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Chapter 1
INTRODUCTION

The past decade has witnessed many changes in the commercial

banking system in the United States and has placed new demands on

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

United States now face far greater competition than ever before from

banks and from other financial institutions in the consumer credit
field such as savings and loan companies, small loan companies and
credit unions. Electronic data processing has caused a virtual revo-
lution in the banking industry and in our economy in general. Bank
customers want better and more varied services. Improved communi-
cations have speeded up the tempo of business activity. These

developments have created the need for more accurate, complete and
current internal reporting systems for all banks. 1

Management reporting systems for banks can be said to have

evolved over the years as a result of three general developments.

First, the professionalization of general bank management is pro-

ceeding rapidly.2 This is evidenced by the increasing number of

e

1Gordon I. Hamrick, "Are Management Information Systems
Practical for Banks,” National Automation Conference, (New York:
American Bankers Association, 1964), pp. 258-259.

2]. T. McCarthy, "Designing An Effective Management Re-
porting System," Reporting Financial Data to Management,
American Management Asscciation, (New York: 1965), pp. 19-20.

1
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graduate schools of banking in the United States and the programs,
curriculum and certificates offered by these schools. 1

Second, the use of management reporting systems 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
research.? Operations researchers use mathematical models,
'systems analysis and computer technology to aid in the decision
making process. 3 Applications of operations research in banks to-
day include assistance in credit selection? and branch bank location
decisions. S The National Association for Bank Audit, Control and

Qperafion has used operations research to design teller models for

1Banking— schools in the United States include among others,
NABAC School for Bank Audit, Control and Operation, University-of
Wisconsin: Graduate School of Banking, University of Wisconsin;
School of Consumer Banking, University of Virginia and Bank Training
Program, University of Michigan.

chCarthy, loc. cit., pp. 19-20.

3David B. Hertz, "Implementing an Operations Research Pro-
gram Banking, LVIII (March, 1966), p. 47.
4H. Martin Weingartner, "Concepts and Utilization of Credit-
Scoring Techniques, " Banking, LVIII (February, 1966), p. 51.

5Kalmatn J. Cohen, "Risk Analysis and Branch Bank Location,”
Banking, LVIII (February, 1966), p. 53.



{L*; scheduling teller operations .P'
Third, management reporting systems for banks have stemmed
from a widespread recognition by bankers of the vast potential

available to them for improving operating efficiencies and profits
of their organization. 2 The low rate of return earned by banks when
compared with other economic institutions is a problem conironting
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 companies,
13.1% for trade companies, 10.8% for public utilities, 14.5% for
service companieé and 12.1% for sales finance companies .3 Be-
cause of the low earnings in banks, there has been increased

L activity to improve bank management’s ability to plan, control and
make better decisions. A higher rate of return and improved overall
operating efficiehcy have been major goals. Improved report avail-
ability and usage is one path toward these goals.

Functions and Purposes of Reports

Bank reporting systems traditionally have been a record-keeping

of historical data. Such reporting systems are not sensitive to the

1N ational Association for Bank Audit, Control and Operation,
"NABAC Announces New Tool for Banking," Auditgram XL (November,
1964), p. 46.

chCarthy, loc. cit., pp. 19-20.

3Monthly Economic Letter, First National City Bank, New York,
New York, April, 1966, p. 41.
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( requirements associated with rapid changes in our economy and in

banking operations and do not provide management with much needed
current operating data.'1 Data reported to the management and di-

rectors of a bank must be current. With the increasing pressures on
bank managers all reports must be-"on time" to be useful in the
control of the operations of the bank.2

Banking management in its daily activitiés needs a system to
maintain or improve communications and control, andto better direct
its efforts and thus increase profits. The operating management and
directors of a bank needreports to assist them in the decision making
process. Reportsarealso used to determine whether the operations

are proceeding according to plans and policies and to measure current

‘ performance against past experience and future objectives. 3

Haggerty4 states that the following is the foundation of any

effective bank management reporting systems:

... the recurring periodic report of operating and
financial data, usually on both a monthly and an annual
basis. Otherreports - almost always considered 'special*
reports - are necessary to pinpoint a particularly signifi-
cant managementdecision, or to motivate (sic) a more de-
tailed report on a specialized function.

1Hamrick, loc. cit., p. 259.

2William B. Carr, "Developing Interpretive Reports," Auditgram,
X1I (October, 1365), p. 14.

3Lawrence G. Haggerty, "Top Management Views the Reporting
Function,” Reporting Financial Data to Top Management, American
Management Association, (New York: 1957, pp. 10-11.)

4Ibid. , p. 12,
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‘The managers and directors of a bank are interested in the same

topics and, although they have different responsibilities , they will
receive many of the same reports. Managementneeds to know whether

operations are being conductédc according to the established organi-

zation and operating plan of the bank. Management further is

interested 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

results. 1 It is the function of management reports to provide this in-
formation.

The duty of the board of directors in a bank is to direct the oper-
ating managers. Their responsibilities lie in seeing thét things are
accomplished, not in the actual doing.2 It is up to the directors of
thg bank tc assure that safe and consistent policies for making loans
and investments are adhered to. The directors must also assure that
the internal controls are good for the detection of present and the
prevention of future losses to the bank from unwarranted risk taking,
mismanagement or fraud. Inexercising this responsibility, the directors
need re}oorts to enable them to appraise the financial condition of the

bank and determine whether management is effective as reflected in the

footings and dollar profits of the bank.3

1R. C. Huelsman, "Bank Reports......Management Reports, "
Auditgram, XXIV (July, 1948), p. 15.

25 Bank Director's Job, American Bankers Association, (New York:
1964), p. 7.

3]erome E. Winder, "Good Reports Stimulate Action,” Auditgram,
( X111 (May, 1957), p. 16.
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The reporting function has been defined as "the ymrdstick by which

actual performance is measured against planned results. ul Alter-

natively, reports from "the nerve center of the corporate body, feeding
information to the business brains by which decision making and
planning are executed. 2 These twodefinitions are directly analogous
to the management-director dichotomy presented above.

The general purposes of reporting systems have been presented
by Carter and Kessler.

Once a plan, or a group of plans has been established
by management, the information system will retrieve those
data necessary for controlling progress toward the goals of
the plan. It can summarize deposits, or loans, or y#elds
and compare them to minimum results. It can show up de-
viations from projected positions, and it can try to isolate
or group the causes of failure. If sophisticated enough, it
can even evaluate' suitable alternatives. No matter to what
degree of refinement this monitor is developed, the avail-
ability of current data in a meaningful summary form will

{ permit management to assess its position quite accurately
and respond with whatever action is necessary.

More specifically, this thesis *.‘\',%ivﬂlppas'mﬂalte the following as -

purposes of management and director reports:

Management Reports
1. To measure profit and progress in relation to plans.

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

operations.

1
Benedict T. Harter "Organizing and Administering the Reporting
Function, " Reporting Financial Data to Top Management, American

Management Association, (New York: 1957), pp. 18-19.
2,

3
Norman H. Carter and Sigfrid W. Kessler, "Management Infor-
mation Systems," Banking, LVII (May, 1966), p. 64.
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(. " Director Reports
1. To guide in the evaluation of managerial per-
formance.
2. To provide a base for future strategic planning
and long range investments. 1
To be effective, reports must be presented in such a manner that
they will serve as a basis for a thorough review of the operations of
the bank. The proper presentation of reports presents a challenge and
an opportunity for the control officer 6r auditor of the bank.
‘Types of Managément Reports
The internal reports to the management and board of directors of
a bank can be classified into two general types, operating reports and
financial reports. Operating and financial reports include those shown
below:2
I Operating Reports
A. Control d@perating reports
1. Current control reports
2., Summary control reports
¢ B. Information operating reports
1. Trend information reports
2. Analytical informatidn reports
II Financial Reports .

Operating Reports: The reports provided to the management or directors
of a bank which deal with the current operations of the bank are called

operating feports. Operating reports are used by the management and

lHarter, loc. cit.

2 .
David R. Anderson, Practical Controllership, (Chicago, Illinois:
(0 Richard D. Irwin, Inc. 1949), p. 216 '
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N directors of the bank to maintain direct control over operations or ini;he
formulation of plans or policies. They can be of two types, control
operating reports and information dperating reports. Operating reports
are of various types but the basic operating report provided to manage-
ment and the board of directors is the profit and loss statement which
summarizes in statement form the results of operations for the past period
whether it be a month, quarter or year.

Control operating reports: Reports intended to assist inthe control of

operations by indicating specific areas, departments or branches which
need corrective action are called control operating reports. Control oper-
ating reports can be of twec types, current control reports and summary

{ control reports.

Current control reports .--Reports used to control the daily affairs

of thg bank and to spot deviations from planned performance so that
prompt action can be taken to prevent losses are called current control
reports. Current control reports include past due loan reports and the
auditor's reip';)rt.b

Summary control reports.~-Reports summarizing the actual oper-

ating performance of the bank over a longer period of time, usually a
month or a quartér, are called summary control reports. Comparative
income statements plus budget comparisons, net income in total and
net income and dividends per sharé are types of summary control re-

ports.

