— 132 —

B
3
o

WESENS BURK BREERGT®RA R

& W L

1.F =B

[. SREHI RNKDNHS] B

1. UNEm0e] RRUAE S8 Ry Jikel WE
1. HEMEE 9 BEs HREE
2. A2 WERAEY B

V. ME HIERO HIR0 B WES BN

v

....................................................................................................

I. /¥ )

REEDY Aol ool HaAde B MRE R d2= AT —
Rz EEEEY RES AT RO PHEES EMRs M S0 BER
#o| BTY BAL Eistd oEEAL A B2 i E Aol o BERY AR
olg} o] ¥EMGQl FEMelch. AME okt el MERSm v NEMECIR K&
BETAA o974 o9 Ll sk 28 REKRDY Be RRSE ERY T AT
A7t S MEA HT MES F F Ut AL REHES HHEd Fad 2e L)

sk Aelet.

EEEES} TS o 9z S BEe EReH/ Ryt LB S EAEA
Bdpre] Bhtelch. eV ERMKMES) Epel ETS| deivtm e BMEY MR
TAAE 28 e HEWEELEY BES 24 AY9¢ 4 g 5 2 A ER
AHERS o As mEsA geonl 41 Y 2 MEkel EEIA A Aeld owd
pHESEHEE: W] [ S d ] 37 ERAY E4 o 4€ A BAT WEE
220z .9 (close up)sx Yl AL vt =g By 2 Reloh. 47 B
WELe] 3 B, Fed ¥ E¢ o) vl K%IEE (monetary items)s)] E. 7] &2 5} =231+

| pRORE - MEEE 9 ARIES 2L HEERIEHE (onmonetary items)el] HE Z=tE

HEALABE HRAR HE EREHAR WAR ALARE HHNAR HERT.




— 183 —

zoaAE @ Aushkd °lE FEmERe bH 2R qrsEs RES HE |

2 o%o] Ezel HAEED £oe mEey 27 HEd pyEsEpe) © 2ol MIAE
o ehE Hy ) AT Auvt g4 27 AFelH E o FEMH -3 Ak

s et s ERFES pEaETe RiEHE el Edde] HEmy whES o HE
© BEEREDTE gugez A gz ¥ § JLe=2E pyEREET A 77

el s Sz Q& AL AT BF#E(durable means of production)el AT Zelet
2 e wEEBEA 904 REREES ERRES GRNEREES et B

EES BA2 #E 5 AT ARAAE T2 o BELE a3aed wmBE R

sger| 2 '

pyEsaE) A [ Esieldi# SR ae] BEMKSEHE AET o o] 2v} FEMRAIR
EEKARS AR ER M sysln Qes 44 BEY % g 28w o=
Suz w2t A 28H piREaat e EREECIR ol A 2 FEESRC]
gasshy BEAy ERKES sEhel HEse ARERAS g Rivhe @A L
o WEEDRY REE BEM 4T 2 g 28y REE TE9 Bk HEET R
e B BESE EHEel A ol FREE W MBIl o Bol) FHES HEEHE
o] Az i Wit 2 F S+ oot Wi (HEEEH AT Fol Sl ol A ) Wil &
5o WA BT 5 AT Aost. olelste] i RS PYTOES e STR1-L

gol A BEmKHS BEE A4 B S ERSZA e o] o &l EEREEEN

Rt Rk C o A ) BikE FEE RAToRA MES EWES ¢+ B

s Gl o adhd MESEE RRss ) St RES BER2

BEES SHEERS pRYezA HEEA qad d¢ § 9 Bl Y 747t
e L G Mt Ll {5 IE B ARAY Vﬁ@fﬁ%ﬂﬁ&% prERER gelA HER
W@t BRERE fste AH% AR HEmesA ¥ 24 BEg g Al

el R O MRS st 2ol WREE 2 R BESHE

4 9z gz GEAAE BEREE HERTS Ao BE BRAAE RIS
(depreciation rate)-& SEToEA WEBENA 1A WENER NS FRE SRR 3
¥eo FERS s FA G FEMEE gme 9g & G REREEEE SUIETE L]
gl & e BAST 4zds. ol=T mReA ARl AL pEREY, 55 [4E
ol Bl SlolA8) AT WRERETES s RESa 2t

o) s}zre BB BrgEd EAA g Akt 244 prmzA AR HERAA

T L

bk (=
5
.
,‘—u
B v
13
A,
uﬁ
i

WPPRE P Sy

w7 A‘,_,.ﬁ g

e ek a2 e LR s

et



~— 134 —
4883 g 23z glae P mEs A3 Pk el BNEANA & & 5
FEANA dolA A2 WEEK S o] DERBH BEKNE 909 A2 JRBA=
o & MIBIRE SR 2T & o AHE BME AR Q& S gEge Aol

