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to dis t ribut e tr.·::: cost or othc.1· 1) "< 1:j c ·;:, l.u,· 
8~S~ts , 169 8 sc. lvs :~>~ (if c:''i':/);; 0vn r the ~ ~t,j rr,-:'ltc d r· ?cf' 1] l:i ";·r. 
ci::· t1'~') uni t ( 1·.'}! :i':!h :.:o:,- bo e :·rov? o:c assets ) inc sy~~t ·r·2ntj c 
9, r, ci ra ti o"a l ri"•:-'nn..= L Tt :i s a .~roc"s~, of ::d ocati :)n ; n · t <~f 
'!C ,.1.:9-'c,j,·n. f'3: '' '-1 Ci'-t·ion :ro r t'•1,:- y f' ar :is the :wr tLn 0f t~ ·­
tot a l ch~, r o-e L'nde r ,·,~ha svst'7rr th2t 1-c- ::i ll oc2tcd to t nP. :' ·:oer ­
i. l t h-J•.; rsh th •°':: a ~-1 ocet .; on m3 nro?-: :'.·ly tok . j nt0 ac -:: o•;nt occ,1:c ­
-: nc~~ 8 dt1 r ln~·. tl-1 1-3 :1 Ger, · t. is not i n~"nd2 ci t o bs A !:'l~as .. 1r ,~:7nt 
:.):· t.!1 e •; f {",:>; c t of 2 1 l) C'.h OC C lff ~ l1C 6S • 11 

Thi s d - f ~nition i8 a s t atic conc~~t ~ass d on co s t co nventi on a nd 
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' 1 . n ~c .1 r~: ... i r~ of ~l ant ~nd oth~r 
... ·Jl1 ... ~- t ~r:r. '7 : s - t P sh n1 :ltJ 'h-=- r - c ;~r,izt. d i r: trtf: ?,~G ot1 ?1ts i n t h ,.-. 
:0 ·· :! ' ~ 1.i.J j ~ t~ · ~~~t r:..., P Ll Ch li ':! C 1 i "1C 2,C C:: lJr S 'f'h'; A,l l" Vi. C '1 !)O f /:>Y, -

·i·.;_:, 1. P,f!:: · .... ~S ""!)P~r .- '. -:- c1. -= ~ ' }J"r:' ':'U::~.=- Of e ~ :_:r '"l'J ' ~} 01"' ebrP:t. 
!~:1~/ s ji;:9_J 1·~ ·l -~·1· ·i :-> r s !~}0•1 ;, 0.0 rs1)m~1t i::,n --:.f ~(: r vir.r:, !l '?t t"'()t .i ~l t .h r o 1'"" 1·1 
l~~~.,, l"\ '._'! f" .,, -~~-t'": '1li -:h l')() .,.) i~ ! Tfl i e.-:1 1. (' '. -. '="D '-:('l, i.f; a ;:;_,r.:;r ~~,t, or r· .. ~0ncrr,.::-~c 
~.li:: l:, -; r j_:'; 'f8t)C'n ~ .. -_:: ~!! ~ °'f Gb~ ') ]_ t;~ (·t:;nC ... ()'( ~i'"1Pr)

1

•!,':J. ~r: /; ~' t") C'°;.)~n :: r 

ti'·· n:l . ·, 

r te. su 1 t.s , 

.,. 
v • t,'. ,-. 

J ... Trt ·.:; ·,,?:i;.:-t j ::>n ( co~t ci:-c ot.h1:· ·c as1 ~ ; of t h~ P-£sPt . ~-ri1- n 

'"'C<1 11ir · d o r c r ,, ~ita t r· c"c.. n t of t h j s e ~~ .:i s 11l, eeo v~:n+, 1:i!=•t'"' . 

) . The sr:r =1.n 'iC~ \ 1~ o:r J. i ritx'.. rleti on vs } , ... Pt the '.3 :1 ( of' -\:.h r" 
F> -=. :rvi ce ljf0 . 

fo r e lloc <J i'.in:::; f'ix.-Hi e ssc t cos te 
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L ~),·· t · )",Y1~ 1'i:t t ) ,"7 :· 1'! ""' '1':•, ,=: 

? o ~ .f?Y'i ':• ~ ' - t • '()i:, ,,1 ~ C() ~',l1/8 n ~1 1 f ·f"].~) ?.) ! (' C~ ) p·~r t ~ ~LJ1· rl~t f,Jn(! f"' 
j_ o r y-, - ;:J ::c·nr ,::, ,1 t.s , :·"·"c1 c r r.:i /St.,: 0~1J 2: nci G ;.--· r .. ~n:s~1 ,:in o 

4o ~·~ t. · ·· . .!. 1c J -...-, ;:· ·p ·:. _. 1 ~: r .. r~0~t.~ ta · j_t;G'11'"·1a l !Ti - ~ · -r.-,i-r ~., 

:, u 1· ~d.) f 1= ~ o 
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.'· ·r "L -{-b ·,v; -~ -~- 1 r· t?. 0..,,,:, 0 1n·~ t r '"i .- "t:- ro .,....,,rt i <..--. n~ r: + Pr o .,1orti r ; i'} ':.i ·i ~ -~.>--.. 
~ ' . • _::,_,_ . _. _ ,._ ~ : ' :; ., ,r .,• ,J . -- (~-:; • • • . . _ • V - -~ - • • ~ • • • • •-

: 'hi l e 

Seve r a l booke ~e r e publ i s hGI 

60r i n~ th0 sixts enth ce ntury with d~sc r i pt i ons of bookke~ r in3 e i mi l er 

to t ha t ~r o ee nt ~a by Pacio li. This book kee c~n ..,. Qystew be ce ~e known A S 

the I t el i on m0t horl. 

