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1. Allocation of state functions between the
Federation and Lander (Article 30 of the

Basic Law)

In Germany, the Liander (the 16 states that make
up the Federal Republic of Germany) are generally
responsible for carrying out state functions (includ-
ing legislation) and executing the laws. This is stip-
ulated by the country’s constitution, called the
Grundgesetz or Basic Law (cf. Articles 30, 70 and 83
of the Basic Law). The Federation is authorised to
perform state functions only where the Basic Law
expressly or implicitly empowers it to do so.

1.1 Legislative powers

The legislative powers of the Federation are set out
mainly in Article 70 et seqq of the Basic Law and,
with regard to taxation in particular, in Article 105
of the Basic Law. The Federation has both exclusive
power to legislate on certain matters (cf. Articles 71,
73 and 105 paragraph (1) of the Basic Law) as well as
concurrent powers that are shared with the Lander
(cf. Articles 72, 74 and 105 paragraph (2) of the Basic
Law). In areas where the Federation has exclusive
rights to legislate, the Lander have power to legislate
only when and to the extent that they are expressly
authorised to do so by a federal law. In areas where
the Federation and Lander share concurrent legis-
lative powers, however, the Linder have the author-
ity to legislate as long as and to the extent that the
Federation has not exercised its legislative power by
enacting a law.

The Federation has exclusive legislative powers in
areas of national importance (such as matters relat-
ing to identity documents and the registration of
residents; the protection of cultural assets; and laws
on arms and explosives). The Linder have exclusive
legislative powers in areas that are regulated at the
regional level (such as the penal system, the right of
assembly, and civil servants' pay and pensions).

In practice, legislative powers have gravitated largely
towards the Federation. The main reason for this is
the great extent to which the Federation has exer-
cised its concurrent legislative powers. Over the
years, the federal legislature - predominantly with
the agreement of the Lander or at their request -
has exercised its right to legislate on a wide variety
of fundamental matters to preserve legal and eco-
nomic unity in the national interest and equivalent
living conditions throughout the country.

Changes to the law in 1994 established more restric-
tive criteria on the exercise of concurrent legisla-
tive powers by the Federation (the Basic Law was
amended such that concurrent powers may be exer-
cised by the Federation only in cases where there
is a “necessity” rather than when there is a perceived
“need”). At the same time, federal laws may now be
adopted which allow federal legislation to be super-
seded by Lander law if the federal legislation is no
longer necessary (this is set out in Article 72 par-
agraph (4) of the Basic Law and the transitional
arrangement in Article 125a paragraph (2) of the
Basic Law).
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In some ways, the 1994 legislative amendments
also make it easier for the Federation to exercise its
concurrent legislative powers, because reviews to
determine whether federal legislation is necessary
are now required only in certain policy areas (such
as public welfare benefits, the economy, and road
traffic). In return, the Lander have the power to pass
laws that diverge from federal legislation in certain
policy fields (such as admissions to higher educa-
tion, university degree requirements, and some
areas of environmental law). This means that con-
current legislative powers can take one of three dif-
ferent forms: first, there are policy areas that require
areview to determine whether federal legislation is
necessary; second, there are policy areas where no
review to determine the necessity for federal legis-
lation is required; and third, there are policy areas
where no review to determine the necessity for fed-
eral legislation is required but where the Lander are
permitted to pass laws that diverge from federal
legislation.

The Federation has the exclusive power to pass leg-
islation governing customs duties and financial
monopolies (cf. Article 105 paragraph (1) of the Basic
Law). With regard to other taxes, with the exception
of real property tax, the Federation has concurrent
legislative powers (cf. Article 105 paragraph (2), sec-
ond sentence, of the Basic Law) over taxes whose
revenue flows entirely or partly to the Federation -
for example, the three “joint taxes”, i.e. income tax,
corporation tax and value added tax, whose revenue
is shared between the Federation and the Lander
(Article 106 paragraph (3), first sentence, of the Basic
Law). The Federation also has concurrent legisla-
tive powers over taxes for which federal-level leg-
islation has been deemed necessary in accordance
with the criteria stipulated in Article 72 paragraph
(2) of the Basic Law. Since there was no academic
consensus regarding the Federation’s legislative
powers in this respect concerning the real property
tax that the Lander receive (Article 6 paragraph (2)
no 3 of the Basic Law), the Act Amending the Basic
Law which entered into force on 21 November 2019,
now assignes the Federation concurrent legislative
powers regarding real property tax, regardless of the
criteria stipulated in Article 72 paragraph (2) of the
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Basic Law (Article 105 paragraph 2, first sentence, of
the Basic Law). At the same time, the Lander were
given the option, via an addition to Article 72 para-
graph 3 of the Basic Law, of issuing Land legislation
that deviates from federal legislation (Article 72 par-
agraph (3) no 7 of the Basic Law).

To ensure legal and economic consistency on a
nation-wide basis, the Federation has made exten-
sive use of its concurrent legislative powers in
the area of taxation. This means that the Lander
(together with local authorities) retain the power to
levy taxes mainly in the form of local excise duties,
as long as such duties are not equivalent to taxes
governed by federal law (cf. Article 105 paragraph
(2a), first sentence, of the Basic Law). In addition,
the Lander have the exclusive power to pass legisla-
tion on church tax (cf. Article 140 of the Basic Law
in conjunction with Article 137 paragraph (6) of the
Weimar Constitution) and to determine the tax rate
for real property transfer tax (cf. Article 105 para-
graph (2a), second sentence, of the Basic Law). Local
authorities have the right to determine the multipli-
ers (Hebesatz) that are applied to the basic rates of
real property tax and trade tax (cf. Article 106 par-
agraph (6), second sentence, of the Basic Law) and
that influence the amount of revenue collected by
local authorities.

The Lander participate in the legislative activity
of the federal government via the Bundesrat (the
upper house of the federal parliament). The Lander
have the most influence over the legislative process
in cases where, according to the Basic Law, a fed-
eral law requires the Bundesrat’s consent in order
to be enacted. In the area of tax legislation, Bundes-
rat consent is required if all or part of the tax reve-
nue from a particular tax accrues to the Lander or
to the local authorities (cf. Article 105 paragraph (3)
of the Basic Law). The latter applies for example to
trade tax and real property tax (cf. Article 106 para-
graph (6), first sentence, of the Basic Law).
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1.2 Administrative responsibilities

In contrast to the allocation of legislative powers,
the responsibility for (a) executing laws and (b) per-
forming administrative activities not regulated by
law lies predominantly with the Lander. This is par-
ticularly true for federal laws that the Lander exe-
cute in their own right (cf. Article 83 of the Basic
Law). In exceptional cases, the Basic Law stipulates
that the Lander execute federal laws on behalf of
the Federation. Where the Basic Law requires the
Lander to do so, this is called “obligatory execution
on federal commission” and occurs for example in
the case of taxes accruing in whole or in part to the
Federation (cf. Article 108 paragraph (3), first sen-
tence, of the Basic Law). Where the Basic Law ena-
bles the Federation to task the Lander with execut-
ing a law on behalf of the Federation, this is called
“optional execution on federal commission” and
occurs for example in the case of aviation admin-
istration (cf. Article 87d paragraph (2) of the Basic
Law). In contrast to laws that the Linder execute
on their own behalf, the Federation has extended
supervisory powers when it comes to laws that
the Lander execute on the Federation's behalf.
These powers encompass legal oversight as well as
the authority to ensure that the laws are executed
appropriately (cf. Article 84 paragraph (3), first sen-
tence, and Article 85 paragraph (4), first sentence, of
the Basic Law).

Financial relations between the Federation and Lander
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The Federation itself executes laws — through its
own administrative authorities or through federal
corporations or public law institutions - in spe-
cific areas that are stipulated in the Basic Law. Here
too, it is possible to distinguish between functions
that the Federation is required to carry out through
its own administrative authorities (such as the for-
eign service; cf. Article 87 paragraph (1), first sen-
tence, of the Basic Law) and functions where this is
optional (such as federal border police authorities;
cf. Article 87 paragraph (1), second sentence, of the
Basic Law). Article 87 paragraph (3), first sentence, of
the Basic Law also contains an important instance
of the latter. Under this provision, autonomous fed-
eral higher authorities as well as new federal cor-
porations and institutions under public law may be
established by federal law for matters over which the
Federation has legislative power. Customs duties,
fiscal monopolies, excise duties regulated by fed-
eral law (including import VAT), motor vehicle tax,
other transaction taxes related to motorised means
of transport, and the levies applicable within the
framework of the European Union are administered
by federal revenue authorities - in other words, by
federal administrative authorities with their own
administrative substructure (cf. Article 108 para-
graph (1), first sentence, and Article 87 paragraph
(1), first sentence, of the Basic Law).
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2. Allocation of financial responsibility
between the Federation and the Linder

2.1 Basic principles

According to the Basic Law, each level of govern-
ment is in principle responsible for financing its
own expenditures. The responsibility for financing
a state function falls to the government level that
bears administrative responsibility for that func-
tion as laid down in the Basic Law (Article 104a par-
agraph (1) of the Basic Law). The basic link between
administrative and financial responsibility con-
tained in this burden-sharing rule means that finan-
cial responsibility generally lies with the Lander,
given the fact that the Lander are generally respon-
sible for executing legislation. The Federation may
finance only those tasks that it is explicitly or implic-
itly responsible for administering under the Basic
Law. The principle that administrative responsibil-
ity engenders financial responsibility is confirmed
by the Basic Law, which stipulates that the Feder-
ation and Lander must finance the administrative
expenditures incurred by their respective authori-
ties. Administrative expenditures (costs for adminis-
trative staff and administrative bodies) must there-
fore be distinguished from what are referred to as
“purpose-related expenditures” - that is, spend-
ing that serves to achieve the purpose of the task
in question.

2.2 Exceptions

There are, however, exceptions to the strict division
of financial responsibilities between the Federation
and the Liander. Because of the Federation’s respon-
sibility for the state and economy as a whole, the
Basic Law permits the Federation to help finance
Lander tasks in the form of co-financing. These
joint financing arrangements were partly restruc-
tured and modified in the course of the 2006 and
2009 federal reforms, the 2017 reorganisation of
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financial relations between the Federation and the
Lander, and further adjustments enacted in 2019.

2.2.1 Joint tasks

Where certain functions performed by the Lander
are of considerable importance for the future devel-
opment of the country as a whole, the Basic Law
allows the Federation to participate in the imple-
mentation and financing of such functions if this is
necessary for the improvement of living conditions
(cf. Article 91a paragraph (1) of the Basic Law). Such
functions are referred to as “joint tasks”. The Feder-
ation may participate in the following areas, which
are specifically and exhaustively designated in the
Basic Law:

e improvement of regional economic structures

e improvement of agricultural structures and
coastal protection.

For tasks relating to the improvement of regional
economic structures, the Federation provides half of
the funding. For tasks relating to the improvement
of agricultural structures and coastal protection, the
Federation provides at least half of the funding in
each Land, although all Linder must receive a uni-
form share of federal funding.

The details of the coordination between the Feder-
ation and Lander must be specified by means of a
federal law that requires the approval of the Bun-
desrat (cf. Article 91a paragraph (2) of the Basic Law).
Through this joint coordination, the Federation is
able to influence the way in which such activities
are carried out in the Lander.
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While the Basic Law requires the Federation and
Lander to work together on the joint tasks men-
tioned above in cases where the preconditions
are met, it also provides for the option to coop-
erate in the areas of science and research and in
international comparisons of educational systems
(Article 91b of the Basic Law).

Under the revised version of Article 91b paragraph
(1) of the Basic Law, which took effect in 2015, the
Federation and Liander may conclude agreements
to cooperate in supporting science, research and
teaching in cases that have relevance for the country
as a whole. This greatly expands the opportunities
for cooperation between the Federation and Lander
in the areas of science and research. The new rules
permit long-term support for both higher education
institutions as well as non-university research cen-
tres on the basis of agreements between the Feder-
ation and the Linder. Agreements targeting higher
education institutions require the consent of all of
the Liander, although this does not apply to agree-
ments on the construction of research buildings
including large-scale equipment.

Under Article 91b paragraph (2) of the Basic Law, the
Federation and Linder may cooperate on measures
to assess the performance of the German education
system in comparison with other countries, and on
related reports and recommendations.

In these areas of activity, the distribution of costs is
regulated in each respective agreement between the
Federation and Lander and can thus be negotiated
by the parties involved.

Furthermore, as part of the 2009 federal reforms,
two provisions on administrative cooperation were
added to the Basic Law.

First, Article 91c of the Basic Law permits the Feder-
ation and Lander to collaborate on IT systems that
are necessary for the performance of state func-
tions and to adopt joint interoperability and secu-
rity standards for public administration. It also pro-
vides for the Federation to establish and operate a
communications network connecting federal and
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Lander authorities. The resulting improvement in
public sector IT infrastructure is intended to help
make the public administration faster, more effi-
cient and more cost-effective. The specifics of this
collaboration are defined in a treaty between the
Federation and the Linder negotiated within the
Commission on Federal Reform. The details regard-
ing the interconnecting network between federal
and Lander authorities are laid down in an IT Net-
work Act (IT-Netz-Gesetz) adopted by the Bundestag
and Bundesrat as part of the federal reform process.
In addition, as part of the 2017 reorganisation of
financial relations between the Federation and the
Lander, the Federation took on legislative powers
that will enable it to establish an obligatory, nation-
wide joint portal that will give individuals and com-
panies access to online public administration ser-
vices at the federal and Land level.

Second, Article 91d of the Basic Law grants the
Lander and the Federation the option of carrying out
comparative studies to assess and improve the per-
formance of their administrative bodies (a process
referred to as benchmarking). This benchmarking
aims to improve the performance of public admin-
istration as a whole by adding transparency to the
services, quality and costs of administrative bodies,
thereby shedding light on ways to enhance their
effectiveness and efficiency.

The performance of tasks by employment agencies
and local authorities in connection with the provi-
sion of basic benefits for job-seekers is constitution-
ally enshrined under Article 91e, which was added
to the Basic Law in 2010.
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2.2.2 Financial assistance

The Basic Law also gives the Federation the option
of providing co-financing in the form of financial
assistance. Under Article 104b paragraph (1) of the
Basic Law, the Federation may, in areas where it
holds legislative powers, grant financial assistance
to the Lander to promote particularly important
investments by the Lander and local authorities that
are necessary to

e avert a disturbance of the overall economic
equilibrium,

e balance out economic disparities in Germany, or
e promote economic growth.

