
PROCUREMENT GLOSSARY

Dynamic discounting: flexible
payment incentives in procurement
Dynamic discounting is a variant of the early payment discount in which the deduction amount

or period is agreed flexibly rather than fixed. Unlike classic discounting, the remuneration

adapts to factors such as order volume, market conditions or the capital market situation. For

buyers, it is a lever for controlling liquidity, supplier retention and cost position in a targeted

way.
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Key facts at a glance

01 Dynamic discounting is a flexibly designed form of early payment discount, e.g. with

variable amounts or tiered periods.

02 Typical figures in practice are discount rates of around 0.5 % to 3 % with payment terms

of 8 to 30 days.

03 The effective return on dynamic discounting frequently exceeds alternative investment

or financing interest rates by a wide margin.

04 Besides capital commitment, strategic aspects such as supplier retention and

negotiating power are relevant.

05 Incorrectly calculated or premature discount deductions can strain the supply chain and

create credit risks.

06 ERP-supported processes and clear procurement policies ensure day-to-day

implementation.

Definition: dynamic discounting

Dynamic discounting refers to a discount arrangement in which the deduction amount or payment

period is not rigidly fixed but varies according to the terms. It is therefore a special case of the general

early payment discount and is usually agreed as part of terms negotiations with suppliers.
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Distinction from classic discounting

With classic discounting, a fixed deduction applies, commonly 2 % for payment within 14 days.

Dynamic discounting, by contrast, adjusts parameters to the actual situation: depending on order

volume, season or the buyer's economic position, the deduction may be higher or lower. In practice,

structures such as tiered discount rates by order quantity or variable periods agreed within a framework

agreement occur. The difference is thus less the legal nature than the flexibility of the terms.

Fixed terms: 2 % / 14 days, unchanged over the contract period.

Dynamic terms: discount rate rises with order volume or shorter period.

Volume-dependent tier: e.g. 1 % from €50,000, 1.5 % from €100,000 order value per quarter.

Economic background

Economically, an early payment discount is interest on borrowed capital: the supplier receives liquidity

earlier, and the buyer receives a price reduction in return. Dynamic discounting allows this interest

relationship to be adapted to the actual cost of capital and market situation. If interest rates rise, the

buyer can negotiate a higher deduction; if the company is struggling, it can extend the period and forgo

the deduction. This flexibility makes the mechanism particularly attractive for industries with high

working capital, such as mechanical engineering or the automotive supply industry.

Methods and approach for implementation

Anyone wishing to introduce dynamic discounting should proceed systematically: analyse terms, define

target terms, involve suppliers and map the process in the ERP. The route typically leads via the

ordering policy and the company's procurement policy.

Baseline analysis and terms benchmarking

The starting point is a systematic evaluation of existing payment and discount terms across all

suppliers, for example via ABC analysis: A-suppliers with the largest purchasing volume offer the

greatest leverage. Benchmarking in procurement makes it possible to compare your own terms with

industry-standard values. In practice, payment habits, liquidity planning and cash flow data of the

company are often compared against the terms of the top suppliers. The result is a priority list for

negotiations.

ABC analysis of the supplier base by annual volume.

Evaluation of the historically used discount rate.

Comparison of cost of capital with the effective discount rate.

Negotiation and contract design

Negotiations on dynamic discount terms should take place in regular supplier meetings or in structured

terms rounds. Clean documentation in framework agreements or in bidder communication during

tenders is important so that terms are unambiguous and verifiable. Dynamic discounting can also be

part of e-auction preparation if payment terms and discount tiers are included as evaluation criteria
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alongside price. The legal basis is the agreed terms and conditions of sale; the precise design should

be legally reviewed case by case, particularly for international contracts and the relevant Incoterms risk

transfer provisions.

