GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

Undergraduate Certificate in German HGB Standards (Germany)

Financial Reporting in Germany

Handelsgesetzbuch (HGB) is the core statutory framework governing financial reporting in Germany. It sets
out the legal requirements for the preparation, presentation, and disclosure of financial statements for all
commercial entities. The HGB reflects the principles of German commercial law, emphasizing prudence,
clarity, and the protection of creditors. Understanding the HGB is essential for interpreting how German
companies report their financial position and performance.

Bilanz is the balance sheet, the primary statement that presents a company'’s assets, liabilities, and equity at
a specific point in time. The Bilanz must be prepared in accordance with the Bilanzgliederung prescribed by
the HGB, which divides the statement into the two major sections of Aktiva (assets) and Passiva (liabilities
and equity). The Bilanz must satisfy the principles of Bilanzidentitat, Bilanzwahrheit, and Bilanzklarheit,
meaning that it must be internally consistent, truthful, and clear.

The GuV (Gewinn- und Verlustrechnung) is the income statement that records revenues, expenses, and the
resulting profit or loss for the reporting period. Under the HGB, the GuV is presented either as a single-step
statement or in a multi-step format, but it must always reflect the results of the period in a manner
consistent with the Bilanz. The GuV must comply with the Imparitatsprinzip (principle of conservatism) and
the Vorsichtsprinzip, which together require that anticipated losses be recognized promptly while gains are
only recorded when realized.

The Anhang (notes) complements the Bilanz and GuV by providing detailed disclosures about accounting
policies, valuation methods, and specific items that cannot be fully expressed in the primary statements. The
Anhang is mandatory for most entities and must contain information such as the breakdown of fixed assets,
the composition of provisions, and the nature of contingent liabilities.

Lagebericht (management report) is an optional but often required narrative that offers an overview of the
company's development, performance, and future outlook. While not a financial statement per se, the
Lagebericht is closely linked to the financial statements and must be consistent with the figures presented
in the Bilanz and GuV.

Eigenkapital represents the owners’ residual interest in the assets of the company after deducting liabilities.
It consists of several components, each defined by the HGB:

- Grundkapital (share capital) — the nominal amount contributed by shareholders.

- Kapitalriicklage — reserves created from contributions that exceed the nominal share value.
- Gewinnrlicklage — retained earnings that have been set aside for future use.

- Gewinnvortrag — accumulated profit carried forward from previous years.
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- Jahresuiberschuss (or Jahresfehlbetrag) — the net profit (or loss) of the current fiscal year.

The composition and presentation of Eigenkapital must follow the HGB's rules on equity classification,
ensuring that each component is clearly identified and explained in the Anhang.

Passiva includes both Eigenkapital and Verbindlichkeiten (liabilities). Liabilities are further split into
langfristige Verbindlichkeiten (long-term) and kurzfristige Verbindlichkeiten (short-term). The distinction is
based on the repayment deadline: obligations due beyond the next twelve months are classified as
long-term, while those due within twelve months are short-term.

Rickstellungen are provisions for uncertain obligations, such as future pension payments, legal claims, or
warranty costs. The HGB requires that Riickstellungen be recognized when a present obligation exists, the
amount can be reliably estimated, and a future outflow of resources is probable. The valuation of
Riickstellungen follows the Imparitatsprinzip, meaning that they must be measured at the lower bound of
the estimated range to avoid overstating assets.

Umlaufvermdgen (current assets) comprises assets that are expected to be converted into cash, sold, or
consumed within one operating cycle. Typical items include:

- Vorrate (inventories) such as raw materials, work-in-process, and finished goods.

- Forderungen aus Lieferungen und Leistungen (trade receivables) — amounts owed by customers.
- Wertpapiere (securities) held for trading.

- Kassenbestand and Bankguthaben (cash and bank balances).

Each of these items must be valued according to the HGB's Bewertungsgrundsatze. For inventories, the
lower of cost or market value principle applies, requiring a write-down when net realizable value falls below
acquisition cost.

Anlagevermdgen (fixed assets) includes long-term assets intended for use in the production process or for
administrative purposes. The main categories are:

- Sachanlagen (tangible fixed assets) such as machinery, buildings, and land.
- Immaterielle Vermdgensgegenstande (intangible assets) like patents, licenses, and development costs.
- Finanzanlagen (financial assets) including long-term equity investments and loans.

