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ABSTRACT 

The purpose of the study is to determihe the impact of 

a segment cash flow statement on the lending decision. 

Commercial bank loan officers (167) at 90 of the nation s 

300 largest commercial banks were mailed case studies and an 

experimental questionnaire. Completed questionnaires were 

returned by 117 loan officers representing 78 banks. 

The loan officers were randomly assigned to three 

experimental groups before the questionnaires were mailed. 

The control group received only the segment cash flow dis 

closures required by generally accepted accounting princi 

ples. Members of the test groups received a complete 

segment cash flow statement. The soft drinks group's 

segment cash flow statement indicated that a stable industry 

was the sole source of cash while the farm group's revealed 

that an industry in serious trouble (farm machinery and 

equipment) was the source of cash. The type of segment cash 

flow data served as the independent variable. 

In the questionnaire, the loan officers were asked to 

make three independent loan decisions. These were a short-

term, an intermediate-term, and a long-term loan decision. 

The loan officers were asked how much of the requested 

amount they would loan and the increment above the appropri 

ate prime rate they would charge for each loan. 
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MANOVA was used to determine if the type of segment 

cash flow data had an impact on the following dependent 

variables: a dummy variable indicating whether a loan was 

granted, the amount loaned, and the interest rate charged. 

Tests for variance effects were also conducted. 

Results indicate that the "good news" that a stable 

industry was the cash source resulted in more favorable loan 

decisions (more loans were granted) for long-term loans. 

The "bad news" that an industry in trouble was the cash 

source resulted in less favorable loans (fewer loans were 

granted and smaller amounts were loaned when a loan was 

granted) for the short-term loans. Members of the soft 

drinks group exhibited more consensus in their decisions 

than the control group for the short- and long-term deci 

sions. This research suggests that a segment cash flow 

statement contains relevant information for the lending 

decision. 
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CHAPTER 1 

INTRODUCTION 

Recently, concern has arisen over the issue of disclos 

ing segment funds data. The Financial Accounting Standards 

Board (FASB) [1980] released Funds Flows, Liquidity,—ar^ 

Financial Flexibility which discusses the issue of providing 

funds flow information for segments of diversified compa 

nies. 

Information about the funds flow associated with 
different segments of an enterprise may be impor 
tant for investors and creditors. At various 
times, an enterprise may be generating net funds 
inflows in one segment of its operations and using 
those funds in another. It may be expanding or 
acquiring new lines of business and contracting or 
disposing of others. Information to distinguish 
the segments of the business that generate funds 
flows from those that use funds may be useful in 
evaluating the overall performance of an enter 
prise and in assessing its prospects for future 
cash flows. That information currently is not 
required to be disclosed [para. 123]. 

Given the recent emphasis on cash flows for example, 

statement of Financial Accounting Concepts (SFAC) No. 1 

[FASB, 1978] and evidence that the disclosure of segment 

data influences the user's decision process [Baldwin, 1979; 

Kochanek, 1974; and Dhaliwal, 1978], empirical research is 

needed to determine the impact of segment cash flow data on 

the decisions of financial-statement users. To address this 



issue, a study was conducted to examine the impact of seg 

ment cash flow disclosure on the lending decision. 

This chapter introduces the study. First, the authori 

tative literature governing reporting for the segments of 

diversified companies and the disclosure of a statement of 

changes in financial position is reviewed. Then Accounting 

Research Monograph Number 3 and the EASE Exposure Draft "The 

Cash Flow Statement" are reviewed. This is followed by a 

discussion of the rationale for the study and a description 

of the research methodology. Next, the contribution and 

limitations of the study are discussed. Finally, the con 

tent of the remaining chapters is briefly described. 

Segment Reporting Under SEAS No. 14 

Reporting for the segments of diversified companies is 

currently governed by Statement of Financial Accounting 

Standards (SEAS) No. 14, "Financial Reporting for Segments 

of a Business Enterprise" [EASE, 1976], and mirjor amendments 

to the statement. Under SEAS No. 14, public enterprises are 

required to include in their financial statements informa 

tion about their operations in different industries, foreign 

operations and export sales, and major customers. Sections 

of SEAS No. 14 dealing with industry segment data will now 

be reviewed. 



The information required by SFAS No. 14 must be dis 

closed for each segment that is significant to the enter 

prise as a whole. A segment is significant if it meets at 

least one of the following three tests: 

1. Revenue test—The segment's revenue is at 
least ten percent of all industry segments. 

2. Operating profit test—The absolute amount of 
the segment's operating profit (loss) is at 
least ten percent of the greater in absolute 
amount of: 

(i) The combined profits of all segments that 
did not incur an operating loss. 
(ii) The combined operating loss of all seg 
ments that incurred an operating loss. 

3. Asset test—The segment's identifiable assets 
are at least ten percent of the combined iden 
tifiable assets of all industry segments 
[para. 15]. 

The results of the preceding tests are to be evaluated 

based on several criteria set forth in SFAS No. 14. First, 

judgement as to the reasonableness of the segments reported 

is to be incorporated to enhance interperiod comparability. 

Second, a substantial part of the enterprise's total opera 

tions must be attributable to the reported segments. At 

least 75 percent of the enterprise's sales to unaffiliated 

customers must be from the reported segments. Finally, if 

the enterprise operates in one predominant industry, the 

enterprise need only identify that industry. After the 

segments have been determined, the required segment disclo 

sures can be compiled. 



According co the FASB, the follcwing information must 

be presented for each reportable secm.ent: 

1. Revenue--Sales to unaffiliated customers and 
sales or transfers to other segments. 

2. Operating profit or loss--Revenue less all 
operating expenses. Operating expenses ̂ not 
directly traccvable to a segm-ent shall be_ allo 
cated to those segments for wnose benefit the 
expense was incurred. Expenses not to be 
allocated (such as general corporare expense) 
are enumerated in SFAS No. 14. 

3. Identifiable assets--Assets that are used 
exclusively by the segment plus an allocated 
portion of assets used jointly by two or more 
segments. 

4. Other disclosures-- _ ^ 
(i) Aggregate depreciation, depletion, an^t 
amortization expense. 

(ii) Capital expenditures [paras. 22-27]. 

As can be seen, these requirements include mainly incouic 

statement and balance sheet data. Only requirement fcui 

covers the limited disclosure of funds data. 

The Funds Statement 

Accounting Principles Board (APB) [1971] Opinion Nc. 

19, "Reporting Changes in Financial Position," 'requires that 

a statement of changes in financial position be included in 

a company's financial statements. According to the APE, the 

objectives of a funds statement are: 

(1) to sumiT.arize the financing and investing 
activities of the entity, including the extent to 
which the enterprise has generated funds from 
operations during the period, and (2) to complete 
the disclosure of changes in financial position 
during the period [para. 4]. 



The definition of funds varies in practice. Currently 

the statement of changes in financial position is prepared 

primarily using the cash or working capital definition of 

funds. A trend towards the cash basis has developed in 

recent years [Beresford and Neary, 1984]. 

In the statement of changes in financial position, a 

company should disclose the following items in addition to 

cash or working capital provided by operations: 

a. Outlays for purchase of long-term assets 
(identifying separately such items as invest 
ments, property, and intangibles). 

b. Proceeds from sale (or working capital or cash 
provided by sale) of long-term assets (identi 
fying separately such items as investments, 
property, and intangibles) not in the normal 
course of business, less related expenses 
involving the current use of working capital 
or cash. 

c. Conversion of long-term debt or preferred 
stock to common stock. 

d. Issuance, assumption, redemption, and repay 
ment of long-term debt. 

e. Issuance, redemption, or purchase of capital 
stock for cash or for assets other than cash. 

f. Dividends in cash or in kind or other distri 
butions to shareholders [APE, 1971, para. 14].

I 

Accounting Research Monograph No. 3 

Heath [1978] argues that the objectives of a funds 

statement as stated in APE Opinion No. 19 are unclear, mis 

leading, and unattainable. According to Heath, the pro 

nouncement requires too many types of information to be 

disclosed in the same financial statement. The statement is 



designed to disclose (1) changes in debt paying ability, 

(2) changes in capital structure, and (3) changes in 

long-term assets. Heath also states that APB Opinion No. 19 

defines funds so broadly that it is a meaningless term. To 

solve this problem. Heath proposes that three new statements 

replace the statement of changes in financial position. All 

the information that the APB intended the funds statement to 

provide is potentially useful yet cannot be adequately dis 

closed in one statement. 

The first statement needed to replace the current funds 

statement is a statement of cash receipts and payments. 

Heath states that the primary concern of investors and cred 

itors is the ability of a firm to obtain cash adequate to 

cover payments. The information contained in a statement of 

cash receipts and payments would assist in predicting an 

enterprise's future performance thereby aiding in determin 

ing whether future cash payments will be met. When prepar 

ing the statement, cash from operations should ^e calculated 

using the direct method, and a clear distinction should be 

made between operating and nonoperating activities. 

The second statement proposed by Heath is a statement 

of financing activities. This statement would disclose the 

effects of business activities on capital structure. 

Changes within a company's capital structure such as the 

conversion of securities into common stock as well as 



changes in total capital structure would be disclosed in the 

statement. 

Finally, Heath argues that a statement of investing 

activities is needed. Changes in a company's holdings of 

long-term assets would be disclosed in this statement. All 

increases and decreases in long-term investments would be 

disclosed regardless of how they were acquired or disposed 

of. 

The Exposure Draft: Statement of Cash Flows 

Currently, the statement of changes in financial posi 

tion is on the agenda of the FASB. In July 1986, the FASB 

issued an Exposure Draft of a proposed SFAS to be entitled 

"The Statement of Cash Flows." 

The FASB [1986] has proposed that the statement of 

changes in financial position be replaced by a statement of 

cash flows. Reasons given in the exposure draft for the 

proposed change are based primarily on the increased signif 

icance of information about an entity's cash flows arising 

since the issuance of APB Opinion No. 19. In SFAC No. 5, 

the FASB stated that "A full set of financial statements for 

a period should show: . . . Cash flows during the period" 

[para. 13]. Other reasons for the change are practice ori 

ented. According to the FASB, these include: 



 

 

. . . ambiguity of terms such as funds, lack of 
comparability arising from diversity in the focus 
of the statement . . ., differences in definitions 
of funds from operating activities . . ., differ 
ences in formats of the statement . . ., vari 
ations in classifications of funds flow, and the 
reporting of net changes in assets and liabilities 
rather than funds flows [para. 2]. 

APB Opinion No. 19 would be superseded by the new cash 

flow statement. The proposed SFAS would require a statement 

of cash flows as part of a full set of financial statements. 

The statement of cash flows should classify cash receipts 

and payments by operating, investing, and financing cash 

flows. The proposed statement provides broad guidelines for 

classifying cash flows. Cash flow from operating activities 

may be presented directly or indirectly. 

Prior Research 

Little if any empirical research has been conducted to 

assist in determining whether diversified companies should 

be required to disclose segment funds statements. Prior to 
I 

SFAS No. 14, several accountants supported the inclusion of 

a statement of changes in financial position in segment 

reporting requirements, yet no significant empirical 

research was conducted to support their views. After SFAS 

No. 14 failed to require disclosure of a segment funds 

statement, research efforts in segment reporting concen 

trated on the profitability and financial position 



information required by the FASB and the Securities and 

Exchange Commission (SEC) [Ajinka, 1980 and Baldwin, 1984]. 

Rationale and Objective of the Study 

The objectives of financial reporting are enumerated 

and discussed in SFAC No. 1 [FASB, 1978]. Financial report 

ing should provide information to aid users in assessing the 

amounts, timing, and uncertainty of prospective cash 

receipts. Prospects for cash receipts are influenced by a 

company's ability to meet its obligations and operating 

needs, to reinvest in operations, and to pay dividends. 

This objective emphasizes the prediction of cash flows. 

Information about how an enterprise obtains and spends 

cash, its borrowing and repayments, its capital transac 

tions, and other factors that may affect an enterprise's 

liquidity or solvency should also be provided by financial 

reporting. This information is partially provided by the 

consolidated statement of changes in financial jposition. 

Disclosure of segment cash flow data may provide infor 

mation that would improve the quality of financial reporting 

by addressing the above objectives. A finer (more detailed, 

less aggregated) information system that provides segment 

funds flow data in addition to the consolidated data cur 

rently available may improve the user's ability to predict 

future cash flows. Research has shown that a finer 
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information system may be associated with greater accuracy 

of earnings predictions [Smith, 1979 and Kinney 1971]. 

Research is needed to determine whether the disaggregation 

of the statement of changes in financial position to the 

segment level would improve the accuracy of financial-

statement users' predictions of the amount, timing, and 

uncertainty of future cash flows. 

Another objective of financial reporting is to provide 

information that is useful to investors and creditors and 

other users in making rational decisions [FASB, 1978]. 

According to SFAC No. 2 [FASB, 1980], information must be 

j-0]L0vant to be useful. To be relevant, information must 

have the capacity to "make a difference" in the decisions of 

financial-statement users [para. 46]. 

For segment cash flow data to be relevant, it must 

confirm or change the expectations of information users. 

Under certain circumstances, segment cash flow data may 

confirm financial-statement users' expectatllons. As a 

result, the probability that results will be as previously 

expected will increase. This may be reflected by more con 

sensus (less variance) in the decisions of users who have 

access to the segment cash flow data. 

In other instances, disclosure of segment cash flow 

data may change expectations. As a result, the perceived 

probabilities of the previous possible outcomes change. A 
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significant change in the average response of users who have 

access to the segment cash flow data should accompany an 

increase in decision consensus (decrease in variance). 

Research has shown that the availability of segment 

information can be associated with more consensus in the 

decisions of financial-statement users [Ajinka, 1980 and 

Dhaliwal, 1978] and can significantly influence their deci 

sions [Kochanek, 1974 and Baldwin, 1979]. The relevance of 

segment cash flow data can therefore be established by exam 

ining its impact on the decisions of a group of financial-

statement users. If subjects receiving segment cash flow 

data make significantly different decisions and/or display 

more consensus in their decision making than subjects not 

receiving this information, an argument can be made that the 

information is relevant. 

Methodology 

Under certain conditions, a segment cash f!low statement 

may more accurately reflect a company's ability to generate 

cash in future periods than the limited segment funds flow 

data required by generally accepted accounting principles 

(GAAP). For example, a segment cash flow statement should 

reveal whether cash is currently being generated by a seg 

ment operating in a growth industry, a stable industry, a 

cyclical industry, or an industry in serious trouble. This 
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information should assist creditors and investors in pre 

dicting future cash flows. 

To determine whether segment cash flow data would 

influence financial-statement users' decisions, a field 

study was undertaken to examine the impact of segment cash 

flow data on a lending decision. The study's purpose was to 

examine the possible relationship between the amount of 

credit granted and the interest rate charged by commercial 

bank loan officers and the availability of a segment cash 

flow statement. The effect of segment cash flow disclosure 

on decision consensus (variance) was also examined. 

The impact on the lending decision of a segment cash 

flow statement as opposed to a general segment funds flow 

statement was examined for two reasons. First, one of the 

projects on the agenda of the EASE is to consider a change 

from the statement of changes in financial position to a 

cash flow statement. The second reason is the increased 

support for reporting the statement of changesi in financial 

position on a cash basis instead of a working capital basis. 

The EASE [1978] has expressed its preference for the cash 

basis in SEAC No. 1. A study by the Financial Executives 

Institute reveals that all user groups prefer the cash basis 

[Seed, 1984]. 

In this study, three groups of commercial bank loan 

officers were mailed questionnaires differing only in the 
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type of sogmsnt cash flow data available. The loan officers 

were asked to make a loan recommendation for a single com 

pany operating in two industries. One segment operated in a 

stable industry (low risk with a history of consistent prof 

itability) while the other operated in an industry currently 

in serious trouble (has incurred net losses in recent years 

and no recovery is expected for several years). Group one 

served as the control and received only the segment cash 

flow data required by SFAS No. 14. The other groups 

received complete segment cash flow statements in addition 

to the information received by the control group. 

Group two's segment cash flow statement indicated that 

a stable industry, soft drinks, had been the sole source of 

cash for the past three years. This information should 

increase the loan officers' confidence in the company's 

ability to generate cash in future periods. If segment cash 

flow data are relevant, the information should change expec 

tations resulting in more favorable loan decisions than 

those made by the control group. In this study, the term 

favorable loan decisions indicates that more loans were 

granted, larger amounts of money were loaned, and/or lower 

rates of interest were charged; they are favorable to the 

bank's client. Decisions not to grant a loan or to loan 

smaller amounts of money at higher interest rates will be 

referred to as unfavorable loan decisions. More decision 
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consensus (less variance) should also be exhibited by the 

soft drinks group than by the control group. 

The segment cash flow data supplied to group three 

revealed that an industry in serious trouble, farm machinery 

and equipment, had been the sole source of cash for the past 

three years. The loan officers should feel less confident 

that the company can continue to generate sufficient cash in 

future periods; prior expectations of the loan officers 

should change. As a result, the farm group should make less 

favorable loan decisions than the control group. Loan offi 

cers in the farm group should also display more consensus 

(less variance) in their decision making than the control 

group. 

Contribution of the Study 

Results of the study indicate that commercial bank loan 

officers perceive segment cash flow disclosures to have 

information content beyond that provided in ai consolidated 

statement of changes in financial position prepared on a 

cash basis. Conclusions concerning the conditions under 

which the disaggregation of the cash flow statement may have 

an impact on the lending decision are also made. 

When combined with studies where other user groups 

serve as subjects, the findings of this study might assist 

the FASB in deciding whether segment reporting requirements 
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should be expanded to include segment cash flow disclosure. 

Studies addressing whether segment cash flow disclosure 

improves the quality of certain decisions based on financial 

reports may only be conducted if companies are required to 

make this information available to interested user groups. 

Limitations of the Study 

As in all research, the current study is limited in 

scope. Limitations include: 

1. Because only one user group was surveyed and only 

two situations were examined, external validity is 

limited. 

2. The financial statements of real firms were not 

available. Therefore, statements were created for 

the study and may not be completely realistic. 

3. The utility of segment cash flow data could not be 

examined since the financial statements of real 

firms were not available. i 

4. The experimental task may not have been realistic. 

5. Nonresponse bias may be a problem as in most mail 

studies. 

Since only one user group, commercial bank loan offi 

cers, served as subjects for the study, the external valid 

ity of the study is limited. Loan officers are, however, a 

logical starting point for examining the impact of segment 
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cash flow data on the decisions of financial statement 

users. These financial statement users are concerned with 

which segments of a diversified company generate cash flow. 

Other studies should examine the usefulness of segment cash 

flow disclosures for other user groups. 

The study's generalizability is also limited since only 

two situations were examined. The number of situations that 

could be examined was constrained by the number of subjects 

available. Based on a review of the relevant literature and 

interviews with commercial bank loan officers, the situ 

ations investigated should provide adequate results from 

which conclusions concerning the impact of segment cash flow 

disclosure on the lending decision can be drawn. 

Another limitation is that real firms could not be 

examined. However, the financial statements used in the 

study were developed using average financial ratios for 

firms in the industries involved. The ratios were obtained 

from Robert Morris Associates Statement Studies [Robert 

Morris Associates, 1984] and Almanac of Business and Indus 

trial Ratios [Troy, 1984]. The annual reports of firms 

operating in the industries included in the study were also 

examined to make the financial statements as realistic as 

possible. 

Since real companies could not be used in the study, 

only the impact of segment cash flow data on the lending 
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decision could be tested. Whether the quality of the lend 

ing decision can be improved by disclosing segment cash flow 

data cannot be directly examined. The study can only reveal 

whether the additional disclosure was used and whether the 

disclosure affected consensus, but the study cannot reveal 

if the data improved the quality of the lending decision. 

The decision task may have been artificial because the 

loan officers were asked to base their loan recommendations 

almost solely on financial data. In the real world, other 

factors would be expected to enter the decision process. In 

an attempt to minimize this problem, the subjects were asked 

to make preliminary loan recommendations based on the finan 

cial data. 

As in all mail studies, the problem of nonresponse bias 

may exist. A test for nonresponse bias was included as part 

of the statistical analyses. 

Organization of the Studv i 

The remaining chapters cover the following topics. 