Process implementation

In day-to-day operations, dynamic discounting must be integrated into the procurement process. The

order proposal from automatic ordering or from the purchase requisition should already contain the

valid discount tier. Payment schedule rules are stored in the ERP which automatically check upon

invoice approval whether the discount deduction is being used. Clear responsibilities between

procurement and accounts payable are a prerequisite to ensure no deadlines are missed.

Key KPIs and evaluation

To control and evaluate dynamic discounting, several key figures are central. They can be assigned to

the usual procurement objectives: cost, liquidity, quality and supply security.

Effective discount rate

The key figure is the effective discount rate, which presents the deduction as an annualised return on

the pre-financing. A deduction of 2 % for 14 days with a 30-day payment term corresponds

mathematically to an annualised return of well over 30 %. In practice, this value typically lies far above

capital market interest rates, which is why discounting is usually economically sensible from the buyer's

perspective, provided liquidity is sufficient. This calculation is indispensable for comparison with

alternative financing options.

Discount utilisation rate and liquidity effect

The discount utilisation rate indicates the proportion of discount-eligible invoices actually paid with

deduction. In practice, values between 50 % and 95 % occur, depending on discipline in the payables

process and the liquidity situation. Additionally relevant are the average reduction of the payment term

and its effect on working capital. These figures also belong in procurement reporting, for example

alongside fill rate and delivery performance.

Effect on delivery reliability and quality

Dynamic discounting should not be viewed in isolation: those who excessively pre-finance suppliers

through early payments may conversely build up dependencies. In supplier management, the terms

situation therefore belongs alongside figures such as fill rate, delivery reliability and quality data. A

supplier visit can show how stable a supplier is economically and whether dynamic discount models

endanger or stabilise supply.
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Risks and controls

Like any terms instrument, dynamic discounting carries risks: missed deadlines, misjudgements due to

incorrect interest calculations and dependencies on suppliers. Controls in the process and clear

governance are therefore crucial.

Deadline and process risks

The most common mistake in practice is losing the discount deduction due to missed payment

deadlines. Causes are unclear responsibilities between procurement and accounts payable, missing

approval processes or poor invoice data. A standardised price and invoice deviation workflow that

resolves discrepancies before deadlines expire provides a remedy. EDI interfaces between buyer and

supplier also significantly reduce friction in invoicing and invoice verification.

Set up automatic deadline monitoring in the ERP system.

Clearly regulate responsibilities between procurement, warehouse management and accounts

payable.

Prioritise invoice verification while discount deadlines are running.

Economic misjudgement

A second risk is misclassifying the discount as an absolute price advantage. Those who accept high

discount rates without reviewing cost of capital and their own liquidity position may forgo better

alternatives. The reverse perspective also counts: a supplier offering high discount rates may be in

financial difficulties and seeking liquidity. A look at the supplier's creditworthiness and behaviour

therefore belongs in the evaluation, without this justifying blanket rejection.

Dependency and power aspects

Dynamic discounting changes the balance of power in the supplier relationship. In close partnerships or

just-in-time supply chains, a reliable discount commitment can also be seen as a sign of partnership.

With quasi-monopolistic suppliers, the instrument may be less effective. Here, alternative shortlists,

complexity reduction in the supplier portfolio and, where appropriate, early supplier involvement help

build long-term partnerships that can also shape terms flexibly.

Current developments and digital implementation

Dynamic discounting models are increasingly mapped digitally, for example via supply chain financing

platforms, dynamic payment platforms and automated terms management tools in the ERP. The trend

is moving away from rigidly fixed terms towards rule-based decisions.

Digital discounting and supply chain financing

Alongside classic, bilateral discounting, digital models have become established in which a platform

sits between buyer and supplier. The supplier can flexibly decide when to dispose of the receivable,

while the buyer receives an extended payment term. Dynamic discounting can be combined with such
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models, for example as a volume-dependent deduction within a scorecard. In practice, these

approaches partly replace classic discounting but lead to similar effects on working capital and supplier

retention.

