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North Rhine-Westphalia (NRW) Key Figures

DEMOGRAPHICS

« Population: 17.9 million inhabitants, 526 inhabitants per sq. km
« Religion: Catholic (42 %), Protestant (28 % ), Muslim (8 % ), Other (22 %)

GOVERNMENT

« Form of Government: State Parliament, multi-party system
« Head of State: Prime Minister Armin Laschet

. State Capital: Duesseldorf

. Language: German

- National Holiday: October 3rd (German Unification Day)

« Currency: 1Euro (EUR)

ECONOMY

.  GDP: EUR 711.4 billion (2019)

« GDP per capita: EUR 39.678 (2019)
. Exports: EUR 193.7 billion (2019)

« Imports: EUR 245.5 billion (2019)

GEOGRAPHY

o Area: 34,112 sq. km

. Five UNESCO World Heritage Sites

« Important Rivers: Rhine, Maas, Weser, Ems, Ruhr

« Biggest Cities: Cologne, Duesseldorf, Dortmund, Essen and Duisburg
. Mostimportant metropolitan areas: Ruhr region, Rhineland

INFRASTRUCTURE

. Two major international airports as well as four airports with European
connections, 120 Inland Ports

- Railways: 6,000 km

. Waterways: 720 km

«  Expressways: 2,200 km
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An Attractive Location in Europe

Foreign investors continue to be attracted to Europe, and not without reason: With a
gross domestic product of EUR 13.928 billion, Europe (EU 28) accounts for more than
18 percent of global gross domestic product and is one of the world’s most important
economies.

Germany, Europe’s largest economy, and in particular the economically most important
state of North Rhine-Westphalia, offers attractive economic conditions for foreign
investors and act as a gateway to the European market.

More than 20,000 foreign companies have
already invested in NRW and control their
German or European activities from here.
These include global players such as 3M,
BP, Ericsson, Ford, Huawei, QVC, UPS,
Toyota and Vodafone. Foreign companies
have thus become an important employer
in the state, providing jobs for about one
million people.

The economic development agency of the state of North Rhine-Westphalia,
NRW.INVEST GmbH, is a one-stop agency for interested foreign companies wishing
to settle in North Rhine-Westphalia and to invest here. Our experts analyze investment
projects and offer suitable locations for them in North Rhine-Westphalia. We arrange
appointments for negotiations with all those involved in the approval process of

an investment and accompany them to their successful conclusion. For investors
who have already set up business in North Rhine-Westphalia, we provide particular
assistance with expansions, start-ups and spin-offs.

It gives us pleasure to support you with our “Business Guide to North Rhine-Westphalia”
on your path into North Rhine-Westphalia. We want you to operate successfully here and feel
at home for along time.

NRW.INVEST GmbH
Economic Development Agency
of the German State of North Rhine-Westphalia (NRW)

Peleo. ﬁoss%

Petra Wassner
Chief Executive Officer
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At some point in the process of setting up a company, investors usually visit their future
business location in Germany. Like every country, Germany has certain entry reg-

ula-tions that might require different types of visas and permits. What visa is needed for
establishing a business in Germany? And most importantly: how can it be obtained?

Who Needs a Visa?

EU Nationals

Generally, citizens of the European Union (EU), the European Economic Area (EEA),
may enter, stay, and work in Germany without any visa. They only have to register at the
local registration office (Einwohnermeldeamt), e.g., if they change their residence to
Germany. Swiss nationals have to notify the local immigration office about their long-
term stay in order to get a residence permit certifying their right to free movement.

Non-EU Nationals
Citizens of non-EU countries generally require a visa to enter, stay, and work in Germany.

For short-term stays in Germany (stays not exceeding 90 days within a 180-days period
starting from the inital date of arrival) a Schengen visa is needed for entry into
Germany. A Schengen visa is generally sufficient for most steps required to establish

a business in Germany.

Is the duration of the stay exceeding 90 days (within a 180-days period) oris a
(self-employed or gainful) occupation taken up, all non-EU citizens require a residence
permit (Aufenthaltserlaubnis) or settlement permit (Niederlassungserlaubnis). For

this purpose, the German embassies or consulates issue a national visa for entering
Germany which is “transferred” into a residence or settlement permit in Germany.

Nationals of certain countries do not require a visa for entry into or short-term

stays in Germany. The Federal Foreign Office (Auswértiges Amt) provides detailed
information on entry requirements into Germany for different countries. Please refer
to the following site:

Entry Requirements into Germany for Different Countries
WWW, waertiges-amt.

9




OVERVIEW OF DIFFERENT TYPES OF
VISAS FOR GERMANY

VISA EXEMPTIONS
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TYPES OF VISA

NEEDED FOR

VISA REQUIRED

REQUIRED FOR

Schengen Visa

Stays in Germany for up to 90
days within a 180-days period

Schengen Travel Visa (for
business personsin the
form of a “business visa™)

Entrepreneurs
setting up businesses

« Staysin Germany exceeding
90 days

Residence permit for the

Entrepreneurs running

National Visa « Staysin Germany with the purpose of self- the businessin
intention of taking up gainful employment Germany
occupation

« Stays in Germany exceeding
90 days Residence permit for the Emblovees workin

National Visa « Staysin Germany with the purpose of taking up Employ g
; . ) . in Germany
intention of taking up gainful employment
occupation

Please note: the type of residence title depends on the investor's country of origin, the
length of the intended stay and the intended business activity in North Rhine-Westphalia.

Schengen Visa and National Visa

For short-term stays in Germany (up to 90 days per six-month period starting from the
initial date of arrival) all non-EU citizens require a Schengen visa to enter Germany. With
this visa, entrepreneurs can perform most activities necessary to set up their business
in Germany.

Is the duration of the stay exceeding 90 days (per six-month period) or is a (self-employed
or gainful) occupation taken up, a national visa is required to enter Germany. In Germany,
this national visa must be converted into a residence or settlement permit by the
responsible local immigration office (Ausléanderbehérde) in order to stay in Germany
according to the intended purpose of the trip.

However, there are visa exemptions for several countries. Citizens from Argentina,
Australia, Brazil, Canada, Hong Kong, Israel, Japan, Mexico, New Zealand, South Korea,
the United States and some other countries may stay in Germany up to 90 days without
any visa. Still, a national visa is required when entering Germany for long-term stay
purposes or when a (self-employed or gainful) occupation is taken up.

Only citizens from Australia, Canada, Israel, Japan, New Zealand, South Korea, and the
United States may enter Germany for long-term stay purposes without a national visa.
These foreign nationals may directly apply for the necessary residence or settlement
permit at the immigration office (Auslanderbehérde) in Germany.

The Federal Foreign Office (Auswértiges Amt) is able to provide detailed information
onindividual rules for certain countries.

Entry Requirements into Germany for Different Countries
www.auswaertiges-amt.de

Residence Permit and Settlement Permit

Entrepreneurs from non-EU countries require a residence permit (Aufenthaltserlaubnis)
or a settlement permit (Niederlassungserlaubnis) if they want to run a business in
Germany on-site or if they are employed in Germany.
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Aresidence permitis always limited in time, a settlement permit is unlimited.

A settlement permit will usually be issued, if a non-EU citizen has been in possession
of aresidence permit for at least five years. Both residence and settlement permit are
always issued for a specific purpose, usually for the purpose of self-employment or
for the purpose of taking up employment in Germany.

A residence or settlement permit will be issued by the local immigration office
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(Auslénderbehérde) in Germany. To enter Germany, a national visa is issued for the trip to
Germany by the responsible German embassy in the applicant’s home country or country

of residence. This is then converted into a residence or settlement permit in Germany.

However, there are exceptions for several countries. Citizens from Australia, Canada,
Israel, Japan, New Zealand, South Korea, and the United States may enter and stay
in Germany without a national visa (up to 90 days). The application for a residence or
settlement permit for the purpose of self-employment or taking up employment can
be filed at the local immigration office in Germany.

The German Federal Office (Auswaértiges Amt) has detailed information on visa
requirements available. Please also refer to the following site:

Entry Requirements into Germany for Different Countries
www.auswaertiges-amt.de

Visa Application Process

What Prerequisites Need to be Met for a Visa?
When applying for a visa, foreign nationals are obligated to prove that they have:

e apassportvalid for another three months after leaving Germany

e documents verifying the intended purpose of the stay in Germany

e ahealthinsurance policy valid for all Schengen states providing medical coverage
equivalent to the value of at least EUR 30,000 (including return transportation)

e sufficient financial means to cover all costs of the trip to and stay in Germany

Where to Apply For a Visa?
For most foreign nationals, visas have to be obtained prior to entering Germany in
their respective home country. The German emabassies or German consulate are

responsible for receiving applications and issuing the visa. They provide visa application

forms in various languages free of charge.

Itis also possible to download visa application forms in different languages for
free from the website of the German Federal Foreign Office (Auswértiges Amt).

Visa Application Forms provided by the Federal Foreign Office
www.auswaertiges-amt.de




BUSINESS GUIDE TO NORTH RHINE-WESTPHALIA 12

Applications for a Schengen visa may also be submitted online via the
electronic application acquisition system of the Federal Foreign Office.

Online Visa Application Acquisition System of the Federal Foreign
https://videx.diplo.de

Who Will Issue the Visa?

Visas are issued by the German embassy or consulate in the country where the visa
application has been made. Foreign nationals applying for a residence permit for the
purpose of self-employment or taking up employment receive the permission to enter
Germany (national visa) from the German mission abroad.

However, upon entering Germany, foreign nationals with a national visa have to contact
the responsible local immigration office (Ausldnderbehérde) in Germany which issues
the respective residence permit for the purpose of self-employment or taking up
employment.

Some non-EU nationals may enter Germany without any visa. Any required residence
title permitting long-term stays and work (self-employed or employed) can be applied
for and issued by the local immigration office in Germany. This applies to citizens from
Australia, Canada, Israel, Japan, New Zealand, South Korea, and the United States.

How Long Does It Take to Issue a Visa?
A visa for short-term stays (Schengen visa) will usually be issued within
around two to ten working days.

For visas permitting the holder to work (self-employed or employed) in Germany,
a processing time of a few months should be expected.

The Germany embassies and consulates charge a handling fee of EUR 60 for
Schengen visas and national visas respectively.

Visas for Setting up Business

Establishing a Business with the Schengen Visa

For non-EU nationals a Schengen visa is generally sufficient for most steps which
are required to establish a business in Germany (usually called a business visa in this
context).

A Schengen visa permits a 90-day stay in Germany (per 180-days period starting
from the inital date of arrival), during which all of the key business formation steps
can be carried out. These include:

e The conclusion and notarization of the articles of association

e Application for entry in the commercial register (Handelsregister)
through a German notary

e Trade registration

e Other preparatory activities during the business establishment phase
(such as opening a bank account or the conclusion of rental agreements)
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e Negotiations and the conclusion of contracts with business partners

Citizens of certain countries may stay in Germany for up to 90 days
(per 180-days period) without a Schengen visa.

What Is Needed When Applying for a Schengen Visa?
Schengen visa applicants (business visa applicants) will usually
be asked to present certain documentation such as:

e aletter of invitation by the German business partner

e documentation of employment and salary certificate

e aletter from the applicant’'s employer confirming the business purpose of the trip
e proof of travel health insurance

Where the entrepreneur personally applies for a Schengen visa (or business visa),
documents such as a copy of the foreign company‘s entry in the foreign commercial
register, articles of association, and bank statements from the last three months may
also be required.

Other Visa Requirements

In some cases, authorities might require a national visa, namely a residence permit

for the purpose of self-employment (Aufenthaltserlaubnis fur selbstandige Tatigkeit),
during the last phases of setting up a company. A residence permit for the purpose of
self-employment allows individuals to perform all of the steps necessary to establishing
a business in Germany as well as running the business on-site.

If the establishment of the company and the stay in Germany exceed 90 days it is also
necessary to apply for a residence permit in advance.

@

Please note: Establishing a business in Germany with a Schengen visa (business visa) is no guarantee for
the subsequent issuing of a residence permit. For this reason it is necessary - appropriate to the intended
business activities in Germany - to apply for a residence permit for the purpose of self-employment or reg-
ular employee purposes in advance.

Visas for Running the Business On-Site

The Residence Permit for the Purpose of Self-Employment

Business operators who are from non-EU countries and who manage their company
on location in Germany as a self-employed person require a residence permit for the
purpose of self-employment (Aufenthaltserlaubnis flr selbstdndige Tétigkeit).

This is generally issued if:

e aneconomic interest or aregional need regarding the intended business activity
exists,

e positive economic consequences are to be expected from the investment project,

e the planned investment has secure financing in place.
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The local immigration office (Ausldnderbehérde) individually assesses to what extent
these criteria are met. It takes into account the following aspects:

e Viability of the underlying business idea

e |nvestor’'s entrepreneurial experience

e Level of capital investment and availability of capital

e Effects ontheregional employment and (employee) training level

e Contribution towards innovation, research and development in Germany

The immigration office consults the local trade office (Gewerbeamt) as well as local
trade and business associations, e.g. local Chambers of Industry and Commerce
(Industrie- und Handelskammer) or the Chambers of Skilled Crafts (Handwerkskammer).

Who is Considered to be Self-Employed?
Foreign business operators are considered to be self-employed if they are (e.g.):

e Sole traders (including freelance professions)

e Partnersina partnership

* Managing partners who are no employees of the company

* Managing directors or managerial employees with proxy or full power of attorney
who personally carry a business risk

The Settlement Permit
A residence permit for the purpose of self-employment is limited to a maximum of
three years.

If the investment project is successful (and success and subsistence appear to be secure
over the long term), after three years it is possible to apply for a settlement
permit (Niederlassungserlaubnis).

A settlement permit is unrestricted in time and place and automatically includes
the right to take up gainful employment.

Visa for Employees

The Residence Permit for the Purpose of Taking Up Employment

Employees who are from non-EU countries and who are employed in a new subsidiary
company in Germany require a residence permit for the purpose of taking up employ-
ment (Aufenthaltserlaubnis fir abhdngige Beschéaftigung) in Germany.

The residence permit for the purpose of taking up employment contains both: the permit
to stay and the permit to work in Germany. Foreign nationals do not have to apply sepa-
rately for a work permit. The residence permit for the purpose of taking up employment
contains a statement as to whether and to what extent work will be permitted.

As with a residence permit for self-employment, a residence permit is issued to employ-
ees for up to three years. As arule, the residence permit can be extended without any
problems. After five years a permanent settlement permit is issued in most cases.
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Regulations for Employees from EU Member States

Generally, citizens of the European Union (EU), the European Economic Area (EEA),
and Switzerland may enter, stay, and work in Germany without any visa. They only

have to register at the local registration office (Einwohnermeldeamt), e.g., if they change
their residence to Germany.

Approval from the Federal Employment Agency
(A residence permit for the purpose of taking up employment is issued by the local
German immigration office (Ausldnderbehérde)).

As arule, the residence permit is only issued for certain professional groups, e.g.

e Academics

e |T professionals

e Managerial employees

e Employees with specialist knowledge

and additionally, only if:

e |tis possible to demonstrate a specific offer of employment, and
e The Federal Employment Agency (Bundesagentur ftr Arbeit) has issued its approval.

The Federal Employment Agency issues its approval if no suitable German employee

or employees from other EU member states are available (so-called “priority check™)
and the foreign employees are hired at the same terms and conditions of employment as
comparable German employees (especially in terms of wages and working hours).

Federal Employment Agency: details on approval procedure
(information/hotline)
www.arbeitsagentur.de

There are important exceptions to these rulings.

1. Certain professional groups have a right to a residence permit without requiring the
approval of the Federal Employment Agency. These include, among others:

* Employed managing directors
* Managerial employees
e Scientific reserach personnel

2. The so called EU Blue Card (Blaue Karte EU) may be granted by the local immigration
office to certain highly qualified employees without or with only a limited approval of
the Federal Employment Agency.

3. The Federal Employment Agency issues its approval without any priority check inter
alia for internal specialists with company specific knowledge whose work is required
in the German subsidiary. Still, the foreign employee must be hired at the same terms
and conditions of employment as comparable German employees.
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4. Exceptions also apply to citizens from the following countries:

e Australia, New Zealand
e Japan, South Korea

e United States, Canada
° |srael

Nationals from these countries do not need to belong to a specific professional group in
order to obtain a corresponding residence permit. However, it might still be necessary to
obtain an approval including a priority check from the Federal Employment Agency.

0

Please note thatin any case a residence permitissued by the local immigration office
(Auslanderbehorde) must still be obtained.

EU Blue Card - Residence Permit for Highly Qualified Employees
The EU Blue Card allows qualified professionals with a university degree to be fast-
tracked into employment in Germany.

Non-EU citizens may apply for this special residence permit if they hold a German
university degree (or a proven comparable qualification) and provide proof of a job
contract with an annual gross salary of at least EUR 55,200 (2020). The employment must
also be appropriate to the professional’s qualifications. A FEA approval is not required.

The annual gross salary level is lower (EUR 43,056 in 2020) in professions with a parti-
cular skill shortage (e.g. medical doctors, science and engineering professionals as well
as information and communications technology professionals). Here, an approval of the
Federal Employment Agency is required.

Once a German EU Blue Card has been obtained, a permanent settlement permit can be
granted within 33 months — or after 21 months if the foreign citizen has attained a certain
German language skill level.

ICT Card
Germany facilitated long-term intra-corporate transfers of specific staff categories by
introducing the new “ICT Card.”

The ICT Card complements other existing relaxed measures for specific groups of
employees temporarily posted to Germany. The ICT card enables an intra-corporate
transfer from a sending entity outside of the EU to a host entity in Germany. Both entities
must be a part of the same company or company group.

Eligible employees are

e non-EU managers

* specialists

who have been employed in the sending unit for at least six uninterrupted months
immediately preceding the transfer.
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The duration of the transfer must exceed 90 days and last up to a maximum of three
years. Moreover, the work contract and, if necessary, the assignment letter e.g. need

to state details of the transfer and proof of the employee's professional qualification.
The ICT card requires a FEA approval. The ICT card has to be applied for at the German
embassy or consulate general abroad — this also applies for Australian, Canadian, Israeli,
Japanese, New Zealand, South Korean, and US nationals.

