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Salesforce Adds $100 Million to Its Hidden
Off-Balance Sheet Liabilities

The cloud software provider is now hiding $1.5 billion in liabilities
off-balance sheet
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This alert compares the language used in the company’s latest filing with the period before.
Research suggests changes in language, particularly in the risk factor section, is a powerful
indicator of future performance. Companies that change filing language, according to research,
underperform those that don’t by 30-50 basis points per month for the following year.

Salesforce is Understating Future Lease Liabilities by 30%, Up
From 22.2% Last Quarter
Last quarter, we exposed a $1.4 billion liability Salesforce, a cloud software provider, is hiding
off-balance sheet. Like others, Salesfoce excludes operating leases “not yet commenced” from
its balance sheet liabilities. In its latest 10-Q, Salesforce revealed its operating leases not yet
commenced increased by $100 million:

“As of July 31, 2021, the Company has additional operating leases that have not yet
commenced totaling $1.5 billion and therefore not reflected on the condensed
consolidated balance sheets and tables above.”

The not yet commenced leases commence as soon as 2022 and oblige Salesforce with lease
payments for as long as 18-years.

We calculate that Salesforce discounts its operating leases by approximately 3%. If we add the
hidden $1.5 billion to Salesforce’s future lease liabilities, our analysis reveals the net present
value of the company's future operating lease liabilities is approximately $5 billion, not $3.5
billion as Salesforce would prefer investors believe. In other words, Salesforce is understating
its future operating lease obligations by 30% and its total liabilities by 4.53%.

Excluding “not yet commenced” leases from the balance sheet is an accounting loophole
Salesforce and others are using to hide billions of dollars of liabilities from investors:

● Best Buy is Hiding $756 Million In Liabilities Off-Balance Sheet

https://www.nickwinkler.net/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1658471
https://b94742ca-8101-4639-ae40-08569fcbd131.filesusr.com/ugd/a6c7f3_a44445c9273c480c84f63bb843945f0a.pdf
https://www.sec.gov/ix?doc=/Archives/edgar/data/1108524/000110852421000047/crm-20210731.htm
https://b94742ca-8101-4639-ae40-08569fcbd131.filesusr.com/ugd/a6c7f3_cdd8c9c258c949a6aa3bbc238dcda6cb.pdf


● Bed Bath & Beyond Hides an Additional $24.5 Million Off-Balance Sheet
● Twitter is Hiding a Half-Billion Dollar Liability Off-Balance Sheet

This treatment appears inconsistent with FASB’s guidance on the topic. If a lease is legally
binding— as Salesforce acknowledges— Topic 842 (ASU 2016-02) makes clear that it must be
accounted for on the balance sheet:

“A lessee should recognize in the statement of financial position a liability to make
lease payments (the lease liability)...”
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