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Certificate in German Taxation Laws

International Taxation

Additional Taxable Income (Sachvermögenszuwachssteuer): A one-time tax introduced in Germany in 1997,
targeting certain types of income, such as speculative profits from financial instruments and real estate. This
tax is levied on the increase in the value of assets, rather than on the total asset value.

Arm's Length Principle (ALP): A fundamental concept in international taxation, stipulating that transactions
between related parties must be priced as if they were between unrelated parties at arm's length. This
principle ensures fair taxation and prevents tax base erosion and profit shifting.

Associated Enterprises (Verbunden Unternehmen): Two or more entities are considered associated when
one has control over the other, or when both are under common control. This relationship is significant in
international taxation, as it can impact the application of transfer pricing rules.

Base Erosion and Profit Shifting (BEPS): An OECD initiative aimed at addressing tax planning strategies that
exploit gaps and mismatches in tax rules to artificially shift profits to low-tax or no-tax jurisdictions. BEPS
has led to the development of new transfer pricing documentation requirements and country-by-country
reporting.

Capital Gains Tax (Abgeltungssteuer): A tax levied on the profit realized from the sale of capital assets, such
as shares, bonds, and real estate. In Germany, the capital gains tax rate is generally 25% for private
individuals, but lower rates may apply for certain types of assets and holding periods.

Controlled Foreign Corporation (CFC): A foreign corporation subject to special tax rules in the parent
company's home jurisdiction. In Germany, CFC rules apply when a German taxpayer holds more than 50% of
the shares in a foreign corporation, and the foreign entity is engaged in certain low-tax or no-tax activities.

Country-by-Country Reporting (CbCR): A BEPS Action 13 requirement that multinational enterprises provide
detailed information on their global allocation of income, taxes paid, and other relevant data, on a country-
by-country basis. CbCR helps tax administrations identify BEPS risks and opportunities for high-level tax
policy dialogue.

Double Taxation Treaties (DBA): Agreements between two countries to avoid or mitigate double taxation of
income, by allocating taxing rights and providing tax relief mechanisms. Germany has signed DBA
agreements with more than 90 countries, ensuring that German taxpayers are not subject to double
taxation on their income.

European Union (EU): A political and economic union of 27 European countries, established in 1993. The EU
has a significant impact on international taxation in Germany, as it sets common rules for taxation within its
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jurisdiction and promotes cooperation between member states to combat tax evasion and fraud.

Exit Tax (Auswanderungsteuer): A tax levied on German taxpayers who transfer their tax residence outside of
Germany, and who still hold substantial assets or business interests in Germany. The exit tax is calculated
based on the unrealized capital gains of the transferred assets, and it is payable upon the transfer of tax
residence.

Fiscal State (Steuerstaat): The jurisdiction responsible for collecting and administering taxes, as well as
enforcing tax laws and regulations. In the context of international taxation, the fiscal state can impact the
taxation of cross-border transactions and the allocation of taxing rights between countries.

Foreign Tax Credit (Ausländische Steuergutschrift): A tax relief mechanism that allows German taxpayers to
offset foreign taxes paid against their German tax liability, thereby preventing double taxation. The foreign
tax credit is subject to certain limitations and conditions, such as the source of the income and the type of
tax paid.

General Anti-Abuse Rule (GAAR): A legal provision that enables tax authorities to challenge tax
arrangements that lack a valid commercial purpose and are designed primarily to reduce or avoid taxation.
GAAR is used to tackle abusive tax practices that do not comply with the spirit of tax laws and regulations.

Holding Company (Beteiligungsgesellschaft): A company whose primary function is to own shares in other
companies, rather than engaging in operational activities. Holding companies can benefit from tax
incentives and reduced administrative burdens, making them an attractive option for international tax
planning.

International Tax Planning (Internationale Steuerplanung): The process of structuring cross-border
transactions and investments to optimize tax efficiency and minimize tax liabilities. In the context of German
taxation laws, international tax planning requires a thorough understanding of tax treaties, DBA, transfer
pricing rules, and other relevant regulations.

Mutual Agreement Procedure (MAP): A dispute resolution mechanism provided by tax treaties, enabling
taxpayers to request assistance from the competent authorities of the treaty partner countries to resolve
issues related to double taxation. MAP is an alternative to domestic remedies, such as court proceedings or
administrative appeals.

Organisation for Economic Co-operation and Development (OECD): An international organization that
promotes economic cooperation, development, and growth among its 37 member countries. The OECD
plays a significant role in shaping international tax policy, including the development of guidelines for
transfer pricing, BEPS, and other tax-related issues.

Permanent Establishment (Betriebsstätte): A fixed place of business through which a foreign enterprise
carries out its business activities. The concept of a permanent establishment is crucial in international
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taxation, as it determines the extent to which a foreign enterprise is subject to taxation in the host country.

Place of Effective Management (POEM): A concept used to determine the tax residence of a company,
based on where its key management and decision-making functions are carried out. In Germany, the POEM
concept is used to determine whether a company is considered a German tax resident, and therefore
subject to German taxation rules.

Preferential Tax Regimes: Tax systems that offer reduced tax rates or other tax benefits to specific categories
of taxpayers or activities. Preferential tax regimes are often used to attract foreign investment, but they can
also be a target for BEPS initiatives, as they may create incentives for tax base erosion and profit shifting.

Principal Purpose Test (PPT): A GAAR provision included in certain tax treaties, aimed at preventing treaty
abuse by denying treaty benefits to taxpayers whose main purpose for entering into a transaction is to
obtain a tax advantage. The PPT is an alternative to the Limitation on Benefits (LOB) rule, and it is used to
ensure that tax treaties are not misused for abusive tax practices.

Real Estate Transfer Tax (Grunderwerbsteuer): A tax levied on the transfer of ownership of real estate in
Germany, including the purchase, inheritance, or gift of real property. The tax rate varies by state, ranging
from 3.5% to 6.5% of the property's value, and it is generally payable by the acquirer of the real estate.

Transfer Pricing (Verrechnungspreise): The pricing of cross-border transactions between related parties, such
as parent companies and their subsidiaries or affiliates. Transfer pricing regulations aim to ensure that these
transactions are conducted at arm's length, preventing tax base erosion and profit shifting.

Transfer Pricing Documentation (Verrechnungspreisdokumentation): The documentation required to
support the arm's length nature of cross-border transactions between related parties. In Germany, transfer
pricing documentation includes a master file, a local file, and, in some cases, a country-by-country report,
depending on the size and complexity of the multinational enterprise.

Treaty Shopping: The practice of selecting a tax treaty based on its favorable tax provisions, without having
a genuine economic or business rationale for the choice. Treaty shopping can be a target for BEPS
initiatives, as it may create incentives for tax base erosion and profit shifting.

Withholding Tax (Quellensteuer): A tax deducted at source from certain types of income, such as dividends,
interest, and royalties. In Germany, withholding tax rates range from 0% to 35%, depending on the type of
income and the recipient's tax residency status.

Withholding Tax Exemption: A tax relief mechanism that enables a foreign taxpayer to receive income from
a German source
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