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Who is Ulrich Daldrup

ACADEMIC

2008 Nominated member of the Advisory Board and vice Chairman, ITT UoAS Cologne

Since 2004 Lecture at the University of Applied Sciences of Aachen, Faculty of Energy Systems, teaching
Business Administration and International Management

Since 1984 Professor at the University of Applied Sciences of Cologne, ITT, teaching Business
Administration and International Law/Treaties..

1996 - 1998 Dean and Rector of the University of Bradford, Campus Aachen, MBA Study with Dutch
NIMBAS University

2000 Dr. h.c. of the Technical University of Kaunas/Lithuania

1977 Ph. D./Dr. rer. nat. of the Technical University of Aachen

1965 - 1971 Study of Chemistry and Economics at the Technical University of Aachen (Dipl.-Chem.)

1958 -1965 European School, Brussels (Baccalauréat)
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PROFESSIONAL

Since 2007 CEO of MAEnergy Hillso, The European Energy [omp:

2000 - 2004 Commissioner of the German government for the Baltics

1994 - 1999 Mayor of the City of Aachen

1989 - 1993 Political advisor to the minister of industry and first President of Mauritius

Since 1979 Owner and CEO of a private company based in Aachen. Member of Supervisory Boards of
many companies: Savings Bank, Energy, Public Transport, Business Park, Technology Center,
Water for the World Foundation etc

1975 - 1994 Delegated as expert by European Commission, German BMZ, KFW and GTZ as well as World
Bank on short term missions (90 countries)

1972 - 1974 Advisor to the Government of Morocco, seconded by German government
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Lecture WS 2011/12

DATE

14.12.2011 from 15.00h/21.00h

Start Lecture

15.12.2011 from 15.00h/21.00h

19.12.2011 from 15.00nh/21.00h

20.12.2011 from 15.00h/21.00h

21.12.2011 from 15.00h/21.00h

22.12.2011 from 15.00h/21.00h

Exam
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Scripts

Look at the following WEB Pages:

You fi nd under nNUni ver sit
relevant documents for down-load in PDF format.


http://www.daldrup.org/

Structure of the lecture

Introduction into national economy

Taxation

Enterprises: Forms of, creation, legal aspects
Financial institutions/Financing/Financing instruments
Costs: Cost types, Cost centers and Product cost calculation
Ratios and business performance

Economics: Market, money, needs

Human Resources

Management

Corporate planning, decision making, controlling
Organisation

Marketing, sales

Accounting, bookkeeping

Project. Make of a Business plan and presentation
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Structure of Group Work

. The make of a Business Plan
. Group work: Make of a Business Plan
. Presentation of the Business Plan




Test 1 to know you better

Have you ever heard:
Stock market
Calculation of labor cost
How to calculate the VAT
Oligopoly
Organigram
Break Even Point
Central Bank
Balance
Cash flow
Limited company
Shares
Depreciation costs
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Thinking as an economist

. Cost and financial understanding
. Leadership

. Taking decisions

. Being in conflicts and dilemmas

. Politics, legislation, employment and
entrepreneurship

Importance of money
. The economic sector: a complex issue
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Excursion: How do you decide?
The investing In new cars dilemma

Complexity of decision making:

A large company intends to buy new cars for its
executives and for its transport department. What
criteria for the selection of the new cars to be bought
would you see as the most relevant?

Brand/manufacturer, price, quality, shipment time,
service available nearby, design of the car, rebate
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http://upload.wikimedia.org/wikipedia/commons/b/b5/Mazatlan_from_port.jpg
http://upload.wikimedia.org/wikipedia/commons/2/21/Rolls-Royce_Silver_Wraith_Fixed_Head_Coupe_1952.jpg

The insurance dilemma

A large company owns 500 cars of
different size, age and use. There are
limousines for the managers, trucks for
the transport of goods etc. You are the =
new CFO of the company. You are

asked to decide, whether the company
should take for alll
cover/ full ri sko 1n

The insurance would cost the company
some 2.000 EURO/car and per year.

If you are the CFO, what would be your
decision?
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http://upload.wikimedia.org/wikipedia/commons/2/24/Januaristormens_f%C3%B6r%C3%B6delse.jpg

The Recruitment dilemma

Recruitment of personnel, what
IS relevant:

Recommendations, | ‘Q
Graduations,
Assessment,
Salary/ costs,
Motivation,
Age,

Gender

.

loymen

Emp
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The nNnGaCafé-Binl e mma o

Stock planningT t he A G@Gafed e n
Di | emmao

You are the manager of a garden
cafe, with a large open outside
terrace. Most of your guests are
coming during the weekend. If the
weekend will be rainy, you risk that
no guests will show up.

How many fresh pies and cakes
should the owner of this garden-cafe
order for the upcoming week-end?
Does the weather forecast have an
Influence?

ooooo 14
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http://upload.wikimedia.org/wikipedia/commons/d/da/Baarle-Nassau_fronti%C3%A8re_caf%C3%A9.jpg

Chapter 1: Introduction to National
Economy Macroeconomics

. Basics (an introduction)
The Poltical and Administrative levels in the EU
ne State
ne Public and the Private Sector
. Market Economy
., Money
. Taxes
. The Federal and States Budgets
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Macroeconomics VsS.
Microeconomics

Macroeconomics
National economy

Microeconomics
Economics on company level. Business administration
Definition
Business administration analyses the operations and
procedures in enterprises and their environment

ooooo 16
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Market Economy 1 Central
Planed Economy

Market Economy (+ social):

Demand and offer by many suppliers and
purchasers

Rules and regulations by the State
Plannlng Economy

The State Is the sole entrepreneur
The State rules and controls himself

17



Democratic States - Constitution

In CONGRESS. Juwy 4. 7.
%’ﬁe mtmt’tmo@ecl’ AYAFTON e i smiic EOTOS of‘)lnwritw,

mﬁm-‘-&'ﬂw Kt o & avowns y W.“‘M‘“ﬁ“‘.“*‘.dﬁ

g g e Farw g R0 ol o phn ik e g 1k v&.&a’&.ﬁ«,.m;mﬂmh. .ﬂww&lw& -
ﬁ/&‘an&o‘{*’ var & A s V. I Mate s RN, o, R ol o v s K ,cnn‘w/ 4 o A oeds
A Py <o & 2

- e o o vl o o et " et e .M’nw i, T
A-m,n« ‘Mz“' e m}m::yo‘u.f"wu-:l?’l’ﬂw #’-Yﬂd“ﬁ,‘“?*ﬂ‘mz:ﬁ/f & .- “
oo o vk s ands Jq&/m,.{ﬁ.-»ham.-.{%‘ﬂ . o Prdoce, cncded,
e Al & gk Bomssins e fias o ik g v oo ..flf-‘,‘.- o nboas v - &-;1«%
v & oo Bins winds 2 4 o&t:yﬂgﬁv‘l:"bw W.d - _h« T s
i oo b futivoesr wond ook 0 o e gy o s s owins o ol ‘.Z‘&_ - . 2

Aa-.:-w*,?w?-a..lzc,u..‘ o brang e Lot oot e A iamnd o an g e 3;..' i ot s &,

wadd | A ‘ o w v ) . YL hf-nw ek
.Jlrz:a,qn-..-;‘. ug::ﬁ%w‘!&dmfw&h;b ot M.._‘H‘_.A(

// ke s ey A A O #3337 s

%é rp sisop sy ey -,G" it
P e e A T
i e et i o o 'i‘.L,_. V o " bl i

,,72.‘-2:‘:.",/ Z,Z,z}m"éu.f, ‘;uv:ﬂ“i“,“ “:'.‘22:,% M,“-‘.“",“J}l«a:
..J/E.( s L e das it st I Vi (Y, o ot i L*.. e b ond st ot (e foboosr e T s b ermmg
-y %M*&M{m&«iﬁ-z—ﬁh l-nq.lr M} " ,rn-/m,hwl‘-ﬂdﬁm-—-..“&

g ) 4 o i)
Mw’ﬂuﬂ. B e foosls, v o e e s s
ot (5 sveods g Kl ondihn amd ’ ol wivemslenas m
3 5 TR iy e g o7 S 3

fonabided s B el Purtinn: g, oo Ly wvendy ‘o
'::Z—l RO e a—, 'p-'\f:Z/M-,n‘/GA’" I,MK.J....»@‘LM

i 47,4.4’4.44..’. ami’p’gl%g- 7 s ey W
gl e 0 e 3, o W e 8 S g o b e . »’:‘ln o do - &-t/...-auu

N’ o
s, o, M o' 4.?: e oo Fdme, e M
m.:t'_ﬁ,:w Mm ,...//‘.Zf '....a.m..‘t./na
Kot o Mu&,‘..,ua.« A wmidad e sorchiond Biamoss, ik f o oo (s wwd
R ol
r_g,,,rj ies Tl strorny ?
Bt Ao PR o 3
., [ o d%
f/rm Gdr? ARacs
: 144-6« (il
Gdes? Gt ) A 2
o bt b W .“W, //’ . ‘
BN e, ety
m@ 7/'{%;@ “""Z, A" oL f
Wigp e T LA G
T Brwestve vy
(LN N N ]

e o ¢ o ¢ Fachhochschule Kaln
& & # 88 Cologne University of Applied Sciences
LR}

The
unanimous
declaration of
the thirteen
United States
of America
(4th July
1776)
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Political and regional power

National States

Regions (in Germany States (Bundesland)
Bezirksregierung
Municipalities

Main article: Treaties of the European Union

Signed 1342 1851 1854 1857 19685 1875 1385 1585 15952 1957 2001 2007
In force 1348 1852 1855 1358 19687 NJA 1385 1587 1983 1938 2003 2008
Jocument Brussels Treaty |Paris Treaty Modified Rome treaties  Merger Treaty  European Council Schengen | Single European Aot Maastricht Treaty Amsterdam Treaty MNice Treaty Lisbon
Brussels Treaty conclusion Treaty Treaty

European
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The German State

Germany is a federal, parliamentary, representative democratic republic. The
German political system operates under a framework laid out in the 1949
constitutional document known as the Grundgesetz (Basic Law). By calling
the document Grundgesetz, rather than Verfassung (constitution), the authors
expressed the intention that it would be replaced by a proper constitution
once Germany was reunited as one state. Amendments to the Grundgesetz
generally require a two-thirds majority of both chambers of the parliament; the
articles guaranteeing fundamental rights, the separation of powers, the
federal structure, and the right to resist attempts to overthrow the constitution
are valid in perpetuity and cannot be amended.

The Bundeskanzler (Federal Chancellor)d is the head of government and
exercises executive power, similar to the role of a Prime Minister in other
parliamentary democracies. Federal legislative power is vested in the
parliament consisting of the Bundestag (Federal Diet) and Bundesrat (Federal
Council), which together form a unique type of legislative body.

The Bundesprasident (Federal President)d currently Horst Kdhlerd is the
head of state, invested primarily with representative responsibilities and
powers. He is elected by the Bundesversammlung (federal convention), an
institution consisting of the members of the Bundestag and an equal number
of state delegates

Legislative power is divided between the federation and the state level. The
Basic Law presumes that all legislative power remains at the state level
unless otherwise designated by the Basic Law itself.

With 82 million inhabitants, Germany is the most populous country in the
European Union.

About seven million foreign citizens were registered in Germany, and 19% of
the country's residents were of foreign or partially foreign descent.

