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The small business regulation is a special form of taxation 
under VAT law. It offers a number of tax and administrative 
advantages, especially to companies at the beginning of 
their activities and to smaller companies in general. Its ap-
plicability is linked in particular to falling below certain turno-
ver thresholds. There are no other personal or factual re-
quirements. 

If you are at the beginning of your self-employment, the ap-
plication of the small business regulation should be consid-
ered. In this case, it is particularly important to draw up a 
business plan that includes projected sales and their tax con-
sequences. You must inform the tax authorities in the tax 
registration questionnaire whether you are making use of the 

small business regulation. You can find out exactly what 
needs to be taken into account on the following pages. 

If you are already operating as a small business owner, this 
fact sheet once again highlights all the necessary infor-
mation around staying in compliance. 

I. Advantages 
1. no sales taxation 
The essence of the small business regulation is that the en-
trepreneurs concerned are not subject to sales tax. They can 
(and must) provide their services without paying the currently 
applicable 7% or 19% value added tax (VAT). This can 
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represent a real competitive advantage, if you can offer your 
services more favorably than your competitors. In some in-
dustries, such as  
e-commerce or small-scale retailing, entire business models 
are based on being able to offer services without VAT. If you 
sell your goods via a third-party online platform, you need a 
certificate for the platform operator that you are registered 
for tax purposes with the tax office. 

2. less bureaucratic obligations 
The great administrative advantage of the small business 
regulation is that the small business owner has significantly 
fewer declaration obligations to fulfill than the regularly taxed 
business owner. Above all, they do not have to submit a 
monthly or quarterly advance VAT return. If the entrepreneur 
is active across borders, the obligation to submit so-called 
recapitulative statements does not apply. The only require-
ment that remains is the submission of an annual VAT return. 

In addition, simplified record-keeping requirements apply to 
small businesses. In connection with the income tax-related 
revenue surplus account, it is generally sufficient to record 
the amounts actually received and spent. Some obligations, 
such as the keeping of an outgoing invoice book, remain.  

II. Disadvantages 
The only real disadvantage of the small business regulation 
comes into play in loss-making situations and predominantly 
B2B business, because the small business is not entitled to 
claim the input tax deduction from the input services. Here, 
regular entrepreneurs are in a better position because the 
state reimburses them for the "VAT loss". Small entrepre-
neurs bear this loss as an operating expense and may only 
be able to claim it later in part for income tax purposes. Nev-
ertheless, this disadvantage is rather small in terms of 
amount. In addition, the loss period will usually be kept within 
narrow limits. 

A non-genuine disadvantage of the small business regula-
tion is the additional administrative effort involved in the tran-
sition to standard taxation. The change in the form of taxation 
requires a number of transitional measures. This can make 
the small business regulation unattractive overall if, for ex-
ample, it is foreseeable that the turnover limits for the appli-
cation of the small business regulation will be exceeded as 
early as the second year after the establishment of the com-
pany.  

Furthermore, a psychological disadvantage may result if 
business partners recognize the small business status and 
thus conclude that the company is small. This can hinder the 
development of orders in certain industries, such as the ser-
vice sector. 

III. Requirements 
1. No application 
The application of the small business regulation does not 
have to be applied for. If the legal requirements are met, you 
are automatically considered a small entrepreneur. How-
ever, it is possible to waive the application of the special reg-
ulation. For this purpose, an informal application must be 
submitted. 

The small business regulation cannot be used if the entre-
preneur is domiciled abroad. 

2. turnover limits 
The "small" in small business is defined by business turno-
ver. 

The regulation is generally applicable up to an annual turno-
ver of € 22,000.  

The total of the fees actually received is decisive. Certain 
tax-exempt sales, e.g. from medical or teaching activities, 
are not taken into account. Turnover from the sale of fixed 
assets is also not taken into account. In the case of trading 
in second-hand goods, the turnover limit is based on the 
sales price and not on the margin. If the turnover limit is ex-
ceeded, the small business regulation may no longer be 
used in the following year. This applies until the previous 
year's turnover falls below the limit of €22,000 again. This 
limit is a gross amount, i.e. it includes sales tax. Exceeding 
the turnover limit has no effect on the current business year. 

If at the end of the year there is a threat of non-compliance 
with the sales limit, the collection of sales may be delayed 
until the following year. The decisive factor is that the entre-
preneur does not yet have the funds at his disposal. There-
fore, as a small business owner, one's own turnover should 
be regularly monitored. 

