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Introduction

New accounting standards aimed at improving the
transparency of the reporting of leased assets and
liabilities on financial statements could have a significant
impact on many companies’ financial operations — from
implementing new accounting policies and processes to
deploying new IT systems. Most companies are aware of
the new guidance issued only a few short months ago by
the Financial Accounting Standards Board (FASB) and the
International Accounting Standards Board (IASB). This

is not surprising given the decade-long effort to revise
the accounting for leases. Furthermore, more than half
of those responding to our survey have begun to take
actions toward adopting the new standards, which gives
us insight into the journey ahead.

That was one of the key findings from our recent survey

to assess the readiness of more than 125 companies with
respect to the new guidance. Conducted by EY and FERF in
March and April 2016, the survey sought to gain a better
understanding of how and when companies plan to address
the challenges of preparing for the new standards.

While many are still determining what steps they will
need to take to comply, more than half have already
taken actions, ranging from forming a project team to
completing a readiness assessment to meet the new
standards. Yet 83% of respondents have not budgeted for
the associated costs.

Impact will vary

In reality, the new guidance will not affect all
organizations in the same way. Some companies only
have a limited number of leasing arrangements, while
others routinely enter into hundreds of leases for new
equipment or real estate properties as a way to obtain the
use of assets necessary to operate their business without
the burden of purchasing or disposing of them when no
longer needed. Such historical off-balance sheet financing
will now find its way onto the balance sheet as a lease
liability and a corresponding right-of-use asset.

For calendar year-end public business entities applying US
GAAP, the new standard will be effective 1 January 2019,
which means a date of initial application of 1 January
2017. Adapting to the new regulations could represent

a major challenge for some companies. This is especially
true for multinational enterprises that have decentralized
operations and may need to report in accordance with US
GAAP and IFRS. The standards proposed by the FASB and
IASB differ on some key points, which adds complexity to
the implementation.
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In addition, because operating lease transactions were
kept off balance sheets, only a few organizations deemed
it necessary to develop consistent accounting processes
and procedures for tracking all leases and integrating
data into financial reporting systems seamlessly. Lease
contracts also vary extensively and, as a result, many
companies will need time to determine the nature of their
lease portfolio and begin revamping accounting policies.

To comply with the new standards, companies will need
to capture all lease data, make certain determinations for
accounting purposes, integrate information and reporting
systems, and improve processes for sharing data across
multiple business functions. This will require them to
implement new accounting policies, enhance enabling
technology and revamp business processes and

financial controls.

Considering early adoption

The new standards permit early adoption and our survey
revealed 5% of the respondents are planning to adopt

as of 1 January 2017 or earlier, while another 8% are
planning to adopt in January 2018 with the adoption of
the revenue recognition standards. These results may
change, as 31% of the respondents are still considering
the date of adoption.

The survey offers a snapshot on the
current state of readiness of lessees
to apply the new standards and
outlines the steps financial executives
are taking to comply. In the interest of
understanding what respondents
have learned to date, we also
performed a deeper dive into the
results shared by companies that

said they were very familiar with

the new standards. Selected
highlights are featured on page 4.



Survey highlights

0
Nearly 90 /0 of respondents said they are either somewhat or very familiar
with the standards, with 33% saying they are very familiar and have closely
followed the FASB and IASB board activities.

While 50% of all respondents have yet to take steps to prepare for the new
standard, ] ]_% have started to perform a readiness assessment and another
7% said that their project team has begun to create an inventory of lease data.

A majority of respondents said they rely on spreadsheets to track and
account for leases. More than 8(0Y% are still evaluating technology options,
including 29% who have no current system for tracking leases.

Nearly 60% of all respondents said they expect either a moderate
or significant impact on their balance sheets and on their
financial statement disclosures.

Nearly 75% of all respondents expect to have significant or moderate
difficulty developing policies, processes and internal controls, as well
as getting through the first year audit.

Among all respondents, 83% said they have not started to create a budget

for meeting the new standard. Just 5% reported that that they have designated
more than $500,000 over the next three years to implement the new standard, and
not earlier, with estimates of up to $5 million.

