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The problem with which this study is concerned is that

of the income concepts used by bank loan officers in dealing

with financial information, as compared to the income concepts

used by the accounting profession. A series of twenty dif-

ferent financial situations were designed which required the

loan officer to make a decision as to an income concept before

he could compute the answer to the questions in income, profit,

gain, and change in wealth which were asked for in each

situation. The loan officers' answers to each situation were

then compared with the accountants' answers, using generally

accepted accounting principles. In addition, comparisons

were made between the income concepts used by the different

classes of loan officers and sixteen environmental factors to

determine what influence, if any, these factors might have on

the answer given by the bank loan officers.

The two purposes of the study were to show that bank

loan officers do not calculate net income by the same methods

as accountants, and to determine if there are environmental

factors which would influence the method the loan officer

used to compute his answers.

Information for this study was gathered from sixty-

eight loan officers employed in twenty-four banks in



Dallas-Fort Worth, Texas, and adjoining suburbs.

The first chapter discusses the four methods that can

be used in the determination of net income and the method

commonly used by accountants. Also, this chapter contains a

discussion of the significance of the method of computing net

income used by the loan officer as it relates to an individual

asking for a loan.

Chapter II discusses the methodology used in the study.

The contents include the definition of terms, the approach to

the research, the method used to select the participants, the

information gained from the pilot study, and the limitations

of the study.

Chapter III contains an analysis of the data obtained

from the loan officers. The major idea that was tested was

whether or not loan officers would use the same income con-

cepts as accountants when dealing with financial transactions.

The study shows that, generally, loan officers do not use the

same income concepts as accountants. There does not seem to

be any support for a causal relationship between the environ-

mental factors measured and the income concept loan officers

used. This study makes no statistical inference from the

data gathered because the sample of loan officers was not a

random sample. The recognition rules used by the loan offi-

cers tend to be affected by the word used in requesting the

response to the question. Completed transactions were

generally required before the loan officers would recognize



income for the terms net income and profit, but increases in

value shown by changes in market price or appraisals were

recognized when the terms gain and change in wealth were

used.

Chapter IV contains the summary and conclusions of the

study. The major conclusion was that the present accounting

measurement of income probably has limited usefulness to the

loan officers participating in this study. Because there

was no random sample, no inferences may be drawn about loan

officers generally. It is suggested in this chapter that

further research should be done in the bank's loan departments

as well as in other credit areas to determine if the findings

of this study have application to other financial institutions.
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CHAPTER I

INTRODUCTION

This study will investigate the income concepts

utilized by one particular, but important, segment of the

business community. The question of what is meant by income

and why its significance is important enough to warrant this

examination in depth will be explained in this investigation.

However, before proceeding to the research, a preliminary

discussion of accounting, its functions, and methods, is

fundamental in the understanding of this dissertation.

The Accounting Principles Board of the American

Institute of Certified Public Accountants has defined

accounting as a "service activity" whose function is to

make available financial quantitative information concerning

economic entities. They further state that this infor-

mation should be useful in making decisions related to these

economic entities. The form of presenting the information

is in a series of reports known under the general heading

of financial statements. Current policy is to require a

firm to issue at least four different reports, a Balance

1 Accounting Principles Board of the American Institute
of Certified Public Accountants, Basic Conce pts and Accounting
Principles Underlying Financial Statements of Business

Enterprises (New York, 1970), p.17.

1
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Sheet, Income Statement, Statement of Retained Earnings, and

a Statement of Changes in Financial Position. However,

there has been a belief for a number of years that the

Income Statement is the most important of the four state-

ments.

This view was specifically stated by Paton and

Littleton in 1940. Their reasoning was that the income

statement reflected the earning power of a business entity.2

They proceed to define the income statement as a reflection

of the flows of costs and revenues the firm is experiencing.

The result of summing costs and revenues algebraically is

the item known as net income, or in short, just income.

Another view is stated by Hendriksen which leads to the

same conclusion. He states that the investors' interest

is in both the amount of funds that are available to pay

dividends as well as that available to meet the obligations

and plans of the business organization. This amount is the

excess of revenues over expenses. 3 Hendriksen continues

with the idea that the value of a stock today is determined

by the future amounts paid to investors. These amounts are

predicted by the investors from the base of the current

income figures reported by the firm, because events which

2W. A. Paton and A. C. Littleton, An Introduction to

Corporate Accounting Standards (Ann Arbor, 1967) p. 10.

3Eldon S. Hendriksen, Accounting Theory (Homewood,
1970), p. 126.
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occur in the future find their causes in past activities.

This opinion is also supported in most elementary finance

courses taught in colleges of business administration.

Edwards and Bell discuss the idea that the amount of

reported net income acts as a resource allocator both within

the business entity and in the economy generally. Their

position, as it relates to the entity, is that those

endeavors of the entity which generate the most income will

have the most resources devoted to their support and ex-

pansion. The entities, on the other hand, which generate

the most income will have the most resources in the form of

willing investors available to support their operation and

expansion. Over a period of time this will result in the

resources being allocated to those endeavors which can

generate the largest return upon the resources utilized in

their performances.5

If the information called net income is of such impor-

tance to users of financial information, it could be concluded

that all individuals involved with the development of rules

used in its derivation would agree upon the procedures

involved. This agreement would lead to all cases of the

same events being handled in the same manner. However, this

4Ibid., p. 129.

5Edgar 0. Edwards and Phillip W. Bell, The Theory and

Measurement of Business Income (Los Angeles, 17970, pp. 617,

103, 104.
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presumption would be incorrect because there are different

procedures applied to the same set of facts occurring within

the same entity, or two entities in the same industry, or

two different industries, under current acceptable rules.

In addition, several accounting theorists have suggested

other approaches which they feel would more completely meet

the needs of the users, that have not been accepted in

current practice by the accounting profession. Because of

the wide variance in ideas concerning the proper approach

for determining the net income figures, a brief discussion

of the various approaches is also important in understanding

the design of this paper.

Approaches to the Determination of Net Income

The reason that more than one measure of net income is

possible from the same set of data is that there are at

least four major concepts of income currently in use by

business and economic groups. Two of these can be traced

to the literature written by economists; one, to the litera-

ture of accountants; and the last has its foundations in

tax legislation. To these four concepts are added valuation,

timing and allocation differences which are acceptable in

current practice.

The first theory to be considered is known as the

"stock" or "wealth" concept. This theory defines income

as that amount which can be expended during the measurement
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period and leave the entity as well off at the end of the

period as at the beginning.6 The idea expressed as a math-

metical formula is

I = (WI - W 0 ) + AC

where

I = Income for the period,

W = Wealth at the end of the period,

W0 = Wealth at the beginning of the period,

C = Investments in capital (Payments to or
receipts from investors during the
period).

The major problems with this view are how to ascertain

what is wealth and how to determine its value at any point

in time.7

The second concept is that of "Economic Profit."

Profit is the difference in total revenue and total costs

which can be expressed as

P =R - C

where

P = Profit,

R = Total revenues,

C = Total costs.8

6 Hendriksen, 22. Cit., p. 135.

7 Sidney S. Alexander, "Income Measurement in a Dynamic

Economy," Five Monographs on Business Income, The Study Group

on Business Income of the M-nerican Institute of Accountants
(New York, 1950), p. 11.

8Ibid., p. 16.
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There are two major problems with this concept. The first is

that the concepts of revenues and costs are timeless. They

do not apply to periods of time, but relate only to the life

of the enterprise. The second is that profit includes not

only the inflows and outflows which occur in the course of

business operations, but it also contains changes in the

value of items which are held for production. These changes

in value are a result of variations in the environment inside

the business entity and may, or may not, have any direct

relationship to the results of its internal operations and

management of resources

The third concept is called the "flow" concept.

Accountants define income under this concept as the dif-

ference between revenues and expenses, with special defi-

nitions for revenues and expenses. This idea can be

illustrated as

I= R - E

where

I = Net income,

R = Revenue,

E = Expenses.

Revenues are defined as the cash receipts for the period.

To these receipts changes in accrued receipts and deferred

9
Martin Bronfenbrenner, "Business Income Concepts in

the Light of Monetary Theory," Five Monoraphs on Business
Income, The Study Group on Business Income of the American

Institute of Accountants (New York, 1950), pp. 124-125.



7

receipts are added algebraically. Changes in receipts from

investors are subtracted algebraically as well. A formula

representation is

R = CR + AAR - ADE - AIR

where

R = Receipts,

CR = Cash receipts for the period,

AR = Accrued receipts,

DR = Deferred receipts,

IR = Investors receipts.

Expenses are defined as cash disbursements for the period

plus the changes in accrued disbursements less changes in

deferred disbursements. Also, the cash disbursements will

be decreased by changes in investors' disbursements. All

changes operate in an algebraic manner. This operation is

shown in formula form as

E = CD + AAD - AD - AID

where

E = Expenses,

CD = Cash disbursements,

AD = Accrued disbursements,

DD = Deferred disbursements,

ID = Investors' disbursements.

This method places an emphasis on the cash flow, with accruals

and deferrals accounting for the time differences of cash
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flow in the period. 1 0

The last concept is a modification of the one above in

that it limits revenue to the cash received in the period,

and expenses are restricted to the cash expended during the

period. Cash receipts from investors and cash disbursements

to investors are ignored in this concept

I = CR - CE

where

I = Income,

CR = Cash receipts,

CE = Cash expenditures.

This concept is not used in financial accounting, but it is

typical of the accounting for tax purposes used by most small

businesses and individuals in the United States.

Accountants are currently using the flow concept in

reporting financial information to parties outside the

economic entity. There are major problems and discrepancies

in their application of this concept, which will be discussed

in a later chapter. The purpose of illustrating other unused

income concepts now is to point out that diversity exists

in income theory.

1 0 H. M. Anderson, J. W. Giese, and B. A. Coda,
"Research Proposal for a Study on the Discursiveness of

Income Concepts," unpublished research proposal, College

of Business Administration, North Texas State University,
Denton, Texas 1971, p. 1.
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Significance of the Study

One requirement imposed by banks prior to considering

loans to entities and individuals requesting them is that

they submit an up-to-date set of financial statements prior

to evaluation of the loan request. The bank will not require

these statements if it is very familiar with the financial

condition of the requestor, but this condition is not the

usual situation. One of the items the bank examines is the

net income of the entity plus any reserves it may have or

income generated in prior years, to determine the entity's

capability to repay the loan. If, in the judgment of the

bank, the net income is insufficient, the loan will not be

granted. Bankers do admit that the net income figure is not

the only item on which they base their conclusions, even

though it is a major factor. Exceptions are made when, for

example, the firm has been in existence for a short time

and has not generated much, if any, income, but shows a

potential of changing this condition in a short time. These

points should lead to the conclusion that the income reported

on financial statements is a very important factor to both

the bank and the potential investor.

In performing some of the preliminary work for this

study, the need for financial statements was discussed with

members of the management of several large banks' commercial

operations. These individuals were of the opinion that if

an investigation of the different concepts of income was
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executed, the investigator would probably find that the loan

officers would apply a different concept of income deter-

mination than that of the accountant, when considering the

same set of facts. They also felt that the type of loan the

officer normally evaluated would have a major bearing upon

the concept of income the officer used.

If net income is one of the major determinants of

whether a loan is approved or not, and if, given the same

set of facts, accountants and loan officers would arrive at

different values for net income, a possible conclusion is

that accountants are not communicating the information this

group of users needs from financial statements. If this

condition is the case, the probability of loans being impro-

perly evaluated is very high.

This study is an attempt to determine exactly which of

these suppositions may be true and which are false. If the

ideas stated by bank management are true, the accounting

profession should either change its position as to the proper

approach to determining net income or drop the claim that

financial statements serve the needs of those users repre-

senting bank loan departments. If the ideas are false, the

accountants have received additional support for thier present

procedures. Therefore, the major significance of this

research is to illustrate which of these positions actually

exists in the banking environment.
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In addition, this study provides information that

should assist the accounting profession in selecting the

proper alternative in some areas related to income deter-

mination where multiple alternatives are now in use at

the same time.

Hypotheses

This study is being conducted under the assumption

that the bank management is correct in its assumptions about

the behavior of loan officers when faced with the task of

determining income from business conditions. The assumptions

lead to the following hypotheses:

(1) Rules and concepts used in the determination of

net income by bank loan officers are different

from those used by accountants when dealing with

the same set of data.

(2) There is a difference in the rules and concepts

selected for use in income determination by bank

loan officers when they are given the same data

for consideration. This difference is caused by

the type of loan normally processed by the loan

officer.

(3) Outside factors such as educational background or

individual environmental factors will cause some

variety in the selection of concepts and rules

used in income determination between loan officers

assigned to process the same class of loan.
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(4) Bank policy, as understood by the individual loan

officer, will have some effect upon the rules

and concepts he selects to use in income deter-

mination.

Organization

Chapter II discusses the research methodology used in

this study. In addition, this chapter includes sections

dealing with the organization, operation, and limitations

of the study. Chapter III contains an analysis of the data

gathered from the bank loan officers. Also, this chapter

will compare the answers received from the loan officers

with the answers computed for the same data under current

accounting rules. Chapter IV will present a summary of the

study and will delineate the conclusions which can be drawn

from the data gathered from the loan officers.



CHAPTER II

RESEARCH METHODOLOGY

Basic Assumptions

There are several assumptions which are basic to the

character of this study. The premise that accounting is a

service function whose responsibility is to furnish infor-

mation concerning financial data to users of this type of

information provided a motivation for this paper. Because

accountants must report results of transactions to indivi-

duals, it is the accountants' responsibility to endeavor to

determine the needs of the user.

A second assumption is that users can be separated into

distinct groups of investors, creditors, and others, although

one individual could be included in more than one group of

users. For example, an individual who is employed by a

credit firm and invests his personal funds in stocks of

publicly held corporations is both a creditor and investor.

A third assumption is that commercial banks represent

one of the largest and most important groups of creditors.

The banks are represented to the public in the role of

creditor by bank loan officers, and these officers have a

major effect upon the acceptance or rejection of loan

requests. One of the factors used in their evaluation of

13
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loan requests is the financial data submitted by the

requestor.

A fourth assumption is that is an individual is given

a set of facts relating to a financial transaction, he can

furnish an opinion upon the conclusion of the transaction

and communicate this opinion to a researcher. In addition,

it is assumed that outside influences--such as the nature

of the individual's job assignment, years of schooling, past

experience, and other social and economic factors--will have

an impact upon the type of response given in answering the

financial data presented, and that these factors can be

determined when evaluating the response.

Finally, it is assumed that the use of words has an

effect on the answers given by a respondent analyzing a

financial transaction. For example, a loan officer may

report one answer when asked to compute the net income for

a given situation and state an entirely different answer

to a question concerning the profit or gain or change in

wealth resulting from the same situation. Furthermore, the

assumption is made that these different answers have an

effect upon the behavior of the loan officer in performing

his normal duties.
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Definition of Terms

The various terms used in this study are defined in

the following paragraphs.

The credit industry is defined as all institutions

which, as a part of their regular activity, evaluate and

make loans to the general population. A major segment of

this industry is the institution known as a commercial bank.

A commercial bank is an organization which in the normal

course of business processes demand deposits and withdrawals

of currency, accepts savings accounts, makes and collects

loans to qualified borrowers, and in some cases manages

trusts for the benefit of third parties.

The area of commercial banking operations which makes

and collects loans is represented to the public by an indivi-

dual who is called a loan officer. It is the officer's

responsibility to obtain all the necessary information con-

cerning the loan request, evaluate this data, and present it

to a committee of loan officers for their evaluation. He

must then report the final decision of the committee,

regarding the loan, to the customer. In large banking

institutions a loan officer will be assigned to evaluate

only one class of loan. The loan officer in small banking

institutions may evaluate any type of loan request the

institution is permitted to grant by federal and state

statutes. There is considerable disparity in the terminology
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used to describe the various categories of loan officers

established by the banks. Therefore, for purposes of this

paper, the following categories will be used.

1. Commercial loan officer. This individual is

assigned to evaluate loans granted to businesses

only. He may deal with businesses in one locality

or on a broader scale. Some banks have categories

of metropolitan, national, and executive loan

officers as sub-groupings.

2. Installment loan officer. This officer has the

responsibility of evaluating monthly installment

loans made to the general public for the purchase

of consumer goods.

3. Real estate loan officer. This person will eval-

uate construction loans made by the bank which

are related to the purchase of, or development

of homes, buildings, and other forms of real

estate.

4. Energy loan officer. The responsibility for pro-

cessing loan requests for money to be used in

the development of natural resources that provide

energy to society is the function of this person.

Some officers will deal only with oil and gas

resource development, while others will work in

broader areas.



17

5. Correspondent officer. An individual bank has

existing arrangements with other banks to enter

into joint undertakings of loans which exceed the

legal loan limit of the bank. This officer will

be responsible for the banks' operations concerning

the joint venture.

6. International officer. This individual is assigned

to all aspects of the banks' business affairs with

foreign operations.

7. Leasing officer. This person has the responsibility

of evaluating operations of firms which are in the

business of leasing items to other businessmen for

use in their operations.

8. Factoring officer. The term factoring is used in

the business community to indicate the purchase of

receivables from business entities by credit insti-

tutions to provide a source of funds to the selling

entity. This officer is engaged in the evaluation

of such purchases.

9. Agricultural loan officer. This officer will

evaluate loans to the agricultural segment of the

community.

10, General loan officer. This term is not employed

by the banking industry, but will be used in this

study to designate the loan officer who is not

segregated as to the kind of loan he will assess.
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This loan officer is located in the smaller banks

in the community and normally evaluates commercial,

installment,and real estate loans. However, bank

policy and banking laws limit the size of loan this

officer processes to amounts smaller than those of

the same type of loan evaluated by an officer who

only processes commercial, installment, or real

estate loans in the larger banks.

There are several terms which have common usage to

indicate an excess of revenue over expenses, and most of these

names are used interchangeably by certain segments of society.

Some of these are income, net income, profit, gain, and change

in wealth. An assumption of this study is that these terms

do not have interchangeable meaning to the bank loan officers.

Further discussion and definition of these terms will be

found in Chapter III.

There are various concepts relating to the determination

of income which are contained within the situations used in

the research. These concepts have caused a wide variety of

answers from the respondents for each of the situations, as

illustrated in Chapter III. The classifications of these

ideas that will be used in the balance of the study are

defined in the following manner.

1. Appreciation in value is used to indicate those

cases in which the respondent recognized income

resulting from an increase in the value of property
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still belonging to a business entity. This in-

crease in value may be the result of an appraisal

by a third party or may be indicated by readily

ascertainable market values, as in the case of

common stock in publicly held corporations. The

point of this concept is that the respondent

accepts an increase in value as generating income

for the business entity simply because the value

has changed. The realization of this amount has

not yet occurred.

2. Cash flow represents the situation in which only

cash receipts and disbursements, relating to normal

business operations, are considered when computing

the net income for the situation presented. Cash

disbursements for the purchase of assets with lives

of more than one period, as well as any disburse-

ments to investors, are ignored in the income

calculation. Charges for depreciation of assets

used in the production of goods and items purchased

by customers of the entity, on account, are also

ignored.

3. Cash payout is the net of all cash receipts and

disbursements during an operating period. Expen-

ditures for assets used in production which have

lives of more than one year must be exceeded by

the cash receipts of the operating period before
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the respondent indicates that any net income has

been generated. Cash receipts and disbursements

to investors are ignored in this concept. As an

example, a firm which had cash receipts of $100,000,

operating expenses of $60,000, and an investment in

a plant and equipment of $50,000 for the same

period, would be operating with a loss of $10,000.

Receipts from and disbursements to investors may

be included in the calculation.

4. Gross receipts indicate those cases where the res-

pondent only recognized the total receipts of the

period. No designation is made as to whether those

receipts consist of only cash or both cash and

accounts receivable. Receipts from investors and

all disbursements are ignored by the respondent in

calculating the income. An example would be an

answer of "income is $100,000," when the situation

states sales are $100,000 and operating expenses

are $60,000 for the current period.

5. Deferred revenues and expenses define the case in

which the respondent does not recognize as revenue

or expense, part of the cash receipts or disburse-

ments of an operating period. The depreciation of

an asset, or spreading the recognition of the cost

of an insurance policy over the time period that

it is in effect, or allocating as revenue for
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various operating periods cash amounts collected

in advance, are examples of this concept. Receipts

and disbursements relating to investors are not

considered in the calculations of income.

6. Accrued revenues and expenses are the opposite of

deferred revenues and expenses. In this case the

respondent recognized revenues and operating ex-

penses in the current time period, but the cash

receipts and disbursements will actually occur at

a later time. An example is the recognition of

customer sales of goods on account as current

revenue or the purchase of supplies on account as

current expense. The collection or payment of the

accounts occur in the following accounting period.

Receipts and disbursements to investors are ignored.

7. Marginal revenues and expenses describes the case

where the respondent only considered as relevant

those amounts of revenue and expense which were

incurred as a result of changes in the business

entity's operations. Normal revenues and expenses

are ignored. An example of this concept can be

appreciated by the following situation and response.

A firm has average revenues of $100,000 and average

operating expenses of $60,000. At the first of

this year, the firm leased a machine which increased

revenues to $140,000 and operating expenses to
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$80,000, including the cost of the lease. The con-

tribution margin would be $20,000 of income for

this situation.

8. Imputed costs describe the situation where a res-

pondent has included as revenue or expense, items

which relate to an alternative course of action

available to the firm, but not necessarily selected

as part of its operating strategy. An example of

this concept would be a respondent charging as part

of the expense of operations, revenue which could

have been earned by the firm on funds invested in

outside interests when those same funds were used

for internal investments.

There may be instances where the above definitions do

not meet the definitions of the same terms as understood by

the reader; however, in those circumstances the definitions

were modified to facilitate the analysis of the data received

from the loan officers.

Approach to Research

This study changed from that which was originally

intended because of a series of developments which occurred

during the preparation of the various instruments used to

obtain the information. The original plan was to perform a

series of personal interviews with bank personnel, asking

them to provide answers to a set of situations dealing with
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financial transactions. The reason for the personal interview

approach was to permit the loan officer opportunities to ask

questions when he was unsure of the facts contained in the

situation. However, it was found that the personal interview

was unnecessary during the performance of the pilot study.

This study was accomplished at two banks in Denton, Texas.

Four individuals at the First Denton County National Bank and

the First State Bank of Denton participated by answering

thirty situations.1 Four individuals were considered to be

sufficient for this study because the technique of obtaining

responses through the use of situations had been tested in a

prior study using 231 personal interviews. The purpose of

this pilot was to test whether the language used in the situa-

tions was not confusing to the bank loan officers. Three of

the four interviews were conducted on a personal basis. The

fourth respondent had a schedule conflict with the interviewer

and requested permission to complete the situations alone with

the understanding that if he had any questions concerning the

information requested or had any comments concerning the

material as presented, these items would be discussed when

the interviewer returned to regain the situations. This

procedure was followed, and the respondent completed the

situations over a weekend at his home. A comparison of the

detail of the answers under both methods was made and the

1 Pilot study information is included as Appendix A.
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quality of the responses was the same. Based upon this

information, the decision was made to change the methodology

of the study from that of a personal interview with the

interviewer present while the respondent analyzes each sit-

uation, to an approach of the interviewer giving personal

instruction prior to the respondent receiving the situations,

the respondent determining his answers alone, and some dis-

cussion between interviewer and respondent, if necessary,

when the answers were retrieved. The situations designed for

the pilot study were reviewed individually, comparing all the

answers of the respondents to determine the problem areas.

From the total group of thirty situations included in the

pilot, twenty were selected for use in the main study effort.3

Ten situations were eliminated because the respondents had

difficulty in evaluating them, or they duplicated the function

of a situation selected for the main study. The manner of

presentation of the situations was changed at this point

from having each typed on a five-by-seven-inch card and

only showing one question relating to the income contained

in the situation, to having each situation printed on a

standard size piece of paper followed by four questions,

the first question relating to the income in the situation,

2All responses to the pilot study are included in

Appendix A.

3The final twenty situations are included as Appendix

B.
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the second asking about the profit in the situation, the

third asking about the gain in the situation, and the fourth

asking about change in wealth. The original approach had

intended for the interviewer to ask the respondent about the

terms rot, gain, and change in wealth after the respondent

had given his comments to the prior question.

