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1 Massmart IFRS 16 Leases

The need for change was identified by the former chairman of the International
Accounting Standards Board (IASB), Sir David Tweedie, who noted that he had never
flown on an aeroplane which appeared on the respective airline’s Balance Sheet.
He believed that this was unacceptable. Years after his retirement the IFRS 16 Leases
standard, which supersedes the IAS 17 Leases standard, was concluded.
IFRS 16 is the culmination of a joint project between the IASB and the Financial
Accounting Standards Board (FASB). The standard is effective for financial years
beginning on or after 1 January 2019 and accordingly Massmart will report
under IFRS 16 for the first time in the June 2019 Interim Results.
IFRS 16 has no impact on the accounting of existing finance leases, only leases
that were historically accounted as operating leases. Please note though that
our 2018 financials included a correction of an error with regard to a 99-year land
lease for our Woodmead Makro store which has been accounted for as a finance
lease since last year. Please refer to pages 53 (restatement) and 64 (note 7 and 8)
of our Integrated Annual Report. The adoption of IFRS 16 does not have a bearing
on the treatment of the above Makro Woodmead finance lease.
There is an increasing amount of attention being placed on the adoption
of IFRS 16 Leases. This paper seeks to explain how the implementation
of IFRS 16 will impact Massmart. While reported results will look materially
different, the IFRS 16 implementation will have no impact on cash flows
and will not impact the way we look at our business, how we make decisions,
how we allocate capital nor how we interact with customers.

This paper will:
• Describe Massmart’s journey towards implementing IFRS 16;
• Discuss the impact of IFRS 16 adoption on our business model;
• Describe the impact of implementation; and
• Explain the adoption method to be applied.

Context
Massmart’s implementation journey

Accounting implications

Our IFRS 16 implementation journey commenced in
2016; initiated, substantially supported and assisted by
Walmart. In order to generate the correct accounting
impact, the new standard required over 120 data points
to be abstracted per contract. Considerable effort
was required to automate, centralise our previously
decentralised lease data management, and timely
report accurate and complete data through a new lease
system. As at 30 December 2018 we had abstracted
over 550 real estate and 2,300 non-real estate leases and
we continue to abstract and manage this process on a
monthly basis.
Our respective real estate, finance and IT teams have
worked tirelessly in preparation for the adoption of
IFRS 16, ensuring that the significant IT development
required to automate the reporting was in place for
implementation. I would like to thank my Massmart
finance teams for their dedication in meeting our
adoption deadline and the smooth transition into the
new standard in 2019.

The move from the former IAS 17 Leases standard, to
IFRS 16 allows for meaningful comparison between
companies through the adoption of a single lessee
accounting model. IFRS 16 requires almost all previously
accounted for operating leases (excluding shortterm lease exemption) to be recognised as an asset
and liability on Balance Sheet. Typically, the initial
recognition of a lease will be to record the asset equal to
the liability on day-one. The right-of-use (ROU) concept
replaces the risk and rewards IAS 17 model.
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The differences between the standards are illustrated below:

IAS 17

IFRS 16

Under IAS 17, and in all of the Group’s real estate leases, the rent expense was recognised in the Income Statement
(yellow line) on a straight-line basis.

Under IFRS 16, the expense recognised in the Income Statement is made up of a smoothed depreciation expense
(yellow line) and a diminishing finance cost (blue line).

IAS 17 Income Statement

IFRS 16 Income Statement
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Depreciation

A lease smoothing liability (green shading) was raised to enable the smoothing of escalating lease payments onto
the Income Statement.

A ROU asset (green line) and lease liability (blue line) is brought on to the Balance Sheet. IFRS 16 marks the end to
off-Balance Sheet treatment for leases and now follows a single lessee accounting model. IFRS 16 requires almost all
previously accounted for operating leases (excludes short-term lease exemption) to now be recognised as an asset
and liability on Balance Sheet.

