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Executive Summary

At long last, a company’s lease obligations — formerly buried in the back of the footnotes
of the financial statements - are moving front and center onto the balance sheet, as a new
leasing standard goes into effect for both US GAAP and IFRS companies at the begin-
ning of this year. CFA Institute has long advocated for recognition of lease obligations
on the balance sheet, and while the measurement methodology does not incorporate our
preferred method of reflecting current market conditions, we generally view this change
in accounting as a positive development.

The new standard for leases is effective 1 January 2019, or just around the corner as the
first quarter and half yearly results are being published. Because the vast majority of the
change resulting from the leasing standard is related to lessee accounting, which has a
broader impact for investors, this report focuses only on lessee accounting.

What'’s changing? The short answer is that previously invisible leverage from leasing activi-
ties will now become visible, as all lease obligations will be presented as a liability on the
balance sheet, offset by a “right-of-use asset,” representing the right to use the leased asset.

The longer answer is that analysts will need to do much more than look at the new lease
liability on the balance sheet. Investors must understand the various methods of transition
to the new standard, the fact that most companies won'’t restate prior periods, and the dif-
fering treatment of leases under US GAAP and IFRS. They will also have to understand
the key assumptions underlying the new accounting, such as the discount rate selected,
and how the changes in various financial statement captions will impact financial state-
ment ratios and common non-GAAP measures.

This paper is designed to help our members and other investors understand the changes
that are coming your way. We have focused on top 10 considerations including under-
stand the following:

I. Basics of new US GAAP and IFRS standard and their differences.

II.  Methods and implications of transitioning to the new standard under US GAAP
and IFRS.

III.  Transition disclosures investors should expect and evaluate.
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Leases: What Investors Need to Know About the New Standard

Note 1

These financial for the 26 weeks ended 25 August 2018 and as at 25 August 2018 and 24 February 2018 do not constitute statutory accounts as defined In sectio
434 of the Companies Act 2006. A copy of the statutory accounts for the 52 weeks ended 24 February 2018 has been filed with the Registrar of Companies. The auditor’s report on those accounts wa
not qualified, did not include a reference to any matters to which the auditor drew by way of is without. the report and did not contain statements under section 498(2) ¢
{3) of the Companies Act 2006.

r for the 26 weeks ended 25 August 2018 (unaudited)

26 weeks ended 25 August 2018 reported 26 weeks ended 25 August 2018 restated
Before Before
exceptional Exceptional exceptional Exceptional
items and Items and items and items and
amortisation of amortisation amortisation amortisation
acquired of acquired IFRS 16 of acquired of acquired
intangibles intangibles Total impact intangibles intangibles Total
£m £m £m £m £m £m £m
Continuing operations
Revenue 31734 - 31734 - 31734 = 31734
Cost of sales (29.783) (88) (29.869) 185 (29.598) 86) (29.684)
Gross profit/(loss) 1961 (88) 1868 185 2136 (86) 2.050
Administrative expenses 1.010) an 1.081) 3 (L.007) 41 (1.048)
Profits/(losses) arising on property-related items (8) 13 5 - (8) 13 5
Operating profit/floss) 933 ma) B9 188 12 ma 1.007
Share of post-tex profits/(losses) of joint ventures and associates 20 n k| 2 B n 29
Finance income 7 - 7 2 9 - 9
Finance costs (293) - (293) (289) (582) - (582)
Profit/(loss] before tax 667 (103) 564 o 566 03) 463
Taxation (180) 2 (138) 13 47 2 (125)
Profit/(loss] for the year from continuing operations 507 [C1] 426 (88} 419 [1] 338
Discontinued operations
Profit/{loss) for the year from discontinued operations - - - - - - -
Profit/(loss) for the year 507 1) 426 (88) 413 (81 338
Earnings/(losses) per share from and P "
Basic 4.40p (0.91p 3.49
Diluted 437 0.90)p 3470
Earnings/llosses) per share from continuing operations
Basic 4400 081 3.4%
Diluted 4.37p {0.90)p 347
KPls and APMs
Operating margin 294% 0.59% 363%
Diluted adjusted EPS 6.36p (0.91p 5.45p
& oot e i 1287 wtions et o
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Appendix D

Balance Sheet restatement at 25 August 2018 [unaudited)

25 August 2018 IFRS 18 28 August 2018
reparted impact reatated
im £m £m
Nor-current sssetc
Boodwill, software and other imtangible szzess 6,483 10 6,453
Fraperty, glert and egulpment 18,808 148 18,853
Right of use sszets’ - 7878 T.ATR
Investment properzy A . LA
Investrnents in [Sint vertures and associates a2 1 B8E
Ctner investments Bag . Bag
Trade and cther reseivables e g2 =
Loans snd sdvences 1o custamers TEAT - T.547
Derivatove financial metruments 1168 . %8
Deferred tas sasens u? il e
35,765 B.087 43,862
Current szzets
Cner investments az - az
Inventeries 2,821 - 2
Trade and cther receivablss 1408 ma 1,488
Loans and advanzes 1o custamen: 4,848 . 4,846
Dervvatove financial matruments 84 = T
Current tax assets . - -
Lhart-tarmm investments TED . T80
Cash and cath equvaients 32483 - 3,243
13,514 [{E] 13,400
Azzets of the dapotel group end non-current asses 128 R o8
clazsfied sz held for zale
13,637 [E] 13,624
Current lisbilties
Trade and cther payable: 16,7380 240 18,5084
Barronings (2,634) 14 12,6201
Lease labilty = ma mat
Dervatove financial matruments nm = il
Curtomer deposits and depoaite from bankz (8,842) . 18,842
Current tax labilities 1333 . 13331
Provitsons |45E) n 1348)
[2,0400 1320 122,381
Net current lisbiities 18,403 1454) 18,857}
Nen-curreat liabilities
Trade and cther payable: 13980 L] 13801
Barrowings 16,402 m (5,292}
Lowse lability’ - 19,978 18,976
Dervatoe financial matruments 822 - 18221
Curtomer deposits and depoaite from bankz (3,040 . 12,041)
Fost-employmant senefis obigetions 12,674 - 12,674
Deferred tax labities AT 263 (111
Provisans 7380 E78 180k
12, 85 CIE] (22,002}
Net assets 14,373 0.380) 12,993
Equity
Lhare papnal 480 . 480
Zhare greamium 5,83 = E.M83
Retared sarning: and cther reserves B4 01,3800 T.381
Equity sitributable to awners of the parent 14,594 11,380 19,004
Nen=cantraling interests =) u 121
Total equity 14,373 380 12,393
KPls and APMs
Net debt’ 18,128 110,82 (12,883
Total indebtedness’ 12470 (3,326 115,787)

T T o ke it 0 7 BT |k TN AL ) e s i vy s AL

1 Votw s St ien of ENDUBETI s £01 2 m e acs e (53 itk pravio.y | ciuces i barra s

3. PR Rt G iAE GRS DB CENTO gL, e GSS UL, ret i v BASNE I IATITA R (AL s KA I LN PCEetied TavE et G Dp CEIE §A0 CRLR SneivEands 580 SOt 18T
Fvvmsi s, & oo 28wk gt of Tewon Bew & ae te e et e ol L35

4. Vot mecrw g RS W ot e et o 5 165 5 ool 01 e s ios scrs ve |8k of §Iscieted e [ g 15 anesent v o AuLer mi M e payments Uncer s CHE s
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