Vne of the chDr e cte ri ~tics of t he Ital i an mJ thod was ths l ~ck 

of a concept of the a ccountin~ p riod ore continuin1 nature of ths 

bus i ne s s ente r prise. :':ost b.'. f.l i ne ss ve t,tu re s 1:,ere for S')e ci f:i.c tradj_n .-,-. . . ~ 

ob j ective s end the r efor e were of shor t du r a tion end discont i nu ~d afte r 

the ob Je ~t:i.1.r e had been reechs d. Profit was ca i c• 1e t e d upon the comp] e tion 

of the ventur e . kc c ruali a nd defe rra l s we r e not neede d wh ~r 8 the re was 

no concept of ~~riodic nrof it or los s. Th~r e vas no ne ed i or t he 
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? ,..r .. ·1cs 9Dion ... 

1.-1 <:; r t.1 t ··c 1 -.·n~.,s of l~:.. ncilin ·- it " 

was quot~d ss iol]ows: 

-,, . .,.. ,, , t" ~ t "'S i· r·· 1· t, ··.'"'-_. ,.,~ thP. ..... p _L., J':1., .:..r,~ n-:- :!' ...... r ~ e,. _ " t 

n}my:Le:·,1,:, n·:,s o:::· :10Js8hoJ. je h,.r c o ~ei.nst io due t,0 hev e xJ.. x-s . 
2nd i ~' _- or so 'ln.1ch DA l oo ', :Ci r: 1i e At t.h ie day to be consu,, t, d grni 
1·")n", 1-• ;·.ich ~,e.iri Yl. .- s . :ror th ~ d ·2: cay 6:::- the r.air' ho ,1sc,hold ~ 
stu±'~Co :i s l)o~· :1c:· ·to r.1r0L t and l_oss.;; i n D·:c:bitor . 11 

Th ,:::: de i)t si ric of t h e n ro:t':it - enJ - loe E acco :.mts \·12s c >:;J]ei ocd : 

11 ~.:o:re x l .xs. 1·0,.- FO nuch lost by a ':' c ey ho11s <:: i1::>lde stvf:fe as 
i n Cr ,=: d::.toi· . 11 ? 

l n 8 :)Oo l< . De bto 
' ~ -

e nd Credi to~ ~~ d0 ~a si e , writt~n by ~ t G~he n 

Crn , OY.8!•":) l e conc3 rne..:: c o rte in trnnsacti o ns in Jivestoc ;{. 1\. t. the e nd of 

an ac c ount, ",,o lustion or t he stoc\ u n so l d , n s e ve n CO"-' S io r e 1rn l. t1c:d !:t th e 

s ame 9 rice at, which they were ori z ine 1.ly che rged, bu t one bul l j_s va1uad 

at a n a 1::0 11 nt l, .s s th& r. che r ~e d at the bo~:innin::_: of the acc ount, anci one 

r ern at an ac!lou n t l c;ss t :rnn ori;inally ci-isr_i:Eti . Jn th1J thi1·ci edi t -ion of 

t nis bo ok ( 1690) this 0 xa!:1l' l e cio .:: 1: not appc nr but :i.n e oookkeepin~r s r: t 
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hy t h,1 same e ut\10 :i- 811 ~1 c Goun-:. 0 :; t i '.:.l '· d 

for deoonstret'n: ~c ~r~ci~t ~~n. Th- r e is s n e ntry on the cred ~t s i de 

o~t b•r t hei::· uscn: on ~, he J")bit s:iJ ,., - , 

'·'"''' V t ... 

11 ?..cc0'.'1!_1tf1 of s .1 .. , ,e , ho ~ise s , or other ooss <:: ssions . • conte i n, 
t, ~-o n ti,e Dr. sid~ , 1·.·hr::. V-;·2. ·; c'.Js':, a ':, :first, or S?", v,::lued et , ·:·ith 
91). ch ::' : · _~~ !: . n~1:-::h cs l" t:-no i rs .. or oth ,~ ... ~ e x 1 .... P.S '::-. lcjd out U"Jon the !n .. 
Tht: 0 1· e r,j_() c_ ccnts i ns. (:tf s~y· tl1 :in1; b(; ,-,Tit uuon it\, , s it~1e r· ~.,t]et , ' (., . ... 
t h~y e r e sol d or 0xc~en~~ d ~o r , or t he pr o:jt~ c r is~n~ f r om the~; 
s ·ci1 os, f~·Ji :_:h t., r e:nt , "' tc. ::0 r 1:: t ' : r e a r r-; tl,r 0e ces ~~s . J ,-t, If' 
nothin..:, e. ':Tit t e n oo n the Cr. eili r:, , it is c:_osGd , b•1 bej n:; 
ere. di.te e: by i3el:..nce . 2dly, Ji' the Dr. sid e be fill ed up; 1:•ith th ~ 
orice of thP s , i :', ho c1R·=', 0tc. so l d: oi· or.he :r,··iso di s;.>02 ed cf', 
th, n th0 dii' f'c r e:1cc ot the Gicie s is th,, ··a i n or ] oss m?.de uoon 
the ea l e ; and th~ c ccompt is c l osed, by bein; debite d or c r edit~d 
to or by Profi t e nd toss. )d l y, If the Cr. sid e contain only the 
~r e i ~~t or r ent; in this ese fi rs t ch2 r ge the shi p, house, etc . 
Dr . t " Fr ofit and Loss, for the frt::j £;ht or re!1t; and the n c l os e 
the G c com pt ·.-:i t h 3al a nee. 11 

Accor din~ to t ~is n) en the fi xed assets wc r f to be trea t e d es roixed 

accounts. This ~ou!d be liks a ·Darchend ise acco~nt with the jnvon~ory 

portion cp rri ~d iorward and the r emai nde r ~ransferred to loss-e nd- ga in. 

