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Instructional Case:
Cannon Group, Inc.

Kenneth R. Ferris

ABSTRACT: This case study focuses on the processes of cost amorti-
zatlon, revenue recognition, and revenue estimation. The case setting
involves an independent film production company that has recently
been informed that its filings with the Securities and Exchange Com-
mission are being investigated. Students are asked to take the per-
spective of an accountant for an investment banking firm assigned to
assess whether Cannon'’s financial disclosures are fairly presented.
The case has been used successfully at the M.B.A. level, but is also
appropriate for the undergraduate level in an intermediate or ac-
counting theory course. The case was prepared from publicly avail-

able documents.

ANDREW Miller stared at the
headline from a recent Wall Street Jour-
nal article—"SEC Is Reviewing Cost
Amortization by Cannon Group”—and
considered how little he knew about the
entertainment industry. Yes, he did go
to the movies quite frequently and
often watched television in his spare
time. He realized, however, that he
knew very lttle about the financial side
of television and motion picture pro-
duction. But as an accountant for
Drexel-Bache, he would now have to
become a financial expert on the indus-
try—he had been assigned the respon-
sibility for reviewing the financial
disclosures of Cannon Group, Inc.
(Cannon) to see how they complied
with generally accepted disclosure and
reporting standards because this could
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affect Drexel-Bache’s recommendations
and security positions.

In only a few years, Cannon had
grown from a small independent film
producer to the largest in the U.S. Its
reported profitability had increased
dramatically, far outstripping that of
many established production compa-
nies. The Securities and Exchange Com-
mission (SEC) had identified Cannon

Kenneth R. Ferris is Professor of
Accounting at Southern Methodist
University.

This case study was prepared from pub-
licly available documents.
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