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The Study

The new leases standard was much anticipated and accompanied by much hype about 

its potential financial impact. CPA Canada conducted this study to better understand the 

impacts of the changes on the accounting for leases by lessees.

The study comprised the review of the report to shareholders (i.e., financial statements and 

Management’s Discussion and Analysis (MD&A)) of 60 Canadian public companies for the 

first quarter of 2019 (Q1 2019) – the first report to shareholders to include the effects of 

the adoption of the new leases standard. Of these companies, 47 were listed on the S&P/

TSX Composite Index (TSX) and 13 were listed on the S&P/TSX Composite Venture Index 

(TSXV). These companies represented a cross section of industries. Most of the 60 com-

panies reported using IFRS, but 12 reported using U.S. GAAP. For further details on the 

population sample, see AppendixA:ScopeandMethodology.

Given the limited sample size included in the study, caution should be exercised in drawing 

broad conclusions.
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Background

Canadian public companies with calendar year ends began applying a new accounting 

standard for leases in the first quarter of 2019. For most companies, the new standard is 

International Financial Reporting Standards (IFRS®) 16, Leases; those companies using U.S. 

generally accepted accounting principles (U.S. GAAP) apply the similarly named ASC 842. 

These new standards are the result of a joint project by the International Accounting Stan-

dards Board (IASB®) and the U.S. Financial Accounting Standards Board (FASB). The ways 

leases are accounted for and presented in the balance sheet are substantially the same 

in the two standards; however, there are some significant differences in the ways certain 

leases are accounted for in the income and cash flow statements. For the purpose of this 

document, the two standards are considered as one and will be referred to as the “new 

leases standard”.

The new leases standard reflects a different model for accounting for leases by a lessee 

from the preceding standards for both IFRS and U.S. GAAP. While the previous leases stan-

dard capitalized lease obligations for certain leases (i.e., finance leases) and expensed lease 

payments for other leases (i.e., operating leases), the new leases standard requires lease 

obligations for most leases to be capitalized, resulting in the balance sheet showing  

a right-of-use asset and a lease liability. For further information on the new leases standard, 

see CPACanada’sExternalResourcesonIFRS16Leases.

We value the views and feedback of our members. Comments should be addressed to:

Rosemary McGuire, CPA, CA

Director, 

Research, Guidance and Support 

Chartered Professional Accountants

of Canada

277 Wellington Street West 

Toronto ON M5V 3H2 

Email: rmcguire@cpacanada.ca

Michael Massoud, CPA, CA, CPA (IL) 

Principal, 

Research, Guidance and Support 

Chartered Professional Accountants

of Canada

277 Wellington Street West 

Toronto ON M5V 3H2 

Email: mmassoud@cpacanada.ca
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Key Observations

FIGURE 1: OVERALL SUMMARY ON THE EFFECTS OF ADOPTION OF THE NEW LEASES STANDARD 

Assets 

42%
Reported that the effects 
of the adoption of the 
new leases standard on 
total assets were greater 
than 2%

Reported that the net 
effects of the adoption 
on total liabilities as a 
percentage of total equity 
were greater than 10%

Total liabilities as 
a percentage of 
total equity

37%

Reported that the 
effects of adoption 
resulted in an increase 
in total liabilities of 
greater than 2%

Liabilities

58%

What were the effects of the 
new leases standard?
We looked at what 60 Canadian public companies disclosed about 
the impact of the new leases standard in their 2019 first quarter disclosures.

3

Observations on the Implementation of the New Leases Standard by Canadian Public Companies



13%
Reported that they had 
changed the definition 
of a non-GAAP 
financial measure

Adoption of standard resulted 
in a change to the definition of 
a non-GAAP financial measure

Reported that the net effects 
of the adoption on cash flow 
from operating activities 
were greater than 2%

Cash flow from 
operating activities

45%

Reported the effects of 
adoption on total equity 
were less than 1%

Equity

85%

The new leases standard resulted in increases to both assets and liabilities because right-

to-use assets and lease liabilities were recorded on the statement of financial position. 

