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               Although the text is based on the body of knowledge tested by the APICS CLTD exam,
               program developers do not have access to the exam questions. Therefore, reading the
               text does not guarantee a passing score.
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         Module 7: Global Logistics

         
         
         
         
            
            
            This module, Global
                  Logistics, addresses a comprehensive checklist of considerations that are
               involved in conducting international trade. The model below shows how this is a
               foundational aspect of logistics. This module helps the logistics professional to
               take a broad perspective as to the type of activities and the manner in which global
               logistics will be conducted in a variety of cultures and geographic environments.
               

            
            
            
            
               
               [image: A diagram illustrating the logistics planning and control model. Go to long description for more details.]
               
               
               
                  Go to long description.
                  

               
               
            
            
            
            Section A of this module begins with a realistic
               vision of the decisions that will be made on a regular basis by logistics. It then
               focuses on the infrastructures and systems that will be involved in the global
               marketplace. It examines the current factors that impact how logistics competes and
               how costs must always be balanced with the delivery of the customer’s appropriate
               and desired level of service. It provides a historical perspective on international
               trade theories and describes the components of the transportation infrastructure.
               The role of trade specialists is also explored. The section concludes with a
               discussion of global logistics performance indicators.

            
            
            
            Section B delves into the regulations governing
               nearly every aspect of international trade. It examines the role of trade
               agreements, trade blocs, and free trade zones and the importance of compliance. It
               describes the transportation regulations and the role of governments. Various facets
               of transportation safety provide a snapshot of the precautionary measures being
               taken to protect people, resources, shipments, and companies from harm or accidents.
               This section also discusses government regulations related to imports and
               exports.

            
            
            
            Section C is a useful guide to preparing the
               documentation needed by customs. Customers’ shipments must arrive safely, securely,
               without damage, and on time at their final destinations accompanied by paperwork and
               critical documents that are completed thoroughly and accurately.

            
            
            
            Section D focuses on finance and payment options,
               including terms of sale and methods of payment. It also examines currency issues,
               tax considerations, and hedging.

            
            

         
         
         
         
   
      
         
         
         
         Section A: Characterize the International Environment and Global
            Infrastructure

         
         
         
         
            
            
            
               After completing this section, students will be able
                  to
               

            
            
            
            
               
               
               	
                  
                  
                  Describe the factors that impact
                     international logistics

                  
                  

               
               
               
               	
                  
                  
                  Explain the theory behind the pricing of
                     transportation services

                  
                  

               
               
               
               	
                  
                  
                  Present a brief historic overview of
                     international trade theories

                  
                  

               
               
               
               	
                  
                  
                  Identify the components of transportation,
                     utility, and information infrastructures

                  
                  

               
               
               
               	
                  
                  
                  Describe the roles of international trade
                     specialists.

                  
                  

               
               

            
            
            
            This area begins with a discussion of the
               macroenvironmental factors influencing international logistics. It then moves on to
               international infrastructure and, finally, it examines global logistics performance
               management.

            
            

         
         
         
         
   
      
         
         
         
         Understand Macroenvironmental Factors
            Influencing International Logistics

         
         
         
         
            
            
            There are a number of broad,
               large-scale influences that contribute to the current state of international
               logistics, making it a balancing act, where the logistics professional
               must weigh the advantages and disadvantages of different strategies
               that minimize logistics costs while providing the desired level
               of customer service.

            
            

         
         
         
         
         
            
            
            Geo-Political, Sustainability, and Economic Factors

            
            
            
            
               
               
               When engaging in global logistics, important macroeconomic factors to stay informed
                  about
                  include geo-politics, sustainability, and the global economy. The main question to
                  consider
                  is: how will a big-picture view of things reveal sources of opportunity and risk?
                  Organizations that interpret these forces better will have an advantage as they redesign
                  their networks.

               
               
               
               
                  
                  Geo-Political Factors

                  
                  
                  
                  
                  Geo-political factors influencing international logistics include the impact on the
                     organization or its supply chain of trade wars, international sanctions, wars, terrorism,
                     and so on.

                  
                  
                  
                  From a macroeconomic standpoint, these issues relate to country stability. Country
                     stability requires protections in the form of viable law enforcement and court systems,
                     protections from terrorism, economic stability, sufficient infrastructure quality,
                     and
                     political stability. Determining the relative risk of working in various countries
                     is an
                     important factor in deciding where to locate manufacturing and where to focus sales.

                  
                  
                  
                  Note that from an international logistics perspective, tariffs or other trade barriers
                     reduce efficiency and increase overall costs. Determining future tariff trends related
                     to
                     resources or products the organization trades in is vital so the organization can
                     make
                     wise choices about where it can efficiently compete and how it needs to transform
                     to stay
                     viable and even thrive.

                  
                  
               
               
               
               
                  
                  Sustainability Factors

                  
                  
                  
                  
                  From a macroeconomic perspective, sustainability is about the impact of globalization
                     and
                     population growth on societies and the environment. Governments need to address climate
                     change for the long-term sustainability of the planet. Another example is finding
                     ways to
                     prevent or limit the spread of invasive species via supply chains.

                  
                  
                  
                  In addition, countries need to be able to sustain their standard of living for future
                     population levels. The world’s population growth rate was 0.91% per year in 2024,
                     or 73
                     million persons per year, with the total projected world population to be 9 billion
                     by
                     2037. This is an increase of 50 percent over 1999 levels. Some countries are doing
                     better
                     than others in developing or maintaining sufficient access to resources and raw materials.
                     Fracking for oil; desalinization of ocean water; battery technologies; investments
                     in
                     solar, wind, or alternative fuels; and biotechnologies for crops (e.g., drought-resistant
                     crops) are all examples of key technology solutions that can help sustain the world’s
                     growing populations, although some of these technologies have their own negative
                     environmental impacts. 

                  
                  
               
               
               
               
                  
                  Economic Factors

                  
                  
                  
                  
                  From a macroeconomic perspective on the economy,
                     countries or regions may have certain advantages for certain goods or services that
                     enable
                     them to produce a profit from international trade. There are a number of theories
                     about
                     economic and societal catalysts for international trade. Note that as countries make
                     (or
                     fail to make) investments in their infrastructure, technologies, and so on, they can
                     shift
                     their relative advantages. Exhibit 7-1 provides an overview of the key points of some of these theories.

                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           Exhibit 7-1: International Trade Theories
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Theory

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Key Points

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Theory of absolute advantage (Adam
                                       Smith)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Different cost of production invites
                                             international trade. The producer that requires a smaller quantity of
                                             inputs to produce a good is said to have an absolute advantage in
                                             producing that good. They have the absolute advantage because they are
                                             more efficient.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Trading for things made more
                                             inexpensively (efficiently) elsewhere and making things produced at less
                                             expense here than elsewhere provides net economic benefit to all
                                             parties.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Theory of comparative advantage
                                       (David Ricardo)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Builds on theory of absolute advantage
                                             but adds marginal cost (extra cost to build one more unit) and opportunity
                                             cost (what is given up to pursue this opportunity) to the analysis. In
                                             other words, investing in production of items with a higher marginal cost
                                             than another region will limit the available investment in things that
                                             would be more profitable.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          For example, if tea can be grown more profitably and efficiently here
                                             than elsewhere, then devoting land to coffee that must be grown here more
                                             expensively than elsewhere would be a waste of a country’s resources.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Heckscher-Ohlin factor endowment
                                       theory (Eli Heckscher and Bertil Ohlin)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Comparative advantage given same
                                             technology can come from labor, capital, land, or entrepreneurship.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    International product life cycle
                                       (Raymond Vernon)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Stage 1: Satisfy domestic need, with
                                             some exporting.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Stage 2: Imitations arise, and wealthy
                                             customers in developing countries foster international market.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Stage 3: Developing country market
                                             reaches critical mass; cost reductions and developed country contractual
                                             production.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Cluster theory (Michael Porter)
                                       and logistics cluster theory (Yossi Sheffi)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Competitive advantage from proximity to
                                             suppliers and competitors (e.g., Silicon Valley in California, U.S.).

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Logistics cluster theory: Logistics
                                             hubs attract manufacturers.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
                  
                  Global economic factors are also influenced by population demographics since these
                     forces
                     impact labor availability and demand for specific products and services. Let’s start
                     with
                     total population levels. Larger populations provide countries with greater potential
                     economic advantage. These countries will have the labor needed for growth, assuming
                     their
                     economies are robust enough to provide full employment enough of the time. Looking
                     at the
                     long-term investments made by countries with larger populations will help show if
                     this
                     economic advantage is likely to be maintained or grown in the future.

                  
                  
                  
                  Per data from the UN Department of Economic and Social Affairs as cited in Langley
                     et
                     al., in Supply Chain Management: A Logistics Perspective, China and India have the
                     largest total populations, each having over four times as many persons as the U.S.,
                     which
                     is the third largest country by population. India and China have made investments
                     in
                     transportation, education, communication systems, and other technologies to help them
                     prosper. 

                  
                  
                  
                  The age distribution of persons in countries can also be studied to determine potential
                     labor and demand trends in the global economy. The age distribution of the more developed
                     regions of the world had a median (most common) age of 40 in 2010, and this median
                     age is
                     expected to increase to 45 years old by 2050. In contrast, the less developed regions
                     of
                     the world had a median age of 27 years old in 2010, expected to increase to 35 years
                     old
                     by 2050. The least developed regions had an even lower median age, from just 19 in
                     2010 to
                     a projection of 26 by 2050. Aging populations will have some economic headwinds as
                     they
                     experience shortages of skilled labor as well as the need to support more elderly
                     persons,
                     possibly with tax increases. Since the lower median age areas are in the less developed
                     parts of the world, there will be opportunities for harnessing large labor pools.
                     However,
                     the areas may have lower education levels and a need to invest in infrastructure,
                     including roads, utilities, education, and health care. Countries that are making
                     these
                     investments will be attractive locations.

                  
                  
                  
                  Immigration can mitigate some of the effects of aging populations, so long as it is
                     orderly immigration, such as the U.S. has been experiencing from a macroeconomic
                     perspective. Despite aging baby boomers, immigration has kept the U.S. median age
                     stable
                     over the last several years. Mass immigration is disruptive, such as was felt in the
                     EU
                     due to troubles in Syria and elsewhere.

                  
                  
                  
                  Another global economic factor related to demographics is the proportion of the
                     population living in cities. A large percentage of the populations in Asia, and
                     particularly in China, are in cities. Cities with populations of 10 million or more
                     are
                     considered megacities, and the UN projects that North America will have two such cities,
                     Latin America will have four, and Asia will have 18 in the coming years. These cities
                     will
                     face economic challenges to reimagine and redevelop their infrastructures to avoid
                     shortages, presenting economic opportunities and risks.

                  
                  
                  
                  Import and export trade balances between countries are also of macroeconomic interest.
                     The EU is by far the largest exporting and importing entity and is a significant economic
                     force despite the region as a whole being smaller than China. China is the largest
                     single
                     country exporter, followed by the U.S., which has about 30 percent fewer exports than
                     China. Germany and Japan are the next highest individual country exporters. The U.S.
                     is
                     the largest single-country importer, followed by China, then Germany and Japan. While
                     trade in terms of value is important to study, also consider studying trade in terms
                     of
                     volume to assess the logistics implications.

                  
                  
                  
                  When thinking about logistics in a global setting, also consider a country’s largest
                     trading partners. The U.S., for example, has China as its top trading partner, followed
                     by
                     Canada and then Mexico. Four European countries are also in the top ten. While Canada
                     and
                     Mexico are high on the list due to proximity, the other countries are high on the
                     list due
                     to their inherent factors of production and other macroeconomic factors. 

                  
                  
                  
                  While the world is growing more interdependent (with both benefits such as better
                     prices
                     and goods availability and risks such as a global recession), the countries that have
                     the
                     most trade with each other are tied together even more tightly. This is why the EU
                     needs
                     to be studied as a unit. They created a regional trade agreement and much more than
                     this,
                     which shifts economic advantage to the members (as do other trade agreements elsewhere).
                     

                  
                  
                  
                  
                  Organizations that diversify their operations and sales efforts among many countries
                     can
                     also create stability for the organization. For example, some U.S. companies get as
                     much
                     as 25 percent of their revenue from overseas, which can help reduce revenue variability
                     such as during a single-country recession. High-quality logistics can lower the landed
                     cost of goods and make it efficient to operate in more market areas.

                  
                  
               
               

            
            

         
         
         
         
            
            
            Complementary and Substitute Service
               Providers and Products

            
            
            
            
               
               
               Three factors impacting international logistics are the trend of
                  selling complementary products, the many alternative options for carriers, and the
                  common
                  presence of substitute products.

               
               
               
               When it comes to complementary
                  products—items commonly sold together, like a razor and blades or
                  diapers and baby wipes—logistics must consider how much inventory
                  of both items it’s going to maintain on a regular basis. Often the
                  disposable items, such as vacuum cleaner air filters, are less expensive
                  and can be slow, less frequent sellers.

               
               
               
               There’s also a strategy
                  of stocking substitute products that can be purchased in the event
                  that another similar item is out of stock. According to the ASCM Supply Chain Dictionary, substitutability is

               
               
               
               
                  
                  when a buyer can purchase similar products from different
                     suppliers. This increases the buyer’s power because the buyer doesn’t have to rely
                     on just
                     one supplier.

                  

               
               
               
               Logistics must be aware of substitute products in its mix of
                  product offerings to its customers. This is important because it dictates the amount
                  of
                  safety stock that needs to be maintained and also impacts stockout costs, which may
                  include
                  lost sales, backorder costs, expediting, and additional manufacturing and purchasing
                  costs.
                  The ideal scenario is to determine the exact in-stock rate of a specific product while
                  also
                  offering a substitute product so the customer can purchase the other if their first
                  choice
                  is out of stock. For example, it is common for grocery store chains to operate with
                  95
                  percent stock-in rates for items with substitute products. 

               
               
               
               Substitutes also exist for global logistics services.
                  Logistics is faced with choosing from a huge pool of delivery services that continue
                  to grow
                  in number. There are nearly 35,000 courier service providers in China alone. In ocean
                  carriers, substitutes can take the form of much larger, more efficient containerships
                  that
                  offer better economies of scale and half the amount of previous emissions. Experts
                  predict
                  that these ship types will put other smaller, less fuel-efficient ships out of the
                  Asia-to-Europe routes. However, some ocean routes have less substitutability if they
                  are
                  dominated by particular carriers who have a monopoly, such as those going to the Middle
                  East. This may result in less price flexibility.

               
               

            
            

         
         
   
      
         
         
         
         Understand Local Infrastructure
            Considerations

         
         
         
         
            
            
            This area looks at transportation, utility, service,
               and regulatory/legal infrastructures. Organizations will need to assess these
               infrastructures in each local area in which they operate. International trade
               specialists may be needed to help with logistics activities.

            
            

         
         
         
         
         
            
            
            Infrastructures

            
            
            
            
               
               
               Infrastructure
                  describes a country’s multiple systems—water, power, sanitation, communication, information
                  technologies, and, of course, its roadways, inland waterways, railroads, airports,
                  pipelines, and ports, which are the backbone of the transportation system.

               
               
               
               Many nations, especially developing countries, have
                  infrastructures that are insufficient or in major disrepair. As the website of the
                  U.S.
                  Agency for International Development (USAID) puts it, “Inadequate access to infrastructure
                  is a key barrier to economic growth. It inhibits access to health care, education
                  and
                  markets.”

               
               
               
               
                  
                  Transportation
                     Infrastructure

                  
                  
                  According to Novack et al. in Transportation—A Global Supply Chain Perspective, transportation may be the most
                     important business for a developed country. The U.S. Department of Transportation
                     has an
                     annual “Pocket Guide to Transportation” that describes a transportation system as
                     a
                     network of roads, bridges, railroads, transit systems, airports, water ports, waterways,
                     and pipelines. The interconnection among these enables people to travel to work, conduct
                     business in multiple locations, ship goods, and explore new geographic areas and regions.
                     These connections even transcend oceans and are complemented by the internet, enabling
                     real-time global communication and trade.

                  
                  
                  Transportation infrastructures
                     in countries around the globe comprise the components shown in Exhibit 7-2.

                  
                  
                  
                     Exhibit 7-2: Transportation Infrastructure Components[image: A graphic titled “Transportation Infrastructure” at the center, surrounded by icons representing the key components of transportation infrastructure. The components include: airports (represented by an airplane icon), canals and waterways (depicted by a boat), roads (shown by a curved road), warehouses (represented by a forklift lifting a pallet in front of stacked boxes), rail (shown by a train engine), ports (depicted by a cargo ship on water), and pipelines (represented by a pipe). Each component is connected to the center, indicating its role as part of the overall transportation infrastructure.]
                  
                  
                  
                  
                     
                     Canals and
                           Waterways

                     
                     
                     Waterways
                        and canals are considered maritime channels. They have to be carefully maintained
                        in order to allow ships the depth required to pass through them.
                        A number of critical canals and waterways facilitate international
                        shipping:

                     
                     
                     
                        
                        	
                           
                           The Panama Canal enables ships to voyage between the Atlantic
                              and Pacific Oceans without having to travel around South America. Due to high use,
                              wait times for passage averages two days in normal conditions. In 2023 and 2024,
                              these wait times grew much longer due to a historic drought, especially for
                              neo-Panamax ships, which might wait up to 23 days or more. To address the drought,
                              they started using cross filling, or reusing water from one lock chamber to another,
                              saving an average of 6 daily transits. They also dropped the number of transits per
                              day from 32 down to 18. In addition to the canal fees, the drought has resulted in
                              reservations and an auction system for ships to jump to the front of the line.
                              Organizations have collectively paid hundreds of millions of dollars for faster
                              access since it was initiated.

                           

                        
                        
                        	
                           
                           
                           The Suez Canal enables ships to move from the
                              Persian Gulf to Europe without having to travel around the African continent. In
                              2016, the canal was expanded, doubling its capacity to 97 ships per day. The canal
                              can accommodate vessels with up to a 20-meter (66-foot) draft. In 2021, the 20,000
                              TEU Ever Given ran aground in it, halting traffic for six days. Its use is
                              limited by its expensive toll, which is even higher for northbound containerships
                              and bulk carriers.

                           
                           

                        
                        
                        	
                           
                           
                           The Bosphorus Strait in Turkey enables passage
                              from the Black Sea to the Mediterranean Sea. Its primary cargo are products being
                              shipped from Russia to other countries.

                           
                           

                        
                        
                        	
                           
                           The
                              Saint Lawrence Seaway provides passage from the Great Lakes to the
                              St. Lawrence River and the Atlantic Ocean. It suffers from narrowness
                              and ice dams that reduce its use to smaller ships during the colder
                              seasons.

                           

                        
                        
                        	
                           
                           China uses the Yangtze river for barge and other traffic,
                              and it connects with many other waterways and ports, making it the most used inland
                              waterway in the world for transport of goods when measured by weight. Barge traffic
                              can travel to or from the U.S. Great Lakes over the Illinois waterway and the
                              Mississippi River to the international shipping port in New Orleans. Similarly,
                              barge traffic on the Danube and the Rhine brings goods to and from European
                              countries through the international shipping port of Rotterdam. Russia uses the
                              Volga River to reach the Caspian sea.

                           

                        

                     
                     
                     
                     Exhibit 7-3 shows where these
                        and many other navigable inland waterways are located.

                     
                     
                     
                     
                        Exhibit 7-3: Navigable Rivers and Canals[image: This world map highlights major navigable rivers and canals, indicating key waterways used for transportation across continents.]
                     
                     
                     Certain
                        passages that would help with international shipping have yet to
                        become reality. One is proposed to go through Nicaragua, paralleling
                        the Panama Canal, but it would have no locks in order for ships
                        to travel through it faster. Another that may eventually come to
                        fruition is through the Isthmus of Kra in Thailand; this would shorten
                        transit time between Europe and the Far East.

                     
                  
                  
                     
                     Ports

                     
                     
                     The nature of each port dictates which types and sizes of ships
                        the port can accommodate. The depths of channels and berths in addition to bridge
                        clearances will eliminate some of the new, larger neo-Panamax or post-Panamax
                        containerships, which can haul tremendous amounts of cargo, from being able to use
                        certain ports.

                     
                     
                     
                     To accommodate the trend of taller, wider containerships, ports
                        are investing heavily in modifying their cranes or replacing them with new
                        large-capacity cranes that can reach higher and farther to enable loading and unloading
                        larger ships from one side. Various ports have average moves in the range of 78 to
                        130
                        containers per hour (the record is 160 per hour for a traditional berth). Another
                        option
                        is to create indented berths, which enable a ship to be loaded from both sides, as
                        was
                        done in the Amsterdam Container Terminals at the Paragon Terminal. This increases
                        profitability: it can move up to 300 containers per hour. 

                     
                     
                     
                     Larger port hubs that can manage the new megaships will need to be built. Many existing
                        ports are heavily constrained by deep sea on one side and a large city on the other.
                        The
                        Rotterdam port has created artificial land off the coast for terminals to handle these
                        megaships. Malta and Algeciras in Spain are used as transshipment points for
                        transferring containers or bulk cargo to feeder vessels bound for France, Italy, and
                        Spain. China built the deep water Port of Yangshan on a landfill in Hangzhou Bay south
                        of Shanghai, linked by a long bridge to the mainland. An alternative is to locate
                        new
                        ports farther from cities. The Port of Prince in British Columbia, Canada, is near
                        only
                        a small town but has a deep natural harbor and a rail connection to the larger
                        cities.

                     
                     
                     Since
                        many U.S. ports have unionized personnel, operating hours can be
                        more limited as compared to the 24/7 hours of port operations in
                        the Pacific Rim. Strikes are common in Japan and Europe, causing
                        expensive delays. Delays can also arise for shipments put onto rail
                        or road transportation vehicles heading away from a port to their
                        next destination that then get caught up in traffic congestion surrounding
                        the port area. The busy ports of Long Beach and Los Angeles in California
                        have built a dedicated 20-mile, partially underground rail link
                        to alleviate this problem.

                     
                     
                     Warehouses to store containers in transit are not abundantly
                        available at ports. Containers stored in outdoor lots are exposed to the elements
                        and
                        may experience flooding or heating, which jeopardize the containers’ contents and
                        increase the likelihood of damage. Product spoilage can also occur when refrigerated
                        cargo is not monitored carefully (staff trained in monitoring container temperature
                        charts and sufficient power supply service is needed).

                     
                  
                  
                     
                     Rail

                     
                     
                     Rail infrastructures vary greatly in condition,
                        primary use, and ownership from country to country.

                     
                     
                     Since all railroad companies are privately owned in the
                        U.S., there are very limited opportunities for external entities to encourage
                        improvements and very limited investment to make the railroads more efficient. The
                        majority of U.S. trains carry cargo (U.S. trains are often very long and a 100-car
                        train
                        can carry 200 containers making for a very efficient use of energy and labor). American
                        railroads have become involved in facilitating international shipments by serving
                        as
                        land bridges. The BNSF trans-continental railway was almost fully double-tracked as
                        of
                        2019 except for two bridges. Double-tracking increases rail capacity by 5 to 6 times
                        over single track. Major hubs for these land bridges, such as Chicago, need to have
                        sufficient capacity and the ability to coordinate this plus other types of rail traffic,
                        such as commuter traffic. Chicago has been working on multiple multi-year projects
                        to
                        improve rail throughput. 

                     
                     
                     Trains in Europe exist in a dense network that is used for
                        both passenger and freight traffic. There have been investments in some regions. For
                        example, the Dutch government has new double-rail tracks from Rotterdam into Germany
                        to
                        make a direct connection from Rotterdam Harbour to the German Ruhrgebiet (Ruhr area).
                        Deregulation efforts have also encouraged new smaller rail freight operators to enter
                        the market.

                     
                     
                     While countries such as Russia, Spain, and Brazil are still
                        dealing with the long-standing issue of non-compatible railroad gauges, China has
                        invested massive amounts of money in rail to meet increasing demand using its New
                        Silk
                        Road initiative as is discussed elsewhere. Freight continues to use standard rail
                        or the
                        high speed rail lines but at slower speeds. Almost 75 of its railroads were electrified
                        as of 2020. While the rate is increasing, only 9.6 percent of all freight tonnage
                        was
                        shipped by rail in 2020 and much of this was coal. For comparison, the U.S. moves
                        about
                        40 percent of all tonnage by rail.

                     
                  
                  
                     
                     Roads

                     
                     
                     The important measure of road infrastructure
                        is typically usability, which is affected by the roads’ surfaces
                        and the condition of the roadways.

                     
                     
                     It is difficult to find consistent information on road
                        infrastructure, and this impacts the usefulness of roads in transporting cargo safely.
                        Information regarding the state of U.S. roads is abundant; unfortunately, these roads
                        have been given a poor grade by the American Society of Civil Engineers and the U.S.
                        Department of Transportation. India and China are known to lack good road
                        infrastructures but both are making heavy investments. Roads in Albania, Belarus,
                        Latvia, Lithuania, and Romania often have many dangerous potholes and have high
                        congestion.

                     
                     
                     Traffic congestion continues to plague
                        many major cities and countries, including New York, Los Angeles,
                        and Chicago in the U.S. as well as Calcutta and New Delhi in India and
                        Beijing in China. Innovative strategies are being tested and implemented
                        to help reduce congestion:

                     
                     
                     
                        
                        	
                           
                           A car owner can drive only when the odd- or evenness of the
                              car’s license plate number matches the odd- or evenness of the date. In Nigeria,
                              corruption allows users to get two sets of plates and they are changed daily, so
                              this method has mixed results.

                           

                        
                        
                        	
                           
                           Deliveries
                              are done via motorcycles and mopeds.

                           

                        
                        
                        	
                           
                           Vehicles
                              entering the heart of a city are charged a “congestion pricing”
                              fee, intended to reduce traffic and vehicle emissions (London, Singapore).

                           

                        
                        
                        	
                           
                           Some
                              roadways as designated as limited access highways to reduce traffic.

                           

                        
                        
                        	
                           
                           High-speed
                              highways are charging expensive tolls to reduce the number of vehicles.

                           

                        

                     
                     
                     More information is available
                        from the U.S. Department of Commerce Country Commercial Guides and
                        the CIA World Factbook. Check the Additional Resources for links
                        to these materials.

                     
                  
                  
                     
                     Warehouses

                     
                     
                     Warehouses are the part of the infrastructure that gives the
                        possibility to delay (store) goods and create buffers between supply chain nodes.
                        The
                        quality of warehouses can differ greatly, so it is up to logistics or the shipper
                        to
                        review information on warehouse websites and to personally visit and investigate
                        promising warehouse locations (ones in the right locations that offer the necessary
                        services and capacity) to discern the environment in which the loads will be placed.
                        Exposure to sun, rain, fluctuating temperatures, and flooding should all be
                        investigated. Security should be reviewed.

                     
                     
                     
                     More information on warehouse conditions
                        may be available at the World Port Source website. Check the Additional
                        Resources for a link to this site.

                     
                  
                  
                     
                     Airports

                     
                     
                     Airports are constrained by their runways, the number of them,
                        and the length and weight restrictions that dictate what types of planes may land
                        upon
                        them. The number of runways determines an airport’s capacity. Many smaller airports
                        are
                        unable to handle international flights and are constrained from expansion by urban
                        sprawl or geography.

                     
                     
                     The operating hours of major passenger airports located in
                        urban areas are typically restricted because of noise concerns. Some of these airports
                        offer short-term warehouse space for cargo shipments that are in transit. However,
                        specialized cargo airports, usually located outside the urban areas, operate 24/7
                        and
                        accept the cargo deliveries, which are typically made at night. FedEx selected the
                        Memphis, Tennessee location in part because it can operate 24/7. This is also the
                        case
                        for Hong Kong’s airport.

                     
                     
                     As of 2024, Hong Kong’s Chek Lap Kok Airport was the world’s
                        largest air cargo hub, handling over 4.2 million tons of cargo; followed by Memphis,
                        Tennessee and Anchorage, Alaska, both in the U.S.; Shanghai’s Pudong International
                        Airport in China; Louisville, Kentucky, in the U.S.; and Incheon International Airport
                        in South Korea.

                     
                  
                  
                     
                     Utility Infrastructure

                     
                     
                     The infrastructure of
                        utilities—water and sewer, electricity, and energy pipelines—is important
                        because of the utilities’ potential impact on local warehouses storing shipments
                        and determinations of the foreign locations of corporate offices.

                     
                     
                     Depending upon what country you live in, you may take for
                        granted the seamless provision of electricity and water, which enables businesses
                        to
                        function according to their normal practices. However, a number of countries, including
                        India and China, and the sub-Saharan Africa region suffer from recurring blackouts
                        or
                        scheduled blackouts due to lower supply than demand (businesses schedule their
                        activities for when power is available). Although many nations are making progress
                        in
                        securing more reliable and continuous sources of electricity through the creation
                        of
                        power-generating dams, Brazil and California in the U.S. have felt the disruptions
                        of
                        shortages and temporary blackouts that impact their ability to conduct business as
                        normal. For countries that have experienced rapid growth, oftentimes the power grid
                        has
                        not been able to keep pace and has proven unreliable. People bypassing meters or
                        stealing electrical wires for scrap are also problems in some regions.

                     
                     
                     A similar situation arises
                        with water and sewer utilities that are unable to keep up with quickly
                        increasing populations and so have become overtaxed and may break down.
                        The aging pipes and other conduits of water to places like New York
                        and Manila have proved insufficient and are in the process of being
                        replaced or fixed. The water quality varies considerably from country
                        to country and even within the same nation, depending upon the wastewater
                        treatment and pollution control measures that have been put in place
                        to protect the water supply from contamination. The World Bank estimates
                        that less than 60 percent of the world’s people have ready access
                        to adequate sanitation.

                     
                     
                     Pipelines
                        supplying energy to many countries are nearing the end of their
                        life cycle. This will force the procurement of energy from more
                        remote sources. Trends show that an increasingly larger percentage
                        of energy will be transported via an ever-growing number of pipelines
                        and reduce the reliance on railroads, trucks, and ships for its
                        transport.

                     
                  
               
               
               
               
                  
                  Service
                     Infrastructure

                  
                  
                  Not only do businesses need reliable utilities to function
                     effectively abroad; they also need the support services of banks, internet service
                     providers, and so on. A banking infrastructure serves a multitude of purposes: providing
                     lines of credit, processing consumer and foreign currency payments, transferring funds,
                     and acting as an intermediary between foreign trading parties, including holding and
                     moving documents for international transactions. Internet service providers provide
                     broadband internet to businesses using fiber optic cables. This aspect of infrastructure
                     is needed for many logistics requirements, from e-commerce to freight tracking to
                     electronic funds transfer. As the internet of things (IOT) grows, sensors in warehouses
                     and wireless sensors in transportation increase these internet transmission service
                     requirements.

                  
                  
                  An international logistics department relies
                     also on other support services that enable them to run operations
                     that are efficient and competitively priced. This includes delivery
                     services and carriers, freight forwarders, packing services, centers
                     for order fulfillment, and LSP/3PL providers.

