[image: image49.jpg]PROFORMA INVOICEEXPORT ORDER

EETEann
P02 551111 Casiag

s1a750.00]

s 120000

s 235,00

ss0s5500

Export processing,packagng, popai niand raigh s 3500
1o Dulls Intomatna Arpon & omardrs
Randing charges

Estimaiod ar

IOTAL A WASHNGTON DULLES ARPORT
TOTAL Ee G Busnaartte, S

sitd g wiht 350 .« s cub 20, s
Eror paced 4 21240 + Expon pcieg 155 .
prices quotod heren re US dolare
o orifor morchandi oy ar e o 0 days rm by 12, 1987
G I Shiping Co6s or AeuKanLo 110 o fo accoun o tho iy




 

Export Costs, Pricing & Quotes
Tips for Evaluating Global Leads:
· Avoid info gatherers who won’t actually buy. Be suspicious of leads that ask for info on manufacturers' prices and don’t identify themselves as distributors looking for new lines.
· Be wary of leads for large orders from companies that aren’t easily found in company or industry directories. Small firms often issue RFQ’s (request for quotation) for large quantities to lock in a lower price and then try to order a very small quantity at that price.

· Don’t be influenced by flowery language when looking for a distributor.

· Be careful of locked market activities. This trade lead will specify a particular product. When you contact the manufacturer you find they have reps in that country and won’t sell the product to you except via their rep. Locked market activity leads are very common. What you have are smaller players that try to sell just enough to make it profitable for them to try and circumvent the major distributor in their market.

· Ignore any trade lead which has "letter of intent" or "letter of interest".

· Ignore companies who claim to deal in any commodity traded on world markets and who are placing trade leads. Traded commodities (coffee, sugar, urea, oil and gold) are handled by well established companies in well established markets and trade leads aren’t used to do business.

· Be very wary of global business scams designed to separate you from your money. Be suspicious of anybody who prefers phone conversations to written documents. Do not get sucked into fantastic business opportunities which promise to yield you, an inexperienced international trader, huge profits with no risk. Learn which countries and areas have a reputation for fraud and avoid them. Never ever respond to business opportunities which require you to make wire transfers in advance of receiving goods or services.

· Be wary of credit card payments upfront- they are usually stolen cards and be wary of triangular trade/ triangular payments. I pay you, you pay so and so. 

Tips for Responding to Global Leads:
· Evaluate the lead as best you can and prioritize it. Is it near term, or longer term? Is it a valid lead or an info gatherer? Is it a one off sale to a end-user or a repeat bulk order via a distributor? Are they a stocking distributor or non-stocking? You’ll want to give stocking distributors more consideration.

· Design simple collaterals that answer basic questions so a buying decision can be made. Don’t send out expensive materials to every lead. Invest in a digital product catalog that can be sent via e-mail and keep the price list and graphics separate so you can easily edit either one.

· Don’t send samples to all who ask. Be sure they make buying decision and if so charge a minimum fee. Use common sense. Don’t spend $10,000 and a week to travel overseas to get a $600 order. Face to face is best but not always practical. Be selective and prioritize your travel.

· Be wary of companies who place orders too quickly. In some countries, selling to one distributor can by law obligate your company to designate that company as your distributor there. Take your time and have patience. Most foreign distributors do not make fast buying decisions. An initial order may require 9-18 months from the time of the lead depending upon the cost of the item.

· Identify your buyer!!! Be very careful about designating distributors without verifying if this will grant exclusivity by law. Don’t respond to requests to invite a potential buyer to your country for a meeting unless you’re already doing business. This may be a scam to get a US VISA and  is risky unless a major deal is involved. Contact the commercial attaché in that country and request a personal visit on your behalf.
Summary of Export-Import Procedure 
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	EXPORT-IMPORT PROCEDURE

	    1    
	Seller and Buyer conclude a sales contract, with method of payment usually by letter of credit (documentary credit).

	2
	Buyer applies to his issuing bank, usually in Buyer's country, for letter of credit in favor of Seller (beneficiary).

	3
	Issuing bank requests another bank, usually a correspondent bank in Seller's country, to advise, and usually to confirm, the credit.

	4
	Advising bank, usually in Seller's country, forwards letter of credit to Seller informing about the terms and conditions of credit.

	5
	If credit terms and conditions conform to sales contract, Seller prepares goods and documentation, and arranges delivery of goods to carrier.

	6
	Seller presents documents evidencing the shipment and draft (bill of exchange) to paying, accepting or negotiating bank named in the credit (the advising bank usually), or any bank willing to negotiate under the terms of credit.

