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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

New Operating Lease Disclosures: the Good, the Bad &  
the Non-Compliant 

Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life. 

Many companies are not complying with the Financial Accounting Standards Board’s (FASB) new standard 
(ASU 2016-02) for reporting operating lease assets and liabilities on the balance sheet. This standard went into 
effect in 1Q19 and goes a long way towards closing the loophole that allowed companies to hide trillions of 
dollars in capital off the balance sheet.  

This report provides specific examples of compliant and non-compliant disclosures as well as a general overview 
of how many companies fall into each category. Please contact us if you would like more details on which 
companies are and are not complying with this new rule. 

 

 

What Investors Need to Know  

For operating lease disclosures to be useful for investors, at a bare minimum, companies must disclose:  

• Future annual payments for operating leases 
• Rate used to discount the future annual payments into a net present value (NPV) obligation reported on 

the balance sheet as an asset and liability 
• NPV of Operating Lease/right-of-use (ROU) assets and liabilities 

Since implementation of ASU 2016-02, many companies have not consistently disclosed all three. While 
companies are better about disclosing the NPV obligation, the two worst areas of disclosure and compliance are 
future annual payment tables and discount rates. Without the discount rate and future annual payments data, 
investors cannot assess the reasonableness of the NPV obligation because companies can manipulate that 
value with their choice of discount rate, see “How Operating Lease Discount Rates Can Mislead Investors.”  

Why Disclosure Matters – Required for Accurate Earnings Models 

Without compliant disclosures, investors cannot measure the real value of operating lease/ROU asset & 
liabilities. Since 1998, and long before ASU 2016-02, our models have leveraged detailed footnotes analysis to 
capture the impact of off-balance sheet debt from operating leases on NOPAT/income statements, invested 
capital/balance sheets and the weighted-average cost of capital (WACC).  

Though ASU 2016-02 aims to relieve investors of at least some of the rigorous footnotes analysis required to 
assess operating lease liabilities, plenty of footnotes work remains to ensure we get the right value across 
5,000+ companies for our clients and partners. Figure 1 shows just how different our measure of the NPV of 
operating leases compared to what companies disclose.  

Figure 1: Balance Sheet Impact: Largest Differences in Reported and Adjusted Operating Lease Assets 
 

Company Ticker 
Annual 
Period 

Company- 
Reported Operating 

Leases ($mm) 

Our Value of 
Operating 

Leases ($mm) 

% 
Difference 

Virgin Galactic Holdings SPCE 2019 $24 $36 48% 

Uber Technologies UBER 2019 $1,719 $2,422 41% 

Macy's Inc. M 2020 $3,228 $4,325 34% 

MGM Resorts International MGM 2019 $4,345 $5,702 31% 

Twitter Inc. TWTR 2019 $756 $952 26% 
 

Sources: New Constructs, LLC and company filings 

Learn more about the best fundamental research 

http://www.newconstructs.com
https://www.newconstructs.com/wp-content/uploads/2020/10/201005-Danger-Zone-with-David-Trainer.mp3
http://moneylifeshow.com/
https://www.newconstructs.com/education/impacts-operating-leases-on-balance-sheet/
https://www.newconstructs.com/education/impacts-operating-leases-on-balance-sheet/
https://www.newconstructs.com/contact/
https://www.newconstructs.com/education/misleading-operating-lease-discount-rates/
https://www.newconstructs.com/implied-interest-op-lease-nopat-adj/
https://www.newconstructs.com/off-balance-sheet-debt/
https://www.newconstructs.com/off-balance-sheet-debt/
https://www.newconstructs.com/education-weighted-avg-cost-capital/
https://www.newconstructs.com/education/impacts-operating-leases-on-balance-sheet/
https://www.newconstructs.com/email-sign-up-best-fundamental-research/


  DILIGENCE PAYS 10/9/20 

 

Page 2 of 12 
 

Operating leases also distort EBIT/EBITDA, core earnings and NOPAT. We resolve this distortion by removing 
sublease income, a non-operating item (excluding Real Estate and Restaurants), from operating expenses. 
Figure 2 shows how big an impact this adjustment has on core earnings. For example, AudioCodes (AUDC) 
uses sublease income to overstate core earnings by 16%. Again, investors need adequate disclosure from 
companies in order to gain an accurate understanding of corporate performance. 

