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This guide to doing business in Germany will provide foreign investors with an insight into the key aspects of 
undertaking business and investing in Germany. The country’s highly developed infrastructure, stable economy 
and location in the middle of Europe make it especially attractive for foreign investors. 

Germany is a social market 
economy that is primarily based 
on the success of small and 
medium-sized enterprises. It is 
the largest national economy in 
Europe and the fourth-largest by 
nominal GDP in the world. The 
economy is highly industrialised 
and diversified. The major 
sectors of the economy are services 
(69 per cent), followed by industry 
(30.1 per cent) and agriculture 
(0.8 per cent). In 2014, the 
sectors with the highest revenues 
were automobile manufacturing 
(EUR370.98 billion), mechanical 
and plant engineering (EUR230.73 
billion) and the chemical industry 
(EUR190.83 billion).

The country’s business districts 
comprise Frankfurt, Hamburg, 
Munich and the conurbations of 
the Rhine/Ruhr area (Düsseldorf/
Cologne/Essen). As manufacturing 
output has typically exceeded 
consumption requirements, 
Germany has been a large 
exporting nation. 

Since reunification, there has 
been substantial infrastructure 
improvement in the former areas 
of East Germany, attracting high 
levels of government funding. 
Germany’s location in the middle 

of Europe has led to its use as a 
hub for investments and logistics. 
Furthermore, as more Eastern 
European countries have joined 
the European Union, Germany has 
benefited from its proximity. 

Germany largely experienced 
continuous growth during the 
90s and prior to the financial 
crisis. Nevertheless, as with 
most countries in the Eurozone, it 
experienced a period of recession 
in 2009. Through an export-led 
recovery, Germany’s economic 
performance improved and has 
since experienced growth in 
the years following; 0.4 per cent 
2012 and 0.1 per cent 2013,  
1.6 per cent 2014. For 2015 and 
2016 forecasts expect growth 
rates of between 1.7 and  
1.8 per cent, respectively. 

Many studies have accorded 
Germany as the most attractive 
investment location in the EU and 
as such the country continues to 
receive large amounts of Foreign 
Direct Investment. Germany’s 
business environment is well 
known for its integrity, safety, 
reliability and transparency. 
Furthermore, the government 
provides a number of investment 
incentives; at a regional and federal 

level. Alongside these, Germany 
offers the following competitive 
advantages for investors:

• High quality infrastructure, 
including sophisticated energy 
and communications sectors and 
first-class transportation networks 

• Its strategic location make it a key 
logistics hub for European trade 

• Highly developed economic and 
political frameworks providing 
security for business investments 

• An open and welcoming foreign 
investment regime; foreign 
investors are able to choose any 
form of business to operate 

• Germany’s working population 
is highly trained, cultured and 
educated with one of the highest 
productivity rates in the world

While this guide makes reference to 
some of the most common issues 
investors might face, it must be 
noted that certain industries, such 
as the financial services sector, 
are subject to special regulation 
and therefore companies wishing 
to invest in this area should seek 
legal advice.

The information in this publication is 
current at December 2015.

Introduction
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Ease of Doing Business 
Topics 2016 rank 2015 rank Change in rank

Starting a business 107 110 3

Licenses and Permits 13 13 No change

Getting Electricity 3 3 No change

Registering property 62 62 No change

Financing 28 24 -4

Protecting Minority Investors 49 46 -3

Paying Taxes 72 68 -4

Trading Across Borders 35 34 -1

Enforcing Contracts 12 11 -1

Resolving Insolvency 3 3 No change

Source: World Bank Group (Doing Business)

Country profile
Capital City Berlin

Area 357,104 sq. km

Population 82.6 million 

Language German

Currency Euro

International dialling code + 49

National holidays (2016)

(not including those specific 
to certain states)

1 January – New Year’s Day

25 March – Good Friday

28 March – Easter Monday

1 May – Labour Day 

5 May – Ascension Day

16 May – Whit Monday 

3 October – Day of German Unity

25 December – Christmas Day 

26 December – Second Christmas Day

Business and Banking hours Depends on the banking institutes and authorities

Stock exchanges Berlin, Düsseldorf, Hamburg/Hannover, Frankfurt, Munich, Stuttgart

Political structure Federal Republic

Doing Business rank 2016 15
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Political and legal system
Germany is a democratic, federal, 
multiparty republic. The federal 
system means that the Federal 
Government (‘Bund’) shares 
its power with the sixteen 
states (‘Länder’). 

At a federal level, the dual executive 
comprises the Chancellor, who 
is head of government and the 
President, who is head of state. The 
Chancellor is elected by the Lower 
House for a four-year period, and 
may be re-elected thereafter. Angela 
Merkel is the current Chancellor; 
she was elected in 2005 and 
re-elected in 2009 and 2013. She 
is also the first woman Chancellor 
of Germany. 

Despite being head of state, 
the President’s role is mainly to 
represent Germany in matters 
of international law and official 
gatherings. The President is elected 
by the Federal Convention for a 
term of five years, and can only be 
re-elected once. Germany’s current 
president is Joachim Gauck, who 
was elected in 2012. 

The parliament is divided into a 
Lower House (‘Bundestag’) and an 
Upper House (‘Bundesrat’). The 
Lower House is elected by popular 
mandate for a four-year term. Its 
seats are allocated on a system of 
proportional representation. Most 
acts of parliament are initiated 
by the Lower House. The Upper 
House consists of members that 
are appointed by the sixteen state 
governments. The Upper House 
is empowered to initiate new 
legislation, to veto new legislation 
passed by the Lower House and, 
in certain cases, must approve 
such legislation.

Germany’s current government, 
since the general election in 
September 2013, is a coalition 

between the Christian Democrats 
and the Social Democrats. 

Germany is also a founder 
member of the EU and takes 
an active role in the activities of 
the Union. It is a member of the 
Eurozone and has therefore adopted 
the single currency.

Germany has an independent 
judiciary using a civil law system, 
whose origin can be found in 
Roman law. Germany’s primary 
source of law is the constitution 
(‘Grundgesetz’) but is heavily 
influenced by European Union and 
international law.

German law is predominantly 
statutory law. Statutes apply to 
an extensive array of issues and 
are passed by both the federal 
and state legislatures. The states 
are responsible for administrative 
matters such as the police, local 
government and education.

The German court system 
is decentralised. Germany’s 
courts are largely specialised 
and provide comprehensive 
legal protection. Alongside the 
constitutional jurisdiction, with the 
Federal Constitutional Court as 
the highest court, there are five 
mayoral jurisdictions. The ‘ordinary 
jurisdiction’ forms the largest part 
and includes the civil and criminal 
jurisdiction. The other categories are 
administrative, employment, social 
and fiscal jurisdiction. 

In Germany there are around 
20,500 professional judges and 
over 163,500 attorneys that serve 
as independent counsel in all fields 
of law. Attorneys must adhere 
to their professional code and 
disciplinary tribunals adjudicate 
and punish violations. All German 
lawyers must in principle have the 
qualification of a judge, certified by 
two state examinations.

Legal overview

Germany has 
an independent 
judiciary using a 
civil law system, 
whose origin 
can be found in 
Roman law.
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Data protection
Data protection is governed by 
the Federal Data Protection Act 
(‘Bundesdatenschutzgesetz’) 
(BDSG), which applies the EU Data 
Protection Directive 95/46/EC. 
Additionally, each German state 
has a data protection law of its 
own. The BDSG is applicable to 
the personal data processed and 
used by public authorities and 
private bodies. The states’ data 
protection acts protect personal data 
from processing and use by public 
authorities of the states. 

Personal data is defined as any 
information concerning the 
personal circumstances of an 
individual. The legislation regulates 
the collection, processing and 
use of any data under this scope. 
German data protection law applies 
to German data controllers and 
processors and any data controllers 
collecting, processing or using data 
in Germany. 

The BDSG requires a firm to notify 
the Federal Commissioner for 
Data Protection and Freedom of 

Information if it processes personal 
information. When notification 
is made, there are a number of 
stipulated pieces of information that 
must be provided, including: the 
name and company of the controller, 
the purposes of the data collection 
and the standard data retention 
periods. This obligation is, however, 
waived if the firm has appointed a 
data protection officer. A firm must 
appoint a data protection officer if 
more than nine people are regularly 
involved in the automated data 
processing or sensitive personal 
data is processed. 

The main obligations imposed on 
data controllers are as follows: 

• Data processing systems must 
be designed to ensure that as 
little personal data is collected, 
processed and used as possible

• Data controllers are only 
permitted to collect, process and 
use personal data if it is allowed 
by the BDSG or other legal 
provisions or if the data subject 
has provided consent

• Data can only be used for the 
purpose of which was defined at 
the point of collection

• Personal data must be collected 
directly from the data subject, 
unless there is an exemption 
by law or the collection from 
the data subject would require 
disproportionate effort

• The data subject is allowed 
access to any information that is 
stored regarding them

• Personal data must be kept 
accurate, and updated if incorrect

• Personal data must be erased 
if it is no longer necessary 
for the purpose for which it 
was collected

Data controllers must ensure that 
they have taken all necessary 
precautions to preserve the security 
of the data, prevent alteration and 
prevent access by non-authorised 
third parties. 

The legislation also provides the 
data subject a number of rights of 
notification, access and objection. 
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Data protection laws are actively 
enforced in Germany. Businesses 
that fail to comply with these rules 
and principles can face enforcement 
action by the Federal Commissioner 
for Data Protection and Freedom of 
Information (‘Bundesbeauftragter 
für den Datenschutz und die 
Informationsfreiheit’). Sanctions 
range from a maximum 
EUR300,000 fine for administrative 
offences and confiscation of any 
profit derived from the violation, to 
imprisonment for up to two years if 
it was a case of wilful behaviour. 

Businesses incorporated in Germany 
must comply with the EU data 
protection regime which is currently 
undergoing a major overhaul. The 
proposed General Data Protection 
Regulation seeks to harmonise data 
protection laws across EU Member 
States. Although this legislation is 
significantly more prescriptive than 
the current Directive (95/46 EC), 
the reforms are expected to clarify 
the obligations in the processing 
and monitoring of personal data 
regardless of the entity presence in 
the EU.

Money laundering regulations
In Germany there are no 
exchange control restrictions 
affecting inward or outward 
investment, the repatriation of 
income or capital, the holding 
of currency accounts or the 
settlement of current trading 
transactions. Nevertheless,  
there are strict money  
laundering regulations.

Germany’s anti-money laundering 
provisions can be found in the 
Germany anti-money laundering law 
(‘Gesetz über das Aufspüren von 
Gewinnen aus schweren Straftaten’, 
in short Geldwäschegesetz). 

The individuals and businesses 
that fall within the scope of the 
rules include, inter alia: financial 
institutions, lawyers, auditors, 
casinos, trustees, any retail or 
wholesale business, and also any 
parties that trade or sell e-money 
and other natural or legal persons 
trading in goods by way of business. 

Obligations under the anti-money 
laundering law can be divided into 
the following two categories: 

• Duty of care (‘Sorgfaltspflichten’) 
requirements regarding customer 
due diligence

• Organisational duties 
(‘Organisatorische Pflichten’) 
such as clear and thorough 
record keeping and ensuring the 
transparency of third parties

Under the law, there are a number 
of preventative measures that 
a business must undertake, 
regardless of the situation. 
This includes identifying and 
substantiating all transactions by 
keeping detailed records; this is 
critical for all transactions exceeding 
EUR15,000 if they occur outside 
of an on-going client relationship. 
These records must be maintained 
transparently and in accordance with 
the principle of standard accounting 
practices. Firms must also 
identify each party in the business 
relationship by undertaking thorough 
due diligence. Organisations that fall 
within the scope of the legislation 
must inform and train their 
employees to recognise risk and 
identify potential money laundering 
or terrorist financing incidences. 

In order to provide a framework for 
CEOs, the legislation divides the 
types of risk a firm may face into 
three categories: simple, medium 

and high. The obligations for each 
type of risk are then outlined 
in simple, general or increased 
duties respectively.

There is no single authority that 
monitors compliance with the 
law; there are different authorities 
depending on who is obligated 
to comply with the anti-money 
laundering law. The competent 
authority can investigate potential 
breaches and impose fines of up to 
EUR100,000 for compliance failures. 

Intellectual Property Rights
In Germany and the EU, protection 
is generally granted for registered, 
and sometimes unregistered, 
Intellectual Property Rights. These 
include: patents, trademarks, 
copyright and designs.

In Germany, Intellectual Property 
Rights are dealt with The 
German Patent and Trade Mark 
Office (‘Deutsches Patent-und 
Markenamt’) which is responsible 
for granting patents for the 
registration of industrial designs, 
trademarks and patents, as well as 
informing the public about existing 
Industrial Property Rights.

Germany is a member of the 
Convention for the Protection 
of Industrial Property and also 
adheres to the World Intellectual 
Property Organisation and the Berne 
Convention for the Protection of 
Literary and Artistic Works. 

In the EU, patents can be 
prosecuted through the European 
Patent Office in Munich. 
Community trademarks and 
registered community designs in 
the European Union are registered 
by the European Union Intellectual 
Property Office. 
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COPYRIGHT

The German Copyright Act (‘Urheberrechtsgesetz’) provides protection for creative work as an immaterial asset. The 
work must be a personal creation by the author but can a number of forms, including: literary, scientific or artistic

Protection 
granted 

Protection is granted without the need for formal registration. The author has moral rights, 
such as the recognition of his authorship and protection from distortion of his work or 
economic exploitation.

