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SUMMARY 

Depreciation of assets -•■ one of the costs of doing business -- rose steadily 
during 1949-59 and likely will continue to rise. Corporate agricultural marketing 
firms -- those handling food and kindred products and textile-mill products, food 
retailers, beverage manufacturers, and tobacco manufacturers -- more than doubled 
their dollar charges for depreciating assets in the 10 years« Increases were typical 
of all corporations in the U« So economy» 

Since World War II, dollars of depreciation have increased m.ore rapidly than 
gains in total receipts but profits after taxes have declined. The total of the two 
(depreciation and aiter-tax profits) -- sometimes called total cash flow -- declined 
in the late 1940* s and reached a low in the early 1950'so Since then total cash flow 
has increased for the agricultural industries. 

When trends in depreciation, profits, and total cash flow are examined in relation 
to stockholders* equity rather than to total receipts^ a different picture em.ergeSo It 
is particularly noticeable if one looks at the entire 1939-59 period. Total receipts 
rose m.ore than equity over those two decades. The combination of depreciation 
and profits, for m.ost agricultural industries, trended upward relative to equity but 
remained steady to lower relative to total receipts. 

Principal reasons behind the rising depreciation of assets in relation to total 
receipts of firm.s are: (1) a greater increase in the total costs of depreciable assets 
than in total receipts, and (2) an increase in the rate of writing off these assets, 
which was m.uch more inaportant than their higher costs. 

The rate of writing off an asset depends on its estimated useful life and the 
method used in computing its depreciation over its service life. Declining service 
lives of assets accounted for the bulk of the rise in rate of write-off between 1946 
and 1954, Through 1953, firms generally used the straight-line method for computing 
depreciation. Since 1954, firms have been using more rapid methods for com.puting 
depreciation. This was the big factor in pushing up the rate of write-off. Most 
prominent of the rapid m.ethods are the declining-balance and the sum-of-the'-years 
digits. 

Roughly one-sixth of depreciation in 1959 resulted from using rapid methods 
rather than the straight-line method. By 1963, this proportion is expected to have 
risen to about one-fifth. 

In 1962, the Internal Revenue Service initiated a new policy regarding the useful 
life of depreciable property, Firm.s now have the option of depreciating assets 
individually, as typically done in the past, or by various classes. These new guidelines 
will likely increase further the rates at which assets are depreciated. The new in- 
vestment tax credit, effective January 1, 1962, in effect lowers the price of long- 
lived equipment. The tax credit reduces current depreciation, but not significantly, 
com.pared with the upward thrust from.firm.s adoptingthe new guidelines in determining 
service lives of property. 
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RISING DEPRECIATION OF ASSETS IN AGRICULTURAL MARKETING FIRMS 

Some Causes and Implications 

by 

Stephen J« Hiemstra, Agricultural Econom.ist 
Marketing Economics Division 

Economic Research Service 

INTRODUCTION 

Depreciation charges of firm.s that process and market agricultural products 
increased steadily in postwar yearso The rise in depreciation -- exceeding the 
increase in sales of these firms — has taken an increasing share of the sales doUaro 
At the same time profits per dollar of sales have declined« 

Such trends give rise to a number of questions regarding the functions of depre*- 
ciation, the causes and economic effects of rising depreciation, and the relationship 
of depreciation to profits« The purpose of this study is to examine trends in depre- 
ciation in the last two decades, to isolate the forces behind the trends, and to explore 
a few of the implications of the findings« Changes in depreciation, for exanciple, may 
affect costs and growth rates of individual firnas and, in aggregate, total costs of 
industries that market agricultural products as well as the rate of growth and pro- 
ductivity of the national economy« Depreciation's direct effect on the profit account 
makes it of special concern« 

There are many concepts of depreciation« As the primary element of capital 
cons\imption, depreciation is one of the costs of doing business« It is an imputed 
cost, the allocation of which varies by accounting conventions« Sometimes, there are 
differences between the amount of depreciation charged on tax statements and that 
reported to stockholders« Depreciation affects and is affected by investment planning 
by business firms« Investment decisions regarding future expectations are based, 
in part, on past experiences that are summarized in depreciation charges« In a 
profitable firm, depreciation provides an important source of funds to a continuing 
business enterprise« Also, it plays an important role in fiscal and nnonetary policies 
of the economyo Allocation of capital consumption is a major factor in affecting 
national financial accounts and tax liability« Such things as price-level changes and 
changes in the rate of adoption of technological advances can have wide economic 
repercussions through their effects on depreciation« 

Emphasis is focused on depreciation as a cost of processing and distributing 
agricTiltural products« For this purpose, com.parisons of depreciation are made with 
total receipts, both over tinne and among industries« The increase over time in 
depreciation per dollar of total receipts is analyzed« How much of the rise was due 
to an increase in depreciable assets in the postwar expansion? How much was caused 
by rising obsolescence? Or, to what extent was the rise caused by the switch to 
using the rapid methods of depreciation authorized for tax purposes starting in 1954? 
This analysis focuses on these questions« Effects of inflation in this report are 
mininciized by using ratios of dollar anaounts« 

After the various forces affecting depreciation are isolated, sonae of the impli- 
cations of the rise are examined« Rising obsolescence, increasing costs of main- 
tenance as an asset gets older, and declining present value of a dollar of income as 
it  is   deferred  into the future  all  complicate the evaluation of depreciation as a cost« 



The rise in depreciation is examined by making comparisons with profits in 
term.s of sales and owners' equity« Both depreciation and after-tax profits (total 
cash flow) accrue to the ownership of a firm» To farmers and consumers interested 
in efficiency throughout the naarketing system, a distinction between profits and 
depreciation of marketing firnas may be unimportant» Both are costs of naoving farm 
products to the retail market. Evaluation of cash flow as a market performance 
criterion abstracts from the difficult problem of allocating capital consumption« 
This advantage has increased in inaport anee in post war years during which depreciation 
has increased rapidly because of changes in tax laws and their adnainistration» How=* 
ever, analyses must not equate total cash flow and profits» Allowances must be naade 
for variations among industries in capital consunaed, for changes over time, and for 
substitutions of capital for other inputs» 

Comparisons are made of new purchases of depreciable property and cash flow 
less dividends» Total cash flow conaprises a major source of funds available to a 
firm for new purchases or other purposes» As a result, changes in cash flow may 
affect financial decisions of firna managers, stock owners, and in aggregate, the 
ecohonay» Nevertheless, external sources of funds are available from a wide variety 
of sources when sound investment opportunities are recognized» 

DEPRECIATION AND CAPITAL CONSUMPTION 

Capital consumption consists of the current value of all capital used in the 
production process during a given accounting period. It is comprised of the total 
loss of value of fixed capital assets owing to use and obsolescence (9^, pp» 7-20)» 2./ 
The major component of capital consumption usually is depreciation of depreciable 
assets» Rent, repairs, maintenance costs, and capital expenditures charged to current 
operations are conaponents of capital consumptionnot depreciable» Capital consunaption 
is distinct frona changes in the capital account owing to revaluations, changes in 
discount rates, or catastrophic destruction. These things affect the capital account 
but are not functions of the production process. 

\J It sonaetimes is argued that obsolescence does not affect the capacity for current 
production so does not constitute capital consumption. Obsolescence then can be 
treated as an adjustment of the capital account at the time of retirement (6^, pp. 242- 
46), But obsolescence may lead to a reduction in use of older assets in favor of 
more modern equipment» This disuse of capacity raises average capital costs, but 
allocation problems renaain« In naeasuring capacity or productivity, gross capital 
stock minus retirements may be preferable to using gross capital stock less depre- 
ciation as is usually done (10, p. 71 and 19, p» 395). 

Nunabers in parentheses refer to Literature Cited, p. 38. 
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Trends in Depreciation 

Corporations that nciarket agricultural products naore than doubled their depre- 
ciation (including amortization and depletion) between 1949 and 1959 (table !)• V 
Retailfood corporations had the greatest increase* They more than tripled depreciation; 
textile-mill products, on the other hand, failed to double« Beverage m.anufacturing, 
food and kindred products^ and tobacco nnanufacturingfellbetween these two extrem.es« 
These rising costs were typical of corporations in the rest of the economy« The all- 
industry group tripled depreciation between 1949 and 1959, after more than doubling 
depreciation between 1939 and 1949 (14)« 

In 1959 depreciation, depletion, and anaortization of sole proprietorships and 
partnerships totaled $77 nciillion for food and kindred products plus beverages, $251 
m.illion for retail food, and $9,329 naillion for all industries (2^)« Corporations 
accounted for 92 percent of total depreciation charges for food and kindred products 
plus beverage m.anufacturing, 51 percent for retail food, and 73 percent for all in- 
dustries« 

Increases in depreciation costs took place during a period of rapidly rising 
receipts, partly due to inflation« Relative to total receipts, depreciation in each of 
the industries declined approxinaately one-half during World War II, but since then 
has  grown  steadily  (fig«   1).  Zj   By 1959, each of the industries except retailfood and 

2/ Industries that market agricultural products included in this study are food and 
kindred products (other than beverage naanufacturing), retail food, beverage manu- 
facturing, textile-mill products, and tobacco manufacturing« They are referred to 
as **agricultural industries,'* and are compared to the average of all industries in 
the economy as a norrtu Sonne sectors of the econonny, such as utilities and finance, 
do not provide comparable connparisons with the agricultural industries« However, 
the inclusion of retail food extends the requirement beyond manufacturing« Desire 
for  a broad base and comparability with nciany data series led to use of all industries« 

The year 1959 includes data from firm.s with accounting periods ending July 1959 
through June I960« The 1958 and 1959 data are not entirely comparable with earlier 
data because of a change in industry classification« The major change in the agri- 
cultural industries was a transfer of 2,277 milk product firms from retail food into 
the food and kindred products industry« Depletable and intangible assets were not 
reported separately from depreciable assets between 1940 and 1953« Partly for this 
reason they have been included throughout the period under study« Anaortization 
and depletion likewise were added to depreciation« 

Zj Throughout this report "total conapiled receipts,** as defined by Internal Revenue 
Service, is used in place of sales« Total receipts is preferable in the sense that 
it includes all receipts from, the assets owned by the firm, both those generated 
outside and inside the nn.ain operation of the firna« Rental inconcie, for example, 
represents depreciable assets not used in operations« Gross sales of all industrial 
corporations in 1957 (not reported for 1958 or 1959) announted to 79 percent of total 
compiled receipts (22^)« Ratios of dollar values are used extensively in this report« 
One of the primary reasons is to nninimize effects of inflation« However, price-level 
changes may alter the two parts of a ratio to different degrees, thereby introducing 
a bias« Despite this possibility, ratios were deemed preferable to deflation of asset 
and depreciation series because of the unknown time-mix of asset purchases and the 
use nciade of the results« Existing deflated series assume stable depreciation rates -- 
straight-line method of depreciation and no change in length of lives of assets (j^, 
app« A, and J;^)« These are crippling assunciptions to a study of changes in methods 
of depreciation and changes in length of asset lives« Enciphasis will be placed on 
cost comparisons and effects on total cashflows so current rather than deflated prices 
are relevant« 



Table 1.--Depreciation charges of corporations that market agricultural products 
compared with the all-industry average, 1939, 19^9, and 1959 l/ 

Industry 

All industries in U. S. . 
Food and kindred products 
Retail food  
Beverage manufacturing... 
Tobacco manufacturing.... 
Textile-mill products.... 

1939 19^9 1959 

Million 
dollars 

3,805 
136 
37 
37 
8 

90 

Million 
dollars 

8,521 
292 
80 
84 
11 

168 

l/ Includes amortization and depletion. 

Source: Tables 13-18. 

Million 
dollars 

25,299 
750 
264 
194 
35 

311 

Percentage increase 
1939 to 

1949 

Percent 

124 
115 
116 
127 
44 
87 

1949 to 

Percent 

197 
157 
230 
131 
211 
85 

Corporations in Selected Indusfries 

DEPRECIATION PER DOLLAR 
OF TOTAL RECEIPTS * 

< PER $ 
All industry average 

\ 

1939 
DATA   FROM   INTERNAL   REVENUE   SERVICE, 

4t DEPRECIATION  INCLUDES   AMORTIZATION  AND   DEPLETION. 

U. S.   DEPARTMENT  OF   AGRÎCULTURE NEC.   ERS  2373-63(10)       ECONOMIC   RESEARCH   SERVICE 

Figure 1 
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textile-mill products exceeded by a small am.ount the level of depreciation, relative 
to total receipts^ from which it declined in 1939. These fluctuations did not materially 
influence the relationships existing among industry groups since each was affected 
by about the same anciount. 

Differences among industries in depreciation per dollar of total receipts are 
explained, largely, by variations in value added and amount and kind of depreciable 
assets necessary to generate a dollar of receipts. Some industries, such as retail 
food, rent a substantial part of their long-term capital in the form of land and buildings, 
thereby reducing the amount of depreciable assets owned by the industry (U^)o Few 
depletable or amortizable assets are found in agricultural industries, so depletion 
and amortization added to depreciation help to raise the all-industry average above 
that of the agricultural industries« 

The postwar rise in depreciation relative to total receipts was an element in 
the increase in the farm-retail marketing margin for food that occurred during the 
same period. Between the postwar low and 1959, corporations that process food and 
kindred products increased depreciation costs by 0.8 cent per dollar of total receipts, 
a rise of HO percent. The increase for corporate beverage manufacturing was 1.3 
cents (115-percent rise) and for retail food corporations 0.4 cent (90-.percent rise). 4/ 
The effect on the marketing margin was little greater in 1959 than it was before the 
war. However, the existence of a persistent upward trend since the late 1940* s 
m.ay carry depreciation per dollar of receipts continually higher in the future. A 
look at the reasons for the rise in depreciation aid in this projection. 

Depreciation as a Cost of Doing Business 

Particularly since the advent of income tax, depreciation has been recognized 
as a cost of doing business. Depreciation is peculiar as a cost in that it is an ac- 
coxinting charge nn.ade against income of a firm; no current cash outlay is required» 
Failure to charge it against income results in an overstatenaent of profits and a 
dissipation of capital in the form of taxes and dividends. 

Depreciation is the means of allocating the cost of a past-acquired asset with a 
useful life exceeding the length of a single accounting period. Depreciable assets 
are durable assets treated in accounting as prepaid expenses. Original cost minus 
salvage value is the appropriate sum to allocate over the life of the asset« Lnputation 
of cost is designed to coincide with useful service life and ebbing value of the asset. 5^/ 

The full cost of an asset is the original cost plus compound interest on invested 
funds until written off by depreciation. Interest cost are recognized only when money 
is borrowed for the purchase, but even then are not related to the capital account. 
Its relevance is appreciated in analyzing the value of rapid depreciation, which reduces 
this cost. It is analogous, inversely, to the situation where the present value of an 
asset includes the return frona it in each future time period discounted to the present 
rather than merely added into a total. When an asset is purchased with internally- 
generated    funds,    an   implicit   interest   cost    still   accumulates   during the period of 

4/ No attempt is made here to conform to the definitions used in computing the 
farm-retail marketing margin for food products originating on U. S. farnns. 

bj Even using the revised guideline service lives for depreciable property authorized 
by Internal Revenue Service in 1962, the basic concept of depreciation for tax pur- 
poses provides that retirement and replacement practices be consistent with the life 
used in computation (24, p. 4)« The reserve ratio test was provided for this purpose. 
See section on new guideline service lives, p« 33. 



depreciation« It often is viewed as an opportunity cost^ but rarely tabulated« It is 
offset by implicit interest income, so in total the expense and income are balanced« 
Nevertheless, failure to recognize them explicitly understates total capital costs and 
inconae from funds invested within the firm. 

Measurennent Problems 

Simplified costing-out practices of accountants result in depreciation charges 
that may not conform very closely to actual loss of value over time. Increasing 
costs of maintenance, the declining value of a dollar over time, and the rapid adoption 
of new technology are major factors ignored in the straight-line method of depreciating« 
Rapid methods of depreciation represent an attempt to overcome these problems, but 
inadequate   knowledge   and variations   among  assets  preclude  precise  measurement« 

Changing price level distorts the correspondence of depreciation and capital 
consumption« Inflation yields a monetary windfall (price-level adjustment) to the 
owner of '*real'* assets« This windfall is not regularly tabulated using conventional 
accounting procedures« But if a market transaction occurs, capital gains are taxable 
even if due to price-level changes alone« The used purchase price of a durable good 
then is depreciable to the purchasing firnci« 

The extension of service life by adding repairs complicates the costing-out 
problena« The line between capital improvements that are depreciable and repairs 
chargeable to current account is difficult to define« Because of the value of quick 
asset write-offs, there is an incentive to charge outlays to repair accounts whenever 
possible« 

Renting is another method of obtaining the use of depreciable assets« Rent 
covers both an elenment of capital consumption and interest on the value of the capital 
embodied in the asset« It is equivalent to purchasing with debtor capital -- depreciation 
is charged against income as well as interest paid to the creditor« The allocation of 
rent paynments between depreciation and interest involves assumptions about the average 
length of service life of the rented assets, the interest rate used by the lessor in 
arriving at the rental charge, and the remaining salvage value of these assets to the 
lessor at the expiration of the rental contract (11)« 6/ Rental income is nnostly offset 
by charges for depreciation and income expense by the lessor, so total depreciation 
for all industries will contain the depreciation component of rent that is hidden for 
firms or industries« This aggregation causes depreciation rates for the all-industry 
average to exceed the weighted average of the industries taken separately. 