The short-term mobility of non-EU nationals in possession of an ICT card issued by
another EU state has been eased. Under specific conditions, this employee category
may be able to work at a German company (belonging to the same company or the

same group of companies) for up to 90 days within any 180-day period without a German
residence permit. A notification including specific evidence to the German Federal Office
for Migration and Refugees is required.

Visa for Partner and Children

Family members of foreign nationals may be granted permission to live in Germany
if the foreigner possesses a settlement permit or a residence permit and if sufficient
living space is available.

Spouses of foreign nationals can for instance claim a residence permit if the foreigner
possesses a settlement permit or a residence permit for the purpose of self-employ-
ment. Additionally, the marriage must have already existed at the time the foreigner
was granted the permit and the duration of the foreigner's stay is expected to exceed one
year. If the foreigner posseses a residence permit for the purpose of economic activity
(employed or self-employed), the spouse may take up work as well.

If these requirements are not met, it is still possible for a residence permit to be granted
on a discretionary basis. Children (under 18 years of age) of a foreigner can claim a
residence permit if both parents hold a residence permit or settlement permit, and if the
children relocate to Germany with their parents.
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NRW Foreign Branches

Foreign investments require thorough preparation by the companies involved. This is why
the state-owned economic development agency NRW.INVEST assists and advises foreign
investors long before they arrive in Germany. Besides two subsidiaries in the USA and
Japan, NRW.INVEST operates representative offices in China, India, Israel, Korea,
Poland, Russia, Turkey and the United Kingdom. Potential investors can therefore already
receive advice from location experts in their own country — ranging from economic data on
North Rhine- Westphalia, Germany and Europe through potential locations and spaces to
network contacts and information about possible promotion programs.

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Georg K. Loer

New Otani Garden Court 7F

4-1 Kioicho, Chiyoda-ku

Tokyo 102-0094, Japan

Phone: +81 352102300

E-Mail: contact@nrw.co.jp

WWW.NIW.CO.jp

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Aryan Zandieh

150 North Michigan Avenue, Suite 2940

Chicago, IL 60601, USA

Phone: +1 312 6297500

E-Mail: aryan@nrwinvestlic.com

www.nrwinvest.com

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Prof. Dr. Kai Buehler

2955 Campus Drive

San Mateo, CA 94403, USA

Phone: +1 310 439-8695

E-Mail: kai@nrwinvestllc.com

www.nrwinvest.com

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Xingliang Feng

Unit 1218, Landmark Tower 2

8 North Dongsanhuan Road, Chaoyang District

Beijing 100004, P.R. China

Phone: +86 10 65907066

E-Mail: office@nrwinvest-beijing.cn
www.nrwinvestchina.cn
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Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Jie Liang

No. 199 Kezhu Road, Guangzhou Science City

Guangzhou 510663, P.R. China

Phone: +86 20 32215613

E-Mail: office@nrwinvest-gz.cn

www.nrwinvestchina.cn

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Jun Xu

25/F Jiangsu International Trade Mansion

50, Zhong Hua Lu

Nanjing 210001, P.R. China

Phone: +86 2552270000

E-Mail: office@nrwinvest-nanjing.cn
www.nrwinvestchina.cn

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Huaizhen Huang

17A, Tomson Commercial Building

No. 710 Dongfang Road

Shanghai 200122, P.R. China

Phone: +86 21 50819362

E-Mail: office@nrwinvest-shanghai.cn
www.nrwinvestchina.cn

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)

Gong Chen

Room 618, Business & Innovation Centre for China-Europe Cooperation
1577 Tianfu Avenue

Chengdu 610094, P.R.China

Phone: +86 28 61286373

E-Mail: chengong@nrwinvest-sichuan.cn

www.nrwinvestchina.cn

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Golak C. Misra

Flat No.6 , Konark Court

11 Deccan College Road, Yerwada

Pune - 411006, India

Phone: +91 99 23206530

E-Mail: pune@nrwinvest.com

www.nrwinvest.com
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Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
c/0 German-lsraeli Chamber of

Industry & Commerce

Charme Rykower

Sharbat House, Kaufmann St. 4

68012 Tel Aviv, Israel

Phone: +972 3 680 6805

E-Mail: charme@ahkisrael.co.il

nrw@nrwinvest.com

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Soyeon Schroder-Kim

Korea Business Center RM 2010

309, Gangnam-daero, Seocho-gu

Seoul, 137-860, Korea

Phone: +82 2 34734670

E-Mail: nrw@nrw.or.kr

www.nrwinvest.com

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Katarzyna Sokofowska

c/0 AHK Polska

ul. Miodowa 14

00-246 Warsaw, Poland

Phone: +48 22 5310680

Fax: +48 22 5310600

E-Mail: sokolowska@nrwinvest.com

www.nrwinvest.com

Economic Development Agency

of the German State of North Rhine-Westphalia (NRW)
Ekaterina Karpushenkova

ul. Pjatnitskaja 18 Geb. 3

Moscow, 115035, Russia

Phone: +7 495-73013 45

E-Mail: karpushenkova@nrwinvest.com
www.nrwinvest.com
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Any entrepreneur who wishes to start a business in Germany may do so: there are
generally no restrictions limiting the establishment of new companies. Find out what

steps are required for establishing the new business in Germany: from choosing the
appropriate legal form for the business to entry in the trade register.

Company Forms

Different Company Forms

Anyone can establish a business in Germany - irrespective of nationality or place of
residence. There is no specific investment legislation in Germany, nor is a minimum
percentage of German shareholdings required for foreign entrepreneurs.

Choice of the Legal Form

Foreign investors can choose the most suitable legal company form as a corporation
or partnership or conduct business via a Germany-based branch office. Either way,
establishment procedures are straightforward with well-defined steps.

Decisive criteria for the choice of legal form are generally the intended function of the
shareholders, liability and terms of taxation.

The basic structure of all company forms is stipulated by law which provides for
predictability and legal certainty. The same legal conditions apply for foreign and local
entrepreneurs.

Corporations

QUICK FACTS: CORPORATIONS When choosing the legal form of the company, a corporation is usually the best option for
larger, established companies. There are four major forms of corporations under
German law:

e Limited Liability Company (GmbH)

e Limited Liability Entrepreneurial Company (“Mini GmbH")
e Stock Corporation (AG)

e Partnership Limited by Shares (KGaA)

MAIN CHARACTERISTICS A corporation is a legal entity, meaning that the holder of rights and obligations is not
the individual shareholder, but the company itself. The corporation itself concludes
contracts, holds assets and is liable for taxation.

Liability is limited to the corporation’s business assets, including share capital. A mini-
mum share capital is required, and the accounting obligations are more extensive than
those for other business legal forms (such as partnerships).

ESTABLISHMENT OF A A corporation can be established by any number of different partners. Compensating
CORPORATION the limited personal liability of the shareholder(s), corporations require a minimum
share capital. It can be contributed in cash or in kind (e.g. real estate or patents).
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The establishment must be specified in the articles of association and certified by a
notary. Additional establishment steps are necessary for certain forms of corporations.

The establishment procedure ends with registration in the commercial register
(Handelsregister). Only at this point in time does the corporation’s limitation of liability
become effective. The application for the registration of the company in the commercial
register has to be signed by the managing director(s) personally before a notary, who
certifies and files it with the responsible commercial register in electronic form. Prior to
the corporation starting business, the trade office (Gewerbe-/Ordnungsamt) must be
notified of the business activity in question.

Corporations are liable to corporate income tax, trade tax and solidarity surcharge.
The average tax burden is less then 30 percent. In some regions, due to a locally
variable rate of trade tax, it is under 23 percent.

MINIMUM MINIMUM

NUMBER OF SHARE ESTABLISHING
LEGAL/ESTABLISHMENT FORM PARTNERS CAPITAL LEGAL LIABILITY FORMALITIES
Limited Liability Liability limited to
Company (GmbH) One partner EUR 25,000 share capital Moderate
Limited Liability Entrepreneurial Liability limited to .
Company (“Mini GmbH") One partner EUR1.00 share capital Low-moderate
Stock Corporation Liability limited to L
(AG) One partner EUR 50,000 share capital Moderate-high

Two partners: General partner:
Partnership ene?al art—' personal unlimited
Limited by Share %er and ﬁmited EUR 50,000 | liability Moderate-high
(KGaA) shareholder Limited shareholder:

limited share liability

Limited Liability Company (GmbH)
The German limited liability company (Gesellschaft mit beschrankter Haftung, GmbH)
is the most widely used legal form for corporations. It combines high flexibility with
relatively few obligations. A GmbH is liable to corporate income tax, solidarity surcharge

and trade tax.

The minimum share capital required to establish a GmbH is EUR 25,000 (this can also be
made up of contributions in kind). At the time of registration, at least half of the
minimum capital (i.e. EUR 12,500) must be actually and verifiably contributed on a bank

account.

The formation procedure of a GmbH is fairly uncomplicated, as it is established by the

founding shareholder(s) executing a deed of formation and articles of association in the
presence of a notary.

For uncomplicated standardized formations of a GmbH model articles of association
(for set-ups by cash subscription with a maximum of three shareholders and one
managing director) are provided. These articles must still be notarized, but for a reduced fee.

In addition, sample deeds are also provided by the chambers of industry and commerce
(Industrie- und Handelskammer, IHK).
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Ideally, the time period required for the formation of a GmbH is two to three weeks.
The estimated total costs for the formation of a standard GmbH are approximately
EUR 700 to EUR 800 plus fees for legal counsel if a lawyer is employed to draw up the
articles of association. The German Bar Association provides a register of German lawyers.

German Bar Association (Deutscher Anwaltverein)
http:/anwaltverein.de

A GmbH is managed and legally represented by its managing directors. There must be
at least one managing director (who does not have to be a shareholder or a German
resident). By issuing binding instructions or directions to the managing directors, the
shareholders may exercise direct influence on the management of the GmbH.

In order to be valid, the GmbH must be entered into the commercial register (Handels-
register). All managing directors (Geschéftsfiihrer) must sign the commercial register
application in person in the presence of a notary.

Once registered in the commercial register, the GmbH becomes a legal entity. The GmbH
must then be registered at the local trade office (Gewerbe-/Ordnungsamt).

Limited Liability Entrepreneurial Company (“Mini GmbH")

The Mini GmbH (Unternehmergesellschaft UG, haftungsbeschrénkt) is not a separate
legal form of company, but a GmbH which has a minimum capital of less than EUR 25,000
and where cash subscription is required. This means that it is possible to setup a
company with limited liability in Germany with capital of only EUR 1.00.

In order to compensate the initial absence of capital the company has to retain a quarter
of its annual profit until it has accumulated the minimum shareholder capital of an
ordinary GmbH (which is EUR 25,000). The accumulated capital can then be converted
into share capital and the Mini GmbH altered into a standard GmbH.

For uncomplicated standardized formation of a Mini GmbH model articles are provided.
These articles must still be notarized, but for a reduced fee. Thus, establishment costs
for a Mini GmbH are reduced to a total of around EUR 300.

Except for the abovementioned specific provisions the Mini GmbH - by terms of
law - is generally subject to the same duties and rights as the standard GmbH.

Stock Corporation (AG)

A stock corporation (Aktiengesellschaft, AG) generally enjoys a high market reputation
among business partners. However, the founding formalities and costs of an AG are
relatively high, and the AG is subject to extensive organizational obligations in day-to-day
business. The AG is liable to corporate income tax, solidarity surcharge and trade tax.
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In principle, an AG can be established by any individual. Generally speaking, there are
only two founding obligations to be observed. First, an AG must have a minimum share
capital of EUR 50,000 (which must be fully subscribed by the founding shareholders)
and articles of association need to be certified by a notary. Legal consultation is advis-
able for drawing up the articles of association. The German Bar Association (Deutscher
Anwaltverein e.V.) provides a register of German lawyers.

German Bar Association (Deutscher Anwaltverein)
http:/anwaltverein.de

The founding shareholders appoint the first auditor (Abschlussprtifer) and supervisory
board (Aufsichtsrat), which in turn appoints the first management board (Vorstand).
The appointment of the first auditor and supervisory board must be notarized.

The founding shareholders must also prepare a formation report with the relevant details
of the establishment of the AG. This report has to be scrutinized by the boards.

The AG is managed by its management board. Neither supervisory board nor shareholders
can exercise direct influence on the management board.

The AG comes into existence upon registration in the commercial register (Handelsregister).
The application must be signed by the founding shareholders, the members of the super-
visory board, and the management board before a notary. In addition, an AG must be
registered with the local trade office (Gewerbe-/Ordnungsamt).

Partnership Limited by Shares (KGaA)

The partnership limited by shares (Kommanditgesellschaft auf Aktien, KGaA) com-
bines the structures of a stock corporation (AG) and a limited partnership (Kommandit-
gesellschaft). It connects the entrepreneurial commitment and personal standing

of the individually liable shareholders (general partners) with the function of the AG

as a public company and source of capital. The KGaA can be described as a stock
corporation having individually liable shareholders (general partners) instead of a
management board.

The KGaA is not a frequently used legal form in Germany. It is liable to corporate income
tax, solidarity surcharge and trade tax.

The KGaA can have an unlimited number of capital investors (limited shareholders),
whose liability is limited once they have paid their subscribed capital contribution.

The minimum share capital of a KGaA is (in total) EUR 50,000. The limited shareholders
have more or less the same legal rights as shareholders in an AG. At least one partner
of the KGaA, the general partner, has to be liable for debts and liabilities of the KGaA
without limitation.

The KGaA must be entered into the commercial register and registered with the local
trade office.
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Partnerships

The main feature of a partnership is the personal commitment of the partners to

their working efforts to the partnership. Any partnership requires at least two partners.
There are four major forms of partnerships in Germany.

e Civil Law Partnership (GbR)

e General Commercial Partnership (0HG)
e Limited Partnership (KG)

e GmbH & Co. KG

Their main difference lies in the liability of their partners and required registration
obligations.

A partnership company (Partnergesellschaft or PartG) is a form of partnership specifically
designed for the joint exercising of professional freelance activities, such as architects.
This company form is not further explained on the following pages. Please contact us if
you have questions concerning the establishment of a partnership company.

In contrast to corporations, partnerships are not independent legal entities but associ-
ations of people. In partnerships, the individual partners responsible for the liabilites of
the company (including private assets) act for the company. Limitations of liability for
individual partners are only possible to a limited extent.

No minimum share capital is required, and the accounting obligations and publication
requirements are less extensive than those for corporations.

Establishing a partnership is easy and can be completed in just a few steps. At least two
partners are required to establish a company. A minimum share capital does not have to
be raised. The management of the company can only be carried out by partners.

Depending on the type of partnership, entry in the commercial register (Handelsregister)
is required. The application is signed by all partners and must be filed by a German
notary in certified and electronic form with the commercial register. If a business activity
is carried out by the partnership, the trade office (Gewerbe-/Ordnungsamt) must accord-
ingly be notified.

The partnership itself is not taxed (as is the case with corporations), but the individual
partners. The taxable profit is determined at the level of the company and allocated to the
partners according to their shares. The partnership itself is only subject to trade tax.

The different kinds of partnerships differ primarily in terms of the contingent liabilities
of the partners and the necessary registration obligations.

The average tax burden on companies is less than 30 percent. In some regions of
Germany, due to a locally variable rate of trade tax, it is under 23 percent. The tax rate to
which a partner of a partnership is subject can be optionally adjusted to the tax rate of
corporations.
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LEGAL/ESTABLISH- MINIMUM NUMBER MINIMUM ESTABLISHING
MENT FORM OF PARTNERS SHARE CAPITAL LEGAL LIABILITY FORMALITIES
CivilLaw Two partners Not required Personal Very low

Partnership (GbR)

unlimited liability

General Commercial
Partnership (oHG)

Two partners

Not required

Personal
unlimited liability

Low-moderate

Limited
Partnership (KG)

Two partners: gene-
ral partner and limi-
ted partner

Not required

General partner:
personal unlimi-
ted liability
Limited partner:
limited share
liability

Low-moderate

GmbH & Co. KG

Two partners:
general partner
(GmbH) and limited
partner (the general
partner is typically

Not required

General partner
(GmbH): personal
unlimited liability
Limited Partner:
limited share

Moderate-high

the limited partner

of the KG) liability

Civil Law Partnership (GbR)

A civil law partnership (Gesellschaft birgerlichen Rechts, GbR) is defined as an association
of individuals or enterprises united in the achievement of a joint contractual purpose.
Itis suitable for start-ups launching a business idea in cooperation with others.

Formation of a GbR is fairly uncomplicated. At least two partners must agree on the
establishment of the GbR and conclude a partnership agreement. A written partnership
agreement is recommended, but is not compulsory. The partners are jointly liable with
their private assets for debts incurred by the company. If the GbR conducts trade in the
form of a small trade business, it has to register with the local trade office. It must not be
entered into the commercial register.

A GbRis only allowed to conduct “small trade business.” As soon as it exceeds certain thresholds
of annual turnover, capital resources and total number of employees or uses commercial
accounting, the company is deemed to be a commercial business and must be entered in the
commercial register upon which it automatically becomes a general commercial partnership
(Offene Handelsgesellschaft, oHG).

General Commercial Partnership (oHG)

The general commercial partnership (Offene Handelsgesellschaft, oHG) is the classic partnership
form for small and medium-sized enterprises (SMESs). Its structure corresponds to the civil
partnership (GbR). Every GbR that runs a commercial enterprise (a business enterprise of a type
or size requiring business operations to be set up in a commercial manner) automatically
qualifies as an oHG. Accounting regulations for an oHG are stricter than those for a GbR.

In order to establish an oHG, two or more partners must conclude a partnership agreement.
Itis advisable for the partnership agreement to be made in writing. All partners are jointly and
severally liable for the oHG's debts and liabilities.

