
ASSETS ON FINANCE LEASES - A SWITCH 
IN RECORDING 

Summary 

Historically, assets acquired for fmance leasing have been classified 
in the national accounts to the industries or sectors of the owners -
the general basis for classifying assets. As from the 1991 Blue Book, 
however, such assets are classified to the industries or sectors of the 
users. As the users are in effect the "economic owners" of assets on 
fmance leases, this is generally more appropriate for economic 
analysis; and it is in line with modem company accounting. 

This switch has led to changes in the estimates of fixed capital 
formation by each industry and sector (while keeping the total 
unchanged). It has also involved taking a different view of what 
transactions occur between the legal owners and the users of assets 
on fmance leases. This has generated further recording changes in 
the accounts, including to the estimates of the gross trading profits, 
and the fmancial surpluses or deficits, of industrial and commercial 
companies. 

This article briefly describes these changes, and how the required 
adjustments to the accounts have been made. 

The nature of the switch 

Finance leases 

Assets are said to be on fmance leases if the leases extend through 
the greater part of the useful lives of the assets; if the rental payments 
from the users (lessees) to the legal owners (lessors) cover, or largely 
cover, the full costs of the assets plus a return on the fmance provided 
by the lessors (interest); and if substantially all the risks and rewards 
of ownership, other than legal title, are acquired by the users. 

Assets on shorter leases are said to be on operating leases. 

The previous recording basis 

Before the 1991 Blue Book, the legal owners of assets acquired for 
fmance leasing were regarded as undertaking the fixed capital 
formation in the assets, and as renting them out to the users. 

Correspondingly, the legal owners' rental receipts were regarded as 
being for services provided, and as contributing to trading profits. 
The users' rental payments were regarded as operating costs; so for 
companies, they were regarded as reducing trading profits, for the 
self-employed as reducing incomes, and for consumers as adding to 
current expenditure on goods and services. 

This is the "owner" basis of recording assets on fmance leases. 

The new recording basis 

From the 1991 Blue Book, the users of assets on fmance leases are 
regarded as being the "economic owners" of the assets, and as 
undertaking the fixed capital formation in the assets with loans from 
the legal owners. Finance lease arrangements are thus now regarded 
as being akin to hire purchase agreements. 
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Two conceptual changes to the national accounts follow from this. 
First, users are now regarded as taking out loans from the legal 
owners at the start of the lease periods. The amounts borrowed are 
equal to the costs of the assets. 

Second, the rental payments are now regarded as being a mixture of 
loan repayments and interest (no attempt is made to impute a 
component representing service charges for setting up and rurming 
the leases). The levels of the loans outstanding are reduced as the 
repayments are made. 

This results in a more satisfactory basis for economic analysis. The 
assets are now allocated to the parties which use them to generate 
value-added from productive activity and which take all the risks, 
and reap all the rewards, of ownership. 

This is the "user" basis of recording assets on fmance leases. 

Implications for the accounts 

This switch leads to several changes to the published national 
accounts estimates: 

a. In the analyses of gross domestic fixed capital formation 
(GDFCF) by industry and by sector, assets on fmance leases are now 
allocated to the industries and sectors of the users, rather than those 
of the legal owners. The same applies to the corresponding analyses 
of the stocks of fixed assets. 

b. The gross trading profits of the legal owners are now struck 
before crediting receipts from fmance lease rentals. 

c. For the users, gross trading profits, income from self -employment 
and current expenditure on goods and services are now struck before 
accounting for payments of fmance lease rentals. 

d. In the sector income and expenditure accounts, "interest" now 
includes an assessment of the interest paid by, and received by, the 
parties to finance lease arrangements. 

e. The sector fmancial accounts now include additions to the 
imputed loans from the legal owners to the users of assets on fmance 
leases, net of the imputed loan repayments in the period; and the 
sector balance sheets now include financial assets and liabilities 
equal to the levels of these imputed loans outstanding. 