IAS 17 Balance sheet

IFRS 16 Balance Sheet
150,000,000

25,000,000

100,000,000
50,000,000

15,000,000

R

R

20,000,000

10,000,000

-50,000,000

5,000,000

-100,000,000
-150,000,000

Time
Lease smoothing

IAS 17 did not allow for meaningful comparison between those companies opting to lease and those who borrowed
to finance their assets. The substantial lease obligation was believed to obscure meaningful comparisons between
companies as this obligation, to the extent it was related to a non-cancellable obligation, was merely disclosed as a
note to the financial statements. Furthermore, IAS 17 used a set of rules and tests which used bright-lines resulting in
an all or nothing recognition on Balance Sheet for somewhat economically similar transactions.

Time
Lease Liability

ROU Asset

Typically, the initial recognition of a lease will be to record the asset equal to the liability on day-one. The right-ofuse (ROU) concept replaces the risk and rewards IAS 17 model. It puts an end to guesswork in investor calculation’s
and increases transparency and comparability between companies, with key finance metrics no longer distorting a
company’s financial strength, value and performance.
The investor community should welcome this standard and understand the desired outcome of the standard
and the resultant change in financial disclosures. Investors however must exercise with caution in comparing yearon-year performance as the maturity profile of lease arrangements directly impacts the recognition pattern in the
Income Statement, together with the incremental borrowing rate methodology applied, which will be explained a
little later.
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Massmart lease porfolio
Strategy

Real estate

Whilst the impact on our numbers is material, this standard will not impact how we choose to finance our business,
nor will it impact net cash flows and will not distract us from our priorities. The leasing of our stores remains critical
to our business operations. Investment choices will continue to be based on achieving the best operational cash
flow outcome - where cash preservation and return on investment deliver value to our material stakeholders in the
medium to long term.
Leasing remains an attractive and widely used finance solution for the following reasons: it offers us convenience
and flexibility; requires no down payment; allows for faster tax deductions; allows for upgrades and end-ofterm options; is least expensive, with lower rentals and no additional collateral; and avoids risk of technological
obsolescence and disposal. Furthermore, in many cases the option to buy is not available.
Our overall turnaround in store roll out in relation to our break-even point is significantly reduced by the option
to lease and in most cases yields a far greater return. We will continue to negotiate with our landlords in seeking the
best cash flow outcome and securing strategic sites, without being misled by short-term accounting profit gains.

Average initial term: Approximately 7 years
Average remaining period: Approximately 5 years
At adoption date, the majority of the lease liability for
the Group was at the upper end of the typical lease
period.

As previously communicated, we have adopted IFRS 16 using the modified retrospective approach. We believe this
is the most cost effective approach in the abstraction of the data required and we will accordingly take you through
the key areas of impact. The modified retrospective adoption approach does not require comparatives to be restated
and provides various practical expedients.
The experts in the accounting field were right, retailers are heavily impacted by the significant portfolio of
stores that are leased. At 30 December 2018 Massmart had 436 stores, 90% of which were leased. These leases were
previously recorded, per IAS 17, as operating leases and were accordingly recognised off-Balance Sheet with just the
occupancy charge coming through on the Income Statement. IFRS 16 now requires these leases to be recognised
on Balance Sheet.

Discount rate applied

1,400

Massmart has a centralised treasury function and control
borrowings on a local level, based on the Group’s credit
standing.
The unsecured incremental borrowing rate will be
used on a portfolio basis as a specific rate for a single
lease asset does not materially differ from the rate
obtained on a portfolio basis.
Inputs considered include: the local borrowing rates;
the unsecured rate; lease start date; and lease term.
Based on the above, a discount rate interest
yield curve is applied. Due to the longer term leases
outstanding at adoption date, Massmart’s expected
average borrowing rate is approximately 11.9%.

Each lease may differ by the following input data:
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b. The rate is dependent on unsecured borrowing rates and a higher term attracts a higher interest rate

On adoption, we have elected the short-term expedient, where leases which have a lease term less than 12 months
are expensed directly to the Income Statement.
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Lease liability

Balance Sheet

The increased lease liability at adoption date is the present value of the operating non-cancellable lease commitments
as at December 2018, plus payments relating to periods where the exercise of the extension/option is reasonably
certain. The payments are present valued based on the expected lease term.

The most significant change will be the increased leased
assets and liabilities as the old operating leases are
brought onto Balance Sheet. The asset and the liability
will initially be recognised equal to each other as we
enter into a lease. However, the pattern in which leases
are amortised over the lease term is differentiated,
causing different amounts to be recognised for the
existing portfolio.