This means that financial assistance must aim either
(a) to have an impact on growth (the first option
above) or (b) to achieve structural changes that will
have a positive effect on a region's economy or on
the national economy (the second and third options
above). At the same time, such investments must (a)
be targeted towards functions performed by the
Lander and (b) have particular relevance for the
country as a whole. One exception to the abovecited
condition that the Federation may grant finan-
cial assistance only in areas where it holds legisla-
tive powers is laid down in the second sentence of
Article 104b paragraph (1) of the Basic Law. This pro-
vision expands the Federation’s powers by permit-
ting it to grant financial assistance in the event of
natural disasters or extraordinary emergencies that
are beyond the control of government and that have
a major adverse impact on public finances, even if
the Federation does not have legislative powers con-
cerning the matter.

The Act Amending the Basic Law, which took effect
on 4 April 2019, further expands the Federation’s
options for providing financial assistance to the
Lander for the purpose of boosting investment in
politically important areas.
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Article 104c of the Basic Law, which was added in
2017 as part of the reorganisation of financial rela-
tions between the Federation and the Liander, allows
the Federation to provide financial assistance for the
purpose of investing in education infrastructure, as
long as such investments are deemed relevant for
Germany as a whole. Originally, this power extended
only to the provision of financial assistance to local
authorities with inadequate financial resources. The
new rules adopted in 2019 remove this restriction.
This means that the Federation now has the abil-
ity to support such investment nationwide on the
basis of Article 104c of the Basic Law. Wording was
also added to this provision to the effect that such
federal financial assistance must aim to enhance the
efficiency of local education infrastructure. In addi-
tion, the Federation’s powers to provide financial
assistance were extended to cover expenditures of
a temporary nature that are directly related to such
investments. This rule is an exception; in general,
federal financial assistance can be used to promote
investment only in fixed assets. Any such non-in-
vestment spending must be used for measures that
are necessary for fulfilling the purpose of the invest-
ment (eligible spending could include, for example,
costs to build a system administration tool or to
train instructors as part of an overall programme for
investing in digital education infrastructure). Finan-
cial assistance in accordance with Article 104c of the
Basic Law cannot be used to cover administrative
costs related to an investment programme or gen-
eral follow-up costs of investments. The expanded
provisions contained in Article 104c of the Basic
Law have no effect on the authority of the Linder
over the functions and financing of the education
system as a key feature of their autonomy in cul-
tural and educational affairs.
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A new article (Article 104d) has been added to the
Basic Law that allows the Federation to provide
financial assistance to the Lander for the purpose
of promoting Land and local authority investment
in social housing, as long as such investments are
deemed relevant for Germany as a whole. In its
statement of legislative intent for Article 104d, the
federal government asserted that it is necessary to
provide targeted financial assistance in order to
tackle housing shortages and rising rents.

These special provisions for providing financial
assistance deviate from the general rule (stipulated
in Article 104b of the Basic Law) that federal finan-
cial assistance is permissible only in those areas
where the Federation holds legislative powers. Leg-
islation in the area of education falls under the remit
of the Lander; in addition, the Federation no longer
has the power to legislate in matters of social hous-
ing since the first round of federal reforms in 2006.
Furthermore, the prerequisites for granting finan-
cial assistance under Article 104b paragraph (1) of
the Basic Law do not apply in these exceptional
cases.

The Federation is barred from providing full
financing for financial assistance measures under
Articles 104b, 104c and 104d of the Basic Law. Rather,
it can provide only co-financing. This is because the
investments concerned pertain to functions that are
in the remit of the Lander, and according to the gen-
eral rules on burden-sharing, the responsibility for
(a) functions and (b) costs should not be completely
decoupled. In addition, the new constitutional rules
stipulate that - for provisions on financial assis-
tance that take effect after 31 December 2019 - fed-
eral financial assistance can be provided only in
addition to the own funds provided by the Lander
(see Article 104b paragraph (2), fifth sentence, of the
Basic Law). This gives constitutional status to a key
concern of the Bundestag, which wanted to ensure
that federal financial assistance does not simply
replace investment by the Lander. Financial assis-
tance may be granted on a temporary basis only
and must be reviewed at regular intervals. Further-
more, annual payments of financial assistance must
decrease over time. These conditions were waived
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for financial assistance to boost investment in social
housing (Article 104d of the Basic Law); this provides
the Federation with the constitutional authority to
contribute to the long-term, sustained construction
of social housing by using the instrument of finan-
cial assistance in accordance with budget law.

Furthermore, upon their request, the Bunde-
stag, federal government and Bundesrat must be
informed about the implementation of such meas-
ures and the improvements achieved. This makes
it possible to monitor whether the funding has
achieved its intended objective.

The type, scope and objective of a financial assis-
tance measure must be laid down in (a) a federal law
requiring Bundesrat consent or (b) an administra-
tive agreement with all of the affected Lander on the
basis of the Federal Budget Act (Bundeshaushalts-
gesetz). Such a law or administrative agreement
must stipulate the main conditions for granting the
assistance. This includes, in particular, the types of
investment to be funded, the amount of the Feder-
ation’s contribution, and the distribution of assis-
tance among the Lander. If criteria are established
for the design of Lander programmes, such cri-
teria are specified in agreement with the Lander
concerned.

To ensure that funds are used appropriately, the
federal government can require the submission of
reports and documents and can conduct inquir-
ies at all public authorities. However, the federal
government has only limited powers of oversight
when it comes to financial assistance granted for
the purpose of boosting investment in local edu-
cation infrastructure on the basis of Article 104c of
the Basic Law; this is because education policy falls
under the remit of the Lander. The federal govern-
ment can request only reports and the submission
of documents in this area (Article 104c, third sen-
tence, of the Basic Law). It does not have the power
to conduct inquiries at all public authorities.
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2.2.3 Laws granting cash benefits

Federal laws that grant cash benefits and that are
executed by the Lander (Article 104a paragraph (3),
first sentence, of the Basic Law) constitute another
exception to regular burden-sharing rules. If, within
the framework of its legislative powers, the Federa-
tion pays cash benefits from public funds to private
individuals without consideration in return (e.g., for
reasons of social policy), the Basic Law allows the
Federation to bear all or part of the expenditure.
Examples here include:

e the Federal Training Assistance Act
(Bundesausbildungsférderungsgesetz)
(100% federal funding as of 1 January 2015)

e the Housing Benefit Act (Wohngeldgesetz)
(50% federal funding, 50% Lander funding)

e the Federal Parental Benefit and Parental Leave
Act (Gesetz zum Elterngeld und zur Elternzeit)
(100% federal funding)

e the Advance Maintenance Payments Act
(Unterhaltsvorschussgesetz) (40% federal
funding, 60% Lander funding).
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2.2.4 Other special burden-sharing rules

In addition to the above-mentioned provisions, the
Basic Law contains further exceptions to regular
burden-sharing rules. This includes cases in which
the Lander execute federal laws on the Federation’s
behalf. In these cases, the Federation alone pays for
the purpose-related expenditures resulting from
execution of the law (cf. Article 104a paragraph (2)
of the Basic Law). The cost burden borne by the Fed-
eration in such cases is justified by the greater influ-
ence it has when delegating tasks to the Lander.

With some exceptions, the Federation also bears
the costs of (a) occupation and other internal and
external costs resulting from the Second World War
(Article 120, paragraph (1), first sentence, of the Basic
Law) and (b) subsidies needed to cover social secu-
rity costs, including unemployment insurance (cf.
Article 120 paragraph (1), fourth sentence, of the
Basic Law).

In contrast, if Germany bears costs for any violations
of obligations resulting from supranational or inter-
national law, these costs are shared by the Feder-
ation and Lander in accordance with the domes-
tic allocation of competences and responsibilities
(Article 104a paragraph (6) of the Basic Law). Bur-
den-sharing here follows the principle that the costs
are borne by the originator.

Costs arising from sanctions imposed by the Euro-
pean Union for any breaches of budgetary disci-
pline prescribed by Article 126 of the Treaty on
the Functioning of the European Union are to be
shared by the Federation and Lander at a ratio of
65% to 35%, respectively (cf. Article 109 paragraph
(5) of the Basic Law).
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2.3 Overview of Federation/Lander co-financing arrangements

Federal budget
2019 2020
Actual Target
- (in €bn) -*
1. Joint tasks (Article 91a of the Basic Law) 1.3 2.0
Breakdown:
1.1 Regional economic structures 0.5 0.9
1.2 Agricultural structures and coastal protection 0.8 11
2. Cooperation to support research (Article 91b (1) of the Basic Law) 10.2 10.6
Breakdown:
2.1 Major research facilities 3.1 3.3
2.2 Other research facilities (Wissenschaftsgemeinschaft Gottfried Wilhelm Leibniz e.V.) 0.7 0.8
2.3 Other research support 6.4 6.6
3. Assessing the performance of the German education system in comparison with other countries 01 i
(Article 91b (2) of the Basic Law)
4. Laws granting cash benefits (Article 104a (3) of the Basic Law) 25.2 335
Breakdown:
4.1 Federal student aid 2.0 23
4.2 Housing benefit 0.5 0.6
4.3 Parental benefit? 6.9 7.3
4.4 Advance on child maintenance to single parents 0.7 0.9
4.5 Federation’s contribution to housing and heating benefits 6.5 12.4
4.6 Federation’s contribution to basic income support for older people and for people 6.8 79
with reduced earning capacity
4.7 Other 1.9 21
5. Fiscal assistance (Article 104b. 104c and 104d of the Basic Law) 0.9 1.8
Breakdown:
5.1 Urban development 0.7 11
5.2 Railway infrastructure for public transport 0.1 0.4
5.3 Other fiscal assistance 0.1 0.3

Note: Co-financing does not include the earmarked payments that the Federation makes to the Lander under Article 13 of the Act
Accompanying Federal Reforms (Féderalismusreform-Begleitgesetz) to compensate for federal funding that was discontinued with
effect from 2007. Nor does it include the federal special funds that are managed separately from the federal budget.

1 Discrepancies due to rounding

2 Financed entirely by the Federation
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3. The tax system and the distribution of tax
revenue between the Federation, Linder

and local authorities

3.1 Overview of the system for
distributing tax revenue

3.1.1 Vertical distribution

Assignment of revenue under

the system of “separate
apportionment” - i.e. where
revenue is apportioned to a single
government level (Article 106 of
the Basic Law):

Federal taxes
(e.g. excise duties (excluding beer duty), insurance tax,
and the surtax on income tax and corporation tax)

Linder taxes
(e.g.inheritance tax, beer duty and gaming
casinos levy)

Local authority taxes
(e.g. trade tax and real property tax)
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Assignment of revenue under the
system of shared apportionment
(joint taxes):

Income tax

(including wages tax)

- Federation: 42.5%,

- Lander: 42.5%,

- local authorities: 15%

(Article 106 paragraph (3) of the Basic Law in
conjunction with section 1 of the Local Authority
Finance Reform Act)

Final withholding tax on interest and capital gains
- Federation: 44%

- Lander: 44%

- local authorities: 12%

Corporation tax

- Federation: 50%

- Lander: 50%

(Article 106 paragraph (3) of the Basic Law)
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Value added tax
1995

- Federation: 56%
- Lander: 44%

2000

- Federation: approx. 52%

- Lander: approx. 45.9%

- local authorities: approx. 2.1%

2005

- Federation: 53.1%

- Lander: approx. 44.8%

- local authorities: approx. 2.1%

2010

- Federation: approx. 53.2%

- Lander: approx. 44.8%

- local authorities: approx. 2.0%

2011

- Federation: approx. 53.9%

- Lander: approx. 44.1%

- local authorities: approx. 2.0%

2012

- Federation: approx. 53.4%

- Lander: approx. 44.6%

- local authorities: approx. 2.0%

2013

- Federation: approx. 53.4%

- Lander: approx. 44.6%

- local authorities: approx. 2.0%

2014

- Federation: approx. 53.5%

- Lander: approx. 44.5%

- local authorities: approx. 2.0%

2015

- Federation: approx. 52.3%

- Lander: approx. 45.5%

- local authorities: approx. 2.2%
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2016

- Federation: approx. 49.4%

- Lander: approx. 48.3%

- local authorities: approx. 2.2%

2017

- Federation: approx. 50.7%

- Lander: approx. 46.6%

- local authorities: approx. 2.7%

2018

- Federation: approx. 48.9%

- Lander: approx. 47.7%

- local authorities: approx. 3.2%

2019

- Federation: approx. 48.9%

- Lander: approx. 47.7%

- local authorities: approx. 3.4%
(Article 106 paragraph (3) and paragraph (4) of the
Basic Law in conjunction with section 1 of the
Fiscal Equalisation Act))

3.1.2 Horizontal distribution

e Basic principle: distribution reflects local
revenue.

e Wages tax is apportioned according to the
principle of residency.

e Corporation tax is apportioned according to
place of business.

e The final withholding tax on interest and
capital gains is apportioned based on bank
information stating the Lander in which

taxpayers reside or have their registered office.

(Article 107 paragraph (1) of the Basic Law in

conjunction with the Tax Revenue Reallocation Act)

Horizontal distribution of VAT
revenue among the Lander

e In general, VAT revenue is distributed on a per
capita basis.
e However, Lander with below-average tax

revenue receive a higher share of VAT revenue,

while Lander with above-average tax revenue
receive a lower share.



