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INTRODUCTION

The past decade has w itnessed  many changes in the commercial 

banking system  in the United S tates and has placed new demands on 

a bank’s internal reporting system . The commercial banks in the 

United S tates now face far greater competition than ever before from 

banks and from other financial institu tions in the consumer credit 

fie ld  such a s  savings and loan com panies, small loan companies and 

cred it un ions. Electronic data processing has caused a virtual revo­

lution in the banking industry and in our economy in general. Bank 

custom ers w ant better and more varied se rv ice s . Improved communi­

cations have speeded up the  tempo of business ac tiv ity . These 

developments have created the need for more accu ra te , complete and 

current in ternal reporting system s for a ll b anks. ^

Management reporting system s for banks can be said to have

evolved over the years as a resu lt of three general developments. 

F irs t, the professionalization of general bank management is pro-
9

ceeding rapidly . This is evidenced by the increasing number of

Gordon I. Hamrick, "Are Management Information Systems 
Practical for B anks," National Automation Conference, (New York: 
American Bankers A ssociation, 1964), pp. 258-259.

2
J. T. M cCarthy, "Designing An Effective Management Re­

porting System ,"  Reporting Financial Data to  M anagement, 
American Management A ssociation, (New York: 1965), pp. 19-20.

1
( /
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graduate schools of banking in the United S tates and the program s,

curriculum and certifica tes  offered by these  sch o o ls . 1

Second, the use of management reporting system s by bank man­

agement reflects the development of new techniques for planning the 

proper course of action  for the organization. Modern techniques 

aiding bank management range from refinements in financial analysis 

and planning to the more complicated approach known as operations 

re sea rch . ̂  Operations researchers use m athem atical m odels, 

system s analysis and computer technology to  aid in the decision 

making p ro cess .^  Applications of operations research  in banks to ­

day include a ss is ta n c e  in credit selection^ and branch bank location 

d ec is io n s.  ̂ The N ational A ssociation for Bank Audit, Control and 

Operation has used operations research  to  design te lle r  models for

1
Banking- schools in the United S tates include among o th ers , 

NABAC School for Bank Audit, Control and Operation, University-of 
W isconsin: Graduate School of Banking, University of W isconsin; 
School of Consumer Banking, University of Virginia and Bank Training 
Program, U niversity of M ichigan.

2
M cCarthy, loc . c i t . , pp. 19-20.

^David B.. H ertz, "Implementing an Operations Research Pro­
gram," Banking, LVEU (March, 1966), p. 47.

4
H. Martin W eingartner, "Concepts and U tilization of C redit- 

Scoring Techniques,"  Banking, LVHI (February, 1966), p . 51.

^Kalman J. Cohen, "Risk Analysis and Branch Bank Location, " 
Banking, LVIII (February, 1966), p . 53.

(
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E
scheduling te lle r  opera tions.

Third, management reporting system s for banks have stemmed 

from a w idespread recognition by bankers of the v a s t potential 

available to them for improving operating effic iencies and profits 

of their o rgan iza tion .2 The low ra te  of return earned by banks when 

compared with other economic institu tions is  a problem confronting 

the commercial banks in our country. The average rate  of return on 

net worth earned by the commercial banks in the United States in 

1965 was 8.8% as  compared to 13.8% for manufacturing com panies,

13.1% for trade com panies, 10.8% for public u tili tie s , 14.5% for

3service companies and 12.1% for sa le s  finance com panies. Be­

cause of the low earnings in b an k s , there has been increased  

activ ity  to  improve bank m anagem ent's ab ility  to p lan , control and 

make better d e c is io n s . A higher ra te  of return and improved overall 

operating efficiency have been major g o a ls . Improved report avail­

ab ility  and usage is one path toward th e se  g o a ls .

’Functions and Purposes of Reports 

Bank reporting system s trad itionally  have been a record-keeping 

of h isto rical d a ta . Such reporting system s are not sensitive  to  the

^National A ssociation for Bank Audit, Control and Operation, 
"NABAC Announces New Tool for Banking,"  Auditgram XL (November, 
1964), p. 46.

2
M cCarthy, loc . c i t . , pp. 19-20.

^Monthly Economic Letter, F irst N ational City Bank, New York, 
New York, April, 1966, p. 41.1
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requirements assoc ia ted  w ith rapid changes in our economy and in 

banking operations and do not provide management w ith much needed 

current operating d a ta .^  Data reported to the management and d i­

rectors of a bank must be current. W ith the increasing pressures on

bank managers a ll reports must be-"on time" to be useful in the
2"control of the operations of the bank.

Banking management in its  daily  ac tiv itie s  needs a system  to 

m aintain or improve communications and control, and to  be tter direct 

its  efforts and thus increase  p ro fits . The operating management and 

directors of a bank need reports to  a s s is t  them in the decision  making 

p rocess . Reports are a lso  used to determine whether the operations 

are proceeding according to plans and policies and to m easure current 

performance against past experience and future o b jec tiv e s . 3

Haggerty^ s ta te s  th a t the following is  the foundation of any

effective bank management reporting system :

. . .  the recurring periodic report of operating and - 
financial d a ta , usually  on both a monthly and an annual 
b a s is . Other reports -  alm ost always considered 'sp e c ia l ' 
reports -  are necessary  to pinpoint a particularly  sign ifi­
cant management decision , or to motivate (sic) a more de­
ta iled  report on a specialized  function.

■'’Hamrick, loc . c i t . , p. 259.
2
W illiam B. C arr, "Developing Interpretive R eports,"  Auditgram. 

XII (October, 1965), p . 14.
3
Lawrence G. Haggerty, "Top Management Views the Reporting 

Function,"  Reporting F inancial Data to  Top M anagem ent, American 
Management A ssociation, (New York: 1957, pp. 10-11.)

4I b id . , p . 12.
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The managers and directors of a bank are in terested in the same 

topics and, although they have different responsib ilitie s , they w ill

receive many of the same reports. Management needs to know whether 

operations are being conductedc; according to the estab lished  organi­

zation and operating plan of the bank. Management further is  

in terested  in knowing whether the controls and safeguards employed 

by the bank are adequate, whether the desired or budgeted profits are 

being attained  and whether further action is required to assure desired 

re s u l ts . ■*■ It is  the function of management reports to provide th is  in­

formation.

The duty of the board of directors in a bank is  to direct the oper­

ating m anagers. Their responsib ilities lie  in seeing that things are
2accom plished, not in the actual doing . It is up to the directors of

the bank to  assure  tha t safe and consisten t policies for making loans

and investm ents are adhered to . The directors must a lso  assure  that

the internal controls are good for the detection of present and the

prevention of future lo sses to the bank from unwarranted risk  taking,

mismanagement or fraud. Inexercising th is  responsib ility , the directors

need reports to enable them to appraise the financial condition of the

bank and determine whether management is effective as reflected in the
3

•footings and dollar profits of the bank.

*R. C . Huelsman, "Bank Reports Management R eports,"
Auditqram, XXIV (July, 1948), p. 15;

^A Bank Director’s Job, American Bankers A ssociation, (New York: 
1964), p. 7.

3
Jerome E. W inder, "Good Reports Stimulate Action, 11 Auditqram, 

m m  (May, 1957), p. 16.
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6

3-he reporting function has been defined as "the;.yardstick by which 

actual performance is measured against planned re s u lts . "* Alter­

natively . reports from "the nerve center of the corporate body , feeding

information to  the  business brains by which decision making and
2

planning are executed. These two definitions are d irectly  analogous 

to  the m anagem ent-director dichotomy presented above.

The general purposes of reporting system s have been presented 

by Carter and K essler.
Once a p lan, or a group of plans has been estab lished  

by m anagement, the information system  w ill retrieve those 
data  necessary  for controlling progress toward the  goals of 
the p lan . It can summarize d eposits , or loans, or y ields 
and compare them to minimum re s u lts . It can show up de­
viations from projected p o sitio n s, and i t  can try to iso la te  
or group the causes of fa ilu re . IE sophisticated  enough, it 
can even evaluate su itab le  a lte rn a tiv e s . No m atter to what 
degree of refinement th is  monitor is  developed, the avail­
ab ility  of current data in a meaningful summary form w ill 

I permit management to  a s s e s s  its  position quite accurately
and respond with w hatever action is  n e c e s s a r y .  3

More spec ifica lly , th is  th e s is  vlw-Hbpdstufatte the  following as "

purposes of management and director reports:

Management Reports

1. To measure profit and progress in rela tion  to p lans.

2 . To help make day -to -day  decisions and control 

opera tions.

^Benedict T. Harter "Organizing and Administering the Reporting 
Function," Reporting Financial Data to Top M anagem ent, American 
Management A ssociation, (New York: 1957), pp. 18-19.

2 Ib id .
3

Norman H. Carter and Sigfrid W . K essler, "Management Infor­
mation Systems . ” Banking. LVIII (May, 1966), p . 64.

( .
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(  , : D irector Reports

1. To guide in the  evaluation of m anagerial per­

formance .

2 . To provide a b ase  for future stra teg ic  planning 

and long range investm en ts. *

To be e ffec tiv e , reports must be presented in such a manner that 

they  w ill serve as a b a s is  for a thorough review of the operations of 

the bank. The proper presentation of reports p resents a challenge and 

an opportunity for the control officer or auditor of the ban k .

'Types of Management Reports 

The internal reports to  the management and board of d irectors of 

a bank can be c la ss if ied  into two general ty p es , operating reports and 

financial rep o rts . Operating and financial reports include those shown 

be low
I

I Operating Reports

A. Control operating reports

1. Current control reports

2 . Summary control reports 
r  B. Information operating reports

1. Trend information reports

2 . A nalytical information reports

II F inancial Reports

Operating Reports: The reports provided to  the management or directors 

of a bank which deal w ith the current operations of the  bank are called  

operating fep o rts . Operating reports are used by the management and

* H arter, lo c . c i t .

^David R. Anderson, P ractical C ontro llersh ip , (Chicago, Illino is:
, Richard D. Irwin, Inc. 1949), p . 216
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v directors of the bank to m aintain d irect control over operations or in the

formulation of plans or p o lic ie s . They can be of two ty p e s , control 

operating reports and information operating rep o rts . Operating reports 

are of various types but the basic  operating report provided to  manage­

ment and the board of directors is the profit and lo ss statem ent which 

summarizes in statem ent form the resu lts  of operations for the past period 

whether it be a m onth, quarter or y e a r .

Control operating reports: Reports intended to  a s s is t  in the control of 

operations by indicating specific  a re a s , departments or branches which 

need corrective action are called  control operating re p o rts . Control oper­

ating reports can be of two ty p e s , current control reports and summary 

\ control rep o rts .

Current control rep o rts . —Reports used to control the daily  affairs 

of the bank and to spot deviations from planned performance so that 

prompt action  can be taken  to prevent lo sse s  are called  current control 

reports. Current control reports include p ast due loan reports and the  

audito r's report.

Summary control rep o rts . —Reports summarizing the ac tual oper­

ating performance of the bank over a longer period of tim e , usually  a 

month or a quarter, are called  summary control reports . Comparative 

income statem ents plus budget com parisons, net income in to ta l and 

net income and dividends per share are types of summary control re ­

ports .

Information operating repo rts: Reports comparing the re su lts  of any

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



9

V specific operation or department over a period of months or years or

setting forth general information on the operations of the bank are called  

information operating reports. Information operating reports present to 

management or the board of directors fac ts which have an important 

bearing on business plans and policies and are used mainly for planning 

and policy determ ination. Trend information reports and analy tical infor­

mation reports are types of information operating rep o rts .

Trend information repo rts . —Reports intended to compare the resu lts  

of the same activ ity  over a period of time to bring to light certain  spec i­

fic  fac ts which should be known such as growth or improvements in 

operating efficiency are called  trend information rep o rts . The primary 

[ purpose of trend information reports is to indicate trends which manage­

ment can use in planning the operations o£ Lhe bank. Graphs and reports 

portraying and setting forth to ta l deposits , cap ita l and a sse ts  of the bank 

and departm ental and branch activ ity  over time are types of trend infor­

mation repo rts .