FORCES BEHIND THE RISE IN DEPRECIATION 

The various components of depreciation are studied to determine the importance 
of each in pushing up depreciation costs in the last two decades« Particular enaphasis 
is placed on explaining trends in depreciation per dollar of total receipts, so the 
effects   of   changes    in depreciation on naargins   can be assessed«    In a later section, 

6^/ Bonafide rental agreed upon by two parties to a rental contract is prima-facie 
evidence for tax purposes of the amount of capital being consumed plus interest 
paid in a given time period« This ability to write-off the cost of an asset within the 
term of a rental contract rather than perhaps a nauch longer period required if the 
comparable asset were owned represents one of the principal advantages of renting« 
Inflationary windfalls still accrue to the lessee by means of the contract, but replace- 
ment is less of a problem because financing is arranged by the lessor. 
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comparisons  are made between depreciation and profits using both total receipts and 
stockholders' equity as points of departure* 

Depreciation has been rising in postwar years because of (1) an increase in 
total costs of depreciable assets, and (2) a rise in the rate of writing off these assets* jj 
The rate of write-off is a function of (1) the naethod of depreciation used, and (2) the 
estimated useful service life of each asset. A change in average service life, in turn, 
can result from (1) shorter average service lives of depreciable assets over time, 
or (2) a switch in composition of assets from longer to shorter lived assets* This 
switch can be the result of a change in timing of purchase of various sorts of assets, 
the use of more or fewer repairs, or a change in policy of renting vs* owning depre- 
ciable assets* Observed changes in the period studied were stimulated by changes 
in tax laws and their administration* 

Increase in Depreciable Assets Approximates Rise in Receipts 

Gross depreciable assets (fixed durable capital minus land) more than doubled 
in all industries between 1939 and 1959 (fig. 2)« Only a smaU increase occurred 
during World War II because of a general shortage of materials* But a rapid rise, 
reflecting industry growth and adoption of new technology, took place after 1946* 
Total depreciable assets increased at uniform rates among industries between 1946 
and 1959« 8/ The average annual percentage rate of increase in these assets for all 
industrial corporations exceeded that of any of the agricultural industries except 
retail food* ^J 

Since 1939-59 was an inflationary period, the rise in quoted value of assets 
partly represents a change in valuation of a given stock of physical assets* Timing 
of purchase and differences in average asset lives and rates of incorporation are 
some of the reasons for variations among industries. 

Ij In addition, certain problems of industry classification and nunabers of cor- 
porations confuse the data* Between 1939 and 1959, the number of corporations 
filing income tax returns with balance sheets (upon which the depreciation data are 
based) increased 160 percent for the all-industry group, 174 percent for retail food, 
73 percent for food and kindred products, 24 percent for textile-mill products, 5 
percent for beverage nnanufacturing and declined 26 percent for tobacco m.anufacturing* 
Since corporate firm.s m.ay have previously existed as nonincorporated firms, general- 
izations from corporation data covering longtime periods may not hold for entire 
industries* Partly for this reason, depreciation (and later profits) is examined as 
ratios of total receipts and stockholders' equity* 

%J These data based on actual 1RS tax returns are somewhat at variance with 
Commerce data that are built up by prorating annual purchases over tim.e using 
fixed asset lives* On a deflated dollar basis, they show gross stocks of fixed business 
capital increasing steadily over most of the postwar years but the rate of increase 
tapered off significantly in recent years* The declining rate is attributed prim.arily 
to equipm.ent rather than structures (12, pp« ll-14)o 

JJ The geom.etric average percentage rates of increase in 1946-59 by industry 
were food and kindred products, 6*4; retail food, 12*3; beverage manufacturing, 7*0; 
tobacco m.anufacturing, 5*2; textile-mill products, 4*6; and, the average of all in» 
dustries in the U« S*, 8*0 percent* A change in industry classification shifted sizable 
amounts of assets among certain industries between 1957 and 1958* For that reason, 
percentages based on the 1946-57 period for food and kindred products (5*9 percent) 
and   retail   food    (14*2   percent)  may  be  more  meaningful than the rates for 1946-59. 
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DOLLARS OF GROSS DEPRECIABLE ASSETS 
FOR SELECTED INDUSTRIES* 
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Figure 2 

The wholesale price index reported by the Bureau of Labor Statistics for all 
industrial commodities (other than farm products and foods) rose 121 percent between 
1939 and 1959« As a result, new purchases during the period were valued higher 
than comparable physical assets purchased earlier and of longer duration. This 
price-level problem can not be easily solved because of the unknown time sequence of 
purchases« An industry such as retail food with the bulk of its depreciable assets 
in equipment with relatively short service lives and with few buildings will replace 
its stock of depreciable capital more frequently. Thereby, it maintains relatively 
more up-to-date valuations than an industry such as textile mills with heavy invest- 
m.ents in long-lasting equipment and relatively more buildings. 

Gross depreciable assets as a ratio of total receipts declined substantially 
during most of the 1940's (fig. 3). Gross depreciable assets increased during the 
period,   but  total  receipts   rose   considerably more.     In the 1946-59 period, the ratio 
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Figure 3 

for each of the industries trended slightly upward. lO/ Assets and total receipts 
both rose rapidly so the ratio of the two did not change dramatically in most of the 
industries compared» By 1959, none ofthemhad recouped the downtrend that occurred 
during the 1940's. 

Rising price levels likely will be naore quickly reflected in total receipts than 
in the total stock of depreciable assets. Thus, inflation during the 1940's contributed 
to the rapid decline in assets per dollar of total receipts. Relative stability in whole- 
sale prices of nondurable goods since that time helped keep the ratio below prewar 
levels. But rising prices of durable goods probably was responsible for the mild 
postwar  rise  in depreciable  assets  per  dollar of total receipts.   Over the entire two 

10/ The geometric average annual percentage rates of increase in 1946-59 in 
gross depreciable assets per dollar of total receipts for corporations by industry 
are as follows: Food and kindred products, 1.7; retail food, 2.2; beverage manu- 
facturing, 2.9; tobacco manufacturing, 0.9; textile mill products, 4.3; and, average 
of all industries in the United States, 0.6 percent» 



decades,  inflation probably affected total receipts  and depreciable assets to approx- 
imately the same degree, ll/ 

Rising Rate of Asset Write-Off 

A division was naade in the 1946-59 geonaetric average annual rate of increase 
in depreciation per dollar of total receipts« 12/ Most of the increase was explained 
by the rise in depreciation per dollar of gross depreciable assets, that is, the rate 
of asset write-off, except in the case of beverage manufacturing (fig. 3 and table 2), 
Postwar upturns in gross depreciable assets per dollar of total receipts provided 
the balance of the stimulus to depreciation per dollar of total receipts. It was only 
a   small part  of the total rise for tobacco manufacturing and the all-industry average* 

Sinailar reasoning explains the increase in depreciation per dollar of stockholders* 
equity. The ratio of depreciable assets to equity increased over the 1946-59 period 
for all industries. The increase was greater for the agricultural industries, other 
than tobacco and textile mills, than for the all-industry average. 13/ The increase 
in depreciation per dollar of equity exceeded the increase in depreciation per dollar 
of gross depreciable assets in all industries compared (table 3). 

The bulk of the decline in depreciation per dollar of total receipts between 1939 
and 1946 was due to the drop in assets per dollar of total receipts (fig. 3). 14/ Little 
change was found in this period in the rate of asset write-off, except for tobacco 
manufacturing. 

11/ A price deflator by Creanaer (2^) for fixed capital stock increased by 112 
percent between 1937 and 1957 compared with a 105 percent rise for the output 
deflator. Between 1947 (the year of earliest data) and 1959, the wholesale price of 
nondurable goods reported by BL.S increased by only 10 percent while the price of 
durable goods increased 59 percent. Creaimer's price deflators for the stock of 
fixed capital in the food and kindred products industry increased 50 percent between 
1948 and 1957, but only 3 percent for deflators of output (2, table G-4, p. 85). Cream- 
er's assumptions of stable depreciation rates and length of lives of assets reduces 
confidence in his deflators but they are indicative of trends. 

12/ D/R= (D/A) (A/R) where D = depreciation, R= total receipts and A = gross 
depreciable assets.    When y = uv and x = tinae, then 

A y = uA V  + V A u + Au AVf and    A y      =   A v       +     A u + / A u ^ / Av \ • 
Ax Ax Ax        Ax yAx vAx uAx \u à xj\v à xj 

Substituting    D/R    for    y,    D/A   for   u,   and   A/R for v and letting  A x = 1 year, then, 

^ (D/R)    ^     A (A/R)       +     A (D/A)       + /_AJA/RA ^MDA^A 
D/R A/R D/A V     A/R    / \    D/A    / 

(16, note 3, pp. 31-36). 
13/ The all-industry average increased 17, food cind kindred products 40, retail 

food    57,    beverages    31,    tobacco    manufacturing    17,   and   textile m.ills 13 percent. 
14/ Between 1939 2md 1946, the annual average decline in depreciation per dollar 

of total receipts ranged from. 7.6 percent for all industries to 12.7 percent for 
tobacco and textiles. The decline in assets per dollar of total receipts accounted 
for approximately the following percentages of the total declines in depreciation per 
dollar of total receipts: All-industrial average, 125 (offsetting the rise in write- 
off); food and kindred products, 99; retail food, 75; beverage naanufacturing, 88; 
tobacco manufacturing, 32; and, textile mills, 100 percent. 
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Table 2.--Distribution of the 19^^-6-59 geometric average annual rate of increase in 
depreciation per dollar of total receipts l/ 

Industry      ] 

Depreciation per dollar of 
gross depreciable assets 

(rate of write-off) 

\           Gross 
depreciable 
assets per 

;   dollar of 
[ total receipts 

; Inter- : 
; action , 

Total 
depre- 
ciation 

Total ' 

Attributed to -- per dollar 
: Reduced 

rtcip-L   ^ average 
methods ' -, . 

;        :  lives 

: of total 
: receipts 

Percent Percent  Percent     Percent    Percent   Percent 

32      56         11         1      100 

28      40         31         1       100 

All-industry average.. 
Food and kindred 
Droducts  

.  88 

\       ^8 
Retail food  Î  58      26       32         ^1                       1       100 
Beverage manufacturing 
Tobacco manufacturing. 
Tpxti1p mills  

:  46     25      21        53        1      100 
:  87     32      55         12         1      100 
Ï   qq      21       38          39          2       100 

l/ Allocation of major division based on procedure in footnote 12. Breakdowns of 
depreciation per dollar of gross depreciable assets are based on estimates of the 
proportions of depreciation in 1959 attributed to use of rapid methods, described in 
the appendix. 

Table 3«--Geometric average annual increase in depreciation, 1946-59 

Industry 
Depreciation 

1 total 
receipts 

Depreciation 
7 gross 

depreciable assets 

Depreciation 
'-  stockholders' 

equity 

Percent Percent 

All-industry average  
Food and kindred products 
Retail food  
Beverage manufacturing... 
Tobacco manufacturing.... 
Textile mills  7.4 

6.6 
4.3 

Percent 

5.9 
6,0 
6.8 
^.3 
7.3 
6.9 

Source:     Computed from tables 13-18. 

It was pointed out that over the entire two decades, 1939-59, inflation probably- 
affected the stock of depreciable assets, and hence depreciation, about as much as 
it did total receipts. For this reason, a look at the components of depreciation per 
dollar of total receipts may be useful. However, variations within the period are 
probably more meaningful for projection and understanding of current underlying 
forces« 
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Annual average rates of change in depreciation per dollar of total receipts 
between 1939 and 1959 were for each of the industries within a range of plus or 
minus 1 percent per year (comparing end years, not fitted trends)« This near stability 
resulted from the offsetting declines in assets per dollar of total receipts and increases 
in depreciation per dollar of depreciable assets« 15/ The rapid rise in rate of asset 
write-off since 1946, in general, compensated for the wartime decline in gross 
depreciable assets per dollar of total receipts« All agricultural industries participated 
in the rise in write-off but only tobacco m.anufacturing rose more rapidly than did 
the all-industry average« 

The rate of write-off of depreciable assets depends on the estinaated useful 
service life of each asset and the miethod used in allocating depreciation over the 
life of the asset« These two components each are examined to see why the rate of 
write-off increased so m.uch and at such steady rates between 1946 and 1959. 

Changes in Methods of Depreciation 

Through 1953, the straight-line method of depreciating assets was the method 
generally acceptable to the Bureau of Internal Revenue and in general use. The 1954 
Internal Revenue Code allowed considerable latitude to firms in selecting the method 
of depreciation on new assets purchased after December 31,1953« In addition to 
the old straight-line method, declining-balance, sum=of-the-years' digits, unit-of- 
production, or any other consistent method was allowed as long as the method selected 
did not result in accumulated allowances in excess ofthat computed under the de- 
clining-balance method«   16/     The  declining-balance method was restricted to a rate 

15/  The   annual   average   rates   of   change   between  1939  and 1959 (comparing end 
years) are as follows: 

Industry 

Depreciation per 
dollar of total 

receipts 
(percent) 

All-industry average   •  •  •  •  »^ +0«3 
Food and kindred products   «  . + «5 
Retail food    •«•««•»••« -«5 
Beverage manufacturing   «  •  • + .3 
Tobacco manufacturing      «   « • +1«0 
Textile^nnill products .  • • -   .4 

Depreciation per 
dollar of gross 

depreciable assets 
(percent) 

+3«7 
+2 «6 
+1.3 
+1«2 
+1«5 
+2«7 

Gross depreciable 
assets per dollar 
of total receipts 

(percent) 

-3.4 
-2.1 
-1.8 
- .9 
- .5 
-3.0 

16/ Sum-of-the-years* digits provides for taking, in inverse order, the ratios 
of cost obtained by dividing each digit comprising the number of years useful life by 
the sum of all of the digits in the useful life« For example, an asset with a 5-year 
life can be charged off 5/l5 or l/3 of the cost in the first year, 4/l5 of the cost in 
the second year, followed by 3/l5, 2/l5, and l/l5« Mathem.atically, the method 
allows    depreciation    equal   to 2N     times   cost   in the first year, where N is the 

N(N+1 ) 
estimated useful life,  2(N-1) times   cost the   second year, 2(N-2) the third year, etc. 

N(N+1) N(N+1) 
Units-of-production   m.ethod,   used   principally   by   the  petroleum industry,  allows 

depreciation to  be  charged off on the basis of output«   This method and miscellaneous 
methods   accounted for  less than 2  percent  of all depreciation charged by any of the- 
agricultural industries and less than 4 percent for all industries in 1959. 
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equal to twice the straight-line method on new assets acquired after December 31, 
1953, often called double-declining-balance« On used assets or assets acquired before 
1954 use of the declining-balance method was limited to 150 percent per year« A 
switch from declining-balance to straight-line was authorized to cut off a never- 
ending tail that otherwise would persist« 

Estinxated salvage value must be deducted from, cost in com.puting straight- 
line and sum-of-the-years' digits but not in the de dining-balance method. Accumulated 
depreciation can never exceed cost minus salvage« 

In the Small Business Tax Revision Act of 1958, an additional charge of 20 percent 
was authorized during the first year of use on new personal tangible assets having 
a useful life exceeding 6 years« A $10,000 lim.it per consolidated firm was placed 
on the assets eligible for this deduction^ It can be used in conjimction with any of 
the authorized rapid depreciation m.ethods« Additional first year depreciation was 
designed to benefit sm.all businesses but applies to all sizes of firm.s« Because of 
the $10,000 limitation, it is insignificant in affecting total depreciation costs of in- 
dustries« 

About one-half of the cost of an asset is written off in one-third of the service 
life when using either the sum-of-the-years' digits or double-de dining-balance 
method (7, p« 596)« The m.ore rapid of these two methods depends on the length of 
service life of the asset and the rem.aining salvage value expected« When service 
life is 5 years or less, and zero salvage, or when salvage exceeds 13«5 percent of 
cost, regardless of service life, double-de dining-balance is the more rapid m.ethod 
of depreciation« Assets with service lives longer than 10 years and with low salvage 
value (about 4 percent) are more quickly written off using the sum.-of-the-years* 
digits method (15)« 

Choice anaong these two m.ethods for intervening conabinations of service lives 
and salvage values involve discounting the value of future returns to the present (5^)« 
High discounting rates favor use of the de dining-balance over the s\im-of-the-years' 
digits since the write-off is faster in early years using the declining balance« For 
example, an asset with a 10-year service life and 6-percent salvage is more quickly 
written-off using the sum-of-the-years' digits if the appropriate discount rate is 
below 10 percent«   If the rate is higher, de dining *> balance is faster (5^)« 

Adoption of rapid methods«--The value of a rapid naethod depends on the present 
value of a future income stream, assuming income tax rates reraain unchanged« 
Increasing depreciation charges during the early years of an asset's life decreases 
pretax earnings, taxes, and after-tax earnings while increasing total cash flow« 
Deferring taxes is equivalent to a loan for the period of the deferral« During this 
period, the firm riins the risk of paying a higher rate of inconcie tax so the gain can 
be offset by rising taxes but taxes may be decreased, decreasing total future liability« 
Also, failure to depreciate rapidly, when in fact it is justified in ternas of capital 
consunaption, anaounts to a loss totaling the difference in depreciation with interest 
until the time of recovery«   It raises the effective cost of the asset« 

Many firms compute taxes on the basis of rapid methods but use the straight-line 
method   for   reports    subnaitted   to   stockholders.   17/    A deferred tax account naakes 

17 / A I960 Treasury Departnaent survey showed 39 percent of 1,918 large cor- 
porations compute depreciation differently for tax and internal use« Less depreciation 
was taken for internal uses than tax by 28 percent of thena« The other 11 percent 
charged off naore depreciation internally than allowed by 1RS (23, p«6)« 
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up the difference between the two methods of accounting when depreciation for tax 
purposes is more than taken internally. The best of two worlds thereby often is 
attained: Taxes are reduced by using rapid methods on tax accounts, while incomes 
reported to stockholders remain high by using straight-line depreciation on financial 
reports (see appendix). This practice keeps alive the issue of whether the rapid 
methods of depreciation are in fact justified by capital consumption. 

