
By LAWRENCE BRIDGE

New Depreciation Guidelines and the Investment Tax Credit
Effect on 1962 Corporate Profits and Taxes

Corporate depreciation allowances
in 1962 totaled $27.7 billion, or $4.1
billion more than in the previous year.
About $2.4 billion of this increase was
attributable to the use of the new
guidelines for depreciation issued last
year by the Treasury Department.
In the absence of the guidelines the
increase in corporate depreciation
charges would have been $1.7 billion in
1962. In 1961, the rise was $1.4
billion.

As a result of the higher depreciation
permitted by the revised Treasury
regulations, corporation income tax
accruals were $1% billion lower in 1962
than they would otherwise have been.
In addition, the tax legislation last
year permitting companies to take an
investment tax credit on machinery and
equipment purchases reduced corpora-
tion tax liabilities by a further $1 billion.

These are the major findings of a
special survey of corporations,1 con-
ducted in April and May by the Office
of Business Economics, in order to
quantify the effects of these two
measures on business incomes, taxes,
and cash flow. This survey was de-
signed primarily for use in the national
income and product accounts, but
also to aid various governmental
agencies in policy and other considera-
tions pertaining to taxation and eco-
nomic growth. The new national
product estimates presented in this
issue of the SURVEY incorporate the
results of this special study. Com-
prehensive data of this type from
compilations of business income tax
returns will not be forthcoming until
mid-1964. A description of the survey

1. Information was not collected from noncorporate firms
in this Survey. It has been estimated that these firms
would obtain an additional $0.3 billion in depreciation de-
ductions in 1962 through guideline use. Tax savings have
been estimated at $0.1 billion through this additional de-
preciation, and a further $0.2 billion from the investment
tax credit.

coverage and estimation methodology
appears in a technical note at the end
of this article.

The Survey questionnaire asked com-
panies whether they adopted the new
guidelines in reporting depreciation
charges in their 1962 income tax return
to the Internal Revenue Service. Those
that did were asked to report the
amount of depreciation deductions
actually taken as well as the amount
that would have been deducted if the
new guidelines had not been used.
Those that did not adopt them were
asked to report depreciation charged
in 1962 and to indicate the reason for
not using the guidelines. Information
was also obtained from those companies
w^ho had not yet filed their 1962 tax
return and those that were still unde-
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cided on the use of guidelines. Finally
all corporations were asked to report
the amount of investment tax credit
claimed on Line 8 of Treasury Form
3468, and their depreciation deduc-
tions in 1960 and 1961.

Depreciation guidelines and Bulletin
<6J?>9

The Treasury Department in July
1962 issued its Revenue Procedure
62-21 establishing new guidelines iu
determining service lives of depreciable
property for tax purposes; similar
guidelines had been established late in
1961 for textile machinery.2 Thees
new standards are the first compre-
hensive revision of service lives since
those set forth in Bulletin "F" in
1942—although over the intervening
years a large number of companies had
moved to service lives shorter than
those prescribed in Bulletin "F" after
obtaining approval from the Internal
Revenue Service.

The new guidelines were established
to bring depreciation standards closer to
actual business experience, considering
the rapid technological advances being
made and the earlier obsolescence
caused by this progress. Also, the De-
partment felt that the additional cash
flow would stimulate business activity
through both increasing the rate of re-
turn on investment and making the
financing of investment easier.

The major impact of the new guide-
lines is in the shortening of average
service lives of machinery and equip-
ment for tax purposes; the revision for
structures is small. The new service
lives for depreciation of equipment on
the average are about one-third shorter

Data; Internal Revenue Service & QBE

U.S. Department of Commerce, Office of Business Economics 63-7-2

2. For a fuller explanation of Revenue Procedure 62-21,
see Depreciation Guidelines and Pules, Publication No. 456
(7-62), July 1962, U.S. Treasury Department. Superintend-
ent of Documents, Washington, D.C., 20402.
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than those set forth in Bulletin "F"—
and about 20 percent shorter than the
average lives used in actual practice by
the larger corporations. According to a
Treasury Department survey the aver-
age equipment life for manufacturers in
1959 was about 15 years, as compared to
12 years for the new guidelines and 19
years for Bulletin "F."

