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Jo Any terminal costs incurred at the end of an asset’s life
such as those required to render the structure safe or to
restore the environment in which it is situated.

1 these costs of ownership transfer are treated as gross fixed
apital formation. They are attributed to the purchaser or
seller of the asset according to which unit bears the
responsibility of meeting the costs. The time of recording of
these costs is diséusss  and the period when the costs
are written off via consumption of fixed capital is discussed
in the section on consumption of fixed capital.

Time of recording

The general principle for the time of recording of acquisitions
less disposals of fixed assets is when the ownership of the
fixed assets is transferred to the institutional unit that intends
to use them in production. Except in two special cases, this

time is not generally the same as the time at which the fixed

assets are produced. Nor is it necessarily the time at which
they are put to use in the production of other goods or
services.

The two exceptions cover assets that take some time to
produce such as construction projects and some cultivated
biological resources. In general, incomplete construction
projects and immature animals and plantations are treated as
work-in-progress. They are reclassified from inventories to

fixed capital when complete and delivered to the unit

intending to use them as fixed assets. However, when the
assets are being produced on own account, the partially
complete products are recorded as capital formation as work
takes place. When the assets are developed under a contract
of sale, the producer records work-in-progress as normal but
when stage payments are made, these are regarded as
purchase of [part of] a fixed asset or as a trade advance if the
value of the stage payment exceeds the value of the work put

_ in place. In the latter case, work is recorded as fixed capital

delivered to the final owner as work proceeds until the trade
credit is exhausted.

When there is no contract of sale agreed in advance, the
output produced by the enterprise must be recorded as work-
in-progress or as additions to the producers’ inventories of
finished goods, depending on whether the product is
completed. For example, finished dwellings built
speculatively remain as additions to the producers’
inventories of finished goods until they are sold or otherwise
acquired by users.

Ownership of assets

In most cases, the ownership of fixed assets is
straightforward,; it is the unit that acquires the asset for use in
production. There are however, three exceptions to be noted.
One concerns assets subject to a financial lease; the second
concerns assets produced by communal effort, the third
concerns immovable assets owned by non-residents.

A financial lease is a contract between a lessor and a lessee
whereby the lessor legally owns the good but the terms of the
lease are such that the lessee takes over both the economic
risks and rewards of using the asset in production. In effect,
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therefore, the lessee becomes the economic owner of the asset
even if the lessor remains the legal owner. In these cases, the
asset is recorded as being acquired by the lessee in retumn for
a loan extended by the lessor to the lessee. The asset is then
recorded on the balance sheet of the lessee and not the lessor.

"The payments due under the lease arrangement are treated as
* forming a repayment of the principal of the loan and a

payment of interest and possibly a service charge. More
details of these arrangements are given in

Certain structures may be produced for own communal use
by groups of households: for example, buildings, roads,
bridges, etc. - After they are finished, the ownership of such
structures may then be transferred to some government unit

that assumes responsibility for their maintenance. When the

transfer occurs, the gross fixed capital formation on own
account originally attributed to the group of households is
cancelled by their negative gross fixed capital formation
resulting from the capital transfers in kind made to the
government unit. The final gross fixed capital formation
remaining is-that of the government unit resulting from its
acquisition of the asset through the capital transfer in kind. If
no such transfer exists and the structure remains the
communal property of the group of housebolds. responsible
for its construction, an NPISH providing collective services

. should be created.

A further consideration to be taken into account in
determining ownership concerns assets built under a private
finance initiative (PFI) sometimes also describes as a public-
private partnership (PPP) or a build, own, operate, transfer
(BOOT) scheme or some other similar shortband. Such
schemes are under accounting scrutiny at the time of writing.
Provisional guidance on how to ascribe the ownership of such
schemes is given in

All buildings and other structures within the economic
territory are deemed, by convention, to be owned by resident
units. If an owner (or lessee under a financial lease) would
not otherwise qualify as a resident unit, a notional resident
unit is created for this purpose. The notional resident unit is
assumed to purchase (or lease) the building or structure.” The
legal owner {or lessee) is deemed to hold equivalent equity in
the notional resident unit. If a building or structure is owned
in part by a resident unit and in part by one or several non-
residents, there is one notional resident unit established with
each of the owners having a proportionate share of the equity
of the notional resident unit.

