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Purpose of this lecture

Before listening to this lecture

Public perception of accounting Accounting is the language of business

At the end of the lecture
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Overview
Introduction to Accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting
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Types of economic units
Introduction to Accounting

Economic units

Public budget

Private person

Enterprise

Company

Public authorities
and administrations
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Definition “company”
Introduction to Accounting

— There is no uniform definition of the term “company” 

— It depends on the purpose of the individual legislation

— There are two ways to differentiate the term “company”:

Functional term Institutional term

A company is deemed to exist if a legal or natural 
person is entrepreneurially planning and 
operating.

The Company requires a commercial activity in 
the economy and a minimum level of institutional 
means.

Company
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Different types of companies as part of the economy
Introduction to Accounting
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Banks

Transport companies

Insurance companies

Other service companies

Commercial companies

Raw material 
industry

Capital goods
industry

Consumer goods
industry
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Disposal companies

Waste recycling
companies

Waste sorting
companies

Waste collection
companies
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Data collection and data processing

Position of accounting in industrial companies
Introduction to Accounting

Industrial companies

Management

Management Information System (MIS)

Functional areas of the company
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Production

Data collection and data processing

Procurement Sales

Research Development Construction

Human resources Plant management Materials Energy

Position of accounting in industrial companies
Introduction to Accounting

Industrial companies

Management

Management Information System (MIS)
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Position of accounting in industrial companies
Introduction to Accounting

Industrial companies

Management

Management Information System (MIS)

Functional areas of the company

Accounting

Documentation Forecast Planning Budget

Data collection and data processing
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Overview
Introduction to Accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting
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Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Overview
1 Basic of accounting

Purpose of
accounting

Process of
accounting

Consequences of
accounting

Types of
accounting

Introduction to Accounting
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Useful information
1.1 Purpose of accounting

Economic Activity

Shades of 
Grey

Accounting 
Judgments

Useful
Information

Good
Decisions

Prosperous Society

consequences

Purpose of accounting
Provide useful information (to stakeholders) for 
making good decisions (and ultimately increase 
social welfare).

This is 
Accounting!

Critical Thinking

Source: Prof. Dr. Ernstberger
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Three main purposes of accounting
1.1 Purpose of accounting

Valuation roll of accounting

basis for financing of entrepreneurs
(Information about the (ex-ante) prospect of a company )

Stewartship role of accounting 

basis for (managing) companies and holding managers accountable
(Information about the (ex-post) performance of a company )

Contracting role of accounting

basis for contracts 
(Information for contracts of companies/managers with others )

Source: Prof. Dr. Ernstberger
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Valuation role of accounting
1.1 Purpose of accounting

Current price

Target price
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Stewardship role of accounting
1.1 Purpose of accounting

1. bad accounting (79%),

Top reasons for insolvencies in Germany:

2. financial underperformance (76%),

4. authoritarian, rigid leadership (57%).

(Source: EH&ZIS)

3. inadequate debtor management (64%),

Source: Prof. Dr. Ernstberger
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Contracting role of accounting
1.1 Purpose of accounting

Contracts using accounting figures:

— debt contracts (“covenants”)

— performance-based compensation

— supplier contracts

— royalty contracts

— …

Source: Prof. Dr. Ernstberger



31© WS 2025/26
Prof. Dr. Bernd Grottel

Accounting as an information system for business management
1.1 Purpose of accounting

Target system
e. g. market share, 
revenue, profit

Leadership

Individual decisions
Decisions about

activity programs
Decisions on

activity sequences

Decisions on total 
entrepreneurial

structure of action

e. g. making or failing to 
make an investment

e. g. creation of a 
production program

e. g. planning of the
optimal production order

e. g. selection
of a location

Management information system

Accounting

Data collection and data processing

Functional areas of the company

Cash outflow

Expenditure

Expense

Cost

Cash inflow

Receipts

Income

Performance

Business management (process) as a management task

Alignment of employees’ targets with corporate targets (leadership)

Activities and actions

Decisions as a selection of alternatives for activities and actions
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Relationships between accounting and business management (1/2)
1.1 Purpose of accounting

Business management process

Information provided by accounting

Process of performance creation and utilization

Setting targets

Planning Budgeting Control

Regulation

Alternative search Specification of targets Budget/target - actual - comparison

Alternative assessment Budgeting Deviation analysis

Alternative comparison Implementation of the decision

Decision
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Relationships between accounting and business management (2/2)
1.1 Purpose of accounting