Chapter 2 reviews the relevant accounting and behavioral 

literature. A detailed description of the research method 

ology is presented in Chapter 3. Chapter 4 describes the 

data analysis and its results. In Chapter 5, conclusions 

are discussed along with suggestions for additional 

research. Appendixes include copies of letters sent to the 
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participants requesting their cooperation and copies of the 

research instrument and tables containing the results of 

additional statistical analyses not discussed in Chapter 4. 
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CHAPTER 2 

LITERATURE REVIEW 

This chapter addresses the major relevant areas of 

accounting and related research. First, the literature 

presenting arguments for or against segment funds data is 

reviewed. Then the research addressing the effects of seg 

ment disclosures required under the SECs line of business 

(LOB) reporting guidelines and SEAS No. 14 are reviewed. 

Finally, selected behavioral research and events theory 

literature is reviewed to develop theoretical support for 

the study. 

Segment Funds Data 

Several accountants have addressed the pros and cons of 

disclosing segment funds statements. Rappaport and Lerner 

[1969] argue that a funds statement is a potentially valu 

able source of information for investors of diversified 

enterprises. Information not directly available from income 

statement and balance sheet data, yet available in a funds 

statement, can facilitate an understanding of an enter 

prise's economic affairs. A segment funds statement pro 

vides a basis for analyzing the relationship between earn 

ings growth and management's deployment of funds among 
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segments and a framework for estimating a company's future 

capital requirements. 

Rappaport and Lerner state that by analyzing a segment 

funds statement the following important questions can be 

answered: 

(1) Are the company's funds committed to high-
growth projects or used up by low-growth 
projects? 

(2) Do low-growth activities that drain the com 
pany's funds exist? 

(3) How productive are the funds invested in vari 
ous segments? 

(4) Do estimates of sources and uses of funds for 
the next few years indicate that external 
financing will be required? 

(5) Do estimates of earnings and capital require 
ments for the next few years reflect expected 
changes in dividend rates [p. 39]? 

Rappaport and Lerner propose two types of funds state 

ments: (1) segmenting by growth rate and (2) segmenting by 

basic activities. Rappaport and Lerner assert that the 

potential benefits to be achieved through the inclusion of 

segment funds statements in financial reporting requirements 

are of paramount importance. 1 

Solomons [1968] discusses various items that should be 

disclosed in financial statements to enable stockholders to 

appreciate the significance of divisional earnings. Among 

these is "the treatment of all nonoperating gains and 

losses, such as gains and losses on the disposal of fixed 

assets, fairly attributable to particular divisions . . ." 

[p. 102]. This information is not required to be disclosed 
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under FASB Statement No. 14. If a segment funds statement 

was required, this information would be readily available. 

Lurie [1979] acknowledges the usefulness of a segment 

funds statement for managerial purposes and addresses the 

ease with which such a statement can be prepared. Lurie 

states that the disaggregated information made available 

through SFAS No. 14 provides most of the information needed 

to prepare a segment-level statement of changes in financial 

position. Knowledge of which segments are sources and uses 

of working capital is very useful to management. Lurie 

strongly urges managers to periodically prepare and use such 

a statement to facilitate the decision process. Lurie sees 

no hardship in preparing the segment funds statement. 

Because the necessary information is readily available 

internally, the additional costs for external disclosure 

should be minimal. 

A subcommittee of the AAA Committee on Financial 

Accounting Standards [1976] addressed the desirability of 

disclosing segment funds information. The subcommittee 

asserts that a complete funds statement is primarily useful 

for managerial purposes. 

Although the AAA subcommittee does not recommend a 

complete segment funds statement, various components of the 

statement are viewed as useful. The subcommittee states 

that public disclosure of segment depreciation and capital 
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expenditures should be rnandatory. In concluding, the sub 

committee adds: 

The cash or working capital by segment operations 
would also be a valuable information item if the 
circumstances afford a meaningful calculation 
[p. 225]. 

The FASB [1974] discussion memorandum issued on report 

ing for segments of a business enterprise addresses as one 

of its questions: What segment information related to the 

statement of changes in financial position should be report 

ed? Disclosing no segment funds information, disclosing 

selected funds information, or disclosing a complete or 

condensed segment funds statement are addressed as possible 

answers. 

In the FASB discussion memorandum, proponents of dis 

closing no segment funds information based their views on 

the difficulty involved in identifying a substantial portion 

of the enterprise's assets and liabilities with specific 

segments. To determine the desirability of presenting seg-
i 

ment information for both the balance sheet and the state 

ment of changes in financial position, the FASB conducted 

interviews of 30 companies. 

Twenty-two companies 'indicated that segment bal 
ance sheets and segment statements of changes in 
financial position are not feasible due to alloca 
tion problems . . . . Eight companies stated that 
they could prepare segment balance sheets and 
segment statements of changes in financial posi 
tion . . . . Such statements are presently pub 
lished by two of the eight companies. The other 
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six companies indicated that these statements 
should not be presented [para. 199]. 

Among those supporting the disclosure of selected funds 

information, three items were viewed as extremely useful; 

1. Capital expenditures. 

2. Working capital provided from operations. 

3. Issuance or repayment of long-term debt. 

The FASB [1976] eventually adopted the position of disclos 

ing selected funds flow information. 

Rappaport and Lerner [FASB, 1974] are the primary pro 

ponents of presenting a complete segment funds statement. 

They base their view on four major points. 

1. Investors should estimate the permanence of 
the company's reported growth rate in deter 
mining a multiple of company earnings. How 
ever, permanence of growth is dependent upon 
ability to maintain capital investment out 
lays. An indicator of this ability is pro 
vided by statements of changes in financial 
position. 

2. Concern over corporate liquidity by investors 
necessitates the presentation of information 
as to which segments are net sources of funds 
and which segments are net users. i 

3. Investors can better estimate prospects of a 
company if they are provided with information 
regarding cash generated by investments in 
different activities. A segmented statement 
of changes in financial position could serve 
as the source of information regarding both 
cash generated and the amount of capital
expenditures for a company's various activi 
ties. 

4. Most importantly, the disclosure of invest 
ments by segments indicates management's com 
mitment to future endeavors of various seg 
ments. An investor may or may not agree with 
management's resource allocation plan, but the 
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information allows the investor yet another 
basis for valuing the company's shares [para. 
210]. 

Rappaport and Lerner state that segment funds information is 

more useful than segment balance sheet information. 

Kostolansky and Porter [1985] address the problem of 

disappearing parent-only funds statements. Their survey of 

a random sample of Fortune 500 companies' lOK reports 

reveals that the disclosure of parent-only funds statements 

has all but disappeared. Kostolansky and Porter argue that 

consolidated funds flow statements may give an unrealistic 

picture of a parent company's ability to repay a loan. A 

consolidated funds flow statement can conceal that cash flow 

is being generated primarily by subsidiaries. An illustra 

tion is given using Federal Corporation. In 1984, of $73 

million in working capital provided by operations, only $1.2 

million was generated by the parent company's operations. 

Due to legal restrictions, cash generated by subsidiaries 
t 

may not be available to the parent company. Kostolansky and 

Porter urge lenders to make their needs known to the SEC by 

encouraging the required reporting of parent-only financial 

statements. 

Empirical Research on the Segment Reporting Issue 

Most empirical research in the area of segment report 

ing has examined the effects of segment earnings and 
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profitability data. In order to provide evidence that seg 

ment data; the result of a finer (disaggregated) information 

system, can affect the decisions of financial statement 

users, this literature is reviewed. 

Expected Return and Earnings Prediction Effects. Seg 

ment disclosure and its relationship with return expecta 

tions has been examined in five articles: Stallman [1969], 

Ortman [1975], Twombly [1979], Ajinka [1980], and Horwitz 

and Kolodny [1977]. These market-based studies indicate 

that fineness levels (degree of segment disclosure versus 

consolidated disclosure) had no significant effect on the 

market's assessment of expected returns. 

In a behavioral study, Stallman [1969] asked financial 

analysts to assess the per-share "intrinsic" values of two 

firms. Each analyst received one of four experimental pack 

ets. The two factors manipulated in the packets were: dis 

closure versus nondisclosure of segment data and high-versus 
I 

low-level price series for common shares of the firms. 

Stallman's analysis revealed a significant interaction 

between the two factors. Segment data had their greatest 

effect on the analysts' decisions when presented with the 

low-level price series. Stallman concluded that under cer 

tain conditions, disclosure of segment data could influence 

the valuation assessments of financial analysts. Stallman's 

study was limited in two major areas: (1) he assumed that 
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analysts do not accept market efficiency and (2) his manipu-

IS'tion of price data to create the high- and low-price 

series may have contaminated the main independent variable 

(segment data disclosure). 

Ortman [1975] modified Stallman's design using multi-

industry firms about to "go public." The result was a two-

cell design with analysts categorized as receiving segment 

or consolidated data. Analysis revealed significant differ 

ences in the two groups' per-share valuations. Ortman's 

study was, however, limited since his manipulations involved 

radical changes in industry involvement revealed only in the 

segment data. This could have biased the results. 

Twombly [1979] utilized equal-risk portfolios to exam 

ine firms exhibiting three levels of segment disclosure: no 

disclosure, sales only disclosure, and sales and earnings 

disclosure. Each of the three groups of firms was further 

divided into three subgroups based on a ratio reflecting 

competition within the firm's primary industry.' The result 

ing nine risk-equalized portfolios were matched with a con 

trol portfolio comparable in risk and degree of industry 

concentration. Twombly found no evidence of statistically 

significant differences and concluded that disclosure of 

segment data provided no unanticipated information to the 

capital market. However, Twombly's results were limited 
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since his study included only those companies involved in 

pre-1970 voluntary disclosure. 

Ajinka [1980] extended Twombly's work by examining the 

effects of pre- and post-1970 segment disclosures on mean 

]^eturns and the covariance structure of returns. Four 

groups were included in the study. Two were treatment 

groups which consisted of multiproduct firms that did not 

disclose any segment data prior to 1970. The other two were 

control groups which were multiproduct firms that disclosed 

segment profit and revenue data both before and after 1970 

and single-industry firms not affected by the SEC LOB 

requirements. Each of the four groups was further parti 

tioned into two subgroups based on whether it had positive 

or negative earnings forecasts errors. 

Ajinka investigated the return behavior of the eight 

groups during a before and after-LOB period. No significant 

differences among the mean returns of the portfolios within 
I 

either period were found. A test of between pdriods differ 

ences also failed to be statistically significant. 

Horwitz and Kolodny [1977] studied the mean return 

effects of LOB data. No significant differences in residual 

returns were detected between firms that disclosed LOB earn 

ings data and single-industry firms unaffected by the SEC 

requirements. 
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These market based studies suffer from methodological 

problems. In his study, Ajinka [1980] points out that "a 

priori, it is not possible to predict the direction of the 

change in the average returns of a portfolio of firms that 

go from less to more fine information reporting. The pri 

mary reason is that, for an individual firm, the mean 

returns could be revised either upward or downward depending 

on the nature of the finer information that becomes avail 

able. Hence, the individual effects may be largely neutral 

ized at the portfolio level" [p. 359]. Before unveiling the 

effects of segment disclosure, it may be necessary to first 

determine whether the segment disclosures are providing good 

or bad "news" about the firm. 

Earnings Prediction Effects Studies. Several studies 

have addressed the effects of "finer" information systems on 

predictive accuracy. These will now be discussed. 

Smith [1979] looked at the effect of the disaggregation 
1 

of financial data to the segment level on the forecast accu 

racy of financial analysts. Subjects were assigned to three 

groups: (1) no segment disclosure, (2) intermediate segment 

disclosure, and (3) maximal segment disclosure. Group com 

parisons indicated that the availability of segment data had 

a significant impact on accuracy of earnings predictions. 

The group receiving intermediate level segment disclosure 
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had significantly more accurate predictions than those in 

the no segment disclosure group. However, those in the 

maximal level segment group did not outperform the inter 

mediate level group. These results are supportive of the 

predictive value of segment disclosures. 

The predictive accuracy of published forecasts has also 

been examined. Barefield and Comisky [1975] calculated and 

ranked measures of forecast accuracy. Firms were also 

ranked based on the "quality" (fineness) of their voluntary 

disclosure of segment data. Barefield and Comisky observed 

a significant positive correlation between ranking of fore 

cast accuracy and quality of disclosure. These findings 

support the relationship between predictive effects and the 

fineness of the data set. 

In another study of the accuracy of published forecasts 

in relation to the disclosure of segment data, Baldwin 

[1979] compared the accuracy of analysts' forecast before 

and after the enactment of the SEC's 1970 segment reporting 

requirements. Earnings forecasts associated with the exper 

imental group (firms required to report segment data under 

the 1970 rulings) were significantly more accurate for the 

post 1970 period. No significant differences between 

periods were found for the control group (firms not affected 

by the 1970 SEC requirements). Again, the relationship 
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between disclosure of segment data and predictive accuracy 

is supported. 

The predictive ability of models has also been 

addressed. Using voluntarily disclosed segment data for 

1967 and 1968, Kinney [1971] examined the accuracy of four 

models in predicting consolidated earnings of each sample 

firm. Kinney concluded that "predictions based on segment 

sales and earnings data and industry predictions were on the 

average more accurate than predictions based on models using 

consolidated data alone" [p. 136]. However, models incor 

porating segment sales and earnings did not perform signifi 

cantly different from those incorporating only segment sales 

data. 

Collins [1976] extended Kinney's study by examining a 

larger sample of firms and more models. Findings consistent 

with Kinney include: (1) models incorporating segment data 

yielded more accurate predictions and {2) adding segment 

earnings data to models incorporating segment' revenues and 

consolidated profit margins resulted in only a nominal 

improvement in predictive accuracy. 

Silhan [1982] used predictive models to address the 

value of finer information sets incorporating segment earn 

ings data. In his study, Silhan used a simulation approach 

to examine the effect of the number of segments on predic 

tive accuracy. No evidence was found to consistently 
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support the predictive superiority of either consolidated or 

segment earnings data. 

To summarize, studies addressing the predictive 

accuracy of forecasts have provided evidence that disclosure 

of segment data can result in improved earnings predictions. 

These studies provide some indication of the benefits of a 

finer information set. 

The forecast accuracy studies provided the necessary 

linkage between segment data and earnings prediction neces 

sary to determine whether segment disclosures conveyed good 

or bad news. Collins [1975], Foster [1975], and Kochanek 

[1974] used this linkage to categorize firms, thereby elimi 

nating offsetting effects which may have influenced earlier 

market based studies. 

Collins [1975] developed a mechanical trading rule to 

relate the good or bad news implications of segment data to 

the firm's abnormal returns. The results indicated no sig-
t 

nificant relationship between the trading rulds comparisons 

and the abnormal return performance of the sample portfolios 

for the period April 1967 through March 1970. Since April 

1969 through March 1970 was a recessionary period, another 

analysis was performed on a reduced period eliminating the 

recessionary months. Results for the reduced period 

revealed a significant relationship between abnormal returns 

and segment disclosures for the portfolio of firms which had 
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not voluntarily disclosed LOB data prior to 1970. Signifi 

cant differences were not found for a portfolio of firms 

which had voluntarily disclosed segment revenues before 

1970. 

Another study of the association between residual 

returns and the good news/bad news effects of segment dis 

closure was conducted by Foster [1975]. Each sample firm 

(all from the insurance industry) was classified as a good 

news or bad news firm based on the sign of the earnings 

forecast error resulting from forecast models based on con 

solidated data. Foster calculated a subearnings cumulative 

average residual (CAR) statistic which he compared with its 

consolidated counterpart. Results indicated the subearnings 

CAR was significantly larger than the consolidated CAR. 

Foster's study focused on a consolidated versus segment 

comparison and indicated that return assessment effects 

could be associated with the availability of a segment data 

set. Further statements based on the level of detail 

included in the data set cannot be made. 

Kochanek [1974] focused on ways in which the predictive 

dimension of good versus poor segment disclosures affect the 

timing of market return assessments. Firms were classified 

as "good" or "poor" reporters of segment data. Annual EPS 

changes and four sets of stock price changes were also cal 

culated. For each set of price changes, nonparametric 
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techniques were applied to four years of earnings and price 

data, yielding a correlation coefficient for each firm. The 

coefficients were ranked and a test of no difference in 

median ranks of good and poor reporters was performed. For 

each of the four sets, the null hypothesis was rejected. 

Kochanek's results indicated that an earlier market antici 

pation of earnings changes was associated with the disclo 

sure of "good" segment data. This study provides further 

support of a relationship between return assessment, earn 

ings prediction, and the disclosure of a segment data set. 

To recap, studies incorporating the good and bad news 

aspects of segment data and studies examining an association 

with securities returns are supportive of a relationship 

between the predictive aspects of segment data and the 

return assessments of the market. 

Variability and Covariabilitv Effects. Theory suggests 

that a finer information system can influence the decision 
I 

maker's assessments of the variance/covariance structure of 

returns [Mohr, 1983]. Research in this area can be divided 

into two groups: (1) evaluation of the overall vari 

ance/covariance relationship and (2) evaluation of the 

covariability of returns with a market index (beta assess 

ment). 

Two studies discussed previously have provided support 

for the above theoretical assertion by examining the overall 
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variance/covariance effects. Ortman [1975] found some evi 

dence that segment disclosure was associated with reduced 

dispersion of the valuation assessments of financial ana 

lysts. Ajinka [1980] concluded that "the uniformity and 

greater fineness of disclosure practices mandated by the 

SEC's LOB requirements appear to have contributed to a 

greater consensus among market agents" [p. 351]. 

Dhaliwal [1978] focused on the levels of certain return 

variability measures. Multiple regression was used to 

explain changes in the levels of a return variance measure 

and a return dispersion measure from a pre-1970 to a post-

1970 period. Statistical tests indicated that the coeffi 

cient of the dummy variable indicating whether initial dis 

closure of LOB data occurred before or after 1970 was nega 

tive. This implies a variance reduction. Dhaliwal's 

results suggest an increased consensus among market partici 

pants following the SEC's LOB reporting requirements. 
I 

Revisions in beta assessment have been suggested as a 

possible effect of segment disclosure [Mohr, 1983]. How 

ever, research addressing beta assessment has yielded con 

flicting results. 

Several studies have examined beta shifts in conjunc 

tion with the disclosure of segment data. These include: 

Horwitz and Kolodny [1977], Simonds and Collins [1978], 

Dhaliwal [1978], and Ajinka [1981]. Due to conceptual and 
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methodological problems, these studies have produced mixed 

results. 

Horwitz and Kolodny [1977] were the first to attempt to 

detect beta shifts of diversified firms associated with the 

ijjltial disclosure of LOB earnings data. A treatment sample 

consisted of diversified firms that as a result of the 1970 

SEC requirements supplemented their prior disclosure of 

segment sales with segment earnings data. The control sam 

ple consisted of single-industry firms. Comparing the betas 

of the two groups revealed no significant differences. 

Horwitz and Kolodny concluded that no relationship existed 

between beta assessment and the incremental disclosure of 

segment earnings data. 

Collins and Simonds [1978] attempted to overcome the 

methodological weaknesses of Horwitz and Kolodny's study. A 

treatment group was added that reported no segment data 

prior to 1970, after which it was required to by the SEC. A 
I 

control group was added which reported both isegment sales 

and earnings data before and after 1970. Using various 

regression techniques, Collins and Simonds observed a down 

ward shift in the betas of the treatment samples. A larger 

shift was associated with the group which had disclosed no 

segment data prior to 1970. No significant beta shift was 

detected for the control groups. In concluding, Collins and 

Simonds stated "firms with minimal or no prior segmental 
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disclosures did experience substantive changes in relative 

risk (beta) within the designated critical SEC LOB disclo 

sure period." 

Dhaliwal [1978] also examined changes in beta from a 

pre to post 1970 period. (This study was discussed in 

detail earlier.) Dhaliwal observed a downward shift in beta 

associated with the initial disclosure of LOB data. 

Ajinka [1981] used a "split-sample" analysis to study 

beta effects. Using an initial beta estimation period of 

January 1964 through December 1967, four sample groups were 

divided into high, medium, and low beta subgroups. A fur 

ther partitioning was based on a prerequirement period and a 

postrequirement period. A significant downward beta shift 

was found for each of the treatment groups. However, a 

significant decrease in beta was also found for the multi-

segment control group. After further analysis, Ajinka con 

cluded that beta reversion and nonstationarity tendencies 

confounded the earlier findings of Simonds andiCollins. 

