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Certificate in German GAAP Fundamentals

Legal Foundations of Accounting in Germany

The term Handelsgesetzbuch (HGB) is the cornerstone of German commercial law and the primary source of
German GAAP. It governs the preparation, presentation, and disclosure requirements for financial
statements of merchants and corporations. Under the HGB, entities must produce a balance sheet (Bilanz),
profit and loss account (Gewinn‑ und Verlustrechnung), and accompanying notes (Ergänzende Angaben).
The HGB distinguishes between the “legal” and “tax” accounting perspectives, requiring that the legal
balance sheet be prepared in accordance with statutory provisions, while the tax balance sheet must comply
with fiscal regulations. This duality often creates challenges for practitioners who must reconcile differences
between the two sets of figures, especially concerning depreciation methods, valuation of inventories, and
provisions for contingencies.

A central concept in German accounting law is the principle of prudence. This principle obliges entities to
adopt a conservative stance when measuring assets and liabilities, ensuring that assets are not overstated
and liabilities are not understated. For example, the valuation of inventory must be based on the lower of
cost or net realizable value, reflecting the prudential approach. This contrasts with the fair value principle
prevalent in IFRS, where assets may be revalued upward under certain conditions. The prudential principle
influences the formation of provisions (Rückstellungen), which are liabilities of uncertain timing or amount.
Companies must assess the probability of future outflows and record provisions when an outflow is more
likely than not, even if the exact amount is not known.

The concept of going concern (Going‑Concern‑Prämisse) is explicitly embedded in the HGB. It requires that
the financial statements be prepared assuming the entity will continue its operations for the foreseeable
future. If there are doubts about the entity’s ability to continue, the management must disclose this
uncertainty and may need to adjust asset valuations to reflect liquidation values. This situation often leads
to the need for detailed disclosures in the notes, describing the nature of the uncertainty, the steps being
taken to mitigate it, and the potential impact on the financial position.

Another key term is Stellungnahme des Aufsichtsrats, which refers to the supervisory board’s statement on
the financial statements. In German corporate governance, the supervisory board has the duty to review and
approve the management board’s annual report, providing an independent assessment of its adequacy and
compliance with legal requirements. The supervisory board’s endorsement adds credibility to the financial
statements and is a prerequisite for their filing with the commercial register (Handelsregister).

The Bilanzgliederung (balance sheet structure) prescribed by the HGB is highly standardized. Assets are
divided into fixed assets (Anlagevermögen) and current assets (Umlaufvermögen), while liabilities are split
into equity (Eigenkapital), provisions (Rückstellungen), and borrowings (Verbindlichkeiten). Fixed assets
include tangible assets (Sachanlagen), intangible assets (immaterielle Vermögensgegenstände), and
financial assets (Finanzanlagen). Current assets comprise inventories, receivables, and cash equivalents. This
rigid classification assists comparability across entities but also imposes constraints on the flexibility of

Read online: https://learnuni.com/guides/27369483/legal-foundations-
of-accounting-in-germany

LearnUNI · 22 Jul 2026



G U I D E

presentation, which can be challenging for companies with complex structures or diversified operations.

The term Bewertungsvorschriften (valuation rules) encompasses the specific methods and criteria for
measuring assets and liabilities. For example, property, plant, and equipment must be recorded at
acquisition cost, less accumulated depreciation and any impairment losses. Depreciation methods are
regulated by the HGB, allowing straight‑line, declining‑balance, or units‑of‑production approaches,
provided they reflect the asset’s expected useful life. However, the HGB also permits the use of tax‑deferred
depreciation for tax purposes, leading to temporary differences between book and tax values that must be
disclosed.

A related concept is Abschreibung (depreciation). Under the HGB, depreciation must be systematic and
rational, reflecting the wear and tear, obsolescence, or usage of the asset. The management must justify the
chosen depreciation method and the estimated useful life, documenting the rationale in the notes. In
practice, determining the appropriate useful life for intangible assets such as patents or software can be
difficult, as market conditions and technological developments may accelerate obsolescence. Companies
often adopt a conservative approach, selecting shorter useful lives to comply with the prudential principle,
which may affect profitability metrics.