Total corporate depreciation allow-
ances in 1962 amounted to almost 10

percent more than such charges would
have been in the absence of the new
guidelines. This percentage varies
widely by industry, however, due
primarily to differences in the degree to
which service lives were reduced from
earlier practices, the assets-mix of the
industry—particularly between equip-
ment and structures—and the number
of companies electing to modify their
depreciation policies for tax purposes.

Table 1.—Depreciation Deductions, By Guideline and Nonguideline Use, and Investment
Tax Credit, All Corporations, 1962

[Millions of dollars]

All corporations

Manufacturing arid mining _ _

Food and beveraee. - _ _ _
Textile
Paper _ _ _ _ _ _ _ _ _ _ ._
Chemical _
Petroleum refining and extraction
Rubber

Stone, clay a n d glass _ _ _ _ _ _ _ _ _ _ _
Metal refining and extraction

Iron and steel manufacturing... _ _ _ _ __
Machinery except electrical
Electrical machinery _ _ _ _ _ _.
Motor vehicles and Darts
Transportation equipment excluding motor

vehicles
Other manufacturing and mining

Transportation

Public utilities

Communication

Commercial a n d other _ _ _ _ _ _ . _ _

Corporate Depreciation 1

1960

22, 160

10, 559

965
319
466

1,154
1,739

214

460
1, 188

661
860
478
713

255
1, 748

1 942

2 2^0

1, 084

6, 355

1961

23, 577

11, 202

1,016
353
511

1, 266
1, 803

237

482
1, 223
n.a.

926
52 3
721

254
1, 877

2 066

2 395

1, 199

o, 715

1962

Total

27, 708

13, 623

1.234
425
673

1. ,562
2,055

300

599
1, 590

899
1,130

623
870

245
2,312

2 557

2 (39 £

1,334

7,573

Using Not
using

Guidelines

14, 771

9,323

745
245
5S6

1, 3--0
1,223

178

386
1,238

813
532
489
841

90
1,340

1,481

1,279

210

2, 478

12, 937

4,300

439
180
87

1*2
832
122

213
302
86

598
139
29

155
972

1,076

1,342

1,124

5, 095

Additional
deprecia-
tion from
guideline

use

2,431

1,723

119
3}

121
263
166
30

92
237
182
75
71

149

14
298

365

104

11

223

1962
Invest-
ment
tax

credit

1,041

516

58
20
25
68
45
16

29
61
27
30
24
32

10
98

102

103

75

245

1. Differs from table 61 of this issue primarily because of exclusion of amortization, some industrial re-classification, and
the treatment of mutual companies.

Source: Data for 1960 and 1961 from the Internal Revenue Service; 1962 estimates based on survey by the Office of
Business Economics.

Table 2.—Corporate Tax Liabilities, Tax Reductions, and Cash Flow, 1962

Ail corporations _

Alanufacturing and mining _ _

Communications and public utilities-.. .

Transportation . _

Trade and services

All other

Tax
liability

Tax Reduction

Total
From In-
vestment
tax credit

From De-
preciation
guidelines

Cash i
Flow-

Million? of dollars

22, 169

11,993

3, 249

402

2, 802

3, 723

2,271

1.387

235

274

247

128

1, 041

516

178

102

158

87

1,230

871

172

89

41

36, 352

19, 195

4, 966

2,341

5, 631

4,219

Reduction
in tax lia-
bility as a
percentage
of cash How

6

7

5

12

4

3

1. Undistributed profits plus depreciation allowances.
Source: U.S. Department of Commerce, Office of Business Economics.

Increases largest in manufacturing
and transportation

The results of the Survey of Deprecia-
tion and Investment Tax Credit are
shown in Table 1. Corporations elect-
ing to use guideline service lives in
1962 accounted for $14.8 billion, or
almost 55 percent of total corporate
depreciation allowances in 1962. For
these firms, the changeover resulted in
an increase of almost one-fifth in depre-
ciation set asides from the deductions
the}r w^ould have taken in 1962 had
the guidelines not been used.

