Difference Between Purchase
Order and Invoice

-

Purchase Order Vs. Invoices - What's The Difference

The Important Role Of These Two Documents In Accounts Payable

KEY TAKEAWAYS

= Purchase orders are an official document that businesses use to place an
order with a vendor

= Invoices are official documents that vendors send to buyers to request
payment for goods and services

= Both documents contain key information, such as quantity, price, item
number and description, payment terms, and a unique identifying number

= Purchase orders come before invoices in the procurement process

= Invoices can be sent without a purchase order in certain situations, but
usually are sent after a purchase order is received

= Procurement software can streamline and automate purchase order and
invoice processing

Purchase orders and invoices are documents that nearly every finance
department deals with on a daily basis. So, what are these two documents, and
why are they such an important part of the procurement process?


https://planergy.com/blog/purchase-order-vs-invoice/
https://planergy.com/blog/purchase-order-vs-invoice/

What Is a Purchase Order?

A purchase order (PO) is a legal document that officially confirms an order. It’s
sent from a purchaser to a vendor to authorize a purchase. A PO contains all the
information the vendor needs to fulfill the order, including the product or service,
description, quantity, and delivery information.

It also contains the payment terms for the purchase, such as ‘ net 30’, which
means that the buyer will pay the seller within 30 days of delivery. Because a
purchase order is legally binding, vendors are able to fulfill orders before they
receive payment. It is essentially a legal guarantee that they will be paid.

A purchase order looks like this:


https://planergy.com/blog/everything-you-need-to-know-about-purchase-orders/
https://planergy.com/blog/invoice-payment-terms/
https://planergy.com/blog/net-30-terms/

PLANERGY

PLANERGY™ Purchase Order
Boston Office PO No: PO00495

One Post Office Square, Suite 3600 04/26/2017

Boston MA, 02709 PO Status Closed Completed
USA

SUPPLIER DELIVERY ADDRESS

Taylor Dickens Boston Office

70 Bowman St. One Post Office Square, Suite 3600
South Windsor, CT 06074 Boston MA, 02709

USA USA

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

Email: john@taylorcdickens.com

DELIVERY DATE REQUESTED BY APPROVED BY DEPARTMENT

04/28/2017 Patrick Smith John Smith IT Department

NOTES

Description ABC

ITEM NAME ITEM CODE - ITEM PRICE DISC. TOTAL

Nescafe Gold Blend Coffee 70z QD2-00350 34.99 34.99
Tettley Tea Round Tea Bags 440/Pk QD2-TET440 1.00 20.49 0.00 20.49
Niceday Economy Lever Arch File A4 Black Q81-4857579 15.00 1.90 0.00 28.50
3 Tier Letter Tray QD2-1523055 2.00 23.89 0.00 7167
Viking A4 Economy Copier QD2-9537 5.00 3.59 0.00 17.95
Economy Manilla Envelopes - 500 QD2-2071074 2.00 15.49 0.00 30.98
3 Tier Letter Tray QD2-1523055 1.00 23.89 0.00 23.89

ORDER TOTAL $228.47

The standard format for a purchase order will usually include a number of



sections:

1. Header

2. Supplier information
3. Delivery information
4. Item information
5. Order total

6. Terms and conditions

- Purchase Order Format

PLANERGY

PLANERGY" Purchase Order
Boston Office PO No: PO00495
One Post Office Square, Suite 3600 04/26/2017
Boston MA, 02109 PO Status Closed Completed
y A Supplier Information Delivery Information (&

SUPPLIER DELVIERY ADDRESS

Taylor Dickens Taylor Dickens

70 Bowman St. One Post Office Square, Suite 3600
South Windsor, CT 06074 Boston MA, 02109

USA USA

Terms: 30 days Phone No: 800-123-4567

Phone No: 800-123-4567 Attn: Patrick

Email: john@taylorcdckens.com

DELIVERY DATE REQUESTED BY APPROVED BY DEPARTMENT

04 /28 /2017 Patrick Smith John Smith IT Department

NOTES

Description ABC

Item Information
ITEM NAME

ITEM CODE ITEM PRICE  DISC.

Nescafe Gold Blend Coffee 70z QD2-00350 1.00 34.99 0.00 34.99
Tettley Tea Round Tea Bags 440/Pk QD2-TET440 1.00 20.49 0.00 20.49
Niceday Economy Lever Arch Fire A4 Black Q81-4857579 15.00 190 0.00 28.50
3 Tier Letter Tray QD2-1523055 3.00 23.99 0.00 7167
Order Total {@$)
DISCOUNT %
SUBTOTAL LESS DISCOUNT $155.65
TAX RATE
TOTAL TAX $0.00
G Terms and Conditions] SHPPING/HANDLNG
ORDER TOTAL S156/68

TERMS AND CONDITIONS

Lorem ipsum dolor sit amet, consectetur adipiscing elit, sed do eiusmod tempor incididunt ut labore et dolore magna aliqua. Ut enim ad minim veniam, quis nostrud

exercitation ullamco laboris nisi ut aliquip ex ea commodo consequat. Duis aute irure dolor in reprehenderit in voluptate velit esse cillum dolore eu fugiat nulla pariatur.