Many firms have used the rapid methods of depreciation. Nearly two-fifths of 
the depreciation claimed by all industrial corporations for tax purposes in 1959 was 
based    on   one    of   the    popular    rapid   methods   (table 4), 18/   Industries marketing 

Table ¿1-.--Method of depreciation used in 1959 by various industries for all assets 
and assets purchased since 195^ 

Method 
of 

depreciation 

All 
industries 

Food and 
kindred 
products 

Retail 
Food 

: Beverage 
: manufac- 
: turing 

Tobacco 
manufac- 
turing 

Textile 
mill 

products 

Percent 

Straight-line : 
Declining-balance : 
Sum-of-years• digits..: 
All other methods or     : 

not stated : 

Total  

Straight-line :        38 
Declining-balance :        3^ 
Sum-of-years'  digits..:        26 
All other methods or    : 

not stated : 2_ 

Total :       100 

Percent        Percent      Percent      Percent        Percent 

All assets 

58 51 61 51 hG 62 
21 23 24 21 21 25 
16 18 13 21 32 12 

Í 2        2       1       1   . 1 

100 100       100      100      100 100 

Assets purchased since Jan. 1, 195^ 

32 52 31 20 39 
38 30 33 31 35 
29 16 35 ¿(-8 25 

100 100 100 100 100 

Source:    Compiled from statistics of the Internal Revenue Service. 

18/ Nonincorporated firms have not adopted rapid mjethods of depreciation as 
rapidly as have corporations* The total of all types of food and kindred product 
firms (including beverages) charged off 58 percent of depreciation in 1959 using 
the    straight-line   method    (26)o This    compares with  69 percent  for retail food and 
62 percent for the all-indilstry average. The de dining-balance naethod is the naost 
popular rapid method used by nonincorpo rated firms. Additional first year de« 
preciation by these firms is substantial« Also mxscellaneous.nnLethods of depreciation 
are much more   inaportant  for nonincorpo rated firms than for corporations. 
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agricultural products claimed as large or larger share of total depreciation under 
rapid methods in 1959 as did the aU-industry average. Tobacco manufacturers 
were well ahead of the others with 53 percent of total depreciation using rapid methods. 

Choice of method of depreciation is associated with size of firm* Only about one- 
third of the depreciation claimed on assets purchased since January 1954 by firms with 
less than $1 million in assets in 1959 were done by either of the two conomon rapid 
methods. Firms with over $25 million claimed more than two-thirds of their depre- 
ciation using these methods. 

Adoption of new methods increased each year at a fairly constant rate. 19/ If 
this rate continued, more than one-half of the total depreciation claimed in 1963 is 
the result of using rapid methods. It is closer to three-fourths of the total for tobacco 
manufacturing. 

Nearly all firms using one of the fast nciethods also have sóm.e assets depreciating 
on the straight-line basis (table 5). Many of these assets were purchased prior to 
January 1954. Relatively few firnns use rapid methods concipared to other methods of 
depreciation. In 1957, proportionately more firms in agricultural industries were 
using rapid methods than in the all-industry total. Tobacco manufacturers and tex- 
tile mills led the list; retail trade (including retail food) trailed the all-industry 
average. 

Effects of Using Rapid Methods 

Depreciation is increased substantially above straight-line while a firm or in- 
dustry is in the process of switching to use of rapid methods. The increase and timing 
of it will vary depending on the service life of the assets, the rate of purchasing assets, 
the  methods  of rapid  depreciation followed,   and the proportion of assets depreciated 

Table 5.--Number of returns anci depreciation claiined,  by method of 
depreciation,   1957 

Number of returns a/  ] , Amount of depreciation ] 

Industry       ; Straight- 
line 

' All other • 
methods • • 

; Straight- 
\        line 

* All other 
* methods 

: Total 

All-industry average....' 
Food and kindred 

■nroducts  

1  Percent 

i     97 

i     98 
:     96 
:    100 
:     98 
:     98 

Percent 

21 

30 
30 
^3 
37 
16 

Percent 

70 

73 
72 
59 
75 
78 

Percent 

30 

2? 
28 
kl 
25 
22 

Percent 

100 

100 
Beverage manufacturing.. 
Tobacco manufacturing... 
Textile-mill products... 
Rpf a i 1 t.Tadp  

100 
100 
100 
100 

a/  Do not add to  100 percent because some firms use more than one method. 

Source:     Statistics  of Income   (22,   1957-58,  table 23,  p.   115). 

19/ Declining-balance and sum-of-the-years* digits methods accounted for 7 percent 
of Total depreciation claimed in 1954, 16 percent in 1955, 21 percent in 1956, 27 percent 
in   1957,   34   percent   in   1958,   and  38   percent in 1959 (22, 1957-58 and 1959-60). 
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using rapid methods« The peak of the increase will come about midway through the 
weighted-average length of the service life of the assets (table 6)* The peak is delayed 
beyond the middle of the average service life when purchases are rising over time 
(table ?)• 

Use of rapid methods of depreciation accounted for an estimated one-sixth of 
total depreciation in 1959« (See appendix for derivation) Only the estinaate for tobacco 
naanufacturing, about one-fifth of total depreciation, departed much from the average 
of all industrial corporations« Use of rapid naethods of depreciation accounted for 
virtually all of the rise in rate of write «-off per dollar of gross depreciable assets 
between 1953 and 1959* Conciparable straight-line depreciation computed for 1959 
yielded a rate of write-off that was within 0*3 percentage point of the rate for 1953 
in each of the industries studied* 

Rapid nnethods accounted for about one-third of the total rise in depreciation per 
dollar of depreciable assets that occurred between 1946 and 1959 for tobacco manu- 
facturing, textile mills, and the all-industry average» They were responsible for 
about two-fifths of the total rise in food and kindred products and retail food, and over 
one-half   of the total in beverages. 

The effects of rapid methods of depreciation authorized in the 1954 Internal 
Revenue Code in 1963 are at or very near their maximum, making up roughly one-fifth 
of total depreciation. From this point of conversion to rapid naethods, differences in 
length of service life and rates of new purchases begin to spread the range of the effects 
of rapid methods» In the future the effects are likely to recede. But, since new pur- 
chases are expected to continue rising the decline is not expected to reach zero. 
From that point on, a very gradual second ascent probably will begin.   (See appendix.) 

Service Lives of Depreciable Assets 

Declining service lives ->* The number of years over which an asset is depreciated 
for tax purposes normally naust correspond to its estimated useful service life. The 
growing importance of obsolescence ajid shift in composite depreciable assets owned 
have resulted in lowering the average service life. This decline has been recognized 
by the Internal Revenue Service, primarily administratively, withthe result that write- 
offs have been stepped up substantially by this m.ethod. 

An average service life can be shortened by weighting purchases in favor of 
short-lived assets in place of those with longer lives. Rapid obsolescence discourages 
investnaent in a durable asset that will physically outlast its econonaic life. Growth of 
automation and adoption of technological improvements many increase investment in 
machinery and equipnaent relative to the investnaent in buildings. Renting buildings 
and continuing to purchase naachinery and equipnaent naay further reduce the average 
life of depreciable assets. A tendency naay have existed to estinaate service lives 
less than actual in order to offset the adverse effects of inflation and undervaluation or, 
before the  days  of rapid depreciation, to   compensate  for slow methods of write-off. 

Until 1934, individual firnas were free to charge off depreciation as fast as they 
desired. But at that tinae, Treasury Decision 4422 was issued shifting to the tax- 
payer the burden of justifying the depreciation taken. Depreciation charges were 
tightened in an effort to increase revenues. A policy change was made in May 1953, 
when it was announced that consistency would be a measure of evaluation of depre- 
ciation claimed. 

Sixty-month service lives were tenaporarily recognized for certain facilities 
critical to the  national defense  by the  Revenue Acts of 1940 and 1950.   Amortization 
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Table 6—Change in depreciation for firm in process of transferring from straight-line 
to sum-of-years' digits method (SOYD)^ constant rate of new purchases 

Item 
Depreciation charge in year l/ 

j_ 

Percentage of annua 
depreciation 

under SOYD method 
Year acquired Cost of assets 

-k 
-3 
-2 
-1 
0 

Pol. 
1,500 
1,500 
1,500 
1,500 
1.500 

Pol. 
300 
300 
300 
300 
^00 

Dol. Dol. Dol. Dol. Dol. Dol. 
Retired 

300  Retired 
300     300 Retired 
300     300   300  Retired 
^00 ^00   SOO    SOO  Retired 

Percent 
0 
0 
0 
0 
 Q  

I 

1 
2 
3 
h 
5 
6 

1,500 
1,500 
1,500 
1,500 
1,500 
1,500 

500     400   300    200 100 Retired: 
500   400    300 200   100 

500    400 300   200 
500 400   300 

400 
 500 

Total annual depreciation. 
Comparable straight-line.. 

Depreciation due to rapid method. 

Percent of annual depreciation.. 
Decline in tax, at 50-percent rate 
Decline in after tax profit  
Deferred taxes account  

1,500     1,700      1,800   1,800     1,700     1,500   1,500 
1,500      1,500 1,500    1,500      1,500      1,500    1,500 

0 200 300   300 200 

0 
0 
0 
0 

12 
100 
100 
100 

17 
150 
150 
250 

17 
150 
150 
400 

12 
100 
100 
500 

0 
0 
0 
500 

0 
0 
0 
500 

29 
50 
67 
82 

100 

1/ All assets have a 5-year service life and zero salvage value. Assume firm used straight-line method 
of depreciation through year zero and SOYD on new purchases thereafter. 

Source: Based on Davidson (4). 



Table 7.—Change in depreciation for firm in process of transferring from straight-line 
to SOYD^ne-w purchases rising 5 percent annually 

00 

I 

Item 
Depreciation charge : Ln year _ y Percentage of annual 

depreciation 
:      0 1 2 3 h 5 6 7 under SOYD method 

Year acquired 

-k 
-3 
-2 
-1 
0 

Cost of   3¿i:-etb 
Dol. 

1,500 
1,575 
1,65^ 
1,736 
1.823 

:    Dol. 
:    300 
:    315 
:    331 
:    3h7 
:    365 

Dol. 
Retired 

315 
331 
3h7 

Dol. 

Retired 
331 
3I+7 
365 

Dol. 

Retired 
3^7 
3^5 

Dol, 

Retired 
365 

Dol. 

Retired 

Dol. Dol.      : Percent 
0 
0 
0 
0 
0 

1 
2 
3 
k 
5 
6 
7 

a depi 
strain 

)n due 
total 
income 

1,91^ 
2,010 
2,110 
2,216 
2,327 
2,^i^3 
2,565 

^eciation ••• 

510 
670 

383 
536 
703 

255 
1^02 
563 
739 

128 
268 
lt22 
591 
776 

Retired 
13^^ 
281 
41+3 
6?r 
8iit 

Retired 
iin 
295 
465 
651 
855 

32 
53 
69 
84 

100 
100 
100 

Total   annuf i 1,658 
:1.658 

1,996 
l,7'^0 

2,223 
1.827 

2,33í^ 
1,919 

2,324 
2,015 

2,185 
2,115 

2,293 
2,221 

2,407 
2,332 Comparable ^ht-line  

Depreciatic to rapid method. •. 
depreciation  

Î tax,  at 50-per- 

:      0 256 396 1.15 209 70 72 75 
Percent of 
Decline in 

;      0 

:      0 
:     0 
5     0 

13 

128 
128 
128 

18 

198 
198 
326 

10 

212 
21? 
538 

■    la 

154 
15^^ 
692 

3 

35 
35 

727 

3 

36 
36 

763 

3 

37 
37 

800 
Decline in after 
Deferred taxes ac 

tax profit  

1/    All assets have a 5-year service life and zero salvage value, 
through year zero and SOYD method on nev purchases thereafter. 

Assume firm used straight-line method of depreciation 

Source: Based on Davidson, S. (k). 



was limited to use of the straight-line method« Use of this authority was restricted 
in 1957, and certification of new facilities expired December 31, 1959. Grain-storage 
facilities conapleted between 1953 and 1956, inclusively, also were authorized to be 
amortized over  a  60-nlonth period, 

A guide to length of service lives for about 5,000 itencis was published by the 
Bureau of Internal Revenue in 1942» Bulletin **F,*' as the guide was called, continued 
unrevised until 1962. Since it was intended only as a guide, firnas have been free to 
negotiate with 1RS in establishing lives of assets that coincide with experience. This 
flexibility has resulted in a reduction in average lives in spite of the policy of consisten^ 
cy which tended to ignore obsolescence and perpetrate historical estimates of useful 
lives. 

Bulletin **F** recomjnendations had about a 19-year average, A Treasury Depart- 
ment survey in 1959 reported an average life of 15,2 years for all production machinery 
and equipment in current use   (25,table 2),   Agricultural industries compared as follows: 

Industry Bulletin "F" 1959 actual 
composite practice 

(years) (years ; 

Food and kindred products: 
Dairy products  14-20                                         13 
Grain-mill products o  18-20                                        19 
Meat products 0.0..0  17-20                                         15 
Sugar and sugar products o  28-30 
Vegetable-oil products  25                                       L^7 
Other food products  12i-^'0 

Beverages   (other than kegs,  cases,  and 
bottles )  13-20 13 

Textile-mill products  15-25 17 

Tobacco  15-20 17 

The estinaated average useful life of all types of depreciable assets owned by all 
industrial corporations was 26 years in 1959 (table 8), 20/ The industries processing 
agricultural products had overall averages between 23 and 26 years, but the average 
for retail food was only 13 years. These averages are intermediate between the lives 
of structures and equipment. The same disparity ajnong industries existed in lives 
of structures (including real estate leasehold improvements) and equipment (including 
all other depreciable assets) taken separately. However, equipment in all industries 
weights the average more heavily than does structures because it accounts for two= 
thirds to four-fifths of total depreciation charges (table 8), 

20/   This average is weighted by cost according to the following formula: 

2 (C.L.) 
i ^   ^ ,where    C.    is   the   original  cost  of  cash  asset (or group of assets) and 

"2 Q L.       is   tñe   average   life   of   each.       An alternative system of weights, 
i i 1 

il , is   used   in   computing   the   new   guideline   lives.     It gives 
¿ (C./L.) an average life of 19 years for depreciable assets in 
i ^      ^      all   industries,   I6  years   in food  and kindred products, 11 

years  in retail food, 17 years  in beverage and tobacco manufacturing, and 19 years in 
textile-nn.ill products, 
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Table 8.—Average useful lives of depreciable assets owned by corporations, 1959 ij 

Industry 
All types 
of assets 

Total Depreciable Assets     :    Years 

All-industry average  
Food and kindred products  
Beverage manufacturing  
Tobacco manufacturing  
Textile-mill products  
Retail food  

Assets Piu'chased Sinc^ Jan. 1, 195^ 

All-industry average  
Food and kindred products  
Beverage manufacturing.•  
Tobacco manufacturing  
Textile-mill products  
Retail food  

Assets Purchased Before Jan. 1, 195^ : 
That Were Still being Depreciated  : 

In 1959 

All-industry average o.... : 29 
Food and kindred products : 2? 
Beverage manufacturing o : 29 
Tobacco manufacturing : 29 
Textile-mill products : 29 
Retail food : 1? 

Years 

3^ 
37 
38 
38 
38 
24 

Equipment 

Years 

26 32 19 
23 36 15 
26 36 16 
2k 34 17 
24 34 17 
13 20 11 

22 29 15 
19 34 13 
23 33 14 
18 26 15 
18 26 15 
12 17 10 

22 
16 
17 
19 
19 
12 

ll  Average useful lives are weighted by cost, S ^ (C^L^) ^^  C^.  These averages are 
not comparable with class lives using the new guidelines because of a different 
weighting system.  See footnote 20/. 

2/ Includes real estate leasehold improvements. 
3/ Includes furniture, fixtures, equipment, machinery, and other depreciable assets. 