Depreciation deductions in transpor-
tation and in the manufacturing and
mining group were 17 percent and 14
percent, respectively, more than on a
pre-guideline basis. The additional
depreciation of firms in the latter
group, which accounts for somewhat
under one-half of all corporate deprecia-
tion, was $1.7 billion, or 70 percent of
the total for all corporations. Trans-
portation firms, and particularly rail-
roads, also reported a more than pro-
portionate share—15 percent—of the
additional depreciation charges. In
this industry, as in manufacturing,
capital assets of equipment are relatively
large^ and the new guidelines shortened
these average service lives appreciably'
Among most rionmanufacturing indus-
tries structures are the predominant
form of assets, and guideline users
were generally in the minority. In-
creases in set asides for public utilities
and in the commercial group were less
than 5 percent of depreciation on the
"old" basis.

Within manufacturing, the amount
of depreciation reported by guideline
users was well in excess of the allow-
ances of nonguideline companies in
every major industry except aircraft
and nonelectrical machinery. Adop-
tion of guidelines resulted in particu-
larly large relative additions to de-
preciation charges in the primary
metal, motor vehicle, paper, chemical
and stone, clay and glass industries.
The lowest additional set asides rela-
tive to what they would have been in
the absence of the new regulations oc-
curred in petroleum, nonelectrical ma-
chinery, and nonautoinotive transporta-
tion equipment.
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Large firms' charges increase most

The relative amount of additional
depreciation obtained through guide-
line use increased with assets-size of
company. This pattern, which can be
seen for manufacturing, trade and
service corporations in the accompany-
ing chart, is attributable in part to the
fact that over the years the deprecia-
tion systems of the larger firms have
been more closely audited than have
those of smaller firms, with the result
that the average service lives of larger
firms were probably longer than lives
used by smaller firms. Furthermore,
small firms frequently indicated that
they required more time for study of
the new procedures and have not, at
least for their 1962 returns, elected to
use the guidelines; this was a much
smaller factor for large corporations.

As can be seen in the chart, the in-
crease in depreciation for large manu-
facturers (with over $100 million in
assets) was equal to 18 percent of their
1962 deductions on a pre-guideline
basis; the comparable percentages for
medium-size corporations and for those
with less than $10 million of assets were
15 and 7, respectively. The relative
experience among the different size
classes of trade and service corpora-
tions was similar. Here, corporations
with over $100 million of assets experi-
enced a 10 percent increase in deprecia-
tion deductions in 1962, while firms
with assets of under $5 million took 2
percent more in set asides.
Tax reduction and profits in 1962

The recovery in business activity
from 1961 to 1962 was accompanied by
a sharp rise in corporate earnings. If
the 1962 depreciation were computed
on the basis of the procedures in effect
in 1961, the increase in corporate profits
would have been $5.4 billion. Since
the depreciation setasides on the new
guidelines rose an additional $2.4 billion
the 1962 increase in estimated net prof-
its (as reported in the national income
accounts) was reduced to $3 billion.
The increased depreciation charges re-
Jiuced corporation 1962 income tax lia-
bilities by somewhat over $1.2 billion.

An additional $1 billion reduction was
provided by the tax credit granted by
the Revenue Act of 1962 on investment
in depreciable machinery and equip-

Additiondl Depreciation Charges Accruing to Corporations From
Guideline Use in 1962, by Asset Size

Additional Allowances Were Higher as a Percent of Total
Depreciation With Increasing Size

MANUFACTURING TRADE AND SERVICED

—
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U.S. Department of Commerce, Office of Business Economics

ment used in the United States. This
credit is allowable to the extent of up to
7 percent of qualified investment, except
for investments of regulated public utili-
ties and communication companies
which are used in local services where
the maximum credit is 3 percent. The
legislation contains several restrictions:
buildings, most other structures, and
assets with service lives of less than 4
years are excluded; the credit is reduced
for assets with lives of 4 to less-than-8
years; and the amount of taxes that can
be offset in 1 year is limited to $25,000
plus one-fourth of the tax liability in
excess of this amount—although a 3-
year carryback and 5-year carryforward
of unused credits is provided. The
credit must also be deducted from the
value of the asset in determining depre-
ciation allowances.

