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Did you know pro forma is a Latin term, which means for the sake of form or as a matter of form?. If you receive a bill marked as a pro forma invoice, is it binding upon the seller, or does it have a time limit to act upon?. If youre a supplier, you may have questions about whether the look of a pro forma invoice has changed under Goods and Services
Tax (GST)?. This article will help you to clear all your doubts regarding the pro forma invoice.Meaning of Proforma invoiceA pro forma invoice is a document providing information regarding the particulars of the goods or services yet to be delivered to the buyer/customer. It details estimated prices of the available goods or services. It also consists of
the estimate of any commissions, applicable taxes, the weight of the shipment, shipping costs etc. A supplier/retailer issues a pro forma invoice to an enquiring buyer/customer.When is Pro forma invoice used?A pro forma invoice is made before the sale happens. For example, a supplier will issue a pro forma invoice if a customer requests him to
produce a document for goods or services yet to be delivered. Hence, it is usually issued before the issue of tax/commercial invoice.The final invoice amount will be the same or close to the amount on the pro forma invoice. Pro forma invoices are more often used for customs purposes on imports or exports for a smooth delivery process.For example, A
two-wheeler customer might agree to the price of a bike on the pro forma invoice. The supplier will deliver the bike once it is ready, and the customer will pay when the invoice is received.Purpose of issuing Pro forma invoiceTo provide estimated sale price of goods yet to be delivered or services yet to be rendered (estimated total cost).To provide an
understanding of contents to be shipped, the value of the goods, shipping time, etc., to the customer.To declare the suppliers commitment to the buyer about providing the goods or services described at specified pricesAlso, pro forma invoices are helpful when two companies are doing business together for the first time.Note: The customer must not
make any payments on the goods or services detailed. Therefore, the supplier should not record a pro forma invoice as accounts receivable, and the buyer should not record it as accounts payable.Contents of Pro forma invoiceA pro forma invoice should include the following information:Unique invoice numberDate of preparation/issueAddress of the
supplierAddress of the prospective buyerDescription of goods or services, including their unit costs and line-item totalsValidity of the pro forma invoiceProposed terms of saleProposed terms of payment, if anyCertifications required by Customs Authorities if anySignature by an authorized person from suppliers companyFormat of Pro forma invoiceNo
law prescribes the exact format of a pro forma Invoice, but this is issued as part of best business practices. A pro forma invoice may look almost exactly the same as a commercial invoice. However, it should be clearly labelled pro forma, and may also include the phrase This is not a GST invoice. The pro forma invoice is only an estimate and should not
be paid until the work is done and the final tax invoice is issued.Sample Format of Pro forma invoice under Pre-GST lawsPro forma invoices under pre-GST law and GST law are not much different in format or content. They almost remain the same except for the below:GST pro forma invoice contains GST registration number while the former contains
VAT/ CST/ Sales Tax registration numberIn addition, the GST pro forma invoice contains additional information regarding HSN codes of goods, SAC codes of servicesGST Classification into SGST, CGST and IGST based on whether the supply is an intrastate or interstate supplyDifferences between invoice, pro-forma invoice, estimates and purchase
orderParticularsinvoicePro forma invoiceQuotation/EstimatesPurchase orderMeaningInvoice refers to a commercial document issued by the supplier to the buyer containing the details of goods or services supplied to him & notify the buyer that payment is due.A pro forma invoice is a document that provides information regarding the particulars of
the goods or services yet to be delivered to the buyer/customer.A formal estimate shows the goods or services needed and the total amount owed to the products or services.A purchase order is a document issued by the buyer and sent off to the supplier detailing the list of the goods or services to make a purchase.ObjectiveTo notify the buyer that
payment is due.To help the buyer in taking decisions, regarding whether to place an order or not.To provide estimated sale price of goods yet to be delivered.To order goods and/or services from the supplier.Time of issueBefore payment is received by the supplier.Before goods and/or services are delivered to the buyer.On buyers request before goods
and/or services are delivered to the buyer.After the receipt of quotation / pro forma invoice from the supplier.Raised BySupplierSupplierSupplierBuyerIssued toBuyer/ CustomerBuyer/ CustomerBuyer/ CustomerSupplierEffect of AcceptanceConfirmation of saleCreation of saleCreation of saleContract of SaleNegotiabilityNon-
negotiableNegotiableNegotiableNot applicablels a pro forma invoice a real invoice?Can a customer negotiate on the details specified in the pro forma invoice?What are the reasons to amend the details of the pro forma invoice?What is the methodology to revise pro forma invoices?Can a proforma invoice be accounted for in the books of account?Is the
pro forma invoice binding upon the parties in a supply transaction?What is the validity period of a pro forma invoice?Which are the principal industries where pro forma invoice is used?What is the difference between an invoice and a proforma invoice?Who uses proforma invoice?Can I use a proforma invoice for tax purposes?Can a proforma invoice
be cancelled?We'll walk you through the processes for updating any information that you need. The steps you need to take will depend on the nature of the details you want to amend. To edit your personal details, follow the steps in this guide.For any updates to your business details, use this guide.And, if you'd like to update your bank information to
change where you want us to send your earnings, take a look at this guide. We believe that every business should have access to affordable, easy-to-use payment solutions, no matter their size. Back in 2012, SumUp was founded by a small team with one goal in mind to create a world where small business owners can be successful doing what they
love. Today, over 4 million businesses rely on SumUp to get paid. Share copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt remix, transform, and build upon the material for any purpose, even commercially. The licensor cannot revoke these freedoms as long as you follow the license terms.
Attribution You must give appropriate credit , provide a link to the license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike If you remix, transform, or build upon the material, you must distribute your contributions under the same license
as the original. No additional restrictions You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where your use is permitted by an applicable exception or limitation . No warranties are
given. The license may not give you all of the permissions necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. Download the free SumUp app from the Apple or Google Play stores for instant access to our digital solutions. Get to know Tap to Pay on Android, payment
links, the SumUp Business Account, our online store builder and more. 04 October, 2024 A proforma invoice is a crucial document in business transactions, often used to outline details before a sale is finalized. But one common question that arises is whether payment can be made on a proforma invoice. The simple answer is no, a proforma invoice is
not a payment request. It's more of a preliminary bill that provides an estimate of the products or services offered, allowing both the buyer and seller to agree on terms before proceeding with the actual transaction. Let's explore the specifics of a proforma invoice, how it differs from other documents, and why its important. What is the Use of a
Proforma Invoice? A proforma invoice serves as a detailed estimate, listing the goods or services that will be provided, along with their respective prices. Its primary function is to give the buyer a clear picture of the total costs involved in a transaction before the actual sale takes place. Heres why it's widely used in business: Pre-sale confirmation:
Proforma invoices are used when a buyer needs to confirm pricing and terms before the final sale. It gives both parties a chance to review and agree on the costs, terms, and conditions without finalizing the payment. Customs clearance: In international trade, proforma invoices help speed up customs processes by providing a clear description of the
goods being shipped. Customs officials rely on the document to determine duties and taxes that will apply to the shipment. Financial planning: For buyers, a proforma invoice provides a clear understanding of the costs they will incur, which helps them plan and allocate funds accordingly. Sellers benefit by ensuring that both parties are aligned on the
terms before they commit resources to the sale. What is the Difference Between a Proforma Invoice and an Invoice? Though similar in appearance, there are fundamental differences between a proforma invoice and an invoice: Purpose: The primary distinction lies in their purpose. A proforma invoice is a draft or estimate provided before the sale is
finalized, informing the buyer about what to expect in terms of costs and terms. An invoice, on the other hand, is issued after the transaction is complete and is a formal request for payment. Timing: A proforma invoice is issued before goods or services are delivered, while an invoice is generated once the products or services have been provided.
Therefore, payment is only expected after the buyer receives the final invoice. Legality: Proforma invoices are not considered legal documents for accounting purposes. They are preliminary and not recorded as part of the business's financials. In contrast, invoices are legally binding and must be documented in a companys books, as they represent the
actual sale. Flexibility: Proforma invoices allow room for negotiation and changes. If the buyer wants to adjust the quantity or other terms, these can be altered before the final invoice is issued. Invoices, however, reflect the final agreement, and any changes after that would require additional documentation like a credit note. Does a Proforma Invoice
Need to Be Signed? A common question is whether a proforma invoice needs to be signed. Technically, it does not need to be signed to be valid, as it is not a legally binding document. However, in certain circumstances, adding a signature can be beneficial: Professionalism: A signed proforma invoice adds a layer of professionalism and shows the
buyer that the seller is committed to delivering the goods or services listed. International trade: When dealing with international transactions, its often advisable to include a signature, as this can reassure customs officials and make the documentation process smoother. How to Make a Proforma Invoice in Word Creating a proforma invoice is
straightforward using Microsoft Word. Word provides customizable templates that can make the process easier. Follow these steps: Open Word: Search for a suitable template by navigating to File > New. You can either create a new document from scratch or select a pre-designed invoice template. Add your business details: At the top of the
document, insert your companys logo, business name, address, phone number, and email address. Include the client's information: Below your business details, include the client's name, address, and contact details. Title the document: Clearly label the document as a Proforma Invoice. This will prevent confusion and ensure that the buyer
understands this is not a request for payment yet. Create a table for goods or services: Use a table to neatly present the items or services being provided. The table should include columns for description, quantity, unit price, and total cost. Add payment terms: Clarify when and how the buyer should expect to make the payment after the final invoice
is issued. Additional details: Include any relevant information about delivery timelines, taxes, shipping costs, and other specifics to avoid misunderstandings. Save and export: Once the document is complete, save it as a Word file or export it as a PDF for easy sharing. What is a Proforma Invoice in Business? A proforma invoice plays a significant role
in business transactions, acting as a precautionary measure to ensure both the buyer and seller are on the same page before the sale is finalized. It provides transparency, offering an itemized list of goods or services, along with their costs and conditions, before the official invoice is issued. In international trade, the proforma invoice serves a crucial
role in customs documentation. It provides customs authorities with detailed information about the shipment, which helps in determining duties, taxes, and other import costs. Businesses use proforma invoices to minimize discrepancies or misunderstandings later in the transaction process. The proforma invoice is also an excellent tool for budgeting.
