This PDF is a selection from an out-of-print volume from the National
Bureau of Economic Research

VVolume Title: Accelerated Depreciation in the United States, 1954-60
Volume Author/Editor: Norman B. Ture

Volume Publisher: UMI

Volume ISBN: 0-870-14457-X

Volume URL.: http://www.nber.org/books/ture67-1

Publication Date: 1967

Chapter Title: Appendix D
Chapter Author: Norman B. Ture
Chapter URL.: http://www.nber.org/chapters/c0932

Chapter pages in book: (p. 187 - 226)



APPENDIX D






ESTIMATES OF THE ADDITIONAL
DEPRECIATION GENERATED BY
ACCELERATED DEPRECIATION

METHODS

We estimated the difference between the total amount of depreciation
claimed by corporations on their federal income tax returns in 1959,
as reported in Statistics of Income,* and the amount that would have
been claimed had the straight-line method been used in lieu of declining-
balance and SYD. To make this estimate, it was necessary to determine
how much of the depreciable facilities shown in Statistics of Income
was in accelerated method accounts, the amount of accelerated allow-
ances on these properties, and the amount of straight-line allowances
these properties would have generated. Unfortunately, Statistics of
Income provides only total depreciation allowances for the taxable year
1959. To obtain estimates of the amounts of accelerated depreciation
and of the properties generating these allowances, as well as the service
lives of these facilities, we have had recourse to ratios derived from
LDA data, relying on the assumption that the LDA distributions of
property and allowances among depreciation methods, among service
lives, and among years of purchase in any given size class and in any
given industry were representative of the Statistics of Income corporate
population. On the other hand, as noted in Appendix B, the LDA dis-
tributions of property among size classes and industries are clearly not
representative of the Statistics of Income population and could not be
used to estimate either the industry or size class distribution of the
additional depreciation generated by use of accelerated methods.

The initial step is to estimate how much of the depreciable facilities

1 U.S. Treasury Department, Internal Revenue Service, Statistics of Income,
1959-60, Corporation Income Tax Returns, p. 58.
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in a given size class in a given industry, shown in Statistics of Income,
was in declining-balance and SYD accounts in 1959. In essence, our
procedure was to apply the LDA ratios of accelerated account proper-
ties to total properties in each size class of each industry to the corre-
sponding amounts of property in Statistics of Income. A number of
adjustments of both LDA and Statistics of Income magnitudes were
required by this procedure.

The Statistics of Income data are abstracted from the balance sheets
rather than the depreciation schedules of the income tax returns and
therefore show the full cost or other basis of the facilities, whereas the
amounts shown in the LDA were taken from depreciation schedules
and, in the case of straight-line and SYD accounts, properties are net of
salvage. To put the LDA data on a basis comparable to Statistics of
Income, we “‘grossed up” the property amounts shown in LDA straight-

line and SYD accounts by assuming that the average salvage value of . .
such property was 15 per cent of cost, i.e., we assumed that the LDA .

magnitudes in these accounts were 85 per cent of the full cost or other
basis to the taxpayer. The addition of these grossed up amounts to those
shown in LDA in declining-balance and other-method accounts, gave
us estimates of the total cost, before salvage, of facilities in each size
class in each industrial division (Tables D-1 and D-3).

Because the Statistics of Income balance sheets include property
which is fully depreciated or valued on a basis different from that used
for income tax purposes, it was necessary to adjust these data. To make
this adjustment, we derived, for each size class in each industrial divi-
sion, ratios of the amounts of property taken from depreciation sched-
ules in LDA and grossed up for salvage to the amounts taken from
associated balance sheets in the LDA survey.? We applied these ratios
to the Statistics of Income amounts in the corresponding size classes in
each industrial division. The products we took to be the total amount
of property in each size class in each industrial division, on an income
tax depreciation schedule basis rather than balance sheet basis, before
deducting estimated salvage in the case of straight-line and SYD prop-
erties. To these amounts, we applied the LDA ratios in each size class

2Table Set VIII in the “Life of Depreciable Assets” source book includes
balance sheet data on the amount of depreciable property, by size of total assets
and industrial division.
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in each industrial division of (1) grossed up SYD amounts of property
to grossed up total property and (2) declining-balance amounts of
property to grossed up total property. We thus derived estimates of the
amounts of property in each size class in each industrial division in the
respective accelerated method accounts 3 (Tables D-2 and D-4).

