AMPLIFA PROCUREMENT GLOSSARY

Days Payable Outstanding (DPO): Payables
Days as a Steering Metric in Procurement

Days Payable Outstanding (DPO) denotes the average period, in days, within which a company
settles its trade payables. The metric reveals how long a company actually makes use of its
suppliers' payment terms. For buyers and supply chain managers, DPO is therefore a central bridge
between procurement, liquidity management and supplier relationships. Those who understand and
actively manage DPO can release working capital without jeopardising security of supply.

Key facts

* DPO measures the average number of days between invoice issuance and payment receipt by the
supplier.

» The standard formula is: trade payables divided by cost of goods sold, multiplied by 365 days.

« Typical industry values in practice frequently lie between 30 and 90 days, heavily dependent on
industry, negotiating power and country.

« A high DPO improves working capital but can strain supplier relationships and security of supply.

* The metric only becomes meaningful in comparison with DSO and DIO, or with the Cash Conversion
Cycle.

 Invoice approval workflow and digital procurement often influence the realised DPO more strongly
than contractual payment terms.

Definition: Days Payable Outstanding

Days Payable Outstanding (DPO) is a liquidity metric from working capital management. It indicates how
many days on average elapse between receipt of a supplier invoice or goods receipt and actual
payment. In a procurement context, DPO is regarded as a measure of how consistently a company
makes full use of the agreed payment terms with its suppliers.

Distinction from payment terms and early payment discounts

The contractual payment term and the realised DPO frequently diverge. Contracts typically provide for
30 to 60 days, but in practice payment terms are sometimes exceeded or shortened through early
payment discount arrangements. An early payment discount, for example two percent for payment within
ten days, can be economically attractive but lowers the DPO. Buyers should evaluate both together:
payment duration and the effective cost of financing.

Positioning within working capital

DPO is one of the three components of the Cash Conversion Cycle, together with Days Sales
Outstanding (DSO) and Days Inventory Outstanding (DIO). The longer the DPO, the lower the capital
requirement arising from procurement. The metric is thus, alongside the inventory plan-actual
comparison and inventory coverage, one of the central steering metrics that procurement departments
share with the finance department.
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Calculation: methods and approach

The calculation of DPO is formally simple, but in practice it is the data basis that determines its
meaningfulness. The basis is the annual financial statements and internal financial accounting. A clean
delineation of the payables included is a prerequisite for meaningful comparisons.

Formula and data basis

The commonly used formula is: DPO = trade payables x 365 / cost of goods sold (material costs).
Alternatively, the accounts payable balance from the trial balance is used. It is important that numerator
and denominator match: if payables for services are included, the corresponding cost share should also
be captured in the denominator, otherwise the metric becomes distorted.

Period analysis and smoothing

Since year-end figures only reflect a snapshot date, practice often works with averages over several
months or with rolling twelve-month figures. Particularly with seasonal purchasing patterns, as in the
automotive supply industry, a snapshot DPO can fluctuate considerably. A rolling view makes trends
visible and supports the inventory plan-actual comparison on the finance side.

Data quality and master data

Reliable DPO analyses require well-maintained supplier and material master data. Duplicate supplier
numbers, unclear posting accounts or unallocated credit notes distort the picture. Effective master data
governance is therefore the foundation of any meaningful payables analysis — especially if the DPO is to
be evaluated segmented by supplier groups or categories.

Key KPIs surrounding DPO

DPO does not operate in isolation but in interplay with other working capital and procurement metrics.
Only the combination shows whether a high DPO is a sign of a strong negotiating position or a warning
signal of supplier risks.

Cash Conversion Cycle (CCC)

The CCC is calculated as DIO plus DSO minus DPO. A negative CCC, as occurs in some retail and
platform business models, means that the company sells goods before paying for them. For industrial
companies, a moderately positive CCC is typical; here, DPO is the most important lever on the
procurement side.