Information operating reports: Reports comparing the results of any

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



/

';siiecific 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 operatingreports present to-
management or the board of directors facts which have an important
béaring onbusiness plans and policies and are useq mainly for planning
énd policy determination. Trend information reports and analytical infor-
mation reports are types of information operating reports.

Trend information reports.--Reports intended to compare the results

of the same activity over a period of time to bring to light certain speci-~
fic facts which should be known such as growth or improvements in
operating efficiency are called trend information reports. The primary
purpose of trend information reports is to indicate trends which manage-
ment can use in planning the operations «f die bank. Graphs and reports
portraying and setting forth total deposits, capital and assets of the bank
and departmental and branch activity over time are types of trend infor-

mation reports.

Analytical information reports .--Reports which present general
information on the operations of the bank and which compare results of
the same activity or operation in different locations, departments or
branches of the bank are known as analytical information reports. The
primary purpose of analytical information reports is to provide manage-

ment and the board of directors details 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 withbut permission.



10

branches or departments as opposed to other branches or departments
Qvithin the bank. Branch and departmental statistics and figures for
specific operations often reflect successes or failures on the part of
the branch manager to attain the expected efficiency.;ﬁ‘

Financial Reports: The reports provided to the management and board

of directors of a bank which deal with the current financial gondition
of the bank or its various divisions or sections are called financial
reports. In modern banking, the management and board of directors
act as trustee over the capital and deposits they employ for banking
operations and are responsible to the true owners of the capital and
deposits, the stockholders and depositors. Financial reports assist

{ management in making a record of its successes or failures in the use
of the capital and deposits.

The balance sheet, or statement of condition as it is more common-
ly called in banking, is the basic financial statement provided to the
management and directors of a bank. The statement of condition is a
detailed listing of the asset and liability accounts as showmonthe books
of the bank. It shows the current financial condition of the bank on a
given date. Supplementary to the statement of coﬁdition report, it is

necessary to make available to management and the board of directors

11. Brooks Heckert and James D. Wilson, Controllership, (New
.York: The Ronald Fress Company, 1964), pp. 527-529.
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certain other‘reports of a financial nature. Statements setting forth use
of funds, reports of changes in the financial condition of the bank from
one period to the next and reports providing various comparisons with
other banks of similar size aséist 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 that the operating reports and the financial re-
ports are not considered as separate and independent. Although operating
reports measure earnings and financial reports corporate success and
growth in the use of equity and deposits, these two ‘general types of
reports must be analyzed and studiéd by management and the board as a
whole. A i)ank with large total assets as shown in the financial reports
may not be making a satisfactory income as shown in fthe operating re-
ports. By studying both types of reports, the operating feports and the
financial reports, it is possible for management and the board to deter-
mine that maximum use is being made of all assets to earn a satisfactory
1

rate of return for the stockholders.

Significance and Focus of the Study

This study investigated the use of management and directors reports
in commercial banks. Emphasis was placed on the type and number of

reports -gsed by the management and directors of the bank.

lAnderson, loc. cit., p. 289.
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It: bank management is to better utilize the resources of the bank
to improve revenues and respond to external and internal pressures,
timely reports are needed. - Reports are used to direct and control the
operafions of the bank and are significant in the overall operations of
the bank.

The National Association for Bank Audit, Control and Operation
has supplied a list of reports deemed necessary for proper bank man-
agement. This list includes both management and board of directors
reports.

An ideal reporting system is selected in Chapter II. The predictive
value of this ideal reporting system is tested to determine whether

there is any significance between the developmental state of the re-

12

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

of the bank.
Definition of Terms

Management: The management of a bank will be used throughout

to refer only to the operatihg officers of the bank who are responsible
for the operations and financial condition of the bank.

Board of Directors: The board of directors of a bank are a body of

persons elected by the stockholders of the bank to direct, 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.



13
statements prepared to provide the president, vice president(s), execu-
tive vice president(s) and other officers of the bank with vital information

for the planning, execution and control functions of a bank. 1

Directors Reports: Directors reports are those reports or statements

prepared to provide the directors of the bank with vital information for

the planning, execution and control functions of a bank.2

Federal Reserve Member Banks in Michigan: FederalReserve mem-

" ber banks are all banks in the State of Michigan which are, 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 interest 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 w}iereby interest
and other income is taken into account when earned regardless of when it
is actually collected and expenses are taken into account as soon as the

liability is incurred regardless of when the cash is paid out.

Footings of a bank: The footings of a bank are the total assets of a

bank: and include cash, loans, investments and banking house.

Tellers differences: Tellers differences are cash overages and short-
ages of the tellers of the bank.

1Ronello B. Lewis, Accounting Reports for Management, (Englewood
Cliffs, New Jersey: Prentice-Hall, _Inc. , 1957), p. 65.

, - 2Tbid .
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Chapter II
RESEARCH DESIGN AND METHODOLOGY
It has been stated in Chapter I that reports are necessary for ef-

fective bank management. A closer look at reporting systems is in
order here.

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 results as compared to
the operating budget or objectives; analyses of condition at given
dates, usually month end or year end; projections and forecasts and
countless other reviews, ratios and statistics needed by management
to help them keep abreast of ever-changing economic and other factors

affecting the bank and the economy. 1

The board of directors is primarily interested in the net results
of operations and in any trends that can be analyzed and studied.
They are not interested in and should not be burdened with reports
consisting of details and minor operating statistics. Reports to the

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

vided information in a uniform manner which will enable them to ap~

praise the following:

1Edward F. Pedlowe, "Reporting to Management, " Auditgram,
XXVIII @pril, 1951), p. 19.

14
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{1 (1) the correctness of internal controls in audits, -(2) the

) - financial results of operations as reflected in the condition
of the bank, (3) the growth and earnings of the bank and (4)
the loans and investments that have been made. !

The reports for the management and directors of a bank should con-
sist only of those deemed necessary for effective management. These
reports will necessarily vary in different banks but the following have
2

been recommended by a national organization as a minumum:

Management Reports

1. Comparative statement of condition and income report.
2. Past due loan report.
3. New loan and commitment report.
4. Significant loan payoff report.
5 . New and closed deposit account report.
6. Departmental and branch report.
- 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 basis. The purpose and use of each report is discussed briefly

in the following paragraphs.

]'Winder, loc. cit., p. 16.

2National Association for Bank Audit, Control and Operation,
NABAC Manual, (Park Ridge, Illinois: 1963), p. 80.

N
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{

1. bomparative statement of condition and income Ifeport: A com-
parative statement of condition shows the financial condition of the
- bank on a certain date as reflected in a detailed listing of the assets
and liabilities. The current financial position is generally compared
to the same date a month or year in the past to indicate changes that
have taken place. A comparative statement of income is a detailed
listing of the revenue and expense accounts of the bank arranged to
show all transactions affecting the stockholders equity except dividends
orchanges incapital. Income and expense statements must be prepared

for all levels of management for use in controlling expenses. 1

Management uses comparative statements of condition to analyze

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

 usedto determine growth and in long range planningand policy determi-
nation. Comparative income statements reflect theresults of operations.
They are used to evaluate earnings and determine whether current earnings
are sufficient to attain anticipated or desired earnings.

2. Pastdue loans report: Reports on the pastdue loans in the loan
portfolio of the bank provide management with information on the po-
‘tential losses of the bank through bad debts. Not all loans reported as
past due will be losses but through the pastdue loan. report management

cangain insight into the past due status of the banKs loans and evaluate

. 1E. H'. Brunken, "Profit Planning Requirements and Benefits,"
{ Auditgram, 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 policies.

3. New loan and commitment report: Reports on ;ew loans and
commitments enable management to plan future loan and investment
policies. If. loan volume is increasing as reported in the new loan
and commitment report, management can re-evaluate 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 reports. Large loan payoffs
resuit in available funds for other uses. Management can plan to in-
vest these funds given the information received from a loan payoff

i report. Large payoffé may also result in a change in loaning policies.

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 departmental and
branch operations are used by management to evaluate specific branches
or departments. It is the purpose of such reports to point out successes
or failures of the department head or branch manager in 4certain 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 bondé, both U. S. Government and Municipal, by maturity,
concentration and yield gives management a breakdown of the invest-
ments of the bank. Management uses bond portfolio reports to deter-
mine that the quality of the bonds in the portfolio is in accordance
with the investment policy of the bank and that the yield is the maxi~
mum obtainable under existing standards of the bank.

8. Bond purchase and sale report: Data on bond purchases and
‘sales is provided to the management of a bank so they are informed
of and can approve all purqhases and sales. Management is directly
( responsible to the board of directors for all bond purchases and sales

and must have knowledge of all such transactions.

Director's Reports

1. Coml')arative statement 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 account.

8. Tellers' differences reports.
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( 9.

10. Auditor's report.

Officer and director loan report.