The oHG must be entered in the commercial register and registered with the local trade office.
The application to the commercial register must be made by all partners and be certified and
filed by a notary. The total expenses for registration vary, but generally a cost of approximately
EUR 400 can be expected.
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Limited Partnership (KG)

The limited partnership (Kommanditgesellschaft, KG) is a legal form related to the oHG,
but with the option of limiting the liability of some of the partners. This legal form is suitable
for medium-sized enterprises (SMEs) seeking additional start-up capital but wishing to
limit individual responsibility.

At least one partner, the general partner (Komplementér), is personally liable without
limitation. The liability of the limited partners (Kommanditisten) is limited to their
respective share of the partnership capital. A KG offers greater flexibility compared to
other forms of partnerships as the capital base can be increased by including additional
limited partners.

A KG is established when a partnership agreement between two or more partners
(including at least one limited and one unlimited partner) is concluded. It is advisable for
the partnership agreement to be made in writing. The liability of the limited partner will
only become limited once the registration of the KG and the subscribed partnership
contribution has been entered in the commercial register (which is obligatory).

The application to the commercial register must be made by all partners and be certified
and filed by a notary. The total costs for registration vary, but EUR 400 can be used as a
general guideline. A KG must then be registered with the local trade office.

GmbH & Co. KG

The GmbH & Co.KG is a limited partnership (KG) in which the general partner (Komple-
mentar) is a limited liability company (GmbH). The GmbH is fully liable for the GmbH &
Co. KG's debts and liabilities. The liability of the limited partners (Kommanditisten) is
limited to their respective share of the partnership capital.

This hybrid form is suitable for entrepreneurs wishing to limit their liability while
enjoying the flexibility of a non-incorporated business. Because of its flexibility, the legal
form GmbH & Co. KG is especially appropriate for medium-sized businesses and family
companies.

The GmbH & Co.KG is established through conclusion of a partnership agreement between
the general partner and the limited partners (advisably in writing). Typically, the share-
holders of the general partner (GmbH) are identical to the limited partners of the KG.

In line with the registration formalities of the KG, the GmbH & Co KG must be entered
in the commercial register and registered with the local trade office. The liability of the
limited partner will become limited once the KG and the subscribed partnership contri-
bution are registered in the commercial register.

The application to the commercial register must be made by all partners and be certified
and submitted by a notary. The total costs for registration vary, but EUR 400 can be
used as a guideline value.
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Branch Offices

Any foreign company with a head office and registered business operations outside of
Germany can establish a German branch office. A branch office is a suitable business
form for a foreign company wanting to establish a presence in Germany for the purpose
of initiating business and maintaining contacts with business partners.

In Germany, there are two kinds of branch establishments which primarily
differ due to the degree of the independence from the head office company.

e Autonomous Branch Office
e Dependent Branch Office

A branch office has no independent or separate legal personality distinct from the head
office itself. In legal and organizational terms, it is part of the head office business and is
thus subject to the law governing the head office. In this context, the foreign head office
company is fully liable to the extent of its own assets for any claims creditors might
assert against the branch office. Any obligations or debts incurred by the branch office are
also legal responsibility of the foreign company.

A branch office is subject to taxation in Germany if it is considered as a permanent esta-
blishment according to the applicable double taxation agreement (DTA). An autonomous
branch office is generally regarded as a permanent establishment, whereas a dependant
branch office is only ever considered a permanent establishment under certain conditions.

A German permanent establishment of a foreign corporation is taxed in Germany
according to German taxation rules for corporations (corporate income tax, solidarity
surcharge and municipal trade tax).

NUMBER OF
LEGAL/ESTABLISHMENT LEGAL MINIMUM PERSONS ESTABLISHING
FORM LIABILITY CAPITAL REQUIRED FORMALITIES
Autonomous Branch Office Subject to the Minimum one
(Selbstéandige Zweigniederlas- head office legal | None required Moderate
sung) company form person
Dependent Branch Office Subject to the Minimum one
(Unselbstandige Zweignieder- head office legal | None required Very low
lassung) company form person

Autonomous Branch Office

The autonomous branch office (selbstédndige Zweigniederlassung) fulfills tasks that
exceed mere implementation and support-related tasks. It is dependent upon the head
office company at the internal level but engages in business activities independently.
However, the foreign head office company is liable for the business transactions

concluded by the branch.

At the organizational level, autonomous branch offices are to a certain extent
independent from the parent company and usually have the following attributes:

e Management with freedom to act according to their own judgement
(i.e. with full power of attorney and power to contract)

e Own capital resources and bank account

e Separate accounting
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An autonomous branch office can use its own name affix (for example: XY Ltd., branch
office, Dusseldorf).

Foreign companies can set up an autonomous branch office in Germany if they are
entered in a foreign commercial register (or a comparable directory).

The decision to establish a branch office must be made by the managing directors
of the head office. The autonomous branch office must be entered in the commercial
register and registered with the local trade office.

The application for registration in the commercial register must include detailed infor-
mation on the foreign company and generally be accompanied by a notarized copy of an
excerpt of the commercial register showing the existence of the foreign company and
the power of representation of the managing director(s) and the management board
as well as from memorandum and articles of association. All documents should be in
German certified translation and the notary’s certificate must be authenticated.

Due to the harmonized EC Law, the documentation effort for European companies

is fairly modest. For non-European companies it can be extensive, the exact details
depending on the foreign company'’s residence. The application must be certified and
submitted by a notary.

The autonomous branch office must be registered in the trade office before business oper-
ations are started. A business license or permit is generally not necessary for registering
the business. Only for some business sectors, a permit or authorization may be required.
Trade office registration must be submitted on commencement of business at the latest.

Dependent Branch Office

A dependent branch office (unselbstéandige Zweigniederlassung) is a subordinate
department of the head office company and does not have any autonomy from it.
It focuses on maintaining contacts and initiating business in Germany.

The dependent branch office is not able to independently participate in the general
business transactions of the head office. It performs support and implementation-related
tasks without having any individual business discretion and is entirely dependent on the
head office.

Invoices have to be made out in the name of the head office company. An individual
company name cannot be used.

As a dependent branch office displays no autonomy vis-a-vis the head office of the
company, it is not entered in the commercial register. The only formal requirement
for a dependent branch office is registration with the local trade office, for which
certain documentation on the foreign company is also necessary.

Other Forms

Offices that purely serve to observe the market and pave the way for initial customer
contacts are often described as “representative offices.” However, this term does not
exist in German commercial law.
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Once an office is used by a foreign company for commercial activities (thus forming part
of the foreign company organization), it generally must be registered at least as

a dependent branch office in Germany. This is typically the case if the foreign company
has a permanent representative who conducts the commercial activities of the company
in a sustained manner and, in doing so, is subject to its instruction.

An office managed by a self-employed third party (e.g. a commercial agent authorized
by the company) might be considered a case in which no independent business activity
is conducted on behalf of the foreign company. In this case, registration of the foreign
company with the local trade office is generally not required. Decisive here is the actual
level of independence of the agent and their freedom to act without instruction from the
company.

Business Registration

Entry in the Commercial Register

In the establishment phase of a company - and prior to assumption of commercial
activities - a company only has to be registered in the public commercial register
(Handelsregister) and the local trade office (Gewerbe-/Ordnungsamt). The registration
creates transparency and also offers companies the highest level of security

in their day-to-day business activities.

The commercial register (Handelsregister) provides information about all relevant
relationships between merchants and commercial companies. The information is
public and can be viewed by other companies.

The commercial register contains information about:

e The company of the business

* The name of the partner(s) and/or the personally liable partner(s)
* The managing director or the executive of corporations

e The capital stock of companies

e Liability limitations of partners

e Theissuing and revoking of the power of attorney

e The opening of insolvency proceedings

e Thedissolving and ending of a company

Companies required to register are those which carry out a commercial business oper-
ation. This is determined by criteria such as the use of commercial accounting, annual
turnover, capital resources and total number of employees. As a rule, all status relevant
actions of companies are subject to registration.

Small businesses, civil partnerships (GbRs), freelancers and dependent branch offices do
not have to be registered in the commercial register.

The application for registration in the commercial register is electronically filed
in publicly certified form by a notary to the responsible commercial register.
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As arule, with types of company in which the entry in the commercial register is part of
the act of establishment, the possible limitation of liability of the parnter(s) is only effec-
tive subsequent to the time of the entry in the commercial register. If business is carried
out prior to this point in time, partners can be liable for any losses of the company with
their private assets (especially the case with corporations).

The total cost of entry in the commercial register varies depending on the type of company.
Costsincurred are made up of costs of the notarial certification and the fees charged by the
district court for entry and publication in the Federal Gazette (Bundesanzeiger).

The cost for registration and publication in the commercial register for a partnership
is currently EUR 250 minimum. For a GmbH, this amount is at least EUR 400, and for
an AG at least EUR 500. Additional costs are incurred through the use of a notary.

The costs and fees are not levied on an arbitrary basis but are regulated by law. They
largely depend on the number of partners and the share capital. Further costs can be
incurred by the provision of additional legal advice.

The Federal Chamber of German Civil Law Notaries (Bundesnotarkammer) provides
information about the exact composition and level of notary costs on its internet site.
Here, companies can also find a German notary.

Federal Chamber of German Civil Law Notaries (Bundesnotarkammer)
www.bnotk.de

The commercial register is managed by the district court where it is open to public
view at no cost. In addition to this, the register can also be consulted online through the
common register portal of the German federal states (Gemeinsames Registerportal der
Lander).

Common Register Portal of the German Federal States
www.handelsregister.

Some of the company data which is stored in the commercial register is also available
electronically through the commercial register of the Federal Gazette (Bundesanzeiger).

Company Register
www.unternehmensregister.de

Trade Office Registration

Before starting their business operations, every business operator must inform the
trades (or regulatory) office (Gewerbe-/Ordnungsamt) of the town or local district in
which the business operation is located. This applies to every company regardless
of its company form (except freelance professionals).
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A business license or permit is not necessary for registering the business in the
majority of cases. In some sectors, a permit or authorization might be required
(e.g. pharmacies, property developers, estate agents, brokers, security firms,
pubs and hotels or banks).

The registration of a business activity that does not require a license or permit costs
between EUR 20 and EUR 40. Additional costs apply for companies that require a
business license. Costs are depending on the sector the business is operating in. For
the independent, non-industrial operation of certain trades (e.g. bakers, carpenters or
precision makers) entry in the Register of Craftsmen (Handwerksrolle) is also required.
The trades that are affected are listed in the Crafts and Trades Regulation Code
(Handwerksordnung) where they can be consulted.

The trade office automatically sends a copy of the business registration to the responsible
tax office (Finanzamt). This then sends a registration form to the company for tax regis-
tration purposes. In addition to this, it also sends the registration to the other relevant
institutions such as the respective Employer's Liability Insurance Association (Beruf-
sgenossenschaft), the corresponding Chamber of Industry and Commerce (IHK) and,

if required, the Chamber of Crafts (Handwerkskammer).

Chambers of Industry and Commerce (IHKs) and Chambers of Crafts

In Germany, the Chambers of Industry and Commerce (IHKs) and the Chambers of
Crafts (Handwerkskammern) function as the local interest groups of business operators
in a specific region. At the same time the chambers realize more than just the general
functions of professional associations for their members. They also:

e Carry out active lobbying work by representing the interests of the company
towards municipalities, state, and federal government;

e Organize vocational training by defining the framework requirements and
approving interim and final examinations;

e Draw up certificates concerning, for example, admissible company names.

In addition to this, the IHKs also provide information about the local economic frame-
work conditions in a region and provide foreign companies with business contacts to
possible regional partners. All IHK members are also able to draw on the comprehensive
advice and services of the responsible chamber. The chambers are generally the first
point of contact in the event of day-to-day business problems.

Membership of the IHK or Chamber of Crafts is obligatory and occurs automatically
on registration in the trade office without requiring special registration. The costs of
membership of the chamber depend on turnover of the respective company.

The umbrella association of the German Chamber of Industry and Commerce, the DIHK
(Deutscher Industrie- und Handelskammertag), offers an overview of all of the regionally
responsible chambers on its website.

The German Chambers of Industry and Commerce IHK Finder
www.dihk.de
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Transfering Assets

Capital

Capital can be moved in and out of Germany without any restrictions. However, amounts
over EUR 12,500, or equivalent payments with valuables, must be reported to the German
Central Bank (Bundesbank). These reports are for statistical purposes only. Forms can
be obtained from the Bundesbank.

Reporting obligations for money transfers from abroad depend on the place of
residence of the recipient/addresser: nationality is irrelevant. A person or company
with a place of residence or business in Germany must report incoming and outgoing
payments from abroad for all transactions over EUR 12,500. Alternately, an investor
with a place of residence abroad does not have to register a capital transfer to an
account in Germany (even if the investor is the account holder).

Payments for the import or export of goods and details in connection with the granting,
taking out, or repayment of loans with an originally agreed term of less than twelve
months do not have to be reported. For statistical purposes, every person living in
Germany and every company located there must also inform the Bundesbank of the
ownership of securities or deposit accounts abroad.

Receivables or liabilities from companies (for example, banks) or private individuals
abroad must be reported to the Bundesbank if they amount to more than EUR 5 million
or equivalent.

For bank account deposits of more than EUR 15,000 cash, banks are required to check
the identity of the depositor in order to prevent money laundering.

Goods and Machinery

Goods and machinery can circulate freely within the EU. Customs, import turnover tax
(Einfuhrumsatzsteuer), and in some cases, special excise taxes are charged for imports
to Germany from non-EU states. The customs payable can be determined online using
the TARIC (Integrated Tariff of the European Communities) system. Customs are not
charged on investment goods if business operations have been transferred in full to
Germany. For more information, please refer to the section on customs in chapter four.

TARIC-System (Integrated Tariff of the European Communities)
http://ec.europa.eu

Household objects can also be imported into Germany freely if the owner moves
place of residence from abroad to Germany. A customs exemption of this kind must
be applied for in writing beforehand.
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Germany offers numerous incentives for foreign investors. There is a variety of
programs available, designed to fit the needs of economic activities at different

stages of the investment process. Support ranges from cash incentives to labor-
related and R&D incentives. Find out how your investment project can benefit
from public funding.

Incentives at a Glance

Incentives Programs in Germany

Incentives programs in Germany are available through different public funding
instruments and for different funding purposes. One of the most important funding
programm is the so-called “RWP - Regionales Wirtschaftsférderungsprogramm”
which offers grants for the creation of long-term jobs in special promotion areas in
Germany as well as North Rhine-Westphalia (page ...)

The following sections outline the most common as well as attractive incentives
programs and their application fields in Germany.

- Grants for R&D

- Support for hiring personnel
- Public equity capital

- Public guarantees

- Low-interest loans

The different incentives instruments can be combined.

Determining Eligibility

Each incentives program defines industries as well as forms of investments (e.g. green-
field projects or expansions) eligible for funding. Foreign investors are subject to exactly
the same conditions available to German investors.

Each program has a set of criteria (such as company size, planned investment project
location, etc.) which determine individual investment project incentive levels.

EU Criteria Determining Company Size

Company size is generally determined according to an EU-wide classification system in
which companies are categorized as being small, medium-sized or large according to
their employee numbers, annual turnover and/or annual balance sheet total.

The size of a company is an important criteria to determine the possible incentives level
a company may receive. Most incentives programs offer the highest incentives rates to
small and medium-sized enterprises (SMEs). Some programs may even specifically
target SMEs (this is very often the case with R&D programs).
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STAFF ANNUAL ANNUAL BALANCE
ENTERPRISE CATEGORY HEADCOUNT TURNOVER SHEET TOTAL
Small Enterprise (SE) <50 < EUR 10 million or < EUR 10 million
Medium-Sized Enterprise (ME) <250 < EUR 50 million or < EUR 43 million
Large Enterprise (LE) =250 >EUR 50 million or > EUR 43 million

The criterion concerning the headcount is compulsory. In addition, either of the annual
turnover or the balance sheet criteria must also apply. Please refer to the explanation of
the European Commission for more information.

SME Definition of the European Commission
http://ec.europa.eu

Regional Economic Development Program North Rhine-Westphalia

North Rhine-Westphalia offers for the creation and securing of long-term jobs and
training positions in the structurally weak regions of the state the Regional Economic
Development Program (RWP).

Who receives support?

* Commercial enterprises in special promotion areas of the state. The promotion areas
are defined as C- (GRW-program) or D-areas; please refer to the map on the next
page.

What is supported?
* Investments which secure or create jobs and have an investment volume of at least
150.000€

What form does this support take?
e Supportis granted in the form of non-repayable subsidies.

How much support is provided?
e InC-areas:

- small enterprises (less than 50 employees and with annual sales or annual balance
of max. 10 million €) can enjoy subsidies of up to 25 % if they create at least 3 new
jobs.

- medium-sized enterprises (less than 250 employees; annual sales max. 50 million €
or annual balance of max. 43 million €) can enjoy subsidies of up to 15 %, also
provided they create at least 3 new jobs.

- large enterprises can receive up to 10 %, but only up to a maximum of 7.5 million €,
provided they create at least 30 new jobs.

e InD-areas:

- small enterprises can enjoy up to 20 %

- medium-sized enterprises 10 % and

- large enterprises, but only up to a maximum of 200,000 €, also 10 %.

- percentages may be raised by 5 % under certain conditions for small and
medium-sized companies!
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Example RWP calculation:
A medium sized company invests 20 million € and creates 55 jobs. According to
NRW-provisions, the calculation equivalent of each job is 250,000 €.

55 jobs x 250,000 € =13,750,000 €. This is the base value for the calculation,
as the investment volume in this case exceeds this amount.

As the company will invest at a location in a C-area, 15 % can be applied
=2,062,500 € incentive amount.

In case the same company would invest in a D-area, the incentive amount would be
1,375,000 €, as in D-areas only 10 % of the eligible amount can be disbursed.