Figure 2: Income Statement Impact: Sublease Income Overstates Earnings 
 

Company Ticker 
Annual 
Period 

Sublease 
Income 

% of 
Revenue 

% of Core 
Earnings 

AudioCodes, Ltd. AUDC 2019 $2,741,000  1.4% 16% 

Weis Markets, Inc. WMK 2019 $7,749,000  0.2% 13% 

SVMK Inc. SVMK 2019 $7,500,000  2.4% 9% 

Ligand Pharmaceuticals LGND 2019 $700,000  0.6% 8% 
 

Sources: New Constructs, LLC and company filings 

At the end of the day, we applaud the FASB for narrowing the loophole that allowed companies to hide trillions of 
dollars in capital off the balance sheet. The problem is not the new rule, the problem is companies not complying 
with the rule.  

The Good Disclosure Practices 

We begin with examples of some of the best disclosures so that investors can see how good disclosures look 
and how easy it is for companies to provide them. Plus, they provide a point of reference for understanding just 
how bad the bad disclosures are.  

Good Disclosure #1: This 2019 10-K disclosure from American Airlines (AAL) of the operating lease ROU 
assets and current/long-term liabilities on the balance sheet is an example of the best disclosure of this 
information. In total, we estimate about 52% of companies provide this level of disclosure for their operating 
leases in 10-Ks and 43% in 10-Qs. As noted above, contact us to request more details on which companies 
provide the best/worst disclosures. Note that we will provide certain details to clients only. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.newconstructs.com
https://www.newconstructs.com/data/enhanced-value-screens/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/education-net-operating-profit/
https://www.sec.gov/ix?doc=/Archives/edgar/data/4515/000000620120000023/a10k123119.htm
https://www.newconstructs.com/contact/
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Figure 3: American Airlines (AAL) Operating Lease Assets & Liabilities Disclosure in 2019 10-K 
 

 

 
 

Sources: New Constructs, LLC and company filings 

http://www.newconstructs.com
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Good Disclosure #2: This 2019 10-K disclosure from American Airlines of the future annual payments in an 
operating lease note, as a table, with a breakout of each individual year, is an example of the best disclosure of 
this information. In total, we estimate about 93% of companies provide this level of disclosure for their operating 
leases in 10-Ks and 50% in 10-Qs.  

Figure 4 American Airlines Future Annual Payments Disclosure in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Good Disclosure #3: This 2019 10-K disclosure from American Airlines of the discount rate used to determine 
the NPV of the operating lease payments in a table in the operating lease note is an example of the best 
disclosure of this information. Contact us to request more details on which companies provide the best/worst 
disclosures in this area. 

Figure 5: American Airlines (AAL) Operating Lease Discount Rate Disclosure in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Good Disclosure #4: This 2019 10-K disclosure from Invesco (IVZ) of sublease income reported in a table in 
the operating lease note is an example of the best disclosure of this information. In total, we estimate about 94% 
of companies provide this level of disclosure for their operating leases in 10-Ks and 97% in 10-Qs. 

Sublease income is usually a non-operating item for most companies (with the exception of Real Estate and 
Restaurants) that reduces reported operating expenses, such as selling, general, and administrative. We add 
back sublease income in our adjusted EBIT/EBITDA, core earnings and NOPAT calculations because it leads to 
overstated profits and represents unusual income not core to the company’s ongoing operations.  

Figure 6: Invesco Sublease Income Disclosure in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/4515/000000620120000023/a10k123119.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/4515/000000620120000023/a10k123119.htm
https://www.newconstructs.com/contact/
https://www.sec.gov/ix?doc=/Archives/edgar/data/914208/000091420820000245/a201910-k.htm
https://www.newconstructs.com/data/enhanced-value-screens/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/education-net-operating-profit/
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The Bad Disclosure Practices 

The below examples include disclosures that are not as good as the prior examples because they make the 
information needed to assess operating leases harder to find in filings.  

Bad Disclosure #1: Instead of disclosing their operating lease/ROU assets and liabilities on the balance sheet 
in its 2020 10-K, Evolution Petroleum Corp (EPM) buries that information in “Other” on the balance sheet. 
Analysts and investors have to find the breakout of the “Other” value in the footnotes. It is far more convenient to 
get this data from the balance sheet and not have to search through potentially hundreds of pages of footnotes 
to find it. In total, we estimate about 38% of companies provide this level of disclosure for their operating leases 
in 10-Ks and 54% in 10-Qs. 

