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PREFACE
Corporate Reporting is a means to communication of published financial statements and related

information from a corporate house to third parties including shareholders, creditors, customers,
governments and public at large and also to demonstrate the credibility, accountability and reliability of its
working. The significance of corporate reporting has gained much momentum during recent years due to
evolution of complex form of organizations, the expansion and growth of company, increase in
competition, shift in the emphasis from the concept of ‘shareholders’ to ‘stakeholders’; the enactments and
amendments in disclosure laws in various countries; professionalism of management; emergence of
accounting as a recognized profession; and the pronouncements on disclosure made by various
professional accounting bodies in India and abroad and high information requirements of the users. A
series of scandals that have rocked the financial markets and shaken investor confidence have further
increased the importance of corporate reporting.

Corporate reporting in India is governed primarily by one central Act, i.e., the Companies Act, 2013.
Another body that has a major influence in reshaping Indian corporate reporting is the Securities and
Exchange Board of India (SEBI). The Companies Act, 1956 and 2013 prescribes the financial reporting
requirements for all the companies registered under it. The reporting requirements that are imposed by the
SEBI through its Guidelines and through the Listing Agreement are in addition to those prescribed under
the Companies Act. SEBI requirements are to be followed by the companies listed in the Indian stock
exchanges.

With the economic liberalisation and globalised business operation, Indian corporates are facing
difficulties in disclosure and reporting practices of their economic activities. Furthermore, the complexity
in compliance with statutory disclosure requirement of both domestic and international reporting standards
is a general phenomenon. The corporate report is no more restricted to financial report rather it includes
annual report, segment report, integrated report and many more.

It is our esteemed pleasure to place the book Corporate Reporting in India among the students and
readers. This book is intended to provide students with a contemporary and comprehensive course of study
in reporting practices followed by Indian Corporate Sector. It is also true that without proper understanding
of the concept of different corporate reports, one will have difficulty in understanding and resolving
reporting issues, problems and formulating appropriate decisions.

The present book is a step by step approach to understand various facets of corporate reporting
practices through highlighting the theoretical framework and practical aspects. The contents of the book
are divided into twenty chapters. The materials and discussions in the book have been presented in a highly
organised and lucid manner and the book provides a clear and detailed analysis of various corporate
reporting practices by Indian companies. Each chapter is followed by some suitable examples/case studies
of Indian companies of latest period and some theoretical questions.

The book will be very useful to B.Com., BBA, M.Com., M.B.A, M.Phil., Ph.D. in Commerce, CA,
CWA, CS, UGC-NET and Management Institutes, students of professional examinations and accounting
practitioners across the country.

The authors are highly indebted to friends and colleagues from academics and corporate sectors for
their helpful comments and suggestions. Last but not least, we appreciate the complete cooperation of
Mr. Niraj Pandey, Mr. Bijoy Kumar Ojha and his team members of Himalaya Publishing House Pvt. Ltd.,
Mumbai for publication of this text book within a very short span of time.

We invite reader’s suggestions and feedback, if any, as it would offer us an opportunity to enrich this
work further (kumarsanjeebdey@yahoo.co.in).

Dr. S. K. Dey
Dr. A. K. Panda

Dr. Ch. S. K. Nanda
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3 Annual Reporting
Chapter

“In an annual report, you'll have a great deal of information that is of value, some
that has some sort of value, and some that is worthless.”

– Richard Loth

Learning Objectives
After studying this chapter, you should be able to:

Know the meaning and concepts of Annual Report and key constituents of Annual; the objectives
and purpose of Annual Report; acquaint with how to read the contents of Annual Report

Chapter Outline

 Introduction
 Meaning and concept
 Objectives of Annual Report
 Importance of Annual Report
 Contents of Annual Report
 Users of Annual Report
 Limitation of Annual Report
 Conclusions
 Case study

Introduction
Annual reports are an important means of communication for companies. Readers use the

information in the annual report to form a general picture of a company. An annual report summarizes
the performance of a business for twelve months -- essentially the fiscal year of the business. Also
known as the financial year, the fiscal year does not necessarily coincide with the calendar year, as it
can begin and end at any time of the year depending on the business’s desired schedule. Whether the
business observes generally accepted accounting principles or international financial reporting
standards, an annual report should summarize the profits, assets, liabilities, equity position and cash
flows of a business.
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Meaning & Concepts
The single source of getting information about any company whether it is the past or present

performance, the future outlook, detailed financial performance through the financial statements,
corporate governance or corporate social responsibilities activities, all is compiled in the Annual
Report of the company. It helps in assessing the year’s operations and provides the company’s view of
the upcoming year and future prospects. It is a report that each company must provide to its
shareholders’ at the end of the financial year, rather it is a report that every investor must read. It is the
most comprehensive means of communication between a company and its stakeholders, rightly called
the pinnacle of corporate communications.