Germany is the largest national economy in Europe, the fourth largest by
nominal GDP in the world, and ranked fifth by GDP (PPP) in 2008.[81] Since
the age of industrialisation, the country has been a driver, innovator, and
beneficiary of an ever more globalised economy. Germany is the world's top
exporter with $1.133 trillion exported in 2006 (Eurozone countries are
included) and generates a trade surplus of U165 billion

Bundeslander

EEWE.D
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Stadtstaaten


http://upload.wikimedia.org/wikipedia/commons/1/14/Berlin_reichstag_CP.jpg
http://upload.wikimedia.org/wikipedia/commons/e/e3/FrankfurterPanorama.JPG

Constitution (Germany: Grundgesetz)

Federal government (Legislator)
Parliament
2nd Chamber (Landerkammer)

Federal States
Federal States Parliament

Municipalities




Administrative Structure

Bundeslander

EENEQ
BEHSTES

Flachenlander

(Regierungsbezirke) \ m . ;

Stadtstaaten
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The Political System

Bundeskanzler

A 4

| Bundesminister |
Bundesregierung

geborene Mitglieder

Bundesrat

M"‘--—l- Bund

estag

A

il W ahl
-1 ------- Entsendung § Mitgliedschatft

= = Vorschlagsrecht

: Ex =kutive
Legislative
[ judikative

. + gekorene Mitglieder 3|<—

Ministerprasident

Landesminister

Bundesver-
fassungsgericht

Bundesebene

Landesregierung

Landesparlament

e

“erfassungs-
gercht

Landesebenen

Wahlberechtigte Burger (Uber 18)

L Dar , Ministarprasident” wird in Bremen , in Hamburg und in Bedin genanmt. SérgermeisterErster Sirgermedster Regrerender Sirgermeister
2 In den Stacdistanben [Barlin, Hamburg, Bramen) kailen dis Landesminister Seaaforan. In Bayem wardan dia Ministar Stealsminisier ganarnl

1 Warm Landespadament gew dhlte Vertreter des Volkes. Diese miissen nicht dermn Landespadament angehiren.

L L R 4 Dim W ahlan sind frai, geheim und g|-=i|:|'|.

ee e #]e nach Bundesland existieren urterschiedliche Regelungen zur Bestimmung der Mitglieder des Werfassungsgerichtes auf Landesebene.

L]
e o ¢ o ¢ Fachhochschule Kaln
e e 888 Cologne University of .o cn coiciices

23



Population

The population of the Federal Republic of Germany
encompasses all the inhabitants whose usual place of
residence is within the territory of the Federal Republic of
Germany, i.e. it includes all the foreigners registered in
this territory.

The Federal Republic of Germany is a densely
populated country. Approximately 82 million inhabitants
live here, which corresponds to a population density of
230 persons per square kilometre

9 % of the population of Germany is not German

24



Gross National Product

. One of the most important concepts in all

economics 1 st he natio
Nati 1l onal Productn (GN
economic performance of the whole

economy.

. GNP measures the over-all annual flow of
goods and services in an economy

e sewee
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Balance of Trade

2006
Balance of exports and imports 132.46
Exports 1,054.91

Imports 922.45
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2007
171.70
1,139.49
967.79

2008
155.69
1,179.36
1,023.67
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Labour Market

Labour force
participation plays a
central part in our
society, and with its
functions of securing a
livelihood, assigning the
individual a position
within the structure of
society, for economic
growth and welfare it
comes into the picture
iIn many areas. There is
as much diversity in
official labour market
statistics and its
sources.
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Entwicklung von Erwerbstatigkeit und
Erwerbslosigkeit

Ml

Erverbspensomnen

E rwerbatatige

/—/—\_/_/E;h\

91 G2 93 84 95 96 57 98 99 00 01 02 03 04 05 06 OF 08 09 10

i Stalisfizches Bundesami, Wisshadan 2011

0
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Gross Domestic Product

2007 2008 2009 2010 201
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Inflation, deflation

Inflation means a time of generally rising prices for goods and factors of
production

A consumer price index (CPI) is a measure estimating the average
price of consumer goods and services purchased by households. A
consumer price index measures a price change for a constant market
basket of goods and services from one period to the next within the
same area (city, region, or nation).

Deflation means a time when prices and costs are falling

If inflation rate is lower than GDP rate, this has generally a positive effect
on rising buying power of the population

Inflation rates in Germany

4
3
2
1

0

-

abtueller honat waorddufig

I | I | I | I
2006 2007 2008 20049 2010 2011 2012
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Fertility Rate

In Germany, the average number of
children per woman in 2007 was 1.37,
following 1.33 in 2010. Hence, in 2007
it rose for the first time since 2004. Last
time the average number of children
per woman was higher was in 2000
(1.38). In 2007 about 685,000 children
were born, which was by some 12,000
more than in 2006. In 2008 the number
of births was roughly the same as in
20?7, according to the results available
so far

A consegience of the low fertility rate is
the negative impact on the demography

This has an impact on social costs,
retired and elderly people and the
solidarity principle
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Zusammengefasste Geburtenziffer der Kalenderjahre

Lebendgeborene je Frau
3,0

B Deutschland *
2,5 Frilheres Bundesgebiet 2
Neue Lander 3

2,0

1.5

N ——

1,0

0

1952 1960 1970 1980 1990 2000 2009

1 Ab 1990.
2 Ab 2001 ohne Berlin-West.
# Ab 2001 ohne Berlin-Ost.

B Statistisches Bundesamt, Wiesbaden 2011
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Central bank, State bank, ECB

Its primary function is to provide the nation's money supply, but more active duties include
controlling subsidized-loan interest rates, and acting as a lender of last resort to the banking sector
during times of financial crisis (private banks often being integral to the national financial system). It
may also have supervisory powers, to ensure that banks and other financial institutions do not
behave recklessly or fraudulently.

Most richer countries today have an "independent” central bank, that is, one which operates under
rules designed to prevent political interference. Examples include the European Central Bank (ECB)
and the Federal Reserve System in the United States. Some central banks are publicly owned, and
others are privately owned. For example, the United States Federal Reserve is a quasi-public
corporation

A Central Bank is a bank that the government sets up to help handle its transactions, to coordinate and
control the commercial banks and, the most |
and credit conditions (discount rate).

Functions of a central bank (not all functions are carried out by all banks):

implementing monetary policy

determining Interest rates

controlling the nation's entire money supply

the Government's banker and the bankers' bank ("lender of last resort")

managing the country's foreign exchange and gold reserves and the Government's stock register
regulating and supervising the banking industry

setting the official interest rate i used to manage both inflation and the country's exchange rate i
and ensuring that this rate takes effect via a variety of policy mechanisms
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http://upload.wikimedia.org/wikipedia/commons/3/36/Eurotower_in_Frankfurt.jpg
http://upload.wikimedia.org/wikipedia/commons/8/8d/Marriner_S._Eccles_Federal_Reserve_Board_Building.jpg
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The State has the monopoly to
produce money. He is the sole
owner of the money.

Money is issued by the Central
Bank (dependent ./. Independent)

Medium of exchange
Gold standard
Circulation of money

Currencies (foreign) i exchange
of - convertibility
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Money and Interest Rates

What economic variables are affected by a change in the money supply:
Money & the supply of loans

Money & the Real GDP

Money & the Price Level

They can also affect the expected inflation rate. Anything that
affects either the supply of loanable funds or the demand for loanable
funds will obviously affect the interest rate.

5. A change in the interest rate due to a change in the supply of
loanable funds is called the liquidity effect.

6. When Real GDP increases, both the supply of and demand for
loanable funds increase

7. When the price level rises, the purchasing power of money falls, and
people may increase their demand for credit or loanable funds in
order to borrow the funds necessary to buy a fixed bundle of goods.
(Price Level Effect)

S
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Exchange rates

Fixed rates
The Bretton Woods Conference took place in July 1944, but did not become operative until 1959, when all the European
currencies became convertible. Under this system, the IMF and the IBRD were established. The IMF was developed as a
permanent international body. The summary of agreements states, "The nations should consult and agree on international
monetary changes which affect each other. They should outlaw practices which are agreed to be harmful to world prosperity, and
they should assist each other to overcome short-term exchange difficulties.” The IBRD was created to speed up post-war
reconstruction, to aid political stability, and to foster peace. This was to be fulfilled through the establishment of programs for
reconstruction and development.

The main terms of this agreement were:

Formation of the IMF and the IBRD (presently part of the World Bank).

Adjustably pegged foreign exchange market rate system: The exchange rates were fixed, with the provision of changing them if
necessary.

Currencies were required to be convertible for trade related and other current account transactions. The governments, however, had the
power to regulate ostentatious capital flows.

As it was possible that exchange rates thus established might not be favourable to a country's balance of payments position, the
governments had the power to revise them by up to 10%.

All member countries were required to subscribe to the IMF's capital.

Variable (free) rates
If a currency is free-floating, its exchange rate is allowed to vary against that of other currencies and is determined by the market
forces of supply and demand

Exchange rates as Aeconomic weapon to promote exportsh

Countries may gain an advantage in international trade if they manipulate the value of their currency by artificially keeping its value
low

In finance, the exchange rates (also known as the foreign-exchange rate, forex rate or FX rate) between two currencies
specify how much one currency is worth in terms of the othei
home nationds currency.

" semee
eenee 34
e o ¢ o ¢ Fachhochschule Kaln
& & # 88 Cologne University of Applied Sciences
LN ]



The EURO

The euro (sign: U; code: EUR; plural: euros) is the official currency of
the eurozone: 17 of the 27 Member States of the European Union (EU).
Itis also the currency used by the EU institutions. The eurozone consists
of Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland,
Italy, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia
and Spain.

The euro is managed and administered by the Frankfurt-based
European Central Bank (ECB) and the Eurosystem (composed of the
central banks of the eurozone countries). As an independent central
bank, the ECB has sole authority to set monetary policy. The
Eurosystem participates in the printing, minting and distribution of notes
and coins in all Member States, and the operation of the eurozone
payment systems.

The 1992 Maastricht Treaty obliges most EU Member States to adopt
the euro upon meeting certain monetary and budgetary requirements,
although not all states have done so. The United Kingdom and Denmark
negotiated exemptions,[9] while Sweden turned down the euro in a 2003
referendum, and has circumvented the obligation to adopt the euro by
not meeting the monetary and budgetary requirements. All nations that
have joined the EU since 1993 have pledged to adopt the euro in due
course.

The currency is also used in a further five European countries, with and
without formal agreements, and is consequently used daily by some 327
million Europeans.

Over 175 million people worldwide use currencies which are pegged to
the euro, including more than 150 million people in Africa
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http://upload.wikimedia.org/wikipedia/commons/f/f1/Eurozone_map.svg
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Government spending

Government spending or government expenditure is classified by

economists into three main types.

Government purchases of goods and services for current use are
classed as government consumption.

Government purchases of goods and services intended to create
future benefits, such as infrastructure investment or research
spending, are classed as government investment.

Government expenditures that are not purchases of goods and
services, and instead just represent transfers of money, such as
social security payments, are called transfer payments.
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State Expenditure

Expenditure/revenue according to current accounts: Total of
all expenditure and revenue usually occurring regularly as part of
administrative processes and of the operation of facilities and
Institutions and not affecting the assets (staff expenditure,
continuous expenditure on material and equipment, interest
payments and interest received, grants and subsidies for current
purposes, revenue from charges, taxes), adjusted for payments
from the same level.

Expenditure/revenue according to capital accounts: Total of
all expenditure and revenue leading to changes in assets or
serving the purpose of funding investments of other institutions,
without being special funding operations (construction work,
purchase or sale of non-financial assets, grants and subsidies for
Investments, other transfers of assets, loan grants and reflux),
adjusted for payments from the same level.
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The Maastricht Criteria

The euro convergence criteria (also known as the Maastricht criteria) are the criteria for European Union member

states to enter the 3rd stage of European Economic and Monetary Union (EMU) & adopt the euro as their
currency. The 4 main criteria are based on Article 121(1) of the European Community Treaty. The purpose of
setting the criteria is to maintain the price stability within the Eurozone even with the inclusion of new member
states.

Inflation rate:

No more than 1.5 percentage points higher than the average of the three
best performing (lowest inflation) member states of the EU.

Annual government deficit:

The ratio of the annual government deficit to gross domestic product (GDP)
must not exceed 3% at the end of the preceding fiscal year. If not, it Is at least
required to reach a level close to 3%. Only exceptional and temporary
excesses would be granted for exceptional cases.

Government debt:

The ratio of gross government debt to GDP must not exceed 60% at the
end of the preceding fiscal year. Even if the target cannot be achieved due to
the specific conditions, the ratio must have sufficiently diminished and must be
approaching the reference value at a satisfactory pace.