Automation in the procurement process

With automatic ordering and integrated ERP systems, discount usage is increasingly controlled by

rules. The system checks, based on stored rules, whether a deduction is economically sensible and

whether liquidity is available. This reduces manual effort and increases the discount utilisation rate.

Such rule sets belong in a clear procurement policy so that decision-makers know under which

conditions discounting is used or waived.

Typical metrics

Metric Typical value

Effective discount rate > 20 % annualised

typical guideline value for a 2 % deduction and 14 days; decisive for

economic comparison

Discount utilisation rate 80–95 %

share of discount-eligible invoices paid with deduction

Average payment term 30–60 days

base figure for calculating the effective discount rate

Reduction of payment term 10–20 days

typical range for using discount periods

Practical example

A medium-sized mechanical engineering company with an annual procurement volume of around €60

million wanted to relieve its working capital without placing additional strain on suppliers. Following an

ABC analysis of the supplier base, the top 20 suppliers were reviewed for existing discount terms. In a

structured terms round, a dynamic discounting model with volume-dependent tiers was agreed.

Tiered discount: 1 % for payment within 20 days, 1.5 % for payment within 10 days, increased on a

volume basis from €100,000 order value per quarter.

Automatic deadline monitoring and prioritised approval of discount-eligible invoices in the ERP.

Inclusion of the terms in the ordering policy and the company's procurement policy.

Regular reporting of the discount utilisation rate and effective discount rate in procurement

controlling.
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Conclusion

Dynamic discounting is a flexible terms instrument that adapts classic discount models to variable

volumes, periods and market conditions. It combines price advantages with effects on working capital

and supplier retention. Prerequisites for success are clean terms negotiations, clear integration into the

procurement process and reliable controls in accounts payable. Those who consistently measure the

key figures and take the economic evaluation seriously can use dynamic discounting as an effective

lever. At the same time, it remains one tool among several and should be assessed in the overall

context of procurement objectives.

Frequently asked questions

? What is dynamic discounting?

Dynamic discounting is a flexible form of early payment discount (Skonto) in which the deduction

amount or payment period is not fixed but variable. Volume- or deadline-dependent tiered structures

are typical, agreed in framework agreements or terms negotiations. It differs from classic early

payment discount mainly through this flexibility of terms.

? How do you calculate the return on dynamic discounting?

The deduction is converted into an annualised interest rate on the pre-financed amount, based on

the shortened payment period. A deduction of 2 % with 14 days and a 30-day payment term

mathematically yields an annualised return of well over 30 %. This figure is the benchmark against

which alternative financing or investment options should be measured.

? When is dynamic discounting worthwhile for procurement?

It is worthwhile when the effective discount rate is significantly above your own cost of capital and

liquidity permits earlier payment. In addition, strategic aspects count, such as supplier retention,

negotiating power and the quality of the supplier relationship. Those who want to stabilise suppliers

or depend on just-in-time supply can use dynamic discounting in a targeted manner.

? What risks does dynamic discounting entail?

The most common risks are missed deadlines, resulting in loss of the deduction, and

misjudgements due to simplified interest calculations. Moreover, a high discount rate may indicate

the supplier's financial difficulties. Clear processes, deadline monitoring in the ERP and regular

supplier evaluations significantly reduce these risks.

? How does dynamic discounting differ from supply chain finance?

With classic or dynamic discounting, the buyer pays earlier and receives a deduction directly from

the supplier. In supply chain financing, typically a third party finances the receivable, and the

supplier flexibly decides on the sale. Both approaches affect working capital but differ in contract

structure and control.
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? How do you introduce dynamic discounting in a company?

Implementation starts with a terms and supplier analysis, usually combined with an ABC analysis of

purchasing volume. Subsequently, target terms are defined, negotiated with relevant suppliers and

contractually fixed. The operational part requires mapping in the ERP, clear responsibilities and a

provision in the procurement policy.

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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