PLANERGY"


https://planergy.com/blog/terms-and-conditions-for-purchase-order/

What Are the Benefits of Using Purchase
Orders?

Purchase orders are the standard for almost all businesses-to-business purchases
because of the benefits they provide for procurement and accounts payable
teams. Some of those benefits include:

= Improved financial accuracy and record keeping

= The ability to ensure payments match orders through 2-way matching and
3-way matching

= A legal basis for clear payment and delivery terms

= Increased ability to control budgets as orders must go through a purchase
requisition process and funds must be allocated to specific POs

What Is an Invoice?

An invoice is a document that requests payment for a purchase made through a
purchase order. It’s sent from the vendor that the buyer sent a PO to, and should
match the details on the PO such as quantity, price, and totals. The invoice should
also display the PO number from the order it’s for.

In some cases, invoices can be sent without a purchase order. This may happen
when an order is placed with a credit card over over the phone or through an
eCommerce website. This is more common for small purchases or even for
consumer payments. However, for most business-to-business purchases, a PO
precedes the invoice.

Invoices should match the payment terms that the vendor agreed to. For example,
if the buyer request 30 days for their payment terms, the invoice should state that
the payment due date is in 30 days.

It also must include an accurate billing address and contact information, and any
other information that the buyer needs to complete the payment. For example, if
the vendor would like a check, it should specify who to make it out to. If they want
a wire transfer, the account and routing numbers should be on the invoice.

An invoice could look like this:


https://planergy.com/blog/2-way-match-vs-3-way-match-vs-4-way-match/
https://planergy.com/blog/what-is-3-way-matching/
https://planergy.com/blog/invoice-processing/

LawnCare
Bob Jones Invoice #1502
1901 W Madison Street Issued Not sent yet
Chicago, IL 60612 Due Jan 27, 2022
PO# 1.0M
Total
For Services Rendered Account Balance $131.25

PRODUCT / SERVICE PRODUCT / SERVICE QTY. UNIT PRICE TOTAL

Standard lawn care and maintenance,

Lawn Care-Standard Service Inspection, mow, and edge. Weekly service. 1 $70.00 $70.00
Lawn Care - Silver Tier Addition Add trim, weed removal, fertilizer 1 $30.00 $30.00
(as needed), and inspection
Bush Trimming JLinglofbedossionincnt 1 $25.00 $25.00
of property.
Subtotal $125.00
LawnCare Inc. is a team of 5 lawn care pros that help our customers keep and care for
lush green lawns, and maintain sale walkways in the winter. GST (5.0&) $6.25
Thank you for your business. Please contact us with any questions regarding this invoice Total $13125
Account balance $131.25
ORDER TOTAL $228.47

What Are the Benefits of Using Invoices?

Just like purchase orders, invoices are the industry standard for accepting
business-to-business payment requests because of the many benefits they provide.
When a buyer sends a purchase order, an invoice is almost always what the
vendor sends for payment.

Other than being the industry standard, the benefits of using an invoice include:

1. An easy way to track expected payments and cash flow

2. A paper trail that proves payment was requested

3. Increased billing accuracy and clear terms for payments

4. A faster way to get paid when paired with an eProcurement system like
PLANERGY



B Benefits of Using Invoices
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What Is the Difference Between a
Purchase Order and an Invoice?

The difference between a purchase order and an invoice is that a purchase order
confirms that an order has been placed while an invoice requests payment for an
order. A purchase order comes before the invoice, and the invoice is the
supplier’s response to the purchase order—along with the goods and services
delivered.

Differences Between Purchase Orders and Invoices

Document Purchase Order Invoice
L Official confirmation of an Request for payment for an
What it is
order order
Who receives it Vendor Purchaser
When it is sent Before the order is fulfilled After the order is fulfilled




* Date of purchase
« Company names Same information as on
* [tem quantities and purchase order, plus:
descriptions .
* Price - Invoice number
What it contains * Payment information - Vendor contact
» Billing address information
* Purchase order number - Credits or discounts
 Shipping address - Payment schedule
* Terms of payment Total amount due
» Expected delivery date

B Differences Between Purchase
Orders and Invoices

_ PURCHASE ORDER INVOICE

What it is Official confirmation of an order Request for payment for an order
Who initiates it Purchaser Vendor

Who receives it Vendor Purchaser

When it is sent Before the order is fulfilled After the order is fulfilled

What it contains ® Date of purchase Same information as on

urchase order, plus:
® Company hames P P

® [tem quantities and e Invoice number
descriptions
® Vendor contact information
® Price
e Credits or discounts
® Payment information
e Payment schedule
® Billing address
e Total amount due
® Purchase order number

® Shipping address
® Terms of payment

® Expected delivery date

PLANERGY

What Is Similar About a Purchase Order




and an Invoice?

