AMPLIFA PROCUREMENT GLOSSARY

On-Time Payment Rate: Punctual Payment
Ratio as a Benchmark for Payment Discipline

The On-Time Payment Rate (OTPR) measures the proportion of supplier invoices paid on time by
the agreed payment due date. It is a key financial and supplier metric that reflects both a company's
liquidity discipline and the quality of its ordering and invoicing processes. High payment punctuality
strengthens supplier relationships, reduces the risk of late payment surcharges and improves
procurement's negotiating position. This article explains the definition, calculation, influencing
factors and typical target values of the metric.

Key facts

* The On-Time Payment Rate is the percentage of invoices paid on time relative to the total volume of
all invoices paid.

« In practice, values of over 95 to 98 per cent are considered solid; top performers typically achieve 99
per cent or more.

* The most common causes of delays are missing order references, invoice discrepancies and
missing approvals.

* The metric can be broken down by supplier, invoice value or category and linked to supplier rating.

» Combined with assignment or factoring, timely payment can save suppliers expensive interim
financing.

* Payment terms and early payment discounts govern the legal framework; specific deadlines must be
checked contractually and on a case-by-case basis.

Definition: On-Time Payment Rate

The On-Time Payment Rate (German: punktliche Zahlungsquote) is a performance and process metric
indicating how many invoices in a procurement or accounts payable process are paid no later than the
agreed due date. It is one of the classic process KPIs in procurement and is usually reported monthly or
quarterly.

Formal Calculation

The metric is typically calculated as the quotient of the number of invoices paid on time and the total
number of invoices paid in the period under review. Alternatively, it can be calculated on a value basis
relative to invoice volume, which is more meaningful for large organisations with few key suppliers. A
uniform, documented definition is important so that values remain comparable across periods and
entities.

Distinction from Related Metrics

The OTPR differs from Days Payable Outstanding (DPO), which measures the average payment term in
days, and from the Invoice Match Rate, which only captures the automatic matching of purchase order,
goods receipt and invoice. While the DPO can show high values even for companies that pay late
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deliberately, the OTPR assesses compliance with the contractually agreed due date. Only the
combination of both metrics reveals whether liquidity benefits are being systematically bought at the
expense of suppliers.

Importance in Procurement and the Supply Chain

Payment behaviour has a direct impact on the supplier relationship. Late payments in practice frequently
lead to tougher terms, withdrawn discounts, loss of priority during shortages and, in extreme cases,
supply stoppages. Especially in the industrial mid-market, where many suppliers depend on liquid funds,
the OTPR is thus an early indicator of supplier risk.

Trust as Negotiating Capital

Buyers who pay reliably negotiate from a stronger position: suppliers frequently grant better early
payment discounts, longer payment terms or preferred capacity allocation because the default risk
appears low. Payment punctuality is therefore one of the scored criteria in supplier audits and supplier
evaluations. It complements operational metrics such as PO Cycle Time with a financial dimension.

Early Risk Detection in the Supply Chain

Declining payment punctuality can serve as an early warning signal for internal liquidity bottlenecks or
process problems, but can also affect one's own ability to supply: a financially stressed supplier cuts
investment, loses staff or stops delivering. In the risk management of the digital supply chain, the OTPR
is therefore increasingly monitored alongside delivery reliability and quality metrics.

Methods and Approach for Data Collection

The metric is generated in the accounts payable process and requires clean master data, clear approval
rules and functioning matching between purchase order, goods receipt and invoice. Data collection is
automated in the ERP or accounting system and should be prepared periodically for reporting

purposes.

Data Basis and Scope

The basis is all invoices with an order reference paid in the period; credit notes, advance payments and
special cases such as part payments are usually excluded by definition or reported separately. The due
date as the reference point is important: the payment outflow date is decisive, not the invoice receipt
date. For manual payments and cheque procedures, systematic recording can be patchy, which is why
largely automated payment processing has proved its worth in practice.