The Main Study

The information contained in this study was obtained

through the use of two documents. The first document con-

tained questions dealing with environmental factors which

affect the individual loan officer. These questions were

included because in the course of preparing for this study,

certain bank officials stated a belief that loan officers

would give different responses to the same set of facts and

that the differences would be caused by the environmental

factors this study measured. The second document contained

twenty situations which were concerned with financial trans-

actions of either an individual or a business. The loan

officer was asked to compute the income, profit, gain, and

change in wealth for each situation if he viewed each of

these differently. If he considered them to mean the same,

he was to just give an answer to the term income. Income

was explained to the loan officer to mean net income.

The information obtained has been analyzed to determine

if it supports the hypotheses for this study as stated in
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Chapter I. The analysis of the data will be discussed in

Chapter III.

Selection of Participants

All attempts to determine the population of bank loan

officers in the continguous areas containing Dallas and

Fort Worth, Texas, from secondary sources, were futile. It

was later learned that staffing arrangements are considered

proprietary information by some banks, and will be treated

as such in this study. Therefore, a letter requesting the

number of loan officers by category of loan was sent to

one hundred banks in Dallas, Fort Worth and their adjoining

suburbs.4 Responses were received from forty-seven of those

banks contacted, but four of the replies were refusals to

furnish any information. Table I lists the names of the

banks responding.

4Copy of letter requesting staffing information and

a list of banks contacted for information is included as

Appendix C.
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TABLE I

BANKS RESPONDING TO INQUIRY ABOUT POPULATION

*Bank of Fort Worth
Casa Linda National Bank of Dallas
*Central Bank and Trust Co.
Citizens National Bank
*Colonial National Bank
Commonwealth National Bank of Dallas

*Continental National Bank
*Dallas County State Bank
*Exchange Bank and Trust Co.
The Fidelity Bank
*First Bank and Trust of Richardson
First Continental Bank
*First National Bank in Dallas
First National Bank of Duncanville
*First National Bank of Fort Worth
First National Bank of Irving

*Fort Worth National Bank
*Garland Bank and Trust Co.
Gateway National Bank of Fort Worth
Grand Avenue Bank and Trust Co.
Greenville Avenue State Bank
Guaranty Bank
Haltom City State Bank
Hillcrest State Bank
*Lakewood Bank and Trust Co.
Mesquite State Bank
Midway National Bank of Grand Prairie

*North Dallas Bank and Trust Co.
*North Park National Bank of Dallas
*Northeast National Bank
Northwest National Bank of Dallas
Preston State Bank
*Promenade National Bank
*Republic National Bank
Ridglea State Bank
Riverside State Bank
Royal National Bank
*Security State Bank
*Seminary State Bank

Southern Bank and Trust Co.
State Bank of East Fort Worth
*Tarrant State Bank
*Texas Bank and Trust Co. of Dallas

*Valley View Bank
Village Bank
West Side State Bank
White Rock National Bank
*Wynnewood State Bank

*Banks providing interviews for study
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Eight of the banks that did not respond were contacted

by telephone to determine if their omission would have a

major effect upon the study. Different reasons were given

to explain their lack of response, but none gave any indi-

cation as to whether the omission of these banks would cause

a major bias in the study. Since none of the banks con-

tacted by telephone would change its position, it was

decided to proceed with the study on the basis of using

those banks which would agree to participate.

From the responses received, it was determined that

there were ten categories of loan officers as defined earlier

in this chapter, that would be sampled to arrive at a total

of one hundred interviews. The sample was to be selected

through the use of a random number table and according to

the following criteria. Each class of loan officer would

receive a proportionate representation in the sample based

upon the number of loan officers in his class as related

to the total number of officers reported. No one bank

could have two officers selected in the same group until

all banks having officers in this class had one officer

selected. Table II illustrates the ten categories of loan

officers, the total in each category, the number selected

for the sample, and the number actually participating in

the study.
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TABLE II

SAMPLE CHARACTERISTICS

Class of Officer Number Number Number
Class________cer _Interviewed Selected Reported

Commercial 16 26 138

Installment 14 22 119

Real Estate 8 9 46

Correspondent 6 5 28
National 3 4 23

Energy 2 4 19

International 2 2 13

Factoring 2 2 10

Agriculture 2 1 5

Leasing 1 1 3

General 12 24 123

Total 68 100 527

There was a further reduction in the sample which

occurred at the time the banks were again contacted to

obtain permission to interview the loan officers. The first

reduction was caused by some banks deciding that they did

not want to participate further in the study. A second

reduction was caused by some of the banks limiting their

participation to one officer in each category when the

sampling routine had selected more than one officer from

that specific bank, A third reduction was caused by not

being able to reach the proper individual at some banks

to obtain the necessary permission prior to contacting the

desired loan officer,
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Limitations of the Approach

There are several limitations inherent in this study,

The situations have limitations in that they do not give a

respondent an opportunity to use all concepts relating to

the determination of income in every situation. Situations

which would fulfill this assignment would be very complex

and time-consuming for the respondent to analyze. The

decision was made to restrict the situations in their com-

plexity to gain better participation from the banks, because

it would reduce the amount of time the bank loan officer

spent away from his regular duties. Also, the situations

are limited in their measurement of income concepts because

they do not include all types of business transactions that

occur, Here again, the reason for not attempting to cover

more cases was to decrease the amount of time a respondent

would have to spend providing the information.

A third limitation is the possibility of a communi-

cations problem contained in some of the situations which

was not brought up in the discussions between the inter-

viewer and the individual loan officer. Certain problems

were brought to light, and these were rectified prior to

concluding the interview. However, there were instances

in which the respondent was in a hurry to end the interview

or did not take the opportunity for any discussion, so that

the possibility of misunderstanding what was represented in

the situation remains. This limitation could have been
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reduced by having an interviewer with the loan officer during

the entire time he answered the situations. However, this

would have required that each loan officer devote an uninter-

rupted period of thirty to forty-five minutes to the study,

and this was unacceptable to the management of some of the

participating banks. One of the factors which gained coop-

eration from some banks was the condition that the officer

could respond to the situation during time he was not busy

with other bank activities.

Limitations of the Sample

This investigation is most severly restricted by two

problems presented in sampling the population of loan

officers. The first limitation is created by the lack of

participation by a majority of the banks within the popu-

lation. As was stated earlier, only forty-seven of a

possible one hundred banks responded to the initial inquiry,

and four of these responses were refusals to provide any

information or cooperate with the investigation; this left

a balance of forty-three banks participating in the study.

A comparison of the banks which participated in the study

with those which did not indicate that the study does con-

tain most of the large and medium-sized banks.5 Inquiry

5A list of banks and their financial characteristics
is included as Appendix D.
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among the non-participating banks gave no indication as to

a particular bias on their part that was different from

those banks who participated. The reasons given for non-

participation were lack of time for the bank loan officers

to participate; lack of interest in the study on the part

of bank management; bank policy of not participating in these

types of studies; and the bank management considering itself

too small to provide the study with any useful information.

Therefore, it is not possible to determine whether the results

obtained are representative of the banking industry as a whole

in the Dallas-Fort Worth area, or they are just a reflection of

the attitudes of those banks who participated in the study.

The second problem with the sample was in the selection

of the participating officers at any one bank. The procedure

used to select the officers in the sample was to list the

officers by number in each bank and select the indicated

numbers through the use of a random number table. However,

when permission to interview the selected officer was

requested from some of the banks, an objection was raised

to this approach. Some of the banks felt that they should

select the officers participating in the study because to

do otherwise might furnish information to the study which

was contrary to the banks' policies. After this objection

was raised several times in the course of the first few

contacts, the requesting of specific officers was dropped

in order to reduce any problems this requirement caused in
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the minds of bank officials. It was decided that it would

be a better approach to get as much information as possible

from a non-random sample than to insist on a random sample

and reduce the number of participants in the study.

The approaches of the banks in selecting those indivi-

duals participating in the study varied throughout the

population. Some banks restricted the participation of

their senior personnel. Others selected participants by

making available any individual who was not busy with a

customer at the time the interviewer was present. In other

cases, the criteria for selection are unknown. This method

of selection does not permit conclusions to be drawn from

the results of the study that are applicable to the banking

industry as a whole or to the industry in the represented

geographic area. Also, there is a possibility of biased

responses within the study because the participants were

not randomly selected. However, any bias that is contained

in the answers received is not determinable by the analytical

techniques used in the study.

Limitations of the Data

One of the main problems with the data collected for

this study is to explain those answers which do not appear

to be a logical derivation from the facts presented in the

situations. Some of these answers could be the result of

errors in mathmatical calculation. Others could be the
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result of misunderstandings on the part of the respondent

concerning what was being asked of him. Others do not have

any apparent explanation.

Another limitation of the data is that it does not

explain the reasoning process used by the respondent in

answering the situations. Some of the respondents did

explain their reasoning, but most simply stated an answer

without any explanation. It is true that in many cases the

reasoning process is apparent from the replies, but not in

all cases, and these are difficult to explain.

A third limitation of the data is that the basic

methodology for its use is "simple generalization." Kaplan

defines simple generalization as the movement from a set

of data which has been observed to a generalization that

all similar data has similar kinds of properties. This

procedure has the limitation that the generalizations are

not directed or channeled in any certain manner. However,

simple generalization is part of all awareness, "is part

of all the more complex types of generalization, but in

itself it yields knowledge of a very low order.""6

A fourth limitation of the data is that the infor-

mation concerning the environment associated with the

individual loan officer does not measure all of the factors

6Abraham Kaplan, The Conduct of Inquiry (Scranton,
1964), pp. 105-106.
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which cause a disparity of answers. Some of these factors,

such as the individual's evaluation of risk, have no adequate

measure that is appropriate for the vehicle used in gathering

the data for this study. Others were overlooked in the

design of the study because they were not considered to be

relevant at the time.

Summary of Research Methodology

This study to determine income concepts that are used

by bank loan officers was basically of an empirical nature.

No work using the approach of asking individuals in a

selected profession to determine the concepts which apply

to specific income situations has been published, even

though information concerning this approach was researched

in the published literature, none was found. The data

obtained from the loan officers is analyzed in Chapter III

and the conclusions which can be drawn from the data are

discussed in Chapter IV.



CHAPTER III

ANALYSIS OF THE DATA

Introduction

The organization of the material for this chapter pre-

sented a problem because of the enormous amount of data to

be analyzed. The answers that were received from the res-

pondents fall into two different areas. One group of answers

shows the personal and environmental characteristics of the

respondents. The other group of answers states the results

of the respondents conclusions concerning the twenty sit-

uations, in numerical terms. 1

To facilitate the analyses of the data, the numerical

answers that were given in response to the financial trans-

actions presented by the situations were converted into

income concepts.2 These concepts are defined in Chapter II

and are used throughout the remainder of this study.

The discussion in this chapter will begin by con-

sidering the main purpose of each situation, the answer that

is derived from generally accepted accounting principles,

1 A compilation of the answers regarding personal,

environmental factors, and responses to the situations is

contained in Appendix E.

2 The income concept related to all numeric answers is

presented in Appendix F.

36
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stated in words, and the answers given by the respondents.

The second section of this chapter will be a discussion of

the statistical methodology used in the analyses of the data.

This discussion will be followed by a section which deals

with the necessary analyses to determine the validity of

each hypothesis as stated in Chapter I. The chapter will

conclude with a section which will discuss the other miscel-

laneous findings of this study.

The answers that were given in response to the sit-

uations, in some cases, do not agree with any of the possible

answers that could be obtained from the transaction the

respondent was asked to compute in the situations. These

answers are the result of mathematical error in some cases;

while in others, the loan officers made assumptions during

their computations which caused an illogical answer. All

of these answers are classified in a category entitled

indeterminate and are reported throughout the study by this

term.

Discussion of the Situations

Each of the situations which was used to gather the

data for this study attempted to determine certain patterns

in the loan officers' approach to income determination.

Table III illustrates the possible income concepts that

could be used in each situation.
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INCOME CONCEPTS THAT WERE TESTED IN THE SITUATIONS
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Not all of the situations were designed to measure

every concept in every case; therefore, the following dis-

cussion will explain the major purpose of the situation,

the answer that would be derived by current accounting

practice, and the answers as computed by the loan officer,

with one exception. The exception that will not be dis-

cussed is the loan officer's derivation of an answer that

was classified as indeterminate. The reason for omitting

this category of answer is the one explained in the prior

section.

Situation One was invented to test the point in time

the respondent would recognize income or loss. Accounting

convention states that losses should be recognized as soon

as possible, and income should be recognized only when the

transaction is virtually complete. The situation was a test

to determine if the loan officers would recognize income on

the basis of an appraisal and recognize as a loss expen-

ditures related to investment property at the time a dis-

bursement was made, or postpone the recognition of the income

and expenditure until the time of actual sale. The best

accounting practice would be to show an answer of zero, but

common accounting practice is to recognize the loss at the

time of expenditure and the income at the time of sale, in

this situation. The answers given by the loan officers were

that thirty-six would recognize neither income nor loss until

the time of sale, that one would recognize income from the
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appraisal, and that thirty would determine a loss in the

current year.

Situation Two was a test to determine the method in

which the loan officers would deal with expenditures for

assets which are used in the production of goods over several

years. Accounting principles require that the cost of assets

with lives of more than one period be allocated to each

period that the assets provide benefit. The bank loan

officers' responses contained some degree of variance. Nine

officers reported that the amount of income received was the

total receipts, ignoring the expenditures entirely; thirty-

three officers stated that the income was the total receipts

less the normal operating expenditures; sixteen officers

stated that the income was the total receipts less both the

operating expenditures and the total amount paid for the

assets which benefited production. Only eight of the loan

officers allocated part of the cost of the assets to the

year's operations,as is dictated by generally accepted

accounting principles.

Situation Three was designed to determine the opinion

of the loan officers in those cases where services for

several years are paid in advance in one cash payment.

Accounting principles state that the amount received should

be allocated on an equitable basis across the period of

time the services are provided. Eight of the loan officers

stated that the income was the total amount received and
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ignored any operating expenses attributable to this service;

nine of the officers recognized as income the total amount

received, less the current year's operating expenses; seven

of the officers allocated the receipts to the year of service

but ignored the operating expenses of the periods; one

officer recognized the total receipts in the current year

as income, but also recognized the total expenditures for

the year of service as a deduction from the receipts.

Thirty-nine of the officers followed the accounting prin-

ciple of allocating the amount received to the year in

which the service was provided.

Situation Four was a test to determine what a loan

officer would consider the income to be for a company which

makes a major investment in new equipment that results in an

increase in the company's operations. Again, this invest-

ment was to provide service for a number of years and was

paid for completely in the current year. The situation pro-

vided the opportunity to compute the income on either a

gross or marginal basis. To determine net income on a mar-

ginal basis, one analyzes only the change in revenue and

expenditures. The accounting principles that are applicable

require that a gross concept be used and that the cost of

the investment be allocated to the period of benefit, using

a method which relates the amount of allocation to the

amount of benefit received. The loan officers' responses

were that seven considered the income to be the total amount
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received, ignoring all expenditures; five considered income

to be the total receipts less the normal operating expenses,

ignoring the investment in equipment; nine of the loan

officers stated the income was the total receipts for the

period less both the operating expenses and the total invest-

ment in equipment; forty-two of the loan officers computed

the income as required by generally accepted accounting

principles.

Situation Five was a test to determine if the bank

loan officers would differentiate the costs of a business

when faced with a single occurrence which would not require

the full services of the business, such as maintenance or

warranties. The acceptance of the transaction contained in

this situation would require a marginal approach of ignoring

fixed operating costs for this transaction in computing the

net income. The accountant, operating under generally

accepted accounting principles, would accept the transaction

because the principles require the allocation of only those

costs which are applicable to the specific transaction. Six

of the loan officers did not accept the transaction; however,

they did recognize as income the total receipts that would

come from the transaction, even though they ignored all the

costs. Ten of the officers did not accept the transaction

and stated that there would be no income or loss. Thirty-

eight of the officers refused the transaction and stated it

would result in a loss, because their calculations included
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all operating costs. Only thirteen officers accepted the

transaction and recognized the income on a marginal basis.

Situation Six was designed to determine if the loan

officer would allocate costs of productive assets to the

time periods the asset provided benefits. This situation is

similar to Situation Two except that the asset involved pro-

vides benefits for a longer time. The generally accepted

accounting principle requires that the cost of the asset be

allocated to each time period benefited by the asset in a

manner related to the amount of benefit provided. Nine

officers responded that the income from the situation was

the total revenue received, and they ignored all expenditures

during the period. Thirteen officers stated that the income

was the total receipts for the period less the operating

expenses, and ignored the cost of the asset. Eleven officers

computed the income for the current period to be the total

receipts of the current period less both the normal operating

expenditures and the total cost of the asset. Thirty-five

officers allocated the cost of the asset as required by

generally accepted accounting procedures.

Situation Seven tried to determine what the loan

officer would consider relevant costs in computing income

when presented with information related to alternative

courses of action for a firm. In other words, is revenue

which could be earned from an alternative course of action

a cost, when that alternative is not accepted? Generally
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accepted accounting principles state that 
this revenue from

the unaccepted alternative is not a cost. Ten officers

responded that the income consisted of the gross receipts

of the period, and ignored all costs. Two officers stated

that the revenue which would result from the alternative

course of action was a cost to the operations of the company.

Two other officers stated that the situation resulted in a

loss because the entity had not recovered the amount invested

to create the firm. Accountants never include this cost in

calculating income unless the business is liquidating. Fifty

officers calculated the income for the entity in the same

manner as an accountant,

Situation Eight was a two part situation. It was

designed to determine if loan officers would recognize the

income from an increase in the value of an asset which was

not sold,when the change in value is determined by the

operation of a market for the asset which permits it to be

sold on an instantaneous basis. The situation was created

to provide a large increase in the market price in the

following time period, with the sale occurring in the second

time period at a price lower than market value at the end

of the first period. The generally accepted accounting

principle governing this situation postpones recognition 
of

the income to the time of sale. The responses to the first

part of this situation indicated that one loan officer would

recognize income on the basis of an increase in market price
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while sixty-five would not. The responses to the second

part of this situation were that five officers recognized

the total amount received as income and ignored the original

cost of the asset sold. Five officers stated that there

would be no income or loss in this situation; fifty-five

officers followed the generally accepted accounting principle.

It is interesting that the one officer who recognized

income in the first part of the above situation was incon-

sistent in his method of calculation, because rather than

recognizing the loss from the fall of the market price, he

recognized income according to accounting principles in the

second part of the situation.

Situation Nine was designed to determine what facts

the loan officer would use to compute income when consi-

dering a situation which required dealing with assets of

varying lives and which contained guaranteed income for

several years. The generally accepted accounting principles

which apply to this situation require allocation of the

costs of the assets over the length of their lives indivi-

dually and allow recognition of the revenue only as it is

received. Nineteen different answers were received. Six-

teen officers recognized the receipts of the current year

as income and ignored all expenditures. Nineteen officers

required that receipts cover all expenditures regardless of

the amount of time they would provide benefits. Twenty-two

officers attempted to allocate the costs of the assets to
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the revenues they generated in some manner, but they used

eight different methods of allocation. Two officers com-

puted the income by allocating the cost of the asset with

the longest life,and charged the full cost of the assets

with shorter lives to revenue when arriving at the net

income answer.

Situation Ten was designed to determine the relevant

factors for income determination when the loan officer per-

formed analysis on a transaction in which an asset was

exchanged for an amount of cash and some additional property.

The additional property had not been sold, in the situation

presented to the loan officer. The generally accepted

accounting principle that applies to this situation computes

the revenue amount as the cash received plus the fair market

value of the assets received. Eleven officers stated the

income was the gross amount of cash received without any

regard to the costs of the asset given up. Twenty-five

officers stated that the value of the asset received should

be included as part of the revenue which agrees with the

generally accepted accounting principle. Eleven officers

stated that there was no income or loss in this situation.

Twenty officers determined the net income to be the amount

of cash received less the original cost of the asset sold.

Situation Eleven was designed to determine what income

would be generated if an individual or firm received addi-

tional property at no cost to them, and the property was



47

identical to property they already owned. In addition, both

the cost of the original property and the current market

price for the property were stated. The generally accepted

accounting principle which applies to this situation requires

that no income be recognized. Two officers stated the income

was the market value of both the old and new property without

any regard to the costs of the old property. Thirteen offi-

cers valued the new property at market price and limited

their income calculation to this amount. One individual

valued the new property at the same amount as the purchase

price of the old property and called this value income.

Fifty-one officers recognized no income from the transaction.

Situation Twelve was designed to determine how the loan

officers would calculate income when faced with a situation

involving the sale of an asset when the conditions for the

payment of the asset would be in installments and interest.

The generally accepted accounting principle requires that

the total net income from the sale of the asset should be

recognized in the year the asset is sold,as well as any

interest that is received. Twenty-eight of the loan officers

stated that the income was the total cash received and

ignored the cost of the asset sold. Seven officers recog-

nized as income the difference between the cost and the

selling price of the asset, and ignored the interest payments.

Two officers stated the income was limited to the amount of

payment received on the asset, ignoring both the cost of the
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asset sold and the interest payments. Nine officers limited

the amount of the income to the amount of interest paid.

Three officers computed the net income on the total sale of

the asset. Then they allocated a portion of this income to

the amount of the payment received in the current year.

Next they added the interest received to arrive at a total

for their answer to the question. Ten officers followed the

generally accepted accounting principle in determining their

answers.

Situation Thirteen was a test to determine if bank

loan officers would use a marginal concept in calculating

net income. The situation presents data for ten years of

stable operations of a company, then it changes the company's

operations and asks for the income related to the change.

Accountants would calculate an answer based on the additional

increments of revenue and expense, because of the way the

questions relating to the situation are worded. Three loan

officers considered the gross receipts to be the income for

this situation. Twenty-six officers computed the difference

between gross receipts and gross expenditures as the appro-

priate income; thirty-three officers used the marginal

approach to calculate the net income.

Situation Fourteen was a test to determine what the

bank loan officer considered to be the appropriate use of

depreciation and amortization. Accountants state that

either depreciation or amortization is an amount of the cost
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of an asset which has provided benefits for the current

period, that should be set aside for use in replacement of

the asset when it is unsuitable for further use. This

situation was structured so that the charges for operating

expenses, depreciation,and amortization were equal to the

total receipts for the year. The situation asked two

questions of the officers. The first question asked for

the amount of income; and the second question asked the

officer if he would grant a $100,000 loan for six months,

based on the information he was given in the situation.

Twelve loan officers stated the income was the gross receipts

for the period, ignoring both the operating expenses and

depreciation and amortization charges. Seven officers

stated the income was the gross receipts less the operating

expenses, and ignored the charges for depreciation and amorti-

zation. Forty-six officers stated that there would be no

income, which indicates they had included the operating ex-

penses and depreciation and amortization as charges against

revenue in the calculation. The answer to the question

concerning granting the loan was answered "yes" in thirty-

eight responses and "no" in nineteen responses.

Situation Fifteen contained two parts. The first part

dealt with allocation of the cost of assets as they provide

benefit to operations, and the second part dealt with the

liquidation of a business. The accounting principles

relating to the first situation require that the costs must
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be allocated, because they provide benefits to future periods.

Ten loan officers considered the gross receipts of the

period as income and ignored both operating costs and the

costs of assets in their calculations. Nine loan officers

subtracted the operating costs from the receipts and ignored

the costs of the assets in arriving at income amounts.

Seventeen officers subtracted both the operating costs and

the total cost of the production assets in determining their

answers, The situation stated there was an increase in fair

market value of the production assets during the year of

operations. Two officers included this increase in their

answer of net income. Twenty-seven officers allocated the

costs of the production assets to the year on the basis of

the benefit provided in calculating the amounts of net

income.