In a l cte r t est, Book-l(eep:i. ng _.:ode rni zed (2d e d. 1768), :-~ai.r u sed the 

t e r:n 11 va 1Lie'' in the se ntcn ,~e 11 , • • fi r !'!t ~)ve the acco- ,nt cre dit by 

Balance, r or the vel ue ol tho s hi p or house , and the n close the account 
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0 ' C'8 ·: e ,C C . 5 

i l1 t, , .' O ···e '.l~J. f-Or e unsold ~- r c~~nciiac 



]. ?~ -. :"' 1 

( '0u1· ' ri . n -·s • l. ...... I ~. • 

:'ho d ·v r:: J op':10 1:t of' r a i 1 ~o: ds ~-n · :vroue a nd t he ·_;·.,:i. t ,~.:J Sta t r:: s 

.:-1,,,) 
i, l 

))12Y':)d a l· .r ::::· 1 a r t in the his-!:,ory of dc r :- - c ·iet:i. on du r ~n ~ t!1 0 ninc t -=e--.th 

c ent ur y . The r a · i d " r owt h of t his i nd ustry cr ~gt Pd ~e w 1r ob}o~ s in 

1"'i ne,-:c 11 rr F; nJ a c co•.' nt i no: ··ii t h a dcfj njte i ni'J. ue ncA on a cco nti n,: t·~o'.'Sht. 

bv :raj . :rood 1: t \rn:1 ruo ~t othe r jndvstr.i e l ac t i v j t ~· of tha t V'1:!E , 

Both the l e r go r :i.nve0 tr.cant o nu th e: J.ongc r-livc d e q u ~!:me r.t l e d t 0 .9 :: 

i ncrsas:i n g h1porte nc~ of th•..: d i ~tincti on bc t•.-•eon ei.::itel and income . 

!\ t tha be ginninc o:t' the ue v-,, lo:· rnont oi: the railroc d · inc.J u s tr · ; pr o .Dote r s 
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Q ,, 

<: oul ci ,1ot bo c o : t:' .. :nut: d ·· i t '.so,.; t '" 0 '""'1 rrl'"'n cr "'- 'n P r'··f·· r·-" o n·' ~· 11 +ions of t hP 
'V ~ -..:... \l - - . . ! \..• , _. ...,l.,I V - '-' .• V 

, I .,.~+ - -~ r,.. '""T!l p r o!!io' .... r:"r s a.no s ~l OJ 1, \.I,,. 

s ~ culatins inves t o r s ~e s ){ ···c- p. f \.. . .J l oc c, C <J -!- o + 'nr- 1 o r:,- - +,:- r ··r.1 j nvcst :JY' S or ... _ ~-- ~ J.., _ 1...,.._..e, ._. v. .., ..,. ·- , ' ':" .. v \ :;.,. . 11 

.. .. ~-

113:: f"o ~·e ";_'por Vo·'.""l i n c t:-; ;, F).- o:::·:i.t !"= t ::· be d :i. vid ecl a,.:JODf': tho 
Shr r e holc~ er?, the :~·t ·r .. ct,ov·p :UiO~~', i 1 they t hin :< : i t , s e t ssi <jf; 
t,he r c ot~ t !::v .:;h .:iu !~} 8S t t·c y ~118:,- tr:lnt{ ~r 1) ~r r to r.Je - t cont in :Z3noi c s : 
o 1· :. ox· c nlt. :c =·in:; : :r s . s i:ci r.:~ , o )' ira:c, r v :~ r. .::; t t16 '·'o rks con n,c ct,::: l 
F~ th t r.e i:ncie ~· te'/. int, or f' :. / pe rt the r e of , ai ,d ma y clivi d1:; the 
b8. l ~1~c e e.:.!o n.6 th ':3 Sr.· rc holder8 .. n 

Bo~eve r , t h~s ~a ve n: de ta i l od guidance t o ra i l ~·a1 di r ectors and 

a c c o t.,; nt.o nt s anci in 0c·c.,;2 l practi ce . a vE r ·c·t y oi" ~u c-, ti ods oi a cco 1JnU.Di3 io~-

ocprGc ict~on ~e ~e ado~t e d. The ve ri ~t y of me thods fol l owe d not only f r o~ 

the l a c :: of e x c r .ie nce j_r, mettE. rs " ,c ;, as the li f e of ass·..: ts but aJ.s0 

1rorn tb6 abs enc e o~· a ny c l e a r de f i n 5 -;-, i on of 1-t:at '"'BS m a nt by ci e :H e ciat:!.o n . 

Some e c c ounte ~ts a nti d i r e c tor s meant a f e ll in the mGr k~t value of the 

as e0 t s 1··},1o n t ne? s pok.e of depre ci ct j on; the r efore ~ 1·1hE. .-. th e ~.,ric e of 8 

l ocomot ive ro se s ~me com~a ni c s ass ume d that the ~r as se ts heci improve d . 

Othe rs m ant no more t he ~ c urrent r epai r s a nd m2 i nt ena nc e , encl o t he r ~ we r e 

conc · rn .ci only v i th 
0 

r c u l s c0mc n'-. .-' 
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hos - so: or ofi t ca l culc t ~o n ~ ~e r e ~ot dc s '~r d - :ri n c i s a l l v t o s r o u ce - . 

' • , · - L • · o ·)c P.J' +, s Si.:,a Gemc . ',~ '.''"(j :1:.? e d in a ccorda nc" ·-•jtl -o ,·e c o n ce1 v0cl do :r1ni vJ on s or c. r 

' '1 .. •' 

0 1· u c p :r c. ·~: 1., · on . E) 

:,s s :" :.: r e nol ,i 0 :rs . ' ' \-! 1 S:1 (; 0 j "' r,c,~1)} !· V• 

ma.:: v ,-; r ,, 1:0 1 1 ha ve been :\n i" l u'-': nce cl ::i;-/ the Ol-:' S~ :·G fo re:. r e cord of" s t a b l G 

r mi d ividenos . The r e c t t he t ~2ny i te ms of cl e: nr e cia t :ion 

n ~i c! e it e e~ .v f or t he ~r 01)e r2tio n Cj' t h ~ f j ne l e c co unts 01 e v ·-. n thP mo s t 

c on s c :i :. n t i ::, ,· ::: l ~· :: 0 1~lfu cte d co ;:19a Yiy t -J ;_i e infl LrGncec by c o nc:i d~ ::-- ':lt i ons of · 

t 1 . 10 me n:-36w<: n p ::> . i cy . 