Source: Complied from statistics of the Internal Revenue Service, Life of Depreci- 
able Assets Study. 
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Depreciable assets purchased since January 1954 in all industries have a shorter 
average life than do the assets purchased before 1954 that were still being depreciated 
in 1959 (table 9)« 21/ Decreases on one-fifth to two-fifths took place in average lives. 
The reduction in average lives is greater, percentage^wise, for equipment than it is 
for structures  in the all-industry average, food and kindred products, and beverages» 

Effects on rate of asset write-offo -- Reductions in service lives were estimated 
to be responsible for all of the rise in rate of write-off between 1946 and 1954 but 
virtually none of the rise since then. Data for 1950 show a halt in the postwar rise 
in rate of asset write-off in many industries. The renewed rise can be traced partly 
to the 60-month service lives authorized in the 1950 Revenue Act, The decline in 
importance of these arbitrarily short-lived assets after 1957 apparently offset the 
general trend toward shorter lives. The net result was no upward push in the rate 
of asset write-off by declining lives between 1954 and 1959 (12,   pp 17-18), 

Reduced service lives were responsible for nearly one-half of the total rise in 
depreciation per dollar of depreciable assets that occurred between 1946 and 1959 
in beverage manufacturing, over one-half of the rise in retail food and kindred products, 
and nearly two-thirds of the rise in textile mills, tobacco manufacturing, and the 
all-industry average. Changes in rapid methods have been more dramatic because 
they are more tangible but, except for the beverage industry, the effects of changes 
in    service    lives    have    been   more   important   in   increasing costs of depreciation. 

These substantial proportions of the total rise were not measurable directly 
because of their adoption by administrative means and result of changes in asset mix. 
Measuring the effect of reductions in service lives on raising the annual rate of asset 
write-off is confounded by changes that have taken place in methods of allocating 
total depreciation over the service lives of individual assets. Since the two together 
comprise the total change in rate of write-off, the impact of reduced service lives 
was estimated by subtraction. 

Reduced average lives were estimated to be the most important of the three 
forces behind the 1946-59 annual average rate of increase in depreciation per dollar 
of total receipts (table 2), 22/ This generalization holds true for each of the in-* 
dustries compared except beverages which had a large increase in depreciable assets 
per dollar of total receipts. Reduced lives of assets was naore influential in the 
all-industry average than in any of the agricultural industries, 

DEPRECIATION CONTRASTED WITH NET INCOME 

The rapid rise that took place in depreciation in postwar years contrasted with 
that of net income in many industries. It showed up most strikingly for the all- 
industry average. Depreciation exceeded after-tax profits in 1958 and 1959, which 
represented a sizable shift from a decade earlier. These trends raise the question 
of the association between depreciation and net income, 

21/ Short-lived assets purchased before 1954 may have been replaced or fully 
depreciated before 1959, whereas more of the comparable assets would be included 
in the assets purchased since 1954, 

22/ Partitioning the increase in rate of write-off between method of write-off and 
changes in asset lives is relatively unaffected by inflation. But, in allocating their 
effects back to depreciationper dollar of total receipts, as done in table 2, and inflation 
bias may result. Price-level changes may affect the stock of depreciable property 
differently from total receipts, 
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Table 9-—Distribution of cost of depreciable assets and depreciation 
charges among structures and equipment of corporations, 1959 

Industry 
Cost of depreciable assets 

Ni 

Structures 

Total Depreciable Assets 

All-industry average  
Food and kindred products  
Beverage manufacturing  
Tobacco manufacturing •  
Textile-mill products  
Retail food \ . 

Assets Purchased Since Jan.   195^ 

All-industry average  
Food and kindred products  
Beverage manufacturing •  
Tobacco manufacturing  
Textile-mill products  
Retail food  

Assets Purchased Before Jan. 
195^ That Were Still Being 

Depreciated in 1959 

All-industry average  
Food and kindred products  
Beverage manufacturing  
Tobacco manufacturing  
Textile-mill products  
Retail food •  

Percent 

50 
38 
51 
ho 
31 
28 

1^6 
28 
hh 
27 
26 
2k 

Equipment 
-2¿ Total 

Percent 

50 
62 

60 
^3 
72 

5^^ 
72 
56 
73 
1^ 
76 

Percent 

100 
100 
100 
100 
100 
100 

100 
100 
100 
100 
100 
100 

Depreciation charged 
Structures 

1/ 
Percent 

36 
22 

2k 
20 
21 

31 
15 
29 
19 
19 
19 

Equipment 
2/ 

Total 

Percent 

6k 
78 
66 
16 
80 
79 

69 
85 
71 
81 
81 
81 

Percent 

100 
100 
100 
100 
100 
100 

100 
100 
100 
100 
100 
100 

3h k6 100  ; h3 57 100 
hi 53 100  : 33 67 100 
56 hk 100  : 1^1 59 100 
51 h9 100  ; 35 65 100 
33 67 100  : 21 79 100 
39 61 100  : 30 70 100 

l/ Includes real estate leasehold improvements, 
2/ Includes furniture, fixtures, equipment^ machinery, and other depreciable assets. 

Source: Compiled from statistics of the Internal Revenue Service, Life of Depreciable Assets Study. 



Depreciation, like any other cost, is subtracted from total revenue in computing 
profits» But unlike m.ost other costs, depreciation charges are not cash costs» Capital 
consumption is difficult to properly allocate overtime, even conceptually. In practice, 
the proration of depreciation has changed considerably, particularly in the last decade» 
Depreciation rose precisely during the time that net incomes fell« No doubt the rise 
in depreciation contributed to the decline in profits; but, only to the extent that the 
rise in depreciation was unwarranted can depreciation be considered a substitute for 
profits» (See appendix for im.plications of rapid m.ethods«) Nevertheless, during the 
switchover to using rapid m^ethods, depreciation is higher for a firm or industry than 
it will be after the conversion is m.ade and all new assets are depreciated by the same 
rapid method» Also, it might be argued that recent depreciation rates are the ap- 
propriate ones and that during earlier years, capital consumption was understated, 
in which case profits were understated in those years» Partly for these reasons, it 
may be m.ore m.eaningful to look at the total of depreciation and net income during the 
postwar years than to look at the two separately» 

Profits after taxes and depreciation together represent the bulk of money retained 
by the corporation before distributing dividends» ll/ These two items together, often 
called total cash flow, represent the sum. of m^oney available to a firm, after cash costs 
are paid, but before the bulk of capital requirements are satisfied and equity disburse- 
ments naade» For purposes of cost analysis, plans for internal expansion, and possibly 
stockholder evaluation of a firm, the amount of total cash flow may be more relevant 
than either profits after taxes or depreciation alone» Use of cash ¿ow overcomes the 
necessity of reconciling or choosing among different methods of depreciation used for 
tax and financial purposes» 

Total capital costs, regardless of their distribution, are of interest to consumers 
and producers of farm products because of effects upon prices» Cost analyses may 
be more concerned with the total am.ount of funds retained by the firm than the 
distribution of these funds anaong internal uses» The bulk of expansion usually is 
financed with internal funds so cash flow (perhaps less dividends) is a pertinent 
decision variable in managements' plans   for expansion» 

Since owners of a firm have claim to the entire income of a corporation, total 
income after taxes may be of more importance to stockholders than the rate and 
timing of payout of dividends» A preference for liquidity results in valuing current 
depreciation charges above future profits so cash flow based on past capital expendi- 
ture may be more adequate determinant of value than profits» Rising depreciation 
has the advantage of adding directly to cash flow without raising taxes whereas rising 
profits increase taxes» Cash flow m.ay represent more reliable data than either de- 
preciation of profits in ascertaining the true financial status of a firm or industry, 
particularly during periods of rapid inflation or deflation, unusual changes in amount 
of depreciable assets, or when large changes are made in accounting procedures» For 
these reasons, owners and managers of firms and policymakers concerned with 
equitable income distribution or the evaluation of market performance often are in- 
terested in trends based on stockholders* equity» 

Comparisons among depreciation, profits, and cash flow are made using ratios 
based on both total receipts and stockholders' equity» Each gives a different historical 
perspective» Evaluations of depreciation, like profits, differ considerably depending on 
the ratios compared» 

22/  In  addition,   certain funds   such  as  deferred taxes may be retained, but are not 
included in cash flow as herein defined» 
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Cash-flow analyses must recognize certain shortcomings that arise from the 
inclusion of capital consiim.ption with net income. Com.parisons within firm.s, industries, 
or groups of industries must be made with the realization that changes in capital 
consumption probably have occurred over time. Substitutions of capital for other 
inputs, changes in obsolescence rates, and changes ingrowth rates all would contribute 
to speeding up capital consumption. In such cases rising cash flow could mean stable 
profits. Also, comparisons of cash flow among firms or industries can be m.is- 
leading. Substantial differences naay exist in capital consximption by virtue of differing 
technological requirements. In short, cash flow is not a substitute for profits and 
cannot be interpreted as such; it has certain advantages over profits in evaluating 
firm  or   industry performance, but also it has som.e disadvantages. 

Cash Flow Per Dollar of Total Receipts 

Net incomes of food-marketing corporations rose sharply during World War II, 
declined in the early 1950's, but have stabilized or risen since then when computed 
as a percentage of total receipts (fig. 4). Because of the rising tax rates over the 
period, the postwar decline was sharper after than before deducting income taxes. 
In 1959, after-tax profits per dollar of total receipts were well below prewar levels 
for the food and kindred products and beverage industries bilt about the same for 
retail food. Textile mills experienced the same, though amplified, pattern of rise in 
profits per dollar of receipts in the 1940's followed by a postwar decline (fig. 5). 
Tobacco manufacturing followed a trend almost reverse that of the other agricultural 
industries   (fig.  5).     The profit  ratio  of the all-industry average remained high after 

Corporofions in Selected Industries 

NET INCOME (AFTER TAXES) 
PER DOLLAR OF TOTAL RECEIPTS 

All-industry average 

Beverage 
manufacturing 

1939 
DATA   FROM   INTERNAL   REVENUE   SERVICE. 

U.S.  DEPARTMENT OF   ACRtCULTUR-E NEC.   ERS  2374-63(10)      ECONOMIC   RESEARCH   SERVICE 

Figure 4 
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Corporations in S»/ected Industrims 

CASH FLOW, NET INCOME, AND DEPRECIATION 
PER DOLLAR OF TOTAL RECEIPTS 

C PER $" 

8 

6 

4 

2 

ALL-INDUSTRY AVERAGE 

rCash flow — 

 1 
BEVERAGE MANUFACTURING      ^ 

10 

8 
FOOD AND KINDRED PRODUCTS 

I   I   I   I   I 

i^ 
TOBACCO MANUFACTURING 

V             , 
- ""^^=W^ 
- 

^^^ 

îr ■—r T ! i ! Î 1 T Î T Î ■ r 

- RETAIL FOOD - 

- - 

- - 

- 

1 1 1 ^rTTtTTTffT 

^ -1^       TEXTILE-MILL 
^^,*^^        PRODUCTS 

-    y/ fi A 
-   / \/\                  ^ 
^ WN/ 

i 1 1 1 1 1 1 1 1 1 1 1 1 1 

1939 •49 1939 •49 '59 
DATA  FPOM INTERNAL  REVENUE  SERVICE. 

4C DEPRECIATION INCLUDES AIAORTIZATION AND DEPLETION. 

U.S. DEPARTMENT OF AGRICULTURE NEC. ERS 2371-63(10)      ECONOMIC  RESEARCH SERVICE 

Figure 5 

World War 11 for a longer period than did those of most of the agricultural industries, 
but it declined throughout the 1950*Sy after profits of the agricultural industries had 
turned up. 

The general pattern of depreciation per dollar of total receipts was inversely- 
associated with that of profits during most of the last two decades, except for tobacco 
manufacturing (fig. 5)* The profit ratios of most industries that market farm products 
differed from that of the all-industry average by rising with depreciation since the 
early 1950's. However, per dollar of total receipts, depreciation overtook profits in 
1952 in the textile-mill industry, in 1957 in retail food, and in 1958 for the all-industry 
average* 

The opposing trends of the two com.ponents of cash flow combined to moderate 
fluctuations in cash flow for the food-marketing industries and the all-industry average 
from prewar through the early 1950's. The all-industry average had remarkably stable 
cash flow during this period but declined during the 1950's. Contrarily, upward 
trends in cash flow from low points in the early 1950*s through 1959 characterized 
the    agricultural    industries.        But,   cash   flow   per   dollar of total receipts of these 
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industries  in 1959   remained below prewar levels, substantially below inmost cases. 
As    a    result,    changes   in   cash   flow   fail  to    explain   any   of the rising farm-retail 
marketing   margins   observed during the  period.     Rising  depreciation charges since 
about 1946 were more than offset by declining profits« 

With respect to internal sources of funds available for reinvestment or expansion, 
1959 levels of cash flow were low when viewed in a prewar or immediate postwar 
perspective. But recent uptrends followed by the agricultural industries naay portend 
expansion fromi levels attained in the early 1950'so The downward trend in the all- 
industry average was consistent with observed low levels of industry growth in recent 
years (3), Use of new guideline lives and the investment credit may naoderate or 
reverse this downtrend. 

Cash Flow Per Dollar Of Equity 

Quite a different picture is presented when depreciation, profits, and cash flow 
are analyzed on the basis of stockholders' equity. Ratios of equity to total receipts 
declined substantially during the war but remained quite stable since 1946 in all 
industries except beverage manufacturing, so by 1959 ratios based on equity were 
higher than those based on total receipts. Substantial variations among industries in 
ratios of equity to total receipts resxilted in shifts anaong their respective profit and 
depreciation ratios. In 1959, all of the agricultural industries except textile mills 
earned more on equity than did the all-industry average (fig, 6), This result was the 
culmination of a downward trend for the all-industry average compared with stabilized 
or higher profits for the agricultural industries during the late 1950*s, Tobacco 
ncianufacturing and retail food corporations showed the m.ost advance in recent years, 
A spread anciong industries of less than 3 percent in net profits after tax in 1950 
increased to nciore than 9 percent in 1958, A comparison of 1959 with 1939 shows 
that the after-tax profits of retail food industries were well ahead and beverages 
were well below their prewar levels. The other industries and the all-industry 
average were fairly close to earlier levels. These trends contrast sharply with the 
downward historical trends based on total receipts. 

Depreciation oer dollar of equity of the agricultural industries declined much 
less during the war period than did depreciation per dollar of cash receipts (fig 6), 
However, even the small declines contrasted with the all-industry average that was 
up slightly during these years. The rise since 1946 was rapid in all industries 
compared, so that by 1959 depreciation per dollar of equity was well above prewar 
levels. This trend contrasts sharply with that based on total receipts, which returned 
approximately to prewar levels by 1959. 

Retail food corporations renciained well above all other industries in depreciation 
per dollar of equity throughout the two decades. This position is due partly to the 
lowest ratio of equity to total receipts, A relatively low rate of depreciation to total 
receipts resulted in high depreciation to equity. Tobacco manufacturing remained 
well below the all-industry average. Food and kindred products, beverage manu- 
facturing and textile-mill products were all close to the average,but none of the three 
increased as nauch over the 1939-59 period as did the all-industry average. 

Strong upward trends in profits on equity during the war combined with depreciation 
to bring about strong upward trends in cash flow in all industries except tobacco 
m.anufacturing (fig, 6), Profits of the agricultural industries depressed cash flow into 
the early 1950's, but for m.ost industries cash flow reboimded rather sharply--in 
recent  years--combining   rising  depreciation with   stable  or   rising profits.   For the 
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Corporations in Selected Industries 

CASH FLOW, NET INCOME, AND DEPRECIATION 
PER DOLLAR OF EQUITY 

ALL-INDUSTRY AVERAGE 

-Cash flow 

BEVERAGE MANUFACTURING 

1939 
DATA   FROM INTERNAL  REVENUE  SERVICE. 

* DEPRECIATION  INCLUDES AMORTIZATION AND DEPLETION. 

U.S. DEP*.::TMENT OF AGRICULTURE NEC.  ERS 2372-63(10)      ECONOMIC  RESEARCH  SERVICE 

Figure 6 

all-industry average, cash ilow in 1959 remained near its high postwar plateau, thanks 
to rising deprec ^oxon offsetting declining profits« A recent downtrend appeared to 
contrast with those of the agricultural industries. However, the postwar decline based 
on equity was small compared with that based on total receipts» 

Retail food stands, out as the industry with the most advance in cash flow per 
dollar of equity in comparing 1959 with 1939a From a midrange among industries in 
1939, retail food rose to a commanding lead in 1959« Cash flow of the retailers jumped 
from about 12 cents per dollar of equity prewar to nearly 20 cents in 1959« Food and 
kindred products and the all-industry average also showed substantial increases. 
Tobacco m.anufacturing and textile mill products were slightly above 1939 in 1959» 
But, beverage manufacturing--highest among industries in 1939--was down sharply 
by 1959; they declined from, about 17 cents to 13 cents. 