Information provided by accounting

Special reports and evaluations

Cost-(performance)
accounting

Budgeting
accounting

Profitability
calculations

Key ratio
systems

Management (internal) accounting

Cost Operating result Perfomance

Financial (external) accounting

Balance sheet Income statement

Special reports and evaluations

Asset accounting Personnel accounting Material accounting

Accounting

Business management process

Process of performance creation and utilization
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Overview
1 Basic of accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Process of
accounting

Purpose of
accounting

Consequences of
accounting

Types of
accounting
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Tranforming business transactions into the accounts
1.2 Process of accounting

Shades of 
Grey

Accounting 
Judgments

Useful
Information

Good
Decisions

Prosperous Society

consequences

Purpose of accounting
Provide useful information (to stakeholders) for 
making good decisions (and ultimately increase 
social welfare).

This is 
Accounting!

Economic Activity

Process of accounting
Business transactions are recorded according to 
rules (which requires judgments) and aggregated 
information are disseminated to the public.

Critical Thinking

Source: Prof. Dr. Ernstberger
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Economic activity
1.2 Process of accounting

Equity or debt capital
provided by investors

“Production”
— Producing goods
— Trading goods
— Providing services

1

3

Payments to stakeholders
— Taxes to the government
— Interest and principal repayment to debtholders
— Dividends to shareholders

5Raising Capital
Taxes, payouts to debt-
and share-holders

2
Product development and 
purchase of raw material, 
labor and other inputs

4Sales and 
After-Sales-Servie

“Production”

Source: Prof. Dr. Ernstberger
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Relationship of accounting to the goods and cash cycle
1.2 Process of accounting

Company

Procurement markets Consumer markets

Sale of goods

Incoming invoice Outgoing invoice

Purchasing goods
Flow of goods 
and services

Check Transfer
Cash flow

Payment of the
goods received 
from the supplier

Payment for 
goods sold to 

customers

Recording of these movements by means of original documents in the accounts 



40© WS 2025/26
Prof. Dr. Bernd Grottel

Performance level (  flows of goods and services)

Business transaction between a company and its environment
1.2 Process of accounting

Procurement 
markets

Customer 
markets

Company

P
ro

cu
re

m
en

t

S
a

le
s

Input Output

Finance

Financial level ( Cash flows)

Capital markets
Debt investors

State

Purchase prices

Private deposits, 
capital inflows

Loan repayments,
Private take-ups, 
Capital outflows, 

Dividends, Interest

Sales prices

Taxes and other 
levies

Subsidies
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Accounting related process: Order – to – Cash (Sales-Cycle) (1/2)
1.2 Process of accounting

Disposition

Order intake

Start

1

Fax, Letter, 
Phone Note

Order 
confirmation

Order 
inventory file

Price
file

Article
file

Order 
processing

Picklist

Withdrawal from 
warehouse

Delivery note

2

1

OnStock?
Production,

ordering,
delivery
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Accounting related process: Order – to – Cash (Sales-Cycle) (2/2)
1.2 Process of accounting

Transfer of data 
in accounts

Create an 
invoice

3

InvoiceOrder 
inventory file

General
ledger

Side
ledger

2

Order 
inventory file

daily

Turnover 
statistics

Side
ledger

General
ledger

Delivery 
note

Record payment 
receipts

3

daily

Transfer of data 
in accounts

End

Side
ledger

General
ledger

Open Entry List 
Customers
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Accounting related process: Standard - Processes
1.2 Process of accounting

Purchase – to – Pay (Purchasing process)

Order – to – Cash (Sales process)

Fixed assets accounting

General ledger

Master Data Management



44© WS 2025/26
Prof. Dr. Bernd Grottel

Overview
1 Basic of accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Consequences of
accounting

Purpose of
accounting

Process of
accounting

Types of
accounting
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Accounting creates feedback loops to judgements
1.3 Consequences of accounting

Shades of 
Grey

Accounting 
Judgments

Useful
Information

Good
Decisions

Prosperous Society

Purpose of accounting
Provide useful information (to stakeholders) for 
making good decisions (and ultimately increase 
social welfare).

Process of accounting
Business transactions are recorded according to 
rules (which requires judgments) and aggregated 
information are disseminated to the public.

consequencesConsequences of accounting (1)
(Expected) accounting based decisions have 
feedback loops to judgments 
(earnings management).

This is 
Accounting!

