
PROCUREMENT GLOSSARY

Down Payment: Advance Payment
to Secure Long-Lead-Time
Procurement
The down payment is a partial payment made by the buyer to the supplier before full

performance has been rendered. It secures the binding nature of a contract, finances the

supplier's preliminary expenditures and is particularly common for capital goods,

custom-made products and long lead times. For procurement, it is an instrument between

supplier financing and risk control that must be clearly regulated and monitored.
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Key facts at a glance

01 A down payment is a partial payment made before performance is rendered and must

be contractually agreed.

02 Typical down payment amounts in practice usually range from 10 to 30 percent of the

order value.

03 Down payments create default risk, which should be limited through securities such as

bank guarantees.

04 Following a valid rescission, down payments generally bear interest; the interest

obligation must not be agreed before performance is rendered.

05 For liquidity planning, the payment date matters: a down payment fixes the cash outflow

before delivery of the goods.

06 Down payments should be accompanied by control mechanisms such as milestone

reviews and securities management.

Definition: Down Payment

A down payment is a contractually agreed partial payment by the buyer on the total purchase price,

due before or during the performance of the service. It differs from interim payments in that it is usually

made at the start of the contract and makes the order binding for both parties. Legally, the down
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payment in Germany is outlined by the provisions on rescission of consumer contracts; in the B2B

sector, the agreed terms of purchase and general contract law apply in particular.

Distinction from Interim Payment, Advance Payment and Down Payment Guarantee

An advance payment covers the full amount before performance, whereas a down payment covers only

part of it. Interim payments are also made before complete performance, but on a performance-related

basis after documented partial progress. A down payment guarantee or advance payment surety from

a bank protects the buyer in the event that the supplier fails to deliver despite the advance payment or

becomes insolvent.

Typical Use Cases in Industrial Procurement

Down payments are common for machinery and equipment, tools and moulds, casting and forging

parts with long lead times, custom developments as well as bottleneck-prone raw materials and

semiconductors. They also occur when suppliers must procure input materials before they can produce.

For standard catalogue products, down payments are unusual; open payment terms dominate here.

Typical Amounts and Payment Dates

In practice, the down payment is often between 10 and 30 percent of the order value; for one-off and

custom-made products, higher rates are also possible. A remaining down payment is often combined

with further milestones, for example at order confirmation, after design release and upon readiness for

dispatch.

Contractual Design: Methods and Approach

A down payment should never be agreed as a blanket arrangement but always with clear references to

performance, timing and repayment. Procurement defines standard requirements within its terms of

purchase and examines on a case-by-case basis whether a down payment is appropriate and

adequately secured. A documented procurement policy determines from which order value and under

which conditions down payments may be approved.

Contract Components and Conditions

Key provisions include the down payment amount and due date, interest in the event of rescission,

provision of securities, extension of limitation periods for defect claims, and offsetting against interim

and final invoices. The treatment of partial deliveries and supplier default should also be clearly

regulated. For international business, INCOTERMS and the agreed payment method must additionally

be observed.

Securities: Guarantees and Suretyships

As security, irrevocable, abstract bank guarantees (down payment guarantees) have become

established, often with first-demand character and a term covering the claim. Alternatives include

suretyships, within narrow limits valuation agreements on the supplier's assets, or deposits.
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Procurement should examine the guarantee terms carefully, as drafting errors significantly reduce the

protection.

Release Process and Milestone Control

Before disbursement, a documented review should take place: the contractual situation, the supplier's

financial stability (e.g. supplemented by the D-U-N-S Number (DUNS) in supplier evaluation) and

compliance with the procurement policy. After payment release, procurement monitors contract

progress via defined milestones; deviations are handled in exception management and escalated

where necessary.

Key KPIs and Liquidity Impact: Key KPIs relating to Down
Payments

Down payments directly affect working capital, as the cash outflow occurs before delivery of the goods.