4. Exchange rate: Applicant countries should have joined the exchange-rate mechanism (ERM II) under the

European Monetary System (EMS) for two consecutive years and should not have devaluated its currency
during the period.

5. Long-term interest rates: The nominal long-term interest rate must not be more than 2 percentage points higher

than in the three lowest inflation member states.
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Economic Nature of Taxation

The state needs money to pay its bills. It gets the
EURO to pay for its expenditure primarily from
taxes.

However, what the state really needs to build roads,
hospitals or to pay for welfare transfers is not so

much money as real economic resources: the
societyos scarce supplies
goods.

The political parties how resources needed for
public expenditure shall be taken from the
population and from the entreprises
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Tax Revenue

~The German State coll ect s
Valuen (Wertsch°pfung) of

The volume of the German federal public budget is
253 billion EUR (in 2006)

The volume of the NRW public budget is 100 billion
EUR (in 2010)

The volume of the European Commission public
budget is 120 billion EUR (in 2011)
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Sources of Public Tax Collection
(Germany 2010)

Einnahmenstruktur des Bundes im Jahre 2010
Gesamteinnahmen: 327,7 Mrd. €

Umsatzsteuear
(nach MwSL-Eigenmit- '
tel der EU und Fonds

"Deutsche Einhait™)

Sonstige Einnahmen

-
o
e
- .
_ochnsteuer und ver- X/ sonstige __Steuam
anlagte Einkom- i L (nach Erganzungs-

zuweisungen, BME-
- Eigenmittel der EL und
Zuweisung an die
Lander flir den Wegfal
nicht veranlagte der KFZ-Steuer)

menstauer

) o | Steuern vom Ertrag,
Energiesteusr f___.a--" |_ Kirperschaft- und
(n .ar:h.l__ﬁnderbe-—-' Abgeltungsteuer auf
teiligung ) Zins- und Ver-

dulerungsetrage
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More t han 34 di f f

Steuereinnahmen in Deutschland. Insgesamt 443 Milliarden Euro, davon in Millionen Euro: |

i

| Zinsabschlag
Stromsteuer — 6.597 6773 7.739 — Kfz-Stever

i —5.394 8.056 — Kirchensteuer*
Einkornmensteuer ® . . ' .

Grunderwerbsteuer — 4.669 . 8751 — Versicherungsteuer
Erbschaftsteuer — 4.283 O . 9.939 — Grundsteuer
Zélle — 3.059 @

Branntweinsteuer — 2.195 @

.9.919 — Kapitalertragsteuer

123.895

Lohnsteuer 0.
10.108 — Solidaritatszuschlag

Lotteriesteusr — 1.860 @
137.366

Umsatz-, . 13.123 — Kérperschaftsteuer
Mehrwert-
steuer

Kaffeasteuer — 1.025 @

Blerstever — 787 @
13.630 — Tabaksteuer

‘ 28.373 — Gewerbesteuer

__ Mineralal-
41.782 e @ 1 — Renmwettsteuer

o
Vermégensteuer — 80 ® ¥ 1 — Schankerlaubnissteuer
® 1 — Getrankesteuer

Schaumweinsteuer — 463 @

Feverschutzsteuer — 353 @
Vergniigungssteuer — 250 @

Hundesteuer — 226 *®

Zweitwohnungsteuer — 59 27- ¢ ¢ @
Zwischenerzeugnisstauer — 24 54 5 — Kinosteuer
Jagd- und Fischereisteuer L otaiisatorstever |

Quelle: BMF, Stat. Bundesamt |

\ * in der Cesamtsumme nichit enthalten
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Public spending

In 2008 public authorities spent EUR 1,053.2 billion, adjusted for
mutual payments between public budgets, on the execution of
their manifold obligations such as e.g. social security, education,
science and research as well as defense and public safety and
order.

Most expenditure was made by social insurance including extra
budgets with EUR 477.4 billion, followed by the Federation and
their extra budgets (EUR 316.6 billion), the Lander including
extra budgets (EUR 277.7 billion) and the municipalities and
associations of municipalities (EUR 167.3 billion).

In mid-2007, 5.5 million people were employed by public
employers for the fulfiiment of public obligations. 4.5 million were
employed by the public service and 1.0 million by enterprises
under private law with a majority of public shareholders
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Spenditure of the German Public
Budget (2010)

Die Ausgaben des Bundes im Jahr 2010 nach Einzelpldanen
Gesamtausgaben: 327,7 Mrd. €
Bildung und

Forschung (Epl. 30)
3,1%

Familie (Epl. 17)
2,0%

Wirtschaft und Sonstige

Technologie
(Epl. 09)
1.9%

Gesundheit

(Epl. 15)
3.7%

Allgemeine

Finanzverwaltung

(Epl. 60)
3.2%

Verkehr, Bau und
Stadtentwicklung
{Epl. 12)
B.0%

Verteidigung
Epl. 1
. : '5%‘} Bundesschuld
(Epl. 32)
12.7%
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The German Public Budget:
development

Entwicklung von Einnahmen, Ausgaben und Nettokreditautnahmen

Mmd. € (Ist 2004 - 2008, Soll 2009* - 2013)
330 3277 I 318,3
313,565
310
290
47 .6
Nettokreditaufnahme
270
2516 ' 2676
250
2416 2494
230
Einnahmen
210 2121
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
) Regiarungs-Entwurf zum 2. Machiragshaushalt
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Development of the income tax

Schaubild 14 . . . .
Entwicklung des Einkommensteuertarifs bis 2010
Héchststeuersatz
53,0%
el o 0%

Nﬁ% 485%  48.5%
45.0% go0u 420% 450% 450% 45.0% 45.0%
M —

Eingangssteuersatz

259%
mhins 229%

19.9% 19,9% 19,9%
16.0% 150% 150% 150% 150% 4400, 14,0%

TBB4€ 7664€ 7.664€ Tgpae 7TEE4€ 7.634 €8.004
#

T235€
6.681 €6.902€

6.322 €
Grundfreibetrag
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Taxation of companies

Corporate tax on profit: 25,0%

Solidarity tax: 5,5% of corp. tax
Municipality tax*: 14,0%
Cal cul ati on: Profit * ASteuer me:

Messbetrag * Hebesatz = Gewerbesteuer

*
Gewerbesteuer:

*in USA: Commercial Property Tax
*in Spain: impuesto sobre actividades economicas
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VAT Value Added Tex

LN ]
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A value added tax or value-added tax (VAT) is a form of
consumption tax.

From the perspective of the buyer, it is a tax on the purchase price.
From that of the seller, it is a tax only on the "value added" to a
product, material or service, from an accounting point of view, by
this stage of its manufacture or distribution.

The manufacturer remits to the government the difference between
these two amounts.

Each Member State's national VAT legislation must comply with the
provisions of EU VAT law as set out in Directive 2006/11.2/EC

In Germany 7% on basic items (food, public transport, bookd etc)
and 19% on other services, products

Each country has other VAT rates
Cross boarder business between VAT subjects: net principle
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Social charges

Public Health 15,50 % (7,30% by employee) 44.500 euroly
Insurance

Public Retirement 19,90 % (9,95 % by employee) 66.000 euroly
Insurance

Public 3,00 % (3,00 % by employee) 66.000 euroly
Unemployement
Insurance

Public Care Insurance 1,95 %
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Chapter Il: Entreprises
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Companies

. Company/corporation iIs a economic unit to
satisfy the need of the market

. Companies are profit oriented

. Some companies are not profit oriented as
hospitals, Universities, charity institutions,
churches (public sector)

. A company may have many production
sites/branches/plants

e sewee
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Public Sector 1T Private Sector

| STATE |
|
[ | |
Private Sector Public Bodies Public Authorities
(private) (Korperschaft offentlichen Rechts) (public)
| ' | | |
Corporations Partnership Chamber of Commerce & Industry Ministries
legal body natural person Industrie- und Handelskammer
GmbH Einzelhandelskaufmann Chamber of Handicrafts Public Offices
Handwerkskammer Amter
des Bundes
AG KG Universities (from 2007 on) The Army
State hospitals
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| weitere Kammem |

| Churches |

| Universities till 2006 |

| Krankenhauser |

| Municipal institurions|

Garbage collection

Savings Banks
Central Bank
Bundesbank
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Legal Forms of Entreprises

Private sector entreprises
Companies with individual liability:

Traders/merchants/individual
entreprise/handicraft/professionals

Companies with no individual liability:
GmbH, AG
Companies under specific legislation:
Banks, Insurrances, Mining etc
Public sector companies or entities

Corporations under public law:
Chambers, Churches
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Legal background

Economic activities are subject to a number of legal

regulations as:

Commercial laws (Gemany):

BGB, HGB, AktG, GmbHG, Genossenschaftsgesetz,
Kartellgesetz (GWB), Rabattgesetz, Gesetz zur Regelung

allg. Geschaftsbedingungen, Scheckgesetz,
Wechselgesetz, Publizitdtsgesetz, Gesetz gegen

unlauteren Wettbewerb, Gesetz gegen
Wettbewerbsbeschrankungen, Urheberrechtsgesetz,,

Produkthaftungsgesetz

Am economic activity is created if one or more
Individuals enter into a contract to form a common

undertaking with an economic purpose
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Small Merchant - Trader -
Merchant

A Trader (Merchant) runs a commerce, as defined by (81-7 HGB)
A ATraded i s emgoyged activitywihuhe obgeetiVefto gain profit
Merchants can be of two types:

A wholesale merchant operates in the chain between producer and retail merchant.
Some wholesale merchants only organize the movement of goods rather than move
the goods themselves.

A retail merchant or retailer, sells commodities to consumers (including businesses). A
shop owner is a retail merchant.

A Trade activity is registered in the Registrar of Commerce (Handelsregister)

A Trader/merchant, who is registered in the Commercial Registrar is subject to
the BGB (Birgerliches Gesetzbuch)

nSmal | mer chant o

_ s runs a Vv e rGewdrbedcheine
trade | icence)o, grante

S h ¢
d by the munici

n
ant
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Individual entreprise
(Einzelhandelskaufmann)

Most simple and most common form of an entreprise
Is lead by one person

Creation is simple and almost informal: Registration in the
Registrar of Commerce or with the Municipality

The entreprise has in its name a Family name and at least
one AChristian namen

No regulation on proprietary capital - Share capital

Reliability of the individual entrepreneur is unlimited,
iImmediate and touches his entire private assets

An individual entrepreneur can be taken to court as by his
entreprise
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Trade certificate

Despite commercial freedom in Germany each economic activity started to gain profit must
be officially registered (Section 14 GewO). Even the takeover of an existing commercial
enterprise or the opening of another branch must be registered. Excluded from the
notification are activities as a freelancer, basic industry (eg country - and forestry,
horticulture and viticulture, fisheries, mining) and the management of their own assets
(such as renting, leasing their own land or buildings).

Official declaration for Trade Certificate (Gewerbeschein)
The trader shall notify the municipality, that he intends to start a commercial activity.

This declaration does not mean to ask for any kind of commercial license or permit, because of the
freedom of economic activities only to certain sectors needed special permits.

With the compilation of a Trade Certificate the Municipality will inform different authorities (including
tax, Chamber of Commerce and Trade, health insurance, employment agency, professional
associations, possibly Building Authority, Revenue).

Costs of a Trade Certificate vary from Municipality to Municipality: 20 EURO to 40 EURO

§ 14 GewO: Wer den selbstandigen Betrieb eines stehenden Gewerbes oder den Betrieb einer Zweigniederlassung oder einer
unselbstandigen Zweigstelle anfangt, muRR dies der fur den betreffenden Ort zustandigen Behorde gleichzeitig anzeigen.
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ample of
a Trade
Certificate
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Partnership - not incorporated Cie
(Personengesellschaft)

In civil law systems, a partnership is a nominate contract between
individuals who, in a spirit of cooperation, agree to carry on an enterprise;
contribute to it by combining property, knowledge or activities; and share its
profit

Partnerships may be formed .. in the legal forms of General Partnership
(Offene Handelsgesellschaft, OHG) or Limited Partnership
(Kommanditgesellschaft, KG).

A partnership can be formed by only one person.