Buyers can review it and ensure they have the necessary funds before committing to the purchase. For sellers, it helps ensure the buyer is aware of all terms, reducing the risk of non-payment or disputes later. What is the Difference Between a Proforma Invoice and a Quotation? At first glance, a quotation and a proforma invoice might seem similar,
but they serve distinct functions in business transactions: Purpose: A quotation is a price estimate provided before negotiations. It's more of an offer, giving the buyer an idea of the cost. A proforma invoice, on the other hand, is a more formal document, detailing the agreed terms and costs after negotiations are complete, but before the final sale is
formalized. Detail: Quotations tend to be more general, offering an approximate cost. A proforma invoice is much more detailed, providing exact pricing, quantities, payment terms, and delivery information. Formality: A quotation is informal and not legally binding, whereas a proforma invoice is closer to a finalized agreement, although it still doesnt
demand payment. Timing: A quotation is issued earlier in the sales process, while a proforma invoice is issued when both parties are ready to move forward, though payment is still pending. Conclusion While a proforma invoice is not a request for payment, it plays a vital role in business transactions by providing transparency, and ensuring all parties
agree on terms before moving forward. It is an essential tool in both domestic and international trade, helping to streamline processes, avoid misunderstandings, and foster smooth financial transactions. Whether you're a buyer or seller, understanding how to use and create a proforma invoice is crucial to successful business operations. The proforma
invoice is based on the idea that sending a document related to the sale of a product or service to the buyer prior to the sale can avoid unnecessary complications. Fewer complications equal less of a chance of losing money. In this article, we explain what a pro-forma invoice is, what the important elements are (such as the obligatory invoice number),
how to create one, and discuss how it differs from other financial documents. What is a Proforma Invoice? In layman terms, a proforma invoice is a document between the buyer and the seller that includes goods or services yet to be delivered, along with other critical info such as shipping fees and delivery information. The important thing to
remember is that the buyer gets the proforma invoice before obtaining the product or service. Now that you know the definition of a proforma invoice, lets discuss its purpose. Pro Forma or Proforma? A proforma invoice is sometimes listed as a pro forma invoice. The answer to what is a proforma invoice is the same as what is a pro forma invoice. You
see it listed one way or another, and sometimes even as pro-forma, but they all mean the same thing. What is the Purpose of a Proforma Invoice? Consider the following requirements: Does the buyer need to know the value of what theyre buying? Should the buyer know what to expect when buying from a seller? (i.e., is there good faith?) Should the
sales process be smooth? Do you need a legally binding document for the terms and conditions of the sale? If you thought yes to most or all of the above, then a proforma invoice might be useful to you! How to Create a Proforma Invoice Need to make an invoice? Proforma invoices are not very complicated, but its helpful to have a proforma invoice
template at hand when creating one. You can use our free invoice templates or the free invoice generator for this purpose. As it is legally binding in some parts of the world, you should create an accurate and valid invoice. A proforma invoice should contain the following information: Customer information (name, address, etc.) Your business
information (Name, Address, etc.) Terms of sale The goods being sold plus the individual prices Applicable taxes, discounts and shipping fees Total price Invoice number Shipping dates and due dates Other miscellaneous info required In due time, you can eventually turn your pro forma invoice into a commercial invoice. If the customer accepts your
pro forma invoice, then Hiveage can turn it into a useful commercial invoice. What Information is Required on a Proforma Invoice? All goods or services must have some terms involved in their sale. For good faith, you should include the contact details of both parties and the aforementioned details. Its critical to include any information that helps the
buyer understand what theyre getting. Whether its a pro forma invoice or commercial invoice, the legal document must be accurate for the goods involved. If any essential information is left off of the paperwork, that could bring upon unnecessary legal trouble. Just to reiterate: Price of the productsDescriptions of said productsShipping and delivery
datesContact detailsTotal due The above are among the most vital data to include in a pro forma invoice, so dont forget to include it! A true invoice should aspire to be as accurate as possible to avoid potential confusion. If youre ever unsure, you can always look up examples of pro forma invoices and see how it includes goods, terms, and whatever
else you need to know. What is the Difference Between an Invoice and a Pro forma Invoice? Think of the standard commercial invoice (sometimes referred to as a sales invoice) as paperwork to confirm the sale of the goods and request payment of some kind. By comparison, a proforma invoice is more of a declaration of what is to come, as it is sent
prior to paying for the goodsa preliminary invoice of sorts. Regular invoices also tend to be more legally binding than standard pro forma invoices. Formatting-wise, the most important distinction between the two is that the proforma invoice must label itself as a proforma invoice. Aside from that, a commercial invoice is more tied into accounting than
pro forma invoices are, as the sale itself may not have occurred with a proforma invoice. Keep in mind that a pro forma invoice is usually done before the buyer purchases the goods or services you offer. An official invoice is created during the purchasing period. Whether you need a commercial invoice, a proforma invoice, or something else depends
on the terms and conditions presented to the buyer. Can You Receive Payment on a Pro forma Invoice? Technically you can receive payment on a pro forma invoice, but you typically wont until a regular invoice is set up. You should consider a pro forma invoice more akin to a notice as opposed to the actual bill. As pro forma invoices arent usually used
in accounting, you shouldnt expect payments on them: the clients are likely to wait for their final invoices. Comparisons to Other Purchase Forms While a proforma invoice is different from a regular invoice, it is essential to distinguish it from other types of purchase forms included in the sales process. Invoices are quite distinguishable from bills of
sales, sales receipts, etc. Pro forma Invoices Compared to a Sales Receipt If the proforma invoice shows what could be purchased in the future, a sales receipt shows what has already been purchased: think of a proforma invoice as something that happens before a sales receipt is made. Pro forma Invoices Compared to a Bill of Sale A bill of sale
transfers ownership while a proforma invoice doesnt. A proforma invoice cannot prove any goods have been sold while a bill of sale can. On a similar note, standard invoices may be used prior to the bill of sale. International Invoices As there are 195 countries out there, some minor differences in laws (such as tariffs, shipping limits, etc.) can influence
what you can put on the pro forma invoices. Check with the relevant officials of the countries you do business with to avoid potential confusion. Shipping goods from one country to another may take longer than domestic trading, so be prepared for delays. As a proforma invoice is often done before an item is shipped, the delivery date could be
incorrect. Nonetheless, it is still an excellent practice to partake in good faith. Crucial Information Regarding a Proforma Invoice Proforma invoices are not a request for payment or a demand for the delivery for goods. Instead, the proforma invoices are used in a preliminary fashion, sent to buyers before shipment or delivery. Think of it as a telling of
what's to come. There are no 100% definite guidelines to follow as far as formatting goes. There is useful data you should aspire to include, but many proforma invoices differ from one another. Remember, a proforma invoice is not a commercial invoice. A proforma invoice should provide the buyer with enough knowledge to know what they could be
getting if purchasing the goods. Keep in mind that it comes before the final invoice is delivered to the client. Should You Send a Proforma Invoice? Yes, you should send a proforma invoice to establish a baseline of the goods and services you offer. Your customer can see the terms you list, and possibly dispute the terms if they choose to do so. As no
payment is typically made, this allows a more trusting negotiation to go underway. In most cases you are not required to send a proforma invoice, but its usually a good idea to include one. If the details contained in it are what the customer has in mind, they dont have to engage in lengthy discussions. You should use a proforma invoice whenever you
can for simplifying the transaction process. Make sure to use a proforma invoice if you do a lot of shipping and delivery. Something as simple as the customer understanding the terms of what you offer can be crucial to your business's success. Alongside proforma invoices, you should use commercial invoices to confirm transactions. Terms of a
Proforma Invoice The terms you include in this type of invoice are similar to actual invoices. However, the buyer doesnt necessarily have to buy what you offer when they see your proforma invoices. Ensure the description of your terms is appealing to the buyer and reasonable enough for them to consider it. Closing Remarks About Proforma Invoices
If you have the goods and terms lined up appealingly, then your proforma invoices should be successful. Remember to include: Fees (item prices, discounts, taxes, shipping fees and total value)Dates (shipping date, delivery date)Description of items to be purchasedContact details of both the buyer and the seller As these types of invoices dont have a
rigid format, you can be flexible with what you can include. Formatting, color schemes, and other miscellaneous factors are things you can customize in order to make your invoices stand out. If youre in doubt, check out our invoice generator for a clean, easy-to-use template. Armed with this knowledge of how pro forma invoices work, we hope you
can establish more trust with your customers and work on growing your business! FAQs on Proforma Invoices What is a proforma invoice? A pro forma invoice is a quote in an invoice format that is offered prior to the delivery of goods and services to the buyer. It helps make the sales process smoother, and acts as a legally binding agreement for the
terms and conditions of the sale. What is difference between proforma invoice and invoice? A formal invoice is a request for payment that states the final details total amount due. A proforma invoice is a declaration by the seller to provide products and services on a specified date and time, sent prior to the actual sale. Can payment be made on
proforma invoice? A payment cannot be made on a proforma invoice. It is generated prior to the delivery of goods and services. A sales invoice would have to be created, with payment terms and other details, to be sent to the accounts payable department of the buyer. Curated emails thatll help you manage your finances better. The proforma invoice
is based on the idea that sending a document related to the sale of a product or service to the buyer prior to the sale can avoid unnecessary complications. Fewer complications equal less of a chance of losing money. In this article, we explain what a pro-forma invoice is, what the important elements are (such as the obligatory invoice number), how to
create one, and discuss how it differs from other financial documents. What is a Proforma Invoice? In layman terms, a proforma invoice is a document between the buyer and the seller that includes goods or services yet to be delivered, along with other critical info such as shipping fees and delivery information. The important thing to remember is
that the buyer gets the proforma invoice before obtaining the product or service. Now that you know the definition of a proforma invoice, lets discuss its purpose. Pro Forma or Proforma? A proforma invoice is sometimes listed as a pro forma invoice. The answer to what is a proforma invoice is the same as what is a pro forma invoice. You see it listed
one way or another, and sometimes even as pro-forma, but they all mean the same thing. What is the Purpose of a Proforma Invoice? Consider the following requirements: Does the buyer need to know the value of what theyre buying? Should the buyer know what to expect when buying from a seller? (i.e., is there good faith?) Should the sales process
be smooth? Do you need a legally binding document for the terms and conditions of the sale? If you thought yes to most or all of the above, then a proforma invoice might be useful to you! How to Create a Proforma Invoice Need to make an invoice? Proforma invoices are not very complicated, but its helpful to have a proforma invoice template at hand
when creating one. You can use our free invoice templates or the free invoice generator for this purpose. As it is legally binding in some parts of the world, you should create an accurate and valid invoice. A proforma invoice should contain the following information: Customer information (name, address, etc.) Your business information (Name,
Address, etc.) Terms of sale The goods being sold plus the individual prices Applicable taxes, discounts and shipping fees Total price Invoice number Shipping dates and due dates Other miscellaneous info required In due time, you can eventually turn your pro forma invoice into a commercial invoice. If the customer accepts your pro forma invoice,
then Hiveage can turn it into a useful commercial invoice. What Information is Required on a Proforma Invoice? All goods or services must have some terms involved in their sale. For good faith, you should include the contact details of both parties and the aforementioned details. Its critical to include any information that helps the buyer understand
what theyre getting. Whether its a pro forma invoice or commercial invoice, the legal document must be accurate for the goods involved. If any essential information is left off of the paperwork, that could bring upon unnecessary legal trouble. Just to reiterate: Price of the productsDescriptions of said productsShipping and delivery datesContact
detailsTotal due The above are among the most vital data to include in a pro forma invoice, so dont forget to include it! A true invoice should aspire to be as accurate as possible to avoid potential confusion. If youre ever unsure, you can always look up examples of pro forma invoices and see how it includes goods, terms, and whatever else you need to
know. What is the Difference Between an Invoice and a Pro forma Invoice? Think of the standard commercial invoice (sometimes referred to as a sales invoice) as paperwork to confirm the sale of the goods and request payment of some kind. By comparison, a proforma invoice is more of a declaration of what is to come, as it is sent prior to paying for
the goodsa preliminary invoice of sorts. Regular invoices also tend to be more legally binding than standard pro forma invoices. Formatting-wise, the most important distinction between the two is that the proforma invoice must label itself as a proforma invoice. Aside from that, a commercial invoice is more tied into accounting than pro forma invoices
are, as the sale itself may not have occurred with a proforma invoice. Keep in mind that a pro forma invoice is usually done before the buyer purchases the goods or services you offer. An official invoice is created during the purchasing period. Whether you need a commercial invoice, a proforma invoice, or something else depends on the terms and
conditions presented to the buyer. Can You Receive Payment on a Pro forma Invoice? Technically you can receive payment on a pro forma invoice, but you typically wont until a regular invoice is set up. You should consider a pro forma invoice more akin to a notice as opposed to the actual bill. As pro forma invoices arent usually used in accounting,
you shouldnt expect payments on them: the clients are likely to wait for their final invoices. Comparisons to Other Purchase Forms While a proforma invoice is different from a regular invoice, it is essential to distinguish it from other types of purchase forms included in the sales process. Invoices are quite distinguishable from bills of sales, sales
receipts, etc. Pro forma Invoices Compared to a Sales Receipt If the proforma invoice shows what could be purchased in the future, a sales receipt shows what has already been purchased: think of a proforma invoice as something that happens before a sales receipt is made. Pro forma Invoices Compared to a Bill of Sale A bill of sale transfers
ownership while a proforma invoice doesnt. A proforma invoice cannot prove any goods have been sold while a bill of sale can. On a similar note, standard invoices may be used prior to the bill of sale. International Invoices As there are 195 countries out there, some minor differences in laws (such as tariffs, shipping limits, etc.) can influence what you
can put on the pro forma invoices. Check with the relevant officials of the countries you do business with to avoid potential confusion. Shipping goods from one country to another may take longer than domestic trading, so be prepared for delays. As a proforma invoice is often done before an item is shipped, the delivery date could be incorrect.