More than half of the respondents (56%) were planning to
adopt as of the effective date.
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Survey demographics

Most of our survey respondents were either CFOs (41%), or senior-level financial executives in accounting/finance/
reporting (45%) or accounting policy (9%). With respect to the size of the organizations, more than 40% have revenue
greater than $1 billion while 50% have more than $1 billion in total assets. Public companies applying US GAAP as their
principal reporting standard represented 81% of our respondents while those reporting in accordance with IFRS for
statutory financial reporting purposes represented 79% of respondents. Nearly two-thirds of the respondents said 90% of
their real estate and office equipment leases were in the US, while only 50% of the equipment and transportation leases
have similar concentrations. Most respondents have less than 1,000 leases of varying types.

Company industry

Aerospace and defense 3%
Automotive 2%
Engineering and construction 4%
Entertainment and media 2%
Forest, paper and packaging 2%
Health care 6%
Hospitality and leisure 3%
Industrial products, chemicals and manufacturing 13%
Insurance 3%
Oil and gas 5%
Pharmaceutical and life sciences 5%
Power and utilities 2%
Professional services and consulting 8%
Real estate 2%
Retail and commercial banking 2%
Retail and consumer products 12%
Software and technology 8%
Telecommunications | 1%
Transportation and logistics I 5%
Other 12%

1 1
0% 2% 4% 6% 8% 10% 12% 14%
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Respondent's current function

1% 1% 1% 2%

45%
41%
Accounting/finance/reporting Tax
[l Accounting policy Il Treasury
CFO [l other

Wl Real estate leasing (e.g., corporate real estate,
lease procurement/lease administration)

Annual revenues

57%

$0 to $999m
B $ibto$4.9b
M $5bto$14.9b

$15b to $24.9b
W $25bto$49.9b
[l $50b or more

Total assets

50%

8%

8%

Less than $999.9m
$1bto $2.49b
$2.5b to $4.9b

I $5bto $9.9b
W $10bto $99.9b
Il $100b to $499.9b

Financial ratios

Debt (i.e., total liabilities)
to equity ratio

Return on assets

Asset turnover ratio

EBIT/EBITDA
(for companies applying IFRS)

Interest coverage ratio
(for companies applying IFRS)

Operating margin
(for companies applying IFRS)

Return on equity
(for companies applying IFRS)

Key performance indicator (KPI)

40% 39% 20%
30% 46% 24%
8% 46% 46%
43% Y] 43%
20% 24% 56%
30% 21% 49%
17% 31% 52%
J
100%

B Monitored but not key ¥ Not relevant to the company

Number of leases (as a lessee)

1-499
5%
3%
500 -999 5%
%
5%
6%
1,000 - 9,999
P
%
1%
2%
10,000+ l 3%
4%
3%
Not sure 6%
4%
7%

81%
46%
38%
62%

Real estate (office, retail stores, manufacturing
facilities, warehouse, datacenter, housing)

B Equipment (production/manufacturing equipment)

M Transportation (planes, trucks, vehicles, ships, railcars)

Office equipment (e.g., computers, copiers, furniture)

0%

50% 100%

Percentage of assets in US vs. international

90%+ US/ <10% Int.

75% US/25% Int.

50% US/ 50% Int.

25% US/75% Int.

<10% US/ 90%+ Int.

Not sure

%
%
%

63%
49%

62%

Real estate (office, retail stores, manufacturing
facilities, warehouse, datacenter, housing)

W Equipment (production/manufacturing equipment)

H Transportation (planes, trucks, vehicles, ships, railcars)

Office equipment (e.g., computers, copiers, furniture)

0% 10%

20% 30% 40% 50% 60% 70%
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“We don't think that the standards will have a huge impact on our
financial statements, but we realize there's a lot of work to go
through to identify all leases. So at the end of the day, even though
we don't we expect a significant financial impact, it's going to take
a lot of work to prove that to ourselves and the auditors.”

N
N
\ \




Where are we now?

Nine out of 10 respondents said they were either very or somewhat familiar with the new standards. While 50% said
they have yet to take steps to plan for the new standards, 18% have formed project teams and 11% have started
readiness assessments.