As a result of the guidelines and
investment tax credit, summarized in
the following table, profits tax liabili-
ties rose only $0.2 billion from 1961 to
1962, as compared to an estimated $2.5
billion expansion computed on the pre-
1962 regulations. Thus the two meas-
ures have provided corporations with
an additional cash flow through tax
reductions of about $2.3 billion.

As can be seen in table 2, manu-
facturing and transportation companies

[Billions of dollars]

Corporate profits before taxes, exclud-
ing effects of guidelines and invest-
ment tax credit

Less: Guideline effect

Corporate profits before taxes with
guidelines and investment tax credit-

Corporate profits tax liability exclud-
ing effects of guidelines and invest-
ment tax credit __

Less: Tax reduction through guide-
lines

Investment tax credit

Corporate profits tax liability with
guidelines and investment tax credit-

Corporate profits after taxes excluding
effects of guidelines and investment
tax credit __

Corporate profits after taxes with
guidelines and investment tax credit.

1961

43.8

43.8

22.0

22.0

21.8

21.8

1962

49 2

2 4

46.8

24.5

1.2

1.0

22.2

24.7

24.6

Change

5.4

3.0

2.5

.2

2.9

2.8

were especially benefited by the short-
ening of average service lives. As a
result, the bulk of the tax reduction in
those industries was attributable to the
guidelines, while for all other major
industry groups the investment tax
credit was the greater contributor to
their tax savings.

Manufacturing and mining firms
took about $500 million in tax credits
on their 1962 investment—about one-
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REDUCTION IN 1962 CORPORATE INCOME TAX LIABILITIES
• $1 1/4 Billion Due to Additional Guideline Depreciation
• $1 Billion Due to the Investment Tax Credit
• Total Reduction Is 9 Percent of Tax Liability

30
"T~

Percent Reduction
in Tax Liability

20 10 0 0

Amount of Tax Reduction
'( in Bill ions of Dollars)

1 2
T~

All Corporations

Manufacturing and Mining

Trade and Services

Communications and Public Utilities

All Other

U.S. Department of Commerce, Office of Business Economics

half of all corporate investment tax
credits. The credit amounted to about
3% percent of total 1962 plant and
equipment outlays in manufacturing
and mining, and under 2 percent in

From Additional

Depreciation Allowances

From Investment '

Tax Credit

D
63-7-4

communications and public utilities.
The figure for electric power companies,
where the maximum credit for many
investments was 3 percent, was just
under 1% percent of total investment.

Reasons for Not Using Guidelines

Corporations that decided not to
adopt the guidelines were asked to
indicate briefly their reasons for this
decision. All but 11 percent of the
respondents in this category supplied
this information. An additional 4 per-
cent simply reported "no advantage"
and this was considered too vague for
further interpretation.

Table 3 presents percentage distri-
butions, by number of corporations and
by value of depreciation deductions, of
the reasons reported by firms which did
not adopt the new guidelines in 1962.
The figures in the table represent uni-
verse estimates determined from the
sample, after excluding those nonusers
that did not supply "usable" informa-
tion. Most companies provided only

one reason; in the case of multiple
answers, only the one that appeared to
be the most important was used.

It should be noted that the category
"other management preferences" un-
doubtedly includes companies that
would have been classified in other
categories if more information had been
available. For example, these prefer-
ences may have stemmed from the fact
that established service lives were
shorter than guidelines, or that the
company was operating at a loss.

