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Purchase Order Guide  

Understanding Purchase Orders (POs) 

A Purchase Order (PO) is a formal, legally binding document issued by a buyer to a seller specifying 
the details of goods or services to be purchased. It outlines essential information such as product 
descriptions, quantities, prices, delivery dates, and payment terms. POs serve as a contract between 
both parties, ensuring mutual agreement on the transaction’s terms. They are widely used across 
industries and are crucial in procurement, helping organisations manage purchasing activities 
efficiently. 

Supporting Documentation for Purchase Orders 

Depending on the type of purchase, a PO may require additional documentation to ensure clarity and 
compliance. This can include: 

• Agreed Terms & Conditions (T&Cs): Ensures both parties adhere to pre-approved legal and 
commercial terms. 

• Product or Service Specifications: Detailed descriptions, technical requirements, or quality 
standards to be met. 

• Approvals and Internal Authorisations: Sign-offs from relevant departments to validate the 
purchase. 

• Delivery Confirmation & Inspection Reports: Verifies that goods or services meet agreed-
upon standards upon receipt. 

Ensuring Compliance and Accuracy 

To maintain accuracy and alignment in the procurement process, it is essential to: 

1. Confirm Order Receipt: Buyers should request suppliers to acknowledge receipt of the PO 
and flag any discrepancies before processing. This helps prevent errors, such as incorrect 
pricing, quantities, or unavailable stock. 

2. Issue a PO Acknowledgment: Suppliers should confirm key details, including pricing, 
delivery timelines, and any necessary modifications, ensuring transparency. 

3. Maintain System Updates & Track Deliveries: Keeping procurement and inventory systems 
updated helps monitor order progress, track on-time deliveries, and enhance supply chain 
efficiency. 
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Why Purchase Orders Matter 

Effective purchase order management is essential for maintaining smooth business operations. POs 
help organisations: 

• Streamline procurement processes by ensuring structured purchasing. 

• Reduce errors and disputes by providing an explicit, documented agreement between 
buyers and suppliers. 

• Enhance financial control through better budgeting and expense tracking. 

• Improve supplier relationships by fostering transparency and accountability. 

By implementing best practices in PO management—such as obtaining confirmations, tracking 
deliveries, and maintaining compliance—businesses can minimise risks, optimise purchasing 
workflows, and ensure smooth supply chain operations. 

Benefits of Using Purchase Orders 

• Clear Documentation: A PO provides clear, written documentation for the buyer and seller, 
ensuring no misunderstandings about what is being purchased. It helps clarify key details like 
product or service specifications, quantities, and prices. 

• Legal Protection: A PO acts as a legally binding contract, so both parties must fulfil the terms 
outlined. This protection ensures that the supplier will deliver the goods or services as agreed 
and that the buyer will make payment on time. 

• Improved Budget Control: By using POs, businesses can keep track of their expenditures 
and ensure that purchases are within budget. It also helps manage cash flow by specifying 
payment terms, such as “30 days net,” providing timely payments and preventing financial 
surprises. 

• Inventory Management: POs help businesses manage inventory by tracking the products 
ordered, quantities needed, and delivery schedules. This makes it easier to ensure that 
inventory levels remain optimal and reduce the risk of overstocking or stockouts. 

• Easier Auditing and Record Keeping: Purchase orders simplify the auditing process by 
providing a clear record of transactions. They help reconcile invoices and payments, ensuring 
that financial records are accurate and complete. This is particularly important for internal or 
external audits. Additionally, they offer a revision history, allowing businesses to track changes, 
approvals, and updates over time. This ensures transparency and accountability in the 
purchasing process. 

• Streamlined Supplier Relations: Businesses can establish clear communication with their 
suppliers using purchase orders (POs). The PO specifies what’s being ordered, when needed, 
and how much it will cost, minimising confusion and promoting trust between parties. 
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Purchase Order Template explained.  

1. Your Company Information 

• Your Company Name: Enter your company’s full legal name here. 
• Company Address: Provide the complete address of your company (street, city, zip code). 
• Email address: Provide details of the email address where you can be reached.   
• Company Phone Number: List the phone number where your company can be reached. 
• Tax ID / VAT Number: Include this for tax compliance, especially international transactions. 

 

2. To (Supplier Information) 

• Name: Enter the name of the person at the supplier’s company who will handle the order. 
• Supplier Company Name: The full name of the supplier or vendor providing the goods or 

services. 
• Supplier Address: The supplier’s address (street, city, zip code). 
• Email address: Provide details of the contact email address to send the PO. 
• Supplier Phone Number: The contact number for the supplier. 
• Supplier Tax ID / VAT Number: Important for tax and customs compliance. 

