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Preface

This training package is one of a nunmber of training packages designed
by the ILO - MATCOM Project to assist people who plan or carry out
training for the managerial staff of agricultural co-operatives in de-

vel opi ng countries.

The training provided under this training package, as well as under

ot her packages in this series, is based on a thorough analysis of:

) the tasks and functions to be performed in agricultural co-opera-

tive societies in devel oping countries;

(ii) the comon problens and constraints facing the effective perform

ance of these tasks and functions.

The result of this analysis is reflected in the MATCOM "Curricul um

CQuide for Agricultural Co-operative Managenent Training". The Guide
contai ns syllabuses for 24 nanagenent subjects and MATCOM has produced

traini ng packages, simlar to this manual, for the follow ng subjects:

- Col l ecting and Recei ving Agricultural Produce
- Transport Managenent
- St or age Managenent
- Mar keting of Agricultural Produce
- Suppl y Managenent
- Rural Savings and Credit Schemes
- St af f Managenent
- Wor k Pl anni ng
- Fi nanci al Managenent
- Cost Accounting
- Ri sk Managenent
- Proj ect Preparation and Apprai sal
Export Marketing
Managenent of Larger Agricultural Co-operatives
Co-operative Audit and Control
- Management of Ml tipurpose Cooperatives

For more information on the above training material, please wite to:

The MATCOM Pr oj ect

c/o CO OP Branch
International Labour Office
CH 1211 Ge neva 22

Swi t zer | and.



Target G oup

Target groups for this training progranme on "Export WMarketing"
are:

(i) managers or assistant nmanagers of co-operative business fed-
erations, co-operative unions or larger prinary societies

i nvol ved in export marketing or with the potential to do so;
(ii) co-operative officers supporting such managers;

(iii) co-operative policy-makers (conm ssioners, registrars and
assistant registrars, secretary generals, etc.).

Thr oughout the programe, the focus is on the export marketing of
agricultural products. Many sessions and exerci ses, however, have
been broadened to include exanpl es of non-agricul tural products

(e.g. handicrafts, fishery products, textiles). Wth sone adapt a-

tion the programre can therefore also be run for target groups from
the nonagricul tural co-operative sector

Al m

The aimof the programme is to enable trainees to market effect-

ively the products of their co-operatives to foreign markets in

order to increase production and the inconme potential of co-opera-

tive nenbers. Specifically, the course should enable the target
group on their return home to

sel ect and devel op appropriate products for potential export
mar ket s

- select the nost effective marketing channels and distribution

systenms and to sell effectively through them
- set conpetitive prices for their export products;

- select appropriate contract terns with regard to delivery, pay-

ment, comercial disputes and the |ike;



- prepare price quotations and sal es contracts;

- use the services of their government, international agencies,
freight forwarders, and other professional experts in export

activities;

- use international sea and airfreight facilities and transport

i nsurance in an effective way;

- to conply with and, where possible, benefit fromcustons rul es

and regul ations and to prepare required shipping docunents.

The training course as described in this nanual can be used for a
speci al course on export marketing or it can be incorporated in the

curriculumof a nore conprehensive nanagenent training progranmme.

Duration
The conpl ete programme consists of 27 learning sessions,  Session
times vary from1l to 4 hours. The total programme w |l take ap-

proxi mately 60 hours or between 8§ and 10 days, depending on the
qualifications and experience of the trainees. A tinmetabl e should

be prepared accordingly.

Train h and

The programme is based on the assunptions that:

training i s expensive

noney for co-operative managenent training is scarce

Therefore, it |ooks upon training as an investnent, and unless the
training yields results, the return on the noney invested in it

will be nil.

On their return home fromthe training programme, the participants
shoul d be able to show concrete results of inproved nanagenment in

the field of export marketing. To equip the trainee to achieve
this, the progranme has adopted a highly active |earning approach



through the use of "participative" |earning nethods and a built-in

I nstead of studying export nmarketing and foreign trade in a genera-
lised and passive way, participants |learn through realistic case-
studi es, rol eplays and ot her probl em sol vi ng exerci ses. Wor ki ng
nmostly in groups trainees will solve real life problens with the
necessary assi stance and gui dance fromthe instructor, who acts

nore as a "facilitator of |earning" than as a lecturer.

The built-in action commtnent at the end of the programre will
gi ve each participant the opportunity to discuss with his/her col -
| eagues what he or she is going to do as a result of the course.
Trai nees then commit thenselves to the inplenentation, by a certain

date, of their proposals.

Structure
The progranme is divided into ten TOPICS:

I ntroduction

Product Devel opnent

Mar ket i ng Channel s

Sel l'i ng

The Sal e: Terns and Conditions

Shi ppi ng t he Goods

International Trade and Governnents

Trade Fairs

© ® N o v A w N e

Mar keti ng Research
Export Marketing Applied

=
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Each topic is covered by one or nore sessions. The follow ng na-

terial is provided for each session:

- a session guide for the trainer (yell ow pages), giving the ob-
jective of the session, an estimate of the tine needed and a

conprehensive "plan" for the session with instructions on how to

conduct it;



- handouts (white pages) of all case-studies, role-play briefs,

etc., to be reproduced for distribution to the trainees.

Adapting the Progranme

Before using the programme in a real training situation, it may be

necessary to adapt it. This can be done as foll ows:

Read through the programme and deci de whet her:

t he progranme can be run as is;
only certain topics or sessions should be used;

new t opi cs and sessions shoul d be added

Your decision will depend on the needs of your trainees and the

means at your disposal.

Carefully read through the sessions you have decided to use. Check
the subject matter in both the session guides and the handouts.
Modi fy them where possible to include |ocal currencies, nanes, pro-
ducts and so on. Such adaptation will help trainees identify them
selves nore easily with the people and the situations described in
t he handouts thus increasing considerably the inpact and effective-

ness of the training progranme.

In the event of substantial adaptation, it is better to retype the

page conpletely.

M nor adaptations (currency, one sentence or paragraph) can be cor-

rected on the original supplied in this binder.

Preparing Yourself

Sorre trainers may feel that material of this sort neans that they
need spend only a few minutes preparing for each session. This is
not the case.
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You shoul d study each session guide thoroughly and prepare a de-
tailed |l esson plan fromit including any adaptati on which you may

find necessary.

You shoul d work through all cal cul ati ons beforehand, so that you

can explain themto the trainees.

You shoul d obtain and study all necessary local forms, statistics
or other materials so that you can incorporate themin the sessions

wherever their use is suggested.

. I o L al

Handouts constitute an inportant part of the training material used
in the progranme. They can be reproduced fromthe original hand-
outs supplied in the ringbinder, after the necessary adaptations

have been made (see "Adapting the Programe").

Reproducti on may be done using whatever nethod is avail able: sten-

cil, offset printing, photocopy, or other.

The only item of training equi prent which is absolutely essenti al
is the bl ackboard.

It is, however, a good idea to use, whenever possible, a flipchart
since sheets of newsprint can be kept for reference in |ater ses-

si ons.

Certain sessions contain dial ogues which can be pre-recorded and
then played to the trainees during the session. Once changes have
been made to reflect local currency, names and so on, the dial ogue
can be recorded on any tape recorder. |If a tape recorder is not
avai l abl e, the di al ogue can be enacted by the trainees in the

cl assroom

Some suggestions for visual aids are given in the session guides.

If flipcharts or overhead projectors (OHP) are avail able, you
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shoul d prepare these aids in advance. If they are not avail able

you can still use the chal kboard.

Trai nees should be told in advance to bring with themas nuch data
as possi bl e about the products produced and nmarketed by their so-
cieties, prices obtained, distribution channels used, etc. (see

Pre-course Questionnaire).

The Pre-course Questionnaire should be sent to trai nees at | east
three weeks in advance. Trai nees shoul d be asked to conplete it

and hand it in at the beginning of the training progranme.

Eollow up and Fvaluation

It is reconmended that you or other resource persons arrange to
contact the trainees after 6 nonths, to see how well they are ful-
filling their "action commtnments”. The course - not the trainees -
shoul d be eval uated according to the degree of success wi th which

trai nees have been able to i npl enent their conmi t ment s.
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List of Abbreviations

AR Al Ri sks \Wat soever

ASEAN Associ ation of South East Asian Nations

CCCN Common Custons Council Nonencl ature

c+f Cost and Frei ght

c.i.f. Cost | nsurance Frei ght

ESCAP Econonmi ¢ and Soci al Commission for Asia and the Pacific

f.o.b. Free On Board

FPA Free from Particul ar Average

GATT General Agreenent on Tariffs and Trade

GSP CGeneral i sed System of Preference

| ATA International Air Transport Association
I CC I nternational Chanber of Commerce

I TC I nternational Trade Centre

ITT I mport Turnover Tax

TLVO Total Loss of Vessel Only

VAT Val ue Added Tax

WA Wth Average



Pre-course Questilonnaire
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Brief description of your responsibilities:...ceeeesnrnees.
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Major products/services produced or provided by your organi
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To whow are these products/services sold or provided?.....,
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Do you have any experience 1n export marketing of agricult
products? Describe briefly:.. it iiiiiieriniirinnnnnasrsan
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Please complete the following sentence. "As a result of
course on Export Marketing, I hope that I shall be able to
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Please bring with you the information listed on the reverse

questionnailre,

side

of

this
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A list describing the products your society produces and which you
are already exporting or intend to export (if possible, bring al ong

sanpl es)

Statistics on production, sales prices and exports of these pro-

ducts.

Description of the distribution channels through which these pro-

ducts are presently market ed.

Prices of these products at different stages of their distribution
(export, wholesalers, retailers, consuners, on the donestic narket

and foreign narkets).

An organi sational chart of your society, with your own position

clearly nmarked.

Sanpl e pronotional material (brochures, |eaflets, newspaper advert-

ising, etc.) for your society's products.

I f your products are sold in consuner packages (boxes, cartons,
bags, <cans, bottles, etc.), please bring sanples of these con-

tainers or their |abels.
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Sheet 1
SESSION 1.1
OPENI NG THE PROCGRANMVE
(hjectives: i) to denonstrate the potential of effective export
mar ket i ng;
ii) to ensure that all adm nistrative natters are dealt
with, so that no personal uncertainties remain to
di stract participants fromthe progranme;

iii) to nmake participants fully aware of the programe's
obj ectives and of their responsibilities, thus en-
suring nmaxi mum comitment to the training course.

Tine: 1 to 2 hours
Material Participants should hand in the <conpleted Pre-Course

Questionnaire on arrival. The tinetable and the |ist of

partici pants should be distributed at the begi nni ng of

this session.
Session GQiide:

Openi ng Speech: The presence of a proninent guest at the formal
openi ng can be a val uabl e denonstrati on of the inportance of the

programre. His speech should be brief and to the point, and he may
wel cone gui dance as to its contents. For exanpl e, the speaker
shoul d be asked to point out that co-operatives nmust be well nan-
aged like any other institution: t hey nust serve their "clients"
as well as possible, that is, the people who buy the products they
handle, their menber societies and their nenbers. The guest
speaker may al so stress the inportance of foreign trade to the eco-
normy and the role co-operatives can play as inportant earners of

foreign exchange

Chjective: It is vital to enphasise fromthe outset that the pro-
granme is intended to enable participants actually to do a better
j ob; "inmproved attitudes" or "a broader view' nay indeed result,

but these are only means to the end of practical inprovenent.



Go through the tinmetable, stressing the positive action inplica-
tions of each topic. Rem nd participants that before the end of
the programme they will be expected to have decided on at |east one

maj or inprovenent in the field of export marketing to put into ef-

fect on their return hone. They will be expected to conmit them
sel ves personally to this. Their success at inplenmenting their
"action commitnent” will be ascertained at a |later date and this

will be crucial to the evaluation of the programe.

Learning Methods: Point out that the group can draw on an enornous
weal th of experience in co-operative marketing and practical ideas

for it's inmprovenent; t he purpose of the programme is to enable
participants to share their know edge wi th one another. They nust
not expect answers fromthe trainers; as professionals, they know
far nmore about marketing co-operative products than any trainer.
The trainer's role is to guide and structure the discussion and to
encour age each participant to make maxi mum contribution to shared

| earning

Point out that the tinmetable only covers the formal parts of the

pr ogr anme; many hours will have to be spent on individual reading
and preparation, and all will suffer if anyone fails to do this.
The programme as described in the tinetable is provisional; it

nmust be nodified according to participants' w shes.

Administration: Brief participants on admnistrative details such
as the tine and places of sessions, eating and financial arrange-
ments, facilities for private study, nmedical facilities, nmail,

| aundry and so on.

Stress that the programme is for the participants' benefit, so they
should feel free to conment on or suggest changes to any aspect of

the text, learning methods or administrative arrangenents.
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SESSION 1.2
KNOWV YQUR CO | FAGUFS AND THFI R PRODUCTS
hjectives: i) toidentify the interests, problens and experiences
of the participants, so that all have a clear idea
of what resources are available within the group
ii) to identify and describe the products which are cur-
rently exported or which could be considered for ex-
port by the societies of the participants.
Materjial Before this session, the conpleted Pre-Course Question-
nai res should be carefully anal ysed to determn ne what in-
di vi dual expertise is available and what sort of products
the participants are concerned with. For their presenta-
tions trai nees should use the information they have been
asked to bring to the training course.
Session GQiide
1) Participants should each be given about five minutes to introduce

Ses&—on. —J-_Z

t hensel ves. The introduction shoul d incl ude:

- The nanme by which they prefer to be addressed informally.
- Their organisation.

- Their title and a brief statement of what they actually do and

the field in which they judge thenselves to be quite proficient.

Ask each trainee individually to list and describe the products
mar keted by his society and to cite which of these, in the trai-

nee's opi nion, could be considered for export narketing.*

Al l ow questions for clarification and additional information from

participants.
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Concl ude the session by referring to the participants wi de range of
experience and the variety of products they would like to market.
Reaffirmthat the group's accunul ated expertise is an unrivalled

source of information; the aimis to make it available to all.



topic

product development

r | )

Session 2.1 Why People Buy What They Buy
Session 2.2 Developing Products for Export Markets
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SESSION 2.1
WHY PEOPIE BUY WHAT THEY BUY
hjective: To enabl e trainees to explain why consuners, distributors
and processors choose the goods they buy, as well as the
way they buy them
Tine: 2 to 3 hours.
Material : Handout 1 - Mni Case Studies, "Buying Behaviour"

Handout 2 - Role Briefs, "Astra Feed MIIs Corporation”

Session Quide:

1)

D vide trainees into groups and distribute the nmni case studies
" Buyi ng Behavi our". Al'low 20 minutes to 30 m nutes for the groups

to discuss the cases and agree on the answers to the questions.

Reconvene the groups in plenary. Elicit the followi ng ideas and

sunmari se on the bl ackboard or flipchart.

Case A
A possi bl e conversation may have been: "Are these fruits or veg-
et abl es?"; "l don't know. | really wonder what they taste like.

Maybe one should boil these before eating?"

Nei t her custoner wanted to risk buying a product which was unknown

to her. They weren't sure that they would receive value for their

money. A consuner buys products he already knows .

Case B
Ms. Brown will exam ne the envel ope and renmenber the nane Al pha
Br and. She probably intends to pick up a package for herself,

havi ng been able to try the spices at her friend' s house. Wird of
M—W‘ i .
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Case C

M's Redstone is thinking she definitely won't buy Beta-Brand aspa-

ragus again, and she'll probably avoid any other canned food bear-
ing the Beta-Brand | abel, too. She woul d rather spend a little
more noney to obtain the quality. A consumer buys quality as well
as "CllE:II :u _ " - noo: .

. h inf lecisi |

Case D

Price is inmportant for a professional buyer, but it should be con-
sidered in conjunction with guality. Since nothing is known about
the quality of ACU s products, M. Eder should request sanples
first. If he is satisfied with the sanples, he should still pro-
bably place a trial order, because he does not know anything about
the reliability of his new supplier. Factors which a professiona
buyer will consider inportant when decidi ng whether or not to buy
certain goods include: price, quality, supplier reliability,  risk
or risk coverage, transport conditions, paynent conditions K Tell
trainees they will learn nore about these factors later on in the

progr anme.

Case E

Custoners may not know mango nectar and therefore not buy it. They
my not like the taste of it  The price may be too high.  Once in-
troduced, the nectar nay stop being available. The |able may be

unattractive or not in the |language of the custoners. The cans may
be the wong size. M. Smith may have doubts about the shelf-life

of unbranded mango- nect ar.

Questi on: Are the buying notives of consunmers and whol esal e di s-

tributors always the sane? Elicit the follow ng concl usions:

Utimate consuners buy to satisfy a need. Their notivation is
not always rational; enotions may play a part. Factors like

"satisfaction", "freshness", are inportant to the consuner.
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- Distributors buy in order to resell and make a profit doing so.

Their notivation is nearly always rational: they will buy only

if the product can be resold at a profit. "Margin", "turnover",

and "perishability" are inmportant to them But distributors can

only sell products which satisfy needs of the ultinmate consuner.

Concl usi on: though interrelated, the buying notives of con-

suners and distributors differ.

Renmi nd trai nees that manufacturers form another inportant group of
buyers. Explain that the buying process of a nanufacturing conpany
wi Il now be denponstrated in a role play and that this will be a de-

vel opment of Case D with M. Eder from Astra.

Before you start this session you should have sel ected four train-
ees to play the roles described in the role play briefs for "Astra
Feed M I Corporation". They shoul d have been given the tine
(about 20 nminutes) to read and to "think thenselves"” into their
roles and to decide how they will react during the neeting. Ensure
that the role players keep their role briefs secret and do not talk
about it to anyone else in the group, nor with one another, until

the nmeeting described belowin 6) has started.

Pl ace a table and four chairs in the mddle of the training room
and seat the renmminder of the trainees in such a way that they can

easily observe and hear the four actors during the neeting. Ex-

plain that M. Eder, the procurenent nmanager of Astra Feed MII

Corporation, will hold a nmeeting with his producti on nmanager, nar-
keti ng manager and financi al nanager. They will discuss the pros
and cons of buyi ng produce cheaper from a new supplier. Ask

trainees to take notes on the discussion, but not to interfere in
the di scussions of the four "actors" until the scene is over. (An
alternative to confining the role play to four actors with the
ot her trainees as audi ence would be to divide the whole group into
teanms of four actors. Each team would then be asked to performthe
role play on its own. Separate roonms nmust be avail able so that al

the role playing teanms can perform wi t hout disturbing one another.)



Call in the four actors and place them around the table. Present
themindividually by name and title so that observers know who is

who. A nane sign on the table nmay be useful

Let "M . Findlay" open the neeting and allow it to proceed for 15

mnutes to 20 mnutes until the vote is taken

Re-establish the original seating arrangenent.

What ever the outcone of the neeting (nost likely the managers of
Astra decide not to buy imediately fromthe co-operative) ask
trainees for their comments on the neeting and in particul ar ask

themto discuss the follow ng questions:

(I'n case all trainees perforned the rol e-playing exercise, teans
shoul d be asked to report back in plenary on how they reached their
deci si ons. The sane follow ng questions should be raised and dis-

cussed.)

Questi on: How was t he deci sion made?

The role-play sinmulated a typical case of collective decisjion-

making. In nost big conpanies, purchasing decisions are made by
groups of persons on a consensus basis. If nade by an indivi-
dual (e.g. a buyer), purchasing decisions nust conformto a num

ber of pre-established criteria.
Question: Was the decision a purely rational decision?

Al though it is generally believed that collective deci sion-
maki ng is a guarantee for rational decisions, this is not the
case. Sone deci sion makers nmay have personal reasons for sup-
porting a deci sion; ot hers may be prejudi ced. Conpared with
i ndi vi dual deci si on-maki ng, however, decisions nade by a group
of people are likely to be nore rational, because individuals

cannot inpose their reasons and prejudices on the rest of the

gr oup

Questi on: Shoul d the sal esman of the Al pha Co-operative Union

have participated in the neeting? O should he have tried to
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meet with sone or all of the managers before this decisive neet-

ing? Could this have influenced the final decision?

Trai nees may differ in opinion. They nmust, however, accept that
decision makers are only human even if they occupy top posts.
As such they are open to argunents and new i nformati on and they
can be influenced. Personal contact will also enable the sal es-

man to |l earn nore about the needs of his custoner.

Concl ude as foll ows: pur chasi ng deci sions by large distributors,
processors, overseas buyers and inporters are conplex and tine-con-
sum ng because they are very often collective decisions. They nust
conformto a nunber of pre-established criteria and they may be in-

fluenced by non-rational factors.

An overall conclusion of the session should be that people wll
only buy a product when it satisfies an existing need at an
acceptable price.
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Two wonen go shopping in a supermarket in a European city. They
di scover on one of the shelves a display of strange fruits with
the fol | owi ng signs: "Kunguat $4.-kg" and "Kiwi $1.-/piece."
They |l ook at the fruits, touch them snell themand finally put
them back. They say something to each other and then wal k over

to the next counter where one of the wonen buys bananas for $2.-,

and the other buys a small bag of apricots.
What do you think the two wonen said to each other?
The Greens have invited the Browns for dinner. After a very

pl easant neal, Ms. Brown asks, "Say, Mary, your salad was just

del i ci ous. What did you put in it to get this delicious fla

vour ?" Ms Geen replies, "Ch, that's one of these new Al pha-
Brand spice mixtures. They come directly fromwhere the spices
gr ow. | bought it in our grocery at the street corner". Ms.

Brown asks, "May | see the package, please?"

What do you think Ms. Brown is going to do?

M's. Redstone has bought a can of preserved asparagus in the |o-
cal supermarket . From anong t he several brands displayed on the
shel f she chose the Beta-Brand because the | abel showed really
ni ce-1 ooki ng asparagus, thick and white, with snooth heads, and
the price was sone cents cheaper than the others. Wen she opens
the can at honme to prepare |unch she finds however, that the as-
paragus are rather thin and greenish. They are al so heavily
salted. Her husband certainly does not |ike them and puts them
on the rimof his plate. A few days later, while Ms. Redstone
is preparing her vegetable shopping list for the next week, she

pauses when she gets to .... asparagus.
What goes through Ms. Redstone's mind right now?
M. Eder is purchasing officer of the Astra Feed MII|s Corpora-

tion. The conpany manufactures feed for cattle, pigs and

poul try. He buys, usually frominporters, large quantities of



mai ze, tapioca, oilseed, cakes and neals, groundnuts, etc. He
has now been contacted by a sal esnan fromthe Al pha Co-operative
Uni on, who offers to sell to the conpany nost of the above pro-
ducts for fifteen per cent |less than the present price. You are

M. Eder. Would you buy from ACU? G ve reasons for your reply.

M. MIller has an appointnment with M. Snith, buyer for the Sigma
G ocery Chain Store Conpany. After having taken an order for a
nunber of well-known items, M. MIller presents M. Smith with a
sanmpl e can of unbranded mango nectar. M. Smith shakes his head,
saying, "Sorry, but we already carry too many different itens.
Putting up a conpletely unfamiliar product woul d probably reduce

our sal es".

Mention sone other objections to buying this mango nectar.



Astra Feed MI1s Corporation

Role brief: Purchasing Officer

You are M. Eder, Purchasing Oficer of Astra Feed MIIls Corporation

Your conpany nmanufactures aninmal feed for cattle, pigs and poultry.

You usual Iy buy your primary produce, such as maize, tapioca (cassava),
oi |l seed, groundnuts, etc. through |ocal inporters. You have now been
contacted by a salesnman froma co-operative in a devel opi ng country.
This man said that the co-operative is in a position to supply nost of
what Astra needs for about 15% 1| ess than what Astra usually pays to
suppliers, but he asked for payment upon delivery. He has al so assured
you that the quality of his products will neet Astra's specifications

Unfortunately, the sal esnan was not able to support this on the spot
with sanples but he prom sed to send you sanples on his return horme.

You have not yet received them You have discussed the matter with the
vi ce-presi dent of your corporation who suggested that you hold a neet-
ing with the management group, i.e. M. Mpherson, the production man-
ager, M. West, the narketing nmanager and M. Findlay, the finance man-
ager. The vice-president wants a decision fromthe neeting: shoul d
you buy fromthe overseas Al pha Co-operative Union, and if so, under

what conditions?

Since you know that prices of primary conmodities are likely to go up
in the near future, you want to persuade your colleagues to decide in
favour of buying a two-nmonth supply at low prices fromthe ACU as soon

as possible.

From experi ence you know that every penny saved in buying cheap is a

penny added to profits.

And t he deci sion nust be nade right away, as the crops will becone
available in the near future. I'f you do not order now, the ACU will
probably sell its goods to m ddl enen and the opportunity to buy cheaper

wll be |ost.



Astra Feed MI1ls Corporation

You are M. Mcpherson, Production Manager of Astra Feed MIIls Corpora-

tion. Your conpany manufactures animal feed for cattle, pigs and
poul try. Raw naterials are usually bought by your conpany from |l oca

inporters, wth whom you usually have a good rel ati onship, of |ong
st andi ng. In fact, one of themis a close personal friend and both of

you have spent the |ast vacation together with your famlies.

What you value npbst in raw nmaterials to be used in the production of

animal feed is their absolute confornmity to specifications. The feed

stuff is mxed according to a special formula approved and controll ed
by the governnent; Astra-Brand owes its high reputation to the success

of this formnula.

Anot her inportant factor is tinely delivery, as every delay may cause

production to stop. Usually you maintain only a 3-day reserve stock,
thanks to the ready availability of new supplies - all it takes is a
si nmpl e phone call to one of the inporters' depots in the harbour. This

al so nakes it possible for Astra to use its warehouse to store ready-

made feed instead of raw material s.

You have now been called to a neeting to deci de whether or not to buy
froma new overseas supplier. You are opposed to this idea because it
woul d require | ong-range forecasts of the quantity of supplies needed
and conplicated inspections and tests when the supplies arrive. In ad-
dition, there will be a constant risk of the goods not arriving in

tinme.

You al so foresee a storage problem Where are you going to put a 2-
mont h suppl y? Shoul d you use the larger part of Astra's warehouse,
which is now used to store the bagged feed? But then where would you

store the bagged feed?

Finally, you fear that this decision may hurt your friendship with the

i nporter.

However, shoul d sonebody show you how to overconme your problens, you
woul d not be averse to a trial order. If the shipnent conmes too |late
or is not up to standard, it will not be your responsibility but the

buyer's.



Astra Feed MI1s Corporation
Rale brief: Marketing Manager

You are M. West Nharketing Manager of Astra Feed MIIs Corporation.

Your conpany produces aninal feed for cattle, pigs and poultry. The
feedstuff is manufactured according to a special forrmula, which has
given Astra-Brand its excellent reputation. H gh standards of quality
conbi ned with your marketing policy of "fast delivery upon request",

have enabled you to win a large share of the market for Astra.

O course, fast delivery makes it necessary to keep a rather | arge
stock of ready feedstuff available. This allows the farnmers and breed-
ers to keep a mnimum stock only. It dimnishes their risk and they do
not have to invest in |arge stocks. This advantage is the main reason
why your custoners prefer to buy from Astra and not from other com
pani es (anmong which there are some who sell feed of equal high quality
at a slightly | ower price). You fear that a considerabl e nunber of
breeders and farnmers will start buying fromyour conpetitors, if you

happen to be unable to deliver imediately fromyour |arge stock

Thi s has happened once before, when a strike paral ysed your production
for one week. Your sal es decreased that nonth by 30% and the conpany
went in the red. Although it was not your fault, you felt very frus-
trated. Your sal esnen had troubl e wi nning back all the customers who

had been | ost because of your inability to deliver inmediately.

You have now been called to a neeting to di scuss the new purchasing

policy for raw materi al s.

You are quite prepared to accept any proposition, as |ong as high qual -

ity and supply capacity are naintained.



Astra Feed MI1ls Corporation

You are M. Findlay, Finance Manager of Astra Feed MIIls Corporation.
Your company produces the well-known Astra-Brand feedstuff for cattle,
pi gs and poul try. The conpany's business policy is to supply a high
qual ity product at prices which are slightly above average, but justi-
fied by the excellent and quick delivery service provided by your nar-
keting department. The hi gh market share and the highly rationalised
managenent and production procedures produce a reasonable surplus for

the company every nonth.

Demand is steadily increasing and the conmpany will soon have to in-
crease its production capacity if it wants to maintain its market
share. There is a plan afoot to invest profits fromsales as well as a

bank | oan in new nmachinery with higher production capacity.

The vi ce-president has asked you to chair a neeting in which three
ot her conmpany officers will participate: M. Eder, the purchasing nan-
ager, M. Mpherson, the production nmanager, and M. West, the narket-
i ng manager. 'The aimof the neeting is to find out whether there is
any real advantage to changing suppliers of raw naterials. The vice-
presi dent insisted that the neeting should only recommend a decision if

t here was unani nous agreenent.

You have brought the following figures and facts to the neeting:

(a) The present production costs are as follows:

Direct Material Cost 45%
Di rect Labour Cost 20%
I ndi rect Production Cost 35%
(b) Present suppliers /inporters allow 30 days credit. I nvoi ces are

i ssued only at the end of the nonth of delivery. Deliveries take

pl ace on average tw ce a week.



How will you chair this neeting? To begin with, you give the floor to

M. Eder, the purchasi ng nanager, who will introduce his proposal to
switch to a new supplier of raw nmaterial. Then you will ask first M.
Mcpherson, the production manager, and after him M. Wst, the nmarket-
i ng nanager, to give their respective opinions on the proposal. Fur-

t her di scussion should aimat clarifying the views of each manager

Make sure you tell your coll eagues that the company cannot afford to
i nvest noney in a new warehouse as all available capital will be needed
to boost production capacity. Neither will it be possible to pay cash

for stocks of raw materials.  Your present suppliers allow you to pay

after having sold the finished product.

During the discussions, nake a list of all the positive and negative

consequences arising froma change of supplier, and present this as a

sunmary before the neeting votes on the natter.

As you have another appointnent in 20 mnutes, press for the matter to

be brought to vote rapidly.

Remenber :  The vice-president asked you to arrive at a unani nous deci -
sion. If this is not possible, the matter nust be referred to the pre-

sident for a final decision.

The president, however, is travelling abroad and will not be back for

two weeks.
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SESSION 2.2
DEVEI OPI NG PRODUCTS FOR EXPORT MARKETS
hjective: To enabl e trainees to adapt/nodify the products marketed
by their societies in order to nake them nore appealing
to overseas markets and consuners.
Tine 2 to 3 hours.
Material "Rel ated Products" lists from Session 1.2
Handout 1 - "Product Adaptation Check List"
Handout 2 - "Product |nprovenent Forni - Bl ank
Handout 3 - "Product |nprovenent Fornm - Sanples
. .
1) Question: Coul d all products produced by the trainees' co-oper-

atives be exported to sone foreign market in their current fornf
Elicit the comment that in npst cases sone changes will be required
with regard to quality, colour, flavour, variety, size, grading,
packagi ng, labelling, etc. in order to make the products nmore ac-

ceptable to foreign nmarkets.

Ask trainees to give exanples of the different fornms in which pro-
ducts produced by their co-operatives could be narketed.

Exanpl es:

Mingoes: Can be sold fresh in different varieties, in bulk or
packaged or peeled and frozen, or canned as nmango nectar,

juice, pulp, slices, or incorporated in fruit cocktails.

Spi ces : can be sold in bulk, in grain, ground into powder, nixed

with other spices, packaged in snall dispensers, etc.

Elicit acknow edgenent of the need to adapt products which are now
mar ket ed and consuned donestically to the needs, tastes, prefer-

ences, habits of the overseas narket(s) and consuners:


http://etc.in
http://etc.in

- Different markets have different social custons, purchasing and
consunption habits. Also, the way products are sold and
consuned on the local nmarket nay be totally different from sales

and consunption habits on the export narket.

Packagi ng may have to be adapted to reflect different nmetric or

i mperial systems (kg/lbs - cnmlinches - netre/feet - yards).
Heal th and safety regulations vary fromcountry to country.

Sone markets will require top quality and be ready to pay higher

prices, while others will only buy cheap products.

Questi on: Shoul d the package be considered part of the product?
Definitely. Ask trainees what shoul d determ ne the shape, col our

size, material etc. of a package

Elicit that packagi ng must appeal to and neet the requirenents of
t he end- user. The producer nust ensure that the package nakes the
product easier to use, is easy to open, is strong enough and of a
practical size and that it protects the quality of the products,
etc. Tell trainees that a consuner may very well refrain from buy-
ing a top-quality product if it is badly packaged. Consuner -

oriented packagi ng takes into account the buyer's needs.

Packagi ng requirements relate to the follow ng aspects (rule of the
"Six P's"):

Presentation
Preservation
Pronoti on
Proportion
Protection

Portability

Presentation is concerned with the appearance of the product. Ask
trainees to give exanples of well presented agricultural products,
keeping in mnd the increase of sales of such products through

sel f-servi ce supernarkets:



- fruits individually wapped;
- strawberries in cellophane-covered boxes;

- orchids with alittle water reservoir in a transparent plastic

cyl i nder;

- eggs in trays of half a dozen or a dozen, etc

Preservation i.e. how the package hel ps to keep the product fresh
or intact. Exanpl es of such packaging (nostly of food products)

are

- canning;

- plastic filmwappers;
- vacuum packagi ng;

- air-tight packages;

- deep-freeze packagi ng;

- bottling etc.

Promntion neans that the appearance of the package nust pl ease the
consuner and help himto identify the product. Ask trai nees to

gi ve sonme exanpl es

Proportion refers to the size of the package, i.e. the price/
guantity rel ationship. Shoul d the product be sold in "economc
si ze" packages or in snmaller units or by piece? Discuss differ-

ences between | ocal and overseas markets in this respect.

Protection neans that the package should be strong enough to pro-
tect its contents during storage and transportation. Ask trainees
agai nst what risks food products should be protected (contam na-
tion, unpleasant odours from ot her goods, dust, humdity, insects,

rodents, |eakage, etc.)

Portability relates to a product's transport and handling require-
nments. The product nust be easily carried and stacked both by the

di stributor and the consuner. Illustrate how 1-2 kg net bags of
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oranges nake the carrying and stacking of oranges nmuch nore conve-

ni ent for supermarket staff as well as for consuners.

Exhibit lists of the related product groups prepared in Session
1.2, Any unprocessed primary products sold by trai nees’ co-opera-

tives could be added to the |ists.

Di vide trainees into groups on the basis of the product lists,
i.e. menbers of a group should all be famliar with the products on

a particular list.

Informtrainees that the followi ng exercise will give them an op-

portunity to do a real product adaptation.

Tell each group to select one to three products fromtheir product
list - products which they believe could be inproved and nade nore
suitable for export. They should conpl ete one "Product | nprovenent
Form' for each product. Distribute sufficient copies of the form
to the groups. Al so distribute the "Product Adaptation Check-

[ist".

Tell groups to use this list to assess what changes may be required
in quality, specification, grading, colour, flavour, variety, size,
packagi ng, labelling and/or further processing in order to nake the
products nore acceptable to export markets and nore suitable for
mar keting through sel ected channels. G oups nust also list any in-
formati on that they don't have but need before they can conme to a
deci si on about possi bl e changes. They nust translate these inform

ation requirenents into questions to which research could provide
t he answers.

In order to illustrate what is expected fromthe trainees, distri-
bute the two sanples of a "Product |nprovenent Forni, which have
been used to initiate i nprovenent of (i) a handicraft product
(cushion covers) and (ii) an agricultural product (mangoes). Point
out that in the first case, several factors nmde the cushions very
difficult to sell, including their great weight (3.5 kg because of
heavy Kapok filling), their rectangul ar shape (European custoners

prefer square cushions), the colour and design, which did not cor-
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respond to consuners' tastes, and finally the raw materi al use
The result of the product adaptation was an entirely new and dif-
ferent product with high export potential. In the second case, the
export of mangoes was hanpered because this fruit is highly perish-
able and arrived on the target nmarket in bad shape due to poor
packagi ng and i nadequate quality controls. Allow time for ques-
tions fromthe participants and stress the need for attention to
det ai |

Tell trainees to use the "Product Adaptation Check-list" in the
sanme way in order to inprove the products selected by their respec-
tive groups. Dependi ng on the nunber of products anal ysed and

changes suggested, allow from30 to 90 m nutes for this exercise

Reconvene in plenary. Ask each group to present the nodifications
they woul d suggest for the product(s) they have sel ected and what
addi tional information they would require. Al'l ow ot her groups to
ask questions and make suggestions. Allow approxi mately 10 minutes

per product presentation.

Most of the groups' suggestions will probably relate to

- introduction of new products;
- nodification of existing ones through processing;

- inprovenment of "packaging".

Expl ai n that product devel oprment can al so apply what is called
"product differentiation", i.e. nmmking one producer's products
easily distinguishable from other goods of the same category. One
way of doing this is through "branding". For exanple, growers of
bananas and other fruits are in a very conpetitive narket; use
stick-on |l abels or stanps so that custoners can easily identify
their brand anong the others. Ask trainees why easily distinguish-
abl e products enjoy a conmercial advantage over other goods. Only
products with distinct features (e.g. brand-nanes) can be success-
fully advertised. When faced with conpetition, sales can be main-
tained by distinguishing the product from conpeting products, and



not necessarily by lowering prices (and |losing nmoney). Illustrate

with the foll ow ng exanpl e:

A fruit growers' co-operative vigorously and expensively advertised
their very high quality oranges in a new market. Shopkeepers
bought large initial stocks of the oranges, but since they did not
| ook any different fromother, slightly | ess expensive oranges, the
shopkeepers sold the other type to customers who asked for the co-
operative fruit. The sales results were after a while quite insuf-

ficient to cover the costs of the pronotion

Questi on: In what other ways can they differentiate same or sim

ilar products from one another, apart from "branding"?

They can change appearance such as col our, size, shape, volune, de-

sign of the product or its package.

Elicit the difference between the "characteristics" and the "bene-

fits" of a product.

Peopl e are not buying products as such, but rather the "benefits”

and "satisfaction” which they expect to get fromthe product.

Green beans characteristic stringl ess
benefits ease of preparation
pl easant
Tangeri nes characteristic no pits
benefits ease of eating

no di sposal (spitting of pits)

Canned fruit
nect ar characteristic ring-pull top
benefits ease of serving

no opener required

Try to get themto say that product inprovenents - whether through

the introduction of new products, nodification of existing ones,
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i mprovenment of packaging or product differentiation - nmust aim at

inproving the benefits of the product to the consuner .

Briefly review the product inprovenents which the various groups
have suggest ed. What additional henefits have these changes

brought for the consuner.

No benefits, either for the consuner or for exporting producers,

can be obtained, however, unl ess decisions for nodifications are

ilopl enent ed .

Rem nd trai nees of their responsibility to conmt thenselves to a
course of action to be inplenented after the training course. Sone
trainees nay wish to adapt or inprove a product of their society

and anal yse the feasibility of such a nodification

Enphasi se that inplenentation will depend on whether the costs con-
nected with the nodification(s) are | ower than the benefits, i.e.

the extra sal es (and surplus) generated by nodifying the product.
Both costs and benefits nust be identified and cal cul ated for each

product nodification.
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Bef ore concentrating on the product itself, think of the end-user. Wo

buys the product and why? What is its nain use? Are there any other

uses possible? Wiy do sone people not buy the product?

10.

11.

12.

13.

14.

15.

16.

17.

What is the principal charateristic of the product?

Can this characteristic be nodified, enhanced, inproved?

Can the product be produced in greater quantity, at |ess cost?

I's production seasonal or throughout the year? Can this be

changed?

Can the product be nade nore attractive, nore durable, easier to

use?

I's your product a substitute for another one?

Can it be sold as a conplenent to another product?

What about changes in col our, flavour, size and forn®

Can the product be dried, ground, dehydrated, liquified, frozen,

preserved, cooked, boil ded, baked, snoked, salted, pickled, etc.?

Can it be mixed with other products for a new use?

Can it be used as raw material to make a nore el aborate product?

Can the product be sold after nodification, as a new product?

Can the product be put, after nodification, to a different use?

Can the production of the product be suppressed al together and

easily replaced by a nore rewardi ng one?

How can your product be differentiated fromthose of conpetitors?

How i s your product being transported, stored, distributed?

In what formis your product being sold to its end-user?
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18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

31.

32.

33.

Does your product undergo transfornation in the target narket?

In what type of stores is it being sold?

In what quantity is it usually bought at one tine?

Does the decision to purchase depend on the wapping, packagi ng?
Is it easy to identify the product by its packing?

How |l ong is the product usually kept in stock before being sol d?
How i s your product usually handl ed i n warehouses?

How can handling be sinplified through nodification of packagi ng?

During transport and storage, are there special precautions to be
taken against variations in tenperature or extrene tenperatures?
Humi dity? Shocks? Theft? Insects? Rodents? Dust? Water?

Are there rules and regul ati ons to be observed for special pack-

agi ng, |abelling?

I s present packagi ng material produced locally or inported?

I s product packed by hand or by nachi nes?

How does packi ng and packagi ng conpare with conpetitors'?

Is quality constantly controlled and maintained at the same |evel ?
Can gradi ng and standardizati on be inproved?

Can price be reduced by nore efficient operations (production, ad-

m ni stration, narketing)?
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[ )

marketing channels

s | )

Session 3.1 Reaching the Consumer

Session 3.2 Selecting Distribution Channels




Sheet 1
SESSION 3.1
REACHI NG THE CONSUNMVER
(hiective: To enable trainees to identify and descri be the channel s
t hrough whi ch the products of their societies pass to
reach the ultimate consuners.
Tine: 2 hours
Materjal : Product List evolved in Session 1.2
Di agram - Handout 1 - "Distribution Channel s"
. i d
1)  Hand out the diagram"Distribution Channels". Expl ai n the di agram

and ask participants to use this as an exanple in drawi ng up dia-
granms showi ng the channel s through which the products of their so
cieties pass on their way to the ultimate consumer. Participants
should also try to estinate the shares of the total production
whi ch pass through the various channels to reach the various nar-
kets (local and abroad). Each participant should draw his own dis-

tribution diagram Allow up to 20 minutes for this exercise.

Divide participants into the same nunber of product groups that
were identified in Session 1.2. Make sure that participants who

are dealing with the sane or related products are in the sane

group.

G ve the groups the foll ow ng assignment:

a) Discuss and identify the likely reasons for having certain
channel s, and the advantages and di sadvant ages of these chan-

nel s.

b) Discuss whether participants see any alternative distribution

channel s for their products.

