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1. COUNTRY GUIDE

1.1 Germany
1.1.1 Applicable Tax Law, Guidance, and Case Law

(a) Which laws, regulations, and other administrative guidance exist dealing
with crypto assets?

There are no tax laws which specifically deal with crypto assets in Germany. Rather, the general rules apply,

in particular those of the German Income Tax Act (GITA),[ﬂ the German Corporate Income Tax Act (GCITA),[ZI
the German Trade Tax Act (GTTA),@1 the German Value Added Tax Act (GVATA),H1 and the German General
Fiscal Code (GGFC).[§1 Accounting standards are derived from the German Commercial Code,®l which are to a
great extent authoritative for tax accounting.’] Some specific rules pertaining to crypto assets exist in legislation
regarding financial market supervision — namely, the German Banking Act® includes crypto assets as financial
instruments.2! However, this has no direct consequence for tax purposes.

There are some administrative guidelines and statements regarding the tax treatment of crypto assets, which
have been issued by different authorities. They concern the taxability of private crypto sales,['Y the use of crypto
assets as a means of payment,m1 the taxability of profits from mining,[El the valuation of crypto assets,['8l and
certain questions of value added tax treatment.[14!

The German Federal Ministry of Finance is currently working on an administrative guideline which shall deal

with questions for private crypto sales. Yet, it is not to be expected that the administrative guideline will deviate
strongly from the current prevailing views in literature as laid out in this chapter.

(b) Which court cases exist dealing with crypto assets?

So far, there are only few preliminary[1—51 court rulings concerning the income tax implications of crypto assets,

which have not yielded comprehensive insights.[@ For value added tax purposes, the Hedqvist decision of the
European Court of Justice (ECJ) should be noted, see infra 1.1.3(a).

1.1.2 Income and Capital Gains Taxes

(a) How are crypto assets classified for income and capital gains tax purposes?

The classification of crypto assets depends on their specific characteristics. There is no uniform standard.
Nonetheless, some guidance can be drawn from the German Federal Financial Supervisory Authority, which

differentiates between three kinds of (archetypal) crypto assets.'” Based on its work, crypto assets can be
classified using the following categories:

— Currenc:y[ﬁ1 tokens serve as a means of payment (without being a legal tender) and do not have an
intrinsic value.
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— Security[El tokens provide their holders with a specific claim or right against the issuer. They can
be subdivided into equity, debt, or asset-backed tokens providing the owner of the token with rights
comparable to a shareholder, lender, or owner of an asset.

— Utility tokens can be used for acquiring or receiving goods or services.

This general classification would help to apply tax rules.

Another important preliminary question concerning the classification of crypto assets is whether they constitute
an asset in the sense of German income tax law. An asset in that sense is an object, right, concrete perspective,
or effective condition which is expected to be useful for several years, is transferable, and has an objective value

for an external merchant.29 It is widely acknowledged that this is at least the case for prominent crypto assets
which are traded regularly on crypto exchanges.ml However, for low-profile crypto assets which are not traded,
a careful case-by-case assessment is needed.[??

Furthermore, for German income tax purposes, one needs to distinguish between income from a business

(Gewerbebetrieb)23] and such derived from other sources24! (see for this distinction infra (d)). This means
that a crypto asset can be held by an individual as a private or as a business asset. It can also be held by a

partnership, which is taxed transparently for income tax purposes.@ A partnership is not necessarily qualified
as a business but can also merely be engaged in private asset management. Corporations, on the other hand,
are taxed opaquely and only have business assets.

(i) Private

For private individuals, crypto assets qualify as ‘other assets’,[28] which can lead to the taxation of private sales
(see infra (b)).

(ii) Business

Businesses have to classify crypto assets for the purpose of accounting. The classification depends on the
characteristics and can only be determined through a case-by-case analysis. However, the following general
guidelines will apply:

— Crypto assets, especially currency tokens, are usually intangible assets.

— The classification as fixed assets (Anlagevermdégen) or as current assets (Umlaufvermégen) depends on
whether the assets are intended to serve the business permanently. Currency tokens will often qualify as

current assets.27] Self-created intangible assets must not be capitalized for tax purposes (see infra (k)).
— In most cases, crypto assets are not subject to wear and tear (nicht abnutzbar) (i.e., there is no
depreciation over time for the purpose of accounting). However, this might be different for tokens held as

fixed assets which grant a right of use over a limited time.[28]

(b) What are the incomelcapital gains tax consequences of selling crypto assets
against fiat currency?