	7
	Bank examines the documents and draft for compliance with credit terms. If complied with, bank will pay, accept or negotiate.

	8
	Bank, if other than the issuing bank, sends the documents and draft to the issuing bank.

	9
	Bank examines the documents and draft for compliance with credit terms. If complied with, Seller's draft is honored.

	10
	Documents release to Buyer after payment, or on other terms agreed between the bank and Buyer.

	11
	Buyer surrenders bill of lading to carrier (in case of ocean freight) in exchange for the goods or the delivery order.

	1. Materials, Labor & Overhead 

•
Custom packagings 

•
Inspection fees 

•
Licensing fees 


Royalties
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	2. Buying agent's commissions 

•
Trader's markups 

3.Bank charges and commissions 

•
Overseas agent's commissions 

•
Freight forwarder's charges 

•
Documentation charges 

•
Insurance premiums 

•
Export license fees 

•
Certification fees 

•
Consular fees 

•
Advertising 

4.Road freight (cartage, drayage) and/or rail freight 

•
Routing costs (canal and inland waterway links) 

•
Uninsured damages 

•
Theft and pilferages 

•
Handling charges 

•
Demurrage 

5.Brokerage fees 

•
Export levies 

6.Insurance premiums 

•
Air freight 

7.Theft and pilferages 

•
Overtime charges 

•
Handling charges 

•
Warehousing 

•
Loading fees 

•
Demurrage 

•
Wharfage 

8.Insurance premiums 

•
Ocean freight 

•
Lighterage 
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	9.Uninsured damages  (e.g. war and acts of God) 

•
Pilferages 
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	13
Road freight (cartage, drayage) and/or rail freight 

•
Routing costs (canal and inland waterway links) 

•
Theft and pilferages 

•
Uninsured damages 

•
Handling charges 

•
Demurrage 

14
Warehousing 

•
Interest charges 

•
Advertising

	10.Lighterage 
11.Theft and pilferages 

•
Quarantine charges 

•
Overtime charges 

•
Handling charges 

•
Unloading fees 

•
Warehousing 

•
Demurrage 

•
Wharfage 
12.Import duties and taxes 
•
Bank charges and commissions 

•
Import license fees 

•
Brokerage fees 
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Cost Factors of Export-Import Goods
Diagram:  International Commercial Terms 
List of Preferred Terms by Market: http://www.export911.com/e911/export/quote.htm#xPenetrate
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Applicable Trade Terms in Different Modes of Transportation 


	 GROUP 
	 TERM 
	Stands for
	Mode of
Transportation

	 
	Land
	Ocean
	Air
	Multimodal

	E
	EXW
	Ex Works
	 

	 

	

	Land
	Ocean
	Air
	Multimodal

	 

	F
	FCA
	Free Carrier
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	FAS
	Free Alongside
Ship
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	FOB
	Free On Board
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	Land
	Ocean
	Air
	Multimodal

	 

	C
	CFR
	Cost and Freight
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	CIF
	Cost, Insurance
and Freight
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	CPT
	Carriage Paid To
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	CIP
	Carriage and
Insurance Paid To
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	Land
	Ocean
	Air
	Multimodal

	 

	D
	DAF
	Delivered
At Frontier
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	DES
	Delivered Ex Ship
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	DEQ
	Delivered Ex Quay
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	DDU
	Delivered
Duty Unpaid
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	DDP
	Delivered
Duty Paid
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Source of charts www.export911.com
Export Pricing Strategies
	Export Pricing Strategies
· Average pricing strategy: A set profit margin is maintained globally with one price for domestic and international buyers

· Dual pricing strategy: One price for domestic, one for international buyers

· Market differentiated pricing: What can the market bear considering all landed costs. Offer different price for each global market.                                                                                                                  NOTE: It is illegal to sell a product at a lower price abroad than domestically = “dumping” 
· Global pricing is not easy. Your company objectives such as the desire for long term vs short term market share, can influence your global marketing and pricing schemes. 

Your business objectives can influence your strategy.

· Breaking Into A New Market. If you are trying to break into a new market where the competition is fierce, you should adopt a pricing plan that adjusts your price to beat the competition. In some instances this may mean lowering your price to gain a long-term market share. You may need to sacrifice profit in the short term to reach long-term goals. 

· Increasing Your Market Share. You may need to set your prices slightly lower than the competition to do this. Cutting your marketing costs may be the way to go. Another way to allow you to drop price is to cut your freight costs. 

However, your objectives may not always match the market situation. You need to also evaluate competition and consumer demand in each market before setting a price that meets your company’s objectives. In the end, You must be able to quote a competitive price on your product.

