[image: image1.png]Klett




8

Offers and orders
[image: image2.png]Klett




Offers and orders

8

Unit 8
Offers and orders

A contract of sale

When you or I go into a shop to buy a pair of jeans, what happens is very simple. We know the price of the jeans, we pay our money to the sales assistant, and we leave the shop. In business, and especially in international trade, things are more complicated. First, there’s the price. Does it include the cost of transport from the seller to you? Are the goods cheaper if you buy a lot of them? Then there are the terms of payment. The goods may arrive two weeks after you order them. So do you pay now (in advance) or after the goods arrive? And that’s the third important point – when will they arrive (what are your seller’s delivery times)? Before a buyer and a seller can do business, they have to have an agreement about questions like these. This agreement is called a contract of sale.
An offer

So how do the buyer and the seller agree on a contract of sale? The first step is that the seller writes to the buyer and makes an offer. In the letter, it quotes the buyer a price, sets out its terms of payment and gives its delivery times.

Price: it’s vitally important that the buyer and seller know exactly what the price of the goods includes. The basic price is the ex-works (EXW) price, but companies usually use this only when they buy and sell goods inside their own country, where the buyer can pick up goods directly from the seller’s factory. In export trade, the buyer and the seller usually share the costs and the risks of transporting the goods from one country to another. So typically the seller will pay for transport (or freight) from its works to a port in its country – or to a port in the buyer’s country – and the buyer will then pay the costs after that. The seller’s price may include insurance (to cover the risk of damage).And if there is duty (import tax) to pay, then the buyer and seller must decide who pays this. So that the buyer and the seller know clearly who pays what, they use incoterms when they talk about the price. You can see a full list of all the incoterms and what they mean on pages 190 – 191).


There’s another factor that can affect the price: a discount. A discount is a reduction in the price – in other words, the buyer gets the goods at a lower price than in the seller’s sales catalogue or price list. Why? One example is when a company sells its goods to normal customers (you and me) at price X, but to another company in a B2B deal at a lower price Y. The buyer gets a trade discount. And you know already that goods are cheaper when you buy large quantities of them: the buyer gets a quantity (or volume) discount. In its offer, the seller always makes clear if it is offering the buyer a discount.

Terms of payment: if you’re a seller, there’s a big difference between a new customer and one that you do business with regularly. You don’t know the new customer and you don’t normally give the company credit. For a first order, sellers typically ask for cash in advance or at least for a deposit – part of the payment in advance. As the buyer and seller work together more, then the buyer can usually start paying later – either with a payment on receipt of goods or on receipt of invoice or even better within … days.

Delivery times: finally, the offer gives delivery times – when the seller will send (or dispatch) the consignment. Typically, this is immediately on receipt (or within … days of receipt) of order.

An order

When the buyer receives the seller’s offer, it must decide if it finds the price and all the terms satisfactory. If it does, it can place an order. Normally, it sends a purchase order – a document that it uses for all its purchases – and writes a cover letter that confirms the prices and terms etc. There’s just one more step: to be 100 per cent sure that buyer and seller understand their contract of sale, the seller writes an acknowledgement of the order to say that everything is correct.
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