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THE WALT DISNEY COMPANY

The Walt Disney Company (Disney) was founded in
1923 by Walt and Roy Disney. Over the last 90 years,
Disney has grown to become one of the largest enter-
tainment companies In the world, with revenues
and assets well above $50 billion. Disney operates
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their characters spawn merchandise that contributes to

have been highly successful. Movie success not only the success of the consumer products segment as well

contributes to the success of the studio entertain- as games that contribute to the success of the inter-

ment segment, but often leads to rides and attrac- active segment. Content derived from successful mov-

tions that contribute to the success of the parks and ies often serves as an engine of growth for the entire

resorts segment. In addition, successful movies and Disney company. m

Lo11
LEARNING OBJECTIVE

Understanding and using accounting information is an important ingredient of any business
undertaking. Terms such as sales revenue, net income, cost, expense, operating margin, and
cash flow have clearly defined meanings and are commonly used in business-related G
munications. Although the precise meaning of these terms may be unfamiliar to you at this
point, you must gain a basic understanding of these and other accounting concepts to become
an active participant in the business world. Our objective in this book is to provide that basi¢
understanding to those who both use and prepare accounting information.

Information that is provided to external parties who have an interest in a company is SOMe”
times referred to as financial accounting information, Information used internally by manage"
ment and others is commonly referred to as managerial accounting information. Whereas
these two types of information have different purposes and serve different audiences, @ey
havel certain attributes in common. For example, both financial and managerial accol-mtmg
require the use of judgment, and information prepared for either purpose should be su_bJect t0
the company’s system of internal control. Financial accounting concepts are critical m? et
{0 understand the financial condition of a business enterprise. Determining a compary ® -
income by‘subtracting its expenses from its revenue is a particularly important part of ﬁnan‘
cial reporting today. This may appear to be a simple process of keeping accounting - an-
and preparing reports from those records, but a great deal of judgment is required. For ex;zed
:ie;nw::n IS‘ITOL."d ﬁt]he cost of acquiring a resource that s used for several years b ;ec‘;Su“
for man:;er::::::, bljtc:;] I;any $ financial statements? What information is particu!™
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Accounting Information: A Means to an End

concepts if the
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transactions are often complex. Making these judgments requires the accountant to exercise
effective critical thinking skills, The ultimate objective of useful information is to facilitate

good decisions, and good decisions help bring about a prosperous society.

TYPES OF ACCOUNTING INFORMATION

Just as there are many types of economic decisions, there are also many types of accounting
information. The terms financial accounting, management accounting, and tax accounting
often are used in describing three types of accounting information that are widely used in the
business community.

Einanclal Accounting  Financial accounting refers to information describing the finan-
c1al' resources, obligations, and activities of an economic entity (either an organization of
an individual). Accountants use the term financial position to describe an entity’s financial
resources and obligations at a point in time and the term results of operations to describe its
financial activities during the year.

In Sony Corporation's 2015 financial statements to owners, financial position is presented as consisting

of ¥15,834 trillion in assets (Including cash and cash equivalents, inventories, bulldings, and machinery
;,nd equlpn:ent), with obligations against those assets of ¥12,906 trillion. Th;s leaves ¥'2,923 triflon £
ne: ’::an;ers interest In those assets, In the same report, results of operations indicate that Sony had 3

| expenses exceeded revenues) of ¥126 billion for the year ending March 31, 2015.

i ;lnf:ir!cial accounting infom}ation is designed primarily to assist investors and credito®
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Accounting Systems

information, it results from a different system and complies with specialized legal require-
ments that relate to a company’s responsibility to pay an appropriate amount of taxes. Laws
and regulations governing taxation are often different from those underlying the prepara-
tion of financial and management accounting information, so it should not be a surprise that
the resulting figures and reports are different. Because the focus of this text is introductory
accounting, and because tax accounting is quite complex, we defer coverage of tax accounting

subjects to subsequent accounting courses.

