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Payroll in Germany: handling taxes
and social contributions
In each country, payroll processing is driven by local labor laws, different layers of legislation
and specific rules. This makes it a challenge for multinational companies and companies
expanding internationally.
Using a local payslip as a reference point, this brochure explores the main features of
payroll in Germany and the complexities tied to the country’s flexible and comprehensive
social system. In particular, payroll in Germany includes the collection of different taxes and
mandatory contributions to social insurance schemes.
Sample German payslip
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translation OF A GERMAN Payslip
German payroll highlights
• Determined by federal labor laws and
collective or company agreements
• Based on a monthly salary;
allowances and bonuses determined
by collective/company agreements
• Withholding of three different taxes at
source
• Mandatory employee contributions
to four social insurance schemes
with choice of model and fund
(Krankenkasse)
• Significant reporting, archiving and
interfacing with third parties

Personal information
• Date of hire Length of service Date of birth
Employee number
•C
 ost center Department Function Pay group
Payscale & level
•T
 ax class Child tax exemption Religion
Annual tax-free amount Monthly tax-free amount
Retiree tax rule 1 Retiree tax rule 2 Tax days
• Insurance fund number Social security code
Social security code (retiree) Pension special fund  
Child allowance Private insurance
Pension contribution exemption Multiple jobs
Social insurance days

Taxes, social contributions
• Salary
• Employer contribution to savings plan
• Deduction for tax and/or social security
• Bonus
• Non-cash benefits
• Benefits in kind subject to V.A.T
GROSS TOTAL

• Income tax
• Solidarity surcharge tax
• Church tax
• Health insurance contribution
• Long-term care insurance contribution
• Pension insurance contribution
• Unemployment contribution
• Total of statutory deductions
NET INCOME

OTHER

BACKGROUND INFORMATION

Earnings

• Credit to savings plan
• Other deductions/adjustments
• Non-cash benefits
• Employer contribution to private
pension scheme
• Employee contribution to private
pension scheme
AMOUNT PAID

SOCIAL INSURANCE FUND/RATES
Health insurance
Long-term care insurance

Pension insurance
Unemployment insurance

MONTHLY VALUES (Tax/contributions bases and amounts)
Health ins. Pension ins. Unemployment ins. Care ins.

ANNUAL VALUES (Tax/contributions bases and amounts)
Health ins. Pension ins. Unemployment ins. Care ins.
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Behind a German payslip
In-depth descriptions of the most unique categories on a German payslip
offer additional keys to understand the country’s payroll system.
German payslip sample for an employee insured by statute
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Behind a German payslip (cont.)
1 Personal information

2 Wages

Contains parameters about the employee’s situation that
are used for the numerous tax and social contribution
calculations.
The most noteworthy are:

• Gehalt: monthly base salary.

• Steuerklasse: tax class, determines income tax rates.

• Gehaltsumwandlung: deduction for tax and/or social
benefits.

•V
 L: AG-Anteil: voluntary employer contribution to
savings plan: employees who save money get an extra
contribution from their employer.

• ZKF (Zahl der Kinderfreibeträge): tax exemptions for
children.

•B
 onus: granted according to company-specific
agreements.

• Konfession: religion. Can be Roman Catholic (rk),
Protestant (ev) or none (--). Determines if employee is
subject to church tax.

•G
 eldw Vorteil: non-cash benefits – subject to tax and/or
social contributions.

• SV-Schlüsssel. KV/RV/AV/PV: social insurance codes.
Indicates contribution level for the four major social
insurance schemes according to employee status.
Here 1 = full contribution.

• Erlös Sachbezug: benefits in kind subject to V.A.T.

4 Taxes
3 Social insurance contributions

Calculated, withdrawn from salary and paid to tax
authorities by the company.

Employee contributions to social insurance funds.
(See rates below).

• Lohnsteuer: income taxes. Calculated at progressive
rates, taking into account the employee’s individual
situation.

• KV-Betrag- AN: health insurance contribution.
• PV-Betrag- AN: long-term care insurance contribution.

•S
 olid. Zuschlag: solidarity surcharge. Tax created in 1991
to fund the country’s reunification efforts. A progressive
rate (capped at 5.5 % in 2013) applies above the salary
exemption ceiling.

• RV-Betrag- AN: pension insurance contribution.
• AV-Betrag- AN: unemployement insurance contribution.
These four employee contributions are complemented by
an employer contribution. In addition, employers contribute
to maternity leave and accident insurance funds for their
employees.

•C
 hurch tax: paid by employees who report they are
Catholic or Protestant. In 2013, the rate was 9% of the
income tax in most of the country (8% in Bavaria and
Baden-Württemberg).

5 Miscellaneous
• VL-Sparbetrag: employee savings on company “sponsored”
plan.

6 Social insurance rates
• Sozialversicherungssätze: rates of the four social
insurance schemes to which employee contribute.

• D-Vers-AG, D-Vers-AN: employer and employee
contribution to a private pension scheme. Private company
pension plans are a complement – second pillar – to the
government-run retirement insurance system.

- KV-Satz: health insurance rate
- PV-Prozentsatz: long-term care insurance rate
- RV-Prozentsatz: pension insurance rate

7 Monthly/annual values

- AV-Prosentstaz: unemployment insurance rate

• Monatswerte/Jahreswerte: summary of monthly and
annual bases, rules and exemptions for social insurance
contributions and taxes.
The employer’s social contributions can be seen here.
For instance KV-Beitrag-AG is the employer’s contribution
for health insurance.
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Characteristics of a socially
protective economy
With four mandatory social contributions paid by employees, a German payslip reflects a
comprehensive social system. It also shows the different federal taxes that are collected
by companies. Some of these taxes are a legacy of the country’s history.

