AMPLIFA PROCUREMENT GLOSSARY

Supplier Credit Limit: Controlling Financial
Risks in the Supply Chain

The supplier credit limit is the maximum permitted open financing or goods value that a company
allows towards a single supplier. It caps the default risk, e.g. for advance payments, consignment
stock or tooling investments, and creates a binding basis for payment behaviour and credit
monitoring. In industrial procurement, it is one of the central steering instruments of supplier risk
management.

Key facts

* The supplier credit limit caps the maximum financial risk towards a supplier, irrespective of that
supplier's credit rating.

|t typically covers advance payments, open order values, consignment stock and invested tools.
» Setting, adjusting and approving limits is usually done jointly by Procurement and Finance.
« Exceedances trigger defined processes, e.g. increase requests or supply stops.

» Regular reviews, often annually, ensure the limit remains aligned with creditworthiness and order
volume.

* The instrument works in close integration with the Source-to-Pay process and the creation of
supplier master records.

Definition: Supplier Credit Limit

The supplier credit limit is the maximum approved open monetary or goods value that a company grants
to a specific supplier at any one time. It protects against liquidity losses if a supplier fails or gets into
financial difficulty before having fully delivered its performance.

Distinction from supplier creditworthiness

The credit assessment provides the basis for the amount of the limit but is not identical to it.
Creditworthiness describes the probability of payment default or insolvency; the credit limit translates
this into an operationally manageable maximum value. A supplier with a strong credit rating typically
receives a higher limit than a small sub-supplier with a thin equity base.

What is included in the limit

In practice, the limit often covers not only open invoices but all exposed values. These include advance
payments made, order values not yet invoiced, tools handed over to the supplier that are in tool
circulation, and consignment stock. The composition should be defined uniformly within the company so
that different departments work with the same figure.

* Advance payments and prepayments
* Open purchase and order values
» Consignment and logistics stock
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» |nvested tools and fixtures

Methods and approach for setting the limit

Setting the credit limit usually follows a structured process of credit checking, risk classification and
approval hierarchy. Depending on the supplier's criticality, Procurement, Finance and, where applicable,
Treasury are involved.

Credit checks as the basis

Before a limit is granted, credit agency information, annual financial statements, payment experiences
and, where applicable, a supplier audit are used. From this, a risk class is derived that sets the
framework for the limit. In practice, the limit is often oriented towards an order of magnitude of several
weeks to months of the expected revenue volume with the supplier.

Approval and change process

Limit setting and changes should run through defined approval levels: the buyer can request standard
limits themselves, while increased values require the approval of Controlling or management. The
process is frequently documented directly in the supplier master data creation so that master data and
steering rules coincide.

* Request by the responsible buyer
* Review by Finance or Controlling

* Entry in the supplier master record
« Documented justification and validity period

Regular review

A limit is not a permanent state. Annual reviews are common, and semi-annual for critical suppliers.
Triggers for ad-hoc reviews include sharp revenue increases, negative credit news, quality problems or
upcoming major projects with high advance payments.

Key KPIs and assessment metrics

Credit limits can be steered in measurable ways. Key figures show how heavily a supplier or the entire
supplier portfolio is utilised and how quickly limit changes are processed.

Limit utilisation

Limit utilisation sets the currently exposed value in relation to the approved limit. Values persistently
above the typical 80 per cent are considered a warning level and should trigger a review of whether a
higher limit or a distribution across further sources is needed. The latter is also a driver of risk
diversification in Supply Base Optimization.

Advance payment ratio and liquidity commitment

The advance payment ratio describes the share of prepaid order values in a supplier's total volume.
High ratios increase the default risk and tie up liquidity. In contract negotiations, it is therefore worth
looking at alternatives such as payment by milestone or early payment discount models, whose discount
rate influences the economic assessment.
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Supplier receivables owed by the company

The reverse direction also matters: if the company itself pays too late, it worsens the financial situation
of its sub-suppliers and thus indirectly its own supply risk. The Days Payable Outstanding (DPO) metric
should therefore also be considered in the context of critical suppliers.

Risks and controls

Without functioning controls, credit limits lose their effect. Typical weaknesses are a lack of system
support, silo thinking between Procurement and financial accounting, and unclear escalation routes in
the event of exceedances.

Exceedance and escalation

If the limit is exceeded, a clear process should kick in: until an increased limit is approved, no new
advance payments and in some cases no additional orders are triggered in practice. Escalation levels
and delegation rules belong in the internal policy, ideally interlinked with policy compliance in
Procurement.