The tax system and the distribution of tax revenue between the Financial relations between the Federation and Lander
Federation, Lander and local authorities on the basis of constitutional financial provisions

3.2 Cash revenues from federal, Linder and local authority taxes (2012-2019)*

3.2.1 Cash revenues from federal, Linder and local authority taxes (2012-2019)*

2012 2013 2014
Tax type € million % of € million % of € million % of
total tax total tax total tax
revenue revenue revenue
Joint taxes
Wages tax! 149,064.6 24.8 158,198.1 25.5 167,982.5 26.1
Assessed income tax? 37,262.4 6.2 42,279.5 6.8 45,612.6 7.1
Non-assessed taxes on earnings? 20,059.5 33 17,259.0 2.8 17,423.2 2.7
Final withholding tax on interest and capital gains 8,234.1 14 8,664.4 1.4 7,812.4 1.2
Corporation tax? 16,934.5 2.8 19,507.6 3.1 20,044.0 3.1
Value added taxes 194,634.9 324 196,843.2 31.8 203,110.4 31.6
Breakdown: VAT 142,439.0 23.7 148,315.1 23.9 154,227.8 24.0
Import VAT 52,1959 8.7 48,528.1 7.8 48,882.6 7.6
Total joint taxes 426,189.9 71.0 442,751.7 71.4 461,985.1 71.8
Taxes accruing to the Federation
Energy duty 39,304.7 6.6 39,363.9 6.4 39,757.8 6.2
Electricity duty 6,973.2 1.2 7,009.2 11 6,638.2 1.0
Tobacco duty 14,143.4 24 13,819.9 2.2 14,611.7 2.3
Alcohol duty 2,121.4 0.4 2,102.4 0.3 2,059.7 0.3
Sparkling wine duty 450.0 0.1 4343 0.1 411.6 0.1
Intermediate products duty 143 0.0 14.4 0.0 14.7 0.0
Alcopops duty 2.0 0.0 2.0 0.0 13 0.0
Coffee duty 1,053.5 0.2 1,021.1 0.2 1,015.6 0.2
Insurance tax 11,138.0 19 11,552.8 1.9 12,046.2 1.9
Motor vehicle tax? 8,442.7 14 8,490.3 14 8,501.0 13
Aviation tax 948.4 0.2 978.4 0.2 989.7 0.2
Nuclear fuel duty 1,577.0 0.3 1,285.1 0.2 708.0 0.1
Surtax/solidarity surcharge 13,623.7 2.3 14,378.0 2.3 15,046.5 2.3
Standard-rate import duties 17 0.0 1.6 0.0 1.6 0.0
Other taxes accruing to the Federation 0.1 0.0 0.0 0.0 0.0 0.0
Total taxes accruing to the Federation 99,794.0 16.6 100,453.5 16.2 101,803.8 15.8
Taxes accruing to the Lander
Net worth tax -1.0 0.0 -0.6 0.0 -2.6 0.0
Inheritance tax 4,304.6 0.7 4,633.0 0.7 5,452.4 0.8
Real property transfer tax 7,389.1 1.2 8,394.2 14 9,339.1 1.5
Motor vehicle tax® 0.0 0.0 0.0 0.0 0.0 0.0
Betting and lottery tax 1,431.6 0.2 1,635.3 0.3 1,673.3 0.3
Fire protection tax 380.4 0.1 391.9 0.1 409.0 0.1
Beer duty 696.6 0.1 668.9 0.1 684.4 0.1
Total taxes accruing to the Lander 14,201.3 2.4 15,722.8 2.5 17,555.6 2.7
Local authority taxes
Trade tax 42,344.5 7.1 43,027.0 6.9 43,755.5 6.8
Class A real property tax 375.0 0.1 384.7 0.1 383.0 0.1
Class B real property tax 11,641.6 1.9 11,992.2 1.9 12,307.5 1.9
Other local authority taxes 1.037.0 0.2 1,144.9 0.2 1,274.7 0.2
Total local authority taxes 55,398.2 9.2 56,548.9 9.1 57,720.8 9.0
Customs duties
Customs duties (100%) 4,462.4 0.7 4,231.4 0.7 4,551.9 0.7
Total tax revenue 600,045.8 100.0 619,708.3 100.0 643,617.2 100.0

* Data from previous years is available (in German) at: http://www.bundesfinanzministerium.de/Content/DE/Standardartikel/
Themen/Steuern/Steuerschaetzungen_und_Steuereinnahmen/Steuereinnahmen/entwicklung-der-steuereinnahmen.html

1 After subtracting child benefit payments and old-age pension allowances remitted by the Federal Central Tax Office.
2 After refunds by the Federal Central Tax Office.

3 Administrative responsibility for motor vehicle tax was transferred from the Lander to the Federation as of 1 July 2009.
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2015 2016 2017 2018 2019

€ million % of € million % of € million % of € million % of € million % of
total tax total tax total tax total tax total tax
revenue revenue revenue revenue revenue
178,890.5 26.6 184,826.1 26.2 195,523.7 26.6 208,230.9 26.8 219,660.1 27.5
48,580.4 7.2 53,833.0 7.6 59,428.2 8.1 60,415.4 7.8 63,711.1 8.0
17,944.8 2.7 19,451.6 2.8 20,918.1 2.8 23,176.0 3.0 23,485.5 2.9
8,258.8 1.2 5,939.6 0.8 7,333.1 1.0 6,893.4 0.9 5,146.4 0.6
19,583.0 2.9 27,4419 39 29,258.9 4.0 33,4254 4.3 32,013.4 4.0
209,920.6 31.2 217,089.6 30.8 226,355.0 30.8 234,800.5 30.2 243,255.5 30.4
159,015.2 23.6 165,932.4 23.5 170,498.5 23.2 175,437.2 22.6 183,112.7 229
50,905.4 7.6 51,157.2 7.2 55,856.5 7.6 59,363.3 7.6 60,142.8 7.5
483,178.1 71.8 508,581.9 72.1 538,817.0 73.4 566,941.6 73.0 587,272.0 73.5
39,593.8 5.9 40,090.7 5.7 41,022.3 5.6 40,881.6 53 40,682.7 51
6,592.5 1.0 6,569.2 0.9 6,943.9 0.9 6,858.0 0.9 6,688.8 0.8
14,920.9 2.2 14,186.1 2.0 14,398.8 2.0 14,339.0 1.8 14,256.8 1.8
2,069.9 0.3 2,070.2 0.3 2,093.6 0.3 2,132.7 0.3 2,117.8 0.3
429.1 0.1 400.6 0.1 367.9 0.1 377.7 0.0 383.9 0.0
14.4 0.0 15.2 0.0 16.6 0.0 17.5 0.0 194 0.0
2.2 0.0 13 0.0 2.0 0.0 2.5 0.0 1.0 0.0
1,031.5 0.2 1,039.8 0.1 1,057.4 0.1 1,036.6 0.1 1,060.3 0.1
12,419.5 1.8 12,763.2 1.8 13,269.3 1.8 13,778.8 1.8 14,135.9 1.8
8,804.8 13 8,952.1 1.3 8,947.7 1.2 9,047.0 1.2 9,372.3 1.2
1,022.9 0.2 1,073.7 0.2 1,120.5 0.2 1,186.8 0.2 1,182.2 0.1
1,370.5 0.2 422.4 0.1 -7,261.9 -1.0 -0.4 0.0 -0.5 0.0
15,930.3 2.4 16,854.8 2.4 17,953.3 2.4 18,926.7 2.4 19,646.1 2.5
1.6 0.0 1.6 0.0 1.6 0.0 1.8 0.0 1.8 0.0
0.0 0.0 0.0 0.0 0.5 0.0 0.0 0.0 0.0 0.0
104,204.1 15.5 104,440.9 14.8 99,933.6 13.6 108,586.3 14.0 109,548.5 13.7
-1.3 0.0 -0.2 0.0 0.2 0.0 -0.1 0.0 -0.1 0.0
6,289.8 0.9 7,006.5 1.0 6,113.7 0.8 6,813.1 0.9 6,986.9 0.9
11,248.7 1.7 12,408.1 1.8 13,139.2 1.8 14,083.0 1.8 15,788.6 2.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1,712.2 0.3 1,808.5 0.3 1,836.9 0.3 1,894.0 0.2 1,974.8 0.2
413.2 0.1 441.8 0.1 450.9 0.1 467.1 0.1 482.0 0.1
676.4 0.1 677.8 0.1 664.2 0.1 655.3 0.1 617.4 0.1
20,339.0 3.0 22,3425 3.2 22,205.0 3.0 23,912.5 3.1 25,849.6 3.2
45,737.4 6.8 50,097.0 7.1 52,872.0 7.2 55,852.4 7.2 55,419.5 6.9
393.6 0.1 394.2 0.1 404.0 0.1 405.4 0.1 406.8 0.1
12,821.1 19 13,259.9 19 13,561.4 1.8 13,797.3 1.8 14,032.4 18
1,429.4 0.2 1,562.3 0.2 1,657.2 0.2 1,710.3 0.2 1,694.5 0.2
60,381.4 9.0 65,313.3 9.3 68,494.7 9.3 71,765.5 9.2 71,553.1 9.0
5,158.8 0.8 5,112.9 0.7 5,062.6 0.7 5,057.1 0.7 5,085.0 0.6
673,261.5 100.0 705,791.4 100.0 734,512.9 100.0 776,262.9 100.0 799,308.3 100.0
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3.2.2 Distribution of tax revenue by level of government (2012-2019)*

2012 2013 2014
Taxtype emillion YO MNEE ¢ iion YOV CNANBE g iy  YOY Change
in% in% in%
Federation tax revenue
Taxes accruing to the Federation 99,794.0 0.7 100,453.5 0.7 101,803.8 1.3
+ Federation’s share of
Wages tax/assessed income tax 79,189.0 8.5 85,203.0 7.6 90,777.9 6.5
Non-assessed taxes on earnings/corporation tax 18,497.0 9.5 18,383.3 -0.6 18,733.6 1.9
Final withholding tax on interest and capital gains 3,623.0 2.7 3,812.3 5.2 3,437.5 -9.8
Value added taxes! 103,964.6 1.5 105,083.5 11 108,596.3 3.3
Trade tax apportionment 1,586.7 4.4 1,575.1 -0.7 1,603.1 1.8
- EU VAT own resources -2,027.4 7.3 -2,082.9 2.7 -4,014.6 92.7
- EU GNI own resources -19,826.1 10.1 -24,787.1 25.0 -22,419.4 -9.6
- State subsidies for public transport -7,084.6 1.5 -7,190.9 1.5 -7,298.7 1.5
- Compensatlon paid to Lander for transfer of motor -8.991.8 0.0 -8,991.8 0.0 -8.991.8 0.0
vehicle tax revenue
- Supplementary federal grants -11,621.3 -4.0  -10,792.4 -7.1  -10,681.3 -1.0
- Consolidation assistance -800.0 50.0 -800.0 0.0 -800.0 0.0
Total Federation tax revenue 256,303.1 3.4  259,865.7 14 270,746.3 4.2
Lander tax revenue
Taxes accruing to the Lander 14,201.3 8.4 15,722.8 10.7 17,555.6 11.7
+ Lander share of
Wages tax/assessed income tax 79,189.0 8.5 85,203.0 7.6 90,777.9 6.5
Non-assessed taxes on earnings/corporation tax 18,497.0 9.5 18,383.3 -0.6 18,733.6 1.9
Final withholding tax on interest and capital gains 3,623.0 2.7 3,812.3 5.2 3,437.5 -9.8
Value added taxes? 86,785.5 3.6 87,830.8 1.2 90,460.1 3.0
Trade tax apportionment 2,242.9 4.3 2,227.1 -0.7 2,266.4 1.8
+ State subsidies for public transport 7,084.6 1.5 7,190.9 1.5 7,298.7 1.5
+ Increased trade tax apportionment 3,307.7 2.8 3,251.3 -1.7 3,272.7 0.7
+ Compensa‘tlon paid by Federation for transfer of 89918 0.0 8.991.8 0.0 89918 0.0
motor vehicle tax revenue
+ Supplementary federal grants 11,621.3 -4.0 10,792.4 -7.1 10,681.3 -1.0
+ Consolidation assistance 800.0 50.0 800.0 0.0 800.0 0.0
Lander tax revenue? 236,344.0 5.4 244,205.5 33 254,275.6 4.1
Local authority tax revenue
Local authority taxes 13,053.6 3.9 13,521.9 3.6 13,965.2 3.3
+ Local authorities’ share of
Wages tax/assessed income tax/final withholding tax 28,937.1 8.3 31,1114 7.5 32,976.8 6.0
Value added taxes* 3,884.8 2.4 3,928.9 1.1 4,054.0 3.2
+ Trade tax 42,3445 4.8 43,027.0 1.6 43,755.5 17
- Trade tax apportionment paid to Federation and Lander -3,829.6 4.4 -3,802.1 -0.7 -3,869.4 1.8
- Increased trade tax apportionment -3,307.7 2.8 -3,251.3 -1.7 -3,272.7 0.7
Local authority tax revenue 81,082.8 5.8 84,535.7 4.3 87,609.4 3.6
EU own resources
Customs duties 4,462.4 -2.4 4,231.4 -5.2 4,551.9 7.6
+ VAT own resources 2,027.4 73 2,082.9 2.7 4,014.6 92.7
+ GNI own resources 19,826.1 10.1 24,787.1 25.0 22,419.4 -9.6
EU own resources 26,315.9 7.6 31,101.3 18.2 30,985.9 -0.4
Total tax revenue 600,045.8 4.7  619,708.3 3.3  643,617.2 3.9

* Data from previous years is available (in German) at: http://www.bundesfinanzministerium.de/Content/DE/Standardartikel/Themen/
Steuern/Steuerschaetzungen_und_Steuereinnahmen/Steuereinnahmen/entwicklung-der-steuereinnahmen.html

[y

Calculated as follows: The Federation first receives 5.63%; of the amount then remaining, local authorities receive 2.2%; of the amount
then remaining, the Federation in 2006 receives 49.6% plus an additional fixed amount. For 2007: the Federation first receives 3.89% of
total VAT revenue for unemployment insurance; of the amount then remaining, the Federation receives 5.15% for pension insurance;

of the amount then remaining, local authorities receive 2.2%; of the amount then remaining, the Federation receives 49.68% plus an
additional fixed amount. For 2008: the Federation first receives 4.42% for unemployment insurance; of the amount then remaining,

the Federation receives 5.05% for pension insurance; of the amount then remaining, local authorities receive 2.2%; of the amount then
remaining, the Federation receives 49.70% plus an additional fixed amount. From 2009 onwards: the Federation first receives 4.45%

for unemployment insurance; of the amount then remaining, the Federation receives 5.05% for pension insurance; of the amount then
remaining, local authorities receive 2.2%; of the amount then remaining, the Federation receives 49.70% plus an additional fixed amount.
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2015 2016 2017 2018 2019
_-— yoy change - yoy change _— yoy change - yoy change s yoy change