In the OHG, all partners are fully liable for the partnership's debts, whereas:

In the KG there are general partners with unlimited liability and limited
partners whose liability is restricted to their fixed contributions to the
partnership.

Although a partnership itself is not a legal entity, it may acquire rights and
incur liabilities, acquire title to real estate and sue or be sued
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General Partnership
(Offene Handelsgesellschaft)

At least two partners

Simple contract/agreement to create the entreprise (Formloser
Gesellschaftsvertrag)

Registration in the Registrar of Companies (Handelsregister)
No legal body (Rechtspersonlichkeit)

Can enter into liabilities (Verbindlichkeiten), can go to court and
can be brought to court

Carries the name of at least one of the Partners, the objective of
the entreprise with the additio

No minimum capital (Mindestkapital)
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Partnership under Civil Law
Gesellschaft burgerlichen Rechts
(GbR)

The Partnership under Civil Law, called GbR- society, is in Germany an association
of at least two partners (natural or legal persons or companies) that agree in a mutual
contract, to achieve a common objective as defined in the contract, and in particular
to contribute the agreed performances (Section 705 BGB). A partnership under civil
law is therefore a partnership

Creation by a simple contract (formloser Vertrag)
Has Legal Capacity (Rechtsfahigkeit)

This form of partnership is often used in small business, in partnerships of doctors,
lawyers and other professionals and cooperation between several companies on the
occasion of a joint project, such as the construction industry Working Group (ARGE),
above.

Is not registered in the Registrar of companies
Common management by the Partners
Common liability

62

e o ¢ o ¢ Fachhochschule Kaln
& & # 88 Cologne University of Applied Sciences



S
|O

" sewee
 IENEN]
eeeee [

elf Employment/Liberal
rofession/Freelancer

Self-employed people can also be referred to as a person who works for
himself/herself instead of an employer, but drawing income from a trade or business
that they operate personally.

To be self-employed is not the same as being a business owner: A business owner is
not required to be hands-on with the day-to-day operations of his or her company,
while a self-employed person has to utilize a very hands-on approach in order to
survive.

The self employed activity is characterized individual business risk, the possibility of
deciding the individual labor performance, any other activities and preferences, and
definition of working hours.

Free employments as:

Lawyer, physician, accountant, artists, architect, and farmers
Free employees need specific qualification: e.g.

A physician a recognized university degree

A lawyer a recognized university degree

An accountant (Steuerberater, Wirtschaftsprifer) a specific qualification with
public examination/diploma

A sportsman needs no such academic qualification. His qualification is individual
success in doing sports for profit (professional)

Most liberal professions need to register with a Chamber: Chamber for physicians,
chamber for architects etc
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Companies in the Handicraft
Sector

Qualification
apprenticeship
Craftsman/Skilled labour (Facharbeiter)
Master craftsman (Meister)

Chamber of Handicraft (Handwerkskammer)

Professions of the Handicraft sector (regulated by
law In Germany) 1 Handwerksberufe

SME Small and Medium Enterprises
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Liability

_ We can make the distinction between two
types of entreprises:

. Entreprises with full individual liability by the
individual owner

. Entreprises with limited liability, limited only
by the paid up/share capital of the entreprise,
but not by the individual owner
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Companies/Corporations with
no individual liability

. Capital company (Kapitalgesellschaften)

Joint Stock Company/Incorporated Company (US)
| Company by shares (Aktiengesellschaft)

Limited partnership by shares
(Kommanditgesellschaften auf Aktien)

Limited company (Gesellschaften mit
beschrankter Haftung)
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Limited Partnership
(Kommanditgesellschaft)

A variation of the AGeneral Part
run a commerce in form of a common entreprise (Handelsgewerbe
unter gemeinschatftlicher Firma)

At least on of the Partners has a limited liability: limited to a defined
capital contribution in form of goods (Kommanditist). The other
Partners do not have such a limited liability (Komplementar), but
has a full individual liability (8 161 HGB)

To be registered in the Registrar of Commerce (Handelsregister)

Carries the name of at least one of the full reliable partners, the
objective of the entreprise with the addition KG

Eine Kommanditgesellschaft (KG) (franzdsisch société en commandite, Auftraggesellschatft) ist eine
Personenhandelsgesellschatft, in der sich zwei oder mehr nattrliche Personen und oder juristische
Personen zusammengeschlossen haben, um unter einer gemeinsamen Firma ein Handelsgewerbe
zu betreiben. Die KG unterscheidet sich von der offenen Handelsgesellschaft (OHG) insofern, als bei
einem oder mehreren Gesellschaftern die Haftung gegenuber den Gesellschaftsglaubigern auf den
Betrag einer bestimmten Vermogenseinlage beschrankt ist (Kommanditisten), wahrend mindestens
ein anderer Gesellschafter personlich haftet (Komplementar).
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The ALI mitedo ¢on

A limited company in the United Kingdom is a corporation whose
liability is limited by law (U.S. law, English law, Scots law etc.).
There are three main types of limited companies which are set up by
the Memorandum of Association & Articles of Association:

private company limited by shares (Ltd.)
Similar to Pty. Ltd.
private company limited by guarantee

These companies do not have share capital but are guaranteed
by its "members", who agree to pay a fixed amount in the event
of the company's liquidation. Frequently charities incorporate
using this form of limited liability. Another interesting example is
the Financial Services Authority.

public limited company (PLC).

Public limited companies by shares (plc) (similar to the U.S.
Corporation and the German AG) offer several advantages over
trading as sole trader (e.g. Unlimited liability).
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The Limited Cie in Germany:
GmbH

To be created by one or more individuals
Minimum Share capital: 25.000 EUR (in Germany)

Name of the Cie. defines the companies activity,
foll owed by the |l etters n

On letter head must be printed the legal form of the
company, the headquarter, the register of
commerce, all CEOs (Chief Executive
Officers(/Managers/Directors and, If existing, the
name of the Chairman of the Supervisory board

The GmbH has two company organs:
The owners assembly
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Founding of a "GmbH"

The act of having founded a 'GmbH' creates a new legal entity; one
with its own rights and duties, and one bearing its own name.,

Generally, shareholders remain unaffected by the rights and duties
of this new legal entity.

A GmbH may sue, or itself be sued.

It may own tangible assets as well as real estate. The property
owned by a GmbH has nothing to do with the private property
owned by the shareholders themselves.

This corporate form is equally open to persons wishing to establish a
GmBH comprising a single shareholder - in this case a one-man
GmbH

The right to either found or participate in a GmbH is likewise
extended to non-German nationals and requires no further
permission. However, it should be observed that other principles
apply in the case of shareholders intending to work for the GmbH in
Germany (see 87 and 811).
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Minimum capital
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Share capital must total a minimum of 25,000 Euro and be divisible
Into shares with a minimum face value of 100 Euro. Capital
contributions may be made either in the form of cash subscription, or
iIndeed in the form of investments in kind. With regard to the
establishment of GmbH on the basis of cash subscription, 25% of
the total cash investment, nevertheless a minimum of 50% of the
total share capital must have been paid prior to registration in the
Trade Register.

Each shareholder is liable for the outstanding sum to the extent of
his initial share contribution. In practice, the establishment of a
GmbH on the basis of cash subscription is performed by opening a
bank account in the name of the new company and to be placed at
the company’s complete disposal.

Finally, a bank statement, acting as proof of inpayment, is to be
presented to the Court of Registration.
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Capital contributing

Special requirements are to be observed for the effect
of payment in kind - that is to say, not in cash, but by
means of tangible or intangible assets, licences, or
enterprises:

As a rule, the local court will demand another
specialist report guaranteeing the sustained value of
used objects submitted as payment in kind.

The foundation of a GmbH by cash subscription is,
therefore, simpler.
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Chapters forming the Act of
Incorporation

Name of the company/corporate name
Registered Address/Headquarter
Purposes

Authorized shares/authorized capital
Subscription of shares/partners i equity
Shareholders preemptive rights
Meetings of shareholders

Board of directors
Number, election, quorum, meetings, responsibilities

Articles of dissolution
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Ltd. Company: Articles of
assoclation

. As at least one CEO, Director (Geschaftsfiuhrer)

Has two bodies: the Directors (Board of Directors)
and the Partners (Board of Partners/Supervisory
Board/Owners Assembly)

§ 181 BGB allows that only one of the Directors can
represent the Company

Decisions to be taken by Supervisory Board

. A Ltd. Company has no Supervisory Board by law,

but can create one
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egal verification and registration
In the Trade register

Now, at the very latest, a notary must be sought. In particular, he will document the
articles of association as well as verify the application for registration in the Trade
Register.

It is often recommendable to consult a lawyer or notary even for the preparation of
both the articles of association and the application for registration in the Trade
Register. As a general rule, pre-formulated, standardised contracts will be supplied.
The a%plication form together with the documents mentioned in 88 of the Private
Limite

Company Law ('GmbH-Gesetz') are forwarded by the notary to the cognizant Court of
Registration.

The responsible Chamber of Industry and Commerce will be requested by the local
court to submit an expert statement of opinion.

The GmbH is subject to compulsory registration as is every newly-founded business
enterprise. Hence, registration in the Trade Register must be followed by registration
at the cognizant Office for Public Order (‘Amt fur 6ffentliche Ordnung’), or Mayor’s
Office (‘Burgermeisteramt’). The official form used for this purpose is supplied with
carbon copies which are to be forwarded to the other obligatory places of registration,
e.g. the Finance Office and the mutual indemnity association.

The foundati on woustbapurighed AGmb Hi
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Example

In case a GmbH is to be founded on the basis of cash subscription with a total
share capital of 25,000 Euro. Minimum down-payment is therefore 12,500
Euro 50%).
In the case of the (cash subscription) establishment of a GmbH with more
than one shareholder and a share capital of 100,000 Euro, the minimum
amount payable prior to registration in the Trade Register is 25% of the
individual share capital by every partner. Nevertheless the total paid up share
capital must be a minimum of 50%.
In case of two or more shareholders every shareholder can own shares
between 1.000 EURO and the maximum paid up capital less the share capital
of the partners.
Example:

Mr. A: 10.000 EURO share-capital

Mrs B: 50.000 EURO share-capital

Mr. C: 100.000 EURO share-capital

Cie D: 40.000 EURO share-capital

TOTAL 200.000 EURO share-capital

Voting rates are function of paid up capital

76

e o ¢ o ¢ Fachhochschule Kaln
& & # 88 Cologne University of Applied Sciences



Ak“ en g esel ISC h a.ft (Company by shares,

incorporated Cie, Incorporation, Corporation joint-stock Cie, )

A corporation is an artificial legal entity (technically, a juristic or legal
person) which, while made up of a number of natural persons or other legal
entities, has a separate legal identity from them.

As a legal entity the corporation receives legal rights and duties. Five rights
always exist for a corporation:

the ability to sue and be sued (this gives the corporation access to the
courts);

the right to a common treasury (this gives the right to hold assets
separate from the assets of its members);

the right to hire agents (this gives the corporation the right to hire
employees)

the right to a common seal (this gives the corporation the right to sign
contracts); and

the right to make by-laws (this gives the corporation the right to govern
its internal affairs).
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Company by Shares (AG)

A minimum of one or more founders

(individuals or companies) own the
shares

Minimum share capital 50.000 EUR

ACapital of the company in shares. Minimum value of one share is one
EURO

Adas three bodies (in Germany):
MBoard of Directors
ASupervisory Board

AShareholders meeting (Gesellschafterversammiung)
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Shares

"Shares" means the units into which the
proprietary interests in a corporation are
divided, whether certificated or uncertificated
shares
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Shares

"Authorized shares" means the shares of all
classes which the corporation is authorized to issue.

"Certificated shares" means shares represented by
Instruments in bearer or registered form.