The HGB distinguishes between assets that are recorded at their Anschaffungskosten (historical cost) and
those that may be revalued. Generally, the historical cost principle dominates, with limited exceptions for
revaluation of real estate under specific conditions.

Abschreibung (depreciation) is the systematic allocation of an asset’s cost over its useful life. The HGB
permits several depreciation methods, including the straight-line method, the declining-balance method,
and the units-of-production method. The chosen method must reflect the pattern of economic benefits
derived from the asset and must be applied consistently.
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AfA (Absetzung flr Abnutzung) is the term used for depreciation in the German tax context. While AfA and
accounting depreciation often coincide, differences can arise due to tax-specific regulations, such as
accelerated depreciation for certain types of assets.

Stichtagsprinzip (balance-sheet date principle) requires that the Bilanz reflect the financial position as of the
end of the reporting period, usually 31 December for annual statements. All transactions occurring after this
date must be excluded, unless they have a direct impact on the year-end balances (e.g., accruals for
expenses incurred but not yet invoiced).

Periodenabgrenzung (accrual principle) obliges companies to recognize revenues and expenses in the
period to which they relate, irrespective of cash flows. This ensures that the GuV accurately reflects the
economic activity of the reporting period.

Bewertungsgrundsatze under the HGB are guided by several overarching principles:

- Vorsichtsprinzip (prudence) — assets and revenues are not overstated, while liabilities and expenses are not
understated.

- Realisationsprinzip (realization) — revenue is recognized only when it is earned and realizable.

- Imparitatsprinzip — anticipated losses must be recognized immediately, whereas anticipated gains are
recognized only when realized.

These principles shape the measurement of assets, liabilities, and equity and differentiate HGB reporting
from International Financial Reporting Standards (IFRS), which place greater emphasis on fair value
measurement.

Going Concern (Fortfiihrungsprinzip) assumes that the entity will continue its operations for the foreseeable
future. If there are doubts about the entity's ability to continue, the financial statements must disclose the
uncertainties and may require adjustments to asset valuations and liability classifications.

Bilanzpolitik refers to the strategic choices made by management in the preparation of the Bilanz, within the
bounds of the HGB. Examples include the timing of revenue recognition, the selection of depreciation
methods, and the decision to set up or release provisions. While legitimate, aggressive Bilanzpolitik can
attract scrutiny from auditors and regulators.

Bilanzkritik (balance-sheet criticism) often focuses on areas where the HGB allows discretion, such as the
valuation of intangible assets, the size of provisions, and the classification of certain liabilities. Critics argue
that the HGB's conservative stance can mask the true economic performance of a company, especially in
high-growth sectors where fair-value measurement would provide more relevant information.

International Financial Reporting Standards (IFRS) are the global accounting standards that many German
companies adopt for their consolidated statements, particularly those listed on stock exchanges. While IFRS
and HGB share the same objective of providing reliable financial information, they differ in key areas:
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- IFRS permits the use of fair value for many asset classes, while HGB largely relies on historical cost.
- IFRS requires detailed segment reporting, whereas HGB does not.

- The treatment of goodwill differs: under IFRS, goodwill is not amortized but tested annually for
impairment; under HGB, goodwill is generally amortized over its useful life.

Understanding these differences is crucial for students who will encounter both reporting regimes in
practice.

Konzernabschluss (consolidated financial statements) are required for groups of companies that meet
certain size thresholds. The HGB prescribes consolidation methods, including the acquisition method, which
aligns closely with IFRS's requirements. The consolidation process involves eliminating intercompany
transactions, aligning accounting policies, and aggregating the financial statements of subsidiaries.

Einzelabschluss (individual financial statements) are prepared for each legal entity within a group. The
Einzelabschluss must comply with the HGB, and any differences in accounting policies between the
Einzelabschluss and the Konzernabschluss must be reconciled during consolidation.

Kapitalerhohung (capital increase) and Kapitalherabsetzung (capital reduction) are corporate actions that
affect the composition of Eigenkapital. The HGB outlines strict procedural requirements for these actions,
including shareholder approval, registration in the commercial register, and appropriate disclosures in the
Anhang.