11. Reports on operating highlights of the year.

These reports include those needed by the directors of the bank to
direct the overall affairs of the bank. The purpose and use of each re-
port is discussed briefly in the following paragraphs.

1. Comparative statement of condition and income report: Com-
parative statements of condition listing the assets and liabilities of
the bank provide the directors with data on the fihancial position of
the bank as of a certain date. Directors are responsible for and must
maintain general supervision over the financial position of the bank.
The comparative statement of condition provides the board of directors
with the necessary financial data. Comparative income statements
provide the directors summary figui'es on the operating results of the
bank for the past period. In guiding the banks activities the directors
are expected to foster policies which ’Will produce a reasonable return
on the investment of the stockholders. Income statements assist the
directors in measuring the earnings of the bank to determine whether
cr not the earnings are at the budgeted or hoped for lexfel.

2. Past due loan report: Past due loan reports assist the directors
in making policies and in evaluating the loan policies 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
that have been made by the bank and inform them of loan commitments.
Only the larger loans are reported because of the volume. Eventhough
the actual making of loans is delegated to others, the directors cannot
escape responsibility for these loans. Reports on new loans give the
directors the necessary information to approve the loans.

4. Significant loan payoff report: Significant loan payoffs re-
ported to the directors inform them of assets which must be invested.
In order to maximize earnings, the directors must make certain all
available assets are invested. Large loan payoffs indicate available
assets which the directors must determine are invested immediately.

5. Bond portfolio report: Reports listing bonds by maturity,
market and yield give the board of directors a breakdown of the bonds
held by the bank. A bank!s investment policy as reflected in its bond
portfolio is the responsibility of the board of directors, even though
authority for specific transactions is delegated to someone else. Re-
ports on the investment portfolio of the bank énable the directors to
keep informed on the bond investments of the bank. -

6. Bond purchase and sale report: Bond purchases and sales as
reported to the board of directqrs enables the board of directors to

approve all such transactions. Bond investments are the responsi-

" bility of the board and reports on purchases and sales of bonds enables

them to exercise this responsibility and approve all such purchases

20



{' and sales.

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 this 'account so they can approve such
transactions. State and Federal regulatory authorities regularly review
the undivided profits account during the yearly bank examination.
Tl:ley determine whether any extraordinary transactions have l;ee«n
made which would increase or decrease it and whether all transac-
tions have been approved by the board. All banks should report to
their directors in summary form all transactions that have taken place

in the capital and undivided profits account during the year. 1

.

8. Tellers'differences reports: Reports on tellers' differences
inform the directors on the efficiency and accuracy of the tellers and
enables the directors to appraise this 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 this report .

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 officers. The directors are

1
- John H. Myers, "Accounting for Bank Capital," Auditgram, XLI,
( (September, 1965), p. 10.
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ﬂ, - responsible for all loans and investments and are responsible for the

administration 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 his audits. Bank directors are legally required to
have all assets and liabilities of the bank examined‘and audited not
less than once each year. The auditor's report informs the board which
assets and liabilities were audited.

11. Reports on operating highlights of the year: Reports on the
summary operating highlights of the year inform the directors on the

\ results of operations and assist them in determiningwibthet:theresuits
are satisfactory. Trends and growth can be analyzed from the reports
and overall bank management can be appraised from an operating stand-
point.

The Hypotheses
Meaningful and timely information reported to the managers and
direci:ors of a bank has an economic benefit to the bank in the form of
more profits. 1 The underlying assumption of this thought is that in-
formed judgment leads to better decisions and better decisions ulti-

mately result in more profits.

lCarter and Kessler, loc. cit., p. 44.
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Because of the multitude of tasks necessary for the conduct of

busingss in a commercial bank the information reported tc the man-
agers and directors must be complete and cover a variety of purposes.
This is particularly true in large banks where there are numerous groups
of people within the bank who require different sets of information in
different forms at different times. This need for more information in
large banks has created a need for more internal reports for these

banks.

The following two hypotheses were chosen for this study because

they are the twe basic assumptions underlying the work in bank commu-

nications and are of ubiquitous interest:

1. Federal Reserve Member Banks in the State of

Michigan which use the management and directors' re-
ports listed above have higher earnings as a percent of
total assets than banks which do not use these reports. 1
The greater the mimber of reports they use, the higher
are the earnings of the bank.

2. Federal Reserve Member Banks in the State of

Michigan with larger total footings use more management

1The rate of return on assets rather than the rate of return on
investment is used because bank earnings are not measured by rate
of return on plant, equipment and working capital, i.e., investment,
but by rate of return on available funds, i.e., deposits and lia-

- bilities. In actuality, deposits and liabilities equal assets and

data on assets is available.
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' and directord reports than do smaller banks. The

' lai'ger the footings, the more reports they use.

Research Strategy

The overall purpose of this study was to explore the significance
of the reporting function im ¢onuniercial banks and provide the banking
indﬁstry with an empirically tested reporting system. Functions,
purposes and types of reports were analyzed. Reporting systems as
determined by analysis of the questionnaires were evaluated..

An ideal reporting system was selected based on reports supplied
by the National Association for Bank Audit, Control and Operation.

The ideal reporting system'was compared with the actual reporting

systems in use in commercial banks today. Present day report usage ’

was established through questionnaires mailed to all member banks of
the Federal Reserve System in the State of Michigan. 1 The returns
were compiled and analyzed by an IBM 1620 computer in the Computer
Center at Western Michigan University, Kalamazoo, Michigan. The
results of the questionnaires were correlated with differences in bank
earnings and differences in bank size.

The data in this study was collected through the use of a survey
questionnaire. The survey method used ébtains , by the simplest
'rnethod possible, identical information from all banks surveyed.

1

' ~ “A'sample of the questionnaire can be found in Appendix B-1 and
B-2. . :
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(_ - Two sets of questionnaires were used, one :requesting data on
management reports, the other requesting data on directors'® reports.
All of the questions used in the questionnaires were multiple choice
questions except the last question on the management reports question-
naire which was a fill-in-the-blank question. The multiple choice
question is considerably less confusing ‘fcsr both the data collection
and analysis and thus is preferable in this type of study. All of the
questions were based on the ideal feporting system. The returned
questionnaires were edited to check for deletions and errors.
= : The standard form of the questionnaire ensured uniformity in re-
,qording responses. The wording of the questions, the order of the
queétions and the standardized instructions for recording responses
{ assisted in obtaining uniform responses from all respondents. 1
The questionnaires took less skill to administer than a pérsonal
interview and were mailed to the respondents with a minimum of ex-
planation. Moreover, because they took less skill and time to ad-
minister, the entire population was included in the study and no
sampling was ne;:essary.
Enclosed with each set of questionnaires was a covering letter.
The individually signed covering letter gave the appearance of a
personal letter and included limited instructions regarding the com-

pleting and returning of the questionnaires. Each covering letter was

1,
Claire Selltiz et al., Research Methods in Social Relations
(New York: Holt, Rinehart and Winston, 1964), p. 239.
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{ ”-individually addressed with the bank name, city, postal zone a‘nglstate.
) The banks surveyed in the study are located in the upper and lower
peninsulas of Michigan. The banks located in the uppér peninsula are
in the 9th Federal Reserve District, while those .in the lower peninsula
are -in the 7th Federal Reserve District.
Limitations of The Study

The questionnaires were désigned to ensure uniformity in recording
responses. The questionnaire method of data collection prohibits the
investigator from offering any type of explanation on the guestions so
some of the questiorfs may have had different meaning for different
people. Some of the questions may have been interpreted incorrectly
by some respondents. All of the responses were none—thev—less consider-
ed equally valid.

All information obta'ined was limited to responses to predetermined
questions. No alternative methods of recording responses were avail-
able nor was there any opportunity to elicit 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 -
this figure. To detect any bias in returns, the returns with earnings
were compared with the returns without earnings using chi-square. The
null hypotheses was tested to determine whether these responses could

-

be taken as representative.’ A similar test was made to uncover any
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( bias in disclosed or not disclosed earnings.

The accuracy of the earnings figure given in the questionnaire was
compared with data received from the Federal Reserve Bank of Chicago.l
The assumi)tion that the returned questionnaires wére an unbiased
sample of all Federal Reserve member banks in Michigan was tested
using chi-square.

It is conceivable that retﬁrns could be biased in favor of smaller
or larger banks. The frequency distribution of the respondent banks
was compars=2 o the total population using chi-square to uncover this
bias if present.

Branch banking is authorized in the State of Michigan. It is not
known whether banks with branches require more internal reports than
banks without branches. It is also 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 was not diréctly
a part of the study. 2

This study presents an analysis of the reporting systems of the

member banks of the Federal Reserve System in the State of Michigan.

Letter from Mr. Thomas D. Novak, Statistics Secfion, Federal
Reserve Bank of Chicago, January 20, 1966.

