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INTRODUCTION
This publication has been prepared by the International Bureau of Fiscal Documentation (IBFD) for BDO, its clients and prospective clients. Its aim is to provide the
essential background information on the taxation aspects of setting up and running a
business in this country. It is of use to anyone who is thinking of establishing a business in this country as a separate entity, as a branch of a foreign company or as a
subsidiary of an existing foreign company. It also covers the essential background tax
information for individuals considering coming to work or live permanently in this
country.
This publication covers the most common forms of business entity and the taxation
aspects of running or working for such a business. For individual taxpayers, the
important taxes to which individuals are likely to be subject are dealt with in some
detail. We have endeavoured to include the most important issues, but it is not feasible to discuss every subject in comprehensive detail within this format. If you
would like to know more, please contact the BDO firm(s) with which you normally
deal. Your adviser will be able to provide you with information on any further issues
and on the impact of any legislation and developments subsequent to the date mentioned at the heading of each chapter.
About BDO
BDO is a global organisation of independent public accounting, tax and advisory
firms which perform professional services under the name of BDO. The global fee
income of BDO firms, including the members of their exclusive alliances, was
US$9.6 billion in 2019. These firms have representation in 167 countries and territories, with over 88,000 people working out of 1,617 offices worldwide.
BDO’s brand promise is to be the leader for exceptional client service and when
you choose to work with BDO you quickly discover what makes our service offering stand out. BDO offers a comprehensive collection of high quality tax services
and assets designed to support exceptional performance, and all our tax engagements benefit from the hands-on involvement of experienced professionals,
backed by world-class resources. BDO people embrace technology and combine
their expertise in this area with the unique relationship-driven and responsive
skills we have as human beings to create truly memorable and valuable experiences for our clients. Your advisers are both fit for the future and are agile
enough to handle the biggest and the smallest names in the industries we serve.
We work hard to understand our clients’ businesses and ensure that we match
both our service offering and our people to their complex individual needs. We
believe that providing our clients with access to experienced professionals who
are actively engaged in addressing their tax and business issues is the most reliable way to provide exceptional service, always with a strong focus on trust and
transparency.
Regardless of your location, size or international ambitions we can provide effective support as you expand into new areas of the world. In an ever-evolving economic environment, businesses need a global organisation that provides
exceptional, bespoke service combined with local knowledge and expertise. BDO
is uniquely positioned to serve this demand, providing effective support and a
truly global integrated global footprint.
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GERMANY
This chapter is based on information available up to 1 January 2020.

Abbreviations
Abbreviation

English definition

German definition

AO
AStG
EStG
GewStG
GrEStG
GrStG
HGB
KStG
SGB
SolzG
UStG

General Tax Code
Foreign Tax Law
Income Tax Law
Business Tax Law
Law on Real Estate Transfer Tax
Land Tax Law
Commercial Code
Corporate Income Tax Law
Social Security Law
Solidarity Surcharge Law
VAT Act

Abgabenordnung
Aussensteuergesetz
Einkommensteuergesetz
Gewerbesteuergesetz
Grunderwerbsteuergesetz
Grundsteuergesetz
Handelsgesetzbuch
Körperschaftsteuer
Sozialgesetzbuch
Solidaritätszuschlaggesetz
Umsatzsteuergesetz

Introduction
Corporate taxpayers are subject to corporate income tax and business tax. A solidarity
surcharge is levied on the corporate income tax and most withholding taxes due.
Employers must make social security contributions. A VAT system applies.
The currency is the euro (EUR).

1. Corporate Income Tax
1.1. Type of tax system
Under the classical corporate tax system applicable in Germany since 1 January 2001,
corporate profits are taxed at the level of the company and dividends are taxed in the
hands of individual shareholders without imputation credits being available for the
corporate income tax paid. Economic double taxation, however, is currently mitigated
for individual shareholders by a partial-income system or final flat withholding tax (see
Individual Taxation section 1.5.). Intercorporate dividends derived from qualifying
shareholdings from both resident and non-resident companies are in principle exempt
(see section 2.2.).
Companies must generally withhold dividend withholding tax from distributed profits
(see section 1.6.2.1.). The tax withheld is creditable for resident shareholders against
their corporate income tax liability.
A solidarity surcharge of 5.5% is levied on the corporate income tax due (see section
3.2.).
1.2. Taxable persons
The corporate income tax and the solidarity surcharge are levied on the various types
of entity listed in the Corporate Income Tax Law (section 1 of the KStG and section 1 of
the SolzG). These include stock companies (AG) and limited liability companies
(GmbH) as well as limited partnerships with shares (KGaA). These entities are referred
to as companies in this survey. Partnerships not mentioned above are not taxed as separate entities, the partners being taxed individually on their share of profits.
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1.2.1. Residence
An entity is resident if either (i) its legal seat or (ii) its place of management is in
Germany (section 1 of the KStG).
1.3. Taxable income
1.3.1. General
Resident companies are liable for the corporate income tax on their worldwide income
(section 1 of the KStG). All income of a company is categorized as business income.
1.3.2. Exempt income
The most important types of exempt income are (section 8b of the KStG):
–

at the company level, capital contributions upon formation or capital increase,
whether or not in return for shares, other membership rights or simply in connection with an increase in the capital reserves;

–

at the shareholder level, capital repayments from the company if they do not
contain dividend distributions (taxable to the extent they exceed the book value of
the shareholder’s investment); and

–

qualifying dividends and capital gains (see sections 2.2. and 1.4.).

1.3.3. Deductions
The taxable income of corporate taxpayers is the total amount of income whether
from domestic or foreign sources after deduction of business expenses. Dividend payments, as opposed to interest and royalties, do not constitute deductible expenses.
Restrictions concerning the deduction of business expenses exist in particular with
respect to outlays for personal expenses (gifts, guest houses and the like), all types of
dividends and taxes qualifying as taxes on persons (sections 8(3) and 10 of the KStG).
Also, one half of the fees paid to the members of the supervisory board is not deductible. Directors’ remunerations are, in general, deductible, unless such remuneration is
treated as a hidden profit distribution to a shareholder. Expenses that are, in a commercial sense, directly linked to exempt income are not deductible (see also section
6.1.1.1.).
Donations for the furtherance of non-profit activities are deductible up to 20% of total
income or, upon the company’s choice, up to 0.4% of the total sum of its turnover and
salaries; a carry-forward is available.
Interest expenses may only be deducted up to 30% of earnings before interest, taxes
depreciation and amortization (EBITDA) (section 4h of the EStG and section 8a of the
KStG). For details of the general limitation on the deductibility of interest payments,
see section 7.3.
With effect from 1 January 2018, royalties paid to a recipient which is directly or indirectly part of the same group or directly or indirectly controlled by the same shareholder are not fully deductible if the income of the recipient is either not taxed or is
subject to a low tax rate due to the application of a preferential regime that does not
comply with the OECD’s work on harmful tax practices. The royalty income is considered to be taxed at a low rate if the effective tax rate is below 25%. In addition, the
low taxation must be caused by a preferential regime which does not comply with the
OECD’s nexus approach as set out in the Action 5 Final Report of the OECD’s BEPS Project. The nexus approach generally prohibits a preferential treatment of income from
intellectual property other than self-developed patents and copyrighted software.
10
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Royalties remain fully deductible if the preferential regime requires a substantial
activity in the state of the recipient. The requirement of a substantial activity is
assumed to be met when the recipient of the royalties incurs qualifying expenses in
relation to the intangible property.
If the limitation on the deductibility of royalty payments applies, the non-deductible
part of the royalty payment is determined by the following ratio: 25% – income tax
burden as a % / 25% (section 4j of the EStG).
1.3.4. Depreciation and amortization
Depreciable assets are fixed assets used in the production process which diminish in
value over time and have a useful economic life of over 1 year (section 7 of the EStG).
Depreciation is compulsory and must take place whether the company is profitable or
whether it incurs losses. The depreciable base of an asset acquired for consideration or
produced by the taxpayer is its cost.
Before 1 January 2008, the normal methods of depreciation for movable fixed assets
were the straight-line method, the declining-balance method and the production
method. They could be used alternatively, provided the required conditions were met.
A change from the declining-balance method to the straight-line method was permitted, but not vice versa. For business assets purchased or manufactured after 31
December 2007, only the straight-line depreciation is available. However, in order to
stimulate the economy, the declining-balance method was temporarily re-introduced
for movable fixed assets acquired or produced from 1 January 2009 through 31 December 2010. The annual rate of depreciation was limited to two and a half times the
allowable straight-line rate with an overall maximum of 25%.
For movable fixed assets, a general table issued by the Federal Ministry of Finance
applies, giving the asset depreciation range, i.e. the number of years over which the
asset is written off.
Assets with a low acquisition cost (under EUR 800, exclusive of VAT) may be fully depreciated in the year of acquisition, provided that the assets are movable and usable independently from other assets. Alternatively, assets that may be used individually, with
a value between EUR 250 and 1,000 (exclusive of VAT), may be depreciated on a pool
basis under the straight-line method at 20% per year over 5 years. Under this alternative, qualifying assets with a value of less than EUR 250 (exclusive of VAT) may be fully
depreciated in the year of acquisition.
Land is not depreciable. Buildings may be depreciated according to the straight-line
method or a special declining-balance method. A change from one method to another
is not permitted. For buildings used in a business, and not for living accommodation,
the annual depreciation rate is 3%. The declining-balance method is no longer applicable to buildings used in a business, except for some old cases.
For buildings used for accommodation, the annual straight-line depreciation rate is 2%.
The alternative declining-balance rates are:
–

first 10 years, 4%;

–

following 8 years, 2.5%; and

–

remaining 32 years, 1.25%.

The declining-balance method of depreciation is no longer available for buildings used
for accommodation if the building was acquired or constructed after 1 January 2006.
Transitional rules apply.
11
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Acquired goodwill may be depreciated on a straight-line basis over a 15-year period.
For accelerated and additional depreciation, see sections 1.7.1. and 1.7.2., respectively.
1.3.5. Reserves and provisions
Liabilities may be valued at their cost or at the going-concern value (section 6 of the
EStG). Moreover, liabilities must be discounted at a rate of 5.5%. Not to be discounted
are liabilities the term of which at the balance sheet date is less than 12 months, and
liabilities which are interest-bearing or which are based on a payment on account.
Provisions may be set up for certain liabilities, thereby reducing taxable income in the
year of creation (section 6 of the EStG and section 249 of the HGB). Provisions may be
made for certain future pension payments to employees, liabilities on surety obligations, warranties, damage claims, litigation expenses and deductible taxes for corporate income tax purposes.
Provisions for grants to employees to mark the occasion of their completing a round
number of years of service may be made, subject to certain conditions.
Tax-free reserves are possible with respect to capital gains on the alienation of an
asset if the intention is to replace the asset (see section 1.4.).
1.4. Capital gains
In general, capital gains are included in taxable income (section 8 of the KStG). However, capital gains on the alienation of certain fixed assets which are replaced with
similar assets may be rolled over. Up to 100% of the capital gain from the sale of such
assets may reduce the acquisition or manufacturing cost of assets of the same kind
acquired or manufactured in the same year or in the preceding year. Qualifying assets
include land and buildings which at the moment of sale have belonged to a resident
permanent establishment of the company for at least 6 years. Capital gains from the
sale of land may be rolled over also for the acquisition or construction cost of buildings. The rollover relief is limited to qualifying replacement assets which are attributable to a resident permanent establishment. If the replacement assets are
attributable to a permanent establishment situated in another EU Member State/EEA
country, the taxation of the capital gains from the hidden reserves may be spread over
5 consecutive years. Upon request of the taxpayer, the tax due may be paid in 5 equal
instalments. With effect from 29 March 2019, Germany enacted legislation according
to which, for the purposes of the aforementioned rule, the event of Brexit would not
constitute a harmful event for the purposes of the 5-year period and, therefore, would
not result in immediate taxation of any remaining amount.
If the realized gain is not used immediately for the acquisition or manufacturing of
replacing assets, an investment reserve may be set up. The period for carrying it
forward is generally 4 financial years, but 6 financial years for buildings the construction of which was started before the end of the fourth financial year after the reserve
was set up. If the reserve is not used to reduce the acquisition or manufacturing costs
of replacing assets, the taxable amount of the reserve is increased by 6% of the reserve
for each year in which the reserve existed.
No rollover relief is available for capital gains from the sale of shares of resident corporate entities. For foreign-source gains, see section 6.1.

12
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Capital gains from the sale of shares are, in principle, exempt from corporate income
tax and business tax (section 8b of the KStG). However, a lump sum of 5% of the gains
is added back to taxable income representing non-deductible business expenses. The
exemption is granted for both direct participations and indirect participations (e.g.
through a partnership), and irrespective of whether the company in which the shares
are held is resident or non-resident. There is no minimum participation requirement,
nor any minimum holding period, except for certain restructuring situations (7 years).
The exemption is not granted to the extent that the holding has previously been
written down to its lower going-concern value and has not subsequently been revalued
upwards. Gains on shares held by banks, financial services institutions and finance
enterprises for trading purposes are not exempt.
1.5. Losses
1.5.1. Ordinary losses
In general, losses up to EUR 1 million may be carried back to the preceding year. Any
excess losses may only be carried forward to be set off against the first EUR 1 million
of net income in a given year without restriction; any remaining loss may be set off
against up to 60% of the net income exceeding this limit (section 10d of the EStG).
Upon request, the company may carry losses forward without having carried them
back.
A company is not allowed to carry over losses if, within 5 years, more than 50% of the
capital or participation, membership or voting rights in that company are transferred
directly or indirectly to a purchaser or a person related to the purchaser. In December
2018, the previously applicable rule, providing that the loss carry-forward is disallowed pro rata for transfers of shares or voting rights between 25% and 50% within 5
years, was abolished with retroactive effect from 1 January 2008. The latter rule was
found incompatible with the German Constitution by the Federal Constitutional Court
(Bundesverfassungsgericht) in its decision of 29 March 2017.
The loss forfeiture does not apply if the transfer of shares takes place in the course of
a reorganization in order to rescue a loss-making company (reorganization clause). The
latter requires that it is intended to remove or prevent the insolvency or over-indebtedness of the loss-making company while maintaining its structural integrity. After the
European Commission had decided in 2011 that the reorganization clause constitutes
State aid, and ordered Germany to recover any aid granted this way, Germany had suspended the application of the reorganization clause from May 2010. Following the
decision of the Court of Justice of the European Union of 28 June 2018 (Case C-203/16
P, Dirk Andres (faillite Heitkamp BauHolding) v. European Commission), where the
Court annulled the decision of the European Commission, the suspension of the reorganization clause was repealed in December 2018.
A corporate group exemption is applicable to transfers taking place after 31 December
2009. Accordingly, a loss forfeiture does not apply if, after a direct or indirect transfer
of shares, the same person or company owns directly or indirectly 100% of the lossmaking company. Further, in the case of harmful transactions which take place after 31
December 2009, a loss forfeiture only occurs to the extent that existing losses exceed
the hidden reserves of the loss-making company, which are taxable in Germany.
A loss forfeiture exception may also apply to transfers taking place after 31 December
2015, in cases where the loss-making company’s business operations are continued
unchanged from the time of incorporation, or at least during the 3 fiscal years prior to
the change in ownership. If the conditions are met, taxpayers may avoid application of
13
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the change-in-ownership rules and subsequent forfeiture of loss carry-forward by filing
a respective application with the tax authorities. This exception is not available for
carried forward losses if such losses resulted from a period before a previous temporary or final discontinuation of business operations or if the company was a controlling
parent of a group of companies under the group taxation regime or a partner in a partnership during the 3 fiscal years prior to the change in ownership.
The forfeiture of loss carry-forward applies if, in subsequent years, one of the following events occurs:
–

a temporary or final discontinuation of the business operations;

–

a change to the purpose of the business operations;

–

takeover of an additional business operation;

–

participation as a partner in a partnership;

–

becoming a controlling parent of a group of companies under the group taxation
regime; or

–

assets being transferred to the loss-making company and recorded below fair
market value for tax purposes.