The net non-cancellable operating commitments for the Group are as follows:
Rbn

DECEMBER 2018

RESTATED
DECEMBER 2017*

Net lease commitments
Real estate
Short-term
Year 1
Years 2 to 5
Subsequent to year 5
Non-real estate
Year 1
Years 2 to 5
Subsequent to year 5

The key principals on Balance Sheet are the following:

2.3
7.8
6.1
16.2
0.1
0.1

2.3
7.9
4.9
15.1
0.0

• All leases will be recognised on Balance Sheet by
raising a ROU asset and lease liability.
• The lease liability will initially be raised at the net
present value of future lease payments. Future
payments include non-cancellable lease payments
and options (where it is reasonably certain they will
be exercised).

0.0

-

-

0.2

0.0

16.4

15.1

• The ROU asset will initially be raised at a value
equal to the lease liability. The ROU asset may also
be adjusted by payments made to lessor before
lease commencement date, plus initial indirect
costs incurred i.e. legal fees less any lease incentives
received.
• The lease liability and ROU asset will differ in value over
the lease term due to the lease liability decreasing by
the lease payments net of the finance costs incurred
and the ROU asset decreases through depreciation
evenly over the lease term. The ROU asset is subject
to the normal asset impairment testing.
• The lease liability and ROU asset will be revalued on a
prospective basis when:
• The lease contract is renegotiated; and
• The lease term is reassessed.
• Lease payments over the lease term are not
predetermined i.e. lease payments being linked to
CPI (noting that the volume of CPI linked leases were
1% at adoption date).

Fixed annual payments

* Refer to page 53 (restatement) and 64 (note 7 and 8) of our Integrated Annual Report.

Asset depreciates evenly
over lease term

This can be better understood by unpacking each key area of impact in the Financial Statements.

Liability decreases by lease
payments net of finance costs

R

ROU asset
Lease liability

Time
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Income Statement

Detailed analysis

The fundamental change that will be seen in the Income Statement is a change to the expense characteristics and
recognition pattern for leased assets. This is a result of the ‘in substance fixed rental’ being replaced by a depreciation
expense and a diminishing finance cost. What is important to remember is that the total payments made over the
lease term is equal to the total charge to the Income Statement under IAS 17 and IFRS 16.
The key principals on Income Statement are the following:
• The smoothed operating lease expense is replaced by the straight-line depreciation of the ROU asset over the
lease term and the finance costs on the lease liability reduces over the lease term;
• The total charge to the Income Statement over the lease term before and after IFRS 16 will be the same;
• The operating profit will increase in all cases as the new depreciation charge is less than the removal of the
operating lease expense;
• CPI linked leases amplify the respective impact. Noting that the volume of CPI linked leases was 1% at adoption
date; and
• The impact on profit before tax (PBT) and earning per share (EPS) will depend on the maturity of lease portfolio;
• The cost to the Income Statement is front loaded due to the finance costs;
• Finance costs charged will decrease over the lease term as the lease liability principal portion reduces; and
• The cost to the Income Statement will therefore be higher on a new lease than on an older lease.

Balance Sheet

Condensed consolidated statement of financial position
DECEMBER 2018
(AUDITED)

IFRS 16
PRO FORMA

DECEMBER 2018
(PRO FORMA)

14,165.8

8,530.0

22,695.8

9,647.2

8,530.0

18,177.2

3,656.3

-

3,656.3

Investments and other financial assets

119.2

-

119.2

Deferred taxation

743.1

-

743.1

20,605.2

(118.1)

20,487.1

12,180.9

-

12,180.9

5,693.2

(118.1)

5,575.1

361.3

-

361.3

2,369.8

-

2,369.8

11.6

-

11.6

34,782.6

8,411.9

43,194.5

Rm

ADJUSTMENTS

ASSETS
Non-current assets
Property, plant and equipment

(a)

Goodwill and other intangible assets

Current assets
Inventories
Trade, other receivables and prepayments

(b)