About lt5q various phra s e s i n e cc oun t i n rr l ite ra tu r e s t ~~e a t a 

no t d s scri be d a nd p r o babl y it ···a s no t ye t ri e v0 lo:_-,s~ . In t he l a st quarter 

of t h e n inr- t e o nth c e nt n ·,· th (; cons 1.cle ration gi ve n de nr ~c ·; a t i o n \··a s broade:n2. d 

E" ome ·:·he. t . The thou ght o f r n i l ror, d r ·: na •-•a l s con t i nu!oo, but it Nas s o on 
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J... bo ~::i nni n !?; ,·'t.<· ?'!1Jde e t, the se m1: t,"" ~c , i n a r e •:· booh s; end st.u(ient 

l ectur e s, in rel s t i n tr, unl:lrc. c: a ti on t o f a ct.0 :::.1 ~roouction. 11 

The third ~~tione l onve ntion 01 re"l r oad commission~rs ~2e tint 

i n J un"", H:79, nclo ::H,c d a corn.mi t t0 !'0 :·o,t on uniform accounts v1hich 

includeci tho r ol lo~ins rule s: 

"]. All J i ab i liti ~B e r e to be e nte r e d i n the month i~curred 
wjthout r e ~~r e nce to the date Jf po ment . 

11 2 . .•'. X!)enno s a:re k i be ch r- r 3ed each mo nth a s Uo <S d, ':'i thotX>. 
~· . :t\ . r-Jn"e to u ,e tirn6 ;::1,1 r ch Js€ d or 1)f:i.rJ fo r. 

It) . ~Ta ox9r ndit1_:rr:- 5..s Ch:J :r ·:r-.: ebl e t 'J t l1 G ~,ropcrty acco )tjtr 

c xe;.:~t f"<:r a ,-: s ctu~.l :;.ncr .e~, c thr, r eof t.m:!. e es :i.t is 1::~ d-_ 
o:, 0 Li \·Jor :~ j_n s _; c :, a ''P..V £·9 t o cJ. es rly j_ncrcaBe the 
V'?, ~. l.l,, (,1 · t !-"J,~ r1·0 _:.< - ~· +,.'.· OV (; !' 8r.O. 800'/El the Cost of" 
r s nAwin: ~he o r i ;inel etructuree ." 

D \) ~l,·c-~ to .~c -·r·r- c· ··,.+ :",., '' " c · ~ '1 J. 2 . !· ~. ,#• ' • • -.1 1- ~- . ~ .,. .,!. <., 1,; . I \. )Id ,.;,. •.I 1...-1 • \.,l • 

In H~SE the T:1t0rst2,te Con;;1:t:: 1· ce Commiss i on I s sec ond annual 

r ~uor t contained e form ·of com~any r ~port tu oe ~utlined ~hi ch p l ace d 

repeiri; or r en ~~·ale of ti . s , rails, roadway, locomotives, and ca rs 

unde r t he class:i.f'icet :i. on 11 ope ratinr, expe ns~s," btit it did not me-nti.on 

ue pre c j_2 t : on. Thi s pref e r r ed t r 0at.rae1:t ce nt<:, red attention st the t :i me 

when the Gxpe nd l tures ~e r e mede u pon preee rvin ~ the dist inction be tween 

ca_?ita l :::nd r eve nue chB r :3es . Appare nt l y th e miture of deprs c ie t j on i·Ja s 

not Vf~ t fc!. fr·ic ic ntly unci0rs t ooci t o produce the i dea thPt a ll e xpe nditures 

1or long-l i.ve d asset s be cha r ~cci to a s s e t accounts ~nd thet this cost be 

~r e due lly e~o:rti ze d into oper ating e xper.sce eit he r by dire ct c r ~dits o r 

by the u se of e valu&tion r csa rve . 

The idea of deor e cis t ion in the 1S80 1 s be ~en t o ex?and beyond 

r ai l ~ooci circles and t o be thou~ht of in factori e s as we ll. In 15S5, 

... - :."'T"-



1.:onsur.c d [' nd t h,_ v a lt1e 0f th , t ,·1'." 1 ch ie ~i rcjucPci, it is :i rno.r t an t t;o 

o · co~t of thst w~.ch is ' " cons • :ne o. '·l C; 

~:c c,} s o r r co vrii 7,?d tb e t ~tis oL"t(:·n 

t o :re velui? e ve r ·th i rw ·1t staU,t.l i nt ervals. cause of tht . tim~ a nd 

troubl e jnvolve J a nd t ha faul t~ vo ~us t i ons cius to ~he eosen~~ in th ~ 

i1=e s:'.. bl e .. 

he ··-r :i. tten orf o:- v ry ~re e r a nd t h.-:> n t o ch:o c k th f: , 'C"ls 11l t 1;·:i.tn lX'l't va:'.. -1a ti.ons 

to r.12 k c :_r-, oo the deprr, d.etj on· i s un c- o .md : !.'a thc: son tb i nks . b ,1 rp1; <>e 

~~ t e r iore t ion ~ 00s on eve n i t no nr01·5te er~ b ~ n ~ ~e rnc ' . 'l'h e b ,: s t 
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1 i::.: 
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, ... ' -, -· -

t.:L~ . ,_r ·; ,,;. - r. ·,.·r 

: · .. ,r;r •6 11 ! ' 

r.i ~ t · on: 

c:r· c.e:r 1·1
~ tho Jt !'"8:j: 8G:-::r_ Y- t, ., 

3 _:i:i in \J"- 1:' c j 'or -~;: s lj k(' ; 

(."'In t~~ i .hr. a:r·:r th 0 t 110 J~ r • ,,·j 11 C V C !' 

