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Consolidation and Group Accounting in Germany

In Germany, consolidation is a critical concept in group accounting, which involves combining the financial
statements of multiple companies to provide a comprehensive view of the group's financial performance
and position. The German Commercial Code, also known as the HGB, provides the framework for
consolidation and group accounting in Germany. According to the HGB, a group is defined as a parent
company and its subsidiaries, which are companies controlled by the parent company. The parent company
is required to prepare consolidated financial statements, which include the financial statements of all
subsidiaries, to provide a true and fair view of the group's financial position and performance.

The process of consolidation involves several steps, including the preparation of the consolidated balance
sheet, consolidated income statement, and consolidated cash flow statement. The consolidated balance
sheet is prepared by combining the assets, liabilities, and equity of the parent company and its subsidiaries,
eliminating any intercompany transactions and balances. The consolidated income statement is prepared by
combining the revenues and expenses of the parent company and its subsidiaries, eliminating any
intercompany transactions and balances. The consolidated cash flow statement is prepared by combining
the cash flows of the parent company and its subsidiaries, eliminating any intercompany transactions and
balances.

One of the key concepts in consolidation is control, which is defined as the ability to direct the financial and
operating policies of a company to benefit from its activities. A company is considered a subsidiary if it is
controlled by another company, known as the parent company. The HGB requires that a company be
consolidated if it is a subsidiary, regardless of whether it is a German company or a foreign company.
However, if a company is not a subsidiary, it may still be consolidated if it is a joint venture or an associate,
and the parent company has significant influence over its financial and operating policies.

The HGB also requires that consolidated financial statements be prepared using the acquisition method,
which involves recognizing the assets and liabilities of the subsidiary at their fair values at the date of
acquisition. The acquisition method also requires that the goodwill arising from the acquisition be
recognized as an asset, and amortized over its useful life. However, the HGB does not permit the
recognition of goodwill as an asset if it is impaired, and any impairment loss must be recognized
immediately in the income statement.

In addition to the acquisition method, the HGB also permits the use of the equity method for consolidating
associates and joint ventures. The equity method involves recognizing the investment in the associate or
joint venture at cost, and adjusting it for any changes in the investee's equity. The equity method also
requires that the investor recognize its share of the investee's profit or loss, and any dividends received
from the investee.
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The HGB also requires that consolidated financial statements be prepared using the functional currency of
the group, which is the currency of the primary economic environment in which the group operates.
However, if a subsidiary operates in a different currency, its financial statements must be translated into the
functional currency of the group using the current rate method. The current rate method involves
translating the subsidiary's assets and liabilities at the current exchange rate, and recognizing any exchange
differences in the income statement.

Another key concept in consolidation is elimination, which involves eliminating any intercompany
transactions and balances between the parent company and its subsidiaries. The HGB requires that all
intercompany transactions and balances be eliminated, including sales, purchases, and dividends. However,
if a subsidiary has a significant amount of intercompany transactions with other subsidiaries, these
transactions may not be eliminated, and may be recognized as revenue or expense in the consolidated
income statement.

The HGB also requires that consolidated financial statements be audited by an independent auditor, who
must express an opinion on whether the financial statements present a true and fair view of the group's
financial position and performance. The auditor must also ensure that the consolidated financial statements
comply with the HGB and other relevant laws and regulations.

In practice, consolidation can be complex and challenging, particularly for large and complex groups. One
of the challenges is identifying all the subsidiaries and associates that must be consolidated, and
determining the level of control or significant influence that the parent company has over these entities.
Another challenge is valuing the assets and liabilities of the subsidiaries and associates, particularly if they
are not traded on an active market.

To overcome these challenges, companies often use consolidation software to help prepare and consolidate
their financial statements. Consolidation software can help automate the consolidation process, and ensure
that all intercompany transactions and balances are eliminated correctly. However, companies must also
ensure that their consolidation software complies with the HGB and other relevant laws and regulations.

In addition to consolidation software, companies may also use consultants to help with the consolidation
process. Consultants can provide expertise and guidance on how to apply the HGB and other relevant laws
and regulations, and help companies identify and value their subsidiaries and associates. However,
companies must also ensure that their consultants are independent and impartial, and do not have any
conflicts of interest.

The HGB also requires that companies disclose certain information about their consolidated financial
statements, including the consolidation principles used, the methods used to value assets and liabilities, and
the accounting policies used. Companies must also disclose any significant transactions or events that have
affected the consolidated financial statements, including any acquisitions or disposals of subsidiaries or
associates.
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In terms of accounting policies, the HGB requires that companies use consistent accounting policies for all
subsidiaries and associates, unless there are significant differences in the accounting policies used by these
entities. The HGB also requires that companies disclose any changes in their accounting policies, and the
impact of these changes on the consolidated financial statements.

The HGB also requires that companies prepare a management report, which provides an overview of the
group's financial position and performance, and discusses any significant events or transactions that have
affected the group. The management report must also include a declaration by the management board,
stating that the consolidated financial statements present a true and fair view of the group's financial
position and performance.

In addition to the management report, the HGB also requires that companies prepare a group management
report, which provides an overview of the group's strategy, goals, and performance. The group
management report must also include information about the group's risk management policies, and any
significant risks or uncertainties that may affect the group's financial position or performance.

The HGB also requires that companies disclose certain information about their related parties, including any
transactions or balances with related parties, and any significant influences or control that related parties
may have over the group. The HGB defines related parties as including directors, employees, and significant
shareholders, as well as any entities that are controlled or significantly influenced by these individuals.