Two studies have incorporated the good or bad "news" 

implications of segment data into their methodology to pro 

vide some indication of the "direction" of the effects on 

beta. Kinney [1972] observed a significantly positive asso 

ciation between his diversification measure and market-

based betas when the firms were segmented by industry or 

product-line. 
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In the other study, Mohr [1981] conducted a beta-

association study utilizing Rubinstein's [1973] theoretical 

model of the relationship between beta assessment and seg 

ment data. Mohr's results indicate a significantly stronger 

relationship between a weighted average beta and an 

unlevered market-based beta when industry involvement mea 

sures were derived from SFAS No. 14 asset disclosures. 

In summary, this section has reviewed the variance/ 

covariance effects of segment data. Studies addressing the 

overall variance/covariance effects of segment data have 

provided evidence of increased consensus among decision 

makers when a finer information set is available. However, 

research addressing beta assessment effects has yielded 

mixed results. 

Behavioral Research and Events Theory 

This section reviews a behavioral study by Otley and 

Bias and the events theory literature to develop theoretical 

support for the study. A change in decision quality is 

often incorporated in models of human information process 

ing. Otley and Dias [1982] investigated the interaction of 

information aggregation and individual cognitive style. Two 

types of information aggregation were addressed. Type I 

reduces the amount of data provided to a decision maker 

without changing the information content while type II 
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results in a decrease of information content. Otley and 

Dias hypothesized that a move from highly disaggregated 

information to more aggregated information will result in 

improved decision performance if the aggregation is type I. 

When the aggregation is type II, performance should immedi 

ately decline. Subjects acting as plant managers partici 

pated in a production simulation game. The required task 

was to develop a production plan which maximized the plant's 

contribution to profit. The plan was based on a set of 

internal accounting reports which differed in the degree of 

detail for the various experimental groups. 

Otley and Dias' findings support their hypothesis. The 

following comment is relevant to this project: 

Our lack of results on the effects of indiyidual 
differences in cognitive complexity is consistent 
with most studies in accounting, which also have 
not succeeded in establishing relationships 
between cognitive complexity and individual 
information-processing characteristics. Given 
these results, it appears that it would be more 
fruitful for information system designers to con 
centrate on matching the information content of 
accounting reports with the type of task being 
undertaken, rather than attempting to provide 
information matched to individual characteristics 
[p. 187]. 

The effect of the disaggregation of accounting data on deci 

sion quality should be determined by the nature of the deci 

sion task. 

Proponents of the events theory of accounting argue 

that more detail and less aggregation are needed in 
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accounting reports [Hendriksen, 1977]. Given more detail, 

financial-statement users should be able to select the 

information they want and the level of aggregation they 

prefer. 

According to the events theory, segment cash flow data 

are preferable to consolidated data. Financial-statement 

users can choose to incorporate the disaggregated data into 

their decision models or elect to aggregate the data. If 

only consolidated cash flow data are available, the users 

have no choice. 

A study by Abdel-khalik [1973] supports the events 

theory. Abdel-khalik investigated the effect of aggregating 

accounting reports on the quality of the lending decision. 

He hypothesized that detailed financial information is more 

useful for the lending decision. To test his hypothesis, 

Abdel-khalik sent questionnaires to 600 commercial bank loan 

officers asking them two types of questions based upon 
I 

accounting reports differing in the degree of aggregation. 

One type of question dealt with the allocation of scarce 

loanable funds to two firms while the other was concerned 

with making a subjective estimate of the probability of 

default on each loan. 

Abdel-khalik concluded that: 

(a) Users of financial ratios and of aggregated 
data used in computing these ratios performed 
rather poorly in the decision task required in 
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this experiment. They also performed rather 
poorly on all the quality criteria, including the 
predictive probability of default. (b) Whenever 
the firm is marginal, the disaggregation of its 
financial report provides users with better risk 
indicators. Thus, as shown by research in other 
fields, more detailed financial reports are pre 
ferred [p. 135]. 

In concluding, Abdel-khalik recommended that further 

research be conducted to replicate his findings for other 

decision tasks and for other firms. 

Abdel-khalik's study indicates that the level of aggre 

gation is an important factor in the lending decision. 

Based on the findings of Otley and Dias and Abdel-khalik, 

the lending decision appears to be an appropriate task to 

incorporate into a study of the effect of segment funds data 

on the decisions of financial-statement users. 

Summary 

Empirical research is needed to determine the impact of 

segment cash flow disclosure on financial-sta,tement user s 

decisions. According to the events theory of accounting, a 

finer, more detailed, information system allows financial-

statement users to choose the level of aggregation they wish 

to use as input for their decision models. Empirical 

research conducted to determine the utility of the segment 

level disclosures now available indicates that users choose 

to include these disclosures in their decision models. Not 
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only is the segment data used but the research indicates 

that they are useful because decision quality may be 

improved. 

The utility of an even finer information system, one 

which includes a segment cash flow statement, cannot be 

directly examined since this information is not currently 

disclosed. However, the impact of segment cash flow disclo 

sure on financial-statement user's decisions can be studied. 

The following chapter describes in detail the methodology 

used in this study which addressed whether segment cash flow 

data influence the lending decision. 
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CHAPTER 3 

RESEARCH DESIGN AND METHODOLOGY 

A field experiment was conducted to examine the impact 

of segment cash flow data on the lending decision. One-way 

multivariate analysis of variance (MANOVA) was used to 

determine if the amount of credit granted by commercial bank 

loan officers and the interest rate charged were affected by 

the type of segment cash flow data available. A summary of 

the experimental design appears in Table 1. 

MANOVA 

Since the dependent variables, amount of the loan 

granted and the interest rate charged, are measurable on 

interval scales and the independent variable, the type of 

segment cash flow data available, is categorical, MANOVA was 

used to determine the effect of the independent variable. 

The SAS System was used to analyze the data. 

In the experimental questionnaire, the loan officers 

were asked to make two decisions: (1) the amount they would 

loan the company and (2) the increment above the appropriate 

prime rate they would charge for the loan. When a loan 

officer did not grant a loan, no decision for the increment 
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TABLE 1 

Definitions of Dependent and Independent Variables 

DEPENDENT VARIABLES: No loan (a dununy variable indicating 
whether or not a loan was made), amount of the loan granted 
by the commercial bank loan officers, and the interest rate 
charged by the commercial bank loan officers. 

INDEPENDENT VARIABLE: The type of segment cash flow data 
supplied to the commercial bank loan officers. 

GROUP 1, the control group, received only the segment 
cash flow disclosures required by GAAP. 

GROUP 2, the soft drinks group, received the segment 
cash flow disclosures required by GAAP plus a complete 
segment cash flow statement indicating that: 

1) A stable industry (soft drinks) had been the sole 
source of cash for the past three years. 

2) An industry currently in serious trouble (farm 
machinery and equipment) had been a user of cash for 
the past three years. 

GROUP 3, the farm group, received the segment cash flow 
disclosures required by GAAP plus a complete segment cash 
flow statement indicating that: 

1) An industry currently in serious trouble (farm 
machinery and equipment) had been the sole^ source of 
cash for the past three years. ' 

2) A stable industry (soft drinks) had been a user of 
cash for the past three years. 
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above the prime rate was required, thereby creating missing 

values for this variable. 

To overcome this problem, three dependent variables 

were used in the MANOVA analysis. A dummy variable, which 

will also be called no loan, was added which represented 

whether the loan was made. A one was assigned to the dummy 

variable if no loan was made; a zero was assigned to the 

dummy variable when the loan was made. A prime rate was 

added to the increment above the prime to arrive at the 

interest rate charged for the loan. A prime rate of 

7.5 percent was obtained from an edition of the Wall Street 

Journal for a date falling within the survey period. (The 

prime rate ranged from 8.5 percent at the beginning of the 

survey period to 7.5 percent at the end of the survey peri 

od.) To summarize, the three dependent variables were: no 

loan, the amount of the loan, and the interest rate charged. 

Adding the dummy variable allowed all decisions to be 

included in the MANOVA analyses. The three dependent vari 

ables took on the following values if no loan was granted: 

1-0-0 

When a loan was granted, the dependent variables were coded 

as follows. 
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0-amount of loan-rate charged 

An argument can be made that using these variables in a 

MANOVA violates the multivariate normality assumption. 

However, given the relatively large number of observations 

(117), the multivariate central limit theorem helps assure 

that the consequences of such violations are minor [Seber, 

1985]. 

The Design 

The design used is similar to the posttest-only con 

trol group design described by Campbell and Stanley [1963] 

and can be illustrated as follows: 

^control ^ ° 

^soft drinks ̂ ° 

%arm ^ ̂  

I 

where R = random assignment 

X = exposure of a group to a particular type of 

segment cash flow disclosure, as shown in Table 1. 

O = observation or measurement 

According to Campbell and Stanley, the strengths of this 

true experimental design include: 
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(1) Equivalent groups are achieved by randomiza-
tion. 

(2) The major threats to internal validity are all 
controlled for (i.e., history, selection, 
etc.). 

(3) Interaction of testing and X are controlled 
which strengthens external validity [pp. 25-
26]. 

The Dependent Variables. Previous research studies in 

accounting involving the lending decision have used a vari 

ety of dependent variables. These variables include: amount 

of the loan [Abdel-khalik, 1973 and Maksy, 1984], prob 

ability of default [Abdel-khalik, 1973 and Maksy, 1984], a 

prediction of whether the company would default on a loan 

[Abdel-khalik and El-Sheshai, 1980], a prediction of whether 

the company would go bankrupt [Casey, 1980], the interest 

rate premium above the prime to be charged [Maksy, 1984 and 

Johnson and Pany, 1984], and whether the loan should be made 

[Campbell, 1984]. After interviewing several loan officers, 

the amount of the loan granted and the premium charged above 

the appropriate prime rate were chosen as the most realistic 

tasks to request the loan officers to perform. 

The Independent Variable. The independent variable was 

the type of segment cash flow data available. There were 

three levels of this variable: (1) the limited segment cash 

flow disclosures presently required under GAAP, (2) complete 

segment cash flow disclosures indicating that the primary 

source of cash for the past three years had been a segment 
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operating in a stable industry (soft drinks), and (3) com 

plete segment cash flow disclosures indicating that for the 

past three years the primary source of cash had been a seg 

ment operating in an industry currently in serious trouble 

(farm machinery and equipment). 

Loan officers in the control group received consoli 

dated financial statements as well as segment disclosures 

required by SFAS No. 14 (sales, operating profit, identifi 

able assets, capital expenditures, and depreciation and 

amortization expense). Therefore, the only indicators of 

segment cash flow were capital expenditures, depreciation 

and amortization expense, and possibly operating profit 

(some may argue that this is a reasonable estimate of seg 

ment net income). Since these components of segment cash 

flow are currently available, they were not manipulated 

across the three levels. This aided in determining whether 

the additional disclosure recommended was considered by the 
I 

bankers to have information content. ' 

In addition to the above information, loan officers 

assigned to the test groups received a segment cash flow 

statement. The company used in the study consisted of two 

segments. The soft drinks group's segment cash flow infor 

mation revealed that the soft drinks segment had been the 

sole source of cash for the past three years while the farm 

machinery and equipment segment had been a user of cash. 
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The farm group's segment cash flow information revealed that 

the farm machinery and equipment segment had been the sole 

source of cash while the soft drinks segment had been a user 

of cash for the past three years. 

Information obtained during interviews with commercial 

bank loan officers led to the selection of a segment in a 

stable industry and a segment in an industry currently in 

serious trouble to make up the experimental company. If one 

of the industries had been a growth industry, this may have 

led the loan officers to simply grant the entire amount of 

the loan with limited financial statement analysis. Choos 

ing a stable industry and an industry in serious trouble 

forced a more careful analysis of the company. Consolidated 

financial statements indicated that the company was perform 

ing at the average for the industries involved and was in 

good overall financial condition. 

An effort was made to make the financial statements 

appear to represent a real company, thereby making the 

experimental task more realistic for the loan officers. To 

accomplish this, a separate set of statements was con 

structed for each of the two industries involved. These two 

sets of statements were developed using the average industry 

financial ratios published by the Robert Morris Associates. 

After completing the two sets, they were consolidated. Then 

different sets of industry segment data were developed to 
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provide the necessary experimental manipulations (i.e., 

which industry was the primary source of cash). Annual 

reports of companies operating in the soft drinks and farm 

machinery and equipment industries were also studied to 

arrive at ways of making the statements appear to represent 

a real company. 

Two segments were used for several reasons. Using two 

segments helped to limit company size. This is important 

because commercial bank loan officers perceive size to be an 

important factor in determining the probability that a loan 

will be repaid. Limiting size reduced the availability of 

collateral, thereby forcing a more careful evaluation of 

other factors. The experimental design was also simplified 

by using only two segments. This facilitated the interpre 

tation of the results. By using two segments, the size of 

the experimental instrument was reduced; this made the 

requested task appear to require less time which probably 

increased the response rate. ' 

Sample Selection 

The sample was selected from commercial bank loan offi 

cers at the nation's 300 largest commercial banks. The 

largest banks were chosen since they are most likely to do 

business with diversified companies. Another reason for 
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choosing the largest banks was to limit the sample to those 

who on average should be more sophisticated loan officers. 

A list of the 300 largest commercial banks was obtained 

from the 1985 edition of The Rand McNallv International 

Banker's Directory. Six banks located in Puerto Rico were 

removed from the list because these banks may have different 

frames of reference from those in the United States. For 

each of the 294 remaining banks, the following information 

was obtained from the directory; 

1. Name of a senior officer. 

2. Address. 

3. Telephone number. 

An attempt was made to select the senior officer at each 

bank most likely to be involved in commercial lending. The 

most common positions selected were the top ranking officer 

listed in: 

1. Commercial lending. 

2. Corporate division. ' 

3. Loans. 

The senior officer selected at each bank was sent a 

letter requesting that his or her bank participate in the 

study. (A copy of the letter is included in Appendix A). 

To avoid the possibility of sensitizing subjects who would 

later receive the experimental questionnaire, the purpose of 
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the study was stated as determining methods of improving 

reporting for diversified companies. 

If the bank chose to participate, the senior officer 

was asked to supply the name(s), address(es), and telephone 

number(s) of one or more commercial bank loan officers to 

whom a copy of the questionnaire could be sent. A response 

form was provided on which to supply the information. 

Senior officers who chose to participate were asked to 

include their names on the response form. The loan officers 

recommended were to be experienced in financial statement 

analysis and have the authority to make, or participate in 

the decision to make, loans in the five to ten million dol 

lar range. After the response forms were returned, the loan 

officers listed on the forms were randomly assigned to the 

three groups. 

The letter to the senior officers included other impor 

tant points. All names supplied were to be held in strict 
I 

confidence and were to be used only by the res'earcher. All 

individual responses to the experimental questionnaire were 

to be held in strict confidence and were to be used only to 

develop statistical tables. A copy of the results of the 

study would be mailed to the senior officer if the appropri 

ate box was checked on the response form. 

Letters were sent to senior officers at the 294 banks 

requesting the bank's participation in the study. After two 
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mailings, 127 banks responded. Of these, 90 indicated an 

interest in participating. The banks which responded "no" 

gave the following reasons; 

—One bank had merged with another bank that was 
participating. 
--Seven banks did not deal with large diversified 
companies. 
—Twenty-nine banks gave no reason. 

The senior officers at the 90 participating banks rec 

ommended 167 (includes three of the senior officers) loan 

officers to serve as subjects. The maximum number of par 

ticipants from any bank was four. Each of the 167 loan 

officers was randomly assigned to one of the three experi 

mental groups and was mailed the case for that group along 

with the experimental questionnaire. 

Description of the Survey Instrument 

The loan officers whose names were provided by the 

senior officers were mailed a packet containing a cover 

letter, the financial information on which to base their 

decisions, the experimental questionnaire, and a post exper 

imental questionnaire. (Copies of each version of the sur 

vey instrument are provided in Appendix A.) The cover let 

ter briefly explained the purpose of the study and requested 

the recipient's cooperation. The loan officers were told 

that their names had been supplied by a senior officer at 

their bank who had indicated an interest in their bank's 
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participation in the project. A special effort was made to 

avoid drawing attention to the segment cash,flow data and 

thereby sensitizing the loan officers to the experimental 

variable. The study's purpose was again stated as an inves 

tigation of ways to improve reporting for diversified compa 

nies. 

Each of the three groups received different sets of 

financial information as discussed in a previous section. 

An attempt was made to supply enough information to keep the 

task as realistic as possible and to permit the subjects to 

make the required decisions. Each subject received the 

following information: 

1. A brief history of the company including a 
description of the business of each segment. 

2. Information about management. 
3. Three years of consolidated income statements. 
4. Three years of consolidated balance sheets. 
5. Three years of consolidated statements of 

changes in financial position prepared on the 
cash basis. 

6. Selected footnotes for the current year s 
financial statements. ! 

7. Three years of segment disclosures rec^uired by 
GAAP (sales, operating profit, identifiable 
assets, depreciation and amortization expense, 
and capital expenditures). 

The decision to provide this information was based on a 

j-Qview of the relevant literature and interviews with com 

mercial bank loan officers. Members of the test groups also 

received segment cash flow statements. 
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In addition to those discussed previously, the follow 

ing controls were incorporated into the experimental design: 

1. Only the independent variable, the type of segment 

cash flow data available, changed across cells. The infor 

mation on company history and management remained constant. 

2. To prevent size from acting as a confounding fac 

tor, the two segments were of roughly equal size. 

Using the enclosed information, each loan officer was 

asked to make three independent decisions in the experimen 

tal questionnaire. First, the subjects were asked to make a 

recommendation for a six-month working capital loan if the 

company requested $1,000,000. The purpose of the loan was 

given as the seasonal purchase of sugar and syrup for the 

soft drinks division. Then a decision was requested for a 

three-year term loan if the company requested $5,000,000. 

The purpose of the loan was given as the purchase of equip 

ment for the soft drinks division. Finally, a decision for 

a seven-year $8,000,000 term loan was requested. The pur 

pose of the loan was given as expanding plant capacity for 

the soft drinks division. The request for a seven-year 

$8,000,000 term loan should have encouraged the subjects to 

carefully evaluate the company's financial condition. For 

each of the three decisions, the subjects were asked to 

provide the amount they would be willing to loan the company 
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and the increment above the appropriate prime rate they 

would charge. 

After making their decisions, the loan officers were 

asked to answer several questions. The purpose of the ques 

tions was to determine the extent the loan officers thought 

the segment cash flow information influenced their decisions 

and to collect selected demographic data. This section 

included questions concerning the relative importance of 

several financial statement items to avoid sensitizing the 

subjects to the experimental variable. 

Pilot Test 

In order to increase the probability of conducting a 

successful research effort, several steps were completed 

before mailing the questionnaire to a large number of sub 

jects. To insure that the experimental task would be as 

realistic as possible, the researcher reviewed the litera 

ture on the lending decision and interviewed'several loan 

officers. Based on the literature review and interviews, 

the survey instrument was designed to include the types of 

information loan officers use and the types of decisions 

loan officers actually make. The questionnaire was then 

pretested by a senior officer at a bank included in the 

sample, and changes were made based on his recommendations. 

Next, a pilot test consisting of surveying a small sample of 
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commercial bank loan officers (13 loan officers representing 

6 banks) was conducted in order to determine whether the 

experimental manipulations appeared to be successful. 

Another purpose of the pilot test was to uncover any errors 

or ambiguities in the survey instrument before mailing it to 

a large sample. 

The pilot test was mailed to thirteen commercial loan 

officers at banks in Tennessee and North Carolina where 

senior officers had responded to the first mailing of the 

letter requesting the bank's participation. Commercial loan 

officers who were recommended following a second mailing to 

the senior officers were mailed questionnaires when the 

larger (main) sample was surveyed. Results from the pilot 

test indicated that the bankers felt comfortable with the 

task. No request was consistently made for any data not 

included in the questionnaire. The subjects' responses also 

indicated that the experimental manipulations appeared to be 

working and that the questionnaire did not' contain any 

errors or ambiguities. 