The   trends   that   1      e taken place  in the  last two decades focus attention on the 
different    conclusions   t^   be   drawn   fronn the  use  of total receipts and stockholders 
equity   as   a   basis   for   conmparison.      For   retail food and food and kindred products, 
stability or decline in cash flow per dollar of total receipts was foimd to be consistent 
with  rising cash flow per dollar of equity.    Contrasts in other industries are as great. 
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but not all show a change in direction of trends« Equity comparisons help in under- 
standing the basis for the market for common stocks that developed throughout the 
1950*s.    Profits alone do not show the vitality expressed by cash flow. 

Recent upward trends in cash flow owe a good measure of their strength to 
rising depreciation charges. The fact that depreciation overtook profits in retail 
food, tex±ile-naill products, and the all-industry average dramatized the changing 
role of the two conaponents of cash flow. Depreciation grew in importance when 
viewed from the standpoint of total receipts, but it was emphasized even more in 
terms of equity. 

Industries that market agricultural products for the most part followed trends 
of the all-industry average. Differentials from it in terms of total receipts prinaarily 
reflected differences in turnover of merchandise, value added, and variations in use 
of fixed assets. Stockholders* equity as a base allowed industries to be compared 
on a more uniform basis than did total receipts. It showed agricultural industries to 
be rather typical of the economy but spotlighted certain abnormal periods such as 
the late 1940*s and 1955-58 when agricultural industries appeared to be relatively 
more profitable. 

DEPRECIATION AND INVESTMENT 

Depreciation, as a reflection of past purchases, constitutes an im.portant source 
of funds accruing to a firm.. This flow of funds rivals profits in magnitude, and together 
they provide a substantial basis for new purchases of property. Changes that have 
taken place in reserves for depreciation are studied for clues in assessing the 
adequacy of depreciation in providing for asset replacencient. Additions to gross 
depreciable assets, as sin approximation of purchases, are compared with depreciation 
and total cash flow. 

Reserves for Depreciation 

Reserves for depreciation increased as a proportion of total investment in 
depreciable assets in comparing 1949 with 1959 (table 10). The rise was greater 
for each of the agricultural industries than for the all-industry average. Reserves 
in food and kindred products, beverage manufacturing, and tobacco m.anufacturing 
in 1959 exceeded the high levels that prevailed in 1946 — a year clinciaxing the war 
period    during    which    depreciation    continued    but    few   new   purchases were made. 

The rise in proportion of reserves since 1949 suggests a fall-off in new purchases 
relative to current depreciation, in spite of inflation during the period valuing new 
investnaents in ''cheaper" dollars than those charged off by depreciation. Gross 
depreciable assets rose rapidly during the 1950's but rates of depreciation apparently 
rose relatively more rapidly. 

The variables affecting reserve ratios include the rate of change in depreciable 
assets, methods of depreciation used, and service lives of assets. These relations 
were quantified in a series of tables used in connection with the new guideline service 
lives (24, pp. 36-40), A 4-percent annual rate of increase in depreciable assets with 
an average life of 10 years results in a stabilized reserve ratio of 47 percent using 
the straight-line method, 57 percent using double-declining balance, and 62 percent 
using  sum-of-the-years*   digits.     A 20-year life with the same rate of growth yielded 
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Table 10.—Reserves for depreciation, selected years, 1939-59 i/ 

Year 
All-industry 

average 

Food and 
kindred 

products 

Beverage ' Retail ' 
manufacturing ! i'oo'i ! 

Percent Percent 

34 46 
¿^0 46 
32 37 
37 41 
/J4 41 

Textile- 
mill 

products 

Tobacco 
manufacturing 

1939. 
1946. 
1949. 
1954. 
1959. 

Percent 

30 
39 
35 
35 
37 

Percent 

42 
46 
41 
44 
47 

Percent 

50 
5^ 

¿^3 
49 

Percent 

50 
¿^1 
36 

4/4, 

j^/  Accumulated    depreciation as a proportion of gross depreciable assets.     Deprecia- 
tion includes accumulated amortization and depletion;  assets include depletable and in- 
tangible assets. 

Source:    Complied from tables 13-18. 

reserve   ratios  of 44,  53,  and 59 percent for the respective methods of depreciation« 
Lowering the annual rate of increase in assets increased the reserve ratio. 

Thus, the observed rises in reserve ratios were consistent with observed changes 
in methods of depreciation and service lives of assets. As reported, firms have been 
switching from using straight**line to rapid methods of depreciation. Average lives 
of assets have been getting shorter, but little change was noted in the rate of change 
in depreciable assets. As a result, a historical comparison of gross reserves is not 
an appropriate measure of the adequacy of depreciation in providing funds for replace- 
ment. Reserve ratio tables such as those of 1RS are useful if classification of the 
data are available. But they are applicable only after long-term adjustm.ents have 
been made. In addition, changes in rates of growth, new categories of assets and 
aggregation among  classes  of assets   still confound interpretation of reserve ratios. 

Fund for Reinvestment 

A disparity between depreciation charged and the current value of physical 
consumption of fixed capital often is deplored as the reason for the difference between 
depreciation and replacement costs. But, this association is not causal. Even if 
capital consumption corresponded with depreciation, it probably would continue to 
differ frona replacement costs. Expansion or contraction of a firm over time, replace- 
ment with inaproved equipment, and price-level changes all would contribute to such a 
result. 

The concept of depreciation as accruing at all is erroneous. No fund or reserve 
is being built up by depreciation except for accounting purposes. Economically, 
depreciation is an imputation or costing-out of funds previously spent. Prospective 
new purchases naust be evaluated on their own merits. Decisions regarding replace- 
ment, growth, or contraction are made onthe basis of future expectations. Depreciation 
is   one   source   of funds  usable for new  purchases, but profits, equity flotations, and 
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borrowed    fxinds    of   various   sorts   constitute   other   sources   of funds in many ways 
equally appropriate for financing new purchases. 

Revaluing fixed-capital assets annually on the basis of changes in the price level 
and depreciating this amount often is cited as the best cure for the price-level problem. 
But, this adjustment would alleviate only a part of the disparity between depreciation 
of a given asset and its replacem.ent cost. During continuing inflation, capital re- 
valuation based on price-level changes during the early part of a durable asset's 
life would be less than that during the later part« Total depreciation charges over 
tim.e based on the revaluations would not equal replacement costs, since replacement 
would be made at the time of the final revaluation; so only the final year's depreciation 
would be in terms of dollars with the sanae purchasing power as of the ''replaced" 
asset. However, continued reinvestraent of depreciation would result in no price level 
losses. 

Without price-level adjustment, inflation places financing burden on firms with 
heavy capital investments to replace (_1_3, pp. 177-79). Depreciation measured in dollars 
of an earlier tiraie period (original cost) is less than the dollars of capital consumption 
appropriate to the current production period. Such an understatement of capital 
consumption results in an understatenaent of total cost and an overstatement of gross 
income, income taxes, and net income during times of inflation. Both the overpayment 
of taxes and proportional distribution of net incom.eto owners of a firm results in less 
money internally available to a corporation for new purchases. It may be necessary 
to use a growing share of profits or outside financing merely to maintain capital on a 
real dollar basis during periods of prolonged inflation. 

Over half of the corporations responding to a recent Treasury Department survey 
indicated interest in sonae form of depreciation price-level adjustment (23, p. 5). 
However, to allow such an adjustment for tax purposes would raise questions of equity 
with individuals or other sectors of the economy equally or more adversely affected 
by inflation in other ways. 

Depreciation as a Source of Funds 

Even though the econonaic relationship is tenuous, there are financial reasons for 
an association of depreciation and new purchases. Depreciation was shown to represent 
a substantial and increasing proportion of the total flow of fimds internally available to 
a going concern. When cash dividends are subtracted from profits, the change in 
composition of cash flow is even greater. When external sources of funds are added 
to internal sources, depreciation continues to rate as a major item. 

A striking similarity exists over time between gross additions to depreciable 
property    (or   new   purchases)   and   total   cash   flow   less cash dividends (fig. 7). 24/ 

24/ Gross additions were estimated from Internal Revenue Service data for corpor- 
ations because of comparability with depreciation. The year-to-year increase in 
gross depreciable assets was added to the decline in reserves between the end of the 
previous year and the end of the current year. Reserves for the beginning of the current 
year were obtained by subtracting current year depreciation from reserves reported 
for end of the current year. Depletable and amortizable assets and reserves have 
been included with those of depreciation. Gross additions are numerically approxi- 
mated by purchases of new machinery and eqxiipment reported jointly by the Office of 
Business Economics and the Securities and Exchange Commission. Gross additions 
differ from purchases by the addition of assets through the net accretion of corporations 
or assets required by naerger or consolidation over tinae and, primarily in 1958, by 
changes in industry classification of firms. OBE-SEC purchase data, include non- 
corporations    and    differ    sonaewhat    in    industry    definition   from   that used by 1RS. 

- 30 - 



Food and Kindred Products Corporations 

CASH FLOW AND ADDITIONS TO 
DEPRECIABLE ASSETS 

$ MILf 

1,200 

800 

400 

Cosh flow less 
cash dividends 

Gross additions to 
depreciable assets 

I    I    I    I     I    I    I    t 

1940 •50 •60 
DATA   FROM  INTERNAL  REVENUE  SERVICE, 

* DATA   FOR   T958 OMITTED  BECAUSE  OF  LARGE  INDUSTRY  RECLASSIFICATIONS. 

U. S.   DEPARTMENT  OF   AGRICULTURE NEC.   ERS  2367-63(10)      ECONOMIC   RESEARCH  SERVICE 

Figure 7 

The all-industry group had the highest statistical correlation between gross additions 
and cash flow less dividends (r = •97)« Food and kindred products, retail food, and 
beverage manufacturing also had high correlations (r*s of ,89, «^85, and •77). Textile- 
mill products and tobacco manufacturing showed lower degrees of association (r*s = 
• 69 and c36). The correspondence of gross additions and cash flow less dividends in 
most of these industries was surprisingly close considering that inventory and other 
working capital requirements also have increased during the postwar period. Perhaps 
financing of working capital explains why gross additions exceeded cash flow less 
dividends  during the  first half of the period but positions reversed after 1952 (fig* 7). 

Depreciation alone does not exhibit the close association to gross additions as 
does total cash flow less dividends. Rather, as the major component of cash flow, 
depreciation provides underlying support as a source of funds for gross additions. 
This observation is clarified by separating gross additions to depreciable property 
and cash flow less dividends each into two related parts. Depreciation is related 
to replacement of property leaving net additions to depreciable assets to be compared 
with retained earnings« 

Depreciation and net replacements in food and kindred products both followed 
a fairly stable upward trend in the past two decades (r=^.85) (fig, 8), Annual changes in 
depreciable property have been closely related to retained earnings (r=,75).   In contrast 
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witn depreciation, both exhibited wide cyclical fluctuations (fig. 9). 25/ These as- 
sociations are consistent with expectations. They lend support to the contention that 
increases in new purchases above ''normal** replacements are keyed to profitability 
rather than changes in depreciation. 26/ 

Tool of Fiscal Policy 

Depreciation charges can be used as an instrument of fiscal policy in stimulating 
purchases of plant and equipment. Quick write-off of original cost reduces the interest 
cost of an investment. By improving expectations, such reduction in costs is expected 
to stimulate purchases when the policy is known in advance. Many countries allow use 
of rapid methods of depreciation or recognize abnormally short lives of assets for tax 

, 25/ The difference in levels between replacements and depreciation and between 
gross depreciable assets and retained earnings must be discounted because of the 
method of computation. New corporations* reserves reduce computed replace- 
ments, but their gross depreciable assets are included in the total increase in gross 
depreciable assets. 

26/ The association between retained earnings and changes in depreciable assets is 
not expected to be a casual relationship. Net earnings may be a "proxy variable/* as 
explained by Eisner (8^, p. 36). Rising earnings resvilt from, favorable demand and cost 
relationships that also give rise to rosy expectations of prospective capital purchases. 
As a source of funds, retained earnings has slipped well below depreciation, thus 
amplifying its role as an indicator of future expectations. 
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purposes with the objective of speeding economic development (j^i. For example, 
Germany allows a 75-percent asset write-off in 3 years of new purchases m.ade in 
Berlin. Som.e countries use fluctuating rates of depreciation as countercyclical 
devices. One country, France, keys a firm's depreciation to its proportion of sales 
exported. 

Inflation itself may cause straight-line depreciation tobe countercyclical. Under- 
statement of capital consumption during inflation tends to increase taxes, thereby 
reducing total cash flow and perhaps adversely affecting expectations at a time when 
demand exceeds supply of goods available. Conversely, during deflation overstatement 
of depreciation tends to increase total cash flow. 

The United States has not often used depreciation expressly as a fiscal tool. An 
exception was the additional first year depreciation authorized in 1958 to aid sm.all 
businesses. Tax credits authorizedby the Congress in 1962 were designed to stimulate 
purchases of new plant and equipment» Most of the revisions made in the revenue 
codes since 1934, notably those nciade in 1954, had the purpose of increasing allowable 
depreciation to conform to actual loss of value through obsolescence and shorter 
service lives. Changes in administration of the tax codes, such as the authorization 
of njBW guideline service lives in 1962, had a similar objective. Regardless of ob- 
jectives, the results of these various programs were to increase considerably both 
cash flow and new purchases in postwar years. 
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NEW DEVELOPMENTS IN DEPRECIATION 

New Guideline Service Lives 

In July 1962, a new policy regarding useful lives of depreciable property was 
initiated by Internal Revenue Service, Guideline service lives were announced for 
about 75 broad classes of assets (24)« These classes followed industry classifications 
for most machinery and equipment. Special purpose structures were included with 
the equipment they house. Separate classes were established for various kinds of 
buildings, different types of transportation equipment, land improvements, and office 
furniture, fixtures, machines, and equipment. Firms now have the option of depre- 
ciating assets individually, as typically done in the past, or of depreciating assets 
in these various classes. 

Recommended guideline service lives on production machinery and equipment 
average 15 percent shorter than the average foimd in practice in 1959 for all manu- 
facturing in the Treasury Department's survey of corporations (2^, table II). Com- 
parisons for the agricultural industries are as follows: 

1959 New 
• 
' Percentage decrease 

Industry       : actual practice \    guidelines • to • • 
new guidelines 

Food and kindred products: : Years Years Percent 
Da i TV  "DTodncts  13 12 8 
Grain-mill products : 19 17 11 
Mpaf, nroducts  :      15 12 20 
Sugar and sugar products. 

!|     17   ■ 
18 n.a. 

Vegetable-oil products... 18 n.a. 
Other food products  12 5^ 

Beverage manufacting  :      13 12 8 
Textile-mill products  !       17 9-15 18 
Tobacco manufacturing  :      17 15 12 
Rpf a -i "I  food  :      n.a. 10 n.a. 

.a. = not available. 

An average of 13 years recommended for all naanufacturing is expected to be 
reduced to about 12 years in practice because average lives currently in use that 
are below recommended guidelines will be allowed to remain unchanged. This means 
an effective reduction of about 21 percent (rather than the 15 percent) is expected 
in comparing new practices with the practice used in 1959 (24, p, 3). 

Additional reduction in service lives is expected as a result of the procedure 
recomnaended for computing class lives« Salvage value of depreciable assets and 
part   year  depreciation both contribute to  reducing  acceptable   service lives of indi- 
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vidual assets« 27/ However, all businesses will not choose to follow the recomxnended 
guidelines« Some will feel that current service lives are adequate and reflect replace- 
ment policies« Others will not reduce service lives because of its consequent lowering 
of profits« Some of the potential increases in depreciation will not be reflected by 
those firnas earning no profits, but tax liability of future years may be affected by loss 
carry-forward provisions« 

Reduced lives of depreciable property are expected by the Treasury to increase 
total depreciation deductions of all corporations in the economy by 14 percent (17 
percent for property other than buildings) in the first full year going into effect 
(table 11)« The expected increase for the agricultural industries varies from 7 to 
14 percent« These rates far exceed the annual average increase in the rates of 
depreciation for the 1946 = 59 period (table 3)« 

Table 11.—Effects of new guideline service lives on depreciation 

Corporation 

Increase in depreciation— 

Resulting from 
new guidelines 

Percent 

Amount 
(based 

on 1959) 

Per dollar of 
depreciable assets 

Percent 

Percent of 
19^6-59 

total rise 
in rate 

Per dollar of 
total receipts 

Percent 

Percent of 
. 19^6-59 
total rise 
in rate 

All industries  
Food and kindred pro- 

ducts . o  
Retail food l/  
Beverage manufacturing. 
Tobacco manufacturing.. 
Textile-mill products.. 

1¿^ 

1^1- 
11 
7 

10 
14 

Mil, dol. 
2,868 

10^' 
29 
13 

3.5 
43 

0.7 

.9 
1.0 
A 
.6 

26 

34 
31 
25 
17 
34 

0.4 

.2 

.1 
o2 

ol 

.3 

27 

28 
23 
13 
15 
26 

l/  Percentage increase estimated to be the same as all retail and wholesale trade. 

Source: Effects of New Guideline Lives (25> tables 2 and 4) and Statistics of Income 
(22, 1959-60). 

2J7/  Computed  class  life 
C. 

