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INTRODUCTION

Capturing early-pay discounts is a goal for most accounts payable departments. Processes are put into 
place and efficiencies are fine-tuned to ensure speedy payments.

IOFM has found that successful early-pay discount programs can generate savings far higher than the 
combined salaries of an AP team. In other words, an early-pay discount capture strategy can convert AP 
from a cost center to a profit center.

This report, which is the third in a three-part series, examines top functions’ discount capture practices. 
The findings are based on a two-year study conducted by IOFM of 388 AP departments.
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ABOUT THIS BENCHMARKING REPORT

In the previous two benchmarking reports in this series, we discussed efficiency and effectiveness. While 
successful discount capture is a byproduct of both speedy processing and accurate payment practices, 
capturing discounts is an important topic, given that the associated metrics are frequently used to 
evaluate AP performance, both for entire departments and for individual team members. Because 
the organization’s bottom line is riding on successful discount capture, the team’s compensation and 
reputation are therefore often tied to it.

The benchmarking data that follows looks at three key discount-related metrics:

1. Share of invoices with early pay discounts available

2. The typical discount percentage

3. The share of available discounts actually captured

In addition, where appropriate, we correlate that information to respondents’:

1. Organizational structure

2. Level of automation

3. Invoice volume

As with any benchmarking data, you’ll want to select metrics that most closely correlate to your own 
situation to best measure your performance. 

However, it’s worth reviewing data for peers slightly more advanced in their automation journey than you 
to see how much improvement is realistic. It’s helpful for two reasons: 1) to help make the business case 
for greater automation; and 2, to reset your goals as you invest in your team’s performance.
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IDENTIFYING YOUR PEER GROUP

Here’s how IOFM quantified peer group criteria for the purpose of this study:

FIGURE 1. BENCHMARKING SURVEY PEER GROUP DEFINITIONS

How IOFM Defines AP/P2P Peer Groups

Low Limited Moderate Significant High

Annual Invoice Volume < 10,000 10,000-49,9995 0,000-99,999 100,000-999,999 > 1 million

Level of Automation 1 < 10% 10%-29% 30%-50% 51%-80% > 80%

1 For the purposes of this report, level of automation is determined based on the extent to which AP receives invoices electronically – i.e., enabled to 

be processed without any manual intervention. There are too many automation tools in the marketplace, variations of utilization (i.e., user training), and 

inter-dependence with other systems (i.e., outputs from procurement) to measure automation directly. E-invoicing as a proxy enables statistically viable 

comparisons because: 1) The more invoices received electronically, the more automation – of any kind — can be enabled; and, 2) E-invoicing tends to 

be one of the first processes addressed when investing in automation.

Organizational structure was divided into four categories:

• DECENTRALIZED. This AP structure usually involves groups in different physical locations, each 
with its own management team having some degree of autonomy in making business decisions.

• PARTIALLY CENTRALIZED. While the organization has AP operations in different geographic areas, 
there is management at a primary location.

• CENTRALIZED. These AP departments are generally located in a single place and have one 
management team that makes the decisions. 

• SHARED SERVICES CENTER. This is an aggregate department housed in a single location with a 
unified management team that oversees several “back office” functions.

Survey respondents identified themselves by organizational structure and rated themselves on the three 
discount capture metrics.
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DISCOUNT PERCENTAGES AVAILABLE

Let’s first look at the aggregate respondents’ typically available discounts. As we can see in Figure 1, a 
two percent discount is standard, accounting for more than half of all pre-negotiated discounts. 

 FIGURE 2. TYPICAL PERCENTAGES AVAILABLE – AGGREGATE

1%

Typical Discount Percentages – All Respondents
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58%

54.4%

13.9%

2% > 2%

 

 
The size of the typical discount varies by vendor and the extent procurement pushes for a higher 
discount rate. While one might assume that the higher the invoice volume (i.e., those organizations with 
larger and more robust procurement departments), the data does not show a strong correlation. In fact, 
organizations with high or significant invoice volumes were actually more likely to have more discounts 
of less than 1%.
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 FIGURE 3. DISCOUNT PERCENTAGES BY INVOICE VOLUME
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However, this may not be indicative of a poor discount strategy. Tom Glassanos, president of Bavelos 
Group, a consulting organization dedicated to improving accounts payable-related working capital, says, 
“Typically the most sophisticated programs have lots of discounts under one percent. Their programs are 
measured by APR, not discount.” 

