AMPLIFA PROCUREMENT GLOSSARY

Cash Flow Impact of Payment Terms:
Liquidity Management on the Payables Side

The cash flow impact of payment terms describes how agreed payment periods towards suppliers
and customers steer a company's liquidity. Cash inflows and outflows occur with a time lag, making
payment terms a central lever of working capital management. For buyers, this means that
negotiation topics such as prices, delivery times and early payment discount calculations must
always also be evaluated in terms of their balance sheet effect.

Key facts

* Payment terms change the gap between cash inflows and outflows and thus the operating cash flow.

* Extended payables terms are a source of liquidity, but one that is often paid for with higher purchase
prices.

« Early payment discount calculation makes the trade-off between fast payment and liquidity
commitment transparent.

« Commodity indexation and commodity price volatility additionally shift the cash flow impact of
payment terms.

« Payment ethics codes and EU directives against late payment set industry standards and
reasonableness as the benchmark.

« Metrics such as days payable outstanding and the cash conversion cycle make the effect
measurable and manageable.

Definition: cash flow impact of payment terms

The cash flow impact of payment terms covers the influence of agreed payment periods on liquidity, the
cash conversion cycle and a company's funding requirements. It describes the extent to which the
company can shift payments to suppliers without jeopardising its ability to deliver or its supplier
relationships. The term links procurement negotiation and treasury: accepting liquidity in order to build
liquidity.

Payment term, payment period and due date

The payment term is the contractually agreed period between invoicing and the due date, typically 30 to
90 days from the invoice date or delivery date. The starting point of the period is decisive for the cash
flow impact: from the invoice date, from goods receipt or from inspection of the service. In practice,
delays frequently occur when the period only starts late or invoices are held back due to outstanding
verification steps.

Distinction from early payment discounts and down payments

Early payment discount calculation works in the opposite direction to the payment term: fast payment
reduces liquidity commitment but costs the counterparty's discount waiver or generates discount
income. Down payments and progress payments reverse this effect and burden the cash flow before the
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service is rendered. Both instruments are part of the same negotiation package as the price itself.

Methods and approach for optimising payment terms

Targeted management of the cash flow impact begins with contract negotiation and continues in
operational processing. Buyers and treasury should not evaluate payment terms in isolation, but rather
together with prices, early payment discounts, credit risks and delivery conditions.

Structuring payment terms in negotiations

Payment terms belong in every contract package that is mapped via source-to-pay (S2P) processes. It
has proven effective to agree payment terms on a graduated basis according to delivery volume,
supplier capacity reconciliation or project criticality. For suppliers with a low credit rating, security
instruments such as a performance bond can provide the consideration for extended terms. Conversely,
a supplier change or the awarding of a proof of concept procurement can be used as a lever to obtain
better conditions.

Calculating early payment discounts systematically

An early payment discount is often evaluated using the effective interest rate: anyone taking or waiving a
3 per cent discount for payment within 14 days versus 30 days net compares this cost with their own
cost of capital. If the cost of equity falls below the discount rate, fast payment is advantageous from a
cash flow perspective. In practice, this reconciliation is typically agreed monthly between procurement
and treasury.

Aligning payment flows with material planning

The cash flow impact is closely linked to material planning: anyone drawing larger lots using stock or
order quantity patterns such as volume discounts in procurement shifts payment peaks forward. A
coordinated delivery schedule smooths payment flows and prevents favourable unit prices from being
undermined by high liquidity commitment. Supplier capacity reconciliation additionally provides data to
plan terms realistically.

Key KPIs for measuring the cash flow impact

Without metrics, the cash flow impact of payment terms remains a negotiation anecdote. The following
indicators make it measurable and integrable into reports, controlling and supplier evaluation.

Days payable outstanding and cash conversion cycle

Days payable outstanding measures the average time between invoice receipt and payment. The cash
conversion cycle links stock coverage, receivables and payables periods: a shorter cycle means less
capital tied up. The target picture is typically a credit-to-cash ratio in which days payable outstanding
exceeds the sum of stock and receivables periods.

Price-benefit reconciliation via the purchase price

An extended payment term is only a gain if the saving from deferred payment exceeds any price or
quality disadvantages. The comparison is made using the present value of the payment flows, not the
nominal price. In addition, payment compliance should be recorded, i.e. the share of on-time payments
within the agreed period.
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Liquidity forecast and scenario analysis

Treasury instruments such as 13-week liquidity forecasts show the concrete cash flow impact of
changes to payment terms. In practice, scenarios are calculated, for example an extension by 15 days
at defined material group hierarchy levels. These scenarios can be integrated directly into capacity
planning and supplier capacity reconciliation to make mutual effects visible.

Risks and controls in the design of payment terms

Extended payment terms are not a free liquidity buffer. They shift financing risks into the supply chain
and can jeopardise supply security, quality and compliance. Effective controls offset these risks.

Securing the financial stability of suppliers

Long payment terms increase the default risk, particularly among small suppliers and where commaodity
indexation exposure is high. Anyone expecting commodity price volatility should link payment terms to
suppliers' coverage margin or examine alternatives such as material substitution (ESG). A structured
risk analysis of the supply base is part of the regular review of payment conditions.