However, the effects varied significantly. 

• Companies in the Consumer Products & Services sector, specifically retailers and res-

taurants, and Industrial Products & Services were most impacted.

• Assets – In the first quarter of 2019, 42% of companies (25 companies) reported 

the effects of the adoption of the new leases standard on total assets were greater 

than 2%.

• Liabilities – 58% of companies (35 companies) reported that the effects of adoption 

resulted in an increase in total liabilities of greater than 2%.

• Equity – Most companies (85%) in our sample reported the effects of adoption on total 

equity were less than 1%.

4KEyObSERvAtIOnS
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• Non-GAAP financial measure – 13% of companies (eight companies) changed their 

definition of a non-GAAP financial measure as a result of adopting the new leases stan-

dard. Generally, this change resulted in a similar number being reported as before the 

adoption of the new standard.

• 37% of companies (22 companies) reported the effects of the new leases standard on 

total liabilities as a percentage of total equity were greater than 10%.

Overall, the new leases standard introduced a significantly different accounting model for 

leases, requiring additional information and more use of management judgment. The effects 

on financial statements were primarily on the balance sheet. For most companies, the effects 

on net income were not significant.

Observations on the Implementation of the New Leases Standard by Canadian Public Companies
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Key Aspects of the New Leases 
Standard

Prior to the new leases standard, both IFRS and U.S. GAAP required that certain leases, 

commonly referred to as finance leases, be capitalized as right-of-use assets. However, 

other leases, commonly referred to as operating leases, were not capitalized but were 

expensed as incurred. In practice, many leases qualified as operating leases and were 

expensed as incurred.

The new leases standard requires companies to record a right-of-use asset and a lease lia-

bility for almost all leases, with limited exceptions. On the asset side, the right-of-use asset 

is amortized over the term of the lease. On the liability side, the lease liability is measured 

at the present value of future lease payments. Depending on the number and size of oper-

ating leases, this may significantly increase a company’s assets and liabilities as recorded in 

its balance sheet.

Under IFRS, the expense related to a lease is comprised of depreciation of the right-of-use 

lease asset and the accretion of the lease liability. This will normally differ from the expense 

related to a lease determined under previous GAAP. U.S. GAAP generally continues to 

determine lease expense in the same manner as under previous GAAP, so there are usually 

no effects on income.

While there are no effects on total cash flow from this accounting change, under IFRS the 

portion of lease payments representing repayment of the lease liability is now reported in 

cash flow related to finance activities. Under the previous IFRS standard, the cash outflows 

related to leases that were not recorded as liabilities were included in cash flow from oper-

ating activities. However, there is generally no change for companies applying U.S. GAAP. 

As a result, the effects of the new lease accounting on the income statement and the cash 

flow statement will generally differ under IFRS and U.S. GAAP.

The above is a high-level summary of the new leases standard, but not all details important 

for implementing the standard are included. The new leases standard requires more data 

about leases and management judgment about future cash flows related to leases and the 

determination of the interest rate to be used to discount those cash flows. Judgment also 

needs to be used in applying the definitions and requirements of the new leases standard 

to a company’s specific leases.
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Quantitative Effects of the New 
Leases Standard on Assets

Figure 2 , Figure 3 and Figure 4 look at the significance of the effects of the new leases 

standard on assets at the date of adoption of the new leases standard.

The new leases standard requires that most leases be capitalized as a right-of-use asset, 

with limited exceptions for short-term and low-value leases. The significance of capitalizing 

more right-of-use assets as a result of the new leases standard depends on (a) the extent of 

the company’s leasing activity that was previously expensed, and (b) whether the company 

has a large amount of assets that are not leased.

Figure 2 shows that 42% of companies in our sample (25 companies), reported an increase 

in total assets of greater than 2%.