The Main Survey 

In July 1986, the survey instrument was mailed to 154 

commercial bank loan officers recommended by senior officers 

at the participating banks. Four weeks after the initial 

mailing, nonrespondents were sent a second questionnaire. 
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and their cooperation was again requested. In the cover 

letter, the subjects were asked to complete the question 

naire and return it in the enclosed postage-paid envelope or 

to telephone the researcher (whose telephone number was 

included) with their responses. Most elected to mail the 

questionnaire, but two participants telephoned their 

responses. Another subject telephoned to ask whether he 

could use information not provided in the case (i.e., indus 

try average ratios); he was instructed to use any informa 

tion normally used in making similar decisions. The subject 

later returned his completed questionnaire in the mail. 

After two mailings, 117 loan officers representing 78 banks 

(includes usable responses from the pilot test) returned 

their questionnaires. Table 2 summarizes the response form 

and questionnaire response rates. In Table 3, response is 

sviramarized by group. 

Statistical analyses included an early/late test for 

nonresponse bias. The t-test procedure was uked to deter 

mine whether significant differences existed between 

responses of subjects who returned their questionnaire after 

one request and those who responded following a second 

request. A t-statistic was computed for each group. A 

significant difference was found only for the amount loaned 

within group two; late responders loaned significantly less 
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TABLE 2 

Response Rates 

Number of Number of 
Loan Officers Banks 

Response Forms Mailed N/A 294 

Response Forms Returned N/A 127 

Percentage of Response 
Forms Returned N/A 43% 

Banks Agreeing to Participate N/A 90 

Percentage of Banks Agreeing 
to Participate N/A 31% 

Questionnaires Mailed 167 90 

Questionnaires Returned 117 78 

Percentage of Questionnaires 
Returned 70% 87% 

TABLE 3 i 

Response by Group 

Number of Loan Officers 

Control 41 

Soft Drinks 37 

Farm 39 

Total 117 
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than those who responded early. All other tests revealed no 

significant differences between early and latp responders. 

Demographic Characteristics of the Subjects 

For each respondent, data on years of experience in 

commercial banking, number of accounting courses taken, and 

the highest degree earned were collected in the question 

naire. Years of experience, accounting courses taken, and 

the highest degree earned were used as covariates to deter 

mine whether these variables influenced the loan decisions. 

Their impact on the emphasis that loan officers placed on 

the balance sheet, income statement, cash flow data, and 

industry segment data for the short-term, intermediate-term, 

and long-term loan decisions were also examined. Results of 

these analyses can be found in Appendixes B and C. 

Tables 4, 5, and 6 contain descriptive statistics for the 

demographic variables. 

i 

Hypotheses Tested 

Three between-group hypotheses were tested. If the 

additional segment cash flow disclosure supplied to the soft 

drinks group increased the perceived probability that the 

company could generate adequate cash to repay the loan, this 

group should have made more loans, loaned more money, and/or 

charged lower rates of interest than the control group. 



60 

TABLE 4 

Years of Experience in Commercial Banking 

Years Control Soft Drinks Farm Total 

1 1 1 1 3 

2 2 3 2 7 

3-5 9 3 8 20 

6-10 15 15 14 44 

11-15 4 7 4 15 

16-20 5 3 5 13 

20+ 4 2 5 11 

N 40 34 39 113 

Mean 10.2 10.1 11.4 10.6 

Standard 

Deviation 7.1 6.0 7.8 7.0 
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TABLE 5 

Accounting Courses Taken 

Courses Control Soft Drinks Farm Total 

1-2 11 5 9 25 

3-4 13 11 13 37 

13 14 11 38 

9-12 3 7 5 15 

18+ 1 0 1 2 

N 41 37 39 117 

Mean 4.85 6.05 4.56 5.14 

Standard 

Deviation 3.3 3.8 3.3 3.5 

00 
1 

ni 
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TABLE 6 

Highest Degree Earned 

Degree Control Soft Drinks Farm Total 

High School (1) 1 0 1 2 

Some College (2) 2 2 0 4 

Bachelor's (3) 15 15 16 46 

Some Graduate (4) 0 1 0 1 

Master's (5) 21 18 21 60 

Doctorate (6) 1 0 0 1 

N 40 36 38 114 

Mean 4.0 4.1 4.0 4.0 

Standard 

Deviation 1.2 1.0 1.1 1.1 
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Hypothesis 1: 

SOFT DRINKS ^ CONTROL 

SOFT DRINKS ^ CONTROL 

and/or 

^R SOFT DRINKS ^R CONTROL 

where = mean for the dummy variable 

= mean amount loaned, and 

yj^ = mean interest rate charged 

For the loan officers in the farm group, the additional 

disclosure should have revealed a potential cash flow prob 

lem. If expectations changed, the company should have been 

regarded as more risky. Loan officers in this group should 

have made less favorable loan decisions than the control 

group. The farm group should have made fewer loans, loaned 

less money, and/or charged higher interest rates. 

Hypothesis 2: j 

^D FARM ^ ^D CONTROL 

^A FARM ^A CONTROL 

and/or 

^R FARM ^ ^R CONTROL 
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For the preceding reasons, the soft drinks group should 

have made more favorable loan decisions than the farm group. 

Hypothesis 3: 

SOFT DRINKS ^ FARM 

SOFT DRINKS ^ ^A FARM 

and/or 

^R SOFT DRINKS ^ ^R FARM 

Within-group hypotheses were also tested. Since the 

disclosure of segment cash flow data should decrease uncer 

tainty by revealing which industry has been the primary 

source of cash, members of the test groups should have dis 

played more consensus (less variance) in their decisions 

than those in the control group. Within-group hypotheses 

were tested using a variable developed from the MANOVA dis 

criminant functions. These variables will be discussed 

later in detail. i 

Hypothesis 4: 

2 . 

^ SOFT DRINKS CONTROL 

Hypothesis 5: 

2 2 

° FARM ^ CONTROL 
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2 
where a = variance of the discriminant function variable. 

After the data were collected, the above hypotheses 

were tested, using MANOVA to test for significant differ 

ences in means and procedures developed by O'Brien [1981] 

and Brown and Forsythe [1974] to test for significant 

differences in variances. 

Summary 

This chapter has described the research design and 

methodology used to determine the impact of a segment cash 

flow statement on the lending decision. Loan officers at 

participating banks were mailed case studies differing only 

in the type of segment cash flow disclosure. The control 

group received only the segment cash flow disclosures 

required by GAAP. Members of the test groups received a 

complete segment cash flow statement. The soft drinks 

group's cash flow statement indicated that a stable indus 

try, soft drinks, had been the sole source of cash for the 

past three years. The farm group's cash flow statement 

indicated that an industry in serious trouble, farm machin 

ery and equipment, had been the sole source of cash. Based 

on the case, the loan officers were asked to make a prelimi 

nary loan recommendation. 
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Loan officers from 90 of the nation's 300 largest com 

mercial banks served as subjects. Questionnaires were 

mailed to loan officers who had been recommended by a senior 

officer at their bank. The loan officers recommended were 

randomly assigned to one of the three groups. Completed 

questionnaires were returned by 117 loan officers represent 

ing 78 banks. 

MANOVA was used to determine if the independent vari 

able, the type of segment cash flow data available, had an 

effect on the loan decisions. The dependent variables were 

a dummy variable indicating whether or not a loan was grant 

ed, the amount loaned, and the interest rate charged. Sta 

tistical tests were also conducted to determine whether the 

test groups, soft drinks and farm, displayed more consensus 

in their decisions than the control group did. In Chap 

ter 4, the results of these tests are presented and dis 

cussed. 

1 
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CHAPTER 4 

RESULTS 

In this chapter, the results of the data analyses are 

Presented and discussed. Analyses include: tests for mean 

differences, tests for variance effects, and an analysis of 

the importance of various financial statement items in 

short-term, intermediate-term, and long-term lending deci 

sions. 

MANOVA 

MANOVA was used to determine if the loan decisions of 

the three groups were affected by the type of segment cash 

flow data available for each of the three independent deci 

sions (short-term, intermediate-term, and long-term) the 

subjects were asked to make. In each analysis, the depen 

dent variables were the no loan variable (a dummy variable 

i'^^icating whether a loan was granted), the amount loaned, 

the interest rate charged. The type of segment cash 

flow data was the independent variable. 

Group means for each of the dependent variables are 

presented in Table 7. For all three decisions, the soft 

drinks group granted more loans than the control group which 

granted more loans than the farm group. Recall that the 
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TABLE 7 

Dependent Variable Means by Group 

Short-terra Decision 

No Loan 

Araount when loan 

was granted 

Rate when loan 

was granted 

Interraediate-terra 

Decision 

No Loan 

Araount when loan 

was granted 

Rate when loan 

was granted 

Long-terra Decision 

No Loan 

Araount when loan 

was granted 

Rate when loan 

was granted 

Control 

.02 

1,000,000 

8.09 

.22 

2,933,333 

8.49 

.20 

7,090,909 

8.85 

Soft Drinks Farm 

0.0 .05 

1,000,000 929,756 

8.02 7.95 

.05 .23 

2,884,615 2,814,285 

8.39 8.49 

0.0 i .28 

7,000,000 7,335,294 

8.68 8.83 
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dununy variable, no loan, took on a value of one when a loan 

was not granted and a value of zero when a loan was made. 

Therefore, the means for the dummy variable represent the 

percentage of loan officers who did not grant a loan in that 

group. When the loan was granted, the farm group loaned 

less money than the other groups when the decision task was 

a short-term or intermediate-term loan. For the long-term 

decision, the farm group loaned more money than the control 

group which loaned more money than the soft drinks group. 

The differences in rate are apparently trivial for all the 

decision types. MANOVA was used to determine if these 

differences are significant; Table 8 siommarizes the results. 

The MANOVA results indicate that the type of segment 

cash flow data had a significant impact on the short-term 

and long-term loan decisions. Nonparametric statistics (see 

Appendix D) paralleled these findings and also indicate that 

the experimental manipulation may have had an impact on the 

intermediate-term loan decision. Univariate statistics also 

indicate significant differences between groups for the no 

loan variable. 

The Assumption of Homogeneitv of Variance. MANOVA test 

ing is based on the assumption that each of the experimental 

groups has approximately the same variance/covariance 

matrix. Tests for equality of the variances (to be 
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TABLE 8 

MANOVA Results—Pillai's Trace 

Short-term Decision 

Univariate Statistics: 

No Loan 

Amount when a loan 

was granted 

Rate when a loan 

was granted 

Intermediate-term 

Decision 

Univariate Statistics: 

No Loan 

Amount when a loan 

was granted 

Rate when a loan 

was granted 

Long-term Decision 

Univariate Statistics: 

No Loan 

Amount when a loan 

was granted 

Rate when a loan 

was granted 

*Signifleant at .10 level 

F df P 

2.02 6, 222 .06* 

.97 2 .38 

3.88 2 .02* 

.75 2 .48 

1.56 6, 218 .16 

2.74 2 .07* 

.79 2 .46 

1.64 2 .20 

2.14 6,206 .05* 

6.05 2 .003* 

.28 2 .76 

.45 2 .64 
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discussed later in detail) revealed that this assumption is 

violated. However, research has shown that the test statis 

tics used here are fairly robust as long as of the groups' 

sample sizes are comparable [Olson, 1976]. As illustrated 

in Table 3 (page 58), cell sizes were nearly equal in this 

study; therefore, the use of MANOVA seems appropriate. 

Next, the hypotheses developed in Chapter 3 were test 

ed. Cell means contrasts were used to determine whether 

significant differences in the dependent variable means 

existed between the groups specified. 

Test of Hypothesis 1. If the segment cash flow state 

ment supplied to the soft drinks group increased the loan 

officers' confidence in the company, as discussed in Chap-

3, there should be significant differences between the 

loan decisions of this group and the control group. The 

soft drinks group should have made more favorable loan deci 

sions than the control group. 

Hypothesis 1: i 

SOFT DRINKS CONTROL 

^A SOFT DRINKS ^ ^A CONTROL 

and/or 

^R SOFT DRINKS ^ ^R CONTROL 
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where = mean for the no loan variable 

= mean amount loaned, and 

= mean interest rate charged 

The results of this test are summarized in Table 9. 

For the short-term decision, the soft drinks group and 

the control group did not make significantly different deci 

sions. However, the emphasis placed on industry segment 

data and on cash flow data is dependent on the term of the 

loan. The shorter the term of the loan, the less loan offi 

cers rely on these types of data. Short-term decisions are 

based primarily on balance sheet data. Empirical evidence 

supporting these statements will be provided later (see 

pages 91-98). Since the balance sheet indicated that the 

company was currently in good overall financial condition, 

the above results are not surprising. Industry segment cash 

flow data indicating that a soft drinks segment was the 

source of cash was interpreted as "good news" and confirmed 

the balance sheet message. Both groups felt that the com 

pany could generate adequate cash to repay a six-month 

working capital loan. 

The MANOVA results indicate that the intermediate-term 

loan decisions of the soft drinks group and the control 

group were not significantly different. However, univariate 

statistics indicate that the soft drinks group granted sig 

nificantly more loans than the control group did. 
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TABLE 9 

Hypothesis 1—Soft Drinks Versus Control 
(MANOVA—Pillai's Trace) 

F df P 

Short-term Decision (2T) .28 3,110 .84 

Univariate Statistics: 

No Loan (IT) .49 1 .24 

Amount when a loan 

was granted .00 1 CR 

Rate when a loan (IT) 
was granted .36 1 .28 

Intermediate-term 

Decision (2T) 1.99 3,108 .12 

Univariate Statistics: 

No Loan (IT) 4.03 1 .02* 

Amount when a loan 

was granted .30 1 CR 

Rate when a loan 

was granted (IT) .44 1 .26 

Long-term Decision (2T) 2.09 3, 102 .10* 

Univariate Statistics: 
1 

i 

No Loan (IT) 5.50 1 .01* 

Amount when a loan 

was granted .05 1 CR 

Rate when a loan 

was granted (IT) .73 1 .20 

♦Significant at .10 level 

CR; cannot reject because mean difference was not in 
hypothesized direction 

IT: one-tailed test 

2T: two-tailed test 
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Significantly different decisions were made by the soft 

drinks and the control group for the long-term decision. 

Univariate statistics indicate that the no loan variable was 

significantly lower for the soft drinks group indicating 

that they made more loans. These results indicate that the 

soft drinks group made more favorable long-term loan 

decisions than the control group did and support hypothesis 

one. 

The results for the long-term decision suggest that 

when loan officers are supplied with only the consolidated 

and limited segment cash flow disclosures required by GAAP 

they make conservative (pessimistic) predictions of a diver 

sified company's future cash flows. When supplied with 

additional segment cash flow data which reveal that a seg 

ment operating in a stable industry is the primary source of 

cash, loan officers interpret this as "good news" and adjust 

their estimates. This type of disaggregated data appears to 

increase their confidence in the company's ability to gen 

erate adequate cash to repay the loan; they are more likely 

to make favorable loan decisions. 

Test of Hypothesis 2. Next, MANOVA was used to test for 

differences in means between the farm group and the control 

group. 

Hypothesis 2: 

FARM ^ CONTROL 
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FARM ^A CONTROL 

and/or 

^R FARM ^ ^R CONTROL 

The results are summarized in Table 10. For the short-term 

decision, the farm group made significantly different loan 

decisions than the control did. Univariate statistics indi 

cate that when a loan was granted the farm group loaned 

significantly less money than the control group did. For 

the short-term decision, hypothesis two is supported since 

the farm group made less favorable decisions than the con 

trol group did. Although "good news" did not affect the 

short-term decision, "bad news" did. Despite the strong 

balance sheet position of the company, the "bad news" 

changed expectations, and the loan officers loaned less to 

the company whose cash was being generated by an industry in 

serious trouble. 

For the intermediate-term and long-term decisions, the 

null hypothesis of no effect could not be rejected; the farm 

and control groups did not make significantly different 

decisions. As previously discussed, loan officers in the 

control group appear to have made conservative estimates of 

the company's ability to generate cash in future periods. 

Segment cash flow data indicating that an industry in 
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TABLE 10 

Hypothesis 2—Farm Versus Control 
(MANOVA--Pillai's Trace) 

Short-term Decision (2T) 

Univariate Statistics: 

No Loan (IT) 

Amount when a loan 

was granted (IT) 

Rate when a loan 

was granted 

Intermediate-term 

Decision (2T) 

Univariate Statistics: 

No Loan (IT) 

Amount when a loan 

was granted (IT) 

Rate when a loan 

was granted 

Long-term Decision (2T) 

Univariate Statistics: 

No Loan (IT) 

Amount when a loan 

was granted 

Rate when a loan 

was granted 

*Signifleant at .10 level 

F 

3.01 

.50 

5.88 

1.50 

1.20 

.00 

1.57 

.00 

.53 

1.40 

.27 

.03 

df 

3,110 

P 

.03* 

1 .24 

1 .01* 

1 OR 

3,108 .31 

1 

1 

1 

3, 102 

.47 

.11 

OR 

.66 

1 

1 

1 

i 

.12 

OR 

OR 

OR: cannot reject because mean difference was not in 
hypothesized direction 

IT; one-tailed test 

2T: two-tailed test 
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serious trouble had been the source of cash for the past 

three years reinforced these estimates. The additional 

disclosure did not change expectations and therefore did not 

result in significant changes in the loan officers' deci 

sions. 

Test of Hypothesis 3. Results of tests of hypothesis 

three are consistent with the other contrasts and are pre 

sented in Table 11. 

Hypothesis 3: 

SOFT DRINKS ^ FARM 

SOFT DRINKS ^ ^A FARM 

and/or 

^R SOFT DRINKS ^ ^R FARM 

For the short-term decision, the soft drinks and farm groups 

made significantly different decisions. Univariate statis 

tics reveal that the soft drinks group made more loans and 

loaned significantly more money when a loan was made. For 

the intermediate-term decision, the null of no effect could 

not be rejected. However, univariate statistics indicate 

that the soft drinks group granted significantly more loans 

than the farm group did. Results of long-term tests indi 

cate that the two groups made significantly different deci 

sions. Univariate statistics reveal that the soft drinks 
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TABLE 11 

Hypothesis 3—Soft Drinks Versus Farm 
(MANOVA—Pillai's Trace) 

F df P 

Short-term Decision (2T) 2.94 3,110 .04* 

Univariate Statistics: 

No Loan (IT) 1.95 1 .09* 

Amount when a loan 

was granted (IT) 5.80 1 .01* 

Rate when a loan 

was granted .38 1 CR 

Intermediate-term 

Decision (2T) 1.46 3, 108 .23 

Univariate Statistics: 

No Loan (IT) 4.26 1 .02* 

Amount when a loan 

was granted (IT) .54 1 .24 

Rate when a loan 

was granted (IT) .47 1 .25 

Long-term Decision (2T) 4.31 3, 102 .007* 

Univariate Statistics: 
• 

No Loan (IT) 11.75 1 .0005* 

Amount when a loan 

was granted .54 1 CR 

Rate when a loan 

was granted (IT) .53 1 .23 

♦Significant at .10 level 

CR: cannot reject because mean difference was not in 
hypothesized direction 

IT: one-tailed test 

2T: two-tailed test 
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group granted more loans. The soft drinks group made more 

favorable loan decisions than the farm group for the short-

term and long-term loan decisions; these results support 

hypothesis three. 

Summary. Relevance is defined in SFAC No. 2 [FASB, 

1980] as the ability to influence a decision either by 

changing expectations or by confirming expectations. Since 

significant differences in group means were found, the rele 

vance of segment cash flow data is supported. For the 

long-term decision, the "good news" that the soft drinks 

segment was the primary source of cash changed expectations 

resulting in more favorable loan decisions than those made 

by the control group. The soft drinks group's expectations 

were also different from those of the group which received 

the "bad news" that the farm machinery and equipment segment 

was the primary cash source. Therefore, the study indicates 

that segment cash flow data are relevant for long-term lend 

ing decisions. i 

For the short-term lending decision, the "bad news" 

that the farm machinery and equipment segment was the source 

of cash changed expectations. Loan officers in the group 

which received this information made less favorable deci 

sions than those in the control group; their decisions were 

also less favorable than the soft drinks group's. This 
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indicates that segment cash flow data are also relevant when 

the decision task is a short-term loan. 