Nonetheless, it is still an excellent practice to partake in good faith. Crucial Information Regarding a Proforma Invoice Proforma invoices are not a request for payment or a demand for the delivery for goods. Instead, the proforma invoices are used in a preliminary fashion, sent to buyers before shipment or delivery. Think of it as a telling of what's to
come. There are no 100% definite guidelines to follow as far as formatting goes. There is useful data you should aspire to include, but many proforma invoices differ from one another. Remember, a proforma invoice is not a commercial invoice. A proforma invoice should provide the buyer with enough knowledge to know what they could be getting if
purchasing the goods. Keep in mind that it comes before the final invoice is delivered to the client. Should You Send a Proforma Invoice? Yes, you should send a proforma invoice to establish a baseline of the goods and services you offer. Your customer can see the terms you list, and possibly dispute the terms if they choose to do so. As no payment is
typically made, this allows a more trusting negotiation to go underway. In most cases you are not required to send a proforma invoice, but its usually a good idea to include one. If the details contained in it are what the customer has in mind, they dont have to engage in lengthy discussions. You should use a proforma invoice whenever you can for
simplifying the transaction process. Make sure to use a proforma invoice if you do a lot of shipping and delivery. Something as simple as the customer understanding the terms of what you offer can be crucial to your business's success. Alongside proforma invoices, you should use commercial invoices to confirm transactions. Terms of a Proforma
Invoice The terms you include in this type of invoice are similar to actual invoices. However, the buyer doesnt necessarily have to buy what you offer when they see your proforma invoices. Ensure the description of your terms is appealing to the buyer and reasonable enough for them to consider it. Closing Remarks About Proforma Invoices If you
have the goods and terms lined up appealingly, then your proforma invoices should be successful. Remember to include: Fees (item prices, discounts, taxes, shipping fees and total value)Dates (shipping date, delivery date)Description of items to be purchasedContact details of both the buyer and the seller As these types of invoices dont have a rigid
format, you can be flexible with what you can include. Formatting, color schemes, and other miscellaneous factors are things you can customize in order to make your invoices stand out. If youre in doubt, check out our invoice generator for a clean, easy-to-use template. Armed with this knowledge of how pro forma invoices work, we hope you can
establish more trust with your customers and work on growing your business! FAQs on Proforma Invoices What is a proforma invoice? A pro forma invoice is a quote in an invoice format that is offered prior to the delivery of goods and services to the buyer. It helps make the sales process smoother, and acts as a legally binding agreement for the
terms and conditions of the sale. What is difference between proforma invoice and invoice? A formal invoice is a request for payment that states the final details total amount due. A proforma invoice is a declaration by the seller to provide products and services on a specified date and time, sent prior to the actual sale. Can payment be made on
proforma invoice? A payment cannot be made on a proforma invoice. It is generated prior to the delivery of goods and services. A sales invoice would have to be created, with payment terms and other details, to be sent to the accounts payable department of the buyer. Curated emails thatll help you manage your finances better. 12 Min. Read May 29,
2025 A proforma invoice (also known as a pro forma invoice, preliminary invoice, or simply proforma) is an essential preliminary, unofficial bill of sale that you send to a client before work is completed or goods are delivered. It clearly outlines the anticipated terms of a sale, including a description of the goods or services, quantities, prices youll be
charging, and potentially shipping details and payment terms. Unlike a standard commercial invoice, a proforma invoice represents a commitment to providing goods or services that havent been delivered yet, serving as a gesture of good faith and ensuring clarity between you and your buyer. This preliminary bill of sale is sent to buyers as an initial
document, allowing for the negotiation and confirmation of details before a final agreement is reached. Importantly, while there are similarities between proforma invoices and commercial invoices, they function differently. For instance, a proforma invoice isnt used for accounting purposes by any party and isnt a legally binding demand or request for
payment; instead, its best understood as a detailed quote. A proforma invoice is not a legally binding document and does not obligate either party to complete the transaction. Key takeaways A proforma invoice is a preliminary bill of sale outlining terms, sent before work or delivery. Its purpose is to streamline sales by ensuring buyer-seller agreement
on terms as a good-faith estimate. Its not a payment demand, isnt used for accounting, and isnt legally binding for payment, unlike a commercial invoice. Businesses use proforma invoices for special orders, customs declarations, or when full commercial invoice details are pending. Send a proforma invoice after negotiations conclude but before
delivery, confirming agreed terms. Key difference from a commercial invoice: A proforma is a pre-fulfillment quote; a commercial invoice is a post-fulfillment, legally binding payment request used for accounting. Clearly label it proforma (not a VAT invoice) and include essential seller/buyer information, an itemized list, prices, and total cost. Payment
is generally not made on a proforma invoice; it precedes a purchase order and the final sales invoice. FreshBooks provides templates and software to simplify creating and managing proforma invoices. Table of contents A proforma invoice is a preliminary quote or estimate that outlines goods or services that havent been delivered yet. Its given to a
potential buyer before they become a committed buyer, ensuring the buyer and seller are both on the same page about the agreement. Unlike a final, sales, or tax invoice, proformas are technically not completed since they dont have a legally-required invoice number. Think of them as finalized courtesy quotes that prevent unexpected surprises or
disputes down the line. They also give prospective clients a general overview of a sale, including prices, timelines, and terms. Including detail and transaction details in the proforma invoice is essential for transparency and to help the potential buyer make informed decisions. Preliminary invoices streamline the sales process. Once negotiations have
finished and all parties are in agreement, you can send a preliminary invoice as a good-faith estimate, letting your customer know exactly what to expect ahead of time regarding the proposed transaction. Your customer will then give final approval to the price and any other terms of service. Before issuing the official invoice, its important to confirm
all final details to ensure accuracy. Youll provide the goods or service, then issue a final, official invoice to request payment. But there are benefits to proformas beyond a courteous heads-up. Other uses include: Declaring the value of goods to customs agencies, ensuring a smooth delivery process Providing an invoice when you dont have all the
details required for a standard commercial invoice Facilitating a companys internal purchasing approval process So, when should you use a proforma invoice? Lets take a look. Here are just two cases where a business might choose to use a preliminary invoice. A proforma document, often used in the sales process before finalizing transactions, serves
as a preliminary or estimated invoice that outlines the terms of the deal and can be used for export or customs purposes. In both cases, the proforma invoice helps clarify the details of the transaction and provides a good-faith estimate, including any additional costs, to ensure clarity and accuracy from the start. For manufacturing companies, custom
orders are a great opportunity for a proforma invoice. This is because you could potentially lose time and money by fulfilling an order if your buyer decides to back out last minute due to factors like the cost or delivery timeline. During negotiations, its important to be flexible and willing to adjust delivery dates based on buyer feedback. If your
manufacturing company receives a large order, sending a proforma is a good idea. By including information on the product, quantity, cost, delivery date, and any other details of the sale, youll ensure your client is aware of all terms of service. A typical proforma invoice includes these key elements, serving as a preliminary document that outlines the
transaction specifics before the actual supply or payment. Many businesses use preliminary invoices for customs purposes. When shipping internationally, you must provide a detailed summary of the goods inside and ensure you have the proper documentation required by customs authorities. Most customs agencies require the value of an item, as
well as details on its weight, packaging, shipping costs, and more, and you must declare the financial value of the goods for customs clearance. Including a proforma invoice with your shipment makes international trade and imports as hassle-free as possible. Itll also speed up the approval process and make sure you deliver to your customer on time.
Be sure to include any applicable taxes in the proforma invoice for international shipments, as these may be required or estimated based on the destination countrys regulations. How do you create proforma invoices and start using them in your day-to-day business? One great way to create proforma invoices is with an invoicing software or online
tool, such as the free proforma invoice templates created by FreshBooks. This simple, efficient tool makes invoicing easy, and you can try it for free. Heres how it works: Download your free proforma invoice template from the FreshBooks template page Add your company name prominently at the top of the template, along with your name and contact
information Customize the template with your branding, colors, and logo Enter your customers name, company details, and contact information into the invoice template Add your invoice file number, date, and payment due date to the form Add an itemized list of services or goods to be provided, and the quantity, description, and price of each item
Calculate the total cost, and enter it into the total section of your template Enter your businesss payment terms (and any other important information) into the invoice Be sure to specify that your proforma invoice is not a VAT (Value-Added Tax) invoice Send your completed proforma invoice to your client by email, direct mail, or using an online
accounting tool like FreshBooks You can also use Google Docs or Microsoft Word to create your own proforma invoice. Take a look at our other templates to get ahead of the game with invoicing and get paid sooner. Now that you have your proforma invoice, its important to know when to send it. Naturally, youll need to ensure your customer receives
the finalized proforma invoice before the work or goods are delivered, as this helps confirm the upcoming transaction. However, you dont want to send a final proforma invoice before negotiations have concluded. This is where a proforma invoice and a more conventional quote or estimate differ. Quotes are a great way to put an initial number on your
transaction, which informs your client. A proforma invoice contains much of the same information as a final invoice, but is not legally binding. If theres any further negotiation, you can adjust as needed. Finally, when you shake hands on the deal and are ready to proceed, its good practice to send your proforma invoice. This acts as confirmation of the
work or products to come and ensures youre on the same page as your client before making the final move to fulfill your order. A final sales invoice (also called a commercial invoice, final invoice, or official invoice) is a business instrument that states the total amount due and requests payment. A sales invoice is a formal request for payment and also
serves as a tax document, especially when it includes VAT. A proforma invoice is a declaration by the seller to provide products or services in the future and isnt a legally binding agreement. Here are some other key differences between proforma invoices and commercial invoices: Basis for comparisonlnvoiceProforma invoiceDefinitionA commercial
instrument sent to the buyer confirming that the sale occurred and requesting payment. It also serves as confirmation of a purchase agreement.A written proposal, estimate, or quote that is sent prior to billing. It provides the particulars of the goods and services yet to be deliveredIssuedIssued after work or goods are ordered, delivered, and
fulfilledIssued before order placementPurposeA legally binding way to inform a buyer about the amount due for goods and services already provided. The invoice is a formal request for payment and functions as a tax document.A non-legally binding courtesy to help a buyer know what to expect, and/or to make international imports and trade more
efficientFormatCommercial invoices include both businesses logos, contact information, billing addresses, and information, as well as a terms and conditions section, and an official invoice numberProforma invoices include all the information a standard invoice would include (contact details, business information, etc.) ,but should be clearly labeled
proforma and specified as not being a VAT invoiceAccounting useA commercial invoice is necessary for paying a bill, and is used by your accounts receivable and/or accounts payable teams. It should have an invoice number, be filed for reference with your accounting department, and be backed up in case of an auditlt gives your business a general
idea of the amount that will be due and when it must be paid. Proforma invoices are not used by accounts payable or receivable departments, but should still have a proforma invoice number for filing purposes Most business owners and managers understand how challenging it is to balance invoices, estimates, proposals, and more. While the benefits
of using proforma invoices are undeniable, it might seem overwhelming to manage the delivery and filing of yet another type of document. Fortunately, theres another way! FreshBooks has created easy-to-use Estimate and Proposal software tools that seamlessly create proforma invoices for any industry scenario. Pro forma invoices play a crucial role
in international trade by providing transparency to buyers about estimated costs and terms before you ship goods, helping to facilitate customs procedures and negotiations. But even better than that, we can also take care of all your filing and accounting details. What does that mean for you? Less time spent invoicing and more time doing the things
you love. Our complete, automated proforma package transforms your preliminary invoices from a chore to a powerful instrument. Close crucial deals, improve cash flow, and get paid faster with FreshBooks. Do you still have questions about proforma invoices and how they differ from formal invoices? Lets break down some of the most frequently
