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APPENDIX A
SELECTED ORDINARY TAX RATES OF DEPRECIATION

In Exhibit A-1 selected maximum ordinary tax rates of
depreciation applicable in the 1957-58 income year and in
subsequent years are listed. For comparative purposes, the
equivalent rates for plant, machinery and motor vehicles
applicable from the 1940-41 income year until the 1957 rates
applied are also given. The comparative rates for buildings
first applied in the 1939-40 year.

Given the appropriate depreciation rate on plant,
machinery or motor vehicles for taxation purposes and the
expected useful life of the relevant asset, one can determine
from Exhibit A-2 the residual value which would result in — -
neither claim for a loss on the sale or disposal of the asset
nor an assessment for depreciation recovered. For example,
if the appropriate tax rate of depreciation were' ten per:.cent
on the diminishing value method plus twenty per cent special
depreciation and if the expected life of the asset were ten
years, the residual value would need to be approximately
twenty per cent of the cost of the asset. If the expected
residual value were about seven per cent and if the
particular item were significant in relation to the aggregate
of the firm's depreciable assets, then a strong case could be
made for an increase in the depreciation rate to twenty per
cent diminishing value plus twenty per cent special

depreciation.! By reading down the columns for any given rate

1If an allowance were granted on the straight-line method
a rate of 9.3 per cent would be appropriate.
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EXHIBIT A-1

1

SELECTED ORDINARY TAX RATES OF DEPRECIATION

Maximum Rate of

Depreciation
1940-41 | 1957-58 and
to Subsequent
1956-57 Years
2 %
A Buildings: Straight-line Method
1. Reinforced concrete
throughout 1.0 1.0
2. Brick, stone or concrete
walled 1.5 2.0
3. Wooden framed 2:5 2.5
4. Affected by abrasives 4.0 4.0
B Plant and Machinery:
Diminishing Value Method
5. Except as otherwise
specified 7«5 10.0
6. Operating 16 to 24 hours
a day 10.0 15.0
7. Affected by abrasives 10.0 15.0
8. Operating 16 to 24 hours
a day and affected by
abrasives 12.5 20.0
C Motor Vehicles:
Diminishing Value Method
9 Except as otherwise
specified 20.0 20.0
lSource: Inland Revenue Department.




EXHIBIT A-2

RESIDUAL VALUE, GIVEN ES:IMATED LIFE OF ASSET AND RATE OF DEPRECIATION

PERIODIC RATE QF DEPRECIATION]'
L b ] 10% D.V. 15% D.V. 20% D.V.
A;szt"in 10% D.V. Plus 20% 15% D.V. Plus 20% 20% D.V. Plus 20%
Pariods Special Special Special
Residual Value as a Percentage of Cost of Asset at End of Period
1 90.00 80.00 85.00 75.00 80.00 70.00
2 81.00 67.00 | 72,25 58.75 64.00 51.00
3 72.90 | 57.30 61.42 46.94 51,20 37.80
4 65.61 49.57 52.21 37.9%0 . 40.96 28.24
5 59.05 44.61 44,38 32.22 32.77 22.59
6 53.14 40.15 37.72 2739 26.21 18.07
7 47,83 36.13 32.06 23.28 20.97 14.46
8 43.05 3252 27.25 19.79 16.78 11.57
9 38.75 29.27 23.16 16.82 13.42 9,25
10 34.87 26.34 19.68 14.30 10.74 7.40
11 31.38 23.71 16.73 12.15 8.59 5.92
12 28.24 21.34 14.22 10.33 6.87 4.74
13 25.42 13,21 12.09 8.78. 5450 3.79
14 22.88 17.29 10.28 7.46 4,40 3.03
15 20.59 15.56 8.74 6.34 3.52 2.43
16 18.53 14.00 7.44 5.39 2,82 1.94
17 16.68 12.60 6.33 4.58 2.22
13 15.01 11.34 5.39 3.89 1.79
19 13.51 10.21 4.59 3.30
20 12.16 9.19 3.90 2.80
2L 10.94 8.27 3.32 2,38
22 9.85 7.44 2.B3 2.02
23 8.87 6.70 2.41 1.72
24 7.98 6.03 2.05
25 7.18 5.43 1.75
26 6.45 4.89
27 5.81 4.40
28 5,23 3.96
29 4.71 3.56
30 4.24 3.20
31 3.82 2.88
32 3.44 2.59
33 2.89 2.33
34 2.60 2.10
35 2.34 1.89
36 2.11
37 1.90
I
J‘D.v. denotes the diminishing value methcd. Special deﬁreciation’ has been included at the rate of 10, 5, 3 and 2
er cent respectively in the first four years.
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of depreciation, the amount net of accumulated depreciation
claims at which an asset would be stated at the end of
successive periods can be determined. The exhibit assumes
that maximum depreciation is claimed in each period and
that special depreciation, if applicable, is deducted at a
rate of ten, five, three and two per cent respectively in
each of the first four periods.

Assuming a negligible residual value (defined for the
purpose of this discussion as less than two per cent of the
cost of the asset) a ten per cent diminishing value rate
implies a life of thirty-seven periods. A fifteen per cent
rate implies a life of twenty-five periods and a twenty per
cent rate implies a life of eighteen periods. 1In each case,
a twenty per cent special depreciation deduction reduces the

life of the asset for depreciation purposes by two periods:
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APPENDIX B
FOUR SELECTED CASES RELATING
TO DEPRECIATION

The purpose of this appendix is to demonstrate by way
of four selected cases that the law discussed in Chapter
IV applies to the question of profits available for
distribution only.! For other purposes, the Courts, often
speaking through the judges quoted in that chapter, have
taken a different approach to the question of depreciation.

Fletcher Moulton L.J. discussed the legal concept of

profit in re The Spanish Prospecting Company Limited.? In

the absence of an agreement to the contrary, he was of the
opinion that :

"Profits implies a comparison between the state of
a business at two specific dates usually separated
by an interval of a year. The fundamental meaning
is the amount of gain made by the business during
the year. This can only be ascertained by a
comparison of the assets of the business at two
dates."?®

The basis of asset valuation is therefore highly significant
in determining profits. Fletcher Moulton L.J. considered
the appropriate basis to be "market value", that is the "value

i

in exchange". He added that profit was rarely determined

lFor a comprehensive discussion of the value of property
and the treatment of depreciation for legal purposes, with
special emphasis on the position in the United States of
America, see James C. Bonbright, The Valuation of Property:
A Treatise on the Appraisal of Property for Different Legal
Purposes, Michie, Charlottesville, 1965.

2(1909) 1 Ch. 92.
*ibid., 98.

Yinid . Q90
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in the above manner and that :

... certain assumptions have become so customary

in drawing up balance sheets and profit and loss

accounts that it may almost be said to require

special circumstances to induce parties to depart

’ from them."?®

The learned Judge went on to cite the treatment of depreciation
as an example. He concluded that such procedures do not give
assets their "true value either in use or exchange" and that
"they rest on no settled principle”.®

Although Fletcher Moulton L.J. acknowledged the practical
benefits of determining profits under historic cost accounting,
he stated that where the rights of third parties were involved,
profits had to be calculated as closely as possible to the
legal concept of profit.’ The Lord Justice explicitly stated
that the legal concept of profit had no bearing on the vexed
question of profits available for distribution.®

The judgement of Fletcher Moulton L.J. has been
criticised by Johnston, Edgar and Hays.? They have argued
that the statement that profit has a "well-defined legal

meaning" constrasts with that of Halsbury L.C. who stated in

Dovey v. Cory!°that "... what are profits and what is capital

may be a difficult and sometimes impossible problem to solve."!!

®loc.cit.

?ggig., 100=

7ibid., 101.

8loc.cit.

®P.R. Johnston, G.C. Edgar and P.L. Hays, The Law and Practice

of Company Accounting in New Zealand, Butterworths, Wellington,
1972, 254-60.

10 (1895-99) All E.R. Rep. 724.

Mg g, Johnston, G.C. Edgar and P.L. Hays, op.cit., 257.
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Secondly, Johnston, Edgar and Hays state that as the Spanish
Prospecting Company Limited did not own fixed assets, the

comments of Fletcher Moulton L.J. were obiter dicta,.l?

In Edwards v. Saunton Hotel Co. Ltd.!®? the Court was

required to decide three questions relating to the inter-
pretation of a service contract. One of these was whether
the amount charged for depreciation in the company's annual
accounts was binding on the plaintiff for the purpose of
calculating a "... commission of twenty per cent on the sum
available for distribution by the company at the end of each
year vead 14

Atkinson J.stated that :

"... there is no dispute that depreciation properly

ascertained must be, and ought to be, deducted from

the sum earned in order to arrive at the true profits

which the company has made."

He also quoted at length from the judgement of Fletcher
Moulton L.J. However, Atkinson J.:was of the opinion that :
"... it was never intended ... that there should
be [a] fresh valuation every year, but it was
intended ... that only a reasonable estimate of
depreciation should be made for the purpose of
getting at [sic] the plaintiff's commission,"!®
For the purposes of determining a reasonable estimate of

depreciation, Atkinson J. suggested that the straight-line

method be used. 7

12 ibid., 258.

13 (1942) 1 All E.R. 176.
1% ibid. s 177.

'®ibid., 179.

$joc.cit.

17 ipid., 180.
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The 1887 case of Glasier v. Rolls,!® was an action for

deceit relating to the rate of return a partnership was said
to be earning. In ascertaining the profits of the partner-
ship, it was stated that depreciation should be provided for
two reasons :
"Firstly, profits must be deemed to be calculated
as a prudent man of business would calculate them,
that is, after making a fair allowance for depre-
ciation. Secondly, ... an allowance is necessary,
because with wasting property there is a constant
consumption of capital and that ought not to enter
into profits."?!®
Kekewich J. was of the opinion that the amount of depreciation
was to be determined on the basis of the evidence submitted.

In the fourth case, Re Crabtree, Thomas v. Crabtree,??

the "bookkeeping method" of providing for depreciation was
also approved by the Court. This case resulted from an action
by a life tenant who argued that as the assets of the business
.had been kept up to their value at the date of the testator's
death, the life tenant was entitled to profits prior to the
deduction of depreciation.

Swinfen Eady J., noting that the testator had deducted
depreciation in determining the profits of the business prior
to his death, stated that :

"... in the ordinary course of ascertaining the

profits of a business ... it is ... essential

that, in addition to all sums actually expended

in repairing the machinery ... that there should

be also written off a proper sum for depreciation

... varying with the class of machinery, with the

nature of the business and with the life of the
machinery." 2!

1842 Ch. 436.
19 jbid., 453.
20]06 L.T. 49.

21ibid., 50.
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On appeal, Cozens~Hardy M.R. and Fletcher Moulton L.J.
adopted that part of Swinfen Eady J.'s judgement quoted
above.

These cases, together with those discussed in Chapter IV,
should be sufficient to demonstrate that depreciation is
treated differently for different purposes at law. The
appropriate treatment depends on the purpose for which

profits are being determined.
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APPENDIX C
ANALYSIS OF THE ANNUAL REPORTS OF PUBLIC COMPANIES:
SELECTION OF SAMPLE AND SOURCES OF ANNUAL REPORTS

INTRODUCTION

In Part Two the methods used by certain companies in
accounting for the depreciation of plant, machinery and
buildings, deferred tax and investment allowance are
analysed. The purpose of this appendix is to describe the
procedures used in selecting the sample, the time period
covered and the sources of data used in preparing the above

analyses.

SELECTION OF SAMPLE

New Zealand domiciled public companies listed on a New
Zealand Stock Exchange on 1 October, 1972 and engaged in
significant manufacturing and/or transport activities were
included in the sample. Companies which were not listed on
a Stock Exchange were excluded as their annual reports are
not readily available.! The activities given above qualify
for special depreciation and investment allowances. The
methods of accounting for these concessions and their effect
on the capital expenditure decisions of firms (see Part Four)
are of primary interest in this study. Some difficulty arose
in determining the extent to which qualifying activities were

undertaken by companies primarily engaged in non-qualifying

1 One company which was not listed on a Stock Exchange on
1 October, 1972 but had announced its intention to apply
for listing and was subsequently listed was also included
in the sample.
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activities. As no reliable information is available on. this,
some inconsistencies may have arisen.

To eliminate smaller firms which were unimportant in
relation to the larger companies, companies owning total
assets net of accumulated depreciation of less than $1.5
millions, or plant and machinery at cost of less than
$500,000, were excluded. Data for® this purpose was taken
from the latest annual report on 1 October, 1972. Eight
firms which met other criteria were eliminated under this
criterion.

On the basis of the above selection procedures one
hundred and twelve companies qualified for inclusion in the
sample. One of these companies, which was subject to a
takeover bid in October, 1972 was also eliminated. This
company was subsequently de-listed. The sample for analysis‘
was, therefore, one hundred and eleven listed companies.
This is equivalent to about forty-five per cent of all New
Zealand companies listed on a Stock Exchange on 1 October,
1872.

The above sample is the same as that selected for
purposes of a questionnaire survey (see Appendix 0).

This enables some of the analyses given in Part Two to be
cross—checked with answers given by participants to the
guestionnaire survey. |

An indication of the size and significance of the sample
companies can be obtained from Exhibit C-1. A guide to the
size and significance of the companies in relation to total
industrial activity may be obtained by comparing the size of
the companies with the aggregate of establishments surveyed

for the Statistics of Industrial Production. Two or more
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EXHIBIT C-1

THE SIZE OF SAMPLE COMPANIES1

Indicators of Size $ Millions -
1. Profit After-Tax 98.1
2 Depreciation Charged 69.1
3. Plant and Machinery

at Cost 797.2
4. Plant and Machinery

Net of Depreciation 382.2
5. Fixed Assets Net of

Depreciation 1,023.5
6. Total Assets Net

of Depreciation 2,166.0

lSource: Compiled from the annual reports of one
hundred and eleven companies for the year ended
31 December, 1971 or nearest balance date.
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persons engaged in manufacturing, repairing or assembly of
articles at any one place form an "establishment". Although
there are differences in coverage and methods of compiling
data, the comparison provides an indication of the overall
significance of the sample companies.

The amount of plant and machinery owned by the one
hundred and eleven companies on 31 December, 1971 or nearest
balance date was $382.2 millions. The equivalent amount for
establishments surveyed in 1971-72 was provisionally
estimated to be $605.5 millions.? On this basis, the one
hundred and eleven companies accounted for about sixty-three
per cent. The figure for the sample companies includes plant
and machinery which is not used in manufacturing, repairing
or assembly of articles, whereas the amount given in the
Statistics of Industrial Production excludes such plant and -
machinery. For this reason the above figure overstates
(to an unknown degree) the‘size and significance of the sample.

It should be apparent, however, that the one hundred and
eleven companies account for a significant proportion of total

industrial activity.

THE PERIOD OF STUDY

The period selected for study was from 1962 to 1973
(ihclusive). This period was selected as the Commissioner®:
of Inland Revenue's ruling that depreciation claims be limited
to the amount of depreciation charged'unless depreciation was
previously charged in excess of that claimed applied until the

income year which commenced on 1 April, 1963. In the 1963-64

2Department of Statistics, "Industrial Production 1971/72",
News Release, 73/59, 25 September, 1973.
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income year, companies were free to claim special depreciation
without charging a similar amount. This ruling applied until
the income year which commenced on 1 April, 1968. In that
- income year, and in subsequent years, taxpayers were able to
claim ordinary and special depreciation without charging
similar amounts. The period selected enables the effect of
the Commissioner's rulings on the computation of the depre-
ciation charge to be determined.

Some of the one hundred and eleven companies selected
for study under the procedures given above were listed during
the period from 1962 to 1973. These companies have been
included in the sample from the year in which their annual
report first covered a period or part of a period subsequent
to listing on a Stock Exchange. Companies which were de-listed
in 1973 have been excluded from the analyses for that year.:

The annual report of a given calendar year is the report
for the period which ends in that year. Thus the 1973 report
of a company which balances on 31 March will cover the period
from 1 April, 1972 to 31 March, 1973. Where a company
published two reports in a given calgndar year, both reports

were analysed as if they were produced by separate companies.

SOURCES OF DATA

The main source of annual reports of the sample companies
was a collection kept at the Department of Management Studies
of the University of Waikato. 1In March, 1971 the writer
organised an updating of this collection. As reports of some
of the smaller companies were not included in this collection
and as some companies were unable to supply annual reports

from 1962, collections held by the following organisations
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were also consulted :

(1) Business News Section of the New Zealand Herald,

(2) Financial News Section of the Auckland Star,

(3) New Zealand Society of Accountants,

(4) Wellington Stock Exchange Association.
These collections held 94.9 per cent of the 1,124 annua1~
reports required for the investigations given above. The
analyses in the remaining 5.1 per cent of cases were prepared
from comparative data given in the immediately subsequent
annual reports and from data disclosed in other reports. In
addition, summaries produced by a financial service were
perused.

The number of companies studied in each year and source

of data used is presented in Exhibit C-2.
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EXHIBIT C-2 :
NUMBER OF COMPANIES STUDIED IN EACH YEAR
AND SOURCE OF DATA

vear Source of Data Number.of
Compani
Raposts | Other
1962 61 13 74
1963 64 12 76
1964 70 10 80
1965 75 9 84
1966 84 6 90
1967 91 3 94
1968 94 2 96T
1969 98 1 991
1970 103 1 104
1971 108 - 108
1972 110 - 110
1973 109 - 109t
Total 1,067 57 1,124
— — e duivioell
|

1Includes two reports produced by one company in the
same year following a change in balance date.
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APPENDIX D
METHODS USED TO COMPUTE DEPRECIATION
CHARGES ON PLANT AND MACHINERY

INTRODUCTION:

In this appendix the methods used by one hundred and
eleven companies to compute their depreciation charges on
plant and machinery during the period 1962 to 1973 (inclusive)
are analysed.1 The analysis is based on an examination of
the annual reports of the relevant companies. In the first
part cf this appendix the methods used are classified and
notes explaining the methods used by certain companies are
presented. The second part discusses the disclosure of

information on the methods used.

CLASSIFICATION OF METHODS USED

Four factors suggest that it should be possible to
classify the methods used by listed companies to compute their
depreciation charges on plant and machinery from data given in
their annual reports. First, the Eighth Schedule of the

Companies Act 1955 states that :

"... the following matters shall be stated by way

of note, ir not otherwise shown ...

(4) Any material respects in which any items
shown in the profit and loss account are
affected - ...

(b) ... by circumstances of an exceptional
or non-recurrent nature; or

(c) By any change in the basis of accounting."?

Secondly, a company's auditor is required to report whether

'For a description of the procedures used in selecting the
sample and sources of data, see Appendix C.

2(‘nmn::n-inc Ared 1O e ~hide-h Crhardis1 e 10
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the profit and loss account and balance sheet discloses a
"true and fair" view and whether the disclosure requirements
of the Eighth Schedule have been complied with.?3

If the directorate did not disclose a material change
in the method of computing the depreciation charge, one
would expect the company's auditor to do so.

The third factor which encouraged certain companies to
disclose the method of computing their depreciation charges
was the Government's 1963 announcement that special and initial
depreciation could be claimed without charging a similar
amount :

"... subject to the Commissioner of Inland Revenue

being satisfied that a company's accounts adequately

disclose the position. Before agreeing the

Commissioner will require to be assured by the

company's auditor that he is satisfied that fair

and proper disclosure has been made to the share-

holders in the company's accounts."®
The charging of less depreciation than that claimed was so
unusual that the Government felt that this procedure should
be adequately disclosed. This was achieved by the

Commissioner exercising his discretionary authority to permit

a deduction for special depreciation. If a company did not

%ibid., s.166

“Hon. H.R. Lake, "Tax Exemption Concession", Statements by
Ministers of the Crown, 23/63, 10. The Inland Revenue
Department stated that the above disclosure requirement
- could be met either by :
"... & note to the company's balance sheet that
special (and/or initial depreciation) of $x has
not been written off [charged] in the company's
accounts but has been taken into account in
calculating the tax provision, which has accord-
ingly been reduced by $y, or
A certificate from the company's auditor attached
to the company's return of income that there has
been an adequate disclosure of the effect of not
writing off the depreciation." See "Special and Initial
Depreciation : Statement by Minister of Finance", Public
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adequately disclose that special depreciation was claimed
without charging a similar amount, the Commissioner
apparently decided that it was not fit for him to allow a
deduction for special depreciation. ®

There was no evidence to suggest that the Commissioner
exercised his discretion to force a company to disclose that
it charged more depreciation than that claimed, or that it
charged and claimed the same amount of depreciation.

Statements issued by, cor prepared for, the New Zealand
Society of Accountants' Board of Research and Publications -
have recommended that companies disclose the method and basis
used in computing depreciation charges.®

Company law and best accounting practice require, as a
minimum, disclosure of material changes in the method of
computing depreciation charges. In addition, the 1963 ruling
by the Commissioner of Inland Revenue required disclosure of
any special depreciation claimed in excess of that charged.

The methods used by the selected companies have been
classified into the following six categories;

A Depreciation charge computed using ordinary

tax rates of depreciation,
B Depreciation charge computed using ordinary

and special tax rates of depreciation,

*See Land and Income Tax Amendment Act (No.2) 1962, s.7.

6See, for example, T.K. Cowan and F.V. Noble-Beasley,
"Depreciation of Fixed Assets : Tentative Statement on
Accounting Practice No.4", The Accountants' Journal, 46
(1968), 242, and the 1972 revision of that statement, New
Zealand Society of Accountants, Board of Research and
Publications, "Depreciation of Fixed Assets : Tentative
Statement on Accounting Practice No.6", The Accountants'
TJIomrrrnal "1 10729y 158
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Cc Depreciation charged in excess of ordinary

and special depreciation,

D Depreciation charge computed on the straight-line
method,
E Method of computing depreciation charge not

elsewhere included,
U Method of computing depreciation charée is

unknown.
Where-a company used more than one of the above methods to
compute its depreciation charge on plant and machinery for a
given year, all methods used are indicated. The method which
was used to compute the largest proportion of the total
depreciation charge is listed first. Thus the classification
"B/A" indicates that most of the depreciation charged was .
computed at ordinary and special tax rates of depreciation. .
and that some items of plant and machinery were depreciated
for financial reporting purposes at ordinary tax rates of
depreciation,

About five per cent of the annual reports required for
this sfudy were not available. In place of these, alter-
native sources of data (such as summaries supplied by a
financial service) were used. Classifications based on these
sources are indicated by an asterisk (for example, B¥).

In addition to classifying the methods used by each
company, the amount and quality of information given on the
methods used has been graded on a scale of (i) to (iii).
Where the method used in a given year was clear from the

annual report for that year, the classification was given a

(i) grading. In contrast, a (iii) grading indicates that

" little or no information was given in the relevant annual



390

report on the method used to compute the depreciation charge
for that year. A (ii) grading indicates that although the
method used was not clearly stated, there was some evidence
‘thch in the absence of information to the contrary would
suggest that a given method was used. For example, the
separate disclosure of ordinary and special depreciation
without further information would suggest that the firm
charged and claimed ordinary and special depreciation (B
classification). In these cases a (ii) grading was awarded.

As the grading system relates to the amount and quality
of information given in the annual reports examined, classi-
fication of methods from other scurces have not been graded.
Similarly, methods which were classified as unknown (U) have
not been graded. This classification indicates that it was
impossible to classify the method used by the company from-
its annual reports for the period from 1962 to 1973.7

On the basis of the above classification system, the
methods used by one hundred and eleven companies to compute
their depreciation charges between 1962 and 1973 .are '
tabulated in Exhibit D-1.° Comments on the methods used by

certain companies are given in the notes to Exhibit D-1.

’Companies listed during the 1962 to 1973 period were included
from the year in which the annual report first covered trading
subsequent to listing. The methods used by some companies are
classified as unknown for a lesser period. In these cases,
the method used for part of the period was known, but there
was insufficient information to classify the method used for
the remainder of the period studied. At the same time, it was
known that the method used previously or subsequently was not
used for the period from 1962 to 1973.

®A first reading of annual reports for 1974 which were
released by 1 August, 1974 indicates that there were no
material changes in the methods used by the relevant companies
in 1974, other than those indicated in the notes to Exhibit D-1.
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which follow that exhibit. A summary of the methods used

is presented in Chapter V.



EXHIBIT D-1

METHODS USED TO COMPUTE DEPRECIATION CHARGE ON PLANT AND MACHINERY 1962~1873

§§§§:§Y 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
1 B B B B B B B B B B A A
| o(dd) (ii) (i) (i) (i) (i) (i) (i) (i) (i) (1) (i)
5 B B B B B B
(i) (i) (i) (i) (i) (i)
3 D D D D
(iii) (1i1) (i) (i)
2 B B B B B B B B B B B B
: | (iii) (iii) (iii) (iii) (i) (i) (1) (i) (1) (i) (ii) (1)
< ' B c C C c C .C c B B B B
| (id) (i) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii)
5 A A A A
(i) (1) (iii) (iii)
7 B B B B B B B B E A B B
(iii) (iii) (iii) (iii) (iii) (ii) (1i1) (iii) (i) (i) (iy (i)
. B B B/A B B B B B
(1) | (1) (1) (i) (i) (i) (i) (i)
9 U U U U U U 6] u U
10 U 19) U U U U U U U U U U
11 c C (44 c & B B B B B B B .
(iii) (iii) (iii) (iii) (iii) (1) (iii) (iii) (iii) (iii) (iii) (1ii)
B B B B B B B B B B B B
iz (iii) (iii) (ii) (i1) (ii) (ii) (i1) (i) (i1) (ii) (ii) (ii)
13 B B B B B B B B B B B B
& (iii) (1) (iii) (ii) (iii) (iii) (iii) (iii) (iii) (iii) (iii) (iii)
14 B B B B B B . B B B B B B/D
(iii) (iii) (iii) (ii) (1ii) (iii) (iii) (iii) (iii) (i) (iii) (i)
|
B B B B B B B
e 5 5 > . l (1) (1) (1) (1) (1) (1) | (iid)

268
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giﬁﬁigy 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
s ! B B B B B B
1s B* B B B* B* B (1ii) (1ii) (1ii) (iii) (iii) (i)
17 B B B B B B B B B B B B
(iii) (iid) (i) (i) (ii) (1i) (ii) (1) (i) (ii) (ii) (i)
18 U U U U U U U U U U U ‘U
‘ 19 B B B B B B B B B/A B/A B/A B/A
(i) (ii) (ii) (i) (1) (i) (ii) (ii) (i) (1) (i) (i)
20 B B B B B B B B B B B B
(ii) (ii) (i) (1ii) (iii) (1) (iii) (i) (1) (iii (1) (1ii)
21 B B B B B B B B B B D D
(iii) (iii) (iii) (ii) (ii) (ii) (ii) (ii) (ii) (iii) (i) (i)
22 B B B B A A A A A - A A A/D
(iii) (iii) (iii) (iid) (1) (i) (i) (1) (i) (1) (i) (i)
23 U U U U U U U U U U U U
B B B B B B B B B
24 B* B* (i) (i) (i) (ii) (ii) (ii) (i) (i) (i)
25 u* U* U U U u U U U U U U
B B B
' 26 (i) (iii) (iid)
!
‘ 27 u* U u U U U U U U
28 B B B B B B B B B
(ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii)
29 B B B B B B B B B B B . B
! (1) {:4.) (1) (1id} (1id) (iid) (dix) (iii) (iii) (iii) (1ii) (iii)
B B B B A A A A i A A
30 ol (iii) . (1i1) | i) | Eid) (i) (i) (i) (i) (i) (4)

134




ggﬁgiﬁl’ 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973

c C c o c - C tt

31 c* . o* c* c* c* (1) (i) (1) (111) (1id) (iid) v

32 D D D D D
(1ii) (1ii) (4i4) (1) (1)

33 8] u U U 6] U U 9) U U U U
o4 o c c c o o -
(1) (1) (1) (114) (1) (114) (111)

35 B B B B B B B B B B B B
(1) (1) (1) (i) (1) (1id) (1) (1) (1) (1i4) (iid) {ii1)

- B/A B B B B B B B/E D D
(1) (1) (ii) (1) (1i) (ii) (1) (1) (1) (1)

37 B B A A A A a A A A A A
(1ii) (iii) (1) (i)~ (1) (i) (i) (1) (1) (i) (1) (1)

B B

38 (iii) (i)

€ ;
39 U U 9] U (1) 9] U U u u v u
40 B B B B B B B B B B B 8
) (1) (1ii) (iii) (iii) (1) (1) (1) (i) (1) (1) (1) (1) (L)

41 B B B B B B B B B B/C B/C B/C
(iii) (iii) (i) (iii) (iii) (1ii) (iii) (1ii) (111) (1) (i) (1)

42 B B B B B B B B B D D D
(1) (1) (1) (1) (1) (i) (i) (ii) (i) (1) (1) (1)

43 B B B B B B B B B - B B B
: (1ii) (iii) (ii) (ii) (ii) (i) (ii) (1i) (ii (ii) (1i) (11)

44 U U U u u u u U

45 B B B B B B B B B B B B
(iii) (1ii) (1ii) (1) (1) (1) (ii) (1) (114) (144) (114) (114)

76¢
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Cpurany 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
Number

46 B B 3 B B B B B B B B B
- (1) (1) (1) (i) (1) (iii) (1ii) (1ii) (1) (i) (i) (i)
47 U* U* U U U U U U U U U U
) 'B B B

48 B* B* B* B* B* B* B* B* B* (ii) (ii) (ii)
49 B B B B B B B B B B B ‘B

(1ii) (iii) (iii) (1i1) (iii) (1ii) (i) (1) (i) (1) (ii) (ii)

50 U* U* U* U* u* U U U U ‘U U U )
e B B B/D B/D B/D B/D 1 B

51 B B B* B (i) (1ii) (i) (i) (11) (ii) (ii) (iii)
52 U
54 B B E E E E E E E E E E

(i) (iii) (ii) (ii) (ii) (ii) (ii) (ii) (1) (1) (ii) (ii)

54 B* B* B B B B D B B/C B/e B/C BfE
(1) (i1) (i1) (i1) (ii) (ii) (i) (1) (i) - (i)

55 E/B E/B E/B E/B
(i) (i) (i) (i)

- B B B B B B B B -

58 B* B B* B* [i) (1) (iid) (iii) (iii) (iii) (iii) (iii)
57 B B B A A “A A A/D A/D D D AD
(iii) (iii) (1idi) (i) (1) (i) (1) (1ii) (ii) (1) (1) (1)
=5 B B B B B B B A A
7 (ii) (ii) (ii) (ii) (ii) (ii) (ii) (1) (i)
B B Py D D

38 ul B B* il all il l (1) (i) (i) (1) (iii)
60 U U U U U U u- U

G6%

e s s s s i i e
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| Company 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
Wumber
61 U* U U U U U U U U U U U
62 U U U
63 U U U u U U U U U U u U
64 c c e c c c c c c c c é
‘ (i) (1) (i) (i) (1) (i) (1) (i) (i) (i) (i) (i)
£ - B B B/D B/D B B B B B B B/D B/D
(iid) (i) (ii) (ii) (1) (i) (i) (i) (i) (i) (i) (i)
| 66 A A A A A A A A A A A A
] (i) (i) (i) (i) (1) (i) (i) (1) (1) (i) (1) (i)
67 B B. B B B B B B B/D - D D D
(i) (ii) (ii) (ii) (i1) | (id) (ii) (ii) (i) (i) (i) (i)
68 U U U U U U U U U U U U
69 B B B B/A B/A B/A B/A B/A B/A B/A B B
(iii) (ii) (i) (i) (i) (1) (iy: (iii) (iii) (ii) (iii) (iidi)
; 70 u 0} U i
|
' - c o c c c c c B B B B B
(i) (i) (i) (1) (i) (1) (i) (i) (i) (i) (1) (i)
B
72 U U U v U U U U U U U (1)
' 73 A A a A A A A A A A A
(1) (i) (i) (i) (i) (i) (1) (i) (i) (i) (i)
74 D D D D P
(1) (1) (1) (i) (i)
j 75 U U U u U U U u U U U U

96¢
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Company 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
Number
76 B B B B e B B B B B B e
(i) (i) (i) (i) (iii) (i) (ii) (ii) (ii) (i) (i) (i)
54 B B B C B B B B B 'B B B
(iii) (iii) (iii) (i) (1) (iii) (iid) (iii) (iii) (iii) (iii) (iii)
78 U U U U U U U u
79 B B B B B B B B B B B B
(i) (1) (1) (i) (1) (1) (i) (iii) (iii) (i) (i) (1)
30 B B B B B B B D D~ D D
(iid) (i) (1) (i} (i) (i) (1) (i) (i) (i) (i}
81 u U
82 B B B B B B B B B B B/D .B/D
(iii) (1ii) (iii) (iik) (iid} (iii) (iii) (iii) (iii) (iii) (i) (1)
83 U U U U U U U v U U U u
84 D D D D D D D D D D
(iii) (i) (iii) (iii) (iii) (iii) (iii) (iii) (iii) (iii)
g5 B B B B € c C c c D D D
(iii) (iii) (iii) (1ii) (ii) (i) (i) (i) (ii) (i) (1ii) (iit)
g6 B B B B B -
(iii) (d4.4) (iii) (1) (ii)
87 B B B B B B B
(iii) (ii) (ii) (ii) (ii) (ii) (ii)
B B B B A A A A
a8 (ii1) | (ii8) | (iid) | (ai1) (i) (i) (1) (i) U v v U
89 B B B B B B B -
(iii) (ii) (ii) (ii) (ii) (i) (ii)
90 B B B B B B B B B B B
(iii) (1ii) (iii) (iii) (iii) (ii) (11) (ii) (ii) (ii) (ii)

L6¢




Company

I 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
91 B B B o c C B B B B B B
(ii) (i) (i) (ii} (ii) (i) (ii) (iii) (ii) (ii) (ii) (iii)
92 B | B B B B B "B B B c c B
: (i) (i) (i) (1) (i) (i) (iii) (i) (i) (ii) (i) (i)
- B B ‘B B B B B o C c B B
(iii) (iii) (iid) (iii) (ii) (iii) (ii) (i) (i) (i) (i) (i)
94 u U U u U U U u U U
D/B D/B
95 (1) (i)
§g B a a A a A A A A A A A/D
(iii) (i) (i) (i) (i) (i) {1) (i) (i) (i) (i) (i)
97 B/A B/A B/A
(ii) (ii) (ii)
98 u U U U
- B B B B a A B’ B B B B B/D
: (iii) (iii) (iii) (iii) (ii) (ii) (ii) (i) (ii) (ii) (ii) (ii)
100 B B B A D/A D/A D/A D/A
(ii) {i) (ii) (i) (i) (iii) (iii) {(1ii)
101 B B B B B B B B B B B B .
(ii) (i) {(ii) (ii) (ii) (ii) (ii) (ii) (ii) - (ii) (ii) (ii)
. ‘B B B B
162 (iii) (iii) (i) (1ii)
103 B B B B B B B B B B B
{iii) (ii) (1i) (1) (ii) (id) (ii) (ii) (ii) {(ii) (ii)
104 U U U U u U U u U U. U U
108 B B B B B B B B B/C B/D B B
. (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii) (ii)

(iiy
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1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973
Number : ) )
B B B B B B B B B B B B
106 (iii) (ii) (i) (i) (i) (ii) (ii) (ii) (ii) (ii) (ii) (ii)
107 B B B B B B B B B/E B/E B/E B/E
. (1) (i) (i) (iii) (iii) (iii) (iii) (iii) (iii) (iii) (iii) (iii)
C B/A B/A
108 (i) U U U U U U U U U (i) (i)
109 : B D R 2 B B B
- (i) (i) (iidi) (iii) (iii) (iii) (iii) (iii)
110 B B B e 5 B B B 5 D D D
(iii) (iii) (i) (i) (i) (i) (i) (i) (i) (i) (i) (i)
111 U U U U U U U U

86¢
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Number

5

399

Notes on Exhibit D-1

The Directors' Report for 1963 stated that
"Your Directors consider that ...
depreciation allowances are inadequate
to cover obsolescence ...."
In addition to charging ordinary and special deprecia-
tion, the company charged $60,000 which was credited
to a provision for obsolescence and deducted from the
gross amount at which plant and machinery was stated.
A similar charge was made in each year until 1970.
In that year, the provision was transferred to a
reserve for the replacement of fixed assets. The
1963 charge for obsolescence was equivalent to eight
per cent of profit after-tax. By 1969 the chafgéwfbr
obsolescence was equivalent to four per cent of
profit after-tax. From 1963 to 1969 the accumulated
charge for obsolescence was equivalent to less than
five per cent of shareholders' equity.
A note to the 1970 Annual Report stated that the
"... Directors have not written off Special
Depreciation this year in the books of the
Company as they consider all assets
conservatively valued."
Prior to listing on a New Zealand Stock Exchange,
this company charged and claimed ordinary and
special depreciation.
In 1970 and 1971, $67,000 and $51,000 respectively
of special depreciation on plant and machinery was

claimed only. Had these amounts been charged profit

after-tax would have been reduced by 10.5 and 9.5



Company

Number

s

7
{cont.)

10

14

16
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per cent respectively. In both periods a note to
the Accounts stated that the "Directors are of the
opinion that the value of the assets in question
exceeds their book value." In 1972 the company .
claimed and charged ordinary and special deprecia-
tion. In the following year, the amount of
depreciation claimed but not charged in 1970 and
1971 was debited in the Appropriation Account.
Special depreciation of $83,000 arising from a major
project was not charged in the nine months ended 31
December, 1968. Had this amount been charged, profit
after-tax would have been forty-two per cent less
than reported. The $83,000 was charged as an
extraordinary adjustment to profit before-tax in the
following period. The Chairman stated that

"In view of the running-in period of new

... plant and the limited production achieved

during the period special depreciation ...

has not been charged in the accounts."
This company manufactures radios.
From the relationship between profits before-tax and
taxation provision, it would appear that this company
charges and claims the same amount of depreciation.
The'depreciation charge on plant and machinery
acquired in the 1972-73 year was computed on the
straight-line method at a rate of twenty per cent.
Changing fashions in the textile industry were given
as the reason for adopting the straight-line method
and the short life of plant and machinery.

This transport company is reviewing its depreciation
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18

22

23

25

27

31
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Under The Companies Accounts (Freezing Works

Companies) Exemption Order 1956° this company is

not required to disclose its taxation provision.
In 1972, certain hygiene expenditure was charged
against revenue, although it was capitalised and
is to be depreciated over four years for taxation

purposes.