The Discriminant Functions. Discriminant analysis 

allows calculation of alpha weights for each dependent vari 

able. Discriminant functions can be developed based on 

these alpha weights provided by SAS. For this study, these 

functions are: 

Short-term Decision = 

1.147(No Loan) + .0876(Rate) + .00000069(Amount) 

Intermediate-term Decision = 

.317(No Loan) - .007(Rate) + .000000062(Amount) 

Long-term Decision = 

.198(No Loan) - .013(Rate) + .00000000456(Amount) 

Using these functions, canonical variables can be developed 

for each decision type which incorporate the information 

contained in all three dependent variables. These variables 

are plotted by group in Figures 1, 2, and 3. 

Discussion of the Canonical Variables. Riots of the 

canonical variables illustrate the differences in group 

means, the range of loan decisions, and the frequency of 

various decision types by group. Figure 1, a graph of the 

short-term canonical variable by group, indicates that the 

farm group made different loan decisions than the other 

groups. The graph also illustrates that the soft drinks 

group displayed more consensus in their decisions than the 
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Short-term 

Canonical 

Variable 

1.5 

1.4 

1.3 

1.2 

* * 

1.1 

1.0 

0.9 

0.8 

0.7 

Control Soft Drinks 

**Hean of the canonical variable 

Farm 

Group 

FIGURE 1 

Plot of Short-term Canonical Variable by Group 
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Intermediate-term 

Canonical 

Variable 

0.33 

0.30 

0.27 

0,24 -

0.21 

0.18 

O.'IS 

0.12 

0.09 

0;06 

0.03 

0.00 Group 
Control Soft Drinks Farm 

**Mean of the canonical variable 

FIGURE 2 

Plot of Intermediate-term Canonical Variable 

by Group 
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Long-term 

Canonical 
Variable 

0.18 

0.15 

0.12 

0.09 

0.06 

0.03 

0.00 

-0.03 

-0.06 

-0.09 

-o.n 

Group 

Control Soft Drinks Farm 

•*Mean of the canonical variable 

FIGURE 3 

Plot of Long-term Canonical Variable by Group 
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other groups; the farm group displayed the least consensus. 

Tests for differences in variance will be discussed in the 

next section. 

The short-term canonical variable explains 93 percent 

of the variation between means. A negative correlation of 

.36 exists between the canonical variable and the no loan 

variable. Theoretically, amount should be positively (nega 

tively) correlated with the canonical variable if the corre 

lation between the canonical variable and rate is negative 

(positive). However, a positive correlation of .84 exists 

between the canonical variable and amount while a positive 

correlation of .36 exists between the canonical variable and 

rate. But, the experimental manipulation did not have a 

significant impact on the rate variable; therefore, rate is 

not an important factor in explaining the behavior of the 

short-term canonical variable. 

In Figure 1, canonical variable values of greater than 

1.2 represent favorable loans while lower values represent 

unfavorable loans. Recall that the MANOVA results indicated 

that the farm group made significantly different decisions 

from the other groups while univariate statistics indicated 

that this was a function of the no loan and amount vari 

ables. Therefore, these two variables in essence explain 

the behavior of the canonical variable. 
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Seven of the loan officers made unfavorable short-term 

loan decisions. Three loan officers chose not to grant a 

loan. Two of the no loan decisions were made by the farm 

group and one was made by the control group. These deci 

sions to grant no loan are represented by 1.147 (the no loan 

coefficient). All four decisions to loan less than the 

requested amount were made by the farm group and are repre 

sented by the remaining low values for the canonical vari 

able. These low values are the result of the positive 

amount coefficient being multiplied by a smaller number. 

Figure 1 clearly illustrates that the farm group made more 

unfavorable loan decisions than the other groups. 

A graph of the intermediate-term canonical variable 

plotted by group is presented in Figure 2. Recall that for 

the intermediate-term decision the null of no effect could 

not be rejected. From the graph, the group means do not 

appear to be significantly different. All three groups 

appear to have exhibited similar variance in their deci 

sions. The canonical variable for intermediate-term loan 

will not be discussed since significant differences between 

groups were not found, and only 65 percent of the variance 

was explained by the intermediate-term canonical variable. 

Figure 3, a graph of the long-term canonical variable 

by group, shows that the soft drinks group's decisions were 

different from the other group's decisions. Once again, the 
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soft drinks group appears to have displayed more consensus 

in their loan decisions than the other groups. 

The behavior of the long-term canonical variable will 

now be discussed. Ninety-nine percent of the variance 

between means is explained by this variable. As expected, a 

positive correlation (.74) exists between amount loaned and 

the canonical variable while a negative correlation (-.86) 

exists between rate charged and the variable. A positive 

correlation of .94 exists between the no loan variable and 

the long-term canonical variable. Therefore, the no loan 

variable explains much of the behavior of the canonical 

variable. 

Recall that the MANOVA results indicated that the soft 

drinks group made significantly different decisions for the 

long-term decision, and univariate statistics revealed that 

this was a function of the no loan variable. The farm and 

control groups have several observations loading at .198 

which is the coefficient of the no loan variable. All 

observations represented by values lower than .198 indicate 

that a loan was made; notice that all of the soft drinks 

group's observations are at lower values. The mean for the 

soft drinks group is lower than the other groups indicating 

that they made more favorable loan decisions. 

Summary. In the early stages of the study, several 

commercial bank loan officers were interviewed to obtain 
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their opinions on the usefulness of industry segment cash 

flow data. Those interviewed indicated that they are con 

cerned with which segments of diversified companies are 

sources of cash and which are users of cash. If this infor 

mation were available, more accurate estimates of future 

cash flows could be made based on the industries' perfor 

mance in recent years. Requests for this type of informa 

tion have been made in the past by the loan officers inter 

viewed, but the companies refused to provide the informa 

tion. 

Although the current study could not address the use 

fulness of segment cash flow data (whether decision quality 

was improved), the findings indicate that loan officers did 

use the information. The "bad news" that a high-risk indus 

try was the primary source of cash affected the short-term 

loan decision. Favorable loan decisions based on a strong 

balance sheet were changed to less favorable decisions based 

on this type of industry segment cash flow data. Expecta 

tions of the loan officers changed which indicates that 

segment cash flow data are relevant for short-term loan 

decisions. 

For the long-term loan decision, results indicate that 

the loan officers made conservative estimates of future cash 

flows in the absence of a segment cash flow statement. Loan 

officers made more favorable decisions when supplied with 
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information indicating that a low-risk industry was the 

primary source of cash. Once again, expectations changed 

indicating that segment cash flow data are relevant. These 

results should encourage the voluntary disclosure of segment 

cash flow data which reveal the "good news" that a stable 

industry has been the primary cash source in recent years. 

Tests for Variance Effects 

As previously discussed, empirical research has shown 

that the disclosure of segment data can result in increased 

consensus in the decisions of financial-statement users 

[Ortman, 1975 and Dhaliwal, 1978]. Hypotheses developed in 

Chapter 3 state that subjects in the soft drinks and farm 

groups (those with access to disaggregated cash flow data) 

should display more consensus in their decisions than sub 

jects in the control group (those limited to aggregated cash 

flow data). 

Hypothesis 4: 

_2 2 

SOFT DRINKS CONTROL 

Hypothesis 5; 

2 2 

° FARM ^ ^ CONTROL 
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where a2 = variance of the discriminant function variable. 

Procedures developed by O'Brien [1981] and Brown and 

Forsythe [1974] were used to test for equality of cell vari 

ances. The canonical variables developed from the MANOVA 

discriminant functions were used to represent the three loan 

decisions. Results of the tests are presented in Tables 12 

and 13. One-tailed tests were used for hypothesis 4 since 

all effects were in the hypothesized direction. Since the 

farm group exhibited more variance than the control group 

for all three decisions while less was expected, the null of 

no effect cannot be rejected for hypothesis 5. 

For the short-term and long-term decisions, the null of 

equal variances is rejected for hypothesis 4. The soft 

drinks group exhibited less variance in their decisions than 

the control group did. (For an illustration of the consen 

sus exhibited in the soft drinks group's decisions, refer to 

Figure 1 on page 81 and Figure 3 on page 83.) This is con 

sistent with other studies in accounting. ' Financial-

statement users with access to disaggregated data tend to 

display more consensus in decision making than those limited 

to aggregated data. The null of equal variance could not be 

rejected for the intermediate-term decision using the 

O'Brien procedure. However, Brown and Forsythe's procedure 

indicates that the soft drinks group also displayed more 

consensus in their intermediate-term loan decisions. 
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TABLE 12 

Standard Deviation of the Canonical Variables by Group 

Control Soft Farm 

Drinks 

Short-term Decision .065 .042 .143 

Intermediate-term Decision .093 .074 .110 

Long-term Decision .109 .033 .121 

TABLE 13 

Canonical Variables--Ho: Variances Are Equal 

Control vs Soft Drinks 

F p 

Short-term Decision 

0'Brien 9.96 .0001* 

Brown and Forsythe 2.24 .01* 

Intermediate-term Decision 

O'Brien 1.09 .40 

Brown and Forsythe 1.60 .08* 

Long-term Decision 

O'Brien 100.53 .0001* 

Brown and Forsythe 15.08 .0001* 

*Significant at .10 level 
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Importance of Financial Statement Items 

The data were also analyzed to determine if the term of 

a loan influenced the importance loan officers placed on 

selected financial statement items. In the questionnaire, 

loan officers were asked to indicate on a five-point scale 

the importance they placed on each of the following items 

for each of their three decisions: the balance sheet, the 

income statement, cash flow data, and industry segment data. 

Before reviewing financial statements, a major item 

loan officers consider is the type of loan request [O'Malia, 

1982]. This includes asking how long the money will be 

needed. Short-term loans are primarily repaid through asset 

conversion. An example of asset conversion is the sale of 

inventory for cash. Longer-term loans are repaid mainly by 

cash generated by operations. 

Whether to grant an asset conversion loan is based 

largely on a company's equity to debt ratio [O'Malia, 1982]. 

Therefore, the analysis is balance sheet oriented. In 

responding to the question concerning the importance of the 

balance sheet for each decision type, the loan officers 

should have assigned more importance to the balance sheet 

for the short-term decision than for the intermediate-term 

and long-term decisions. 

Hypothesis 6: The importance assigned to the balance 

sheet for the short-term decision will be greater than 
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the importance assigned to the balance sheet for longer 

term loans. 

Forecasts of future profitability are based primarily 

on income statement and cash flow data. In their question 

naire responses, loan officers should have assigned more 

importance to the income statement and to cash flow data for 

the intermediate-term and long-term loans than for the 

short-term loan. 

Hypothesis 7; The importance assigned to the income 

statement for the intermediate-term and long-term deci 

sions will be greater than the importance assigned to 

the income statement for the short-term loan. 

Hypothesis 8: The importance assigned to cash flow data 

for the intermediate-term and long-term decisions will 

be greater than the importance assigned to cash flow 

data for the short-term loan. 

Table 14 contains the means for each item by term of 

loan (short-term, intermediate-term, andi long-term); 

Table 15 presents the means by group. As expected, the 

means indicate that the importance assigned to the various 

financial statement items depended on the term of the loan. 

The within group effect of term of loan on the significance 

the loan officers assigned to each financial statement item 

was examined. Within-group analyses were used because only 

the control group made their decisions using financial 
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TABLE 14 

Means—Importance of Financial Statement Items 

Short Intermediate Long 
Term Term Term 

Balance Sheet 4.49 4.03 4.06 

Income Statement 3.89 4.26 4.35 

Cash Flow Data 3.78 4.41 4.53 

Segment Data 3.41 3.88 4.26 
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TABLE 15 

Means—Importance of Financial Statement Items By Group 

Balance Sheet 

Control 

Soft Drinks 

Farm 

Income Statement 

Control 

Soft Drinks 

Farm 

Cash Flow 

Control 

Soft Drinks 

Farm 

Segment Data 

Control 

Soft Drinks 

Short 

Term 

4.47 

4.47 

4.53 

3.87 

3.97 

3.85 

3.97 

3.75 

3.63 

3.51 

3.47 

Intermediate Long 
Term Term 

4.10 4.15 

3.97 4.06 

4.00 3.98 

4.30 4.51 

4.25 4.25 

4.22 4.30 

4.58 4.69 

4.26 4.33 

4.40 ' 4.54 

3.98 4.46 

3.83 3.94 

Farm 3.27 3.83 4.34 
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statements prepared according to GAAP. One-tailed tests 

were used for the short-term versus intermediate-term and 

short-term vs long-term tests of all items except industry 

segment data. Since no a priori statements were made con 

cerning segment data, one-tailed tests were not appropriate; 

therefore, two-tailed tests were used. All conclusions are 

based on an alpha level of .10. In Table 16, the results of 

these tests are presented by group. 

Balance sheet information was more important for the 

short-term decisions for each of the three groups. As 

expected, there were no significant differences in the 

importance placed on the balance sheet within any of the 

three groups for the intermediate-term and long-term deci 

sions. 

As hypothesized, the income statement was more impor 

tant for longer-term loans than for short-term loans for all 

three groups. The only significant difference between the 

intermediate-term and long-term decisions was i for the farm 

group. 

For cash flow data, results are primarily as expected. 

For all three groups, significantly more emphasis was placed 

on cash flow information for the intermediate-term and 

long-term decisions than for short-term decisions. Results 

for the farm group also indicate a significant difference 

between the intermediate-term and long-term decisions. 
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TABLE 16 

Tests for Significant Differences in the Importance 
Assigned to Selected Financial Statement Items 

for Short-term, Intermediate-term, and 
Long-term Loan Decisions by Group 

Balance Sheet 

ST vs IT (IT) 

Control 

Soft Drinks 

Farm 

ST vs LT (IT) 

Control 

Soft Drinks 

Farm 

IT vs LT (2T) 

Control 

Soft Drinks 

Farm 

Income Statement 

ST vs IT (IT) 

Control 

Soft Drinks 

Farm 

ST vs LT (IT) 

Control 

Soft Drinks 

Farm 

IT vs LT (2T) 

Control 

Soft Drinks 

Farm 

7.90 

7.39 

7.70 

4.43 

4.55 

7.14 

.29 

.32 

.07 

9.93 

3.17 

2.42 

18.08 

2.75 

8.44 

1.89 

.08 

4.83 

.003* 

.004* 

.003* 

.019* 

.018* 

.005* 

.589 

.574 

.787 

i 

.001* 

.039* 

.062* 

.000* 

.050* 

.002* 

.172 

.775 

.030* 
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TABLE 16 (continued) 

Cash Flow Data 

ST vs IT (IT) 

Control 

Soft Drinks 

Farm 

ST vs LT (IT) 

Control 

Soft Drinks 

Farm 

IT vs LT (2T) 

Control 

Soft Drinks 

Farm 

Segment Data 

ST vs IT (2T) 

Control 

Soft Drinks 

Farm 

ST vs LT (2T) 

Control 

Soft Drinks 
Farm 

IT vs LT (2T) 

Control 

Soft Drinks 

Farm 

11.08 

7.83 

11.94 

17.28 

11.46 

25.18 

.60 

.29 

4.23 

8.68 

7.24 

8.46 

23.32 

10.34 

28.21 

12.80 

1.73 

19.53 

.001* 

.003* 

.001* 

.000* 

.001* 

.000* 

.442 

.593 

.042* 

.004* 

.008* 

.004* 

.000* 

.002* 

.000* 

.001* 

.192 

.000* 

*Signifleant at .10 level 

IT: one-tailed test 

2T: two-tailed test 
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More emphasis was placed on industry segment informa 

tion as the term of the loan increased; all differences were 

significant with one exception. The soft drinks group did 

not place significantly different emphasis on segment data 

for their long-term decisions than they did for their 

intermediate-term decisions. 

Summary. The above results provide empirical evidence 

of arguments frequently stated in the accounting and finance 

literature. Short-term loan decisions are based primarily 

on balance sheet data. More emphasis is placed on the 

income statement and on cash flow information for inter 

mediate-term and long-term loan decisions. The study also 

reveals that industry segment data become more influential 

the lending decision as the term of the loan increases. 

Summary 

In this chapter, the results of detailed analyses of 

the data have been presented. These results indicate that 

commercial bank loan officers perceive industry segment cash 

flow data to be relevant and would use these data in their 

lending decisions if the information were available. Appar 

ently, commercial bank loan officers do not perceive infor 

mation on operating profit, depreciation and amortization 

expense, and capital expenditures to be adequate estimates 

of segment cash flow. A complete segment cash flow 
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statsmsnt contains additional relevant information. 

Table 17 provides a summary of the main findings of the 

study. Chapter 5 will review the main findings of the 

study, present conclusions based on the results, and discuss 

recommendations for future research. 
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TABLE 17 

Summary of Main Results 

Hypothesis 1 Segment cash flow data providing the "good 
news" that a stable industry has been the sole source of 
cash should result in more favorable loan decisions; 
therefore, the soft drinks group should have made more 
favorable loan decisions than the control group. 

Results: 

Short-term Null of no effect could not be rejected. 

Intermediate-term Null of no effect could not be 

rejected. 

Long-term The soft drinks group granted more loans 
than the control group. 

Hypothesis 2 Segment cash flow data providing the "bad 
news" that an industry currently in serious trouble has been 
the sole source of cash should result in less favorable loan 

decisions; therefore, the farm group should have made less 
favorable loan decisions than the control group. 

Results: 

Short-term The farm group loaned less money than the 
control group when a loan was granted. 

Intermediate-term Null of no effect could not be 

rejected. 

Long-term Null of no effect could not be rejected. 
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TABLE 17 (continued) 

Hypothesis 3 Loan officers receiving segment cash flow data 
revealing the "good news" that a stable industry has been 
the sole source of cash should have made more favorable loan 
decisions than those receiving segment cash flow data 

"bad news" that an industry in serious trouble 
had been the sole source of cash. Therefore, the soft 
drinks group should have made more favorable loan decisions 
than the farm group. 

Results: 

Short-term The soft drinks group granted more loans 
and loaned more money when a loan was granted. 

Intermediate-term Null of no effect could not be 
rejected. 

Long-term The soft drinks group granted more loans. 

Hypotheses 4 and 5 Prior studies have shown that decision 
makers with access to segment data display more consensus in 
their decisions; therefore, loan officers with access to 

data (the soft drinks and farm groups)
should display more consensus (less variance) in their 
decisions than those without access to the segment data 
(the control group). 

Results: 

The soft drinks group displayed more consensus in 
their lending decisions than the control group did for 
the short-term and long-term decisions. The null of 
equal variance could not be rejected for the 
intermediate-term decision. 

5^1® farm group exhibited less consensus in their 
lending decisions than the control group did for all 
three decisions. Therefore, the null of equal variance 
could not be rejected. 



102 

CHAPTER 5 

CONCLUSIONS AND RECOMMENDATIONS FOR FUTURE RESEARCH 

This chapter discusses the study's conclusions. The 

objective of the study, the methodology used, and the pri 

mary findings are reviewed. Finally, recommendations for 

future studies are presented. 

Main Conclusions 

Based on the study's results, a segment cash flow 

statement contains relevant information for the lending 

decision. For the short-term and long-term loan decisions, 

availability of a segment cash flow statement influenced the 

average decisions made by the loan officers and/or affected 

decision consensus. Based on information obtained during 

interviews with commercial bank loan officers and the 

results of the study, loan officers currently want access to 

segment cash flow data and would include the information in 

their decision models if it were available. 

To meet the needs of this primary user group, account-

ing policy makers need to address the issue of expanding 

financial reporting requirements for diversified companies 

to include a segment cash flow statement. However, more 

research is needed to assist policy makers in addressing 
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this issue. Recommendations for future research are dis 

cussed later in this chapter. First, the study and results 

of the study are reviewed. 

Review of Purpose, Methodology, and Primary Findings 

Purpose and Methodology. The primary objective of the 

study was to determine whether a segment cash flow statement 

would have an impact on the lending decision. To determine 

this, 167 commercial bank loan officers representing 90 of 

the nation's 300 largest commercial banks were randomly 

assigned to three experimental groups and mailed case stud 

ies differing in the type of segment cash flow data supplied 

and an experimental questionnaire. Based on the case study, 

each subject was asked to make three independent loan deci 

sions; these were a short-term loan, an intermediate-term 

loan, and a long-term loan decision. Completed question 

naires were returned by 117 loan officers representing 78 

banks. 