(i) Private

Profits (and losses) from the sale of crypto assets which are held as private assets are taxable if the period
between acquisition and sale has been one year or less; if the holding period has been more than one year

profits and losses are not taxable 129 The profit is calculated by subtracting the acquisition costs and other
incidental costs, such as fees from trading platforms or transaction fees, from the selling price.[@l If the profits
derived from the sale of crypto assets and other private sales (private Veréu/&erungsgeschéfteml) cumulate to
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less than EUR 600 for a year, the profits are not taxable.[32 If the profits cumulate to EUR 600 or more, the full
amount is taxable.

There is a debate on whether lending or staking crypto assets trigger a regulation which would extend the

holding period of one to ten years.lﬁl This regulation applies if the taxpayer has used the asset in question

as a source of income and has actually obtained income from it in at least one calendar year. Lending and
staking crypto assets are therefore covered by the wording of the regulation. However, most authors nonetheless
reject its application to lending and staking for teleological reasons: The regulation has a very broad wording

but was only introduced to fight certain tax savings schemes. It should therefore be interpreted restrictively.
Some authors want to apply the regulation only for improper tax saving schemes, i.e., not for regular lending and

staking.[%1 Others want to apply the regulation only if the assets were acquired with the specific intention to use

them to generate income.[3% Additionally, it can be argued that income from lending and staking is comparable
to interest derived from the holding of foreign currency. For such income, some authorities have specifically

stated that the respective regulation does not apply.m] It is expected that the above-mentioned guideline of the
German Federal Ministry of Finance will clarify question.

For the purpose of determining the acquisition costs and adherence to the holding period for privately held crypto
assets, the prevailing view in the literature is to apply the first in, first out’ method, at least as a default.2? This

view is shared by the tax authorities.[38 Nonetheless, a taxpayer should be allowed to use an average cost
approach or even an asset-by-asset approach if he can prove the acquisition costs for every specific asset sold

individually.2¥ In any case, if different wallets are used the respective token transactions should be treated
separately.

(ii) Business

Crypto assets held as business assets are generally capitalized with their acquisition costs. This includes

incidental costs.*% Hence, the purchase of a crypto asset will be profit neutral for a taxpayer applying accrual-
based accounting. Selling these assets will in turn realize respective profits or losses.

For business assets, neither the ‘first in, first out’ method may be used, nor the ‘last in, first out’ method.[41]
Rather, the attribution of acquisition costs to specific assets has to be based on an asset-by-asset approach,
which should normally be technologically feasible considering the nature of the distributed ledger technology. If
determining the specific acquisition costs for an asset is not possible, which might be the case for assets held on
an exchange, it has to be based on the average acquisition costs of all respective assets.

The situation differs for taxpayers using cash-based accounting (Einnahmen-Uberschuss-RechneﬂQl). In this
case, the purchase costs for crypto assets qualifying for current assets generally are fully tax-deductible at the
time of the purchase, whereas the selling price is fully taxable at the time of sale.

This full tax deductibility of purchase costs of current assets has been used in the past for tax structuring (so-
called ‘Goldfinger’ model): Taxpayers would acquire large amounts of assets (typically gold or securities) to
offset high income in one year and sell the assets in a year with low or negative income. This would flatten the
tax burden and would have advantageous effects for the progressive income tax rate. Germany has introduced
certain safeguards to prevent this procedure.[@] Whether these rules apply for crypto assets is questionable.[‘ﬂ1
It therefore seems at least possible that the ‘Goldfinger model can be used in crypto trading under certain
conditions. Yet, it would involve a higher risk than trading in gold or securities due to value fluctuations.

(c) What are the incomelcapital gains tax consequences of exchanging crypto
assets against other crypto assets?

(i) Private
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An exchange of crypto assets for other crypto assets is treated as a sale of the transferred assets for the fair
market value of the assets received expressed in EUR.[4%]

(ii) Business

Trading crypto assets for other crypto assets is an exchange (Tausch[ﬂ) for the purpose of German tax
accounting law, having the following consequences.

A taxpayer using accrual-based accounting has to capitalize the received assets with the fair market value of the

transferred assets. This means that the taxpayer will uncover any hidden reserves!®/l of the assets given away
or realize losses in value.

For taxpayers using cash-based accounting, the effects are similar: The exchange is treated as a sale of the
transferred assets at their fair market value and a purchase of the assets received at the same price.[@1

(d) If a distinction is made between business assets and non-business assets,
when does trading in crypto assets lead to a trade or business?

