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(8) W.A. Paten & W.A. Paton, Jr., “Asset Accounting”, 1964, pp. 270~1.
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(9) T.H. Hill & M.]. Gordon, “Accounting: @ management approach”, 1960, p. 197.
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(1) BEHA, TRAKAAITE WM 40, p 226

(12) In particular, marked increase or decrease in the level of plant cost as reflected in new constru-
ction and purchases on the market raises a serious question as to the significance of depreciation
charges computed without reference to current prices. The only figures which are truly important
from the standpoint of operating management, it can be argued, are those hased on cost of
replacement, not recorded book cost. (W.A. Paton & W.A. Paton, Jr., “Asset Accounting”,

1964, p. 266).
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(13) Wi, JrE, 1965, pp. 149~150.

(14) N.A.A. Research Report No. 33, April 1958, p. 11.
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BT 22 AR SRR E EHT 9 RN BRE HE FREEE kg es
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(18) N.A.A. Rescarch Report No. 33 “Current Practice in Accounting for Depreciation™, April,
1958, p. 10.
(19) |HHBA, B8E. pp. 226~7.
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APk Grh Gl g E2E @itael Jmcl WAL Paton & o B4 g W7k E A
A an ghel, @
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(i) RS A#H-& HEpKES LR#RGE Bl WSy oz el HEL Xk
B2 FEGEH ¥ DEA BHHREA #eda g el BEHEE (BTN
HE El= st 47812 glr}.

Gi) o5 EUEE giTsiolelbe Bt &@E =] dor e fmEkel o

(v) BT BUES qiTiliche RS @2elx) oo,

%EOHﬁ;ﬁﬂﬂFww]HJX%ﬂwﬁlﬁmiﬂﬁl”ﬂﬂwcﬁﬁiﬂﬁﬁwﬁ

(ZO) WA Paton “Measuring Profits Under Inflation Conditions”, Journal of Accountancy, Jan,
1950. pp. 16~9.
(21) wRamE; W&, pp. 50~52,
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A sd el 222 BEMEY HYE 9 by WB;EETIA oREAY THH
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T vhE BRI Soehea shh ohel AHEEMEA RBEY BERESS RADHE
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q FREGEEHD ] £3 §tHe) MEY HEREE B skl BES ey Rt
Tell A RRFEA FE MR JMeA She ol S5 MEEARC] BXHE Ao
oo ol gl Eifel A ERS Aol vt huEny FEEHRC S ¥ F A 5 InEEH
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Hel Al & uhol o] mEfiimc] BREE L MR RES JLBRE BT - 9
AL R ERS A e 4 g EEN HKEe 29 REReE
A= @, AA EEAN EelA W REC) At BREel sl Be AEN HhmE
W oAEF QEd ol % ¥49 BERoz 4fe v Bash g
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() EmsEiEe] B
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FERRAA ol ¥ v} e Folalz WG S g, @ Brd I 485 © B B
MAEEEGEY BEHT) N RENEY kY BRI EE R HES) 9
A Q@ ZEREE MR stel EiY #de HERET Nt WAL aNERBEEAA o
Erolel s MED &HREY BT, @ BESHY EBEE WA 2z BHHE L DA
9 %2 B/NFFE. (N.A.A. Research Report No. 33, pp. 12~14)
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Ll B SR e HEE 9%l SEEERE, 1 AR 55 O
MR BESH 22 FES MR HER Held o #EY WATECT EREI S Al
BT (L (obsolescence) &} M (inadequacy) o] H#Re| veht FiKs) BEES = BUmel 3
th. ol E HERAES HIGH U, RUSHHEY ML, SESERY B 3 WR
s =1e] L Sl BRI ® P BES 2 Bl Bl HE: ST £
gk ol AEEAERC R o] LREEE AT 4 gl AdlH Hake] BBt AT BERR
HWEE 29 ERES) ##-g 7FAth #0 2=z nEEAe Bk &t R 474
ATE HERY 522g migst o 1A A ool ke eExol&e fHmEe] =t
WEER WMET ST B TERA W= EBITREE EWtL gl7] G2 ol & EER
9 Eol #ngstd stm Yk e 4D A (Y BEEHR A 2ol BERY
it ARl ST EEEA RS BES BEY HRe) =7 &8 4 e FAelth

EREHEY fiss & 4 9% W.A. Paton s} H.R. Hatfield = BEFES B
23te] BEHENS Y MER KT ERL A (amortization for wear and tear)—
WAEHEEERY BH— BN WE M B (amortization for obsolesce-
nce) 2 = EASIR oBd BMEMHY AEN MEc BB BEAAR % HRe W
Bl gleh, a2|dte] o] BT BRELMEHA HiEsl A MEY WHEESC MR W8
of TIEET TR MEEMES Ehsl RTEAS FEs] ERE 25 #hsln .