C- AND D-SUBSIDY-AREAS IN
NORTH RHINE-WESTPHALIA SINCE 2014

District of
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District of
Steinfurt

District of
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Goesteld District of
District of Gutersloh
Warendorf
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Paderborn

District of
Soest

Ennepe
e Ruhr-Kreis
District of District of
Viersen Mettmann
Dusseldorf Markischer
Kreis
heid
Rhein-Kreis

Neuss jistri
7 District

Hochsauerlandkreis

kusen Gl
Rheinisch- operpergischer
District Cologne Eer_gnscher Kreis
i reis istri
of Diren o in-Erft I;Il:tg:or:‘t_ of
B Wittgenstein
Rhein-Sieg-Kreis
Bonn
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Euskirchen

Subsidy areas of the joint
Federal government scheme
for improving regional
economic structures

M C-areas
M D-areas
areas without RWP support
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Applications have to be submitted to NRW.BANK before the start of investment.

NRW.BANK

Advice Center Rhineland

KavalleriestraBe 22, 40213 Dusseldorf, Germany
Phone: +49 211917414800

E-Mail: info@nrwbank.de

Branch Office of NRW.BANK in Miinster
Advice Center Westphalia

FriedrichstraBe 1, 48145 Munster, Germany
Phone: +49 2519174010

E-Mail: info@nrwbank.de
www.nrwbank.de

NRW.INVEST can accompany the application und procedure.

NRW.INVEST GmbH

Economic Development Agency

of the German State of North Rhine-Westphalia
Volklinger Str. 4, 40219 Dusseldorf, Germany
Phone: +49 21113000-0

Fax: +49 21113000-154

E-Mail: nrw@nrwinvest.com

NRW.BANK Development Programs

NRW.BANK offers a wide range of financial support for existing companies,
business start-ups and to ensure company survival: investment grants,
subordinateed loans, venture capital and releases form liabitlity.

40
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Grants for R&D

Different Types of R&D Incentives

R&D projects can count on numerous forms of financial support. There are many
programs allocating R&D grants, interest-reduced loans, and special partnership
programs. Financing is provided by the European Union (EU), the German government,
and the individual German states.

e R&D Grantsin Germany
e EUR&D Grants

Research and development (R&D) is considered to be among the most important areas
for the development of the German economy. Industry and the public sector have made
a commitment to spend around three percent of national GDP per year on R&D activities.
This amounts to approximately EUR 70 billion R&D spending each year.

R&D incentives programs generally provide money for R&D project personnel expenditure.
Other costs for instruments and equipment may also be eligible if they can be clearly
assigned to the relevant R&D project (if such instruments and equipment are used
beyond the lifetime of the R&D project, only the depreciation costs for the duration of the
R&D project are considered eligible).

How to Profit from Public R&D Spending

To participate in R&D funding programs, companies must define an R&D project with
clear objectives and a fixed time line. The project application should highlight the innovative
character of the project and the technological risks involved.

An application for R&D funding also has to set out a commercialization plan, detailing
how research results will be transformed into products, processes or services which
generate additional turnover and/or employment in the region where the R&D project
is located.

The total amount of incentives a project may receive depends on the size of the company
(small, medium-sized, or large), whether the project is conducted in cooperation with
other companies or research institutes, and the research category of the project.

The research category expresses the scope of the intended project.

Research Categories
There are three basic research categories:

e fundamental research (experimental or theoretical work aimed at gaining
new knowledge)

e industrial research (research with a specific practical objective aimed at
improving existing products, processes, or services)

e experimental development (research aimed at producing drafts, plans,
and prototypes)
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R&D Grants in Germany
All research programs financed by the German federal government have been
concentrated within the federal High-Tech Strategy.

The High-Tech Strategy defines specific lead markets and priorities as well as key
technologies with a high dependency on ongoing high-tech research and development -
each of these consists of a number of different R&D programs.

Germany's High-Tech Strategy
www.hightech-strategie.de

Approximately EUR 5 billion annually is reserved for R&D projects in the form of
non-repayable project grants. Grant rates can reach up to 50 percent of eligible project
costs. Higher rates may be possible for SMEs. Cooperation between project partners,
especially between enterprises and research institutions, is usually required.

The federal government periodically calls for R&D project proposals for specific research
topics followed by a competition of best project ideas. Germany Trade & Invest's incentives
experts regularly update and define the specific support possibilities for R&D projects in
the scope of the High-Tech Strategy.

A specific funding scheme called , KMU-innovativ® focuses on the participation of small
and medium-sized companies (SMEs) within the High-Tech Strategy technology focus.
Funding applications within the framework of the ,KMU-innovativ" scheme are possible
on an ongoing basis and are not connected to a specific research topic.

KMU-innovativ
www.bmbf.de

In addition, a number of national programs without a specific technological focus also
exist. The Central Innovation Program for SMEs (Zentrales Innovationsprogramm Mittel-
stand, ZIM) is the most important one. Application for incentives under these programs
is possible at all times and without any prior calls for proposals or application deadlines.

Central Innovation Programm for SMEs (ZIM)
www.zim-bmwi.de

In addition to programs run by the federal government, each German state has R&D
grant programs - generally targeted at SMEs - in place. Some states put particular
focus on specific industry clusters but programs without specific technological focus
also exist. Cooperation between project partners is not always necessary.

For instance, the North Rhine-Westhalian program ,progress.nrw - program sector
innovation® offers grants for the industrial research and development in the energy sector.
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EU R&D Grants

The European Union (EU) offers support to R&D projects in the current 2014 - 2020
funding period in form of its ,Framework Programme for Research and Innovation,
Horizon 2020." With a budget of more than EUR 77 billion Horizon 2020 is the world's
largest funding program for research and innovation.

Horizon 2020 support is usually provided to R&D projects operating on a transnational
level with at least three project partners from different European countries. Support

is allocated in the form of grants covering 100 % of R&D project expenditures

(70 % of innovation project expenditures) plus a 25 % flat rate for indirect project costs.

Horizon 2020 - EU Framework Programme for Research and Innovation
www.ec.europa.

Applications are submitted in the form of a proposal by all transnational project
partners (so-called “Consortium™). The EU usually issues calls for proposals announcing
the research area, eligibility guidelines, and the available budget. Calls for proposals

are published on the Horizon 2020 Participant Portal. Project proposals (= program
applications) must be submitted via this portal.

Horizon 2020 - Participant Portal (Funding Tenders Portal)
www.ec.europa.eu

Support for Hiring Personnel

Four Main Groups of Labor-Related Incentive Programs

Labor-related incentives play a significant role in reducing the operational costs
incurred by new businesses. Germany's Federal Employment Agency (Bundesagentur
fur Arbeit) and the German states offer a range of labor-related incentives programs
designed to fit the different company needs when building a workforce.

The range of programs offered can be classified into four main groups: programs focusing

e onrecruitment support,
e training support,

* wage subsidies,

e and on-the-job training.

Phases of staff Search Selection of Employment Employee
recrultment for staff candidates of candidates trainings

Obportunities Support by Federal Grants for Wage subsidies Takeover
pp Employement staff training for hiring from the for costs for
for support o

Agency programms unemployed training
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Labor-related incentives are available throughout Germany; independent of factors
such as company size, industry sector, or investment project location. Programs can
be carried out and adjusted by local authorities according to investor needs - usually
in close cooperation with the investor.

Matching Personnel: Recruitment Support

With over 800 local job centers located throughout Germany, the Federal Employment
Agency assists companies in finding new employees. Regardless of the qualification or
experience level required, the job centers offer highly competent and professional
services as well as market expertise to help identify prospective employees in all sectors.

Assistance provided covers everything from job vacancy advertising and preselection
of candidates (i.e. assessment centers) to the provision of facilities for holding job
interviews. Because the job centers are governmental institutions, all services are
provided entirely free of charge.

Enhancing Qualification Measures: Training Support

Prospective employees often need to participate in appropriate training measures
before operating machinery and technical equipment. Such measures can be organized
and administered by external specialist institutions. In general, the costs for training
programs of this nature can be covered by up to 100 percent by regional program
managing authorities.

Supporting Integration: Wage Subsidies

Wage subsidies aim at helping job seekers experiencing difficulties securing work
(e.g. as aresult of long-term unemployment). Employers can be granted a direct cash
payment paid as a proportion of the employee’s wage. Grants can account for up to 50
percent of wage costs including social benefits. They may be granted for a period of up
to twelve months. When hiring long-term unemployed people who have disabilities or
who are older, wage subsidies can be raised to a maximum 70 percent of wage costs
paid for a period of up to 96 months.

Wage subsidies are generally allocated if investors provide long-term employment
contracts. Note that wage subsidy applications should be made in advance of the
work contract being signed.

Advancing Professional Development: On-The-Job-Training

The German states and the European Social Fund (ESF) offer a variety of on-the-

job training programs. Companies can be supported with subsidies covering up to
50 percent of all training costs. Authorization by the European Union (EU) is required
if the amount awarded to a single company exceeds EUR 2 million.

Public Equity Capital

Start-ups and technology companies are often financed by a high degree of equity
capital. However, equity capital also represents an efficient method of business activity
financing for companies from the classical industry sectors. In Germany, equity capital
from public sources is available from a number of different investor channels.
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Choosing Appropriate Public Equity Capital Providers
Depending on a company's growth phase status as well as its industry sector, different
amounts of equity capital will be needed.

Start-ups are normally looking for seed financing for market entry. In this case, the
selection of a venture capital provider is a suitable solution.

Growing enterprises with a sound track record usually need higher amounts of capital
in order to further expand. MBGs are in place to offer higher volumes of capital for
expansion financing. So called “pitch events” are one way of getting in touch with
venture capital companies.

Enterprises in a later stage of development are often contacted directly by providers
of equity capital looking for investment opportunities. They may also contact equity
capital providers directly.

High-Tech Griinderfonds and coparion

The High-Tech Griinderfonds (HTGF) is the largest and most active seed stage fund
in Germany focusing on technology driven start-ups. The initial investment totals
EUR 1 million. The maximum possible HTGF investment level available amounts to
EUR 3 million per enterprise.

HTGF support goes beyond providing money for realizing new business ideas.

It also offers a high level of technology expertise, a broad network of scouts and
capital providers to secure further growth of the new company after the seed phase.
Besides the KfW and the Federal Ministry for Economic Affairs and Energy, more
than 15 renowned German corporations have provided capital to the fund.

Coparion offers young and innovative companies in the start-up and early growth phases
direct access to funds of up to EUR 10 million in several rounds. Coparion adheres

to a principle of investing in companies who have their headquarters in Germany,

and together with other investors subject to the same conditions and amounts.

With assets of EUR 225 million under management in 2017, coparion has the required
flexibility to invest in promising businesses.

Public VC in the Federal States

Venture capital companies (VC) in the federal states offer equity financing to young
and innovative enterprises to support early stage development. These VCs act as
subsidiaries of the development banks of the federal states and support companies
actively by providing risk capital as well as management and industry knowledge for
their further development.

The investment focus is on innovation and is mainly in industry sectors including ICT,
life sciences, and new materials. Subject to the regulations of the individual venture
capital company, financing volumes of up to EUR 5 million are achievable.
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Public-Private Equity in the Federal States

For established companies seeking to finance further growth, but for start-ups as well,
Mittelstandische Beteiligungsgesellschaften (MBGs - “Public-Private Equity Companies
for Small and Medium-Sized Enterprises”) are available as financing partners in the
federal states. As independent institutes, they are supported by the federal states.

MBGs operate primarily through silent participation through the provision of subordinated
capital. They have no investment focus on special industry sectors.

An equity searching company can expect a financing volume of up to EUR 3 million.

It is characteristic that the individual MBGs are only active in their respective federal
state. They do not operate to maximize profits. A further advantage of financing by
equity capital from the federal state MBGs for companies is that they have easier access
to the financing network of the respective development bank. That is why they are an
important instrument for the economic development policy of the federal states.

In North Rhine-Westphalia, support in the field of venture capital also is offered by the
NRW.BANK and the Kapitalbeteiligungsgesellschaft NRW (KBG NRW). The range of
support and programs refers to the company's growth phase and the sector of indus-
try and conditions are negotiated on a case-by-case basis. For instance,the programs
»win NRW.BANK Business Angels Initiative”, ,NRW.BANK Seed Fonds", the ,NRW.
BANK.Venture Fonds”, the NRW.SeedCap Digitale Wirtschaft” and ,NRW.BANK.Mittel-
standsfonds” belong to this incentive spectrum.

NRW.BANK
www.nrwbank.de

Low-Interest Loans

Loans can be an alternative to grants or venture capital because they entail several
advantages:

e apart from some loans referring to specific target groups or sectors (e.g. start-ups,
digitalization, energy, electromobility) a tot of them are not

e attached to a specific field,

e application is possible at all times (no deadlines), and

e they can cover higher project costs.

These low-interest credits which are provided in a house bank procedure are provided
by different governmental programs. For instance, the “ERP Innovation Program” is pro-
vided by the German Government and it is transacted by the KfW.

In North Rhine-Westphalia, the NRW.BANK offers a wide range of loan programs, such as:

NRW.BANK SME Loan: This is a low-interest loan in from NRW.BANK to finance small
and medium-sized enterprises, and independent professionals. The NRW.BANK SME
Loanis available as both an investment loan and a working capital loan. The amount of
the loan can range from EUR 25.000 to EUR 10 million.



BUSINESS GUIDE TO NORTH RHINE-WESTPHALIA 47

In North Rhine-Westphalia, the NRW.BANK offers a wide range of loan programs, such as:

NRW.BANK SME Loan: This is a low-interest loan in from NRW.BANK to finance small
and medium-sized enterprises, and independent professionals. The NRW.BANK SME
Loan is available as both an investment loan and a working capital loan. The amount of
the loan can range from EUR 25.000 to EUR 10 million.

NRW.BANK.Universal Loan: This program is offered for business founders, small and
medium-sized companies as well as freelancers. E.g., it is possible to finance resources
and equipment by this program. A minimum or maximal amount of the loan does not
exist.

NRW.BANK.Digitalierung und Innovation Loan: Small and medium-sized enterprises
and freelancer can get loans in the field of digitalization and innovation. The amount of
the loanis at least EUR 25,000.

NRW.BANK:.Elektromobilitdt Loan: This credit program is offered for supporting the
electric vehicle industry. Eligible are investments as well as R&D projects. The amount of
the loan range from EUR 10,000 to EUR 5 million.

NRW.BANK Start-Up Loan: Business founders can be supported with loans ranging
from EUR 25.000 to EUR 10 million. The financing portion may amount to up to 100
percent of the eligible investment costs or working capital. The acquisition of land and
buildings as well as furniture and fixtures and the takeover of existing SMEs are also
eligible for funding. The NRW.BANK start-up loan is offered with terms of five, ten or
twenty years. The start-up loan includes an optional indemnity bond from the Biirg-
schaftsbank NRW, for which business founders may apply as part of a standardized process.

NRW.BANK Branch Office of NRW.BANK in Miinster
Advice Center Rhineland Advice Center Westphalia
KavalleriestraBBe 22 FriedrichstraRe 1

40213 Dusseldorf, Germany 48145 Munster, Germany

Phone: +49 211 91741-4800 Phone +49 25191741 -0

E-Mail: info@nrwbank.de info@nrwbank.de

www.nrwbank.de www.nrwbank.de

Public Guarantees

Why Using Public Guarantees

New companies often experience difficulties securing financing through the capital
markets as, frequently, the required loans can only be collateralized to an insufficient
degree. In these cases — with economically appropriate projects — public guarantees
can replace or supplement any shortfall in securities.

How Public Guarantees Work

A public guarantee is a financial instrument that encourages financial institutions, i.e.
commercial banks but also public banks, to offer loans to new companies. Guarantee
programs are specially designed to help entrepreneurs obtain bank financing by dealing
with the collateral constraint. However, guarantees do not provide cash support or any
kind of credit.
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The guarantee functions as a promise by the guarantor to the lender that, in the event
that the borrower defaults on payment, the guarantor will repay the lender a specified
proportion of the foregone principal. In other words, guarantees will be given by a
guarantor to pay all or part of the loan in the case of borrower payment default.

Different Public Guarantee Programs

Different types of public guarantee programs exist to support different types of invest-
ment projects within Germany. The guarantee program depends on the required amount,
the size of the enterprise, and the investment region. Generally speaking, public guarantees
are accessible for financing of an investment project or for working capital loans.

The maturity is generally 15 years, or eight years for working capital loans. Commitments
vouched for within public guarantees are normally subject to intensive individual examination
by external assessors. Guarantee fees are paid annually. The fee paid is a percentage of
the actual guaranteed amount at the beginning of the year concerned. This is fixed over
the whole duration of the loan.

Guarantee programs are avaiable via a federal state's guarantee banks, via the individual
state government or via the individual state government together with the federal
government.

Guarantees by State Development Banks

The public state development banks of the federal states in Germany are able to issue
guarantees to small and medium-sized companies. Usually, they guarantee for amounts
of up to EUR 1.25 million.

Application has to be filed to the state development bank of the federal state the
respective investment project is located at.

Guarantees by Individual State Governments

Public guarantees issued by individual state governments are available throughout
Germany. They cover up to 80 percent of the loan amount. For investment projects

in eastern Germany, the amount guaranteed for is limited to EUR 10 million. Higher
amounts might be guaranteed for by the respective state government together with

the federal government. The amount guarantted for is unlimited for projects throughout
the rest of Germany.

Applications have to be handed in before the investment starts. They have to be
submitted to a state mandatary (usually the respective public state development bank)
via the investor's bank. A state guarantee committee then delibartes on the application
and issues a recommendation. Finally, the State Minister of Finance decides on the
allocation of a state guarantee.

Guarantees by State Governemnts + Federal Government

Public guarantees issued by state governments together with the federal government
are available in eastern Germany and parts of Berlin only. They cover up the 80 percent
of the loan amount and guarantee for amounts exceeding EUR 10 million.

Before the investment starts, the application has to be submitted to a federal mandatary
(PWC) via the investor's bank. A guarantee committee analyses the application. Finally,
approval is given by the federal authorities in cooperation with the respective state.
Concurent notification with EU authorities is necessary
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Germany offers a competitive system of company taxation. The average tax burden
on companies is less than 30 percent. In some regions, due to a locally variable rate of

trade tax, it is under 23 percent. This means that company taxation in Germany is clearly
competitive in comparison with other leading industrial nations. Read more in the
following chapters.