1.5.2. Capital losses
The offset and carry-over of losses incurred for participations in partnerships are
limited if the main purpose of the acquisition or creation of the source of income is to
obtain tax benefits.
Capital losses from the alienation of shares in other resident or non-resident companies or from the liquidation or capital reduction of such companies may not be offset.
1.6. Rates
1.6.1. Income and capital gains
The rate of corporate income tax is 15%, increased to 15.825% by the 5.5% solidarity
surcharge (section 23 of the KStG and section 4 of the SolzG).
1.6.2. Withholding taxes on domestic payments
1.6.2.1. Dividends
Dividends and other profit distributions paid by resident companies (AG, KGaA, GmbH)
are subject to withholding tax at a rate of 25% (26.375% including the 5.5% solidarity
surcharge) (section 43a of the EStG). This withholding tax also applies to income from
the alienation of a dividend certificate without the alienation of the underlying share.
This withholding tax is creditable against the final corporate income tax liability of
resident corporate shareholders.
1.6.2.2. Interest
A withholding tax is imposed on interest from convertible bonds, profit-sharing bonds,
participation loans, as well as income from the participation of silent partners in a
trade or business. The rate is 25% (26.375% including the 5.5% solidarity surcharge)
(sections 43 and 43a of the EStG).
A withholding tax is imposed on interest paid by banks and on interest paid on certain
bonds to residents. The rate is 25% (26.375% including the surcharge) (sections 43 and
43a of the EStG).
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The above-mentioned withholding taxes are creditable against the final corporate
income tax liability of the recipient company.
1.6.2.3. Royalties
There is no withholding tax on royalties paid to residents.
1.6.2.4. Other
Remuneration paid to contractors for building services is subject to a 15% withholding
tax (not increased by the solidarity surcharge) (section 48 of the EStG). No tax is withheld if the service provider has presented a certificate of exemption or if the remuneration does not exceed certain limits.
The tax withheld may be credited against the contractor’s wages tax and corporate
income tax liability.
1.7. Incentives
1.7.1. Accelerated depreciation
Accelerated depreciation may be taken instead of ordinary depreciation (see section
1.3.4.) in respect of renovation of buildings (section 7i of the EStG). Accelerated
depreciation up to 9% is available in the year of renovation and in the following 7
years, and up to 7% in the following 4 years.
1.7.2. Additional depreciation
Additional depreciation may be taken in addition to straight-line depreciation, production depreciation and, in some cases, in addition to the declining-balance depreciation (section 7g of the EStG).
For companies with net assets of not more than EUR 235,000, an additional depreciation of up to 20% of the cost of acquisition or manufacturing of new movable assets is
granted in the year of acquisition or manufacturing and the following 4 years (20% for
all years together), provided they remain in a domestic permanent establishment for
at least 1 year. In addition, these companies may deduct up to 40% of the prospective
acquisition or production costs of future depreciable assets, with a ceiling of EUR
200,000. The reserve will be taxed as soon as the regular depreciation scheme starts to
apply to the new assets. In the case the assets are not acquired or produced within the
required time, the previously made deduction must be added back retroactively to the
taxable income of the tax year for which the deduction was claimed.
For newly constructed rental houses, based on building permissions granted between 1
September 2019 and 31 December 2021, a temporary additional depreciation of 5% of
the acquisition or production cost is available in addition to the regular straight-line
depreciation. The additional depreciation is only available if the acquisition or production cost does not exceed EUR 3,000 per square metre and the rental property is
rented out in the year of acquisition or production and subsequent 9 years. The depreciation basis is the acquisition or production cost with a maximum limit of EUR 2,000
per square metre.
Where additional depreciation is used, the declining-balance method is not allowed.
In the case of accumulation of accelerated and additional depreciation, only one type
of depreciation may be chosen (per asset).
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1.7.3. Tonnage tax
Companies whose place of management is situated in Germany may be granted the
right to report, for corporate income tax and business tax purposes, their taxable
income from the operation of trading ships in international traffic as a certain percentage of the tonnage of such ships (section 5a of the EStG). The regime may be terminated by the taxpayer only after the first 10 years; if the taxpayer elects to
terminate the regime, it will not be available for the next 10 years.
From the financial year in which the election was made, taxable income must be
reported as follows:
Net tonnage
Up to
1,000
1,001 – 10,000
10,001 – 25,000
Over
25,000

EUR per day per shipper each 100 tonnes
0.92
0.69
0.46
0.23

The exploitation of the ship must take place from Germany. The regime is also available for ships used mostly outside the German territorial waters in towing or salvaging
services, for prospecting natural resources or for measuring energy deposits under the
seabed.
1.7.4. Research and development credit
With effect from 1 January 2020, a tax credit for qualifying research and development
(R&D) expenses is available to resident and non-resident taxpayers with domestic
sourced business income who are not tax exempt, regardless of their actual size or
business activity, provided that they carry on qualifying activities. Qualifying activities
are basic research, applied research and experimental development activities, which
comprise creative and systematic work undertaken in order to increase the stock of
knowledge – including knowledge of humankind, culture and society – and to devise
new applications of available knowledge. The tax credit is also available for expenses
incurred for third-party professionals who perform the qualifying R&D services, provided the contract research company is resident in a EU Member State or in an EEA
country, which allows an adequate exchange of information with Germany.
Qualifying expenses are the costs of personnel engaged in the qualifying activities or
the fees paid (60%) to an independent contract research company, with a maximum of
EUR 2 million in a given financial year. The tax credit amounts to 25% of the assessment
basis. A total maximum of EUR 15 million per project for which qualifying expenses are
incurred applies.
1.8. Administration
1.8.1. Taxable period
The tax year is the calendar year (section 4a of the EStG). Taxable income is the
income of the company’s financial year that coincides with the calendar year. If a company’s financial year is different from the calendar year, taxable income is the income
of the financial year that expires during the tax year.
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1.8.2. Tax returns and assessment
Tax returns must be filed by 31 May of the year following the year for which taxes are
due (section 149 of the AO). Extensions are possible up to 30 September and are automatically granted by the tax authorities if the return is prepared by a tax advisor or
accountant. For tax years beginning on or after 1 January 2018, the filing date for the
annual income tax return is 31 July of the year following the tax year. For these years,
extensions are possible until the end of February of the second subsequent year (e.g.
28 February 2021 for tax year 2019).
1.8.3. Payment of tax
Resident companies must make quarterly advance payments of corporate income tax
on 10 March, 10 June, 10 September and 10 December of each year. Assessed tax is
payable 1 month after the taxpayer has received the assessment (section 37 of the
EStG).
1.8.4. Rulings
As a rule, a taxpayer is entitled to an advance ruling on the basis of precisely described
facts if the tax treatment of the facts would affect his business decisions for the
future. The advance ruling becomes ineffective if the tax law on which it is based
changes. Advance rulings may not be granted in tax planning matters, for instance in
the case of potential abuse of law.

2. Transactions between Resident Companies
2.1. Group treatment
A group of different legal entities may be treated for tax purposes as if they form one
single unit, i.e. their profits and losses are pooled in the hands of the controlling
company (sections 14 and 15 of the KStG). The effect of the treatment is that the controlling parent becomes liable for corporate income tax on the pooled profits. Therefore, losses of each company may be set off against profits realized within the group.
However, losses of the controlled company from financial years before the one in
which the pooling agreement becomes effective are not deductible.
The following conditions apply for group treatment under corporate income tax law
(section 14 of the KStG):
–

the controlled company must generally be a company incorporated under the laws
of an EU Member State/EEA country which has its place of effective management in
Germany, the controlling parent can be a resident individual, a non-exempt
company as well as a partnership if it carries on its own business;

–

the controlled company must be financially integrated into the controlling parent
(indirect shareholdings are taken into account if the shareholder has the majority
of voting rights in all interposed entities);

–

the financial integration must be in place at the beginning of the financial year of
the controlled company for which group taxation is sought to apply; and

–

a profit-and-loss pooling agreement must be concluded.

Group treatment also applies for business tax purposes under the same conditions.
Group treatment for VAT purposes requires financial, economic and organizational
integration, but no profit-and-loss pooling agreement.
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Cross-border grouping is only possible if the controlling company maintains a permanent establishment in Germany. In this case, the profit or loss is allocated to the permanent establishment and taxed accordingly.
2.2. Intercompany dividends
With effect from 1 March 2013, dividends derived by resident corporate shareholders
from qualifying participations of at least 10% in the capital of the paying company are,
in principle, exempt irrespective of the holding period and the source (domestic or foreign) (section 8b of the KStG). However, a lump sum of 5% of the gross dividends is
added back to taxable income representing non-deductible business expenses. With
effect from assessment year 2014, the exemption further requires that the dividends
were not deducted when determining the profits of the distributing company.
Dividends are not exempt if the participation at the beginning of the calendar year
amounts to less than 10% of the share capital of the paying company.
Before 1 March 2013, dividends derived by resident corporate shareholders were, in
principle, exempt irrespective of (i) the degree of participation, (ii) the holding period
or (iii) the source (domestic or foreign).
For dividends derived by non-residents, see sections 6.2.1. and 6.3.1.

3. Other Taxes on Income
3.1. Business tax
3.1.1. Taxable persons
In general, every company which carries on a business in Germany is subject to business tax (section 2 of the GewStG). Companies are always presumed to carry on a business.
3.1.2. Taxable income
The taxable income for business tax is generally determined in the same manner as for
income tax purposes, subject to certain adjustments (section 7 et seq. of the GewStG).
These adjustments refer to certain items that reduce the tax base for corporate
income tax purposes but not for business tax purposes and vice versa. For instance,
25% of all interest payments and financing costs exceeding a threshold of EUR 100,000
is not deductible from the business tax base.
Deductions that are allowed for business tax purposes include profits attributable to a
permanent establishment located abroad and profit shares derived from domestic or
foreign partnerships.
Dividends derived from shareholdings in resident or non-resident companies are
taxable for business tax purposes if the participation is less than 15%. Where dividends
are taxable, related expenses are deductible.
3.1.3. Rates
The effective rate of business tax depends on a federal rate and a multiplier (sections
11, 14 and 16 of the GewStG). The amount of the business tax is determined by first
applying the basic federal rate of 3.5% to the taxable business income which results in
a basic tax amount. The multiplier is then applied to this basic tax amount to determine the actual tax burden. The multiplier is fixed by the municipalities and varies
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according to their financial needs. The multiplier is 200%, unless the municipality has
fixed a higher multiplier. The current multiplier is 410% for Berlin, 460% for Frankfurt
am Main, 470% for Hamburg and 490% for Munich.
The business tax is not deductible from its own base and for corporate income tax purposes.
3.2. Solidarity surcharge
A solidarity surcharge of 5.5% is levied on the corporate income tax due, but not on the
business tax. It is computed on the total tax due after deducting tax credits, i.e.
foreign tax credits (section 3 of the SolzG).
In addition, the solidarity surcharge increases the withholding taxes imposed on payments to both residents and non-residents (see sections 1.6.2. and 6.3., respectively),
except for the withholding tax on remuneration for building services. If a non-resident
benefits from a tax treaty, the total withholding tax, including the surcharge, may not
exceed the maximum treaty rate (see section 6.3.5.).

4. Taxes on Payroll
4.1. Payroll tax
There are no payroll taxes.
4.2. Social security contributions
The following social security contributions are payable by employers (for 2020) (sections 158 and 160 of the SGB VI, section 241 of the SGB V, section 341 of the SGB III and
section 55 of the SGB XI):
–

pension insurance at 9.3% on a monthly salary up to EUR 6,900 (EUR 6,450 in the
five new federal states);

–

health insurance at 7.3% on a monthly salary up to EUR 4,687.50; health insurance
companies may require an additional contribution (on average 1.1% in 2020) which
must be borne for 50% by the employer;

–

unemployment insurance at 1.2% on a monthly salary up to EUR 6,900 (EUR 6,450 in
the five new federal states); and

–

insurance for disability and old age at 1.525% (1.025% in Saxony) on a monthly
salary up to EUR 4,687.50.

For the social security contributions payable by employees and individual entrepreneurs, see Individual Taxation section 3.

5. Taxes on Capital
5.1. Net worth tax
There is no net worth tax.
5.2. Real estate tax
Real estate tax is levied annually by the municipalities on immovable property whether
held as a private or business asset (section 2 of the GrStG). It is imposed on the fiscal
value at a basic federal rate of 0.35%. The result is multiplied by a municipal coefficient, which ranges from 280% to 810% and brings the effective rate to between 0.98%
and 2.84% of the fiscal value. The average rate is around 1.9%.
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In a decision of 10 April 2018, the Federal Constitutional Court ruled that the use of
outdated fiscal values for real estate tax purposes is unconstitutional. The Court concluded that the continuous usage of fiscal values established in 1964 or earlier for the
annual assessment of the real estate tax results in unequal treatment in the evaluation
process of real estate which is not sufficiently justifiable and therefore infringes the
principle of equality. The Court held that the legislator must amend the existing rules
in accordance with the constitutional principles by 31 December 2019. After the enactment of new rules, the existing provisions may still be applied for a period of 5 years,
but no longer than until 31 December 2024 in order to ensure legislative coverage
during the implementation process of the new rules. In December 2019, new rules
were enacted which mainly take effect on 1 January 2025. The basic features of the
real estate tax regime remain unchanged. However, new fiscal values shall be determined by 1 January 2022.
Real estate tax is deductible for corporate income tax and business tax purposes.
For real estate taxation of individuals, see Individual Taxation section 4.2.

6. International Aspects
6.1. Resident companies
For the concept of residence, see section 1.2.1.
6.1.1. Foreign income and capital gains
Corporate income tax is imposed on worldwide income and capital gains. For the business tax treatment of foreign income, see section 3.1.2.
Exit taxation applies if a resident company relocates its legal seat or its place of management, outside Germany and consequently ceases to be subject to unlimited tax liability in Germany. There is a deemed disposal of assets so that all hidden reserves are
realized and subject to corporate income tax at the regular rate. The same applies if
an asset is transferred from a resident company or resident permanent establishment
to a foreign permanent establishment to the extent Germany will lose the taxing right
over the asset transferred. If a company relocates to or an asset is transferred to a permanent establishment in an EU Member State/EEA country and the EU Directive on
Mutual Assistance (2011/16) or a similar agreement is applicable between Germany
and the respective EU Member State/EEA country, the taxation of the profits from the
hidden reserves on exit may be spread over 5 consecutive years. If a company relocates to a third country, transfers an asset to a permanent establishment in a third
country or sells a previously transferred asset during the 5-year period, immediate taxation of the remaining amount applies.
With effect from 29 March 2019, Germany enacted legislation according to which, for
the purposes of the aforementioned rule, the event of Brexit would not constitute a
harmful event for the purposes of the 5-year period and, therefore, would not result in
immediate taxation of any remaining amount.
6.1.1.1. Foreign dividends
Dividends derived by resident companies from substantial shareholdings (more than
10%) are generally exempt irrespective of their source (see section 2.2.), if the dividends were not deducted when determining the profits of the distributing company
(section 8b of the KStG). A lump sum of 5% of the gross dividends is added back to
taxable income representing non-deductible business expenses. Actual business
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expenses, however, are fully deductible. Dividends derived by resident companies
from portfolio shareholdings (i.e. holdings of less than 10%) are included in the taxable
income.
6.1.1.2. Capital gains on shares
Capital gains derived by resident companies from the sale of shares in non-resident
companies are exempt from corporate income tax and business tax under the same
conditions as capital gains on shares in resident companies (see section 1.4.). A lump
sum of 5% of the gains is added back to taxable income representing non-deductible
business expenses.
6.1.2. Foreign losses
Restrictions apply to the set-off of losses derived from foreign operations. Among
others, the following types of loss may only be set off against income from a similar
activity in the same country in the current year or in the following years (sections 2a
and 32b of the EStG):
–

losses from foreign trading permanent establishments whose income is deemed to
be derived from non-trading activities;

–

losses from the write-down of a participation in a foreign company to its lower
going-concern value;

–

losses from the disposal of a participation held in a foreign company; and

–

losses from the liquidation or capital decrease of a foreign company.