I. wReB MKt B

DERTB DA RERARE FAA = Bt Q2 A2E oy Le 5
S el SlASAT oM ol 4% WFIY MEE 9 zon & Tl ot
°f Wl AMSHE vhoh el F{RHAIR depreciation on cogt basis)3} BEEAAIR (depre-
ciation on current prices basis &2 replacement cost basis)2] #f 3y Al HE] 1) ZAE QA
oo BERARE fmEEs T RehE ol £t MARE Hilzs: RAmes
ARERES BHREE Hwe 5 REERDS K sk ki) o 2 5.
ILE IYE MENE TBE A2 9o e & mee BERAE FERS
* (cost allocation)s) @ime = £ 24 Ao wyst EEEE HRERAEES 2
THERA 24 o1& 273 BA% WIMEAS EHtES fiEs Ao )
TS 9 RIS BFRAS ks S WA EBKE T2 9 4o,
THER KR A5 dke] KERA mominal capital)o] sy o ggol.

BERARE BEMNS) HALBZA HAEEE F#stm dvhe A 2 gHe
® REN BE F G Aol HEE BE o #WtkCobjectivity)s] 3. w
A Lot R SR 929 4 00 430 mEs BEUED EEY DR
(objective evidence)el ™ fAAR 21Me) bl ey = gu F Ekolth 0 g
BT F0 BE REWE HRBHESRS M) o] B F(ES) @itk
| RIE =ik Be FH aY Aol o7 we < gtk

Y B 25t 28 il s 270 mEmEY, 19 Tl Edol4d 02 ofs

(1) A.C. Littleton % 18 BTERAED s RET 3194 @@ Hxe BAE Bk
A& AR Qe gy ddt o Y RE=qe BTEMAc} o 22 A8 g7y
I 3o FEY Sfirge BEAL 9o AC Littleton, “Significance of Invested Cost”,

' Accounting Review, April, 1952, p. 167, L% }&Lﬁm—w&iﬂi%
Ehold 2852 slaln o 2 9. @ HMEE] FHe ‘
LR RET _ 1

=hat 3

rd . EEH Sg
2V = @ Bl x@ae wEims T &
B REE A B WD S e HESD g,
(Y BRE XBZ % gAAn G o)t 5 B

BY gonz MEKAD}. @ magy FRE wirads 3

. Paton, "Heasuring Profits Under Infiaris nditions,” Journal of Accountgney, Jan., 1950,
pp. 16~19.) _




— 135 —

o EmiEEs EEAE B geld s REHEER 4eda gAs kad A—Ek
kel A€ Hge] o Fel B 9 FiEe) BATTHE Asz Ao CREEEAF
Aoz AdE #ET ¢ frhe HEE AopdE REe 9T EEERS EEHE
5 WA, Paton 5 shildl Tl Eelod) Rl QA= e o) R (departure
fom cosh® A2dx & F 997 e e GAd A8 Aot} @

omeld e BEE EmE e REETE KET A% LEHE WMol o
Gzlole. MEMEGE REMeE T At SE e EiEe) BEe MEHEE
so) M ol S REEHS) B RIS Emiste el ot el E# el 4l
el feshe DEMEETe o AT REpEe RIS eql BEEAR HH
soe 2o s RENY 52T W s RS FEAEE AT
24 SFA (material capitaD & A% #HFL F AT sd Sele} ke Relwh
oo e wReA AeeAde FEEEA oz FE A7 REEES e
RS e oF gnE ol = BaE 2 gdum gk 2ok (A
o] A IR = Qb o2 WS pEe]l RS RS Fokdee 2 #t ks €Y o 3h
ek o)) M BAo AL REKNRE % AR EEY EET 22 HES
A S e B LT BRE Hel 2 Bl REREer profitye] FE}Z
o syl WS L WS HEol AT ARSTRY 7 mgel S aE =
o pEETE Wk RHAA R A REE KEE AR 4 9E
BES W REE e st ok T @