                  
               
               
               
               
                  
                  Regulatory
                     and Legal Infrastructure

                  
                  
                  The
                     regulatory and legal infrastructure encompasses courts, intellectual
                     property, and product and business operations standards. A country’s
                     infrastructure of courts enables businesses to settle conflicts
                     and legal disputes fairly, although not always quickly, since many
                     systems require more than a year to settle a contract dispute. The procedural
                     steps and costs can vary considerably, and the legal bills may reach
                     sums that are more than what would be awarded to the winning party.
                     Many businesses turn to mediators and arbitrators to enable faster
                     dispute resolution at a lower cost.

                  
                  
                  Protecting patents, trademarks, and copyrights falls under the
                     intellectual property infrastructure. This is usually managed by law enforcement services.
                     Some countries have a reputation for disregarding intellectual property laws or making
                     disclosure of intellectual property a condition for doing business in their country
                     (e.g.,
                     China). The Chinese legal system in particular offers weak intellectual property
                     protections and enforcement. Other countries that have rampant poverty or extremes
                     of rich
                     versus poor may not put a high priority on these types of cases, which may then be
                     dragged
                     out much longer, costing a firm valuable time, money, and effort.

                  
                  
                  Standards for products
                     and business operations must also be considered when doing business
                     abroad. Countries sometimes have multiple regional standards that
                     are confusing and may not be clearly communicated. Striving for
                     a unified national standard is preferable; it should include safety,
                     design, and performance standards that are clearly stated, possibly
                     in multiple languages if needed. When foreign countries ship products
                     to the U.S., they are often confounded by the lack of a metric-based
                     system and by state-specific standards that are inconsistent throughout
                     the country.

                  
               
               

            
            

         
         
         
         
            
            
            Global Trade Specialists

            
            
            
            
               
               
               Many organizations doing business abroad work with global trade
                  specialists or facilitating organizations.

               
               
               
               A global trade specialist is responsible for a variety of tasks related to importing
                  and
                  exporting goods and services across borders. This includes researching and analyzing
                  market
                  trends, trade policies, tariffs, quotas, and other factors that influence trade flows
                  and
                  opportunities. They must also advise and assist clients on how to comply with customs,
                  trade, and tax laws, as well as negotiate and draft contracts, agreements, and invoices
                  with
                  suppliers, buyers, and intermediaries. Furthermore, they coordinate the logistics
                  of
                  transportation and delivery of goods and services while resolving any issues or disputes
                  that may arise. They monitor and evaluate the performance, quality, and profitability
                  of
                  trade activities and projects while reporting and documenting the results.

               
               
               
               As introduced elsewhere, specialists can include export management companies, export
                  packers, international freight forwarders, and non-vessel-operating common carriers.
                  Here
                  we’ll examine the shipment auditor, the importer of record, and a few examples of
                  international organizations that facilitate global trade.

               
               
               
               
                  
                  Shipment
                     Auditors

                  
                  
                  With freight
                     costs rising and often a lack of internal staff to verify freight
                     invoices received for all international shipments, many companies
                     hire shipment auditor companies to perform freight audits. Freight
                     audits can be conducted at the shipment or freight invoice level
                     (which is often the preferred method for companies using standard
                     weights for standard packages). This process is called freight invoice verification.
                     Other companies with more complex shipping processes will use their shipment
                     and package measurements to calculate a freight quote and then compare
                     it to the freight invoice they’ve received. However, some shipment
                     auditor companies go beyond just assessing the freight costs and
                     offer myriad other beneficial services like quality inspections,
                     environmental impact testing, standards verification, and supply chain
                     security analysis of cargo being transported by a particular shipper.
                     Refer to the Additional Resources for more information.

                  
               
               
               
               
                  
                  Importer
                     of Record

                  
                  
                  The ASCM Supply Chain Dictionary defines importer of record (IOR) as

                  
                  
                  
                     
                     the entity responsible
                        for ensuring the imported and exported goods comply with local laws
                        and regulations, for filing the documentation for duty entry, and
                        for paying any associated import duties or taxes.

                     

                  
               
               
               
               The IOR is the legal entity entrusted to move a shipment through customs while adhering
                  to
                  all compliance regulations and import restrictions. The IOR is recorded on all entry
                  documents and is liable should the shipment not comply with the destination country’s
                  import
                  laws and regulations. In many cases, the owning entity acts as the IOR rather than
                  this
                  being an outsourced function. The entity needs to have physical representation in
                  the
                  country of import and is responsible and liable for all elements in that country.
                  A service
                  partner will never operate as the IOR under its own name but can offer legal representation
                  services and operate as an IOR using a power of attorney. Having an IOR is a prerequisite
                  to
                  import goods into a country. 

               
               
               
               
                  
                  International Organizations

                  
                  
                  
                  
                  It is important to recognize that there are numerous organizations that help facilitate
                     international trade. While each of the following is discussed elsewhere in more detail,
                     here are some examples of organizations that serve as facilitators:

                  
                  
                  
                  
                     
                     	
                        
                        
                        The World Trade Organization (WTO), which helps facilitate international trade
                           agreements and transportation safety and security

                        
                        

                     
                     
                     	
                        
                        
                        The Organisation for Economic Co-operation and Development (OECD), which helps combat
                           antibribery and anticorruption

                        
                        

                     
                     
                     	
                        
                        
                        The Global Reporting Initiative (GRI), which helps with sustainability reporting

                        
                        

                     

                  
                  
               
               

            
            

         
         
   
      
         
         
         
         Consider Global Logistics
            Performance Management Factors

         
         
         
         
            
            
            It is often necessary to gain an understanding
               of how well logistics is handled in a given country so that realistic expectations
               can be set and risks mitigated. Many of the metrics discussed elsewhere can be
               applied to global logistics. This area starts with a discussion of a logistics
               performance index created by the World Bank. Since lead times can be extensive in
               global trade, they gain a heightened importance, so some ways to break this down
               into components are covered. Global supply chain cost considerations are also
               discussed. Finally, since global transactions and relationships are complex, they
               are also risky, and some measurements related to global risk are also addressed.

            
            

         
         
         
         
         
            
            
            The World Bank’s Logistics Performance Index (LPI)

            
            
            
            
               
               
               To assist with the
                  myriad decisions that logistics needs to manage, the World Bank has created the
                  Logistics Performance Index (LPI), which is a free, interactive benchmarking tool
                  that enables countries to compare their strengths and areas for improvement in trade
                  logistics. The LPI, which uses the compiled results of surveys, can be used to
                  assess the ease or difficulty of moving shipments through a country. There is both
                  an international version, which uses metrics from logistics professionals from 139
                  countries who work outside the country in question, and a domestic version, which
                  uses information provided by logistics personnel working inside the country.

               
               
               
               The LPI measures how a country performs on six
                  dimensions:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Customs:
                           
                         Relative
                           efficiency of the border clearing process.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Infrastructure:
                           
                         Quality of
                           trade- and transport-related infrastructure.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Logistics competence (services quality):
                           
                         Competence
                           and quality of logistics services.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           International shipments:
                           
                         How easy it
                           is to arrange trans-border shipments at a competitive price.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Tracking and tracing:
                           
                         Relative
                           ability to track and trace consignments. (Information technology is a
                           key element of supply chain infrastructure that needs to be part of the
                           analysis.)
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Timeliness:
                           
                         How often
                           consignees receive shipments within the acceptable or expected
                           window.
                        

                     
                     

                  
                  

               
               
               
               Three of the composite metrics—customs,
                  infrastructure, and logistics competence—are things that need to be influenced by
                  lobbying efforts directed at governments to promote positive policy shifts. The
                  other three metrics—international shipments, tracking and tracing, and
                  timeliness—are considered output metrics or performance outcomes that indicate the
                  degree to which policy changes impact the time, cost, and reliability of logistics
                  services in the country.

               
               
               
               The composite of the scores on the six
                  dimensions becomes the LPI. Exhibit 7-4 shows an example of the LPI plus each of these dimensions in a radar
                  chart comparing China and the U.S. (Up to 20 countries can be compared; bar charts
                  and line charts are also available.)

               
               
               
               
                  Exhibit 7-4: Logistics Performance Index (LPI)[image: A spider chart comparing logistics performance across regions and countries, including the United States, Europe & Central Asia, Middle East & North Africa, and China for 2023. The chart tracks performance across six logistics dimensions: Customs, Infrastructure, International Shipments, Logistics Competence, Tracking & Tracing, and Timeliness. Go to long description for more details.]
               
                  Source: Adapted
                     from The World Bank, Logistics Performance Index, Country Score Card, China
                     and U.S. 2023 (www.worldbank.org)
                  

               
                  Go to long description.
                  

               
               
               
               
               According to the World Bank’s report
                  “Connecting to Compete 2023: Trade Logistics in the Global Economy,” in 2023
                  Singapore had the highest international LPI score, 4.3 (on a 5-point scale). Many
                  of
                  the top 12 countries are in Europe. Also in the top 12 are Hong Kong SAR, China, the
                  U.S., the UAE, and Canada. Libya scored the lowest, with 1.9. The top 10 average is
                  4.1 and another common score is around 3.5, meaning that there are many great top
                  logistics countries as well as a large number of reasonably good ones. The report
                  indicates logistics competency has been increasing in general over the last decade.
                  A link to this report can be found in the Additional Resources. Other findings from
                  this and prior reports show the following:

               
               
               
               
                  
                  
                  	
                     
                     
                     The international shipping crisis of 2022 (container shipping costs
                        skyrocketed for some routes) resulted in only a small deterioration of the
                        timeliness component, possibly because when everyone is affected, no single
                        country is to blame.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Reliability tends to be far more
                        important than speed, as proven by shippers being willing to pay a premium
                        for predictable time, cost, and shipment quality.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Consignees are requiring more
                        definitive information as to when and how deliveries will be made.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Efficient border management can
                        significantly improve the likelihood of border clearance and reduce
                        avoidable delays.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Non-customs control agencies must
                        implement best practices in risk management and automation.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Supply chains are limited by their
                        weakest links but are critical to many countries’ competitive advantage.

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Lead Time Considerations

            
            
            
            
               
               
               Lead time is far more significant in global
                  logistics than in domestic logistics due to the vast distances goods must travel,
                  especially when water modes are used. For this reason, KPIs related to lead times
                  are important to track. However, to be of most value, this may need to involve
                  multiple measures. (In some cases, a composite index might be created, much like the
                  LPI just discussed.)

               
               
               
               Some areas related to lead time that an
                  organization might want to measure and then manage (by setting targets for average
                  and maximum values as applicable and then using continuous improvement initiatives,
                  capital investments, or discussions with partners to improve) include:

               
               
               
               
                  
                  
                  	
                     
                     
                     International order
                        preparation time

                     
                     

                  
                  
                  
                  	
                     
                     
                     International trade
                        document processing time

                     
                     

                  
                  
                  
                  	
                     
                     
                     Approval time per
                        trade transaction

                     
                     

                  
                  
                  
                  	
                     
                     
                     Number of advance
                        ship notices filed

                     
                     

                  
                  
                  
                  	
                     
                     
                     Number of
                        containers/loads inspected

                     
                     

                  
                  
                  
                  	
                     
                     
                     Number of customs
                        appeals/time required per appeal

                     
                     

                  
                  
                  
                  	
                     
                     
                     Inland
                        transportation time/distances traveled

                     
                     

                  
                  
                  
                  	
                     
                     
                     Vessel time in port, airplane time in airport, railcar time
                        in terminal, etc.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Vessel turnaround
                        time

                     
                     

                  
                  
                  
                  	
                     
                     
                     Days of port
                        shutdowns due to disasters or strikes per year

                     
                     

                  
                  
                  
                  	
                     
                     
                     Days of delays at
                        ports prior to unloading.

                     
                     

                  
                  

               
               
               
               The cost of lead time is also an important
                  measurement, but it is difficult to calculate, as is discussed more in this
                  area.

               
               

            
            

         
         
         
         
            
            
            Global Supply Chain Cost

            
            
            
            
               
               
               Global supply chain cost estimation needs to be based on
                  total cost of ownership (TCO) analysis. Due to the need for long-term capital
                  investments, TCO should be based on net present value calculations that take into
                  account the time value of money. The effect of exchange rates may also need to be
                  factored in. Global supply chains should create an environment where costs are low
                  enough that a product can be sold at a price that ensures high profits and market
                  share. However, when developing a global supply chain, many organizations fail to
                  estimate these costs correctly. This can result in a product that costs more than
                  customers are willing to pay given the price of competitor or substitute products.
                  Essentially, distance matters.

               
               
               
               Important global costs that are frequently
                  underestimated include the following:

               
               
               
               
                  
                  
                  	
                     
                     
                     Cost of lead time. Rather
                        than being measured in days or weeks, this may stretch out to months,
                        resulting in significant increases in costs, including transportation costs,
                        customs and administrative costs, inventory carrying costs, loss or damage
                        costs, costs related to currency fluctuations, and significant reduction in
                        inventory turnover. Obsolescence risk is also higher when lead times are
                        longer. Unexpected delays are common when working in countries in the
                        developing world. These have many causes, from red tape to power
                        outages.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of lost sales. Stockout risk
                        increases with long lead times. Some customers will not buy if a quoted lead
                        time is too long. Price may need to increase (causing lost customers) due to
                        either a too high supply chain cost under normal circumstances or a supply
                        chain disruption such as new tariffs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of flexibility (or
                           inflexibility). This includes the costs required for better supply
                        chain visibility (track and trace) as well as for rapid response given
                        changes in a network’s viability due to the drivers of change using tools
                        such as a STEEPLE analysis. STEEPLE stands for sociocultural (or social),
                        technological, economic, environmental, political, legal/regulatory, and
                        ethical.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of quality. The promised level of
                        quality may have been misrepresented. The quality feedback loop takes longer
                        (costs more) and can run into cultural or communication barriers.
                        Inspections may need to be more frequent. Returns are not cost-effective.
                        Obsolescence risk is higher.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of security. Products need to be kept secure at rest and in
                        transit. Vehicles and drivers and even empty payloads need a process to
                        ensure they are secure.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of added risk.
                        Examples include foreign exchange risk, country risk, intellectual property
                        risk, import/export compliance risk (e.g., knowing volume limits before
                        restrictions or duties are enforced; percentage of foreign-sourced materials
                        for made in country claims), transportation disruption risk, expediting
                        risk, and the risk of the loss of trained staff.

                     
                     

                  
                  

               
               
               
               In general, low-cost country sourcing is best when the product life cycle is long,
                  there are few product variations, and the products require significant labor. The
                  intellectual property content, transportation cost/variability, product value, and
                  security concerns should be low. Conversely, domestic sourcing is recommended for
                  the opposite product profile: short life cycles, many varieties, low labor content,
                  and high concern about intellectual property, transport cost/variability, product
                  value, and security.

               
               

            
            

         
         
         
         
            
            
            Risk and Exception Management

            
            
            
            
               
               
               International logistics adds significant
                  complexity to trading relationships and transactions. In risk management terms, more
                  complexity equals more risk. There is the increased possibility of a detail being
                  overlooked that could cause a delay. Another example is a language translation issue
                  resulting in receiving incorrect goods. Choosing to do business in a particular
                  country may expose the organization to intellectual property theft risk. China
                  controls much of the world’s supply of rare earth metals, and this could result in
                  needing to pay unfavorable prices or could create a capacity constraint. Also,
                  political or economic instability can make a good strategy into a poor one quickly.
                  Venezuela’s runaway inflation and infrastructure collapse in the 2010s is an
                  example. The only option may be to pull out of the region.

               
               
               
               A prerequisite to mitigating global risk is to
                  develop a clear, unbiased understanding of complex relationships not only with
                  trading partners but also of the governments in which they operate. A thorough
                  understanding of international transactions and documentation is also required
                  (through staff acquisitions or the use of expert third parties).

               
               
               
               Examples of metrics that an organization could
                  use to measure complexity and risk include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Number of
                        documents/approvals required per international transaction

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cost of
                        documentation/approval processes

                     
                     

                  
                  
                  
                  	
                     
                     
                     Number of
                        government agencies with the power to inspect and hold shipments

                     
                     

                  
                  
                  
                  	
                     
                     
                     Percentage of
                        containers inspected/intensity level of inspections (electronically,
                        physically)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Percentage of
                        shipments damaged/stolen

                     
                     

                  
                  
                  
                  	
                     
                     
                     Number of borders
                        crossed/time spent waiting at borders

                     
                     

                  
                  
                  
                  	
                     
                     
                     Ease of crossing
                        borders (free trade versus customs borders).

                     
                     

                  
                  

               
               
               
               Metrics for exception management might track
                  the number of shipments that went as intended against the number that required
                  special intervention from logistics professionals.

               
               
               
               There is a big difference between being able to
                  accept that a supply chain is very complex and being able to execute a strategy to
                  successfully navigate this added complexity. Organizations need a high level of
                  process maturity, and, if they have gaps, these need to be filled (such as by
                  simplifying unnecessarily complex processes, acquiring the right expertise, or
                  upgrading IT). While some gaps can be filled by using consultants or third-party
                  organizations with country-specific expertise, the organization may also need
                  logistics managers who can supervise these experts. They need to understand the
                  underlying issues and be able to recognize when something is not operating as
                  expected or promised. Bilingual or multilingual logistics managers may be needed,
                  for example.

               
               

            
            

         
         
   
      
         
         
         
         Section B: Incorporate Regulations into Global Logistics
            Processes

         
         
         
         
            
            
            
               After completing this section, students will be able
                  to
               

            
            
            
            
               
               
               	
                  
                  
                  Identify how global trade is impacted by
                     trade agreements, trading blocs, and trade compliance

                  
                  

               
               
               
               	
                  
                  
                  Describe how transportation regulations
                     protect and promote the safety and security of shipments abroad

                  
                  

               
               
               
               	
                  
                  
                  List potential complicating factors when
                     cargo shipments pass across country borders

                  
                  

               
               
               
               	
                  
                  
                  Identify how imports and exports are impacted
                     by regulations and restrictions

                  
                  

               
               
               
               	
                  
                  
                  Describe the purposes of foreign/free trade
                     zones and their impact on duties and taxes.

                  
                  

               
               

            
            
            
            As global trade continues to grow, so does the
               breadth of laws and regulations governing the complex interactions and trade activities
               of the many countries and parties involved. In this section we will examine the role
               regulations play in international trade agreements. Topics also address trade groups
               and
               transportation safety. The final topic addresses some government restrictions and
               regulations related to imports and exports.

            
            

         
         
         
         
   
      
         
         
         
         Understand International Trade Agreements, Trade Blocs, and
            FTZs

         
         
         
         
            
            
            This topic discusses trade agreements, trading blocs, and
               foreign/free trade zones (FTZs). A key consideration about trade agreements and
               trading blocs is to determine what would be the impact on the organization’s supply
               chain or sales if one or more countries end the agreement or pull out from the bloc.
               The organization needs to develop scenarios for how this might affect them and then
               develop contingency plans such as plans to source from a different country or from
               within its own country.

            
            

         
         
         
         
         
            
            
            Trade Agreements

            
            
            
            
               
               
               Trade agreements in general can be called reciprocal agreements or regional trade
                  agreements. Trade agreements can take the form of free trade agreements (FTAs),
                  customs unions, and partial scope agreements. Note that trade blocs are a type of
                  trade agreement that includes both free trade and customs unions features and are
                  addressed more elsewhere. 

               
               
               
               Trade agreements can be unilateral, bilateral, or multilateral. Unilateral agreements
                  are not really agreements between international parties; rather, they are the acts
                  of individual governments or entities that see no need to adopt international norms
                  or consult with other impacted nations. Trump’s withdrawal from the Trans-Pacific
                  Partnership (TPP) was a unilateral action (this later became the Comprehensive and
                  Progressive Agreement for Trans-Pacific Partnership (CPTPP) under the remaining
                  signatories). Bilateral agreements are reciprocal agreements between two countries
                  that in theory involve equal rights for each party, but one party may have more
                  power. Multilateral agreements are more than just agreements between three or more
                  entities. They include systems that are intended to provide equal rights to each
                  party of the agreement.

               
               
               
               An important type of
                  trade agreement is a free trade agreement (FTA). According to Novack et al. in Transportation—A Global Supply Chain Perspective,
                  free trade agreements are “treaties between nations that agree to eliminate tariffs,
                  quotas, and preferences on many goods and services traded between them.” FTAs are
                  effective mechanisms for opening up foreign markets to exporting countries. They may
                  provide the following benefits:

               
               
               
               
                  
                  
                  	
                     
                     
                     Encourage faster and more business transactions
                        between countries

                     
                     

                  
                  
                  
                  	
                     
                     
                     Allow
                        services and products to be bought anywhere within the community

                     
                     

                  
                  
                  
                  	
                     
                     
                     Create
                        high demand for international freight transportation

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dismantle
                        trade barriers between countries

                     
                     

                  
                  
                  
                  	
                     
                     
                     Enable
                        free movement of capital

                     
                     

                  
                  
                  
                  	
                     
                     
                     Enable
                        documentation to be standardized and simplified

                     
                     

                  
                  
                  
                  	
                     
                     
                     Eliminate
                        need for operating (transport) permit restrictions

                     
                     

                  
                  
                  
                  	
                     
                     
                     Enable
                        the acceptance of testing standards in all community states

                     
                     

                  
                  
                  
                  	
                     
                     
                     Allow
                        the reduction of or exemption from duties and taxes if the purchasing country
                        completes the necessary paperwork

                     
                     

                  
                  

               
               
               
               Proponents of free trade,
                  which include Adam Smith’s 1776 economic text, The Wealth of Nations, argue
                  that removing trade barriers lowers prices for everyone and thus society
                  as a whole benefits macroeconomically (i.e., the size of the economic
                  “pie” grows and everyone gets a larger share), especially over the
                  long term. However, not everyone benefits equally and this is often
                  described as there being winners and losers in such agreements.
                  Negative side effects of trade agreements include the fact that
                  industries that were receiving trade protection no longer get them,
                  which can create severe hardships and job losses in certain regions
                  or countries. Such industries and their representatives lobby against
                  these changes as do many politicians who represent their affected
                  constituents. Some countries also abuse free trade such as by selling
                  goods at less than their own cost (called trade dumping) to force
                  international competitors out of business.

               
               
               
               There are a number of current agreements in place that determine preferential tariffs.
                  As an example, Brexit resulted in the UK no longer being part of the EU trade
                  agreements with all the countries in the world. They had to negotiate new bilateral
                  agreements with every single country in the EU.

               
               
               
               An example of a trade
                  agreement is the United States-Mexico-Canada (USMCA) treaty, which replaced the
                  North American Free Trade Agreement (NAFTA) in 2020. Passed in 1994, NAFTA had
                  promised benefits to all participants. The U.S. would gain some protection by
                  integrating the economies of North America and strengthening the countries’ ability
                  to compete with other trade areas. Mexico would gain from new jobs in businesses
                  that became part of a new North American supply chain and increased agricultural
                  trade. Canada saw an increase in agricultural exports to its trading partners but
                  also increases in investments from the U.S. and Mexico. Over time, however, NAFTA
                  became a matter of contention in the U.S., where the treaty was blamed for job
                  losses, and it was seen as ineffective in monitoring labor and environmental
                  conditions in Mexico.

               
               
               
               The new treaty raises the
                  rules of origin for the automotive industry from 62.5 to 75 percent.
                  Rules of origin stipulate the percentage of vehicles that must be
                  produced in the treaty countries to qualify for tariff-free status.
                  The treaty increases the amount of U.S. dairy products that may
                  be exported to Canada and increases protection for intellectual
                  property, environment, and laborers.

               
               
               
               Significant changes
                  for the supply chain aim at increasing efficiency and improving transparency
                  by streamlining bureaucracy and using digital technology. Certificates
                  of origin have been eliminated, for example. Instead, importers
                  can claim favored trade status by providing certain data, including
                  the name of the importer, exporter, or producer and their addresses;
                  the name and address of the certifier; the tariff classification
                  code; the criteria under which the good meets rule-of-origin requirements;
                  the blanket period (which can be as much as 12 months for multiple shipments
                  of identical goods); and a dated signature. Certification is not
                  required for imports of US $2,500 or less.

               
               
               
               Other examples of major trade agreements include the Free Trade
                  Area of the Americas (uniting nations in the western hemisphere), the Middle East
                  Free Trade Initiative and the Enterprise for ASEAN Initiative (promoting trade in
                  Asian countries).

               
               

            
            

         
         
         
         
            
            
            Trading Blocs

            
            
            
            
               
               
               A
                  trading bloc, or trade bloc, is defined in the ASCM Supply Chain Dictionary as

               
               
               
               
                  
                  an agreement between or among countries
                     intended to reduce or remove barriers to trade within member countries.
                     Frequently, but not always, those countries are geographically close.

                  

               
               
               
               Free trade agreements and trade blocs are sometimes
                  treated as synonyms. Both serve to reduce or remove trade barriers between member
                  countries, and the benefits listed elsewhere for free trade agreements also apply
                  to
                  trade blocs.

               
               
               
               The first trade bloc, the European Union, was the result of a
                  series of alliances and agreements following World War II, including the European
                  Coal and Steel Community in 1952 and the European Economic Community in 1958. The
                  EU
                  is now more than just a trade bloc; it is a federation that is moving toward an
                  economic and political union. Many of its members share the euro as a common
                  currency, and all have significant economic, administrative, and political
                  integration, including open borders for freight and persons between member countries
                  in the Schengen Zone of Europe. The U.K. withdrawal from the EU is an important
                  example of how these systems cannot always be relied upon to remain stable and how
                  organizations may need to adapt their networks to be resilient. The U.K. and the EU
                  formed the EU-UK Trade and Cooperation Agreement (TCA) to eliminate tariffs, but
                  there are still customs clearance requirements for goods travelling between the EU
                  and the U.K.

               
               
               
               The Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP)
                  is
                  another example. Although the U.S. withdrew from this trade bloc, the remaining
                  countries finalized the agreement: Australia, Brunei, Canada, Chile, Japan,
                  Malaysia, Mexico, New Zealand, Peru, Singapore, and Vietnam. The U.K. also formally
                  agreed to join this trade bloc in 2023.

               
               
               
               Other large regional trading blocs include the
                  European Free Trade Association (EFTA), the Caribbean Community (CARICOM), the
                  African Union (AU), the Union of South American Nations (UNASUR), the Arab League
                  (AL), and the Pacific Islands Forum (PIF). 

               
               
               
               Countries can belong to a variety of different
                  trading blocs, and the World Trade Organization tracks the status of proposed blocs
                  or other agreements.

               
               

            
            

         
         
         
         
            
            
            Foreign/Free Trade Zones

            
            
            
            
               
               
               According to the ASCM Supply
                     Chain Dictionary, a foreign/free trade
                     zone (FTZ) is defined as follows.

               
               
               
               
                  
                  Designated areas within a country that
                     are considered to be outside the country. Material in the zone is not
                     subject to duties and taxes until the material is moved outside the
                     zone for consumption. There is no limit on the time material may
                     remain in the zone. Commonly referred to as free trade zone
                     internationally and foreign trade zone in the United States.

                  

               
               
               
               The ultimate goal of any FTZ is to encourage
                  foreign investment and exports. Goods can be shipped to an FTZ without
                  incurring duties or being subject to quotas. When goods are sold within the
                  country of the FTZ, it’s not until after they have left the FTZ that the
                  duty is owed. If the goods are instead re-exported to outside the country,
                  no duty is owed in the host country.

               
               
               
               Once goods are brought within these trade
                  zones, a variety of value-added activities can occur. They can be
                  reassembled, transformed, repackaged, stored, cleaned, tested, graded,
                  repaired, or combined with other goods.

               
               
               
               FTZs are very useful to a producing firm if
                  the FTZ’s host country has an inverted tariff structure, where the tariff
                  rates on parts are higher than the rates on final products.

               
               
               
               No retail trade is allowed in a free trade
                  zone.

               
               
               
               There are numerous advantages to FTZs:

               
               
               
               
                  
                  
                  	
                     
                     
                     Re-exported materials owe no
                        duties or quota payments.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs duties and federal excise
                        taxes on imports are deferred.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Foreign and domestic goods that
                        are to be exported are exempt from state and local inventory
                        taxes.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Merchandise can be held at the
                        FTZ indefinitely, so if a quota has already been met, the goods
                        can remain at the FTZ until they come in under quota.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Goods can be inspected and tested
                        before paying import duties, eliminating the likelihood that a
                        shipment would be rejected after paying the duty on it.

                     
                     

                  
                  

               
               
               
               The United Arab Emirates has over 40 free trade zones, including one at its
                  international airport. In the U.S., there are over 300 FTZs, with at least
                  one in each of the 50 states. China was a relative latecomer but now has
                  over 20 FTZs. Many globally known firms have FTZs, including Caterpillar,
                  BMW, Ryder Group, General Electric, and Kawasaki Motors.

               
               
               
               In Europe, FTZs are virtual. Importers with
                  the proper customs licenses can move goods all over the EU in bond,
                  including transfers of goods between organizations. A good is designated
                  either as in bond or as imported. Consumers can only buy a good after it has
                  had its status changed from in bond to imported (by paying the associated
                  duty). 

               
               

            
            

         
         
   
      
         
         
         
         Acknowledge International Transportation Regulations and
            Compliance

         
         
         
         
            
            
            This area discusses government policies and regulations,
               trade compliance, the International Air Transport
               Association, and anti-bribery and anti-corruption
               practices.

            
            

         
         
         
         
         
            
            
            Government Policies and Regulations

            
            
            
            
               
               
               Government policies and regulations can determine exactly
                  what a country can and can’t do in terms of conducting international trade. Nations
                  can impose tariffs on the importation of certain goods or raw materials, thereby
                  protecting their own manufacturers, producers, and produce growers from increased
                  competition. Nontariff barriers can also be placed on imports, like a quota that
                  limits a product in units or value for a specified period of time. Cabotage laws may
                  require domestic transportation be used for transit between two domestic ports,
                  which can reduce transportation equipment utilization and efficiency. For example,
                  cabotage laws were relaxed in the EU but the USMCA has restrictions on trucks from
                  Mexico. Other barriers might prohibit the importing of certain plants or produce
                  that have had high rates of pest infestation. Product safety can also be a cause of
                  forbidding the import of goods that might be dangerous to a particular geographic
                  location, such as earthquake-prone Japan requiring refrigerators that won’t fall
                  over when tilted 10 degrees.

               
               
               
               A government may institute
                  an embargo as a result of political tension between two countries,
                  as the U.S. did with Cuba in the late 1950s. As defined in the ASCM Supply Chain Dictionary, an embargo is

               
               
               
               
                  
                  a
                     ban established by a nation’s government that prohibits individuals
                     or organizations from conducting any trade with individuals or organizations
                     from another particular nation.

                  

               
               
               
               Embargoes impact citizens
                  by depriving them of goods that they are used to having access to,
                  like petroleum products, and are a way of putting pressure on a
                  country’s government leaders.

               
               
               
               Even government-sanctioned
                  national holidays can impact international logistics and shipments,
                  due to business and government agency closings during those periods.
                  For example, the Chinese New Year celebrations last more than two
                  weeks, and during that time many companies are closed and there
                  are no shipments in and out of the country.