The restrictions do not apply to losses stemming from operations in an EEA country if
the EU Mutual Assistance Directive (2011/16) or a similar agreement is applicable
between Germany and the respective EEA country.
A German head office is not allowed to deduct losses incurred by a foreign permanent
establishment located in a treaty country. Losses may not be set off or carried over if
distributions of profits of a foreign company are exempt under the provisions of a tax
treaty or tax relief is granted under domestic law and if the losses are incurred on the
disposition of shares in the foreign company, its liquidation or its capital reduction.
6.1.3. Foreign capital
There is no net worth tax. Foreign immovable property is not subject to German real
estate tax.
6.1.4. Double taxation relief
An ordinary tax credit is granted for foreign tax paid on foreign income of resident taxpayers, unless this unilateral relief measure is superseded by relief under a tax treaty
(section 26 of the KStG and section 34c of the EStG). To qualify for the tax credit,
foreign taxes must be similar to German taxes. If the foreign taxes do not qualify, or in
any case at the taxpayer’s request, they may be deducted in computing taxable
income in lieu of being credited against tax. The foreign tax credit is computed on a
country-by-country basis. Excess credits may not be carried forward.
For foreign dividends, see section 6.1.1.1.
6.2. Non-resident companies
Non-resident companies are those that have neither their legal seat nor place of management in Germany.
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6.2.1. Taxes on income and capital gains
Non-resident companies are subject to corporate income tax if they derive any of the
following German-source income (section 49 of the EStG):
–

income from agriculture and forestry;

–

business income arising from:
– the operation of a permanent establishment in Germany. The exemption of
intercorporate dividends from substantial shareholdings (see section 2.2.)
applies. Dividend withholding tax (see section 6.3.1.) is creditable against the
non-resident’s assessed tax liability;
– the sale or leasing of German-situs immovable property and rights used in a
German permanent establishment;
– the sale of shares in a German company, but only if the seller owned at least 1%
of the capital of the company at any time during the 5 years preceding the sale;
and
– the sale of shares in a resident or non-resident company, if at any time during
the 365 days preceding the alienation these shares derived more than 50% of
their value directly or indirectly from immovable property situated in Germany
(with effect from 1 January 2019);

–

investment income (including dividends and certain forms of interest); and

–

rents and royalties.

If the income is not subject to withholding tax, taxable income is calculated as the difference between income and related expenses. The corporate income tax rate for nonresident companies is the same as for resident companies (see section 1.6.1.).
The taxpayer must file a return for each tax year and receives an assessment from the
tax authorities. Non-resident companies having a permanent establishment in
Germany are subject to the business tax (see section 3.1.) with respect to the income
derived from it.
Withholding taxes on payments to non-residents (see section 6.3.) are imposed on the
gross payment, i.e. without deduction of related expenses. The withholding tax represents a final tax in full settlement of the tax liability, unless the income is effectively
connected with a permanent establishment. In that case, it is classified as business
income; the (net) income is included in the German taxable base and the withholding
tax is credited. The inclusion of the income allows the taxpayer to offset losses arising
in other parts of the German permanent establishment.
6.2.2. Taxes on capital
There is no net worth tax. Real estate tax (see section 5.2.) is levied on domestic property.
6.2.3. Administration
See section 1.8.
6.3. Withholding taxes on payments to non-resident companies
For withholding taxes on payments to resident companies, see section 1.6.2.
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6.3.1. Dividends
Dividends and other profit distributions paid by resident companies (AG, KGaA, GmbH)
to non-residents are subject to withholding tax at a rate of 25% (26.375% including the
5.5% solidarity surcharge) (section 43a of the EStG). This withholding tax also applies
to income from the alienation of a dividend certificate without the alienation of the
underlying share.
The receiving non-resident company may apply for a refund of two fifths of the withholding tax. The refund procedure is subject to the substance requirements under the
domestic anti-treaty shopping rule and requires a certificate of residence provided by
the receiving company.
Under the domestic law implementing the provisions of the EU Parent-Subsidiary
Directive (2011/96), no withholding tax is levied on dividends paid by a resident subsidiary to its parent which (section 43b of the EStG):
–

has a corporate form mentioned in the Annex to the Directive and is subject to a
corporate income tax; and

–

has held at least 10% of the capital of the subsidiary continuously for at least 12
months.

The withholding tax on distributions made before the expiry of the 12-month holding
period is also reduced to zero, provided the holding period requirement is subsequently met. However, in this case, immediate application of the exemption is not
allowed; only the refund procedure is available.
If a permanent establishment of a qualifying parent receives the dividends, it only
qualifies for the exemption if the participation in the subsidiary effectively forms part
of the business capital of the permanent establishment. Furthermore, the permanent
establishment must meet the requirements set out in article 2(2) of the Directive.
6.3.2. Interest
Interest payments to non-residents are generally not subject to withholding tax.
However, withholding tax is imposed on interest from convertible bonds, profit-sharing
bonds, participation loans, as well as income from the participation of silent partners
in a trade or business. The rate is 25% (26.375% including the 5.5% solidarity surcharge)
(section 43a of the EStG).
In addition, interest on coupons of bearer bonds that is not credited to a bank account
with a foreign bank (anonymous over-the-counter transactions) is subject to withholding tax at a rate of 25% (26.375% including the surcharge). The withholding tax on
regular bank interest (see section 1.6.2.) does not apply to payments to non-residents.
The receiving non-resident company may apply for a refund of two fifths of the withholding tax. The refund procedure is subject to the substance requirements under the
domestic anti-treaty shopping rule and requires a certificate of residence provided by
the receiving company.
Under the domestic law implementing the provisions of the EU Interest and Royalties
Directive (2003/49), interest and royalty payments are exempt from withholding tax,
provided that the recipient is an associated company of the paying company and is resident in another Member State or such a company’s permanent establishment situated
in another Member State (section 50g of the EStG). Two companies are “associated
companies” if (i) one of them has a direct minimum holding of 25% in the capital of the
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other or (ii) a third company has a direct minimum holding of 25% in the capital of the
two companies. The relevant companies must have a legal form listed in the Annex to
the Directive and be subject to corporate income tax. No minimum holding period is
required. The exemption does not apply to (i) interest which is treated as a profit distribution under domestic law, (ii) interest from profit participating loans and (iii)
interest and royalties exceeding an arm’s length amount.
6.3.3. Royalties
Royalties paid to non-residents are subject to corporate income tax, which is imposed
by withholding at a rate of 15% (15.825% including the 5.5% solidarity surcharge) (section 50a of the EStG).
For the EU Interest and Royalties Directive, see section 6.3.2.
6.3.4. Other
In general, service fees are not subject to withholding tax, unless they contain royalty
elements.
The withholding tax on remuneration paid to contractors (see section 1.6.2.) applies
also to payments to non-residents. In the case of a non-resident contractor, the tax is
final, unless a treaty provides otherwise.
6.3.5. Withholding tax rates chart
The following chart contains the withholding tax rates that are applicable to payments
by German companies to non-residents under the tax treaties in force as at the date of
review. Where, in a particular case, a rate is higher than the domestic rate, the latter
is applicable.
If a treaty provides for a lower tax rate, a request must be made for a refund; in some
cases, the lower rate on dividends and royalties may be applied at source.
Dividends1
Individuals,
Qualifying
companies
companies4,5
(%)
(%)
Domestic Rates
Companies:
Individuals:
Treaty Rates
Treaty With:
Albania
Algeria
Argentina
Armenia
Australia
Austria
Azerbaijan
Bangladesh
Belarus
Belgium
Bolivia
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Interest2,3

Royalties3

(%)

(%)

256
256

0/25
n/a

0/256
0/256

0/156
156

15
15
15
10/1512
15
15
15
15
15
15
10

5
58
15
7/1512
0/514,15
58
516
15
518
15
10

57
107
10/157,9,10
57,13
0/107,10
07
107
107
57
0/1519
157

5
10
15/–11
6
5
0
5/1017
10
3/517
0
15
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Dividends1
Individuals,
Qualifying
companies
companies4,5
(%)
(%)

Bosnia and
Herzegovina20
Bulgaria
Canada
China (People’s Rep.)23
Costa Rica
Croatia
Cyprus
Czech Republic
Denmark
Ecuador
Egypt
Estonia
Finland
France
Georgia
Ghana
Greece
Hungary
Iceland
India
Indonesia
Iran
Ireland
Israel
Italy
Ivory Coast
Jamaica
Japan
Kazakhstan
Kenya
Korea (Rep.)
Kosovo20
Kuwait
Kyrgyzstan
Latvia
Liberia
Liechtenstein
Lithuania
Luxembourg
Malaysia
Malta

15
15
15
10/1524
15
15
15
15
15
15
15
15
15
15
10
15
25
15
15
10
15
20
15
10
15
15
15
15
15
15
15
15
15
15
15
15
15
15
15
15
15

15
58
58
5/1524
526
58
58
5
58
15
15
5
58
58
0/529
58
25
58
5
10
10
15
58
531
15
15
10
0/533,34
5
15
5/2535
15
58
5
5
10
0/537
5
58
58
58

Interest2,3

Royalties3

(%)

(%)

07
0/57,10
0/107,21
107
0/57,9,10
07
0
0
07
10/159,10
157
107
0
0
07
0/107,9,10
10
07
0
107
107
15
0
57
0/107,21
157
10/12.510
07
10
15
10
07
07
57
107
10/2010
07
107
07
107
07

10
5
0/1022
6/1025
10
0
0
5
0
15
15/2527
5/1028
0
0
0
8
0
0
0
10
7.5/10/1530
10
0
0
0/532
10
10
0
10
15
2/1028
10
10
10
5/1028
10/2036
0
5/1028
5
7
0
25
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Mauritius
Mexico
Moldova39
Mongolia
Montenegro20
Morocco
Namibia
Netherlands
New Zealand
North Macedonia
Norway
Pakistan
Philippines
Poland
Portugal
Romania
Russia
Serbia20
Singapore
Slovak Republic
Slovenia
South Africa
Spain
Sri Lanka
Sweden
Switzerland
Syria
Taiwan
Tajikistan
Thailand
Trinidad and Tobago
Tunisia
Turkey
Turkmenistan
Ukraine
United Arab Emirates
United Kingdom
United States
Uruguay
Uzbekistan
Venezuela
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Individuals,
Qualifying
companies
companies4,5
(%)
(%)
15
58
15
5
15
15
10
5
15
15
15
5
15
108
15
5/1040
15
15
15
58
15
0
15
1026
15
5/1041
15
58
15
15
15
58
15
543
15
15
15
58
15
5
15
5
15
7.5
15
58
15
15
15
08
15
046
10
58
48
10
1048,49
15
58
20
15
20
10
15
58
15
5
15
5
10
526
52
10/15
58
15
10/553
15
0/554
15
58
15
5
15
555
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Interest2,3

Royalties3

(%)
07
0/5/107,38
57
107
07
10
07
07
107
57
07
10/207,10
107
0/57,10
10/157,10
0/37,42
07
07
87
0
57
10/–44
045
107
07
07
0/107,10
107
07
0/10/2550
10/1510
2.5/107,10
107
107
2/57,9,10
07
07
07
107
57
57

(%)
10
10
0
10
10
10
10
0
10
5
0
10
1017
5
10
3
0
10
8
5
5
0
0
10
0
0
1247
10
5
5/1551
0/1051
10
10
10
0/517
10
0
0
10
3/517
5
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Vietnam
Zambia
Zimbabwe
1.

2.

3.

4.

5.
6.
7.
8.
9.
10.
11.
12.

13.
14.

15.

16.
17.
18.
19.
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Dividends1
Individuals,
Qualifying
companies
companies4,5
(%)
(%)
15
5/1056
15
5
20
10