The straight-line method was used in 1973 to
calculate the depreciation charged on certain new
plant. The depreciation charge for that year of
$706,000 was $91,000 less than it would have been
had depreciation been computed on the diminishing
value method at ordinary tax rates. All new manu-
facturing plant and machinery will, in future, be

depreciated on the straight-line method.
This company manufactures metal products.
This company produces fencing materials.
This is a clothing manufacturer.

In the 1968 Annual Report a note stated that, in
accordance with established procedure, depreciation
was charged at a higher rate than that permitted
for taxation purposes. There were no comments on
the depreciation method in the 1970, 1971 or 1972
Annual Reports. 1In the 1973 Accounts it was stated
"The Group has taken into account ... taxation

allowances for ... Special Depreciation ... [in]




Company
Number

31
(cont.)

32

33
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calculating the taxation provision." This may
indicate that the depreciation charge is now
computed at ordinary tax rates on the diminishing

value method.

Since the company was listed in 1969, the depre-
ciation charge on plant and machinery has been
computed on the straight-~line method. The life of
items of such plant and machinery was estimated to
be not more than fourteen years except for service
plant and machinery, the life of which was

estimated to be not more than twenty years.

The company stated in 1967 that its depreciation
policy was "... on a conservative basis". In 1970,
it was stated that depreciation charged in excess
of that claimed was less than that of the previous
year. The Report of the Directors for 1971 stated
that :

"Group results for the year incorporate a

change in the basis of depreciating fixed

assets, The depreciation charge for 1971

of $842,000 is $54,000 less than it would

have been under the method used in previous

years."
The amount at which the assets were stated net of
accumulated depreciation at the commencement of the
year was re-calculated on the new method. Although
the nature of the change was not disclosed, it is
interesting to speculate that the company adopted

the straight-line method. (See notes on company

number 42.)
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36

39

41
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In its 1963 prospectus, this company stated that
profit after-tax for the 1963-64 year was expected
to be not less than $100,000. There was no mention
of any possible change in the method of computing
the depreciation charge. 1In the 1964 Annual Report,
special depreciation was claimed only. If special
depreciation had been charged, reported profit
after-tax would have fallen from $113,000 to
$103,000. In 1968, the special depreciation which
was claimed in 1964 was charged as an extraordinary

item after consolidated net profit for the year.

In 1971, half the ordinary depreciation on certain

new plant and machinery was charged.

Since 1972 the depreciation charge has been computed
on the straight-line method. The company's Chairman
reported that "We .believe that ... [the straight-
line method] is more equitable in the case of large
items in that it does not unduly affect the profit
in the first year or two.ﬁ The accumulated
depreciation charge was re-calculated on the new

method.
This is a meat freezing company.

A note to the 1971-73 Annual Reports state that

"The charge for depreciation has been calculated at
rates not less than the maximum rates allowed by the
Inland Revenue Department and includes Special

Depreciation where applicable."
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Company
Number
42 All of the ordinary shares of this company are

owned by an Australian Company which is part of an
international group which includes company number
33. In 1971 the straight-line method was adopted
for financial reporting purposes. No reason was

given for the change in depreciation method.
44 This is a chemical manufacturer.
47 This company is engaged in engineering activities.
50 This company is a clothing manufacturer,

51 From 1969 until 1972 the depreciation charge on a
new hotel building, plant and furniture was .
computed as one-tenth of the aggregate amount of
ordinary and special depreciation Whicﬁ—was N
expected to be claimed in the first ten years of
the life of the hotel. A note to the Annual Report
stated that "The straight-line method of deprecia-
tion adopted will avoid the distortion of results
which would occur under the o0ld method, and still
accords the company the full benefit of taxation
allowances." During the 1972—73 year the relevant

hotel was sold.
52 This company manufactures refrigerators.

53 Since 1964 this company has charged depreciation
at ordinary tax rates, plus special depreciation
which is charged in the reverse order to that in

which it is claimed.

54 In the 1970, 1971 and 1973 Annual Reports
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Company
Number
54 depreciation charged on two assets was in excess

{cont.)
of ordinary and special depreciation. The relevant
tax rates were, in the opinion of the directors,
inadequate. The depreciation charge on plant
acquired as part of a new project was computed on
the straight-line method in 1973.

55 Since 1969 most of this company's plant and
machinery has been depreciated for financial
reporting purposes at "rates which have proved
adequate". These appear to be less than tax rates
of ordinary and special depreciation.

57 In 1965 the Chairman stated that "It has been

decided to take the opportunity offered by the .
Inland Revenue Amendment Act to claim the benefit
of special depreciation without writing it off the
books. Our experience has been that this has, at

times, had a distorting effect."”

In commenting on the announcement that ordinary
depreciation could be claimed from the income year
which commenced on 1 April, 1968 without charging
a similar amount the company stated that :-

"With high rates of ordinary and special
depreciation applying to most of the Group,
a change in the pattern of purchase of these
assets can produce wide changes in the annual
charges for depreciation. The effect of
these fluctuations on the disclosed profit
has been an unsatisfactory factor in many
companies .... As far as our company is
concerned this provision would enable us to
spread depreciation more evenly over the
life of an asset ...."

The straight-line method was adopted for a new
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57 ° aircraft which was acquired in 1969. It was not
(cont.)
until 1971 that the company explicitly stated that

the straight-line method had been adopted for new

aircraft in 1969. 1In 1971, the Directors' Report

stated that :
"In line with international airline practice
the H.S5.748 and Twin Otter aircraft have
been depreciated on a straight-line basis
since their purchase. Having regard to the
future expansion and up-dating of our air-
craft and coach fleets it is the opinion of
your Directors that the adoption of the
principles of straight-line depreciation
would more correctly portray operating
results, avoid distortion of costs and
profitability and enable earnings to be
more readily compared with previous years
results. The Board of Directors has decided
to depreciate all new aircraft, coaches, and
plant by this method and to alter the basis
of depreciation on existing coaches and - -

plant from the diminishing value method to
the straight-line method."

60 This company assembles and distributes motor

vehicles.

61 This company distributes and manufactures

automotive parts.

62 This is a builder and property developer with

significant interests in electrical engineering.

63 This is a meat freezing company. As thé Chairman
stated in 1972 that certain special depreciation
on buildings had been claimed but not charged, one
might speculate that the company charges and claims
ordinary and special depreciation on plant and

machinery.

64 At least since 1962, this company has charged
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ordinary and special depreciation plus fifteen per
cent of those amounts. From 1963 to 1970 the
Directors stated that the total amount provided
"...1is no more than is reasonably necessary". .A
similar note was given in 1%62. In 1971, a note
stated that "The Directors consider the total
amount provided to be no more than is reasonably
necessary, particularly when due to current
inflationary trends, the cost of replacing plant,
machinery and equipment is increasing so rapidly."

A similar note was given in 1972 and 1973.

In 1964, this company took over a company which
was previously owned by English interests. The
taken-over company's depreciation charge in 1964
and 1965 was computed on the straight-line method
in line with its previous.practice. In 1966, the
depreciation charge was computed at tax rates in
order to "... take advantage of accelerated
depreciation™. In 1972 and 1973, a major new item
of plant and machinery was depreciated on the
straight-line method for financial reporting

purposes.

From 1962 to 1969 (inclusive) a note to the
Accounts stated that "Depreciation has been
written off at the full scale of rates allowed by
the Inland Revenue Department". Since 1970, the
equivalent note has stated that "Depreciation ...

has been claimed at the maximum rates allowable
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Number
66 by the Inland Revenue Department. No Special
(cont.)
Depreciation has been claimed". This company
. charges and claims ordinary depreciation.
67 The following is an extract from the 1970 Directors'’
Report :
"... most overseas companies in the capital
intensive pulp and paper industry in recent
years have reported results incorporating
depreciation calculated by means of the
straight-line method .... Having regard
to the rapid expansion of the company's
activities it has been the opinion of your
Directors for some time, that adoption of
the principles of straight-line depreciation
would more correctly portray operating
results, -avoid distortion of costs and
profitability and enable earnings to be
more readily compared with those of overseas
companies . ...".
In 1971, the straight-line method was used by all
subsidiaries. The accumulated depreciation charge
was re~calculated on the straight-line method. The
life of items of plant , machinery and motor
vehicles was estimated to be between three and
twenty-five years.
68 In 1966, a note stated that the taxation provision

had decreased as the company was able to claim
special depreéiation, Although the company's
depreciation charge is computed differently from
depreciation claimed, it is not clear what method is
used. Since 1971, the depreciation charge on plant
and machinery has been computed on the re-valued

gross amount of those assets.

70 This company, which manufactures, retails and repairs
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to merge several companies,

From 1961 to 1968 depreciation was charged in
excess of ordinary and special depreciation
"... in order to make prudent provision

for the obsolescence factor which appears
inevitable in [the publishinq] ... industry.

-1
In 1970, the accumulated amount of depreciation
charged in excess of that claimed was transferred
to a reserve for obsolescence of machinery and

buildings.

A note to the Accounts of this meat freezing company
from 1960 to 1971 (inclusive) stated that
"Depreciation is written off in excess of
Inland Revenue Department Rates, but is in
the opinions of the Directors, adequate but
not excessive."
In 1971 the accumulated depreciation charged in
excess of that claimed amounted to about $1.5
millions or ten per cent of fixed assets net of
accumulated depreciation charge. In 1972, deprecia-
tion was again charged in excess of that claimed and
the excess, together with the accumulated excess at
the end of 1971, was credited to a building reserve.
In 1973 it was stated that
... with many items now qualifying for
Special Depreciation your Directors consider
the Inland Revenue Department Rates now
adequate."
and that
"Depreciation ... has been accumulated since
1955 at the maximum rates allowed by the Inland

Revenue for ordinary and special depreciation.”

As it is not clear whether the depreciation charged

— . n . 2 - o - N = & B P
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or both, this company's depreciation method has
been tabulated as "unknown" for the period
1962 to 1972.
This company was formed in 1961 to establish
and operate an oil refinery.
Estimates of the profitability of this company,
whichwere included in its 1966 prospectus,
provided for depreciation to be charged on the
straight-line method with an average life for
buildings and plant of sixteen and two-thirds
years. It is interesting to speculate whether this
method would have been used had the Government not
permitted ordinary depreciation on plant and
machinery to be claimed without requiri;g a simi£$£
amount to be charged.
This is a large stock and station agent.
In 1966 this company charged an amount of $20,000
in addition to ordinary and special depreciation as
a special provision for obsolescence. This charge
reduced after-tax profit from $107,000 to $87,000.
The notes to the Accounts stated that
"Full depreciation, both ordinary and special,
on vessels, plant and vehicles ... has been
provided. Your Directors watch this question
very carefully so that the value of these
items as set out in the balance sheet will
be realistic."
A note to the 1967 Accounts revealed that a special
provision for obsolescence had been created in 1966.

In 1967, the Directors stated that

"... following study ... of vessel re-sale
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’
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78
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prospects, book values and replacement
costs it was decided that steadily rising
cost of replacement tonnage should be
provided by annual allocation from tax
paid profits."

The provision was transferred to a reserve entitled
"Asset Replacement Reserve'.
In 1971, the Chairman stated that :
"Consideration was given to change of the
method of treatment of depreciation to
allow for the straightline method as is now
being adopted by many undertakings. It was
finally decided that it would be more prudent
at this juncture, due to the wide variation
in the value of second-hand vessels in
various parts of the world to continue with
the existing system of meeting the heavy
charges of depreciation in the initial period
of ownership of vessels."
In 1973, depreciation in excess of ordinary and
special depreciation was charged to record a loss
on the sale of a vessel subsequent to balance date.
This company manufactures hosiery.
This company was formed in 1971 to merge the
interests of two companies engaged in printing,
publishing and stationery activities. One company
reported in 1968 that
"The rates of depreciation as laid down
by the Inland Revenue Department are used
by the company, as experience has shown
these rates to be reasonable but not
excessive for our type of business.”
In 1970, the Directors wrote that the charging of

ordinary and special depreciation on the historic
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Number

80 cost basis had :

(cont.)
"... resulted in disproportionate charges
against profits between the early and
later years of the life of an asset, and
... [had] not provided for the replacement
of this asset at present-day prices. Your
Directors have decided to write off against
profits an equal amount of depreciation each
year during the estimated life of the asset,
in order to show operating costs and profits
in a way regarded as a more correct portrayal
of the year's trading."

The basis of valuation was changed to current
replacement cost. Since 1971 depreciation on the
difference between the replacement cost of plant
and machinery and the historic cost of such items
‘has been treated as an appropriation of tax-paid
profits. This presentation means that "the
Company's profits after taxation may readily-bew R

compared with those of other companies."

81 This company manufactures automotive parts.
83 This company manufactures metal prbducts.
84 Information on the depreciation method used by this

company between 1964 and 1973 (inclusive) was
limited to a note in 1965 which stated that "The
Company depreciates fixed assets on a straight-line
basis at rates equivalent to or in excess of those
allowable for ordinary depreciation by the

Commissioner of Inland Revenue."

85 In the 1966 Annual Report, the Directors wrote that :

"High speed machinery of the kind installed
in our factory acquired to operate
continuously for extended hours each day,
is subjected to greater than normal wear

P N T T1rvdhar widlh +hoa aderanemoc BaTdnes



Company
Number

85
{cont.)

86

413

made in the technical field today, such
machinery is liable to obsolescence

before the end of its normal working life.
Your Directors have therefore considered
it prudent that the Provision for Deprecia-
tion on Plant and Machinery should be at
rates greater than those hitherto applied."

A note in 1968 stated that "Again depreciation on
plant and machinery has been provided for at rates
higher than the Inland Revenue Department's
schedule rates.” A similar note was given in 1967
and 1969. In 1970, the rates were further increased
and, in the following year, the straight-line method
was adopted.

"Until recently the law required that only

the amount of depreciation actually written

off in a taxpayer's books could be claimed

as a tax deduction. Recent legislation

enables New Zealand companies to follow the

overseas practice of providing annually in-

their accounts for the amounts which directors

consider to be a necessary and prudent charge
for depreciation." (Emphasis added.)

Between 1966 and 1970 this company's Directors were
of the opinion that it was "prudent" to charge
depreciation at rates in excess of ordinary tax

rates of depreciation.

The Chairman of this meat freezing company stated

in his 1972 Address to.Shareholders that "... in
season and out we have found that the method adopted
and rates used by the Inland Revenue Depértment for
the calculation of [depreciation] deductions have
beep reasonably adequate." He went on to point out
that most of the increase in. the depreciation charge

from $789,000 in 1971 to $1,823,000 in 1972 was
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(cont.)
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special depreciation on a recently completed major
capital expenditure project.
From 1966 until 1969 this company charged ordinary
depreciation and claimed ordinary and special
depreciation. The amount of speciai depreciation
claimed only was disclosed in each year. The 1970
Directors' Report stated that :

"Depreciation written off is slightly less

than last year due to the new basis adopted

for Trawlers and Machinery and Plant.

Previously on a Diminishing Value basis,

the asset was never finally written off,

whereas under the new rates more is written

off in the early years, than in the later

years when maintenance may be higher, the

asset is totally written off the books well

inside its expected life. The basis is

therefore conservative and realistic."
A note also stated that

"Special Depreciation of $76,566 has not been

written off in the accounts of the company

but has been claimed for taxation purposes."
This amount was equivalent to 44.2 per cent of profit
after-tax. The amount claimed but not charged in
1969 was $116,545 or 96.7 per cent of profit after-
tax. The note announcing the new method is a little
confusing. If the company had adopted the straight-
line method then the statement that "... under the new
rates more is written off in the early years, than in
later years when maintenance may be higher ..." would
not be applicable. The company may have adopted the
sum of the digits method or some other programme

allocating the cost of the asset to the relevant

accounting periods. The depreciation charge may be
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overstated as the Directors state that assets are

... totally written off the books well inside

[their] expected life." (Emphasis added.)

This company was taken over in 1973.

The Chairman of this company stated in 1965 that
"Full advantage has been taken of the
depreciation rates permitted by the Inland
Revenue Department, together with all
special allowances to which we were entitled.
The Board feels, however, that the deprecia-
tion allowances are still insufficient to
keep our industry properly equipped with
modern plant and new machines.”

In 1971 depreciation was charged "... at approx-

imately Inland Revenue rates ...". In 1972 fixed

assets were re-valued and depreciation in that year
was charged on the re-valued amount at rates in -
excess of tax rates of depreciation (including
special depreciation).

The Chairman of this meat freezing company reported

in 1969 that
"Because the Board is concerned at the
inadequacy of many of the depreciation
rates allowed by the Inland Revenue
Department, we have written off the sum
of $78,014 over and above the allowed rates."

Amounts of $150,910 and $103,537 respectively were

charged in excess of that claimed in 1970 and 1971.

Depreciation charged in excess of that claimed was

equivalent to 28.9, 42.4 and 23.6 per cent of

profit after-tax in 1969, 1970 and 1971 respectively.

This company manufactures footwear.

Although the 1971 prospectus of this meat freezing
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Number
95 company stated that the depreciation charge had
(cont.) been computed at rates approved for income tax
purposes, the 1971 and 1972 Annual Reports
disclosed that plant and machinery, other than
motor vehicles, were depreciated on the straight—.
line method for financial reporting purposes. The
company was taken over in 1973.
96 In the first two Profit and Loss Accounts of this

company (1955 and 1956) ordinary and special
depreciation werecharged. 1In the 1957 Accounts

the new ordinary tax rates of depreciation were
used to compute the depreciation charge. Special
depreciation on plant and machinery was not

charged. It was probably felt that if special
depreciationwere claimed (and therefore charged)

the resulting tax loss might not be offset against
taxable income during the following six years. If
this occurred the tax deduction for the relevant
special depreciation would have been lost. From
1960, it appears that ordinary and special depre-
ciation on plant and machinerywere charged. In 1962
the last accumulated losses for taxation purposes
were offset against taxable income earned in that
year. The following year, the Directors took
advantage of the new ruling that special depreciation
could be claimed without requiring a similar amount
to be charged. This practice was reported to have

"... the great virtue of avoiding the
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96 the distortion in a company's published
(cont.) results that was previously unavoidable
in order to obtain the taxation benefit

of the Allowance, which is intended as an
incentive to industrial expansion.”

This practice has been followed in every year
since, except that in 1973 new plant and
machinery .was depreciated on the straight-line
method for financial reporting purposes. Since
1963 the company has claimed accumulated depre-
ciation in excess of that charged of $7.2 millions

or 12.2 per cent of shareholders' equity.

97 "~ Prior to listing on a New Zealand Stock Exchange,
this company appears to have charged and claimed
ordinary and special depreciation. The deprecia-
tion charge on a machine, which was purchased in
1971 for $71,510, has been computed at ordinary

tax rates of depreciation.

98 This company is engaged in tourist and transport
activities. In 1971 a note stated that
"Following an independent valuation of the
coach fleet ... the basis of depreciation
has been changed from the rates allowed by
the Inland Revenue Department to rates

sufficient to ensure that residual values
will approximate realisations on disposal."

The nature of the change was not disclosed, nor
was the method of computing the depreciation

charge on other plant and machinery.

99 This firm is also engaged in transport activities.

The 1973 depreciation charge on passenger coaches
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99 was computed on the straight-line method.
(cont.)

100 In 1969, the Chairman stated that :

"Special depreciation on plant being more
in the nature of a tax incentive than a
normal operating cost, it has been decided
that for the year ended 31/3/69 and
subsequent years, special depreciation on
factory plant will not be written off in
the books of account. Amending legislation
last year gave companies greater discretion
in providing for depreciation at rates which
they consider realistic and adequate. The
book value of the plant in the cable
factory (much of which came from countries
which did not devalue their currencies in
November 1967), was carefully examined,

and it was decided that, by reversing tho
special depreciation previously written off
that plant in the cable factory's books,

the asset would be shown at a value nearer
to its current worth .... At the same time,
a firm policy as to the future basis for
calculating depreciation on the cable-making
plant was set down, having regard to cost,
estimated life and residual value."

In the following year the Directors reported that
"... the straight-line method now adopted gives a
fairer result for the cable factory which has a
large investment in plant." The amount at which
the relevant assets were stated net of accumulated
depreciation computed at ordinary tax rates is to
be.allocated on the straight-line method over their

remaining useful lives.
103 This company was taken over in 1973.
104 This company is a meat processor.

105 The depreciation charge on some manufacturing plant
and machinery was computed on the straight-line

method in 1970-71. It appears that the cost of the
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Number
105 relevant plant was small in relation to the
(cont.)
accumulated cost of the company's plant and
machinery.

107 Since 1970 depreciation has not been charged on
certain plant used in the manufacture of whiskey.
The company's first whiskey was sold in 1973.

108 In 1962, the Directors reported that "Where
considered necessary depreciation has been taken
above that allowed by the Inland Revenue
Department.? As no information on the firm's
depreciation method was given between 1963 and
1971 (inclusive), it is not clear whether the above
practice applied in those years.

110 In 1970 it was reported that :

"The Directors have decided to take steps
to alter the basis of calculating the
depreciation charge against profits.
Forward plans call for substantial capital
investment and the depreciation charge
will be evened out by adopting the practice
of depreciating assets on a straight line
basis appropriate tc the nature of the
asset and its anticipated economic life.
In this way there will not be a heavy
charge for ordinary and special deprecia-
tion when assets are first brought into
use,"

The accumulated depreciation charge at the
commencement of the 1971 year was re-calculated

on the new method.

111 This company manufactures electrical appliances.
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DISCLOSURE OF INFORMATION ON THE METHODS
USED TO COMPUTE DEPRECIATION CHARGES ON
PLANT AND MACHINERY

In Exhibit D-1 the methods used by one hundred and
eleven companies to compute their depreciation charges on
plant and machinery are classified. The amount and quality
of information given in each annual report on the method used
was graded on a scale of (i) to (iii). A summary of the
gradings given during the period from 1962 to 1973 is
presented in Exhibit D-2. Firms which used a combination of
methods in a given year have been separately classified, as
the grading given was an average of the grading which would
apply if each method had been used on its own. 7- -

It can be seen from Exhibit D-2 that a smaller
percentage of those companies which charge ordinary and
special depreciation (method B) qualified for a (i) grading
than did other companies. Thé sole exception to this were
those companies which used a method not elsewhere included
(E). It is interesting to note that almost ninety-five per
cent of those companies which charged depreciation computed
at ordinary tax rates of depreciation were given a (i)’
grading. This probably reflects the Commissioner of Inland
Revenue's ruling that special depreciation could be claimed
without charging a similar amount, if the position were
adequately disclosed to the company's shareholders.

From the totals given in Exhibit D-2 it can be seen that

information on almost one-third of the methods graded were
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EXHIBIT D-2
GRADING OF INFORMATION ON METHOD OF COMPUTING

DEPRECIATION CHARGE 1962-1973

1
GRADING Total
(1) (ii) (iii)
2
N % N % N % N %
A Depreciation Charge

Computed Using
Ordinary Tax Rates
of Depreciation 73 94.8 2| 2.6 2| 2.6 77 | 100

B Depreciation Charge
Computed Using
Ordinary and Special
Tax Rates of
Depreciation 189 34.1 | 166 | 30.0 | 199 [35.9| 554 | 100

C Depreciation Charged
in Excess of
Ordinary and Special
Depreciation 39 62.9 11 | 17.7 12 |19.4 62 | 100

D Depreciation Charge
Computed on the . L
Straight-line Method 32 65.3 = = 17 |34.7 49 | 100

E Method of Computing
Depreciation Charge
not Elsewhere
Included 2 18,2 9 |81.8 - - 11| 100

F Depreciation Charge
Computed on more
than one of the
above Methods 36 61.0 14 | 23.7 9 115.3 59| 100

Total: 371 45.8 | 202 | 24.8 | 239 | 29.4| 812 | 100

lThe grading is based on the amount and quality of information disclosed
on the method of computing the depreciation charge for a given year in
the annual report for that year. A (i) grading indicates that the
method was clearly stated in the directors' report, notes to the
accounts, or chairman's (managing director's) review. In contrast, a
(iii) grading indicates that little or no information was disclosed on
the method used. A (ii) grading indicates that, although the method
used was not clearly stated, there was some evidence which, in the
absence of information to the contrary, would suggest that a given method
was used. For example, the separate disclosure of ordinary and special
depreciation only would suggest a B classification with a (ii) grading.

Methods which were classified as unknown (U) were not graded.
Similarly, methods which were classified on sources of data other than
the annual report for the relevant year were not graded.

2"N" denotes number.
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used to compute the depreciation charge on plant and
machinery given in two hundred and fifty-five annual reports
was so inadequate that the methods used by the relevant
companies could not be determined. Of the one thousand and
sixty-seven annual reports examined, fifty-two per cent were
given a (iii) grading or were not graded because the method
used could not be determined. '’

As the depreciation charge for the year is based upon a
number of assumptions and estimates, it is important that
the method of computing the charge be disclosed. This enables
an informed reader to form an opinion on the adequacy of the
depreciation charge and make any adjustment considered
necessary in analysing the accounts. The above study reveals
that in many annual reports the standard of disclosure in
relation to depreciation during the period 1962 to 1973 fell

short of recommended practice.

107his figure excludes fifty-seven classifications based on
sources other than the relevant annual report.
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APPENDIX E
DEPRECIATION OF BUILDINGS:
NOTES ON INDIVIDUAL COMPANIES

-

This appendix presents notes on the methods used by

certain of the one hundred and eleven companies in computing

their depreciation charges on buildings. Companies which are

not referred to in the notes did not disclose any data on

their methods between 1962 and 1973.

Company
Number

7

11

In 1970 some depreciation on buildings was claimed
but not charged. It was stated that the
"Directors are of the opinion that the value of
assets in question exceeds their book value". iﬁ
1972 the amount of depreciation claimed and not
charged in 1970 was debited in the Profit and Loss

Appropriation Account.

From 1963 to 1965 the provision for depreciation

on buildings included an amount "... to which extent
the Board has considered it prudent to reduce book
values". The following extract has been taken from
the 1966 Annual Report. "It is the Directors'
policy to write down recently acquired properties

at the first opportunity to valuations which they
consider prudent". As this objective had been
achieved, a special charge was not made in 1966.

In 1967 the company revalued most of its properties

to latest Government valuation.
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Following a substantial increase in profit in 1972,
this meat freezing company chargéd certain hygiene
expenditure against revenue. The relevant amount
was required to be capitalised for taxation purposes.
It is possible that some of this expenditure related

to buildings.

Some initial depreciation was claimed but not

charged in 1968.

Since 1971, buildings have been stated at estimated.
replacement cost and the depreciation charge has

been computed on that basis.

From 1965 to 1973, this brewery company charged
depreciation on buildings in excess of that
permitted for taxation purposes. Since 1969, it has
been stated that the amount charged in excess of
that claimed is fifteen per cent of the depreciation
claimed. In most years the Directors have stated
that "... the overall provision is no more than is

reasonable and necessary".

In 1972 it was disclosed that this company charged
depreciation on buildings on the straight-line

method with an estimated life of fifty years.

Since 1963, depreciation on the amount by which
buildings were increased on a revaluation has been
debited to the capital reserve created as a result

of the revaluation.

In commenting on a new hotel which opened at the
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end of 1968, the Chairman stated that :

"It is anticipated that the operational

cost of this unit will bear somewhat heavily
on the profit results of the hotel company
in its initial years because of the annual
write-off of top end depreciation.

I believe that depreciation allowance
on hotel buildings to be quite inadequate,
and it should be supplemented by an
obsolescence allowance of at least 1%%."

In 1969, the first year in which the hotel operated,
it was stated that :

"In the Hotel Company your Board has
decided to use a straight-line method of
depreciation in the case of the Rotorua
International Hotel. ... the total of
Special and Ordinary Depreciation on this
Hotel Building, Plant and Furniture -
$776,591 - has been calculated at
Departmental Rates for a ten year period,
and 1/10th of this amount has been written
off in this year's accounts....

The procedure is in line with recent
tax legislation and in the opinion of your
Board the basis of depreciation now adopted
enables the presentation of a more accurate
view of the operation of the hotel.... The
straight line method of depreciation will
avoid the distortion of results which would
occur under the old method...".

Despite the 1968 comments that tax rates of depre-
ciation on hotels were inadequate, the charge in

1969 was less than the amount which would have been
charged had those rates been used. During the
1972~73 year, the relevant hotel was sold for a price
in excess of the-amount net of accumulated deprecia-
tion at which it was stated in the Company's

financial accounts.

It appears from the Chairman's Report for 1972 that,
since 1964, this meat freezing company has claimed

special depreciation on certain buildings without
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charging a similar amount. The aggregate amount

claimed and not charged was given as $164,557.

At least since 1962 this brewing company has charged
depreciation computed at the total amount of
depreciation claimed, plus fifteen per cent of that
amount. The depreciation charged in excess of that
claimed appears to relate to plant and machinery,
and buildings. In 1973 the Directors' Report stated
that :

"Your Directors consider the total amount

provided to be nc more than is reasonably

necessary, particularly in the light of

the continuing increase in the cost of
replacement of fixed assets."

Buildings were revalued on current replacement
cost basis in 1970. In 1971 the rate of deprecia-
tion was increased from 2.5 per cent to 3.3 per

cent computed on the straight-line method.

The Chairman stated in the 1964 Annual Report that :
"... this year your Directors have thought
fit to write an additional amount of
depreciation off the Shortland Street
buildings account to cover the loss that
is anticipated will be suffered when these
premises are vacated in favour of Nelson
Street."

This procedure was followed until 1969 when it was

stated that the change in premises had been delayed.

From 1960 to 1971 this meat freezing company
disclosed that depreciation was charged in excess
of that claimed. The amount charged was stated to
be "adequate but not excessive". In the 1971 Annual

Report it was stated that :
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"The depreciation shown has been
accumulated since 1955, and is the
maximum amount allowed as deductible by
the Inland Revenue Department. The
directors have continued to provide
depreciation at rates which in their
opinion are adequate but not excessive.
However, to ensure that stockholders are
fully aware of the position the additional
amount claimed [charged] in the past of
$1,462,905 together with a further $47,534
provided in the current year, has been
transferred to the Buildings Reserve and
included in Shareholders' Funds."

This procedure conflicted with the requirements of

the Eighth Schedule of the Companies Act 1955. If

the amount charged were reasonably necessary for the
purpose, it was required to be treated as a
provision and not as a reserve.r The directorate
stated that the charge was adequate but treated a
portion of it as if the charge were excessive.

A criticism of this company's treatment of deprecia-

tion was published in The Accountants' 'Journal.2 In

1973 the Chairman reported that
"... with many items now qualifying for
Special Depreciation .your Directors consider
the Inland Revenue Rates now adequate.
Should the position change they would revert
to the former practice."
In that year ordinary and special depreciation were
charged and the accumulated charge was computed in
a similar manner.

It is not clear whether the depreciation charged

in excess of that claimed from 1960 until 1972

! Companies Act 1955, Eighth Schedule, par.2.

2G.J. Schmitt, "Depreciation Provisions and Reserves", The
Accountants' Journal, 51 (1973), 402-3.
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related to buildings, plant and machinery, or both.
As the excess was transferred to a Buildings

Reserve and as a deferred tax debit was not provided,
one might assume that the excess was to a large
extent charged on buildings. However, the Buildings
Reserve was increased in 1962 and 1963 by

appropriations.

Depreciation on plant, machinery and buildings has
been charged on the straight-line method with an
estimated life of sixteen and two-third years, since
the company presented its first Profit and Loss

Account in 1969.

The depreciation charge for 1970 was in excess of
that claimed. There was no evidence that this
practice was applied between 1962 and 1969, or in

1971 to 1973.

Since 1971 the depreciation charge on buildings has
been computed on the replacement cost basis. The
amount of depreciation provided on the excess of
replacement cost over historic cost is debited in

the Profit and Loss Appropriation Account.

It appears that depreciation on buildings is charged
at rates equivalent to or in excess of those

permitted for taxation purposes.

A note to the 1968 Annual Report stated that
"Depreciation in excess of Inland Revenue Depart-

ment rates has been written off Buildings. The
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92 amount, in the opinion of the Directors, is both
(cont.)
prudent and warranted". Depreciation was computed
on the schedule rates in 1969 and 1970. In the
next two years, some depreciation on fixed assets
was charged in excess of that claimed. 1In 1972
the amount at which fixed assets were stated was
increased from $9.5 millions to $18.5 millions
following an independent valuation. The amount of
the increase in the gross amount at which the assets
were stated was greater than the accumulated
depreciation charge at the end of 1971. 1In 1973

the depreciation charge on fixed assets was

computed at tax rates of depreciation.

96 As a result of charging ordinary and special
depreciation on mill buildings and certain other
buildings, these assets were stated net of
accumulated depreciation charge in 1962 at an
amount considerably below their "true value". For

this reason, these buildings were revalued.
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APPENDIX F
RESERVES FOR REPLACEMENT, RENEWAL AND DEPRECIATION
OF PLANT, MACHINERY AND BUILDINGS

INTRODUCTION
h A number of public companies maintain depreciation,
replacement or renewal reserves in addition to provisions for
depreciation. The purpose and treatment of these reserves
between 1962 and 1973 (inclusive) by the companies selected
for study is examined in this appendix.! The reasons given
for the creation/elimination, increase or decrease in relevant
reserves are summarised. The reader will see that few
directorates disclose to shareholders the reason for changes
in reserves for depreciation or réplacement of fixed assets.
Reserves arising from the revaluation of fixed assets
or the recovery of depreciation charged on the disposal of
plant, machinery or buildings are excluded from the study,
unless the relevant amount is included in a depreciation,

replacement or renewal reserve.

!The methods used in selecting the sample companies are
described in Appendix C.
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Notes on Individual Companies

The cost of life insurance premiums was debited
to Plant and Premises Renewal Fund in 1962.
There was no corresponding reserve account. In
1972, the account was renamed Life Insurance
Investment Fund. No renewals have been ‘financed

from the fund since its creation in 1962.

An annual charge of $60,000 from 1963 to 1969 for
obsolescence was transferred from a provision to a
Reserve for Increased Cost of Replacement of

Fixed Assets in 1970. In that year, and in 1971
and 1972, $1 million was appropriated to the

reserve.

A Depreciation Reserve of $27,182 was disclosed
in the 1962 to 1965 Annual Reports. In 1966, the
reserve was not shown and no reason was given or
could be found in the Annual Report for the

elimination of this reserve.

Prior to 1970, this company credited depreciation
written-back on the revaluation of buildings to a
Depreciation on Buildings Reserve. When a
revalued building was sold the relevant amount was
transferred from the above reserve to a
Depreciation Recovered Reserve. In 1970, these
reserves were renamed Capital Appreciation Reserve

and Depreciation on Assets Reserve.
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15 The 1966 Annual Report revealed that a Depreciation
Reserve had been created prior to that year. 1In
1969, this reserve was increased by a appropri-
ation and in 1972 the total amount of the reserve

was transferred to General Reserve.

18 A Building and Plant Reserve which was stated at
$500,000 in 1961 was increased by an appropri-
ation in 1964. 1In 1969, this reserve was trans-
ferred to General Reserve "... in accordance with

modern practice”.

21 From at least 1961, this company's Balance Sheet
disclosed a Depreciation Reserve of $7,926. 1In
1971, this amount was credited to the Profit and. . .

Loss Appropriation Account.

23 An insurance claim was credited to a Building
Re-instalment Reserve in 1965. In 1969, the
balance of the reserve was used in "... the
restoration or replacement of plant assets partially

or wholly destroyed by fire in May, 1967".

25 From at least 1963 this company's Balance Sheet
disclosed a Reserve for Increased Replacement Cost

of Assets of $20,000.

35 From 1963 to 1973, depreciation on the amount by
which buildings were increased as a result of a
revaluation was debited to the Capital Reserve
Account.

A Depreciation Reserve which was disclosed
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in the parent company's Balance Sheet from 1962

to 1964 was merged with General Reserve in 1965.

The 1962 Balance Sheet of this company included

an item named "Provisions : Building and Plant
Renewal". This item was disclosed separately
between Shareholders' Equity and Current Liabilities.
In the period from 1963 to 1964, this provision

was increased by the transfer of $100,b00 from the
Appropriation Account. As "... the programme of
renewals [was] nearing completion ..." the amount

was transferred to General Reserve in 1970.°

A Depreciation Reserve was created in 1964 by an
appropriation. 1In 1966, this reserve was credited

to General Reserve,

From the first Annual Report issued subsequent to
listing in 1966, it is evident that this company
had a Special Depreciation capital reserve. This
reserve was capitalised as part of a reconstruction
of the company's capital structure. No information

was given on the source or nature of the reserve.

A Machinery Replacement Reserve was created prior
to 1962. 1In 1966, this reserve was transferred to

General Reserve.

As part of "... a tidying up process towards
further simplification of the balance sheet..."
a Reserve for Increased Cost of Replacing Plant and

Machinery was transferred to General Reserve in 1965.
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64 A Depreciation Reserve on fixed and current assets
and investments, which was created prior to 1957
and not disclosed in the 1962 to 1967 Annual

Reports, was transferred to General Reserve in 1968.

66 From 1962 to 1968, almost $600,000 was appropriated
to a Depreciation Reserve. In 1973, this reserve

was transferred to General Reserve.

69 A Depreciation Reserve was capitalised in 1965.
Prior to that year the reserve had not been
disclosed and the source of the reserve is not

clear from the Annual Report.

71 From 1964 to 1968 this company charged depreciation
on buildings in excess of depreciation claimed. 1In
1970, buildings were revalued and more than $§1
million was transferred from a provision for
depreciation on buildings to a reserve for
obsolescence of buildings and machinery, which was

included in Revenue Reserve.

72 A reserve created prior to 1955 was deducted from
fixed assets until 1965. In that year the relevant
amount was written-back to fixed assets and
capitalised.

Two reserves created prior to 1962 were Buildings
Reserve and Obsolescent Freehold Property Reserve.
The former was increased by appropriations in 1962
and 1963. In addition, accumulated depreciation
charged in excess of that claimed from 1955 was

credited to this reserve in 1972. There was no
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72 change in Obsolescent Freehold Property Reserve

(cont.)
between 1963 and 1973.

76 In 1966, this company charged $20,000 as a special
provision for obsolescence. In the following year,
this provision, together with an appropriation of
$50,000, was transferred to an Asset Replacement
Reserve. Further amounts were appropriated to the
reserve in 1968 and 1969. At the 1971 Annual
General Meeting, the shareholders carried a
resolution, moved by a director, to transfer the

amount of the reserve to General Reserve,

77 A Plant Renewal Reserve was increased by an
appropriation in 1962 and 1963. In 1967, this

reserve was transferred to General Reserve.