"Uncertificated shares" means shares not
represented by instruments and the transfers of
which are registered upon books maintained for that
purpose by or on behalf of the issuing corporation
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Shareholder

"Shareholder" or "holder of shares"” means
the person in whose name shares issued by
a corporation are registered at the relevant
time In the share transfer records maintained
by the corporation
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Share dividend

"Share dividend" means a dividend by a corporation
that is payable in its own authorized but unissued
shares or in treasury shares. An amendment to a
corporation's articles of incorporation to change the
shares of any class or series, whether with or
without par value, into the same or a different
number of shares, either with or without par value, of
the same class or series or another class or series
does not constitute a share dividend.
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Further legal characteristics

In addition to legal personality, the modern business
corporation has three other legal characteristics:

transferrable shares (the membership can change

without affecting the existence of the corporation as a legal
entity),

the capacity for perpetual succession (the possibilty that
the corporation can continue to exist despite the withdrawal
of any of its members), and

limited liability (the responsibility of the members for the
debts of the corporation is limited).
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Liability to the shareholders

The GmbH incurs liability to the value of its total property.
Shareholders, on the other hand, are subject to limited liability,
as the name implies.

In the event of such a company reaching the point of bankruptcy,
shareholders are not liable beyond their initial share contribution,
l.e. the private property of a shareholder remains his own.

As stipulated in the articles of association, no further financial
contribution is required of the shareholder once the initial share
contribution has been paid.

Consequently, should the initial share capital not yet have been
paid in full, so shareholders are merely required to pay the
outstanding sum in the case of insolvency.
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Other forms of entreprises

Bank

Insurance

Mi ning Company under the AMining
Gesellschatft)

Shipping company (Reederel)

Cooperative (Genossenschatft)

Association (e.g. Versicherungsverein)

Association: e.V. (eingetragener Verein)

Non profit company/organisation
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Franchising

Franchising is the practice of using another
firm's successful business model.

For the franchisor, the franchise is an
alternative to building ‘'chain stores' to

distribute goods and avoid investment and i — -/
T =

liability over a chain.

franchisees
Case of McDonald, Hotels etc

..... 86
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Leasing

Leasing is a process by which a firm can obtain the use of a certain
fixed assets for which it must pay a series of contractual, periodic,
tax deductible payments

Leasing is not a credit
Leasing does not result in ownership but only offer the right of use
Leasing can have a duration of op to 20 years

LEASE. <=5

Or Ssg

BUY?
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Public companies

Public companies with private company legal
form

Public companies and bodies
Hospitals, universities
Public economic activity (Chamber of Commerce)

Privatisation/Nationalisation
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Public ownership

Public ownership (also called government ownership, state
ownership or state property) refers to government ownership of any
asset, industry, or corporation at any level, national, regional or local
(mun|C|paI) or, it may refer to common (fuII communlty) non-state
ownership.

The process of bringing an asset into public ownership is called
Nationalization.

A government owned corporation (sometimes state-owned
enterprise, SOE) may resemble a not-for-profit corporation as it may
not be required to generate a profit; although governments may also
use profitable entities they own to support the general budget.
SOE's may or may not be expected to operate in a broadly
commercial manner and may or may not have to face competitive
tendering.

The creation of a government-owned corporation (corporatization)
from other forms of government ownership may be a precursor to
privatization.
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Financial institutions/Banks

A bank is a business which provides financial services for profit.
Traditional banking services include receiving deposits of money,
lending money and processing transactions.

Some banks (called Banks of issue) issue banknotes as legal
tender.

Many banks offer ancillary financial services to make additional
profit; for example: selling insurance products, investment
products or stock broking.

Currently in most jurisdictions the business of banking is
regulated and banks require permission to trade. Authorization to
trade is granted by bank regulatory authorities and provide rights
to conduct the most fundamental banking services such as
accepting deposits and making loans.
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Banks, types

State Banks

European Central Bank
Central bank

Landesbank

Savings bank (Sparkasse)

Private Banks

Universal bank

Commerical bank
Investment bank

Community bank (Raiffeisen)
Postal savings bank
Off-shore bank

Special forms of banks/financial sector

Regional development bank
Funds (hedge funds etc)
Family office
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Banks act
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The combination of the instability of banks as well as their important
facilitating role in the economy led to banking being thoroughly
regulated. The amount of capital a bank is required to hold is a
function of the amount and quality of its assets. Major banks are
subject to the Basel Capital Accord promulgated by the Bank for
International Settlements. In addition, banks are usually required to
purchase deposit insurance to make sure smaller investors are not
wiped out in the event of a bank failure.
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Bank services

Although the type of services offered by a bank depends upon the
type of bank and the country, services provided usually include:

Taking deposits from their customers and issuing checking and
savings accounts to individuals and businesses

Extending loans to individuals and businesses
Cashing cheques

Facilitating money transactions such as wire transfers and cashiers
checks

Issuing credit cards, ATM cards, and debit cards
Storing valuables, particularly in a safe deposit box
Cashing and distributing bank rolls
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Central Bank
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A central bank, reserve bank, or monetary authority is a public institution
that usually issues the currency, regulates the money supply, and controls
the interest rates in a country.

Central banks often also oversee the commercial banking system of their
respective countries. In contrast to a commercial bank, a central bank
possesses a monopoly on printing the national currency, which usually
serves as the nation's legal tender.

Examples include the European Central Bank (ECB), the Federal Reserve
of the United States, and the People's Bank of China.

The primary function of a central bank is to provide the nation's money
supply, but more active duties include controlling interest rates (monetary
policy), and acting as a lender of last resort to the banking sector during
times of financial crisis.

It may also have supervisory powers, intended to prevent banks and other
financial institutions from reckless or fraudulent behaviour.

Central banks in most developed nations are independent in that they

operate under rules designed to render them free from political interference.
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lIl: Further Business terms:

nBankraptsya | egally declared i
gf ar|1 mdawdual or organization to pay its creditors. The company will
e close

"Insolvency" means inability of a corporation (or person or
business) to pay its debts as they become due in the usual course of
Its business. The company may survive

Chapter 11: rehabilitation or reorganization, used primarily by
business debtors, but sometimes by individuals with substantial
debts and assets; known as corporate bankruptcy, it is a form of
corporate financial reorganization which typically allows companies
to continue to function while they follow debt repayment plans
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Disclosure requirement
(Publizitatspflicht )

The commitment to disclosure is regulated by law:
For all capital companies (88 3257 330 HGB)

Publication of the AAnnual Bs
des Jahresabschlusses (Bundesanzeiger)

Publication of Annual accounts If:
Balance sheet total > 60 Mio EUR
Total revenue > 125 Mio EUR
Number of employment > 5000
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. Liquidity is the aiblity of a company to fulfil
requests for payment at any moment

. Liguidity means not only cash positions, but
assets convertible into cash



Liquidity 1. Grade =
Means of payment/short term obligations
Liquidity 2. Grade =

Means of payment + short term receivables/short term
obligations

Liquidity 3. Grade =

Means of payment +short term receivables + stocks/ short term
obligations
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Chapter IV: Financing
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From where companies get
their capital

. Share capital
By owners
By Share holders

~ Credit
. Bonds

., Participation
Joint venture
Take over
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Credit

Credit is often loosely referred to as money. Money is used to
buy goods and services, whereas credit buys goods and services
on the promise to pay with money in the future.

This distinction between money and credit causes much
confusion in discussions of monetary theory. In lay terms, and
when convenient in academic discussion, credit and money are
frequently used interchangeably. For example, bank deposits are
generally included in summations of the national broad money
supply. However, any detailed study of monetary theory needs to
recognize the proper distinction between money and credit.

Bank notes are a form of credit. Gold-backed bills are likewise
also a debt of the bank, a promise to pay in gold
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Stock market

The term 'the stock market' is a
concept for the mechanism that
enables the trading of company
stocks (collective shares), other
securities, and derivatives.
Bonds are still traditionally
traded in an informal, over-the-
counter market known as the
bond market.
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Partners of stock markets

. Many years ago, worldwide, buyers and
sellers were individual investors, such as
wealthy businessmen, with long family
histories (and emotional ties) to particular
corporations. Over time, markets have
become more "institutionalized"; buyers and
sellers are largely institutions (e.g., pension
funds, insurance companies, mutual funds,
hedge funds, investor groups, and banks).
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Bonds

In finance, a bond is a debt security, in which
the issuer owes the holders a debt and is
obliged to repay the principal and interest
(the coupon) at a later date, termed maturity.

. Bonds are generally issued for a fixed term
(the maturity) longer than ten years.

. Coupon is the Interest rate that the Issuer
pays to the bond holders. Usually this rate Is
fixed throughout the life of the bond.

ooooo 104
e o ¢ o ¢ Fachhochschule Kaln



Bond investment rating

In iInvestment, the credit rating assesses the credit
worthiness of a corporation. It is analogous to credit
ratings for individuals and countries. The credit rating is
a financial indicator to potential investors of debt
securities such as bonds. These are assigned by credit
rating agencies such as Standard & Poor's and have
letter designations such as AAA, B, CC.

Moody's assigns bond credit ratings of Aaa, Aa, A, Baa,
Ba, B, Caa, Ca, C, . Standard & Poor's and Fitch assign
bond credit ratings of AAA, AA, A, BBB, BB, B, CCC,
CC, C,D.

STANDARD
&POOR’S ==

STANDARD
&POOR’S

LIS
ol
{1115

c||

Fiteh Ratines
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S&P rates companies on a
scale from AAAto D
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Investment Grade

AAA : the best quality companies, reliable and stable

AA : quality companies, a bit higher risk than AAA

A : economic situation can affect finance

BBB : medium class companies, which are satisfactory at the
moment

Non-Investment Grade (also known as )

BB : more prone to changes in the economy

B : financial situation varies noticeably

CCC : currently vulnerable and dependent on favorable economic
conditions to meet its commitments

CC : highly vulnerable, very speculative bonds

C : highly vulnerable, perhaps in bankruptcy or in arrears but still
continuing to pay out on obligations

Cl : past due on interest
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Excursion: Credit and limits

Credit may be used for:
Investment: e.g. machinery, building, infrastructure
Consumption: e.g. payment of salaries
Maximum credit:
60% of GDP for EURO States (Maastricht criteria)
Ongoing case: Greece
Credits up to 180% of GDP
No chance of ever paying back
Most credit given by banks
Haircut

Banks risks -> Market risks -> Companies risks (less credit) .> less
iInvestment -> less innovation -> less employment

State risks -> Public dept growing -> Increase of taxes -> less buying
power -> less consumption
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Chapter V: The Business Plan

We make a Business Plan to calculate and to present a new
investment project.
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Objective of the Business Plan

. To describe a new project
. To calculate a new project

. To present this new project to potential
partners and to the bank

~ To use the basics of this Business Plan to
Implement the project

. To adapt the Business Plan during the run of
the project

* S80S0
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Content of the Business Plan

Description of the project
Marll_<et analysis, definition of the market: site, size, competition, prices,
quality
Definition of production techniques, licenses needed and state of the art
Definition of the capacities
Calculation of investments
Depreciation costs
Financing costs
Labor costs
Utility costs
Raw materials costs
Administrative costs / overheads
Total costs
Self costs
Price definition
Profit and loss account (10 years), profitability
Cash flow
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Company: selection of legal

form

Legal form Capital Liability Bookkeeping, Name giving Credit
investment publicity allowances
Single person No capital Complete Registration not Inclusion of first Excellent
company investment personal liability compulsory and last name reputation
required
Private company Personal liability Registration not First and last Excellent
compulsory name of all reputation
partners
Commercial Personal liability Registration Last name of at Excellent
company compulsory least one partner | reputation
(Taylor & Co.
oHG)
Limited Complementary Registration Name of partner Excellent
partnership complete liability compulsory; who is personaly reputation

Annual report

liable

Company with
limited liability

Minimum capital
25.000 EUR

Limited liability

Registration
compulsory,

Annual report has
to be submitted to
CCl

Any name
completed by
GmbH or in UK
Ltd. (Taylor Itd.)

Annual report,
Basel Il
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Technical project description

Extend of innovation
Promotion of an existing product or procedure
New product or procedure
New sector for implementation or application

. Already finished pre-operations (status)
~Avallability
Degree of ripeness
Right of ownership
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Marketing planning

Market analysis
Where is the market (geographically)
Customer/client analysis
Competition analysis

Marketing decision
Pricing
Service
Communication
Distribution

e Fachhochschule Koln
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Investment (expenditure) an
depreciation costs

Investment
Feasibility study
Land
Infrastructure
Buildings
Equipment/machinery for production
Equipment administration
Transport equipment (trucks, cars ...)
Foundation of company, notary, duties
Unforeseen, unexpected
Licences
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Financial planning

Sales

Quantities

Development of sales over the years
Financing the company

Credit/loan needed
Interest rates

|dentification of financial partners (Bank, seed
capital, private partners ..)

