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AMPLIFA PROCUREMENT GLOSSARY

Payment Terms: Confidently shaping terms of
payment in industrial procurement
Payment terms are the contractually agreed terms of payment between buyer and supplier, in

particular the payment deadline, payment method and any discounts such as early payment

discounts. They are a central instrument of working capital management and equally affect liquidity,

supplier relationships and procurement costs. For technical buyers in the DACH region, clean

regulation of the terms of payment is therefore both a financial lever and an element of stable

supplier cooperation.

Key facts
• Payment terms typically comprise the payment deadline, payment method, early payment discount,

invoicing and provisions on default.

• Standard payment deadlines in practice often range between 14 and 60 days; the sector and market

position determine the realistic corridor.

• An early payment discount of 1 to 3 per cent for payment within 7 to 14 days often equates to a

double-digit annualised return and is frequently more attractive than classic factoring.

• Payment terms must comply with tax and legal requirements; changes require a case-by-case

review, especially with long terms.

• Long payment deadlines strain the liquidity of smaller suppliers and can indirectly become more

expensive via price or risk surcharges.

• Digitalisation via EDI and a clear discount process reduce invoice processing costs and significantly

improve payment punctuality.

Definition: payment terms
Payment terms – in German usage Zahlungsbedingungen or Zahlungsziel – govern when and how the

buyer settles an invoice after goods receipt or performance of services. They form part of virtually every

purchase contract and are fixed in order conditions, framework agreements and individual purchase

orders.

Core components of the terms of payment

Complete payment terms consist of more than just the deadline. Buyers should check and document the

following elements uniformly:

• Payment deadline in days, based on the invoice date, goods receipt or performance inspection

• Payment method (bank transfer with BIC/SWIFT, direct debit, possibly card payment for small

amounts)

• Discount deadline and discount rate

• Date that triggers maturity: invoice receipt, goods receipt or both

• Part invoices, down and advance payments in project business
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• Default interest and dunning procedure in the event of late payment

Distinction from adjacent terms

Payment terms should not be confused with payment deadlines arising from statutory default

regulations or with supply chain financing models in which a third party prefinances the invoice.

Consignment stock also shifts the payment date: only withdrawal from the stock triggers the payment

obligation, which supplements but does not replace the payment terms. In supplier onboarding, the

terms are typically captured once in the master data and referenced with every purchase order.

Anchoring payment terms in the procurement process
Payment terms are only predictable if they are consistently enforced through systems and processes.

The starting point often lies before the first purchase order.

Supplier onboarding and master data

In supplier onboarding, procurement defines the payment terms per supplier together with the finance

department and stores them in the supplier master data. Clean master data governance ensures that

deviating information on invoices does not automatically lead to changed maturity dates. Without this

control, duplicate payments, late use of discounts and unnecessary queries in the invoice process

threaten.

Order process and procurement approval workflow

Every purchase requisition (requisition) ideally runs through a procurement approval workflow in which

the payment terms are also checked against the framework agreement. Deviating terms from supplier

quotations – for example a shortened payment deadline in return for a price reduction – must be

evaluated before release. For standard parts from the Approved Vendor List (AVL), the terms have

already been negotiated; new or prototype procurement, by contrast, requires an individual review, as

small specialists often have clear expectations of short payment deadlines.

Invoice processing and discount process

In invoice receipt, the discount process determines the operational implementation: invoice capture via

EDI, automatic matching with purchase order and goods receipt (three-way match) and timely payment

release. The shorter this throughput, the more reliably agreed discount deadlines can be met. In

practice, well-organised departments achieve processing rates here that make using discounts the rule

rather than the exception.

Negotiation management: payment deadline, discount and price in
context
Payment terms form part of the overall cost calculation. Buyers who negotiate them in isolation either

forgo liquidity advantages or damage the supplier relationship.

Assessing the cost-effectiveness of discounts

An early payment discount is essentially an interest transaction. A typical rate of 2 per cent for payment

within 14 days instead of 30 days equates to an annualised return well above ten per cent on tied-up

capital. Whether it is worthwhile depends on your own cost of capital and liquidity position. Finance and

procurement should therefore use a joint decision matrix that automatically suggests the cheaper option
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– discount, standard deadline or early payment programme – for each invoice amount.

