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Dynamic Discounting: Using early
payment discounts flexibly and
steering liquidity in a targeted
manner

Dynamic discounting denotes a method of supplier financing management in which payment
terms and early payment discounts are not fixed rigidly but negotiated and calculated
individually. Procurement pays voluntarily earlier than contractually agreed and receives a
discounted invoice amount in return, the size of which is based on the actual payment date.
For buyers, dynamic discounting is thus an instrument for deploying surplus liquidity at
above-market interest rates, while suppliers can reduce their financing costs.
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Key facts at a glance

01 Dynamic discounting allows flexible invoice reductions depending on the actual
payment date within a defined corridor.

02 Typical discount rates in practice frequently lie between 2 and 12 per cent p. a., and
thus significantly above classic bank deposits.

03 The supplier decides for themselves whether to accept a discount offer and retains
control over their liquidity planning.

04 Prerequisites are stable approval and payment processes, in particular a functioning
procurement approval workflow.

05 In contrast to supply chain finance, invoices in dynamic discounting are paid directly
and at a discount by the customer, not pre-financed by a bank.

| Definition: Dynamic Discounting

Dynamic discounting is a liquidity management method in which the invoice issuer offers the invoice
recipient discounts for earlier payment dates, or conversely the buyer claims an early payment discount
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for paying in advance. The combination of discount rate and payment day is set dynamically per invoice
and is often negotiated via a digital platform. This distinguishes the method from classic early payment
discounts with a fixed deadline and fixed rate.

Demarcation from classic early payment discounts

With static early payment discounts, a fixed rate applies, for example two per cent for payment within
fourteen days, regardless of when payment is actually made. Dynamic discounting, by contrast, scales
the deduction precisely by day: the earlier the payment, the higher the discount. In practice, this is done
via a weighted mathematical function that keeps the effective annual interest rate constant across the
entire payment period. Buyers can thus choose any payment date within a defined time window and
automatically receive the corresponding reduction.

Demarcation from supplier financing (supply chain finance)

In reverse factoring or supply chain finance, a bank advances the invoices, and the buyer pays later on
extended terms — the discount comes from the bank financing. In dynamic discounting, by contrast, the
buyer pays earlier from their own funds and directly to the supplier. No debt is created on the supplier's
balance sheet, which improves their balance sheet ratios. Both methods are occasionally combined in
companies but address different liquidity situations.

| Methods and approach: introducing dynamic discounting in
procurement

Introduction typically follows a three-stage approach: preparing the data basis, defining the discount
function and going live via the payment platform. A key prerequisite for success is clean invoice
processing, since unresolved invoices cannot be approved early.

Establishing the data basis and process prerequisites

Dynamic discounting presupposes that invoices can be reviewed quickly and bindingly. This includes
clear procurement approval thresholds, a documented price discrepancy workflow for deviations
between order and invoice, as well as a mandatory order confirmation requirement in the ordering
process, so that quantities and prices are correct at an early stage. Where multiple sites deliver,
delivery concepts and recipient data must also be consistently maintained. Without these operational
fundamentals, discount windows lapse unused because invoices are only approved late.

® Invoice receipt process with defined review times and escalation process for blockers
e Clean master data for suppliers, bank connections and payment terms

e Automated three-way matching of order, goods receipt and invoice

Defining the discount function and payment terms

First, procurement defines for which suppliers and invoice classes dynamic discounting is offered —
usually based on revenue volume, region and strategic significance from the supplier landscape
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analysis. Subsequently, the discount function is calibrated: the maximum discount for the earliest
possible payment, the end date without discount and the desired minimum interest rate. In practice, the
internal hurdle rate frequently lies above the short-term money market yield, so that deploying free
liquidity generates a measurable additional return.

Operating the acceptance and disbursement logic

After invoice approval, the platform makes an individual offer to the supplier, for example ninety per
cent of the amount if paid in five days or ninety-three per cent in twenty days. The supplier accepts,
rejects or makes a counter-offer. Upon acceptance, the system automatically triggers payment on the
chosen date. In addition, the order lead time can be used: via the order proposal and a discount
incentive linked to it, payment behaviour can already be influenced at order placement.

| Key KPIs: measuring the success of dynamic discounting

Dynamic discounting can be steered using a few, clearly measurable metrics. The combination of yield,
usage and process metrics is decisive, since each one alone gives a distorted picture.

Yield and financial metrics

The central metric is the annualised effective interest yield from the discounts used, measured as
return on invested capital on the early payment amounts. Beyond that, the average realised discount
rate per invoice and the volume of amounts paid early are relevant. The opportunity cost ratio serves as
a comparison: what return would the tied-up capital alternatively have generated, for example in
short-term investments or in reducing credit lines?

Participation and process metrics

The acceptance rate measures what proportion of the invoices offered was actually discounted by
suppliers. It depends heavily on their own liquidity situation and therefore fluctuates with the economic
cycle. In addition, the rate of invoices approved on time should be tracked, because only fully reviewed
invoices enter the discount window at all. Finally, the rate of automatically payable invoices indicates
the process quality in accounts payable and in the procurement approval workflow.

e Acceptance rate of discount offers per supplier segment
e Proportion of discounted invoice volume in the total payment flow

e average invoice processing time until approval

| Risks and controls: avoiding pitfalls

Dynamic discounting is organisationally demanding. The main risks lie in inconsistencies between
invoice review and payment triggering, in price discrepancies and in adverse side effects on supplier
relationships.
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Price and quantity discrepancies in the process

If an invoice with price discrepancies is discounted and later disputed, a laborious recovery case
arises. That is why the price discrepancy workflow is part of the basic toolkit: discrepancies between
order confirmation, goods receipt and invoice must be resolved before payment is triggered. Credit
notes, overlapping early payment discounts and part invoices also require clear system rules. Double
discounting of the same invoice must be technically prevented.