[Accounting Systems J

An accounting system consists of the personnel, procedures, technology, and records used
by an organization (1) to develop accounting information and (2) to communicate this infor-
mation to decision makers. The design and capabilities of these systems vary gr;atly from
one organization to another. In small businesses, accounting systems may consist of little
more than a cash register, a checkbook, and an annual trip to an income tax preparer. In la;ge
businesses, accounting systems include computers, highly trained personnel, and acco'untmg
reports that affect the daily operations of every department. But in every case, the basw: pur-
pose of the accounting system remains the same: to meet the organization's needs for infor-

mation as efficiently as possible. . icul —
Many factors affect the structure of the accounting system within a particular org

tion. Among the most important are (1) the company’s needs for accounting information and

(2) the resources available for operation of the system. . . i
Describing accounting as anp information system focuses attention on the. I;If;)m;:it::lg
accounting provides, the users of the information, and the support for ﬁnafnc':lal 2ecWhile
that is provided by the information. These relationships are depicted in Emglt  business
some of the terms may not be familiar to you at this early point in your st:edy tl(:ro i
and accounting, you will be introduced to them more complctelx as we proc - egr hat
textbook and as you take other courses in business and accounting. 0 bserve,m o‘:;ia a,un-—-
the information system produces the information presented in the priddle cds ogfr users
financia] position, profitability, and cash flows. This information meets the nee Gods of
of the infonnation—investors, creditors, managers, and so on—and supports many others
financial decisions such as performance evaluation and resource allocation, among 1

Information System 3
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These relationships are consistent with what we have already learned—namely, that account-
ing information is intended to be useful for decision-making purposes.

DETERMINING INFORMATION NEEDS

The types of accounting information that a company develops vary with such factors as the
size of the organization, whether it is publicly owned, and the information needs of manage-
ment. The need for some types of accounting information may be prescribed by law. For
example, income tax regulations require every business to have an accounting system that can
measure the company’s taxable income and explain the nature and source of every item in
the company’s income tax return. Federal securities laws require publicly owned companies
to prepare financial statements in conformity with generally accepted accounting principles-
These statements must be filed with the Securities and Exchange Commission, distributed t0

stockholders, and made available to the public.
Other types of accounting information are required as matters of practical necessity. For

example, every business needs to know the amounts owed to it by each customer and the
amounts owed by the company to each creditor. Although much accounting information
clearly is essential to business operations, management still has many choices as to the types
and amount of accounting information to be developed. For example, should the accounting
system of a department store measure separately the sales of each department and of differ
ent types of merchandise? The answer to such questions depends on how usefil managemen!

considers the information to be and the cost of developing the information.

THE COST OF PRODUCING ACCOUNTING INFORMATION
prodv

Accounting systems must be cost-effective—that is, the value of the information of

should exceed the cost of producing it. Management has no choice but to produce the

accounting reports required by law or contract. In other cases, however, management o~

cost-effectiveness as a criterion for deciding whether or not to produce certain mfom;"fw
s

In recent years, the development and installation of computer-based information poed
have increased greatly the types and amount of accounting information that can be

in a cost-effective manner.
BASIC FUNCTIONS OF AN ACCOUNTING SYSTEM e
In developing information about the activities of a business, every accounting 5}
forms the following basic functions:

of ¥

1. Interpret and record the effects of business transactions, . atiof
dﬂcm\\m.

2, Clqs.rijy the effects of similar transactions in a manner that permits epo®
various fofals and subtotals useful to management and used in accounting o s