Company Taxation

Germany does not have a consistent nationwide tax rate for companies. For corporations,
the average overall tax burden is just below 30 percent, with certain local municipalities
offering significantly lower rates still. Hence, Germany offers one of the most competitive
tax systems of the big industrialized countries.

Components of Company Taxation
Companies are usually taxed on two levels:

1. Corporations - such as the limited liability company (GmbH) or the stock corpo-
ration (AG) - are subject to corporate income tax (Kérperschaftssteuer), whereas
partnerships are subject to personal income tax (Einkommenssteuer). Both taxes
are levied by the federal government.

e Corporate Income Tax for Corporations
e Personal Income Tax for Partnerships

2. All business operations - corporations and partnerships alike - are subject to the
trade tax (Gewerbesteuer), which is imposed by local municipalities (i.e. the town or
city where the company is based).

e Trade Tax for all business operations

As aresult of the fixed and variable components, the overall tax burden can differ
by up to 10 percent between locations.

Corporate Income Tax for Corporations
COMPANIES LIABLE TO Corporate companies, such as the limited liability company (GmbH) or the stock corpo-
CORPORATE INCOME TAX ration (AG), based in Germany or with an executive board in Germany are liable to corpo-
rate income tax on globally generated income. Dividends that have been generated and
taxed abroad may be exempt from taxation in Germany or taxes paid in a foreign country
can be offset against taxation in Germany.

Corporate companies who are not based in Germany nor have an executive board in
Germany are only liable to corporate income tax on income generated inside Germany
(e.g. via a permanent establishment, dividends or licenses).

CORPORATE INCOME TAX BASE Taxable income (i.e. annual business profit) forms the tax base for corporate income tax.
Under German commercial law, corporate company annual profit is calculated according
to the accrual basis accounting method. This is recorded in the annual financial state-
ment and forms the basis for determining taxable income.
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However, German tax law provides different accounting options and income correction
rules, meaning that the taxable income usually differs from the annual profit determined
in the financial statement under commercial law.

Corporate income tax is levied as a flat nationwide tax at a rate of 15 percent of taxable
corporate income.

In addition a solidarity surcharge (Solidaritdtszuschlag) is added on top of the corporate
income tax. The solidarity surcharge was introduced in 1995 to finance German reunifi-
cation. The surcharge is 5.5 percent of the 15 percent corporate income tax; creating a
total of 0.825 percent of taxable income.

Thus, corporate income tax and solidarity surcharge add up to a total of 15.825 percent.

If a German subsidiary company distributes profits to its corporate foreign parent
company (a dividend payment) then a 25 percent rate of withholding tax (Kapital-
ertragssteuer) is payable in Germany.

In the event of the existence of a double taxation agreement (DTA) between the Federal
Republic of Germany and another country, the rate of withholding tax that is paid can be
reimbursed according to the agreements made in the corresponding DTA.

As arule, dividend payments on the basis of a DTA are taxed at a reduced rate of taxation
at levels of just 5, 10 or 15 percent. At a partial level there is also the possibility of an initial
exemption from withholding tax.

The withholding tax paid in Germany can also be credited against the tax liability of the
parent company which exists abroad or the parent company is made exempt from the
taxation in regard to the received dividends. In effect, this means that no double taxation
takes place.

As arule, two fifth of the withholding tax paid can be reimbursed if the creditor of the
dividend-paying German corporation is a foreign corporation and if there is no DTA
between Germany and the foreign nation.

Within the EU, dividend payments between a corporate domestic subsidiary
company and a corporate foreign parent company are tax-free over and above a
10 percent stake.

Profits which are distributed to private stock-holders are liable to a final withholding
tax (Abgeltungssteuer) of 25 percent plus the solidarity surcharge. The final withholding
tax is retained by the debtor of the dividend or the institution managing the deposit

(for instance a bank) and then paid to the tax office. However, the application of a DTA
may lead to a lower withholding tax if the private stockholder resides in another country.

Personal Income Tax for Partnerships

Partnerships such as the civil law partnership (GbR), the general commercial partnership
(oHG) or the limited partnership (KG) are not separate legal entities but associations
of partners, with the partners themselves generally being subject to all rights and
obligations. Accordingly, partnerships are not subject to corporate income tax
(Kérperschaftssteuer) but to personal income tax (Einkommenssteuer), with the
individual tax rate applicable to each shareholder.
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PERSONAL INCOME TAX RATES The personal income tax rate starts at:

e 14 percent for an annual income exceeding the tax-free allowance of EUR 9,408.

e |trises progressively to a maximum personal income tax rate of 42 percent which
is applicable to annual income of EUR 57,052 or more.

e Anincreased tax rate of 45 percent applies to every euro in excess of earnings of
EUR 270,501 per year.

These tax rates also apply for personal income tax for employees.

SOLIDARITY SURCHARGE As with corporate income tax, the solidarity surcharge is also added to personal income
tax. Accordingly, the solidarity surcharge is 5.5 percent of the individual personal
income tax rate of every partner. If a partner has an individual income tax rate of
30 percent, the combined personal income tax + solidarity surcharge burden on the
partner's share in the profits would add up to 31.65 percent.

HARMONIZING CORPORATION AND  Generally, distributed and retained earnings of partnerships are subject to personal

PARTNERSHIP TAX RATES income tax with progressively rising tax rates. In order to reduce the tax burden for
partnerships (making it similar to the tax burden of corporations), two options exist
for partnerships:

e Toavoid a progressively rising personal income tax rate, partnerships can apply for
a flat taxation rate of 28.25 percent plus solidarity surcharge on retained earnings
leading to a flat taxation rate of 29.8 percent equaling the tax burden for corporations.
(If retained earnings (taxed according to flat taxation) are distributed to partners at
a later date, the distributed earnings are, under certain conditions, subjectto a
subsequent taxation rate of 25 percent.)

e Trade tax payments for both distributed and retained earnings can be offset against
personal income tax.

Trade Tax
COMPANIES LIABLE All commercial business operations in Germany are liable to pay trade
TO TRADE TAX tax (Gewerbesteuer) irrespective of their legal form.

The trade tax is set by local authorities which means it can vary from one municipality
to the next. However, trade tax is generally the same rate for all businesses within one
municipality. Trade tax in Germany is currently set at between 7 and 20 percent.

DETERMINING THE The corresponding rate of trade tax depends on two components:
TRADE TAX RATE
* The tax base rate (3.5 percent throughout Germany)
e The multiplier (Hebesatz) stipulated individually by every municipality

The taxable income of the company is multiplied with the tax base rate (3.5 percent)
which results in the so-called tax base amount. The tax base amount is then multiplied
with the corresponding municipal multiplier, which results in the sum total of trade tax
which is due.

The multiplier is set by each municipality. On average, it is around 400 percent but
may not total less than 200 percent. There is no upper limit for the municipal multiplier.
Itis generally higher in urban areas than itis in rural areas, although it does currently
not total more than 490 percent in any of the large cities.
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EXAMPLE

- Company A with annual taxable earnings of EUR 1,000,000 is based in city B.
« City B has stipulated a municipal multiplier of 400 percent.
- The tax base amount for company A is 3.5 percent of its annual taxable earnings or EUR 35,000.

» The EUR 35,000 is multiplied by the municipal multiplier of 400 percent, resulting in a total trade tax
for company A of EUR 140,000.

Partnerships have an annual tax free allowance for trade tax of EUR 24,500.
The solidarity surcharge is NOT levied on trade tax.

Partnerships can offset some of the trade tax they pay against personal income tax -
to the total of 3.8 times the trade tax base amount.

This means that there is in effect no trade tax burden for partnerships in municipalities
with a multiplier of under 380 percent. Trade tax still has to be paid to the municipality.
However, it can be offset against the personal income tax.

EXAMPLE

« Partnership A has a tax base amount of EUR 35,000 (3.5 percent of its annual taxable earnings).

- This tax base amount can be offset against personal income tax payments with a weighting factor of 3.8;
amounting to EUR 133,000 (35,000 x 3.8).

= Accordingly, partnership A can offset EUR 133,000 against personal income tax payments

Value-added Tax (VAT)

Value-added Tax in Germany

Companies must add value-added tax (VAT) to their prices. Thus, VAT is only paid by
the end user of a product or service. Companies transfer the VAT received to the tax
authorities on a monthly, quarterly, or annual basis. The frequency generally depends
on the level of company turnover.

The normal VAT rate of 19 percent is just below the European average. A reduced rate
of 7 percent applies to certain consumer goods and everyday services (such as food,
newspapers, local public transport, and hotel stays). Some services (such as bank and
health services or community work) are completely VAT exempt.

Germany
UK
France
Spain
Belgium
Netherlands
Italy

Poland 23

o -

5 10 15 20 25

Source: European Commission, Germany Trade & Invest 2017.
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Value-added tax which is collected has to be paid to the responsible tax office on a
monthly, quarterly or annual basis. The exact time frame depends on the company's
level of turnover.

The official German term for VAT is Umsatzsteuer (USt), but it was originally called
Mehrwertsteuer (MwSt) and is often still referred to by this name.

Input VAT (Vorsteuerabzug)

On purchasing goods or making use of services, companies regularly have to pay value-
added tax themselves. The taxes collected and paid can be balanced out in the input VAT
deduction (Vorsteuerabzug). For companies, value-added tax represents a transitory
item only.

EXAMPLE: HOW INPUT VAT IS BALANCED

A car dealer has sold ten vehicles in one month, each at a gross price of EUR 17,850 (net cost EUR
15,000). For each sale, the dealer receives EUR 2,850 in VAT from the customer. At the end of the
month, the dealer therefore owes the tax authorities EUR 28,500.

However, in the same period, the car dealer also bought ten cars from the car manufacturer. The net
cost of each car was EUR 10,000. The car manufacturer added 19 percent VAT to this amount. The
dealer therefore transferred EUR 119,000 (including EUR 19,000 in VAT) to the manufacturer.

Thus, the car dealer has received EUR 28,500 in VAT and paid out EUR 19,000 in VAT. These totals are
communicated to the tax office (Finanzamt), and only the difference of EUR 9,500 must be transferred
by the car dealer to the tax authorities.

Trade Within the European Single Market

Trade within the EU is free from customs and other restrictions. However, goods
traded between different EU member states are subject to so-called acquisition tax
(Erwerbssteuer).

Acquisition tax is payable by the recipient of the goods. If an EU company exports goods
to a company located in another EU member state, the delivering company therefore
neither has to pay customs or charge VAT. The company in the other EU member state
receiving the goods has accordingly to pay acquisition tax.

Acquisition tax rates correspond with the VAT tax rates of the country where the recipient
of the goods is located. Companies can however reclaim acquisition tax like regular VAT.

Trade with Non-EU Member States

Goods imported from non-EU states are liable to import VAT called import turnover tax
(Einfuhrumsatzsteuer). The import turnover tax rate equals the VAT rates of 19 percent
or 7 percent and is paid to the customs authority.

However, the import turnover tax on goods imported from non-EU states can be
deducted as input tax (Vorsteuer). As a prerequisite, the company must have the

necessary import documents with customs proof of payment (import declaration).

Exports are exempt from VAT.
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Tax Deductions

Loss Carry-Back and Loss Carry-Forward
Losses for corporate income tax purposes can be carried back for one year, limited
to a total loss amount of EUR one million.

Losses can be carried forward with no time restriction. Up to an amount of EUR one million
loss carry-forward is possible - free from any restrictions. For sums in excess of EUR one
million, at least 40 percent of the taxable income must remain subject to taxation.

In other words, a maximum 60 percent of taxable earnings exceeding EUR one million
can be offset against incurred losses.

Deductibility of Interest Payments

Generally, interest payments are fully deductible as operating expenditure. However,
some special rules apply for corporate groups. If the amount of interest payments
exceeds the amount of interest earnings for more than EUR 3 million, these exceeding
interest payments are only deductible up to an amount of 30 percent of the EBITDA
(earnings before interest, taxes, depreciation and amortization).

Straight Line Depreciation

Straight line depreciation for assets is a deductible expense for tax purposes. The annual
depreciation is calculated by dividing the purchase price by the estimated

useful life of the asset.

All depreciations have to apply the straight line method.

Fiscal Unit Concept

The German fiscal unity concept allows for profit and loss pooling of different corporations
at the level of a dominant (parent) company to determine the overall profit for taxation
purposes. To do so, the dominant company must have its place of business management
in Germany and must be subject to taxation in Germany. It can either be a German
company or a permanent establishment of a foreign (dominant) company in Germany.

The fiscal unity concept covers corporate subsidiaries from Germany or other EU/EEA
member states, if they have their place of business management in Germany. The dominant
company in Germany must hold more than 50 percent of the voting rights of the subsidiary/
ies. In addition, a profit and loss pooling agreement must exist with a duration of at least
five years. The agreement has to be registered with the commercial register. Further
requirements may apply.

Taxation of Property

Real Property Tax

Every property owner in Germany is liable to pay real property tax (Grundsteuer).
The tax rate depends on the type of real property. This is sorted into two distinct
categories:

e Real property tax “A". Real property used for agriculture and forestry.
e Real property tax “B". Constructible real property or real property with buildings.
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Due to a fundamental real property tax reform, a real property tax type ,,C" will be
introduced from 2025 on. Municipalities can impose it for undeveloped areas which are
ready for development.

Real Property Tax Rate
The real property tax burden is calculated by multiplying:

e the assessed value of the real property
e thereal property tax rate
e the municipal multiplier

The assessed real property value is determined by the tax authorities according to
the German Assessment Code (Bewertungsgesetz). The German Assessment Code
refers to historical property values that are usually significantly lower than current
market value.

The tax rate varies between 0.26 percent and 1 percent depending on the Federal
State (the real property is located at) and the use of the property.

Similar to the municipal multiplier applied in the trade tax case, the municipal multiplier
applied to real property tax is stipulated by each municipality. Municipalities determine a
municipal multiplier for both real property tax “A” and real property tax “B”, with the rate
for “B” usually being higher.

The Real Property Tax Reform

The reform of real property tax maintains the three-step system for calculating the real
property tax rate but makes provision for a new assessment of real property values as of
January 1, 2022. The reform also simplifies the calculation from 2025 onward, because
it largely relies on average and statistical data to calculate the assessed value of the real
property.

The German federal states are free to introduce their own deviating provisions in order to
impose and calculate real property tax.

Determining the Real Property Tax Burden
Real property tax burden for a commercial building in a municipality with an average
real property tax “B” collection rate of 464 percent:

Assessed Value EUR 1,000,000 (e.g.)

x Basic real property tax rate x 0.35 percent

x Muncipial multiplier “B” x 464 percent

= Real property tax burden =EUR 16,240 (or approx. 1.62 percent)

Due to areform of real property tax, the basic real property tax rate ,B“ will be lowered to
0.034 percent from 2025 on.
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Real Property Transfer Tax

When domestic real estate is sold or changes owner, a one-time real property transfer

tax (Grunderwerbssteuer) of the purchase price is levied if the purchase price or consideration
exceeds EUR 2,500. Real property transfer tax is usually paid by the buyer. The tax rate
varies from federal state to federal state. The tax rate in North Rhine-Westphalia
represents 6.5 percent.

Real property transfer tax also applies to a real property-owning partnership if
95 percent of the shareholders change within five years.

Tax Declaration

Every taxpayer must submit a tax return to the tax authority (Finanzamt) once a year.
The tax authorities are organized locally. The tax office at the location in which the
corresponding company has its (German) head office is responsible.

Registration at the Tax Office

With the establishment of companies, the registration takes place at the responsible tax
office with the submission of the so-called ,tax assessment questionnaire.” The ques-

tionnaire is sent to newly established companies by the tax office once they have been
established (or once they have registered their business).

Tax Collection and Deadlines

With the most important types of tax (corporate income, personal income, trade, and
value-added tax) collection is made via advance payments (normally monthly or quarterly)
which are offset against the actual tax liability in the annual tax declaration. The tax
declaration has to be submitted by 31 May of the following year. However, this deadline
can be extended on request. Depending on the expected amount of taxes to be paid,
the tax authorities can determine the period when tax payments are due.

The tax authorities provide information on tax issues. However, companies in particular
should seek the services of a tax consultant to ensure the tax return is completed as
favorably as possible. The German Association of Tax Advisers (Deutscher Steuer-
beraterverein e.V.) provides a register of German Tax Advisers.

German Association of Tax Advisers
WWW, V.

Payment of Wage Tax

Employees pay wage tax (Lohnsteuer) — a special term for the income tax paid by
employees. The employer is obliged to deduct the wage tax due directly from the salary
of the employee and to pay it to the tax office on a monthly basis. For this reason,
employees who do not get earnings from non-wage incomes may not be obliged to
submit an annual tax declaration.
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Electronic Tax Declaration

Tax declarations on income tax, wage tax, and value-added tax can easily be submitted
to the tax office electronically. The electronically submitted tax declaration is mandatory
for business operators. Inforamtion, forms, and software products for submission of an
electronic tax declaration are available at the following websites.

Information on the subject of tax declarations is provided in detail at the website of
the Tax Information Centre of the Central Office of Taxes.

Tax Information Centre
www.steuerliches-info-center.de

Customs

The European Customs Union

All member states of the European Union (EU), including Germany, form a customs
territory (the European Customs Union) in which unified customs arrangements apply.
Goods imported into the EU are subject to EU-wide import regulations, customs tariffs
and customs procedures.

This means that customs duties are only levied when the goods are imported into the

EU. No further customs duties must be paid within the customs territory once goods
have been imported into the EU - even in cases where the goods cross internal borders of
member states.

A new European Union Customs Code (UCC) has been legally effective across all EU
member states as of May 1, 2016. It is complemented by implementing and delegated
acts. The UCC replaces the European Community Customs Code (CC) of 1992. Tran-
sitional provisions (e.g. regarding IT procedures) exist in some instances - these will be
effective until December 31, 2020.