asked questions. Preliminary invoices are not legal documents. While vital to many business operations, businesses cant use them to demand payment. Proforma invoices are not a legally binding method to demand payment from a customer. Their legality sits between a final invoice and an informal, non-legal quote or estimate. A proforma invoice
cant technically be canceled, because they dont need to be. Theyre not the same as a commercial invoice, a receipt, or a bill of sale and arent binding. A proforma invoice is not a comprehensive record of a transaction like a formal invoice but an estimate. As a buyer, you should wait for a bill of sale and/or a final invoice before making payments. That
said, some businesses may make a partial payment in advance as a professional courtesy. A purchase order is a receipt confirming the approved transactions details. A preliminary invoice should come before a purchase order. Reviewed by Jason Ding is a seasoned accountant with over 15 years of progressive experience in senior finance and
accounting across multiple industries. Jason holds a BBA from Simon Fraser University and is a designated CPA. Jasons firm, Notion CPA, is an accounting firm with a business-first focus. The firm specializes in preparing personal and corporate taxation while providing fractional CFO work and leading the accounting and finance function for several
small-to-medium-sized businesses. In his free time, youll find Jason on the basketball court, travelling, and spending quality time with family. RELATED ARTICLES A proforma invoice is a preliminary bill which is used for requesting payment before goods are supplied to a customer or before services are performed. One beneficial detail about a
proforma invoice is that it helps to ensure that both supplier and customer are on the same page in regards to terms such as goods to be supplied, the listing price, any discounts and other aspects dealing with the delivery of goods or services. This document acts as a good faith agreement and helps both parties to plan for the future. Despite the fact
that all information and figures on a proforma invoice are estimates only and are subject to change, it gives all parties involved, a good indication on how to prepare and plan for their budget. Proforma invoices grow more in importance as the value of the transaction increases as the forecasted numbers and details assist in planning finance as well as
assisting with operational aspects. Try It FreeWhen you add invoice, set invoice type to Proforma invoiceYou can convert a proforma invoice into a GST invoice and deliver it to your customer in just a few clicks. The main difference between a proforma invoice and a standard invoice is that proforma invoices contain estimates of facts and figures. On
the other hand, invoices contain real and determined facts and figures. Another difference between the two forms is concerned with the time that the forms are sent to the customer. A proforma invoice is issued to the customer before goods are delivered or services are performed. On the other hand, an invoice is issued when goods have already been
dispatched to the customer or the services have been performed. The purpose of a proforma invoice is to align the expectations of seller and customer. In contrast, an invoice is a legal document which can be used as evidence of the sales transaction. Both proforma and standard invoice have been agreed on by seller and buyer. In addition, proforma
invoices have the same content as a standard invoice, such as billing information, logo, contact information, and terms and conditions. However, it is vital to mention that each invoice must be labeled clearly as either a proforma invoice or invoice. From an accounting perspective, proforma invoices cannot be used as supportive evidence for posting
transactions. This means that the accounting system cannot be updated based on what is on the proforma invoice. The reason being, is that at the date the proforma invoice is issued, goods have not yet been delivered. Risk and rewards have not been transferred and so the accounting provisions do not allow for transaction recording. On the other
hand, with an invoice, risk and rewards have been transferred as the goods have already been dispatched to the customer. Price Quote vs Proforma Invoice A price quote occurs at the initial stage of the transaction or dealing. The purpose of the price quote is to communicate to the other party the intentional price which they would agree to accept for
the goods or service. At this point in time, as this is just a negotiation phase, there is no mutual agreement between the parties. On the other hand, a proforma invoice is an estimated bill that is issued and based on agreed terms between seller and customer. There is an element of mutual agreement between the parties and the deal has been
finalised. The seller can expect payment from the customer as the proforma invoice acts as a tool to ensure that both parties are on the same footing. In the situation where a customer is to make an advance payment, the importance of a proforma invoice increases exponentially. The proforma invoice acts as a basis for calculating the advance
payment. In summary, the main difference between a price quote and a proforma invoice lies in the fact that with a price quote, payment is not expected as there is no deal. It is just a step in early negotiations. However, with a proforma invoice, payment is expected as the deal has been finalised between the seller and customer. Following, detailed
aspects of using a proforma invoice for advance payment will be discussed. Proforma Invoice for Advance Payment In normal operations, an invoice is issued by the seller when requesting payment. When dealing with advance payments, it is usual practice for some sellers to implement policy to deal with such payments. Normally, once payment has
been received, the goods will then be dispatched to the customer. In the situation of advance payments, since the goods have not yet been dispatched, an estimated invoice in the form of a proforma invoice is issued to allow parties to get a sense of the payment size. Since proforma invoices are subject to change, it may mean that the purchase price
may need to be modified once a final invoice is received. If a customer has made a payment on the basis of a proforma invoice and the pricing is different to the final invoice, then it will be necessary to post adjusting accounting entries into the accounting system. For instance, if an advance payment has been made by the customer on the basis of a
proforma invoice and the resulting final invoice has a higher amount, this will mean that the customer will need to create a liability for the additional amount and make the extra payment. If the price of the final invoice is lower than the proforma invoice, then the customer can expect a refund from the seller. It is important to note that proforma
invoices can be used for both local and international trade. However there is a higher frequency of usage of the proforma invoice in international trade. Next we will explain how proforma invoices are used for exports. Proforma Invoice for Exports There are significant procedural formalities associated with the export process. They lie in the areas of
port, banking, freights, duties, customs, inspections and many more. Due to this complexity, it may lead a foreign buyer to have some confusion about aspects such as transaction currency, description, products and others. This is where the proforma invoice can simplify the process. Since, proforma invoices are issued with comprehensive
descriptions, this enables the seller and buyer to have the same understanding. These descriptions include, seller and buyer name, buyer reference number, inquiry date, brief product description, product price, cubic volume, packing dimensions, shipping weight, delivery point, trade volume, payment terms, selling terms, port of dispatch and delivery
and currency of transaction. The proforma invoice used in the intricate export trade helps to clarify the expectations between seller and buyer so that all aspects of the transaction can be better planned and managed. Sample Email Template for Proforma Invoice Subject: Proforma invoice # {XXX} Hello {Customer name}, Please find the attached
proforma invoice # {XXX} for your reference and perusal. In the given attachment, we have outlined detailed aspects of the trade, such as product description, unit price, payment terms, and other information relevant to our trade. However, if you have any further questions, please feel free to reach us at {Phone / Email}. Please note that we are
committed to meeting your expectations and are obliged to deliver products in line with the terms mentioned in the attached invoice. Thank you for doing business with us! Kind regards, {Your name} {Your position in the company} {Your company name} {Your contact details} A proforma invoice is issued before goods are delivered to the customer.
It serves as a useful instrument to help clarify the terms between buyer and seller. As it contains estimated facts and figures, it gives both parties an indication on what to expect from the transaction. Another requirement is that it must be labelled clearly that it is a proforma invoice. In addition, since it is not a legal document, the accounting system
should not be updated on the basis of the proforma invoice. Proforma invoices are also issued for collecting advance payments. This is helpful as it can be used to estimate the size of the advance payment. Furthermore, the proforma invoice helps to define the terms when used in international trade. The proforma invoice is distinct from a normal
invoice as a normal invoice contains factual information and is used as supporting documentation to process accounting and related transactions. Unlike a proforma invoice, a standard invoice is issued after goods are dispatched to the customer or the services are performed. Frequently Asked Questions What is a proforma invoice used for? A
proforma invoice is a preliminary invoice that is used for a variety of purposes. These purposes include, communicating terms of the trade, customs clearance, and allowing the buyers to arrange financing for the shipment. For communicating terms of trade, the rate, description, and quantity of the goods are defined in the proforma invoice. This helps
both parties to be aware of and understand the terms of trade. For customs clearance, a proforma invoice contains product codes that determine the applicable taxes and duties. This therefore means, that an invoice at this preliminary stage, helps to understand applicable taxes and duties. Similarly, the buyer can also allocate time to arrange the
financing, purely by examining the preliminary invoice value. What are the essential features of a proforma invoice? Following are some of the essential features of a proforma invoice: It is an excellent negotiating strategy for international trade It is a voluntary document, meaning that it may not be required for all transactions These invoices have
validity for a specific period of time What are the essential components of a proforma invoice Following are some of the essential components of a proforma invoice: Product description including quality matrix Delivery terms and features Details of delivery Terms of sale Transaction currency When is the proforma invoice sent to customers? A
proforma invoice is sent to the customer as soon as the product pricing is agreed upon by buyer and seller. In most situations, the proforma invoice is sent to ensure that both parties have the same intentions. It can also be sent when an advance payment has been requested for the transaction.Other Types of Invoices for Singapore: both in-store and
online. In early 2020 SumUp further expanded its full product suite and 360 payment solution by launching Invoicing, Gift Cards, Mobile Payments and Online Store, offering even more ways for small businesses to engage with their customers. For any press inquiries, please get in touch with us: [emailprotected]Sending an invoice to a customer is
often just one part of documenting a sale. It shouldnt be considered as an isolated event, but rather as part of a larger interaction with a customer or client. At times, the sales process requires you to issue several different documents, which each perform distinct functions.This article explains the sales process and the different documents that are
needed, all the way from an initial quote, to a proforma invoice, a finalised invoice, and finally, a delivery note and payment receipt.Start invoicing for freelts natural for customers to make inquiries before committing to a purchase. If youre selling certain products, it can sometimes be as easy as confirming how much they cost. However, some
businesses provide services that cant have an upfront price as the costs involved will vary.Therefore, you may need to offer a prospective buyer an overview of the costs involved to help them decide whether they want to do business with your company. You can provide your customer with an estimate or a quote.Estimates are essentially educated
guesses. You may know some of the details about the job, but you havent yet been able to price everything up. An estimate may be given when a customer calls to make an inquiry into your businesss services, or when you first visit a site. Its only a first opinion.A quotation is the first official document youll send to your customer. Its given to a
customer after they've expressed interest in purchasing your products or services. The quotation is used to tell them the price before they commit to the sale. When you issue a quotation, youll include most of the information you would expect to see on an invoice. You need to provide a breakdown of the price, your business and customer's contact
details, and any discounts you can apply. Importantly, you must also indicate how long the quote is valid for.Be as thorough as possible when giving your quote, as this increases the likelihood it will be accepted by your customer. After all, people are more likely to agree to something when they know exactly what it is.Importantly, quotations are not
legal documents. They have no legal status and payments cant be made on them. However, as a quote provides the customer with an exact price for a job, a quote should be the final price, and shouldnt be changed once its been accepted. The only exception to this would be if the job itself is changed, for example, if a customer wants additional work
or different materials.Once a customer has confirmed that theyll purchase a product or service, its time to issue an invoice. This is either a proforma invoice or a finalised invoice.A proforma invoice is issued if the final details of the sale are yet to be confirmed. Whilst this may be hard to distinguish from a quote, its fundamentally different. When you
issue a proforma invoice, the customer has already confirmed they will make the purchase; a quote is only an inquiry and payment is not guaranteed.An example of when to use a proforma invoice makes it easy to understand. Suppose you own a brewery and a bar orders 50 kegs of your beer. The sale is already agreed upon, but they may need to
double-check which types of beer they need. In this case, you can issue a proforma invoice and convert this into an invoice once the order is confirmed.A proforma invoice looks the same as a standard invoice. However, it doesnt have an invoice number, and must be titled Proforma Invoice.Just like a quote, a proforma invoice doesnt have legal status.