A business is an independent and sustained operation, which is conducted with the intention to realize profits

and which participates in the general economic market.[*¥ These prerequisites might be met by trading in crypto
assets. However, it is established under jurisprudence that an activity is only deemed a business if it is not to be

classified as mere private asset management (private Vermégensverwa/tung).[5—01
The distinction between private asset management and a business is whether the prevailing view in the relevant

market would consider the activity to be a business (Verkehrsanschauung). Such assessment can only be
made on a case-by-case basis. Since generally accepted specific criteria for trading in crypto assets are yet

to be established, guidance can be drawn from the jurisprudence governing securities trading.@] Hence, the
assessment should be based on the following circumstances, which respectively indicate a business rather than

private asset management:[g1

— trading for third-party account;
— using debt capital;
— offering transactions to a broad public;
— exploiting market opportunities by using relevant occupational experience;
— exercising the activity full time by utilizing special software (‘day-trading’); and/or
— maintaining an office and/or organization.
Within this assessment, it should be noted that the threshold for considering an activity to be a business will be

comparatively high. Investing a substantial amount of capital or recomposing one’s portfolio regularly is generally
not sufficient to establish a business.

(e) What are the incomelcapital gains tax consequences for an employee
receiving wages or salaries in crypto assets?

Wages or salaries paid in crypto assets are payments in kind. An employee realizes taxable income when

he receives the assets.[22] The taxation is based on the value of the assets at the time of payment, being the
moment at which the employee acquires the economic ownership (i.e. the economic power of disposal).

If an employee is granted options for tokens as a remuneration, taxable income should only be realized when

the options are exercised and the employee has received the underlying assets.[24 In this case as well, taxation
is based on the value of the assets at the moment of transfer, not on the value at the moment the options were
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granted.lﬁ1 If the employee sells his assets at a later point in time, the value of the assets at the time he received
them constitutes his acquisition costs for the purpose of possible further taxation of private sales.[%8]

Wages paid in crypto assets constitute tax-deductible costs of employment for the employer.

(f) What are the incomelcapital gains tax consequences for a merchant
receiving payment in crypto assets?

If a merchant using accrual-based accounting receives a payment in crypto assets for selling goods (assets) or

to balance receivables, the received crypto assets are booked with the fair market value of the asset sold.57l
This means that the profit impact when selling assets can differ from a sale against fiat currency: If the taxpayer
sells assets for fiat currency at prices above fair market value, the difference between carrying value and price
constitutes an immediate taxable profit. If the payment is made in cryptocurrency, only the difference between
carrying value and fair market value is realized. Any additional payments are not taxed before the received
crypto assets are sold again.

For merchants using cash-based accounting,@1 the consequences are principally the same.

(g) What are the incomelcapital gains tax consequences of a loss of crypto
assets?

(i) Private

If a taxpayer loses a crypto asset completely (i.e., loses the private key associated to a crypto asset), no income
tax consequences follow. For lack of a sale, the loss of a crypto asset is not tax-deductible, regardless of
whether the speculation period is over.

(ii) Business

For taxpayers using accrual-based accounting, losing the private key for a crypto asset leads to a loss. For
taxpayers using cash-based accounting, this has no effect.

(h) What are the incomelcapital gains tax consequences of a loss in value of
crypto assets?

(i) Private

A loss in value has no direct impact for taxpayers holding crypto assets as private assets. If the assets are sold
within the speculation period of one year (ten years), realized losses are deductible from profits derived from
other private sales. However, such losses cannot be offset with income from other sources (e.g. income from

employment).[59
(ii) Business

A taxpayer using accrual-based accounting has to revalue current assets according to market values at year end
leading to a loss if there was a decrease in value. Any increases in value in excess of the acquisition costs are
not capitalized. Fixed assets may only be subject to a write-off if there was a presumably permanent reduction

of their fair market value.[®% For losses of value due to value fluctuations, there are no established criteria yet.

However, it seems reasonable to apply the jurisprudence covering securities trading,@] which allows for write-
offs if the value of the security has fallen by more than 5% from the time of purchase. It should be noted that a
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taxpayer who has exercised this option will have to raise the value of the asset on his balance sheet again if the
market value rises, resulting in taxable income.[62]

For taxpayers who determine their income by cash-based accounting, the loss in value has no direct effect on
their taxable income before the asset is sold.

(i) What are the incomelcapital gains tax consequences of forks of crypto
assets?