Negotiation tactics for payment deadlines

In negotiation management, the following applies: payment deadline and procurement price belong at

the same table. Extended payment deadlines incur capital costs for the supplier, which he often

refinances via the price. Transparency helps: anyone disclosing that discounts are used regularly can

trade shorter deadlines for more attractive terms. Conversely, buyers should remain moderate with

critical, capital-poor suppliers – a liquidity bottleneck at the supplier jeopardises supply and quality.

Sector-typical corridors

In industry, payment deadlines of 14 to 60 days are common depending on the sector; significantly

longer terms can occur in retail. The sector standard serves as a guide: upward deviations need

justification, such as volume discounts or framework agreement volumes. For emergency orders or

short lead times, suppliers often only accept reduced deadlines or advance payment – these exceptions

should be documented in the procurement approval workflow.

Key KPIs for payment terms
Without measurement, the steering of payment terms remains a shot in the dark. Four key figures have

proved their worth in practice.

Discount rate and discount return

The discount rate indicates what percentage of discount-eligible invoice volume was actually paid with a

discount. Values above 80 per cent are regarded as a typical target in well-organised procurement

organisations. The discount return puts the amounts saved in relation to the capital deployed and makes

the advantage over alternative capital investments visible.

Days Payable Outstanding (DPO)

The DPO key figure shows how many days on average lie between invoice receipt and payment. It can

be raised through consistent payment deadline management, but must not come at the expense of

payment punctuality with critical suppliers. A two-stage view – overall DPO and DPO per supplier class

– prevents strategic partners from getting lost in the crowd.

Payment punctuality and process throughput times

Two operational key figures complete the picture: the proportion of invoices paid on time and the

throughput time from invoice receipt to payment release. Both directly affect supplier trust and the use of

discounts. Delivery delays or stop-shipment instructions because of outstanding receivables can be

avoided through high payment punctuality.

Risks and controls in payment terms
Payment terms carry legal, financial and supply-chain-related risks that can be controlled with clear

checks.

Legal frameworks

Payment deadlines in B2B contracts are subject to statutory frameworks on late payment regulation,

which define upper limits for contractually agreed terms and default interest. Very long payment
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deadlines are also increasingly coming into focus of supply chain due diligence requirements; the

German Supply Chain Act obliges larger companies to keep an eye on financial burdens along the

supply chain as well. Each individual provision should therefore be reviewed legally on a case-by-case

basis; this article does not constitute legal advice.

Prohibitions on assignment and receivables financing

Many standard order conditions contain a prohibition on assignment that restricts suppliers from

assigning outstanding receivables to third parties – such as factoring companies. Relevant for buyers is

that payment to the wrong recipient carries damages risks. For changes to bank account details,

therefore: strict verification via master data processes, a call-back to the known contact person and the

four-eyes principle. BIC/SWIFT data are among the most sensitive supplier master data of all.

Supplier default and payment stops

Payment terms are also a lever in crisis situations. An agreed stop shipment or deferred payments for

quality defects put suppliers under pressure – but carry escalation risks. Preparatory measures that help

include a supplier self-assessment of the financial situation, ongoing credit monitoring in the shortage

parts management process and alternative sources of supply from the Approved Vendor List (AVL). This

keeps supply secured even if a payment dispute escalates.

Current developments: digitalisation and supply chain finance
Payments in procurement are digitalising rapidly. Invoice receipt, checking and release are increasingly

running system-supported and largely without paper.

EDI and automated invoice processing

Electronic data interchange (EDI) transfers invoice data directly into the ERP system and shortens the

three-way match to minutes. In addition, automatic spend classification solutions classify payment

volume by product group, which provides negotiation management with sound arguments. The more

digital the process, the more reliably short discount deadlines can be met – an often underestimated

additional benefit of automation.

Supply chain finance and dynamic payment deadline

Supply chain finance programmes allow suppliers to assign invoices to a financing bank at a discount

before their due date, while the buyer retains the original payment deadline. Such models resolve the

conflict between the liquidity of both sides. Prerequisites are clean invoice data and legally reviewed

contract constructions, especially regarding the prohibition on assignment.