Allow up to 30 minutes for this exercise.
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4)

Reconvene in plenary and ask everyone to present his individual
di stribution channel diagram

Questions for each participant: Do t hese channels work sati sfac-

torily? Coul d channels inprove perfornance?

During this exercise nost participants will realise that their
know edge of distribution channels for the products of their socie-
ties is inconplete. Usually only the first buyer is known and the
seller loses track of the product as soon as it |eaves the so-
ciety's control

Question: Wiy is conplete information about distribution channels
SO necessary? Elicit the answer that w thout such information,
mar ket ers nay overl ook alternative distribution channels offering
| arger sales possibilities, better profits and greater consuner

sati sfaction.
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Sheet 1
SESSION 3.2
SEILECTI NG DI STRI BUTI ON CHANNFI S

Chiective: To enable trainees to select the nost effective distri-

buti on channels for marketing the products of their co-

operatives abroad.
Iine 3to 3 1/2 hours
Material: Handout 1 - Case-Study, "The Mst Effective Channel"
Session 3. 2:
1)  Question: What is "distribution"? On the bl ackboard wite key-

wor ds suggested by trainees and come up with a definition along the
l'ines of: "Distribution involves all the activities concerned with
getting a product fromthe producer to the custoner. Its aimis to
nmake sure that the product is available for purchase by the people

who want to buy it, wherever they want to buy it."

Elicit the difference between "comercial" and "physical" distribu-

tion.

- Commercial distribution deals with trade contacts and the
choice of wholesale and retail
channel s; i nvol ves finding good
markets and stinulating demand.

- Physical distribution: deals with the probl ens of space

and tine, nanely how to overcone

them by "transport" and "storage".

Question: Wiy are distribution channels in the formof "niddl emen"
or "internediaries" necessary at all? Wiy can't a co-operative de-

liver its products directly to the ultinmate consumner?

Getting goods to overseas markets involves costly and conplex
distribution functions. Specialisation helps to reduce both the

conpl exity and high costs of these functions.
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Exanple:

A shi powner specialises in the transport of bananas from
tropical countries to Europe and the USA. He equips a ship with
speci al storage facilities in which the ripening process of
green bananas can be nonitored; he hires a specialised crewto

man the ship. Specialisation allows the banana shipper to:

assenble small lots of bananas from various suppliers until
he has a whol e shipload, thereby bringing down transporting

costs;

overcone the detertioration problemof bananas by controlling

the ripening process.

Show trai nees on bl ackboard/ OHP a typical export distribution
chai n. Ask trainees to nanme the conmon distribution functions in
which the listed intermedi ari es have special i sed. A possible |ist
of functions is as follows (list on blackboard/ OHP as trai nees nane
them:

Far mer grows, carries to collection point

Primary Co-operative collects from collection point,

wei ghs bags, grades, transports,

stores
Co- operative Union or transports, grades, weighs, stores
Federati on
Transporter stores and transports
| nporter receives, cl ears, st ores, pr o-

cesses, packs, breaks bul k

Whol esal er collects, transports, stores, pro-
not es, gives credit, breaks bulk,

del i vers

Ret ai l er receives, pr onot es, stores and
di spl ays, gives credit, sells to

consumner
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Consuner: collects, transports, stores, ul-

timately processes, consunes

Questi on: Wi ch factors should an agricultural co-operative con-
si der when sel ecting export distribution channels for its pro-
duct(s)? Elicit the answer that the best choice always ains at

satisfying both the consunmer and the co-operative:

Consurer : looks for high quality products
and low prices, i.e. an opti mal

quality/price relationship.

Co- operati ve: wants a reasonable profit and a

guarantee for selling the vol une

it produces.
Question: When it comes to agricultural products, which factors
wi Il influence the quality/price relationship?

- the higher the speed of distribution, the quicker the products
reach the- consumer and the better the chance of the products

arriving fresh;

- the lower the distribution costs and park-up applied by the in-
ternediaries in the distribution chain, the lower the yltimte
price offered to the consuner.

Poi nt out that both factors work agai nst each other in that a fast

di stribution systemis usually not the cheapest.

Questi on: What will determine the profit on the goods they sell?
Cearly it is the price which they receive for the goods.  Another

inportant factor is the paynent conditions - the |onger one nust

wait for one's nmoney, the higher the financial costs will be.

Last but not least, elicit the observation that the pature of the

confract which a seller is able to negotiate with a buyer as well
as the Li abiLi f the | L hi i L but i I I Wil

be criteria for estimating likely future sales vol unmes.
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Divide trainees into groups. Distribute the case-study. Mke sure
all trainees understand the problem and the assignnent. Al l ow up
to one hour to conplete the assignment. Supervise group work and

gi ve guidance if necessary.

Reconvene in plenary. Ask a spokesman of each group to state which
"option" his group recomends and why. Make sure that the reasons
given relate to the criteria in the table (i.e. sane criteria as

identified in 5) and 6) above).

Bef ore di scussi ng each group's choice, have all trainees agree on
how each "option" should have been assessed in the table. The com
pl eted table | ooks as on the follow ng page. The subsequent page

shows how to arrive at the retail selling prices.



TROPICANA IMPORT CO.

MAXTMA CO-OP B.O.

Through agent

AFG's NET SEL-| Price offered $ 970|Price offered $ 1,000|Price offered $ 1,350
LING PRICE per| - airfreight* - airfreight* (duty and
ton (1.15 x 360) =~ 414| (1.15 x 400) -  460|transp. incl.)
Net selling Net selling - road transp. 115
price $ 556 |price $ 540]- cust. duty 50
- agent comm, 100
— airfreight*
1.15 x 380) 437
Net selling
price $ 648
PAYMENT CON- |{Between 30 to 60 days |$140,000 at the end of |Within two weeks from
DITIONS credit each month. The bal- |delivery.
ance at the end of the
season.
DISTRIBUTORS' |Customs duty $50 per |Customs duty $50 per -
COSTS ton ton
DISTRIBUTORS' |[Importer 25%|Total for importer, Cash & Carry 20%
MARK-UPS Wholesalers 33%|wholesalers and re- Retailers 40%
Retailer 43%\tailers 100% | VAT 7%
VAT 7% | VAT 7%|Restaurants 300%
VAT 7%
Hypermarkets 30%
VAT 7%
LIKELY PRICE [$0.55 each $0.47 each At retailers $0.53
TO CONSUMERS At restaurants $1.52
(see next At hypermarkets $0.39
sheet)

SPEED OF DIS-

6 — 7 days to reach

4 - 5 days to reach

Not known

TRIBUTION the consumer the consumer
TYPE OF CON— |Contract on 150 tons Contract on 750 tons |[No contract
TRACT monthly, to be tacitly|for the whole season
renewed throughout the
season
RELTABILITY Good Average Poor
OF BUYER AND
DISTRIBUTION
CHANNELS

* Note that one ton of mangoes is 1.15 tons gross weight (incl. cases)
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9) Discussions of each choice should enphasise the follow ng

(i)

(ii)

G oup(s) which chose Tropicana | nport Conpany Ltd (Option 1)

shoul d have done so because:

- The relatively good selling price obtained.

- The reliability (experience) of the buyer and his distri-

buti on channel in selling tropical products.
Count er - argurent s, however, are:

- High price to the consuner: no real objection, however,
if Tropicana retail outlets are catering mainly for high-

i ncone consuners.

- One-week delay may nean that many consuners nay end up
w th over-ripe nmangoes; probl em coul d perhaps be over-

cone by shifting shipment dates
- The relatively long delay in payment.

- The mai n argunent agai nst Tropicana is the contract:
AFGS can only be sure of selling 150 tons since Tropi cana
has made no formal commitnment to buy agai n; what wil |l
happen if another supplier appears and offers Tropi cana

mangoes at | ower price?

G oup(s) which chose the Maxi ma Co-op Buying Organi sation

(Option 2) should have done so because:

- The low price of .47c per mango to the consuner: this is
a particularly strong argunent since consuner research
has shown that customers will buy nangoes if the price is

| ess than .50c per piece.

The speed of distribution: consunmers will be able to
consume the mangoes at their best. Since nbst consuners
will be "new' mango eaters, the excellent taste will help

bui l d consumer |oyalty towards nangoes.

The 750-ton contract, which takes care of the entire sea-

son's production. One coul d, however, question the val -
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idity of having a "firni contract: for instance, what
woul d happen to the contract if mangoes do not sell as
wel | as expected? In such a case it is doubtful whether
Maxi ma woul d continue to honour the contract and buy nan-
goes it knows it won't be able to sell. Figures support

a "precautionary" attitude

750 tons = 3,600,000 rmangoes
Season (Cctober - February) 20 weeks

Consunption per week shoul d consequently be 180, 000

There are approximately 900 retail outlets. Optimstic
estimates say that these could each sell an average of
200 mangoes per week: hence total consunption per week
potentially could be 900 x 200 = 180, 000 mangoes. The
contract has thus been based on the nost optimstic sales

and consunption figures.

Favour abl e paynment conditions, since nore than 90% of the

paynment due will be received within 30 days of delivery.

Argunents agai nst Maxi ma i ncl ude:

The low net selling price due to the high transport costs
incurred by frequent, small, split-up shipnents. There
may be a possibility of negotiating one shipnent three
times per week to a central airport in the inport
country. This woul d reduce the transport costs per ton
from $460 to $414 and increase the net selling price from
$540 to $586 per ton, provided Maxi ma keeps its buying
price at $1, 000. If, in such a case, Maxi na woul d want
to lower its buying price, any price above $954 will

still constitute a better offer than what is offered at

present.

The reliability of the distribution channel could be
rated at nost "average": t hough research and (optims-
tic) estimtes hold the buyer and his distribution chan
nel capable of selling the quantities ordered, this re-

mains to be proved in practice.


ana


10)

(iii) Goup(s) which chose to market their mangoes through an

agent shoul d have done so because:
- The high selling price obtained ($648 per ton).

-  The very good paynent conditions; t he question which
arises, however, is, howreliable are Cash and Carry &
Hyper mar kets when it comes to paynents? \What happens if
they do not pay? What are the responsibilities of the
agent in such a case? WI|l AFCGC have to chase paynents?
The absence of a contract between AFGC and the agent off-

sets to a great extent the favourable paynent conditions.

The very conpetitive price for mangoes to the consuner in

the Hypernarkets (0.39 per piece); the low price may
make Hypernmarkets the nost pronising outlet for future

sal es of mangoes. The question which arises however is:

are Hypernmarket consuners typical nmango consuners?

Argunents agai nst the agent are, clearly, the absence of a con-
tract; the fact that the agent is not conmtted to any sales
(hence his potentially poor reliability), and the fact that one
does not know anyt hi ng about the state in which the nangoes are of-

fered to the ultimte consuners.

Concl ude the discussions as foll ows:

"I deal " buyers and distribution channels for co-operative products
do not exist. Co-operatives should aimat distinguishing the best
possi bl e buyers and di stribution channel s. The sel ection of one
channel does not nean that all conditions are perfect and all risks
have been avoi ded. On the contrary, it is the buyer and the dis-
tribution channel which a co-operative selects which will determ ne

the sales of its product(s). Awareness of the risks and weaknesses

of the channel should help the co-operative to avoid or mninise

possi bl e breakdowns in the sales and distribution of its products.



The Mist Fffective Channel

The Export Manager of the Al pha Fruit Growers Society (AFGS) has to de-
ci de which channel to choose to market his nangoes during the next sea-
son (Cctober to February). He nmust try to sell an average of at |east

five tons daily to reach a total of 750 tons.

The society can pack its nangoes in wooden cases containing an average
of 96 mangoes each. Gross wei ght of each case is on average 23 kg, net

wei ght 20 kg. The rule of the society is that the nmangoes shoul d be
pi cked the same day or the day before they are dispatched fromthe air-
port. Mangoes need approxi mately one week from picking tine to reach
their best taste. After one week deterioration sets in quickly. Al

i mporters insist on |landed prices, i.e. AFGS nust pay the air freight

char ges.

Air freight charges from Al pha Airport to the target market airports

are the follow ng

Lots below 1 ton $ 0. 50 per Kil ogram
Lots froml to below 5 tons $ 400.00 per ton

from 5 to below 10 tons $ 380.00 per ton

from 10 to bel ow 50 tons $ 360.00 per ton

50 tons and above $ 350.00 per ton

The inporters have to take care of custonms clearance and sanitary in-
spection of the goods. They will pay a specific custons duty of $0.05

per kg ($50 per ton).

Informati on from market research and negotiations with prospective dis-
tributors have reduced the nunber of possible buyers and distribution

channels to three

ption 1: Selling to the Tropi cana | nport Conpany Ltd., a big and
wel | -known inporter with a good reputation and | ong experience in the

i nport and distribution of agricultural products fromtropical coun-

tries. This inmporter is willing to pay a DDP (Delivery Duty Paid) of
$970 per ton net weight.
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Tropicana will sign a nonthly contract for 150 tons, to be tacitly re-
conduct ed t hroughout the season. Mangoes are to be shipped once a week
to arrive each Monday norning with the regular cargo flight, in lots of

30 to 40 tons

Tropicana will pay the total value of one nonth's delivery, 30 days
after the end of the nmonth in which the nangoes were delivered. The
i nporter arranges for custons cl earance, breaks down the consi gnnent
received at the airport and ships individual |lots to about 20 regiona

whol esal ers, which will receive the goods not |later than Tuesday even-
ing. Starting during the night and continuing into the follow ng day,

the whol esal ers supply the fruits, to an average nunber of 40 to 50 re-
tailers. Al retailers will receive their mangoes not |ater than Wed-

nesday ni ght.

ption 2 Selling to the Maxi ma Co-op Buyi ng Organisation. This of -
ficeis willing to pay a |l anded price of $1,000 per ton net weight.

After sonme initial hesitation, Maxina has agreed to place a contract
covering the whole season and all 750 tons. Their conmitnent is the re-
sult of an extensive consuner study in co-operative retail outlets,
whi ch has reveal ed a potential demand for mangoes, provided the price
per mango coul d be hel d bel ow $0.50 per piece. This will be the first
tinme that the co-operative stores have sold mangoes. Optim stic esti-

mat es say that an average store could sell up to 200 nangoes per week.

Goods are to be shipped 3 tines per week, on Mnday, Wdnesday and Sat -
urday, each time to 4 different airports in the country. That means
that every week, 12 lots of approximately 3.6 tons gross wei ght have to

be prepared and shi pped.

Maxi ma wi |l make nmonthly paynments of $140.000 and settle the account at

the end of the season.

Maxima wll arrange for custons clearance, take the consignnents
received at the various airports to co-operative whol esalers, who wlt
add the nangoes to their daily shipments to the 80 to 100 retail stores

of their areas.
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Option 3. Selling through an agent to a specified nunber of |arge Cash

& Carry Wol esal ers (approxi mately 120) and Hypernmarkets outlets (ap-
proxi mately 180).

The agent will visit the large stores at | east once a nonth and take
orders for delivery during the followi ng nonth. He will nake individua

sales for quantities between one and three tons, at a price of $1, 350
per ton, delivery and duty included. For his services he wants a

conmi ssion of $100 per ton

AFGS will make one daily shipnent of five tons to the address of a
freight forwarder, who will arrange for custons clearance and sanitary
i nspection and pay custom duties of $50 per ton in the name of AFGS.
The freight forwarder will then distribute the mangoes to the custoners
according to a shipping schedule which is given to himby the agent.
The freight forwarders' fee is $35 per ton. AFGS will have to pay the

forwarder for these expenses out of its sales incone.


ana


Sheet 7

Assi gnment Use the following table and criteria to assess the three

distribution options. Decide on a distribution channe
and justify your choice.
TROPICANA IMPORT CO. MAXIMA CO-0OP B.O. Through Agent

AGF's NET Price offered $970 Price offered $1.000 Price offered $1.250%*%*

SELLING PRICE | - airfreight* -~ airfreight* (duty+transp.incl)

per ton (1.15 x 360) =414 {1.15 x 400) - 460 ~-forw. fee 35

Net selling Net selling ~duty 50
price $556 price $ 540 -agent comm. 100

PAYMENT CON- $140.000 at the end —airfreight*

DITIONS 30-60 days credit of each month. Bala- (1«15 x 380) 437
nce at the end of Net selling price 648%%
the season Within two weeks

from delivery
SPEED OF DIS.- 6-7 days to reach 4-5 days to reach Not known
TRIBUTION the consumer the consumer

TYPE OF CON-

Contract on 150

Contract on 750 tons

No contract

TRACT tons monthly, to for the whole season
be tacitly rene-
wed throughout
the season
RELIABILITY Good Average Poor
OF BUYER AND
DISTRIBUTION
CHANNELS

*None that one ton of mangoes

is 1.15 tons gross weight (incl.cases)

**Sane figures in text: sheet 5 ($648 per ton); sheet 7 (*1.250 per ton)
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Session 4.1 Selling and Negotiating
Session 4.2 Who Should Sell to Whom ?
Session 4.3 How to Write to a Potential Buyer
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SESSION 4.1
SEILLING AND NFGOTI ATI NG
(hiective: To enabl e trainees to recognise the requirenments for suc-
cessful sales and sellers.
Tine: 1 to 2 hours
Material Di al ogue 1 - "The Co-operative sal esman nmeets M. Strom"
D al ogue 2 - "A Co-operative Sal eman neets M. Kl obe."
One suitcase and sonme canned fruits and veget abl es.
Session Giide:
1) During the break preceeding this session select four trainees who

have sone acting talent. Form two couples, giving the first two
copi es of Dialogue No. 1, and the second two copies of D al ogue
No. 2. (Note the nanes of the trainees acting out Dial ogue No. 2,
as the same ones, if possible, should also act out a dial ogue in

Session 5. 2)

Arrange the roomso that all trainees have a good view of the stage
where the actors are perform ng the first dial ogue. Ask trainees
to take notes while observing the play. Call in the first two ac
tors and read aloud the narrator's part introducing the dial ogue.

When the play is over, ask the actors to rejoin the group

Ask trainees to give their general evaluation of the salesman's ef-

fort.

O course, they will all give a negative rating. Ask trainees to
i ndi cate precisely what nistakes were commtted. List all mstakes
cited on the chal kboard or flipchart. Such a list might |ook as

foll ows:

- He arrived late
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- Was not well inforned about the client's business.

- Neglected to bring sanples.

Was unabl e to convert neasures and currency.

Not conpletely inforned about presentation (packing) of own

product.

O fered absurd di scount and delivery date

Insisted on L/C.

Did not propose to neet M. Strom at the exhibition grounds.

Do not allow nore than ten mnutes for this.

Call in the second pair of actors and read the narrator's part in-

troduci ng Di al ogue No. 2. When the play is over, ask the actors to

rejoin the group.

Ask trainees to nention the strong points of the salesnman in this

di al ogue, such as:

The visit was well prepared.
Knew hi s. products.

Had sanples, nmde effective presentation, stressed selling

poi nt s.
Kept his objective in nind at all tinmes.

bt ai ned order at a good price and at favourable terns of pay-

nment .

- Knew prospect's needs and suggested ways in which product could

sati sfy those needs.

Di vide trainees into groups and ask themto cone up with a
check-1ist for successful selling. The check-1ist should be

sub-divided into at least the followi ng sections:

- Preparation of the sales call.
- Eace-to-face encounter with the prospective buyer(s).



Taking the arder .

Eollow up after sales call.

Allow up to 20 nminutes for this.

Reconvene in plenary. Ask one group to present the first section
"Preparation" and allow other groups to coment upon and eventual ly

conplete this section if inportant points have been overl ooked

Cal |l upon another group to present the second section of the check-
list, "Face-to-face". Again, allow other groups to coment upon
and eventually conplete this section if inportant points are |eft

out.

Do the sane with the other sections of the check-list until al

have been di scussed, conpleted and agreed upon

A possi bl e check-list mght |ook as foll ows:

Check-list for successful selling

A Preparing the neeting

The sal esman nust:

i nform hi nsel f about the nmarket he wants to sell in;
have an objective for his sal es neeting;

| earn about the needs of his prospective buyer(s) and know

how hi s product can hel p satisfy those needs;

- learn about the prospective buyer's firm and how it

oper at es;

- obtain necessary sanpl es, photographs, specifications of the

product he intends to sell

- obtain necessary information about prices, credit, discount,

ternms of delivery, terns of payment and transportation;

- prepare arguments to overcone possible objections.



B Face-io-i : I L al

The sal esman nust:

make an appoi ntnent and arrive on tine;

keep the objective of the call in nmind at all times (usually

this is making a sale);
ntroduce hinself and his co-operative

keep his sales tal k and denonstrati on precise and to the

poi nt;
not waste tine (e.g. jokes etc.);

denonstrate to the potential buyer how he can benefit from

buyi ng the product;

invite questions and conments; answer any objections.

C Taking the order

The sal esnan shoul d:

come up with argunents to convince the potential buyer not

to del ay his buying decision;

never ask "WIIl you buy?" but rather "how nuch will you
buy? wen do you want the delivery? VWhat variety?  What

size?"

Make sure that he discusses quantity (nunbers, sizes),
packagi ng, terns of paynent, delivery tine and price and

that nutual agreenent is reached on all these points

Eoll ow up

Once an order has been obtai ned, the sal esman nust nmake sure
on his return hone that the order is confirned, then dealt

with quickly and efficiently.

A report on special needs, |ikes and dislikes of custoner

can help the people executing the order to do it the way
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10)

Session 4.1
Sheet 3

the custoner wants it. His satisfaction with a first order
may nean for the co-operative nore orders and eventually a

new "regul ar" customer.

By this tine it will be clear that successful selling requires not

only preparation but also specific know edge and qualifications.

Ask trainees if they consider selling as sonething which can be

| earned by anybody or if they |look at selling nore as an "art
whi ch nmust be perforned by people who were born with sal esnanship
skills. Al ow a short discussion on this point. Mst trainees
will probably agree that a certain kind of personality gives sone
sal esnen an edge over others, but that one's performance can al -

ways be inproved by appropriate training.

Elicit the conclusion that a sal esman nust have certain qualifica-
tions: some nmay be acquired or inproved by appropriate training,

while others are inherent in his personality and his background.

Divide trainees into groups and ask themto nake up a |ist of
know edge, skills and attitudes required for sales staff. Such a
list could later be used as a guide for selecting appropriate

peopl e for sales jobs.

Allowten to 15 mnutes for this.

Reconvene in plenary and ask groups to count and announce the num

ber of requirenents on their list. Have the group with the lar-
gest nunber read off its |ist. Sumarise it on the chal kboard.
Al | ow other groups to conplenment this first list until all agree

to a final list, which nmight |ook as follows:

Lificati ired i I T

Attitudes required:

Determination, stability, perseverance, flexibility, ability to
get along with others, self-discipline, self-confidence, self-

reliance, mental toughness, |oyalty, notivation.



Knowl edge :

- language of target market:

- detailed know edge of target market (e.g. buying behaviour,
tastes, habits etc. but al so econom c and social situation, re-

i gious and social attitudes etc.):

- detailed know edge of the products he is handling of his co-

operative's activities;

- detailed know edge of the conpetition and the potential buyers

in the target market;

- detail ed know edge of his co-operative's marketing policy: re-
porting and conpl aint procedures, ternms of delivery, terms of

payment, custom and heal th regul ati ons.

Skills:

- ability to organise his work effectively;

- general admnistrative ability, including the capacity to wite

effective reports;
- ability to identify potential buyers and obtain interviews;

- ability to identify the needs and buyi ng notives of potenti al

buyers;
- ability to communicate fluently and effectively;

- ability to use proven sal es techniques

- ability to present a sales proposition in terms of the cust-

omer's needs;
- ability to deal with objections;
- ability to close sales;

- ability to analyse both success and failure, in order to im

prove future perfornmance
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Dialogue 1: A Co-operative Salesnman Meets M Strom

M. Sal ambo is General Manager of the Al pha Fruit G owers
Co- operative (AFGCC). He has travelled to Scandia to par-
ticipate in the International Food Fair. He al so uses
t he opportunity to nmake sales calls on various Scandi a
busi nessnmen who deal in tropical fruits and m ght be in-
terested in a new variety of mangoes which the AFGC woul d
like to export to Scandi a.

M. Stromis a buyer for the Scandia Fruit Inport Com
pany. M. Sal anbo has been able to fix an appoi nt nent
with M. Strom

(sits behind his desk, reading some papers).

(entering) Hello, M. Strom G ad we can neet - it was

really difficult to get an appointnent with you.

(getting up and shaki ng hands with M. Sal anbo) Sorry, |

was waiting for you. My secretary told nme she nade the
appoi ntnent for 8 o' clock.

Sorry, I'"'ma bit late. | didn't know your office was so

far out of town, so | had sone trouble getting a taxi. |

find I'ma little lost in this big city. In our country

(interrupts hinm You said you wanted to di scuss busi ness
with me, M. Sal anbo.

Vell, M.

Strom

Oh yes, M. Strom well, | thought that you as a whol e-
saler in fruits and vegetables ....


ana


We are inporters, M. Salanmbo, and only in fresh fruits,

not in vegetabl es.

Yes, M. Strom that's what | mean, and that's exactly
what |'m 1l ooking for, actually, an inporter for our deli-
cious juicy nmangoes - a special variety of nangoes which

everybody will |ove.

Did you bring sone sanpl es?

Sorry, | didn't. But you can see and taste themat the
exhi bition. Then you'll see how delicious and juicy,

they are M. Strom....

and probably spoil ed before they reach the shops.
Mangoes are very delicate fruits as you doubtl ess know.
That is why we insist on receiving our nangoes at a cer
tain point of ripeness, and all mangoes in the sane ship-
ment nust be equally ripe. Whul d you be able to neet

such requirenments if we placed an order?

Well, | think so, but et ne check that with nmy people
back hone. "Il try to wite themabout this today if
you |ike.

By the way, how do you pack your mangoes?

Vell, after we grade the mangoes, we put themin card-
board boxes. If I renmenber right a carton wei ghs around
45 pounds.

So how nuch is that in kilos - nmust be about 20 kil os,

think? Now, is that gross or net weight?

Frankly, M. Strom |'mnot sure, but | can easily find
out for you. I'lIl nake it a point in ny letter hone to-

day as well.
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Okay, okay, say a box is 20 kg gross. Now, how many nan-
goes do you have per kilo, | mean, what's their average
size or weight, if you prefer. And how nmany mangoes do

you pack into a box?

| guess around 100. Maybe a little less or alittle
nor e.
Hrm (getting annoyed). \at about your prices?

They're very attractive prices for you and your conpany,
sir. How nmuch do you want? 100, 500, 1, 000 boxes?
well, it's 50 Al pha dollars per box.

What is that in US dollars or in English pounds.

What ' s today's exchange rate? Probably around $2.40 to
ten Al pha dollars. So that will be around US$12 per box.

Now, what kind of prices are we tal king about here? Is

this c.i.f. or what?

No, sir, 50 Al pha dollars per box, that is f.o.b. at our

airport.

Wel |, that sounds rather expensive. But that's the price

for one box. How much discount do you give for buying in

| arger quantities, say 10 to 20 tons?

That's how nmany boxes? Let's see, around 500 to 1,000
boxes? That's quite a big order. We can take of f 30%

for such a big order, sir.

Thirty per cent you say. Hwmm (getting suspicious). Wat
about your ternms of paynent? Wuld you agree with docu-

nments agai nst acceptance when the mangoes arrive?


ana


M. Sal anbo

I"mafraid nmy people insist on a letter of credit, sir,
confirmed and irrevocabl e. But rest assured, once we
have it, we start packing the fruits for you and two days

| ater you have them

You nmean you can deliver in a matter of two days? Wat
is your daily packing capacity, M. Sal anbo, and how far

is your plant fromthe airport?

About 300 miles, sir, and we can easily pack five tons a

day.

And you are sure that you can ship 20 tons on two days

notice? Vell, we will exam ne your proposals. Now,
you'll excuse ne, it's been very nice neeting you. Maybe
"Il see you again at the exhibition. I hope I can find

sone time to come and taste your delicious mangoes.

(getting up and | eaving) Thank you, sir.



Dialogue 2: A Co-operative Salesman Meets M. Kl obe

M. Manbo is an officer of the Beta Fruit and Vegetable
G owers Co-operative Union, which al so operates, anong
ot her things a canning factory, producing various canned
vegetables, fruits, fruit cocktails and fruit juices. On
a specially arranged sales nission to Europe he visits a
nurber of | arge whol esal e co-operatives, which have al -
ready expressed interest in his proposals in previous

corr espondence.

M. Kl obe is the buyer of canned foodstuffs for the Co-
operative Retail and Wol esal e Union. After having nade

an appoi ntrrent by tel ephone, M. Mnbo calls on him

Cone in.
Hell o, M. Kl obe. | am M. Manbo, fromthe Beta Fruit
and Veget abl e Growers Co-operative Union. It's good to

nmeet you personally after having seen your nane so many

.tinmes on letters.

M/ pleasure, M. Manbo. How was the trip? | see you
still have your suitcase. Are you conming right fromthe
airport?

No, sir, I've brought along some sanples of our new range

of products, so that you can see what we're talking

about . (Opening the suitcase and taking out some cans.)

We have devel oped these products especially with the
Eur opean market in nmind, with regard both to taste and

quality.

Let's see. Mushr oons, asparagus, green beans, |ichees,
tangeri nes, mango nectar, sliced pineapples, fruit cock-
tails - it's quite a range. Unfortunately, the | abels

are all in English.


ana


Here | have a catal ogue of other labels, sir, in many
di fferent | anguages, and all with the legally required

i nprints. But, of course, you nmy al so use your own

| abels, if your wi sh.

That's all very well, M. Manbo, but you know that al-
t hough the custoners buy according to | abels, they will
never buy again if the caontents are not up to their ex
pectations. And needless to say, it's also a question of
price. The large Hypermarkets sell these inported canned
goods at such a |low price that our managenent wonders

whet her we can keep up with them

That's precisely why | cane to see you, M. Klobe. We
studied the narket in all details and we know that a can
of mushroons like this sells in a price range of $1.70 to
$1. 90. And fruit cocktails - according to conposition

from50 to 99 cents. But half of the contents is nade up
of waternel ons and papayas. Let's open one of ny cans.

Here you are. Now, can you find one piece of waternelon
in,it? Sone papaya, yes, yellow pineapple, both highly
appreci ated by the consuner, nmangoes and at | east four
cherries per can to give sone colour. Taste sone of it.

A m ni mum sugar content. \Wat do you say?

Tastes fine, actually one of the best | have ever

tast ed. But say, what is your price?
Wuld you like a c.i.f. or f.o.b. quotation, M. Klobe?

Since we may be able to obtain preferential shipping

rates with all the stuff we inport fromyour area, we

would like to have a f.o0.b. quotation. What about your
f.o.b. price for the fruit cocktail, for exanple?
For the fruit cocktail | can quote you a price of 37

cents per can or $160 per crate. Cans are 775 ccm and

are packed by 24 in a special heavy-duty export box.
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Ei ght een such boxes are shipped in a big whoden crate to
ensure maxi mum protection. All this is included in the
price | have just quoted to you. We make it a point of
honour that our custoners do not receive dented or rusted

cans.

How about giving a discount if we buy in |arge quanti -

ties?

We think that the price we quote is very conpetitive if

you consider the quality of our product. Didn't you just

tell me that our fruit cocktail is the best you ever

tasted?

Well, it's of high quality, | agree, but at that price,

plus the freight and i nsurance charges, we will have to

sell it at a price which is conparatively high for fruit
cocktail. But what about the other stuff?

Couldn't we finish with the fruit cocktail first? M.
Kl obe, you think many of your customers woul d be prepared
to pay a little extra for a fruit cocktail which is pro-
bably one of the best ones they have ever tasted? And
woul dn't that contribute to the "high-quality products”

i mmge of your stores? Wiy not test it out in sone of
your stores on a trial basis? How nmany cans do you think

you could sell in an average store?

Well, 300 to 400 cans per week, | think .... Yes, maybe
we could start with a trial order and sale. But what if
customer demand for your fruit cocktail picks up - would

you be able to deliver us the volunme we need quickly?

Let's be realistic here. As to vol unme, we produce ap-
proxi mately 500, 000 cans of fruit cocktail per year,
whi ch is about 10,000 can per week. If you becane a re
gul ar buyer of our fruit cocktail, we could certainly
earmark part of this production specially for you, so

that you' d al ways be guaranteed the supply you need. As



to tinme, we need on average 20 days between order and
del i very. If we can agree on regul ar shipnents, however,
we coul d organise deliveries in such a way that they

arrive when you want themto arrive.

That sounds all right. But tell me sonething about your
terns of paynent. We usual ly pay when we receive the

goods, cash agai nst docunents.

As you will understand, we prefer to work with a letter
of credit for paynent to us when the goods are shipped

It divides to sone extent the financing burden of the
whol e transacti on between the two of us, which | think is

fair.

That seens to be a reasonabl e conpronise. I think we

coul d take 4,000 cans of your fruit cocktail as a trial

order. And now let's have a quick | ook at your other
goods.
X, sir. Look at our sliced pineapples, all slices of

the sane thickness, all the sane size, no yellows and

whites mxed ...
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SESSION 4.2
VWHO SHOUID SEIL TO WHOM
hjective: To enable participants (i) to list the possible ways in
whi ch goods can be sold on foreign nmarkets, (ii) to se-
| ect a suitable conmmission agent.
Tine: 2 hours
Material . Handout 1 - Mni Case-Studies 1 to 4
Handout 2 - Case-Study "Sel ecting a Conmm ssion Agent"
: . vide
1) State that selling is really one of the nost inportant activities

in marketing. Selling neans getting orders and w thout orders

there are no sales, no incone, no profit.

Distribute Mni Case-Studies 1 to 4, divide participants into four
groups and ask themto study the 4 cases. Then have themlist the
vari ous ways in which co-operatively produced goods can be sold on

foreign markets and how contact can be nmade with foreign buyers.

Enphasi se that each way has its own advantages and di sadvant ages,
and that these should be | ooked at fromthe point of view of con-

venience, cost and effectiveness:

Allow up to 40 minutes to discuss the cases.

Reconvene in plenary and ask one group to explain the case of the
Al pha Handl oom Co- operative and to indicate the advantages and di s-

advantages of selling to local traders. Allow questions and sug-

gestions from ot her groups.
Lead the discussion to focus on the follow ng points:

Advantages: By selling to local traders, who in turn will export

our products, of course one avoids all the trouble connected with



exporting. It is easy to maintain contact with the actual buyer

as well as to receive paynment for the goods sold, which is nore or

| ess without risk. No additional costs are invol ved.

Disadvantages: This practice does not contribute at all to the
know edge of the target narket. One will certainly not get the
best possible price. And one is in conpetition with all other

producers fromthe home country.

For these reasons, exporting products through m ddl emen shoul d be

avoi ded if possible.
Al'l ow not nore than five mnutes for discussing this case.

Ask the next group to present the Beta Handi craft Co-operative
Federation case and to nane the advantages and di sadvant ages of

, Lo

Channel the discussion onto the follow ng points:

Advant ages : Neither noney nor time is spent on travelling
abr oad. Sanpl es are usual ly avail abl e. Contracts can be con-

cluded easily. Assi stance from government trade pronotion organ-

i sations can be requested. Potentially an inmportant first step

to export.

Di sadvantages: This passive approach does not contribute to the
know edge of the target narket. One may not get the best possible

price. Buyers may not be com ng

How to make effective contacts with visiting buyers . Keep in

touch with governnent officials to stay inforned about the arrival
of visiting trade m ssions. Be ready to see buyers when it is
conveneni ent for them  Have detailed product information ready at
all times: sanmpl es, prices, terns of payment and delivery. Make
sure to have an interpreter on hand, if necessary. Keep the names
and addresses of prospective buyers on file and followup with

correspondence.



Allow from10 to 15 mnutes to discuss this case.

Ask the next group to present the case of the Delta Fruit G owers
Co-operative and the advantages and di sadvantages of personal sel -
Ling abroad. Confine the discussion to outward sales m ssions, as

trade fairs and exhibitions will be discussed later on in a spe-

ci al session.

Direct group discussion to the foll ow ng points:

Advantages: Visiting custoners in their own country is the best
way to | earn about their needs. One can easily find out about al-
ternative marketing channels, conpetitors' products, prices, |ocal
tastes and trade practices. It may be possible to obtain better

prices.

May al so be useful in selecting and appointing a suitable conm s-

sion agent.

Di sadvant ages Visits abroad are tine consuming and costly, and
require careful preparation. Transport of sanples may prove cum
ber sone. Requi res know edge of the | anguage spoken in target
market or the availability of a suitable interpreter

How to make effective contacts: Plan your trip carefully. Avoi d
the holiday season. Make appoi ntnents in advance. |f sanples and
docunentation are too heavy, have them sent separately. Mike sure
that docunents are in the appropriate | anguage, neasurenents, cur-
rency. Learn about |ocal custonms. Renmenber that tinme and punctu-
ality are very inportant.

Allow fromten to 15 mnutes to discuss this case.

Ask the last group to present its findings on the case of the
Gamma W cker Ware Co-operative. Make sure that the term™ full-
tine salesnan” is understood to mean a full time salaried enpl oyee
of the co-operative who will be residing in the target market, but

who may be a national of either the exporting country or the tar-



get market, provided he speaks the | anguage of the target market.
See also that the term"agent" is used to nean a person (or firm
who sells on behal f of the co-operative. Distinguish an "agent"”
from"distributors". The latter are direct custoners, buying and

selling on their own behal f.

Ask the group to present the advantages and di sadvantages of sell-
. I Ll ot

Advantages: If the salesman is a national of the target market,

he will have no | anguage problens and his | ocal know edge and pos-
sible "trade connections” will serve the co-operative in good
st ead, thus he can also be used for research. He i s al ways

avail abl e. Customers may be inpressed by this sign of commtnent

on the part of the exporter. Has better know edge of product,
production and origin than an outsider would, and will not sel
conpeting products. Ensures nore control over marketing channels.

Disadvantages : My be difficult to find. National from exporting
country may have difficulties adapting to local life style, cus-

tonms and climate. Expensi ve, even nore so when the salesnman is
not successful and sales volunme is low It is unlikely that sales
will cover the cost of a full-tinme sal esman, at |east not at the

begi nning of the venture. (Depends on exporter's resources).

Allow up to ten mnutes to discuss this option

Ask whether there are any participants whose co-operatives already

use one or several conmission agents in foreign markets. If this

is the case, have these participants explain from experience the
advant ages and di sadvantages of this agreenent. See that the fol-

| owi ng points are covered:

Advantages: An agent has |ocal know edge and established connec-
tions. No | anguage difficulties. No expenses incurred unl ess
sal es are achieved (remunerati on being on a commi ssi on basi s,
usual ly calculated on the f.o.b. price). H gh notivation to pro-

duce resul ts.
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Disadvantages: Lack of possibilities for control. Ri sk of his
eventual ly representi ng conpeting products or too nmany ot her
firms. May have insufficient organisation and facilities to cover
the whol e target market. May have connections exclusively with
the wong channels. Wth increasing business volune, an agent may

become nore expensive than a full-time sal esman.

Allow up to 15 minutes to discuss this option

Ask participants how they would go about finding a suitable agent
to represent their business in a foreign market. Explain that the
first step is to obtain a list of possible agents for the parti

cular products. Such lists are avail able through chanbers of com
mer ce, professional associations or similar organisations. In
some cases it may be necessary to place classified advertisenents
in the newspapers of the target narket. The next step is to ex-
plain, by letter, the requirenments and contractual proposals.
Fromthe replies received, a short-list of candidates can be pre-

pared and the nost suitable one selected. If possible, prospec-

tive agents should be intervi ewed. In all cases, obtain refer-
ences.
Distribute the case study "Selecting a Comi ssion Agent". Di vi de

participants into five groups, ask themto read the case study and
then rank the five candi dates according to their suitability for
the proposed position. Partici pants shoul d expl ain why they put
the candidates in that order and what further information they

woul d require about each agent.

Allow up to 30 minutes for this assignnent.

Reconvene in plenary and ask groups to present and to give reasons

for their rankings.

Cui de di scussion as foll ows. One possi bl e ranking could be as

foll ows:



(i) Mki Hanos: Covers together with a coll eague the whole
country and is in contact with the prospective buyers. Is
not selling conpeting products. Taki ng over GNAC s pro-

ducts may be of great inportance to him

(ii) Peter Drost: His recent entry in the profession makes him
eager to take on another product, but he covers only part
of the country (the North). It would be necessary to | ook
for another agent for the South. The | ow comni ssion rate
he asks for nmay be an advantage but it also reflects the
fact of his inexperience. Handi craft sal es usually pay a

comi ssion rate of up to 15%

(iii) Top Marketing Co.  1td.: Thi s agent appears too large to
give full attention to GMAC s products. Coul d al so gen-
erate nore business than GMC woul d be able to handl e. My

be selling conflicting range of products.

(iv) Blitz Representatives: Has a very unconventi onal
approach. Is he an agent or a distributor? Is he out for
a "quick killing"? How can he be so sure of selling GNMC s

products w t hout even know ng thenf

(v) Easy living Co Operates with products related to GMG s

and with rel evant custoners. Probably no risk for conflic-
ting interests (conpeting products). Since they are activ
ely look in for a suitable range of rattan products, they

have probably identified a narket for it.

Enphasi se that in all five cases, further information is required
before nmaking the final selection. Elicit nention of the

fol | owi ng:

- addresses of manufacturers currently represented so that GN\C

can wite to themfor references;

- bank references for each agency.

From t he individual agents, GMX shoul d request the follow ng in-

formation:
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Top Marketing Co 1td.  |jst of products currently sold to find

out if there are any conflicting or conpeting products in their
range. How large is the territory of each of the 12 sal esnen and

how many different products does each sell?

Peter Drost ' \What kind of distributors does he now visit? Wuld
the Zipp factory allow himto sell rattan furniture, which night

conpete with their own products?

Maki Hamns: Try to obtain a list of his customers and | earn the
frequency of calls.  \What would be his conmi ssion rate? Wiy does
he want to take on a conplenentary line of products very different

fromhis present |ine?

Blitz Representatives : The approach of this agency cannot be

regarded as serious and should therefore be disqualified as

representatives

o :
Their line of activities seens to correspond well with GNWC S
interests. Find out nore about their product range, geographica

coverage and turn-over (being a newy fornmed conpany.