?     [(C.   =   S. )/!..] 
,  where C   is cost, S. is estimated 

salvage and L,. is the estimated service life of the ijth depreciable asset in the 
Class. By taking out salvage before dividing equivalent straight-line depreciation 
into total cost, the conaputed class Ufe is raised (imputing life to salvage). Since 
justification of individual service lives is based on comparison of the computed class 
PronrÎÏ H e^.^^,^^j^^=î average lives can be shortened by an equivalent amount. 
Property depreciated only part of the year is included in the computation as part of 
the total cost so undue weight is given to new assets. New assets contain a dispro- 
portionate share of short-lived assets. 
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In terms of depreciation per dollar of depreciable assets, the expected increase 
amounts to a whole percentage point for retail food« Food and kindred products and 
textile mills also exceed the 0.7 percent increase in rate of asset write-off expected 
for the all-industry average (table 11 )• These increases not only will extend but 
accentuate the uptrend in postwar rate of write-off shown in figure 3, The expected 
rises resulting from the new guidelines equal one-sixth to one-third of the total 
increase  in write-offs that took place between 1946 and 1959 in the industries studied, 

A  similar  inapetus  is given to depreciation per dollar of total receipts (table 11)« 
In these terms, the  all-industry average exceeds each of the agricultural industries. 
Reference to figure 1  shows that these increases are sizable in relation to past trends 

(one-eight to  one-fourth of the total 1946-59 rise),   but somewhat less than the effects 
on write-off (except for the all-industry average)* 

It is problematical if the adoption of new guideline service lives will be as com- 
plete or as rapid as these estimates suggest« A slower transition will stretch out 
the effects on depreciation rates but may not detract from their total impact over 
time« It also remains to be seen whether investment policies will be changed so 
that implementation of the reserve ratio requirement will not force the increase of 
class lives and resultant decrease in depreciation rates, 28/ However, the reserve 
ratio test will not be applied for 3 years, or for a replacenaent cycle for a new tax- 
payer, or for new classes of property. It is advantageous for a taxpayer who is going 
to adopt the new lives to do so immediately so that a historical base can be established 
in meeting the test in the future. But, the ''transition rule" provides that naovement 
toward the acceptable range will satisfy the general rule for the period of one service 
life. So, im.mediate adoption of the new service lives is not imperative and may, in 
view of adverse profit effects, be adopted gradually as has been the adoption of rapid 
methods. 

Investment Tax Credit 

The Revenue Act of 1962 allowed credit on income tax based on a percentage of 
cost  of mostly tangible  personal property bought after January 1, 1962,   A 7-percent 
credit (3 percent for utilities) was allowed for assets with service lives of 8 years 
or more. Credit was allowed on two-thirds of the cost of assets with 6- to 8-year 
lives and one-third for assets with 4- to 6-year lives, A $50,000 limit was placed 
on used assets qualifying for the credit. The naaximum credit in any one year amoiints 
to $25,000 plus 25 percent of the previously computed tax bill of a firm. Five-year 
carry forward and, in the future, 3-year carry back provisions will smiooth out the effects 
on profits of large purchases in specific years. 

Use of the investment credit is expected to reduce annual profits in all industries 
by roughly $1 billion. This effect is somewhat less than the adoption of the new 
guideline    service   lives.     The   reduction in profits   for the food and kindred products 

28/ The reserve ratio test is a conaparison of depreciation reserve ratios by guide- 
line classes and methods of depreciation. The test tables are calibrated in terms 
of rates of growth by class lives. The purpose of the test is to compare investment 
policies of a going business with its retirement policy. Leniency is built into the 
test by giving rai^ges of acceptability based on assets held between an average of 
20 percent longer and 10 percent shorter than its test life. In addition, a rising price 
level works in favor of satisfying the reserve ratio test. Rules are provided so that 
class lives can be either increased or decreased if a class of assets consistently 
falls outside of the range given by the test tables, 
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industry may  reach $30 million a year, equal to about 3 percent of profits after taxes 
reported in 1959« 

The primary purpose of the investment credit is to stimulate purchases of new 
equipment and thereby enhance econonciic growth of the economy^ By applying a 
credit directly to taxes, the effect of a given loss of revenue would be greater than 
by allowing a stepped-up rate of depreciation« The original proposal was to divorce 
investment credit from depreciation entirely« However, in so doing depreciation 
plus the tax credit would have exceeded cost of the equipment« To overcom.e this 
objection, legislation provided that the amount of the tax credit naust be deducted 
from the total depreciation base« 

The economic impact of the tax credit can best be visualized as a sliding scale 
reduction in price of equipment» Since the credit is applied after rather than before 
taxes are deducted, it has the influence of a credit twice as large for a firm being 
taxed at a 50-percent rate. In essence, equipnaent (with 8-year or longer service life) 
can now be purchased with about **86-cent dollars** by a firm in the 52-percent tax 
bracket« The price advantage is even greater for smiall firms taxed at the 30-percent 
rate«   Their purchases can now be made with "77-cent dollars«*' 

These 14 and 23 percent price advantages must be discounted, however, to account 
for the reduction in base of depreciable assets« This reduction in advantage will 
not anaount to the full rate of the credit« The offset amounts to only the present value 
of 7 percent of purchases received at some time in the future« This present value 
depends on the method of depreciation and length of life of the asset in question« 
The longer the life and slower the method used, the lower will be the present value 
of the 7 percent so the greater will be the price advantage of the tax credit« Since 
short-lived equipment does not qualify for the tax credit, the value of the deduction 
from depreciable assets will tend to be small compared with the price advantage 
obtained« 

Reducing the effective price of machinery and equipment is expected to increase 
purchases« The amount of the rise depends on the demand and supply schedules of 
these goods« 29/ The increase in purchases is expected to stimulate industrial 
production« This ''feedback** is counted upon by the Treasury to offset, over a period 
of time, a large part of the loss in revenue resulting from the tax credit« 

Since the tax credit will be substracted from depreciable assets, its affect on 
current depreciation will tend to offset that of using the new service guideline lives« 
Use of new guidelines is expected to increase depreciation nearly three times as 
much as the base of depreciable assets will be reduced« The reduced base will reduce 
current year depreciation by perhaps one-fifth to one-tenth, depending on the rate of 
write-off. On balance, the upward thrust given to rates of depreciation will approach 
the estimates given for the new guidelines alone (table 11)« The depressing effects 
of the tax credit are probably within the range of error of the estinaates for the new 
guidelines alone« 

29/ A decline in price will move a firm down its demand schedule resulting in 
an increase in quantity demanded at the lower effective price« The increase will 
depend of the slope of the demand and supply schedules« The aggregate supply 
function is relatively elastic, the increase in quantity will be large relative to the 
associated pressure for a price rise in reaching a new equilibrium« 
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APPENDIX:   RAPID METHODS OF DEPRECIATION 

of 
Estimates   were  made  of the  am.ount of depreciation in 1959 that was the result 

using   rapid   methods   of   depreciation   in lieu of the straight-line method.   These 
estimates were based on the proportion of depreciation that was charged off employing 
rapid methods, Com.parisons were miade of various methods of depreciation in terms 
of present net service value over time, showing deterioration and interest factors 
implied by each. Then, deferred tax accounts were analyzed. Their use arises from 
the practice of various corporations using rapid nriethods in computing depreciation 
for tax purposes but using the straight »-line methods for financial purposes. 

Depreciation Charges Above Straight°Liine Method 

Figure 10 shows the relation that exists between the proportion of annual depre- 
ciation charged off using the sum-of-the-years' digits method (SOYD) and the per- 
centage that total depreciation, representing a mixture of the two methods, is above 
the comparable straight-line amount, SOYD is usually the most rapid method author- 
ized by the 1954 Code, so the maximum effect of all rapid methods were estimated 
by this relationship. 

The association between the two percentages varies depending on the annual 
change in new purchases and variations in asset service lives. The variation is not 
large during the first half of the switch over to using rapid methods, but fans out 
later. When all assets are depreciated by the rapid method, depreciation returns 
to the same level as existed under the straight-line method, if new purchases remain 
at   a   constant   rate.      But,  if new purchases are continually rising, adoption of rapid 

ADDITIONAL DEPRECIATION DURING 
STRAIGHT-LINE-SOYD TRANSITION* 

% ADDITIONAL^ 

100 
% ANNUAL DEPRECIATION USING SOYD METHOD 

^DEPRECIATION   USING   SUM-OF-THE - YE ARS'   DIGIT (SOYD)  MINUS  COMPARABLE   STRAIGHT-LINE  IS   ADDITIONAL 

DEPRECIATION. AADDITIONAL   DEPRECIATION   AS   PERCENTAGE  OF   TOTAL   ANNUAL   DEPRECIATION. 

U. S.   DEPARTMENT  OF   AGRICULTURE NEC.   ERS   2370-63(10)       ECONOMIC   RESEARCH   SERVICE 

Figure 10 
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methods will have a lasting influence. In both cases during the switch over to using 
rapid methods, total depreciation rises substantially but recedes somewhere after 
the midpoint of conversion is passed« 

The proportion of depreciation obtained by using rapid m.ethods is given in 
table 4 for corporations in each industry« The range of increase in new purchases 
used in figure 10, between no rise and 5 percent annually, probably covers most 
agricultural industries« 30/ Possibly tobacco manufacturing and retail food exceeded 
the 5-percent rate of incTease but others fell short of it« Estimates of asset service 
lives were obtained from table 8« Reference to figure 10 shows that the 37 percent 
of annual depreciation taken under declining-balance and SOYD methods in 1959 by 
the all-industry average is equivalent to about 15 or 16 percent of total annual 
depreciation charges« The estimates for corporations in industries that market 
agricultural products are as follows: 

Percent of annual depreciation in 
Industry 1959 attributed to use of 

 rapid methods  

Food and kindred products 
Retail food  
Beverage manufacturing , 
Tobacco manvifacturing . 
Textile-mill products      «   « 

16-17 
15-16 
16-17 
20-22 
15-16 

Implications of Rapid Methods 

A decline in net service value from the use of an asset results when there is a 
decline in annual output or when a constant outflow of value is forthcoming but repair 
costs    are   rising.       The   combination   of   factors   associated with age debility can be 

30/ A 5-percent annual rise in new purchases implies current investment exceeds 
annual depreciation by 78 percent over using the straight = line method on 25-year 
assets. While switching to using the SOYD method, this excess is reduced to a min» 
imum of about 26 percent midway in the conversion and to 30 percent when all assets 
are under the new method. A 10-year asset with a 5-percent annual rise in new pur- 
chases implies a 24-percent excess of current investment over annual depreciation 
using the straight-line method. This reduces to slightly below equality in converting 
to   the   SOYD   method   and   upon   conversion   remains   15 percent above depreciation. 

Annual purchases of privately owned structures and equipment in all manufacturing 
establishments increased 68 percent between 1946 and 1959 (21, table 9, pp. 28-29). 
It reflects a 4.1 percent annual average rate of increase. Investment in 1959 exceeded 
depreciation (as reported by Statistics of Income) by 15 percent. A total of 1,819 
publicly held manufacturing firms reported plant and equipment expenditures for 
1959 exceeded depreciation (including amortization and depletion) by 43 percent (17). 
The industries in this group that market agricultural products had expenditures 
exceeding depreciation: Food and kindred products, 54 percent; beverage manu- 
facturing, 61 percent; textile-mill products, 25 percent; and tobacco manufacturing, 
114    percent. These    data    being   publicly   reported,   probably reflected use of the 
straight=line method« 

The Bureau of Census reported 1958 capital expenditures by retail food establish- 
ments operated by corporations totaled $484 million (20, table 2, p. 6). Of this total, 
$448 miillion was for new facilities. The total is double the $238 million for depre- 
ciation reported by 1RS. 
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termed a deterioration factoro It is expected to vary widely from one asset to another 
and over time, but nevertheless, to exist as a function of tinrie« Straight-line depre- 
ciation fails to recognize the existence of a deterioration factor« Its use assumes 
a constant net service value over tinae. 

The market for used equipment perhaps is the best measure of the deterioration 
factor« This nciarket reflects declining physical service, declining economic service, 
and changing demands for the asset's services« Such changes in demand may be 
hastened by technological innovations« Unfortunately for economic analysis, there 
are relatively few organized markets for used assets« This naakes measuring 
deterioration factors difficult« 

Time preference results in a higher valuation being placed on services immediately 
perfornaed than on those performed in the distant future« The cost of an asset embodies 
the present value of all future returns« If future returns are worth less to the pur= 
chaser than current returns, the imputed cost of capital yielding future returns is less« 
Declining value of future services is a function of the present value of money, so 
future returns are discounted at an interest rate appropriate to the firm« Declining 
present value over time of a constant net service value can be termed an interest 
factor« 

The various depreciation methods with several different rates of deterioration 
and interest are compared in table 12« Cximulating the annual asset write-off shows 
that for a 20-year asset the double-declining-balance method of depreciation writes 
off value at a rate somewhat slower than a 5-percent depreciation factor combined 
with a 6-percent interest factor« The sunci-of-years* digits method is somewhat 
more rapid than the declining-balance naethod (15)« The SOYD trails the cunn.ulative 
write-off of the 5 percent plus 6 percent combination during the first 9 years, but 
then exceeds it during the remaining 11 years« Using rapid methods on an asset 
with a shorter service life reflects higher interest and deterioration rates: A 10- 
year asset depreciated by the suna-of-years* digits assunaes sonaewhat more than a 
12 = percent combined rate of interest and deterioration, but the double-declining- 
balance method implies nearly a 20=percent combined rate« 

Rapid methods of depreciation sometimes are defended for correcting for the 
underdepreciation caused by rising price levels« Rapid rates will tend to compensate 
for actual capital consumption exceeding allowable depreciation during inflation« 
But at best their use would be a crude approxinaation to the problenn^s of inflation and 
would tend to aggravate the overdepreciation that occurs during deflation* Price» 
level problenas are better treated directly, if desired by public policy, by adjusting 
asset values internas of current prices« Use of rapid methods can better be justified 
in terms of interest and deterioration factors« 

Perpetually Deferred Taxes 

The effect of a change from, depreciating an asset by the straight-line naethod 
to a more rapid method is to increase the depreciation charge in the early years of 
use of an asset while lowering the charge in later years« The total anaount of dollars 
charged off during the life of the asset remains unchanged, as does the nunaber of 
years over which depreciation is charged« 

When a switch is made to naore rapid naethods, as was authorized in the 1954 
Revenue Code, a substantial increase in depreciation charges and reduction in taxes 
and   profits   results   for   a  few  years  while  new assets are being shifted onto the new 
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Table 12.—Comparisons of depreciation rates for an asset with 20-year life 

Year 
Straight- 
line 

Sum-of- 
the-years• 

digits 

Double- 
declining- 
balance 

D.F. 
I.F. 

D.F. 
I.F. 12^ 

D.F. 
I.F. 

D.F. 
loFo 

D.F. 
I.F. 20^ 

D.F. 
I.F. 

Percent annual depreciation 

1.. 
2.. 
3.. 
k.. 
5.. 
6.. 

. 7.. 
^ 8.. 
w 9.. 
'  10. 

11. 
12. 
13. 
Ik. 
15. 
16. 
17. 
18. 
19. 
20. 

5 
^ 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 

10 
9 
9 
8 
7i 
7 
7 
6 
6 
5 
5 

¿j- 

3 
3 
2 
2 
1 
1 
2 

10 
9 
8 
7 
7 
6 
5 
5 

4 

^f 
3l 

3| 

3l 

3l 

7 
7 
7 
6 
6 
5 
5 
5 
5 
k 

4 

3 
3 
3 
3 
3 

Percent anniial depreciation 

12 
11 
9 
9 
8 
7 
6 
5 
5 

3 
3 
3 
2 
2 
2 
2 
2 
1 

17 
14 
12 
10 
8 
7 
6 
5 
4 
3 
3 
2 
2 
2 
1 
1 
1 
1 

12 
10 
9 

7 
6 
5 
5 
4 
4 
4 
3 
3 
3 
2 
2 
2 
2 
1 

21 
17 
13 
10 
8 
6 
5 
4 
3 
3 
2 
2 
1 
1 
1 
1 
1 

25 
19 
14 
11 
8 
6 
4 
3 
3 
2 
1 
1 
1 

0 
0 

D.F. = deterioration factor 
I.F. = interest factor 

Source: Adapted from Dixon, (7) p. 595)' 



method« Once the shift is completed, depreciation, taxes, and profits of a firm as 
a whole return to their old levels if there is a constant rate of new purchases, 
(Purchases will equal depreciation*) Taxes and profits never exceed the old level 
to "make up" for the period of reduction as long as assets continue to be replaced 
at a constant rate and the tax rate unchangedo When all assets are being depreciated 
on the new basis, new assets depreciating ata rapid rate will be offset by older assets 
depreciating at a reduced rate (assuming no price-level changes)« 

To avoid a decline in profits during the switch to rapid methods, firms often 
set up deferred taxes accounts in financial reports while letting profits drop in tax 
accounts« But, if a deferred tax account were established in the case of a firm with 
no increase in purchases over time, the account would rise during the transition 
and then  continue  on a plateau as long as the firm.*s investment policy did not change« 

The hypothetical firm in table 6 shows depreciation rising by $300 in the second 
and third years after switching from straight-line to the sum.-of-the-years' digits 
method« By the fifth year, the last year of the assumed average service life of the 
assets, depreciation, taxes, and profits all have returned to the level under the 
straight-line method« If a deferred tax account were established, it would rise to 
$500 by the fourth year and continue at this level indefinitely« 

In the hypothetical firm expanding at a rate of 5 percent per year, the proportion 
of new assets continues to outweight older assets (table 7)« On balance, depreciation, 
taxes, and profits never return to their previous levels« Depreciation due to switching 
to rapid methods hits its peak in the third year after the transition« By the fifth 
year, a trough is reached from, which a gradual ascent is begun« A deferred tax 
account continues to increase as long as investment exceeds depreciation« If table 7 
were extended, depreciation due to rapid methods would reach $144 in year 20 and 
$233 in year 30« 3l/ "Deferred" taxes in these examples is a misnomer« An income 
tax liability exceeding that due under straight-line depreciation will never arise, 
under current tax laws unless a firnri begins to disinvest, and then only if it remains 
a profitable firm« 

In the hypothetical firm in table 7 assume income before depreciation, charges 
and   income   taxes   in   year   1   totaled   $5,000«    Stockholder and tax reports following 

31/ Additional depreciation can be calculated for a year from the following general 
formula   assuming   a   uniforna   service   life   (n),   a   constant rate of growth (r), and an 
initial investment of X: 

y    =   Efxd+r)^ f -     M1 +   r^(l+^)^"^ (    ,  "°1  -  JL51+ 
|_ V    l/2n(n+l) ^r/J L Vl/2n(n+l) ^7j 

 +   (xd+r)^-^""^^        f     n-(n-l)       -     1 \\ 
L Vl/2n(n+l) n /_J. 