In terms of segment reporting, the HGB requires that companies disclose certain information about their
business segments, including any significant revenues, expenses, assets, and liabilities. The HGB also
requires that companies disclose any significant geographical areas in which they operate, and any
significant products or services that they provide.

The HGB also requires that companies prepare a cash flow statement, which provides an overview of the
group's inflows and outflows of cash and cash equivalents. The cash flow statement must include
information about the group's operating, investing, and financing activities, and any significant cash flows
or transactions that have affected the group's financial position.

In terms of financial instruments, the HGB requires that companies disclose certain information about their
financial instruments, including any significant financial assets or liabilities, and any significant risks or
uncertainties associated with these instruments. The HGB also requires that companies recognize and
measure financial instruments at their fair values, and disclose any significant changes in their fair values.

The HGB also requires that companies disclose certain information about their employee benefits, including
any significant employee benefit obligations, and any significant risks or uncertainties associated with these
obligations. The HGB also requires that companies recognize and measure employee benefits at their fair
values, and disclose any significant changes in their fair values.

In terms of taxation, the HGB requires that companies disclose certain information about their tax

Read online: https://certificates.gsbf.co.uk/guides/5369724/
consolidation-and-group-accounting-in-germany

Greenwich School of Business and Finance · 03 Jul 2026



G U I D E

obligations, including any significant tax liabilities or assets, and any significant risks or uncertainties
associated with these obligations. The HGB also requires that companies recognize and measure tax
obligations at their fair values, and disclose any significant changes in their fair values.

The HGB also requires that companies prepare a statement of changes in equity, which provides an
overview of the group's changes in equity over the reporting period. The statement of changes in equity
must include information about the group's share capital, retained earnings, and any significant changes in
the group's equity, including any dividends or share buybacks.

In terms of auditing, the HGB requires that companies have their consolidated financial statements audited
by an independent auditor, who must express an opinion on whether the financial statements present a true
and fair view of the group's financial position and performance.

The HGB also requires that companies disclose certain information about their internal control systems,
including any significant internal control weaknesses or deficiencies. The HGB also requires that companies
have a system of internal control in place, which is designed to provide reasonable assurance regarding the
accuracy and completeness of the group's financial statements.

In terms of corporate governance, the HGB requires that companies disclose certain information about their
corporate governance practices, including any significant corporate governance weaknesses or deficiencies.
The HGB also requires that companies have a system of corporate governance in place, which is designed to
provide reasonable assurance regarding the integrity and transparency of the group's financial statements.

The HGB also requires that companies prepare a report on corporate governance, which provides an
overview of the group's corporate governance practices, including any significant corporate governance
weaknesses or deficiencies. The report on corporate governance must also include information about the
group's board of directors, including any significant changes in the board's composition or structure.

In terms of sustainability, the HGB requires that companies disclose certain information about their
sustainability practices, including any significant sustainability risks or opportunities. The HGB also requires
that companies have a sustainability strategy in place, which is designed to provide reasonable assurance
regarding the group's sustainability performance.

The HGB also requires that companies prepare a report on sustainability, which provides an overview of the
group's sustainability performance, including any significant sustainability risks or opportunities. The report
on sustainability must also include information about the group's environmental, social, and governance
practices, including any significant environmental, social, or governance risks or opportunities.

In terms of consolidation, the HGB requires that companies disclose certain information about their
consolidation practices, including any significant consolidation risks or uncertainties. The HGB also requires
that companies have a consolidation policy in place, which is designed to provide reasonable assurance
regarding the accuracy and completeness of the group's consolidated financial statements.
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The HGB also requires that companies prepare a report on consolidation, which provides an overview of the
group's consolidation practices, including any significant consolidation risks or uncertainties. The report on
consolidation must also include information about the group's consolidation methods, including any
significant changes in the consolidation methods used by the group.

In terms of group accounting, the HGB requires that companies disclose certain information about their
group accounting practices, including any significant group accounting risks or uncertainties. The HGB also
requires that companies have a group accounting policy in place, which is designed to provide reasonable
assurance regarding the accuracy and completeness of the group's consolidated financial statements.

The HGB also requires that companies prepare a report on group accounting, which provides an overview of
the group's group accounting practices, including any significant group accounting risks or uncertainties.
The report on group accounting must also include information about the group's group accounting
methods, including any significant changes in the group accounting methods used by the group.

In practice, companies must ensure that their consolidation and group accounting practices comply with the
HGB and other relevant laws and regulations. Companies must also ensure that their consolidated financial
statements present a true and fair view of the group's financial position and performance, and that they
provide sufficient information to stakeholders about the group's financial performance and position.

To achieve this, companies must have a strong control environment in place, which includes a strong system
of internal control, a strong system of corporate governance, and a strong culture of transparency and
accountability. Companies must also have a strong accounting function in place, which includes a strong
team of accountants and financial professionals, and a strong system of accounting policies and procedures.

In addition, companies must also ensure that their consolidated financial statements are audited by an
independent auditor, who must express an opinion on whether the financial statements present a true and
fair view of the group's financial position and performance.

In conclusion, consolidation and group accounting are critical concepts in German accounting, and
companies must ensure that their consolidation and group accounting practices comply with the HGB and
other relevant laws and regulations. By having a strong control environment, a strong accounting function,
and a strong system of auditing and assurance, companies can ensure that their consolidation and group
accounting practices are effective and compliant with the HGB and other relevant laws and regulations.
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