               
               
               
               Government policies and regulations can also be intended to reduce
                  transportation bottlenecks. For example, as part of an executive order as a reaction
                  to supply chain disruptions, in March 2022, the U.S. government launched a
                  public-private partnership between government and industry called the Freight
                  Logistics Optimization Works (FLOW) initiative. Its intent is to create a freight
                  information exchange system for businesses, warehouses, ports, and others. The
                  network helps organizations share data to reduce port bottlenecks and other areas
                  of
                  freight congestion. The program helps participants forecast how current capacity and
                  throughput will fare against future demand. The U.S. Department of Transportation
                  acts as an honest broker. The partnership started with 18 members and as of 2024 had
                  76 members.

               
               

            
            

         
         
         
         
            
            
            Trade Compliance

            
            
            
            
               
               
               Compliance refers to how
                  organizations manage their fulfillment of
                  government regulations. In terms of import and
                  export activities, these regulations can affect
                  product classification, documentation
                  requirements, valuation, and record-keeping
                  practices.

               
               
               
               When it comes to conducting
                  global trade, regulations dictate the activities
                  and terms of every sale. Several things must occur
                  during the process of preparing goods to be
                  exported; coordinating the transportation of the
                  shipments through different modes, channels, and
                  intermediaries; and ensuring that the shipments
                  clear customs in the importing country:

               
               
               
               
                  
                  
                  	
                     
                     
                     Incoterms® trade terms may be used to indicate
                        the responsibilities of the exporter and the importer.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Harmonized
                        system codes shall be used to classify the goods to ensure that the right
                        items, restrictions, fees, and duties can be assessed for each shipment.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Preferential fees, duties, and
                        taxes will be assessed, including

                     
                     
                     
                     
                        
                        	
                           
                           
                           Import
                              tariffs and preferential duties charged to
                              most-favored nation status and duty rates based on
                              specific country agreements

                           
                           

                        
                        
                        	
                           
                           
                           Anti-dumping
                              duties and other charges added to offset unfair
                              pricing of an imported product

                           
                           

                        
                        
                        	
                           
                           
                           Other fees,
                              including value-added tax, general services tax, merchandise
                              processing fees, and other fees collected for other government
                              agencies, including harbor fees, control taxes, excise taxes, and
                              trade promotion fees.

                           
                           

                        

                     
                     

                  
                  

               
               
               
               Companies
                  that fail to acquire export licenses under either statutory regime could risk costly
                  civil and criminal penalties. However, they also risk facing deeper, latent problems
                  that could negatively impact their organizations over the long term. Examples of
                  those are brand image damage, shipping, exporting, license complications, legal
                  costs, and loss of productivity. In the U.S., exports are regulated by the Bureau
                  of
                  Industry and Security (BIS) in the Department of Commerce. It highlights
                  noncompliance risks using an annual BIS report, “Don’t Let This Happen to You!
                  Actual Investigations of Export Control and Antiboycott Violations.”

               
               
               
               
                  
                  Export Quotas and
                     Taxes

                  
                  
                  
                  
                  Exports are restricted
                     or controlled for a variety of reasons: to prevent domestic shortages of
                     particular goods or scarce resources; to restrict products that could be used in
                     arms or weaponry against the country; to reinforce foreign policies that include
                     trade sanctions or country-specific embargoes. The U.S. has imposed embargoes on
                     sales of certain products to some countries and has imposed total embargoes on
                     other countries, like North Korea, Iran, Syria, Sudan, Cuba, and Russia.
                     Sometimes a country will use an export quota to control the prices of a
                     commodity it has a monopoly on; this practice is not looked upon favorably. Some
                     countries make their exporters pay a tax on particular commodities when they are
                     in short supply or when they have been subsidized by the government.

                  
                  
                  
                  Dual-use goods are items that can be used both for civilian and military
                     applications. These types of goods are heavily regulated because they can be
                     classified for civilian use but be transformed for military or terrorism
                     purposes. Dual-use items could include electronics, computers, lasers, sensors,
                     telecommunications equipment, information security technology, navigation
                     controls, avionics, marine technologies, chemicals, microorganisms, and toxins. 

                  
                  
                  
                  In some cases, such as with shipments of
                     military equipment, the importer must provide the exporter with an end-use
                     certificate, certifying that the product is going to be used for legitimate
                     purposes. Most certificates are provided by the importing government’s
                     country.

                  
                  
                  
                  For example, the EU controls the export, transit, brokering and technical
                     assistance of dual-use items to contribute to peace and security and prevent the
                     proliferation of weapons of mass destruction. Regulation (EU) 2021/821 governs
                     the EU’s export controls. The export controls take into account the EU and its
                     member states’ international obligations, including the UN Security Council
                     Resolution 1540, the Nuclear Non-Proliferation Treaty, the Chemical Weapons
                     Convention, and the Biological Weapons Convention.

                  
                  
               
               
               
               
                  
                  Export Control
                     Classification Number and Commerce Control
                     List

                  
                  
                  
                  
                  In the
                     U.S., the BIS publishes a Commerce Control List (CCL) that lists all the
                     products that are of concern if exported to other countries. Each product is
                     assigned an Export Control Classification Number (ECCN), which indicates if it
                     requires an export license. Logistics must check whether an export license is
                     required for each and every shipment that has an associated ECCN. If an item is
                     included on the CCL, the reason is provided by BIS; this may include verbiage
                     like “national security,” “encryption,” “short supply,” or “United Nations
                     embargo,” to name a few. 

                  
                  
               
               
               
               
                  
                  Restrictions on
                     Buyers and Deemed Exports

                  
                  
                  
                  
                  Even when an export
                     product does not require a license, the exporter must determine if the importer
                     or intermediary is on any lists of restricted buyers, such as the following:

                  
                  
                  
                  
                     
                     	
                        
                        
                        
                           
                              Denied Persons List:
                              
                            U.S.
                              persons, companies, or organizations whose export
                              privileges have been revoked.
                           

                        
                        

                     
                     
                     	
                        
                        
                        
                           
                              Specially Designated Nationals List (SDN or
                                 Blocked Persons List):
                              
                            Names of
                              persons abroad that exporters are not to do
                              business with due to ties with countries the U.S.
                              does not want to export to or to terrorism or
                              trafficking.
                           

                        
                        

                     
                     
                     	
                        
                        
                        
                           
                              Unverified List:
                              
                            Names of
                              persons, companies, and organizations that are
                              suspected of illegal activities.
                           

                        
                        

                     
                     
                     	
                        
                        
                        
                           
                              Entity List:
                              
                            Names of
                              persons, companies, or organizations involved in
                              drug smuggling, terrorism, or weapons
                              proliferation. An export license is required for a
                              sale to any member of this list.
                           

                        
                        

                     

                  
                  
                  
                  Note that
                     logistics needs to check whether the intended customer is on one of these lists
                     for each and every export, even when shipments are repeated to the same
                     customer. If the exported product is considered a controlled technology, it is
                     referred to as a deemed export, and it requires an export license when released
                     to foreign persons. Typical organizations using deemed export licenses include
                     the medical and computer sectors, biochemical firms, universities, and
                     high-technology research and development institutions.

                  
                  
                  
                  When a
                     product is to be exported to a particular country, the exporter must get an
                     export license or an express authorization to ship the specific product to that
                     country. Logistics should plan for the extra time that will be needed to process
                     the license before the shipping date can be finalized.

                  
                  
               
               

            
            

         
         
         
         
            
            
            International Air Transport Association

            
            
            
            
               
               
               The International Air
                  Transport Association (IATA) is a trade group that represents about 330 airlines
                  that make up 80 percent of total air traffic. Members can offer scheduled or
                  unscheduled flights but need to maintain an IATA Operational Safety Audit (IOSA)
                  registration. IATA regulates air shipments and publishes the IATA Dangerous Goods
                     Regulations.
                  

               
               
               
               The IATA’s mission is to represent, lead, and serve the airline industry. IATA
                  formulates industry policy on important aviation issues such as the conversion to
                  an
                  electronic, paperless system for air freight. Since 2019, the e-air waybill (e-AWB)
                  has been the default contract of carriage for shipments on enabled trade lanes.

               
               
               
               The IATA sets annual priorities. For example, their 2024 priorities include advocacy
                  for net zero carbon emissions, passenger rights, and tax reform. They are making a
                  push for industry digital transformation, for implementing their IATA Safety
                  Leadership Charter and risk-based IOSA audits, and for other initiatives, including
                  cybersecurity, sustainable aviation fuel, emissions tracking, and better internal
                  diversity, equity, and inclusion. 

               
               
               
               IATA has developed an extensive cargo strategy that addresses
                  standards for the air transport of dangerous goods, safety enhancements, improving
                  security, and driving efficiency through global standards, including for advance
                  cargo information, which is a standard for airline advance ship notices, and the
                  electronic consignment security declaration (e-CSD), which is a standard to provide
                  a paperless audit trail indicating who, where, and how cargoes were secured in the
                  supply chain.

               
               
               
               In addition, IATA participates
                  in a World Cargo Symposium that discusses the regulatory infrastructure
                  and strategic partnering with governments to drive growth. They
                  are also involved in an umbrella organization, the Global Air Cargo
                  Advisory Group, made up of other associations of freight forwarders,
                  shippers, and air cargo members.

               
               

            
            

         
         
         
         
            
            
            International Maritime
               Organization (IMO) and its Dangerous Goods Code

            
            
            
            
               
               
               The International Maritime Organization (IMO)
                  is a UN agency that has a mission to “promote safe, secure, environmentally sound,
                  efficient and sustainable shipping through cooperation.” The IMO’s priorities as of
                  2024 included continuing to regulate international shipping, supporting developing
                  states (including a focus on small island developing states or what it calls least
                  developed countries), and enhancing stakeholder relations, public awareness, and its
                  public image. The IMO regulates sea shipments of dangerous goods (hazmat). IMO
                  publishes the International Maritime Dangerous Goods (IMDG) Code, which is addressed
                  in detail elsewhere.

               
               

            
            

         
         
         
         
            
            
            Anti-Bribery and Anti-Corruption
               Practices

            
            
            
            
               
               
               As more countries strive
                  to grow their exports, unfortunately some have resorted to bribery
                  in order to secure entry into the country of a new buyer. The ASCM Supply Chain Dictionary defines bribes as

               
               
               
               
                  
                  a gift, money, or a favor given by one person to another
                     intending to influence the person’s decision, judgment, or conduct. Offering or
                     accepting bribes is illegal in most countries and a violation of the United
                     Nations Global Compact. A complicating factor is that bribes are expected parts
                     of business transactions in some cultures.

                  

               
               
               
               Note that the definition refers to the 10th principle of the UN Global Compact, which
                  states, “businesses should work against corruption in all of its forms, including
                  extortion and bribery.”

               
               
               
               To combat bribery and the
                  related corruption of officials, countries have formulated anti-bribery regulations, defined in the ASCM Supply Chain Dictionary as

               
               
               
               
                  
                  country
                     regulations that penalize organizations that engage in bribery.
                     The Organisation for Economic Co-operation and Development Anti-Bribery Convention
                     requires countries to develop such regulations.

                  

               
               
               
               The Anti-Bribery Convention created by the Organisation for
                  Economic Co-operation and Development (OECD) requires nations to charge penalties
                  to
                  organizations using bribery. It also instructs the governments of developed
                  countries to no longer allow firms to deduct bribery as a business expense. As of
                  2024, it had 46 signatories, including all 38 OECD member countries.

               
               
               
               The United Kingdom enacted
                  a Bribery Act in July 2011 that has provisions that are aligned
                  with the OECD’s anti-bribery requirements. It addresses bribes paid
                  to foreign government officials as well as bribes within the private
                  sector. The act makes it an offense to

               
               
               
               
                  
                  
                  	
                     
                     
                     Request, receive, or accept a bribe (also
                        known as passive bribery)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Offer,
                        promise, or give a bribe (also known as active bribery)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Fail
                        to prevent a bribe by a commercial organization

                     
                     

                  
                  
                  
                  	
                     
                     
                     Bribe
                        a foreign public official to obtain or retain business.

                     
                     

                  
                  

               
               
               
               If an individual is found
                  guilty under this act, punishment can be severe, including unlimited
                  fines or imprisonment. If a company is found guilty and it sells
                  services or products to EU governments, it can be prohibited from
                  competing for future public contracts in the EU.

               
               
               
               The 1977 U.S. Foreign Corrupt Practices Act charges significant
                  fines for companies using bribery as a means of securing foreign contracts. A 1998
                  amendment clarified that it addresses all levels of foreign officials, including
                  trying to get reduced tariff rates or special treatment for customs entry. The FCPA
                  specifies that no one acting on behalf of a firm or a subsidiary can provide
                  indirect or direct payments or incentives in exchange for a foreign business
                  contract. Fines for such offenses can be millions of dollars.

               
               
               
               Organizations need to enact policies that help guide staff in complying with the
                  anti-bribery and anti-corruption laws in the jurisdictions that apply to the
                  organization. For example, this can include specific advice on whether any gifts can
                  be accepted, and if any are allowed, to provide examples of acceptable gifts (e.g.,
                  low-value gifts such as a coffee cup or calendar may be acceptable). There should
                  also be a method for whistle-blowers to anonymously report suspected bribery or
                  corruption. 

               
               

            
            

         
         
   
      
         
         
         
         Understand and Adhere to
            Transportation Safety Regulations

         
         
         
         
            
            
            Domestic shipping in any country is fairly
               straightforward and requires just a few key documents. But when it comes to global
               shipments, there are many more factors to consider, including

            
            
            
            
               
               
               	
                  
                  
                  Frequent use of multiple
                     modes of transport

                  
                  

               
               
               
               	
                  
                  
                  Longer transit times,
                     which can play havoc with delivery dates

                  
                  

               
               
               
               	
                  
                  
                  Reduced visibility and
                     knowledge of exact location of cargo and potential risks for theft and
                     stolen carrier vehicles

                  
                  

               
               
               
               	
                  
                  
                  Significantly more
                     paperwork and documentation for customs clearing

                  
                  

               
               
               
               	
                  
                  
                  Potential fines and
                     penalties for noncompliant or incomplete documentation

                  
                  

               
               
               
               	
                  
                  
                  Additional taxes, fees,
                     and tariffs that impact product pricing and profitability

                  
                  

               
               
               
               	
                  
                  
                  Dynamic exchange rates
                     between different currencies.

                  
                  

               
               

            
            
            
            These are just some of the more obvious issues that
               come with global trade. In this area we’ll take a closer look at security, security
               approaches of different countries, labor safety, dangerous goods (hazmat), and
               environmental issues.

            
            

         
         
         
         
         
            
            
            Security

            
            
            
            
               
               
               With the terrorist attacks of the last few decades, global
                  security has rocketed to the top of priorities for companies everywhere, and every
                  industry has taken stock of their current security measures. Supply chain managers
                  have developed plans to protect their chains’ ability to withstand and recover from
                  security threats. Supply chains are referred to as resilient when operations can be
                  quickly reestablished or rebuilt after a security incident. Some chains require
                  their suppliers to implement similar practices and safeguards, facilitating this
                  through audits or certification programs.

               
               
               
               Due to the ever-present threats, many governments
                  are shifting their focus from controlling trade and collecting fees and taxes to
                  facilitating trade and supporting the security of supply chain operations via more
                  rigorous export inspection and creating deliberate information trails. Examples of
                  some programs and regulatory initiatives include the following:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Authorized Economic Operator (AEO):
                           
                        An AEO is an
                           EU designation for a global trade business entity that has an Economic
                           Operator Registration Identification (EORI) number, indicating that this
                           entity is a reliable low-risk operator who operates in compliance with
                           relevant national customs laws to facilitate legitimate trade and/or
                           administrates their trade activities in compliance with World Customs
                           Organization (WCO) or equivalent supply chain security standards. It may
                           result in expedited clearance of goods. 
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Customs Trade Partnership Against Terrorism (CTPAT).
                           
                         CTPAT was
                           formed in November 2001 and today has more than 11,400 certified
                           partners, including importers, carriers from all modes of
                           transportation, customs brokers, port authorities, and manufacturers, to
                           name a few. Its goal is to work with customs to protect the supply
                           chain, identify security gaps, and implement security measures and best
                           practices.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Advance Manifest Rule (AMR).
                           
                         This rule
                           requires most consolidators and ocean carriers to file cargo manifests
                           electronically with customs a minimum of 24 hours before cargo is loaded
                           on a vessel in a foreign port heading to the U.S.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Container Security Initiative (CSI).
                           
                         As defined
                           in the ASCM Supply Chain Dictionary,
                           the Container Security Initiative
                              (CSI) is “an agreement that allows U.S. customs agents in
                           foreign ports to identify and inspect high-risk containers prior to
                           their being loaded on a ship bound to a U.S. port.”
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Free and Secure Trade (FAST) program.
                           
                         FAST is a
                           joint program with Canada that streamlines the customs clearance process
                           along the shared border. Pre-qualified partners are eligible for
                           expedited processing.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Trade Act of 2002.
                           
                         This act
                           requires exporters to submit shipping documents no later than 24 hours
                           after cargo has been delivered to a marine terminal and at least 24
                           hours prior to the vessel’s departure.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Automated Export System (AES).
                           
                         AES is an
                           electronic reporting system for electronic export information (EEI),
                           which is the U.S. Census Bureau’s new term for the shippers’ export
                           declaration (SED) data that they use to compile trade statistics.
                        

                     
                     

                  
                  

               
               
               
               Agencies responsible for screening cargo need to
                  prevent the loading or unloading of questionable freight, but they also recognize
                  that screening measures increase transit time and cost, so they are working to
                  reduce delays while still providing the appropriate level of security.

               
               
               
               In the U.K., a safety and security declaration (SSD) is required in the form of an
                  exit summary declaration (EXS) for goods exported from the U.K., and an entry
                  summary declaration (ENS) for imports to the U.K. Border authorities use these
                  declarations to analyze the potential risk from goods crossing the U.K. border. The
                  carrier is required to submit these forms, but the shipper is responsible for
                  providing all of the relevant data to the carrier. The form must be submitted prior
                  to the arrival in port so the shipment can get a goods movement reference number
                  that is needed to pass through the port. Without it, the shipment is not allowed to
                  pass.

               
               
               
               Similarly, the IATA Consignment Security Declaration (CSD) provides regulators with
                  an audit trail of who secured the cargo, including how and when the cargo has been
                  secured along the supply chain, and including security related to its handling,
                  storage, and transportation. It also creates standards for cargo security
                  information exchange and archiving.

               
               
               
               The World Trade Organization is involved in
                  promoting controls and inspection in export by communicating standard information
                  to
                  firms, suppliers, carriers, customers, and other government agencies. ISO is
                  collaborating with the Strategic Council on Security Technology to develop a
                  technology platform, Smart and Secure Trade Lanes (SST), that will track containers
                  globally and ensure that there are chain-of-custody audit trails.

               
               
               
               Security is a very critical element of the supply chain. For air, IATA Air Cargo
                  Security measures aim to protect cargo not only from theft but also from using the
                  shipment as a way to smuggle illicit items such as bombs or drugs. For water, the
                  International Ship and Port Facility Security (ISPS) Code​ is used as an
                  international framework by governments, shippers, and port facilities to help them
                  prevent, detect, and assess security threats and incidents affecting ships or ports
                  involved in international trade.

               
               
               
               Security measures being implemented globally
                  include the credentialing of transportation workers who have access to ports,
                  initiatives to reduce the likelihood of vessels being overtaken by pirates, and a
                  proliferation of vehicle security tactics, including

               
               
               
               
                  
                  
                  	
                     
                     
                     Installation of vehicle
                        alarms, for example, to detect CO2
                        or breaking glass or to alert a driver to an intrusion

                     
                     

                  
                  
                  
                  	
                     
                     
                     Sensors embedded in
                        radio frequency identification tags to detect explosives

                     
                     

                  
                  
                  
                  	
                     
                     
                     Immobilization
                        equipment to prevent the vehicle from being driven away by an
                        intruder

                     
                     

                  
                  
                  
                  	
                     
                     
                     Minimization of
                        breakable glass in the vehicle and a visible registration number

                     
                     

                  
                  
                  
                  	
                     
                     
                     Precautions to ensure that vehicle keys are not stolen

                     
                     

                  
                  
                  
                  	
                     
                     
                     Parking trailers in
                        prearranged secure areas

                     
                     

                  
                  
                  
                  	
                     
                     
                     Traveling in a
                        multi-vehicle convoy when carrying high-value loads

                     
                     

                  
                  
                  
                  	
                     
                     
                     Upon arrival at the
                        destination, not allowing any other individual to move or take control of
                        the vehicle

                     
                     

                  
                  
                  
                  	
                     
                     
                     Installation of vehicle
                        tracking equipment that uses satellites or GPS-like technologies to provide
                        in-transit visibility, which can ensure that vehicles remain within their
                        specified “geo-fenced” route.

                     
                     

                  
                  

               
               
               
               Distribution centers are, by their very nature,
                  difficult to make secure. There should be controlled access to the facility. DCs
                  located in high crime areas should take precautions such as installing lighting and
                  tall perimeter fencing and prohibiting the stacking of pallets or other containers
                  next to the fence (which could create a climbable entry point for thieves).
                  Employees and security guards should have visible identification on them at all
                  times. Some facilities use security video, closed circuit television, and intruder
                  alarms.

               
               
               
               It’s expected that the next iteration of security
                  measures will use tampering-detection technology, extend the scope of trusted
                  partners, and increase tracking effectiveness and efficiency, such as by using
                  blockchain to reduce the risk of counterfeits entering the supply chain.

               
               

            
            

         
         
         
         
            
            
            Approaches of Different Countries

            
            
            
            
               
               
               Because most of the imports and exports to and from a
                  country are in the form of private party trade goods, governments wanting to increase
                  border
                  security and prevent terrorists from intrusion into supply chains have a choice: Subject
                  all
                  imports to additional security measures at enormous expense for the government and
                  with
                  lengthy delays to the movement of goods, or forge partnerships with organizations
                  and other
                  customs agencies to improve security. The primary benefit of a partnership for organizations
                  is that the customs process may be faster and smoother. The following are examples
                  of
                  security partnerships:

               
               
               
               
                  
                  
                  	
                     
                     
                     Authorized Economic Operator
                        (AEO) program—European Union

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs Trade Partnership
                        Against Terrorism (CTPAT)—U.S.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Partners in Protection
                        (PIP)—Canada

                     
                     

                  
                  
                  
                  	
                     
                     
                     Secure Trade Partnership
                        (STP)—Singapore

                     
                     

                  
                  
                  
                  	
                     
                     
                     AA rating for
                        customs—China

                     
                     

                  
                  

               
               
               
               Countries establish other security measures to balance
                  security against the free flow of goods, for example, in the U.S., the Fast and Secure
                  Trade
                  (FAST) program, the Container Security Initiative (CSI), and the Advanced Manifest
                  Regulations (AMR). For example, the FAST program, part of U.S. Customs and Border
                  Protection, facilitates the processing of manifests. For inbound or outbound freight
                  from
                  companies that are part of the FAST program, manifests are due at border crossings
                  30
                  minutes before arrival; for companies that are not part of FAST, manifests are due
                  one hour
                  before arrival.

               
               
               
               Consistency and safety in international shipping are
                  also improved by trade regulations handled by the World Customs Organization (WCO).
                  The WCO
                  is an independent intergovernmental body with a mission to enhance the effectiveness
                  and
                  efficiency of customs processes. The WCO represents over 180 customs administrations
                  across
                  the globe that collectively handle approximately 98 percent of world trade.

               
               
               
               Let’s look more closely at two of the security
                  partnership programs: AEO and CTPAT.

               
               
               
               
                  
                  AEO (European Union)

                  
                  
                  The Authorized Economic Operator program allows member states
                     of the European Union the right to grant AEO status to any person or organization
                     who
                     passes a thorough business audit and qualifies with EU rules regarding customs compliance
                     (i.e., has a proven record of customs compliance), commercial and transportation record
                     keeping, financial solvency, and security and safety standards (if applicable). Other
                     member states will recognize the status but might grant customs clearance simplification
                     measures only if the applicant meets their basic criteria. (They won’t redo the screening,
                     however.) Applicants fill out a self-assessment questionnaire, review a list of potential
                     risks and solutions, and make a security declaration.

                  
                  
                  There are three certificates an organization with AEO
                     status can receive:

                  
                  
                  
                     
                     	
                        
                        AEOC grants priority status
                           and customs simplifications, such as the following:

                        
                        
                        
                           
                           	
                              
                              No need to be reexamined
                                 to get customs simplifications available to non-AEO organizations (non-AEO
                                 organizations need to be examined each time); these include local clearance and
                                 simplified declaration, regular shipping services, proof of community status, and
                                 so on.

                              

                           
                           
                           	
                              
                              Fewer document and
                                 physical customs controls (other than security and safety controls).

                              

                           
                           
                           	
                              
                              Priority treatment if
                                 screened.

                              

                           
                           
                           	
                              
                              May be able to specify
                                 where the control will be performed.

                              

                           

                        

                     
                     
                     	
                        
                        AEOS grants security and
                           safety certification, including these benefits:

                        
                        
                        
                           
                           	
                              
                              Prior to arrival or departure of goods, customs may warn the
                                 organization of upcoming physical review so they can plan for it.

                              

                           
                           
                           	
                              
                              Shorter forms for
                                 entry/exit summary declarations.

                              

                           
                           
                           	
                              
                              Fewer security and safety
                                 documents or controls like inspections except in case of a specific threat, and
                                 status may still be taken positively into account.

                              

                           

                        

                     
                     
                     	
                        
                        AEOF grants both AEOC and
                           AEOS certificates.

                        

                     

                  
                  
                  AEO status holders also benefit from improved relations with
                     customs and other government authorities and other similar general benefits. Furthermore,
                     the EU has entered into mutual recognition agreements with China, Japan, Moldova,
                     Norway,
                     Switzerland, the U.S., and the UK (at the time of this writing), meaning that each
                     country
                     recognizes that the other’s similar program is well founded and duplication of security
                     and compliance controls is not needed.

                  
               
               
               
               
                  
                  CTPAT (U.S.)

                  
                  
                  CTPAT is a joint government-business endeavor for imports (not
                     exports) to increase the security of supply chains and U.S. borders. Initiated by
                     U.S.
                     Customs, CTPAT is based upon the idea that achieving the highest levels of security
                     requires cooperation between the U.S. government and supply chain participants such
                     as
                     importers, carriers, brokers, warehouse operators, and manufacturers. U.S. Customs
                     has
                     used CTPAT to establish mutual recognition security arrangements with New Zealand,
                     Canada,
                     Jordan, Japan, Korea, the EU, Taiwan, Israel, Mexico, Singapore, the Dominican Republic,
                     Peru, UK, India, Uruguay, Brazil, Guatemala, and Columbia (at the time of this
                     writing).

                  
                  
                  After voluntarily filling out a security profile questionnaire,
                     the participant agrees to get security controls up to CTPAT standards and then continually
                     improve them in the areas of procedural security, physical security, personnel security,
                     education and training, access controls, manifest procedures, and conveyance security.
                     In
                     exchange for these business investments, CTPAT usually provides participants with
                     fewer
                     inspections and less border time (legal language states that these are not guaranteed),
                     plus access to an account manager, monthly or bimonthly payment accounts, and a
                     CTPAT–certified providers list (for suppliers).

                  
                  
                  Noncompliant CTPAT participants may have their benefits
                     suspended or the participation canceled. Otherwise, CTPAT creates no new liabilities
                     beyond existing trade laws and regulations.

                  
               
               

            
            

         
         
         
         
            
            
            Labor Safety and Equipment/Vehicle Standards

            
            
            
            
               
               
               In any given year, there are many times more accidents involving road vehicles than
                  for any other mode of transportation. The accidents of other modes tend to be much
                  more rare but may be much more severe. Accidents such as the containership Dali
                  destroying Baltimore’s Key Bridge in the U.S. in 2024 result in extensive reviews
                  (in this case by the U.S. National Transportation Safety Board and a criminal
                  investigation by the FBI), and can often result in new or updated safety standards.
                  There are numerous standards for air, rail, water and other modalities to ensure
                  safety, but here we will focus on road safety.

               
               
               
               
                  
                  Labor Safety

                  
                  
                  
                  
                  The European Commission Mobility and Transport website
                     ranks driver fatigue and speeding as the top causes of accidents involving
                     commercial vehicles. With an estimated 20 percent of crashes of heavy commercial
                     vehicles being attributed to driver fatigue, the EU has set a maximum time at
                     the wheel for professional drivers who cross one or more borders between EU
                     countries. For more information, visit the Additional Resources.

                  
                  
                  
                  In the U.S., the Federal Motor Carrier Safety
                     Administration is the umbrella organization that regulates carriers. In 2010,
                     the Compliance, Safety and Accountability Act (CSA) went into effect. It
                     pertains to carriers with vehicles weighing 10,000 pounds or more that are
                     involved in interstate commerce or that transport hazardous materials between
                     states. Each carrier’s safety violations are examined in terms of their
                     statistical likelihood of causing accidents. Factors that are measured include
                     unsafe driving, crash history, hours of service, physical fitness of driver, use
                     of alcohol or controlled substances, maintenance of vehicle, and cargo
                     information. Ratings on each factor range from 1 to 10, with 10 being the most
                     serious. The carriers are then grouped into percentiles based on their scores.
                     The lower the percentile, the better the overall safety record of the
                     carrier.

                  
                  
               
               
               
               
                  
                  Equipment/Vehicle Standards

                  
                  
                  
                  
                  Standards to improve the safety of equipment and vehicles include electronic
                     logging devices (ELDs), which improve safety by helping to enforce hours of
                     service requirements so drivers are not driving fatigued. ELDs can also monitor
                     driver speed. There are also systems that monitor a driver’s face and emit a
                     warning if the driver’s eyes shut or head droops. These can be cameras facing
                     the driver or wearable technology such as glasses that measure eye blinking or
                     shut eyes. Additional safety measures for equipment or vehicles include
                     automatic emergency braking systems, collision warning systems, lane-keeping
                     assistance, blind-spot detection, and automated headlights or windshield wipers.
                     These technologies can significantly reduce accidents involving rear-ending as
                     well as the severity of accidents that occur. Autopilot or autonomous
                     transportation are also ways to improve equipment/vehicle safety.

                  
                  
               
               

            
            

         
         
         
         
            
            
            Dangerous Goods (Hazmat)

            
            
            
            
               
               
               The term dangerous goods is a specific UN classification for material transport and
                  storage. Another name for dangerous goods is hazardous materials (hazmat), and it
                  is
                  often listed as dangerous goods (hazmat). According to the ASCM Supply Chain Dictionary,
                  hazardous materials are defined as

               
               
               
               
                  
                  any material that a country’s relevant government
                     agency has classified as a risk to human, animal, or environmental health or to
                     property—either on its own or due to interaction with other elements. A
                     government’s transportation authority may allow transportation only when proper
                     permits and safety precautions are implemented. Similarly, a government may
                     regulate or supervise hazardous material disposal. Categories include
                     explosives, flammable or corrosive liquids or gases, biohazards, and radioactive
                     materials.