(i) Private

For taxpayers holding crypto assets as private assets, the hard fork itself should have no consequences for

income tax purposes.@] However, if the taxpayer sells assets received from a fork, the impact thereof is not
clear. The question is whether an act of acquisition (Anschaffungsvorgang) can be attributed to the assets, which
is a prerequisite for taxation as a private sale. Some authors take the view that assets derived from a fork lack

an act of acquisition, since they appear automatically and without assistance from the taxpayer in his wallet.[64]

The opposing view would attribute the new assets received from the fork to the acquisition of the old assets.[69]
This would lead to the taxation of profits from the sale of assets received through a fork if the speculation period

of one year since the acquisition of the original assets has not elapsed.[®l
(ii) Business
For taxpayers who hold crypto assets as business assets, the consequences of a hard fork are uncertain as

well. However, if a hard fork is to be understood as the split-up of the original crypto asset into two, the original

acquisition costs should be divided among the new assets for accounting purposes as well.[*7] This would mean
that the hard fork itself would not lead to taxable income until the sale of the assets at a later point in time.

() What are the incomelcapital gains tax consequences of airdrops of crypto
assets and are the tax consequences different if the airdropped tokens are
unwanted?

(i) Private

For crypto assets received from an airdrop outside of a business, the airdrop itself should not lead to taxable
income.%8! If the taxpayer sells these assets, the profits should not be taxable as well due to a lack of an act

of acquisition.@] Even though the acquisition of the distributor might be attributed to the taxpayer because the
transaction was unpaid,[ml the distributor usually has not acquired the assets in the sense of German income tax
law either, since he is the original creator.l’]

(ii) Business

If a taxpayer receives crypto assets from an airdrop in the course of his business, the tax accounting
consequences have not been comprehensively discussed yet. However, the guidelines of the German Federal
Ministry of Finance for the free distribution of bonus shares!’@ could apply analogously.[ﬁl This would mean
that crypto assets received in airdrops would lead to taxable income in the amount of their fair market value. If a
market value cannot be established, which would be presumed for international matters, the value would be set
to EUR 0. Selling the assets received from the airdrop would then lead to taxable income.

The tax consequences should not differ if receiving the crypto assets by an airdrop is not wanted.
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(k) What are the incomelcapital gains tax consequences of (solo, pool, and
cloud) mining?

The income tax consequences of mining depend on whether the mining operation constitutes a business or is
to be qualified as a private activity.lﬁl Because of the intense usage of resources required for successful mining

(e.g. computing hardware, power supply, etc.), a mining operation should usually constitute a business.[’®l
However, the German Federal Ministry of Finance has stated that ‘occasional’ mining can qualify as a non-

business (i.e., private) ac’[ivity.[ml Mining may however even be considered an entirely non-taxable hobby activity
(Liebhaberei) if conducted in an objectively non-profitable manner. In this case, losses derived from the mining
operation are not tax-deductible.

(i) Private

If the taxpayer is mining crypto assets outside of a business (but not as a hobby activity), profits derived from the
sale of the mined assets are not taxable as private sales. This is because mining involves no act of acquisition

from the perspective of German income tax law.[””] However, according to the German Federal Ministry of
Finance, 8 profits derived from private mining can be taxed as income from other services.[”?] In this case, the

profits are fully taxed if they cumulate to EUR 256 or more per year.@] If this threshold is not met, they are not
taxed.

(ii) Business

For taxpayers who use cash-based accounting, mining will lead to taxable income only when the received
(current) crypto assets are sold, while the costs of the operation are deductible at the time they occur. Taxpayers
applying accrual-based accounting must capitalize mined assets with their development costs, which means that
the difference between development costs and selling price is taxable income at the time of sale. An exception
should apply for mined assets held as fixed assets since they should qualify as self-manufactured intangible

assets: In this case, capitalization is prohibited for the purpose of tax accounting,ml leading to tax consequences
similar to the situation in cash-based accounting. The latter would not apply to the extent the mining operation is
rewarded by transaction fees paid with already existing crypto assets.

() What are the incomelcapital gains tax consequences of staking crypto
assets?

Contrary to mining crypto assets, staking does not require substantial resources other than the asset itself
(e.g., no specific computing hardware, power supply, etc.). This means that staking is considerably less likely to

constitute a business than mining.@

Based upon the determination of whether the staking operation constitutes a business or not, the income tax
consequences are the same as for mining crypto assets.

(m) What are the incomelcapital gains tax consequences of an indirect
investment in crypto assets?

The tax consequences of an indirect investment in crypto assets strongly depend on the intermediary
mechanism used and the exact nature of the crypto assets. There are various options for an indirect investment.

