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The German Federal Ministry of Finance (BMF) has published a revised binding administrative guideline on mandatory electronic invoicing dated
October 15, 2025. This document builds upon the administrative guideline dated October 15, 2024 and integrates insights from non-binding
FAQs published by the BMF on February 5, 2025. It marks a significant milestone in Germany’s e-invoicing transformation.

While the updated BMF guidance is widely welcomed for its clarifications and furthering legal certainty, it also introduces new compliance layers
and technical expectations. Businesses must now navigate a landscape where invoice format, content, and validation are not just operational
details—but legal prerequisites for VAT deduction and audit resilience.

The October 2025 guidance does more than refine definitions. It reshapes the compliance architecture
around e-invoicing by:

O
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Introducing a three-tier Elevating validation Clarifying the role of Reframing the recipient’s Expanding the scope of
error taxonomy tools to quasi-regulatory structured data in hybrid responsibility in invoice mandatory e-Invoicing
(Format, business rule, status formats acceptance to include previously
content) exempt cases

This article explores the implications of these changes, with a particular focus on validation as the new compliance backbone. We
also outline how Alvarez & Marsal supports clients in adapting to this evolving regulatory environment.

Validation and Error Classification
The New Backbone of E-Invoicing Compliance

The October 2025 BMF guidance introduces a paradigm shift in how electronic invoices are
assessed for compliance. Validation is no longer a technical nicety, it is a legal necessity.
The ability to validate an invoice against the European standard EN 16931 and the German
VAT law determines whether the invoice qualifies as a valid VAT invoice.

What Is Validation?
Validation refers to the automated technical check of an e-invoice file to ensure:

m Format compliance: Does the file follow the correct syntax and structure?
m Business rule logic: Are the data fields internally consistent and complete?
m Content accuracy: Are the VAT-relevant details correct and legally sufficient?

The BMF explicitly allows businesses to rely on validation tools, provided they are
professionally maintained and documented. However, validation does not replace the
recipient’s duty to verify the correctness of the invoice content. This dual responsibility
creates a new compliance architecture.
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Error Types and Legal Consequences
The BMF guidance distinguishes three error categories. Each has different implications for VAT deductibility and audit risk.

Error Type Definition (BMF, Oct 2025) Legal Consequence

®  The invoice is classified as a
“other invoice”
The invoice file does not comply with
the syntax or technical specifications of
EN 16931 or fails to allow correct and
complete extraction of required data B Asof 2027/2028 the customer is
generally not able to deduct input VAT
from such invoices (exceptions apply)

B The supplier has not met its

Format Error g-invoicing obligation

The invoice violates logical dependencies
Non-substantive (e.g., missing BT-10 Buyer Reference), but
does not affect VAT-relevant content

No impact on VAT deduction; validation may
still flag the issue as a “critical error”

Business Rule

Error _ o
Substantive = The invoice contains incorrect
content error VAT-relevant data (e.g., wrong tax rate, ®  The supplier has not met its general
inconsistent totals) invoicing obligation

. . ®  The customer cannot deduct
= The invoice fails to meet mandatory input VAT and needs to ask for

Content Error content requirements amended invoice
= Must be validated manually

2.3 Strategic Implications for Businesses

Validation is now a compliance checkpoint: False negatives are risky:

Businesses must integrate validation into their invoice Not all content errors are detectable by validation tools.
processing workflows. Manual review remains essential.

Documentation matters: Hybrid formats must prioritize structured data:
Validation reports should be archived as part of the tax In case of discrepancies, the XML part overrides the
documentation trail. visual PDF.

Practical Example: Format vs. Content Error

A supplier sends an invoice in a hybrid format (PDF with enclosed XML file). The validation tool flags a missing BT-10 field (Buyer Reference).
This is a business rule error, but not a content error as there is no impact on VAT deduction.

However, if the invoice shows a 7% VAT rate for a service that should be taxed at 19%, this is a content error. Even if the validation tool does not
detect it, the invoice is non-compliant. The recipient cannot deduct input VAT until a corrected e-invoice is issued.
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Practical Implications for Businesses
Compliance, Complexity, and Strategic Response

The October 2025 BMF guidance does not merely clarify technical definitions. It redefines the operational landscape for invoice processing,
tax compliance, and IT integration. Businesses must now treat e-invoicing as a regulated process, not just a digital convenience.

Validation as a Mandatory Step
Validation must be embedded into the invoice lifecycle. This includes:

m Archiving of validation reports for audit purposes

Companies must ensure that their ERP systems or invoice management platforms support structured formats (e.g., XRechnung,
ZUGFeRD 2.0.1) and integrate validation logic. Manual checks alone are no longer sufficient.