Of the 37 companies that said they were very familiar, 22% said they have yet to take steps to plan for the new
standards. One-fourth of the companies that were very familiar had assembled a project team to identify next steps

to plan for the new standards. An additional 19% indicated their project team has started to perform a readiness
assessment to understand the organization's current state of leasing activities — from processes and controls to policies
and IT systems — to identifying the changes necessary to comply with the new standards. Only one company among the
respondents said it has completed its readiness assessment and started to implement changes to its accounting and
reporting processes, and IT systems.

Familiarity with the new lease accounting standards

Very familiar — we have followed all of the FASB and IASB board
activities and believe we are knowledgeable with what is in the
new standards.

[l Somewhat familiar — we are generally aware of the direction of
the FASB and IASB's proposed changes to the lease accounting
but will need to read the new standards to confirm our
understanding of all the changes.

Not familiar — we may have followed the proposed changes at
some point, but due to the twists and turns that the FASB and
IASB have taken, we decided to wait for the new standards to
understand the changes.

Actions companies have taken so far to prepare for the new lease accounting standards

The project team has started to perform a readiness assessment by understanding the
current-state of leasing activities (i.e., processes and controls, policies and IT systems) in
order to identify the changes necessary to comply with the new standards.

The project team has started to create an inventory of lease data and perform
an accounting review to evaluate the completeness and appropriateness of
existing lease data in relation to the requirements of the new standards.

The project team has taken steps to identify the population of lease arrangements.

We have assembled a project team to begin
identifying next steps to plan for the new standards.

Our status of activities differs from the options
above or additional activities undertaken.

We have not taken steps to plan as of yet.

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%
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What challenges and impact do we expect?

Complying with the new accounting standards will
require companies to do more than simply convert lease
commitments from existing footnote disclosures. To
reflect lease assets and liabilities accurately, companies
may need to change the policies, processes and IT
systems that support lease accounting, and may

want to evaluate the same for lease procurement and
administration while they are at it.

At the same time, even though respondents are aware
that it will require additional work to track and identify
leases throughout their organization, nearly 80% of all
respondents were not concerned about the difficulty of
identifying all real estate leases.

Among all respondents, 75% expect to have significant or
moderate difficulty getting through the first year audit,
while 73% said that developing policies, processes and
internal controls would represent a significant challenge.

Anticipated level of difficulty to implement

Managing differences between the new standard for US GAAP vs. IFRS.
Getting through the first year’s audit.

Educating externally (e.qg., investors, analysts, etc.).

Educating internally (e.g., accounting/finance, accounting policy,
internal audit, lease procurement, lease administration, tax, treasury, etc.).

Developing and implementing new policies, processes and controls.
Creating an inventory of all the necessary data points.

Identifying the complete population of leases internationally.
Identifying the complete population of leases in the US.

Identifying the complete population of non-real estate leases.

Identifying the complete population of real estate leases.

Identifying the complete population of non-real estate
leases (54%) and creating an inventory of all data points
(66%) were also expected to represent either a moderate
or significant challenge. Furthermore 71% and 49% of
the respondents indicated that educating internal and
external stakeholders, respectively, would be moderately
or significantly difficult.

Similarly, companies that are very familiar with the
standards expect to experience significant difficulty
identifying a complete population of non-real estate
leases (22%), as well as international leases (23%). On the
other hand, creating an inventory of all necessary data
points appears to be less daunting for 22% of those who
are very familiar with the standard. An additional 32% of
respondents who were very familiar with the standards
believe developing and implementing new policies,
processes and controls would be significantly difficult,
while 43% thought that task would be moderately difficult.

23% 21% 20% 5% 41%
24% 52% 23%
34% 38% %8 5% 13%

55% 16%

N
e}
=

25% 43% 30%
3%
29% 41% 25%
1%
30% 17% 17% I 36%
57% 26% 13% X
43% 32% 22% g

1%

0%

Should not be difficult
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m Moderately difficult m Significantly difficult

m Unknown Not applicable

2%

1%

2%

2%

100%



An industry perspective

Of the industries surveyed, three provided the greatest
number of responses: retail and consumer products,
software and technology, and industrial products

and chemicals. All are more likely to have business
models that require a broad range of real estate and
equipment leases.