The following constellations are possible examples:[&1

— Aninvestor might invest in a partnership which in turn invests in crypto assets. Since the partnership
is taxed transparently for income tax purposes and the income of the partnership is attributed to the
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partners, the income tax effects are similar to a direct investment. The consequences will therefore
mainly depend on whether the activity of the partnership constitutes a business or not.

— Aninvestor might acquire call options or other derivatives on the purchase of crypto assets. If the call
options were held as business assets, they would be capitalized with their acquisition costs in accrual-
based accounting. Exercising an option, the acquisition costs for the option and the exercise price will

determine the acquisition costs of the crypto asset.[84 Therefore, exercising the option itself is profit
neutral. For privately held assets, profits from options and other derivatives will normally be taxed as

capital gains.@ For options granted as wages or salaries, see supra (€).

— Aninvestor might grant a profit participating loan to a company owning crypto assets, which entitles him
to a share of the company’s revenues or profits (partiarisches Darlehen). If the investor does so in the
course of a business, the income is taxed at his normal income tax rate. If it is a private investment, it
is subject to the preferential flat tax rate on capital income. If the investor is a corporation, the income is
taxed as part of the profits. It should be noted that participation rights under further circumstances might
qualify for a taxation as a trading partnership.

— Indirect investments might also be conducted by investment in a crypto fund which trades in or holds
crypto assets. The taxation of the fund depends on its structure and classification. For a closed-end
alternative investment fund which is structured as a partnership, the fund itself is typically not subject to
income taxation. Rather, any profits achieved are directly attributed to the investors and taxed on their
level, regardless of whether profits are retained or not. If the activity of the fund amounts to a business
(as opposed to mere asset management), the fund may be subject to trade tax. An open alternative
investment fund structured as a corporation is only subject to corporate income taxation if its activity

amounts to a business.28 Private investors in such fund pay capital gains tax on retained profits,[ﬂl
income from distributions®8! or the sale of fund shares.[® Investors who hold their fund shares as

business assets are taxed with their normal (corporate) income tax rate.[20

(n) How is income from crypto assets to be treated under double tax treaty law?

The double tax treaties of Germany are based on the OECD Model Convention on Income and on Capital
(OECD-MC), which means that income has to be qualified under the Convention. There is no guidance of the
tax authorities specifying the application to crypto assets. Due to a lack of specific rules within the tax treaties
the application should be based according to Art. 3(2) OECD-MC upon the German tax law as outlined before;
taxation rights are allocated as follows:

— Income from a business is normally allocated to the state the business is located. It is however allocated
to the other state if the business has a permanent establishment in this state. The location of hardware
(e.g., for mining) in a specific jurisdiction may constitute a permanent establishment.

— Dividend or interest income derived from indirect investments into crypto assets is allocated to the state

of the creditor.[®1l Yet, the state in which the dividends or interests are paid is allowed to tax the income
up to a certain extent.[92
— Private sales of crypto assets are allocated to the state the seller is resident.[%3]

(o) What are the incomelcapital gains tax consequences of selling crypto assets
in an ICOISTOIIEO?

(i) Generating and selling crypto assets in an ICO/STO/IEO

Taxpayers who generate and sell tokens will usually do so within the framework of a business, which means that
the effects of an ICO have to be classified for accounting purposes. The exact classification varies.
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If the generated tokens are held as current assets, which will normally be the case, they are to be capitalized
with their development costs.24 |f they are classified as fixed assets, capitalization is not permitted for tax
purposes.lg—&;l

From selling the tokens, the taxpayer will generate revenue, which involves the risk of high taxable profits if

a corresponding expense, equity, or liability cannot be accounted for.26] This depends on the kind of tokens
generated:

— If the generated tokens are mere currency tokens, meaning that no obligations or use cases apart from
the use as a currency are attached to them, no expense, equity, or liability can be accounted for. The
issuer will realize a taxable profit from the collected funds (fiat or other crypto assets).

— For security tokens, the situation depends on whether the issued and/or sold tokens are equity, debt, or
asset-backed tokens. If they are equity tokens and grant participation rights which are strong enough
to qualify as equity in the sense of German tax law, the collected capital will be profit neutral. This is
because it would be treated as a contribution and be accounted for as equity. If the security tokens
qualify as debt tokens and grant a claim against the issuer, the income from the token sale will be
neutralized by a corresponding liability. However, a liability may not be booked if the claim derived from

the security token is conditional on future revenue or profits.[ﬂ1 If the token were asset-backed this might
lead to a realization as if the underlying assets were sold by the issuer of the tokens.