Conclude that it is inportant to provide to all five candi dates
detailed informati on on your co-operative and your products,
prices and contract conditions. Once an agent has been found, it
is very inportant to have a clear witten agreenent with him |If
it is worthwhile to appoint an agent in a given market, it may

al so be worthwhile to visit himpersonally before appointing him

The nornal procedure when appoi nti ng an agent (when the parties
are not known to each other), is to make an agreenent for a tria
period, say one year, before entering into a |ong-lasting
relationship.  The legal inplications should al so be considered,
for although it nay be easy to appoint an agent, it can be very

difficult to get rid of a bad one.



Handout 1 - Mni-case Studies

TIhe Al pha Handl oom Co-operative (AHC)

AHC had several thousand nenmbers who produced various kinds of tex-
tile products out of cotton yarn supplied by the co-operative.

Sone local traders constantly ordered | arge anmounts of towels of
various sizes which they would export to foreign markets. This
situation was quite satisfactory until the day when the traders
suddenly stopped buyi ng. A large volune of product had accunu-
| ated, there was a shortage of funds and production cane to a
standstill. The manager of AHC soon found out that the traders
wer e now exporting machi ne-made products, which were easier to sell

in their foreign markets.

BHCF was trying to market the products of a nunber of co-operative
societies and artisan famlies, conprising altogether nore than
1,600 crafts people. The various products, such as jute crafts,
pottery, items made out of conch shell, buffalo horn, and | eather

handmade sheep' s-wool bl ankets, nuslin textile, hessian toys, etc.

were sold through a retail sales centre located in a | arge super-
mar ket of the capital city. Sone _export sales had been made to
visiting buyers from abroad, who had visited the permanent sales

exhi bition and had al so gi ven sone val uabl e advice as to the re-
quirements of foreign markets. Two of the buyers had al ready sent

in re-orders and it was hoped that others would foll ow

I . ) : ;

DFGC had started to run a snmall canning factory, producing canned
fruit juices and fruit cocktails. The products were selling well
in sone | ocal supermarkets and departnent stores, but the produc-
tion capacity renmained at 60% To increase sal es, the nanagenent
t hought of exporting and with the help of the National Export De-
vel opment Board, had participated in sales mssions to several jn-
dustrialised countries. The products also had been shown in sone




trade fairs abroad. Several trial orders had been recorded, but
when managenent sat down at the end of the year to calculate the
annual profits it was found that the cost of travelling abroad had

far exceeded the additional profits generated by those first ef-
forts at export.

I i cl ) :

The manager of the GWAC had just discussed the possibility of ex-
porting the products of his society: various baskets and furniture
made out of rattan. The npbst attractive narket for his goods, how
ever, had one inportant drawback: people in this country did not
speak Engli sh. Wuld it be worthwhile to hire a full-tine sales-

men, speaking the local |anguage, to visit all prospective re-

tailers to try to sell GMC s products? O should he instead | ook

for a_conmission agent , who woul d represent the products of GWAC,
anong ot hers?

Assignoent

For each of the above four cases, identify the way in which the co-

operative tried to market its products.

For each of the identified ways, list all advantages and di sadvan-
tages fromthe point of view of convenience, cost and effective-

ness.

Way of Selling Advantages Disadvantages

AHC

BHCF

DFGC

GWWC
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The manager of the Gama W ckerware Co-operative (GN\C) canme to the con-
clusion that a full-time sal esman woul d cost too nuch and was in any
case too difficult to find. Therefore he had placed, through the |oca
advertising agency, a classified advertisement in the Mrning Call the
| eadi ng daily newspaper of Orega- Country.

Foreign producer of basket wares
and rattan furniture seeks
COMMISSION AGENT
to visit wholesalers and
department stores 1n northern and
southern regions.

For full details write Box CX759

Indicate experience and references

He has now received 5 letters from peopl e who propose to act as com

m ssion agent for the GMC

Read and study the 5 attached letters carefully and rank candi dates ac-

cording to their suitability. For each candi date, explain the ranking
and also list any further information you may wi sh to obtain about him

bef ore nmaki ng your final decision.

You have 30 minutes to acconplish this assignnent.



Eirst letter

From Top Marketing Co. Ltd., Orega-City

Dear Sir,

Ve refer to your advertisenent in the Murning Call concerning the com
m ssion agent you are seeking to sell your baskets and rattan furni-
ture. We are a long-established agency firm well known throughout
Orega- Country where we regularly visit nost of the | arge depart nment
stores and mail order purchasing offices. Presently we represent about
60 firns in the field of household equi pnent, furniture and electric
appl i ances, we enploy 12 sal esnmen and 20 head office staff and can
provi de excel |l ent bank references. Please send full details about your
product range, prices, terns of delivery and paynent. Ve usual Iy work

on a 15% comnm ssi on.

Yours faithfully,

Second letter

From Peter Drost, 32 Gold Lane, Orega-City

Dear Sir,

Your advertisenent in the Murning Call for a Conmission Agent interests
me very nmuch. | would like to becone your agent for the North of the
country, where | have been working as an agent for the Zipp furniture
factory for the last 6 nonths. Because | use ny hone as an office and
my wife assists nme with correspondence and paperwork, | can keep ny
over head down and ask for a conmi ssion of only 5% Pl ease send free

sanpl es, a catal ogue and a price-list of your goods.

Yours faithfully,
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Third letter
From Maki Hanps, 15 Wllow Alley, Orega-City

Dear Sirs,

| was extrenely interested to note your advertisenent in the Mning
~al | . T E - L E

baskets and rattan products. Together with a coll eague | cover the
whol e country. We enploy a secretary in our office in Orega-City and
are in close contact with whol esal ers, departnment stores and |large re-

tail organisations. Presently we represent 3 |arge paint manufacturers
(Brillu, Lacko and Col orspot) and the Pipo Brush Conpany and we feel

that your products could be a good conplenment to our progranmme.

| look forward to hearing fromyou about your products and your condi -

tions.

Yours sincerely,

Eourth letter

From Blitz Representatives, Miin Road, Snall Town, Onrega-Country.

Dear Sir,
If you send your goods today, they will be sold tomorrow. Blitz Repre-
sentatives is at your disposal to sell, on a 10% comm ssion basis, al

your goods shipped to our warehouse c.i.f. with 60 days credit. Please
do not hesitate, but ship your baskets and rattan furniture i mediately

to our above address.

Yours faithfully,
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Eifth lefter
From Easy Living Co., QOrega City

Dear Sirs,

We are a recently forned conpany, specializing in products for interior
desi gn. We are presently | ooking for a suitable range of rattan
furniture and rel ated products as a conplenent to our existing line.
We act as agents with a commssion rate if 10% and sell thorough
whol esalers and architects for special projects. W would be
interested in receiving detailed informati on on your product range,

i ncluding prices and other terms.

We are looking forward to your early reply.

Yours sincerely
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SESSION 4. 3
HONTO VWRITE TO A POTENTI Al BUYFR

hjiective: To enable trainees to wite effective sales letters for

the products of their society.
Tine: 2 to 22 hours.
Material Handout 1 - Sanple Sales Letter

Handout 2 - Exercise

Handout 3 - Checkli st

. ide

1) Ask participants by what neans they, as exporters, can get in touch

and keep in touch with their custoners. More often than not, the

business letter is the principal nmeans used to communicate with

cust omrers abr oad.

Distribute Handout 1 - "Sanple Sales Letter". Ask participants to
anal yse and criticise this letter. Allow up to ten minutes for

readi ng and taking notes. Make sure the letter's nmain shortconings

are noted

(i) There is no clear and precise objective behind Joe Brown's

letter: he wites in a desultory manner about his own firms
success, how superior his polliwicks are to those of the com
petition, about fresh and dried polliwocks and how they are
packed, and about possible quantity discounts. Before he be-

gins, the witer should know precisely what he wants to ac-

conplish with his letter . Ask participants to suggest

various business letter objectives as:

- to create goodwll;
- to express appreciation;

- to explain a delay;



(i)

to disclaimliability for |oss;
to informthe custoner of increased prices;

to refuse (tactfully) a request for credit;

to thank the customer for a large order or information re-

cei ved;
- to supply information;
- toreply to an inquiry from abroad;
- to make an offer or transmt a quotation;
- toreject a request for reduction in prices;
- to grant a request for better terns of paynent;
- to follow up on a quotation;
- toreclaima |ost custoner;
- to contact a new custoner;

- to sell a new product to an old custoner;

The letter does not focus on the reader and his interests .

Joe Brown did not put himself in the reader's shoes when
witing the letter. Refer to the opening paragraph as an ex

anmpl e. Ask trainees if they believe that the fact of in-
creasing polliwock exports is of special interest to the
reader. If not, why bring it up? Wiat is of interest to the
reader? That depends largely on who the reader is and his

buyi ng notivati on.

- If he is an end-consumer or utiliser, he may be interested
in the taste, colour and/or other characteristics of the

product.

- If he is a processor or manufacturer and uses the product
as a raw material for his end product, he may be inter-

ested in certain technical qualities.

- If heis a trader, inporter or whol esaler, he will be in-
terested in the profit he can nake by reselling the pro-

duct.
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Encour age participants to think up a openi ng paragraph for a sales
letter for polliwocks which would focus on the reader's interests

in the follow ng situations:

- The reader of the letter is an end-consuner.
(If you are a true gournet, the exquisite taste of polliwocks

wi Il seduce you);

- The reader is a processor or nmanufacturer.
(If you are looking for a neans of cutting your manufacturing

cost by 15 per cent, you should know the follow ng);

- The reader is a m ddl eman and buys the product in order to sel
it to other people.
(Make new custoners and additional profits with the exclusive

di stributorship for polliwocks in your district ....)

Make sure participants appreciate the tactical i mportance  of

tailoring business letters to the interests of the reader.

Explain that the sales letter is the nost selective of all forms of
adverti sing. Its purpose is to sell particular kinds of goods to

specific types of customners.
A good sales letter consists of 4 essential elenents. It nust:
(i) arouse interest
(ii) create desire
(iii) carry conviction

(iv) induce action

Not only do all 4 elenents have to be contained in the sales

letter. They nust also be in the proper sequence.

Inscribe the 4 elements on a chal kboard, flipchart or OCHP.

Ask participants what m ght happen if the opening paragraph of a

sales |l etter does not arause the interest of the reader . Al

shoul d agree that there's a good possibility of that letter finding

its way into the waste-paper basket unread. The openi ng paragraph



nmust therefore grab the reader's attention i mediately. It rust

make an appeal to some particular pyying notive.

Ask participants to nmention at |east one buying notive of the cust-

omers of their co-operatives.

If the concept of "buying notive" is not readily understood, ex-

plain that it is the ultimate reason why people buy things .
Illustrate by asking certain participants:

Why did you buy your |ast necktie?

Why does a farnmer buy fertilizer?

Why does the grocer buy canned food?

Ask participants how one can create a desire for a given product in

a sales letter.

One nust appeal to the reader's concern for hinself or for matters
that affect him If the letter is sent to a person who knows not h-
i ng about the product, it nust be described clearly. The reader

must le am what the product is and what it can do for him

Ask partici pants whether such information was provided by Joe Brown
in his letter. The response should be that Joe Brown has not spec-

i fied how the reader can benefit from buying polliwocks.

Ask sel ected participants to describe how their custoners benefit
from buying the products of their co-operatives.

The seller nust study his product and sel ect those features
(characteristics) that mmke it superior to others of its kind.

These points nust then be stressed fromthe reader's paoint of view

To claimthat exports of polliwocks increase constantly or that the

co-operative is the product's top producer of the product is of

little use.
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I nstead, one nust stress such selling points as the freshness of
the product, or the long shelf-life of the product when dried and
packed in metallic drums, and one nust show that these special fea-

tures make the product nore desirable than its rivals.

Ask selected participants to state at | east one characteristic of
their product that makes it nmore attractive - nobre convenient, nore
efficient, or cheaper - to buyers than conpeting products of the

same ki nd.

Ask participants how they can inspire conviction, that is, support

their clainms about the superiority of their product's character-

i stics. They must sonehow convi nce the reader that their product
really is what they say it is. This can be done in a nunber of
ways:

Provi de copies of |aboratory tests.

Invite the reader to see for hinself at an exhibition or trade

fair.
Provi de free sanples.
- Provide testinonials fromother users or buyers

- Provide a firm guarantee

Ascertain that every participant has at | east one neans to support

his claimof superiority for his product.

Refer back to Joe Brown's letter and ask partici pants whet her he

has made a convincing case for the superiority of his polliwocks.

Joe Brown mekes a negative conparison with conpeting products, as-
serting that other polliwocks are inferior to his own. This is by
no neans a definitive statenent, as he offers no proof for his

claim

Rem nd participants that when praising one's own product one nust
proceed with caution - first, because it is against the |aw to nmake
fal se or exaggerated clains, and secondly because the good nane of

their co-operative and its success depend upon honest deal i ngs.



Rem nd participants of the inportance of having a clear purpose for
each business letter they wite. They want their prospective buyer

to take some action, e.g.

- tovisit their stand at a trade fair;
- to receive their representative

- to send for a sanple and a quotation
- to place an order;

- toreply to the sales letter etc.

Ask participants to indicate the fourth el enent of a good sal es

letter.

. on
Ask participants how they can wite an effective closing paragraph
that induces action, that is, persuades the reader to take the ac-

tion they want himto take

First, they must provide the reader with a sound reason for acting

(and if possible at once or very soon), and secondly, they nust

make things easy for him

Ask participants what reasons they can think of for why their cust-

oners should act at once, soon or at all

- Hi s desire has been properly aroused and he wants the product

right away.
- He may |l ose the opportunity to buy at a special "introductory"
pri ce.

- Seasonal availability during a linmted period of tine.

- Prices may rise later on, etc.

Ask participants to suggest ways of making a reply easier for the

prospective custoner.
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They may provide himwi th an order form or a request for fur-
ther information, or an entrance ticket for the trade fair, a

sel f-addressed envel ope, etc.

Ask participants whet her business letters call for a special kind
of | anguage. They do not : in fact, a good business letter should
contain only plain and everyday | anguage, the same as one woul d use
during a tel ephone conversation, for exanple. Witing a business

letter is like holding a conversation by post.

Elicit the need for:

- using plain and famliar words;

- avoi ding comercial jargon;

- using active and personal construction;
- avoi di ng wordi ness;

- being consistent and preci se.

Di stribute Handout 2 and ask participants to apply the above prin-
ci ples when rewiting and inproving the statenents. Al l ow hal f an
hour for the exercise, which should be done by each participant in-

dividually. Statements could be inproved as foll ows:

- Your communci ation has been | have received your letter
received. dated. ...

- We are in receipt of your W received your letter dated
|l etter and have taken note ... and noted its contents.

of its contents.

- The witer wi shes to acknow We have received your order
| edge your esteened order. dated ....

- Please favour us with an Pl ease | et us know your
early expression of your opi nion soon.
Vi ewns.

- Awaiting the favour of your Looking forward to hearing

early reply. fromyou in the near future.



Awaiting a reply at your

earl i est conveni ence.

Pl ease be good enough to
advi se us at your earliest

onveni ence.

W do not anticipate any

increase in price

The preparation of a new

price list is in progress.

Mbst of our custoners ex-
press a pref erence for

variety X

The Bill of Lading and the
shi ppi ng docurments will be
handed to our bankers to-

norr ow.

It is regretted that the
goods cannot be delivered

this nonth.

We are only too pleased to
t ake into consi derati on

your request.

We express our preference
for paynent by letter of

credit.

Every consideration will be

given to your request.

We express regret that we
are wunable to accept re-

sponsi bility for the del ay.

I shall be glad to hear from

you.

Pl ease | et us know as soon as

you an.

We do not expect prices to

rise

A new price list is being

prepar ed.

Most of our custoners prefer

variety X

Tomorrow we will hand the
Bill of Lading and the ship-
pi ng docunent s to our

bankers

| amsorry we cannot deliver

the goods this nonth.

We are glad to consider your

request .

We prefer your paynment by

letter of credit.

Ve wll carefully consider

your request.

W are not responsible for

the del ay.
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- W have quoted our best We have quoted our |owest
price for a considerable price for 2,000 cubic netres
quantity of wool of the of our A-quality wool.
best quality.
- W hope to give considera- W wll consider vyour in-
tion to your inquiry in quiry next week.

the near future

Ask each participant to draft a sales letter concerning one of his
own products, addressed to an unknown prospective custonmer whose
nane he has received, anong 100 others, froma foreign chanber of
comrer ce. Only inporters who are well established in the partici-

pant's product range are supposed to be |isted.

Rem nd participants of the principles of effective letter witing.
Allow up to 30 minutes for the assignment.

See that all participants have produced a draft as requested

Next, distribute Handout 3 - "Check-list for Effective Witing of
Sal es Letters"”, and ask participants to check their own letters

against it. Allow up to ten ninutes to do so.

Call on two or three volunteer participants to read out their |et-

ters and solicit coments fromthe group

After editing by the course | eader, sone or all of the letters may
| ater be typed up and duplicated so that all participants receive a

full set of sanple sales letters.



Handout 1 - Sanple Sales letter

Dear Sirs,

For the last two years we have been exporting our polliwocks in many
overseas countries with consistently increasing success. Pol | i wocks
are a nust for every fam |y because of their fine taste and freshness,
and we are the nunber one producer of polliwocks in our country.

Al t hough sone other countries also export polliwcks, they are not of
our fine quality and their taste is not up to standard.

We can provide polliwocks fresh and dried, at your request. The dried
pol | i wocks are sold in nmetallic druns. The fresh ones are sold in
baskets of ten kil os. We can arrange the price according to the size
of the order.

Hoping to hear fromyou in the near future.

Yours faithfully,

Joe Brown
Export Manager



Handout 2

Rewrite and improve the following statements. You have 30 minutes to

do so.

- Your communication has been re-

ceived.

- We are in receipt of your letter
and have taken note of its con-

tents.

- The writer wishes to acknowledge

your esteemed order.

- Please favour us with an early

expression of your views.

- Awaiting the favour of your early

reply.

- Awaiting a reply at your earliest

convenience.

- Please be good enough to advise

us at your earliest convenience.

- We do not anticipate any increase

in price.

- The preparation of a new price

list is in progress.

- Most of our customers express a

preference for variety X.

- The Bill of Lading and the ship-
ping documents will be handed to

our bankers tomorrow.




It 1is regretted that the goods

cannot be delivered this month.

We are only too pleased to take

into consideration your request.

We express our preference for

payment by letter of credit,

Every consideration will be

given to your request.

We express regret that we are
unable to accept responsibility

for the delay.

We have quoted our best price for
a considerable quantity of wool

of the best quality.

We hope to give consideration to
your inquiry 1in the very near

future.
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22.
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Handout 3 - Check-list for Fffective Sales letter Witing

Is our own address properly indicated in the |etterhead? Make
sure nanes, logos etc. are witten in characters which can be read
by the addressee. Addr ess shoul d al ways contain the nanme of your
country.

Is the letter dated? (Day, Mnth, Year)

Are the name and address of the addressee spelt correctly?

I's the proper salutation used?

Am | quite sure about what this letter should acconplish?

I's the opening paragraph witten to arouse the reader's interest?

Has t he product been properly explai ned?

Are the benefits described fromthe reader's point of view and

clearly enough to be readily understood?

Has evi dence been provided to support all claims of superiority.

Does the closing paragraph contain an appeal for imediate action?

Does it provide a good reason for action

Does it give the reader specific proposals to follow up on?

Does the letter close in the proper conplinmentary nmanner?

Are the nane of the signer and his title indicated in type bel ow

the signature?

Have encl osures been nentioned?

Is its appearance attractive? Is it well laid out?



24,

25.

26.

27.

28.

29.

30.

Are all words correctly spelt and sentences properly punctuated?

Does the letter cover all essential points and is the infornation

given correct?

Do ideas follow each other in |ogical sequence?

Does the letter sound natural, sincere and courteous?

Have commerci al jargon, wordi ness and neani ngl ess forns of

expressi on been avoi ded?

Is the letter's tone appropriate and is it likely to achieve the

i nt ended purpose?

Is it the kind of letter | should |like to receive if | were in

the reader's place?



the sale:

jcooic

terms and conditions

-

Session 5.1
Session 5.2
Session 5.3
Session 5.4
Session 5.5
Session 5.6

How Costs Affect Selling Prices
Sales Contracts

Terms of Delivery

Terms of Payment

How to Prepare a Quotation
Commercial Disputes




Sheet 1
SESSION 5. 1
HOWN CORTS AFEFCT SFEILING PRI CFS
hjective: To enable trainees to apply margi nal costing when fixing
export prices.
Tine: 2to 2 1/2 hours.
Material Handout 1 - Case-Studies - "The Al pha Canni ng Factory".
"The Beta Canni ng Factory" and "The Gamma Agricul tura
Co-operative Society Ltd."
MIlimetre Paper
Session Giide:
1) Before starting this topic, check that all trainees are faniliar
with the concepts of "fixed" and "variable" costs, and "break-even
poi nt". If not, display and explain a sinple illustration of a
"break-even point" graph, as below, on the chal kboar d/ OHP. The
graph i s based on the follow ng figures:
Fixed Costs: $1,000
Variable Costs: $1.00 per unit
Selling Price: $1.50 per unit '
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Use the above figures to illustrate the calcul ati on of a break-even
poi nt . The vari abl e cost being $1.00 per unit and the selling
price $1.50, each unit produced and sold will contribute $0.50 to-
war ds paying the $1, 000 fixed costs.

Ask trai nees how many units nust be produced and sold before al

fixed costs are paid for:

$1.000 -

$0. 50 2,000 units (break-even point)

Clearly, for 2,000 units the following figures will apply.

- Fixed Costs $1, 000
- Variable Costs 2,000 x $1.00 $2. 000
Total Costs $3, 000
- Sales 2,000 x $1.50 $3.000
No Surplus, No Loss 0 (break-even)

The fornmula for break-even cal cul ations can easily be derived from

t he above.
Break-even point = FI XED COSTS
INCOME PER UNIT OF VARI ABLE COST PER
PRODUCTI ON UNI T OF PRCDUCTI ON

Expl ain that the break-even point can be given in "quantity sold in

units" or "sales in dollars".

Di vide trainees into groups and distribute Case Study A - "Al pha
Canni ng Factory". Gve trainees up to 30 minutes to solve the pro-
bl em and prepare both a mat henmati cal and a graphical solution to

the problem (Provide millimetre paper if possible).

Reconvene in plenary and all ow the group which finished first to

present its solution.

The group shoul d propose that M. Trader's offer be accepted, as it
leads to a better utilisation of avail able capacity. The result
woul d not only be $1,000 additional profit, but also a higher rate

of enpl oyment.
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| f necessary, have one trainee make the cal cul ation "present situ-

ation" on the chal kboard, and another one "M. Trader's proposal".

: : Lot :

12,400
Mont hly sal es x $25 $ 12, 500
Monthly fixed costs $ 5,000
Vari able costs 12 x $ 500 $ 6,000
Total Costs $ 11, 000
Net Profit $ 1,500

Margin 1, 500 x 100% 12%
12, 500

M. Trader's proposal

18 .000
Mont hly sal es x $22 $ 16. 500
Monthly fixed costs $ 5,000
Vari able costs 18 x $ 500 $ 9,000
Total costs $ 14 000
Net profit $ 2,500

. 2,500 x 100% 0

Mar gi n 16, 500 15. 2%

Distribute Case Study B - "The Beta Canning Factory". Allow groups

up to 30 minutes to solve the problem

Reconvene in plenary and again allow the group which first produced

a solution to nake the presentation.

Present situation:

Mont hly sal es, 450 x $25 $ 11,250
Monthly fixed costs $ 3,000
Vari abl e costs, 10.8 x $700 $ 7 560
Total Costs $ 10,560

Net profit $ 690
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NEPA Proposal

Sales Inland sales, 450 x $25 $ 11, 250
Export sales, 250 x $ 21 $ 5,250
Total sales $ 16, 500
Less advertising contribution $ 1,000
Net incone $ 15,500

Monthly fixed costs $ 3,000

Vari abl e costs, 16.8 x $ 700 $ 11,760

Total costs $ 14 760

Net profit $ 740

Clearly, the offer should be accepted. Expl ai n that since fixed

costs are already covered by donestic sales, BCU has to account for

vari abl e costs only when cal cul ati ng export prices. Every price
above the variable cost of $16.80 @box will bring an additiona
profit.

The additional profit fromthese 250 cases, nust, however, be at
| east $1,000 in order to cover the advertising costs, which nmeans

that each case should contribute $1,000 - $4. 00
250

W add this to the variable cost of $16.80:

$16. 80 + $4.00 = $20. 80

The price of $21.00 is therefore acceptable since every case sold
will add $0.20 to the profit:

Total extra profit = $0.20 x 250 = $50

Added to the profit on donestic sales, total profit wll

consequent |y be:

$690 + $50 = $740
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Distribute Case Study C - "Ganma Agricul tural Co-operative". Ask
trainees to study the case individually and formul ate a suggestion
as to howto handle the problem Al low up to 30 ninutes for this

exerci se.

Ask for a show of hands by trai nees who recommend that M. Lu pay
menbers $3. 20 per basket and keep a selling price of $3,600 per
t housand baskets. Sel ect one of themto explain the reasons for
hi s deci sion. Make sure he brings out the followi ng figures and
anal ysi s. Correct, clarify or augnment his explanati on where neces-

sary.

M. Lu was obviously wong to apply the sane mark-up of 20%to his
purchase price, thereby neglecting the fact that costs per unit may

refl ect changes in the volune of sales.

Elicit the idea that not only manufacturers but al so traders have
fixed and variabl e costs. In the case of the Ganma Society rent,
sal aries and office expenses are clearly fixed, while other ex-

penses vary with the volune of trade.

The Co- operative could easily pay $3.20 per basket this year, as
expenses are very unlikely to exceed $7,500 for a volune tw ce as

| arge as before.

Calculations are as follows

Sal es: 20 x $3, 600 $ 72,000

Cost of goods sold (20,000 at $3.20) $ 64, 000

Gross Profit $ 8,000
. 8,000 x 100 -

G oss margin 11.11%

72,000



. I :

Eixed Costs
Staff salary, 12 x $125 $ 1,500
O fice expenditures, 12 x $60 $ 720
Rent for warehouse, 12 x $170 $ 2,040
Total fixed costs $ 4,260
Variable Costs
Casual |abour, 4 x $400 $ 1,600
Docunent ation, 4 x $100 $ 400
Truck rental, 4 x $300 $ 1.200
Total variable costs $ 3,200
Total operating expenses $ 7,460
Expenses on sal es: 7460 x100%

72,000

Transform margin i nto mark-up:

100 x 10.36 o - 1,036
100 - 10.36 89. 64

% = mark-up = 11. 56%
In case trainees are not familiar with the difference between
"mar k-up" and "gross margin" (also called "margin" or "trade mar-

gin") andhow to cal cul ate them explain as follows.

Mark-up: The mark-up is the percentage applied to the purchase
price py which the purchase price is increased in order to obtain
the selling price. The mark-up percentage should be sufficiently

| arge to cover fixed and variable costs and | eave sonme profit.

Exanple:  Purchase price $100
Mar k-up 25%
Selling price $100 x 1.25 = $125
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Goss Margin: The gross margin is cal culated as a_percentage on
sales and represents the difference between sales and cost of goods

sol d.
Exanpl e: Sal es $ 125
Cost of goods sold $ 100
G oss margin or profit $ 25
% _
G oss margin m12510.00 = 20%

Stated in pmoney terns, the margin and nark-up in the above exanpl es
are the sane, that is $25. But note that to obtain a gross margin

of 20% a mark-up of 25% was necessary.

Formula to transformmargin %into mark-up

1C o

100 - margin in | - mark-up in

Forrmula to transformmark-up % into margin

Mark-up in 7 x 100

Mark-up in %+ 100 rargrn tn



Case A - The Alpha Canning Factory

The Al pha Co-operative Union operates a small canning factory which
produces canned pi neappl e juice. Total manufacturing capacity is ap-
proxi mately 800 cans per day, packed into cardboard boxes for shipment

(24 cans to a box).

Fi xed costs are $5,000 per nonth and variable costs are $500 per 1, 000
cans manuf act ur ed. Every nonth the factory sells a trader 12,000 cans
at an ex-factory price of $25 per box. The manager is quite satisfied

with the net margin of 12%

The trader, however, has now asked for a reduced purchase price. He
says that if the price were to be lowered to only $22 per box, he could
export rmuch nmore and increase his nonthly purchases by 50% As the
proposed price decrease is 12% the manager wonders whet her this deal

woul d not eat away all his profit.

Woul d you accept M. Trader's offer?

Justify your decision and expl ain.
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Case B - The Beta Canni ng Factory

The Beta Co-operative Union operates a canning factory produci ng canned
asparagus, green beans and ot her vegetabl es. Tot al manuf act uri ng ca-
pacity is approxi mately 35 boxes of 24 cans each per day; at an aver-
age of 20 working days per nonth, this neans a nonthly production capa-
city of a maxi mum 700 boxes. Fixed costs are $3,000 per nonth and var-
i abl e costs are $700 per 1,000 cans produced. Right now the factory is
produci ng about 450 boxes per nmonth, of which 200 boxes are sold to a
| ocal consuner co-operative and 250 boxes to different whol esal ers, at
a uniformex-factory price of $25 per box. The val ue added is hardly
satisfactory, but higher prices are not acceptable on the |ocal narket
and the factory, though under-utilised, provides considerable enploy-

ment in the area

Through the National Export Pronotion Agency, the factory has now re-
ceived an inquiry froma foreign chain of supernmarkets. They want to
buy 6,000 cans (250 boxes) per nonth, at a price of only $21 per box,
with the condition that BCU participate in a pronotional canpaign in
all towns where the chain operates its supernarkets. BCU s contri bu-
tion would be $1, 000 per nonth, which would be deducted fromthe

nont hly paynent for goods.

The man fromthe National Export Pronotion Agency thinks that this
woul d be a good deal. The nmanagenent committee of BCU is hesitant,
arguing that the price of $21 will not cover the costs of producing
the extra 250 cases, not to nention the $1,000 they will have to pay

for advertising.

Vari abl e cost per case: 24 x 0.70 $ 16.80
, Total fixed costs = $3,000
Fi xed cost per case -
Total nonthly production 700 4.30
Total cost per case $ 21.30

Vhat is your opinion?


ana

ana

ana
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Case C - The Ganmm Agricultural Co-operative Society limted

In their spare tinme and off season the menbers of the Ganma Agri cul -
tural Co-operative Society manufacture a great nunmber of handicrafts
i ncl udi ng baskets, for which a | arge market exists in several indus-

trialised countries.

There is one mpjor foreign inporter who has been buying | arge baskets
at a f.o.b. price of $3,600 per thousand. He normally places an annua
order for 10,000 baskets. The society's nenbers deliver their baskets

to the co-operative warehouse, where they are checked, packed and

stored until shipnent takes pl ace. Menbers receive $3 per basket when
the society is paid. The mark-up of 20% provi des for operating
expenses.

Last years operations account, for exanple, |ooks as follows:

Sales 10, 000 baskets (at $3,600 per thousand) $ 36, 000

Cost of goods sald: (10,000 baskets at $3 each) § 30,000

Goss Profit: $ 6,000

. 6000

G oss margin 36, 000

Total operating expenses $ 5,856

Net profit $ 144
o144 x 100=

Net margin 36, 000 0.4%

M. Lu, the manager of the Ganma Co-operative Society, is very pleased
t oday, because the foreign inporter has just asked himto double the
nunber of baskets for next year, at the same price of $3,600 per thou-
sand. When M. Lu inquires about the supply capacity, however, he
finds out that sonme private traders have been offering a slightly
hi gher price for the baskets: $3.10 per basket, to be picked up by the
traders' truck in the village, so that the farmers no | onger lose tine

transporting the baskets to the co-operative warehouse.

Consequent |y, the nunber of baskets delivered to the co-operative ware-

house is likely to decrease in future, and M. Lu thinks the co-opera-


ana

ana


tive may have a hard tine filling an order for 10,000 baskets, |et

al one the new order for 20,000 baskets.

M. Lu | ooks again at |ast year's operating expenses.
Staff salary, $125 per nonth $ 1,500

Casual Labour for packing, |oading, handling, etc.

$400 per shi pnment of 5, 000 $ 800

O fice expenditures, $60 per nonth $ 720

Shi ppi ng docunent ation, $100 per shi pnent $ 200

Truck rental, $300 per shipnent $ 600

Rent for warehouse, $170 per nonth $ 2,040
$ 5,860

Expenses on sal es: 5, 860x100 = 16, 3%

36, 000

Hence the mark-up of roughly 20% on the cost price of the goods in

order to cover expenses.

M. Lu thinks that paying $3.20 per basket woul d be an incentive strong
enough to obtain 20,000 baskets to fill the new order. Applying the

sane nark-up of 20%to cover expenses, M. Lu arrives at the follow ng:

20,000 x $3.20 = $ 64,000

+ 20% mar k- up = $12.800

$ 76, 800

Price per 1,000 baskets: $15;§QQ = 3, 840
- . — -

Price increase: B3840 - B4 B0C x 100 = 6. 7%

$3, 600

It is unlikely that the foreign inporter would accept such a price in-
crease and the risk is that he may buy from another source. Could you

help M. Lu find a solution?


ana
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SESSION 5. 2
SALES CONTRACTS

hjective: To enabl e trainees to explain the inportance of fornmal

export sales contracts and to identify necessary contract

condi ti ons.
Time: 112 hours
Material Handout 1 - Tape Di al ogue - "Concluding the Sal es".
Session Qiide:
1) Hand out the transcript of the dialogue to trainees. Play the tape

recording, or if a recorder is not available, have 2 trainees stage
t he di al ogue. I f possible, use the sane trainees who staged Hand

out 2 in Session 4.1. Warn trainees that after they have heard the
di al ogue, they will be required to (i) analyse the various agree-

ments reached and (ii) draft a sales contract.

Divide trainees into groups of equal size and ask themto anal yse
the various agreenents nmade and to draft a sales contract accord-
ingly. The contract should cover only the conditions which have
been mutual |y agreed upon. If trainees believe that inportant
poi nts have been left out, they may wite them down. Allow up to

45 m nutes for this assignnent.

Reconvene in plenary and have spokesmen read al oud their contracts,

one after the other.

After all the presentations are made, ask trainees to select the
contract which appears to be the nost conprehensive. Read out this
contract again and record its main features (summary of paragraphs)

on OHP/flipchart.

Questi on: Whi ch contract clauses do they find faulty? Have any

poi nts been left out? Wite these on the chal kboard. Make sure



all trainees agree that a sales contract mnust be clear, accurate

and specific on the follow ng:

Product description.
Descri ption of packing.

Delivery tine.

)
)
)
d Price (per unit, total price, net, gross)
) Quantity (neasurenments, gross, net)

)  Terms of delivery (lncoterns) - delivery point - insurance

) Price adjustnent clause (in case charges change).

h) Arbitration clause (in case disputes arise).

i) National laws that apply, other |egal aspects, liabilities.

j)  Terms of payment - currency of paynent.

k) Docurmentation - certificates of origin, sanitary inspection,

etc.

Suggest that the trainees take notes while these points are being

di scussed as they will be given the opportunity to inprove their

draft for a sales contract during the next sessions.

A nodel sales contract is enclosed as a Handout to this session.

Do not distribute the contract to the participants until you have
compl et ed Session 5. 6. You the trainer can use it, however, as a
ref erence when anal ysing and di scussing the drafts for a sales con-
tract nmade by the various groups during this session as well as the

i mprovenents nmade on these drafts during the next sessions.

I nduce a brief discussion on the following differing views about

witten agreenents.

- "A detailed witten agreenment is often viewed with suspicion and
regarded as a manifestation of |ack of trust between the par-

ties. Such a viewis regrettable.”

- "A detailed agreenent is, in fact, something positive in that it
conpel s the parties to consider their conmon interests and di-

vide rights and responsibilities before their activities start.”
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Questions: How can rights and duties between international trading
partners be regulated? What is the exporter expected to do? Wat
ri ghts does he have? What has the inporter to do? Wat are his

rights?

Refer trainees to the long and conplex list of [tens which nust be
included in international sales agreenents. Oral agreenments are
valid, but they are nearly inpossible to prove. Witten agreenents
which stipulate in black and white the rights and responsibilities

of all parties involved will help avoid future conflicts because:

- the parties involved in the execution of the contract will know

their rights and responsibilities and feel conpelled to adhere
to them

- it may be possible to settle disputes by referring to the ori-

ginal terms of the agreenent.

Witten agreenents not only include sales contracts but can al so
take the formof letters, witten quotations, orders, order acknow

| edgenments etc.

An oral or witten offer followed by an order constitutes a legally
valid contract. Formal sales contracts are mainly used in conpl ex
busi ness transactions, invloving detailed technical sepcifications
or considerable volumes with, for exanple, long-termdelivery
schedul es. Particul ar attention should therefore be paid to
fornul ating offers, orders and order confirmations which should be

as detailed as possible so as to avoid possible conflicts.

Advise participants t hat, in view of t he conplexity  of
i nternati onal sales contracts, it is preferable to seek | ega
advi ce in drawi ng them up. They shoul d, however, be able to

recogni se a faulty contract.

Rem nd trai nees of their action commtment to be presented at the
end of the training course. Soneone may wi sh to consi der evol ving
a nodel for a standard export sales contract for his society's pro-

ducts, possibly with the assistance of an outside |egal adviser.



Tape Dial ogue
"G i he Sales’

You may renenber the conversation in Session 4.1 between
M. Manbo, the salesman for his farners' co-operative, and
M. Kl obe, the buyer of canned foodstuffs for the Co-opera-

tive Retail and \Wol esal e Uni on.

Unfortunately, we were cut off before the final order was
signed, while M. Manbo was still going ahead with his
spl endi d sal es job. Now, however, we neet them again, sit-
ting in M. Klobe's office sunming up their negotiations.
Pay careful attention to what they say and take notes, as
you will be required to draft a sales contract stating the

terms of their agreenent.

You know, M. Manbo, | still feel a bit worried: I'mjust
wonder i ng whet her your co-operative will be able to deliver

all the goods you sold us today.

Leave that to us, M. Klobe. Rest assured that you w ||

get the goods you ordered.

VWell, | hope so. But, before we finish our neeting let's
go over our agreenents, M. Manbo. Whul d you pl ease read

of f your order fornf

Fruit cocktail 775 ccmcan, as per sanple. A trial order

of 4,000 cans at 37 cents per can. You want this right

away.

Right. Go on.

- Tamarind nectar, cans of 8.8 o0z. excuse ne, 250 gr, 48

to a box, 15,000 cans at 20 cents.

- Mango nectar, cans of 250 gr, 48 to a box, 15,000 cans

at 18 cents.



- Sliced pineapples, cans of 500 gr, 24 to a box, also

15, 000 cans at 39 cents.

- Tangerines in syrup, cans of 375 gr, 12 to a box. You

want only a trial order of 1,200 cans the first nonth,

at 50 cents per can.

- Mushroons, cans of 375 gr, 12 to a box, 24,000 cans at

58 cents each.

- And finally, 60,000 cans of green beans in 1 kg cans, at

35 cents each.

And your make really sure that we get this in 6 nonthly

shi pments of about equal size.

Except the fruit cocktail and the tangerines, which you

want right away.

Correct. And be sure to send nme a pro forma invoice when

you're ready for shipnment so that we can nake out our L/C

Ckay, we will wite the pro forma invoice - how nmany copies

do you require?

5 copies will do. Say, can you telex ne in advance about
the exact quantities you intend to ship and the total

amount, f.o.b. port of Beta-City?

O course. And you will get the docunents as soon as we
have the L/C. |If my pocket calculator is right, that wll
make a monthly delivery of about $10.345, except for the
first nonth with $2,080 nore for the fruit cocktails and
the tangerines. | think that settles everything, M.
Kl obe, and | would like to thank you for your order. W
will do everything in our power to give you entire satis-

faction.



Mdel Sales Contract

with specimen cl auses

This contract is made at Scandia City the
twenty- fourth day of May 1983

bet ween

and Whol esal e
Union, 348 Main Street, Scandia City,

the Co-operative Retail

Industria, (hereinafter called the buyer)

of the one part
and

the Beta Fruit and Vegetable G owers Co-
operative Union, Ochard Road, Beta City,
Agraria, (hereinafter called the seller)

of the other part.

The buyer agrees to purchase fromthe
seller and the seller agrees to sell to
the buyer, canned fruits and fruit juices
and canned vegetabl es nore fully herein-
after described in Annex I, on the terns

and conditions set out hereunder.

The goods shall be packed as foll ows:
All  cans by respectively one, two or
three dozens (according to size) in spe-
cial heavy duty cardboard boxes, eighteen
such boxes crated in a wooden box not ex-
ceedi ng 300 kg wei ght each, two steel

bands per crate.

Terms of delivery:
Free on board, Beta City (Incoterns 53)

Partial shipnents allowed.

Details of ship to be advised not |ater
than ten days before antici pated shi pping

dat e.

Remar ks

Pl ace and Date

Nane and addr ess
of buyer

Nane and addr ess
of seller

Descri ption of pro-
duct

Description of pack-
ing

(Ref. Session 5.3

Terns of delivery)

(Ref. Session 5.3
para. 16)



10.

The price of $ (anpunt) shall be paid in
dollars of the United States of Anerica
agai nst an irrevocable Letter of Credit
confirmed by Beta Bank and payable with
t hem upon presentati on of shipping docu-

ments as follows ....*

The price is calculated on the basis of a
freight rate of (e.g. $30.- per netric
ton), any variation in the rate for

buyer's account.

The Letter of Credit should be avail able
not later than three nonths after the
date of order and have validity for at

| east six nonths.

All disputes arising in connection with
the present contract shall be finally
settled under the Rules of Conciliation
and Arbitration of the Internationa

Chanber of Commerce by one or nore arbi-

trators appointed in accordance with the

said rul es.

Usual documents: (e.g.)

Invoice in triplicate, signed and marked.

(Ref. Session 5.4
Terns of paynent
and currency)

(Docunent d ause)

(Ref. Session 5.3
Frei ght char ge

variation clause)

(Ref. Session 5.4
Ti me cl ause)

(Ref. Session 5.6
| CC arbitration

cl ause)

Certificate of origin issued by the Chanber of Conmmerce.

Full set of clean on board Bills of Lading made out to order

and bl ank endor sed.

