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AMPLIFA PROCUREMENT GLOSSARY

2/10 Net: Making the Right Use of Cash
Discount Payment Terms in Procurement
2/10 Net refers to a payment term under which the buyer receives a deduction of two per cent

(cash discount) if payment is made within ten days; otherwise the invoice amount falls due on the

stipulated date – in practice usually '2/10 Net 30', i.e. payable within 30 days without deduction. For

buyers this is in effect a very high annualised interest advantage, and for suppliers an instrument

for faster liquidity. The term is one of the classic cash-management levers in procurement,

combining liquidity planning, supplier relationships and cost optimisation.

Key facts
• 2/10 Net means: 2 per cent cash discount for payment within 10 days, otherwise net payment term

(often 30 days).

• With 2/10 Net 30, the annualised effective interest advantage is typically well over 30 per cent,

making it usually cheaper than any classic debt financing.

• Combining cash discounts with supply chain finance allows the benefits to be shared without

straining the buyer's liquidity.

• Cash discount acceptance should be part of a clear payment strategy and firmly embedded in

supplier and contract management.

• Where the company's own liquidity is expensive or cash peaks occur, waiving the discount can be

economically rational – a cost-benefit analysis is crucial.

• The terms must be properly documented in the purchase order, invoice and payment run, otherwise

disputes and overpayments loom.

Definition: 2/10 Net
2/10 Net is a widespread payment term in B2B business: the invoice recipient receives a cash discount

deduction of 2 per cent if they pay within 10 days of the invoice date; otherwise the full amount falls due

at the net due date, often 'Net 30'.

Spellings and Variants

Common spellings are '2/10 Net 30', '2/10, net 30' or '2% 10 days, 30 days net'. Other combinations also

occur, such as 1/10 Net 30 or 3/10 Net 60; the logic remains identical. What matters is the clear

agreement in the contract or on the purchase order, including the reference date (invoice date, goods

receipt or service date).

Distinguishing It from Supplier Credit and SCF

The net period effectively acts as an interest-free supplier credit. The cash discount, by contrast, is the

price for earlier payment. Supply chain finance (SCF) must be distinguished from this: here, a bank or

financing partner pays the supplier early, and the buyer pays later – the cash discount deduction does

not apply in that case; instead, a discount rate is charged.
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Profitability: What 2/10 Net Really Costs and Brings
The central question for buyers is whether taking the cash discount pays off. The answer is provided by

a simple interest calculation over the shortened payment period.

Calculating the Effective Interest Rate

With 2/10 Net 30, the buyer forgoes 2 per cent in order to pay 20 days earlier. The periodic rate is

roughly 2/98 2.04% for 20 days; annualised (factor 365/20 18.25), this gives an effective interest rate in

practice of about 36 to 37 per cent per year. Only if your own cost of capital or borrowing costs are

higher is waiving the discount rational – which is rarely the case.

Putting Liquidity and Cash Flow into Context

For companies with tight liquidity, waiving the discount can still make sense if alternative uses of the

funds deliver a higher return contribution, for example in pre-production or safety stock. Here a

cost-benefit analysis across materials management helps: cash discount income versus cost of capital

tied up, Days Inventory Outstanding (DIO) and short-term financing risks.

Leveraging Negotiation Scope

Discount rates and deadlines are negotiable. Suppliers under liquidity pressure often accept higher

deductions or longer periods. In supplier management, the cash discount can be addressed specifically

as part of the price structure – for example within a supplier rating, where payment discipline and terms

feed into the overall assessment.

Implementation in the Procurement Process
A cash discount only pays off if the underlying processes work reliably. If an invoice is missing or

wrongly posted, the deduction is silently forfeited.

Contractual Anchoring

Payment terms belong consistently in the purchase order, framework agreement and order confirmation.

Contract management should record from which date the period runs (invoice date is usual, goods

receipt often negotiable) and how complaints suspend the period. This is particularly relevant with

Incoterms CIF or other delivery clauses, where transfer of risk and invoice date may diverge.

Process and System Integration

In practice, companies set up cash discount deadlines in the ERP as a separate payment term and

prioritise the corresponding invoices in the approval workflow. E-procurement platforms and automated

invoice processing reduce the requisition cycle time and ensure that approvals occur within the 10-day

deadline. Short cycle times are the prerequisite for the cash discount not failing due to organisational

delays.

Exceptions and Special Cases

In the event of invoice complaints, defects or ongoing sorting actions, the deadline rules must be clearly

regulated: items under complaint typically suspend the deadline only for the affected partial amount.

Contracts for work and services and down payments are also subject to different cash discount rules

than sales contracts – the individual case must be examined here.
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Key KPIs and Steering Variables around 2/10 Net
Cash discounts can be measured and thereby managed. Those who know the utilisation rate and

income can negotiate payment terms in a targeted manner and quantify optimisation potential.

Key Metrics at a Glance

The most important metric is the cash discount utilisation rate: the share of discount-eligible invoice

volume actually paid with the deduction. Added to this are the annualised discount rate as a benchmark

against credit lines and the absolute discount income per year. The days payable outstanding (DPO)

also show whether the net payment terms are being used consistently.

Integration into Procurement Steering

Within a category charter or a supplier evaluation matrix, cash discount terms can be considered as a

criterion. Those working with metrics such as DIO and days payable outstanding quickly recognise

whether an aggressive discount strategy strains or supports cash flow. Ideally, the data flows into the

monthly S&OE reconciliation, so that finance and procurement use the same basis.

Risks and Controls
At its core, a cash discount is a liquidity matter – but it also carries legal, relational and tax pitfalls that

buyers should know about.