Analytical information rep o rts . —Reports which present general 

information on the operations of the bank and which compare resu lts  of 

the same activ ity  or operation in different loca tions, departments or 

branches of the bank are known as analy tical information rep o rts . The 

— - primary purpose of analy tical information reports is to  provide manage­

ment and the board of directors deta ils on certain  general areas of oper­

ations and to  serve as a measure of the operating efficiency of individual

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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( )
branches or departments a s  opposed to  other branches or departments 

w ithin the bank. Branch and departm ental s ta tis t ic s  and figures for 

specific  operations often reflect su ccesses  or fa ilu res on the part of 

the branch manager to a tta in  the expected efficiency.^ "

Financial Reports: The reports provided to  the management and board 

of d irectors of a bank which deal with the current financial condition 

of the bank or its  various divisions or sections are called  financial 

rep o rts . In modern banking, the management and board of directors 

ac t as tru stee  over the cap ita l and deposits they employ for banking 

operations and are responsib le to the true owners of the cap ita l and 

dep o sits , the  stockholders and depositors. F inancial reports a s s is t  

t. management in making a record of its su ccesses  or failures in the use

of the cap ita l and d e p o s its .

The balance sh ee t, or statem ent of condition as it  is  more common­

ly called  in banking , is  the basic  financial statem ent provided to the 

management and directors of a bank. The statem ent of condition is a 

deta iled  lis ting  of the a s se t and liab ility  accounts as showironithe books 

of the bank. It shows the current financial condition of the bank on a 

given da te . Supplementary to  the statem ent of condition report, i t  is  

necessary  to  make available to management and the board of directors

■*7. Brooks H eckert and James D. W ilson, C ontrollership , (New 
York: The Ronald Press Company, 1964), pp. 527-529.

(
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certain  other reports of a financial na tu re . Statements setting  forth use 

of funds, reports of changes in the financia l condition of the bank from 

one period to  the next and reports providing various comparisons with 

other banks of sim ilar size  a s s is t  management and the board of directors 

in determining how effectively  the funds provided by the stockholders 

and depositors are being used .

It is very important th a t the operating reports and the  financial re­

ports are not considered as separate  and independent. Although operating 

reports m easure earnings and financia l reports corporate su ccess  and 

growth in the use of equity and d e p o s its , th ese  two general types of 

reports must be analyzed and studied by management and the board as a 

w hole. A bank with large to ta l a s se ts  a s  shown in  the financia l reports 

may not be making a sa tisfac to ry  income as shown in the operating re ­

ports . By studying both types of rep o rts , the operating feports and the 

financial re p o rts , it  is  possib le  for management and the board to  deter­

mine th a t maximum use is being made of a ll  a s se ts  to  earn a sa tisfactory  

rate  of return for the stockho lders. *

Significance and Focus of the Study

This study investigated  the use of management and directors reports 

in commercial b an k s. Emphasis w as placed on the type and number of 

reports used by the management and directors of the bank.

■''Anderson, lo c . c i t . , p . 289.
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If bank management is  to  be tter u tilize  the resources of the  bank 

to  improve revenues and respond to  ex ternal and in ternal p ressu res, 

tim ely reports are needed. Reports are used to  d irect and control the 

operations of the bank and are significant in the overall operations of 

the bank.

The N ational A ssociation for Bank Audit, Control and Operation 

has supplied a l is t  of reports deemed necessary  for proper bank man­

agem ent. This l is t  includes both management and board of directors 

rep o rts .

An ideal reporting system  is  se lec ted  in Chapter n. The predictive 

value of th is  ideal reporting system  is  te s te d  to  determine whether 

there is  any significance between the developmental sta te  of the re­

porting function in a commercial bank and the dollar earnings or footings 

of the bank.

Definition of Terms

Management; The management of a bank w ill be used throughout 

to refer only to the operating officers of the bank who are responsible 

for the operations and financial condition of the  bank.

Board of D irectors: The board of directors of a bank are a  body of 

persons e lected  by the stockholders of the bank to d irec t, regulate and 

guide the affairs of the bank. Operating officers may or may not be on 

the board.

Management Reports: Management reports are those reports or

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



statem ents prepared to provide the p resident, v ice presiden t(s), execu­

tive  v ice  president(s) and other officers of the bank with v ita l information 

for the planning, execution and control functions of a ban k . ^

Directors Reports: Directors reports are those reports or statem ents

prepared to provide the directors of the bank w ith v ita l information for
2

the planning, execution and control functions of a bank .

Federal Reserve Member Banks in  M ichigan: Federal Reserve mem­

ber banks are a ll banks in the State of Michigan which a re , by their own 

choice, members of the Federal Reserve System.

Cash method of accounting: The cash  method of accounting as used 

in commercial banks is  a method of accounting whereby in terest and other 

income is accounted for when it  is actually  received in cash  and expenses 

are taken into account when the cash  is actually  paid out.

Accrual method of accounting: The accrual method of accounting as 

used in commercial banks is  a method of accounting whereby in te res t 

and other income is  taken into account when earned regardless of when it 

is actually  co llected  and expenses are taken into account as soon as the 

liab ility  is  incurred regardless of when the cash  is  paid out.

Footings of a  bank; The footings of a bank are the to ta l a s se ts  of a 

banka and include cash , loans, investm ents and banking house.

Tellers d ifferences: Tellers differences are cash  overages and short­
ages of the te lle rs  of the bank.

*Ronello B. Lewis, Accounting Reports for M anagement, (Englewood 
C liffs , New Jersey: P ren tice-H all, I n c . ,  1957), p . 65.

2 Ibid.
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Chapter II 

RESEARCH DESIGN AND METHODOLOGY

It has been sta ted  in Chapter I that reports are necessary  for ef­

fective bank management. A c loser look a t reporting system s is in 

order h e re .

Ideal Reporting System 

Reporting requirements for the management and board of directors 

of a bank are many and varied . The reports to  the management in a 

bank usually  consist of operating figures and resu lts  as compared to 

the operating budget or objectives; analyses of condition a t given 

d a te s , usually  month end or;year end; projections and forecasts and 

countless other rev iew s, ratios and s ta tis tic s  needed by management 

to help them keep abreast of ever-changing economic and other factors 

affecting the bank and the economy. *

The board of directors is primarily in terested in the net resu lts 

of operations and in any trends that can be analyzed and studied.

They are not in terested in and should not be burdened with reports 

consisting of de ta ils  and minor operating s ta tis t ic s . Reports to the 

board of directors should be planned so that the directors are pro­

vided information in a uniform manner which w ill enable them to ap­

praise the following;

Edward F. Pedlowe, "Reporting to M anagem ent, " Auditqram, 
XXVIII {April, 1951), p. 19.

14
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<_ ) (1) the correctness of internal controls in a u d its , (2) the
• financia l re su lts  of operations as reflected  in the condition 

of the bank, (3) the  growth and earnings of the bank and (4) 
the loans and investm ents tha t have been m ade. *

The reports for the  management and directors of a bank should con­

s is t  only of those deemed necessary  for effective management. These

reports w ill n ecessa rily  vary in different banks but the following have
2

been recommended by a national organization as a minumum: 

M anagement Reports

1. Comparative statem ent of condition and income report.

2 . P ast due loan report.

3. New loan and commitment report.

4 . S ignificant loan payoff report.

5 . New and c losed  deposit account report .

6. Departm ental and branch repo rt.

7. Bond portfolio report.

8. Bond purchase and sale  report.

These reports include those needed by management to  properly 

manage the  operations of the  bank and operate the bank on a day -to - 

day b a s is . The purpose and use of each report is  d iscussed  briefly 

in  the following paragraphs.

^W inder, loc . c it .  , p . 16.
2

N ational A ssociation for Bank Audit, Control and Operation, 
NABAC M anual, (Park Ridge, Illino is: 1963), p . 80.

/ '

I
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1. Comparative statem ent of condition and income report: A com­

parative statem ent of condition shows the financial condition of the 

bank on a certain  date as reflected  in a detailed  lis ting  of the a sse ts  

and lia b ili t ie s . The current financial position is generally compared 

to the  same date a month or year in the past to indicate changes that 

have taken p la c e . A comparative statem ent of income is a detailed 

listing  of the revenue and expense accounts of the bank arranged to 

show a ll transactions affecting the stockholders equity except dividends 

or changes in c a p ita l. Income and expense statem ents must be prepared 

for a ll levels of management for use  in controlling e x p en ses . *

Management uses comparative statem ents of condition to analyze 

the financial position of the bank. Statements of condition are also 

used to determine growth and in long range planning and policy determi­

nation. Comparative income statem ents reflect the  resu lts  of opera tions. 

They are used to  evaluate earnings and determine whether current earnings 

are sufficien t to  a tta in  anticipated  or desired  earn ings.

2. Past due loans report: Reports on the past due loans in the loan 

portfolio of the  bank provide management with information on the po­

ten tia l lo sse s  of the bank through bad deb ts . Not a ll  loans reported as 

past due w ill be lo sse s  but through the past due loan-* report management 

can gain  insight into the past due sta tu s of the banks loans and evaluate

*E. H. Brunken, "Profit Planning Requirements and B enefits,"
( Auditqram, XL (February, 1964), p . 12.
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the collection work of the bank. Past due loan data is used by manage­

ment in making loaning plans and p o lic ie s .
o

§. New loan and commitment report: Reports on new loans and 

commitments enable management to  plan future loan and investm ent 

p o lic ie s . If loan volume is increasing as reported in the new loan 

and commitment report, management can re-evalua te  its  investment 

policies and plan for funds to meet an increasing loan volume.

4 . Significant loan payoff report: Significant loan payoff reports are 

used in the opposite manner from new loan rep o rts . Large loan payoffs 

resu lt in available funds for other u se s . Management can plan to  in­

v est these  funds given the information received from a loan payoff 

report. Large payoffs may a lso  resu lt in a change in loaning po lic ies.

5. New and closed  deposit account report: Reports on new and 

closed deposit accounts provide management with information on the 

time and demand deposit accounts of the bank. These reports are used 

to inform management of new deposit accounts and deposit accounts 

which are closed and give management information which is used to 

evaluate the deposit function of the bank .

6. Departmental and branch report: Reports on departm ental and 

branch operations are used by management to  evaluate specific  branches 

or departm ents. It is  the purpose of such reports to point out su ccesses  

or failures of the department head or branch manager in certain  operations 

and to serve as a guide to the appraisal of the branch manager or depart-
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ment head.

7. Bond portfolio report: Bond portfolio information including a 

listing of bonds, both U. S. Government and M unicipal, by maturity, 

concentration and yield g ives management a breakdown of the invest­

ments of the bank. Management uses bond portfolio reports to  deter­

mine tha t the quality  of the bonds in the portfolio is in accordance 

with the investm ent policy of the bank and th a t the y ield  is the maxi­

mum obtainable under ex isting  standards of the bank.

8 . Bond purchase and sa le  report: Data on bond purchases and 

sa les  is provided to the management of a bank so they  are informed 

of and can approve a ll purchases and s a le s . Management is directly 

responsible  to  the  board of directors for a ll bond purchases and sales 

and must have knowledge of a ll such tran sac tio n s .

D irector's Reports

1. Comparative statem ent of condition and income report.

2 . Past due loan report.

3. New loan and commitment report.

4 . Significant loan payoff report.

5. Bond portfolio report.

6 . Bond purchase and sale  report.

7. Analysis of undivided profits accoun t.

8 . Tellers' d ifferences rep o rts .
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9. Officer and director loan report.

10. Auditor's report.

11. Reports on operating highlights of the y e a r.

These reports include those needed by the directors of the  bank to 

d irect the overall affairs of the bank. The purpose and use of each re ­

port is  d iscu ssed  briefly in the following paragraphs.

1. Comparative statem ent of condition and income report: Com­

parative statem ents of condition lis ting  the a s se ts  and liab ilitie s  of 

the bank provide the directors with data on the financial position of 

the bank as of a certain  d a te . D irectors are responsib le  for and must 

m aintain general supervision over the financial position of the bank. 