Dividende (dividend) distribution reduces retained earnings and must be reflected in the Bilanz as a
reduction of Gewinnriicklage. The HGB requires that dividends be paid out of the legally available profit,
ensuring that the company retains sufficient equity to meet creditor protection standards.

Riickkauf (share repurchase) is another form of equity management that reduces share capital and may
create a capital reserve. The HGB specifies the accounting treatment and disclosure requirements for share
buy-backs.

Wesentlichkeitsprinzip (materiality principle) dictates that only information that could influence the
economic decisions of users needs to be disclosed. The HGB does not define a quantitative threshold,
leaving the assessment to professional judgment. However, the principle guides the level of detail required
in the Anhang and the Lagebericht.

Stetigkeitsprinzip (consistency principle) obliges entities to apply the same accounting policies from one
period to the next, unless a change is mandated by law or provides more reliable information. Any changes
must be disclosed, with the effect on the Bilanz and GuV explained.

Einheitlichkeitsprinzip (uniformity principle) requires that similar transactions be treated in a comparable
manner. This principle supports comparability across periods and between entities.

Bilanzidentitat (balance-sheet identity) ensures that the sum of assets equals the sum of liabilities plus
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equity. This fundamental accounting equation must hold after all adjustments, including those for
provisions, deferred taxes, and revaluation reserves.

Bilanzwahrheit (truthfulness) demands that the financial statements present a true and fair view of the
company'’s financial position. Auditors assess this principle by evaluating the adequacy of disclosures, the
reasonableness of estimates, and the compliance with HGB requirements.

Bilanzklarheit (clarity) requires that the financial statements be understandable and free from ambiguous or
misleading information. Clear labeling, consistent formatting, and comprehensive notes support this
principle.

Bewertungszeitpunkt (valuation date) is the point at which assets and liabilities are measured for reporting
purposes. Under the HGB, the valuation date is usually the balance-sheet date, but certain items, such as
inventories, may be valued at the lower of cost and net realizable value at the time of inventory taking.

Bewertungsgrundsatze also cover the treatment of financial instruments. The HGB distinguishes between:

- Finanzielle Forderungen (financial receivables) measured at amortized cost.
- Finanzielle Verbindlichkeiten (financial liabilities) measured at the amount payable.
- Derivate (derivatives) generally recognized at fair value, with changes reflected in the GuV.

The classification and measurement of these instruments must align with the HGB's provisions on risk
management and hedge accounting.

Forderungsbewertung (receivables valuation) requires that trade receivables be presented at their gross
amount, less any allowances for doubtful debts. The HGB mandates a prudent approach: allowances are set
up when there is a concrete risk of non-payment, and the amount must be estimated conservatively.

Verbindlichkeiten aus Lieferungen und Leistungen (trade payables) are recorded at the amount owed to
suppliers. The HGB requires that any discounts or rebates that are likely to be received be taken into
account when the liability is recognized.

Rickstellungen fiir Pensionen (pension provisions) are a complex area under the HGB. Companies must
calculate the present value of future pension obligations, using actuarial assumptions such as discount
rates, mortality tables, and salary growth. The resulting provision is a liability on the Bilanz and must be
disclosed in detail in the Anhang, including the assumptions used and the sensitivity of the result to
changes in those assumptions.

Steuerliche Ruckstellungen (tax provisions) are created for uncertain tax positions. The HGB requires that a
tax provision be recognized when a tax liability is probable and its amount can be estimated reliably. The
provision is measured at the amount of the best estimate, with a possible additional contingency if there is
a range of possible outcomes.
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Verluste aus schwebenden Geschéften (losses on pending transactions) must be recognized as soon as they
become probable. The HGB's Imparitatsprinzip dictates that such losses be booked immediately, even if the
transaction is not yet completed.

Wertberichtigungen (impairment adjustments) are required when the recoverable amount of an asset falls
below its carrying amount. The HGB applies the lower-of-cost-or-market principle, which often leads to
earlier recognition of impairment compared with IFRS, where fair value may be higher.

Langfristige Verbindlichkeiten (long-term liabilities) include bonds, bank loans, and lease obligations with
maturities beyond one year. The HGB requires that these be presented at amortized cost, with any discount
or premium amortized over the life of the liability.