Infringements Copyright is infringed by any person who, without permission from the owner, reproduces, 
distributes or performs the material in question. There are different classes of infringement: 
primary and secondary. If a person performs any of the aforementioned acts or someone 
distributes articles that have already breached copyright, this represents an infringements. 
Infringement can also be direct or indirect; the former is the imitation of the material in its original 
form and the latter is the copying of the work in a form that is easily recognisable from the original.

Duration Copyright protection exists from the time of creation of the work and ends 70 years after the 
author’s death. Upon the expiry of the protection, the work is free for general use.

PATENTS

Patents protect inventions which can be applied in an industrial environment. For a patent to be granted, the invention 
must be new, have an inventive step which is not obvious to someone with experience in the subject and capable of 
being used in some kind of industry. Pure discoveries and scientific or mathematical formulae cannot be patented.

Protection 
granted 

A patent gives its owner the ability to take legal action to stop others from: the making of a product 
or the use of a process, which is the subject matter of the patent, selling anything incorporating 
the subject-matter of the patent or inducing third parties into any of the above, without the 
inventor’s permission.

Infringements Infringing a patent means manufacturing, using, selling or importing patented products or 
processes without the owner’s permission. It is not necessary to show that the infringer has 
knowledge of the patent protecting the invention for infringement to be made out. Patents also 
have presumption of validity. 

Duration 20 years from the filing date. The maintenance of a patent is subject to an annual renewal fee. 

European Patent 
Convention

Applying for a patent in Germany does not provide protection elsewhere in Europe. To protect a 
patent in more than 30 countries in Europe, the application can be made using the European Patent 
Convention. This is processed as a single application, but once granted, a national patent will be 
granted in each of the EPC signatory countries. It is also possible to get protection in Europe using 
the Patents Cooperation Treaty through the World Intellectual Property Organisation (WIPO). 
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TRADE MARKS

A trade mark must be a sign capable of distinguishing goods and services of one undertaking from those of another 
undertaking. Those signs can be: words, personal names, designs, letters, numeral slogans, sounds, smells, signs and 
distinctive colours. The trademark must be sufficiently distinctive, not exclusively describe a product, not mislead the 
consumer and not be a public sign.

Protection 
granted 

The owner can obtain protection in Germany by registering the trademark at the German Patent 
and Trade Mark Office or it can register a European Union Trade Mark that grants protection in all 
EU Member States. International registration can be done through the World Intellectual Property 
Organisation. The proprietor of a registered trademark has exclusive rights in the trademark.  

Infringements Some examples of infringement of a trade mark are: 

• Using an identical or similar trade mark for identical or similar goods and services to a registered 
trade mark creating a likelihood of confusion on the part of the public

• Where a mark has a reputation, infringement may arise from the use of the same or a similar 
mark which damages or takes unfair advantage of the registered mark

When an action for infringement concerning a Community trade mark is brought in the competent 
Community trade mark court, under certain conditions it is possible to obtain an injunction to avoid 
the use of the trade mark in all EU Member States.

Duration 10 years (registration can be renewed indefinitely for further periods of 10 years).

UTILITY MODEL

In addition to patent protection, an invention can be protected as a utility model; this is primarily under provisions found 
in the Utility Model Act (‘Gebrauchsmustergesetz’). Utility model registration is only valid in the Federal Republic of 
Germany; there are no European or international filing options. 

Protection 
granted 

Utility model registration provides fast and low-cost protection of technical inventions. It is also 
available for chemical substances, food and pharmaceuticals. Unlike a patent, a utility model is an 
unexamined industrial property right. This means that the establishment of a novelty, inventive 
step and industrial application of the subject matter of the utility model are not examined prior to 
registration. Once a utility model is registered, the proprietor receives exclusive rights to use the 
subject matter of the utility model.

Infringements Third parties are prohibited from producing, offering, marketing or using such a product without the 
proprietor’s permission. The owner of a utility model can also demand that third parties stop using 
any subject matter expertise associated with the utility model. Unlike patents, utility models do not 
enjoy a presumption of validity. 

Duration Utility model protection is granted for 10 years from the date of filing. In order for the protection to 
remain valid, a renewal fee must be paid after three, six and eight years.
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DESIGNS

A design can be a three dimensional or two dimensional object and protection in Germany is provided under the Design 
Act (‘Designgesetz’). Design protection arises when the design is entered in the Designs Register.

Protection 
granted 

Registering a design gives the owner a property right over the design; it is protected if the design 
in question is new and has individual character. Holding a design right provides the owner the 
exclusive right to use it and to prevent any third party using it without consent. 

The owner of a registered design cannot prohibit the use of a product that features the design if the 
product has been put on the market by him or done with his consent. 

Design protection is only valid in the Federal Republic of Germany, if a product is to be marketed 
in Europe or worldwide then a Europe-wide community design or an international industrial design 
must be applied for. 

Infringements A design right is infringed by an unauthorised person making an article exactly or substantially 
similar to the protected design or by making a design document for the purpose of making 
unauthorised copies.

Duration Protection can be extended for up to 25 years, as of the date of application.
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Business entities
Any foreign company or individual 
wanting to do business in Germany 
will need to decide under which 
form they want to operate. German 
companies may be divided into 
corporations and partnerships. Legal 
forms of corporation are as follows:

• Limited Liability Company – 
‘Gesellschaften mit beschränkter 
Haftung’ (GmbH)

• Public Limited Company – 
‘Aktiengesellschaft’ (AG)

• Partnerships partly limited by 
shares – ‘Kommanditgesellschaft 
auf Aktien’ (KGaA),

• European Company –  
‘Societas Europaea’ (SE)

Legal forms of partnerships are 
as follows: 

• Civil law partnership – 
‘Gesellschaft bürgerlichen  
Rechts’ (GbR)

• General trading partnership – 
‘Offene Handelsgesellschaft’ 
(OHG)

• Limited partnership – 
‘Kommanditgesellschaft’ (KG)

• Partnership association –  
‘Partnerschaftsgesellschaft’ 
(PartG)

• Silent partnership –  
‘Stille Gesellschaft’

In practice, foreign investors in 
Germany generally operate through 
a subsidiary or branch. While 
branches are not separate legal 
entities, subsidiaries are German 
companies of any legal form with all 
rights and obligations applicable to 
the legal form chosen.

Branch
An overseas company can set up a 
place of business without forming 
a German subsidiary by using the 
branch form. A branch is not a 

separate legal entity; the overseas 
parent will therefore be directly 
responsible for any liabilities incurred 
by the German establishment. The 
establishment of German or foreign 
company branches (registered) is 
governed by the Commercial Code.

Domestic branch 
Procedures for the formation of a 
German branch usually take less 
time than for the formation of a 
company. There are no minimum 
capital or audit requirements, except 
for certain types of business. 

Branches, generally speaking, may 
take the same name as the parent 
company. However, if a branch is 
located in the same area as the 
parent company, the name of the 
branch must contain a supplement 
clarifying that the branch belongs 
to the company. If the name of the 
branch differs from the company 
name, the branch name must 
indicate that the branch is not a 
separate legal entity to its parent 
and must stipulate to which legal 
entity it belongs. Other than 
that, the general rules regarding 
company names apply. The 
company must apply for registration 
by electronically filing the name 
and place of the branch with the 
Commercial Register at the location 
of the principal place of business.

Foreign company branch
Foreign enterprises are permitted to 
establish branches or subsidiaries 
in Germany. The registration of 
the branch of a foreign company 
must be made electronically at the 
Commercial Register at the location 
of the branch. The content of the 
application for registration of the 
foreign branch depends on the legal 
form of the foreign company.

In general, German law states 
that the foreign branch is to be 
treated as if it were a business 

Conducting business 
in Germany



12

entity itself in Germany in terms of 
application, registration, etc. This 
means that the establishment of 
a foreign branch is more formal 
than the establishment of a branch 
of a domestic company, as the 
information relating to the foreign 
company must also be collected.

For branches of foreign stock 
companies (especially public limited 
companies and limited liability 
companies), special rules exist. 
The registration must, generally 
speaking, be even more detailed 
and must include evidence of the 
existence of the foreign entity 
(eg certified translation of Articles 
of Association).

Generally speaking, registration 
must include, inter alia:

• Approvals by the German state, 
if required

• The company’s foreign legal 
registration

• The legal form of the foreign 
company 

• Foreign company`s name and 
registered office

• Persons with power of agency

However, the list of documents 
required is extensive. Therefore, 
those seeking to establish a 
business in Germany should seek 
advice from a German lawyer. 

A branch may be managed by a 
foreign director(s). However, as the 
head office of the corporation is 
abroad, it is often useful to appoint 
a person as branch manager with 
legal authority to act on behalf of 
the foreign company. If a branch 
manager is appointed, this fact must 
be registered. 

The EU principle of freedom 
of establishment means that 
German authorities and courts 
must recognise the foundation 
of a company in another EU 
Member State and the subsequent 
foundation of an acting main office 
branch in Germany. 

Private Limited Liability 
Companies 
Organisations wishing to set up 
business in Germany are permitted 
to use a Private Limited Company 
(GmbHs - ‘Gesellschaften mit 
beschränkter Haftung’) form. 

A GmbH is a private limited 
company governed by the German 
Limited Liability Companies Act 
(GmbHG) and its respective 
Articles of Association. Since the 
shareholders of a GmbH can control 
and instruct the management 
directly (which the shareholders of 
an AG cannot), foreign investors 
generally prefer to establish a 
subsidiary or joint venture in the 
form of a GmbH. 

Formation
In order to form a GmbH, the 
Articles of Association must first 
be signed by the shareholders and 
notarised by a public notary. These 
documents must then be filed 
electronically with the Commercial 
Register and made available for 
public inspection.

The formation process of a 
GmbH can be simplified using 
a pre-formulated ‘foundation 
set’ made up of model Articles 
of Association, registration with 
the Commercial Register, first 
shareholders’ meeting and a list 
of shareholders. If this option is 
used, the notary is only consulted 
for the attestation of shareholder 
signatures. This means that all 
necessary steps up to registration 
may be taken without legal support. 
However, these simplifications 
may only be available if certain 
restrictions regarding the foundation 
and content of the Articles of 
Association are followed. This option 
is therefore only of interest to some 
(non-complex) foundations. 

The Articles of Association must 
include provisions with respect 
to the name, registered office 
and object of the company, the 
amount of share capital and the 
portion thereof subscribed by 
each shareholder.
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Application for registration is made 
by filing the Articles of Incorporation 
and certain other documents with 
the local Commercial Register 
(‘Handelsregister’). As a general 
rule, the documents may only be 
filed electronically.

The Commercial Register records 
the name, registered office, share 
capital, object of the company, 
conclusion date of the Articles of 
Association and company legal 
representatives and publishes the 
contents of the registration. The 
registered office cannot be located 
outside Germany. 

Formation can generally take 
anywhere from a few days up 
to twelve weeks, depending on 
the circumstances and region. 
Registration and publication at 
the Commercial Register costs a 
minimum of EUR800. 

Pre-incorporation trading is 
permitted. However, the Managing 
Directors and other persons 
acting on behalf of the company 
are personally liable without 
limitation for any liabilities incurred 
before registration. 

Capital requirement
The minimum share capital of a 
GmbH is EUR25,000, of which 
25 per cent of each capital 
contribution must be paid up. 
However, this must be at least 
EUR12,500 and/or 100 per cent of 
the contributions in kind. 

A provision in the GmbH 
allows for the registration of 
an ‘Unternehmergesellschaft’ 

(entrepreneurial company), whereby 
the minimum share capital can 
be reduced to EUR1. If this is the 
case, the business must include 
‘Unternehmergesellschaft’ or ‘UG’ in 
their name.

Despite the reduced minimum share 
capital, this company is technically 
still a GmbH, though it faces certain 
unique restrictions in distributing 
its profits. The entrepreneurial 
company model requires the 
owner(s) to subsequently save 
up the minimum share capital 
until the amount of EUR25,000 is 
reached. The saved profits have to 
be appropriated to legal reserves. 
Later on, these reserves may 
be allocated to the share capital. 
Once the minimum share capital of 
EUR25,000 of a GmbH is reached, 
the ‘Unternehmergesellschaft’ 
designation may be deleted.

There are generally no debt/equity 
restrictions under corporation law, 
but there are restrictions under 
taxation law. In general, stricter 
requirements exist for contributions 
in kind than for cash contributions. 
Contributions in kind must be 
stated in the Articles of Association. 
The value of such contributions 
in a GmbH must be proven by 
the shareholders by production of 
documentary evidence. Proof of 
value of the contribution in kind is 
a prerequisite for registration in the 
Commercial Register. Shares in a 
GmbH may be held by one or more 
persons. The minimum nominal 
value of each share in a GmbH is 
one euro. It is permissible to issue 
shares at a price exceeding this 
minimum value.

Formation can 
generally take 
anywhere from 
a few days up to 
twelve weeks, 
depending 
on the 
circumstances 
and region. 
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Name 
Apart from the general regulations 
concerning the firm name, the 
name of a GmbH must always 
include the legal form of the 
company, for example: ‘Gesellschaft 
mit beschränkter Haftung’ or a 
commonly known abbreviation 
thereof (GmbH). The name does not 
need to be in German.

