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Postgraduate Certificate in German Commercial Law Accounting

International Financial Reporting Standards in
Germany

International Financial Reporting Standards (IFRS) are a set of accounting standards developed by the
International Accounting Standards Board (IASB). These standards are designed to provide a common
global language for business affairs so that company accounts are understandable and comparable across
international boundaries. In Germany, companies have the option to use IFRS for their financial reporting,
although many still choose to follow the German Commercial Code (Handelsgesetzbuch or HGB)
accounting standards.

HGB Accounting refers to the accounting standards set out in the German Commercial Code. These
standards are primarily used by small and medium-sized enterprises (SMEs) in Germany. HGB accounting is
based on the principles of true and fair view, prudence, and consistency. While IFRS is more principles-
based, HGB accounting tends to be more rules-based.

Convergence refers to the process of aligning accounting standards across different countries to make
financial reporting more comparable and transparent. Germany has been moving towards greater
convergence with IFRS in recent years, particularly for listed companies and large corporations.

Harmonization is another term related to the alignment of accounting standards. It refers to the process of
reducing differences between accounting standards without necessarily requiring full uniformity.
Harmonization aims to make it easier for companies to prepare financial statements that comply with
multiple sets of accounting standards.

IAS Regulation is the European Union (EU) regulation that requires all companies listed on EU stock
exchanges to prepare their consolidated financial statements in accordance with IFRS. This regulation also
applies to German companies listed on the Frankfurt Stock Exchange.

Financial Statements are the reports that companies prepare to provide information about their financial
performance and position. The main financial statements include the income statement, balance sheet,
statement of changes in equity, and cash flow statement. These statements are prepared in accordance with
specific accounting standards such as IFRS or HGB.

Income Statement (also known as the profit and loss statement) shows a company's revenues, expenses,
and profits over a specific period of time. It provides information about the company's ability to generate
profit from its operations.

Balance Sheet is a snapshot of a company's financial position at a specific point in time. It shows the
company's assets, liabilities, and equity. The balance sheet follows the accounting equation: Assets =
Liabilities + Equity.
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Statement of Changes in Equity explains how a company's equity has changed over a specific period. It
includes transactions such as issuing new shares, paying dividends, and retaining profits.

Cash Flow Statement shows how cash and cash equivalents have flowed in and out of a company during a
specific period. It provides insights into a company's liquidity and cash management.

Assets are resources controlled by a company as a result of past events and from which future economic
benefits are expected to flow to the company. Examples of assets include cash, inventory, property, plant,
and equipment.

Liabilities are obligations of a company that arise from past events and will result in an outflow of resources
embodying economic benefits. Examples of liabilities include accounts payable, loans, and bonds.

Equity represents the residual interest in the assets of a company after deducting its liabilities. Equity
includes share capital, retained earnings, and other reserves.

Revenue is the income that a company earns from its normal business activities, such as selling goods or
providing services. Revenue is recognized when it is earned, regardless of when the cash is received.

Expenses are the costs that a company incurs to generate revenue. Examples of expenses include wages,
rent, utilities, and depreciation. Expenses are recognized in the income statement when they are incurred,
not necessarily when the cash is paid.

Depreciation is the systematic allocation of the cost of an asset over its useful life. Depreciation expense is
recognized in the income statement to reflect the consumption of the asset's economic benefits over time.

Consolidation is the process of combining the financial statements of a parent company and its subsidiaries
into a single set of financial statements. Consolidated financial statements provide a comprehensive view of
the financial position and performance of a group of companies.

Consolidated Financial Statements are the combined financial statements of a parent company and its
subsidiaries. These statements are prepared to reflect the economic entity as a whole, rather than individual
companies within the group.

Subsidiary is a company that is controlled by another company, known as the parent company. Control is
typically defined as owning more than 50% of the voting rights in the subsidiary.

Joint Venture is a business arrangement in which two or more parties agree to collaborate on a specific
project or activity. Joint ventures can be structured as separate legal entities or contractual agreements.

Equity Method is an accounting method used to account for investments in subsidiaries and joint ventures.
Under the equity method, the investor recognizes its share of the investee's profits or losses in its own
financial statements.