Payments cant be made on a proforma invoice. Once the sale has been confirmed and the customer is ready to pay the balance due, a finalised invoice must be issued.Finalised invoices have legal status and can be used to request payments from customers. Invoices require certain information to be valid and can be distinguished from other
documents by their invoice number and the heading, Invoice.The invoice is the most common document used in the sales process. To create a customer invoice, you can either convert a quote or a proforma invoice youve already issued, or create a new invoice from scratch. Depending on your type of business, you may or may not have needed to issue
your customer with previous documents.The invoice will include the terms of payment, the due date, a breakdown of the sale, the total amount due and any VAT. Itll also include your businesss information and customers details.At this point, the sale is finalised and the invoice cant be changed. Whereas quotations and proforma invoices can be
revised, a mistake on an invoice must be corrected by cancelling the invoice with a credit note.Issuing an invoice may not be the last stage of your correspondence with your customer. Once payment has been received, providing additional documents may help your customer organise things at their end.A customer can be issued with a payment
receipt once you receive any form of payment from them. A payment receipt can confirm either the full payment for an invoice or a partial payment, in which case the outstanding balance will be noted. Issuing a receipt will give the customer peace of mind, knowing that theyve correctly paid the invoice and they dont owe money.The payment receipt
should show the invoice number for which the payment is for, the amount that was paid, any remaining balance due and your business details.If you supply products to your customer, it may be necessary to include a delivery note in any shipment. This document describes which products are included in a specific delivery and can be used by the
customer as a checklist to ensure they've received all of their goods. Everything thats listed on the delivery note should be included in that particular shipment.Once again, the delivery note should include the details of both the business and the customer. It should also show the date of issue, the date of delivery and a list of the products included in
the shipment. As a business, you may also choose to include a breakdown of the price and request a customers signature to confirm they received your products.Whilst this may sound like a lot of documents, invoicing software can help you every step of the way and is designed with this process in mind.At every stage, your invoicing software will copy
the information from one document to the next, ensuring that the details remain the same and helping to minimise the risk of mistakes.If you create a quote using your invoicing software, it should be possible to automatically convert this document into an invoice. You can then decide whether you'd like to send a proforma invoice or a finalised invoice
to your customer.Of course, you can still manually edit this information if necessary, and the software will accommodate your changes. For example, as explained, you may need to revise details of the proforma invoice before converting it into a finalised invoice.The blank online templates invoicing software provides for each document are equally
useful. By using invoicing software, youll never forget what information needs to be on each document. For example, when you create a finalised invoice with SumUp Invoices, all you need to do is fill in the empty invoice template youre given, and you know your invoice is compliant.Moreover, using the online templates will ensure your documents are
formatted consistently. Your software will generate designs that automatically use the same font, colour scheme and format, taking your correspondence with your customers to the next level.Create free invoices with SumUp InvoicesA proforma invoice is a preliminary bill of sale sent to buyers in advance of a shipment or delivery of goods or services.
It is not a true invoice, meaning it is not a demand for payment, but rather a document that outlines the seller's commitment to deliver products or services under specific terms and conditions. The proforma invoice serves as a pre-contractual agreement that sets out the details of the transaction, including the quantity and description of goods or
services, their value, and any other relevant terms agreed upon by the buyer and seller.What Is the Purpose of a Proforma Invoice?QuotationA proforma invoice is often used as a quotation or price quote. It allows the buyer to review the costs associated with a potential purchase before committing to the transaction.Customs ClearanceFor
international shipments, customs authorities may require a proforma invoice to assess duties and taxes on imported goods. It helps in determining the value of the goods and ensures compliance with import regulations.Payment TermsWhile a proforma invoice is not a demand for payment, it often includes payment terms and conditions agreed upon
by the buyer and seller. This helps in avoiding misunderstandings and disputes regarding payment terms.Order ConfirmationBy issuing a proforma invoice, the seller confirms the buyer's order and commits to fulfilling it according to the terms specified.Record-KeepingA proforma invoice serves as a record of the transaction for both the buyer and
seller. It can be used for accounting, inventory, and legal purposes.Proforma Invoice Use CasesProforma invoices are versatile documents that serve various purposes across different industries. Here are some common use cases:International Trade: Proforma invoices are commonly used in international trade to provide a detailed summary of the
transaction before the actual goods are shipped. They help both the buyer and the seller understand the terms of the deal, including the cost of the goods, shipping details, and payment terms.Customs Clearance: Customs authorities often require a proforma invoice to assess the value of imported goods and determine the duties and taxes that need to
be paid. The proforma invoice helps ensure that the goods are correctly declared and that the import process goes smoothly.Quotations: Businesses often use proforma invoices as quotations to provide potential customers with an estimate of the cost of goods or services. This helps customers make informed decisions about whether to proceed with
the purchase.Contractual Agreements: In some cases, a proforma invoice can serve as a preliminary agreement between the buyer and seller. It outlines the terms of the transaction and can be used as a reference in case of any disputes.Record Keeping: Proforma invoices are valuable for record-keeping purposes. They provide a detailed history of
transactions and can be used for accounting, inventory management, and auditing purposes.Securing Financing: Some financial institutions may require a proforma invoice as part of the documentation when providing financing for a transaction. The proforma invoice helps the lender understand the nature of the transaction and assess the risk
involved.Order Confirmation: Proforma invoices are often used to confirm orders placed by customers. They provide a summary of the order details and help ensure that both parties are on the same page regarding the terms of the transaction.Proforma Invoice vs Tax invoiceProforma InvoiceNature: A proforma invoice is a preliminary bill of sale sent
to buyers in advance of a shipment or delivery of goods or services. It is not a true invoice but rather a document that outlines the seller's commitment to deliver products or services under specific terms and conditions.Legal Status: A proforma invoice is not a legally binding document and does not require the seller to deliver the goods or services. It



is used as a quotation or price quote and provides an estimate of the costs involved in a transaction.Use: Proforma invoices are used to provide buyers with detailed information about a potential transaction, including the quantity and description of goods or services, their value, and any other relevant terms. They are often used in international trade
and customs clearance processes.Payment: Since a proforma invoice is not a demand for payment, it does not usually include payment details. Instead, it may include payment terms agreed upon by the buyer and seller.Tax InvoiceNature: A tax invoice is a document issued by a seller to a buyer, indicating the sale of goods or services and the amount
due. It is a legally binding document that serves as a request for payment.Legal Status: A tax invoice is a legally binding document that confirms the sale of goods or services and the amount due. It is used for accounting, taxation, and legal purposes.Use: Tax invoices are used to provide buyers with a detailed record of a transaction, including the
quantity and description of goods or services, their value, any applicable taxes, and payment terms. They are required for taxation purposes and may be used as proof of purchase or for warranty purposes.Payment: A tax invoice includes payment details, such as the total amount due, payment terms, and any applicable taxes. It serves as a request for
payment from the buyer to the seller.Difference between Proforma Invoice and other invoicesProforma Invoice vs. Commercial InvoicePurpose: Proforma invoices are used as preliminary invoices or price quotes, providing an estimate of costs for goods or services. Commercial invoices, on the other hand, are true invoices that request payment for
goods or services that have been delivered.Legal Status: Proforma invoices are not legally binding and do not require payment. Commercial invoices, however, are legally binding documents that request payment for goods or services rendered.Timing: Proforma invoices are issued before the delivery of goods or services, while commercial invoices are
issued after the delivery has been made.Proforma Invoice vs. Tax InvoicePurpose: Proforma invoices serve as estimates or quotations for potential transactions. Tax invoices, on the other hand, are used to request payment and include specific tax-related information required by tax authorities.Legal Status: Proforma invoices are not legally binding,
while tax invoices are legally binding documents that request payment for goods or services rendered.Content: Proforma invoices typically do not include tax information, while tax invoices include detailed tax information required by tax authorities.Proforma Invoice vs. Purchase Orderlnitiation: Proforma invoices are typically initiated by the seller
and sent to the buyer as an estimate or quotation. Purchase orders, on the other hand, are initiated by the buyer and sent to the seller to request goods or services.Legal Status: Proforma invoices are not legally binding, while purchase orders can be legally binding contracts depending on the terms agreed upon by the buyer and seller.Content:
Proforma invoices provide detailed information about the goods or services being offered, while purchase orders specify the goods or services requested by the buyer.What is the validity period of a Proforma Invoice?The validity period of a proforma invoice is typically determined by the seller and can vary depending on the specific terms agreed upon
between the buyer and seller. It is common for proforma invoices to be valid for a specific period, such as 30 days, after which they may expire and need to be reissued if the transaction has not been completed.The validity period of a proforma invoice is important because it helps both parties avoid misunderstandings and ensures that the terms of
the transaction remain valid for a specified period. If the validity period expires, the proforma invoice may no longer be considered valid, and a new one may need to be issued with updated terms and pricing.It's important for buyers to pay attention to the validity period of a proforma invoice and complete the transaction within the specified
timeframe to avoid any delays or complications.Can a Proforma Invoice be used to make a PaymentA payment can be made on a proforma invoice, but it's important to note that a proforma invoice is not a legally binding document and does not request payment in the same way that a regular invoice does.Here's how a payment can be made on a
proforma invoice:AgreementThe buyer and seller must agree to the terms outlined in the proforma invoice, including the amount to be paid and the payment method.PaymentThe buyer can make the payment to the seller based on the details provided in the proforma invoice. This payment is usually made in advance of the goods or services being
delivered.ConfirmationOnce the payment is received, the seller can confirm the receipt of payment and proceed with fulfilling the order as outlined in the proforma invoice.What's the Difference Between a Proforma Invoice and a Purchase Order?A proforma invoice and a purchase order are both important documents used in the buying and selling of
goods or services, but they serve different purposes and are used at different stages of a transaction. Here are the key differences between a proforma invoice and a purchase order:Proforma InvoiceNature: An invoice is a preliminary bill of sale sent to buyers in advance of a shipment or delivery of goods or services. It is not a demand for payment but
rather a document that outlines the seller's commitment to deliver products or services under specific terms and conditions.Legal Status: A proforma invoice is not a legally binding document and does not require the seller to deliver the goods or services. It is used as a quotation or price quote and provides an estimate of the costs involved in a
transaction.Use: Proforma invoices are used to provide buyers with detailed information about a potential transaction, including the quantity and description of goods or services, their value, and any other relevant terms. They are often used in international trade and customs clearance processes.Payment Terms: Since a proforma invoice is not a
demand for payment, it does not usually include payment details. Instead, it may include payment terms agreed upon by the buyer and seller.Purchase OrderNature: A purchase order is a document issued by a buyer to a seller, indicating the types, quantities, and agreed prices for products or services that the buyer wishes to purchase. It is a request
for the seller to deliver the specified goods or services.Legal Status: A purchase order is a legally binding document that outlines the terms of a transaction and serves as a contract between the buyer and seller. It confirms the buyer's intent to purchase the specified goods or services.Use: Purchase orders are used by buyers to communicate their