Management 
In a GmbH, the Board of Directors 
is elected by and responsible to the 
shareholders. A GmbH can choose 
to have one or more directors. A 
Managing director must be a natural 
person with full legal powers. 
Persons convicted of criminal 
bankruptcy offences, for example, 
are not eligible for the position for 
five years from the date of their 
conviction. Persons banned from 
certain professions or trades are 
not eligible for a directorship with a 
GmbH active in the same profession 
or trade. 

Managing directors need not be 
German nor even be German 
residents, but they must be able to 
enter the country legally at any time 
without restrictions. 

If several Managing Directors are 
appointed, they represent the GmbH 
jointly. The shareholders may pass a 
resolution granting each Managing 
Director, or one of several Managing 
Directors, the right to:

• Represent the company solely

• Represent the company jointly 
with one or several Managing 
Directors

• Represent the company jointly 
with one or several holders of a 
so-called ‘Prokura’ (registered 
commercial power of attorney)

The Managing Directors are 
appointed by the shareholders in 
the context of the foundation (or 
in a separate resolution) before 
the registration of the GmbH, 
as the Managing Directors have 

to perform certain formalities: 
they must confirm the receipt 
of the required share capital 
contributions from the shareholders, 
submit the application for 
registration and file their signature 
at the Commercial Register.

The rights and responsibilities of the 
Managing Director can be restricted 
in the Articles of Association. Typical 
responsibilities of a Managing 
Director include, but are not limited 
to, proper bookkeeping and the 
preparation of:

• The annual financial statements

• Preservation of company assets 
which are needed for the 
maintenance of the share capital

• Effecting the required notifications 
to the Commercial Register

• Notifying the shareholders in case 
the company has a loss which 
exhausts more than 50 per cent of 
the share capital

• Filing an application for insolvency 
without undue delay (three weeks 
maximum) in case the company 
is over-indebted or unable to meet 
its debts

The Managing Director may be 
personally liable for personal 
negligence or a violation of law.

Supervisory board
A supervisory board with employee 
representation will be required by 
law for companies with over 500 
employees. Nevertheless, the 
shareholders are able to establish 
a voluntary Supervisory Board and 
transfer some of their rights/duties 
to it. 

Public Limited Liability 
Companies 
Organisations wishing to set up 
business in Germany are permitted 
to use a Public Limited Company 
(AG - ‘Aktiengesellschaft’) form. 
The shares of an AG can be publicly 
traded on a stock exchange; 

consequently, an AG’s formation 
and provisions for shareholder 
meetings are more complicated than 
a GmbH’s. 

Formation
The formation of an AG requires 
at least one individual or corporate 
body as a founder. There are no 
restrictions on nationality or country 
of residence of the founding 
members. The process of formation 
begins when the member(s) have 
the Articles of Incorporation and 
Articles of Association notarised by 
a public notary.

The Articles of Incorporation 
must include:

• Names of the founding members

• The value of nominal value shares 
or the number of the individual 
shares and the issue price

• The amount of individual shares 
issued to each founding member

• Paid up amount of the 
share capital

By statute, the Articles of 
Association must include:

• Name of the company and its 
registered office (which must be 
in Germany)

• The object of the company

• Amount of share capital

• The division of share capital either 
into nominal value or individual 
shares (in the case of nominal 
value shares their nominal value 
and the number of shares for 
each nominal value, the number 
in the case of individual shares); 
moreover if several types of 
shares exist, the type of shares 
and the number of shares for 
each  type

• Statement as to whether the 
shares are bearer shares or 
registered shares

• Number of members of the 
Management Board
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• Regulations stipulating the proper 
form for official company notices

Following the signing, application 
for registration is made by filing 
the Articles of Incorporation and 
certain other documents with 
the local Commercial Register 
(‘Handelsregister’). The notary 
determines which documents are 
required, particularly if the company 
requires a government permit. 
The Commercial Register records 
the name, registered office, share 
capital, object of the company, 
date of the determination of the 
Articles of Association and its legal 
representatives, etc. and publishes 
the contents of the registration. 

The cost for registration and 
publication at the Commercial 
Register are a minimum of 
EUR1,000 for AGs. The formation 
of the company generally takes 
two to 12 weeks. Pre-incorporation 
trading is permitted. However, 
Managing Directors and other 
persons acting on behalf of the 
company and founders who agree 
to pre-incorporation trading will be 
personally liable without limitation 
for any liabilities incurred.

Capital requirement
The minimum share capital of an AG 
is EUR50,000, of which 25 per cent 
of the nominal value of each share 
must be paid up in cash and/or 100 
per cent of the contribution in kind, 
plus all of any share premium. 

In general, there are stricter 
requirements for contributions in 
kind than for cash contributions. 
Contributions in kind must be stated 
in the Articles of Association. The 
value of such contributions in kind 
is subject to a special audit. Proof of 
value of the contribution in kind is 
a prerequisite for registration in the 
Commercial Register. Exemptions 
exist for this requirement. 

Shares in an AG may be issued 
either as nominal value shares or as 

individual shares. A combination of 
these is not permitted. The nominal 
value shares are a division of the 
nominal share capital and the value 
of the individual shares depends 
on the number of individual shares 
held. This means that the holder of 
nominal value shares participates 
directly according to the amount 
of financial contribution, whereas 
the holder of individual shares 
participates on a pro rata basis. If an 
AG issues nominal value shares, the 
minimum value per share is EUR1.

Name 
Apart from the general regulations 
concerning the firm name, the 
name of an AG must always include 
the legal form of the company, for 
example: ‘Aktiengesellschaft’ or the 
abbreviation thereof (AG).

Management 
An AG may have one or several 
director(s) who form the Board of 
Management, responsible for the 
day to day running of the company. 
If the company’s share capital 
exceeds EUR3 million, at least two 
directors are required. The Board 
of Management is elected and 
controlled by the Supervisory Board.

There are no German citizenship 
requirements for Managing 
Directors, but they may be required 
to at least be in a ready and able 
position to cross the German 
border and not merely manage 
the company by phone, email and 
fax. Persons convicted of criminal 
bankruptcy offences, for example, 
are also not eligible for the position 
for five years from the date of their 
conviction. Persons banned from 
certain professions or trades are not 
eligible as Managing Director in this 
kind of profession or trade.

Supervisory board
Whereas the Board of Management 
is fully responsible for the day to day 
running of the company, the role of 
the Supervisory Board is to ensure 
that the terms of reference are 
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complied with and to act on behalf 
of the shareholders in their dealings 
with the company. The Supervisory 
Board thus elects and controls the 
Board of Management. 

The Supervisory Board itself 
is elected by the shareholders’ 
meeting. In selecting Supervisory 
Board members at publicly listed 
companies, it is important to note 
that in principle, no member of 
the Board of Management may 
serve before having first left office 
for at least two years. At least 
one member of the Supervisory 
Board of capital market-oriented 
public companies (as defined in 
the German Commercial Code) 
must have expertise in the fields 
of accounting and auditing. 
Employees often participate in 
electing the Supervisory Board 
because of the German labour 
law right of co-determination 
(‘Mitbestimmung’).

The composition of the Supervisory 
Board and employee representation 
varies depending on the number 
of employees and the business 
branch. Employee representation on 
the Supervisory Board is generally 
not required for AGs with fewer 
than 500 employees. Supervisory 
Boards vary in size between three 
and 21 members in relation to the 
amount of share capital issued.

Partnerships 
Organisations wishing to set up 
business in Germany are permitted 
to use a partnership form. The most 
commonly used partnerships in 
Germany are as follows:

• Civil law partnership (‘Gesellschaft 
bürgerlichen Rechts’, GbR)

• General commercial 
partnership (‘Offene 
Handelsgesellschaft’, oHG)

• Limited partnership 
(‘Kommanditgesellschaft’, KG)

• Corporate partnership (GmbH & 
Co.KG)

With the exception of the civil 

law partnership, the costs for 
registration and publication at 
the Commercial Register for a 
partnership are currently a minimum 
of EUR250. 

Civil law partnership 
(‘Gesellschaft bürgerlichen 
Rechts’)
Civil law partnership is the most 
basic form of a partnership. Civil 
law partnerships can sue or be 
sued in court, are entitled to acquire 
rights and property and can enter 
into contracts.

The formation of a civil law 
partnership requires two or more 
persons who pursue a lawful 
non-trading purpose. There is no 
mandatory form of partnership 
agreement meaning there is greater 
flexibility concerning the content 
and structure of the agreement. 
The exception to this is when 
contributions in kind, in the form 
of shares in a GmbH or real estate, 
are provided. 

The partnership agreement 
does not have to be filed at the 
Commercial Register. Formation is 
thus completed upon concluding 
the agreement.

All partners assume unlimited 
liability for debts and obligations 
incurred in the name of the 
General trading partnership. The 
partners are jointly and severally 
liable. In principle, all partners 
are authorised to manage the 
partnership together unless 
otherwise expressly stipulated.

General trading partnership 
(‘Offene Handelsgesellschaft’)
If civil law partnerships undertake 
‘trading’ activities as defined by the 
German Commercial Code, such 
partnerships are then regarded as 
general trading partnerships. The 
basic principles of the civil law 
partnership generally apply both 
to the general trading partnership 
and the limited partnership 
(‘Kommanditgesellschaft’).

The general trading partnership is 
not a legal entity, but statute partly 
treats it as if it were so. General 
trading partnerships can sue or 
be sued in court, are entitled to 
acquire rights and property and 
can enter into contracts. General 
trading partnerships are regulated 
by the German Commercial 
Code (‘Handelsgesetzbuch’). 
The name of the general trading 
partnership must include ‘Offene 
Handelsgesellschaft’ or the 
commonly known abbreviation 
thereof, OHG.

To found an OHG, two or more 
partners join with a common 
purpose to establish a general 
trading partnership. If the common 
purpose is the operation of a 
trade, and this trade is actually 
operated by the partners, the 
partnership is regarded as a general 
trading partnership by act of law. 
Thus, the later registration with 
the Commercial Register is only 
declaratory, but not constitutive. 
This, however, does not apply if 
partners are operating a minor 
trade as defined by law. In the 
latter case the registration is 
indispensable in forming the 
general trading partnership.

Furthermore, legislation dictates 
that, partnerships whose common 
purpose is not the operation of a 
trade, but namely the administration 
of personal property or the operation 
of an agricultural or forestry 
business, to voluntarily register 
with the Commercial Register as 
a general trading partnership. In 
these cases the registration with 
the Commercial Register is also 
constitutive for the formation of the 
general trading partnership.

The partnership agreement 
generally does not need to meet a 
particular form, except for certain 
non-cash contributions, e.g. shares 
in GmbH, real estate, etc. There 
are few formal requirements with 
regard to the content and structure 
of partnership agreements and it is 
up to the parties involved to stipulate 
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an agreement which suits their 
own circumstances. 

Following the drafting of the 
partnership agreement, an 
application of formation must be 
made (jointly) at the Commercial 
Register, as the ‘Offene 
Handelsgesellschaft’ generally takes 
effect as such by this registration, 
if it has not already commenced 
trading as a partnership. 

The partners are obliged to register 
the name and registered office 
of the partnership, the names, 
domiciles and the date of birth of the 
partners, as well as representation 
of the partnership. The application 
to the Commercial Register has 
to be certified by a notary. The 
partners render contributions in 
cash or in kind. The contributions of 
the partners form the assets of the 
partnership and are held jointly by 
the partners. All partners assume 
unlimited liability for debts and 
obligations incurred in the name 
of the General trading partnership. 
The partners are jointly and 
severally liable. 

Limited partnership 
(‘Kommanditgesellschaft’)
In a limited partnership, at 
least one partner (individual or 
corporate) qualifies as General 
Partner (for rights and personal 
liability,’Komplementär’ ) 
and the other partner(s) as 
Limited Partner(s) (so-called 
‘Kommanditist’ ). 

The General Partner(s) is liable 
for the debts of the company 
without any limitation. The Limited 
Partners are liable up to their capital 
investment in the partnership. 
The contributions may be made 
in cash or in kind. As the General 
Partner may also be a GmbH, the 
liability of all partners is effectively 
limited to the assets of the GmbH 
as General Partner. This kind of 
formation is generally known as a 
GmbH & Co. KG, which is popular 

in Germany. By using this type of 
company, no associated partner 
assumes unlimited liability. The 
business name must designate 
the type of company by adding 
‘Kommanditgesellschaft’ or the 
commonly known abbreviation 
thereof, KG. In the case of a GmbH 
& Co. KG, the name must designate 
the limited liability of the General 
Partner, GmbH & Co. KG.

The regulations governing the 
General trading partnership 
(OHG) are, generally speaking, 
applicable to the limited partnership, 
unless special provisions of the 
Commercial Code take precedent. 
Hence, the obligations regarding 
formation, partnership agreement 
and registration are as above. 
The partnership agreement of a 
limited partnership must however 
additionally stipulate the position 
of the limited partners and the 
limited partners’ capital investment. 
Furthermore, the application to 
the Commercial Register must 
additionally name the Limited 
Partners and the amount of their 
capital investment.

Generally speaking, the limited 
partnership is managed and 
represented by the General 
Partners. However, the partners 
may allocate some internal rights 
of management to the Limited 
Partners. Due to their limited 
liability, the Limited Partners are 
not entitled to represent the limited 
partnership. If a GmbH is the sole 
personally liable partner (GmbH & 
Co. KG), the GmbH usually fulfils 
its management duties using its 
own Director.