Goodwill is an intangible asset that represents the excess of the purchase price of a company over the fair
value of its identifiable net assets. Goodwill is recognized in a business combination and is subject to
impairment testing.

Read online: https://certificates.uksm.org.uk/guides/3023990/
international-financial-reporting-standards-in-germany

London School of Planning and Management · 21 Jun 2026



G U I D E

Impairment occurs when the carrying amount of an asset exceeds its recoverable amount. Impairment
losses are recognized in the income statement and reduce the value of the asset on the balance sheet.

Provisions are liabilities of uncertain timing or amount that are recognized in the financial statements.
Provisions are made for future obligations that are probable and can be reliably estimated.

Contingent Liabilities are potential obligations that may arise from past events but whose existence will be
confirmed only by the occurrence or non-occurrence of uncertain future events. Contingent liabilities are
disclosed in the notes to the financial statements.

Leases are contractual agreements in which one party (the lessor) grants another party (the lessee) the right
to use an asset for a specific period in exchange for payment. Leases can be classified as finance leases or
operating leases, depending on the risks and rewards transferred to the lessee.

Financial Instruments are contracts that give rise to a financial asset of one entity and a financial liability or
equity instrument of another entity. Examples of financial instruments include cash, accounts receivable,
bonds, and derivatives.

Hedge Accounting is an accounting treatment used to reduce the volatility of financial statements caused
by changes in the fair value of financial instruments. Hedge accounting allows companies to match the
timing of recognition of gains or losses on the hedged item and the hedging instrument.

Fair Value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Fair value is used to measure certain
financial instruments and assets under IFRS.

Related Parties are individuals or entities that are closely associated with a reporting entity, such as its
owners, directors, and key management personnel. Transactions with related parties must be disclosed in
the financial statements to prevent conflicts of interest.

Segment Reporting is the disclosure of financial information about the different business segments or
geographical segments of a company. Segment reporting helps users of financial statements understand
the risks and performance of each segment.

First-Time Adoption of IFRS refers to the process that companies go through when transitioning from HGB
accounting to IFRS for the first time. Companies must prepare an opening balance sheet under IFRS and
make various adjustments to align their accounting policies with IFRS requirements.

Challenges of Adopting IFRS in Germany include the complexity of IFRS standards, the costs of
implementation, and the differences between IFRS and HGB accounting. Companies may also face
challenges in training staff, updating systems, and ensuring compliance with IFRS requirements.

Corporate Governance refers to the system of rules, practices, and processes by which a company is
directed and controlled. Good corporate governance helps companies operate more efficiently,
transparently, and ethically.
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Internal Controls are processes implemented by a company to provide reasonable assurance regarding the
reliability of financial reporting, compliance with laws and regulations, and the effectiveness and efficiency
of operations.

Audit is the independent examination of a company's financial statements and related disclosures by an
external auditor. Auditors provide an opinion on whether the financial statements present a true and fair
view of the company's financial position and performance.

Audit Committee is a subcommittee of the board of directors responsible for overseeing the company's
financial reporting process, internal controls, and external audit. The audit committee helps ensure the
integrity and transparency of the financial reporting process.

Materiality is the concept that information is material if omitting or misstating it could influence the
economic decisions of users of financial statements. Materiality is a key factor in determining the relevance
of information disclosed in financial statements.

Going Concern is the assumption that a company will continue to operate in the foreseeable future.
Financial statements are prepared on a going concern basis unless management intends to liquidate the
company or cease operations.

Prudence is the concept that assets and revenues should not be overstated, and liabilities and expenses
should not be understated. Prudence helps ensure that financial statements are not overly optimistic and
present a true and fair view of a company's financial position.

Consistency is the principle that a company should use the same accounting policies and methods from one
period to the next. Consistency allows users of financial statements to compare information across different
reporting periods.

True and Fair View is the overarching principle that financial statements should present a true and fair view
of a company's financial position and performance. This principle underpins the preparation of financial
statements under both IFRS and HGB accounting standards.

By understanding these key terms and concepts related to International Financial Reporting Standards in
Germany, students of the Postgraduate Certificate in German HGB Accounting can gain a comprehensive
understanding of the principles and practices of financial reporting in a global context.
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