Kurzfristige Verbindlichkeiten (short-term liabilities) consist of trade payables, accrued expenses, and the
current portion of long-term debt. The current portion must be disclosed separately to inform users about
the liquidity demands of the upcoming period.

Eigenkapitalquote (equity ratio) is a key solvency indicator calculated as Eigenkapital divided by total assets.
A higher ratio signals greater financial stability and is closely monitored by creditors and rating agencies.
The HGB's conservative asset valuation can affect this ratio, potentially leading to a higher perceived
solvency compared with IFRS results.

Fremdkapitalquote (debt ratio) complements the equity ratio by measuring the proportion of assets
financed by external creditors. It is computed as total liabilities divided by total assets. The HGB's treatment
of provisions and contingent liabilities influences this metric, as provisions are counted as liabilities.

Rechnungslegungsgrundsatze (accounting principles) under the HGB encompass the entire set of rules that
guide the preparation of financial statements. These include the principles already mentioned—prudence,
continuity, clarity, materiality, consistency, and uniformity—as well as specific legal requirements for
disclosure, formatting, and audit.

Abschlusserstellung (financial statement preparation) follows a systematic process:

1. Collection of source data from the accounting system.

2. Adjustment of entries for accruals, prepayments, and provisions.

3. Application of depreciation and amortization schedules.

4. Valuation of inventories at the lower of cost or net realizable value.
5. Consolidation of subsidiary balances, if applicable.

6. Drafting of the Bilanz, GuV, and Anhang in the prescribed format.
7. Review for compliance with HGB and preparation for audit.

Each step presents practical challenges, especially when dealing with complex transactions such as mergers,
joint ventures, or restructuring.
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Praktische Anwendung — Beispiel 1: Bewertung von Vorraten

A manufacturing company holds raw materials with an acquisition cost of €500,000. Due to a market price
decline, the net realizable value of the materials falls to €420,000. Under the HGB, the company must apply
the lower-of-cost-or-market principle. Therefore, a write-down of €80,000 is recorded as a provision for
inventory devaluation in the GuV, and the Bilanz shows the inventory at €420,000. The Anhang must
disclose the method used for valuation, the amount of the write-down, and the reasons for the decline.

Praktische Anwendung — Beispiel 2: Bildung einer Riickstellung fiir Gewahrleistungen

A retailer sells electronic devices with a statutory warranty of two years. Historical experience indicates that
2% of sales result in warranty claims, averaging €150 per claim. For sales of €10 million in the current year,
the company estimates a warranty liability of €30,000 (10000000 x 2 % x 150). The Riickstellung is
recognized as a liability on the Bilanz and as an expense in the GuV. The Anhang provides details on the
calculation method, the assumptions about claim frequency, and the expected duration of the warranty
obligations.

Praktische Anwendung — Beispiel 3: Abschreibung von Maschinen

A firm purchases a machine for €200,000 with an expected useful life of 10 years and an estimated residual
value of €20,000. Using the straight-line method, the annual depreciation expense is

(€200,000 - €20,000) + 10 = €18,000. The company records this amount each year in the GuV and reduces
the carrying amount of the machine on the Bilanz accordingly. If the firm later determines that the
machine’s useful life is actually 8 years, it must adjust the depreciation schedule prospectively, reflecting the
remaining depreciation over the new remaining life.

Praktische Anwendung — Beispiel 4: Goodwill-Bilanzierung

A German company acquires a subsidiary for €5 million, while the fair value of the identifiable net assets of
the subsidiary is €4 million. The difference of €1 million is recorded as goodwill. Under the HGB, goodwill is
amortized over its useful life, typically not exceeding 15 years. If the company elects a 10-year amortization
period, the annual goodwill expense is €100,000. This amount is shown in the GuV, and the carrying amount
of goodwill on the Bilanz is reduced each year. The Anhang must disclose the amortization method, period,
and any impairment tests performed.

Herausforderungen bei der Umsetzung des HGB

1. Bewertung von immateriellen Vermdgensgegenstanden — The HGB restricts the recognition of
self-generated intangible assets, allowing only those purchased from third parties to be capitalized. This
leads to the omission of valuable internally developed assets such as software, which must be expensed,
potentially understating the company’s asset base.