Through the Agreement on the European Economic Area (EEA), Norway, Iceland
and Liechtenstein also comply with most European Community regulations. The
EU has also concluded customs unions with Andorra, San Marino and Turkey. Trade
agreements allowing the duty-free import of certain goods or preferential tariff
import agreements exist with many other countries.
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Please see the EU-website for an overview of existing free trade agreements
between the EU and third countries.

Free Trade Agreements
www.ec.europa.eu

Common Customs Tariff in the EU

Import duty is stipulated by the Common Customs Tariff (CCT) and import duty tariffs
are the same for all member states. The applicable tariff rate can be found online at the
EU’s TARIC (Integrated Tariff of the European Union) database.

Online Tariff Database TARIC
http://ec.europa.eu

The nomenclature of the EU customs tariff is based on the Harmonized Commodity
Description and Coding System (HS) of the World Customs Organisation (WCO).
Through the regulations defined in the system, every single commodity can be classified
according to the nomenclature and allocated a commodity number (“goods code”).

The vast majority of tariff rates are stated as ad valorem values. The basis for their
calculation is the customs value of the goods. Its primary basis is the transaction value,
i.e. the price actually paid or payable for the goods, adjusted where necessary, when sold
for export to the customs territory of the EU. This price can be supplemented by certain
factors, e.g. cost of packaging or cost of transportation and insurance prior to entering
the EU territory. Other specified factors must not be included when determining the
customs value, e.g. import duties payable in the EU.

EORI Number and AEO

It is necessary to have, among other things, an EORI number in order to participate

in customs procedures. The EORI number (“Economic Operators Registration and
Identification” number) is a number unique throughout the EU that is assigned by the
designated authority in the European Union in order to identify economic operators
and, where applicable, other persons to the customs authority. An economic operator
requires to a person who, in the course of their business, is involved in activities
covered by customs legislation. An EORI number is generally granted to economic
operators established in the EU. An EORI number can only be granted to economic
operators from other countries for very limited activities, e.g. lodging an entry
summary declaration.

All companies registered in the EU can apply for certification as an Authorized Economic
Operator (AEOQ) from the respective Head Customs Office. Certified companies are
considered as being particularly trustworthy within the member states of the European
Union and are able to take advantage of certain easements in customs clearance.

Their risk assessment is also looked upon more favorably, meaning that they are not as
frequently affected by customs controls. This may lead to a self assessment for certain
customs formalities according to the new UCC.
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Customs Procedures

Goods in the customs territory of the EU are accorded either ,Union” goods (i.e. goods
manufactured or obtained in the EU or ,goods released for free circulation®) have the
status of Community goods (goods manufactured or obtained in the EU or , goods
released for free circulation”) or ,non-Union" goods (i.e. all goods which do not comply
with the criteria of Union goods). Importers may only be in possession of a limited
amount of non-Union goods, or in some cases none at all, according to the amounts
permitted by the customs administration.

Different customs procedures apply subject to the reasons why goods are imported.
Where eight customs procedures previously applied, the new Union Customs Code
stipulates just three major groups of customs procedures:

* relaease for free circulation,
e taking goods out of the customs territory of the Union, and
* special procedures.

However, the special customs procedures comprise most of the procedures formerly
regulated on their own:

e Transit (external and internal transit)

e Specific use (temporary admission and end-use)

* Processing (inward processing and outward processing)
e Storage in customs warehouses and free zones

In Germany, a free zone exist in the free ports of Bremerhaven and Cuxhaven.

Presentation of Goods to Customs

There are uniform regulations for the registration of trade in goods, and these are
implemented according to a defined model. In order to be able to be placed in a customs
procedure, the non-Union goods must be presented to customs.

~Presentation of goods to customs*” refers to the notification of the customs authorities
of the arrival of goods at the customs office or at any other place designated by
the customs authorities and the availability of those goods for customs controls.

An entry summary declaration usually has to be lodged - within specific time-limits -
prior to the entry of goods into the EU territory and the presentation of goods to
the customs. The purpose of this is to enable the customs authorities to carry out
pre-arrival risk analysis.

Customs Declaration

The presented goods are then declared for a customs procedure. A customs declaration
must be submitted in order for this to take place. This is regularly submitted electronically
using the ATLAS system for electronic customs clearance, and will be until such time as a
uniform IT system for the whole of the European Union is in place.

Declaration formalities must be carried out by a company registered in the EU. Submission
of the customs declaration by a representative, such as a forwarding agent, is permitted.
Companies from non-EU countries are allowed to submit a customs declaration only in
very limited cases.
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Information about the electronic customs clearance procedure can be found at the
website of the German Customs Administration.

German Customs Administration
www.zoll.de

Itis possible to benefit from simplified customs declaration procedure where certain
details can be skipped (subject to permission by the customs authorities). These
details must be submitted in the form of a supplementary declaration within a period
of 10 days.

Import Restrictions

Some goods may only be marketed in Germany if they comply with certain conditions
regarding ingredients, materials or technical specifications. The TARIC database shows
whether any limitations or restrictions exist. Actual import bans only apply to a miniscule
number of goods.

Different authorities are responsible for the granting of approvals or licences, depending
on the nature of the goods. Please refer to the responsible institution websites,
for instance:

Commercial goods: Federal Office of Economics and
Export Control (BAFA)
www.bafa.de

Agricultural products: Federal Office for Agriculture and Food (BLE)
www.ble.de

Trade with products of species protected by international law:
Federal Agency for Nature Conservation (BfN)
www.bfn.de
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A company's success very much depends on its employees. Finding suitable staff
in Germany is quite easy. But what considerations need to be addressed once

employees are found? How is employment regulated? What do employers need
to know about the German social security system? And how does payroll
accounting work?

Finding Suitable Staff

Workforce in Germany

With a population of more than 45 million people Germany has the largest employment
market in Europe. More than 80 percent of the working population have completed a
professional training or university studies.

Germany has more than 420 universities and universities of applied sciences, with around
500,000 graduates annually.

Through a combination of on- and off-the-job training in Germany’s so-called dual
education system, hiring and training costs are reduced (especially for skilled craftsmen
and technicians) and recruitment risks minimized. Vocational colleges closely cooper-
ate with 430,000 companies in Germany, ensuring that education always meets specific
industry needs.

Competitive Labor Costs

Germany is known for very stable labor costs. Wages have risen in most European
countries (EU-27) since 2007, with the growth rate averaging 2.5 percent. While some
countries - particularly those in Eastern Europe - experienced a rise of more than

five percent, Germany recorded one of the lowest labor cost growth within the EU at just
2.16 percent. This has been another decisive argument in favor of Germany as a
premium business location.

Wages are generally subject to individual negotiation in Germany. It must be noted that a
general minimum wage of EUR 8.84 an hour applies.

Recruiting Services

Companies are supported in various ways during their search for suitable employees.
The Federal Employment Agency (Bundesagentur fur Arbeit) offers professional recruitment
services free of charge. It is represented in the municipalities throughout Germany with
its job centers.

Federal Employment Agency

There are also numerous private providers of recruitment services. These companies
normally charge the hiring company a fee of no more than two gross monthly salaries of
the employee that they procure.

German Association of Private Employment Agencies (German only)

In addition, companies seeking new personnel usually advertise open positions in
newspapers, journals, company websites, or on internet job market websites. Ads

for specialists and highly qualified staff are usually placed in national newspapers and
professional journals, whereas ads for skilled workers or low-qualification jobs normally
appear in local papers.
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Public Support Programs

A wide range of labor-related incentives programs supports the development of a
company'’s pool of employees offering qualification and training measures for new
employees. In addition to this, under certain conditions, companies can also be
supported by wage subsidies.

Labor-related incentives programs are carried out and adjusted by the local job centers
according to investor needs.

Measured in unit labor costs, Germany experienced an increase in productivity over
the past decade. In contrast to a lot of other European countries, Germany's unit labor
costs only increased slightly by 1.28 percent for the period 2005 to 2016. This made the
economy very competitive - particularly manufacturing.

Hiring a Workforce

Companies are supported in various ways during their search for suitable employees.
The Federal Employment Agency (Bundesagentur fur Arbeit) offers professional
recruitment services free of charge. It is represented in the municipalities throughout
Germany with its job centers.

Federal Employment Agency
www.arbeitsagentur.de

There are also numerous private providers of recruitment services. These companies
normally charge the hiring company a fee of no more than two gross monthly salaries
of the employee that they procure.

German Association of Private Employment Agencies (German only)
www.personaldienstleister.de

In addition, companies seeking new personnel usually advertise open positions in
newspapers, journals, company websites, or on internet job market websites. Ads for
specialists and highly qualified staff are usually placed in national newspapers and
professional journals, whereas ads for skilled workers or low-qualification jobs normally
appear in local papers.

Public Support Programs

A wide range of labor-related incentives programs supports the development of a
company's pool of employees offering qualification and training measures for new
employees. In addition to this, under certain conditions, companies can also be
supported by wage subsidies.

Labor-related incentives programs are carried out and adjusted by the local job centers
according to investor needs.



BUSINESS GUIDE TO NORTH RHINE-WESTPHALIA 65

Flexible Models of Employment

Germany has different models of employment, providing investors with flexible employ-
ment solutions - especially in the starting phase of the business. Temporary employment
agencies provide appropriate personnel at short notice.

Regular Employment

Regular employment contracts are unrestricted and can be terminated by a written letter
of termination, provided a mandatory notice period has been observed. Regular employment
contracts include a six-month probationary period during which the contract may be termi-
nated at any time.

Fixed-term Contracts

Companies are free to offer fixed-term contracts. Such fixed-term contracts expire
automatically on a specific date. A dismissal is not required to terminate this type of
contract (unless the contract needs to be terminated before expiring). It is for the
employer to decide whether to renew the contract or not.

Fixed-term contracts are generally limited to a maximum of two years. A fixed-term
contract may be extended up to three times provided the total duration of contract does
not exceed the maximum of two years.

EXAMPLE

A limited six months contract can be extended three times for a further six months (for a total duration
of 24 months).

During the first four years of a company’s existence in Germany, employment contracts may be limited or
extended several times up to a total duration of four years.

Temporary Employment

Temporary employment means that a company can hire staff without concluding an
employment contract. Instead, the company hires staff from a temporary employment
agency by concluding a service contract which regulates the conditions under which the
employees are sent to the hiring company.

The employee is legally employed by the temporary employment agency, which means
that the employee receives financial remuneration only from the temporary employment
agency, as no contractual relationship exists between the hiring company and the
employee. The hiring company pays a certain fee to the temporary employment agency
as set out in the service contract.

The duration and the terms of termination of the service of the employee in the hiring
company are not subject to labor regulations, but only set out in the service contract
between the hiring company and temporary employment agency. Generally, leased
employees may be hired by the same company for a period of no longer than 18 months.
Exceeding this maximum duration may result in a permanent employment relationship
between the temporary employee and the leasing company.
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The general working conditions such as weekly working hours and wages are usually deter-
mined in collective agreements between unions and the respective employers’ associations
of the temporary employment industry. These collective agreements provide flexible working
hour models by using working hour accounts to adjust the demand of the hiring company and
working time regulations. These collective agreements may, to some extent, alter the “equal
treatment” policy between a company’s leased and permanent employees.

Mini and Midi Jobs

“Mini jobs” (also known as “450 euro jobs") refer to employment contracts where
salary paid does not typically exceed a total monthly sum of EUR 450 (i.e. marginally
remunerated employment) or those in which the employee only works a maximum of 70
days per year (i.e. short-term employment).

In the case of marginally remunerated employment, the employer pays fixed rates of tax
and social insurance contributions that total 31.29 percent (plus statutory accident insur-
ance).

In addition, the employee is generally liable for pension insurance contributions of
3.7 percent. However, the employee is free to apply for an exemption from pension insur-
ance (opt-out option).

With short-term employment, no social insurance contributions are due for health and
pension insurance. It is only necessary to tax the income and to pay statutory accident
insurance and some other minor allocations.

“Midi jobs” (also known as “low-salary jobs") are employee-employer realtionships with
an average monthly salary in the EUR 450.01 to EUR 850 range. Employees pay a reduced
rate of social insurance for midi jobs. The employer pays the full contribution rate. How-
ever, this is below the contribution rate for mini jobs. The wage is normally subject to
income tax.

Terms of Employment

The Employment Contract

A contract of employment setting out the terms and conditions of the employer-
employee relationship is usually drawn up in writing (verbal agreement is also possible). In
principle, the contract can be formulated in any language. However, a binding German
version is advisable as German courts require a German translation of any contract drawn
up in another language in the event of any legal proceedings being instigated.

There is no legally fixed form for a contract of employment. Nonetheless, it is highly advis-
able to define certain points, such as:

® The description of the location and activity;

® The date of appointment and notice periods (in the case of fixed-term employment
contracts the duration of the contract);

® The daily or weekly working time;
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® Arranging of a probationary period;

® The level of the wage (gross) and possible bonuses;

® Vacation entitlement;

® Non-disclosure agreements or non-compete obligations;
® Contractual penalties

Salaries and Wages
Wages are generally subject to individual negotiation in Germany.

It must be noted that a general minimum wage of EUR 9.35 an hour applies. Higher mini-
mum wages must be set in certain industries (e.g. those with universally applicable collec-
tive wage agreements).

There are also general exemptions from the national minimum wage. For instance,
the following group categories are not covered by the minimum wage regulation:

®  Young people under 18 years of age
® Students completing compulsory internships or other internships for up to three months
® Long-term unemployed (one year or longer) for the first six months in employment

Bonuses only have to be granted if they have been agreed in the individual employment
contracts or in collective agreements.

Working Times

Working hours are very flexible in Germany. Under German labor law employees are allowed
to work eight hours per day (48 hours per week). Saturday is considered to be a normal
working day. With a five-day week, the permitted weekly working time totals 40 hours. Most
business is conducted from Monday to Friday but retailers and manufacturing industries
usually operate on Saturdays as well. Sundays, in contrast, are generally considered to be
days off. An extension of the working time to a maximum of ten hours per day is possible
under certain conditions.

Overtime has to be compensated for with additional time off. An overtime bonus is possible
but it is not legally specified. Overtime bonuses have to be paid only when required by
individual contracts or in applicable collective labor agreements.

The statutory amount of work breaks depends on the total number of hours worked per day.
Employees are entitled to a break of 30 minutes when working between six and nine work-
ing hours per day. Employees are entitled to a 45 minute break where more than nine hours a
day are worked. Breaks may be split up throughout the day, but divisions may not be shorter
than 15 minutes. Statutory breaks of at least eleven hours exist between shifts.

Vacation and Public Holidays

Full-time employees (meaning employees working more than six months within one
calendar year) working six days per week are entitled to a minimum of 24 paid vacation
days (the equivalent of four weeks) per year. Accordingly, full-time employees working five
days per week are entitled to a minimum of 20 days per year.

The employee is entitled to a pro-rated period of paid vacation when working for less than
six months within one calendar year. During the typical six-month probationary period at
the beginning of any new employment contract, employees are not normally entitled to
take any vacation days.
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The number of public holidays varies from one federal state to another, with a minimum
nine public holidays to a maximum 13 holidays in some regions of Germany.

Sick Leave

Employees are obliged to inform their employer about any sickness requiring an absence
from work and the expected duration of this absence as soon as possible

(generally on the first day of the sick leave).

Where the period of sick leave exceeds three days, employees are obliged to have a
general practitioner provide proof of their incapacity to work. Notwithstanding this,
employers may also request medical certification of an employee’s incapacity to work
beginning on the first day of sick leave.

Employees are entitled to sick pay amounting to 100 percent of the normal salary until
the time of recovery, though limited to a maximum of six weeks.

Maternity Leave
Employees should inform the employer of any pregnancy and the expected delivery date
as early as possible.

A maternity protection period starts six weeks before the expected birth date and

ends eight weeks after delivery. Pregnant employees are only allowed to work during

this time if a doctor certifies that the work will not be harmful to the health of the mother
and child. (In cases of premature or multiple births, the employee is not obliged to return
to work for a period of up to twelve weeks after delivery - without having to provide proof
of medical necessity for this extended absence.)

During the maternity protection period, pregnant employees are entitled to the average
sum of their wages for the three months (or 13 weeks) period prior to the pregnancy paid
by the employee’s public health insurance (or the state in the case of privately health
insured employees) and the employer.

Anti-Discrimination
The General Equal Treatment Act (Allgemeines Gleichbehandlungsgesetz, AGG), often
referred to as the anti-discrimination act, implements EU regulations on anti-discrimination.

The anti-discrimination act mandates a general prohibition of discrimination against any
person for reasons of:

e Ethnic origin

e Gender

e Religion orideology
e Disability

* Age

e Sexual orientation
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Termination of Employment

Employment Protection Act

A contract of employment can be terminated by the employer or the employee. Dis-
missals require written form (paper form). Electronic termination (e.g. via email) is not
possible. Both parties, employer and employee, have to observe the statutory notifica-
tion periods.

The German Employment Protection Act (Kindigungsschutzgesetz) establishes
certain rules for dismissals, drawing distinctions between:

e Dismissal for personal reasons
e Dismissal for conduct-related reasons
e Dismissal for business reasons

The Employment Protection Act only applies to companies with a staff of more than
ten employees and with respect to continuous employment relationships of more than
six months in the same company.

If these conditions do not apply, employers generally have an unfettered right to
terminate employment contracts within statutory notice periods.

Dismissal for Personal Reasons

If employees are not physically or mentally suited to their job in the long term, termination
is possible if the burden on the company is unreasonable. Justifiable reasons include
long-term illness with a negative prognosis, or an alcohol or drug addiction with no
reasonable prospect of successful treatment. However, employers must first
implement reasonable stop-gap measures such as staff reorganization or the hiring

of temporary staff.

Dismissal for Conduct-Related Reasons

Employee misconduct can justify dismissal. However, a dismissal must always remain an
option of last resort. Less severe options, such as redeployment of the employee, have to be
considered prior to dismissal. Dismissal for conduct-related reasons generally also requires
a prior written warning.

