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Outsiders’ Goal 

 Create a new balance sheet that reports an 

asset and liability equal to the present value 

of the minimum future operating lease 

payments (for property leased and in use at 

the balance sheet date).  

 The future benefit associated with the asset 

is the right to use the leased property 

during the remainder of the lease term.  

 The liability represents the obligation to 

make the minimum operating lease 

payments. 

Outsiders’ Challenges 

 Spread the “thereafter” cash flows over 

future years. 

 Select an appropriate discount rate  

09 How do you capitalize CVS Caremark's operating leases?

     



2010 $2,094 2010 $2,094

2011 $1,877 2011 $1,877

2012 $1,953 2012 $1,953

2013 $1,855 2013 $1,855

2014 $1,657 2014 $1,657

Thereafter $17,477 2015

Total $26,913 2016

2017
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2019

2020

2021

2022

2023

2024

2025

2026

2027

2028

2029

Present Value of CVS Caremark's 
Operating Leases at December 31, 2009

Reported (in millions) Reported or Estimated 

     



2010 $2,094 2010 $2,094

2011 $1,877 2011 $1,877

2012 $1,953 2012 $1,953

2013 $1,855 2013 $1,855

2014 $1,657 2014 $1,657

Thereafter $17,477 2015 $1,657

Total $26,913 2016 $1,657

2017 $1,657

2018 $1,657

2019 $1,657

2020 $1,657

2021 $1,657

2022 $1,657

2023 $1,657

2024 $1,657

2025 $907

Present Value of CVS Caremark's 
Operating Leases at December 31, 2009

Reported (in millions) Reported or Estimated 

10 Spreading  CVS Caremark's "thereafter" cash flows

     



11  Selecting a discount rate for Caremark

     



Present Value of CVS Caremark's Operating Leases at December 31, 2009

Future value
Discount 

factor
Present 

value 

2010 $2,094 2010 $2,094 0.9524 $1,994

2011 $1,877 2011 $1,877 0.9070 $1,702

2012 $1,953 2012 $1,953 0.8638 $1,687

2013 $1,855 2013 $1,855 0.8227 $1,526

2014 $1,657 2014 $1,657 0.7835 $1,298

Thereafter $17,477 2015 $1,657 0.7462 $1,236

Total $26,913 2016 $1,657 0.7107 $1,178

2017 $1,657 0.6768 $1,122

2018 $1,657 0.6446 $1,068

2019 $1,657 0.6139 $1,017

2020 $1,657 0.5847 $969

2021 $1,657 0.5568 $923

2022 $1,657 0.5303 $879

2023 $1,657 0.5051 $837

2024 $1,657 0.4810 $797

2025 $907 0.4581 $416

Total $18,649

Reported 
(in millions)

Reported or Estimated 

Present value using table 
with 5% discount rate

12 PV of CVS's op leases at end of 2009: using PV tables

     



Present Value of CVS Caremark's Operating Leases at December 31, 2009

Discount 
factor

Present 
value 

2010 $2,094 2010 $2,094 0.9524 $1,994

2011 $1,877 2011 $1,877 0.9070 $1,702

2012 $1,953 2012 $1,953 0.8638 $1,687

2013 $1,855 2013 $1,855 0.8227 $1,526

2014 $1,657 2014 $1,657 0.7835 $1,298

Thereafter $17,477 2015 $1,657 0.7462 $1,236

Total $26,913 2016 $1,657 0.7107 $1,178

2017 $1,657 0.6768 $1,122

2018 $1,657 0.6446 $1,068

2019 $1,657 0.6139 $1,017

2020 $1,657 0.5847 $969

2021 $1,657 0.5568 $923

2022 $1,657 0.5303 $879

2023 $1,657 0.5051 $837

2024 $1,657 0.4810 $797

2025 $907 0.4581 $416

PV = $18,649 Total $18,649

Reported 
(in millions)

Reported or Estimated 

Present value using Excel NPV 
function with 5% discount rate

Present value using table 
with 5% discount rate

13 PV of CVS's op leases at end of 2009: using Excel

     



Present Value of CVS Caremark's Operating Leases at December 31, 2009

Discount 
factor

Present 
value 

2010 $2,094 2010 $2,094 0.9524 $1,994

2011 $1,877 2011 $1,877 0.9070 $1,702

2012 $1,953 2012 $1,953 0.8638 $1,687

2013 $1,855 2013 $1,855 0.8227 $1,526

2014 $1,657 2014 $1,657 0.7835 $1,298

Thereafter $17,477 2015 $1,657 0.7462 $1,236

Total $26,913 2016 $1,657 0.7107 $1,178

2017 $1,657 0.6768 $1,122

2018 $1,657 0.6446 $1,068

Discount Rate Present Value 2019 $1,657 0.6139 $1,017

4% $19,963 2020 $1,657 0.5847 $969

5% $18,649 2021 $1,657 0.5568 $923

6% $17,464 2022 $1,657 0.5303 $879

2023 $1,657 0.5051 $837

2024 $1,657 0.4810 $797

2025 $907 0.4581 $416

PV = $18,649 Total $18,649

Reported 
(in millions)