Purchase orders and invoices share key similarities. Both documents are legally
binding contracts that represent an agreement between the purchaser and the
vendor, and the actions they contain are required.

In addition, they contain much of the same information, including order details,
mailing information, quantity of goods or services, PO number, and pricing. In
fact, the invoice generally contains all of the information from the PO, then adds
the invoice number and payment information on top of that.

Purchase orders and invoices contain much of the same information but are
used for very different purposes. Purchase orders request goods and services.
Invoices request payment for goods and services.

Why Do Companies Use Purchase Orders?

Whether for a small business or large organization with a robust purchasing
department, purchase order management is used for several reasons:

- They Set Clear Expectations

POs enable purchasers to clarify their needs to vendors. Both parties can
use refer to them if orders aren’t delivered as expected.

- They Help Manage Orders

POs give procurement, finance, and operations teams official
documentation of incoming or pending deliveries—enabling them to track
and manage orders more effectively.

- They Help With Budgeting

Once a PO is created, purchasers can factor these costs into company
budgets and spend according to plan.


https://planergy.com/blog/purchase-order-binding-contract/
https://planergy.com/blog/purchase-order-binding-contract/
https://planergy.com/blog/best-practices-purchase-order-management/

- They are Legally Binding

A PO serves as a legally binding document, but only after it is accepted by
the vendor. This gives the purchaser legal assurance that they’ll receive
their order and the vendor legal assurance that they’ll be paid for it.

- They are a Key Part of Audit Trails

Recording POs helps provide auditors with the details they’'re looking for
and ensures that there aren’t any financial discrepancies in the
purchasing department.

The benefits above are geared toward purchasers, but POs are also important
documents for vendors—who use them for order fulfillment and payment
processing.

B Benefits of Purchase Orders
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Purchase order software can provide these benefits and more, as it digitizes and
automates the entire procure-to-pay process from purchase order to invoice.

Why Do Companies Use Invoices?

As mentioned earlier, invoices are the standard for requesting business-to-
business payments, which is the main reason companies use them. But they are
the industry standard for good reasons.


https://planergy.com/blog/confirm-purchase-orders/
https://planergy.com/blog/confirm-purchase-orders/
https://planergy.com/procurement-solutions/purchase-order-software/
https://planergy.com/blog/procure-to-pay-process-optimization/

Companies use invoices because:

- They Prompt Customers To Pay

Most vendors don'’t receive payment until after an invoice is sent to the
purchaser. A phone call or email from their accounts receivable
department won’t suffice to complete the business transaction.

- They Provide Confirmation To Customers On
What They Have Purchased

Invoices describe exactly what you're getting for your money in line by
line detail, which gives accounting departments transparency into what
different departments buy—along with projections for cash flow.

- They Help Manage Payments

Invoices show what goods or services were sold, how much money has
been paid to date, and any outstanding charges—providing a formal way
to manage business payments.

- They are Legally Binding

A sales invoice officially shows that goods or services were provided and
when payment is expected. They show financial terms that must be
adhered to—providing legal proof that payment is due and can be referred
to if payment isn’t received.

. They are a Key Part of Audit Trails

Auditors require evidence of all money going in and out of businesses.
Since invoices show exactly what a business charges its customers, they
are a crucial part of this evidence.



The Benefits of Digital Purchase Orders
and Invoices

For a small business owner, using purchase order and invoice templates with
programs like Word or Excel may work temporarily, but as the company grows it
can become overly time-consuming and hard to manage. Additionally, printing
and mailing paper can be hard to manage while ensuring that nothing gets lost or
destroyed.

Digital procurement software provides many benefits to the purchase order and
invoicing process. It gives companies the ability to control their budgets, improve
vendor sourcing practices, manage relationships with suppliers, and ensure that
they both pay invoices on time and get paid through invoices on time.

As a company scales and grows, it makes sense to switch to add automation and
pursue a policy of digital transformation in procurement—as finance teams will
need to manage a more complex procure-to-pay process and ensure that they are
getting the most value from their supply chain. The best way to achieve this is
through digital procurement software.

Purchase Orders and Invoices Are Vital to
Success

Invoices and purchase orders are a vital part of a company’s purchasing process.
Understanding the roles that invoices and purchase orders play is important for
anyone involved in purchasing goods or services on behalf of an organization.

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:


https://planergy.com/blog/digital-procurement-platform/
https://planergy.com/blog/invoice-processing-best-practices/
https://planergy.com/blog/digital-transformation-procurement/
https://planergy.com/blog/purchasing-process/

= 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
consultants for the advice in these articles.
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