                  

               
               
               
               The International Air Transport Association’s (IATA’s) Dangerous Goods
                     Regulations manual defines dangerous goods as those “articles or substances
                  which are capable of posing a risk to health, safety, property, or the environment.”
                  Note that this includes not only transportation assets, but also persons, property,
                  or a part of the environment harmed in an area of an incident. The International
                  Maritime Dangerous Goods (IMDG) Code defines dangerous goods as “the substances,
                  materials and articles covered by the IMDG Code.” According to the U.S. Department
                  of Transportation, items or goods are called dangerous goods (hazmat) when they are
                  “capable of posing an unreasonable risk when transported in commerce to health, to
                  safety, and to property.”

               
               
               
               
                  
                  UN Model Regulations

                  
                  
                  
                  
                  The UN publishes and regularly revises a two-volume set of Recommendations on
                        the Transport of Dangerous Goods: Model Regulations. UN Model
                     Regulations are used by governments for crafting related legislation, except for
                     dangerous goods transported by the water modality, which has well-developed
                     standards of its own. The goal of these recommendations is to prevent, to the
                     degree possible, accidents to persons, property, transported goods, the means of
                     transport, and the environment while still keeping transport feasible. Here is a
                     summary of what is presented in these model regulations:

                  
                  
                  
                  
                     
                     	
                        
                        
                        General provisions. For example, there are exemptions for dangerous goods
                           required for propulsion, required equipment such as fire extinguishers,
                           or goods packaged for retail sale and carried by the consumer. While
                           most dangerous goods are not permitted in the mail, some exceptions are
                           listed. Dangerous goods forbidden from transport include, “any substance
                           or article, which as presented for transport, is liable to explode,
                           dangerously react, produce a flame or dangerous evolution of heat or
                           dangerous emission of toxic, corrosive or flammable gasses or vapors
                           under normal conditions of transport.”

                        
                        

                     
                     
                     	
                        
                        
                        A set of definitions such as defining a cargo aircraft versus a passenger
                           aircraft plus units of measurement.

                        
                        

                     
                     
                     	
                        
                        
                        A discussion of training requirements that use the term “shall” to
                           indicate training is not optional. Training needs to be specific to the
                           hazard class and division and be appropriate to the person’s
                           responsibilities. Training categories include how to pack, label,
                           prepare documents, accept consignments, handle materials, and transport
                           dangerous goods. Knowledge of compatibility and segregation requirements
                           is needed. Safety training is needed on both avoidance and response. All
                           employees moving or handling dangerous goods must be periodically
                           trained and officially certified in proper handling procedures. Record
                           keeping is required.

                        
                        

                     
                     
                     	
                        
                        
                        Security provisions and related security training is addressed, with
                           emphasis on high consequence dangerous goods.

                        
                        

                     
                     
                     	
                        
                        
                        There are specific discussions for each of the nine hazard classes along
                           with requirements for packing, loading, unloading, compatibility groups,
                           how to list the materials in documentation, and so on. It contains
                           flowcharts to help guide proper classification.

                        
                        

                     

                  
                  
               
               
               
               
                  
                  Transport Mode Regulators

                  
                  
                  
                  
                  Due to the potential threat of hazardous
                     materials, there are numerous regulations impacting their movement and handling.
                     There are a number of international bodies that exist to regulate various
                     transportation modes:

                  
                  
                  
                  
                     
                     	
                        
                        
                        By road, the European Agreement
                              Concerning the International Carriage of Dangerous Goods by Road
                              (ADR) may apply. It is applicable in the EU and 23 other
                           countries, including Russia, Ukraine, Turkey, and Nigeria. 

                        
                        

                     
                     
                     	
                        
                        
                        By rail, the International Carriage
                              of Dangerous Goods by Rail (RID) may apply, which is maintained
                           by the Intergovernmental Organisation for International Carriage by
                           Rail. It is incorporated into EU law and in parts of the Middle East and
                           Africa. It has 50 member states including Russia and the UK. 

                        
                        

                     
                     
                     	
                        
                        
                        If they are being sent by seagoing
                           vessels, the International Maritime Dangerous Goods (IMDG) Code applies.
                           The IMDG Code was incorporated into the Safety of Life at Sea Convention
                           (SOLAS), and compliance is mandatory for all countries that were party
                           to this 1974 convention. The code is widely accepted. 

                        
                        

                     
                     
                     	
                        
                        
                        If by inland waterways, the European Agreement Concerning the
                              International Carriage of Dangerous Goods by Inland Waterways
                              (ADN) may apply.

                        
                        

                     
                     
                     	
                        
                        
                        The International Air Transport
                           Association (IATA) regulates air shipments and publishes the IATA
                              Dangerous Goods Regulations. This manual provides the details on
                           what can be shipped by cargo aircraft only, by either cargo aircraft or
                           by passenger aircraft, or are prohibited from any commercial flight. In
                           addition, regulations of the International Civil Aviation Organization
                           may also apply.

                        
                        

                     

                  
                  
                  
                  The international regulatory authority may not
                     be accepted or may be superseded by a nation’s regulations. In addition to
                     following any applicable international requirements, the shipper must abide by
                     the requirements of domestic regulatory agencies from both the exporter’s and
                     importer’s countries. For example, if goods are being shipped by U.S. rail, the
                     Federal Railroad Administration applies. For U.S. road, the U.S. Code of Federal
                     Regulations, Title 49 (also known as 49CFR), applies. This regulation mainly
                     follows the UN model regulations but may have additions or exceptions. For
                     example, an additional hazard type included in 49CFR is material transported at
                     an elevated temperature. Similarly, Canada, China, Japan, and other nations have
                     their own dangerous goods regulations. There may be additional national,
                     regional, state, or municipality laws that further complicate the movement of
                     these materials. 

                  
                  
                  
                  Organizations engaged in international trade
                     will need the expertise of specialist staff or service providers to navigate
                     these complexities. Organizations often adopt the position of simply following
                     the most stringent regulations that apply.

                  
                  
               
               
               
               
                  
                  Hazard Classes

                  
                  
                  
                  
                  The United Nations’ Globally Harmonized System
                     of Classification and Labeling of Chemicals (GHS) was adopted in 2002. A safety
                     data sheet (SDS) for each chemical is developed that lists useful information
                     on, for example, first aid, accidental release, transport, regulations,
                     toxicology, and ecology. Revised every two years, GHS labels provide three vital
                     pieces of information: a graphic pictogram, a signal word like “danger,” and a
                     hazard statement. Most of the major countries in the world now use it. For
                     example, it has been adopted in EU law as the CLP Regulation and in the U.S. as
                     part of the OSHA standards.

                  
                  
                  
                  Exhibit 7-5 itemizes dangerous goods and their nine hazard class GHS
                     classifications. This is a global standard. Both the packaging, any overpack,
                     and the container or vehicle transporting the materials must have the proper
                     signs/labels. The pictogram plus the hazard class number (and division if
                     applicable) are required. Words on the sign are optional except that radioactive
                     materials must have “radioactive” on the label.

                  
                  
                  
                  
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              Exhibit 7-5: Dangerous Goods (Hazmat) Classes
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Class

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Dangerous
                                          Goods (Hazmat)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Divisions
                                          (if any) and Other Notes

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       1

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Explosives (sign: orange; explosives pictogram
                                             for 1.1, 1.2, and 1.3 only; 1.4, 1.5., and 1.6
                                             list number)

                                       [image: ../images/CLTDgraphic25-18b_Explosives.png][image: ../images/CLTDgraphic25-18b_1.4.png]
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Division 1.1: Mass explosion risk. Restricted
                                                on commercial aircraft: need military
                                                transport.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 1.2: Projectile hazard. Some
                                                compatibility groups allowed on commercial
                                                aircraft only, rest are prohibited.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 1.3: Minor explosion risk. Some
                                                compatibility groups allowed on commercial
                                                aircraft only, rest are prohibited.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 1.4: Small hazard in event of
                                                explosion (e.g., small fireworks). Only
                                                compatibility group S (accidental functioning
                                                confined to package) are allowed on commercial
                                                flights.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 1.5: Mass explosion risk but
                                                insensitive (unlikely to detonate even if on
                                                fire). Main one is ammonium nitrate-fuel oil.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 1.6: No mass explosion risk and
                                                insensitive.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       2

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Compressed gases (sign: red for 2.1, green for
                                             2.2 but yellow if oxidizer, white for 2.3)
                                             

                                       [image: ../images/CLTDgraphic25-18b_FlammableGas.png][image: ../images/CLTDgraphic25-18b_Non-Toxic.png][image: ../images/CLTDgraphic25-18b_PoisonGas.png]

                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Division 2.1: Flammable gas. Includes aerosols
                                                with flammable compressed-gas propellent.
                                                Prohibited on aircraft with some rare exceptions.
                                                

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 2.2: Nonflammable, nontoxic gas. If an
                                                oxidizer (e.g., oxygen), it gets the oxidizer
                                                class too and most likely cannot be shipped by
                                                aircraft.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 2.3: Toxic gas. Surface transport
                                                only.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       3

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Flammable liquids (sign: red)

                                       [image: ../images/CLTDgraphic25-18b_FlammableLiquid.png]
                                    
                                    
                                    	
                                       
                                       
                                       Has no
                                          divisions, but the specific name of the liquid,
                                          e.g., gasoline/petrol, may be on the hazard
                                          sign.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       4

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Flammable solids (sign: red and white stripes for
                                             4.1, white top and red bottom for 4.2, blue for
                                             4.3)

                                       [image: ../images/CLTDgraphic25-18b_FlammableSolid.png][image: ../images/CLTDgraphic25-18b_SpontaneousCombust.png][image: ../images/CLTDgraphic25-18b_DangerousWet.png]

                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Division 4.1: Flammable solids such as sulfur or
                                                matches.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 4.2: Spontaneously combustible solids
                                                such as charcoal or powdered metals.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 4.3: Substance that becomes
                                                spontaneously flammable or emits flammable gas in
                                                contact with water (e.g., lithium).

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       5

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Oxidizers (sign: yellow for 5.1, red top and
                                             yellow bottom for 5.2)

                                       [image: ../images/CLTDgraphic25-18b_Oxidizers.png][image: ../images/CLTDgraphic25-18b_OrganicPeroxides.png]
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Division 5.1: Oxidizers such as hydrogen
                                                peroxide.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 5.2: Organic peroxides, which are
                                                organic compounds with both carbon (fuel) and
                                                oxygen (oxidizer).

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       6

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Toxic substances (sign: white with ! for acutely
                                             toxic (harmful), skull and crossbones for acutely
                                             toxic (severe), or white with biohazard pictogram
                                             for infectious substances)

                                       [image: ../images/CLTDgraphic25-18b_Poison.png][image: ../images/CLTDgraphic25-18b_InfectiousSubstance.png]
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Division 6.1: Toxic substance such as chlorine,
                                                chlorine derivatives, or nicotine usually shipped
                                                in industrial volumes.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Division 6.2: Infectious substances, viruses,
                                                bacteria, and human specimens with a biological
                                                hazard, usually as small quantity shipments.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       7

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Radioactive material (sign: all white for level I
                                             and yellow top and white bottom for levels II or
                                             III)

                                       [image: ../images/CLTDgraphic25-18b_Radioactive.png]
                                    
                                    
                                    	
                                       
                                       
                                       No
                                          divisions but levels include I for low-level
                                          radiation and II and III for higher levels. Fissile
                                          material (capable of sustaining a nuclear reaction)
                                          is marked as such with the critical amount listed on
                                          label.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       8

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Corrosive substances (sign: white top and black
                                             bottom)

                                       [image: ../images/CLTDgraphic25-18b_Corrosive.png]
                                    
                                    
                                    	
                                       
                                       
                                       No
                                          divisions. For example, sulfuric acid.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       9

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Miscellaneous dangerous goods (sign: black and
                                             white stripes on top; white on
                                             bottom)

                                       [image: ../images/CLTDgraphic25-18b_MiscDangerous.png]
                                    
                                    
                                    	
                                       
                                       
                                       No
                                          divisions. Catchall for all other hazards. For
                                          example, batteries or pepper spray.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  Exhibit 7-6 shows a pictogram for carcinogens, respiratory
                     sensitizers, reproductive toxicity, target organ toxicity, mutagenicity, or
                     aspiration toxicity. This could be used for a compressed gas or toxic
                     substance.

                  
                  
                  
                  
                     Exhibit 7-6: Health Hazard Pictogram[image: A red diamond-shaped border containing the silhouette of a person with an explosion-like pattern on the chest area.]
                  
                  
                  
                  There is also a pictogram for marine pollutants as shown in Exhibit 7-7 that can be added in addition to any of the applicable
                     mandatory labels above. 

                  
                  
                  
                  
                     Exhibit 7-7: Marine Pollutant Pictograph[image: A red diamond-shaped border containing an image of a dead tree and a dead fish.]
                  
                  
                  
                  Handling label(s) should be used when the hazard class alone cannot provide
                     sufficient information. For example, this includes a “for cargo aircraft only”
                     square label, a label that indicates required package orientation, or a label
                     indicating to keep away from heat.

                  
                  
               
               
               
               
                  
                  Degree of Hazard and Packaging

                  
                  
                  
                  
                  In addition to the hazard class and any applicable divisions, dangerous goods are
                     further classified into one of three degrees of hazard levels to designate how
                     the materials need to be prepared for transportation. These are packing groups
                     I, II, and III. Packing group I is the highest degree of hazard to workers and
                     emergency responders, and III is the lowest. The groups are based on the UN
                     Model Regulations and have different criteria depending on the hazard class.

                  
                  
                  
                  For flammable liquids, packing group I is based on the boiling point (BP) of the
                     liquid and is set at less than or equal to 35℃ (95℉). For groups II and III, it
                     is based on the flash point (FP): for II it is less than or equal to 23℃ (73℉),
                     and for III, it is greater than or equal to this temperature.

                  
                  
                  
                  There are additional similar hazard criteria for oral toxic materials and dermal
                     toxic materials based on the lethal dose levels in lab rats. For corrosive
                     materials, it is based on the necessary exposure time for irreversible damage to
                     intact skin.

                  
                  
                  
                  Packaging for dangerous goods involves starting with the hazard class and degree
                     of hazard, then referring to the applicable mode’s transportation regulations.
                     Bulk packaging will need to follow different regulations than smaller unit-size
                     packaging. Bulk packaging for dangerous goods is defined as greater than 450
                     liters (119 gallons) for liquids, greater than 400 kilograms (882 pounds) for
                     solids, or greater than the equivalent of 454 kilograms (1,000 pounds) of water
                     for gasses (i.e., the weight of the water that would fit into the gas
                     container). Non-bulk packaging includes metallic, polymer, or composite drums or
                     smaller containers. Drums can be packaged together using an overpack (materials
                     used to create a pallet-sized shipping unit containing several drums).

                  
                  
               
               
               
               
                  
                  Dangerous Goods Documentation

                  
                  
                  
                  
                  Dangerous goods need to be labeled with their 4-digit UN Code and Proper Shipping
                     Name on the exterior of packaging and in the shipping papers. The 4-digit UN
                     Code is from the UN’s Dangerous Goods List, which is a regularly updated list of
                     commonly transported dangerous goods. The UN Code may also be called a dangerous
                     goods identification or classification number. This UN Code is highly valuable
                     to logistics professionals because looking up this number will provide detailed
                     information on labeling, handling, and packing requirements, special packing
                     provisions, limitations on quantities by transportation mode, and information on
                     any secondary hazards (e.g., flammable gas that is also corrosive). The proper
                     name for a dangerous good follows the Globally Harmonized System of
                        Classification and Labeling of Chemicals (GHS). The common name for the
                     item cannot be used as a substitute (e.g., potassium nitrate, not saltpeter). A
                     label such as petroleum distillate, N.O.S. (not otherwise specified), is
                     sometimes used when the common name is more precise than the Proper Shipping
                     Name (for example if this were coal-tar napha). This is fairly straightforward
                     for raw materials, but proprietary or complex chemicals may need to be described
                     using their technical name, or if not possible, by their end-use name such as
                     fuel stabilizer.

                  
                  
                  
                  
                  Dangerous goods shipping papers also include a description of the product; its
                     hazard class; its packing group; the quantity of material per container; a
                     description of the container; and a signed statement from a responsible
                     (liable), trained employee indicating that the goods have been properly
                     described and packaged. The name and address of the shipper and freight
                     forwarder/consignee (if any) must also be provided for air shipments and in some
                     other cases. There should also be an emergency response contact number with
                     24-hour responsiveness from a person who has current knowledge of the shipment.
                     Even if the other documentation such as the bill of lading is electronic (e.g.,
                     for a documentary collection), the dangerous goods documentation must accompany
                     the shipment to enable proper handling and proper segregation from other
                     dangerous goods. 

                  
                  
                  
                  In addition, a hazardous goods manifest (a document that solely lists out
                     hazardous goods in the payload) may be needed for multi-stop deliveries where
                     different bills of lading contain hazardous materials or dangerous goods. Air
                     transport will require a Shipper’s Declaration for Dangerous Goods and a
                     specific callout on the air waybill of the presence of dangerous goods. Other
                     modes have similar declarations.

                  
                  
               
               
               
               
                  
                  Safety Data Sheets (SDS)

                  
                  
                  
                  
                  The ASCM Supply Chain Dictionary defines safety data sheet
                        (SDS) as

                  
                  
                  
                  
                     
                     a document that is part of the materials information system and accompanies
                        the product. It was formerly referred to as the manufacturing safety data
                        sheet. The document is prepared by the manufacturer and provides information
                        regarding the safety and chemical properties to downstream users and, if
                        necessary, regarding the long-term storage, handling, and disposal of the
                        product. Among other factors, the SDS describes: the hazardous components of
                        a product; how to treat leaks, spills, and fires; and how to treat improper
                        human contact with the product.

                     

                  
                  
                  
                  Despite a significant amount of standardization that has been adopted for SDSs,
                     various countries have differences in what needs to be disclosed and how it is
                     presented for reasons including:

                  
                  
                  
                  
                     
                     	
                        
                        
                        UN GHS standards have been through a number of revisions (editions), and
                           different countries choose to stay at earlier revisions for extended
                           periods. This can result in the same materials having different
                           classifications by country, for example.

                        
                        

                     
                     
                     	
                        
                        
                        Different countries may require different disclosures be made on safety
                           data sheets (SDSs) since the understanding of various dangerous goods
                           continues to evolve as research is done, but countries accept new
                           findings differently. For example, one country may consider a material
                           to be cancer causing while another may be silent on the issue. In
                           another example, the exposure cutoffs for a hazard may differ between
                           nations.

                        
                        

                     
                     
                     	
                        
                        
                        Each country’s unique transportation requirements need to be included on
                           the SDS.

                        
                        

                     

                  
                  
               
               
               
               
                  
                  IATA Dangerous Goods Regulation (DGR) for Air

                  
                  
                  
                  
                  The IATA Dangerous Goods Regulations (DGR) manual lists strict
                     requirements for all air cargo shipments (flights both with and without
                     passengers). DGR are updated annually so be sure to refer to the latest version.
                     Due to the vulnerable nature of a pressurized aircraft, the list of what
                     dangerous goods are forbidden or restricted is broader for aircraft than for the
                     other modalities. 

                  
                  
                  
                  When wanting to ship dangerous goods by air, the first thing is to determine if
                     the cargo can be transported by air between the two specific airports in
                     question, and if so, what are the requirements for the aircraft type and carrier
                     that can be used. The DGR manual lists the classes and subclasses of dangerous
                     goods cargo that are permissible, restricted, or forbidden on commercial
                     aircraft. Regulations for specific airports and carriers requires research
                     outside of the IATA DGR. 

                  
                  
                  
                  The DGR manual indicates which dangerous goods can be transported on either
                     commercial flights or cargo flights. Some dangerous goods are forbidden on
                     commercial passenger flights but can still travel on air cargo only flights, in
                     which case, the packages must be labeled as follows: Cargo aircraft only (CAO).
                     Many other dangerous goods are forbidden on any commercial aircraft. 

                  
                  
                  
                  The DGR manual has another way of limiting risk: limited quantities (LQ). Some
                     dangerous goods become permissible to ship by CAO or have fewer regulatory
                     requirements when they are shipped in limited quantities. The DGR has specifics
                     on these allowable limits. Dangerous goods that are permitted in limited
                     quantities will have specific safety requirements and still need all of the
                     required labeling and documentation for the particular dangerous goods
                     class(es). 

                  
                  
                  
                  Many shippers are surprised to discover that some seemingly benign cargo is in
                     fact a dangerous good for the air modality. Examples include dry ice, batteries,
                     compressed air such as for SCUBA diving, vaccines, or medical test kits with
                     biohazard potential.

                  
                  
                  
                  IATA regulations differ by the specific 4-digit UN Code, aircraft, carrier, and
                     airport. 

                  
                  
                  
                  Computers, smartphones, tablets, and other
                     devices powered by batteries are subject to various restrictions, depending on
                     the device and the airline. Certain batteries (for example, lithium batteries)
                     may require airline approval because the batteries may spontaneously combust
                     during flight. Shippers must contact the air carrier for guidelines covering the
                     transport of batteries or battery-operated freight.

                  
                  
                  
                  Adhering to all IATA, outgoing airport, incoming airport, and carrier
                     requirements is very complex and requires expert involvement. The main risk is
                     that if dangerous goods are not correctly declared, the goods may not move and
                     are subject to be destroyed at your cost.

                  
                  
               
               
               
               
                  
                  IMDG Code for Sea

                  
                  
                  
                  
                  The International Maritime Organization (IMO) regulates sea shipments of
                     dangerous goods (hazmat). IMO publishes the International Maritime Dangerous
                     Goods (IMDG) Code, which governs dangerous and hazardous cargo shipment
                     packaging and labeling and provides guidance on expected implementation of
                     emergency responses. It has been widely adopted by government regulations and so
                     is the de facto standard for sea shipments. Dangerous goods shipments
                     must also meet domestic requirements. The IMDG Code is updated every two years,
                     but during the first year of an update, shippers have the option to use the
                     rules from the prior update. It consists of two large volumes plus supplements
                     for additional information. 

                  
                  
                  
               
               
               
               
                  
                  Segregation Rules

                  
                  
                  
                  
                  Segregation charts exist for the IMDG Code, for IATA air modality shipping, for
                     the U.S. DOT, and so on. The charts list the dangerous goods categories along
                     the rows and the columns, creating a grid with spaces indicating what rules
                     apply for the transport or storage of these materials. Here are some general
                     principles of dangerous goods segregation:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Dangerous goods in the same class usually can be stored together unless
                           doing so would risk dangerous chemical reactions.

                        
                        

                     
                     
                     	
                        
                        
                        Strong acids are segregated from strong alkali.

                        
                        

                     
                     
                     	
                        
                        
                        Class 4.3 materials become spontaneously flammable or emit flammable gas
                           in contact with water, so segregate them from all materials containing
                           water, even if they are not dangerous goods.

                        
                        

                     
                     
                     	
                        
                        
                        Class 5.2 organic peroxides and class 4.2 highly pyrophoric materials are
                           highly reactive and should be stored in different facilities that are
                           detached from each other.

                        
                        

                     
                     
                     	
                        
                        
                        Segregate class 6.1 toxic substances from any food or feed products.

                        
                        

                     
                     
                     	
                        
                        
                        Class 1.1 and 1.2 explosives, class 6.2 infectious substances, class 7
                           radioactive substances, and class 9 dangerous goods should be segregated
                           from all other dangerous goods.

                        
                        

                     

                  
                  
                  
                  For cargo shipped by sea, the shipper must
                     follow the IMDG Code. If the shipment is containerized, it is stored on deck
                     rather than under deck. Segregation types under the IMDG Code include:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Can co-load the given IMO classes into one container after referring to
                           and complying with all individual schedules for particular
                           requirements.

                        
                        

                     
                     
                     	
                        
                        
                        Cannot co-load the given IMO classes into one container, and one of the
                           following additional segregation rules for vessel storage will
                           apply:

                        
                        
                        
                        
                           
                           	
                              
                              
                              “Away from”

                              
                              

                           
                           
                           	
                              
                              
                              “Separated from”

                              
                              

                           
                           
                           	
                              
                              
                              “Separated by a complete compartment or hold from”

                              
                              

                           
                           
                           	
                              
                              
                              “Separated longitudinally by an intervening complete compartment
                                 or holding area”

                              
                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        IMO Class 1 cannot be loaded on the same vessel with... [there is a list
                           of IMO classes by UN number for items that cannot be on the same
                           vessel].

                        
                        

                     

                  
                  
                  
                  In another example, here are restriction types for the U.S. DOT (paraphrased for
                     brevity):

                  
                  
                  
                  
                     
                     	
                        
                        
                        No restrictions apply

                        
                        

                     
                     
                     	
                        
                        
                        Materials may not be loaded, transported, or stored together in the same
                           transport vehicle or storage facility

                        
                        

                     
                     
                     	
                        
                        
                        Materials must be segregated in a way that leakage would not result in
                           commingling (typically this means greater than or equal to three
                           meters), but nevertheless corrosive materials cannot be loaded above or
                           adjacent to flammable or oxidizing materials with some exceptions for
                           mixtures that would not cause a fire or dangerous evolution of heat or
                           gas

                        
                        

                     
                     
                     	
                        
                        
                        Explosives are subject to additional segregation rules based on their
                           compatibility groups. An exception is that ammonium nitrate and ammonium
                           nitrate fertilizer may be stored with Division 1.1 explosives or
                           Division 1.5 blasting agents.

                        
                        

                     

                  
                  
               
               
               
               
                  
                  Training Requirements

                  
                  
                  
                  
                  International agencies and nations have regulations on dangerous goods training. 

                  
                  
                  
                  The IATA requires employees involved in the transport of dangerous goods to renew
                     their training every two years. While there is no mandate for IMDG Code
                     training, each country usually does mandate training. Fines or jail time for
                     noncompliance are determined by the regulations in place in each country in
                     which the violation occurred, but they can be quite significant. Note also that
                     many ocean carriers require evidence of training within the last two years,
                     which may be a more stringent training renewal requirement than a country’s laws
                     require.

                  
                  
                  
                  For example, the U.S. Department of Transportation mandates training every three
                     years. Anyone who has any degree of involvement with dangerous goods regardless
                     of employment type must be trained by first working under the direct supervision
                     of a trained employee and then completing the training within 90 days of
                     hire.

                  
                  
                  
                  It should be obvious that formal training on dangerous goods needs to be
                     complete, comprehensive, and properly incorporated into actual practice by
                     learners. Organizations should consider finding outsourced training if they do
                     not have this in-house capability.

                  
                  
               
               

            
            

         
         
   
      
         
         
         
         Section C: Facilitate Export/Import, Customs Clearing, and
            Documentation

         
         
         
         
            
            
            
               After completing this section, students will be able
                  to
               

            
            
            
            
               
               
               	
                  
                  
                  Describe the process steps in exporting and
                     importing international shipments

                  
                  

               
               
               
               	
                  
                  
                  Explain the different types of invoices and
                     their appropriate uses

                  
                  

               
               
               
               	
                  
                  
                  Explain the use of the various import and
                     export documents

                  
                  

               
               
               
               	
                  
                  
                  Understand the transportation-related
                     documents that are required

                  
                  

               
               
               
               	
                  
                  
                  Explain various ways companies become
                     involved in international trade

                  
                  

               
               
               
               	
                  
                  
                  Enumerate the steps in the customs clearance
                     process

                  
                  

               
               
               
               	
                  
                  
                  Explain transfer pricing and how it impacts
                     an organization’s tax liability.

                  
                  

               
               

            
            
            
            Some common transportation documents like bills of
               lading are discussed elsewhere. This area focuses on the development of export or
               import
               processes plus documents for international shipments and customs requirements for
               imports and exports. After introducing methods of entering global markets, the basic
               import/export process is described. Most of the remaining topics present various
               categories of international shipping documents. The final topic addresses the customs
               clearing process, including the Harmonized System of Classification, transfer pricing,
               and more.

            
            

         
         
         
         
   
      
         
         
         
         Consider Methods for Entering Global
            Markets

         
         
         
         
            
            
            Once a company decides to enter a global market, it must
               determine which method of entry to use. This strategic decision will obviously impact
               the
               number and type of facilities that will be needed in the market (from none to many),
               so it
               is one of the drivers of change.

            
            
            
            There are several market entry options for companies
               to choose from.

            
            

         
         
         
         
         
            
            
            Exporting

            
            
            
            
               
               
               Exporting is the most common means of becoming
                  involved in foreign trade—by selling domestically made products to other countries.
                  It can
                  be done either actively, where the company has made a strategic decision to sell abroad,
                  or
                  passively, where a company responds to an unsolicited order or casually and infrequently
                  sells goods to foreign markets.

               
               
               
               As indicated in Exhibit 7-8, this may involve a number of different parties who work for the firm selling
                  the goods.

               
               
               
               
                  Exhibit 7-8: Methods of Global Entry[image: This graphic illustrates various methods of entering global markets. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               
                  
                  
                  	
                     
                     
                     An agent is an individual or small firm located in the
                        target market area (or country) that sells the manufacturer’s products according to
                        the
                        company’s terms of sale. Agents do not buy the product they are selling but instead
                        arrange sales directly between the principal and customers. The agent earns a commission
                        on the sale after the customer has paid for the order. Note that according to David
                        in
                        International Logistics, if the agent is allowed to negotiate the details of
                        price, terms of trade, and other contract details, then some countries will treat
                        an
                        agent as a binding agent. In this case, the exporter might be considered to have a
                        permanent establishment in the country of import, which has major tax implications.
                        To
                        avoid this risk, the organization needs to do all such negotiations itself once the
                        agent finds a prospect.

                     
                     

                  
                  
                  
                  	
                     
                     
                     A distributor buys the manufacturer’s products to resell at
                        a profit. The distributor usually sets its own prices and negotiates terms with
                        customers. It typically carries an assortment of inventory and spare parts and provides
                        after-sale service. Distributors often sell products that directly compete with the
                        organization’s products. Inventory that does not sell is the distributor’s
                        responsibility.

                     
                     

                  
                  
                  
                  	
                     
                     
                     If an exporting firm wants more control, it may decide to
                        establish a marketing subsidiary, which is a foreign office staffed by exporting firm
                        employees who sell the services and goods in the foreign marketplace. A marketing
                        subsidiary is legally incorporated in the given country (permanent establishment)
                        and
                        becomes the importer of record (IOR). The marketing subsidiary registers in that country
                        as the organization’s authorized marketing entity. The pharmaceutical industry often
                        uses marketing subsidiaries, which since they are the IOR, assume the full liability
                        for
                        the drug/medicine use. All sales made by this entity to customers are considered
                        domestic sales and will therefore be simpler to manage. All profits earned by the
                        subsidiary are taxable by the importing country’s government. Transfer pricing is
                        used
                        to move goods between the subsidiary and organization. This method is often used when
                        significant growth is anticipated (major player in market).

                     
                     

                  
                  

               
               
               
               Of course the exporting firm also has the option to
                  sell its products or services using internet e-commerce. This is a very cost-effective
                  way
                  to gain global customers, who can shop 24/7 no matter which time zone they live in.