purchasing requirements to sellers. They provide detailed information about the goods or services required, including quantities, specifications, and delivery dates.Payment Terms: Purchase orders often include payment terms, such as the total amount due, payment due dates, and any discounts or penalties for early or late payment.Is the Proforma
Invoice binding upon the parties in a transaction?A proforma invoice is not typically binding upon the parties in a transaction. It is considered more of a preliminary or informal document that provides an estimate of costs and outlines the terms of a potential transaction.Key points about the non-binding nature of a proforma invoice include:Not a
Demand for Payment: A proforma invoice is not a demand for payment. It is used to provide the buyer with information about the goods or services being offered and the terms of the transaction.Estimate of Costs: A proforma invoice provides an estimate of the costs involved in a transaction but does not require the buyer to make any payment.Subject
to Change: The details in a proforma invoice, such as pricing and quantities, are often subject to change based on further negotiation or agreement between the buyer and seller.Formal Invoice Required: If the transaction proceeds, a formal invoice will typically be issued by the seller to request payment based on the final terms agreed upon by both
parties.While a proforma invoice is not legally binding, it can serve as a useful tool for both buyers and sellers to understand the terms of a potential transaction and to ensure that they are in agreement before proceeding further.What information should be included in a Proforma Invoice?A proforma invoice should include specific information to
provide a clear understanding of the terms and details of a potential transaction. While the exact format may vary depending on the industry and specific requirements, here is a list of common information that is typically included in a proforma invoice:Seller Information: Name, address, contact details, and any relevant tax identification numbers or
registration numbers.Buyer Information: Name, address, contact details, and any relevant purchase order or reference numbers.Invoice Number: A unique identifier for the proforma invoice.Invoice Date: The date the proforma invoice is issued.Payment Terms: Details of how and when payment is to be made, including the currency and any applicable
payment methods.Description of Goods or Services: A detailed description of the goods or services being offered, including quantities, unit prices, and total prices.Shipping Terms: Details of how the goods will be shipped, including the shipping method, shipping costs, and expected delivery date.Validity Period: The period for which the proforma
invoice is valid, after which it may expire and need to be reissued.Total Amount Due: The total amount due for the goods or services, including any applicable taxes or discounts.Additional Terms and Conditions: Any additional terms or conditions agreed upon by the buyer and seller, such as warranties, return policies, or disclaimers.It's important for
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polished thanever.See What's NewExplore how consumers want to see climate stories told today, and what that means for yourvisuals.Download Our Latest VisualGPS ReportIf you run a business, youve probably issued a proforma invoice to a customer. However, proforma invoices differ greatly from a standard invoice. This article explains what
proforma invoices are, how they differ from standard invoices and answers the important question, can you accept payment on a proforma invoice?The simple answer is no, a payment cant be made on a proforma invoice. However, in order to understand why, the difference between proforma invoices and standard invoices must be understood.Start
invoicing for freeA proforma invoice is a document a business sent to the customer before the details of the sale have been finalised. Itll usually have the same format as a standard invoice, however, the document will be titled proforma invoice.In contrast, an invoice is a document issued to the customer once all of the details have been finalised and a
payment date is set. Its a legal document describing the products and services being sold and the amount owed.Although both documents look very similar, the information on a proforma invoice is slightly different: it wont include an invoice number, and will include the proforma label rather than invoice.Proforma invoices are essentially draft
invoices, meaning they dont have the same legal importance as finalised invoices. Therefore, this means that:A customer is not legally required to pay the amount on a proforma invoiceProforma invoices cannot be used to reclaim VATThe amounts stated on a proforma invoice wont be included on accounting reportsFor starters, a proforma invoice is
not an official document. This means that the customer isnt obligated to pay the amount on the proforma invoice. Proforma invoices dont meet the requirements for an invoice. An invoice must include an invoice number, and invoice label, which do not appear on a proforma invoice.A full invoice is needed in order to document a sale. Only once a
finalised invoice has been issued can the business accept a payment from the customer, link the payment to the invoice and have the payment recorded in its accounting reports such as the balance sheet and profit and loss statement.Even though a customer isnt obligated to pay a proforma invoice, these documents have an important role in the sales
process. The proforma invoice is issued once the customer has committed to the sale, but hasnt yet confirmed the final details. In other words, a sale will happen, but the invoice may change.Put simply, proforma invoices are issued when the sale is waiting to be finalised, whereas standard invoices are issued when the sale is confirmed.Again, the
answer comes down to which stage the sale is in. A quotation is usually issued when a customer is making an enquiry but has not committed to the sale, and may not make a purchase at all. With a proforma invoice, the customer has already committed to the sale but hasnt yet confirmed the details.*SumUp is a financial technology company, not a
bank. Banking services are provided by Piermont Bank, Member FDIC.Conditions and exceptions apply seeDeposit Account Agreement. Other fees may apply, see fee schedule above for more information.The SumUp Mastercard Debit Card is issued by Piermont Bank, Member FDIC, pursuant to license by Mastercard International Incorporated.
Mastercard is a registered trademark, and the circles design is a trademark of Mastercard International Incorporated. Spend everywhere Mastercard debit cards are accepted.Next-day payouts are only available when used alongside your SumUp merchant account.Stai pensando di passare a SumUp ma non sai come fare? Non preoccuparti, bastano
pochi e semplici passaggi per cambiare fornitore ed iscriverti. In alternativa, puoi integrare SumUp al sistema che stai gi utilizzando. Siamo gi compatibili con numerosi fornitori e-commerce, leader nel settore. Passa a SumUpScopri le integrazioni A pro forma invoice is a written confirmation of an order, sent by a seller to a buyer before delivering
ordered goods or with the delivery. It is not actually an invoice or a bill. It is a preliminary bill of sale with a description of the order and an estimate of its delivery price. The information included on a pro forma invoice typically includes a description of the goods purchased, their price, their shipping weight, and an estimate of transport charges and
other fees. A final, formal invoice requesting payment is usually sent only after a transaction is completed and the goods are received.The pro forma invoice acts as a confirmation of a sales agreement and an estimate of related delivery costs.A pro forma invoice contains enough information to allow Customs officials at a border to determine the duties
owed on a shipment of goods. A pro forma invoice reiterates the terms of a sale. It prevents misunderstandings between a buyer and a seller. It also includes a good-faith estimate of transit charges, which are subject to changes that may not be in the seller's control. Businesses in virtually all industries use pro forma invoices to satisfytheir internal
purchase approval process. They streamline the sales process by stating the final terms clearly, limiting the need for many follow-up calls. The pro forma invoice includes any information that Customs officials at borders need to determine any tariffs that are due. A pro forma invoice notifies the buyer of the sale price, estimates any additional costs
such as taxes, and estimates shipping weight and costs. A company may send a pro forma invoice before shipping any agreed-upon deliverables or with the shipped items. It contains cost details associated with the sale but is not an official demand for payment. There are no firm guidelines on the format of a pro forma invoice, and it may or may not
resemblea commercial invoice. Pro forma invoices or similar documents are needed for international transactions that go through Customs for inspection and tariff collection. A pro forma invoice is used by a seller to communicate to a buyer the expected costs, fees, and date of delivery for an order. This transparency can help the manufacturer avoid
any misunderstandings when the order is delivered. A pro forma invoice may also provide the buyer with an opportunity to negotiate the terms before delivery. A buyer who is not satisfied with the price, quantity, or delivery timeline can contact the manufacturer to renegotiate. Pro forma invoices aren't legally required but they're generally a good
idea because they can prevent disputes at the time of delivery. Specific documentation is required before goods can pass through Customs into the U.S. A traditional commercial invoice must list the buyer, the seller, and the carrier, and describe the goods, their quantity, the valueof the shipment, the method of payment, and more. A pro forma
invoice isn't needed for international shipments but is often used when a transaction that isn't final requires an estimate of the cost of products being bought. It should include enough information to allow Customs officials to determine the duties needed from a general examination of the included goods. This information can include: Estimated
priceProduct description and qualityProduct quantityPayment methodExpected delivery time If a firm uses a pro forma invoice for Customs, it must also present a commercial invoice within 120 days. A pro forma invoice should include all the details of a transaction, even if certain figures aren't yet final, so that nothing comes as a surprise to the
buyer. Depending on the type of business, a pro forma invoice can include: The terms "Pro Forma Invoice" and "Not an Invoice"Transaction dateProduct descriptionQuantitySelling priceDelivery dateHandling feesShipping costsAny customer or seller specifications Pro forma means "for the sake of form." It implies that the information is based on
projections and isn't final. While a pro forma invoice represents a preliminary notification of the terms of a purchase agreement, a formal or final invoice is an official commercial instrument that informs the receiving party of their payment obligation. A formal invoice is usually issued at the time of delivery or immediately after and constitutes a
request for payment by the receiving party. A company mayuse a pro forma invoiceif the terms of the sales contract specify that full payment is not due until the buyer receives certain goods. For example, a bakery customer might agreeto the price of a cake on a pro forma invoice, andthe baker willdeliver the cake once it is ready. The customer will
then pay for it when they receive the final formal invoice. The final invoice amount should be the sameor close tothe amounton the pro forma invoice. The main purpose of a pro forma invoice is to reiterate and confirm the details of an agreement between a buyer and a seller. It is not a demand for payment. A commercial invoice for international
shipments must list substantial information such as the buyer and the seller, a description of the goods, the quantity, the value of all the shipped items, the location of the purchase, the currency used to pay for them, the mode of transport, payment terms, and method of payment.A pro forma invoice requires only enough information to allow Customs
to determine the duties owed on the shipment.A pro forma invoice will suffice to get goods across an international border but it must be followed up within 120 days by filing a commercial invoice. A pro forma invoice isn't a legally binding document that can be canceled. It is information for the buyer. A buyer who objects to the terms of the deal may
try to renegotiate them. A pro forma invoice is a preliminary document that outlines the terms of sale when an order is placed. Although it is not final, a pro forma invoice should give the buyer a clear understanding of the terms of sale including the price, date of delivery, and any additional fees. It is less official than a formal final invoice, which
follows at the time of delivery or shortly thereafter. pro forma invoices are a pivotal part of the trade and transaction process, serving as a unique type of preliminary bill of sale. They are typically issued to declare the value of goods or services provided by the seller to the buyer. While they resemble standard invoices, pro forma invoices are often
used for customs purposes on imports or to provide a buyer with the necessary details to secure financing for a purchase. They are not a demand for payment but rather an informative document that outlines the goods or services that will be provided and the expected payment terms.payment terms on pro forma invoices are crucial because they set
clear expectations between the seller and the buyer. These terms outline how and when payment should be made, and they can include a variety of conditions such as advance payment, payment upon delivery, or a credit term that allows the buyer to pay after a certain period. Understanding and negotiating these terms is essential for both parties to
ensure a smooth transaction and to avoid any misunderstandings or disputes.Here are some in-depth insights into pro forma invoices and payment terms:1. Purpose of Pro Forma Invoices: They are not just about informing the buyer of the costs but also serve as a commitment from the seller to supply the goods at the agreed-upon prices. For instance,
if a buyer receives a pro forma invoice for 100 units of a product at $10 each, they can expect that price to be honored even if market prices fluctuate before delivery.2. Advance Payments: Often, pro forma invoices require an advance payment to secure the order. This can be a percentage of the total cost or a fixed amount. For example, a seller may