The term Rückstellung (provision) is distinct from a reserve (Rücklage) and serves a specific legal purpose.
Provisions are recognized when there is a present obligation arising from past events, the outflow of
resources is probable, and the amount can be estimated reliably. Common examples include provisions for
warranty claims, legal disputes, and restructuring costs. The HGB requires that provisions be measured at
the best estimate of the expenditure required to settle the present obligation, taking into account
uncertainties. This often necessitates the use of actuarial calculations or expert judgments, especially for
long‑term liabilities such as pension obligations.

The notion of Verbindlichkeiten (liabilities) is further refined by the HGB into current and long‑term
categories based on the repayment horizon. Current liabilities must be settled within the normal operating
cycle or within twelve months, whichever is longer, while long‑term liabilities exceed this period. The
classification influences liquidity analysis, as analysts compare current assets to current liabilities to assess
the entity’s short‑term solvency. Misclassification can distort financial ratios, leading to potential regulatory
scrutiny.

The principle of Vollständigkeit (completeness) obliges entities to include all relevant transactions and
events in the financial statements. This includes not only recorded transactions but also those that may have
a material impact on the financial position, even if they have not yet been realized. For instance, contingent
liabilities arising from pending litigation must be disclosed in the notes if the outcome is uncertain but
could be material. Failure to disclose such items can result in legal liability for the management and
auditors.

The term Grundsatz der Klarheit (principle of clarity) requires that financial statements be presented in a
clear, understandable manner. This entails using appropriate headings, consistent terminology, and
providing sufficient explanatory notes. The HGB mandates that the balance sheet and profit and loss
account be presented in a prescribed order, with each line item clearly labeled. In practice, companies must
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balance the need for clarity with the desire to protect sensitive information, especially when dealing with
competitive data. Careful drafting of notes can achieve transparency while safeguarding strategic details.

The Jahresabschluss (annual financial statements) is the collective term for the balance sheet, profit and loss
account, and notes, together with the management report (Lagebericht). The management report provides
an overview of the business’s development, risks, and future outlook, and must be prepared in accordance
with § 289 HGB. The report must address the economic situation, the results of the financial year, and any
significant events occurring after the balance sheet date. This requirement promotes a holistic view of the
entity’s performance, beyond the numbers presented in the balance sheet.

A crucial vocabulary item is Kapitalflussrechnung (cash flow statement). Although not mandatory under the
HGB for all entities, larger corporations and those listed on the stock exchange must prepare a cash flow
statement in accordance with the IFRS framework, as required by the German Securities Trading Act
(Wertpapierhandelsgesetz). The cash flow statement categorizes cash movements into operating, investing,
and financing activities, providing insight into the entity’s liquidity generation. Practitioners must reconcile
the cash flow statement with the balance sheet to ensure consistency.

The term Eigenkapital (equity) reflects the residual interest of the owners after deducting liabilities from
assets. Under the HGB, equity comprises share capital (Gezeichnetes Kapital), capital reserves
(Kapitalrücklage), retained earnings (Gewinnrücklagen), and the net result of the financial year
(Jahresüberschuss or Jahresfehlbetrag). The equity section must disclose any restrictions on the use of
retained earnings, such as statutory reserves or legal limitations on dividend distribution. This information is
vital for assessing the entity’s financial stability and its capacity to fund future growth.

The concept of Gewinnverwendung (profit appropriation) governs how the annual profit is allocated among
reserves, dividends, and retained earnings. The shareholders’ meeting decides on the distribution, subject to
statutory constraints, such as the requirement to allocate a minimum portion of the profit to the legal
reserve (gesetzliche Rücklage) until it reaches 10 % of the share capital. This process is documented in the
minutes of the shareholders’ meeting and reflected in the notes to the financial statements. Failure to
comply with profit appropriation rules can lead to legal challenges and potential liability for the
management.