Taxation
Cash on hand and bank balances

IFRS 16 before and after
1,400,000

Non-current assets classified as held for sale
EPS increases on
mature lease

1,200,000

EQUITY AND LIABILITIES

R

1,000,000
800,000
600,000

Total assets

Total equity

EPS decreases on
immature lease

6,528.6

(227.1)

6,301.5

6,514.0

(227.1)

6,286.9

14.6

-

14.6

3,694.5

8,706.7

12,401.2

2,254.1

10,060.6

12,314.7

76.7

-

76.7

1,363.7

(1,353.9)

9.8

24,559.5

(67.7)

24,491.8

21,925.1

(67.7)

21,857.4

205.3

-

205.3

1,744.0

-

1,744.0

685.1

-

685.1

Total liabilities

28,254.0

8,639.0

36,893.0

Total equity and liabilities

34,782.6

8,411.9

43,194.5

Equity attributable to owners of the parent

(c)

Non-controlling interests

400,000

Non-current liabilities

200,000

Interest-bearing borrowings
Time
IFRS 16 IS charge

(d)

Deferred taxation
Operating lease expense

Other non-current liabilities and provisions

(e)

Current liabilities
Trade, other payables and provisions
Taxation

Pro forma financial information

Bank overdrafts

The pro forma consolidated Income Statement of the Massmart Holdings for the 12 months ended 30 December
2018 and the pro forma consolidated Balance Sheet of the Massmart Holdings as at 30 December 2018 (together the
“pro forma financial information”) are set out below.
The pro forma financial information has been prepared for illustrative purposes, only to show the effect on the
consolidated Balance Sheet as if the IFRS 16 (as set out in this discusion document) occurred as at 30 December 2018
and the effect on the consolidated Income Statement as if IFRS 16 was implemented on 1 January 2018.
Due to its nature, the pro forma financial information addresses a hypothetical situation and therefore does not
represent the Massmart Holdings’ actual financial position and results.
The pro forma financial information is the responsibility of the Massmart Holdings Board and has been prepared
by Massmart Holdings management.
The pro forma financial information is presented on a basis consistent with the audited annual financial statements
of the Massmart Holdings for the year ended 30 December 2018, which is presented in accordance with IFRS.

Interest-bearing borrowings

(f )
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Other non-current liabilities and provisions to decrease by R1.4 billion (e)

IFRS 16 Balance sheet
150,000,000

Trade, other payables and provisions (f)

100,000,000

The adjustment relates to the reversal of the lease incentives, onerous lease provisions, together with the short term
portion of the lease smoothing liability.

50,000,000
R

This adjustment relates to the removal of the operating lease smoothing liability which is allocated against the ROU
asset on adoption.

-

Balance Sheet at adoption

-50,000,000
-100,000,000

8.00

-150,000,000

6.00

Term
Lease liability

8.76

6.53

6.30
-0.00

TOTAL

-0.23

TOTAL

4.00

ROU asset
Rbn

2.00
-

Capitalised lease assets to increase by R8.5 billion (a)

-2.00

The ROU asset (green line) is initially recognised at a value equal opposite to the lease liability (blue line). This asset
is similar to the previously capitalised leased asset recognition where depreciation will be recognised on a straightline basis (evenly) over the lease term in most cases. These ROU assets are also subject to be tested for impairment
together with other non-moveable assets in a store per IAS 36 Impairment of assets.
The difference of approximately R1.5 billion seen between the ROU asset and lease liability is due to the adoption
entry whereby the ROU asset is further adjusted by the derecognition of lease prepayments, the lease smoothing
liability, impairment, onerous leases, incentives and initial direct costs.
Where there are changes to terms of the lease contract or where the lease contract includes payments linked to
inflation, both the lease liability and ROU asset are revalued on a prospective basis.