Fixed capital formation on assets on operating leases is still allocated 
to the legal owners of the assets in the accounts. 

The new recording system is consistent with Standard Statement of 
Accounting Practice 21, which called for this treatment to be 
incorporated into company accounts by 1984 (for legal owners) and 
1987 (for users) at the latest. 

Tbe adjustments needed 

Assets on fmance leases are recorded on an "owner" basis in most 
of the basic sources of national accounts data. 
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For example, the basic data on gross trading profits and on income 
from self-employment measure these items after the deduction of, or 
after the receipt of, finance lease rental payments; the basic data on 
general goverrunent current expenditure on goods and services 
includefmance lease rental payments; and the basic data on borrowing 
and lending, and on interest flows, exclude imputed loans from the 
legal owners to the users of assets on fmance leases, and the 
associated interest. 

So adjustments are required to the estimates derived from these basic 
data sources to implement the switch in recording. 

For the complete articulation of the switch through the accounts, 
estimates are frrstneeded of the total value of fixed capital formation 
in assets on fmance leases, together with splits by type of asset, by 
owner and user industry, and by owner and user sector. 

Also required, for each sector, are estimates of receipts and payments 
of finance lease rentals, of the split of these payments between loan 
repayments and interest; and, for the balance sheet, of the stocks of 
assets on finance leases and of the levels of the imputed loans 
outstanding. 

To avoid small changes to years in the medium and distant past, and 
to reflect the growing uncertainty surrounding any estimates for 
these years, the adjustments are taken back only to 1978. 

Estimates of fixed capital formation 

Total, and by type of asset 

Data on fixed capital formation in assets on finance leases are 
collected from both the legal owners and the users. 

Data on such fixed capital formation are collected from the legal 
owners by the Bank of England. Its inquiry covers most specialist 
finance lessors (SFLs), defmed as companies the bulk of whose 
revenue-earning assets are on fmance leases. The results are broadly 
grossed-up (by about 10%) to account for SFLs not covered in the 
inquiry. 

The Bank of England also collects similar data from banks engaged 
in finance leasing. 

Since 1988, data on assets acquired under fmance leases have been 
collected from users by the CSO on the Annual Censuses of Pro
duction and Construction, on the Annual Service Trade Inquiries 
and on the quarterly capital expenditure inquiries. The Department 
of the Environment supplies similar data covering local authorities. 

This reporting net excludes central government and agriculture; and 
its coverage of certain service industries, and of holding companies, 
is not complete. The owner-based estimates of total fixed capital 
formation in these assets are therefore somewhat higher than the 
sums of the amounts reponed by the users, and are taken to represent 
the best estimates available. 

Table 1 shows the estimates of total GDFCF on assets on finance 
leases. The total rises from £1.1 billion in 1978 to reach a peak of 
£7.6 billion in 1989, though falling back in 1990. 

Table 1 also shows an analysis by type of asset This is based on data 
reponed to the Bank of England by the SFLs. Plant and machinery 
accounts for the largest share of these assets, the figures for these 

assets being about twice as large as those for Vehicles, ships and 
aircraft in recent years. New buildings and works accounts for only 
small amounts. 

In 1990, GDFCF on assets on fmance leases, at £6.5 billion. 
represented 6% of total GDFCF (£1 05.2 billion). However, for Plant 
and machinery the percentage is 12% and for Vehicles, ships and 
aircraft it is 21%. 

Analyses by Industries and sectors of owners and users 

SFLs and banks, the legal owners of assets on fmance leases covered 
in the estimates, are classified to Division 8 ("Banking, Finance, 
Insurance, Business Services and Leasing") of the Standard Industrial 
Classification (SIC), and also to the "Financial companies and 
irtstitutions" sector. 