€ million in % € million in % € million in % € million in % € million in%
104,204.1 2.4 104,440.9 0.2 99,933.6 -4.3 108,586.3 8.7 109,548.5 0.9
96,675.1 6.5 101,430.1 4.9 108,354.6 6.8 114,174.7 5.4 120,432.8 5.5
18,763.9 0.2 23,446.8 25.0 25,088.5 7.0 28,300.7 12.8 27,749.4 =LY
3,633.9 5.7 2,613.4 -28.1 3,226.6 23.5 3,033.1 -6.0 2,264.4 =253
109,693.6 1.0 107,328.6 -2.2 114,805.2 7.0 116,512.7 15 118,944.3 2.1
1,657.5 34 1,755.0 59 1,940.8 10.6 2,058.3 6.1 1,947.2 -5.4
-4,201.3 4.7 -4,250.1 1.2 -2,362.2 -44.4 -2,384.7 1.0 -2,519.8 5.7
-21,577.8 -3.8 -19,910.5 -7.7 -14,257.6 -28.4 -21,146.9 483 -23,316.6 10.3
-7,408.2 1.5 -8,200.0 10.7 -8,347.6 1.8 -8,497.9 1.8 -8,650.8 1.8
-8,991.8 0.0 -8,991.8 0.0 -8,991.8 0.0 -8,991.8 0.0 -8,991.8 0.0
-10,041.3 -6.0 -9,844.6 -2.0 -9,229.0 -6.3 -8,485.8 -8.1 -7,555.4 -11.0
-800.0 0.0 -800.0 0.0 -800.0 0.0 -800.0 0.0 -800.0 0.0
281,607.7 4.0 289,017.8 2.6 309,361.2 7.0 322,358.7 4.2 329,052.2 2.1
20,339.0 15.9 22,3425 9.9 22,205.0 -0.6 23,9125 7.7 25,849.6 8.1
96,675.1 6.5 101,430.1 4.9 108,354.6 6.8 114,174.7 5.4 120,432.8 5.5
18,763.9 0.2 23,446.8 25.0 25,088.5 7.0 28,300.7 12.8 27,749.4 =1L
3,633.9 5.7 2,613.4 -28.1 3,226.6 23.5 3,033.1 -6.0 2,264.4 =253
95,537.0 5.6 104,928.1 9.8 105,531.8 0.6 110,841.3 5.0 116,056.0 4.7
2,342.8 3.4 2,481.8 59 2,744.0 10.6 2,910.0 6.1 2,752.9 -5.4
7,408.2 1.5 8,200.0 10.7 8,347.6 1.8 8,497.9 1.8 8,650.8 1.8
3,406.3 4.1 3,594.2 5.5 3,895.3 8.4 4,110.0 5.5 3,414.2 -16.9
8,991.8 0.0 8,991.8 0.0 8,991.8 0.0 8,991.8 0.0 8,991.8 0.0
10,041.3 -6.0 9,844.6 -2.0 9,229.0 -6.3 8,485.8 -8.1 7,555.4 -11.0
800.0 0.0 800.0 0.0 800.0 0.0 800.0 0.0 800.0 0.0
267,939.4 5.4 288,673.2 7.7 298,414.1 34 314,057.7 5.2 324,517.3 3.3
14,644.0 4.9 15,216.3 3.9 15,622.7 2.7 15,913.0 1.9 16,133.7 1.4
35,111.7 6.5 36,511.6 4.0 39,122.8 7.2 41,124.1 51 43,123.3 4.9
4,689.9 15.7 4,833.0 31 6,017.9 24.5 7,446.5 23.7 8,255.2 10.9
45,737.4 4.5 50,097.0 9.5 52,872.0 5.5 55,852.4 5.6 55,419.5 -0.8
-4,000.4 3.4 -4,236.8 59 -4,684.8 10.6 -4,968.3 6.1 -4,700.0 -5.4
-3,406.3 4.1 -3,594.2 5.5 -3,895.3 8.4 -4,110.0 5.5 -3,414.2 -16.9
92,776.3 5.9 98,826.9 6.5 105,055.3 6.3 111,257.8 5.9 114,817.4 3.2
5,158.8 13.3 5,112.9 -0.9 5,062.6 -1.0 5,057.1 -0.1 5,085.0 0.6
4,201.3 4.7 4,250.1 1.2 2,362.2 -44.4 2,384.7 1.0 2,519.8 5.7
21,577.8 -3.8 19,910.5 -7.7 14,257.6 -28.4 21,146.9 483 23,316.6 10.3
30,938.0 -0.2 29,273.5 -5.4 21,682.3 -25.9 28,588.7 31.9 30,921.4 8.2
673,261.5 4.6 705,791.4 4.8 734,512.9 4.1 776,262.9 5.7 799,308.3 3.0

2 Calculated as follows: The Federation first receives 5.63%; of the amount then remaining, local authorities receive 2.2%; of the amount
then remaining, the Lander in 2006 receive 50.4% less a fixed amount. For 2007: the Federation first receives 3.89% of total VAT revenue
for unemployment insurance; of the amount then remaining, the Federation receives 5.15% for pension insurance; of the amount then
remaining, local authorities receive 2.2%; of the amount then remaining, the Lander receive 50.32% less a fixed amount. For 2008: the
Federation first receives 4.42% for unemployment insurance; of the amount then remaining, the Federation receives 5.05% for pension
insurance; of the amount then remaining, local authorities receive 2.2%; of the amount then remaining, the Lander receive 50.30% less
a fixed amount. From 2009 onwards: the Federation first receives 4.45% for unemployment insurance; of the amount then remaining,
the Federation receives 5.05% for pension insurance; of the amount then remaining, local authorities receive 2.2%; of the amount then
remaining, the Lander receive 50.30% less a fixed amount.

3 Not including local authority tax revenue of city-states (Berlin, Bremen and Hamburg).
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3.2.3 Share of total tax revenue taken by the Federation and the Lander (including local authorities) 2012-2019

Total tax Federation's share of total tax revenue Lander and local authority share
Year revenue of total tax revenue

€ billion € billion % € billion %
2012 600.0 256.3 42.7 317.4 52.9
2013 619.7 259.9 419 328.7 53.0
2014 643.6 270.7 421 341.9 531
2015 673.3 281.6 41.8 360.7 53.6
2016 705.8 289.0 40.9 387.5 54.9
2017 734.5 309.4 421 403.5 54.9
2018 776.3 3224 41.5 4253 54.8
2019 799.3 329.1 41.2 439.3 55.0

3.2.4 Share of VAT revenue taken by the Federation, Lander and local authorities (2012-2019)

VAT revenue

Year Total Federation® Lander? Local authorities
€ billion %
2012 194.6 53.4 44.6 2.0
2013 196.8 534 44.6 2.0
2014 203.1 5815 44.5 2.0
2015 209.9 523 45.5 2.2
2016 217.1 49.4 48.3 2.2
2017 226.4 50.7 46.6 2.7
2018 234.8 49.6 47.2 3.2
2019 2433 48.9 47.7 34

1 Net amount after deducting transfers of VAT and GNI own resources to the EU and (up to 1994) supplementary grants to the Linder;
excluding payments from the Lander for the German Unity Fund.

2 Supplementary grants to the Ldnder (up to 1994) added; payments to the Federation for the German Unity Fund not deducted.
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Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

4. Budgetary performance in the Linder

2010-2019

The following tables provide an overview of final
budget figures for the Liander from 2010! to 2019,
the most recent year for which actual figures are
available. These figures possess only limited com-
parability due to differences in how functions are
distributed between a Land and its local authori-
ties. For this reason, additional tables are provided
that show fiscal data for the Lander including their
local authorities. Moreover, it is necessary to bear
in mind that, to varying degrees in the respective
Lander, tasks can also be performed by independ-
ent providers. This can also lead to distortions when
comparing the Lander.

1 The data from 1991 to 2009 are available in previous editions
of this report.
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The first table, an overview of total Lander expendi-
ture, is followed by tables covering the most impor-
tant spending categories — human resources, invest-
ment and interest payments. These are followed by
overviews of the revenues, deficits and debt levels
of the Lander.

In order to compare individual Linder of varying
sizes, the individual spending categories are also
shown in euros per capita.
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Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

Budgetary performance in the Lander from 2010 to 2019
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Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

Budgetary performance in the Lander from 2010 to 2019
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Budgetary performance in the Lander from 2010 to 2019
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Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

Budgetary performance in the Lander from 2010 to 2019
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Fiscal equalisation between different government levels

Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

5. Fiscal equalisation between different

government levels

5.1 VAT revenue distribution in
accordance with Article 106
paragraphs (3) and (4) of the
Basic Law

The meaning of coverage ratios for the purpose of
distributing VAT revenue between the Federation
and Lander is drawn from Article 106 paragraphs
(3) and (4) of the Basic Law. These provisions lay
down the basic principle for distributing VAT rev-
enue, which is that the Federation and Lander are
equally entitled to cover their necessary expendi-
tures using current revenues. For the fiscal equal-
isation system applicable from 2005 onwards, cov-
erage ratios were also enshrined in the Standards
Act (Mafdstibegesetz) as the legally binding stand-
ard for distributing VAT revenue between the Fed-
eration and Lander.
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The coverage ratio is the mathematical ratio
between revenue (excluding revenue from borrow-
ing) and expenditure (excluding payments of prin-
cipal). Calculations of Lander coverage ratios take
local authorities into account, with an adjustment
made for financial flows between the Lander and
their local authorities (especially measures to equal-
ise local authority finances).

All relevant financial indicators (such as interest
payments) clearly show that there have been finan-
cial misalignments - considerable ones, in most
cases - to the detriment of the Federation in the
past. In nearly every year since 1975, the Federation
has had a markedly lower coverage ratio than the
Lander and their local authorities.
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5.2 Coverage ratios of the Federation and Lander (including local authorities) 2005-2019

Federation Lander/local authorities
Year

Expenditure Revenue! Coverage Expenditure Revenue! Coverage

€ billion € billion ratio (%) € billion € billion ratio (%)
2005 259.8 2286 88.0 357.6 3317 92.8
2006 261.0 2331 89.3 360.4 352.8 97.9
2007 270.4 256.1 94.7 365.1 380.3 104.2
2008 282.3 270.7 95.9 378.0 386.1 102.1
2009 292.3 258.1 88.3 397.6 363.0 91.3
2010 303.7 259.6 85.5 400.0 372.4 93.1
2011 296.2 278.8 94.1 410.7 399.5 97.3
2012 306.8 284.2 92.7 414.5 411.4 99.2
2013 307.8 2857 92.8 428.5 428.0 99.9
2014 295.5 295.4 100.0 442.6 443.4 100.2
2015 299.3 311.4 104.1 459.8 463.6 100.8
2016 310.6 317.1 102.1 478.5 491.1 102.6
2017 3254 330.7 101.6 490.5 512.3 104.5
2018 336.7 347.9 103.3 517.1 539.3 104.3
2019 343.2 356.7 103.9 541.3 556.1 102.7

1 Including seigniorage
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5.3 Brief overview of the fiscal
equalisation system in Germany

Article 107 of the Basic Law in conjunction with the
Fiscal Equalisation Act stipulates that the Lander
share of VAT revenue be distributed in a way that
balances the fiscal capacities of the Liander. Linder
with below-average fiscal capacities receive top-
ups that are financed through contributions from
Lander with above-average fiscal capacities. The
sum of top-ups equals the sum of contributions,
since both are calculated using a linear schedule that
covers 63% of the gap (positive or negative) between
a Land’s tax revenue and the Lander average.

5.3.1 Fiscal capacity index
The fiscal capacity index is the sum of:

e agiven Land’s tax revenue (less 12% of that
Land’s above-average increase in tax revenue
[excluding VAT] over the previous year
compared with other Lander), including its per
capita share of VAT; and

e that Land’s local authority tax revenue.
This amount is set at 75% of local authority
shares of income tax revenue (including final
withholding tax on interest and capital gains)
and VAT revenue as well as 75% of revenue
from non-personal taxes, i.e. trade tax and
real property tax (using multipliers that are
standardised for the entire country). Trade
tax revenue is corrected for the portion of the
revenue that local authorities pass on to the
Federation and Lander.
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5.3.2 Equalisation index

The equalisation index is used as a measure for the
fiscal needs of a Land and is the sum of:

e the index for equalising revenue from Linder
taxes

- average revenue collected by all Lander,
apportioned to each Land on a per capita
basis

- the populations of the city-states of Berlin,
Bremen and Hamburg are weighted at
135% each

and

e theindex for equalising local authority tax
revenue

- average revenue collected by all Linder
from local authority taxes, apportioned to
each Land on a per capita basis

+ the populations of the city-states of Berlin,
Bremen and Hamburg are weighted at
135% each, and the populations of the
Lander Mecklenburg-Western Pomerania,
Brandenburg and Saxony-Anhalt are
weighted at 105%, 103% and 102%,
respectively.
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5.3.3 Supplementary federal grants to Lander
with below-average fiscal capacity

After fiscal equalisation among the Linder has been
carried out, the federal budget provides general
supplementary grants to cover part of the remain-
ing gap between the fiscal capacity and equalisa-
tion indices for those Linder with below-average
capacity. These general grants cover 80% of the gap
between the fiscal capacity index and 99.75% of the
equalisation index.

In addition, supplementary federal grants for special
needs are received by:

e the new Linder (excluding Berlin) to cover
the costs associated with high unemployment
benefits (in connection with Hartz IV benefit
reforms); these grants totalled €1.0 billion per
year until 2011, ca. €0.7 billion per year in 2012
and 2013, and since 2014 total ca. €0.8 billion
per year.

e 10 smaller Lander with below-average fiscal
capacity, to offset the disproportionately high
costs of their political administrations (total
volume about €0.5 billion per year).

e Linder with below-average local authority tax
revenues receive an additional 53.5% of the gap
between their per-capita local tax revenues and
80% of the average local tax revenues collected
nationwide.

e Linder whose below-average performance in
promoting research facilities would cause them
to receive a below-average allocation of federal
research grants (Article 91b of the Basic Law)
receive an additional federal grant amounting
to 35% of the difference between the per capita
research funding already provided under
Article 91b of the Basic Law and 95% of average
per capita research funding nationwide. These
monies are sometimes called "supplementary
research grants", but in reality they are not tied
to any specific spending purpose.