The com parative statem ent of condition provides the board of directors 

with the  necessa ry  financial da ta . Comparative income statem ents 

provide the directors summary figures on the operating resu lts  of the 

bank for the past period. In guiding the bankfs ac tiv itie s  the directors 

are expected to  foster policies which w ill produce a reasonable return 

on the investm ent of the stockholders. Income statem ents a s s is t  the 

directors in measuring the earnings of the bank to  determine whether 

or not the earnings are a t the budgeted or hoped for leve l.

2 . Past due loan report: Past due loan reports a s s is t  the directors 

in  making policies and in evaluating the loan po lic ies and collection

procedures of the bank.

3. New loan and commitment report: Reports to the directors on
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new loans and commitments enable the directors to  approve the loans 

th a t have been made by the bank and inform them of loan commitments. 

Only the larger loans are reported because of the volum e. Even though 

the actual making of loans is  delegated to o th e rs , the directors cannot 

escape  responsib ility  for these  lo an s . Reports on new loans give the 

directors the necessary  information to  approve the loans.

4 . S ignificant loan payoff report: Significant loan payoffs re­

ported to the directors inform them of a sse ts  which must be invested .

In order to  maximize earn ings, the directors must make certain  a ll 

available a s s e ts  are invested . Large loan payoffs indicate available 

a s se ts  which the directors must determine are invested immediately.

( 5. Bond portfolio report: Reports lis ting  bonds by m aturity,

market and yield  give the board of directors a breakdown of the bonds 

held by the bank . A bank‘d  investm ent policy as reflected in its  bond 

portfolio is  the  responsib ility  of the board of d irectors, even though 

authority for specific  transactions is delegated to someone e ls e . Re­

ports on the investm ent portfolio of the bank enable the directors to 

keep informed on the bond investm ents of the bank.

6 . Bond purchase and sa le  report: Bond purchases and sa les  as 

reported to  the  board of directors enables the board of directors to 

approve a ll  such tran sac tio n s . Bond investm ents are the responsi­

b ility  of the  board and reports on purchases and sa les  of bonds enables 

r '  them to exercise  th is  responsib ility  and approve a ll such purchases

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



V-' and 'S a les.

7. Analysis of undivided profits account: An analysis of the un­

divided profits account gives the  directors sufficient data on extra­

ordinary debits and credits to  th is  account so they  can approve such 

tran sac tions. State and Federal regulatory authorities regularly review 

the undivided profits account during the yearly bank exam ination.

They determine whether any extraordinary transactions have been 

made which would increase  or decrease  it and whether a ll tran sac ­

tions have been approved by the board . All banks should report to  

their directors in summary form a ll  transactions tha t have taken place 

in the cap ita l and undivided profits account during the y e a r . *

( 8 . Tellers’differences reports: Reports on te lle rs ’differences

inform the directors on the efficiency and accuracy of the te lle rs  and 

enables the directors to  appraise th is  area of the banks operations to 

determine whether it is operating efficiently  and effectively . The 

board approves charging these  overages and shortages against the 

current earnings of the bank , based  on th is  repo rt.

9. Officer and director loan report: Reports on loans to officers 

and directors enables the directors to review and approve such loans 

to  determine whether they are in accordance with Federal Reserve 

regulations on loans to  bank executive o ffice rs . The directors are

''"John H . M yers, "Accounting for Bank C ap ita l,"  Auditgram, XLI,
( (September, 1965), p . 10.
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responsible  for a ll  loans and investm ents and are responsib le  for the 

adm inistration of the loan policy of the bank .

10. Auditor's report: The auditor's report to the board of directors 

informs the board of the audits performed by the auditing staff and 

contains recommendations and .corrections as recommended by the 

auditor based on h is  a u d its . Bank directors are legally  required to 

have a ll  a s se ts  and liab ilitie s  of the bank examined and audited not 

le ss  than once each year. The aud ito r's report informs the board which 

a s se ts  and liab ilitie s  were audited .

11. Reports on operating highlights of the year: Reports on the 

summary operating highlights of the year inform the directors on the 

re su lts  of operations and a s s is t  them in deteminang^^whethefedierssiaks 

are sa tis fac to ry . Trends and growth can be analyzed from the reports 

and overall bank management can be appraised from an operating stand­

point.

The Hypotheses 

M eaningful and tim ely information reported to  the managers and 

directors of a bank has an economic benefit to the bank in the form of 

more profits .*  The underlying assum ption of th is  thought is  th a t in­

formed judgment leads to better decisions and better decisions u lti­

m ately resu lt in more p ro fits .

*Carter and K essler, lo c . c it .  , p. 44.
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Because of the m ultitude of ta sk s  necessary  for the conduct of 

business in a commercial bank the information reported to  the man­

agers and directors must be complete and cover a varie ty  of purposes. 

This is  particularly  true in  large banks where there are numerous groups 

of people w ithin the bank who require different se ts  of information in 

different forms a t different tim es. This need for more information in 

large banks has created  a  need for more internal reports for these  

ban k s.

The following two hypotheses were chosen for th is  study because 

they are the  two b asic  assum ptions underlying the work in bank commu­

nications and are of ubiquitous in terest:

1. Federal Reserve Member Banks in the State of 

M ichigan which use  the management and d irectors ' re ­

ports lis ted  above have higher earnings as a percent of 

to ta l a s se ts  than banks which do not use  these  reports.'*'

The greater the  number of reports they u s e , the  higher 

are the earnings of the  bank.

2 . Federal Reserve Member Banks in the State of 

M ichigan with larger to ta l footings use  more management

■''The rate  of return on a sse ts  rather than the rate of return on 
investm ent is used because bank earnings are not measured by rate 
of return on p lan t, equipment and working cap ita l, i . e . , investm ent, 
but by rate  of return on available funds, i . e . , deposits and lia ­
b ili t ie s . In ac tu a lity , deposits and liab ilitie s  equal a s se ts  and 
data on a sse ts  is ava ilab le .
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and director^ reports than do sm aller b an k s . The 

larger the foo tings, the more reports they u s e .

Research Strategy 

The overall purpose of th is study was to explore the significance 

of the reporting function ia  commercial banks and provide the banking 

industry w ith an em pirically tes ted  reporting system . Functions, 

purposes and types of reports were analyzed. Reporting system s as 

determined by analysis of the questionnaires were evaluated.

An ideal reporting system  was se lec ted  based on reports supplied 

by the National A ssociation for Bank Audit, Control and Operation.

The ideal reporting system  was compared with the actual reporting 

system s in use  in commercial banks today. Present day report usage 

w as estab lished  through questionnaires mailed to  all member banks of 

the Federal Reserve System in the State of M ichigan. * The returns 

were compiled and analyzed by an IBM 1620 computer in the Computer 

Center a t W estern  M ichigan U niversity, Kalamazoo, M ichigan. The 

resu lts  of the questionnaires were correlated w ith differences in bank 

earnings and differences in bank s iz e .

The data in th is  study was co llected  through the use of a survey 

questionnaire . The survey method used o b ta in s , by the sim plest 

method possib le , iden tical information from a ll banks surveyed.

'^A sample of the questionnaire can be found in Appendix B -l and
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(_ ? Two se ts  of questionnaires were used , one regqiaestiiiiqy d a ta  on

management repo rts , the other requesting data on d irec to rs ' reports.

All of the questions used in the questionnaires were multiple choice 

questions except the la s t  question on the management reports question­

naire which w as a fill- in -th e -b la n k  question . The m ultiple choice 

question is considerably le ss  confusing for both the data co llection  

and analysis and thus is  preferable in th is  type of study. All of the 

questions were based on the ideal reporting system . The returned 

questionnaires were edited  to check for deletions and errors.

The standard form of the questionnaire ensured uniformity in re­

cording re sp o n se s . The wording of the q u estio n s , the  order of the 

questions and the standardized instructions for recording responses 

( a ss is te d  in obtaining uniform responses from a ll responden ts.^

The questionnaires took le ss  sk ill to adm inister than a personal 

interview and were mailed to the respondents w ith a minimum of ex­

planation. Moreover, because they took le ss  sk ill and time to ad­

m inister, the entire population was included in the study and no 

sampling was necessa ry .

Enclosed with each se t of questionnaires was a covering le tte r. 

The individually signed covering le tte r gave the appearance of a 

personal le tte r and included limited instructions regarding the com­

pleting and returning of the questionnaires. Each covering le tter was

^Claire Selltiz e t a l . , Research Methods in Social Relations 
(New York: H olt, Rinehart and W inston, 1964), p . 239.
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individually addressed  w ith the bank nam e, c ity , posta l zone and s ta te .

The banks surveyed in the study are located in the upper and lower 

peninsulas of M ichigan. The banks located in the upper peninsula are 

in the 9th Federal Reserve D istric t, w hile those in the lower peninsula 

are in the 7th Federal Reserve D istric t.

Limitations of The Study 

The questionnaires were designed to  ensure uniformity in recording 

re sp o n se s . The questionnaire method of data co llection  prohibits the 

investigator from offering any type of explanation on the questions so 

some of the  questions may have had different meaning for different 

people. Some of the questions may have been interpreted incorrectly 

by some responden ts. All of the  responses were n o n e -th e -le ssco n s id e r­

ed equally v a lid .

All information obtained w as lim ited to  responses to predetermined 

q u estio n s . No alternative  methods of recording responses were avail­

able nor w as there any opportunity to e lic it  additional information.

The questionnaire on management reports requested a 1964 earnings 

figure for the responding bank. Because of the confidential nature of 

the earnings figure some questionnaires were returned without providing - 

th is figure. To de tec t any b ias in re tu rns, the returns with earnings 

were compared with the  returns without earnings using ch i-square . The 

null hypotheses w as tes ted  to  determine whether these  responses could 

be taken as re p re se n ta tiv e .' A sim ilar te s t  w as made to uncover any
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o b ias in d isc losed  or not d isc losed  earn ings.

The accuracy of the earnings figure given in the questionnaire was 

compared w ith data received from the Federal Reserve Bank of Chicago.* 

The assum ption tha t the returned questionnaires were an unbiased 

sample of a ll Federal Reserve member banks in M ichigan w as tes ted  

using ch i-sq u are .

It is  conceivable that returns could be b iased  in favor of sm aller 

or larger banks. The frequency distribution of the respondent banks 

was compared to  the to ta l population using ch i-square  to  uncover th is  

bias if presen t.

Branch banking is  authorized in the State of M ichigan. It is not

known whether banks with branches require more in ternal reports than

banks without b ranches. It is a lso  not known whether the number of

branches a bank has influenced the reporting system . No reference

was made to branches in the questionnaire and hence w as not d irectly

2
a part of the study.

This study presents an analysis of the reporting system s of the 

member banks of the Federal Reserve System in the State of M ich igan .

' 1
Letter from M r. Thomas D. Novak, S ta tis tics  Section, Federal 

Reserve Bank of Chicago, January 20, 1966.

2
It is  likely tha t branches are more prevalent among larger banks 

and le s s  frequently used by sm aller banks. The findings re la ted  to bank  
size  may be interpreted from th is  perspective but the valid ity  of such 
an in terpretation is  unknown.
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G eneralizations from th is  study to  any particular bank must consider the 

environment in which the bank o p era tes . Some of the more important 

factors would include rural-urban, industrial-agricultural and steady- 

seasonal cash  flow s.
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Chapter III 
FINDINGS

Q estionnaires were sen t to the 211 Federal Reserve member banks 

in the State of M ichigan. The to ta l number of banks in M ichigan is 365; 

therefore, questionnaires were sent to 57.8% of a ll of the banks in the 

S tate . The 211 member banks in the State of M ichigan have to ta l de­

posits of $9.8  billion out of to ta l member and non-member bank deposits 

of $10.5 b illion . 1 This means that banks having 94% of the to ta l deposits 

in the State of M ichigan were represented in the survey. Completed re­

turns were received from 171 banks, 81.0% of those sen t out, and repre­

senting 46.9% of the to ta l number of banks in the State of M ichigan.