2It is likely that branches are more prevalent among larger banks
and less frequently used by smaller banks. The findings related to bank
- size may be interpreted from this perspective but the validity of such
{ an interpretation is unknown.
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‘.Generalizations from this study to any particular bank must consider the
environment in which the bank operates. Some of the more important
factors would include rural-urban, industrial-agricultural and steady-

seasonal cash flows.
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Chapter III
FINDINGS

Q.estionnaires were sent to the 211 Pederal Reserve member banks
in the State of Michigan. The total number of banks in Michigan is 365;
therefore, questionnaires were sent toA g 7 .-8% of all of the banks in the
State. The 211 member banks in the State of Michigan have total de-
posits of $9.8 billion out of total member and non-member bank deposits
of $10.5 billion.! This means that banks having 94% of the total deposits
in the State of Michigan were represented in the survey. Completed re-
turns were received from 171 banks, 81.0% of those sent out, and repre-

senting 46.9% of the total number of banks in the State of Michiéan.

The first letter and set of questionnaires mailed October 29, 1965,

(

brought 128 returns. The foll‘ow—up letter and set of questionnaires
mailed November 19, 1965, produced 43 more for a total of 171 returns
or 81.0% of the population. December 15, 1965, was selected as the

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

were received after that date.
Tests for Bias
The following tables summarize the data used to test the returned
questionnaires for bias. The four tests for bias are as follows:

1. BRias in favor of smaller or larger banks.

1 .
, Michigan Statistical Abstract, 1964, (East Lansing, Michigan:
(- 1964), p. 269 '
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2. Bias in disclosed or not disclosed earnings based

on report usage.
3. Bias in returns reporting earnings as compared with
returns not reporting earnings.
4, Bias in returns reporting earnings as compared to
actual distribution of earnings in the total population.
Table 1 shows the number of questionnaires sent and returned by
banks of different sizes. The percentreturns bybank size varied from

67% to ..99% withno discernible bias. Chi-square was calculated and

found to be .91 (P>.95), indicating that no bias was in fact present.

Table 1

‘Returned Questionnaires Received

Bank Number Number % Number

(In Millions of $) Mailed Returned ~ 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 ) _ 6 100
TOTALS 211 171 81

X2 = .91 P>.95

Table 2 summarizes the report usage for banks reporting and not

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

of the responding banks using each named report gave their earnings

data. No significant divergence from this pattern is visible. Chi-
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{,j square was used to test this opinion and was found to be 9.828 (P>.99).

On this basis no significant bias was deemed present.
Table 2

Report Usage and Non Usage for Banks Reporting
and Not Reporting Earnings

Type of No. of Banks No. of Banks No. of Re-
~ Report Reporting Earnings NotReporting  sponding Banks
Using Reports Earnings Using  Using Report
Report
Management Reports:

1. Comparative state-
ment of condition 99 59 158

2. Comparative income
statement 104 56 160

3. Past due loans with
collection status 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 withreasons

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
sales 98 55 153
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i ; Table 2 - continued
Type of \No . of Banks No. of Banks No .ofRe-
Report Reporting Earnings Not Reporting §ponding Banks
Using Reports  Earnings Using UsingReport
" Report ‘

Directors Reports:
1. Comparative state-

ment of condition 104 60 164
2. Comparative income

statement 88 48 136
3. Pastdue loans with

collection status 98 51 149
4. New loans and com-

mitments of material

amount 102 59 161
5. Significant loan payoffs 36 20 56

i 6. Bonds by maturity market

and vield 68 35 103
7. Bond purchases and sales 102 58 160
8. Analysis of undivided

profits 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 total 106 57 163
13. Net income and

dividends per share 88 48 136
14. Gross loans and in- ‘
*" vestment yields by type 52 28 80
15. Totaldeposits, capital ,

and assets 103 57 160

¢ 'X2=9,828 P».99

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



{V ‘Table 3 summarizes the banks by size that reported and that did not

report earnings. Aslighttrend is seenfor the smaller banks not to re-

port earnings as oftenas the larger banks. This trend was tested using

Chi-square and found to bevery strong. Chi-square measured 1.54 and
the probability of both sets of data coming from the same population was

greater than .90. On this basis it was decided that no significant bias

was present.
Table 3
Responding Banks Reporting
and Not Reporting Earnings by Size

Bank Size Banks Reporting Banks not Reporting

{In Millions of §) Earnings Earnings
Under 10 ‘ 41 29
( 10 - 24 34 21
25 - 49 ' 13 6
50 - 99 6 2
100 - 499 10 3
500 and over _5 1
TOTALS 109 62

X2=1.54 P3.90

Table 4 summarizes the frequency distribution of occurence cf banks

by per centof earnings for those that responded to this study and those
listed by the Federal Reserve System. No discernible bias was present

for either more or less profitable banks. Chi-square was measured at

. 889 vielding a P?.95. Therefore, it was decided that no significant

bias was present.
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Table 4
Net Current Earnings Before Taxes to Total Assets

By Selected Ranges

Earnings Range Per Cent of Banks Per Cent of Banks
" (Per Cent) -, (Sample) (Federal Reserve Data)

1. 0'and less 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 ' ) 30
TOTALS 100.00 | 100.00

X2 =.889 P>.95

On the basis of these tests it was felt that no significant bias ap-

peared in the reported data. The returned questionnaires were therefore
used as source data. These data and their meaning will be presented
and discussed below.
Earnings In Relation to Report Usage
The following tables present management report usage for responding
banks claissified by earnings. One hundred nine banks responded to the
questionnaire reporting earnings. For this reason there are fewer record-

ed returns than under the “footings in relation to report usage” section.

Table § is a summary of the banks that provide management with

comparative statements of condition and comparative income statements.
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These are the two basic statements of any management reportivng sys-
tein and are needed by management to properly evaluate and control

the operations of the bank.

Table 5

Banks Providing Compa;'ative Statements to Managemerit

Type of Earnings of Responding Banks
-statement (% of Total Assets)
0- .50- 1.00- 1.50- 2.00- Total

.49 .99 1.49 1.99 2.49

1. Comparative -3 29 48 18 2 100
{ statement of
condition

2. Comparative 3 30 53 18 2 | 105

income state-
ment

Total Returns 3 33 53 18 2 109

Three of the questions on the management reports questionnaire
dealt: with loan reports. Table 6 is a summary of the banks that re-
port loan data 1:_0 management. Loan reports enable m:;magement to
evaluate the loaning operations and the loan portfolio of the bank to

determine that it is operating within the policies in effect in the bank.
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Table 6 |
Banks Reporting Loan Data to Management

Type of Earnings of Responding Banks
Report (% of Total Assets)

0- .50- 1.00- 1.50- 2.00- Total
.49 .99 1.49 1.99 2.49

1. Past Due Loans 3 31 50 18 2 104
of material ‘
amount with
collection status

2. New loans and 3 30 40 15 2 90
commitments of
material amount

(. 3. Significant 3 18 19 10 2 52
' loan payoffs

Total Returns 3 33 53 18 2 109

Table 7 summarizes the banks that report bond data, 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-
’spo'nding banks. Banks are again classified by earnings.
Table 8 is a summary of the responding banks that provide their

directors with comparative statements of condition and comparative
income statements. These are the two most important reports in any

{ - " bank accounting and reporting system.
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L ' Table 7
Banks Reporting Bond Data and General Data t0 Management
Type of ' Earnings of Responding Banks
Report (% of Total Assets)
0-  .s0- 1.00- 1;50- .2.00- Total
.49 .99 1.49 1.99 2.49
‘1. New and closed 3 23 33 - 18 1 78
deposit accounts
with reasons for .
closing
2. Departmentaland 2 8 14 3 0 27"
branch account-
ing information
3. Bondsbymaturity 2 23 41 10 1 77
concentration
and yield
4. Bondpurchases 3 27 51 16 2 88
{ and sales 4
Total Returns 3 33 53 18 2 109
Table 8

Banks Providing Comparative Statements to Directors

Type of : Earnings of Responding Banks
Statement _ (% of Total Assets)
- 0- ,50- 1.00- 1.50- 2.00- Total
.49 .99 1.49 1.99 2.49

1. Comparative 2 30 50 13 1 96
statement of
condition -
2. Comparative in- 3 25 46 17 2 93

come statement

Total Returns 3 33 53 18 2 109
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{J Loah reports were dealti: with in three questions on the director's

reports questionnaire. Table 9 summarizes banks that report past due

loans, new loans and significant loan payoffs to the directors. Loans

and discounts represent the largest single group of assets in the state-

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

Table 9

Banks Reporting Loan Data to Directors’

Type of Earnings of Responding Banks \
Report (% of Total Assets)
0- .50- 1.00- 1.50- 2.00- Total
49 .99 1.49 1.99 2.49
1. Pastdueloans 1 29 50 17 1 98
of material a-
{ - mount with
o collection status
2. New loans and 2 30 49 15 2 98
commitments of
material amount
3. Significant 3 14 14 8 1 40
loan. payoffs
Total Returns 3 33 53 8 2 109

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

illustrated in Table 10. The directors of a bank are responsible for

the investments of the bank and must be kept informed of all bond data

to exercise this responsibility.
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Table 10

‘Banks Reporting Bond Data to Directors -

Type of Earnings of Responding Banks
Report (% of Total Assets)
0- .50- 1.00 1.50- Z.G00- Total
.49 .99  1.49 1.99 2.49
1. Bondsbymatori- 2 27 40 10 0 79
ty, marketand :
vield
2. Bond purchases - 1 31 53 16 1 102
and sales » :
Total Returns 3 33 53 18 2 109

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

four questions on the directors' reports questionnaire. Table 11 sum-

marizes banks that report general data to the directors.