78 A Reserve for Estimated Higher Cost of Replacement
of Plant and Equipment was stated in 1961 and 1962
at $12,638. This reserve was reduced in 1965, for
an undisclosed reason, to $1,526. In 1973, a
capital profit on the sale of plant was credited

to this reserve.

79 The 1961 and 1962 Annual Reports included a
Depreciation Reserve of $600,000. The following
year the name of this reserve was changed to Plant
Replacement Reserve "... which is a more suitable
description of the purpose of this fund." The Plant
Replacement Reserve was merged with Other Revenue

Reserves in 1966.
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Number

84 A note to the 1972 Accounts of this company stated:

"Asset Replacement Reserve: This reserve

has been created by continuing to charge

depreciation on certain equipment already

fully depreciated in the Company's books

and is to provide for future replacement

of these assets at costs substantially

above their original value. The amount

previously held as a current provision

has been transferred to this reserve."
Prior to 1972, the existence of the above practice,
or the fact that a provision had been included in
current liabilities, was not disclosed. The
reserve was stated at $40,637 in 1972 and $63,156
in 1973. In both years the reserve accounted for
less than four per cent of shareholders' equity.
The above procedure may involve a conflict with the

requirements of the Companies Act 1955. If it is’

"true and fair" to charge depreciation in excess of.
the cost of an asset against revenue, can the
amount be properly treated as a reserve? Paragraph
two of the Eighth Schedule states that :
"... any amount written off or retained by
way of providing for depreciation, renewals,
or diminution in value of assets ..."
shall be treated as a provision unless
"... the amount is in excess of that which
in the opinion of the directors is reasonably
necessary for the purpose, [in which case]
the excess shall be treated for the purposes
of this Schedule as a reserve and not as a
provision."
Although the Eighth Schedule does not distinguish
between a profit and loss account and an appropri-

ation account, the overriding standard of a "true

and fair view" may require that an amount which, in
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the opinion of the directors, is in excess of that
reasonably necessary for the purpose to be
appropriated and not charged.

The amount charged and credited to the reserve

in 1973 was equivalent to approximately seven and

a~half per cent of profit after-tax.

A Plant Replacement Reserve was created by an
appropriation in 1966. This reserve was increased
in 1967 and 1971. Following reconstruction of the

group in 1972, this reserve was .eliminated.

A Depreciation Reserve, which was created prior to
1962, was increased or decreased during 1962 to
1972 by gains and losses respectively on the -

disposal of fixed assets.

A Building Reserve, which was stated at $700,000
from 1959 to 1963, was increased by appropriation
in 1964. Part of the reserve was capitalised in
1965. Further appropriations to the reserve were
made in 1970 and 1972. A Plant Replacement Reserve
was created by appropriation in 1963. The amount
of the reserve was increased in 1964, 1971 and
1972. There were no changes in these reserves in

1973.

A Building Reserve, which was established prior to
1962, was increased by an appropriation in 1962.
Part of the reserve was capitalised in 1965 and an

appropriation of tax-paid profits was made to
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(cont.)
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108

438

maintain the reserve at the previous amount.
Further appropriations were made in 1966, 1968 and
1969. In 1971 this reserve was transferred to

General Reserve.

Depreciation on the amount by which buildings were
increased above historic cost on a revaluation was

deducted from a capital reserve from 1964 to 1973.

The Directors' Report of 1962 stated that :
"The nature of the Groups's operations
requires that substantial provisions
not at present allowable as tax
deductions must be made."
The relevant provisions consist of; doubtful debts,
stock,and development and replacement provisions.
Prior to 1962 these were aggregated and disclosed
as a current liability under the term "Provisions”.
Since 1962 the relevant item has been disclosed
between Shareholders' Equity and Long Term
Liabilities as "... this method gives a better
presentation of the position of current assets
and liabilities”.
The provision for development and replacement was
increased by an appropriation in 1961, 1962 and
1966. 1In 1968, it was reported that :
"Anticipated expenditure has now come to
charge for some items of Development and
Replacement for which provision has
previously been made and the sum of
$144,334 has been debited to this
provision."

The Directors reported in 1970 that the above

provisions had been consolidated and termed



439
Company
Number
108 "Provisions for Debtors, Stock and Other

(cont.)
Contingencies". This provision was increased by
$300,000 following a transfer of tax-paid profits.
The Directors' Report included a statement that
"Your Directors have always considered that
provisions do nét form part of Shareholders'
Funds".
Since 1972, provision for doubtful debts has been
deducted from the gross amount of debtors. In
1972, $80,000 was transferred from the provision
to revenue. The reason for this was not disclosed.
As the provision now includes stock and other

contingencies, it is doubtful whether, in terms

of the Eighth Schedule of the Companies Act 1955,

this amount is properly termed a provision rather

than a reserve,

CONCLUDING COMMENTS

The above notes»cover thirty-one of the one hundred and
eleven companies (approximately thirfy-five per cent) selected
for study. The remaining companies did not maintain (or
disclose) similar reserves during the period from 1962 to 1973
(inclusive).

From the above it can be seen that none of the companies
which maintained reserves for the increased cost of replacing
fixed assets, or for the replacement of assets, deducted the
cost or part of the cost of replacements from the relevant
reserves. The amount at which the reserves are stated appears

to be arbitrarily determined. Moreover, the creation of
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reserves for the replacement of fixed assets, similar to
provisions for depreciation, does not ensure that cash will
be available to finance replacements.

It is suggested that these reseves might be intended to
indicate to the shareholders that the directorate regards
the relevant amounts as not being available for distribution.
However, there are examples in the above notes of reserves
being transferred back to the appropriation account or being
capitalised. It is unlikely that the establishment of
reserves from after-tax profits would lead a financial
anaiyst to dismiss the possibility that such amounts might
be used for distributions.

From the above study it is impossible to determine the
reasons behind the creation of reserves for replacement,
renewal or depreciation. The treatment of these reserves
appears to be unrelated to the question of providing for

depreciation or the replacement of fixed assets.
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APPENDIX G
DEPRECIATION AND INCOME TAX ALLOCATION:
A STUDY OF CERTAIN COMPANIES

INTRODUCTION

- In this appendix the results of a study of the treatment
of income tax allocation, arising from timing differences
between depreciation charges and claims on plant and
machinery, by the sample companies is presented.! From
Exhibit D-1 it is possible to determine those sample
companies which charged and claimed different amounts of
depreciation during the period from 1962 to 1973. If
income tax allocation were adopted, companies which charged
less depreciation than that claimed would have provided a
deferred tax credit and those companies which charged more -
depreciation than that claimed would have provided a deferred
tax debit.? First, we determine whether deferred tax debits
and credits were created when the amount of depreciation
claimed was different from that charged. Secondly, we
determine whether deferred tax credits which were created
were charged or appropriated. Thirdly, the presentation of

deferred tax credits in balance sheets is examined.

Classification System

The method of accounting for income tax allocation

(if any) used by the relevant companies is presented in

!The methods used in selecting the sample companies and
sources of data used are described in Appendix C.

2For the purposes of this appendix and Chapter VI, a deferred
tax debkbit is taken to be the converse of a deferred tax
credit. In this ceontext, a deferred tax debit is distin-
guished from a reduction in accumulated deferred tax credit.



442

Exhibit G-1. ©Notes on the methods used by certain of the

companies follow that exhibit. The following classifications

were used in preparing Exhibit G-1;

W

Deferred tax credit was charged in the profit
and loss account,’

Deferred tax credit was deducted in the
appropriation account,

Deferred tax credit was not provided,
Deferred tax debit was provided,

Deferred tax debit was not provided,
Treatment of income tax allocation (if any)
was unknown,

Although the method of computing depreciation
charges differs from that ased to compute
depreciation claims, the amount charged and

claimed in a given year was the same.

The presentation of accumulated deferred tax credit in the

balance sheet is classified as follows:

(1)
(ii)
(iii)

(iv)

Included in shareholders' equity,
Included in term liabilities,
Given as a separate item,

Included in current liabilities,

A summary of the analysis presented in Exhibit G-1

is given in Chapter VI.

3 Reductions in accumulated deferred tax credit arising from
charging more depreciation than that claimed in the later life
of an asset are also indicated by "W" if the reductions were
accounted for in the profit and loss account. A similar
approach has been adopted in respect of other classifications.

* Adjustments relating to prior periods or a change in the
rate of tax have been excluded from classification "X".
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Notes to Exhibit G-1

Company
Number

3 The 1971 accounts contained the following note

"No provision has been made in these
accounts for deferred income tax because
the value of accumulated depreciation
recorded in the company's accounts ...
exceed the accumulated value of deprecia-
tion claimed for taxation. It is antici-
pated that provisions for deferred income
tax will be made in the future as this
situation reverses because of the current
heavy capital expenditure."”

If tax allocation had been applied in the normal
manner, one would have expected a deferred tax debit
to have been established or a deferred tax credit
created in a prior year and reduced in 1971. 1In
1972 the company established a provision for
deferred taxation :

"Amounts have been set aside to provide for

the additional taxes which may be payable

in future years if accumulated depreciation

charges to profit exceed amounts allowable

as deductions for taxation purposes.”

7 A provision for deferred £ax was established in
1970 and increased in 1971 as some special and
ordinary depreciation on plant, machinery and motor
vehicles was claimed but not charged. 1In 1973, the
amount of depreciation c{aimed in 1970 and 1971 was
debited in the appropriation account and the

provision for deferred tax was credited to that

account.
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In the three-quarter year ended 31 December, 1968
special depreciation on certain new plant and
machinery was not charged. A provision for deferred
tax was established to record the liability for
future tax which resulted from claiming special
depreciation. In the following year, the relevant
amount of special depreciation was charged as an
extraordinary item in the profit and loss account.
The provision for deferred tax was credited to the

profit and loss account.

The provision for deferred tax was included in the
tax charge for 1973 and in the provision for taxa-
tion disclosed in the balance sheet. A note
disclosed that part of these items related to

provision for deferred tax.

Although the method used by this meat freezing
company to compute its depreciation charge is not
clear from its Annual Reports, it is possible that a
deferred tax debit arose from the treatment of
depreciation on plant and machinery and/or buildings.
Prior to 1972, the company did not disclose its
taxation provision. 1In 1972, $409,000 of hygiene
expenditure was charged to revenue. Most of this
expenditure was required to be capitalised and was
depreciated at concessionary rates for taxation
purposes. The company created a deferred tax debit
(Taxation Allocated to Future Years) amounting to

$93,030. This account was disclosed as a separate
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item in the balance sheet after current assets and
before intangible assets. The 1972 Annual Report
also reveals that a deferred tax credit was created
in 1970 and reported as Other Term Liabilities :
Unsecured due in equal amounts of $10,464 in 1971

to 1974. 1In 1972 this item was deducted from the
deferred tax debit. It is speculated that the
deferred tax credit arose from claiming certain
expenses incurred in developing a computer system

in an earlier period than that in which the relevant

amounts were charged to revenue.

This company provides a deferred tax credit for
forestry development expenditure which is claimed
only but does not provide for deferred tax in respect
of special depreciation which is claimed and not
charged. These concessions are of a similar nature.
As the life of most plant and machinery is
considerably shorter than the period between the
planting and harvesting of a forest, one might have
expected deferred tax to be provided in respect of
depreciation claimed and not charged rather than

for forestry development expenditure.

In 1968 this company claimed $128,762 for special
depreciation which was not charged. This amount,
plus $187,105 claimed for investment allowance,
eliminated any liability for current taxation. 1In
1969 the company again incurred a loss for taxation

purposes and special depreciation of $151,902 was
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30 claimed only. Depreciation was charged at maximum
(cont.) ordinary tax rates of depreciation. The company
decided to provide a deferred tax credit for special
depreciation claimed but not charged. However, it
was apparently felt that normal tax allocation
procedures would have resulted in an unsatisfactory
profit after-tax from 1968 to 1970.° It was
decided to build up a deferred tax provision over
a three-year period which would, at the end of that
period, amount to fifty per cent of accumulated
special depreciation claimed but not charged. The
deferred tax provision was to be built up by
charges against revenue and appropriations of
tax-paid profit. Had a provision for deferred t;x.
been created in 1968, an amount of $12,223 would
have been credited to tax expense in 1969 for
ordinary depreciation which was not deductible. 1In
the 1969 accounts, the Eompany charged $12,223 for
deferred tax and aépropriated $50,000. A similar
procedure was followed in 1970. In 1971 a note to
the Annual Report stated that :
"In accordance with the Company's method of
claiming Special Depreciation $12,157 has
been transferred this year from the Deferred
Taxation Account. Special Depreciation
claimed this year but not written off was
$37,412 while ordinary depreciation written
off in the Accounts, but not allowable for

taxation purposes was $50,679. The amount
shown in the Balance Sheet as Deferred

>Excluding the recognition of a deferred tax debit for tax
loss carried forward.
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30 Taxation $124,805 is sufficient to cover
(cont.) the Company's future liability (at current
taxation rates) in respect of taxation
payable on Special Depreciation claimed
for tax purposes but not as yet written off
in the Books of Account.”
A similar note was given in 1972 and 1973.
The above case highlights the effect that high rates
of ordinary depreciation and special depreciation
can have on reported profit, if a major increase in
capital expenditure occurs. The company wished to
charge ordinary depreciation, as it is subject to
price control. If a deferred tax credit had been
provided in 1968, 1969 and 1970 without recognising
the future benefit arising from losses carried
forward an unsatisfactory profit would have resulted.

At the same time, the company did not feel that a

tax loss should be recognised as an asset.

32 This company charges depreciation on the straight-
line method. From 19692 to 1971 income tax
allocation was not practised. In 1972 it was
revealed that an income tax equalisation account
had been established at the commencement of the
period by adjusting the 1971 comparative figures.
A note to the 1972 accounts stated that an adjust-
ment to income tax equalisation account was not
required in respect of the 1972 year. 1In 1973 the
balance of the equalisation account was absorbed
as depreciation charged exceeded depreciation
claimed. It is not clear whether the depreciation

charged exceeded depreciation claimed by such an
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amount that a deferred tax debit would have been
created had income tax allocation been consistently

applied.

Although a deferred tax credit was not created
when some depreciation was claimed but not charged
in 1964 and 1971, a deferred tax credit was
established following the adoption of the straight-

line method in 1972.

Since 1964 special depreciation has been claimed
only. In 1965 income tax allocation was adopted
and an amount was transferred from reserves to
provision for deferred taxation in respect of

depreciation claimed and not charged in 1964..

As this meat freezing company does not disclose its
taxation charge or provision, it is impossible to
determine whether income tax allocation was applied

in 1966 or in any other year.

The 1971 Annual Report revealed that the taxation
charge included an amount for :
"...deferred provision arising from post-
ponement of tax liability due to claiming
of depreciation at the higher rate of
Diminishing Value Method whilst writing off
on the Straight~-line Method."”
In 1972 the deferred tax provision was credited to
the appropriation account: "In accordance with
Group Policy Deferred Tax is no longer provided."
In the same year a current tax provision was not

required as investment allowance, export tax

incentives and depreciation claimed eliminated any
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Number
42 liability for tax. 1In 1973 a small current tax
(cont.)
provision was provided. Deferred tax provision
was not reinstated.
53 In 1964 this company adopted the procedure of

computing its depreciation charge at ordinary tax
rates of depreciation plus special depreciation in
the reverse order from that claimed. This had the
effect of equalising the depreciation charge and
claim over a five-year period. The company
reported that as depreciation claimed in excess of
that charged :
... Wwill be written off in later years, we
have established a Deferred Tax Provision ¢
... to be drawn on in the years in which
this depreciation is written off [charged]."
In 1968 the company made a loss and the deferred
tax provision was not increased. The following year
a further loss was incurred, As depreciation charged
exceeded that claimed, the deferred tax adjustment
resulted in a lower loss after-tax than before-tax.
The tax loss was not recognised as giving rise to a
future tax benefit (asset). The deferred tax
provision was credited to appropriation in 1970
following a further loss. In 1972 it was stated
that :
"To avoid distortion of our accounts we
provide for deferred tax as if we were
claiming the depreciation actually written
off in our accounts. By ... 1970 we had
accumulated trading losses which could be
offset against future tax liabilities. It is
not the custom in New Zealand to show such

'tax credits' [deferred tax debits] in the
balance sheet but it appeared anomalous to
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continue to provide for a future
conditional tax liability in the
balance sheet when such a liability
was more than offset by losses carried
forward ... by ... 1972 the losses
available to set off against profits of
future years had been reduced to $7,500
and it appeared therefore advisable to
reinstate this provision ...."
The deferred tax provision was reinstated by a
transfer of tax-paid profits. In 1973 the differ-
ence between the amount of depreciation claimed

and charged was immaterial.

From 1970 to 1973 depreciation totalling about
$23,500 was charged in excess of that claimed on
some items. A deferred tax debit was not provided.
In 1973 the depreciation charge on somemitems‘waﬁ‘_
computed on the straight-line method and a deferred
tax credit was provided by appropriation of
tax-paid profits. The amount at which the deferred
tax credit was stated did not take into account the
amount of depreciation charged in excess of that
claimed on other items in 1973 or the accumulated

amount since 1970.

A note in the 1970 to 1973 accounts stated that :

"The provision for deferred taxation records
the long term liability for taxation resulting
from the adoption of depreciation on the

coach fleet and rental vehicles, which, in

the opinion of the Directors, adequately
reflects the life of those vehicles. The
provision arises from the difference between
the depreciation charged in the accounts and
the depreciation allowed by the Inland

Revenue Department for taxation purposes.”

In 1973 the company did not provide for current

taxation. Unless the company neither made a profit
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Company
Number

55 nor a loss for tax purposes, it would appear that
(cont.)
a deferred tax credit was provided in respect of
timing differences between depreciation claimed
and charged, but the future benefit arising from
tax loss carried forward was not recognised. The

company qualifies for considerable tax allowances

for tourist promotion expenditure.

57 A note to the Annual Reports for 1971 to 1973
stated that :
"The Provision for Deferred Taxation records
the long term liability for taxation which
results from claiming, for taxation purposes
only both special and ordinary depreciation
at Inland Revenue Department Rates on
Aircraft, Vehicles and Plant as against the
straight line method with a set re51dua1
value as used by the company."”
Since 1970 the company has made a tax loss. Deferred
tax has been computed on total taxable income prior
to deducting depreciation claimed in excess of that

charged and after deducting other concessions.

59 This company created a deferred tax credit in 1971.

In the following year it was stated that :
"Because of the existence of losses in the
Group which will be available to offset
against future income for taxation purposes,
it is not necessary to provide for deferred
tax, which would otherwise have been $42,282
and the further provision of $55,164 last
year is no longer required."

A further loss for tax purposes was incurred in

1973.

65 During 1972 this company took delivery of a new
vessel costing in excess of $3 millions. Deprecia-

tion on the vessel was charged at the rate of five
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65
(cont.)

66

67

69
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per cent on the straight-line method. A deferred
tax account was established "... for the taxation
payable in the future.on depreciation which at that
time will not be deductible for taxation purposes."
As taxation deductions of about $1 million resulted
in a tax loss, the deferred tax credit was reduced
by the tax benefit expected from carrying the loss

forward.

Income tax allocation does not arise as this
company charges and claims ordinary depreciation.

Special depreciation is not claimed.

In 1970 the Directors reported that :

"The Company is now writing off in its
accounts depreciation on a substantial
portion of its assets at rates different
from those allowed, and claimed, for taxation
purposes. It will be appreciated that
irrespective of the method used depreciation
cannot exceed 100% of the cost price of any
asset.... It is desirable that profit should
not be affected by taxation higher or lower
than would be expected in relation to the
profit of any particular year due to the
depreciation allowed for taxation purposes
being different from that written off in

the accounts at that time. This will be
achieved by establishing a Provision for
Deferred Taxation."

From 1965 to 1968 notes to the accounts revealed
that some special depreciation was claimed only.
There were no comments on the method of computing
depreciation charges used in 1969 or 1970. In 1872
a note to the balance sheet stated that special
depreciation claimed only in "this and prior years

has reduced taxation by approximately $16,000."
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The 1972 Annual Report included the following note :
"The deferment of taxation amounting to
$14,400 arising from special depreciation
claimed but not written off in prior years
has this year been transferred to a Deferred
Taxation Reserve." (Emphasis added.)

The reserve was created by an appropriation of

tax-paid profits and was disclosed as a separate

item in the balance sheet. The company made a loss

in 1973 and the reserve (now renamed a provision)

was credited to the appropriation'account.

In Appendix D it was stated that this company
charged depreciation in excess of that claimed on
plant and machinery and/or buildings from 1960 until
1972. There is no evidence that a deferred tax

debit was created.

This company reported a loss in its first two profit
and loss accounts. Ordinary depreciation was
charged and special depreciation was claimed only.
In 1966 it was stated :
"Provision is ... made in the Accounts for
a Deferred Taxation Reserve of $880,000
representing the taxation benefit in the
current year arising from the allowance for
tax purposes of special depreciation which
has not been written off in the Company's
books." (Emphasis added.)
The purpose of the reserve was "... to ensure that
an adequate amount is set aside for tax payable in
the future". Although the company referred to
deferred taxation as a reserve, this account was
disclosed in the balance sheet as a separate item.

By 1968 the reserve amounted to $1.1 millions oOr

6.8 per cent of shareholders' equity.
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Since then depreciation charged has exceeded
depreciation claimed.
In 1970 the company stated that the effect of the

above procedure was :

"...to spread the tax benefits received
from the ability to deduct depreciation
at accelerated levels in the early years
more evenly over the useful life of the
assets.

The accumulated reduction in the
Company's past annual tax liabilities
by reason of special depreciation is
$696,000. This amount is held in a
special reserve account, previously called
Reserve for Deferred Taxation and now
retitled Tax Equalisation Reserve. This
reserve will continue to be used as
required to spread the incidence of
taxation more equitably over future
years and in the opinion of the Directors
the reserve is properly included in
Shareholders' Funds." (Emphasis added.).

This method of balance sheet presentation was not
supported by the company's auditors :
"Deferred Taxation of $696,000 ... included
in Shareholders' Funds as Taxation Equalisation
Reserve should, in our opinion, be classified
as a provision and be excluded from Share-
holders' Funds. Subject to this remark the
accounts ... comply with the Companies Act
1955 and give a true and fair view of the
state of affairs and profit of the Company."
In 1972 and 1973 the Annual Report contained a similar

presentation, note and qualified audit report.

This company has substantial accumulated tax losses.
The future benefit of these is not recognised and a
provision for deferred tax on depreciation claimed

only is not provided.

In 1970 income tax allocation may not have applied

as depreciation charged in excess of that claimed
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appears to be depreciation computed on the excess

of replacement cost over historic cost. Since 1971
depreciation computed on historic cost has been
charged in the profit and loss account and deprecia-
tion computed on the excess of replacement cost over
historic cost has been debited in the appropriation
account. As the former has exceeded the amount of
depreciation claimed, a deferred tax debit would
have been provided if tax allocation had been

adopted.,

From 1966 to 1970 this company appears to have
charged more depreciation than that claimed. In
1971 the straight-line method was adopted and less
depreciation was charged than that claimed. There
is no evidence that income tax allocation was

adopted during 1966 to 1973.

From 1966 to 1969 this company charged ordinary
depreciation and claimed ordinary and special
depreciation. A deferred tax credit was not provided.
In 1970 the company altered its method of computing
depreciation charges. The new method was not clearly
disclosed. The Directors' Report stated :

"While there was no Tax liability ... due

to Export Incentives, Special Depreciation

Allowance and other concessions, we have

provided $40,000 towards equalisation of

Taxation requirements in any future year

when the then current allowances may be

insufficient to offset Taxation due."

The Provision for Tax Equalisation was deducted

in the profit and loss account to arrive at Net
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88 Profit of Group after Providing for Tax Equalisation.
(cont.)
In the balance sheet the amount was included in
shareholders' funds. 1In 1970 and 1971 the accounts
contained the following note :
"Income Tax Equalisation - This represents
an amount transferred from Profit and Loss
Account to "equalise" the effect of normal
income tax in future years when special
allowances and incentives may not be
available to the same extent."
In 1972 it was stated that income tax equalisation
account had not been increased as :
"... increased Taxation incentives announced
by the Govermment during 1972 will increase
the carry forward already available to the
Company."
Similarly, in 1973 depreciation amounting to
$137,283 was claimed in excess of that charged and
no transfer was made to income tax equalisation
account.
As income tax equalisation account is included in
shareholders' funds and as the amount transferred to
that account is not directly related to the amount
of the tax saving arising from special depreciation,
the above practice barely qualifies as income tax
allocation. As the company has not provided for
current income tax since 1968 and as the amount and
nature of the tax loss carried forward is not
disclosed, the amount at which deferred tax provision
would normally be stated is unknown.
95 In 1971 the company made a loss and charged more

depreciation than that permitted for taxation

purposes. It appears that the relevant amount related
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to depreciation on the excess of the revalued
amount of plant and machinery over the historic

cost of assets of that class. In 1972 tax was not
payable as a result of depreciation claimed only,
investment allowance and tax loss carried forward
from 1971. An income tax allocation provision was
established. 1In 1973 the company was taken over.
From 1963 to 1972 this pulp and paper company
charged ordinary depreciation and claimed ordinary
and special depreciation. A deferred tax credit was
not provided. Having regard to the views on
accounting for income tax allocation during the
period from the 1963-64 income year to the 1968-69
year of Professor Schmitt (who was managing directér
of this company from 1963 to 1968) it is interesting
to speculate that the net tax-paid charge for
depreciation was planned.® Prior to the 1968-69
income year this approach had considerable validity
and did not imply complete rejection of income tax
allocation. 1In 1973 the depreciation charge on
major new items of plant and machinery was computed
on the straight-line method. A deferred tax credit
was established for ordinary and special deprecia- .
tion claimed but not charged, including that claimed
on assets acquired prior to 1973. If the

directorate is now of the opinion that deferred tax

¢ Professor Schmitt's views on income tax allocation in
respect of differences between depreciation charged and
claimed from 1963-64 and 1968-69 are described in Chapter VI.
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should be provided'in respect of depreciation
claimed only, it would appear that a provision
should have been made in respect of the accumulated
depreciation claimed but not charged. On this
basis shareholders' equity would appear to be over-
stated by $3.2 millions or about five per cent.

The directorate, however, may be of the opinion
that accumulated depreciation is excessive. In
this case, the accumulated depreciation charge
should be recalculated. It is interesting to
speculate whether the company will extend the
adoption of the straight-line method to all major
assets in 1974 and will restate the accumulated

charge on the new method.

In 1968 and 1969 significant losses were incurred
by a new fixed-capital intensive project. Losses
from these years, together with investment allow-
ance, export incentives and depreciation claimed
only eliminéted the need for current tax provision
from 1970 to 1973.
A note to the 1971 Annual Report stated that :
"The provision for deferred tax records
the deferred liability which results from
adopting the straight-line method of
depreciating certain manufacturing assets."
This provision, which was immaterial in relation to
total liabilities, was created by an appropriation

of tax-paid profits. In the following year, the

provision was credited to the appropriation account.
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107 Depreciation was not charged on certain assets
from 1970 to 1973. It is not clear whether

depreciation was claimed on those assets.
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APPENDIX H
RECOMMENDATIONS ON THE ACCOUNTING TREATMENT
OF INVESTMENT CREDITS AND CASH GRANTS

In this appendix, recommendations on the accounting
treatment of investment credits and cash grants for financial
reporting purposes are summarised. Special_emphasis is given
to the Accounting Principles Board's efforts to secure
agreement on the treatment of investment credit.! The
Opinions of this Board influenced Tentative Statements on
Accounting Practice prepared for the Board of Research and
Publications of the New Zealand Society of Accountants.

(a) American Institute of Certified Public Accountants

The Revenue Act of 1962 provided. for an investment

credit of up to seven per cent of the cost of certain new and
used fixed assets placed in service after 31 December, 1961.2
For taxation purposes, depreciation claims were to be
computed on the cost of qualifying assets net of investment
credit. This provision was deleted in 1964. The investment
credit was suspended from 10 October, 1966 to 31 December,
1967 and was terminated on 18 April, 1969. It was

re-introduced by the Revenue Act of 1971.

Accounting for investment credits has been a controversial
subject. In 1962 the Accounting Principles Board considered

the substance of investment credit and concluded that it was :

! The Accounting Principles Board was formed by the American
Institute of Certified Public Accountants in 1959.

2 The main provisions of the relevant legislation were
summarised by Kenneth B. Berg and Fred J. Mueller,
"Accounting for Investment Credits", The Accounting Review,
38 (1963), 554-6.
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"... an administrative procedure to permit the
taxpayer to withhold the cash equivalence of the
credit from taxes otherwise payable and. that it
was not an element entering into the computation
of taxes related to the income of the period."?3

This view was based, in the Board's Opinion, on two points :
"First, ... earnings arise from the use of
facilities, not from their acquisition. Second,

the ultimate realization of the credit is
contingent to some degree on future developments.

n bk
The Opinion went on to state that :

"We conclude that the allowable investment credit

should be reflected in net income over the

productive life of acquired property and not in

the year in which it is placed in service."’

This conclusion was adopted by a fourteen-to-six vote,
which just achieved the two-thirds minimum. Moreover, the
eight major firms of chartered accountants split four-to-four.
Three of the dissenting firms made it known that they would

not expect their clients to abide by Opinion No.2.°

In January, 1963 the Securities and Exchange Commission
announced that it would accept either the method recommended

in Opinion No.2 or the crediting of the full benefit of the

credit to income tax expense in the year in which it was
claimed.’

The Accounting Principles Board issued an amended

% American Institute of Certified Public Accountants,
Accounting Principles Board, "Accounting for the Investment
Credit", Opinion No.2, American Institute of Certified
Public Accountants, New York, 1962, 6, par.8.

*ipid., 7, par.l2.
5ibid., 7, par.l3.

6 Thomas F. Keller and Stephen A. Zeff, "The Investment Tax
Credit", in Thomas F. Keller and Stephen A. Zeff (eds.)
Financial Accounting Theory II : Issues and Controversies,
McGraw-Hill, New York, 1969, 418. i

! loo.cit.
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Opinion in March, 1964.%® By this time, the credit did not
reduce the basis on which depreciation claims were computed.
The revised Opinion stated that

"... the authority of the Opinions of this Board
rests upon their general acceptability. The Board,
in the light of events and developments accruing
since the issuance of Opinion No.2, has determined
that its conclusions as there expressed have not
attained the degree of acceptability which it
believes is necessary to make the opinion effective."?®

The Board was of the view that the amendment referred to
above did "not change the essential nature of the credit"!?
and that :
"... while the method of accounting for the invest-
ment credit recommended in ... Opinion No.2 should
be considered to be preferable, the alternative
method of treating the credit as a reduction of
Federal income taxes of the Year in which the credit
arises is also acceptable.™!
This Opinion did little to meet one of the aims of the
Accounting Principles Board, which was to "narrow the areés\

of difference and inconsistency in practice".!? Maurice

Moonitz, in dissenting from the conclusion of Opinion No.4,

wrote that :

"... while it is conceivable that the tax reduction
method may be right, or that cost reduction may be
right, or that both are wrong and some other
unspecified possibility right, the investment
credit cannot be two different things at one and

8American Institute of Certified Public Accountants,
Accounting Principles Board, "Accounting for the 'Investment
Credit'", Opinion No.4, American Institute of Certified
Public Accountants, New York, 1964,

’ibid., 22, par.9.
19ipid., 22, par.8.
1ibid., 22, par.l0.
125ee Reed K. Storey, The Search for Accounting Principles :

Today's Problems in Perspective, American Institute of
Certified Public Accountants, New York, 1964, 55.
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the same time."?!?

In 1967 the Accounting Principles Board prepared a new
exposure draft on accounting for taxes.'* In this draft it
was stated that the Board "has concluded that the circum-
stances surrounding the investment credit do not justify
alternative treatments".!® The Board's draft recommendation

was similar to the recommendation contained in Opinion No.2.

An Assistant Secretary to the Treasury (Tax Policy) was one
of the many people who made submissions opposing the draft
recommendation.!® He argued that the investment credit was
intended to be a selective reduction in the effective rate
of income tax!” and that :

"... a mandate to defer the benefit arising from

the investment credit could well blunt its

effectiveness as an incentive to modernization

and expansion."!®
This exposure draft was withdrawn.

When the re-introduction of investment credit was being
considered in 1971, the Accounting Principles Board issued a

further exposure draft.!®? The draft recommendation again

required that the investment credit be reflected in income

13Ame:ican Institute of Certified Public Accountants,
Accounting Principles Board, Accounting for the 'Investment
Credit'", Opinion No.4, op.cit., 24.

1% Thomas F. Keller and Stephen A. Zeff, op.cit., 419.
15 loc.cit.

16 Letter from Stanley S. Surrey to Accounting Principles
Board, reprinted in Thomas F. Keller and Stephen A. Zeff

(eds.), op.cit., 447-9.
17 ipid., 447.
18 ipid., 449.

1% Gilbert Simonetti Jr., "Taxation : Accounting for the
Investment Credit", The Journal of Accountancy, 133(1972),

154
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over the life of the relevant assets.?? The Acting Secretary
of the Treasury wrote to the Chairman of the Senate Finance
Committee stating that :

"The Treasury Department's overriding interest in
seeking the credit is to create jobs both in the
short run and the long run by stimulating the
purchase of new machinery and equipment .... The
vast majority of companies ... reflect the benefit
of the credit immediately in earnings. It seems
self evident that these businessmen will have less
motivation to purchase new equipment if the benefits
of the credit are not reflected in operating results
when realized, as they have been in the past ....

Accordingly, since any change in the
pre-existing well~established financial accountlng
practice might operate to diminish the job-creating
effect of the credit, the Treasury Department
strongly supports a continuation of the optional
treatment ....

If it is concluded that the desired objective -
optional treatment for accounting purposes - cannot
be achieved by committee report language, then the
Treasury Department will support a legislative
resolution of this matter." ?!

An amendment was made to the Revenue Bill which provided that :
"... no taxpayer shall be required to use any
particular method of accounting for investment
credit."??
Moreover, the method used after the date of the Act was
required to be consistently applied. It was necessary to
seek permission from the Secretary of the Treasury before
changing the method used in accounting for investment credit.??
Following the above amendment, the Accounting Principles

Board withdrew its exposure draft and expressed its strong

opposition to the determination of accounting principles by

20 joc.cit.

2l letter from Charles E. Walker to Russell B. Long, Chairman
of the Senate Finance Committee, quoted by Gilbert Simonetti,

op.cit., 76.
22 Gilbert Simonetti Jr., op.cit., 77.

23loc.cit. The Act also required disclosure of the method
of accounting for investment credit.
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the 1egislature.25

The present position permits companies to
account for investment credit by the method adopted prior to
10 December, 1971.

(b) Institute of Chartered Accountants in England and Wales

In 1966 a system of cash grants was introduced in place
of initial and investment allowances.?® The relevant
provisions provided that depreciation claims (capital cost
allowances) were to be computed on the cost of the relevant
assets net of the grants. In certain circumstances the
grants were. repayable at a later date. In 1967, the Council
of the Institute recommended that :

"(a) Grants should be applied in reduction of the
purchase price of the assets to which they
relate, with a consequential reduction in the
amounts charged to revenue by way of deprecia-
tion of the assets or writing off the relevant
expenditure. If the amount of the grants is
material, the description of the amount at
which the assets are shown in the balance

, sheet should make it clear that the grants
have been deducted, or

(b) Assets should be shown in the balance sheet
at cost before deduction of grant and the
grants shown in the liabilities section,
separate from capital and reserves, as a
deferred credit pending transfer to profit
and loss account at a rate consistent with
that at which the relevant depreciation charge
is computed." ?®

The statement also stated that other methods, although not

2% ipbid., 76.

25Great Britain Department of Economic Affairs, Investment
Incentives, Cmnd.2874, H.M.S.0., London, 1966. The grant
system was replaced in 1970 by a first year capital cost
allowance scheme. See Great Britain Department of Economic
Affairs, Investment Incentives, Cmnd.4516, H.M.S.0O.,
London, 1970. '

26 Institute of Chartered Accountants in England and Wales,
"Recommendation -on Accounting Principles No.24 : Accounting
Treatment of Investment Grants", in Thomas F. Keller and
Stephen A. Zeff (eds.), op.cit., 451.
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preferred, would not necessarily impair the presentation of
a true and fair view provided that the method adopted was
adequately disclosed. 27
In 1973 an exposure draft on accounting for regional
development grants was published.?® It proposed that :
"Grants relating to fixed assets under the Industry
Act 1972 should initially be treated as deferred
credits pending transfer to profit and loss account
on a basis which fairly reflects the benefit over

the expected useful life of the asset."??

(c) Institute of Chartered Accountants of Scotland

In a paper prepared by the Research and Publications
Committee it was recommended that the 1966 cash grants should
be accounted for by the following method :

"The transfer of the grant to capital reserve (less

a proportion transferred to taxation equalisation

account and brought back to profit and loss account

over the life of the asset as an offset against the
extra tax suffered by reason of the reduced writing
down allowances."?’
The committee was of the opinion that the grant should not
be reflected in the profit and loss statement at any time?3!
as :
"A side-effect of this may be that the benefit of

the investment grant is being passed on to the
shareholders by way of dividend or to the consumer

27 loc.cit.
2aThesevgrants were authorised by the Industry Act 1972.

?® Institute of Chartered Accountants England and Wales,
Accounting Standards Steering Committee, "The Accounting
Treatment of Grants under the Industry Act 1972 : ED9",
Accountancy, .84(1973), 10.

30 rnstitute of Chartered Accountants of Scotland, Research
and Publications Committee, "Accounting for Investment
Grants", in Thomas F. Keller and Stephen A. Zeff (eds.),

op.cit., 455.

%1 Except for the amount transferred to taxation equalisation
account.



47

as a subsidy to him in the form of lower prices,

thus vitiating the purpose of the grant to

stimulate investment."32
The above paper contrasts with that of the Institute of
Chartered Accountants in England and Wales. However, the
Scottish Institute and the Institute of Chartered Accountants

in England and Wales published the same exposure draft on the

treatment of grants authorised by the Industry Act 1972.332

(a) Canadian Institute of Chartered Accountants

Recommendations of the Accounting and Auditing Research
Committee of the above institute provide for alternative
treatment depending on whether the availability of the
relevant Government grant is, or is not, a "determining
influence" in a decision to locate in a particular area, to
undertake a particular project or to acgquire a particular
fixed asset.® If the "determining influence" criterion is
met, then the grant should be deducted from the cost of the
relevant asset or assets. If the criterion is not met, the

grant is credited to a reserve account.?3’

32joc.cit.