The first le tte r and se t of questionnaires mailed October 29, 1965, 

brought 128 returns. The follow-up le tter and se t of questionnaires 

mailed November 19, 1965, produced 43 more for a to ta l of 171 returns 

or 81.0% of the population. December 15, 1965, w as selected  as the 

cut-off date in regard to  returned questionnaires. No questionnaires 

were received after tha t d a te .

Tests for Bias

The following tab les summarize the data used to  te s t  the returned 

questionnaires for b ia s . The four te s ts  for b ias are as follows:

1. Bias in favor of sm aller or larger b an k s.

Michigan S ta tis tica l A bstract, 1964, (East L ansing , Michigan: 
(  1964), p. 269

29
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2. Bias in  d isc losed  or not d isc losed  earnings based 

on report u sa g e .

3. Bias in  returns reporting earnings as compared with 

returns not reporfeig earn ings.

4 . Bias in  returns reporting earnings as compared to 

actual d istribution  of earnings in the to ta l population.

Table 1 shows the number of questionnaires sen t and returned by- 

banks of different s iz e s . The percent returns by bank size  varied from 

67% to  .99% w ith no d iscern ib le  b ia s . C hi-square w as calcu lated  and 

found to be .91 (P> .95), indicating that no b ias w as in  fac t p resen t.

Table 1

Returned Q uestionnaires Received

(

(

Bank
(In M illions of $)

Number
M ailed

Number
Returned

°/0 Number 
Returned

Under 10 83 70 84

10 -  24 71 55 77

25 -  49 23 19 83

50 -  99 12 8 67

100 -  499 16 13 81

500 and over 6 6 100

TOTALS 211 171 81

X2 = .91 P> .95

Table 2 summarizes the  report usage for banks reporting and not 

reporting earn ings. A general pattern of slightly  more than one-half

of the responding banks using each named report gave the ir earnings 

data . No sign ifican t divergence from th is pattern is  v is ib le . C hi-
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square w as used to  te s t  th is  opinion and w as found to  be 9 .828 (P>.99). 

On th is  b as is  no significant b ias was deemed present.

Table 2
Report Usage and Non Usage for Banks Reporting 

and Not Reporting Earnings

Type of No. of Banks 
Report Reporting Earnings

Using Reports

No. of Banks 
Not Reporting 

Warnings Using 
Report

No. of Re­
sponding Banks 
Using Report

Management Reports:
1. Comparative s ta te ­

ment of condition 99 59 158

2. Comparative income 
statem ent 104 56 160

3. Past due loans with 
co llection  sta tu s 105 56 161

4 . New loans and com­
mitments of material 
amount 97 ■ 58 155

5. Significant loan payoffs 48 25 73

6 . New and closed  deposit 
accounts with reasons 
for closing 65 32 97

7. Departmental and 
branch accounting in­
formation 24 11 35

8 . Bonds by maturity con­
centration and yield 74 42 116

9. Bond purchases and 
sa les 98 55 153

/
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c Table 2 -  continued
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Type of No. of Banks 
Report Reporting Earnings

Using Reports

No. of Banks 
Not Reporting 
Earnings Using 

Report

N o. of Re­
sponding Banki
Using Report\

D irectors Reports:
1 . Comparative s ta te ­

ment of condition 104 60 164

2. Comparative income 
statem ent 88 48 136

3. Past due loans with 
collection sta tus 98 51 149

4 . New loans and com­
mitments of m aterial 
amount 102 59 161

5. Significant loan payoffs 36 20 56

6 . Bonds by maturity market 
and yield 68 35 103

7. Bond purchases and sales 102 58 160

8 . Analysis of undivided 
prpfits account 80 48 128

9. Tellers' differences 
reports 64 39 103

10. Loans to officers and 
directors 97 52 149

11. Auditor's report 66 43 109

12. Net income in to tal 106 57 163

13. Net income and
dividends per share 88 48 136

14. Gross loans and in­
vestm ent yields by type 52 28 80

15. Total d e p o s its , capital 
and a sse ts 103 57 160

X2 = 9.828 P>.99
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c Table 3 summarizes the banks by s ize  that reported and tha t did not 

report earnings. A slight trend is  seen for the sm aller banks not to  re ­

port earnings as often as the larger b an k s . This trend w as tes ted  using 

C hi-square and found to be very strong . C hi-square measured 1.54 and 

the probability of both se ts  of data coming from the same population was 

greater than .90 . On th is  b a s is  it was decided tha t no significant b ias 

w as present.
Thble 3 

Responding Banks Reporting 

and Not Reporting Earnings by Size

Bank Size
(In M illions of $)

Banks Reporting 
Earnings

Banks not Reporting 
Earnings

Under 10 41 29

10 -  24 34 21

2 5 - 4 9 13 6

50 -  99 6 2

100 -  499 10 3

500 and over 5 _1

TOTALS 109 62
X2 = 1.54 P > . 90

Table 4 summarizes the frequency distribution of occurence of banks 

by per cent of earnings for those tha t responded to th is  study and those 

lis ted  by the Federal Reserve System. No discern ib le  b ias w as present 

for e ither more or le ss  profitable banks. C hi-square w as measured a t 

.889 yielding a P > .9 5 . Therefore, it w as decided that no significant

b ias w as present.
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Table 4
Net Current Earnings Before Taxes to  Total A ssets 

By Selected Ranges

Earnings Range Per Cent of Banks PerC ent of Banks
(Per Cent) (Sample) (Federal Reserve Data)

1 . 0 and le s s 0 .57

2. 0 through .49 2.75 2.87

3. .50 through .99 30.28 32.18

4 . 1 .00 through 1.49 48.62 47.14

5. 1 .50 through 1.99 16.51 14.94

6 . 2 .00  through 2 .49 1.84 2.30

7. Over 2 .50 0 0

TOTALS 100.00 100.00

X2 = . 889 P> . 95

On the b asis  of these  te s ts  i t  was fe lt th a t no sign ifican t b ias ap­

peared in the reported data . The returned questionnaires were therefore 

used as source d a ta . These data and their meaning w ill be presented 

and d iscu ssed  below .

Earnings In Relation to Report Usage 

The following tab les present management report usage for responding 

banks cfeiffiffiified by earn ings. One hundred nine banks responded to  the

questionnaire reporting earn ings. For th is reason  there are fewer record­

ed returns than under the "footings in relation  to  report u sage” section .

Table 5 is  a summary of the banks th a t provide management with 

comparative statem ents of condition and comparative income sta tem ents.
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These are the two basic  statem ents of any management reporting sy s­

tem and are needed by management to properly evaluate and control 

the operations of the ban k .

Table 5

Banks Providing Comparative Statements to  Management

Type of 
■ statem ent

Earnings of Responding Banks 
(% of Total A ssets)

0-
.49 CO 

cn
 

CO 
O

 1 I—
* 

• 
• o

 
CO 

o - 1 .5 0 - 2 .0 0 -  
1.99 2 .49

Total

1. Comparative 
statem ent of 
condition

3 29 48 18 2 100

2. Comparative 
income s ta te ­
ment

3 30 53 18 2 105

Total Returns 3 33 53 18 2 109

Three of the questions on the management reports questionnaire 

d e a l t  w ith loan repo rts . Table 6 is a summary of the banks that re ­

port loan data to m anagem ent. Loan reports enable management to 

evaluate the loaning operations and the loan portfolio of the bank to 

determine th a t it  is  operating w ithin the policies in effect in the bank.

c
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•( Table 6

Banks Reporting Loan Data to Management

36

Type of 
Report

Earnings of Responding Banks 
(% o f Total A ssets)

0-
,49

.50-
.99

1 .00 - 1 .50 - 
1 .49 1.99

2 . 00-
2.49

Total

1 . Past Due Loans 
of m aterial 
amount with 
collection sta tus

3 31 50 18 2 104

2 . New loans and 
commitments of 
m aterial amount

3 30 40 15 2 90

3. Significant 
loan payoffs

3 18 19 10 2 52

Total Returns 3 33 53 18 2 109

Table 7 summarizes the banks that report bond d a ta , new and 

closed deposit accounts and departmental and branch accounting in­

formation to management.

Tables number 8 through 12 present director report usage for re ­

sponding banks. Banks are again c la ss ified  by earnings.

Table 8 is  a summary of the responding banks th a t provide their 

directors with comparative statem ents of condition and comparative 

income sta tem en ts. These are the two most important reports in any 

bank accounting and reporting system .
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Table 7
Banks Reporting Bond Data and General Data to  Management

Type of Earnings of Responding Banks
Report (% of Total A ssets)

6-  .5 0 - 1 .0 0 - 1 .5 0 - .2 .0 0 - Total
.49 .99 1.49 1.99 2.49

1. New and closed 
deposit accounts 
with reasons for 
closing

3 23 33* 18 1 78

2 . Departmental and 
branch account­
ing information

2 8 14 3 0 27

3. Bonds by maturity 
concentration 
and yield

2 23 41 10 1 77

4. Bond purcha se s 
and sa les

3 27 51 16 2 88

Total Returns 3 33 53 18 2 109

Table 8
Banks Providing Comparative Statem ents to  D irectors

Type of Earnings of Responding Banks
Statement {% of Total A ssets)

0-
.49

,50 -
.99

1 . 00-
1.49

1 .5 0 -
1.99

2 . 00-
2.49

Total

1. Comparative 
statem ent of 

condition

2 30 50 13 1 96

2 . Comparative in­
come statem ent

3 25 46 17 2 93

Total Returns 3 33 53 18 2 109

c
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Loan reports were dealti. with in three questions on the d irector’s 

reports questionnaire . Table 9 summarizes banks th a t report past due 

lo a n s , new loans and significant loan payoffs to the d irec to rs. Loans 

and discounts represent the largest single group of a sse ts  in the s ta te ­

ment of condition and merit considerable attention in  a reporting system .

Table 9
Banks Reporting Loan Data to Directors

Type of 
Report

Earnings of Responding Banks 
(% of Total A ssets)

•

0-
49

.50 - 1 .00- 

.99 1.49
1 .50 -
1.99

2 . 00-
2.49

Total

1. P astdue  loans 
of m aterial a -  
mount w ith 
co llec tion  s ta tu s

1 29 50 17 1 98

2 . New loans and 
commitments of 
m aterial amount

2 30 49 15 2 98

3. Significant 
loan payoffs

3 14 14 8 1 40

Total Returns 3 33 53 8 2 109

Bond data is  reported to  the directors of the responding banks as 

illu stra ted  in  Table 10. The directors of a bank are responsible for 

the investm ents of the bank and must be kept informed of a ll bond data 

to  exercise  th is  responsib ility .
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Table 10

Banks Reporting Bond Data to Directors

Type of 
Report

0 - . 50-

Earnings of .Responding. Banks 
(% of Total A ssets)

1.00 1 .5 0 - 2 .0 0 - Total
.49 .99 1.49 1.99 2.49

1. Bonds by m aturi­
ty , market and 
yield

2 27 40 10 0 79

2. Bond purchases 
and sa les

1 31 53 16 1 102

Total Returns 3 33; 53 18 2 109

Various general reports as provided to the directors were dealt', with in 

four questions on the d irec to rs1 reports questionnaire . Table 11 sum­

m arizes banks th a t report general data to  the d irec to rs .

Table 11
Banks Reporting General Data to  Directors

Type of 
Report

0-
.49

.50-
,99

Earnings of Responding Banks 
(% of Total Assets)

1 .00 - 1 .5 0 - 2 .0 0 - Total
1.49 1.99 2. .49

1. Analysis of un­
divided profits 
account

3 24 38 14 2 81

2. T ellers' differ­
ences reports

2 21 31 12 1 66

3. Loans to  officers 
and directors

2 31 49 15 2 99

4 . Auditor's report 3 22 32 10 1 68

Total Returns 3 33 5.3 18 2 109
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Operating highlights of the year including net income in to ta l, net 

income and dividends per share , gross loans and investm ent y ields by 

type and to ta l d eposits , cap ita l and a sse ts  were dealthwith in four 

questions in the d irectors ' reports questionnaire . Table 12 is a sum­

mary of the responding banks tha t report operating highlights of the year 

to the d irec to rs .

