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Share on LinkedIn Share on Twitter Share on Facebook Share on Email For your business to proceed with confidence, it is important that the difference between purchase orders and contracts is clear. At first look, both of these documents are similar, so distinguishing them can be complicated. It is confusing is that POs become contracts when
accepted, but not every contract is a PO. When deciding which document to use, one should disregard the common misconception that contracts are more detailed than POs, and view POs as a one time contract. To clarify, let us first define the two documents. What is a Purchase Order? A purchase order (PO) is a document sent from buyers to sellers
with a request to order a product. When accepted by the seller, a legally bound contract is formed through the product transaction between the buyer and the seller. The buyer’s role is to create a purchase order and it should include descriptions, quantities, discounts, and prices of the product. Ideally, they should also state payment terms and
shipment dates. Typically, the purchase order is the result of a purchase order request, AKA a purchase requisition. There is a blanket purchase order, or also known as a call-off order or blanket purchase agreement, it is a PO that the customer places with a supplier. This allows for multiple delivery dates over a negotiated period of time in favor of
predetermined pricing. Additionally, blanket purchase orders are legal documents after they are accepted by the supplier, however, you still need a formal contract. What is an invoice? Invoices are business documents that are directed around a particular transaction. They are also known as bills, statements, or sales invoices. They are seen as the
reciprocal of a purchase order because they include items sold, prices, date of shipment, delivery and payment terms. The purpose of invoices is to indicate the amount of money the buyer owes to a seller and to indicate that an order is confirmed. The difference between an invoice and a PO is that the buyer drafts the PO and the sellers draft the
invoices. While both documents involve similar details, invoices lack the technical information that POs contain (ie. due date of materials). Subcontractors use POs to order goods and services, and suppliers use invoices to show when payments are due. Moreover, POs define the contract of the sale, while invoices confirm the sale What is a Contract? A
contract is a document that describes the products being sold, sets agreed prices and defines terms and conditions. Contracts also indicate the value and number of purchase orders and invoices. A fixed price contract in construction is a pricing method which sets the total established price upfront for all related activities throughout the project. As
you can see, the difference between the two is hardly apparent. Hopefully, the factors listed below can help you decide which document to use when making your next purchase for your business. Purchase orders and contracts are used differently, though they both are crucial in the purchasing process. Long Term vs. Short Term The main difference
between the two documents is their duration. While purchase orders represent single business transactions, contracts are used to register the long term agreement between your business and the vendor. Contracts may also include renewal options. Legal Value Purchase orders are commercial documents while contracts are legally bound documents.
Purchase orders do not become legally binding documents until they are accepted by the seller whereas a contract is a legal document from the start. They also differ because purchase orders have zero value unless approved by the provider of the product or service. Risk In doing a business transaction with more risk, it is better to use a contract
because they have greater legal value. In a high-risk situation, contracts are better to use because they can identify responsibilities and reduce risk exposure. Contracts can also clearly define performance standards. Often, when using a contract, POs should be utilized in conjunction because contracts do not state quantities and delivery times. Terms
and Conditions It should be remembered that terms and conditions are typically listed in both purchase orders and contracts. The difference is that terms and conditions are more specific in contracts. Contracts should be used when the scope of work, performance standards, and change management requests need to be made clear. In other words, a
contract is used when there are a more complex set of terms associated with the purchase than stated in the purchase order. Used for Different Items While contracts are typically used for the payment for services, purchase orders are used for the purchase of items. Companies should consider what they are buying first before deciding which method
of purchase to use. It is also necessary to know your buying objectives in advance so you can decide which type of each document it is best to use. When choosing between which one to use, consider the situation and select the best option. Conclusion Purchase orders and contracts are both documents used by construction businesses to purchase
goods or services. Although they are similar, the differences between the two should be noted so that they can be used properly in their suited situations. Purchase orders should be used for single short term purchases while contracts should be used to foster long term buying relationships. It should also be understood that contracts have greater
legal value so they should be used in deals with greater risk. Choosing between using contracts or purchase orders has significance, and each document is a different approach to purchasing. Instead of choosing between the two randomly, companies should first consider the situation and then choose the better option. It is also essential that
construction firms have a great software program to manage these types of documents for every project. eSUB’s construction purchase order software manages POs for real-time job costs. When you use purchase order software there are many benefits: — complete purchase order tracking — faster approvals — control access permissions — real time
payment status How eSUB Can Help eSUB is a cloud-based project management platform built especially for subcontractors. It seamlessly integrates with leading construction software systems so you can easily switch from your current RFI process to a cloud-based system to upgrade RFI process. eSUB organizes all of your project information in one
place, allows for smooth collaboration, and streamlines communication through its intuitive interface. It also works on your mobile, so you can track projects on the go—no matter where or when—and stay up-to-date. Share on LinkedIn Share on Twitter Share on Facebook Share on Email For many purchasing and finance leaders, a blanket purchase
order offers an easy opportunity to streamline the procurement process and improve operational efficiency. Quite simply blanket purchase orders give procurement managers the chance to capitalize on predetermined prices and reduce workloads. But, what exactly is a blanket purchase order? And how can purchasing leaders begin implementing
them across their purchasing process? Here’s what you need to know. What exactly is a blanket purchase order? A blanket purchase order (also known as a standing purchase order) is a purchase order that outlines an ongoing agreement arranged between an organization and a vendor to deliver goods or services at a predetermined price and on a
recurring basis for a specified time period. These types of purchase orders are normally used when there is a recurring need for expendable goods, and many agreements last up to one year. This allows an organization to take advantage of a predetermined price across a long period of time, and offers long-term stability to the vendor, who can
guarantee a set purchase each month. For example, if an organization determines that it submits eight purchase orders per month to a particular vendor, it can consolidate these purchases into a single blanket purchase order and issue one purchase order for the entire year. In addition to establishing a set price and quantity to be purchased, these
types of purchase orders are also useful when the specific quality or features of an item are important. What are the benefits of a blanket purchase order? 1. Reduces costs and increases purchasing power A blanket purchase order allows an organization to bulk together purchases that would otherwise happen over an extended period and receive
quantity discounts. Furthermore, these POs allow an organization to consolidate purchases from across different departments and locations to further strengthen bargaining power. 2. Improves efficiency and shortens purchasing lead time A blanket purchase order simplifies the ordering process of repeated purchases. As in the above example, rather
than creating 100 different purchase orders a company can simply create one and receive against it multiple times. A blanket purchase also eliminates the need to search for new suppliers or renegotiate terms and prices which lowers administrative costs and allows staff to spend time on other key procurement functions. 3. Facilitates leaner
operations by reducing stocking requirements A blanket purchase order clearly lays out the terms and conditions of a purchase, including quantities required and delivery time. This eliminates the need for an organization to keep additional stock on hand because it is confident that the supplier will fulfill the order as previously negotiated. When to
use a blanket purchase order Consider using a blanket PO when: Making repetitive and pre-specified purchases from the same supplier within a certain time period (typically 1 year). Ordering standardized products or services which require numerous shipments. It’s effective to use economies of scale. Try not to use blanket POs when: The price is not
known at time of purchasing. The price is subject to change without notice. Quality of product or service is questionable. These POs should include the following information: Price and pricing arrangements. The period which the agreement covers. Terms and billing conditions Description and details of items covered by the PO A cancellation clause
Be sure to monitor your recurring spend Once established it is important to continuously monitor a blanket purchase order to ensure that purchasing does not go beyond the arranged limits. Once these limits are exceeded, the item is subject to usual price and conditions. The best way to mitigate this risk is through the use of an effective spend
management tool. Stella Inabo Delaney Rombough Dani Hao
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