
Intermediate Accounting: Coach

Screen 001

This illustration deals with finding financial information in a 
company’s annual report.  The company that we will use is
McDonald’s Corporation, the leading global foodservice 
retailer.  There are many resources available for such 
financial information.  I will introduce you to a popular 
database, EdgarScan, that is available from a free website of
PricewaterhouseCoopers, the world's leading professional 
services firm. You should visit this website after completion 
of the illustration and bookmark it for future reference.  
Learning about this database will provide you with a valuable
tool that you can use in studying many accounting topics.
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This is the McDonald’s comparative income statement for 
the years 2006 and 2005.  We will use it later to answer 
some questions.
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This is the asset side of the McDonald’s comparative year-
end balance sheet for the years 2006 and 2005.  We will use
it later to answer some questions.
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This is the liabilities and equity side of the McDonald’s 
comparative year-end balance sheet for the years 2006 and
2005.  We will use it later to answer some questions.
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This is the operating section of the McDonald’s comparative
statements of cash flows for the years 2006 and 2005.  We
will use this later to answer some questions.
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This is the remainder of the McDonald’s comparative 
statements of cash flows for the years 2006 and 2005.  We
will use this later to answer some questions.
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Having found the McDonald’s financial statements, they can
provide answers to many questions of interest to decision 
makers.  We will look at a small sampling of those questions
here.  Let’s look at the questions before we discuss them.

1. What amounts did McDonald’s report for the following 
items during 2006?
a. Total revenues
b. Total costs and operating expenses
c. Net income
d. Amount paid in income taxes
e. Cash provided by operations

2.  What amounts did McDonald’s report for the following 
items as of December 31, 2006?
a. Total assets
b. Total current liabilities
c. Total shareholders’ equity
d. Number of common stock shares issued

3. What was the percentage change for the following items 
by McDonalds during 2006?
a. Sales revenue
b. Operating income
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Now let’s look at the McDonalds financial statements for the
answers to these questions.

The following items are found in the McDonalds income 
statement for 2006:

Total revenues;
Total costs and operating expenses; and
Net income.
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The 2006 amount of cash provided by operations for 
McDonald’s, over $4.34 billion, is found in its statement of 
cash flows.
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Also, the 2006 amount of income taxes paid by McDonald’s,
almost $1.53 billion, is found in its statement of cash flows.
This differs from the provision for income taxes, that is, the 
amount of tax expense, that was shown in the McDonald’s 
income statement.
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The amount of total assets is found in the McDonald’s 
balance sheet for December 31, 2006.
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In addition, these items are found in the McDonald’s balance
sheet:

Total current liabilities;
Total shareholders’ equity; and
The number of common stock shares issued.
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One of the benefits of comparative financial statements is 
the possibility of using them to detect changes or trends.

For example, in the McDonald’s income statement, you can
measure the percentage change in each line item by taking 
the difference between the 2006 and 2005 amounts, and 
dividing them by the 2005 amounts.
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When you compute those percentage changes for each 
income statement item, you derive this form the statement.

Notice, we can answer the questions dealing with changes in
total sales revenue and operating income, which were 8.84%
and 11.34%, respectively.
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Finally, we return to the footnotes to McDonald’s Financial 
Statements.  It is important to recognize that the footnotes 
are an integral part of a company’s financial statements.  In 
fact, they often provide the important details that financial 
statement users need to know to understand how well the 
company is doing.  Typically, the first financial statement 
footnote summarizes a company’s significant accounting 
policies.

This footnote methods used by the company to account for 
things like inventory, depreciation and the like.  This allows 
the user to determine how that company’s methods 
accounting methods compare to peer competitors and, 
therefore, the extent to which the resulting accounting 
numbers are comparable.
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Here is an excerpt for Footnote 1 in the McDonald’s 2006 
annual report.  This excerpt describes the basis for 
consolidation of the McDonald’s financial statements, as well
as its accounting policies for revenue recognition and for 
property and equipment.
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