AMPLIFA PROCUREMENT GLOSSARY

Substantive Invoice Verification: Checking
Invoices Professionally and Reducing the
Cost of Errors

Substantive invoice verification is the professional check of whether a delivery or service has
actually been rendered in full and in accordance with the contract before an invoice is released for
payment. It forms part of the three-stage invoice verification (arithmetic, substantive and posting
check) and typically falls within the responsibility of the specialist department, procurement or
goods receipt inspection. In practice, it determines whether suppliers' claims are settled correctly or
erroneous claims are rejected — making it a central building block of compliance and cost control
in procurement.

Key facts

» Substantive invoice verification checks whether the invoiced delivery or service has actually been
rendered in accordance with the contract.

|t forms part of the three-stage invoice verification and is frequently documented by the three-stage
verification note.

» Verification criteria are type, quantity, price, ancillary services and adherence to deadlines relative to
the purchase order or contract.

« Master data maintenance and a clean procurement approval workflow significantly reduce the
manual verification effort.

 In practice, invoices are allocated to different verification depths according to risk class.

» The coordination between procurement, goods receipt and accounts payable is decisive for fast
payment processing.

Definition: Substantive invoice verification

Substantive invoice verification is the professional, content-based check of whether an invoice received
by procurement is actually based on a genuinely rendered delivery or service and whether it was
rendered in accordance with the contract. It belongs to the three-stage invoice verification and
complements the arithmetic invoice verification and the check of the posting. Legally, it is usually
anchored in companies through internal control requirements and the general terms and conditions of
delivery; the concrete design should be examined on a case-by-case basis.

Distinction from other verification stages

Arithmetic invoice verification checks prices, quantities, discounts and tax amounts for mathematical

accuracy. The check of the posting ensures that the invoice is posted correctly to the right account and
correctly assigned to the cost centre or project. Substantive invoice verification goes deeper in terms of
content: here it is assessed whether the service was rendered at all, in the contractually agreed quality
and quantity and by the agreed date. Only when all three stages have been completed positively is the
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invoice released for payment.

Verification criteria at a glance

At the centre is the agreement between purchase order, goods receipt and invoice — the so-called
three-way match. Typical verification points are:

* Genuine and fully rendered service (quantity, quality, scope)

» Agreement with the purchase order, contract or call-off order

« Correct price including agreed price increases or discounts

» Adherence to delivery dates and agreed ancillary costs

» Availability of delivery note, packing slip or acceptance certificate

Process and methods of substantive invoice verification

The process of substantive invoice verification follows, in practice, a structured procedure whose
strictness varies according to company size, industry and material class. The aim is to minimise the cost
of errors while keeping the invoice lead time short.

Three-way match: purchase order, goods receipt, invoice

The standard match is carried out between the purchase order or call-off order, the goods receipt
posting and the invoice. Where the document chain is complete, the match can be largely automated: if
quantity, unit, item number and price agree, the invoice is released without the intervention of a verifier.
In the event of deviations or a missing purchase order reference, manual verification by the specialist
department or the buyer takes effect. Above all in the final acceptance of contracts for work and
services, substantive verification by the requisitioner is indispensable, since the service cannot be
measured at goods receipt.

Risk-oriented verification depth by material class

Not every invoice requires the same verification depth. In practice, a risk-based segmentation modelled
on the ABC-XYZ analysis is frequently used: high-volume or critical material classes are checked more
intensively than C and X items. Depending on the degree of procurement maturity and contract quality,
verification can be significantly reduced for framework agreement items, whereas for one-off services,
project business or duplicates in the item master pre-selection, a complete manual check remains
appropriate. Clean duplicate detection and consistent item number allocation thereby reduce complaints
arising from the verification process.