Market Demand—As in the domestic market, product demand is the key to setting prices in a foreign market. What will the market bear for a specific product or service? What will the estimated consumer price for your product be in each foreign market? If your prices seem out of line, try some simple product modifications to reduce the selling price, such as simplification of technology or alteration of product size to conform to local market norms. Also keep in mind that currency valuations alter the affordability of goods. A good pricing strategy should accommodate fluctuations in currency, although your company should quote prices in dollars to avoid the risks of currency devaluations.

Competition—As in the domestic market, few exporters are free to set prices without carefully evaluating their competitors’ pricing policies. The situation is further complicated by the need to evaluate the competition’s prices in each foreign market an exporter intends to enter. In a foreign market that is serviced by many competitors, an exporter may have little choice but to match the going price or even go below it to establish a market share. If, however, the exporter’s product or service is new to a particular foreign market, it may be possible to set a higher price than normally charged domestically.

You may want to set a price range for your product, based on the specific customer level you want to capture. Positioning your product or service at the upper end of the market can call for a higher price. Using a moderate price will lower your risk factors. Pricing at the lowest range is possible if you want to reduce inventory and don’t have a long-term commitment to the market.

Common Pricing Methods 

Once you’ve considered the best price strategy you need to determine the best pricing method.  
There are two common methods of calculating product price Cost-Plus and Marginal-Cost
1- Cost-Plus: This method looks easy, but be careful. The Cost-Plus accounting rationale revolves around maintaining the domestic profit margin. It uses the domestic price as a base price, adds export costs, and deducts any domestic marketing costs from the total. You may run into trouble with it, as variable costs connected with marketing in a foreign land are not taken into account. As such, your price may end up too high to compete in your foreign market. Cost-plus calculations look like this:                                                                                                                    Domestic Price 
+ Export costs 
- Domestic Marketing costs 

= Price on Product 

2- Marginal-Cost:  The Marginal-Cost method sets a "floor price" based on fixed costs, variable costs of foreign marketing, and profit. Floor price marks the point at which your company starts taking a loss on the sale of its product. Some deem the marginal-cost method a more realistic approach to setting product prices. 

Floor price is calculated thus: 

Fixed costs =

· Production costs 

· Overhead

· Administration

· Research & Development

+ Product modification costs =

· Special labelling, translated instructions required under regulations.

· Foreign market research

· Advertising and marketing, promotion to establish product recognition in the new market

· Translation, consulting and legal fees for translating documentation 

· Company in-service training for foreign distributors/agents

· After sales service warranty costs

· Direct costs (freight, insurance, handling)

· Tariffs

+ Unexpected variable expenses: 

· time cyle of export sales

· change in supplies or components

· complications in filling orders

· risk coverage in case of payment default

· extra sales and administrative costs

	+ 
	Profit Margin (usually 12-15%, depending on financing and credit terms)

	=
	Floor Price




This strategy assumes if the domestic operation is making a profit, the nonrecurrent annual fixed costs are being met so only variable costs and profit margin should be used to establish the selling price for goods sold in the international market. This results in a lower price for international goods yet maintains the profit margin. The risk of this strategy becomes apparent when the domestic operation becomes unprofitable and cannot cover the fixed costs, as each incremental sale could result in a larger loss for the company. 

All Costs must be Managed

Price Escalation = the difference of cost at final destination (landed costs) - price at your factory.  Before quoting, exporters must factor all extra export costs into final export prices. Costs, fixed and variable, need to be calculated within that price.  

Cost Factors
1. Calculate direct materials and labor costs involved in producing the goods for export.
2. Calculate your factory overhead costs, prorating the amount of overhead chargeable to proposed export order.
3. Deduct any charges not attributable to the export operation, especially if export sales represent only a small part of total sales.
4. Be sure operating expenses are covered by your gross margin. 
5. Allow yourself a realistic price margin for unforeseen production costs, operating expenses, unavoidable risks and simple mistakes that are common in any new undertaking.

6. Also allow yourself a realistic profit or markup.

Export Cost Variables: 

· increased communications and travel costs

· costs to educate and train staff

· research, marketing and export advertising and new collaterals 

· packing materials and product/packaging modifications

· tariff and non tariff barriers 

· handling and documentation fees and cost of inspections

· freight & insurance fees: depends on transport mode, destination, size, quantity nature & value of product

· currency & financing fees 

· Cost of credit checks and provision for bad debts

· cost of intermediaries /distributor commissions 

· service provider fees: anything from translations, legal, bankers  etc

· legal expenses and patent and trademark fees

· taxes, rent, insurance, interest

 Tip: The more you can control these costs the more competitive you’ll be.                                      

Incidental charges of Freight, Insurance, and Handling include:

· Warfage/dock fees Harbor maintenance 

· Handling documentation 

· Legalization fees 

· Inspection fees 

· Courier charges 

· Agent commissions 

· Bank charges -Collection costs on letters of credit, like credit insurance costs, if needed. 