Qeld £ uhe} ol HMIEES BRI AN S R O ASE BEE
o el REEES TAwce @FSta ¥ S aE Al et 242 HHE
pee) meEo)® BT oPAE AR MRS 44 mES 4 et A7
= T uchE RENAHAS HHEEe A BES dhsreh v MRS Rk
o FEdte Fou Eavh g EEXES U4 WRE REAS gAstE Aol ot
Qb pdpelA o el % AU SN HAY A% RN maed ol
ane EERE hEE 24 GerE RET ERIAN BRE st e w
o 95 BES mEdd SdaE 2Ae A Ed A% Aol THEAS
g 2Ee TEe maEsA 8¢ 8tk

(2) W.A. Paton and W.A. Paton, Jr.; Asset Accounting, 1964, p. 266.
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< Summary >
A Study of Reasonable Depreciation Method

for Price-Level Changes

BYUNG-TAK RO
I

In this article, an effort has been made to study and suggest a new reasonable
depreciation method for price-level changes, the problem of which comes to be

of great importance in the contemporary accounting field.

In spite of the accounting convention of the stability in the monetary unit,
recent economic conditions including price-level changes become serious to such
an extent that the convention is not likely to be accepted as before because of
the inflationary factors appeared in economic aspects. This kind of economic
trend has brought about many difficult problems to be handled particularly in
the field of depreciation accounting. At the same time, according as the
development of a firm requires the more portion of durable means of production
in operating assets, the problems of depreciation become to turn more profound
in inflationary situation.

There are of course various depreciation methods for dynamic inflationary
conditions. Most of them, however, don’t go so deep as to be able to settle all
the subjects which depreciation accounting faces under such a condition, but stop
in solving only a portion of the subjects. We here feel the necessity of a new
and more useful depreciation method in the case.

This is why we are going to see this article. In order to establish a new
depreciation formular, we will make our approaches on the idea which is other-
wise than the other existing depreciation methods thought. And we will become

to know how reasonable the results from the new formular are.
II

In a period of inflation, there is -an increase in the price level. As far as we

depend upon straight-line method based on the historical cost, therefore, we
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can not expect an exact computation of periodical net income because the
periodical depreciation charges of assets are recorded on income statement
_at the historical price level, but the periodical revenues from use of the assets
at the inflated current price level. This may also result in failing to recover
the purchasing power of originally-invested capital and maintain real capital
in a business.

Such a weakness hold in cost basis may be removed to some degree by the
adoption of depreciation methods based on current price basis and/or replacement
cost. But we come to face another kind of difficulty that it is arbitrary to
determine the basic value of depreciable assets for the computation of periodical
depreciation charges ‘because current price level changes every moment.

This gives us the reason why the adjustment of cost by means of current
price index is required. To be sure, the depreciation plan on basis of the
~adjusted cost has less weaknesses and so may be more prevailingly adopted
than any other ones ever known especially in inflationary period. There may
be, however, such a slight blank of weakness in the plan that less depreciation
charges are considered in the computation of periodical net income, while the
_corresponding revenues may be recorded at the completely inflated price level.
What we mean here is that, in an outstanding inflationary period, an increase
of depreciation may not keep pace with that of revenues even if we make some
adjustments of original cost price for depreciation by use of pricé index.
Therefore, we have still worry about failure to maintain real capital in
management.

Paymg attention to the fact, we have made an effort to establlsh and suggest
a quite new formular available for depreciation accounting against price-level
changes, the detail of which will be discussed below.

III

Before we go on establishing a new depreciation formular, the following
assumptions are required:
(1) The formular will not be departed from both the original cost basis and
the idea of straight-line method.
Periodical depreciation charges here in the new formular will be the total
amount of the normal allocation of historical cost from the application
of straight-line method and some additional charges against the change
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of price level, for each period.

(2) On a stated date, the remaining value of asset to be written off is
assumed to be the amount adjusted by price index of the book value at
end of prior period minus the above normal allocation of cost.