ask for a 30% advance payment on a pro forma invoice for custom-made machinery.3. Delivery-Based Payment Terms: Some pro forma invoices may specify that payment is due upon delivery of the goods or services. This is common in industries where the buyer wants to inspect the goods before making a payment.4. Credit Terms: Sellers may offer
credit terms on pro forma invoices, allowing buyers to pay after a set period post-delivery, such as 30, 60, or 90 days. This can be beneficial for buyers who need to manage cash flow or await payment from their own customers.5. discounts for Early payment: To incentivize early payment, sellers might offer discounts on the total invoice amount if
payment is made before the due date. For example, a 2% discount if paid within 10 days.6. Penalties for Late Payment: Conversely, pro forma invoices may also include late payment penalties to discourage delays. This could be a daily interest rate applied to the overdue amount.7. currency and Exchange rates: For international transactions, the pro
forma invoice should clearly state the currency in which payment should be made, especially if it involves exchange rate considerations.8. legal and Tax implications: While pro forma invoices are not legally binding as a demand for payment, they can have legal and tax implications, particularly in international trade where they are used for customs
and tax assessments.By providing a detailed pro forma invoice with clear payment terms, sellers can foster trust and transparency with their buyers. It's a document that, while not final, sets the stage for the financial relationship between the parties and helps ensure that both sides are on the same page regarding the financial aspects of the
transaction. This clarity is beneficial for both the immediate transaction and for building long-term business relationships.Introduction to Pro Forma Invoices and Payment Terms - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations 2. The Role of Pro Forma Invoices in Business Transactions Pro forma invoices play a
pivotal role in international trade and business transactions, acting as a preliminary bill of sale. They are sent to buyers before a transaction is finalized to provide a clear idea of the goods or services being sold, their value, and other key transaction details. This document serves multiple purposes: it helps buyers arrange for payment or apply for
letters of credit, it allows sellers to commit to pricing and terms, and it can be used for customs purposes in the case of international shipments. From the seller's perspective, a pro forma invoice is an opportunity to set clear expectations regarding the sale. It outlines the products or services provided, the costs, and the payment terms. This can
prevent misunderstandings and disputes later on. For buyers, it provides a detailed preview of what they're committing to, which is crucial for budgeting and financial planning.Let's delve deeper into the significance of pro forma invoices in business transactions:1. Facilitating Advance Payments: Often, sellers require advance payments, especially in
international deals. A pro forma invoice can be used to request a deposit or the full amount before the goods are shipped or services are provided.2. Customs Documentation: In cross-border transactions, customs authorities may require a pro forma invoice to determine the value of the shipment and assess duties and taxes.3. financial Planning and
budgeting: Buyers use pro forma invoices to get approvals for expenditures from their finance departments, ensuring that funds are allocated appropriately.4. Sales Contract Initiation: Although not a legally binding document, the pro forma invoice can act as the first step towards a formal sales contract, laying down the initial terms and conditions of
the sale.5. Product and Price Confirmation: It confirms the exact nature of the product or service, the quantity, and the agreed-upon price, which can be crucial for both parties in maintaining transparency.For example, consider a manufacturer in Germany selling machinery to a retailer in Brazil. The German company would issue a pro forma invoice
detailing the machinery, the unit price, total cost, payment terms (like 30% advance and the rest upon delivery), and delivery details. The Brazilian retailer would use this document to secure funding or a letter of credit from their bank, and also to begin the import process by providing it to their customs broker.Pro forma invoices are not just simple
preliminary bills; they are instrumental in setting the groundwork for smooth business transactions. They help in aligning expectations, securing payments, and ensuring compliance with international trade regulations. By understanding and utilizing pro forma invoices effectively, businesses can foster trust and efficiency in their commercial
relationships.The Role of Pro Forma Invoices in Business Transactions - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations 3. Understanding the Legal Implications of Payment Terms Understanding the Legal ImplicationsWhen it comes to pro forma invoices and payment terms, the legal implications are as
multifaceted as they are critical. These terms not only dictate the timeline and conditions under which payments must be made but also outline the repercussions of non-compliance. From a seller's perspective, clearly defined payment terms are essential for maintaining cash flow and managing financial expectations. For buyers, these terms
determine the period they have to assess and accept the goods or services before the payment is due. However, the intersection of commerce and legal frameworks means that these terms can become a point of contention if not managed properly. Insights from Different Perspectives:1. Seller's Viewpoint: For sellers, the payment terms within pro
forma invoices serve as a preliminary agreement that can be enforced legally if the buyer defaults. For instance, a seller might stipulate that payment is due within 30 days of delivery. If the buyer fails to comply, the seller may have the right to charge interest or initiate legal proceedings to recover the owed amount.2. Buyer's Perspective: Buyers
must scrutinize payment terms to ensure they are feasible and fair. A buyer agreeing to a 'Net 30' term is legally bound to settle the invoice within that timeframe. Failure to do so could result in legal penalties, damage to credit ratings, or strained business relationships.3. Legal Standpoint: From a legal angle, payment terms are considered binding
contracts once both parties agree. The enforceability of these terms can depend on the jurisdiction and any applicable trade agreements. For example, if a dispute arises, courts will examine the agreed-upon terms, any past conduct between the parties, and industry standards to determine a fair outcome.In-Depth Information:- Interest on Late
Payments: Many businesses include a clause for interest on late payments as a deterrent against overdue invoices. For example, a term might read, "A monthly interest of 1.5% will be applied to overdue balances."- Dispute Resolution: Pro forma invoices often include terms for resolving disputes, such as mandatory arbitration or mediation before any
court action can be taken.- Retention of Title: Some sellers retain ownership of the goods until full payment is received, which can protect against non-payment.Examples to Highlight Ideas:- A company might include a term stating that if payment is not received within 45 days, the seller reserves the right to reclaim the goods shipped. This is an
example of a retention of title clause.- Another common term is the advance payment requirement, where a buyer must pay a percentage of the invoice amount upfront before the goods or services are delivered.Understanding and negotiating the legal implications of payment terms is crucial for both parties to ensure clarity, fairness, and legal
compliance in their transactions.Understanding the Legal Implications of Payment Terms - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations Defining payment terms on pro forma invoices is a critical step in managing cash flow and setting clear expectations between buyers and sellers. A pro forma invoice is
essentially a preliminary bill of sale sent to buyers in advance of a shipment or delivery of goods. It typically includes the type and quantity of goods, their value, and other important information such as shipping costs and weight. However, one of the most crucial aspects of this document is the payment terms, which outline how and when the buyer is
expected to pay. Clear payment terms help prevent misunderstandings, reduce the risk of late payments, and ensure that both parties are on the same page regarding the financial transaction.From the seller's perspective, well-defined payment terms are essential for maintaining a healthy cash flow. They need to know when they can expect payment
to manage their own bills and financial obligations. From the buyer's side, understanding the payment expectations helps them to manage their finances and ensures they are not surprised by unexpected demands for payment.Here are some in-depth insights on how to clearly define payment terms on pro forma invoices:1. Specify Payment Deadlines:
Clearly state the due date for payment on the invoice. For example, you might require payment within 30 days of the invoice date. This sets a clear timeline for the buyer and helps the seller forecast their cash flow.2. Detail Acceptable Payment Methods: Outline which forms of payment you accept, such as bank transfers, credit cards, or online
payment platforms. For instance, if you only accept payments through bank transfers, make this explicitly clear to avoid any confusion.3. Include early Payment incentives: Consider offering discounts for early payments to encourage buyers to pay sooner. For example, a 2% discount if paid within 10 days can motivate prompt payment.4. Address Late
Payment Penalties: Define the consequences of late payments, such as interest charges or late fees. For instance, a monthly interest rate of 1.5% on overdue balances can be stipulated.5. Clarify Deposit Requirements: If you require a deposit before starting production or shipping goods, state the amount and conditions of the deposit. For example, a
50% deposit might be required before any work begins.6. Explain Currency Terms: If dealing with international clients, specify the currency in which payment should be made to avoid exchange rate confusion. For example, stating that all payments must be made in US dollars can prevent misunderstandings.7. Detail Retention of Title: Include a
clause that the goods remain your property until full payment is received. This protects the seller in case of non-payment.8. Outline Steps for Dispute Resolution: Provide a process for handling any disputes over payment to avoid legal action. For example, a 15-day grace period to resolve disputes before any penalties are applied.By incorporating
these elements into your pro forma invoices, you can create a comprehensive and clear set of payment terms that will help facilitate smoother transactions and better financial relationships with your clients. Remember, the key is clarity and mutual understanding, which ultimately leads to trust and long-term business success. Always tailor these
terms to suit the specific needs of your business and the nature of your client relationships. For example, a long-standing client with a solid payment history might be afforded more lenient terms compared to a new client with whom you're still building trust. In practice, a company selling bespoke furniture may issue a pro forma invoice stating that a
50% deposit is required upon order, with the balance due upon delivery. The invoice would clearly state that payment is due within 30 days of delivery, and any late payments will incur a 1.5% monthly interest charge. This approach not only sets clear expectations but also provides a legal framework should payment issues arise. By following these
guidelines, businesses can ensure that their pro forma invoices are not just formalities, but effective tools for financial management and customer communication.How to Clearly Define Payment Terms on Pro Forma Invoices - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations 5. The Impact of Payment Terms on Cash
Flow and Business Relationships Cash Flow In Your Business Payment terms on pro forma invoices are not just formalities; they are a critical component that can significantly impact a business's cash flow and the quality of its business relationships. When a company stipulates its payment terms, it sets clear expectations for when payments should be
made, which in turn influences how it manages its operating capital and maintains liquidity. For instance, shorter payment terms can lead to quicker cash inflows, enhancing a company's ability to cover its short-term liabilities and invest in growth opportunities. Conversely, longer payment terms might be more appealing to customers as they provide
more time to gather funds, but they can strain the seller's cash flow, potentially leading to a reliance on credit lines and increasing the cost of capital.From the seller's perspective, strict payment terms can ensure a steady stream of cash, but they may deter customers who prefer flexibility. For example, a small business selling bespoke furniture may
require a 50% deposit with the order and the balance upon delivery. This approach secures a commitment from the customer and mitigates the risk of non-payment, but it might limit the market to only those customers who can afford such terms.From the buyer's perspective, lenient payment terms, such as net 60 or net 90, can be crucial for
managing their own cash flow, especially if they need to sell the goods before they can pay the supplier. A retailer importing goods might negotiate for extended terms to ensure they have time to sell the inventory and collect revenue before the payment is due.Here are some in-depth points on how payment terms affect both cash flow and business
relationships:1. cash Flow management: Short-term payment terms like net 10 or net 15 can accelerate cash inflows, allowing businesses to reinvest in inventory, pay employees, and manage other expenses without incurring debt. However, this can put pressure on customers who may struggle to meet such quick turnaround times, potentially souring
the relationship.2. Credit Terms and Interest: Offering credit terms can be a way to attract and retain customers, but it also means the business must be prepared to handle the financial implications. For instance, if a company offers a 2% discount for early payment within 10 days, it incentivizes prompt payment but also reduces the total revenue.3.