MANOVA was used to determine if the independent vari 

able, the type of segment cash flow data supplied, had an 

effect on the loan decisions. The dependent variables were 

a dummy variable indicating whether or not a loan was 

granted (no loan), the amount loaned, and the interest rate 

charged. 
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There were three levels of the independent variable. 

Subjects assigned to the control group received only the 

segment cash flow disclosures currently required by GAAP. 

Members of the tests groups, soft drinks and farm, received 

a complete segment cash flow statement. The soft drinks 

group's segment cash flow statement indicated that a stable 

industry had been the cash source for the past three years 

while the farm group's statement indicated that an industry 

in serious trouble had been the source of cash. 

Hypotheses were developed to test for significant dif 

ferences in means between the three groups. According to 

these hypotheses, the soft drinks group would make more 

favorable loan decisions than the control group, the farm 

group would make less favorable loan decisions than the 

control group, and the soft drinks group would make more 

favorable loan decisions than the farm group. 

Statistical analyses were also conducted to test for 

variance effects. Hypotheses stated that the test groups 

would display more consensus (less variance) in their deci 

sions than the control group. The results of these tests 

and of the MANOVAs are now discussed. 

Primary Findings. Analysis of the data revealed that 

segment cash flow information did affect the loan decisions 

of commercial bank loan officers. Decision consensus was 

also influenced by the type of segment cash flow data avail 

able. 
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For the short-term lending decision, loan officers who 

received a segment cash flow statement revealing that an 

industry in serious trouble, farm machinery and equipment, 

had been the sole source of cash made less favorable loan 

decisions than the control group which did not receive a 

segment cash flow statement. The farm group loaned less 

money than the control group when a loan was granted. 

The farm group's short-term loan decisions were also 

less favorable than those made by the group which received a 

segment cash flow statement indicating that a stable indus 

try, soft drinks, was the sole source of cash. The farm 

group granted less loans and loaned less money than the soft 

drinks group when a loan was granted. 

When the decision was an intermediate-term loan, the 

null of no effect could not be rejected. There is no strong 

evidence that the three groups made significantly different 

decisions based on the type of segment cash flow data. 

For the long-term loan decision, subjects receiving a 

segment cash flow statement containing the information that 

the soft drinks industry was the sole source of cash made 

more favorable loan decisions than those in the control 

group. The soft drinks group granted more loans than the 

control group. 

The soft drinks group also made more favorable long-

term loan decisions than the farm group. Once again, the 

soft drinks group granted more loans. 
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Availability of segment cash flow data also affected 

decision consensus. For the short-term and long-term deci 

sions, the soft drinks group displayed more consensus (less 

variance) in their decisions than the control group. The 

farm group exhibited less consensus (more variance) than the 

control group for all three decisions; therefore, the null 

of no effect could not be rejected. 

Recommendations for Future Research 

Studies need to be conducted where user groups other 

than commercial bank loan officers serve as the subjects. 

Financial reporting is to provide general purpose financial 

statements which address the needs of several user groups. 

Before reporting requirements are expanded, empirical 

research is needed which addresses the usefulness of a seg 

ment cash flow statement for as many user groups as possi 

ble. Other studies should address the needs of financial 

analysts, governmental agencies, stockholders, and other 

user groups. 

The utility of segment cash flow data also needs to be 

addressed. Results of this study indicate that commercial 

bank loan officers used the information contained in a seg 

ment cash flow statement when one was available. However, 

no conclusions can be made concerning whether or not deci 

sion quality was improved. Studies examining whether 
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segment cash flow data improve the accuracy of predictions 

made by financial statement users are needed. For example, 

studies could address whether or not access to a segment 

cash flow statement improves earnings predictions or bank 

ruptcy predictions. 

Before studies addressing the utility of segment cash 

flow data can be conducted, access to this data for real 

companies must be obtained. If researchers cannot find 

companies who will voluntarily supply these data, this type 

of research cannot be conducted unless disclosure is 

required by GAAP. 

Research is also needed to determine if disclosure of a 

segment cash flow statement would be practical. A survey of 

high level financial managers of diversified companies could 

help determine whether or not they currently prepare segment 

cash flow statements. If they do not, information could be 

obtained concerning the difficulty involved in preparing a 

segment cash flow statement and the costs involved. 

The results of the present study when combined with the 

results of studies like those discussed in this section 

should provide the EASE with the evidence necessary to 

determine whether segment reporting should be expanded to 

include a cash flow statement. Based on the results of this 

study, a segment cash flow statement is perceived by commer 

cial bank loan officers to contain information useful in 

making short-term and long-term loan decisions. 



BIBLIOGRAPHY 



109 

BIBLIOGRAPHY 

Abdel-khalik, A. Rashad. "The Effect of Aggregating 
Accounting Reports on the Quality of the Lending 
Decision." Journal of Accounting Research, Selected 
Studies 1973, pp. 104-137. 

Tdodel-khalik. A. Rashad. "The Entropy Law, Accounting Data, 
and Relevance to Decision Making." Accounting Review, 
April 1974, pp. 271-283. 

Abdel-khalik, A. R. and K. M. El-Sheshai. "Information 
Choice and Utilization in an Experiment on Default 
Prediction." Journal of Accounting Research, Autumn 
1980, pp. 325-342. 

Accounting Principles Board Opinion No. 19. "Reporting 
Changes in Financial Position," 1971. 

Ajinka, Bipin. "An Empirical Evaluation of Line-of-Business 
Reporting." Journal of Accounting Research, Autumn 
1980, pp. 343-361. 

Ajinka, Bipin. "Line of Business Reporting and Market Risk 
Assessment: A Methodological Caveat." Proceedings of 
the Southeast Regional Meeting, American Accounting 
Association, (May 1981), pp. 111-116. 

American Accounting Association Committee on Financial 
Accounting Standards. "Segment Reporting." Accounting 
Review, 1976 Supplement, pp. 220-226. 

Baldwin, Bruce. "Segment Earnings Disclosure and the 
Ability of Security Analysts to Forecast Earnings Per 
Share." Accounting Review, July 1984, pp. 376-389. 

Barefield, Russell and Eugene Comiskey. "Segmental 
Financial Disclosure by Diversified Firms and Security 
Prices: A Comment." Accounting Review, October 1975, 
pp. 818-821. 

Benjamin, James J. and Keith G. Stanga. "Differences in 
Disclosure Needs of Major Users of Financial State 
ments." Accounting and Business Research, Summer 1977, 
pp. 187-192. 



110 

Bernhardt, Irwin and Ronald Copeland. "Some Problems in 
Applying an Information Theory Approach to Accounting 
Aggregation." Journal of Accounting Research. Spring 
1970, pp. 95-98. 

Brown, M. B. and E. B. Forsythe. "Robust Tests for Equality 
of Variances." Journal of the American Statistical 

Association, 1974, vol. 69, pp. 364-367. 

Brown, M. B. and E. B. Forsythe. "The ANOVA and Mulitple 
Comparisions for Data with Hetrogeneous Variances." 
Biometrics, 1974, vol. 30, pp. 719-724. 

Campbell, Donald T. and Julian C. Stanley. Experimental and 
Quasi-Experimental Designs for Research. Boston: 
Houghton Mifflin Company, 1963. 

Campbell, Jane E. "An Application of Protocol Analysis to 
the 'Little GAAP' Controversy." Accounting Organiza 
tions and Society, 1984, pp. 329-342. 

Casey, Cornelius. "Variation in Accounting Information 
Load: The Effect on Loan Officers' Predictions of 
Bankruptcy." Accounting Review, Jan. 1980, pp. 36-49. 

Collins, Daniel. "SEC Product-Line Reporting and Market 
Efficiency." Journal of Financial Economics, June 
1975, pp. 125-164. 

Collins, Daniel. "SEC Line-of-Business Reporting and 
Earnings Forecasts." Journal of Business Research, May 
1976, pp. 117-130. 

Collins, Daniel. "Predicting Earnings with Sub-Entity Data: 
Some Further Evidence." Journal of Accounting 
Research, Spring 1976, pp. 163-177. 

Collins, Daniel and R. Simonds. "SEC Line-of-Business 
Disclosure and Market Risk Adjustments." Journal of 
Accounting Research, Autumn 1979, pp. 352-383. 

Dhaliwal, D. "The Impact of Disclosure Regulations on the 
Cost of Capital." Economic Consequences of Financial 
Accounting Standards. Stamford, Connecticut: FASB, 
1978, pp. 71-100. 

Financial Accounting Standards Board. Analysis of Issues 
Relating to Financial Reporting for Segments of a 
Business Enterprise. Stamford, Connecticut: FASB, 
1980. 



Ill 

Financial Accounting Standards Board. Proposed Statement of 
Financial Accounting Standards, "Statement of Cash 
Flows." Stamford, Connecticut: FASB, July 1986. 

Financial Accounting Standards Board. Reporting Funds Flows, 
Liquidity, and Financial Flexibility. Stamford, 
Connecticut: FASB, 1980. 

Financial Accounting Standards Board. Statement of Financial 
Accounting Concepts No. 1, "Objectives of Financial 
Reporting by Business Enterprises." Stamford, 
Connecticut: FASB, Nov. 1978. 

Financial Accounting Standards Board. Statement of Financial 
Accounting Concepts No. 2, "Qualitative Characteristics 
of Accounting Information." Stamford, Connecticut: 
FASB, May 1980. 

Financial Accounting Standards Board. Statement of Financial 
Accounting Concepts No. 5, "Recognition and Measurement 
in Financial Statements of Business Enterprises." 
Stamford, Connecticut: FASB, Dec. 1984. 

Financial Accounting Standards Board. Statement of Finan 
cial Accounting Standards No. 14, "Financial Reporting 
for Segments of a Business Enterprise." Stamford, 
Connecticut: FASB, Dec. 1976. 

Hendriksen, Eldon S. Accounting Theory. Homewood, 
Illinois: Richard D. Irwin, Inc., 1977. 

Hilton, Ronald W. "Integrating Normative and Descriptive 
Theories of Information Processing." Journal of 
Accounting Research, Autumn 1980, pp. 477-505. 

Horwitz, Bertrand and Richard Kolodny. "Line of Business 
Reporting and Security Prices: An Analysis of an SEC 
Disclosure Rule." Bell Journal of Economics, Spring 
1977, pp. 234-249. 

Houget, George. "Techniques of Term Loan Analysis." 
Journal of Commercial Bank Lending, March 1975, 
pp. 30-36. 

Johnson, Douglas A. and Kurt Pany. "Forecasts, Auditor 
Review, and Bank Loan Decisions." Journal of 
Accounting Research, Autumn 1984, pp. 731-743. 



112 

Kinney, William R. "Predicting Earnings: Entity Versus 
Subentity Data." Journal of Accounting Research, 
Spring 1971, pp. 127-136. 

Kinney, William R. "Covariability of Segment Earnings and 
Multisegment Company Returns." Accounting Review. 
April 1972, pp. 339-345. 

Kochanek, Richard Frank. "Segmental Financial Disclosure by 
Diversified Firms and Security Prices." Accounting 
Review, April 1974, pp. 245-258. 

Kostolansky, John and Gary Porter. "The Lender's Dilemma: 
Disappearing Parent-Only Statements." Journal of 
Commercial Bank Lending. June 1985, pp. 22-32. 

Lev, Baruch. "The Aggregation Problem in Financial State 
ments: An Information Approach." Journal of Account 
ing Research. Autumn 1968, pp. 247-261. 

Lurie, Adolph. Business Segments. New York: McGraw Hill 
Book Company, 1979. 

Masky, Mostafa. "The Use of Inflation-Adjusted Accounting 
Data by US Banks." Accounting and Business Research. 
Winter 1984, pp. 37-43. 

Mohr, Rosanne. An Examination of the Association Between 
Market-Based Estimates of Beta and Alternative Esti 
mates of Beta Which Incorporate Segmental Data. PhD 
Dissertation, University of Wisconsin, 1981. 

Mohr, Rosanne. "The Segmental Reporting Issue: A Review of 
Empirical Research." Journal of Accounting Literature, 
Spring 1983, pp. 39-71. 

Moody's Bank and Finance Manual, edited by Robert P. Hanson. 
New York: Moody's, 1986 edition, vol. 1. 

O'Brien, Ralph G. "A Simple Test for Variance Effects in 
Experimental Design." Psychological Bulletin. 1981. 
pp. 570-574. 

Olson, C. L. "On Choosing a Test Statistic in Multivariate 
Analysis of Variance." Psychological Bulletin, 1976, 
pp. 579-586. 

O'Malia, Thomas J. Banker's Guide to Financial Statements. 
Boston: Bankers Publishing Company, 1982. 



113 

Ortman, Richard F. "The Effects on Investment Analysis of 
Alternative Reporting Procedures for Diversified 
Firms." Accounting Review, April 1975, pp. 298-304. 

Otley, David and Francisco Dias. "Accounting Aggregation 
and Decision-Making Performance: An Experimental 
Investigation." Journal of Accounting Research, 1982, 
pp. 171-188. 

Polk's World Directory of Bankers. Nashville, TN: R Polk & 
Co. Publishers, Spring 1986. 

The Rand McNally International Banker's Directory. Chicago, 
Illinois: Rand McNally & Company, 1985 edition, vols. 
1 and 2. 

Rappaport, Alfred and Eugene Lerner. A Framework for Finan 
cial Reporting by Diversified Companies. New York: 
National Association of Accountants, 1969. 

Robert Morris Associates, Robert Morris Associates Statement 
Studies. Philadelphia, PA: RMA, 1984. 

Ronen, Joshua. "Some Effects of Sequential Aggregation in 
Accounting on Decision Making." Journal of Accounting 
Research, Autumn 1971, pp. 305-332. 

Rubinstein, Mark E. "A Mean-Variance Synthesis of Corporate 
Financial Theory." Journal of Finance, March 1973, 
pp. 167-181. 

Seber, George A. F. Multivariate Observations. New York: 
John Wiley and Sons, 1985. 

Seed, Allen H. "The Funds Statement: How Can It Be 
Improved?" Financial Executive. Oct. 1984, pp. 52-55. 

Shannon, C. E. and W. Weaver. The Mathematical Theory of 
Communication. Urbana, Illinois: The University of 
Illinois Press, 1949. 

Silhan, Peter. "Simulated Mergers Of Existent Autonomous 
Firms: A New Approach to Segmentation Research." 
Journal of Accounting Research, Spring 1982, pp. 255-
262. 

Smith, M. The Effects of Variation in Accounting Segment 
Reporting Levels on the Earnings Projections of Finan 
cial Analysts. PhD Dissertation, Ohio State Univer 
sity, 1979. 



114 

Solomons, David. "Accounting Problems and Some Proposed 
Solutions." Public Reporting by Conglomerates. 
Englewood Cliffs, New Jersey; Prentice-Hall, Inc., 
1968, pp. 98-109. 

Sorter, George H. "Events Approach to Basic Accounting 
Theory." Accounting Review. Jan. 1969, pp. 12-19. 

Stallman, J. "Toward Experimental Criteria for Judging 
Disclosure Improvement," in Empirical Research in 
Accounting: Selected Studies. 1969 Supplement to the 
Journal of Accounting Research, pp. 29-43. 

Stanga, Keith G. and Mikel G. Tiller. "Needs of Loan 
Officers for Accounting Information from Large Versus 
Small Companies." Accounting and Business Research. 
Winter 1983, pp. 63-70. 

Theil, Henri. "On the Uses of Information Theory Concepts 
in the Analysis of Financial Statements." Management 
Science, May 1969, pp. 459-469. 

Tiessen, Peter. An Investigation of Some Effects of Data 
Aggregation and Cognitive Style on Decision-Making 
Performance. PhD Dissertation, University of 
Minnesota, 1976. 

Troy, Leo. Almanac of Business and Industrial Ratios. 
Englewood, NY: Prentice Hall, 1984. 

Twombly, J. "An Empirical Analysis of the Information Con 
tent of Segment Data in Annual Reports from an FTC 
Perspective." Disclosure Criteria and Segment Report 
ing, edited by R. Barefield and G. Holstrum. 
Gainsville, FL: University Press of Florida, 1979, 
pp. 56-96. 

White, Clinton. The Effect of Aggregation of Data on 
Managerial Decision-Making. DBA Dissertation, Indiana 
University, 1980. 



APPENDIXES 



116 

APPENDIX A 

April 29, 1986 

Dear Mr. Xxxxxx: 

Should financial reporting for diversified companies be modified to 
more meaningfully reflect underlying economic activities in different 
industries? Because more companies are becoming diversified, the 
needs of commercial bank loan officers in this area should be 

determined. 

As part of my doctoral dissertation at the University of Tennessee, I 
plan to examine the effects of various types of accounting information 
on loan officers' evaluations of the credit worthiness of diversified 

corporations. Based on a review of the banking literature and 
interviews with commercial bank loan officers, I am confident that my 
study will reveal specific ways in which reporting for diversified 
companies can better address the needs of loan officers. Your 

cooperation is essential to the success of this research project. 

Enclosed is a response form that I ask you to return to me indicating 
whether or not your bank will participate in the study. If your 
response is yes, as I hope it will be, please supply the name(s) of 

one or more commercial bank loan officer(s) who are experienced in 

financial statement analysis and have the authority to make loans, or 
participate in the decision to make loans, in the five to ten million 

dollar range. If you wish to participate in the study, include your 
name on the list. All names you supply will be held in strict 
confidence and will only be used by me. 

I will mail a questionnaire to the loan officer(s) you recommend. The 
questionnaire has been pretested and requires about 20 minutes to 
complete. All questionnaire responses will be held in strict 

confidence and will be used only to develop statistical tables. 

If you wish, I will be happy to send you a summary of the results of 

the study. Space has been provided on the response form for you to 
request such a summary. 

When you complete the response form, please return it to me in the 
enclosed self-addressed, postage-paid envelope. The number on the 
response form is for follow-up purposes only. 

Your cooperation is vital to the success of this project and will be 
greatly appreciated. 

Sincerely, 

Donna Street 

Ph.D. Student 
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RESPONSE FORM 

Please complete this form as described in the letter from Donna Street 
dated July 5, 1986. 

My bank will participate in the study. Yes No 

Send a questionnaire to the following person or persons: 

Name Name 

Address Address 

Phone Phone 

Name Name 

Address Address 

Phone Phone 

Do you wish to have a copy of the results 

of the study mailed to you? Yes No 

Thank you very much. 
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May 30, 1986 

Dear Mr. Xxxxx: 

Should financial reporting for diversified companies be modified to 
more meaningfully reflect underlying economic activities in different 
industries? I am writing, as 1 did on April 29, 1986, to again 
request your bank's participation in a study to answer this important 
question. Because more companies are becoming diversified, the needs 
of commercial bank loan officers in this area should be determined. 

As part of my doctoral dissertation at the University of Tennessee, 1 
plan to examine the effects of various types of accounting information 
on loan officers' evaluations of the credit worthiness of diversified 

corporations. Based on a review of the banking literature and 
interviews with commercial bank loan officers, I am confident that my 
study will reveal specific ways in which reporting for diversified 
companies can better address the needs of loan officers. Your 

cooperation is essential to the success of this research project. 

Enclosed is a response form that I ask you to return to me indicating 
whether or not your bank will participate in the study. If your 
response is yes, as I hope it will be, please supply the name(s) of 
one or more commercial bank loan officer(s) who are experienced in 
financial statement analysis and have the authority to make loans, or 
participate in the decision to make loans, in the five to ten million 
dollar range. If you wish to participate in the study, include your 
name on the list. All names you supply will be held in strict 
confidence and will only be used by me. 

I will mail a questionnaire to the loan officer(s) you recommend. The 
questionnaire has been pretested and requires about 20 minutes to 

complete. All questionnaire responses will be held in strict 
confidence and will be used only to develop statistical tables. 

If you wish, I will be happy to send you a summary of the results of 
the study. Space has been provided on the response form for you to 
request such a summary. 

When you complete the response form, please return it to me in the 
enclosed self-addressed, postage-paid envelope. The number on the 
response form is for follow-up purposes only. 

Your cooperation is vital to the success of this project and will be 
greatly appreciated. 

Sincerely, 

Donna Street 

Ph.D. Student 
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May 20, 1986 

Dear Mr. xxxxxxx: 

Should financial reporting for diversified companies be modified to 
more meaningfully reflect underlying economic activities in different 
industries? Because more companies are becoming diversified, the 
needs of commercial bank loan officers in this area should be 

determined. 