I nsurance Policy or Certificate in duplicate,

and War Risks up to buyer's warehouse,

goods plus 10%

covering Mari ne

i nvoi ce val ue of
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Specinmen (rder Form
Nanme of buyer: Co-operative Retail & Wol esal e Union
Addr ess: 348 Main Street, Scandia City
Order given by: M. Kl obe, buyer, canned food depart nent
Unit Price|Quantity} Total
Itew Ref. Description Unit
Us$ Ordered | Amount
1 Fruit Cocktail, 775 ccm cn 0.37 4,000 1,480
2 Tamarind Nectar, 250 g cn 0.20 15,000 3,000
3 Mango Nectar, 250 g cn 0.18 15,000 2,700
4 Pineapple, sliced, 500 g cn 0.39 15,000 5,850
5 Tangerines, in syrup, 375 g cn 0.50 1,200 600
6 Mushrooms., 375 g cn 0.65 24,000 15,600.
7 Asparagus, 500 g cn 0.58 24,000 13,920
8 Green beans, 100 g cn 0.35 60,000 21,000
64,150

Items # 1 and # 5 to be shipped on receipt of L/C ($2,080).

The

r emai nder

size ($10, 345).

to be shipped in 6 nonthly shi pnents of

appr oxi mat el y equal
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SESSION 5.3
TERMS CF DFIIVERY

hjective: To enable participants to explain the particularities of
the nost inportant terns of delivery, to assess their
cost and legal inplications and to use the terns cor
rectly when cal cul ating export prices and drafting export
contracts.

Tine 3 hours.

Material : Visual aid - "INCOTERMS", Case studies 1 - 7, Handout -
"Maj or | NCOTERVS"

. i d
1) Renmind participants that the "c.i.f.” and "f.o.b." have been used

several times in previous sessions and especially in the |last one
where f.o.b. ternms of delivery were made part of the sales con-

tract.
Question: \What do the terms f.o0.b. and c.i.f. nean?

Trainees wi |l probably answer:

f.o.b. = free on board and
c.i.f. = cost, insurance and freight.
Questi ons: Wat are the essential differences between the 2

terns? WII these differences have an inportant influence on the

export price quoted?

Support, clarify or correct participants' explanations as neces-
sary, making use of the visual aid "I NCOTERM5S" which should be re-
produced on OHP, on the chal kboard or on a | arge sheet of paper

Explain that this drawing shows the so-called "critical points" in
the tradi ng process between an exporter (seller) and an inporter
(buyer). Terms of delivery such as f.o.b. or c.i.f. deternine what
obligations and risks seller and buyer are responsible for.
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The critical points will help to define these. In the illustra-
tion all critical points are at the | oading/unloading platforns.

Briefly go through the critical points on the illustration:

(1) Fromfactory, plantation or exporters godown (A) to port of

shi pnent (B).

(2) Loading on board of ship, from(C over (D), (E) and (F) to
(9.

(3) Sea freight to port of destination, from (G to (H).

(4)  Unloading at port of destination, (H to (K).

(5) Custons clearance; payment of duty, from(K) to (M, over

(L).

(6) Port of destination to custoner's warehouse, from (N) to (0).

Question: What do they understand by "risk" in export/inport

contracts?

- The danger of damage to, or loss of the goods is called risk.
Both seller and buyer protect thenselves against risk with in-
surance. Ri sks can be passed fromseller to buyer at various
critical points, depending on the terns of delivery agreed

upon.

Questi on: VWhat are sone of the risks which may occur to products

during | and and sea transport?

- Damage caused by traffic or rail accidents; damage caused dur-

i ng | oadi ng or unl oadi ng; damage from hooks; theft: pil fer-
age; contact with other, damagi ng cargo; damage from sea
wat er; i nsect or rodent infestation; strandi ng, burning or

si nki ng of ship.

Question: Once again, what are the major differences between

f.o.b. and c.i.f. terns?



- Wo pays for sea freight fromGto H?
(f.o.b. - The buyer, c.i.f. - the seller)

- For which stage in the transport should insurance be taken out
and by whon?
(f.o.b. - fromAto F by seller, fromF to O by buyer)
(c.i.f. - fromAto O by seller)

- \Where does transfer of risk take place in both cases?

(At the nonent the goods pass the ship's rail (F))

- W is responsible for any goods dropped into the sea while
bei ng | oaded onto the ship?

(It is the seller's responsibility)

- Wo is responsible for any goods that are dropped while on
board the ship and spoil ed?
(It is the buyer's responsibility)

Di vide participants into groups of not nore than 4 persons.

G oups can remain and work in the same room

Distribute Case 1 to all groups and informthemthat you wl|l
attribute "one point" for each correct solution to this and al
follow ng exercises and that at the end of this session a w nner

will be declared. Allow up to 15 minutes of deliberation

6) Ask spokesnmen of each group to announce their results. Indicate
the correct answer only after all group results have been noted on

t he bl ackboar d.

Announce correct answers:

- f.o.b. selling price per ton (900 + 173) $ 1,073 (items 1 to 4)

- c.i.f. selling price per ton (900 + 423) $ 1,323 (items 1 to 6)

addi tional costs occuring to seller f.o.b. $ 173, c.i.f. $ 423
- additional costs occurring to buyer f.o.b. $ 427, c.i.f. $ 177
total § 600, $ 600

- value at point 0 (900 + 600) $ 1,500 in both cases



Parti ci pants have now | earned about 2 major terns of delivery.

Question: Do all traders throughout the world understand "c.i.f.

and "f.o0.b." in the same way?

Expl ain that such "terns of delivery" have been devel oped over
many years to fit particular circunmstances. But because the termns
could be interpreted in different ways, mi sunderstandi hgs were

quite frequent.

Questi on: What happens when terns of delivery are interpreted

differently by seller and buyer?

Certainly, comercial disputes may ari se.

In order to clear up the confusion that existed in internationa
trade, in 1953 the International Chanber of Comrerce drew up a set

of standard terms and new definitions. Called the LNCOTERMS 1953,
they indicate the division of costs and adm ni strative respons-

ibility between the exporter and his custoner. More term defini -

tions were added in 1967 and 1976.

Al t hough internationally accepted, the terns of delivery are stil
sonetines interpreted differently in different countries. Care
and cl assfication are necessary when using them For exanple, the
termf.o.b. should always be nentioned as f.o.b. | NCOTERMS and the
port of shipnent should be indicated, as in f.o.b. Calcutta, |NCO
TERVS. When using c.i.f. the port of destination should be indi-
cated as in c.i.f. Bremerhaven | NCOTERMS.

Questi on: What are the other ternms of delivery participants have

heard of ?

A conplete list of the nore current terns of delivery is:

(The point where responsibility for risk passes from buyer to sel-

ler is indicated by the letter shown on the visual aid.)
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Ex-wor ks, ex-plantation, ex-godown (A)
f.o.r. = Free on rai
f.o.t. = Free on truck

)

) o
) 0
) f.a.s. = Free alongside ship (E)
) f.o.b. = Free on board (F)

) f.o.b. Airport = Goods to be delivered to the air carrier
c& = Cost and freight (F)

7)
8 c.i.f. = Cost, insurance, freight = CAF (French) (F)
9)

c.i.f. landed = 1like CI.F. (F), but transport up to (K)
(10) c.i.f.i. = Cost, insurance, freight and interests (F)
(11) O hers, such as Ex-ship (H), Ex-quay (K), Ex-quay duty paid

(L), etc.
Maj or | NCOTERMS in connection with air freight are:
Exw = Ex-wor ks
Frc = Free carrier (delivered to the aircraft)
Daf = Delivered at frontier (delivered to the border)
Dcp = Freight or carriage paid to (airport at destination)
Cp = Freight or carriage and insurance
Ddp = Delivered duty paid

Foa = Fob airport

Whi | e each-of the above terms is being nmentioned, point out on the
visual aid the critical point where responsibility passes from

"seller" to "buyer".

If some of the above do not occur to the trainees, pronpt replies
by pointing out critical points on the visual aid. (ldentified by

letters A through N.)

Hand out "MAJOR | NCOTERMS". Allow up to ten minutes for all par-

ticipants to study the handout on their own.

Questi on: How woul d partici pants go about selecting the nost ad-

vant ageous terns of delivery:

Poi nt out that various | NCOTERMS bear a heavy influence on price
quotations, as seen in Case 1. For exanple, a c.i.f. quotation
will always dictate a higher price than a "c& " quotation, and an

"f.o.b" quotation wll dictate a lower price than a "c&"

contract.
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Question: If participants could inmagine for a nonent that they
are one of their own custoners, what quotation would they prefer

as an inporter?

They will probably prefer c.i.f., because the inporter can
easily conpare price quotations fromvarious countries of

origin.

- Aternatively, they may prefer c+f quotations, which allowthe
i nporter to choose his own insurance conpany and at the sane

time guard himagainst fluctuations in frei ght charges.

- Ohers may prefer f.o.b. prices, because the inporter, if he is
an i nportant buyer, may be able to negoti ate advant ageous

freight and insurance rates.

A c.i.f. quotation also has other advantages for the inporter.

The c.i.f. price hides a m ninumof surprises, such as sudden
fluctuations in freight rates. As inmporters usually prefer
c.i.f. quotations, exporters should certainly go through the ad-

ditional effort of mmking careful "c.i.f." quotations.

Question: How can an exporter protect hinmself against |osses due

to fluctuations in freight rates when he quotes c.i.f.?

He may insert a clause like the following in his conditions of
sal es:

"The price is calculated on the basis of a freight rate of
(e.g. $ 30.-) per netric ton; any variation in the rate for

buyer's account".

Question: What do participants think about using such a "freight

charge variation clause" in their sales contract?

- Cbviously, it is safer for the exporter to retain his right to
alter the price or the conditions of an order, but the custoner
prefers definite terns and | ooks nore favourably on an offer

that quotes a firmprice

Choosi ng the proper terns of delivery will therefore practically
al ways be a matter of negotiation and a natter of econom c power.

I f one partner shows a weakness in negotiating skills or is com
peting with many others, he will have to make concessions to neke

a sal e.
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Di vide participants again into groups as for Case 1 and hand out
Cases 2 to 6. Allowup to 40 mnutes for groups to work out sol u-

tions to all cases.

Reconvene in plenary and ask all spokesnen of groups for their
solution to each case. Do not forget to award points to groups

Wi th correct answers.

Case 2

Expl ain that the co-op narketing federation may be in a better
bargai ni ng position than its respective buyers with regard to ar-
rangi ng transport and insurance. The co-op may therefore be able

to quote a nobre conpetitive price under ¢ & f and c:i.f. than

under Ex-godown or f.o.b. Furthernore, it is in a position to
support its country's national shipping and insurance. But with
its increasing obligations cone new ri sks. These risks nust be

set off against the benefits to the exporter (or his country) re-

sulting froman extension of his obligations.

The exporter may avoid the risk of |abour disturbances in Al pha-
Country by using f.o.b. The c & f., or c.i.f., clauses are al so
possible, particularly if the buyers are required to pay upon
shi pment (by L/ C or otherwi se). However, since under ¢ & f and
c.i.f., the exporter becones a party in the contract of carriage,
he nmay be called upon by the carrier to pay for the i mobilisation
of the ship in the port of discharge ("denurrage"). But in prac-
tice, the seller will seldombe required by the carrier to pay de-

nmurrage in the port of discharge.

In Beta-Country there is a serious and unpredictable risk of con-
gestion in the port of discharge. Therefore, the exporter should
prefer and require the buyer to pay upon shipnent. I f he uses c
& f or c.i.f. ternms rather than f.o.b., he should try to assess
whet her a potential claimfor dermurrage may exceed the val ue of
t he goods. If so, the buyer - even if he has paid for the goods
in advance - may be unwilling to take delivery fromthe carrier

and may fail to fulfill his obligation to reinburse the seller.



Al'l ow one point each for answer "f.o.b." for both countries.

Case 3

Al |l ow one point for the right answer. Have a spokesnman for a
group that got it explain to the other groups that the buyer be-
canme responsi ble for the goods when they passed the rail of the
ship in the port of shipnent, and that he can nake up for his |oss
by filing a claimto his insurance conpany, since insuring the

cargo was his own responsibility.

Case 4

G ve one point to groups answering correctly. Al though the seller
paid for insurance under a c.i.f. contract, the risk passed onto
t he buyer when the goods passed the rail of the ship at the port

of shipment. |t's now up to the buyer to file a claimagainst the
i nsurance conpany.

Questi on: For what ampunt shoul d the goods be insured?

It is the general customalways to insure goods at 110% of their

c.i.f. value.

Case 5

A solution to this problemis unlikely. Al though it is the
buyer's responsibility to charter the vessel, reserve space and
notify the exporter of the details of the vessel, there may be oc-
casions when this is inpossible to do in time. A comercial dis-
pute may arise as a result, proving that f.o.b. and other Inco-

terms do not elinmnate all risks and problens in internationa
trade.



Sheet 5
Case No. 6
f.o.b. port of shipnent (same amount for both destinations)
L Cost ex- godown $ 500 x 100 $50, 000
2. Transport to port of shipnent $ 30 x 100 $ 3,000
3. Loadi ng charges $ 5 x 100 $ 500
4, Export docunentation $ 40 x 1 $ 40
$ 53,540
c &f Alpha port
(1) f.o.b. port of shipnent $ 53,540
(2) Sea freight to Al pha, $80 x 100 $ 8,000
$ 61,540
C &f Beta harbour
(1) f.o.b. port of shipnment $ 53,540
(2) Sea freight to Beta, $120 x 100 $ 12,000
$ 65,540
c.i. f. Alpha port
(1) ¢ &f Al pha port $ 61,540
(2)  Insurance, 3%on 110% of total $§ 2,100
$ 63, 640
c i f Beta harbour
(1) c¢ & f Beta harbour $ 65, 540
(2) Insurance, 3%on 110% of total $§ 2,237
$ 67,777

This exercise allows for 6 points.



14)

15)

16)

17)

To calculate "I", use the follow ng formula:

Divide c+f by (1 - Insurance rate in % multiplied by 1.1)

Result is cif. Ampbunt of insurance equals cif |ess c+f

61, 540 61, 540 61, 540
Exanpl e:
1-(.03 x 1.1) = 1-0.033 - 0.967 = 63,640 = cif
cif - c+f = 63,640 - 61,540 = 2,100 = | nsurance.

Conmput e "points" of groups (maxi mum possible is 19 points) and de-

clare the wi nner of the contest.

Ask trainees to formthe sane groups as in Session 5.2 to draft
the sal es contract. Allow up to ten m nutes for making inprove-

ment on their sales contracts based on their know edge about terns

of delivery.

Reconvene in plenary and ask group spokesnen to read out the cor-
rected paragraph. Ensure that it contains the formulation
"f.o.b. (Incoterns 80) Port of Beta-City". It may also carry a
cl ause such as "Details of ship to be advised by buyer not | ater

than ten days before antici pated shi pping date".

Di scuss with trainees the reasons for this clause and how it can

hel p the exporter avoid trouble and future disputes.

Summari se the findings of this session. Stress the inportance of
usi ng adequate terns of delivery in sales contracts and/or agree-
ment s. I f possible, obtain and hand out |1 CC brochure No. 320,

"Quide to Incoterns, for nore detailed i nfornmation

Most inporters would prefer CF to CIF terns as they would rather
i nsure the goods with their own insurance conpany. In devel opi ng
countries and in countries with foreign exchange control, there
are often regulations requiring inporters to insure with | oca

i nsurance conpani es.
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Case 1

You have cal culated the selling price of your product as $ 900 per ton

at the gate of your godown.

Asked to prepare c.i.f.

you have found out about the following costs (all

per metric ton).

and f.o.b. quotations for a prospect overseas,

1. Export packing per ton $ 150
2. Transport and insurance fromA to E (al ongsi de ship) $ 10
3. Loading of ship, fromEto G $ 5
4, Export docunentation $ 8
5. Sea freight fromGto H $ 200
6. Insurance fromGto O $ 50
7. Unloading of ship fromHto K $ 5
8. Custons clearance fromK to M $ 20
9. Transport to buyer's warehouse fromNto O $ 20
10.  Customs duty of 10%on c.i.f. value
Your assignnent . f.ob ci f.
1. Calculate the selling price per ton
a) f.o.b. port of shipment
EN
b) c.i.f. port of destination ]
2. How nuch costs, in addition to the
cost of goods ex-godown, will have to
to be paid by
a) the seller, in case of f.o.b. and
c.i.f.? 3
$
b) the buyer, in case of f.o.b. and
c.i.f.?
3. Calculate the total cost of the goods
at point "0" (Buyer's warehouse)
if the buyer buys f.o.b. E
—

if the buyer buys c.i.f.

This exercise earns you 8 points




Case 2

A co-operative marketing federation exports an average of 200, 000 tons
of maize a year. Its buyers (about 30) are prinarily located in two
countries, Al pha and Bet a. The co-operative godown is inland - about
200 km from the country's main seaport. There is no difficulty in

transporting the grains fromthe godowmn to the port of shipnent.

The exporter's country has donmestic ships that are suited to carrying
the grains to the two countries, and it is in need of foreign cur-
rency. Al so the insurance risk can be covered by donestic cargo in-

surance conpani es.

The following conditions have been noted in the tw inporting

countries:

Al pha- Country has a well-organi sed port of discharge and efficient in-
land transportation by rail and truck; however, it is known for |abour

di st ur bances.

Beta-Country is known for congestion at its port of discharge: the
waiting tine for ships varies from20 to 80 days. Inland transporta-

tion, on the other hand, is excellent.

I el | Ld : I ) . I

contracts with buyers in each of the two countrijes?

Case 3

You have sold a consi gnment of potatéés to a European custoner under a
"c+f Rotterdant | NCOTERM agreenent. During transit, however, a large
share of the potatoes were spoiled. The customer wants to pay you only
for the share of the consignment which arrived in a usable state
because, he says, you were responsible for the shipnent because you
were responsible for paying the freight charges. ls he right?
Couldn't your ins f Cen


ana


Sheet 9

Case 4

You have sold a consignnent of canned fruit juice to a custoner in
Switzerland under a "cif Rotterdant | NCOTERM agreenent. Unfortunately,
the ship carrying the goods was | ost on the high seas after a heavy
storm  The customer, who has paid you "cash on order", wants to be re-

i mbur sed i mredi atel y. He tells you that you can get the noney back

from the insurance conpany. Who has to pay whom and who has to file a
Lai . he i -

case 5

You have nmade a sales contract with "f.o.b. Jakarta" | NCOTERMS for a
consi gnnment of 100 tons of snoked rubber sheets to be shipped by 15

May. On that date, however, your custoner has still not yet notified

you of the details of the vessel. Wiat are you going tao do?


ana

ana
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Case 6

You have cal cul ated the selling price of your product, seaworthy pack-

ing included, at $500 per netric ton, ex-gowdown.
Asked to prepare c.i.f., c&, and f.o.b. quotations for a shipnment of
100 tons to custoners in Alpha-City port and Beta-City harbour, you

have found out about the follow ng costs:

1. Transport and Insurance from gowdown to

port of shipnent. $ 30 per ton
2. Loading charges $ 5 per ton
3. Seaworthy packing $ 20 per ton
4. Export docunentation $ 40 per shipnent
5. Sea freight to Alpha-City port $ 80 per ton
6. Sea freight to Beta-City harbour $ 120 per ton
7. Insurance Prem um 3% of 110% of cif val ue
Your assignment

Alpha Beta

Quote for 100 tons f.o.h.

c&f
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Session Quide:

TERVS OF PAYNENT

To enabl e participants (i) to explain the advantages and
di sadvant ages of the nost common terms of paynent used in
export sales (ii) to avoid nistakes when using the Letter
of Credit procedure and (iii) to use appropriate terns

when drafting sales contracts.

2 to 3 hours.

Handout 1 - "Main Stages of a Docunentary Credit Trans-
action"

Handout 2 - Role play briefs Ato G

Handout 3 - Sanpl e Documents

One cardboard box

State that,"getting paid" is perhaps one of the nost inportant pre-

occupations of the exporter.

Question:

Wy are paynent and financing arrangenents in export

trade nore difficult than for selling in the home narket?

Elicit answers such as:

-  because the customer lives in a fareign country;
- agreat distance separates exporter and inporter

- the customer probably deals in a different currency;

- comunicates in a different |anguage and

- works

Questi on:

under different regulations and has other custons;

What should the first step in getting paid be?



- CQbviously, it is the tinely preparation of the invoice for the

goods. The export invoice is a basic docunent in foreign
trade. It is the hill for the goods in which the customer s
told in detail how nmuch noney he has to pay for the products.

But the export invoice has wi der uses than an ordi nary invoice.

Questi on: For what additional purposes can the export invoice be

used?

- The export invoice is used by the inporter to clear the goods
t hrough cust ons. It is also used in nmaking insurance cl ai s.
Finally, it is very inportant when considering questions of
transport, paynent and finance. It is the nost inportant docu-
ment in export docunentation, together with the bill of |ading

whi ch is the basic docunent for the shipnment of goods.

Rem nd participants of the sales negotiations between M. Manbo
and M. Kl obe. Anmong ot her things, terns of paynent were dis-
cussed and the terns "cash agai nst documents” and "letter of
credit" were nentioned. Questi on: VWhat terns of paynment do the

partici pants’' own co-operatives use when selling in the donestic

mar ket ?

- In donmestic markets in devel opi ng countries, the nost common

terns of paynent are:

(i) Cash Paynent - Either on confirmation of order or when

the goods are ready for shipnent.

(ii) Open Account - Payment after goods are delivered. Some-

tinmes conbined with various credit terns.

Questi on: VWhat are the advantages and di sadvant ages of these

terms of payment for the seller and the buyer?

Lead t he discussion around to the fact that the ternms of paynent
are related to the pricing policy. If paid in cash at the tinme of
the order, the producer finances his production with the buyer's

money. In the case of open account or credit sales, the buyer
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fi nances his stocks with the seller's noney. "Cash with order”
prices are therefore usually lower than "credit prices", which

usual Iy include interest.

3)  Question: Can these terns of paynent also be used in inter-

nati onal trade?

Provoke a discussion of the risk involved for the seller who de-
livers the goods before receiving paynment, and that for the buyer

who pays before receiving the goods.

- In practice, a conprom se nmust be sought, such as paynment when

t he goods are ready for shipnent.

Questi on: Under what conditions can the "open account"” be prac-

ticed in donmestic markets and, eventually, export markets?

- Open account is generally restricted to transacti ons where the
two busi ness partners have a close relationship or an under-
standing and where there are no exchange restrictions to com

plicate the settlenent.

Sales on this basis are normally paid for by periodic payments,

such as nonthly statenments by bank, nmail or cable.

Questi on: How woul d the trainees judge the financial strength of

an exporter practicing "open account” payment terns with his cust-
oners?

- The exporter nmust have sufficient financial strength to carry
the cost of the goods (frequently also cost of transportation
and insurance) until he receives paynent. It may sonetines be
necessary to deci de upon open account ternms in very conpeti -
tive, sophisticated and demandi ng markets, but only when the
custoners are well known and when the exporting co-operative

can finance the deal until it receives paynment.

4)  Question: What, in sum is the exporter's problem when he re-

ceives an order for his goods?



- He wants to be paid for his goods as quickly as possible, but

he doesn't want to dispatch the goods to some distant |and

wi t hout sone assurance that he will receive paynent.

Question: Vhat, in sum is the problemthe inporter has when he

orders goods froma distant country?

- The custoner does not want to pay any noney until he has the

goods or is sure that they are on the way to him

Questi on: How can these probl ens be solved, so that the exporter
recei ves his nmoney when he dispatches his goods (and not only when
they are received by the custoner) while the custoner is assured

of title to the goods before he pays for thenf

The answer is "docunentary credit", also called "letter of cre-
dit" or L/C A docunentary credit is nmerely a credit opened
with a bank in the exporter's favour. The term "docunent ary"
i ndi cates that the whole negotiation is |inked with the ship-

pi ng docunents.

Di stribute copies of Handout 1 - "Main Stages of a Docunentary

Credit Transaction", or show the graph on the chal kboard/ OHP

Expl ain the working of docunentary credit as follows:

The first condition is a nmutual agreenment to use the docunentary

transaction for paynent (1).

The i nporter opens a credit account at his bank for a certain
amount of nmoney in favour of a credit exporter (2). He Lnstructs
hi s banker under Wwhich conditions the exchange of docunents

agai nst paynment will take place at the exporter's place of bus-

i ness.

The noney is to be paid under certain conditions only. Normally

t hese are:

- the goods will be as specified in the order;



the price of the goods will be as specified;

the delivery or dispatch will take place by a certain date as

speci fi ed;

charges for freight, insurance, etc. will be as specified.

Usual ly, the inporter will request fromhis exporter in advance a
"profornma invoice" giving all details so that he nmay open his

credit accordingly.

Two banks are actually involved in the docunentary credit process:

The inporter's bank, which opens the credit, is known as the

"openi ng" or "issuing" bank.

The noney is actually paid to the exporter by another bank in
his own country. It is known as the "advising" or "correspond-

i ng" bank

The openi ng bank inforns the advising bank of the credit for the
exporter (3) and nakes arrangenents for the advising bank to nego-
tiate, accept, or pay the exporter's draft, if and when he de-

l'ivers the' shipping docunents to the bank.

The advi sing bank inforns the exporter of the arrangenent nade

(4).

The exporter arranges for the delivery of the goods according to
the terns of delivery stipulated in the contract of sales, and

coll ects the necessary docunents (5).

He now presents the shipping docunents to his advising bank (6),

which will check all docunents to see whether they conformto the
credit conditions. If they do, the bank will pay the exporter the
agreed amount (7) since it is nowin possession of the title to
the goods, in particular the invoice, the Bill of Lading and the
i nsurance policy. Al 3 docunents are necessary to identify the
goods and gi ve evidence that they have been shi pped and insured as

agreed upon in the sales contract.



The advi si ng bank then forwards the shipping docunents to the
i ssuing (opening) bank (8). This bank hands over the docunents to
the custoner (9) who can then collect the goods fromthe port of

destinati on.

Sunmari se that the docunentary letter of credit is essentially a
met hod of raising noney on the basis of the shipping docunents so
that the exporter can get paid as soon as he has fulfilled his

part of the sales contract by shipping the goods.

Encourage trainees to ask questions and request further details on

the subject of letters of credit.

Trai nees may rai se questions about guarantees given by letters of
credit, revocable and irrevocable credits, confirnmed and uncon-
firmed credits, revolving and transferable credits and the probl em

of documentary evidence.

Tell trainees that special forns of L/Cs would take up too rnuch

tinme for explanation.

Expl ai n, however, that the revocable credit, although issued by a
bank, can be revoked, altered or cancelled by the opener, that is
the overseas buyer. This may be done at any tinme w thout the con-
sent of and without notice to the beneficiary, who therefore has
no guarantee of paynent. Revocabl e credits are mainly enpl oyed

where a high degree of trust exists between seller and buyer

The Lrrevocable credit (the nost common type of letter of credit

in use today) cannot be revoked or nodified before the expiration

date without the formal consent of all parties to the credit.

In the case of the confirned credit . the advisi ng bank guarant ees

paynment, even if there are exchange difficulties. So the exporter
is fully protected, provided no circunstances prevent himfrom

conplying with the conditions on the letter of credit.

To illustrate the docunentary credit transaction, the foll ow ng

pl ay may be staged.
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Selling 200 t polliwocks (any other nanme or product

may be used) against letter of credit.

4 tables representing the offices of seller and
buyer and the 2 banks invol ved. One enpty cardboard

box representing the consignnent. Set of documents.

Six volunteers to act the roles of exporter, im

porter, exporter's banker, inporter's banker, ship-
per and mai |l man.

Distribute role play briefs and docunents to the
partici pants. Keep "Certificate of Origin" and "In-
surance Certificate" until these docunents are re-

quest ed.

Instruct players to read the role play brief care-
fully and to study the rel ati ng docunents for about
5 minutes. \Wen acting out the gane, players should
always tell the other participants what they are
doing, e.g. "I amnow giving ny instructions to the

openi ng bank".

To avoid confusion, only the "nmail man" shoul d be
nmovi ng about, while other players generally remain

seated at their desks

Let observers know they can ask questions whenever
they do not understand what is going on. They

shoul d use Handout 1 to follow the procedure.

The gane should be clearly separated into 3 phases. After each
have one observer expl ain what has been happening up till

now and clarify any m sunder st andi ngs.

The first phase goes until the nonent the goods are | oaded onto

the ship and the bill of lading is given to the exporter.



Questions:

Can the exporter be sure that he will be paid for the goods he has

just sent off?

Right answer: Yes, if and when he remts the required docunents.

Can the inporter be sure that the goods have been di spatched?

Right answer : Yes, because the exporter cannot receive paynent
wi t hout di spatching the goods.

Can the inporter be sure that he will receive the goods?

Right answer: No, it depends on the ship's safe arrival in the

port of destination wthout damage or | oss during the journey.

Ihe second phase ranges fromthe nonent the exporter has received
the Bill of Lading fromthe shipper until the nonent the advising
bank sends the shipping docunents to the openi ng bank.

Have one observer recapitul ate the happenings until now and ask

the foll owi ng questions:

Has the exporter now fulfilled his part of the contract?

Right answer: Yes.

Has the exporter been paid yet?

Right answer: Yes, he has received the amount specified in the
L/ C fromthe advising bank, if he has conforned to the docunentary

requirenents.

The advi sing bank will have checked very thoroughly all docunents
subnitted by the exporter for conpl eteness and accuracy. If there
were anything wong with the docunents, the bank woul d not have

pai d the exporter.

Who can now take possession of the goods?

Answer: Only the inporter can take possession of the goods, but

not before he receives the docunents.



10)

11)

12)

Session 5. 4
Sheet 5

The third phase begins at the nonent the shipping docunents arrive
at the opening bank and continues until the inporter receives the

consi gnnment fromthe shipper and the inporter submits the custons
declaration to the course | eader. The course | eader may act the

role of a custons officer and request the follow ng docunents:

- Bill of Lading
- Commercial |nvoice
- Certificate of Origin

Certificate of |nsurance

After the play, have participants agree that a "confirned and ir-
revocabl e" letter of credit guarantees paynent under all circum
stances, as long as the exporter keeps to the conditions stipu-

lated in the letter of credit.

Ask participants to exanmine again the visual aid for the preceding
session on I NCOTERM5.  Questi on: I n which | NCOTERM si tuation can

a documentary credit transaction be carried out?

It can be done in all cases and as soon as evidence is avail -

abl e that the goods have been shi pped.

Ask participants to inmagine that their overseas custoner is un-

willing or unable to extend a credit (he may find the procedure
too costly or too cunmbersome or nay just not have sufficient cre-
dit facilities with his bank).

Questi on: I's there any other neans of ensuring that the goods are

only handed over to the buyer when he pays for the goods?

This procedure is called "docunentary collection" and al so works

with the help of a third party, the bank.

The main feature of docunentary collection is that the exporter
sends, together with the shipping docunents, a bill of exchange
drawn on the buyer and payable either "on sight" (on presentation)

or within a specified tinme (e.g. 30 days).



In return for either payment or acceptance of paynment, the im

porter is handed the shippi ng docunents. The inporter now has
authority to collect the goods. When the inporter's (collecting)
bank receives paynment, it forwards the noney to the exporter's

(openi ng) bank, which pays the exporter for the goods.

13)  Question: Does the "documentary collection" procedure entail some

risk for the exporter?

Clearly, several types of risks are always present.

- The custoner mght not pick up the docunents, or he might "dis-

honour" the bill, that is, refuse to sign the bill

In both cases, although the exporter keeps title to the goods, he

now faces the problemof what to do with them

Another risk is that a tine bill may be accepted (signed) by a
customer who is then unable to pay at the due tine, either
through his own default or through a change in his governnent's

i mport restrictions or exchange control

Wien this happens, the exporter is no better off than if he

were under the terns of open account.

Probably, the greatest safeguard against a tine bill being dis-
honoured is the fact that the advising bank is unlikely to re-
| ease the Bill of Lading and other docunents to the customer
unless it is reasonably confident that he will be able to pay

up when the bill falls due.

14) Ask participants to list the shortcomnings inherent in this proce-

dure?
Thi ngs that may go wong are:
(i) The inporter does not receive all the documents necessary

to take possession of the goods or pass themthrough cust-

ons.



(i)
(iii)
(iv)

The docunments are presented late or not at all.
The inporter does not pick up the docunents.

The inporter dishonours the sight draft, that is, he re-

fuses to pay.

The inporter dishonours the time draft, that is, he refuses

to sign.
The inporter does not pay the accepted tine draft.

The exporter receives paynent very late, long after the

goods have been di spatched.

Question: How can the above pitfalls be avoi ded or overcone?

Elicit the follow ng answers:

- To (i) abovel The best way is to ask the customer beforehand

whi ch i nport docunents he needs. If the custoner is uncertain

as to which docunents are required or how they are to be filled

in,

i nfformati on shoul d be requested from banks, forwarding

agents or national export pronotion organisations.

To (ii) above: An inherent risk which cannot be prevented or

avoi ded

To (iii), (iv), (v) above: As the goods remain the property of

the exporter, he nust decide which of the follow ng four sol u-

tions (all involving expenses) he wants to adopt.

(i) Dunp the goods into the sea. The drawback here is that

the loss is at |least the value of the goods. Also, in

certain cases inport duty nay be payable

(i1)  Try to persuade the customer to accept the goods and the

docunents and to pay for them This will incur extra

storage costs.

(iii) Sell the goods to sonebody el se, perhaps through the

bank. However, they may fetch a | ower than average
price and there is the danger of spoiling the market

with | ow priced goods.
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16)

(iv) Instruct the bank to return the goods. This will in-
vol ve further freight and i nsurance charges, and the

goods may spoil

Questi on: Is the chance of the docunents not being picked up or
the sight or tinme draft being di shonoured the sane for both

c.i.f. and f.o.b. shipnents?

In the case of a c.i.f. shipnment, the exporter has invested a
| ot of noney in the venture while the custoner risks nothing
But the likelihood of the inporter dishonouring the tinme and
sight drafts dinmnishes with "mde expenditures" by the im
porter.

In the case of an f.o.b.shipnent, the risk for the exporter is

m ni num

To (vi) above: [f the custoner fails to pay the accepted tine
draft, very little can be done. The best prevention is to be
careful with new, unknown trading partners and to obtain in-

formati on on the customer's credit-worthiness beforehand.

Few things in business are conpletely safe, and an exporter
may have to take cal cul ated risks. Wen governnent regul ations

change, "country risk" nust al so be assessed.

Ask participants to formthe same groups as in Session 5.2 for the

drafting of the sales contract.

Al'l ow participants up to 20 mnutes to i nprove their respective

sal es contracts using their new know edge about terns of paynent.

Reconvene in plenary and ask spokesnen from each group to read out

the corrected paragraph

(For the correct wordi ng, see nodel contract session 5.2)
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Contracts may al so carry a clause such as "The letter of credit
shoul d be avail able not later than three nonths after the date of

order and a validity tine of at |east six nonths"

Question: What advant ages does inserting this clause have? How

mght its use avoid possible trouble?

- Qurrency and docunents clause

The currency in which the paynent is to be made is clearly spe-
cified. US dol I ars must not be confused w th Canadi an, Hong

Kong or Singapore dollars, for exanple.

The docunents necessary to clear the goods through custons in
the country of inport are clearly specified. Only if the ex-

porter provides all of themin time will he be paid.

- TIine clause

Until the letter of credit becones avail able, the goods cannot

be shipped. Any delay can jeopardi se perishable goods.

The L/C s validity period is crucial. If it is too short, the
goods may not be able to be shipped in tine. A new L/C would
t hen have to be established. If the validity time is not
clearly specified, the credit can be bl ocked indefinitely if

the exporter does not ship in tine or does not ship at all

These cl auses protect the exporter as well as the inporter.
One may conclude that, for beginners in the export business, the

confirnmed and irrevocable letter of credit is the nost appropriate

means of paynent.

Note

Ful | details can be obtained by reading the follow ng publications

of the International Chanber of Comrerce:



17)

18)

No. 305 - Guide to Docunentary Credit Operation
No. 323 - Standard Forns for I|ssuing Docunentary Credits
No. 290 - Uniform Custons and Practice for Docunentary Credits

Remi nd participants of the inportant role the gshipping docunents

had in the docunentary credit procedure.

Ask trainees to nane all the docunents they know of and |ist them

on the chal kboard or flipchart or OHP.
The usual and nobst inportant docunents are:

Export |icence

I nport licence

Conmrer ci al invoice

Customs invoice (invoice on a special printed form
Consul ar invoice (exporter's invoice certified by the consul of
the inporting country for val uation purposes)
Certificate of origin

Certificate of value

Certificate of sanitary inspection

Certificate of inspection (analysis, specifications)
Packing list or weight Iist

Ccean bill of lading (or airway bill)

| nsurance policy or certificate

Questi on: Who is responsible for providing, filling out and pro-

cessing all these docunents?

- Mst of the export documents nmust be provided by the exporter

or his representative

- Be sure everyone realises that whether the exporter takes over
this responsibility hinself or delegates it to a freight for-
warder (this subject will be discussed in Session 6.3), the
docunent ati on of an export deal will entail sone costs. [t
nmust be ascertai ned whether these costs will be born separately
by the buyer or will already be included in the exporter's

price quotation.
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In practice, the conpletion of the export docunentation is nostly

taken care of by specialised agents or freight forwarders.

Remi nd participants that the sale agreement should al ways descri be

t he docunentation requirements as well as indicate who has to bear

t he costs.
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1) The exporter and the inporter agree in their sales contract that
paynent shall be made by docunentary credit.

2) The inporter instructs his bank ("opening bank") to open a docu-
nmentary credit for the exporter on certain terns.

3) The openi ng bank arranges with the exporter's bank (advising
bank) to negotiate, accept or pay the exporter's draft upon de-
Iivery of the shipping documents by the exporter

4) The advi sing bank advi ses the exporter that it will negotiate, ac-
cept or pay his draft upon delivery of the shipping docunents.

5) The exporter ships the goods to the inporter and collects shipping
docunents fromthe shipping |ine

6) The exporter presents the docunents to the advi sing bank

7) The exporter is paid by the advising bank

8)  Shippi ng docunments are sent to the opening bank

9) The openi ng bank checks the shipping docunments and rei nburses the
confirmng bank.

10) The opening bank transnits the docunents to the inporter upon

payment of the anmount due (or upon other terns agreed between him

and the issuing bank) entitling himto collect the goods.
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Roleplay Brief A - Exporter

You are the manager of the
: - . ket i I . OV
You want to export 200 tons of "polliwock" at $100 per netric ton,
packed in druns of 50 kg each, f.o.b., Omega-City port, against an ir-
revocabl e and confirmed letter of credit.
Your banker is the "QOrega Banki ng Corporation”.
Your custoner is the "Al pha Tradi ng Corporation" (ATC)
Sequence of pl ay:
1. You travel to Al pha-Country and conclude a sales contract with
your custonmer (Doc No. 1). After conclusion of the contract you

return honme to Onega- Country.

2. When you receive notice fromyour bank that the letter of credit
has arrived (Doc No. 6), you bring the goods to the ship. In re-
turn you will receive a Bill of Lading (Doc. No. 7).

3. You take the Bill of Lading and all other shipping docunents to
your bank.

4, You receive paynent for the goods from your bank.

On starting the play, you will need the follow ng docunents:

Doc No. 1 - Sales Contract (2 copies)
Doc No. 14 - Invoice
One enpty cardboard box representing the goods to be sold
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Roleplay Brief B - "lnporter”

You are the manager of the

Lot :

You want to inport 200 tons of "Polliwock" at $100 per netric ton,
packed in druns of 50 kg each, f.o.b., Orega-City port, against an ir-

revocabl e and confirnmed letter of credit.
Your banker is the "Al pha-Bank".

Your supplier is the "Onega Co-operative Marketing Federation" (COCM).

Sequence of play:

1. You receive the visit of the manager of OCMF and you concl ude a

sal es contract with him (Doc No. 1).

2. You instruct your bank to open a credit according to the ternms of

the contract (Doc No. 2).

3. You advise the shipping line to pick up the goods in Orega-City
port (Doc No. 3).

4.  You ask the course | eader for a certificate of insurance (Doc No.
8).

5. When the shipping docunents arrive at your bank, you pay the agreed

amount .

6. After receiving the docurment from your bank, you go to the port of
Al pha-City and pick up the goods, against one copy of the B/L
si gned by you.

7. Fill out the customs declaration (Doc No. 12) and give it to the

course | eader.
At the start of the gane, you will need the foll ow ng docunents:

Doc No. 2 - Instruction to open credit
Doc No. 3 - Request to Shipping Line
Doc No. 12 - Custons Decl aration
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Roleplay Brief C- "Exporter's Banker"

You are the manager of the

: :

One of your custoners, the "Orega Co-operative Marketing Federation",
(OCMF) wants to export some nerchandise to a custoner in Al pha-Country,

against a letter of credit.

You will act as the advising bank and handle all paperwork related to

the operation.

Sequence of play.:

1. You receive word fromthe buyer's bank that a credit has been

opened in favour of your custoner (Doc No. 5).

2. You advise your custoner of the opening of the credit and inform

hi m of the docunentary requirenents (Doc No. 6).

3. \When your custoner presents the shipping docunents you check these

very carefully and then:

a) Pay your custoner the agreed anmount (Doc No. 11)
b) Send the docunents to the opening bank

4. Receive paynent fromthe opening bank.

During the play, you will need the foll owi ng docunments:

Doc No. 6 - Advice to Exporter
Doc No. 11 - Advice of Credit
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Roleplay Brief D - "lnporter's Banker"

You are the manager of the
Al pha- Bank
One of your custoners, the Al pha Tradi ng Corporation (ATC), wants to

i nport sone nerchandi se froma supplier in Orega-Country, against a

letter of credit.

You will act as the opening bank and handle all paperwork related to
the operation.

Sequence of play:

1. You receive instructions fromyour client (ATC) to open a credit in

favour of his supplier (Doc No. 2).

2. You will inmediately informthe advising bank (exporter's bank) of

the credit and the docunentary requirenents (Doc No. 5).

3. Upon receipt of the shipping docunents, you will debit the account
of your customer with the agreed anpbunt and send himthe shipping
docunents.