3, Summarize und communicate the information contained in the system L
oy

| The differences in accounting systems arise primarily in the manner, froquer™: N

with which these functions are performed, : ""sw‘
ountifg 5" e

and ¥

In our illustrations, we often assume the use of a simple manual 8¢ "
system iv useful in illustrating baxic accounting concepts, but it is 109 o (o M. o
to meet the needs of most business organizations. In a large businss: o wilh "‘M
a1 & rate of several hundred or several thousand per hour, To KeeP PR\ ey &y
flow of information, these companies munt use accounting systems hat 5% ent “'“h,.p‘ o
based. The underlying principles within these systems are gene ly mﬁplt“" o
manual system we frequently refer to in this text. Understanding manéd
to understand the needs that must be met in a computerized syste™
WHO DESIGNS AND INSTALLS ACCOUNTING © [t
The design and installation of large accounting systems is 8 .poc;ms' ““'tdjo"
not just sccounting, but expertisc in management, information ";;,,,.uy o
many cases—compuler programming. Thus accounting sysicm®
installed by a team of people with many specialized talents.
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Large businesses have a staff of systems analysts, internal auditors, and other professionals
who work full-time in designing and improving the accounting system. Medium-size compa-
nies often hire a CPA firm to design or update their systems. Small businesses with limited
resources often purchase one of the many packaged accounting systems designed for small
companies in their line of business. These packaged systems are available through office sup-
ply stores, computer stores, and software manufacturers.

COMPONENTS OF INTERNAL CONTROL?

In developing its accounting system, an organization also needs to be concemed. with
developing a sound system of internal control. Internal control is a process designed
to provide reasonable assurance that the organization produces reliablt? finz.mcial repqrtS,
complies with applicable laws and regulations, and conducts its operations in an efficient
and effective manner. A company’s board of directors, its management, and other person;
nel are charged with developing and monitoring internal control. The five components 0

internal control, as discussed in Internal COntrol—Integrated' Framework: 2013 gCOH{m::
tee of Sponsoring Organizations of the Treadway Commission), are the coniro envre

v Gy I : :.ation, and monitoring
ment, risk assessment, control activities, information and communication,

activities

' i i other elements of
ization’ i nt is the foundation for all the ’
An organization’s control environme ctors that affect a company s

internal control, setting the overall tone for the organi7:at10n. Fa ! o 4 ethical values,
control environment are: (1) the organization’s commitment t0 mtch(‘lltt)l'] o s oversight
(2) the independence of the board of directors from.managemeﬂt' Al ht. of appropriate lev-
of internal control, (3) management assignment, \_mth board fwers1tgto,am_act e, k0
els of authority and responsibility, (4) an organizatlonal commitmen e of tht; performance
retain competent individuals, and (5 individuals being helq :slccou_ntal > nportt T
of their control responsibilities. The control environment 15 partlcular ):;ironmenl-

fraudulent financial reporting ofteh results from an ineffective cot}tro t:(‘)se ks that pose 2

Risk assessment involves identifying, analyzing. and managing

hould
B ample, a company
threat to the achievement of the organization's objectives. For examp nd then take

reliable financial reports &

assess the risky that might prevent it from prepar ing + risk assessment procedures
::Ps to minimize those risks, When an entity commits fraud, 1S
ve |i i
kely failed. ment puts in place to address

C,"“t"f’l Sctiviienarcthe policies and proce U8 e mamillge of control activities include
appnm identified during the risk assessment process. Exam_p es o operaﬁ"g performancc.
Phy:‘i):allx. authorizations, verifications, reconciliations, reviews

n‘: safeguarding of assets, and segregation of duties: omati

co""a“‘ln and communication involves developing 't 0:1 | formatio
fun 1h¢n:,mu-mcm operational, financial, and compliancc-reli'lw i ind external informa-
tion, I a::l-n.“"- Effective information systems capture bath: .wrnathe flow '
downsires tion, an effective control system is designed to facilitate s

d acrossn:h(fmm management to employees), upstream (from "'“P( tg p mand
interng| com:o?rga.“iz‘“i""- Employees must receive the message “““he internd
fem ang 4 45 Important, and they must understand their role in