An annual report begins with an introduction section providing brief descriptions of the business
activities for the year. Such an overview helps the business connect with users of the financial report,
which might include shareholders, financial analysts, creditors, government agencies and prospective
investors. Information outlined in the introductory section includes a review of operating and financial
results, summaries of historical trends and nonfinancial information and ends with presentation of
financial statements with schedules and footnotes.

Wikipedia.org defines an annual report is a comprehensive report on a company’s activities
throughout the preceding year. Annual reports are intended to give shareholders and other interested
people information about the company’s activities and financial performance.

Business disctionary.com explains annual report as presentation of a firm’s audited accounts for
the preceding year, as required in corporate legislation. In addition to the auditor’s report, an annual
report commonly includes (1) management’s review of the operations of the firm and its future
prospects, (2) balance sheet, (3) income statement (profit and loss account), (4) cash flow statement,
and other supporting documents also called annual accounts.

Although one would have all the information about a company readily available, there are certain
things to keep in mind while browsing an annual report.

 One should have the skill to read the annual report to the extent that one can pick the hints
that the company provides regarding future growth or disasters expected. These are
indicated in the Chairman speech, MD&A or the sales and marketing section if any.

 Review the company’s financial statements and look for trends in profitability, growth,
sustainability and dividends.

 Footnotes and schedules are to be carefully read for complete understanding of the financial
statements.

 Carefully read the letter of Auditor opinion to be sure that the financial statements are an
accurate representation of the company’s financial reality.

Objectives of Annual Report
The primary purpose of financial statements is to aid current and prospective shareholders and

other providers of capital in their resource allocation decisions. The statement of comprehensive
income provides a complete picture of company performance by reporting the total monetary measure
of all events that have changed the value of an owner’s interest in the company, other than those
events with owners when acting in their capacity as owners. The statement of financial position shows
the monetary measure of all the resources controlled by a company and all the obligations due by the
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company at one point in time classified as current or non-current or in order of liquidity. The statement
of changes in equity reports all changes to equity during the financial period. The cash flow statement
shows the historical cash inflows and outflows for the financial period from operating, investing and
financing activities. The content of the four statements is supported by notes. Financial statements are
prepared in accordance with the GAAP and Indian Accounting Standards and Interpretations issued by
the Indian Accounting Standards Board (IASB). The standards and interpretations provide the
principles to follow when accounting for and disclosing transactions and events.

Unless a member specifically requests not to receive the financial report, listed companies must
prepare and send a copy of their financial accounts to all members at least twenty one days before the
annual general meeting and within four months of the end of the financial year. Most listed companies
publish their financial statements and reports on their website and notify shareholders of its action.
Alternatively, a company may elect to send shareholders a hard copy or a concise report. A
shareholder has the right to receive a hard copy, but must specifically request the printed version.

Shareholders are sent a notice of the Annual General Meeting (AGM), which is an opportunity
for shareholders to ask questions of the auditor about their report and the directors on any aspect of the
company’s operations and performance and of the annual accounts tabled at the AGM. Company
annual reports provide information on the health of your company to shareholders, stakeholders, the
media and your community. Annual reports come in many formats, ranging from basic typewritten
pages to full-color, glossy publications. Understanding the purpose of the annual report can help you
ensure that your report contains pertinent information for your company.

Provide Financial Information: An annual report provides information on the company’s fiscal
year. Graphs or charts can be included to break down complicated information and make it more
understandable. Annual reports include a balance sheet, income statement, financial summary and
cash flow statement. Financial notes also may be added to explain accounting methods the company
uses to report and record its transactions. Additional information found in notes may detail how your
company allocates pension plan contributions, how equipment has depreciated over time or more
detailed information about stock option compensation. The financial information provided in the
annual reports helps determine the current status of business, how the company is funding operations
and growth, and how good the company is placed at making money for its investors.

Highlight Achievements: Annual reports provide information on the company’s mission and
history and summarize the company’s achievements in the past year. While financial achievements are
included, other achievements also are noted, such as research advances, market share gains or honors
awarded to the company or its employees. The achievement section also may include information on
such things as sales increases or new machinery that increases profitability and productivity. The chief
purpose of the achievements section is to make shareholders and stakeholders feel good about their
investments or participation in your company.