The responses to the second part of this situation

were more varied. The generally accepted accounting prin-

ciples which apply in this case calculate both the revenue

from operations and from liquidation; then they subtract

any unallocated costs of the production assets and the

operating expenses of the year to arrive at an income or

loss position. Seven loan officers stated the amount of

income was the gross receipts from operations plus the gross

receipts from liquidation. These officers ignored all costs

in this situation. Thirteen officers added the receipts

from liquidation to the receipts from operations; then they

Wo 'Niumm, 06 111MINO
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subtracted the operating expenses to arrive at their answers.

Six officers combined the receipts from the operation and

liquidation; then they subtracted both the cost of operations

and the cost of production assets, which was made in the

prior year, to determine their answer. Three officers used

only the operating receipts and expenses in computing their

answers to the question concerning income. Twenty-four

officers computed their answers according to generally

accepted accounting principles.

Situation Sixteen was designed to test what period in

time the loan officers would recognize expenses that are

related to the operation of a firm when dealing specifically

with inventories carried from year to year. Generally

accepted accounting principles require that the costs of

inventories not be charged against revenue until the inven-

tory is sold. Twelve loan officers stated that the gross

receipts of the period were the amount of income for the

period. Nineteen loan officers stated that the income was

the gross receipts for the period less the operating costs

and completely ignored the inventory. Thirty-three officers

followed the generally accepted accounting principles in

arriving at their answers,

Situation Seventeen contained the data for a year of

operating a business, an offer to sell the business at a

profit and a guaranteed income to the seller for several

years if he would remain as the manager of the business.
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The guaranteed income would be at a lower level than the

profit for the first year of operations. The situation was

a test to determine what facts the loan officers considered

relevant to the determination of income. In addition, the

situation attempted to determine if the loan officers would

consider any of the alternatives as an imputed cost in the

computation of the net income for the business. Nine loan

officers considered the income to be the gross receipts for

the year. Fifty-four considered the net income of receipts

over expenditures relating to operations in computing the

income. One included the profit which would be made by

selling the business as part of the income for the year.

When the loan officers were asked if they would sell the

business, eight said "yes" and forty-one said "no." Nine-

teen loan officers did not answer this question.

Situation Eighteen was a test to determine what the

loan officers considered to be the relevant facts in com-

puting income when a manufacturing firm does not sell

all it produces in any one period and holds the balance

of production for sale in the following period. The

generally accepted accounting principle which applies to

this situation states that only the costs and revenues

which are attributable to the merchandise sold are relevant

to the calculation. Ten loan officers used gross receipts

for the period as the amount of income. Twenty-five officers

charged the total cost of production against the receipts of
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the period in making the income calculation. Twenty-four

officers charged the cost of production for the goods sold

against the receipts of the period, as required by generally

accepted accounting principles. Two loan officers computed

the net income figures on the basis that all production was

sold, ignoring the fact that this occurred in two different

time periods.

Situation Nineteen was a test to determine if the loan

officers would include goods sold on an accounts receivable

basis as revenue in their calculation of income for the

period. Generally accepted accounting principles require

goods sold on an accounts receivable basis to be included

as part of the revenue for the period. Nine loan officers

considered the income for the period to be the total cash

receipts. They ignored both the accounts receivable balance

and the operating expenses for the year. Forty-one officers

computed the net income by using only the cash receipts and

the year's operating expenses. Ten officers followed the

accepted accounting principle. An interesting piece of

information came to light in this situation. Five officers

deducted the accounts receivable balance in arriving at the

income accounts; two reduced the cash receipts by the accounts

receivable balance and reported this as income; and three

included the accounts receivable balance as part of the

operating expenses.
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Situation Twenty was designed to determine if the loan

officers understood the cost allocation procedures used by

accountants, particularly in relation to fixed costs. In

addition, the situation tested to determine if the loan offi-

cers would measure the contribution margin of additional

business operations when special conditions were associated

with these additional operations, or if they would use the costs

computed for normal operations in their evaluation of the

entire situation. The accountant would say that fixed costs

are irrelevant to the additional operations. Seven loan offi-

cers reported the gross receipts from the separate transaction

and normal operations combined as the appropriate income amount.

Four officers reported the gross amount from only the separate

transaction as the appropriate amount. Eight loan officers

included only the receipts of the separate transaction, but

they charged both variable and fixed costs against the receipts.

Two officers charged receipts of the separate transaction with

the appropriate variable costs in arriving at their answers.

Thirteen officers combined both the normal operations and the

separate transaction in arriving at the receipts for the

period, but they charged both transactions with variable and

fixed costs. Eighteen officers followed generally accepted

accounting principles by combining the receipts of both trans-

actions, by charging the normal operating expenses with both

variable,and fixed costs and by charging the expenses of the

separate transaction with only variable costs.
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Statistical Methodology

An investigation was made to determine which, if any,

of the various statistical tests used to determine signi-

ficant variances were appropriate for use in this study.

Some of the indicators and tests investigated were the

standard deviation of a sample, the standard error of the

mean, the standard error of percentage, the Student's t test,

the f test, and the chi-square test.

All of the above tests require a statistically valid

random sample. In addition, some of the tests require that

one or more characteristics of the universe from which the

sample is selected be known.

The sample of loan officers included in this study is

not a statistically valid random sample. The sample size

in this study is smaller than the one hundred loan officers

originally selected to be included in the sample. This

number was reduced to sixty-eight loan officers because of

circumstances which the techniques used in this study could

not control. Some of these were the refusal of certain banks

to cooperate with the study, the refusal of certain loan

officers to cooperate with the study when the bank manage-

ment's permission had been granted, and the lack of ability

to contact the specific officer selected by the sampling

technique, in certain cases.

Since the sample which provided the data for this

study is not a valid random sample, none of the above
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statistical tests are appropriate for testing the significant

variances in the data.' Therefore, the method that will be

used to analyze the data will be very simple. The approach

will be to discuss various aspects of the answers received

after they have been converted into the appropriate income

concepts. Then the numerical answers will be converted into

a percentage establishing a ratio for the concept of income

and particular division under consideration to the total

responses for that specific division. These percentages will

be compared with each other to determine any areas where

significant differences may occur. The point should be

stressed that words such as significant, insignificant, and

variance have a general meaning and a specific meaning in the

area of statistics to denote certain types of measures. The

use of such words in this study is in the general sense and

makes no statistical implications, because of the sampling

problem mentioned earlier.

In using this approach, there may be some who will argue

that the conclusions reached in this study are not valid.

However, under the constraints that are placed on this study

because of the lack of a valid random sample, this approach

is the best one available for use,

Hypotheses I

Hypothesis I was stated in Chapter I as: rules and con-

cepts used in the determination of net income by bank loan
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officers are different from those used by accountants when

dealing with the same set of data. The approach used to con-

sider the data which is applicable to this hypothesis is to

measure the loan officers' responses that agreed or disagreed

with the income concept selected by the accountant as appro-

priate to the situation,on an individual basis. This data is

presented in Table IV. The answer from each situation was

computed according to generally accepted accounting principles,

then it was converted to the appropriate income concept as

defined in Chapter II.

TABLE IV

A COMPARISON OF ACCOUNTANTS AND BANK LOAN OFFICERS ANSWERS

Number Percent

Situation Accountants' Answer - -------------
agree disagree agree disagree

1 Cash flow 31 37 46 54

2 Deferred expense 8 60 12 88

3 Deferred expense 39 29 57 43

4 Deferred expense 42 26 62 38

5 Marginal revenue 13 55 19 81

6 Deferred expense 35 33 51 49

7 Cash flow 50 18 74 26

8A Cash flow 65 3 96 4

8B Cash flow 55 13 81 19

9 Deferred expense 9 59 13 87

10 Accrued revenue 25 43 37 63

11 Cash flow 51 17 75 25

12 Accrued revenue 10 58 15 85

13 Cash flow 33 35 49 51

14 Accrued expense 46 22 68 32

15A Deferred expense 27 41 35 65

15B Accrued expense 24 44 35 65

16 Deferred expense 33 35 49 51

17 Accrued expense 54 14 79 21

18 Deferred expense 22 46 32 68

19 Accrued revenue 10 58 15 85

20 Cash flow 18 50 26 74
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Table IV demonstrates by each situation number the

income concept that is used for the accountants' answer: the

number of times the loan officer agreed or disagreed with

the accountant, as well as the percentage of agreement and

disagreement.

There were 1,496 (68 loan officers times 22 answers)

opportunities for the loan officer to agree with the accoun-

tant in this study. The loan officer agreed in 700 oppor-

tunities and disagreed in 796 opportunities. On a percentage

basis the loan officer agreed 46.8 per cent and disagreed

53.2 per cent with the accountant.

An analysis of the agreement-disagreement on an indivi-

dual conceptual basis reveals some interesting information.

There were twenty-two answers contained in twenty situations

in this study. The cash flow concept should have been used

to arrive at the answer in seven of the possible twenty-two

responses. In the analysis of the data concerning the cash

flow concept as the accountants' answer, there were 476 oppor-

tunities for agreement. The loan officer agreed in 303 of

the opportunities and disagreed in 173. This data, converted

to a percentage figure, indicates the loan officer agreed

with the accountant 63.7 per cent and disagreed 36.3 per cent.

The situation changes when deferred revenues and expenses is

the concept under consideration. This concept was selected

as the accountants' answer eight times. The loan officers

agreed with the accountant in 215 opportunities and disagreed
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in 329 opportunities. This data, converted to percentage form,

is 39.5 per cent in agreement and 60.5 per cent in disagree-

ment. The concept of accrued revenue and expense was selected

as the accountants' answer in six of the twenty-two responses.

The loan officers agreed with the accountants' answer in 169

and disagreed in 239 of the 408 possible opportunities. This

data indicate that there were 41.4 per cent of the loan

officers in agreement with the accountant and 58.6 per cent

in disagreement. The remaining accountants' concept was

marginal revenue and expense. This concept was selected

in only one instance. Thirteen loan officers agreed with the

accountant's answer and fifty-five disagreed. This data con-

vert to percentages of 19.1 in agreement and 80.9 in dis-

agreement.

Basic to the accountant's measurement of income is the

recognition of accruals and deferrals. Considering the four-

teen situations where the loan officer was faced with the

alternatives, only 40.3 per cent gave an answer which agrees

with accounting rules. In addition, some of the literature

on income determination suggests that imputed costs should be

included in these calculations. The concept of imputed costs

was available for selection in three situations, which would

have permitted a possible sixty-six responses. There was a

total of five responses to this concept in the entire study.

The lack of use of this concept by the loan officers indicates

that they reject the concept of imputed costs.
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The result of these analyses indicate that there is

only one concept of income contained in the study in which

the accountant and the majority of loan officers agree.

This concept is cash flow. However, it should be recognized

that this is the only income concept which was available

for use in all twenty-two questions,as indicated earlier in

Table III, in this chapter.

The data presented above indicate that Hypothesis I is

supported by the study. The amount of disagreement as to

the income concept that should have been used by the loan

officers in their answers for each situation is too large

for any other conclusion to be drawn. The loan officers'

disagreement occurred in over half the opportunities avail-

able. However, the requirements which would indicate that

the hypothesis was supported or rejected have not been met,

due to the sample problem mentioned earlier.

Hypothesis II

The second hypothesis of this study stated: There is

a difference in the rules and concepts selected for use

in income determination, caused by the type of loan normally

processed by the loan officer when given the same data for

consideration. The attempt to relate the actual number

of times an income concept was used in this study to this

hypothesis presents a severe problem. The problem is

caused by the wide difference in the number of loan officers



61

of each type included in this study, The number of officers

in each class ranges from one to sixteen, as shown in Table II

in Chapter II. A solution to this problem is to convert the

number of responses for each income concept given by each

class of loan officer to a percentage, by using a ratio of

the number of responses for each income concept by each class

of loan officer to the total number of responses for the

particular loan officer class. This problem recurs in

Hypothesis III and IV, and the same solution will be used

in that discussion. This approach of using the percentage

of responses by various classes of groups in the sample

creates a problem. The problem is caused by the percentage

values that occur when the groups contain only one or two

respondents, because there are cases when a few responses

by the single respondent give a much higher percentage

answer than is the same case for larger groups. These

instances will be pointed out in the discussion, so that

the information presented will not be misleading.

The percentage values for the number of responses

for each income concept by class of loan officer are pre-

sented in Table V.
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TABLE V

A COMPARISON OF RESPONSES BASED UPON
CLASS OF LOAN OFFICER
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Commercial 1.4 38.6 5.4 16.8 14.7 .9 5.1 8.0

Installment 2.0 392.0 7114.3 10.4 5.9 2.3 .3 19.

Real Estate 1.7 34.7 4.5 21.0 15.9 10.2 4.5 .5 6.8

International 2.3 50.0 6.8 9.1 13.6 4.5 2.3 2.3 9.1

National 3.0143.9 1.5 1.5 28.8 15.21 3.0 3.0

Agricultural 2.3 27.3 29.5 18.2 13.6 4.5 4.5

Energy 2.3 8.6 2.3 29.6 20.5 4.5 2.3

Correspondent 3.0 43.2 3.0 .8 25.o8 11.4 5.3 .8 6.8

Leasing 45.5 4s5 27.3 9.1 4.5 9.1

Factoring 2.3 45.5 11.4 11.4 4.5 6.3 4.5 13.6

General 2.7 2.2 8.7 13.3 12.5 10.2 2.3 1.1 17.0

The difference in the percentage of use of

income concept varies from concept to concept.

any

The

specific

amount of

difference for appreciation in value is from 1.4 to 3.0 per

cent,or a difference of 1.6 per cent. The two extremes of

this range are found in three classes of loan officers: the

Commercial, the Correspondent, and/or the National. The Real

Estate class of loan officer also had a low response of 1.7

per cent to this concept. There was a minimum of three
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respondents in each of the classes which had extreme per-

centages.

The per cent of use of the concept of cash flow ranges

from 27.7 to 50. The high and low extremes in this instance

are caused by a class of loan officers which contained two

respondents. These were the International and Agricultural

loan officer classes. There was not a class of loan officer

which had a percentage difference greater than 4.9 per cent

when compared to the class with the next higher or lower

percentage value. This amount of difference could indicate

a significant difference in a large number of answers, but

in this particular case the difference is caused by responses

of the groups containing two respondents. A 4.9 per cent

variance in these groups is caused by a difference of one

answer and may or may not have any significance.

The only class of loan officers containing several

respondents which has a difference of several percentage

points from any other is the Real Estate group. Their

variance is 3.9 per cent lower than the Commercial officers

and 2.7 per cent higher than the General officer class.

However, all of the groups of loan officers which contain

eight or more respondents have percentage values for this

income concept which have a total difference of 6.8 per cent.

The percentage of responses to the income concept of

cash payout has a total difference of 9.9 per cent. The

extreme values responsible for this difference were caused
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by the percentage of responses from classes of loan officers

containing either two or three respondents. These were the

Factoring and National loan officers. The maximum difference

in responses when comparing the percentages to the next higher

or lower percentage is 2.7 per cent. The difference between

those groups containing eight or more loan officers is 1.7

per cent. This percentage difference is the equivalent of

the answer for this income concept.

The total percentage difference for the income concept,

gross receipts, is 29.5 per cent. The percentages of answers

given to this concept are clustered in four groups, containing

from one to five classes of loan officers which have large

percentage differences between them. The highest response

was from the Agricultural loan officers. The second highest

is from the Real Estate loan officers. The third group con-

sists of the Commercial, Installment, General, Factoring, and

International loan officers. The lowest group consists of

the Energy, Correspondent, and Leasing loan officers. With

the exception of the high group of loan officers, the dif-

ference between any adjacent value of percentage within a

group is 2.5 per cent or less. The percentage difference

between groups is 3.5, 4.2 and 7.6 per cent respectively.

The total percentage difference for the income concept

of deferred revenues and expenses is 25.1 per cent. The

percentage value of the responses for this income concept has

caused the sample to divide into three groups containing
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several classes of loan officers. The highest group of

responses has a minimum difference between answers of indi-

vidual loan officer classes of 1.5 per cent. This group

consists of the National, Energy, Correspondent, and Leasing

loan officers. The second group of answers has a maximum

difference of 2.3 per cent. This group consists of the

Commercial, Installment, Real Estate, International, Agricul-

tural, and General loan officers. The lowest percentage

response was given by the Factoring loan officers. There

are only two officers in this particular class. The dif-

ference between the lowest percentage response of one group

and the highest percentage response of the next is 7.6 and

5.9 respectively.

The total percentage difference for the income concept,

accrued revenues and expenses, is 16.0 per cent. However,

the highest response in the use of this concept is caused by

the response of the Energy loan officer class, which contains

only two officers. If this category is eliminated, the total

difference becomes 10.7 per cent. The difference between

any two categories if ranked and in sequence amounts to 2.3

per cent when the highest value is ignored. This difference

is caused by a change of one answer.

The total percentage difference for the income concept,

marginal revenues and expenses, is 3.0 per cent. The maximum

difference between loan officer classifications when ranked

sequentially for this concept amounts to 1.5 per cent. The
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number of classes of loan officers which gave the same per-

centage of responses for this concept is significant. Five

classes of loan officers used the concept 4.5 per cent and

three classes of loan officers used the concept 2.3 per cent.

The officer classes responding 4.5 per cent are Real Estate,

Agricultural, Energy, Leasing, and Factoring. The classes

responding 2.3 per cent were the Installment, National, and

General loan officers.

The total percentage difference for the income concept,

imputed costs, is 2.3 per cent. Only six classes of loan

officers used this concept, and the differences between

those loan officer classes is 2.0 per cent. However, the

difference is insignificant because there was only one answer

for this income concept in each class of loan officers that

responded to it.

The total percentage difference between classes of loan

officers, which was caused by the type of response that was

indeterminate, is 19.5 per cent. The highest difference

between the percentage of responses ranked sequentially by

percentage is 3.4 per cent. Because of the nature of the

answers in this category called indeterminate, any further

discussion of it will be postponed until the last section

of this chapter. All the indeterminate answers will be

analyzed in one group rather than by each individual section

of the chapter. The reason for ignoring the classification

until the last part of this chapter is that this category
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includes many different types of answers, including no answer

at all as a response from the loan officer.

The information collected regarding the use of concepts

based on past-loan-officer experience in other categories is

presented in Table VI.

TABLE VI

A COMPARISON OF THE RESPONSES BASED UPON THE
PAST EXPERIENCE OF LOAN OFFICERS
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Commercial 3.8 39.1 5.3 15.0 17.3 9.0 3.8 .8 6.0

Installment 1.1 34.7 6.3 20.5 14.8 9.7 5.2 .6 6.8

Real Estate 36.4 9.1 18.2 9.1 4.5 22.7

International 50.0 4.5 18.2 13.6 9.1 4.5

National 13.6 4.5 50.0 4.5 27.3

Agricultural

Energy 59.1 4.5 9.1 13.6 4.5 9.1

Correspondent 9.1 45.5 9.1 18.2 13.6 4.5

Leasing 54.6 9.1 4.5 11.4 6.8 2.3 11.4

Factoring

General 2.3 31.6 8.0 19.8 13.3 8.0 2.3 .8 14.1

This table illustrates the concepts of income used by

those loan officers who had been employed as loan officers,
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but in a different category than their current classification.

Thirty-three of the officers in the sample of sixty-eight

indicated prior experience in another category. Twelve of

these indicated an answer of "no specific type loan" which

is classified under the General loan category. It was

discovered after the interviews were concluded that some

loan officers had used this category to indicate general

banking experience which was not related to loans. The

other large loan categories were the Commercial and Install-

ment loan officers. A comparison of responses concerning

past and present employment reveals that these two categories

are usually the beginning positions for some banks. The

loan officers gain experience in these areas, after which

they are promoted to specialized loan positions. The dis-

persion of these officers is so widely spread that no signi-

ficant relationship could be found between past experience

and the answers given in a category for current employment.

The discussion of the concept of income used by various

classes of loan officers does corroborate that there is some

difference in the method of income determination, but it

does not indicate any pattern which would establish that

the concept of income that is used was caused by the type

of loan the officer processed.
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Hypothesis III

Hypothesis III states that outside factors such as

educational background or individual environmental factors

will cause some variety in the selection of the concepts

and rules used in income determination between loan offi-

cers assigned to process the same class of loan. An

original intention of this study was to determine if the

variations in responses in a particular class of loan

officer were caused by outside environmental factors.

However, when the interviews were completed and the amount

of reduction in the sample over what had been originally

selected was determined, this approach was abandoned. The

environmental factors were analyzed on an overall basis.

The reason for this decision was that there are too many

categories of loan officers with a very small number of

respondents. Any differences found in these categories

would be inconclusive because the sample is not large enough

for valid analysis.

Information was gathered concerning the following:

years of experience in processing loans, average size of

loan processed, parent's occupation, sex, marital status,

number of children currently receiving financial support

from parents, level of education, source of training in

financial analyses, age, race, religion, other sources of

income,and total family income.
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Responses Based on Sex, Race, and Other Sources 
of Income

Analyses of the responses for the questions concerning

sex, race,and other sources of income were inconclusive

because of the small number of responses received. The study

contains sixty-eight loan officer responses: sixty-six male

loan officers, two female loan officers, sixty-seven Caucasian

loan officers, one Negro loan officer. Thirty-one loan offi-

cers had other sources of income. There are some instances

where the data concerning race and sex seem to be significant,

based upon the answers received from the respondents; but

since there are only one Non-Caucasian and two women respon-

dents in the sample, these differences may be questionable.

The information concerning the percentage of time each income

concept was used in these three categories is tabulated in

Tables VII, VIII and IX.

TABLE VII

A COMPARISON OF RESPONSES BASED UPON
THE SEX OF THE RESPONDENT

C 4) 0
E 0 E

-10 E +) 0

0 P 1- C 0 C) I PW -I-a
o.HHa) :3 (DU0 0

o c 0
Sex .J3 o u0-i

MaleU.1r34 4 5.13.11.a96). . E1.

Fm5 9.9 .-a233L
0 > LL0.(D 0 C a0 0

Q) WU L : CA +) 4-

L C -C W) 0D C- C) :0(

0a-U U) 0 4- L 0. _0)

Male 2.1 38.4 5.6 13.8 15.6 9.6 3.8 .5 10.5

Female 25.0 9.1 1. 6.8 2.3 2.3 38.6
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TABLE III

A COMPARISON OF RESPONSES BASED UPON
THE RACE OF THE RESPONDENT

- +> -a - -
.- - - - - - -
C (
*r4 in W40

C 0. 0) 0 () 4J' -

o0P - C 0 C U0

-v-4) 4 -4 C - 0 C

-p :3 0 U ERace 000-V0U(rE
Hs 0, 13. 1if4

U0> LL 0.L 4W C 4) )
4) V) L -:3-P4J
L .C C U W ) L 0) :3

0-0. ) ) 0 4- 0 L 0CL

Caucasian 2.0 38.1 5.v8 13.6 15.4 9.5 3.7 11.*4

Negro 4.5 31.8 4.5 27.3 13.6 9.1 9.1

TABLE IX

A COMPARISON OF RESPONSES BASED UPON
SOURCES OF OUTSIDE INCOME

C 4-HU) i U) 4) I im

o -p -p 0 o cC 0. U 0 0U -' -
o 4J *H C C) C U 0

Outside .4)031 1 ' C 0 C
p:30 0 U l

Income 00 0 1 4W - - - ifE
64 0 4)L 0 V
N0> LuLtsCd)
4)m 4 1 . 74 4-. 4-9

L 0U) 4 L 0) 4)

0.(1U 0 4- U L 0.
0.L 0(D4) 0U 0 ifE

Has outside
income 2.6 38.6 4.1 12.0 18.5 12.5 4.1 .a4 7.2

No outside
income 1.e6 37.6 7.1 14.5 13.1 7.1 3.4 .6 4*9
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All the date in Tables VII, VIII and IX are presented

as percentages calculated by establishing a ratio 
of the

number of responses for each income concept for the category

of loan officer to the total number of responses of that

category.

Response bj Level of Experience

The data that were received concerning the number of

years the loan officers had been assessing loans versus the

income concept they had used in responding to the question

are presented in Table X.