All; € roles of others. ble (he com-

Interpg| cont ing & na .
Y to evalugte rol systems need to be monitored. Monitoring . _ in
Clivigje, ate the effectiveness of its system of internal contre nervisory activls
Ues, gy Benerally accompli i anagement and supe
Organ; weli gy By Topiear mplished through ongoing rn l ontrol 5¥8
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As a result of the large financial frauds at Enron and WorldCom, the U.S. Congress
passed, and President George W. Bush signed, the Sarbanes-Oxley Act (SOX) of 2002. SOX
has been described as the most far-reaching securities law since the 1930s. One of the SOX
requirements is that public companies issue a yearly report indicating whether they have an
effective system of internal control over financial reporting. In essence, management must
indicate whether the entity’s internal control system provides reasonable assurance that finan-
cial statements will be prepared in accordance with laws and regulations governing financial
reporting. In addition for all but the smallest public companies, the company’s external audi-
tor must issue its own report as to whether the auditor believes that the company’s internal
control system is effective. These requirements are contained in Section 404 of SOX: there-
fore,' many busiqesspeople describe this process as the 404 certification and the audit under
Section 404. This certification process has been extremely expensive and time-consuming,

and some businesspeople believe that the costs associated with this certification requirement
exceed the benefits, -

&inancial Accounting Information J
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talking about both current investors and creditors and those individuals and other enterprises
that may become investors and creditors in the future.

OBJECTIVES OF EXTERNAL FINANCIAL REPORTING

If you had invested in a company, or if you had loaned money to a company, what would be
your primary financial interest in the company? You probably would be interested in two
things, both of which make up the company’s cash flow prospects. You would be interested
in the return to you at some future date of the amount you had invested or loaned. We refer
to this as the return of investment. In addition, you would expect the company to pay you
something for the use of your funds, either as an owner of a creditor. We refer to this as the
return on investment. Information that is useful to you in making judgments about the com-
pany’s ability to provide you with what you expect in terms of the return of your fgnds as vufell
as a return on your funds while you do not have use of them is what we mean by information

about cash flow prospects. . .
Assume that you have a friend who wants to start a business and nceds some help getting

i for
the money required to rent space and acquire the needed assets to operatc the business (

i the doors

example, delivery truck, display fixtures) and pay elzlhployees ;z;‘;fa‘;:gl;:; ﬁ;zu :re e
: i ts the comp 6

o el ousocer begln Pz 7 e Pf;i?; friend $100,000. Your intent is not to be

financially strong position and agree to loan ond start his com-
long-term investor or co-owner of the business, but rather to hellp yOelLI lf? ;n A:sume further
pany and at the same time earn a return on the funds you hav: (:)?1]:3 year a;ld, if you had not
that you agree to let your friend have the use of your 10000 rurn by placing your money
loaned this amount to him, you could have carned an 8 percent ¢
in another investment.

YOUR TURN

&

lication
such as automobiles and appliances. You are considering an apP en combined with the
PP 00 which, wh ons with

needs to purchase a new car. She Is requesting a foan of 10 st
: re your exp
trade-In value of her old car, will allow her to meet Rer needs. What aré ¥ 4e whether she is @

regard to repayment of the loan, and what information wou
800d credit risk for your bank?

t8e¢ our commants in Connect

W much sk

it ; ing ho
. ‘f‘dmop 10 wanting to help a friend, you are interested I ‘“‘°wmyg hﬂ ur
b With regard to your $100,000, You expect YU fiend ‘: E;) for his use OF ¥°
m““'-'r-ﬂb:::: Y You an additional amount of $8,000 ($100, " car later, & o it
Smount yoy e:' | retun of your investment ($100,000) back 10 ¥ year ($8,000), ¥ §

Exhibiy 1-3, Pect to receive for his having used your money for 8

iding - is ca

to y::f imformm"“ for you o assess your friend’s ability 10 mee! h"nformation
ik yoy -« *Mlially what financial reporting is about ou e o deliver 108,

9 You g o ki ond will be 8018 10C 0 i vely i
O one ng and the prospects that your friend W B Lo i g relative

Ple, jy ':" 'om the time you loan him the $100,000. While 'h“ﬁon (hat will help You

it e 2 Your understanding of the kinds of informé

Secoyy, i lﬂVcst'ment decision, . erna)

ity o Profession has identified certain objectives of ex '