~Jt' C 0 \1d., ~·:.~--· .. nin ()· thr· : , r0)·. ! t ,~, q~ , tn 
tb0 a:: :i. ,.r i :;r:: l EtPncin i ·d by 1 r c<.11 1.:.nt r ·)3i~--p C! n1·l i" E.ril : c ~-r. ... ~nt ? b ·J.:. 
•,·.i. tl101J i-. e~·: c.'. ~ l. : ' "t_·r:v·: s ·i11n :rov· f"q t ,\ir·':' r ···:~ 18 f' ~"''1~ rt·:s; t.!"~j ::--ri, 
D2.J.0 1 ·rin : (; r:.:--,r r- . i ': t i on t ') GOPt~!-:\ l 1 t:, 2 cry·t a i ~) n o i i."•t 8 fld f:CC!J -· 

' ( l l1 r t . ~. l'1 .:_:, i .. the 0
). .. . . ·-: 4:,irr,~ , f'"0~ C j o"') l f _·r , £ t , ·:J ~ ,- 'J V 13 ~ J 3 1) l - ·f o:r 

:rf-.· l e c 2:J nt 2. t •··hr-:tev"' :- t.i ··1e i t. er ;-; ~l. 1:1t, r. ·.'!'." n_c ,:- es1ory . nl lS 

~oroorctions ~e r e 9till ~s i n ~ e han haze 1 rl ch:r:~ f or dcnr cc;:tion . 

1 r-; - _, 
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t)t, t ,~,,, ,..,). C' " t 17 
I ; • - ~ ..I " 

-~ app l i ~d o n a s t r ai~ht- line bssi~. 

the oEp~·e<: !'::i. o n e nd ra iL·oa ds '··e re a1 .. o··:ed to o:1iit ci ·, i r e ci ~t.ion . enc 

~u t eti on of ~~ t i nc omt. ~ ~oa i fi ~a orcier ~~s fincl]y put into e ff~c t 

f or reils, ti~S , end bal ]&At .le 

e nci . r :i. o r to t h.:: 

I 
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no t m· n-L j 0n-2d . :: n +, h "' 

J.. . 

J c;:i , C' c i ri 1, J on 

::• 1. L )."" r.-.,.-. r: .1.·' · J,. ·ro c-:-. i' >", • • t,•.',o".::-c•. J., :,_ ',,, )· n t h s C() ,_,_. ,• y, r-( ..:. • ,.,. ,~ I"'\ L.• J' r (J1'<'t ,.,. ,1 
- ,, - • - - .,._. .• LJ u " ::.:: ::' " : 1., -...: ·~·" JJ. ' v ~ ' ··v 

O ,,,c. _.,_ :r.l1 GC1 .·]·.)~"<-
l <, 

c-, 1 01-11 •1 • · -.· 

'l'a x peyr:: r s adrn:i.· t 0d the t the s tra :i.r·ht- l i tie a:c t hod r c s •i l teci :~n 

not eg~r c s ive in pro~Je i n _ e 1 t e rne t i ves to t his 

Sl,1 bj(.,ct, d to s e ve re a tta c k . O~e ot t he solut i ons to uncierdcp r e cie tion is 

the s ·.1b s ti tutio:1 1or t ho t 1".!c t hod of' t.h <". dimishin cr ha la ni'e m- t :: od at d oubl .. 2 
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ti :i.sc11 :=-~io>: r-no con::,rovGr2·/ foc tff e, s ::,;; (, ,0sti•) ns of a··r.il :i. cati0n . T:ie 

] : -'·~. 
J .L ;; 

:") .; s in·: rs 

- . 

' -: • ,: . ,.. l"'I ,-,-:: 
"-' I .l. ,.,. _, " 

of" ns ··· i"ecilitL::.n to a cco1, od::: t f: ex::Ja i,d.s d o 'S i n:,o:-:, vol ume • 

. 1U£ t C Oi1i0 1' '° ' t o t ax 12 ~··~ [.;nd 8d!1.1i :1ist,,r0tjv r e.=-:t l :: t, .°'Jt18 c 

:-J 1. l () 1:'0 C: 

Al l cf 

t a x l a ws anci th~ ir eci mi nistrstio~ ~il l c o·,tinue to :>ccur a no wil l contin Je 



Onr; of e o•, ,j·el 

dc r · ve 

""""' ~·oi._,j_Qe ci bv . . 

"? . Th8 u;f ~ct of o b~o] o scc nce . 

11 1.i. Th e enticj.fl8 t e d ci e cl :i.ne in o_ ~ra t :inc Affic"i l. ncy . 

11 ::;. Th ,-=: lo n::; li ..-c of" a s se t s Prid t hE. ne c -::: ssity fo r 1-·a j.t.in ·· 
o r t ' :. in t e res t f'ector. 

"7 . 



?(' 

. 1 . . f,:) ~o' ' · · · · .-.,"' .~.t.'n,(.; 0:, . : · ,., 8 r.: e c t. J v 1 : :1 o r :. , \. _ ll 

t,f';j$. lt,2 

i s e v· ri ::1~1 

;n i t s~ 

' . "!; l - . 

7 r.: 
.,I. . • l t i1C 

!he cos t of the as 0 ~t 

":'he l'1 c- asu :::- :· m~.~t ct the dc cU nc i n B'.:' rv i ce ve! l!:' •na,r b" ,:,f 

t.''!i s case :i. ::i t. i1"' 11 l locat:i o:-: oi· in".1'..'t v a ] u c of each s r:; r v ic P. unit . 

~ven t ~ou;h t he or od c t ion m~thod of de p~e c ia t ion e : ~· a re to 

be id e Gl :ror siuie tions •·1he r e t he s---rv j c, •1 e··ue or th (;: ess :. t d °J c J inc s 

11 1. .. ,hil e a varia~ l e c hr,r:c t 0 osch :epr is P.cc . ptcd , t he 
~reduction ~ t hod i s si~ilar to t he str ai : h t - line m.~~ ~ci 

. (: 



·-; c;'.) r c· c ~ .• ·U .on i E !- f'L:riction or t :i.in~ rnt i~E r t i-:an of unr: . '· 'hi l_ .; '? l, :1s ic 1. 