Root Cause Analysis of Deviations

A simple ratio is not enough; the analysis of the reasons for delay is what makes it meaningful. Typical
categories are missing order references, price or quantity discrepancies, missing internal approvals,
incomplete supplier data and capacity bottlenecks in the accounts payable team. A Pareto analysis by
cause category usually shows that a few causes account for the majority of delays, which can then be
addressed in a targeted manner, for example through clearer specification management and precise
order texts.

Breakdown by Dimensions
Segmentation by supplier, supplier category, invoice value band, entity and accounting team is useful.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/on-time-payment-rate



A-B-C suppliers and strategic partners should be assessed separately, as payment failures on their part
would be particularly critical. An evaluation along the spend taxonomy or the spend cube helps identify
systematic process weaknesses in specific categories.

Important KPIs Around the On-Time Payment Rate

The OTPR only unfolds its effect in combination with other metrics of the accounts payable and ordering
process. Anyone who merely optimises the ratio without addressing the causes optimises past the
measurement result.

Core Metrics of the Accounts Payable Process

In addition to the OTPR, the following are particularly relevant: the average invoice processing time from
receipt to payment, the First-Pass Match Rate as the proportion of invoices posted automatically, Days
Payable Outstanding and the realised early payment discount share. Together, these metrics show
whether timely payment results from an efficient process or is bought through laborious special
handling.

Target Values and Benchmarks

In practice, rates above 95 per cent are considered adequate and above 98 per cent very good; leading
automators typically achieve 99 per cent or more. On a value-based basis, the rate should be close to
100 per cent for key suppliers, as the business risk predominates there. Target values should be agreed
in tiers by supplier segment, for example as part of a Supplier Development Plan.

Link with Supplier Evaluation

From a supplier's perspective, the OTPR is a quality feature of the customer: it can be included as a
scored criterion in reverse supplier evaluations or, within a Preferred Supplier Programme, signal to
suppliers that timely payment goes hand in hand with volume and allocation advantages. Transparency
about one's own payment reliability builds credibility here.

Risks, Pitfalls and Controls

A high OTPR is not an end in itself. Incorrect invoices must not be paid on time just to flatter the ratio;
duplicate payments and mispostings cost more than a short-term delay.

Unobserved Metric Gaming

If an incentive system is based on the OTPR alone, perverse incentives loom: invoices are approved
without review, reminders are ignored or duplicates overlooked. A duplicate score and strict validation
rules for incoming invoices are therefore indispensable. The ratio should always be interpreted together
with error rates, recovery rates and audit findings.

Legal Framework of Payment Terms

Payment terms in B2B transactions are limited by law in many countries, and late payments trigger
default interest and reminder fees; stricter rules partly apply in construction and towards certain
contracting authorities. The specific requirements differ depending on legal jurisdiction and contract —
compliance should be contractually safeguarded through contract management and legally reviewed on
a case-by-case basis. Inconsistent Incoterms and delivery clauses can also shift due dates.
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Controls and Governance

Effective controls include the four-eyes principle for approvals, automatic matching of invoices with
purchase orders and goods receipts, regular sample audits and a clearly escalated dunning
management. Professional order management provides valuable support, making invoices clearly
attributable from the outset and thus eliminating the most common cause of delay — the missing order
reference.

Current Developments and Digitalisation

Automation and digital payment platforms are fundamentally changing the metrics landscape. Invoice
receipt processing, automatic matching and machine-based payment planning make it possible to
achieve punctuality while optimising the use of liquidity.

Automated Invoice Processing

OCR capture, Al-supported field extraction and rule-based approvals significantly reduce invoice
processing times. In practice, automated processes achieve First-Pass Match Rates far above manual
postings. This creates the time margin needed for timely payment and relieves the accounts payable
team.

Financing Models and Dynamic Discounting

Supply chain finance models and dynamic discounting make it possible to offer timely or earlier
payments in return for a discount, without tying up one's own liquidity. The supplier receives faster
payment, the buyer an interest advantage or discount. A clean separation between genuine early
payment discounts and hidden financing costs is crucial; the economic assessment should be carried
out on a case-hy-case basis.