In retail and consumer, responding companies said they
expect to see the most difficulty in:

» Getting through the first-year audit (93%)

» Educating internal (87%) and external
(60%) stakeholders

» Developing and implementing new policies and
controls (73%)

» |dentifying the complete population of leases outside
the US (40%) and non-real estate leases in the US (60%)

» Creating an inventory of all necessary data points (60%)

Companies in the software and technology sector said
they expect to experience significant difficulty identifying
non-real estate leases (50%), while they anticipate
identifying real estate leases to be significantly less
difficult (10%). In addition, 60% reported they expect
significant challenges in creating an inventory of all
necessary data points.

Respondents from the industrial products and chemicals
industry expect to experience moderate or significant
difficulty in developing and implementing new policies
and controls (60%) and creating an inventory of all the
necessary data points (38%).
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Impact

Most companies do not expect the new standards to have
a major impact on their income or cash flow statements,
or such key metrics as EBIDTA and those impacting

loan covenants. However, 60% of all respondents said
they expect either a moderate or significant impact on
their balance sheets, while 58% expect a moderate or
significant impact on financial statement disclosures.

Companies that said they were very familiar with the
new standards also don't expect to see a major impact

Expected level of impact

Bank and loan covenants

Rating agencies

Lease procurement process (i.e., lease vs. buy
decisions, negotiation of terms of lease arrangements)

Incentive compensation arrangements metrics

Key financial ratios including financial covenants (e.g., debt

(i.e., total liabilities) to equity ratio, return on assets, asset turnover ratio,
EBIT/EBITDA, interest coverage, operating margin, return on equity)

IT systems

Processes and internal controls

Accounting policies

Financial statement disclosures

Cashflow statement impact

Income statement impact

Balance sheet impact

11 |

1%

9%

on many financial metrics. However, they do recognize
that adopting the standards will have either a moderate
or significant impact on a number of accounting and
financial processes. For example, a combined 56% said
the new accounting standards would have a significant
(24%) or moderate (32%) impact on their balance sheets.

Close to half of the respondents who said they were very
familiar with the new standards said they would have a
moderate impact on their financial statement disclosures
(49%), accounting policies, (47%), processes and internal
controls (51%) and IT systems (46%).

14% 35% 28%

*

27% 35%

24% 44%

37% 304

24% 22% 35% 10%

18%

21%

28%

37%

23%

31%

26%

40%

A47%

29%

30% 10%

39% 6%

28% 6%

Q

59% 10%

11%

28%

11%

14%

9%

9%

6%

6%

9%

10%

8%

6%

0%

Significant impact

Paving a path to success: preparing for new lease accounting standards

B Moderate impact

® Minimal impact

m No impact

100%

Unknown



“The criteria of a specified asset was something that we looked at
very closely as the evolution of the guidance continued and that
was certainly a concern to make sure our service agreements
didn't somehow get scoped into lease accounting guidance.”

'ﬁ\g a path to success: preparing for,new leases




“Leasing to us is a significant issue. We have huge global shared services
teams that review our contracts, as well as extensive real estate and software
teams, so getting our arms around who is doing what today is hard."”

What do we need to do?

To centralize or not

Since the new accounting standards apply to all leased
assets, companies will have to look to at least two
different parts of their operations, real estate and
non-real estate. A significant percentage of companies
reported they have decentralized or no formal systems
for lease procurement, administration and accounting
functions. Globally centralized functions were more
likely for real estate than non-real estate, with greater
centralization of procurement, with lease administration
and lease accounting being the least likely to be globally
centralized.

Many of these companies will need to assess the effective
design of different approaches currently in place or
embark on a major transformation of the information and
accounting systems that track their leasing portfolio.