Promote Your Company: In addition to providing financial information, an annual report serves
as a marketing tool for your company. Use of a specific theme, such as a historical milestone or a
focus on improving lives through technology, is often used in annual reports. Inclusion of positive
stories from employees and customers or key moments in your company’s history interspersed
throughout the report can increase readership of the report and appeal to new investors and customers.
Sophisticated design and layout techniques are an important consideration when using an annual
report as a marketing tool. Inc. magazine notes that some companies use a variety of formats,
including electronic annual reports, to make their reports more appealing to readers.
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Other Information: Annual reports introduce your board of directors and key personnel to
shareholders, stakeholders and the general public and often contain photographs of these people. A
letter to the company’s shareholders appears at the beginning of the annual report. It highlights
information of particular interest, such as a brief overview of profits, successful marketing strategies,
campaigns, changing business conditions and information about the company’s plans for the
upcoming year. The letter is written by the highest member of the company’s administration, such as
the chairman of the board or chief executive officer, and helps set a positive tone for the annual report.

Annual Report Contents: An annual report typically contains an overview of performance and
prospects by the chief executive, financial data, results of a company’s operations, information on
market conditions, new product plans, and research and development activities by the companies.

Communicating with Investors: An annual report is an important element of financial
communication strategy to attract and retain investors. Regular communication updating investors on
financial performance and company developments helps engage investors in the business and build
more beneficial relationships, according to Forbes. Investors look for evidence of sound management
when they review the financial data in the report. They can see whether sales are leveling off or the
company has taken on too much debt. To protect their investment, they also want to know that a
company is operating in a market that offers growth opportunities, according to Entrepreneur. The
sections on market conditions, product plans, and research and development provide an indication of a
company’s prospects

Building Customers’ Confidence: Annual reports keep customers informed on the status of a
company and help build confidence in it as a long-term supplier. Customers depend on their suppliers
for reliable delivery of quality products and services that are essential to their own business.
Customers review the information on operations, looking for evidence of investments in
manufacturing or quality that will ensure continuity of supply. They also check the financial reports to
ensure that the company has the stability and profitability to remain a viable supplier. Information on
product plans or research and development activities help customers integrate a company’s future
products with their own product development plans.

Attracting and Retaining Employees: Employees want to know that they are working for a
progressive company that can offer them a secure future and strong job opportunities. The chief
executive’s overview of performance and prospects, together with information on product plans and
market conditions help to shape the perception of a company by employees and prospective employees.

Informing and Influencing the Media: Journalists monitor companies’ activities to report on
financial and business performance, as well as their impact on local communities. Financial journalists
pay particular attention to the company’s results and its prospects. Their views influence investors and
affect a company’s ability to attract funds. Journalists at local newspapers and radio and TV stations
look for success stories in the annual report, as well as reporting developments that affect the
community, such as recruitment drives or expansion plans. Local journalists’ stories affect the
company’s ability to recruit and gain public support for new developments.

Accountability: Annual report is considered as the main accountability mechanism.
Accountability is a pre-requisite, as it gives an idea of how far the company has met its responsibilities
towards its owners, and fulfilled the role defined, which through the financial reports should reflect the
extent of performance that are related to the entity.
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Decision making: The objective of reporting the financial statements’ is to inform about the
performance of the company that could be helpful to a wide range of potential users for evaluating and
making economic decisions. Current shareholders and potential investors are the primary users for
annual reports. By and large it is also required by lenders, banks and potential employees for taking
appropriate financially viable decisions. The annual report comprises information about the company,
and it is the primary source of information about a company’s activities and strategies. The primary
purpose of the annual report is accountability, particularly to shareholders.

Importance of Annual Report
Annual Reports of companies has emerged as common medium of financial reporting. It is also

considered as most important sources of information on accounts as well as affairs of the companies.
Importance of Annual Reports is as follows:

1. Annual report is relatively more and easily accessible than any other source of information.
2. Annual Report contains audited information which creates confidence among the public
3. Annual Reports represents most available source of information on past performance.
4. Annual Reports includes business results, historical summary, companies future plans and

policies along with audited financial statements.

Contents of Annual Report
Annual Reports covers a new idea which communicates the ethos, vision and setting of the

company, its team and its associates and shares this in text and pictures bringing the company and its
image live in the minds of the readers. The year at a glance, Letter to the shareholders, Awards for
excellence, CEO and CFO certification, Directors’ report, Directors’ responsibility statement,
Particulars and information pursuant to Company’s Act 1956- on conservation of Energy, R & D,
Foreign Exchange, particulars of employees, etc., Auditors’ certificate on Corporate Governance,
Financial statement- Indian (GAAP), Management’s discussion and analysis of financial condition and
results of operations. Auditors’ report, Balance Sheet, Profit and Loss Statement, Cash Flow Statement,
Schedules, Balance Sheet abstract and company’s general business profile, Consolidated Financial
Statement- Indian GAAP. Risk Management Report, Corporate Governance Report, Additional
Information, Shareholder Information, Share-price Chart, Selective Data, Ratio Analysis, Statutory
Obligations, Human Resource Accounting, Brand Valuation, Balance Sheet (including intangible
assets), Current-cost-adjusted financial statements, Intangible assets score sheet, Economic Value
Added (EVA) Statement. Management Structure, Charitable initiatives, Report on Environment,
Health, & Safety.