FIGURE 2: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON TOTAL ASSETS

0% 10% 20% 30% 40% 50% 60%

Disclosed not material 
and/or did not quantify

0% to 2%

2% to 5%

5% to 10%

10% to 30%

Greater than 30%

Range of E�ects on Total Assets
Percentage of companies

E
�

ec
ts

 o
n 

as
se

ts

5%

12%

8%

17%

6%

52%

Figure 3 and Figure 4 show the significance of capitalizing the right-of-use assets for leases 

by sector and industry respectively. For financial services, life sciences and real estate, the 

effects were minor as all companies in these sectors reported the increase to total assets  

at less than 2%. 
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In other sectors the effects were more significant. For instance, eight out of the 12 com-

panies in Consumer Products & Services showed an increase of 10% or more in their total 

assets. These were primarily companies with a significant number of leased properties, such 

as retailers (five companies) and restaurants (one company). For the Industrial Products & 

Services sector, two companies (an airline and a fabricated products company) had total 

assets increase by more than 10%. 

FIGURE 3: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON TOTAL ASSETS  
BY SECTOR 

Range of E�ects on Assets by Sector
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Greater than 30%

10% to 30%
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2% to 5%

0% to 2%

Disclosed not material 
and/or did not quantify
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Consumer Products & Services

Comm & Media
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3

3

3

3
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5
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FIGURE 4: BREAKDOWN BY SECTOR AND INDUSTRY OF THE NUMBER OF COMPANIES THAT 
REPORTED THE EFFECTS OF ADOPTION OF THE NEW LEASES STANDARD ON ASSETS WERE 
GREATER THAN 10% 

Effects on Total Assets Exceeded 10% by Industry
Number of companies
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Products &
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Auto & Truck Parts
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5

Number of companies
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Quantitative Effects of the New 
Leases Standard on Liabilities

This section looks at the significance of the effects of the new leases standard on liabilities 

at the date of adoption of the new leases standard. The new leases standard requires most 

lease obligations to be recognized as a liability. Figure 5 shows that 58% of companies 

(35 companies), reported an increase in total liabilities of greater than 2% of total liabilities. 

In these findings:

• 18% of companies (11 companies) had an increase in total liabilities of between 2%  

and 5% 

• 15% of companies (nine companies) had an increase between 5% and 10% 

• 25% of companies (15 companies) had an increase in excess of 10%. For eight of those 

companies, the increase in liabilities was in excess of 30%.

Only 9% of companies stated that the effects on total liabilities of adopting the new leases 

standard was not material and/or did not quantify the effects. In addition, 33% of compa-

nies in our sample (20 companies) disclosed that the increase in liabilities was less than 2% 

of total liabilities.

FIGURE 5: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON TOTAL LIABILITIES

Range of E�ects on Total Liabilities
Percentage of companies

E
�
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ts
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b
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ti
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Number of companies

5%

0% 5% 10% 15% 20% 25% 30% 35%

Disclosed not material 
and/or did not quantify

0% to 2%

2% to 5%

5% to 10%

10% to 30%

Greater than 30% 13%

12%

15%

18%

33%

9%
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Figure 6 and Figure 7 show the significance of the effects on the lease liability by sector 

and industry. Consistent with the asset side of the balance sheet, Consumer Products & Ser-

vices appeared to be the sector most impacted with eight companies, predominantly in the 

retail and restaurant industries, disclosing that the effects on lease liabilities exceeded 10%. 

Four companies in the Industrial Products & Services sector also disclosed similar effects, 

including two companies in the airline industry. 

