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Understanding the nuances of contract law, particularly under the Uniform Commercial
Code (UCC), is essential for businesses engaged in the sale of goods. Two fundamental
types of contracts in this realm are shipment contracts and destination contracts. These
contracts govern how and where the seller delivers goods to the buyer, and their
distinctions have significant legal and practical implications. This article explores the
differences between shipment contracts and destination contracts under the UCC,
providing a comprehensive guide to their key features, legal obligations, and practical
considerations.

Introduction to UCC and Contract Types

The Uniform Commercial Code (UCC) is a standardized set of laws adopted across most
U.S. states to regulate commercial transactions, including the sale of goods. It aims to
facilitate smooth and predictable commerce by providing clear rules for contractual
relationships.

Within the UCC framework, sale contracts are generally categorized into two primary
types:

- Shipment Contracts: The seller's obligation is satisfied once they dispatch the goods via a
carrier.
- Destination Contracts: The seller's obligation is fulfilled when the goods arrive at the
specified destination.

Understanding these distinctions is essential because they influence risk allocation,
liability, and the timing of the transfer of ownership and risk.

What Is a Shipment Contract?

Definition and Key Characteristics

A shipment contract, under the UCC, is a sale agreement where the seller's primary
obligation is to deliver goods to a carrier for shipment to the buyer. The seller is
responsible for preparing the goods, packaging, and arranging for transportation. Once



the goods are handed over to the carrier, the seller's responsibilities are considered
fulfilled.

Key features of a shipment contract include:

- The seller's obligation is to ship the goods.
- The risk of loss shifts to the buyer once the goods are delivered to the carrier.
- The seller bears responsibility for delivering goods to the carrier, including tasks like
packaging and tendering the goods.

Legal Implications of a Shipment Contract

In shipment contracts, the following legal considerations apply:

- Risk of Loss: Transfers to the buyer when the goods are delivered to the carrier, unless
otherwise specified.
- Title Transfer: Usually passes at the point of shipment, unless explicitly agreed upon.
- Buyer's Responsibilities: To receive the goods from the carrier and handle transportation
costs from that point forward.

Common Language Signaling a Shipment Contract

Contracts often explicitly state that they are shipment contracts or include language
indicating shipment, such as:

- "F.O.B. Seller's City" (Free on Board)
- "Sold F.O.B. Shipping Point"
- "Shipment to be made within X days"

These phrases suggest that the seller's responsibility ends upon shipment.

What Is a Destination Contract?

Definition and Key Characteristics

A destination contract is a sale agreement where the seller's obligation is fulfilled only
when the goods arrive at a specified destination, often the buyer's location. The seller
bears responsibility for delivering the goods to that destination and ensuring their safe
arrival.

Key features of a destination contract include:

- The seller's obligation is to deliver the goods to a specific destination.



- The risk of loss remains with the seller until the goods arrive at the designated location.
- The seller is responsible for transportation arrangements and costs until delivery.

Legal Implications of a Destination Contract

In destination contracts:

- Risk of Loss: Remains with the seller until the goods reach the destination.
- Title Transfer: Usually passes upon delivery at the destination.
- Buyer's Responsibilities: To accept delivery at the specified location and handle any
additional transportation beyond that point.

Common Language Signaling a Destination Contract

Contracts indicating destination contracts often contain language such as:

- "F.O.B. Destination" (Free on Board Destination)
- "Sold F.O.B. Seller's City"
- "Delivery to be made at Buyer’s Location"

These phrases clarify that the seller retains responsibility until the goods arrive at the
specified destination.

Key Differences Between Shipment and
Destination Contracts

Understanding the distinctions between shipment and destination contracts is crucial for
determining risk, liability, and contractual obligations.

1. Timing of Risk of Loss

| Aspect | Shipment Contract | Destination Contract |
|---------|---------------------|----------------------|
| Risk Transfer Point | When goods are delivered to the carrier | When goods arrive at the
specified destination |
| Impact | Buyer bears risk after shipment | Seller bears risk until delivery at destination |

2. Seller's Delivery Obligation

- Shipment Contract: Seller must ship the goods and make them available to the carrier.



- Destination Contract: Seller must deliver the goods to the specified destination.

3. Title Transfer

- Shipment Contract: Title typically passes at the point of shipment unless agreed
otherwise.
- Destination Contract: Title passes upon delivery at the destination.

4. Practical Implications for Buyers and Sellers

- In shipment contracts, buyers need to coordinate transportation after shipment.
- In destination contracts, sellers are responsible for ensuring the goods arrive at the
specified location.

Legal Distinctions and Contract Language

The language used in contracts often clarifies whether a shipment or destination contract
applies. For example:

- "F.O.B. Shipping Point" indicates a shipment contract.
- "F.O.B. Destination" indicates a destination contract.
- Other phrases like "Sold to the carrier" or "Delivered to the buyer's location" also provide
clues.

Understanding these terms helps parties clarify their responsibilities and manage risks
effectively.