The term Bilanzidentität (balance sheet identity) is a fundamental accounting equation: Assets = Liabilities +
Equity. This identity must hold true for every balance sheet prepared under the HGB. Any deviation indicates
a misstatement, which must be investigated and corrected. In practice, complex corporate structures with
multiple subsidiaries can make verifying the balance sheet identity challenging, particularly when
intercompany balances and eliminations are involved. Consolidated financial statements must reconcile
these intercompany positions to maintain the integrity of the overall financial picture.

The notion of Stille Reserven (hidden reserves) refers to the practice of under‑valuing assets or over‑valuing
liabilities to create a cushion for future profit smoothing. While not expressly prohibited, the HGB’s
emphasis on prudence and the requirement for true and fair presentation discourages the creation of
hidden reserves. Auditors must assess whether the asset valuations reflect realistic expectations and
whether any hidden reserves exist, which could mislead stakeholders about the entity’s true financial
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position.

The term Nachweisgrundsatz (proof principle) requires that all entries in the financial statements be
supported by appropriate documentation. This means that each transaction must be traceable to source
documents such as invoices, contracts, or bank statements. The principle ensures auditability and reduces
the risk of fraud. In practice, maintaining robust document management systems and internal controls is
essential for compliance, especially for large organizations with high transaction volumes.

A pivotal vocabulary item is Grundsatz der Vorsicht (principle of caution). This principle underlies many of
the HGB’s valuation rules, mandating that anticipated gains are not recognized until they are realized, while
anticipated losses must be recognized promptly. For example, unrealized gains on securities are not
recorded in the balance sheet unless they are realized through sale, whereas expected losses from
deteriorating receivables must be recognized as provisions. This cautious stance often results in lower
reported profits compared to IFRS, which permits the recognition of unrealized gains under certain
conditions.

The concept of Aufwandsabgrenzung (accrual of expenses) ensures that expenses are matched with the
revenues they help generate, regardless of cash flows. This aligns with the accrual basis of accounting
mandated by the HGB. For instance, rent paid in advance must be allocated over the period it covers,
recognizing a prepaid expense asset initially and then expensing it systematically. Proper accruals are critical
for accurate profit measurement and for complying with the matching principle.

The term Ertragsabgrenzung (accrual of revenues) complements expense accrual, requiring that revenues be
recognized when earned, not necessarily when cash is received. This includes recognizing sales revenue
upon delivery of goods or completion of services, even if payment is deferred. In practice, managing
accounts receivable and ensuring that revenue recognition policies align with contractual terms is essential
to avoid premature or delayed recognition, which could distort financial results.

A key legal provision is § 264 HGB, which outlines the content and form of the balance sheet. It specifies the
mandatory line items, the order of presentation, and the required disclosures. For example, the balance
sheet must disclose the total amount of intangible assets, the breakdown of fixed assets, and the
composition of equity. Compliance with § 264 is verified by the supervisory authority and the auditor, and
non‑compliance can lead to sanctions or the need for restatement.

The term § 268 HGB governs the profit and loss account. It prescribes the categories of income and expense,
requiring a clear distinction between operating results, financing results, and extraordinary items. The profit
and loss account must start with net sales, subtract cost of goods sold, and then present gross profit,
operating expenses, and finally net profit. This structure promotes comparability across entities and
facilitates ratio analysis. Companies often need to adjust their internal reporting systems to align with the
specific line items mandated by § 268.

The concept of § 279 HGB (notes to the financial statements) emphasizes the necessity of providing
explanatory information that clarifies the numbers presented in the balance sheet and profit and loss
account. The notes must disclose accounting policies, details of significant assets and liabilities, contingent
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liabilities, and any events after the balance sheet date. Effective note drafting requires a balance between
thoroughness and brevity, ensuring that users can understand the context without being overwhelmed by
excessive detail.

The term § 241a HGB introduces the requirement for a management report for larger entities, specifying the
content, including a description of the business, risk analysis, and future outlook. This report must be signed
by the management board, and its accuracy is subject to audit. The management report serves as a
narrative complement to the quantitative data, providing stakeholders with insight into strategic direction
and operational challenges.