Economic Activity

Critical Thinking

Source: Prof. Dr. Ernstberger
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Earnings management: Definition
1.3 Consequences of accounting

— “Intentionally influencing the process of financial reporting to 
obtain some private gain”(a)

— Mislead stakeholders about the firm's underlying performance

— Influence contractual outcomes that depend on reported 
accounting numbers

— Not illegal (“within GAAP”) but a “slippery slope” to fraud 

Note: (a) Schipper, Katherine. 1989. Commentary on Earnings Management.” Accounting Horizons (December): 91–102.
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Earnings management: Incentives
1.3 Consequences of accounting

Performance-based compensation 
Bonus payments are often linked to accounting numbers

Raising capital 
Window-dressing before Initial public offerings (IPOs), seasoned equity offerings (SEOs)

Meet/beat targets
Analyst forecasts, management forecasts, results of peers, results of last year, no loss to 
maintain/increase firm valuation and managerial reputation

Avoid debt covenant violations 
“At least 30% equity ratio”

Quiet life 
Smooth accounting performance is less burdensome to explain

Source: Prof. Dr. Ernstberger
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Earnings management: Long-term income smoothing
1.3 Consequences of accounting

Time

Value

No smoothing

With smoothing

Source: Prof. Dr. Ernstberger
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New CEO

Dec. 2024

Earnings management: Case Study
1.3 Consequences of accounting

The company Aptera hires a new CEO in December 2024. The earnings for the year 2024 
will be a small loss and the forecasts for the following years are small profits. What would 
an opportunistic manager do using earnings management?

0

Earnings

t

Dec. 2024

New CEO

Earnings

0
t

„Big bath accounting“

Source: Prof. Dr. Ernstberger
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Earnings management: Counter measures
1.3 Consequences of accounting

(Supervisory) board and audit committee

Has to approve the financial statements

Financial Auditors 

Independent evaluation of the financial statements whether they comply with rules/standards

Enforcement bodies

“Financial statement police”: DPR/BaFin in Germany or SEC in the US

Other corporate governance mechanisms 

Internal audit function etc.

Source: Prof. Dr. Ernstberger
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Accounting creates feedback loops to judgements
1.3 Consequences of accounting

Shades of 
Grey

Accounting 
Judgments

Useful
Information

Good
Decisions

Prosperous Society

consequences

Purpose of accounting
Provide useful information (to stakeholders) for 
making good decisions (and ultimately increase 
social welfare).

Process of accounting
Business transactions are recorded according to 
rules (which requires judgments) and aggregated 
information are disseminated to the public.

Consequences of accounting (1)
(Expected) accounting based decisions have 
feedback loops to judgments 
(earnings management).

This is 
Accounting!

Economic Activity

Critical Thinking
Consequences of accounting (2)
(Expected) accounting based decisions have 
feedback loops to economic actions 
(real effects).

Source: Prof. Dr. Ernstberger
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Example: suvey of CFOs in the US
1.3 Consequences of accounting

Source: (a) Graham, J. R., Harvey, C. R., & Rajgopal, S. (2005). The economic implications of corporate financial reporting. 
Journal of accounting and economics, 40(1-3), 3-73. 
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Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Consequences of
accounting

Overview
1 Basic of accounting

Introduction to Accounting

Fields of
accounting

Purpose of
accounting

Process of
accounting



56© WS 2025/26
Prof. Dr. Bernd Grottel

Overview
1.4 Types of accounting

Types of accounting

External accounting

Financial accounting
Statistics and 

comparative methods
Cost- (and per-

formance) accounting
Budgetary 
accounting

Management (internal) accounting

Bookkeeping
Descriptive and 

explanatory statistics
Cost type 

accounting
Procurement/Produc-
tion/Sales planning

Inventory
In-company 
comparison

Cost center
accounting

Investment planning

Financial statements
Intercompany 
comparison

Cost unit/cost unit
time accounting

Financial planning

Legal rules Company-specific
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Financial vs. management accounting
1.4 Types of accounting

Business accounting

Financial accounting Management accounting

Principal purpose and functions

— Information for decision makers outside the company

— Representing a company’s net assets, financial position and 
results of operations to its stakeholders

— Financial Reporting/Accounting pursuant to many legal 
requirements by government, standard setters, stock exchanges

— Preparation of financial statements and standardized reports 
about financial information

Principal purpose and functions

— Information for decision makers inside the company

— Representing the important financial and operational processes of 
a company

— No formal requirements
— Company-specific reports about financial (and non-financial 

information) that is useful for managerial decision making (e. g. 
planning, monitoring and controlling of company‘s operations)