(2) HREES 28

Lo (EiES BE), & BET A Sdle ARER] BHY HIFE S18e BRI Ak
o] ERH= & & @t thE Ml Sjstd o BHEBE #HPN L.

B ehga Zo] BEd A

© HER/E{HE W 100,000

@ WHREHR 104¢

@ BIFES W 10,000

@ WEEES S FY 5%4 L&

(23) T.M. Hill & M.]. Gordon, “Accounting: ¢ management approach”, 1960, p. 196.
(24) W.A. Paton & W.A. Paton, Jr., “Asset Accounting”, 1964, p. 237.
(25) H.R. Hatfield, “Accounting”, 1927, p. 147.

W.A. Paton, “Advanced Accounting”, 1941, pp. 256~7.

W.A. Paton & R.L. Dixon, “Essentials of Accounting”, 1958, pp. 428~9.
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5 9,000 | 45,000 | 13,500 | 67,505 | 18,000 | 90,000 " 125,000
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He RAA & 4+ Gz ule o] EHEES oshd BEREIS BIe 2 sEZkelet
Felvte #fY kRem ®old WMERS KTRoO 7= 0 -Eease HEE ¢
T PIES] FEELH 50,0009 FEHEo] e, &

HE U 150, 000—[F& &R 90,000+ HHEA 951 B EERER
10, 000] =50, 000

A2 e Ol ts] HHES 50%EMA A 150% 5% 2 WMERAE BHishe A ol
= 25,0009 el Ak S B WA 200% FEE P o HBEES
3 AT FEEe] RHERd, &

HLEER D oS 18,000 + RIZHHES) HABAE 91, 000)—HEEM 105, 000

=4, 000
1H 91,0002 =49 EEkol 98 KSR,
SBI0FETR ¢ (FEH LA 180,000+ R EHHES] BHESM 10, 000] —##%{E4H 150, 000
=40, 000

AR Q714 WA EEY 2 FERET SRess B REREY #5e 150%
EHES F-5 WOREHAR, 2ela 200%EEEY A9 55 5 REEBEN=) ghol] B Mg
A AlE Zelvh Auehd 949 AMEERE—BEEE) ] 90,0000 B °]
wEE wastd MAT T 97 A-Folch. o8 E@shd o -8 HEARE
S A LEEe] REQ L.

<150%FE AR >




86 KR L IR ATE 81,000+ KMEHEES BAERE 46,000=127,000
<200%TEERHE>
55 REEK 1 AR 90,000+ REHHEES] ESEE 55,000=145,000
AI&Y A= A—HEY HEE fstq TEE REH 3,0005F REs= $#49
A 20,0000k @@=l det. 2elEE EER MR §9 mEHEY @WEA
gA = Zeolx ® AL ALY Egke g HiEY g Fon] el HAFHY
HCl MEEEY] BRE s et Zolvh. whFe] Wil HREEY EERENA=
AR HEM RIFE 95t IEMAe BR A & 4 fdrbs Aelth

Dol AEEEE-S HEBEH dol4 EES BBRA U2 FAHIY Aoz
I F#S] HEZ WSS RHEE BP KATS S REEY \R T K
o) WFEY BE{LE Wt FRo=E @AsC] 3 el oF dd A= BE
WEHS] el glol A HUSEREC MY MEKDY s wechs TRoE dE A
AEm gtk B2 ol Aol ¥ mEMAEY el s —EYE RAT e s
on gpEemEe] Higshe RHIKHE stn EERES HEBEE Yde AL F A

Fgk Ze] k.

(3 RERT

(26) 2 K KBS Afestel 1940 49 5A% 44 o WEFL AF 1950 6] 5EESILH F
+55 g

QD A 149 27 2.