Financial relations between the Federation and Lander
on the basis of constitutional financial provisions
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5.4 Data on the horizontal distribution of VAT revenue, fiscal equalisation among the Lander,
and supplementary federal grants 2006-2019 (updated version of an excerpt from the Finance
Ministry report on Federation/Lander financial relations)

This section contains the following tables:

a) Lander tax revenue
Lander shares of income and corporation tax revenue plus revenue from Lander taxes

b) Lander shares of VAT revenue

) Lander fiscal capacity prior to equalisation

d) Equalisation contributions and grants under the Lander fiscal equalisation system, in € million
e) Lander fiscal capacity after equalisation of Lander finances

f) Supplementary federal grants

g) Fiscal capacity after application of fiscal equalisation among the Linder, supplementary federal grants
for shortfalls, and general supplementary federal grants
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on the basis of constitutional financial provisions

Fiscal equalisation between different government levels
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Fiscal equalisation between different government levels
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Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

Fiscal equalisation between different government levels
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Financial relations between the Federation and Lander
Fiscal equalisation between different government levels on the basis of constitutional financial provisions

f) Supplementary federal grants

2005 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 0 197 3,476 199 2,119 133 1956 1,978 1460 116 2,814 181 14,629
Breakdown:
General supplementary federal grants 0 197 385 153 222 79 217 224 161 53 768 121 2,579

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

.. 0 0 2,746 0 1,657 0 1,507 1,509 1,110 0 2,003 0 10,533
the new Lander

2006 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total

Supplementary federal grants in total 0 118 3,488 223 2,116 120 1,963 1,983 1,470 118 2,884 197 14,680
Breakdown:
General supplementary federal grants 0 118 410 177 228 67 232 236 177 55 847 136 2,682

Special-need supplementary federal

o . 0 0 26 46 53 53 56 55 61 63 43 60 517
grants for administrative costs

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

- 0 0 2,733 0 1,649 0 1,500 1,502 1,104 0 1,994 0 10,481
the new Lander

2007 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total

Supplementary federal grants in total 0 166 3,496 226 2,116 126 1,962 1,992 1474 123 2,929 214 14,824
Breakdown:
General supplementary federal grants 0 166 445 180 243 73 245 260 191 60 911 153 2,927

Special-need supplementary federal

. . 0 0 26 46 53 53 56 55 61 63 43 60 517
grants for administrative costs

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

B 0 0 2,706 0 1,633 0 1,485 1,487 1,094 0 1,974 0 10,379
the new Lander

2008 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 0 163 3,458 240 2,094 149 1,940 1,957 1,467 121 2,970 224 14,784
Breakdown:
General supplementary federal grants 0 163 447 194 245 96 245 247 200 58 982 164 3,041

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

B 0 0 2,666 0 1,609 0 1,463 1,465 1,077 0 1,945 0 10,226
the new Lander

2009 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 0 16 3,190 202 1,943 145 1,792 1,814 1,363 111 2,755 203 13,533
Breakdown:
General supplementary federal grants 0 16 366 156 207 92 199 206 171 48 902 142 2,506

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

B 0 0 2,480 0 1,496 0 1,361 1,362 1,002 0 1,809 0 9,510
the new Lander
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2010 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 119 127 2,974 190 1,818 105 1,675 1,674 1,268 110 2,618 206 12,884
Breakdown:
General supplementary federal grants 119 127 350 144 202 51 192 176 157 46 912 146 2,624

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

B 0 0 2,280 0 1,376 0 1,251 1,253 921 0 1,663 0 8,743
the new Lander

2011 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 11 87 2,815 180 1,723 115 1,594 1,588 1,205 122 2,520 228 12,189
Breakdown:
General supplementary federal grants 11 87 378 134 220 62 214 193 170 59 950 167 2,644

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 319 0 187 0 176 190 128 0 0 0 1,000
for structural unemployment

Special-need supplementary rants for

- 0 0 2,093 0 1,263 0 1,148 1,150 846 0 1,527 0 8,027
the new Lander

2012 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 160 59 2,540 185 1,552 124 1439 1,458 1,096 113 2,443 230 11,399
Breakdown:
General supplementary federal grants 160 59 394 139 225 71 220 227 178 49 1,018 170 2,911

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 58 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 227 0 133 0 125 135 91 0 0 0 711
for structural unemployment

Special-need supplementary rants for

B 0 0 1,893 0 1,142 0 1,039 1,040 765 0 1,381 0 7,260
the new Lander

2013 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HH HB Total
2,367 177 1,444 144 1,339 1,349 1,024 130 2,341 43 249 10,947

(=]

Supplementary federal grants in total 340
Breakdown:
General supplementary federal grants 340 0 408 131 229 91 222 222 182 66 1,053 43 189 3,175

Special-need supplementary federal

L . 0 0 26 46 53 58 56 55 61 63 43 0 60 517
grants for administrative costs

Special-need supplementary grants

0 0 227 0 133 0 125 135 91 0 0 0 0 711
for structural unemployment

Special-need supplementary rants for

. 0 0 1,707 0 1,030 0 936 938 690 0 1,245 0 0 6,545
the new Lander

2014 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 473 128 2,205 203 1,346 147 1,246 1,252 954 133 2,247 255 10,589
Breakdown:
General supplementary federal grants 473 128 425 157 239 94 227 221 185 69 1,105 195 3,517

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 248 0 145 0 137 148 99 0 0 0 777
for structural unemployment

Special-need supplementary rants for

.. 0 0 1,507 0 909 0 827 828 609 0 1,099 0 5,778
the new Lander
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2015 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 547 220 2,022 236 1,241 188 1,156 1,149 885 137 2,158 263 10,203
Breakdown:
General supplementary federal grants 547 220 429 190 247 135 240 221 191 73 1,152 203 3,847

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 248 0 145 0 137 148 99 0 0 0 777
for structural unemployment

Special-need supplementary rants for

A 0 0 1,320 0 796 0 724 725 533 0 963 0 5,062
the new Lander

2016 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HH HB Total
Supplementary federal grants in total 583 380 1,857 257 1,143 182 1,058 1,063 817 147 2,130 24 287 9,928
Breakdown:
General supplementary federal grants 583 380 464 211 269 129 251 245 203 84 1,270 24 226 4,339

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 0 60 517

Special-need supplementary grants

0 0 248 0 145 0 137 148 99 0 0 0 0 777
for structural unemployment

Special-need supplementary rants for

. 0 0 1,120 0 676 0 614 615 453 0 817 0 0 4,295
the new Lander

2017 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 670 378 1,609 258 944 183 920 927 713 154 2,064 286 9,106
Breakdown:
General supplementary federal grants* 670 378 489 212 234 130 263 263 210 91 1,340 225 4,506

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 58 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 161 0 94 0 89 96 65 0 0 0 504
for structural unemployment

Special-need supplementary rants for

. 0 0 933 0 563 0 512 513 377 0 681 0 3,579
the new Lander

2018 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 521 448 1414 272 869 181 821 803 640 154 1978 301 8,403
Breakdown:
General supplementary federal grants* 521 448 495 226 280 127 274 249 218 91 1,400 240 4,570

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 161 0 94 0 89 96 65 0 0 0 504
for structural unemployment

Special-need supplementary rants for

B 0 0 733 0 442 0 402 403 296 0 535 0 2,812
the new Lander

2019 supplementary federal grants in € million

NW NI SN RP ST SH TH BB MV SL BE HB Total
Supplementary federal grants in total 533 421 1,231 212 751 178 708 705 560 150 1,834 311 7,593
Breakdown:
General supplementary federal grants* 533 421 498 166 274 125 264 254 213 86 1,392 250 4,476

Special-need supplementary federal
grants for administrative costs

0 0 26 46 53 53 56 55 61 63 43 60 517

Special-need supplementary grants

0 0 161 0 94 0 89 96 65 0 0 0 504
for structural unemployment

Special-need supplementary rants for

. 0 0 547 0 330 0 300 300 221 0 399 0 2,096
the new Lander

* provisional
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Finances of local authorities and associations of
local authorities

Financial relations between the Federation and Lander

on the basis of constitutional financial provisions

6. Finances of local authorities and
associations of local authorities

6.1 Local authority tax revenue

B Since 1949

e Linder have the option to share their tax
revenue with local authorities in accordance
with the legislation that applies in the
respective Land

» Real property tax A and B

- Trade tax (earnings, capital, payroll)

+  Income tax

«  Corporation tax

« Net worth tax

+ Inheritance tax

+ Transaction taxes (excluding VAT and
transport tax)

+  Beer duty

« Local excise taxes

B Changes since 1958

e Revenue from real property tax is allocated to
local authorities.

e Revenue from trade tax is allocated to local
authorities.

e The Linder are required to share income
tax and corporation tax revenue with local
authorities in accordance with the legislation
that applies in the respective Land.

e The Lander have the option to share the
revenue from other Land taxes with local
authorities in accordance with the legislation
that applies in the respective Land.

56

Changes since 1970

14% of income tax revenue is allocated directly
to local authorities.

Local authorities are required to distribute part
of the revenue from trade tax to the Federation
and Linder (called “trade tax apportionment”;
half goes to the Federation and half to the
Lander).

Revenues from local excise duties are allocated
to local authorities.

With the recategorisation of VAT as a joint

tax, the Lander are additionally re-quired to
share VAT revenue with local authorities in
accordance with the leg-islation that applies in
the respective Land.

Changes since 1980

Payroll tax is eliminated.

Local authorities’ share of income tax revenue
is raised to 15%.

Changes since 1993

12% of interest income deduction is allocated
directly to local authorities.

Changes since 1998
Trade tax on business capital is eliminated.

2.2% of VAT revenue is allocated directly to
local authorities.



Finances of local authorities and associations of
local authorities

B Changes since 2009

e 12% of revenue from those components of
the final withholding tax that were previously
subsumed under the interest income deduction
is allocated directly to local authorities.

B Current state of play as of 2020

e Local authorities have the authority to collect
non-personal taxes (real property tax A and B,
trade tax).

e Local authorities are required to pay a trade tax
apportionment to the Federa-tion and Lander.!

e 15% of income tax revenue is allocated directly
to local authorities.

e 12% of revenue from those components of
the final withholding tax that were previously
subsumed under the interest income deduction
is allocated directly to local authorities.

e 2.2% of VAT revenue is allocated directly to
local authorities.

e The Linder are required to share income tax,
corporation tax and VAT reve-nue with local
authorities in accordance with the legislation
that applies in the respective Land.

e The Lander have the option to share the
revenue from other Land taxes with local
authorities in accordance with the legislation
that applies in the respective Land.

e Local authorities have the authority to collect
local excise duties.

1 Due to their high number, the many changes to the
apportionment of trade tax revenue are not detailed here.
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Finances of local authorities and associations of
local authorities

6.2 Local authority budgets:
an overview

B Legal basis

The main provisions governing the planning, struc-
ture, execution and accounting of local authority
budgets are set out in local authority codes and con-
stitutions enacted at Land level. The specific details
of these tasks are regulated in ordinances enacted
by the interior ministries of the Linder. The most
important of these ordinances in terms of local
authority budget management is the Local Author-
ity Budget Ordinance (Gemeindehaushaltsver-
ordnung). This ordinance stipulates, among other
things, how budgets are to be structured. Other
ordinances regulate areas such as cash manage-
ment (which is regulated by the Local Author-
ity Cash Management Ordinance or Gemeinde-
kassenverordnung) and the management of local
authority undertakings (which is regulated by the
Local Authority Undertakings Ordinance or Eigen-
betriebsverordnung). Local authority budget man-
agement is exe-cuted on the basis of budget by-laws
that must be adopted anew by local authorities
every year. In local authorities using a cash-based
accounting system (called Kameralistik in German),
such by-laws establish the budget proper, the ceil-
ing for short-term borrowing, and tax rates. Local
authorities using an accrual accounting system
(called Doppik in German) include in their budget
by-laws estimated revenue, cash receipts, expenses,
cash pay-ments and commitment appropriations.

l Budgetary principles

The principles that apply to budget management by
local authorities conform largely to those that apply
to the Federation and the Lander and are set out in
local authority codes.

Unlike the Federation and the Lander, however, local
authorities are bound by special rules that govern
the raising of revenue. Under these rules, the rev-
enues needed to fulfil local authority functions are
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to be generated firstly by means of special charges
(such as adminis-trative fees, usage fees, and con-
tributions for public infrastructure), to the extent
that this is reasonable and necessary, for services
provided by the local authority. Thereafter, these
functions are to be financed by taxes insofar as
the other sources of revenue (including transfers
from reserves, cost reimbursements and general
fiscal grants from the Linder) do not suffice. As a
last recourse, funds may be obtained by borrow-
ing only if they cannot be obtained in any other
way or if other methods of financing would prove
uneconomical.

B Cash-based budgeting system

Local authority budgets are divided into an admin-
istrative budget and a capital budget. This is dif-
ferent from the single budgets used by the Federa-
tion and the respective Lander. The capital budget
shows the revenue and expenditure affecting cap-
ital formation (including investment expenditure,
new loans and loan repayments), while the other
payment flows that do not affect capital forma-
tion are included in the administrative budget. As
arule, excess revenues in the administrative budget
are transferred to the capital budget and used there,
among other things, to finance investments.

New local authority accounting
systems

The “Blueprint for reforming local authority budget
legislation,” which was adopted on 11 June 1999 by
the standing conference of interior ministers and
senators of the Lander, provided for the introduc-
tion of an accrual-based budgeting and account-
ing system (based on double-entry bookkeeping) in
addition to a reformed cash-based budgeting and
accounting system.



Finances of local authorities and associations of
local authorities

The blueprint’s main aims are:

to foster the use of commercial instruments

and methods

e to treat administrative services as outputs/
products, which can then serve as the basis
for target-setting and for the calculation and
allocation of costs

e to ensure the documentation of all resources
used in connection with the provision of
services

e to develop a new way of documenting planned
revenues and expenditures in accordance with
the principles of “decentralised responsibility
for resources”, for example in the form of a
budget

e to promote greater decentralisation of resource
management

e to develop cost and quality indicators
for administrative services, to be used as
benchmarks by managers

e to require reports (including mid-year
reports) on the achievement of performance
targets, to be used as a controlling/
management instrument to support both
decentralised resource management within the
administration as well as accountability to the
local authority council

e to ensure overall documentation of resources
generated and consumed, as well as assets and
capital (i.e. in the form of a consolidated fiscal
statement)

The main idea behind the blueprint is to enable
local authorities to switch from (i) a purely fiscal
approach to budgeting and accounting that mainly
documents the management of revenues and
expenditures to (ii) a resource-based approach that
documents the generation and consumption of all
resources needed to provide administrative services.
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These aims are to be realised in two ways:

e by revising legislation governing cash-based
budgeting, and

e by drawing up new budgetary legislation
geared towards accrual accounting.

Accrual accounting encompasses depreciation, the
drawing up of an annual fiscal statement, and the
recording and valuation of total assets and liabili-
ties (including pension reserves). At the same time,
it also ties in with the tradition of public budget leg-
islation (budget principles, the budgetary powers of
the local authority council, the budgetary plan and
the principle of annuality).

In all of the Liander excluding the city-states of
Berlin, Bremen and Hamburg, legislation adopt-
ing accrual-based budgeting and accounting has
been in effect since the start of the 2009 fiscal
year. The transition periods vary between the dif-
ferent Lander, ranging from two years (in North
Rhine-Westphalia and Rhineland-Palatinate) to
thirteen years (in Baden-Wirttemberg), starting
in 2007. Ten of the 13 non-city-state Lander per-
mit accrual-based budgeting and accounting only.
Schleswig-Holstein allows its local authorities to
choose between accrual accounting and modified
cash accounting. Departing from the Conference of
Interior Ministers’ decision on the reform of local
authority budget law, Bavaria and Thuringia have
retained the cash-based accounting system but also
allow their local authorities to introduce accrual
accounting on a voluntary basis.

Awide variety of solutions were found for the intro-
duction of accrual accounting. The systems, under-
lying legislation, forms of documentation, and
definitions of concepts adopted by the Lander dif-
fer considerably. This makes it difficult to conduct
nation-wide comparisons of local authorities.
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local authorities

The main characteristics of accrual-based budgeting
and accounting systems are as follows:

B Budgets structured by product area

Under the new system, budgeting and account-
ing are structured according to product area. Prod-
ucts are pooled into product groups, which are then
assigned to product areas.

§ Budget plan

The main components of accrual-based budgets are
the fiscal plan and the operating results plan. The
fiscal plan contains planned cash receipts and pay-
ments, i.e., all transactions that affect the cash posi-
tion. The operating results plan contains estimates
of expenses and revenue, regardless of whether they
affect the cash position.

