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Abstract

Depreciation methods are used for allocating acquisition costs of long-lived assets to indi-
vidual years that benefit from those assets, e. g., in connection with product pricing and
regulation of public utilities. The following depreciation methods are sometimes mentioned
together in the literature: Nominal linear, real linear, nominal annuity, and real annuity.
All are shown to be special cases of one generic formula. For that reason, they are referred
to collectively as the linear and annuity class of depreciation methods. The members of
this class are ranked (to the extent possible) by their book values. Such a ranking indicates
the relative depreciation rates of the class members, and also relative savings due to tax-
deductible depreciation. Two applications of members of the linear and annuity class are
discussed, to product pricing in classical equilibrium theory, and to incentives for undertak-
ing an investment project. The essential insight from this note is that it is meaningful to
group the members of the linear and annuity class into one well-defined class of depreciation
methods.
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