(28) E.C. Brown, “Effects of Taxation on Depreciation Adjustment for Price Changes”, 1952, pp. 50
~60.
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t}-&-32¢] A National Association of Accountants ©} Research Report(No. 33, April 1958)
ol “tebwt SKEe] General Mortors @iiks} HAS MTET &t EEMIMFRIEE L
= General Mortors @7t 1950 ¢ HM#o 2 3-g = 6317« HAREERED 417%=2
Fokste] MEfEe] =3 LER 27% MENE 2y R MEHRNERE P45
ERetg ek 2 RIS A 219%3te] M@imslA] dskeh. @R MTETeRS 73
$= MEF0 30425 Mo w #5 of 94EHRQ] 394FEol A= AREERE 1845 Uk
2 o@mste MERARESTERE 79 6565 Loz BRI =it 2 REie
HIHEE A+ 1252 LRS- T#E

olzlatd ool = WMIEMHE T Wae HHREAA Sobs HEe] & Bk ozl

<#gEN—2%> General Mortors Rit2l EMKIMIERE B R
| PSR pmewres| memnn | BB E | wom om |,
RN I EE I T I I
o0 | nood 100t w00 ot 180 6 3 i
. s ' , ll 100 3,444 100, 7,590 100 55
1958 : 5,959 312i 2,990 270 420| 347 6,830 200 9,614 126 86
1959 . 6,185 324, 3,348 302 413 341 7,246 210| 11,353 149 85
1960 6,666 340 3,656 330 388 320 7,837 227 12,870 169 85
1961 7,004 366] 3,975 359 408 3370 8,272 2407 11,513 151} 84
1962 ‘ 7,510 393! 4,302 388 444‘ 366 9,169 266! 14,852 195 81
1963 ‘( 7,956/ 417| 4,631 418 475} 392 9,641, 279 16,626 219 82
<BE>; MGHA, WBE, D %.
<HV-3%> BTRIAANR ARRAMKRE B ¢
- HRRERE | wpmpares | ®OF F | w o ow owm |,
£ ®|ko#|e W) LA & W)k o# & W|kwow| O
% % % % %
#HFn30 435 100 51 100 1,915 100 2,695 100 22.7
32 1,319 303 195 382 5,591 239 5,617 208 82.7
34 2,122 487 535 | 1,049 8,092 422 7,370 273 26.2
35 2,411 554 739 1 1,449 10,484 547 10, 666 395 22.9
36 3J.546 815 1,182 | 2,337 15,022 784 15,644 580 23.6
37 4,842 | 1,113 1,752 | 3,435 19,530 | 1,019 20,998 779 24.8
38 5,592 | 1,285 2,450 | 4,803 22,993 | 1,200 24,490 908 24.3
39 7,947 | 1,826 3,326 | 6,521 32,874 | 1,716 33,885 | 1,257 24.1

<HAM>; Ar@#E p. 96
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<HEND>; BHEEBEREE, DREMHC BT WERESESEL, 1966, p. 12,
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< Summary >

For the Defence cf Accelerated Depreciation

Byung-Tak Ro*

1. Preface

One of the important depreciation objectives is to recover the original capital
invested in the acquisition of fixed assets over the estimated service life. Under
the system of static economy, the acquisition cost of assets can be completely
recovered at the end of service life through the straight-line method only. It
should be noted, however, that our economy today is not static as assumed by
the conventional theory, but rather dynamic in that it is doubtful whether the
straight-line method based on physical service life can make it possible to recover
the original cost invested in fixed assets completely. What is more, it is rather
a question whether a complete maintenance of business capital through the
repeated replacement of the depreciable assets can be carried out even if the
complete recovery of original cost is made. It is desirable from this standpoint
to write off and recover the cost of fixed asset acceleratively during an early
stage of its useful life as soon as possible.

II. Nature of Accelerated Depreciation

Accelerated depreciation in its nature contains the following three characteristics:
(1) it is the relative concept of the straight-line method.
(2) it is based on the original cost.
(3) it is influenced by the government’s tax policies.

In the first place, accelerated depreciation is designed to write off the asset costs
more rapidly over service life in comparing to the straight-line method which
depends upon solely physical service life. Thus, accelerated depreciation
refers to the greater amount of depreciation charges recognized in the early years of
an asset’s life as compared to the straight-line method. The words “accelerated”

and “ordinary” present the difference of meaning between the two concepts.
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Secondly, in accelerated depreciation the departure out of cost is not
advocated, but the original cost adopted as the computational basis of depreciation
charge. It is, therefore, that even the maximum amounts of depreciation cost
derived from the most radical form of acceleration would be less than the
original acquisition cost when the scrap value is zero. At the same time,
accelerated depreciation aims at excluding the uncertainty of computation caused
by such estimated factors as useful life and scrap value by use of cost basis.