The term § 264a HGB deals with the filing and publication of the annual financial statements. After approval
by the supervisory board, the financial statements must be filed with the commercial register within twelve
months of the balance sheet date. The filing triggers public availability, enabling creditors, investors, and
other stakeholders to access the information. Late filing can result in fines and may affect the entity’s
reputation.

A critical concept is Stille Beteiligung (silent partnership). This form of participation involves an investor
providing capital without taking an active role in management, receiving a share of profits in return. Under
the HGB, the silent partner’s contribution is recorded as a liability, often classified as a provision or a special
reserve, depending on the contractual terms. Proper classification is essential for accurate equity
representation and for meeting regulatory capital requirements.

The term Kommanditgesellschaft (limited partnership) describes a legal form where at least one partner has
unlimited liability (general partner) and at least one partner has limited liability (limited partner). The HGB
prescribes specific accounting treatment for the capital contributions of limited partners, which are
recorded as equity, while the general partner’s capital may be treated differently. The dual nature of liability
influences the presentation of equity and the disclosure of related party transactions.

The concept of Gesellschaft mit beschränkter Haftung (GmbH) is the most common corporate form for
small and medium‑sized enterprises in Germany. The GmbH’s statutory capital is recorded as share capital,
and the HGB imposes strict rules on capital maintenance, requiring that dividends are only paid out of
retained earnings after meeting legal reserve requirements. Understanding the capital structure of a GmbH
is essential for preparing compliant financial statements and for assessing the entity’s solvency.

The term Aktiengesellschaft (AG) denotes a joint‑stock company, subject to additional regulations under the
German Stock Corporation Act (Aktiengesetz). The AG must prepare a more extensive set of disclosures,
including a corporate governance report, a remuneration report, and, for listed companies, a prospectus.
The financial statements of an AG must also comply with the International Financial Reporting Standards
(IFRS) when the company is listed on a regulated market, creating a hybrid reporting environment where
both HGB and IFRS requirements coexist.

The term Bilanzierungsgrundsätze (accounting principles) encapsulates the set of rules that guide the
preparation of financial statements. These include the principle of continuity (Fortführungsprinzip), which
assumes that the entity will continue its operations, and the principle of consistency (Konsistenzprinzip),
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which requires that accounting methods be applied uniformly over time. Deviations from consistency must
be disclosed, explaining the reasons for the change and its impact on comparability.

The concept of Wesentliche Merkmale (materiality) determines whether an omission or misstatement could
influence the economic decisions of users. Materiality thresholds are not fixed by the HGB but are assessed
based on quantitative and qualitative factors. For example, a small misstatement in inventory valuation may
be immaterial for a large corporation but could be material for a small GmbH. Professionals must exercise
judgment in setting materiality levels and must document their rationale.

The term Verlustvortrag (loss carry‑forward) allows entities to offset future profits with losses incurred in
previous years, reducing taxable income. Under the HGB, loss carry‑forwards are reflected in the equity
section as retained losses. The ability to utilize loss carry‑forwards depends on the entity’s continuity and its
capacity to generate future profits. In practice, tracking loss carry‑forwards requires careful coordination
between accounting and tax departments.

The concept of Verlustabdeckung (loss coverage) relates to the requirement that a company must have
sufficient equity to absorb losses, ensuring that the capital remains intact. The HGB mandates that the
equity not fall below the statutory minimum, especially for limited liability companies. If equity falls beneath
the required level, the company must take remedial actions, such as capital infusion or profit distribution
restrictions, to restore compliance.

A key term is Rechnungslegungsgrundsätze (financial reporting standards). While the HGB provides the
statutory framework, professional bodies such as the Institute of Public Auditors in Germany (Institut der
Wirtschaftsprüfer) issue additional guidance, including interpretation notes and best‑practice
recommendations. These standards help practitioners apply the HGB consistently and address complex
accounting issues not explicitly covered in the law.