TABLE X

A COMPARISON OF RESPONSES BASED UPON
YEARS OF EXPERIENCE

C00
.) E 0 E

0 0 E 0 U 0
C a- U 0 0 U -4' -P

Years-4 J C U C V) 0
Yas.H 0 : C 0 C

Experience 43 0 U fq
0 0 1 0E

*dO r-1 0 0 V 1 0a V0 L
U > LL . .L 40 C a) W
0 U) L :3 H 4J 4-

L zC -C U) 0 L 0) :3 0
0. U WU) 0 '- U L 0. '0

0 0 0 L 0 0 E C

Under 6 mo. 1.8 35.5 5.5 16.4 18.2 8.2 5.5 .9 8.2

6 mo. to 1 yr. 43.2 13.6 6.8 11.4 9.1 2.3 13.6

1 to 2 yrs. 2.3 40.9 1.7 4.0 25.0 14.2 5.1 1.1 5.7

2 to 3 yrs. 3.0 38.3 1.5 15.0 18.8 18.8 3.8 .8 8.3

3 to 5 yrs. 1.5 36.9 2.5 21.7 15.7 10.1 3.5 1.0 7.6

5 to 10 yrs. 1.6 34.4 7.2 17.1 11.5 9.1 3.2 .5 15.2

Over 10 yrs. 2.6 40.3 8.0 9.7 14.1 8.0 3.5 13.4
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The total percentage variation for each income concept

when the data are classified according to the number of years

experience ranges from 0.6 per cent for marginal revenue and

expenses to 17.7 per cent for gross receipts. However, a

review of the raw data received indicated that a change of

four responses or less was responsible for the wide range in

the difference for the income concepts of appreciation in

value, cash payout, marginal revenue and expenses, and imputed

costs. Therefore, the difference for these concepts will not

be discussed. Also, those answers classified as indeterminate

will be discussed later in the chapter, as was stated in the

discussion for Hypothesis II.

The total percentage difference for the income concept,

cash flow, is 3.8 per cent. The categories which give the

high and low extreme values for this concept are the experi-

ence levels of six months to one year and five to ten years.

There are only two respondents in the category for six months

to one year. The maximum difference between any two cate-

gories when ranked numerically is 2.4 per cent. This maximum

is caused by the category of the experience level of six

months to one year; otherwise, the difference is 2.0 per cent

or less.

The total difference in the percentages for the income

concept of gross receipts is 17.7 per cent. The experience

levels which contained the high and low extreme values were

three to five years and one to two years. The difference
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in percentage between experience levels when they are ranked

numerically is dispersed. The difference ranges from a high

of 5.3 to a low of 2.8 per cent. There is a difference of

approximately 3 per cent or more between all the categories

except three. The difference between the experience level

of five to ten years and under six months is 0.7 per cent,

and the difference between under six months and two to three

years is 1.4 per cent. There are five respondents each with

experience levels of under six months and two to three years.

Eighteen respondents are in the experience level of five to

ten years. The data do not indicate any particular pattern

for the differences in variation.

The total amount of difference for the income concept

of deferred revenues and expenses is 13.5 per cent. The

maximum and minimum percentages are the responses of the

experience levels of one to two years and six months to one

year. The difference in percentages between experience

levels, when ranked numerically, is again widely dispersed.

The greatest difference is between experience levels of

one to two years and two to three years, amounting to 6.2

per cent. The groups that have the least amount of difference

are six months to one year and five to ten years. The dif-

ference between these two groups is 0.1 per cent. Also,these

four groups are at opposite ends of the spectrum. The groups

one to two years and two to three years used this income

concept most of all the experience levels and the groups six
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months to one year and from five to ten years used the con-

cept the least. The difference between the remaining groups

ranges from 0.6 to 2.6 per cent.

The total percentage difference for the concept of

accrued revenues and expenses is 6.2 per cent. The high

and low extreme values are given by the responses for the

experience levels one to two years and over ten years.

The only difference which is in excess of 1.0 per cent,

when the experience levels are ranked according to percent-

age value, is the one between experience levels one to two

years and two to three years. This variance is 3.7 per

cent and is between the two highest percentage values for

this concept.

A review of the analysis of the data presented in this

section of the chapter indicates that only one level of

experience may have any implications for this study. That

implication is that the highest use of the deferral and

accrual process occurred in the experience level of one to

two years and that the next highest usage is the experience

level two to three years. However, the largest amount of

variance in percentage when the groups are ranked according

to the responses under these concepts is between the two

groups. Whether this information has any significance or

not cannot be determined by the data obtained for this study.

Otherwise, there does not appear to be any income concept
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related to a specific experience level.

Responsesbthe Average Loan Size Assessed

The information relating the percentage of responses

by income concept to the average loan size 
assessed is illus-

trated in Table XI.

TABLE XI

A COMPARISON OF RESPONSES BASED
AVERAGE LOAN SIZE ASSESSED

UPON

c

- - - -0cc
Average .4a a) 1 C 1 0 c

Loan Size 4J 0 :) -3E
0o00>0(tL

0> 3 4 1). C. )
4 1 .) L 

4. 1 44J44J L r c UW a) L )a

03,0 0t4 L CL
$. 4 0 L (D4 4 0 E c

$500 to
$1,000 22.7 72.7 4.5

$10,000 to
$2,000 3.0 30.3 45 18.2 10.6 3.0 30.3

$2,000 to
$,3,000 4.6 13.06 4.5 31.8 4.5 4.5 36.4

$3,000 to11
$5,000 1.7 47.7 9.7 15.9 7.4 4.5 3.4 9.7

$5,000 to
$10,000 1.1 37.5 10.2 8.0 18.2 9.1 1.1 .1 13.6

$10,000 to
$20,000 1.s5 46.2 8.3 6.1 12.9 6.8 4.6 .8 12.9

$20,000 toI
$50,000 1.7 45.9 4.8 12.2 11.6 7.5 2.7 s7 12.9

$50,000 to
$100,000 2.5 38.0 7*4 11.6 16.1 10.3 5.4 .4 8.3

$100,000 to
$500,000 1.6 35.4 2.3 20.1 16.6 12.7 3.9 .3 7.1

Over
$500,000 2.9 43.4 2.9 1.1 26.9 13.1 4.6 1.1 4.0
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There are two concepts under this classification of

data which do not require a great deal of analysis. These

concepts are appreciation in value and imputed costs. The

reason for eliminating these concepts from the analysis is

that any difference in the percentage of use is caused by

a difference of plus or minus one or plus or minus two

( 1 or 2) responses in the entire concept.

The total percentage of difference for the concept

of cash flow is 24.1 per cent. The high and low extreme

values are for the average loan sizes of $3,000 to $5,000

and $2,000 to $3,000 respectively. The class $2,000 to

$3,000 only contains two respondents, and only two of their

actual responses were given for this concept.

If this category is ignored, the total difference

becomes 25 per cent, with the category $500 to $1,000 becoming

the low extreme. This category contains only one respondent,

who gave five responses to this concept. Elimination of this

category would reduce the total difference to 17.7 per cent.

The balance of the categories have at least twenty actual

responses for the concept. The maximum difference between

categories when they are ranked according to percentage value

is 5.4 per cent. The minimum difference is 0.3 per cent.

However, there are two differences in excess of 5 per cent

and two in excess of 2 per cent.

The income concept of cash payout has a total per-

centage difference of 7.9 per cent. These high and low
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extremes are the percentages of responses given by the

categories $5,000 to $10,000 and $100,000 to $500,000 res-

pectively. The maximum difference between the categories

ranked according to percentage value is 2.6 per cent. This

difference is caused by a difference of four actual answers

between the categories $20,000 to $50,000 and $50,000 to

$100,000. A review of the differences in actual responses

by each category indicates that none of the differences for

this concept are significant.

The income concept of gross receipts has a total

difference of 71.6 per cent. However, this difference is

misleading because it is caused by the difference between

the category over $500,000 and the category $500 to $1,000.

The category $500 to $1,000 has only one respondent,who

used this concept for 72.7 per cent of his responses. The

total difference would remain greater than 6 per cent for

all comparisons, unless the lowest extreme is removed from

consideration. This category is for loan sizes of over

$500,000, and the 1.1 per cent of responses is significant

because this category contains seven respondents. The

category for loan size $2,000 to $3,000 used this concept

for 31.8 per cent of the responses in the category. This

category contains only two respondents. The respondents

used this concept for fourteen responses. The differences

between the other categories when ranked according to per-

centage value are all less than 4.3 per cent.
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The income concept of deferred revenues and expenses

has a total percentage difference of 22.4 per cent. The high

extreme of this concept is the category for over $500,000

and the low extreme is for the category $2,000 to $3,000.

The low category, $2,000 to $3,000, contains only two res-

pondents, and they used this concept twice, The next lowest

category is $3,000 to $5,000; the percentage difference,

when this category is used as a low extreme, is 19.5 per

cent. This category has the high percentage value for the

concept, cash flow. The category over $500,000 used this

concept for 26.9 per cent of their responses, which is 8.7

per cent more than any other group under this concept. The

other differences are 3.2 per cent or less between ranked

categories.

The total percentage difference for the income concept

of accrued revenues and expenses is 8.6 per cent,with the

high extreme caused by the category over $500,000. The low

extreme falls in two categories with the same value. These

categories are $2,000 to $3,000 and $3,000 to $5,000. The

category $2,000 to $3,000 again only gave two responses to

this concept. The category $3,000 to $5,000 is the high

extreme for the concept of cash flow. All of the dif-

ferences between categories, when ranked according to per-

centage value, are 2.3 per cent or less.

The total difference for the concept of marginal

revenue and expenses is 4.3 per cent. However, this
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difference is caused by the low extreme category, $5,000 to

$10,000,which contains only one response. The difference

is 2.7 per cent if this response is ignored. The differences

between categories ranked to percentage value are all 
less

than 0.3 per cent,

The information provided by this analysis indicates

that the individuals who process loans with an average 
size

of $3,000 to $5,000 gave the highest response to the concept

of cash flow, but they also had three other categories within

4.3 percentage points. The highest response to the concept

of gross receipts, other than the category of $500 to $1,000,

which contained one respondent, was the category $2,000 to

$3,000,which was higher than any other category for this

concept by 11.7 per cent. The concepts, deferred revenues

and expenses and accrued revenues and expenses, received the

highest percentage of responses from the category over

$500,000; and their responses for deferred revenues and

expenses were 8.7 per cent higher than any other category.

Responses b Parent's Occupation

The next environmental factor that was researched

was that of parent's occupation. The percentage of res-

ponses for each income concept in relation to the total

responses for each occupation is illustrated in Table XII.
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TABLE XII

A COMPARISON OF RESPONSES BASED UPON

PARENT' S OCCUPATION

C
. 0c E 0

Parent'sP3 0 - E

Occupation 0f' cr

W 0 +-U 
- -

Professional 2.3 38.6 5.1 13.1 19.9 10.0 4.6 .6 5.1

M a n a g e r 
s !_0l4 

o 6

Executive 3.5 38.2 4.0 5.6 17.9 11.8 4.6 .3 14.2

Owner/.2
Proprietor 1.8 37.4 5.7 18.8 13.8 9.7 3.4 .2 9.3

Pr3priet4r10.0

Laborer 1.3 41.3 9.2 18.3 10.8 5.4 3.3 .4 10.0

Government

employee! 43.2 4.5 27.3 15.9 4.5 2.3 2.3
Military*

Clerical 2.3 11.4 6.8 11.4 2.3 65.9

Salesman 1.5 34.8 9.1 4.5 13.6 7.6 4.6 24.2

Housewife 39.4 6.1 19.7 16.6 7.6 1.5 3.0 6.0

There are three income concepts 
which do not require

further analysis in this classification of the data. These

concepts are appreciation in value, marginal revenue, and

expense and imputed costs. The reasons for ignoring these

concepts are that the amounts 
of variation in the percentages

are very small and the addition or subtraction of one answer

to either the high or low amount of responses will eliminate

the difference.
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The percentage of responses for the income concept,

cash flow, ranges from 41.3 to 11.4 per cent. This range

results gives a difference in percentage of 29.9 per cent.

The high extreme value is the value for parent's occupation

of government employee/military, and the low extreme is

caused by the occupation, clerical. The low value category

contained two respondents; however, 65.9 per cent of the

responses for this category were indeterminate. 
The dif-

ference in percentages reduces to 8.4 per cent with the

elimination of the clerical category. The amount of change

in percentage between categories, when they 
are ranked

according to percentage value, is less than 2.0 per cent

with the exception of the difference between manager/

executive and salesman. The salesman category has the

second lowest percentage value of all the classifications,

but it contains only three respondents.

The range in percentage of responses for the income

concept of cash payout is from a high value of 9.2 per cent

to a low of 4.0 per cent,which gives a difference of 5.2

per cent. The classes of respondents divided into two

groups under this concept: the first contained classes

made up of eight or more respondents and consisted of the

occupations professional, manager/executive, owner/pro-

prietor and laborer; the second group contained the classes

with either two or three respondents and consisted of the

other four occupations.
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The responses indicate that one classification in

each group gave over 9.0 per cent of responses to this

concept and that the next lower category differed by at

least 3.0 per cent. Also, there were two or more cate-

gories in the lower extreme with slight differences 
in

their responses.

The percentage values of responses given for the

income concept of gross receipts ranged from 19.7 to 4.5

per cent. The difference amounts to 15.2 per cent. This

concept also shows the grouping of classes discussed for

the concept, cash payout. Both the high and low extreme

percentages for this concept are values for the categories

containing three respondents. These are the categories

for housewife and government employee/military. An analysis

of the categories with eight or more respondents indicates

the same pattern of high and low percentage of responses.

The owner/proprietor classification gave 18.8 per cent

responses for the concept while the manager/executive gave

5.6 per cent. This range gives a difference of 13.2 per

cent, which indicates a similarity of responses between both

groups of respondents.

The responses for the income concept, deferred revenues

and expenses, follow the same pattern as that discussed for

cash payout and gross receipts. The range for the group of

categories with three or less respondents is from 27.3 to

11.4 per cent. The range for the group of categories
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containing several respondents is from 19.9 to 10.8 per cent.

The same relationship holds true for the income concept,

accrued revenues and expenses. The range for the large

group of respondents is from 11.8 to 5.4 per cent, while the

range for the small group is 15.9 to 2.3 per cent. Another

interesting fact is that the government employee/military

classification gave the highest percentage of responses

for both deferred revenues and expenses and accrued revenues

and expenses for the small group. The same pattern was not

true for the large group. The classification, professional,

gave the highest percentage of responses for deferred

revenues and expenses, although it gave the second highest

percentage of responses for accrued revenues and expenses.

The duplicate patterns for two separate groups of

respondents, indicated in the above analysis, seem to point

out that the parental occupation of the respondents is not

a causal factor in the selection of income concepts.

Response b Marital Status

The information concerning the percentage of responses

to an income concept as a ratio to the total responses for

the same classification, when the data is classified by

marital status, is shown in Table XIII.
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TABLE XIII

A COMPARISON OF RESPONSES BASED UPON

THE MARITAL STATUS OF RESPONDENT

0JU0 0
CL 0 0 U _P _

o 4J I'H C 1 U C 1 ) 0

Marital+- 0 C3 00 -

Status O4 o 0 o > )E 'HO '~ 00 V0 V L
r 7. 0.3 1 L 0 C . 0

0ig4 5136 , 1 6 4 H 2
L -C ) 0C 0) 0

0a- UW Un 0 4- o L 0 'a

0.L 0 L 40 U 0 E C

Married 2.1 37.9 5.3 13.6 15.8 9.7 3.8 .5 11.3

Single 45.5 13.6 2.3 13.6 4.6 2.3 2.3 15.9

Divorced 50.0 13.6 13.6 9.1 4.6 4.6 4.6

An analysis of the data when classified according to

marital status is a problem. The sample in this study con-

tained sixty-five married individuals, two single individuals,

and one divorced individual. The divorced individual gave

responses which were the high or low extreme in all cases

except for marginal revenue and expense, but this fact is

misleading. The single category contained one response to

marginal revenue and expense, as did the divorced category,

and the difference in percentage is caused by the additional

respondent in the single category. While the responses in

the divorced and single categories give some idea of the

response pattern of the specific individuals contained in

the sample, it is doubtful if this information is useful

for comparison purposes.
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Response by Number of Children

The information concerning the percentage of responses

to an income concept, when classified by the number of children

for whom a respondent is currently providing financial support,

is presented in Table XIV.

TABLE XIV

A COMPARISON OF RESPONSES BASED UPON

NUMBER OF CHILDREN FOR WHICH THE

RESPONDENT PROVIDES SUPPORT

C
0 E 0 W) (1

Ca 0 0 - 4 J

Number of0cC 0 Cc
Children - o3 3u00

0 404 12 01 E
HO r-1 0 0) 0(0 -a L

0> L a) C (Dl (0
0 ) L : 4-' -P

L -C -C U a ) L 0) :3 )
a WU U) 0 4- 0 L a. -
a C3 L 0(D C) 0 E C

None 2.4 37.1 6.7 7.2 16.5 9.6 4.8 .5 15.3

One 1.2 43.3 7.6 11.8 14.9 10.6 3.0 .6 7.0

Two 2.4 32.3 4.5 16.0 17.3 9.3 3.5 .7 14.1

Three 2.0 40.4 5.1 28.3 9.1 6.1 2.0 .5 6.6

Four 2.3 47.7 2.3 1.1 19.3 14.8 6.8 4.7

The income concepts,which have significant differences

in the percentage of responses and require further analysis,

are cash flow, gross receipts, deferred revenue and expense,

and accrued revenue and expense. The reasons for elimination

of the other concepts are that the percentage differences

are very small and are caused by a difference of one or two
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respondents between the low and high extreme 
values. The

analysis of the concept, cash flow, shows that each category

varied from the next when ranked in percentage order from 3.0

to 4.8 per cent. Cash flow does contribute to a major finding

for this classification; but it is in conjunction with other

concepts, and the discussion will be postponed to the last

of this section.

The range in percentage of responses for the concept,

gross receipts, is from 28.3 to 1.1 per cent. The category

with the highest percentage of response is that of three

children. The category with the lowest is that of four

children. This category gave only one response to this

concept. The high percentage exceeds any other by at least

12.3 per cent. The remaining three categories are within

9.0 percentage points of each other.

The high and low extremes for both deferred revenues

and expenses and accrued revenues and expenses are caused by

the same two classifications. The high extreme is the cate-

gory of four children, which gave 19.3 per cent of its res-

ponses to deferred revenues and expenses and 
14.8 per cent of

its responses to accrued revenues and expenses. The low

extreme was given by the category for three children, with 9.1

per cent responses for deferred revenues and expenses and 6.1

per cent for accrued revenues and expenses. The differences

between the other categories are less than 3.0 per cent for

the deferred concept and 1.0 per cent or less for the accrued

concept.
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The interesting indication from this classification is

that the highest use of cash flow, deferred revenues and ex-

penses, and accrued revenues and expenses came from the group

of respondents with four children. This group gave the lowest

responses to cash payout and gross receipts. On the other

hand, the group with three children gave the highest amount

of responses to gross receipts and were at least 12 per cent

greater in the concept's use than the next highest group.

Response by Formal Education

The percentage of responses to an income concept, when

classified according to the amount of formal education the

respondent has completed, is presented in Table XV.

TABLE XV

A COMPARISON OF RESPONSES BASED UPON
LEVEL OF FORMAL EDUCATION

C W (DI
.E4 E E
4) 0 E0 U) (

0 Co C ) 0

Level of 
-

C 0 C
Education 000 -r

Sor-a 406136 1L
C> LL L a C (D )

Gdu) 3 9 1 .7 17.
L -C r W) a) L 0C3])

7ome'Hg

College 2.7 37.2 8.0 16.6 11.0 7.5 3.2 .5 13.4

College

Graduate 1.3 39.9 4.0 12.4 1.9 9.9 3.8 .3 11.1

Some Graduate

Work 1.5 35.2 6.1 19.3 13.6 8.7 3.4 .8 11.4

Graduate

Degree 2.5 42.0 2.1 7.7 22.0 12.9 4.2 .7 5.9
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Two of the income concepts have such small differences

in the percentage of responses that further analysis is un-

necessary. These concepts are appreciation 
in value and

imputed costs. The concept of marginal income would be classi-

fied the same, except for one category, which is Some High

School. Its percentage of response is approximately 10 per

cent higher than any of the others, which is probably not

significant because there is only one respondent in the cate-

gory who gave fewer answers 
for this concept than any other

classification.

The percentage of responses for the income concept, cash

flow, range from 42.0 to 32.5 per cent when the responses are

classified in this manner. The high value is for the classi-

fication of Graduate Degree and the low value is for the

classification of High School Graduate. The maximum difference

between categories, when the percentages 
are ranked as to

value, is 2.7 per cent.

The percentage range for the concept, cash payout, is

from 18.2 to 2.1 per cent. The high value of responses for

this concept is misleading because there is only one respon-

dent in the category who represents the educational level of

Some High School. The respondent used this concept four times.

All the other categories used the concept on more occasions,

but they contain more respondents. The difference between

high and low categories would be reduced 
to 7.0 per cent if

this value were ignored. Under these conditions the maximum

I
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difference between categories, when ranked according to the

percentage of responses, is 2.1 per cent. The low percentage

of responses for this classification is from the group of

respondents with graduate degrees.

The range of percentage of responses for the concept

of gross receipts is from 19.3 to 4.6 per cent. However, the

low value is from the category, Some High School, which only

contains one respondent. The next lowest percentage of

responses is from the category, Graduate Degree, with a

value of 7.7 per cent. The difference in percentage of

responses between individual categories, when ranked in

descending order, varies from 4.4 to 0.7 per cent. The

highest percentage of responses was from the category, Some

Graduate Work.

An analysis of the concepts deferred revenues and ex-

penses and accrued revenues and expenses indicates that they

should be considered together. The reason for this grouping

is that the categories with the high and low percentage of

responses are the same for both concepts, and the intermediate

values move one position up or down in relation to each other

for the two concepts. The high percentage of responses for

both concepts is given by the category, Graduate Degree. This

category used the deferred concept 22.0 per cent and the

accrual concept 12.9 per cent. The lowest percentage of

responses was from the category, Some College. These respon-

dents used the deferred concept 11.0 per cent and the accrued
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concept 7.5 per cent.

There is a similarity between this classification of

the data and the last, Number of Children. The category

which had the highest percentage of responses for the concept,

cash flow, also had the highest percentage of responses for

deferred revenues and expenses and accrued revenues and

expenses.

Response by Source of Financial Training

The percentage of responses to an income concept, when

it is classified according to the source of training in

financial analysis, is presented in Table XVI.

TABLE XVI

A COMPARISON OF RESPONSES BASED UPON
THE SOURCE OF TRAINING IN

FINANCIAL ANALYSIS

C
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College

Courses 2.7 38.3 5.3 11.0 17.1 10.6 3.8 1.1 10.2

Banking
Institutes 2.5 36.6 4.8 15.4 15.9 10.7 4.3 .4 9.6

Continuining
Education

Courses 2.3 40.9 2.3 27.3 6.8 20.5

On the Job
Training .9 39.1 5.9 8.2 19.6 9.1 3.6 13.6

Other 46.6 15.9 17.1 4.6 4.5 2.3 1.1 8.0
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It may appear from the discussion of the percentage of

responses by income concept for this classification that the

methodology used in analyzing the data has been changed, but

such is not the case. The manner of presentation has been

changed because the pattern of responses changed in this

classification. The indication is that one or more cate-

gories are separated from the remaining by more than 9.0 per

cent in three cases and more than 4.5 per cent in two others.

The highest percentage of responses to the concept of

cash flow was given by the group who stated they received

their training in financial analysis from Other Sources.

Their usage was 5.7 per cent greater than any other group

using this concept. The lowest usage of this concept came

from those who stated the source of their training in finan-

cial analysis was the banking institutes. The highest per-

centage of responses, using the concept of cash payout, was

from the Other group as well; and their usage was 10 per cent

higher than any other group of respondents. The highest per-

centage of the use of gross receipts was from the group who

stated their source of training in financial analysis was

Continuing Education Courses, and the responses from this group

were 10.2 per cent higher than any other for this concept.