Effective payment duration vs. agreed payment term

In addition to the average DPO, the deviation between the contractual payment term and the actual
payment date should be analysed per supplier. If payments consistently take considerably longer than
agreed, reputational damage results, which may later become apparent in prices, prioritisation during
shortage situations, or willingness to engage in Joint Development Manufacturing (JDM).

Early payment discount utilisation and supplier days

The early payment discount utilisation rate shows how often early payment is used in return for price
reductions — frequently worthwhile when the interest gain exceeds the cost of capital. In addition,
supplier days (days to pay per creditor) provide the level of detail that the aggregated DPO does not
offer. Both values lend themselves well to regular reviews within stakeholder management between
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procurement and finance.

Risks and controls in handling DPO

A maximum DPO is not an end in itself. Those who push or exceed payment terms one-sidedly shift
liquidity pressure onto smaller suppliers and risk supply failures. Effective controls keep the metric within
a healthy range.

Dependence on supplier structure

Large corporations and SMEs have very different costs of capital. When a large corporation enforces
payment terms of typically 90 days or more, smaller suppliers bear the financing burden — with risks for
quality and on-time delivery. Procurement and the finance department should identify critical suppliers
and negotiate more moderate terms or early payment against a discount with them.

Process controls in accounting

An automated invoice approval workflow ensures that invoices are not paid late for process reasons and
that suppliers' early payment discounts do not lapse. Regular accounts payable (AP) statement
reconciliation procedures reveal whether payments are running as planned. The design of the
specification of services and the binding period in contracts also affect the plannable payment duration.

Compliance and sustainability

Supplier payments are increasingly under ESG scrutiny: excessively long payment terms are considered
a burden on smaller suppliers and can have a negative impact on the ESG risk rating. Moreover, a
reporting framework on late payments has been established in several European countries; in the EU,
the topic will remain relevant in the context of supply chain legislation and the transition to sustainability
reporting. The specific requirements must be examined legally and for tax purposes on a case-by-case
basis.

Levers for actively managing DPO

DPO can be deliberately influenced through contractual, process-related and capital-market-based
measures. What is decisive is a coordinated approach between procurement, finance and the user
departments.

Contractual levers

Payment terms belong in every specification of services and in framework agreements. Where price
indexation or dynamic price formulas apply, an appropriate payment duration can form part of the overall
negotiation. Take-or-pay obligations, volume band clauses or quantity discounts can also be traded
against payment term concessions. When demand is bundled across several sites, negotiating power
increases and, typically, so does the achievable payment duration.

Process levers

Short, digital approval processes prevent the DPO from being eroded by internal friction losses.
Elements of digital procurement such as automated invoice capture and purchase order matching
shorten the lead time to payment approval. This creates scope for reliably meeting payment terms — a
point that suppliers often value more highly than the absolute target value.
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Supply chain financing

Supply chain financing programmes enable a financing partner to pay the supplier early while the buyer
largely makes use of its payment term. Such programmes are primarily an option for buyers with
sufficient creditworthiness; cost sharing and balance sheet treatment must be clarified individually. They
are frequently evaluated within category management governance for strategic categories.

Current developments: liquidity, supply chain and digitalisation

DPO has come into sharper focus in recent years because interest rate levels, supply chain risks and
sustainability requirements are converging. Procurement organisations are therefore increasingly
managing the metric strategically rather than only in the annual financial statements.

Interest rate environment and cost of capital

Higher interest rates increase the attractiveness of long payment terms from the buyer's perspective, but
at the same time worsen the liquidity position of suppliers. Companies respond with differentiated
payment term policies: long durations for commodity goods, faster payment for strategic or
quasi-monopolistic suppliers. This differentiation is a typical outcome of an outsourcing potential
analysis and the category strategy.

Resilience and supplier selection

In the course of risk diversification and resilience programmes, DPO becomes a selection criterion in
the opposite direction: suppliers with weak liquidity are preferentially given shorter payment terms or
advance payments. Beyond invitations to tender and Request for Information (RFI) processes, the
buyer's payment policy is also increasingly becoming a signal of attractiveness as a customer — a factor
that matters in agile procurement of short-term capacity adjustments.