Partnership association 
(‘Partnerschaftsgesellschaft’)
The partnership association is only 
available to individuals of certain 
professions (eg certified public 
accountants, attorneys, architects, 
medical practitioners). In legal terms 
this partnership may be classified 
somewhere between the civil law 

partnership and the general trading 
partnership. Similarly to the OHG 
and the KG, it is treated by law as 
if it were a separate legal entity, 
even though it is not. The name of 
the partnership association must 
include at least the surname of 
one of the partners, the addition 
‘Partner’ or ‘Partnerschaft’ and 
all professions practised in the 
partnership association. 

The partnership agreement must 
be concluded in written form and 
contain the name and registered 
office of the partnership association, 
the object of the partnership and the 
names, residences and professions 
practiced of the partners.

The partnership association must 
be registered in the Partnership 
Register of the region where it 
is situated. Before registration, 
the partnership association is 
regarded as a civil law partnership. 
The application to the Partnership 
Register in notary certified form 
must be made by all partners and 
must contain the obligatory facts 
of the partnership agreement as 
described above, as well as the date 
of birth, the representative power of 
the partners and the profession of 
the partners.

The partnership as a whole is liable 
vis-à-vis third parties with the 
assets of the partnership as well 
as all partners jointly. However, if 
only one or some of the partners 
are in charge of an assignment, 
then only this/these partner(s) are 
personally liable.

Other forms of ownership
Those wishing to set up a 
business in Germany may 
also use the following forms: 
partnership partly limited by 
shares (‘Kommanditgesellschaft 
auf Aktien’), European Company 
(‘Societas Europaea’), silent 
partnership (‘Stille Gesellschaft’) or 
a joint venture.
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Corporate Income Tax (CIT)
Scope
German companies are subject to 
income tax (‘Körperschaftsteuer’), 
solidarity surcharges 
(‘Solidaritätszuschlag’) and trade tax 
(‘Gewerbesteuer’). Partnerships are 
treated transparent for income tax 
purposes. As a result the taxable 
income of the partnership is taxed 
on the level of the partners.

German resident corporations are 
subject to corporate income tax 
(CIT) on their worldwide profits, but 
Double Tax Treaties (DTT, ‘Dop-
pelbesteuerungsabkommen’ ) might 
restrict this local taxation right. 
Municipal trade tax is also levied 
with some adjustments. There 
is no separate capital gains tax in 
Germany; capital gains are included 
in taxable income. A company is 
resident in Germany if it is either 
incorporated in Germany or if its 
central management and control is 
located in Germany. Non-resident 
companies are taxed only on income 
derived from German sources. 

The corporate tax system has 
a uniform tax rate; applicable to 
both resident and non-resident 
corporations. The CIT rate is 15 per 
cent. This corporate tax system 
grants no CIT credit to shareholders.

A solidarity surcharge of 5.5 per 
cent on the CIT is levied, which 
raises the tax burden of corporate 
taxpayers from 15 per cent to 
15.825 per cent. The solidarity 
surcharge on the corporation tax 
also applies to German branches of 
a foreign corporation.

Municipal trade tax is levied on the 
basis of the company’s income, 
plus or minus certain adjustments. 
The level of tax rate depends on the 
municipality in which the business 
or branch is located. The basic trade 

tax rate on corporate income is 
3.5 per cent, multiplied by a factor 
ranging typically from 300 per cent 
to 490 per cent (legal minimum rate: 
200 per cent), depending on the 
municipality. This results in effective 
tax rates of between 10.5 per cent 
and 17 per cent. The trade tax is not 
deductible for other tax purposes.

Companies must generally file their 
tax returns within five months of 
the end of the tax year (the calendar 
year), but extensions may be 
granted until the end of December. 
Tax returns must be submitted 
electronically. Tax is paid in quarterly 
advance instalments, generally 
based on the prior year’s level of tax. 
The difference between the amount 
paid and the amount assessed must 
be paid or refunded within one 
month after the assessment has 
been issued. There are penalties for 
late tax payments. 

Companies are also subjected to 
regular tax audits; generally at three 
to five year intervals. Large firms 
with foreign shareholders are usually 
audited regularly. 

Taxable income 
Statutory accounts provide the 
basis for calculating taxable income. 
Adjustments must be considered 
for assets and accruals. Specific 
expenses are not tax deductible, 
eg 30 per cent of hospitality 
expenses, all penalties, and gifts at 
value of more than EUR35.

Capital gains from the sale of shares 
in foreign or German corporations 
and dividends received are exempt 
from CIT. A minimum shareholding 
of 10 per cent is required to qualify 
for the dividend exemption. The 
same applies, with a 15 per cent 
minimum shareholding requirement, 
for trade tax purposes with certain 
restrictions. However, five per cent 

of the dividend or gain is regarded 
as a non-deductible expense.

While capital gains are exempt from 
CIT, losses resulting from the sale of 
shares cannot be deducted from the 
corporate and trade tax base. The 
same applies to any extraordinary 
write-off on shares. 

Groups
All companies in Germany are 
independent legal entities, and 
must therefore file their own tax 
returns. However, German tax law 
allows the setup of a fiscal unity 
for CIT and trade tax purposes if 
specific conditions are met. As 
a result, group tax consolidation 
is possible. Consequently, 
losses of a fiscal unity subsidiary 
(‘Organgesellschaft’) may be offset 
against profits of the fiscal unity 
parent company or vice versa. 
It should be noted that this only 
applies to losses of the same year. 
Losses incurred in the fiscal unit 
subsidiary in years prior to the 
beginning of the Fiscal Unity would 
not be included for tax purposes 
(but can be used by the fiscal unity 
subsidiary after the tax group ends). 
Each company in a tax group must 
file its own CIT and trade tax return. 
The tax base is calculated separately 
at each level and then included in 
the parent’s tax return. The parent 
is subject to CIT and trade tax of the 
income of all subsidiaries. 

The shareholder (corporate, 
individual or partnership) may 
include the profits and losses of 
its subsidiaries (‘Organschaft’), 
provided the parties concluded a 
profit and loss sharing agreement 
(‘Gewinnabführungsvertrag’). This 
agreement must be registered in 
the Commercial Register of the 
integrated company within a certain 
time frame. This means that any 
profits of the subsidiary will be paid 

Tax system
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over to the parent, but the parent 
must also cover losses of the 
subsidiary. The agreement must be 
effective for at least five calendar 
years but may be cancelled during 
this period if there is good cause.

In order to qualify for group relief, 
the subsidiary must be any German 
business entity that is managed 
from Germany and has its registered 
office in an EU/EEA Member State. 
A further condition for a tax group 
is that financial integration (direct 
or indirect holding of more than 
50 per cent of voting rights) exists 
from the beginning of the fiscal year 
of the subsidiary. 

Thin capitalisation rules 
Thin capitalisation rules are no 
longer in place in Germany; they 
have been replaced by an ‘interest 
limitation’. Under this limitation, net 
interest expense (balance of interest 
income and interest expense) is 
only deductible for tax purposes if it 
does not exceed 30 per cent of the 
taxable net earnings before interest, 
taxes on income, depreciation and 
amortisation (tax EBITDA). 

The interest limitation rules 
(‘Zinsschranke’) are applicable 
to corporations and trading 
partnerships alike, irrespective of the 
shareholder or partner. They apply 
not only to loans from shareholders/
partners, but also from third parties, 
such as banks. 

For corporations, the taxable income 
before interest, tax, depreciation 
and amortisation is relevant. As 
dividends received and capital gains 
realised are tax exempt, they will, 
therefore, not be included when 
calculating the basis for deductible 
interest expenses.

Non-deductible interest will be 
available to carry forward. However, 
if there is a change in ownership 
exceeding certain percentages, 
this interest carry forward might be 
partially or entirely lost. 

There are three exemptions to the 
restriction of interest deduction:

• The annual net interest is less 
than EUR3 million

• The company is not partially or 
fully part of a consolidated group

• The equity ratio of the financed 
business at the end of the 
preceding fiscal year equals or 
comes below two per cent of the 
equity ratio of the consolidated 
group (in general to be calculated 
on the basis of IFRS)

The second exemption will only be 
valid for corporations if it can be 
proven that no more than 10 per 
cent are financed by a shareholder 
(with more than 25 per cent direct 
or indirect ownership) or related 
party or third party with recourse to 
the shareholder or related party (eg 
back-to-back financing).

For corporations that form part 
of a consolidated group, the third 
exemption may only be applied if 
less than 10 per cent of the negative 
net interest expenses of the 
consolidated group are paid to the 
shareholder or a related party. 

If interest deduction is disallowed, 
the disallowed amount will not 
be tax deductible. For trade tax 
purposes, there is no additional 
add back for any disallowed 
interest; however, the general 
tax base is increased by the 
non-deductible amount.

Losses
Tax losses can be off set against 
(future) tax profits. However, 
Germany´s minimum taxation rules 
are applicable which limit the off set 
of losses exceeding EUR1 million 
to 60 per cent of the remaining tax 
profits. In addition, it is generally 
possible to carry back losses for one 
year for CIT purposes but limited to 
EUR1 million. 

Trade tax losses may be offset only 
against future profits. 

Effective from fiscal year 2008 
and the transfer of shares after 
December 31, 2007, the use of 
losses carried forward has been 
significantly changed. In the case 
of a transfer of shares or voting 
rights of more than 25 per cent 
to one acquirer (or related party) 
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within a period of five years, the 
losses not used until then are no 
longer deductible. This applies to 
both current losses and tax losses 
carried forward on a pro rata basis 
equally to the percentage of shares 
transferred. If more than 50 per 
cent have been transferred within 
a period of five years, no remaining 
losses are deductible. This rule 
is also applicable if shares are 
transferred to a group of purchasers 
that have convergent interests.

Regarding share transfers after 
December 31, 2009, the following 
exemption clauses may apply in 
case of a harmful transfer of shares:

• According to the group clause, tax 
losses are not lost if the transfer 
of shares takes place within 
a group which is held by one 
shareholder who holds 100 per 
cent of both sellers and purchaser

• According to the hidden reserve 
clause, tax losses can be used 
after a harmful transfer of shares 
to the extent that the assets of the 
company include hidden reserves 
taxable in Germany

Dividend income
Dividends received by German 
corporations and branches 
of non-resident corporations 
from their German and foreign 
subsidiaries are tax exempt in 
Germany. However, five per cent 
of the dividend is treated as a 
non-deductible expense. Under 
a corporate income tax rule, a 
minimum shareholding requirement 
of 10 per cent is required to qualify 
for this participation exemption. The 
exemption will be granted only if the 
dividend payment is not taxable as 
a business expense at the level of 
the distributing entity. International 
tax treaties may also provide certain 
exemptions for foreign dividends. 
For trade tax purposes, the 
minimum shareholding amounts to 
15 per cent. 

Foreign income
Resident corporations are subject 
to unlimited CIT liability on their 
worldwide income. Foreign 
income is taxable at the ordinary 
tax rates, with tax credits available 
for any foreign tax paid on the 
same income. Part of foreign 
income might be exempt from 
German taxes if a Double Tax 
Treaty applies. Foreign corporation 
dividends received by a German 
corporation from a foreign subsidiary 
are 95 per cent tax exempt; the 
remaining five per cent of the 
dividend is deemed non-deductible 
expenses. Minimum shareholding 
requirements apply as mentioned 
above. Foreign withholding tax on 
tax exempt dividends cannot be 
credited against German CIT. The 
corporate tax liability of non-resident 
foreign corporations is limited to 
German-source income.

Flat tax on dividends and 
capital gains
In general, withholding tax must 
be deducted on dividends paid by 
a German corporation. This also 
applies to dividends paid to a foreign 
(also EU) shareholder. Under certain 
conditions, the foreign shareholder 
can apply for an exemption from 
withholding tax under the parent– 
subsidiary directive or the Double 
Tax Treaty to reduce the amount of 
withholding tax to be withheld. The 
shareholder must fulfil a number 
of conditions for these to apply. 
Alternatively, the shareholder may 
apply for a refund if, again, certain 
conditions are fulfilled.

Dividends are subject to a 25 per 
cent tax rate, plus a solidarity 
surcharge of 5.5 per cent. In 
the case that no exemption has 
been granted, this also applies 
to dividends paid to foreign 
shareholders. If a foreign corporate 
shareholder does not fulfil the 
requirements for a full refund, a 
refund of 10 per cent of the tax 
withheld can be applied.

Transfer pricing
Cross-border transactions between 
related parties are regulated by the 
Foreign Tax Act and the General 
Tax Code. German tax law contains 
comprehensive rules to allow the 
adjustment of transfer prices but, 
in general, firms are responsible 
for applying arm’s length prices to 
transactions with related parties, 
including German affiliates. 

There are specific provisions 
regarding documentation for 
transfer-pricing purposes. 
Documentation must be provided 
within 60 days of a request of the 
tax auditor, if certain conditions are 
met. Penalties will be imposed if the 
documentation is not submitted, late 
or inaccurate. 

Controlled foreign companies 
(CFC)
Controlled foreign companies 
provisions are found in the Foreign 
Tax Act. These rules apply to 
both individual and corporate 
shareholders of a controlled 
foreign company. 