Wages
German employees’ salary is
established on a monthly basis.
Overtime hours are charged at
different rates depending on
company agreements; some
overtime earnings are tax-free.
Employees may also receive
bonuses, commissions and
allowances based on company
agreements.
German employees can be granted
additional benefits, like a company
car or a savings plan to which both
employer and employee contribute.

are “voluntarily” insured) or of taking
out a private health insurance policy
(in which case they are “privately”
insured). 90% of German employees
are insured by statute or voluntarily.

Four social insurance
schemes, three models,
150 funds

Employees can also choose their
social security fund/government
scheme insurer (Krankenkasse)
amongst 150 different providers.
Statutory contribution rates are the
same for all social security funds.
Within the same company employees
can have different funds – meaning
payroll administrators may have to
interface with many third parties.

In Germany, employers and
employees must contribute  to
different social protection schemes.
Employees’ contributions are
deducted from their salary . This
social protection system is
comprehensive, covering six
different risks: health, pension,
unemployment, long-term care,
maternity and injury. Rates for each
social contribution are fixed by law.
There are three different social
protection models that grant
different rights, depending on the
employee’s gross salary.
Employees earning less than the
social security income ceiling are
insured by law (in which case they
are insured “by statute”). The social
security ceiling was €50,850 of
annual gross salary in 2013.
Above that threshold, employees
have the option of remaining in the
statutory plan (in which case they

Multiple taxes
Companies withdraw income tax at
the source. This requires information
on the employee’s family/children
and tax exemptions. There are six tax
classes with progressive rates.
Companies file annual tax
statements with the tax authorities.
Employees manage their individual
annual income tax declarations.
German employees pay a solidarity
surcharge, which is an additional
percentage of the income tax levied
on salaries. The solidarity surcharge
was established in 1991 to fund
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German reunification. Salaries lower
than €972 per month (2013 figure)
are exempted.
German employees who declare
a religious affiliation pay a church
tax, which is a surcharge on their
income tax (rates vary by state). This
practice is rooted in the country’s
history: at the beginning of the 19th
century, German states started to
collect taxes to fund church activities
(education, charity, healthcare, etc.).

Many levels of obligations
and specific processes
The rules that govern labor in Germany are issued at multiple levels. This generates
differences in payroll production within companies. Legislation also requires companies
to comply with specific processes and to interact with many third parties.

Different levels of rule-making
Payroll is mainly driven by federal labor laws, but is also
affected by collective and company agreements.
The 16 Länder or states only influence bank holidays and
tax rates, but this can lead to differences across locations
within companies.
At the federal level, major changes, such as tax rates,
taxable income, social contribution assessment ceiling
and rates, are updated once a year on January 1.
There are more than 100 different collective and company
agreements and they have a big impact. Minimum wage,
allowances, overtime rates, bonuses and commissions
vary according to industry and collective agreements.

paid to the tax authorities. On top of that, payroll teams
have to implement annual changes in tax and social
security rates.

Intensive reporting & interfacing

Back calculations

In the context of payroll production, German companies
interact with many third parties: tax authorities and as
many as 150 social security funds.

When a correction is required (because of an error
or change in rate), the correct payslip for the affected
month must be re-issued with a specific mention of
all differences. Corrections are to be made this way in
regular cases for payslips issued up to 24 months earlier.
This is very specific to Germany; most countries make the
corrections on the payslip for the current month.

All year long they must handle different interfaces to
exchange with these third parties, e.g. to claim backpayment from social security for a sick employee (in
Germany, the company pays a sick employee their full
salary for 42 days, after which the social security fund
pays a percentage of their income).

The average time that companies devote to labor tax
compliance gives an indication of the importance of the
overall compliance efforts in a given country. This figure
amounts to 139 hours in Germany versus 45 in the UK
and 55 in the US.

Year-end activities include annual declarations to
government schemes for all social contributions, as well
as annual declarations of employee income and taxes

time to comply WITH LABOR TAX

UK
USA
GERMANY
Hours
0
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© 2012 PwC. All rights reserved. Extract from “Paying Taxes 2013”
publication, available on www.pwc.com/payingtaxes
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Borderless Human Resources

A multi-country payroll service
ADP Streamline’s outsourced service enables you to harmonize your company’s multi-country payroll
and human resources administration in over 100 countries, and growing.
For more information, visit our website at www.adp.com.

Unique benefits
Whatever your size, type of organization, and geographical footprint, you can rely on ADP Streamline
to be your trusted business partner and single point of accountability.
We ensure statutory payroll compliance worldwide, support deployment and control of your corporate
policy, and international expansion.

Design and production

The information contained in this “Payroll in Germany: the complexities of a flexible and comprehensive social protection system” brochure
is to be used for informational purposes only. ADP is not a legal labor or tax adviser, and this information should not be considered legal, tax
or labor advice, nor is it intended to provide specific advice about labor, tax and/or legal questions.This information should not be used to
replace consultation with a trained legal professional, or any other qualified expert. ADP assumes no liability for the use or interpretation of
information contained in this Payroll in Germany brochure.
ADP has made considerable efforts to present accurate and reliable information in this Payroll in Germany brochure. However, ADP does
not take any responsibility for the accuracy, completeness, or usefulness of the information herein. Such information is by nature subject to
revision and may not be the most current information available. This Payroll in Germany brochure should not be considered a substitute for a
reader’s own independent research and evaluation. Copyright © 2013 ADP, Inc.
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