AMPLIFA PROCUREMENT GLOSSARY

DPO Impact Simulation: Making Payment
Term Effects Plannable in Procurement

The DPO impact simulation is a quantitative planning method with which buyers and finance
functions simulate the effects of changed payment terms on Days Payable Outstanding (DPO) and
thus on working capital. It makes predictable how longer payment terms, use of early payment
discounts or new payment schedules affect liquidity, supplier relationships and balance sheet
metrics. In practice, it is frequently used before negotiations with suppliers or before introducing
supply chain financing programmes.

Key facts

« DPO impact simulation models the effect of payment term changes on liquidity, working capital and
the DPO metric.

« Typical levers are payment term, early payment discount, payment schedule and invoice processing
time.

» The simulation provides benchmark figures for cash effects but does not replace individual financial
and tax review.

* The key counter-perspective is the DSO analysis at the supplier and their financing needs.

» Successful simulations integrate the procurement, finance and supplier perspectives within a single
scenario comparison.

* Results frequently feed into supplier negotiations and working capital programmes.

Definition: DPO impact simulation

The DPO impact simulation is a planning tool from procurement and finance that quantifies the effects
of changes to payment terms on Days Payable Outstanding and working capital. DPO (Days Payable
Outstanding) describes how many days on average elapse between invoice receipt and payment. The
simulation works through scenarios before contract changes or process adjustments are actually
implemented.

Distinction from the classic DPO metric

The DPO metric itself is a retrospective figure: it measures, based on accounts payable and cost of
goods purchased, how long a company pays on average. The DPO impact simulation, by contrast, looks
forward. It answers the question of how a planned measure — for example, extending a payment term
from 30 to 60 days — would affect liquidity commitment, balance sheet structure and supplier behaviour.

Typical use cases

In practice, the method is used mainly in payment term negotiations, when introducing supplier
financing programmes and when restructuring working capital management. When onboarding new
suppliers, it can also be used to check which payment terms are compatible with their financing
headroom. In addition, the simulation supports the evaluation of framework agreements with
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most-favoured-customer clauses, since payment terms can also be a subject of negotiation here.

Methods and approach of the DPO impact simulation

The procedure follows a simple scheme: capture the starting position, define scenarios, calculate
effects, evaluate results. A clean data basis from procurement and accounts payable is essential,
because incomplete invoice and payment data distort every result.

Data basis and initial analysis

The basis is typically open payables, procurement volume per supplier, actual payment terms and the
payment practice actually used. A gap between the contractual and the practised payment term often
becomes apparent here, for example due to late invoicing or clarification processes. A slow-mover
analysis of the article structure helps to segment volume by turnover frequency, since different payment
strategies can be applied to A-parts than to marginal items.

Scenario design

Per scenario, parameters such as payment term, share of early payment discounts, instalment
payments or down payment models are varied. Common benchmarks: extending the payment term by
30 days reduces committed liquidity by around one twelfth of the annual cost of goods purchased,
assuming constant procurement spend. Whether this result is realistic depends on whether the supplier
accepts the terms or renegotiates them via pricing — an effect the simulation should also capture.

Impact on processes and systems

Payment term changes have effects beyond pure mathematics on process organisation in procurement
and accounts payable. Longer payment terms require reliable invoice verification and clear purchase
approval workflow rules so that frictions do not extend invoice processing time. Interfaces to Sales and
Operations Planning are also relevant, because changes in volumes and demand directly affect the
payables volume and thus the simulated DPO effect.

Key KPIs and evaluation figures

A simulation is only as good as the metrics it delivers. In addition to DPO itself, complementary figures
play a role that reflect the quality and the risks of the payment policy.

DPO, DSO and Cash Conversion Cycle

The core metric is DPO in days. It is typically calculated as trade accounts payable divided by cost of
goods purchased, multiplied by the length of the period. In addition, the simulation considers the Cash
Conversion Cycle (CCC), i.e. the sum of inventory coverage and receivables days minus DPO. Only the
CCC shows the overall picture of liquidity commitment along the supply chain.

Early payment discount rate and effective interest saving

A common benchmark: an early payment discount of 2 per cent for payment in 10 instead of 30 days
equates mathematically to an annualised interest benefit of around 36 per cent. The simulation therefore
compares scenarios with early payment discount usage against scenarios with extended payment terms
and evaluates both against the internal cost of liquidity rates. It frequently emerges that for cash-rich
companies, early payment discounts are more economical than an extended payment term.
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Supplier-side effects

From the supplier's perspective, a DPO extension at the customer corresponds to a DSO extension, i.e.
longer capital commitment. This perspective belongs in every simulation, otherwise price surcharges or
latent supply failures loom. Practically viable models therefore also assess soft factors such as delivery
readiness, assessment of payment reliability and the stability of call-off adherence, since deteriorated
payment terms often first manifest as loss of priority with the supplier.

Risks and controls in the DPO impact simulation

Simulated benefits do not materialise automatically. Real effects depend on contract design, process
discipline and supplier stability. These risks belong in the simulation.

Contractual and behavioural risks

Extended payment terms can prompt suppliers to make price reductions demands, request advance
payments or allocate capacity more sparingly. With critical suppliers, it is therefore necessary to
examine whether purchase commitments or incentive models justify the consideration for more
generous terms. The question of whether a supplier in fact finances the receivable via factoring or
supply chain financing also changes the real effect.