Shareholders must include their 
share of passive income as a 
deemed dividend in their taxable 
income if:

• German residents control the 
company (German residents 
own more than 50 per cent 
of the vote or capital of the 
foreign corporation)

• A single German resident 
holds at least one per cent of a 
company that is CFC for passive 
investment income

• In both cases CFC rules are only 
applicable if the company is taxed 
at a rate that is less than 25 per 
cent on their passive income

Anti-avoidance measures 
Germany has a number of 
anti-avoidance and anti-abuse 
provisions designed to prevent the 
avoidance of tax. The Corporate 
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Income Tax Act contains rules 
regarding constructive dividends 
by corporations. The Foreign Tax 
Act (‘Außensteuergesetz’) contains 
a number of provisions regarding 
avoiding taxation through income 
gained under low-tax regimes 
abroad. It also contains rules on 
controlled foreign companies 
and passive foreign investment 
company income. Furthermore, the 
Income Tax Act contains provisions 
to help prevent the excessive 
reduction of German withholding 
taxes under a tax treaty. Moreover, 
a general anti-avoidance rule is 
embedded in the Fiscal Code 
(“Abgabenordnung”). 

Personal Income Tax (PIT)
German resident individuals are 
subject to tax on their worldwide 
income; non-residents are taxed 
only on German-source income. 

Gross income includes all income 
from the following categories: 
agriculture and forestry, business, 
self-employment, employment, 
rental and capital income, such as 
annuities and private short-term 
capital gains. Investment income 
(dividends, interests, royalties) is 
also subject to personal income 
tax, usually at a flat rate of 25 
per cent or 26.375 per cent 
including the solidarity surcharge. 
Nevertheless, individuals are 
allowed a personal saver’s relief of 
EUR801 or EUR1,602 for couples 
on capital income. Employment 
income generally includes all salary, 
bonuses, allowances and benefits 
in kind. 

Business expenses of up to 
EUR1,000 annually can be 

deducted from employment 
income. Exceeding expenses will 
be considered by the authorities 
if properly documented and 
necessarily incurred. Non-business 
expenses, such as social security 
contributions and insurance 
premiums may also be deducted up 
to a specific limit.

Germany also has an extensive 
network of Double Tax Treaties 
which will affect the Germany 
tax liability of residents and 
non-residents. 

Individuals liable to German tax
German resident individuals are 
subject to income tax on their 
worldwide income and have 
unlimited tax liability. German tax 
law considers an individual to be a 
German resident if the individual 
either maintains a home in the 
country or the individual does in 
fact resides in Germany, unless the 
facts and circumstances indicate 
that the physical presence is of a 
temporary nature. Physical presence 
for more than six months will result 
in deemed residence. 

A non-resident is not subject 
to unlimited tax liability; tax is 
only liable for German-source 
income. This may include any 
income derived from a permanent 
establishment, an employer working 
in Germany or real estate situated 
in Germany. For non-resident 
foreigners, only limited lump-sum 
allowances are deductible. 

Married couples will typically submit 
a joint assessment. Therefore, 
if they wish to be assessed 
individually, they will have to 

expressly opt out. For the purpose 
of calculating the tax rate, the total 
of both spouses’ income is halved, 
but the resulting tax amount is 
doubled; this is known as a split 
rate. In addition to this, certain tax 
allowances are doubled. Generally, 
a joint assessment will be more 
favourable if the income of one 
spouse is much higher than that of 
the other spouse. 

Depending on the terms of the 
relevant Double Taxation Treaty, 
some foreign income of expatriates 
is not liable to tax in Germany. 
Income earned in Germany 
respectively paid by an employer 
who deducts the cost for tax 
purposes in Germany is fully liable 
to taxation. Although the foreign 
income may not be taxed in 
Germany, it is included in the total 
income of the expatriate for the 
purpose of assessing the income 
tax rate which is applicable. 

Individual responsibilities in 
relation to German tax
The German tax system requires 
employers to deduct wage tax from 
the salaries of their employees, 
alongside the necessary social 
security contributions. The tax rate 
will be based on the employee’s 
wages for the year, which will 
include the value of any emoluments 
(fringe benefits). A number of 
specific benefits are exempt 
from taxation. 

It is the employer’s responsibility 
to account for all necessary 
withholding taxes and submit all 
relevant returns to the local tax 
authority. 
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Tax rates and bands – 2016
The personal income tax rates are as follows: 

Chargeable Income (EUR)

From To Rate

0 8,652 0 per cent

8,653 13,669 14 - 23.97 per cent

13,670 53,665 23.97 - 42 per cent

53,666 254,446 42 per cent  
(less EUR8,394)

254,447 and over 45 per cent  
(less EUR16,027)

There are also two other taxes on income, levied as 
surcharges. A solidarity tax of 5.5 per cent of the income 
tax due and a church tax of up to nine per cent of the 
income tax due. 

Capital gains and losses 
The sale or exchange of non-business assets may be 
subject to taxation on capital gains, if it is expressly 
mentioned in the Income Tax Act (ITA).

Capital gains out of private assets, eg art, precious metals 
or foreign currency deposits are taxable, if the period 
between acquisition and sale is less than one year. If 
income is derived from these private assets during at 
least one calendar year, the time limit extends to ten 
years. The sale of articles for daily use is not liable to tax. 
Losses resulting from private short-term transactions may 
in general only be offset against capital gains from other 
short-term transactions within the same year. 

Capital gains on shares or similar rights are taxable without 
any time limit between acquisition and disposal. If the 
total shareholding does not exceed one per cent, a flat tax 
rate of 25 per cent plus solidarity surcharge plus possible 
church tax is to be withheld. 

Capital gains from the sale of shares in corporations 
equalling or exceeding one per cent are treated as 
business income. It is sufficient that a shareholder owns 
one per cent of the share capital at any time during the 
five years preceding the transfer. In this case, 60 per cent 
of the gain is subject to German income tax (no ‘flat tax 
rate’ is applicable). On the other hand, 60 per cent of the 
losses and expenses resulting from the sale transaction 
are tax deductible.

Tax returns
All resident taxpayers must file an annual income tax 
return, unless their only source of income is income from 
a single employer. They are assessed on a tax year basis, 

which for personal income tax is the calendar year. Tax 
returns are due by 31 May following the end of the tax 
year. Extensions may be granted under certain conditions 
(eg if tax returns are prepared by a chartered German tax 
advisor, the deadline is extended until 31 December of the 
following year). As mentioned above, married couples will 
submit a joint return. 

Other Taxes
Value Added Tax
VAT is a transaction tax, the cost of which ultimately 
falls on the end customer. The majority of transactions 
involving the supply of goods, the provision of services 
and importations will be subject to this tax.

Broadly, VAT is levied in Germany, under the harmonised 
EU system, on the value added at each stage of the 
production and distribution supply chain. Registered 
businesses act as collection points for the Value Added 
Tax department. A business subject to VAT can generally 
reclaim the input VAT it pays on purchased goods and 
services (but no input tax deduction is allowed for specific 
exempt supplies) and must as a general rule account for 
the output VAT charged for the sale of goods or the supply 
of services. In specific cases a reverse charge mechanism 
is applicable on local supplies, ie the recipient (VAT payer) 
has to self-account for VAT.

Not all transactions are subject to the tax, and those that 
are may be subject to different rates. 

Effecting taxable supplies
A taxable person for the purposes of VAT can be an 
individual (sole trader) in business, a partnership (including 
a limited liability partnership), a trust, an incorporated 
business or a branch of an overseas corporate entity. 

VAT must be paid on the import of goods into Germany, 
on intra-community acquisitions in Germany and on 
every supply of goods or services made in Germany in 
the course of business. Intra-community acquisitions are 
made when a person receives a supply of goods from a 
person or entity registered in another EU State, where the 
goods physically move from another EU-member State to 
Germany. 

VAT registration
Registration is compulsory for any person who has 
effected a taxable supply in Germany; this person will 
be required to notify the tax authorities of the date of 
commencement of these activities. 

Businesses established outside Germany are required 
to register if they make taxable supplies in Germany and 
for which they become liable for the payment of VAT 
in Germany. 
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Administration
Preliminary VAT returns are generally 
submitted monthly, though they 
can be submitted quarterly provided 
the amount of VAT was less than 
EUR7,500 in the prior year. 

The monthly return must be 
submitted by the 10th of the 
following month and a quarterly 
return by the 10th of the month 
following the quarter end. 
Extensions of one month may be 
granted under certain conditions. 
Annual returns follow the general 
rules for tax returns (generally 31 
May of the following year).

Applicable rates
The standard rate of VAT is 
19 per cent. 

A reduced rate of seven per cent 
exists for basic foodstuffs, books, 
newspapers, antiques, live animals, 
hotel accommodation and some 
other items. 

Some supplies are exempt from 
VAT. These are typically financial 
and insurance transactions, as 
well as certain supplies of land. 
Also included are most supplies 
of education, health and welfare. 
Exempt transactions preclude 
the recovery of VAT on related 
purchases. As such, exempt 
transactions can lead to a restriction 
of VAT recovery and result in an 
absolute cost for businesses.

Import Duty 
Goods imported from outside the 
EU are subject to an ‘import VAT’ at 
the rate which would be applicable 
if they were sold in Germany 
(general rate of 19 per cent but 

seven per cent in respect of the 
above-mentioned goods). The tax 
is collected at the time and place of 
entry into the country, alongside the 
relevant import duties. 

Custom Duty
Along with import VAT, Custom 
Duty is levied on goods brought 
into Germany from outside the EU. 
The level of duty is determined by 
the Customs tariff classification and 
will vary subject to what is being 
imported, the value and the origin 
of the goods. When the country 
of origin of the goods exported to 
Germany is not part of the European 
Union, customs duties are calculated 
Ad Valorem on the CIF value of 
the goods, in accordance with the 
Common Customs Tariff (CCT). 

Germany has adopted the EU 
Common External Tariff. As a result, 
any goods imported into Germany 
that have originated in the EU will be 
free from customs duties. 

Excise Duty
Certain items such as tobacco, 
alcohol and fuel oils are liable to 
Excise Duty. Generally, the duty 
liability is due prior to the goods 
being released for retail sale. 
An excise duty is also levied on 
insurance premiums. 

Property taxes
Real estate tax is payable on the 
assessed value of a property; 
the rates vary depending on the 
municipality where the real estate 
is situated.

Real estate transfer tax 
(‘Grunderwerbsteuer’)
When real estate is sold or changes 

ownership, a tax is levied on the 
sales price or transfer value. The 
basic rate is 3.5 per cent but the 
different states can charge a higher 
rate up to 6.5 per cent. In addition, 
a transfer of at least 95 per cent 
of the shares in a corporation or 
partnership triggers real estate 
transfer tax on the real estate 
owned by the entity. A number 
of exemptions are available, for 
example in the case of group 
restructuring. 

Gift and inheritance taxes 
Inheritance tax is imposed on the 
transfer of property upon death 
if the deceased was a German 
resident at the time of death or the 
beneficiary is a current German 
resident. If neither the deceased 
nor the beneficiary was a German 
resident at the time of death, then 
inheritance tax is levied only on 
certain property located in Germany.

Gift tax is charged on transfers of 
assets during the giver’s lifetime if 
either the giver or the recipient is a 
German resident. Gifts of property 
by a non-resident to a non-resident 
recipient are also liable to tax if the 
property is located in Germany.

Inheritance tax and gift tax are both 
assessed on the basis of the taxable 
value of the property transferred. 
Beneficiaries are entitled to a tax 
class-based personal exemption 
for property transferred either upon 
death or as a gift during the giver’s 
lifetime. 

There are various exemptions and 
allowances applicable.
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The labour 
law system 
in the country 
is modern 
and grants 
many rights to 
employees; it is 
underpinned by 
EU labour law.

Labour
German employment relationships 
are governed by a mixture 
of statutory provisions, the 
employment agreement, 
agreements between works 
council and the employer, collective 
agreements and the constitution. 
The labour law system in the 
country is modern and grants 
many rights to employees; it 
is underpinned by EU labour 
law. German nationals have a 
constitutional right of free choice 
of profession. 

Discrimination based on race or 
ethnic origin, gender, religion or 
belief disability, age or sexual 
identity is prohibited. There are 
government regulations covering 
minimum conditions of labour, 
minimum holiday entitlements, 
continued payment of salaries 
during pregnancy and illness, 
regulations covering dismissal and 
special rights for minors. 

Employment contract
Among other details according to 
the Law of Proof of Substantial 
Conditions Applicable to the 
Employment Relationship 
(“Nachweisgesetz”), in accordance 
with the rules, the employment 
contract of an employee must 
include, eg:

• Details regarding the gross salary

• Working hours

• Duration of annual leave

• Minimum notice period for 
termination of employment

There are a number of different 
employment contracts available in 
Germany:

• Fixed-term contracts

• Temporary employment 
agreements

• Mini jobs

• Student jobs

Employment protection 
legislation
Minimum standards of working 
conditions are established by law 
and controlled by special insurance 
institutions. All employers are 
subject to extensive health and 
safety regulations, as well as 
specific provisions set out by 
workers’ councils. Employers must 
insure against liability for injury or 
disease sustained by employees in 
the course of their work (worker’s 
compensation).

Compensation is payable for 
unjustified dismissal; the amount 
depends on the income and period 
of employment of the employee 
in question. If a mass redundancy 
planned, it is normal practice 
for redundancy payments to be 
made to employees who willingly 
accept redundancy.

