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Purchase Order Vs Contract

Understanding The Differences Between These Two Procurement Documents

KEY TAKEAWAYS

» The main difference between POs and contracts is the duration for which
legal protections are in place.

= POs are useful for short-term purchases, while contracts are needed for
long-term purchase agreements.

= Contracts provide more detailed terms and conditions than POs and are
more helpful for reducing risk.

= Using procurement software can help you manage both POs and contracts
for all your vendors while automatically adhering to contract terms.

While a purchase order is technically a legally binding agreement, there are some
key differences between POs and purchasing contracts between buyers and
sellers.

For one, a PO is only a ‘contract’ for one order and doesn’t become legally
binding until the vendor accepts it. A purchase contract is a more long-term
agreement that works alongside POs.

This article will spell out the differences and similarities between POs and
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contracts, teach you how to use both in tandem, and help you discover the best
tools for managing them.

What is a Purchase Order?

A purchase order is a formal document that requests a purchase of goods or
services. It’s sent from the buyer to the seller.

The purchase order includes item descriptions, quantities, prices, payment terms,
and more.

It also includes a purchase order number, the date of issue, and the signature of
the person authorizing the purchase.
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PLANERGY

PLANERGY ™ Purchase Order
Boston Office PO Mo, POOOASS

Cne Post Office Square, Suite 3600 Q4,26/2017

Boston MA, 02109 PO Status Closed Complated
usa

Taylor Dickens Boston Office

70 Bowrman St One Post Office Square, Suite 3800
South Windsor, CT 06074 Boston MaA, 02109

usa usa

Terms: 30 Days Phone No: B00-123-4567
Phone No; 800-123-4567 Attn; Patrick

Email: johni@taylorcdickens.com

DELIVERY DATE REQUESTED BY APPROVED BY DEPARTMENT

04/28/2007 Patrick Smith John Smith IT Department

MNOTES

Description ABC

ITEM NAME ITEM CODE ITEM PRICE DIsC,

Mescafe Gobd Blend Coffea Toz Q02-00380 4.99

Tettley Tea Round Tea Bags 440/Pk GD2-TET440 100 2048 QD0 2049
MNiceday Economy Lever Arch File Ad Black G81-485T570 1500 160 000 2850
3 Tier Latber Tray G02-1523055 500 2388 000 Faliry
Viking Ad Econceny Copler GO-8537 5,00 350 000 1705
Economy Manilla Ermvelepes - 500 GD2-2071074 200 1549 [alee] 3098
3 Teewr Lether Tray R02-1533055 100 2389 Q.00 2389

ORDER TOTAL $228.47

There are various types of purchase orders. The approval of purchase requests
can be managed using purchase order software to ensure careful spend
management with approved suppliers.

For example, a blanket purchase order (also known as a blanket purchase
agreement or call-off order) is a PO that allows for multiple delivery dates.
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Often, blanket POs are used to take advantage of predetermined pricing over a
negotiated period of time.

These are typically used to make recurring purchases on a regular basis.

What is a Contract?

In the procurement world, a contract details the products or service deliverables
being sold, sets the agreed-upon prices, and defines the terms and conditions of
the purchase agreement. There are also various types of procurement contract.

The main difference from a PO is that a contract does this for a certain period of
time, while a PO is for only one purchase.

Companies most often negotiate purchase contracts for long-term arrangements
where they expect to be making many repeat purchases over a given period of
time.

Internally, contracts are nice to have because they can reduce the amount of work
and approvals needed to make a purchase, as prices and terms have already been
set.

A purchase category where contracts are commonplace is services. A contract for
services will spell out exactly what services are being delivered, within what time
period, and how often the services take place.

The contract can also specify how often the service provider gets paid, which
correlates with how often the company will submit POs for the service. This is
ideally suited for services procurement.

Contracts are useful for any recurring purchase, whether that be goods or
services.

Generally, if your company is planning to regularly purchase goods or services,
it’s not a bad idea to set up a contract for it.

It’s common for businesses to create contracts with their largest vendors. Then,
they use purchase orders to track purchases under the terms of the contract,
which helps ensure adherence to it.
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Is a PO a Form of Contract?

When the seller formally accepts the PO document, it becomes a legally binding
contract.

This helps the seller feel comfortable fulfilling the order before payment is
received, as most POs have payment terms that don’t require payment for 30 to
90 days.

Blanket purchase orders are also legal documents once accepted by the supplier.

However, they do not eliminate the need for a formal contract with the supplier.

How POs and Contracts Interact

When there is a contract in place, PO creation and approval take on a different
process.

That’s because the contract has already set the approved prices and terms and no
one has to worry about negotiating anything until the next contract renewal
period.

With the contract ready, a company can set a purchase release order. This is
another word for purchase order, but only applies to POs that are within a
contract.

Once the contract has been negotiated, the purchase release order is created
based on the pre-determined prices, delivery timelines, and payment terms, which
helps to streamline the purchasing process.