Reported or Estimated 

Present value using Excel NPV 
function with 5% discount rate

Present value using table 
with 5% discount rate

Sensitivity Analysis

14 PV of CVS's op leases at end of 2009: sensitivity analysis

     



Present Value of CVS Caremark's Operating Leases at December 31, 2008

Discount 
factor

Present 
value 

2009 $1,744.2 2009 $1,744.2 0.9524 $1,661.1

2010 $1,854.4 2010 $1,854.4 0.9070 $1,682.0

2011 $1,609.0 2011 $1,609.0 0.8638 $1,389.9

2012 $1,682.6 2012 $1,682.6 0.8227 $1,384.3

2013 $1,583.4 2013 $1,583.4 0.7835 $1,240.6

Thereafter $14,821.0 2014 $1,583.4 0.7462 $1,181.6

Total $23,294.6 2015 $1,583.4 0.7107 $1,125.3

2016 $1,583.4 0.6768 $1,071.7

2017 $1,583.4 0.6446 $1,020.7

Discount Rate Present Value 2018 $1,583.4 0.6139 $972.1

4% $17,555.1 2019 $1,583.4 0.5847 $925.8

5% $16,450.6 2020 $1,583.4 0.5568 $881.7

6% $15,448.6 2021 $1,583.4 0.5303 $839.7

2022 $1,583.4 0.5051 $799.7

2023 $570.4 0.4810 $274.4

2024 $0.0 0.4581 $0.0

PV = $16,450.6 Total $16,450.6

Reported 
(in millions)

Reported or Estimated 

Present value using Excel NPV 
function with 5% discount rate

Present value using table 
with 5% discount rate

Sensitivity Analysis

15 PV of CVS's op. leases at end of 2008

     



4% discount rate 5% discount rate 6% discount rate

Present value of operating leases $17,555 $16,451 $15,449

Total assets $60,960 $78,515 $77,411 $76,409

Total liabilities $26,386 $43,941 $42,837 $41,835

Total owners' equity $34,574 $34,574 $34,574 $34,574

Total assets/ Total owners' equity 1.76 2.27 2.24 2.21

Total liabilities/Total assets 43.3% 56.0% 55.3% 54.8%

Present value of operating leases $19,963 $18,649 $17,464

Total assets $61,641 $81,604 $80,290 $79,105

Total liabilities $25,873 $45,836 $44,522 $43,337

Total owners' equity $35,768 $35,768 $35,768 $35,768

Total assets/ Total owners' equity 1.72 2.28 2.24 2.21

Total liabilities/Total assets 42.0% 56.2% 55.5% 54.8%

Revenues $98,729 $98,729 $98,729 $98,729

Average Assets $61,301 $80,060 $78,850 $77,757

Turnover 1.61 1.23 1.25 1.27

Reported (which 
includes capital 

leases)

CVS Caremark's Financial Leverage and Turnover
With & Without Capitalizing Operating Leases

December 31, 2008 (in millions)

December 31, 2009 (in millions)

Year ended December 31, 2009 (in millions)

With operating leases capitalized

16 Caremark's ratios with & without capitalizing operating leases

     



4% discount rate 5% discount rate 6% discount rate

Present value of operating leases $4,138,838 $3,803,341 $3,506,818

Total assets $3,380,736 $7,519,574 $7,184,077 $6,887,554

Total liabilities $1,874,712 $6,013,550 $5,678,053 $5,381,530

Total owners' equity $1,506,024 $1,506,024 $1,506,024 $1,506,024

Total assets/ Total owners' equity 2.24 4.99 4.77 4.57

Total liabilities/Total assets 55.5% 80.0% 79.0% 78.1%

Present value of operating leases $3,924,921 $3,614,063 $3,338,480

Total assets $3,783,388 $7,708,309 $7,397,451 $7,121,868

Total liabilities $2,155,512 $6,080,433 $5,769,575 $5,493,992

Total owners' equity $1,627,876 $1,627,876 $1,627,876 $1,627,876

Total assets/ Total owners' equity 2.32 4.74 4.54 4.37

Total liabilities/Total assets 57.0% 78.9% 78.0% 77.1%

Revenues $8,031,620 $8,031,620 $8,031,620 $8,031,620

Average Assets $3,582,062 $7,613,941 $7,290,764 $7,004,711

Turnover 2.24 1.05 1.10 1.15

Year ended September 27, 2009 (in thousands)

Whole Foods' Financial Leverage and Turnover
With & Without Capitalizing Operating Leases

Reported (which 
includes capital 

leases)

With operating leases capitalized

September 28, 2008 (in thousands)

September 27, 2009 (in thousands)
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18 Questions to ponder

     