Interest2,3

Royalties3

(%)
107
10
107

(%)
7.5/1057
10
7.5

The dividend rates apply, under a number of treaties, also to the income of silent (or sleeping) partners from their partnership share and to payments on jouissance rights that do not entitle the owner
to participation in the liquidation surplus. Other treaties, however, provide for no restriction or, in
exceptional cases, for another rate. The individual tax treaty should be consulted.
Many treaties provide for an exemption for certain types of interest, e.g. interest paid to or by the
state, local authorities, the central bank, export credit institutions or in relation to sales on credit.
Such exemptions are not considered in this column.
In the case of relations between EU Member States, interest and royalties payments between related
companies may be exempt if the conditions of the EU Interest and Royalties Directive 2003/49/EC are
met.
Unless stated otherwise, the reduced treaty rates given in this column generally apply if the recipient
company holds directly or indirectly at least 25% of the capital or the voting power, as the case may
be, of the company distributing dividends.
In the case of relations between EU Member States, dividend payments from subsidiaries to parent
companies may be exempt if the conditions of the Parent Subsidiary Directive 2011/96/EU are met.
26.38% including 5.5% solidarity.
This treaty does not limit the taxation of profit-dependent interest, such as interest on profit-sharing
bonds; thus, the domestic rate applies to such interest.
The rate applies if the recipient company owns at least 10% of the capital or the voting power in the
German company, as the case may be.
The lower rate applies to interest payments in connection with the sale on credit of equipment.
The lower rate applies to interest paid to a bank; conditions may apply.
The domestic rate applies to copyright royalties, including films, unless the beneficial owner is the
author or his heir, and to equipment leasing; there is no reduction under the treaty.
The higher rate applies where the distributing company is a real estate investment company whose
profits are wholly or partially tax-exempt or which is entitled to deduct the distributions when determining its profits or to distributions on certificates of an investment fund which are directly or indirectly connected to income from immovable property. Distributions on certificates of an investment
fund in connection with any income other than immovable property are subject to a rate of 10%.
A most favoured nation clause may be applicable with respect to interest.
The 0% rate applies if the beneficial owner of the dividends is a company (other than a partnership)
that is a resident of the other contracting state that has held directly shares representing 80% or more
of the voting power of the company paying the dividends for a 12-month period ending on the date the
dividend is declared, subject to the limitation of benefit (LOB) clause in article 10(3) of the treaty;
the 5% does not apply to German REITs.
The 5% rate applies, if the beneficial owner is a company (other than a partnership) which holds
directly at least 10% of the voting power of the company paying the dividends throughout a 6-month
period that includes the day of payment of the dividend; the 5% does not apply to German REITs.
The rate applies if the Azerbaijani company owns directly at least 25% of the capital with a value of at
least EUR 150,000 in the German company.
The higher rate applies to copyright royalties for literary and artistic works, including films, etc.
The rate applies if the Belarusian company holds at least 20% of the capital in the German company
and the value of the holding is at least EUR 81,806.70.
The zero rate applies if the recipient is an enterprise; this does not apply to (a) interest on bonds and
(b) interest paid by a company to a company owning at least 25% of the paying company’s voting power
or shares.
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20. The treaty concluded between Germany and the former Yugoslavia. The treaty applies with respect to
Bosnia and Herzegovina, Kosovo, Montenegro and Serbia. Germany and Montenegro signed an
exchange of notes to continue the application of the Germany-former Yugoslavia, which entered into
force on 31 March 2011. Germany and Kosovo signed an exchange of notes to continue the application
of the Germany-former Yugoslavia, which entered into force on 10 June 2011.
21. The lower rate applies to interest on public bonds.
22. The lower rate applies to copyright royalties (excluding films), computer software, patents and knowhow.
23. The treaty does not apply to Hong Kong and Macau.
24. 15% of the gross amount of the dividends applies where dividends are paid out of income or gains
derived directly or indirectly from immovable property within the meaning of article 6 of the treaty by
an investment vehicle which distributes most of this income or gains annually and whose income or
gains from such immovable property are exempt from tax.
25. The 10% applies to royalties paid as a consideration for the use of, or the right to use, any copyright
of literary, artistic or scientific work, including cinematograph films, and films or tapes for radio or
television broadcasting, any patent, trademark, design or model, plan, secret formula or process, or
for information (know-how) concerning industrial, commercial or scientific experience.
The 6% applies to royalties paid as a consideration for the use of, or the right to use, any industrial,
commercial or scientific equipment.
26. The rate applies if the recipient company owns at least 20% of the capital in the German company.
27. The higher rate applies to trademarks.
28. The lower rate applies to equipment leasing.
29. The zero rate applies if the Georgian company holds at least 50% of the capital in the German company
and the value of the holding is more than EUR 3 million; the 5% rate applies if the Georgian company
holds at least 10% of the capital of the German company and the value of the holding is more than EUR
100,000.
30. The 7.5% rate applies to fees for technical services. The 10% rate applies to equipment leasing and to
know-how.
31. The 5% rate applies if the recipient company directly owns at least 10% of the capital in the German
company.
32. The lower rate applies to copyright royalties for literary, artistic and scientific works, including films,
etc.
33. The 0% rate applies if the beneficial owner of the dividends is a resident of the other contracting state
and is a company (other than a partnership) that has owned directly, for the period of 18 months
ending on the date on which entitlement to the dividends is determined, at least 25% of the voting
shares of the company paying the dividends.
34. The 5% rate applies if the beneficial owner is a company (other than a partnership) that has owned
directly, for the period of 6 months ending on the date on which entitlement to the dividends is determined, at least 10% of the voting shares of the company paying the dividends.
35. The higher rate applies to rights or debt claims participating in profits or to income derived from convertible bonds and profit-sharing bonds, as the case may be.
36. The higher rate applies to copyright royalties, excluding films, etc., and to trademarks.
37. The 5% rate applies if the recipient company directly owns at least 10% of the voting power in the
German company. The zero rate applies if the recipient company has owned directly at least 10% of
the voting power in the German company for an uninterrupted period of at least 12 months at the time
when the dividends are paid.
38. The zero rate applies, inter alia, to interest paid by public bodies on public bonds. The 5% rate applies
to interest paid to a bank; conditions may apply.
39. The treaty concluded between Germany and the former USSR.
40. The higher rate applies if the beneficial owner is a pension fund resident in the Netherlands. The
lower rate applies if the recipient company owns directly at least 10% of the capital in the German
company.
41. The lower rate applies if the Philippine company owns at least 70% of the share capital in the German
company.
42. The lower rate applies if and as long as Germany under its domestic law does not levy withholding tax
on interest paid to a resident of Romania.
43. The rate applies if the Russian company holds at least 10% of the capital in the German company and
the value of the holding is at least EUR 81,806.70 (DEM 160,000). The minimum value of the holding is
set at EUR 80,000 with effect from 1 January 2010 (protocol of 15 October 2007).
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44. The 10% rate applies if the interest is subject to tax in South Africa. Otherwise, the domestic rate
applies; there is no reduction under the treaty.
45. The treaty generally does not limit the taxation of profit-dependent interest, such as interest on
profit-sharing bonds (i.e. the domestic rate applies to such interest). However, if the beneficial owner
is a resident of Spain, the maximum rate of withholding tax is 15%.
46. The rate applies if the recipient company owned at least 10% of the capital in the German company for
at least 12 consecutive months.
47. A most favoured nation clause may be applicable with respect to royalties.
48. A most favoured nation clause may be applicable with respect to dividends.
49. A 15% rate applies if the distributing company is a German real estate investment company that is tax
exempt regarding all or part of its profits or that can deduct the distributions in determining its profits.
50. The zero rate applies to interest on public bonds. The 10% rate applies to interest paid to a financial
institution if the payer is engaged in an industrial undertaking as defined.
51. The lower rate applies to copyright royalties for literary and artistic works, excluding films, etc.
52. The rate is 15%, if the distributing company is a real estate investment company, that is tax exempt
regarding all or parts of its profits or that can deduct the distributions in determining its profits.
53. The 10% rate applies if the beneficial owner is a pension scheme. The 5% rate applies if the recipient
company holds directly at least 10% of the capital in the German company.
54. The zero rate applies if the corporate shareholder owns 80% or more of the voting stock of the US corporation for the 12-month period ending on the date on which entitlement to the dividend is determined and qualifies under certain provisions of the limitation on benefits article of the treaty. The 5%
rate applies if the recipient company owns at least 10% of the voting power in the German company.
55. The rate applies if the recipient company owns at least 15% of the capital in the German company.
56. The lower rate applies if the Vietnamese company owns at least 70% of the share capital in the
German company.
57. The lower rate applies to fees for technical services.

7. Anti-Avoidance
7.1. General
A general anti-abuse provision is applicable if an inappropriate legal structure is
chosen that leads to a tax advantage for which the taxpayer cannot provide significant
non-tax reasons (section 42 of the AO). If there is an abuse of law, the structure is disregarded for tax purposes. There are special anti-avoidance rules regarding tax treaty
benefits.
7.1.1. The Anti-Tax Avoidance Directive
On 21 July 2016, the Anti-Tax Avoidance Directive ((EU) 2016/1164) of 12 July 2016
(ATAD) was adopted. This Directive applies to all taxpayers subject to corporate
income tax (including permanent establishments of companies based in third countries) and contains several rules to prevent tax avoidance. The ATAD was later
amended by Directive (EU) 2017/952 of 29 May 2017 (ATAD 2 – see also section 7.5.1.)
which amends the ATAD to address hybrid mismatches involving third countries.
Below is an overview of the implementation status of the ATAD in Germany:
Provision
Interest limitation rule
Exit taxation
General anti-abuse rule (GAAR)
Controlled foreign company rule (CFC)
Hybrid mismatches

Implemented
Yes (see section 7.3.)
Yes (see section 6.1.1.)
Yes (see section 7.1.)
Yes (see section 7.4.)
No (see section 7.5.1.)
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7.2. Transfer pricing
Two domestic sets of rules provide for transfer pricing adjustments. Most adjustments
are based on the principle that transactions between a company and its corporate or
individual shareholder must be carried out in accordance with the arm’s length principle (section 1 of the AStG). The principle applies in both domestic and cross-border
cases and does not depend on the degree of the shareholder’s participation or control
in the company. In addition, section 1 of the AStG provides a general basis for transfer
pricing adjustments in transactions between related persons. Persons are related for
the purposes of this provision if one of them holds a 25% participation in, or controls,
the other, or if a third persons holds a 25% participation in, or controls, both. Furthermore, persons are related if one of them can exercise a major influence on the other
in negations or if one has a personal interest that income arises in the hands of the
other.
Standard methods for transfer pricing are the comparable uncontrolled price method,
resale price method and cost-plus method. Advance pricing agreements are, as a
matter of principle, possible but not very common.
In 2016, Germany introduced country-by-country reporting rules for tax years starting
after 31 December 2015. Accordingly, an ultimate parent company of a multinational
group that is resident in Germany must prepare a country-by-country reporting file
provided that the multinational group generated a consolidated revenue of EUR 750
million or more in the previous tax year. In addition, taxpayers must submit transfer
pricing documentation upon request of the tax authorities within 60 days, including a
master file and a local file as recommended by OECD BEPS Action 13. If the taxpayer is
part of a multinational group and had a revenue of EUR 100 million or more in the preceding tax year, the transfer pricing documentation must include a master file with
information on the multinational group’s worldwide activities and details on the transfer pricing methods applied to all intercompany transactions between related entities.
Relief from documentation requirements is available for small enterprises and for taxpayers that generate income from business relationships other than profit income. A
taxpayer is eligible for relief if the remuneration received for intercompany deliveries
of tangible goods amounts to less than EUR 6 million in a given year and to less than
EUR 600,000 for all other categories of transactions in a given year.
7.3. Limitations on interest deductibility
Interest expenses may only be deducted up to 30% of earnings before interest, taxes
depreciation and amortization (EBITDA) (section 4h of the EStG and section 8a of the
KStG). If the interest expenses do not exceed the interest income derived by the
paying company, they remain deductible. Generally, an additional safe haven of EUR 3
million is granted for excess interest expenses before the 30% barrier applies. Nondeductible interest expenses may be carried forward indefinitely. Unused EBITDA (i.e.
where the interest expenses are less than 30% of the EBITDA in the tax year) must be
carried forward for a maximum period of 5 years.
The interest barrier is only applicable for companies belonging to a group of related
companies as defined for the purposes of the 30% barrier rule (stand-alone-clause).
Such group is deemed to exist if a German company may be consolidated with other
companies, or the financial or business decisions of the German company may be uniformly controlled together with those of other companies. The interest barrier does
not apply to companies that are part of a group of companies if the ratio of equity to
total assets of the company is equal or higher than the same ratio for the group (escape
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clause). As an additional allowance, a shortfall up to 2% does not trigger the application of the interest barrier. Regardless of these clauses, the interest barrier is applicable if more than 10% of the interest expenses are on related-party debts, i.e. to
shareholders with participations of 25% or more. No EBITDA carry-forward is built up in
tax years in which an exemption to the interest barrier applies.
7.4. Controlled foreign company
A resident company or individual is deemed to have received a dividend paid out of the
profits of a non-resident company if (section 7 et seq. of the AStG):
–

more than 50% of the non-resident company’s capital or voting power is owned by
resident companies and/or resident individuals, alone or together with related
persons, directly or indirectly;

–

the non-resident company is subject to foreign tax at a rate lower than 25%; and

–

the non-resident company generates passive income.

The deemed dividend is treated as if it had in fact been distributed, except that
neither the general exemption for corporate shareholders (see section 2.2.) nor the
partial-income system or final flat withholding tax for individual shareholders (see
Individual Taxation section 1.5.) applies.
If the controlled foreign company actually distributes its profits or if the shares in the
controlled foreign company are sold, such distributions and gains are exempt in the
hands of resident corporate shareholders. They are generally exempt also in the hands
of resident individual shareholders; however, if the period between the deemed dividend taxation and actual dividend distribution is more than 7 years, the actual dividend receipt is taxable under the partial-income system.
If the income of the non-resident company consists of passive income with an investment character, the deemed dividend rules apply already if one German resident
shareholder holds at least 1% of the share capital or the voting power in the company.
In such a case, relief under a tax treaty is not available. Even a participation of less
than 1% may trigger CFC taxation if:
–

the non-resident company derives exclusively or almost exclusively passive income
with an investment character; and

–

the main category of the non-resident company’s shares is not traded regularly and
on a substantial scale on a recognized stock exchange.

The CFC rules do not come into operation if the passive gross income or the passive
gross income with an investment character, respectively, does not exceed 10% of the
non-resident company’s total gross income. Nevertheless, the rules do apply if the
attributable income of a controlled foreign company exceeds EUR 80,000 or if the
income attributable to one shareholder from several controlled foreign companies
together exceeds this amount.
In conformity with EU law, no CFC taxation may be applied if the taxpayer proves that:
–

the controlled foreign company is resident in an EEA country and carries out a
genuine economic activity;

–

the passive income otherwise subject to CFC taxation is derived in connection with
such activities; and

–

the EU Mutual Assistance Directive (2011/16) or a similar agreement is applicable
between Germany and the respective EEA country.
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7.5. Other anti-avoidance rules
7.5.1. Hybrid mismatches
Generally, the goal of the legislation on hybrid mismatches is to neutralize the effects
of arrangements that exploit differences in the tax treatment of an entity or instrument under the laws of two or more countries.
Within the European Union, Member States are obliged to implement, through the
Anti-Tax Avoidance Directive (ATAD, as amended by ATAD 2) (see also section 7.1.1.),
into their domestic law the anti-hybrid rules that address such mismatches between
Member States, as well as between Member States and third countries.
For more information on the rules regarding hybrid mismatches as contained in the
ATAD, see European Union – Corporate Taxation – section 7.3.5.
Germany has not yet implemented the hybrid rules contained in the ATAD into its
domestic law.

8. Value Added Tax
8.1. General
The German value added tax is a general tax on consumption of goods and services in
Germany (section 1 of the UStG).
8.2. Taxable persons
Taxable persons are all entrepreneurs, including persons exercising a liberal profession, and importers (section 2 of the UStG). If a non-resident firm supplies goods or services in Germany, it is considered an entrepreneur for VAT purposes. VAT on taxable
supplies is not levied if the entrepreneur’s turnover did not exceed EUR 22,000 (EUR
17,500 before 1 January 2020) in the preceding calendar year and is not likely to
exceed EUR 50,000 in the current calendar year, unless the entrepreneur opts otherwise.
8.3. Taxable events
The following transactions are taxable (section 1 of the UStG):
–

the supply of goods and services in Germany by an entrepreneur in the course of his
business;

–

the intra-Community acquisition of goods in Germany by an entrepreneur in the
course of his business;

–

the import of goods (from outside the European Union) into Germany or into the
Austrian areas Jungholz and Mittelberg; and

–

the intra-Community acquisition in Germany of a new means of transport by any
person.

8.4. Taxable amount
The taxable amount is the consideration agreed upon (exclusive of VAT) for goods supplied and services rendered (section 10 of the UStG). For imported goods the taxable
amount is the value at importation including customs duties and expenses (for insurance, transport, etc.) as far as non-EU countries are concerned. In computing the final
tax liability the tax paid on purchases of goods and services may be deducted by the
entrepreneur or refunded by the tax authorities, so that, in effect, only the value
added is taxed.
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8.5. Rates
The standard VAT rate is 19%. A reduced rate of 7% applies to essential goods and services, such as food and beverages (but 19% if consumed on the spot), pharmaceuticals,
newspapers, books, e-books, long-distance train tickets, the services of theatres,
museums and concert halls (section 12 of the UStG). The zero rate applies mainly to
exports and intra-Community supplies.
8.6. Exemptions
The most important exemptions include banking activities, insurance activities and
the sale and rental of immovable property (section 4 et seq. of the UStG).
An entrepreneur may opt for the taxation of certain financial transactions and the sale
or rental of immovable property if the customer is an entrepreneur who uses the
supply for his business. The option for VAT has the advantage that the supplier may
recover the input VAT incurred in connection with the transactions.
8.7. Non-residents
A non-resident entrepreneur who makes exclusively tax-exempt supplies and is not
entitled to a VAT refund may be represented by a fiscal representative.
A foreign entrepreneur can obtain a refund of German VAT upon application if (i) he
does not make taxable supplies in Germany, (ii) makes only taxable supplies to which
the reverse charge rules apply or (iii) carries on only zero-rated cross-border transportation.