The major components of the annual report mirror the psyche of the company, giving a fair idea
on the sustainability of business and how sound the business is. The followings are the key
constituents of Annual reports that are published by each and every Indian Companies:

1. Letter from the Chairman: This part of the annual report mainly tells you how the
company has performed during the year. It’s a place to find apologies and reasons if the
performance doesn’t meet the expectations. The goals and strategies for the future are also
laid down by the leading hands in this section of the annual report.
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2. Ten-year financial summary: Assuming that a company is at least ten years old, many
annual reports contain a snapshot of the financial results over that period of time. This helps
in seeing the growth/de-growth trend of revenues and profits and other leading indicators of
a company’s financial success.

3. List of directors and other officers: All the data regarding the leading managers like the
president, chief executive officer (CEO), vice presidents, chief financial officer (CFO) is
provided here. Also, information pertaining to the other seniors who may not be a part 5.of
the organization, but are present on the board of the company, to help and guide the
organization is available in this section of the annual report.

4. Management discussion and analysis (MD&A): This is the place where the company’s
management has the opportunity to present a discussion on the significant financial trends
within the company over the past couple of years. It also includes data on the industry of
which the company is a part of. Reading between the lines gives all the hints that the
management is trying to indicate regarding where the company is and where is it expected to
be. It also contains a brief SWOT analysis (strength, weakness, opportunity and threat) and
highlights the business strategy that the management intends to follow for the coming fiscal.
A company’s annual report contains a narrative written by its executive-level management.
Known as the “management discussion and analysis” section, this narrative summarizes the
firm’s financial position. The management discussion and analysis focuses on the
company’s ability to pay its current debts. Executives provide an explanation of the
company’s sales revenue and its capacity to afford growth. A major part of the management
discussion and analysis summarizes the company’s opportunities and threats. Some of
management’s opinions and subjective predictions are put into the analysis.

5. Director’s report: The directors’ report of a listed company has an important role in
meeting the information needs of shareholders. While company’s financial report provides
useful information about financial position and performance, it will rarely provide all of the
information needed to readily assess the company’s financial position and to appreciate the
underlying reasons for the entity’s results. It will also provide little, if any, information
about business strategies and prospects relevant to future financial performance.
The directors’ report contains information that shareholders of the company would
reasonably require to make an informed assessment of:
(a) the operations of the company reported on
(b) the financial position of that company
(c) the business strategies of that company and its prospects for future financial years

(unless their inclusion would be unreasonably prejudicial). This information is
complemented by:
 a review of operations
 details of significant changes in the company’s state of affairs
 a statement of the company’s principal activities and any significant changes in the

nature of those activities
 details of matters since the end of the year that may significantly affect the

company’s future operations, results or state of affairs
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 reference to likely developments in the company’s future operations and expected
results of those operations

 details of the company’s performance in relation to any particular and significant
environmental regulation

The report by the directors will identify the names of the directors and officers of the
company, and is required to contain information about options including share options,
executive options, indemnity and insurance. The directors’ report includes a remuneration
report that must include a discussion of the board’s policy on remuneration and its
relationship to company performance. The remuneration report includes information about
the cost to the company of providing its directors and key management personnel with short-
term employee benefits, post-employment benefits, other long-term employee benefits,
termination benefits and share-based payment arrangements.
The director’s report comprises of all the key events that happened during the reporting
period. It contains all the information like summary of financial, operational performance
analysis, and details of new ventures, partnerships and businesses, performance of
subsidiaries, details of change in share capital and details of dividends. In short, it provides a
recap of the fiscal year under consideration.

6. Corporate information: Subsidiaries, brands, addresses: This section has all the
information regarding company locations (domestic and foreign), contact information, as
well as brand names and product lines.

7. General shareholders’ information and corporate governance: All listed companies to
disclose in their annual report the extent to which they have followed the mandatory
guidelines of the Corporate Governance Principles and Recommendations are as follows:
 Lay solid foundations for management and oversight Companies should establish and

disclose the respective roles and responsibilities of board and management.
 Structure the board to add value Companies should have a board of an effective

composition, size and commitment to adequately discharge its responsibilities and
duties.