· Breakage, moisture damage, other loss. (Get a referral for a good export packer from your forwarder.) 
Cost-Saving Strategies on Freight

· Freight can be calculated either on actual weight or volume weight whichever yields more to shipper. Depending on what mode of transport you use, other factors may come to bear. Remember to factor in the weight of the pallet used to transport your units. 

· Investigate drawing up a multimodal transport agreement. This document allows for the continuum in process loading and unloading within the different modes of travel (truck, ship, air). It affects transport from the point of origin to off-loading in a foreign port. This type of agreement can append a Landbridge or Micro Landbridge agreement to bring your products into inland destinations. 

· Check with other exporters in your field to find out their means of transport. The use of a shipping association could mean a savings if you are willing to negotiate rate on volume. 

· Have you accounted for domestic freight costs? Domestic rates can soar due to routing problems if transporting oversize loads. The maximum truck load limit is 44,000 lbs. 

· The most common mode of transportation for overseas goods is by waterborne vessel. Sometimes you will need to factor in terminal and bill of lading fees, but you can also save money by find the lowest rates provided by carriers. For instance, some carriers will offer flat-rates per container transport. 

· Using correct containers can make a difference in shipping charges. Check with the carrier for exact dimensions and weight allowances to find how many items to load in a container. 

· When transporting a less than container load (LCL), a Non-vessel Operating Common Carrier (NVOCC) can provide forwarder services with competitive space rates on smaller loads. 

· Air shipment can be a good way to get your product to its destination, but air freight costs will vary according to (a) tariff classification, (b) competition in routing, (c) space availability, and (d) the forwarder's willingness to share commissions. Air freight may be your best choice, weighing time gain against costs, but check air carrier container rates and be sure to consider the maximum allowable weight.

 Landed Costs: Be sure to consider costs which may occur after the merchandise is unloaded on the destination dock. Establish ahead of time, by agreement between you and your buyer, who will pay these consular fees, certification fees, documentation fees. 
Tip: Price in U.S. dollars to avoid currency exchange risks. This should be clarified in all financing agreements as well as on your pro forma quotation. At the same time, be aware that currency fluctuations in a foreign land can affect your price at anytime
Export Costing Worksheet
Reference Information
1. Our Reference 2. Customer Reference 

Customer Information
3. Name 4. Address 5. Cable Address 6. Telex 7. Fax 8. Email
Product Information NAICS Code 
9. Product  10. No. of Units  11. Net Weight (unit) 12. Gross Weight  
13. Dimensions x x  14. Cubic Measure (sq.in.) 15. Total Measure  16. Schedule B/ H.S. No. 

Ex Works Costs
17. Direct Materials  18. Direct Labor  19. Factory Burden  20. Cost of Goods 

*Ex works means that the seller fulfills his delivery obligation to the buyer when he has made the goods available at his factory, warehouse or other place of business.
21. Selling Expenses (should be less than domestic sales)

22. General Expenses (includes cost of money borrowed)

23. Administrative Expenses 

24. Export Marketing Costs (product changes, labeling) 

25. Profit Margin 

26. Ex Works Price 

Additional Exporting Costs
27. Foreign sales commission (if applicable)

28. Special export packing costs (typically 1 to 1.5 percent above ex works price)

29. Special labeling and marking (to protect from moisture, theft, rough handling)

30. Inland freight to pier (normal domestic common carrier; should also carry insurance)

31. Unloading charges (include demurrage, if any)

32. Terminal charges (include wharfage, if any)

33. Consular documents (Shippers Export Declaration [SED], export license an or certificate of origin)

34. Freight (port-to-port)—determined by freight forwarder

35. Freight forwarder fees (must be included)

36. Export Insurance (insurance for transit risk; credit risk, if credit-worthiness of buyer is unknown

37. Cost of credit (include credit reports, letter of credit costs, amendments, if any)

38. Total additional export costs 

Quote = Ex Works Price + Total of additional exporting costs

Sources:  http://www.tradeport.org/tutorial/details/index.html http://www.sba.gov/idc/groups/public/documents/sba_program_office/oit_bitg3rd_wb.pdf
Worksheet to Determine Your Export Ex Works Prices 
and Pre-Tax Profit Margins