4. You will reinburse the advising bank in Orega.

During the play, you will need the foll ow ng docurments:

- Doc No. 4 - Advice of Debit

- Doc No. 5 - Letter of Credit
- Doc No. 13 - Notification of Payment



Roleplay Brief E - Shipping Lline

You are the captain of the Qrient Flower, a steamer belonging to MO

Li ner Servi ces.

You have to transport a consignnent of 500 netric tons of goods, con-
tained in druns of 50 kg each, from Orega-City to Al pha-City.

You do not have to worry about the paynent for the sea voyage - it's
bei ng arranged by the inporter in Alpha-City directly with your ship-

pi ng |ine.

1. Upon receiving notification fromyour shipping line, you will go to

Onega-City port and pick up the consignment (Doc No. 3).

2. You will then hand out a full set of the Bill of Lading (3 copies)
to the exporter (Doc No. 7).

3. You will then carry out the goods to Alpha-Cty and notify the con-
signee of their arrival (Doc No. 10).

4. You will hand over the goods to the consignee only agai nst one copy

of the Bill of Lading, endorsed by him

During the play, you will need the foll ow ng docunents:

No. 7 - Bill of Lading (3 copies)
No. 10 - Notice of Arrival
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role inthis play is to transport witten nessages and docunents

fromone desk to the other.

You will carry, but only upon request, the foll owing nessages:

(Sequence as i ndicated)

10.

11.

12.

From ATC (I nporter) to Al pha-Bank (Notification)
From ATC to Shi pping Line (Request for Transportation)
From play | eader to ATC (Insurance Certificate)
From Al pha-Bank to Orega-Bank (Letter of Credit)
From Onega-Bank to OCMF (Advice of Credit)

From play | eader to OCMF (Certificate of Oigin)
From OCMF t o Orega- Bank (Shi ppi ng Docunents)

From Onega-Bank to OCMF (Credit Advice)

From Onega- Bank to Al pha- Bank (Shi ppi ng Docunents)
From Al pha-Bank to ATC ( Shi ppi ng Docunents)

From Al pha-Bank to ATC (Debit Advice)

From Al pha-Bank to QOrega- Bank (Money Transfer)
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Play leader (Q

What you have to do

When t he bel ow action has
taken pl ace

G ve signal to start gane.

I ssue Certificate of |nsurance
to importer (ATC) (Doc No. 8).

Interrupt the gane and dis-
cuss the first phase with al

partici pants.

Issue Certificate of Origin to
exporter (Doc No. 9).

I nterrupt gane, recapitul ate
what has taken place so far
and di scuss the second phase

of the gane.

Take the role of Customs Ofi -
cial. Ask to be shown the
Check al

docunents for accuracy and ask

shi ppi ng docunents.

for the payment of custons duty
before the i nporter may take
away his goods to his ware-
house. Do notcl ear the goods
i f shipping docunents are in-

accurate or inconplete.

Wien all players are seated

and ready.

When requested by inporter
(ATQ).

Bill of Lading has been given
to exporter (OCMF) by the

ship's captain.

When requested by exporter
(OCVF) .

When Onega- Bank has paid the
exporter and has sent the
shi ppi ng docunents to Al pha-
Bank

Wien the inporter (ATC) has
t aken possession of the goods
and presents a Custons Dec-
laration (Doc No. 12).
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Game: Selling Polliwocks — Document No. 1 - Issue 2 copies to Exporter

SALES CONTRACT

This contract is made at Alpha—-City on the

between

The Alpha Trading Corporation, 5 Main Street, Alpha—City, (herein-
after called the buyer) of one part

and

The Omega Co-operative Marketing Federation, Orchard Road, Omega
City, Omega—Country (hereinafter called the seller) of the other

part.

The buyer agrees to purchase from the seller, and the seller agrees
to sell to the buyer, 200 metric tons of polliwocks, at a price of
USS100.- per metric ton, on the terms and conditions set out here-

under.

The goods shall be packed in 4,000 metal drums containing 50 kg
polliwocks each and marked "ATC-Alpha-City" and numbered from 1 to
4,000.

Terms of Delivery: f.o.b. Alpha-port (Incoterm 53).

Terms of payment: The price of $20,000 shall be paid in dollars of
the United States of America against an irrevocable Letter of Cre-
dit confirmed by the Omega Banking Corporation and payable with
them upon presentation of shipping documents as follows:

- Commercial Invoice in triplicate, signed and marked "Notify
ATC".

- Certificate of Origin issued by Omega Chamber of Commerce.

- Full set of clean on board Bills of Lading made out to order
and blank endorsed.

Letter of credit should be available not later than 30 days after
the date of this contract and have a validity time of at least two

months.

Signature of the buyer Signature of the seller
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Game: "Selling Polliwocks" Document No. 2 - Issue 2 copies to Importer
ALPHA TRADING CORPORATION Date:
5 MAIN STREET
ALPHA-CITY

To: Alpha-Bank
International Division
23 High Street
Alpha City

Dear Sirs,

Request to open Documentary Credit

Please open for our account a Documentary Credit, in accordance with
the undermentioned particulars. We undertake to execute the Bank's
usual Form of Indemnity.

Signed

Type of Credit: [:j Irrevocable [:j Revocable

Method of advice: [:] Matil [:] Cable

Advising Bank:

Beneficiary:

Amount :

Availability: Valid until (date)

in (place)

for payment.

Documents required:

Quantity and Description of Goods:

Price per Unit:

Terms of delivery:

Shipment From: To:
Part shipment: [:] allowed [:] not allowed
Transhipment: [:] allowed [:J not allowed

Document to be presented:

For payment within days of the issue of the Bills of
Lading but in any event within the credit validity.



"Selling Polliwocks" Dcoument No. 3 - Issue to Importer in duplicate

ALPHA TRADING CORPORATION Date:
IMPORT DEPARTMENT

5 MAIN STREET

ALPHA-CITY

To: Ben Ocean
Agents of MTO Liner Services
36, Harbour Square
Alpha-City.

Dear Sir,

This is to confirm today's telephone conversation with regard to a
shipment of 200 t net weight (208 t gross weight) of Polliwocks, packed
in 4,000 metallic drums of 52 kg gross weight each, to be conveyed from
Omega-City port (Omega-Country) to Alpha-City port. Consignor: Omega
Co-operative Marketing Federation, Orchard Road, Omega-City.

We agreed that your steamer Orient Flower would load the goods in
Omega—-Port not later than on 19 . Freight prepaid by
us in the amount of $2,500 by enclosed cheque on the Alpha-Bank.

Yours faithfully,

Alpha Trading Corporation.

Encl. 1 cheque as mentioned.
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"Selling Polliwcks" Docunent No. 4 - Issue to Inporter's Bank

ALPHA BANK Date:
INTERNATIONAL DIVISION

25 HIGH STREET

ALPHA-CITY

To: Messrs. Alpha Trading Corporation
5 Main Street
Alpha-City

DEBIT NOTE

This is to advise you that your account no. 7348 has been debited today
with the amount of US Dollars 20,000 (Twenty thousand) for payment of
documentary credit no. PSX 7698 in favour of Omega Co-operative Market-
ing Federation.

Yours faithfully,

Managing Director
Alpha Bank
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"Selling Polliwodcks" Docurment No. 5 - Issue to Inporter's Bank in
duplicate
ALPHA BANK Date and place of issue

INTERNATIONAL DIVISION
25 HIGH STREET

ALPHA CITY
Date and place of expiry
IRREVOCABLE CREDIT NO, PSX 7698

Applicant: Alpha Trading Corporation

5 Main Street, Alpha-City
Advising Bank: Omega Banking Corporation

389 King's Road

Omega City, Omega-Country
Beneficiary: Omega Co-operative Marketing Federation

Orchard Road, Omega-City, Omega-Country.
Amount :

Credit available by payment against presentation of the documents de-
tailed hereafter:

Covering the following goods:

To be shipped from to

Not later than

Partshipment: Transhipment:

Documents to be presented within days after the date of is-
suance of shipping document(s) but within the validity of the credit.

We have issued the documentary credit as detailed above. We request
that you notify the beneficiary of the credit, adding your confirma-
tion. We undertake that drafts and documents drawn under and in strict
conformity with the terms of this credit will be honoured upon present-
ation.

Yours faithfully,

(Signature)
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No. 6 - Issue to Advising Bank in
duplicate

OMEGA BANKING CORPORATION

389 KING'S ROAD
OMEGA—-CITY
OMEGA—-COUNTRY

Notification of Irrevocable Credit

Issuing Bank: Beneficiary:
Alpha Bank Omega Co-operative Marketing Fed.
International Division Orchard Road
25 High Street Omega—City
Alpha-City

Alpha-Country Omega=-Country

Ref. Issuing Bank Amount: US$ 20,000
PSK 7698 (Twenty thousand)

We have been informed by our aforementioned correspondent that the
above mentioned documentary credit has been issued in your favour.
Please find enclosed the advice intended for you.

Please check the credit terms carefully. In the event that you do
not agree with the terms and conditions or if you feel unable to
comply with any of the terms and conditions, please arrange an
amendment of the credit through your contracting party.
[:] As requested by our correspondent, we hereby confirm the
abovementioned Credit.
Omega Banking Corporation

(Signed)

Encl. Copy of Credit Ref. PSK 7698



"Selling Polliwocks" Document No. 7 - Issue 4 copies to Ship's Captain

Shipper
The Omega Co-operative Marketing
Federation, Orchard Road,
Omega City, Omega Country
Consignee

Order

Notify address: (carrier not to be responsibte for fallure to notify)

Alpha Trading Corporation

5 Main Street
Alpha City

Pre-carriage by* Place of receipt by pre-carrier*

Vesse! ORIENT FLOWER Port of loading OMEGA

BILL OF LADING
BLNo 3724
Reference No 4835

M.1.0.

LINER SERVICES

MARITIME TRANSPORT OVERSEAS

Port of discharge Place of delivery by on-carrier*
ALPHA
Marks and Nos. Number and kind of packages; description of goods Grosi weight Measurement
0s
ATC " 4000 metal drums 52 kg each 208 t
1/4000 said to contain

200 t net Polliwocks

COPY
NOT NEGOTIABLE

Particulars furnished by the Shipper of goods

Freight details, charges etc.

Freight prepaid by consignee

in Alpha City

Shipped on board the above Vessel (or received by the pre-carrier at the place of
receipt, if named above - see clause 5 on the reserve side) in apparent good order
and condition unless otherwise stated and to be discharged at the aforesaid port
of discharge or so near thereto as the vessel may safely get and be always afloat.
Weight, measure, marks, number(s), quality, quantily, condition, contents and
value, if mentioned in the Bill of Lading, are to be considered unknown uniess the
contrary has been expressly acknowledged and agreed to. The signing of this Bill
of Lading is not to be considered as such an agreement. In accepting this Bill
of Lading the Merchant expressly accepts and agrees to all its stipulations,
exceptions and conditions, on both pages, whether written, printed, stamped or
otherwise incorporated as fully as if they were all signed by the Merchant.

IN WITNESS whereof the number or original Bills of Lading stated below, Master's
copy and Carrier's copy not included, all of this tenor and date has been signed,
one of which being accomplished, the other to stand void.

Daily demurrage as per additional clause J, uniess otherwise agreed as per
special booking note.

* Applicable only, when this document is used as a Through

Freight payable at

Place and date of issue

Bill of Lading

Number of Originai Bs/L Signature

Taree

(3)
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"Selling Polliwck's Docunent No. 8 - Issue to Inporter upon request

only

CERTIFICATE OF INSURANCE NO. M4839

This is to certify that there has been deposited with the Committee of
Lloyd's an Open Cover effected by Alpha Insurance Brokers Ltd, acting
on behalf of the Alpha Trading Corporation, dated the 1st day January
19 with Underwriters at Lloyd's and Alpha Marine Insurance Com-
panies and that the said Underwriters and Companies have undertaken to
issue to Alpha Trading Corporation Policy/Policies of Marine Insurance
to cover, up to US$100,000 in all by any one steamer to be shipped on
or before the 31st day of December 19 from any port or ports, in
Omega—-Country to any port or ports, place or places in Alpha—Country,
and that Alpha Trading Corporation are entitled to declare against the
said Open Cover the shipments attaching there to.

Signed:

Dated at Lloyd's, Alpha City, 1st January 19

Us$ 23,000.- (c.i.f.) Interests, marks and numbers
We hereby declare for insurance 200 metric tons of Polliwocks
under the said cover Twenty 4,000 drums of 50 kg each
Three Thousand United States marked ATC, Alpha-City
Dollars on interests as speci- 1 to 4,000

fied hereon, from Omega-City
Port, Omega—-Country to Alpha- p.p. Alpha Trading Corporation

City Port, Alpha Country sub-

ject to the terms of the Stand- Signed:

ard Marine Policy providing for

the settlement of claims. This Dated at:

Certificate is not valid unless

the Declaration is signed by

Alpha Trading Corporation. 2% on c.i.f. + 10% = $506
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"Selling Poliwocks" Dcounent No. 9 - Issue to Exporter upon request
only
Ref. No. 089837
CHAMBER OF COMMERCE Country: Omega
OMEGA-CITY

OMEGA-COUNTRY

CERTIFICATE OF ORIGIN

1. Goods consigned from:

Omega Co-operative Marketing Federation
Orchard Road, Omega-City, Omega-Country

2. Goods consigned to:

Alpha Trading Corporation
5 Main Street, Alpha-City, Alpha-Country

3. Means of transport and route

By steamer ORIENT FLOWER
from Omega-Port to Alpha-Port

4. Description of Consignment:

200 metric tons of Polliwocks, packed in metal drums
of 50 kg each, marked ATC Alpha-City, 1 to 4,000

5. Declaration by the exporter | 6. Certification

The undersigned hereby de- It is hereby certified, on
clares that the above de- the basis of control car-
tails and statements are ried out, that the declara-
correct, that all goods tion of the exporter is
were produced in Omega- correct.

Country and that they com-
ply with the origin re-~
quirements for goods ex-
ported to Alpha-Country. Omega-Country Chamber of Commerce

Place and date: Place and date:

Signature of Exporter Stamp of Certifying Authority
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"Selling Polliwcks" Docunment No. 10 - Issue to Shipping Line - 1 copy

BEN OCEAN Date:

AGENTS OF MTO LINER SERVICES Ref. B/L No:
36 HARBOUR SQUARE

ALPHA—CITY

To: Alpha Trading Corporation

Import Department
5 Main Street
Alpha-City

NOTICE OF ARRIVAL

Dear Sir,

You are hereby notified that our steamer "ORIENT FLOWER" from Omega-

Country arrived at Alpha-Port on 19 and general cargo
has been landed and stored at Wharf Shed No. 12 at the risk, expenses,
and responsibility of the Consignees.

You are also informed that under the Customs Act, No. 7, Section 14 if
goods are not cleared within a period of one month from date of arrival
of vessel, they are liable to confiscation.

Yours faithfully,
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"Sel l'ing Polliwocks" Docunent No. 11 - Issue to Exporter's Bank
THE OMEGA BANKING CORPORATION Date:
389 KING'S ROAD Ref. No.

OMEGA-CITY
OMEGA-COUNTRY

To: Omega Co-operative Marketing Federation
Orchard Road
Omega-City

Dear Sirs,

We refer to our earlier correspondence and the shipping documents re-
quired for the payment of Credit No. PSX 7698, which we received yes-
terday and found in good order.

Please be advised that we have credited your account with us No. 2837,
with the agreed amount of US$ and debited with our charges
amounting to US$

The shipping ‘documents have now been forwarded to our correspondent in
Alpha-City.

Yours faithfully,

Manager
Omega Banking Corporation
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"Selling Polliwcks" Document No. 12 - Issue to Inporter in duplicate

Importer (Name and Address)
IMPORT DECLARATION

FORM

Supplier (Name and Address) CLEARANCE FOR HOME CONSUMPTION

ALPHA STATE GOVERNMENT
Customs Act, No. 7, Section 12
Registration Regulations

Arrival date Vessel's Name

Country of Origin | Port of Discharge

Marks and numbers, number and kind of packages, description of goods [c.i.f. value

c.i.f. Value in Alpha comprises the cost of the goods TOTAL

charged by the seller abroad, plus ocean freight and

insurance

Importers declaration: FOR OFFICIAL USE ONLY

I hereby declare that I am the importer of the above
mentioned goods and that the particulars given in

this declaration are true and that the value de- Ad valorem Penalty
clared above is the full value. charge

Total to be paid
Date & Signature

Cash D Cheque D




"Sell'ing Polliwocks" Docunent No. 13 - Issue to Opening Bank

ALPHA BANK Date:

INTERNATIONAL DIVISION
25 HIGH STREET
ALPHA-CITY
ALPHA-COUNTRY

To: Omega Banking Corporation
389 King's Road
Omega-City
Omega Country.

Dear Sirs,

We have received the shipping documents required by our credit No. PSX
7698 and have the pleasure of informing you that we have paid into your
account with the International Export Bank in New York No. 724320 the
amount of US$ .

Yours faithfully,

Manager
Alpha-Bank
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"Selling Polliwocks" Docurment No. 14 - Issue 4 copies to Exporter

OMEGA CO—OPERATIVE MARKETING FEDERATION
ORCHARD ROAD

OMEGA-CITY

OMEGA—COUNTRY TEL:

INVOICE NO. 4835

To: Messrs
Alpha Trading Corporation
5, Main Street
Alpha-City
Alpha-Country

285439 TELEX 7893 OL

Unit Price TOTAL
Description Unit Uss$ Quantity Us$
Polliwocks Ton 100.- 200 20,000.-
f.o.b. Port of Omega-City
Packed in 4,000 drums. Gross weight 208 tons.
This invoice certified true and correct
Omega City, day of 19

Manager OCMF
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HONTO PRFPARF A PRI CF QUOTATI ON

hjective: To enable participants to calculate and prepare a price

qgquotation to possible foreign buyers of their products.

11/2 - 2 hours

Materijal Handouts 1 to 7.

Session @Qii de:

Questi on: In order to nmake an export sale, is it always necessary

to conclude a full-fledged sales contract?

In practice this is not the case. Although conpl ex transactions
need carefully formul ated contracts, regular purchases of raw nma-
terials, sem-finished products and consuner goods can usually be
dealt with on a routine basis. An essential tool for this is the

"quot ation".
Question:  Does "quotation" mean the sane thing as "offer"?

A "quotation” is not an "offer” in the legal sense that it is a
pronmise to supply goods on the ternms stated. If, therefore, a
seller quotes and | ater decides not to sell, the buyer has no
legal remedy. But of course in practice a supplier is unlikely to
risk his reputation by quoting for goods he cannot or does not in-

tend to supply.
Question:  Wen, why and by whomis an export quotation produced?

Usual ly, a quotation is produced by an exporter after receiving an
inquiry froma prospective buyer.  This quotation should be sent
pronptly and provide all the details required by the author of the

inquiry.

Distribute Handout 1 - "Inquiries". Gve participants enough tine
to read it through. It shoul d be obvious that sonme of these

sanple letters are better than others.



Question: How easy would it be to prepare quotations in response
to each of these inquiries? Are there any standard requirenents

for a satisfactory letter of inquiry?

A letter of inquiry shoul d:

(a) State clearly and concisely what is wanted. This is cer-

tainly not the case in exanple # 2

(b) State the approxi mate amount required. This is inportant be-
cause of the effect of quantity upon price. VWi ch exanpl es

conply with this requirenent? (# 1, # 3)

(c) State by when delivery is required. This is an inportant

condition in any contract for the purchase of goods.

Exanples # 1 and # 3 satisfy this requirenment. Letter # 4

explicitly asks for a date

(d) State the desired terns of delivery. When asking for a quo-
tation, the buyer nust be careful to protect hinself by
stating clearly whether the prices are to include such addi
tional charges as carriage (freight) and insurance. Failure
to do this may |l ead the supplier to quote different prices
for various terns of delivery. Are any of the inquiries

clear in this respect? (# 1 and # 5)

Questi on: Wuld it be easy to answer inquiry # 2? It would cer-
tainly be very difficult for the producer of nore than just one
product . There's no reason to discard the letter, however, all he

has to do is ask the sender for clarification

Question: Shoul d quotations, like inquiries, also satisfy a num

ber of conditions? What are these conditions?

First of all, the purchaser nust be able to find all the in-

formati on he needs in the quotation

Secondly, the quotation should be attractive and i nduce the

reader to place an order



Di stribute Handout 2 - "Quotations". Ask the participants to
study it.

Question: Wi ch, if any, of these quotations provide the poten-

tial buyer with all the infornation necessary to place an order?

Lead the discussion along the follow ng lines:
A satisfactory qotation will include the follow ng:

(a) An expression of thanks for the inquiry. Does sanple # 3
satisfy this condition? (No)

(b) A precise and concise description of the merchandise to which
the quotation refers. None of the sanples is very precise in
this respect, with the possible exception of # 1, as the
price list mentioned in the letter may contain a detail ed de-

scription of the goods.

(¢c) A statenent as to the terns of delivery, that is a clear
i ndi cati on of what the prices cover (e.g. packing, carriage
(freight) and insurance). Neither # 3 nor # 4 satisfies this

condi tion

(d) Details of prices, discounts and terns of paynment. Only # 2
satisfies this condition. VWhat is missing in the other quo-

tations?

(e) An indication as to the date of delivery (see also (b) (c)
above). Renenber that the delivery date is an inportant
point in any sales contract. Whi ch quotations satisfy this
condition? (# 2 and # 3).

(f)  The period for which the quotation is valid. Wat wll hap-
pen if a purchaser sends in an order several nonths |ater, by
which time costs may have increased? O when the supply sit-

uation has radically changed?

Expl ain that the supplier should make it clear either when

quoting for goods in limted supply, or when offering the
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sanme goods to nore than one buyer, that the offer is subject
to the availability of the goods when the order is received.

Question: How mi ght the supplier word this?

Exanpl es

- "This offer is nmade subject to the goods bei ng unsol d when

the order is received".

- "This offer is subject to acceptance within seven days."

- "The prices quoted will apply only to orders received on
or before .... (date)."
- "For acceptance within .... days."

(g Finally, the quotation should conclude with an expression of
hope that the quotation will be accepted and with an appea

to action in the near future

Do any of the exanples fail to satisfy this condition? (No,

all four exanples contain a closure to this effect.)

Questi on: Is it conceivable that participants night receive an

inquiry witten in a | anguage other than English?

This, of course, happens quite frequently. \Wat should be done in
this case? Should a quotation be witten in the sanme | anguage as

the inquiry or in English.

The basic condition for a quotation is that its contents be per-
fectly clear to the recipient, and ni sunderstandi ngs can best be
avoi ded when the inquiry and quotation are both in the sane |ang-

uage.

On the other hand, the exporter nust consider that, after he has
responded to an inquiry with a quotation, he may be confronted
with continued comrunication in the buyer's |anguage. Only if the
exporter's personnel can provide a satisfactory |anguage service

shoul d he decide to use a foreign | anguage for quotations.
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Ask participants to conpare the | anguage and the style used in

quotations # 1, # 2 and # 3 with that of quotation # 4.

While the first three exanples are witten clearly and conci sely,

the fourth one is not.

Stress that no matter what | anguage a quotation is witten in, it

must communi cate its nessage sinply, clearly and unanbi guously.

Use

si npl e words
short sentences
short paragraphs

a cl ear understandable style

When corresponding with customers abroad, the exporter should al so
try to follow the other country's conventions as far as letter

witing is concerned.

Di stribute Handout 3 and ask participants to draft individually a
quotation in reply to the inquiry. They nay use inmaginary data
(prices, delays, discounts, etc). Al low up to half an hour for

drafting the reply.

Have several participants read aloud their quotations and check
t hese agai nst the points nmentioned earlier under paragraph 3) ato
g Allow other participants to comment on the drafts and to com

pare these with their own papers.
Allow up to ten minutes for the discussion

Questi on: Is it worth taking the tine to produce a check list for

the preparation of quotations?

Ask for suggestions from anong the group and wite them down poi nt

by point on chal kboard, flipchart or OHP.

A conplete check list nmay | ook as follows (a copy of the check

i st has been prepared as handout # 4 and can be distributed to



the trai nees when all or nost of the points have been identified

and di scussed).

G ve both parties full references.

Do not omt the date.

Wite out the custoner's name and address exactly as they ap-

pear on his correspondence

Mark the quotation for the attention of the person who has

signed the inquiry.

The headi ng should be short and provide an identification of

the contents ("Quotation").

Identify clearly why the quotation is being submtted. Refer

to conversations, letters, nanes of people.

Attach pictures, catal ogue sheets or other material that
m ght capture the prospective buyer's interest. |Is the buyer
a whol esaler, a retailer? Stress the product's advant ages
fromthe huyer' s point of view

If the goods are in stock, this should be enphasi sed, as

shoul d any other factors pronmoting quick and sure delivery.

Quote the price clearly and unanbi guously for each itemto
avoi d m sunder st andi ngs. This is inportant when different

quality levels, types, colours, etc. are avail able.

M ni mum orders or rebates (discounts) for quantities should

be clearly stated

You may wi sh to have standard business clauses printed on the

reverse of the quotation. Make sure you refer to these in
the text of the letter. It is also advisable to refer to

these on the front of the quotation, e.g. "For conditions see
back".

State Terns of Delivery (Incoternms) clearly. Al so define the

poi nt where the risk for the goods is transferred fromthe

seller to the buyer.



10)

Session 5.5
Sheet 4

(m State Terns of Paynment clearly. They nay be contained in the
"Ceneral Conditions of Sale" on the reverse side of the quo-

tation.

(n) "Delivery time" refers to the tine when the goods are nade
avail able to the buyer at the agreed point of delivery (see

(1) above).

(o) Packing needs to be specified separately only in those cases

when the nmethod of packing differs fromwhat is usual

(p) Always state the quotation's validity time. (This can speed

up the buyer's decision!)

(q) ldentify clearly the person signing the quotation by nane and
title.
(r) ldentify any encl osures.

Di stri bute Handout 5. Ask participants to analyse it. This let-
ter is a nodel reply to the inquiry on Handout 3 according to the

check list they have just worked out. The letters at the right of

the letter correspond to the check list points in handout 4.

Questi on: Do the participants think they could cal cul ate now, as

M. Ben Cooper did, the price c.i.f. Bigharbour for this quota-

tion?

Participants will probably give an affirmative reply, but request
cost data.

Di stribute Handout 6 - "Cost data sheet". Have the participants

calcul ate the price Bigharbour for 1,000 bl ankets, item No. XYZ/ 3.

Work through the calculations with the participants.



for 1,000 blankets for 2 000 blankets

LTEM, Unit Cost Units TOTAL Units TOTAL
Local costs in QD
Cost of goods - 5, 805, 500 1 5 805 500 2 11 611 000
Bags - 6, 140 10 61 400 20 122 800
Boxes - 23, 200 0.5 11 600 1 23 200
Cont ai ner - 269, 774 | 269 774 1 269 774
Local freight - 1,040 50 52 000 100 104 000
Stevedoring - 29, 800 | 29 800 1 29 800
Docunents - 8, 000 1 8 000 1 8 000
FF fees - 14,500 1 14 500 1 14 500
L/ C Charges 1 16 000 1 16 000
TOTAL (fob) 6 268 574 12 199 074
Conversion into US$ (fob) 9 178 17 861
Ccean freight US$ 1 222 1 222
TOTAL (cé&f) US$ 10 400 19 083
I nsurance 2% (cif + 109 * 234 429
TOTAL cif US$ 10 634 19 512
Total cost cif per unit US$ 10. 63 9.
Cal cul ated using follow ng fornul a:
cif = (c&) +i (1)
[ = (0.02) (1.10) cif (2
Substitute (2) in (1)
cif = (c&) + (0.02) (1.10) cif]
cif [(1-(0.02)(1.10), = (c&f)
_ (cé&f)
cif

1-(0.02)(1.10)
and i = (cif) - (c&f)

(cé&f) 10, 400

thus i = ——— - (cé&f - 10,400 = 234

1- (0. 02) (1. 10)

1- (0. 02) (1. 10)

76
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Rem nd participants that changing the terns of delivery, the des-
tination or the terns of paynment will also change the conposition
of costs and that therefore quotations may need to be recal cul ated

each time one has to quote prices to a different customner.
Questi on: Does offering a quotation always result in an order?

Not invariably. Al too often, the seller never hears fromthe
i nqui rer again. When a buyer rejects a quotation, he ought to
wite and thank the seller for his trouble and explain the reason

for rejection. Failure to do so shows a |lack of courtesy.

When neither an order nor an acknow edgenent of a quotation is re-

ceived, it is natural to wonder why.

Question:  What would the participants do in this situation?

If there is an agent or representative in the prospective buyer's
country, the seller may arange for himto call. Ot herwi se the

seller will send a "foll owup" letter

Questi on: How does one keep track of the status of all quotations

t hat have been sent out?
A "pendi ng" copy of every quotation issued should be filed in
chronol ogi cal order, so that every two weeks or so, all quotations

whi ch have not net with replies are taken up again.

An exanple of a "followup" letter is given in Handout 7.
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) I .

Pl ease quote for the regular supply of 10 netric tons weekly from
May t hrough August of your Al phonso Mangoes, graded and i ndivi d-
ual ly wapped, approximtely 20 kg per crate, delivery by air
cargo, c& Al pha Airport. W would particularly stress the inport-
ance of quality and price, as this fruit is not yet well-known by

consumers in our country.

Woul d you pl ease send us a quotation for the supply of your pro-
ducts, which are of excellent quality, as we were told by one of
our business friends. If you give us a really conmpetitive quota-
tion, we would expect to place a very large order.

W are witing to invite quotations for the nonthly delivery of 20
metric tons of oranges to our warehouse in Deltaville. As the

matter is urgent, we should Iike to have the information by the end
of this week.

We shoul d be grateful if you would quote for the supply of the
handwoven cushi on covers which were shown at the Internationa
Trade Fair in your capital. Wien replying, please give the ear-

i est possible date of delivery.

Pl ease send us sanpl es and quote your |owest prices for spices,
packed in 50 gr retail packages, 200 packages per box, c.i.f. Rot-
terdam under seaworthy packi ng. When replying please state (i)
ternms of paynent (ii) discounts allowable. If your prices conpare
favourably with those of other suppliers, we shall send you an

order in the course of the year
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Handout 2 - Fxanples of Quotations
Thank you for your letter dated ........ Pl ease find herewith en-
closed our price list f.o.b. port of Al pha-Gty. W will allow a

speci al discount of 10%for a first order exceeding 1,000 pieces.
We strongly reconmend that you take advantage of this exceptional

opportunity and we | ook forward to your order

We thank you for your inquiry ........ and are pleased to quote as
fol | ows:

20 tons of oranges weekly during the nonths of My through August
i ncl usi ve. Delivery c+f Al pha Airport, packed in cardboard boxes
of 40 kg each. $800 per netric ton, payable by irrevocable letter
of credit. We trust you will find our quotation satisfactory and

| ook forward to receiving your order.

In reference to your inquiry of ........ , we shall be glad to
supply cushion covers at the price of $45 per dozen. Qur cushion
covers are a fast selling itemand can be sold with a high mark

up. We can presently deliver fromstock and will allow you a dis-
count of 5% if we receive your paynent together with your order.
As prices are rising steadily, we would advise you to place your

order w t hout del ay.

We were greatly honoured to receive your kind inquiry in your nost
wel comre and honourable letter which we received sone tine ago. W
are able to supply the required goods for a price of $50 on which
we will also allow a discount of 20% W shal |l be extrenely
pl eased to receive your esteenmed order, which will have our pronpt

and careful attention.



Handout 3

I nquiry received on 3 June 1983 by the Orega Co-operative Marketing
Federation. You are requested by the Manager to prepare a quotation in

reply to this inquiry.

The Alpha Trading Co. Ltd

74 High Street

Magnatown, Industria 28 May 1983
Tel: 743-589 Ref: SX-493

Dear Sirs,

You have previously supplied some of our major competitors in
Industria with handwoven woolen blankets marked with your brand,
"Super Coop'". As these items sell well especially during winter-
time, we should be glad if you would quote for the supply of 2,000
such blankets, 200 x 300 cm, to be delivered before 1 October 1983.
Prices quoted should include packing and delivery cif, Bigharbour.

When replying, please refer to our reference number above and state
discounts allowable and terms of payment.

Yours faithfully,

John White
Purchasing Manager
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Handout 4 - Preparing and Witing a Price Quotation: What to Remenber

G ve both parties full references.
Do not onit the date

Wite out the custoner's nane and address exactly as they appear
on his correspondence.

Mark the quotation for the attention of the person who has signed
the inquiry.

The headi ng shoul d be short and provide an identification of the
contents (Quotation").

Identify clearly why the quotation is being submtted. Refer to
conversations, letters, names of people.

Attach pictures, catal ogue sheets or other naterial that m ght

capture the prospective buyer's interest. Is the buyer a whol e-

saler, a retailer? Stress the product's advantages fromthe
buyer's point of view G ve reasons why the huyer should buy from
the exporter and why he shoul d buy now.

If the goods are in stock, this should be enphasised, as should
any ot her factors pronoting quick and sure delivery.

Quote the price clearly and unanbi guously for each itemto avoid
m sunder st andi ngs. This is inmportant when different quality
| evel s, types, colours, etc. are avail able.

M ni rum orders or rebates (discounts) for quantities should be
clearly stated

You may wi sh to have standard busi ness clauses printed on the re-
verse of the quotation. Make sure you refer to these in the text

of the letter. It is also advisable to refer to these on the
front of the quotation, e.g. "for conditions see back". State
Terns of Delivery (Incoterns) clearly. Al so define the point

where the risk for the goods is transferred fromthe seller to the
buyer.

State Terns of Paynent clearly. They may be contained in the
"CGeneral Conditions of Sale" on the reverse side of the quotation

"Delivery tine" refers to the tine when the goods are made avail -
able to the buyer at the agreed point of delivery (see (1) above).

Packi ng needs to be specified separately only in those cases when
the nethod of packing differs fromwhat is usual

Al ways state the quotation's validity tine. (This can speed up
the buyer's decision!)

Identify clearly the person signing the quotation by nane and
title.

I dentify any encl osures.
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Orega Co-operative Marketing Federation
48 Orchard Road
Orega-Gity,
Orega- Country
Your Ref: SX-493, your date: 28 May 1983 [ a)
Cur Ref: M-82, your date: 4 June 1983 [ b)
To. A pha Trading Co. Ltd (c)
74 H gh Street
Magnat own, | ndustria
For the attention of M . John White Purchasing Minager (d)

Dear Sirs,
" Super - Coop” (e)

Many t hanks for your inquiry of May 28th about our woolen (f)
bl anket s.

Encl osed pl ease find a page from our catal ogue giving full (9)
i nformati on on the sizes, colour and designs avail able. As you

know, they sell well because they feel extrenmely soft, are plea-

sant to | o6k at and provide the warmh and confort so appre-
ciated in your cold climate. This article can thus be a very

fine conplement to your range of products and it will provide a

fast turnover.

W keep the nobst current nodels (identified in the cat- (h)
alogue with an asterisk) in stock and suggest that for your

first order you choose Nos. XYZ/ 1 and XYZ/ 2, which have proved

to be fine sellers.

For a m ni mum of 1,000 bl ankets, 200 x 300 cm we quote as
fol | ows:

ltem XYZ/ 1 Us$ 9.80 each (i)
Item XYZ/ 2 US$ 12.30 each

For an order of 2,000 blankets we allowa quantity dis- (j)
count of 5% on the total

Ceneral terns: As specified on the back of this sheet (k)

Delivery terns: c.i.f. Bigharbour, (1)

Terns of payment © Letter of credit, irrevocable and confirned (m)




Delivery time: Shi prent from Onega-City within two weeks
fromrecei pt of order and L/ C or any other
date thereafter.

Packing Each bl anket individually packed in plastic
bag with zipper. 45 x 55 cm 20 blankets to
a cardboard box for shipping by container.
The quotation is valid until 15 August 1983. We | ook forward
to hearing fromyou before that date.

Yours faithfully,

Ben Cooper
Export Manager

Encl . Cat al ogue sheet



Handout 6 - Cost Data Sheet
(Al local costs in Orega Dinars)

ltem XYZ/ 3 - Wbol en bl anket, handwoven

Size 250 x 350 cm weight: 2.186 kg each

Design No. 473, Colors No. 2, 4 and 9

1. Cost per 1,000 pieces ex-factory

2. Cost of 100 plastic bags

3. Cardboard boxes 100 x 80 x 60 cm per 100

4.  Charge for container 48 ng

5. Local freight fromfactory to port per cardboard
box of 45 kg gross wei ght

6. St evedoring fees at port, per container

7. Shi ppi ng docunents, per set

8. Freight forwarder's fee, per shipment

9. Financial charges on L/C

10. Ccean freight, per container

11. I nsurance 2%on (c.i.f. + 10%, payable in US$

Exchange rate: 1 US$ = 683 Orega Di nars

Sheet 11
0D 5, 805, 500
o 6, 140
o 23, 200
o 269,774
(OD) 1, 040
o 29, 800
o 8, 000
o 14, 500
o 16, 000

Us$ 1,222



Orega Co-operative Marketing Federation
48 Orchard Road

Orega City

Onega- Country

Your ref: SX-493, your date: 28 May 1983
Qur ref: M -82/1, our date: 5 July 1983

Al pha Tradi ng Co. Ltd,

74 Hi gh Street )
Magnat own, | ndustri a.

Eor the attention of M John VWhite, Purchasing Minager

Dear Sirs,

In your letter of May 28th you asked about information and prices con-

cerning our "Super-Coop" handwoven wool en bl anket s. In our quotation
of 4 June 1983 we gave you full information about our nodels XYz and
the prices. W al so sent you a catal ogue sheet describing the whol e

range of wool en bl ankets produced by us.

Unfortunately, we do not seemto have received a reply to our quota-
tion. If an answer fromyou has gone astray we woul d appreciate a copy
fromyou. On the other hand, if you have not had an opportunity to
make a decision yet, we would remind you that the autumm and wi nter
sal es season is not far away.

If we receive your order nowwe will be able to effect shipnment before
the end of July, nmking sure that the blankets will be in your own
war ehouse early in Septenber.

We | ook forward to hearing from you.

Yours faithfully,

Ben Cooper

Export Manager
Orega Co-operative Marketing Federation.



Sheet 1
SESSION 5.6
COMVERCI Al DI SPUTES

hiective: To enable trainees to use proper arbitration clauses in

their export sales contracts to prevent and solve commer-

cial disputes.
Tine . 2 hours.
Material Handout 1 - Mni Case-Studies, "Comrercial Disputes"
Session Quide:
1) Divide trainees into groups and distribute the mni case-studies.

Al l ow trainees up to one hour to read, analyse and di scuss anpbng

t hensel ves the six case-studies and to evol ve for each

a) Aclear definition of the problemand its consequences for the

exporter and the inporter.
b) What gave rise to the problen?
¢) Possible solutions.

d) What could have prevented the problenf

Reconvene in plenary. For each case, allow a group spokesperson
about 5 minutes to present his group's interpretation of the dis-
pute, according to the four criteria above. Encourage other groups
to comment, and after about 5 minutes or so of discussion, nove on

to the next case

Lead the discussions to the follow ng points:

Case A:  Question: If the Al pha Union knew that chunks had to be
one inch or larger, why were 20% of the chunks snaller than 2 cnf
Lack of quality control. The exporter's probl ens: Not being paid
and in four weeks faces storage costs. Possi bility: Re- export

cans fromlIndustria to sonme other country that does accept chunks
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smaller than 2 cm Could have been avoi ded by paying cl oser atten-

tion to market requiremnents.

Case B The manufacturing, sales, inport and use of DDT is prohi-
bited in nost countries, so the Beta Fruit Gowers Co-operative
shoul d have known that traces of DDT on food products would lead to
the rejection of the products in Industria. For internationa

trade in food products, one nust pay special attention to health
regul ations. To sinmplify things, an inporter, say in U S. A, could
state: "to conply with U S. health regul ati ons" and encl ose a copy
of the rel evant regul ati ons. He woul d then have fulfilled his
obligation towards the exporter. Simlarly, the exporter should
supply as detailed informati on as possi bl e concerni ng chem cal s

used in production and post-harvest.

Case C: Legally, the Zeta Marketing Co-operative was obligated to
make its deliveries during January. Now Zeta is suffering the con-
sequences of the unpredictability of weather conditions (or was
there an erroneous production forecast?). Selling strawberries at
a 30% di scount woul d probably be preferable to having them spoil.
The situation could have been avoi ded had there been in the con-
tract a clause" following a two-week | eeway in delivery dates de-

pending on climatic conditions.

Case D: This crisis stens fromlack of attention to detail when
filling out the shipping docunents. The Delta Planters Co-opera-
tive Union certainly is in trouble now and may have to wait for
quite a while before being credited with the noney. And what if
the custonmer takes plenty of time to give revised instructions for

t he paynent of the credit?

Case E:  Prices quoted should be strictly adhered to when delivery
takes place. A price adjustnment clause in the contract could have
prevented the dil ema. The Eta marketing Co-operative should have

been aware of the increase in freight charges in tinme to have

guoted a new price before dispatching the consignnent.
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Case F: Sonet hi ng went wwong with the delivery. The arrival of
goods was not made known to the consi gnee and docunents were not
present ed. O course, further investigation will certainly revea

what has happened and whose responsibility it was. But the buyer's
probl em nust be dealt with right away. The shipping Iine should
expl ain the non-delivery. Eventual ly its insurance conpany shoul d

be alerted. In the neantine, a second shipnent nmay be di spatched.

Questi on: Coul dn't sone or all of these cases be solved in court?
Most trainees will say yes. Enphasise, however, that usually there
is a considerable lack of clarity on which |aws should apply to

agreenents between parties fromtwo different countries. Ther e-

fore, a sales contract should always state which |aws shall be ap-

plicabl e.

Question: \What are the advantages of applying the aws of the sel-

ler's country?

Applying the laws of the seller's country nay favour the sel-
ler. But the question of enforcing the decisions of a |loca

court in a foreign country renains.

Questi on: Is it better to seek conciliation or arbitration by im

partial specialists?

- Agood rule is tolet all comercial disputes be dealt with by

arbitrators

Advant ages of this procedure are:

- Speed, as the dispute is normally dealt with by a single in-

stance procedure, i.e. decisions cannot normally be appeal ed.
- The action is not public (no adverse publicity).

- The arbitrators have better know edge of the subject than ordin-

ary judges. They are usually experts with particul ar know edge

of the matter in dispute.