Share-
holders

Creditors Employees Suppliers Customers
Tax

authorities
Public Management

important stakeholders, interested in the financial statements
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Financial vs. management accounting
1.4 Types of accounting

Business accounting

Financial accounting Management accounting

However: The two perspectives are converging:

— Management accounting often uses Key Performance Indicators (KPIs) based on financial 
accounting figures 

— Financial accounting sometimes (e.g. segment reporting) uses internal figures



2
Basic terms of
accounting
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Overview
2 Basic terms of accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting
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Accounting and company processes
2 Basic terms of accounting

Customer

Suppliers

Customer‘s order

Finished goods 
warehouse

Output quantity

Input quantity

Materials warehouse

Purchase order

Production capacity

G
o
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d

s 
d

e
liv

e
ry

M
a

te
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l 
d

e
liv

e
ry

Receipts

Financial 
balance

Expenditure

Te
rm

 o
f p

a
ym

e
n

t

Cash 
inflow

cash 
balance

Cash 
outflow

Te
rm

 o
f p

a
ym

e
n

t

Performance

Operating 
result

Cost

Income

Profit 
(Net profit/
net loss)

Expense
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Central questions of the stakeholders
2 Basic terms of accounting

Types of accounting Flow values Level of information Central questions

Financial 
planning

+ Cash-inflows
- Cash-outflows

Increase and 
decrease of cash and 
cash equivalents of 

the period

Is the future solvency 
secured?

Investment 
planning

+ Cash-inflows
- Cash-outflows

Present value
Are the planned or 

realized investments 
profitable?

Financial 
accounting

+ Income
- Expenses

Changes in net 
assets of the period

How successful has 
the company 

performed within the 
last period

Cost- (and 
performance) 
accounting

+ Performance
- Costs

Operating profit
How beneficial are 

individual measures 
in the short-run?
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Definitions
2 Basic terms of accounting

Cash and cash equivalents that are spent by the company within a period. Every cash-outflow 
decreases the amount of cash on hand and cash in banks. (= total of cash and cash 
equivalents).

Cash-outflow

Cash-inflow Cash and cash equivalents that flow directly to the company within a period. Every cash-
inflow increases the amount of cash on hand and cash in banks.

Monetary value of a company’s acquired economic goods(a) within a period. Regardless 
whether the cash-outflows are made in the previous or following years. Expenditure

Receipts Monetary value of a company‘s delivered economic goods (a) within a period. Regardless 
whether the cash-inflows are made in the previous or following years. 

Expenses are expenditures periodised and net income affecting. The period expense equals 
the amount of all consumed respectively used economic goods within that period.Expense

Income Income are receipts periodised and net income affecting. The period income equals the 
amount of the realized increase in value within that period.

Monetarily assessed consumption of goods and services due to providing goods and services. Cost

Performance Monetarily assessed increase in value due to providing goods and services.

Note: (a) Per definition an economic good needs to have a demand for it and a shortage of that good occurs. This is true for 
most of all goods.
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Distinction of cash outflow and expenditure
2 Basic terms of accounting

Cash outflow of the period

Cash outflow and 
expenditure at onceCash outflow but no expenditure

Cash outflows that 
lead to expenditures 

within the same period

Cash outflows that will 
lead to expenditures 
within a future period

Cash outflows that led 
to expenditures within 

a prior period
E.g.: Cash purchase of raw 

materials
E.g.: Prepayments for raw 

materials that will be 
delivered within a future 

period

E.g.: Paying an invoice 
statement concerning the 
delivery of raw materials 

from a prior period

Expenditures that will 
lead to cash outflows 
within a future period

Expenditures that can 
be derived from cash 

outflows of a prior 
period

Expenditures that can 
be derived from cash 
outflows of the same 

period
E.g.: Purchase of goods on 

credit
E.g.: Delivery of goods that 

have been paid within a 
prior period

E.g.: Cash purchase of raw 
materials

Expenditure but no cash outflow
Expenditure and cash 

outflow at once

Expenditure of the period
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Distinction of expenditure and expense
2 Basic terms of accounting

