AMPLIFA PROCUREMENT GLOSSARY

Netting: Offsetting Receivables and Payables
In the Procurement and Supplier Context

Netting refers to the mutual offsetting of receivables and payables between business partners, so
that only the balance is paid. In industrial procurement, this typically concerns open items with
suppliers, intercompany settlements or multilateral netting across several group entities. Netting is
relevant for buyers because it directly influences liquidity, payment flows and the relationship with
suppliers. Used correctly, it significantly reduces transaction costs and reconciliation effort.

Key facts

* Netting offsets mutual receivables and payables into a balance that is actually paid.
* The basic forms are bilateral netting (two partners) and multilateral netting (several entities via a
clearing centre).

* In procurement, typical netting scenarios arise from credits, contractual penalties, returns or price
reductions.

* Netting changes effective payment terms and can lead to a DPO effect simulation to assess liquidity
effects.

« Legally, set-off, limitation periods and, if applicable, active VAT invoicing obligations must be
examined; the individual case decides.

« Solid master data, in particular a unique supplier identifier, is a prerequisite for error-free netting.

Definition: Netting

Netting is the process by which several mutual claims between the same parties are consolidated and
offset into a net amount. Instead of many individual payments, only the difference flows. The term
originally comes from finance, but has an established practical meaning in procurement, treasury and
supplier settlement.

Bilateral versus Multilateral Netting

In bilateral netting, two parties offset their open items directly with each other, for example a supplier
against its subsidiary. Multilateral netting bundles the receivables and payables of several entities in a
central clearing process, usually within group treasury. In practice, this typically runs monthly in a fixed
cycle. Multilateral netting becomes particularly relevant for technical procurement when group
purchasing spans several entities and supplier invoices are bundled group-wide.

- Bilateral: two partners, simple reconciliation, quick implementation.
« Multilateral: multiple participants, central clearing, higher system requirements.

Distinction from Pure Early Payment Discount Arrangements

Netting should not be confused with the early payment discount process: early payment discounts
reduce the invoice amount upon prompt payment, while netting reduces the number of payment
transactions through offsetting. However, the two can be combined when offset items are eligible for
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discount. It is important to have a clear contractual provision on whether the discount applies to the
gross amount or the net balance, as this is economically noticeable at larger volumes.

Methods and Approach in the Procurement Context

Netting in procurement follows a structured process: identification of items eligible for offsetting,
reconciliation with the contractual partner, approval and posting of the balance. The prerequisite is a
clean documentary basis without clarification cases, because every disputed item blocks the entire
netting run.

Typical Netting Triggers in Procurement

The triggers are varied: credits from price reductions or chargebacks, short deliveries, contractual
penalties from SLA breaches, refunds from returns or balancing items for plausibility discrepancies
between the PO order and the invoice. Rebate settlements from a price sheet or annual volume
agreements are also frequently agreed as netting-capable. It is crucial that the contract and ordering
terms expressly permit offsetting; implicit offsetting frequently leads to disputes.

» Credits and chargebacks from quality defects.
« Contractual penalties and balancing items from logistics deviations.
* Rebate and bonus settlements over defined periods.

Process Steps and System Support

In practice, the process runs via the accounts payable accounting system or a treasury platform with
defined mandatory fields for offsetting notes, contract references and cost centres. The procedure
comprises: balance reconciliation, clarification of open items, mutual approval by both sides (usually via
a reconciliation protocol), then posting of the balance. Master data quality is critical: without a consistent
supplier identifier, the same suppliers are maintained multiple times and balances are distorted.

Interface with Supplier Management

Netting agreements should be part of the supplier strategy and the contract landscape, not arise ad hoc.
In supplier qualification and onboarding questions, it is worth checking whether the partner handles
netting procedurally and whether its processes — for example documented in accordance with ISO 9001
— suggest clean reconciliation. For suppliers from a broad supplier network, a uniform netting clause in
framework agreements is recommended.

Key KPIs and Economic Assessment

Netting can be measured: via the number of avoided payment transactions, the reduced liquidity
requirement and reconciliation quality. These metrics justify the effort to management and make
improvements visible.

Core Metrics of the Netting Process

Key figures are the netting balance relative to the gross volume (netting ratio), the number of avoided
transactions per cycle and the share of automatically reconciled items. In addition, it is worth
considering the DPO effect simulation: when offsets are deliberately placed within the payment cycle,
this shifts effective payment outflows and influences cash flow metrics. The share of clarification cases
before netting runs is also a good early indicator of data quality.
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» Netting ratio: net balance divided by gross offsetting volume.
» Degree of automation of balance reconciliation.
 Clarification rate: share of blocked items per run.

Placement within Working Capital Objectives

Netting affects both sides of the liquidity equation: it reduces payment transactions (bank charges,
effort) and can lower weighted capital tied up. With international partners, the effect also depends on the
chosen Incoterms — such as DDP or Incoterms FOB — because these result in customs and freight
costs, which can likewise be offset. Netting must, however, be kept clearly separate from supplier
financing models such as supply chain finance; the two mechanisms work at different levels.

Risks and Controls

Netting carries risks when offsets occur without control: hidden profit shifts within the group, tax
obligations to invoice separately, claims lost through limitation or disputes with partners close to
insolvency. Solid controls minimise these dangers.

Legal and Tax Review Points

The basis is the civil-law set-off: it requires similar, due and enforceable receivables. With suppliers
close to insolvency, offsetting may violate proof requirements for a right of set-off or may preclude
claims — legal advice in advance is sensible here. From a tax perspective, netting can have VAT
consequences, particularly in a cross-border context, for example when separate supplies are invoiced
together. Such questions must always be examined on a case-by-case basis with tax advisors and the
legal department; this article does not constitute legal advice.