Control, governance and compliance

Early payments remove the natural control phase from the payment workflow. Hence, a documented
governance with defined procurement approval thresholds, a four-eyes review for exceptions and
audit-proof logs of all discount agreements is recommended. Buyers who agree additional audits
should leave the audit rights towards the supplier unaffected. Likewise, limitation of liability from
framework agreements should not be undermined by additional commitments associated with
discounts. For cross-border payments, tax and currency-related aspects must also be examined on a
case-by-case basis.

e Audit-proof documentation of every discount agreement

e Separation of approval, offer decision and payment triggering

e Regular reconciliation between procurement, Treasury and Controlling

Impact on the supplier relationship

Not every supplier wants or can accept discount offers; small companies with tight cashflow
occasionally prefer longer payment terms without a deduction. Procurement should avoid pressure and
communicate dynamic discounting as a voluntary, transparent offer. Otherwise, latent price increases
loom in subsequent negotiations or indirect compensation via prices, freight or terms — an effect that
can weigh negatively on the total cost calculation.

| Current developments: dynamic discounting in transition

Interest rate and liquidity conditions have shaped the attractiveness of the instrument for years. At the
same time, digitalisation and the sustainability agenda are shifting the focal points of application.

Interest rate environment and cost of capital

The yield from dynamic discounting competes directly with alternative investments and with the
company's financing costs. In phases of low base rates, the capital outflow from the own balance sheet
is often hardly worthwhile; at higher interest rate levels, however, supplier interest in earlier payments
rises at the same time, which increases acceptance. Treasury and procurement should therefore
recalibrate the hurdle rates regularly and integrate them into the procurement strategy.

Digitalisation, platforms and Al

Modern e-invoicing and payment platforms largely automate offer, acceptance and disbursement;
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machine learning supports the prediction of which invoices are suitable and what acceptance is to be
expected. Integration into ordering and approval processes — from order proposal to procurement
approval workflow — reduces manual interfaces. Standardised electronic invoice formats additionally
allow the process to be accelerated in the DACH region.

Sustainability and supplier stabilisation

Dynamic discounting is increasingly also seen as an instrument of supplier development: faster
payments strengthen the liquidity of smaller and mid-sized suppliers and reduce default risks in critical
supply situations. Within the framework of a bottleneck analysis, financial stability can thus be given
specifically to those suppliers whose failure would jeopardise one's own production. A supply-oriented
procurement strategy therefore uses the instrument strategically rather than purely finance-driven.

| Typical metrics

Metric Typical value

Effective annual interest yield typically 4-10 % p. a.
from discounts dependent on interest rate environment and discount function
Acceptance rate of offers frequently 20-60 %

strongly dependent on economic conditions and suppliers

Proportion of invoices approved >95 %
on time prerequisite for used discount windows
Average invoice processing time < 5 working days

assuming automated review

| Practical example

A mid-sized mechanical engineering company with around 400 suppliers initially introduced dynamic
discounting for standard components and services. In preparation, invoice processing was shortened,
procurement approval thresholds were tightened and an escalation process for blocked invoices was
established. Within one year, based on practical experience, primarily financially stronger and
mid-market suppliers participated, while capital-intensive structural suppliers less frequently became
active.

e Calibration of the discount function above the company's own opportunity yield with monthly
revaluation

e Segmentation of suppliers by volume, critical supply relevance and financial situation

e Automatic payment instruction only for fully approved, reconciled invoices

e Quarterly review of acceptance rates, yield and process lead times together with Treasury
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| Conclusion

Dynamic discounting combines liquidity management, supplier financing and operational excellence in
procurement. The yield depends less on the discount rate than on the speed and cleanliness of invoice
processing — without sound approval processes, the instrument remains theoretical. At the same time,
it opens up the opportunity to stabilise strategically important suppliers financially and thereby improve
security of supply. Buyers should clearly distinguish the method from bank-based supplier financing,
embed governance and compliance early, and periodically adjust the terms to the interest rate
environment. Those who create these prerequisites deploy free capital with strong returns while
simultaneously strengthening the supply partnership.

| Frequently asked questions

7 What is dynamic discounting in simple terms?

With dynamic discounting, the customer pays a supplier invoice earlier than agreed and receives a
discount in return, the size of which depends on the chosen payment date. The earlier the payment
is made, the higher the deduction. Offer and acceptance usually take place digitally, invoice by
invoice.

? How high is the typical discount in dynamic discounting?
In practice, annualised rates typically range from around two to twelve per cent, depending on lead
time, creditworthiness and market conditions. The effective interest rate is kept arithmetically
constant across the entire payment period, even though the absolute percentage varies per invoice.

? What is the difference between dynamic discounting and supply chain finance?
With dynamic discounting, the buyer pays earlier from their own funds directly to the supplier. In
supply chain finance, a bank advances the invoices, and the buyer pays later on extended terms.
Dynamic discounting suits buyers with surplus liquidity, while supply chain finance suits those who
want to extend payment terms.

? Why do suppliers benefit from dynamic discounting?

Suppliers receive payments more quickly and predictably, which lowers their financing costs and
improves balance sheet ratios, as no bank liability is created. They retain the freedom to decide
whether to accept a discount offer or invoice on regular terms.

? What prerequisites does dynamic discounting require within a company?

Key requirements are a fast, automated invoice receipt process, clean master data and clear
approval rules. Invoice discrepancies must be resolved before payment is triggered. Only once the
process runs reliably can the discount window be used economically.
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Find the right suppliers on Amplifa

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