Significance for sustainability and resilience

Payment terms increasingly act as a resilience and sustainability lever. Fair, predictable maturity dates

strengthen smaller suppliers and reduce default risks in critical supply chains. In interaction with

shortage parts management, lot size optimisation and Capable to Promise (CTP) in planning, reliable

payment terms therefore contribute directly to delivery reliability and security of supply.

Typical metrics
Discount rate (Skonto quote): > 80%
Proportion of discount-eligible volume paid with a discount; typical target for well-organised procurement
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organisations

Days Payable Outstanding (DPO): 30–60 days
usual corridor in industry; evaluate separately by supplier class

Payment punctuality: > 98%
Proportion of invoices paid on time; the basis for supplier trust

Invoice throughput time: < 3 days
from invoice receipt to payment release; with EDI often hours instead of days

Annualised discount return: > 15%
with 2% discount in 14 days vs. a 30-day target; weigh against your own cost of capital

Practical example
A medium-sized mechanical engineering company with around 400 active suppliers had widely varying

payment terms: small-scale free-of-charge service purchases sometimes ran on advance payment,

strategic suppliers with 60-day deadlines and no discount. Discount deadlines were lost in the invoice

process because goods receipts were recorded manually. Procurement launched a two-stage initiative:

first all master data was cleansed and standard terms defined per supplier class, then invoice

processing was converted to an EDI-based three-way match.

• Standard payment terms fixed per supplier class during supplier onboarding and stored in master

data

• Discount process set up with automatic decision logic: discount from a defined annualised return

• Invoice receipt connected via EDI, throughput time reduced from days to hours

• Negotiation management deliberately combined extended payment terms with price concessions for

framework agreement partners

Conclusion
Payment terms are far more than an administrative detail: they govern liquidity, procurement costs and

the robustness of the supply chain at the same time. Buyers are well advised to anchor payment terms

systematically in supplier onboarding, consider them in negotiation management together with the price,

and measure their implementation via clear KPIs. Digital invoice processes make discounts predictable

and noticeably reduce processing effort. At the same time, long payment deadlines demand sensitivity

towards capital-poor suppliers and a legal review on a case-by-case basis. Those who regard payment

terms as an integral part of procurement strategy create value on both sides of the business

relationship.

Frequently asked questions

What do payment terms mean in procurement?

Payment terms are the contractually agreed terms of payment between buyer and supplier. They

typically comprise the payment deadline, payment method, early payment discount (Skonto)

arrangements and consequences of default. In industrial procurement they are usually stored as

supplier master data during supplier onboarding and applied automatically to every purchase order.

What payment terms are common in B2B?

In industry, payment deadlines of 14 to 60 days are common, depending on sector, market position and
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contract type. For emergency orders or sample deliveries, shorter deadlines or payment in advance are

frequent. Statutory limits on contractually agreed payment terms must be observed; the specific

interpretation should be reviewed legally on a case-by-case basis.

Is an early payment discount really worthwhile?

A typical early payment discount of 2 per cent for payment within 14 days instead of 30 days often

equates to an annualised return well above ten per cent. Whether it is worthwhile depends on your own

cost of capital and liquidity position. A short invoice throughput time is essential so that the discount

deadline can actually be met.

How do you negotiate longer payment terms without harming the supplier?

The payment deadline and price should be negotiated together, as longer deadlines incur capital costs

for the supplier. Transparency about reliable, punctual payment and planned volumes creates

negotiating scope. Restraint is advisable with strategically important or financially weak suppliers in

order not to jeopardise security of supply.

What is a prohibition on assignment in order conditions?

A prohibition on assignment forbids the supplier from assigning outstanding receivables arising from the

business relationship to third parties such as factoring companies. It protects the buyer against the risk

of multiple payments. Payments should always be made to the verified bank account from the master

data; any changes must be checked via controlled processes.

What is the best way to digitalise payment terms?

Best practice is the combination of electronic invoice receipt (EDI), an automated three-way match with

purchase order and goods receipt, and a system-supported approval workflow. In addition, clean,

centrally maintained supplier master data underpin reliability. This allows discount deadlines to be met

reliably and key figures such as discount rate and DPO to be evaluated continuously.