Financial and Relational Risks

Those who systematically take cash discounts tie up liquidity in the short term and can come under

pressure during payment peaks. A risk mitigation plan should therefore define alternative financing lines

or supply chain finance as a fallback. Moreover, the cash discount must not lead to problematic

suppliers being paid as a priority – payment priority and supplier criticism (such as an open SCAR

process) should be considered separately.

Tax and Legal Notes

As a rule, a cash discount reduces the VAT tax base if the deduction is actually taken – the details must

be examined on a case-by-case basis and depending on the jurisdiction. Cash discounts must not be

confused with rebates, bonus tiers or refunds; the contractual wording determines the accounting

treatment and input VAT deduction. In cases of doubt, the tax or legal department should be involved.

Avoiding Control Failures and Misconduct

Common practice errors: paying the discount although the deadline has passed; wrongly calculating the

discount on gross amounts including VAT; or conflicting duplicate discount commitments in the purchase

order and invoice. Four-eyes principles in accounts payable, clear payment strings in the ERP and

regular reconciliation with supply chain visibility provide the remedy here.

Current Developments: Cash Discounts in the Age of Digital
Financing
Classic cash discounting is increasingly being supplemented by dynamic models in which the deduction

varies flexibly with the payment duration.
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Dynamic Discounting

With dynamic discounting, the discount rate scales continuously with the payment date: paying earlier

means a higher deduction, paying later a lower one. This allows buyers to deploy their liquidity flexibly

while still securing advantages. Digital platforms in the e-procurement environment calculate the rates

automatically and offer them to suppliers on a self-service basis.

Supply Chain Finance as an Alternative

If a cash discount ties up too much of your own liquidity, supply chain finance is an alternative: a

financing partner pays the supplier early, and the buyer pays on the extended net terms. This

strengthens supplier solidity and indirectly supports supplier management – for example when building

resilience and disaster recovery (DR) capabilities within the supplier base.

Sustainability and Cost Analysis

Cash discounts can increasingly be embedded in holistic cost models: design-to-cost projects and total

cost of ownership analyses consider payment terms as part of the acquisition costs. An internal CO2

price can also be factored into such calculations when financing decisions are weighed against

sustainability goals.

Typical metrics
Cash discount utilisation rate: > 90%
Share of discount-eligible volume actually paid with the deduction

Annualised cash discount rate (2/10 Net 30): 36–37%
Benchmark against credit line interest rates and cost of capital tied up

Invoice cycle time to approval: < 5 days
Prerequisite for reliably meeting the 10-day deadline

Days Payable Outstanding: customisable
Shows whether net payment terms are being used consistently

Practical Example
A mid-sized mechanical engineering company with an annual purchasing volume of around EUR 40

million found that only about half of its discount-eligible volume was actually paid with the cash discount

– mainly because invoice approvals regularly exceeded the 10-day deadline. The procurement team

then optimised the invoice workflow together with the finance department and negotiated additional

cash discount tiers with strategic suppliers.

• Discount-eligible invoices received a priority flag in the ERP system and their own approval routing.

• Payment terms were standardised in purchase order texts and framework agreements, including the

reference date and suspension rules in the event of complaints.

• A supply chain finance (SCF) facility was set up as an alternative to waiving the cash discount during

liquidity peaks.

• The cash discount utilisation rate was reported monthly and integrated into the supplier rating.

Conclusion
2/10 Net is more than a footnote on the invoice: annualised, the advantage is in the order of magnitude
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of a high-interest loan, making it one of the most profitable levers in operational procurement. However,

the prerequisite is a process that approves invoices reliably and quickly, plus a clear weighing-up

against the company's own liquidity needs. Those who negotiate, measure and digitally map cash

discounts consistently turn a payment formality into a measurable competitive advantage. At the same

time, a critical eye remains important: the cash discount is not a substitute for good supplier

relationships and structured contract management, but a building block of them.

Frequently asked questions

What exactly does 2/10 Net 30 mean?

The payment term means: if payment is made within 10 days of the invoice date, the buyer receives a 2

per cent cash discount. If payment is made later, the full invoice amount falls due by day 30 at the latest.

The term usually appears on the invoice, purchase order or in the framework agreement.

Is taking the cash discount worthwhile with 2/10 Net 30?

In most cases yes: annualised, the cash discount equates to an effective interest rate of typically over

30 per cent, well above usual borrowing costs. Waiving it is only rational in cases of acute liquidity

shortage or better alternative uses of funds. A short-term cost-benefit analysis shows the specifics.

How do you calculate the effective interest rate of a cash discount?

Divide the discount rate by the net share (at 2%: 2/98) and multiply by the factor 365 divided by the

reduction in the payment period (with Net 30: 20 days). This gives an annualised rate of roughly 36 to 37

per cent. Compare this figure with your own cost of capital or credit line interest rates.

What is the difference between cash discounting and dynamic discounting?

Classic cash discounting has fixed tiers: within 10 days there is a 2 per cent discount, after that nothing.

With dynamic discounting, the deduction scales continuously with the payment date – the earlier the

payment, the higher the deduction. Both can be managed via digital platforms that automatically offer

the rates.

May the cash discount be calculated on the gross amount including VAT?

As a rule, the cash discount is calculated on the net amount including the VAT attributable to it, as the

deduction reduces the tax base. The details differ depending on the jurisdiction and contractual

arrangement and should be verified with the tax department on a case-by-case basis.

What happens if the cash discount deadline is missed?

In that case the deduction is usually forfeited without further agreement – the full net amount is to be

paid by the due date. Some suppliers accept a late cash discount deduction as a goodwill gesture, but

you should not rely on this. Clear deadline monitoring in the ERP system prevents such lapses.