The highest usage of the concept of deferred revenues and

expenses was made by the group who stated they received their

training in financial analysis On The Job. This group was

closely followed by the groups for College Courses and
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Banking Institutes. The lowest usage of this concept was by

the groups for Continuing Education Courses, and these groups

were separated from the highest users by 9.1 per cent. The

highest response for the concept, accrued revenues and ex-

penses, came from the group for Banking Institutes, followed

by the group for College Courses. There is only a 0.1 per

cent difference between these two groups. The Other group

gave the lowest response for this concept. The Continuing

Education Course group gave no responses for this concept.

The conclusion that can be drawn from this data is

that college courses and banking institutes aid the respon-

dents somewhat in the use of deferral and accrual concepts of

income, but surprisingly, on-the-job training results in a

greater use of accrual accounting.

ResponsebIAge

The percentage of responses for each income concept

when classified according to the age of the respondent is

presented in Table XVII. The percentage of responses for

the concepts of income, appreciation in value, cash payout,

marginal income, and imputed costs will not be discussed in

detail in this section because of the small amount of dif-

ference in the responses. At first glance it does appear

that appreciation in value has a rather large difference

for the category, Over 65, but this category has only one

respondent and the percentage is based on the two responses

he gave for this concept.
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TABLE XVII

A COMPARISON OF RESPONSES BASED UPON
THE AGE OF THE RESPONDENT
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18 - 25 1.5 44.6 7.7 1.5 24.6 9.2 3.1 1.5 6.2

26 - 35 2.2 37.2 5.1 12.9 16.3 9.7 4.1 .6 11.9

36 - 45 2.0 40.6 5.1 12.5 14.5 11.7 2.8 .6 10.2

46 - 55 1.2 38.4 8.3 15.7 11.6 5.4 4.1 .4 14.9

56 - 65 2.3 34.1 5.3 21.2 16.7 9.1 3.0 8.3

Over 65 9.1 11.7 4.5 4.5 22.7 22.7 4.5 9.1

The difference in the percentage of responses for the

concept, cash flow, is 21.9 per cent. The high extreme of 44.6

per cent was caused by the responses for the age group 18 to

25. The low extreme of 22.7 per cent was caused by the res-

ponses of the age group Over 65. As was stated earlier, this

group contains only one respondent and may not be a true

reflection for comparison purposes. The difference for this

concept, ignoring the Over 65 age group, becomes 10.5 per

cent, with the responses of 34.1 per cent from the 56-65 age

group becoming the low extreme. The differences between groups

when ranked in descending order range from 4.0 to 1.2 per cent.
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The percentage of responses for the concept of gross

receipts ranges from 21.2 to 1.5 per cent. This range is a

difference of 19.7 per cent. The high percentage value is

for the age group of 56-65, and the low value is for the age

group 18-25. There is more variance between categories for

this classification than has been the case in the other

analyses to this point. The differences range from 8.0 to

0.4 per cent with differences of 4.0 per cent and greater

between three of the five categories.

The percentage of responses for the concept deferred

revenues and expenses ranges from 24.6 to 11.6 per cent. The

high percentage for this concept was from the age group 18-25.

The low percentage was from the age group 46-55. The dif-

ferences between age group categories when ranked in descending

order range from 6.0 to 0.4 per cent. However, the 6.0 per

cent difference is between the second highest category and the

remainder of the age groups.

The percentage of responses for the concept of accrued

revenues and expenses ranges from 22.7 to 5.4 per cent. The

highest percentage of responses is from the group Over 65.

The problem with this group's responses has been discussed

earlier in this section. The second highest group of res-

ponses for this concept is from the age group 36-45. The

lowest percentage of responses is from the age group 46-55.

The differences between age groups when ranked by descending

percentages range from 11.0 to 0.1 per cent. However, the
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11.0 per cent difference is between the highest and second

highest groups. Other than for this difference, the variance

is from 3.7 to 0.1 per cent.

One interesting indication of this analysis is that

for the concepts of gross receipts and deferred revenues and

expenses, the age groups 18-25 and Over 65 followed the same

pattern; and the percentage of responses differed only

slightly.

Responses b Religious Preference

The percentage of responses for each income concept

when classified according to the religious preference of the

respondent is presented in Table XVIII.

TABLE XVIII

A COMPARISON OF RESPONSES BASED UPON
RELIGIOUS PREFERENCE OF RESPONDENT
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Protestant 2.1 37.1 6.3 12.4 15.7 9.5 3.7 .7 12.6

Catholic 1.9 45.8 4.6 10.6 14.8 9.8 4.5 8.0

Episcopal/
Orthodox 1.8 30.0 2.7 32.7 16.4 7.3 1.8 .9 6.4

Jewish 36.4 9.1 4.5 18.2 9.1 22.7

Other 4.5 31.8 13.6 18.2 9.1 4.5 18.2

Agnostic 4.5 36.4 27.3 22.7 9.1
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A review of the percentage of responses for the concepts

of income when classified according to religious preference

has one interesting attribute. The range in difference of

responses from concept to concept is approximately the same

as has been reported for all the factors used to this point

in the evaluation of Hypothesis III. The interesting point

of this classification of the data is the amount by which the

highest value exceeds all the other categories for the same

concept. The high value for cash flow was the percentage of

responses given by the Catholics, which was 45.8 per cent.

The next category's value was 37.1 per cent, for a difference

of 8.7 per cent. The maximum difference between two adjacent

categories in descending order was 4.6 per cent. The high

value for cash payout was 13.6 per cent given by the category,

Other. This response was 4.5 per cent greater than the next

category when listed in descending order of percentage. The

next highest difference between categories for this concept

was 2.8 per cent. The same condition is true of the balance

of the concepts. The high value for gross receipts was 32.7

per cent, which was 24.5 per cent higher than the next category.

This response came from the Episcopal/Orthodox category. The

high value for deferred revenues and expenses was 27.3 per cent

and exceeded the next high value by 9.1 per cent. The high

value for accrued revenues and expenses was 22.7 per cent

and exceeded the next high value by 12.9 per cent. The high

value for marginal revenues and expenses was 9.1 per cent and
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exceeded the next high value by 4.6 per cent. The high value

for the last three concepts discussed were from the Agnostic

responses.

The pattern mentioned above may or may not have any

significance, but there is insufficient information to make

that determination.

Responses bz Income Level

The percentage of responses for each income concept when

classified according to family income level is presented in

Table XIX.

TABLE XIX

A COMPARISON OF RESPONSES BASED UPON
INCOME LEVEL OF RESPONDENT
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No Response 1.3 36.4 5.8 17.5 16.9 9.7 3.3 9.1

$7,500 to
$10,000 40.9 9.1 13.6 4.6 4.6 27.3

$10,000 to

$15,000 2.3 47.7 4.5 4.5 15.9 9.1 6.8 9.1
$15,000 to

$20,000 3.6 32.3 4.1 22.3 13.2 7.7 3.2 .5 13.2
$20,000 to

$25,000 1.7 40.0 6.5 12.3 14.7 8.9 3.5 .9 11.5

Over $25,000 2.0 37.4 5.7 8.4 16.7 0,.8 4.0 .5 14.5
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The percentage differences between the various cate-

gories for the concepts of appreciation in value, cash payout,

deferred revenues and expenses, marginal revenues and expenses,

and imputed costs are sufficiently small to eliminate the

concepts from further analysis in this classification of the

data.

The percentages of responses for the concept, cash

flow, range from 47.7 per cent to 32.3 per cent. The highest

value was from the group whose income level was from $10,000

to $15,000. The lowest value was from the group whose income

was from $15,000 to $20,000. The difference between any two

income levels when ranked according to percentage value is

less than 3.0 per cent except for the highest two percentage

values. Their difference is 6.8 per cent.

The difference in the percentage of responses for the

concept of gross receipts is 17.8 per cent. The highest

percentage of responses is from the income level of $15,000

to $20,000 and the lowest value from the income level of

$10,000 to $15,000. The difference in percentage of responses

between any two income levels, when ranked by percentage,

ranges from 5.2 to 3.9 per cent.

The range of percentage of responses for the concept

accrued revenues and expenses is from 10.8 to 4.6 per cent.

The 4.6 per cent response is for the income level of $7,500

to $10,000. This income level contains only one respondent,

who gave only one response to this concept. The remaining
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income levels are within 3.1 per cent of each other. This

small difference would be caused by the change of one answer

per income level to or away from this concept.

Conclusion

The analysis of the ten personal and environmental

factors has brought out the interesting points for each fac-

tor. However, the relationship of these factors to the use

of a certain concept of income is not readily apparent. The

income concepts--cash flow, cash payout, gross receipts,

deferred revenues and expenses and accrued revenues and

expenses--had rather large percentage variations in their

responses for many of the factors being investigated. This

repetition of large percentage differences for those income

concepts is assumed to indicate that none of the personal

and environmental factors measured had a unique causal

relationship in the selection of an income concept.

Hypothesis IV

The last hypothesis of this study, as stated in Chapter I,

is this: bank policy, as understood by the individual loan

officer, will have some effect upon the rules and concepts he

selects to use in income determination. To determine whether

this hypothesis was valid, the loan officers were asked what

they understood the bank loan policy to be, and their res-

ponses were classified according to the income concepts they

used in answering the questions in each of the situations.
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The results of this classification are presented in Table XX.

TABLE XX

A COMPARISON OF RESPONSES BASED UPON
BANK LOAN POLICY
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Conservative 1.7 40.2 9.1 15.0 10.8 8.0 2.8 1.4 10.8

Conservative
to Moderate 2.3 38.4 4.5 12.8 15.9 10.1 4.1 .2 11.6

Moderate 2.1 35.7 4.9 14.0 17.8 10.6 3.7 .5 10.9

Moderate to
Liberal 1.5 50.0 9.1 3.0 12.1 1.5 6.1 16,7

This table indicates the percentage of responses for

each income concept as a ratio to the total responses for each

level of loan policy. The categories of loan policy are

stated as levels in the table.

The percentage of responses for each income concept

except for appreciation in value and imputed costs have total

differences of several percentage points. However, they all

have a common characteristic. Three of the four policy levels

are clustered close together, but the fourth is separated by

6.5 to 9.8 per cent. This one policy level is the moderate
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to liberal policy level. There are three respondents in

this level. All the other levels contain at least thirteen

respondents. It is probably this difference that has caused

the variation.

The data presented in Table XX follow the same patterns

as did the data as classified for the ten factors analyzed

in Hypothesis III. Therefore, there is no basis for con-

cluding that loan policy has an influence on income concepts

used by loan officers.

Miscellaneous Findings

The analysis of the indeterminate answers was post-

poned until this point in the discussion because there is

no way of being sure what the pattern of answers indicates.

This class of answers includes those answers which did not

seem to be logical answers for the facts contained in the

situation presented, as well as those cases where no answer

was given. There was a total of 170 indeterminate answers

in the 1,496 possible answers. This number is equal to 11

per cent of the total responses. The breakdown by each class

of loan officer shows that the percentage by class ranged

from 19.5 to 3.0 per cent, with one class having no indeter-

minate answers. There were no factors discovered in the

analysis which would explain any of the statistics created

by these indeterminate answers. The number of indeterminate
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answers received for any specific situation seems to have

some relationship with the number of facts which the loan

officer had to take into consideration. For example,

Situation One, which had four facts to consider, had no

indeterminate answers. Situation Fourteen, which had three

facts to consider, had three indeterminate answers. On the

other hand, Situation Nine, which had seven facts to con-

sider, received eight indeterminate answers; and Situation

Fifteen B, which contained'nine facts, received fourteen

indeterminate answers. It appears from the analysis that

as a situation contains more information, it causes the

number of indeterminate answers to increase.

A test for the consistency of the use of a particular

concept across all respondents was carried out. The con-

sistency tests were to determine if the respondent would

change from concept to concept depending upon his reaction

to the facts he was presented. The income concepts that

gave a special indication of consistent use of the same

concept were gross receipts and deferred revenues and ex-

penses in combination with accrued revenues and expenses.

There was a total of 188 responses using the concept of

gross receipts through this study. Nine individuals were

responsible for 128 of these. The quantity of answers

under this conception ranged from eleven to seventeen

occurences per individual. The maximum number of times

the concept was available for each individual was nineteen.
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The test for consistency for deferred revenues and

expenses indicated there was a total of 249 responses using

this concept. Of these, 184 were given by thirty-four res-

pondents. In relation to the concept of accrued revenues

and expenses, there was a total of 144 responses in the

study, Of these, 130 came from thirty-one individuals;

thirty-one were the same reported in the statistics for

deferred revenues and expenses. These statistics indicate

that each respondent must average five out of ten oppor-

tunities to use deferred revenue and expense and four out

of seven opportunities to use accrued revenues and ex-

penses.

The income concept of cash flow was used 569 times

as a response to the term net income, which gives an average

response rate of 8.4 times per individual. The concept was

available for use in all twenty-two answers, Inspection

of the data indicates that those individuals who used gross

receipts or the deferral and accrual concepts consistently

also gave one or more responses using this concept. Other

individuals used the concept more consistently, but occa-

sionally they used one or more of the other concepts as

well.

The use of the concept, cash flow, by individual loan

officer ranged from one to fifteen occurrences. The number

of loan officers and the number of times they used the

concept of cash flow are shown in Table XXI.
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TABLE XXI

NUMBER OF TIMES CASH FLOW WAS USED
BY EACH LOAN OFF ICER

Number of Times
Concept was Used
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The table indicates that

used the concept nine times or

thirty-six of the loan officers

more, Forty-eight of the

officers used this concept seven times or more. This high

rate of use seems to indicate that the majority of the loan

officers have a preference for the income concept of cash

flow.

It appears, from the above data, that those individuals

who are inclined to use cash flow, gross receipts, deferred

revenues and expenses, and accrued revenues and expenses do

so on a somewhat consistent basis. The use of other concepts

.I

.I

.I

.I

.I
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did not have the same consistent results.

Another group of answers that were collected in this

study w as the respondents' answers to the words profit, gain,

and change in wealth when applied to the same situations as

they had answered by using the word income. The instructions

to the loan officers were to give an answer to the questions

concerning p g ,and change in wealth only when that

answer differed from an answer given to a prior question in

the same situation.

An analysis of the answers given for the term profit

indicated that these individuals who consistently gave an

answer for gross receipts or who had given an answer which

could be only classified under indeterminate, changed their

answers to the same patterns as the responses received for

the term income from the other respondents. This group used

the various concepts as shown in Table XXII,

TABLE XXII

CHANGES IN RESPONSE CAUSED BY THE WORD PROFIT

Concept Quantity

Appreciation in value. . . . . . . , I , . . . . . , . 10

Cash flow. . . . . . . . . . . . * I . . . .1 . * . * a 90

Cash payout. . . . . . . . . . . , , . , . . . , ., . . 16

Gross receipts . . . . . . . . . . . . . . . . . . . 1

Deferred revenues and expenses . . . . . . . . , . 28

Accrued revenues and expenses. . . . . . . . . . . . . 20

Marginal revenues and expenses, . . . . . . . . . . 12

Imputed costs. . . . . . . . . . . . . . . . . . . . . 7

Indeterminate. . . . . . . . . . . . . , . . . . . . . 23



107

The result of this information is that the word profit

had the same meaning to the individuals making the change in

their answers as net income meant to the majority of the

respondents. All respondents were given instructions that

they were to compute net income in every case where the

situation requested information concerning income.

The analysis of the data gathered under the four terms,

profit, ga, incom and change in wealth leads to the con-

clusion that these words have different meanings to bank loan

officers when related to financial transactions. This con-

clusion is reflected by the change in the use of the concepts:

appreciation in value, marginal revenue and imputed costs.

The responses for the concept of appreciation in value

totaled thirty-one; for marginal revenues and expenses,

fifty-six; and for imputed costs, eight when the term under

discussion was income.

A change to the term profit caused these total responses

to change to forty-one for appreciation in value, sixty-eight

for marginal revenues and expenses, and fifteen for imputed

costs. The change to the term gain caused an increase in

the totals to eighty-eight responses for appreciation in

value, seventy-seven for marginal revenues and expenses and

twenty-two for imputed costs. A change to the term change

in wealth caused the total responses for the three concepts

to increase to 190 for appreciation in value, eighty-five

for marginal revenues and expenses, and thirty-one for
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imputed costs.

When the term under discussion was changed to change

in wealth, the concept of appreciation in value was recog-

nized 102 times more than it had been recognized for the

three prior terms.

The change in the use of different concepts, when the

terms profit, gain, or change in wealth were asked for in

each situation, is an indication that these terms have dif-

ferent meanings to bank loan officers. Accounting income

recognization rules require completed transactions and

ignore imputed costs. These rules are observed by loan

officers when measuring income and profit but the rules are

relaxed when the loan officer measures gain and change in

wealth. The accounting model requires that the several

financial statements created by accountants for any single

business entity for a specific time period articulate with

one another. This requirement is met by including the final

results of one statement as part of another, which creates

the situation that all four terms, income, profit gain, and

change in wealth should have the same numerical value. The

information presented in this study indicates that bank

loan officers do not agree with the accounting model in

this instance.
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This study has collected and analyzed a large amount

of data. The appropriate conclusions after the analysis of

the data as it applies to each of the four hypotheses are

stated in the discussion of each hypothesis, General con-

clusions and a summary of the results, including comments

pertaining to this study made by bank loan officers, will

be discussed in Chapter IV.



CHAPTER IV

SUMMARY AND CONCLUSIONS

Introduction

A statement that appears repeatedly in the accounting

literature is that accounting information serves the needs

of its users. The users are defined in the literature as

investors, creditors,and other outside parties. There has

also been much discussion about the amount of understanding

that the users possess concerning the information presented

by accountants,as well as how well this information really

meets the needs of the users. Some accountants have sug-

gested that multiple financial statements be issued, each

designed to meet the needs of a specific group of users.

Others have stated that the major areas of misunderstanding

are in the area of presentation of accounting information to

the small individual investor, and that very little, if any-

thing, can be done to correct this situation. Also, these

accountants believe that the large investors and creditors

can understand the accounting information presented; there-

fore, there is no problem with the information.

A second area of discussion in accounting literature

which has significance to this study is a discussion of the

factors which should be included in the computation of

110
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net income. One group of writers believe that net income

should be computed on the basis of the amount of funds

actually expended on the various assets used in the operation

of the business. Another group suggest that the items used

in the calculation of income are the historical costs of the

assets used in the entity's operations adjusted for any

changes in the general price level that may have occurred

since the date the asset was acquired. A third group of

accountants suggest that the appropriate amounts to be used

in determining net income are the amounts that could be

obtained if the assets were disposed of in the current

accounting period, in other words, liquidation values. A

fourth group would select replacement cost, or the amount

that would have to be expended to replace all the assets in

the current period, as the appropriate basis for income

determination.

However, despite the desire to serve the user's needs

for financial information, none of the accountants working

on the proper approach to income determination have made a

concerted effort to determine how the users desire the infor-

mation calculated by taking the approach of asking those

users about their needs.

This study is an attempt to determine the desires and

needs of one large group of users of accounting information,

the bank loan officer, This officer is presented financial

statements by the applicants for loans, and it is presumed
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that these financial statements influence any decision made

concerning the acceptability of the loan request.

Summary of Methodology

Sixty-eight loan officers located in twenty-three banks

in Dallas and Fort Worth, Texas, were asked to respond to

twenty-two questions in twenty situations concerned with

financial transactions. In addition, information concerning

their experience and certain personal characteristics was

collected. The responses to the situations were analyzed

and converted to nine different income concepts to permit

comparisons of the various answers given by the loan officer.

Each of the situations was analyzed and the answer computed

according to generally accepted accounting principles. These

answers were converted to the same income concepts as those

used for the bank loan officers, and a comparison was made as

to the number of times and the percentage of responses in

which the accountant and the loan officer agree. A comparison

of the percentage of agreement for all situations and a com-

parison by each concept was performed to determine the

validity of the first hypothesis.

The responses of the bank loan officers were then

catagorized according to the major type of loan the officer

assessed. The number of responses for each income concept

and each loan officer category was converted to a percentage

and an analysis of the differences within each concept was
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performed to determine those areas of significance. No

further tests were performed on the data because certain

characteristics of the information were not appropriate for

the particular test.

A third group of tests were performed by classifying

the information according to income concepts and personal and

environmental categories that were surveyed. The number of

answers for each category was converted to a percentage.

The differences between the percentage of responses by the

various categories were compared to search for areas of

significance.

Tests for consistency of the use of a particular income

concept were made, and a determination of the number of

changes in responses to the various synonyms used for net

income was performed and the results were reported.

Summary of the Results

The responses of the loan officers when compared to

those of the accountant revealed a significant difference in

the selection of the appropriate income concepts for the

financial transactions that were presented to the loan offi-

cers for evaluation. In the 1,496 possible chances for

agreement, the loan officer agreed with the accountant 700

times. The percentage of agreement with the accountants'

concept of income was 46.8 per cent. The conclusion was

drawn that a disagreement rate of 53.2 per cent was



114

sufficient to support the first hypothesis of this study as

being true.

The second test performed was to determine if there was

a significant difference in the method the various classes

of loan officers used to compute net income which was caused

by the loan classification they assessed. The results were

mixed. The analysis indicated there were some large dif-

ferences in the percentage of responses for the various

classes of loan officers when considering a particular income

concept, but there was a lack of data which would validate

the second hypothesis.

A third series of testswas performed on years of

experience in current position, average size of loan pro-

cessed, parent's occupation, sex of loan officers, marital

status of loan officers, number of children currently sup-

ported by the loan officer, level of education of the loan

officer, source of training in financial analysis, age, race,

religion, sources of income other than bank employment, and

total family income. These tests were performed to deter-

mine if any of these factors had any influence on the way a

loan officer computed net income. The results were that

large differences in the percentage of responses were found

in each of the tests performed. However, the differences

occurred six times in the concept of cash flow, nine times

in the concept of gross receipts, five times in the concept

of deferred revenues and expenses, three times in the concept
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of accrued revenues and expenses. This multiple occurrence

of large variances in the tests for the various personal and

environmental factors indicates that none of the factors have

any specific effect upon the method by which a loan officer

computes net income.

The next test performed was to determine if bank loan

policy had any effect upon the factors which the loan offi-

cer used in calculating net income. One income concept, cash

flow, had a variation of 14.3 per cent. However, this concept

was one which seemed to have a significant variation most of

the time in all the tests performed. Therefore, this variance

does not indicate that bank loan policy has any effect upon

the factors a loan officer uses to determine net income.

Tests for a consistent pattern in the use of one con-

cept of income indicated that nine loan officers used gross

receipts 128 times of the 188 times this response appeared

in this study. Thirty-four respondents were responsible for

184 of the 249 responses using deferred revenues and expenses.

Thirty-one officers were responsible for 130 of the 144

responses for accrued revenues and expenses. In addition,

the thirty-one loan officers who consistently used accrued

revenues and expenses were also included in the group of

thirty-four who used deferred revenues and expenses. The

answer to the other concepts available in this study was so

varied as to indicate a lack of consistency except for cash

flow. Cash flow was used so frequently that is was impossible
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to tell whether the individual loan officer was using it

consistently, or whether he felt there was not a more appro-

priate answer and used it for need of a better concept. The

reason for this opinion is the amount of inconsistency for

each individual officer in giving his responses. The oppor-

tunity to use cash flow was available in all twenty situations;

however, it was only used 587 times in 1,496 opportunities

which is only 39.2 per cent of the time.

Another finding in the study was the reaction of the

loan officers to a change in words used to ask the results

of the situations. The major shift in answers in reaction

to a change from the word net income to profit was shown by

those individuals who used the concept, gross receipts, or

who did not respond to the term net income at all in any

situation. This change would have added 203 additional

responses to the different concepts other than gross receipts

and would have eliminated this concept as a major contributor

to significant variances throughout this study.

If the loan officer were asked about the gain in the

situation, the response to the concept, appreciation in

value, increased by forty-seven responses. This amounted

to an increase of 138 per cent. In addition, the concept of

marginal revenues and expenses increased 13.6 per cent, and

the concept of imputed costs increased 46.7 per cent.

When the term measured changed to change in wealth,

the concept of appreciation in value increased by 102 more
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responses, which amounted to a change of 125.9 per cent over

the responses for the measurement under the term gain.