Automation via e-invoicing and matching

Modern procurement solutions support substantive invoice verification through automatic three- or
four-eyes matching. In addition to regular invoices, systems also handle catalogue buying items or
consumables from the self-procurement process, which are checked on a rule-based basis. Automatic
replenishment in the ERP system can be designed so that only invoices with deviations or a missing
purchase order reference are processed manually. Typically, 70 to 90 per cent of invoices can be
handled in this way without manual verification — in practice strongly dependent on master data quality
and the supplier structure.
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Key KPIs and target figures for substantive invoice verification

The quality of the verification process can be measured with a handful of key figures. They show where
friction losses arise and where the automation rate can be increased.

Proportion of automatically verified invoices

The proportion of invoices that are substantively verified and approved without manual intervention is
typically above 80 per cent in mature organisations. A low value indicates unclear ordering processes,
missing purchase order references or deficient master data. Since substantive verification ties up a
great deal of time when carried out manually, this key figure is a central lever for productivity in
procurement and accounts payable.

Error and complaint rate

The rate of complained-about or rejected invoices shows how often genuine deviations between order,
delivery and billing occur. Typical benchmarks, depending on the industry, are in the low single-digit
percentage range. High values indicate deficient supplier contracts, unclear specifications or problems
in the supplier network — frequently coupled with unfavourable Purchase Price Variance (PPV) or
insufficient adherence to deadlines and quantities.

Lead time and early payment discount utilisation

The time from invoice receipt to approval is a key target figure. In practice, a lead time of a few working
days is frequently aimed at in order to be able to use early payment discount periods. The faster the
substantive verification is completed, the higher the discount utilisation rate and the lower the risk of
payment reminders, payment blocks or supplier blocking.

Risks, controls and typical sources of error

Without functioning substantive invoice verification, duplicate payments, unjustified claims and
compliance breaches threaten. Conversely, an excessively strict verification process can strain supplier
relationships and delay payments unnecessarily.

Typical risks

Common risks are duplicate or part invoices, fictitious invoices, billing for services not rendered,
incorrect prices compared with the contractual agreement, as well as impermissible ancillary services or
surcharges. Particularly vulnerable are projects and services without a clear acceptance process, as
well as consumables that are billed directly without a purchase order reference. Changing contact
persons in a complex supplier network also increase the risk of verification gaps arising.

Control instruments
Effective controls operate at several points:

* Mandatory purchase order reference for every invoice (no-PO-no-pay principle)
* Rule-based approval via a documented procurement approval workflow

» Four-eyes principle for invoices above defined thresholds

« Periodic analysis of duplicates, rounding and price differences

» Defined responsibilities and signature rules in the verification note
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Organisation and responsibilities

Substantive verification normally lies with the requisitioner or the specialist department, since only they
can assess the contractual agreement. Procurement supports with pricing and contractual matters;
accounts payable carries out the formal and posting-related check. A clear separation of duties is
important: whoever places the order should not at the same time be the sole person to check and
approve. This segregation of duties is a fundamental principle of effective internal control systems and
should be implemented consistently in process design.

Current developments: automation and digital verification
processes

Substantive invoice verification is increasingly shifting from manual case-by-case checking towards
rule-based and data-driven processes. Drivers are e-invoicing obligations, the step-by-step introduction
of structured formats and the growing cost pressure in administrative processing.

Digital document processes and e-invoicing

Structured electronic invoice formats make it possible to match invoice data machine-readably and
directly against purchase order and goods receipt data. This shifts the verification effort forward: data
that later make the match automatable are already generated in a uniform manner during the request
for quotation, the opening of quotations and in the awarding schedule. The increasing degree of
procurement maturity and end-to-end processes reduce manual interfaces and thereby also verification
errors.

Impact on procurement and supplier management

Those who systematise substantive invoice verification also gain insights for strategic steering: deviation
analyses by supplier, material class or purchasing group provide starting points for supplier
consolidation, price renegotiations and better framework agreements. They also help to improve supply
chain resilience, since persistent deviations in deadlines and quantities become visible at an early
stage. In letter of credit business and international procurement too, the documented verification
supports planning and the release of payments.