33 5ee Institute of Chartered Accountants of Scotland,
Research and Publications Committee, "The Accounting
Treatment of Grants under the Industry Act 1972 : ED9",
The Accountants' Magazine, 77(1973), 132-3.

3% A. Berkshire and C.W. Hayward, "Government Grants :
Windfalls, Subsidies or Income?", The Canadian Chartered
Accountant, 103(1973), 40.

35 1oc.cit.
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APPENDIX I
INVESTMENT ALLOWANCES

INTRODUCTION

In addition to depreciation concessions, taxpayers have
been entitled to claim an investment allowance on certain
assets at various times since 1963. The following note
summarises the history of investment allowances in New
Zealand.

Certain assets used on the West Coast of the South Iéland
have qualified for an investment allowance on different
conditions from those applicable elsewhere.. To distinguish
between the West Coast investment allowance and fhe.general
investment allowance, the former is referred to as. the "West
Coast allowance" and the latter is termed "investment

allowance". These allowances are discussed separately.

- d INVESTMENT ALLOWANCE

As part of the 1963 Budget proposals, an investmenﬁ
allowance of ten per cent on the cost of a wide range of new
agricultural and manufacturing plant, machinery or equipment
was introduced.! The legislation, which was complex, provided
for a deduction in the year in which the qualifying asset was
first E§g§,z Assets "first received or taken" into the

premises of the taxpayer at which they were first used on,

lHon. H.R. Lake, "Financial Statement", Appendix to ‘the
Journals of the House of Representatives, 1963, 1, B-6,
10. For this purpose "new" "means not having previously
been either used by any person or acquired or held by any
person for use by that person". See Land and Income Tax
Amendment Act (No.2) 1963, ss.ll and 12.

2Land and Income Tax Amendment Act (No.2) 1963, ss.ll and 12.
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or after, 1 August, 1963 qualify for the allowance.! Qualifying
assets which were used in part to produce exempt income
qualified for a lesser deduction at the discretion of the
Commissioner.® The deduction was granted to the owner of
qualifying assets and was in addition to ordinary and special
depreciation. In effect taxpayers were entitled to claim one
hundred and ten per cent of the cost of a qualifying asset

over its life. The investment allowance was not recoverable

on the sale of a qualifying asset and taxpayers were not
required to deduct the allowance from the cost of the -

relevant asset.

The objective of the investment allowance was to
encourage investment and thereby increase production.S®

In 1965 -<dinvestment allowance was extended to plant
and machinery owned by a taxpayer and used for the purpose of
carrying on a fishing business.® Qualifying expenditure
included costs of a capital nature incurred in making
structural alterations to any boat used, or to be used, for
fishing purposes. Plant and machinery acquired or constructed
by the taxpayer on, or after, 1 April, 1964 qualified for the
allowance.

In the 1965 Budget, the Minister of Finance stated that

the investment allowance and other incentives designed to

3loc.cit. Special provisions applied in the case of plant
and machinery manufactured by the person who first used that
plant and machinery.

*loc.cit.

*Hon. H.R. Lake, "Financial Statement", Appendix to the
Journals of the House of Representatives, 1965, 1, B-6, 6.

® Land and Income Tax Amendment Act 1965, s.21.
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encourage increased production and exports "continued to
have most encouraging results".’ In the 1966 Financial
Statement the Minister stated :

"The purpose of the ... investment allowance ...

has been primarily to stimulate the installation

of new plant and equipment. Because of the

necessity to limit imports of these items in

present circumstances, it has been decided to

suspend the investment allowance ...."®%

The Minister expressed the hope that the allowance would be
re-introduced in 1967.° The investment allowance was
granted on qualifying items acquired under a binding contract
completed on, or before, 16 June, 1966.%'°

It was not until 1970 that the allowance was
re—-introduced. The purpose of the allowance was stated to
be to encourage :

*... manufacturers to invest in up-to-date

machinery and equipment, and to permit greater

capital intensification to help remove the

constraint imposed by the overall shortage of

labour." !

The legislation was similar to that authorising the

12 New plant and machinery used in

earlier allowance.
agricultural, manufacturing or fishing activities qualified
for a ten per cent deduction. The allowance applied to

qualifying assets acquired and first used on, or after,

"H.R. Lake, 1965, op.cit., 6.

® H.R. Lake, "Financial Statement", Appendix to the Journals
of the House of Representatives, 1966, 1, B-6, 4.

9 ;
loc.cit.
1°loc.cit.

'! Hon. R.D. Muldoon, "Financial Statement", Appendix to the
Journals of the House of Representatives, 1970, 1, B-6, 14.

'2 Land and Income Tax Amendment Act 1970, ss.22,23 and 25.
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26 June, 1970.

The legislation authorising the investment allowance was
amended in 1971 to permit that allowance to continue after
the terminating date for qualifying assets forming part of
an approved development plan.13

In 1972 the investment allowance was substantially
expanded. The Minister stated :

"... one of the major objectives of this Budget

is to stimulate economic activity ... improved

productivity in activities not now covered by the -

investment allowance should be given encouragement."”
All new assets, other than buildings, qualifying for special
depreciation, acquired pursuant to a contract, development
plan or similar schemre entered into on, or after, 23 June,
1972 qualified for an allowance of twenty per cent.!® New
plant and machinery which qualified for special depreciation
and which was acquired on, or after, 1 April, 1972 and before
23 June, 1972 qualified for a ten per cent allowance. '®

In extending the investment allowance the Minister of
Finance went on to :

"... stress that the government regards the

investment allowance as an instrument designed

to stimulate investment .... It should not be

regarded as a permanent feature of the tax system,

but rather as one likely to be varied, or withdrawn
as economic conditions dictate.

Manufacturers and others should therefore
plan on the assumption that investment allowance

13 1and and Income Tax Amendment Act 1971, s.6(3).

'* Hon. R.D. Muldoon, "Financial Statement", Appendix to the
Journal of the House of Representatives, 1972, 1, B-6, 44.

!5 tand and Income Tax Amendment Act (No.2) 1972, s.14(7).
Note that this Act merged the legislative provisions relating
to the investment allowance applicable to agricultural,
manufacturing and fishing activities.

16 .
loc.cit.
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will not be extended beyond 31 March, 1974."'7

Although an extension of the twenty per cent investment
allowance to 31 March, 1975 was announced in the 1973 Budget,
the Government stated that the additional ten per cent would
be terminated at that date.'’ In the meantime, more selective
forms of assistance were to be developed.19

In the 1974 Financial Statement it was stated that the
investment allowance, together with certain concessionary
rates of depreciation, are to be replaced by a single first
year depreciation allowance.’’ The new scheme will take

effect from 1 April, 1975.%!

WEST COAST ALLOWANCE

A twenty per cent investment allowance on new plant,
machinery and buildings (including extensions to existing
buildings) used in a re-development project on the West-Coasf
of the South Island was introduced in 1963.22 Although the
allowance was subject to prior approval of the Minister of
Finance, all manufacturing and agricultural activities were
approved for the purposes of the allowance.?? The deduction

was in addition to depreciation allowances and an alternative

'"Hon. R.D. Muldoon, 1972, op.cit., 45.

‘*Hon. W.E. Rowling, Financial Statement, Government Printer,
Wellington, 1973, 15.

19 w
loc.cit.

20Hon. W.E. Rowling, Financial Statement, Government Printer,
Wellington, 1974, 11.

1
z loc.cit.
22 _
Hon. H.R. Lake, op.cit., 10.

*This means that non-manufacturing and non-agricultural
activitiesrequired approval. Note also that the amount of

qualifying expenditure on buildings also requires approval.
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to the investment allowance discussed above.

New plant and machinery and buildings acquired, installed,
erected or extended on or after 11 July, 1963 qualified for
the allowance.?* The aim of the incentive was to attract :

"... new industry to the area and generally
encourage a more viable economic structure.

" 25

In the following year, the allowance was extended to
cover second-hand assets acquired or installed on, or after,
1l April, 1964, provided that the allowance had not been
previously claimed in respect of the asset by any taxpayer. 26

From 17 June, 1966, the allowance was continued at the
reduced rate of ten per cent in the case of plant and
machinery, other than wherea binding contract was completed
on, or before, 16 June, 1966. 27

Section 117C, which authorised the West Coast allowance,
was amended in 1967 to permit that allowance to continue were
a development plan was approved prior to its terminating
date. ?®

In 1969 the rate on plant and machinery was increased
to twenty per cent. The new rate applied to gualifying assets
acquired or installed on, or after, 27 June, 1969, 2°

The allowance was partly merged with the investment
allowance discussed above in 1972. The combined effect.of the

sections was that new plant and machinery qualified for a

2%Tand and Income Tax Amendment Act (No.2) 1963, s.13.

25Hon. H.R. Lake, 1963, op.cit., 10.

26pand and Income Tax Amendment Act 1964, s.33.

?’Land and Income Tax Amendment Act 1966, s.18.

2%Land and Income Tax Amendment Act (No.2) 1967, s.l16.

2°T,and and Income Tax Amendment Act 1969, s.19.
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thifty per cent allowance if it wereacquired or installed
on, or after, 23 June, 1972, except where a binding contract
-was completed, or where a development plan or similar scheme
was approved prior to that date.®?Buildings and second-hand
plant and machinery continued to gqualify for the twenty. per
cent allowance.

In the 1973 Budget, the government announced an
alternative form of selective assistance based on cash grants
and interest-free loans to assist regional development.3!
Consequently, the expiry date for the West Coast allowance
was not extended. This allowance was therefore terminated

on 31 March, 1974.3?

*Land and Income Tax Amendment Act (No.2) 1972, s.l4.

*'Hon. W.E. Rowling, op.cit., 18-20.

32_Land and Income Tax Amendment Act 1973, First Schedule.
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APPENDIX J

MEASURING THE BENEFIT OF SPECIAL
DEPRECIATION AND INVESTMENT ALLOWANCES

Theoretically the benefit to a firm of a concessionary
rate of depreciation or an investment éllowance may be
measured by comparing the net present value of each capital
expenditure proposal with and without the concession. This
is a short-run measure as it assumes no change in the level
of output, availability of finance, payments to factors of
production, - or the price of output.

Although the above approach enables the benefit of the
concession to be measured for a given proposal, it is too
complex to assist in generalising the overall effects of the
concession. First, it is necessary to know the amount and - -
timing of cash inflows and outflows for each proposal.
Secondly, the extent to which a change in net present value
will affect a firm's decision will depend on the magnitude of
nét present value of the proposal prior to the introduction
of the concession.! Thirdly, the timing of tax payments, the
discount rate and, to a lesser extent, the tax rate may. differ
from firm to firm. In the case of the discount rate, this may
also be expected to differ from proposal to proposal.

An alternative approach might be to determine the change
in the internal rate of return resulting from the introduction

of a taxation concession. This approach suffers from the

! Given capital rationing, the acceptance or rejection of a
proposal would also depend on the net present value of competing
proposals.
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conceptual limitations of the internal rate of return method,
which are more serious than those of the net present value
method, and from the defects given above.

For these reasons a perfect measure of the theoretical
effect of special depreciation and the investment allowance
on the decisions of firms in the short run is not possible.

On the other hand, by introducing simplifying assumptions

it is possible to estimate the approximate change in net

present value resulting from.these ingcentives. This may then be
expressed as a percentage of the cost of the qualifying asset
Oor assets.

The after-tax discount rate is a significant variable in
determining the present value of taxation incentives and
concessions. We will assume that this rate is unaffected by
the introduction or withdrawal of special depreciation and
investment allowances.

The "real" benefit of special depreciation and investment
allowances, according to Helliwell, depends on the alternative
use of the firm's funds.? The "indicated" benefit of these
allowances is given by discounting at the target rate of
return. The after-tax discount rates assumed in the following
computations are based on the target rates of return of

companies surveyed.® We will, therefore, be primarily

2 J.F. Helliwell, Taxation and Investment : A Study of
Capital Expenditure Decisions in Large Corporations, Studies
of the Royal Commission on Taxation No. 3, Queen's Printer,
Ottawa, 1966, 151.

' The distinction drawn by Helliwell depends on the approp-
riate discount rate. Thus if fifteen per cent is the
alternative return on funds, a fifteen per cent discount
rate will give the real benefit of the allowance. To the
extent that the target rates used in the computations are
appropriate marginal rates, both the real and indicated
effects of the allowances may be computed.
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concerned with the indicated benefits of these allowances.
The range of discount rates selected are; six, nine, twel&e
and fifteen per cent.

As the activities of public companies are of particular
interest in this study, it seems reasonable to assume that a
forty-five per cent tax rate is applicable. The last day for
the payment of company tax (without incurring a penalty)
depends on the balance date of the company for financial
reporting purposes. Subsisting companies are currently being
converted to the pay-as-you-earn system. When this change
is completed, all companies will pay two instalments during
the year based on estimated income and a terminal adjustment
will be made in the folliowing year.

It is assumed that the qualifying asset is acquired and
first used on, or before, the last day for payment of the
first instalment. This assumption permits companié;”to
include the allowances under study in their estimate of
taxable income. It is further assumed that the benefit from
these deductions is received at the time of the payment of
the first and second instalments. As the first instalment
amounts to one-third of the estimated tax, we may assume that
one-third of the benefit of any deduction is received at the
time of paying that instalment. The remainder of the benefit
from special depreciation and investment allowances is assumed
to be received on the payment of the second instalment. Final
adjustments and the acquisition of a qualifying asset later in
the year are ignored.

To avoid the transitional effects of converting subsisting
companies to the pay-as-you-earn system, it was decided to

compute the benefit of the allowances for the dates for tax

payments which will be applicable in the 1974-75 and subsequent
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income years. The most frequently occurring lag between the
commencement of the financial year and the last day for payment
of the first instalment of tax is three to four months. This
lag applies to companies balancing in January, May, June, July,
October, November and December. The lag between the second
instalment and the commencement of the financial year is about
ten months for companies balancing in the above months, with
the exception of June and October. Companies balancing in
other months have a first lag of between five to seven months
and a second lag of nine months and eleven to thirteen months.
It was decided that a lag of three months for the first instal-
ment and ten months for the second instalment would be represent-—
ative of the dates for tax payments. This avoids the need

to compute the benefit of special depreciation and investment
allowances for companies with differing balance dates. Further-
more, the error introduced by this simplification is relatively
small.*

The life of the asset and the ordinary tax rate of
depreciation are significant variables in calculating the
benefit of special deprecition. As most plant and machinery
has a life of between ten and twenty—five years, a range of
values for the life of the asset starting and ending with
these lives are used. It is assumed that at the end of the
life of the asset, its undepreciated cost is claimed for tax

purposes at the time of the second payment in the final year

* For example, a special depreciation allowance on an asset
having a ten, fifteen, twenty and twenty-five year life, given

a discount rate of six per cent and an ordinary rate of depreciat-
ion of ten per cent would give a benefit of 0.15 per cent, 0.15
per cent, 0.13 per cent and 0.08 per cent respectively less than
that calculated in Table IX-1 if it is assumed that the total
deduction is claimed at the end of each year.
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of the life of the asset.

Items of plant and machinery qualify for ten per cent
depreciation on the diminishing value method. In addition,
assets which are used under abnormal conditions qualify for
higher rates. For the purposes of determining the
approximate change in net present value resulting from special
depreciation allowance, ordinary tax rates of depreciation
of ten and twenty per cent are used. Since the
re-introduction of special depreciation in 1960, the
allowance has been a total of twenty per cent, and from
1 April 1966 that rate has been spread over four years at
ten, five, three and two per cent respectively.® All of the
calculations assume special depreciation at that rate.

The discount rate has been compounded monthly, There
are two reasons for selecting this period. First,: short
term funds may be deposited with financial institutions so
that they are compounded at least monthly. Thus this period
appears to conform with alternatives available to companies.
Secondly, monthly compounding enables the above tax lag to
be conveniently incorporated in the calculations.

The above assumptions have been employed in estimating
the change in present value from the concessions under study.
For this reason,the results are intended to indicate the order
of magnitude only. For different assumptions and values of

the variables, different results would be obtained.

 On assets costing less than $4,000, the claim is allowed
over one or two years. A firm may also claim special deprec-
iation over five years, six, five, four, three and two per
cent respectively. As this alternative involves a lesser
benefit under normal circumstances, it is ignored in the
following calculations.
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APPENDIX K :
RESPONSIVENESS TO THE TIMING EFFECT OF
SPECIAL DEPRECTIATION AND INVESTMENT
ALLOWANCES COMPARED

The purpose of this appendix is to attempt to explain
why four firms were responsive to the timing effect of
investment allowance and not to special depreciation. A wide
range of relationships is studied below.

Special depreciation and investment allowances were
ranked in order of their relative importance by those
companies which answered question twenty-seven. In Exhibit
K-1 the ranking of special depreciation allowance relative
to a ten per cent investment allowance is compared with the
responsiveness of participants to these allowances and to the

EXHIBIT K-1
RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECIATION AND INVESTMENT ALLOWANCES: CLASSIFIED
BY PREFERENCE OF PARTICIPANTS FOR THESE ALLOWANCES

Preferred Allowance

Total
Special Investment
Depreciation Allowance
Responsive to 3 1 4

both Allowances

Responsive to
the Investment 4 0 4
Allowance only

Total 7 1 8

Not analysed: One firm which was responsive to both
allowances and did not answer question twenty-seven.
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investment allowance only.! Three of the four firms which
were responsive to both allowances preferred special depre-
ciation allowance to a ten per cent investment allowance.

It is surprising, however, that the four firms which

answered "Yes" to question 16D and "No" to question 16A(i)
ranked special depreciation allowance ahead of a ten per cent
investment allowance. Two of these firms also ranked special
depreciation allowance ahead of a twenty per cent investmen£
allowance. No reason could be found from the data collected
to explain this apparent inconsistency.?’ The data contained
in Exhibit K-1 does not reveal a statistically significant
relationship (p = 0.5).

To determine whether those firms which were responsive
to investment allowance only account for depreciation for
financial reporting purposes in a significantly different
manner from that of firms which were responsive to both
allowances, Exhibit K-2 was prepared. Firms which charge
and claim ordinary and special tax rates of depreciation
on plant and machinery are compared with those using other
depreciation methods. Where a firm used a combination of
methods, such that it did not fall into any one group, both
groups were credited with that firm. These results are not

statistically significant (p = 0.51).

!From the 26 June, 1970 to 22 June, 1972 a ten per cent
investment allowance on certain new plant and machinery
was applicable.

?Question twenty-seven was one of the least satisfactorily
answered guestion.
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EXHIBIT K-2

RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECIATION AND INVESTMENT ALLOWANCES:

CLASSIFIED

BY THE METHOD OF ACCOUNTING FOR DEPRECIATION

Method of Accounting
. for Depreciation

Total
Claim and Charge
Ordinary & Special Other
Depreciation
Responsive to
both Allowances 4 3 7
Responsive to »
Investment 2 2 4
Allowance only
Total 6 5 11

Number analysed:

Nine firms.

EXHIBIT K-3

RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECIATION AND INVESTMENT ALLOWANCES: CLASSIFIED

BY THE ADEQUACY OF ORDINARY TAX RATES OF DEPRECIATION

Ordinary Tax Rates
of Depreciation Total
At Least
Adequate Inadequate
Responsive to 1 4 5
both Allowances
Responsive to
the Investment 2 2 4
Allowance only
Total 3 6 9
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In Exhibit K-3 the answers given by firms which were
responsive to both allowances or to investment allowance
only are classified by whether ordinary tax rates of
depreciation provide an inadequate or at least an adequate
allowance for fair wear and tear, and for obsolescence, of
plant and machinery (see question 7(a)). The results
disclosed in this exhibit are not statistically significant
(p = 0.41).

The responsiveness of companies to the timing effect
of special depreciation and investmént allowances or the
investment allowance only is compared with the capital
expenditure decision techniques used by these firms in
Exhibit K-4. Nine different techniques were used by the

EXHIBIT K-4
RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECIATION AND INVESTMENT ALLOWANCES: CLASSIFIED
BY CAPITAL EXPENDITURE DECISION TECHNIQUES

Capital Expenditure
Decision Techniques
Total

Discounted

Cash Flow Other

Responsive to 5 6 9
both Allowances

Responsive to
the Investment 3 3 6
Allowance only

Total 6 9 15

Number analysed: Seven firms.

Not analysed: Two firms which were responsive to both
allowances. One did not use any recognised decision
techniques and the other answered the brief questionnaire
only.
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seven firms which are analysed. The responsiveness of
firms to the allowances under study is unrelated to capital
expenditure decision techniques employed (p = 0.46).

The above discussion discloses that within the confines
of data collected in the guestionnaire no statistically
significant reason could be found for the four firms which
were responsive to the investment allowance and not to
special depreciation allowance. In a previous chapter we
saw that a ten per cent investment allowance increased the net
present value of capital expenditure proposals by a larger
amount than a twenty per cent special depreciation allowance.?
The difference was more significant for short-life proposals
and for those qualifying for high rates of ordinary depre-
ciation. The four firms may find that the investment
allowance is of sufficient size to have a marginal influence
whereas special depreciation allowance may have too small
an impact to influence the timing of their capital

expenditure.

iSee pages 207-209.
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APPENDIX L
THE FLEXIBILITY OF CAPITAL EXPENDITURE PLANS

It is of interest to determine whether those firms which
were responsive to special depreciation and investment allow-
ances planned for the purchase of significant items of plant
and machinery for shorter or longer periods than did other
participants. We will also determine whether firms which
- answered "Yes" to gquestions lGA(i)lor 16D advanced or post-
poned the planned purchase of plant and machinery to a
greater extent than did other companies. To investigate these
points, the answers given to questions 16A(i) and 16D will be
classified by the answers given to questions eleven, twelve
and thirteen. The latter group of questions was not included
in the brief questionnaire.

Exhibit L-1 presents the answers to question 16A(i)
classified by the length of forward programme for the
purchase of significant items of plant and machinery. Of
the five participants which were responsive to special
depreciation, one did not answer qﬁestion eleven on the
length of its forward programme and a second completed the
brief questionnaire which did not include an equivalent
guestion. Because of the small expected frequencies the
length of planning was divided into two categories; those
planning for a period of two financial years or less and
those planning for more than two years. The one responsive
firm falling in the first category planned for a period of
one financial year. The results given in the exhibit

disclose no statistically significant relationship
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EXHIBIT L-1
RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL
DEPRECIATION ALLOWANCE: CLASSIFIED BY THE LENGTH
OF FORWARD PROGRAMME FOR THE PURCHASE OF PLANT
AND MACHINERY

Length of Forward Programme
Number of Financial Years Total
Two Years More Than
or Less Two Years
Responsive 1 2 3
Not Responsive 21 20 41
Total 22 22 44

Not analysed: One firm which did not answer question
eleven and nine companies which answered the brief
‘questionnaire only.

EXHIBIT L-2
RESPONSIVENESS TO THE TIMING EFFECT OF INVESTMENT
ALLOWANCE: ' CLASSIFIED BY THE LENGTH OF FORWARD
PROGRAMME FOR THE PURCHASE OF PLANT AND MACHINERY

Length of Forward Programme
Number of Financial Years. Total
™o Years More Than
or Less Two Years

Responsive 3 4 7
Not Responsive 19 17 36
Total 22 21 43

Not analysed: One firm which did not answer question
eleven and nine companies which answered the brief
questionnaire only.
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(p > 0.05).! A similar analysis for the investment allow-
ance reveals a similar result (see Exhibit L-2). 2

Question twelve requested companies to indicate whether
the planned purchase of any significant items of plant and
machinery had been postponed in the five year period ended
31 December, 1971 or nearest balance date. The answers to
this question are related to the responsiveness of firms to
special depreciation allowance in Exhibit L-3. The
responsiveness of firms to this allowance is independent of
whether the planned purchase of plant and machinery was
postponed during the relevant period.?

EXHIBIT L-3
RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECIATION: CLASSIFIED BY THE POSTPONEMENT OF
THE PLANNED PURCHASE OF PLANT AND MACHINERY

Postponed Planned | Did not Postpone
Purchase of Plant | Planned Purchase |Total
and Machinery of Plant and
Machinery
Responsive 2 2- 4
Not Responsive 28 12 40
Total 30 14 44

Not analysed: One firm which did not answer question 12(a)
and nine companies which completed the brief questionnaire
only.

The two firms which were responsive to the timing effect

1%2 (corrected) equals zero, df. equals one.

2

2X“ (corrected) equals zero, df. equals one.

3X2 (corrected) equals 0.04, df. eguals one.
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of special depreciation and postponed the planned purchase
of plant and machinery did so as a result of a revised and
less favourable assessment of demand for, and the profit-
ability of, the planned output (see question 12(b)).

An analysis of the responsiveness of firms to the timing
effect of the investment allowance, classified by whether the
planned purchase of significant items of plant and machinery
was postponed is presented in Exhibit L-4.  As with the
analysis for special depreciation, differences revealed by
this exhibit relate to chance.* Two of the four firms which
were responsive to the timing effect of the investment allow-
ance and postponed the planned purchase of plant and
machinery did so for the reason given in the discussion of

special depreciation allowance. One other firm answered

: EXHIBIT L-4
RESPONSIVENESS TO THE TIMING EFFECT OF INVESTMENT
ALLOWANCE: CLASSIFIED BY THE POSTPONEMENT OF THE

PLANNED PURCHASE OF PLANT AND MACHINERY

Postponed Planned | Did not Postpone
Purchase of Plant | Planned Purchase [Total
and Machinery of Plant and
Machinery
Responsive 4 3 7
Not Responsive 25 iy 36
Total 25 14 43

Not analysed:

~one firm which did not answer question 16D and nine
companies which completed the brief questionnaire only.

One firm which did not answer question 12(a),

4X2

(corrected) equals 0.03, df. equals one.
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that difficulties in obtaining finance from external sources
resulted in the postponement of the planned purchase of
plant and machinery. The fourth firm gave three reasons;

an insufficient generation of internal sources of finance,

a less favourable assessment of demand for, and profitability
of, the planned output and changing processing methods in the
particular industry.

Question fourteen requested firms to indicate whether
the planned purchase of plant and machinery had been brought
forward during the five year period ended 31 December, 1971
or nearest balance date. Three firms which advanced the
planned purchase of plant and machinery answered that such
assets were acquired at an earlier date than if special
depreciation had not been available (see Exhibit L-5). This
compared with one firm which did not advance the purchase of
plant and machinery but answered "Yes" to question 16A(i).

EXHIBIT L-5
RESPONSIVENESS TO THE TIMING EFFECT OF SPECIAL

DEPRECTATION: CLASSIFIED BY THE ADVANCEMENT OF
THE PLANNED PURCHASE OF PLANT AND MACHINERY

Advanced Planned Did not Advance
Purchase of Plant |Planned Purchase | Total
and Machinery of Plant and
- Machinery
Responsive 3 1 4
Not Responsive 21 18 39
Total 24 19 43

Not analysed: Two firms which did not answer question 14(a)
and nine companies which completed the brief questionnaire
only.
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The differences disclosed in Exhibit [-5 relate to chance.

Two of the three companies which advanced the planned
purchase of plant and machinery did so as a result of a
revised assessment of demand for, and the profitability of,
the planned output. One other firm advanced the planned
purchase of plant and machinery as internally generated
sources of finance were available.

Of the eight firms which were responsive to the timing
effect of investment allowance and which answered question
fourteen, four advanced the planned purchase of plant and
machinery (see Exhibit L-6). The results disclosed by this
exhibit are not statistically significant.®

EXHIBIT L-6
RESPONSIVENESS TO THE TIMING EFFECT OF INVESTMENT

ALLOWANCE: CLASSIFIED BY THE ADVANCEMENT OI' THE
PLANNED PURCHASE OF PLANT AND MACHINERY

Advanced Planned Did not Advance
Purchase of Plant | Planned Purchase | Total
and Machinery of Plant and
Machinery
Responsive 4 4 8
Not Responsive 20 14 34
Total 24 18 42

Not analysed: Two firms which did not answer question 14(a)
and nine companies which compléeted the brief questionnaire
only.

As three of the firms were the same as those which were

responsive to special depreciation allowance and advanced

S

6

X2 (corrected) equals 0.09, df. equals one.

2

X” (corrected) equals zero, df. equals one.
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the planned purchase of plant and machinery, the reasons
given above also apply. In addition, one further firm
answered that the availability of external finance, a
revised assessment of demand and profitability and changes
in the investment allowance resulted in the advancement
of the planned purchase of plant and machinery.

Although two firms answered in question fourteen that
investment allowance had resulted in the acquisition of
plant and machinery at an earlier time than planned, one
of these companies answered that the planned purchase of
new plant and machinery was not brought forward as a result
of the re-introduction of the investment allowance in 1970
(see question twenty=-one). This company also answered "No"
to question 16D. The second firm gave the opposite answer
to these questions. Both companies were not responsive to.
the suspension or abolition of investment allowance (see
questions seventeen and eighteen) )

The above discussion reveals no statistically
significant relationships between the answers given to
questions 16A(i) and 16D and the length of forward
programme for the planned purchaserof plant and machinery
or the extent to which items in such plans were postponed

or advanced.

7 Questions seventeen and eighteen are discussed in
Chapter XII.
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APPENDIX M
ESTIMATING NET OUTPUT FORGONE AS A RESULT OF
DELAYING OR ABANDONING CAPITAL'EXPENDITURE
PROJECTS FOLLOWING THE SUSPENSION OR ABOLITION
OF INVESTMENT ALLOWANCE

In this appendix a method is suggested which might be
used to estimate the amount of net output forgone if capital
expenditure projects were delayed or abandoned following the
suspension or abolition of investment allowance. The
suggested approach is applied to provide a first estimate
of net output (net value added) which would have been forgone
in 1971 if participants delayed or abandoned capital expend-
iture project approvals as indicated by their answers to
questions 17(2) and 18(2). Inadequate data severely limits
the reliability of this exercise.

If capital expenditure projects are delayed or abandoned
as a result of the suspension or abolition of investment
allowance, it would be interesting to compare the net output
forgone with the additional taxation arising from the
suspension or abolition of investment allowance. It would
also be interesting to compare net output forgone with the
cost in terms of tax deductions for investment allowance which
would have been incurred if investment allowance could have
been applied only to projects which would have been abandoned
or delayed without that allowance. The net output forgone
should be computed for the entire life of projects which would
be abandoned and for the period during which projects would be

delayed. However, such an exercise is impossible on the basis
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of available data. A less ambitious investigation would be
to estimate net output forgone in the first year in which
the relevant projects would have been abandoned or suspended
and to compare this with the cost in terms of taxation
deductions for investment allowance granted in respect of all
qualifying assets.

A significant problem arises from the need to determine
the amount of net output contributed by capital expenditure
projects which would be delayed or abandoned if investment
allowance were suspended or abolished. It appears reasonable
to compute a marginal capital-output ratio to link capital
expenditure to net output. As projects which would be
influenced by the suspension or abolition of investment
allowance might be expected to be less profitable than projects
which would be undertaken without investment allowance, a
marginal capital-output ratio appears to be appropriate. One
method of computing a marginal capital—-output ratio would be
to determine the change in net output which occurred during
a given year and to ascertain the aggregate amount of capital
expenditure projects first brought into operation in that
year. A disadvantage of this approaéh is that the entire
change in net output is assumed to relate to the new capital
expenditure projects. No allowance is made for changes in
capacity utilisation, the number of establishments surveyed

or inflation.! Despite this disadvantage, the above approach

1Tt may be possible to make some allowance for inflation and
for changes in capacity utilisation on the basis of price
indices and data on hours worked respectively. However,
refinements of this nature are not made as other estimates
are subject to such a wide margin of error that such adjust-
ments would not significantly affect the results given below.
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appears to be the best available.

From the answers given to questions 17A(2) and 18A(2)
it was estimated that the abolition or suspension of invest-
ment allowance would have resulted in a decline in minor
capital expenditure approvals of $1 million and $1.5 millions
respectively in the 1971 year. Three participants would also
have delayed or abandoned major capital expenditure projects.
As these companies were not requested to indicate the value
of the relevant major projects, it is assumed that these
firms delayed or abandoned all of their capital expenditure
projects in 1971. On this basis the value of capital
expenditure projects which would not have been undertaken
in 1971 would have been between $1 million and approximately
$7 millions.

Provisional Industrial Production Statistics for the
1971-72 year indicate that net output increased by $132.8
millions over that of the previous year.? 1In 1971-72 capital
expenditure préjects amounting to $252.2 millions were brought
into operation.?® On this basis each marginal dollar of
capital expenditure resulted in an increase of net output of
about fifty cents in 1971-72. Thus the capital expenditure
projects which would not have been approved by participants
in 1971 had investment allowance been suspended or abandoned
might have contributed between $0.5 millions and $3.5 millions
to net output. This compares with the taxation forgone as a

result of claims for investment allowance by all participants

’Department of Statistics, "Industrial Production 1971/72",
News Release, 73/59, 25 September, 1973.

3loc.cit.
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of about $3.3 millions.

It would be desirable to apply the above suggested method
to capital expenditure which would have been delayed or
abandoned if special depreciation were suspended or abolished.
However, this would raise an additional problem in that the
taxation forgone as a result of claims for special deprecia-
tion is more difficult to estimate.

It should not be necessary to stress that the above
calculation is based on inadequate data and important
assumptions, which might apply in respect of a large cross
' section of industrial activity but may be unreasonable in
respect of a few marginal projects. The above is intended
to illustrate a suggested approach which might provide an

interesting result if suitable data were available.
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APPENDIX N

THE SUSPENSION OR ABOLITION OF SPECIAL DEPRECIATION
OR INVESTMENT ALLOWANCE AND THE FLEXIBILITY OF THE
PLANNED PURCHASE OF PLANT AND MACHINERY

In this appendix the relationship between the responsive-
ness of firms to the suspension or abolition of special
depreciation or investment allowance and the flexibility of
the planned purchase of planﬁ and machinery is examined.!

The four variables investigated are; the length of forward
programme for the planned purchase of significant items of
plant and machinery and the postponement, abandonment and
advancement of the planned purchase of significant items of
plant and machinery.

Firms which have a longer forward programme for the
purchase of significant items of plant and machinery may be
more responsive to taxation incentives and concessions than
those firms which do not have a forward programme or plan for
a short period. The former firms may advance implementation
of the plans in order.to.qualify. for concessions, whereas
firms with no forward programme might be required to develop -
proposals’ from- scratch in order to qualify.

In Exhibits N-1 to N-4 the responsiveness to the
suspension or abolition of special depreciation or investment
allowance is classified by the length of forward programme
for the purchase of significant items of plant and machinery.

The responsiveness of firms which have a forward programme

lThe answers given to questions 17A(1), 17A(2), 18A (1) and
18A(2) are classified by the answers given to questions
eleven to fourteen.
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EXHIBIT N-1
RESPONSIVENESS TO THE SUSPENSION OF SPECIAL DEPRECIATION
ALLOWANCE: CLASSIFIED BY THE LENGTH OF FORWARD PROGRAMME
FOR THE PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Length of Forward Programme
: Total
Not More Than More Than
Two Years Two Years
Responsive 4 2 6
Not Responsive 18 18 36
Total 22 20 42

Not analysed- One firm which did not answer question eleven
and nine participants which completed the brief questlonnalre
only. One of these companies was responsive.

EXHIBIT N-2
- RESPONSIVENESS TO THE SUSPENSION OF INVESTMENT ALLOWANCE:
CLASSIFIED BY THE LENGTH OF FORWARD PROGRAMME FOR THE
PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Length of Forward Programme
Total
Not More Than More Than
Two Years Two Years
Responsive 4 - 2 6
Not Responsive 18 17 35
Total 22 19 41

Not analysed: One firm which did not answer question eleven
and nine participants which completed the brief questionnaire
only. One of these companies was responsive.
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EXHIBIT N-3
RESPONSIVENESS TO THE ABOLITION OF SPECIAL DEPRECIATION
ALLOWANCE: CLASSIFIED BY THE LENGTH OF FORWARD PROGRAMME
FOR THE PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Length of Forward Programme
Total
Not More Than More Than
Two Years Two Years
Responsive 4 1 5
Not Responsive 18 19 37
Total 22 20 42
-

Not analysed: One firm which did not answer question eleven
‘and nine participants which completed the brief questionnaire
only. All of these companies were not responsive.

EXHIBIT N-4
RESPONSIVENESS TO THE ABOLITION OF INVESTMENT ALLOWANCE:
CLASSIFIED BY THE LENGTH OF FORWARD PROGRAMME FOR
THE PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Length of Forward Programme
Total

Not More Than More Than

Two Years Two Years
Responsive = 1l i B
Not Responsive 18 18 36
Total 22 19 41

Not analysed: One firm which did not answer question eleven
and nine participants which completed the brief questionnaire
only. All of these companies were not responsive.



503

covering a period two years or less is compared with that of
firms which have a forward programme covering a period of
more than two years. The data given in the above exhibits
reveals that responsiveness to the suspension or abolition of
the allowances under study is independent of the length of
forward programme for the purchase of significant items of
plant and machinery.?

In the next four exhibits (Exhibits N-5 to N-8)
the responsiveness to the suspension or abolition of special
depreciation or investment allowance is classified by whether
the planned purchase of significant items of plant and
machinery was postponed in the five-year period ended 31
December, 1971 or nearest balance date. Firms which postponed
the planned purchase of such assets in the recent past may be
more responsiye to special depreciation and investment allow-
ances than other firms.

Five of the seven firms which were responsive to the
suspension of special depreciation and investment allowances
answered that they had postponed the planned purchase of plant
and machinery during the relevant period. Three of the five
firms which were responsive to the abolition of these allow-
ances gave a similar answer. These results are not

statistically significant.?®

2For the suspension of special depreciation and investment
allowances X2 (corrected) equals 0.13 and 0.08 respectively.
For the abolition of special depreciation and investment
allowances X2 (corrected) equals 0.74 and 0.59 respectively.
In all cases df. equals one.

For the suspension of special depreciation and investment
allowances X< (corrected) equals 0.07 in both cases. For the
abolition of special depreciation and investment allowances
X4 (corrected) equals zero and 0.0l respectively. In all
cases df. equals one.
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EXHIBIT N-

5

RESPONSIVENESS TO THE SUSPENSION OF SPECIAL DEPRECIATION

ALLOWANCE: CLASSIFIED BY THE POSTPONEMENT OF THE PLANNED

PURCHASE OF PLANT AND MACHINERY

Postponed the
Planned Purchase

Did Not Postpone
the Planned

of Plant and Purchase of Plant Tokadk

Machinery and Machinery
Responsive 5 2 7
Not Responsive 24 11 35
Total 29 13 42

Not analysed:

only.

