AMPLIFA PROCUREMENT GLOSSARY

Capital binding period: a metric for working
capital and liquidity in procurement

The capital binding period describes how long capital is tied up on average until it flows back as
means of payment after an investment or procurement. In procurement, it is a key metric of working
capital management and is influenced significantly by inventory levels, payment terms and lead
times. Those who actively manage the capital binding period improve the company's liquidity
without jeopardising revenue or the ability to supply.

Key facts

* The capital binding period indicates how many days capital is tied up in inventory and receivables.

* In procurement, it can be controlled primarily through stock coverage, inventory turnover and
payment terms.

« Typically, capital binding in manufacturing companies lies between 60 and 120 days, depending
strongly on industry and material class.

* An extended payment term reduces capital binding just as effectively as reduced inventory.

* The metric is frequently considered together with Days Inventory Outstanding (DIO), Days Payables
Outstanding (DPO) and Days Sales Outstanding (DSO).

* An excessively short capital binding period can indicate dangerously low inventory levels and supply
risks.

Definition: capital binding period

The capital binding period is the average time span between the disbursement for a procurement or
investment and the inflow of the consideration from the sale. It therefore measures how many days the
capital employed is tied up before it flows back. In the narrower procurement-related sense, it covers the
phases of procurement, warehousing, production and the sales process.

Distinction from the cash-to-cash cycle

The cash-to-cash cycle results from the formula DIO plus DSO minus DPO. The capital binding period is
the more comprehensive view of the total throughput time of tied-up capital, while the cash cycle depicts
the net binding after deducting supplier credit. Buyers should be familiar with both perspectives, as they
highlight different levers.

Significance for liquidity

Every day of capital binding ties up liquidity that could alternatively be used for investments,
early-payment discounts or building a safety stock. In practice, tied-up capital typically costs several per
cent per year depending on interest levels and company risk. For buyers, this means: inventory
decisions are always financial decisions as well.
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Methods and approach for managing the capital binding period

The capital binding period is not reduced by a single measure, but by a bundle of inventory,
procurement and payment terms optimisation. The prerequisite is a clean data basis covering inventory
levels, procurement times and outstanding payables. A step-by-step approach along the entire
procurement chain has proven effective.

Inventory perspective: analyse coverage and turnover

The starting point is the inventory analysis by material class. High-value A items deserve a detailed
review, while C items are frequently managed with simple, general rules. With a well-founded safety
stock calculation, the safety stock can be dimensioned so that ability to supply and capital binding are in
balance.

Procurement perspective: review lead times and lot sizes

Long lead times and high minimum order quantities (MOQ) cause high inventory levels and therefore
long capital binding. Negotiations on smaller lot sizes, consolidation through pooling across multiple
sites, or a higher degree of component standardisation help here. Clean parameter maintenance (MRP)
in the systems also prevents outdated procurement times from leading to unnecessary inventory.

Payment terms perspective: actively shape payment terms

Negotiated payment terms extend the DPO and reduce net capital binding. In negotiation management,
the trade-off between payment term, price and early-payment discount must always be considered
together: a shorter payment term can pay off through the use of discount processes or better prices.
Consistency of terms in framework agreements is important.

Important KPIs in the context of the capital binding period

The capital binding period is a derived metric and only unfolds its effect in interaction with other working
capital management metrics. A KPI set that depicts inventory, receivables and payables together makes
sense. In addition, procurement-specific impact metrics should be added.

Days Inventory Outstanding (DIO)

The DIO shows how many days the inventory remains in the warehouse. It is the most important
procurement-side driver of the capital binding period and can be broken down well by material class and
product group. If the DIO falls too sharply, supply shortages loom.

Days Payables Outstanding (DPO)

The DPO measures how long it takes on average for liabilities from goods receipts to be paid. A high
value relieves liquidity, but should not be achieved through excessive payment delays, as this burdens
the supplier relationship and possibly the use of early-payment discounts.

Cash-to-cash cycle and cost of tied-up capital

The cash-to-cash cycle results from DIO, DSO and DPO as an overall metric. Multiplying the sum of
tied-up capital by the cost of capital gives the cost of capital binding in euros — the proverbial currency in
which procurement decisions can be translated for management.
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Risks and controls in optimisation

Anyone who pushes the capital binding period down one-sidedly incurs supply risks. Falling inventory
and short payment terms in favour of suppliers can impair the ability to supply and negotiating power.
Controlling and procurement therefore need clear control mechanisms and target corridors.

Supply risk from excessively low inventory

With tightly dimensioned inventory, delays in lead time or quality problems, such as a late material
release or a defect complaint, have an immediate impact on production. Safety stocks and alternative
suppliers from the supplier landscape analysis must cushion this. A procurement emergency team can
ensure defined escalation paths for critical items.

Stability and predictability of the supply chain

Suppliers facing financial constraints react sensitively to stretched payment terms. Financial indicators
of suppliers should be assessed in the supplier portfolio, as should risks from automatic contract
renewal, which makes supply structures inflexible. Where-to-knowledge about alternative sources —
such as a continuously updated market segmentation in procurement — reduces dependence on
individual partners.