	Items Involved in the Export Sale:
	
	Profit
Items
	Total

	Exporter’s Production Cost:
	
	
	

	
Direct Materials
	$________
	
	

	
Direct Labor
	  ________
	
	

	
Direct Manufacturing Overhead
	  ________
	
	

	
Indirect Manufacturing Overhead
	
	  ________
	

	
Subtotal:
	$________
	$________
	$________

	
	
	
	

	Exporter’s U.S. Marketing Cost:
	
	
	

	
Sales Staff
	  ________
	  ________
	

	
Advertising XE "Advertising" /Promotion
	  ________
	  ________
	

	
Exhibits/Trade Shows
	  ________
	  ________
	

	
Customer Credit
	  ________
	  ________
	

	
Storage/Warehousing
	  ________
	  ________
	

	
Warranty Service
	  ________
	  ________
	

	
______________________
	  ________
	  ________
	

	
______________________
	  ________
	  ________
	

	
Subtotal:
	$________
	$________
	$________

	
	
	
	

	Exporter’s Allocated G&A Overhead:                                       
	$________
	 $________
	$________

	
	
	
	

	Incremental Cost to Export:
	
	
	

	
Product Modifications
	  ________
	
	

	
Special Export Packaging
	  ________
	
	

	
Export Administration
	  ________
	
	

	
______________________
	  ________
	
	

	
______________________
	  ________
	
	

	
Subtotal:
	$________
	$________
	$________

	
	
	
	

	Total Cost Items and Profit Items:                                           
	$________
	$ ________
	$________

	
Profit Margin (______% of Total Cost Item of $ _________)
	
	
	

	
	
	
	

	Gross Export Ex Works Price Before Discount & Sales Commission:
	$________
	$_________
	$________

	
Discount
	($_______)
	
	  ________

	
Sales Commission
	($_______)
	
	  ________

	
	
	
	

	Net Export Ex Works Price After Discount & Sales Commission:
	$________
	$________
	$________ 

	
Pre-Tax Profit
	
	$________=
	$________

	
Pre-Tax Profit Margin

 Source:  Export Sales & Marketing Manual, Export Institute (952) 943-1505,  www.exportinstitute.com

	
	
	  _______%




1- Before responding “ with price quote” you must know six things
1. Quantity 

2. Destination

3. Shipping Term( INCOTERM) ( See VEDP’s) INCO Term Fast Fact

4. Payment Term

5. Transport method

6. Price (costs)

Responding to a reputable sales inquiry will require consideration of pricing, packaging,

transportation and payment terms. Communicating these terms with an accurate quotation is

essential before selling a product or service overseas

Conversion Websites:   

http://globaledge.msu.edu/ibrd/GR-standardsandconversions.asp 

http://www.citd.org/trade_info/sections.cfm?sid=6 

http://www.citd.org/trade_info/sections.cfm?sid=7 

Pro-forma Invoices

Pro-forma Invoices are used for international quotes. They require more detail than domestic quotes since they are often used by importer/buyer to arrange a Letter of Credit or to obtain required import licenses.
They MUST include all costs plus the following:
· Date prepared by seller and date expires

· Sellers exporter full name and contact details

· Buyers ref # date of inquiry and importers full name and contact details

· Description of each item and country of origin of each item

· Gross and net shipping weight (Metric is int’l standard) 

· Total dimensions packed for export (Metric is int’l standard) 

· Price of each item (quoting in US dollars is best)

· Trade discount if any

· Delivery point and estimated shipping date

· Shipping INCOTERMS terms: Insurance and shipping costs (specifying who will pay)

· Estimated date of shipment arrival at destination

· Total charges to be paid by customer

· Payment terms and method including currency to be used

· Any other terms of proposed sale- production lead time required etc- subject to your credit policy and approval by finance department etc

· Diversionary control statement and clause that all statements are true and correct

Destination Control Statement 

In addition to checking the lists, your pro-forma and commercial invoices should include the required Destination Control Statement, "These commodities, technology or software were exported from the United States in accordance with the Export Administration Regulations. Diversion contrary to U.S. law is prohibited." (See Part 758.6 of the Export Administration Regulations (EAR) at the EAR Database: http://www.access.gpo.gov/bis/index.html
Continuity Across Documents
· If the pro-forma invoice is accepted by buyer, all info should ideally be transferred to Commercial Invoice. 

· The Commercial Invoice is a bill for goods sold and shipped by exporter( seller) to importer ( buyer)

· Product and quantity info should also be transferred to packing list.

A sample Pro-forma Invoice is available at: http://www.unzco.com/basicguide/index.html
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