Arbitration is cheaper, because of the single i nst ance

procedure.

Di sadvant ages are:

The deci si on cannot be appeal ed.

There are no precedents to go by as the decision is not nade

publi c.

G ve a short lecture on International Chanber of Comerce (I CQ)

Court of Arbitration.

- Anopng the various bodies which are active in the field of inter-
national commercial arbitration, the Court of Arbitration of the
I nternati onal Chanber of Commerce in Paris occupies a special

pl ace.

The I CC offers two neans of settling commercial disputes: con-
ciliation and arbitration. Frequently, the nmere fact that a
clause with regard to ICC arbitration is included in the export
sales contract is sufficient to bring about a solution through

di rect negotiation.

- To make it possible for a dispute to be submitted to I CC arbi -

tration, both parties nust agree to do so, either in advance or
after the dispute has arisen. It is therefore recommended to
use the foll owing standard clause in all export sales contracts
(show it to the trainees on a transparencey): "Al'l disputes
arising in connection with the present contract shall be finally
settled under the Rules of Conciliation and Arbitration of the
I nternational Chanber of Commerce by one or nore arbitrators ap-

pointed in accordance with the said rul es"

- Conciliation is absolutely optional and can be organi sed only

with the consent of the parties concerned.

To prepare an exam nation of the case, each party submits five
copies of a statenent of the case fromits point of view to-
gether with a statenent of its claim and copies of all relevant

papers and docunents.
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The conciliation process takes place at | CC headquarters in Paris.

One of the essential factors affecting the success of conciliation
is, of course, the presence of the disputants in person, or of
their authorised representatives. Such agents nmmy be anyone
enj oyi ng the confidence of the party represented, regardl ess of

nationality or profession.

The conciliation comittee achieves its purpose in three ways:

- By noting the agreenent reached in a conciliation report signed

by the conciliators and by the parti es;

- by nmaking reconmendati ons on the basis of which the parties are

invited to settle their dispute within a given period;

- or by simply noting the failure of the attenpt at conciliation

In the latter case, if the parties are bound by an agreenent to ar-
bitrate, the parties will refer the dispute to arbitration

Ask trainees to think about the cases they have just analysed in

this session. Question: How coul d conflicts have been avoi ded?

Clearly in three major ways:

- By drafting the export sales contract nore carefully.
- By strictly observing the contract conditions.

- By conducting a strict quality control of all goods exported.

Concl ude by enphasi sing the inportance of having an arbitration
clause in the sales contract. Distribute the nodel sales contract
of Session 5.2 and conpare with drafts of participants particularly

with regard to docunentation, arbitration and special clauses.
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The Al pha Co-operative Union has exported 1,000 cases of canned
pi neappl e chunks c.i.f. port of Industria, to the Fruitinport Cor-
por ati on. It was agreed that paynment should be nmade by cheque 30
days after receipt of the goods. However the custoner now refuses
to pay, on the grounds that the product cannot be sold. The reason
is that a local regulation prohibits the sale of canned pineapple
chunks that are smaller than one inch. FC has on file a letter in
whi ch ACU was informed of this fact. Random checks have now shown
t hat approxi mately 20% of the cans' contents consist of pieces
smaller than 2 cm FC keeps the shi pment at di sposal of ACU and
will turn the boxes over to a storage conpany in four weeks' tine.
If no instruction is received before that date, ACUw |l have to

pay storage fees fromthen on.

The Beta Fruit G owers' Co-operative has shipped five tons of pink
grapefruit on f.o.b. port of Beta City, to the United Corp. I|npex
in Industria. Terms of paynent were agreed to be L/C, and BFGC has
been credited for the invoiced anount upon remttance of documents
to the Beta City Bank. Upon arrival to the port of destination

t he shi pment was checked by a sanitary inspector, who found traces
of DDT on the outer skin of the grapefruits. The consi gnment has
now been seized by the authorities and cannot be cl eared through
cust ons. U C advi ses BFGC to have the fruits destroyed in the free
trading zone to avoid paynment of duty and taxes. Ret urn shi pnment
woul d be too costly; besides the fruits will start rotting soon

U C argues that BFGC shoul d have known that DDT was prohibited in
I ndustria and insists that BFCGC rei nburse the anmount of the L/C
pl us freight and i nsurance. BFGC, however, does not have the
financial capability to do so and | ocal foreign exchange regul a-

tions would prevent this anyway.

The Zeta Marketing Co-operative had a contract with the I ndus De-
partment Store to deliver in four shipnments, one a week, a total of
20 tons of strawberries during the entire nonth of January by air
freight, c& airport Industria. Payment was agreed to be cash on

del i very because the season was |late this year, delivery started
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only on 15 January. Wen the third shipnent of five tons was ready
to be flown out on the 2nd of February, the Zeta Marketing Co-
operative received a telex fromIDS advising themto hold the ship-
ment or to agree to a price discount of 30% as the nonth of Jan-
uary was now passed. The manager of ZMC had to deci de whether to
agree to the discount; insist on contract terms, or try to sel

the strawberries on the local nmarket, risking total spoilage in a

few days.

The Delta Planters Co-operative Union had finally managed to con-
clude a contract for the delivery of 20 tons of dessicated coconuts
to Industria, f.o.b. port of Delta. Paynent by confirmed and irre

vocabl e L/C. After |oading the goods on the ship, he obtained the
bill of Iading on Thursday night and the ship sailed on Saturday.

Because banks were closed Friday through Sunday, docunents were
submitted to the Delta Conmercial Bank on Monday norning. By Mn-
day noon the bank called the secretary of DPCU and advi sed hi mt hat
they could not accept the docunents. The letter of credit speci-
fied 20 metric tons gross weight, while the bill of |ading read 20

tons net weight. They wanted to know whet her the wei ght was nea-

sured in short, long or nmetric tons, and why it was "net" instead
of "gross" as mentioned in the L/C and the invoice. Meanwhile the
credit would be kept in abeyance and eventually returned to the

openi ng bank.

In February, Eta marketing Co-operative had quoted a price of $200
per ton of Polliwocks, c.i.f. port of Industria, paynent on ar-
rival. Wen they received an order for ten tons in June, they im
medi ately prepared the shipnment and | oaded the consi gnnent onto the
first vessel sailing to Industria. As the shipping charges had
meanwhi | e gone up by $30 per ton, they increased the price to $230
per ton. On arrival of the goods, the custoner, however, refused
to pick up the docunents and to take delivery of the consignnent.

He asked that the price be reduced to $200 as quoted. Thus, this

deal would result in no profit for EMC

The Vegetable G owers' Co-operative Union had nade a sure deal:

fifty tons of mung beans, delivery ex-ship, paynent against presen-
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tation of docunents at reception of goods. Two nonths after the
schedul ed delivery date, however, the customer conplains that the
shi prrent has still not yet arrived. On inquiry it turns out that
t he docunents have never been presented to the custoner. He now
requests a second shipnent of 50 tons, as he needs the beans

desperately.

Assi gnnent

Read, anal yse and di scuss the above case studies and evolve for each

1)

A clear definition of the problem

Probabl e causes of the problem

Consequences for the exporter and the inmporter.

Possi bl e sol uti ons.

What coul d have prevented the probl enf?
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SESSION 6.1
SEA AND Al R TRANSPORT
hjective: To enable trainees to explain the rules and principles of
international sea and air transport so that they can (i)
apply themto their advantage when shipping their pro
ducts abroad and (ii) select the npbst appropriate neans
of transportation.
Tine: 2 to 2 1/2 hours
Materi al Handout 1 - "Shipping Marks;" Handouts 2 and 3 - "Bills
of Lading".
Case- Studi es - "Cargo Handling".
Pocket calculators, if available.
Bl ank copies of airway bill.
Session Qiide:
1) Question: Wiy is ocean freight the nost wi dely used form of

transportation in international trade?

- It is a cheap nbde of transport for delivering large quantities

of goods over |ong distances.

Questi on: Can anyone describe the procedure for arranging ship-

ment of goods by sea?

Elicit answers in the foll ow ng sequence:

- Find out freight rates.
- Select a shipping line and a particul ar vessel
- Book shi ppi ng space.

- Register cargo on a shipping note and send shipping note to

shi ppi ng conpany.
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- Register details of consignhment on customentry formand send

to custons.
- Arrange adequat e packi ng, including shipping marks.
- Receive "calling forward notice" from shipping conpany.
- Send goods to port with "consignment note."
- Pay "freight bill".
- Receive "bill of |ading" from shipping conmpany.

- Enclose "bill of |ading" with other docunents, and send to

bank, or directly to custoner.

Question: \What do freight rates depend on?

Frei ght rates, of course, depend on the nature of the goods

shi pped, their weight or volune and their destination.

To sonme extent, however, they depend on the type of shipping used.

Question: \What are the four basic types of shipping?

Conference line vessels: These ships belong to a line which is

a nenber of a shipping conference. Conferences are groups of
shi pping lines. They establish comon freight rates, regu
larly schedul ed departures and conmon shi ppi hg conditions.
They al so provide international liner services for the carriage

of cargo on specified routes.

Non-conference vessels: These ships are operated by shipping
conpani es that offer schedul ed services but quote freight rates

i ndependent |y from one anot her.

Iranp ships: These ships do not follow regular routes but

travel as and where cargoes are avail abl e.

Charter ships These ships can be hired to transport products
for a particular purpose or tinme. Their use can only be justi-

fied for large quantities.
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The nost commonly used type of shipping is conference |ine
vessel s, because they nake regul ar journeys and offer special dis-
counts to exporters who use themregul arly. The exporter or his
freight forwarder may nmake such special arrangements with confer-

ence |ines.
Since in shipping a conference is a cartel, freight rates (listed
rates) are normally considerably higher than for non-conference

lines, it is often nore advantageous for the small exporter to use

non- conf erence |ines.

There are two basic types of agreements:

Deferred rebate The exporter (also called the shipper) re-

clai ms about 10% of the freight cost after exclusively support-
ing conference |line menbers for a specified period, usually six

nont hs.

- lmmediate rebate This is granted for signing a contract

covering future shipnents for a given period of tine.

Freight rates are charged for nost types of cargo either by weight
or by vol une. The shi ppi ng conpany quotes "per freight ton WM
option”. Thi s means the shipping conpany will charge either by

wei ght (W or neasure (M, whichever is greater.

The nost common node of transport by sea is nowadays by contai ner
(200 or 40). The exporter will have a choice of conplete
contai ner (FCL = Full Container Load) or limted space in a
container LCL = Less Container Load). Even if the conplete space
is not utilised, it is often still nore economical to rent a ful

cont ai ner. This will also minimze shipping tine since there wll

be only one destination for the containerized goods.

Questi on: How wi | | a shi ppi ng conpany nornmally charge for canned

goods? For cotton bal es?

- Probably by wei ght for canned goods and by vol une for cotton

bal es.
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Experi ence shows that of all goods shi pped, about 80%i s

shi

pped by vol ume rather than by weight.

Ask trainees what factors will determ ne how the goods are packed?

- the characteristics of the goods;

- the node of transportation;

- the climatic conditions during the journey;

- the custoner's requirenents;

- governmental or other regulations;

- cost.

Quest i on: Once again, at which different stages of a journey are

goods vul nerable to risks:

- when

bei ng | oaded on the exporter's preni ses;

- when bei ng handl ed between nodes of transportati on such as

road/rail or rail/docks

when

when

when

transported by road, rail, sea, air;
unl oaded at the port of destination

unl oaded by the custoner on his prenises.

Question: \What kind of damage could possibly occur to products in

transit?

Poss

i ble risks include pil ferage, rough handling, crushing,

hum dity, pressure, cold, heat, etc.

Pack

ing should be strong enough to w thstand these transpor-

tation hazards.

Questi on: VWhat ot her considerations should be kept in mnd when
packi ng?
- Costs - CGoods must be as light and compact as is safely pos-

sible in order to keep freight costs down.



4) Question: How can boxes, crates, bags and ot her packages be

5)

identified among thousands of other, often very simlar,
packages on board a ship? What precautions can be
taken to ensure that one's shipnent is identified on
arrival, unloaded at the right port of destination and

sent to the right consignee?

This is acconplished by using shippi ng marks. All
cases and crates have to be narked for shipping.
Oten an inmporter will have his own shipping mark so
t hat consignnents due for him are nore easily

recogni sabl e at the port of destination.

Question: VWhat type of information should be included in the

shi ppi ng mar ks?

Three types of data should be given

Essential data Nane of exporter and his address. Name of
custonmer and his address and his shipping mark. There may al so

be a case or crate nunber.

Qher data:  Weight of packages and cubi ¢ neasurenent, nane of

ship, port of shipnment, destination and origin of goods.

Handling instructions, such as a mark showi ng the centre of
gravity of the case, proper position of slings and any warni ngs

such as "no hooks" or "fragile" or "this side up". Distribute

Handout 1 - "Shipping Marks" for illustration
Di stri bute Handout 2, a specinen copy of a bill of |ading and
rem nd trainees that the bill of lading is the transport or

"shi ppi ng" contract, apart frombeing a receipt for the goods and

a docunent of title to the goods.

Distribute Handout 3 - "Bills of Lading”. Allow trainees to study

the contents for up to ten m nutes.
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Questi on: How should a bill of |ading be made out when shi pping

against a letter of credit?

The ternms of the credit usually state that the bill of |ading

nmust be clean, shipped to order and hlank endorsed.

This neans that the goods must be in apparent good order

| oaded on board the stated vessel and that the bill gives title

to any bearer.

Question: How many di sadvant ages of ocean transport can the

participants think of?

Elicit such replies as:

- long delays, making it nearly inpossible to ship fresh fruits,

vegetables, flowers etc.;

- long delays, which then force shippers to wait |onger for

paynent ;
- rough handling, necessitating heavy and costly packagi ng;
- lack of security, raising the cost of insurance prem uns;

- the conmplexity of formalities and procedures.

Distribute the mini cases titled "Cargo Handli ng" and al |l ow
trainees up to 15 nminutes to work out Case A Stress that the

answers to this and the foll owi ng exanpl es i nvolve nmat hemati ca

cal cul ati ons.

Ask trainees for their answers.

Go over the calculations as follows:

One case neasures 30 x 30 x 40 cm = 0.036 n3 or 20 kg

The shi prment of 100 cases = 3.6 m or 2 metric ton

3.6 m = 127 cubic feet

Charged by weight: 2 x $120 = $240

Charged by neasurenent. 2L x g190 = 381
40

Al pha will therefore have to pay on neasurenent basis i.e. $381.
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Allow trainees up to 15 minutes to work on an answer for Case B

Ask trainees for their answers and go over the cal cul ati ons as

foll ows:

By sea:

Cost of sea freight
Cost of seal ed bags $2 x 20
Cost of interest 18% on $4,000 for 3 nonths

18 x 4,000x 3=
100 12

Total cost by sea

Total cost by air

Thus, airfreight is cheaper and should be preferred.

$ 100
$ 40

$ 320

$ 250

Allow trainees up to 30 minutes to calculate the answer to Case C

Ask trainees for their answers, and go over the cal cul ations as

foll ows:

a) Currently, the customers have to pay the foll ow ng anount per

ton net weight (1,040 kg gross)

f.o.b. port of QOrega $125 x 20

Ccean freight charges for 84.72 cu. ft
Sub-total (c+f)

| nsurance, 2% of 110%of c.i.f. price
Total c.i.f. per ton net

Interest on L/C 3 nmonths (4.5% of $2,500)
Total c.i.f per ton

c.i.f. per case

$ 2,500. 00

b
$
b

211.80
2,711.80
61.00

$ 2,772.80

§

$
b

112 .50
2,885. 30
144 27
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13)

b) The newc.i.f. ocean freight quotation would be as follows

(per ton net weight)

Price f.o.b. in cardboard boxes $ 2,500.00
New wooden cases, 20 x $2.- $ 40. 00
Ccean freight charges for 107.36 cu. ft. $ 268 40
Sub-total (c+f) $ 2,808. 40
I nsurance, 2% of 110%of c.i.f. price 8 63.17
Total c.i.f. per ton net $ 2,871.57
Interest, 3 nonths (4.5% of $2,871.57) § 129 22
Total c.i.f. per ton $ 3,000.79

ti.l per case $ 150. 04

c) The newc.i.f. air cargo quotation would be as foll ows:

Price f.o.b. in cardboard boxes $ 2,500.00
Airfreight charges $ 250.00
Sub-total (c+f) $ 2,750.00
I nsurance, 1% of 110%of c.i.f. price 30.59
Total c.i.f. per ton $ 2,780.59
c.i.f. per case $ 139.03

Not only is this the cheapest quotation of all three, but the nuts
would arrive in a rmuch fresher state and with a m ni mumri sk of

pi | ferage.

Questi on: What woul d the partici pants have concl uded had both

costs (by sea and by air) been equal ?

The freshness of the nuts is very inportant, although difficult to
put a value on in noney terns. Question: Wuld the participants

pay nore to make sure they got fresher nuts? How much nore?

Question: Which agricultural products can be exported only by air

cargo?

For many itens, such as fresh flowers and fruits, air cargo is the
only possible node of transport. Air freight is, however, a good
choi ce for any goods which have a high ratio of price to weight,

i.e. goods which are |ight but expensive
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The hi gher the speed of delivery, the quicker the custoner re-

ceives his goods and the faster the exporter receives his paynment.

The greater security of air transport neans that insurance pre-
m uns on shiprments by air are usually lower than for sea trans-

port, because the risk of pilferage and danmage is smaller.

Al so, the packing needed for shipment by air is much lighter than
for shipnent by sea. This is a big advantage from the point of
view of freight cost, particularly in countries where duties are
based on the gross wei ght of the goods. A final advantage of air

freight is that procedures are newer, hence nore up-to-date.

Question: How are airfreight rates cal cul ated?

- The basis of calculation is usually a price per kilogram

There are four main categories of freight rates:

(i) Mnimimcharge - up to 5 kg

(ii) Ceneral cargo rate - also known as the "under 45 Kkg
rate"; for cargoes of nore than 45 kg there is a quan-

tity discount of up to 25%

(iii) Cdass rates - These apply to shipnent of special conmo-
dities wthin or between certain geographical ar eas.

They are expressed as a percentage of the "nornal under

45 kg rate".

(iv) Special commdity rates - there are nunerous categories
of rates, covering specific comodities. They are not
fixed but rather subject to negotiation with the air-

li nes.

negoti able discounts are: bulk discount for regular ship-

and contai ner discounts for shippers using contai ners that

conformto | ATA (I nternational Air Transport Associ ation) regul a-

tions.



Although airlines charge usually by weight, they may charge by

neasurenents if 1 kg of airfreight exceeds a volune of 7 cubic de-

cineters (0.7 liters). OQher costs that may be incurred incl ude:

15)

Term nal charges for custons cl earance.
Sorting, pick up and delivery.
Transit charges at the airport.

Al rport taxes.

If possible, obtain blank forns of an airway bill and distribute

to the trainees.

Explain that the airway bill is an internationally standardi zed
docunent, printed both in English and in the | anguage of the air

carrier. The airway bill is:

a receipt fromthe airline acknow edging that it has received

the consignment fromthe exporter (the shipper);

a contract between the shipper and the airline for noving the

goods

an instruction sheet;

a bill for the freight;

a certificate of insurance, if the anpbunt and the extent of

i nsurance are included init.

Wiat the airway bill is not - unlike the bill of lading - is a
title to the goods. The airway bill is not a negotiable docunent,
and by handing it to the airline the shipper does not | ose

owner shi p of the goods.

The airway bill is not a negotiable docunent, and by handing it to

the airline the shipper does not |ose ownership of the goods.
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The airway bill is made up of three original copies, one each for:

- the airline, which uses copies for various purposes;

- the consignnee who receives it along with his consi gnnent at

the airport of destination;

- the shipper (the exporter), who gets it back as a recei pt and
evidence of his contract with the airline and, eventually, as

an i nsurance certificate.

The customer automatically receives the original of the airway
bill enabling himto collect the goods without further formality,
unl ess there is a c.o.d. arrangenent (cash on delivery). Such an
arrangenment is a najor protection when using air freight. In this
case paynent is required before the goods are collected by the

cust oner.
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Handout 1

SHIPPING MARKS

Y

This side up Fragile — Glass
—{

Protect from heat Don’t use hooks

i 4 ‘I /
|

Y %

\J
Sling here Protect from water



1t (ICC Brochure No. 298).

d Transport d

Transpori it ia based on the uniform rules for a
oF

As far as this Bill of Lading covers Combined

C

Shpper BILL OF LADING 8/L No.

for Combined Transport or
Port to Port Shipment Reference No.

Consignee or order

Accepted by the Carrier from the Shipper m apparent good order and condition
(uniess otherwise noted hersin) the total or y of C. s of other
packages or units indicated below®, stated by the Shnppov to compnse the Goods
- pecified below, for Carriage subject to all the terms hereof INCLUDING THE TERMS
Notify address ON THE REVERSE HEREOF AND THE TERMS OF THE CARRIER'S APPLICABLE
TARIFF} from the Place of Acceptance of the Port of Loadmg whlch.vﬂ apphicable,
to the Port of Discharge or the Place of Dalivery, which
of this document (duly endorsed) to the Carrier, by or on “behatf of lhq Holder, the
nghts and liabilities arising in accordance with the terms hereof shall (without prejudice
to any ruie of common law or statute rendering them binding upon the Shipper, Hoider
and Carrier) b g 0 all resp o the Carner and Hoider as though
the contract contained herein or evidenced hereby had been made between them.

Copy not negotiable

Intended vessel/voyage Intended port of loading FREIGHT AND CHARGES
European Australian New Zealand Basic
Zone charge  Zone charge  Zone charge  Service charge

Intended port of discharge

Marks and Nos. Quantity and type of packages. Description of goods Gross weight kg
Container No. ++

Particulars declared by the Shipper.

Total No. of containers/transportable | «
tanks/flats/pailets/packages or
preces/quantity of other cargoes

Place of acceptance +

In Witness of the Contract herein

. Place and date of issue
contained

ariginals have been issued, one

Place of delivery + for

of which being accomplished the

other(s) to be void.

+ Applicable only when d used a8
Combined Transport B/L. Place of delivery I|Vllyl
® to be an od it Nouty add not appl

5 ++ Container No(s) to be inserted only in respect of
2 containers supplied by or on behall of the Carrer,
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The exporter should be familiar with the follow ng terns:

" Shi pped"

This formof bill of lading is, strictly speak-
ing, obligatory in ac.i.f. contract.-

cates that the goods have been received by the
shi powner "in apparent good order and condi -

tion" and duly shipped

"Recetved for

shi pnent "

This is an anticipatory docunent that can be used
to indicate to a custoner that the goods are in
the custody of the shipping conpany but have not
necessarily been shi pped. It is sonetines used
to obtain partial paynent for a consignnent.
Stri kes, dock congestion or other del ays night
give rise to the need for such bills. Many com
pani es specialising in container transportation
i ssue "received for shipment” bills while nmaking

up container | oads.

n (:I eann

I ndicates that the goods are apparently in good
condi tion, w thout any qualifying clauses, such
as "insufficiently packed" or "one case |eaking".

"Dirty" (or

cl aused)

I ndi cates that there is sonmething wong with the

goods, such as inadequate packing or |eakages.

"Stale"

Termused for a bill of lading which is to be
negoti ated against a letter of credit but which
is unlikely to reach the custonmer before the ship
actually arrives. One of the problens in this
situation may be that warehousi ng and dock dues
accunmul ate until the arrival of the bill of

| adi ng.
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"B/L in ship's

bag

A bill of lading sent in the ship's bag so that
it is imredfiately avail able when the ship ar-

rives at the port of destination.

“Goupage bills"

Bill of lading covering a nunmber of consignments
t hat have been consolidated by a shippi ng and
forwardi ng agent, who issues each individual ex
porter with a certificate of shipnent or, some-
times, his own "house" or forwarding agent's
bill.

“~On deck"

I ndi cates that the goods have been | oaded for
storage on deck. No bank will accept such a bill
of lading unless expressly authorised to do so by

the inporter or his bank.
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Cargo Handling

The Al pha Vegetable Growers' co-operative wants to ship 100
cases of canned vegetables to Industria and has asked the

Rapi d Shi ppi ng Conpany for a quotation.

Rapid quotes $120 per shipping ton WM whichever is
hi gher. Shi ppi ng ton equals 1,000 kg wei ght or 40 cubic
feet measurenent. One case of canned vegetabl es neasures 30
X 30 x 40 cm and wei ghs 20 kg. One cubic neter equals 35.3
cubic feet. How much freight cost will AVGC have to pay?

Coffee was |ike gold, thought the manager of the Beta Coffee
G owers' Society. It was currently worth $4,000 a ton, the
Soci ety's overseas custoners paid as soon as they received
their coffee and the noney could be put on deposit for six
nmont hs before nenbers' accounts were finally settl ed. The
interest paynent at a rate of 18% per year went a | ong way
to covering the Society's costs. The ocean frei ght cost was
only $100 per ton. The coffee was sealed in 50 kg bags so
that it did not | ose any val ue during the three-nonth voy-
age. Sone peopl e saved $2. 00 sealing cost per bag by ship-
ping by air, but that was foolish, the manager knew, as the
cost of airfreight was over twice as nuch, at $250 a ton

Penny-wi se and pound-foolish, he thought. Is he right?

The nmanager of the Orega Agricultural Co-operative Society
was a bit worried. Every nonth for five nonths the Society
had been exporting ten tons of KRAK m xed nuts in twn
packs, but not all overseas custoners were too happy with
the present arrangenent. First of all, they conpl ai ned that
the nuts were hardly fresh any nore by the tine they arrived
after a three-nonth sea voyage and that at least 5 to 8% of
the boxes were crushed or pilfered. Secondly, they paid a
f.o.b. price of $125 per cardboard box of 50 kg net weight,

paynment by irrevocable and confirned letter of credit. They
t hought that Omega should sell c.i.f., docunents agai nst
paynent on arrival of the goods. Sone had asked for new

price quotations.



Frei ght cost quotations are as foll ows:

Ccean freight: $100 per ton (1,000 kg or 40 cubic feet).
Airfreight: $250 per ton (weight only).
| nsur ance: Marine 2% on value, air 1% on val ue.

Current bank interest rate for deposits: 18% per annum

To cut out the pilferage, the manager thought of putting the
present cardboard boxes (gross weight 52 kg, dinensions 40 x

50 x 60) into | arger wooden cases of 44 x 54 x 64 cm wei gh-
ing an additional 8 kg each, and costing an additional $2.00

each.

O should he decide to use air cargo instead?

Help himwite newc.i.f. quotations for transport by sea
and by air.
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SESSION 6.2

MARI NF | NSURANCF

hjective: To enabl e trainees to explain the basic principles of
mari ne i nsurance so that risks are sufficiently covered
when exporting goods to foreign countries.

Tige: 112 to 2 hours.

Material Handout 1 - "Who i s Responsible for Buying |nsurance?"
Handout 2 - "Mst Comonly Used Cl auses in Marine |nsur-
ance"

: . i de

1) Question: Wiy is there a need for cargo insurance?

Previ ous exanpl es have shown that there are many ways in which
goods can be spoil ed, damaged or | ost conpletely, and that
these risks of damage and | oss nust be covered sone way. This

is usually done by subscribing to an insurance policy.

Question: How can one find out who is responsible for under-

witing the insurance for the goods in the course of their voyage?

This is clearly indicated by the terns of delivery (I NCOTERVS)
contained in the sales contract. They will determ ne the "cri-
tical point" where the risk for the goods passes fromthe ex-

porter to the inporter.

Question:  Are there any exceptions, i.e. where the exporter is
responsi ble for contracting the insurance although the risk for

t he goods has al ready passed onto the inporter?

- Yes, it is clearly indicated under the c.i.f. terns that the

exporter is responsible for purchasing the insurance, although



the risk passes to the inporter when the goods pass over the

rail of the ship at the port of shipnent.

2) Question: What are the inportant stages of transport fromthe ex-

porter to the inporter?
As they are being given, wite on chal kboard:

fromexporter to the docks or the airport;
storage tine while awaiting shipnent;

bei ng | oaded on board of the ship or aircraft;
of f-1 oadi ng and storage on arrival;

transportation to customer's warehouse.

Ask trainees to use their imagination to anticipate all kinds of

m shaps that nmay happen to the goods or their carrier

They shoul d i nclude, anong others, fire, storm collision,

pi |l ferage, |eakage and expl osi on.

Explain that in insurance | anguage the shipnment of goods is called
an "adventure" or "venture", terms which originate | ong ago when
t he shi pment of goods was far nore hazardous than it is today.
Goods should be insured if a person has a financial stake (an "in-
surable" interest) in the arrival of the goods at their destina-
tion. Under the law, a person may purchase narine insurance in a

venture anly if he has insurable interest init.

Ei ther the exporter or the inporter will be liable for the goods
at any one point in the journey.

The liability laid down in the terns of delivery normally follows
the title of ownership for the goods: when the title for the
goods passes fromthe exporter to the inmporter, this is known as
t he passing of risk, and the point where this happens is called

(let trainees conplete) "critical point . "
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Distribute Handout 1 - "Who is Responsible for Buying |Insurance?"
and explain that the four npbst inportant critical points are shown
in the heading of the grid, while the |l eft-hand col um shows the
nost frequently used | NCOTERMS

Let trainees work in pairs on this assignment for up to ten mn-

ut es.

Correct answers are:

f.o.b. - Port of shipnment, over the rail, inporter
c.&f. - Port of shiprment, over the rail, inporter
c.i.f. - Port of shiprment, over the rail, exporter

Ask one trainee for his answer with regard to f.o.b. If correct,
ask those who have the sane answer to raise their hands. Ask
those who have different answers to explain why they nade a dif

ferent choi ce. Al'l ow a short group di scussion on the subject and
expl ain:

- In theory, the exporter insures the goods up to the rail of the
vessel and the custoner takes responsibility fromthen on. In
practice, however, the custoner normally buys insurance to
cover the whole journey fromthe exporter's warehouse to the

final destination.

Ask another trainee for his answer with regard to c& . If cor-
rect, allow trainees with a different answer to explain their
choice. Allow for a short group discussion and try to get soneone
to note that when it cones to insurance, a c& contract does dif-

fer froman f.o.b. contract.

Ask another trainee for his answer with regard to c.i.f. Whatever
hi s answer, have hi mexplain why and how

All ow a short group discussion and explain that under a c.i.f.
contract, the exporter takes out narine insurance even though

hi s ownership and responsibility for |oss or damage ends when



t he goods have been placed on the vessel. He takes out cover-
age against the risks custonmarily covered in his trade. He is
not required to do nore - unless both parties have agreed to
it. These rules are, of course, subject to |local usage. Wat-
ever allocation of responsibility is agreed upon, it rnust be

absol utely clear and nmust cover all emergencies.

Elicit acknow edgenent of the fact that the exporter's objective
is to buy as nmuch protection as is necessary at as low a price as
possible, for as long as he has a financial stake in the venture,
i.e. until he is actually paid for the goods. If the goods are
damaged or lost in transit, the inmporter may be unwilling or even

unable to pay for them

Question: What does the exporter have to know in order to achieve

this objective?

Elicit answers such as:

- He nust know what risk to cover.
- He nmust know what risk can be covered.

- He nmust decide how nmuch coverage i s needed.

Make sure trainees distinguish between damage as a result of risks
(events that may happen) and damage frominevitabilities (events

that normmlly happen)

If necessary, illustrate with the foll owi ng exanpl es:

- During the journey a fire breaks out on board the ship and the
goods are partly damaged or even totally lost. Does this nor-
mally happen? No, it is a risk

- You ship a consignnent of tomato juice packed in bottles. Sone
of the bottles break during the transport due to rough hand-
ling. Does this nornmally happen? Yes, it is inevitable that

sone bottles will break

Expl ai n that marine insurance never covers the kind of danage that

can be expected to occur under normal conditions because of the
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nature of the goods thensel ves. This is called "inherent risks"
For example, butter may becone rancid, spontaneous conbustion may
take place in cotton, pal mand coconut oil may solidify, nuts and
copra may suffer infestation by verm n, goods packed in bags may
show | eakage (e.g. because use of hooks) and gl assware may break
Most of these are considered accepted trade | osses and ordinarily

shoul d be accounted for in the selling price.

Question: VWhat other risks are usually al so excluded from i nsur-

ance coverage?

- They are | osses, damages and del ays caused by war, strikes,

riots and the |ike.

Questi on: What is the different type of damage suffered in each

of the follow ng three cases:

A - A vessel on his way from Singapore to Europe cones into a

heavy storm and sinks. Al the goods are lost with it.

B - Wiile trying to | eave the Kl ong-Toy harbour in Bangkok, a
vessel gets stranded, and part of its cargo, nanely 100

bal es of cotton, are conpletely |ost.

C - A ship sailing in Indonesian waters runs a leak and its
| oad, consisting partly of canned goods, is to some degree

spoi |l ed by sea water.

Clearly, in A it's a case of total loss of cargo, including

loss of vessel inB it's a total loss of part of the cargo

and in C its a partial danage to part of the cargo.

Explain that in marine insurance a partial loss is called "aver-

age__

- Partial loss can nean total |oss of part of the insured cargo

or sinple damage to all or part of it.

- Apartial loss suffered by part of the cargo is called "a par-

tial average"
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A "general average" is a loss that affects all cargo on the

ship and the ship itself.

Questi on: Ask trainees, how, in marine insurance |anguage, cases
A, B and C woul d be called?

(A) The ship sinking on its way from Si ngapore to Europe is a

case of a "general average"

(B) The ship stranded in the harbour in Bangkok is a case of
"partial loss" or "partial average".

(Q The ship sailing in Indonesian waters is also a case of "par-
tial loss" or "partial average" but different fromB, as only

part of the insured cargo was partly damaged.

An accident nmay |l ead to both general and particul ar average | os-
ses. There are many types of insurance clauses providing differ-
ent types of coverage. A good rule of thunb is that as |ong as an
exporter insures for the coverage generally accepted in his trade,

he has nothing to worry about.

Di stribute Handout 2 - "Mst Comonly Used C auses in Marine |n-
surance, " and divide trainees into groups according to product
groups. Allow themten mnutes to study and to di scuss these

cl auses.

Trai nees shoul d deci de which cl ause seens to be the nobst appro-
priate in the particular case of their product or product group,

especially in the case of c.i.f. shipnents.

Reconvene in plenary and ask a spokesperson from each group to ex-

plain their choice

Lead the discussion on the follow ng points:

An exporter of crude oil or ore or other crude raw nateri al
woul d probably decide for the TLVO cl ause, as it provides

protection against a risk the cargo may possibly face.
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- For the great mmjority of agricultural produce, the FPA
cl ause, eventually suppl enented by sone additional particular

coverage, will be sufficient.

- The WA clause will be required for cargo with higher than

average unit value and for nost manufactured products.

- The AR coverage is expensive and in nbst cases not necessary.

As trainees probably know fromtheir notor vehicle or life in-
surance, the basic instrunent in insurance is called "the policy",
which is a contract. The principal function of this |egal docu-
nment is to serve as evidence of the agreenent between the insurer

and the insured.

Question: Isn't it rather inconvenient to obtain a new policy be-

fore dispatching each new shi pnent ?

- O course, if only one shipnment per year is being dispatched,
the adm nistrative strain is tol erable. The insurance admi n-
istration of dispatching several shipnents per nonth, however
woul d becone cunbersone. Therefore, individual policies, wit-
ten for a single shipnent, are rarely used by regul ar ex-

porters.

- Exporters generally insure under |ong-term policies. Usual |y

they will have an gpen cover agreepent or a floating policy ar-
rangenent under which the insured has automatic protection for

all his shipnments, with fixed conditions and fixed rates.

For docunentation purposes, the insured nust be able to show an
actual policy. When he wants to have evidence of his in-
surance, the insurer wites a policy for the individual ship-
nment, established agai nst the open cover. An even nore conmon
way of getting evidence is to use "Certificates of Insurance",
which give all the information nornally contained in an in-

surance policy.

Wite the follow ng indications on the chal kboard

c.i.f. - Alpha-City Port, FPA clause
1,000 cartons of 24 cans each, value $26, 400



damage: 150 cartons damaged by sea water

2,000 cans rusty, to be sold at 1/2 of val ue

Expl ain that the Orega Fruit G owers Co-operative Uni on has
shi pped under a c.i.f. contract a consignment of 1,000 cartons at
24 cans of pineapple juice to their customer in Al pha-Cty. They
had i nsured the shipment under a FPA clause for a value of $26, 400
(value of goods, c.i.f. price $24,000 + 10%. On arrival at the
port of Al pha-City, the buyer finds that around 150 cartons have
been damaged by sea water, resulting in about 2,000 rusty cans

that can only be sold at a price reduced by 50%

Questi on: How nmuch will the insurance conpany pay for the dam

age? Vo should file the claimand who will get the noney?

Allow up to ten minutes so that each trainee nmay individually pre-
pare a witten answer. Start by asking trainees who should file
the clain?

In principle it is the inporter's responsibility to file the
claimfor an adjustment, as he is in possession of the in-
surance policy, which is part of the shipping docunents. The
FPA cl ause, however, does not cover a partial |oss suffered by
part of the cargo if the damage is not due to stranding, sink-

ing, fire on the ship, etc. Hence a claimseens superfluous.

Ask trainees who woul d be rei nbursed and for how rmuch, should the
sea wat er danage be due to a collision or if the shipnment was in-

sured under a WA cl ause.

- As the danmge exceeds 3% of the insured value, the insurer

woul d pay the danage to the custoner.

The danmage woul d be cal cul ated as fol | ows:

Lanaged cans  « 50% x i nsured val ue =

= damage val ue
Total cans

2,000 x

0.5 x $26,400 = $1,100
24,000
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Rem nd trainees that the coverage to be bought under a c.i.f. con-

be subject to a nutual agreenent between seller and
The i nsurance shoul d al ways

tract nmust
buyer when setting the trade ternmns.

cover 110% of the c.i.f. value



CRITICAL POINTS

MAJOR At port of shipment At port of destination
INCOTERMS
On docks, Over the rail On board Over the rail
quays, wharf |of the vessel of vessel of the vessel
f.o.b.
c&f
c.i.f
Your assignoent

1) For each of the I NCOTERMS shown, ask yourself the question, "Were
does the risk pass fromthe seller to the buyer?" Choose one of
the four possibilities and put a large circle in the correspondi ng

box.

2) For each of the | NCOTERMS shown, ask yourself the question, "Wo

i s responsible for purchasing cargo insurance?"

Wite within the circle the letter Eif it is the exporter, or the

letter I if it is the inporter.

You have ten minutes to conplete this assignment.
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TJLVO - Total loss O Vessel nly

This is the nini num cover. It is generally deened insufficient for

most pur poses.

EPA - Free FromParticular Average

This provides the | east coverage of any clause in general use. It
covers total and general average |osses and sone particul ar average

| osses, but only if the ship has been sunk, burnt or danaged in a col -

|'ision.

WA - Wth Average

Thi s broadens the coverage to include a wi der range of partial, parti-
cul ar average | osses, such as partial danage caused by sea water if the
damage exceeds a specified percentage of the value of the insured
cargo, generally 3% Addi ti onal specific risks such as damage from
hooks, theft, contact with other cargo (e.g. foodstuff conmes in contact

with fertilizer) may be covered by additions to the FPA and WA cl auses.

AR - All Risks \Wat soever

This offers the nmaxi mum protection and the broadest kind of standard
coverage. But it does not really cover all risks. This clause covers
only physical |oss or damage from external causes and therefore does
not cover |oss or danage frominherent vice and so-call ed i nherent
trade | osses, nor does it protect against risks of war, strike, riot,

etc.
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THE FREI GHT FORWARDER
hjective: To enable trainees to use the services of freight for-
warders in export operations effectively.

Tine: 112 hours.
Material Tape Di al ogue. Case-study - "Choosing a Forwarder".
Session Qiide:

1)  Question: Wiat is a freight forwarder? What can he do for the

exporter? State that in general terms: "the forwarder is a per-
son who gets paid to make sure that an export shipnent arrives at
its destination as quickly as possible, in the best condition and

with a mininum of problenms for the exporter”

Play the tape dial ogue, or if a recorder is not avail able, enact

t he di al ogue. Repl ay the dial ogue a second tinme and stop the tape

after each of M. Lee's explanations.
Each trai nee should make up a list of:

(i) Ways in which a forwarder can help an exporter.

(i) Points in the conversation which they do not fully under-

st and.

Ask trainees how a forwarder can help an exporter. Trainees wll

probably read off statenents such as:

"secures space on ship";
"arranges for insurance, docunents, etc";

"picks up consignment and sees to it that it gets |oaded" etc.

Try, however, to elicit statements of a nore general nature, such
as:



"He hel ps exporters neet their delivery schedul es."

"He nakes sure that the consignnent is delivered in good condi -
tion.

"He can keep freight and forwarding costs as | ow as possible."

4)  Question: Why is respecting delivery dates so inportant and how

can the forewarder hel p keep the delivery on schedul e?

- As international trade becones nore and nore conpetitive, buy-
ers demand first class services fromtheir suppliers. That in-
cludes delivery on the prom sed date. The forwarder can get
space for the exporter and calculate the right sailing date to
neet the prom sed delivery. Even if shipping space is scarce
and there are unexpected del ays, the forwarder's |ong-standing
connections with the shippi ng conpani es enabl e himto book
space when an individual exporter may have great difficulties.
Wth his own know edge of ports around the world, as well as
the information supplied to himby the agents and connecti ons
he has in nost ports, the forwarder stays abreast of what is
happeni ng. In addition, because the forwarder nakes sure that
the docunentation is in order, custonms clearance at the port of
destination is quicker, and his agent sees to it that the pro-

cess goes snoothly.

5 Question: Wiy is it inportant that the product arrives in good

condition? How can the forwarder help to achieve this?

- Delivery in good condition is just as inmportant as on-tinme de-
livery, because the custoner wants undamaged products ready for
sale or for use. If the exporter's shipnment is damaged, so is
hi s chance of obtaining further orders. Frequently, paynents
are held up until the damage is assessed and conpensation has
been nade. Forwar ders usual ly know t he packi ng requirenments
necessary to mnimse the danger of damage. Packing of certain
commodi ties such as coffee, tea, cotton, etc. are subject to

speci al regul ations and these the forwarder knows.
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Question: \What does the term "transhi prent nean?
- The term"transhi pment” is used when a consi gnnent has to
change vessel s. Thi s happens when the vessel which | oaded the

goods at the port of shipnment does not call at the port of des-

tination. "Transhi pment” is necessary in such a case.

