 

payment at due date
� Providing full information 

to client for affecting swift 
transfer of $$ to your 
account

� Monitoring account 
balances

� Monitoring credit / country 
risks carefully



Basic Terms of Payment 
Documentary Credits

Plus / Minus
+”At sight” a good intermediary 

term between open acct and 
L/C

+Title & Possession retained if 
documents not picked up

+Have the leverage of buyers 
bank being aware of non-
payment

-Easily abused by buyer: late 
pickup, disputes

-May incur additional fees if buyer 
fails to pick up docs or delays 
getting out of port

Mitigate Risk by
� Marine B/L consigned “to order of 

shipper” or the foreign bank
� Consigning air, truck, and rail bills 

to care of bank (needs banks prior 
consent)

� Dating time drafts for B/L, invoice, 
or other document

� Having alternate buyers in that 
market or near-by markets

� If possible, having goods 
inspected prior to shipment

� Following up collection efforts 
immediately

� Insuring,  if possible



Basic Terms of Payment 
Letter of Credit

A letter of Credit is an instrument issued by a 
bank on behalf of its client and calling for 
recipient  (=Beneficiary) to provide commercial 
goods/services to its client (=Account Party) and 
to evidence such delivery by presentation of the 
documents called for in the instrument within the 
time frames set by the instrument.  The 
instrument carries the conditional guaranty of 
payment of the bank (conditioned on compliance 
with the instrument).



Basic Terms of Payment  Letter of Credit

Little of none re 
shipment occurring 
– relies on shipper 
to ship proper 
good

Little or 
non –
depending 
on L/C 
terms & 
quality of 
issuing 
bank

Before 
payment in 
most cases

After 
shipment & 
upon 
presentation 
of time draft 
at maturity

Time L/C

Little of none re 
shipment occurring 
– relies on shipper 
to ship proper 
good

Little or 
none, 
depending 
on L/C 
terms

After 
Payment

On 
Presentation

“At sight 
L/C”

Risk: BuyerRisk: 
Seller

Goods to 
Buyer

Time of 
Payment

Method



Getting a freight rate

� Complete description of product

� Type packaging and number of pieces
� Gross and net weight

� Dimension of pieces
� Place of loading and destination

� Value of shipment
� Special instructions from customer



EXPORT PRICE CALCULATION

YOUR EXPORT PRICE DEPENDS NOT ONLY 
ON PRODUCTION COSTS, DELIVERY COSTS 
AND ANTICIPATED PROFIT MARGIN BUT 
MUST ALSO BE DETERMINED BY:

� MARKET CONDITIONS

� COMMISSIONS CHARGED BY INTERMEDIARIES

� LEVEL OF RESPONSIBILITY YOU ASSUME 
ACCORDING TO THE INCOTERM YOU HAVE 
AGREED UPON WITH THE BUYER



EXPORT PRICE CALCULATION
START BY CALCULATING YOUR EX-WORKS PRICE. 
THIS EQUALS

� + TOTAL DIRECT COST OF PRODUCTION
� COG,
� DIRECT LABOR
� EQUIPMENT

� + INDIRECT COST
� RENT
� INSURANCE
� SUPPORT (STAFF)  SALARIES
� UTILITIES
� COMMUNICATIONS (TELEPHONE, INTERNET, ETC)
� MARKETING
� TAXES
� SUPPORT EQUIPMENT AND FURNISHING
� MISC INDIRECT EXPENSES

� + PROFIT



EXPORT PRICE CALCULATION

� + MARKETING COSTS (INCLUDE COMMISSION TO    
DISTRIBUTION AGENTS) 

� + BANKING FEES (LC/PAYMENT SERVICES)
� + BANK INTEREST ON ANY CAPITAL
� + EXPORT PACKAGING
� + FREIGHT FORWARDING AND EXPORT 

DOCUMENTS
� + INSPECTION AND HEALTH CERTIFICATE 

FEES
� + ANY OTHER DIRECT SHIPPING EXPENSES



POTENTIAL INCOTERMS EXPENSES

� WAREHOUSE STORAGE
� WAREHOUSE LABOR
� LOADING CHARGES
� EXPORT PACKING
� INLAND FREIGHT
� TERMINAL CHARGES
� FORWARDERS FEES
� LOADING ON VESSELS
� OCEAN / AIR FREIGHT
� CHARGES ON ARRIVAL
� DUTY, TAXES CUSTOMS
� DELIVERY TO DESTINATIONS



CASE STUDY: 
�Superior International 
Industries ��
Playground Equipment
To
Santos, Brazil



Case Study Cost
� Product Price:
� (-) In country Promotion/Mkg. costs

� (+) Intl. Promotion/Mkg. Costs
� Sales Staff
� Advertising/Promotion
� Exhibits/Trade Shows
� Warranty Service
� (+) Product Modifications
� (+) Special Export Packaging
� (+) Bank Fees, Financing
� (-) Discounts/sales Commission
� Product Price Ex-Works
� (+) Inland Freight to Ocean/Airport
� (+) Port and/or Terminal Handling 

Charges
� (+) Forwarder Fees/Consular 

Legalization Fees
� FOB Price
� (+) Ocean/Air Freight
� CFR Santos, Brazil Price
� (+) Marine/Air Insurance
� CIF Santos, Brazil Price

� US$           9,400
� 1,200

� 400
� 500
� 200
� 100
� 100
� 100
� 400
� ------
� 10,000
� 100
� 50
� 125
� 10,275
� 625
� 10,900
� 100
� 11,000



Case Study Cost

� CIF Santos, Brazil Price
� (+)Tariffs & Import Taxes:
� AFRMM Merch. Marine Tax
� Import Duty
� Port Cost
� Brokerage Fee
� Warehouse Tax
� Fee/Handling Charges
� Admin. Commission
� Import License Fee
� Additional Port Tax
� Union Fee
� (+) Internal Taxes:
� IPI Manuf. Products Tax
� ICM Value Added Tax
� Landed Price
� (+)  Inland Freight to Customer
� Point to Point Price
� (+)  Customer Mark-Up (20%)
� End-User Price

� US $
� 11,000
� 225
� 2,200
� 33
� 110
� 22
� 20
� 50
� ---
� 330
� 242

� 1,584
� 2,140

� 17,956
� 100
� 18,056
� 3,611
� 21,667



WAYS TO INCREASE PROFITS
� Decrease Cost of Goods Sold (Efficiency)

� Reduce supplier price (supply chain efficiency)
� Improve worker productivity
� Increase equipment productivity

� Decrease specific expense categories (Reengineer)
� Eliminate non value add activities
� Out source support activities

� Introduce Procedures to improve efficiencies (technology)
� Increase Sales Price (Market Constraints)
� Contract Terms

� Special introduction Price
� Volume commitments
� Shift expenses to buyer or supplier

� CHANGE
� production
� delivery



Respond to an inquiry with a
Pro-Forma invoice

� Format-content

� Be accurate!
� State: Pro-forma 

invoice
� Reference number
� Weight, volume,  

boxes (U.S. and 
metric

� Method of shipment

� Sales terms
� Delivery terms

� Price quotation
� Currency

� Validity of price