" . l . . O:.. C .l. (Jr__![-! 1.:,L'in ., 

f:,1;_0·::in~ essu1t1rytions s r (; tr ue; or .casur:ably acc ura t e : 

111 . The }.r.t ·~ r0 s t t s ctor ca: be i:-no r cd o r t he cost of' 
cr:u:it ::i l c an be af:lSUl~·.·C to ;e Zf: TO , 

:12 . Ecpe ir-s a nd r~aint e na ,·:ce e xpens e s e r e c onstant ove r 
t he l ife of the essAt . 

113 . 'fh ,:· o p<- r eti n c· 
r., 0 f :t' :' c j 0 nc·: oi' t he 8 S S ·= t i s j u s t ae 

,:ooci i !1 the hi st y, ar as :i n the ri r s t y -s ar . 

nL~ . The r ·.:; v e nue s ( or n - t cas:1 fj 01·:s) ma d e p ossibl e by 
the u s e oi' the asse t a r 6 conste .. t fo r a ~~l '1c a r s :>f 
the 8 "s,: t 1 i f(> • 

115 . ;,11 n,, c 0c:ss r y e,s t inw t es im:ludin:; th0 et~t:i ci ps t e d 
usefu l li i'e . c a ,1 be n r e. d j_ c t e ci •: •j th e r eo s onab l o 

' ? lj 
oegr e'°' oi a ccura c y . 11

-

22 
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:3 t~ cau s e of the i nd e t ?o rmina t e f a c t ors involve d ·:1:i th 1nos t o f tho 

a bove assumptions , i t is he r d to fi nd a d ~pr ec i r tion me thod that i s 

li k.e l J to ta 1,e al l of the var iou s a ss,1mpUons i nto con:-; i de rat. ion . For 

t hf s ~ r easons) the str ai~ht- line me th od i2 ur o beblv as a c ~ura t e as . u ,. ~ 

a ~,y o :·.he, r :ne thod . 1\ s the e bove ass•.J.rnoti ons t e no t o b0 o:f f sc tt:i ng, it 

i s 1 r c q~t ntly claimed the t t~e s tre 1 ht- line me t hod rnay bo the mos t 

e ppro~-.:ric~ t e . i .s en exa:~p J. e o:i. o:ff s t: t;t.ing , i t may bs poss i b l e th cl t 

dec l i n i ng ope r at ing bt'fici c nc i ~s e nci incr t esj n ~ rnai nt~nance a nd r Fp~i r 

e x ccnse s ar~ e xRct ly offset by incr c a8~ n~ r evenues and dc cr t e sjn~ 

ins .1 2··snce anci !)ron; rt~.r ta"',: e x ~Gn c.u". ~ ;. :~·Jth ':;r eci,.ra ni.n ~-;-e 0 1 t hi s 1n·=·t'4?a d 

j_ s .J. 1/"\P 
IJ ~ • .._, es se of ooE.n:,tin n end ·nd~ :,,-sta :_~(ti n;; o 

':he s t r2 i ; t~1t - li:10 tt: .; i}io(l ~t' de. pr ~c~~!~·.::. o n;, 1-:t~i J. c, or· :l(>F':; P. J. i n:· 

sir.1pJ. j. r: ~tv snd 2t i)l 8 CC t..-}J::.f!bl ··, r 1 ... sult:J :Ln ov.:· rn 1.,e t ~· .- (. t~t o~.' :1 . r~o<l 

n t:. t j ncc:nie bc ca··Jc ·-.. it subs t erti c: 1 1? :;n Qc r~t~i t e r. the ~:C:~)··-~nt () J. ·~ y; ... ,Ft~l~tir:n 

o :t: e c or;ornic use:; fuln~ o::· ~rn the. t~. ;JT]v y c "~i·s 'JJ. c·:·; r:.~js ... t 1 s ~~ Fr..1 f --i..1 l } ii',, 0 

J t t c.;..nds to d7 scour8~e sa ] t~ r.:T o '· hr .. r oio~:o;;-~e.J. rJz-i , 1j"' to t~'"!C 1JnG at on 

88 Eh.:t ' ~1 t:t:cf"i.; J. J:i.:t c bec~1 ·ss the c?::1otlt1t oJ: L1nd~rci t.::.prsci 2t,jon .. havi.n '1· 

ovf,,1· rct.8te ci r,r.io r net i nc c":'~, 1-1 '.:l ul.o on ,,·,, 2. ,., er ·o~~ hc r J:is··)Oss.l r '1 t• l L 

i n a C'.) rl'E. S; O!ld io:_;: los s t h& t i.s ot.h';r·1,1is,_.- j.~rnore. o w1 or;r tnc :o i n ?: conc <o r n 

Go nr:1opt 1mtJ.l rr::alj z 1:;: a i ce t:rGr-sect i o,. t\:a t cs ··: be accoru,d eccoL;nU. n ,.· 

:reco ..,.ni t:!.on. ~5 

Tt16 s t,iri. rh t - U. no 1:.';C. t hod d008 f~ov o 8 {.0'.)1 ' X' rn,;j o 1: aie8d,.ia !, t8 <--;'·' 

·:: f1:i.ch ie t hc t J t o ot:',s not t ake i nto co nsi 'ie r s tion the dis co .. n t fa c t oj', 

Thd r eported net inc ome 7 ives the a: pc ~ra ~c e o f a r Ei n° r a t e of r e t ur n 

on tot c l inve , t ~d ca ni 4: s ~- e v ~ n j 1 -'v ( : (; o th,. r e s s 1 ~::1rt ionc a 1·v corre ct. 



oc3t,j_on 

. . , 
OJ.'J.;'"''"J. ClfJ.:.. 

