AMPLIFA PROCUREMENT GLOSSARY

PO Policy: Binding Rules for Purchase Orders
In the Procurement Process

The PO Policy (Purchase Order Policy) is an internal set of company rules that bindingly defines
when, how and under what conditions Purchase Orders are created, approved, sent and
monitored. It creates uniformity between procurement, business departments, finance and
suppliers, and ensures that every order is traceable, compliant and budget-conformant. In practice
the following applies: without a clear PO Policy, Maverick Buying, disputes over delivery and
payment terms, and effort in goods receipt and invoice verification all increase. The term is
therefore part of the operational core of an effective ordering system.

Key facts

* A PO Policy bindingly defines when Purchase Orders are required and which thresholds apply for
approvals.

|t defines responsibilities, approval routes and documentation obligations for all orders.

* Typically, PO data such as material number, quantity, price, delivery date and Incoterm are defined
as mandatory fields.

* The Policy anchors the No-PO-No-Pay rule: without an order, payment is generally not released.

* Metrics such as contract compliance and PO accuracy make compliance measurable.

« EDIFACT- or cXML-based interfaces and catalogue solutions support automated implementation.

Definition: PO Policy

The PO Policy is the written set of rules governing a company's ordering process. It answers the key
guestions: who may order, in which system, with which approvals, with which mandatory details and
with which suppliers.

Distinction from ordering guidelines and procurement policies

The PO Policy is narrower in scope than a general procurement guideline: it governs the Purchase
Order process operationally, while guidelines describe strategic principles such as sustainability or
compliance. In smaller companies, both levels are often merged into one document. A clear distinction
from the commaodity strategy is important, which manages commodity groups, whereas the PO Policy
standardises the transaction route of all orders.

Typical components

A practicable PO Policy contains defined thresholds (e.g. approval above certain amounts), mandatory
order fields, framework agreement reference obligations and rules for urgent orders. These are
supplemented by conditions for orders without a framework agreement, for direct consumption and for
services. The treatment of amendments (PO amendments) and cancellations is also bindingly
regulated, as most deviations arise here in practice.
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Why a PO Policy matters for procurement and suppliers

Without binding rules, business departments order outside the system, prices deviate from framework
agreements and goods receipt cannot clearly allocate deliveries. A PO Policy closes these gaps and
simultaneously acts as a steering instrument for costs, compliance and supplier relationships.

Controlling Maverick Buying

Maverick Buying, i.e. purchases outside agreed processes, typically leads to price surcharges, missing
framework conditions and poor auditability. The PO Policy sets clear limits: every purchase goes through
a Purchase Order, with exceptions only with documented approval. This measurably increases contract
compliance, and discounts from framework agreements and bundled volumes are actually exploited — a
direct lever for economies of scale in the commodity group.

Legal certainty and traceability

The Purchase Order is a legally relevant document: it can accept an offer or itself act as a binding offer.
The Policy defines which general terms and conditions of purchasing apply, how supplier deviations
(e.g. deviating order confirmations) are to be handled and who has signing authority. Tax and audit
requirements, such as GoBD-compliant document storage, should always be coordinated on a
case-by-case basis with tax advisors or auditors.

Effects on supply chain and production scheduling

Clear PO rules improve delivery date and quantity reliability along the supply chain. When orders
contain binding delivery dates and call-off quantities, production scheduling can plan more reliably, and
the schedule adherence of suppliers becomes measurable. Safety stock can also be reduced because
ordering and delivery processes become plannable.

Methods and approach for introducing a PO Policy

Introduction works best step by step: as-is analysis, rule set, system support, training and control. What
is decisive is that business departments and finance support the rules; otherwise the Policy remains a
paper exercise.

As-is analysis and drafting of the rule set

First, order volumes, exceptions, interfaces to goods receipt and existing framework agreements are
analysed. On this basis, core rules are developed: which purchases are PO-mandatory, which approval
levels apply, which mandatory data must be provided (material number, unit of measure, price, delivery
date, Incoterm, cost centre, order text). For critical commodity groups with defined risk classes,
additional requirements such as certificates or a Certificate of Conformity can be anchored in the order
header.

Systemic implementation in ERP and e-procurement

A Policy lives on system enforcement: workflows in the ERP enforce approvals, catalogues restrict
selectable items, and supplier masters control permissible sources. Standardised interfaces such as
cXML or EDIFACT transmit orders automatically to the supplier and reduce media discontinuities.
Ordering catalogues for C-parts typically significantly reduce process effort and increase acceptance
among business departments.
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Training, communication and exceptions

Rules only work if they are known and practicable. Training for requesters, a compact guide and a clear
exception process for emergencies (e.g. safety stock breach or machine downtime) are part of
implementation. Integration with the P2P process is important so that order, goods receipt and invoice
are coherently interlinked.

Key KPIs for steering the PO Policy

Compliance with the Policy must be measurable. Proven metrics show where orders are placed outside
the rules, how cleanly order data is maintained and how quickly the process runs from requester to
supplier.

Process and data quality metrics

Key KPIs are the share of orders with a PO (PO rate), contract compliance, PO accuracy (share of
error-free orders) and the lead time from purchase requisition to PO. In addition, goods receipt lead time
shows how quickly deliveries are posted — a prerequisite for clean three-way matching. In procurement
controlling, these values should be regularly evaluated at commodity group level.