The term Handelsrechtliche Prüfung (commercial law audit) refers to the statutory audit required for certain
entities based on size criteria, such as balance sheet total, turnover, or number of employees. The auditor
must verify compliance with the HGB, assess the adequacy of internal controls, and issue an audit report.
The audit report includes an opinion on whether the financial statements give a true and fair view in
accordance with the HGB, and it is a prerequisite for filing the statements with the commercial register.

The concept of Aufsichtsrat (supervisory board) is integral to German corporate governance, especially for
AGs and large GmbHs. The supervisory board monitors the management board’s activities, approves major
decisions, and reviews the annual financial statements. Its oversight function enhances the reliability of the
financial statements and provides an additional layer of assurance for stakeholders.

The term Gesellschafterversammlung (shareholders’ meeting) is the supreme decision‑making body of a
corporation. It approves the annual accounts, decides on profit distribution, and may amend the articles of
association. The meeting must be convened in accordance with statutory notice periods, and its resolutions
are documented in minutes, which become part of the corporate records. The shareholders’ meeting’s
decisions directly affect the equity structure reported in the balance sheet.

The concept of Stimmrechtsanteil (voting share proportion) influences the composition of the supervisory
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board and the allocation of voting rights. Shareholders holding a majority of voting shares can influence key
decisions, including the appointment of board members and the approval of significant transactions.
Understanding the distribution of voting rights is essential for assessing control risks and for evaluating
potential conflicts of interest.

The term Rücklagebildung (reserve formation) is distinct from profit appropriation. Reserves are created to
strengthen the equity base and may be statutory, optional, or result from specific legal provisions. For
example, the legal reserve must be built up until it reaches 10 % of the share capital, while optional reserves
may be created at management’s discretion. Proper reserve formation enhances financial stability and can
affect the entity’s borrowing capacity.

The concept of Bilanzpolitik (balance sheet policy) refers to the strategic choices made by management
regarding accounting estimates, valuation methods, and presentation styles within the confines of the HGB.
While the HGB limits the degree of discretion, management still has leeway in areas such as depreciation
rates, provisions, and the classification of certain assets. Effective balance sheet policy balances compliance,
comparability, and the desire to present a favorable financial position.

The term Wirtschaftsprüfer (auditor) denotes the independent professional responsible for conducting the
statutory audit. Auditors must adhere to the German Auditing Standards (Grundsätze ordnungsmäßiger
Abschlussprüfung), which require them to assess the risk of material misstatement, evaluate internal
controls, and obtain sufficient evidence to support their opinion. Auditors also play a role in detecting fraud
and ensuring that the financial statements comply with the HGB.

A related vocabulary item is Testat (audit opinion). The audit opinion can be unqualified (clean), qualified
(with reservations), adverse (unfair presentation), or a disclaimer of opinion (insufficient evidence). The type
of opinion impacts the credibility of the financial statements and may affect the entity’s ability to raise
capital or obtain credit. Management must address any qualifications promptly to restore confidence.

The term Einbringung (contribution) is used when assets are transferred to a company in exchange for
equity. Under the HGB, contributions must be valued at fair value, and any excess of contribution over the
nominal share capital is recorded as a capital reserve. Proper valuation of contributed assets is critical, as
overvaluation can lead to inflated equity and potential legal consequences.

The concept of Ausgliederung (carve‑out) involves separating a business unit into a distinct legal entity. This
transaction requires careful accounting for the transfer of assets, liabilities, and equity interests. The HGB
mandates that the carrying amounts of transferred assets be used as the basis for the new entity’s balance
sheet, and any gain or loss on the transaction must be recognized in the profit and loss account. Carve‑outs
often raise complex valuation and consolidation issues.

The term Fusion (merger) refers to the combination of two or more entities into a single legal entity. Under
the HGB, mergers can be executed by absorption, formation of a new company, or by forming a holding
structure. The accounting for mergers involves the purchase method, where the acquiring entity records the
fair value of the acquired assets and liabilities, and any excess is recognized as goodwill (Geschäfts wert).
Goodwill is not amortized under the HGB but must be tested for impairment annually, creating a challenge
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for entities with significant intangible assets.