13 | Paving a path to success: preparing for new lease accounting standards

Effort to gather data

Implementing the new lease accounting standards will
require companies to consider whether they can rely on
current lease data used for footnote disclosure, as well
as making certain new determinations for accounting
purposes. Companies that already have well-organized
lease administration and related accounting processes
may simply need to evaluate whether their existing
systems, policies, processes and controls can provide that
data, while others will have to reorganize or automate
their data repositories. More than half of all respondents
reported they expect moderate or significant effort to:

» Determine whether a contract or an arrangement
contains a lease (53%)

» Identify and separate lease and non-lease components
in a contract (57%)




Level of effort to gather data

Determining the appropriate level at which to aggregate, or

A . 9% 45% 30% 8% 8%
disaggregate, disclosures

w
=

Determining the discount rate 39% 43% % 7%

Evaluating what is the lease classification, including assumptions A& o a5 o I
around the fair value and economic life of the leased asset ’ : *

Determining what amounts (i.e., fixed payments, variable
payments, residual value guarantees, etc.) should be included 15%

39% 33% 8% 5%

in the lease payments used to calculate the lease liability
Evaluating what is the lease term and in doing so . . , ,
considering renewal, termination and purchase options 9% 38% 34% 15% S
Identifying and separating lease and 13% a4% 4% 15% | 5%

non-lease components in a contract

2%

Evaluating materiality of low value A 26% 20% 2

leased assets for those applying IFRS

Determining whether a contract or an arrangement contains
a lease; for example, identifying embedded leases within a contract 10% 43% 26% 16% 5%
(e.g., service, supply or other multiple element arrangements)

0% 100%

B Significant effort Some additional effort Little additional effort B No additional effort B Not sure
will be needed will be needed will be needed will be needed

Determine what amounts should be included in Once again this illustrates that as companies become
the lease payments used to calculate the lease more familiar with the standards and the implications,
liability (54%) they gain a better understanding of how to leverage
existing data, processes and systems to plan the

Evaluate the lease classification including fair value . .
implementation.

and economic life assumptions (50%)

Determine the appropriate level at which to aggregate
or disaggregate disclosures (54%)

While these results matched quite closely with companies

that said they were very familiar with the standards,
there were several areas where those respondents saw
only some additional effort, such as determining which
amounts should be included in calculating and evaluating
the lease classification. Determination of the discount
rate is expected to require little to no additional effort by
50% of the respondents and 71% of those very familiar
with the standards.

Paving a path to success: preparing for new lease accounting standards | 14




“We are looking at new
systems that will give us
real benefits through data
extraction. Our hope is that
once we have automated and
have a true lease repository
and accounting system, we're

going to get efficiencies
and a lot more in the way of
consistency.”

Time required to review a lease

When asked how much time was required to review a lease to determine the appropriate accounting treatment, roughly
two-thirds of respondents familiar with the standards said they spend one to three hours reviewing typical lease
contracts for real estate (60%) and non-real estate (68%). The reviews are predominantly done by accounting, finance
or policy for both real estate (77%) and non-real estate (72%), while lease administration handled the real estate lease
reviews for 15% of the respondents, and 10% of the respondents said non-real estate lease administration handled the
reviews.

Companies should expect that the time to review leases for initial application of the standards will be greater, as the
existing systems companies use to track leases — spreadsheets as well as software — will not have all the necessary
information to make all the required assessments.

Average time required to review typical lease contracts

70% 67%
60%
54% Real estate lease
50% | Bl Non-real estate lease
40%
30% [
22%
20% [
13%
I y g% 9%
10% - 7% ’ 4y 5%
3% 2% ’
0% . . L — . -
1-3 hrs 4-6 hrs 7-9 hrs 10+ hrs Not sure N/A
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Lease administration systems — update,
replace or first time?

Most lease administration systems are not set up

to perform the calculations required to comply

with the new accounting standards and more

than half of the respondents indicated they use
spreadsheets for managing their lease administration
and accounting. As a result, many companies will
need to evaluate whether to update their existing
systems or to implement a new system. Furthermore,
most companies have different bases for external
reporting and tax purposes, and in many cases have
dual external reporting requirements in US GAAP
and IFRS. This will increase requirements on IT
systems and could potentially further complicate the
implementation of new processes and controls.