Estimating the analysis by industry of user is more complex. The 
Bank of England inquiries to SFLs and banks request analyses by 
industry of user. However, reporters to these inquiries are more 
likely to know the activities of the establishments with which they 
deal directly, or the activities on which the assets will be employed, 
than the main activities of the user establishments. The latter is, 
however, the required basis of the classification by industry. Although 
the reporters are requested to take account of this when completing 
the returns, it may not always be possible for them to do so. 

The figures reponed to CSO by users, which are available from 1988 
onwards, do not suffer from these problems. From 1988, therefore, 
the analyses by industry of user stan from these user-based figures. 
Allowances are made for those user industries from which no 
information has been collected such that, for each period, the total 
for all industries equals the owner-based figure for total fixed capital 
formation, as shown in Table 1. 

The allowances, which take account of the information provided by 
the legal owners, are allocated to industries within Division 0 
(Agriculture, Forestry and Fishing), Division 7 (franspon and 
Communications), Division 8 (Banking, Finance, Insurance, Business 
Services and Leasing) and Division 9 (Other Services) of the SIC. 
The estimates for all the other Divisions are thus as derived from data 
reponed by the users. 

Up to 1987, the analyses by industry of user are based on data 
reported by the SFLs and banks, but taking into account the 
relationship observed for 1988 onwards between these data and the 
final estimates. 

Table 2 shows the resulting split of GDFCF on assets on fmance 
leases by broad industry group of user.ln 1990, more than half is in 
"Other industries and services" and nearly a fifth in "Manufacturing". 

Table 2 also shows the split by type of asset for each industry in 1990, 
and the share that assets on fmance leases represents of all GDFCF 
in each broad industry group for 1989 and- where available- 1990. 

To estimate the split by sector of user, separate totals are frrst 
obtained or estimated of fixed capital formation in assets on fmance 
leases used by the public sectors; the shares of unincorporated 
businesses are estimated using information on their share of other 
investment in equivalent assets; the shares of fmancial companies 
are broadly estimated from the SIC Division 8 figures; and the 
remaining amounts are allocated to industrial and commercial 
companies. 
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Estimates of rental receipts and payments 

Total 

For years from 1985, information on the total rental receiptsofSFLs 
from finance leases has been requested in a second inquiry of these 
companies run by the Bank of England. Up to 1984, rentals receipts 
were estimated from information obtained by the Equipment Leasing 
Association from an inquiry of its members. 

Table 3 shows the estimates of total receipts based on these data 
(including receipts by banks). The estimated total amounts have 
risen from £1J.7 billion in 1978 to reach £6.4 billion in 1990. 

The split Into loan repayments and Interest 

Since the third quarter of 1988, the loan repayment element of total 
rental payments is assumed to be equal to the legal owners' 
depreciation allowance for assets on finance leases, estimated from 
such information reported by the SFLs in the inquiry run by the Bank 
of England. The balance is then taken to represent the interest 
element. 

For earlier periods, when the Bank of England inquiry did not 
request information on depreciation, the interest element is calculated 
using a model based on fued capital formation in the relevant assets 
in each period, the useful lives of the assets and interest rates. The 
balance is then taken to represent the loan repayment element. 

For a range of periods in which both methods have been applied the 
results agree well, but the method used forrecent years is thought to 
be more reliable. 

Table 3 shows the esti.inated split between loan repayments and 
interest in each year. In 1990, about 70% was loan repayments and 
30% interest. 

Analyses by Industry and sector 

Neither the second Bank of England inquiry to SFLs nor the data 
supplied by the Equipment Leasing Association contain analyses of 
rental receipts by industry or sector of user. The split is therefore 
assumed to be proportional to the stock of assets on fmance leases 
in use in the current year by each sector. This in turn is assumed to 
be proportional to the value of fixed capital formation in these assets 
in the current year and in the two previous years. 

Estimates of the split by industry are made using the same method. 

The split between loan repayments and Interest for each sector 

Neither the depreciation figures reported by the SFLs on the Bank of 
England inquiry nor the data used for the model-based estimates of 
interest payments are split by sector of user. 