9. Miscellaneous Taxes
9.1. Capital duty
Germany does not levy a capital duty on the formation or the increase/decrease of
capital of companies. However, the formation and any change of the capital trigger
registration fees depending on the amount of capital involved.
9.2. Transfer tax
9.2.1. Immovable property
The following transactions are subject to a 3.5% (4.5% in Hamburg; 5% in Bremen,
Baden-Württemberg, Niedersachsen, Rheinland-Pfalz and Sachsen-Anhalt; 6% in
Berlin, Hessen and Mecklenburg-Vorpommern; and 6.5% in Brandenburg, North RhineWestphalia, Saarland, Schleswig-Holstein and Thüringen) real estate transfer tax (sections 1 and 11 of the GrEStG):
–

the acquisition of immovable property and any other legal transaction which provides the right to become the owner of immovable property;

–

an exchange of immovable property, e.g. for shares in a contribution to a company,
a merger, a division, etc.;

–

the grant of a long-term lease with building rights;

–

the transfer of 95% of the shares in a company which holds immovable property and
the transfer of shares in such a company which leads to a 95% shareholding (directly
or indirectly); and

–

a substantial change in the partners of a real estate holding partnership (a change
of 95% in the partners is always regarded as substantial) if the change in the partners occurred over the last 5 years.

33

DOING BUSINESS IN GERMANY 2020

CORPORATE TAXATION

Intra-group transfers of immovable property in the course of a merger, division or asset
transfer in accordance with the Reorganization Tax Law are exempt from real estate
transfer tax, provided the transfer takes place between a controlling company and one
or more controlled companies. A company is treated as a controlled company if 95% of
its shares have been continuously held directly or indirectly by the controlling
company for a period of at least 5 years before and after the transfer.
Immovable property includes land and buildings, but not machinery and equipment
affixed to the site.
The following transactions are exempt from the real estate transfer tax (section 3 et
seq. of the GrEStG):
–

a transfer by inheritance or by an inter vivos gift (because they are subject to
inheritance or gift tax);

–

a transfer of immovable property between spouses and direct-line relatives;

–

a transfer of property whose value is less than EUR 2,500; and

–

a transfer of immovable property between a partnership and its partner, generally
to the extent of the partner’s participation.

The tax is assessed on the consideration paid for the immovable property. The tax
base, however, is the value of the immovable property if no consideration is paid. Such
value is normally determined as a multiple of the average rent obtainable for the
immovable property. If an average rent cannot be determined, the valuation is subject
to a special valuation procedure.
9.2.2. Shares, bonds and other securities
Germany does not levy transfer taxes on shares, bonds or other securities.
9.3. Stamp duty
No stamp duties as such are levied, but minor fees are due upon registration of transactions in the Commercial Register. This concerns mainly the formation of a company,
a change in the capital and reorganizations.
9.4. Customs duty
In the European Union, customs law is harmonized and applies only to movements of
goods between the European Union and third countries. Customs duties, as possibly
other taxes (for example VAT (see section 8.3.)), are imposed on the import of goods
into the EU Customs Union.
The EU Customs Union consists of the EU Member States, as well as Monaco, the
Channel Islands, the Isle of Man and the areas of Akrotiri and Dhekelia (Cyprus). Turkey,
San Marino and Andorra have separate customs agreements with the EU.
The basis for calculating the customs duty is the customs value, which is generally the
sum of the price paid for the goods and any related insurance and shipping costs. A percentage (tariff), which depends on the type and origin of the good being imported, is
then applied to the customs value to determine the customs duty payable. The applicable tariff can be found in the Common Customs Tariff (Council Regulation (EEC) No.
2658/87 of 23 July 1987).
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EU customs legislation comprises the Union Customs Code (Regulation (EU) No.
952/2013), the Common Customs Tariff, the Customs Duty Relief Regulation and
various international agreements. The Union Customs Code, supplemented by the Delegated Act and Implementing Act, replaced the Community Customs Code (Regulation
(EEC) No. 2913/92) as from 1 May 2016.
One of the main differences between the Union Customs Code and the Community
Customs Code relates to the mandatory use of the “last sale” amount for valuation
purposes (i.e. the sale price immediately before the goods are brought into the territory of the European Union). Previously, a “first sale for export” valuation basis was
possible, under which duties were imposed on the manufacturer-to-middleman transaction price (which is generally lower than any subsequent sales).
9.5. Excise duty
Germany levies excise duties on mineral oil, tobacco, beer and distilled alcohol.
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GERMANY
This chapter is based on information available up to 1 January 2020.

Abbreviations
Abbreviation

English definition

German definition

AO
AStG
ErbStG

General Tax Code
Foreign Tax Law
Inheritance and Gift Tax Law

EStG
SGB
SolzG

Income Tax Law
Social Security Law
Solidarity Surcharge Law

Abgabenordnung
Aussensteuergesetz
Erbschaftsteuer- und
Schenkungsteuergesetz
Einkommensteuergesetz
Sozialgesetzbuch
Solidaritätszuschlaggesetz

Introduction
Individuals are subject to income tax, which is increased by a solidarity surcharge.
Individuals carrying on a trade or business are also subject to business tax. Inheritance
and gift taxes are levied. Employees are liable to social security contributions. For VAT
and miscellaneous indirect taxes, see Corporate Taxation sections 8. and 9., respectively.
The currency is the euro (EUR).

1. Individual Income Tax
1.1. Taxable persons
Residents are liable to income tax on their worldwide income. Non-residents are generally liable to this tax on certain German-source income (see section 6.3.).
An individual is, regardless of his nationality, a resident of Germany if his domicile or
habitual place of abode is in Germany. A domicile is a home or dwelling at the disposal
of the taxpayer and maintained long term. A habitual place of abode is a location
where an individual is physically present for a continuous period of more than 6 months
(short interruptions are not taken into account).
Resident spouses living together are assessed jointly, unless they elect to be assessed
separately (see section 1.10.2.). Income of children is not included in the taxable
income of their parents but is taxed separately. Following a decision of the Federal
Constitutional Court, the application of tax provisions relating to married couples was
extended to partners registered under the civil law partnership regime (civil partners),
with effect from 19 July 2013 (applicable as well to pending cases). From that date,
civil partners may also benefit from a joint assessment.
Partnerships are treated as separate persons, but only for the purpose of computing
the profits of the partnership. The profits so computed are allocated to the partners
according to their partnership interests. An individual partner must include his profit
share in his own business income, which is taxed as if he had earned the income
directly. Transparent partnerships and sole entrepreneurs may also retain income from
business activities, agriculture and forestry, and independent professional services,
which are computed using the net worth comparison method. In such a case, the
retained income is initially taxed at the level of the partnership at a reduced income
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tax rate of 28.25%. On distribution, the difference between withdrawals and deposits
exceeding the profits of the partnership are taxed additionally (in the hands of the
partners) at a rate of 25% (26.375% including the solidarity surcharge).
1.2. Taxable income
1.2.1. General
Resident individuals are subject to income tax on their worldwide income falling under
one or several of the following categories (section 2 of the EStG):
(1) income from agriculture and forestry;
(2) income from a trade or business;
(3) income from independent professional services;
(4) income from employment, including compensation from past employment;
(5) income from capital investment;
(6) rental income from immovable property and certain tangible movable property
and income from royalties; and
(7) other income (gains from private transactions, alimony, annuities, etc.).
The method to compute taxable income depends on the category. For categories (1)
and (2), the general method is the net worth comparison method, according to which
taxable income is the difference between the net worth of the assets at the end of the
business year and that at the end of the preceding business year. The general method
for the other categories is the net income method, under which taxable income is computed by reducing the gross income by related expenses in accordance with the cash
receipts and disbursement method. For category (3), the net worth comparison
method applies if the taxpayer so elects.
The net results of all categories are aggregated. The aggregate income, less personal
deductions (see section 1.7.1.), is the taxable base to which the allowances (see
section 1.7.2.) and rates (see section 1.9.1.) are applied.
Income from private capital investment (category 5) is generally taxed separately by
way of a final flat withholding tax; for details, see section 1.5.
1.2.2. Exempt income
The following types of income are exempt (section 3 of the EStG):
–

payments from health insurance, accident insurance and insurance for disability
and old age;

–

a number of social distributions;

–

lump-sum payments under the statutory pension scheme; and

–

scholarships for research activities, scientific or artistic education and training.

See also sections 1.3.1., 1.4. and 1.5.
1.3. Employment income
1.3.1. Salary
Employment income is any amount, in cash or in kind, received by an employee with
respect to his employment (section 19 of the EStG). The employer must withhold the
employee’s income tax, increased by the solidarity surcharge, and the social security
contributions and transfer them to the authorities (see section 1.9.2.).
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Overtime pay is generally taxable. However, overtime pay for work performed on Sundays, bank holidays and at night is not taxable if it is paid in addition to basic wages
and does not exceed certain percentages thereof. Certain expense allowances are
exempt up to certain ceilings.
Employees may deduct all expenses incurred in acquiring and maintaining income, in
some cases subject to limitations. If the work-related expenses do not exceed EUR
1,000, an employee is entitled to a lump-sum deduction of EUR 1,000.
For commuting between home and work, a standardized deduction of EUR 0.30 per km
(one way) applies regardless of the means of transport used and whether or not actual
expenses were incurred. The maximum amount of the standardized deduction is EUR
4,500. Only if a private car is used, may deduction of higher actual expenses be
claimed. From 2021, the standardized deduction is increased to EUR 0.35 for any kilometre in excess of the first 20 kilometres.
Costs up to EUR 1,250 for the taxpayer’s office at home are deductible if there is no
other office place available for the taxpayer’s professional activities. The actual costs
for a taxpayer’s office at home are, however, deductible if such office is the centre of
the taxpayer’s professional activities.
Moving expenses are deductible as business expenses if incurred because of relocation
by the employer to a new principal place of work, in connection with the commencement of a new employment or, after a time of commuting, to shorten the travel time
between home and work by at least 1 hour. The reimbursement of such expenses is
exempt up to the amount that a comparable civil servant would receive.
Other deductible expenses include:
–

contributions to professional and trade associations;

–

necessary expenses incurred for the maintenance of two households;

–

expenses for working tools and working clothes (if they can only be used in a professional environment, e.g. laboratory gloves); and

–

depreciation of income producing assets.

Expenses related to tax-free income are not deductible.
1.3.2. Benefits in kind
Benefits in kind received or enjoyed from an employment in addition to the regular
salary are categorized as income from employment and normally valued at market
price, including VAT (sections 8 and 19 of the EStG). A ruling which fixes the value of
certain benefits, e.g. housing and food, is issued annually.
1.3.2.1. Lump-sum taxation
On certain benefits in kind, the employer may take over the liability to pay the income
tax due at a lump-sum rate (section 8 of the EStG). Thus, the net salary attributed to
such benefits is not taken into account for the purposes of the employee’s taxable
income. The lump-sum taxation is allowed, inter alia, with respect to cheaper or free
food and cheaper or free transport between home and work (within certain limits).
1.3.2.2. Company car
The benefit enjoyed from using a company car also for private purposes is taxed at 12%
per year (1% per month) of the list price of the car, including any special equipment
and VAT (section 8 of the EStG). If the car is used for commuting between home and
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work, the rate is increased by 0.36% (0.03% per month) for each kilometre of distance
between home and work (for one-way trip only). Alternatively, the benefit may be
assessed on the basis of a logbook.
1.3.2.3. Stock options
If a stock company (AG) grants stock options to its employees, no taxable benefit is
included in the employees’ income at the time the option is granted (section 19 of the
EStG). Instead, a taxable benefit arises at the time the option is exercised. In general,
the taxable benefit is equal to the fair market value of the shares at the time the
option is exercised, less any amount paid by the employee when the option was
granted.
1.3.3. Pension income
From 2005 the old system of the taxation of old-age pensions is phased out. The contributions to the statutory pension scheme (and to certain private pension schemes)
are gradually exempt from tax by extending their deductibility as special expenses
(see section 1.7.1.). Simultaneously, the taxable amount of the pensions paid out is
gradually increased annually for each new age group of pensioners to 100% in 2040.
Pension income derived from the statutory pension scheme is deemed to be other
income (section 22 of the EStG) (category 7; see section 1.2.1.). In 2020, all pensioners
entering the pensionable age deriving income from the statutory pension scheme generally must pay tax on 80% (78% in 2019) of their pension income received. The same
applies to pension income derived from certain private capital-based pension schemes
for a taxpayer’s old-age provision if the underlying contract provides for the monthly
payment (not starting before the taxpayer reaches the age of 60) of a lifelong annuity.
For income from other private pension schemes, the taxable income continues to be
computed as the excess of each payment over a proportionate share of the invested
capital spread over the life expectancy of the recipient. The excess is fixed as a percentage of the payments, which depends on the age of the recipient when he first
received pension payments.
In addition to the statutory pension scheme, several types of employee pension
schemes based on a contract between the employer and the employee exist in Germany. The most important schemes are:
(1) the employer confirms that the employee is entitled to a pension paid by the
employer, and the pension is either secured or not secured by an employer’s
pension liability insurance;
(2) the employer commits himself to a pension for the employee by effecting a direct
insurance, and the employee gets a direct legal claim against the insurance company;
(3) the employer pays premiums to a pension fund, and the employee gets a direct
legal claim against the fund; and
(4) the employer pays premiums to a benevolent fund, but the employee does not get
a direct legal claim against the fund.
The pension paid under the employee pension scheme may be paid in the form of a
lump sum or in the form of an annuity. Lump-sum payments under the schemes (2) to
(4) are generally considered income from capital investment (category 5; see section
1.2.1.) and taxed as such. Annuities are considered income from prior employment
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(category 4) or other income (category 7), depending on the employee pension
scheme, and taxed accordingly. The tax treatment stated below refers to the situation
where an annuity is paid.
Pensions mentioned in (1), and widows’ and orphans’ pensions, are treated as income
from prior employment and are fully taxable. In 2020, a tax-free allowance of 16%
(17.6% in 2019) of the payments is granted up to a maximum of EUR 1,200 (EUR 1,320
in 2019), plus an additional allowance of EUR 360 (EUR 396 in 2019). However, if the
pension (or payment) is a pension to the retired employee, the grant applies as from
the year the taxpayer reaches the age of 63 (60 for the disabled). The above-mentioned pension payments include payments from the employer based on a contract of
pension entitlement, whether or not secured by an employer’s pension liability insurance.
The pensions mentioned in (2) to (4) above are deemed to be “other income” (see
section 1.2.1.). The pension payments are either fully taxable (if the premiums paid by
the employer were tax exempt (see below) or if deductible contributions to certified
private pension plans were made (see section 1.7.1.)), or they are taxed as income
derived from certain private capital-based pension schemes or other private pension
schemes (see above). The premiums the employer paid to the above employee pension
schemes are income from employment for the employee and taxed as such; however,
if the scheme provides for the pension payments to the employee to be made in the
form of an annuity, in 2020 an amount of up to EUR 3,312 of the premiums paid is tax
exempt, increased by an additional maximum amount of EUR 1,800 if the pension commitment was made after 31 December 2004.
Pension contributions and insurance premiums paid by the employee are deductible as
special expenses up to certain limits (section 10 of the EStG) (see section 1.7.1.). For
the purposes of this deduction, the employer’s payments to a direct insurance, a
benevolent fund and a pension fund are treated as paid by the employee.
Pensions derived from certified private pension plans, the contributions to which qualified for deductions or cash grants (see section 1.7.1.), are fully subject to tax.
Taxpayers older than 64 years and deriving income other than the above-mentioned
pension from the statutory pension scheme and pensions taxed as income from (prior)
employment, are granted a tax-free allowance. In 2020, the allowance is 16% (17.6% in
2019) of the gross salary (excluding the pensions) plus 16% (17.6% in 2019) of the aggregate income of other categories (excluding statutory pension payments), subject to an
annual maximum of EUR 760 (EUR 836 in 2019).
1.3.4. Directors’ remuneration
A director is treated as an employee if he is a managing director and a member of the
management board (sections 18 and 19 of the EStG). This means that he must include
all remuneration in his tax return as income from employment in the normal manner.
If the individual is a member of a supervisory board without any managerial duties, his
income is treated as income from professional services.
1.4. Business and professional income
For income from agriculture and forestry (income category 1) and income from a trade
or business (income category 2), the general method to compute taxable income is the
net worth comparison method (sections 13 and 15 of the EStG), according to which
taxable income is the difference between the net worth of the assets pertaining to the
category at the end of the business year and that at the end of the preceding business
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year. However, if the annual profits of the category do not exceed EUR 60,000 and the
turnover does not exceed EUR 600,000, the net income method may be chosen. Under
the net income method, taxable income is computed by reducing the gross income by
related expenses in accordance with the cash receipts and disbursement method.
Expenses for immovable property, shares and similar rights may only be deducted in
the tax year in which the asset is sold.
Under both methods, expenses incurred in producing taxable income are generally
deductible. Restrictions apply, in particular, with respect to expenses of personal character (gifts, guest houses, etc.), and expenses for travelling between home and the
place of work using a company car (the same limits as for employees, see section
1.3.1.). For details on deductions, see Corporate Taxation sections 1.3.4. and 1.3.5.
The net income method is the regular method for income from professional services
(income category 3); the net worth comparison method applies only if the taxpayer so
elects.
Dividends and other profit distributions from shares held as business assets benefit
from the partial-income system (see section 1.5.); the allowance for income of category 5 does not apply.
1.5. Investment income
Investment income includes dividends and interest (income category 5) as well as royalties, income from typical silent partnerships (the partner only functions as an investor, has no influence on business decisions and is not subject to any liability beyond his
invested capital) and income from immovable property (income category 6). Investment income under category 5 also includes capital gains from the sale of shares
(regardless of any holding period) and financial instruments, e.g. bonds, dividend coupons, jouissance rights, certificates, options, futures and swaps. In the case of income
of category 5, an allowance of up to EUR 801 per year (double if jointly assessed) is
granted. Expenses economically connected to the investment income are not deductible.
Private investments
Income from private capital investment under category 5 is taxed separately by way of
a final flat withholding tax at a rate of 25%, increased to 26.375% by the solidarity surcharge (sections 20, 32d and 43 of the EStG). However, if the final flat withholding tax
exceeds the marginal income tax rate of the taxpayer, he or she may opt for an assessment.
Interest is taxed at the normal progressive rates if:
–