Expenditure of a period

Expenditure and expense at 
onceExpenditure but no expense

Expenditures that will lead to 
expenses  within the same 

period

Expenditures that will lead to 
expenses in future periods

E.g.: Usage of raw materials that 
have been purchased within the 

same period

E.g.: Purchase of raw materials 
that will be used within a future 

period

Expenses that will lead to 
expenditures within a future 

period

Expenses that can be 
derived from expenditures of 

a prior periods

Expenses that lead to 
expenditures within the 

same period

E.g.: Accrual of provisionsE.g.: Depreciation of a machine 
that was purchased within a prior 

period

E.g.: Consumption of raw 
materials that have been 

purchased within the same periode

Expense but no expenditure
Expense and expenditure at 

once

Expense of the period
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Example 1: Purchase – to – Pay (Purchasing cycle)
2 Basic terms of accounting

Ordering raw materials

Delivery, cash payment of raw materials 
and storage 

Inventory withdrawal

Consumption of raw materials for 
production

Cash outflow Expenditure
Receiving of goods and services
and decrease of cash and cash equivalents 

Expense
Consumption of goods or use of services

Timing
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Cash outflow
Decrease of cash and cash equivalents 

Example 2: Purchase – to – Pay (Purchasing cycle)
2 Basic terms of accounting

Ordering raw materials

Down payment on the ordered raw 
materials

Remaining payment for the raw materials 
and repayment of the liability

Consumption of raw materials for 
production Expense

Consumption of goods or use of services

Delivery, receipt of the invoice and the 
incurrity of the liability

Inventory withdrawal

Expenditure
Receiving of goods and services

Cash outflow
Decrease of cash and cash equivalents 

Timing
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Example 3: Purchase – to – Pay (Purchasing cycle)
2 Basic terms of accounting

Ordering raw materials

Delivery, receipt of the invoice and the 
incurrity of the liability, storage of the raw 
materials

Consumption of raw materials for 
production Expense

Consumption of goods or use of services

Payment of the outstanding invoice and 
repayment of the liability

Inventory withdrawal

Expenditure
Receiving of goods and services

Cash outflow
Decrease of cash and cash equivalents 

Timing
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Distinction of cash-outflow, expenditure, and expense
2 Basic terms of accounting

Expenditure
Emergence of a payment obligation by receiving goods and services

Statement of cash flows

Financially relevant 
cash outflow only

(repayment of 
liabilities)

Cash outflow
Outflow of cash and cash equivalents within one 

period

Term of payments

Expense
Periodized and net income affecting expenditure

Statement of profit or loss
Profit and loss account

Expense Income

Consumption

Note: At some time every expenditure becomes either a cash-outflow or an expense by consumption respectively.

Net income affecting 
cash outflow

(utilization of services)
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Example: Cash-inflow – Receipt/Cash-outflow – Expenditure (Poll 4)
2 Basic terms of accounting

Situation

The following business transactions are presented: 

— Taking a cash loan (e.g. bank loan) amounting to 95.000 €

— Purchase of goods for 600 € on credit

— Sales of goods for 600 € on credit

— Cash purchase of raw materials

— Cash sale of goods for 300 €

— Granting a bank loan amounting to 1.111 € in cash

Task

Concerning the examples above, what business transaction can be identified as cash-inflow, receipt, 
cash-outflow, expenditure or both at the same time. 

Note: A buyer‘s “purchase on credit” always implies a seller‘s “sale on credit“.
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Example: Receipts– Income/Expenditure – Expense (Poll 5)
2 Basic terms of accounting

Situation

The following business transactions are presented: 

— Sale of tangible assets at book value which amounts to 5.000 €

— Impairment of a company vehicle

— A customer pays for a service 6.000 € in cash

— Rental payment for a business office

— Increase in value of a company‘s own tangible asset by 100 €

— Purchase of a production machine for 100.000 €

Task

Concerning the examples above, what business transcation can be identified as receipt, income, 
expenditure, expense or both at the same time.
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Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Overview
2 Basic terms of accounting

Breakout No. 12

Introduction to Accounting



3
Basics of
financial
accounting
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Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting
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Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Accounting
standards

Accounting 
principles

Components of 
a financial 
statement

Accounting
technique
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Rules & standards
3.1 Accounting standards

Rules/standards define…

— if and when a transaction is recorded (recognition)

— where an item is disclosed (disclosure)

— how items are valued (valuation)

Different rules/standards

— National accounting standards

— German GAAP: ~30 pages (principles based)
US GAAP: ~ 25,000 pages (rules based)

— International accounting standards (IFRS):
~ 4.800 pages (mostly rules based)
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National and international 
3.1 Accounting standards

Accounting standards

National German commercial law International Accounting Standards

Legal rules of the 
German commercial 

code (HGB)