Employees are also protected in 
case of outsourcing or if a company 
or operating unit is sold or changed 
in its corporate form. The work 
contract, including all collective 
agreements, will remain in force 
with respect to the new employer. 
Furthermore, the employees must 
be informed in a stipulated manner 
regarding such changes and may 
object to them within a month of 
receiving the information.

Termination of employment 
The termination of contracts of 
employment is generally done 
through a notice of termination. 
The statutory period of notice 
is four weeks; the German Civil 
Code stipulates a longer minimum 
notice periods for longer-serving 
employees. Dismissals must be 
provided in a written format and 
there are obligatory statutory 
notice periods. Under certain 
conditions the termination of 
employment contracts is governed 
by the Dismissal Protection Act 
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(‘Kündigungsschutzgesetz’). 
However, the employment contract 
can be terminated by mutual 
consent via a separation agreement 
or through the expiration of a fixed 
term employment agreement. 

Certain categories of people, such 
as those on maternity leave, and 
members of the workers’ council 
are protected against dismissal. 
Mass redundancies must be 
communicated to the workers’ 
council and agreements must be put 
in place in the form of a ‘social plan’ 
to help reduce hardship. 

Minimum wage
In July 2014, the German parliament 
approved the country’s first national 
minimum wage of EUR8.50 per 
hour. The law came into effect on 
1 January 2015. Previously, wages 
were negotiated through collective 
agreements between employers’ 
associations and trade unions. 

Working time and leave
The typical working week varies 
by industry sector and location but 
the average is approximately 40 
hours. Under German labour law, 
employees are allowed to work up 
to 48 hours per week, although 
a total of 60 hours per week is 
permitted in specific circumstances. 
Overtime has to be paid; under 
certain conditions the overtime is 
paid at a premium rate and there are 

legal restrictions to the maximum 
amounts of overtime allowed. 

Paid holidays may vary from four 
(statutory minimum leave) to six 
weeks per year, depending on 
the industry and seniority of the 
employee. Trade union agreements 
usually improve the amount of 
paid holidays received. There 
are nine public holidays per year 
and up to three additional days in 
certain regions.

If an employee becomes ill and is 
able to provide a doctor’s certificate, 
the employer is obliged to pay the 
employees’ salary for a period of six 
weeks. Further payment is made 
from the statutory health insurance 
fund or an equivalent institution.

Paid maternity leave is available 
for the maternity protection period 
(beginning six weeks before the 
expected birth date and ending eight 
weeks after the child’s birth). During 
this period, employees are entitled 
to the average sum of their wages, 
paid by the employee’s public 
health insurance and the employer. 
Working parents also have equal 
entitlements to parental leave of 
up to 12 - 14 months, which can 
be taken by one or both parents. 
The amount of the parental benefit 
provided during the parental leave 
is based on the employee’s average 
monthly net earnings in the year 

preceding the birth; said benefit 
amounts to a minimum of EUR300 
and a maximum of EUR1,800 and 
is paid by the state. A variation of 
this parental leave entered into force 
on 1 July 2015 which extended the 
parental leave up to 28 months to be 
shared between the parents, if both 
decide to take parental leave. 

Social security
Germany has a strong social 
security system and the costs are 
higher than in most countries in 
Continental Europe; the system can 
primarily be divided into provisions 
for unemployment insurance, 
invalidity insurance, health insurance 
and nursing care insurance. In 
order to finance these benefits, 
both employers and employees 
make equal monthly social security 
contributions. These obligations and 
entitlements do not apply to the 
self-employed.

The social security systems of the 
EEA countries are coordinated by 
an EU regulation; this stipulates that 
those who move between states do 
not suffer loss of current or future 
rights. Germany also has mutual 
social security arrangements in 
place with a number of countries 
that allow employees to temporarily 
reside in a different country but 
retain membership in the home 
country’s social security scheme. 
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Social security contributions for 2016 are as follows: 

Social security 
components (per cent  
of gross wage)

Employer/Employee 
Share (per cent of  
gross wage)

18.7 per cent pension 
insurance 

9.35 per cent employer

9.35 per cent employee

14.6 per cent health 
insurance 

7.3 per cent employer

7.3 per cent employee

3.0 per cent 
unemployment insurance

1.5 per cent employer 

1.5 per cent employee

2.35 per cent nursing  
care insurance 

1.175 per cent employer

1.175 per cent employer 
(Childless employees 
above the age of 23 pay an 
extra 0.25 per cent)

Accident insurance The hazard pay jobs and 
the hazard classes are 
used to calculate the 
company`s contribution

Pensions
As above, state pensions are paid for by monthly social 
security contributions. In 2016, the contribution for 
pensions is 18.7 per cent of gross earnings, half of which 
is paid for by the employer. The other half is deducted 
directly from the monthly earnings of the employee. 

Furthermore, employers often operate their own pension 
scheme providing additional benefits. Self-employed 
people usually take out private coverage.

In principle, state retirement pensions in the past were 
available after reaching 65 (under certain conditions 60 
or 62) years of age. The official age of retirement rose 
from 65 to 67. Nevertheless, in July 2014, laws came in 
allowing people to retire at 63 providing they have worked 
for 45 years.

Benefits 
Healthcare 
The German healthcare system differentiates between 
employees and the self-employed. The general rule is 
that employees must make obligatory health insurance 
contributions as part of their national insurance 
contribution but the self-employed are free from this 
obligation. The contributions for healthcare insurance are 
stated above. 

Above a certain income level, employees are allowed to 
change to a private health insurance scheme. This may in 
certain cases be cheaper and offer better service.
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An exception to the general rule 
that self-employed people do not 
have to make obligatory health 
insurance contributions exists for 
certain professions (farmers, artists, 
publicists). Self-employed members 
of other professional groups may 
take out voluntary health insurance.

Another branch of the national 
insurance is called nursing care 
insurance (‘Pflegeversicherung’) 
which covers the risk of being in 
need of care because of invalidity/
old age. 

Profit sharing
Share ownership by employees 
in the companies they work 
for is not common in Germany. 
Participation in net profit as part 
of salary (‘profit sharing’) is more 
common than participation in capital 
(‘co-partnership’). Staff share 
schemes tend to be found more 
in large public limited companies. 
The significance of stock option 
programs has increased in recent 
years. Small and medium-sized 
companies only offer share 
schemes as an exception to the rule, 
partly because of the legal structure 
of these entities and the legal or 
practical tradability of the shares 
(often GmbHs or partnerships). 
Share schemes are very rarely open 
to all employees; these schemes 
tend to be restricted to management 
level employees. 

Accident insurance
A statutory accident insurance exists 
for persons employed or in training, 
as well as for certain other working 
people, children in nurseries, pupils 
and students. The contributions are 
paid by the employers. Apart from 
this, the risk of personal accidents 
can be insured privately.

Personnel limitations – 
foreigners/nationals
For nationals of countries outside 
the EU, a visa will be required to 
cross the German border or stay 
in Germany for longer than three 
months per half a year. Generally 
speaking, residence permits (issued 
by the Aliens Office) and work 
permits (called for by the Aliens 
Office and issued by the local 
Labour Office) are also required. The 
application for work and residence 
permits in Germany typically takes 
four weeks. 

In order to comply with the EU 
principle of free movement of 
workers, (working) citizens of the 
EU/EEA are issued a residence 
permit for their residence in 
Germany. EU-citizens who are 
out of work will also be granted 
a residence permit if they are 
able to provide for themselves 
and are registered with a health 
insurance company. EU citizens do 
not need to obtain a work permit. 
For other nationals, stricter rules 
generally apply.

‘Privileged Non-EU nationals’, 
citizens of countries such as 
Australia, Israel, Japan, Canada, 
Republic of Korea, New Zealand and 
USA do not require a visa to enter 
Germany for working purposes. 
Privileged nationals must apply 
for work and residence permits 
during the first three months of 
their stay in Germany and are not 
allowed to start any work activities 
before they have registered their 
residence and received the work 
and residence permit.

Legal representatives or 
majority shareholders of 
an ‘Aktiengesellschaft’ or a 

‘Gesellschaft mit beschränkter 
Haftung’ or partners of an 
‘Offene Handelsgesellschaft’ or 
‘Kommanditgesellschaft’ do not 
need a work permit. 

Highly qualified persons can receive 
the EU Blue Card, which provides a 
right of residence. A foreigner may 
also be granted a residence permit 
for the purpose of self-employment 
if an economic interest or regional 
need exists, the activity can be 
expected positive impact on 
the economy and financing the 
implementation is secured by equity 
or by a loan agreement.

Trade unions
Trade unions are well established 
in the majority of business sectors 
and are generally organised 
industry-wide. The Federation 
of German Trade Unions 
(‘Gewerkschaftsbund’) acts as 
the umbrella organisation for all 
German Trade Unions. Trade unions 
regularly engage in industry-wide 
negotiations with employers’ 
associations regarding wage levels, 
benefits and working conditions. 
Membership of a trade union 
is voluntary. 

By law, companies with a 
regular workforce of at least 
five employees (with voting 
rights) must agree to the 
establishment of a Workers’ Council 
(‘Betriebsrat’). Workers’ Councils 
are elected by the employees of 
an enterprise and have certain 
rights of co-determination 
(‘Mitbestimmung’), e.g. the right to 
be informed of certain economic 
matters and to be consulted on 
issues relating to personnel matters 
and social welfare.
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Financial statements (balance 
sheet and profit and loss account) 
must be prepared once a year by 
all types of business entities with 
sales exceeding EUR500,000 or net 
profit exceeding EUR50,000. These 
must be prepared to the German 
accounting standards. Smaller 
businesses are permitted to record 
income and expenses on a cash 
basis accounting. For corporations 
(eg GmbH, AG and SE) and certain 
partnerships without a natural 
person acting as general partner 
(eg GmbH & Co. KG) stricter rules 
apply for the financial statements, 
statutory audit, disclosure and 
filing. Special rules apply for certain 
industries (banks, insurers) and 
cooperative societies.

Accounting Standards
The financial statements prepared 
by a company must comply with 
the Generally Accepted Accounting 
Principles (GAAP), following the 
historical cost convention and 
accruals accounting principle. The 
statutory provisions are set out in 
the Commercial Code. 

Simplified financial reporting
Sole proprietorships and 
partnerships must comply with 
simple rules on accounting. 
For partnerships, the financial 
statements must be signed by all 
fully liable partners.

These companies have no obligation 
to publicly file or audit the financial 
statements unless the partnership 
exceeds two of the following three 
criteria in three consecutive years:

• Sales in Revenue (EURM): 130

• Total Assets (EURM): 65

• Staff Headcount: 5,000

The obligations come into effect 
in the third consecutive year. For 
such companies most rules for large 
corporations apply.

Audit
Standard financial reporting 
Corporations must follow a number of prescribed rules when preparing 
accounts. There are also number of additional rules which have to be followed by 
listed entities, entities that have issued instruments that are publicly traded and 
for certain industries (e.g. banks, insurances and other financial institutions). 

Small and medium-sized enterprises are allowed a partial exemption if they 
satisfy the criteria as follows:

Category
Sales Revenue 

(EURM)
Total Assets  

(EURM)
Staff 

Headcount

Small <_ 12 <_ 6 <_ 50

Medium <_ 40 <_ 20 <_ 250

Large >40 >40 >250

The category applies if any two of the three criteria are met in two consecutive 
years. A company moves into another category if it has failed to meet the 
respective criteria in two consecutive years. The change in category becomes 
effective at the end of the second year. For a newly incorporated entity, the 
situation on the first reporting date is decisive. Publicly traded companies are 
always treated as large companies. 

Financial reporting
All German companies have to prepare financial statements once a year. The 
financial statements comprise three parts:

• Balance sheet (‘Bilanz’)

• Profit and loss accounts (‘Gewinn- und Verlustrechnung’)

• Notes (‘Anhang’)

For large and medium-sized corporations, the financial statements are 
accompanied by the management report (‘Lagebericht’), which provides 
commentary on the course of the business and the overall situation of the 
company. It should also include information on:

• Matters of significance that have occurred after the end of the financial year

• The expected development of the company

• Research and development

• Existing branches of the company

The financial statement must be compiled using German GAAP and must be in 
German language and in euros. IFRS financial statements may be used for public 
filing, but do not provide an exemption for the company from the compilation 
of a German GAAP financial statement; the latter is decisive for a number of 
statutory matters, eg profit distribution.

The business year is generally the calendar year. However, other business years 
may be chosen and registered with the consent of the fiscal authorities. Short 
business years are exceptionally possible but a longer reporting period than one 
year is not permitted.
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Responsibility for accounting 
and financial reporting
Responsibility for accounting 
and financial reporting lies 
with the fully liable partners 
or the legal representatives of 
incorporated entities.

The legal representatives of the 
incorporated company are each 
and collectively responsible for 
the compilation and public filing of 
the financial statements and the 
management report. All members 
of the Management Board (in the 
case of the AG and SE: ‘Vorstand’), 
all Managing Directors (in the case 
of the GmbH: ‘Geschäftsführer’ ) or 
all fully liable partners (in the case 
of a limited partnership, KGaA: 
‘Komplementäre’ ) are required 
to sign the financial statements. 
Limited partnerships that do not 
have any natural person as general 
partner, herein referred to as KapCo 
(capital companies), are represented 
by the Managing Directors or the 
board of the managing corporation, 
which act as the fully liable 
partner. The Managing Directors 
of the managing corporation 
(typically a GmbH) therefore 
sign the financial statements of 
the KapCo and normally present 
them to the partners together 

with the management report. 
The partnership agreement may 
however include other provisions.