the creditor and the debtor are related persons;

–

the interest is paid on a shareholder loan granted by a substantial shareholder who
holds at least 10% of the capital of the company; or

–

the interest is paid to a related person of such a substantial shareholder, or the
interest is routed through a back-to-back loan.

Business investments
Business income of individuals from investment in shares is taxed under a partialincome system, i.e. 60% of the dividend income is taxable (section 3, number 40 of the
EStG). Correspondingly, only 60% of the economically connected expenses is deductible. The 40% exemption is only applicable if the dividends were not deducted when
determining the profits of the distributing company.
42

INDIVIDUAL TAXATION

DOING BUSINESS IN GERMANY 2020

For withholding taxes, see section 1.9.2.
1.6. Capital gains
Business assets
Capital gains arising in the course of a business are treated as ordinary business income
(section 15 of the EStG). For rollover relief on gains on assets other than shares, the
same rules apply for individuals and companies (see Corporate Taxation section 1.4.).
For gains on shares, rollover relief is available with a ceiling of EUR 500,000. The relief
may be used to reduce the acquisition or manufacturing cost of qualifying replacement
assets acquired or manufactured after the gain was realized. Qualifying replacement
assets are (i) shares and other depreciable movable assets acquired within the next 2
years and (ii) buildings acquired within the next 4 years.
Where gains on shares benefit from the 40% exemption under the partial-income
system, no relief is available for the exempt part. However, where the alienated
shares are replaced by other shares, their acquisition price is reduced by the full
amount of the gain.
If the taxpayer does not acquire or manufacture the replacement assets in the financial year in which the gain was realized, a reserve may be set up and kept for a
maximum period of 4 years. If the reserve is not used in time to reduce the acquisition
or manufacturing cost of replacement assets, it must be dissolved, and 40% of the gain
must be added to the taxable income of that financial year. In addition, the taxable
amount is increased by 6% for each full financial year during which the reserve was
kept.
Privately held assets
Capital gains derived from private transactions are generally not subject to tax. However, they are taxable if the total gains are at least EUR 600 during the tax year and
arise from the disposal of (section 23 of the EStG):
–

immovable property, including rights thereon, within 10 years of the date of acquisition; or

–

movable property, excluding shares and bonds, within 1 year of the date of acquisition.

With regard to movable property (excluding shares and bonds), the speculative period
of 1 year is increased to 10 years if the use of such assets generates positive income
within 1 calendar year.
The scope of capital investment income under category 5 includes capital gains from
the sale of shares and financial instruments, i.e. capital gains from derivative transactions and short sales (section 20 of the EStG). All capital investment income is
subject to a final flat withholding tax rate of 25% (26.375% including the 5.5% solidarity
surcharge).
Gains from the disposal of immovable property are not taxable if it has been used as a
personal dwelling for a certain period of time.
Furthermore, capital gains on shares in a company, whether resident or not, are
subject to tax if the shareholder owns (or has owned at any time within the preceding
5 years), directly or indirectly, a substantial interest, i.e. at least 1% of the company’s
share capital (section 17 of the EStG). The alienation of such interest is not regarded
as a private transaction (see above) but as a business transaction. This has conse43

DOING BUSINESS IN GERMANY 2020

INDIVIDUAL TAXATION

quences for the loss set-off and carry-over (see section 1.8.). Whenever taxable, share
gains are treated in the same way as dividends under the partial-income system (see
section 1.5.), i.e. 40% of the capital gains is exempt from income tax. No minimum
holding period is required, except for certain restructuring situations (7 years) and no
minimum participation is required.
Allowances
A taxpayer who has reached the age of 55 or who is unable to work may apply for an
exemption for capital gains realized from the sale or liquidation of his business up to
an amount of EUR 45,000. If the gains exceed EUR 136,000, the allowance is reduced
by the excess. This allowance may be granted only once in the taxpayer’s lifetime.
An allowance of EUR 9,060 may be granted for capital gains realized from the sale of
shares in a stock company (AG) or limited liability company (GmbH) (section 17 of the
EStG). For capital gains from the sale of all the shares in a company there is an exempt
allowance of EUR 9,060 if the gain does not exceed EUR 36,100. If the gains exceed EUR
36,100, the allowance is reduced by the excess. If only part of the total shares in the
company are sold (e.g. one fourth), the allowance is reduced proportionally (in this
case to EUR 2,265). The upper limit for the total gain is also reduced proportionally (in
this case to EUR 9,025).
Reduced tax rates
Upon request, the income tax computed under the general rates (see section 1.9.1.) is
reduced with respect to income classified as “extraordinary income” as follows: the
difference between the tax levied on the income including only one fifth of the
extraordinary income and the tax levied on the income excluding the extraordinary
income is multiplied by five (section 34 of the EStG).
Extraordinary income includes capital gains realized from the sale of:
–

an agricultural or forestry business or part of the business;

–

a business or part of a business, or a participation held by a partner or by a general
partner of a partnership limited by shares (KGaA); and

–

assets pertaining to professional services.

Alternatively, a different form of reduced tax rate may, upon request, be applied in
these cases (except for the sale of a substantial interest). This reduced tax rate is 56%
of the average tax rate which would be applicable if the capital gain was included in
taxable income as ordinary income, with a minimum of 14%. Only taxpayers aged 55 or
permanently unable to work qualify for this rate reduction. Furthermore, it is only
granted once in a taxpayer’s lifetime and the maximum capital gain for which this rate
reduction is available is EUR 5 million.
Neither of the rate reductions is available to the extent that the gains are realized on
shares and are taxed under the partial-income system (see section 1.6.).
1.7. Personal deductions, allowances and credits
1.7.1. Deductions
Special expenses and extraordinary expenses are personal costs, which are deductible
in computing the taxable base to which the allowances (see section 1.7.2.) and rates
(see section 1.9.1.) are applied.
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1.7.1.1. Special expenses
1.7.1.1.1. Insurance contributions

In 2020, generally 90% (88% in 2019) of the contributions to the statutory pension
scheme and to certain private pension schemes for a taxpayer’s old-age provision is
deductible (section 10(3) of the EStG) if the underlying contract provides for the
monthly payment (not starting before the taxpayer reaches the age of 60) of a lifelong
annuity (including certain contributions to qualifying employee pension schemes), up
to a maximum of EUR 22,541 (EUR 21,388 in 2019) (double if jointly assessed). A lumpsum deduction is taken into account only for purposes of the quarterly tax prepayments (see section 1.10.3.).
In addition, mandatory contributions to health, accident and liability insurance, to the
insurance for disability and old age, and premiums of similar private insurance, and to
unemployment insurance may be deducted (section 10(3) of the EStG). Furthermore,
the premiums of annuity insurance and 88% of the premiums of capital life insurance
with a term of at least 12 years are deductible, provided that the policy period started
before 1 January 2005.
The annual deduction for all these contributions and premiums is generally limited to
EUR 2,800; for taxpayers who wholly or partly did not pay their health insurance contributions themselves (e.g. employees whose employer pays part of the contributions),
the limit is EUR 1,900 (if jointly assessed, it is the sum of the limits that apply to the
respective spouse or civil partner). However, if only the contributions to the insurances
for health and for disability and old age exceed the limit of EUR 2,800, they are fully
deductible. In that case, no further contributions and premiums are deductible. A
lump-sum deduction is taken into account only for purposes of the quarterly tax prepayments (see section 1.10.3.).
Until 2020, the EStG provided for an obligatory evaluation as to whether the old
maximum annual deductions for the above-mentioned contributions and premiums to
the pension insurance, health insurance, etc., would be more favourable for the taxpayer. If that was the case, the old maximum annual deductions applied. The
maximum deductions generally were EUR 1,334 (double if jointly assessed). Individuals
deriving income other than income from employment could qualify for an additional
deduction of EUR 300 in 2019 (double if jointly assessed). Any remaining expenses
were deductible up to half their amount, with a maximum of EUR 667 (double if jointly
assessed). A lump-sum deduction was granted to employees who did not substantiate
higher contributions.
Finally, contributions made by taxpayers who are subject to the statutory pension
scheme to additional certified private pension plans are deductible. The maximum
annual deduction is EUR 2,100. Both spouses and civil partners are entitled to the
deduction (under certain conditions, a double deduction is granted also if only one
spouse or civil partner fulfils the requirements). However, if the taxpayer has received
a cash grant for contributions to a certified private pension plan, the deduction is
denied where the grant exceeds the relief that would be achieved by the deduction.
1.7.1.1.2. Donations

Donations are deductible as follows (sections 10b and 34g of the EStG):
–

donations for the furtherance of non-profit activities up to 20% of total income
(alternatively, entrepreneurs may choose to deduct up to 0.4% of the total sum of
their turnover and salaries);
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–

once in a period of 10 years, up to EUR 1 million is deductible for contributions to
the capital endowment of newly established foundations (in the year of donation or
carried forward for 9 years); and

–

donations to political parties up to EUR 1,650 (double if jointly assessed). This
applies only to donations for which the taxpayer did not get an income tax credit:
50% of donations is deductible from the income tax assessed with a maximum
amount of EUR 825 per taxpayer (double if jointly assessed).

1.7.1.1.3. Miscellaneous

Further deductible special expenses include (section 10 of the EStG):
–

alimony payments up to EUR 13,805 for a divorced or separated resident spouse if
the spouse agrees to be subject to tax on those payments;

–

expenses for a taxpayer’s first professional education or his first studies (e.g.
school or university fees and expenses for books, workroom at home and accommodation) up to EUR 6,000 per year (if jointly assessed, each spouse or civil partner
is allowed EUR 6,000); and

–

two thirds of child care costs, up to EUR 4,000, for single parents and married couples.

1.7.1.2. Extraordinary expenses
Extraordinary expenses may be deducted if they are unavoidable and exceed expenses
borne by a comparable group of taxpayers with a comparable income. This refers, in
particular, to costs incurred due to illness. For certain kinds of extraordinary expenses,
such as expenses for occupational training of children and expenses for domestic help
for the elderly or the sick, the regulations provide for fixed deductions. In addition, a
deduction is granted to qualifying parents for costs incurred in bringing up children
who are under 14 or handicapped, provided that the costs exceed a certain threshold.
1.7.2. Allowances
A basic allowance, which is deducted from the taxable base (see section 1.2.1.), is
granted to every resident taxpayer (section 32a of the EStG). In 2020, it is EUR 9,408
(EUR 9,168 in 2019) for a single person and EUR 18,816 (EUR 18,336 in 2019) for jointly
assessed spouses or civil partners.
For every dependent child of the taxpayer, the following two annual lump-sum deductions are available (in 2020):
–

a child deduction of EUR 2,586 (EUR 2,490 in 2019) (double if jointly assessed); and

–

a deduction for child care, upbringing and education of EUR 1,320 (double if jointly
assessed).