Valuation

The various components of acquisitions and disposals of
fixed assets are listed below:

a. Value of fixed assets purchased,
b. Value of fixed assets acquired through barter;
c. Value of fixed assets received as capital transfers in kind;

1

d. Value of fixed assets retained by their producers for their
own use, including the value of any fixed assets being
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10.77 The construction of new public monuments constitutes gross:

fixed capital formation and similarly, major improvements to
existing public monuments are also included in gross fixed
capital formation. Public monuments are identifiable
because of particular historical, national, regional, local,
religious or symbolic significance. They are accessible to
the general public, and visitors are often charged for
admission to the monuments or their vicinity. Their owners,
who may be government units, non-profit institations (NPIs),
corporations or households, typically use public mosuments
to. produce cultural or entertainment-type services. In
principle, the gross fixed capital formation in public
monuments should be included in dwellings, non-residential
buildings, and other structures as appropriate; in practice, it
may be desirable to classify them with other structures.
Consumption of fixed capital on new monuments, or on
major improvements to existing monuments, should be
calculated on the assumption of appropriately long service
lives.

and improvements

Lgnd improvements are the result of actions that lead to

ajor improvements in the quantity, quality or productivity
of land, or prevent its deterioration. Activities such as land
clearance, land contouring, creation of wells and watering
holes that are integral to the land in question are to be treated
as resulting in land improvements. Activities such as the
creation of seawalls, dykes, dams and major irrigation
systems which are in the vicinity of the land but not integral
to it, which often affect land belonging to several owners and
which are often’ carried out by government, result in assets

. that are to be classified as structures.

and improvements represent a category of fixed assets
distinct from the non-produced land asset as it existed before
improvement. Land before improvements are effected
remains a non-produced asset and as such is subject to
holding gains and losses separately from price changes
affecting the improvements. In cases where it is not possible
to separate the value of the land before improvement and the
value of those improvements, the land should be allocated to
the category that represents the greater part of the value.

The costs of ownership transfer on all land are to be included
with land improvements.

Machinery and equipment

10.81 Machinery and equipment covers transport equipment,

UNSC version

- machinery  for

information, communication and
telecommunications (ICT) equipment, and other machinery
and equipment. As explained above, machinery and

. equipment under a financial lease is treated as acquired by the

user (lessee) rather than as acquired by the lessor. Tools that
are relatively inexpensive and purchased at a relatively steady
rate, such as hand tools, may be excluded. Also excluded are
machinery and equipment integral to buildings that are
included in dwellings and mnon-residential buildings.
Machinery and equipment other than weapons systems
acquired for military purposes are included; weapons systems
form another category.
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Machinery and equipment such as vehicles, furniture, kitchen
equipment, computers, communications equipment, etc. that
are acquired by bouscholds for purposes of final consumption
are not fixed assets and their acquisition is not treated as
gross fixed capital formation. However, houseboats, barges,
mobile homes and caravans that are used as the principal
residences of households are treated as dwellings, so that
their acquisition by households is included in gross fixed
capital formation.

Transport equipment

Transport equipment consists of equipment for moving
people and objects. Examples include products other than
parts included in CPC 2.0 division 49, transport equipment,
such as motor vehicles, trailers and semi-trailers; ships;
railway and tramway locomotives and rolling stock; aircraft
and spacecraft; and motorcycles, bicycles, etc.

ICT on&ﬁBgﬁ

ICT equipment consists of devices using electronic controls
and also the electronic components forming part of these
devices. Examples are products within CPC 2.0 categories
452 and 472. In practice, this narrows the coverage of ICT
equipment mostly to computer hardware and
telecommunications equipment. :

Other machinery and equipment

Other machinery and equipment consists of machinery and
equipment not elsewhere classified. Examples include
products other than parts and "items identified in other
categories of fixed capital formation included in CPC 2.0
divisions 43, general purpose machinery; 44, special purpose
machinery; 45, office, accounting and computing equipment;
46, electrical machinery and apparatus; 47, radio, television
and communication equipment and apparatus;, and 48,
medical appliances, precision and optical instruments,
watches and clocks. Other examples are products other than
parts included m CPC 2.0 groups 337, fuel elements
(cartridges) for nuclear reactors; 381, furniture; 383, musical
instruments; 384, sports goods; and 423, steam generators
except central heating boilers.

Weapons systems

Weapons systems include vehicles and other equipment
such as warships, submarines, military aircraft, tanks,
missile carriers and launchers, eftc. Most single-use
weapons they deliver, such as ammunition, missiles, rockets,
bombs, etc., are treated as military inventories. However,
some single-use items, such as certain types of ballistic
missile with a highly destructive capability, may provide an
on-going service of deterrence against aggressors and
therefore meet the general criteria for classification as fixed
assets.

Cultivated biological resources

Cultivated biological resources cover animal resources
yielding repeat products and tree, crop and plant resources
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‘assets but inventories.

yielding repeat products whose natural growth and
regeneration is under the direct control, responsibility and
management of institutional units.

