AMPLIFA PROCUREMENT GLOSSARY

Early Payment Discount Invoices: Using
Discounts and Systematically Optimising
Payment Terms

An invoice with early payment discount (Skontorechnung) is an invoice on which the supplier grants
the buyer a price reduction for payment within a short period — typically two per cent for payment
within ten days, otherwise payment of the full amount within 30 days. For technical buyers, early
payment discount is one of the few instruments with which liquidity can be converted directly into
measurable savings on the purchased-goods side. The article explains the structure, evaluation,
process integration and controls surrounding invoices with early payment discount in industrial
procurement.

Key facts

* An early payment discount is a price reduction granted by the supplier for payment within an agreed
discount period, typically 2—3 % within 8—-14 days.

* The calculated yield of 2 % discount at 14/30 days is in practice around 36—37 % p. a. and exceeds
almost any external financing.

* Whether the discount is taken is determined by the liquidity position and the cost of capital — not by
the discount alone.

 Invoices with early payment discounts must be properly managed in accounting with regard to the
supplier account, the VAT reduction and due date management.

* The discount is negotiable: in practice, terms can be improved through volume shifts, preferred
supplier relationships or longer-term framework agreements.

 Digital credit lines and dynamic discounting extend the classic rigid discount model.

Definition: invoice with early payment discount

An invoice with early payment discount is a standard commercial invoice which, in addition to the
payment terms, shows a defined deduction amount (discount) for early payment. Legally, the discount is
fundamentally a price reduction which reduces the VAT tax base, provided it is actually taken. The
details are governed by the purchase contract or the purchase order instruction.

Distinction from discount, bonus and supplier credit

An early payment discount differs from a volume discount through its linkage to a payment behaviour
condition, and from an annual bonus in that it applies per invoice and takes effect immediately.
Compared with the supplier credit, the discount is the price for early use of the credit period. Important
for buyers: the discount is calculated on the net invoice amount; VAT is reduced proportionately where
the deduction is taken. In export processing with deviating Incoterms such as CPT, it must additionally
be clarified whether transport costs are included in the discount basis or invoiced separately.
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Typical terms structures

Three patterns dominate in industry: 2 % / 14 days, net 30 days as the standard; 3 % / 8-10 days where
the supplier has little negotiating room; and 1 % / 30 days, net 60 days for longer payment terms. For
capex goods and project deliveries, discounts are often staggered per milestone; for MRO and C-parts
the standard model dominates. The terms should be anchored uniformly in the procurement policy for
MRO vs. capex so that buyers do not have to evaluate each case afresh.

Methods and approach: evaluating and negotiating the discount

The decision for or against an early payment discount follows a simple profitability logic: the saving is
annualised over the period of capital use forgone and compared with the company's own cost of capital.

Calculatory evaluation

The effective yield is obtained approximately from the discount rate divided by (100 discount rate),
multiplied by 360 divided by the discount period in days. At 2 % and 14 days (with 30 days net), this
typically gives around 36—37 % p. a. As long as this yield exceeds the company's own cost of capital
and the return on short-term investments, the discount is economically worthwhile. Where liquidity is
tight, the interest on a current account credit line is the benchmark for comparison.

Negotiation and terms design

The discount is part of the overall package alongside price, payment terms and delivery performance.
Levers include volume bundling, extending framework durations, switching to framework call-offs or
granting preferred allocation via a preferred supplier policy. Practical rule: always negotiate the discount
rate and payment terms together, since the supplier factors in its capital requirements. A high discount
with a short net term can be more expensive than a moderate discount with a long term.

Integration into the ordering process

For the discount actually to be taken, purchase order, order confirmation requirement, goods receipt
and invoice verification must interlock smoothly. Every clarification of invoice discrepancies costs time
and jeopardises the discount deadline. A consistent three-way match between purchase order, goods
receipt and invoice, plus a high fill rate from reliable suppliers, are the operational prerequisites. The
payment schedule and due date management in the finance department must actively monitor discount
deadlines.

Key KPIs and metrics for invoices with early payment discount

Discount management can be measured. The following key figures show whether potential is being
exploited or deadlines are being missed.

Discount utilisation rate and discount yield

The discount utilisation rate sets the discounts taken in relation to all discount-eligible invoices. In
practice, well-organised procurement functions achieve over 90 % here. The discount yield is usually
offset as a deduction from gross margin and should remain visible in Spend Analytics reporting,
otherwise the saving disappears statistically in the price.

Missed discount deadlines and cycle times

The rate of missed deadlines and the invoice cycle time from goods receipt to release are the decisive
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early indicators. If the cycle time typically exceeds the discount period, the discount is effectively
worthless, regardless of the rate. Causes often lie in complaints without clearly defined acceptance
criteria or in the absence of inspection instructions for incoming inspections.

Liquidity and working capital perspective

Taking the discount shortens Days Payable Outstanding and increases short-term funding
requirements. The link to inventory management is close: a high discount yield can be eaten up by poor
inventory cover and capital tied up in the warehouse. An inventory health dashboard helps to manage
both effects together.

Risks and controls for invoices with early payment discount

Early payment discounts harbour operational and accounting pitfalls which, without clear controls, lead
to incorrect amounts or VAT liabilities.

Sources of error in processing and posting

Common errors: the discount is deducted on gross rather than net, partial deliveries or credit notes are
not taken into account, or the deduction is taken despite the performance being under complaint. The
tax treatment of the VAT reduction must also be correctly represented. The general guidance on this
should be checked with tax advisers on a case-by-case basis, particularly for cross-border transactions
involving export processing.