EXHIBIT N-6

One firm which did not answer question 12(a)
and nine participants which completed the brief questionnaire
All of these firms were not responsive.

RESPONSIVENESS TO THE SUSPENSION OF INVESTMENT ALLOWANCE:

CLASSIFIED BY THE POSTPONEMENT OF THE PLANNED PURCHASE

OF PLANT AND MACHINERY

Postponed the
Planned Purchase

Did Not Postpone
the Planned

of Plant and Purchase of Plant Rexeal

Machinery and Machinery
Responsive 5 2 7
Not Responsive 23 11 34
Total 28 13 41

Not analysed:

only.

One firm which did not answer question 12(a)
and nine participants which completed the brief gquestionnaire
All of these firms were not responsive.
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EXHIBIT N-7
RESPONSIVENESS TO THE ABOLITION OF SPECIAL DEPRECIATION
ALLOWANCE: CLASSIFIED BY THE POSTPONEMENT OF THE PLANNED
PURCHASE OF PLANT AND MACHINERY

Postponed the Did Not Postpone
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 5
Not Responsive 26 11 37
Total 29 13 42

Not analysed: One firm which did not answer question 12(a)
and nine participants which completed the brief questionnaire
only. All of these firms were not responsive.

EXHIBIT N-8
RESPONSIVENESS TO THE ABOLITION OF INVESTMENT ALLOWANCE:
CLASSIFIED BY THE POSTPONEMENT OF THE PLANNED PURCHASE
OF PLANT AND MACHINERY

Postponed the Did Not Postpone
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 , 5
Not Responsive 26 11 37
Total 29 13 42

Not analysed: One firm which did not answer question 12 (a)
and nine participants which completed the brief questionnaire
only. 2All of these firms were not responsive.
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To test whether the responsiveness to the suspension or
abolition of these allowances is related to whether
participants abandoned the planned purchase of significant
items of plant and machinery in the five-year period ended
31lDecember, 1971 or nearest balance date Exhibits N-9 to N-12
were prepared. Three of the thirteen firms which abandoned
the planned purchase of plant and machinery were responsive
to the suspension or abolition of the allowances being
investigated. Firms which abandoned the planned purchase of
plant and machinery were no more responsive to the suspension
or abolition of special depreciation or investment allowance
than were other firms." .

A similar analysis, in which the responsiveness of firms
to the suspension or abolition of special depreciation or
investment allowance is classified by whether the planned
purchase of significant items of plant and machinery was
brought forward in the five years ended 31 December, 1971 or
nearest balance date, is presented in Exhibits N-13 to N-16
As with the above analyses, firms which advanced the planned
purchase of significant items of plant and machinery were no
more responsive to the suspension or abolition of special
depreciation or investment allowance than were other firms.®

From the above investigation, we may conclude that the

responsiveness of firms to the suspension or abolition of

“ For the suspension of special depreciation and investment
allowance X2 (corrected) equals 0.13 and 0.07 respectively.
For the abolition of special depreciation and investment
allowances X2 (corrected) equals 0.09 and 1.08 respectively.
In all cases df. equals one.

5 For the susgension of special depreciation and investment
allowances X4 (corrected) equals zero and for the abolition
of these allowances X2 (corrected) equals 0.16. In all four
cases df. equals one.
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EXHIBIT N-9

RESPONSIVENESS TO THE SUSPENSION OF SPECIAL DEPRECIATION

ALLOWANCE: ' CLASSTIFIED BY THE ABANDONMENT OF THE PLANNED

PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Abandoned the Did Not Abandon
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 4 7
Not Responsive 10 26 36
Total 13 30 43

Not analysed:

guestionnaire only.

Nine companies which answered the brief
All of these firms were not responsive.

EXHIBIT N-10

RESPONSIVENESS TO THE SUSPENSION OF INVESTMENT ALLOWANCE:

CLASSIFIED BY THE ABANDONMENT OF THE PLANNED PURCHASE OF

SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Abandoned the Did Not Abandon
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 4 7
Not Responsive 10 25 35
Total 13 29 42

Not analysed:

questionnaire only.

Nine companies which answered the brief
All of these firms were not responsive.
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EXHIBIT N-11

RESPONSIVENESS TO THE ABOLITION OF SPECIAL DEPRECIATION

ALLOWANCE: CLASSIFIED BY THE ABANDONMENT OF THE PLANNED

PURCHASE OF SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Abandoned the Did Not Abandon
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 2
Not Responsive 10 28 38
Total 13 30 43

Not analysed:

guestionnaire only.

Nine companies which answered the brief
All of these firms were not responsive.

EXHIBIT N-12

RESPONSTVENESS TO THE ABOLITION OF INVESTMENT ALLOWANCE:

CLASSIFIED BY THE ABANDONMENT OF THE PLANNED PURCHASE OF

SIGNIFICANT ITEMS OF PLANT AND MACHINERY

Abandoned the Did Not Abandon
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 5
Not Responsive 10 27 37
Total 13 29 42

Not analysed:

qguestionnaire only.

Nine companies which answered the brief

All of these firms were not responsive.
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EXHIBIT N-13

RESPONSIVENESS TO THE SUSPENSION OF SPECIAL DEPRECIATION

" ALLOWANCE: CLASSIFIED BY THE ADVANCEMENT OF THE PLANNED
PURCHASE OF PLANT AND MACHINERY
Advanced the Did Not Advance
Planned Purchase the Planned Total

of Plant and Purchase of Plant

Machinery and Machinery
Responsive 3 3 6
Not Responsive 19 16 35
Total 22 19 41

Not analysed:

only.

Two firms which did not answer question 1l4(a)
and nine participants which completed the brief questionnaire
One of these firms was responsive.

EXHIBIT N-14
RESPONSIVENESS TO THE SUSPENSION OF INVESTMENT ALLOWANCE:
CLASSIFIED BY THE ADVANCEMENT OF THE PLANNED PURCHASE OF
PLANT AND MACHINERY

Advanced the Did Not Advance
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 < 6
‘Not Responsive 20 14 34
Total 23 17 40

Not analysed:

14 (a) and nine firms which completed the brief

questionnaire only.

Two companies which did not answer question

One of these firms was responsive.
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EXHIBIT N-15

RESPONSIVENESS TO’THE'ABOLITION’OF‘SPECIAL'DEPRECIATION

ALLOWANCE: CLASSIFIED BY THE ADVANCEMENT OF THE PLANNED

PURCHASE OF PLANT AND MACHINERY

Advanced the Did Not Advance
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 5
Not Responsive 19 17 36
Total 22 19 41

Not analysed: Two firms which did not answer question 14 (a)
and nine participants which completed the brief questionnaire
only. All of these firms were not responsive.

EXHIBIT N-16

RESPONSIVENESS TO THE ABOLITION OF INVESTMENT ALLOWANCE:

CLASSIFIED BY THE ADVANCEMENT OF THE PLANNED PURCHASE OF

PLANT AND MACHINERY

Advanced the Did Not Advance
Planned Purchase the Planned Total
of Plant and Purchase of Plant
Machinery and Machinery
Responsive 3 2 5
Not Responsive 20 15 35
Total 23 17 40

Not analysed: Two firms which did not answer question 14 (a)
and nine participants which completed the brief questionnaire
only. All of these firms were not responsive.
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special depreciation or investment allowance is independent
of the length of forward programme for the planned purchase
of significant items of plant and machinery and of whether

the planned purchase of such items was postponed, abandoned

or advanced.
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_APPENDIX O
METHODOLOGY FOR MAIL QUESTIONNAIRE
SURVEY OF PUBLIC COMPANIES

INTRODUCTION

In this appendix the methods employed in conducting
a mail questionnaire survey of certain public companies
are presented. The size and significance of participants
in relation to n6h~participants and to total industrial
activity is also discussed. A copy of the covering letter,
questionnaire, follow-up letter, cover letter for the
brief questionnaire, the brief questionnaire and the
tabulated results are presented as exhibits at the end of
this appendix.

SAMPLE SELECTION

New Zealand domiciled public companies listed on a New
Zealand Stock Exchange and engaged in significant manu-~
facturing and/or transport activities were included in this
survey. Companies not listed on a Stock Exchange were
excluded, as financial information relating to their recent
past is not readily available. The availability of such
information has made it possible to use the same samples
for PART TWO and to cross-check some of the comments drawn
from Annual Reports. Companies engaged in activities other
than those given above did not qualify for special
depreciation and investment allowances. The effect of these
concessions on the capital expenditure decisions of firms
and the methods of accounting for them are of primary

interest in this study. Some difficulty arose in determining
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the extent to which qualifying activities were undertaken
by firms primarily engaged in non-qualifying activities.

As no reliable information is available on this, some
inconsistencies may have arisen. To date, no information
Has come to the attention of the writer suggesting that a
firm was wrongly included or excluded under this criterion.

To eliminate smaller firms which were unimportant in
relation to the larger cémpanies, companies owning total
assets net of depreciation of less than $1.5 millions or
plant and machinery at cost of less than $500,000 were
excluded. Data for this purpose was taken from the latest
published Annual Report on 1 dctober, 1972. Eight firms
which meet other criteria given, were eliminated under
this criterion.

On the basis of the above selection procedures, one
hundred and twelve companies qualified for inclusion in
the sample. One of these companies, which was subject to a
takeover bid at the time of mailing the questionnaire, was
also eliminated. This company was subsequently de-listed.
The sample for the survey was therefore one hundred and
eleven listed companies. This is equivalent to about
forty-five per cent of all New Zealand companies listed on

a Stock Exchange on 1 October, 1972.

METHOD OF COLLECTING DATA

A mail questionnaire approach was adopted for this
survey. This method enables an executive to complete the
questionnaire at his own convenience, enables a wide
geographical spread of participants, provides comparable
data and avoids the need for considerable field work by

the writer. The chief disadvantage of thée questionnaire
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method is that one is limited in the extent to which
interesting answers may be followed-up. Moreover, answers
which are unclear or conflict with other answers cannot be
clarified. The questionnaire may also be answered by a
person with insufficient knowledge of the subject matter
or it may be answered in a hurry and with insufficient
thought as to the most appropriate answer.

As the relative strengths and weaknesses of various
methods of collecting data are widely discussed elsewhere,

further comment on this aspect of the survey is not necessary.!

DRAFTING OF THE QUESTIONNAIRE

In all surveys there is a trade-off between the amount
of data requested and the desired participation rate. The
penalty for seeking too much data is a significant decline in
the participation rate.

As little empirical research on depreciation policy has
been undertaken in New Zealand, there was little information
as to those aspects which would provide the most fruitful
results. Moreover, the number of companies was rather small
and hence a series of pre-tests was not feasible. It was
decided to include a larger number of questions than might
otherwise be advisable and to accept a lower participation

rate.

l'See, for example, W.J. Goode and P.K. Hatt, Methods in
Social Research, McGraw-Hill, New York, 1952; C.A. Moser
and G. Kalton, Survey Methods in Social Investigation,
Heinemann, London, 1971, 256-349; Des Raj, The Design_g£
Sample Surveys, McGraw-Hill, New York, 1972, 116-25. For a
criticism of the use of the questionnaire method in studying
capital expenditure, see Robert Eisner, "Interview and Other
Survey Techniques and the Study of Investment" in National
Bureau of Economic Research, Problems of Capital Formation:
Concepts, Measurement, and Controlling Factors, Princeton
University, New Jersey, 1957, 513-8.
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As participants were given the opportunity of replying
anonymously, questions relating to the size and growth of
the companies were included in the questionnaire. 1In
retrospect, this may not have been necessary as only four
questionnaires were completed anonymously. It may be argued
that the omission of these questions may have increased the
participation rate.

Although a number of questions were objective, key
questions required an expression of opinion on a hypo-
thetical situation. This was necessary to evaluate the
probable effect of a change in policy. One would expect
‘the answers to these questions to be less reliakle than
those given to factual questions. Furthermore, the answers
~given may depend on the view of the particular person who
completed the questionnaire rather than that of the true

decision-maker in the company.

The ordering of questions was intended to provide a
logical sequence and also to introduce the participants to
those questions which were expected to be more easily
answered prior to answering questions sixteen to eighteen

which were the key hypothetical questions.

The majority of questions were highly structured (Yes/No
or Yes/No/N.A.). In addition, participants were invited to
add any comments which they considered would be helpful.
Although these comments are quoted to illustrate certain
answers, it would be unwise to assume that they apply to
companies other than those which made the comments.

THE FORMAL TESTING OF THE DRAFT QUESTIONNAIRE

Four of the one hundred and eleven companies were

selected for the testing of the draft questionnaire. These

companies were selected as their financial executives were
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expected to take a more-than-average interest in the project
and to offer constructive criticisms of the draft from the
participant's point of view. On average the four 'test
companies were larger than the sample as a whole. Their
activities covered a wide range and therefore the test
covered the various incentives and concessions.

A member of the staff of the Department of Management
Studies wrote to the selected executives, who were
personally known, seeking their co-operation. All four
executives agreed to participate and were mailed a copy of
the draft questionnaire. Difficulties which arose in
answering the questionnaire were discussed in an interview
which lasted one hour. Helpful comments were also obtained
on the content of the gquestionnaire.

An executive of a subsidiary of one company included in
the one hundred and eleven companies and one academic (who
was not directly concerned with supervision of this study)
also participated in the formal testing of +he questionnaire.

During the testinyg phase, the 1972 Budget was presented.
As changes were made to the investment allowance and the
increased exports tax incentive, question twenty-nine was
added and questions twenty-seven and twenty-eight were
modified. The companies participating in the testing of
the questionnaire‘were requested to answer the additional
and amended questions.

The answers given by the four companies which tested
the draft questionnaire and were included in the sample
have been analysed with the answers given by other partici-=
pants. The comments arising from interviews with these

companies and a follow-up interview with the chief executive
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and an assistant general manager of a large participant
have been treated as if such comments were added to their
questionnaires.

SURVEY PROCEDURES

Two copies of the questionnaire (one of which was to be
retained as a record of the company's answers) were mailed
to the selected companies in three batches on 27, 30 and 31
October, 1972. The questionnaires were accompanied by a
covering letter personally addressed to the secretary or
similar officer (example, controller).? A pre-addressed,
reply-paid envelope was also enclosed.

Early in November, Professor Schmitt wrote to eight
prominent company directors, requesting their support for
the investigation, should the gquestionnaire be be brought to
their notice. These directors served on the Boards of
twenty-four different companies.?

On 6 February, 1973 companies other than those known to
have replied were sent a follow-up letter.® This requested
these companies to reply by 16 March, emphasised the need for
a representative sample, gave the percentage of questionnaires
completed to date, emphasised the importance of the subject
matter, reiterated that the tabulated results would be circu-
lated and thanked those companies which replied anonymously.
Although further guestionnaires were not mailed, companies

were informed that additional copies could be obtained by

2A copy of the covering letter and the questionnaire is
presented in Exhibit 0-3 which:follows this appendix.

There was no statistically significant difference in the
participation rate from the twenty-four companies compared
with that of other companies (p > 0.05).

*A copy of the follow-up letter is given in Exhibit 0-4.
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writing. One such request was received.

From an analysis of questionnaires completed by the end
of February, it was possible to identify a trend in answers
and to determine key questions. A much briefer questionnaire
was therefore prepared.’ The sequence of questions was
amended in some cases to obtain a suitable layout, although
related questions were not separated.

On 22 March, non-participants.were requested to complete
at their convenience the brief questionnaire. As with the
original questionnaire, two copies of the brief questionnaire
were mailed to each firm. The covering letter was also brief,
as the relevant officers had presumably read the original
covering letter and the follow-up letter.®

The return of completed questionnaires, other than
anonymous questionnaires, was acknowledged by a letter
addressed to the person who completed the questionnaire
(where this was known) or the officer to whom the
questionnaire was originally sent. One company which was
unable to participate, refused a request that the
questionnaire be completed by a division of its group. Two
companies which did not answer questions seventeen and
eighteen were sent a further copy of these questions. One
of these companies returned the completed questions. Those
companies which indicated that they were unable to partici-

pate in the survey were thanked for writing.

®To distinguish between the gquestionnaires, the long
questionnaire which was mailed in October will be referred
to as the "original questionnaire" and this shorter
questionnaire will be termed the "brief questionnaire".

®A copy of the covering letter and the brief questionnaire
is given in Exhibit O-5.
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No information was obtained on non-participants, other
than that obtained from the Annual Reports of these -
companies. As these companies may differ in some significant
way from participants, the results of this survey should be
regarded as applicable to the fifty-five participants only.

PARTICIPATION RATE

Of the one hundred and eleven companies requested to
participate in the survey, forty-~six (forty-one per cent)
completed the original questionnaire and nine (eight per
cent) completed the brief questionnaire. The total
participation rate of 49.5 per cent was close to the target
rate of fifty per cent. The effects of the various follow-up
procedures are presented in Exhibit O=l.

BIAS OF ANSWERS

As this survey examined an important area of public
policy, it is possible that answers given were influenced by
the desire to promote as far as possible the sort of
conclusions which might support those changes in government
policy desired by participants. For example, if participants
desired an increase in ordinary tax rates of depreciation they
might understate the adequacy of those rates in order that a
conclusion might be drawn that they were inadequate. Such a
conclusion might be used later to support a case for an
upward revision of ordinary tax rates of depreciation. It
should not be assumed that the bias is in one direction.
Participants may understate the effect of special depreciation
on the nature, timing and amount of capital expenditure to
promote a conclusion that the effectiveness of this allowance
might be improved by increasing the rate of special deprecia-

tion allowance. Alternatively, participants might overstate
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the effectiveness of the above allowance to promote the view

that a reduction in the rate of special depreciation allowance

or its withdrawal would result in a considerable adverse

change in the nature, timing and amount of capital expenditure

undertaken by participants.

The magnitude of bias is impossible to assess and no

allowance has been made in tabulating the answers, or in

the statistical analysis.

EXHIBIT O-1

REPLIES TO MAIL QUESTIONNAIRE

Number of Per Cent
Companies of Sample
A. Original Questionnaire
(1) Completed Prior to
Mailing of Follow-up
Letter 31 28
(ii) Completed After
Mailing of Follow-up 1
Letter 15 13
Original Questionnaire -— —_
Completed 46 41
B. Brief Questionnaire
(i) Completed by
2 October, 1973 9 8
Total Questionnaires
Completed: 55 49
C. Refusals 9 8
D. No Reply 47 43
Total: 111 100
1

brief questionnaire.

Two of these were completed after the mailing of the
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TABULATION OF ANSWERS

All of the completed questionnaires have been analysed.
Although some questions were not answered or the answers
were conflicting or unclear, all companies satisfactorily
answered at least one group of related questions (for example,
questions six to ten on taxation rates of depreciation)..
Answers which were unclear or inconsistent have been recorded
as if the gquestionwere not answered. Where possible, the
answers given to questions were cross—-checked with informa-
tion given in the Annual Reports of participants. In general,
the questionnaires were well answered.

The answers to all questions were tabulated by the
writer. Completed questionnaires were given an identification
symbol which was listed on summary sheets for each question.
The appropriate answer was transcribed from the questionnaire
towthe correct column of the summary sheet on the line
indicated by the symbol. Totals were reconciled with the
number of participants. All steps in tabulating the results
were double checked.

A copy of the tabulated results of the survey was mailed
to participants in November, 1973 and participants were

again thanked for their assistance (see Exhibit 0-6).

STATISTICAL METHODS

Although the proportion of firms indicating a particular
answer to a question may differ from the proportion giving
an alternative answer (or alternative answers), the
differences may relate to chance. It is therefore necessary
to employ statistical tests to determine whether the observed
results differ significantly from the expected results.

Three tests are employed; the binomial, chi-squared and
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Fisher tests.’ The selection and application of these tests
have been made on the basis of the principles given by

Sidney Siegel in Nonparametric Statistics: For the Behavioral

Sciences.®

The null hypothesis, that there is no difference in
the answers given, may be falsely rejected on the basis of
sample data. The probability of such a mistake, which is
given by «, is not greater than 0.05. This is a customary
level of significance.

In comparing the answers given to any one question and
some other factor (for example, size of participants),it
has been necessary to aggregate some of the answers given,
This is necessary as a small expected frequency prohibits
the use of the chi-square test. In particular, it has been
necessary to omit from the analysis those firms for which
some of the relevant data is not available. It would have
been preferable to treat these firms as a separate
classification and to include them in the statistical
analysis. The number of firms falling into this category
is given under each table. These problems arise from :the
sample size.

In the tabulated answers and in the text the percentage:
given for any one answer is calculated from the total of
"Yes" and "No" (or equivalent) given. Those firms which
answered that the question was not applicable or did not
answer the relevant question were excluded in calculating

the percentages and in preparing other analyses.

7 For the chi-squared test, chi-squared is given by x2 and
the degree of freedom is given by df.

® sidney Siegel, Nonparametric Statistics: For the Behavioral
Sciences, McGraw-Hill, New York, 1956, 35-47 and 95-111.
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MEASURE OF SIZE AND GROWTH

Appropriate measures of the size and growth of
participants were required to determine whether the answers
given were independent of these factors.

The most appropriate measure of size appeared to be the
accumulated cost of plant and machinery.’ This measure
gives an indication of the importance of depreciation policy
on plant and machinery to participants and is at the same
time independent of firms' depreciation policies. The main
disadvantage of this measure is that price changes tend to
invalidate comparisons over time.

Owing to .the small number of completed questionnaires
it was necessary to limit the number of classifications. For
this reason firms are termed small or large in relation to size
and as slow or fast in respect of growth. A small firm is
defihed as one which owned plant and machinery having an
éccumulated cost (that is gross of depreciation) on 31
December, 1971 or nearest balaice date of less than $5
millions. The size of two firms which anonymously answered
the brief questionnaire is unknown. Of the remaining
fifty-three participants, twenty-nine are classified as small

and twenty-four as large firms.

The increase in the accumulated cost of plant and
machinery during the five year period ended 31 December, 1971
or nearest balance date over the cost of such assets on the
base date (31 December, 1966 or nearest balance date) has
been used as a measure of growth. This measure is related

to the measure of size. Three firms which were not

%0ther measures considered were: the cost and amount net
of depreciation of fixed and total assets, amount net of
depreciation of plant and machinery and the value of sales.
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established as listed companies on the base date did not
disclose their rate of growth.

The most frequently used measure of growth, the change
in number of employees, was rejected as a negative growth
may indicate the replacement of men by machines. The
measure adopted identifies the rate of acquisition of plant
and machinery.

A serious difficulty with any measure of growth arises
from takeovers and mergers. These produce artificial growth
as the aggregate'of productive plant and machinery is not
increased. From the tabulated answers to question 4(d) it
can be seen that a larger proportion of fast growth firms
answered that their rate of growth was significantly
affected by takeovers and mergers. As there appeared to
be no simple solution to this problem, no adjustments were
made to the measure of growth.

Twenty—-seven companies which increased their cost of
plant and machinery by less than seventy-five per cent
were termed slow growth firms. Twenty-three other firms
form the fast growth group. Three of the former group
answered that their growth was significantly affected by
takeovers and mergers. The growth of five firms could not
be calculated. Two of these answered anonymously and
three, which commenced operations or were listed during
the five year period, answered that the question was not
applicable. |

THE SIZE AND SIGNIFICANCE OF PARTICIPANTS

The fifty-three (forty-eight per cent) known participants
were on average larger than non-participants (including two

anonymous participants). They accounted for fifty-eight per
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cent of total profit after~tax of the one hundred and eleven
companies and more than sixty per cent of; depreciation
charged, plant and machinery, fixed assets and total assets
(see Exhibit 0-2). The depreciation charged by participants
was equivalent to seventy-eight per cent of profit after-tax
compared with seventy per cent for non-participants.

The above indicators would suggest that participants
were on average larger than were non-participants and that a
higher proportion of those firms for which depreciation
policy was particularly important completed the questionnaire.

The total of capital expenditure incurred on plant and
machinery by participants in the year ended 31 December,

® This figure

1971 or nearest balance date was $74 millions.'
was significantly influenced by the amount of capital
expenditure undertaken by one company. Excluding that
participant, the average per firm was $940,000.

Further information on the size of participants may be
obtained from the tabulated answers to questions three to
five.

A guide to the size and significance of participants in

relation to total industrial activity may be obtained by

comparing-the size of participants with the aggregate of

establishments surveyed for the Statistics of Industrial

Production. Two or more persons engaged in manufacturing,

repairing or assembly of articles at any one place form an
"establishment". Although there are differences in coverage
and methods of compiling data, the comparison provides an

indication of the overall significance of participants.

197he total given excludes four firms which did not answer
question five.
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EXHIBIT O-2

THE SIZE OF PARTICIPANTS COMPARED WITH THE

1

SIZE OF PARTICIPANTS AND NON-PARTICIPANTS

Indicatozrs
of Size

Participants

Participants

Plus Non-

Participants

Participants as
a Percentage of
Participants and
Non-Participants

Profit
After-Tax
($ millions)

Depreciation
Charged
($ millions)

Depreciztion
Charged:
Profit
After-Tax (%)

Plant and
Machinery
at Cost

($ millions)

Plant and
Machinery Net
of Depreciation
($ millions)

Fixed Assets
Net of

Depreciation
($ millions)

Total Assets
Net of

Depreciation
{$ millions)

56.5

44.1

78.1

488.3

250.8

651.5

1,338

98.2

69.1

70.4

797.2

382.2

1,023.5

2,166

57.6

63.8

6l.2

65.6

63.6

6l.8

1Two participants which replied anonymously are included as
non-participants.

Source:

Compiled from the Annual Reports of one hundred and eleven

companies for the year ended 31 December, 1971 or nearest balance
date.
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The amount of plant and machinery net of depreciation
owned by participants on 31 December, 1971 or nearest balance
date was $250.8 millions. The equivalent amount for
establishments surveyed in 1971-72 was provisionally
estimated to be $605.5 millions.!!? On this basis participants
accounted for about forty per cent of the total. The total
capital expenditure on plant and machinery brought into use
between the second day of the 1970-71 year and the first day
of the 1971-72 year was provisionally estimated to be
$252 millions.!? In the year ended 31 December, 1971 or
nearest balance the capital expenditure of participants
amounted to $74 millions or thirty per cent of the amount.
given for establishments.

From the above it can be seen that participants
accounted for not less than thirty per cent of the total
activity. When allowance is made for the fact that assets
and capital expenditure other than that used in manufacturing,
repairing or assembly have been excluded from the industrial
production statistics and included in the aggregates for
participants, this figure would appear to overstate (to an
unknown degree) the size and significance of participants.

It should be apparent, however, that the fifty-five
participants account for a significant proportion of total

industrial activity.

11Department of Statistics, "Industrial Production 1971/72",
News Release, 73/59, 25 September, 1973.

1270c.cit.
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EXHIBIT O-3
COVERING LETTER AND QUESTIONNAIRE USED
IN MAIL SURVEY OF PUBLIC COMPANIES




University of Waikato

HAMILTON . NEW ZEALAND . TELEPHONE 65.178

SCHOOL OF MANAGEMENT STUDIES

30 October, 1972

I am currently studying, under the supervision of Professor G.J.
Schmitt, for a Doctor of Philosophy degree in Management Studies at
the above University. I am writing to seek your assistance with my
investigations by requesting you to arrange for the completion of the
enclosed questionnaire.

My research topic is "A Survey of Depreciation Policies of New
Zealand Public Companies". An important part of this study is an
attempt to determine by direct enquiry the effect on the extent, nature
and timing of capital expenditure of additional, supplementary and
special depreciation allowances. :

The enclosed questionnaire is being forwarded to approximately
one hundred leading public companies. It is felt that knowledge of the
experience of these companies will assist in providing a realistic
evaluation of the effects of the above allowances.

As this questionnaire is concerned with capital expenditure
decisions, it is suggested that the questionnaire might appropriately
be completed by the officer most closely associated with the financial
evaluation of capital expenditure proposals.

Access to data from individual replies to this questionnaire
will be restricted to Professor Schmitt and myself. I should like to
point out that our interest is in the general situation rather than the
position of individual companies. In addition, no information that
could be related to an individual company will be included in any report
of this research without the explicit approval of the company concerned.

The tabulated results of this survey will be forwarded to
participants. To enable you to compare your answers with those of other
participants it is suggested that you might retain a copy of the .
questionnaire and your answers. For this purpose a second copy of the
questionnaire has been enclosed.

I trust that you will feel that a comprehensive study of these
allowances is important and will assist me in this task. I look forward
to receiving the completed questionnaire, and would be most appreciative
of any comments or suggestions you may wish to make. '

Yours sincerely,

G.E. DWYER
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QUESTIONNAIRE

Depreciation Allowances

Introduction

This questionnaire, for the most pari, seeks to make comparisons
of an actual situation with the position which would exist if a given policy
change were to occur, while all other factors remained constant. This
approach enables the relevant variables to be isolated from the other numerous

factors which influence capital expenditure decisions.

Interpretation

The term "approved capital expenditure project” is used to denote
those projects on which the management or Board of Directors (whichever is
relevant) has taken a firm decision to proceed. This will usually (though
not always) mean that the company has undertaken a commitment to an externsl
party in respect of some significant part of the project. It is desired to
distinguish approval of the projsct, as such, from the approval of capital
expenditure cutlays which may follow many months after a firm decision to
proceed with the project has been made.

For the purposes of this questionnaire, the term "plant and
machinery” should be given a broad interpretation to include items which,
although not falling under that heading, are nevertheless, (in a broad sense)
the plant or machinery of a particular type of undertaking (e.g. ships, air—
eraft).

Procedure

The questions listed below are genmerally of two types, i.e. Yes/No
(or Yes/No/N.A.) questions and multiple choice questions. In the case of the
former type the incorrect answer(s) should be deleted, whersas the latter type
may be answered by placing a tick in the box alongside the most appropriate
answer. Each question is independent of prior and subsequent questions,
although parts of questions are related. If a question is not applicable %o
your company '"N.A." should be placed in the box alongside any one of the
possible answers for that questian.

In answering this -questionnaire pleass feel free to add any
additional comments or explanations which you consider may be helpful.
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Please give your company's name. If your company prefers

to remain anonymous please omit this question.
Name of Company ¢ « « « ¢ o ¢« e o « = o2 ¢ s« ¢ o o o a = o

Please rank the following activities in descending order of
their importance (sc far as they are significant) to your
company. That is, place a "i"™ beside the most important
activity and a "2" beside the second most important activity etc.
Thuse activities which are not applicable to your company

should be omitted.

A. Manufacturing:

(i) Meat processing, (
(ii)  Beverages, (
(iii) Other food, (
(iv) Woollen mills, (
(v) Clothing, (
(vi) Forestry and wood products, (
(vii) Pulp and paper, (
(viii) Printing and publishing, (
(ix) Drugs and chemicals, (
(x) Non-metallic minerals, (
(xi) Mstals and machinery, (
(xii) Electrical machinery and appliances, (
(xiii}) Motor vehicle assembly, (
(dv) Plastic preducts, (
(xv) Rubber products, (
(xvi) Manufacturing not elsewhere included;

(h) 5 4 62 o« é wme s v omw s

B s s e b s g bmnounmns (

(€) & c v 6 6t ¢ 00 e acewoo s (

B. Other than manufacturing ¢

(xvii) Construction, (
(xviii) Engineering, (
(xix) Hotels and motels, (
(xx) Property development, (
(xxi) Retail, (

s Nt N s Nt



532

(xxii) Stock and station agency, (
(xxiii) Transport, ( )
(xxiv) Wholesale, ( )
(xxv) Other than manufacturing not elsewhere
included 3
(a») e © 8 5 & 6 ® e o ® © ¢ & o e 0 © ( )
(0 % o o = 0 6 ¢ 23 0 85 & & & & ( )
(c) s @« & ® o ® ® & o ¢ 8 © 8 © © e o ( )
3. Was the value of your company's sales for the year ended 31

December 1971 or nearest balance date b_qtuaen ]

()" 0 and under 35 millions,

(i1) %5 millions and under $10 millions,
(iii) $10 millions and under $20 millions,
(iv) 320 millions and under 350 millions, or
(v) 250 millions and over (please specify to

nearsst $10 millions) ? Secoceee M

4. (a) Was the accumulated cost (i.e. book valus plus accumulated
depreciation) of your company's plant and machinery on 31

December 1971 or nearest balance date betwsen :

(i) 0 and under 31 millionm, -
(i1) 81 million and under $2 millions,
(iii) %2 millions and under $4 millions,

(iv) 34 millions and under $10 millions; or
(v) $10 millions and over (please specify to ;
nearest $10 millions)? $ececene X

(b) Does your company lease a significant proportiom of its

plant and machinery ? YES / NO
(¢) What was the increass in your company's accumulated cost

of plant and machinery during the five year period ended

31 December 1971 or nearest balance date, expressed as a
percentage of the accumulated cost of plant and machinery
on 31 December 1966 or nearest balance date * ? SRR -

* This question might appropriately be answersd from information
contained in the Annual Reports of your company. There ia no
need to adjust for revaluations, takeovers or mergers which
may have occurred during the relevant period.
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(d) Is your answer to question 4(c) sigaificautly affected

by takaovers or mergers ?

Se In the yoaxr ended 31 December 1971 cr asassst balance
date what was the amount of capital expsnditurs incurred *

on items of plant and machinary ?

6. (a) For taxation purpcses ordinary depreciation is intended to
provide for the annual losa caused by fair wear and tear,
other than that which can be made good by repairs.
Ignoring the questions of obsolescence and ths replacemsnt
of plant and machinery when prices are rising (which are
covered by question given bslow) are the Inland Revenus
Department's current ratee of ordinary depreciation
applicable to your company's plant and machinery :

(1) Inadequate,
(ii) Adequate, or
(ii1) More than adequate,

for this purpose (i.e. loss through wear and tear) ?
If you ticked 6(a)(i) please anawer (b).

(b) Ignoring the questions of obsolescence and the replacement
of plant and machinery when prices are rising, do ordi;nﬁ
tax rates of depreciation .El“.ﬁ special depreciation on your
company's plant and machinery provide :

. (i) An inadequate,
(i) An adequate, or
(iii) A more than adequate,

allowence for the annual loss caused by fair wear and tear,
other than that which car be made good by repairs ?

* For the purposes of this question "capital expsnditure incurred”

may be taken to be cash outlayed on capital items during the
financial year after adjusting for accruals.

YES / NO

s.-coe.m
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7. (a) Is an adequate allowance for obsolescsnce, in alditiom o

woar and tear, of your company's plant and machiner; ;roviZes

by ordinary tax rates of depreciation®
If you answered "NO" to question 7(a) piease answer (b).

(b) Is an adequate allowance for obsolescence, in addition to
wear and tear, of your company's plant and machinery
provided by ordinﬂ tax rates of depreciation Elus sEg:ial

depreciation ?

8. Does your company consider that ordinary rates of depxeciation

for taxation purposes should allow for increases in the cost

of replacirg plant and machinery resulting from inflation*?

9. (2) Does your company consider that depreciation charged against
revenue for financial reporting purpeses ** should allow for

increases in the cost of replacing plant and machinery as a

result of inflation ?
If you answered "YES™ to question 9(a) please answer (b).

{(b) Does your company consider that plant and machinery suould be
revalued ¥** tp allow for the effects of inflation ?

* This question might appropriately be considered from a pelicy
point of view and hencs any limitations contained in current
legislation or existing Departmental policy should be ignored.

**  For the purposes of thie questionnaire the term "financial
reporting purposes' refers to the published Annual Accounts
of public companie=.

*¥* TFor thes purposes of this questionnaire the word "revalue”™ shoulgd
be broadly interpreted t¢ include adjustments for general prioe
level changes, specific price changes, or annual (or periedic)
write-up of assets based on a valuer's report.

YES / NO

YES / NO

YES / NO

YES / ¥O

YES / KO
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11.

12. (a)
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Ignoring thas question of replacing or selling buildings
when prices are rising, do ordinary tax rates of depre-
ciation on your company's buildinzs provide :

(i) An inadequate,

(ii) An adequate, or

(iii) A more than adequats,

allowance for the annual lcss caused by fair wear and teax,
other than that which can be wmade good by repairs ?

Does your company generally prepare a forward programms for
the purchase of significant items of plant and machinery for

a period of :

(1) 1 financial year,

(i1) 2 financial years,

(iii) 3 financial years,

(iv) 4 financial years, or

(v) 5 or more financial years,

befors a firm decision to proceed with the purchase is taken
by the Board of Directors or management (whichever is

relevant) ?

Has the planned purchase of any significant items of plant
and mach’nery been postponed at any time during the five

year period ended 31 December 1971 or nearsst balance date ?

If you answered "YES"to question 12(a) please answer (b).

. (®)

Wes the postponement of the planned purchase of plant and
machinery caused by :

(i) High interest rates ?

(i)  Difficulties in obtaining finance from
external sources ?

(iii) Insufficient generation of finance from
internal sources ?

(iv) A revieed and lees favourable assessment
of demand for the planned output, and/or a
revised and lese favourable assessment of the
project's profitability ?

YES / NO

YES / NO
YES / NO

YES / NO

YES / NO
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2

(v) Others {please specify)

© © & 6 ©» ¢ & e ® 6 o ® ® 2 6 @& ° o = & =
® & © © ® @ © @ ® s T ®w © & © € © & & e &
€ ¢ ¢ « D @ © 8 4 w» @ ¢ e & ® o © ° o ® ®

®© @ ¢ © ® » © © ®» ¢ © © £ @ ® B © O° € & =@

13. (a) Has the planned purchase of any significant items of plant
and machinery been abandoned at any time during the five year

period ended 31 December 1971 or nearest balance date ?

If you answersd "YES™ to question 13(a) please answer (b).

(b) Was the abandonment of the planned purchase of any significant
itema of plant and machinery caused by :

(1) High interest rates ?

(ii) Difficulties in obtaining finance from
external sources 7

(iii) Insufficient generation of finance from
internal sources ?

(iv) A revised and less favourable assessment of
demand for the planned output, and/or a
revised and less favourable assesement of the
project's profitability ?

(v) Others (pleass specify) ?

© © & ® & ¢ @& © & © % € & © & e © & @ 6 e =a
@« & @ e ¢ ® & ©® ® © © ® % © €& @ C O ° € © o
€ @ ® ¢ e € ¢ ® YV ® ¥ ® ¥ O © e O a@ @ e e

© @6 & ¢ ® & © & e e © ¢ ® e © ®W © % ° © & &

14. (a) Has the planned purchase of any significant items of plant and
machinery been brought forward during the five year period
ended 31 December 1971 or nearest balance date ?

If you answered "YES" to question 14(a) please answer (b).