Figure 7: Evolution Petroleum Corp “Other Assets” Disclosure in the Footnotes in 2020 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Bad Disclosure #2: In Figure 8, Tellurian Inc. (TELL) double buries, or makes it doubly hard to find, its operating 
lease right-of-use assets and liabilities in its 2019 10-K because they are not disclosed on the balance sheet and 
not directly disclosed in a table in the footnotes. We have to dig further into the text supporting the footnotes 
table to find the operating lease/ROU values. Contact us to request more details on which companies provide 
the best/worst disclosures in this area.  

 

 

http://www.newconstructs.com
https://www.sec.gov/Archives/edgar/data/1006655/000100665520000015/epm202010-k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/61398/000006139820000002/tell12311910-k.htm
https://www.newconstructs.com/contact/
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Figure 8: Tellurian Inc. Operating Lease Disclosures Buried in Footnotes in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Bad Disclosure #3: In Figure 9, Two Harbors (TWO) discloses its future annual payments in an “aggregate 
contractual obligations” table in its 2019 10-K, rather than breaking out the values in a table specifically related to 
operating leases. In total, we estimate about 1% of companies provide this level of disclosure for their operating 
leases in 10-Ks and less than 1% in 10-Qs. 

 

 

 

 

 

 

 

 

 

http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/1465740/000146574020000037/two1231201910kdocument.htm
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Figure 9: Two Harbors Future Annual Payments Bundled in Unrelated Table in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Bad Disclosure #4: EXACT Sciences (EXAS) makes its operating lease discount rate more difficult to find in its 
2019 10-K by only disclosing it in a supporting paragraph and not in the operating lease table. Contact us to 
request more details on which companies provide the best/worst disclosures in this area.  

Figure 10: EXACT Sciences Operating Lease Discount Rate Buried in Text in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Bad Disclosure #5: Figure 11 shows how Janus Henderson Group (JHG) discloses sublease income in its 2019 
10-K, but only within in a paragraph and not a separate table. This disclosure practice is more difficult to identify, 
especially in filings that can run 200+ pages. In total, we estimate about 6% of companies provide this level of 
disclosure for their operating leases in 10-Ks and 3% in 10-Qs. 

 

 

 

 

 

http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/1124140/000112414020000010/exas-20191231.htm
https://www.newconstructs.com/contact/
https://www.sec.gov/ix?doc=/Archives/edgar/data/1274173/000155837020001487/jhg-20191231x10kde51f7.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1274173/000155837020001487/jhg-20191231x10kde51f7.htm
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Figure 11: Janus Henderson Group (JHG) Sublease Income Disclosed in Paragraph in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

The Ugly (and at Times Non-Compliant) Disclosure Practices  

These disclosures lack information necessary for investors and analysts to fully measure the impact of a firm’s 
operating leases on its fundamentals.  

Ugly Disclosure #1: Instead of disclosing operating lease/ROU assets and liabilities on the balance sheet in its 
2019 10-K, Werner Enterprises (WERN) buries that information in “Other” on the balance sheet. However, unlike 
the EPM example above, Werner does not break out “Other” in any way in the footnotes, which leaves analysts 
unable to fully analyze and adjust for operating leases. Contact us to request more details on which companies 
provide the best/worst disclosures in this area. 

Figure 12: Werner Enterprises Operating Lease & ROU Assets & Liabilities Not Broken Out in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Ugly Disclosure #2: Figure 13 shows that Altria Group (MO) is not compliant with GAAP as it groups future 
annual payments in its 2019 10-K years into multi-year timeframes. Under GAAP, aggregation of future annual 
payments is only allowed in the thereafter portion following five individual years. Aggregating multiple years prior 
to the first five makes it more difficult to assess the accuracy of the firm’s NPV calculation. In total, we estimate 
about 1% of companies provide this level of disclosure for their operating leases in 10-Ks and 10-Qs. 

 

 

 

 

 

 

 

 

http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/793074/000079307420000014/wern-20191231x10k.htm
https://www.newconstructs.com/contact/
https://www.sec.gov/ix?doc=/Archives/edgar/data/764180/000076418020000018/a2019form10-kq4.htm
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Figure 13: Altria Group Future Annual Payment Disclosure Lacks Needed Transparency in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Ugly Disclosure #3: Figure 14 illustrates how Altria Group combines many of the worst disclosures from above 
by only mentioning operating lease/ROU assets & liabilities in a paragraph in its 2019 10-K, but providing no 
indication of where these items are recorded on the balance sheet. Contact us to request more details on which 
companies provide the best/worst disclosures in this area.  