In general, when the production of fixed assets takes a long
time to complete, those assets whose production is not yet
completed at the end of the accounting period are recorded as
work-in-progress. However, when the assets are produced on
own account they are treated as being acquired by their users
at the same time as they are produced and not as work-in-
progress.  These general principles also apply to the
production of cultivated assets such as animals or trees that
may take a long time to reach maturity. Two cases need to be
distinguished from each other: the production of cultivated
products by specialized producers, such as breeders or tree
nurseries, and the own-account production of cultivated
assets by their users.

In the case of the specialist producers, animals or trees whose
production is not yet complete and are not ready for sale or
delivery are recorded as work-in-progress. Examples are
one-year-old horses bred for sale as two-year-old race horses,
or young fruit trees that need further growth before being
marketable. Such work-in-progress is recorded and valued in
exactly the same way as that originating in any other kind of
production,

However, when animals or trees intended to be used as fixed
assets are produced on own account by farmers or others,
incomplete assets in the form of immature animals, trees, etc.
that are not ready to be used in production are treated not as
work-in-progress but as pross fixed capital formation by the
producing unit in its capacity as eventual user.

All agricultural output is at the mercy of the weather.
Expected output must take account of normal variations in
climatic conditions and exceptional losses should be confined
to those outside recent past experience.

Animal resources yielding repeat products

Animal resources yielding repeat products cover animals
whose natural growth and regeneration are under the direct
control, responsibility and management of institutional
units. They include breeding stocks, dairy cattle, draft
animals, sheep or other animals used for wool production and
animals used for transportation, racing or entertainment.
Animals raised for slaughter, including poultry, are not fixed
Immature cultivated assets are
excluded unless produced for own use.

This heading includes aquatic resources yielding repeat
products, consisting of aquatic resources maintained for
controlled reproduction. In all but exceptional cases, though,
these will be small and may be ignored unless of significant
importance.

Gross fixed capital formation in livestock that are cultivated
for the products they yield year after year (dairy cattle,
draught animals, etc.) is measured by the value of
acquisitions less disposals, taking account of the treatment
just described of immature livestock reared on own account.
It is therefore equal to the total value of all mature animals
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and immature animals produced on own account acquired by
users of the livestock less the value of their disposals.
Disposals consist of animals sold or otherwise disposed of,
including those sold for slaughter, plus those animals
slaughtered by their owners. Exceptional losses of animals
due to major outbreaks of disease, contamination, drought,
famine, or other natural disasters are recorded in the other
changes in the volume of assets account and not as disposals.
Incidental losses of animals due to occasional deaths from
natural causes form part of consumption of fixed capital.
Consumption of fixed capital of an individual animal is
measured by the decline in its value as it gets older.

Tree, crop and plant resources yielding repeat products

Tree, crop and plant resources yielding repeat products
cover plants whose natural growth and regeneration are
under the direct control, responsibility and management of
institutional units. They include trees (including vines and
shrubs) cultivated for fruits and nuts, for sap and resin and for
bark and leaf products. Trees grown for timber that yield a
finished product once only when they are ultimately felled are
not fixed assets, just as cereals or vegetables that produce
only a single crop when they are harvested cannot be fixed
assets. i

Gross fixed capital formation in plantations, orchards, etc.,
consists of the value of the acquisitions less disposals of
mature trees, shrubs, etc., including acquisitions of immature
trees, shrubs, etc., produced on own account. As explained
above, the value of the latter may be approximated, if
necessary, by the value of costs incurred in their production
during the period: for example, the costs of preparing the
ground, planting, staking, protection from weather or disease,
pruning, training, etc., until the tree reaches maturity and
starts to yield a product. Disposals consist of trees, shrubs,
etc., sold or otherwise transferred to other units plus those cut
down before the end of their service lives. Disposals do not
include exceptional losses of trees due to drought or other
patural disasters such as gales or hurricanes, these being
recorded in the other changes in the volume of assets account.

Costs of ownership transfer on non-produced assets

e costs of ownership transfer on non-produced assets
epresent produced assets but their value cannot be integrated
with the value of another produced asset. They must
therefore be shown as a separate category of gross fixed
capital formation. An exception is made in the case of land
where costs of ownership transfer are treated by convention
as land improvements. Costs of ownership transfer are
defined in

Intellectual property products

Intellectual property products are the result of research,
development, investigation or innovation leading to
knowledge that the developers can market or use to their
own benefit in production because use of the knowledge is
restricted by means of legal or other protection. The
knowledge may be embodied in a free-standing product or
may be embodied in another. When the latter is the case, the
product embodying the kmowledge has an increased price
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10.162 Secondly, in order to comply with the general definition of an
economic asset, natural assets must not only be owned but
must also be capable of bringing economic benefits to their
owners, given the technology, scientific knowledge,
economic infrastructure, available resources and set of
relative prices prevailing on the dates to which the balance
sheet relates or expected to do so in the near future, Thus,
known deposits of minerals that are not commercially
exploitable in the foreseeable future are not included in the
balance sheets of the System, even though they may possibly
become commercially exploitable at a later date as a result of
major, unforeseen advances in technology or major changes
in relative prices. .