As can be seen from the table, among
nonguideline users 48 percent of corpo-
rations with 40 percent of 1962 depre-
ciation deductions were using average
service lives which were not appreciably
different from, or were shorter than,

those proposed by the guidelines. A
frequent response was that the guide-
line life for buildings was much longer
than their experience would support.
Companies with one-fifth of the depre-
ciation deductions in this major reason
category said that guideline lives were
slightly shorter, but that the smallness
of the tax savings did not warrant the
necessary effort either because the
guidelines were "too complicated/' or
depreciable assets were insignificant.3

As noted above, this group is under-
stated to the extent that the "manage-
ment prefers existing procedures"
classification contains companies using
write-offs as fast or faster than sug-
gested by the guidelines. It is felt that
this understatement is particularly large
for the smaller concerns—and so affects
the distribution by numbers more than
that by depreciation amounts.

The "management preference" group
accounted for about one-third of the
firms. Included in this classification
are corporations which indicated that
management did not approve of faster
write-offs, or preferred an individual
asset system to one grouping assets, or
did not wish to lower reported profits,
or preferred not to destroy the com-
parability of their records over time.
A large proportion of this group in-
dicated that their present system was
"adequate" or "sufficient," or simply
said that management preferred its
present procedures.

Other reasons

While not important in terms of
number of concerns, firms with 15
percent of the total deductions of non-
guideline users in 1962 reported that
they wish to continue procedures estab-
lished with regulatory bodies. As
would be expected these companies
were primarily in the communications
and public utility fields. This reason
was relatively less important (dollar-
wise) for electric companies than for
communications or gas companies.

About 4 percent of the nonguideline
users (both by number and depreci-

1
3. It is interesting to note that while many companies dia

not use guidelines because the tax savings was considered
negligible compared to the effort required in the changeover,
many other firms adopting guidelines did so even though
there was a small disadvantage. About 1 in 10 of the guide-
line-users were in this group, with aggregate depreciation
deductions of about $50 million below their deductions on
the old basis.
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Table 3.—Corporations Not Using Guidelines in 1962 Classified According to Major Reason

Total

No appreciable tax advantage. _ _ _
Existing procedures in line with guidelines __ __
Minor advantage but not worth effort
Fixed assets insignificant

Present average service lives shorter than guidelines^

Management prefers existing procedures
Do not approve faster write-offs
Individual item system preferred to class life
Other management preferences. _ _ _

No 1962 profits tax liability

Reserve ratio is or will be too high

Continuing procedures established with regulatory
agencies

Insufficient time for decision
Further study required, will reconsider in future. _
Clarification of guidelines needed
Will use in 1963 tax return ___

As percent of number

Total

100

44
27
8
9

4

34
1
3

30

4

5

1

8
6
1
1

Manufac-
turing and

mining

100

40
32
6
2

4

33
1
3

29

7

5

11
7
2
2

Communi-
cations and

public
utilities

100

22
21
1

1

12

12

1

4

52

8
7

1

Transpor-
tation

other than
railroads

100

26
17
9

9

26

4
22

13

9

17

Trade and
services

100

48
25
9

14

2

34
2
2

30

4

4

8
5
2
1

All
other

100

43
30
7
6

8

36
1
3

32

2

5

6
5
1

As percent of depreciation deductions

Total

100

32
26
5
1

8

31
1
3

27

4

3

15

7
5
1
1

Manufac-
turing and

mining

100

41
35
6

0)

4

34
0)

5
29

5

4

12
8
2
2

Communi-
cations and

public
utilities

100

14
13
1

2

15

15

0)

3

59

7
7

0)

Transpor-
tation

other than
railroads

100

12
6
6

22

13

2
11

18

6

29

Trade and
services

100

44
30
8
6

6

39
C1)

5
34

3

2

6
5

0)
1

All
other

100

33
29
3
1

19

44
4
1

39

(0

2

2
1
1

1. Less than one-half of 1 percent.

Source: U.S. Department of Commerce, Office of Business Economics.

ation) reported that they did not find
guidelines beneficial in 1962 since they
either were operating at a loss or had a
loss carryover from earlier years.
Higher-than-average proportions citing
this reason were in the transportation
group and in the manufacturing and
mining group.