Among survey respondents, 29% reported that they
have no current lease administration system and 6%
said they are not satisfied with their current system,
and will use this opportunity to acquire a new lease
administration and accounting system. Only 16% said
that they plan to use the same system and expect
that the software vendor will make the necessary
system upgrades to address the new accounting
standards. Another 10% said they would prefer to
use their existing system but were unsure if the

software vendor would make the necessary upgrades.

Another 28% said they still needed to evaluate their
technology options.

The fact that more than 80% of the respondents
are still evaluating which technology will fit their
needs is consistent with the finding that only 13%

“There's no new system out
there ready to implement
this new standard. A lot of
systems are going to have to
be updated and changed over
the next couple years before

this standard can take effect."

of respondents have project teams performing or completing a
readiness assessment to understand the current-state of leasing
activities (i.e., processes and controls, policies and IT systems).
This is a critical step in identifying the changes necessary to comply

with the new standards.

In addition, as companies either design or upgrade IT financial
reporting systems, they should consider the new standards
and incorporate lease administration and accounting into
their initiatives. This will help to reduce costly rework and help
companies comply with the new standards.

Plan for lease administration system

We have no current system and will use the
opportunity and the need to acquire one.

We are not satisfied with the current lease
system and have started (or will start) taking
steps to identify and select a new lease system.

Undecided, we would like to evaluate all technology
options to select the best option for the company.

Undecided, it would be good to use the same
system, but we are not sure whether the system
vendor will make the necessary upgrades.

We plan to use the same system because
the lease system vendor will make the necessary
system upgrades to address the new standard.

Other

. -

10%

12%

0% 10% 20% 30%
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What is it going to cost?

Companies will need to deploy resources to assess the current state, identify the gaps in data, process and technology,
and then design and implement the future state. Nearly 60% of the respondents expect only a minimal increase in
internal staffing costs to implement the new standards and plan to spread the workload among existing staff.

Interestingly, among all respondents, 6% of the companies said they expect to see a significant increase in spending
to address shortcomings in processes and controls, while 17% expect a moderate increase in spending and 18% were
unsure.

Anticipated impact to internal costs to implement

18%
Minimal increase — will spread the workload among existing employees

Il Moderate increase — will need to hire temporary employees to manage implementation

59%

[l Significant increase — gaps in processes and controls are significant, and new employees
will be needed to fill in these gaps

Not sure

17 | Paving a path to success: preparing for new lease accounting standards



Amounts included in total budget for the next three years for incremental costs to implement

3% 1% 19
1% |~

Did not budget as of yet
B Less than $250,000
M $250,000 to $499,999
$500,000 to $999,999
Il $2.5mto $4.99m
W $5m or more
83%

Two-thirds of the respondents said they do not plan to rely on external resources to provide project management

and half did not plan on using external resources to abstract their leases. In addition, half said they will seek technical
accounting assistance from their external auditors or another accounting firm. Of those respondents very familiar with the
standards, half said they were planning or would consider using external resources to support IT software selection and
implementation while nearly 20% were unsure.

Only 14% of respondents were unsure of the need to consult external resources on technical accounting matters, while
nearly a quarter of the respondents were unsure of their needs for external resources in all other categories. In fact, 83% of
survey respondents have not yet budgeted anything for implementation. For many, this may mean they will start to budget
once they get a stronger sense of the actions and changes they will need to take to comply with the standards.

Early adoption

More than half (56%) of the respondents plan to adopt upon the effective date and 31% are undecided. Respondents very
familiar with the standards were slightly more likely to be early adopters (17%). Many of the planned early adopters said
they would do so in conjunction with the implementation of the revenue recognition standards.

Do companies plan to early adopt

Yes, we plan to adopt 1 January 2017 or earlier.

Yes, we plan to early adopt 1 January 2018
(with revenue recognition).

Not sure, still under consideration.

