4/27/22,11:14 AM Disney whistleblower told SEC the company inflated revenue for years - MarketWatch

Called to Account

Disney whistleblower told
SEC the company inflated
revenue for years

Published: Aug. 24,2019 at 10:15 a.m.ET

By Francine McKenna

The whistleblower was fired as a Walt Disney Co. accountant in 2017
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This story was originally published on Aug. 19, 2019 at 3:30 p.m. EST.

A former Walt Disney Co. accountant says she has filed a series of whistleblower tips with
the Securities and Exchange Commission alleging the company has materially overstated
revenue for years.

Sandra Kuba, formerly a senior financial analyst in Disney’s DIS, -0.60% revenue-
operations department who worked for the company for 18 years, alleges that employees
working in the parks-and-resorts business segment systematically overstated revenue by

billions of dollars by exploiting weaknesses in the company’s accounting software.

Kuba said she has met with officials from the SEC on several occasions to discuss the
allegations.

A spokeswoman for the SEC declined to comment.

A Disney spokesperson said the company had reviewed the whistleblower’s claims and

found that thev were “utterlv without merit”

https://www.marketwatch.com/story/disney-whistleblower-told-sec-the-company-inflated-revenue-for-years-2019-08-19 1/3



4/27/22,11:14 AM

Disney whistleblower told SEC the company inflated revenue for years - MarketWatch

et et mrim g trmr — mmmma g eeeri— e aea—n e

Kuba's whistleblower filings, which have been reviewed by MarketWatch, outline several
ways employees allegedly boosted revenue, including recording fictitious revenue for
complimentary golf rounds or for free guest promotions. Another alleged action Kuba
described in her SEC filing involved recording revenue for $500 gift cards at their face
value even when guests paid a discounted rate of $395.

Kuba has also alleged that employees sometimes recorded revenue twice for gift cards,
both when guests bought the gift card and when it was used at a resort. Sometimes,
revenue was recorded even though a gift card was given to a guest for free following a
customer complaint, for instance, according to the whistleblower’s allegations.

Kuba’s filing alleges that flaws in the accounting software made the manipulation difficult
to trace, though the consequences could be significant. In just one financial year, 2008-09,
Disney’s annual revenue could have been overstated by as much as $6 billion, Kuba'’s
whistleblower filing alleges. The parks-and-resorts business segment reported total
revenue of $10.6 billion in 2009, according to its annual report filed with the SEC.

Kuba told MarketWatch she first reported the alleged revenue-recognition issues to
management in 2013. She said that no one responded to her at that time. She said that
she escalated her concerns to a more senior executive in 2016 and that Disney’s
corporate audit group contacted her once in November 2016 but never followed up.

Kuba said she brought her concerns to the SEC in August 2017. She was fired from
Disney about a month later.

In October 2017, Kuba filed a whistleblower-retaliation complaint with the Department
of Labor’s Occupational Safety and Health Administration. Disney’s response to the
department’s whistleblower office investigator’s inquiry said that Kuba’'s employment
was terminated because “she displayed a pattern of workplace complaints against co-

workers without a reasonable basis for doing so, in a manner that was inappropriate,
disruptive and in bad faith”

Kuba has made two additional whistleblower filings since leaving the firm, including one
this past June. The most recent tip alleges some Disney employees reclassified guest
revenue from high-sales-tax items such as hotel rooms to lower-taxed items such as food
and beverages with the purpose of significantly reducing sales tax liabilities in Florida,
California and Hawaii. MarketWatch has reviewed the three filings and supporting
documentation that was sent to the SEC.

The Disney spokesperson said: “The claims presented to us by this former employee —
who was terminated for cause in 2017 — have been thoroughly reviewed by the company
and found to be utterly without merit; in fact, in 2018 she withdrew the claim she had
filed challenging her termination. We're not going to dignify her unsubstantiated
assertions with further comment.”

Kuba said she has withdrawn her claim challenging her termination but reserves the right
to resubmit it and continues to dispute Disney’s decision to fire her.

The whistleblower said she has talked with officials from the SEC by phone and met with
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the allegations in her filings. The SEC has also requested additional documentation
related to the allegations, based on correspondence reviewed by MarketWatch.

The pattern of interaction with the SEC suggests the regulator is taking the allegations
seriously, said Jordan A. Thomas, a former attorney in the SEC’s enforcement division and
chairman of Labaton Sucharow’s whistleblower-representation practice. As Thomas told
MarketWatch: “The SEC receives more than 25,000 tips, complaints and referrals each
year, and the vast majority do not make it this far. The fact that the SEC has asked for
more information more than once and conducted interviews suggests an inquiry is
underway.’

Google’s earnings should
be a warning to investors
in Facebook and other
online-ad companies
Google's earnings shortfall is an indication
i of trouble across the online-advertising
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< & Francine McKenna is a MarketWatch reporter based in Washington, covering
financial regulation and legislation from a transparency perspective. She has
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publications including Forbes, the Financial Times, Accountancy and the
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professional-services firms, including at PwC and KPMG, before becoming a
full-time writer.
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