-4.00

Trade and other receivables to decrease by R118 million (b)
The adjustment relates to the removal of the prepaid rental on the operating leases which is allocated against the
ROU asset on adoption.
Equity to decrease by R227 million (c)
The equity adjustment relates to the initial impairment of the ROU asset at adoption.
Interest-bearing borrowings to increase by R10 billion (d)
The initial recognition of the lease liability will be raised on a present value basis, discounting the minimum lease
payments over the term of the lease, on the same basis as the previously capitalised lease liability under IAS 17.
This term includes the non-cancellable lease payments with optional periods included where there is reasonable
certainty that these options will be exercised per the lease contract. At 30 December 2018 we disclosed net operating
commitments of approximately R16.4 billion, which has been used in calculating the initial leave liability value.
In the example, the lease liability (blue line) is reduced over the lease term by the physical lease payments outlined
in the lease contract, offset by the finance cost recognition. The finance costs are seen to diminish over time. This
concept is similar to a home bond where the interest is initially greater and reduces as the cash payments reduce the
capital amount owed to the bank. The interest rate used is the unsecured incremental borrowing rate, which is the
rate a lessee would obtain to borrow the funds necessary to purchase an asset from the bank at the commencement
of the lease contract. The interest rates applied vary from lease to lease based on the respective lease term and when
the lease contract is in effect.

1.35

0.07

0.00
-0.12

-10.06

-6.00
Net assets
before

Less:
Liability

Add: Lease
smoothing

Add: Lease
incentives

Add:
Less:
Less: Onerous
Prepayments provision ROU Asset

Increase

Decrease

Total

Add:
Less:
Net Assets
Indirect costs Impairment
after
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Income Statement

Condensed consolidated income statement
Revenue
Sales
Cost of sales
Gross profit
Other income
Depreciation and amortisation
Employment costs
Occupancy costs
Other operating costs
Trading profit before interest and taxation
Restructuring costs
Impairment of assets
Insurance proceeds on items in PP&E
Operating profit before foreign exchange movements
and interest
Foreign exchange loss
Operating profit before interest
- Finance costs
- Finance income
Net finance costs
Profit before taxation
Taxation
Profit for the year
Profit attributable to:
- Owners of the parent
- Non-controlling interests
Profit for the year

ADJUSTMENTS

(g)
(h)
(i)

(k)

(l)
(j)

52 WEEKS
DECEMBER 2018
(AUDITED)

IFRS 16
PRO FORMA

52 WEEKS
DECEMBER 2018
(PRO FORMA)

91,180.6
90,941.6
(73,250.4)
17,691.2
231.0
(1,134.6)
(7,582.9)
(3,491.3)
(3,644.5)
2,068.9
(161.0)
(21.4)
8.0
1,894.5

(1,703.2)
2,425.8
722.6
722.6

91,180.6
90,941.6
(73,250.4)
17,691.2
231.0
(2,837.8)
(7,582.9)
(1,065.5)
(3,644.5)
2,791.5
(161.0)
(21.4)
8.0
2,617.1

(2.7)
1,891.8
(648.8)
25.1
(623.7)
1,268.1
(399.4)
868.7

722.6
(1,112.8)
(1,112.8)
(390.2)
100.7
(289.5)

(2.7)
2,614.4
(1,761.6)
25.1
(1,736.5)
877.9
(298.7)
579.2

888.6
(19.9)
868.7

(289.5)
(289.5)

599.1
(19.9)
579.2

IFRS 16

R

Rm

1,600,000
1,400,000
1,200,000
1,000,000
800,000
600,000
400,000
200,000
(200,000)
Time
Finance cost

Depreciation to increase by R1.7 billion (g)
Due to the increased capitalised lease asset portfolio,
the depreciation expense will increase as leased assets
are evenly used (blue line) over the lease term.
Occupancy to decrease by R2.4 billion (h)
By virtue of now bringing on the ROU assets onto the
Balance Sheet, the previously recognised rental charge
on the operating leases is no longer recognised on the
Income Statement and is removed as these payments
are effectively now being recorded against the lease
liability.