(b) Was the advancement of the planned purchase of any significant
items of plant and machinery caused by :

YES / NO

YES / NO
YES / NO

YES / NO

YES / NO

YES / NO
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(i) Low interest rates ?

(i1) Availability of external sources of finance <

(1ii) Availability of internally generated sources

of finance ?

(iv) A revised and

more favourable assessment of

demand for the planned output, and/or a

revised and mors favourable assessment of the

project's profitability 7

(v) Others (please specify) ?

15. What was the most significant
expenditure * by your company

constraint on further capital

during the year ended 31

December 1971 or nearest balance date :

(1) Insufficient finance;

(aa) from internal sources, and/or

(bb) from external sources,

(ii) An inadequate

return on capital expenditure

projects considered by the Board of Directors

or management,

(aa) related
by your
(bb) related

pursued

being of a type;

to activities normall; pursued
company, and/or

te activities not normally

by your company,

(iii) 1Insufficient personnel to action projects

considered, or

(iv) Others (pleass specify) ?

* That is capital expenditure in addition to that undertaken.

YES / NO
YES / NO

YES / BO

YES / NO

Jud
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Has your company acquired, erected or extended qualifying
assets * during the year ended 31 December 1371 or nearest
balanée date, at an earlier time than they would have been
acquired, erected or extended if the allowances given belo
had not been available :

A. Special depreciation on;
(1) Plant and machinery (s.1144) 2
(ii) Employee accommodation (s.114A(1b) ) ?
(iii) Cool stores for meat or meat products
(88.1144(18B) and (1BC))?
(iv) Hotels for tourist accommodation
(s.114D) 2

B. Additional depreciation on j

(v) Plant, machinery or equipment used for
scientific research (s.113B) ?

(vi) Buildings used for processing or storage
of fish or fish products (s.114C) ?

C. Supplementary depreciation on hotels or motels
(s.11384) 7

D. Investment allowances (ss.117A and 117D) ?
E. West Coast development ailowance (s.t117C) ?

F. Deduction of forestry development expenditure
(s. 91(1b) ) 2

G. Research grants ?

w

ms/m/ﬁa
YES / NO / NA

YES / NO / WA

IES / NO / NA

YES / NO / NA

YES / NO / NA

YES / NO / NA
YES / NO / NA

YES / NO / FA

YES /N0 / WA

YES / NO / NA

This term refers to those assets which qualify for the individual
allowances listed. To assist the respondent to identify qualifying

assets the appropriate section of the Land and Income Tax Act
given in this and similar questions.

is



17. (a) If any allowance (given in
tke columns to the right)
is not applicable to your

—~

company,

please enter "N,A."

in that allowance's column.

For each

allowance applicable

to your company assume that
the allowance had been
suspended on 31 December 190
or nearest balance date while
other allowances had remained

unaltered.

Also assume that

it was generally considered
that the allowance would be
re-introduced in 3 - 4 years.

(A) Hould the value of capital
expenditure projects (other
than major * projects)
approved during the year
ended 31 December 1971 or
nearest balance date have

been
(1)
(11)
(1ii)
(iv)

(v)

larger,
the same,

smaller by between
0 and %.,

smaller by between

&, and 10°,
smaller by more than
10¢ (please estimate

percentage),

than the value of capital
expenditure projects actually
approved during that year

which

have qualified, or will

qualify, for the relevant
allowance ** ?

(B)

Jid your company approve any

major capital expenditure
projects in the year ended
31 December 1971 or nearest
balance date ?

If you answered "YES" to question
17(b)(B) please answer 17(b)(C).

(C) Would

any major capital

expenditure projects approved
during the year ended 31
December 1971 or nearest
balance date have been *¥ :

(1)
(1)

ook

abandoned 7

delayed °?
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1 2 3 4 5 6 1 8 9 10 1 12 I
Special Investment | West Coast Special Special Additional | Additional Special Supplemen— Forestry | Additional Research
deprecia~ | allowance.| develop- deprecia~ | deprecia~ |deprecia~ | deprecia~ deprecia~ | tary depre-| develop- |deprecia~ grants.
tion on (s.117A & | ment tion on tion on tion on tion on . tion on ciation on ment tion on
plant & 117D) allowance. employee cool buildings buildings hotels for motels or expendit-— plan‘f.
machineryd (8.117C) | accommo- stores for|satisfying for pro- tourist hotels. ure, machlngz-y
(s.1144) ( dation. meat or meat cessing or | accommo- | (s.113A4) (s.91(1b) )| or equip-
| (s.114A meat pro— |hygiene storage of | dation. ment uﬁ?ed
(1B)) ducts. regulations fish. (s.114D) for scien-
(s.1144(1B) | (s.114B) (s.114C) tific re- |
& (1BC)) | search.
(s.113B)
— = —— e e — — —
—_— — —1 m————— — — _— — - — e ———— e ——— _— _
\
= g e . S S . =5
—T — -— -
i | [1
ii ii
iii iii
iv : iv ’
’ N }
|
|
|
YES / NO
]
i i |
|
ii ii
1 2 3 4 5 6 1 8 9 10 11 12

For the purposes of this questionnaire a "major capital expenditure project™ is defined as one which would substantially alter the size or nature of your company.

Respondents may find questions 17(b)(4), 17(b)(C) and question 18(a)(A) and 18(2)(C) (which are similar to those given above) difficult to answer as the information required may not

be readily available.

(i) Guesstimates D

(i1)

Opinions

or (iii)

The assumptions given in question 17(b) also apply to part (C) of that question.

of your company's position.

Should this be the case, the respondent is requested to answer these questions as accurately as possible and to indicate whether the answers given are :
Reasonably reliable statements r___]



18, (a) For

each allowance applicable

to your company * assume that

the allowance had been abolished
on 31 December 1970 or nearest

balance date while other

allowances had remained unaltered.
Also assume that it was generally
considered that the allowance would

not

(A) Would the value of capital
expenditure projects (other
than major projects) approved

(3)

If you answered "YES" to question
18(a)(B) please snswer 18(a)(C).

(c)

be re-introduced.

during the year ended 31
December 1971 or nearest
balance date have been :

(1)

(ii)

(iii) smaller by between
0 and 5%,

(iv) smaller by between

(v)

larger,

the same,

% and 10%,

(please estimate
percentage),

than the value of capital

expenditure projects actually

approved during that year

which have qualified, or will

qualify, for the relevant
allowance 7

Did your company approve any

major capital expenditure
projects in the year ended

31 December 1971 or nearest

balance date ?

Would any mejor capital

expenditure projects approved

during the year ended 31
December 1971 or nearest

balance date have been **

*

%

(1)
(i1)

abandoned ?

delayed ?

The allowances given in columns 1 — 12 are the same as the allowances given in question 17.

smaller by 10% or more
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1

1

2 3 |

4

T
2

]
Special |
deprecia~
tion on
plant and
machinery
(s.1144)

Investment West Coast
allowance. development
(s.117A & allowance.
117D) (8.117C)

Special
deprecia~
tion on
employee
accommo—
dat mn.

(114A(13))

Special
deprecia-
tion on
cool stores
for meat or
meat pro-
ducts.
(ss.1144
(1B) and
(1BC))

6

10

Additional
deprecia—
tion on
buildings
satisfying
meat
hyziene

regulations.

(8.114B)

Additional |

deprecia—
tion on
buildings
for pro-
cessing or
storage of
fish,
(s.1140)

Special
deprecia—
tion on
extensions
or erec- |
tion of
hotels
tourist
accommoda—
tion.

(s.114D)

for [

ii

iii

Supplemen-
tary depre—
ciation on
hotels or
motels,
(s.11384)

Forestry
develop—
ment

expenditurg

(sg1(1v))

11

Additional
deprecia~
tion on
plant,
machinery
or ecuip~
used for
scientific
research.
(5.1138)

Research
grants.

ii

iii

iv

Lv

YES / NO

10

The assumptions given in question 18(a) also apply to part (C) of that question.

For this reason allowances which are not applicable to your company may be omitted.
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21.

22.
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Was the planned purchase of any significan’ items of new
plant and machinery postponed as a result of the withdrawal

of the investment allowance in 1966 ?

Was the planned purchase of any significant items of new
plant and machinery abandoned a& a result of the withdrawal
of the investment allowance in 1966 ?

Was the plannad purchase of any significant items of new
plant and machinery brought forward as a result of the re-

introduction of the investment allowance in 1970 7

(a) Has your company approved capital expenditure projects which
would not have been approved if the investment allowance had
not been re-introduced in 1970 ?

If you answered "YES" to question 22(a) please answer (b) and (c).

(b) Have any of the capital expenditure projects which have been
approved, but wonld not have been approved hal the investment
allowance not been re-introduced, related to major projects
(i.e. those projects which substantially alter the size or

nature of your company ) ?

(c) wWould the value of capital expenditure projects (other than
major projects) which would not have been approved had the
investment allowance not been re-introduced be betwsen :

(1) 0 and under 5%,
(ii) 5% and undsr 10%,
(111) 10% and under 15%,0r

(iv) 15% or more (please estimate
the percentags),
of the valus of actual capital expsnditure projects approved
since the re-introduction of the invesiment allowance "

YES / NO

Es / NO-

YES / NO

YES / NO

YES / NO

cocvench
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23. For financial reporting purposes does your company account for
the investmant allowance by :
(i) Deducting the saving in tax (arising frea
claiming the allowance) from the cost of
qualifying assets, or [:_—_l

(ii) Claiming the allowance for taxation purposes
without making any adjustments to the books
of account, other than to the tax provision, D
or

(iii) Other (please specify) ?

& &« © 9 & © ®© ® ¥ © ®» ® 6 O © ®& © O © @ © e
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24. ¥hat is the most significant advantage of special depreciation
to your company * :
(1) Increased ligquidity, ]
(id) Higher rate of return on projects than would
otherwise be the case, or D
(iii) Other (please specify) ?

@ 8 & o & ¢ ® €& ¢ ¢ ® e & © @ e = c e O © o
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25. In the last publisbed financial accounts of your company was

depreciation on plant and machinery :

(1) Claimed for taxation purposes and charged
against revenus for financial reporting

purposes at the maxioum rates (ordinary plus

special) permitted by the Inland Revenus

Department, or E]
(i1) Claimed for taxation purposes at the maximum

rates peramitted by the Inland Revenue Depart-

ment whereas, ordinary tax rates of deprecia-~

tion were charged against revenue and a
deferred tax credit was provided for financial

reporting purposes, or :I

* If you are unable to indicate "the most significant advantage™ yom
might appropriately answer by indicating more than one alternative.
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(iii) Claimed for taxation purposes at the maximum

‘rates permitted by the Inland Revenue

Department whereas, for financial repor.ing

purposes depreciation way charged against
revenus at ordinary tax rates without

providing a deferred tax credit, or
(iv) Claimed for taxation purposes at the maximum
rates permitted by the Inland Revenue Depart-

ment whereas, depreciation was charged against

revenus on the straizht-line basis without

providing a deferred tax credit for financial
reporting purposes, OT
(v) Claimed for taxation purposes at the maximum

rates permitted by the Inland Revenue Depart-

mant whereas, depreciation was charged against

revenue on the straight-line basis with a

deferred tax credit provided for financial

reporting purposes, or
(vi) Tharged against revenus for financial reporting

purposes at rates in excess of the maximum

rates permitted for taxation purposes by the
Inland Revenue Department, or
(vii) Other (please describe) ?

%. (a) Please rank the following methods of determining the price of
your company's products a.nd/or services in descending order of
their importance as measured by sales value. That is; place a
"{" in the space provided beside the method which is used to
determine the price of the largest proportion of your company's
sales and 8 "2" beside the second most important method. If
two or more methods are of equal importance they may be given
the same ranking. For any method which is not applicable or is
insignificant to your company please enter 'N.A." in the space
beside that method.
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(1) Price control or similar Government regulations, (
(ii) The cost of manufacturing and marketing the
product or producing the service rendesred, (
(iii) 'The markst price of similar products produced,
or services rendered, by competitors, (

(iv) Other (pleass specify).

e ¢ © © e ¢ & o © @ ¢ ® 0 © & © ©° o©
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If you indicated that part (i) and/or part (ii) in question 26(a)
is applicable to youxr company please answer (v).

(b) Please briefly describe the method by which depreciation is
generally calculated for the purposes of determining the cost

of your company's products or servioces.

&« @ o e e ° o & o ¢ © & 0 e ® e @ ° & 0 & o
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Please rank the following incentives or concessions in descend-
ing order of their importancs to your company. That is, place
a "i" in the box beside the most important incentive or
concession and a "2" beside the second most important etec., If
two or more incentives or concessions are of equal importance
they may be given the sams ranking. If any incentive or con-
cession is not applicable to your company please place "N.A."
in the box beside that incentive or concession.

For the purposes of column (a) your order of importance should
reflect the sitvation prior to the 1972 Budget. In column (b)
you should indicate your order of importance after allowing for
the amendments to the investment allowance, the West Coast
development allowance and the increased exports incentive which



were announced in the 1272 ng_e_t.

(1) Additional depreciation (ss.113B & 114B}

(ii) Export market development expenditure {s.720A)
(iii) Forestry development expenditure (s.97\1b))
(iv) Increased exports tax incentive (s.129B)

(v) Investment allowance (ss.117A and 117D)

(vi) Research grants
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(vii) Special depreciation (ss.114A and 114D)

(viii) Supplementary depreciation (=.113AA)

(ix) Tourist promotion expenditure (=.1294)
(x) West Cosst development allowance (s.117C)
(xi) Others (please specify)

e © o » o o

o w ® ¢ e ®

28. (a) Does your company gualify for

incentive ?

If you answered "YES"
and (d).

(v) vhat was the valus of your company's export goods * expressed
as a percentage of total sales for the year ended 31 Decembsr
1971 or nearest balance date ?

(c) Are your company's export goods generally manufactured by using:

to question 28(a) please answer (b), (c)

the

» o © o e

exports

tax

YES / NO

u.-o-.o%

(1)  Surplus capacity on existing plant and machinery, D

(ii) Plant and machinery specifically purchased for
the manufacturs of goods for export,

(iii) Plant and machinery which, although not specifi-
cally purchased for the manufacture of goods
for export, was purchased with sufficient
capacity to accommodate expected domestic and

export manufacture, or

For the purpose of this questionnaire "export goods" are defined as

]

(]

goods of a type which qualify for the increased exports tax incentive
(section 129B of the Land and Income Tax Act.)




546

(iv) Other (please specify) ?

(d) Will the change in the base period on which increased exports
tax incentive is calculated, announced in the 1972 Budget, be
of benefit to your company in the year ended 31 December 1972

or nearest balance date ?

If you answered "YES" to question 28(d) please answsr (e).

(e) Would the value of your company's base period sales, calculated
by the formula operating prior to 1 April 1972, be lass than
expected sales of export goods for the ysar ended 31 December
1972 or nearest balance date ?

29. (2) In the 1972 Budget, the investiment allowance was increased
from 10% to 20% and extended to include types of new plant
and machinery which previously qualified for special depreciation
but not for the investment allowance. At the sams time the
Government stressed that the investment allowance should not be
regarded as a permansnt feature of the tax system. Please
describe the effect (if any) that the Budget statemsn: on the
invesiment allowance has had, or is likely to have, on your
company's capital expenditure programms *.

® € & ® & ¢ @€ 4 6 Vv ® © € ® P © € T ® © e & © © £ © © T e e o
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* If the effect of the Budget statemsnt on the investment allowance
has been, or is liksly to be, an increase in your company's capital
expenditure, an estimate of the order of magnitude of that incrsase
would be greatly appreciated.

ES / NO

YES / NO
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(b) Please describe the difference in effect (if any) which the
Budget statement on the investment allowance would have had on
B e
your company's capital expenditure programme if that statement
had not stressed that the investment allowance was not a

permanent feature of the tax system.

30. (a). In selecting carpital expenditure projects, does your company

employ any of the following techniques :

(1) Discounted cash flow ;
{aa) net present value ? YES / NO.
(bb) internal rate of return ? YES / NO
(ii) Accounting rate of return * ? YES / NO
(iii) Payback period ? YES / NO

(iv) Others (please specify) ?

If you answered “YES" to question 30(a) part (i), or (ii) and/or
specified an altemative under part (iv), please answr (b).

If you answered "YES" to part (iii) please answer (f).

(b) Does your company evaluate capital expenditure projects on:

(i) An after-tax, and/or

(i1) A pre-tax,

basis 7

% For the purposes of this questionnaire the "accounting rate of return”
may be taken to be the average annual increase in net profits,
expr?ased as a percentage of the capital expsnditure required to
obtain that increase in net profits.
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If you ticked 30(b)(i) please answer (c).

answer (c), (d) and (e).

(c) Does your company's after-tax cut-off rate generally range

between :
(1) 0 and 6%,
(ii) 6% and under 8%,
(iii) 8% and under 9%,

(iv) 9% and under 10%, or

(v) 10% and over (pleass specify
the percentage) ?

(d) Doss your company's pre-tax cut-off rate generally range

between :

(i) 0 and under 12%,

(ii) 120 and under 14%,
(iii) 14% and under 16%,
(iv) 16% and under 20%, or

(v) 20% and over (please specify
the percentage) ?

(e) Please briefly state your company's reasons for evaluating
capital expenditure projects on a pre~tax basis.

If vou ticket 30(b)(ii)
please answer (d) and (e). If you ticked 30(b)(i) and (ii) please

® » 2 & 6 6 ® ®» & . € ¢ o @« ¢ © © 0 e @ &
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(f) Is the payback period calculated on
(i) An after-tax, and/or
(ii) A pre-tax,

basis ?

If you ticked 30(f)(i) please anawer (g).
please answer (h) and (i). If you ticked
answer (g), (h) and (i).

°

©

©

If you ticked 30(f)(ii)
30(£)(1) and (ii) please

_—

ecooococ /Y

c.-.--c?’o
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(g) Does your company's cut-off period calculated on an after-tax
basis, generally range betwsen

(i) 0 and under 2 years,

(i1) 2 years and under 3 years,

(iii) 3 years and under 4 years,

(iv) 4 years and under 5 years, or

(v) 5 years and over (please specify the
number of years) -7

{h) Does your company's cut-off period, calculated on a pre-tax
basis, generally range between :

(i) 0 and under 2 years,
(ii) 2 years and under 3 years,
(iii) 3 years and under 4 years,
(iv) 4 years and undsr 5 years, or
(v) 5 years and over (plemse specify
the number of yeers) ?

(i) Please briefly state your company's reasons for evaluating
capital expenditure projects on a pre-tax basis *.

@ e ® ® &8 ® ® ® s © ® 8 & ® e & & 6 © & ® &6 W & Cc © B 6 & O
® o @ @& ® & © @ o & & & © € & ® & 6 © & 8 O o & e © B © © e
€ o ¥ © ® © ®» ® 6 & & © ® ¢ © © UL B O O € ® & & & e O @& & €
® & & & 6 - ® 5 ® & © & ® ¢ & 6 ¢ O D e @ B € & € © © & O ®
¢ 6 & ® e & & e ® & ® & & 6 8 & € @ O O @ ® b S © E € 5 O @

€ 6 0 ¢ &€ © & 0 & & © & © & & € & & © © 6 e ® e e v o e e e

1. thien deociding whether to mcrap or sell any significant iteme
of plant and wachinery, is the book valus of such plant and
machinery regarded by your company as ryelevant to that
decision ?

* If you answered question 30(e) please omit this question.

fassesc

Tceseens

YES / NO



550

EXHIBIT O~4

FOLLOW~UP LETTER USED IN MAIL SURVEY OF

PUBLIC COMPANIES
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University of Waikato

HAMILTON : NEW ZEALAND : TELEPHONE 87.119

SCHOOL OF MANAGEMENT STUDIES

6 February, 1973

In October last year, I sought your assistance with my research
project entitled "A Survey of the Depreciation Policies of New Zealand
Public Companies® by requesting you to arrange for the completion of my
questionnaire,

The response to my request for assistance has been encouraging.
Thirty percent of the questionnairss have been completed and respondents
include many of the largest companies in New Zealand, A preliminary perusal
of completed questionnaires indicates that interesting views will arise from
this study. To ensure that the survey is fully representative of the views of
public companies in general, a high response rate is desirable. If your
company has not already replied, I would be most grateful if the questionnaire
could be completed and returmed.

As completion of this questionnaire requires a knowledge of
policy factors and an expression of opinion and judgement, it is recognized
that the personal attention of a senior executive may be required. This is,
however, inherent in the nature of the enquiry and the importance of the
subject matter., There is every reason to hope that the results of the survey,
which will be circulated, will be of sufficient interest and value to repay
respondents for their trouble.

It is intended to analyse all questionnaires received by March 16
and therefore completion of the questionnaire by that date would be appreciated,
This will allow me sufficient time to circulate the tabulated results of this
survey in July.

Should you require further copies of the questionnaire or should
you have any queries, plesase write.

As the questionnaire may be returned anonymously, your company
may have already participated in my survey. If this is so, I sincerely thank
you for your assistance.

Yours sincerely,

G.E, DWYER.
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EXHIBIT O-5
COVERING LETTER AND BRIEF QUESTIONNAIRE

USED IN MAIL SURVEY OF PUBLIC COMPANIES




University of Waikato

HAMILTON : NEW ZEALAND : TELEPHONE 67.119

School of Management Studies
22 March, 1973

In October last year, I sought your help with my investigation
of depreciation policies of New Zealand companies.

To date forty percent of the questionnaires have been campleted.
However, a number of companies have apparently found the amount of time
required to complete the questionnaire to be unduly long. A much
briefer questionnaire has therefore been prepared.

If your company has not returned the original questionnaire, I
would be most grateful if the brief questionnaire could be completed
at your convenience.

Yours sincerely,

G. E. Dwyer
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QUESTIONNAIRE

DEPRECIATION ALLOWANCES

i Please give your company's name. If your company prefers to remain
anonymous, please omit this question.
Name of Company :

2 (a) For taxation purpogses ordinary depreciation is intended to provide
for the annual loss caused by fair wear and tear, other than that
which can be made good by repairs. Ignoring the question of
obsolescence and the replacement of plant and machinery when prices
are rising, are the Inland Revenue Department's current rate of
ordinary depreciation applicable to your company's plant and

" machinery :
(1) Inadequate,

(ii) Adequate, or
{iii) More than adequate

for this purpose {(i.e. loss through wear and tear) ?
If you ticked 2 (a) (i) please answer (b).
(b) Ignoring the question of obsolescence and the replacement of plant

and machinery when prices are rising, do ordinary tax rates of
depreciation plus special depreciation on youwr company's plant and

machinery provide :

(1) An inadequate,

(ii) An adequate, or

(iii) A more than adequate

allowance for the annual loss caused by fair wea. and tear, other
than that which can be made good by repairs 7

3 (a) Is an adequate allowance for obsolescence, in addition to wear

and tear, of your company's plant and machinery provided by
ordinary tax rates of depreciation ? ' YES / NO

If you answered ™IO* to question 3 (2) please answer (b).

(b) Is an adequate allowance for obsolescence, in addition to wear and
tear, of your company's plant and machinery provided by ordinary

tax rates of depreciation plus special depreciation % YES / NO
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Ignoring the question of replacing or selling buildings when prices
are rising, do ordinary tax rates of depreciation on your company's
buildings provide :

(i)  An inadequate,

(ii) An adequate, or

(iii) A more than adequate
allowance for the annual loss caused be fair wear and tear, other
than that which can be made good by repairs 1

#hat was the most significant constraint on further capital
expenditure * by your campany during the year ended 31 December 1971
or nearest balance date :

(i) Insufficient finance;

(aa) . from internal sources, and [ or
(bb) from external sources,

{(ii) An inadequate return on capital expenditure
projects considered by the Board of Directors
or management, being of a type;

(aa) related to activities normally pursued

by your company, and / or
{bb) related to activities not normally pursued

by your company,

(iii) Insufficient personnel to action projects
considered, or

(iv) Others (please specify) 1

That is capital expenditure in addition to that undertaken.

]
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6 In the year ended 31 December 1971 or nearest balance date,

what was the amount of capital expenditure incurred * on

items of plant and machinery ? $ ", 000
7 Has your company acquired, erected or extended gualifying

assets ** during the year ended 31 December 1971 or nearest
balance date, at an earlier time than they would have been
acquired, erscted or extended if the allowances givem bslow
had not been available :

(1) Special depreciation on plant and

machinery (s. 1144) 7 YES / NO / NA
(1i) Investment allowances (ss. 117A and
117D) 7 YES / HO / N
8 What is ths most significant advantage of special depreciation

to your company *%#% ;
(i) Increased liquidity, E]

(ii) Higher rate of return on projects than would
otherwise be the case, or D
(iii) Other: (please specify) 7

» For the purposes of this question "capital expenditure incurred”
may be taken to be cash outlayed on capital items during the
financial year after adjusting for accruals.

= This term refers to those assets which qualify tfor the individual
allowances listed. To assist the respondent to identify qualify-
ing assets the appropriate section of the Land and Income Tax Act
is given in this and similar questions,

bt If you are unabls to indicate "the most significant advantage"®
you might appropriately answer by indicating more than one
alternative.
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(a)

(b)

(e)

557

For each allowance given in column 1 and 2
assume that the allowance had been suspended
on 31 December 1970 or nearest balance date
while the other allowance remained unaltered.
Also assume that it was generally considered
that the allowance would be re-introduced in

v3-l+yea.rs.

Would the value of capital expenditure pro-
jects (other than major * projects) approved
during the year ended 31 December 1971 or
nearest balance date have been :

1

2

Special
depreciation
on plant &
machinery
(s. 1144).

Investment

allowance

(s. 1174 &
117D).

(i) Larger, i

(ii) The same, ii

(iii) Smaller by 0 and 5%, idi

(iv) Smaller by between 5{ and 10, or |iv

(v) 3maller by more than 10% (please

estimate percentage) v

than the value of capital expenditure
projects actually approved during that year
which have qualified, or will qualify, for
the relevant allowance 17

Did your compeny approve any major capital
expenditure projects in the year ended
31 December 1971 or nearest balance date 7

YES / NO
If you answered *YES" to Question

9 (b) please answer (c),

Would any major capital expenditurs projects
approved during the year ended 31 Deceamber
1971 or nearest balance date have been **

(1)
(ii)

Abandoned ?
Delayed 1

For the purposss of this questionnaire a
"ma jor capital expenditure project" is defined

YES / N

YES | MO

YES / NO

YES / NoO

2

as one which would substantially alter the size or nature of your company.

The assumptions given in question 9 also apply to part (¢) of that question.
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{a)

(o)
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For each allowance given in Columns 1 and 2

assume that the allowance had been abolighed

on 31 Lecember 1970 or nearest balance date
while the other allowance has remained un-
altered. Also assume that it was generally
considered that the allowance would not be

re-introduced.

Aould the value of capital expenditure
projects (other-than major projects)
approved during the year ended 31 Decem-
ber 1971 or nearest balance date have

1 2
Special Investment
depreciation allowance
on plant & (s. 1174 «
machinery 117D).
(s. 1144).

been :
(i) Larger, i

" (ii) The same, ii
(iii) 3maller oy between O and 57 iii
(iv) 3maller by between 5 and 107, iv

or
(v) Smaller oy 10L or more (please v
estimate percentage)

than the value of capital expenditure
projects actually approved during that year
which have qualified, or will gqualify, for
the relevant allowance 7

Would any major capital expenditure projects
approved during the year ended 31 December
1971 or nearest balance date have beern * :

(i) Abandoned 7
(ii) Delayed ?

The assumptions given in question 10 above
also apply to part (b) of that question.

YES / NO / sA

Y35 / 0 [/ dA

YES / 5O / NA

YES / 50 / Na

1

2
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11 In the published financial accounts of your company for the year

ended 31 December 1971 or nearest balance date was depreciation
on plant _ggg machinery :

(1)

(i1)

(iii)

(iv)

(v)

(vi}

(vii)

Claimed for taxation purposes and charged against
revenue for financial reporting purposes at the
maximum rates (ordinary plus special) permitted by
the Ihland Revenue Department, or

Clajmed for taxation purpogses at the maximum rates per-
mitted by the Inland Revenue Department whereas, ordin-
ary tax rates of depreciation wers charged againat
revenue and deferred tax credit was provided for
financial reporting purposes, or

Claimed for taxation purposes at the maximum rates per-
mitted by the Inl.and, Revenue Department whereas, for
financial reporting purposes depreciation was charged
against revenue at ordinary tax rates without providing
a deferred tax credit, or

Claimed for taxation purposes at the maximum rates perw
mitted by the iInland Revenue Department whereas, deprec-
iation was charged against revenue on the straight-line-
basis without providing a deferred tax credit for
financial reporting purpouses, or

Claimed for taxzation purposes at the maximum »ates per-
mitted by the Inland Department whersas, depreciation
was charged against reveniue on the straight.line<bagis
with a deferred tax credit provided for financial
reporting purposes, or

Charged against revenue for financial reporting purp-
ogses al rates in excess of the maximum rates permitted
for taxation purposes by the Inland Revernue Depariment,
or

Other (please describe) 1

I thank you for your assistance in completing the above questions.

G. E. Dwyer, School of Management Studies
University of Waikato, Private Bag
HAMILTON

L
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EXHIBIT O-~6
COVERING LETTER AND TABULATED RESULTS
OF MAIL SURVEY OF PUBLIC COMPANIES




University of Waikato

HAMILTON : NEW ZEALAND : TELEPHONE 67.119

SCHOOL OF MANAGEMENT STUDIES

31 October 1973

In October last year, I requested your Company to participate in
a "Survey of the Depreciation Policies of New Zealand Public
Companies'. I am pleased to enclose a copy of the tabulated
results of this survey and trust that these will be of interest

to you.

Should you desire further information on the results or wish to

make any comments on them, please write.

I thank those Companies which were able to participate for their

very kind assistance.

Yours sincerely,

G.E. DWYER.
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DEPRECIATION POLICIES

INTRODUCTION:

The total number of responses to each question given by "T", is

46 or 55 (in both cases reduced by number of respondents not
answering the particular question or indicating that the question
was not applicablie). This difference arises from the inclusion
of answers by nine respondents who completed a brief questionnaire
containing certain key questions only. Questions, or parts of -
questions, included in the brief questionnaire are denoted by a
"B" in the right hand margin opposite the tabulated answers to the

relevant question,

To assist those who completed the brief questionnaire to compare
their answers with those of other companies, the list below gives
the. number of each question included in the brief questionnaire

and the number of a similar question in the original questionnaire.

Question No. No. of Equivalent
in Brief Question in
Questionnaire Original Questionnaire

2 6

3

4 10

S 15

6 5

7 16 A(1l) and D

8 24

9 17 Columns 1 and 2
10 18 Columns 1 and 2
11 25.
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2. PARTICIPANTS CLASSIFIED BY MOST IMPORTANT ACTIVITY

Number of %
Participants Participation*

Manufacturing:
(i) Meat processing 3 33
(ii) Beverages and other food 6 67
(iii) Woollen mills and clothing 5 62
{(iv) Forestry and wood products

(including newsprint, pulp

and paper) 3 43
(v} Printing and publishing 3 43
(vi) Drugs and chemicals

(including chemical

fertilisers) 5 71
(vii) Non-metalic minerals 2 25
(viii) Metals and machinery 8 67
(ix) Manufacturing not elsewhere

included : 8 37

Total Manufacturing: 43 48

Othexr than Manufacturing:

(x) Transport 4 57
{xi) Retail and wholesale 5 45
(xii) Other than manufacturing not
elsewhere included 1 20
Total other than Manufacturing: 10 45
Not specified 2 -
GRAND TOTAL: 55 49

* Participants as a percentage of participants plus non-participants.
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3. Was the value of your company's sales for the year ended 31

December 1971 or nearest balance date between :

) 0 and under $5 millioms,
(i1) $5 millions and under $10 millioms,
(i11)  $10 millions and under $20 millionms,
(iv) $20 millions and under $50 millions, or
(v) $50 millions and over (please specify to
nearest $10 millions) ? Ts
Not answered 3.

4. (a) Was the accumulated cost (i.e. book value plus accumulated
depreciation) of your company's plant and machinerv om 31
December 1971 or nearest balance date between :

(i) 0 and under $1 millionm,
(ii) $1 million and under $2 millioms;
B (1i1) $2 millions and under $4 millions,
(iv) $4 willions and under $10 millions, or
(v) $10 millions and over (please specify to
" nearest $10 millions) ? T
Not answered 2.
(b) Does your company lease a significant proportion of its
plant and machinery ?
(c) What was the increase in your company's accumulated cost
of plant and machinery during the five vear period =nded
31 December 1971 or nearest balance date, expressed as a
percentage of the accumulated cost of plant and machinery
on 31 December 1966 or nearest balance date ?
(i) 0 and less than 50%
(ii) 50% and less than 100%
B (ii1) 100% and less than 300%
(iv) 300% and over
Not applicable 3, Not answered 2. T.
(d) Is your answer to question 4(c) significantly affected by
takeovers or mergers?
(i) 0 and less than 50%
(11) 50% and less than 100%
B (iid) 100% and ‘less than 300%
(1iv; 300% and over
T.

Not znswered 2

* "Yes" as a percent of total in class (see 4(c) above).

= A
12 28
8 19
9 21
6 14
8 18
43 100
N ¥
10 19
17
4 8
13 24
17 32
53 100
Yes 2
No 44
N %
18 356
15 30
12 24
5 10
50 100
Yes ok
5 | 33
6 50
4 80
15 30




(i) Inadequate,
B (ii) Adequate, or
(iii) Mors than adequate,
T«
for this purpose (i.e. loss through wear and tear) ?
If you ticked 6(a)(i) please anawsr (b).
{b) Ignoring the questions of obsolescence and the replacement
of plant and machinery when prices are rising, do ordinary
tax rates of depreciation plus spacial depreciation on your
company's plant and machinery provide :
(i) An inadequate,
B (ii) An adequate, or
(iii) A more than adequsate,
T-

*
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Se In the yesar ended 31 December 1971 or nearest balance
date what was the amount of capital expenditure incurred *

on items of plant and machimery ?

(i) 0 and under $100,000
(ii) $100,000 and under $500,000

B (iii) $500,000 and under $1 million
(iv) $1 million and under $2 millions
(v) $2 millions and over

1

Not answered 4.

6. {(a) For taxation purposes ordinary depreciation is intended to

provide for the annual lcas caused by fair wear and tear,
nther than that which can be maJe good by repairs.
Ignoring the questions of obsolescence and the replacement
of plant and machinery when prices are rising (which are
covered by question given below) are the Inland Revenue
Department's current rates of ordinary depreciation
applicable to your company's plant and machinery :

allowance for the annual loss caused by falr wear and tear,
other than thal which can be made good by repairs ?

For the purposes of this gquestion "capital expenditure incurred"
may be taken to be cash outlayed on capital items during the
financial year after adjusting for acecruals.

N | oz
9 | 18
16 | 31
1| 21
7| 14
8 | 16
51 1100
x 1=
19 | 35
32 | 58
4 7
55 {100
I E
5| 26
14 | 7
19
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7. (a) 1s an adequate allowance for obsolescencs, in addition to
wear and tear, of your company's plant and machinery provided

B
by ordinary tax rates of depreciation?
If you answered "NC" to question T(a) please answer (b).
(b) Is an adequate allowance for obsolescence, in addition to
3 wear and tear, of your company's plant and machinery
provided by ordinary tax rates of depreciation plus special
depreciation ?
8. Doas your company consider that ordinﬂ rates of depreciation

for taxation purposes should allow for increases in the cost

of replacing plant and machinery resulting from inflation#?

Not answered 2.

9. (a) Does your company consider that derreciation charged against
revenue for financial reporting purposes ** ghould allow for

increases in ‘he cost of replacing plant and machinery as a
result of inflation ?

Not answered 4.
If you answered "YES" to question ¢(a) pleass answer (b).

(b) Does your company consider that plant anc machinery should be
revalued *** to allow for the effects of inflation ?
Not answered 3.

* This question might appropriately be considered from a policy
point of view and hence any limitations contained in current
legislation or existing Dspartmerital policy should bs ignored.

¥ For the purposes of this questionnaire the term "financial
reporting purposes" refers to the published Annual Accounts
of public companies. .

**% For the purposes of this qusstionnaire the word "revalue™ should

be broadly interpreted to include adjustments for general price
level changes, specific price changes, or annual (or pericdic)
write~up of assets based on a valuer's report.

Yes

Yes

No

2%
31
55

16

15
31

(442)
(562)

(52%)
(482}

(75%)
(25%)

(66%)
(362)

(87%)
(13%)
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12,
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Ignoring the gusstion of replacing or selling buildings
when prices are rising, do ordinary tax rates of depre-
ciation on your company's buildings provide :

(i} An inadequate,

(ii) An ade-uate, or

(iii} A more *han adequate,
allowance for *he annval loss caused by fair wear and tear,
cther than that which can be made z00i byr repairs ?

Not answered 1.

Zoes your company zenerally prepare a forward prosramme for

the purchase of significant items of plant and machinery for
a reriod of :
financial year,

financial years,

[
H
~

LS TN N Y

financial years,

financial years, or

\n P

or more financial years,

before a firm decision to proceed with the purchase is taken
by the Board of Directors or management (whichever is
relevant, ?

Nnt answered 1.

Has the planned purchase of any significant items of plant
and machinery been postponed at any tims during the five

year period ended 31 December 1971 or nsarest balance date ?

If you answered "YES'to cuestion 12(a) please answer (b).

(5} Vas the posiponement of the planned purchase of ‘plant and

machinery caused by :

(1) High interest rates ?

(ii) Difficulties in obtaining finance from
external sources ?

(iii) Insufficient generation of finance froum
imternal sources ?

(iv) A revised and less favourable assessment
of demand for the planned output, and/or a
revised and less favourable assessment of the
preject's profitability ?

—
T

39

50

O~

11

w1
i~

100

14

Yes
No
T.

Yes

Yes

Yes

Yes

31
14

11

{39%)
(317%)

(132}

(16%)

(35%)

(65%)
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(v) Cthers (please specify) ?
The majority of answers listed relatecd

s 8 o e @& 8 ® © ©0 @ @ e 8 ©°© e 8 B 8 8 ° ©

te the impact of Government policv on
©° L] L ] L] L *

e s ® ®m 8 ® = 6 & e © O & e

import licensing and protection on the

e ¢ e & © © e ® © e ®© 6 » o ¥ 8 ® 6 e © ©

domestic market.

8 v e s 5 & @ e ¢ © & 4 ¢ © © ¢ & & B ©

12, (a) Has the planned purchase of any significant items of plaat
and machinery been abandoned at any time during the five year
psriod ended 31 December 1971 or nearest balance date ?