ST

Table 11

Banks Reporting General Data to Directors

Type of Earnings of Responding Banks
Report (% of Total Assets)
0- .50- 1.,00- 1.50- 2.00- Total
.49 .99 1.49 1.99 Z .49
1. Analysis of un- 3 24 38 14 2 81
divided profits
account A
2. Tellers'differ- 2 21 31 12 1 66
ences reports
3. Loanstoofficers 2 31 49 15 -2 99
' anddirectors
4. Auditor's report 3 22 32 10 1 68
Total Returns 3 33 53 18 2 109
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( A Operating highlights of the year including net income in total, net

income and dividends per share, gross loans and investment yields by

type and total deposits, capital and assets were dealfiwith in four

questions in the directors' reports questionnaire.

Table 12 is a sum-

mary of the responding banks that report operating highlights of the year

to the directors.

. Table 12
Banks Reporting Operating Highlights of the Year

To Directors

Type of Earnings of Responding Banks
Report (% of Total Assets)
0- .50- 1.00- 1.50- 2.00- Total
.49 .99 1.49 1.99 2.49
1. Net income in 3 22 32 10 1 68
total
2. Netincomeand 2 23 51 18 2 96
dividends per '
share
3. Gross loans 1 18 28 9 0 56
and investment
yields by type
4, Total deposits, 3 31 52 18 2 106
capital and
assets
Total Returns 3 33 53 18 2 109

Footings In Relation to Report Usage

The following tables present management report usage for re-

N
\

sponding banks. Banks are classified by size.
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( ; i .Table 13 is a summary of the banks that provide management with |
comparative statements of condition and income. These are the two
basic accounting statements of a bank and are used to inform manage-

ment on the results of operations and the financial condition of the

bank.
Table 13
Banks Providing Comparative Statements
To Management
Type of ‘ . Footings of Responding Banks
Report (In millions of dollars)
Under 10- 25- 50- 100- 500 and Total
10 24 49 99 499 over '
1. Comparative 65 51 16 8 12 6 158
statement of ‘
condition
2. -Comparative 63 53 17 8 13 6 160
income state-
ment
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.

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



o 42
( - Table 14

Banks Reporting Loan Data to Management

Type of . TFootings of Responding Banks
Report (In millions of dollars)

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

1. Past Due Loans 62 54 19 8 12 6 161
of material a-
mount withccods=: .-
degtion status

2. New loans and ‘ 59 52 17 8 11 6 155
commitments of
material amount

3. Significant 21 23 9 7 9 4 73
loan payoifs : '

Total Returns 70 55 19 8 13 6 171

Investments in U. S. Government, Municipal and Other Bonds repre-

sent the second largest group of assets in the statement 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 banks.

Comparative statements were dealt with in two questions on the di-

rectors' reports questionnaire. Table 16 lists the number of banks that

provide directors with comparative statements of condition and income.
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Table 15

Banks Reporting Bond Data aﬁd Other General Dzta To

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

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

1. New and closed 24 34 14 8 12 5 97
deposit accounts
with reasons for
closing

2. Departmental and 4 8 7 3 9 4 35
branch account
information

. 3. Bonds by maturity, 43 37 10 7 13 6 116
concentration and

yield

4. Bond purchases 61 49 16 8 13 6 153
and sales :
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 Millions of Dollars)

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

1. Comparative state- 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 18 8 13 6 171
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( ‘ ~ Table 17 is a summary of the responding banks that report loan data

to directors. The loan data includes past due loans, new loans and

commitments and significant loan payoffs.

‘Table 17

Banks Reporting Loan Data to Directors

Type of Footings of Responding Banks
Report N (In millions of dollars) ,.
Under 10- 25- 50- “100- 500 and Total
10 24 49 99 499 over

1. Past due loans of 61 48 16 6 10 6 149
material amount
with collection
status.

2. New loans and 63 52 19 8 13 6 161
commitments of
material amount

3. Significant loan 20 16 8 4 6 2 56
payoifs

Total Returns 70 55 19 8 13 6 171

Bond data is reported to the directors of the responding banks as
illustrated in Table 18. Bonds represent the second largest class of
earning assets in a bank and therefore demand considerable importance

in a reporting system.
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( ‘ . Table 18
Banks Reporting Bond Data to Directors

Type of " Footings of Responding Banks
Report (In millions 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
mariet and y#sld ' '

2. Bond purchases 64 51 19 8 13 5 160
and sales
Total Returns 70 55 19 8 13 6 171

G'gneral reports inform the directors on areas of general importance

in the bank. . Table 19 summarizes the banks that report general data to

{ the directors.
_ Table 19
Banks Reporting General Data to Directors

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

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

1. Analysis of undi- 51 36 16 6 13 6 128
vided profits
account

2. Tellers'differences 37 36 12 7 6 5 103
reports :

3. Loans to officers 62 47 15 8 12 5 A 149
and directors ’

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

- Total Returns 70 55 19 8 13 6 171
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{“‘f Operating highlights of the year were dealt with in four questions
on the directors' reports questionnaire. Table 20 is a summary of the
responding banks that report the operatirig highlights of the year to the

directors. :
| Table 20
Banks Reporting Operating Highlights of the Year to Directors

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

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

1. Net income in 65 53 17 8 13 6 163
total

‘ 2. Net income and 50 44 16 8 12 6 136
( ' dividends per
share

3. Gross loans and 21 27 10 7 9 6 80
investment yields
by type

4. Total deposits, 65 550 18 8 13 6 160
capital and
assets

Total Returns 70 55 19 8 13 6 171

The returned questionnaires have been examined for bias and found
to be representative of the patent population. The data has been tabu-

lated and presented above. In the 'néxt chapter these findings will be

analyzed in detail.
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Chapter IV
ANALYSIS OF DATA

In this chapter the findings will be analyzed and used to support or
reject the following hypotheses:

1. Federal Reserve Member Banks in the State of Michigan
which use the management and directors reports listed have
higher earnings as a percent of total assets than banks which
do not use the reports. The greater the number of reports they
use, the higher are the earnings of the bank.

2. Federal Reserve Member Banks in the State of Michigan
with the larger total footings use more of the management and
directors reports than the smaller banks. The larger the foot-

{ ings the more reports they use.

The questionnaire returns were processed on an I.B.M. 1620 com~
puter at the Computer Center at Western Michigan University, Kalamazoo,
Michigan. Cross tabulations and correlation coefficients were deter-
mined. Of particular interest was the correlation between the number
of internal reports used by the bank and the earnings and footings of the
bank. Also of interest was the correlationbetween the use of any speci-
fic report by the bank and the earnings of footings of the bank. An attempt
was made to isolate any reports which occurred consistently in those

banks with high earnings or large footings.

Earnings of Bank in Relation to Report Usage

The reporting systems of all banks reporting earnings were compared.

{" " 47
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{' The cbrrelations between the number of reports used by the bank and the
earnings of the bank were computéd. Figure I illustrates graphically the
relationship between the number of reports used by the responding banks
and the bank's earnings. The raw data from which this figure was drawn
appears in Appendix C. The coefficient of correlation between the num-
ber of reports used by the responding banks-and the earnings of the re-
sponding banks was -.12 which is significant at the 98% confidence level
using a "t" test. This negative correlation, although small, implies that
the higher are the earnings of the bank, the fewer reports are used by the
bank. Hypotheses 1 was, therefore, rejected. The use of a larger number
of reports in a bank does not increase the earnings of the bank. |

There are at least three possible explanations for the negative re-

( ' lationship between report usage and earnings. The first reason is thatit
is very costly to have a comprehensive reporting system in operationin a
bank. The data to be reported must be accumulated ;throughout the period
and assembled into a meaningful report at the end of the period. In this
era of high labor costs for banks the salaries and wages of the personnel
maintaining the reporting system probably affect the net earnings of the
bank. In 1965, Michigan Member Banks paid 21.6% of total operating
revenue in salaries and wages plus an additional 2.3% in fringe benefits
or a total of 23.9% of operating revenue for "people"” costs. 1 To this

figure should be added an appropriate portion of computer costs for those

banks using computers to generate reports. It may be that energies are -

expended on increasing the reporting system to the marginal point of no

lrederal Reserve Bank of Chicago, 1965 Operating Ratios of Sevanth
_( - District Member Banks.
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,i\v’g " retturn. ”

A second possible reason for the negative relationship is that larger
banks may require more reports for coordination and larger banks are
neither more nor less profitable per se than smaller banks. This point
will be examined later.