B Partial fiscal plans

In addition, partial fiscal plans are to be drawn up
for individual product areas or for products that are
allocated to a superordinate organisational area.

I Tripartite accounting

In most Lander, local authorities are required to
keep three sets of accounting figures: a balance
sheet, a statement of operating results (i.e., a profit
and loss statement) and a cash flow statement.

B Budgeting process

The budgeting process aims to decentralise fis-
cal responsibility and to facilitate a more flexible
management of resources. Within the framework
of defined tasks or agreed targets, administrative
areas are allocated fiscal resources which they man-
age largely on their own.
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Budgeting pursues the following objectives:
e to strengthen cost-consciousness
e to identify potential for improvement

e to enhance motivation

H Output-oriented budgeting

Output-oriented budgeting systematically com-
bines decentralised fiscal responsibility with per-
formance targets. Combined resource and perfor-
mance criteria serve to guide administrative action.
This requires a well-developed cost accounting sys-
tem that provides the necessary data to plan product
budgets and to control service provision.

B Cost accounting

Most Lander regulations recommend or even
require the introduction of cost accounting sys-
tems. However, these regulations do not contain
specific instructions on how such systems should
be designed. Important areas where cost account-
ing is used include the calculation of fees, the deter-
mination of budget information, and internal cost
allocation.
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6.3 System for equalising local
authority finances

Local authorities have access to a wide variety of rev-
enue sources. However, individual cities and munic-
ipalities often face considerable differences in their
fiscal circumstances, even when they are of a simi-
lar size and have similar responsibilities. As a result,
a system for equalising local authority finances is
needed as a supplement to the local tax collection
system. This system provides for fiscal equalisation
in several ways.

First, fiscal equalisation serves the purpose of guar-
anteeing all local authorities in a given Land a min-
imum level of fiscal resources, taking into account
the average magnitude of tasks they must fulfil (this
is the vertical, quantitative dimension of the fiscal
equalisation system). Second, fiscal equalisation
is undertaken to even out differences in the fiscal
capacity of individual local authorities (this is the
horizontal, redistributive dimension of the system).
This entails reducing only the structurally related
fiscal differences between local authorities, and
not those for which they are themselves responsi-
ble. Thus financially weak local authorities gener-
ally receive proportionally higher grants than those
with stronger sources of tax revenue. The effect of
the equalisation system can be boosted by an addi-
tional tool called the fiscal equalisation apportion-
ment (Finanzausgleichsumlage), a method of redis-
tributing funds from better-off local authorities to
financially weaker ones within the Land.

Each Land is responsible for the vertical and hori-
zontal distribution of these funds. The guiding prin-
ciple is that the distributed funds should cover fiscal
needs. The highest possible degree of equitable dis-
tribution is considered to have been reached if every
local authority receives a grant to meet its needs that
is appropriate in relation to the total amount availa-
ble for all local authorities. In practice, this goal can
never be fully realised. As a result, the structure of
the equalisation system leads to competition among
local authorities for finite fiscal resources.
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The sharing of tax revenues has been a core element
of the fiscal equalisation system since 1956, when
it was enshrined in Germany’s constitution. Under
Article 106 paragraph (7), first sentence, of the Basic
Law, a certain percentage of the Lander share of rev-
enue from joint taxes is passed on to local authori-
ties and associations of local authorities (referred to
as “obligatory revenue-sharing”). The exact percent-
age is set by the Lander legislatures themselves. This
amount is referred to as the “sharing rate”, and it
differs depending on how the functions be-tween a
Land and its local authorities have been distributed
historically. Thus even the bases of revenue-shar-
ing can vary as a result. The needs-based system of
fiscal equalisation among local authorities follows a
different procedure, which is based on a calculation
of the financing needed to carry out local author-
ity functions. In such cases, notification of the shar-
ing rate is provided for information purposes only.

In addition, Land legislatures can decide whether,
and at what percentage, revenue from Linder taxes
(i.e., as opposed to joint taxes) will be shared with
local authorities (this is referred to as “optional reve-
nue-sharing”). Linder policies in this area vary as well.

Furthermore, the Liander grant their local author-
ities additional financing from general reserves in
the Lander budgets (regulated partly by existing leg-
islation on fiscal equalisation, partly by special legis-
lative provisions and partly by provisions contained
in specific budgets). It is not possible to compare the
financial grants the individual Lander pay to their
local authorities. This is because the structure of
these grants differs within the various systems of
fiscal equalisation, and because functions are dis-
tributed differently between the various Linder
and their local authorities (and this distribution can
itself change from year to year).



Finances of local authorities and associations of
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One of the most difficult tasks for the fiscal equal-
isation system is to define and calculate the fiscal
needs of individual local authorities. To be able to
calculate the fiscal needs precisely, it would be nec-
essary to define the functions of each local author-
ity and to calculate the exact costs associated with
carrying out each of these functions. This would
in turn require the specification of standards for
facilities, equipment, services, etc. — a process that
would have to take place at the political level. Fol-
lowing such a procedure to calculate fiscal needs
would go against the principle of local self-govern-
ance because it would not permit varying local con-
ditions and local policy decisions to be taken into
account. Therefore, all of the Lander use a standard-
ised procedure to map out the fiscal needs of indi-
vidual local authorities. This involves the use of var-
ious “apportionment factors” - referred to as main
apportionment factors, secondary apportionment
factors, and supplementary apportionment fac-
tors - to capture the main characteristics relevant
for determining the fiscal needs of individual local
authorities. These factors add up to a “total appor-
tionment factor” that reflects a weighted number
of inhabitants and that leads to the calculation of
a local authority’s fiscal needs index, taking into
account the amount of fiscal resources available for
formula-based allocations of funds.

The core component of the total appropriation fac-
tor is the main appropriation factor, which is based
on a local authority’s number of inhabitants (and,
in some cases, the degree to which a local authority
functions as a “centre” for surrounding areas), which
is the most important criterion for calculating its
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fiscal needs. In this context, most Liander proceed
from the assumption that a local authority’s fis-
cal needs rise disproportionately in relation to
the size of its population; as a result, populations
are weighted differently depending on size. The
assumption that fiscal needs rise progressively is
largely based on the fact that larger local authori-
ties, in their function as “centres”, provide services
not only for their own inhabitants but also for the
inhabitants of surrounding areas. Other Lander fol-
low a “centre”-based approach whereby the number
of inhabitants is weighted more strongly (or special
fiscal allocations are provided) for local authori-
ties designated as functional “centres” according to
regional development plans.

Supplementary apportionment factors serve as
an additional basis for differentiating fiscal needs.
These factors (which generally lead to a stronger
weighting of the number of inhabitants and hence
greater financing) are designed to capture charac-
teristics that increase a local authority’s fiscal needs
based on specific local functions, features or circum-
stances. Individual Land legislatures have made var-
ied use of the option to introduce supplementary
appropriation factors as a way to account for spe-
cific local characteristics that affect a local author-
ity’s fiscal needs (for example, various Linder have
introduced supplementary appropriation factors
for health resorts, population growth, surface area,
schools, social welfare costs, military bases, roads,
and the performance of central functions).
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6.4 Trends in local authority finances, 2010-2019 (excluding city-states)

6.4.1 Key figures showing budget outcomes for local authorities and associations of local authorities
(core budgets) 2010-2019

2010 2011 2012 2013 2014
Sharein Sharein Sharein Sharein Share in
Indicator Total old new Total old new Total old new Total old new Total old new
Linder Linder Linder Lander Lander
in € billion
::elij:rﬁ?mtal 1754 1467 287 1839 1547 292 1900 1613 288 1990 1687 303 2065 1752 313

Year-on-year

change in % 2.7 3.2 0.3 4.9 55 1.6 33 43  -15 4.7 4.6 55 3.8 3.9 3.2
]

Adjusted total

expendiurel 1823 153.8 285 1849 1561 28.8 1875 1588 287 1975 1679 296 2053 1746 307

Year-on-year 22 24 14 14 15 11 14 17 -04 54 57 34 39 4 35
changein %
Fiscal balance? 69 -71 03 -10 -14 04 26 25 01 15 08 07 13 07 06

Debt (excluding cash o)) ;05 177 822 710 112 827 720 107 820 719 101 825 730 95

advances)?
Cash advances* 411 386 24 450 425 25 479 452 2.8 486 457 29 497 465 3.2
2015 2016 2017 2018 2019*
Sharein Sharein Sharein Sharein Sharein
Indicator Total old new Total old new Total old new Total old new Total old new
Lander Lander Lander Lander Lander
in € billion
:\e‘y:;ltj‘:‘ft"tal 2191 1867 324 2342 2000 342 2451 2101 350 2551 2185 366 2640 2259 381

Year-on-year

change in % 6.1 6.5 3.5 6.9 7.1 5.6 4.6 5.0 2.4 41 4.0 4.5 3.5 3.4 4.2
0

Adjusted total

e 2156 1839 317 2295 1963 33.2 2357 2019 33.8 246.2 2109 353 259.5 2222 372

Year-on-year
changein %

Fiscal balance? 35 2.8 0.7 4.7 3.7 1.0 9.4 8.2 12 8.9 7.6 1.3 4.5 3.7 0.9

5.0 54 3.2 6.5 6.7 4.8 2.7 29 19 4.4 4.5 4.4 5.4 5.4 5.6

Debt (excluding
cash advances)?

Cash advances* 49.7 464 32 497 465 32 463 428 34 395 363 32 354 329 2.5

829 739 9.0 847 761 86 842 761 81 860 784 76 857 785 7.2

Source: Federal Statistical Office: Accounting results for local authority budgets, 2019: cash statistics; statistics on public budget debt.

1 Expenditure/revenue after subtracting (a) internal offsetting items and (b) payments by local authorities to other local authorities,
excluding cross-period financial transactions balancing the overall budget of an authority. The adjusted expenditure and revenue figures
show the spending that was required to perform local authority functions and the revenue that was available to cover this spending.

Balance of adjusted expenditure and revenue (not taking into account the balance of internal offsetting items)
Non-public and public borrowing for investment purposes as of 31 December of each respective year.

Non-public and public cash advances that serve to bridge short-term liquidity shortfalls; figures as of 31 December of each respective year.

* A oW N

The cash statistics do not yet provide a final overview of actual revenue and spending outcomes for local authorities and
associations of local authorities. Figures that correspond to accrual-based accounting are not available until the annual accounts
of local authorities and associations of local authorities have been prepared. As a result, year-on-year comparisons for 2019 are
provisional and therefore of limited informational value. According to the Federal Statistical Office, the introduction of accrual
accounting by local authorities in individual Lander continues to have an impact on the quality of cash statistics.
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6.4.2 Ratio between (a) per capita revenue and expenditure for local authorities in the new Linder and
(b) per capita revenue and expenditure for local authorities in the old Lander (in %)

Indicator 2010 2011 2012 2013 2014 2015 2016 2017 2018  2019*

I. Administrative budget

1. Revenue 90.7 89.4 85.9 87.3 86.9 83.9 84.0 83.4 83.1 84.1
Breakdown:
- Taxes and similar revenue* 56.8 57.1 56.4 58.4 59.3 58.8 60.3 60.7 61.1 62.2
- Trade tax (net) 58.3 54.9 55.5 57.8 59.1 56.9 59.2 614 60.6 62.3
- Local authority share of income tax 46.1 50.6 49.4 52.7 53.4 55.2 56.6 55.4 57.2 58.3
- Local authority share of VAT 81.8 833 79.6 80.0 80.4 78.0 76.7 773 75.0 74.5
- Real property tax A and B 70.5 72.4 713 70.3 70.4 69.1 68.6 68.0 68.0 68.4
- Formula-based allocations of funds! 157.1 1455 1331 1459 1332 1277 1198 1181 1146 1124
- Fees. earmarked levies? 69.8 72.4 70.6 72.0 73.1 73.4 72.4 74.0 73.1 71.1
2. Expenditure 87.4 89.0 89.1 89.4 89.0 87.6 86.6 86.0 86.4 86.8
Breakdown:
- Human resources expenditure 100.8 100.6 100.3 100.1 100.0 98.9 97.6 96.0 96.0 95.8
- Social benefits 86.4 86.6 85.8 84.6 83.7 82.7 81.0 80.9 80.7 80.4
- Operating expenditure 78.2 83.3 86.4 90.1 88.8 88.0 86.6 86.5 86.6 86.5
- Interest payments 65.0 63.3 58.6 55.6 54.0 48.9 45.5 40.0 36.1 333
II.Capital budget
1. Revenue 144.7 128.8 119.2 120.5 124.4 135.0 126.0 106.1 123.4 1223
Breakdown:
- Land investment grants 2317 201.0 2115 2024 2198 2120 2013 1928 2043 196.2
2. Expenditure 107.3  101.1 92.1 79.6 82.2 81.1 79.1 80.2 80.4 81.8
Breakdown:
- Fixed asset investment 1151 107.9 101.1 85.6 87.7 74.7 74.7 82.0 86.3 86.5
—includes:
- construction projects 126.1 117.8 110.4 95.4 97.8 85.9 82.7 89.3 93.8 92.8
- acquisition of non-financial assets 76.2 71.0 71.0 55.1 56.0 452 54.0 60.0 64.1 66.3

Source: Accounting results for local authority budgets, 2019 cash statistics. Population level as of 30 June for each respective year.
Population figures were adjusted by the Federal Statistical Office on the basis of the 2011 census. For this reason, year-on-year
comparisons of population-based data are possible only for the years up to and including 2010, and for the years from 2012 onwards.

1 Compensation payments (due to the restructuring of family benefits) from the Lander to their local authorities are categorised variously by
the individual Lander.