115



FInancing costs

Definition of Share Capital

Definition of Credit/Loan needed

Financial partners

Bank, partners, seed capital, risk capital, venture
capital, public subsidies etc

Credit conditions
Interest rate
Duration of credit in years

Calculation of interest costs and pay back
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Labour Costs

Personnel

Salaries, wages: level and quantity
A Managers
A Researchers/Engineers
A Administrative staff
A Marketing staff
A Workers (in production)
A Unqualified

Social costs
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Raw and semi finished
material costs and utilities

. Quantities consumed and specific costs:
Raw materials
Semi finished goods
Services/repair
Services administrative (insurances etc)
Utilities (energy, water, steam, gas etc
other
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Administrative costs

. Office supply

~ Telecommunication

_ Contributions and Fees
Insurances

. Leasing

. Memberships

. Books, newspapers
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Marketing costs

., Advertising

. Printing

. Exhibitions, fairs, shows
. Mailings

. Business trips
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Total costs & Price finding

. Calculation of total costs (self costs)
. Calculation of costs per piece

. Definition of profit margin

. Calculation of price (ex factury)
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Calculation of the Cash Flow

. Calculation of Turn over (sales, revenue)

. Calculation of Costs per year
. Calculation of Benefit before taxes (brut)

. Corporate Taxes
. Benefit after taxes (net)
. Cash flow

ooooo 122
e o ¢ o ¢ Fachhochschule Kaln



Profitability

Calculation of profitability
Decision stop or go
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We create our own company
- Business Plan -
- Chocolate Plant -
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Description of the production
of chocolate

Cleaning
Before the real processing begins, the raw cocoa is thoroughly cleaned by passing through sieves,
and by brushing. Finally, the last vestiges of wood, jute fibres, sand and even the finest dust are
extracted by powerful vacuum equipment.

Roasting

The subsequent roasting process is primarily designed to develop the aroma. The entire roasting
process, during which the air in the nearly 10 feet high furnaces reaches a temperature of 130 °C,
Is carried out automatically.  Crushing and shelling

The roasted beans are now broken into medium sized pieces in the crushing machine.

Blending

Before grinding, the crushed beans are weighed and blended according to special recipes. The
secret of every chocolate factory lies in the special mixing ratios which it has developed for
different types of cocoa.

Grinding

The crushed cocoa beans, which are still fairly coarse are now pre-ground by special milling
equipment and then fed on to rollers where they are ground into a fine paste. The heat generated
by the resulting pressure and friction causes the cocoa butter (approximately 50% of the bean)
contained in the beans to melt, producing a thick, liquid mixture. This is dark brown in colour with a
characteristic, strong odour. During cooling it gradually sets: this is the cocoa paste.
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Cocoa Powder

After the cocoa butter has left the press, cocoa cakes are left which still contain a 10 to 20% proportion of fat
depending on the intensity of compression. These cakes are crushed again, ground to powder and finely sifted in
several stages and we obtain a dark, strongly aromatic powder which is excellent for the preparation of delicious
drinks - cocoa. Cocoa paste, cocoa butter, sugar and milk are the four basic ingredients for making chocolate. By
blending them in accordance with specific recipes the three types of chocolate are obtained which form the basis of
ever product assortment, namely.

Plain chocolate: cocoa paste + cocoa butter + sugar

Milk chocolate: cocoa paste + cocoa butter + sugar + milk

White chocolate: cocoa butter + sugar + milk

Kneading
In the case of milk chocolate for example, the cocoa paste, cocoa butter, powdered or condensed milk, sugar and
flavouring - maybe vanilla - go into the mixer, where they are pulverized and kneaded.

Rolling

Depending on the design of the rolling mills, three or five vertically mounted steel rollers rotate in opposite directions.
Under heavy pressure they pulverise the tiny particles of cocoa and sugar down to a size of approx. 30 microns. (One
micron is a thousandth part of a millimetre.)

Conching

But still the chocolate paste is not smooth enough to satisfy our palates. But within two or three days all that will have
been put right. For during this period the chocolate paste will be refined to such an extent in the conches that it will
flatter even the most discriminating palate. Conches (from the Spanish word "concha”, meaning a shell) is the name
given to the troughs in which 100 to 1000 kilograms of chocolate paste at a time can be heated up to 80 °C and,
while being constantly stirred, is given a velvet smoothness by the addition of certain amounts of cocoa butter and of
the very valuable lecithin. A kind of aeration of the liquid chocolate paste then takes place in the conches: its bitter
taste gradually disappears and the flavour is fully developed. The chocolate no longer seems sandy, but dissolves
meltingly on the tongue. It has attained the outstanding purity which gives it its reputation.

Tempering
Before the forming process, the chocolate paste must be heated to 50 °C and then cooled to a specific temperature a
little over 30 °C depending on the product.
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Results of the market study

Assumption:

Parameter

Spec. Assumptions

Comments

Total production:

Capacity

Work time/production time
Selling prices ex factory

Place of production

Product (s) produces

(LN N N ]

e o ¢ o ¢ Fachhochschule Kaln

& & # 88 Cologne University of Applied Sciences
LN N

22.000 Tons of Chocolate p.a.
220.000.000 bars of chocolates of 100
g. each

100 Tons Chocolate per day

5 days/week, one shift of 8 hours

Vary between 0,22 and 0,27 EUR per 100
g bar of chocolate. We intend to sell at
0,25 EUR/chocolate e.f.

Cologne / Germany

Milk chocolate
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Labor intensive vs. Capital

Intensive

The scheduled
production of 22.000
tons of chocolate can
be planned
intensive or capital
intensive:
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Labor intensive

Capital intensive

Production 24 h/day and 7
days/week

o r | h nvr
N U 1

Production 8 h/day

FTvé shifts S

One shift

Production turning 365 days/y

Production turning 220 days/y

The capacity of machinery to be
installed is:

22.000t/365 = 60 t/day

The capacity of machinery to be
installed is:

22.000t/220 = 300t/day
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Calculation of the investments and depreciation

Amounts of Depreciation’in U

Description investment Depreciation rate in years b a
in G p-a.
Prope,rty/estate/plot 30,000 m2 to 250, - 7.500.000,00 0 0.00
u/m2

Additional expenses 250000,00 0
SUM PURCHASE OF LAND 7.750.000,00 0 0,00
Exterior installations:
Grading work 250000,00 20 12500,00
Roads 150000,00 20 7500,00
Foundations 100000,00 20 5000,00
Outside lights 60000,00 20 3000,00
Fence 50000,00 20 2500,00
Drains 100000,00 20 5000,00
Cables for power installation 50000,00 20 2500,00
TOTAL OF EXTERIOR 760000,00 38000.00

INSTALLATIONS
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Expenditure ./. Costs

. Caused by the payment of the invoices
during the construction period, the company
has AexpendituresHi

. Caused by Awear and te
emerge Acostsin, as Ade

* S80S0
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Depreciation costs of plots of
land

As Aplots of | an
tearsn, | and can
depreciation rate of land is 0%.

With other words: land does not loose its value 1 1t is
not Aconsumedo?o

dn have Dby
not be de

131



The depreciation rates

The depreciation rates are
regulated by law

Depreciation rates vary from
country to country

The State has an interest to
define the depreciation rates,
because these rates have a
direct impact on the taxes to be
paid by the entrepreneur

For our future planning we will
use the following depreciation
rates:
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Asset Depreciation | Depreciation
rate in years | ratein years

vehicles 5 20 %
machines 10 10 %
furniture 10 10 %
Informatics 4 25 %
buildings 20 5%
land 0 0 %
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Case study: Ade

DI €

A company buys a new company car. The price of the car is 50.000 EUR plus
VAT. The Aexpenditurefi is 50.000 EUR| (V
been delivered and the invoice is paid. The depreciation period of the car is
regulated by law, in Germany five years. Though the depreciation costs can be
calculated:
Years Asset value Depreciation rate Depreciation costs
1. year 50.000 5 years of 20% of the net 10.000

purchase value of the car
2. year 40.000 20 % 10.000
3. year 30.000 20 % 10.000
4. year 20.000 20 % 10.000
5. year 10.000 20 % 10.000

e o ¢ o ¢ Fachhochschule Kaln
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Investment calculation:
Buildings

Description plant Investment sums Depr. /Year Depreciation
Building

Administration building 1200000,00 20 60000,00

Gatehouse 100000,00 20 5000,00

Auxiliary building 150000,00 20 7500,00

Workshop 125000,00 20 6250,00

Production hall 1000000,00 20 50000,00

SUM of BUILDING 2575000,00 128750,00
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Investment calculation:
Machinery

Machinery
Roesting
Roasting machine 75000,00 10 7500,00
Fallow 50000,00 10 5000,00
Separator 37500,00 10 3750,00
Cocoa mill 37500,00 10 3750,00
K-rolling mill 62500,00 10 6250,00
SUM of MACHINERY 262500,00 26250,00
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Investment calculation:

Processing

Depreciation

materials

Processing of raw materials Investment in years Depreciation costs
Sugar silo 12500,00 10 1250,00

Sugar Mill 37500,00 10 3750,00

Milk powder silo 12500,00 10 1250,00

Cocoa butter silo 10000,00 10 1000,00

SUM of Processing of Raw 72500,00 7250.00

ooooo
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Investment calculation:
Chocolate production

Chocolate production
1 Kneber 17500,00 10 1750,00
1 mixer 12500,00 10 1250,00
2 rolling mills 50000,00 10 5000,00
2 Conchen 125000,00 10 12500,00
Lecithin silo 5000,00 10 500,00
Camp silo 2500,00 10 250,00
Intermediate silo 20000,00 10 2000,00
Bar plant 1250000,00 10 125000,00
5 luggage machines 750000,00 10 75000,00
Cartoning machine 5000,00 10 500,00
Labelling machine 2500,00 10 250,00
Palletization 2500,00 10 250,00
SUM of PRODUCTION 2242500,00 224250,00

eeeve 137
e o ¢ o ¢ Fachhochschule Kaln

& & # 88 Cologne University of Applied Sciences

LN ]



Investment calculation: Off-sites

Offsites/Extra Investment

Depreciation

Depreciation costs

Investment in years

Tools 250000,00 10 25000,00

Spare parts 100000,00 10 10000,00

Equipment camp 100000,00 10 10000,00

Supply lines 100000,00 10 10000,00

Waste water purification 750000,00 10 75000,00

Transportation/a_ssem_bly 250000.00 10 25000,00
inclusive

SUM of OFFSITES 1550000,00 155000,00

Expenditure/planning 400000,00 10 40000,00

Licenses 50000,00 10 5000,00

SUM of Engineering 450000,00 45000,00
Vehicles

2 passenger cars 50000,00 5 10000,00

1Truck 75000,00 5 15000,00

"22EE e SUM of VEHICLES 125000,00 25000,00

esp s e Cologne Unl\re_rsm,r of ﬁBEI ied Suenc_es
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Calculation that the total investment and

depreciation costs

Investment goods

Investment
expenditures

Depreciation in %

Depreciation costs

Property 7.750.000,00 U 0 0,00 u
Exterior installations 760.000,00 u 38.000,00 u
Building 2.575.000,00 u 5 128.750,00 G
Machines 262.500,00 U 10 26.250,00 u
Production plants (Chocolate) 2.242.500,00 u 10 224.250,00 u
Off-sites 1.550.000,00 G 5 77.500,00 u
Engineering 450.000,00 u 10 45.000,00 u
Vehicles 125.000,00 G 20 25.000,00 u
Transport costs of the plant 0,00 u