Table 12
Banks Reporting Operating Highlights of the  Year

To Directors

Type of 
Report

Earnings of Responding Banks 
(% of Total A ssets)

0-
.49

.50-

.99
- 1 . 00- 

1.49
- 1 .50 - 2 .0 0 - 

1.99 2.49
Total

1. Net income in 
to ta l

3 22 32 10 1 68

2. Net income and 
dividends per 
share

2 23 51 18 2 96

3. Gross loans 
and investment 
yields by type

1 18 28 9 0 56

4. Total d e p o s its , 
cap ita l and 
a sse ts

3 31 52 18 2 106

Total Returns 3 33 53 18 2 109

Footings In Relation to Report Usage

The following tab les present management report usage for re ­

sponding banks. Banks are c lass ified  by s iz e .
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Table 13 is a summary of the banks that provide management w ith 

comparative statem ents of condition and income. These a re  the two 

basic  accounting statem ents of a bank and are used to  inform m anage­

ment on the resu lts  of operations and the financial condition of the 

bank.

Table 13

Banks Providing Comparative Statem ents 

To Management

Type of 
Report

Footings of Responding Banks 
(In m illions of dollars)

Under 10- 25- 50- 100- 500 and 
10 24 49 99 499 over

Total

1. Comparative 
statem ent of 
condition

65 51 16
i

8 12 6 158

2. Comparative 
income s ta te ­
ment

63 53 17 8 13 6 160

Total Returns 70 55 19 8 13 6 171

Loan reports were dealt with in three questions on the management 

reports questionnaire . Table 14 is a summary of the banks that report 

specific types of loan data to management.

r  ■
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( | ' Table 14

Banks Reporting Loan Data to  Management

Type of 
Report

Footings of Responding Banks 
(In millions of dollars)

Under
10

10-
24

2 5 -
49

?o-
99

100-
499

500 and Total 
over

1. Past Due Loans 
of m aterial a -  
mount wlthc-cbfe: 
lec tion  sta tus

62 54 19 8 12 6 161

2. New loans and 
commitments of 
m aterial amount

59 52 17 8 11 6 155

3. Significant 
loan payoffs

21 23 9 7 9 4 73

Total Returns 70 55 19 8 13 6 171

Investments in U. S. Government, M unicipal and Other Bonds repre­

sen t the second largest group of a sse ts  in the statem ent of condition. Re­

ports on bonds inform management of the liquidity of the bank. Table 15 

summarizes the banks that report bond data and other general data to the

operating management of the b an k s .

Comparative statem ents were dealt with in two questions on the d i­

rec to rs’ reports questionnaire. Table 16 lis ts  the number of banks that 

provide directors with comparative statem ents of condition and incom e.

f  :
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( Table 15

Banks Reporting Bond Data and Other General Data To
Management

Type of Footings of Responding Banks
Report (in m illions of dollars)

Under 10- 25- 50- 100- 500 and Total 
10 24 49 99 499 over

1. New and closed 
deposit accounts 
w ith reasons for 
closing

24 34 14 8 12 5 97

2. Departmental and 
branch account 
information

4 8 7 3 9 4 35

3. Bonds by m aturity, 
concentration and 
yield

43 37 10 7 13 6 116

4 . Bond purchases 
and sa les

61 49 16 8 13 6 153

Total Returns 70 55 19 8 13 6 171

Table 16
Banks Providing Comparative Statements to Directors

Type of Footings of Responding Banks
Report (In M illions of Dollars)

Under 10- 25- 50- 100- 500 and Total
__ -• 10 24 49 99 499 over

1. Comparative s ta te -  65 53 19 8 13 6 164
ment of condition

2. Comparative income 52 44 15 8 12 5 136
Statement

Total Returns . 70 55 19 8 13 6 171

{
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(_ Table 17 is a summary of the responding banks tha t report loan data 

to d irec to rs . The loan data includes past due lo a n s , new loans and 

commitments and significant loan payoffs.

Table 17

Banks Reporting Loan Data to Directors

Type of Footings of Responding Banks
Report (In m illions of dollars)

Under 10- 25- 50- 100- 500 and Total 
10 24 49 99 499 over

1. Past due loans of 
m aterial amount 
with collection 
status.

61 48 16 6 10 6 149

2. New loans and 
commitments of 
m aterial amount

63 52 19 8 13 6 161

3. Significant loan 
payoffs

20 16 8 4 6 2 56

Total Returns 70 55 19 8 13 6 171

Bond data  is  reported to  the directors of the responding banks as 

illustra ted  in Table 18. Bonds represent the second largest c la ss  of 

earning a s s e ts  in a bank and therefore demand considerable importance 

in a reporting sy stem .
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t Table 18

Banks Reporting Bond Data to  Directors

Type of Footings of Responding Banks
Report (In m illions of dollars)

Under 10- 25- 50- 100- 500 and Total
10 24 49 99 499 over

1. Bonds by maturity 36 30 14 6 11 6 103
m ariet and yield

2. Bond purchases 64 51 19 8 13 5 160
and sa les

Total Returns 70 55 19 8 13 6 171

General reports inform the directors on areas of general importance 

in the bank. Table 19 summarizes the banks th a t report general data to  

( the d irectors.
Table 19

Banks Reporting General Data to Directors

Type of Footings of Responding Banks
Report (In millions of dollars)

Under
10

10-
24

25-
49

50-
99

100-
499

500 and 
over

Total

1 . Analysis of undi­
vided profits 
account

51 36 16 6 13 6 128

2 . Tellers' d ifferences 
reports

37 36 12 7 6 5 103

3. Loans to  officers 
and directors

62 47 15 8 12 5 149

4 . Auditor's report 32 36 14 8 13 6 109

Total Returns 70 55 19 8 13 6 171
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Operating highlights of the year were dealt w ith in four questions 

on the d irectors ' reports questionnaire . Table 20 is a summary of the 

responding banks tha t report the operating highlights of the year to  the 

d irec to rs .
Table 20

Banks Reporting Operating Highlights of the Year to Directors

Type of 
Report

Footings of Responding Banks 
(In m illions of dollars)

Under 10- 25- 50- 100- 500 and 
10 24 49 99 499 over

Total

1. Net income in 
to ta l

65 53 17 8 13 6 163

2 . Net income and 
dividends per 
share

50 44 16 8 12 6 136

3. Gross loans and 
investm ent yields 
by type

21 27 10 7 9 6 80

4. Total d e p o s its , 
cap ita l and 
a sse ts

65 550 18 8 13 6 160

Total Returns 70 55 19 8 13 6 171

The returned questionnaires have been examined for b ias and found 

to  be representative of the patent population. The data has been tabu­

lated and presented above. In the next chapter th ese  findings w ill be 

analyzed in d e ta il.
f :
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v '  Chapter IV

ANALYSIS OF DATA
*

In th is chapter the findings w ill be analyzed and used to support or 

re jec t the following hypotheses:

1. Federal Reserve Member Banks in the State of Michigan 

which use the management and directors reports lis ted  have 

higher earnings as a percent of to ta l a sse ts  than banks which 

do not use the rep o rts . The greater the number of reports they 

u se , the higher are the earnings of the bank.

2. Federal Reserve Member Banks in the State of Michigan 

with the larger to ta l footings use more of the management and 

directors reports than the smaller ban k s. The larger the foot-

{ : ings the more reports they u s e .

The questionnaire returns were processed on an I.B .M . 1620 com­

puter a t the Computer Center a t W estern Michigan U niversity, Kalamazoo, 

M ichigan. Cross tabulations and correlation coefficients were deter­

mined. Of particular in terest was the correlation between the number 

of internal reports used by the bank and the earnings and footings of the 

bank. Also of in te rest was the correlation between the  use of any speci­

fic  report by the bank and the earnings of footings of the bank. An attempt 

was made to iso la te  any reports which occurred consisten tly  in those 

banks with high earnings or large foo tings.

Earnings of Bank in Relation to Report Usage 

The reporting system s of a ll banks reporting earnings were compared.

(  \  47
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The correlations between the number of reports used by the bank and the 

earnings of the  bank were computed. Figure I illu stra te s  graphically the 

relationship  between the number of reports used by the responding banks 

and the bank 's earnings. The raw data from which th is  figure w as drawn 

appears in Appendix C . The coefficient of correlation betw een the num­

ber of reports used by the responding banks~and the earnings of the re ­

sponding banks was - .1 2  which is significant a t the 98% confidence level 

using a "t" te s t .  This negative correlation , although sm all, implies tha t 

the higher are the earnings of the bank, the fewer reports are used by the 

bank. Hypotheses 1 w a s , therefore, re jec ted . The use of a larger number 

of reports in a bank does not increase the  earnings of the  bank.

There are a t le a s t three possib le  explanations for the negative re ­

lationship  between report usage and earn ings. The f irs t reason  is th a t it 

is  very costly  to  have a comprehensive reporting system  in operation in  a 

bank. The data to be reported must be accumulated throughout the period 

and assem bled into a meaningful report a t the end of the  period. In th is 

era of high labor co sts  for banks the sa la ries  and w ages of the personnel 

maintaining the reporting system  probably affect the net earnings of the 

bank. In 1965, M ichigan Member Banks paid 21.6% of to ta l operating 

revenue in sa la ries and w ages plus an additional 2.3% in fringe benefits 

or a to ta l of 23.9% of operating revenue for "people” c o s t s .* To th is  

figure should be added an appropriate portion of computer co sts  for those 

banks using computers to  generate repo rts . It may be th a t energies are 

expended on increasing the reporting system  to the m arginal point of no

^■Federal Reserve Bank of C hicago, 1965 Operating Ratios of Sevanth 
(  D istric t Member Banks.
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1 reitum.

A second possib le  reason  for the  negative relationship  is  th a t larger 

banks may require more reports for coordination and larger banks are 

neither more nor le ss  profitable p e rse  than sm aller banks. This point 

w ill be examined la te r .

A third suggested reason  for the negative relationship  is  tha t banks 

with low earnings may have estab lished  extensive reporting system s in 

an attem pt to  discover the reason  for and to  overcome the low earn ings. * 

Different types of reports can be used  by management to  achieve differ­

ent purposes. Profit center reporting is used to  obtain reports on depart­

m ental and branch earn ings. R esponsibility accounting provides m anage-

m entw ith statem ents designed to  control co sts  by relating expenditures
2

to the  individuals in the  organization responsible for their control.

Other types of reports are used by management to  evaluate operating 

effic iency. Reports as submitted to  the managers and directors of a 

bank are control information sources or indicators of areas for further 

study or deta iled  review . They may then be effective in coordinating ac ­

tiv itie s  or controlling costs  and thus increasing earnings.

A cross tabulation of report usage estab lished  tha t a pattern ex isted  

betw een specific  reports and banks with high earn ings. This pattern w ill 

be examined la ter.

^The inference is tha t e ither the use of reports does not increase  the 
earnings ratio  or tha t the banks discontinue some of these  reports after 
reaching more sa tisfac to ry  earnings le v e ls .

2
John A. H iggins, ''ResponsibilitsrAftcounting," The Arthur Andersen 

C hronicle, Vol. XII (April, 1952), p ,  1.
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Table 21 is a summary of the raw data on management and director 

report usage for responding banks c la ss ified  by earnings.