Supplier-related metrics

Supplier-side metrics are also helpful: order confirmation rate and speed, carrier performance in
transport and delivery date deviations. They reveal whether deviations originate on the ordering side or
the delivery side. In strategic sourcing decisions, such as single sourcing, such data feed into the risk
assessment.

Risks and controls in implementation

Typical risks are informally given commitments, retrospective price and quantity changes, and gaps
between order, goods receipt and invoice. Effective controls combine system rules with organisational
checks.

Common weak points

Problems occurring in practice: verbal advance commitments to suppliers, orders after goods receipt
(retro-POs), missing reference to framework agreements, unclear Incoterms with unintended transport
risk, and price changes without a documented PO amendment. Even with supplier changes, such as an
outsourcing transition or a change of control at the supplier, a defined procedure for existing orders is
often missing.

Control mechanisms

Effective controls: hard approval workflows in the system, blocking logic for invoices without a PO, the
four-eyes principle above defined amounts, regular evaluation of retro-POs and threshold breaches. For
new suppliers, qualification and release in the supplier master belong to the Policy, as do regular
contract compliance audits. For critical parts, a Certificate of Conformity supports evidence trails
through to goods receipt.

Current developments: automation and data-driven order
management
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PO Policies are increasingly moving into systems: catalogues, self-service procurement, Al-supported
invoice and requester recognition and automatic call-offs reduce manual effort. At the same time,
requirements for sustainability and data consistency are growing.

Automation and touchless ordering

Catalogue orders, automatic call-off orders from scheduling systems and bulk POs reduce manual
effort. In public and regulated environments, e-ordering standards are gaining importance; cXML and
EDIFACT are the most widespread formats. Al applications support invoice matching and anomaly
detection, but do not replace binding governance — the Policy remains the regulatory framework.

Sustainability and compliance data in the PO

Increasingly, sustainability data such as CO2e values, origin and certificate requirements are anchored
directly in orders and order confirmations. This presupposes that the PO Policy defines the
corresponding mandatory fields and supplier obligations. Traceability for supply-critical materials also
becomes more manageable through structured PO data.

Typical metrics

PO rate: > 95%
Share of procurement spend with a formal Purchase Order; typical guideline value

Contract compliance: > 95%
Share of orders that comply with framework agreement terms

PO accuracy: > 98%
Share of error-free orders without amendment or feedback

Lead time from purchase requisition to PO: < 3 working days
customary target value for standard requirements

Retro-PO rate: < 2%
Share of purchase orders created retrospectively; indicator of Maverick Buying

Practical example

A mid-sized mechanical engineering company with around 400 employees found that a significant share
of its procurement spend was purchased without a formal purchase order. Invoices without a PO
blocked accounts payable, framework agreement prices were frequently not honoured, and goods
receipt could not allocate deliveries. The company subsequently introduced a binding PO Policy and
enforced it consistently in the ERP system.

* Introduction of the No-PO-No-Pay rule: invoices without a referencable Purchase Order are blocked
and returned to the requester.

« Two-stage approval workflow: up to a defined amount, approval by the business department; above
that, additionally by procurement management and executive management.

» Mandatory PO fields including Incoterm, cost centre and framework agreement reference;
catalogues for recurring C-parts.

« Monthly reporting on PO rate, contract compliance and retro-POs in the procurement commaodity
group board.
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Conclusion

The PO Policy is the foundation of a disciplined ordering system: it defines who orders, how, with which
approvals and with which data. Its value only emerges through consistent system support, clear
exception processes and measurable metrics such as PO rate and contract compliance. In practice,
companies benefit from less Maverick Buying, cleaner invoice verification and more reliable delivery
data. Those who review the Policy regularly and adapt it to new requirements such as sustainability data
and automation create a sound basis for cost control and supply chain security.

Frequently asked questions

What does PO Policy mean in procurement?

The PO Policy is an internal set of rules that defines how Purchase Orders are created, approved and
monitored. It defines thresholds, mandatory fields, approval routes and exceptions. Its aim is a uniform,
compliant ordering process across all departments.

What does No PO No Pay mean?

No PO No Pay is a core rule of many PO Policies: without a referencable purchase order, no supplier
invoice is paid. This forces every purchase to go through the systematised ordering process. Exceptions
should only be possible via a documented emergency process.

What belongs in a PO Policy?

Typical contents include PO mandatory status and thresholds, approval workflows, mandatory data
fields, rules for referencing framework agreements, amendments and cancellations, as well as the
exception process for urgent orders. In addition, responsibilities, documentation and retention
obligations and control mechanisms are defined. Tax requirements should also be reviewed and
included on a case-by-case basis.

Which KPIs measure compliance with the PO Policy?

Key metrics are the PO rate, contract compliance, PO accuracy and the lead time from purchase
requisition to sent purchase order. In addition, the order confirmation rate and delivery date deviations
provide indications of supplier-side causes. Regular evaluations at commodity group level show where
tightening is needed.

How does a PO Policy differ from a procurement policy?

The procurement policy describes overarching principles such as compliance, sustainability or supplier
strategy. The PO Policy, by contrast, governs the ordering process in operational detail. In practice, the
two complement each other: the policy sets the framework, the PO Policy the binding procedures.

Does a PO Policy eliminate Maverick Buying?

It is the most effective instrument against it when enforced at system level. Approval workflows, blocked
invoices without a PO and attractive ordering catalogues lower the barriers to compliant ordering. In
addition, transparent reporting of rule violations helps to eliminate structural causes.
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