The concept of Goodwill‑Impairment‑Test requires management to assess whether the carrying amount of
goodwill exceeds its recoverable amount. If an impairment is identified, it must be recognized as an
expense in the profit and loss account, reducing equity. The test involves forecasting cash flows,
determining a discount rate, and calculating the present value of future cash flows. This process is
data‑intensive and requires significant judgment, often leading to disputes between management and
auditors.

The term Verlustvortrag appears again in the context of tax accounting, where losses can be carried forward
indefinitely, subject to limitations under the German Tax Code (Einkommensteuergesetz). The interaction
between tax loss carry‑forwards and the HGB equity presentation can be complex, as tax losses do not
directly affect the legal balance sheet but must be disclosed in the notes for transparency.

The concept of Bilanzrechtsreform (balance sheet law reform) refers to the series of legislative changes
implemented to modernize the HGB, align it with EU directives, and improve comparability with
international standards. Notable reforms include the introduction of the “new accounting
act” (Bilanzrichtlinie‑Umsetzungsgesetz) and subsequent amendments that expanded the scope of
mandatory disclosures, refined valuation methods, and enhanced the transparency of corporate
governance. Keeping abreast of these reforms is essential for practitioners to ensure ongoing compliance.

The term Einzelabschluss (individual financial statements) denotes the financial statements of a single legal
entity, as opposed to consolidated statements (Konzernabschluss). The HGB requires both types for groups
that meet certain size thresholds. Individual statements must comply with all statutory requirements, while
consolidated statements must also reconcile intercompany balances and eliminate intra‑group transactions.
Preparing both sets of statements demands robust accounting systems and close coordination between
subsidiaries and the group’s central finance function.

The concept of Konsolidierung (consolidation) involves aggregating the financial information of a parent
company and its subsidiaries into a single set of financial statements. Under the HGB, consolidation follows
the acquisition method, requiring the parent to recognize the fair value of acquired assets and liabilities,
and to eliminate intercompany balances. Consolidation also demands the presentation of non‑controlling
interests (nicht beherrschende Anteile) in the equity section, reflecting the portion of subsidiaries not
owned by the parent. Effective consolidation enhances the reliability of group‑level reporting but poses
challenges in data collection, currency translation, and the application of uniform accounting policies across
diverse entities.

The term Stimmrechtsanteile (voting share fractions) is relevant in consolidation when determining control.
Control is generally presumed when the parent holds more than 50 % of voting rights, but it can also exist
with a lower percentage if the parent has decisive influence over the subsidiary’s financial and operating
decisions. The HGB provides guidance on assessing control, and auditors must evaluate whether the
parent’s influence meets the threshold for consolidation.

The concept of Latente Steuern (deferred taxes) arises from temporary differences between the book value
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of assets and liabilities under the HGB and their tax bases. Deferred tax assets are recognized when future
tax benefits are probable, such as carry‑forward losses or temporary differences that will reverse in future
periods. Deferred tax liabilities are recorded for taxable temporary differences. The measurement of
deferred taxes follows the tax rates expected to apply when the differences reverse, and the HGB requires
disclosure of the nature and amount of these differences in the notes. Managing deferred taxes is crucial for
accurate profit reporting and for strategic tax planning.

The term Impairment‑Test (impairment test) is not limited to goodwill but also applies to other assets, such
as receivables and intangible assets. Under the HGB, an impairment loss must be recognized when the
recoverable amount of an asset falls below its carrying amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and its value in use, which is determined by discounting future cash flows.
Conducting impairment tests requires detailed forecasts and the selection of appropriate discount rates,
making it a resource‑intensive activity.

The concept of Verbindlichkeiten aus Lieferungen und Leistungen (trade payables) represents the amounts
owed to suppliers for goods and services received. These liabilities must be recorded at the invoice amount,
adjusted for any discounts or rebates. Timely settlement of trade payables is essential for maintaining good
supplier relationships and for preserving the entity’s credit rating. In the balance sheet, trade payables are
classified as current liabilities, and their composition is disclosed in the notes.