Thirdly, the method of accelerated depreciation was advocated by the govern-
ments of the advanced countries for the purpose of increasing private investment
incentive and expanding those industries which were closely related to their
national defense purposes. There is no fixed form of caculating accelerated
depreciation, that is to say, it is depending upon economic and fiscal policies
of each government.

II. Criticism of the Conventional Depreciation Theory

1. Weakness of the Straight-Line Method

The straight-line method based on physical service life has been prevailed as
the orthodox depreciation theory. In the method, however, the two theoretical
contradictions can be pointed out.

As the method writes off the cost of assets equally per annum through useful
life, it is adequate only to the case that both the capacity of asset and the
productivity obtained from its use also decline equally per year in course of
its useful life. In fact, however, the declining speed of capacity or productivity
is not equal per year, but slower at the early stage of service life and faster
at the late. (See the Exhibit 2.)

It is desirable, therefore, that the cost should be recovered more rapidly
when the asset has high ability to be charged with the larger amount of
depreciation cost by virtue of its great capacity and high productivity. The
straight-line method is not proper for this purpose.

In addition, a substantial objection to straight-line depreciation is found in the
increasing rate of return from the remaining investment, the unrecovered cost. In
other words, straight-line assignment tends to distort the relation of income and
principal. An asset, for example, costs 2,000 and the owner expects to keep
it in service for five years from date of purchase. The estimated net sale value




at retirement is 400. The depreciation per year by the straight-line plan is
accordingly 320. The estimated revenues and expenses{exclusive of depreciation)
are 1,100 and 700, respectively, per annum. The effect in this assumed situation
upon the rate of return is shown by Table Il—1. The result is a rate of
return ranging from 4.00% for the first year to 11.11% for the fifth year.
Evidently this is not a reasonable picture, viewed as business assets in general
have no ability to earn more dollars of remaining investment with increasing
age.
9. Maintenance of Business Capital and Objective of Depreciation

As to the objective of depreciation in relation to the maintenance of business
capital through the recovery of asset cost, there are two kinds of theoretical
categories according to the premise of each. One is based on static economy
which is represented by the maintenance theory of money outlay or nominal
capital and the other on dynamic economy, represented by the maintenance
theory of material capital and purchasing power or rea) capital.

The maintenance theory of nominal capital may be as well approved good
on the ground of adopting cost basis. But we come to find it unrealistic due to
the fact that it aims at recovering only the same nominal capital as originally
invested in acquiring the assets. It is doubtful whether the replacement of the
depreciable assets, accordingly the continuing maintenance of business capital, is
possible through the recovered nominal capital under ever-changing economic
conditions in reality even if depreciation is successfully completed. What is more,
it is rather a doubtful question that even the complete recovery itself of the original
cost can be realized by depending on the straight-line assignment based on simple
physical service life. It is from this reason that there should be a new
depreciation theory which is suitable to the nature of our dynamic economy.
It is also from this reason that the maintenance theory of material capital
and purchasing power capital are advocated. These two have a thing in common
in presupposing dynamic economy, but are different as to the objective of
depreciation and its computational basis. The former aims at continuing to keep the
material capital of business through the replacement of the same assets as written
off by adopting market value, while the latter maintaining the continuous equal

level of purchasing power by using the adjusted-by-price-index cost. They are

also approved considerablly good in establishing the positive objective of
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depreciation against the ever-changing real economic conditions. But both market
value and adjusted cost bear more uncertainty and complexity in its calculation
than original cost,

Thus, accelerated depreciation is advocated for purposes of assuring high
certainty in the computation of depreciation cost on the basis of original
cost as well as recovering the original capital as soon as possible against
dynamic conditions in reality. In other words, it is a result from the synthesis

of both the conventional cost basis and new viewpoint of depreciation purpose.

IV. Assertor’s Grounds of Accelerated Depreciation

1. External Grounds of Management
Acclerated depreciation is asserted on such external grounds of business as:
(1) rapid technical development
(2) change in the value of monetary unit
(3) competitive factors, particularly in sale
(4) government’s tax policies

At the present time, rapid technical development tends to make most of
fixed assets retired before their physical service life comes to end. This is
attributed to the obsolescence and inadequacy of the assets caused by functional
depreciation, which are more remarkable in case of the operating depreciable
assets such as machinery and equipment than the Vownership depreciable assets
such as building and other than building. In this situation, the straight-line
method based on physical life is not enough to recover the acquisition cost
completely. '

In case of marked increase in price level it is almost impossible to keep
on maintaining business capital completely through the continuous replacement
of assets even if the recovery of asset cost has been successfully made. This
is because the reserved depreciation allowance cannot keep pace with the cost
of replacement resulted from the increase of price level. (See Table IV-1.)
In this case, accelerated depreciation is desirable so that the dangerous
influences from the rising price level by the postponement of depreciation
period may be excluded if possible.