Hybrid Formats and Structured Data Priority Receiving E-Invoices Is Mandatory

The BMF confirms that in hybrid formats (e.g., ZUGFeRD), the Since January 1, 2025, all domestic businesses are generally required
structured XML part overrides the visual PDF. Any discrepancies must  to receive e-invoices. This includes:
be resolved in favor of the machine-readable data. This requires:

®  Technical understanding of XML structures ®  Small businesses and non-VAT payers
B [nternal policies for handling hybrid invoices B Entities using simplified accounting systems
= Training of staff to interpret validation results correctly = QOrganizations previously exempt from digital invoicing

A simple email inbox is sufficient, but businesses must ensure that the received files are processable and archivable in their original
structured format.

Transition Periods Are Limited Risk of Non-Compliance

While the BMF allows for transitional use of paper or non-structured Failure to issue or receive compliant e-invoices can result in:
electronic invoices until the end of 2026 (or 2027 for small businesses), ' .
- : . o ] ®  Penalties for non-compliance
this is not a long-term solution. Companies should use this time to:
G = Denial of input VAT deduction
B Audit existing invoice processes
B Rejection of invoices by customers
B |dentify gaps in format compliance = Increased audit exposure

®  Prepare for full e-invoicing integration = Reputational damage in B2B relationships

The BMF guidance makes clear that even technically valid invoices may be rejected if they do not meet content requirements.
Businesses must therefore align tax, finance, and IT functions to ensure end-to-end compliance.
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How Alvarez & Marsal Tax Supports Clients

We help businesses navigate the new landscape with a structured, multilingual, and implementation-ready approach:

Multilingual Compilation of All Official Guidance
Including BMF letters, FAQs, and UStAE amendments in selected languages.

Custom Flowchart for Incoming Invoice Processes
Mapping validation, acceptance, and correction steps.

Gap Analysis of Existing E-Invoicing Processes
Identifying compliance risks and improvement opportunities.

Vendor Selection Support
Helping clients choose validation and e-invoicing providers aligned with EN 16931.

Implementation Assistance
From technical integration to process redesign and staff training.

Our standard e-invoicing implementation approach ensures readiness from dayone through sustained
compliance post go-live.

Operational Implementation —

Advisory

Vendor
Selection

Compliance and
Reporting

Operational
Assessment

Impact
Assessment

Technology and
Data Readiness

Implementation

Global country
coverage vs.

B Technology

landscape review

Data points
remediation to

Translate BRD
into vendor

Implementation
of operational

B Extended post-
go-live support

e-Invoicing and impacted comply with local requirements readiness plan and operation
mandates systems mandates . . . of e-Invoicing
roadmap N ‘ Qualify ver)dors System integration solution
Official schemas Strategic and organize oversight
Local legislation vs. Internal data decisions on tailored sessions & Project B Key Performance
analysis and review to identify compliance model . Management Indicators (KPI)s
impact Availability & technology Vendor evaluation Office setup (PMO) tracking
, options using A&M scoring and (potentially)
Impacted business Accuracy matrix configuration B Regulatory
scenarios and Accessibility Operational ) changes
transactions Ownership control framework Support with Support in User monitoring
to de-risk roll-out commercial Acceptance
As-Is vs. To-Be Understanding of negotiations Testing (UAT) B Lessons learnt
processes for AP wider IT Initiatives Suggest other areas for incoming
and AR of improvement Training & Go Live mandates
around process,
controls &
technology
Key Output Key Output Key Output Key Output

Final Vendor selected
& Mitigation plan to
de-risk potential gaps

Go-live and operate with minimal business
disruption

Impact Assessment Report and Business Operational Readiness
Requirements Document (BRD) Plan
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Conclusion

The BMF’s October 2025 guidance is a welcome step toward clarity. By clarifying definitions, error categories, and validation procedures, it
enhances legal certainty for businesses and tax professionals alike.

However, this clarity comes at a cost. The new rules require companies to:
B Reassess their existing e-invoicing processes
= |mplement structured validation workflows
B Ensure technical readiness across systems and teams

We believe that proactive engagement is the best strategy. Businesses that act now—~by validating their processes, selecting the right tools, and
training their teams—uwill not only comply but also gain efficiency, transparency, and audit resilience.

Alvarez & Marsal Tax is ready to support this transformation with legal expertise, technical
insight, and operational experience.
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Alvarez & Marsal Tax, part of Alvarez & Marsal (A&M), a leading global professional services firm, is an
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