               
               

            
            

         
         
         
         
            
            
            Other Common Methods

            
            
            
            
               
               
               Other common methods of entry into global markets include licensing,
                  indirect exporting, joint ventures, and direct ownership and production abroad.

               
               
               
               
                  
                  Licensing

                  
                  
                  According to the ASCM Supply Chain Dictionary, licensing is “paying a fee for permission to manufacture
                     and sell a product created by another.” The licensor (the manufacturer) agrees to
                     allow a
                     foreign company (the licensee) to use its manufacturing process, patents, trademarks,
                     and
                     trade secrets to create their product. The licensor receives a fee or royalty when
                     products are sold. Franchising and management contracts are both forms of
                     licensing.

                  
               
               
               
               
                  
                  Indirect
                     Exporting

                  
                  
                  This method of entry is typically used by organizations
                     that prefer to focus on their domestic markets or don’t have the internal resources
                     to
                     market their products abroad. Export trading companies (ETCs) and export management
                     companies (EMCs) can assist in these efforts. The basic difference between an EMC
                     and an
                     ETC is that an ETC buys the goods from the organization and resells them (hopefully)
                     at a
                     profit while the EMC acts like an organization’s foreign sales department and operates
                     on
                     commission. 

                  
                  
                  
                  
                  ETCs are typically very large organizations with a presence in multiple countries.
                     Dealing with an ETC is essentially a domestic transaction. The Japanese term for ETCs
                     is
                     sogo shosha, a term that is relevant because the major ETCs are Mitsubishi,
                     Missui, Itochu, Marubeni, and Sumitomo. All were formed to handle Japan’s export needs
                     during the reconstruction period after World War II. Today they dominate the ETC business
                     and all are multinationals. Smaller ETCs tend to specialize. ETCs can leverage a great
                     deal of knowledge on buyers and sellers and find matchups to satisfy unmet needs.
                     However,
                     customers abroad are effectively the ETC’s customers, not the manufacturer’s customers.
                     

                  
                  
                  
                  EMCs are considered a type of agent and are typically small organizations located
                     in the
                     exporting country. Using an EMC is a great strategy for a novice exporter because
                     it acts
                     like the export department for you and their other clients. The EMC assumes all of
                     the
                     risks and complexities of the export transactions. They tend to specialize in one
                     country
                     and in one type of market. Organizations with successful exports sometimes acquire
                     the EMC
                     if they wish to grow the market since the EMC has the contacts and country-specific
                     expertise. 

                  
                  
                  There are also two ways in which firms can piggyback with
                     their suppliers in an indirect exporting arrangement:

                  
                  
                  
                     
                     	
                        
                        An exporter can ask one of its less established suppliers,
                           or another company making a complementary product, to sell the product in the foreign
                           market. Exhibit 7-9 shows
                           an example of an organization that establishes an overseas plant and then asks its
                           supplier to supply that plant as well. The supplier can be said to be piggybacking
                           on
                           their customer’s export arrangements.

                        

                     
                     
                     	
                        
                        A firm that has set up a
                           production facility in a foreign market can ask its suppliers to supply assembly
                           pieces and service customers needing spare parts. In essence, the suppliers end up
                           selling the product.

                        

                     

                  
                  
                  
                  
                     Exhibit 7-9: Piggybacking[image: This graphic explains the concept of piggybacking in international trade. Go to long description for more details.]
                  Go to long description.

                  
                  
               
               
               
               
                  
                  Joint
                     Ventures

                  
                  
                  The ASCM Supply Chain Dictionary defines a
                     joint venture as, “an agreement between two or more firms to risk equity
                     capital to attempt a specific business objective.” Once the organizations accomplish
                     the
                     specific business objective, such as a large construction project, the joint venture
                     ends.
                     When joint ventures are used to enter a foreign market, this can be done to minimize
                     foreign investment exposure, to offer a complimentary line of products between the
                     organizations, to help improve the international experience of a minority local partner
                     for ease of doing business, or to comply with partial local ownership requirements.
                     This
                     last reason is less common due to some very large organizations resisting this form
                     of
                     government intrusion, and many countries have backed away from local ownership
                     requirements. Joint ventures can also fail because strategic changes in each organization
                     may lead to conflict.

                  
               
               
               
               
                  
                  Direct
                     Ownership and Production Abroad

                  
                  
                  A firm may
                     decide that it’s in its best interests to own a manufacturing facility, either by
                     building
                     a new one, which will be a very lengthy and involved process requiring government
                     permission, or by acquiring an already established foreign firm with existing distribution
                     channels and sales representatives. By owning its facility and having a team of employees,
                     the firm will have a higher level of control than with any of the other methods. The
                     costs
                     associated with this method can be quite high, and there’s significant risk in investing
                     in a foreign venture, including declining markets, devaluation, political changes
                     or
                     unrest, and nationalization.

                  
               
               
               
               
                  
                  Other
                     Global Trading Arrangements

                  
                  
                  Once the commitment has been made to participate in
                     international trade, other providers can help. One can outsource production abroad
                     to
                     avoid cost-prohibitive exporting of some goods, but the method of selling the goods
                     still
                     needs to be arranged in one of the ways discussed above. In another example, customs
                     brokers can manage and coordinate international trade practices and tariffs. They
                     can also
                     be an excellent source of information about cultural nuances, barriers, and requirements.
                     For instance, a South American company may not be familiar with the national holidays
                     in
                     the EU, and a shipment going to France may be delayed if it’s due to arrive on one
                     of
                     those days. Some carriers are used to getting answers to their questions regarding
                     a
                     shipment quickly. However, some countries and cultures don’t operate that way, and
                     it may
                     take several additional days or weeks for a response or the requested activity to
                     take
                     place.

                  
               
               

            
            

         
         
   
      
         
         
         
         Understand
            the Import/Export Process and Invoice
            Types

         
         
         
         
            
            
            The
               import/export process is a complex, multi-step
               process. It uses various invoices, including
               commercial, pro forma, and consular invoices.

            
            

         
         
         
         
         
            
            
            Import/Export Process

            
            
            
            
               
               
               Exhibit 7-10 shows a simplified
                  export process flow. Note that a prerequisite to step 1 will be to obtain any statutory
                  licenses if any are required. Also, the customs export declaration will be made after
                  step 4
                  but before step 6. In most cases, there will also be an inspection process before
                  step
                  6.

               
               
               
               
                  Exhibit 7-10: Export Process[image: This graphic illustrates the export process flow, beginning with product inspection and ending with the verification of goods departing from the origin port, following a sequence of 12 steps. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               Organizations can use a
                  flowchart to help make key decisions on mode and carrier capabilities based on the
                  type of
                  cargo that will be shipped. Once you’ve made the mode selection, what does logistics
                  need to
                  do to prepare the cargo for shipping? The complex, multi-step process for shipping
                  cargo to
                  international destinations, outlined below, requires forethought and planning from
                  the
                  logistics group. (Note that “consignor” in the steps refers to either importing or
                  exporting
                  logistics personnel or their designated third parties, depending on who is initiating
                  and
                  managing the transaction.)

               
               
               
               
                  
                  
                  	
                     
                     
                     Consignor (shipper) books shipment with a freight forwarder
                        or carrier, usually two weeks in advance for ocean shipment, five days in advance
                        for
                        truck or air, and a day for rail.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Consignor prepares shipment for cargo ready date, including
                        any quality inspections. Most shipments are also inspected for customs at this point,
                        which is often within the warehouse where the goods are packed and loaded for export
                        and
                        the customs seal is added.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Consignor creates commercial invoice and packing list and
                        any other required documentation.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Ocean or air carrier creates
                              bill of lading (or sea waybill/air waybill); if an
                              LSP/3PL is used, they create a house bill of
                              lading.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Truck carrier creates
                              manifest.

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 If FCL: Dray picks up empty
                                    container or ships to consolidation
                                    facility.

                                 
                                 

                              
                              
                              
                              	
                                 
                                 
                                 If FCL or FTL: Shipper or
                                    consolidation facility loads and seals
                                    container/trailer.

                                 
                                 

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dray or trucker delivers shipment to port. For FCL, deliver
                        to Container Yard (CY). For LCL, deliver to Container Freight Station (CFS).

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Cross-border shipment will have
                              extra steps if carrier is not certified for travel
                              in both countries: they will terminate their load
                              in staging yard on one side.

                           
                           

                        
                        
                        
                        	
                           
                           
                           There is handoff for
                              cross-border driver to take shipment to staging
                              yard on other side.

                           
                           

                        
                        
                        
                        	
                           
                           
                           There is handoff to line-haul
                              driver.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs broker files and
                        obtains export clearance.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Shipment is loaded on vessel or
                        aircraft and tracking status updated to Confirmed
                        on Board (COB).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs broker collects documents and files entry for
                        import clearance. Most shipments will clear customs at wheels up or on water.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Delivery order or tender will
                        be issued to pick up freight.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cargo will be offloaded from
                        vessel or aircraft.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Cargo will be made available by
                              terminal once cargo is in location where it may be
                              picked up by trucker.

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 Terminal charges, including
                                    demurrage if container dwelled past the last free
                                    day, are paid, and original bill of lading
                                    documents, if required by shipper/vendor, are
                                    provided.

                                 
                                 

                              
                              
                              
                              	
                                 
                                 
                                 Some terminals require
                                    appointments. Dray dispatch will make
                                    appointment.

                                 
                                 

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dray tractor will pick up empty
                        chassis and then pick up container from
                        terminal.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Some carriers will pre-pull
                              container to their own yard to await delivery
                              appointment or open gate hours at
                              consignee.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dray or trucker will pick up
                        freight and deliver to “door” destination address,
                        either for live unload or drop in yard.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Gate or receiving personnel
                              will confirm seal number against
                              paperwork.

                           
                           

                        
                        
                        
                        	
                           
                           
                           If empty is available, dray
                              will pick up empty and return to
                              terminal.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Consignee will unload cargo and
                        notify dray company (or broker or third party that
                        manages dray provider) that container is
                        empty.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Items are systemically received
                              into inventory and processed for storage or
                              further distribution to hub or store or end
                              consumer.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dray will pick up empty
                        container and chassis (i.e., skeletal trailer) and
                        return it to terminal. If chassis is part of pool,
                        dray will return chassis.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Billing from carriers, customs,
                        inspectors, terminals, LSP/3PL, and supplier are
                        all cost-accounted and may be factored into landed
                        cost.

                     
                     

                  
                  

               
               
               
               Every
                  member of the logistics team should be well
                  acquainted with each of these steps in the
                  international cargo shipment process. It does
                  require a significant level of attention to
                  detail. No step can be overlooked. If there’s one
                  missed step, the shipment could be delayed or held
                  up in customs. Expensive fines could be imposed if
                  the cargo is inaccurately coded. The result: a
                  disappointed customer who may take their business
                  elsewhere and potentially a lost sale and lost
                  revenue.

               
               
               
               A key
                  aspect of this process is the set of documents
                  that must be completed accurately and thoroughly,
                  in a specific time frame, and provided to the
                  correct administrative entities. Documentation can
                  either derail or smoothly close a transaction or
                  shipment of goods to a buyer abroad.

               
               

            
            

         
         
         
         
            
            
            Invoice Types

            
            
            
            
               
               
               Invoice types include
                  commercial, pro forma, and consular.

               
               
               
               
                  
                  Commercial Invoice

                  
                  
                  Probably the most common and widely recognized document used by
                     companies around the globe is the commercial invoice. The ASCM Supply Chain Dictionary defines a commercial
                        invoice as

                  
                  
                  
                     
                     an official document indicating
                        the names of the seller and buyer, the product
                        being shipped, and its value. The document is
                        provided by the seller.

                     

                  
                  
                  The commercial invoice is sent with the shipment because customs
                     requires that the invoice must accompany the shipment. The payment terms may indicate
                     that
                     it should also be sent to the importer or the bank involved. Customs uses the commercial
                     invoice to determine the value of the goods and the amount of duties. Elements of
                     the
                     commercial invoice include

                  
                  
                  
                     
                     	
                        
                        
                        From: Consignor’s name, address, and tax ID number

                        
                        

                     
                     
                     	
                        
                        
                        Shipment details: Waybill number, shipment ID or tracking number, export date,
                           invoice number or purchase order number if applicable, Incoterms® used in the transaction (never use domestic or
                           non-traditional terms for international transactions), and export reason (e.g., sale,
                           repair)

                        
                        

                     
                     
                     	
                        
                        
                        Ship-to details: Consignee’s name, address, contact information, and tax ID
                           number

                        
                        

                     
                     
                     	
                        
                        
                        Sold-to details: Buyer’s name, address, contact information, and tax ID number

                        
                        

                     
                     
                     	
                        
                        
                        Units, description, classifications, and value: the quantity and unit of measure;
                           description of the goods specifying what is being shipped, its use, what it is made
                           from, and any part or serial numbers; its Harmonized System Number(s); country of
                           origin (COO) where it was manufactured/transformed/grown; and the price per unit and
                           total value

                        
                        

                     
                     
                     	
                        
                        
                        Other required disclosures: For example, information
                           on electronic export information (EEI) or an equivalent shipper’s export
                           declaration

                        
                        

                     
                     
                     	
                        
                        
                        Declaration statement: Used for licenses, license exemptions, and the organization’s
                           Export Control Classification Number (ECCN) or an equivalent for dual-use items

                        
                        

                     
                     
                     	
                        
                        
                        It always contains an exact description of the product(s), including
                           quantities/units, dimensions, weight, value, and the country of origin for accurate
                           tariff payment

                        
                        

                     
                     
                     	
                        
                        
                        Final cost or value: Currency used, invoice line total, discounts/rebates applied,
                           invoice subtotal, freight cost, insurance cost, other costs, total invoice amount,
                           total number of packages, and total shipment weight.

                        
                        

                     

                  
                  
                  
                  Also, the financial invoice is sent. This is the invoice
                     that should be paid. It may contain other requirements. The commercial invoice and
                     financial invoice should have matching quantities and prices. 

                  
               
               
               
               
                  
                  Pro
                     Forma Invoice

                  
                  
                  The ASCM Supply Chain Dictionary,
                     defines a pro forma invoice in part as

                  
                  
                  
                     
                     a quote provided by a seller/exporter prior to the delivery of
                        products or services, informing the buyer/importer of the price.

                     

                  
                  
                  
                  The purpose of a pro forma invoice is to avoid misunderstandings by providing the
                     preliminary terms of a purchase agreement after an order is placed but before a commercial
                     invoice is available. A pro forma invoice should have an expiration date after which
                     it is
                     no longer valid. In the past, it was used while the commercial invoice was in the
                     mail,
                     but electronic transmission makes this use case obsolete. 

                  
                  
                  
                  A commercial invoice will be required before the customs valuation process can be
                     completed. While a pro forma invoice can be used to obtain statutory licenses if the
                     commercial invoice is not yet available, the pro forma invoice needs to be replaced
                     within
                     180 days with a commercial invoice that states the same price and quantities (if the
                     terms
                     differ, the valuation will need to be redone).

                  
               
               
               
               
                  
                  Consular
                     Invoice

                  
                  
                  The ASCM Supply Chain Dictionary defines
                     a consular
                        invoice as

                  
                  
                  
                     
                     a special
                        invoice used for goods being sent to the
                        importer’s country. The importing country’s
                        consulate provides the stationery. The invoice is
                        written in the language of the importing country
                        and may require a government employee’s
                        signature.

                     

                  
                  
                  
                  A consular invoice is necessary when shipping to a small number of countries, most
                     of
                     which are in Latin America, plus New Zealand, Tanzania, and Nigeria. The purpose of
                     this
                     invoice is to speed up the process of determining importing country tariffs. It is
                     an
                     official record of the classification and value of the shipped cargo. It can help
                     expedite
                     the importing country’s inspection process. Since this document is considered a non-tariff
                     barrier to trade, most countries do not use consular invoices.

                  
               
               

            
            

         
         
   
      
         
         
         
         Differentiate between Various Import
            Documents

         
         
         
         
            
            
            Import documents serve several
               purposes:

            
            
            
            
               
               
               	
                  
                  
                  Ensuring that only quality products are
                     imported

                  
                  

               
               
               
               	
                  
                  
                  Calculating
                     the correct tariff classification and products’ value

                  
                  

               
               
               
               	
                  
                  
                  Protecting
                     the interests of local importers from dishonest exporters

                  
                  

               
               
               
               	
                  
                  
                  Limiting
                     the volume of certain commodity imports

                  
                  

               
               

            
            
            
            Such documents include statutory documents, such as import
               licenses, quotas, and declarations. Other import documentation includes certificates
               of origin, manufacture, inspection, free sale, insurance, and the carnet.

            
            

         
         
         
         
         
            
            
            Import Licenses, Quotas, and Declarations

            
            
            
            
               
               
               Statutory (mandatory) import documents
                  may include import licenses, import quotas, or import declarations.

               
               
               
               
                  
                  Import License

                  
                  
                  According to the ASCM Supply Chain Dictionary, the import license is

                  
                  
                  
                     
                     an
                        importing country’s government document that provides an importer
                        with the express authorization to import a particular product.

                     

                  
                  
                  
                  An import license is an important document because the import will not be allowed
                     into the country if it fails to get filed. It is the importer’s responsibility
                     to request this license if it is required. Some developing countries use them to
                     limit the import of luxury or nonessential goods when there is a need to spend
                     its limited supply of foreign currency on goods that would be more effective in
                     improving the country’s economy. A pro forma invoice may be needed to obtain an
                     import license.

                  
               
               
               
               
                  
                  Import Quotas

                  
                  
                  An import quota is a way for a nation to limit the quantity
                     imported of a specific commodity over a specific time period. See the nation’s
                     Harmonized Tariff Schedule or related legislation to determine if the import
                     quantity of a given commodity has restrictions.

                  
               
               
               
               
                  
                  Import Declarations

                  
                  
                  An importer or its agent will provide customs with declarations
                     of the type, quantity, and value of goods being imported. In addition to customs
                     declarations, there may be other declarations required for certain goods. For
                     example, the U.S. EPA requires a special import declaration form for vehicles
                     and engines.

                  
                  
                  
                  In the EU, the Single Administrative Document (SAD) is the form used by all
                     member states for import declarations. It identifies the parties involved;
                     customs-approved treatment such as release for free circulation, release for
                     consumption, temporary importation, or transit; data on the goods; means of
                     transport; countries of origin, export, and destination; Incoterms®
                     and financial information; a list of associated documents (such as import
                     licenses, certificates of inspection, commercial invoice, and so on); and
                     declarations of import taxes and method of payment.

                  
               
               

            
            

         
         
         
         
            
            
            Certificates for What, Who, and Where

            
            
            
            
               
               
               A certificate of analysis attests something about the
                  product (what), a certificate of manufacture attests something about the
                  organization that manufactured the product (who), and a certificate of origin
                  attests something about the location the product was made (where).

               
               
               
               
                  
                  Certificate of Analysis

                  
                  
                  
                  
                  The ASCM Supply
                        Chain Dictionary defines the certificate of
                        analysis as a document that is

                  
                  
                  
                  
                     
                     a certification of conformance to quality
                        standards or specifications for products or materials. It may include a list
                        or reference of analysis results and process information. It is often
                        required for material custody transfer.

                     

                  
                  
                  
                  A certificate of analysis can show quality levels and other manufacturing details
                     of a product, such as the purity level of agricultural products or the exact
                     alcohol content percentage in a bulk shipment of rubbing alcohol. An independent
                     laboratory, inspection organization, or government agency provides this
                     certificate. Independent testing organizations may need to be accredited.

                  
                  
               
               
               
               
                  
                  Certificate of Manufacture

                  
                  
                  
                  
                  As defined in the ASCM Supply Chain Dictionary, the certificate of manufacture

                  
                  
                  
                  
                     
                     attests that the goods were manufactured in
                        the exporter’s country. It is provided and signed by the exporter’s chamber
                        of commerce.

                     

                  
                  
                  
                  A certificate of manufacture (COM) is a U.S. Customs form that needs to be
                     notarized or authenticated. It is an affidavit attesting that the named
                     organization manufactured or transformed the product(s) in question and that
                     they are being held for a specific buyer and that it meets their
                     specifications/formula, standards, process, and quality requirements. It also
                     indicates the goods were manufactured in the U.S.

                  
                  
                  
                  Exhibit 7-11 shows a
                     certificate of manufacture. 

                  
                  
                  
                  
                     Exhibit 7-11: Certificate of Manufacture[image: This image depicts a “U.S. Manufacturer’s Affidavit” form used to certify that specified goods were manufactured in the United States. Go to long description for more details.]
                  Go to long description.

                  
                  
                  
                  
                  Note that the duty drawback on the form refers to when a country grants a
                     substantial tax break to U.S. exporters who use imported parts in the products
                     they then export. Duty drawbacks are not available for products transferred
                     between USMCA countries. Korea and Taiwan have used them to bolster their
                     exports to the U.S.

                  
                  
               
               
               
               
                  
                  Certificate of Origin

                  
                  
                  
                  
                  The certificate of origin is “a document attesting to a shipment’s
                     country of origin” (ASCM Supply Chain
                        Dictionary). It must be signed by the exporter’s chamber of commerce as
                     proof. It is also used by importing countries to specify the preferential tariff
                     schedule under which one or more nations are given lower rates or other
                     advantages over other nations.

                  
                  
                  
                  A certificate of origin is shown in Exhibit 7-12.

                  
                  
                  
                  
                     Exhibit 7-12: Certificate of Origin[image: This image shows a “Certificate of Origin” form, used for declaring the origin of goods being shipped internationally. Go to long description for more details.]
                  Go to long description.

                  
                  
                  
                  
                  Under the 2020 U.S.-Mexico-Canada Trade
                     Agreement (USMCA), shippers between these countries are no longer required to
                     use certificates of origin but can simply provide nine areas of information,
                     including the name of the importer, exporter, or producer and their addresses;
                     the name and address of the certifier; the tariff classification code; the
                     criteria under which the good meets rule-of-origin requirements; the blanket
                     period (which can be as much as 12 months for multiple shipments of identical
                     goods); and a dated signature.

                  
                  
               
               

            
            

         
         
         
         
            
            
            Other Documentation

            
            
            
            
               
               
               Other documentation examples include
                  certificate of inspection, certificate of insurance, phyto-sanitary certificate,
                  certificate of certification, certificate of free sale, and carnet.

               
               
               
               
                  
                  Certificate of Inspection

                  
                  
                  The ASCM Supply Chain Dictionary states
                     that the certificate of inspection is

                  
                  
                  
                     
                     a
                        certificate provided by an independent inspection organization attesting
                        to the accuracy of the value and authenticity of the goods as listed
                        on the invoice. The exporter obtains this pre-shipment certificate
                        in the exporting country.

                     

                  
                  
                  
                  When the authenticity or accuracy of a shipment could be in question, an
                     independent inspection organization may be used to ensure the products are the
                     ones shown on the invoice and that the quantities are accurate. This may be
                     needed if the goods are part of a documentary collection or letter of credit as
                     a bank assurance requirement since the goods cannot be inspected upon arrival
                     until taking delivery, and after that point, the payment is already committed.
                     At least 32 countries use certificates of inspection more broadly as a way to
                     report on required pre-shipment inspections for some or all imports. This can
                     ensure not only good-faith exporting but also ensures correct classification and
                     valuation for tariffs.

                  
               
               
               
               
                  
                  Certificate of Insurance

                  
                  
                  The ASCM Supply Chain Dictionary explains that the certificate of insurance is

                  
                  
                  
                     
                     a certificate required under some terms of trade that attests
                        that a particular shipment has insurance coverage. It is provided by the
                        exporter’s insurance company.

                     

                  
               
               
               
               
                  
                  Phyto-Sanitary Certificate

                  
                  
                  A phyto-sanitary certificate is used for agricultural and food
                     product imports. It certifies the goods are fit for human or animal consumption
                     and that they are free of pests or certain diseases. It is often issued by the
                     exporting country’s agricultural agency or by a commercial third party who is
                     authorized to perform the inspection.

                  
               
               
               
               
                  
                  Certificate of Certification

                  
                  
                  
                  
                  Countries such as Germany, France, and Japan have industrial standards for
                     products sold in that country, such as Japan’s Japanese Industrial Standards.
                     Specific products may also fall under the standards of a standards-setting body
                     such as the American National Standards Institute or the Society of Automotive
                     Engineers. The importer will want to be assured that the imported products will
                     pass the certification requirements of the national or international
                     standards-setting organizations that apply. A certificate of certification, also
                     called a certificate of conformity, is typically written by an independent third
                     party or trade association representative to indicate that the goods meet the
                     requirements of the given standards. In some countries, the certificate needs to
                     be countersigned by the country’s chamber of commerce. 

                  
                  
               
               
               
               
                  
                  Certificate of Free Sale

                  
                  
                  
                  
                  The ASCM Supply Chain Dictionary defines certificate of free
                        sale, in part, as “a certificate that attests that the goods
                     can be legally sold in the country of export.” A certificate of free sale is
                     used in the pharmaceutical and medical devices industries to confirm that a drug
                     or medical device can be legally sold or distributed within a specific country
                     or region. It indicates that the product is approved by the relevant regulatory
                     authorities and that it is not subject to any restrictions or prohibitions. It
                     also proves that the manufacturer has a valid license. If this license is
                     authenticated, this also provides assurance that, if applicable, the
                     organization is complying with the guidelines needed for electronic device
                     certifications such as the EU’s CE mark or U.S. FCC compliance. Many EU medical
                     device manufacturers use certificates of free sale to enable selling their
                     devices in the Middle East.

                  
                  
               
               
               
               
                  
                  Carnet

                  
                  
                  
                  
                  The ASCM Supply Chain Dictionary defines carnet as

                  
                  
                  
                  
                     
                     Temporary admission granted to goods that are passing
                        through a country rather than being imported into it. The goods can cross
                        several boundaries duty-free and tax-free without customs inspection. Disposable
                        and consumable items are excluded. Syn.: ATA carnet.

                     

                  
                  
                  
                  A carnet is a special-purpose document used to legally move a product in and back
                     out of several countries, such as for new product training or trade show
                     exhibits. Products covered under a carnet, especially if carried by hand, must
                     be declared to customs at every port of departure and arrival. 

                  
                  
               
               

            
            

         
         
   
      
         
         
         
         Differentiate between Various Export
            Documents

         
         
         
         
            
            
            Export documents are official
               data records of what products have been exported from a nation.

            
            

         
         
         
         
         
            
            
            Export Licenses

            
            
            
            
               
               
               The ASCM Supply Chain Dictionary defines an export license as “a document received from a
                  governmental agency authorizing a certain quantity of an export to be sent to a
                  given country.” Governments normally require this type of license to control foreign
                  trade for political or military reasons, so this is a statutory (mandatory) form for
                  applicable goods.

               
               
               
               A relatively small percentage of items require an export
                  license, for example, military munitions,
                  antiquities, or rare earths. How an item is
                  transported doesn’t matter in determining export
                  license requirements. Instead, license requirements
                  are dependent upon an item’s potential uses,
                  technical characteristics, the destination, the end
                  user, and the end use.

               
               

            
            

         
         
         
         
            
            
            Export Taxes and Quotas

            
            
            
            
               
               
               Some nations require exporters to pay export taxes on
                  particular products, usually commodities. 

               
               
               
               Exporters must abide by national quotas on certain products. An export quota
                  physically limits the amount of a commodity that can be exported from the country.
                  This can be done to ensure sufficient domestic quantities or to attempt to control
                  the price of a commodity (given a monopoly on that commodity). A customs broker may
                  handle these if a quota is already established.

               
               

            
            

         
         
         
         
            
            
            Electronic Export Information (EEI)
               or Shipper’s Export Declaration (SED)

            
            
            
            
               
               
               Electronic
                  export information (EEI) is the U.S. term for what used to be called
                  the shipper’s export declaration. Other countries may use a variant
                  on one of these terms. For example, Canada calls the document an
                  export declaration.

               
               
               
               The ASCM Supply Chain
                     Dictionary defines these terms as

               
               
               
               
                  
                  Shipper’s export declaration
                        (SED). An export/import document
                     prepared by the shipper before a shipment can be
                     exported and presented to a government authority
                     of the country in which the shipper resides. It
                     specifies details about the goods to be shipped,
                     including their value, weight, and
                     destination.

                  
                  Electronic export information
                        (EEI). An electronic declaration of
                     merchandise leaving the United States for export
                     to a foreign country.

                  

               
               
               
               The EEI has been the export form required
                  in the U.S. since the introduction of electronic submittal capabilities
                  via AESDirect, a U.S. Census Bureau site that is intended to streamline
                  import and export processes for American businesses per President
                  Obama’s executive order in February 2014. The AESDirect system is
                  hosted on a single-window platform called the Automated Commercial
                  Environment (ACE). Refer to the Additional Resources for related
                  links.

               
               
               
               An export declaration document specifies details on the goods to
                  be shipped, including value, weight, and destination. What must be declared will differ
                  by
                  country. In the EU, an export declaration is needed for all exports. In the U.S.,
                  an EEI is
                  required for all exports above a certain value, for goods of any value that require
                  an
                  Individual Validated Export License, or if the receiving country or entity is restricted
                  by
                  the U.S. government. 

               
               
               
               Note that the exporter of record is now always the manufacturer even if the importer
                  has
                  taken responsibility for the shipment (such as in an EXW shipment). The U.S. term
                  for the
                  exporter of record is the U.S. principle party of interest (USPPI).

               
               
               
               In the event that exported products need to be altered or
                  repaired once they’ve been received by the customer, a form may be needed to ensure
                  that a
                  product that is sent out for repair and is to be returned does not need to pay duties
                  and
                  taxes on each part of the journey. This gets complex if products are replaced. 

               
               
               
               In the U.S., the document that is required to avoid duties on
                  repair products is a Foreign Shipper’s Declaration, as seen in Exhibit 7-13. This form must accompany the returned products. The Foreign Shipper’s
                  Declaration is typically accompanied by the Owner/Importer/Consignee/Agent Declaration,
                  shown in Exhibit 7-14, which further attests to the country of origin of the manufacturer of
                  the goods and serves as a receipt for the physical delivery of the goods.

               
               
               
               
                  Exhibit 7-13: Foreign Shipper’s Declaration[image: This image shows a “Foreign Shippers Declaration” form used for articles being shipped for repair or alteration. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               
                  Exhibit 7-14: Owner/Importer/Consignee/Agent Declaration[image: This image shows an “Owner/Importer/Consignee/Agent Declaration” form that certifies the accuracy of the Foreign Shipper Declaration. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               

            
            

         
         
         
         
            
            
            Returned Products

            
            
            
            
               
               
               Sometimes
                  products need to be returned to the manufacturer. Perhaps they failed quality
                  standards, the customer rejected them, or the importer found substitute products
                  after they were delayed. The buyer may need to get a return material authorization
                  (RMA) from the seller, since the return reason needs to conform
                  to policy.

