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Abstract

The category of contractual risk is considered, which enables to effectively manage activity on the product market in the conditions of
scenario uncertainty as well as to evaluate economic feasibility of legal constructions and means of the legal arsenal. In the article the
importance of the system risk management in carrying out foreign economic activity is justified. The classification of risks in foreign
trade is related consistently and in details. The analysis of innovative approaches towards the formation of contractual terms within the
effective system of risk management is of particular interest. Incoterms 2010 was selected as a founding document in contractual terms,
thus, a detailed practice of the choice of appropriate basic terms of delivery is presented. A structure of foreign trade prices and factors
affecting it are provided for the justification of the selected terms. At the modern stage a system of risk management allows ensuring not
only national security of the state but also enables to establish partnership relations with the participants of foreign trade activity that are
based on the principle of categorizing, in accordance with which an automatic technology of categorizing the participants of foreign trade
activity is developed.
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1. Introduction

Modern international trade is developing extremely rapidly, grad-
ually involving more and more countries into transactional trade
unions and, thus, affecting the development of national economies
of particular states. It becomes evident that at the stage of the de-
velopment of modern trade-economic relations countries face a
serious problem associated with their normative legal regulation
and with defining responsibility of the parties in case so called
trade risks at any stage of implementing international contracts.

2. Problem Statement

In the process of organizing trade relations foreign economic ac-
tivity participants should have a full understanding of the possible
external economic risks, which means to know their classification
according to various elements and attributes in order to develop
optimal and effective methods and tools of their management as
well as mechanisms for their minimization [1]. Enterprises operat-
ing on the world market are most vulnerable to environmental
factors (Fig.1)
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Fig.1. Types of risks in the process of a manufacturer’s entering a foreign market.
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3. Research Results

A bigger part of risks on the international market will be associat-
ed with unscrupulous contractors and with a low level of research
on the consumer market. Taking into account these factors will
enable to reduce the probability of their emergence and, possibly,
to minimize economic damage; however, the selected terms of
delivery according to Incoterms 2010 are becoming a most signif-
icant factor [2].

The field of application of the given document is limited by those
issues that are primarily associated with the rights and responsibil-
ities of the parties of the sales contract in respect of the delivery of
the goods sold and only in certain aspects. At present Incoterms
2010 rules are implemented in the process of concluding almost
every second international contract. Such popularity is due to the
fact that these rules cover all necessary commercial and legal is-
sues in relation with actual executing a foreign trade contract;
these issues are of particular interest including a place and time of
performing the duties of the seller (exporter) in transferring the
goods, transition of risks from the exporter to the importer, dis-
tributing responsibilities in paying necessary expenses including
payment of customs duties and taxes, obtaining export and import
licenses and other permissive documentation [3].

In the process of the study of the content of Incoterms 2010 it is
advisable to consider the main notions, which are presented as a
set of rules (abbreviations) and that define rights and responsibili-
ties of every party of an international sales agreement. The given
notions are denoted through abbreviations, which consist of three
Latin letters, where each letter symbolizes exactly that time and
place, where obligations are transferred from the exporter to the
importer.

For a clearer description and presentation of each notion of Inco-
terms 2010 it is advisable to consider the main basic delivery
terms, using an example of a manufacturer, which specializes in
the field of agriculture and acts as an importer, and a foreign sup-
plier, for instance, as a seller (exporter) of fertilizers [4].

In this case, if the seller and the buyer select Ex Works, in the
concluded contract of an international sales transaction the re-
sponsibility of an exporter to carry out delivery will be included
that consists in placing the goods at the buyer's disposal in the
seller’s own premises, for instance, in a warehouse or in a tempo-
rary storage warehouse, at the enterprise or in any previously ar-
ranged location. It is worth noting that the seller is not obliged to
load goods into a vehicle or to carry out any actions associated
with transporting goods.

If FCA or Free Carrier terms are selected, a foreign trade contract
will include the seller’s responsibility to transfer fertilizers to the
buyer or to an authorized agent (for instance, an official repre-
sentative of the agricultural enterprise). In doing so, the transfer is
carried out directly in warehouses or in any other previously ar-
ranged locations of the seller. In this case counterparties are
obliged to determine a place of delivery since in this location all
risks of the seller will be transferred to the buyer.

