
Case 21-8c 

Risk Assessment for Sensible Shoes Inc. 
 
 
Background 

Sensible Shoes Inc. (the “Company”) is a footwear retailer of designer and name-brand shoes 
and fashion accessories. The Company has over 4,000 operating leases that are made up of 
domestic and international stores and distribution centers. Assume the Company has adopted the 
FASB’s new leasing standard, ASC 842, Leases. Additional case details are as follows: 

• The data are the lease population (lease liabilities and right-of-use (ROU) assets) as of 
January 1, 2019. 

• All store locations meet the criteria of operating leases under ASC 842. 

• Total ROU assets and lease liabilities are over $2.2 billion. 

• Lease types are primarily related to retail stores but include other types of facilities (e.g., 
distribution facilities, warehouses, regional branch offices). 

• Five different discount rates (incremental borrowing rates) are applied to the lease 
population. 

Additional Case Information 

Additional background details are presented below to (1) assist students as they work through 
risk assessment considerations for the Company related to accounting for leases under ASC 842 
and (2) provide general information about the various types of audit analytics. 

The Big Picture — Leases Under ASC 842 

The following summarizes “big picture” changes for leases accounted for under ASC 842: 

• Most leases on balance sheet for lessees — ASC 842 puts most leases on the balance 
sheet. Unlike the former leases guidance in ASC 840, Leases, operating leases that were 
off-balance-sheet will be on-balance-sheet under ASC 842. Therefore, most operating 
leases will be recorded similarly to capital leases. For leases accounted for under ASC 
842, consideration is given to both sides of the balance sheet because the standard 
requires recording both an ROU asset and a lease liability. 

• Identification of embedded leases — Identification of embedded leases is very important. 
Embedded leases are found within contracts in which all or a portion of that contract 
meets the definition of a lease because the contract is dependent on identified property, 
plant, and equipment. In other words, not every lease will say “lease.” 
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• Discount rate used to measure the lease liability — The lessee should use the rate 
implicit in the lease (i.e., the rate a lessor charges in the lease) if it is readily 
determinable. If the lessee cannot reasonably determine the rate implicit in the lease 
(which may typically be the case), a lessee will need to use its incremental borrowing rate 
(IBR) to discount the minimum lease payments. The determination of the lessee’s IBR at 
the commencement date of a lease may be difficult and involve significant judgment. The 
ASC master glossary defines incremental borrowing rate as “[t]he rate of interest that a 
lessee would have to pay to borrow on a collateralized basis over a similar term [at] an 
amount equal to the lease payments in a similar economic environment” (emphasis 
added). 

• Disclosures — ASC 842 requires more extensive disclosures, significantly more than 
those required under ASC 840. 

Types of Audit Analytics 

When visualizing data to deliver understanding and insight, typically an auditor may perform one 
or more of four types of data analysis: 

• Comparison — Evaluation or measure of the similarity or dissimilarity of values of one 
or more data points. 

• Relationship — Demonstration of the correlation or connection of two or more 
variables. 

• Composition — Presentation of the individual parts that make up the whole to show 
the relative size of each part in relation to each other and the whole. 

• Distribution — Display of disaggregated parts of a whole to show how they are 
distributed or disbursed across a common scale. 

Each type of analysis will determine the type of visualization(s) to choose because certain 
visualizations are better suited to display different types of analysis. As a result, once auditors 
understand their objective (i.e., to answer questions about the population — in this case, the lease 
population), they determine which type of analysis (i.e., comparison, relationship, distribution, or 
composition) to perform. This, in turn, will help the auditors determine the appropriate type of 
visualization within each category of analysis (e.g., bar chart, tree map, histogram). 

Required Activities: 

1. Consider the facts above and the key identifiers in the excerpt of the leasing data from the 
Company’s leasing system (Handout 1). To assist in risk assessment considerations, 
determine what questions may need to be answered to better inform the auditor about the 
Company’s lease population. 
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2. On the basis of the types of data analytics described above, what types of analysis would 
be best for the auditor’s purpose of better understanding the Company’s lease population 
to inform risk assessment considerations? 

3. Consider the risk assessment questions identified in Activity 1. Determine how the 
visuals in Handout 2 provide facts about the Company’s leases that will assist in 
answering each of the risk assessment questions from Activity 1. 