(3) The change of price level can be measured by the price index of current
period computed only in comparison with that of prior one.

(4) On a stated date, the replacement cost of the asset to be written off is
supposed to be the amount of its acquisition cost adjusted by the changed
price index only. Even if the current market price of the asset is available,
therefore, we will give it up. ' )

Now, we can go on establishing a new depreciation formular. In the first

place, the following two equations are obtained from the assumption(1).

Periodical depreciation charges= —c—;i(l +r)

original cost

e

s: scrap value
n: service life
r: additional depreciation rate

Total accumulated depreciation= A+ c; 5 (1+1)

(on a stated date)

And, according to the assumption(2), the remaining value of asset on a
stated date may be formulated as follows:
Remaining value of asset=(c'—i;—s—)(1+i)

¢’: book value at end of prior period
i : rate of price-level change in current period

If we ignore a current market price of asset and follow the assumption(4),
then we come to obtain another equation as follows:

Replacement cost of asset=R(1+1i)
R: replacement cost of at end of prior period

All of the equations above being true; the following one will be also

-correct.

T S N W ST T A e Sy,

A: total accumulated depreciation at end of prior period
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{ar 2 aanl+ -5 L2554} =R (4D
Thus, lr: 1+ (g—P)—Q
D: £—8
n
P: ¢/-D
Q: A+D

Therefore, periodical depreciation charges may be computed on basis of the

following simple formular(See the first assumption above.)
Periodical depreciation=D (1+r)

Table 1 on page 141 shows the tabulation from the application of the new
depreciation formular to such an example that an asset costs ¥ 100,000 and
the owner expects to keep it in service for 10 years with the estimated scrap
value of W 10,000, while assuming that price level increases by 10% each
year.

As we see in the table, some additional charges are included in periodical
depreciation so that depreciation expense as well as the revenues from use of
the corresponding assets can be together recorded at the same inflated price level.
. In addition, the total amount of both accumulated depreciation and. remaining
value of asset on any stated date is equal to the replacement cost of a new asset
for the same service. The above two facts tell us that the adoption of the new
formular is expected to bring about the more reasonable computation of
periodicalnet income and make it possible to maintain the real capital of a
business through the continuous replacement of the asset, particularly in an
inflationary period.

This is also true in case of the fluctuating changes of price level, if we come

to see Table 2 on page 142.

v

It may be valuable to see what characteristics the new depreciation method
has in its formular in comparison with those of the existing depreciation plans.
In the first place, we can find out a characteristic in the new plan in the

sense that it is supposed to charge the additional depreciation against price-
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level changes each period other than the normal allocation of acquisition cost
from the application of straight-line method. It may be expected that the
characteristic can remove the limitation of straight-line method based on cost
basis in an inflationary period. It is probably a new idea in the new method
that the rate of additional depreciation charges is supposed to be always
computed in accordance with the change of price level.

In the second place, let us turn to the comparison of the new plan with the
depreciation methods based on current market price and/or replacement cost. In
case of the new plan, the basic value of assets for the computation of depreci-
ation charges is not market price, but the original cost price adjusted by current
price index. An idea of the plan does not mean the complete departure from
cost and accordingly miss an objectivity as seen in determining the current
market price of an asset as the basic value for depreciation, while able to
accomplish the same purpose of depreciation accounting desired by the current
price basis.

Finally, there are also some characteristics to be distinguished between the
new plan and other methods based on the adjusted cost basis. Both of them
have a common resemblance in their idea to accomplish the more reasonable
purpose under the dynamic conditions of price-level changes. But the former
should be &istinguished from the latter in the sense that its method to write off
the value of asset and the results from use of the method are quite different
from those of others. This fact can be well described in the comparison of
Table 1 and Table 3 which is tabulated in straight-line plan by use of the

adjusted cost with the same example as in Table 1.
A

From what we know of the new depreciation method developed in this article,
we may say that it is able to solve the more portion of subjects which the
existing depreciation methods fail to solve. Most of the methods ever known
can give an answer to no more than a part of subjects with which contemporary
depréciation accounting is confronted in an inflationary period. From such a point
of view, the new method may be one of the most useful ones for depreciation
accounting in the period of price-level changes.
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