Athird suggested reason for the negative relationship is that banks
with low earnings.may have established extensive reporting systems in

. , 1
an attempt to discover the reason for and to overcome the low earnings.

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

ent purposes. Profit center reporting is used to obtainreports ondepart-

mental and branch earnings. Responsibility accounting provides manage-

mentwith statements designed to control costs by relating expenditures

{ to the individuals in the organization responsible for their control. 2

Other types of reports are used by management to evaluate operating
efficiency. Reports as submitted to the managers and directors of a

bank are control information sources or indicators of areas for further

study ordetailedreview. They maythenbe effective in coordinating ac-

tivities or controlling costs and thus increasing earnings.

A cross tabulation of report usage established that a pattern existed

between specific reports and banks with high earnings. This pattern will

be examined later.

~

lrhe inference is that either the use of reports does not increase the
earnings ratio or that the banks discontinue some of these reports after
reaching more satisfactory earnings levels.
2
John A. Higgins, "Responsibilityﬂécounting, " The Arthur Andersen
Chronicle, Vol. XII (April, 1952), p. 1.
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{ ‘ : Table 21 is a summary of the raw data on management and director

repbrt usage for responding banks classified by earnings.

Table 21
Management and Direét_or Report Usage

Type of Earnings of Responding Banks
Report " (% of total assets)

0- .50- - 1.00- 1.50-. 2.00- Total
.49 .99 1.49 1.99  2.49

Management Reports:

1. Comparative state- 3 29 48 18 2 ‘100
ment of condition

2. Comparative income 3 30 53 - 18 2 105
statement
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
material amount

5. 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 cf
Report

.49

.50-
.99

_Earnings of Responding Banks
(% of total assets)

1.00
1.49

1.50
1.99

2.00- Total
2.49

9.

Departmental and 2
branch accounting
information

Bonds by maturity, 2
concentration and
vield

Bond purchases and 3
sales

Directors’ Reports:

{ 1.

™o
.

Comparative 2
statement of
condition

Comparative 3
income
statement

Past due loans 1
of material

amount with

collection status '

New loans and - 2
commitments of
material amount

Significant 3
loan pay-
offs

23

29

30

25

29

30

14

14

41

48

50

46

50

49

14

10

18

13

17

17

15

0 27

2 100

M
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( : ' Table 21 - continued
Type of Earnings of Responding Banks
Report (% of total assets)
' 0- .50- 1.00- 1.50 2.00- Total

.49 .99 1.48 1,99 2.49

6. Bonds by maturity, 2 27 40 10 0 79
market and _
yvield - .
7. Bond purchases 1 31 53 15 1 102
and sales

8. Analysis of 3 24 38 14 2 81
undivided pro- ‘
- fits account

9. Tellers' 2 21 31 12 1 266
differences
reports

. 10. Loans to 2 31 49 15 2 99
officers and
directors

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

12. Net income 2 23 51 18 2 96
in total '

13. Net income ' 3 28 45 13 2 91
and dividends
per share

14. Gross loans and 1 18 28 9 0 56
investment — .
yvields by
type
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Table 21 - continued

Type of Eaﬁiin’gs-of Résponding Banks
Report (% of total asxsets)
0~ .50 1.00- 1.50- 2.00- Total
.49 .99 1.49 1.99 2.49
15. Total deposits, 3 31 53 18 2 109
capital
and assets
Total Returns 3 31 53 18 2 109
iR " Table 22 shows the data immediately above in the form of per cent

density function by earnings. These tables will be discussed in detail

below. o
(_. Table 22
Report Usage: Per cent Density
Type of Earnings of Responding Banks
Report (% of total assets)
0- .50- 1.00- 1.50~ 2.00-
49 .99 1.49 1.99 2.49
Management Reports:
1. Comparative state- 1.00 .94 .91 1.00 1.00
ment of
condition
2. Comparative ’ 1.00 .97 1.00 1.00 1.00

-income
. statement
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Type of
Report

Table 22 - continued

Earnings of Responding Banks

0-
.49

.50-
.99

(% of total assets)

1.00-
1.49

¥.50-  2.00-
1.99 2.49

Past due loans
of material
amount with
collection
status

New loans
and commit-
ments of

material
amount

Significant
loan pay-

. offs

New and
closed deposit
accounts

with reasons
for closing

Departmental
and branch
accounting
information

Bonds by ma-
turity, con-
centration
and yield

Bond purchases
and sales

1.00

1.00

1.00

1.00

.67

.67

1.00

1.00

.97

.58

.74

.26

.74

94

.94

.75

.36

.62

.26

77

-91

1.

1.

00  1.00

.83 1.00

.56 1.00

00 .50

.56 .50

.00 1.00
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Table-22 - @nﬁnued

Type of Earnings of Responding Banks,
Report {% of total assets) ,
0- .50~ 1.00- 1.50- 2.00~-
.49 199 1.49 1.99 2.49

Directbrs‘ Reports:

1. Comparative state- .67 .97 .94 .72 .50
ment of condition

2. Comparative income 1.00 .81 .87 .94 1.00
statement

3. Past due loans of .33 .94 .94 .94 .50
material amount
with collection
status

4. New loans and .67 .97 .92 .83 1.00
ccmmitments of
material amount |

5. Significant 1.00 .45 .26 .44 .50
loan payoffs

6. Bonds by maturity, .67 .87 .75 .56 0
market and yield

7. Bond purchases .33 1.00 1.00 .89 .50
and sales

8. Analysis of 1.00 .77 72 .78 1.00
undivided
profits account

9. Tellers' sB7 .68 .58 .67 .50
differences
reports

10. Loans to officers .67 1.00 .92 .83 1.00

and directors
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Table 22 - continued

Type of Earpings of Responding Banks
Report (% of total assets)
0- .50- 1.00- 1.50- 2.00-
.49 .99 1.49 1.99 2.49
171. Auditor's 1.00 71 .60 .56 .50
report
IZ. Net income .67 .74 .96 1.00  1.00
in total
13. Net income 1,00 .90 .85 .72 1.00
and dividends
per share
14, Gross loans .33 .58 .53 .50 1.00
and investment
yields by type
{ 15. Total deposits 1.00 1.00 1.00 1.00 1.00

capital and

assets

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

is related tothe earnings of the bank. Only one management report was

related to earnings; namely, departmental and branch accounting infor-

mation. On the other hand sixdirectors’ reports were related to earnings.

These were specifically:

1,

2.

New loans and commitments of material amount.

Bonds by maturity, market and yield.

Loans to officers and directors.
Auditor's report.

Net income in total,
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{j 6. Net income and dividends per sharé.

Departmental and branch accounting information was reported more
frequently in low earnings banks. This seems to support the explanation
given above covering the use of reports designed to discover the reason
for and to overcome low earnings.

New loans and commitments of material amount; bonds by maturity,

market and yield; loans to officers and directors; audifor's report; and
net incéme and dividends per share were all reported more frequentlg in
low earnings banks. The use of these reports by low earnings banks
seems to support the first explanation above, that reports cost money |
and that it is very costly to have an internal reporting system.
Net income in total is reported more frequently in high earnings
( banks. This is understandable because banks with high earnings would
certainly report them to the directors.
Footings of Bank in Relation to Report Usage
The reporting systems of all responding banks were compared and
the correlation coefficient computed between 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 used. The coefificient of corre-
lation between the number of reports used by the responding banks and
the footings of the responding banks was .20, significant at the ‘.99%
confidence level. This positive correlation, although small, implies
that the larger the bank, the more reports are used by the bank. Hy-

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

(~ management and directors' reports than smaller size banks.
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. B Table 23
. Number of Reports Used by Bank in Relation
to Footings of Bank

Number of Footings of Résponding Banks
Reports Used " (In Millions of Dollars)
Under 10- 25- 50- 100- 500 and
10 24 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 at least two possible explanations for this positive

(- correlation between size of bank and report usage. The first reason
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s as suggested above is that larger size banks need more extensive com-
munications between specific departments and management than do
smaller size banks. Larger size banks are more departmentalized than
smaller size banks and operations are more segmented. Managers in a
smaller size bank can communicate directly with all of the persomaél in
the organization. This is difficult or impossible 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 possible reason for the positive correlation between size
of bank and report usage is that larger size banks have the technical

equipment to maintain the records and produce the detailed reports of

{ ‘ an operating nature. Computers in larger size banks can produce certain
reports dmost instanteously, whereas personnel in a smaller size bank
would have to spend considerable time to produce the same report. Be-
cause of this, many smaller size banks have eliminated detailed reports

from their reporting systems and include only those which are the most
essential and economical to prepare.
A cross tabulation of report usage established that certain reports

are used in all size banks to report to management and the directors,

whereas certain other reports are used only by larger size banks. This

point will be examined later. Table 25 is a summary of the raw data of

management and director report usage for responding banks classified

by footings.
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Table 24

Management and Director Report Usage

Type of
Report
Under
10

Fodtings of Responding Banks
(In Millions of Dollars)

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

Total

- Management Reports:

1. Comparative 65
statement of
condition

[N\
.