 Promote ethical and responsible decision-making Companies should actively promote
ethical and responsible decision-making.

 Safeguard integrity in financial reporting Companies should have a structure to
independently verify and safeguard the integrity of their financial reporting.

 Make timely and balanced disclosure Companies should promote timely and balanced
disclosure of all material matters concerning the company.

 Respect the rights of shareholders Companies should respect the rights of shareholders
and facilitate the effective exercise of those rights.

 Recognize and manage risk Companies should establish a solid system of risk oversight
and management and internal control.

 Remunerate fairly and responsibly Companies should ensure that the level and
composition of remuneration is sufficient and reasonable and that its relationship to
performance is clear.
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A listed company may decide to voluntarily report on more than the above eight principles.
The form, substance and quantity of its voluntary reporting will very much depend on the
way the company defines corporate governance and the view taken by directors on for
whom they govern. Corporate Governance is the system by which companies are directed
and controlled and consider that good corporate governance should have the maximization
of shareholders’ wealth as its objective, while others focus on social responsibility or
sustainability.
The report on corporate governance covers all the aspects that are essential to the
shareholder of a company and are not a part of the daily operations of the company. It
provides all the details regarding the directors and management of the company, for e.g.
their background and remuneration. It also provides data regarding board meetings as to
how many directors attended how many meetings. It also provides general shareholder
information such as correspondence details, details of annual general meetings, dividend
payment details, stock performance (stock history, stock price trends, listing stock
exchanges), details of registrar and transfer agents and the shareholding pattern.

8. Financial Statements and Schedules: The financial report provides people who are
interested in a company – such as shareholders, lenders, analysts and employees – with
information about the financial performance and financial position of the company. It is one
means by which directors of the company advise shareholders on how the business has
performed during the year. The financial report also provides information to shareholders on
how the directors have discharged their responsibilities. Financial reports consist of four
primary financial statements for the current financial period and the comparative previous
financial period, the notes to the financial statements and the directors’ declaration. The four
primary financial statements are:
 a statement of comprehensive income
 a statement of financial position
 a statement of changes in equity
 a statement of cash flows

Financial statements present information relevant to the current financial period and
comparative figures for the previous year to illustrate how the financial performance and
position of the company have changed. The notes in the financial report explain the
accounting policies used in its preparation, and provide additional information on many of
the amounts. The notes also provide financial information which is not contained in the
primary financial statements, such as information about the uncertainties facing the
company that meet the definition of contingent liabilities and leasing commitments.
The directors’ declaration must comprise statements that:
(i) the financial statements and the notes comply with accounting standards

(ii) the financial statements and notes give a true and fair view
(iii) there are reasonable grounds to believe that the company is solvent
The financial performance provides details regarding the operational performance and
financial strength of a company during the reporting period through the income statement,
balance sheet and cash flow statement. The footnotes are equally important as they provide
information about the organization’s structure and financial status that has not been covered
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anywhere else in the report. For example: information on management reorganization or
details on bad debts that was written off by the company. Further, the schedules provide a
detailed breakup of the individual components of the financial statements.
(a) Profit and Loss statement: The income statement is a critical component of an annual

financial report. It presents detailed breakdown of the profits or losses generated by a
business during a financial year. The first subsection of the income statement shows the
gross profit or loss – that is, the difference between total revenues and cost of goods
sold. Cost of goods sold is the opening stock plus net purchases minus the closing stock.
The income statement shows the net profit or loss of a business. Net profit or loss is
calculated by subtracting total operational costs from the gross profit or loss.
Operational costs of a business may comprise items such as salaries, taxes, stationery
and utilities. It is the financial statement that summarizes the revenues, costs and
expenses incurred during a specific period of time. It clearly indicates how much was
earned and what went into getting those earnings.

(b) Balance Sheet: This provides the summary of the assets and liabilities of a company. It
gives a fair idea of what the company owns and what it owes. A balance sheet is a
section of an annual financial report that portrays the ability of a business to honor debt
obligations. It essentially summarizes the assets and liabilities of a business enterprise.
The preparation of a balance sheet begins with recording of noncurrent assets such as
equipment, furniture and computers. It is followed by the current assets section that
comprises items like inventory, accounts receivables and cash. Noncurrent liabilities,
such as debt financing, come next with current liabilities appearing soon after. Current
liabilities are short-term business obligations such as trade payables and bank
overdrafts. The balance sheet also summarizes the equity position that is, a breakdown
of the share capital and retained earnings of a business entity.