Assembly of the plant 0,00 u

Unexpected 1.000.000,00 0 0 0,00 u
Circulating capital 641.000,00 U 0 0,00 u
Total investment 17.356.000,00 LiE! Deprec;g‘gfsn 564.750,00 (
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Calculation of consumption

costs

Expendable material

specific consumption per 100 g

specific pricein

Costs per qu

antity unit

chocolate EURO of barto 100 g

Raw materials (in g)

Cocoa mass (in g) 25 0,00100 u 0,02500 u
Cocoa butter (in g) 5 0,00550 u 0,02750 u
Sugar (in g) 50 0,00050 u 0,02500 u
Milk powder (in g) 20 0,00050 u 0,01000 u
Lecithin (in g) 0,1 0,02550 U 0,00255 U
Packing

Staniol (g per bar) 3 0,00100 u 0,00300 u
Agony impact (g/bar) 5 0,00450 u 0,02250 u
Cardboard of VE 40 (EUR/VE) 0,23 0,12000 u 0,02760 u
Label (EUR/VE) 0,01 0,00500 u 0,00005 u
Utilities

Energy, steam (EUR/Bar) 0,01000 u
Selling (EUR/Bar) 0,05000 u
Maintenance costs 0,00100 U
.Afl.rrzlzéﬁrs;gzr;)verhead costs 0.01200 ¢
SUM of raw material costs per

100g bar 0,21620 U




Calculation of labour costs

Personal in cost centre Number gierrescc;r;gilts

Roesterei 2 80.000 u
Processing of raw materials 2 80.000 u
Chocolate production 2 80.000 u
Bar plant 3 120.000 u
Packing machines 5 200.000 G
Kartonierer 2 80.000 u
Palletization 2 80.000 u
Doorman 1 40.000 u
Stock of raw materials 4 160.000 G
Packing 5 200.000 G
Administration incl Director General 7 750.000 u
Selling 2 200.000 u
Driver 2 80.000 u
Total of labour costs (1 Shift) 2.150.000 u
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Case study: Remuneration

Statement

Agreed salary brut

5.000 EUR (the employer pays 5.962 )

Deduction:

Retirement pay

487,5 + 487,5 = 975 EUR (19,5 % )

Unemployment insurance

125 + 125 = 250 EUR (5,0 %)

Health insurance

350 + 350 = 700 EUR (14,0 %)

Income taxes

1.500 EUR (30 %)

Solidarity surcharge (5,5% of the income 82,5 EUR
tax)

Church tax 135 EUR

Salary net 2.320 EUR

e o ¢ o ¢ Fachhochschule Kaln
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Total of Investment and

Total investment 17.356.000,00 U 7,00% interest
0 .
40% own capital funds 6.942.400,00 U 10 years running time

(shareholders equity)

0 . . .
60% outside financing 10.413.600.00 4
(bank loan)

A bank loan or any other funding by a third party will be
needed to finance 60% of the total investment. We assume ¢
bank loan over a period of 10 years with constant annual loal
redemption and a 7% interest rate

..... 143
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Calculation of financing costs:
Interest paid on debt

Interest_ Repayment / Paying
Year Balance of debt Interest rate(%) COS::)S_aF,)aId back loan p.a.
1. Year 10.413.600,00 G 7 728.952,00 u 1.041.360,00 G
2. Year 9.372.240,00 u 7 656.056,80 U 1.041.360,00 G
3. Year 8.330.880,00 u 7 583.161,60 u 1.041.360,00 G
4. Year 7.289.520,00 u 7 510.266,40 U 1.041.360,00 G
5. Year 6.248.160,00 u 7 437.371,20 u 1.041.360,00 G
6. Year 5.206.800,00 u 7 364.476,00 u 1.041.360,00 G
7. Year 4.165.440,00 u 7 291.580,80 u 1.041.360,00 G
8. Year 3.124.080,00 u 7 218.685,60 u 1.041.360,00 G
9. Year 2.082.720,00 u 7 145.790,40 U 1.041.360,00 G
10. Year 1.041.360,00 G 7 72.895,20 U 1.041.360,00 G
Total ime{;Zfé 4.009.236,00
Total Repayment 10.413.600,00 U

" semee
esvee 144
e o ¢ o ¢ Fachhochschule Kaln
& & # 88 Cologne University of Applied Sciences
LN ]



Self costsinyears 1-3

1.Year/per bar 1.Year 2.Year 3.Year
Utilization of capacity (%) 60% 60% 80% 100%
Quantity produces in bars 132.000.000 | 132.000.000 176.000.000 220.000.000
oSS [peEl 8L Costs per Costs per
Costs of Costs per year
year year
chocolate
Depreciation costs 0,0043 564.750 U 564.750 U 564.750 U
Financing costs 0,0055 728.952 0 656.057 U 583.162 U
Labour costs 0,0163 2.150.000 u 2.150.000 u 2.150.000 u
Raw material & utilities costs 0,2242 29.594.400 0 | 39.459.200 u 49.324.000 u
Total of costs 33.038.102 0 | 42.830.007 u 52.621.912 U
. ”S.e.lf costs per 100g bar 0,2503 0,2503 0,2300 0,2270
: %mmhom
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Self costs

per bar of chocolate: Period 10 years

Capacit
in '%arsy 220.000.
000
p.a.)
1.Yia;1r!per 1.Year 2.Year 3.Year 4.Year 5.Year 6.Year 7.Year 8.Year 9.Year 10.Year
Utilization of 60% 60% 80% 100% 100% 100% 100% 100% 100% 100% 100%
capacity(%)

- 220.000.00 220.000.0 220.000.0 220.000.0 220.000.0 220.000.0 220.000.0
Quantity in bars 132.000.000 132.000.000 176.000.000 220.000.000 0 00 00 00 00 00 00
Costs Costs per Costs per Costs per Costs per Costs per Costs per Costs per Costs per Costs per Costs per Costs per

bar of choc year year year year year year year year year year
Depreciation . . . . . . . . . .
costs 0,0043 564.750 U 564.750 U 564.750 U 564.750 U 564.750 U 564.750 G 564.750 U 564.750 U 564.750 U 564.750 U
Financing costs 0,0055 728.952 U 656.057 U 583.162 U 510.266 U 437.371 4 364.476 U 291.581 218.686 U 145.790 G 72.895 0
Labour costs 0,0163 2.150.000 2.150.000 4 2.150.000 4 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000
Raw material 02242 20.594.400 39.459.200 49.324.000 49.324.000 49.324.00 49.324.00 49.324.00 49.324.00 49.324.00 49.324.00
costs 0 0 0 0 0 0
Sum of costs 33.038.102 | 42.830.007 | 52.621.912 | 52.549.016 52'476'1i 52'403'22 52'330"’? 52'257'42 52'184'53 52'111'6‘5‘
bcgrsts per 100g 0,2503 0,2503 0,2300 0,2270 0,2270 0,2260 0,2260 0,2260 0,2250 0,2250 0,2250
¢ 146
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Definition of price

. The self costs for the production of one bar of
milk chocolate iIs:

0,2503 In the first year of production
0,2250 in the last four years of production

. We decide to sell the chocolate at 0,2500
EUR ex factory (net of VAT)
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Calculation of turnover/revenue

Year Output Egrce per Turnover/Revenue
1 132.000.000 0,25 33.000.000 u
2 176.000.000 0,25 44.000.000 G
3 220.000.000 0,25 55.000.000 u
4 220.000.000 0,25 55.000.000 u
5 220.000.000 0,25 55.000.000 u
6 220.000.000 0,25 55.000.000 u
7 220.000.000 0,25 55.000.000 u
8 220.000.000 0,25 55.000.000 u
9 220.000.000 0,25 55.000.000 u
10 220.000.000 0,25 55.000.000 u
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Cash Flow Calculation

1. Year 2. Year
Turnover/Revenue 33.000.000 u 44.000.000 u
Depreciation costs 564.750 U 564.750 U
Labour costs 2.150.000 u 2.150.000 u
Raw material and utilities costs 29.594.400 u 39.459.200 u
Financing costs 728.952 656.057 U
Loss carried forward - -38.102 u
Profit before tax -38.102 U 1.208.095 U
Taxes (40%) o] 483.238 (i
Profit after taxes -38.102 U 724.857 U
Cash-flow (net profit + depreciation costs) 526.648 U 1.289.607 U
Repayment credit 1.041.360 U 1.041.360 U
Dividend -514.712 U 248.247 U
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Computation of cash-flow for 10

years (in EURO)

1. Year 2. Year 3. Year 4., Year 5. Year 6. Year 7. Year 8. Year 9. Year 10. Year
Turnover/ 33.000.000 44.000.000 55.000.000 55.000.00 55.000.00 55.000.00 55.000.00 55.000.00 55.000.000 55.000.00
Revenue 0 0 0 0 0 0
Sssﬁ;ec'at'on 564.750 564.750 564.750 564.750 564.750 564.750 564.750 564.750 564.750 564.750
Labour costs 2.150.000 2.150.000 2.150.000 u 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000 2.150.000
Raw material 20.594.400 39.459.200 49.324.000 49.324.00 49.324.00 49.324.00 49.324.00 49.324.00 49.324.000 49.324.00
costs 0 0 0 0 0 0
Financing costs 728.952 656.057 583.162 U 510.266 U 437.371 0 364.476 G 291.581 u 218.686 U 145.790 G 72.895 U
Loss carried 38.102
forward
Profit before tax -38.102 U 1.208.095 U 2.378.088 U 2.450.984 2.523.879 2.596.774 2.669.669 2.742.564 2.815.460 2.888.355
Taxes (40%) ou 483.238 U 951.235 (i 980.393 Ui 1.009.552 1.038.710 1.067.868 1.097.026 1.126.184 1.155.342
Profit after taxes -38.102 U 724.857 G 1.426.853 U 1.470.590 1.514.327 1.558.064 1.601.802 1.645.539 1.689.276 1.733.013
Cash-flow (net
profit + 526.648 U 1.289.607 U 1.991.603 U 2.035.340 2.079.077 2.122.814 2.166.552 2.210.289 2.254.026 2.297.763
depreciation)
Repayment credit 1.041.360 G 1.041.360 U 1.041.360 G 1.041.360 1.041.360 1.041.360 1.041.360 1.041.360 1.041.360 1.041.360
Dividend -514.712 G 248.247 950.243 993.980 1.037.717 1.081.454 1.125.192 1.168.929 1.212.666 1.256.403
— 150
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Total dividend

Total dividend cumulated over 10 years:

8.560.119 u
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Equity profitability

Equity Profit after tax Dividend Interest made on equity
6.942.400 U -38.102 -514.712 -1% 1. Year
6.942.400 U 724.857 248.247 4% 2. Year
6.942.400 U 1.426.853 950.243 14% 3. Year
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Chapter V:
The Cost Calculation

* ssvee
ceeee 153
e o o o @ Fachhochschule Koln
& & # 88 Cologne University of Applied Sciences
tee



Cost accounting Is:

Cost accounting is the process of tracking, recording and analyzing costs
associated with the products or activities of an organization.

Il n modern accounting, costs are meas
Accepted Accounting Principles (GAAP
events and assigns a monetary value to each event that has taken place.

Costs are measured in units of currency by convention.

Cost accounting could also be defined as a kind of management accounting that
translates the Supply Chain (the series of events in the production process that,
in concert, result in a product) into financial values.

Managers use cost accounting to support decision making to reduce a
company's costs and improve its profitability.
Cost accounting allows

Control of the profitability

Price determination

Calculation of self-costs

Cost accounting is a Management information and decision instrument
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Accountancy

Accountancy (profession) or accounting
(methodology) is the measurement, disclosure or
provision of assurance about financial information
that helps managers, investors, tax authorities and
other decision makers make resource allocation
decisions.

Financial accounting is one branch of accounting
and historically has involved processes by which
financial information about a business is recorded,
classified, summarized, interpreted, and
communicated.
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Auditing

Auditing, a related but separate discipline, has two
sub-disciplines: Internal and External auditing.