Based on Davidson (5). 
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straight-line    and    sum-of-the-years'   digits   methods,   respectively,   will   differ   as 
follows: 

Stockholder Tax 
report report 

Cash income o   o  .  o  o «   o $5,000 $5,000 
Depreciation charges    »»oo «o.  o l^^OO ^^'^^ 
Income before tax   ooooooooaooooaoo 3,500 3,3uü 

Inconae taxes (at 52 percent) 
Taxes   paid     oaooooa«.ooooo«,oaoo 1,716 1,716 
Deferred taxes  eeoeo o*oo<»o       ^0^  ^ 

Income after taxes      oeoeooo»eo  1,680 1,5ö4 

Taxes paid remains the same in the two accountso The $200 more depreciation 
in the tax report saves $104 in taxes, which goes to the deferred tax account, and 
reduces income by $96« The deferred tax account allows a firm to take advantage 
of the reduction in taxes afforded by rapid methods of depreciation while at the same 
time keeping profits reported to stockholders at a higher level based on straight« 
line depreciation* The question of which account more accurately represents the 
true financial picture of a firm or industry depends upon the present net service of 
the assets involved« 

The possibility of future declines in tax rates raises a further question about the 
amount of taxes that are deferred» Presumably these accounts all will need to be 
discounted on the basis of any reduction in rates actually adopted« 
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Table 13.—All industrial corporations: Selected financial data, 1939-59 

Item ;  1939   ;  19^0   ;  19^6  ;  19-^7  ;  19^8  ;  19^9  ;  1950   ;  1951 

: Mil. Mil. Mil. Mil. Mil. Mil. Mil. Mil. 
: dol. dol. dol. dol. dol. dol. dol. dol. 

Total assets Í 306,801 320,^^-78 W+,705 ^9^,615 525,136 5^^3,562 598,369 647,52¿f 
Gross depreciable assets 1/ : 129,189 130,685 148,968 163,7^ 180,562 195,02¿í- 209,098 227,882 
Reserve for depreciation : 39,237 ¿^-0,524 57,^^-21 60,664 64,225 68,988 74,283 78,787 
Net depreciable assets : 89,952 90,l6l 91,547 103,080 116,337 126,036 134,815 149,095 
Total compiled receipts : 130,365 145,427 283,917 361,521 405,430 387,636 452,523 511,849 
Depreciation 2/ :  3,805 3,931 4,972 6,383 7,939 8,521 9,489 11,090 
Profits, before income tax :  7,236 9,472 25,025 31,207 34,248 28,130 42,535 43,495 
Profits, after income tax :  6,019 6,947 16,315 20,420 22,477 18,442 25,367 21,593 
Retained earnings 2/ :    380 1,109 8,937 12,135 13,172 8,978 13,896 10,374 
Total cash flow 4/ :  9,824 10,878 21,287 26,803 30,4l6 26,963 34,856 32,683 
Stockholder's equity ¿/ : 136,863 138,386 l64,6l4 180,567 197,220 208,297 223,608 239,037 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 

Total compiled receipts :  2.92 2.70 1.75 1.77 1.96 2.20 2.10 2.17 
Gross depreciable assets :  2.95 3.01 3.34 3.90 4.40 4.37 4.54 4.87 
Stockholder's equity : 99.10 89.90 52.50 45-30 44.50 50.30 46.20 44.50 

Gross depreciable assets as per- : 
cent of total compiled receipts.:  4.62 4.78 5>75 5-^5 5-5^ 4.76 5.6I 4.22 

Profits (after income tax) as   : 
percent of:                : 
Total compiled receipts :  7-54 7.48 7.50 7.41 7-50 6.96 7.70 6.39 
Stockholder's equity :  2.78 2.84 3.02 3.53 4.03 4.09 4.24 4.64 

Total cash flow as percent of:  : 
Total compiled receipts :  4.40 5-02 9-91 11.3 11.4 8.85 11.30 9.03 
Stockholder's equity :  7.18 7.86 12.90 14.80 15.40 12.90 15.6O 13.70 

: 1952 ; 1953 ; 1954 ; 1955 : 1956 : 1957 ; 1958 : 1959 
* Mil. Mil. Mil. Mil. Mil. Mil. Mil. Mil. 
* dol. dol. dol. dol. dol. dol. dol. dol. 

Total assets ': 721,861 761,877 805,300 881,621 948,951- 996,400 1,064,481 1,136,668 
Gross depreciable assets 1/ : 243,859 260,460 275,855 302,641 330,654 356,911 385,640 412,243 
Reserve for depreciation : 84,283 90,403 97,036 107,980 117,799 128,563 l4l,605 153,730 
Net depreciable assets : 159,576 170,057 178,819 194,661 212,855 228,348 244,035 258,513 
Total compiled receipts : 525,011 551,984 547,001 634,508 673,493 714,280 728,247 816,800 
Depreciation 2/ : 12,433 14,178 15,729 18,591 20,467 22,609 23,642 25,299 
Profits, before income tax : 38,507 39,582 36,486 47,601 47,184 44,912 39,063 ^7,655 
Profits, after income tax : 19,505 19,889 19,804 26,065 25,962 24,446 20,4o4 25,130 
Retained earnings 2/ :  8,309 8,356 7,973 12,597 11,603 9,643 5,518 8,888 
Total cash flow 4/ : 31,938 34,067 35,533 44,656 46,429 47,055 44,046 50,429 
Stockholder's equity ¿/ : 254,007 265,181 278,499 305,449 327,668 3^,350 369,157 389,004 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 

Total compiled receipts :  2.37 2.57 2.88 2.93 3.04 3-17 3.25 3.10 
Gross depreciable assets :  5.10 5-44 5-70 6.14 6.19 6.33 6.13 6.14 
Stockholder's equity : 46.40 47.20 50.40 47.70 49.10 50.00 53.00 50.40 

Gross depreciable assets as per- : 
cent of total compiled receipts.:  3.72 3.60 3.62 4.11 3.85 3.42 2.80 3.08 

Profits (after income tax) as   : 
percent of:                 : ^ ^ ^ 
Total compiled receipts :  6.08 6.17 6.50 7.04 6.89 6.59 6.05 6.17 
Stockholder's equity :  4.89 5.35 5-65 6.09 6.25 6.57 6.40 6.50 

Total cash flow as percent of:   : 
Total compiled receipts :  7.68 7.50 7.11 8.53 7-92 7.10 5.53 6.46 
Stockholder's equity : 12.60 12o80 12.80 14.60 14.20 13.70 11.90 12.96 

1/ Includes depletable and intangible assets. 2/ Includes amortization and depletion. ¿Z Profits after 
income tax less cash dividends paid. 4/ Sum of depreciation, amortization, depletion and profits after 
income tax. ¿/ Includes capital stock, surplus, and reserves. 

Source: Firms reporting balance sheets to Internal Revenue Service (22). 
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Table 1^. Food and kindred products corporations (less beverages): Selected financial data, 1939-59 

Item 1939   ;  1940   ;  1946   ;  1947   !  19^8  ;  1949   ;  1950 1951 

: Mil. 
: dol. 

Total assets : 55581 
Gross depreciable assets 1/ : 3j450 
Reserve for depreciation : 15^65 
Net depreciable assets : 1,985 
Total compiled receipts : 10,056 
Depreciation 2/ : 136 
Profits, before income tax : 389 
Profits, after income tax : 321 
Retained earnings 2/ : 82 
Total cash flow ^j : ^57 
Stockholder's equity ¿/ : 4,222 

: Percent 
Depreciation as percent of:     : 

Total compiled receipts o : 1.35 
Gross depreciable aseets : 3*94 
Stockholder's equity : 3^.30 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 3»19 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 4.54 
Stockholder » s equity : 3-22 

Total cash flow as percent of:  : 
Total compiled receipts : 7-60 
Stockholder • s equity : 10.80 

: 19'?2 
Mil. 

! dol. 

Total assets o : 12,570 
Gross depreciable assets 1/ : 7 >131 
Reserve for depreciation : 2,978 
Net depreciable assets o : 4,153 
Total compiled receipts : 35>772 
Depreciation 2/ : 369 
Profits, before income tax : 1,135 
Profits, after income tax : 506 
Retained earnings 2/ : 159 
Total cash flow 4/ : 875 
Stockholder's equity ¿/ : 8,247 

: Percent 
Depreciation as percent of:     : 

Total compiled receipts : 1.03 
Gross depreciable assets : 5«17 
Stockholder • s equity o.. : 19 • 90 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 1.41 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 2.45 
Stockholder's equity :   4.47 

Total cash flow as percent of:   : 
Total compiled receipts : 6.14 
Stockholder's equity : 10.60 

Mil. 
dol. 

5,989 
3,752 
1,659 
2,093 

10,531 
145 
409 
311 
67 

456 
4,485 

Mil. 
dol. 

8,653 
4,435 
2,047 
2,388 

22,947 
171 

1,508 
937 
611 

1,108 
6,060 

Mil. 
dol. 

9,742 
5,047 
2,177 
2,870 

30,176 
216 

1,385 
854 
474 

1,070 
6,591 

10,121 
5,530 
2,278 
3,252 

31,292 
257 

1,106 
665 
308 
922 

6,882 

Mil. 
dol. 

10,288 
5,879 
2,430 
3,449 

29,569 
292 

1,065 
641 
287 
933 

7,118 

Mil. 
dol. 

11,621 
6,504 
2,642 
3,862 

31,353 
314 

1,368 
707 
333 

1,021 
7,748 

Mil. 
dol. 

12,467 
6,886 
2,814 
4,072 
35,725 

350 
1,170 

549 
174 
899 

8,035 

Percent Percent Percent Percent Percent Percent Percent 

1.38 
3.86 
35.60 

2.95 

4.33 
3.23 

6.93 
10.20 

0.75 
3.85 

19.33 

4.08 

4.83 
2.82 

15.50 
18.30 

0.71 
4.26 
16.70 

2o83 

3.55 
3«28 

13.00 
16.20 

0.82 
4.65 
17.70 

2.13 

2.95 
3.73 

9.66 
13.40 

0.99 
4.97 
19.90 

2.17 

3.16 
4.10 

9.01 
13.10 

1.00 
4.83 
20.70 

2.25 

3.26 
4.05 

9.12 
13.20 

0.98 
5.08 
19.30 

1.54 

2.52 
4.36 

6.83 
11.20 

19^? 
Mil. 
dol. 

12,529 
7,164 
3,100 
4,064 
35,631 

391 
1,260 

579 
172 
970 

8,239 

19?^ 
Mil. 
dol. 

12,929 
7,535 
3,317 
4,218 
36,553 

425 
1,213 

575 
221 

1,000 
8,410 

19^^ 
Mil. 
dol. 

13,845 
8,089 
3,574 
4,515 
37,999 

485 
1,482 

725 
346 

1,210 
9,007 

1956 
Mil. 
dol. 

14,296 
8,358 
3,715 
4,643 
38,302 

491 
1,423 

700 
310 

1,191 
9,092 

19^7 
Mil. 
dol. 

14,454 
8,793 
4,008 
4,785 

40,422 
538 

1,370 
653 
246 

1,191 
9,345 

1958 
Mil. 
dol. 

16,813 
10,667 
4,990 
5y(>77 

48,308 
690 

1,603 
801 
380 

1,491 
10,633 

1959 
Mil. 
dol. 

18,010 
11,412 
5,416 
5,996 

50,479 
750 

1,747 
847 
418 

1,597 
11,140 

Percent Percent Percent Percent Percent Percent Percent 

1.10 
5.46 

20.10 

1.62 

1.16 
5.64 

20.60 

1.57 

1.28 
6c00 

21.30 

1.91 

1.28 
5.87 

21.80 

1.83 

1.33 
6.12 

21.80 

1.62 

.43 

.47 
22.10 

1.66 

1.49 
6.57 

22.61 

1.68 

2.72 
4.75 

2.74 
5.05 

3.18 
5.38 

3.11 
5.40 

2.95 
5.76 

3.09 
6.49 

3.16 
6.73 

7.03 
11.80 

6.84 
11.90 

8.05 
13.40 

7.70 
13.10 

6.99 
12.70 

7.53 
14.00 

7.60 
14.34 

1/ Includes depletable and intangible assets. 2/ Includes amortization and depletion. 3/ Profits after 
income tax less cash dividends paid. 4/ Sum of depreciation,.amortization, depletion, and profits after 
income tax. ¿/ Includes capital stock, surplus,and reserves. 

Source: Firms reporting balance sheets to Internal Revenue Service (22). 
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Table I5.—Retail food corporations: Selected financial data, 1939-59 

Item 1939 : 19¿^0 19^^-6 19^^-7 19^8 19¿i9 1950 1951 

: Mil. 
: dol. 

Total assets : 969 
Gross depreciable assets l/ : 500 
Reserve for depreciation : 231 
Net depreciable assets : 269 
Total compiled receipts : 3 5 60^1- 
Depreciation 2/ : 37 
Profits, before income tax : 51 
Profits, after income tax : ^6 
Retained earnings 3/ î ^ 
Total cash flow 4/ : 83 
Stockholder's equity ¿/ : 658 

: Percent 
Depreciation as percent of:      : 

Total compiled receipts : 1,02 
Gross depreciable assets : 7.32 
Stockholder ' s equity : 13-90 

Gross depreciable assets as per-  : 
cent of total compiled receipts,,: 1,27 

Profits (after income tax) as    : 
percent of:                  : 
Total compiled receipts : 2.29 
Stockholder's equity,,,. o : 5*5^ 

Total cash flow as percent of:   : 
Total compiled receipts : 6.98 
Stockholder • s equity : _ 12,50 

limo 
• Mil, 
; dol. 

Total assets : 3,202 
Gross depreciable assets 1/... »... : 1)5^1 
Reserve for depreciation : 591 
Net depreciable assets : 970 
Total compiled receipts : 17,633 
Depreciation 2/ : 12^1- 
Profits, before income tax : 32^ 
Profits, after income tax : 150 
Retained earnings 3/••o...• o.: 72 
Total cash flow ^/ : 27^ 
Stockholder's equity ¿/ : 1,862 

: Percent 
Depreciation as percent of:      : 

Total compiled receipts : 0.70 
Gross depreciable assets : 7-9^ 
Stockholder's equity : 8.90 

Gross depreciable assets as per-  : 
cent of total compiled receipts,.: .85 

Profits (after income tax) as    : 
percent of:                  : 
Total compiled receipts : 1.55 
Stockholder's equity : G,(^G 

Total cash flow as percent of:   : 
Total compiled receipts : 8.O6 
Stockholder's equity , : 14.70 

Mil. 
dol. 

1,0¿^7 

251 

4,037 
40 
51 
42 
5 

82 
708 

Mil. 
dolo 

1,742 
642 
297 
345 

8,027 
39 

269 
170 
125 
209 
970 

Mil. 
dol. 

1,910 
796 
330 
466 

10,400 
52 

257 
160 
106 
212 

1,105 

Mil, 
dol. 

2,054 
933 
342 
591 

11,949 

254 
157 
103 
223 

1,251 

Mil. 
dol. 

2,211 
1,052 

384 
668 

12,101 
80 

289 
179 
123 
259 

1,374 

Mil. 
dol. 

2,642 
1,235 

422 
813 

13,415 
91 

320 
178 
113 
269 

1,559 

Mil. 
dol. 