Digitalisation and automation

Digital accounts payable processes, e-invoicing and payment platforms make DPO not only more
measurable but also more manageable. Day-precise evaluations at individual invoice level enable active
scheduling of payment runs. DPO thus evolves from a snapshot-based year-end metric into an
operationally usable figure that is discussed in monthly reviews together with other procurement metrics.

Typical metrics

DPO (days): typically 30-90 days
Depends on industry and country; most meaningful in trend analysis and peer comparison

Early payment discount utilisation rate: commonly 10-40%
Proportion of invoices settled with early payment discount; weigh economically against cost of capital

Cash Conversion Cycle: individual, often positive
DIO + DSO DPO,; the lower, the lower the capital requirement

Deviation agreed payment term vs. actual: <5 days
Indicator of payment discipline and process quality in accounts payable

Practical example

A medium-sized mechanical engineering company with cost of goods sold of around €200 million found
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in a working capital analysis that its DPO stood at 47 days, while contractual payment terms of 60 days
were customary. The causes were slow approval processes and forfeited early payment discounts.
Following a series of measures, the realised DPO rose to typically 58 days within one year, without an
increase in supplier complaints.

 Introduction of a digital invoice approval workflow with the four-eyes principle and automated
purchase order matching

» Development of a payment term policy by supplier category jointly with the finance department

* Negotiation of staggered payment terms within ongoing framework agreements and when bundling
demand across two sites

« Monthly stakeholder management review of DPO, early payment discount rate and supplier days
between procurement and controlling

Conclusion

Days Payable Outstanding is more than a balance sheet metric: it shows how procurement strategy,
payment discipline and supplier relationships interact. A high DPO relieves working capital but quickly
becomes a risk when it comes at the expense of smaller suppliers or security of supply. What is decisive
is differentiation by supplier criticality and a clean data basis in accounts payable accounting and master
data. Companies that actively manage DPO combine contractual, process-related and financing-based
levers. In this way, the metric evolves from a mere reporting value into a genuine steering instrument in
procurement.

Frequently asked questions

What does Days Payable Outstanding (DPO) mean?

DPO indicates how many days a company takes on average to pay its suppliers' invoices. The metric
belongs to working capital management and shows the extent to which procurement is financed through
supplier credit. The higher the DPO, the longer liquidity remains within the company — potentially at the
expense of greater strain on suppliers.

How is DPO calculated?

The usual formula is: trade payables divided by cost of goods sold, multiplied by 365. Alternatively, the
average accounts payable balance over a period is used. It is important to draw a clean line around
which items are included, so that the value remains comparable.

Is a high or low DPO better?

A high DPO improves the buyer's liquidity but can strain supplier relationships and security of supply,
particularly with smaller suppliers. A DPO that is too low ties up capital unnecessarily. In practice, a
differentiated policy has proven effective: longer payment terms for interchangeable goods, faster
payment for strategically important or financially weak suppliers.

Which DPO values are typical in industry?

Benchmark values in practice frequently range between 30 and 90 days, depending on industry, country
and negotiating power. Higher values are common in the automotive and consumer goods industries,
while mechanical engineering often shows moderate figures. The DPO is most meaningful when
compared with the company's own history and with industry peers, not as an absolute number.
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How do DPO, DSO and DIO differ?

DPO relates to payables to suppliers, DSO (Days Sales Outstanding) to receivables from customers,
and DIO (Days Inventory Outstanding) to stock levels. Together, the three metrics form the Cash
Conversion Cycle. Of these, DPO is the most important lever that procurement can directly influence.

How can procurement actively improve DPO?

Effective levers include contractual payment term agreements in the specification of services, a fast
digital invoice approval workflow, demand bundling to increase negotiating power and, where
appropriate, supply chain financing. In addition, it should be examined whether early payment discounts
are used or forgone deliberately. Coordination between procurement and the finance department is
essential.
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