Some 5 percent of the concerns with
about 3 percent of depreciation deduc-
tions of all nonguideline users referred
to the reserve ratio test as being the
primary reason for not adopting guide-
lines. These companies said that their
reserve ratios are, or will be, too high to
justify guideline lives. The reserve
ratio, which is obtained by dividing
total depreciation reserves for all assets
in a guideline class by the cost of those
assets, is a test that can be used to
demonstrate the consistency of a tax-
payer's retirement and replacement
practices with the class life being used.
Reserve ratio tables issued by the
Treasury Department indicate whether
shorter class lives can be claimed by a
taxpayer, or whether (in the absence of
other justification) the lives should be
lengthened.

The reserve ratio test was most fre-
quently cited as a reason for not
adopting guidelines by manufacturers

and by the nonrail transportation com-
panies in the survey. Within manu-
facturing there was a clear relationship
by assets-size of firm: the frequency of
the reason and the relative amount
of depreciation decreased as firm-size
increased.

The final major reason category
consists of companies who did not use
guidelines in 1962 pending further
study. This group had made just
under 7 percent of the depreciation
deductions of all nonguideline cor-
porations. There was an inverse re-
lationship between its frequency and
size of firm (see table 4).

Corporations with the bulk of this
group's depreciation (or 5 percent of
the set asides of all guideline nonusers)
indicated that they did not have suffi-
cient time for study before filing their
1962 returns, and would reconsider in
the future. Other companies indicated
that they had decided to use the guide-
lines in their 1963 tax returns. The
remainder of this group said that they
did not understand the guidelines and
that further clarification was required.

Technical Notes
The sample used in this Survey was

basically the same as that used in the

regular OBE-SEC Plant and Equip-
ment Survey. The latter consists of
three panels: about 3,500 corporations
registered with the SEC, over 5,500
nonagricultural nontransportation firms

Corporations Classified According to Reason

For Not Using Guidelines in 1962

Percent of Total

0 10 20 30 40 50
I I I I I

By Amount of Their Depreciation

No Appreciable

Tax Advantage

Management Prefers
Existing Procedures

Continuing Procedures
Established with
Regulatory Agencies

Existing Average Service
Lives Shorter than
Guidelines

Insufficient Time for

Decision

No 1962 Profits
Tax Liability

Reserve Ratio High

U,$. Department of Commerce, Office of Business Economics 63-7-5
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reporting to the OBE, and transport
companies under the jurisdiction of the
Interstate Commerce Commission.
Since some 4,000 transport companies
had already filed annual reports for
1962 with the ICC, they were not
canvassed in the Depreciation and In-
vestment Tax Credit Survey. Esti-
mates of dollar amounts for the trans-
portation industries (other than airlines,
which were covered in the Survey) were
made directly from these annual reports;
information on the reasons why these
companies did not elect to use the new
guidelines is available only for airlines
and the small number of nonrail trans-
port companies registered with the SEC-

About 6,200 of the 9,000 corporations
receiving questionnaires responded in
the Survey, of which 5,440 companies
supplied usable information. Most of
the remaining firms reported that they
had not yet filed their 1962 income tax
returns nor could they supply the "care-

fully prepared" estimates that were
solicited in the instructions for such
companies.

Table 5 presents detailed figures on
the number of returns and the sample
coverage in terms of 1961 depreciation
allowances. The 5,440 corporations
with usable information for 1962 ac-
counted for 55 percent of the deprecia-
tion allowances reported in all corporate
income tax returns to IES in 1962. The
dollar coverage was 60 percent in manu-
facturing and mining, and over 85 per-
cent in the public utilities and communi-
cations. Although not included in table
5, virtually complete coverage was ob-
tained by the ICC from the railroads
and other transport industries under its
jurisdiction, but considerable estimation
was required before these reports could
provide the data requested in the
survey. The lowest coverage ratio oc-
curred in trade and services (15 per-
cent).

