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Abstract
A commonly cited motivation for off-balance sheet financing is a reduction in reported book (balance sheet) leverage. Operating leases, the most common form of off-balance
sheet financing, are required to be disclosed in financial statement footnotes, but limited disclosure complicates external evaluation of the effective amount of off-balance sheet
debt. In this paper we investigate the market evaluation of operating leases. We compare the impact of operating leases on debt ratings and the yield of new debt issues to that
of balance sheet debt We document three central findings. First, operating leases are significantly less important than balance sheet debt for firm debt ratings. Second, operating
leases have the same impact as balance sheet debt on the yields of new bond issues. Combined, these findings indicate that while moving debt off-balance sheet may be useful
in maintaining higher debt ratings, it does not fool the market, because bond yields reflect off-balance sheet obligations, despite their limited disclosure, in the same manner as
balance sheet debt. Finally, the simple perpetuity approach to estimating operating lease debt appears to be most consistent with the market evidence. Using the perpetuity
method, we estimate operating lease debt to be of comparable magnitude to balance sheet debt.

Keywords: Operating leases, Off-balance sheet financing, Bond yield, Debt policy

JEL Classification: G32, M41, G12

Suggested Citation

Show Contact Information

0 References

Fetch References

0 Citations

Fetch Citations





Download This Paper (Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1&type=2)

Do you have negative results from your research you’d like to share?

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=140999
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15947
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=223700
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID474784_code223700.pdf?abstractid=474784&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

23  Citations

23  References

Related eJournals

View more 

Recommended Papers

The Panic of 2007 (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1255362&rec=1&srcabs=474784&pos=1)
By Gary B. Gorton (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513)

The Panic of 2007 (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1271390&rec=1&srcabs=474784&pos=2)
By Gary B. Gorton (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513)

Securitized Banking and the Run on Repo (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1454939&rec=1&srcabs=474784&pos=3)
By Gary B. Gorton (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513) and Andrew Metrick (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=20387)

View more 

Paper statistics

DOWNLOADS 3,126

ABSTRACT VIEWS 15,302

RANK 7,296

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=474784)

Financial Accounting eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710)

 Follow 

Corporate Finance: Capital Structure & Payout Policies eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508969)

 Follow 





Feedback 

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1255362&rec=1&srcabs=474784&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1271390&rec=1&srcabs=474784&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1454939&rec=1&srcabs=474784&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17513
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=20387
https://plu.mx/ssrn/a/?ssrn_id=474784
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508969
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm


(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