Fraud and falsification risks

Invoice changes affecting bank details shortly before the discount expires are a well-known fraud
pattern, as time pressure undermines the verification processes. Controls: four-eyes principle for
changes to payment details, verification of BIC/SWIFT and IBAN against the master data, re-verification
via known contacts. Discount deadlines must never serve as justification for shortened verification
processes.

Organisational controls

Effective controls are: clear acceptance criteria and documented evidence of performance before
release, deadline automation in the ERP with blocking logic for open complaints, and regular
reconciliation between procurement and financial accounting. The payment run should be scheduled so
that the discount deadline is not squandered through internal timing.

Current developments: from classic discount to dynamic
discounting

The rigid 2 %/14/30 model is increasingly being supplemented by more flexible processing forms that
make the supplier and buyer sides more independent of each other.

Dynamic discounting and supplier financing

With dynamic discounting, the buyer determines per invoice when it will pay, and the discount rate is
staggered according to the lead time. This decouples the discount from fixed periods and adapts it to the
liquidity position. It must be distinguished from supply chain finance, where a bank pays the supplier
earlier and the buyer extends its payment terms — here no discount yield flows, but rather an additional
financing cost arises.
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Digitalisation and data basis

Without clean invoice data and payment data, discount management is flying blind. Spend Analytics
across suppliers and terms shows where discounts remain unused or are overvalued. Electronic
invoicing and automated releases reduce cycle time and make even short discount periods of eight to
ten days realistically usable.

Interest rate environment and shifts in negotiation

Rising cost of capital increases the value of payment lead time for both sides: suppliers want to be paid
earlier, buyers want to pay later. Discount terms are therefore increasingly on the negotiating agenda —
also in the context of supplier consolidation and risk diversification, where new suppliers are sometimes
won over with attractive terms.

Typical metrics

Discount utilisation rate: > 90 %
Proportion of discounts taken on time as a share of discount-eligible invoices; in practice 90 %+ is a good level

Discount yield (p. a.): approx. 36 % at 2 %/14
Annualised effective yield of the standard terms 2 %/14/30

Invoice cycle time: <5 working days
From goods receipt to payment release; must be below the discount period

Missed discount deadlines: <5 %
Proportion of discount deductions missed; a direct indicator of process quality

Practical example

A mid-sized mechanical engineering company with an annual purchased-goods volume of around €80
million found that only about 60 % of discount-eligible invoices were paid within the deadline. The main
causes were long invoice approval routes and frequent complaints without standardised acceptance
criteria. Following analysis in Spend Analytics, four measures were implemented:

 Introduction of a three-way match with automatic release in the event of completely discrepancy-free
processing, reducing cycle time to under 5 working days

* Anchoring uniform discount terms in the procurement policy for MRO vs. capex, including an
evaluation formula for buyers

* Negotiating adjusted terms with the top 20 suppliers within the framework of the preferred supplier
policy, template: 2 %/10/30 instead of 2 %/14/30 in return for a volume commitment

» Deadline automation in the payment schedule with blocking flags for invoices under complaint and
BIC/SWIFT verification when payment details are changed

Conclusion

An invoice with early payment discount is more than a discount field on the invoice: it links price
negotiation, liquidity management and process quality in procurement. Those who evaluate the discount
systematically, negotiate it into terms and secure it operationally through short cycle times realise
high-yield savings without changing suppliers. The prerequisites are clean controls, a functioning
three-way match and a payment schedule that actively manages discount deadlines. Supplemented by
dynamic discounting, the discount becomes a flexible steering instrument for working capital. Technical
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buyers should report the relevant key figures regularly and not let the saving disappear in the price.

Frequently asked questions

What does an early payment discount on an invoice mean?

An early payment discount (Skonto) is a price reduction granted by the supplier which the buyer
receives if payment is made within a shortened period — typically 2 % for payment within 14 days. If
payment is made later, the full invoice amount falls due within the payment terms. Because it is a price
reduction, taking the discount also reduces VAT.

Is an early payment discount really worth it? How do | calculate the yield?

The effective yield is calculated approximately as the discount rate divided by (100 discount rate),
multiplied by 360 divided by the discount period in days. At 2 % discount and a 14-day period, this works
out in practice at roughly 36—-37 % per annum. This clearly exceeds typical current account interest
rates, so taking the discount is almost always worthwhile where liquidity is sufficient.

What percentage discount is customary?

In industry, 2 % for payment within 10 to 14 days with 30 days net payment terms is the most common
standard. Occasionally 3 % for very short periods or 1 % for longer terms can be found. The rate is
negotiable and depends on the supplier's capital requirements and the business relationship.

When is an early payment discount not worthwhile for the buyer?

An early payment discount is not worthwhile if your own liquidity is insufficient and the credit required
would be more expensive than the discount yield, or if the cost of capital exceeds the discount yield.
Likewise, if internal processes regularly miss the discount deadline, the discount is effectively worthless.
In such cases it is often better to negotiate longer payment terms without a discount.

How is an invoice with early payment discount correctly posted?

The discount deduction is posted as a price reduction that reduces the cost of goods or expenses; VAT
is reduced proportionately. It is important to allocate it correctly to the supplier account and to separate
out discount forfeited due to missed deadlines. The specific posting and tax treatment should be
checked with tax advisers on a case-by-case basis.

What is the difference between an early payment discount and a bonus?

An early payment discount is deducted per invoice immediately upon payment within the discount
period, whereas a bonus is usually paid retrospectively at year-end based on total volume. The discount
is linked to payment behaviour, the bonus to purchase volume. Both can be combined in negotiations,
but should be evaluated separately.
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