10.163 Naturally occurring assets in the form of biota (trees,
vegetation, animals, birds, fish, etc.) are renewable. The
growth and regeneration of trees, crops or other vegetation or
the rearing of animals, birds, fish, etc., may take place under
the direct control, responsibility and management of
institutional units. In this situation, the assets are cultivated,
and the activity is treated as falling within the productio
boundary of the System. The growth of animals, birds, fish,
etc., living in the wild, or growth of uncultivated vegetation
in forests, is not an economic process of production so that
the resulting assets cannot be classed as produced assets.
Nevertheless, when the forests and/or the animals, birds, fish,
etc. are actually owned by institutional units and are a source
of benefit to their owners, they constitute economic assets.
‘When wild animals, birds, fish, etc. live in locations such that
no institutional units are able to exercise effective ownership
rights over them they fall outside the asset boundary.
Similarly, the forests or other vegetation growing in such
regions are not counted as economic assets. -On the other
hand, fish stocks in the high seas which are now subject to
international agreement on how much may be caught by
individual countries may be counted as falling within the
asset boundary.

Ownership

10.164 All owners and purchasers of land within the economic
territory are deemed to have a centre of economic interest in
the economy. If an owner or purchaser would not otherwise
qualify as a resident unit, a notional resident unit is created
for this purpose. The notional resident unit is deemed to
purchase the land while the non-resident is deemed to
purchase the equity of the notional unit and thus acquires a
financial instead of a non-financial asset. Thus, all purchases
and sales of land normally take place between resident units.
The one exception is when the boundaries of the economic
territory itself are changed as a result of the purchase or sale,
for example, when a foreign government, or international
organization, purchases or sells land that is added to, or taken
away from, the enclave in which its embassy or offices are
located. Moreover, as purchases and sales of land between
residents are also recorded excluding costs of ownership
transfer for both buyers and sellers, the total value of the
purchases and sales of land between residents must be equal
to each other at the level of the total economy, although not at
the level of individual sectors or sub-sectors.

10.165 Similarly, it is assumed that extraction of sub-soil resources
can only be undertaken by resident institutional units. As
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soon as an enterprise starts to prepare to establish for
extraction, for example by obtaining the requisite licences, it
is ‘assumed to become resident at that point.

Valuation

10.166 Since natural resources are non-produced, the costs of
ownership transfer, which are part of fixed capital formation,
must be shown separately and not as part of the value of the
transaction in the non-produced asset,

Transactions in natural resources

10.167 Transactions in natural resources are shown as acquisitions
less disposals of the asset in question, according to the
classification given in table 10.4.

and

10.168 Land consists of the ground, including the soil covering and
y associated surface waters, over which ownership rights
are enforced and from which economic benefits can be
derived by their owners by holding or using them. Excluded
are any buildings or other structures situated on it or running
through it; cultivated crops, trees and animals; mineral and
energy reserves; non-cultivated biological resources and
water resources below the ground. The associated surface
water includes any inland waters (reservoirs, lakes, rivers,
etc.) over which ownership rights can be exercised and tht
can, therefore, be the subject of transactions between
institutional units.

10.169 As explained above, land improvements and the costs of
ownership- transfer on land are treated as fixed assets and
shown separately. In consequence, acquisitions and disposals
of natural land are recorded. at the same value for both the
purchaser and the seller. Since both parties to the transaction
must be residents, it follows that, for the economy as a
whole, the aggregate value of total purchases of land must
equal the aggregate value of total sales, although this is not
generally true at lower levels of aggregation, such as
individual sectors or sub-sectors. The value of acquisitions
less disposals of land is thus zero for thé economy as a whole
(excluding transactions that ch
economic territory itself, as noted in’

10.170 Buildings, or other structures, and plantations are often
purchased or sold together with the land on which they are
situated, without separate valuations being placed on the
structures and the land. Even if it is not feasible to obtain
separate valuations, as may be the case for existing structures,
it may be possible to determine which out of the land or the
structure accounts for most of their combined value and to
classify the transaction as the purchase of land or of a
structure depending upon which has the greater value. If it is
not possible to determine whether the land or the structure is
the more valuable, by convention, the transaction should be
classified as the purchase of a structure, that is, as gross fixed
capital formation. A similar convention holds for plantations.