The Managing Directors of a GmbH 
present the financial statements 
and the management report 
together with an auditor’s opinion 
(if any) to the shareholders. If the 
GmbH has a Supervisory Board 
or a similar governance body, the 
documents are presented to it. 
The shareholders finally approve 
the financial statements and the 
management report. The Managing 
Directors are responsible for a timely 
publication in the German Electronic 
Federal Gazette (‘Elektronischer 
Bundesanzeiger’). 

The Management Board of an AG or 
SE prepares the financial statements 
and presents it to the Supervisory 
Board. The Supervisory Board (or 
its audit committee) reviews and 
approves it in a joint resolution 
with the Management Board 
unless the Articles of Incorporation 
or a resolution of management 
and Supervisory Board move 
the approval to the shareholders 
assembly. The chairman of the 
Supervisory Board reports in writing 
on the review and the subsequent 
approval to the shareholders. The 

Management Board is responsible 
for a timely filing in the German 
Electronic Federal Gazette.

The financial statements and the 
management report of corporations 
and KapCo must be compiled within 
three months after the financial 
year end. They must be published 
immediately after approval by the 
shareholders, within one year after 
the business year end. 

Small-sized incorporated companies 
and KapCo must compile their 
financial statements in the ordinary 
course of the business, but within 
six months after the financial year 
end. They must be published 
immediately after approval by the 
shareholders, within one year after 
the business year end.

Audit requirements
In accordance with the German 
Commercial Code, the financial 
statements and the management 
report of large and medium-sized 
incorporated companies, KapCo 
and large partnerships must 
be audited. The audit must be 
conducted by an independent 
auditor (‘Wirtschaftsprüfer’) or an 
independent audit firm (‘Wirtschafts-
prüfungsgesellschaft’). Both the 
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auditor and the audit firm have to 
be registered with the Chamber 
of Public Accountants in Germany 
(‘Wirtschaftsprüferkammer’).

The auditor is appointed by a 
shareholders’ resolution and the 
subsequent engagement letter. The 
appointment should be made before 
the financial year under audit has 
ended. In the case of a voluntary 
audit, the shareholders’ resolution 
can be omitted unless the Articles 
of Incorporation require the audit. 
The engagement letter is signed by 
the Managing Directors or, in the 
case of a Supervisory Board, by the 
chairman of the Supervisory Board 
or its audit committee, if any.

After conducting the audit on the 
basis of German Generally Accepted 
Standards on Auditing (GAAS), the 
auditor issues a long form report and 
an audit opinion. The audit opinion 
will be attached to the financial 
statements and the management 
report. The auditor’s report will be 
presented to the management, 
the Supervisory Board or the 
shareholders’ meeting.

Filing requirements
Large companies must file financial 
statements consisting of a balance 
sheet, a profit and loss statement, 
notes and a management report, 
and an audit certificate to the 
German commercial registry. These 
must also be published in the 
German Federal Gazette. 

Medium companies must only file 
their financial statements at the 
German commercial registry, merely 
informing the documents have been 
filed to the German Federal Gazette.

Small companies only have to 
file their balance sheets and 
notes to the German commercial 
registry; similarly to medium-sized 
companies, this must only 
be announced in the German 
Federal Gazette. 

Exemptions from the obligation 
of financial reporting, audit 
and publication
Sole proprietors producing less 
than EUR500,000 revenues, and 
less than EUR50,000 profits after 
taxes, are exempted from financial 
reporting. They must however 
follow tax accounting rules.

An incorporated company or 
KapCo which is the subsidiary 
of a company that is required to 
compile consolidated group financial 
statements is exempted from the 
obligation to compile, audit and 
publish financial statements and the 
management report if it complies 
with a number of conditions. The 
exemptions can be used selectively 
and also apply for large partnerships. 

Partial exemptions for small 
and medium-sized incorporated 
companies and KapCo
The German law on financial 
reporting offers a number of 
partial exemptions for small and 
medium-sized companies which 
can, within the boundaries of 
continuity in presentation, be 
selectively and discretionarily used 
for compilation and publication. A 
partial exemption can be used for 
publication if it has not been used 
for the compilation. A firm should, 
however, speak to its auditor if 
the published financial reporting 
is not entirely the same as the 
audited financial statements and 
management report.

Small and medium-sized companies 
may choose to publish the balance 
sheet and the profit and loss 
accounts on a higher level of 
aggregation. Small-sized companies 
can even omit the profit and loss 
account and the respective notes 
for publication in the Electronic 
Federal Gazette.

Small-sized companies 
are exempted from 
management reports.

Small-sized 
companies can 
even omit the 
profit and loss 
account and the 
respective notes 
for publication 
in the Electronic 
Federal Gazette
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There are a number of exemptions 
related to disclosures in the notes 
that may be used by small and 
medium-sized companies.

There are no specific requirements 
for the financial reporting of 
branches of foreign companies. 
The tax law, however, requires 
the maintenance of books and 
records. In the case of companies 
registered in a member state of 
the EU or the EEA, the financial 
statements of the foreign company 
must be filed (along with a German 
translation) in the German Electronic 
Federal Gazette.

Consolidated financial 
statements and group 
management report
Requirement for the preparation
A parent company seated in 
Germany is required to compile 
consolidated financial statements 
and a group management report 
within the first five months after the 
business year end if it has control 
over one or more other entities. An 
exemption applies if the German 
parent was at the same time the 
subsidiary of a parent incorporated 
in the EU or the EEA and that 
parent publishes consolidated 
financial statements and a group 
management report, if required 
by local law, together with the 
group auditors’ opinion in German 
language in the German Electronic 
Federal Gazette.

The group financial statements of 
the parent are exempting if all of the 
following conditions are met:

• The German parent and its 
subsidiaries are included in the 
group financial statements

• The group financial statements of the ultimate EU/EEA parent are in line with 
the respective EU regulations

• The notes of the single entity financial statements of the German parent 
include information on the name and location of the parent which compiles 
the exempting group financial statements, the reference to the exemption 
from the requirement to compile group financial statements and group 
management reports and the explanation of the differences to German GAAP

A parent company is exempted from the compilation of group financial 
statements and the group management report if two of the three following 
criteria are not exceeded:

Category
Sales Revenue 

(EURM)
Total Assets  

(EURM)
Staff 

Headcount

Pre-elimination  
figure more than 

48 24 250

Consolidated  
figure more than

40 20 250

Main element of group financial reporting
Group financial statements must comprise:

• Group balance sheet (‘Konzernbilanz’)

• Group profit and loss accounts (‘Konzerngewinn- und –verlustrechnung’)

• Consolidated notes (‘Konzernanhang’)

• Group cash flow statement (‘Konzernkapitalflussrechnung’)

• Group equity movement schedule (‘Konzerneigenkapitalspiegel’)

• Group segment reporting (‘Segmentberichterstattung’) (voluntary)

In addition, the group has to compile a group management report which 
comments on the course of the business and the overall situation of the group. 

Accounting standards
The Consolidated Financial Statements must be compiled using either German 
GAAP or EU endorsed IFRS in the German language and in euros. Application of 
IFRS is compulsory for publicly traded parent companies.

Audit requirements for group financial statements
Consolidated financial statements must be audited in accordance with German 
GAAS by independent auditors or independent audit firms registered with the 
German Chamber of Public Accountants (‘Wirtschaftsprüferkammer’).
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Foreign Direct Investment
Germany has a liberal investment 
policy, with very few restrictions 
on new foreign investments, 
permanent currency controls or 
administrative controls on such 
investments. The only major 
restrictions in place are on certain 
industries and professions that 
require specific qualifications 
or necessitate a registration (ie 
auditors, lawyers, tax advisors, 
insurance and banking companies). 

Germany is perceived as an 
attractive place for Foreign Direct 
Investment, largely due to its 
powerful industrial network, highly 
skilled workforce and location in the 
centre of Europe. 

Foreign investors are subject to 
the same conditions as German 
investors when obtaining licenses 
or building permits or applying 
for and receiving investment 
incentives. Any investment 
restrictions in place will apply to 
both domestic and foreign investors/
businesses. Typically, foreign 
investment in Germany has taken 
the form of a wholly or substantially 
majority-owned subsidiary. 

Government incentives
Germany offers a number of 
incentives for investment, at 
both a regional and federal level. 
Businesses that receive these 
incentives must fulfil specified 
conditions, primarily negotiated 
on an individual basis and usually 
including a minimum employment 
level. Foreign investors and German 
firms are subject to the same 
conditions and process in obtaining 
investment incentives. 

Investors are able to access publicly 
subsidised loan programmes, 
offering loans at below market value 
interest rates with attractive grace 
periods. These are provided by 

development banks; at the European 
level, the European Investment 
Bank (EIB) finances investment 
projects, at the national level, the 
KfW Banking Group offers a range 
of financing tools and each state has 
its own development bank providing 
loan programmes. 

The German government offers 
various incentives for those setting 
up business in the eastern part of 
the country. This is to encourage 
manufacturing and the setting up of 
small and medium-sized businesses. 
The incentive will typically comprise 
a subsidy towards the acquisition 
of new depreciable assets or 
for the purchase or construction 
of buildings. 

In the West, incentives exist for 
the development of high-tech 
industries with a focus on research 
and development. Promotion can be 
granted as a tax benefit, allowance, 
guarantee, loan or participation.

Furthermore, the Germany 
Federal Employment Agency 
(‘Bundesagentur für Arbeit’), in 
conjunction with the Germany 
states, provides labour-related 
incentives to help reduce the 
operational costs incurred by new 
businesses. These primarily focus 
on recruitment support, training 
support, wage subsidies and 
on-the-job training. 

Project Future Industrie 4.0
The project ‘Future Industrie 4.0’ 
has been created to empower 
the German economy for the 
future of manufacturing. This 
future requires a high degree of 
individualised products under the 
restriction of highly flexible large 
scale production methods. ‘Smart 
Production’ will become the 
norm, where intelligent ICT- based 
machines, systems and networks 

are capable of independently 
exchanging and responding to 
information to manage industrial 
production processes.

The German Federal Ministry of 
Education and Research has created 
the Project Future Industrie 4.0 to 
support this process to facilitate 
unlocking both new business 
models and the significant potential 
in manufacturing and logistics.

The federal government 
(Bundesregierung) has worked with 
academics and is now implementing 
the research agenda Industrie 4.0. 
The German Federal Ministry of 
Education and Research has already 
approved subsidies of over EUR120 
million for the initiative. In addition, 
the Federal Ministry of Economic 
Affairs and Energy has approved 
research subsidies of up to EUR80 
million and will focus particularly on 
regulation and standardisation. 

The Ministry of Education and 
Research’s action plan addresses 
four main problem areas:

1. Mittelstand 
Industrie 4.0 is still a research 
agenda. The Ministry’s measures 
aim to get Industrie 4.0 from 
research institutes onto the shop 
floor. One topic is the development 
of tools for return on investment 
calculations to support technology 
assessments and investment 
decisions. Best practice guidance for 
portable solutions will also be used 
to facilitate the change process. 

2. Standards and IT architecture 
The largest part of added value 
in the engineering sector and 
in automation is software 
development. Software for the 
Industrie 4.0 initiative must be 
economically sustainable, efficient 
and reliable, despite growing 

Trade
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complexity. The necessary 
methodological solutions are being 
funded by the Ministry and will 
be ready for use in practice in the 
near future.

3. IT Security 
The German Mittelstand has 
expressed fear that data protection 
may be at risk when applying 
Industrie 4.0 techniques - business 
secrets could be lost or even 
guarded intellectual property could 
be disclosed to competitors. The 
Ministry has taken these concerns 
very seriously and has initiated 
the development of a reference 
system for IT security. IT Security 
for Industrie 4.0 is a priority in the 
Government’s new IT Security 
Research Programme. 

4. Workforce Qualification
IT integration into production entails 
massive changes, particularly in job 
roles and responsibilities, as well 
as the extension of qualification 
requirements for skilled workers 
in the factories, the practical 
experience of engineers and 
especially in the training of junior 
staff. The Ministry of Education and 
Research supports the development 
of a systematic approach. This 
will require new ideas for work 
design, skills development and 
prevention concepts. The recently 
launched programme “Innovations 
for the Production, Service and 
Work of Tomorrow” is the first 
implementation measure of the new 
high-tech strategy. 

Political Priorities for the Digital 
European Single Market
The Digital Economy needs a 
regulatory framework on the 
European level. This would allow 
European companies to do business 
in a Single Market which has critical 
mass from the very beginning. 

Starting points for further deepening 
and completing the Digital Single 
Market are balanced legislation 
on net neutrality on the European 
level, the deployment of broadband 
networks, the promotion of 
cross-border e-commerce and the 
creation of a Single Market for digital 
content. The European Community 
has priorities the following 
action areas:

• Expand Infrastructure

• Create Market Regulation

• Confidence and Security in the 
Digital World 

• Strengthen Consumer and Data 
Protection

• Evolve Copyright Rules

• Empower Research and 
Innovation for the Digital Economy

• Secure Technical Sovereignty 

• Improve Internet Governance

Imports
The European Union is a single 
trading area, meaning that that 
all goods (subject to narrow 
exceptions), whether made in an 
EU Member State or imported 
from outside, can circulate freely. 
Although Member States’ customs 
authorities have the right to check 
goods at the border, there is a 
unified customs law in the EU which 
removes all fees and barriers within 
the Union.

