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Why do companies prepare financial statements?

Health Check
To evaluate the financial 
performance and position01 Cash flows

Cash Flows from operating, 
investing and financing activities02 Comparison

To compare the performance with 
peer companies in the same 
industry
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Trend Analysis04 Credit Decisions
To understand the liquidity, debt 
and funding situation05 Business Decisions

Various aspects of the statements 
are used to make business decisions 
like expansion, diversification, etc.
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Users of Financial Statements
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Top Management
Business decisions are taken based on financial 
statements

Shareholders
Investors use the statements to see whether their 
money is being put to good use

Stock Exchanges
Stock exchanges ensure that companies do not 
flout with public money

Tax Authorities
Direct and Indirect Tax Authorities use these 

statements to estimate and verify the taxes paid

Financial Institutions
Lending banks ensure that the company maintains 

adequate amount of cash reserves to repay the 
loan amount

Other Regulatory Bodies
Central Banks, Competition Committee, Foreign 

Exchange Management



Microsoft-
Financial 
Statements 
2020

https://www.microsoft.com/investor/reports/ar20/index.html


Profitability 
Ratios

Gross Margin = 
(Revenue – Cost 
of Sales)/Sales
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Net Profit Margin 
= (Gross Profit –
Other Expenses) / 
Revenue
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Return on Assets 
= Net Profit/ 
Average Total 
Assets
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