— In the case of utility tokens, the situation depends on whether the tokens grant an enforceable claim
against the issuer. If this is the case, an accrual for future liabilities could be booked, (partly) balancing

the received funds until the point in time when the tokens are actually used.[®8! If no such claim exists,
the collected funds lead to taxable income.[®]

(ii) Acquiring crypto assets in an ICO (STO/IEO)

If an ICO includes the distribution of tokens to an employee, the assets are qualified as income in kind and

are taxable for the employee.[m1 The taxation will depend on the fair market value of the crypto assets when
received by the employee. For crypto assets which already have a significant market value, granting token
options might be preferable in certain cases to avoid immediate dry income taxation and give the employee

control over the timing of the tax burden.l'%! Alternatively, the tokens can be transferred early by letting the
employee purchase them financed by an employer loan, which is offset by a bonus payment after a vesting
period. Hereby, only the bonus payment would be subject to income taxation, unaffected by changes in value of
the tokens.

For other taxpayers, the acquisition of tokens through an ICO has no different effects than other trade in crypto
assets.

1.1.3 Other Taxes

(a) What are the value added tax/sales tax consequences of selling crypto
assets?

Pursuant to the determinations made by the European Court of Justice in Hedqvist decision,1% the German
Federal Ministry of Finance has released an administrative guideline to implement the decision for the German

tax administration.'%3] The guideline specifies that selling cryptocurrencies for fiat currency and vice versa
constitutes a taxable service under section 1(1) no. 1 GVATA, but is tax-exempt under section 4 no. 8 lit. b

GVATA when interpreted in conformity with the Value Added Tax Directive (VATD)[M. Yet, this only applies
for currency tokens which are accepted by the parties to a transaction as an alternative means of payment and

which do not serve another purpose than the use as such.[109]
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The German Federal Ministry of Finance also outlines its view on related issues:

— It considers the acquisition of tokens from mining (irrespective whether from a block-reward or from a
transaction fee) not to be a taxable service under the GVATA.

— An entrepreneur who is providing wallets against payment carries out a taxable service under the
GVATA. No tax-exemption applies.

The treatment of other tokens (i.e., utility and security tokens) is not discussed by the administrative guideline.

Nevertheless, utility tokens which grant the right to receive goods or services can be qualified as vouchers in the

sense of the VATD.['%! Article 30a VATD differentiates between single-purpose and multi-purpose vouchers. A
single-purpose voucher is a voucher ‘where the place of supply of the goods or services to which the voucher

relates, and the VAT due on those goods or services, are known at the time of issue of the voucher 197 |f g
utility token qualifies as a single-purpose voucher, the transfer of the token is regarded as the supply of the good
or service and is therefore taxable. The actual handover of the good or the actual provision of the service will

in this case not be considered as an independent transaction (i.e., it will not be taxable). However, utility tokens
might not meet the criteria and will therefore qualify as multi-purpose vouchers. In this case, not the transfer of

the token, but the actual handover of the good or actual provision of the service is taxable.[198]
The VAT treatment of security tokens depends on whether they are to be qualified as equity, debt, or asset-

backed tokens.['%] pPursuant to the KapHag decision of the ECJ,M% in which the court stated that the inclusion
of a shareholder against cash distributions is no taxable service, the acquisition of equity tokens should not be

taxable either.! The acquisition of debt tokens equates to granting a loan, which is not entrepreneurial in
nature, but merely private asset management for VAT purposes. Therefore, it is normally not a taxable activity
under the VATD. The acquisition may be taxable however if it is the necessary extension of a market activity. In

this case, it should be tax-exempt under section 4 no. 8 lit. a GVATA.M2l For asset-backed tokens the common
VAT rules for selling (tangible) assets could become applicable.

(b) Are payments in crypto assets subject to withholding taxes?

There are no specific withholding taxes tailored to payments in crypto assets. Whether withholding taxes
apply will depend on the nature and context of the payment. Notable withholding taxes in Germany are the
payroll tax (supra (c)) as well as the withholding tax on income from capital such as dividends and interest

(Kapitalertragsteuer[ml). These are not autonomous taxes, but a method to collect the income tax. In all cases,
the debtor is liable for the amounts to be withheld. This can become problematic for payments which are made
completely in crypto assets, because the tax must be paid in fiat currency. It may force the debtor to sell a
portion of the crypto assets to be able to discharge the tax debt.