Question: How does transhi pment affect the risk factor?

Transhi pnent neans addi tional unl oadi ng and | oadi ng of the con-
si gnnent and consequently a greater risk of |oss, pilferage, or
ot her damage to the goods. This is why forwarders try to avoid

as much as possible the need for transhipnent.

Sonetinmes the forwarder will al so suggest to his client that he
put his goods into containers (discussed later) or palletize
t hem Pal | eti zi ng means attaching the cases, cartons or bags
to a pallet (usually of wood) with steel bands or sone other
ki nd of tension strapping. The pallet will travel with the
goods right fromthe exporter's warehouse to the buyer's pre-
m ses, and it is constructed such that it can be handl ed by a
forklift.

Keepi ng freight and forwardi ng costs as | ow as possible is cru-
cial, especially with c.i.f. and c& prices, since the part cover-

ing ocean or air freight expenses is sonetines very large. |If the

freight cost can be |owered, the export quotation will be nore
conpetitive. The forwarder can usually find the best possible
shi ppi ng contract for his client. By advi sing on the packing of

the goods, he may be able to reduce either the weight of the ship-
ment or its cubic content. If duties in the target nmarket are

based on gross weight, any reduction in weight saves noney.

If only relatively small quantities are to be exported to one des-
tination, the forwarder can frequently offer a "consolidated" ser-
vice. This neans that he collects shipnents froma nunmber of ex
porters and puts themtogether, possibly in a container if these

are avail able at the port of shipnent. Then the shipment is



shi pped under one bill of |ading. Wien it arrives at the port of
destination, the forwarder's agent unpacks it and sends the separ-

ate cases or packages on to the various custoners.

Questi on: VWhat are the advantages of containerization?

- Lighter packing needed, shipnent undisturbed en route, |ess

risk of pilferage, each exporter pays only a mninumfee.

Informtrainees that sonme airlines al so operate container services
and that refrigerated containers are also available for rapid

shi prent of perishabl e goods.

Question: Taki ng into account the variety of expenses involved in
maki ng a shi pnent (such as fees for docunents, preparation of in-
surance certificates, tel exes, nessenger services, transport by
truck or rail, loading on board the ship, etc.), would an exporter

prefer to pay themone by one or all at once?

- Ooviously, it's nmuch nore convenient to be presented by the
forwarder at the end of the transaction with a single bill for

everyt hi ng.

Ask trainees to repeat the definition of a forwarder given at the

begi nni ng of this session.

"The forwarder is a person who gets paid to neke sure ....?

Question: How nmuch does a forwarder charge for his services?

Part of the forwarder's incone is derived from brokerage fees
fromthe shipping conpanies for the space that he books, but

that is not true for all shipping lines. Air cargo agents ap

proved by | ATA al so receive a conmmission from nenber airlines
for bookings. I nsurance conpani es pay brokerage fees or com
m ssions for subscriptions effected through the forwarder. And
the forwarder usually charges a flat fee for each set of docu-

nments conpl et ed
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For other services, such as custons cl earance, packing, truck-
ing, the fee may be based on the weight or the value of the
goods. In addition, the exporter will have to pay all actual
expenses incurred, such as those for tel exes, tel ephone calls,

fornms, etc.

Question: Woul d the trainees ask for an estimate of the for-

war der's charge before hiring hinf

- (Cearly, this should be done before cal cul ati ng export prices.

Question: Would the trai nees necessarily choose the forwarder who

offered the | owest rate?

- No, one takes into account other factors, such as reliability

and rapid handling of the shipnent, before naking a decision

Divide trainees into groups of three to four persons. Distribute
the case-study "Choosing a Forwarder” and allow up to 15 m nutes

to peruse it.

Reconvene in plenary and ask groups to nane the candi date they se -
| ect ed. Have a spokesperson for each group that chose a different
forwarder, offer a detail ed explanation for that choice. Then
di scuss in plenary the advantages and di sadvant ages of each of the

t hree.

- Rayal Qcean and Airfreight Conpany, despite its |ow fees, may
have been elim nated because it is too new, too snmall, and too

speci al i sed.

- lnterpnational Freight and Travel Conpany mnay have been elim -
nated because it is too large, too diversified, too tradi-
tional, and its fees are too high.

- Einancial standing: Usually, a forwarder pays for all expenses
hinsel f and collects fromthe exporter later on. Therefore, he
is only as reliable as his financial resources. Who are his

bankers?



- Stability and reputation: \Which exporters use his services?
Have they done so for sonme tine? Are they satisfied with his

services? What is his reputation?

- Oganisation: Visit his office. Does it |ook well organised?
Does he seem to have enough conpetent staff to handle
docunentati on and other work efficiently? Does he have a telex

service?

- Connections abroad: Ask about these and where they are. Does
he have agents or arrangenents in the countries to which the
exporter wants to ship? Sone forwarders specialise in certain

countries or continents.

13) Question: Wbuld anyone now wi sh to revise his previous choice?

- Obviously, Wrld Cargo Service seens to be the nost suitable
forwarder for the Onmega Agricultural Co-operative Society. He
has all the qualifications required and the co-operative wll
be well taken care of. Wth | FTC the co-operative woul d have
been only one small custoner anong many big ones and m ght have

got only margi nal service

14)  Concl ude that new coners to the export business are well advised
to use freight forwarder's services. Stress how i nportant a deci -

sion it is to choose the right freight forwarder



Tape Dial ogue The Freight Forwarder

The Omega Agricultural Co-operative Society (QACS) has

successfully advertised its new product "KRAK', which is a
400-g twi n pack of m xed nuts. The first order has now
been pl aced. Twenty boxes of 125 twi n packs each have to
be shi pped next nonth to France. M. Km manager of
OACS, visits M. Lee, manager of Wirld Cargo Service Inc.,

a well-known freight forwarder in Orega-City.

Good norning sir, what can | do for you?

I'"'mKim fromthe Orega Agricul tural Co-operative So-
ciety. My secretary called you yesterday afternoon about

this shipment of nuts to France.

Ch yes, | see, please have a seat, M. Kim So you want
to ship nuts. Are they in bags? And how nmuch do you want

to ship?

No, they're not in bags, they cone in corrugated cardboard
boxes of 52 kg gross wei ght each, and there are 20 car-
tons. Roughly one netric ton all together.

You want to ship themto France you told nme, to Marseilles

isn't it? O do you want to ship themby air?

No, not by air. We've nmade the sale c.i.f. port of Mar-

seilles against L/C

For which date did you pronise delivery, M. Kinf

Before the 15 of next nonth. But can we have a ship
then? | mean, the goods can be ready by next week, if we

start production inmmediately.

That's fine. but tell nme, M. Kim these cartons you're

tal ki ng about, are they strong enough? Wul dn't they need



some strapping or banding, or nmybe they should be
crat ed. You know what | will do? I'lIl send one of our
men to your place, and he can | ook over the consi gnnent
and al so give advice to your people as to the necessary
mar ki ng. We mi ght have to put the boxes into crates. O
we can use a container and you may benefit from our con-
sol i dati on servi ce. What's the size of your boxes, any-

way ?

Hm that | can't tell you for sure: probably 40 x 50 x 60

cm But we'll have to nmeasure them

Vell, ny man can do that at the sane tinme.

And what are sonme of the other things you re going to take

care of ?

VWll, right anmay I'lI1 call a nunber of shipping lines to
ask about departures to France before the 15th of next
nmonth, and 1'Il choose the one indicating the nost conven
ient date as well as the best rate. Then I'Il confirm
this space reservation to you by letter. If the measure-
ments of the boxes are about right, the consignnent should
be about 22 cubic metres. We should have no trouble find-

i ng space for that.

Later on, I'll call you about the transport to the dock

for loading. WII| you use your own truck?

Qur own truck may be up-country to pick up nuts fromthe
menber s. I'd appreciate it if one of your trucks could

pi ck up the shipment fromour factory

Fine, we can do that for you. We will al so prepare the
bill of lading and send it to the shippi ng conpany for

si gnature
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By the way, M. Kim | wll need fromyou the nanme and
address of your custoner. This is a formwhich we call
"l nstruction Sheet to Forwarder". It contains all the

necessary i nformati on about you, the consignee and of
course the consi gnnent. You have to fill in all the
items. Here, for exanple, we ask for instructions as to

mari ne insurance. \Wich coverage do you want?

| was told that "with average" would be the best for this
type of goods, and of course for 110% of thec .i.f.
value. That woul d be $4, 000.

Do you want the contract with sone particul ar insurance

conpany or will you |leave that to us, M. KinP

Ch whatever you think is best. | don't have any parti -
cul ar conpany in mnd. Now, when you pick up the shipnent

fromour factory, what will you do with the cases?

First of all, we'll check the quantity, the packing, and
the marki ng on each case. W will then take the consign-
ment to the ship's berth to be I oaded. W will also de

liver the necessary docunents to the ship and even, if you
so wi sh, present the correct docunents against the letter
of credit to the collecting bank. And finally, we wll
get in touch with our agent in the port of Marseilles to
see to it that your nuts arrive in good condition and are

sent on inmediately to your custoner.

Thank you very rnmuch, M. Lee, that sounds perfect. Now

what about the cost of your services?
Let ny man see the consignnent first. I'll give you a
ring with our cost estinmate the day after the visit. Is

that all right?

Ckay, thank you.
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M. Kim the manager of the Orega Agricul tural Co-operative Society,

has decided to use a freight forwarder to handl e the export business of
the Society, because he is convinced that a forwarder can offer many
needed services. He has asked the National Association of Freight For-
warders of his country for a list of its menbers, from which he has se-

| ected three firnms. He found out the followi ng facts about them

Wrld Cargo Service Inc. Established five years ago. Omner and Man-

ager: M. Lee. Staff: 35 people. Two snall and three | arge trucks.
Lar ge war ehouse. O fice | ooks very efficient. Two telexes, two tele-
phone |ines. Cust oners: Mostly small exporters and inporters, either
new y established or former custoners of IFTC. Solid connections with

USA and European countries. Fees: Average.

Rayal Qcean and Airfreight Conpany. Established |ast year. Manager :
M. Chan. One small office in Orega-City only, but very nodern equip-

ment . No tel ex but has tel ephone. Staff: 10 peopl e, |ooking young
efficient. Specialises in air cargo. Princi pal custoners: Enbassi es
and foreign firnms in Onega. Operates two trucks painted silver and

blue to pick up air cargo throughout the country. Reputation for speed
and efficiency. Asks for advance paynment of 80% of estimated costs.

Fees: Bel ow aver age.

Lnternational Frejght and Travel Copnpany. Est abl i shed 80 years ago,

formerly foreign-owned, now nationalised since i ndependence. Manager
of Orega-City Main Ofice: M. Ton. Three ot her branches in the
country. Main office is very large, traditionally equi pped. Staff:
120 peopl e. Handl es ocean and airfreight, also operates travel agency,
a trucking and a bus company. Mai n customners: Large and wel | - est ab-
lished business firms, manufacturers, plantations, export traders,
st at e-owned i ndustry. Has two tel exes and four tel ephone lines. Place
| ooks very busy, people running all over the place. Wrl dw de connec-

tions. Fees:  Above average.
Assignnent

Study the facts about the above three forwarders and advise M. Kimon

whi ch one to choose. Wy?
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Not e: If the venue of the training course is not too renote from

the |l ocation of the National Trade Pronotion Centre, this
session could be conducted there. If this is not possible,
one or several officials fromthe agency should be invited

to attend the session.

hjective: To enable trainees to take advantage of the services pro-

vided by their country's official export pronotion struc-

ture.
Tine: 2 hours
Mat erial . I nformati on brochures published by the national Trade

Pronmotion O fice.

Session Qi de:

Informtrainees that they will be introduced by officials of their
nati onal Export Pronption Agency to their country's official ex-

port pronotion structure.

Point out that the officials may give only a general explanation
of the structure, working nethods and services of the nationa

centre, but that trainees may ask as many questions as they like.

Proceed to the National Trade Pronotion Centre (or wel cone the of -

ficials to the training course). Introduce the speakers and give
them the floor.

In the course of an hour officials should cover the follow ng sub-
jects (ask them beforehand to restrict their exanples to co-opera-

tive products):



- National export policy.

- National export performance.

- National export pronotion nmeasures.
- Export incentive schenes.

Pur pose, organisation and function of the national export pro-

notion agency.
Mai n servi ces rendered:

Advi sory services

Tr ai ni ng

Trade information and docunentation
Mar ket anal ysi s and devel opnent

Overseas services

O her services avail abl e

After a short break, a panel discussion should be arranged. Re-
source persons, seated together, will reply to questions from

trainees. A low up to one hour for the open forum

After the panel discussion, ask trainees to wite, individually or
in pairs, a brief on their findings and conclusions in the form of
a 1-page report to their co-operative. In it they shoul d nake
suggestions as to how their co-operative can benefit fromthe
avail able official resources and services. This report wll be
used again later in the course, during the | ast session, "Action

Learni ng and Conmitnent".

Trai nees may conplete this report on their own tinmne.
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SESSION 7.2
BARRI ERS TO | NTERNAT] ONAL  TRADE
hjective: To enable trainees (i) to explain the functioning of
trade barriers, (ii) to conply with customtariffs, cus-
tomduties, rules and regulations, (iii) to take advan
tage of preferential treatnent benefits whenever pos-
si bl e.
Tine: 2 hours.
Material Case-study - "Ruby Departnent Stores"
. i d

1)  Question: Wiy is it inportant for an exporter to know sonet hing

about trade barriers?

Knowl edge of trade barriers is |like having the code to a com
bi nati on | ock. Just as without the code, the | ock cannot be
opened, without this know edge, trade barriers cannot be over-

cone.

In a general sense, a trade barrier is everything which nakes
international trade difficult and obstructs the free fl ow of
trade. There are a nunber of natural barriers, such as great
di stances, oceans, nountains, rivers, deserts, foreign | ang-
uages and foreign currencies, which for centuries have hanpered

the free flow of goods.

Most of them have been overcone by technol ogi cal progress, by
new nheans of transport and communi cation, by international

arrangenents and negoti ati ons.

QO her barriers to international trade are nannade. Sone of the
barriers nay be constructed by the exporter's own governnent,

sonme of them by the governnent of the inporting country.



Questi on: VWhat type of trade barriers may be constructed by the

exporter's own country?

- Goods to be exported may be subjected to the sane inland taxes
as goods sold on the donestic market; as a result, they becone

so expensive on foreign markets that nobody wants to buy them

- The export of sone goods nmay be restricted for econonmic or so-
cial reasons - for exanple, in order to maintain | ow price

| evel s on the donestic narket.

- The export of specific goods to specific markets nmay be re-

stricted for political reasons.

- For reasons of foreign exchange control, the exporting
country's government may inpose such stringent paynent condi -
tions (paynent with order, letter of credit, etc.) that it be-

cones difficult to compete with traders from other countries

- Export procedures may involve so nuch red tape, bureaucracy,
paperwork, "invisible paynent" (tea nopney) that the exporter

| ooses all notivation to pursue his efforts.

Questi on: Whi ch of these "honme" barriers do the trainees cur-

rently experience and how ni ght they be overcone?

Question: Wat types of trade barriers may be encountered in for-

ei gn markets?

Anmong all replies received, their will probably be barriers of two

ki nds.

So-called tariff barriers and non-tariff barriers

Question: Way woul d a government erect tariff barriers against

i nports?

There are several reasons

to increase governnment revenue (rai se noney, etc.);



- to control or reduce the outflow of foreign exchange;

- to protect donestic production against foreign conpetition

Industrialised countries rarely use inport duties to raise noney,
as there are many ot her and easier neans to produce the necessary
gover nment revenue. But for many devel opi ng countries the taxes
| evied by the governnents on inported goods are still the easiest
way in which they can rai se nbney, since inports are easy to

supervi se and control

The two ot her ains:

- foreign exchange control, and
- protection of hone industry

can be achieved by tariff and non-tariff barriers.

Question: VWhat kinds of tariff barriers are there:

- TJariff systens provide either a single rate of duty for each

item applicable to all countries, or two or nore rates, appli-
cable to different groups of countries. The tariffs are

usual ly classified as foll ows:

Single colum tariff - this consists of one schedul e of duties

in which weach rate applies equally to inports fromall

countri es.

Ceneral or conventional tariff - the conventional rates (those
agreed by convention) apply to countries enjoying MOST FAVOURED
NATION (MFN) treatnment, while the general rates are applicable
in all other cases. The general duties are applied to itens on

whi ch no reductions have been negoti at ed.

Preferential tariffs - reduced tariff rates (or in many cases

zero duties) are applied by a given country to inmports from one
or several other countries because of a special relationship
bet ween t hem For exanple, this includes the British Conmon-

weal th preferences, preferences created between the parties to



custons unions and free-trade areas, the Association of South-
East Asian Nations (ASEAN) and a system of preferential duties

such as the Generalised System of Preferences (GSP)

Different countries have different types of duties I n general,

the nethod by which the anmount is determ ned varies fromcountry

to country and al so from product to product.

There are, for exanple:

Specific duties: These duties are expressed as a specific anmount
of currency per unit of weight, volunme, |ength, nunmber or other

units measurenent.

Show the exanple on the chalkboard and let trainees calculate
duty.

Al pha-Country tariff:  $10 per metric ton.

10 tons of polliwcks at $100 each = $ 1,000
Duty: 10 x $10 = § 100
Total = $ 1,100

Ad valoremduties: These are expressed as a percentage of the
val ue of the goods. The definition of the custons val ue varies

fromcountry to country. In those countries adhering to the Brus-

sel s Conventi on on Custons Val uation, the custons value is the

|l anded c.i.f. cost at the port of entry.

Show the exanple on the chalkboard and let trainees calculate
duty.

Beta- Country tariff: 10% ad val orem
10 tons of Polliwocks at $100 each = $ 1,000
Duty 10% on $1, 000 = 8 100
Tot al = $ 1,100
Alternative duties: In this case, both an ad val orem and a speci -

fic duty are set out in the custons tariff for a given product.
VWi chever is higher is usually applied.

Show the exanple on the chalkboard and let trainees calculate
duty.



Gamma- Country tariff: $8 per netric ton or 12% ad val orem

10 tons of Polliwocks at $100 each = $ 1,000
Duty 12% ad val orem = 120
Tot al = $ 1,120
10 tons of polliwocks at $100 each = $ 1,000
Specific duty 10 x $8 = 3 80
Tot al $ 1,080

As the ad valoremduty is higher than the specific duty in this

particul ar case, the ad val orem duty woul d be applied

In case, however, of a lower unit price of the product, the situ-

ation coul d change.

Let participants calculate duty on the sane tariff rates, but for

a unit price of $50 per ton

10 tons of polliwocks at $50 each = § 500
Duty 12% ad val orem = 8 60
Total = § 560

10 tons of polliwcks at $50 each = $ 500
Specific duty of $8 x 10 = 8 80
580

In this case, specific duty would be applied, whereas ad val orem

duty was applied in the previous case.
Question: \What is the purpose of such an alternative duty?

It counteracts the avoi dance of custons duty by price manipul a-
tions and al ways provides a mninumincone for the custons adm ni -

stration.

Conpound or mxed duties  These provide for a specific rate plus

an ad valoremrate to be levied on the sane article.

Show the exanple on the chalkboard and let trainees calculate
duty.



Delta-Country tariff $5 per netric ton plus 6% ad val orem

10 tons of Polliwocks at $100 each = $ 1,000
Specific duty 10 x $5 = 9 50
+ ad val orem duty 6% on $1, 000 = § 860

Tot al = $ 1,110

Seasonal duties: These are duties |levied at higher rates during

certain periods of the year.

Anti-dunping duties and countervajling duties: Such duties |evied

by the inporting country take the form of special additional im
port charges designed to cover the difference between the export
price and the "normal" price, which usually refers to the price
pai d by the custoners in the exporting country. They are fre-
quently | evied when the government or a para-governnmental body in
the exporting country has paid a bonus or a subsidy for the pro-

duction or export of the goods.

Show the exanple on the chalkboard and let trainees calculate
duty.

Exporting country's normal inland price $ 100.-/ton
Exporting country's governnent's subsidy 20% $ 20.-/ton
Subsi di sed export price of Polliwocks $ 80.-/ton

Zeta-Country tariff: Specific duty $10.- per netric ton
Anti - dunmpi ng duty $20.- per ton

10 tons of Polliwocks - 10 x $80 = § 800
Specific duty - 10 x $10 = 3 100
Anti -dunping duty - 10 x $20 = § 200

Total = $ 1,100

Custom duties of a special kind are the variable agricultural
levies inposed by the European Conmunity and Sweden. They are
coll ected instead of duties and, for certain products, in addition
to duties. The idea is that the price differences between the EC
price level and the |ower international market price are equalised
by these agricultural |evies. If international market prices are

above EC prices, inport |levies are not inposed. Thus levy rates
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change sonetimes every week or even every day. The rates refer to

specific standards, in general to 1,000 kg of net weight.

The levy liability is assessed on the basis of the levy rate on
the day of inport, i.e. the day on which an application of clear-
ance for domestic use or special |evy procedure is filed. For
that reason | evy rates cannot be known or cal cul ated in advance

Products |ike tapioca pellets, naize, rice, mllet, flours and
meal of sago and nmani oc, sugar cane etc. may be subject to these

| evi es.

Sone countries al so i npose excise duties on inports of certain
products containing goods |liable to excise duty, such as, for ex-

anpl e, canned fruit or fruit juice with added sugar

In addition to duties, inported goods al so have to pay the sane
| ocal taxes (turnover tax, business tax, value-added tax) as |o-
cal ly produced goods. I mport Turnover Tax (ITT) is usually cal-

cul ated on | anded val ue + duty.

Ensure that trainees thoroughly understand that the inmport turn-
over tax is not an additional duty levied on inports, but rather a

substitute for the locally applied val ue-added t ax.

After the above |ecture, discuss with trainees the inpact of cust-

ons duties on prices

Di vide trainees into groups of three persons and distribute the
case-study "Ruby's departnent stores". Allow up to 20 minutes to

anal yse and sol ve the case.

Reconvene in plenary and ask groups to whomthey gave the order.
Sone may have favoured the co-operative because the price is about
3% cheaper than the one fromthe | ocal producer. (Calculation is
shown in paragraph 13 bel ow).

Lead the discussion to the follow ng points:

Does this small price advantage counterbal ance:



- the risk of doing business with an unknown partner?
the lack of a well-known brand?

- the great distance involved, which nmay cause delivery del ays

etc.?

Question: How nmuch cheaper should the co-operative quote to gain

a chance to do business with Ruby's departnent stores?

Experi ence proves that this difference is usually around 15%to
20%

Question: Who has al ready heard about "non-tariff barriers"?

What are they?

Most, if not all of the trainees, will have heard about non-tariff
barriers, as this is presently a very popular topic in devel oping

countries.

The termrefers to all measures, regulations and formalities re-
stricting the supply of inported goods by other than price-

i nfl uenci ng nmeans.

Best known' anong them are health, sanitary and safety regul ations.

These are devised for the protection of human, animal and pl ant
life in general, for consunmer protection and for the protection of

the environnent.

Expl ai n that such regul ations usually do not discrimnate agai nst

products of foreign origin only but are applied towards home pro-

duced products as well.

O her non-tariff barriers are quota systens, i.e. quantitative
restrictions (allowing only a restricted amount of a given foreign
product into the hone nmarket); forei gn exchange restrictions
(hence the need for inport licences) and consular fornmalities (red

t ape).

Final Iy, another hindrance to free international trade is created

by various fornms of governnent trading, such as governnent pro-
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11)

curenent and state trading which can usually be found in centrally

pl anned econoni es.

The exporter will have to obtain information beforehand about the
exi stence of such barriers in his target markets, and nust then
ensure that the prescribed procedures, fornmalities etc. are ad-

hered to

Questi on: How can their own governnents help facilitate inter-
nati onal trade and get other countries to | ower or renove their

trade barriers?

Trainees will probably nmention trade agreenments and trade nego-
tiations. Some trade agreenents are hilateral & i.e. between two

countries only.

Ot her trade agreenents involve trading groups of countries, such
as ASEAN, or the countries of the Bangkok Agreement, where sone

reci procal tariff reductions have already taken place

Anot her type of trade agreenment is the nulti-Ilateral agreenent ne-
goti ated under the auspices of international organisations, mainly
the General Agreement on Tariffs and Trade (GATT) and the United
Nat i ons Conf erence on Trade and Devel opnent (UNCTAD) . For ex-
anpl e, both the so-called Kennedy Round and the Tokyo Round were
negoti ated by GATT.

A very inportant agreement negotiated under the auspices of UNCTAD
is the Generalised System of Preferences(GSP). It calls for pre-
ferential tariff treatnent for exports of manufactured and sem -
manuf act ured goods from devel opi ng countries to devel oped coun-
tries. Its aimis to enhance the econom c grow h of devel opi ng
countries by renoving or reducing the effect on themof the tariff

barriers of the industrialised countries.

Unfortunately, there is not only one GSP, but several. Due to the
econom ¢ differences and varying tariff systems of all preference-
giving countries, each country has devised its own scherme, with

nore or less liberality. The countries of the European Comunity
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as a whol e have adopted the sane schenme, as they have al so har-
noni sed their own custons tariffs
Questi on: Do the trainees know the CCCN (Conmon Custons Counci

Norrencl at ure) nunber of the products they export?

Unl ess trai nees have already exported, they will probably not be
aware of this nunber. But they will have to know it to find in
nmost customtariffs the inport duty that is applied to their pro-

duct .

Stress that it is inportant for a co-operative doing export busi-
ness to check the present status of preferential treatnent for
each of their products in every country, as the rules and proced-
ures change al nost every year and it is quite inpossible to keep
constantly informed about all of them

Question: Could the renoval of substantial reduction of an inport

duty bring them an advantage in foreign markets?

This is undeni abl e. In the case of Ruby's department stores, had

custons duty been zero, the buyer would certainly have bought the

mushroons fromthe foreign co-operative.

Wite on the chal kboard the three foll ow ng cal cul ati ons:

Local Producer Eoreign Producer GSP Beneficiary
19. 80 19. 80
+20% 3,96 + 0% 0200
24.50 23.76 19. 80
+10% 2,45 +10% 2.38 +10% 198
26. 95 26. 14 21.78
Question: Is it now clear how GSP hel ps a beneficiary country?

GSP gives all devel oping countries a relative price advantage over

countries which do not have the benefit of GSP



Ruby's Departpnent Stores
The buyer for the food departnment of Ruby's departnent stores has to
deci de whether to buy 5,000 cans of |ocally produced canned mushroons
or to buy the sanme product from abroad.
Tests have shown that both products are simlar in quality. The |oca
producer is a well-known canning factory, at 300 kmfrom Ruby's centra
war ehouse, selling under the brand "Crown Conserves"
The foreign exporter is a co-operative-owned canning factory in a de-
vel oping country with which Ruby's is not famliar, 5,000 km away. No
br and.

Local val ue-added tax (VAT) is 10% on ex-factory price.

Custons duty on inported canned nushroons is 20% ad val orem (c.i.f.

price).

I mport Turnover Tax (ITT) is 10%on |landed price (c.i.f. + duty).

Price quotations by the two conmpetitors, per box of 24 cans:

Local producer (Crown brand): $24.50 ex-factory, VAT not included;

For ei gn producer: $19.80 c.i.f.

Assi gnoent .

a) Cal cul ate the price which Ruby's departnent stores would actually

have to pay for both products.

b) To whom shoul d the buyer send his order? Gve all the reasons be-

hi nd your deci sion.
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SESSION 8. 1
SFEIFCTI NG THFE RI GHT TRADF FAIR
hjective: To enabl e trainees to decide whether their co-operatives
shoul d use trade fairs to pronote their export trade and
if so, to select the appropriate fair.
Time 1 hour.
Material : Handouts | A - 1D - "Trade Fair Information".
Session Qiide:
1) Tell trainees to assunme the follow ng situation:

The managenent committee of an agricultural co-operative has de-
cided to exhibit products at an overseas trade fair. Tr ai nees
must deci de whet her participation in the fair is worth while or

not .

Ask trainees individually to list a minimimnunber of basic ques-
tions which could be asked in an effort to gauge the usefull ness

of fair participation. Allow up to 30 nminutes for this.

Ask the trainee with the fewest questions to read themout. Sum-
mari se them on the OHP or chal kboard. Ask other trainees to com

nment on or inprove the list.

Make sure that the list includes follow ng four essential ques-

tions:

(i) Wih whict I I I ] , N

ate in the trade fair?

Bring out follow ng points during a discussion:

The nature of a product will to a great extent determ ne

whet her it is suitable for a trade fair or not.



(i)

(iii)

Exanples:

Primary commodities (e.g. onions, potatoes) which are
usual ly marketed in bulk benefit very little fromtrade

fairs.

Nei t her do conmodities which are bought and distributed
by a handful of buyers or firns. Direct correspondence
and sales calls will be nore effective with such pro-

ducts.

- Consumer products which are not yet faniliar to overseas
consuners, such as tropical fruit juices (e.g. nango

nectar), can benefit fromthe exposure they receive at
fairs.

Wiat is the objective of trade fair participation (i.e
| | | i . | hi | f
. . . he fair)?

Bring out the follow ng points during a discussion:

- Participation in atrade fair nmust fit into an overall
marketing plan for a product. Does the co-operative

participate in the fair because it wants to naeke its

product (s) known to overseas consuners, or is the fair
used as a market test, or does the co-operative want to
establish trade contacts with retailers or inporters, or
whol esal ers? O is participation decided upon nerely
for prestige, or to give sonme people an opportunity to

travel abroad

Which trade fair does the co-operative participate in?

Enphasi se the fol |l owi ng:

The business of staging trade fairs has becone highly
conpetitive and the number of fairs has increased

greatly. To select the fair that best suits the pro-
ducts) and the products' parketing plan is essential.
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- To be able to select the nost appropriate fair, it is
necessary to evaluate the available fairs. A lot of in-
formati on can be obtained fromthe authority pronoting
or organising the fair. (Distribute Handouts A - 1D to
illustrate the type of information which should be ob-

tai ned).

- Distinguish between Consuner or Exhibition Fairs  which

are open to everybody and normally attract a |arge num

ber of general consurmers, and Specialised Trade Fairs,

where only business visitors are admtted.

- A good way to help one decide about a particular trade

fair is to gotothe fair as a visitor K study the

stands, talk with the exhibitors and the other visitors.

(iv) Isn't it expensive to take part in atrade fair? Aren't

I bl Cactive ?

Elicit the follow ng observations:

- Participation in trade fairs is very costly. Mst costs
are in foreign exchange 6 which nay be scarce
- Be careful not to underestimate the costs of partici-

pating in a trade fair: include transport cost, travel -
ling costs, staff costs, insurances, trade fair partici
pation fees, costs of erecting and equi ppi ng a stand,

cost of pronotional material, sanples etc.

- Oten national trade pronotion authorities are prepared

to share costs in overseas trade fair participation

Alternatives to trade fair participation include: sol o
exhi bition, store pronotion, advertising, direct nail

contacts, sales trips.

Rem nd trainees of their action conmtnent. Some trai nees may
wish to select a suitable trade fair or exhibition for their so-
ciety's products and initiate steps for successful participation,
possibly in collaboration with the national export pronotion or-

gani sati on.



Ask trainees whether the selection of the right trade fair for the

right product will guarantee the success of a co-operative's par-
ticipation in the trade fair.

Not in itself. The participation nust be organised efficiently.
Many things can go wong and it requires a good organi ser and man-

ager to make sure nothing does. This subject will be taken up in
t he next session.



Handout 1A

NEWWORI D | NTERNATI ONAL FAIR - In __ A 112,000 square neters.

Erequency and duration: Annual, 10 days in Septenber.

Exhibitors: 3,000 of which 1,200 foreign, of which 400 fromD.C.s

Visitors: 800, 000, of which 80% nationals and 20% from 14 foreign
countries. Fai r organi sers state that audi ence includes "many trade

buyers, businessnen and prospective partners”.

Qrganisation Nati onal Stands exhibiting a variety of products are
grouped in the International Pavilion, which is a separate exhibition

hal | . The rest of the fair is broken up into six branches.

Sections: Food and beverages, furniture, househol d appliances, cloth-

ing and fashion, sport and leisure articles, giftwares and handicrafts.

Handout 1B

INTERNATI ONAIL FOOD FAIR - In__ B 20,000 square neters

Erequency and duration: Biennial, 6 days in Cctober.

Exhibitors: 1, 200, including about 300 stands of foreign individual
conpani es or groups of interest. Exhi bitors are mainly producers, im

porters or whol esal ers.

Visitors: 120, 000 of which 60% are in the food trade, including
retail ers whol esal ers, inporters, buyers, manufacturers. About 10% of

the visitors cone from abroad.

Organisation: No international section. Organi sed nmai nly by type of
products. Sections include food, catering lines, fine specialities,
fresh products, groceries, beverages, and food processing and packagi ng

equi pnent .
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Handout 1C

INTERNATI ONAL G FT FAIR - |n __ 22,000 square neters.

Erequency and duration: Sem-annual, 5 days in May and Novenber.

Exhibitors: 1,200, of which about half are foreign firnms. Exhibitors
are manufacturers, agents, inporters and whol esal ers of giftware and
decorative accessories for the hone. I ncl udes products both nmass pro-

duced and handicrafts.

Audi ence 30,000 nainly retail buyers, whol esalers and inporters.
Fair closed to the public. About 10,000 foreign visitors.

Organisation:  Principally by materials, but there are al so nationa
stands for foreign exhibitors and sections for broad |ines of products

for certain usages.

Handout 1D

LNTERNATI ONAI GRFFN WFFK - In __ D 50,000 square neters.

Erequency and duration: Annual, 10 days in April.

Exhibitors: 700 exhibitors, of which about 30% are from foreign coun-

tries. Exhibitors are panufacturers, producers, wholesalers, im
porters, co-operatives and agricultural or gani sati ons. Product s
include agricul tural and  horticul tural produce, equi pnent and
machi nery.

Audi ence: 500, 000 visitors, of which 20% are foreigners, nostly from

the agricultural sector.

(rganisation: First three days closed to the public, reserved for pro-
fessional visitors. Separate sections for produce, materials, machin-

ery and equi prent. 20,000 sgq. m under roof, 30,000 sq.m open air.
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SESSION 8.2
EEFI CI ENT PARTI CI PATION | N TRADE FAI RS
hjective: To enable participants to participate efficiently in in-
ternational trade fairs.
Tine: 2 hours.
Material : Exercise - "Letter to Tont.
: . i de
1) Remind participants about two of the prerequisites for participa-

tionin a trade fair:

A particular purpose (objective) rmust guide marketing efforts
and participation in the trade fair.

They nust select the right trade fair.

Explain that this session will deal with yet another prerequisite

for success, the necessity for proper planning and preparations.

Di stribute the exercise "Letter to Tont' to the trainees. Ask
trainees to read it in groups and to list in the margin all the
probl ens which arose during the trade fair described. Allow up to

30 minutes for this.

Reconvene in plenary and ask one of the spokesnmen to list the
identified problens on the bl ackboard/ flipchart. Ask the others
to nention any others they can think of. A possible list wll

| ook as foll ows:

List of Problens

(The words between brackets relate to paragraph 6 bel ow)
Last - i nut e deci si ons. (Pl anni ng)

Insufficient time for proper preparations. (Planning)



St and understaffed. (Staffing)

Qualifications of staff inadequate. (Staffing)

Absence of plan and budget. (Pl anning)

Al l ocated stand area too |large. (Stand)

| nappropriate stand naterial. (Stand)

Stand material not cleared through custons. (Stand and Cus-
t ons)

Denurrage to be paid. (Transportation)

Mat erial not fire-proof. (Stand)

I gnorance of fair regulations. (Planning)

Erected stand too prestigious and probably too expensive.
(Stand)

Stand not finished in time. (Planning)

Quantity of exhibits insufficient. (Planning)

Bags of spices torn, allow ng spoilage. (Transportation)

Bad | ayout of stand. (Stand)

Goods exhi bited out of visitors' reach. (Stand)

Cans dented, blown and rusty. (Pl anning)

Pi ctures decorating stand not related to products. (Pronotion)
Sales literature obsolete, not in the |anguage of target mar-
ket, insufficient quantity, distribution not controlled. (Pro-
noti on).

Stand not attended at all tines (personnel arrive too late, go
for lunch, fail to report for work). (Staffing)

Stand not attracting visitors. (Pronotion)

| nappropriate staff behaviour. (Staffing)

Staff unable to give information requested by visitors. (Staf-
fing)

Prices c.i.f. and f.o.b. not cal cul ated. (Pl anning)

Techni cal information (product specification) not avail abl e.
(Promoti on)

No free give-away sanpl es avail able. (Pronotion)

No pronotional material available. (Pronotion)

Joe nade no attenpt to sell to friendly manager of consumer
co- operative. (Promoti on)

Sales of fruit juice sanples may be illegal. (Planning)

No refrigerator to provide cool juice. (Planning)

Taste of product perceived by visitors as unpl easant.
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- Visitors' record begun only on the second day. (Pronotion)

- No orderly and secure record-keeping. (Pronotion)

- Run out of business cards on second day. (Pronotion)

- Wong (obsolete) address in fair catal ogue. (Pronotion)

- Loss of visitors' address through negligence. (Follow up)

- Problemw th custons authorities. ( Pl anni ng)

- Consunption of goods under "Tenporary Adm ssion". (Custons)

- Foll owup, apparently never planned, becones inpossible due to
| oss of visitors addresses. (Follow up)

- Experienced personnel will not attend next trade fair. (Fol -

| ow- up)

Ask trai nees whether they know of other problens that have already

arisen in trade fairs or problens that may arise in future. Ex-

anpl es: Sudden ill ness of staff; | ack of cash avail able to pay
for sundries; goods | ost during shipnent; exhi bi ted goods not
avai l able for delivery (limted supply). Add cited problens to

above |ist on chal kboard/ CHP

Questi on: Is it possible to avoid all these problenms? How?

Explain that participation in trade fairs requires thorough organ-
isation and tinmely preparation. Certain things nust be done | ong
before the fair starts, while others nust be done shortly before
the fair and during it. Afterwards, the results must be assessed

and foll owup action taken. (Wy?)

Expl ain that exporters from a devel opi ng country are usually
grouped together in one stand and assisted by that country's
Nati onal Trade Pronotion Centre. However, such an unbrella stand
shoul d be conceived as a convenient way to showcase different en-
terprises exhibiting their products and not as a national stand

di spl ayi ng sanples w thout reference to suppliers.

The active coll aboration of the co-operatives' personnel is there-

fore necessary.

Rem nd partici pants of what they have | earned about this subject

while visiting their National Trade Pronotion Organisation



6)

Denonstrate that all the problens in the case-study can be brought

under a nunber of headings, such as:

- Planning and budgeti ng.
- Stand arrangenents.
- Transportation and custons clearing.

Staf fing of stand.
Sal es pronotion and selling.

- Evaluation and foll ow up.

Di vide participants into three groups. Each group shoul d concen-
trate on two of the above headi ngs only and prepare a check-1i st

of all points to be considered before, during and after the trade

fair. Stress that topics be listed in chronol ogi ca order.
Check-lists should be nade in such a way that they can be easily

used by a co-operative society when planning and organi sing parti -

cipation in a trade fair.

Reconvene in plenary and go through the list produced by the

groups. Near |y exhaustive check lists for each headi ng may | ook

as follows:

, .

- Cearly define the narketing objective for the society's

product (s).
Select the right trade fair in the target narket.

Clearly define the objective of participating in the trade

fair.

Obtain the conditions for participation and the application

forns in good tine (deadlines run fromthree to seven nonths

before starting date).

Sel ect products to be exhibited, making sure products actually
are and will continue to be avail able for exports; decide on

packi ng net hod.



- Estimate stand area necessary for effective exhibition
- Estimate staff size needed

- Submt application prior to deadline. G ve full details on

space requirenents and goods to be displ ayed.

- Work out trade fair budget.

At this point, it may becone necessary to explain to trainees that

a budget should include the follow ng itemns:

- Stand rental and construction.
- Stand decoration, equipnent, naintenance, power, etc
- Stand cleaning and security neasures.

- Transportation, packing, insurance and custons cl earance of ex-

hibits and stand naterial .

- Sales literature, leaflets, advertisements, pronotional na-

terial, free sanples
- Travel expenses, accomodation, allowance for staff.
- Provisions for visitors, press conferences, etc

- Sundries, contingencies.

Make sure that required resources are avail abl e.

Stand arrangenents

Study details such as assenbly and renoval schedul es; officia
regul ati ons concerning nmaterials admtted for use; prescri bed
hei ght and | ayout of stands; installation of power, water, gas

and tel ephone facilities.

Fi nd out whether stands are provided by the fair's managenent,
by pronotion centres, or whether it is up to the exhibitor to

nmake his own arrangenents.

Design |layout of stand to give prom nence to exhibited goods.

Abstain fromlavish prestige stands.



Provi de sufficient space for staff; a | ocked room for adver-

tising material and business papers; refreshnents.

I nclude a conference cubicle with enough seats, and a hat and

coat stand.

If necessary, nake provisions for special equipnent such as a
refrigerator, a typewiter, etc. which may be rented fromthe

trade fair conpany.

: :

Before going into detail, explain to trainees that special freight
forwarders under contract with exhibition conpani es can be of
great hel p. Usual |y, upon witten request, they will take care of
deliveries to the stand, of the supply and renoval of enpties, and
of the return of the goods. Al goods (exhibits as well as ma-
terials for the stand) nust be shi pped and delivered in tine so
that all work on the stand is conpleted hefare opening. Al owance
shoul d be nmade for unexpected delays. Custons formalities should
al so be entrusted to forwardi ng agents. They receive a pro forna
invoice in triplicate as advance noti ce. The exhi bitors them
sel ves arrange for tenporary adm ssion of the goods for the dura-
tion of the fair. A tenporarily adm tted consi gnnent may not be
sold or given away w thout prior notification of the forwarding
agent or custonms authorities. A ways contact forwardi ng agent be-

fore shipnment, as regul ations nmay change on short notice.

Tell trainees that they will learn nore about freight forwarders

later on in the training course

Sub-topi cs under this heading can therefore be restricted to the

fol | owi ng:

- (Obtain the nane and address of a special forwarding agent under
contract with the fair and exhibition conpany. Cbtain from him

all details on transportation, including schedul es.