Procurement and the finance department should therefore manage down payments in a measurable

way: open disbursements, committed capital, extent of securities and the supplier's payment reliability

are key figures. The buyer's own payment reliability is also measured by suppliers and influences the

supplier relationship.

Down Payment Ratio and Committed Capital

The down payment ratio sets the sum of down payments made in relation to the order volume of a

period. In practice it is often kept to a few percent of procurement volume; a marked increase is a

warning signal of growing pre-financing. In addition, the committed down payment capital shows how

much liquidity is currently tied up in orders not yet delivered.

On-Time Payment Rate and Supplier Relationship

From the supplier's perspective, the on-time payment rate, i.e. the share of down payments and

invoices paid on time, is what counts. Reliable disbursement of down payments strengthens the buyer's

position for prioritised production during shortage phases and can be leveraged for discounts or better

conditions, for example within renegotiation or volume discounts in procurement.

Guarantee Utilisation and Risk Indicators

Also measured is how many down payments are fully covered by guarantees and how quickly

guarantees can be drawn upon when needed. Supplementary early-warning indicators from supplier

classification and supplier segmentation help identify high-risk down payments at an early stage and

support processes such as a sorting action or lot formation for outstanding deliveries.
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Risks and Controls: Default, Dependency and Fraud

The greatest danger of a down payment is the complete or partial default of the supplier, for example

through insolvency, incapacity to perform or fraud. In addition, there are dependency effects if

pre-financing becomes routine, and reputational or compliance risks with unclear payment flows.

Systematic controls minimise these risks to an acceptable level.

Supplier Default and Insolvency Risk

In the event of supplier default, the refund of the down payment is at issue; realistically, it can only be

recovered with adequate security or, in insolvency proceedings, as an ordinary insolvency claim. A

supplier qualification should therefore take place before contract conclusion, supplemented by financial

ratios and, if applicable, a down payment guarantee. For critical commodities, a commodity strategy

supports the early identification of alternatives and second sources.

Fraud and Process Risks

Down payments are a preferred target of invoice and hacking fraud, for example through altered bank

details on fake payment requests. Proven controls include the four-eyes principle, segregation of

release and disbursement, bank detail verification via verified channels and strict examination of the

incoming invoice or the disbursement request.

Contractual and Regulatory Controls

Legally, it should be noted that in the event of a valid rescission, a down payment made generally bears

interest; the interest obligation must not be agreed before performance is rendered. Liability limitations

such as the limitation of liability should be coordinated with the provision of securities so that the

financial protection does not fall below the down payment made. For cross-border payments, sanctions

lists and compliance checks are mandatory.

Current Developments: Supply Chain Resilience, FinTech and AI

Down payments are regaining importance due to tighter supply chains and increased procurement

risks. Suppliers more frequently demand advance financing during shortage phases, while buyers try to

preserve liquidity. At the same time, new payment forms and AI-supported processes are digitalising

their handling.

Down Payments as a Resilience Instrument

To strengthen supply chain resilience, buyers specifically use down payments to reserve critical

upstream products or secure capacity. This is often done within a sourcing wave plan that pools

procurement requirements over periods. The financing of such preliminary expenditures is part of

supplier financing and closely linked to working capital management.
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Digital Payment and Guarantee Processes

Digital bank guarantees, electronic suretyships and supply chain finance solutions reduce effort and

default risk. Automated payment processes and self-billing approaches can combine down payments

with milestone confirmations. Automated spend classification also helps make down payments visible

in the spend cockpit and detect trends early.

AI-Supported Evaluation and Award

Artificial intelligence today supports supplier qualification, fraud detection in payment requests and the

preparation of tender documents with clearly defined payment schedules. Nevertheless, the final risk

assessment remains the buyer's responsibility; AI provides indications, not approvals.

Typical metrics

Metric Typical value

Down Payment Ratio typically 1–5 % of order volume

Share of down payments made as a proportion of procurement

volume in a period; an increase signals growing pre-financing.