Bank Loan Officers' Comments

Some discussion was forthcoming from the loan officers

when completing the interviews, which do not have a direct

bearing on this study; but they do reflect the officers'

attitudes on relationships with accountants and accounting

data. The first major comment was that accounting statements

do not contain sufficient description about the assets and

liabilities that they contain. The information that is needed

relates to the age and condition of the assets and the amount

of liability any particular asset secures. The second com-

ment is that the statements do not contain amortization

schedules for the liabilities of the firm,which the loan

officers need very much to perform a proper assessment of the

loan request. Third, there are many cases where financial

statements are presented to the banks, with the real estate

owned by the applicant shown at a value which is the net of

the cost of the real estate over any outstanding liability on

the same piece of real estate. This practice is very deceiving

to the bank, since it presumes there is no liability with claims

on the particular amount of real estate in question. Fourth,

the bank loan officer is more interested in the cash flow of

a business entity than he is in the amount of assets the firm

possesses. This opinion leads the loan officers to state



118

that accrual type financial statements do not meet their

needs. A cash-based set of financial statements would be

more appropriate to the needs of the loan officer in eval-

uating loans.

In discussions with the loan officers concerning the

use of the words income, profit, gain, or change in wealth

as a representation of the increase in worth of a business

or individual, the relationship was stated in various ways.

The best summary of these statements seems to be that income

relates more to the cash flow an entity has and that profit

is the result of the accrual method of accounting; but both

of these terms require an actual transaction to occur before

any change can be recognized. The terms gain and change in

wealth are not as clearly defined to the loan officers, but

in general they represent any increase in value that occurs

to any assets of an entity whether a transaction occurs to

convert that value into currency or not. The findings of

this study seem to support these definitions.

Conclusions

The major limitation of this study is that no con-

clusions can be made from the data presented that relate to

the total population of the loan officers in the areas of

Dallas and Fort Worth, Texas, or any larger geographic areas.

This limitation is caused by the deficiencies in the sampling

procedures that had to be followed in order to obtain the
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data. However, discussions with various statisticians have

developed the idea that the study probably does reflect

information that has application to a larger population than

the loan officers who participated in the study. The pro-

blem is that there is no procedure to determine what that

population consists of or the area of banking it encompasses.

Therefore, no conclusions will be made in the study as to

the applicability of its findings to any outside population.

Another limitation is that more sophisticated analytical

techniques were not applied to the data. The reason this was

not done was that the data received did not match the technique

requirements or required assumptions about the population, for

which no information was available.

There are several conclusions that can be drawn from the

data as far as this study is concerned. The first is that the

major hypothesis of this study is true. Bank loan officers

seem to use different income concepts in computing net income

than do accountants when dealing with the same financial trans-

action. The second conclusion is that loan officers differ

among themselves as to the proper concept of income relating to

a particular financial transaction. This study was unable to

find any particular cause for this variety of opinion. The

third conclusion is that there is some degree of consistency

in the application of a particular income concept by a

specific loan officer. The last conclusion is that there is

a major difference in the mind of the loan officer between
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the words income, profit, gain, and change in wealth,which will

affect the answer he determines for a financial transaction.

Suggestions for Further Research

The results of this study raise many questions con-

cerning the assumptions made by accountants concerning the

usefulness of their output in meeting the needs of users of

financial data. Research needs to be done in all areas to

determine whether this condition is universal throughout the

total population of users.

IWO
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1, What is the main type of loan you would
currently be discussing with a bank
customer?

a. Commercial

b. Installment

c. Real Estate

d. International

e. National

f. Agricultural

g. Energy

h. Correspondent

i. Leasing

j. Factoring

k. No specific type

2. What is the length of time you have been
handling this type of loan?

a. Under 6 months

b. 6 months to one year

c. I1 to 2 years

d. 2 to 3 years

e. 3 to 5 years

f. 5 to 10 years

g. Above 10 years

Responses

4

Responses

I

I

2
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3. If you have had in the past, prime

responsibility for dealing with custo-
mers on types of loans other than

indicated in question one, please
indicate the type/s below.

a. Commercial

b. Installment

c. Real Estate

d. International

e. National

f. Agricultural

g. Energy

h. Correspondent

i. Leasing

j. Factoring

k. No specific type

4. What is the length of time you were
handling that type of loan (indicate

for each one)?

a. Under 6 months

b. 6 months to one year

c. I to 2 years

d. 2 to 3 years

e. 3 to 5 years

f. 5 to 10 years

g. Above 10 years

Responses

1

1

Responses

1

1
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5. What is the average size loan you handle?

a. Under $500

b. $500 to $1,000

c. $1,000 to $2,000

d. $2,000 to $3,000

e, $3,000 to $5,000

f. $5,000 to $10,000

g. $10,000 to $20,000

h. $20,000 to $50,000

i. $50,000 to $100,000

j. $100,000 to $500,000

k. Over $500,000

6. Would you describe the loan policy of
your bank as:

a. Conservative

b. Between conservative and moderate

c, Moderate

d. Between moderate and liberal

e. Liberal

Responses

I

I

1

Responses

4
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7. What is or was your parents occupation?

a. Unemployed

b. Professional

c. Manager/Executive

d. Owner/Proprietor (Self Employed)

e. Laborer

f. Government Employee/Military

g. Student

h. Clerical

i. Salesman

j. Housewife

k. Retired

8. If retired or unemployed, what was their

main occupation when they were working?

a. Unemployed

b. Professional

c, Manager/Executive

d. Owner/Proprietor (Self Employed)

e, Laborer

f. Government Employee/Military

g. Student

h. Clerical

i. Salesman

j. Housewife

k. Retired

Responses

1

Responses

1
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9. Are

a.

b.

10, Are

a.

b.

c.

d.

you:

Male

Female

Responses

4

Responses

4

you:

Married

Single

Divorced

Widow

11, How many children do you have for
for which you are the major means of
support?

a. None

b. One

c, Two

d. Three

e, Four

f. Five

g. More than five

Responses

1

2

1
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12. What level of education have you completed?

a. Not completed grade school

b. Grade School

c, High School (some)

d. High School Graduate

e. College (some)

f. College Graduate

g. Graduate work (some)

ho Graduate degree

13. Have you had any training in financial
analysis?

a. In college courses

b. In Banking Institutes

c. In Continuing Education Courses

d. In On the Job Training

e. Other

14. What is your age?

a. Under 18

b. 18-25

c. 26-35

d. 36-45

e. 46-55

f. 56-65

g. Over 65

Responses

1

1

2

Responses

2

1

1

Responses

1

2

1



Responses

4

15. What is your race?

a. Caucasian

b. Negro

c, Mexican-American

d. Oriental

e. Other

16. What is your religious preference?

a. Protestant

b. Catholic

cI Episcopal/Orthodox

d. Jewish

e. Latter Day Saints

f, Other

g. Agnostic

17. Do you receive any income from hobbies,
second jobs, investments or other sources
which are of a different nature than your
main occupation?

a. Yes

b, No

Responses

3

1

Responses

1

3

18. If your answer is yes to question 17, of what nature is
the source of this income?

127



Responsesyour family income:

No response

Under $7,500

$7,500 to $10,000

$10,000 to $15,000

$15,000 to $20,000

$20,000 to $25,000

Above $25,000

128

19. Is

a*

b.

c.1

d.

e.

9.

1

2

I
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SITUATION I

Mr. Jones owns 500 shares of the ABC Corporation which

he purchased one year ago for $5,000 ($10 per share). The

current market price of these shares is $20 per share. On

June 1, 1973, the ABC Corporation gave a stock dividend of

1 share for each 10 shares owned. This dividend had no
effect upon the market price per share of the stock.

Cost of shares $ 5,000
Market price of shares $ 1),000
Shares received in dividend 50

What income (or loss), if any, has Mr. Jones had from this
stock in 1973?

SITUATION 2

On December 31, 1972, the Thomas Company sold their

Boulder Colorado plant and equipment to the Smith Company for

$750,000. This plant had originally cost the Thomas Company

$600,000 and had a book value of $500,000 at the time of the

sale. The Thomas Company had written off $100,000 in depre-
ciation on this plant and equipment as of the end of 1972.

Sale price of plant $750,000
Original cost of plant $600,000
Book value of plant $500,000

Accumulated depreciation $100,000

What income (or loss), if any, did the Thomas Company have

from the sale of this plant?

SITUATION 3

The BAC Corporation has more cash than it needs for

normal business operations. In November of 1970 they in-

vested $15,000 in common stock of other corporations. The

market price of this stock at the end of the year when they
created their financial statements was $25,000.

Cost of stock $ 15,000
Market price at end of year $ 25,000

Was there any income from the stock at the end of 1970?

In May of 1971, they sell the common stock for $20,000. What

income (or loss), if any, was made from the sale of stock

in 1971?
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SITUATION 4

Tom Jones is a cattle breeder. He purchases his

breeding cattle when they are one year old, which means

that it will be two years before the cow has her first

calf. During 1970, Tom purchased a new herd of breeding
stock for $35,000. He incurred $25,000 in expenses in

caring for these cattle. He expended $5,000 in breeding
fees. At the end of 1970, all cows were springing (close

to giving birth) and the herd was valued at $75,000.

Cost of herd $ 35,000
Operating costs $ 25,000
Breeding fees $ 5,000

Value of herd at end of year $ 75,000

What income (or loss), if any, did Tom have at the end of

1970?

In 1971, all of the cows had calves and Tom sold the calf

crop for $60,000. His operating costs for 1971 were $30,000.

Sale of calves $ 60,000

Operating costs $ 30,000

What income (or loss), if any, did Tom have in 1971?

SITUATION 5

The Mary Corporation sold merchandise in 1971 for
$400,000. They had operating costs of $250,1000. In addition

they spent $150,000 in adding improvements to their machines
which would extend the equipment's life for five additional

years. The improvements were completed and paid for on

12/31/72.

Sales $4010,000
Operating costs $250,000
Improvements to machines $150,000

What income (or loss), if any, did the Mary Corporation have

in 1972?
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SITUATION 6

John Smith, CPA needed an operation for which Dr.
Haynes would charge him $1,500. Mr. Smith had no medical
insurance, nor the funds to pay for this operation since

he had just opened his own practice. He offered to do

Dr. Haynes' income tax return for 1972 in exchange for the

operation. It was estimated that the return would require
37.5 hours of Mr. Smith's time to make out the return and
the standard rate for this type of return is $40 per hour.

Cost of operation $ 1,500
Time for tax return 37.5 hours
Standard rate for tax preparation $ 40 per hour
Estimated total cost of return $ 1,500

What income (or loss), if any, did Dr. Haynes have from

performing this operation?

SITUATION 7

You are offered an opportunity to buy two lots in an

area being developed in the town in which you live. In
January 1971, you purchased these lots for $2,000 ($1,000

each). During the year you paid interest of $160 and taxes

of $60. Neither of the lots was sold in 1971. An inde-
pendent appraiser estimated that the value of both lots on

December 31, 1971 was $2,500.

Cost of lots $ 2,000
Interest $ 160
Taxes $ 60
Appraised value of lots $ 2,500

What income (or loss), if any, is there from this venture
in 1971?
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SITUATION 8

You purchased an apartment house on January 1, 1971 for

$100,000 which has five apartments in it. The building needed

to be redecorated and to have a new roof installed. It cost

you $2,000 to have the building redecorated and the new roof

cost you $8,000 and will last five years. The remaining life

of the building is estimated to be 40 years. The rents from

the apartments (which are all rented on 5 year leases)

amounted to $12,000 in 1971 and the leases state you cannot

raise the rent until the term of the lease expires.

Cost of building $100,000
Cost of redecorating $ 2,000
Cost of roof $ 8,000
Rental amount per year $ 12,000

What was your income (or loss), if any, in 1971 from the

building?

SITUATION 9

You have been presented the following information con-

cerning a customer who has applied for a loan. The customer

has a monthly salary of $1,200 after all required deductions.

Also, he owns 50 shares of AT&T stock which has a market

value of $2,500 and cost him $1,500 originally. This stock

pays an average quarterly dividend of $1.50 per share.

Salary $ 1,200
Market value of stock $ 2,500

Original cost of stock $ 1,500

Quarterly dividend per share $ 1.50

What income (or loss), if any, does this customer have for

this year?

SITUATION 10

May Jones has come to you with the following information

in her loan application. She has a yearly salary of $10,000

after all deductions. Also, she owns some land in the down-

town area which has just been appraised at a value of $100,000.

This land cost her $90,000 when she purchased it one year ago.

Salary $ 10,000
Cost of land $ 90,000

Appraised value of land $100,000

What income (or loss), if any, has May had in the last year?
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SITUATION 11

The Hutchines Co. manufactures all types of gaskets for

air frame manufacturers. Their average sales for a year is

$350,000 and they have average operating expenses of $200,000.

A new gasket cutting machine has come on the market which is

available only upon a lease agreement. On January 1, 1971,

Hutchines Co. leased one of these machines and paid the manu-

facturer $400,000 which is 5 years lease payments in advance.

Their sales in 1972 amounted to $500,000 and the operating

expenses other than for the lease payments were $300,000.

Average sales $350,000
Average operating costs $200,000
Lease payments (5 yrs. in advance) $400,000
Sales after lease of machine $500,000
Costs other than lease $300,000

What income (or loss), if any, did Hutchines Co. have in 1972?

SITUATION 12

Mr. Smith owned the lot adjacent to his store, He held

it for three years because there was a possibility that he

would need to expand his floor space, The lot originally

cost him $4,500. He recently decided there would be no need
to expand and he traded the lot for a home site, The home
site was listed on the market at $6,500. Mr. Smith believes

he could have sold the lot for $10,000 cash, but traded it

because he thought the homesite would not have been avail-

able by the time the sale of his lot was consumated.

Cost of lot $ 4,500
Listed market price of home site $ 6,500

Possible sale price of lot $ 10,000

What income (or loss), if any, has there been in connection

with the lot?



134

SITUATION 13

You have been given the following information concerning

a customer's application for a loan. The customer owns a
donut shop and on January 1, 1972 he had to purchase a new

donut making machine. This machine cost him $10,000 and will

last 10 years. His sales in 1972 amounted to $20,000 and his

total operating expenses for operation and supplies were

$10,000 exclusive of the amount paid for the machine.

Cost of machine $ 10,000
Life of machine 10 yrs.
Total revenues $ 20,000
Operating costs $ 10,000

What income (or loss), if any, was there from the donut shop

in 1972?

SITUATION 14

A local business man has come to you for some advice.
He has an exclusive right to sell a certain brand of type-
writer. He pays $100 to the manufacturer for each typewriter,

and it's normal selling price is $150 per unit. His selling

and other operating expenses are $30 per machine this year.

One day recently, a man who lived in California stopped by

his shop. He said that he was just passing through and would

give $120 per machine for 3 typewriters. No more, no less.

Cost of machine $ 100
Selling price $ 150
Operating costs $ 30
Offered price for 3 typewriters $ 120 per machine

The business man asks you should he make the sale

What income (or loss), if any, would result from the sale

of 3 machines?
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SITUATION 15

A local business man has given you the following infor-

mation in conjunction with his loan application. He is the

owner and operator of an appliance store. During 1972, his

total appliance sales amounted to $300,000. His total oper-

ating costs for merchandise, salaries, rent and miscellaneous

items were $270,000. He had invested $50,000 of his savings

in this business when it was started. He could earn $5,000

per year on this money if he had invested this money in
corporate bonds.

Sales $300,000
Operating costs $270,000
Investments to start business $ 50,000
Interest which could be earned $ 5,000

What income (or loss), if any, has he had in 1972?

SITUATION 16

The president of the Blue Oil Company has given you the

following information in connection with his loan appli-.

cation. The company has discovered an oil deposit which

they intend to develop. State law requires that they must

return any of the land other than that which is the site of

a well to its original condition, when the well goes dry.
Your engineers estimate the cost of restoring the land will

amount to $100,000. The total amount of oil estimated in the

pool is 10 million barrels. State law will permit the ex-

traction of 1 million barrels of oil per year which means

the lease will last 10 years. During 1972 the company spent

$1,000,000 in grading roads, drilling wells, and installing

equipment for the production of oil. They extracted 1 million

barrels of oil and sold it for $3,500,000. Their normal

operating costs to produce this 1 million barrels of oil was

$2,000,000 in addition to the development costs.

Reclamation cost $ 100,000

Size of pool (in barrels) $10,000,000

Limit of extraction (by the state) $ 1,000,000
Development costs $ 1,000,000
Sale of oil $ 3,500,000
Normal operating costs $ 2,000,000

What income (or loss), if any, did the Blue Oil Company have

in 1972?
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SITUATION 17

John Smith has come to you for a new car loan. His

yearly salary is $10,000. In addition to this he has just
sold some land that he owned for $8,000. He will receive

the proceeds of this sale in equal installments for the

next 4 years. The land had an original cost of $6,000.

Salary $ 10,000
Sale price of land $ 8,000

Cost of land $ 6,000
Installment received each year

for 4 years $ 2,000

What income (or loss), if any, does John have for this year?

SITUATION 18

You and your wife own a house valued at $50,000 which

cost you $35,000 ten years ago. You have decided to sell

your home and move into an apartment because all of your

children are married and have families of their own. You

listed your house on the market at $50,000 and a buyer

offered you $42,000 and a vacant lot which was valued at

$8,000. You accepted this offer and listed his lot on the

market at $8,000 at the end of 1971 and it has not sold.

Cost of home $ 35,000
Selling price of home $ 50,000
Cash received $ 42,000
Listed price of lot $ 8,000

What is your income (or loss), if any, from the sale of

your home?
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SITUATION 19

The BC Farms, Inc. has requested a loan in the amount

of $75,000 to assist in the operation of a newly implemented

weed control and fertilizer program. The BC Farms, Inc.

produces sugar beets. The annual planting of 2,000 acres

produced on the average for each year 40,000 tons (20 tons

per acre) of sugar beets for the past ten years. These beets

sold for $600,000 ($15 per ton). Total operating costs have

been $500,000 per year. This past year a program of weed

control and fertilization increased the yield to 50,000 tons.

The additional costs of this program were $100,000. The

sugar beets were sold at a price of $15 per ton. All other

costs remain the same as in prior years.

Average cost of production $500,000

Average Sales $600,000

Average yield 40,000 tons

New cost of production $600,000

New Sales $750,000

How much income (or loss), if any, resulted from the weed

control and fertilizer program?

SITUATION 20

John Roberts sold a warehouse and lot on which it was

situated during 1972 for $350,000. This warehouse and lot

cost him $200,000 when he purchased it 3 years ago. The

terms of the sale were that he would receive $100,000 plus

$25,000 in interest during 1972 and the balance in equal

payments with 10% interest over the next five years.

Sale price of warehouse and lot $350,000

Cost of warehouse and lot $200,000

Down payment $100,000

Interest received in 1972 $ 25,000
Payment received in each year

after 1972 $ 50,000

What income (or loss), if any, did John Roberts have during

1972 from the sale of this warehouse and lot?
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SITUATION 21

The Red Top Realty Co. is a real estate management

company. On January 1, 1973, they leased the ABC Building
to the Topper Co. for 10 years. The terms of the lease were

that the Topper Co. would pay $225,000 (three years rent)

upon occupying the building. This would be the first years
rent in advance plus the last two years rent which would

act as a security deposit. The rent is $75,000 per year.

The Red Top Realty is to pay all expenses of the building

except for the utilities. These expenses amount to $35,000

per year,

Amount received in first year $225,000

Rental per year $ 75,000
Operating expenses $ 35,000

What income (or loss), if any, did Red Top Realty Co. have
in 1973?

SITUATION 22

The Henry Corporation has reported the following
information to you for consideration of their loan request.

They have requested a $100,000 six month loan to cover the

costs of operation, Revenues for 1972 were $1,500,000.

Operating expenses were $750,000 and depreciation and amor-

tization amounted to $750,000.

Revenues $1,500,000
Operating expenses $ 750,000
Depreciation and amortization $ 750,000

What income (or loss), if any, did the Henry Corporation
have in 1972?

Would you grant the loan?
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SITUATION 23

The Jones Corporation is a construction company specia-

lizing in the building of bridges. On January 1, 1970, this

company was awarded a contract to construct a bridge for the

state of Texas. The total amount of the contract was for

$1,500,000 to be paid upon completion of the job. The con-

tract stated the job must be completed by January 1, 1972.

The corporation incurred costs of $300,000 in 1970, $200,000

in 1971, and $250,000 in 1972.

Amount of contract $1,500,000

Expenses in 1970 $ 300,000

Expenses in 1971 $ 200,000

Expenses in 1972 $ 250,000

What income (or loss), if any, was there from this job in

1970? In 1971? In 1972?

SITUATION 24

Mr. Smith produces a line of costume jewelry. He is

required to change the line every two years due to market

saturation. This requires re-tooling or replacement of part

of his equipment. In 1971, he introduced his line for

1971-72. To produce this line required an expenditure of

$10,000 for new equipment. During 1971 he spent $50,000

exclusive of the equipment costs for operations. His sales

amounted to $80,000 for the same year. Because of a change

in wage and production costs his equipment's fair market

value is now $12,000.

Equipment cost $ 101000
Operating costs $ 50,000
Sales $ 80,000
Fair market value of equipment $ 12,000

What income (or loss), if any, did Mr. Smith have in 1971?

Mr. Smith continued to produce this line in 1972, but realized

this was the last year he could economically produce and sell

costume jewelry. His operating costs for 1972 were $55,000

and his sales were $80,000. He sold his equipment at the end

of 1972 for scrap and received $1,000.

Operating costs $ 55,000
Sales $ 80,000
Cash from salvage $ 1,000

What income (or loss), if any, did Mr. Smith have in 1972?
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SITUATION 25

The Home Corporation has provided you with the fol-

lowing data for 1972. Revenues were $500,000. Operating
costs were $35,000. Reduction in inventory was $300,000.

The reason for the reduction in inventory is that the Home

Corporation was engaged in a labor strike all of 1972 and

no production was performed.

Total revenues $500,000

Operating expenses $ 35,000
Reduction in inventory $300,000

What income (or loss), if any, did the Home Corporation have

during 1972?

SITUATION 26

The president of the ABC Company has come to you for

a loan to purchase a new machine for his production line.

The machine he is presently using produces 100,000 units

of product per year. Each unit sells for $1.00 providing

sales of $100,000 per year. Total operating costs for this

machine are $70,000 per year (.70 per unit). The new

machine will increase his output to 125,000 units of pro-

duct per year and will increase his total operating costs

$10,000. He has been assured that he can sell all of the

product that he produces.

Old output in units 100,000

New output in units 125,000

Old sales amount $100,000

New sales amount $125,000

Old operating costs $ 70,000
New operating costs $ 80,000

What income (or loss), if any, would be generated from

purchasing the new machine?
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SITUATION 27

The owner of an auto supply house has come to you for

advice. The business he started the first of January 1971

had total sales of $300,000 in 1971. The total operating

costs for that year were $280,000. He had invested $60,000

of his savings to start the business. During the month of

December 1971, he was offered an opportunity to sell the

business for $65,000 and offered a salary of $15,000 per

year on a 10 year contract to stay on as manager,

Sales $300,000

Operating costs $280,000

Initial investment $ 60,000

Offer price $ 65,000
Salary offer $ 15,000

What income (or loss), if any, would you determine for the

store in 1971?

Would you advise the owner to accept the offer?

SITUATION 28

You are the president of XYZ Manufacturing Company

which produces window air conditioners. In 1971 your com-

pany produced 1,000 units. During the year 950 units were

sold. The remaining 50 units were in the warehouse at the

end of the year. The total cost of producing the 1,000

units was $100,000 ($100 per unit). The 950 units sold for

$104,000 ($110 per unit). You believe that you can sell

the 50 units still on hand for $5,500 ($110 per unit) plus

your total 1972 production during 1972.

Units produced 1,000

Units sold 950

Cost to total production $100,000
Total sales amount $104,000

Cost of inventory on hand

(goods not sold) $ 5,000

Sales price of inventory $ 5,500

What is your income (or loss), if any, for 1971?
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SITUATION 29

The following information was provided to you by

Mr. Able in connection with his loan application. Sales

for 1972 amounted to $65,000. Operating costs were $45,000.

In 1972 Mr. Able instituted a credit policy in his business.