FIGURE 6: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON TOTAL LIABILITIES  
BY SECTOR 

Range of E�ects on Total Liabilities by Sector
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E
�

ec
ts

 o
n 

lia
b

ili
ti

es

0 2 4 6 8 10 12

Greater than 30%

10% to 30%

5% to 10%

2% to 5%

0% to 2%

Disclosed not material 
and/or did not quantify

Utilities & Pipelines

Technology

Real Estate

Oil & Gas

Mining

Life Sciences

Industrial Products & Services

Financial Services

Consumer Products & Services

Comm & Media

Clean Technology

Number of companies

3 1
1

1

1

1

1

1

2

2

2 2

1

2

3 4 1

1

1

1

1

2 2 6

13

3

3

1

1

1

1

1

2

11QuAntItAtIvEEFFECtSOFthEnEwLEASESStAndARdOnLIAbILItIES

Observations on the Implementation of the New Leases Standard by Canadian Public Companies



FIGURE 7: BREAKDOWN BY SECTOR AND INDUSTRY OF THE NUMBER OF COMPANIES THAT 
REPORTED EFFECTS OF ADOPTION OF THE NEW LEASES STANDARD ON LIABILITIES GREATER 
THAN 10%

E�ects on Total Liabilities Exceeded 10% by Industry
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Quantitative Effects of the New 
Leases Standard on Equity

This section looks at the significance of the effects of the new leases standard on equity 

at the date of adoption of the new leases standard. Figure 8 shows that 85% of companies 

(51 companies) reported the effects of adoption of the new leases standard on total equity 

were either less than 1% or were not material and/or were not quantified by the companies

FIGURE 8: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON OPENING EQUITY

Range of Effects on Opening Equity
Percentage of companies
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Greater than 10%

47%

38%

13%

2%
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Quantitative Effects of the New 
Leases Standard on Net Income

FIGURE 9: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON NET INCOME

Range of E�ects on Net Income
Percentage of companies
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�
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e

0% 10% 20% 30% 40% 50% 60% 70% 80%

Decrease between 0% and -5%

Decrease greater than -5%

Disclosed not material 
and/or did not quantify

Increase between 0% and 5%

U.S. GAAP - no impact to net income

63%

7%

7%

20%

3%

For the 12 U.S. GAAP companies (20% of companies), there is no change in net income. 

This is because the lease-related expenses are recognized in a manner consistent with the 

prior U.S. GAAP standard.

For the 48 IFRS companies (80% of companies), lease-related expenses are now recorded 

in the form of depreciation expense for the right-of-use asset and interest expense on the 

lease liability. The significance of this change will depend on several factors, including the  

number and size of leases relative to net income and the remaining lives of leases com-

pared to their total life. This latter factor will affect the interest expense, which is higher  

in the early part of the life of a lease and lower later on. 

• Sixty-three percent of companies (38 companies), all of whom applied IFRS, did not 

quantify the effects of IFRS 16 on net income in the first quarter of 2019. Of these com-

panies, 25 provided no information on the effects on net income. This may be because 

the effects were not material although these companies did not explicitly  

make this statement. A further 13 companies either stated that there were no effects  

on net income or that the effects were not material. 
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• Seventeen percent of companies (10 companies), all of whom applied IFRS, quantified 

the effects on net income. Four companies disclosed an increase in earnings ranging 

up to 5% while two companies disclosed reductions in earnings of a similar size. The 

remaining four companies disclosed reductions in earnings of greater than 5%.

Observations on the Implementation of the New Leases Standard by Canadian Public Companies
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Quantitative Effects of the New 
Leases Standard on Cash Flow 
from Operating Activities

As with net income, there are no effects on cash flow from operating activities for 

the 12 companies using U.S. GAAP.

For the 48 IFRS companies in our sample, the portion of the lease payment that represents 

repayment of a portion of the lease liability is now recorded in cash flow from finance 

activities rather than in cash flow from operating activities. An increase in cash flow from 

operating activities should thereby result, although for some this could be insignificant.

Only five of the 48 IFRS companies included the effects on cash flow for the first quarter 

of 2019 in their note disclosure of the effects of adopting IFRS 16. However, the repayment 

of a portion of the lease liability is presented as a separate line in cash flows from financing. 

The effects of adopting IFRS 16 on cash flow from operations can be identified from this. 

For most companies in our sample this was the only way to identify the effect on cash flow. 

We think that if a reader only looks at cash flow from operating activities and the disclo-

sures about the adoption of IFRS 16, the effects of the new leases standard on cash flow 

from operating activities may not be readily apparent. 