Guarantee Coverage Ratio > 95 % for down payments > EUR 50,000

Share of down payments secured by a bank guarantee or suretyship;

benchmark depends on the risk profile.

On-Time Payment Rate (Down
Payments)

> 98 %

Share of down payments disbursed on time; influences prioritisation

and supplier loyalty.

Committed Down Payment
Capital

company-specific, e.g. < 2 % of annual revenue

Liquidity tied up in orders not yet delivered; monitor trend and

absolute figures.

Milestone Adherence of Partially
Paid Orders

> 90 % on time

Share of orders that meet the agreed milestones after the down

payment.

Practical Example

A mid-sized mechanical engineering company orders a special milling machine from a European

machine tool manufacturer. Owing to the long lead time of around nine months, the supplier requires a

20 percent down payment upon order confirmation, 20 percent after design release and 60 percent

after acceptance. Procurement first reviews the supplier's financial stability, secures both partial down

payments with irrevocable bank guarantees and stipulates interest and repayment in the event of

rescission in the terms of purchase. During manufacturing, it monitors the milestones, and each

disbursement is only made after documented release by procurement and financial accounting.
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Pre-contractual supplier qualification including financial analysis and references.

Down payment guarantees from a bank with first-demand character and an appropriate term.

Milestone plan with documented release before each partial payment.

Provisions on interest and repayment in the event of rescission anchored in the terms of purchase.

Conclusion

The down payment is a proven instrument for securing long-lead-time and specialised procurement

and for financing suppliers. Its benefit depends on the quality of the contractual arrangements, the

reliability of the supplier and the follow-up by procurement. Those who systematically combine down

payments with securities, milestone controls and documented release processes significantly reduce

the default risk. At the same time, it holds true: down payments tie up liquidity and should be weighed

against alternative instruments such as payment-term contracts or supply chain finance. A clear

procurement policy with amount and due date requirements creates reliable framework conditions for

all parties involved.

Frequently asked questions

? What is a down payment in simple terms?

A down payment is a partial payment made by the buyer to the supplier before the supplier fully

delivers the goods or services. It secures the order and finances the supplier's preliminary

expenditures such as material procurement or engineering. In return, the supplier commits to

delivering, and the down payment is later offset against the total purchase price.

? How high is a typical down payment in B2B procurement?

In practice, down payments typically range from 10 to 30 percent of the order value. For

custom-made products, machinery or scarce raw materials, higher rates are also possible. The

amount should always match the risk of the order and the buyer's negotiating position.

? Must a down payment bear interest upon rescission?

Yes, under German law, a down payment that has been made must in principle bear interest if the

contract is validly rescinded. It is important that the interest obligation is not agreed before the

performance has been rendered. In B2B contracts, the contracting party should clarify the details in

the terms of purchase or delivery conditions and have them legally reviewed on a case-by-case

basis.

? What is the difference between a down payment and an interim payment?

The down payment is usually made at the start of the contract as the first part of the purchase price

and makes the order binding. Interim payments, by contrast, are made on a performance-related

basis during delivery, for example after documented manufacturing progress. Both are offset against

the final invoice, but they differ in timing and function.
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? How can a buyer protect themselves with down payments?

A proven approach is an irrevocable down payment guarantee from a bank, which can be drawn on

first in the event of non-delivery or the supplier's insolvency. This is complemented by a

pre-contractual supplier qualification, clear milestone controls and a documented release before

each disbursement. For cross-border payments, sanctions and compliance checks are also

standard.

? Are down payments tax-deductible for the buyer?

Down payments made are, under civil law, advance payments on the purchase price and are only

recognised as expense and input VAT upon receipt of the performance or invoice. For detailed tax

questions, such as cross-border matters or disputed repayments, the finance department or a tax

advisor should be consulted on a case-by-case basis.

Find the right suppliers on Amplifa

Verified industrial suppliers in Germany, Austria and Switzerland. Describe your requirement and

receive comparable offers.

amplifa-marketplace.ai
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