¥ 10 refine ang improve the reporting of informati®
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EXHIBIT 1-3
Investment Analysis

Cash flow from your
original investment

$100,000

Cash flow from a return for allowing another's
use of your funds ($100,000 x 8%)

$8,000

Total cash flow expected to be received in one year
$108,000

+ AN enterprige »and how both the resources and claims ©
+ TeS0urees are ofyen referred to as assers. and the
Creditors angd owners, known as liabilities

$ 10 those reg
and ownery’ cquity, ources are the Claims of

One of the prip,
Wove
future ¢4 ary ways INvestors

d credit s able
Payments ; ) Ors assess will be @
In the Beneral genge og u;nts 1S 10 examipe and Whether an enterprise

analyze the enterprise's financial statemen®
true. A financiq) vord, a Statemeny g ; SESASTHIRIGAE lieved

Statem > S!Mply a declaration of something b€
EXHIBIT 1-4 ent, the on

18 simply ¢ monetary declaration of W
Objectives of Financia|
Reporting; Buliding from the

General to the Specific

{is
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believed to be true about an enterprise. When accountants prepare financial statements, they

are describing in financial terms certain attributes of the enterprise that they believe fairly

represent its financial activities.
Financial statements prepared for periods of time shorter than one year (for example, for

three months or one month) are referred to as interim financial statements. Throughout this
text, we use both annual and interim financial statements. As you approach a company’s
financial statements—either as a user or as a preparer—it is important {0 establish the time
period those statements are intended to cover.

The primary financial statements are the following:
The balance sheet is a position statement

al terms at a specific date.
statement that shows details and

d of time (for example, 2 month,

« Statement of financial position (balance sheet).
that shows where the company stands in financi
Income statement. The income statement is an activity
results of the company’s profit-related activities for a perio
quarter [three months], or year).

« Statement of cash flows. The statement 0
the details of the company’s activities invo

£ cash flows is an activity statement that shows
lving cash during a period of time.

The names of the three primary financial statements are descriptive of the information you
fmd in each. The statement of financial position, or balance sheet, for example, is some-
times described as a snapshot of the business in financial or dollar terms (that is, what the
Cntefrprise looks like at a specific date). An income statement is an activity statement that
depicts the profitability of an enterprise for a designated period of time. The statement of cash
flows is particularly important in understanding an enterprise for purposes of investment and
credit decisions. As its name implies, the statement of cash flows depicts the ways c?sh has
changed during a designated period. While the interest of investors and creditors 18 11 cash

flows to themselves rather than to the enterprise, information about cash activity of the enter-
tors and creditors.

pnj: s (:'OHSider ed to be an important signal to inves

fin t this early stage in your study of ecounting, you are not expecte -

ancial statements or how they precisely help you assess the cash flow prospects 0
me statement, and state-

co .
mpany. The statement of financial position (balance sheet), inco
u in the next chapter. Thereafter, you

m
wiclllnl :afr cash flows are introduced more fully to Y0 the information
contaj N a great deal about how these statements are prepared ‘mc.l how ° tivities
ned in them can be used to help you understand the underlying business ac¢
represent.

d to understand these

CH
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ial j \
ing mu,.;::‘:'h";:"oﬂ that is reported to investors, creditors: and others ext
Usefulneyy certain qualities that must be understood for the |{1formﬂ hs
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tay ncr la - s er
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. Stated ! a sUDS
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Historical in Nature Externally reported financial information is generally historical in
nature. It looks back in time and reports the results of events and transactions that already
have occurred. While historical information is very useful in assessing the future, the infor-
mation itself is more about the past than it is about the future. However, in recent years,
accounting standard setters are requiring greater use of fair values, rather than historical costs,
in measuring assets and liabilities.