Table 21
Management and Director Report Usage

Type of Earnings of Responding Banks
Report (% of to ta l a sse ts)

0- .5 0 - 1 .00 - 1 .50 - . 2 .0 0 - Total
.49 .99 1.49 1.99 2.49

Management Reports:
1. Comparative s ta te -  3 29 48 18 2 £100

ment of condition

2 . Comparative income 3 30 53 18 2 105
statem ent

3. Past due loans of 3 31 50 18 2 104
material amount
with collection 
status

4 . New Loans and 3 30 40 15 2 90
commitments of
m aterial amount

Significant 3 18 19 10 2 52
loan pay­
offs

6 . New and closed 3 23 33 18 1 78
deposit accounts 
with reasons 
for closing
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Table 21 -  continued

Type of 
Report

CD

iO 
CD 

LO 
CD

Earnings of Responding Banks 
(% of to ta l a sse ts )

1.00 1.50 2 .0 0 - Total 
1.49 1.99 2.49

7. Departmental and 
branch accounting 
information

2 8 14 3 0 27

8 . Bonds by maturity, 
concentration and 
yield

2 23 41 10 1 77

9. Bond purchases and 
sa les

Directors?' Reports:

3 29 48 18 2 100

1. Comparative 
statem ent of 
condition

2 30 50 13 1 96

2. Comparative 
income 
statem ent

3 '25 46 17 2 93

3. Past due loans 
of m aterial 
amount with 
collection  sta tus

1 29 50 17 1 98

4. New loans and 
commitments of 
m aterial amount

2 30 49 15 2 98

5. Significant 
loan pay­
offs

3 14 14 8 1 40
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table 21 -  continued

Type of 
Report

i 
m

o 
*

Earnings of Responding Banks 
(% of to ta l a sse ts)

.5 0 - 1 .00 - 1.50 2 .0 0 - 

.99 1.49 1.99 2.49
Total

6 . Bonds by m aturity , 
market and 
yield

2 27 40 10 0 79

7. Bond purchases 
and sa le s

1 31 53 15 1 102

8 . Analysis of 
undivided pro­
fits  account

3 24 38 14 2 81

9. Tellers' 
d ifferences 
reports

2 21 31 12 1 :^66

10. Loans to 
officers and 
directors

2 31 49 15 2 99

11. Auditor's 
report

3 22 32 10 1 68

12. Net income 
in to ta l

2 23 51 18 2 96

13. Net income 
and dividends 
per share

3 28 45 13 2 91

14. Gross loans and 
investm ent 
y ields by 
type

1 18 28 9 0 56

('
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Table 21 -  continued
54

Type of 
Report

Earnings of Responding Banks 
(% of to ta l a sse ts )

0-
.49

.50

.99
1 .0 0 - 1 .50 - 2.00' 
1.49 1.99 2.49

- Total

15. Total d e p o s its , 
cap ita l 
and a sse ts

3 31 53 18 2 109

Total Returns 3 31 53 18 2 109

Table 22 shows the data immediately above in the form of per cent

density  function by earn ings. These tab les w ill be d iscussed  in detail

below .
Table 22

Report Usage: Per cent D ensity

V

Type of 
Report

Earnings of Responding Banks 
(% of to ta l a sse ts)

0-
-4®

.5 0 -
.99

1 .00 - 1 .50 - 
1.49 1.99

2 . 00-
2.49

Management Reports:

1. Comparative s ta te ­
ment of 
condition

1.00 .94 .91 1.00 1.00

2. Comparative 
income 
statem ent

1.00 .97 1.00 1.00 1.00

(
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Table 22 -  continued

Type of 
Report

Earnings of Responding Banks 
of fe ta l a s s e ts )

0- .5 0 - 1 .0 0 - 1 .5 0 -  
.49 .99 1.49 1.99

2 . 00-
2 .49

3. Past due loans 
of m aterial 
amount with 
collection 
sta tus

1.00 1.00 .94 1.00 1.00

4 . New loans 
and commit­
ments of 
m aterial 
amount

1.00 .97 .75 .83 1.00

5. Significant 
loan pay- 

. offs

1.00 .58 .36 .56 1.00

6 . New and
closed  deposit 
accounts 
w ith reasons 
for closing

1.00 .74 .62 1.00 .50

7. Departmental 
and branch 
accounting 
information

.67 .26 .26 .17 0

8 . Bonds by ma­
tu rity , con­
centration 
and yield

.67 .74 .77 .56 .50

9. Bond purchases 
and sa les

1.00 .94 „S1 1.00 1.00
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c Table-22 -  continued

Type of 
Report

Earnings of Responding Banks, 
of to ta l a sse ts)

0- .5 0 - 1 .00 - 1 .50 - 
.49 .‘99 1.49 1.99

2 . 00-
2 .49

Directors' Reports:

1. Comparative s ta te ­
ment of condition

.67 .97 .94 .72 .50

2 . Comparative income 
statem ent

1.00 .81 .87 .94 1.00

3. Past due loans of 
m aterial amount 
w ith co llection  
sta tus

.33 .94 .94 .94 .50

4 . New loans and 
commitments of 
m aterial amount

.67 .97 .92 .83 1.00

5. Significant 
loan payoffs

1.00 .45 .26 .44 .50

6 . Bonds by m aturity , 
market and yield

.67 .87 .75 .56 0

7. Bond purchases 
and sa les

.33 1.00 1.00 .89 .50

8 . Analysis of 
undivided 
profits account

1.00 .77 .72 .78 1.00

9. Tellers' 
differences 
reports

.67 .68 .58 .67 .50

10. Loans to officers 
and directors

.67 1.00 .92 .83 1.00

(
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Table 22 -  continued

Type of 
Report

Earrings of Responding Banks 
(% of to ta l a sse ts )

6-  .5 0 -  1 .0 0 - 1 .50 - 
.49 .99 1.49 1.99

2 . 00-
2.49

lH . Auditor1 s 
report

1.00 .71 .60 .56 .50

12L̂  Net income 
in to ta l

.67 .74 .96 1.00 1.00

13. Net income 
and dividends 
per share

1.00 .90 .85 .72 1.00

14. Gross loans 
and investm ent 
y ields by type

.33 .58 .53 .50 1.00

15. Total depos its 
cap ita l and 
a sse ts

1.00 1.00 1.00 1.00 1.00

Tables 21 and 22 reveal tha t the use of certain  reports by the bank 

is  re la ted  to  the earnings of the bank. Only one management report was

rela ted  to earnings; nam ely, departm ental and branch accounting infor­

m ation. On the other hand six  directors* reports were rela ted  to earnings 

These were specifically :

1. New loans and commitments of m aterial amount.

2 . Bonds by m aturity, market and y ie ld .

3. Loans to  officers and d irec to rs .

4. Auditor's report.

5. Net income in to ta l.
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6 . Net income and dividends per sh a re .

Departm ental and branch accounting information was reported more 

frequently in low earnings b an k s. This seems to support the explanation

given above covering the use of reports designed to  discover the reason 

for and to  overcome low earn ings.

New loans and commitments of m aterial amount; bonds by maturity, 

market and yield; loans to officers and directors; auditor's report; and 

net income and dividends per share were a ll reported more frequently in 

low earnings b anks. The use  of these  reports by low earnings banks 

seem s to support the f irs t explanation above, that reports cost money 

and th a t i t  is  very costly  to have an internal reporting system .

Net income in to ta l is reported more frequently in high earnings 

banks. This is  understandable because banks with high earnings would 

certain ly  report them to  the d irec to rs .

Footings of Bank in Relation to Report Usage 

The reporting system s of a ll responding banks were compared and 

the correlation coefficient computed betw een the number of reports used 

by the bank and the footings of the bank. Table 23.is a summary table 

for bank footings and number of reports u sed . The coefficient of corre­

lation betw een the number of reports used by the responding banks and 

the footings of the responding banks was .20 , significant a t the .99% 

confidence leve l. This positive correlation, although sm all, implies 

that the larger the bank, the more reports are used by the bank. Hy­

potheses 2 was therefore accep ted . Larger size  banks use more of the 

management and d irectors ' reports than  sm aller size  banks.
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o Table 23

Number of Reports Used by Bank in Relation 
to Footings of Bank

Number of 
Reports Used

Under
10

10-
24

Footings of Responding Banks 
(in M illions of Dollars)
25- 50- 100- 500 and 
49 99 499 over

1
22 1

3
4
5
6
7 1
8
9 2 1

10
11 2
12 3 1
13 4 1 1
14 5 1
15 5 6
16 13 8 2 1
17 3 4 1
18 6 8 3 1
19 9 4 1 1
20 8 8 2 1 2 1
21 5 6 3 2 1
22 1 5 3 4 1
23 1 2 2 3 3
24 1 1 1 2 3
25

Total 70 55 19 8 13 6

There are a t le a s t two possib le  explanations for th is positive 

correlation between size  of bank and report u sage. The firs t reason
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r- 60
w as suggested above is that larger size  banks need more extensive com­

m unications betw een specific  departments and management than do 

sm aller s ize  b an k s . Larger size  banks are more departm entalized than 

sm aller s ize  banks and operations are more segm ented. M anagers in a 

sm aller s ize  bank can communicate d irectly  with a ll of the persorael in 

the organization. This is difficult or im possible in a larger size  bank. 

Reports are used in a larger size  bank to communicate with and present 

operating information to the managers and directors of the bank.

A second possib le  reason for the positive correlation betw een size  

of bank and report usage is that larger size  banks have the techn ical 

equipment to m aintain the records and produce the deta iled  reports of 

( an operating nature. Computers in larger size  banks can produce certain

reports Mmost in stan teously , w hereas personnel in a sm aller size  bank 

would have to spend considerable time to  produce the same report. Be­

cause of th i s , many sm aller size  banks have elim inated detailed  reports

from their reporting system s and include only those which are the most 

e sse n tia l and econom ical to prepare.

A cross tabulation of report usage estab lished  tha t certa in  reports 

are used in a ll size  banks to report to  management and the d irec to rs , 

w hereas certain  other reports are used only by larger size  b an k s. This 

point w ill be examined la te r . Table 25 is  a summary of the raw data of 

management and director report usage for responding banks c la ss ified

by foo tings.

P
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(. Table 24

Management and Director Report Usage

Type of 
Report

Under
10

Footings of Responding Banks 
(In M illions of Dollars)

10- 25- 50- 100- 500 and 
24 49 99 499 over

Total

Management Reports:

1. Comparative 
statem ent of 
condition

65 51 16 8 12 6 ' 158

2. Comparative 
income s ta te ­
ment

63 53 • 17 8 13 6 160

3. Past due loans 
of m aterial a -  
mount w ith col­
lection sta tu s

62 54 19 8 12 6 161

4 . New loans and 
commitments of 
m aterial amount

59 52 17 8 11 6 155

5. Significant loan 
payoffs

21 23 9 7 9 4 73

6 . New and closed 
deposit accounts 
with reasons for 
closing

24 34 14 8 12 5 97

7. Departmental 
and branch 
accounting infor­
mation

4 8 7 3 9 4 35

8 . Bonds by maturity, 4 3 
concentration 
and yield

37 10 7 13 6 116

I
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( Table 24  -  continued

Type of 
Report

Footings of Responding Banks 
(In M illions of Dollars)

’Under
10

10-
24

25-
49

50-
99

100- 500 arid 
499 over

Total

9. Bond pur­
chases and 
sa les

61 49 16 8 13 6 153

Director^ Reports:

1. Comparative 
statem ent of 
condition

65 53 19 8 13 6 164

2. Comparative 
income s ta te ­
ment

52 44 15 8 13 6 136

3. Past due loans 
of m aterial 
amount w ith 
collection  
sta tu s

61 48 16 16 10 6 149

4 . New loans 
and commit­
ments of 
m aterial a -  
mount

63 52 19 8 . 13 6 161

5. Significant 
loan payoffs

20 16 8 4 6 -  - 2 56

6 . Bonds by ma­
tu rity , market 
and yield

36 30 14 6 11 6 103

7. Bond purchases 
and sa les

64 51 19 8 13 5 160

(
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Table 24 -  continued

Type of 
Report

'Footings of Responding Banks 
(In M illions of Dollars)

Under
10

10-
24

25-
49

50-
99

100-
499

500 and 
over

Total

8 . Analysis of 
undivided 
profits Account

51 36 16 6 13 6 128

9. T ellers' differ­
ences reports

37 36 12 7 6 5 103

10. Loans to 
officers and 
directors

62 47 15 8 12 5 149

11. Auditor's 
report

32 36 14 _  8 13 6 171

12. Net income 
in to ta l

65 53 17 8 13 6 163

13. Net income 
and dividends 
per share

50 44 16 8 12 6 136

14. Gross loans 
• and invest­

ment y ields 
by type

21 27 10 7 9 6 80

15. Total d e p o s its , 
cap ita l and 
a sse ts

65 50 18 8 13 6 160

Total Returns 70 55 19 8 13 6 171

Table 25 shows the data immediately above in the form of a percen t

density  function by footings. These tab les w ill be d iscussed  in deta il 

below .
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(_ Table 25 

Report U sage: Per Cent Density

Type of 
Report

Footings of Responding Banks 
(In M illions of Dollars)

.