These deductions do not apply if the child benefit (see below) received during the year
exceeds or equals the relief that would result from the lump-sum deductions. If the
lump-sum relief is higher than the child benefit, the latter is clawed back.
A monthly child benefit is paid during the tax year. This benefit is EUR 204 (EUR 194
before 1 July 2019) for the first and second child each and EUR 210 (EUR 200 before 1
July 2019) for the third child. For the fourth and any further child, the benefit is EUR
235 (EUR 225 before 1 July 2019) for each child. The child benefit is available to resident taxpayers, but only with respect to their resident children (for deemed residents, see section 6.3.1.).
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A single person who is a head of a one-parent family may deduct an additional amount
of EUR 1,908 per year if at least one child, for whom he is entitled to the above child
benefits/deductions, lives in his household. The deduction is generally not available if
another adult lives in the taxpayer’s household. The amount is increased by EUR 240
for each additional child.
1.7.3. Credits
Individuals deriving business income, which is subject to both individual income tax
and business tax, are granted a lump-sum credit against individual income tax. The
maximum effect is that no income tax is due on the business income (section 35 of the
EStG).
Tax credits are available for domestic help provided by certain employed and selfemployed persons. The maximum credit is the lower of 20% of expenses and EUR 4,000.
Only non-deductible expenses qualify for the credits. The limits apply per household.
The credits may not result in a refund.
With effect from 1 January 2020, a tax credit is also available for energy efficiency
upgrades to owner-occupied immovable property. Qualifying upgrades must be carried
out between 1 January 2020 and 31 December 2029. The credit is available at 7% of the
cost of upgrading (up to a maximum amount of EUR 14,000) in the year of completion
of the upgrade and the year following completion. In the second year following completion of the upgrade, the credit is available at 6% of the cost of upgrading (up to a
maximum amount of EUR 12,000). The credit is limited to EUR 40,000 per immovable
property and may not result in a refund.
For the tax credit in respect of donations to political parties, see section 1.7.1.
1.8. Losses
Losses may generally be fully set off against income arising in the same tax year (section 10d of the EStG). However, the set-off of certain losses is either not allowed or
limited, e.g. capital losses from private transactions (see section 1.6.) may only be
offset against capital gains from private transactions. Under the partial-income system
(see section 1.6.), losses with respect to shareholdings are deductible only up to 60%.
In general, losses up to EUR 1 million may be carried back to the preceding year. Any
excess losses may only be carried forward to be set off against the first EUR 1 million
(double if jointly assessed) of net income in a given year without restrictions; any
remaining loss may be set off against up to 60% of the net income exceeding this limit.
In both cases, the loss carry-over is applied before the tax base has been reduced by
special expenses and extraordinary expenses (see section 1.7.1.), with the result that
the deduction of such expenses is reduced or even totally cancelled in years in which
a loss carry-over is available.
Losses from tax deferral schemes may only be offset against later gains from the same
source of income. The schemes affected are those where the investments have a conceptual tax planning character, provide high start-up losses (at least 10% of capital) to
be offset against other sources of income and are specifically marketed for this goal.
Capital losses from private transactions (see section 1.6.) may only be carried over to
be offset against capital gains from private transactions in the previous year or in following years. Capital losses from capital investment income may only be offset against
capital investment income. In addition, capital losses from the sale of shares are only
to be offset against income from the same source. This also applies in cases of a total
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capital loss, e.g. shares in an insolvent company. However, in the latter case a limitation of EUR 10,000 per year applies with the possibility of a loss carry-forward. With
effect from 1 January 2021, the same limitation applies to losses from transactions
with futures and options.
1.9. Rates
1.9.1. Income and capital gains
Individual income tax is imposed at progressive rates under complex tables (section
32a of the EStG). Abbreviated tables are presented below (for 2020). The 5.5% solidarity surcharge is levied on the amount of tax computed according to the tables.
Capital gains are generally taxed at normal rates (see, however, section 1.6.).
1.9.1.1. Single taxpayers
Annual taxable income (EUR)
Up to
9,408
9,409
–
14,532
14,533
–
57,051
57,052
–
270,500
Over
270,500

Marginal rate (%)
0
14.00
–
23.97
–
42
45

Tax payable
0
23.97
0
42
973
14,998
104,646

(EUR)

Tax payable
0
23.97
0
42
1,946
29,996
209,292

(EUR)

–
–
–

973
14,998
104,646

1.9.1.2. Jointly assessed spouses or civil partners
Annual taxable income (EUR)
Up to
18,816
18,817
–
29,064
29,065
–
114,102
114,103
–
541,000
Over
541,000

Marginal rate (%)
0
14.00
–
23.97
–
42
45

–
–
–

1,946
29,996
209,292

1.9.2. Withholding taxes
Wage tax must be withheld by employers from salaries. This tax is a prepayment of the
final income tax due by the employee (see section 1.10.2.).
Capital investment income under category 5 (e.g. dividends and interest) is taxed separately by a final flat withholding tax at a rate of 25% (26.375% including the 5.5% solidarity surcharge). For details, see section 1.5.
Remuneration paid to contractors for building services is subject to a 15% withholding
tax (section 48 of the EStG) (not increased by the solidarity surcharge). No tax is withheld if the service provider has presented a certificate of exemption or if the remuneration does not exceed certain limits. The tax withheld may be credited against the
contractor’s wage tax and income tax liability.
1.10. Administration
1.10.1. Taxable period
The tax year is the calendar year (section 4a of the EStG). However, for income from a
trade or business the taxpayer may choose a tax year that is different from the calendar year (financial year), in which case the income of the financial year is taxed as
income of the calendar year in which the financial year ends.
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1.10.2. Tax returns and assessment
All resident individual taxpayers must, in principle, file a tax return to declare their
income derived during the tax year. In general, tax returns of individual taxpayers are
due on 31 May of the year following the tax year, after which the final assessment takes
place (section 149 of the AO). For tax years beginning on or after 1 January 2018, the
filing date for the annual income tax return is 31 July of the year following the tax
year.
Extensions are possible up to 30 September and are automatically granted by the tax
authorities if the return is prepared by a tax advisor or accountant. For tax years
beginning on or after 1 January 2018, extensions are possible until the end of February
of the second subsequent year (e.g. 28 February 2021 for tax year 2019).
Resident taxpayers deriving employment income are assessed either ex officio or on
request. Ex officio assessments are made when there is a tax deficiency. The taxpayer
may request an assessment with respect to a possible overpayment of tax. Resident
taxpayers who are nationals of an EEA country are assessed ex officio if a spouse or
civil partner, resident in another EEA country, is mentioned on their tax card in order
to apply the joint assessment.
Resident spouses living together are jointly assessed, unless they opt for separate
assessment. Joint assessment results in a reduced effect of the rate progression (see
section 1.9.1.), provided the income of one of the spouses is higher than that of the
other. Also, deductions and allowances, the conditions for which one of the spouses
fulfils, are deducted from the joint net income. If spouses are taxed separately, the
special expenses (see section 1.7.1.) are deducted by the spouse who incurred them
and who fulfils the requirements for the deduction. Each spouse may deduct 50% of the
extraordinary expenses unless the spouses choose a different apportionment.
A resident taxpayer who is a national of an EEA country whose spouse is resident in
another EEA country may be jointly assessed with his spouse if at least 90% of the
spouses’ joint worldwide income is subject to German taxation or that their worldwide
income not subject to German taxation does not exceed EUR 18,816 (see section
6.3.1.). Since joint assessment requires that the spouses live together, joint assessment only applies if the resident taxpayer maintains a double household and if his family’s household is located in an EEA country. The 90% ceiling and the limit of EUR 18,816
are determined according to German tax law. However, income from German sources
which under a tax treaty may either not be taxed in Germany or which may be taxed
only at a limited rate (e.g. dividends, interest and royalties) is deemed not to be
subject to German taxation for purposes of determining these limits.
1.10.3. Payment of tax
Taxes are collected during the year either by withholding (see section 1.9.2.) or by prepayments. Prepayments are due on 10 March, 10 June, 10 September and 10 December
(section 37 of the EStG). The tax withheld and the prepayments are credited against
the final income tax due. Any excess is refunded; any deficiency must be paid within 1
month of the receipt of the assessment notice.
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1.10.4. Rulings
As a rule, a taxpayer is entitled to an advance ruling on the basis of precisely described
facts if the tax treatment of the facts would affect his business decisions for the
future. The advance ruling becomes ineffective if the tax law on which it is based
changes. Advance rulings may not be granted in tax planning matters, for instance in
the case of potential abuse of law.

2. Other Taxes on Income
2.1. Business tax
A business tax is imposed by the municipalities. Its rate varies from one municipality to
another. This tax is not deductible from its own base and for individual tax purposes,
but individual sole proprietors and partners benefit from a lump-sum credit against
individual income tax to the extent that the payable income tax relates to business
income (see section 1.7.3.). For more details on the business tax, see Corporate Taxation section 3.1.
2.2. Church tax
Church members who are subject to unlimited tax liability are required to pay a church
tax at a rate of 8% or 9% of their income tax payable, depending on the federal state in
which the taxpayer is resident. The tax is collected by the tax authorities.
2.3. Solidarity surcharge
A solidarity surcharge of 5.5% is levied on the income tax due (section 1 of the SolzG),
but not on the business tax. It is computed on the total tax due after deducting tax
credits, i.e. foreign tax credits. In addition, the solidarity surcharge increases the
withholding taxes imposed on payments to both residents and non-residents (see sections 1.9.2. and 6.3., respectively). If a non-resident benefits from a tax treaty, the
total withholding tax, including the surcharge, may not exceed the maximum treaty
rate.
With effect from tax year 2021, the solidarity surcharge is reduced by the introduction
of an exemption limit of EUR 16,956 for individuals and EUR 33,912 for jointly assessed
spouses or civil partners. For higher income earners, the solidarity surcharge is limited
at 11.9% of the difference between the total tax due, i.e. the assessment basis, and
the exemption limit. The solidarity surcharge levied on withholding taxes imposed on
payments to resident or non-resident recipients remains unchanged.

3. Social Security Contributions
The following social security contributions are payable by employees (for 2020) (sections 158 and 160 of the SGB VI, section 241 of the SGB V, section 341 of the SGB III and
section 55 of the SGB XI):
(1) pension insurance at 9.3% on a monthly salary up to EUR 6,900 (EUR 6,450 in the
five new federal states);
(2) health insurance at 7.3% on a monthly salary up to EUR 4,687.50; health insurance
companies may require an additional contribution (on average 1.1% in 2020) which
must be borne for 50% by the employee;
(3) unemployment insurance at 1.2% on a monthly salary up to EUR 6,900 (EUR 6,450
in the five new federal states); and

50

INDIVIDUAL TAXATION

DOING BUSINESS IN GERMANY 2020

(4) insurance for disability and old age at 1.525% (2.025% in Saxony) on a monthly
salary up to EUR 4,687.50. For childless employees, the respective rate is
increased by an additional 0.25%.
Under certain circumstances, the self-employed may be voluntarily insured in the statutory regimes mentioned in (1), (2) and (4). In such a case, the rates or the contribution amount are fixed by the insurance company. They may also opt for private
insurance, in which case the rates are also fixed by the insurance companies. In any
case, the self-employed must pay the entire contributions on their own.
For the deductibility of the contributions, see section 1.7.1.1.1.
For the social security contributions payable by employers, see Corporate Taxation
section 4.2.

4. Taxes on Capital
4.1. Net wealth tax
There is no net wealth tax.
4.2. Real estate tax
See Corporate Taxation section 5.2.
For individuals, the real estate tax is only deductible for income tax purposes if the
property is used in the course of a trade or business or if it constitutes a source of
income, e.g. in the case of rental income.

5. Inheritance and Gift Taxes
Inheritance and gift tax is imposed (section 1 of the ErbStG):
–

on acquisitions by way of inheritance or gift;

–

on donations encumbered with a charge for a particular purpose; and

–

once in every 30-year period on the property of a family foundation.

In most cases, inheritances and gifts are treated in the same manner and are subject to
the same rate table.
The liability to pay inheritance tax is incurred at the time of death of the deceased.
The liability to pay gift tax is incurred at the time the gift is made. In the case of a
family foundation, the liability recurs once in every 30-year period following the transfer of capital to the foundation.
5.1. Taxable persons
Tax is levied separately on each beneficiary or donee in respect of his share in the
estate or the gift (section 2 of the ErbStG). For the tax levied on gifts, the donee and
donor are jointly liable. The beneficiary/donee must declare each taxable acquisition
within 3 months of knowledge of the acquisition. In some cases, the donor must also
declare the acquisition.
5.2. Taxable base
Inheritance tax is levied on the worldwide inheritance if the deceased or the beneficiary was resident in Germany at the time of death (section 10 et seq. of the ErbStG).
Gifts are taxable if either the donor or the donee was resident in Germany at the time
the gift was made. German nationals are deemed residents until they have been nonresident for more than 5 years.
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If neither the deceased/donor nor the beneficiary/donee were German-resident at the
time of death of the deceased or at the time the gift was made, inheritance or gift tax
is only levied on the following German-situs property:
–

agricultural and forestry property;

–

land and buildings;

–

business property of a permanent establishment or such property owned through a
permanent agent in Germany;

–

shares in a resident company (AG/GmbH) if the non-resident shareholder, alone or
together with related persons, has a direct or indirect interest of at least 10%;

–

inventions and utility models registered in Germany;

–

business property let to a business located in Germany;

–

mortgages and other claims and rights secured by German-situs immovable property (including a German-registered ship);

–

rights deriving from the participation as a silent partner in a trade or business or
from a participating loan if the debtor is a resident individual, partnership or company; and

–

usufruct rights on any of the above-mentioned property.

If only German-situs property is subject to inheritance and gift tax (see above), and if
the deceased or donor was subject to the “extended income tax liability as a non-resident” (see section 6.2.2.) at the time inheritance or gift tax arises, an “extended
inheritance and gift tax liability as a non-resident” applies. In that case, the inheritance and gift tax liability in respect of the acquisition is extended to cover additional
items of property, listed in a letter of the Federal Ministry of Finance.
In general, the taxable base is the fair market value (section 12 of the ErbStG). Debts
of the deceased as well as the funeral and administrative expenses are deductible.
In the case of German-situs business property acquired by inheritances or gifts mortis
causa which have occurred from 1 July 2016, 85% of the business assets is excluded
from the tax base if:
–

the business is continued with its assets for the following 5 years;

–

the majority of the jobs are maintained for the following 5 years after succession,
i.e. if the sum of salaries in the subsequent 5 years is not lower than 400% of the
sum of salaries in the year of succession; and

–

the business assets do not qualify as passive assets, e.g. rented-out property or
rights equivalent to real property rights. Passive assets are, however, treated as
business assets up to a value of 10% of the total business assets.

The exemption is granted pro rata, if the business is discontinued or sold before the
end of the 5-year period or the sum of salaries falls below the required threshold. In
the case the business or part of it is sold, the exemption may be preserved if the
capital gains are reinvested under certain conditions within 6 months.
Optionally, the heirs may apply for a full exemption from inheritance tax if:
–

the business is continued for the following 7 years;

–

the sum of salaries in the subsequent 7 years is not lower than 700% of the sum of
salaries in the year of succession; and

–

the value of passive business assets does not exceed 20% of the total business assets
value.
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With effect from 1 July 2016, for companies with 6 to 10 employees, the total salaries
in the subsequent 5 years may not be lower than 250% of total salaries in the year of
succession to qualify for the 85% exemption and not lower than 500% of total salaries
to qualify for the 100% exemption. In turn, for companies with 11 to 15 employees,
those percentages are 300% and 565%, respectively. The salary requirement is not
applicable to companies with 5 or less employees.
5.3. Personal allowances
The following allowances are granted for inheritance and gifts (section 16 and 17 of
the ErbStG):
Beneficiary/donee
Spouses and civil partners
Children and stepchildren
Grandchildren
Other recipients in category I (see section 5.4.)
Recipients in category II
Recipients in category III

Allowance (EUR)
500,000
400,000
200,000
100,000
20,000
20,000

In the case of inheritance, additional allowances are available for the spouse, the civil
partner and the children (amount depending on their age) of the deceased. For nonresident heirs and donees, who are only subject to limited tax liability in respect of
domestic assets (see section 5.2.), the basic exemption is only available pro rata. The
amount of the pro rata exemption corresponds to the value of the domestic assets
subject to limited tax liability in relation to the total sum of the assets received via
inheritance or donation. Any additional exemptions are also available to such beneficiaries, provided that administrative cooperation in the field of taxation is in place
between Germany and the state of residence of the beneficiary or deceased/donor.
5.4. Rates
The rates of the inheritance and gift tax are determined on the basis of marriage or the
proximity of relationship between the deceased/donor and the beneficiary/donee and
on the basis of the value of the acquisition (section 19 of the ErbStG).
Categories of beneficiaries/donees
I
spouses, children and stepchildren, grandchildren, great-grandchildren
and, in the case of inheritance, parents and grandparents
II
brothers, sisters, nephews, nieces, step-parents, sons-in-law, daughtersin-law, parents-in-law, divorced spouses and, in the case of gifts, parents
and grandparents
III
other persons, including legal entities

Rates (%)
7

–

30

15
30

–
–

43
50

The lower rates for each category apply to acquisitions up to a value of EUR 75,000,
while the higher rates apply to acquisitions exceeding EUR 26 million.
For the purposes of these progressive tax rates and the allowances in section 5.3., all
gifts received from the same donor during the last 10 years are aggregated. Tax paid on
previous gifts is then credited against the tax computed on the aggregate gifts. This
aggregation also applies where a donee later receives an inheritance upon death of the
donor.
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5.5. Double taxation relief
Foreign tax, if similar to the German inheritance and gift tax, may be credited proportionally against German inheritance or gift tax due, but may not exceed the
German tax (section 21 of the ErbStG).
If the deceased/donor was resident in Germany, a tax credit is available only with
respect to foreign inheritance and gift tax imposed on foreign-situs assets which correspond to the assets on which non-residents are liable to German inheritance or gift
tax (see section 5.2.). If the deceased/donor was a non-resident, a tax credit is available with respect to foreign inheritance and gift tax levied on all foreign-situs assets.
The tax credit may only be claimed where the German inheritance and gift tax liability
did not arise later than 5 years after the inheritance and gift tax liability abroad.
Germany has concluded tax treaties covering inheritance tax with Denmark, France,
Greece, Sweden, Switzerland and the United States. The treaties with Denmark,
France, Sweden and the United States also cover gifts.