The effects on cash flow from operating activities will depend on the significance of the 

leases and the size of cash flow from operating activities prior to adopting IFRS 16. 

Figure 10 summarizes our observations of the effects of adopting the new leases standard 

on cash flow from operating activities based mainly on the repayment of a portion of the 

lease liability shown in cash flow from financing in the cash flow statement and, for five 

companies, on specific note disclosure. 
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FIGURE 10: THE EFFECTS OF ADOPTING THE NEW LEASES STANDARD ON OPERATING CASH 
FLOW IN THE FIRST QUARTER OF 2019

Range of E�ects on Operating Cash Flow
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Adoption of the New Leases 
Standard

Method of Adoption
IFRS 16 provides a choice between two transition methods for the initial adoption of the 

new leases accounting standard: the full retrospective approach and the modified retro-

spective approach. For companies applying U.S. GAAP, ASC 842 does not permit the full 

retrospective approach. 

Only 7% of companies (four companies) applied the full retrospective approach in adopting 

the new leases standard.

Short-term and Low-value Leases Exemption
IFRS 16 permits a company to continue to expense lease costs of low-value leases and of 

short-term leases, which are leases with a life of one year or less. ASC 842 includes a similar 

provision for short-term leases but does not permit expensing the costs of low-value leases. 

Only two companies elected not to apply the short-term and low-value lease exemption.

Discount Rates Used
The new lease standard requires cash flows to be discounted at the interest rate inherent 

in the lease or at the lessee’s incremental borrowing rate. Thus, it can be expected that the 

interest rate used will vary among companies. Figure 11 shows the range of weighted aver-

age interest rates disclosed by companies in our sample.
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FIGURE 11: INTEREST RATE USED TO DISCOUNT CASH FLOWS 
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FIGURE 12: INTEREST RATE USED TO DISCOUNT CASH FLOWS BY SECTOR 
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Non-GAAP Financial Measures

Many companies include non-GAAP financial measures as key performance metrics in their 

Management’s Discussion and Analysis (MD&A). Changes to accounting standards can 

affect non-GAAP financial measures. For example, under the previous leases standard, the 

expense of operating leases was included in operating expenses and therefore reduced 

earnings before interest, taxes, depreciation and amortization (EBITDA). Under IFRS 16, 

expenses related to lease expense are reported as depreciation and interest expense, nei-

ther of which is included in the definition of EBITDA.

Changes to Non-GAAP Financial Measure Definitions
Non-GAAP financial measures do not have standard definitions under IFRS or U.S. GAAP. 

Figure 13 shows that eight companies (13% of companies) changed their definition of a 

non-GAAP financial measure as a result of the adoption of the new leases standard. Of 

these, seven companies changed the definition of free cash flow or funds from operations 

to deduct lease payments. These measures are generally defined as cash flow from operat-

ing activities plus/minus various adjustments. Prior to adoption of the new leases standard, 

cash flow from operating activities included expenses related to leases. This adjustment 

therefore resulted in lease payments continuing to reduce free cash flow or funds from 

operations.
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FIGURE 13: ADOPTION OF THE NEW LEASES STANDARD RESULTED IN A CHANGE TO THE 
DEFINITION OF A NON-GAAP FINANCIAL MEASURE 

Adoption of Standard Resulted in a Change 
to the Definition of a Non-GAAP Financial Measure

Number and percentage of companies

Yes, 8, 13%

No, 52, 87%

Explanation of Effects of the New Lease Standard  
on Non-GAAP Financial Measures
Twenty of the 60 companies in our sample identified the effects of adopting the new leases 

standard on one or more of their non-GAAP financial measures. Eight companies restated 

comparatives for non-GAAP financial measures. 
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Effects of New Leases Standard on Total Liabilities  
As a Percentage of Total Equity
Figure 14, Figure 15 and Figure 16 look at the significance of the effects of the new leases 

standard on total liabilities as a percentage of total equity. The effects of total liabilities as a 

percentage of total equity was calculated as the difference between total liabilities divided 

by total equity before and after adoption of the new leases standard. 