There is an external tariff for 
goods imported from outside 
the EU. While there are certain 
minor differences in interpretation 
and administration, the tariff 
is supposed to be applied and 
interpreted uniformly.

The Community Customs code 
contains all the general rules 
and procedures applicable to 

the trade of goods between EU 
and non-EU countries. The code 
is supplemented by a detailed 
Customs Regulation which is 
directly applicable in all Members 
States. Customs administration 
lies with the Germany Customs 
Administration offices. 

The purchaser is responsible 
for accounting for Value Added 
Tax (VAT) for intra-community 
acquisitions of goods. Customs 
duties and import VAT are levied 
on most goods imported from 
outside the EU. Most German 
businesses can reclaim import VAT, 
but they cannot reclaim import 
customs duties.

Import Restrictions
The restriction or the prohibition of 
imports of certain goods may be 
due to economic or non-economic 
reasons. The basis are the 
regulations imposed by the United 
Nations (UN) or the EU, as well as 
national legislation regarding foreign 
trade (‘Außenwirtschaftsgesetz’) 
or special national legislation (eg 
regarding the import of food, 
pharmaceuticals, weapons or 
rare animals).

UN or EU resolutions may impose 
embargos on certain countries, 
meaning that no transactions may 
be made with this country. Total 
restrictions also exist for some 
dangerous goods. In addition, 
the importation of certain goods 
may be restricted in quantity. If a 
restriction in quantity is applicable, 
an application for import permission 
may be made at the Federal Export 
Office. Restricted goods grouped 
by country are listed in the Federal 
Gazette (‘Bundesanzeiger’). Further 
information may be obtained from 
the Federal Export office.
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The German finance market has 
traditionally been bank-based. 
The presence of the traditional 
‘house bank principle’, a strong and 
long-term business relationship 
between an enterprise and a bank 
of its choice, as well as the favoured 
treatment of debt capital with regard 
to tax and insolvency laws, made it 
relatively more attractive for German 
enterprises to be financed by bank 
loans than via capital markets.

While bank loans remain the 
most important financing method 
in Germany, the market now 
comprises a growing share of loans 
from others creditors, including 
insurers and other financial 
institutions. Overall, tightening credit 
standards in the financial crisis 
and rising regulatory requirements 
under the Basel Agreement and the 
CRR/CRD IV rulings have induced 
enterprises to turn to alternative 
forms of financing.

While capital market financing 
via issuance of shares or bonds 
generally remains a relatively 
less important funding method in 
Germany by international standards, 
issuance of corporate bonds 
has recently attracted increased 
attention among non-public, 
medium-sized German companies. 

Other Germany-specific 
forms of funding include 
Schuldscheindarlehen (bonded 
loans), Genussscheine 
(participation certificates) and, in 
particular, loans granted by German 
development banks. 

The banking industry, as well 
as Capital markets activities, is 
regulated by the Federal Agency 
for Financial Market Supervision 
(BaFin) under various laws, 
especially the German Banking 
Act (‘Kreditwesengesetz’) (KWG) 
and the Securities Trading Act 

(‘Wertpapierhandelsgesetz’) 
(WpHG).

Capital markets
Compared to other developed 
countries, and also by European 
standards, market-based external 
financing (issuance of shares, 
corporate bonds) has traditionally 
only played a minor role in Germany. 
Nevertheless, in recent years, 
issuance of corporate bonds as 
well as the emergence of dedicated 
market segments has increased 
in popularity with medium-sized 
companies. Currently, there are 
six regional stock exchanges, as 
well as two specialised trading 
platforms, in addition to the 
electronic order books operated by 
Deutsche Börse AG.

Raising finance through the stock 
exchange is suitable for established 
companies and will usually require 
the support of a listing partner 
and the publication of detailed 
information in support of the 
proposed issue. Consequently, 
the costs of such an issue can 
be considerable.

Trading can be done on the 
regulated or unregulated markets. 
Issuers on the regulated market 
must meet the general or prime 
standard of transparency and 
governance. The minimum equity 
for both is EUR1.25 million. 
Publication requirements include 
half-year reporting, and application 
of international reporting standards 
(IFRS or US-GAAP). The Entry 
Standard is open to issuers with an 
equity capital of EUR750,000.

Share purchases that result in the 
holding of certain amounts of shares 
or, if the company is listed on the 
stock exchange, of voting rights, 
must be notified to the company. 
It is also necessary to notify the 
Federal Supervisory Office following 

the attainment of voting rights 
in a company listed on the stock 
exchange of a Member State or 
another country of the EEA. 

Banking system
The structure of the German 
banking system is generally 
characterised by three different 
types of credit institutions: 
credit banks, savings banks and 
cooperative banks. While credit 
banks and cooperative banks are 
organised under private law, savings 
banks have a legal structure under 
public law.

All three bank types are competitive 
among themselves as well as 
within their category. Each bank 
type has its separate insurance 
deposit regime, and cooperates 
with regard to policy changes and 
regulation. In each segment, there 
can be universal banks, regional 
institutions, or highly specialised 
financing institutions. With regard 
to client segmentation, banks 
often distinguish between large 
corporates, local trade customers, 
private clients and private wealth 
clients. All large international 
banks are represented in Germany. 
Furthermore, the European Central 
Bank (ECB) is headquartered 
in Frankfurt.

The German finance and banking 
system is traditionally underpinned 
by the house bank principle, which 
is of especially high importance 
for the development of small and 
medium-sized companies. Banks 
not only act as creditors but also as 
central agents for subsidies that are 
granted by German development 
banks, eg regional development 
banks or the federal development 
banking group KfW.

Banks provide financing 
arrangements particularly, but not 
limited to, the following:

Finance
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• Overdraft 

• Term loans

• Mortgages

• Leasing/Factoring

In the last decade, dedicated 
and specialised banks have been 
focusing on fund administration, 
securities settlements, custody 
business, as well as the credit card 
business or payments. Recently, 
various FinTech companies have 
emerged focussing primarily 
on the usage of the online 
distribution channels.

Other types of finance 
Schuldscheindarlehen  
(bonded loans)
A Germany-specific form of debt 
is the Schuldscheindarlehen 
(usually translated as ‘bonded loan’ 
or ‘certificate of indebtedness’). 
Originally a funding source of 
the public sector, a considerable 
number of private companies 
have recently discovered the 
Schuldscheindarlehen as an 
alternative to classic financing 
instruments such as bank loans 
or bonds. Schuldscheindarlehen 
are bilateral loans with maturities 
ranging from two to ten years, 
privately placed, unlisted, 
unregistered, usually governed by 
German law and embedded in the 
legal framework of the German 
civil code. They are offered mainly 
by insurance companies and 
pension funds with banks operating 
as intermediary.

Private equity
Private equity is equity capital 
not quoted on a public exchange. 
Private equity consists of 
investors and funds that make 
investments directly into private 
enterprises or conduct buyouts 
of public companies that result 
in a delisting of public equity. 
The majority of private equity is 
provided by institutional investors 
and accredited investors who can 

commit large sums of money for 
long periods of time.

Insurance industry
Germany’s insurance market is one 
of the largest in Europe. Currently, 
there are around 570 regulated 
insurance providers, ranging from 
cooperative insurances companies, 
public-law insurers to privately 
run businesses. Among the latter, 
there are specialised insurance 
companies as well as internationally 
active groups or subsidiaries of 
foreign insurers. Currently, there 
are around 427 million insurance 
policies in Germany, and more than 
half a million people employed 
across the industry. The total 
premiums earned sum up to nearly 
EUR200 billion per annum. With 
investments of around EUR1,450 
billion, the insurance industry is 
among the largest investors. 

The insurance industry is regulated 
by BaFin under the Insurance 
Supervisory Act (‘Versicherungsauf-
sichtsgesetz’) (VAG). There are four 
main types of insurance that are 
critical for businesses operating 
in Germany: vehicle insurance, 
accident insurance (which are both 
mandatory), public liability insurance 
as well as building and contents 
insurance which most businesses 
possess.

Next to German branches of 
foreign insurance entities, pension 
funds and other insurance related 
companies there are about 90 life 
insurances, 30 reinsurances, more 
than 200 property and casualty 
insurers, and nearly 50 health 
insurers competing on the German 
risk market.

While historically benefiting from tax 
incentives and a focus on high return 
guarantees, the country’s life sector 
continuous to be challenged by 
low investment returns. Currently, 
there are around 90 life insurance 
companies active in the market. The 

German health insurance market 
can be described as a two tier 
system, with around 86 per cent 
of the employees insured via the 
publicly regulated insurance system, 
and 14 per cent insured by privately 
run health insurances. 

The German non-life insurance 
sector experienced rapid growth 
in the last decade, primarily 
due to economic growth and 
wealth accumulation. The sector 
is highly fragmented with over 
200 insurers supplying a diverse 
range of products. Non-life insurers 
are increasingly focusing on 
underwriting profitability, as low 
interest rates continue to suppress 
investment income.

Investment management 
industry
Due to its economic strength and 
large population, the investment 
management industry in Germany 
is one of the larger ones in Europe. 
The German investment industry 
estimates that it administrates 
approximately EUR2,105 billion. 
These funds comprise retail funds, 
Spezialfonds and Assets outside 
investment funds. Approximately 
half of this volume is invested in 
Spezialfonds, for either dedicated 
regulatory purposes (eg by banks), 
or closed-ended funds on often less 
liquid assets. Despite large-scale 
legislative and regulatory change, 
the industry’s net assets have 
grown year-on-year since 2011, 
and approximately doubled in the 
last decade.

The investment management 
industry is regulated by BaFin 
under the Investment Code 
(‘Kapitalanlagegesetzbuch’) 
(KAGB). Its implementation based 
on the AIFM regulation has been 
a major focus of the industry, as 
traditionally successful investment 
concepts had to improve their 
administration standards.

35
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The overall quality and reliability of 
infrastructure is a critical factor for 
businesses across all sectors.

Germany possesses a highly 
sophisticated Information and 
Communication Technology (ICT) 
infrastructure; the country has the 
largest ICT industry in Europe and 
the fourth largest internationally. 
Germany is rolling out a blanket 
broadband network coverage plan 
which aims to provide 95 per cent 
of German households with high 
speed broadband (50,000 Mbit/s) 
by 2018). Furthermore, the ‘Digital 
Germany 2015’ ICT strategy is 
forming an overarching framework 
for the country which aims to 
develop intelligent networks across 
a number of sectors based on the 
promotion of the digital world and 
enhanced ICT facilities. 

The German IT infrastructure has a 
number of key benefits, including:

• Germany’s ICT strategy adheres 
to the objectives of the ‘Digital 
Agenda for Europe’ of the 
European Union. The Digital 
Agenda is Europe’s strategy for 
a flourishing digital economy 
by 2020

• German companies are amongst 
the most innovative in the world, 
ranking third globally for displaying 
a high capacity for innovation 
and sophistication in The Global 
Competitiveness Index 2015 - 
2016 report after Switzerland 
and Japan

• The country also ranked 12th 
in the world for its technological 
readiness

The World Bank ranks Germany 
first in its Logistic Performance 
Index considering factors such as 
customs, infrastructure, international 
shipments, logistic competence, 
timeliness, tracking and tracing.

Germany’s port of Hamburg, 
together with 250 additional inland 
ports, facilitates the efficient 
transport of goods throughout 
the country. There is a dense 
network of airports, offering an 
extensive service of European and 
international destinations. 

The main advantages of the German 
transport system include:

• Frankfurt airport is the eighth 
largest airport globally and the 
largest in Europe.

• Germany was rated seventh 
globally for the quality of its 
infrastructure in The Global 
Competitiveness Index  
2015 - 2016 report

• Munich airport has been ranked 
the third best airport in the world 
by the World Airport Awards 2015

• Its high-speed rail network has 
speeds of up to 300km/h and, 
according to the World Bank, is 
the sixth largest rail network in 
the world

• Germany’s port of Hamburg, 
together with 250 additional inland 
ports, facilitates the efficient 
transport of goods throughout 
the country. The German Federal 
waterway network consists of 
23 000 km² sea waterways and 
7,300 km inland waterways. 
This comprises waterways for 
maritime navigation as well as for 
inland navigation

The World 
Bank ranks 
Germany first 
in its Logistic 
Performance 
Index

Infrastructure
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contained in this document were assembled in January 2016 and were based on the law enforceable and information available at that time. 

Grant Thornton refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients and/or refers to one or 
more member firms, as the context requires. Grant Thornton International Ltd (GTIL) and its member firms are not a worldwide partnership. GTIL and each member firm 
is a separate legal entity. Services are delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not 
obligate, one another and are not liable for one another’s acts or omissions. This publication has been prepared only as a guide. No responsibility can be accepted by GTIL 
for loss occasioned to any person acting or refraining from acting as a result of any material in this publication. 

HSBC retains all responsibility for the translation of the content of this guide. In the event of any discrepancy or inconsistency between the English and translated versions 
of this Guide, the English version shall apply and prevail.