(c) Cash Flow Statement: It is the accounting statement that provides the details of how
much cash is generated and used by the company over a specific period of time.
Statement of cash flows is the component of a financial statement that summarizes the
inward and outward movement of cash in a business. It captures the inflows and
outflows of money generated from operations, investments and financing activities.
Cash flows from operations focus on the day-to-day activities such as sales and
inventory purchases. Investment cash flows relate to income and expenses generated by
long-term projects or programs. The financing cash flows segment tracks changes in
the capital composition of the business as occasioned by the sale of shares and
distribution of dividends, as well as borrowing and repayment of debt.
The annual report’s financial statements provide insight into a company’s liquidity. A
negative cash flow from operations means the company is not making income from its
sales. Higher net cash flows from financing activities reveal the company may be
borrowing too much. The income statement shows if operational expenses are higher
than sales revenue. A balance sheet will reveal if a majority of the company’s assets are
short term or long term. Managers can convert short-term assets into cash quicker than
long-term assets. A higher amount of short-term assets, such as accounts receivable,
means short-term debts are more likely to be paid.

(d) Notes to Financial Statements: Notes to the financial statements elaborate on the facts
and figures in the financial statements to enhance clarity. It clarifies accounting
policies and uncertainties that may cloud a business’s assets and liabilities.
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9. Audit Reports: Companies Act 1956/2013 in India has made it obligatory for the
companies incorporated under act to appoint auditors in an annual general meeting. Every
company in its annual reports submits audit report at annual general meeting. Auditors have
to audit balance sheet, profit & loss account of the company and have to provide information
to the shareholders of the company in the form of their opinion.
The emergence of corporate social responsibility and sustainability reports are further
examples of the compulsory reporting which companies are choosing to provide
shareholders with to enhance market knowledge and understanding of their strategies and
performance operating the business. Auditors are independent accountants appointed by
shareholders to provide an independent opinion on the financial report and the remuneration
report prepared by the directors.
The audit report to the financial report comprises two parts.
The first part of the report is the auditor’s opinion about whether the financial report
complies with the Companies Act, the Indian Accounting Standards and International
Financial Reporting Standards (and if not, the quantitative effect of that non-compliance)
and gives a true and fair view of the reported financial performance, financial position and
cash flows of the company.
The second part of the audit report is the auditor’s opinion about whether all information,
explanations and assistance necessary for the audit has been given, whether sufficient
financial records have been kept to enable the financial report to be prepared and audited,
and whether other records and registers as required by the Companies Act, 1956 have been
kept as well as confirming that the audit was conducted in accordance with Indian Auditing
Standards
The audit report provides the reader with added assurance of an independent opinion on the
information contained in the financial report, but it does not guarantee the accuracy of the
financial information, or the continued viability of the company. Further, the auditing
framework is designed to enable auditors to make an assessment that is based on a number
of factors, including materiality.
The auditor will issue a modified opinion when they are of the opinion that the financial
report does not present a true and fair view, or is not in accordance with Indian Accounting
Standards, International Financial Reporting Standards, and Interpretations. Another
example of an auditor issuing a modified opinion is when they decide that the remuneration
report is not in accordance with the Companies Act. Their modified opinions will identify
the shortcomings of the relevant report.
In addition, emphasis of matter paragraphs relevant to the going concern assumption and
other matter paragraphs will be included in the audit report in certain circumstances. Annual
reports contain a report by an independent auditor. The auditor’s job is to confirm the
accuracy of the company’s financial statements. This section also states whether the
financial statements conform to generally accepted accounting principles. Within the
auditor’s report, he will include a statement that says the company’s financial statements are
fair and accurate. That statement is called an “unqualified opinion.” If the auditor does not
give an “unqualified opinion,” readers of the annual report should regard the statements with
suspicion.
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Users of Annual Report
The basic purpose of financial reporting is to communicate economic information to the

interested parties for their investment decisions. These users can be broadly classified into two groups
like internal and external users. Different classes of users use financial information for different
purposes. Identification of the users and their classes is necessary in order to determine the purposes
for which they use information. Identification of users helps in defining user group characteristics
which impinge on both the specific type of information to be presented and the manner of presentation.

According to the Framework for the Preparation and Presentation of Financial Statements issued
by the ICAI in 2000 (hereinafter referred to as ‘ICAI Conceptual Framework’) the users of financial
statements include present and potential investors, employees, lenders, suppliers and other trade
creditors, customers, governments and their agencies and the public. Besides above, another group of
potential users are there which includes owners, lenders, suppliers, potential creditors, employees,
management, directors, customers, financial analysts, financial advisors, brokers, stock exchanges,
lawyers, economists, tax authorities, regulatory authorities, legislators, financial press and reporting
agencies, labour unions, trade associations, business researchers, teachers and students and public.