This integration of contracts and POs ensures consistency and compliance with
agreed-upon terms, reducing potential disputes and enhancing operational
efficiency across procurement activities.

By leveraging contract management software, organizations can automate the
creation of purchase release orders, ensuring accuracy and adherence to
contractual obligations throughout the procurement lifecycle.
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What Are the Differences Between a
Contract and a Purchase Order?

While purchase contracts are similar to POs, a PO is not the same as a contract.

There are some key differences between contracts and POs, which we will detail
below.

Purchase Order vs. Contract

Purchase Order Contract

Short-term: used for a single

_ Long-term: used for a set duration
transaction

Legally binding only once accepted Legally binding for the entire contract

by the vendor duration
Minimal risk protection High amount of risk protection
General terms and conditions Complex, specific terms and conditions

Useful for single purchases Useful for long-term buying relationships




B Purchase Order vs. Contract

PURCHASE ORDER

CONTRACT

Short-Term: Used for a Single Transaction

Legally Binding Only Once Accepted
by The Vendor

Minimal Risk Protection

General Terms and Conditions

Useful for Single Purchases

Long-Term: Used for a Set Duration

Legally Binding for The Entire
Contract Duration

High Amount of Risk Protection

Complex, Specific Terms And Conditions

Useful for Long-Term Buying Relationships

PLANERGY

- Long Term vs. Short Term

The main difference between contracts and PO is the duration. A
purchase order represents a single business transaction. Contracts are

used for long-term arrangements between the buyer and seller.

Contracts outline the pricing and terms for all of the vendor’s purchase
orders within the contract’s valid timeframe. If you have a contract with a
vendor for a year, all purchase orders over the course of the year must

comply with the contract terms and conditions.

After that year is over, the contract can be renegotiated and renewed.
This helps the purchasing department because they only have to figure
out pricing and terms once per year, rather than for every purchase. It
also gives them a chance to negotiate favorable renewal options every

year.



- Legally Binding Protections

While similar, the legality of contracts and POs have one key difference.
POs do not become binding documents until the seller accepts them.
Contracts, on the other hand, are legal documents from the beginning.

Once both parties sign the contract legally binding protections for both
buyer and seller kick in for the agreed-upon time period.

- Risk Protections

Contracts are stronger for risk protection than purchase orders alone.
Therefore, the riskier the business relationship, the better it is to use a
contract. A contract holds more legal value than a purchase order.

Contracts spell out the responsibilities and performance requirements for
each party involved, making them better for situations where there is a
significant risk to your supply chain or risk of impacting the delivery of
your services if the supplier does not meet their requirements.

In a situation where you are depending on a vital good or service to keep
your business afloat, having a contract will reduce risk more than just
sending POs.

However, it’s a good idea to use contracts alongside POs for risk
management. Contracts on their own do not specify quantities or delivery
times, which is why individual POs are also needed alongside the contract.

- The Complexity of Terms and Conditions

Terms and conditions are typically listed in both contracts and purchase
orders. However, terms and conditions are more specific in contracts.

Contract purchasing terms and conditions contain more specific details
such as performance standards, the scope of work, and how to deal with
change management requests. Contracts are useful when a complex set of
terms needs to be made clear.

Purchase order terms and conditions typically don’t contain the same
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amount of detail because they are only a one-time contract. It’s not worth
everyone’s time to figure out all of these details.

For complex terms and conditions that take place for a multitude of
purchases, contracts make sense. However, POs still help by providing
details for a single purchase.

- Different Uses

POs and contracts are both important commercial documents, but they
serve different purposes. Because of their different levels of legal
protection and specificity, purchase orders alone are useful for single
short-term purchases while contracts are better for building long-term
buying relationships.

When you need to reduce risk exposure, create a specific service
agreement, or set agreed prices for an item you’ll be purchasing
regularly, contracts are extremely useful.

The Best Way To Use POs and Contracts
Together

It’s clear that for short-term purchases you won't need to create a contract, but
for long-term purchase arrangements you will.

Using a procure-to-pay software solution can help you navigate the complexities
of both.

Using PLANERGY, you can upload contracts to each vendor profile. Then, you can
set up rules in the purchasing system so that the contract is automatically
adhered to when employees submit purchase requisitions for approval.

You can also save time by setting your purchase order policy with a purchase
order approval flow that allows orders that fall within the contract terms and
conditions to be automatically approved.

The procurement world is complex, but software can make it much easier to
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navigate.

Having all of your contract documents and vendor information in one place helps,
and having a system to automate purchases based on those documents helps even
more.

Using PLANERGY for contracts, POs, purchases, and more can set your business
up for long-term contract management and purchasing success.

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
financial risks. To discover how we can help grow your business:

= Read our case studies, client success stories, and testimonials.

» Visit our Purchase Order Software page to see how PLANERGY can
digitize and automate your purchase order process saving you time and
money.

» Learn about us, and our long history of helping companies just like yours.

Book a Live Demo

2. Download our “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
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consultants for the advice in these articles.
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