In case the manufacturer does not have a financial opportunity to
organize international transportation, it can offer the counterparty
to choose a basic term of delivery, which is CPT (Carriage Paid
to). It consists in cargo transfer from the seller to an international
shipping agent or to an authorized agent, which is done in a previ-
ously arranged location. It is important to note that a cargo export-
er, according to that rule, is obliged to prepare an agreement of
international transportation independently and in advance and to
take responsibility for all expenditure connected with delivery of
fertilizers to destination [5].

Enterprises choose a basic term CIP (Carriage and Insurance Paid
to) quite often. According to it, the fertilizers suppliers is obliged
to transfer cargo to the transportation company or any other au-
thorized agent in a previously arranged location. Moreover, the
seller is obliged to conclude a transportation contract and to defray
the transportation costs. Besides, a vendor company takes the

responsibility to conclude an insurance contract, which will cover
all the risks emerging due to loss or damage that can be causes
during transportation, for example, as a result of defective package.
If a contract includes DAT (Delivered at Terminal) term, the sup-
plier is obliged to make delivery only when goods, which were
unloaded from a vehicle, are transferred in a previously arranged
terminal. It is important to note that this rule covers absolutely
every location listed below [6]:

— a container area on the territory that belongs to the manufactur-
er;

— a warehouse or other building that is mentioned in a contract.
The rule mentioned above also includes responsibility of the seller
(exporter) for goods delivery and unloading.

Choosing DAP (Delivered at Place) term, the supplier takes im-
mediate responsibility for delivering goods to the location of the
enterprise (customer).

The responsibility for all risks in the process of loading, transport-
ing, unloading is taken by the seller.

If the enterprise does not have an opportunity for DDP (Delivered
Duty Paid), the Incoterms 2010 rule, within which cargo delivery
done by the seller must include customs clearance of transported
goods that is the payment of all necessary customs duties and
taxes. All risks associated with transportation as well as with
compliance with customs formalities are taken by the vendor
company.

As was noted above, the second group of Incoterms 2010 rules id
devoted to water transport, which carries goods and cargo over
long distances within sea and river space. Speaking of the example
provided above, it is worth noting that an enormous amount of
fertilizers are imported from countries that are several thousand
kilometers from the location of agricultural enterprise-customer,
therefore, it is advisable and cheaper to use water transport ser-
vices.

For instance, the choice of a basic term FAS (Free alongside Ship)
means that the fertilizers supplier will implement the commit-
ments only when the goods are placed alongside a ship, at the pier
on the territory of a sea or river port, which is determined in an
international trade agreement. At that very moment all risks are
transferred from the exporter to the importer.

If contractors agree to FOB (Free on Board) term, the fertilizers
seller takes responsibility for delivering cargo on board a vessel
that was determined in the contract by the buyer on the territory of
a port determined by the agricultural manufacturer.

If CFR (Cost and Freight) term is selected, the fertilizers supplier
is obliged to deliver cargo on board a sea or river vessel, and as
soon as goods are on board a vessel, all risks are transferred from
the seller to the customer.

It is important to note that all expenses associated with loading
cargo on board a vessel and with delivery to the arranged location
are covered by the seller in full.

However, if a foreign trade agreement includes CIF (Cost Insur-
ance and Freight) term, the fertilizers supplier is obliged to deliver
cargo on board a vessel. At the moment when goods are on board
a vessel, the risks of damage or loss are transferred. As in the pre-
vious rule, the exporter is obliged to cover all expenses connected
with cargo loading, delivery to the arranged location as well as
insurance expenditure in case of different risks.

For instance, if the exporter aims at minimizing the obligations to
the customer, it is better to use EXW, FAS or FOB basic terms.

If the importer is interested in placing maximal commitments on
the exporter, such group D term as DDP, DAT or DAP should be
selected.

Considering the most appropriate options in terms of delivery for
a company that specializes, for example, in agriculture, it is worth
noting that in some cases group E or D terms are selected.

At the same time EXW term requires the exporter to deliver cargo
(agricultural products) when it is transferred to the buyer (import-
er). The considered basic term does not necessarily mean the sell-
er’s strict obligation to load goods to a vehicle or to comply with
particular formalities associated with delivering goods to the buy-
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er’s location. However, according to EXW terms, all risks and
expenses in obtaining goods are strictly placed on the importer.
Consequently, it is evident that the seller’s obligations are mini-
mal.