- Pack exhibits and material carefully.



Ship exhibits and naterial in good tine. This may save costs

(sea transport instead of air freight).

Staffing of stand

Choose the right people. The qualification required for stand

personnel may be descri bed as foll ows:

Experienced in export and comercial matters.

Fully famliar with technical details of products.

I nf or med about busi ness custons of target market.

Conversant in the | anguage of target narket.

I nformed about prices, customduties, delivery capacities,

del ays, etc.

Make sure that enough people are appointed to ensure a suffi-

cient nunber of staff at the stand at all tines.

Appoi nt a stand chi ef responsi ble for the organi sati on and

supervi sion of the team
Anticipate the last-ninute defection of sonme team nenbers
Train and instruct staff in specific tasks if necessary.

On the opening day, have all staff at the stand hefare opening

time of the fair.

Draw up a tinetable to nake sure all staffers know when they

are to be on duty.

Make sure everyone is fanmiliar with the procedures to be

fol | owed.
Hol d daily situation reviews to exchange experiences gai ned.

If you al ready have an agent or distributor in the target

market, have himattend your stand as often as possi bl e.

Al ways station one person in front of the stand to answer
questions and di scourage people who may want to steal snall

obj ect s.

See to it that staff who have perforned well at a trade fair be
appointed to other fairs in order to use the experience they

have gai ned.



Sales pronntion and selling

- Mke sure that correct information (address, product classifi-

cation) appears in the fair catal ogue

- Prepare sales literature, information material and price list

well in advance and in sufficient quantities.

- Mke sure that the translation into the | anguage of the target
markets is correct and that proper weights, neasure and cur-

rency units are being used.

- Reserve advertising space in the fair catal ogue and in trade

journals.

- Send out invitations to those visitors you want to see at your

st and.

- Mke every effort to neet the wi shes and answer the inquiries

of custoners, visitors and journalists.

- On opening day, have a photograph taken of your stand with al

the staff for |ater use.

Keep a register of nanes and ensure that all records are safe-

guarded and | ater taken back hone.

Hand. out small, inexpensive leaflets to the general public but
reserve catal ogues and price lists for the interested business

visitor.

Meke an effort to sell your product to interested visitors.

Evaluation and foll ow up

On closing day, see that all exhibits and materials are
t hor oughl y packed and shi pped back (or are disposed of in

accordance with rules and regul ations).

Make sure that all bills are paid before |leaving and that all
deposits are collected after returning any nmaterial on | oan

No natters should be |eft pending.

Hold a closing neeting with staff for an on-the-spot eval uation

of trade fair.
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I f val uabl e contacts have been made during the fair, it may be

profitable to spend a week or nore calling on them
If an agent was signed up, sonme tinme may be spent training him

Upon return to the hone country, send quotations to promnising
cont acts. Supply any further details or sales literature that

was request ed.

Trai nees will have included from60 to 80 % of the above check
list in their own list. Encourage the trainees to fill in the

rest by posing | eading questions, such as:

"What might happen if .... (the staff nenbers are left to their

own devices)?

or
"In the case-study it was described how .... (a school class
robbed the stand of all the sales literature). How can we avoid

t hi s?"

Make sure that all trainees agree to the inportance of an item

before including it in the check list.

Remind trainees of the "Letter to Tom'. Question: Wuld a check
list like this have hel ped to prevent all or nobst of the problens
they found init?

Summari se as foll ows:

Stress that the first decision to be nade is whether to use trade

fairs to pronote sales on target markets abroad. This will be a
question of the products to be sold and the channels ai ned at;
anot her factor is the availability of resources or outside (i.e.

governnental ) assi stance.

The next step is the selecting of the right fair The basic

choice is whether to attend "general consumer exhibitions" or

"specialised trade fairs".



Once the right fair is chosen, the whole matter becones one of gef-

o I

The check-lists produced during this session should help trainees
nmake a success of their co-operatives' participation in any trade

fair if the latter was correctly chosen.



Exercise: "letter to Toni

Assi gnnent : Read this letter carefully. In the nmar-
gin, briefly identify all the problens

whi ch have ari sen

Dear Tom

You asked ne to |l et you know how we nade out at the
trade fair. Well, | nust say, it was just great. As
you know, this was the very first tine we've been to a
trade fair abroad, so of course we had some probl ens,

but we had a great tine over there and it was certainly
wor t hwhi | e. Peopl e were very interested in our fruits
and spi ces. However, many of our products were com
pletely unknown to them and we had a hard time

expl ai ni ng how t hey were grown and harvest ed.

But let ne tell you how things worked out day-by-day.
It took our people quite sone tine to deci de whether or
not to go and which products to take along. In the end
everything was rather hastily deci ded. Besides nyself,
there was Joe, our narketing nman, and the nephew of an
official. (You may know him his nanme is Ben, he has
studied history in the US.) At the airport, we were
taken care of by a man from our enbassy, who showed us

to the hotel

When we arrived at the fair grounds the next norning -
we still had one day to go until the opening - we found
out that they had given us an area of 50 square neters
for our national stand. W were quite surprised, as we
had shi pped naterial to build a stand of only 4 mx 8
m Joe went off to the fair nmnagenent to find out
about our stand and there he |earned that the naterial
had already arrived ten days ago but could not be
cl eared t hrough custons as the shippi ng docunents were

not in order. Besides, some denurrage had accunul at ed



nore than $150 by the time he checked about the stuff.

But the fair managenent said that we couldn't use the
mat eri al anyway, as it was not fireproof. Luckily, Joe
met a representative of a firmwhich was buil di ng
stands for other exhibitors. Joe nmade a deal with him
for a real attention-getting stand with a plastic front

and shelves and gl ass cabinets to put our products
in; the nane of our co-operative ran along the whole
front of the stand, in big gold letters. The next day
when the fair opened and all the big shots went around
for the inauguration, along with the press and the
phot ogr aphers and sone mnister or other, the workers
were still hamrering and painting, but what really mat-
tered was that the stand was ready by the time they
opened the doors to the public. The constructor had
really done a good job, although it didn't come cheap

Now t he stand | ooked great, if a bit enpty. Many of
our small sanpl e bags of spices had been torn during
t he shi ppi ng and unpacking. So we were rather lucky to
have the gl ass cabi nets, which put the goods out of
reach of the visitors. The same was true for the
canned fruits.and juices. | just cannot understand how
sonme of those cans got dented, blown or rusty. Sone

even had their labels ripped off.

Fortunately, we had brought phototgraphs show ng our
of fice and workers in the fields as well as sone of the
| arge posters put out by the Ofice for Tourism These
we glued to the walls of our stand, where they | ooked
quite good and attracted a | ot of attention. W al so
had a package of our old brochures, the ones we printed
for the agricultural exhibition |ast year. Al t hough
they were not transl ated, they di sappeared |ike hot
cakes because of the nice colour pictures. Wiat a pity
that a whol e school class went by and picked up the

| ast copies



VWhen we arrived at our stand on the second day, people
wer e al ready wal ki ng around all over the fair grounds.
Many peopl e came over to the stand next to ours, which
showed handi crafts, to watch the two craftsmen at work,
one on a handl oom and the other hamrering away at a

pi ece of brassware.

As nobody was | ooki ng at our stand, we went around a
bit to | ook at other stands. In one stand they were
showing a filmabout tea, how it is picked, and the
bl endi ng, packing and so on. It was quite interesting

and we spent at |east an hour there. Wien we finally

got back to our stand we felt rather tired. At t hat
monent a man cane over and said "Hey, you're late, |I've
been | ooking for you all norning." Not very polite.
He nust have seen from our faces that we did not |ike

the way he was talking to us, but gave us his card and
said he wanted to buy spices. He was froma spice nmll
suppl yi ng but chers' shops and del i cat essens. And then
he started to ask us a |l ot of questions as to the oi

content of this and that, and the age of certain
spices, and finally he wanted to know the c.i.f

prices. Ii-was fun talking to him even though Ben had
to use his dictionary the whole tine. We coul d not
tell himour c.i.f prices (whatever they are) but Joe
calculated an f.o.b. price by adding ten percent onto
the price we used | ast year with the whol esal ers at
hone. That man al so insisted on having sonme sanpl es,

but we told himto cone back on the | ast day of the
fair just before we were packing, and we woul d then

gi ve him sone sanples for free

In the mddle of our discussion, some other people came
by, but when they saw we were busy, they wal ked away
sayi ng they woul d be back. But none of them showed up

agai n, although we stayed at the stand until closing.
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On the third day we started to have problens. First of
all, Ben didn't cone to work. He said that he didn't
feel well after the local food he'd had the day before
and that he wanted to do sone shopping in town anyway.

Then a man came by who turned out to be the manager of
the | ocal consumer co-operative. He knew a | ot about
our country and our co-operative novenent. Wil e we
were chatting sone nore people turned up and wanted to
taste our fruit juices. One of us borrowed sone
gl asses froma restaurant and we sold quite a |ot of
juices. Many people said the taste was rather strange,

and nost conpl ained that the juice was too sweet and
not cold enough. Well, that's what nmango juice tastes
like. W started to take the names of all the people
who asked about our prices and wanted further informa-

tion. Five of them seened really interested in sonme of
the canned fruits and one of them even advised us on
how we shoul d change the | abels. Unfortunately, we had
no nore brochures and not even enough busi ness cards.

So we told themthat our address was in the fair cata-
| ogue, but that turned out to be a mistake, as the ad-

dress given is the catal ogue was the one for our fornmer

of fice. So we gave them our address, on a piece of
paper .
Well, that day we found that it is easier to work at a

stand when there are enough staffers to take care of
the visitors. W were even asked how to prepare the
canned veget abl es by peopl e who had never heard of them
before. W told themthat next year we would bring

sone recipes with us.

When we got to our stand on the norning of the | ast
day, we had a rather nasty surprise. As soon as we
wanted to put down the nane of the first visitor we
realised the list was m ssing. Joe renenbered very

clearly having left all the papers on a table, but the



cl eani ng peopl e nust have thrown all the old papers
away. Fortunately, sone of the visitors cane back just
before closing to get the sanples we had prom sed them

so that we at |east had their names and addresses! And
that was a good thing, because when we were about to go
home, a man fromthe custons office cane around and
wanted to be paid for custons duty and turn-over-tax
for all the goods we did not re-export. He said that
they had cone in only on tenporary adni ssion and were
not cleared for consunption. We gave himthe |ist of
nanes and address of the people who got the sanples and

he'll go after them now, | guess.

O course, we have learned a lot at this fair and wll

avoi d nost of our m stakes next tine. Well, actually
next tine other people fromour co-operative will go to
this fair, as everybody wants to go abroad at | east
once. And if you ask ne, the going-abroad part is
great, but running a trade fair display is a rather
trying experience. And | really wonder whether it pays

to go to such fair?

Wth warm regards,

B
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SESSION 9.1
EXPORT MARKFTS:  WHAT SHOQUID YQU KNOW
hjective: To enable trainees to list the informati on needed about
export markets and to explain why it is needed
Tine: 1 1/2 hours.
Material Sanmple list of Infornation Requirements.
: . i de
1) Remind trainees that nmarketing neans: to provide the right pro-
duct, at the right price, in the right pl ace, at the right-

period, to the right people ("five P s")', maxim zing consuner
satisfaction and providing a fair profit for the producer.
Explain that the marketing mx is the way in which all narketing
i ngredients (tools, variables) are m xed (used, altered) to

achi eve maxi mum consuner satisfaction at m ni mum cost.

Rem nd participants that the course has given them an opportunity
to study and discuss all conponents of the nmarketing m x. Through
case-studi es and ot her exercises, participants have | earned that
it is necessary to nake a nunber of decisions regardi ng each mar-

keting m x ingredient. Decisions nust be nmade regarding:

Product its function, what it is, its qualities, what it
does.

Packagi ng presentation, preservation, protection, port-
ability.

Marketing channels: the internediaries through which the pro-

duct passes to reach the end-user

Pronotion: publicity, personal selling, advertising, trade
fairs; stimulating demand by a variety of techni ques (narket-

i ng conmuni cation).

Physical distribution: how t he product is transported and
st ored.



Questi on: Is it easy to make these decisions if one has a rel a-
tively good know edge of the nmarket, as is often the case with the
hone nmar ket ? (Designing the right marketing mx for the hone nmar

ket is not always easy, even if all the necessary information is

avai | abl e).

Elicit in a discussion sone factors that make export marketing

nore difficult than hone narketing:

t he di stance between the producer and consuners;

t he buyers' ignorance of the foreign country and its exporters;
- the producers' ignorance of the foreign buyers and consuners;
- language barriers;
- cultural barriers;

- tariffs.

Enphasi se that certain information is needed to nmake sound narket -
i ng deci sions on each ingredient. Ask trainees individually to
list all the itens of infornation which they think are necessary
to enabl e sonebody to select for a foreign market the right pro-
duct with . the right price, packaging, pronotion, distribution
channel s, transport and storage facilities. Tr ai nees shoul d as
much as possi bl e keep their own products in mind when conpiling

the list. Allowup to 20 minutes for this.

Ask for one information itemfromevery list and continue until
nobody has any nore ideas. Wite all information itens on the
chal kboar d/ OHP under the appropriate heading of the narketing
m X. To illustrate what is nmeant by each, distribute the "Sanple
List of Informati on Requirenments", which provides sonme exanpl es
related to coffee.  Question: How might this information aid in

maki ng the right marketing decisions?



Make sure partici pants understand the useful ness of each inform-

tion item

Rem nd participants of the probl ens encountered while working on

product adaptation, selection of marketing channels and selling.

Enphasi se that information nmust be obtained for various markets
(countries) separately, because consumer preferences, purchasing
power, rules and regulations, etc. can vary greatly fromcountry
to country. This is particularly true of eating habits that af-

fect all food and nmpbst agricultural exports.

By comparing the differences between various markets one may find
that sone nmarkets present better opportunities for selling a given

product than others.

Sunmari se that marketing research should assist an exporter in de-

t er mi ni ng:

- what to sel

- where to sel

- to whomto sell

- how nmuch to sell

- at what price to sell
- howto sel

- when to sell

- general marketing policies

The know edge obt ai ned t hrough marketing research helps to avoid
costly mi stakes and therefore should be carried out hefore start-

ing to export.



A CERTAIN FOREIGN MARKET

MARKETING INFORMATION MIGHT FOR EXAMPLE YIELD
INGREDIENTS REQUIRED THE FOLLOWING FACTS
PRODUCT Who needs the product?

Consumer characteristics to
consider:

- income

- consumption habit

- taste

- groups

- product variety preferred

- packaging used for same
or similar product

- consumer preferences as to
size, material, shape,
colour, handling, storage

- cost and feasibility of
packaging alternatives

All income groups drink
coffee.

Most consumers drink coffee
at breakfast. In the evening
many will drink coffee with-
out caffeine.

Most consumers like a blend
of Arabica/Robusta coffee.

The average man consumes 207%
more coffee than the average
woman. GConsumption of 30% of
all coffee drinkers is clas-—
sified as "heavy", 70%
"light" or moderate".

More and more consumers pre-
fer pre—-ground coffee. In-
stant coffee also becoming
more popular.

Coffee is sold to the ulti-
mate consumer in carton
boxes, paper packets, glass
jars, vacuum packed, etc.

Consumers prefer packages of
250 g. But there is a grow~
ing preference for economy
size packages of 1 kg. The
"g01d" colour on coffee-
packings is usually asso-—
ciated with high quality
coffee.

Local packaging firms do not
have the equipment for vacuum
packaging of coffee. The
cost of acquiring it is X-
dollars per ton of processed
coffee.




A CERTAIN FOREIGN MARKET

MARKETING INFORMATION MIGHT FOR EXAMPLE YIELD
INGREDIENTS REQUIRED THE FOLLOWING FACTS
PROMOTION consumer values, education,|{ Consumers are very sensitive
interests to chemical and artificial
treatment of foodstuffs.
Advertising therefore often
emphasises the 'natural"
blending and roasting proces-—
ses of "fresh" coffee.
consumer tastes and Coffee-drinkers are usually
preferences very sensitive to the smell
of coffee.
possible promotion channels| T.V., radio, magazines, news—
and techniques, their cost | papers, advertising boards
and effectiveness etc.
MARKETING consumer shopping habits Most consumers buy their cof-
CHANNELS fee as part of their weekly

PHYSICAL DIS~-
TRIBUTION

PRICING

existing distribution chan-—
nels for some or similar
products, their effective-
ness, marging, customs,
purchasers, their pur-
chasing procedures and con-—
ditions

existing transport and
storage facilities that
could be used; their
operation, efficiency,
cost and conditions.

seasonality in demand or
consumption

production and marketing
costs of the product

competitors' prices for
same or similar products

required profit margin

shopping in the local super-
market.

X% of the coffee sold in the
area 1s sold through super-—
markets. The average margin
taken by the supermarkets on
coffee is y%. They usually
buy from the big blending and
roasting companies and pay
within 30 days of delivery.

Coffee deliveries to overseas
blenders are mostly made
under c.i.f. conditions.

Demand and consumption of
coffee is quite steady
throughout the year with
slight increases in consump-—
tion during winter months
(Nov. - Feb.).

The average price for 1 kg
of coffee on the shelf is
$6.00.

We need a 5% profit margin
on the business.
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SESSION 9. 2
HOW CAN YQU FIND QUT
(hjective: To enable participants to explain the various types of
desk and field research used for collecting different
types of data and i nformati on about the nmarket and the
consuner.
Tine: 11/2 to 2 hours
Materjial . M ni Case-studies 1 to 6 - "Mrketing Research"
: : i de
1) Ask participants to recall some of the information itens of the

previous session and to indicate how they woul d proceed to obtain

the required information.

Exanpl es

Lncone: Statistics on the incone distribution of the popul a-
tion are published in great detail by nost countries. These
and other market statistics are available in all Trade Infor-
mation Units of the National Trade Pronotion Agencies.

Consuner taste preferences: |t may be necessary to have sone

consuners sanple different varieties of the product and to

record their preferences.

Consunption and buying habits: |t nmay be necessary to review

a certain nunmber of end-users on their usual buyi ng

behavi our.

Packing, Prices: |t nmay be necessary to nmake and record ob-

servations in the retail shops of the target narket.

Distribution, Storage,  Transportation: It may be necessary
to interview a nunber of internediaries, such as inporters,
whol esal ers or retailers, in order to benefit fromtheir ex-

peri ence and know edge of the particular market situation



Spend a nmaxi num of 15 minutes on eliciting as nmany exanpl es as
possible, preferably related to participants' own products. 111 u-

strate how these exanples relate to and confirmthe need for in-

formation about three distinct market aspects, i.e.

the acceptability of the product to the consuner and the narket

i n general
- the efficiency and availability of distribution channels;

- the potential of and access to a given market.

Elicit that such information

(1) May al ready be avail able either in published or unpublished

form entailing desk research.

(2) May have to be retrieved fromthe field, either by observa-
tion, test, survey, interviews or other neans of investiga-

tion. In other words, field research is necessary.

Question: VWich of their exanples involve desk research and which

field research?

Distribute Case-studies 1 to 6. Split participants into groups of
3 or 4 people and ask themto read the case studies carefully.

For each case, they should be able to answer the foll ow ng ques-

tions:

a - Wat was the information required? In which of the categories
didit fall?

b - Wy was this information necessary? Wat kind of decision had

to be nade?

C - How did the co-operative obtain the information? Was it pos-
sible to obtain the sane information in a cheaper or easier

way ?

Allow from30 to 40 mnutes for this assignnment.
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Reconvene in plenary and ask the spokesperson of one group to com
ment on Case # 1. After the discussion of Case # 1, ask the other

group representatives to conment on the renaining cases.

Qui de discussions along the follow ng |ines:

Case 1, "Selling Mangoes in Industria"

The co-operative needed to know which variety of mangoes, X or Y,
was preferred by the consuners in Industria. The information was
obt ai ned through field research, in this case a taste test involv-
ing nore than 1,000 consuners. It showed that variety Y was |iked
by twice as many people as liked X. Only a taste test run on the
actual market coul d have produced this result. Maki ng the test
with fewer people would have been cheaper but certainly less reli-

abl e.

Ask participants to suggest alternative solutions for the organ-
i sation of such a preference test. Sanpling of products in
stores, visiting people at honme (household interviews), and test
marketing in different stores are various ways to test consuner
preferences. Can they be conducted easily by the staff of the co-
operative in a foreign country, speaking a foreign | anguage? Con-
clude that field research in a foreign country can be conducted
only by people with a perfect know edge of the |anguage and cul -

tural background of this country.

Case 2, "Future Prospects for Turneric Sales"”

The manager of the ASCS knew that turneric was one of the flavour-
ing ingredients in curry powder, but he had never realised that it
could be used as a natural food colourant to replace synthetic
col our ant s. He now wanted to know which were the major turneric
i mporting countries and whether there was a noticable trend show
i ng i ncreased consunption of this spice. As it turns out, only
the statistics of Japan show a true increase in inports of tur-
nmeric. Is this the nost prom sing market? What he should do now

is find out in which country the reported legislation has actually



been or is likely to be introduced. Then he nust try to identify
potential users of food col ourants, such as food processors, can-

ning factories, etc. The easi est and cheapest source of statisti-
cal information is usually the national trade pronotion agency.

If information on a foreign country is needed, one may al so ap-
proach the commercial attaché at the enbassy of the foreign
country, or wite to one owns enbassy in the country. Many devel -
opi ng countries also operate Overseas Trade Centres in najor nar-

kets, fromwhich pertinent information may be obt ai ned.

G 3 "H f 1 cushi a "

The Worren' s Co-operative Union had to deternine the character-

istics that would nake their product acceptable to the target nar-

ket. Research was necessary because the product did not sell well
inits present form It had to be adapted to the consumer's
tastes and habits. The co-operative obtained the information by

anal ysing the competition. To study conpeting products and to im
prove on themis one of the cheapest and easi est research
nmet hods. A personal visit to a target market is often the nost
effective way to assess the market; it can easily be conbi ned
with a visit to an overseas trade fair to study the quality, de-
sign and packagi ng of competitors' products as well as their sales
promoti on techniques. Oten the needed infornation can al so be
provi ded by a consultant or trade expert, preferably fromthe tar-

get market.

Case 4 "FExporting CQut Flowers"

The nmanager of the OGCS had to conpare costs and prices in order
to find out whether direct marketing of the co-operative's orchids
woul d be nore renunerative than to sell the flowers to an estab-
i shed exporter. He al so had to deci de whether his co-operative
had the necessary adninistrative capabilities to go through al
the required steps of effective export marketing. Much of the
needed i nformati on nust be obtained fromhis own records, but nost
of what he needs to know about the export marketing and distribu-
tion of orchids can be found in the publication he received from

the International Trade Centre UNCTAD/ GATT, in CGeneva. Thi s or-
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gani sati on has comm ssi oned nmany studi es and surveys for nost of
the typical products exported by devel opi ng countries and thus can
provide a wealth of information. If the local or national trade

pronoti on agency cannot provide the needed information, |ITC will
nearly al ways be able to do so or at |east indicate the source
where the information can be found. The same is true for the Trade

I nformation Service of ESCAP, in Bangkok.

The manager of the FGCS wanted to | earn nore about the character-

istics of avocado pears that appeal to Industrians. This infornma-
tion woul d determ ne which variety should be cultivated, when they
shoul d be picked, how they shoul d be graded, packed, stored,
transported, etc. and finally, what the future prospects were.
The nmanager of the FGCS obtained the desired information through
interviews with the traders whom he visited during his tripto
CGoldtown.  Combining his presence at the trade fair with a survey
of the market was a cheap way of doing this and saved extra travel
costs. He m ght have obtained the sane information by reading a
CGeneva | TC survey report on tropical and off-season fresh fruit
and vegetabl es, but by visiting inporters, whol esal ers and buyers
of co-operatives he gained an opportunity to nake personal con-
tacts with future custoners. It certainly gave hima better fee
for the market than reading a report could have done. Anot her
drawback of published reports is that because they are very often
outdated by the tine they are consulted, they should be suppl e-

mented with a personal visit to the market if possible.

The GACS needed the addresses of basket inporters in the USA

Selling their entire production to a single custoner presented a
great risk: If this custonmer stopped buying, they were totally
deprived of their income. It was therefore necessary to diver-
sify their market. The European nmarket being saturated with cheap
basketware from socialist countries, they theorised that the USA

woul d probably be the nbst pronising market. Addr esses of inmt



porters can be obtained from various sources, such as the conmer-
cial representations abroad and the chanbers of comrerce of the
countries concerned, banks, the national trade pronotion agencies,
i nport/export or trade directories. The International Trade
Centre UNCTAD GATT has issued a great nunber of nonographs on
trade channels, which include lists of traders in foreign markets
(agents, inporters, buyers, mmjor users, etc). Each of these
monogr aphs covers a gi ven product group in a given market.
Addi tionally, useful recommendati ons designed to help exporters to

penetrate the nmarkets in question are offered

Enphasi se that in all cases information was col | ected not just for
the sake of stocking file cabinets but rather to a well defined
goal . Even in case 2 (turneric), the nanager was exploring new

options with the intention of acting on his information should it

prove worth his while.

Sunmari se the foregoing by saying that participants can engage in
desk research by seeking out and readi ng published narket inforna-

tion in the formof surveys, reports and statistics; and/or they

may undertake field research on foreign narkets by interview ng

m ddl eneq and consuners/end-users, if their know edge of the for-

eign language is up to it.

In many cases, however, they will |ack the necessary finances or

t he know how to be able to undertake such research sucessfully.

What should participants do in that case?

They shoul d apply for assistance fromthe national trade prono-

tion agency or froman international organisation



L ni ) i es - ket i I

"Selling Mangoes in Industria":

An agricultural research project had denmonstrated that two differ-
ent mango varieties could grow exceptionally well in the area cul -
tivated by the nenbers of the Fruit Gowers Co-operative Societ .
Both were of sinilar appearance (size, colour, shape) but tasted
different: variety X had a sweetish flavour, while variety Y was
slightly acidic. Variety X was largely preferred on the |ocal nar-
ket . The co-operative was seriously considering exporting nangoes
to Industria, but before investing any nmoney in new plantations or
mar keti ng, the manager of the co-operative wanted to find out which
variety, X or Y, the Industrian consuner |iked better. So he took
advant age of the presence of a |l arge National Consuner Fair in
ol dtown, the capital of Industria, to organise a "taste test"
anmong people visiting the fair. Sanpl es of both varieties were
given to visitors and their preferences were recorded. Qut of the
1,060 visitors who tasted the mangoes during the fair 309 preferred
X, 655 preferred Y, 65 liked both equally well and 31 didn't like
either of them  The manager was now quite confident that he had a
pretty good idea as to which mango-variety was preferred by the In-

dustri ans.

"The Future of Turneric Sal es”

The manager of the Al Spice Co-operative Society liked to read

Spice Wirld, a nmagazine specially witten for spice producers and
spice traders. As he browsed through one issue, he came to an ar-
ticle on the noves the maj or devel oped countries were naking to ban
the use of synthetic colourants in processed food. The article
forecasted that world demand for turmeric, a spice produced by the
manager's co-operative, was likely to rise because of its increas-
ing use as a natural food colourant. The manager inmedi ately went
off to the National Export Devel opnment Authority Documentation
Centre to have a |l ook at the inport statistics for the major tur-
meric inporting countries. After sonme hours of research he was

able to conpile the follow ng table:



Jurmeric lnports 1976-1980, in netric tons

1978 1979 1980
Iran 2569 2194 1704
Japan 1789 2429 2564
USA 1839 1540 1549
UK 1961 2411 1360
Federal Republic of Germany 616 822 577
Net her | ands 316 379 312

"Handcr aft ed Cushi on Covers"

The Winen's Co-operative Unjon produced handcrafted cushions of
rectangul ar shape, 50 x 25 x 25 cm and filled with kapok. The
cushi on cover was handwoven on traditional |oons, with a maxi num
warp length of 8 nmeters and nmaxi mum weft of 80 centineters. The
wonen used synthetic fibres dyed in bright traditional colours.
The average wei ght of one filled cushion was about 3.5 kil ogram
Al 't hough great efforts had been nade to export the cushions to sone
devel oped countries and to narket themthrough alternative trade
channels, the results were |less than satisfactory: The high trans-
portation costs for the heavy cushions brought their retail price
up to $ 40 and consuners in Europe did not take to the rectangul ar
shape, the bright colours, or the hardness of the kapok filling.

bservation of simlar products sold in the European market showed
that the average cushion in the shops was square shaped about 40 x

40 cm and woven with pastel col oured cotton yarn. Buyers usually

filled their cushions wi th pol yurethan foam which was |ight and
sof t. Further inquiries showed that the inport of cushion covers
made out of cotton was not liable to custons duty, while for

cushi ons nmade out of synthetic fibre, duty had to be paid. Now,
squar e cushion covers, 38 x 38 cm nade out of pastel col oured

handwoven cotton fibre are being successfully exported.

"Exporting Cut Flowers"

The Qrchid Growers Co-operative Society used to sell quite an
amount of cut flowers to a private conpany which then exported them
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by air cargo to various European countries. One day, the manager
of the OGCS cane up with the idea of bypassing the m ddleman to ex-
port the orchids directly, but of course he needed to do sone horme-
work first. VWhat flower variety should the co-operative sell, to
whom and at what prices? What were the airfreight rates, the cust-
ons regul ations and the usual terms of delivery and paynent? He
decided to wite to the International Trade Centre in Ceneva for
i nformati on, and they sent hima booklet called "A Survey of the
Mar ket for Floricultural Products in Western Europe". In the 254
pages of this publication, which was specially prepared for ex-
porters from ESCAP countries, he found nost of the information he
needed to know, even addresses of the principal European inporters

of cut flowers.

After having conducted his "taste test"” for mangoes at the Col dt own

Consuner Fair, the manager of the Eruit Gowers Co-operative So-
ciety decided to find out what m ddl emen t hought about avocados.
He contacted the buyers for some inporters, whol esal ers and con-

suner co-operatives and asked them a nunber of questions. The re-

plies were carefully recorded on questionnaire fornms, which he had
prepared in advance. Thus he | earned that npbst European consumners
show a preference for bright green, pear-shaped avocados, typified
by the Fuerte and Ettinger varieties. Varieties with |arge or
| oose stones were not considered acceptable. Buyers insisted that

avocados should arrive in a firm slightly unripe condition and
that the fruit should be accurately size graded. Avocados of be-
tween 250 and 350 g were favored in nost European markets. Shop
sales were relatively slow so the fruit nust have a | ong shelf
life. If stored at tenperatures between 5 and 10°C avocados
lasted from2 to 4 weeks. Although sales in the Industria narket
were still very small conpared with nei ghbouring countries, avocado
imports had increased alnost threefold during the last five years,

and this trend was expected to continue. The nost wi dely used type
of packing was a single-layer carton containing 4 kg of avocados

(or 12 to 16 pears per |layer).

"Alternative Basketware Marketing"

The Gamma Agricultural Co-operative Society Itd. was regularly sel-
ling 10,000 handcrafted baskets per year to one foreign inporter.



Knowi ng that they could easily increase production by raising pay-
ments to nenbers to $ 3.20 per basket, M. Lu, the manager of GACS

thought that they could also dimnish their commercial risk by di-
versifying their market. He wondered how he could obtain the ad-
dresses of inporters who would also be interested in smaller quan-
tities of baskets, of, say, 2,000 to 3,000 baskets per shipnent.

He was particularly interested in selling to the USA. Wuld it be
necessary to visit this country to nake contacts with potenti al
buyers? There was not nuch profit in baskets and the small quanti-
ties he expected to sell would hardly justify the expenditure of an
extended trip to the USA. Wien he wote to his national trade pro-
noti on bureau for advice, they sent himcopies of two very inter-
esting brochures belonging to a series called nonographs on trade
channel s. One provided nanes and addresses of alternative trade
channels in the USA, and the other one was about handicraft market-
ing. Now he had nore than enough addresses. He sent themall good
sales letters with photographs of his baskets encl osed, and soon he
had a new problem nanely filling the orders that started to pour

in.



export marketing applied

topic

10

-

Session 10.1 The Export Marketing Plan

Session 10.2 Action Learning and Commitment

Session 10.3 Programme Evaluation and Conclusion




Sheet 1
SESSION 101
THE EXPORT MARKETI NG Pl AN
(hjective: To enabl e trainees to prepare a conplete export marketing
pl an.

Iine:
Session Quide:

1)  Question: Can trainees recall all conponents of the narketing

m x? They are:

- Product

- Distribution
- Selling

- Pronotion

- Pricing

Rem nd trai nees that each of these have been covered in the course
of the progranmme. The aimof this session is to provide an over-

all picture of the export nmarketing plan as well as to give
trai nees an opportunity to famliarise thenselves with export nmar-

keting plans as they are prepared in reality.

D splay the visual aid "Integrated Marketing Plan", and expl ain
that research is the first step in conming up with an export strat-
egy.

After detailed analysis of the research data and information, the
definition of an overall marketing objective becones necessary.

Rem nd trainees that a nmarketing objective, like all other man-
agenent objectives, should be quantified in ternms of volune and

val ue and should have a tinme limt.



Elicit fromtrai nees sone exanples of correctly formul ated market -

i ng objectives.

An exanmple may be as foll ows:

"Sell during the cropping season 1982/1983 the total production
estimated to be between 5,000 and 6,000 t of product A and approx-
imately 750 t of product B at an average ex-plantation price of
not |less than $100 per ton for product A and $250 for product B,
whereby priority is to be given to the needs of the donestic nar-
ket estimated to be 2,000 t of A and 300 t of B during the season
1982/ 83"."

Question: Why is the overall narketing objective so very inpor-

tant ?

- The overall objective will formthe basis of the objectives and

pl ans of the individual marketing el ements:

Product objective: Wat are the features and characteristics

expected fromthe product so that it can be sold at the indi-
cated price in the local and export market? How should it be
presented (packaged) to neet the standards of prospective cust-

oners? Wiich are the standards it shoul d neet?

Product plan: Wat is to be done and how, in order to neet the
product objective? Wien exactly will indicated quantities be-
cone avail able for marketing and delivery? What anount of

sources should be allocated to carry out the plan?

Distribution objective: How nuch of the product should be sold

t hrough whi ch channels at what tine? \Which channel will pro-

vi de maxi num consuner satisfaction at m ni num cost?

Distribution plan. Wat is to be done and how in order to neet
the distribution objective? How can channels be found and con-
tacted? How is the product to be injected into channel s? How
can channel s be induced to carry product A and B? How will the
product be shipped (ocean or air cargo)? I s special packing
required? Are the services of a forwardi ng agent required?

What resources have to be allocated to carry through the plan?



Selling objective: How nmuch of what product has to be sold, when,
under what conditions and to whonf

Selling plan: Are agents or representatives to be used or should
the product be sold through established exporters, traders, sales
m ssions, exhibitions? Should geographically Iimted sal es quota
be inposed or allocated? Wiich sales argunments are to be used?
How are the agents and/or representatives to be renunerated for
their services? How rmuch of avail abl e resources should be all o-

cated for personal selling?

Pronptional objective What shoul d be acconplished through the

use of publicity and advertising? Are prospective buyers aware of
the society's products? Should the products be explained? Is the
aimto create goodwill? O should existing custoners just be re-

nm nded of a reliable and friendly source of supply?

Pronotional plan: What has to be said, to whom how and how
often? Wi ch media should be used and when? Which part of the

expected sal es can be allocated to carry out the pronotional plan

or should resources be allocated on sone other basis?

Pricing objective: In the global objective, only the mninum ex-
pl antation price has been indicated. It is obvious that a sound
pricing objective should be determned not fromthe actual cost of

t he goods but according to the prices the market is willing to
pay. Various prices nust be fixed for small and | arge quantities,

for different terms of delivery and different terns of paynment and
perhaps also for different grades of quality. The total inconme
from sal es, however, nust neet the anticipated average price and

nmust al so cover the cost of marketing.

Pricing plan: WII rather be a statenent of pricing policy and
contain all detailed prices, credit policy and acceptable terns of
paynment, including interests to be charged for del ayed paynents,
di scounts to be allowed for |arge quantities or |ong-term con-
tracts, adjustnents to be conceded to settle conmercial disputes

in case of quality conplaints, etc.

4) Question: How can trainees find out whether things are going

according to plan or not?



C early, when objectives (the "should be" situation) are conpared
to realisations (the "as is" situation), it beconmes quite easy to

det ect any devi ati ons.

Question: What |lies behind deviations? The reasons can be nuner-
ous. One might be an unrealistic objective (for exanple, an
overly-optimstic sales forecast). I n such cases the objective

nmust be adjusted to realistic dinensions.

O her reasons for deviations may be:

i nadequat e pl ans;
i nsufficient resources (human or financial);

changi ng market conditions;

Question: \What are sone possible solutions to these probl ens?

i nadequat e pl ans nust be revised,
resources nust be reallocated, increased or inproved,

mar ket conditions shoul d be observed continuously so that oc-
curing changes can be recogni sed and reported in time and plans
adj ust ed accordi ngly.

Question: Mist changes in narket conditions necessarily have neg-
ative consequences? Sonme changes may represent great oppor-

tunities but these can be exploited only if known in tine.

Question: What ot her functions should be incorporated into the

mar keting pl an?

Qoviously, the control function is also necessary to provide
per manent observation of the market and to conpare action plans
with actual achievenent. In this way, a marketing plan does
not remain just a piece of paper providing only guidance but
beconmes a val uabl e managenent tool, helping its users achieve

results and neet objectives.
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Contact a co-operative or other enterprise:

- which produces and sells products sinilar to the ones presently

mar ket ed by the trai nees' co-operatives;

which is exporting sone or all of these products abroad.

Invite a representative (preferably the marketi ng nanager) from
the enterprise to the programme and ask himto present the market-
ing plan for one of the export products of his enterprise and de-
nonstrate how it has been designed. Ask himto |limt his presen-

tation to 45 to 50 minutes

The presentation should be followed by a discussion with the thene
"Preparing Export Marketing Plans in Practice". The trai nees
m ght use the list of questions on each marketing-m x ingredient,
prepared at the beginning of the session, as a guide for the dis-

cussi on, which should not take | onger than 45 to 60 m nutes.
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Sheet 1
SESSION 10. 2
ACTI ON | FARNI NG AND COVM TVENT

hjective: To enabl e trai nees toapply what they have learned in
previ ous sessions to solve an export narketing problem or
to devel op an export narketing opportunity in their own
soci ety.

Tine: Depends on nunber of trainees (3 to 5 hours).

Mat eri al : "Action commtnent” papers produced by trainees.

Session Quide:

1) Ask trainees representing co-operatives which are not yet export-

ing their products why they are not exporting.

Ask trainees representing co-operatives which are involved in ex-

porting why they are not exporting nore

G ve trainees five mnutes to wite down individually their an-
swers, which are likely to include the follow ng reasons:
Eor not exporting Eor not exporting nore
- Have never thought about it. - Have not expl ored new markets.
- Have never found out the - Have not bothered to inprove or
needs of overseas nmarkets/ di versify our product.
consuners

- Do not have the right pro- - Have not expl ored new distri bu-
duct . tion channels.

- Do not have contacts/access - Overseas markets and consumers
to right distribution. probably do not know our pro-

duct as well as we would like.

- Overseas markets and con-
suners do not know our pro-
duct .



Eor not exporting Eor not exporting nore

Exporting business is too - W are already having a hard
conplex: we do not have the enough time coping wth the
kind of staff who can orga- present export business

ni se and nmanage export busi -

ness.

Rem nd trainees of their obligation to nake an "action comitnent”
at the end of the course, that is, to decide on sonme step they are
going to take as a result of the course and to commit thenselves

todo it by a certain date.

During the course, trainees should have been continually reni nded
of their responsibility to identify anexisting problemor anarea
for devel opment or inprovenent iNn the export business of their

soci ety.

Elicit the recognition that trainees' individual answers to the
guestions "Why are we not exporting?" or "Wy are we not exporting
nore?" should give them sonme ideas as to what export problens
could be solved or what export opportunities could be devel oped in
their respective societies, and how this could be done. Vr ki ng

al one, trainees have up to one hour

. toidentify and fornulate an export problemor export opportun-

ity existing in their society;

. to plan the solution to that problem alternatively, to plan

t he devel opment of the export opportunity;

. to describe howthey want to "sell" their plan to their conmit-

tee, colleagues, etc.

Allow trainees up to 15 m nutes each to present their action com

mtments. How do they propose to "sell" the plan?
Informtrainees that, if at all possible, the i nstructor

has indicated for conpletion of a particular stage in his action

plan. Ihe objective of the visit will bhe to measure the effects

of the course itself, not to evaluate the trajnees
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SESSION 10.3
PROCGRAMNE FVAI UAT] ON AND CONCI USI ON
hjective: To enabl e trainees to conment on the programe in order
to inprove it; and to reaffirmtheir action conm tnents.
Tine 1 to 2 hours
Material Li st of trainees' nanes, addresses and action conmt-

nents. Conpl ete progranme tinetable or eval uation sheet.

Session Q@Qiide:

It is inmportant that this | ast session should be seen not as the
end of a training course but as the begi nning of a sustained pro-
gramre of individual inmprovenent to be carried out by each part

cipant on his return hone. Eliciting trainees' reactions to indi-
vi dual parts of the programme is of value, but it is far nore im
portant for participants thenselves to realise that their own suc-
cess, and that of the programme, will depend not on what they say

now but on what they do in the forthconi ng nonths.

Distribute the programme tinmetable or a specially prepared eval ua-
tion sheet. Ask trainees to rank each of the sessions of the pro-
granmme on the scale from 1 = excellent to 4 = poor. Invite
trainees to give a fairly rapid appraisal rather than to attenpt

to go into too nmuch detail. The conpleted rating should not be
identified by name. After conpletion they should be coll ected.

After the course, they can be summari sed and used to anal yse the
performance of individual instructors and the effectiveness of the

sessi ons

Distribute the paper with names and addresses of all the trainees
and sumari sing the details and antici pated conpl eti on dates of

their action conm tnents.



If possible, arrange for a brief followup session to be held at a
convenient tinme and place about six nonths after the course. This
can provide .an opportunity (i) to share the experiences the
trai nees have had in attenpting to apply what they have | earned;
(ii) to describe the progress made in inplenenting action pl ans
and (iii) to exchange ideas for nore effective marketing in the

future.