The depreciation cost of fixed assets is converted into the value of products

from the use of them. Therefore, only the sale of the products make it




= j0z =

possible to recover the converted cost, the originally-invested cost. In case of
the sell-out of products it is beyond question to recover it. But, considering
sales competition, change in fashion, and appearance of the new types of
products, we can easily imagine the following cases:

(1) to keep products in stock at the end of year

(2) to suffer a loss of the products not to be sold to the end

(8) to sell the stocks at low prices

{4) to be a loss in stock

(5) to be bad debts in credits

Any of the above cases keeps the asset cost out of being recovered and tends
to make it a sunk cost forever. It is desirable, therefore, to write off the cost
of asset acceleratively at early stage of useful life against the above dangerous
cases without delay.

Accelerated depreciation plays an important role as a means of the economic
and fiscal policy. It has been widely adopted in many countries as a means of
investment incentive through tax saving or exemption from taxation. For
instance, we can take such as the 60 months amortization and the double-rate
declining balance method in the United States, the initial allowance and the
investment allowance in the United Kingdom, the two-year depreciation in
West Germany and the Swedish one-year depreciation method.

2. Internal Grounds within Management

The pressure of ever-increasing depreciation cost, fixation of capital, increasing
maintenance expense in course of useful life, effects of tax postponement, all
belong to the grounds of asserting accelerated depreciation within management.

The amounts of depreciation cost tend to increas as a result of deepened
organic composition of capital and result in keeping the original investment in
assets out of being recovered as well as the products from being cost down.
Taking the General Mortors Corp. for instance as shown in Table IV-2, we
can see that the amounts of depreciation cost rose from 100% of 1950 as a
basic year to 392% of 1963, while the sale increased only by 219% during
the same period. Another instance of Matsushita Electric Engineering Co. in
Japan shows that the depreciation allowance increased to 6,521% in 1964, but
the sale only to 1,257, if 1955 is taken as a basic year. It follows from the

above factlthat depreciation cost generally leads to occupy the increasing amount
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of the production cost and then the asset cost is hard to be recovered if the
products are not sold out. This is another reason why accelerated depreciation
is required.

Secondly, the large amount of business capital is generally freezen in the
various kinds of fixed assets. As a result, we can often find such businesses as
suffering from the shortage of working capital. One of the important objectives
of accelerated depreciation in this case is to give an adequate liquidity to the
fixed capital as soon as possible, the fixed assets cycle of which is as follows:
Cash—Depreciable Assets-»(Depreciation)—Cost— (Sale)—Cash. As in the cycle,
the period from the original cash untill to recovered cash is much shortened
by depending upon accelerated depreciation method, which accordingly becomes
one of the powerful means of self-financing in business.

Thirdly, as the maintenance expenditure for assets is to increase in course of
service life, little profits can be made from their use arround the end of service
life. It is more effective, therefore, to write off the asset costs and recover
the invested capital as early as possible when the assets make larger profits
in good capacity.

Fourth, accelerated depreciation method enables tax expenditure to be saved
or postponed. The effects of tax postponement is more outstanding in case of
continuing to replace a part of assets as in Table IV-6 and extend the new
investment in fixed assets as in Table IV-7. This explains the ground of
adopting accelerated method,

V. Conclusion

The nature of accelerated depreciation is a little complicated, and its syste-
matical types subject to vary according to the government’s fiscal policies or
tax regulations. On the one hand, however, it excludes the uncertainty in
computating depreciation cost by cost basis and, on the other hand, establishes
as its objective the complete maintenance of business real capital against the
ever-changing economic conditions in reality by presupposing dynamic economy.
Due to this fact, accelerated depreciation theory is superior to the conventional
depreciation theory of straight-line method.

In spite of this apparent superiority, it is kept from being adopted in reality
because the restrictions of tax law are imposed on it. But the derpreciation
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for tax purpose is a question to be distinguished from the one for business
management itself. Even in the case that accelerated depreciation method is
not permitted by tax law or regulation, it may be more reasonable to adopt
the method as for business if it is desirable. As the rate of operating depreciable
assets such as machinery and equipment increases and as the dynamic
conditions of our economy as in developing countries becomes to be remarkable,
accelerated depreciation should and will be recommended as one of the attractive

methods of accounting for business administration.