Governance and compliance

Inventory targets and payment terms should be anchored in a binding manner through budgeting and
rulebooks such as policy compliance in procurement. In the source-to-pay (S2P) process, structured
invoice clearing ensures that invoices are checked on time and discount periods are used without
friction losses.

Current developments: capital binding in digital procurement

Higher interest rates have brought the topic of capital binding back onto the agenda in many industrial
companies. At the same time, digital procurement processes and better data models today enable far
more precise management than just a few years ago. The trend is towards an integrated view of liquidity,
ability to supply and supply risk.

Data basis and transparency

Consolidated procurement data, for example in a data lake, makes it possible to evaluate capital binding
by material class, supplier and site. Such analyses show where small rule changes have a large impact.
Price indexation in contracts also prevents price changes from uncontrollably distorting inventory values
and thus capital binding.

Financing and supply chain finance

Methods such as purchase-on-invoice or factoring variants and dynamic supplier financing make it
possible to extend payment terms for the customer without burdening the supplier. Such models make
sense above all with strategic suppliers in a tight margin situation and belong in negotiation
management.

Integration into the procurement process

In modern source-to-pay (S2P) processes, capital binding aspects flow directly into decisions: from the
demand notification through inventory planning to invoice settlement. This turns the metric from a
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controlling topic into an operational steering instrument for procurement.

Typical metrics

Capital binding period: 60-120 days
typical benchmark for manufacturing companies, varies considerably by industry

Days Inventory Outstanding (DIO): 30-90 days
the most important procurement-side driver of capital binding

Days Payables Outstanding (DPO): 30-60 days
longer payment terms reduce net capital binding

Cash-to-cash cycle: < 60 days
a common target in manufacturing; negative values possible with strong supplier credit

Inventory turnover: > 6 per year
typical order of magnitude in manufacturing; high values indicate lean inventory

Practical example

A medium-sized mechanical engineering company with revenue of around €80 million had a capital
binding period of over 110 days. The causes were long lead times for castings, oversized safety stocks
and inconsistent payment terms. Procurement defined target corridors, cleaned up the master data and
renegotiated terms.

» Safety stocks recalculated by safety stock calculation per material class and noticeably reduced

+ MOQ and payment terms adjusted in negotiation management with strategic suppliers

» Parameter maintenance (MRP) revised to avoid excessive order proposals caused by incorrect
procurement times

« Early-payment discount process and invoice clearing accelerated to reliably make use of discount
periods

Conclusion

The capital binding period connects procurement and finance like hardly any other metric. It shows in
days how effectively a company uses its tied-up capital — and gives buyers an objective yardstick for
inventory, lot sizes and payment terms. Balance is important: a period that is too short can be just as
risky as one that is too long. Those who manage the metric together with DIO, DPO and the
cash-to-cash cycle and use the levers consistently achieve measurable liquidity benefits without
compromising the ability to supply.

Frequently asked questions

What does capital binding period mean?

The capital binding period (capital tie-up period) indicates how many days capital is tied up on average
until it flows back as means of payment after a procurement or investment. In procurement, it covers the
phases from disbursement to the supplier through to the inflow from the sale. The shorter the duration,
the lower the liquidity requirement — with the caveat that excessively low inventory levels can jeopardise
the ability to supply.
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How can procurement reduce the capital binding period?

The main levers are lower inventory levels through adjusted safety stocks and smaller lot sizes, shorter
lead times through supplier selection and standardisation, and longer negotiated payment terms. Lower
MOQ values, pooling across sites and clean parameter maintenance in ERP systems also have a
positive effect. It is important to always review the trade-off with supply security and the supplier
relationship.

What is the difference between the capital binding period and the cash-to-cash cycle?

The capital binding period describes the gross throughput time of tied-up capital until the consideration
flows in. The cash-to-cash cycle additionally deducts the negotiated supplier payment terms (DIO plus
DSO minus DPO) and therefore shows the net capital binding. The two KPIs complement each other:
the duration shows the need for action, while the cycle shows the financing effect of supplier credit.

Which KPIs are related to the capital binding period?

The key metrics are Days Inventory Outstanding (DI1O), Days Payables Outstanding (DPO) and Days
Sales Outstanding (DSO), which together form the cash-to-cash cycle. Additionally, inventory turnover,
stock coverage and the cost of capital tied up in euros are relevant metrics. For procurement, DIO and
the average procurement time are the biggest levers.

What are the risks of a capital binding period that is too short?

Those who optimise inventory and payment terms one-sidedly risk supply shortages due to delivery
delays or quality problems. In addition, stretched payment terms can burden financially weak suppliers
and jeopardise supply security. It therefore makes sense to define target corridors, maintain safety
stocks for critical materials and continuously assess risks across the supplier base.

How is the capital binding period calculated?

It is common to calculate it as the sum of the throughput phases: average order processing time plus
inventory holding period plus production time plus receivables period, minus the negotiated payment
terms with the supplier. Alternatively, many companies work directly with DIO plus DSO minus DPO. The
required figures come from financial accounting, ERP systems and inventory planning.
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