Under
10

10-
24

25-
49

50-
99

100-
499

500 and 
over

Management Reports:

1. Comparative 
statem ent of 

• condition

.93 .93 .84 1.00 .92 1.00

2 . Comparative 
income 
statem ent

.90 .96 .89 1.00 1.00 1.00 -

3. Past due loans 
of m aterial a -  
mount w ith 
collection 
sta tus

.89 .98 1.00 1.00 .92 1.00

4 . New loans 
and commit­
ments of ma­
te ria l amount

.84 .95 .89 1.00 .85 1.00

5. Significant 
loan payoffs

.3 0 - .42 .47 .88 .69 .67

6 . New and 
closed  de­
posit accounts 
w ith reasons 
for closing

.34 .62 .74 1.00 .92 .83

7. Departmental 
and branch 
accounting 
information

.06 .15 .37 .38 .69 .67

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



( Table 2 5 -  continued

65

Type of 
Report

Footings of Responding Banks 
(In M illions Of po llars)

Under
10

10-
24

25-
49

50-
99

100- 500 and 
499 over

8 . Bonds by ma­
tu rity , con­
centration and 
yield

.61 .85 .53 .88 1.00 1.00

9. Bond purcha s e s 
and sa les

.87 .89 .84 1.00 1.00 1.00

Director^ Reports:

1. Comparative 
statem ent of 
condition

.93 .96 1.00 1.00 1.00 1.00

2. Comparative 
income s ta te ­
ment

.74 .80 .79 1.00 1.00 1.00

3. Past due loans 
of m aterial a - ' 
mount with 
collection  
sta tus

.87 .87 .84 .75 .77 1.00

4 . New loans 
and commit­
ments of ma­
te ria l amount

.90 .94 1.00 1.00 1.00 1.00

5. Significant i 
loan payoffs

.29 .29 .vS2 . .42 .46 .33

6 . Bonds by ma­
tu rity , market 
and yield

.51 .55 . .74 .75 .85 1.00

7. Bond purchases 
and sa les

.91 .93 1.00 1.00 1.00 .83
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( ttable 25 -  continued
6-6

Type of 
Report

Under
10

Footings of R esponding Banks 
(In M illions of Dollars)

10- 25- 5 0 -  100- 500 and 
24 49 99 499 over

8. Analysis of 
undivided 
profits 
account

.73 .65 .84 . 7 5 1.00

s

. 1 .0 0

9. Tellers' 
differences 
reports

.53 .65 .63 .8a .46 .83

10. Loans to 
officers and 
directors

.70 .85 .79 1 . 0 0 .92 .83

11. Auditor's 
report

.46 .65 .74 1 . 0 0 1.00 1.00

12. Net income 
in to ta l

.93 .96 .89 1 . 0 0 1.00 1.00

13. Net income 
and dividends 
per share

.71 .80 .84 1 . 0 0 1.00 1.00

14. Gross loans 
and invest­
ment yields 
by type

.30 .49 .53 .88 .69 1.00

15. Total cteposits, 
cap ita l and 
a sse ts

.93 .91 .84 1.0C 1.00 1.00

Tables 24 and 25 reveal that certain re p o r ts  are used in a ll banks 

for management and director reporting, wheareas certain other reports
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are used only by larger s ize  banks. Reports used by alm ost a ll of the 

banks regard less of size  include the following:

Management Reports:

1. Comparative statem ent of condition.

2 . Comparative income statem ent.

3. Past due loans of m aterial amount with 

collection  s ta tu s .

4 . New loans and commitments of m aterial amount.

5. Bonds by m aturity, concentration and y ie ld .

6. Bond purchases and sa le s .

D irector^ Reports:

( 1. Comparative statem ent of condition .

2 . Comparative income statem ent.

3 . Past due loans of m aterial amount with collection 

s ta tu s .

4 . New loans and commitments of m aterial amount.

5 . Bond purchases and s a le s .

6. Analysis of undivided profits account.

7. Net income in to ta l.

8 . Total d ep o sits , cap ita l and a s s e ts .

Reports used more often by larger s ize  banks include the follow in  

Management Reports: 

r ' 1. Significant loan payoffs.
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2. New and closed  deposit accounts with reasons 

for c lo s ing .

3. Departmental and branch accounting information.

D irectors' Reports:

1. S ignificant loan payoffs.

2 . Bonds by m aturity, market and y ie ld .

3. T ellers1 differences reports.

4 . Loans to officers and d irec to rs .

5. Auditor's report.

6. Net income and dividends per sh a re .

7. Gross loans and investm ent y ields by type.

The reports used by larger size banks are used  to  coordinate and 

control the operations of the  bank, w hereas, the reports used by a ll 

banks are general reports used in the daily  operations of the bank. 

Significant loan payoffs; new and closed  deposit accounts with 

reasons for closing; te llerh i difference reports; loans to  officers 

and directors; aud ito r's  report; and net income and dividends per 

share seem to support the f irs t explanation above concerning the use 

of certain  reports by large banks because of the need of ex tensive 

communications in large b an k s . The mere fac t th a t a bank is  large 

and departm entalized is  reason  enough for the use of certain  of the 

rep o rts .
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Departmental and branch accounting information; bonds by maturi­

ty , concentration and yield; and gross loans and investm ent yields by 

type used in large banks seem to support the second explanation a -  

bove concerning the use of techn ical equipment by large b an k s. Com­

puters and sim ilar equipment produce such reports very quickly, 

whereas manual production would require a considerable amount of 

tim e.

(
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Chapter V

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This study was conducted to explore the significance of the report­

ing function in commercial banks and provide the banking industry with an 

em pirically tested  ideal reporting system .

The first phase w as a study of banking and accounting literature to 

determine the functions and purposes of internal reports for the managers 

and directors of a bank. It was stated  in Chapter I th a t, although they 

have different re sp o n sib ilitie s , the managers and directors of a bank re­

ceive many of the same reports. Reports were analyzed and c lassified  

into two ty p e s , operating reports and financial rep o rts . Operating re - 

( ports deal with current operations and financial reports deal with the

financial condition of the bank.

In the second phase of the study an ideal reporting system  for com­

m ercial banks w as se lec ted . This ideal reporting system was chosen 

to provide bank managers with those reports necessary  to enable them 

to determine the extent to which operations are going as p lanned. The 

ideal system further provided the directors with reports to enable them 

to appraise the managers and keep them aware of the financial condition 

of the bank. Separate lis ts  of reports were given for the managers and 

d irec to rs .

The third phase of the study was a te s t  of the ideal reporting

70

f :

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



w  system s f it  a s  i t  applied to  current banking p r a c t ic e . A questionnaire

w as sen t to  a ll  banks in M ichigan who were m em bers of the Federal 

Reserve System . Q uestionnaires were receive-d from 81% of the 211 

sen t out, representing 57.8% of a ll  of the banHcs in the S tate . Tests 

were made indicating th a t the returns were rep re sen ta tiv e  of the survey 

population.

The fourth and final phase of the study w a s  the cross tabulation 

and determ ination of the  correlation between tffiie number of reports used 

and both the earnings and footings of the bank:. The size  and earnings 

of the bank were correlated to  the number of rep o rts  used by the bank 

and to the use of specific  reports.

( The coefficient of correlation between th e ; number of reports used

by the responding banks and the earnings of tine responding banks w as 

- .  12. This negative correlation seems to in d ic a te  tha t the higher the 

earnings of the bank a re , the fewer reports a r e  u sed  by the bank. A 

cross tabulation of report usage established  tiha t certain  reports were 

used more frequently w ithin banks which reporrted either high or low 

earn ings. There w as a pattern between rep o rt:u sag e  and earn ings.

The coefficient of correlation between t h e  number of reports used 

by the responding banks and the footings of tine responding banks w as 

.20 . This positive correlation seems to  in d ic a te  tha t the larger the 

bank, the more reports tend to  be used by th e  bank. It mayJbe.that 

r  larger banks include the heavier computer use=rs.and that once a computer
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fac ility  is  e stab lished  by a bank, there is an incentive to  use it to 

generate reports not otherw ise produced. A cross tabu lation  of re ­

port usage estab lished  th a t certain  reports w ere by banks of all 

s iz e s , w hereas certain  other reports were used  more often by larger 

banks.

The two major hypotheses tha t were tes ted  in th is  study are as 

follow s:

1. Earnings of a bank are a function of the number 

of reports used by the bank .

2 . The number of reports used by the bank are a 

function of the s ize  of the bank.

{ The f irs t hypotheses w as re jec ted  while the  second w as sup­

ported .

The next log ical step  would be to  examine earnings as a function

of s iz e . Data on th is  question  may be found in  Appendix D.

The coefficien t of correlation between the earnings and footings

of the responding banks w as - .  05. This sm all correlation is  not

sign ifican t. The earnings of the responding banks are not related to

the size  of the responding banks. Earnings as a per cent of to ta l

a s se ts  are substan tia lly  the  same for sm aller and larger s ize  banks.

Although larger size  banks have increased effic iencies from the use

of com puters, th ese  e ffic iencies are offset by increased  operating 

r -  c o s ts .
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One of the major arguments frequently given for the increased  use 

of in ternal reports is  profitability . This study failed  to  lend any empiri­

ca l support for th is  argum ent. Furthermore, while the  larger banks tend 

to  use more rep o rts , th ese  larger banks seem not to show economies of 

sc a le , but in s tead , do not differ significantly  from their sm aller brethren 

on the criterion Return on A sse ts .

It is  possib le  th a t banks generate reports that are not used or that 

are not u sefu l. Larger banks probably are more likely  to  own computer 

fa c ili t ie s . Once computer a cc ess  becomes a fixed charge, an incentive 

would seem to e x is t for the generation of reports w ith insufficient regard 

( for their ab ility , but w ith high regard for their aid in justifying the  com­

puter purchase.

Bankers may not be particularly  sensitive  to  the fac t tha t larger 

banks are not more profitable to  sm aller banks. One would expect the 

argument to  go: the larger bank can offer a broader array of serv ices to 

the banking custom ers, and service is  a banks' primary b u sin ess . It 

would seem however, th a t banklstockholders would be d irectly  in terested  

in the profitability  of the ir banks. Furthermore, those in professional 

banking assoc ia tions or in governmental bodies charged w ith responsi­

b ility  for financial s tab ility  would be concerned about the strength or

w eakness of United S ta te s ' banks, one indicator of which might be 

profitability .
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One could further hypothesize tha t bank directors and managers 

are sensitive  to the sta tus and prestige th a t comes from being assoc ia ted  

with a larger bank. Any increased contributions to  profit by the  larger 

bank seems to  be offset by increased c o s ts , perhaps as a function of 

increased branch operations. Other increased costs  might include those 

expended on report preparation as more reports are  needed by larger banks 

for internal communication, coordination, and control. .
«

Recommendations for Further Study 

As a resu lt of exploring the area of bank reporting system s and 

considering the im plications above, several possib le  studies seem 

worthwhile. Of primary need is the m arginal co sts  and values for ind i- 

{ vidual repo rts . W hile th is  information would ^Jefhaps be most useful to

a bank manager, i t  might easily  be the most d ifficult to  obtain . It would 

seem that m ultivariate analysis could offer an approach but the  interaction 

effects of report combinations greatly  compounds the problem s.

A second study might enquire into the rela tionship  betw een reports 

generated a t the request of the user versus those offered for use by the 

generator and the degree of usefulness of the report and the extent to 

which it is  actually  used . The resu lt might be a guide to making policy 

in the area of report in stiga tion .

A third study could examine the profitability  of b ranches. Specifi­

ca lly , the question of whether or not branches lead to more to ta l (not 

f \  branch) banking p rofits . Branches seem often to  be a function of compe-
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tition . Perhaps the more profitable bank is  the one with few er, not more 

branches, breadth of serv ices being held constan t.