Figure 14: Altria Group Operating Lease/ROU Assets & Liabilities Lack Necessary Context in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Ugly Disclosure #4: American Bio Medica Corp (ABMC) provides a breakdown of its future annual payments in 
its 2019 10-K but does not disclose the discount rate used to calculate these payments. Without disclosing the 
discount rate, analysts cannot judge the appropriateness of the rate used and whether the balance sheet impact 
of the operating leases is reasonable. In total, we estimate about 7% of companies provide this level of 
disclosure for their operating leases in 10-Ks and 10% in 10-Qs. 

Figure 15: American Bio Medica Corp Lack of Discount Rate Disclosure in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

 

http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/764180/000076418020000018/a2019form10-kq4.htm
https://www.newconstructs.com/contact/
https://www.sec.gov/Archives/edgar/data/896747/000165495420007022/abmc_10k.htm


  DILIGENCE PAYS 10/9/20 

 

Page 10 of 12 
 

Ugly Disclosure #5: Per Figure 16, Acacia Research (ACTG) disclosed the exact amount of sublease income in 
its 2019 10-K, but omits this important data in its 1Q20 10-Q. Figure 17 shows how Acacia Research’s poor 
disclosure makes it impossible for investors to know and adjust earnings for sublease income. 

Figure 16: Acacia Research Discloses Sublease Income in 2019 10-K 
 

 

Sources: New Constructs, LLC and company filings 

Note that when companies make no mention of sublease income whatsoever, we do not know whether or not 
they have sublease income. We have to assume that companies disclose the existence of any material amounts 
of sublease income. However, given that we see companies not disclose material information in other areas, we 
also have to assume that some companies with material sublease income may have it, but do not disclose it. 

Without adequate enforcement of disclosure compliance, investors are unable to make fully informed decisions. 

Figure 17: Acacia Research Fails to Disclose Sublease Income in 1Q20 10-Q 
 

 

Sources: New Constructs, LLC and company filings 

Contact us to request more details on which companies provide the best/worst disclosures in this area.  

This article originally published on October 5, 2020.  

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler receive no compensation to write about any specific 
stock, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research. 

 

  

http://www.newconstructs.com
https://www.sec.gov/Archives/edgar/data/934549/000168316820000836/0001683168-20-000836-index.htm
https://www.sec.gov/Archives/edgar/data/934549/000168316820001491/acacia_10q-033120.htm
https://www.newconstructs.com/contact/
https://www.newconstructs.com/operating-lease-disclosures-best-worst-practices/
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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Footnotes adjustments matter. We are the ONLY source. 

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds. 

HBS & MIT Sloan research reveals that: 

• Markets are inefficiently assessing earnings because no one reads the footnotes. 

• Corporate managers hide gains/losses in footnotes to manage earnings. 

• Our technology brings the material footnotes data to market for the first time ever. 

Combining human expertise with NLP/ML/AI technologies (featured by Harvard Business School), we shine a 
light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.  

The HBS & MIT Sloan paper, Core Earnings: New Data and Evidence, shows how our superior data drives 
uniquely comprehensive and independent debt and equity research. 

This paper compares our analytics on a mega cap company to other major providers. The Appendix details 
exactly how we stack up. 

Learn more. 

Quotes from HBS & MIT Sloan professors on our research: 

Get better research: 

 “…the NC dataset provides a novel opportunity to study the properties of non-operating items disclosed in 10-
Ks, and to examine the extent to which the market impounds their implications.” – page 20 

Pick better stocks: 

“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns 
of 7-to-10% per year.” – Abstract 

Avoid losses from using other firms’ data: 
“…many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily 
identifiable in Compustat…” – page 14 

Build better models: 

“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures 
of one-year-ahead performance…that is incremental to their current-period counterparts.” – page 4 

Exploit market inefficiencies: 

“These results … suggest that the adjustments made by analysts and Compustat to better capture core earnings 
are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is 
incremental to alternative measures of operating performance in predicting an array of future income 
measures.”  – page 26 

Fulfill fiduciary duties: 

“An appropriate measure of accounting performance for purposes of forecasting future performance requires 
detailed analysis of all quantitative performance disclosures detailed in the annual report, including those 
reported only in the footnotes and in the MD&A.” – page 33-34 

 

 

 

 

http://www.newconstructs.com
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/compare-our-data-roic-to-other-providers/
https://www.newconstructs.com/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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