Table 4.—Manufacturing, Trade and Service Corporations: Distribution of 1962 Depreci-
ation between Guideline and Nonguideline Users, and by Major Reason for Not Using
Guidelines, by Assests-Size

Total Depreciation Deductions--
Guideline companies
Nonguideline companies

Additional depreciation from guideline use as a percent
of total deductions 1

TOTAL
No appreciable tax advantage _ _

Existing procedures in line with guidelines
Minor advantage but not worth effort _
Fixed assets insignificant

Present average service lives shorter than guidelines

Management prefers existing procedures. _ __ . _ _
Do not approve faster write-off
Individual items system preferred to class life
Other management preferences

No 1962 profits tax liability

Reserve Ratio is or will be too high

Insufficient time for decision
Further study required, will reconsider in future- .
Clarifications of guidelines needed
Will use hi 1963 tax return

Manufacturing

Total

Asset size

Under
$10

million

$10 mil-
lion to

$100
million

Over
$100

million

Trade and Services

Total

Asset size

Under
$5

million

$5 mil-
lion to

$100
million

Over
$100

million

Percent of total

100
69
31

14

100
47
53

7

100
69
31

15

100
78
22

18

100
34
66

4

100
27
73

2

100
52
48

8

100
46
54

10

Percent distribution of nonguideline users' depreciation, by major
reasons

100
42
38
4

(2)

4

32

5
27

5

5

12
8
2
2

100
44
40

4
(2)

4

22

2
20

2

11

17
13
1
3

100
44
38
6

(2)

8

27

2
25

7

3

11
8
1
2

100
40
36
4

1

44

8
36

7

8
3
3
2

100
44
30
8
6

6

39
(2)

35

3

2

6
6

(2)
(2)

100
49
32
9
8

2

38
(2)

5
33

3

1

7
6

(2)
1

100
36
27
7
2

14

45

3
42

(2)

(2)

5
5

(2)

100
26
18
8

24

39

3
36

2

7

2
2

1. Based on 1962 depreciation deductions on preguideline basis.
2. Under one-half of 1 percent.

Source: U.S. Department of Commerce, Office of Business Economics.

In considering these coverage ratios
by detailed industries, however, it
should be noted that companies were
instructed to report consolidated data
even if separate tax returns are filed
for subsidiaries. This was done to re-
duce the reporting burden, but it affects
the recorded industry coverage. The
impact of greater consolidation can re-
sult in some shifting between industries
but should have little effect on the
all industry total. Since the most af-
fected industries are mining and manu-
facturing—particularly between the re-
fining of petroleum and metals, and
their extraction—these industries have
been combined.

A test was made of the ability of the
sample to project depreciation allow-
ances from 1960 to 1961. Excluding
real estate (where the sample is particu-
larly deficient), the 1961 estimate based
on the sample was within 1 percent of
the figure obtained by IRS from com-
pilations of income tax returns.

The estimation process used a ratio
formula based on the 1960 and 1961
depreciation deductions of the reporting
panel and of all corporations (from
IRS). The ratio was applied sepa-
rately to the reported depreciation of
the three elements within each industry-
size class: guideline users, nonguide-
line users, and "no decision" companies.
Estimates for manufacturing, trade,
services, and construction were made
by three size groups using ratios based
on 1960 depreciation—since that is the
latest year for which size information
is now available. Other industries'
estimates are based on IRS information
for 1961 which is available by indus-
tries.

Processing of "no decision"
companies

Based on these universe estimates,
corporations accounting for 11 percent
of total depreciation allowances in 1961
had not—at the time the Survey was
made—made a decision as to whether
or not they would use the new guide-
lines in their 1962 tax returns. It was
assumed that when these companies
file their returns they will become guide-
line users or nonusers in the same pro-
portions as the sample companies in
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Table 5.—-Depreciation Guidelines and In-
vestment Tax Credit Survey: Number of
Corporations in Sample and Coverage by
Value of Depreciation Deductions, 1961

All corporations ' _ _

Manufacturing and Mining

Primary metals refining and ex-
traction. _ _ _

Fabricated metal
Machinery, except electrical
Electrical machinery
Motor vehicles and parts
Transportation excluding motor

vehicles _ _
Stone clay and ^lass

Food and bcver-i^e
Tobacco
Textiles
Paper
Chemicals
Petroleum refining and extraction.
Rubber
Other manufacturing and mining 2_

Communication and public utilities.