The next step was to estimate the accelerated allowances these prop-
erties generated in 1959 and the straight-line depreciation they would
have generated if accelerated methods had not been used. The differ-
ence between these amounts is the additional depreciation afforded by
use of accelerated methods in 1959.

To calculate the amount of accelerated allowances, we distributed
by method the depreciation allowances reported in Statistics of Income
in each size class in each of the major industrial divisions. To effect
this distribution, we applied to the amount of depreciation shown in
Statistics of Income for each size class in each industrial division a ratio
derived from the LDA data. The numerator of this ratio is the amount
of depreciation on property acquired after 1953 under a given method
in that size class in that industrial division; the denominator is the total
amount of depreciation on all property on hand in 1959 in that size
class in that industry. The products are the estimated amounts of cor-
_porate depreciation on property acquired after 1953 under each of the

depreciation methods in each size class in each industrial division, the
* sum of which equals total depreciation allowances for the taxable year .
1959 as shown in Statistics of Income (see Tables D-5 through D-8).
As a rough check on these results, we can compare the amounts of
depreciation under each method which we obtain for 1959 with the
amounts shown in Table 15 for the taxable years 1957 and 1960.

3 With respect to some of the property in accelerated method accounts in the
LDA, the specific year of purchase is not shown. Some of this property, presum-
ably, was acquired in 1959 (or in 1960, in the case of fiscal year companies)
and therefore did not generate a full year’s allowance in 1959. We allocated the
amount of property in accelerated method accounts for which year of purchase
was not shown to specific years in the same proportions as the amounts of prop-
erty in such accounts for which year of purchase was identified. We were then
able to derive the ratio of accelerated method properties acquired in 1959 and
in 1960 to total accelerated method facilities in each size class in each industrial
division. We applied these ratios to the adjusted Statistics of Income estimates
described above to obtain estimates of the amounts of such property generating
only part-year depreciation allowances.
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Method of Depreciation 1957 1959 1960 1957 1959 1960

(million dollars) (per cent)
Straight-line 11,912 12,469 12,897 702 60.8 582
Declining-balance 2,630 4,776 5363 155 233 242
Sum-of-the-years-digits 1,883 2,722 3,280 11.1 133 14.8
Other methods 543 526 620 3.2 2.6 2.8
Total 16,968 20,493 22,160 100.0 100.0 100.0

As the table shows, both the amounts and proportions of total allow-
ances under the straight-line, declining-balance, and sum-of-the-years-
digits methods for 1959 in relation to the corresponding amounts and
proportions for 1957 and 1960 are in line with the trends we have out-
lined in the text.

From the amounts of accelerated depreciation allowances, so com-
puted, we subtracted our estimates of the straight-line depreciation that |
would have been allowed on the estimated amounts of property in ac-
celerated method accounts. To compute these straight-line allowances
we reduced the estimated amounts of property in declining-balance and
SYD accounts in each size class in each industry (Table D-4) by 15
per cent, to allow for estimated salvage.* To the remainder, we applied
a percentage identified in the LDA as the Computed Depreciation Per
Investment (CDPI), which is, in effect, the reciprocal of the harmonic
mean service life calculated from the LDA data for the property at
each service life.® The product is the estimated straight-line allowance
which would have been claimed on the property in accelerated method
accounts in each size class in each industrial division.®

¢+ Except in the case of properties with service lives of three and four years
for which salvage ratios of 17 per cent and 20 per cent, respectively, were used.
These ratios reflect the fact that 19 per cent of three-year property and 50 per
cent of four-year property were classified in LDA as Transportation Vehicles
and Equipment and were assumed to be automobiles and trucks for which a

salvage ratio of 25 per cent was deemed to be appropriate.

(C/Ly)

5The CDPI may be defined notationally as , where C =cost, L =

life (in years), and i = the it* item. See above, Api)endix C, for a discussion
of alternative service life measures and of the service life distribution of property
in the LDA survey.

8 With respect to the property in each such cell estimated to have been ac-
quired in 1959 or 1960, for which only a partial year’s allowance could have
been claimed, we adjusted the full year’s straight-line allowances. We applied to it
a ratio, the numerator of which was the actual accelerated method allowances
shown in LDA for the 1959 and 1960 acquisitions, and the denominator was the
calculated amount of a first full year’s allowance on such property, given its
harmonic mean service life.
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Subtracting these estimates of straight-line allowances from our esti-
mated accelerated depreciation allowances, we obtain the estimate of
additional allowances generated by use of accelerated methods in lieu
of the straight-line depreciation method, in each size class in each major
industrial division (Table D-9).
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