Legal framework

In substantive terms, invoice verification is primarily a matter of internal control and the contractual
agreements with suppliers. VAT and accounting requirements relating to invoice details and retention
periods must be considered separately and examined on a case-by-case basis with tax advisers or the
legal department. Substantive invoice verification itself does not replace a tax pre-check, but rather
ensures that payment is only made for services actually rendered.

Typical metrics

Proportion of automatically verified invoices: > 80%
Typical benchmark for mature, fully digitalised processes

Complaint rate from invoice verification: < 5%
Industry-dependent; high values indicate contractual or master data problems

Lead time from invoice receipt to approval: <5 working days
Short lead times allow full use of early payment discounts
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Early payment discount utilisation rate: > 90%
Indicator for fast and robust verification processes

Practical example

A medium-sized mechanical engineering company with around 20,000 invoices per year had a high
manual verification workload: many invoices arrived without a purchase order reference, services were
billed on the basis of effort statements without an acceptance certificate being available. Through the
structured introduction of the no-PO-no-pay principle, risk-based verification depths by material class
and consistent maintenance of item data with duplicate detection, the company moved the majority of
the volume into automated processes.

* Mandatory purchase order reference including a catalogue of exceptions for minor operating
supplies

 Introduction of a documented procurement approval workflow with thresholds and segregation of
duties

» Risk-based verification depth based on the ABC-XYZ analysis instead of a uniform check of all
invoices

» Quarterly deviation analysis per supplier as a basis for negotiation and supplier consolidation

Conclusion

Substantive invoice verification is more than a formality: it safeguards that companies only pay for
services that have actually been rendered in accordance with the contract. With a clear separation of
responsibilities, mandatory purchase order references and risk-oriented verification depth, the process
can be designed efficiently and securely. Those who additionally focus on data quality and end-to-end
digital document chains reduce lead times and make full use of early payment discount periods. At the
same time, the verification results provide valuable insights for supplier management and contract
negotiations. A professionally organised verification process therefore pays off directly in terms of
compliance, costs and supplier relationships.

Frequently asked questions

What is substantive invoice verification?

Substantive invoice verification (technische Prifung — in German 'sachliche Rechnungspriifung’,
rendered here as substantive/technical invoice verification) is the professional check of whether an
invoiced delivery or service has actually been rendered in accordance with the contract. It examines
type, quantity, quality, price and delivery date against the purchase order or contract. It forms part of the
three-stage invoice verification and is frequently documented by means of the three-stage verification
note.

Who carries out substantive invoice verification?

As a rule, the specialist department or the requisitioner, since only they can assess the contractual
agreement and the execution of the service. Procurement supports with pricing and contractual matters,
while accounts payable checks formalities and posting. Segregation of duties is essential: whoever
places the order should not be the sole person to check and approve.
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What are the differences between substantive and arithmetic invoice verification?

Arithmetic invoice verification checks mathematical characteristics such as prices, quantities, discounts
and tax amounts. Substantive invoice verification checks the content: was the service actually rendered,
in full and in accordance with the contract? Only when both stages plus the check of the posting are
positive is the invoice approved.

How can substantive invoice verification be automated?

Through the three-way match of purchase order, goods receipt and invoice within a procurement
solution. Prerequisites are clean master data, consistent item number allocation and duplicate detection
in the item master. In practice, 70 to 90 per cent of invoices can frequently be checked on a rule-based
basis in this way; only deviations are processed manually.

What is the three-stage verification note?

The three-stage verification note documents that the arithmetic check, the substantive check and the
check of the posting have been carried out. It serves as evidence for internal control and compliance
and defines who was responsible for each verification stage. In many companies it is mapped
electronically via the ERP system.

Why is substantive invoice verification important for procurement?

It prevents duplicate and erroneous payments as well as the settlement of services not rendered, and
ensures compliance with agreed prices. At the same time, it provides data on supplier deviations which
feed into negotiations and supplier evaluation. It therefore has a direct impact on costs, compliance and
supplier management.
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