If you answered "YES" *o question 13{a) please answer (b).

(b} Was the abandomment of the planned purchase of any significant
items of plant and machinery caused ty ¢

High interest rates ?

~

{1

(i1} Difficulties in obtaining finance from
external sources ?

(iii) Insufficient generation of finance from
internal sources ?

fiv) A revised and less favourable assessment of
demand for the planned output, and/or a
revised and less favourable assessment of the
project’s profitability ?

(v) Cthers {please specify) ?
i Fhf fffeftuof 5e§hpo}o§i?a} _ch.an_ge‘apdc .

. Foyempept s, xpfpagl, fo mppegve falkeoves,

. Pr?posals unde-r _thoe .Ov_erse.as‘ Takeoye.r .

Regulations.

e & © ¢ ¢ ¢ ¢ ® & ® © © o &

14. (a) Has the planned purchase of any significant iteme of plant and
machinery been brought forward during the five ysar period
ended 31 Deceamber 1971 or nearest balance date ?

If you answered "YES" to question 14(a) please answer (b).

(b) Was the advancement of the planned purchase of any significant

items of plant and machinery caused bty :

Yes

No

‘Yes

Yes

Yes

Yes

Yes

No

T

1i

33
46

10

24
20
44

(35%)

(28%)
(72%)

(8%)

(23%)

(77%)
(38%)

(55%)
(457)

Not answered 2.
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{1) Low interest rates ?

(11) Availability of external sources of finance 7

(iii) Availability of internally generated sources
of finance ?

(iv) A revised and more favourable assessment of
demand for the planned output, and/or a
revised and more favourable assessment of the
project's profitability ?

(v) Others (please specify) ?

Two companies specified the re~introduction
. of che nvestaent allovance.
i€, that was the most significant constraint on further capital
excenditure by your company during the jear ended 31

December 1971 or nearest balance date :

(i)

(ii)

(14i)

(iv)

Insufficient financej

(a) from intermal sources,

(b) from external sources,

(c) from internal and external sources

An inadequate return on capital expenditure

projects considered by the Board of Directors

or management, being of a type;

(a) related to activities normally pursued
by your company,

(b) related to activities not normally
pursued by your company,

(c) related to all activities (both normally
and not normally pursued by your company)

Insufficient personnel to action projects

considered, or

Others

No constraint.

Not answered 1.

Yes

3 (12%)
2 (8%)
20 (83%)

5 (22%)
N‘- z

8 | 15

1 2
1l ] 20

2 5
L 2] 4
5 9
9 17
5 9
54 (100
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16. Yas your company acquired, erected or extended qualifying
assets * during the year ended 31 December 1971 or neares:
balance date, at an earlier time than they would nave been
acquired, erected or extended if the allowances given below

had rot been available :

A. Special derreciation ong Yes | No VTR
B ** (i) Plant »nd machinery (s.114A) 2 5 |45 9| -
(1) tmployee accommodation (s.1144(1b) ) ? - |1z - 133
(iii) Cool stores for meat or meat products o
(ss.114A(13B) and (1BC))? [‘ f 4 T ’ (‘1_]
(iv) Hotels for tourist accommodation .
(5.114D) 2 L] 2]3] 4]
B. Additional depreciation on ;
{v) Plant, machinery or equipment used for N
scientific research (s.113B) ? ERER 7| 3]
(vi) Buildings used for processing or storage
of fish or fish products (s.114C) ? 113~ [ 4]
C. Supplementary depreciation on hotels or motels [ - I 3 ] = [ 42 l
(s.11348) ? ‘ '
0. Investment allowances (ss.117A and 117D) ? [ 9 Taa [17 HER
4 1, -vc\ 3 2
E. Yest Coast development allowance (s.117C) ll ] > ] 5 l,"zl
¥. Deduction of forestry development expenditure
(s. 91(10) ) 2 (- te] -Ta]
- ) . .
G. Research grants ? [1 IlZ rbl 3-’-J
Not answered 1.
* This term refers to those assets which qualify for the individual
allowances listed. To assist the respondent to identify qualifying
assets the appropria‘e section of the Land and Income Tax Act is
given in this and similar questions.
Kk

The brief questionnaire contained parts A(l) and D only.



17. (a) If any allowance (given in

(v)

the columns to the right)
is not applicable to your
company, please enter '"N.A."
in that allowance's column.

For each allowance applicable
to your company assume that
the allowance had been
suspended on 31 December 1970
or nearest balance date while
other allowances had remained
unaltered. Also assume that
it was generally considered
that the allowance would be
re-introduced in 3 - 4 years.

(A) Would the value of capital
expenditure projects (other
than major * projects)
approved during the year
ended 31 December 1971 or
nearest balance date have
been :

(1)
(11)

(iii)

larger,
the same,

smaller by between
0 and 5%,

smaller by between
5‘}: and 10%,
smaller by more than
10% (please estimate
percentage),

than the value of capital
expenditure projects actually
approved during that year
which have qualified, or will
qualify, for the relevant
allowance ** ?

(iv)
(v)

(B) Did your company approve any
major capital expenditure
projects in the year ended
31 December 1971 or nearest

balance date ?

If you answered "YES" to stion

17(b)(B) please answer 17?:3(0).

(C) Would any major capital
expenditure projects approved
during the year ended 31
December 1971 or nearest
balance date have been *#*

(i)
(ii)

abandoned 7

delayed *?
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Two respondents did not answer this question.

1 2 3 4 5 6 7 8 9 10 1 12
Specieﬁ N Investment| West Coast| Special Special Additional | Additional | Special Supplemen- | Forestry |Additional Research
deprecia~ | allowance.| develop- deprecia~ | deprecia~ |deprecia~ | deprecia~ deprecia~ | tary depre~| develop- |deprecia~ grants.
tion on (8.117A & | ment tion on tion on tion on tion on tion on ciation on ment tion on '
plant & 117D) allowance. employee cool buildings | buildings hotels for motels or expendit- | plant,
machinery. (8.117C) accommo- gstores for| satisfying | for pro- tourist hotels. ure, machinery
(s.1144) dation. meat or meat cessing or | accommo- | (s.113AA) (8.91(1b))| or equip-
(s.1144 meat pro- |hygiene storage of | dation. ment used
(18)) ducts. mgulationﬂ fish. (s.114D) for scien-
(s.1144(1B) | (s.114B) | (s.114C) tific re-
& (1BC)) search.
(s.113B)
. " _—
1 2 41 34 40 40 43 41 41 40 35 33
No. % No. % No. No. No. No. No. No. No. No. No. No.
i _ _ _ - _ _ _ _ _ _ _ _ _ _ i
ii 45 86 44 | 86 3 10 4 4 1 3 3 4 8 9 ii
i [ Py
iy s | e 3 6 - - - - - - - - - - iii
iv 3 6 3 | 6 - - - - = = - - 1 i iv
v 1 2 1 2 - - - = = - = - - 1 -
T 52 100 | 51 100 3 10 4 4 1 3 3 4 9 11
YES / NO 33/18 34/16 3/0 7/2 3/1 3/1 1/0 2/1 2/1 3/1 5/3 7/3
Not answered.
1 1 - 1 1 1 - 1 1 - 1 -
Yes No | Yes No | Yes No | Yes No | Yes No| Yes No | Yes No | Yes No| Yes No | Yes No | Yes No | Yes No
i - 32| - 33 - 3 — 6 - 2 - 2| - 1| - 1| - 1 - 3| - 4 - 714
ii 3 29 3 30 1 2 - 6 - 2 - 2| - 1] - 1| - 1 - 3| - 4 - 7 i
1 2 3 4 5 6 7 8 9 10 11 12

* For the purposes of this questionnaire a "major capital expenditure project” is defined as one which would substantially alter the size or nature of your company .

#%  Respondents may find questions 17(b){A), 17(b)(C) and question 18(a)(A) and 18(a)(C) (which are similar to those given above) difficult to answer as the inform
be readily available. Should this be the case, the respondent is requested to answer these questions as accurately as possible and to indicate whether the ans

of your company's position. Not answered

(1) Guesstimates

E 2 2

(11)

Opinions E

The assumptions given in question 17(b) also apply to part (C) of that question.

or (iii)

Reasonably reliable statements

ation required may not
wers given are :




(a) For each allowance applicable
to your company * assume that
the allowance had been abolished
on 31 December 1970 or nearest
balance date while other
allowances had remained unaltered.
Also assume that it was generally
considered that the allowance would
not be re-introduced.

(4) Would the value of capital
expenditure projects (other
than major projects) approved
during the year ended 31
December 1971 or nearest
balance date have been :

(1)
(ii) +the same,

(iii) smaller by between
0 and 5%,

larger,

(iv) smaller by between
5% and 10%,
(v) smaller by 10% or more

(please estimate
percentage),

than the value of capital
expenditure projects actually
approved during that year
which have qualified, or will
qualify, for the relevant
allowanoce ?
(B) Did your company approve any
major capital expenditure
projects in the year ended
31 December 1971 or nearest
balance date ?

If you answered "YES" to question
18(a)(B) please answer 18(a)(C).

(C) Would any major capital
expenditure projects approved
during the year ended 31
December 1971 or nearest
balanoce date have been **

(1)

(i1) delayed ?

abandoned ?

* The allowances given in columns 1 - 12 are the same as the allowances given in question 17.

£ 2 ]
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Two respondents did not answer this question.

e . . '
k
1 2 3 4 5 6 1 & 9 10 11 12
Special Investment | West Coast Special Special Additional | Additional Special Supplemen— Forestry | Additional Research
deprecia~ allowance.|development| deprecia~| deprecia~ deprecia~ deprecia~ deprecia— tary depre-4 develop- deprecia~ grants,
tion on (s.117A &  allowance. tion on tion on tion on tion on tion on ciation on | wment tion on
plant and | 117D) (8.117C) employee | cool stores| buildings | buildings | extensions| hotels or | expenditurg plant,
machinery accommo- | for meat or| satisfying | for pro- or erec— motels. (s91(1b)) | machinery
(s.1144) dation. meat pro- meat cessing or| tion of (s.113A4) | or equip—
(114A(1B) )| ducts. hygiene storage of | hotels for used for
(ss.114A regulations. fish, tourist scientific
(1B) and (s.114B) (s.114C) accommoda~ research.
(1BC)) tion. (s.113B)
(s.114D)
N.A. 1 2 41 | 3 40 40 43 41 a1 40 35 ED)
No. | % | No. %
i - | =L - - | - - - - - = . - = :
w1 |47 | 90|46 0| 3 10 a 4 1 3 3 4 8 9 i
e DR A 2 - - - = - - = - _ _ iii |
iv 3 6| 3 6 - - _ _ _ _ _ B 1 B | iv
. 1 2| 1 2 = = - - - - - = - 2 ¥
T Sg‘mk 100 SL_ | 100 3 - 10 o 4 | 4 - 71 3 3 4 9 11
YES / NO 33/18 34/16 3/0 72 3/1 3/1 1/0 21 2/1 3/1 5/3 73
Not answered _ 7
1 1 - 1 1 1 = 1 1 - 1 —
!
Yes No | Yes No | Yes No | Yes No |Yes No |Yes No |Yes No | Yes No | Yes No | Yes No | Yes No | Yes No
3 - 32 |1 32 | - 3 - - - 2 |- 1 - 1 - 1 - 3 - 4 - 7 i
ii | 3 29 |2 31 1 2 - - - 2 |- 1 — 1 - 1 - 3 - 4 — 7 ii
1 2 3 4 5 6 7 8 9 10 1 12

The assumptions given in question 18(a) also apply to part (C) of that question.

For this reason allowances which are not applicable to your company may be omitted.




12,

21.

22.

213

Was the planned purchase of any significant items of new
rlant and machinery postponed as a resoit of the withdrawal

of the investment allowance in 1966 ?

Not answered 1.

Was the planned purchase of any significant items of new

plant and machinery abandoned as a resuit of the withdrawal

of the investmen: allowance in 1965 7
Not applicable 1.

Was the planned purchase of any significant items of new
plant and machinery brought forward as a result of the re-

introduction of the investment allowance in 1970 ?

fias your company approved capital expenditure pro jects which
would not have been approved if the investment allowance had

not been re=introduced in 1970 7
Not answered 1.

I you answered "YES" to question 22(a) please answer (b) and (c).

(b) Have any of the capital expenditure projects which have been

approved, but would not have been approved had the investment
allowance not been re-introduced, relateda to major projects
(i.e. those projects which substantially alter the size or

nature of your company ) ?

(c) wWould the value of capital expenditure projects (other than

major projects) which would not have bsen approved had the

investment allowance not been re-introduced be beiween :
(i) 0 and uxnder 5%,
(ii) 5% and under 10%,
(iii) 10% and under 15%,0r

(iv) 15% or more (please estimate
the percentage)
of the value of actual capital expenditure projects approved

since the re-introduction of the inwvestwent allowance ?

39
46

38
45

2%)

(98%)

(100%)

(15%)
(85%

(16%)

(84%)

(147%)
(86%)

%

14
3 43
2 29
1 14
7 | 100




574

23. For financial reporting purposes does your company account. for

the investment allowance by :

(1) Deducting the saving in tax (arising from

claiming the allowance) from the cost of

qualifying assets, or [Ej
(1) Claiming the allowance for taxation purposes

without making any adjustwents to the books
of account, other than to the tax provision, [Z]
or '
(iii) Other (pleass spscify) ?
, SO Appleanle s s s ssesE v

e ® ¢ @ ¢ €6 & ¢ & © @ v & O e © © © ¢ e & &

® € o ¢ © @ @ @ 0 €& @ O w © O e & & & @ e O

24. What is the most significant advantage of special depreciation
*
to your company R . :
(i) Increased liquidity, %3 | 80

(i1) Higher rate of reiurn on projects than would

otherwise be the case, or

B (i1i) Other (please specify) ?
), el O Py i eee @ o I
Others . 3 6
LI e

Not‘ap“plicable 1. ) ’ .
25 In the last published financial accounts of your company was
depreciation on plant and machinery 3
(i) Claimed for taxation purposes and charged

against revenue for financia.l_ reporting
purposes at the maximum rates (ordinary plus
special) permitted by the Inland Revenue N- %
Department, or 28 | 53

B (ii) Claimed for taxation purposse at the maximum
rates permitted by the Inland Revenue Depart—
ment whereas, ordinary tax rates of deprecia-

tion were charged against revenus and a
deferred tax credit was provided for financial

reporting purposes, or _

* If you are unable to indicate "the most significant advantags” you
might appropriately answer by indicating mors than onse alternative,
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(iii) Claimed for taxation purposes at the maxinum
rates permitted by the Inland Revenus
Department whereas, for financial reporting

purposes depreciation was charged against

revenus at ordinarv tax rates without

providing a deferred tax credit, or E:D
(iv) Claimed for taxation purposes at the maximum :

rates permitted by the Inland Revenue Depart-

ment whereas, depreciation was charged against

revenue on the straight-line basis without

providing a deferred tax credit for financial

reporting purposes, oTr l SI 9 t
(v) Claimed for taxation purposes at the maximum

rates permitted by the I.nlai:d. Revenue Depart—

ment whersas, depreciation was charged against

revenus on the straight-line basis with a

deferred tax credit provided for financial

. reporting purposes, or 9
(vi) Charged against revenwe for financial reporting

purposes at rates in excess of the maximum

rates permitted for taxationm purposes by the

Inland Rsvenue Department, or “
(vii) Other (plesse describe) ?

More than one of the above 6] 11

.(.Rt.\e;..................,. 51—

I IDPIPRP  IEE1 X

Not answered 2.

26. (a) Pleass rank the following methods of dstermining the price of
your company's products and/or servicee in deseew' order of
their importance as messured by sales value., That is, place a
"1" in the space provided beaside the mesthod which is used to
determine the price of the largest proportion of your company's
gales and a "2" beside the second most important methed. If
two or more methods are of equal importance they may be given
the same ranking. For any method which iz not applicable or is
insignificant to your company pleass enter "N.A." in the space
beside that method.

The answers to this question are tabulated to disclose the

number of times each method was ranked "1".



If you indicated that

(1)
(i1)

(iii)

(iv)
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Prica control or similar Government regulations,
The cost of manufacturing and marketing the
product or producing the service rendered,

The market price of similar rroducts produced,
or services rendered, by competitors,

Other (please specify).

Two or more of the above ranked
& ° . © - L € L ° [} L] L] - - £ - &

part (i) and/or part (ii) in question 26(a)

is applicable to your company please answer (1)

(v) Please briefly describe the method by which depreciation is
genarally calculated for the purposes of determining the cost

of your company's products or services.

27.

(1)

(ii)
(iii)
(iv)

(v)

Diminishing value method:

(a) at maximum (ordinary plus special) tax

rates of depreciation,

(b) at maximum ordinary rates of depreciation,
Straight line method,

Units of production or usage method,
Depreciation not taken into consideration in
setting price,

Other

Not answered 4.

Four of the companies using the straight line method

for pricing use the diminishing value method for

financial reporting.

This question requested companies to rank in order of

importance a large number of incentives and concessions.

The results presented below give the relative ranking

of specilal depreciation and the investment allowance.

Other incentives, which were not applicable to a

significant number of respondents, have been omitted.

100

N %
i | 3¢
21 |46
8 117 |
3 7
46 | 100
N %
8 23
L 12
12 35
4 12
2 6
4 12
34
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Column (a) discloses the relative importance of these
ailowances prior to the 1972 Budget, whereas column
(b) gives the ranking after allowing for amendments
to the investment allowance which was announced in

that Budget.
Number of respondents ranking:

(a) (&)

(i) Special depreciation as more important

than the investment ailowance,

(ii) The investment allowance as more

important than special depreciation, [7 8 I ;3 Hiﬁil 2 J

(iii) Special depreciation as important as

(]
o
[
L

the investment allowance.

34 {100 [[34 {100

Not answered and not applicable 1Z.

22. (a) Does your company qualify for the increased exports tax
Yes 34 (747)

i b ?

incentive No 12 (26%)
If you answered "YES" to question 28(a) please answer (b), (c)
(b) ¥hat was the value of your company's export coods * expressed

as a percentage of total sales for the year ended 31 December

1971 or nearest balance date ?

N A
0 _ 17 g 129
over 17 - 2% Zaftd
over 27 - 47 . 2;
over 4% - 107 ¢ %9
over 107 - : ~6
Not answered 3. T. 31 ]i00
(c) Are your company's export goods generally manufactured by
using: N z
(1) Surplus capacity on existing plant and machinery, 10 o
(ii) Plant and machinery specifically purchased for .
the manufacture of goods for export,
(1i1) Plant and machinery which, although not
specifically purchased for the manufacture of
goods for export, was purchased with sufficient
capacity to accommodate expected domestic and
export manufacture, or 16 |49

* . . .
For the purpose of this questionnaire "export goods" are defined

as goods of a type which qualify for the increased exports .tax

incentive (section 129B of the Land and Income Tax Act.)
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(iv} Jther (please specify) ?

More than one of the above 3 15
T. 133 QOO

- L] L] @ . - - L] L . ° - . - . * L3 . .

- » L ° L L o . . L] - ® . o L v < o
Not answered 1.

. L . Ll Ll - ° Ll Ll " Ll - L L] Ll - L ° - 1 ] - - L]

¢ o w ¢ w @ & & ¢ 6 e v ® & 3 ¢t o o

¢ ® © v w e € € € e & ® ® € @ e € © e ©° e ® ©

{d) Will the change in the base p.riod on which increased exports
tax incentive is calculated, announced in the 1272 3Budset, be Yes 26
of benefit to your company in the year ended 31 December 1972 No 5

or nearest balance date ?
Not znswered 3.

If you answered "YES" to question 28(d) please answer (e).

(e) Would the value of your company's base period sales, calculated
by the formula opsrating prior to 1 April 19372, be less than Yes 23
expected sales of export goods for the year ended 31 December No 3
1972 or nearest balance date ?

29. (a) In the 1972 Budget, the investment allowance was increased
from 10% to 20% and extended to include types of new plant
and machinery which previously qualified for special depreciation
tut not for the investment allowance. At the same time the
Government stressed that the investment allowance should not be
regaried as a permanent feature of the tax system. Please
describe the effect (if any) that the Budget statement on the
investment allowance has had, or ie likely to have, on your

company's capital expenditure programme .

(84%)

(167%)

(88%)
(12%)

£
i

(1) Minor advancement in timing of capital expenditure, 131 29

2Q

(ii) Significant advancement in timing of capital

expenditure, .

(iii) Considerable advancement in timing of capital

expenditure, 2 4
(iv) Minor increase in the amount of capital expenditure 2 4
(v) Significant effect on the amount of capital

expenditure, 4 9

(vl) No direct effect on the timing cr the amount of

capital expenditure, 21 47

]
o~
n
—
Q
(o]

Net answered 1.



32.
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(b) Please describe the difference in effect (if any) which the
Budget statement on the investment allowance would have had on
your company's capital expenditure programme if that siatement
had not stressed tnat the investment allowance was no’ a
pem;;e-nt feature of the tax system.

. The Budget statement emphasising the temporary mature of |
. the inyestment allowance positively inflyenced 9 companigs,
« Twg cogpanies did pof angwer, fhig gart of the guestion apd,

. the remaifilng 1) were unafiected by the gtatement., , , , .,

e © © @ ® ® © ® € © e & ® © O w v © ¢ 9 O © © ¢ ® © © © & € &

& ® 8 © ® 0 0 & © ¢ ® & 4 © © €& ¢ & © a § 4 © ¢ e e o e & o e

(a) In selecting capital expenditure projects, does your company
employ any of the following techniques :

(1) Discounted cash flow ;

(aa) net present value ?

(bb) internal rate of return ?
(11) Accounting rate of return ?
(iii) Payback period ?
(iv) Others (please specify) ?

Number of the above methods employed by each company :

(1) None of the methods,
(ii) One of the methods,
(iii) Two of the methods,
(iv) Three of the methods,

(v) Four or more of the methods

If you answered "YES* to question 30(a) part (i), or (ii) and/or
specified an alternative under part (iv), please answer (b).

If you answered "YES" to part (iii) pleass answer (f).

(b) Does your company evaluate capital expsnditure projects ons

(i) An after-tax,
(i1) A pre-tax, or

(ii1) An after-tax and a pre-tax basis ?

es | ¢
16 | 35
19 | 41
33 | 72
21 | 46
2| 4
N %
5| 2
17| a7
8 | 17
8| 17
8| 18
46 |100
N |z
21| 54
91 23
9| 23
39 | 100
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If you ticked 30(b)(i) please answer (c¢). If vou ticket 30(b)(ii)
please answer (d) and (e). If you ticked 30(b)(i) and (ii) please

answer (c), (d) and (e).

(c) Does your company's after-tax cut-off rate generally range

between :

(i) 0 and 6%,
(ii) 6 and under 85,
(iii) &7 and under 9%,
(iv) 9. and undar 10%, or
(v) "10% and over (please specify
the psrcentage) ?
Not answered 1.
{4) Does your company's pre-tax cut-off rate generally range

between :

(i) 0 and under 2%,
(i) 12 and under 14%,
(iii)  14% and under 16%,
(iv) 16% and under 20%, or
(v) 20% and over (pleass specify
the percentage) ?
Not answered 2.
() Piease briefly state your company's reasons for evaluating
capital expenditure projects on a pre-tax basis.
Of the 9 respondents using pre-tax rates (for methods

e » o & & © © ® ©6 © @ ¢ e & ®» © € O €6 & © © © @ o & © ° & O

other than the, payback periogd) 4 did, sp to, avoid, the,

. Bffect of changes in tax includipg incentives. , . .
One company used pre«tax rates in conformity with the

e 5 @« o s » & o e @ @ e o © o o

. poligcy, of am overseas parept, compapy,

°
v # © & & & ® o 0o

Not answered 4.
(£) Is the payback period calculated on :

(i) An after~tax,

(ii) A pre-tax or
(114i) Aftgrotax and pre-tax basis.

If you ticked 30(f)(i) please answer (g). If you ticked 30(f)(ii)
please answer (h) and (i). If you ticked 30(£)(i) and (ii) please
answer (g), (B) and (i).

* 10Z and less than 12% 4, 12% and less than 15% 5,

15% and over 5.

e

X,
1| 2

2| 7

6| 21
6 | 21
14%| 28
29 |100

1| 6
2 |12
1| 6
6 | 38
6 | 38
16 [100
N | %
12 | »3
5 | 26
2 | 11
19 |100
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basis, generally range betwsen :

(i)
(ii)
(iii)
(iv)
(v)

(h) Doee your company's cut-off period, calculated on a pre-tax

0 and under 2 years,

2 years and under 3 years,

3 ysars and under 4 years,

4 years and under S years, or

S years and over (pleass specify the
number of years) ?

basgis, generally range betwsen :

(i)
(ii)
(iii)
(iv)
(v)

(i') Please briefly state your company's reasons for evaluating

0 and under 2 years,

2 years and undsr 3 years,

3 years and iznder. 4 years,

4 years and under 5 years, or

5 years and over (please specify

the number of years) ?

capital expenditure projects on a pre~tax basis *.

0Of the 5 companies using the payback method exclusively on

a pre~tax basis, 4 used other pre~tax methods and are

¢« ¢ @& o o @

included in 30(e) above.

®* © @& ° ® ® ® s e & & & © ¥ ° 9

The remaining respondent used

€ & © & e ® ®» ® @ © & @ P ® ° e ° s & ° O © & € » 4 & © & T

this method for small proposals in addition to other

¢ © o &4 & e ® ® ¥ ® & ¥ ® ° © 9 ¢ © © & ® @ » & © © & e O ©

after-tax methods.

# & ® ® &5 © © ® ° w @ ® & & @ & & © ¥ © 6 & % e & B & 0 0 ©

Whern deciding whether to scrap or sell any significant items
of plant and machinery, is the book value of such plant and

machinery regarded by your company as relevant to that

decision ?

Not answered 2.

If you answered question 30(e) please omit this question.

lwlw]r
L]
=2

9
—
[}

—
[}
(&3

~NIHE N W
4
o]

100

Yes 15
No 29
T &4

(347)
(66%)
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APPENDIX P
METHODOLOGY FOR MAIL QUESTIONNAIRE SURVEY OF
CERTAIN CHARTERED ACCOUNTANTS IN PUBLIC PRACTICE

INTRODUCTION

In this appendix the methods used in conducting a mail
guestionnaire survey of the views on accounting for depre-
ciation, deferred tax and investment allowance of certain..
chartered accountants in public practice are described. A
copy of the covering letter, questionnaire, follow-up letter
and tabulated resulits are presented as exhibits at the end of
this appendix.

SAMPLE SELECTION

The accounting firms engaged in the audit of the one-
hundred and eleven companies selected for study were
tabulated from the latest annual report on 1 October, 1972.!
It was found that twelve firms, which audited two or more of
the sample companies, were engaged in the audit of eighty-five
of the sample companies (seventy-seven per cent). A further
twenty-six accounting firms were engaged in auditing the
remaining sample companies. It was decided that a survey of
the views of those firms engaged in the audit of two or more

sample companies would provide an adequate coverage.

DRAFTING OF THE QUESTIONNAIRE

The questionnaire method was adopted as it was thought

that this method of collecting data would be most convenient

! see Appendix O.
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for participants.? The questions sought the official views
of the participating firms. However, it was acknowledged
that some firms may not have formulated a general policy on
all of the aspects of depreciation policy covered by the
questions. In these situations, it was suggested that
participants might appropriately reply by giving the answer
which they believed to be most widely held by members of their
firms. It is impossible to determine the extent to which the
answers given reflect the views of the persons who completed
the questionnaire rather than the official views of their
firms.

The draft questionnaire was pilot tested by a chartered
accountant engaged in public practice who was expected to take
a more than average interest in the project. The draft
questionnaire was completed and later a discussion was held
in which the draft was examined from the participant's point
of view.?® An academic with teaching and research interests
in auditing and financial accounting theory also reviewed

the draft. Helpful comments were received from both persons.

SURVEY PROCEDURES

Two copies of the questionnaire (one of which was to be
retained as a copy of the firm's answers) were mailed to a
member of the twelve selected firms. The member selected in

each case was either the senior partner of the firm or a

2The strengths and weakness of this method are briefly
discussed in Appendix 0.

®*The answers given in the pilot test were not included in
the tabulated answers. Another member of the firm which
tested the draft questionnaire, who was resident in a
different centre, was requested to arrange for completion of
the final questionnaire.
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partner known to be active in research or educational
activities of the New Zealand Society of Accountants. The
questionnaires were sent to four members resident in both
Auckland and Wellington and the remaining three were sent to
members resident in other centres. The questionnaires were
mailed on 1 November, 1972 and a pre-addressed, reply-paid
envelope was enclosed."

On 28 February, 1973 a follow-up letter was mailed to
those firms which had not replied by that date.® This
requested firms to complete the questionnaire by 30 March,
1973. Two firms which indicated that they would participate
in the survey but had not completed the questionnaire by the
end of June were telephoned. This procedure did not result
in the completion of the gquestionnaires.

After allowing for one firm which submitted a joint
answer with another firm}'following a merger of the two firms,
five of the eleven firms completed the questionnaire. This
gave a participation rate of forty-five per cent. Three of
the completed questionnaires came from Auckland and two from
Wellington. None of the guestionnaires sent to other centres
was completed. Three of the participants were engaged in the
audit of eight or more of the sample companies.® In aggregate
the five participants were engaged in the audit of about
fifty-three per cent of the one hundred and eleven listed

manufacturing companies.

“A copy of the covering letter and of the questionnaire are
given in Exhibit P-1.

A copy of the follow-up letter is given in Exhibit P-2.
® Of the eleven firms requested to participate in the survey,

six were engaged in the audit of eight or more of the sample
companies.
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It had been hoped that a larger number of accounting
firms would have participated in the survey. Three of the
eleven firms did not reply to correspondence on the
guestionnaire. The reason for non-participation is not
clear. However, from the telephone conversations with two
non-participants it appears that the following two reasons
were important. First, the gquestionnaire requested the
"official" views of the participants. It appears that some
firms engaged in the audit of listed manufacturing companies
had few official views on the subject matter of the
questionnaire. Secondly, the gquestions were described by
one participant as "too demanding". This statement was made
in reference to those questions requesting participants to
state a reason for the answer given to an earlier part of
the same question. It would appear that some accounting firms
have given less thought to issues which are important in
determining the truth and fairness of the profit and loss
statement and balance sheet than one might have expected.

Firms which completed the guestionnaire were thanked
for their assistance. The answers given by the five firms
were tabulated and a copy was sent to the participants.7. In
tabulating the answers, alternatives given in the case of an
amount being immaterial were ignored.

- Although the participants were engaged in the audit of
fifty-three per cent of the sample companies which were
selected for study, it would be unwise to draw firm

conclusions from the participants' answers.! These may reflect

"The tabulated answers are given in Exhibit P-3.

8 The answers are statistically significant for « 0.05 if the
five participants are of the same opinion.
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the views of the person who completed the questionnaire,
those of most of the partners, or the official views of the
firm. For this reason, the answers should be viewed as a
first guide only. There is a need for further research on
the views on accounting for depreciation, deferred tax and
investment allowance of chartered accountants in public

practice.
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EXHIBIT P-1
COVER LETTER AND QUESTIONNAIRE USED IN
MAIL SURVEY OF CHARTERED ACCOUNTANTS IN
PUBLIC PRACTICE




University of VWVaikato

HAMILTON . NEW ZEALAND . TELEPHONE 65.179

SCHOOL OF MANAGEMENT STUDIES

1l November, 1972

I am currently studying, under the supervision of Professor
G.J. Schmitt, for a Doctor of Philosophy degree in Management Studies
at the above University. I am writing to seek your assistance with
my investigations by requesting you to arrange for the completion of
the enclosed questionnaire.

My research topic is "A Survey of Depreciation Policies of New
Zealand Public Companies". An important part of this study is an
attempt to determine by direct enquiry the views on accounting for
depreciation of leading Chartered Accountants in public practice.

The enclosed questionnaire is being forwarded to twelve
Chartered Accountants, representing the leading firms engaged in the
audit of public companies. It is félt that knowledge of the views of
these firms will assist in providing a realistic examination of current
depreciation practices.

Access to data from individual replies to the guestionnaire will - -
be restricted to Professor Schmitt and myself. I should like to point
out that our interest is in the general situation rather than the
position of the individual firms. In addition, no information that
could be related to an individual firm will be included in any report
of this research without the explicit approval of the firm concerned.

The tabulated results of this survey will be forwarded to
participants. To enable you to compare your answers with those of
other participants it is suggested that you might retain a copy of the
questionnaire and your answers. For this purpose a second copy of the
questionnaire has been enclosed.

I trust that you will feel that a comprehensive study of
depreciation policy is important and will assist me in this task.

I look forward to receiving the completed questioanaire and would be
most appreciative of any comments or suggestions you may wish to make.

Yours sincerely,

G.E. DWYER
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QUESTIONNAIRE

DEPRECIATION ALLOWANCES

INTRODUCTION

This questionnaire, for the most part, seeks to obtain the
official views of mccounting firms engaged in the audit of companies
listed on the New Zealand Stock Exchange. It may therefore be helpful
for the respondent to assume that the questions had been addressed to
his firm by clienis, generally included in the above category, seeking
his firm's advice, It is acknowledge, however, that an accounting
firm may not have formulated a general policy on all of the aspects of
depreciation policy covered by the questions given below. In such
situations, it is suggested that the respondent might appropriately
reply by giving the answer which he believes to be most widely held by

members of his firm.
PROCEDURE

The questions lisied below are generzlly of two types,
i.e. Yes/No questions and multiple choice questions. In the case of
the former type, the incorrect answer should be deleted, whereas the
latter type may be answered by placing a tick in the box alongaide the'
wmost appropriate answer. Each question is independent of prior and
subsequent questions, although parts of questions are related. If a
question is not applicable to your firm "N.A." should be placed in the
box alongside any one of the possible answers for that question.

In answering this questionnaire please feel free to add any
additional comments or explanations which you consider may be helpful.
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(a) For taxation purposes ordinary depreciation is intended to

provide for the annual loss caused by fair wear and tear,
other than that which cen bte made good by repairs. Ignoring
the questions of obsolescenoce and the replacement of plant
and machinery when prices are rising {(which sre covered by
questions given below), are the Inland Revenue Department's
current rates of ordinary depreciation on plant and machinrery,
in your firm's 'opinion, E_nerallz *

(1) Inadequate,
(ii) Adequate, or
(iid) More than adequate,
for this purpose (i.e. loss through wear and tear) ?

If you ticked 1(a)(i) please anawer (b).

(b) Ignoring the questions of obsclescence and the replacement
of plant and machinery when prices are rising, do ordinary tax
rates of depreciation El_“.‘; special depreciation on plant and
machinery, in your firm's opinion, generally provide :
(i) An inadequate,
(ii) An adequate, or -
(iii) A more than adequate,

allowance for the annual loss caused by fair wear and tear,
other than that w»hich can be made good by repairs ?

Ignoring the question of replacing or sellimg buildings when
prices are rising, do ordinary tax rates of depreciation on
buildings, in your firm's opinion, Egnera.llx provide :

(1) An inadequate,
(ii) An adequate, or
(iii) A more than adequate,

allowance for the annual lose caused by fair wear and tear,
other than that which can be made good by repairs ?

The word "generally" is used in this and following questions to
indicate tEaE the respondent should ignore atypical cases. In
questions which refer to "special circumstances™ atypical cases
should be included.
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5-

6.

%k
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{a) Does your firm consider that adequate allowance for obsolescence,
in addition to wear and tear, of plant and machinery is gener-
ally provided by ordinary tax rates of depreciation ?

If you answered "NO" to question 3(a) please answer (b).

(b) Does your firm consider that adequate allowance for obsolescence,
in addition to wear and tear, of plant and machinery is
generally provided by ordinary tax rates of depreciation plus
special depreciation ?

Does your firm consider that ordinary rates of depreciation for
taxation purposes should generally allow for increases in the

cost of replacing plant and machinery as a result ot inflation * ?

(a) Does your firm consider that depreciation charged against
revenue for financial reporting purposes should generally allow

for the increase in the cost of replacing plant and machinery

as a result of inflation ?
If you answered "YES" to question 5(a) please answer (b).

(b) Does your firm consider that plant and machinery should
generally be revalued ** to allow for the effects of inflation ?

(a) Is your firm of the opinion that listed companies should
generallx compute depreciation on plant and machinery by a
particular method (e.g. siraight~line, diminishing value etc.)?

It you answered "YES" to question 6(a) please answer (b), (c) and
{d).
(b) Is your firm of the opinion that listed companies should generally
compute depreciation on plant and machinery by :
(i) The straight-line,
(ii) The diminishing value, or
(iii) Other method (please specify)

-

® o o e 6 0 ©o € o © & ®© 7 o0 @& e & © 8 8 o

® © & ®» o o ® 6 0 @ B © © & @ & & 5 & o O

This question should bs considered from a policy point of view and
hence any limitations contained in current legislation or existing
Departmental policy should be ignored.

The word "revalue" should be broadly interpreted to inciude adjust-—
ments for general price level changes, specific price changes or
annual (or periodic) write~up of assets based on a valuer's report.

YES / NO

YES / NO

YES / NO

YES / NO

YES / NO

YES / NO
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{c) Please briefly state your firm's argument in support of your

answer to

{d) In what

question 6(b).

e & o » o o e 2 e o & ® & & @ a4 o e & & o 6 » & 5 3

® ® & @ e o 5 5 & © o & @ ®» & & & e ¢ @ ¢ & & O o O
.
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o © ®© e ®» ¢ @ o &4 3 a2 @ o° @ © & e & & O @ % & I 2 »

special circumstances (if any) would your firm be of

the opinion that a listed company should compute depreciation
on plant and machinery by a method other than that given in
your answer to question 6(b) ?

. o o =

o

® 8 0 o ® e ®» 6 ® & 3 e e ®» © ® & & e o & & I & 8 O

® 9 © e ® e & ® B & e O O @ o e O o 0 @ O ° a O o o

7. {a) Is your firm of the opinion that listed companies should

generally charge special depreciation on plant and machinery
against revenue for financial reporting purposes ?

(b) Please briefly state your firm's argument in support of your

answer to
s o 0 5 @
o 8 8 o @
s e e o 0
e« v 00 o
e o o o »
o o s 0 @

question 7(a).