Legal limits and compliance

Payment terms are legally limited, particularly in the B2B sector by EU regulations against late payment
and their national implementations. In practice, a common benchmark is an upper limit of approximately
60 days between businesses; longer terms require special agreement and must be reasonable for both
parties. These statements are of a general nature and must be legally reviewed on a case-by-case
basis. In addition, attention should be paid to factoring or supply chain finance arrangements, which
affect transparency and accounting treatment.

Process stability through match & merge rules

Not every cash flow effect arises from negotiation; it frequently results from inefficient invoice
processing. Match & merge rules between purchase order, goods receipt and invoice accelerate
approval and prevent unjustified delays. Anyone who cleanly separates material release and invoice
verification achieves a predictable payment cycle without ethical grey areas.

Current developments relating to payment terms

Payment terms are increasingly overlaid by regulation, digitalisation and sustainability requirements.
Buyers should integrate current trends into their target operating model for source-to-pay (S2P).

Regulatory pressure against long payment terms

At EU level, late payment in B2B business is being tightened continuously; the usual 60-day limits are in
the focus of potentially stricter rules. For suppliers with thin margins, for example in mechanical and
plant engineering, this can have direct effects on capital commitment and creditworthiness. Buyers
should therefore proactively adapt their terms structure to a future tightening.

Digital platforms and dynamic discounting

Dynamic discounting and reverse factoring complement classic payment terms: the supplier can be paid
earlier in return for a discount without the term being formally shortened. The prerequisites are clean
master data and automated approval processes, for example via match & merge rules and a structured
material group hierarchy. Such models act like a liquidity manager between procurement and treasury.
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Sustainability and payment behaviour

Payment behaviour is increasingly understood as a sustainability issue, since late payments place a
financial burden on small suppliers. For topics such as Scope 2 emissions or material traceability,
suppliers are already more closely integrated; unclear payment terms undermine this partnership.
Payment policies are increasingly included in supplier audits and pre-qualification criteria.

Typical metrics

Days payable outstanding (DPO): 30-60 days
common benchmark in industrial B2B procurement, depending on industry and bargaining power

Cash conversion cycle: <0 to 90 days
negative or low means low capital commitment through supplier credit

Payment compliance: > 98 %
share of on-time payments within the agreed period

Effective early payment discount rate: > 10 % p. a.
take the discount if this rate exceeds the company's own cost of capital

Practical example

A mid-sized mechanical engineering company with around 250 employees renegotiated the payment
terms of its steel and castings suppliers as part of a comprehensive restructuring of its material group
hierarchy. The aim was to reduce liquidity commitment without price increases and without supplier
insolvency risk. Procurement worked closely with treasury and material planning and linked payment
terms to the concrete order situation.

« Extension of payment terms from 30 to 60 days with stable series suppliers in return for a moderate
price reduction.

- Early payment discount calculation of 2 per cent for payment within 10 days on every new business,
with the discount benefit compared against the cost of capital.

 Introduction of match & merge rules to shorten invoice approval times from an average of 9 days to
under 4 days.

* Alignment of the delivery schedule with the liquidity forecast to smooth out payment peaks arising
from consolidated orders.

Conclusion

Payment terms are a powerful but not free lever for operating cash flow. They only have a positive effect
when negotiated as part of the overall package of price, early payment discount, delivery time and risk.
Buyers should make the impact measurable, for example via days payable outstanding and the cash
conversion cycle, and keep an eye on the financial stability of their suppliers. Legal limits and growing
regulatory requirements call for a regular review of the terms structure. Those who systematically align
payment terms with material planning and treasury turn a negotiation detail into a stable liquidity
instrument.

Frequently asked questions
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How does a longer payment term affect cash flow?

An extended payment term delays outflows to suppliers and increases the average days payable
outstanding (DPO). As a result, short-term capital tied up decreases and the operating cash flow
improves, as long as sales and order volumes remain stable. The effect should always be weighed
against potential price disadvantages or the supplier's credit risk.

Is an early payment discount worthwhile despite a tight payment term?

That depends on the effective early payment discount rate, which is calculated from the discount
percentage and the shortened deadline. If this rate exceeds the company's own cost of capital, taking
the early payment discount is advantageous from a cash flow perspective. In practice, this comparison
is typically reconciled monthly between procurement and treasury.

How long may payment terms be in B2B business?

A common industry benchmark is an upper limit of approximately 60 days between businesses;
significantly longer terms must be expressly agreed and must be reasonable for both parties. At EU
level, there are regulations against late payment whose detailed provisions are constantly evolving.
Specific terms should be legally reviewed on a case-by-case basis.

Which metrics measure the cash flow impact of payment terms?

Key metrics are days payable outstanding (DPO), the cash conversion cycle, payment compliance and
the share of on-time payments. In addition, liquidity forecasts and scenario analyses are used to
evaluate changes in payment terms quantitatively. These metrics can be integrated into supplier
management and treasury reporting.

Can along payment term endanger suppliers?

Yes, especially small suppliers with a low equity ratio can run into liquidity bottlenecks as a result of long
payment terms. This increases the default risk and can jeopardise supply security, material release and
quality. Therefore, the cash flow effect should always be assessed together with a risk analysis of the
supply base.

What is the difference between a payment term and an early payment discount
deadline?

The payment term defines the regular due date of the invoice, e.g. 30 days net. The early payment
discount deadline is a shorter preferential period within which a discount can be deducted. Both have
opposing effects on liquidity commitment and are negotiated together.
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