2. Komplexitat der Ruckstellungsbildung — Estimating the amount and timing of future obligations involves
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significant judgment. Auditors often scrutinize the assumptions used for pension provisions, warranty
liabilities, and legal contingencies, demanding robust documentation and sensitivity analyses.

3. Abstimmung zwischen Handels- und Steuerbilanz — German companies must prepare both a commercial
(HGB) and a tax (EStG) balance sheet. Differences in depreciation methods, asset valuation, and allowance
for doubtful debts can result in divergent profit figures, requiring careful reconciliation and communication
with tax authorities.

4. Ubergang zu IFRS fiir bérsennotierte Unternehmen — Companies listed on the Frankfurt Stock Exchange
are required to prepare consolidated IFRS statements while maintaining HGB statements for domestic
reporting. This dual reporting creates additional workload, necessitates parallel accounting systems, and
may lead to inconsistencies if not managed properly.

5. Einfluss von Bilanzpolitik auf Kennzahlen — Management's discretion in choosing depreciation methods,
provisioning policies, and inventory valuation can materially affect key ratios such as the equity ratio, return
on assets, and working-capital indicators. Stakeholders must be vigilant in assessing whether observed
changes stem from genuine economic performance or accounting choices.

Ausblick auf zukiinftige Entwicklungen

The European Union continues to harmonize national accounting standards with IFRS, and the German
government periodically revises the HGB to reduce gaps. Emerging topics include:

- The treatment of crypto-assets and digital tokens, which currently lack explicit guidance under the HGB.
- Enhanced disclosure requirements for sustainability and ESG (environmental, social, governance) matters,
aligning with EU directives.

- Potential relaxation of the prohibition on self-generated goodwill, allowing greater comparability with
IFRS-reporting entities.

Students studying the Undergraduate Certificate in German HGB Standards must therefore master the
existing terminology while staying attuned to ongoing regulatory changes.

Zusammenfassung der Schlisselbegriffe (presented as a concise reference)

- Handelsgesetzbuch (HGB) - legal framework for German financial reporting.

- Bilanz — balance sheet presenting assets, liabilities, and equity.

- GuV - income statement showing profit or loss.

- Anhang — notes providing detailed disclosures.

- Lagebericht — management report on performance and outlook.

- Eigenkapital — owners' residual interest (Grundkapital, Kapitalriicklage, Gewinnrticklage, Gewinnvortrag,
JahresUberschuss).

- Verbindlichkeiten — obligations to external parties (kurzfristig, langfristig).
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- Ruckstellungen — provisions for uncertain future obligations.

- Umlaufvermogen — current assets (Vorrate, Forderungen, Wertpapiere, Kassenbestand).
- Anlagevermogen — fixed assets (Sachanlagen, Immaterielle Vermdgensgegenstande, Finanzanlagen).
- Abschreibung — systematic allocation of asset cost.

- Imparitatsprinzip — immediate recognition of expected losses.

- Vorsichtsprinzip — prudence in measurement.

- Going Concern — assumption of continued operation.

- Bilanzpolitik — managerial choices within HGB limits.

- IFRS — international standards contrasting with HGB.

- Konzernabschluss — consolidated statements for groups.

- Einzelabschluss — individual entity statements.

- Kapitalerhéhung / Kapitalherabsetzung — changes in share capital.

- Dividende - profit distribution to shareholders.

- Wesentlichkeitsprinzip — materiality threshold.

- Stetigkeitsprinzip — consistency over time.

- Einheitlichkeitsprinzip — uniform treatment of similar items.

- Bilanzidentitat, Bilanzwahrheit, Bilanzklarheit — foundational quality criteria.
- Bewertungsgrundsatze — rules for measuring assets and liabilities.

- Stichtagsprinzip, Periodenabgrenzung — timing principles.

- Eigenkapitalquote, Fremdkapitalquote — solvency indicators.

- Ruckkauf, Kapitalherabsetzung — equity-restructuring actions.

By mastering these terms and their practical implications, students will be equipped to analyze, prepare, and
interpret German financial statements in compliance with the HGB, and to navigate the interface between
national and international reporting regimes.

Read online: https://certificates.gsbf.co.uk/guides/5369723/financial- Greenwich School of Business and Finance - 24 Jun 2026
reporting-in-germany