® & & ® 0o & © & ° @& © O 5 ® 6 & B & 6 ®© & O & O O ®

® © 0 » 86 & 0 & © ® 6 O ®» & © I & & @ & e & € I 4 @

® & & o & o o & ® O 0 @ & & & O ° 6 & 0 A4 e O © & v

¢ @ © o ®.® e 4 & © A © & & O © 8 ® ©” © & © S 8 © B

If you answered "YES" to guestion 7(a) plesse answer (c). If you

answared "NO" to question 7(a) please answer (d).

YES / XO
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(¢) In what special circumstances (if any) would your firm be of the
opinion that a listed company should not charge special
depreciation on plant and machinery against revemue for financial

reporting purposes ?

e © © 6 @ 0 o ® e & 2 ®» 6 O ® 5 € O & & s A T 3 € 6 O & & O & o 2
@ o a a - o ® & ®» &5 © ® ® » @ ©® 2 ® S @€ @ 0 5 & ® K B & 2 O e & 9
® @ ® 3 2 0 O 4 © @ © 4 »» 6 6 6 & o A °o & o S O ©» A & O 5 2 € O &
0o @ e 3 & & o 6 o & A 5 O & © € 3 O e ® & o e 6 e s O & & & 2 O o
© © 2 & ® 85 > 2 ®& 6 & o 5 0 @ O & 0 & ® © » © 5 6 S O A 5 & 2 5 &
o 9 © e ® 6o 5 6 06 o 5 5 & O ® 8 3 ® & 06 - & 6 € 4 8 ° & e s O = @
e © @ ® & & 8 0 ® ® @ & O O @ & @ 42 o ® S & © ® 3 2 O & O & a3 o o

O ©¢ @ e 6 ® &4 © 6 & B B © ® ®» © & 9 & 0 ® © & ®» & e 5 e 3 O e 2 @

(d) In what special circumstances (if any) would your firm be of the
opinion that a listed company should charge special depreciation

on plant and machinery against revenue for financial reporting
purposes ?

® ® a @ o & a4 @ a4 7 e % I & O ®w & & © ¢ & 6 6 s % 0O 0 6 o & 8 & e

9 2 0 ® & ® ®© © A O © & @ 0 06 € e 8 a4 S 0 8 ¢ e & I 6 e e e e 5 o
e ® ®w © ® A& 0O & A 6 e 4 ® 8 O ¢ @ © © & & © & & 5 05 e & ® ° & 9
@ & © @ 0o » © © 56 e ® © a @ e /N °o & o8 I A 2 6 9 A O 2 ® O & S5 & °
2 o 06 © o & 0 o0 © © @ ® 5 & O © € a o & ® ©o O e T O e & 6 ° S O 9

@ & A © ®» © ® o0 & ® @ P © 5 © € & 5 6 O 8 2 @ © & § B S @ S I D O

8. (&) Is your firm of the opinion that a deferred tax credit should
generally be provided when the current year's depreciation
claimed for taxation purposes exoeeds depreoiation charged against
revenue for financial reporting purposes ? ES / FO

(b) Please briefly state your firm's argument in support of your
answer to question 8 (a).

o @ @« e 8 © ® 5 & 0o 5 & ® ° 5 S &5 & ® & e O O & 6 6 ® & & ® 5 0 @
5 @ @€ o 2 e & 060 6 S 0o & O 0o 06 O & O o e © o & e o6 8 6 & O © e I »
2 e ¢ © ©°o & » ® 5 ® & 6 0 O O @ 5 & & © @ & © & O & © & © S B 3 &
O 0o &8 & & & ©¢ © & o0 60 € B & ® 3 & &5 B e 6 © © % & O© » & B & 2 O @
® & o o ¢ & o 0o & 5 o 4 ¥ 0 6 @ © O & & S O T O @ & 6 5 & @& 06 e ¢

© & ® © ¢ © & © ®» 0 © O O ® € O G @ ® O O & € & O ¢ e @ & 6 °o e

If you answered "YES" to question 8 (a) pleases answer (c) and (d).
If you answered "NO" to question 8 (a) please answer (e). .
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(¢) In what special circumstances (if any) would your firm be of

(a)

(e)

9. (a)

the opinion that a listed company should not provide a

deferred tax credit when the current year's depreciation

claimed for taxation purposes

against

Given

Tevenue

for

financial

® & » 0o @ ® o & O o o

exceeds depreciation charged

reporting

that the current year's exoess of

for taxation purposes over depreciation

purposes ?

5 5 e e » @ o s & 3
® e & @ o & ° o o o

depreciation claimed

charged against revenue

for financial reporting purposes has a material effect on net
profit, would your firm qualify its audit report if a deferred
tax credit wers not provided ?

In what special circumstances (if any) would your firm be of

the opinion that a listed company should provide a deferred

tax credit when the current year's depreciation claimed for

taxation purposes exceeds depreciation charged sgainst revenus

for financial repoxrting purposes ?

.

»

Does your firm regard
claiming depreciation

e

e & 9 o

o e o =w

e o o & o

@ o = o o

a deferred tax credi_t, arising from
for taxation purposes in exocess of the

current year's depreciation charged against revenue for

financial reporting purposes, as :

YES / NO
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10. (a)
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(1) A provision,

(i) A reserve,

(iii) Fither a provision or a reserve (i.e. tnat
these words are interchangeable), or

(iv) Other (please specify) ?-

B
® o o ® » » o & ® & 6 @ o 6 » © 0 & O & & ¢

8 & e o & ® e 8 e 3 A ® ® & % ° e e a &« & o

Please briefly state your firm's argument in support of your

answer to question 9 (a).

e & » & ®» &6 6 & o O & @« 2 8 5 & & a4 6 0 s & 3
3 ®» & ® & 0 & o ®© @ ® © @ © e °® & © e & ° » s & o & ©
a o & © © ®» o & @ 6 6 5 & s & & 0 & 5 ° e o © O @
o o © ® e # A © B © ® 85 & ° © ® & 5 6 a4 & © € ® ° & & 6 © ©°
@ e e ®» ® ® & » e & e ° O ° @ ° © ® e 9 6 & & 6 6 o 5 P

Given that a listed company has decided to provide a deferred
tax credit,would your firm be of the opinion that this item
should geperally be classified in the balance sheet under :

(1) Shareholders' funds,
(ii) Long term liabilitiess
(aa) with the amount expected to mature
within the fimancial vear classified
under current liabilities, or
(bb) without classifying the amount expected
to mature within the financial year
under current liabilities,
(iii) A separate classification, or
(iv) Other (please specify) ?

® & @ & & 0o © & e B 6 & ® O e O ®© & O © © & °
® 0 ®© @ ® ® ¢© O © 9 & o © & o e e © 5 O ® € a8
® ©o 8 & » © 6 6 O © © 6 & ¢ 0 6 5 © e e ©° ® 8

® & © @ @ & o @ e 85 & & 8 P s ® e & e e o & @

]
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(b) Please briefly state your firm's argument in support of your

()

11. (a)

answer to question 10(a).

@ @ & & 6 ® ®» & e e ® 5 53 & e O @ 3 ° s 9

Given that a deferred tax credit is a material item would your
Jirm qualify its audit report if this item were Enerallx

clasgified in the balance sheet of a listed company under

(1)
(14)
(iii)

(iv)

Shareholders' funds ?

Long term liabilities ?
Current liabilities ?

A separate classification ?

Given that a listed company has decided to provide a deferred

tax credit, would your firm generally be of the opinion that
the annual addition to accumulated deferyed tax credit shounld

be debited in :

(1)

(i1)

(iii)

The profit and loss mccount ;

(aa) as a non-recurring or exceptional item
(i.e. "below the line"), or

(bb) as a recurring or unexceptional item
(i.e. "above the line®),

The appropriation account, or

Other (please specify) ?

® o ¢ & 9 o &5 5 & © 6 e @ © 6 » 9 e e o @
® ©€ ® 0 @& ® @ ® ® O O & © e © O © » o O o
® ® @ e ® e ® & © ® @ 0 @& & O @ &« © ©0 @ @

® @ o o & 0 0 @ e & & & ® ® ° & 6 ® o© & e

YES / NO
YES / NO
YES / NO
YES / NO
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(b) Please briefly state your firm's argument in support of your

answer to question 11(a).

@ ¢ @ ® ® 8 ®» ® s e O & ® ® & © & o e 3 € & w® e e o
» ®© @« & o ® o 85 @ ® & 6 & 8 o O & & e e s e o © e 6 e & 3
e ©¢ ¢ ®© 2 a @6 6 « & © ® & © ® 6 & 5 6 © & e & @ * o > s s @
® o 3 @ © © @ e ® & 0o ® ® ® e @ e & @& e 3 3 5 @& & e 3 s e o
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9 0 0 e » e & & © & e 8 3 ® o ® e ® & 8 @4 e ¢ & 3 & $ 5 v O

(¢) 1In what special circumstances {if any) would your firm be of

the opinion that a listed cowpany should debit the annual

credit for deferred tax (given that a deferred tax credit is
to be provided ) in an account other than that given in your

answer to question 11(a) ?

o » e ¢ ® © © @ ® & & ® e o e 6 ® & e ® A4 2 8 & 6 O e & & 6 @
4 © ®» ® e o e @ 0 3 ® & o © » & © 8 a4 O © 8 6 6 &« & °© e O O O
e o @ e » © ® o ‘s ® 0 4 © e 8 @ ° & e 8 ® O ® 5 @0 & > & © 2 @
® ®w ® ® © 8 © © @ € e & © ¢ ® @ & 6 ® € o & & & e ° 6 & 6 o o

o o e @ ® 8 e O o o ©b B = o ® © 6 6 e & & o e e ¢ e ¢ O© 5 e @

Given that there is a permanent increase (decrease) in the rates

of taxation, would your firm be of the opinion that the accumu~

lated deferred tax credit should be increased (decreased)

accordingly * ? YES / NO

13, (a) Is your firm of the opinion that a deferred tax debit (i.e.

E 2

taxes currently payable, but related to the earnings of future

years) should generally be provided when the current year's

depreciation charged against revenue for financial reporting

purposes exceeds depreciation claimed for taxation purposes ** ? YES / wO

For the purposes of this question a change in the rates of taxation
may be taken to be permanent unless the Government ststes that the
change is intended to be temporary and unless the business commmnity
generally considers the chenge to be temporary.

For the purposes of this questionnaire a deferred tax debit is taken
to be the converse of a deferred taxr credit. A deferred tax dedbit
may be provided when the Directors decide to charge a greater amount
of depreciation for financial reporting purposes than is claimed for
taxation purposes. In this context, a deferred tax debit is
distinguished from a reduction in accumulated deferred tax credit.
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Please briefly state your firm's argument in support of your
answer to question 13 (a).

e o » ® o ® ® ® ® ® ® e ® 6 e @ ® & O & € @ ° & O 85 & & ¢ = o
® @ & o 8 @8 a4 e 5 e ® e ®& 8 8 ° © 8 e & 8 * B & s e o T @ o @
s & o9 @ © 2 e @4 e s 8 9 O ® & & ® & 5 0 e w & o ® & 5 & & & ®
e 9 o = & a & @ & 5 0 ® ® » & 9 € © O & & e & 6 ©°o 4 & © o0 @ »
e © @ 9 ® ® 5 0 ®& e s ®\ 8 » 6 3 B & e 8 5 8 °© e O° o @ & e o o+
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If you answered "YES" to question 13 (2) please mnswer (c) and (d).

If you answered “NO" to question 13 (a) please answer (e).

(e)

(a)

(e)

In what epecial circumstances (if any) would your firm be of the

opinion that a listed company should not provide a defarred tax
debit when the current year's depreciation charged azainst réevenus
for financial reporiing purposes excseds depreciation claimed for

taxation purposes ?

e ® © @ 8 © © @ © e« &4 O 6 & & S B e 5 & 6 & O & & &6 O ° ° @ & O @
@ © O ®« - 5 o a 5 @ 5 N e ®» 0 3 & & € & I & © s B O &4 o & & 5 O o

® ®» o ¢ & 0 ® © ® ® &5 e o & & 6 O T ® @ & & O & O € ® & & ® 0 O 8

Given that the current year's exoess of depreciation charged
against yevenue for financial reporting purpo=zes over depreciation
clajmsd for taxation purposes has a material effect on net profit,
would your firm qualify its audit report if a deferred tax debit
were not provided ?

In what special circumstances {if any) would your firm be of the
opinion that a listed company should provide a deferred tax debit

when the current year's depreciation charged against revenus for
financial reporting purposes exceeds depraciatiorn claimed for
taxation purposes ?

. - L] L . o L] Ll o o L] o L] o L] - o ° - L] L] L ] L] 9 Ll L] L] & o L L o ®

® & ® o © ® ® ¢ © © & & 8 8 © B 5 a & 9 & O e ° O W S & & O ° o O

YES / WO
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Does your firm consider that the methods of caleulating

4 D

depreciation provision (straight-line, diminishing ve:iue, c4:.;
should be disclosed in the published financial reports of

listed companies ?

Does your firm consider that the bases of calcuiating depre-
ciation provision (bistoric cost, reva_luation,etu.) should be
disclosed in the published financial reporis of listed

companies ?

What does your firm consider to be the most significant

advantage of special depreciation to listed companies * ¢

(i) Increased liquidity,
(i) Higher rate of return than would otherwise
be the case, or

(iii) Other (please specify) ?

{a) Is your firm of the opinion that listed companies should
generally account for the investment allowanoce by a particular
method ?

If you answered “YES" to question 17 (a) please answer (b), (c) and
(d).

If you are unable to indicate "the most significant advantage®,
you might appropriately answer by . indicating more than one
alternative.

YES / NO

YES / NO

10

YES / NO



600

(b) Is your firm of the opinion that the investment allowance

should Enerallx be accounted for in the books of account

of listed companies by

(c) Please briefly stat: your firm's

(i)

(ii)

(3id)

°
.

Deducting the saving in tax (arising from
claiming the allowance) from the cost of

qualifyinz assets, or

Claiming the zllowance for taxation
purposes without making any adjustwent to
the books of account other than to the

taxation provision, or
Other {please specify) ?

answer to question 17(b).

°

@

e ®» & o 5 e o e O e o o ° s s

s

a

o

L

o

3

a

(d) In what special
the opinion that a listed company

investment allowance in
than that given in your

El

]

® ® o a e

© & & o o

® o o ® a

circumstances (if

9

o

a

o

o

its books
answer to

5 e # ® ® @ ® O @ 5 e a & &

8 ® ® e 8 ¢ @ e ° ® o e o °

argument in suppert of your

any) would your firm be of
should account for the

of account by a method other
question 17(b) ?

® ® o @ ® o » ° @ o ® o o0
v, e & & 06 0 & & o o & 0 o o
® ® & @ o 0 ©° © & ® 5 & a e

® ® @ © 8 © 2.0 o © © © 8 a
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18. Preamble

This question may be difficult to answer as the data
required to do so may not be examined in the course
of an audit. Should this be the case, you might app-
ropriately answer by providing a guesstimate of the
position. For this reason care will be exercised in
interpreting the anaswers to this question.

Does the mumber of your firm's listed company clients
who use the capital expenditure techniques given to the
right, expressed as a percentage of all listed company
clients of your firw, range between :

(i) 0 and less than 25%,
(ii) 25% and less than 50%, or
(iii) 50% and over ?

Discounted cash flow

Payback period

Other
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EXHIBIT P-2
FOLLOW-UP LETTER USED IN MAIL SURVEY OF
CHARTERED ACCOUNTANTS IN PUBLIC PRACTICE




University of VVaikato

HAMILTON . NEW ZEALAND . TELEPHONE €5.179

SCHOOL OF MANAGEMENT STUDIES

28 February, 1973

In November last year I sought your assistance with my
research project entitled "A Survey of the Depreciation Policies
of New Zealand Public Companies" by requesting you to arrange for
the completion of my questionnaire.

If you have not already replied, I would be most grateful if
the questionnaire could be completed and returned. As I intend
to analyse all questionnaires received by March 30, completion of
the questionnaire by that date would be greatly appreciated. This
will allow me sufficient time to circulate the tabulated results of
this survey during May.

Should you require further copies of the questionnaire or
should you have any queries, please write.

Yours sincerely,

G.E. DWYER
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EXHIBIT P-3
COVERING LETTER AND TABULATED RESULTS OF
MAIL SURVEY OF CHARTERED ACCOUNTANTS IN
PUBLIC PRACTICE




University of Waikato

HAMILTON . NEW ZEALAND . TELEPHONE €5.179

SCHOOL OF MANAGEMENT STUDIES

11 December 1973

In November last year, I requested your firm to participate
in a survey of the views on depreciation of leading accounting
firms engaged in the audit of public companies. I am pleased to
enclose a copy of the tabulated results of this survey, and trust
that these will be of interest to you.

I thank you for your very kind support of this project.

Yours sincerely,

G.E. DWYER
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INTRODUCTION

Of the eleven firms requested to participate in
the survey, five completed. the questionnaire.¥*
Participants tended to be larger than non-participants.

Although the questionnaire attempted to determine
the official views of accounting firms, most
participants indicated that an official policy had
not been formulated on all aspects of accounting for
depreciation covered by the questionnaire. For this
reason care should be exercised in interpreting the
results of the survey.

*Twelve firms were originally requested to participate.
However, two firms which merged last year submitted a
combined answer.
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(a) For taxation purposes ordinary depreciation is intended to
pmﬁde for the annual loss caused by fair wear and tear,
other than that which ecan be made good by repairs. Ignoring
the questions of obsolescenoce and the replacement of plant
and machinery when prices ave rising (which are covered by
questions given below), are the Inland Revenue Department's
current rates of ordinary depreciation on plant and wmachinery,
in your firm’s opinion, generally *:

(i) Inadequate,
(ii) Adequate, or
(iii)  More than adequate,
for this purpose (i.e. loss through wear and tear) ?

If you ticked 1(a)(i) please answer (b).

(b) Ignoring the questions of obsolescence and the replacement
of plant and machinery when prices are rising, do ordinary tex
rates of depreciation plus special depreciation on plant and
machinery, in your firm's opinion, generally provide
(1) An insdequate,
(ii) An sdequate, or
(iii) A woze than adsquate,

allowance for the amnual loss caused by fair wear and tear,
other than that which can be made good by repairs ?

Ignoring the question of replacing or selling buildings xhen
prices are rising, do ordinary tax rates of depreciation on
buildings, in your firm's opinion, génrerally provide :

(1) An insdequate,
(ii) An adsquate, or
(iii) A more than adequate,

allowancs for the annual loss caused by fair wser and taar,
other than that which can be made good by repairs ?

The word "generally" is used in this and following questions to
indicate tha e respondent should ignore atypical cases. In
questions which refer to "specisl circumsiances™ atypical cases
should be included.
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(a) Does your firm consider that adequate allowance for obsolesoence,
in addition to wear and tear, of plant and machinery is gener-

ally provided by ordinary tax rates of depreciation ?

If you answered "NO' to question 3(a) please answer (b).

(b) Does your firm comsider that adequate allowance for obsolescence,
in addition to wear and tear, of plant and machinery is
generally provided by ordinary tax rates of depreciation plus
special depreciation ?

Does your firm comsider that ordinary rates of depreciation for
taxation purposes should generally allow for increases in the
cost of replacing plant and machinery as a result of inflation * ?

(a) Does your firm consider that depreciation charged against
revenue for financial reporting purposes should generally allow
for the increase in the cost of replacing plant and machinery

as a result of inflation ?
If you answered "YES" to cquestion 5(a) please answer (b).

(b) Does your firm consider that plant and machinery should
generally be revalued ** {0 allow for the effects of inflation ?

(a) Is your firm of the opinion that listed companies should
generally compute depreciation on plant and machinery by a
particular method (e.g. straight~line, diminishing value etc.)?

If you answered "YES" to question 6(a) please amawer (b), (c) and
(a).
(b) Is your firm of the opinion that listed companies should generally
compute depreciation on plant and machinery by :
(1) The straight-line, .
(i1) The diminishing value, or
(1ii)  Other method (please specify)

-~

© 06 & 3 & e ® © & ®© O © @ @ e © 8 & O 2 O

®© ©o & & 5 e & o0 ® © O © © & o e @ & ° e a

This cquestion should be considered from a policy point of view and
hence any limitations conteined in current legislation or existing
Departmental policy should be ignored.

The word "revalue” should be broadly interpreted to include adjust—
ments for general price level changes, specific prioce changes or
annual (or periodic) write~up of assets based on a valuer's report.

-/ 5
YES / NO

& [/ 1
YES / NO

2/ 3
YES / NO

4 1 1
YES / NO

YES / NO

5 / -
YES / NO




()

(a)

7. (=)

()

609

Please briefly state your firm's argument in support of your
answer to question 6(b).

All firms supported i theit answer to 6(b) by arguing that the
method indicated gave a befter allocation of an asset s cost

4 ® 2 ® &€ O @ © © © © O & O S & © & & e e o O & 6 6 & » 5 & °

over its life and hence a better matching of expenses with

@ ©¢ 3 ¢ # 0 © 6 0 € & a 5 & ® © 3 & € © ® ° @ 0 & & O " O ® &
revenue.,
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In what special circumstances (if any) would your firm be of
the opinion that a listed company should compute depreciation
on plant and machinery by a method other than that given in

your answer to question 6(b) ?
Two firms stated that a company could compute depreciation by
“the 'di.mfni'sﬁi:;g ‘value method s ‘1f ¢his method was a'do'pt'ed b'y’

the Directors. One firm answered that a company should use

3 & 4 6 @ @& o ® © P ® 8 S & & € © L & & O O e e e e e °© 8 O b

the diminishing value Jethod if earnings were larger in the

28set's initial years and if maintensnce expenses

significantly increased during the asset's later life.
> - . L] - - L] - L] L] L] - o - - g - - - L] L] L] L] . L] L] * - L] L] L ]

® » & & 0 0 3 & & O O 6 & e & & & © ® & O & @& 3 e e o a » 8 ©

® 3 - ®© Do ©o o © @ O A& O ® 0 & O A @ 4 5 & 6 8 & »m 7 O 2 e 2

Is your firm of the opinion that listed companies should
generally charge special depreciation on plant and machinery
egainst revenue for financial reporting purposes ?

One firm gave a qualified answer.
Please briefly state your firm's argument in support of your

answer to question T{a).
The firm prefering t:he diminishing value method was of the

opinion that sgecial s‘nould be charged :ln those cases where

the rate of depreciation (excluding speciel) was inadequate.

s o o o

'l'he remaining fims opposed the charging of speciel

depreciation because of its distorting effect on' 1&c6mé ;na :
L] L] L ] L] L] o - L] . L4 - L] L] L] - L3 L] L] L] L] . - L3 Ll . * L - . L] .
as special was regarded as an incentive unrelated to obsolescence,

wear and tear.

If you answered "YES" to question 7(a) please answer (c). If you

answered "NO" to question 7(a) please answer (d).

S~
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(¢) In what special circumstances (if any) would your firm be of the
opinion that a listed company should not charge special
depreciation on plant and machinery against revenve for financial

reporting purposes ?
Where the rate of depreciation (without special) was adequate.

e ® @ ® ® © ® ® 0 € S O 6 o € ® S e o € & 8 e & O & ° ¢ &6 » o o @
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(d) In what special circumstances (if any) would your firm be of the
opinion that a listed company should charge special depreciation

on plant and machinery against revenue for financial reporting

purposes ?
Two firms were of the opinion that an inadequate rate of

deprec:.at:lon (excluding special) would justify the charging
Of special depreciat.i‘;n'. - L] L ] L] L] - L] L d - L ] - L d L - . - . - L] L
’1’wo -ot.he.r .fn-ms d:fd 'nc;t .st.at‘e .ar;y 'sp.ec'ia.l .ci-rcun.lst‘ar;cés.' Tt
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8. (a) Is your firm of the opinion that a deferved tax credit should
generally be provided when the current year's depreciation
claimed for taxation purposes exceeds depreciation charged against 5 ,; .
revenue for financial reporting purposes ? YES / NO

(b) Please briefly state your firm's ergument in support of your

answer to question 8 (a).

All five firms stated that recognition of a future tax liability
was t;eées'sa.rg; to 'px?oﬂex:l): match tax e.xy;et;se with ‘related ‘revenue.
L] L . - L] L L L L] o - L] L] L] - L] L] L] L] L L] L L] L] L d L] L o L] Ll L] - ®
. . * o L ® L] L] - - L] L] ‘ L L] L L] L] L] L] - - L . L ] L] . e L] . L] . L

e ¢ » & & © 6 0 & & ®© O @ A © O @€ O O & @ ® e ®© ® 6 & O 8 6 O & e

® ® 9 & © © ® O © © ® & 6 ® T 8 & ® S5 ® ® e 6 T 5 & & © e 6 o »v ®

If you answered "YES" to question 8 (a) please answer (c) and (d).
If you answered "NO" to question 8 (a) please answer (e).
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(e)

9. (a)
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In what special circumstances (if any) would your firm be of
the opinion that a listed company should not provide a
deferred tax credit when the current year's depreciation
claimed for taxation purposes exceeds depreciation charged
against revenve for financial reporting purposes ?

One firm indicated that a company need not provide a = |
Jdeferred tax credit where the tax payment was deferred

indefinitely or .sgre.aq over a _m.:mlzel: gf Jears .sgclz r;ha,t .

esch gayment vag imgacerisal; A4 fezther Clmm gave &

simi;la.r.re.pl'y.qgogiqg .tlze_si;tgagiqn'wlzex;e‘tlze jamount
_iqvqlged; is consistent f.iro.m.ygaz; to year.

? © © ®» ® & & 8 5 © @ & o ® ° T @ 6 85 B O & O e O 2 S @ 5 B

e o o ®© & ®» © & ® © © A S O & & ® e & & & 6 ° 6 U 5 e & O &

Given that the current ysar's excess of depreciation claimed
for taxation purposes over depreciation charged against revenus
for financial reperting purposes has a material effect on net
profit, would your firm qualify its audit report if a deferred
tax credit were not provided ?

In what special circumstances (if any) would your firm be of
the opinion that a listed company should provide a deferred

tax credit when the current year's depreciation claimed for
taxation purposes exceeds depreciation charged sgainst revenus
for financial reporting purposes ?

o L d L L] o ° > *® a - L J - L3 a ] L] L] o L 2 . ® L] - o * L ] 2 L] - o @

@ O o e @€ 8 8 © ® © O & O O & o O & © e & & e & 6 A 3 6 T e @

® ¢ © & 0 ® @ O ©o © 2 6 & & 2 0 ® © /5 & @ € & & 5% 5 0 B QO 9 &

Does your firm regard a deferrsd tax credit, arising from
claiming depreciation for taxation purposses in exocess of the
current year's depreciation charged agsinst revenwe for
financial reporting purposes, as :

* Two of the four firms would not qualify their audit reports

if the position was adequately disclosed by way of a note
to the accounts.

4% [ 1
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(ii)
(iii)

(iv)
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A provision,

A reserve,

Either

a provision or a reserve (i.e. that

these words are interchangeable), or
Other (please specify) ?

.'A deferred credit” (not being 3 provisioq

or a
= e o

rqsqr\{e)_.'l._.,‘..'..,".

(b) Please briefly state your firm's argument in support of your
answer to questiocn 9 (a).
e fioa snewering (1) quited the definition of 2 provinicn,

from the Companies Act. The answer to (1i) was for ."tiax}t: of

# Jegbtey, demerioflon”,

® 0 @ & ® &4 @ o ® e O & & o o ©° 5 & o

[The firg amswering (1ii) regards a deferred tax credit as an

.equalisation balance which could be used for g diyidend

di_st.ri_bgti‘on. .

@ 0 & e & O e & B ®» e e © @ & & &6 9 6 ° s & o

10. (a) Given that a listed company has decided to provide a deferred
tax credit,would your firm be of the opinion that this item
should geperally be classified in the balance sheet under :

(1)
(ii)

(iid)
(iv)

Shareholders' funds,
long term liebilitiess

(aa)

(bb)

with the amount expected to mature
within the fipancial year clessified
under curient lisbilities, or

without classifying the amount expscted
to mature within the financial year
under current lisbilities,

A separale classification, or

Other

(please specify) ?

® @ @ © 5 o & 5 ® &6 & & & 0 5 © & e o 8
® o & @& 5 @ 6 & @ & A& ° P ® 0 ® © @ © O
®» ®» ® & ® o O 8 ® @ & 9 © ®» © 6 ® e o e
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Please briefly state your firm's argument in support of your

answer to question 10(a).
Two firms indicated that the credit could be classified as

2 ® 6 e e 2 ® @ & & ® e O O & & 6 & ¢ &4 & & ¢ e & © » G & O

a term liability. (One added that the current portion would

e o @ ® @ @ €€ & 23 & 9 ® © & & & 9 8 & & & © O O O & o O I P

be classified as a current liability while the other

® e @ e o 7 @ @& ® e I ® O & & 6 & & B © & & & ¢ © © @ & O O

indicated that no part should be regarded as current). One

® ® & @& ¥ ® 5 ¢ ® @ e € & 6 ® O ® O S © © o s o 6 e @ 5 O @

firm distinguished the credit from a term liability as it

@ 2 e ® 2 2 & & 3 @ © & 6 @ o & 6 @ 6 ® & @ 6 s & O O ° O O

did not have a fixed termination date.

Given that a deferred tax credit is a material item would your
fim qualify its audit report if this item were generally
<lassified in the balance sheet ¢f a listed company under :

(1) Shareholders' funds ? 4 /1
(11) Long term lisbilities ? / 4
(iii) Current liasbilities ? / 2
(iv) A peparate classification ? 0/ s

Given that a listed company has decided to provide a deferred
tax credit, would your firm Enerallx be of the opinion that
the anhual addition to accumilated deferred tax credit should
be debited in 3

(1) The profit and loss acoount ;
(aa) as a non-recurring or exceptionel item
(i.e. '"below the 1line"), or
(db) as a recurring or unexceptional item
(i.e. "above the line"),
(i1) The appropriation account, or
(iii) Other (please apecify) ?

® @ 2 @ & 0 8 9 © & © 8 © o & 0 © & 8 6 ®
e ® 6 & & O ¢ O & & @ @ © @ © © & O O o &
® & & 5 0 © e & & O ® O ® & 6 @ e °0 8 o e

® P @ 8 ¢ & B o & 85 & O 6 & o & o © © o @

YES / NO
YES / ¥O
YES / NO
YES / NO
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(b) Please briefly state your firm's argument in support of your

answer to question 11(a).
. All firms argued that the charge against revenue for

deferred tax should be treated similar to the charge for

e #« ®© @3 e 6 ® ® § e ®» o0 8 o 8 &4 e e e @ & e » © 5 6 ° O S o @

tax currently payable.

e ® 0 & e a ®» & & ® 2 6 O© © e ® » e © © © S o € > I ° O O ° 9
e » o ®» o © ¢ 8 e ®& © @ # 8 @ © s & ® = © & & & 8 o & 5 " O O
= & 3 ® & © e o 3 & o & @

s 2 e e @ 2 o @ °® ® & A ® & ° o ° O

@ 3 © W e © ® ® e ©o o B ® . 3 06 © & o & O @& & 6 o & 6 e © & O

(¢) 1In what special circumstances (if any) would your firm be of
the opinion that a listed company should debit the annual
credit for deferred tax (given that a deferred tax credit is

to be provided ) in an account other than that given in your

answer to question 11(a) ?
No special circumstances 5.

@ o ® ® e @ 5 & o e » ® & e 3 & @& & 0 & ®© & o o o o
@ 2 - b @ 2 » @ & ©6 o 5 © o 5 e e o & & @ 3 & e+ o o e ©
2 @ e @@ @ © 6 e w o 3 @ ® ® @ & ° s & S 6 © e e € o s o & S O
» @ ® e 8 5 e ®» & ® a8 ®» % B® @ 8 © © © - & 3 & A8 & ®

@ & ® e & & o ® 6 e ®§ e ®m & 6 & e & 6 B & e e § ¢ & & S G o &

Given that there is a2 permanent increase (decrease) in the rates
of taxation, would your firm be of the opinion that the accumu-
lated deferred tax credit should be increased (decreased) 5 /0
accordingly * ? YES / NO

(2) Is your firm of the opinion that a deferred tax debit (i.e.
taxes currently paysble, but related to the earnings of future
years) should gensrally be provided when the current year's
depreciation charged against revenue for financial reporting 3 2
purposes exceeds depreciation claimed for taxation purpeoses ** ? YES / NO

For the purposes of this question a change in the rates of taxation
may be taken to be permanent unless the Government states that the
change is intended to be temporary and unl~ss the business community
generally considers the change to be temporary.

For the purposes of this questionnaire a deferred tax debit is taken
to be the converse of a deferred tax credit. A deferred tax debit
may be provided when the Directors decide to charge a greater amount
of depreciation for financial reporting purposes than is claimed for
taxation purpogses. In this context, & deferred tax debit is
distinguished from a2 reduction in accumulated deferred tax credit.
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(b) Please briefly state your firm's argument in support of your

answer to question 13 (a). .
The three firms answering 'yes" stated that a deferred tax
- L L] Ll - L ] L Ll . L] . Ed . L] Ll L3 L ] L] L]

s e e & e e & e @ @& & o & ° © ° a2 3

debit was part of tax allocation which aimed to properly
match tax expense with related revenue, Two fifms were
opposed to the recognition of future tax assets.

- & - - L] - . L] - L] . - - o L] - * » - L] . . - . L - - e ”® e o

e » © @ © @ ® & @ 8 ® = © © ® e P & e O ¢ ° 6 e ° o & » & O O
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If you answered "YES" to question 13 (a) please answer (c) and (d).

If you answered "NO" to question 13 (a) please answer (e).

(¢) In what special circumstances (if any) would your firm be of the

(a)

(e)

opinion that a listed company should not provide a deferred tax
debit when the current year’s depreciation charged against revenue
for financial reporting purposes exceeds depreciation cl=imed for
texation purposes ?

Two firms would not favour the creation of a deferred tax debit,

@ ®© @ o & ® & o ® © O 6 & A @ ® & © ¢ e ¥ B e e & 0o © ® 6 O ° 3 »

where there was doubt as to the company's ability to earn

Ll - L ] L] Ll L L] - . L . L] L ] £ - L] L 2 L ] L] - L . L L] L 2 . L L ] L ] L J L £l L]
sufficient profits to benefit from the deferred asset.
? L] L] ° - L] - e L d L3 - L] L ° L] L] @ L L] Ll e L] L] L] L] L] L] 2 - - - e L]

 ® 0 @ @ @ O e 5 & e ®» @ » & s 3 € 8 7 T @ & e W O 9 O O o e 5 ©
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Given that the current year's excess of depreciation charged

against revenue for finasncial reporting purpomses cver depreciation

claimed for taxation purpoees bus a material effect on net profit,

would your firm qualify its andit report if a deferred tax ii:_hd._t 2% / 1
were not provided ?  Not applicable 2. ' YES / NO

In what special circumstances (if any) would your firm be of the
opinion that a listed company should provide a deferred tax M
when the curvent year's depreciation charged against revenue for
financial reporting purposes exceeds depreciation claimed for
taxation purposes ?

« Hhere 3 qoupany, .An itg £ixst year ,of qperations, chargeg q , ,
full year's depreciation whereas the tax claim is limited to

® e ® & & ¢ @ & & © 8 ® * O & © & P 6 & & S 5 & O ® O O @ O @ O 8

six months depreciation.
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* Opne firm would not qualify its audit report if the position was
adequately disclosed by way of a note to the accounts.
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14. Does your firm consider that the methods of calculating
depreciation provision (straight-line, diminishing velue, etc.)
should be disclosed in the published financial reports of
listed companies ?

Net Answered 1.

15. Does your firm consider that the bases of calculating depre-
ciation provision (historic cost, nevalua.tion,etc.) should be
disclosed in the published financial reports of listed
companies ?

Not Answered 1.

16. What does your firm consider to be the most significant
advantage of special depreciation to listed companies % ¢

(i) Incressed liquidity,

(ii) Higher rate of return than would otherwise
be the case, or

(iii) Other (please specify) ? 2
A more realistic charge for depreciation 1.

e o ® & e & @ ¢ @ @ © © 5 @ a @ e » O »

A more realistic charge for depreciation and

increased liquidity 1.

Not answered 1.
17. (2) Is your firm of the opinion that listed companies should

generally account for the investment allowance by a particular

method ?

If you answered "YES" to question 17 (a) please answer (b), (c) and

(d).

% If you are unable to indicate "the wost significent adventage®,
you might appropriately answer by indicating more than one
alternative,

4 /| -
YES / NO

4 [ -
YES / XNO

[ [

—
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(b) Is your firm of the opinion that the investment allowance

should generally be accounted for in the books of account

of listed companies by 3

(1)

(i)

(iii)

Deducting the saving in tax (arising from
claiming the allowance) from the cost of
qualifying assets, or -

Claiming the allowance for taxation
purposes without meking any adjustment to
the books of account other than to the
taxation provision, or

Other (please specify) ?

® & & o @ ® & © o O © 6 & e e & » O 5H 6 O
= e 5 a e ® ® ®© & ® e 3 5 s e P & ° e O &
® ® o 5 6 & @« ® e & @& 6 & & e o @ o ° O O o

® s 2 5 e ® o e @& o » e 06 & e & @ O 6 e o @

{c) Please briefly state your firm's argument in support of your

answer to question 17(b).

Three firms Jwere of the op1nion that 1nvestment allowance

Jwas a tax incentive which should be reflected in the year

in whlch it is claimed.

e 2 e o o @& & © & o e »

One firm acknowledged that

investment allowance was an incentive, but argued that the

beneflt should be reflected over the asset’s life.

@ ¢ © o ®» 0 #» e @ e & & O ® ® B & O 6 e 5 o & P e 8
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(d) In what special circumstances (if any) would your firm be of

the opinion that a listed company should account for the
investment allowance in its books of account by a method other
than that given in your answer to question 17(b) ?

No special

* o & o o

* o

e & o

.

o

e

L

circumstance.
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18. Preamble

This question may be difficult to answer as the data
required to do so may not be examined in the course
of an audit. Should this be the case, you might app-
ropriately answer by providing a guesstimate of the
position. For this reason care will be exercissed in
interpreting the snswers to this question.

Does the number of your firm's listed company clients
who use the capital expenditure techniques given to the
right, expressed as a percentage of all listed ccupany
clients of your firm, range between -

(1) 0 and less than 25%,
(ii) 25%, .
(iii) 50%,

Not answered

Total. "

Three respondents stated that their
answers were ''guesses",

=
o]
o
E-1

L4
Ak
T | &
£l ¥
g 2|5
m e
= | 2|35
2 | 1| 1
1] 1] 1
1] 1| 1
1| 2| 2
51 5| s
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