ACCT/FINC 447, Fall 2011
Operating Leases Problem

Name ______________________________________


Section  ______________

LEASING ARRANGEMENTS 
  
At December 31, 2005, the Company was the lessee at 15,172 restaurant locations through ground leases (the Company leases the land and the Company or franchisee owns the building) and through improved leases (the Company leases land and buildings). Lease terms for most restaurants are generally for 20 years and, in many cases, provide for rent escalations and renewal options, with certain leases providing purchase options. Escalation terms vary by geographic segment with examples including fixed-rent escalations, escalations based on an inflation index, and fair-value market adjustments. The timing of these escalations generally ranges from annually to every five years. For most locations, the Company is obligated for the related occupancy costs including property taxes, insurance and maintenance. However, for franchised sites, the Company requires the franchisees to pay these costs. In addition, the Company is the lessee under noncancelable leases covering certain offices and vehicles.   
Future minimum payments required under existing operating leases with initial terms of one year or more are: 
	
	
	
	
	
	
	
	
	
	

	IN MILLIONS 


	   
	Restaurant 


	   
	Other 


	   
	Total 



	2006 
	   
	$ 
	1,009.6 
	   
	$ 
	62.0 
	   
	$ 
	1,071.6 

	2007 
	   
	  
	958.4 
	   
	  
	51.3 
	   
	  
	1,009.7 

	2008 
	   
	  
	898.0 
	   
	  
	41.0 
	   
	  
	939.0 

	2009 
	   
	  
	828.5 
	   
	  
	36.1 
	   
	  
	864.6 

	2010 
	   
	  
	764.7 
	   
	  
	30.5 
	   
	  
	795.2 

	Thereafter 
	   
	  
	6,478.3 
	   
	  
	175.3 
	   
	  
	6,653.6 

	  
	   
	

	

	   
	

	

	   
	

	


	Total  
	   
	$ 
	10,937.5 
	   
	$ 
	396.2 
	   
	$ 
	11,333.7 

	  
	
	
	
	
	
	
	
	
	


The following table provides detail of rent expense:   
	
	
	
	
	
	
	
	
	
	

	IN MILLIONS 


	   
	               2005 


	   
	2004 


	   
	2003 



	Total rent expense 
	   
	$ 
	1,362.0 
	   
	$ 
	1,253.5 
	   
	$ 
	1,152.9 

	  
	
	
	
	
	
	
	
	
	


Total assets, 2005: 
$29,988.8
Stockholders’ equity: 
$15,146.1

Total liabilities:

$14,842.7
Calculate operating leases   ____________________   Ops. Leases as % of total assets  ______________

Is this a concern?    Yes  ______
   No _______
Complete the following table (assume a discount rate of 60% for operating leases):

	
	Balance Sheet
	Operating Leases
	Adjusted

	Total liabilities


	
	
	

	Equity


	
	--
	

	Debt to Equity Ratio


	
	--
	