External auditing Is the process whereby an
Independent auditor examines an organization's
financial statements and accounting records in order
to express an opinion 8 that conveys reasonable
but not absolute assurance 0 as to the truth and
fairness of the statements and the accountant's
adherence to Generally Accepted Accounting
Principles (GAAP), in all material respects.
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Categories of costs

1. Cost-type accounting
(Kostenartenrechnung)

2. Cost-centre accounting (Kostenstellen)
3. Product-cost accounting (Kostentrager)
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What we will learn:

Cost types
Labor costs, energy cost, etc
Direct vs. indirect cost
Variable/fixed cost
Calculatory costs
. Calculation of consumption of utilities/materials
Cost centers
Allocation of costs
Definition of in-house cost centers
Distribution of overheads on cost centers
In house invoicing
In-house cost allocation sheet (BAB)

Product cost
Calculation by division
Calculation by division with equivalents
Self costs calculation of related products
Remaining value method (Restwertmethode)/Distribution method
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Cost-type accounting

. Records, classifies and processes all cost
data of the enterprise

_ Which costs have been made

. Cost-types are created by the consumption of
raw-materials, depreciations, financing,
personnel

*® S0 0 ) 159



The most frequent Cost Types

Costs of personnel and labour

Costs of depreciation

Depreciation is a term used in economics to describe the
fact that assets with finite lives loose value over time

Costs of utilities

Cost of consumption of raw and semi-finished
materials

Costs of financing
Costs of administration
Costs of marketing
Costs of nn
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Example: Labour costs

A salary is a form of periodic payment from
an employer to an employee, which is
specified In an employment contract.

From the point of view of running a business,
salary can also be viewed as the cost of
acquiring human resources for running
operations, and Is then termed personnel
expense or salary expense. In accounting,
salaries are recorded in payroll accounts.
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Registration of cost data:
salaries, wages

Registration of wages and salaries

Registered and managed by Bookkeeping and/or
Human Resources Department (HRD)

~ The contract
~The nASoci al COStso

Tax on wages
Payment procedures
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Salary Slip

Anschrit der Bnrichiung &) Bei nicht ganz)ihniger Beschiiftigung erolgt die Berechnung nach der Anzahl der Monate des Beschilt igungs ver hilt nistes.
b) Bei Eir g nach dem 01,12, anes jedan Jahres wird keine lahress onderzahlung gezahlt.
¢) Be Ausscheiden bis zuw 3. des néichstiolgenden Jahres entliiit ebenfalls der Anspruch der Weih nacht=ruwendung/Jahressonderzahbung.

Berug von Kindergeld fir die angegebanen Kinder

GEHALTSABRECHNUNGSBOGEN FUR KoKoBe

Wame , Vo rname Gefhurtsdatum Famaliez nes itz nd Anzanl der Einder
| ledig werheiratet geschieden
Emtgaiigruppe Stuile Einste Bungsdatum am Berufliche Qualifiication
ausgeschieden ge kundigt |
Ortszuschiag Ortszuschiag WiGZ WL Jakwes- Soz -‘u’arslcharung AVE
Wochen- werneiratet sus Kind aus ous sonderzanung Brutto Arbsitgeberantail Arbsitgeberantsil insgesamt
G 3 Bestandsschuftz- | Bestandsschutz- | Bestandsschutz-
Jahr stunden Grundgehai
grinden granden granden
ELR ELR ELR ELR ELR EUR ELR ELR ELUR ELR
lan.
Febr.
Mirz

Dz,

In den Betriebskosten auvsgewiesene Gesamtpersonalkosten
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Registration of other cost
data: utilities

. Electricity

. Steam

. Other Energy: gaz, oll, gazoline
. Water

. Waste water
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Bearbeiten Abfrage Datensatz Systern LEVEL [2] Administration Extras Hilfe Fenster

Wé [ FHIOT F2i] 4 rn A2 8

Lagerverwaltung x40
[all stocks j
f Structure- act.  other qty. + unit of
7 LBS No. item description stock stock qgty. ordered recomm. mess.
(2] |FDS |ds | | o| 4] 4|
(0501 | |Pantograph complete | 0| a9 4 |Pc
|0501-01 01 |Base frame complete | o | 20| 0 |Pc
|0501-01 (0101 |Pase frame welded [ o 0 0 | | 0 |Pc
|0501-01 0102 |Buffer for upper frame | o ol o l 0 |Pc
[0501-01 (0103 [Buffer for lower frame | 0 | l 0 |Pc
(0501-01 (0104  {Nyloc nut | o | [ [Pc
[0501-01 (0105  |washer [ o 0 0 | | |Pc
|0501-01 |010501 [ o | 100 | |Pc
technical data |M10 show all |
supplier/ sub-supplier h (Tﬁﬂt@’ I
Nickname |SCHUNK Order ID-number |32-10-0003s06t Alstom ID | classification [C_
changed by INIBORN on |25.DE.2004 inserted by |ELF’ELT on |23A08.2004
exp. eff. delivery datef
nr 1D store pos. guantity delivery date delivery date reduction date
[ [scHUNK [ws. |B11AZ [ 100 | l |
| I I l | l l
comments | =
changed by INIBORN on IM.D?.?DEM inserted by IELPELT on |23.08A2004 }v
" sevee 4| R R R R e E e R ReRer m ’)li
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Valuation of consumed
materials

. Based on purchase costs

If materials have been purchased in different
periods with changing prices:
~ Average price

Effective prices

(always net, without VAT)
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Registration of cost data after a

one year period: material
consumption A
Wegen Inventur
geschlossen

Three methods:
Scontration method
Inventory method
Retrograde method




Scontration method

Opening stock
+ Inflow of stock
- Outflow of stock (consumption)
= final inventory
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Inventory method

Opening stock
+ Inflow
Final inventory
= consumption (outflow)

ooooo 169
oo # e e Fachhochschul



Retrograde method

. Back-calculation of consumed (used)
materials from the finished product

. Mostly used in small entreprises
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Direct cost

Direct cost vs. Overhead Cost (Gemeinkosten)

Direct Cost,

however, are costs that can be associated with a particular
cost object

Overhead Cost

In the case of a business, it is the amount of resources
used by an organization just to maintain existence. also
known as overhead or overhead cost. Overhead costs are
usually measured in monetary terms, but non-monetary
overhead is possible in the form of time required to
accomplish tasks.
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Variable costs - Fixed costs

Variable costs are expenses that change in direct
proportion to the activity of a business. Along with
fixed costs, variable costs make up the two
components of total cost.

Fixed costs are un-expired assets or expenses
whose total does not change in proportion to the
activity of a business, within the relevant time period
or scale of production

Along with variable costs, fixed costs make up one
of the two components of total cost. In the most
simple production function, total cost is equal to
fixed costs plus variable costs
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Costs can be variable or fixed

EUR Total
costs

Variable
costs

Fixed costs

tons
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Just in Time: Make storage
costs variable

Fa. Allibert (13) Fa. Hella (32) Fa. VDO (70)
Meerane Meerane Glauchau
~Tur-/Seitenverkleidung - -Frontend - -Instrumententafel -
Fa. GNK (60) l Fa. Sachsentrans (100)
Mosel Glauchau
- Gelenkwelle- -Bodenbelag -
~Fertighimmel/
Sonnenblende -
Fa. Naue JCA (135) ~Abdeckung hinten -
. - Turfensterscheibe -
A - Mittelkonsole -
-Sitze- 1 -Dampferfilter-
Fa. Benteler (33) Fa. Radsystem GmbH Fa. Leistritz (10)
Zwickau Zwickau  (25) Stollberg
~Hilfsrahmen/Motortrager-| | — Scheibenrad/Reifen— -~ Abgasanlage -
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QED Outsourcing Services

L)

Workflow Improvement

Investment Accounting
L

Disaster Recovery Portfolio Management

Treasury Operations

Commingled Investment Pools

Institution

Cash Management

QED Financial Systems

Investment Accounting Services Financial Reporting

Data Warehousing
* sswee
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Calculatory cost

Cost without expenditure (payment)

Differentiation Cost vs. Expenditure
(Kosten vs. Aufwand)

Objective of calculatory cost:

Increase accuracy of cost accounting
To know the exact self costs
To distribute unforeseen risk-costs on other cost types
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The five calculatory cost types

. Calculatory depreciation

. Calculatory interest (Working capital)
. Calculatory employers salary

. Calculatory risk

. Calculatory rent/lease
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Case study: calculatory costs

Calculatory depreciation
Sie kaufen sich einen Geschaftswagen fur 25.000 0.. Laut Abschreibungstabelle sind Fahrzeuge bilangiell auf
5 Jahre abzuschreiben (linear), d. h. pro Jahr 5.000 0. In 5 Jahren kostet ein neuer Geschéaftswagen z.B.
30.000 a, daher schreiben Sie kalkulatorisch pro Jahr 6.000 G ab, indem Sie 1.000 G pro Jahr mehr in lhre
Gesamtkosten einkalkulieren

Calculatory interest
Da man fir das im Unternehmen eingesetzte Eigenkapital bei anderer Anlage Zinsen bekommen hatte, kann
di eser AAusfallid durch die kalkulatorischen Zinsen wi
markttbliche Verzinsung fur das Eigenkapital und bringt diese in die Preiskalkulation mit ein. Beispiel: Sie
haben als Eigenkapital 20.000 U eingebracht, der momentane Zinssatz ware 4%, daraus ergeben sich
kalkulatorische Zinsen in Héhe von 800 U.

Calculatory risk
Im Rahmen jeder betrieblichen Tatigkeit kbnnen Schaden oder Ereignisse auftreten, die zu erheblichen
Verlusten fuhren. Dies gilt besonders fiir Wagnisse, die nicht von einer Versicherung gedeckt sind oder
werden kénnen (z. B. Garantieleistungen, Forderungsausfalle, Wegfall von Kunden oder Lieferanten etc.).
Die Hohe der kalkulatorischen Wagnisse kann aber meist nur geschéatzt werden. Haufig wird sie nicht in der
Gesamtkostenerstellung beriicksichtigt, sondern erst in der Preiskalkulation sogenannter Wagniszuschlag

Calculatory employers salary
Bei Einzelunternehmen und Personengesell schaften ist
Hier sind Sie selbst das Unternehmen und entnehmen privat aus Ihrem Geschaftskonto Gelder fir Ihren
Lebensunterhalt. Deshalb missen diese Kosten separat als kalkulatorischer Unternehmerlohn in die
Kalkulation mit einbezogen werden

Calculatory rent

Stellt ein Einzelunternehmer oder der Gesellschafter einer Personengesellschaft eigene Raume fur
betriebliche Zwecke zur Verfigung, so kénnen kalkulatorische Mieten zu den Gesamtkosten addiert werden.
Die Hohe der Miete sollte sich nach den ortsiiblichen Mietpreisen richten.
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Cost centre accounting

. Causation of cost inside the enterprise

_ Where costs occur

_ Allows to distribute the administrative and
over-head cost (indirect cost) on cost-centres

. Allows to control the profitability of the
departments inside the enterprise
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Definition of cost centres

Each company is free to define ist cost
centres

Functional criteria

Spacial criteria

Responsibility criteria

Accounting criteria
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Example Cost Centers

Warehouse

Filling
Stﬁy \

—Packaging
$2000 e Transport

Energy Production

Administration



Inter-company invoicing

. Between the departments of an entreprise Is
a continuous flow of exchange of services
and products

. To calculate the exact self-costs per
department

. To evaluate the profitability of each
department (also compared to production by
a third party)

ooooo 182
e o ¢ o ¢ Fachhochschule Kaln



Methods to calculate the inter-
company cost

Direct costs method (no overheads distributed to
other costs centers)

Cost distribution method (in addition to direct costs
also indirect cost are distributed)

Following the product cost accounting method to
Achargeo those products/ c
additional costs

Nexpense distribution she
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Costs Distribution Sheet

ost Centre

Cost Type

Total Costs

Energy
Production

Production
Unit 1

Filling Station

Packaging

Administration

Depreciation
Raw materials
Utilities
Labour
Financing

General Costs

Sub Totals
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Product cost calculation

. Calculates the cost per product (piece or unit)
produced

. Is the solution for the question: how many of
the total costs can be covered by each type
of product

. Basis to determine the self-costs per product
and though to calculate selling prices

. Is the basis for calculation of prices, e.g. for
offers
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