10.171 The System does not specify a disaggregation of natural land
but it is recommended that if a disaggregation is required, it
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Originals of intellectual property products, such as
computer sofiware and entertainment, literary or artistic
originals should be entered at the written down value of
their initial cost, revalued to the prices of the current
period. Since these products will have often been produced
on own account, the initial cost may be estimated by the
sum of costs incurred including a retum to capital on the
fixed assets used in production. If value cannot be
established in this way, it may be appropriate to estimate
the present value of future retumns arising from the use of
the original in production.

Subsequent copies may appear as assets (i) if the original
owner has subcontracted the duties of reproducing and
providing support to users of the copies, or (ii) if a copy is
being used under a contract that is effectively a financial
lease. In these cases, market prices should be available to
use for valuation.

Inventories

Inventories should be valued at the prices prevailing on the
date to which the balance sheet relates, and not at the prices
at which the products were valued when they entered
inventory. In the balance sheets, figures for inventories
frequently have to be estimated by adjusting figures of
book values of inventories in business accounts, as
described in chapter 6.

As is the case elsewhere in the SNA, inventories of
materials and supplies are valued at purchasers’ prices, and
inventories of finished goods and work-in-progress are
valued at basic prices. Inventories of goods intended for
resale without further processing by wholesalers and
retailers are valued at prices paid for them, excluding any
transportation costs that have been separately invoiced to
the wholesalers or retailers and included in their
intermediate consumption.

For inventories of work-in-progress, ‘the value for the
closing balance sheet should be consistent with the value of
the opening balance sheet, plus any work put in place
during the current period, less any work completed and
reclassified as finished goods. In addition, an allowance for
any necessary revaluation for changes in prices in the
period must be included. As explained in chapter 6 and
chapter 19, the time series of the value of work in progress
put in place over a period of time should reflect the increase
in value of work put in place earlier as the delivery date
approaches.

Standing single-use crops (including timber) cultivated by
human activity and livestock being raised for slaughter are
also counted as inventories in work-in-progress. The
conventional way of valuing standing timber is to discount
the future proceeds of selling the timber at current prices
after deducting the expenses of bringing the timber to

- maturity, felling, etc. For the most part, other crops and

livestock can be valued by reference to the prices of such
products on markets.
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Valuables

Given their primary role as stores of value, it is especially
important to value works of art, antiques, jewellery,
precious stones and metals at current prices. To the extent
that well-organized markets exist for these items, they

should be valued at the actual or estimated prices that

would be paid for them to the owner were they sold on the
market, excluding any agents’ fees or commissions payable
by the seller, on the date to which the balance sheet relates.
On acquisition they are valued at the price paid by the
purchaser including any agents’ fees or commissions.

An approach in the absence of organized markets is to

value these items using data on the values at which they are
insured against fire, theft, etc., to the extent information is
available.

Non-produced assets
Natural resources

Land

In principle, the value of land to be shown under natural
resources in the balance sheet is the value of land excluding
the value of improvements, which is shown separately
under fixed assets, and excluding the value of buildings on
the land which is also to be shown separately under fixed
assets. Land is valued at its current price paid by a new
owner, excluding the costs of ownership transfer which are
treated, by convention, as gross fixed capital formation and
part of land improvements and are subject to consumption
of fixed capital.

Because the current market value of land can vary
considerably according to its location and the ‘uses for
which it is suitable or sanctioned, it is essential to identify
the location and use of a specific piece or tract of land and
to price it accordingly.

For land underlying buildings, the 'market will, in some
instances, fumnish data directly on the value of the land.
More typically, however, such data are not available and a
more usual method is to calculate ratios of the value of the
site to the value of the structure from valuation appraisals
and to deduce the value of land from the replacement cost
of the buildings or from the value on the market of the
combined land and buildings. When the value of land
cannot be separated from the building, structure, or
plantation, vineyard, etc. above it, the composite asset
should be classified in the category representing the greater
part of its value. Similarly, if the value of the land
improvements (which include site clearance, preparation
for the erection of buildings or planting of crops and costs
of ownership transfer) cannot be separated from the value
of land in its natural state, the value of the land may be
allocated to one category or the other depending on which
is assumed to represent the greater part of the value.

It is usually much easier to make a division between land
and buildings for the total economy than for individual
sectors or sub-sectors. Separate figures are needed for
studies of national wealth and environmental problems.
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