For each period, the estimated split for all fmance leases, shown in 
Table 3, is therefore assumed to apply to each sector separately. 
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Sector balance sheets 

Revised gross capital stock, capital consumption, and net capital 
stock figures for each industry and sector have been calculated in the 
usual way from estimates of GDFCF adjusted for the switch in 
recording of assets on fmance leases. However, the capital stock 
resulting from investments made before 1978 has not been reclassified 
to users. 

The levels of each sector's imputed loans outstanding are estimated 
from its cumulative imputed loans, less its cumulative loan 
repayments. 

The effects of the switch 

GDFCF by Industry 

The main broad effects on the estimates of GDFCF in each industry 
appear in Table 2. The last column shows the net effect on the "Other 
industries and services" group, to which SFLs and banks are classified. 

The sector accounts 

Table 4 shows the main effects of the switch. 

For industrial and commercial companies, the switch results in 
higher GDFCF, higher trading profits, higher interest payments and 
higher borrowing (net ofloan repayments).lt also results in lower 
fmancial surpluses- the effect of higher GDFCF being larger than 
the effect of reclassifying part of the rental payments as loan 
repayments. 

For the personal sector, all the users of assets on fmance leases are 
unincorporated businesses, rather than households. So the switch 
increases the estimates of income from self -employment but leaves 
the estimates of consumers' expenditure untouched. Otherwise, the 
effects are similar to (but smaUer than) those for industrial and 
commercial companies. 

For public corporations, the effects are again similar to (but smaller 
than) those for industrial and commercial companies. 

The effects on the figures for financial companies and institutions are 
opposite in sign to the effects on the figures for industrial and 
commercial companies. 

General government is the only sector where rental payments are 
made by final consumers, and where the switch results in lower 
current expenditure on goods and services. However, the reductions 
shown in "Final consumption" also reflect increases in the imputed 
charge for non-trading capital consumption, which result from the 
increases in the estimates of this sector's capital stock. 

Sector balanclng Items 

There is no effect on any of the sector balancing items. For each 
sector, the change in fixed capital formation is offset by the new 
imputed loans; the change to gross trading profit, to income from 
self-employment or to current expenditure on goods and services is 
offset by the change to loan repayments and interest; and the increase 
to the imputed change for non-trading capital consumption affects 
both receipts and expenditure for the general government sector. 



Tbe estlmates or profitabUity 

Theswitchaffectstheestimatesoftheprofitabilityratioofindustrial 
and commercial companies, as usually defined. Both the numerator 
(trading profits) and the denominator (tangible assets) of the ratio are 
increased as a result of the switch. but the overall effect is to increase 
the ratio. For more details, see CSO Bulletin 71/91. 

Tbe estlmates or gross domestic product (GDP) 

The switch has small effects on the estimates of GDP, as the 
provision of fmance leasing is no longer regarded as a service - ie, 
as production. 

However, the estimates of GDP are affected only to the extent that 
fmance lease rental payments are made by fmal consumers; the 
reclassification of rental payments previously regarded as part of 
intermediate consumption cancel out over the whole economy. The 
only fmal consumers paying fmance lease rentals are in the general 
government sector. So the reductions to the GDP estimates cover 
only their payments. It also happens that these reductions are partly 
offset by rises in the imputed charge for general government non
trading capital consumption. 

The fmal block of Table 4 shows the components of the changes to 
GDP, and demonstrates that the sizes of the changes are small, and 
equal for the income and expenditure measures. No adjustments 
have been made to the output measure. 

Possible future work 

The switch of fixed capital formation between industries and sectors 
has been made only in respect of assets legally owned by SFLs and 
banks. It is for investigation whether the switch needs refming to 
take accmmt of other f mance lessors, including companies providing 
a mixture of finance and operating leases. 

Plarmed improvements to the capital expenditure information 
provided by users may reduce the discrepancies between the totals 
reported by users and legal owners of fixed capital formation in 
assets on fmance leases. This would lead to a more reliable industry 
allocation of fixed capital formation in these assets. 