6. International Aspects
6.1. Resident individuals
For the concept of residence, see section 1.1.
6.1.1. Foreign income and capital gains
Foreign-source income and capital gains derived by resident individuals are generally
subject to income tax in the same manner as domestic income.
6.1.2. Foreign capital
There is no net wealth tax. Foreign immovable property is not subject to German real
estate tax.
6.1.3. Double taxation relief
An ordinary tax credit is granted for foreign income tax paid on foreign income of resident taxpayers, unless this unilateral relief measure is superseded by relief according
to a tax treaty (section 34c of the EStG). To qualify for the tax credit, foreign income
taxes must be similar to the German income tax. If the foreign taxes do not qualify, or
in any case at the taxpayer’s request, they may be deducted in computing taxable
income in lieu of being credited against tax. The foreign tax credit is computed on a
country-by-country basis. Excess credits may not be carried forward.
Generally speaking, where a treaty applies, the unilateral relief provisions do not
apply.
Tax treaties provide either for an exemption of foreign-source income or for a credit
for foreign taxes against German income tax. If foreign-source income is exempt from
German tax, Germany usually reserves the right to take that income into account in
determining its tax rate for income which remains taxable in Germany (exemption
with progression). In the case of an exemption, losses incurred abroad by the taxpayer
may not be deducted from his total income taxable in Germany. The exemption under
the treaty is not granted in cases of double non-taxation where:
–
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the recipient of income (other than dividends) is not subject to tax in the source
state because of his deemed residence there (this does not apply to dividends).

6.2. Expatriate individuals
6.2.1. Inward expatriates
There are no special rules for inward expatriates.
6.2.2. Outward expatriates
A German national who moves to a foreign country remains subject to an “extended
income tax liability as a non-resident” for 10 years from his departure if he (section 2
of the AStG):
–

has been subject to unlimited German taxation for at least 5 of the 10 years preceding his departure;

–

has moved to a country which imposes no or low taxes on income (this is assumed
if the income tax imposed is more than one third lower than it would be in Germany
for a single person with an annual income of EUR 77,000 or if the individual is
subject to a preferential taxation which diminishes his tax burden considerably in
comparison to other taxpayers of that particular country); and

–

has retained essential economic ties with Germany.

Essential economic ties with Germany are presumed, inter alia, if:
–

he holds a substantial interest in a German-resident company (see section 1.6.);

–

he derives income from Germany which exceeds either 30% of his worldwide
income or EUR 62,000; or

–

his assets from which, if he were a resident taxpayer, the profits would be subject
to unlimited German taxation amount to more than 30% of his total assets or
exceed EUR 154,000.

For the “extended inheritance and gift tax liability as a non-resident”, see section 5.2.
6.3. Non-resident individuals
For the concept of residence, see section 1.1.
6.3.1. Taxes on income and capital gains
Non-residents are subject to German income tax with respect to German-source
income explicitly listed in the law (section 49 of the EStG). The computation of income
of non-residents follows the rules which apply to the computation of income of residents (see section 1.2.1.). It should be noted, however, that most of the allowances
granted to residents are not granted to non-residents, e.g. business expenses and
income-related expenses are only deductible if economically connected with the
income derived from Germany. The same goes for the deductibility of losses. Most of
the personal allowances are not available for non-residents.
If an individual becomes resident or non-resident during a year, German-source income
derived during the period of non-residence is added to the income derived in the
period of residence. This means that the taxpayer is taxed as a resident in respect of
all German-source income derived during that year.
The income tax rates for resident individuals and non-resident individuals are the same
(see section 1.9.1.).
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Non-residents, irrespective of nationality, may elect to be deemed residents for
German income tax purposes if at least 90% of their worldwide income is subject to
German taxation or if their income not subject to German taxation does not exceed
EUR 9,408 (EUR 9,168 in 2019) (section 1(3) of the EStG). Income from German sources
which under a tax treaty is either not taxed in Germany or is taxed only at a limited
rate (e.g. dividends, interest and royalties) is deemed not to be subject to German
taxation for purposes of determining the 90% or EUR 9,408. Deemed residents are, in
principle, treated in the same manner as residents, irrespective of income category
(see section 1.2.1.).
A national of an EEA country who qualifies as a deemed resident is entitled to the
deduction for alimony payments (see section 1.7.1.) to a former spouse resident in an
EEA country other than Germany and to the joint assessment (see section 1.10.2.) with
his spouse resident in an EEA country other than Germany, provided at least 90% of the
spouses’ joint worldwide income is subject to German taxation or their income not
subject to German taxation does not exceed EUR 18,408 (EUR 18,336 in 2019).
6.3.1.1. Employment income
Non-residents are subject to German income tax with respect to income from present
or past employment exercised or utilized in Germany (section 49 of the EStG). The
basic allowance (see section 1.7.2.) is only granted to non-residents deriving employment income from Germany. The lump-sum expense deduction (see section 1.3.1.) is
also granted to non-resident employees, but only proportionally if the employee does
not derive German-source employment during the whole year. The withholding system
(see section 1.9.2.) applies to employment income of non-residents provided the
employer is resident in Germany. In general, the withholding tax is final. However, any
non-resident deriving employment income from Germany may apply for an assessment.
Any compensation received for the termination of an employment is subject to
German income tax, provided that the employment income was taxable in Germany.
Employment income derived from being hired out by a foreign hirer to work in
Germany is subject to the normal final withholding tax. The foreign hirer must withhold the tax. This applies to hired-out non-resident as well as to hired-out resident
employees.
Frontier workers are covered by the rules concerning deemed residents (see section
6.3.1.).
Pension payments which are taxed as employment income (see section 1.3.3.) are also
taxed as such if paid to non-residents. Also pensions taxed as other income are generally taxable if paid to non-residents.
Remuneration derived by a non-resident member of a supervisory board is taxed at
source by a withholding of 30%, which is treated as a final settlement of his tax liability.
Remuneration for services on an airplane used in international transport by a company,
whose place of management is in Germany, is subject to German income tax.
6.3.1.2. Business and professional income
Profits from a business conducted in Germany through a permanent establishment or a
permanent representative are subject to German income tax (section 49 of the EStG).
For income tax rates and deductions see section 6.3.1.
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Remuneration derived by a non-resident business manager, company officer with statutory authority or member of the board of directors of a company, whose place of management is in Germany, is taxable even if the services were performed outside
Germany.
Income of non-resident artistes and sportsmen is normally subject to a withholding tax
of 15% (section 50a of the EStG) (15.825% including the 5.5% solidarity surcharge). This
applies to income derived from appearances in Germany or from their exploitation in
Germany. If the gross remuneration for appearances in Germany does not exceed EUR
250, the withholding tax rate is reduced to nil. Related income, such as income from
the use of a person’s name or publicity in advertisements for products in Germany, is
also subject to the withholding tax. This withholding tax is final.
However, if the recipient of the payment is a national and resident of an EEA country,
he may opt to deduct directly linked business expenses at the withholding stage if he
can prove such expenses. In that case, the withholding tax rate is 30% of the net payments if the recipient is an individual. The same applies to non-resident companies
established in an EEA country. In the latter case, the rate is 15%.
The withholding tax on remuneration paid to contractors (see section 1.9.2.) applies
also to payments to non-residents. In the case of a non-resident contractor, the tax is
final, unless a treaty provides otherwise.
6.3.1.3. Investment income
Non-residents are subject to German income tax on dividends, income from the participation of a silent partner in a trade or business, interest on convertible bonds,
profit-sharing bonds and participating loans if the payer is resident in Germany, and on
interest from loans secured by immovable property situated in Germany.
For withholding taxes on dividends and interest, see section 1.9.2. The general withholding tax, however, does not apply to payments of bank interest to non-residents.
Income derived from renting immovable property and certain tangible movable property situated in Germany is subject to income tax. Royalties are subject to income tax
if registered in Germany or utilized in a permanent establishment. The income tax on
these types of income is levied by a final withholding tax of 15% (15.825% including the
5.5% solidarity surcharge) (section 50a of the EStG).
In the case of non-residents, any withholding taxes levied are final. Reduced rates may
apply under tax treaties (see Corporate Taxation section 6.3.5.).
6.3.1.4. Capital gains
Capital gains realized by a non-resident individual from private transactions or from
the alienation of a substantial interest in a resident company may be subject to
German income tax as for residents. For details, see section 1.6. It should be noted
that a treaty may provide that these capital gains are not subject to German taxation.
6.3.2. Taxes on capital
There is no net wealth tax. Non-resident individuals are liable to real estate tax (see
section 4.2.) with respect to their immovable property located in Germany.
6.3.3. Inheritance and gift taxes
For inheritance or gift tax levied on non-residents, see sections 5.2. and 5.5. A nonresident beneficiary is entitled to the allowances mentioned in section 5.3., unless he
is only taxable for the reason that taxable property is situated in Germany (see the list
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in section 5.2.). In such a case, the allowances are only available pro rata. The amount
of the pro rata exemption corresponds to the value of the domestic assets subject to
limited tax liability in relation to the total sum of the assets received via inheritance
or donation. Any additional exemptions are also available to such beneficiaries, provided that administrative cooperation in the field of taxation is in place between
Germany and the state of residence of the beneficiary or deceased/donor. Before 25
June 2017, the exemption in the case of the limited tax liability amounted to EUR
2,000. However, non-resident heirs and donees could opt for resident taxation regarding the entire inheritance or gift (including the German-situs property), if the
deceased or heir, donor or donee, had his domicile or habitual place of abode in an EU
Member State/EEA country at the time the relevant transfer takes place. If the beneficiary had opted for resident taxation, higher personal reliefs applied.
6.3.4. Administration
Non-residents must file a tax return for each tax year with respect to German income,
unless the tax liability is satisfied by a final withholding tax.
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KEY FEATURES
Last reviewed:10 February 2020

A. General information
Sources of tax law

Individual Income Tax Act (Einkommensteuergesetz,
EStG)
Corporate Income Tax Act (Körperschaftsteuergesetz,
KStG)
General Tax Act (Abgabenordnung, AO)
Circulars issued by the Finance Ministry (Schreiben des
Bundesfinanzministeriums)

Main types of business entities

Stock company (Aktiengesellschaft, AG)
Limited liability company (Gesellschaft mit
beschränkter Haftung, GmbH)
General partnership (Offene Handelsgesellschaft, OHG)
Limited partnership (Kommanditgesellschaft, KG)

Accounting principles

German GAAP

Currency

Euro (EUR)

Foreign exchange control

No

Official websites

Ministry of Finance
http://www.bundesfinanzministerium.de/
Lower House of Parliament
http://www.bundestag.de/ (Bundestag)

B. Direct taxation: Companies
1. Resident companies
Residence

A corporation is resident in Germany if it is
incorporated/effectively managed in Germany

Tax base

Worldwide

Corporate tax rates

15% (15.83% including 5.5% surcharge)

Alternative minimum tax

No

Capital gains

Part of business income
95% exemption of capital gains from the sale of shares

Loss carry-forward

Yes, indefinitely (if carried forward, losses are to be set
off against the first EUR 1 million of net income in a given
year without restriction; any remaining loss may be set
off against up to 60% of the net income exceeding this
limit)

Loss carry-back

Yes, losses up to EUR 1 million may be carried back to the
preceding year

Unilateral double taxation relief Yes, ordinary tax credit

2. Non-resident companies
Corporate tax rates

15% (15.83% including 5.5% surcharge)

Capital gains on sale of shares in 95% exemption of capital gains from the sale of shares
resident companies
Capital gains on sale of
immovable property

Part of business income
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Withholding tax rates
Branch profits

No

Dividends

25% (26.38% including 5.5% surcharge)
Refund procedure for 2/5 of the withholding tax subject
to certain requirements
0% for qualifying companies (EU Parent-Subsidiary
Directive)

Interest

0% generally
25% (26.38% including 5.5% surcharge) on interest from
convertible bonds, profit-sharing bonds, participation
loans, and income from the participation of silent
partners in a trade or business refund procedure for 2/5
of the withholding tax subject to certain requirements
0% for EU associated companies (Interest and Royalties
Directive)

Royalties

15% (15.83% including 5.5% surcharge) if registered in
Germany or utilized in a PE
0% for EU associated companies (Interest and Royalties
Directive)

Fees (technical)

No

Fees (management)

No

3. Specific issues
Participation relief

Inbound dividends: yes (95% exemption)
Outbound dividends: yes

Group treatment

Yes

Incentives

Accelerated depreciation
Additional depreciation
Tonnage tax

Anti-avoidance
Transfer pricing legislation

Yes

Thin capitalization legislation Yes
Controlled foreign company
legislation

Yes

General anti-avoidance rule
(GAAR)

Yes

Other anti-avoidance
legislation

Yes

C. Direct taxation: Individuals
1. Resident individuals
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Residence

An individual is a resident of Germany if his domicile or
habitual place of abode is in Germany

Taxable income

Worldwide

Income tax rates

Progressive
Top rate 45% (over EUR 270,501)
5.5% solidarity surcharge

Alternative minimum tax

No

KEY FEATURES
Capital gains

DOING BUSINESS IN GERMANY 2020
25% on the sale of shares and bonds (26.38% including
5.5% surcharge)
40% exempt if derived from business transactions

Unilateral double taxation relief Yes, ordinary tax credit
Social security contributions

Health insurance, pension insurance, unemployment
insurance, insurance for disability and old age

2. Non-resident individuals
Income tax rates

Progressive
Top rate 45% (over EUR 270,501)
5.5% solidarity surcharge

Capital gains on sale of shares in 40% exempt, if derived from business transactions and
resident companies
the seller has owned a substantial interest of at least 1%
or, if at any time during the 365 days preceding the
alienation the shares derived more than 50% of their
value directly or indirectly from immovable property
situated in Germany
Capital gains on sale of
immovable property

Taxable at normal rates if derived from business
transactions, private transactions are exempt, subject
to conditions

Withholding tax rates
Employment income

General wage withholding applies
15% of gross income, for artists and sportsmen

Dividends

25% (26.38% including 5.5% surcharge)

Interest

25% (26.38% including 5.5% surcharge) on interest from
convertible bonds, profit-sharing bonds, participation
loans, and income from the participation of silent
partners in a trade or business

Royalties

15% (15.38% including 5.5% surcharge) if registered in
Germany or utilized in a PE

Fees (technical)

No

Fees (directors)

30%

D. Indirect taxation: Value added tax (VAT)/Goods and services tax (GST)
Taxable events

Supply of goods
Supply of services
Importation
Intra-Community acquisitions

VAT/GST (standard)

19%

VAT/GST (reduced)

0%, 7%

VAT/GST (increased)

No

Registration/deregistration
threshold

EUR 22,000

VAT group

Yes

E. Other taxes
Inheritance and gift taxes

Yes

Net wealth tax (individual)

No

Net wealth tax (corporate)

No

Real estate taxes

Yes
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KEY FEATURES

Capital duty

No

Transfer tax

Yes

Stamp duty

No

Excise duties

Yes

Other main taxes

Municipal business tax
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