No, we plan to adopt upon the effective date. 56%

0% 10% 20% 30% 40% 50% 60%
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Accounting policy elections

The lease standards provide companies with the
opportunity to make certain policy elections in
transition and ongoing by asset class. While most survey
respondents are not sure which accounting policies they
may elect upon transition, one-third reported that they
would take advantage of the transition relief provided
by the standards. In addition, 58% of the companies
familiar with the standards said they plan to apply a
method similar to current operating lease accounting to
short-term leases (those less than 12 months) and 24%
reported that they may elect an accounting policy

(by class of underlying asset) to account for the lease
and non-lease components of a contract as a single
lease component.

Preliminary accounting policy decisions derived from a
diagnostic of current lease portfolios can be instrumental
in determining what data needs to be collected and the
processes and systems required in the future state.

19 | Paving a path to success: preparing for new lease accounting standards

Raising awareness

In addition to updating policies, procedures and internal
controls, companies will need to also provide guidance
and education to internal stakeholders to ensure
everyone in the organization follows consistent and
appropriate procedures.

Companies will also need to assess the potential impact
the new standards will have on financial statements

and metrics reported to external stakeholders. As

a consequence, they will need to evaluate how the

new standards may change the way stakeholders and
investors view the company's financial performance.

This will require a broad effort to educate them on how
financial statements and key performance indicators may
change as a result of the new standards. This may include
investors as well as analysts, who view all leases as
liabilities that should be on the balance sheet, and make
adjustments to “capitalize” operating leases today based
on differing methodologies and amounts that may result
in changes to these metrics.



Top 10 actions to consider

1. Enhance understanding of the new standards
and raise internal awareness: Companies that are
very familiar with the standards and its implications
understand what to expect on the journey ahead. Set
up training sessions and share insights.

2. Establish cross-functional project team: Include all
business functions that can contribute to the project
or be impacted by the changes required to adopt the
new standards.

3. Inventory lease types across the business:
Analyze all lease types and consider other
arrangements for potential embedded leases.
Evaluate existing processes for data collection and
select a sample of lease arrangements to evaluate.

4. Perform gap analysis: Assess the current accounting
and reporting policies, processes, technology and
internal controls for selected arrangements. Perform
gap analysis to the required future state, summarize
changes and identify options.

5. Develop initial implementation plan and evaluate
synergies and interdependencies: Develop and
budget for a cross-functional plan to address the
required changes for data collection, processes and
technology. Identify the impact of other related
internal projects, such as IT systems updates and
adoption of the new revenue recognition standards.
Update implementation plan to avoid potential
bottlenecks and resource constraints and identify
need for external resources.

10.

Make accounting policy elections: Define and
adopt updated accounting policies to comply with
the new standards.

Determine transition date: Evaluate whether there
are any benefits of early adoption and confirm date
of adoption.

Perform an impact assessment: Evaluate the
magnitude of impact the changes will have from
a financial statement and business perspective,
including treasury, tax and procurement. Advise
the board and audit committee on how the new
standards will impact financial metrics. Draft and
communicate required transition disclosures.

Update and implement transition plan: Finalize the
transition plan and budget. Confirm commitment of
the required resources to meet the required timeline.
Implement systems and process changes, including
parallel periods and dry runs. Go live.

Communicate to key stakeholders: |dentify key
stakeholders, including the board, analysts,
regulators and other capital providers and
communicate the effects of the new standards
on transition and beyond.
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Looking ahead

Virtually every company leases equipment or property
and as such will need to comply with the new standards.
In that respect, the key to approaching the new standards
may be to not view them simply as a burden, but also

as an opportunity to improve efficiency within the
business and support effective lease procurement and
administration. As a result, organizations that plan for
the new standard appropriately may find themselves
positioned to drive organizational improvements by
monitoring their lease activities more effectively.

For example, some companies may opt to transform
operating models for leasing in ways that drive savings
through improved management of lease procurement and
end-of-term management. And as part of a more holistic
transformation of their financial systems, organizations
may also find ways to streamline accounting procedures,
improve the flow of data throughout the enterprise and
support improved decision-making at all levels of the
organization.

While there's still time to comply with the new standards,
many companies have a great deal of work to do and
many decisions to make.
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“Leasing won't go away.
There are lots of reasons to
lease other than just from a
financial standpoint of being
in the footnotes rather than
on the balance sheet.”
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For more information, please read EY practical
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