Inexact and Approximate Measures Externally reported financial information may have
a look of great precision, but in fact much of it is based on estimates, judgments, and assump-
tions that must be made about both the past and the future. For example, assume a company
purchases a piece of equipment for use in its business. To account for that asset and to incorpo-
rate the impact of it into the company’s externally reported financial information, some assump-
tions must be made about how long it will be used by the company—how many years it will be
used, how many machine-hours it will provide, and so on. The fact that a great deal of judgment
underlies most accounting information is a limitation that is sometimes misunderstood.

and
[Management Accounting Information j

Internal decisjon mak
Crs e .
and use interng mPloyed by the emerpnse' often referred to as managemem‘ create

Faccounting i :
e ) g Informg ‘At
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- Other ¢ \ .
able “l’“”{‘"al decision my ymn(‘f Aecounting informatjon, however, are not mde ® jtal
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EXHIBIT 1-5 Typical Simple Organization Chart

" Chief Executive Officer (CEO) [
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imizi * objectives. For
for-profit organizations, where goals are directed toward mapnlfnngllzhse tﬁ;w;loelll'z . in]g i)
exaglple the American Cancer Society, a nonprofit organization,

i organiza-
The American Cancer Society is the nationwide, community-based, vo]yntz:;yn l::ralsﬂ;vingg ol
tion dedicated to eliminating cancer as a major health problem by preventing ;md e
and diminishing suffering from cancer, through research, education, advocacy,

has the
Procter & Gamble (P&G), a for-profit, global producer of consumer products,
following purpose:

We will provide branded products and services of supel_'ior quality and value tl;?t ;ﬁ:-;psrl?r‘r,:
the lives of the world’s consumers, now and for generations to come. A§ a result, o
ers will reward us with leadership sales, profit, and value creation, allownsng our people,
shareholders, and the communities in which we live and work to prosper.

- . w-
prosper in the future it s putting in place the Strategies and capabilities to being a faster gro

. : s tter
ing, more profitable, and simpler company. These steps were explained in P&G’s annual le
to its shareholders and includes:

* A more focused business portfolio,

* A commitment to growth and valye Creation,
* Being more innovative and more productive,
* Better execution and balance,

* Strong ownership ang leadership ¢

€ Stephanie BartaitAlamy
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Both the processe
s used to create financi .
reports significantly i cial accounting reports and the
reporting standardsyr;g:ﬁ:: ! management strategy. For example, because :;t(rtue‘r:rt::lef?rfa;h O'Z.Ie
cial statements managemen(tx:::ﬁl:les tt}(n) UIERORpEnpT ElglEd abligations cosfhelr ﬁnzl"
L ’ ors those obligati 2 _
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Anothefa:;;;b(;r nggot;at:ons and labor-related corporate sti}'lategie: pension-related abli
reports have histoii?:aﬁytg:: the. processes necessary to create required external financial
companies for internal decisi?)rmmaedkjnthe type of accounting information available inside of
centers where plant-related f"m[;rlxn ial g: Most plants within companies are organized as profi
purposes. cial statements mirror those necessary for external reporting
As you read : :
has ansifmpact Ortlhaenfihiipit;:s Oi tgﬂ; book, we will remind you about how financial reporting
T pacted by management i i :
ti . gement strategies. The following para -
fy internal accounting information characteristics. g paragraphs iden
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by creating computerized cess to mforrpatmn. Enterprises are responding to this demand
to their suppliers andlze atabases thatl link to. external _forec.asts of industry associations,
launch of new product uyers, and to their constituents. Time lines for the development and
to information a pri ELs and services are becoming shorter and shorter, making quick access
In additio PI‘IOr}ty_ <
monitoring a?] ;Ocr;eemng timely i_nforma:lti.o.n for planning purposes, enterprises are constantly
enterprise can inc ntn.)lln.-;g ongoing activities. If a process or activity goes out of control, fhe
for a company Ifut; significant costs. For example, recalls of products can be'vexy expensive
Products from | I£ company can monitor processes and prevent low-quality or defective
m reaching its customers, it can experience significant s
o monitor and control pro-

thority to correct problems.

avings.
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