2 Including rental surcharge on tenants of state-owned or state-assisted housing who are not eligible for benefits.
* See footnote in Table 6.4.1.
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6.4.3 Tax revenue (total) of local authorities and associations of local authorities

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Germany as a whole
Tax revenue in € billion 63.9 69.7 743 76.9 79.6 84.8 89.7 959 101.1 104.4
Year-on-year change in % 2.7 9.2 6.6 3.4 3.5 6.6 5.8 6.9 5.4 3.3

Expressed as a percentage of adjusted revenue
in the administrative budgets

40.6 41.9 42.4 41.8 41.6 41.7 411 41.9 42.5 42.5

For information purposes:

Expressed as a percentage of total tax revenue

Federation 43.5 42.6 43.3 42.7 41.9 421 41.8 40.9 421 41.5
Lander 39.5 39.6 39.1 39.4 39.4 39.5 39.8 40.9 40.6 40.5
Local authorities 131 133 134 13.5 13.6 13.6 13.8 14.0 143 143
EU 3.9 4.6 43 4.4 5.0 4.8 4.6 4.1 3.0 3.7
Old Lander
Tax revenue in € billion 57.2 62.5 66.7 68.8 711 75.9 80.2 85.7 90.3 93.1
Year-on-year change in % 2.6 9.2 6.8 31 3.4 6.7 5.6 6.9 5.4 31

Expressed as a percentage of adjusted revenue

in the administrative budgets 43.1 443 44.7 44.0 43.7 43.6 42.8 43.6 44.1 44.1

New Lander
Tax revenue in € billion 6.7 7.3 7.6 8.1 8.4 8.9 9.5 10.2 10.8 11.3
Year-on-year change in % 3.5 9.0 4.8 6.1 4.4 5.2 7.6 7.2 5.6 4.6

Expressed as a percentage of adjusted revenue

in'the administrativelbldgets 27.0 28.3 294 29.4 29.8 30.5 30.7 317 324 32,6

Source: Accounting results for local authority budgets, 2019 cash statistics.
* See footnote in Table 6.4.1.
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6.4.4 Trade tax! and real property tax revenue of local authorities; local authority share of income tax

and VAT revenue
Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*
Germany as a whole Revenue in € billion
Local authority share of income tax revenue 23.0 246 269 285 303 325 334 363 37.8 397
Local authority share of VAT revenue 3.2 3.5 35 3.6 37 43 4.4 5.5 6.8 7.5
Net trade tax revenue! 26.9 30.5 323 32.6 331 349 38.2 40.1 422 426
Trade tax apportionment paid to Federation and Lander 5.5 6.4 6.7 6.8 6.7 7.0 7.5 8.1 8.5 7.7
Real property taxes 10.0 10.3 10.6 11.0 11.3 11.8 12.2 12.5 12.7 129
Year-on-year change in %
Local authority share of income tax revenue -3.0 6.9 9.2 6.1 6.3 7.1 3.0 8.5 43 49
Local authority share of VAT revenue 13 6.6 2.5 2.0 15 16.9 23 25.5 23.0 113
Net trade tax revenue* 7.7 1355 59 1.0 13 5.5 9.6 4.9 5.2 1.0
Trade tax apportionment paid to Federation and Lander 199 157 4.4 1.2 -15 5.0 6.3 8.7 53 -97
Real property taxes 3.6 3.4 3.0 3.6 2.8 4.5 3.2 2.3 1.8 1.8
Expressed as a percentage of net tax revenue
Local authority share of income tax revenue 360 353 362 371 381 383 373 378 374 380
Local authority share of VAT revenue 51 5.0 4.8 4.7 4.6 51 4.9 5.7 6.7 7.2
Net trade tax revenue! 421 437 434 424 416 411 426 418 417 408
Real property taxes 15.6 14.8 14.3 14.3 14.2 13.9 13.6 13.0 126 124
Old Lander Revenue in € billion
Local authority share of income tax revenue 21.0 223 244 258 274 293 30,1 327 340 357
Local authority share of VAT revenue 2.8 3.0 31 31 3.2 3.7 3.8 4.8 5.9 6.6
Net trade tax revenue! 24.0 27.4 29.0 29.2 29.6 313 34.2 35.8 377 380
Trade tax apportionment paid to Federation and Lander 5.3 6.1 6.4 6.4 6.3 6.7 7.1 7.7 8.1 7.2
Real property taxes 8.7 9.0 9.3 9.7 9.9 10.4 10.7 11.0 11.2 114
Year-on-year change in %
Local authority share of income tax revenue -3.3 6.1 9.5 5.5 6.2 6.8 2.8 8.8 4.0 4.8
Local authority share of VAT revenue 14 6.6 3.2 2.1 14 176 24 257 237 114
Net trade tax revenue! 7.7 143 5.8 0.7 1.2 6.0 9.2 4.5 5.4 0.8
Trade tax apportionment paid to Federation and Lander 20.7 15.9 43 1.2 -1.6 5.2 6.0 8.6 54 -10.2
Real property taxes 3.8 3.2 3.2 3.8 2.8 4.8 3.2 2.5 1.9 1.9
Expressed as a percentage of net tax revenue
Local authority share of income tax revenue 36.8 35.7 36.6 37.5 38.5 385 37.5 38.2 37.7 383
Local authority share of VAT revenue 49 4.7 4.6 4.5 4.4 49 4.7 5.6 6.6 7.1
Net trade tax revenue® 42.0 439 435 425 41.6 413 42.7 41.8 41.8 40.8
Real property taxes 15.2 14.4 13.9 14.0 13.9 13.7 13.4 12.8 124 123
New Lander Revenue in € billion
Local authority share of income tax revenue 2.0 2.3 2.4 2.7 2.9 3.2 3.4 3.6 3.8 4.0
Local authority share of VAT revenue 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.7 0.9 1.0
Net trade tax revenue! 2.9 3.1 33 3.4 3.5 3.5 4.0 43 4.5 4.6
Trade tax apportionment paid to Federation and Lander 0.3 0.3 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.5
Real property taxes 13 13 1.3 14 1.4 1.4 1.5 1.5 1.5 1.5
Year-on-year change in %
Local authority share of income tax revenue -0.5 14.9 6.3 11.9 7.4 9.7 4.6 6.0 7.0 6.4
Local authority share of VAT revenue 1.0 6.5 -1.9 1.6 24 126 21 243 187 105
Net trade tax revenue! 7.5 7.1 6.1 4.2 3.0 14 132 7.8 3.6 33
Trade tax apportionment paid to Federation and Lander 6.9 133 6.5 2.9 0.4 24 119 10.3 36 -1.0
Real property taxes 2.2 4.9 1.7 1.8 2.2 1.7 2.7 1.2 1.4 1.1
Expressed as a percentage of net tax revenue
Local authority share of income tax revenue 299 316 320 338 347 362 352 348 353 359
Local authority share of VAT revenue 7.0 6.9 6.4 6.2 6.0 6.5 6.1 7.1 8.0 8.5
Net trade tax revenue! 43.0 423 428 420 415 400 420 423 415 410
Real property taxes 18.9 18.2 17.6 16.9 16.6 16.0 15.3 14.5 13.9 13.4

Source: Accounting results for local authority budgets, 2019 cash statistics.

1 Trade tax less apportionment of trade tax revenue to the Federation and Lander.

* See footnote in Table 6.4.1.
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6.4.5 Lander grants to local authorities/associations of local authorities

Local authorities/associations

of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018  2019*
Germany as a whole Revenue in € billion
Total grants 63.4 65.8 66.9 72.1 76.1 82.3 90.5 94.0 98.1 1028
Breakdown: Recurrent grants 53.7 56.6 60.0 64.9 68.8 74.9 83.6 86.7 89.8 93.5
Investment grants 9.7 9.2 6.9 7.2 7.3 7.4 7.0 7.4 8.3 9.2
Year-on-year change in %
Total grants 2.4 3.8 1.7 7.8 5.5 8.1 10.0 3.8 4.3 4.8
Breakdown: Recurrent grants 0.1 5.4 6.0 8.2 5.9 8.8 117 3.7 3.6 4.1
Investment grants 16.9 -5.0 -24.4 3.7 1.8 1.5 -6.3 5.8 12.4 11.8
Expressed as a percentage of adjusted revenue in the administrative/capital budget
Total grants 36.1 35.8 35.2 36.2 36.8 37.6 38.7 384 38.5 389
Breakdown: Recurrent grants 34.1 34.0 343 353 36.0 36.9 38.3 37.9 37.7 38.1
Investment grants 53.9 52.8 46.6 47.6 47.5 46.5 43.6 44.9 48.4 50.7
Old Lander Revenue in € billion
Total grants 47.5 50.1 52.0 56.4 59.9 65.7 73.0 76.2 79.4 83.2
Breakdown: Recurrent grants 409 43.6 47.1 51.3 54.8 60.5 68.0 70.9 73.5 76.5
Investment grants 6.6 6.5 4.9 51 51 5.2 5.0 53 5.9 6.7
Year-on-year change in %
Total grants 3.9 5.6 3.7 8.4 6.2 9.8 11.0 4.5 4.2 4.7
Breakdown: Recurrent grants 15 6.5 8.1 8.8 6.8 10.5 12.4 43 3.7 41
Investment grants 21.7 -0.6 -25.4 51 -0.4 2.6 -4.6 7.2 10.8 12.9
Expressed as a percentage of adjusted revenue in the administrative/capital budget
Total grants 324 324 32.2 334 34.2 35.2 36.5 36.3 36.3 36.8
Breakdown: Recurrent grants 30.8 30.9 316 32.8 33.6 34.7 36.3 36.1 35.9 36.2
Investment grants 47.4 47.3 40.5 42.0 41.2 41.5 39.0 393 43.0 45.4
New Lander Revenue in € billion
Total grants 159 15.7 14.9 15.8 16.3 16.5 17.6 17.8 18.7 19.6
Breakdown: Recurrent grants 12.8 13.0 129 13.7 14.0 14.3 15.6 15.8 16.3 17.0
Investment grants 31 2.7 2.1 21 2.2 2.2 2.0 2.0 2.4 2.6
Year-on-year change in %
Total grants -2.0 -1.4 -4.6 5.4 3.2 1.8 6.2 13 49 5.0
Breakdown: Recurrent grants -4.1 1.8 -1.1 6.2 2.6 2.2 8.7 1.2 3.4 4.4
Investment grants 8.0 -14.4 -22.1 0.3 7.1 -1.0 -10.3 2.1 16.8 8.8
Expressed as a percentage of adjusted revenue in the administrative/capital budget
Total grants 55.3 53.7 52.0 51.9 51.9 51.1 51.4 50.8 51.0 51.4
Breakdown: Recurrent grants 51.9 50.9 49.8 499 49.7 49.5 50.3 49.0 49.0 49.2
Investment grants 75.9 73.8 71.8 70.7 72.5 65.1 62.4 713 71.0 73.0

Source: Accounting results for local authority budgets, 2019 cash statistics.

* See footnote in Table 6.4.1.
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6.4.6 Local authority revenue from fees and contributions

Local authorities/associations

L. 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*
of local authorities

Germany as a whole

Fees in € billion 16.2 16.5 16.7 17.0 17.3 17.9 18.7 19.2 19.7 20.5
Year-on-year change in % 2.7 1.9 0.9 21 1.9 31 4.8 2.4 2.5 4.4
Expressed as a percentage of adjusted 103 99 95 93 91 88 86 84 83 84
revenue in the administrative budgets

Contributions in € billion 13 1.4 1.4 1.4 1.4 15 15 15 15 1.6
Year-on-year change in % -0.2 6.4 0.2 -0.6 2.7 6.3 0.1 -2.4 8.2
Expressed as a percentage of adjusted 74 81 94 93 93 96 96 91 87 88
revenue in the administrative budgets

Old Lander

Fees in € billion 14.2 14.4 14.6 14.9 151 15.6 16.4 16.7 17.2 18.0
Year-on-year change in % 2.9 15 13 2.0 1.8 3.2 5.0 2.1 2.7 4.8
Expressed as a percentage of adjusted 107 102 98 95 93 90 88 85 84 85
revenue in the administrative budgets

Contributions in € billion 1.2 1.2 1.2 13 13 1.4 1.4 1.4 1.4 1.5
Year-on-year change in % -0.6 4.8 1.6 0.4 3.7 6.3 2.7 -3.5 10.7
SR CH B LA R ORI 8.5 89 104 103 105 110 111 105 100 103
revenue in the administrative budgets

New Lander

Fees in € billion 2.0 2.1 2.1 2.2 2.2 23 2.3 2.4 2.5 2.5
Year-on-year change in % 1.2 4.7 -1.4 3.0 3.0 2.7 2.9 4.1 11 1.4
Expressed as a percentage of adjusted 8.2 8.3 81 78 7.8 7.8 7.5 7.6 7.4 7.2
revenue in the administrative budgets

Contributions in € billion 0.1 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Year-on-year change in % 2.8 19.8 -9.7 -8.6 -5.9 6.2 -24.7 -35.1 71.5 -20.2
SR e e eI Epe o Ut 35 48 5.4 49 4.4 42 34 25 36 2.7

revenue in the administrative budgets

Source: Accounting results for local authority budgets, 2019 cash statistics.
* See footnote in Table 6.4.1.
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6.4.7 Human resources expenditure by local authorities/associations of local authorities

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Germany as a whole
Human resources expenditure in € billion 451 46.4 48.2 50.3 52.4 54.1 56.8 59.4 62.2 65.3
Year-on-year change in % 1.5 2.9 3.8 43 4.2 33 5.0 4.6 4.8 4.9

Expressed as a percentage of adjusted revenue
in the administrative budgets

29.3 29.5 29.7 29.4 29.5 289 28.5 289 294 29.7

Old Lander
Human resources expenditure in € billion 37.4 38.6 40.1 419 43.7 45.2 47.6 50.0 52.4 55.0
Year-on-year change in % 1.8 3.1 4.0 4.5 4.2 3.6 53 49 48 5.0

Expressed as a percentage of adjusted revenue

in the administrative budgets 28.7 28.9 29.2 289 289 283 28.0 28.4 28.9 29.2

New Lander
Human resources expenditure in € billion 7.7 7.9 8.1 8.4 8.7 8.9 9.2 9.4 9.8 10.3
Year-on-year change in % 0.2 2.0 3.0 3.6 3.8 1.7 3.4 2.8 43 4.5

Expressed as a percentage of adjusted revenue

in the administrative budgets 331 32.7 329 324 325 32.0 315 317 321 32.2

Source: Accounting results for local authority budgets, 2019 cash statistics.
* See footnote in Table 6.4.1.