Dependencies and monopoly risks

For single-source suppliers, the risk cannot be depicted through the limit alone, because a limit change
happens quickly while an alternative source does not. Here, safety stock, dual-sourcing strategies and
early warning indicators from Category Intelligence complement the instrument. Export processing can
also create additional exposures for international suppliers, e.g. through advance payments for export

documents or customs accounts.

Control via the ordering process

The limit is only effective if it is checked in the ordering and approval process. Source-to-Pay systems
can automatically block on exceedance or trigger an approval workflow. Without such system support,
compliance is difficult to enforce in day-to-day business, especially with high order frequencies.

» Automatic limit check at order entry

» Blocking or approval workflow on exceedance
» Four-eyes principle for limit increases

Current developments

Credit limit management is becoming more digital, more data-driven and more strongly integrated into
overall procurement. Two developments are particularly formative.

Al in Procurement and early warning systems

The use of Al in Procurement enables continuous credit monitoring instead of one-off annual checks.
Signals from payment data, commercial registers or public sources can make critical developments
visible earlier and prepare limit increases or reductions on a data-driven basis. Decision-making
responsibility nevertheless remains with humans.

Integration into S2P and supplier risk management

Credit limits are increasingly understood not as an isolated financial rule but as part of holistic supplier
risk management. In category management and category boards, the limit topic is considered together
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with supply capability, quality and compliance. The limit also plays a role in the risk diversification
mindset, because excessively high exposure to one supplier constitutes a portfolio risk.

Supply chain pressures as a driver

Material shortages, energy price volatility and insolvency waves in supply chains have raised sensitivity
to financial risks at suppliers. Many companies are therefore considering proactively supporting critical
sub-suppliers financially — for example through adjusted payment terms — rather than putting them
under pressure through strict limits. This requires a deliberate trade-off between protection and
partnership.

Typical metrics
Limit utilisation: <= 80%
Persistently higher utilisation is regarded in practice as a warning level.

Advance payment ratio per supplier: often < 20%
Benchmark figure; higher for special machinery, coupled with security measures.

DPO (Days Payable Outstanding): 30-60 days
Usual range; deliberately steered in the context of critical suppliers.

Limit review frequency: at least annually
Critical suppliers semi-annually or event-driven.

Practical example

A medium-sized mechanical engineering company with around 1,000 active suppliers introduces
centralised credit limit management. Previously, advance payments to a special machinery supplier
were possible without an upper limit; when that supplier ran into financial difficulties, the company faced
a five-figure loss on advance payments. After the introduction, limits are set by risk class and
automatically checked in the S2P system.

 Introduction of a risk classification with coupled limit bands

« Automatic blocking of further advance payments once the limit is reached

» Four-eyes approval for limit increases above a defined threshold

« Semi-annual review of all suppliers with more than 75 per cent limit utilisation

Conclusion

The supplier credit limit is a simple but effective instrument for making financial risks in the supply chain
manageable. It links credit assessment, operational approval processes and strategic supplier risk
management. What matters is less the exact figure than a consistent process: clear definitions, system
support, defined escalations and regular reviews. Those who manage limits in isolation in financial
accounting use only part of the potential. Integrated into Source-to-Pay and category management, the
instrument contributes noticeably to supply chain stability.

Frequently asked questions

What is a supplier credit limit?
It is the maximum permitted open financing or goods value that a company grants to a single supplier. In
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practice, this includes advance payments, open order values, consignment stock and tools handed over
to the supplier. The limit caps the loss if the supplier fails or becomes insolvent.

How high should the credit limit for a supplier be?

There is no universally applicable amount; the usual approach is to orient it towards the expected order
volume, the credit risk class and the supplier's criticality for the company's own production. In practice,
limits often correspond to several weeks to months of revenue volume with the respective supplier. The
final amount should be set jointly by Procurement and Finance.

Who sets the credit limit for suppliers?

Responsibility usually lies with a combination of Procurement and Finance or Controlling. The buyer
requests the limit, and approval follows defined approval levels up to management for high amounts.
Documentation should be made in the supplier master record.

What happens when the supplier credit limit is exceeded?

Typically, further advance payments or additional orders are blocked until an increased limit has been
approved. The process should be governed by an internal policy with escalation levels. Ideally, the
Source-to-Pay system checks compliance automatically.

How often should supplier credit limits be reviewed?

Annual reviews are common, with semi-annual checks for critical or financially weaker suppliers. In
addition, ad-hoc triggers should apply, such as sharp revenue increases, negative credit news or
upcoming major projects with high advance payments.

What is the difference between a credit limit and supplier creditworthiness?

Creditworthiness assesses a supplier's probability of default and provides the basis for steering. The
credit limit translates this into an operationally usable maximum value for financial exposure. Together,
both parameters form the foundation of financial supplier risk management.
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