2,892 
1,390 
487 
903 

15,732 
108 
278 
131 
61 

239 
1,700 

Percent Percent Percent Percent Percent "Percent Percent 

0.99 
6.73 

14.70 

1.04 

5. 
11, 

0.49 
6.07 
8.00 

2.12 

0.50 
6.53 
7.70 

1.54 

■0.55 
7.07 
7.80 

1.31 

0.66 
7.60 
8.70 

1.48 

0.68 
7.37 
9.20 

1.33 

93 
60 

17.50 
21.50 

14.50 
19.20 

12.50 
17.80 

13.00 
17.30 

11,40 
14 o 10 

19^:3 1954 : 1955 1956 1957 1958 

.94 

1.66 
6.88 

9.03 
15.90 

1.01 

.78 
,18 

9.34 
16.50 

1.00 

1.85 
7.99 

9.34 
17.30 

1.03 

1.96 

9.58 
18.30 

1.98 
10.00 

9.50 
19.50 

.97 

.87 
,44 

10.20 
19.70 

0.69 
7.77 
8.80 

.83 

2.03 2.60 2.04 1.87 2.14 2.01 1.52 
5.^5 4.02 4.71 5.28 5.82 5.84 6.35 

7.71 
14.10 

1959 
Mil. Mil. Mil. Mil. Mil. Mil. Mil. 
dol. dol. dol. dol. dol. dol. dol. 

3,397 3,685 4,296 4,998 5,247 4,773 5,186 
1,655 1,809 2,156 2,829 3,006 2,497 2,796 

647 734 879 1,194 1,282 1,023 1,135 
1,008 1,075 1,277 1,635 1,724 1,474 1,611 
18,657 19,757 22,168 24,955 27,528 26,531 28,477 

134 153 189 233 279 238 264 
376 402 4^9 525 548 521 532 
176 199 221 257 265 258 261 
100 118 131 157 156 155 146 
310 352 410 490 544 496 525 

1,948 2,130 2,365 2,684 2,789 2,521 2,695 

Percent Percent Percent Percent Percent Percent Percent 

0.72 0.77 0.85 0.93 1.01 0.90 0.93 
8.10 8.46 8.77 8.24 9.28 9.53 9.44 
8.90 9.20 9.70 11.30 10.90 9.40 9.80 

.92 

1.84 
9.80 

9.68 
19.48 

1/ Includes depletable and intangible assets. 2/ Includes amortization and depletion. 3/ Profits after 
income tax less cash dividends paido 4/ Sum of depreciation, amortization, depletion and profits after 
income tax. ¿/ Includes capital stock, surplus,and reserves. 

Source: Firms reporting balance sheets to Internal Revenue Service (22). 
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Table 16.—Beverage manufacturing corporations: Selected financial data, 1939-59 

Item ;   1939   ;   19^0   ;   19^6   ;   19^?   ;   19^8   ;   i9¿^9   ;   1950   ;   1951 

Total assets : 1,284 
Gross depreciable assets l/ : 7^'3 
Reserve for depreciation : 251 
Net depreciable assets : ^92 
Total compiled receipts : 1,68? 
Depreciation 2/ : 37 
Profits, before income tax : 135 
Profits, after income tax : 109 
Retained earnings 3/ • • • o : 36 
Total cash flow k/ : 1^-6 
Stockholder•s equity ¿/ : 836 

: Percent 
Depreciation as percent of:     : 

Total compiled receipts : 2,19 
Gross depreciable assets : ^',^8 
Stockholder 's equity : ¿^.00 

Gross depreciable assets as per- : 
cent of total compiled receipts,: 6,^'6 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 8.65 
Stockholder's equity : 4.43 

Total cash flow as percent of:   : 
Total compiled receipts : 13.00 
Stockholder • s equity : 1?. 50 

'" 1952  ! 
• Mil. 
; dol. 

Total assets : 4,035 
Gross depreciable assets l/ : 2,070 
Reserve for depreciation : 726 
Net depreciable assets : 1,344 
Total compiled receipts : 7 »264 
Depreciation 2/ o.. : II5 
Profits, before income tax : 421 
Profits, after income tax : 183 
Retained earnings 3/ : 64 
Total cash flow 4/ : 298 
Stockholder's equity ¿/ : 2,539 

: Percent 
Depreciation as percent of:     : 

Total compiled receipts : I.58 
Gross depreciable assets : 5»5^ 
Stockholder • s equity : 28.50 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 2,52 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 4o 10 
Stockholder ' s equity : 4.53 

Total cash flow as percent of:   : 
Total compiled receipts : 7.21 
Stockholder ' s equity : 11.70 

Mil. 
dol, 

1,347 
815 
271 
544 

1,811 
38 

135 
100 
33 

138 
866 

Mil. 
dol. 

2,577 
1,124 
445 
679 

4,762 
52 

499 
303 
206 
355 

1,605 

2,855 
1,282 

440 
842 

4,920 
63 

458 
272 
158 
335 

1,727 

Mil. 
dol. 

3,240 
1,517 

482 
1,035 
5,277 

74 
464 
277 
169 
351 

1,929 

Mil. 
dol. 

3,270 
1,633 

524 
1,109 
5,426 

84 
434 
263 
155 
347 

2,068 

Mil. 
dol. 

3,564 
1,748 

575 
1,173 
5,534 

87 
461 
257 
148 
3^ 

2,211 

Mil, 
dol. 

3,922 
1,987 

660 
1,327 
6,903 

103 
448 
206 
94 

309 
2,445 

Percent Percent Percent Percent Percent Percent Percent 

2.12 
4.71 

45.00 

5.52 

1.09 
4,63 
23.60 

6,36 

1.28    1.40 
4.91    4.88 
26.10   28.70 

5.53 5.25 

1.55 
5.14 

30.10 

4,85 

1.57 1.49 
4.98 5.18 
31.60 28.80 

4.64 2.98 

7.64 7.45 6.81 6.65 6.40 6.22 4.48 
4.43 3.24 3.65 3.84 4.06 3.93 4.21 

11.50 
16.00 

18.90 
22,10 

15.70 
19.40 

14.40 
18.20 

12,70 
16,80 

11,60 
15.60 

8,43 
12.60 

1953 : 1954 19^^ 1956 1957 1958 19^9 
Mil. Mil. Mil. Mil. Mil. Mil. Mil. 
dol. dol. dol. dol. dol. dol. dol. 

3,863 4,098 4,140 4,118 4,387 5,054 5,249 
2,075 2,117 2,294 2,411 2,582 2,825 3,044 

753 793 881 962 1,050 1,209 1,330 
1,322 1,324 1,413 1,449 1,532 1,616 1,714 
7,308 7,363 6,660 6,830 7,082 7,764 8,308 

109 123 136 145 159 178 194 
399 342 407 366 379 426 501 
180 153 198 167 182 211 249 
59 32 83 82 77 90 117 

289 276 334 312 341 389 443 
2,478 2,545 2,661 2,671 2,857 3,206 3,311 

Percent Percent Percent Percent Percent Percent Percent 

1.49 1.67 2.04 2,12 2.25 2.29 2.34 
5.25 5.81 5.93 6.01 6.16 6.30 6.37 

28.40 28.80 34.40 35.30 36.50 36.40 36.60 

2.46 

3. 
4, 

7. 
11. 

.95 
,40 

,26 
.70 

3. 
4, 

6. 
10. 

75 
83 

01 
80 

2o97 

5.02 
5.11 

7.44 
12.60 

2,45 

4.57 
5.43 

6.25 
11.70 

2.57 

4.82 
5.57 

6.37 
11.90 

2.72 3.00 

01 
55 

33 
86 

6.58 
12.10 

7.52 
13.37 

1/ Includes depletable and intangible assets, 2/ Includes amortization and depletion. ¿Z Profits after 
income tax less cash dividends paid. 4/ Sum of depreciation, ainortization, depletion and profits after 
income tax. ¿/ Includes capital stock, surplus,and reserves. 

Source: Firms reporting balance sheets to Internal Revenue Service (22). 
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Table 1?.—Tobacco manufacturing corporations: Selected financial data, 1939-59 

Item ;   1939   :   19^0   ;   1946   ;   19^^?   ;   19^8   ;   19^9   ;   1950   ;   1951 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Total assets : 1,10? 1,1^2 1,963 2,164 2,348 2,412 2,498 2,691 
Gross depreciable assets 1/ : 178 24? 266 298 321 343 296 312 
Reserve for depreciation : 89 90 108 111 113 122 126 132 
Net depreciable assets : 89 157 158 187 208 221 170 180 
Total compiled receipts : 1,320 1,412 2,619 2,843 3,007 3,227 3,193 3,379 
Depreciation 2/ : 8 8 7 8 10 11 12 13 
Profits, before income tax : 128 140 172 192 239 258 287 292 
Profits, after income tax : 107 106 108 119 149 l6l 157 128 
Retained earnings 3/ : 14 l6 36 40 6l 68 62 33 
Total cash flow 4/ : II5 114 II5 127 159 172 I69 141 
Stockholder's equity ¿/ : 873 892 1,069 l,l62 1,227 1,338 1,364 1,393 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 

Total compiled receipts : O.60 0,55 0.26 0.29 0.33 0.35 0.37 0.38 
Gross depreciable assets : 4.44 3.I6 2.52 2.78 3.08 3.32 4.02 4.07 
Stockholder's equity : 13-50 17.50 10.20 10.50 10.70 10.60 9.30 9.20 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 8.11 7*51 4.12 4.19 4.96 4.99 4.92 3.79 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 8.70 8.06 4.38 4.48 5.28 5.34 5.29 4.16 
Stockholder's equity : .90 .87 .63 .71 .81 .85 .87 .91 

Total cash flow as percent of:  : 
Total compiled receipts : 12.30 11.90 10.10 10.20 12.10 12.00 11.50 9.I9 
Stockholder's equity : I3.I6 12.80 10.73 10.96 12.95 .12.88 12.38 10.10 

: 1952 : 1953 ; 1954 : 1955 : 1956 : 1957 ; 1958 : 1959~ 
Mil. Mil. Mil. Mil. Mil. Mil. Mil. Mil. 

I dol. dol. dol. dol. dol. dol. dol. dol. 

Total assets : 2,768 2,830 2,896 2,910 2,988 3,080 3,129 3,306 
Gross depreciable assets 1/ : 324 333 355 383 421 464 5I8 592 
Reserve for depreciation : 142 I5I 164 177 192 205 229 259 
Net depreciable assets : 182 182 I9I 206 229 259 289 333 
Total compiled receipts : 3,705 3,745 3,651 3,848 3,998 4,177 4,494 4,836 
Depreciation 2/ : 14 I5 17 20 22 25 29 35 
Profits, before income tax : 283 305 3l6 380 398 426 512 547 
Profits, after income tax : 123 133 151 183 191 205 246 262 
Retained earnings 3/ : 26 36 49 79 73 80 105 112 
Total cash flow 4/ : 137 148 I68 203 214 230 275 297 
Stockholder's equity ¿/ : 1,473 1,517 1,556 1,640 1,701 1,765 1,883 2,036 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 

Total compiled receipts : 0.37 0.40 0.45 O.51 O.56 0.6I 0.64 0.73 
Gross depreciable assets : 4.23 4.47 4.68 5.17 5.34 5.45 5o54 5.98 
Stockholder's equity : 8.70 8.90 9-70 10.00 10.50 11.10 11.50 12.20 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 3.32 3.55 4.14 4.76 4.78 4.91 5.47 5.42 

Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 3.69 3.95 4.59 5.27 5-34 5.51 6.11 6.15 
Stockholder's equity : .93 .98 1.07 1.21 1.32 1.43 1.52 1.74 

Total cash flow as percent of:   : 
Total compiled receipts : 8.35 8.77 9-70 11.20 11.20 11.60 I3.IO 12.90 
Stockholder's equity : 9.28 9-75 10.80 12.40 12.60 I3.O 14.60 14.60 

1/ Includes depletable and intangible assets. 2/ Includes amortization and depletion.  3/ Profits after 
income tax less cash dividends paid. 4/ Sum of depreciation, amortization, depletion and profits after 
income tax. ¿/ Includes capital stock, surplus, and reserves. 

Source : Finns reporting balance sheets to Internal Revenue Service (22). 
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Table 18.—Textile-mill products corporations: Selected financial data, 1939-59 

Item 1939 1940   ;   19^6   ;   19^7   ;   19^8   ;   1949   ;   1950 1951 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mil. 
dol. 

Mile 
dol. 

Mil. 
dol. 

Total as sets o oo.o...: 3,230 3,359 5,690 6,597 7,^16 7,277 8,^^-25 9,037 
Gross depreciable assets l/ : 2,670 2,670 2,9^1 3,390 3,900 4,227 4,508 4,867 
Reserve for depreciation : 1,340 1,387 1,576 1,650 1,730 1,822 1,915 1,993 
Net depreciable assets : 1,330 1,283 1,365 1,740 2,170 2,405 2,593 2,874 
Total compiled receipts : 3,863 4,197 9,817 11,444 12,346 10,642 13,109 14,231 
Depreciation 2/ : 90 88 98 119 1^6 168 184 203 
Profits, before income tax : 154 I96 1,342 1,503 1,498 655 1,236 980 
Profits, after income tax : 121 140 825 935 927 388 700 448 
Retained earnings 2/ : 49 6I 605 670 635 I6I 446 204 
Total cash flow 4/ : 211 228 923 1,054 1,073 55^ 884 65I 
Stockholder's equity ¿/ : 2,489 2,638 4,185 ^,873 5,552 5,636 6,170 6,446 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 

Total compiled receipts : 2.33 2.10 1.00 1.04 1.18 I.58 1.40 1.43 
Gross depreciable assets..o....: 3-37 3-30 3-33 3-51 3-74 3.97 4.08 4.17 
Stockholder's equityo.c ».: 69.10 63.60 30.00 29.60 31.60 39-70 34.40 3^.20 

Gross depreciable assets as per- : 
cent of total compiled receipts.: 3-13 3-34 8.40 8.17 7.51 3.65 5.3^ 3.15 
Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts : 5-^6 5.^3 9.20 9.21 8069 5.22 6.74 4.57 
Stockholder's equity : 3.62 3.3^ 2.3^ 2.44 2.63 2o98 2.98 3.15 

Total cash flow as percent of:  : 
Total compiled receipts..o : 4.86 5.31 19.70 19.20 16.70 6.88 11.30 6.95 
Stockholder's equity coco.: 8.48 8.64 22.10 21.60 19-30 9.87 14.30 10.10 

; 1952 : 1953 ; 1954 : 1955 : 1956 ; 1957 ; 1958 : 1959 
; Mil. Mil. Mil. Mil. Mil. Mil. Mil. Mil. 
\ dol. dol. dol. dol. dol. dol. dol. dol. 

Total assets : 8,484 8,487 8,623 9,399 9,^70 9,065 8,539 8,929 
Gross depreciable assets 1/ : 4,965 5,1^5 5,198 5,696 5,846 5,689 5,^18 5,457 
Reserve for depreciation : 2,04l 2,l60 2,254 2,513 2,596 2,621 2,621 2,672 
Net depreciable assets.00..0...0o : 2,924 2,985 2,9^ 3,183 3,250 3,068 2,797 2,785 
Total compiled receipts 00.: 13,024 12,518 11,708 13,663 13,337 13,002 12,020 14,360 
Depreciation 2/ o : 217 237 253 283 303 319 304 311 
Profits, before income taxo : 514 505 314 587 593 465 417 702 
Profits, after income tax : I98 193 90 264 284 212 205 364 
Retained earnings 2/ : 12 20 -51 103 118 52 79 233 
Total cash flow 4/ o c»: 415 ^30 3^3 5^7 5^7 531 509 675 
Stockholder's equity ¿/ .: 6,182 6,241 6,183 6,572 6,502 6,245 5,973 6,102 

: Percent Percent Percent Percent Percent Percent Percent Percent 
Depreciation as percent of:     : 
Total compiled receipts .: 1.67 1.89 2.16 2.07 2.27 2.45 2.53 2.17 
Gross depreciable assets : 4„37 4.6l 4.87 4.97 5.18 5.61 5.6I 5.70 
Stockholder's equity.c o..: 38.10 41.10 44o40 41.70 43.80 43.80 45.10 38.00 

Gross depreciable assets as per- : 
cent of total compiled receipts»: 1.52 1.5^ »77 1.93 2.13 I.63 I.71 2.53 
Profits (after income tax) as   : 
percent of:                 : 
Total compiled receipts» : 3.19 3.^ 2.93 4.00 4.40 4.08 4.23 4.70 
Stockholder's equity» »..: 3.51 3.80 4o09 4.31 4.66 5.11 5.09 5.10 

Total cash flow as percent of:   : 
Total compiled receipts........: 3.20 3c09 1.46 4.02 4.37 3.39 3.43 5.97 
Stockholder's equity : 6.71 6.89 5-55 8.32 9.03 8.50 8.52 11.06 

1/ Includes depletable and intangible assets» 2/ Includes amortization and depletion. 2/  Pi*ofits after 
income tax less cash dividends paid, 4/ Sum of depreciation, amortization, depletion and profits after 
income tax. ¿/ Includes capital stock, surplus, and reserves. 

Source: Firms reporting balance sheets to Internal Revenue Service (22). 

- 51 - 




