How to Negotiate Favorable Credit Terms from Vendors
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Most Los Angeles and Southern California business owners and entrepreneurs do business with one or more
different vendors and suppliers. These vendors may provide goods, services and raw materials that are essential
to the manufacture of a company’s products or delivery of its services.
Unfortunately, many owners fail to negotiate with their vendors to receive favorable credit terms. This can lead to
a wide range of different problems for Southern California businesses — from poor cash flow to the failure to
receive critical raw materials when they’re needed, resulting in delayed product shipments, unhappy customers
and lost sales and revenue.
Why Credit Terms Aren’t Negotiated
There are many different reasons why businesses often don’t obtain favorable credit terms from their vendors.
For example:
The company is cash poor so it doesn’t have much leverage with vendors.
The owner isn’t aware that most vendors offer credit terms to customers that qualify.
The owners and executives are inexperienced and/or uncomfortable when it comes to negotiating.
The vendor contract is negotiated in isolation, without taking advantage of leverage that can be gained
from other aspects of the relationship with the vendor.
 The company does not yet have a history with the vendor, so it hasn’t yet earned the vendor’s trust.





Among the problems that failure to obtain favorable credit terms with vendors can lead to are:
1. A lack of raw materials or needed services — If a company cannot afford to pay for raw materials or
services right now and does not have credit with a vendor, it may not be able to receive the very
ingredients that are essential to manufacturing its product or delivering its services.
2. Unfavorable payment structures — Cash on delivery (or COD) for raw materials or services is bad
enough. But some vendors require advance payment from customers without credit, which can
significantly affect a company’s cash flow.
3. Poor choice of vendors — Sometimes, companies choose less-than-optimal vendors just because
they offer some level of credit, even if the supplier isn’t the most qualified vendor available.
4. Inefficient use of cash and poor inventory management — Some vendors require guaranteed
minimum payments from customers without credit. This will tie up cash unnecessarily and could result
in inventory over-purchases.
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Make Credit a Negotiable Item
The first step in obtaining favorable credit terms with vendors is to make this a negotiable item when discussing
supplier contracts. This way, credit terms are viewed from a holistic approach, rather than in isolation, and are
considered along with all the other aspects of the vendor relationship.
For example, if a vendor is hesitant to offer credit terms, you could maybe give in on some other aspect of the
contract that’s not as important to you. Perhaps you could lengthen the delivery time, for instance, agree to a
minimum purchase volume, or maybe even pay a slightly higher price. By negotiating credit terms as a key
component of the vendor contract, you are settling this important item early on in your relationship with the vendor
so it doesn’t become a sticking point later.
Also keep in mind the fact that asking for credit terms is not an out-of-the-ordinary request for a company to
make. Most vendors are happy to consider granting terms to their customers and have in place procedures for
running credit checks before granting credit. This may include filling out a credit application and listing several
referral sources the vendor can contact to ask about your company’s payment history.
An outsourced CFO services provider can help you in your efforts to obtain favorable credit terms from your
vendors. Outsourced CFOs have experience helping small and mid-sized firms obtain vendor credit, so they are
comfortable in these types of negotiations. They are also familiar with different financing methodologies that may
enable both your company and your vendors to meet your specific financial needs.
Concluding Thoughts
Most companies do business with one or more different vendors, but many fail to negotiate favorable credit
terms with them. This can lead to a wide range of problems, from poor cash flow to the failure to receive critical
raw materials when they’re needed. The key to obtaining favorable credit terms with vendors is to make this a
negotiable item when discussing vendor contracts. This way, credit terms are viewed from a holistic approach,
rather than in isolation. An outsourced CFO services provider can help you in your efforts to obtain favorable
credit terms from your vendors.
About CFO Edge
CFO Edge, LLC delivers enterprise-class financial and operational performance solutions to executives
throughout Southern California. Based in Los Angeles, our formerly-seated chief financial officers engage on
demand as part-time CFOs, single-project CFOs, and interim CFOs to help business leaders successfully
resolve pressing challenges and realize their financial and operational goals. At CFO Edge, we are passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or call
800.276.1750 Ext 101.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific professional
advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication. The
information contained in this material was not intended or written to be used, and cannot be used, for purposes of avoiding penalties or sanctions imposed
by any government or other regulatory body. CFO Edge, LLC, its members, employees and agents shall not be responsible for any loss sustained by any
person or entity who relies on this publication.
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