Generally accepted 
accounting 
principles

Legal codified 
accounting rules as 

well as rules on 
valuation of assets 
and liabilities in the 
Third Book of HGB

Basic and binding 
rules on accounting 

and valuation; 
undefined legal term 

without legal definition

IFRS US-GAAP

Accounting standards 
for global 

harmonization of 
accounting, issued by 

International 
Accounting Standards 

Board (IASB)

National accounting 
standards which are
relevant for access to 
the US capital market
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Germany: Accounting standards being relevant for preparation
3.1 Accounting standards

Relevant standards for

Consolidated financial statement

Capital market oriented
parent companies

Obligation of 
consolidated accounting 
pursuant to IFRS due to 
rules of the European 

accounting law

Requirement to prepare consolidated financial 
statements for corporations exceeding the size 
criteria of § 293 HGB, and in general for publicly 

traded corp.

Individual financial statement

Requirement to prepare annual financial statements 
for all German companies for the purpose of 

documentation and information as well as dividend 
and tax assessment.

Capital 
companies/special 

comm. partnerships 

Additional supplementary 
rules of §§ 264-289f HGB 

for corporations

rules for all merchants in 
the Third Book of the 

German Commercial Code

§§ 238-263 HGB

Individual companies and 
partnerships

Non-capital market oriented
parent companies

Consolidated accounting 
pursuant to §§ 290 – 315d 

HGB
Option of consolidated 

accounting in accordance with 
IFRS pursuant to § 315e HGB

When accounting in accordance with IFRS accounting 
pursuant to HGB is no longer required for the 
consolidated financial statements.
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Corporated (capital) and unincorporated (partnership) companies
3.1 Accounting standards

Capital companiesPartnershipCriteria

Partners recede into the background in 
respect of daily business, the company 
itself is coming to the fore

Personality of partners is paramount, 
they are responsible for daily 
business

Position of partners?

Only management board has power of 
representation

Each partner has power of 
representation

Representation? 

Legal independence (capacity to enjoy 
rights and be subject to obligations)

Legal independence (capacity to 
enjoy rights and be subject to 
obligations)

Legal independence?

Acting in legal communication is 
attributed to the company, since it has 
its own legal personality (legal person)

Acting in legal communication is 
attributed to the natural persons 
behind

Legal personality?

Separation of company assets and 
partners
(Partners do not bear liability for the 
company‘s liabilities)

Partners bear liability personally 
and unlimited for the company’s 
liabilities (Exception: limited 
partners)

Liability?

AG, GmbH, KGaA, GmbH & Co. KGOHG, KG, GbRExamples
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Basic concept: “capital market oriented”
3.1 Accounting standards

listed

A company is listed if 

— equity instruments

are traded on an organized market.

Remarks:

— Only stock corporations, public partly limited 
partnerships, or a SE can be listed.

— Hard disclosure obligations (quarterly reports, 
ad hoc announcements)

— Examples: BMW AG, Allianz SE, Henkel AG & 
Co. KGaA, etc.

capital market oriented

A company is capital market oriented if

— equity instruments 
(shares or similar securities) or

— bonds

are traded on an organized market. 

What is the relationship between a capital company and a company being capital market 
oriented?Question: 

Answer: 
There is none! A capital company may be capital market oriented, but it does not have to. 
Same applies to a partnership (however only with bonds, i.e. it may not be listed!).
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Basic concept: “Group”
3.1 Accounting standards

This is a group

P-AG

Nationally Abroad

dominant 
influence

dominant 
influence

S1 S1 … AS1 …

SS1 SS2 … … ASS1 …

P - Parent company S - Subsidiary SS - Sub-subsidiary
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1. Characteristics:
government rule by BaFin (state 
financial supervision) or similar 
regulatory authorities

1. Characteristics:
not regulated and not illegal

1. Characteristics:
illegal (transactions which are 
subject to authorization without 
authorization of regulatory 
authorities)

Basic concept: “capital markets”
3.1 Accounting standards

Capital markets

white grey black

2. Products:
Shares, 
corporate bonds,
others

3. Markets:
Organized market

2. Products:
Company participations, 
real estate participations, others

3. Markets:
Over-the-counter-trading 

2. Products:
Insurances, gambling or bets, 
offered by people not having the 
necessary permissions

3. Markets:
diverse places
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Judgement involved
3.1 Accounting standards

Judgment required

— no rules at all

— rules are wooly (“significant”, “probably”)

— rules require estimates (“future cash flows”, “fair value”)