Comparative - 63
income state-
ment

3. Past due loans 62
of material a-
. mount with col-~
(o lection status

4, New loans and 59
commitments of
material amount

5. Significant loan 21
payoffs

6. New and closed 24
' deposit accounts
with reasons for
closing

7. Departmental 4
and branch
accounting infor-
mation

8. Bonds by maturity, 43
concentration
and yield

51 16 8 12 6 " 158

53 - 17 8 13 6 160

54 i9 8 12 6 161

52 17 8 11 6 155

23 9 7 - 9 4 73

34 14 8 12 5 97

37 10 7 13 6 116
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( Table 24 - continued °
Type of - | ,Foétings of Reéponding Banks
Report . (In Millions of Dollars)

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

9. Bond pur- 61 49 16 8 13 6 153
chases and '
sales

Directors Reports:

1. Comparative 65 53 19 8 13 6 164
statement of
condition

2. Comparative 52 44 15 8 13 6 136
income state- :
ment

{ 3. Past due loans 61 48 16 i6 10 6 149
of material
amount with
collection
status _— .

4. New loans 63 52 19 8. 13 6 161
and commit-
ments of
material a-
mount

5. Significant 20 16 8 4 6 — - 2 56
loan payoifs

6. Bonds by ma- 36 30 14 6 11 6 103
turity, market
and yield

7. Bond purchases 64 51 19 8 13 5 160
and sales
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Table 24 - continued

T?'pe of ?P:ooting»s of Responding Banks
Report (In Millions of Dollars)
Under 16- 25- ‘50- 100- 500 and Total
10 24 49 99 499 over
8. Analysis of 51 36 16 6 13 6 128
undivided
profits Account
9. Tellers' differ- 37 36 12 7 6 5 103
ences reports
10. Loans to 62 47 15 8 12 5 149
officers and
directors
11. Auditor's 32 36 14 _ 8 13 6 171
report
( 12. Net income 65 53 17 8 13 - 6 163
in total
13. Net income 50 44 16 8 12 6 136
and dividends
per share
14. Gross loans 21 27 10 7 9 6 80
- and invest-
ment yields
by type
15. Totaldeposits, 65 50 18 8 13 6 160
capital and
assets
Total Returns 70 55 19 8 13 6 171

Table 25 shows the data immediately above in the form of a percent

density function by footings. These tables will be discussed in de;ail

( ‘ below.
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{ T | Table 25
Report Usage: Per Cent Density

Typé of ' Fooptings of Responding Banks

Report (In Millions of Dollars)

Under 10- 25- §0- 100- 3500 and
10 24 49 99 499 ~ over

Management Reports:

1. Comparative .93 .93 .84 1.00 .92 1.00
statement of :
‘condition

2. Qomparative .90 .96 .89 1.00 1.00 1.00
income ’
statement

3. Past due loans .89 .98 1.00 1.00 .92 1.00
; of material a-
( mount with
collection
status

4. New loans .84 .95 .89 1.00 .85 1.00
and commit-
ments of ma-
terial amount

5. Significant .30 .42 .47 .88 .69 .67
loan payoffs

6. New and .34 .62 .74 1.00 .92 .83
closed de-
posit accounts

with reasons
for closing

7. Departmental .06 .15 .37 .38 .69 .67
and branch
accounting
information
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"Table 25 - _continued

Type of | Fobtings of Responding Banks
Report (In Millions of Dollars)
Under 10- 25- 50- 100- 500 and
10 24 49 99 499 over

8. Bonds by ma- ~ .61 .85 .53 .88 1.00 1.00

turity, con-

centrationand

yield

9. Bondpurchases .87 .89 .84 1.00 1.00 1.00
and sales

Directors Reports:

1. Comparative .93 .96 1.00 1.00. 1.00 1.00
statement of
condition

{ 2. Comparative .74 .80 .79
income state-
ment

fad

.00 1.00 1.00

3. Past due loans .87 .87 .84 .75 77 1.00
of material a--
mount with
collection
status

4., New loans .90 .94 1.00 1.00 1.00 1.00
and commit-
ments of ma-
terial amount

5. Significant :» . .29 .29 .;342 . .42 .46 .33
loan payoffs

6. Bonds by ma- .51 .55 = .74 .75 .85 1.00
turity, market
and vield

7. Bond purchases .91 .93 1.00 1.00 1.00 .83
and sales

Y
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Table 25 - continued

Type of Footings of Re ssponding Banks
Report (In Milllons of Dollars)
Under 10~ 25- 50~ 100- 500 and
10 24 49 93 499 over
8. Analysis of .73 .65 .84 75 1.00 1.00
undivided
profits
account A
9. Tellers' 53 .65 .63 .8 .46 .83
differences
reports .
10. Loans to .70 .85 .79 1.0Q .92 .83
officers and
directors
{ 11. Auditor's .46 .65 .74 1.0Q 1.00 1.00
: report
12. Net income .93 .96 .89 1.0 1.00 1.00
in total
13. Net income .71 .80 .84 1.00 1.00 1.00
and dividends
per share
14, Gross loans .30 .49 .53 .88 . 69 1.00
and invest-
ment vields
by type
15. Total@eposits, .93 .51 .84 1.0Q 1.00 1.00

capital and
assets

Tables 24 and 25 reveal that certain reyports are used in all banks

for management and director reporting, whewxeas certain other reports
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(, are used only by larger size banks. Reports used by almost all of the o
banks regardless of size include the following:
Management Reports:
1. Comparative statement of condition.
2. Comparative income statement.
3. Past due loans of material amount with
collection status.
4. New loans and commitments of material amount.
5. Bonds by maturity, concentration and yield.
6. Bond purchases and sales.
Directors' Reports:
{ 1. Comparative statement of condition.
2. Comparative. income statement.
3. Past due loans of matérial amount with collection
status.
4. New loans and commitments of material amount.
5. Bond purchases and sales.
6. Analysis of undivided profits account.
7. Net income in total.
8. Total deposits, capital and assets.
Reports used more often by larger size banks include the following:
Management Reports:

I 1. Significant loan payoffs.
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2. New and closed deposit ascounts with reasons

for closing.

3. Departmental and branch accounting infprmation.
Directors'Reports:

1. Significant loan payoifs.

2. Bonds by maturity, market and yield.

3. Tellers' differences reports.

4. Loans to officers and directors.

5. Auditor's report.

6. Net income and dividends per share.

7. Gross loans and investment yields by type.

The reports used by larger size banks are used to coordinate and
control the operations of the bank, whereas, the reports used by all
banks are general reports used in the daily operations of the bank.
Significant loan payoffs; new and closed deposit accounts with
reasons for closing; tellers! difference reports; loans to officers
and directors; auditor's report; and net income and dividends per
share seem to supporf the first explanation above concerning the use
of certain reports by large banks because of the need of extensive
communications in large banks. The mere fact that a bank is large
and departmentalized is reason enough for the use of certain of the

reports.
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i— | Departmental and brgnch accounting information; bonds by méturi—
ty, concentration and yield; and gross loans and investment yields by
type used in large baq ks seem to support the second explanation a-
bove concerning the use of techﬁical equipment by large banks. Com-
puters and similar equipment produce such repo;ts very Guickly,
whereas manual production would require a considerable amount of

time.
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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

empirically tested ideal reporting system.

The first phase was 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 that, although they
have different responsibilities, the managers and directors of a bank re-
ceive many of the same reports. Reports were analyzed and classified
into two types, operating reports and financial repor;s . 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-
mercial banks was selected. 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 planned. 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 lists of reports were given for the managers and
directors.

The third phase of the study was a test of the ideal reporting

70
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L’v systems fit as it applied to current banking practice . A questionnaire
was sent to all banks in Michigan who were m.¢mbers of the Federal
Reserve System. Questionnaires were receive.d from 81% of the 211
sent out, representing 57.8% of all of the banks in the State. Tests
were made indicating that the returns were repsesentative of the survey
population.

The fourth and final phase of the study waas the cross tabulation
and determination of the correlation between the 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 resports used by the bank
and to the use of specific reports.

The coefficient of correlation between thee« number of reports used

! -

bv the responding banks and the earnings of tIme responding banks was
-.12. This negative correlation seems to indiicate that the higher the
earnings of the bank are, the fewer reports are used by the bank. A
cross tabulation of report usage established tkiat certain reports were
used more frequently within banks which reported either high or low
earnings. There was a pattern between report:usage and earnings.
The coefficient of correlation between thes number of reports used
by the responding banks and the footings of tlme repponding banks was
.20. This positive correlation seems to indic:ate that the larger the

bank, the more reports tend to be used by the bank. It may be that

( - larger banks include the heavier computer usexsand that once a computer
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facility is established by a bank, there is an incentive to use it to
generate repbrts not otherwise produced. A cross tabulation of re-
port usage established that certain reports were by banks of all
sizes, whereas certain other reports were used more often by larger
banks.
The two major hypotheses that were tested in this study are as
follows: |
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 size of the bank.
The first hypotheses was rejected while the second was sup-

ported.