FIGURE 14: EFFECTS ON TOTAL LIABILITIES AS A PERCENTAGE OF TOTAL EQUITY
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FIGURE 15: EFFECTS ON TOTAL LIABILITIES AS A PERCENTAGE OF TOTAL EQUITY BY SECTOR
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FIGURE 16: BREAKDOWN BY SECTOR AND INDUSTRY OF THE NUMBER OF COMPANIES THAT 
REPORTED THE EFFECTS OF ADOPTION OF THE NEW LEASES STANDARD ON TOTAL LIABILITIES 
AS A PERCENTAGE OF TOTAL EQUITY WERE GREATER THAN 25% 

E�ects where Total Liabilities as a Percentage 
of Total Equity Exceeded 25% by Industry
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Process

The new leases standard requires additional data about leases, more management judg-

ment about future cash flows related to leases, and the determination of the interest rate  

to be used to discount those cash flows. Judgment also needs to be used in applying defi-

nitions and requirements in the new leases standard to a company’s specific leases.

It is important that companies develop and implement robust policies, systems and pro-

cesses as well as controls to gather the information needed to account for their leases. 

Careful consideration also should be given to determining the information to be provided  

in financial statements so users can understand the impact of leases. 

Because the changes to accounting for leases may affect non-GAAP financial measures, 

consideration needs to be given to whether to redefine non-GAAP financial measures and/

or to provide clear explanations of changes in non-GAAP financial measures resulting from 

the new leases standard in accordance with rules and guidance from securities regulators. 

For example, to help oil and gas entities comply with certain securities requirements as 

a result of IFRS 16, the Office of the Chief Accountant of the Alberta Securities Commis-

sion (ASC) prepared a bulletin Adoption of IFRS 16: Non-GAAP Financial Measures and 
Reserves Reporting Considerations. Oil and gas entities should consider the matters out-

lined in the bulletin when disclosing their key performance measures.
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APPENDIX A

Scope and Methodology

The findings of this report are based on a sample of 60 Canadian publicly traded compa-

nies’ reports to shareholders for the first quarter of 2019.

Company Selection
The 60 companies reviewed represent over 35% of the market capitalization1 of the S&P/

TSX Composite Index (TSX) and S&P/TSX Composite Venture Index (TSXV) across 

the 11 major industry sectors. Companies were selected to ensure representation of small-

cap (<$2B), mid-cap ($2B-$10B) and large-cap (>$10B) organizations (see Table A1). Table 

A2 summarizes the number of companies reviewed per industry.

At least three companies in each sector were selected primarily based on their market 

capitalization. Additional companies were selected to ensure review of a broad range of 

companies.

All companies had first quarter financial statements that ended between March 31, 2019  

and June 30, 2019.

TABLE A1: COMPANIES SELECTED BY MARKET CAP2

Company size # of companies

Large Cap (>$10B) 29

Mid Cap ($2B-$10B) 13

Small Cap (<$2B) 18

60

1 Market capitalization percentage calculated as of June 30, 2019

2 Because one company in our sample was acquired in advance of their year end and was removed from the exchange, we 
assumed the net asset value on their acquisition date was a fair estimate of their market capitalization.
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TABLE A2: COMPANIES SELECTED BY SECTOR

Sector name # of companies

Clean Technology 4

Comm & Media 4

Consumer Products & Services 12

Financial Services 3

Industrial Products & Services 9

Life Sciences 3

Mining 5

Oil & Gas 5

Real Estate 8

Technology 3

Utilities & Pipelines 4

60

TABLE A3: COMPANIES SELECTED BY EXCHANGE

Exchange # of companies

TSX 47

TSXV 13

60
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TABLE A4: BASIS OF ACCOUNTING

Basis of accounting # of companies

IFRS 48

U.S. GAAP 12

60
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