               
               
               
               A declaration of free entry
                  of returned products, as shown in Exhibit 7-15,
                  or a similar form is used when the goods are returned to the country
                  of origin. If the document accompanies returns, they will be duty-free,
                  and a field on the form will indicate why the goods were returned.
                  Components returned for failure mode testing may need to be classified
                  as such and may owe duty. If a good has value added prior to its
                  return, duty may be due on either the fair market value of the labor
                  that was added or the item itself.

               
               
               
               
                  Exhibit 7-15: Declaration for Free Entry of Returned Products[image: This image shows a "Declaration for Free Entry of Returned American Products" form, used by U.S. Customs and Border Protection to document the return of American-made goods into the United States, ensuring no duties are required for reentry. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               

            
            

         
         
   
      
         
         
         
         Differentiate between Various International
            Transportation Documents

         
         
         
         
            
            
            International transportation
               documents provide guidance to carriers.

            
            
            
            In this area, we’ll look
               at bills of lading, waybills, and packing lists.

            
            

         
         
         
         
         
            
            
            International Bills of Lading

            
            
            
            
               
               
               The ASCM Supply Chain
                     Dictionary defines a bill of lading (international)
                     (B/L) as

               
               
               
               
                  
                  a bill of lading used in international trade to help
                     ensure exporters are paid and importers receive the promised goods. When they are
                     used for
                     international transport, these include master bills of lading, house bills of lading,
                     intermodal bills of lading, and air waybills.

                  

               
               
               
               A B/L is a legally binding document:

               
               
               
               
                  
                  
                  	
                     
                     
                     The B/L acts as a contract between the
                        shipper and the transportation carrier to transport and deliver
                        goods. Note that the shipper could be the seller (exporter) or buyer
                        (importer), depending on the trade terms used.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The
                        signature (or digital signature) of the carrier is the shipper’s
                        proof that the carrier received the goods.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The
                        signature (or digital signature) of the consignee at delivery serves
                        as a receipt for the goods.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The
                        B/L is the basis for filing freight claims in the event of delay,
                        loss, or damage.

                     
                     

                  
                  

               
               
               
               To determine the correct
                  type of bill of lading for a shipment, the carrier needs to know
                  whether the shipment will occur within domestic borders or across international
                  borders, what modes of transportation will be used, and whether
                  the goods will travel across an ocean.

               
               
               
               Several different types of bills of lading in international
                  transport are based on where they are used:

               
               
               
               
                  
                  
                  	
                     
                     
                     A uniform bill of
                           lading indicates that the products are being transported on trucks and trains,
                        domestically or internationally. Uniform B/Ls are considered straight bills of lading,
                        meaning that they are non-negotiable, meaning that the consignee cannot be altered
                        to a
                        third party.

                     
                     

                  
                  
                  
                  	
                     
                     
                     An ocean bill of lading is required
                        when goods will travel across an ocean. This type is defined in
                        the ASCM Supply Chain Dictionary as

                     
                     
                     
                     
                        
                        a contract between an ocean carrier and a shipper arranging for
                           carriage of freight. It provides evidence of the carrier’s receipt of
                           the cargo and lists the origin and destination ports, rates, quantities,
                           weight, and any special handling requirements. The shipper is
                           responsible for all losses other than for negligence on the part of the
                           ocean carrier.

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     A through bill of lading (or
                        intermodal or multimodal bill of lading) allows a carrier to transport
                        goods both domestically and across international borders. It is issued
                        when a single shipment travels to its destination by more than one
                        mode of transport or by more than one truck, railcar, ship, or aircraft.
                        It is considered an inland bill of lading if all transport is completed
                        domestically. In a through bill of lading, all freight movement
                        is carried out as a single contract by multiple service providers
                        under the employ of the carrier. A through bill and a multimodal
                        bill are sometimes differentiated by who holds liability for damage,
                        loss, or delay (there are exceptions to this liability such as acts
                        of God). Under a through bill, each carrier is liable for its portion
                        of the journey, but in a multimodal bill, the main carrier holds
                        liability for the whole journey, from origin to final destination.
                        Note that carriers shipping items across an ocean as one of the
                        modes of transport must still issue an ocean bill of lading.

                     
                     

                  
                  

               
               
               
               Several B/Ls relate to the quality of the goods shipped or that
                  the consignee might change. The clean or claused B/Ls can be issued by the receiver
                  after a
                  thorough inspection for damage, missing items, etc.

               
               
               
               
                  
                  
                  	
                     
                     
                     A clean bill of lading, which indicates that the
                        products transported were in good condition

                     
                     

                  
                  
                  
                  	
                     
                     
                     A claused (soiled or foul) bill of lading, which
                        indicates that the products transported were damaged in some manner. (Note that if
                        such
                        a bill of lading is issued, payment is no longer possible through a letter of
                        credit.)

                     
                     

                  
                  
                  
                  	
                     
                     
                     A negotiable bill of lading can specify just “to order” in the consignee box so
                        the consignee can be changed by the shipper endorsing the bill on the reverse and
                        adding
                        the consignee, or it could specify a consignee and “to order” in which case the
                        consignee needs to do the endorsement, or it can specify “bearer” (or be left blank)
                        which can be transferred multiple times through a similar endorsement process

                     
                     

                  
                  

               
               
               
               Note also that if an organization charters an entire ship, the contract used is a
                  voyage or
                  time charter party rather than an ocean bill of lading. The ASCM Supply Chain Dictionary
                     Supplemental Glossary defines a charter party as, “a maritime contract of
                  carriage, specifying the agreed upon terms, rate, and duration for the use of all
                  or nearly
                  all the capacity of a vessel.” 

               
               
               
               One important requirement of the U.S. Export
                  Administration Regulations (EAR) is that a “Destination Control Statement” be included
                  on
                  the invoice, bill of lading, air waybill, or other export control document that accompanies
                  a shipment from its point of origin in the U.S. to the ultimate end user abroad.

               
               

            
            

         
         
         
         
            
            
            Manifests, Waybills, Packing Lists, and Dangerous Goods
               Declaration

            
            
            
            
               
               
               Here we discuss shipping manifests, waybills, packing lists, and dangerous goods
                  documentation.

               
               
               
               
                  
                  Manifests

                  
                  
                  
                  
                  
                  A manifest (shipment manifest, cargo manifest) is a document that lists each stop
                     and
                     consignee in a multi-stop shipment in a single vehicle or vessel. For ocean shipping,
                     a
                     manifest is called a freight manifest. Manifests are prepared by the carrier, shipping
                     company, or aircraft operator, not the exporter. Each shipment for a different stop
                     or
                     consignee requires its own bill of lading, so in addition to listing each bill of
                     lading,
                     the manifest also lists the case count or other unit information as well as the weight
                     of
                     the shipment. A bill of lading counts as a manifest for single-stop shipments. 

                  
                  
                  
                  A manifest describes the total contents of the load without needing to go through
                     each of
                     the bills of lading, which is useful for customs declarations. Freight manifests are
                     useful for collecting sea freights payable at the destination and for calculating
                     commissions. Countries also use them to check that the list of destination countries
                     on
                     the manifest does not stop at locations that are under embargo by that government.

                  
                  
                  
                  Manifests are also used for security screening, and many countries require advance
                     manifest information to be provided electronically 24 hours before containerized freight
                     is loaded aboard a containership, or between one and four hours before arrival if
                     on road,
                     rail, or air modalities. In the U.S., this is addressed by the Advance Cargo Manifest
                     Declaration Rule. In the EU, this program is called the Entry Summary Declaration.
                     China
                     and Canada have similar requirements.

                  
                  
               
               
               
               
                  
                  Waybills

                  
                  
                  
                  
                  Like a bill of lading, a waybill is a receipt and evidence of a
                     contract of carriage. A waybill is not a document of title, unlike a bill of lading.
                     The
                     waybill only serves as evidence that the consignee has contracted with the shipper
                     to
                     carry the goods to an identified destination. It is merely a transport receipt and
                     is
                     non-negotiable. The advantage of a waybill is that there is no need to transmit paper
                     documentation to the point of destination to secure delivery, because delivery is
                     made
                     automatically and only to the named consignee.

                  
                  
                  
                  The purpose of having a waybill is to expedite the
                     process of discharging the goods once they have been ferried to their final destinations.
                     Most times, the official bill of lading will not reach the captain, agent, or owner
                     of the
                     vessel in such a manner as to allow for a timely discharge of the cargo.

                  
                  
                  
                  A waybill normally contains a list of the items
                     included in the cargo by the shipper, the condition of the cargo, and the name of
                     the
                     consignee. The shipper will endorse the waybill after acknowledging that the information
                     provided on it is correct.

                  
                  
                  
                  A waybill is often used when

                  
                  
                  
                  
                     
                     	
                        
                        
                        The recipient of the cargo is known, for example,
                           with related companies.

                        
                        

                     
                     
                     	
                        
                        
                        Cargo will not be sold or traded during
                           transport.

                        
                        

                     
                     
                     	
                        
                        
                        A negotiable transport document is not needed or
                           required under a letter of credit (e.g., payment was made in advance).

                        
                        

                     

                  
                  
                  
                  In comparison, a bill of lading is required when

                  
                  
                  
                  
                     
                     	
                        
                        
                        The goods are being sold or traded in transit.

                        
                        

                     
                     
                     	
                        
                        
                        The laws or regulations of a country require a bill
                           of lading.

                        
                        

                     
                     
                     	
                        
                        
                        The letter of credit terms require that a
                           negotiable title document be used.

                        
                        

                     

                  
                  
                  
                  Types of waybills include the following:

                  
                  
                  
                  
                     
                     	
                        
                        
                        The air waybill
                              (AWB), or air consignment note, is defined in the
                           ASCM Supply Chain Dictionary as

                        
                        
                        
                        
                           
                           a bill of lading for transporting domestic or
                              international freight by air. It specifies the destination and terms of trade agreed
                              upon by
                              the shipper and transportation organization.

                           

                        
                        
                        
                        An example of an AWB is shown in Exhibit 7-16.

                        
                        
                        
                        
                           Exhibit 7-16: Air Waybill (AWB)[image: This image depicts an “Air Waybill,” a document issued by an air carrier as a contract of carriage for goods shipped by air. Go to long description for more details.]
                        Go to long description.

                        
                        
                        

                     
                     
                     	
                        
                        
                        A sea waybill fulfills most of the functions of an ocean bill of lading as it is a
                           contract of carriage but it is issued as a cargo receipt only and is not needed for
                           cargo delivery. A sea waybill is non-negotiable and has a named receiver.

                        
                        

                     
                     
                     	
                        
                        
                        A road waybill
                           (sometimes called a standard truckload bill of lading) is defined in the ASCM Supply Chain Dictionary as

                        
                        
                        
                        
                           
                           a shipping document used to control shipments of goods
                              for road transport. The document travels with the shipment and serves as a receipt
                              for goods
                              and evidence of the contract of carriage.

                           

                        
                        

                     
                     
                     	
                        
                        
                        A rail waybill is
                           defined in the ASCM Supply Chain Dictionary as

                        
                        
                        
                        
                           
                           a freight document that indicates goods have been
                              received for shipment by rail. The shipper receives a copy as a receipt for acceptance.

                           

                        
                        

                     

                  
                  
               
               
               
               
                  
                  Packing Lists

                  
                  
                  As defined in the ASCM Supply Chain
                        Dictionary, a packing list, also called a
                     delivery note, is

                  
                  
                  
                     
                     a
                        list showing merchandise packed. A copy of this list is sent to
                        the consignee to help verify the shipment. It often is used as part
                        of order picking and processing.

                     

                  
                  
                  The packing list also shows the number of boxes or containers.
                     Sometimes shippers combine the packing list and the invoice into a single document.
                     Packing lists are one of the documents used in the “three-way match” of purchase order,
                     supplier’s invoice, and packing list. This match is done as a check and balance prior
                     to
                     authorizing payment for inventory received. Note that while the generic description
                     freight of all kinds (FAK) used to be acceptable, it is now necessary to list out
                     all
                     items in the shipment in detail.

                  
               
               
               
               
                  
                  Dangerous Goods Declaration

                  
                  
                  
                  
                  Dangerous goods declarations are required to accompany all shipments containing dangerous
                     goods (hazmat). Other required documents such as safety data sheets (SDSs) or a manifest
                     can be sent electronically. International standards for dangerous goods documentation
                     are
                     addressed elsewhere. 

                  
                  
                  
                  
                  When shipping dangerous goods, it is vital to either have someone on staff who is
                     certified or contract with an organization who has such staff when arranging the shipment,
                     documentation, packing, and labeling for dangerous goods. This role will ensure the
                     goods
                     are in compliance and the correct forms get filled out. There are an extensive number
                     of
                     regulations that must be followed, and despite standardization, there are still
                     differences among countries in many areas.

                  
                  
               
               

            
            

         
         
   
      
         
         
         
         Understand the Customs Clearance Process and
            Its Components

         
         
         
         
            
            
            This area discusses the customs clearance process, customs brokers,
               classification systems and tariff schedules, valuation, transfer pricing, customs
               bonds, and other taxes. Note that foreign/free trade zones also have tax
               implications but these facilities are discussed elsewhere.

            
            

         
         
         
         
         
            
            
            Customs Brokers, Duties, and Taxes

            
            
            
            
               
               
               
                  
                  Customs Brokers

                  
                  
                  
                  
                  The complexity of the customs process means that the assistance of
                     customs brokers is often required. Customs brokers are private individuals or firms,
                     licensed by customs, that are knowledgeable about and can facilitate the entire process.
                     They are typically paid on a fee basis for each entry they handle.

                  
                  
                  
                  Examples of customs complexity include navigating
                     product classifications and determining the legal ability to export. Another reason
                     to get
                     a customs broker is that the regulations and rulings change frequently, such as when
                     nations renegotiate trade agreements.

                  
                  
               
               
               
               
                  
                  Duties and Taxes

                  
                  
                  
                  
                  The primary purpose of customs is to
                     collect proper tax revenues related to the nation’s imports and exports. A duty is “a tax levied by a government on the importation,
                     exportation, or use and consumption of goods” (ASCM Supply
                        Chain Dictionary).

                  
                  
                  
                  The duty is usually based on

                  
                  
                  
                  
                     
                     	
                        
                        
                        The type of goods being imported, classified
                           according to the harmonized system of classification (described below)

                        
                        

                     
                     
                     	
                        
                        
                        The value of the goods being imported, based on the
                           invoice value and the valuation rules (Valuation is also discussed below.)

                        
                        

                     
                     
                     	
                        
                        
                        The value of any “duty assist” given by the
                           importer to the manufacturer when the product is first transported to the importer
                           (e.g., the importer provides the tooling needed to produce the product).

                        
                        

                     
                     
                     	
                        
                        
                        The country from which the products are imported
                           based on rules of origin. (This can be more complicated if product components are
                           manufactured in different countries.)

                        
                        

                     

                  
                  
                  
                  The duty is usually calculated as a percentage of the
                     goods’ value but may also be based on weight or units shipped.

                  
                  
                  
                  In the EU, T1 and T2 declarations cover the export of
                     goods from within the EU to points outside of the EU. T1 status refers to goods traveling
                     under a customs transit procedure for which neither duty nor VAT has been paid (similar
                     to
                     in-bond shipments); T2 status refers to the movement of community-status goods to
                     European
                     Free Trade Association (EFTA) countries. EFTA countries include Iceland, Liechtenstein,
                     Norway, and Switzerland. T2 goods are those for which customs duty has been paid at
                     the
                     import location. In-transit shipments that are not in-bond or T1/T2 status are called
                     free-circulation goods.

                  
                  
                  
                  U.S. Customs and Border Protection (CBP) receives the
                     duty owed for goods that have been lost or misdirected or did not arrive at the port
                     of
                     export, bonded warehouse, or foreign trade zone (or entered into U.S. commerce illegally).
                     This agency uses a software program to track the compliance of in-bond movements.
                     The
                     program inspects at random either the port of origin or destination and posts audit
                     records at various time intervals (for example, at 60- or 90-day intervals). It allows
                     brokers and carriers to enter in-bond movement data and notify CBP of arrivals or
                     closures.

                  
                  
               
               

            
            

         
         
         
         
            
            
            Customs Clearance
               Process

            
            
            
            
               
               
               The customs clearing process
                  is complex and varies by country. Let’s look at the clearance process
                  that is followed by the U.S.

               
               
               
               
                  
                  
                  	
                     
                     
                     Importer files entry that lets customs know that it will import
                        or has imported specific product.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Key
                              documents should be filed 7 to 10 days prior to physical arrival
                              of shipment: CBP entry summary, commercial/pro forma invoice, shipping
                              forms, packing lists, other required documents.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Evidence
                              of bond posting with customs must occur.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs
                        is notified of shipment arriving at an international point of entry
                        (road border crossing, airport, seaport, or train terminal).

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Carriers
                              apply for release of goods upon arrival.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs
                        may or may not examine shipment once it has reviewed entry documents.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Verification
                              may include value of goods, duty status, proper labeling, country
                              of origin, check for prohibited articles or contraband, match of
                              goods to invoice.

                           
                           

                        
                        
                        
                        	
                           
                           
                           If
                              there are problems, load can be held until corrected or could be
                              exported or destroyed.

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs
                        determines classification and corresponding duties owed on goods
                        based on Harmonized Tariff Schedule. When the duty is paid, the
                        shipment is said to be “liquidated.”

                     
                     

                  
                  
                  
                  	
                     
                     
                     Customs
                        releases goods to importer, who coordinates last leg of the journey, domestic
                        delivery of goods to customer.

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           If
                              importer wants to postpone duty payment, goods may be stored in
                              customs bonded warehouse for up to five years or brought to free/foreign
                              trade zone.

                           
                           

                        
                        

                     
                     

                  
                  

               
               
               
               Note that in the Schengen Area of Europe, goods can be shipped across
                  country boundaries without going through a physical customs process. Instead, the
                  entire
                  process is virtual/electronic.

               
               
               
               Violation of customs regulations depends on the nature of the offense. Late filings
                  or
                  other minor issues usually require payment of a fine. Misclassification of goods,
                  recordkeeping or valuation errors, or fraud can result in charges of negligence, gross
                  negligence, or fraud. Negligence involves a failure to exercise reasonable care, gross
                  negligence is for wanton disregard for the law or any relevant facts, and fraud requires
                  establishing intent to deceive or mislead. The goods may be put in an FTZ while being
                  adjudicated. Shipments may be detained, seized, or forfeited after due process. However,
                  in
                  most countries, such investigations are done via post-transaction audits. The appropriate
                  authorities may come and investigate even years later. If you can show the correct
                  proof,
                  this can help avoid or reduce fines, since fines increase for each higher category.
                  Criminal
                  charges may also apply for fraud. 

               
               

            
            

         
         
         
         
            
            
            Harmonized System of Classification
               and Tariff Schedules

            
            
            
            
               
               
               Selecting a classification determines
                  the duties that will be owed, but how should the organization classify its goods?
                  For example, vitamin products could be considered medical products or food
                  ingredients. The category that is selected can make a lot of difference in the
                  amount of the tariff, but of course customs authorities will need to agree that the
                  category is appropriate. Therefore, before a shipment can be assigned the proper
                  tariff using a harmonized tariff schedule, it must first be properly classified. As
                  defined in the ASCM Supply Chain Dictionary, the
                  harmonized system classification codes
                  are

               
               
               
               
                  
                  an
                     internationally standardized description of goods that uses a system
                     of numbers to provide increasingly detailed classification and descriptions.

                  

               
               
               
               This classification system is used by 183 countries to classify
                  goods for export and import—about 98 percent of world trade. This makes it a very
                  efficient system, especially in light of the fact that previously each country had
                  its own system.

               
               
               
               Despite what seems to be
                  clearly differentiated classification codes, sometimes a product
                  code may be debated between an importer and a customs officer. When
                  an importer is unsure about the proper classification, customs will
                  issue a binding ruling on what it thinks the correct classification
                  should be prior to the entry of the goods. Sometimes there are situations
                  where customs is challenged. For instance, a company that was importing
                  superhero action figures was going to be charged the classification rate
                  for “dolls,” based on the customs evaluation, but they fought that
                  ruling and succeeded in changing their classification to “creature
                  toy,” which garnered a lower tariff rate.

               
               
               
               Once goods are properly
                  classified, the next step is to determine the duty owed using a
                  harmonized tariff schedule. The ASCM Supply Chain Dictionary defines
                  the Harmonized Tariff Schedule (HTS) as
                  follows:

               
               
               
               
                  
                  The U.S. International Trade Commission’s mechanism by which
                     international tariffs are standardized. Importers and exporters classify goods moved
                     across
                     international borders using the harmonized system of the country of import. Then,
                     based on this
                     classification, the HTS is used to determine the amount of tariff they must pay.

                  

               
               
               
               As noted in the definition, the Harmonized Tariff Schedule uses
                  the harmonized system classification codes in its classification of items. Note that
                  despite the definition above, the HTS was developed and is updated every five years
                  by the World Customs Organization (WCO) as part of its Harmonized System of
                  Nomenclature. The U.S. International Trade Commission adopted it.

               
               
               
               Here are some important parts of the harmonized tariff schedule:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           HTS Codes:
                           
                        Each
                           product can have a code of up to 10 digits, with the first six digits
                           representing the root that is maintained by the WCO. The last four
                           digits are country-specific for differentiating between subcategories.
                           These product codes are used in the entry filing documents for imports
                           and so may be listed on the country’s customs entry summary form, a
                           commercial or pro forma invoice, packing lists, and shipping
                           documents.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Article Description:
                           
                        The article
                           description is the official description of the product based on the
                           available categories of the HTS, such as “creature toys.” Because the
                           HTS has categories and subcategories, it can indicate the intended use,
                           material composition, and technical specifications. The description
                           needs to be consistent across all documents.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Unit of Measure:
                           
                        The unit of
                           measure could be units, pieces, volume, or weight. It is important
                           because it needs to be the same on all documents. Errors in unit of
                           measure can result in an incorrect duty.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Duty Rate:
                           
                        The duty
                           rate can be based on ergo omnes (meaning “to all”) which is also
                           called normal trade relations (NTR). Or it can be based on preferential
                           tariffs as a result of trade agreements if they meet origin criteria.
                           Applying the wrong rate can result in poor cost forecasts during
                           planning or overpayment or underpayment.
                        

                     
                     

                  
                  

               
               
               
               The U.S. Tariff Schedule, for example, has a number of columns
                  under the “Rates of Duty” heading that correspond to the classes (groupings) of
                  different countries that will be charged different duty rates for the same item.
                  Most tariff schedules have two, three, or four columns of rates. Countries that the
                  U.S. normally trades with are typically listed in column 1 and are now designated
                  with the term “normal trade relations (NTR).” Other countries with which the U.S.
                  has free-trade or bilateral agreements are often listed in the NTR column or
                  subcolumn.

               
               

            
            

         
         
         
         
            
            
            Valuation

            
            
            
            
               
               
               The
                  value of the goods being shipped determines a variety of charges and tariffs. For
                  World Trade Organization members, the valuation of the goods begins with the value
                  identified on the invoice sent by the exporter to the importer. But valuations can
                  be determined differently by different countries or even by different customs
                  offices or officials.

               
               
               
               Most countries use landed value, in which the invoice value
                  also includes the costs of packaging, transportation in the exporting country,
                  international transportation to the destination, and international insurance.

               
               
               
               In some countries, the valuation process is much more complex,
                  and various methods may be used.

               
               
               
               Sometimes items not listed
                  on the invoice can increase the valuation, for example, royalties
                  paid by the importer to the exporter, commissions paid to a purchasing agent,
                  or a percentage of the price at which the importer sells the goods
                  to the final buyer.

               
               
               
               Customs will determine
                  the valuation of the products in the importing country’s currency
                  even if the invoice is written in a different currency. The exchange
                  rate that will be used to convert an invoice issued in foreign currency
                  is determined by the rules of the nation’s customs office. In the
                  U.S., customs uses the exchange rate of the date when the products
                  were exported.

               
               

            
            

         
         
         
         
            
            
            Transfer Pricing

            
            
            
            
               
               
               Normally companies set the
                  prices of their products and services based on what the market will
                  pay. This market rate is commonly referred to as selling to an “arm’s-length
                  customer,” a customer that has no relational ties to the seller.
                  When a subsidiary or division of a company sells a product to another
                  division or subsidiary at this market rate, it is called arm’s length
                  transfer pricing. This form of transfer pricing is preferred by
                  taxing authorities because it is straightforward and hard to manipulate.

               
               
               
               Many other forms of
                  transfer pricing exist, and these may enable selling intracompany goods
                  to a subsidiary located in a lower-tax country at a lesser price
                  than an arm’s-length customer would pay. These forms of transfer
                  pricing are not illegal in many countries. However, they are often
                  highly regulated and scrutinized by tax authorities, because they
                  can result in raising the profits of a division, for instance, that
                  is located in a country with much lower taxes or no income taxes
                  while reducing the taxable profits of the portion of the company
                  located in a higher-tax nation. They can also be used to shift money
                  out of a tax haven and into a high-tax country such as the home country
                  while avoiding repatriation taxes.

               
               
               
               Some nations try to penalize
                  companies for this practice if they believe that they are being
                  deprived of taxes on what would be taxable profits. When transfer
                  pricing is viewed as a tool for corporate tax avoidance, it may
                  be referred to as “base erosion and profit shifting.” In the U.S.,
                  for example, if the price is not within the range determined to
                  be at arm’s length, the tax authority can unilaterally change the
                  taxable value to the midpoint of that range.

               
               
               
               The Organisation for Economic
                  Co-operation and Development (OECD) has a publication detailing
                  all aspects of this practice, “Transfer Pricing Guidelines for Multinational
                  Enterprises and Tax Administrators.” Refer to the Additional Resources for
                  more information.

               
               

            
            

         
         
         
         
            
            
            Customs Bonds

            
            
            
            
               
               
               A customs bond is a type of performance bond. The ASCM Supply Chain Dictionary
                  defines a bond (performance) as follows.

               
               
               
               
                  
                  A guarantee of satisfactory work completion that is executed in
                     connection with a contract and that secures the performance and fulfillment of all
                     the
                     undertakings, covenants, terms, conditions, and agreements contained in the contract.

                  

               
               
               
               Therefore, a customs bond is a legal contract that guarantees that the importer is
                  in
                  compliance with customs regulations and will pay all of the properly assessed duties
                  and
                  other taxes, fines, and penalties. Payment guarantee by a surety company allows the
                  customs
                  authority to clear the shipment without needing to wait for payment in cash up front
                  (the
                  needed process if a bond is not posted). For the U.S. CBP, organizations have 10 days
                  after
                  release to pay the duties. If the customs authority demands payment before clearing
                  or prior
                  to this period, the surety company may pay the bond and then request reimbursement
                  from the
                  importer. A licensed customs broker typically issues a customs bond. The importer,
                  a surety
                  company, and the country’s customs and border protection agency are parties to the
                  contract.
                  In the U.S., customs bonds are required for shipments valued over US$2,500. Duty-free
                  items
                  also require customs bonds.

               
               

            
            

         
         
         
         
            
            
            Other Taxes

            
            
            
            
               
               
               In
                  addition to taxes or duties based on the value of the goods (called ad-valorem
                  taxes), other tax types that are pertinent to international trade include the value-added
                  tax, the goods and services tax, and other consumption taxes.

               
               
               
               The value-added tax (VAT) is the most common type of indirect
                  tax worldwide. Today, more than 150 countries use a VAT or equivalent system. These
                  are additional taxes collected from domestic manufacturers and importers in some
                  countries and eventually paid by consumers. The tax is calculated according to the
                  value added by every company that contributes value to the product.

               
               
               
               Consumption taxes are typically
                  a percentage of the value of a good or a charge per unit of the
                  good sold to consumers. People around the world have often fought
                  against consumption taxes, for example, India’s salt tax and America’s
                  tea, stamp, and whiskey taxes. In today’s world, consumption taxes
                  are often collected for gasoline, cigarettes, and alcohol. These
                  taxes can actually induce the export of the taxed good because the increased
                  price often reduces demand within that country and the producers
                  are then forced to export the product to other countries.

               
               
               
               Sometimes member countries
                  in free trade agreements like USMCA are not obligated to pay VAT,
                  GST, or consumption taxes, which could save them considerable sums
                  and make their trade even more lucrative.

               
               

            
            

         
         
   
      
         
         
         
         Section D: Understand Finance, Payment,
            Currency, and Tax Options/Implications

         
         
         
         
            
            
            
               After completing this section, students will be able
                  to
               

            
            
            
            
               
               
               	
                  
                  
                  List the common terms of sale in
                     international interactions

                  
                  

               
               
               
               	
                  
                  
                  Explain Incoterms® trade terms and the responsibilities of
                     buyers and sellers

                  
                  

               
               
               
               	
                  
                  
                  Identify payment methods, how they work, and
                     the circumstances in
                     which certain methods are more appropriate than others

                  
                  

               
               
               
               	
                  
                  
                  Describe foreign currency translation options
                     for payment in international trade

                  
                  

               
               
               
               	
                  
                  
                  Explain currency hedging.

                  
                  

               
               

            
            
            
            In this section, we’ll examine contract and trade
               terms, methods of payment, and currency and tax considerations. Additionally,
               organizations that participate in international trade should be conscious of the role
               currency valuation can play in transactions and its impact on the exporter and the
               importer.

            
            

         
         
         
         
   
      
         
         
         
         Understand and Apply Terms of Sale and
            Methods of Payment

         
         
         
         
            
            
            This area discusses
               contract terms and conditions, Incoterms® trade terms, and methods
               of payment.

            
            

         
         
         
         
         
            
            
            Contract Types, Terms, and Conditions

            
            
            
            
               
               
               When an organization engages in international
                  trade, it will enter into a number of contracts that are standard among the entities
                  conducting business abroad, including

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Sales:
                           
                        A sales
                           contract between the exporter and the importer
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Insurance:
                           
                        An
                           insurance contract between the exporter and the importer
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Carriage:
                           
                        A carriage
                           contract between the exporter, the importer, and the transportation
                           carrier(s)
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Bank:
                           
                        A contract
                           between the exporter or importer and its bank, which specifies
                           arrangements for payment
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Agent/distributor:
                           
                        A contract
                           between the exporter and its distributor or agent (if that is the chosen
                           mode of entry).
                        

                     
                     

                  
                  

               
               
               
               Senior sales managers, logistics managers, and
                  legal advisors are typically involved in the execution of these legal documents.

               
               
               
               Beware of the financial risks involved in
                  international trade. International trade is often between parties who have never met
                  in person, and the exporter typically lacks firsthand knowledge of the importer’s
                  business dealings and reputation. The exporter should evaluate the risk of exposure
                  for his or her own business in the event that the importer fails to pay the invoice
                  or makes only a partial payment on the goods delivered. There is also country risk,
                  including the likelihood of the exporter not getting paid for reasons relating to
                  the importing country’s government stability, labor relations with customs and port
                  personnel (who are known to strike often), overall economic health, and the
                  prevalence of business fraud and corruption in the country.

