AMPLIFA PROCUREMENT GLOSSARY

Cash discount calculation: correctly
assessing and using supplier cash discounts

Cash discount calculation assesses a supplier's discount offer for early payment in relation to your
own financing costs. It determines whether taking a cash discount is economically worthwhile or
whether using a longer payment term is the better option. For buyers, it is therefore a central tool at
the intersection of procurement and finance, directly influencing liquidity and material procurement
costs.

Key facts

» Cash discount is a price reduction for payment within an agreed deadline, typically 2 to 3 percent for
payment within 7 to 14 days.

* The decision-relevant figure is the annualised cash discount rate: 2% cash discount for payment in
14 days against a 30-day term equates to over 36% p. a. on calculation.

« A cash discount is worthwhile when the annualised rate exceeds your own cost of capital or an
available short-term credit line.

« Buyers should always negotiate cash discount on the basis of the payment terms in the terms of
purchase, not only at invoice maturity.

* Suppliers themselves view granting cash discount as a financing instrument; they trade liquidity for
margin.

» Alternatives such as early payment programmes or dynamic supplier financing follow comparable
logic, but with different terms.

Definition: cash discount calculation

Cash discount calculation is the systematic process used to check whether taking a supplier discount
for prompt payment is economically advantageous. The core figure is the interest rate annualised over
the year that is implicitly embedded in forgoing the payment term.

Basic formula and calculation method

The annualised cash discount rate is calculated as the discount rate divided by the net payment (100%
minus the discount rate), multiplied by 360 divided by the discount period. Example: 2% discount for
payment in 10 days instead of 30 days: 0.02 / 0.98 x 360 / 20 36.7% p. a. This figure is the effective rate
the company 'earns' by paying early — or conversely pays by forgoing the discount.

« Formula: cash discount rate p. a. discount % / (100% discount %) x 360 / days of payment term
forgone

« Benchmark: own cost of capital, credit line interest rate or investment return on free liquidity

» Decision rule: use the cash discount when the discount rate exceeds the benchmark rate

Distinction from other payment incentives
Cash discount is not identical to bonus or volume rebates, which are tied to annual sales volumes, but is
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tied exclusively to the payment date. Supplier credit in the form of an extended payment term is also a
financing benefit, but without a direct price reduction. In practice, both elements are mixed together in
the terms of purchase; the calculation should therefore assess them separately.

Methods and approach in cash discount calculation

A sound approach falls into three steps: capture the terms, calculate the rate and set it against your own
financing costs. In addition, procurement should check whether the discount actually applies to the
entire invoice amount or only to defined line items.

Step 1: Obtain and check the terms

Relevant details are the discount rate, discount period, net payment term and the base amount. It is
important to clarify whether the discount applies to the gross value including freight and incidental costs
or only to the goods value — this noticeably shifts the effective rate. Conditions often differ between spot
purchases and framework agreements: framework agreements allow more reliable cash discount
arrangements than one-off purchases.

Step 2: Annualise and compare

The annual interest rate is compared with your own cost of capital. If the discount rate is lower, the
payment term is the better use of liquidity; if it is higher, using the cash discount is worthwhile — if
necessary financed via a short-term credit line. In practice, the threshold for many industrial companies
lies between 5 and 10% p. a.; high discount rates of 2 to 3% over short periods almost always exceed
this significantly.

Step 3: Anchor implementation in processes

The calculation only has an effect if the payment is executed on time. This requires coordination
between procurement, accounts payable and treasury: clearly defined approval processes, cash
discount deadlines stored in the system and reporting on missed discounts. A typical source of error is
invoice processing times that effectively eat up the discount period.

Key KPIs for steering

Cash discount management can be steered using a few clear key figures. They show how much value
procurement realises or gives away through payment discipline.

Cash discount rate and missed discounts

The cash discount rate indicates what proportion of the discount-eligible invoice volume was actually
settled with the discount. Missed discounts are reported as an absolute amount per period; in practice,
five-figure sums quickly accumulate here through late invoice approvals alone.

Effective discount rate and payment days

In addition to the rate, the averaged effective rate across all discounts used and the actual days to
payment (Days Payable Outstanding) are of interest. An increase in payment days combined with a
falling discount rate can indicate process problems or deliberate liquidity management — both should be
documented in procurement and coordinated with the finance department.
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Risks, controls and negotiating leeway

Cash discount works in both directions: whoever uses it commits liquidity; whoever grants it forgoes
margin. Both sides should negotiate terms deliberately rather than adopting standard formulas.

Risks on the buyer side

The main risks are unplanned liquidity outflows with high discount utilisation, calculation errors due to
poor terms data and disputes over discount deductions on partial invoices or credit notes. Combined
effects with other price components such as an alloy surcharge or index clauses must also be clarified:
on what basis is the discount calculated? Clean documentation in the terms of purchase prevents later
deviation approvals and follow-up claims.

Exploiting negotiating leeway

Discount rates are negotiable, especially with higher volumes or a long-term supplier relationship as an
A-supplier. Alternatives: instead of a classic cash discount, a structured early payment programme with
tiered rates, or, in single sourcing with critical suppliers, forgoing the discount in return for better price or
availability commitments. Procurement should factor in the supplier's cost of capital advantage — this
can make granting the discount cheaper than the supplier's own credit.