Airlines
Other transportation

Trade and service

All other 4

Number
of firms

with
usable
data

5,440

2 952

215
231
349
233

54

72
106

315
25

172
110
215

96
53

706

215

11
(3)

1,537

Depre-
ciation
Deduc-

tions, 1961
Sample
as a per-
cent of

Universe

55

60

78
41
70
66
81

86
45

40
95
41
54
79
68
44
30

87

77
(3)

15

99

1. Excludes agriculture, forestry, fisheries, personal serv-
ces, real estate and transportation other than airlines.

2. Includes apparel, lumber, furniture, printing and pub-
lishing, leather, instruments, ordnance, miscellaneous and
coal mining.

3. Data from virtually all railroads and about 4,000 other
transportation companies were obtained from annual reports
to the Interstate Commerce Commission.

4. Includes construction, banks, and insurance companies.
Source: U.S. Department of Commerce, Office of Business

Economics.

their industry and size-class. It was
further assumed that the 1962 depre-
ciation allowances for these "no de-
cision7' firms would show the same
change from 1961 as did the allowances
of those firms that already filed 1962
tax returns in the comparable industry
size-class.

Investment tax credit

Two estimates of the amount of
investment tax credit taken by all
corporations in 1962 were made from
the data on tax credit taken for 1962
by the reporting panel: one used the
1961 ratio of universe depreciation
allowances to those of the sample cor-
porations, and the other was based on
the universe-sample ratio for 1962 plant
and equipment expenditures (derived
from the OBE-SEC quarterly survey).
The 1960 depreciation deduction ratios,
rather than the 1961 ratios, were used
in the manufacturing, trade, service
and construction industries where size
estimates w^ere prepared.

The estimate of the investment tax
credit for 1962 derived by depreciation
weights (and used throughout this
article) was $1 billion—as compared to
$0.9 billion yielded by the capital

expenditures procedure. While it is
difficult to choose between these two
figures, there were several statistical
reasons for preferring the former. First,
both depreciation allowances and the
investment tax credit were obtained
from respondents on the same form and
consequently on the same basis. The
respondent, data for plant and equip-
ment outlays were collected in the
OBE-SEC investment survey some
months earlier and could have been on
a different basis than the investment
tax credit reported with regard to con-
solidation, internal company accounting
procedures, etc. Secondly, investment
figures were unavailable for an appre-
ciable number of companies reporting
in the present survey so that deprecia-
tion method allowed the use of a larger
number of cases. Finally, a consider-
able amount of 1962 plant and equip-
ment outlays is not eligible for tax
credit. Plant investment is generally
not covered by the legislation and
equipment purchases with short lives
are either ineligible or allowed a lower
rate. Thus, the amount of aggregate
fixed investment is not as directly
related to the tax credit as appears to
be the case at the outset.

The Business Situation
Continued from page 2

cent above a year ago, the stock-
consumption ratio at consumers' plants
of 2.0 at the end of May was no higher
than hi March, and compared with 2.5
in the same month last year when
liquidation of steel stocks was already
well underway. Although some re-
duction in steel stocks may be expected
in the coming months, the adjustment
should be more moderate and accom-

plished more quickly than was the case
last year.

Supported by brisk sales, auto pro-
ducers continued active by turning out
810,000 cars and trucks, the highest for
any June and the third successive
month of completions in excess of
800,000 units. The increase from May
to June amounted about 10 per-
cent, after approximate allowance for

seasonal influences, the largest month-
to-month gain this year. The June
count rounded out a second quarter
total of nearly 2.5 million units and
brought completions for the first half
of this year to about 4.8 million cars
and trucks, some 530,000 higher than
in the comparable period of 1962 and
within 100,000 of the record set in the
January-June period of 1955. Pro-
duction schedules are expected to fall
seasonally from June to July, reflecting
the beginning of plant shutdowns for
model changeovers.
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