               
               
               
               There is no simple or direct legal recourse
                  abroad for international disputes, and collection of a past-due account can be very
                  difficult and expensive. However, in 1980 the United Nations implemented its
                  Convention on Contracts for the International Sale of Goods (CISG), also called the
                  Vienna Convention, to assist in settling disputes such as the other party picking
                  and choosing which country’s laws to use (choice of law issues) by providing
                  “accepted substantive rules on which contracting parties, courts, and arbitrators
                  may rely,” according to the convention’s language. As of 2023, 97 countries had
                  ratified the CISG. The U.S. left out some provisions and partly ratified it. U.S.
                  companies can opt out by expressly excluding its application but often otherwise are
                  opted in by default. The UK is notable for not being a signatory. Check the
                  Additional Resources for a link to the related website.

               
               
               
               
                  
                  Contracts of Sale Terms and Conditions

                  
                  
                  
                  
                  Typical international terms of sale usually cover

                  
                  
                  
                  
                     
                     	
                        
                        
                        The physical products involved in the
                           sale

                        
                        

                     
                     
                     	
                        
                        
                        Payments for the products, insurance for
                           in-transit products, and freight costs

                        
                        

                     
                     
                     	
                        
                        
                        Legal title to the products

                        
                        

                     
                     
                     	
                        
                        
                        Required documents from all parties

                        
                        

                     
                     
                     	
                        
                        
                        Responsibility for controlling products
                           or caring for livestock in transit.

                        
                        

                     

                  
                  
                  
                  When doing business abroad, the more specific
                     the contract terms are, the less room there will be for misinterpretation by any
                     of the involved parties. Here is a more detailed list of terms you may want to
                     include in a contract such as a purchase order:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Specification of the language in which
                           the contract will be written

                        
                        

                     
                     
                     	
                        
                        
                        Product specifications (for example,
                           whether the manufacturer will use ISO standards and regulations)

                        
                        

                     
                     
                     	
                        
                        
                        Pricing (may include the cost of
                           packaging and allowable price increases within specific time frames)

                        
                        

                     
                     
                     	
                        
                        
                        Order requirements (quantities and due
                           dates or acceptable delivery windows)

                        
                        

                     
                     
                     	
                        
                        
                        Conditions for incentives and the
                           application of penalties

                        
                        

                     
                     
                     	
                        
                        
                        Security requirements for confidential
                           information, proprietary data, or goods in transit

                        
                        

                     
                     
                     	
                        
                        
                        Status update requirements that foster
                           open and regular communication regarding problems or concerns about the
                           transaction

                        
                        

                     
                     
                     	
                        
                        
                        Quality checks (how they will be
                           conducted, the standards used, and the process for dealing with
                           poor-quality products)

                        
                        

                     
                     
                     	
                        
                        
                        Problem resolution steps to follow and
                           whether a third party, for example, an arbiter, must be used

                        
                        

                     
                     
                     	
                        
                        
                        Legal entity that will govern the
                           agreement (the laws of a specific country or the CISG rules)

                        
                        

                     
                     
                     	
                        
                        
                        Contract termination process and
                           required timing of notifications

                        
                        

                     
                     
                     	
                        
                        
                        Payment terms (form of payment, timing,
                           currency exchange and a time period to calculate average exchange
                           rate)

                        
                        

                     
                     
                     	
                        
                        
                        Transfer of ownership

                        
                        

                     

                  
                  
               
               

            
            

         
         
         
         
            
            
            Incoterms® 2020 Trade
               Terms

            
            
            
            
               
               
               The ASCM Supply Chain
                     Dictionary defines terms of trade as

               
               
               
               
                  
                  the portion of a contract of sale that specifies the
                     responsibilities of the seller or exporter and the responsibilities of the buyer
                     or importer, especially the point at which one party’s responsibilities end and
                     the other party’s responsibilities begin (including the point at which title to
                     the goods is transferred). These terms are commonly specified using
                     International Commercial Terms (Incoterms®).

                  

               
               
               
               Incoterms® is short for International Commercial
                  Terms; they were created to simplify international transactions. As defined in the
                  ASCM Supply Chain Dictionary, they are

               
               
               
               
                  
                  a series of pre-defined
                     commercial terms published by the International Chamber of Commerce relating to
                     international commercial law. These terms do not cover property rights.

                  

               
               
               
               Incoterms®
                  trade terms indicate the fundamental roles and responsibilities of the seller and
                  the buyer. This includes the point of delivery and distribution of cost of risk
                  among the parties. These trade terms are designed for import or export but can also
                  be used domestically as the basis for contract details. While Incoterms® trade terms do specify obligations and
                  transfer of risk, responsibility, and cost, they do not specifically regulate the
                  transfer of title and are silent on this issue. Transfer of title should be
                  specified instead in the purchase order; however, Incoterms® trade terms do specify the point of
                  delivery, which is used as an input to determine when title is transferred per
                  revenue recognition rules in accounting (using IFRS or U.S. GAAP). 

               
               
               
               Although Incoterms® trade terms are not legally binding, sellers and buyers around the
                  world accept them as the standard terms to use in contracts of sale. Incoterms® trade terms are frequently included on
                  shipping company websites.

               
               
               
               The key things to know about use of
                  Incoterms® trade terms is to know enough
                  about these terms to select the most appropriate rule, to clearly specify the
                  correct port or other named place, and to ensure that these details are correctly
                  recorded in the contract for carriage, the letter of credit or other financial
                  instrument, and the invoice. The seller’s goal is to increase sales after all, so
                  most sellers tend to promote a particular Incoterm® that they feel competent to uphold and is customer-friendly rather than
                  making this a case-by-case choice. They will use a different term if the buyer wants
                  to perform additional functions. Some sellers will quote several viable options
                  along with the cost of each to the buyer. 

               
               
               
               The International Chamber of Commerce (ICC)
                  recommends using their most recent version, Incoterms® 2020, although parties to a contract for
                  the sale of goods can agree to choose older versions. It is important, however, to
                  clearly specify the chosen version—Incoterms® 2020, Incoterms® 2010, or any
                  earlier version, along with the specific trade term being used and a location.
                  Depending on the point of responsibility transfer, the location is either an origin
                  shipping port, a port of call for pickup, or a plant location for local pickup or
                  delivery. For example, CIF Los Angeles, U.S.A., Incoterms® 2020 would show that cost, insurance, and
                  freight are paid by the seller when exporting to the Port of Los Angeles.

               
               
               
               General changes in the 2020 version include a
                  clarification that an owned fleet might be used instead of a third party. Who pays
                  for what is now more obvious, in a clear table format, for all of the terms. Also,
                  security requirement costs are now clearly allocated in the rules.

               
               
               
               It’s absolutely critical that responsibilities are
                  assigned to both parties and that there is agreement on the terms of the
                  transaction.

               
               
               
               Incoterms®
                  trade terms are organized into two groups:

               
               
               
               
                  
                  
                  	
                     
                     
                     Rules for any mode or
                        modes of transport

                     
                     

                  
                  
                  
                  	
                     
                     
                     Rules for sea and
                        inland waterway transport

                     
                     

                  
                  

               
               
               
               A complete list of Incoterms® 2020, organized into these two groups, and
                  a definition of each term appear in Exhibit 7-17. Note
                  that for all terms except EXW, the seller is required to clear the goods for export.
                  For more detailed information or to order a copy of the terms, visit the ICC
                  website.

               
               
               
               
                  
                  
                  
                  
                     
                     
                        
                        Exhibit 7-17: Incoterms® Trade Terms—Definitions
                        
                        
                           
                           
                           
                           
                           
                        
                        
                           
                           
                           
                              
                              
                              	 
                              
                              
                              
                              	 
                              
                              

                           
                           
                        
                        
                        
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 Terms for
                                       Any Mode or Modes of Transport

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 EXW

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Ex Works
                                       (Buyer loads goods and takes control at seller’s
                                       location.) The buyer pays all transportation costs
                                    and bears all risks for transporting the goods to their
                                    final destination. Therefore, the buyer (or its 3PL) must be
                                    experienced enough to do export tasks in the country of
                                    supply. The buyer gets maximum control but also the most
                                    liability risk with this method. This option implies that
                                    the buyer is also responsible for export and should be able
                                    to act as the exporter of record (EOR), so it is not usually
                                    recommended.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 FCA

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Free
                                       Carrier (When named place is seller’s premises, seller
                                       loads on means of transport arranged by the buyer (e.g.,
                                       truck); when named place is another location, then
                                       seller loads on seller’s means of transport and upon
                                       arrival at the named place the risk transfers when the
                                       goods are ready for unloading and are placed at the
                                       disposal of the main carrier or another person
                                       designated by the buyer.) FCA is used for container
                                    shipment (avoid using FOB for container shipments) and
                                    multimodal transport. FCA transfers risk when the condition
                                    of “having been loaded” and arrival at the named place are
                                    satisfied. If the term states the named location as ship
                                    (the main carriage) then it is on board ship. However,
                                    normally FCA names the first leg of transportation
                                    (typically this is road). The buyer pays for the
                                    transportation from the named place (carrier’s or seller’s
                                    premises). The seller is responsible for problems or costs
                                    of clearing export customs. Since a letter of credit
                                    requires an on-board bill of lading, FCA indicates that
                                    given both party’s agreement, delivery is considered
                                    completed under FCA rules before the loading of the goods on
                                    board the main carriage. The seller has no assurance that
                                    they can obtain an “on-board” notation from the carrier.
                                    Under Incoterms®
                                    2020, the buyer and seller can determine that the buyer will
                                    ask the carrier to issue an on-board notation once the
                                    loading of the goods is complete.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 CPT

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Carriage
                                       Paid To (Seller selects and pays for main carriage.)
                                    The seller pays for the freight to the named destination.
                                    Risk transfers when the goods are delivered into the first
                                    carrier’s custody.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 CIP

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Carriage
                                       and Insurance Paid To (Seller pays main carriage and
                                       insurance.) Risk transfers when the goods are
                                    delivered into the first carrier’s custody. Afterward, the
                                    buyer bears all risks and costs. CIP is similar to CPT
                                    except that the seller also pays for the insurance, which
                                    must be Coverage A of the Institute Cargo Clauses (discussed
                                    more below). 

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 DAP

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Delivered
                                       at Place (Seller delivers goods and buyer unloads
                                       them.) The seller delivers the goods to the buyer,
                                    who assumes responsibility for their unloading at a named
                                    destination. Parties should specify exactly at what point at
                                    the destination the risks transfer from seller to
                                    buyer.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 DPU

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Delivered at Place Unloaded
                                       (Seller delivers goods to a location and unloads
                                       them.) DPU is preferred when there are high risks in
                                    unloading the material. Otherwise, DAP is preferred. The
                                    seller delivers the goods at a named location, such as a
                                    terminal at a named port or destination. Parties should
                                    specify the location where the risk is transferred from
                                    seller to buyer.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 DDP

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Delivered
                                       Duty Paid (Seller incurs all costs, including import
                                       duty.) The seller pays for all transportation costs,
                                    bears all risk until the goods have been delivered, and pays
                                    the duty. This method allows buyers to have the lowest level
                                    of involvement of all the terms. This option is not usually
                                    recommended as this implies that the buyer is also
                                    responsible for import and should be able to act as the
                                    importer of record (IOR).

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 Terms for Sea and Inland
                                       Waterway Transport

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 FOB

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Free on
                                       Board (Seller puts goods on main transport vessel.)
                                    This term is only for ocean shipments. It is useful for bulk
                                    cargo, break-bulk cargo, and roll-on-roll-off cargo. FOB
                                    shifts control when goods are “on board” the vessel. “On
                                    board” is true after an ocean bill of lading or sea waybill
                                    is issued. Sellers pay for all costs to transport and load
                                    the cargo on the ocean vessel, including export customs.
                                    Buyers pay ocean carrier costs and inbound
                                    customs.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 FAS

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Free
                                       Alongside Ship (Buyer lifts cargo on board.) The
                                    seller pays for transportation of the goods to the port of
                                    shipment. This includes oversized bulk or commodity cargo
                                    tendered to the carrier at the inland waterway or ocean port
                                    of loading. The buyer pays loading costs, freight,
                                    insurance, unloading costs, and transportation from the port
                                    of destination. Risk is passed once the goods are delivered
                                    to the quay (pier) at the port of shipment.

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 CFR

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Cost and
                                       Freight (Seller selects/pays main carriage.) The
                                    seller pays for costs and freight of the goods to the named
                                    destination port. The buyer pays for the insurance and
                                    transportation from the port of discharge (POD). Risk of
                                    loss shifts when the goods are on board at the port of
                                    shipment. CFR is inappropriate for most container sea
                                    shipments. (The correct term for these is CPT.) CFR is
                                    intended for use in shipping ocean freight pier-to-pier
                                    cargo that is not containerized (e.g., oversized or
                                    overweight goods).

                                 
                                 
                              
                              

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 CIF

                                 
                                 
                              
                              
                              
                              	
                                 
                                 
                                 Cost, Insurance and
                                       Freight (Seller pays main carriage and insurance.) A
                                    price quoted as CIF means that the selling price includes
                                    the cost of the goods, the freight or transport costs, and
                                    the cost of marine insurance. Under CIF, the seller must
                                    obtain in transferable form a marine insurance policy to
                                    cover the risks of transit (minimum-cover insurance or
                                    Coverage C of the Institute Cargo Clauses, but “CIF maximum
                                    cover” can be specified). The seller’s control transfers
                                    when the goods have been delivered on board the vessel at
                                    the port of shipment.

                                 
                                 
                              
                              

                           
                           
                        

                     

                  
                  

               
               
               Various points of delivery are illustrated in
                  Exhibit 7-18. 

               
               
               
               
                  Exhibit 7-18: Incoterms®
                     Points of Delivery[image: This graphic illustrates Incoterms and the respective points of delivery where the responsibility shifts from the seller to the buyer. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               Sometimes shippers accidentally use FOB to refer to
                  an air shipment, but, if used properly, it indicates shipments transported via sea
                  and inland waterway.

               
               
               
               
                  
                  What is Covered Under Various Institute Cargo Clauses (ICC)

                  
                  
                  
                  
                  Institute cargo clauses (ICC) can be specified as coverage A, B, or C, either
                     specifically as part of an Incoterm® or
                     as an additional stipulation. Exhibit 7-19
                     shows what is and is not covered under each coverage level.

                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           Exhibit 7-19: Institute Cargo Clauses: Coverage A, B, and C
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Type of Risk

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Coverage A

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Coverage B

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Coverage C

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Fire or explosion

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Vessel or craft being stranded, grounded, sunk, or
                                       capsized

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Overturning or derailment of land conveyance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Collision or contact of vessel, craft, or conveyance with
                                       any external object other than water

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Discharge of cargo at port of distress

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    General average sacrifice

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Jettison

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Earthquake, volcanic eruption, or lightning

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Washing overboard

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Water penetration into the ship, place of storage,
                                       container, or any other transportation unit

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Loss at loading/unloading (full)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Loss at loading/unloading (partial)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Malicious damage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Thefts/Pilferage/Non-delivery

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Piracy

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Any other risk not explicitly excluded

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Risks of war, terrorism, riots, and strikes

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Loss, damage, or expense caused by delay

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No

                                    
                                    
                                 

                              
                           

                        

                     
                     
                     
                     © 2024 Mutatis Mutandis. Used with permission.

                     
                     

                  
               
               
               
               
                  
                  Avoiding Acronym Confusion

                  
                  
                  Be
                     careful to not confuse Incoterms® trade
                     terms with other acronyms that happen to be similar. A common area of confusion
                     is between U.S. domestic terms of trade and the Incoterm® trade term FOB. The U.S. terms FOB
                     Origin (sometimes FOB Factory) and FOB Destination are to be used only for
                     domestic U.S. shipments by various transportation modes, while the Incoterm® trade term FOB applies only to sea and
                     inland waterway transport. Other U.S. domestic terms often used incorrectly for
                     international purposes are Freight Pre-Paid and Freight Collect.

                  
               
               

            
            

         
         
         
         
            
            
            Terms of Payment

            
            
            
            
               
               
               There are a variety of payment methods for transactions
                  between parties in different countries. We’ll look at cash in advance, letters of
                  credit, bills of exchange, and open accounts.

               
               
               
               The option chosen is based on the risk the seller is
                  willing to take—either not getting the sale because the buyer doesn’t agree to the
                  method or not getting paid at the end of the transaction once the buyer has the
                  goods. Both cash in advance and letters of credit are wise when the trade is with
                  a
                  high-risk buyer or country. Prior to this, it is important to look at the reasons
                  organizations have for setting their payment terms strategy in a certain way, which
                  has to do with the cash budget. 

               
               
               
               
                  
                  Cash Budgets and Setting Payment Terms
                     Strategy

                  
                  
                  
                  
                  A cash budget has four basic
                     components:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Cash receipts (actual cash
                           inflows)

                        
                        

                     
                     
                     	
                        
                        
                        Cash disbursements (actual cash
                           outflows)

                        
                        

                     
                     
                     	
                        
                        
                        A cash surplus or deficit
                           (Beginning cash plus inflows minus outflows equals ending cash.)

                        
                        

                     
                     
                     	
                        
                        
                        A financing section (borrowings and
                           repayments needed to cover deficits)

                        
                        

                     

                  
                  
                  
                  The cash budget determines the impact of
                     the length of time it takes to get paid and how soon the organization has before
                     paying for goods or services. Therefore, key determinants of whether the cash
                     budget will be acceptable or unacceptable are the payment terms the organization
                     negotiates with its suppliers, carriers, other service providers, and customers. 

                  
                  
                  
                  Payment terms include cash in advance on one end, open account and some other
                     methods somewhere in the middle, and cash on delivery on the other end of the
                     spectrum. The key point here is that cash in advance involves a very early
                     inflow/outflow depending on whether you are the buyer or seller, while cash on
                     delivery would be the opposite. An open account involves negotiating a window
                     for when payment is due, and it often also includes an incentive for earlier
                     payment. For example, 2/10 net 90 means that the buyer can get a 2 percent
                     discount if paying within 10 days or must pay the full amount within 90 days to
                     avoid being delinquent. While such decisions individually have little impact on
                     the cash budget, collectively they make a huge impact. For this reason,
                     logistics payment term guidelines are needed as a budget parameter (and are also
                     used when negotiating contracts).

                  
                  
                  
                  A general principle of finance is that it
                     is usually better to get money earlier and pay later (while avoiding penalties,
                     reputation damage, etc.). Of course, the other party generally wants the
                     opposite. Some organizations are able to collect cash from customers before
                     needing to pay suppliers, which is sometimes called “free” cash flow. Here are a
                     few considerations to keep in mind when deciding on how much priority to place
                     on negotiating better payment terms.

                  
                  
                  
                  
                     
                     	
                        
                        
                        Determine what the strategy should
                           be driving. This will determine whether/when tight turnarounds will be
                           needed and when they are less of a priority.

                        
                        

                     
                     
                     	
                        
                        
                        If you negotiate terms that get
                           cash sooner, you should have a plan for how that cash will be put to
                           use.

                        
                        

                     
                     
                     	
                        
                        
                        If you accept longer payment terms,
                           you should determine whether you will need to borrow money and how this
                           will affect your margins.

                        
                        

                     
                     
                     	
                        
                        
                        Determine if different strategies
                           are needed for different customer segments. For example, for high
                           fashion, air freight and expediting may be needed during fashion week or
                           awards season, requiring cash. However, if financing is needed, this
                           cost can be absorbed into the price due to the high markups. On the
                           other hand, low-value clothing will need the lowest landed cost,
                           including the lowest cost of financing.

                        
                        

                     
                     
                     	
                        
                        
                        When buying things internationally,
                           especially when using slower modes of transport, the lead times will be
                           long and the impact of different payment terms will be more intense. In
                           addition, the cost of tariffs, port fees, and so on need to be able to
                           be absorbed while still retaining a sufficient profit margin.

                        
                        

                     
                     
                     	
                        
                        
                        Determine if you can accept worse
                           payment terms but then sell your accounts receivable to a third party to
                           get cash immediately (for a fee).

                        
                        

                     

                  
                  
                  
                  In some cases, the cash flow budget goals
                     will be developed first, and then you will back into your operational budget to
                     help ensure meeting cash flow requirements.

                  
                  
               
               
               
               
                  
                  Cash
                     in Advance

                  
                  
                  The ASCM Supply Chain Dictionary defines a cash in advance payment as a

                  
                  
                  
                     
                     payment by the importer
                        to the exporter before the exporter ships the goods, providing the maximum
                        protection to the exporter and no protection to the importer.

                     

                  
                  
                  With this method, the seller requires payment
                     in advance before shipping the products to the buyer, generally via an
                     electronic transfer from the buyer’s account to the seller’s bank. With this
                     method, the entire risk is to the buyer, who must rely on the seller to deliver
                     the goods in full quantity and on time.

                  
               
               
               
               
                  
                  Letters of Credit

                  
                  
                  A letter of credit (L/C) is a formal letter in which a
                     bank assures the seller that the buyer is good for the purchase price of the
                     goods and that the bank will therefore honor the buyer’s checks to the seller up
                     to that amount. (The bank makes this assurance because the buyer’s credit is
                     good or because the buyer has an account with the bank.) For the buyer’s
                     protection, and if specified in the contract, the goods may need to be inspected
                     and received before the seller is paid. The buyer pays a fee to its bank (often
                     around 1.5 percent) to gain the benefits of this service. The issuing bank will
                     block the credit line, so this cash-flow constraint plus the fee has made this
                     method less popular than other payment term methods.

                  
                  
                  
                  
                  Letters of credit contain clauses that must be fulfilled. On-board notation is an
                     important clause to clarify when risk transfers per rule changes in
                     Incoterms® 2020. On-board bill of
                     lading (B/L) notation is a form of evidence that this clause of the L/C has been
                     fulfilled. For example, an L/C for goods transported from Ho Chi Minh City to
                     Manila South Port requires: 

                  
                  
                  
                  
                     
                     	
                        
                        
                        Full set of original bills of lading 

                        
                        

                     
                     
                     	
                        
                        
                        Port of loading: HOCHIMINH CITY, VIETNAM 

                        
                        

                     
                     
                     	
                        
                        
                        Port of discharge: MANILA SOUTH PORT, PHILIPPINES

                        
                        

                     
                     
                     	
                        
                        
                        On-board notation showing vessel name and the on-board date.

                        
                        

                     

                  
                  
                  
                  The statement “CLEAN SHIPPED ON BOARD ON CS TINAI V.1602 AT HOCHIMINH PORT,
                     VIETNAM ON MAY 01, 20xx. FREIGHT PREPAID” on the B/L in combination with the
                     destination port MANILA SOUTH PORT, PHILIPPINES gives the evidence that the
                     goods are delivered correctly.

                  
                  
                  There are
                     three types of letters of credit:

                  
                  
                  
                     
                     	
                        
                        Revocable. This is a pro forma
                           document used to prepare an irrevocable letter of credit.

                        

                     
                     
                     	
                        
                        Irrevocable. This type cannot be
                           canceled by the issuing bank unless the seller agrees to that
                           decision.

                        

                     
                     
                     	
                        
                        Confirmed irrevocable. This is when a
                           foreign bank provides the letter of credit. It is guaranteed by a bank
                           in the seller’s country and is therefore more expensive.

                        

                     

                  
                  
                  As shown in Exhibit 7-20, an L/C
                     process usually follows these steps:

                  
                  
                  
                  
                     Exhibit 7-20: Letter of Credit Process[image: This graphic illustrates the letter of credit process in six main steps, showing the interaction between the buyer, seller, and their respective banks. Go to long description for more details.]
                  Go to long description.

                  
                  
                  
                  
                     
                     	
                        
                        The L/C is issued. After agreeing to
                           the terms of sale, the seller sends a pro forma invoice (a
                           detailed estimate of the transaction terms) and the buyer goes to its
                           bank and gets a letter of credit demonstrating that the bank has faith
                           in the buyer’s ability to pay the purchase price.

                        

                     
                     
                     	
                        
                        The buyer’s bank notifies the seller’s
                              bank that the L/C has been issued. This assures the seller’s
                           bank that it can honor drafts from the seller up to the amount of the
                           purchase price (in the seller’s currency) as long as the bank receives
                           the proper documentation. This locks in an exchange rate, removing the
                           risk of currency rate fluctuation for the seller.

                        

                     
                     
                     	
                        
                        Seller ships the cargo. Confident of
                           receiving payment when the goods have arrived as specified, the seller
                           has the cargo shipped. The carrier sends a bill of lading (or waybill
                           for air carriage), the on-board notation, and other evidence of clause
                           fulfillment such as for inspection to the seller’s bank. This step is
                           only a check of the availability of the correct documented
                           proof.

                        

                     
                     
                     	
                        
                        Seller asks its banker for money.
                           After shipping the cargo, the seller sends a draft for the purchase
                           price to its banker, who now has the seller’s draft plus the carrier’s
                           bill of lading.

                        

                     
                     
                     	
                        
                        Seller’s bank asks buyer’s banker for
                              money. The seller’s bank forwards the documents to the buyer’s
                           bank (e.g., electronically via the SWIFT network for bank-to-bank
                           transactions). The bill of lading from the carrier usually assigns
                           ownership of the goods to the buyer’s bank, not directly to the buyer.
                           This provides the bank with some security since it can wait to release
                           the ownership documents to the buyer until it is sure of being
                           repaid.

                        

                     
                     
                     	
                        
                        Buyer’s bank waits for cargo
                              (perhaps). When the buyer’s bank receives a draft and bill of
                           lading (or waybill) from the seller’s bank, the cargo may still be en
                           route—if it has been shipped by marine carrier. Therefore the drafts may
                           be payable at some future date rather than immediately. Payment may or
                           may not depend upon the buyer officially taking delivery of the
                           cargo.

                        

                     
                     
                     	
                        
                        Everyone gets paid, ideally at the
                           time specified, when the buyer approves the cargo and accepts delivery.
                           All outstanding drafts are honored. The buyer pays its banker; its
                           banker pays the seller’s banker; the seller’s banker pays the
                           seller.

                        

                     

                  
                  
                  Note that documentation errors or
                     discrepancies can result in a need to file new documentation. This can cause
                     delays or for the goods and payments not to be released at all. Without correct
                     proof, the L/C will not be released, or, if the errors are considered material,
                     they can result in the buyer or the buyer’s bank refusing to pay, so it is
                     important to submit all actual documented proof of each clause’s fulfillment and
                     carefully review all entry fields in all forms for accuracy and
                     consistency.

                  
                  
                  In terms of risk, the deal
                     can still fall apart at this point from either party’s perspective. An L/C
                     provides assurance to the buyer that the shipment will occur, but the buyer
                     still relies on the seller to deliver the goods exactly as promised. If the
                     goods turn out to be damaged, substandard, or otherwise unacceptable, the buyer
                     is at risk of needing to reject the shipment, not getting a refund, and having
                     to write the whole deal off. In some cases, payment is due before the buyer
                     takes possession, which increases the risk of incomplete or substandard goods
                     being received. However, the buyer may be able to negotiate terms that shift
                     some risk to the seller, for example, the contract can specify a grace period or
                     that partial payments can be made if partial shipments are received. An example
                     of a risk from the seller’s perspective is the bankruptcy of the buyer, which
                     can result in goods being blocked while payment is not received, and payment
                     might not ever be received. Another risk is that documented proof is not correct
                     or is not accepted.

                  
               
               
               
               
                  
                  Bills
                     of Exchange

                  
                  
                  A bill of exchange
                        payment, according to the ASCM Supply Chain Dictionary, is “a
                     promissory note that the importer uses to formally acknowledge its debt to the
                     exporter.”

                  
                  
                  The buyer signs the bill of
                     exchange, also called a draft, in front of the presenting bank’s representative.
                     Within the draft, the buyer promises to pay the amount of the invoice on a
                     specific date to the seller.

                  
                  
                  A bill of
                     exchange is considered a legal document in the buyer’s country. This will make
                     it easier to collect payment if there’s a default, since it is technically a
                     domestic issue. It is not unusual for a draft to be used in conjunction with a
                     letter of credit.

                  
                  
                  There are three types
                     of drafts:

                  
                  
                  
                     
                     	
                        
                        Date draft. The buyer promises to pay
                           the seller either at 30, 60, or 90 days after the date of shipment of
                           the products.

                        

                     
                     
                     	
                        
                        Time draft. The buyer promises to pay
                           the seller either at 30, 60, or 90 days after the buyer signs the
                           draft.

                        

                     
                     
                     	
                        
                        Sight draft. The seller retains title
                           of the goods until the buyer makes the payment and then receives the
                           bill of lading or air waybill, which represents the title of the
                           goods.

                        

                     

                  
               
               
               
               
                  
                  Open
                     Account

                  
                  
                  As defined in the ASCM Supply Chain Dictionary, an open account payment is

                  
                  
                  
                     
                     a method of payment for
                        goods shipped in advance of payment in which the seller or exporter sends
                        the buyer or importer an invoice requesting payment by a certain
                        date.

                     

                  
                  
                  The seller sends an invoice
                     to the buyer once the products have been shipped. There is a written agreement
                     that details

                  
                  
                  
                     
                     	
                        
                        Payment due
                           date(s)

                        

                     
                     
                     	
                        
                        Number of days at
                           which buyer will be considered past due (e.g., net 30 or net 60, meaning
                           net amount due in 30 or 60 days; end of month (EOM); or 2/10 net 30,
                           meaning a two percent discount for payment within 10 days or the net
                           amount due in 30 days).

                        

                     
                     
                     	
                        
                        Interest rate
                           charges on late payments

                        

                     
                     
                     	
                        
                        Discount for early
                           payment(s)

                        

                     
                     
                     	
                        
                        Cost of risk
                           insurance.

                        

                     

                  
                  
                  With this option, there is no risk to the
                     buyer; the seller shoulders all the risk. It is typically used only between
                     established, trustworthy trading partners.

                  
               
               

            
            

         
         
   
      
         
         
         
         Consider Currency Implications

         
         
         
         
            
            
            This area discusses selecting a currency and the use of
               currency hedging. 

            
            

         
         
         
         
         
            
            
            Currency Translation, Selecting a Currency, and Hedging

            
            
            
            
               
               
               
                  
                  Currency Translation

                  
                  
                  
                  
                  The exchange rate is the value of one currency expressed in units of another. For
                     instance, say the exchange rate for the U.S. dollar compared to the euro is
                     1.00000:0.933115, where one U.S. dollar equals about 0.93 euro. The exchange
                     rate for the euro to the U.S. dollar at the same time would then be
                     1.00000:1.071679, where one euro equals about US$1.07. A fixed or pegged rate is
                     determined by the government through its central bank. The rate is set against
                     another major world currency (such as the U.S. dollar, euro, or yen). To
                     maintain its exchange rate, the government will buy and sell its own currency
                     against the currency to which it is pegged. Note that published rates such as
                     the ones shown above are not actual quotes because currency dealers provide
                     bid-offer quotes that include a transaction fee for each exchange. Rather, it is
                     a midpoint rate halfway between the actual bid-offer quotes. Translating a
                     currency into another currency and back again will result in less money equal to
                     the fees in each direction. In addition, financial publications quote spot
                     exchange rates for immediate delivery and forward exchange rates for delivery
                     30, 90, or 180 days or one year in the future.