The common characteristic of external users is their general lack of authority to prescribe the
information they want from a company. It is also observed that some users have more resource and
influence than others so that they can obtain more information about an enterprise than is generally
available to others. These privileged users include managers, large scale equity investors etc. These
different user groups have different objectives and diverse information needs. But, general purpose
financial statements are prepared to meet the common needs of all types of users. However, all of the
information needs of these users cannot be met by such a report. Multiplicity and conflicts of
objectives of a wide variety of potential users for general purpose reports make it difficult to design a
single set of published statements that can simultaneously provide all necessary information to all
possible users.

Traditionally, investors (both existing and potential) are singled out as the dominant user- group
of published financial statements. As providers of risk capital to the enterprise, investors need more
comprehensive information than other users. The ICAI Conceptual Framework states that the
provision of financial statements, which meet the investors’ needs, will also meet most of the needs of
other users. Also in practice, top priority is given to the information needs of the investors while
deciding what items of information should be disclosed in general purpose financial statements.

Potential users of financial information are generally interested to assess the ability of the firm’s
to generate cash for taking decision related to amount, timing, risk association and uncertainty related
to their investments decisions. Customers also require financial information for ensuring the
uninterrupted supply of quality goods and services, optimum utilisation of national resources, fair
pricing practices, etc. Management requires financial information to forecast future cash inflows of the
business and to justify their decisions. Some users may have specialised informational requirement
while some have general financial information requirements. For example, tax authority requires
financial information for calculation of tax liabilities of the concern. Similarly the financial institutions
may require more financial information about their client before sanctioning large loans. The extent
and degree of financial information need varies in relation to type of decisions to be taken by the users.
In India shareholders are the primary users of financial reporting. However, other users are also
equally interested in financial reports of companies.

Basically there are two types of financial reporting like general purpose financial report and
specific purpose report. Financial report in general refers to general purpose financial report. The users
of financial report include present and potential users as follows:
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 Investors: The providers of risk capital and their advisors are concerned with the risk
inherent in, and return, provided by their investments. They need information to help them
determine whether they should buy, hold, or sell. Shareholders are also interested in
information which enables them to assess the ability of the enterprise to pay dividends.

 Employees: Employees and their representative groups are interested in information about
the stability and profitability of their employers. They are also interested in information
which enables them to assess the ability of the enterprise to provide remuneration,
retirement benefits and employment opportunities.

 Lenders: Lenders are interested in information that enables them to determine whether their
loans, and the interest attaching to them will be paid in time.

 Supplier and trade creditors: They are interested in information that enables them to
determine whether amounts owing to them will be paid when due. Trade creditors are likely
to be interested in an enterprise over a shorter period than lenders unless they are dependent
upon the continuation of the enterprise as a major customer.

 Customers: They need financial information of enterprise in which they vested interested
and long term association to enable them to ensure continuation and survival of the business.

 Governments and their agencies: The government is of the responsibility of allocating
national resources in a equitable manner and generating revenue for meeting the economic
development. Further, tax authorities are also interested in financial information of the
enterprises to assess their tax liability and reform in the economic policies.

 Public: Public is after all the ultimate users of the output of the enterprises. They are also
interested in enterprise’s financial information to assess the contribution of the business to
the society at large and their local area development. It also helps them to foresee the future
prospects of the enterprise.

 Management: They are directly involved in the business process and responsible for best
use of the scare resources on behalf of the owners or shareholders. They need financial
information to justify their role and responsibility and at the same time proof their
managerial efficiency.

Limitation of Annual Report
 Dependence on historical costs: Transactions are initially recorded at their cost. This is a

concern when reviewing the balance sheet, where the values of assets and liabilities may
change over time. Some items, such as marketable securities, are altered to match changes in
their market values, but other items, such as fixed assets, do not change. Thus, the balance
sheet could be misleading if a large part of the amount presented is based on historical costs.

 Inflationary effects: If the inflation rate is relatively high, the amounts associated with
assets and liabilities in the balance sheet will appear inordinately low, since they are not
being adjusted for inflation. This mostly applies to long-term assets.

 Intangible assets not recorded: Many intangible assets are not recorded as assets. Instead,
any expenditures made to create an intangible asset are immediately charged to expense.
This policy can drastically underestimate the value of a business, especially one that has
spent a large amount to build up a brand image or to develop new products. It is a particular
problem for startup companies that have created intellectual property, but which have so far
generated minimal sales.

 Based on specific time period: A user of financial statements can gain an incorrect view of
the financial results or cash flows of a business by only looking at one reporting period. Any
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one period may vary from the normal operating results of a business, perhaps due to a
sudden spike in sales or seasonality effects. It is better to view a large number of
consecutive financial statements to gain a better view of ongoing results.