Integration into Supplier and ESG Strategies

Payment punctuality gains additional weight through sustainability and supply chain discussions: fair
payment practices towards small and medium-sized suppliers are increasingly understood as part of
responsible procurement and can be anchored in the procurement code of conduct. In tenders and
award processes, the buyer's payment punctuality is therefore increasingly becoming a competitive
factor for suppliers alongside price.

Typical metrics

On-Time Payment Rate (quantity-based): > 98 %
Rated as very good in practice; above 95 % is considered solid.

On-Time Payment Rate (A-suppliers): close to 100 %
Monitor key suppliers particularly closely due to the high business risk.

First-Pass Match Rate: > 80-90 %
Proportion of invoices posted automatically; high values ease the payment process.

Days Payable Outstanding: 30—60 days
Usual benchmark; only meaningful when considered together with the OTPR.

Early Payment Discount Utilisation: > 50 %
Proportion of invoices where available early payment discounts are realised; typical industry benchmark.
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Practical Example

A medium-sized mechanical engineering company with around 2,500 active suppliers found in an
analysis that only about 88 per cent of invoices were paid on time. Key suppliers increasingly reported
losing priority for spare parts orders, and several suppliers announced withdrawal of rebates. A root
cause analysis showed that more than half of the delays stemmed from missing order references and
unclear approval responsibilities.

* A binding purchase order requirement for all purchases without exceptions to eliminate missing
order references

» Automated invoice matching with goods receipt and an approval workflow with clearly defined
deadlines

» Monthly OTPR reporting by supplier segment with escalation levels for A-suppliers

* Including payment punctuality as a scored criterion in supplier reviews and the Preferred Supplier
Programme

Conclusion

The On-Time Payment Rate is more than an accounting metric: it measures a company's reliability
towards its supply base and directly influences terms, capacity allocation and supplier risks. It only
becomes meaningful in combination with cycle times, error rates and DPO, and after segmentation by
root cause. High values should arise from process quality and automation, not from unreflective
payment of incorrect invoices. Those who systematically manage payment punctuality strengthen
supplier relationships and build a negotiating and risk buffer that pays off during shortages and price
negotiations.

Frequently asked questions

What does On-Time Payment Rate mean?

The On-Time Payment Rate indicates the proportion of invoices paid on time by the agreed payment
due date. It is calculated as the ratio of invoices paid on time to all invoices paid. The metric shows how
reliably a company meets its payment obligations.

How is the On-Time Payment Rate calculated?

The quantity-based formula is standard practice: the number of invoices paid on time divided by the total
number of invoices paid in the period, multiplied by 100. Alternatively, a value-based calculation on
invoice volume can be used. The key reference is the payment outflow date compared to the due date;
edge cases such as part payments should be defined uniformly.

What On-Time Payment Rate value is good?

In practice, values above 95 per cent are considered solid, above 98 per cent very good. Highly
automated companies frequently achieve 99 per cent or more. For key suppliers, the rate should be
close to 100 per cent, as business risks weigh heaviest there.

Why is timely payment important for supplier relationships?

Suppliers, especially smaller ones, depend on predictable incoming payments. Late payment in practice
leads to worse terms, lower priority during shortages and, in extreme cases, supply failures. Timely
payment, by contrast, strengthens trust and improves procurement's negotiating position.
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What are common causes of late invoice payments?

Typical causes are missing order references, price and quantity discrepancies between order and
invoice, missing internal approvals and incomplete supplier master data. Capacity bottlenecks in

accounts payable also play a role. A Pareto analysis by cause category usually reveals a few dominant
drivers.

How can a company improve its On-Time Payment Rate?

Key elements are a mandatory purchase order requirement, automated matching of purchase order,
goods receipt and invoice, and clearly defined approval processes with deadlines. Monthly reporting by
supplier segment with escalation routes creates accountability. In addition, supply chain finance models
can help offer timely payment without tying up liquidity.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/on-time-payment-rate