(c) Does payment of compensation in crypto assets give rise to payroll tax
consequences?

The income tax on income from employment is levied by a payroll tax (Lohnsteuer) which is withheld by the
employer.l" The amount of payroll tax to be withheld is calculated on the basis of the salary of the employee,
including the fair market value of any remuneration in kind, which includes crypto assets.'’% The value is
determined by the fair market value of the crypto assets at the moment the employee receives them.[116]

The payroll tax must be paid in fiat currency and cannot be discharged with crypto assets. If the wage of the
employee does not include a sufficient amount of fiat currency to be withheld, the employee will have to pay for

the missing amount."7] The employer can be secondarily liable for any outstanding amount which cannot be
collected from the employee.[m]
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(d) Do transactions with crypto assets trigger any transfer taxes?

Germany has not introduced a financial transfer tax yet, even though the introduction of such tax has been on

the political agenda for a long time. The current proposal of the German Federal Ministry of Financell19] only
includes taxation of the purchase of shares of certain companies (i.e., no taxation of crypto transactions).

The only transfer tax that could potentially apply to crypto transactions is the German real estate transfer tax.
This is because the tax is not only triggered by the actual transfer of legal ownership of real estate (which is
not possible by the transfer of crypto assets for lack of a notarial certification); it is also due on the transfer of at

least 95% of the membership interest or shares in a company which owns real estate.['29 The transfer of equity
tokens which represent membership interest or shares in such company can therefore be a taxable transaction.

(e) Are firms operating in the crypto space subject to digital service taxes?

To date, Germany has not introduced a digital service tax.

(f) Are crypto assets subject to gift, inheritance, estate, or wealth taxes?

Gift and inheritance taxes apply to transactions with crypto assets under the standard rules of the German
Inheritance and Gift Tax Act (Erbschaftsteuer- und Schenkungsteuergesetz). The tax is normally based on the

fair market value of the transferred assets at the moment they are received by the donee or successor.1121
However, complex provisions and tax exemptions apply if the subject of donation or inheritance is a business.
The tax rate ranges between 7% and 50%, depending on the relationship of the donee/successor to the donor/

testator,['22] which also determines tax-exempt amounts.[123

Since the tax-exempt amount per donee is at least EUR 20,000 for ten years, airdrops will not trigger gift taxes in
most cases.

Formally, Germany has a wealth tax with the relevant act still being in force.['24] However, due to a decision of

the German Federal Constitutional Court in 1995,12%] the legislature would have needed to reform the tax to be
able to further levy it. Instead, it was decided to cease its collection, which means that effectively, there is no
wealth tax in Germany.

Germany also does not have an estate tax. However, family estates are subject to inheritance tax every thirty
years.[@l

(g) Are crypto assets subject to exit tax?

Germany has exit taxation rules.'27] These apply to individuals who have been subject to unlimited income

taxation'28! for the last ten years and relocate outside of Germany. However, it only relates to hidden reserves
of corporate shares when certain thresholds are met. This means that crypto assets held by an individual as
private assets are not subject to exit taxation if not qualifying as equity tokens.

If a corporation relocates!'2?] or transfers a business or assets to a permanent establishment outside of
Germany,[m] hidden reserves are generally taxed. There exist no specific provisions concerning crypto assets.
Individuals who relocate outside of Germany who have been subject to unlimited income taxation for five years

within the last ten years can also be subject to so-called extended limited income taxation.["3!] This is the case
if they have substantial economic interests inside of Germany and relocate to a low-tax territory. In this case,
they are treated as if they are still subject to unlimited income taxation, except for foreign income in the sense of
section 34d GITA.

(h) Can mining trigger gambling tax?
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Germany has a gambling tax on race bets and lotteries (Rennwett- und Lotteriesteuer{@). The person liable to

pay the gambling tax is the organizer of the Iottery.[@1 There is however no reason to consider mining to be a
lottery or the miner to be the organizer of such lottery. For this reason, the application of the lottery tax to mining
is not being discussed. Germany also has a casino tax (Spielbankabgabe) for public casinos, which is clearly not
applicable to mining crypto assets.

1.1.4 Compliance and Documentation Obligations

(a) What documentation requirements exist for taxpayers regarding crypto
assets and are there best practices in recordkeeping to support representations
made in tax returns?