His outstanding accounts receivable were $4,000 at the end

of 1972.

Cash collections $ 65,000
Operating costs $ 45,000
Accounts receivable $ 4,000

What income (or loss), if any, did Mr. Able have in 1972?

SITUATION 30

The Lot Company manufactures furniture. They had

planned their 1973 production to produce 4,000 overstuffed

chairs. These chairs would result in revenues of $400,000

($100 per chair). The costs of production were broken down

in amounts of $160,000 variable ($40 per chair) and $80,000

fixed ($20 per chair). The total capacity of the company

was 6,000 chairs. The Home Furniture Company offered the

Lot Company a contract for 1,000 chairs. Home would only

pay Lot Company $90,000 ($90 per chair) since they were

purchasing such a large quantity of chairs. The Home Furni-

ture Company order would be over and above the planned pro-

duction of 4,000 chairs.

Per Unit Total

Revenues $100 $400,000

Variable costs $ 40 $160,000

Fixed costs $ 20 $ 80,000
Offered amount $ 90 $ 90,000

What income (or loss), if any, would Lot Company have if they

accepted the contract?

Would you as president of Lot Company accept this offer?
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RESPONSES TO SITUATIONS

Respondent Respondent
1 2

- -OMNNO

Respondent Respondent
3 4

SITUATION 1
Income
Profit
Gain
Change in Wealth

SITUATION 2
Income
Profit
Gain
Change in Wealth

SITUATION 3A
Income

SITUATION 3B
Income
Profit
Gain
Change in Wealth

SITUATION 4A
Income
Profit
Gain
Change in Wealth

SITUATION 4B
Income
Profit
Gain
Change in Wealth

SITUATION 5
Income
Profit
Gain
Change in Wealth

SITUATION 6

Income
Profit
Gain
Change in Wealth

1 ,000 0

1 ,000

250,000

250,000

0

0
0
0

59500 6,000

0 250,000

250,000
250,000

0 0 0

5,000
5,000

5,000

(25,ooo)

30,000
30,000

120,000

1 ,500

5,000

0 (30,000)

30,000

150,000

1 ,500

30,000

0

0

0

30,000

0

1 ,500
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Respondent Respondent Respondent Respondent
1 2 3 4

SITUATION 7
Income 0 0 (220)
Profit (220)
Gain
Change in Wealth 500 500

SITUATION 8
Income 8,400 8,400 (500) 2,000
Profit
Gain
Change in Wealth

SITUATION 9
Income 14,700 1,500 1,500 14,700
Profit
Gain
Change in Wealth

SITUATION 10
Income 10,000 10,000 10,000 10,000
Profit
Gain 20,000
Change in Wealth 20,000

SITUATION 11
Income 120,000 120,000 120,000
Profit 200,000
Gain
Change in Wealth

SITUATION 12
Income 0 0 0 0

Profit 0
Gain 2,000 2,500
Change in Wealth 2,500

SITUATION 13
Income 9,000 9,000 9,000
Profit 9,000 0
Gain
Change in Wealth

SITUATION 14A No No No No

SITUATION 148
Income (30) (30) (30)
Profit (30)
Gain
Change in Wealth
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Respondent Respondent
1 2

Respondent
3 _

Respondent
4

SITUATION 15
Income
Profit
Gain
Change in Wealth

SITUATION 16
Income
Profit
Gain
Change in Wealth

SITUATION 17
Income
Profit
Gain
Change in Wealth

SITUATION 18
Income
Profit
Gain
Change in Wealth

SITUATION 19
Income
Profit
Gain
Change in Wealth

SITUATION 20
Income
Profit
Gain
Change in Wealth

SITUATION 21
Income
Profit
Gain
Change in Wealth

SITUATION 22A
Income
Profit
Gain
Change in Wealth

30,000 30,000

1,390,000
390,000

120,000

7,000

150,000

55,000

40,000

0

10,000

500

7,000

150,000

25,000

42,857

40,000

0

30,000

500,000

30,000

500,000

12,000 10,000

2,000

3,500

7,000

150,000

25,000

150,000

190,000

0

7,000
7,000

15,000
15,000

50,000

125,000
50,000

175,000

40,000

0
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SITUATION 22B

Respondent Respondent
1 2

Yes Yes

Respondent
3

No

Respondent
4

Yes

SITUATION 23A
Income
Profit
Gain
Change in Wealth

SITUATION 23B
Income
Profit
Gain
Change in Wealth

SITUATION 23C
Income
Profit
Gain
Change in Wealth

SITUATION 24B
Income
Profit
Gain
Change in Wealth

SITUATION 24B
Income
Profit
Gain
Change in Wealth

SITUATION 25
Income
Profit
Gain
Change in Wealth

SITUATION 26
Income
Profit
Gain
Change in Wealth

0 200,000 (300,000)

0 300,000 (200,000)

750,000

20,000

26,000

165,000

250,000 1,250,000

30,000

24,000

20,000
20,000
20,000
32,000

26,000
26,000
26,000
15,000

465,000 465,000
465,000
465,000
165,000

15,000 15,000
15,000

20,000

26,000

165,000

15,000
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Respondent Respondent Respondent'Respondent
1 2 3 4

SITUATION 27A
Income 20,000 20,000 20,000

Profit 20,000

Gain 5,000

Change in Wealth

SITUATION 27B No No No No

SITUATION 28
Income (4,000) 4,000 4,000

Profit 4,000 9,000

Gain 4,000

Change in Wealth 9,500

SITUATION 29
Income 20,000 24,000 16,000

Profit 16,000 16,000

Gain 20,000

Change in Wealth 20,000

SITUATION 30A
Income
Profit 190,000 30,000 30,000 190,000

Gain
Change in Wealth

Yes YesSITUATION 30B Yes
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1, What is the main type of loan you would currently be

discussing with a bank customer?

a. Commercial

b. Installment

c. Real Estate

d. International

e. National

f. Agribultural

g. Energy

h, Correspondent

i. Leasing

j. Factoring

k. No specific type

2. What is the length of time you have been handling this

type of loan?

a. Under 6 months

b. 6 months to one year

c, 1 to 2 years

d. 2 to 3 years

e, 3 to 5 years

f, 5 -to 10 years

g, Above 10 years
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3, If you have had in the past, prime responsibility for

dealing with customers on types of loans other than

indicated in question one, please indicate the type/s

below,

a. Commercial

b. Installment

c. Real Estate

d. International

e. National

f. Agricultural

g. Energy

h. Correspondent

i. Leasing

j. Factoring

k, No specific type

4, What is the length of time you were handling that type

of loan (indicate for each one)?

a, Under 6 months

b. 6 months to one year

c. 1 to 2 years

d. 2 to 3 years

e, 3 to 5 years

f. 5 to 10 years

g. Above 10 years
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5. What is the average size loan you handle?

a. Under $500

b. $500 to $1,000

c. $1,000 to $2,000

d. $2,000 to $3,000

e. $3,000 to $5,000

f, $5,000 to $10,000

g. $10,000 to $20,000

h. $20,000 to $50,000

i. $50,000 to $100,000

j. $100,000 to $500,000

k. Over $500,000

6, Would you describe the loan policy of your bank as:

a. Conservative

b. Between conservative and moderate

c. Moderate

d. Between moderate and liberal

e. Liberal
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7. What is or was your parents occupation?

a. Unemployed

b. Professional

c. Manager/Executive

d. Owner/Proprietor (Self Employed)

e. Laborer

f. Government Employee/Military

g. Student

h. Clerical

i, Salesman

j. Housewife

k. Retired

8. If retired or unemployed, what was their main occupation

when they were working?

a, Unemployed

b. Professional

c. Manager/Executive

d. oOwner/Proprietor (Self Employed)

e. Laborer

f. Government Employee/Military

g. Student

h, Clerical

i. Salesman

j. Housewife

k. Retired
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9. Are you:

a. Male

b. Female

10. Are you:

a. Married

b, Single

c. Divorced

d. Widow/er

11. How many children do you have for which you are the major

means of support?

a. None

b. One

c. Two

d. Three

e. Four

f. Five

g. More than five

12, What level of education have you completed?

a. Not completed grade school

b. Grade School

c. High School (some)

d. High School Graduate

e, College (some)

f. College Graduate

g. Graduate work (some)

h, Graduate degree
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13. Have you had any training in financial analysis?

a. In college courses

b. In Banking Institutes

c. In Continuing Education Courses

d. In On the Job Training

e. Other

14. What is your age?

a. Under 18

b. 18-25

c. 26-35

d. 36-45

e. 46-55

f. 56-65

g. Over 65

15. What is your race?

a. Caucasian

b. Negro

c, Mexican-American

d. Oriental

e. Other
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16. What is your religious preference?

a. Protestant

b. Catholic

c. Episcopal/Orthodox

d. Jewish

e. Latter Day Saints

f. Other

g, Agnostic

17. Do you receive any income from hobbies, second jobs,
investments or other sources which are of a different

nature than your main occupation?

a. Yes

b. No

18. If your answer is yes to question 17, of what nature
is the source of this income?

19. Is

a.

b.

c.

d.

e.

f.

g.

your family income:

No response

Under $7,500

$7,500 to $10,000

$10,000 to $15,000

$15,000 to $20,000

$20,000 to $25,000

Above $25,000

-044"



Interview Number

SITUATION 1

You are offered an opportunity to buy two lots in an

area being developed in the town in which you live. In

January 1971, you purchased these lots for $2,000 ($1,000

each). During the year you paid interest of $160 and taxes

of $60. Neither of the lots was sold in 1971. An indepen-

dent appraiser estimated that the value of both lots on

December 31, 1971 was $2,000.

Cost of Lots $ 2,000
Interest Paid $ 160

Taxes Paid $ 60

Appraised Value of Lots $ 2,500

What income (or loss), if any, is there from this venture
in 1971?

If the question had asked what profit you had and your answer

would have been different, please indicate what your answer

would have been.

If the question had asked what gain you had and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth you had and

your answer would have been different from those given above,

please indicate what it would have been.

155
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SITUATION 2

The Mary Corporation sold merchandise in 1972 for

$400,000. They had operating costs of $150,000. In addition

they spent $150,000 in adding improvements to their machines

which would extend the equipment's life for 5 additional

years. The improvements were completed and paid for on

12-31-72.

Sales
Operating Costs
Improvements to Machines

$400,000
$250,000
$150,000

What income (or loss), if any, did the Mary Corporation have

in 1972?

If the question had asked what profit the Mary Corp. had and

your answer would have been different, please indicate what

it would have been.

If the question had asked what gain the Mary Corp. had and

your answer would have been different from those given above,

please indicate what it would have been.

If the question had asked what change in wealth the Mary Corp.

had and your answer would have been different from those

given above, please indicate what it would have been.
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SITUATION 3

The Red Top Realty Co. is a real estate management

company. On January 1, 1973, they leased the ABC Building

to the Topper Company for 10 years. The terms of the lease

were that the Topper Co. would pay $225,000 (three years

rent) upon occupying the building. This would be the first

years rent in advance plus the last two years rent which

would act as a security deposit. The rent is $75,000 per

year. The Red Top Realty is to pay all expenses of the

building except for the utilities. These expenses amount

to $35,000 per year.

Amount received in the $225,000
first year

Rental per year $ 75,000
Operating expenses per year $ 35,000

What income (or loss), if any, did Red Top Realty have in

1973?

If the question had asked what profit the Red Top Realty Co.

had and your answer would have been different, please indicate

what it would have been.

If the question had asked what g the Red Top Realty Co.

had and your answer would have been different from those

given above, please indicate what it would have been.

If the question had asked what change in wealth the Red Top

Realty Co. had and your answer would have been different from

those given above, please indicate what it would have been.
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SITUATION 4

The Hutchines Co. manufactures all types of gaskets for

airframe manufacturers. Their average sales for a year is

$350,000 and they have average operating costs of $200,000.

A new gasket cutting machine has come on the market which is

available only upon a lease agreement. On January 1, 1972,

Hutchines Co. leased one of these machines and paid the

manufacturer $400,000 which is 5 years lease payments in

advance. Their sales in 1972 amounted to $500,000 and the

operating expenses other than for the lease payments were

$300,000.

Average sales
Average operating costs
Lease payments (5 years in

advance)
Sales after lease of machine
Costs other than lease

$350,000
$200,000

$400,000
$500,000
$300,000

What income (or loss), if any, did Hutchines Co. have in 1972?

If the question had asked what profit Hutchines Co. had and

your answer would have been different, please indicate what

it would have been.

If the question had asked what gain Hutchines Co. had and

your answer would have been different from those given above,

please indicate what it would have been.

If the question had asked what change in wealth Hutchines Co.

had and your answer would have been different from those

given above, please indicate what it would have been.

INM I -las --------------
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SITUATION 5

A local business man has come to you for some advice.

He has an exclusive right to sell a certain brand of type-

writer. He pays $100 to the manufacturer for each typewriter,

and it's normal selling price is $150 per unit. His selling

and other operating expenses are $30 per unit this year. One

day recently, a man who lived in California stopped by his

shop. He said that he was just passing through and would give

$120 per machine for 3 typewriters. No more, no less.

Cost of machine
Selling price

Operating costs
Offered price for 3 type-

writers

$ 100
$ 150
$ 30

$ 120 per machine

The business man asks you, should he make the sale?

What income (or loss), if any, would result from the sale of

the 3 machines?

If the question had asked what profit would result and your

answer would have been different, please indicate what it

would have been.

If the question had asked what gain would result and your

answer would have been different from those given above,

please indicate what it would have been.

If the question had asked what change in wealth would result

and your answer would have beendiffrent from those given

above, please indicate what it would have been.
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SITUATION 6

You have been given the following information concerning

a customer's application for a loan. The customer owns a

donut shop and on January 1, 1972, he had to purchase a new

donut making machine. This machine cost him $10,000 and will

last 10 years. His sales in 1972 amounted to $20,000 and his

total operating expenses for operations and supplies were

$10,000 exclusive of the amount paid for the machines.

Cost of machine
Life of machine
Total revenues
Total operating costs

$ 10,000
10 years

$ 20,000
$ 10,000

What income (or loss), if any, was there from the donut shop

in 1972?

If the question had asked what profit had there been, and your

answer would have been different, please indicate what it

would have been.

If the question had asked what gain had there been, and your

answer would have been different from those given above,

please indicate what it would have been.

If the question had asked what change in wealth had there

been, and your answer would have been dTfferent from those

given above, please indicate what it would have been,
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SITUATION 7

A local business man has given you the following infor-

mation in conjunction with his loan application. He is the

owner and operator of an appliance store. During 1973 his

total appliance sales amounted to $300,000. His total

operating costs for merchandise, salaries, rent and miscel-

laneous items were $270,000. He had invested $50,000 of his

savings in this business when it was started. He could earn

$5,000 per year on this money if he had invested this money

in corporate bonds.

Sales $300,000

Operating costs $270,000
Investment to start business $ 50,000
Interest which could be

earned $ 5,000

What income (or loss), if any, has he had in 1973?

If the question had asked what profit he had and your answer

would have been different, please indicate what it would have

been.

If the question had asked what gain he had and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth he had and

your answer would have been differenT 7om those given above,

please indicate what it would have been.
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SITUATION 8

The BAC Corporation has more cash than it needs for

normal business operations. In November of 1970 they invested

$15,000 in common stock of other corporations. The market

price of this stock at the end of the year when they created

their financial statements was $25,000.

Cost of stock $ 15,000
Market price at end of year $ 25,000

Was there any income from the stock at the end of 1970?

In May of 1971, they sell the common stock for $20,000.

What income (or loss), if any, was made from the sale of

stock in 1971?

If the questions had asked what profit had there been and

your answers would have been different, please indicate what

they would have been.

If the questions had asked what gain had there been and your

answers would have been different, please indicate what they

would have been.

If the questions had asked what change in wealth had there

been and your answers would have been different from those

given above, please indicate what they would have been.
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SITUATION 9

You purchased an apartment house on January 1, 1971,

for $100,000 which has five apartments in it. The building

needed to be redecorated and to have a new roof installed.

It cost you $2,000 to have the building redecorated and the

new roof cost you $8,000 and will last five years. The

remaining life of the building is estimated to be 40 years.

The rents from the apartments (which are all rented on 5 year

leases) amounted to $12,000 in 1971 and the leases state you

cannot raise the rent until the term of the lease expires.

Cost of building
Cost of redecorating
Cost of roof
Rental amount per year

$100,000
$ 2,000
$ 8,000
$ 12,000

What was your income (or loss), if any, in 1971 from the

building?

If the question had asked what profit you had and your answer

would have been different, please indicate what it would have

been.

If the question had asked what gain you had and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth you had and

your answer would have been differenT from those given above,
please indicate what it would have been.
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SITUATION 10

You and your wife own a house valued at $50,000 which

cost you $35,000 ten years ago. You have decided to sell

your home and move into an apartment because all of your
children are married and have families of their own. You

listed your house on the market at $50,000 and a buyer

offered you $42,000 and a vacant lot which was valued at

$8,000. You accepted this offer and listed his lot on the

market at $8,000 at the end of 1971 and it has not sold.

Cost of home
Selling price of home
Cash received
Listed price of lot

$ 35,000
$ 50,000
$ 42,000
$ 8,000

What is your income (or loss), if any, from the sale of your

home?

If the question had asked what profit you had and your answer

would have been different, please indicate what it would have

been.

If the question had asked what gain you had and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth you had and

your answer would have been different from those given above,

please indicate what it would have been.
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SITUATION 11

Mr. Jones owns 500 shares of the ABC Corporation which

he purchased 1 year ago for $5,000 ($10 per share). The

current market price of these shares is $20 per share. On

June 1, 1973, the ABC Corporation gave a stock dividend of

1 share for each 10 shares owned, This dividend had no

effect upon the market price per share of the stock.

Cost of shares
Market price of shares
Shares received in dividend

$ 5,000
$ 10,000

50

What income (or loss), if any, has Mr. Jones had from this

stock in 1973?

If the question had asked what profit Mr. Jones had and your

answer would have been different, please indicate what it

would have been.

If the question had asked what gain Mr. Jones had and your

answer would have been different from those given above,

please indicate what it would have been.

If the question had asked what change in wealth Mr. Jones

had and your answer would have been different from those

given above, please indicate what it would have been.
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SITUATION 12

John Roberts sold a warehouse and lot on which it was

situated during 1972 for $350,000. This warehouse and lot

cost him $200,000 when he purchased it 3 years ago. The

terms of the sale were that he would receive $100,000 plus

$25,000 in interest during 1972 and the balance in equal

payments with 10% interest over the next five years.

Sale price of warehouse
and lot

Cost of warehouse and lot
Down payment
Interest received in 1972
Payment received in each

year after 1972

$350,000.
$200,000
$100,000
$ 25,000

$ 50,000

What income (or loss), if any, did John have during 1972 from

this sale?

If the question had asked what profit John had and your answer

would have been different, please-indicate what it would have

been.

If the question had asked what gai John had and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth John had and

your answer would have been different from those given above,

please indicate what it would have been.
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SITUATION 13

The BC Forms Inc. has requested a loan in the amount of

$75,000 to assist in the operating of a newly implemented

weed control and fertilizer program. The BC Forms, Inc.

produces sugar beets. The annual planting of 2,000 acres

produced on the average for each year 40,000 tons (20 tons

per acre) of sugar beets for the past ten years. These

beets sold for $600,000 ($15 per ton). Total operating costs

have been $500,000 per year. This past year a program of

weed control and fertilization increased the yield to 50,000

tons. The additional costs of this program were $100,000.

The sugar beets were sold at a price of $15 per ton. All

other costs remained the same as in prior years.

Average cost of production
Average sales
Average yield
New yield
New cost of production
New Sales

$500,000
$600,000

40,000
50,000

$600,000
$750,000

How much income (or loss), if any, resulted from the weed

control and fertilizer program?

If the question had asked how much profit resulted and your

answer would have been different, please indicate what it

would have been.

If the question had asked what gain resulted and your answer

would have been different from those given above, please

indicate what it would have been.

If the question had asked what change in wealth and your

answer would have been different from T ose given above,

please indicate what it would have been.

tons
tons



168

SITUATION 14

The Henry Corporation has reported the following infor-

mation to you for consideration of their loan request. They

have requested a $100,000 six month loan to cover the costs

of operation. Revenues for 1972 were $1,500,000. Operating

expenses were $750,000 and depreciation and amortization

amounted to $750,000.

Revenues $1,500,000

Operating costs $ 750,000

Depreciation and amortization$ 750,000

What income (or loss), if any, did the Henry corporation have

in 1972?

Would you grant the loan?

If the question had asked what profit Henry Corp. had and

your answer would have been different, please indicate what

it would have been.

If the question had asked what gain Henry Corp, had and your

answer would have been differentrom those given above,

please indicate what it would have been.

If the question had asked what change in wealth Henry Corp.

had and your answer would have been different from those

given above, please indicate what it would have been.
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SITUATION 15

Mr. Smith produces a line of costume jewelry. He is

required to change the line every two years due to market

saturation. This requires re-tooling or replacement of part

of his equipment. In.1971 he introduced his line for 1971-72.

To produce this line required an expenditure of $10,000 for

new equipment. During 1971 he spent $50,000 exclusive of the

equipment cost for operations. His sales amounted to $80,000

for the same year. Because of a change in wage and production

costs his equipment's fair market value is now $12,000.

Equipment cost $ 10,000
Operating costs $ 50,000
Sales $ 80,000
Fair market value of equip-

ment $ 12,000

What income (or loss), if any did Mr. Smith have in 1971?

Mr. Smith continued to produce this line in 1972, but

realized this was the last year he could economically produce

and sell costume jewelry. His operating costs for 1972 were

$55,000 and his sales were $80,000. He sold his equipment at

the end of 1972 for scrap and received $1,000.

Operating costs $ 55,000
Sales $ 80,000
Cash from salvage $ 1,000

What income (or loss), if any, did Mr. Smith have in 1972?

If the question had asked what profit Mr. Smith had and your

answer would have been different'"pease indicate what it

would have been for 1971 and 1972.

If the question had asked what gain Mr. Smith had and your

answer would have been differentifrom those given above,

please indicate what it would have been for 1971 and 1972.

If the question had asked what change in wealth Mr. Smith had

and your answer would have beendiferent from those given

above, please indicate what it would have been for 1971 and

1972.
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SITUATION 16

The Home Corporation has provided you with the following

data for 1972. Revenues $500,000. Operating costs $35,000.

Reduction in inventory $300,000. The reason for the reduction

in inventory is that the Home Corporation was engaged in a

labor strike all of 1972 and no production was performed.

Total revenues
Operating expenses
Reduction in inventory

$500,000
$ 35,000
$300,000

What income (or loss), if any, did the Home Corporation have

during 1972?

If the question had asked what profit the Home Corporation had
and your answer would have been different, please indicate

what your answer would have been.

If the question had asked what gain the Home Corporation had

and your answer would have been3ferent from those given
above, please indicate what it would have been.

If the question had asked what change in wealth the Home

Corporation had and your answer would have been different

from those given above, please indicate what it would have

been.
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SITUATION 17

The owner of an auto supply house has come to you for

advice. The business he started the first of January 1971

had total sales of $300,000 in 1971. The total operating

costs for that year were $280,000. He had invested $60,000

of his savings to start the business. During the month of

December 1971, he was offered an opportunity to sell the

business for $65,000 and offered a salary of $15,000 per year

on a 10 year contract to stay on as manager.

Sales
Operating costs
Initial investment
Offer price
Salary offer

$300,000
$280,000
$ 60,000
$ 65,000
$ 15,000

What income (or loss), if any, would you determine for the

store in 1971?

Would you advise the owner to accept the offer?

If the question had asked what profit the owner had and your

answer would have been differen, please indicate what your

answer would have been.

If the question had asked what gain the owner had and your

answer would have been differenTrom those given above,

please indicate what it would have been,

If the question had asked what change in wealth the owner

had and your answer would have been diWe"rent from those

given above, please indicate what it would have been.
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SITUATION 18

You are the president of the XYZ Manufacturing Company

which produces window air conditioners. In 1971 your company

produced 1,000 units. During the year 950 units were sold.