— Future contingencies: new circumstances, events, and transactions

— Standards deliberately give discretion to elicit managers’ private 
information (in particular principles-based standards)

Source: Prof. Dr. Ernstberger
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Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Accounting
standards

Accounting 
principles

Components of 
a financial 
statement

Accounting
technique
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Overview
3.2 Accounting principles

(Generally accepted) accounting principles

Generally accepted 
bookkeeping principles

Generally accepted
inventory-taking principles

Generally accepted financial 
accounting principles

Principles relating to 

proper bookkeeping

Principles relating to

inventory-taking

Principles relating to 

financial statements
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System of principles following Leffsons
3.2 Accounting principles

Generally accepted Accounting rules in the broadest sense

Framework principles Accruals principles Complementary principles

Completeness
Accuracy and 

Neutrality

Transparency 
and 

Understand-
ability

Prudence
Consist-

ency
Going 

concern

Single-
asset 

valuation

Accruals 
principle 

Realization 
principle

Imparity 
principle
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Detailed overview
3.2 Accounting principles

Generally accepted accounting principles

Principles relating to 

proper bookkeeping

Generally accepted 
bookkeeping principles

Principles relating to

inventory-taking

Generally accepted
inventory-taking principles

Principles relating to 

financial statements

Generally accepted financial 
accounting principles

— Transparency & 
Understandability

— Accountability — Consistency (formal)

— Completeness
— Accuracy
— Neutrality

— Completeness
— Single-asset registration
— Accuracy

— Realization principle
— Imparity principle
— Prudence
— Consistency (material)

Primary purpose: Documentation Primary purpose: Information

fo
rm

a
l

m
a

te
ria

l



100© WS 2025/26
Prof. Dr. Bernd Grottel

Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Accounting
standards

Accounting 
principles

Components of 
a financial 
statement

Accounting
technique
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Possible components of financial statements in accordance with HGB
3.3 Components of financial statements

balance of assets and liabilities 
on the balance sheet date

Balance sheet Income statement Notes

Period-related comparison of 
income and expenses

For the interpretation, correction, 
supplementation and relief of the 
information of the balance sheet 
and income statement 

Presentation of cash flow 

Statement of Cash flows 
(SoCF) 

Statement of Changes in 
equity (SoCE)

Segment reporting

Changes in equity financial information on individual 
sub-sectors of the company

Management report as a supplement

Note: Important: The management report is not part of the financial statement, but an additional document. In order to show all 
mandatory documents, the management report was taken into account here.
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Components of individual financial statements in accordance with HGB
3.3 Components of financial statements

Relevant components in the course of an individual financial statementComponents

Option
(§ 264 Abs. 1 S 
2 Hs. 2 HGB) 

Segment reporting

Unless conso-
lidated financial 

statements

SoCF und SoCE
(§ 264 Abs. 1 S 2 Hs 1 HGB)

Management report
(§ 264 Abs. 1 S 1 iVm S 4 HGB)

Option
(267a HGB)

Notes 
(§ 264 Abs. 1 S 1 HGB)

Income Statement
(§ 242 Abs. 3 HGB)

Balance sheet
(§ 242 Abs. 3 HGB)

Capital
market-
oriented

Large
Medium-

sizeSmallMicro-Other
Small 
single

merchantsCompany
characteristics

Capital companies
(corporations)

Non-
capital companies



103© WS 2025/26
Prof. Dr. Bernd Grottel

Components of the consolidated financial statements in accordance with 
HGB and IFRS

3.3 Components of financial statements

„Group “

non-capital market-
oriented

capital market-oriented

IFRSIFRSHGB

mandatory
Statement of financial
position

mandatorymandatoryBalance sheet

mandatory
Statement of 
comprehensive income(b)mandatorymandatoryIncome statement

mandatory
Statement of changes
in equity

mandatorymandatoryStatement of changes in equity

mandatoryStatement of cash flowsmandatorymandatoryStatement of cash flows

mandatoryNotesmandatorymandatoryNotes

-(a)Management report-(a)mandatoryManagement report

Note: (a) mandatory only according to local regulation (e.g. Germany)
(b) Ohter comprehensive income does not exist according german legislation
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Overview - Annual closing process (example based on an german AG)
3.3 Components of financial statements