As part of my doctoral dissertation at the University of Tennessee, I 
plan to examine the effects of various types of accounting information 
on loan officers' evaluations of the credit worthiness of diversified 

corporations. Based on a review of the banking literature and 
interviews with commercial bank loan officers, I am confident that my 
study will reveal specific ways in which reporting for diversified 
companies can better address the needs of loan officers. Xxxxxx 
Xxxxxxx has indicated an interest in your bank's participation in this 
project and recommended you as the appropriate person to represent 
Xxxxx Bank. Your cooperation is essential to the success of this 

research project. 

Please read the enclosed case. Then complete the questionnaire on 
page five and return it to me in the self-addressed, postage-paid 
envelope. Alternatively, you may telephone me with your response 
Monday through Friday at (615)xxx-xxxx between 11am and 8pm (ET). The 
questionnaire has been pretested and requires around ̂ 0. minutes to 
complete. 

The number on the questionnaire is for follow up purposes only. Your 
individual responses will be held in strict confidence and will be 
used only to develop statistical tables. 

If you wish, I will be happy to mail you a summary of the results. 
Space has been provided at the end of the questionnaire for you to 
request such a summary. 

Your cooperation is vital to the success of this project and will be 
greatly appreciated. 

Sincerely, 

Donna Street 

Ph.D. Student 
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August 15, 1986 

Dear Mr. Xxxxxxxx: 

Should financial reporting for diversified companies be modified to 
more meaningfully reflect underlying economic activities in different 
industries? I am writing, as I did on July 22, 1986, to again request 
your participation in a study to answer this important question. 
Because more companies are becoming diversified, the needs of 
commercial bank loan officers in this area should be determined. If 

you have already responded, please ignore this request. 

As part of my doctoral dissertation at the University of Tennessee, I 
plan to examine the effects of various types of accounting information 
on loan officers' evaluations of the credit worthiness of diversified 

corporations. Based on a review of the banking literature and 
interviews with commercial bank loan officers, I am confident that my 
study will reveal specific ways in which reporting for diversified 
companies can better address the needs of loan officers. Xxxxx 
Xxxxxxx has indicated an interest in your bank's participation in this 
project and recommended you as the appropriate person to represent 
Xxxxxxx Bank. Your cooperation is essential to the success of this 
research project. 

Please read the enclosed case. Then complete the questionnaire on 

page five and return it to me in the enclosed self-addressed, 
postage-paid envelope. The questionnaire has been pretested and 
requires around 20 minutes to complete. 

The number on the questionnaire is for follow up purposes only. Your 
individual responses will be held in strict confidence and will be 
used only to develop statistical tables. 

If you wish, I will be happy to mail you a summary of the results. 
Space has been provided at the end of the questionnaire for you to 
request such a summary. 

Your cooperation is vital to the success of this project and will be 
greatly appreciated. 

Sincerely, 

Donna Street 

Ph.D. Student 
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July 21, 1986 

Dear Ms. Xxxxx: 

Thank you for agreeing to participate in my research project 
concerning ways in which reporting for diversified companies can be 
modified to better address the needs of commercial bank loan officers. 
I have enclosed a copy of the questionnaire for you and mailed one to 
each of the other loan officers that you recommended at NBC Bank. 

Please read the enclosed case. Then complete the questionnaire on 
page five and return it to me in the self-addressed, postage-paid 
envelope. Alternatively, you may telephone me with your response 
Monday through Friday at (615)xxx-xxxx between 11am and 8pm (ET). The 
questionnaire has been pretested and requires around 2^ minutes to 
complete. 

The number on the questionnaire is for follow up purposes only. Your 
individual responses will be held in strict confidence and will be 
used only to develop statistical tables. 

If you wish, I will be happy to mail you a summary of the results. 
Space has been provided at the end of the questionnaire for you to 
request such a summary. 

Your cooperation is vital to the success of this project and will be 
greatly appreciated. 

Sincerely, 

Donna Street 

Ph.D. Student 
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Page 1 

INTRODUCTION 

Madison, Inc. has applied to your bank for a commniercial loan. 

Based on the following financial information and brief discription 
of Madison's operations and management, you are asked on page five 
to make preliminary recommendations concerning the amount of 
credit, that in your opinion, your bank would most likely be 

willing to extend to Madison and the interest rate to be charged 
under the specified terms. 

Company and management description: 

Madison operates in two industry segments: 1) farm machinery 
and equipment and 2) soft drinks. In 1969, Madison began to 
manufacture farm machinery and equipment. Currently, the farm 
machinery and equipment segment produces and markets farm machinery 
and equipment, including equipment and wheel tractors. 

In 1977, Madison purchased a manufacturer of soft drinks. The 

segment produces bottled and canned soft drinks, including cola, 
diet cola, grape soda, and orange soda. The segment markets its 
products through food brokers. 

Current management has been with Madison since it was 
incorporated in 1969 with the exception of members added in 1977 to 
oversee the soft drink division. All members of top management 
were recruited from companies in the farm machinery and equipment 
or soft drink industries. Management is highly respected in the 
business community. 

Assume the following: 

1. There are no legal restrictions on Madison which would prevent 
it from borrowing from your bank. 

2. A compensating balance of 10% of the loan is to remain on 
deposit at your institution. 

3. Madison is a new customer that could eventually establish a 
long term relationship with your bank. 

4. The following statements have been audited by a reputable 
accounting firm and received an unqualified opinion. 

Note: For your convenience, financial ratios have been computed 
and follow the financial statements on page 3. 

Please continue on page 2 
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Page 2 

Madison Inc. 

Income Statement 

For the Years Ended March 3l 
(In thousands except for per share data) 

1986 1985 1984 

Sales $85,250 $83,850 $85,130 

Cost of Goods Sold 57.012 54,986 56,203 

Gross Profit 28,238 28,864 28,927 

Operating Expenses 21,895 21,935 21,599 

Operating Income 6,343 6,929 7,328 

Interest Expense 3,693 4,304 4,501 

Income Before Taxes 2,650 2,625 2,827 

Income Taxes 725 699 707 

Net Income $ 1,925 $ 1,926 $ 2,120 

Earnings per share $.77 $.77 $.85 

Madison Inc. 

Balance Sheet 

March 31 

(in thousands) 

1986 1985 1984 

Cash $ 4,558 $ 4,498 $ 4,428 

Accounts and Notes Receivable 

(Net of Allowance for Doubtful 

Accounts: 160 in 1986, 158 
in 1985, and 157 in 1984) 10,160 10,120 10,118 

Inventories, at cost-LIFO (Last 

In First Out) basis. 14,515 14,400 14,375 

Other Current Assets 684 654 645 

Total Current Assets 29,917 29,672 29,566 

Property, Plant, and Equipment 25,077 23,776 22,583 

Intangible Assets 2,117 2,088 2,037 

Other Noncurrent Assets 4,538 4,485 4,327 

Total Assets $61,649 $60,021. $58,513 

Notes Payable $ 4,518 $ 4,511 $ 4,510 
Current Maturities on 

Long Term Debt 1,930 1,915 1,910 

Accounts Payable (Trade) 5,977 5,975 5,973 

Accrued Expenses 3,562 3,552 3,550 

Other Current Liabilities 2,598 2,588 2,590 

Total Current Liabilities 18,585 18,541 18,533 

Long Term Debt 10,408 10,619 10,924 

Other Noncurrent Liabilities 2,271 2,249 2,220 

Total Stockholder's Equity 30,385 28,612 26,836 

Total Liabilities and 

Stockholder's Equity $61,649 $60,021 $58,513 

Stockholder's Equity 

(in thousands) 

1986 1985 1984 

Paid in Capital 18,000 18,000 18,000 

Retained Earnings 12,385 10,612 8,836 

30,385 28,612 26,836Total Stockholder's Equity 

Please continue on page 3 
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Page 3 

Madison Inc. 

Statement of Changes in Financial Position 
For the Years Ended March 31 

(in thousands) 

Sources of Cash 1986 1985 1984 

Operations 

Net income $1,925 $1,926 $2,120 

Accrual to cash adjustments 
Depreciation and amortization 2,656 2,719 2,468 

Deferred income taxes 22 29 90 

Change in noncash working 
capital accounts (141) (28) (40) 

Cash provided by operations 4,462 4,646 4,638 

Uses of Cash 

Acquisition of plant assets 3,901 3,893 3,860 

Purchase of patents and other 
intangible assets 85 70 310 

Increase in noncurrent receivables 53 158 105 

Payment of cash dividends 152 150 148 

Payment of long term debt 211 305 150 

Total uses of cash 4,402 4,576 4,573 

$65Increase in cash $60 $70 

SELECTED FINANCIAL RATIOS 

19841986 1985 

Current Ratio 1.61 1.60 1.59 

Quick Ratio .83 .82 .82 

Cost of Sales/Inventory 3.93 3.82 3.91 

Sales/Working Capital 7.52 7.53 7.71 

Fixed Assets/Net Worth .82 .83 .84 

Total Liabilities/Net Worth 1.03 1.10 1.18 

Current Liabilities/Net Worth .61 .65 .69 

Sales/Total Assets 1.38 1.40 1.45 

Please continue on page 4 
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Page 4 

Industry Segment Information 
(in thousands) 

Sales- 1986 1985 1984 

Soft Drinks- $50,000 $45,349 $40,863 
Farm Machinery and Equipment- $35,250 $38,501 $44,267 

Operating profit-
Soft Drinks- $3,421 $3,420 $3,489 
Farm Machinery and Equipment- $2,303 $2,970 $3,290 

Capital expenditures-

Soft Drinks- $2,100 $2,001 $1,975 
Farm Machinery and Equipment- $1,801 $1,892 $1,885 

Depreciation and amortization-

Soft Drinks- $1,450 $1,421 $1,267 
Farm Machinery and Equipment- $1,206 $1,298 $1,201 

Identifiable assets-

Soft Drinks- $23,111 $22,228 $21,227 
Farm Machinery and Equipment- $33,538 $32,875 $32,136 

Please continue on page 5 
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Paft« 5 

on th« prM«dlnt InfonMtiont plMtc rMpoo4 to tb« followtnf indopondont 
qiHOtlOM* 

PocloloD I« If Modloon !• opplyini for o $1,000,000 •ls-«oath loan, how auch 
would you bo wllIiDg to loon, and how aueh abova tha approprlato priao rata 
would you eharfat Tha purpoaa of tha loan la to flnanea tha aaaaonal purchaaa 
of aufor and ayrup for tha aoft drinka divlalon. 

hotai Tou aay loan laaa than tha raquaatad aaount. 

I would loan tha following aaounti t . 

I would charga tha approprlata prlaa rota plua % • 

Pacialoa 2» If Hadlaon ia applying for a 13,000,000 loan on a thraa^yaar 
unaacurad neta, how auch would you ba willing to loan, and how aueh abova tha 
approprlata prlaa rata would you chargat Tha purpoaa of tha loan la to purchaaa 
aqulpoMnt for tha aoft drlnha divlalon* Tha aqulpaant would anabla Hadlaon to 
axpand Ita production of dlat and caffalna-fraa drinka* If tha aqulpaant la 
purchaaad, Madlaon'a total aalaa and total oparatlng profit (l.a. Incoaa bafora 
Intaraat and Incoaa taxaa) ara axpactad to Incraaaa approxlnataly ISZ. 

Hotai Tou nay loan laaa than tha raquastad aaount* 

1 would loan tha following aoounti I 

I would cbarga tha approprlata prlna rata plua , 

Paclalon 3* If Hadlaon la applying for an $8,000,000 aavan^yadr tarn loan, how 
■ueh would you ba willing to loan, and how auch abova tha approprlata prlaa rata 
would you chargat Tha purpoaa of tha loan la to financa axpanalon of tha aoft 
drinka dlvlalon'a plant faellltlaa. Tha additional capacity would ba uaad to 
Incraaaa tha production of aoft drinka, aapaclally tha Incraaalngly popular dlat 
and caffalna-fraa producta. If tha additional capacity la acquired, Hadlaon'a 
total aalaa and total oparatlng profit (l*a. Ineoua bafora Intaraat and Incoua 
taxaa) ara axpactad to Incraaaa approxluataly 30X* 

Hotat Tou aay loan laaa than tha raqueatad i 

I would loan tha following aaounti $ 

I would charge tha approprlata prlaa rata plua ^ 

PAIT 2 

Plaaaa Indicate on a five point acala ,wlth 1 Indicating tha itaa waa not 
l^ortant and 5 Indicating tha Itaa waa axtraaaly laportant, tha l^ortanca of 
tha following Itaaa In aaklng each of your three Independent daclalona* Notai 
you ahould circle a raaponaa on each of tha thraa flva^polnt acalaa that appaar 
baalda aach of tha five typaa of Inforaatlon balow. 

DtClSIOM 1 PECISIOM 2 DECISION 3 

•alaaca abaat Inforaatlon 12345 12345 12345 

Incoaa atataaant Inforaatlon 12345 12345 12345 
i 

Caah flow inforaatlon 12345 12345 12345 

Induatry aagaant Inforaatlon 12345 12345 12345 

PAKT 3 

Plaaaa aupply tha following Inforaatloni 

How aaay yaara of axparlanea do you hava In coaaarclal bankingt 

Approxiaataly bow aaoy accounting couraaa hava you taken at tha 
collage or unlvaralty level? 

What ia tha hlghaat level degree you hava aamad? 

Vhat la your age? 

Do you wlab to hava a copy of tha raaulta aallad to you? 

Plaaaa ratum your coaplatad quaationnalra la tha aalf-addraaaad, poataga^pald 
aavalopa. 

Thank you vary much* 
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Page 1 

INTRODUCTION 

Madison, Inc. has applied to your bank for a conmunercial loan. 
Based on the following financial information and brief discription 
of Madison's operations and management, you are asked on page five 
to make preliminary recommendations concerning the amount of 
credit, that in your opinion, your bank would most likely be 
willing to extend to Madison and the interest rate to be charged 
under the specified terms. 

Company and management description; 

Madison operates in two industry segments: 1) farm machinery 
and equipment and 2) soft drinks. In 1969, Madison began to 
manufacture farm machinery and equipment. Currently, the farm 
machinery and equipment segment produces and markets farm machinery 
and equipment, including equipment and wheel tractors. 

In 1977, Madison purchased a manufacturer of soft drinks. The 
segment produces bottled and canned soft drinks, including cola, 
diet cola, grape soda, and orange soda. The segment markets its 
products through food brokers. 

Current management has been with Madison since it was 
incorporated in 1969 with the exception of members added in 1977 to 
oversee the soft drink division. All members of top management 
were recruited from companies in the farm machinery and equipment 
or soft drink industries. Management is highly respected in the 
business community. 

Assume the following: 

1. There are no legal restrictions on Madison which would prevent 
it from borrowing from your bank. 

2. A compensating balance of 10/! of the loan is to remain on 
deposit at your institution. 

3. Madison is a new customer that could eventually establish a 
long term relationship with your bank. 

A. The following statements have been audited by a reputable 
accounting firm and received an unqualified opinion. 

Note: For your convenience, financial ratios have been computed 
and follow the financial statements on page 3. 

Please continue on page 2 
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Page 2 
Madison Inc. 

Incone Statement 

For the Years Ended March 31 
(in thousands except fcr per share data) 

1986 1985 1984 

Sales $85,250 $83,850 $85,130 
Cost of Goods Sold 57,012 54,986 56,203 
Gross Profit 28,238 28,864 28,927 
Operating Expenses 21,895 21,935 21,599 
Operating Income 6,343 6,929 7,328 
Interest Expense 3,693 4,304 4,501 
Income Before Taxes 2,650 2,625 2,827 
Income Taxes 725 699 707 

Net Income $ 1,925 $ 1,926 $ 2,120 

Earnings per share $.77 $.77 $.85 

Madison Inc. 

Balance Sheet 

(In thousands) 

1986 1985 1984 

Cash $ 4,558 $ 4,498 $ 4,428 
Accounts and Notes Receivable 

(Net of Allowance for Doubtful 

Accounts: 160 in 1986, 158 
In 1985, and 157 In 1984) 10,160 10,120 10,118 

Inventories, at cost'LIFO (Last 

In First Out) basis. 14,515 14,400 14,375 
Other Current Assets 684 654 645 

Total Current Assets 29,917 29,672 29,566 
Property, Plant, and Equipment 25,077 23,776 22,583 
Intangible Assets 2,117 2,088 2,037 
Other Noncurrent Assets 4,538 4,485 4,327 

Total Assets $61,649 $60,021. $58,513 

Notes Payable $ 4,518 $ 4,511 $ 4,510 
Current Maturities on 

Long Term Debt 1,930 1,915 1,910 
Accounts Payable (Trade) 5,977 5,975 5,973 
Accrued Expenses 3,562 3,552 3,550 

Other Current Liabilities 2,598 2,588 2,590 

Total Current Liabilities 18,585 18,541 18,533 
Long Term Debt 10,408 10,619 10,924 

Other Noncurrent Liabilities 2,271 2,249 2,220 
Total Stockholder's Equity 30,385 28,612 26.836 

Total Liabilities and 

Stockholder's Equity $61,649 $60,021 $58,513 

Stockholder's Equity 

(In thousands) 

1986 1985 1984 

Paid 111 Capital 18,000 18,000 18,000 

Retained Earnings 12.385 10,612 8,836 

Total Stockholder's Equity 30,385 28,612 26,836 

Please continue on page 3 
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Madison Inc. 

Statement of Changes in Financial Position 
For the Years Ended March 31 

(in thousands) 

Sources of Cash 1986 1985 1984 

Operations 

Net income $1,925 $1,926 $2,120 
Accrual to cash adjustments 

Depreciation and amortization 2,656 2,719 2,468 
Deferred income taxes 22 29 90 

Change in noncash working 
capital accounts (141) (28) (40) 

Cash provided by operations 4,462 4,646 4,638 

Uses of Cash 

Acquisition of plant assets 3,901 3,893 3,860 
Purchase of patents and other 

intangible assets 85 70 310 

Increase in noncurrent receivables 53 158 105 

Payment of cash dividends 152 150 148 

Payment of long term debt 211 305 150 

Total uses of cash 4,402 4,576 4,573 

Increase in cash $60 $70 $65 

SELECTED FINANCIAL RATIOS 

1986 1985 1984 

Current Ratio 1.61 1.60 1.59 

Quick Ratio .83 .82 .82! 

Cost of Sales/Inventory 3.93 3.82 3.91 

Sales/Working Capital 7.52 7.53 7.71 

Fixed Assets/Net Worth .82 .83 .84 

Total Liabilities/Net Worth 1.03 1.10 1.18 

Current Liabilities/Net Worth .61 .65 .69 

Sales/Total Assets 1.38 1.40 1.45 

Please continue on page 4 
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INDUSTRY SEGMENT INFORMATION 

(in thousands) 

Sales- 1986 1985 1984 

Soft Drinks- $50,000 $45,349 $40,863 

Farm Machinery and Equipment- $35,250 $38,501 $44,267 

Identifiable assets-

Soft Drinks- $23,111 $22,228 $21,227 

Farm Machinery and Equipment- $33,538 $32,875 $32,136 

Madison Inc. 

Segment Statement of Changes in Financial Position 
For the Years Ended March 31 

(in thousands) 

1986 1985 1984 

Soft Farm Soft Farm Soft Farm 

Drinks Mach Drinks Mach Drinks Mach 

Sources of Cash 

Operations 

Operating profit $3,421 $2,303 $3,420 $2,970 $3,489 $3,290 

Less: interest & taxes 1,527 2,166 1,484 2,820 1,576 2,925 

Contribution to corporate 

expense & net income 1,894 137 1,936 150 1,913 365 

Accrual to cash adjustments 
Depreciation and 
amortization 1,450 1,206 1,421 1,298 1,267 1,201 

Deferred taxes 12 10 19 10 60 30 

Change in noncash working 
capital accounts (8)1 (133) 10 (38) (60) 2^0 

Cash provided by 
operations 3,348 1,220 3,386 1,420 3,180 1,616 

Uses of cash 

Acquisition of plant 
assets 2,100 1,801 2,001 1,892 1,975 1,885 

Purchase of patents and 
other assets 25 60 50 20 150 160 

Increase in noncurrent 

receivables 30 23 30 128 55 50 

Payment of long term debt 45 166 55 250 50 100 

Total uses 

of cash 2,200 2,050 2,136 2,290 2,230 2,195 

(830) 1,250 (870) 950 (579)Segment cash flow 1,148 

Increase in cash before 

corporate expenses $318 $380 $371 

Less: Corporate expenses (106) (160) (158) 

Payment of cash 
dividends (152) (150) (148) 

$65$60 $70Increase in cash 

Please continue on page 5 
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P««t s 

PAKT 1 

BmW «• tiM Ittforaatioa, rMpon^ to tbo follovtoft io4o»—4iit 
^IMOtlOOO. 