Practical Considerations in Choosing Between the
Two

When drafting or entering into a sale contract, parties should consider:

- Risk Management: Who is best positioned to manage risks during transit?
- Cost Allocation: Which party should bear transportation costs?
- Control over Delivery: Does the buyer want control over the shipping process?
- Legal Clarity: Clear contractual language minimizes disputes.

For example, a seller shipping bulky machinery may prefer a destination contract to retain
control until delivery, while a seller of standardized goods might favor a shipment contract
for simplicity.



Case Law and Examples

Legal cases have illustrated the significance of contract language. Courts analyze the
terms and intent of the parties to determine whether a shipment or destination contract
applies. For example:

- Case A: A contract states "F.O.B. Shipping Point" — courts interpret this as a shipment
contract, with risk passing upon shipment.
- Case B: A contract states "F.O.B. Destination" — courts see this as a destination contract,
with risk passing upon delivery at the destination.

These cases reinforce the importance of precise contractual language.

Conclusion

The distinction between shipment contracts and destination contracts under the UCC is
fundamental to understanding the allocation of risk, title transfer, and contractual
obligations in sales transactions. Shipment contracts focus on the seller delivering goods
to a carrier, with risk passing to the buyer once shipped. Destination contracts require the
seller to deliver goods to a specific location, with risk passing upon delivery at that
destination.

Effective communication and clear contractual language, such as the use of "F.O.B.
Shipping Point" or "F.O.B. Destination," help parties specify their responsibilities and
reduce disputes. Whether a business prefers the simplicity of shipment contracts or the
control offered by destination contracts, understanding these legal distinctions ensures
smoother transactions and better risk management.

By grasping these key differences and legal implications, buyers and sellers can craft
contracts that align with their strategic goals and risk tolerances, fostering trustworthy
and efficient commercial relationships under the UCC.

---
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Frequently Asked Questions

What is the primary difference between a shipment
contract and a destination contract under the UCC?
A shipment contract requires the seller to deliver the goods to a carrier for shipment, with
risk passing once the goods are shipped, whereas a destination contract requires the



seller to deliver the goods to a specific location, with risk passing upon delivery at that
destination.

In a shipment contract, when does the title and risk of
loss pass from the seller to the buyer?
In a shipment contract, the title and risk of loss pass to the buyer once the seller delivers
the goods to the carrier for shipment.

How does the UCC define a shipment contract?
Under the UCC, a shipment contract is an agreement where the seller is responsible for
getting the goods to a carrier for shipment, but the risk passes to the buyer once the
goods are delivered to the carrier, regardless of whether the goods reach the final
destination.

What distinguishes a destination contract from a
shipment contract?
A destination contract requires the seller to deliver the goods to a specific location, with
risk passing only upon actual delivery to that destination, unlike a shipment contract
where risk passes once the goods are handed over to the carrier.

Can a contract be both a shipment and a destination
contract at the same time under the UCC?
Generally, a contract is classified as either a shipment or a destination contract based on
the terms agreed upon; it cannot be both simultaneously unless explicitly specified in the
contract.

Why is it important to distinguish between shipment
and destination contracts under the UCC?
Because the timing of risk transfer and the seller's obligations depend on the type of
contract, affecting liability, insurance, and responsibility for loss or damage during transit.

Under the UCC, what role does the 'perfect tender rule'
play in shipment versus destination contracts?
The perfect tender rule allows the buyer to reject goods that do not conform exactly to the
contract terms; this rule applies regardless of whether the contract is shipment or
destination, but the timing of acceptance depends on when the risk passes.

How does the UCC impact the obligations of the seller



in a shipment contract?
In a shipment contract, the seller must arrange for shipment, deliver the goods to the
carrier, and provide necessary documents, but the risk passes to the buyer once the goods
are delivered to the carrier.

Additional Resources
Understanding the Difference Between Shipment and Destination Contracts Under the
UCC

When navigating the complex world of commercial transactions, particularly under the
Uniform Commercial Code (UCC), understanding the distinctions between various types of
sales contracts is crucial. Among these, the differentiation between shipment contracts
and destination contracts stands out as a fundamental concept that can significantly
impact the rights and obligations of buyers and sellers. This article delves deep into these
distinctions, exploring their definitions, features, implications, and practical applications
under the UCC.

---

Introduction to Sale of Goods and Contract Types

The UCC, designed to streamline and standardize commercial transactions across the
United States, provides comprehensive rules governing the sale of goods. Within this
framework, contracts can vary considerably based on the parties' intentions regarding the
delivery of goods. Recognizing whether a contract is a shipment or a destination contract
influences when title passes, who bears the risks, and how obligations are fulfilled.

---

Defining Shipment and Destination Contracts

What Is a Shipment Contract?

A shipment contract is a type of sales agreement where the seller's primary obligation is
to deliver goods to a carrier for shipment to the buyer. In such contracts, the seller's
responsibility ends once the goods are handed over to the carrier. The key aspect is that
the seller is responsible for getting the goods to the carrier, but the risk of loss transfers
to the buyer once the goods are shipped.