A conduct-related dismissal may be based on significant inappropriate conduct such as:

* Repeated lateness for work

e Refusal to perform certain work

* Repeated unapproved private use of the internet despite prior prohibition
e Absence from work without a reason; unapproved vacation

e Criminal acts or violence at work

Dismissal for Business Reasons
Termination for business-related reasons may be permitted if the employee’s job
is rendered dispensable due to changes in the business organization such as:

e Plant closure
e Restructuring
e Insufficient work due to a shortage of orders
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The business decision to cut back jobs under these circumstances is only limited review-
able by labor courts.

Extraordinary (Immediate) Termination
Immediate termination of employment may be considered in cases of serious misconduct
rendering it unacceptable for either party to continue the employment relationship.

Itis not sufficient for the termination be regarded as necessary, it must be immediately
imperative. Accordingly, the legal period of notice does not apply in these cases.

Exemplary reasons for the employer:

e Continued non-performance of agreed work

e Disturbance of the general working environment
e Theft

e Disclosure of sensitive information

e Non-authorized competitive engagement

Exemplary reasons for the employee:

* Non-payment of wages
e Unlawful working

Immediate termination is only effective if the terminating party dissolves the employment
within two weeks after the reasons for termination became known.

Notification Periods

When terminating permanent contracts of employment, certain notice periods are
required by law. The determination of the minimum statutory period depends on whether
the employee or employer is seeking to terminate the contract.

An employee must submit a notice with a minimum notice period of one month,
effective either on the 15th or end of the month.

For the employer, the minimum notice period depends on the duration of employment.
After the probationary period of a new employment contract has ended, the initial
notice period is four weeks. This increases to seven months after 20 years of job tenure in
the same company. Individual notice periods can be agreed upon, but these must
comply with minimum statutory notice period requirements.

Every notice of termination must always be issued in writing - notice of termination in
electronic form is insufficient.

Employee Representation

Works Councils
A works council may be established in companies with five or more employees.
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Works councils are in-house committees representing the interests of the employees
within a company. Their activities range from information and non-binding consultation
rights to exercising co-determination rights in organizational and social affairs. How-
ever, the works council is generally prohibited from becoming involved in corporate
governance.

Rights regarding the formation of works councils are governed by the German Works
Council Constitution Act (Betriebsverfassungsgesetz). Accordingly, works councils can
be formed by the employees through election (no quorum required). Works council
members are elected for four years by the employees in direct and secret elections.
Candidates do not have to be union members.

Functions and Rights of Works Councils

Works councils have informative and advisory rights relating to company internal policy and
organization. Specifically, they can negotiate rules pertaining to organizational and social
issues, and must be consulted regarding specific personnel decisions. The employer and
works council can negotiate rules on matters such as:

e end and beginning of daily working hours (not the duration as such)
e vacation schedules

e internal behavioral rules

e safety issues (accident prevention)

e surveillance installations

e internal social facilities (e.g. cantines)

e general company wage structures (but not individual salaries)

Employee Representation on the Supervisory Board

Stock corporations (AG) must always install a supervisory board. For Limited Liability
Companies (GmbH) the installation of a supervisory board is mandatory only if the company
has more than 500 employees. Whereas in smaller corporations the supervisory board
canin principle be made up of representatives from the shareholder side only, large
corporations with more than 500 employees must have representatives from both
employers/shareholders and employees on their supervisory board (at least 1/3 of
representatives must be employees).

The German Social Security System

Components of Social Security Insurance

In contrast to some other industrialized countries, the core social security in Germany
is financed collectively by means of a process of redistribution. The current costs

(for pensioners, sick people or those in need of nursing care, and unemployed people)
are paid directly from contributions by employees and employers.

Social security contributions are made up of:

e Healthinsurance

e Nursing care insurance

e Pensioninsurance

* Unemploymentinsurance
e Accidentinsurance



SOCIAL SECURITY CONTRIBUTIONS
IN GERMANY

PENSION INSURANCE

HEALTH INSURANCE
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Generally speaking, social security contributions are roughly shared equally by employer
and employee. Only the costs for accident insurance are exclusively borne by the
employer. In total, the employer’s share of social insurance contributions amounts to
approximately 21 percent of the employees gross wage.

SOCIAL SECURITY INSURANCE
COMPONENTS! (IN % OF GROSS WAGE)

EMPLOYER/EMPLOYEE SHARE
(IN % OF GROSS WAGE)

9.3 % employer

18.6 % pension insurance
9.3 % employee

7.3 % employer

14.6 % health insurance?
7.3 % employee?

1.2 % employer

2.4 % unemployment insurance
1.2 % employee

1.525 % employer

3.05 % nursing care insurance
1.525 % employee?

1.1% accidentinsurance 1.1% employer*

(1) plus minor allocations; (2) plus additional contribution; (3) childless employees aged above 23 years pay an extra
0.25 % nursing care insurance; (4) average accident insurance contribution 2020 according to the German Social
Accident Insurance (DGUV)

Allocation of Contributions
A common fund exists for all social security components. Only the health insurance
provider can be chosen individually by the employee.

Pension insurance is compulsory for employees. The premium is 18.6 percent of the
gross wage and is divided equally between employee and employer. The employee’s
health insurance company is responsible for collecting these contributions.

Employees earning a gross wage of up to EUR 62,550 (2020) per year are compulsorily
insured by one of the public health insurance providers (Gesetzliche Krankenversicherung,
GKV). Employees whose earnings are above this income threshold can choose from both
public and private insurance companies (Private Krankenversicherung, PKV).

The basic flat health insurance contribution rate (public health insurance) amounts to
14.6 % of the employee's gross income and is equally shared between employer and
employee. Employees pay an additional contribution set individually by each public
health insurance provider. The average rate of additional contributions for 2020

has been set at 1.1 percent by the Federal Ministry of Health. The German National
Association of Statutory Health Insurance Funds (GKV-Spitzenverband) provides a list of
all public health insurance providers and their additional contribution rates online.

Public health insurance providers and their additional contribution rates
(in German only)

www.gkv-zusatzbeitraege.de

Employee and employer also share the premiums for private health insurance plans.



UNEMPLOYMENT INSURANCE

NURSING CARE INSURANCE

ACCIDENT INSURANCE
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The premium for the mandatory unemployment insurance is 2.4 percent of the gross
wage and is shared equally by the employer and employee. Contributions for unemploy-
ment insurance are collected by the health insurance company of the employee, which
transfers the money to the Federal Employment Agency (Bundesagentur ftir Arbeit).

Nursing care insurance is organized in more or less the same way as health insurance,
with a contribution rate of 3.05 percent of the gross wage. Employer and employee both
pay half of the contribution rate, with childless employees paying an extra 0.25 percent
on top of their contribution. The premiums are deducted in the course of payroll account-
ing and transferred to the nursing care insurance company via the health insurance
company. Specific regulations apply in the federal state of Saxony.

Statutory accident insurance provides coverage if an employee suffers an accident at
the workplace or on the way to work. In contrast to the other four obligatory insurances
(health, nursing, pension, and unemployment), the costs for accident insurance are
exclusively borne by the employer.

Every employer must inform the relevant trading association about the establishment of
his or her business and register with this organization. The accident insurance rate is
determined on the basis of the company’s total remuneration sum and the hazard category
of the work concerned (the hazard category is determined by the relevant employers’
liability insurance association). According to the German Social Accident Insurance
(DGUV), the average accident insurance contribution in 2018 was 1.1 percent.

Payroll Accounting and Social Security Contributions

Employees in Germany receive a net wage or salary from which tax and social security
contributions have already been deducted. The employer withholds the tax that the
employee is required to pay and transfers the money directly to the tax office
(Finanzamt). Therefore, all employees must be registered with the local tax office.

Social security contributions are also withheld by the employer after calculation of the
gross wage and transferred to the employee’s health insurance company (which then
distributes all of the contributions excluding accident insurance to all relevant parties).
The employer separately has to pay the contributions for the accident insurance to the
relevant Employers' Liability Insurance Association (Berufsgenossenschaft).

Regulations for Foreign Employees

In order to facilitate the international transfer of employees, Germany has signed
social insurance agreements with countries including e.g. Australia, Brazil, Canada,
China, India, Israel, Japan, South Korea, Turkey, and the USA.

Within the EU, the dispatch of employees is facilitated by EU regulations. This allows
transferred employees to remain within the national social insurance of their home
country, if they are posted to Germany for a certain time. In this case, the employer
does not have to pay German social security contributions for the employees temporarily
located in Germany.

Social Security in North Rhine-Westphalia
To complement general social legislation and the associated advisory and service
infrastructure in Germany, North Rhine-Westphalia provides additional services.
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Health and Safety at Work

To ensure that employers can meet the legal requirements for the protection of employees
at the workplace, the state of North Rhine-Westphalia has set up advisory centers

at the five regional governments. Here, companies and employees can obtain advice

on all matters relating to health and safety at work. In addition, the State Institute for
Health and Safety at Work provides scientific information on related topics.

Further information at:
www.arbeitsschutz.nrw.de
www.lia.nrw.de

Education Check

Science and technology are constantly producing new knowledge which affects the
world of work. To be able to remain competitive in the market, companies need
employees who are prepared to undergo further training. With the Education Check,
North Rhine-Westphalia provides both employers and employees with an incentive to
take advantage of professional training opportunities. The Education Check is aimed

at small and medium-sized companies with a maximum of 250 employees who have

a particular demand for further training. When a company’s employees undergo further
training, the state of North Rhine-Westphalia covers half of the cost — to a maximum of
EUR 500 per Education Check.

Throughout the state, there are around 175 counseling centers providing detailed advice.

Further information at:
www.bildungsscheck.nrw.de

Store Opening Times

In Germany, the federal states are responsible for the regulation of the store opening
times. Since 2007, the following rules have applied in North Rhine-Westphalia: From
Monday to Saturday, business proprietors can determine their opening times without
any revstrictions. Sunday is protected on principle and not a sales day. However, cities
and municipalities have the possibility to determine special openings for up to six
Sundays a year.

This does not affect conditions for employees with regard to labor law.

Further information at:
www.wirtschaft.nrw.de
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In principle, business activities in Germany are free from regulations limiting day to day
business. Intellectual property is strongly protected by patent laws which hold foreign

entrepreneurs to the same conditions as Germans. If necessary, investors' rights can
be enforced by Germany's efficient judicial system.
Read how Germany's legal system can protect your investment.

Foreign Businesses in Germany

In principle, business activities in Germany are free from regulations restricting day-to-
day business. German law generally makes no distinction between Germans and foreign
nationals regarding investments or the establishment of companies.

Intellectual property is well protected by patent laws which extend the same conditions
enjoyed by Germans to foreign entrepreneurs. Where necessary, investor rights can be
enforced by Germany's efficient judicial system.

Reliable laws enable companies to plan their investments effectively and licenses granted
by the authorities provide a secure base for breaking ground on a construction project or
operating a plant.

Foreign Trade and Payments Act

Germany has an open and welcoming attitude towards foreign direct investment (FDI).
The legal framework for FDI in Germany favors the principle of freedom of foreign
trade and payment transactions as laid down in the Foreign Trade and Payments

Act (AuBenwirtschaftsgesetz) and the Foreign Trade and Payments Ordinance
(AuBenwirtschaftsverordnung).

The Federal Ministry for Economic Affairs and Energy (BMWi) may however review acquisi-
tions of German domestic companies. In general, the cross-sector investment review
procedure is applicable to acquisitions of at least 25 percent of the voting rights by non-EU/
EFTA based buyers. The subject of the review is, whether the acquisition poses a threat to
the public order and/or security of Germany. If the domestic target company in particular
operates critical infrastructure or provides other specific security-relevant services related
to the operation of such infrastructure, BMWi can however review acquisitions of 10 percent
or more of the voting rights. These cases must, in contrast to the general cases of the
cross-sectoral rules, be reported to BMWi.

The sector-specific investment review procedure applies to acquisitions by any foreign
buyers of at least 10 percent of the voting rights of companies operating in sensitive security
areas (e.g. war weapons, ammunition, military equipment and products with IT security
features used for the processing of classified government information). The basis of the
review is whether the investment would endanger German essential security interests.
Acquisitions falling under the scope of the sector specific investment review must be
reported to BMWi.

In practice, restrictions and prohibitions are very seldom under both procedures.
Greenfield investments, where a new company is established, are not affected by the
review. The scope of the review procedure is limited to acquisitions of domestic companies
as well as substituting transactions, such as asset deals involving all significant assets

of domestic companies.
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Import Regulations

Importers in Germany need neither an import permit nor an import control declaration.
This applies to both residents, meaning natural persons residing in Germany as well as
legal entities or partnerships with a registered office or management headquarters in the
territory of the Federal Republic of Germany.

On certain goods import duties apply, which over the past years have been constantly
reduced. Some goods, such as agricultural products, food, pharmaceuticals, chemi-
cals, and goods of strategic relevance are subject to certain import restrictions. In such
cases import licenses and surveillance documents may need to be obtained before
importing to Germany.

Patents, Licensing, Trade Marks

Trademarks and patents are well protected in Germany. When establishing a company you
should remember to protect your company'’s intellectual property by means of registration.
Conversely, you should ensure that your company and products do not infringe on existing
intellectual property rights that have already been established in the German market.

Patents

Patents are granted for technical inventions which are new, involve an inventive step,
and are industrially applicable. The duration of a patent is 20 years, beginning on the
day following the invention patent application.

Under German patent law, patents are granted by the German Patent and Trade Mark
Office (Deutsches Patent- und Markenamt, DPMA) ruling. In order to apply for registration,
the applicant must submit an application providing specific information and pay a fee.
For details, as well as an overview of the patent fees, please refer to the DPMA's
“Information for Patent Applicants” fact sheet available at the DPMA website.

DPMA's Information for Patent Applicants Fact Sheet
www.dpma.de

Foreigners may register patents subject to exactly the same terms as German nationals
(this is also the case with trademarks). However, applicants having neither a domicile
nor an establishment in Germany must appoint a patent attorney in Germany as a
representative filing the patent application.

European patents are granted under the European Patent Convention (EPC). The
European and the national patent-granting procedure exist in parallel. When seeking
patent protection in one or more EPC contracting states, the applicant can choose
between following the national procedure of the respective individual states or adopt the
European route which confers protection in the contracting states designated as part of
the single procedure.
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European patents, once granted, become a bundle of nationally enforceable patents
in the designated states. For a step-by-step guide on the European patent granting
procedure, please refer to the European Patent Organization website.

European Patent Organization
WWWw.epo.org

Trade Marks

A trademark is a personal name, a company name, a term, a logo, or a combination of
these, which identifies a company, its goods, or its services. Marks of this kind that are
associated with a specific manufacturer or supplier may for instance take the form of
symbols, words, illustrations, audio signatures, color designs, or packaging.

Additionally, a company or a product name that has acquired a secondary meaning as
atrademark due to its independent value can also be eligible for trademark protection.

A mark can be protected as a trademark by recording it in the register kept at the
German Patent and Trade Mark Office (DPMA). As with patents, an application must
be filed at the DPMA. For more information, please refer to the “Information for Trade
Mark Applicants” fact sheet available at the DPMA website.

DPMA's Information for Trade Mark Applicants Fact Sheet
www.dpma.de

At present, the fee for trademark registration application and entry in the trademark
register is around EUR 300.

Once trademark protection has been obtained, the owner of a trademark has an
exclusive right to use the respective trademark. If the trademark has been registered,
the owner can indicate this by placing ® (registered trademark) after the trademark.
Protection is valid for a period of ten years and can then be extended for another ten years.

Licenses

The right to use a patent or a trademark may be subject to either an exclusive or a
general license. By granting a third party a license, the owner of a patent or trademark
entitles a third party to use or exploit the right in question without ceding ownership.

An exclusive license entitles only the licensee (i.e. the person that has been granted the
right of usage) to exploit the right, usually within a certain territory. General licensing or
non-exclusive licensing enables various licensees to use a right in the same territory at
the same time.
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Planning and Building

Construction Laws
The responsibility for public construction law in Germany is divided between federal and
state governments.

Zoning law (Bauplanungsrecht) is federal law. It determines the purpose for which a property
may be used and whether a building project fits into its surroundings.

The federal states are responsible for building regulations law (Bauordnungsrecht),
which determines how buildings may be designed and constructed in order to meet planning
law requirements. Each state issues its own building regulation. However, most of the
states have adopted a specimen building regulation issued by the state ministries which
also makes provision for certain standardization within this field.

Building Permits

A building permit (Baugenehmigung) is required for the construction, alteration,
demolition, or change in use of a building. The building permit is granted if the project
complies with the planning and building regulation law as well as with all other applicable
laws (such as environmental laws).

An application for a building permit must be submitted to the local building authority
or the building supervisory authority (Bauamt).

The application must include a detailed plan of the project, accompanied by necessary
supporting documentation such as site plan, construction drawings, building specifi-
cations, and, where applicable, documentation regarding heating, noise prevention,
and fire protection plans. The documentation required for the application must also
be presented to adjacent property owners.

German law recognizes the principle of procedural merger. In order to simplify and
coordinate the permit procedure, the immission control permit application procedure
also includes the building permit process. Repeat procedures are therefore avoided
and there is only one contact partner for the applicant.

Immission Control Permits

Environmental protection is declared as a general state goal in the German constitution
(Grundgesetz). In general, all buildings may not contravene these protection goals. There
are a number of different laws and regulations protecting the environment.

Most important for large industrial facilities is the immission control permit, which is
required prior to construction in order to prove that facilities and projects comply with
the requirements of environmental law and other regulations aimed at protecting the
common good. Facilities and projects subject to this approval procedure are:

e Emitting industrial plants

e Waste management plants

* Nuclear (power) plants

e Highways and railroad tracks

e Airports

* Navigable waterways

e Plants subject to the law on genetic engineering
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Immission Control Permit Procedure

The approval procedure is governed by the Federal Immission Control Act (Bundes-
immissionsschutzgesetz, BImSchG) and related ordinances. The environmental agency
of the respective federal state (Landesumweltamt) is responsible for the immission
control permit procedure.

