


Function and Content of the Pro Forma Invoice

One important document used in closing an export sale is the pro forma invoice.  It covers key aspects of the proposed transaction, eliminating potential misunderstandings between buyer and seller that could prove costly later.  The pro forma invoice is not a contract.  It is issued by the exporter in advance of the transaction.  In many Third World countries with balance-of-payment problems, the pro forma invoice is used by the buyer in obtaining import & foreign exchange permits.

There are several key elements in any pro forma invoice.  The first is an accurate description of the product.  Usually a rather simple description will suffice.  Remember that your customer is accustomed to metric measurements.  A phrase like “5,000 tons of rice” (short tons or metric tons?) can be a dangerous source of confusion.  If the device runs on electric current, you’d better specify what sort.  Where there is a real risk of misunderstanding, more precise language is called for.  You might promise a European buyer “frozen crawfish tail meat in shell, packed in 50 kg. polyethylene bags without external product marking.”  That way, if he falls afoul of product labeling requirements, at least he received advance warning.

Second, the exporter should specify the currency and mode of payment.  Should payment be in Saudi riyals on a 30-day draft basis?  Or will you insist on payment via letter of credit that is: a) irrevocable, b) payable in U.S. dollars, c) good for at least 90 days, d) confirmed by a major New Orleans or Houston bank, e) payable at sight upon presentation of shipping documents, f) with all bank charges outside of Saudi Arabia billed back to the opening bank?  Should the letter of credit be assignable & transferrable?  If you want to be paid in a particular fashion, you’ll have to spell it out.

Third, how much of the freight and insurance cost of delivering the cargo is included in your quoted price?  Suppose you are offering some merchandise for $30,000 FAS New Orleans.  A competing U.S. exporter is offering the same merchandise for $30,089, CIF Rotterdam.  His price is lower than your price, because it includes freight and insurance all the way to the destination port.

Last, there should be a time limit on your offer to sell on these terms.  Your pro forma invoice is dated, and good for so many days from the date on its face.  If you don’t take this precaution, some little importer in Suriname will tell you 82 days later that he finally got his permits, and will take the merchandise at the price you promised him back in July.  Your costs may have gone up by then.

Proper use of pro forma invoices will protect your interests in export transactions and let both buyer and seller feel more confident about each other.    