of' the, l e ssor ;·e. c.L &sses flS a r e c ::;:ivc1 bl e tlir cost of a p r od ,Jct _:.: i.; :r c h8S·"· d 

and l · escd .. :ndo r s l o ng- t erm contr a ct . lncorue is cal.c 1 l 'c t e d by rnulti :: lvi. r :; 

t he int ~r ,,2 ~ ra t e 01· r o t ., rn hy thP. bo o k ve lue:: a t the st. e d. of tl,s i'i ::a r:c :.: ~ 

n-: d '.JLl . The tot~ l ca sh r e c e i ve d ea ch pc. hod minu s t hi s r c:-,art e d i n c c me 

is i:, s s umc: d to r epr esent a re t 1-: rn of' the a::i:o ·.:nt i nve s t ed in t he ns set 

or eq ial t o t ~c coct of t he product. If an equal cash r ~nt 1 is r ecei v ed 

e ach ye a r, the r 0t Jrn on inv~s t m. nt r enort ~d wou l d bC a ~ incr · asj n ~ 

a rno mt, This r 0 t urn on inve c vo" nt is no t ur,•_;a :1. 1: r r fe r r,::d 'vo as d e !H' E- -

c je ti o n , but the effect is thq s e ~~ a nd e n a l ocation pr oc c ciurr is 

2LJ 
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; ·" - v ma~, b : e r ' U .c i z cc: 

5.t" esrumr~ion of a cons t 8 ~tro t ot r e t urn an~ on t he b8si e a t i t~ 

C :1,, J:' •?"; f 
~ 

i:=: Rll 01··p a m.1b. i r, 1. t:i.ljtv to ·:.ern co~stant r a t e of· r e t·. ~n on jtF - . 

t hes& conci j t~ 0ns . ~hi l e c :ns c t at ione of inc r ~asi r : r ~v?nuos w=y su o r t 

asse~ 1 e l · r~ es in the ca se of to]l roe d 0 and toll b r ,da~s ~~: ch a r F 

buil t t o hs nd! c ton trPffi c lo ·d s e~:e ct ed somet i~ ~ j n th~ f· itui·s . 2~ 
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e,f f :rl q;:; l 
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o--· [;C(l ; ic.:;., · -q_:.... 
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r.-,, · i ?.~·t .... ~ 1 • t.~ • • ~ r.t~' \ .. ~f1 1'r: t., · .. ?P + (l r- '3 ~ l .. "i5 t.t: tJ ·.! l ,1, s 
r E 1 '1.., ·," ~~, "': ' 

'.·.' __ ,. "l t1 :. C. 

y· . ' :..'·~· ·, -: ~1 .,, j ::t . r~~ "i""- f" ") '?+ .. ~. 

cor: tr! h1 tion . T .L 
• • L, UH) u 

l ·· t r-v· · ::=> ·rp b, GF. .... · · 

r·o s t.~., 

1::· jn1~c r· :::t. :i :: ta . ."' n int 0 con s i···:. r s tiori , 

ci e.. c li nc 
. . . ;)·4 

)· .. '"" t~' l. ,.. ,.,,c:,·r)]'i1'" "' C l'"'lCP ,1<>l t 1"- · • ( J l,1.. J 1 <,,. I - V I.IC .... • - •- , - · ..,. n , ~ 

Geo r J E ~orbor~h stet= s th ra t n e prior:i 



oi , . ., ~ . 
u u : .' o .. n , r- • 

£ !let n;<i :, n \·,, 11 t1 ' ' C ') - t." "1 

::i,. c o :.,ie J. in el 1 yc·F··, ,- (";f ·: e r •:::. ;r" l. i-::,".j7 

"L " i .:. C, • / ') 

i~e t :reve nuc: con'. ri bT'.:.ion 1 c s s the i n~,e !'~st on t he a s ~ e t I s ·100 :, va u,, 

at th e. be [) nn i n~ of the , .s a r , The dii f e r e n e bc; t':' t- 1'.' n t.h( t ote~ v a 11e o .P 

a ll e e r vi c '- s end th·': sost is e s su i>K'd t.o a ccrue eeeh '.:·ea r. lf t he 

comnuta t i:Fi o f' (i-p r o ci 3t ::,:, n i s ba s -3 d ot~ the discoun t ·-d cash o f a n 111.1a ) 

N , ,,ic ,-cs 2ssu mi r;r~ 6 C!_Uc l <Jn nus l c o n '.:. r ibut ions as i n ~he · e c r 1:: ::i s::. nr- - ch :i r "·r-: - , ::, 

th . se rv :ices a nv vh i r C ')f' t i s r '- 2:. i~~<"'! d o ·, ly it, the ~, .:. sr of us .:- . Th e r ef'o1·c , 

in thg conce~t of d e or c c i r t i o n e nd i ~ th0 ~- t hod 01 r eportinr the i nc r ~88e 

:i.n 



:i i< i- ,· t, \t, l'"' ~) :·1::; ~,- ni·s 8 v r- r / l"' :') ci o>:--:--l :i.c a tion of th .-:, c o s 1·, 
ruJi:: --•·e ch nit. 0~ s ·- Tvj --:: \•::Li" ', s c~2 r : e ' t.0 CY. f·' nse i n t.!v 
21·1 11:1t. 0f St.s oi·i ... nal Jji:c_·t' 1".:. .::1.: i;;ost. . Th,: ,.on:c :c the '.··ri· t: "1:_:: 