Negotiation Leverage: Businesses with strong cash reserves can offer longer payment terms as a competitive advantage or negotiate better terms with their suppliers. This leverage can lead to more favorable purchasing agreements and strengthen supplier relationships.4. Risk of Default: extended payment terms increase the risk of non-payment or
late payment. Businesses must assess the creditworthiness of their customers and may need to set aside reserves for bad debts, which ties up capital that could be used elsewhere.5. Legal and Administrative Costs: Enforcing payment terms can incur legal and administrative costs, especially when dealing with delinquent accounts. This not only
affects cash flow but can also consume resources that could be better spent on business development.6. Customer Loyalty: Flexible payment terms can foster loyalty and long-term relationships with customers. For example, a wholesaler offering net 60 terms to a startup might secure a loyal customer for years to come as the startup grows and its
purchasing power increases.?7. Seasonal Fluctuations: Businesses must consider seasonal variations in their industry when setting payment terms. A nursery might offer shorter terms during the peak planting season when cash flow is high and extend terms during the off-season to encourage sales.While payment terms are a fundamental aspect of pro
forma invoices, they are also a strategic tool that can shape a company's financial health and its relationships with customers and suppliers. Striking the right balance between maintaining a healthy cash flow and nurturing business relationships is key to long-term success. Examples abound where companies have either thrived by finding this
balance or struggled due to poorly managed payment terms. Ultimately, each business must carefully consider its position and negotiate terms that support its operational needs while being attractive and fair to its customers.The Impact of Payment Terms on Cash Flow and Business Relationships - Payment Terms: Payment Terms on Pro Forma
Invoices: Setting Clear Expectations 6. Best Practices for Negotiating Payment Terms with Clients Practices for Negotiating Negotiating Better Payment Termsnegotiating payment terms with clients is a critical aspect of managing cash flow and ensuring the financial health of a business. It's a delicate balance between maintaining a positive
relationship with clients and protecting your own business interests. From the perspective of a service provider, the goal is to secure payment as soon as possible, while clients may prefer to delay payment for their own cash flow benefits. This tug-of-war requires tact, understanding, and clear communication. For instance, a freelance graphic
designer might negotiate net-30 payment terms but could offer a discount for early payment, which incentivizes the client to pay sooner. Conversely, a large client may request net-60 terms due to their internal payment processes, and the service provider must decide whether the potential for larger, ongoing projects is worth the extended payment
cycle.Here are some best practices to consider when negotiating payment terms:1. Understand Your Client's Payment Cycle: Before entering negotiations, research your client's payment process. Some companies have set payment cycles, and knowing these can help you align your terms with their operations. For example, if a client typically
processes invoices at the end of the month, setting your payment terms to coincide with this cycle can lead to faster payments.2. Be Clear About Your Expectations: When issuing a pro forma invoice, clearly state the payment terms. This might include the due date, acceptable payment methods, and any late payment fees. Clarity upfront can prevent
misunderstandings later on.3. offer Multiple payment Options: Flexibility can facilitate quicker payments. Offering various payment methods, such as bank transfers, credit cards, or online payment platforms, caters to different client preferences and may expedite the payment process.4. Incentivize Early Payment: Consider offering discounts for early
payment. For example, a 2% discount for payment within 10 days can encourage clients to prioritize your invoice.5. Enforce Late Payment Penalties: While it's important to maintain good client relationships, it's also crucial to enforce consequences for late payments. Clearly outline any interest or fees for overdue payments on the invoice.6. Regular
Follow-Up: Don't hesitate to send polite reminders as the due date approaches. Regular communication keeps your invoice top of mind for the client.7. Negotiate in Good Faith: Enter negotiations with a win-win mindset. Be willing to listen to your client's needs and find a middle ground that satisfies both parties.8. Document Everything: Keep a
record of all communication and agreements regarding payment terms. This documentation can be invaluable in case of disputes.9. Review Terms Regularly: Business circumstances change, and so should payment terms when necessary. Regularly review the terms with your clients to ensure they still work for both sides.For example, a small web
development agency might negotiate a 50% upfront payment with the balance due upon project completion. This ensures that they cover their initial costs and also motivates them to meet project deadlines to receive the final payment. On the other hand, a client might request a milestone-based payment schedule, which can help them manage their
budget and ensure that work is progressing as agreed.Negotiating payment terms is an art that requires a strategic approach and a deep understanding of both your and your client's needs. By following these best practices, you can create a framework that ensures timely payments while fostering strong, lasting client relationships.Best Practices for
Negotiating Payment Terms with Clients - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations 7. Common Pitfalls to Avoid in Payment Term Agreements When it comes to payment term agreements, especially on pro forma invoices, clarity and foresight are paramount. These preliminary invoices are often the blueprint
for the financial interactions that will follow, and any ambiguity or oversight can lead to disputes, delayed payments, and strained business relationships. From the perspective of a seller, ensuring that payment terms are not only clear but also enforceable is crucial. Buyers, on the other hand, must be vigilant about the terms they agree to, as they
could impact their cash flow and procurement cycles. Legal experts emphasize the importance of having unambiguous terms to avoid litigation, while financial advisors stress the need for terms that align with one's cash flow management strategies.Here are some common pitfalls to avoid:1. Vague Payment Deadlines: Stating "payment upon receipt"
can lead to different interpretations. Instead, specify a clear number of days, such as "payment within 30 days of invoice date."2. Ignoring International Payment Norms: When dealing with international clients, consider currency exchange rates, international payment methods, and potential delays due to cross-border transactions.3. Failing to Define
Late Payment Penalties: Without a clear penalty clause, there's little deterrent for late payments. For example, "A 2% monthly interest will be charged on overdue balances."4. Overlooking Advance Payment Requirements: If upfront payment is crucial for your cash flow, specify the percentage clearly. For instance, "50% advance payment required
upon order placement."5. Not Specifying Payment Methods: Be explicit about acceptable payment methods to avoid delays. For example, "Payments accepted via bank transfer or credit card only."6. Neglecting to Address Partial Payments: Define how partial payments are treated to avoid disputes. For example, "Partial payments will first cover
interest and penalties, then the principal amount."7. Assuming Goodwill Over Legal Protection: Trust is important, but legal protection is essential. Ensure all terms are enforceable by law.8. Forgetting to Detail Dispute Resolution Processes: Outline steps for resolving payment disputes to expedite solutions and maintain relationships.9. Not Aligning
Terms with Operational Capacities: Ensure your payment terms do not overextend your operational or production capabilities, leading to bottlenecks.10. Lack of Clarity on Refund or Cancellation Policies: Clearly state the conditions under which refunds or cancellations are accepted to prevent financial losses.By avoiding these pitfalls, businesses can
foster a transparent and efficient payment process. For example, a company once faced a significant cash flow issue due to vague payment terms that led to a majority of their clients delaying payments beyond 90 days. By revising their payment terms to include clear deadlines and late payment penalties, they saw a marked improvement in payment
times and cash flow stability. This highlights the importance of well-defined payment term agreements in maintaining financial health and business relationships.Common Pitfalls to Avoid in Payment Term Agreements - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations 8. Successful Payment Terms on Pro Forma
Invoices Pro forma invoices are an essential pre-sales document, often used to provide a potential buyer with a quotation or to declare the value of goods for customs. They are particularly useful in international trade and large transactions where detailed information about the transaction is required upfront. However, the payment terms associated
with pro forma invoices can be a make-or-break factor in the success of a deal. They set the stage for the financial relationship between buyer and seller and can influence the speed and efficiency of the transaction. From the seller's perspective, payment terms on pro forma invoices need to be clear, concise, and, most importantly, agreed upon by
both parties before any goods or services change hands. This can help avoid disputes and delays later on. For buyers, these terms provide a clear understanding of what is expected in terms of payment timing and conditions, allowing them to manage cash flow and financial planning effectively.1. Advance Payment: A common term in pro forma
invoices is advance payment, where the buyer pays a portion of the invoice amount upfront. This is beneficial for the seller as it provides working capital and reduces financial risk. For example, a manufacturer of custom machinery may require a 50% advance payment before beginning production, ensuring they cover material costs.2. Letter of
Credit: In international transactions, a letter of credit can be used to guarantee payment upon delivery of goods. This assures the seller that payment is secure, while the buyer is assured that the goods will be shipped as agreed. A textile exporter, for instance, might use a letter of credit to ensure payment from an overseas buyer once shipment is
confirmed.3. Net Terms: Net terms specify the number of days within which the buyer must pay the full invoice amount after the goods are delivered or services are rendered. 'Net 30' is a standard term, giving the buyer 30 days to make payment. A wholesaler providing goods to a retailer might offer 'Net 30' terms to accommodate the retailer's sales
cycle.4. Discounts for Early Payment: Offering discounts can incentivize early payment. For example, '2/10 Net 30' means the buyer can take a 2% discount if they pay within 10 days, otherwise, the full amount is due in 30 days. This can accelerate cash flow for the seller and save money for the buyer.5. Installment Payments: For expensive goods,
installment payments can be arranged. This allows the buyer to pay in segments, making it financially easier to manage, while the seller receives a steady cash flow. A company selling high-end medical equipment may offer installment plans to make their products more accessible to smaller clinics.6. Consignment: Payment upon consignment allows
the buyer to pay for goods only after they are sold to the end customer. This is risky for the seller but can be a strong incentive for the buyer to take on new or untested products. A book publisher may agree to consignment terms with a bookstore for a new author's launch.7. Escrow Services: Using an escrow service can protect both parties by
holding the payment until the terms of the agreement are met. This is common in online transactions and real estate. A software development firm might use escrow for a large project, releasing funds as milestones are achieved.Successful payment terms on pro forma invoices require a balance of trust and protection for both parties involved. By
considering the various perspectives and employing terms that align with the nature of the transaction, businesses can foster positive relationships and ensure smooth financial operations. Ensuring compliance and satisfaction in the realm of payment terms is not just about enforcing rules; it's about creating a harmonious business relationship where
both parties feel respected and valued. Clear payment terms on pro forma invoices serve as a mutual agreement that sets the stage for this balance. From the perspective of the seller, it means securing a commitment that safeguards cash flow and minimizes financial risk. For the buyer, it represents a clear understanding of what is expected to
maintain a good standing and avoid late fees or legal complications. This dual perspective ensures that both sides are working towards a common goal: a successful and ongoing partnership.From a legal standpoint, clear payment terms help in avoiding disputes by providing unambiguous guidelines that can be referred to in case of disagreements.
For instance, specifying the payment due date, acceptable payment methods, and late payment penalties can significantly reduce the chances of misunderstanding.Financially, businesses benefit from clear terms by being able to predict their cash flow more accurately. Knowing when payments are due allows for better financial planning and can help
in maintaining a healthy business operation.From a customer relations perspective, transparent payment terms can enhance trust and loyalty. Customers appreciate knowing exactly what is expected of them and are more likely to become repeat buyers when they feel the seller is fair and straightforward.Here are some in-depth insights into ensuring
compliance and satisfaction with clear payment terms:1. Specify Payment Deadlines: Clearly state the due date for payments on the invoice. For example, "Payment is due within 30 days of the invoice date."2. Detail Acceptable Payment Methods: Outline which forms of payment you accept, such as bank transfer, credit card, or online payment
platforms. This removes any guesswork for the client.3. Define Late Payment Penalties: Include information on any interest or fees for late payments to encourage on-time payment. For instance, "A late fee of 2% per month will be applied to overdue balances."4. Offer Payment Plans: For larger sums, consider offering a payment plan to make it easier
for clients to comply without financial strain. For example, "Payments can be made in three equal installments over 90 days."5. Provide Early Payment Incentives: Encourage early payments by offering discounts. This can improve cash flow and customer satisfaction. For instance, "A 5% discount is available for payments made within 10 days of the
invoice date."6. Communicate Proactively: Dont wait for the payment deadline to remind clients of their obligations. Send gentle reminders as the due date approaches.7. Be Flexible When Necessary: Sometimes, unforeseen circumstances can affect a client's ability to pay on time. Being willing to discuss alternative arrangements can maintain a
positive relationship.8. Use Clear Language: Avoid jargon or legal terms that might confuse clients. Clear, straightforward language ensures everyone is on the same page.By incorporating these practices, businesses can foster an environment where compliance is the norm, and satisfaction is a shared experience. For example, a small graphic design
firm implemented a structured payment term policy and saw a 30% decrease in late payments, which significantly improved their operational cash flow and reduced the time spent chasing down payments.Clear payment terms are a cornerstone of a healthy business relationship. They provide a framework that respects the needs and capabilities of
both parties, leading to better compliance, satisfaction, and ultimately, a stronger business partnership.Ensuring Compliance and Satisfaction with Clear Payment Terms - Payment Terms: Payment Terms on Pro Forma Invoices: Setting Clear Expectations
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