F inally , a fourth study might focus on the m otivations and s a t is ­

factions of bank managers to  answer the questions Is i t  more important 

to a) bank custom ers, and b) bank directors and m anagers, to  be a sso c i­

ated w ith a larger or a more profitable (economically efficient) bank?

Such a study could illum inate areas of bank organizational behavior tha t 

are presently  subject to frequent speculation and rarely knowledge.

f
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APPENDIX A -1

W ESTERN M IC H IG A N  U N IV ER SIT Y  | __________  80

SC H O O L  O F BUSINESS I u u m  a z o o .  M i c h i g a n
DEPARTMENT OF MANAGEMENT I  4 9 0 0 1

A tte n t io n :  C ashier

Dear S ir :

The Banking Research D iv is io n  o f th e  Management Department o f  
th e  School o f Business a t  W estern M ichigan U n iv e rs ity  is  con­
d u c tin g  a survey o f management re p o rt in g  systems in  F ed era l 
Reserve member banks in  M ich igan . The purpose o f th is  survey  
is  to  determ ine whether th e re  is  a re la t io n s h ip  between the  

 ̂ ; completeness o f  bank management re p o rt in g  and th e  earn ings o f
a bank. Both management re p o rts  and d ir e c to r s ' re p o rts  w i l l  
be analyzed  in  th e  survey.

Enclosed a re  two q u e s tio n n a ire s  which I  hope you w i l l  have th e  
tim e  and p a tie n c e  to  com plete fo r  me. A l l  in fo rm a tio n  from  
re tu rn e d  q u e s tio n n a ire s  w i l l  be anonymous and h e ld  in  s t r ic t e s t  
co nfidence by th e  w r i t e r .  The r e s u lts  o f the survey w i l l  be 
made a v a i la b le  to  a l l  who com plete th e  q u e s tio n n a ire s  and r e ­
tu rn  them to  me. P lease s ig n  and re tu rn  th e  a ttac h ed  form i f  
you would l i k e  a summary o f  th e  survey re s u lts  m a iled  to  you.

A postage p a id  s e lf-a d d re s s e d  envelope is  enclosed fo r  your 
convenience in  re tu rn in g  com pleted q u e s tio n n a ire s . A prompt 
re tu rn  o f  q u e s tio n n a ire s  w i l l  a id  in  th e  a n a ly s is  o f th e  survey.

Thank you fo r  your co o p era tio n  in  making th is  survey more 
m ean ing fu l and com plete.

V ery  t r u l y  yours ,

n D r. N a z ir  A. A nsari 
A s s is ta n t P ro fessor  
Departm ent o f Management

Enclosures 4
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W ESTERN M IC H IG A N  UN IVERSITY

SCHOOL OF BUSINESS K A L A M A Z O O ,  M I C H I G A N  
4 9 9 0 1DEPARTMENT O F MANAGEMENT

A tte n t io n : C ash ier

Dear S i r :

The q u e s tio n n a ire s  re c e n t ly  sen t to  you on bank 
management re p o rt in g  have no t as y e t  been re tu rn e d .
Have you fo rg o tte n  to  com plete and re tu rn  them o r have 
th e y  been m is la id ?  I  would l i k e  to  have your bank 
in c lu d ed  in  th e  survey.

Enclosed a re  two more q u e s tio n n a ire s  which I s hope you 
w i i l  have th e  tim e and p a tie n c e  to  com plete fo r  me.
Ofce re s u lts  o f  th e  survey w i l l  be made a v a ila b le  to  
a l l  who com plete and re tu rn  th e  q u e s tio n n a ire s . P lease  
s ig n  and re tu rn  th e  a ttach ed  form i f  you would l i k e  a 
summary o f  th e  survey re s u lts  m ailed  to  you.

Thank you f o r  your co o p era tio n  in  making th is  survey  
more m ean ingfu l and com plete.

V ery  t r u l y  yours ,

D r. N a z ir  A . A n sari 
A s s is ta n t P ro fesso r  
Departm ent o f  Management

Enclosures 4
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SURVEY OF REPORTING SYSTEMS 82

MANAGEMENT REPORTS 

What method o f  .accounting is  used in  your bank?

__________  Cash

__________  A ccru a l

____________  P a r t  Cash -  P a r t  A ccru a l

What are  th e  fo o tin g s  o f your bank? (M il l io n s  o f  D o lla rs )

__________ Under 10 __________  50 -99

__________  10 -24  __________  100-499

25-49 _____  500 and over

Which o f  th e  fo llo w in g  com parative statem ents are  fu rn ish ed  your 
management? ( A l l  compared w ith  p rev io u s  y e a r or y ears )

.  Com parative statem ent o f c o n d itio n

__________  Com parative income statem ent

Which o f th e  fo llo w in g  loan  s t a t is t ic s  are  fu rn is h ed  your management?

__________  P ast due loans o f  m a te r ia l amount w ith  c o lle c t io n  s ta tu s

__________  New loans and commitments o f m a te r ia l amount

 ' S ig n if ic a n t  loan p a y o ffs

Which o f  th e  fo llo w in g  g e n e ra l re p o rts  a re  fu rn is h ed  your management?

__________  New and c losed  d e p o s it accounts w ith  reasons fo r  c lo s in g

________ D epartm enta l and branch accounting in fo rm a tio n  w ith  budget
comparisons i f  budgets are  used in  your bank

’______ __ Bonds by m a tu r ity , c o n c e n tra tio n  and y ie ld

■ Bond purchases and sa les

6 . What is  th e  d is t r ib u t io n  o f  your management rep o rts?

_____________ P re s id e n t __________  D ep t. Heads (Not O ffic e rs

__________ A l l  O ther O ff ic e rs  ___________ Superv isors (Not O ffic e rs

______ : Branch Managers (Not O ff ic e r s )

P er cen t 1964. n e t c u rre n t earn ings b e fo re  income taxes to
t o t a l  a s s e ts . (As re p o rte d  fo r  your bank in  th e  F e d era l Reserve 
p u b lic a tio n  ”1964 O pera ting  R a tio s  o f Seventh D is t r i c t  Member Banks."
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SURVEY OF REPORTING SYSTEMS 83

DIRECTORS* REPORTS

1 . Do you fu rn is h  yo u r D ire c to rs  w ith  p e r io d ic  re p o rts ?

__________  Yes

__________  No

I f  your answer above is  y e s , p lease  complete th e  q u e s tio n n a ire .

I f  your answer above is  no, no th ing  more is  re q u ire d  on th is  
q u e s tio n n a ire .

2 . Which o f  th e  fo llo w in g  com parative statem ents are  fu rn ish ed  your  
D ire c to rs ?  ( A l l  compared w ith  p rev io u s  y e a r or ye a rs )

__________  Com parative statem ent o f  c o n d itio n

__________  Com parative income statem ent p lus a budget comparison
i f  budgets a re  used in  your bank

3 . Which o f  th e  fo llo w in g  lo an  s t a t is t ic s  a re  fu rn is h e d  your D ire c to rs ?  

___________ P ast due loans o f  m a te r ia l  amount w ith  c o lle c t io n  s ta tu s

__________  New loans and commitments o f  m a te r ia l amount

__________  S ig n if ic a n t  loan p a y o ffs

4 . Which o f  th e  fo llo w in g  bond s t a t is t ic s  a re  fu rn ish e d  your D irectors?"  

______ Bonds by m a tu r ity , m arket and y ie ld

__________  Bond purchases and sa les

5 . Which o f  th e  fo llo w in g  g e n e ra l re p o rts  a re  fu rn is h ed  your D ire c to rs ?  

__________  A n a ly s is  o f  un d iv ided  p r o f i t s  account

 ' T e l le r s '  d if fe re n c e s  re p o rts

 ________  Loans to  O ff ic e rs  and D ire c to rs

 _____ _____ A u d ito r 's  re p o rt

6 . Which o f  th e  fo llo w in g  h ig h lig h ts  o f  th e  y e a r are  fu rn ish ed  your  
D ire c to rs ?  ( A l l  compared w ith  p rev io u s  ye ars )

j_________ _ N et income in  t o t a l

1 N et income and d iv idends p e r share

___________  Gross loans and investm ent y ie ld s  by type

 __________ T o ta l d e p o s its , c a p i ta l  and assets
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K.J Appendix C

Number of Reports Used by Bank in Relation 

to  Earnings of Bank

Number of 
Reports Used

Earnings of Responding Banks 
(% of Total A ssets)

19 .30
18 .39
21 .49
22 .50
21 .60

9 .64
23 .64
20 .67
17 .67
15 .67
18 .70
23 .72
19 .73
17 .78
24 .79
21 .82
23 .84
18 .84
20 .84
14 .85
20 .85
16 .85
19 .85
16 .90
16 .91
21 .91
13 .92
18 .92
16 .93
24 .93
16 .95
24 .95
15 .97
22 Q98
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Appendix C -  continued

Number of 
Reports Used

Earnings of Responding Banks 
(% of Total Assets)

12 ,99
18 .99
17 1.00
18 1.00
22 1.02
24 1.02
16 1.02
20 1.04
24 1.05
23 1.06

7 1.08
15 1.09
18 1.09
20 1.10
20 1.11
15 1.1-3
20 1.14
18 1.14
23 1.14
23 1.15
16 1.15
20 1.16
13 1.16
15 1.17
18 1.18
16 1.19
16 1.19
16 • 1.19
19 1.19
22 1.22
19 1.22
21 1.23
15 1.23
20 1.24
18 1.24
22 1.25
21 1.26
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I - Appendix C -  Continued

Number of 
Reports Used

Earnings of Responding Banks 
(% of Total A ssets)

22 1.27
14 1.27
20 1.31
22 1.33
24 1.33
16 1.36
20 1.38
23 1.40
18 1.40
12 1.40
16 1.41
19 1.41
19 1.41
21 1.42

9 1.42
18 1.42
16 1.43
19 1.43
20 1.50
14 1.51
20 1.52
16 1.53
21 1.57
17 1.59
13 1.60
12 1.60
21 1.60
20 1.62
14 1.62
20 1.64
21 1.65
19 1.75
19 1.77
19 1.78
11 1.80
23 1.85
18 2 .00
16 2.35
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Appendix D

Earnings of Responding Banks in Relation to  Footings

Earnings of Responding Footings of Responding Banks
Banks (% of Total A ssets) (In M illions of Dollars)

Under
10

10-
24

25-
49

50-
99

100-
499

500 and 
over

Total

.30 1 1

.39 1 1

.49 1 1

.50 1 1

.60 1 1

.64 _ J. 1 2

.67 1 2 3

.70 1 1

.72 1 1

.73 1 1

.78 1 1

.79 1 1

.82 1 1

.84 1 1 1 3

.85 1 1 4

.90 1 1

.91 1 1 2

.92 1 1 2

.93 1 1 2

.95 1 1 2

.97 1 1

.98 1 1

.99 1 1 2
1.00 1 1 2
1.02 1 2 ' 3
1.04 1 1
1.05 1 1
1.06 1 1
1.08 1' 1
1.09 1 1 2
1.10 1 1
1.11 1 1
1.13 1 1
1.14 2 1 3
1.15 1 1 • 2
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Appendix D -  Continued

Earnings of Responding 
Banks (% of Total A ssets)

Under
10

10-
24

Footings of Responding Banks 
(In M illions of Dollars)

• 25- 50- 100- 500 and Total 
49 99 499 over

1.16 1 1 2 i
1.17 1 1
1.18 1 1
1.19 1 1 4 .
1.22 1 1 2
1.23 1 1 2
1.24 1 1 2
1.25 1 1
1.26 1 1
1.27 1 1 2
1.31 1 1
1.33 1 1 2
1.36 1 1
1.38 1 1
1.40 1 1 1 3
1.41 2 1 3
1.42 1 2 3
1.43 1

X 1 2
1.50 1 1
1.51 1 1
1.52 1 I
1.53 1 1
1.57 1 1
1.59 1 1
1.60 1
1.62 1 1
1.64 1 1
1.65 1 1
1.75 1 1
1.77 1 1
1.78 1 1
1.80 1 1
1.85 1 1
2.00 1 1
2.35 1 1

Total Returns 41 34 13 6 10 5 109
*
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