 Not always comparable across companies: If a user wants to compare the results of
different companies, their financial statements are not always comparable, because the
entities use different accounting practices. These issues can be located by examining the
disclosures that accompany the financial statements.

 Subject to fraud: The management team of a company may deliberately skew the results
presented. This situation can arise when there is undue pressure to report excellent results,
such as when a bonus plan calls for payouts only if the reported sales level increases. One
might suspect the presence of this issue when the reported results spike to a level exceeding
the industry norm.

 No discussion of non-financial issues: The financial statements do not address non-
financial issues, such as the environmental attentiveness of a company’s operations, how
well it works with the local community. A business reporting excellent financial results
might be a failure in these other areas.

 Not verified: If the financial statements have not been audited, this means that no one has
examined the accounting policies, practices, and controls of the issuer to ensure that it has
created accurate financial statements. An audit opinion that accompanies the financial
statements is evidence of such a review.

 No predictive value: The information in a set of financial statements provides information
about either historical results or the financial status of a business as of a specific date. The
statements do not necessarily provide any value in predicting what will happen in the future.
For example, a business could report excellent results in one month, and no sales at all in the
next month, because a contract on which it was relying has ended. Financial statements are
normally quite useful documents, but it can pay to be aware of the preceding issues before
relying on them too much.

Conclusions
Although the annual report serves as a communication tool and determines the reality of the

organization in the public mind, it depends on the quality of information provided in the annual reports.
That is why, it is important to filter the annual report for the information provided and gauge its
relevance before taking any investment decisions.

Case Study
Following is the case of an Annual Report published by one of the most leading Indian

Companies as ANNUAL REPORT – 2015 – 16 WIPRO (www.wipro.com › Investors › Financial
Information) reproduced as under here for your benefits:
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Wipro in Brief 02
Design it Build it 04
Financial Highlights 08
Key Metrics 09
Letters Chairman’s Letter to the Stakeholders 10
Vice-Chairman’s Letter to the Stakeholders 12

Good Governance and Management Practices 35
Risk Managment 35
Capitals and Value Creation 38
Board’s Report 65
Corporate Governance Report 109
Financial Statements Standalone Financial
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CEO’s Letter to the Stakeholders 14
Board of Directors Parole of Board of Directors 16
Sustainability Highlights 2015-16 22
Management Discussion & Analysis An Integrated
Approach 24
Industry and Business Overview 26
Business Strategy 27
Business Model 30

Statements under India GAAP 130
Consolidated Financial Statements under India
GAAP 171
Consolidated Financial Statements under IFRS 216
Business Responsibility Report 265
Glossary 270

Wipro in Brief
Wipro Limited (NYSE:WIT, BSE: 507685, NSE:WIPRO) is a leading information technology,

consulting and business process services company that delivers solutions to enable its clients do
business better. Wipro delivers winning business outcomes through its deep industry experience and a
360 degree view of “Business through Technology.” By combining digital strategy, customer centric
design, advanced analytics and product engineering approach, Wipro helps its clients create successful
and adaptive businesses. A company recognized globally for its comprehensive portfolio of services,
strong commitment to sustainability and good corporate citizenship, Wipro has a dedicated workforce
of over 170,000, serving clients across 6 continents. We began our business as a vegetable oil
manufacturer in 1945 at Amalner, a small town in Western India and thereafter, forayed into soaps and
other consumer care products. During the early 1980s, we entered the Indian IT industry by
manufacturing and selling mini computers. We began selling personal computers in India in the 1980s.
In the 1990s, we leveraged our hardware R&D design and software development expertise and began
oering software services to global clients. With a track record of over 25 years in IT Services, we are,
today, focused entirely on the Information Technology business. Wipro is listed on National Stock
Exchange and Bombay Stock Exchange in India and New York Stock Exchange in the US. For more
information, please visit www.wipro.com. VALUES at the core of Wipro are the “Spirit of Wipro”. It
encapsulates the values, which are the guiding principles for our culture and behaviour in Wipro. It
binds us together and inspires us to achieve excellence in whatever we do. SPIRIT OF WIPRO
IDENTIFIES THREE CORE VALUES

For details visit www.wipro.com

Questions
1. What do you mean by Annual Reports? Explain its contents briefly.
2. Annual Report is an effective and most popular medium of reporting practices by Indian

Companies. Elaborate.
3. What are the objectives and purpose of preparing Annual Report?
4. Write a brief note on Management Discussion and Analysis.
5. Write a short note on Auditors’ Report.
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