Depreciation

Operating profit to increase by R722.6 million (i)
and earnings to decrease by R289.5 million (j)
These numbers are heavily driven by the maturity
status of the current lease portfolio. Our property team
successfully renegotiated a substantial portion of the
lease agreements in the 2017 and 2018 financial periods
and we therefore find ourselves to be on the higher
end of the finance charge recognition. At 30 December
2018, 1.0% of our leases were linked to CPI and would
therefore be subject to annual modification. As most
real estate leases are negotiated between 5 -10 years,
the average real estate lease remaining term of 5 years
demonstrates the immaturity of our lease portfolio.
Based on our current lease portfolio, the total IFRS 16
charge (relating to the new depreciation and finance
cost charge) is greater than the reduction in the IAS 17
occupancy cost. Essentially as we enter into new leases,
we expect an increased charge to our Income Statement
that will reduce over time. We therefore expect our
operating profit to increase as the depreciation charge
will be much less than the occupancy cost previously
recognised and earnings are expected to decrease as
the total depreciation charge and finance costs will be
greater than the occupancy cost reduction due to the
immature status of the lease portfolio.
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Finance costs to increase by R1.1 billion (k)

Cash Flow

Due to the recognition of the lease liability, the impact of discounting is now recognised in the Income Statement
over the lease term. The incremental borrowing rates used are fixed rates based on an interest rate yield curve which
assigns a higher rate to a longer-term lease to accordingly compensate for the increased risk, similar to what a bank
would adjust for. The finance cost (green line) diminishes over time. These rates will be updated on a quarterly basis
and assigned to all new leases entered into. All leases at 1 January 2019 will be assigned the same fixed interest rate
in line with the respective remaining lease period per the interest yield curve.

There is no impact on our net cash position (p), however within the Cash Flow Statement, net cash outflows from
operations will increase as the rental payments (m) are no longer recorded in the Income Statement offset by
the finance costs (n), and cash outflows from financing activities will increase as the lease payments (o) are now
recognised against the interest-bearing borrowings in the leased liability.

Taxation (l)
The deferred taxation asset has been raised for the temporary differences relating to the current year, where the
accounting IFRS 16 entries are backed out of the accounting profit.

Condensed consolidated statement of cash flows
Rm

ADJUSTMENTS

Cash flows from operating activities
Operating cash before working capital movements (m)
Cash generated from operations
Finance costs paid
(n)
Net cash inflow from operating activities

BEFORE

RECLASSIFY
OPERATING LEASE
PAYMENTS

RECLASSIFY FINANCE
COSTS AND CAPITAL
PAYMENTS

AFTER

3,409.6
2,863.8
-508.0
1,342.0

2,328.7
2,328.7
2,328.7

-1,112.8
-1,112.8

5,738.3
5,192.5
-1,620.8
3,670.7

-583.7

-

-1,215.9

-1,799.6

238.7

-

-1,215.9

-977.2

33.8

2,328.7

-2,328.7

33.8

IFRS 16 PBT change
Cash flows from financing activities

2.00
1.50

1.27

1.00

TOTAL

-1.11
2.43

0.88
TOTAL

R bn

0.50

-0.50

Decrease in non-current liabilities
Net cash inflow/(outflow) from financing
activities
Net increase/(decrease) in cash and cash
equivalents

-1.00

(o)

(p)

-1.50

-1.70

-2.00
Before: Profit
before Taxation

Add:
Finance costs

Key financial metrics

Add:
Depreciation

Increase

Decrease

Less:
Smoothed rental

Total

After: Profit
before Taxation

Income Statement (2018 pro forma)
Trading profit margin
EPS (cents)
Balance Sheet (at adoption date)
Net debt (Rm)
Net debt/EBITDA

BEFORE

CHANGE

AFTER

2.3%
410.6

0.8%
-133.8

3.1%
276.8

2,313.3
0.8

10,060.6
1.5

12,373.9
2.3

0.4

1.5

1.9

Net debt/EBITDAR
Cash flow (2018 pro forma)
Cash flow from operating activities (Rm)

1,342.0

2,328.7

3,670.7

Cash flow from financing activities (Rm)