In Figure 3 below, we see further support of Glassanos’ assertion that the discount programs employed 
by more advanced organizations with shared services centers (SSCs) tend to see higher numbers of one 
percent discounts.

FIGURE 4. DISCOUNT PERCENTAGES BY ORGANIZATIONAL STRUCTURE
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SHARE OF INVOICES WITH DISCOUNTS AVAILABLE

How many invoices offer the opportunity for early pay discounts, regardless of amount? Below is the 
distribution of the aggregate pool of study respondents. Most report having discounts available for 
between three to five percent of their invoices.

Best practice organizations – the top 10% of all AP functions – have available early-pay discounts in one 
out of every five invoices.

FIGURE 5. PERCENTAGE OF INVOICES WITH DISCOUNTS AVAILABLE – AGGREGATE
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IOFM’s “profile is quite representative of what we see companies doing,” says Glassanos. “The vast 
majority have under five percent discount penetration.” 
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THE EFFECT OF AUTOMATION

While level of automation doesn’t have a bearing on either discount amount or invoice volume, since 
these are determined by staff or are a function of the size of the business respectively, it’s a real game-
changer when it comes to percentage of discounts actually captured. Figure 6 tells the story.

FIGURE 6. DISCOUNT CAPTURE BY RESPONDENTS’ LEVEL OF AUTOMATION
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The lighter colors represent higher levels of discount capture, and as is clearly seen, those survey 
participants with high and significant levels of automation do a much better job of capitalizing on the 
organization’s available discounts—nearly seven out of ten of them are capturing three-quarters or more 
of available discounts. Those on the lower end of the automation spectrum are only doing so about half 
the time.
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DISCOUNTING STRATEGIES

If your organization is currently underperforming when it comes to early pay discounts, or if you’d like to 
take your program to the next level, you may need to change your thinking about discounting altogether.

Understanding how the process works from a financial perspective is fundamental to improving your 
program. It’s important to think about a discount program as a component of working capital. If you pay 
your suppliers before your normal terms, you’re essentially loaning them money for the days you paid 
them early, says Glassanos.

For example, if your usual terms are 45 days and you agree to instead pay suppliers at 15 days 
in exchange for a one percent discount, you’re getting the equivalent of 12 percent APR (annual 
percentage rate) on those payments—that is, you’re loaning them one percent of the invoice value 
per month, extrapolated to an annualized rate of 12 percent. That’s a better rate than the interest your 
organization would earn by leaving the money in the bank for those additional 30 days.

Likewise, those suppliers are getting working capital at a cost of only 12 percent APR, much less than 
if they had to borrow that same money from the bank. For smaller suppliers who need the cash, you 
may be able to negotiate better discounts than for larger ones who don’t, which is why Glassanos says 
companies with larger suppliers tend to have lots of discounts in the one percent range—bigger vendors 
are typically not as tight on cash.

Regardless, it’s a win-win for both buyers and suppliers. If your organization has $100 million of spend 
each year, you can expect to save about $200,000 during that period, based on Glassanos’ experience. 
Your vendors also get the benefits of additional working capital, which benefits their financial health too.

However, setting up such a program should not be “a hobby,” he says. It needs to be a formal initiative. 
His experience with his company, Bavelos, has shown that each vendor requires a lot of person-to-
person contacts to get to an agreement on discounting. It’s not something that existing AP staff can 
reasonably be tasked with in addition to their normal duties. It requires a dedicated team, either in-house 
or outsourced, to give it the necessary time and effort needed.

What about dynamic discounting? Glassanos says “you need special software to do it right, and it only 
goes so far.” For best results, he recommends combining a dynamic discounting solution with a formal 
discounting initiative. The dynamic discounting software interfaces with your electronic invoice portal 
to offer discounts on a per-invoice basis to suppliers who have not already signed onto an ongoing 
discount agreement. 

This makes for a two-pronged approach to capture every possible discount, even from suppliers who 
don’t necessarily want to commit to a long-term discount program. The person-to-person “active” 
process combined with the automation-based “passive” process ensures you get the greatest number of 
discounts possible.
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When it comes to discounting, a one-size-fits-all approach is probably not a good idea. Trying to get 
each vendor to accept 2%10-net30, for example, won’t get you the best results. Glassanos says, “Not 
all suppliers have the same cost of capital. Big companies will expect a lower discount rate. Don’t offer 
them a high discount percentage, because they won’t take it. Smaller suppliers will likely give you a 
bigger discount because they need the cash right away. The finesse is in knowing how to price it based 
on each individual supplier.”


