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Introduction to the basics of German income tax
consolidation highlighting the main reasons for their
set-up, material requirements as well as pros and cons

Background
German income tax consolidation offers entities, allowing for example for a pooling ing overview outlines a summary on key
the possibility to enhance and optimize the of tax losses and tax profits of income tax conditions and key implications of German

German income tax position of German consolidated German entities. The follow- income tax consolidation. Q



Income Tax Consolidation in Germany

Reasons

Taxable profits and losses of the income
tax consolidation members are pooled at
the level of the controlling shareholder and
the combined result (if positive) is subject
to tax at the level of the controlling share-
holder (no income taxes at the level of the
controlled subsidiary.

Material Requirements

In order to consolidate the taxable profits
and losses between two German compa-
nies, the controlling shareholder needs to
hold the majority of the voting rights in the
controlled subsidiary throughout the entire
financial year of the latter entity.

Furthermore, a Profit and Loss Transfer
Agreement (PLTA) has to be entered into
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between the controlling shareholder and and the German statutory loss of the

the controlled subsidiary. The PLTA has to controlled subsidiary has to be compen-

be concluded for a fixed term of at least 5 sated by the controlling shareholder.

full years and specific legal wording require-

ments need to be observed! For implementation of income tax consol-
idation, careful and proper tax and legal

During its term the PLTA needs to be assistance is required.?

actually executed: The German statutory
profit of the controlled subsidiary has to be
transferred to the controlling shareholder

Fig. 2 - Overview on tax-related key advantages and disadvantages of German income tax consolidation

Pros

Cons

* Automatic annual transfer of the controlled subsidiary’s German ¢ Prescribed period (i.e. conclusion for at least 5 full years)
statutory profit to the controlling shareholder under the PLTA may make the group structure less flexible.
(no dividend distributions for such profit required).

* In contrast to dividend distributions, profit transfers under the  Additional funding may be required for the controlling shareholder
PLTA should generally not give rise to dividend income taxationat  to be able to actually compensate the German statutory loss of
the controlling shareholder level (i.e. no 1.5% income tax burden the controlled subsidiary.
and no dividend withholding tax; some exceptions may apply).

* Netting of taxable profits and losses providing for opportunities ¢ Tax losses of the controlled subsidiary from tax periods prior
of reducing the overall German income tax cash-out for the con- to the income tax consolidation cannot be utilized during the
solidated group. Annual tax losses and tax loss carry-forwards consolidation.
from prior financial years of the controlling shareholder may be
used to offset taxable profits of the controlled subsidiary.

* Optimization of the income tax position with regard to financing/

interest expenses.

In addition, non-tax implications including but not limited to legal aspects should be analyzed and considered upfront.

2 There are various conditions to be met in order to effect a valid income tax consolidation for German income tax purposes. The requirements mentioned herein are

exemplary and do not represent an exhaustive list.



Contacts

Do you have any more questions?
We are looking forward to your call or email to discuss opportunities and requirements in
more detail tailored to your needs and your expectations.
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This communication contains general information only not suitable for addressing the particular circumstances of any individual
case and is not intended to be used as a basis for commercial decisions or decisions of any other kind. None of Deloitte GmbH
Wirtschaftsprifungsgesellschaft or Deloitte Touche Tohmatsu Limited, its member firms, or their related entities (collectively,
the “Deloitte network") is, by means of this communication, rendering professional advice or services. No entity in the Deloitte
network shall be responsible for any loss whatsoever sustained by any person who relies on this communication.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL"), its
network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent
entities. DTTL (also referred to as “Deloitte Global”) does not provide services to clients. Please see www.deloitte.com/de/
UeberUns for a more detailed description of DTTL and its member firms.

Deloitte provides audit, risk advisory, tax, financial advisory and consulting services to public and private clients spanning
multiple industries; legal advisory services in Germany are provided by Deloitte Legal. With a globally connected network of
member firms in more than 150 countries, Deloitte brings world-class capabilities and high-quality service to clients, delivering
the insights they need to address their most complex business challenges. Deloitte’'s approximately 286,000 professionals are
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