Features of Shipment Contracts:



- Seller's obligation: To deliver goods to a carrier (e.g., freight company).
- Risk of loss: Passes to the buyer when the goods are delivered to the carrier.
- Delivery terms: Usually indicated by the words like " FOB Seller’s City" or "ex ship."
- Seller's responsibility: Arrange for shipment and provide necessary documentation.

What Is a Destination Contract?

A destination contract, in contrast, is an agreement where the seller's obligation is to
deliver the goods to a specific location, typically the buyer's designated destination. The
seller bears the risk of loss until the goods arrive at that specified destination.

Features of Destination Contracts:

- Seller's obligation: To deliver the goods to a particular destination.
- Risk of loss: Remains with the seller until the goods reach the destination.
- Delivery terms: Often indicated by phrases such as "FOB Destination" or "Delivered Duty
Paid."
- Seller's responsibility: Responsible for transportation costs and risk until delivery.

---

Legal Framework Under the UCC

The UCC's Article 2, which governs the sale of goods, provides clarity on these contract
types. It outlines how and when the risk of loss passes from the seller to the buyer,
depending on the contract's nature.

Risk of Loss in Shipment Contracts

Under a shipment contract, the UCC typically stipulates that once the seller delivers the
goods to the carrier, the risk of loss shifts to the buyer, even if the goods are not yet at the
final destination. This is codified in UCC § 2-509(2):

> "Unless a different intention appears, the goods are delivered to the buyer when the
goods are handed over to the carrier..."

Implication: The seller's responsibility ends at shipment; subsequent damage or loss is
borne by the buyer.

Risk of Loss in Destination Contracts

Conversely, in destination contracts, the risk remains with the seller until the goods reach
the designated destination and are tendered to the buyer. According to UCC § 2-509(1):



> "When the contract requires or authorizes the seller to ship the goods by carrier, the
risk of loss passes to the buyer when the goods are duly delivered to the carrier if the
contract is a shipment contract."

> "Otherwise, the risk passes to the buyer when the goods are tendered at the
destination."

Implication: The seller retains risk during transit, ensuring the buyer is protected until
delivery.

---

Practical Examples and Applications

Understanding how these contracts operate in real-world scenarios can clarify their
importance.

Example of a Shipment Contract

Imagine a manufacturer in Texas agrees to sell 1,000 units of machinery to a retailer in
New York. The contract states "FOB Houston."

- The manufacturer arranges for the machinery to be shipped via a freight carrier.
- The seller's obligation: Deliver the machinery to the carrier in Houston.
- Risk transfer: Occurs when the machinery is handed over to the carrier.
- Practical effect: If the machinery is damaged during transit, the retailer bears the loss.

Example of a Destination Contract

Suppose a supplier in California sells equipment to a business in Illinois, with the terms
"FOB Destination, Chicago."

- The seller must deliver the equipment to Chicago.
- The risk remains with the seller until the equipment arrives and is tendered to the buyer.
- If the equipment is damaged during transit, the seller bears the loss until delivery.

---

Key Differences Summarized

| Aspect | Shipment Contract | Destination Contract |
|---------|---------------------|----------------------|
| Delivery Point | Seller delivers to carrier | Seller delivers to specified destination |



| Risk of Loss | Passes upon delivery to carrier | Passes upon tender at destination |
| Seller's Responsibility | Arrange shipment and deliver to carrier | Arrange transportation
and deliver to destination |
| Typical Phrases | "FOB Seller's City" | "FOB Destination" |

---

Implications for Buyers and Sellers

Understanding these distinctions has significant consequences for both parties:

- Risk Management: Knowing when risk passes helps in purchasing insurance and
managing potential losses.
- Liability: Determines who bears responsibility if goods are lost or damaged during
transit.
- Contract Drafting: Clear language indicating the type of contract prevents disputes.
- Legal Recourse: Clarifies when a breach occurs and the remedies available.

---

Common Misconceptions and Clarifications

- "FOB" Terms Are Not Always Clear: While "FOB" is a common indicator, the specific
location (e.g., seller's city vs. destination) clarifies whether it's shipment or destination.
- Not All Contracts Specify Delivery Terms: When unspecified, courts often presume
shipment contracts for domestic sales.
- Carrier's Role Is Central: The point of transfer depends on whether the contract is
shipment or destination, impacting risk and title.

---

Conclusion: The Significance of Contract Type
Under the UCC

The distinction between shipment and destination contracts under the UCC isn't merely
academic; it shapes the entire landscape of risk, obligations, and legal rights in sales
transactions. Recognizing whether a contract is a shipment or destination contract
enables buyers and sellers to allocate risks appropriately, draft clearer agreements, and
avoid costly disputes.

In practice, clear contractual language—such as specifying "FOB shipment" or "FOB
destination"—is essential. Both parties should understand the implications of these terms
to safeguard their interests and ensure smooth commerce. As the UCC continues to serve
as the backbone of commercial law, mastery of these foundational concepts remains vital



for businesses, legal professionals, and anyone involved in the sale of goods.

---

In essence, the core difference hinges on the point at which the seller's obligation ends
and the risk transfers—either at shipment, when the goods are handed over to the carrier,
or at destination, when the goods are tendered to the buyer.
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