The CSO inquiry into the fmancial assets and liabilities of industrial 
and commercial companies has recently started to collect data on 
fmance lease loans outstanding. This will supplement the information 
used to calculate fued capital formation by these companies. 

Assets on fmance lease agreements between UK residents and 
overseas residents are not covered in the adjustments described 
above. This is because the treatment of such assets in some of the 
basic data sources differ from the treatments of assets on fmance 
leases between UK residents. Different adjustments are therefore 
needed. Although separate adjustments have been made to the 
accounts to ensure the correct treatment of major items on such 
leases, it is for investigation whether furtherrefmements are possible. 

Table 1 

GDFCF In assets on finance leases, by type, 
1978 to 19901 

£million 

Plant Vehicles, New Total 
and ships and buildings 

machin- aircraft and 
ery works 

1978 600 538 8 1146 
1979 973 754 7 1734 
1980 1501 648 8 2157 
1981 1645 575 20 2240 
1982 1932 685 81 2698 
1983 1841 587 60 2488 
1984 2447 1022 54 3523 
1985 3191 1542 92 4825 
1986 2638 1171 151 3960 
1987 3072 1638 79 4789 
1988 4080 1949 40 6069 
1989 5237 2272 80 7589 
1990 4369 2074 79 6522 

1 See footnote 1 to Table 4 
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Table 2 

GDFCF In assets on finance leases by broad Industry group, 1978 to 19901 

Agric- Manufac-
culture, tu ring 
forestry 

& fishing 

1978 30 423 
1979 70 528 
1980 70 717 
1981 100 831 
1982 170 931 
1983 170 855 
1984 245 939 
1985 195 1383 
1986 180 904 
1987 250 865 
1988 346 898 
1989 210 1331 
1990 217 1195 

1990 GDFCF in: 
Plant and 
machinery 188 1049 

Vehicles, ships 
and aircraft 29 140 

New buildings 
and works 0 6 

Percentage of 
GDFCF in assets 
on finance leases 

1989 14.1% 9.3% 

1990 14.7% 8 .1% 

1 See footnote 1 to Table 4 

Table 3 

Rental payments on 
finance leases1 

Total 

1978 663 
1979 1056 
1980 1511 
1981 1839 
1982 2129 
1983 2228 
1984 2674 
1985 2984 
1986 3562 
1987 4566 
1988 5514 
1989 6095 
1990 6384 

1 See footnote 1 to Table 4 
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Energy 
and 

constr-
uction 

21 
51 
27 
37 
58 
38 
81 

144 
108 
150 
143 
213 
381 

116 

252 

13 

3.3% 

Interest 

111 
179 
260 
320 
375 
397 
481 
552 
739 

1005 
1381 
1797 
1946 

Trans-
port 

and comm-
unication 

209 
283 
305 
295 
310 
315 
528 
776 
543 

1000 
869 

1239 
858 

400 

456 

2 

12.9% 

£million 

Loan 
repay
ments 

552 
an 

1251 
1519 
1754 
1831 
2193 
2432 
2823 
3561 
4133 
4298 
4438 

£million 

Other General Total 
industries govern-

and ment 
services 

418 45 1146 
722 80 1734 
885 153 2157 
883 94 2240 

1107 122 2698 
948 162 2488 

1505 225 3523 
2038 289 4825 
1830 395 3960 
2061 463 4789 
3360 453 6069 
4207 389 7589 
3583 288 6522 

2412 204 4369 

1113 84 2074 

58 0 79 

6.9% 4.1% 7.5% 

2.3% 6.2% 

Net effect of 
the leasing 

switch on the 
GDFCF of 

"'ther 
industries 

and services· 
(£million) 

-728 
-1012 
-1272 
-1357 
-1591 
-1540 
-2018 
-2787 
-2130 
-2728 
-2709 
-3382 
-2939 
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Table 4 