                  
                  
               
               
               
               
                  
                  Selecting a Currency

                  
                  
                  There are three options for the currency used for
                     payment in international transactions.

                  
                  
                  
                  
                     
                     	
                        
                        
                        The currency of the seller’s country

                        
                        

                     
                     
                     	
                        
                        
                        The currency of the buyer’s country

                        
                        

                     
                     
                     	
                        
                        
                        The currency of some other country (typically a fully convertible
                           currency)

                        
                        

                     

                  
                  
                  
                  Consider
                     the following when determining which currency option to select:

                  
                  
                  
                     
                     	
                        
                        Convertibility. Convertibility
                           is the ease with which one currency can be converted into another.
                           In today’s world, the major countries have fully convertible currencies,
                           also known as hard currencies. These currencies can be exchanged
                           at any time. Some developing countries have currencies that are
                           not easily convertible; these are termed soft currencies. It’s usually
                           a matter of delayed timing before soft currencies can be converted,
                           so they are not as convenient to use as payment.

                        

                     
                     
                     	
                        
                        Risk of fluctuation. The risk
                           of fluctuation is tied to exchange rate risk, which is the risk of a
                           change in the exchange rate between when the sale is made and when
                           payment is made to the seller. 

                        
                        
                        The impact experienced by a company due to changes in exchange
                           rates is called transaction exposure. The risk of monetary gain or loss
                           is, of course, a function of whether the value goes up or down compared
                           to the other currency. The party who is assuming the risk (seller or
                           buyer) must be considered. If payment is in the seller’s currency, then
                           the buyer is the one at risk if there’s a change to the exchange rate.
                           If payment is in the buyer’s currency, then the seller is the one at
                           risk. Despite the potential upside of the buyer effectively needing to
                           pay less or the seller effectively being paid more, it is the extra
                           variability (uncertainty) to the transaction that organizations find
                           undesirable.

                        
                        
                        The option of using the currency of a third country is one way
                           of dealing with transaction exposure. By using another nation’s
                           currency, the seller and the buyer both assume risks of currency
                           fluctuation. While the U.S. dollar is now the preferred third-country
                           currency in many cases, the EU has a goal of the euro becoming this
                           preferred currency. In some instances, they both may agree to use an
                           artificial currency like the Special Drawing Rights (SDR) of the
                           International Monetary Fund.

                        
                        
                        According to David in International Logistics, if a
                           seller wants to fully embrace a strategy of growing a company’s
                           international trade, then it should view exchange rate fluctuation as a
                           means of giving the buyer what it really wants—to be able to pay for a
                           transaction in its own currency. When an seller offers this option up
                           front, the buyer will be more likely to want to work with the seller.
                           The seller that commits to this strategy should meet with its banker to
                           identify the best hedging strategy to ensure that the trade will still
                           be profitable.

                        

                     

                  
                  
                  
                  The euro has significantly altered international trade. Since it is used by 19 of
                     the 27 EU countries, no currency translation is needed at all for transactions
                     among these countries, which is an economic advantage for organizations in these
                     countries. 

                  
               
               
               
               
                  
                  Reducing Transaction Exposure Through
                     Hedging

                  
                  
                  
                  Multinational companies will use their treasury department to manage their cash
                     flows and financial risks, including by arranging hedging tactics to handle
                     transaction exposure. Treasury’s priority is to ensure the business has the
                     money it needs to manage its day-to-day business obligations, while also helping
                     have sufficient resources to support its long-term financial strategy and
                     policies.

                  
                  
                  
                  Hedging currency risk means implementing financial measures to control, reduce,
                     or eliminate currency risk. The primary role of hedging is to reduce variability
                     or uncertainty since the methods tend to reduce the upside opportunity (e.g.,
                     currency trading at an advantage to the organization) along with the downside
                     risk (currency trading at a disadvantage to the organization). Note that the
                     opposite of hedging is speculation, which involves assuming significant risk to
                     attempt to make a profit.

                  
                  
                  Hedging can take the form of forwards, futures, swaps, and
                     options. Many of these methods are complex and defining them is out of scope for
                     these materials. Let’s look at two important types of forwards—forward market
                     hedges and money market hedges (a synthetic forward contract)—and consider a
                     scenario where the seller will bill in the buyer’s currency (the more attractive
                     deal to the buyer).

                  
                  
                  
                     
                     	
                        
                        With a forward market hedge, the seller would purchase forward
                           the necessary currency to cover the foreign payable based on the
                           difference in the exchange rates of the two countries involved in the
                           transaction.

                        

                     
                     
                     	
                        
                        With money market hedging, the organization protecting its
                           exposure (the seller) will borrow money from a bank in the buyer’s
                           country that is an amount equal to the present value of the payment for
                           the goods that are being sold. The bank converts the domestic currency
                           into the foreign currency at the spot rate, and the seller deposits this
                           foreign currency amount. The seller makes the payment owed to the bank
                           when the foreign currency deposit matures.

                        

                     

                  
                  
                  
                   

                  
               
               

            
            

         
         
   
      
         
         
         Long Description Appendix

         
         
            
            This appendix provides more detailed descriptions for some of the images found in
               the text. Return to the image location in the text by clicking the link at the end
               of each description.

            
            
            [image: A diagram illustrating the logistics planning and control model. Go to long description for more details.]
                  
                  
                  At the top, the Organizational and Supply Chain Strategy informs the
                     Logistics Strategy, which is supported by Logistics
                        Tactics/Operations and Capacity.

                  
                  
                  
                  Below this, key components of logistics management are displayed in vertical
                     pillars:

                  
                  
                  
                  
                     
                     	
                        
                        Demand Management

                        

                     
                     
                     	
                        
                        Customer and Order Management

                        

                     
                     
                     	
                        
                        Warehouse Distribution and Fulfillment Management

                        

                     
                     
                     	
                        
                        Inventory Management

                        

                     
                     
                     	
                        
                        Transportation Management

                        

                     
                     
                     	
                        
                        Supply Management

                        

                     

                  
                  
                  
                  These pillars are supported by broader logistics concepts, including:

                  
                  
                  
                  
                     
                     	
                        
                        Global Logistics

                        

                     
                     
                     	
                        
                        Sustainability

                        

                     
                     
                     	
                        
                        Reverse Logistics

                        

                     
                     
                     	
                        
                        Risk Management

                        

                     
                     
                     	
                        
                        Logistics Framework and Metrics

                        

                     
                     
                     	
                        
                        Network (Re-)Design

                        

                     

                  
                  
                  
                  The diagram is enclosed in a loop that highlights the ongoing processes of
                     Continuous Improvement and Digital Transformation,
                     suggesting that these elements are crucial for evolving and refining
                     logistics operations within an organization.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-4: Logistics Performance Index (LPI)
[image: A spider chart comparing logistics performance across regions and countries, including the United States, Europe & Central Asia, Middle East & North Africa, and China for 2023. The chart tracks performance across six logistics dimensions: Customs, Infrastructure, International Shipments, Logistics Competence, Tracking & Tracing, and Timeliness. Go to long description for more details.]
                  
                  
                  This spider chart visualizes the Logistics Performance Index (LPI) for
                     various countries and regions in 2023. The chart is divided into six
                     dimensions: Customs, Infrastructure, International Shipments, Logistics
                     Competence, Tracking & Tracing, and Timeliness. Each axis of the chart
                     represents one of these dimensions, scored from 1 to 5. Different colored
                     lines correspond to data from distinct entities:

                  
                  
                  
                  
                     
                     	
                        
                        United States 2023 is represented by a dotted blue line.

                        

                     
                     
                     	
                        
                        Europe & Central Asia 2023 is shown with a green solid line.

                        

                     
                     
                     	
                        
                        Middle East & North Africa 2023 is indicated with a blue solid
                           line.

                        

                     
                     
                     	
                        
                        China 2023 is represented by a black solid line.

                        

                     

                  
                  
                  
                  The chart allows for direct comparison of performance in logistics across
                     these regions and countries. For example, the chart indicates that the
                     United States has strong performance in Timeliness and Tracking &
                     Tracing, while the Middle East & North Africa performs lower in these
                     areas. The goal of the LPI is to assess how effectively goods move across
                     and within borders based on these six logistical criteria.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-10: Export Process
[image: This graphic illustrates the export process flow, beginning with product inspection and ending with the verification of goods departing from the origin port, following a sequence of 12 steps. Read long description below.]
                  
                  
                  The export process flow is as shown as follows:

                  
                  
                  
                  
                     
                     	
                        
                        Inspect products for order accuracy and quality

                        

                     
                     
                     	
                        
                        Pack consignment and add identifying labels

                        

                     
                     
                     	
                        
                        Receive order at containerization site

                        

                     
                     
                     	
                        
                        Pack and seal containers

                        

                     
                     
                     	
                        
                        Arrange for multimodal shipment

                        

                     
                     
                     	
                        
                        Transfer container to pick up point for main leg

                        

                     
                     
                     	
                        
                        Verify arrival of goods at outgoing port

                        

                     
                     
                     	
                        
                        Obtain customs clearance, physically verify shipment, and check documentation

                        

                     
                     
                     	
                        
                        Pay port fees

                        

                     
                     
                     	
                        
                        Hand documents over to shipping line

                        

                     
                     
                     	
                        
                        Provide buyer with bill of lading

                        

                     
                     
                     	
                        
                        Verify departure of goods from origin port

                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-11: Certificate of Manufacture
[image: This image depicts a “U.S. Manufacturer’s Affidavit” form used to certify that specified goods were manufactured in the United States. Go to long description for more details.]
                  
                  
                  The “U.S. Manufacturer’s Affidavit” form is used to
                     declare that specific goods, identified by part number and description,
                     were manufactured in the United States. The form includes fields for the
                     manufacturer’s name, address, and contact information. It also contains
                     a declaration that no duty drawback has been claimed on the goods by the
                     manufacturer in connection with their export. The form is to be
                     completed by a company representative who provides their name, title,
                     telephone number, email, and signature. A section at the bottom explains
                     duty drawback regulations, which allow for a refund or remission of up
                     to 99% of duties paid on imported goods if they are later exported from
                     the U.S., and provides more information about types of drawbacks, such
                     as Manufacturing Drawback and Unused Drawback.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-12: Certificate of Origin
[image: This image shows a “Certificate of Origin” form, used for declaring the origin of goods being shipped internationally. Go to long description for more details.]
                  
                  
                  The “Certificate of Origin” form is a legal document
                     used in international trade to certify that the goods listed originated
                     in a specific country. The form starts with sections for the undersigned
                     (owner or agent) and the shipper’s details. The shipper declares that
                     the goods are being shipped via a specified method to a consignee (name
                     and address) and provides the shipping date. The form has a table to
                     list marks and numbers, the number of packages (boxes or crates), the
                     gross and net weight in kilograms, and a complete and accurate
                     description of the goods. At the bottom, the owner or agent signs and
                     swears that the details are accurate. The form also requires a notary’s
                     signature and certification by the Chamber of Commerce, stating that,
                     based on the exporter’s representation, the goods originated from the
                     country indicated. The certificate is then dated and signed by the
                     executing agent on behalf of the Chamber of Commerce.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-13: Foreign Shipper’s Declaration
[image: This image shows a “Foreign Shippers Declaration” form used for articles being shipped for repair or alteration. Read long description below.]
                  
                  
                  This is a “Foreign Shippers Declaration (Repair Declaration)” form,
                     typically used for articles being shipped back for repairs or alterations. It requires
                     the shipper to provide their company name, supplier number, and address, along with
                     the
                     original and repair purchase order numbers. The declaration states that the articles
                     were originally exported from the United States for the purpose of repair or alteration
                     and that no substitution has been made. The form includes a table with columns to
                     describe the articles, indicate the value prior to repair, the cost or value of repairs,
                     and the total value of the articles after repair or alteration. At the bottom, there
                     is
                     space for a signature, printed name, title, and date. Additionally, notes at the bottom
                     remind the shipper that a commercial invoice must include the U.S. manufacturer’s
                     name
                     and address, and that the declaration must accompany the returned articles.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-14: Owner/Importer/Consignee/Agent Declaration
[image: This image shows an “Owner/Importer/Consignee/Agent Declaration” form that certifies the accuracy of the Foreign Shipper Declaration. Go to long description for more details.]
                  
                  
                  This “Owner/Importer/Consignee/Agent Declaration” form is used to
                     verify and confirm that the Foreign Shipper Declaration is true and correct according
                     to
                     U.S. regulations (19CFR 10.1(a)(2)). The form is completed by the owner, importer,
                     consignee, or agent of the goods. The declarant affirms that the goods were manufactured
                     by a specified U.S. manufacturer and were exported without the benefit of duty drawback.
                     The form includes a table for recording part numbers and descriptions of the items
                     in
                     question. Below the table is a section for company information, which requests the
                     company name, the representative’s name and title, telephone number, email address,
                     and
                     signature, along with a date field. At the bottom of the form, there is a reference
                     to
                     the U.S. Code of Federal Regulations for more information on duty drawbacks.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-15: Declaration for Free Entry of Returned Products
[image: This image shows a "Declaration for Free Entry of Returned American Products" form, used by U.S. Customs and Border Protection to document the return of American-made goods into the United States, ensuring no duties are required for reentry. Read long description below.]
                  
                  
                  The "Declaration for Free Entry of Returned American
                     Products" form, managed by U.S. Customs and Border Protection, allows
                     American-made goods to re-enter the U.S. without the imposition of duties,
                     provided certain conditions are met. The form includes sections for
                     information such as the port, date, entry number, and details about the
                     manufacturer and city/state of manufacture. It also asks for the reason for
                     the return, the status of any prior U.S. drawback claims, and whether the
                     product was previously imported under HTSUS 9813.00.05. The declarant must
                     describe the articles being returned and their value. A section allows the
                     declarant to affirm that the articles are being returned without any
                     modifications or enhancements, making them eligible for duty-free status.
                     The document must be signed by an authorized corporate officer, with
                     additional instructions for corporations on how the form should be
                     completed. The document provides legal assurance that the goods qualify for
                     duty-free reentry under U.S. customs law.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-16: Air Waybill (AWB)
[image: This image depicts an “Air Waybill,” a document issued by an air carrier as a contract of carriage for goods shipped by air. Go to long description for more details.]
                  
                  
                  The “Air Waybill” serves as a non-negotiable contract between
                     the shipper and the carrier, outlining the terms for transporting goods via air.
                     The form includes spaces for the shipper’s and consignee’s names and addresses, as
                     well as their account numbers. It also features sections for details like the
                     airport of departure, the routing and destination of the shipment, flight
                     information, and the declared value for customs and insurance. The document
                     includes areas for recording the number of pieces, the gross and chargeable weight
                     of the shipment, and any special handling information, including whether dangerous
                     goods are involved. Additionally, it specifies the payment terms, whether prepaid
                     or collect, and has a section for the signature of the shipper or agent to certify
                     the accuracy of the information. The air waybill also provides a notice regarding
                     compliance with export administration regulations. It must be signed by both the
                     shipper and the issuing carrier or their agents to be valid.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-18: Incoterms
[image: This graphic illustrates Incoterms and the respective points of delivery where the responsibility shifts from the seller to the buyer. Go to long description for more details.]
                  
                  
                  The left side, labeled “Seller,” features terms like EXW,
                     where the seller’s responsibility ends at their premises, and FCA, where
                     goods are handed over to the carrier. It includes shipping terms such as FAS
                     and FOB, where the seller delivers goods alongside or on board the vessel.
                     For shipping under the seller’s responsibility, terms like CFR, CIF, CPT,
                     and CIP are shown. The right side, labeled “Buyer,” depicts terms like DAP,
                     DPU, and DDP, indicating that the seller is responsible for delivering goods
                     all the way to the buyer’s destination. The illustration visually shows the
                     transition of goods from seller to buyer, through transport methods and
                     equipment including trucks, cranes, and ships.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-20: Letter of Credit Process
[image: This graphic illustrates the letter of credit process in six main steps, showing the interaction between the buyer, seller, and their respective banks. Read long description below.]
                  
                  
                  The graphic outlines the step-by-step process of a
                     letter of credit transaction. The process begins when the buyer arranges
                     a contract of sale (Step 1a) and requests a letter of credit from their
                     bank (Step 1b). The buyer’s issuing bank notifies the seller’s advising
                     bank that the L/C has been issued (Step 2a), and the advising bank
                     delivers the L/C documentation to the seller (Step 2b). The seller ships
                     the goods and sends the bill of lading/waybill to its bank (Step 3). The
                     seller then asks its bank for payment (Step 4), and the seller’s bank
                     forwards documents to the buyer’s bank and requests payment (Step 5).
                     Finally, the buyer’s bank may wait for cargo and, upon buyer approval of
                     the shipment, everyone involved in the transaction is paid (Step 6).
                     This diagram helps visualize the coordination between the buyer, seller,
                     and their respective banks, ensuring secure and timely payments in
                     global trade.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-8: Methods of Global Entry
[image: This graphic illustrates various methods of entering global markets. Go to long description for more details.]
                  
                  
                  This visual represents the different methods businesses can use to enter global
                     markets. Each method offers a unique strategy for international expansion:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Exporting: This approach involves an agent, distributor, or marketing
                           subsidiary.

                        
                        

                     
                     
                     	
                        
                        
                        Indirect exporting: This involves less direct involvement, where a company may work
                           with an export trading company, an export management company, or engage in
                           piggybacking.

                        
                        

                     
                     
                     	
                        
                        
                        Licensing

                        
                        

                     
                     
                     	
                        
                        
                        Direct ownership and production abroad

                        
                        

                     
                     
                     	
                        
                        
                        Joint ventures

                        
                        

                     

                  
                  
                  
                  The right-hand side of the graphic is complemented by a globe, representing the global
                     scope of these market entry strategies. 

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 7-9: Piggybacking
[image: This graphic explains the concept of piggybacking in international trade. Go to long description for more details.]
                  
                  
                  This image illustrates the process of piggybacking in which Corporation A, an
                     experienced exporter from Country X, reaches out to Supplier B, a local company within
                     the same country, and asks them to supply products for its overseas plant in Country
                     Y.

                  
                  
                  
                  Supplier B gains export experience in exporting by partnering with Corporation A.
                     The
                     dashed blue arrows represent the flow of exports (from Supplier B to Corporation A’s
                     overseas plant) and the corresponding return of money for the goods or services
                     provided.

                  
                  
               
               Go to image in text.
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This form certifies that the Foreign Shipper Declaration is true and correct in accordance with 19CFR
10.1(a)(2). This form must be completed by the owner/importer/consignee/agent of the goods specified
therein.

1, [Insert name], declare that the (attached) declaration by the foreign shipper is true and correct to the
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* Duty drawback. For more information see 19 Code of Federal Regulations 191 and 181.41- 48.
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U.S. MANUFACTURER’S AFFIDAVIT

Note: Since organizational titles vary, personnel or departments responsible for part information
maintenance or part production activities have the responsibility to complete this form.

DATE:

I, [Insert Name], declare that the following goods:

PART NO. PART DESCRIPTION

Were manufactured in the United States by:

[Insert name of company]
Address

[Citv. state. and zip code]

And no drawback* has been declared by [Insert name of corporation] in connection with the export of this
material. The above named company must hereby notify Company ABC should a manufacturer change
be made that affects the validity of this manufacturer’s affidavit for future purchases.

COMPANY NAME

COMPANY REPRESENTATIVE NAME TITLE

TELEPHONE NO. EMAIL ADDRESS
T

*Duty drawback. For more information see 19 Code of Federal Regulations 191 and 181.41-48.

U.S. Customs regulations allow for the refund or remission of up to 99 percent of duties paid on imported
goods if they are subsequently exported from the U.S., and if certain other requirements are met. The
most common forms of drawback are Manufacturing Drawback, for imported parts and materials
manufactured into the exported article; and Unused Drawback, for imported articles exported in a
substantially unchanged condition, or not used for the intended purpose of the U.S.

Manufacturing drawback is a refund of duties paid on imported goods used in the manufacture of articles
that are either exported or destroyed. The imported goods must be used in manufacture and exported
within five years from the date of importation of the goods. An approved drawback ruling (formerly called
a drawback contract) must be on file with Customs before any manufacturing drawback claims may be
filed.

Manufacturing drawback is a refund of duties paid on imported goods used in the manufacture of articles
that are either exported or destroyed. The imported goods must be used in manufacture and exported
within five years from the date of importation of the goods. An approved drawback ruling (formerly called
a drawback contract) must be on file with Customs before any manufacturing drawback claims may be
filed.






images/CLTDgraphic25-18b_OrganicPeroxides.png





images/CLTDgraphic6b-04.png
Exporting

* Agent

+ Distributor

» Marketing subsidiary

Indirect exporting

» Export trading
company

+ Export management
company

» Piggybacking

Licensing

Direct ownership
and production
abroad

Joint
ventures






images/CLTDgraphic25-18b_InfectiousSubstance.png
INFECTIOUS
SUBSTANCES,





images/CLTDgraphic25-18b_Poison.png





nav.xhtml

      
         Contents


         
            		
               Module 7: Global Logistics
               
                  		
                     Section A: Characterize the International Environment and Global Infrastructure
                     
                        		
                           Understand Macroenvironmental Factors Influencing International Logistics
                           
                              		
                                 Geo-Political, Sustainability, and Economic Factors
                              


                              		
                                 Complementary and Substitute Service Providers and Products
                              


                           


                        


                        		
                           Understand Local Infrastructure Considerations
                           
                              		
                                 Infrastructures
                              


                              		
                                 Global Trade Specialists
                              


                           


                        


                        		
                           Consider Global Logistics Performance Management Factors
                           
                              		
                                 The World Bank’s Logistics Performance Index (LPI)
                              


                              		
                                 Lead Time Considerations
                              


                              		
                                 Global Supply Chain Cost
                              


                              		
                                 Risk and Exception Management
                              


                           


                        


                     


                  


                  		
                     Section B: Incorporate Regulations into Global Logistics Processes
                     
                        		
                           Understand International Trade Agreements, Trade Blocs, and FTZs
                           
                              		
                                 Trade Agreements
                              


                              		
                                 Trading Blocs
                              


                              		
                                 Foreign/Free Trade Zones
                              


                           


                        


                        		
                           Acknowledge International Transportation Regulations and Compliance
                           
                              		
                                 Government Policies and Regulations
                              


                              		
                                 Trade Compliance
                              


                              		
                                 International Air Transport Association
                              


                              		
                                 International Maritime Organization (IMO) and its Dangerous Goods Code
                              


                              		
                                 Anti-Bribery and Anti-Corruption Practices
                              


                           


                        


                        		
                           Understand and Adhere to Transportation Safety Regulations
                           
                              		
                                 Security
                              


                              		
                                 Approaches of Different Countries
                              


                              		
                                 Labor Safety and Equipment/Vehicle Standards
                              


                              		
                                 Dangerous Goods (Hazmat)
                              


                           


                        


                     


                  


                  		
                     Section C: Facilitate Export/Import, Customs Clearing, and Documentation
                     
                        		
                           Consider Methods for Entering Global Markets
                           
                              		
                                 Exporting
                              


                              		
                                 Other Common Methods
                              


                           


                        


                        		
                           Understand the Import/Export Process and Invoice Types
                           
                              		
                                 Import/Export Process
                              


                              		
                                 Invoice Types
                              


                           


                        


                        		
                           Differentiate between Various Import Documents
                           
                              		
                                 Import Licenses, Quotas, and Declarations
                              


                              		
                                 Certificates for What, Who, and Where
                              


                              		
                                 Other Documentation
                              


                           


                        


                        		
                           Differentiate between Various Export Documents
                           
                              		
                                 Export Licenses
                              


                              		
                                 Export Taxes and Quotas
                              


                              		
                                 Electronic Export Information (EEI) or Shipper’s Export Declaration (SED)
                              


                              		
                                 Returned Products
                              


                           


                        


                        		
                           Differentiate between Various International Transportation Documents
                           
                              		
                                 International Bills of Lading
                              


                              		
                                 Manifests, Waybills, Packing Lists, and Dangerous Goods Declaration
                              


                           


                        


                        		
                           Understand the Customs Clearance Process and Its Components
                           
                              		
                                 Customs Brokers, Duties, and Taxes
                              


                              		
                                 Customs Clearance Process
                              


                              		
                                 Harmonized System of Classification and Tariff Schedules
                              


                              		
                                 Valuation
                              


                              		
                                 Transfer Pricing
                              


                              		
                                 Customs Bonds
                              


                              		
                                 Other Taxes
                              


                           


                        


                     


                  


                  		
                     Section D: Understand Finance, Payment, Currency, and Tax Options/Implications
                     
                        		
                           Understand and Apply Terms of Sale and Methods of Payment
                           
                              		
                                 Contract Types, Terms, and Conditions
                              


                              		
                                 Incoterms ® 2020 Trade Terms
                              


                              		
                                 Terms of Payment
                              


                           


                        


                        		
                           Consider Currency Implications
                           
                              		
                                 Currency Translation, Selecting a Currency, and Hedging
                              


                           


                        


                     


                  


               


            


            		
               Long Description Appendix
            


         


      
      
         Landmarks


         
            		
               Cover
            


            		
               Start of Content
            


            		
               Acknowledgements
            


         


      
   

images/CLTDgraphic25-18b_1.4.png





images/CLTDgraphic25-18b_SpontaneousCombust.png





images/CLTDgraphic25-18b_PoisonGas.png





images/CLTDgraphic6a-03.png
Airports

omemem a -
Pipelines Canals and
Transportation Wwaterways

i Infrastructure f

Ports . Roads

M Bl

Rail Warehouses






images/CLTDgraphic25-18b_Explosives.png





images/CLTDgraphic25-18b_FlammableSolid.png





images/CLTDgraphic25-18b_FlammableLiquid.png
FLAMMABLE
Liquip





images/CLTDgraphic6a-02.png
LPI
! Region: Europe & =@

5 Central Asia 2023
Timeliness _ | Customs
====@ United States
2023 N
Tracking & tracing ~ ~ Infrastructure
—@ Region: Middle East & \ China 2023

North Africa 2023

Logistics competence International shipments





images/CLTDgraphic25-18_GHSx.png





images/CLTDgraphic25-16.png
Seller

EXW

!

FAS FOB

!

DlPU
DDP
i
DAP
!






images/CLTDgraphic6c-09.png
DEPARTMENT OF HOMELAND SECURITY
U.S. Customs and Border Protection

DECLARATION FOR FREE ENTRY
OF RETURNED AMERICAN PRODUCTS Form Approved

19 CFR 7.8, 10.1, 10.5, 10.66, 10.67, 12.41, 123.4, 143.23, 145.35 eyt
Any text that scrolls will not print T T T ey e e e Exp. 03-91:2016

1. PORT 2. DATE 3. ENTRY NO. & DATE

4. NAME OF MANUFACTURER 5. CITY AND STATE OF MANUFACTURE

6. REASON FOR RETURN 7.U.S. DRAWBACK PREVIOUSLY
[ cramep  [] uncramen
8. PREVIOUSLY IMPORTED UNDER HTSUS 2813.00.05?

[ ves Ow~o

9. MARKS, NUMBERS, AND DESCRIPTION OF ARTICLES RETURNED 10. VALUE"

* If the value of the article is $10.000 or more and the articles are not clearly marked with the name and address of U.S. manufacturer, please attach copies

of any documentation or other evidence that you have that will support or substantiate your claim for duty free status as American Goods Returned.

11. 1 declare that the information given above is true and correct to the best of my knowledge and belief; that the articles descnbed above are the growth,
production, and manufacture of the United States and are returned without having been advanced in value or improved in condition by any process of
manufacture or other means: that no drawback bounty. or allowance have been paid or admitted thereon. or on any part thereof; and that if any notice(s)
of exportation of articles with benefit of drawback D was D were filed upon exportation of the merchandise from the United States, such
notice(s) [ ] has [ ] have been abandoned.

12. NAME OF DECLARANT 13. TITLE OF DECLARANT

14. NAME OF CORPORATION OR PARTNERSHIP (If any) | 15. SIGNATURE (See note)

16. SIGNATURE OF AUTHORIZING CBP OFFICER

NOTE: If the owner or ultimate consignee is a corporation, this form must be signed by the president, vice president, secretary, or treasurer
of the corporation, or by any employee or agent of the corporation who holds a power of attomey and a certificate by the corporation that
such employee or agent has or will have knowledge of the pertinent facts.

PAPERWORK REDUCTION ACT STATEMENT: An agency may not conduct or sponsor an information collection and a person is not
required to respond to this information unless it displays a current valid OMB control number and an expiration date. The control number for
this collection is 1651-0011. The estimated average time to complete this application is 6 minutes. If you have any comments regarding the
burden estimate you can write to U.S. Customs and Border Protection, Office of Regulations and Rulings, 799 9™ Street, NW., Washington
DC 20229.

Previous Editions are Obsolete CBP Form 3311 (08/11)
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FOREIGN SHIPPERS DECLARATION
(REPAIR DECLARATION)

COMPANY NAME SUPPLIER NO.

ADDRESS

COMPANY ABC COMPANY ABC SUPPLIER RETURN MATERIAL
ORIGINAL PURCHASE ORDER NO. REPAIR PURCHASE ORDER NO. AUTHORIZATION NO.

I, declare that the articles herein specified are the articles which, in the condition in which they were
exported from the United States, were received by me (us) on ,20__, from (name and
address of owner or exporter in the United States); that they were received by me (us) for the sole
purpose of being repaired or altered; that only the repairs or alterations described below were performed
by me (us); that the full cost or (when no charge is made) value of such repairs or alterations are correctly
stated below; and that no substitution whatever has been made to replace any of the articles originally
received by me (us) from the owner or exporter thereof mentioned above.

FULL COST OR (WHEN TOTAL VALUE OF
DESCRIPTION OF ARTICLES OR OF VALUE OF ARTICLE NO CHARGE IS MADE) ARTICLES AFTER
REPAIRS OR ALTERATIONS PRIOR TO REPAIR VALUE OF REPAIRS REPAIR OR
OR ALTERATIONS

SIGNATURE PRINTED NAME
TITLE DATE

Please Note:
=  Commercial Invoice must state the United States Manufacturer's name and address.

= Foreign Shipper Declaration must accompany the returned articles.
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CERTIFICATE OF ORIGIN

FOR GENERAL USE

The undersigned

(OWNER OR AGENT, & TITLE)
for
(Name and Address of Shipper)

declares that the following mentioned goods are shipped via

on the date of consigned to

(Name and address of Consignee)

( ADDRESS )

(CITY, POSTAL CODE , COUNTRY)

Marks and Numbers|  No. of Pkgs Weight in Kilos Complete and accurate
AS ADDRESSED | Boxes or Crates| ~ Gross Net Description of Goods

Sworn to before me this day of
Notary Signature

The undersigned hereby declares that the above details and statements are correct and that
all the goods were produced in

Signature of Owner or Agent

The Chamber of Commerce certifies, in reliance on the exporter's representation and not
on the basis of independent verification, that to the best of its knowledge and belief, the products
named in this document originated in

Acting as Assistant Secretary on behalf of the Chamber of Commerce.

Certified this day of

Executing Agent

SIGNATURE
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