238.7

-1,215.9

-977.2

The above pro forma financial information has been reviewed by the Massmart Holding's auditors Ernst & Young Inc in terms of ISAE 3420 and
their unqualified report is available for inspection at the Group's registered office.
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Transition
As we have communicated previously, we have adopted the modified retrospective approach to implementing
IFRS 16. The modified retrospective adoption method does not require comparatives to be restated and provides
various practical expedients namely:
• Modified retrospective adoption - no comparatives
• Combine lease and non-lease components
• Exemption of short-term leases
• Portfolio approach
• Interest rate based on remaining lease term at transition date
On transition Massmart has elected to recognise the ROU asset equal to the lease liability at adoption date. This
method in management’s view was a far easier method than having to retrospectively account for the asset. All
lessees calculating a ROU asset would have had to retrospectively calculate how the ROU asset would have changed
each time there was a modification (such as a renegotiation) or a reassessment (such as a market rent review or
inflationary increase). This would have been particularly onerous for Massmart considering the significant longterm lease decentralised portfolio. The ROU asset at adoption is further adjusted by the derecognition of the lease
prepayments, lease smoothing liability, impairment, onerous leases, incentives and initial direct costs.
With that being said, Massmart will provide a pro forma analysis for illustrative purposes to enable comparability
of financial numbers in the June 2019 Interim Results.

Conclusion
Whilst the impact on our numbers is material, leasing of stores will continue as part of our business operations. Whilst
there is a classification change between net operating and net financing cash flows, there is no impact on overall
cash flow and the net cash position will remain neutral. The new standard will not impact how we choose to finance
our business nor will it distract us from our strategic priorities.

COMMON QUESTIONS & ANSWERS
1. Do you believe the IASB has achieved their intent to improve comparability and
transparency?
a. Yes and No. Yes, to the extent similar companies are being compared. But no with
respect to the company’s year on year performance as this can be impacted by new
leases impacting the maturity of the lease profile, interest rates and forex.
2. Will the targeted level of debt-gearing change?
a. Yes, due to the substantial change in the net debt position the targeted level will be
revised.
3. Is there a different view on the capital structure of the business in light of IFRS 16?
a. No, as this change in capital structure is rather an operational consideration.
4. How have the banks reacted to the change from a covenants perspective?
a. The banks have advised us to continue on the old basis until advised otherwise.
5. Will the dividend cover change?
a. Changes to the dividend cover will be considered.
6. Will the real estate teams negotiate differently?
a. Principally we don’t anticipate a change. However, awareness has been created in
terms of the ROA leases and where possible these will be negotiated in the functional
currency of the respective entity.
7. When would we expect to see a positive turnaround in the net impact on the Income
Statement?
a. The IFRS 16 expense will be less than the old IAS 17 expense when the term of the
lease is at 70% completion.

Basis of preparation

8. How will this amendment influence key managements KPI’s?

The pro forma financial information has been prepared to illustrate the impact of IFRS 16 Leases on the financial
year ended 30 December 2018 had the standard been effective 1 January 2018 (“IFRS 16 - Leases Impact”) on the
assumption that the IFRS 16 Leases impact occurred on 1 January 2018 for the purposes of the Group Income
Statement and the Group Statement of Cash Flows. The pro forma financial effect for the Group Statement of
Financial Position reflects the financial impact of adopting IFRS16 on 1 January 2019 using the modified retrospective
approach and because of the nature of the pro forma may not fairly present Massmart’s financial position, results of
operations or cash flows.
The pro forma financial information has been prepared using the accounting policies of Massmart which comply
with IFRS and are consistent with those applied in the Audited Financial Information.
The pro forma financial information is presented in accordance with the JSE Listings Requirements and the SAICA
Guide on Pro forma Financial Information.
The Directors of Massmart are responsible for the pro forma financial information included.
Ernst & Young Inc.’s independent reporting accountants’ report on the pro forma financial information, is available
for inspection at our registered offices.

a. KPI’s will be amended to ensure consistency in evaluation of performance.

Pro forma assumptions
The finance costs adjustment reflects the calculated interest when applying the average Massmart incremental
borrowing rate as at 1 January 2019 to the cumulative lease liability as at 1 January 2018. The cumulative lease liability
as at 1 January 2018 was calculated as the present value of the remaining future lease payments using the average
Massmart incremental borrowing rate as at 1 January 2019.

9. What will be the impact on the effective tax rate?
a. This will increase at approximately 0.5%.
10. Will the trading table by Division be updated for the pro forma impact?
a. Yes, in the first year of adoption.
11. Which Division will we expect to have the biggest impact?
a. Massdiscounters.

www.massmart.co.za
Massmart values your feedback.
Do you have any questions or suggestions
regarding IFRS 16 Leases?
Email info@massmart.co.za

