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Background
If all requirements of a VAT consolida-
tion are fulfilled, the German entity as 
controlled subsidiary is considered to be 
integrated into the controlling shareholder 

in so far as the VAT and input VAT of the 
controlled subsidiary are to be recorded at 
the level of the controlling shareholder. 
The following overview outlines a summary 

on key conditions and key implications of 
German VAT consolidations.   
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General information
The main effects of a VAT consolidation 
between two German companies (share-
holder and subsidiary) are that 

01.	 the controlling shareholder becomes 
the sole taxpayer for VAT purposes (the 
controlled subsidiary should though 
face a secondary tax liability), 

02.	VATable supplies/ services and input 
VAT of the controlled subsidiary are 
included in the VAT returns of the 
controlling shareholder (controlled 
subsidiary should not need to file its 
own VAT returns), and 

03.	business transactions between 
the controlling shareholder and 
controlled subsidiary are non VATable 
transactions. 

Material requirements and implications  
In order to achieve a VAT consolidation 
inter alia the following preconditions need 
to be fulfilled:

01.	VAT entrepreneur status of the 
controlling and controlled entities.

02.	Financial integration requires that 
the controlling shareholder holds 
the majority of voting rights in the 
controlled subsidiary.

03.	Organizational integration may inter 
alia be fulfilled if both entities have the 
same managing directors (“personal 
union”), if a domination agreement is 
concluded between these two entities 
or if it is ensured by other means that 
the controlling shareholder can impose 
its will on the controlled subsidiary (e.g. 
internal rules of procedure). 

04.	Economic integration is achieved 
if the controlled subsidiary is 
economically active within the scope 

A VAT consolidation between German 
companies can be in place irrespective of 
whether these companies are also forming 
an income tax consolidation. In contrast to 

Fig. 1 – VAT consolidation in Germany

Majority of voting rights

Controlling shareholder
(e.g. a GmbH)

(Germany)

Controlled subsidiary
(e.g. a GmbH)

(Germany)

Transactions between 
VAT consolidated 
entities are disregarded 
for VAT purposes

Sole taxpayers for
VAT purposes

VAT consolidation
(example)

of the controlling shareholder in a 
close economic relationship with the 
controlling shareholder’s business. 
Economic integration should for 
example be given if the activities of 
the controlled subsidiary are directed 
towards and aimed at those of the 
controlling shareholder. 

Once (and as long as) the requirements 
are fulfilled, a VAT consolidation should 
automatically be in place between these 
entities. 

A VAT consolidation is terminated once one 
(or more) requirement(s) is/ are no longer 
fulfilled. 

A VAT consolidation can result in reducing 
VAT pre-financing regarding transactions 
between VAT consolidated entities. 
Furthermore, a VAT consolidation may 
optimize the consolidated entities’ input 

VAT credit position. On the other hand, the 
controlling shareholder as sole taxpayer of 
the VAT consolidated entities may require 
additional funding to settle VAT liabilities of 
the entire VAT consolidated group.

The applicability of a VAT consolidation and 
its pros/ cons needs to be analyzed on a 
case-by-case basis. In addition, if for exam-
ple in M&A transactions only the shares in 
the controlled subsidiary are acquired by 
a new shareholder, a proper termination 
of the VAT consolidation and accommo-
dating for potential secondary tax liability 
claims of the tax authorities towards the 
controlled subsidiary for pre-transaction 
periods should be discussed upfront.

A VAT consolidation can result in reducing 
VAT pre-financing regarding transactions 
between VAT consolidated entities.

an income tax consolidation, there should 
not be a minimum term for which the VAT 
consolidation would need to be in place.
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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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