Board of 
directors

Auditor
Supervisory 

board
Board

General 
Assembly

Preparation Audit Fixing Disclosure

Parties involved Documents Phases Activities Timeline of documents

Note: (a) Assumption: voluntary audit or statutory audit

Business 
transactions

Postings based 
on transactions

decides 
about

are
posted

Audited 
financial 

statements

Unaudited 
financial 

statements

Audit reportAudits(a)

prepares delivers

audits/
gets it
fixed

Fixed 
financial 

statements

discloses

Disclosed 
financial 

statements

decides
about
profit-
distribution
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Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Accounting
standards

Accounting 
principles

Components of 
a financial 
statement

Accounting
technique
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Overview
3 Basic of financial accounting

Basics of accounting1

Basic terms of accounting2

Basics of financial accounting3

Introduction to Accounting

Accounting
standards

Accounting 
principles

Components of 
a financial 
statement

Accounting
technique
Lecture

Bookkeeping
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Types of accounting
1 Basics of accounting (MCQ)

Which type of accounting is assigned to external accounting? 

Statistics and comparative methodsA

Cost and performance accountingB

Financial accountingC

Planning/budgetingD

Financial accountingC

External accounting…

is customizable for each companyA

is designed by works councilB

is determined by chartered accountantsC

is subject to legal rulesD is subject to legal rulesD

MC
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Types of accounting
1 Basics of accounting (MCQ)

Who is not an addressee of the financial statement? 

OwnersA

CreditorsB

Company managementC

AuditorD

What is not a function of external accounting? 

Representing company’s financial situation to its stakeholdersA

Planning, monitoring and controlling of a company‘s operationsB

Financial Reporting/Accounting pursuant to legal rulesC

Preparation of financial statementsD

AuditorD

Planning, monitoring and controlling of a company‘s operationsB

MC
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HGBA

GoBB

IFRSC

US-GAAPD

Accounting Standards
3 Basics of financial accounting (MCQ)

What of the following applies for the national German commercial law?

just the HGBA

the HGB and GoBB

the HGB, GoB and IFRSC

the HGB, GoB, IFRS and US-GAAPD

Which of the following accounting rules is not legally defined?

GoBB

the HGB and GoBB

MC
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Accounting Standards
3 Basics of financial accounting (MCQ)

The capital market-oriented Schnöllerle AG that is based in Germany with subsidiaries abroad only …

needs to prepare an individual financial statement applying HGB and a consolidated financial 
statement applying IFRS. 

A

needs to prepare an individual financial statement applying HGB and a consolidated financial 
statement applying HGB or IFRS.

B

needs to prepare an individual financial statement applying HGB and a consolidated financial 
statement applying IFRS.

C

needs to prepare an individual financial statement applying HGB and a consolidated financial 
statement applying HGB and IFRS.

D

needs to prepare an individual financial statement applying HGB and a consolidated financial 
statement applying IFRS.

C

MC
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Imparity principleA

Realization principleB

Accruals principleC

Single-asset valuationD

Accounting Standards
3 Basics of financial accounting (MCQ)

Which principle is not an assignable framework principle of the generally accepted accounting principles?

CompletenessA

PrudenceB

Accuracy and NeutralityC

Transparency and UnderstandabilityD

Which principle is not an assignable accruals principles of the generally accepted accounting principles?

Single-asset valuationD

PrudenceB

MC
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Purchase of goods on creditA

Purchase of goods in cashB

Payment of goods sold in a prior periodC

Delivery of goods that have been paid within a prior periodD

Accounting Standards
3 Basics of financial accounting (MCQ)

The generally accepted Accounting rules need to be taken into consideration for preparing the financial 
statements. What is not a part of the accrual principles of the generally accepted Accounting rules?

Realization principleA

Accruals principleB

CompletenessC

Imparity principleD

In which case is a cash-outflow an expenditure at the same time?

Purchase of goods in cashB

CompletenessC

MC
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Accounting Standards
3 Basics of financial accounting (MCQ)

Business accounting is seperated in different fields. What is not a part of the financial accounting?

BookkeepingA

Financial planningB

InventoryC

Financial statementsD

The generally accepted Accounting rules need to be taken into consideration for preparing the financial 
statements. What is not a part of the framework principles of the generally accepted Accounting rules?

Trancparancy and UnderstandabilityA

CompletenessB

PrudenceC

Accuracy and NeutralityD

Financial planningB

PrudenceC

MC
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Accounting Standards
3 Basics of financial accounting (MCQ)

Which principle is not an assignable complementary principle of the generally accepted accounting 
principles?

ConsistencyA

PrudenceB

Imparity principleC

Going concernD

Imparity principleC

MC