:?:- r j.0c! ~ the lo,.'C' r t '.~ js cost .,. ,i l l b~" Sec o nd , i t a~_,7Jj :. e o v f- '!'}. 
r:; :.cl ~"i':n of t he r 0 a liz8t,.: ot" r l1;. ·~he d i :..fP. n ,nc c he t •·•_ .. ~r~ th~-
0~·i ;) , sl cost :, nd Lo' · 21 10 u f t :p s c rvir. 0 ~ is assv1N- t() hi: 
::, .. ,. , i:JLl ".ir l.y ,.,:, .~ ,, t.hF, e: s r. ,- t i s 11;.: e d r;- •··hen i t '-, pro,.; u~t, L'2 
sol ~ . Th t rd , ~~~ r e ci· ti ~n i~ as~unc ~ t o r ~rr ~s~nt t h . ~ ~~ire +i on 
o:r· 1~h ' o.r:. ,;: r,2 1 <~os 0·, ot e ,;r: h y ' a r.· 1 8 c o cr:·. 0ut,jon , r9\-.i'l · .:r t i-Jen th· 
n'.1t r .v c..-. nu e c o r t ) j_ 1 1 1t :LQlJ l P f·c ·r·,hc ei sr rri.no r q39, ci -:: Lcd ,·.'i Lh a 
l1 6 1.:! l .:1 n:~n., invcs t8·~ :~t. ·, )~1 

s ,_ : :):.)ort , 

e x 0" nses he.o som,, LuCri t. . P :::-o:o ir 2nd m2in'~0<1e.nc -~ c xnEnse s 2r0 r e lE,t.c, d - -

to th,. 1..epr c c j.e t~, on Droces s c_; nri sh0uld be :incl 1.)Ci ., i n t he t..o · cJ c o s t 

.!o\·:eve i· , o ,:J_.r no r:aa l r cpo :'..r e nd ma int0ne nce c xpc ns c.. s shoul d b,., incluue:,d 

in the pr oces s of e~ue li z ~nt th~ t otal of r c ~8 ir c~~~ ns e s e nd de ~rc ci~ t ion . 

?'or rna nsc::e rL' l contr oJ. purpose s and 1or ~ro n'~ r ro !_ o:·tin~ of i n coxe, 

e x9c nsc e r esultin:~ i' r orn i.ne f t ic :i e nc e s sho,iJ.d a n1:" 0 r i n th e ~, :::: a r in 

1:1h i c h tl '<- y ocr.ur. 40 

m t hods : or ell a: s ets use d in operations i s ducra asin : e X[L Ctc d c9eh 

,, rocc:,ed8 or r e ve nu : 9 , If'. it is e x e ctc cl th::i t ·e vc nue s ,-·i l l ci e clin· 



CQt1:-r :i_ >l 't. -.. L0>.1 ,-,-f· t. l " - n9,:-.t <> C~ .... " '-·.:.. .. , ~- t.:l ,, :.., , -8 4· • .1. y eci. r. 

u·:· ·~ 1:. t_.;· j 1:ilJ. t E.cl t ? ..., ,1t,1" .~J· " ,"'(,P C )0 ncr,.., ,_., ,,, ,., c- -J.·"' C ' • ~ -·d · ; 1'·1· "'1 
... .... ' "" _..,.. . - " Cl ~-' ·· .J '-' ·! ' ,l , .... ..,; OT 

l)e c U. ni :"J:-:- be l 2 nc.:: 

beEi~ t h n is nos s ibl e u nd Ar the s~rai ~h t - li ne mP thod. 42 . ~ 

Th3 most di : _j c;l t fscsor to t rea t in the a llocet: on nf denr a-

The se uncertain va lues ce !l ur ue l ly be conve r ~c d into s i ni l o- alue d 

certa jnty e quival e nts by sins the "' XD•: c tc-d value s s djusto d for r· jsk 

For t his r •esc n, Lnce rta i ~ty in th~ lit~ of the as se t is 

den r c cia ti o n . 9e, caus0 u nc orte i nty r c~a r dj n:::: r0pe i r a!ld rns intc n2nce 

CX!)':nEe s :i s pr i,·,1a r i l y a reaul t or i ne dcq11ete e xp <: r:. -: nr. end deta r athe r 

than a r e sult of •nce · te i nt~ ~ ce r ding un, ~ -~ icteble eve nts th · r p is 

l i ttl e ustj fi ca ti.on fo r us in7 e docU nin ~· den!·c c ~Gt i on ch?. r ·c . 
J . ~ ) • -



2h' .. ': va l ti '~ c :i: t. '-i # r s ::(: t d~ c'l :i n·~e e s e f un ct.."lo r of ,,1se 

r~ ~h- ~· th~n b - c a us o ot the pae~~ng of t i~e . 

.:;b soJ 0. r:·.c r:: nc0 is not 9 l i. !!.por tr.i.rit f 3 ct.,o r i :1 dct·::r nLl ni .. :._: 
t,b,= J.~:.f!) 01 t.~:!(~ a SS C t ~ 

:".e Fu i ~"'e ; ,129..j_ntc ?1e .. -. r: e c >::1er1 ~8 £ , end r c: v r:-nu ..: s e r ,:; 
~r o porti o ne l t o u s e. 

Dis cou nt.Gd ve. 1 u :: ot' :.: · t_, re b;s nr: f i te d t; cl :i.nes as 
a f·t ncti on -:>f t iru~ r e t ho r t ha r. ve e . 

The i ;!t,e r e s t f'? c tor c~r. b,, i:2:no"'ed o r RS Sli":JC: to 
be Ol'·fs l° -~·, ~:r 0t,h r;., : · f \~i.c ·'~(.'1"'8 .. 

Hc.;.~:.irs, ~.:15j nt·· n:1 ~~·: <=- ~-- x,enPes: ~)p~ ra t i. n:: c :'z··ici e ncy , 
3 n d r e 11c nu -: !3 e ::·r= n:le.. t i v ':': l y c -:i ns Lant ov6 Y' V , e 1 ·:.f ~ 
of th.:, as S (- t. 

11 : nc!",·, a sini:; Uh c: r g;e J:.:,.: t hods 

The ca s h f l o w or ne t r < · ·. nu·~ cc!, t r :;_ ..>U ~ion of e a ch 
ye a r io c ~ne t ant , but the asse t va l ue e ach ye a r 
r E·nr esr-: r:t.s t hE- di r, c o .,n t - d vel'.ic o : , ewe.i. n i n?; .. 
contr: buti ons. 
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