Increases to selected series resulting from the leasing switch 1 

Sector accounts £million 

Personal Sector Industrial and commercial companies Financial companies and institutions 

Income Interest GDFCF; Loan Gross Interest GDFCF; Finan- Loan Gross Interest GDFCF; Finan- Loan 
from payments New repay- trading payments New cial repay- trading payments New cial repay-
self borrow- ments profit borrow- surplus ments profit borrow- surplus ments 

employ- ing2 ing2 ing 2 

ment 

1978 39 6 70 33 489 82 846 -439 407 ~27 -105 -1086 564 -522 

1979 64 11 103 53 755 128 1249 ~22 627 -996 -169 -1624 797 -827 

1980 86 15 115 71 1088 189 1554 ~55 899 -1414 -244 -1997 827 -1170 

1981 103 18 124 85 1354 236 1718 ~00 1118 -1709 -297 -2080 668 -1412 

1982 116 20 149 96 1600 282 2037 -719 1318 -1975 -347 -2508 880 -1628 

1983 122 22 131 100 1668 296 1814 -442 1372 -2063 -367 -2288 592 -1696 

1984 145 25 201 120 2037 371 2682 -1016 1666 -2486 -449 -3303 1266 -2037 

1985 172 31 288 141 2359 438 3758 -1837 1921 -2n5 -513 -4495 2233 -2262 

1986 205 41 224 164 2821 586 2918 ~83 2235 -3306 ~87 -3630 1011 -2619 

1987 265 57 286 208 3639 805 3566 -732 2834 -4213 -930 -4399 1116 -3283 

1988 328 82 368 246 4376 1103 4631 -1358 3273 -5045 -1267 -5519 1741 -3n8 

1989 369 107 463 262 4849 1436 6029 -2616 3413 -5571 -1644 ~939 3012 -3927 

1990 391 118 408 273 5025 1534 5046 -1555 3491 -5768 -1758 -5n2 1762 -4010 

1 This and the other tables show the sizes of the adjustments that have been made to th& accounts. However, the calculations have involv&d a substantial d&gree of estimation. The figures should 
therefore not be taken to be accurate to the d&gree impli&d. 

2 The increases in GDFCF and new borrowing oHset each other within each sector account. 
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Table 4 

Increases to selected series resulting from the leasing switch 1 

Sector accounts (cont) £million Gross domestic product £million 

Public corporations General government GDP (I) GDP (E) 

Gross Interest GDFCF; Loan Final Interest GDFCF; Loan Income Gross Non- Total General 
trading payments New repay- consump- payments New repay- from trading tra~n~ govern-
surplus borrow- ments tion borrow- ments self profit/ cap1ta ment 

ing 2 ing 2 employ- surplus consump- final 
ment tion con sump-

tion 

-

1978 73 13 125 60 -23 4 45 22 39 -65 3 -23 -23 

1979 116 20 192 96 -54 10 80 51 64 -125 7 -54 -54 

1980 147 25 175 122 -80 15 153 78 86 -179 13 -80 -80 

1981 153 26 144 127 -82 17 94 82 103 -202 17 -82 -82 

1982 155 27 200 128 -81 18 122 86 116 -220 23 -81 -81 

1983 157 28 181 129 -84 21 162 95 122 -238 32 -84 -84 

1984 176 30 195 146 -88 23 225 105 145 -273 40 -88 -88 

1985 95 16 160 79 -95 28 289 121 172 -321 54 -95 -95 

1986 109 22 93 87 -104 38 395 133 205 -376 67 -104 -104 

1987 102 21 84 81 -118 47 463 160 265 -472 89 -118 -188 

1988 89 21 67 68 -187 61 453 191 328 -580 65 -187 -187 

1989 69 19 58 50 -1 19 82 389 202 369 -653 165 -119 -119 

1990 42 12 30 30 -89 94 288 216 391 -701 221 -89 -89 