Note: If the entrepreneur only carries out his activity in part 
of the year because he only started and/or ended his busi-
ness during the year, the actual turnover must be extrapo-
lated into an annual turnover. In principle, calendar months 
that have begun are decisive. For example, someone who 
opens his business on July 30 is considered to have been 
active for six months until the end of the year. The actual 
turnover is to be doubled for the purpose of determining 
whether the limit has been exceeded. A daily calculation can 
be made if this is more favorable for the entrepreneur. The 
regulation applies only in the case of a genuine business 
start-up or a business termination. Accordingly, it does not 
apply, for example, to seasonal operations or fluctuations in 
turnover due to business operations.  
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In addition to the sales limit for previous years of € 22,000, 
there is also a limit for the amount of forecast sales for the 
current year. According to this, the anticipated total sales 
must fall below € 50,000 in the current calendar year. For 
this purpose, the entrepreneur must document a substanti-
ated forecast. If the documentation is not provided or is in-
adequate and the turnover limit of € 50,000 is exceeded, the 
small business regulation is no longer applicable not only for 
the following year, but also retroactively for the current year. 
All revenues received must then be taxed retroactively. 

If the limit of forecasted sales is nevertheless exceeded de-
spite a valid forecast to the contrary, the small business reg-
ulation remains applicable for the current year. However, 
due to the inevitable exceeding of the limit of € 22,000, the 
application of the regulation for the following year is not ap-
plicable. 

A special feature applies to the year in which the activity 
commences. The forecast limit here is only €22,000 instead 
of €50,000. 

  

 
 
 
 
IV. Important notes 
1. Invoice 
The small entrepreneur is not entitled to show VAT in his in-
voices. This applies without restriction, even to the indication 
of the tax rate in small value invoices. In addition, however, 
the usual invoice requirements apply - subject to fines. Sales 
tax that is nevertheless shown must be paid to the tax office. 
This also applies if only the gross amount and a tax rate are 
stated.  

A reference to non-taxation in the outgoing invoices is helpful 
for business customers, but not required. The wording can 
therefore be freely chosen, e.g. "No display of VAT accord-
ing to § 19 UStG". 

In certain cases, small businesses are obliged to issue an 
invoice. This applies, for example, when construction work is 
carried out. Invoices issued must be retained. 

2. voluntary taxation 
The small entrepreneur can waive the application of the spe-
cial regulation and voluntarily subject himself to the normal 
taxation. This can be useful if the disadvantages described 
above are particularly severe in a specific individual case. 

The waiver of the application of the small business regulation 
can be declared for the current year in advance or retroac-
tively. In principle, a waiver is also possible when submitting 
the annual VAT return. 

If the small business regulation is waived, taxation is the 
same as for an ordinary entrepreneur within the meaning of 
the Value Added Tax Act. In this respect, the entrepreneur 
has all the rights and obligations of an ordinary entrepreneur 
subject to VAT. 

Note: The waiver of the small business regulation binds the 
person concerned for at least five calendar years. During this 
time, it is not possible to revert to the small business regula-
tion. This also applies to further calendar years if no revoca-
tion takes place. 

3. sideline 
The small business regulation is also particularly suitable for 
persons with a self-employed sideline. This applies, for ex-
ample, to the employee who works on a small scale as an 
author or lecturer on the side. 

Note: The sideline business must also be reported for VAT 
purposes. The generation of income alone is a sufficient con-
dition for this. It does not matter whether a profit has been 
made. Failure to report a business constitutes conduct that 
is relevant under criminal tax law.  

In addition, the small business regulation is usually ideal as 
a supplement for entrepreneurs who are subject to a certain 
special form of taxation with their main activity and who gen-
erate ancillary sales to a small extent. This applies, for ex-
ample, to doctors who generate a small amount of taxable 
turnover. The same applies to farmers and foresters, who 
are subject to average taxation on the majority of their sales. 
Tax-exempt sales can be achieved to any extent. For farm-
ers and foresters, however, it is a prerequisite that their total 
sales (i.e. including those from the agricultural and forestry 
business) fall below the sales thresholds so that the small 
business regulation can be applied to the ancillary sales. 

4. cross-border sales 
If the business activity is also carried out across borders, 
special features must be taken into account. This applies in 
particular to the purchase of goods or services. Small entre-
preneurs can apply for a VAT identification number (USt-
IdNr.). The issuance of the VAT registration number alone 
does not result in any additional tax declaration obligations. 

Note: In the case of actual cross-border activity, however, 
the small entrepreneur may be subject to additional tax obli-
gations. Further information can be found in the leaflet 
"Small Business Regulation - Cross-Border Trade in Goods 
and Services".  

22.000 € limit for 
previous year turno-
ver 

50,000 € Limit for fo-
recast current year 
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Legal status: 1.1.2021 

All information and data in this client information sheet have been 
compiled to the best of our knowledge. However, they are provided 
without guarantee. This information cannot replace individual advice 
in individual cases. 
 


	I. Advantages
	1. no sales taxation
	2. less bureaucratic obligations

	II. Disadvantages
	III. Requirements
	1. No application
	2. turnover limits

	IV. Important notes
	1. Invoice
	2. voluntary taxation
	3. sideline
	4. cross-border sales