Nonetheless, according to DAP term the seller is obliged to con-
clude an international transportation agreement and to deliver
goods directly to the destination determined by the buyer. That
means that a large part of major risks is taken by the seller.
Considering DAP term, it is evident that the seller is obliged to
transport goods to a terminal determined in the contract. If the
buyer did not indicate a particular terminal for some reason, the
seller has the right to choose destination independently with re-
gard to saving delivery time and expenses.

Thus, comparing groups E and D of delivery terms Incoterms
2010, we can state that if group D terms are selected, an enterprise
(buyer) economizes on delivery of goods bought but, on the other
hand, it has to cover additional expense (according to Table 1). If
EXW terms are selected, an enterprise (buyer) is obliged to export
goods on its own and to accept all transportation risks and expens-
es. Consequently, if an agricultural enterprise does not have op-
portunity to arrange international transportation on its own, it is
most advisable to choose one of group D terms [7].

It is necessary to mention an important aspect of international
Incoterms rules concerning the structure of foreign trade price for
every basic delivery term (Table 1) [8].

Table 1. Pricing system with regard to basic delivery terms.

Goods delivery basis The structure of foreign trade price
EXW Production cost + exporter’s profit + preparing goods shipment
FCA EXW price + expenses for goods delivery to a major transporter + customs charge
FAS EXW price + customs charge + expenses for delivering goods to a port of shipment + expenses for unloading goods in a
port
FOB FAS price + expenses for loading goods on board a vessel + expenses for a vessel’s service in a port
CFR FOB price + freight costs
CIF CFR price + insurance costs
CPT FCA price + costs of delivery of goods to the border
CIP CPT price + insurance costs
DAP CIP price + insurance costs
DAT CPT price + expenses for unloading goods from a vehicle
DDP CPT price + export/import expenses

Price is a conjunctural market category, which if formed accord-
ing to supply-demand balancing. However, the following aggre-
gate indicators act as agricultural pricing factors at present:

1. low responsiveness of demand for agricultural products, mean-
ing poor reflexion of price changes on the demand side;

2. high cost of agricultural production with a significant stratifica-
tion in the structure and level of expenses depending on the region
and on type of products (Fig.2).

Incoterms 2010 are an indispensable part of legal regulation in all
modern countries, regardless of the national economy level and of
the directions in global division of labor.
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Fig.2. Pricing factors affecting aggregate agricultural indicators.
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The mentioned factors demonstrate the necessity regulate agricul-
tural products prices at the state level. It means the protection of
the population from unjustified price increase. On the other hand,
it implies the support for agricultural manufacturers (by means of
subventions and subsidies) that do not have opportunity for effec-
tive functioning due to natural conditions.

While choosing the most appropriate delivery terms, an enterprise
(exporter/importer) should focus not only on a contract price,
which can be significantly different in each delivery term but also
on the interests and risks in each particular foreign trade transac-
tion.

At the same time the use of Incoterms 2010 rules is strictly volun-
tary and there are almost no cases of its mandatory application.
Incoterms 2010 rules are aimed not only at providing rational and
correct conclusion of international sales contracts but also at de-
termining responsibilities and rights of every trader. It enables to
differentiate between them correctly and to determine each other’s
responsibility for covering all risks that can occur at any stage of
executing an international sale agreement.

Presently customs authorities are the main government institution
that is capable to identify and systematize foreign trade risks [9].
The risk management system has been operating since 2004 re-
ducing time for complying with customs formalities (Table 2).

Table 2. The results of implementing automatic technology in categorizing foreign trade participants [10].

Year | Pa3paGoraHHble NPOGHIN PUCKOB Koi-Bo perenuii 06 0Tkase B BBITyCKe Kou-Bo penienuii o 3anpere K BBO3y UM BbIBO3Y
TOBApOB TOBApOB

2013 9379 14 281 578

2014 21612 14710 10 736

2015 35 140 24 304 12 556

4. Conclusion

At the present stage the system of risk management enables to
provide not only national security but also to establish partner-
ship relations with foreign trade activity participants basing on
the categorizing principle. According to it, automatic technology
of categorizing foreign trade participants was developed, which
includes full automation of activity assessment and centralized
work on risk assessment in the Federal Customs Service [11].

It is possible to conclude with absolute certainty that modern
international trade has been developing extremely rapidly for the
recent years resulting in establishing its normative-legal base,
which content is changed significantly from time to time
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