Pociolco l« If Ho41«oa !• opplyloi for o 11,000,000 olx-^ootli looa, boo MMb 
«o«14 poo bo vlllloi to loon, oii4 hov MKb obovo tbo opproprloto prloo roto 
oool4 TOO eborgot Tbo purpooo of tbo loan lo to fioooeo tbo oooooool purebooo 
of iugor oaf ormp for tbo oeft frioko 41rlole«. 

Vetoi too 007 looa loot tboa tbo roguootof oaoiat* 

1 ifOttl4 looa tbo following oaouati t * 

X voal4 cborgo tbo opproprloto prlao roto pluo 

Dooioloa 2« If Mo4loco io opplpiag for a 13,000,000 looa oa o tbroo-poar 
UBOOcarSTaoto, boa aucb woul4 poa bo wtlllag to loan, oaf boa aneb obovo tbo 
opproprloto prlao roto woulf pou chargoT Tbo porpooo of tbo looa lo to parcbaoo 
o^ttlpaoat for tbo ooft frlnko flvioloa. Tbo ogtiipaoat woulf onoblo Haflooa to 
owpoai ito profoctloa of flat oaf eoffolao-froo frlnbo. If tbo ognipaoat U 
purcbooof, MaflooaU total ooloo oaf total oporotlag profit (l.o. lacoao boforo 
lacoroot oaf lacoao toaoo) oro ospoetof to laoroaoo opproxlaotolp 15X. 

Wotoi Toa aop looa looa tboa tbo rogoootof aaooat* 

I woalf looa tbo following aaouati > , 

I aoalf obargo tbo opproprloto prlao roto pluo t • 

Pociiloa 3> If Hoflooa lo opplplng for an $1,000,000 oowoa-pofr tora loaa, bow 
Back wouI7 pou bo willing to loan, aaf bow aueb obovo tbo opproprloto prlao roto 
woulf poa ̂ largot Tbo purpooo of tbo loaa lo to flaoaco oipoaoloa of tbo ooft 
frlako flvlalea*o plant focllltlog. Tbo offltloaal eopoeltp woulf bo woof to 
laeroaoo tbo profoctloa of ooft frlnko, oopoelollp tbo laeroaolnglp popular flat 
aaf coffolao-froo profucto. If tbo offltloaal capocltp lo ocgulrof, HaflooaU 
total oaloo aaf total operating profit (l.o. lacoao boforo latoroot oaf lacoao 
taxno) oro oxpoctof to laeroaoo opproxlaotolp 30S. 

Votoi Too nop loaa loot than tbo roguootof t 

I woolf loaa tbo following aaouati $ 

1 woulf obargo tbo opproprloto prlao roto pluo, 

Ploaoo laflcoto oa a flvo point oealo ,wltb I iafleatlag tbo Itoa woo ant 
Iapartoat oaf S Iafleatlag tbo Itoa woo oitroaolp iaportaat, tbo laportaaco of 
tbo following Itoao la aoklng oacb of pour tbroo lafopoafoat focloloao. botot 
pou oboulf circle o roopoaoo oa oacb of tbo tbroo flvo-polat ocoloo tbot oppoor 
boolfo oacb of tbo flvo tppoo of'laforaotloa bolow. 

MCItlOM I DlCIflOII 1 DICUIOM 3 

lalaaco Uoot laforaotloa 12345 12345 12345 

lacoao oUtoaoat laforMtlca 12345 12345 12345 

Caob flow laforaotloa 12345 12345 12345 

lafaotrp oogaoat Inforaotlou 12345 12345 12345 

tm 3 

Ploaoo oupplp tbo followlag laforaotloa! 

low aoap iroaro of wporloaeo fo pou havo la ceoaorclal baakiagt 

Oppratluatolp bow aoap aeeouutlag courooo bovo pou tokoa at tbo 
collogo or ualvoroltp lovolf 

Mat lo tbo blgboot lovol fogroo pou bovo ooraofi 

Vbat lo pour ogot 

Do pea vlob to bovo a copp of tbo rooulto aallof to pout 

Ploooo rotura pour eooplotof guootloonolro la tbo oolf-offroooof, pootago-polf 
onvolopo, 

Tbaak pou vnr aucb. 



134 

QUESTIONNAIRE--FARM MACHINERY AND EQUIPMENT 
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Page 1 

INTRODUCTION 

Madison, Inc. has applied to your bank for a commmercial loan. 
Based on the following financial information and brief discription 
of Madison's operations and management, you are asked on page five 
to make preliminary recommendations concerning the amount of 
credit, that in your opinion, your bank would most likely be 
willing to extend to Madison and the interest rate to be charged 
under the specified terms. 

Company and management description: 

Madison operates in two industry segments: 1) farm machinery 
and equipment and 2) soft drinks. In 1969, Madison began to 
manufacture farm machinery and equipment. Currently, the farm 
machinery and equipment segment produces and markets farm machinery 
and equipment, including equipment and wheel tractors. 

In 1977, Madison purchased a manufacturer of soft drinks. The 
segment produces bottled and canned soft drinks, including cola, 
diet cola, grape soda, and orange soda. The segment markets its 
products through food brokers. 

Current management has been with Madison since it was 
incorporated in 1969 with the exception of members added in 1977 to 
oversee the soft drink division. All members of top management 
were recruited from companies in the farm machinery and equipment 
or soft drink industries. Management is highly respected in the 
business community. 

Assume the following: 

1. There are no legal restrictions on Madison which would prevent 
it from borrowing from your bank. 

2. A compensating balance of 10% of the loan is to remain on 
deposit at your institution. 

i 

3. Madison is a new customer that could eventually establish a 
long term relationship with your bank. 

4. The following statements have been audited by a reputable 
accounting firm and received an unqualified opinion. 

Note: For your convenience, financial ratios have been computed 
and follow the financial statements on page 3. 

Please continue on page 2 
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Page 2 
Madlton Inc. 

Incoaa Statemnt 

For the Tears Ended March 3l 
(In thoueande except for per share data) 

1986 1985 1984 

Sales $85,250 $83,850 $85,130 
Cost of Ooode Sold 57,012 54.986 56,203 
Grose Profit 28,238 28,864 28,927 
Operating Expenses 21,895 21,935 21,599 
Operating Income 6,343 6,929 7,328 
Interest Expense 3,693 4,304 4.501 
Income Before Taxes 2,650 2,625 2,827 
Income Taxes 725 699 707 

Net Income $ 1,925 $ 1,926 $ 2,120 

Earnings per eliare $.77 $.77 $.85 

Madison Inc. 

Balance Sheet 

March 31 

(in thousands) 

1986 1985 1984 

Cash t 4.558 $ 4,498 $ 4,428 
Accounts and Notes Receivable 

(Net of Allowance for Doubtful 

'Accounts! 160 in 1986, 158 
'in 1985, and 157 in 1984) 10,160 10,120 10,118 
Inventories, at coet-LIFO (Last 

In First Out) basis. 14,515 14,400 14,375 
Other Current Assets 684 654 645 

Total Current Assets 29,917 29,672 29,566 
Property, Plant, and Equipment 25,077 23,776 1 22,583 
Intangible Assets 2,117 2,088 2,037 
Other Noncurrent Aseate 4.538 4.485 4.327 

Total Aaeets $61,649 $60,021. $58,513 

Notes Payable $ 4.518 $ 4,511 $ 4.510 
Current Maturities on 

Long Term Debt 1,930 1,915 1,910 
Accounts Payable (Trade) 5,977 5,975 5,973 
Accrued Expenses 3,562 3,552 3,550 
Other Current Liabilities 2.598 2.588 2,590 

Total Current Liabilities 18,585 18,541 18,533 
Long Tern Debt 10,408 10,619 10,924 
Other Noncurrent Liabilities 2,271 2,249 2,220 
Total Stocliholder's Equity 30,385 28.612 26,836 

Total Liabilities and 

Stockholder's Equity $61,649 $60,021 $58,513 

Stockholder's Equity 
(in thousands) 

1986 1985 1984 

Paid in Capital 18,000 18,000 18,000 

Retained Earnings 12,385 10^12 ^36 
Total Stoc)diolder'e Equity 30,385 28,612 26,836 

Pleaee continue on page 3 
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Page 3 

Madison Inc. 

Statement of Changes in Financial Position 
For the Tears Ended March 31 

(in thousands) 

Sources of Cash 1986 1985 1984 

Operations 

Net income $1,925 ' $1,926 $2,120 
Accrual to cash adjustments 

Depreciation and amortization 2,656 2,719 2,468 
Deferred income taxes 22 29 90 

Change in noncash working 
capital accounts (141) (28) (40) 

Cash provided by operations 4,462 4,646 4,638 

Uses of Cash 

Acquisition of plant assets 3,901 3,893 3,860 
Purchase of patents and other 

intangible assets 85 70 310 

Increase in noncurrent receivables 53 158 105 

Payment of cash dividends 152 150 148 

Payment of long term debt 211 305 150 

Total uses of cash 4,402 4,576 4,573 

Increase in cash $60 $70, ; $65 

SELECTED FINANCIAL RATIOS 

1986 1985 1984 

Current Ratio 1.61 1.60 1.59 

Quick Ratio .83 .82 .821 
Cost of Sales/Inventory 3.93 3.82 3.91 

Sales/Working Capital 7.52 7.53 7.71 

Fixed Assets/Net Worth .82 .83 .84 

Total Liabilities/Net Worth 1.03 1.10 1.18 

Current Liabilities/Net Worth .61 .65 .69 

Sales/Total Assets 1.38 1.40 1.45 

' I I 

Please continue on page 4 
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INDUSTRY SEGMENT INFORMATION 

(in thousands) 

Sales- 1986 1985 1984 
Soft Drinks- $50,000 $45,349 $40,863 
Farm Machinery and Equipment- $35,250 $38,501 $44,267 

Identifiable assets-

Soft Drinks- $23,111 $22,228 $21,227 
Farm Machinery and Equlpraent- $33,538 $32,875 $32,136 

Madison Inc. 

Segment Statement of Changes In Financial Position 
For the Years Ended March 31 

(In thousands) 

1986 1985 1984 

Soft Farm Soft Farm Soft Farm 

Drinks Mach Drinks Mach Drinks Mach 
Sources of Cash 

Operations 

Operating profit $3,421 $2,303 $3,420 $2,970 $3,489 $3,290 
Less: Interest & taxes 2,750 943 2,820 1,484 2,925 1,576 
Contribution to corporate 
expense & net Income 671 1,360 600 1,486 564 1,714 

Accrual to cash adjustments 
Depreciation and 

amortization 1,450 1,206 1,421 1,298 1,267 1,201 
Deferred taxes 10 12 10 19 30 60 

Change In noncash working 
capital accounts (133) (8) (38) 10 (60) 20 

Cash provided by 
operations 1,998 2,570 1,993 2,813 1,801 2,995 

Uses of cash 

Acquisition of plant 

assets 2,100 1,801 2,001 1,892 1,975 1,885 
Purchase of patents and 

other assets 60 25 20 50 250 60 
Increase In noncurrent 

receivables 30 23 128 30 50 55 

Payment of long term debt 166 45 250 55 100 50 

Total uses 

of cash 2,356 1,894 2,399 2,027 2,375 2,050 

Segment cash flow (358) 676 (406) 786 (574) 945 

Increase In cash before 

corporate expenses $318 $380 $371 

Less: Corporate expenses (106) (160) (158) 

Payment of cash 

dividends (152) (150) (148) 

Increase In cash $60 $70 $65 

Please continue on page 5 
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ttf I 

tm 1 

ImW « th* yrM*4t*t lufetMtlM, fltui mfoat u tk* UllMrtH tiln»li«t 

kxUto i. It MIsai It tttljlt( ftr tl>000,000 tlt-atalh Itta, ht> attk 
«MlO rt« M vlltlat •• Ittt, mO kM> Mk tktvt ikt itmorlin oria* »<• 
malt r«a tkttoit Tkt »wyMt tl tkt Itta It tt tliaact tkt ttttftl >■rtktf 
•t tagtr taO tma tor tkt tall Oritka Oltltloa, 

■ttti Tta aaf Itaa Ittt ikta tkt ttiattttO i 

I imlO laaa tkt tallaiflat aataatl J 

I ataM tkartt tkt tarraprlatt arlat rata plat, 

ktcltitJ I, II HtOltta It tpplplat'ttr a l),000,000 lata ta a tkrtt ytar
tattrarti aatt, kt* aack aaaU paa kt allllat ta lata, taO kaa aack akaat tkt 
apprapriatt prlat rtta «aal4 paa ckarpat Ikt parpaat at tka lata It ta parckttt
aaalpatat far tka talt Orlaka 4intlaa. Tka t^alpaaat atal4 tatklt Wtlltta ta 
antat Ita praOaetlta af 4ltt ta4 taifalak-lraa 4rlaka. II tka taalpatat la 
parrkiiil, IMItta't uul ttlat ta4 tatal aparatlag prallt ll.a. lariat kaltra 
lattrtat aa4 lacaat taatai art ttptiltl ta latraaaa apprtalattaly lU. 

■atai ' laa aap lata Ittt tkaa tka ttfaaattl i 
1 aaaU laaa tkt lallaala« aaaiaiti ^ 

I atall tkartt tka appraprlatt Klat rata pita, 

Oaclalta 1. II Hallaaa la applylag far aa 11,000,000 atrta ya4r tarn laaa, kaa 
aack atall paa ka alllitt ta laaa, aa4 kaa aaek akart tka apprapilata priaa rata 
aaaU paa ckarptt Tkt parpatt al tka laaa It ta llaaact arpaaalta al tkt aalt 

I 4rltka 4l*ltlaa't plaat (tcllltltt. Tka t44ltltaal capacltp atal4 ka Bta4 ta 
lacraata tka prelactlaa of taft 4rlakt, atpacUllp tkt laertatlatip papaltr 4lat 
aa4 tafCtlaa-fraa pro4octt. If tkt a44ltttaal capaaltp It aatalral, tllita't 
tatal aalaa aa4 taul aparatlat profit (I.a, lataaa kafara lataratt aa4 laataa 
taxaal art aapatta4 ta lacraata appraxlaatalp MX. 

aatai Tta aap laaa laaa tkaa tka rataaatW aatMt. 

I tiali lata tka lalltalao aaaaati 1 

I aaall akaria tka appi apt lata prIaa rata plat 

Utatt laUcata aa a firt palat acala ,altk I lallaatlat tka Itaa aaa aat 
Itptrttat aa4 S laOleatlap tkt Itta ata aitrtatip I apart tat, tka liptrttati al 
tkt fallaalat Itaaa la aakiM aack al paar tkraa laftpttftat 4aclaltat. latal 
paa tkaal4 circle a raapaaaa aa aack al tka tkraa llra-palat acalaa tkat appaar
kaaUa aack al tka flat tppaa al ialaraatlta kalaa. 

Mcitim 1 Mciiiok 1 Mciiiok a 

Ulacaatlaa II14S I1S4S 1X141 

laftraaclta 11141 11141 11141 

Cith flap Ufacaatlcp 11141 11141 11141 

laiattrp aappcat lalarattlca 11141 11141 11141 

i • 

tAKT 3 

riMM MWlf tta tofcrmttMi 

taw Mar TMV* •k wpwrlMM ta fm taT« U ewMnUl taaklitf , __ 
ta* BMqr nnn tav* jm uktm at tta 

•all*!* •* ii fwiity l«v«lf -«««« 

taat !• tta tattaat ImwX tafTM fm tatra mt—if 

Vtat U ftm M*f __ 

ta jm wUk ta ta*a a aayy af tta raaalta aallai ta jrawt 
I 

ritaaa ratan paar aa«lata4 taaatltaaaira la tki 
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APPENDIX B 

ANCOVA (analysis of covariance) was used to determine 

whether the demographic characteristics of the loan officers 

influenced their loan decisions. Data on certain demo 

graphic characteristics of the subjects were collected in 

the experimental questionnaire. The results are provided in 

Table B-1. At a significance level of .10, the results 

indicate that the demographic characteristics of the sub 

jects did not have a significant impact on their loan deci 

sions. 
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TABLE B-1 

Effect of Demographic Variables on the Lending Decision 

Years Experience 

Short-term Decision 

Intermediate-term Decision 

Long-term Decision 

Accounting Courses 

Short-term Decision 

Intermediate-term Decision 

Long-term Decision 

Degree 

Short-term Decision 

Intermediate-term Decision 

Long-term Decision 

.14 .70 

.17 .68 

.01 .93 

1.36 .25 

.31 .58 

1.09 .30 

.96 .33 

.97 .33 

1.62 .21 
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APPENDIX C 

ANCOVA (analysis of covariance) was used to determine 

whether or not the demographic characteristics of the sub 

jects had an impact on the importance they assigned to 

various types of financial information. In the question 

naire, data for the following demographic variables were 

collected for each subject: years of experience in com 

mercial lending, number of accounting courses taken (in 

semesters), and the highest degree earned. The major 

significant results were for the variable highest degree 

earned. Table C-1, which reports the results of the ANCOVA, 

and Table C-2, which reports means by highest degree earned, 

indicate that the more educated loan officers assigned 

significantly less importance to the balance sheet (short-

term and long-term loan decisions), the income statement 

(short-term, intermediate-term, and long-term loan deci 

sions), and industry segment data (short-term and 

intermediate-term loan decisions) than the less educated 

loan officers. 
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TABLE C-1 

Effect of Demographics on the Importance Loan Officers 
Assigned to Selected Financial Statement Items 

Accounting Highest 
Years of Courses Degree 

Experience Taken Earned 

F p F p F p 

Balance Sheet 

ST 1.04 .44 1.44 .16 2.00 .08* 

IT .92 .58 1.26 .26 1.27 .28 

LT .90 .60 1.21 .29 2.62 .03* 

Income Statement 

ST 1.08 .38 .87 .59 2.97 .02* 

IT 1.21 .26 1.36 .20 3.33 .01* 

LT 1.08 .39 1.66 .09* 2.55 .03* 

Cash Flow 

ST 1.07 .40 .74 .72 .39 .85 

IT .86 .66 1.26 .26 .37 .87 

LT .85 .67 1.41 .18 .88 .50 

Segment Data 

ST .47 .98 .64 .81 2.76 .02* 

IT .84 .69 1.27 .25 1.92 .10* 

LT .80 .73 1.07 .40 1.00 .42 

♦Significant at .10 level 

ST Short-term 

IT Intermediate-term 

LT Long-term 



144 

TABLE C-2 

Means by Degree 

Some Some 

HS Coll Coll Grad MBA PhD 

ST Balance Sheet 5.0 5.0 4.7 5.0 4.2 5.0 

LT Balance Sheet 5.0 5.0 4.0 5.0 4.0 1.0 

ST Income Statement 5.0 5.0 3.8 5.0 3.8 1.0 

IT Income Statement 5.0 5.0 4.5 5.0 4.1 1.0 

LT Income Statement 5.0 5.0 4.6 5.0 4.1 2.0 

ST Segment Data 5.0 4.7 3.6 3.0 3.1 3.0 

IT Segment Data 5.0 5.0 4.3 5.0 4.1 5.0 

n 2 3 47 1 61 1 

ST: short-term 

IT: intermediate-term 

LT: long-term 
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APPENDIX D 

TABLE D-1 

Nonparametric Statistics 

F 

ANOVA 

P 

WILCOXON 

X P 

ST Decision 5.95 004* 6.97 .03* 

IT Decision 3.08 .05* 5.10 .08* 

LT Decision 6.81 002* 8.26 .02* 

*Significant at .10 level 

ST: Short-term 

IT: Intermediate-term 

LT: Long-term 
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