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Procurement Definition

Procurement Definition
Procurement refers  to  the “act  of  obtaining goods or  services”  generally  for
business purposes. Though it is most often considered the final act of purchasing.
It  may  also  include  the  entire  process  companies  use  to  get  to  the  final
purchasing decision.

Companies need to purchase goods or solicit services on a much larger scale than
a regular consumer, which is why it is crucial for them to have a process to
handle it. The procurement process typically includes three steps: preparation,
solicitation, and payment processing. Though it seems fairly simple, from end to
end, it involves many areas of a company.

Why?  Procurement  expenses  fall  into  multiple  categories,  depending  on  the
particular  mint  demand.  The procurement  process  may require  a  substantial
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portion  of  your  company’s  resources  to  manage  and  maintain.  Procurement
budgets,  for  instance,  generally  provide  managers  with  a  certain  amount  of
money they can spend to obtain the goods and services they require. Procurement
processes are often an important part of the company’s strategy because the
ability to purchase certain raw materials or services determines whether or not
operations will be profitable and has a major impact on the bottom line.

Most of the time, procurement processes are dictated by company standards
based on controls set by the accounts payable department within accounting,
since the procurement function addresses everything through receiving goods
and approving invoice payments.

How  Procurement  is  Different  from
Purchasing
It’s  possible  to  come  across  content  that  uses  the  words  procurement  and
purchasing  interchangeably.  While  they  are  in  fact  similar,  there  are  some
differences to consider. Let’s take a close look at the definition of procurement
compared to the definition of purchasing.

Purchasing, on the other hand, refers specifically to getting something by paying
for it. By this logic, purchasing is the final step of the procurement process. The
definition of procurement encompasses everything the company does to make the
purchase,  too,  including  the  developing  procurement  policies,  supply  chain
management process, inventory control, conducting market research and value
analysis, and tracking the total cost of ownership.

For smaller companies, the two terms do mean the same thing. The organization
simply doesn’t have enough people or the company is not large enough to make a
distinction between the two. Whoever works in purchasing or procurement has to
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do anything it takes to get the job done. in smaller companies, employees need to
be Jacks of all trades.

They have to handle all the company’s procurement needs, including competitive
bidding from external sources, making the actual purchases, then handle goods
receipt,  whereas  there  are  separate  departments  available  for  each of  those
activities in large companies.

Others may say that procurement is indicative of more strategic planning and
long-term  activities,  which  plays  into  the  overall  corporate  strategy  while
purchasing  illustrates  more  of  the  transactional  day-to-day  activities.

Purchasing executes activities that are made possible after procurement complete
their activities. When the staff negotiates a contract to get the best possible price,
for  example,  they  have  researched  multiple  vendors,  sent  out  requests  for
proposals (RFPs) or requests for quotations (RFQs), found the supplier, developed
the supplier relationship, qualified the supplier, negotiated the best price, and
awarded the business to that supplier.

From there, the purchasing process can begin with e-procurement software. Staff
can place purchase requests,  which once approved,  become purchase orders
against the contract. They can monitor performance and handle any daily issues
that are related to quality, delivery, or anything else that may arise.

In extremely large corporations, the division of responsibility is least likely to
follow the delineation above as to what is one or the other. Since there are so
many people involved, the division of labor tends to fall along the lines of what is
considered more strategic  and more transactional  activities.  Since there is  a
larger amount of work involved in a bigger company, there’s greater potential for
people who have specialized skills to be part of the staff.

It’s also important to consider the experiences of different industries and business
models, different cultures, and different parts of the globe. These issues may also
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cause those terms to be considered distinct from one another or possible to use
interchangeably.  For those who work in procurement consulting,  covering all
aspects of procurement and purchasing is part of the job.

Because service-based companies provide services as their  primary source of
revenue, these companies don’t have to rely heavily on a supply chain to keep
inventory in stock. However, they still need to purchase goods for any technology-
based services they may offer.

Instead of focusing on a supply chain for inventory, their main area of concern
tends to be the cost of sales. Typically based on the hourly labor cost of the
employees who are providing the service, procurement isn’t considered a direct
expense – and therefore, isn’t a major factor. That said, service-based companies
may  see  higher  relative  indirect  costs  because  they  often  handle  their  own
procurement as an indirect expense associated with their marketing budget.

When it comes to competitive bidding to procure services, the complexity goes
beyond per unit price and shipping and delivery terms to factor in a multitude of
details  ranging  from the  technology  services,  the  individuals  involved,  client
servicing, operational procedures, service fees, training, and more.

It’s common practice, especially in the case of government procurement, to solicit
bids  on a  regular  schedule  to  make sure they’re  continuing to  maintain  the
relationships that are business for their business.

Technology’s Impact on the Definition of
Procurement
Beyond a company’s size, location, or culture having bearing on the meaning of
either term, technology also has a big impact.  Advances in analytics,  bought
technology,  artificial  intelligence,  and  ends  to  end  digital  supply  chain
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connectivity  continues  to  have  a  deep  impact  on  this  business  area.

The majority of these technological advances aim to optimize and automate the
transactional part of the procurement process usually associated with purchasing.
Purchase order management and performance tracking are also part of the scope
of  these  technologies.  Investing  in  procurement  software  to  move  to  e-
procurement not only helps streamline the procurement cycle to cut procurement
costs, but it also makes it easier for the procurement team to get more done with
less time.

But,  on  the  other  hand,  defining  and  deploying  the  application  of  these
technologies to your transactional purchasing activities requires both strategic
planning and strategic thinking within purchasing. Purchasing has to perform
strategic  activities  to  adopt  technology  for  the  advancement  of  purchasing
transactional activity.

Strict adherence to the definitions of procurement as a strategic approach and
purchasing as the transactional side of things is inconsistent with the reality that
future technology deployment requires purchasing to act strategically, too.

Ultimately, the distinction between procurement vs purchasing lies in a number of
factors including but not limited to, your industry, business model, culture, and
location.

What’s your goal today?
1.  Use  Planergy  to  manage  purchasing  and  accounts
payable
We’ve  helped  save  billions  of  dollars  for  our  clients  through  better  spend
management,  process  automation  in  purchasing  and  finance,  and  reducing
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financial risks. To discover how we can help grow your business:

Read our case studies, client success stories, and testimonials.
Visit our “Solutions” page to see the areas of your business we can help
improve to see if we’re a good fit for each other.
Learn about us, and our long history of helping companies just like yours.

Book a Live Demo

2. Download our guide “Indirect Spend Guide”
Download a free copy of our guide to better manage and make savings on your
indirect spend. You’ll  also be subscribed to our email newsletter and notified
about new articles or if have something interesting to share.

download a free copy of our guide

3. Learn best practices for purchasing, finance, and more
Browse  hundreds  of  articles,  containing  an  amazing  number  of  useful  tools,
techniques,  and  best  practices.  Many  readers  tell  us  they  would  have  paid
consultants for the advice in these articles.
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