Tax and accounting notes

Cash discount received generally reduces the acquisition costs or the material expense; details of the
posting and any VAT aspects are to be clarified with the finance or tax department in each individual
case. This information is general and does not replace audit-ready advice for a specific case.

Current developments: digital payment programmes and cash
discount in procurement

Cash discount is increasingly becoming part of digital financing and procurement platforms. Dynamic
payment programmes automate which invoices are paid early — based on stored terms data and the
cash forecast.

From cash discount to early payment programmes

Modern early payment programmes allow suppliers to sell invoices before the deadline against a
rate-dependent discount. The buyer pays early and can thus strengthen supplier liquidity without offering
a classic cash discount. The logic resembles cash discount calculation, but the discount rates vary
depending on the chosen payment date — the calculation therefore shifts from a fixed calculation to
continuous optimisation.

Digital invoice processing as an enabler

Without fast, automated invoice checking, cash discount remains theoretical. Electronic invoicing,
automatic account assignment and clear approval workflows shorten the turnaround time from days to
hours. In practice, invoice processing time is the biggest lever for reducing missed discounts — before
any negotiation about higher rates.

Cash discount within the working capital strategy

Cash discount decisions are part of comprehensive working capital management. They involve a
trade-off with maximum payment terms and interact with supplier financing, prepayments and down
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payments. Leading procurement organisations produce a savings forecast for this purpose that reports
discount realisation and term extension as separate impact variables in order to avoid double counting.

Typical metrics

Cash discount rate: > 90%
Proportion of cash discount-eligible volume actually paid with cash discount

Annualised cash discount rate: > 20% p. a. at 2% / 14 days
usual benchmark; comparison basis is your own cost of capital

Missed cash discount: ideally < 1% of volume
Indicator of invoice process quality

Invoice processing time: < 3 working days
Prerequisite for reliably meeting cash discount deadlines

Practical example

A medium-sized mechanical engineering company with an annual procurement volume of around €40
million discovered in an analysis that over 30% of cash discount-eligible invoices were paid without the
discount — mostly due to long approval routes. After process optimisation and a clear provision in the
terms of purchase, the cash discount rate rose significantly within a year; the realised discount equated
to several employee-years of interest savings compared with the credit line used.

« Terms data for all suppliers captured centrally and cash discount deadlines monitored automatically
 Invoice approval shortened to a maximum of three working days, approval authority tiered

» Cash discount decision rule documented: use it whenever the discount rate exceeds 8% p. a.

* Quarterly analysis of the cash discount rate and missed discounts with the finance department

Conclusion

Cash discount calculation is a simple tool with a powerful lever effect: it converts a discount into an
annualised rate and makes it comparable with your own cost of capital. Realising it requires a lean
invoice process and a clear agreement on terms with the supplier. Buyers should not delegate cash
discount as a finance matter, but actively use it as a negotiation and optimisation variable. Those who
consider cash discount, payment terms and alternative payment programmes together improve both
results and liquidity.

Frequently asked questions

When is cash discount worthwhile for the buyer?

Cash discount is worthwhile when the annualised cash discount rate exceeds your own cost of capital
or the interest rate on an available credit line. Typical rates of 2% with a 10 to 14-day deadline equate to
well over 30% p. a. on calculation, and are therefore usually advantageous. With tightly calculated rates
or tight liquidity, using the full payment term may be the better choice.

How do you annualise the cash discount rate?

The annualised rate is calculated as: cash discount rate divided by (100% minus cash discount rate),
multiplied by 360 divided by the number of days by which the payment term is shortened. With a 2%
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cash discount and a 20-day reduction, the rate is approximately 36.7% p. a. This formula is the standard
benchmark in cash discount calculation.

Is cash discount deductible for VAT purposes?

Cash discount received generally reduces the consideration and therefore the input tax base; the details
of the treatment depend on the specific invoicing and accounting. These questions should be reviewed
with the finance or tax department on a case-by-case basis. As a general rule, no blanket statements
apply without examining the individual case.

What is the difference between cash discount and supplier credit?

Cash discount is a price reduction for early payment, whereas supplier credit is the use of the payment
term without a price reduction. Both are financing services provided by the supplier with different
calculations: cash discount is assessed via the interest rate, the payment term via capital commitment.
In negotiations, the two can be traded off against each other.

Can cash discount be negotiated or increased?

Yes, cash discount rates and deadlines are negotiable, especially with high volumes, long-term
collaboration or when helping the supplier's liquidity. Alternatives include tiered early payment
programmes with dynamic rates. The prerequisite is a sound calculation that clearly shows the supplier
the equivalent value of their offer.

What happens if the cash discount is missed?

If the cash discount deadline is missed, the full invoice amount is generally payable within the net
payment term; a subsequent deduction is not permitted without agreement and can lead to
discrepancies. Operationally, a missed cash discount means a measurable loss of profit. Automated
deadline monitoring and short invoice processing times help prevent this.
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