The remaining 50 units were in the warehouse at the end of

the year. The total cost of producing the 1 ,000 units was

$100,000 ($100 per unit). The 950 units sold for $104,000

($110 per unit). You believe that you can sell the 50 units

still on hand for $5,500 ($110 per unit) plus'your total

1972 production during 1972.

Units produced
Units sold
Cost of total production
Total sales amount
Cost of inventory on hand

(goods not sold)
Sales price of inventory

1 ,000
950

$100,000
$104,000

$ 5,000
$ 5,500

What is your income (or loss), if any, for 1971?

If the question had asked what prof it you had and your answer

would have been different, please indicate what your answer

would have been.

If the question had asked what gain you had and your answer

would have been different from tEWlie given above, please

indicate what it would have been.

If the question had asked what change in wealth you had and

your answer would have been different om those given above,
please indicate what it would have been.
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SITUATION 19

The following information was provided to you by Mr.

Able in connection with his loan application. Sales for 1972

amounted to $65,000, Operating costs were $45,000, In 1972,

Mr. Able instituted a credit policy in his business. His

outstanding accounts receivable were $4,000 at the end 
of

1972.

Cash collections
Operating costs
Accounts receivable

$ 65,000
$ 4.5,000
$ 4,000

What income (or loss), if any, did Mr. Able have in 1972?

If the question had asked what profit Mr. Able had and your

answer would have been different, please indicate what your

answer would have been.

If the question had asked what gain Mr. Able had and your

answer would have been different"Tom those given above,

please indicate what it would have been.

If the question had asked what change in wealth Mr. Able had

and your answer would have beenTifferent from those given

above, please indicate what it would have been.
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SITUATION 20

The Lot Company manufactures furniture. They had

planned their 1973 production to produce 4,000 overstuffed

chairs. These chairs would result in revenues of $400,000
($100 per chair). The costs of production were broken down

in amounts of $160,000 variable ($40 per chair) and $80,000

fixed ($20 per chair). The total capacity of the company
was 6,000 chairs. The Home Furniture Company offered the

Lot Company a contract for 1,000 chairs. Home would only

pay the Lot Co. $90,000 ($90 per chair) since they were

purchasing such a large quantity of chairs. The Home Furni-

ture Co. order would be over and above the planned pro-
duction of 4,000 chairs.

Per Unit Total

Revenues $100 $400,000
Variable costs $ 40 $160,000
Fixed costs $ 20 $ 80,000
Offered amount $ 90 $ 90,000

What income (or loss), if any, would Lot Company have if they

accepted the contract?

Would you as president of Lot Company accept this offer?

If the question had asked what profit the Lot Co. had and

your answer would have been different, please indicate what
your answer would have been.

If the question had asked what gain the Lot Co. had and your

answer would have been different from those given above,
please indicate what it would have been.

If the question had asked what change in wealth the Lot Co.

had and your answer would have been diTTerent from those

given above, please indicate what it would have been.
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Robert E. Mc Gillivray CPA
1020 Ridgecrest
Denton, Texas 76201

June 21, 1973

Dear Sir:

I am presently a Ph.D. candidate at North Texas State Univer-

sity beginning work on my dissertation. The subject of this

dissertation is the concept of income used by bank loan

officers in evaluating requests for loans. It is my contention

that income as measured by accountants is not completely

adequate for the uses of bank loan officers and this measure-

ment should be modified to meet their needs since they are one

of the single largest groups of users of this information.

The technique that will be used to make this determination is

a series of interviews with a selected sample of bank loan

officers in the Dallas-Fort Worth area, one interview with

each loan officer in which he will be asked to determine what

he considers to be the income from a specific business
situation.

In order to determine the characteristics of the sample, I

need information concerning the population of bank loan

officers in the Dallas-Fort Worth area. Specifically I need

the number of individuals in the employ of your bank that are

permitted to evaluate loans. If you have broken loans into

various categories and have segregated the officers to a

specific type of loan, then the information I need is the

number of officers for each category.

I am enclosing a self addressed stamped envelope for your

convenience and wish to express my appreciation in advance
for your cooperation.

Sincerely,

Robert E. Mc Gillivray CPA
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BANKING INSTITUTIONS CONTAINED IN THE POPULATION

City Name of Bank

Carrollton Dallas County State Bank
First Security Bank and Trust Co.

Dallas American Bank and Trust Co.
Bank of Dallas
Bank of Service and Trusts
Bank of the Southwest
Buckner State Bank
Casa Linda National Bank of Dallas
Citizens National Bank
City Bank and Trust Co.
Commercial National Bank
Commonwealth National Bank of Dallas
Brookhollow National Bank
Dallas Bank and Trust Co.
East Dallas Bank
Exchange Bank and Trust Co.
Fair Park National Bank of Dallas
Fidelity Bank
First Citizens Bank
First National Bank in Dallas
Grand Avenue Bank and Trust Co.
Greenville Avenue State Bank
Grove State Bank
Guaranty Bank
First Continental Bank
Hillcrest State Bank of University Park
Hillside Bank and Trust Co.
Inwood National Bank of Dallas
Lakewood Bank and Trust Co.
Main Street National Bank of Dallas
Mercantile National Bank of Dallas
Merchants State Bank
North Central Bank
North Dallas Bank and Trust Co.
National Bank of Commerce
North Park National Bank of Dallas
Northwest National Bank of Dallas
Oak Cliff Bank and Trust Co.
Park Cities Bank and Trust Co.
Preston State Bank
Republic National Bank of Dallas
Royal National Bank
Security Bank and Trust Co.
South Oak Cliff Bank



Name of Bank

Dallas (continued)

Duncanville

Euless

Farmers Branch

Texas Bank and Trust Co. of Dallas
Texas National Bank of Dallas
Trinity National Bank of Dallas
White Rock National Bank of Dallas
Valley View State Bank
The Village Bank, National Association
Wynnewood State Bank

First National Bank

First National Bank of Euless
First State Bank

First National Bank

Fort Worth

Garland

Grand Prairie

Bank of Commerce
City National Bank
Continental National Bank
Everman National Bank
First National Bank of Fort Worth
Fort Worth National Bank
Gateway National Bank of Fort Worth
Haltom City State Bank
North Fort Worth State Bank
Northeast National Bank of Fort Worth
Northeast National Bank
Ridglea State Bank
Riverside State Bank
Security State Bank
Seminary State Bank
South Fort Worth State Bank
Southwest National Bank of Fort Worth
State Bank of East Fort Worth
Tarrant State Bank
Union Bank of Fort Worth
University State Bank
West Side State Bank

Colonial National Bank of Garland
First National Bank in Garland
Garland Bank and Trust Co.
Southern Bank and Trust Co.

First National Bank in Grand Prairie
Grand Prairie State Bank
Midway National Bank

City
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Name of Bank

Hurst

Irving

Mesquite

Bank of North Texas
First National Bank of Hurst

American Bank and Trust Co.
Citizens State Bank
First National Bank of Irving
Irving Bank and Trust Co.
Southwest Bank and Trust Co.

Bank of Mesquite
First National Bank of Mesquite
Mesquite State Bank

The Citizens State Bank
First National Bank of Richardson
First Bank and Trust of Richardson
Promenade National Bank
Richardson Heights Bank and Trust Co.

Richardson

City

178
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CHARACTERISTICS OF SAMPLE

Current Position

Loan Officer Category

Commercial. .
Installment *
Real Estate .
International
National. . .
Agricultural.
Energy. . . .
Correspondent
Leasing . . .
Factoring . .
General . . .

I

I

I

.I

.I

.I

.I

.

.

I
.I

I

I

.I

.I

.I

Current

Experience Level

I

I

.I

.I

.I

a

a

.a
I

.I

Number of Responses

I

I

.I

.I

.I

.I

.I

.I

.I

.

.I

.Ia

.a

.a

16
14
8
2
3
2
2
6
1
2

12

Experience Level

Number of Responses

Under 6 months.
6 months to one
1 to 2 years.
2 to 3 years.
3 to 5 years.
5 to 10 years .
Above 10 years.

Past Loan Officer Experience

*Category of Past Experience

Commercial.
Installment
Real Estate
International
National..,
Agricultural.
Energy. .
Correspondent
Leasing . .0.

Factoring . .
General . .

. a

" .

..

. .

. .a

" ."

. ."

" .a

. a

Number of Responses

a
.I

0

I

0

0

.I

.I

.I

,a

.a

.a

.I

a

.a

.I

. .

. .S

. .

. I

. .

. .I

" .I

. .I

a

.S

.I

.I

.I

.I

.I

.I

8
10
4
1
2
4
1
4
6
3
6

*One respondent may have had experience in more than one area.

I.I

I

.0

0

.0

.0

.I

I

.I

4

4

.

.S

I

I

.I

.I

.I

.I

. . .

year.
. . .

. . .

. . .

. I

I

0

0

I

.I

.

I

.

I

I

I

I

.I

.I

5
2
8
5
9

18
21

0

I

.I

.I

.I

.I

.I

.I

.I

.0

.I

.I

.I

.S

.0

S

.S

,0

.0

.a

.a

.a

.a

.a

.a

.a

.I

.I

.I
.I

.I

.I
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Length of Time in Past Position

Term Number of Responses

Under 6 months. . . . . . . . . . . * - - * I

6 months to one year. . . . . . . . . . . . I

1 to 2 years. . . . . . . . . * . * - - * - 7

2 to 3 years. . . . . . . . . . . . . . . . 5

3 to 5 years. . . . . . . . . . . . . . . . 3

5 to 10 years . . . . . . . . . . . . . . . 13

Above 10 years. . . . . . . . . . . . . . . 5

Average Size of Loan Considered

Size Number of Responses

$500 to $1,000. . . . . . . . . . 0 . a I s 1

$1,000 to $2,000. . . . . . . . . . . . . 0 3

$2,000 to $3.000. . . . . . . . . a . . . 2
$3,000 to $5,000. . . . . . . . . . . . . . 8

$5,000 to $10,000 . . . . . . . . . . . . . 3

$10,000 to $20,000. . . . . . . . . . . . . 6

$20,000 to $50,000. . . . . . . , . . . . . 13

$50,000 to $100,000 . . . . . . . . . . . . 11

$100,000 to $500,000. . . . . . . . . . . . 14

Over $500,000 . . . . . . . . . . . . . . . 7

Loan Policy of Bank

Policy Number of Responses

Conservative. . . . . . . . . . . . . , , . 13

Between Conservative & Moderate . . . . . . 22

Moderate. . . . . . . . . . . . . . , . . 30

Between Moderate & Liberal. . . . . , . . . 3

Liberal .@ @. . .@ . .v . -* - .@ - 0

Parents Occupation

*Occupation Number of Responses

Professional. . . . . . . . . . . . . . . . 9

Manager/Executive ... . . . . . . . . . . 17

Owner/Proprietor (Self Employed). . . . . . 24

Laborer . . . . . . . . . . . . . , . . . . 12

Government/Military . . . . . . . . . . . . 4

Clerical. . . . . . . . . . . . . . . . . . 4

Salesman. . . . . . . . . . . . . . . , . . 3

Housewife . . . . . . . . . . . . , . . . . 2

*Includes both parents when both worked
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Sex of Loan Officers
Number of Responses

Male. . . . . . . . . - - -
# * - 66

Female,, . .0.0.a. t- St- atus* a-- 2

Marital Status

Status

Married .
Single..*
Divorced.

Number

None..
One .
Two
Three
Four.

. . . .

. . .0 .

Number of Responses

. . - . . . . . - - * - - 64

* t w ---* --* * ..2. . --- -- --2

Number of Children Supporting

Response

. . . .

. . .a

" .I.I.I

. .I.I.I

. .I.I.I

0 0

" "

" a

. .

" .I

" .

" "

" a

- -

" '

20
16
19

- 9
* 4

I

0-I

a

a

-aI

-0

*

Level of Education

Level Allowed

Some High School.
High School Graduate.
Some College. . *.0a
College Graduate...
Some Graduate Work. .
Graduate Degree .

Number of Responses

0

.a

.a

-a
I

a

0

I

" "

. .

" 0

. -

. .

" -I

Type of Training in Financial

Type

In College Courses. . . 0 0 . .

In Banking Institutes * . 0 0 .
In Continuing Education Courses
In On the Job Training. 0 .
Other . . 0 0 . . . . .a

a

a

a

-a

a

-a

.14
.7
18
17

, 13
13

Analysis

Number of Responses

I.I

I.0

43
39
17
42

.5

Sex

-I

*I
-I

-
-
-

-
-

-a

.I
-I

a

.I

.I

.I

I
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Age Group

18 - 25
26 - 35
36 - 45
46 55
56 - 65
Over 65

Category

Caucasian
Negro . .

Age of Loan Officers

Number of Responses

. .

" .

. .

. .

. .

. .

. . .

. I .

a
.I

. 0 * - - 0 * 3

- - - - 9 * . 31
. - 0 - - - . 16

* 9 - - - 0 * 6

- 0 - - . - 0 1

Race

Number of Responses

. . . . . . . . * * . * .* * .67

. 0 * 0 # .* t o .o f ..---.1

Religious Preference

Religion

Protestant. . .
Catholic. . . .
Episcopal/Orthodox.
Jewish. . . . . .
Other * . * . .
Agnostic. . . .

Number of Responses

0

a

a

.a

.a

.a

I

I
.I

.I

I

0

a

.a 0

0

0

.0

-9

Other Sources of

Type

Investments . .
Small business.
Rental property
Teaching. . .
Military reserve.
Farms . . ..0.*. .
Cattle. . .0, * *o.
No response . . . .

I

I

I

.I

I

0

.

.a

.I

.I

I

I
.

I

I

-0

0

0

0

-0

-

.0

.

I

-

-

I
-I

.
0

I

0

0

-0

0

.

-

48
12
5

Income

Number of Responses

.

I

I

0

0

I

I

I

I

.I

I

a

0 "

. .

" I

" -I

. .

" -

0 -

0

I

-I

.I

17
2
1
3
2
2
I
2

Salary Level

Level

$7,500 to $10,000
$10,000 to $15,000.
$15,000 to $20,000.
$20,000 to $25,000.
Above $25,000
No response . . .

Number of Responses

.0
" 0

. 0

. .I

. .I

0

.*

- 1
.2
S11
21
26

. . . . . . . * * a # a 7

.
.
.
.
.
.

.I

.I
.I

.I

.I

.a

a

.a

.a

.I

.0

.
.

.
.
.

.
.
.
.
.

.I

.
.

.
.
.

.0
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Situation
1
1
1

2
2
2
2
2
2

3
3
3
3
3
3
3
3
3
3

4
4
4
4
4
4
4
4
4
4
4
4
4

5
5
5
5
5
5
5

Numeric Answer

280
500

(220)
0

150,000
0

400,000
120,000
105,000
47,900

190,000
225,000
40,000
75,000
120,000

0
265,000
180,000
35,000
12,000

200,000
(200,000)
500,000
120,000
150,000
630,000
100,000
(50,000)
220,000
420,000
440,000
270,000
180,000

(30)
30

360
60
20
(60)
0

Concept Assigned

Appreciation in value

Appreciation in value

Cash flow
Deferred expense

Cash flow
Cash payout
Gross receipts
Deferred expense
Indeterminate
Indeterminate

Cash flow
Gross receipts
Deferred revenue
Deferred revenue
Accrued expense
Indeterminate
indeterminate
Indeterminate
Indeterminate
Indeterminate

Cash flow
Cash payout
Gross receipts
Deferred expense
Marginal revenue
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate

Cash flow
Cash flow
Gross receipts
Marginal revenue
Marginal revenue
Indeterminate
Indeterminate



Situation

6
6
6
6
6

7
7
7
7
7
7

8A
8A

8B
8B
8B

9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9
9

10
10
10
10
10
10
10

Numeric Answer

10,000
0

20,000
9,000

11,000

30,000
(20,000)
300,000
25,000
(25,000)

0

0
10,000

5,000
20,000

0

10,000
(98,000)
2,000

12,000
7,300
8,400
7,500
5,850
5,900
8,500
9,250
5,500
8,150
6,000
(500)

7,850
6,850

45,900
(2,000)

112,000
4,000

118,000

11,500
15,000
7,000

42,000
8,000

0
23,000

Concept Assigned

Cash flow
Cash payout
Gross receipts
Deferred expense
Indeterminate

Cash flow
Cash payout
Gross receipts
Imputed cost
Indeterminate
Indeterminate

Cash flow
Accrued revenue

Cash flow
Gross receipts
Indeterminate

Cash flow
Cash payout
Cash payout
Gross receipts
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Deferred expense
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate

Appreciation in
Appreciation in
Cash flows
Gross receipts
Indeterminate
Indeterminate
Indeterminate

value
value
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Situation Numeric Answer Concept Assigned

11 ,000
6,000

0
1,000
5,500

500
100

11
11
11
11
11
11
11

12
12
12
12
12
12
12
12
12
12
12
12
12

13
13
13
13
13
13
13

32,000
22,000
30,000
20,000
80,000
25,000

0

13,000
22,000
25,000

26,000
1,000

81 ,000

Appreciation in value
Appreciation in value

Cash flow
Accrued revenue
Indeterminate
Indeterminate
Indeterminate

Cash flow
Gross receipts
Gross receipts
Accrued revenues
Accrued revenues
Deferred revenue
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate

Cash flow
Gross receipts
Gross receipts
Marginal revenues
Indeterminate
Indeterminate
Indeterminate

Cash flow
Gross receipts
Accrued expense
Indeterminate

Appreciation in value
Appreciation in value
Cash flow
Cash payout
Gross receipts
Deferred expense
Indeterminate

Appreciation in value

Appreciation in value
Cash flow
Cash flow
Cash flow
Gross receipts

200

100,000
125,000
350,000
150,000
175,000
67,857
50,000
25,000
55,000
4,500

75,000
0

187,500

150,000
750,000

1,350,000
50,000

250,000
0

100,000

750,000
1,500,000

0
100,000

14
14
14
14

15A
15A
15A
15A
15A
15A
15A

15
15B
15B
15B
15B
15B



Situat ion Numeric Answer Concept Assigned

15B
1 5B
15B
15B
15B
15B
15B
15B
15B
1 5B
15B
1 5B
15B
15B

16
16
16
16
16
16

17
17
17
17
17
17
17
17

18
18
18
18
18
18
18
18
18
18

16,000
21 ,000
24,000
30,000
80,000
19,000
14,000
20,000

0
6,000

35,000
37,000
46,000
11 ,000

465,000
500,000
165,000

0
265,000
(135,000)

25,000
20,000
(40,000)
300,000

5,000
0

60,000
120,000

15,000
4,500

5,000
4,000

104,000
109,500

9,000
9,500

100,000
0

20,000
65,000
24,000
61,000
16,000

0

201

Accrued expense
Accrued expense
Indeterminate
Inde terminate
Indeterminate
Indete rminate
Indeterminate
Indeterminate
Indeterminate
Inde t e rminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate

Cash flow
Gross receipts
Accrued expense
Indeterminate
Indeterminate
Indeterminate

Appreciation in value

Cash flow
Cash payout
Gross receipts
Imputed cost
Indeterminate
Indeterminate
Indeterminate

Appreciation in value
Appreciation in value

Appreciation in value
Cash flow
Gross receipts
Gross receipts
Deferred expense

Deferred expense
Indeterminate
Indeterminate

Cash flow
Gross receipts

Accrued revenue
Indeterminate
Indeterminate
Indeterminate

19
19
19
19
19
19



Situation

20
20
20
20
20
20
20
20
20
20
20
20
20
20
20
20
20

Numeric Answer

210,000
290,000
270,000
490,000
90,000
30,000
50,000

190,000
280,000
(10,000)
220,000
540,000
250,000

3,000
300,000

0
160,000

Concept Assigned

Cash flow
Cash flow
Cash payout
Gross receipts
Gross receipts
Marginal revenue
Marginal revenue
Imputed costs
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
Indeterminate
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ANSWERS TO SITUATIONS

Term Measured is Income

Situation Answer Number of Responses Percent

1 0 36 53

1 (220) 30 44

1 280 1 1

1 No answer 1 1

2 400,000 9 13

2 150,000 33 49

2 0 16 24

2 120,000 8 11

2 105,000 1 1

2 No answer 1 1

3 190,000 9 13

3 40,000 39 57

3 75,000 7 10

3 120,000 .11

3 225,000 8 11

3 265,000 1 1

3 0
3 35,000

3 No answer

4 500,000 7 10

4 120,000 42 62

4 200,000 5 7
4 (200,000)913
4 100,000 1 1

4 630,000 1 1

4 0 1

4 (50OOO) .1

4 220,000 1

5 0 10 15

5 60 13 19

5 (30) 38 56

5 360 6 9

5 90 1 1

6 20,000 9 13

6 9,000 35 51

6 10,000 13 19

6 0 11 16
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Situation Answer Number of Responses Percent

7 300,000 10 15

7 30,000 50 74

7 25,000 2 3

7 (25,000) 2 3

7 0 2 3
7 (20,000) 2 3

7 No answer 1 1

8A 10,000 1 1

8A 0 65 96

8A No answer 2 3

8B 5,000 55 81

8B 0 5 7

8B 20,000 5 7

8B No answer 3 4

9 12,000 16 24

9 8,400 3 4

9 7,500 4 6

9 2,000 17 25

9 5,900 9 13

9 (98,000) 1 1

9 8,500 1 1

9 0 2 3

9 10,000 2 3

9 (500) 2 3

9 5,850 1 1

9 9,250 1 1

9 5,500 2 3

9 7,850 1 1

9 6,850 1 1

9 45,900 1 1

9 8,150 1 1

9 (2,000) 1 1

9 (50,000) 1 1

10 42,000 11 16

10 15,000 25 37

10 7,000 20 29

10 0 11 16

10 8,000 1 1

11 11,000 2 3

11 0 51 75

11 1,000 13 19

11 500 1 1

11 No answer 1 1



205

Situation Answer Number of Responses Percent

12 125,000 28 41

12 150,000 7 10

12 50,000 3 4

12 100,000 2 3

12 175,000 10 15

12 55,000 1 1

12 25,000 9 13

12 67,857 3 4

12 45,000 1 1

12 (75,000) 1 1

12 0 1 1

12 75,000 1 1

12 No answer II

13 150,000 26 38

13 50,000 33 49

13 750,000 3 4

13 1,350,000 1 1

13 250,000 1 1

13 0 1 1

13 No answer 3 4

14 0 46 68

14 750,000 7 10

14 1,500,000 12 18

14 No answer 3 4

15A 80,000 10 15

15A 25,000 27 40

15A 30,000 9 13

15A 20,000 17 25

15A 32,000 2 3

15A No answer 3 4

15B 13,000 2 3

15B 21,000 24 35

15B 16,000 6 9

15B 24,000 3 4

15B 26,000 13 19

15B 81,000 7 10

15B 30,000 1 1

15B 80,000 2 3

15B 19,000 1 1

15B 14,000 1 1

15B 20,000 1 1

158 25,000 3 4

158 0 1 1

158 6,000 1 1

15B No answer 2 3
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Situation Answer Number of Responses Percent

16 500,000 12 18

16 165,000 33 49

16 465,000 19 28

16 (135,000) 1
16 0 11

16 265,000 1 1

16 No answer 11

17 300,000 9 13

17 20,000 54 79

17 25,000 1 1

17 0 1 1

17 (40,000) 1 1

17 No answer 2 3

18 104,000 10 15

18 9,000 22 32

18 4,000 25 37

18 5,000 1 1

18 100,000 1 1

18 9,500 2 3

18 109,500 1 1

18 15,000 1 1

18 0 1 1

18 No answer 4 6

19 65,000 9 13

19 24,000 10 15

19 20,000 41 60

19 61,000 2 3

19 16,000 3 4

19 0 1 1

19 No answer 2 3

20 490,000 7 10

20 210,000 18 26

20 280,000 2 3

20 270,000 1 1

20 190,000 13 19

20 30,000 8 12

20 (10,000) 1 1

20 90,000 4 6

20 50,000 2 3

20 220,000 1 1

20 540,000 1 1

20 290,000 1 1



Situation Answer

250,000
3,000

300,000
0

370,000
No answer

Number of Responses

4
1

4
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20
20
20
20
20
20

Percent

I
I
I
I
I
6
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