The term Forderungen aus Lieferungen und Leistungen (trade receivables) refers to amounts due from
customers for delivered goods or rendered services. Trade receivables are recorded at invoice value, less any
anticipated credit losses. The HGB permits the use of an allowance for doubtful debts (Zweifelhafte
Forderungen) to reflect expected uncollectible amounts. Companies must assess the creditworthiness of
customers and periodically review the adequacy of the allowance, balancing prudence with the desire to
avoid overstating expenses.

The concept of Rückstellungen für Pensionen (pension provisions) is governed by both the HGB and specific
pension regulations. Companies must estimate the present value of future pension obligations, using
actuarial assumptions such as discount rates, mortality tables, and expected salary growth. The resulting
provision is recorded as a liability, with a corresponding expense recognized in the profit and loss account.
Changes in actuarial assumptions can lead to significant volatility in pension expense, presenting a
challenge for financial statement users seeking stable earnings.

The term Rechnungsabgrenzungsposten (prepaid expenses and accrued income) denotes assets and
liabilities that arise from the timing differences between cash flows and the period to which they relate.
Prepaid expenses (e.G., Prepaid insurance) are recorded as assets and expensed over the coverage period,
while accrued income (e.G., Interest earned but not yet received) is recognized as revenue in the period it is
earned. Accurate identification and allocation of these items are essential for the matching principle and for
presenting a true picture of the entity’s financial performance.

The concept of Verbindlichkeiten aus Steuern (tax liabilities) includes current tax obligations such as
corporate income tax, trade tax, and value‑added tax. These liabilities are recorded based on the tax
assessment or the estimated amount payable. The HGB requires disclosure of the tax basis, rates applied,
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and any tax incentives or exemptions received. Companies must monitor tax law changes, as revisions can
affect the amount of tax liabilities and the timing of payments, influencing cash flow management.

The term Eigenkapitalquote (equity ratio) is a key financial metric derived from the balance sheet, indicating
the proportion of equity relative to total assets. A higher equity ratio suggests greater financial stability and
lower reliance on external financing. Under the HGB, the equity ratio is closely watched by regulators,
especially for financial institutions, where minimum capital requirements are imposed. Companies often aim
to improve their equity ratio through profit retention, capital injections, or reduction of liabilities.

The concept of Liquiditätsgrad I (current ratio) measures the ability to meet short‑term obligations,
calculated as current assets divided by current liabilities. This ratio is a vital indicator of liquidity risk and is
scrutinized by creditors and rating agencies. The HGB’s classification of assets and liabilities directly impacts
the calculation, making accurate categorization essential. Management may influence the ratio by adjusting
inventory levels, accelerating receivables, or extending payment terms with suppliers.

The term Gewinn‑ und Verlustrechnung (profit and loss account) is structured according to the HGB’s
prescribed order, beginning with net sales, subtracting cost of goods sold, and arriving at gross profit.
Operating expenses, such as personnel costs, depreciation, and administrative expenses, are then deducted
to determine operating profit. Financial income and expenses, including interest income, interest expense,
and gains or losses on financial assets, follow, leading to the net result before tax. This structured
presentation facilitates analysis of operating efficiency and financial performance.

The concept of Finanzierungsnebenkosten (financing ancillary costs) includes expenses related to
borrowing, such as loan fees, commitment fees, and arrangement costs. Under the HGB, these costs are
capitalized as part of the loan’s acquisition cost and amortized over the life of the loan using the effective
interest method. Proper treatment of financing ancillary costs affects both the balance sheet (through the
carrying amount of the loan) and the profit and loss account (through amortization expense).
Misclassification can distort profitability and leverage ratios.

The term Verbuchung von Abschreibungen (recording of depreciation) requires a systematic allocation of
the acquisition cost of fixed assets over their useful lives. Depreciation expense reduces the carrying amount
of the asset on the balance sheet and is recognized in the profit and loss account. The HGB permits
different depreciation methods, but the chosen method must reflect the pattern of economic benefits
derived from the asset. Companies often use straight‑line depreciation for simplicity, while assets subject to
rapid obsolescence may be depreciated using an accelerated method.