« Check set-off prohibitions or exclusion clauses in framework agreements.
* Monitor limitation periods for open credits.
* Refrain from netting if insolvency is indicated and assert the claim separately.

Organisational Controls

Effective controls include four-eyes approval above defined thresholds, periodic balance confirmation by
the supplier and documented derivation of every offsetting item back to the originating invoice. If there
are signs of the partner's financial difficulties, an updated credit check helps, supplemented by current
information from the supplier self-disclosure. In addition, procurement should keep supplier location risk
in view: a netting balance with a location in a crisis region should be clarified as a priority before default
events occur.

Data Quality as the Foundation

Many netting errors arise not in the process but in the master data: duplicate supplier records, incorrect
payment routes, missing references. A clean material number system and consistent order references
facilitate matching. Regular reconciliation with the supplier — ideally automated via a supplier network —
measurably reduces clarification cases.

Current Developments: Automation and Supplier Networks

Netting is increasingly automated: treasury systems and AP platforms carry out balance reconciliation
partly autonomously, and supplier portals allow mutual online confirmation. At the same time, pressure
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is growing to document netting processes in an audit-proof and audit-ready manner.

Digitalisation of Balance Reconciliation

Modern systems automatically identify offsetting candidates based on references, supplier number and
amount patterns and propose netting sets. The human confirms, the system posts. This shortens cycles
from weeks to days. Structured data quality remains a prerequisite — unstructured credits without
references remain a manual nightmare. Al-supported matching helps here, but does not replace
contractual clarification of disputed items.

Netting in the Context of Resilience and Compliance

Compliance topics are increasingly flowing into the offsetting discussion: for critical materials or
penalties for non-compliance — for example documented supplier reprimand procedures or exclusion
grounds — claims arise that can be agreed as netting-capable. Sustainability requirements such as a
Restricted Substances List (RSL) also lead to contractual penalties in the event of breaches, which are
ideally handled via clear netting rules rather than individual claims. Overall, netting is thus shifting from a
purely treasury topic to a component of integrated supplier management.

Typical metrics

Netting Ratio: typically 60-90 %
Ratio of net balance to gross offsetting volume per cycle.

Avoided Payment Transactions: > 70 %
Share of transactions saved compared with individual payments; benchmark depends on the business model.

Degree of Reconciliation Automation: > 80 %
Share of automatically matched items without manual intervention.

Clarification Case Rate: <5 %
Share of blocked items before the netting run; an indicator of data quality.

Practical Example

A mid-sized mechanical engineering company with several European entities purchased components
via group framework agreements, but each entity paid the same supplier separately. Rebate settlements
and credits from quality chargebacks were settled separately, delayed over years or forgotten. The
introduction of a monthly multilateral netting run via group treasury changed this fundamentally: all open
items were reconciled centrally, the balance per supplier was paid, and clarification cases were handled
in advance by procurement.

« Uniform netting clause in all framework agreements with defined mandatory fields for offsetting
references.

« Monthly netting run with automated balance reconciliation and four-eyes approval above a defined
threshold.

 Integration of suppliers via a supplier network for mutual online confirmation.
« Six-monthly review of the netting ratio and DPO effect simulation to steer working capital.

Conclusion

Netting is more than an accounting detail: it bundles payment flows, reduces transaction costs and
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creates transparency about the actual economic relationship with suppliers. The prerequisites are clean
contracts, consistent master data and disciplined processes. For buyers, netting is particularly worth
examining where credits, contractual penalties and rebates arise in significant volumes. Those who
integrate netting strategically into supplier strategy and working capital management achieve
measurable liquidity and efficiency benefits. Legal and tax details should always be examined on a
case-by-case basis.

Frequently asked questions

What does netting mean in procurement?

Netting refers to the offsetting of mutual receivables and payables, for example when credits, contractual
penalties or rebates are set off against open supplier invoices. Only the balance is paid. In procurement,
netting is particularly relevant for framework agreements and group-wide purchasing.

What is the difference between bilateral and multilateral netting?

Bilateral netting offsets two parties directly with each other, while multilateral netting bundles multiple
entities through a central clearing process, usually within group treasury. Multilateral netting reduces
liquidity requirements more strongly across the group, but demands higher system and process
requirements. In practice it typically runs monthly.

What legal requirements must netting fulfil?

Under civil law, netting requires a valid set-off: similar, due and enforceable receivables without
contractual exclusion. Caution is required if the partner is at risk of insolvency, and tax accounting
obligations may prevent offsetting. The assessment should always be carried out on a case-by-case
basis with legal and tax advice.

How does netting affect working capital?

Netting reduces the number of payment transactions and can lower capital tied up, because fewer
amounts actually flow. A DPO effect simulation can be used to assess how deliberately placed offsets
influence cash flow and days-payables metrics. The effect depends on contract structure and payment
terms.

When is netting with suppliers sensible and when is it not?

Netting makes sense for recurring business, a clean documentary basis and a clear contractual
foundation. It is unsuitable for disputed items, partners close to insolvency, or where tax obligations
require separate settlement. An updated credit check before larger offsets is recommended.

Which systems support netting in procurement?

Typically treasury management systems, ERP accounts payable modules or specialised AP platforms
with a netting module. They identify offsetting candidates based on references and amounts, propose
netting sets and document approvals in an audit-proof manner. Master data quality remains crucial, in
particular a unique supplier identifier.
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