Process risks

Inefficient invoice verification, unclear approval routes or a missing availability-to-promise (ATP) check
before order entry extend the actual processing time without this having been contractually agreed.
Such effects distort the simulation upwards without generating genuine liquidity benefit. Clear
responsibilities, defined clarification round processes for deviations and clean mapping in the material
number system improve data quality.

Legal and tax classification

Payment term arrangements are subject to industry-specific and country-dependent legal frameworks,
particularly in the B2B chain. Extensions must be cleanly agreed contractually, for example via a change
management procedure for existing framework agreements. The concrete assessment is strongly
case-dependent and should be reviewed legally and fiscally before implementation.

Current developments and outlook

The DPO impact simulation is evolving from an Excel exercise into an integrated component of working
capital management. Drivers are more dynamic procurement markets, stricter liquidity requirements and
digitalised procurement processes.

Digital integration

Modern procurement and ERP systems provide invoice, order and payment data in near real time. This
makes it possible to simulate DPO effects continuously rather than point-in-time and to integrate them
into monthly reporting cycles. Artificial intelligence increasingly supports the detection of patterns in
payment behaviour, for example typical delays between invoice receipt and payment release.

Supply chain financing and alternative models

Instead of one-sided payment term extensions, cooperative models such as supply chain financing,
dynamic early payment discount programmes or reverse factoring are coming to the fore. Here, a
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financing partner pays the supplier earlier while the buyer retains their payment term. The DPO impact
simulation compares such variants in terms of liquidity effect, cost and acceptance by the supplier.

Embedding in integrated planning

In the best case, the simulation becomes part of Sales and Operations Planning: volume planning,
ordering policy and payment terms are considered jointly. The DPO effect is also relevant in ramp-down
management for expiring programmes, since falling order volumes change the payables balance and
thus the simulated liquidity effect.

Typical metrics

Days Payable Outstanding (DPO): typically 30-60 days
Depending on industry, negotiating power and payment practice

Cash Conversion Cycle: typically 30-90 days
Total time of liquidity commitment; the lower, the better

Early payment discount rate: often 20-50% of procurement volume
Proportion of invoices for which an early payment discount is used

Internal invoice processing time: typically 3—10 days
Time from invoice receipt to payment release; reducing this amplifies every DPO effect

Practical example

A mid-sized mechanical engineering company with an annual procurement spend of around €80 million
examined before supplier negotiations whether extending payment terms from 30 to 60 days was
economically sensible. The DPO impact simulation showed a theoretical liquidity release effect of
around €6.5 million. At the same time, it became apparent that around one fifth of the volume related to
suppliers who announced price surcharges of 1 to 2 per cent. Based on these findings, the volume was
treated in a segmented manner.

« Critical A-suppliers received unchanged terms; instead, early payment discounts were negotiated.
- Standard parts with high market availability received extended payment terms.

« A supply chain financing model was examined for strategic suppliers.

 Invoice processing time was reduced by several days through streamlined approval processes.

Conclusion

The DPO impact simulation combines the procurement, finance and supplier perspectives into a robust
basis for decisions on payment terms. It shows where payment term extensions deliver genuine liquidity
benefit and where price counter-considerations or process risks erode the advantage. The prerequisites
are a clean data basis and the inclusion of the supplier perspective. Those who apply the method
regularly can adapt payment strategies specifically to market conditions and liquidity situation. The result
is not a short-term bookkeeping effect but a sustainable working capital design.

Frequently asked questions

What does DPO mean in procurement?

DPO stands for Days Payable Outstanding and describes the average time in days between receipt of
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invoice and payment. In procurement, DPO is a core working capital metric because longer payment
terms release liquidity. The metric is typically calculated from accounts payable and cost of goods
purchased.

How does a longer payment term affect liquidity?

As a rule of thumb: extending by 30 days ties up or releases liquidity equal to roughly one twelfth of the
annual cost of goods purchased. The actual effect depends on whether the supplier accepts the term or
compensates via pricing. Therefore, a DPO impact simulation including consideration assessment
should be carried out before any extension.

What is the difference between DPO and DSO?

DPO (Days Payable Outstanding) measures how long a company takes to pay its suppliers. DSO (Days
Sales Outstanding) measures how long its own customers take to pay. Together with inventory
coverage, both form the Cash Conversion Cycle, which reflects total liquidity commitment.

Is an early payment discount worthwhile instead of an extended payment term?

That depends on the internal cost of liquidity rate. A typical benchmark: 2 per cent early payment
discount for payment in 10 instead of 30 days equates to an annualised benefit of around 36 per cent.
For cash-rich companies, early payment discounts are often more economical, whereas payment term
extensions work better when liquidity headroom is tight or internal cost of capital is high.

What risks do long payment terms pose for suppliers?

Long payment terms increase suppliers' capital commitment and can lead to price surcharges, demands
for advance payments or loss of priority. With critical suppliers, this can jeopardise security of supply.
Careful supplier segmentation and alternative financing models mitigate this risk.

How is DPO calculated?

The standard formula is: trade accounts payable divided by cost of goods purchased in the period,
multiplied by the number of days in the period. Consistent delimitation is important, e.g. excluding capital
expenditure payables. For the simulation, actual payment practice is additionally compared with the
contractual payment term.
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