The concept of Ansatz von Vermögensgegenständen (recognition of assets) dictates that an asset must be
recognized when it is probable that future economic benefits will flow to the entity and the asset’s cost can
be measured reliably. This principle guides the treatment of intangible assets, such as development costs,
which may be capitalized if certain criteria are met, including technical feasibility and intention to complete
the asset for use or sale. Otherwise, such costs are expensed as incurred.

The term Eröffnungsbilanz (opening balance sheet) is prepared at the start of a new accounting period,
reflecting the closing balances of the preceding period. The opening balance sheet must be consistent with
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the previous period’s closing balance sheet, ensuring continuity and comparability. Any adjustments made
at the beginning of the period, such as corrections of errors or changes in accounting policies, must be
disclosed and explained in the notes.

The concept of Jahresüberschuss (annual profit) represents the net earnings after all expenses, taxes, and
extraordinary items have been deducted from revenue. The annual profit is allocated to retained earnings,
reserves, or dividends, as determined by the shareholders’ meeting. The HGB requires that a portion of the
profit be transferred to the legal reserve until it reaches the threshold of 10 % of share capital, ensuring a
buffer against future losses.

The term Jahresfehlbetrag (annual loss) occurs when expenses exceed revenues, resulting in a negative net
result. A loss reduces retained earnings and may trigger restrictions on dividend payments, as the entity
must first cover any legal reserves. Persistent losses can erode equity, potentially leading to a breach of
capital maintenance requirements, which may force the company to undertake capital restoration measures,
such as capital injections or restructuring.

The concept of Gewinnvortrag (profit carried forward) refers to the portion of profit that is not distributed
as dividends or allocated to reserves. This amount is retained in equity and can be used to fund future
investments, absorb future losses, or strengthen the capital base. Transparent disclosure of profit
carry‑forward enhances stakeholder confidence and provides insight into the company’s long‑term financial
strategy.

The term Gewinnverwendungsvorschlag (proposed profit appropriation) is a recommendation made by the
management board to the shareholders’ meeting regarding how the annual profit should be allocated. The
proposal must comply with statutory requirements, such as the mandatory transfer to the legal reserve, and
may suggest dividend payouts, additional reserves, or retention. The shareholders’ meeting ultimately
approves the final appropriation, which is reflected in the equity section of the balance sheet.

The concept of Nachtragsbericht (subsequent events report) addresses events that occur after the balance
sheet date but before the financial statements are authorized for publication. If such events provide
additional evidence about conditions existing at the balance sheet date, they must be reflected in the
financial statements. If they relate to conditions that arose after the balance sheet date, they must be
disclosed in the notes. Examples include the settlement of a major lawsuit or the acquisition of a significant
asset after year‑end.

The term Stellungnahme des Aufsichtsrats (supervisory board’s statement) is a formal declaration that the
supervisory board has reviewed the financial statements and deems them to be in compliance with the
HGB. This statement is included in the annual report and is a prerequisite for filing the statements with the
commercial register. The supervisory board’s endorsement adds credibility and serves as an additional layer
of oversight.

The concept of Vertragliche Vereinbarungen (contractual agreements) often influences accounting
treatment. For instance, lease contracts determine whether a lease is classified as operating or finance lease,
affecting asset recognition and liability measurement. Under the HGB, finance leases result in the
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recognition of a leased asset and a corresponding liability, while operating leases are disclosed in the notes.
Accurate classification requires a thorough review of lease terms and the associated risks and rewards.

The term Verkaufserlöse (sales revenue) must be recognized when the risks and rewards of ownership have
transferred to the buyer, and the revenue is measurable. This typically coincides with delivery of goods or
completion of services. The HGB emphasizes the need for reliable evidence of the transaction, such as
shipping documents or acceptance certificates. Early revenue recognition can inflate earnings, while delayed
recognition can understate performance, making adherence to the revenue recognition principle critical.

The concept of Umsatzsteuer (value‑added tax)
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