6.4.8 Operating expenditure of local authorities/associations of local authorities

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Germany as a whole
Operating expenditure in € billion 38.6 39.1 39.7 423 442 46.1 489 50.1 51.6 54.2
Year-on-year change in % 51 1.3 15 6.6 4.5 4.3 6.0 2.4 31 4.9

Expressed as a percentage of adjusted revenue
in the administrative budgets

251 249 24.5 24.7 249 24.6 24.5 243 24.4 24.6

Old Lander
Operating expenditure in € billion 333 33.4 33.8 35.8 37.5 39.2 41.8 42.8 441 46.4
Year-on-year change in % 5.8 0.5 1.0 6.0 4.8 4.5 6.4 2.5 31 5.0

Expressed as a percentage of adjusted revenue

. .. . 25. 25.1 24, 24.7 24, 24, 24, 24, 24, 24,
in the administrative budgets 53 > 6 2 6 > 3 3 6

New Lander
Operating expenditure in € billion 5.3 5.7 5.9 6.5 6.7 6.9 7.1 7.3 7.5 7.8
Year-on-year change in % 14 6.2 4.2 9.9 2.8 3.0 41 21 2.8 4.3

Expressed as a percentage of adjusted revenue

in the administrative budgets 22.8 235 23.8 24.9 24.8 24.7 24.5 24.5 24.4 24.5

Source: Accounting results for local authority budgets, 2019 cash statistics.
* See footnote in Table 6.4.1.
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6.4.9 Interest payments by local authorities/associations of local authorities

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Germany as a whole
Interest payments in € billion 4.3 4.2 4.0 3.7 35 3.2 3.0 2.8 2.5 23
Year-on-year change in % -4.0 -2.1 -4.9 -6.4 -7.0 -7.0 -6.0 9.1 -9.8 -84

Expressed as a percentage of adjusted revenue
in the administrative budgets

2.8 2.7 2.5 2.2 2.0 1.7 1.5 13 1.2 1.0

Old Lander
Interest payments in € billion 3.8 3.7 3.6 3.4 3.2 3.0 2.8 2.6 2.3 2.1
Year-on-year change in % -3.0 -1.7 -3.8 -6.0 -6.5 -6.2 -5.4 -8.0 -9.4 -7.8

Expressed as a percentage of adjusted revenue

in the administrative budgets 29 2.8 2.6 2.3 2.1 1.9 1.6 15 13 11

New Lander
Interest payments in € billion 0.5 0.5 0.4 0.4 0.3 0.3 0.3 0.2 0.2 0.1
Year-on-year change in % -10.6 -5.0 -127 -9.8 -11.3 -151 -124 -21.0 -154 -165

Expressed as a percentage of adjusted revenue

in the administrative budgets 2.2 2.0 17 1.5 13 1.0 0.9 0.7 0.5 0.4

Source: Accounting results for local authority budgets, 2019 cash statistics.
* See footnote in Table 6.4.1.

6.4.10 Fixed asset investment by local authorities/associations of local authorities

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Germany as a whole

Fixed asset investment in € billion 23.2 221 19.7 20.8 221 22.0 23.7 243 27.4 317
Year-on-year change in % 58 -48 -10.6 5.5 6.0 -0.4 7.9 2.7 12.7 15.4
Expressed as a percentage of total adjusted
expenditure
Expressed as a percentage of total public
investment in fixed assets

12.7 11.9 10.5 10.5 10.8 10.2 10.3 10.3 111 12.2

60.5 60.2 581 59.4 60.3 60.4 60.2 59.2 60.6 61.8

Old Lander
Fixed asset investment in € billion 18.7 18.1 16.4 17.8 18.8 19.1 20.7 21.0 23.5 27.1
Year-on-year change in % 5.5 -3.5 -9.5 8.4 5.8 1.8 8.0 1.5 12.0 15.5

Expressed as a percentage of total adjusted

R 12.2 11.6 10.3 10.6 10.8 10.4 10.5 10.4 111 12.2
expenditure

New Lander
Fixed asset investment in € billion 4.4 4.0 3.3 3.1 3.3 2.8 3.0 3.4 4.0 4.6
Year-on-year change in % 70 -103 -15.7 -8.7 7.4  -135 7.5 10.7 17.4 151

Expressed as a percentage of total adjusted

R 15.5 13.8 11.7 10.3 10.7 9.0 9.2 10.0 11.2 12.2
expenditure

Source: Accounting results for local authority budgets, 2019 cash statistics. Fixed asset investment encompasses the acquisition of real
estate, the acquisition of movable assets, and construction projects.
* See footnote in Table 6.4.1.
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6.4.11 Local authority expenditure on social benefits*

Financial relations between the Federation and Lander
on the basis of constitutional financial provisions

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*
Germany as a whole
Gross expenditure on social benefits? (in € bn) 419 43.0 447 472 492 534 592 593 594 60.2
Year-on-year change in % 36 25 40 56 42 86 107 03 02 13
Gross expenditure on social benefits? (in € bn) less revenue derived
from the implementation of the Fourth Act for Modern ervices on
the Labour Market (Viertes Gesetz fiir moderne Dienstleistungen am 36.6 IR 359 IR 440 IR 533 IR 522 B
Arbeitsmarkt)?
Year-on-year change in % 39 15 45 71 56 80 122 -21 01 23
Of this amount: gross expenditure on social assistance under the
. . . X 19. 20. 22. 242 251 26.2 27. 28.1 29. 11
Federal Social Assistance Act (Bundessozialhilfegesetz) (in € bn) 3.6 R 8 5 8 g 3
Year-on-year change in % 60 50 108 61 37 46 39 32 41 6.2
Net.expendlture.on social assistance under the Federal Social 149 155 157 158 156 164 175 176 186
Assistance Act* (in € bn)
Expr.es.sed a.s a percentage of adjusted expenditure in the 97 98 97 92 88 87 88 85 88
administrative budgets
Old Lander
Gross expenditure on social benefits? (in € bn) 35,6 366 381 404 422 459 510 512 513 520
Year-on-year change in % 43 26 43 6 44 89 111 03 03 14
Gross expenditure on social benefits? (in € bn) less revenue derived
from the implementation of the Fourth Act for Modern ervices on
. .. . . 2.2 2. 4.2 b . 41.7 46. 45.7 457  46.
the Labour Market (Viertes Gesetz fiir moderne Dienstleistungen am 3 ey i 385 6.3 = > &)
Arbeitsmarkt)?
Year-on-year change in % 44 18 41 68 56 83 123 -24 00 2.5
Of this amount: gross expenditure on social assistance under the
. . . X 17.7 g 20. . 22. . 24.4 . 26.2 p
Federal Social Assistance Act (Bundessozialhilfegesetz) (in € bn) ] 0> R g 227 R 2
Year-on-year change in % 61 50 103 61 34 45 40 31 40 6.1
Net‘expendlture.on social assistance under the Federal Social 134 139 141 142 141 147 158 158 167
Assistance Act* (in € bn)
Expr.es.sed asa percentage of adjusted expenditure in the 103 105 103 98 93 92 92 90 92
administrative budgets
New Lander
Gross expenditure on social benefits? (in € bn) 63 64 66 68 70 75 81 81 81 8.2
Year-on-year change in % -0.1 20 26 37 29 69 83 -03 -05 0.8
Gross expenditure on social benefits? (in € bn) less revenue derived
from the implementation of the Fourth Act for Modern ervices on
the Labour Market (Viertes Gesetz fiir moderne Dienstleistungen am 44 R 47 Rl S5 R 64 B 65 58
Arbeitsmarkt)?
Year-on-year change in % 06 00 76 92 58 58 112 -02 15 11
Of this amount: gross expenditure on social assistance under the
Federal Social Assistance Act (Bundessozialhilfegesetz) (in € bn) 1o 23 26 29 B 31 =
Year-on-year change in % 53 52 156 61 57 58 34 35 46 6.8
Net.expendltuze'on social assistance under the Federal Social 15 15 16 16 16 17 17 18 19
Assistance Act* (in € bn)
Expressed as a percentage of adjusted expenditure in the 64 63 65 60 59 60 59 60 64

administrative budgets

Source: Accounting results for local authority budgets, 2019 cash statistics.
1 In general, net local authority expenditure on social assistance under the Federal Social Assistance Act can be determined only on

the basis of local authorities’ annual accounts.

2 Including payments to associations made up of local employment agencies and agencies responsible for providing basic benefits
for job-seekers to fulfil the Hartz IV labour market reforms; not including payments to local authorities opting to be the sole agency

administering basic benefits for job-seekers.

3 Federation and Lander payments to co-finance long-term unemployment benefits, labour market integration measures, and

accommodation costs.

4 Insofar as these measures are statistically recorded, these encompass: (a) social assistance benefits to persons inside and outside
institutions, (b) benefits to war victims and (c) other social benefits, less the following: refunds of expenditures from administrative
budgets of other public sectors and other sectors, profit shares, substitutions of social benefits to persons inside and outside

institutions, and licence fees from public utilities.
* See footnote in Table 6.4.1.
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6.4.12 Local authority debt

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Germany as a whole

Borrowing for investment purposes*

in € billion 82.2 82.2 82.7 82.0 825 82.9 84.7 84.2 86.0 85.7
in € per capita? 1,084 1,102 1,107 1,097 1,099 1,098 1,109 1,100 1,121 1,115
Old Lander
Borrowing for investment purposes*
in € billion 70.5 71.0 72.0 719 73.0 73.9 76.1 76.1 78.4 78.5
in € per capita? 1,120 1,146 1,159 1,154 1,166 1,172 1,194 1,190 1,222 1,220
New Lander

Borrowing for investment purposes*
in € billion 117 11.2 10.7 10.1 9.5 9.0 8.6 8.1 7.6 7.2
in € per capita? 909 888 851 812 760 722 684 644 604 574

Source: statistics on public budget debt.

1 Non-public and public debt (excluding cash advances), as of 31 December of each respective year.

2 Population figures were adjusted by the Federal Statistical Office on the basis of the 2011 census. For this reason, year-on-year
comparisons of population-based data are possible only for the years up to and including 2010, and for the years from 2012 onwards.

6.4.13 Local authority cash advances

Local authorities/associations of local authorities 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Germany as a whole

Cash advances!

in € billion 41.1 45.0 47.9 48.6 49.7 49.7 49.7 46.3 395 354
in € per capita? 541 604 642 650 663 657 651 604 515 461
Old Lander
Cash advances*
in € billion 38.6 42.5 45.2 45.7 46.5 46.4 46.5 42.8 36.3 329
in € per capita? 613 686 727 734 744 737 729 669 566 511
New Lander

Cash advances®
in € billion 2.4 2.5 2.8 2.9 3.2 3.2 3.2 3.4 3.2 2.5
in € per capita’ 189 202 220 231 257 256 255 272 254 199

Source: statistics on public budget debt.

1 Non-public and public cash advances that serve to bridge short-term liquidity shortfalls; figures as of 31 December of each
respective year.

2 Population figures were adjusted by the Federal Statistical Office on the basis of the 2011 census. For this reason, year-on-year
comparisons of population-based data are possible only for the years up to and including 2010, and for the years from 2012 onwards.

72



Published by

Federal Ministry of Finance

Public Relations Division
Wilhelmstr. 97

10117 Berlin
www.bundesfinanzministerium.de

Edited by
Division VA1

October 2020

More information is available online at
www.bundesfinanzministerium.de

This brochure is published as part of the German federal government’s public relations.
It is distributed free of charge and is not intended for sale.


http://www.bundesfinanzministerium.de
http://www.bundesfinanzministerium.de

bmf-datensammlungen.de



http://bmf-datensammlungen.de

	Contents
	1. Allocation of state functions between the Federation and ­Länder (Article 30 of the Basic Law)
	1.1 Legislative powers
	1.2 Administrative responsibilities

	2. Allocation of financial responsibility between the Federation and the Länder
	2.1 Basic principles
	2.2 Exceptions
	2.2.1 Joint tasks
	2.2.2 Financial assistance
	2.2.3 Laws granting cash benefits
	2.2.4 Other special burden-sharing rules

	2.3 Overview of Federation/Länder co-financing arrangements

	3. The tax system and the distribution of tax revenue between the ­Federation, Länder and local authorities
	3.1 Overview of the system for distributing tax revenue
	3.1.1 Vertical distribution
	3.1.2 Horizontal distribution

	3.2 Cash revenues from federal, Länder and local authority taxes (2012–2019)
	3.2.1 Cash revenues from federal, Länder and local authority taxes (2012–2019)
	3.2.2 Distribution of tax revenue by level of government (2012–2019)
	3.2.3	Share of total tax revenue taken by the Federation and the Länder ­(including ­local ­authorities) 2012–2019
	3.2.4 Share of VAT revenue taken by the Federation, Länder and local authorities (2012–2019)


	4. Budgetary performance in the Länder 2010–2019
	a) Total Länder expenditure (Länder budgets only)
	b) Total Länder expenditure (including local authorities)
	c) Länder human resources expenditure (Länder budgets only)
	d) Länder human resources expenditure (including local authorities)
	e) Länder investment expenditure (Länder budgets only)
	f) Länder investment expenditure (including local authorities)
	g) Länder interest expenditure (Länder budgets only)
	h) Länder interest expenditure (including local authorities)
	i) Total Länder revenue (Länder budgets only)
	j) Total Länder revenue (including local authorities)
	k) Länder tax revenue (Länder budgets only)
	l) Länder tax revenue (including local authorities)
	m) Länder deficits (Länder budgets only)
	n) Länder deficits (including local authorities)
	o) Länder debt (Länder budgets only)
	p) Länder debt (including local authorities)

	5. Fiscal equalisation between different government levels
	5.1 VAT revenue distribution in accordance with Article 106 paragraphs (3) and (4) of the Basic Law
	5.2 Coverage ratios of the Federation and Länder (including local authorities) 2005–2019
	5.3 Brief overview of the fiscal equalisation system in Germany
	5.3.1 Fiscal capacity index
	5.3.2 Equalisation index
	5.3.3 Supplementary federal grants to Länder with below-average fiscal capacity

	5.4	Data on the horizontal distribution of VAT revenue, fiscal equalisation among the Länder, and ­supplementary federal grants 2006–2019 (updated version of an excerpt from the Finance ­Ministry report on Federation/Länder financial relations)
	a)	Länder tax revenue – Länder shares of income and corporation tax revenue plus revenue from ­Länder taxes
	b) Länder shares of VAT revenue
	c) Länder fiscal capacity prior to equalisation
	d) Equalisation contributions and grants under the Länder fiscal equalisation system, in € ­million
	e) Länder fiscal capacity after equalisation of Länder finances
	f) Supplementary federal grants
	g)	Fiscal capacity after equalisation of Länder finances, supplementary federal grants for ­shortfalls, and general supplementary federal grants


	6. Finances of local authorities and associations of local authorities
	6.1 Local authority tax revenue
	6.2 Local authority budgets: an overview
	6.3 System for equalising local authority finances
	6.4 Trends in local authority finances, 2010­–2019 (excluding city-states)
	6.4.1	Key figures showing budget outcomes for local authorities and associations of local authorities (core budgets) 2010–2019
	6.4.2	Ratio between (a) per capita revenue and expenditure for local authorities in the new Länder and (b) per capita revenue and expenditure for local authorities in the old Länder (in %)
	6.4.3 Tax revenue (total) of local authorities and associations of local authorities
	6.4.4 Trade tax and real property tax revenue of local authorities; local authority share of ­income tax and VAT revenue
	6.4.5 Länder grants to local authorities/associations of local authorities
	6.4.6 Local authority revenue from fees and contributions
	6.4.7 Human resources expenditure by local authorities/associations of local authorities
	6.4.8 Operating expenditure of local authorities/associations of local authorities
	6.4.9 Interest payments by local authorities/associations of local authorities
	6.4.10 Fixed asset investment by local authorities/associations of local authorities
	6.4.11 Local authority expenditure on social benefits
	6.4.12 Local authority debt
	6.4.13 Local authority cash advances



