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Disney’s acquisition of Fox Family Worldwide, Inc.

On October 24, 2001, Walt Disney purchased the stock of Fox Family Worldwide, Inc. for $2.9 billion cash, renaming the acquired company ABC Family Worldwide, Inc. Excerpts from Disney’s income tax footnote for the fiscal years ending September 30, 2002 and 2003 are given below. The table below summarizes the components of Disney’s deferred tax assets and valuation allowances associated with its tax carryforwards for the years 2001, 2002, and 2003.

1. How could Disney have had an NOL carryforward as of 9-30-2002 and still have had a current federal income tax liability?

2. What is the relation between the deferred tax asset associated with the Fox acquisition and Disney’s NOL carryforward?

3. Does Disney expect to use all of the Fox Family Worldwide NOL carryforward?

4. In their last separate company financial statement, Fox Family Worldwide reported a valuation allowance that reduced its deferred tax assets to zero because “the deferred tax assets do not satisfy the recognition criteria set forth in SFAS No. 109.” Did the Disney acquisition change this? How?

5. The federal long-term tax-exempt rate for October 2001 was 4.94%. What is the maximum amount of Fox’s NOL carryforward that Disney can use in any one year? How does that compare to the amount it actually used in the 9-30-2003 tax year?

8 Income Taxes (2002) 

Deferred tax assets at September 30, 2002 and 2001 were reduced by a

valuation allowance relating to a portion of the tax benefits attributable to

certain net operating losses (NOLs) reflected on state tax returns of Infoseek and its subsidiaries for periods prior to the Infoseek acquisition on November 18, 1999 (see Note 3), where applicable state tax laws limit the utilization of such NOLs. In addition, deferred tax assets at September 30, 2002 were reduced by a valuation allowance relating to a portion of the tax benefits attributable to certain NOLs reflected on tax returns of ABC Family Worldwide, Inc. and its subsidiaries for periods prior to the ABC Family acquisition on October 24, 2001. 

      At September 30, 2002, approximately $354 million of NOL carryforwards

were available to offset future taxable income through the year 2021. Since the

acquisition of ABC Family constituted an ownership change as defined under

Section 382 of the Internal Revenue Code, the utilization of ABC Family s

pre-change NOLs will be subject to an annual limitation. However, such annual

limitation will not impair the realization of these NOLs.

      At September 30, 2002, approximately $75 million of foreign tax credit

carryforwards were available as credits against future income taxes. Foreign

tax credit carryforwards will expire through the year 2005.

8 Income Taxes (2003)

                                         2003         2002        2001         

      -------------------------------------------------------------------      

      Income Before Income Taxes,                                              

      Minority Interests and the                                               

      Cumulative Effect of                                                     

      Accounting Changes                                                       

      Domestic (including U.S.        $  1,802     $  1,832     $ 1,126        

      exports)                                                                 

      Foreign subsidiaries                 452          358         157        

                                        ------       ------       -----        

                                      $  2,254     $  2,190     $ 1,283        

                                        ------       ------       -----        

      Income Tax (Benefit)                                                     

      Provision                                                                

      Current                                                                  

        Federal                       $    (55 )   $    137     $   721        

        State                               39           55          82        

        Foreign (including                 317          257         198        

        withholding)                                                           

                                        ------       ------       -----        

                                           301          449       1,001        

                                        ------       ------       -----        

      Deferred                                                                 

        Federal                            448          372          (8 )      

        State                               40           32          66        

                                        ------       ------       -----        

                                           488          404          58        

                                        ------       ------       -----        

                                      $    789     $    853     $ 1,059        

                                        ------       ------       -----        

Components of Deferred Tax                                               

      Assets and Liabilities              2003

 2002

2001                                        

      Deferred tax assets                                                      

        Accrued liabilities           $ (1,255 )   $ (1,345 )   $(1,087)            

        Foreign subsidiaries              (269 )       (233 )      (156)            

        Retirement benefits               (193 )          -           -             

        Loss and credit                    (80 )       (206 )      (195)            

        carryforwards                                                          

        Other, net                         (17 )        (52 )         -         

                                        ------       ------       ------             

          Total deferred tax assets     (1,814 )     (1,836 )     (1,438)             

                                        ------       ------       ------            

      Deferred tax liabilities                                                 

        Depreciable, amortizable         3,036        2,967        2,663            

        and other property                                                     

        Licensing revenues                 132           26          115         

        Leveraged leases                   312          307          316          

        Investment in Euro Disney          298          256          232          

        Retirement benefits                  -          179


 Other, net



     -            -
         166                    

                                        ------       ------        -----     

          Total deferred tax             3,778        3,735        3,492            

          liabilities                                                          

                                        ------       ------        -----            

      Net deferred tax liability         1,964        1,899        2,054           

      before valuation allowance                                               

      Valuation allowance                   74           74           53         

                                        ------       ------        -----           

      Net deferred tax liability      $  2,038     $  1,973      $ 2,107            

                                        ------       ------        -----

      Deferred tax assets at September 30, 2003 and 2002 were reduced by a

valuation allowance relating to a portion of the tax benefits attributable to

certain net operating losses (NOLs) reflected on state tax returns of Infoseek

and its subsidiaries for periods prior to the Infoseek acquisition on November 

18, 1999 where applicable state laws limit the utilization of such NOLs. In

addition, deferred tax assets at September 30, 2003 were reduced by a valuation

allowance relating to a portion of the tax benefits attributable to certain

NOLs reflected on tax returns of ABC Family Worldwide, Inc. and its

subsidiaries for periods prior to the ABC Family acquisition on October 24,

2001 (see Note 3). Since the valuation allowances associated with both

acquisitions relate to acquired deferred tax assets, the subsequent realization

of these tax benefits would result in adjustments to the allowance amount being

applied as reductions to goodwill.

      At September 30, 2003, approximately $210 million of NOL carryforwards

were available to offset future taxable income through the year 2022. Since the

acquisition of ABC Family constituted an ownership change as defined under

Section 382 of the Internal Revenue Code, the utilization of ABC Family s

pre-ownership change NOLs is subject to an annual limitation. However, such

annual limitation will not impair the realization of these NOLs.

Disney deferred tax assets from tax carryforwards

	
	FYE 9-30-2003
	FYE 9-30-2002
	FYE 9-30-2001

	Foreign tax credit 
	
	$75 million
	$191 million

	State NOL cfwd:Infoseek
	$4 million
	$4 million
	$4 million

	NOL cfwd: Fox
	$76 million
	$127 million
	

	Deferred tax asset
	$80 million
	$206 million
	$195 million

	Valuation allowance: Infoseek 
	($4 million)
	($4 million)
	($4 million)

	Valuation allowance: Fox
	($21 million)
	($21 million)
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