The BImSchG aims at protecting population and environment from detrimental
effects due to air pollution, noise, vibration, light, radiation, and similar immissions.
Construction, modification, and operation of emitting facilities require a formal
approval procedure.

The permission procedure is limited to seven months, after which time a decision needs
to be made: starting from the submission of the completed application documents.

The approval procedure can be shortened for facilities or projects which, though still
capable of generating detrimental effects, are expected to result in a less harmful or
negligible impact on the population or environment.

Facilities likely to be subject to the simplified approval procedure may include facilities
for the storage of inflammable gases or mineral oils and small paint or varnish shops.
The time limit for the decision is three months starting from the submission of the
completed application documents.

Some facilities are permit exempt under the terms of the BImSchG. Although construction,
modification, and operation of such facilities are possible without direct authorization,
the operator of the facility must nevertheless prevent detrimental effects to the environment
and population.

Legal Proceedings

According to various reports, Germany occupies positions in categories covering legal
and political stability as well as judicial independence. Hence, companies and entrepreneurs
can count on areliable legal system. Numerous international law firms are represented in
Germany.

Attorneys at Law

All attorneys at law are members of the bar council (Rechtsanwaltskammer) of the
region. The Federal Bar Council (Bundesrechtsanwaltskammer) is the professional
umbrella association of the different bar councils.

The largest private association is the Deutscher Anwaltverein, in which around half
of all attorneys at law are organized on a voluntary basis.

Federal Bar Council (Bundesrechtsanwaltskammer) (in German only)
www.brak.de

German Bar Association (Deutscher Anwaltverein)
www.anwaltverein.de
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The Courts
In Germany, ordinary courts which hear civil and criminal disputes are organized
at different levels. There are:

e local courts (Amtsgericht)

e regional courts (Landgericht)

e higher regional courts (Oberlandesgericht)

e and the Federal Court of Justice (Bundesgerichtshof) at the highest level

Aright of appeal is usually permitted against initial decisions. Under these circum-
stances, higher courts up to the level of the Federal Court of Justice settle the case.

Jurisdiction

In principle, local courts have jurisdiction in civil disputes if the monetary value of the
dispute does not exceed EUR 5,000 and if the regional court does not have exclusive
jurisdiction. There is normally no requirement to retain the services of an attorney in
civil cases brought before the district courts.

However, representation by an attorney at law is necessary for all proceedings
before the regional courts, the higher regional courts, the Federal Court of Justice
(Bundesgerichtshof), and for a range of family matters in the district courts.

Besides the ordinary courts there are also specific courts for administrative, social,
labor and fiscal matters. The labor courts (Arbeitsgericht) are responsible for disputes
arising from industrial relations; especially those relating to collective agreements or
the termination of contracts of employment. The fiscal courts (Finanzgericht) rule on
disputes relating to taxes and charges subject to federal legislation.

The Order of Payment Procedure

In principle, the order for payment procedure is applicable to all claims relating to the
payment of a specific sum of money. A small fee is charged for this procedure, and a
lawyer doesn’t need to be involved.

A written reminder is followed by an application to the local court for an order for
payment procedure (Mahnbescheid). A standardized application form must be used.
The competent court for the purposes of the order for payment procedure is the district
court at which the applicant has his general jurisdiction.

The courtissues the order for payment to the defaulting payer. The defendant can file an
objection within two weeks. If no objection is filed, the court issues an enforcement order
on application which is provisionally enforceable.

Notice of appeal can be filed against the enforcement order within two weeks. If the
defendant disputes the claim within this period, it is no longer possible to issue an
enforcement order for the compulsory enforcement of the claim asserted under the
order for payment.
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However, the procedure is not automatically transferred to normal (i.e. “adversary”)
proceedings. This requires a specific application for the contested procedure to

be implemented - this can be submitted by either the order for payment procedure
applicant or defendant. The applicant may also submit an application as soon as he
becomes aware of the objection, or can link the application to the order for payment as
a precaution.

Alternative Disput Resolution

Arbitration agreements are often a means of settling disputes - particularly in the

trade and industry sectors. The chambers of industry and commerce can act as arbitrators
in these cases. The procedure is non-bureaucratic. The chambers of industry and
commerce have created a number of different arbitration institutions for consumer
complaints such as arbitration boards or courts of arbitration (Schiedsgericht).
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German living standards are high, though living expenses are moderate. The government
provides for a sound living environment: families enjoy significant support, are bolstered

by an excellent education system, and the German health system is consid-ered exemplary
throughout the world. This chapter explains how to make the most of what Germany has
to offer.

Finding the Right Place to Live

German living standards are high, even though living expenses are moderate. Renting
or purchasing a home is considerably less expensive than in many other industrialized
countries. Were that not enough, utilities are reliable and competitively priced.

Finding Accommodation

Like anywhere else in the world, prices depend on the accommodation location and the
facilities provided. The price level for rented and purchased real estate in German cities
is lower than in many other western European cities. Quality accommodation is in high
demand in industrial areas.

The individual municipality websites are always a good source of information about the
living conditions in a particular town or city. The websites run by the individual states
provide information on the surrounding area. Most cities have websites to facilitate
completion of the paperwork required for the authorities from the comfort of your home.

Extensive information on the property market can be found in the local papers, which
usually publish a large number of accommodation small ads in their weekend editions.
Brokers typically charge a commission of approximately two months rent (before
expenses) for rented accommodation, and up to six percent (depending on the federal
state purchased in) plus value added tax (VAT) if the accommodation is purchased.

Registration of Residence

Moving to a German town requires registration at the local registration office
(Einwohnermeldeamt). Registration must be performed within one week upon

moving into a house or apartment. This applies to all changes of addresses throughout
the period of residency in Germany. Registration is free of charge and only requires

a short visit to the local registration office.

To register an ID card or passport, proof of the new residence (in the form of a rental or
purchase agreement) is necessary. The different municipalities usually have websites
that provide information on which office is responsible. The web address is usually listed
as www.name-of-municipality.de (for example www.berlin.de).
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Assistance for Families

Child Support

In Germany, families are given special consideration in the German constitution or
“Basic Law" (Grundgesetz). Families benefit from numerous family-oriented regulations,
such as tax benefits for married couples and child support.

The government pays an allowance of EUR 204 per month for each of the first two
children, EUR 210 per month for the third child, and EUR 235 per month for every
additional child.

Foreigners can apply for child allowance (Kindergeld) as soon as they possess a valid
settlement permit. The allowance can be applied for at the family benefits offices of the
local job centers (Familienkasse der Bundesagentur fiir Arbeit). Applications have to be
filed in writing upon presentation of the child’s birth certificate. The necessary forms
can be downloaded from the website of the Federal Employment Agency (Bundesagen-
tur far Arbeit).

Child Allowance (Kindergeld) Application Form (in German only)
www.arbeitsagentur.de

Parental Leave

Since 2007, parents have been able to file for parental leave and receive 67 percent of
their net income (up to a maximum of EUR 1,800 per month) as a parental allowance
from the government for a duration of up to 14 months.

Foreigners can apply for parental leave as soon as they possess a valid settlement
permit.

The Kindergarten
In Germany, every child between the age of three and six has a legal right to a kinder-
garten place. Many kindergartens also offer care for babies.

Kindergartens, childcare centers, and creches are mainly run by the municipalities,
churches, and charitable organizations as well as by companies and associations.

The Youth Welfare Offices (Jugendamt) of the communities can provide information on
communal kindergartens. Kindergarten place costs vary from community to community
and depend on the household income. In addition, parents receive tax benefits for
childcare costs.

Germany is home to numerous bilingual childcare centers and kindergartens.

Their number is steadily increasing, particularly in larger urban centers. The Association
for Multilingual Childcare Institutions and Schools (Verein fir Mehrsprachigkeit an
Kindertageseinrichtungen und Schulen e. V.) provides an overview of bilingual kinder-
gartens in Germany.
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Information on Multilingual Kindergartens
www.fmks-online.de

Child Care in North Rhine-Westphalia

For children aged three and over, North Rhine-Westphalia has a dense network of day
centers. The centers are operated by the municipalities, churches or independent
operators such as parents' initiatives or associations with a particular educational
orientation. Kindergartens and day centers are regarded as pre-school educational
institutions where children learn how to express themselves in keeping with their age,
to understand their environment, and to enter into social interaction.

In larger cities there are also bilingual or international kindergartens such as a Japanese
kindergarten in Dusseldorf.

As from 2013 all municipalities are legally obliged to provide care in their day centers for
one third of all children up to the age of three. This regulation will enable more parents to
find a healthy balance between family and work.

Many day care centers for children have now developed into family centers, offering
parents advice and support in matters relating to the health, development and upbring-
ing of their children in addition to child care. Furthermore, care times for children of
preschool and school age are to be increased.

More information is available at:
www.familienzentrum.nrw.de

German Education System

Educational opportunities in Germany are diverse, easily accessible, and excellent.
Public schools are free, teachers highly qualified, and student qualifications internation-
ally recognized. At the secondary level, different types of schools are available to meet
a child’'s individual abilities and interests (such as music, natural sciences, languages,
and sports). More than 400 universities and colleges help make Germany a global
leader in research. To learn German, universities, night schools, and adult education
centers offer convenient and affordable alternatives to private language schools

as well as a wide range of continuing-education and special interest courses.

German School System

Attending a state-run school is free of charge, and it is compulsory for children from the
age of six onwards. State school standards are very high. For the first four to six years
(according to federal state), children usually attend a local primary school (Grundschule).

At the end of primary school, parents can choose between various types of secondary
schools, ranging from lower secondary school (Hauptschule, Realschule) to higher
secondary school (Gymnasium) depending on their child’s interests and abilities.
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Students who gain a qualification from a Gymnasium can attend university. Students
who gain a qualification from a technical or specialized secondary school can attend a
university of applied science where the courses are more practically oriented.

Many schools have developed their own profiles focusing on specific areas. There are,
for example, schools focusing on natural sciences, languages, music, and sports.

There are also an increasing number of private schools in most metropolitan areas in
Germany. Over 70 international schools teach courses in Asian and European languages.
The German Education Server provides lists for private, state, European, and international
schools in Germany. Most national and international schools offer officially recognized
diplomas that qualify for university programs worldwide.

The German Education Server
www.eduserver.de

Open All-Day School

In North Rhine-Westphalia, “open all-day schools” have existed for some years. Following
the regular lessons, the schools provide afternoon care including lunch, homework
supervision, and sporting and musical activities. Applications for places at the open
allday schools must be made individually at the schools themselves.

Students who gain a qualification from a Gymnasium (Hochschulreife) can attend univer-
sity. Students who gain a qualification from a technical or specialized secondary school

can attend a university of applied science, where the courses are more practically oriented.
Many schools have developed their own profiles focusing on certain areas. There are,

for example, schools focusing on natural sciences, languages, music, or sports.

In addition to the three-tier school system there is a large network of comprehensive
schools which all pupils can attend after the fourth grade up to “Abitur” (higher second-
ary school graduation certificate). Comprehensive schools are usually all-day schools.

At the beginning of the 2011/2012 school year, 41 “Gemeinschaftsschulen” (similar

to comprehensive schools) have opened. At these schools the children continue to be
taught together following primary school, regardless of the school-leaving qualification
they are aiming for. Furthermore, children with and without disabilities learn together in
the same classes. Additional, specially trained teachers are provided for these schools
according to a prescribed key.

Vocational Schools

Professional training is accompanied by vocational school education. Here the trainees
learn the necessary basics specific to their chosen professions and a basic general
education.

For young people or adults who wish to gain school qualifications there are evening
schools or vocational schools in some municipalities where they can attend courses
and acquire the desired certificates. Alternatively, adult education centers also provide
the same opportunities.
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Foreign and International Schools in NRW

School education in North Rhine-Westphalian is shaped by this cultural diversity: Among
the more than 6,200 education institutions in the state, there are seven international
and 12 foreign schools. These not only lay the foundation for an internationally oriented
school career, but also represent an important location advantage for the families of
foreign nationals working in companies here. The international schools are privately run
educational institutions. Here, students can acquire a university entrance qualification
which is internationally recognized.

The organization and curricula of foreign schools comply with the school regulations
applicable in the respective country of origin. These schools prepare pupils for the
examinations and certificates valid in foreign country concerned.

International schools are education establishments with private governing bodies.
Here you can obtain internationally accepted degrees which will entitle students to
university admission.

Further information at:
www.schulministerium.nrw.de

www.privatschulen-in-deutschland.de

The German Education Server provides lists for private, state, European,
and international schools in Germany.

The German Education Server
www.eduserver.de

More Links to Organizations of European and Private Boarding Schools:

European Schools/Schools Focusing on Foreign Languages
www.fmks-online.de
Information on Boarding and Private Schools (only partly in English)

www.privatschulen.de

Securing the workforce

The dual education system in Germany, which links practical training in a company
with the imparting of theoretical knowledge at vocational school, ensures a continuously
high level of education of the workforce of tomorrow. In addition, numerous national
initiatives, business associations, chambers of industry and commerce as well as
trade unions support targeted personnel development and help with their activities
and services relating to lifelong further education and training to make use of further
potential for the employment market. The — frequently high — qualifications of immigrants
are regarded as an important resource in the state. NRW therefore makes the recognition
of qualifications obtained abroad simple and fair to enable enterprises to benefit from
these skills.
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Higher Education

Germany is home to a number of different types of higher education institutions catering
different programs of study. University education traditionally has a very high standing

in Germany. The characteristic feature of German universities lies in their pronounced
focus on academic teaching and research. The majority of German universities are state-
run.

The government provides the main funds for universities. .

Universities of applied sciences (Fachhochschulen) are responsible for providing
practice-oriented training to prepare students for occupations which require the
application of academic knowledge and methods or practical artistic creativity.

Colleges of art and music (academies, schools, conservatories, etc.) and the
corresponding departments at some universities provide training in the fine arts,
design, performing arts, and music.

The majority of German universities are state-run. The government provides the main
funds for universities.

University Degrees

Traditional German university degrees are the “Diplom” in the natural sciences,
engineering, and social sciences; and the “Magister” in languages and cultural studies.
These degrees are equivalent to an international Master’'s degree, as they require around
four to five years of study.

In 1999, the members of the European Union agreed to standardize and harmonize
university degrees. Since then, German universities have been in the process of
restructuring their degree programs, and have introduced a number of new Bachelor
and Master programs. The online “Studienwahl” information service provides a list
of universities and degrees available.

Information on Academic Degrees available in Germany
www.studienwahl.de

The University Landscape in North Rhine-Westphalia

With a total of 70 universities and universities of applied sciences, North Rhine-Westphalia
has the densest university network in the whole of Germany. Students can study any
subject in North Rhine-Westphalia and have the opportunity to specialize at an early
stage. North Rhine-Westphalia thus also offers the most wide-ranging university program
in Germany.

The University of Cologne and RWTH Aachen University number among Germany's
Universities of Excellence. Via this program the universities receive additional funds
for innovative research projects.

Further information at:
www.innovation.nrw.de
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Foreign University Students

Foreign students can benefit from a multitude of partnership agreements between
German and foreign universities. For courses of study that only permit a limited number of
students (numerus clausus), foreign students have a privileged university place quota.

Information on universities in Germany and the acceptance conditions for non-German
students is available from the German Academic Exchange Service (DAAD).

German Academic Exchange Service (DAAD)
WWW.

Ensuring Quality of Life

More than 900 museums and 130 theaters make the state one of the most diverse cultural
regions in Europe:

With more than 900 museums, NRW is among the richest cultural landscapes in Europe,
along with Paris and London. The Kunstsammlung (art collection) Nordrhein-Westfalen in
Dusseldorf, for example, shows works by the greatest artists of the twentieth century.

The Museum Ludwig in Cologne houses one of the most important contemporary art
collections in Europe. Other prominent buildings include the Art and Exhibition Hall in Bonn,
the Museum Folkwang in Essen, the House of History in Bonn and Moyland Castle. In
addition, ART COLOGNE, the world’s oldest art fair, is held each year in the cathe-dral city.

UNESCO World Heritage

NRW boasts five UNESCO World Heritage Sites, therefore earning it a place in the list of rich
cultural landscapes:

Cologne Cathedral is the most popular German attraction with 6.5 million visitors
annu-ally. Aachen Cathedral is an important example of Carolingian architecture and the
cas-tles Augustusburg and Falkenlust near Bruhl are regarded as a total work of art of the
German Rococo with their architecture, paintings and gardens. And the former colliery
Zeche Zollverein in Essen is one of the most impressive industrial monuments in Europe.
And a newcomer in summer 2014: the Corvey monastery in Westphalian Hoxter, one of the
most important Carolingian monasteries.
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Foreign Driving License in Germany

Germany has different categories of licenses for operating heavy trucks, cars, and
motorcycles. Foreign driver’s licenses are usually recognized by the German authorities.
However, a national driver’s license must first be translated if it was not issued by one

of the European member states or a country belonging to the European Economic Area
(EEA).

German translations can be performed by the German automobile clubs (most common
is the ADAC) or internationally recognized automobile clubs of the issuing state.

A translation is not required for international driver’s licenses. The Federal Republic

of Germany waives the need for a translation for some countries (Andorra, Hong Kong,
Monaco, New Zealand, San Marino, Switzerland, and Senegal).

Foreign driver’s licenses not issued in a country belonging to the EU or EEA only retain
their validity for six months after the driver has taken up residence in Germany. After this
period, permission to drive expires, and a German driver's license must be obtained.

Motor Liability Insurance

A prerequisite for the registration of a motor vehicle in Germany is a motor vehicle

third party liability insurance policy (Kraftfahrzeug-Haftpflichtversicherung), which is
mandatory. The use of a motor vehicle is not covered by general private liability insurance,
which, unlike the motor vehicle third party liability insurance policy, is optional.

However, private liability insurance is also recommended as it insures the policy holder
and his or her family against claims for damages. As the liability of private persons is not
limited under German law, the importance of private liability insurance should not be
underestimated and is generally advisable.
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