 

3. Ship To (Delivery Information) 

• Name: Name of the recipient at the destination. 
• Company Name: If applicable, enter the company name where the items will be delivered. 
• Address: Delivery address, including street, city, state, and postal code. 
• Phone Number: The contact phone number for the delivery recipient. 

 

 

4. Order Details 

• Purchase order number: Unique identifier for tracking the order. 
• Buyer’s name: The individual responsible for the purchase, ensuring accountability and 

supplier communication in a PO. 
• Revision History: Track updates and modifications to the PO (e.g., version numbers, changes 

in quantity, price, or terms). 
• Requested delivery Date: Specify when the items are expected to be delivered. 
• Expected Lead Time: Supplier’s estimated time to fulfil and dispatch the order. 
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• Shipping Terms: Clearly define the shipping agreement based on Incoterms®. Specify 
whether the seller or buyer is responsible for costs, risks, and duties (e.g., FOB (Free on 
Board) – buyer takes responsibility once goods are loaded, or DDP (Delivery Duty Paid) – 
seller covers all costs and risks until delivery).  

• Shipping Method: Choose the delivery method (e.g., ground, air, express). 
• Currency: Define the currency for the transaction. 
• Payment Terms: Outline how and when the payment will be made (e.g., 30 days net, 50% 

upfront). 
• Payment Instructions: Include bank details, PayPal, or other payment methods for smooth 

transactions. 

5. Order Line Items 

• Qty (Quantity): Enter the units you purchase. 
• Item #: Each item should have a unique identifier or SKU (Stock Keeping Unit) number. 
• Supplier item number:  
• Description: Provide a brief description of the item being purchased. 
• UOM (Unit of Measure): Defines the standard unit for quantifying products or services. 
• Unit Price: The price per individual unit of the item. 
• Line Total: Multiply the quantity by the unit price to get the line total for each item. 
• Additional Comments:  

If you order more than one product, you can list multiple items in this section. Fill out each row 
accordingly. 

 

6. Summary of Charges 

• Sub Total: Add the line totals for all items to get the subtotal. 
• Discount: Deduct any agreed-upon discount amount. 
• Shipping: Add the cost for shipping. 
• TAX (VAT): Calculate the VAT or tax, if applicable, based on the subtotal and applicable tax 

rate. 
• Other: Include any other charges that may apply (e.g., customs, handling fees). 
• Total: This will be the total order cost, which includes the sub-total, shipping, tax, and any 

other additional costs. 
 
 

7. Additional Information 
• Notes: Special instructions, terms, or additional comments. This could include packaging 

requests, specific delivery requirements, or agreed-upon terms with the supplier. 
• Quality & Inspection Requirements: Specify any product quality checks or pre-shipment 

inspection requirements if applicable. 
• Attachments Section: List attached documents (e.g., contracts, product specs, compliance 

certificates). 
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8. Cancellation & return policy  
• Order Cancellation: Specify under what conditions the order can be cancelled (e.g., before 

shipment, within a specific timeframe). 
• Return Policy: Outline the process for returning goods in case of defects or incorrect items. 
• Restocking Fees: Mention if any fees apply for returns. 
 
 

9. Authorisation & Supplier acknowledgement 
• Approved By: Name of the person authorising the purchase order. 
• Approval Date: Date the purchase order was approved. 

Adding an authorisation section helps formalise the approval process and ensures 
accountability. 

• Supplier Acknowledgement: This is a section where the supplier confirms receipt and 
acceptance of the order (it could include a signature or digital confirmation). 

 

The Purchase Order Process 

The purchase order process involves several steps: 

1. Requisition: A department within the company submits a purchase requisition detailing the 
products or services needed and the budget available. 

2. Approval: The appropriate authority (e.g., department manager, finance department) reviews 
and approves the requisition. 

3. Issuing the PO: Once approved, the PO is issued to the supplier. It contains all the relevant 
details about the order. 

4. Fulfilment: The supplier reviews the PO, prepares the goods or services, and ships them 
according to the agreed terms. 

5. Receiving: The buyer receives the goods or services, inspects them for quality and quantity, 
and matches them with the PO. 

6. Invoice and Payment: The supplier sends an invoice based on the PO, and the buyer 
processes the payment according to the agreed payment terms. 

 

Key Considerations for Managing Purchase Orders 

1. Ensure Accuracy: Double-check all item numbers, descriptions, and prices to avoid 
misunderstandings. 

2. Clear Payment Terms: Make sure both parties agree on when and how payment will be made. 
3. Shipping Instructions: Specify shipping preferences and timelines, especially for time-

sensitive orders. 
4. Taxes: Be clear on tax rates and verify if tax is included or should be calculated separately. 
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5. Use of Notes Section: Use the notes field for exceptions or special conditions (e.g., discounts 
or product substitutions). 

Completing a purchase order carefully ensures smooth transactions, avoids misunderstandings, and 
helps maintain strong supplier relationships. 
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