No specific documentation obligations exist for crypto assets, but only the general requirements. This means
that businesses must comply with specific accounting obligations,[@l while private individuals are subject to

an obligation to cooperate with the tax authorities in determining the facts of the case.['3%! To comply with this
obligation, taxpayers should keep records of their trade in and other activities with crypto assets. Noncompliance

can lead to determinations of the tax base by estimate,['38] which is typically detrimental to the taxpayer. A
taxpayer who does not include profits from crypto assets in his tax returns can incur an administrative fine for

reckless understatement of taxes of up to EUR 50,0001'37] or be criminally liable for tax evasion.!'38]
If a taxpayer wants to prevent the application of the ‘first in, first out’ method for private trades in crypto assets,
it is advisable to separate the assets into different wallets which serve different purposes, e.g., one wallet for

long-term investments and one wallet for day-trading.[@] Even though the tax authorities may not accept such
separation in every case, separate wallets will make it more likely.

(b) What is the evidentiary burden of supporting tax positions when a digital
wallet address is lost or shared with other persons?

German tax authorities must investigate and clarify the facts relevant for taxation ex officio,["*% which means
that in principle there is no burden of proof for the taxpayer to fulfil. However, within their duty of cooperation,
taxpayers must support the authorities by naming relevant facts and evidence. Hence, a taxpayer who has lost
or shared a digital wallet address will have to lay out to the authorities the specificities of his situation to be able
to convince them that his statement is truthful.

(c) Are crypto asset exchanges and wallet providers subject to reporting
obligations?

Crypto asset exchanges and wallet providers are subject to the general reporting requirements under German
tax law (e.g., the obligation to file tax returns). There are however no specific obligations tailored to crypto

activities. As any other person, they can be compelled by the authorities to provide relevant information for the
taxation of third parties, see infra 1.1.5(a).

The question of specific tax reporting requirements for exchanges and wallet providers is mainly theoretical
because the main impediment for such enterprises are the regulatory requirements in the field of financial market
supervision, requiring them to file for a banking licence.

(d) Are taxpayers holding crypto assets subject to reporting obligations apart
from the filing of income tax/capital gains tax returns?

There are no crypto-specific additional reporting obligations.
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(e) Are crypto asset exchanges and wallet providers subject to CRSIFATCA
reporting?

Germany has ratified and transformed into domestic law both its Intergovernmental Agreement (IGA) with the
US concerning the FATCA requirements!™] and the Multilateral Competent Authority Agreement of 29 October
2014.11421

There exists however no guidance from the German tax authorities on whether they consider crypto asset
exchanges or wallet providers to be subject to these regimes. It could be argued that crypto exchanges and
wallet providers are no financial institutions under the provisions of the relevant German law,[143] pecause crypto

assets are not financial assets in a traditional sense.['*4 That would mean that they would not be subject to
CRS/FATCA and other exchange of information requirements.

1.1.5 Civil and Criminal Tax Enforcement

(a) What power do the tax authorities have to compel the disclosure of
information by third parties, such as exchanges or wallet providers, and have
these tools been used in the past?

Tax authorities may request information from third parties if clarification of the matter by the taxpayer does
not or is not likely to produce any results.[145] They may also issue group information requests to third parties

regarding facts concerning yet to be identified taxpayers.[ml This power could be used to compel information
from exchanges or wallet providers.

Information requests from tax authorities must be complied with. In case of non-compliance, the authorities may

apply coercive measures (i.e., coercive fines, substitutive execution, or direct em‘orcement).lﬁl However, close
relatives and certain professionals such as lawyers or tax consultants may refuse to surrender information under

certain conditions.[148]

Whether these tools have been used in the past against exchanges or wallet providers is not in the public
domain.

(b) What measures have tax authorities undertaken in the past to ensure crypto
tax compliance?

German tax authorities have issued above-mentioned guidelines and statements regarding the application of tax
law to crypto assets. Other measures are not known.

(c) Is the tax authority cooperating with tax authorities in other jurisdictions on
enforcement?

Cooperation with other tax authorities is based on exchange of information and assistance in enforcement.

There are different options for German tax authorities to obtain information from other jurisdictions and to provide

them with information vice versa.['4%! For states with which Germany has concluded a double tax treaty or tax
information exchange agreement, competent authorities can exchange information under the relevant treaty
provisions. Under European Union law, authorities can request information from other Member States for the

administration and enforcement of domestic laws.['5% Furthermore, Germany has ratified and transformed into
domestic law the OECD/Council of Europe Convention on Mutual Administrative Assistance in Tax Matters.[151]
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For the purpose of assistance in enforcement, Germany is subject to EU Council Directive 20']0/24/EU,[@l
which requires Member States to enforce tax debts owed to Member States upon request.
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