The next "logical step would be to examine earnings as a function

of size. Data on this question may be found in Appendix D.

The coefficient of correlation between the earnings and footings
of the respondinﬁ banks was -.05. This small correlation is not
significant. The earnings of the responding banks are not related to
the size of the responding banks. Earnings as & per cent of total
assets are substantially the same for smaller and larger size banks.
Although larger size banks have increased efficiencies from the use

of computers, these efficiencies are offset by increased operating

costs.
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Implications

One of the major arguments frequently given for the increased use
of internal reports is profitability. This study failed to lend any empiri-
cal support for this argument. Furthermore, while the larger banks tend
to use more reports, these larger banks seem not to shoﬁ economies of
scale, but instead, do not differ significantly from their smaller bretheen
on the crite?ri_on Return on Assets.

It is possible that banks generate reports that are not used or that
are not useful. Larger banks probably are moré likely to own computer
facilities. Once computer access becomes a fixed charge, an incentive
would seem to exist for the generation of reports with insufficient regard

{ for their ability, but with high regard for their aid in justifying the com-
puter purchase.

Bankers may not be particularly sensitive to the fact that larger
banks are not moré profitable to smaller banks. One would expect the
argument to go: the larger bank can offer a broader array of services to
the banking customers, and service is a banks' primary business. It
would seem however, that banklstockholders would be directly interested
in the profitability of their banks. Furthermore, those in professional
banking associations or in governmental bodies charged with responsi-
bility for financial stability would be concerned about the stréngth or

weakness of United States' banks, one indicator of which might be

.- profitability.

.

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



74
L One could further hypothesize that bank directors and managers

are sensitive to the status and prestige that comes from being associated
with a larger bank. Any increased contributions to profit by the larger
bank seems to be offset by increased costs, perhaps as a function of
increased branch operations. Other increased costs might include those
eicpended on report preparation as more reports are needed by larger banks

for internal communication, coordination, and control. .

Recommendations for Further Study

As a resuii of exploring the area of bank reporting systems and
considering the implications above, several possible studies seem
worthwhile. Of primary need is the marginal costs and values for indi-

i vidual reports. While this information would pethaps be most useful to _
a bank manager, it might easily be the most difficult to obtain. It would
seem that multivariate analysis could offer an approach but the interaction
effects of report combinations greatly compounds the problems.

A second study might enquire into the relationship between reports
generated at 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 result might be a guide to making policy
in the area of report instigation.

A third study could examine the profitability of branches. Spécifi—
cally, the question of whether or not branches.lead to more ;p_i_:_a_l (not

{, g branch) banking profits. Branches seem often to be a function of compe-
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{.- tition. Perhaps the more profitable bank is the one with fewer, not mofe
branches, bréadth of services being held constant.

Finally, a fourth study might focus on the motivations and satis-
factions of bank managers to answer the question: Is it more important
to a) bank customers, and b) bank directors and managers, to be associ-
ated with a larger or a more profitable (economically efficient) bank ?
Such a study could illuminate areas of bank organizational behavior that

are presently subject to frequent speculation and rarely knowledge.
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APPENDIX A-1

- WESTERN MICHIGAN UNIVERSITY 80

SCHOOL OF BUSINESS
DEPARTMENT OF MANAGEMENT

S

KALAMAZOO, MICHIGAN
49001

Attention: Cashier
Deér Sir:

The Banking Research Division of the Management Department of

the School of Business at Western Michigan University is con-

ducting a survey of management reporting systems in Federal

Reserve member banks in Michigan. The purpose of this survey

is to determine whether there is a relationship between the
<*} completeness of bank management reporting and the earnings of
i a bank. Both management reports and directors' reports will
be analyzed in the survey.

Enclosed are two questionnaires which I hope you will have the
time and patience to complete for me. All information from
returned questionnaires will be anonymous and held in strictest
confidence by the writer. The results of the survey will be
made available to all who complete the questionnaires and re-
turn them to me. FPlease sign and return the attached form if
you would like a summary of the survey results mailed to you.

A postage paid self-addressed envelope is enclosed for your
convenience in returning completed Questionnaires. A prompt
" return of questionnaires will aid in the analysis of the survey.

Thankf?ou for your cooperation in making'this survey more
meaningful and complete.

Very truly yours,

et - Dr. Nazir A. Ansari
' Assistant Professor
Department of Management

Encliosures 4
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APPENDIX A-2

’i' & WESTERN MICHIGAN UNIVERSITY

3
SCHOOL OF BUSINESS ) KALAMAZOO, MICHIGAN
DEPARTMENT OF MANAGEMENTY - . 49001

Attentioh: Cashier
Dear Sir:

The questionnaires recently sent to you on bank
management reporting have not as yet been returned.
Have you forgotten to complete and return them or have
they been mislaid? I would like to have your bank
included in the survey.

Enclosed are two more questionnaires which I“ hope you
will have the time and patience to complete for me.

The results of the survey will be made available to

all who complete and return the questionnaires. Please
sign and return the attached form if you would like a
summary of the survey results mailed to you.

Thank you for your cooperatlon in maklng this survey
more meaningful and complete.

Very truly yours,

Dr. Nazir A. Ansari
Assistant Professor -
Department of Management

Enclosures 4
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APPENDIX B-1

SURVEY OF REPORTING SYSTEMS 82
MANAGEMENT REPORTS
What method Qf_accountihg ié used in your bénk?
Cash
Accrual |
Part Cash - Part Accrual

What are the footings of your bank? (Millions of Dollars)

Under 10 | 50-99
10-24 _ ' 100-499
25-49 ' ’ 500 and over

Which of the following comparative statements are furnished your
management? (All compared with previous year or years)

Comparative statement of condition
Comparative income statemeﬁt
Whidh of the following loan statistics are furnished your management?
Pgst due loans of material amount with collection status
New loans and commitments of material amount
Significant loan payoffé
Which of the following general reports are furnished your management?
| New and closed déposit.accounts with reasons for closing

Departmental and branch accounting lnformatlon with budget
comparisons if budgets are used in your bank

Bonds bylmaturlty, concentration and yield
" Bond pur;hases and sales
What is the distribution of your management reports?
Pre51dent - o ‘Dept. Heads (Not Officers
All Other Officers ' Supervisors (Not Officers:
Branch ManagerS'(Not‘Officets), |
Pef cent 1964 net current earnings before income-:taxes to .

total assets. (As reported for your bank in thé Federal Reserve
publication "1964 Operating Ratios of Seventh .District Member Banks."
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APPENDIX B-2

SURVEY OF RZPORTING SYSTEMS 83

ji ‘ : '
U DIRECTORS' REPORTS

l. Do you furnish your Directors with periodic reports?
Yes
No
I1f your answer above is yes, please complete the questionnaire.

If your answer above is no, nothing more is required on this
guestionnaire.

2. Which of the following comparative statements are furnished your
Directors? (All compared with previous year or years)

Comparative statement of condition

Comparative income statement plus a budget comparison
if budgets are used in your bank ‘

3. Which of the following loan statistics are furnished your Directors?
Past due loans of material amount with collection status
(Wf New loans and commitmenﬁs of material amount
Significant loan payoffs
4. Which of the following bond stétistics are furnished your Directors?
Bonds by maturity, market and yield
Bond purchases and sales
5. Which of the following general reports ére furnished your Directors?
| Analysis of undivided profits account
Telle;s' differences reports
Loans to Office#s and Directors
Aﬁditor’s report

6. Which of the following highlights of the year are furnished your
-Directors? (All compared with previous years)

Net income in total
(jl f:fNet incoﬁe and dividends per share
Gross loans and investment yields by type

Total deposits, capital and assets
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Appendix C
Number of Reports Used by Bank in Relation

to Earnings of Bank

Number of
Reports Used

Earnings of Responding Banks
(% of Total Assets)

19
18
21
22
21

9
23
20
17
15
18
23

0 19
17
24
21
23
18
20
14
20
16
19
16
16
21
13
18
16
24
16
24
15
22

.30
.39
.49
.50
.60
.64
.64
.67
.67
.67
.70
.72
.73
.78
.78
.82
.84
.84
.84
.85
.85
.85
.85
.90
.91
.91
.92
.92
.93
.93
.95
.95
.97
Z98
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1 Appendix C - continued

Number of . EBarnings of Responding Banks
Reports Used (%.- 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 1.13
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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{— A Appendix C - Continued

Number of Earnings of Responding Banks
Reports Used ‘ (% of Total Assets)
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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L Appendix D

‘Earnings of Responding Banks in Relation to Footings

Earnings of Responding o Footings of Responding Banks
Banks (% of Total Assets) (In Millions of Dollars)

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

.30 1
.39 1
.49 1

.50 1
.60 1

.64 -
.67 1 2

.70 1

.72 1
.73
.78
.79 1
.82
.84
.85
.90
.91 1 : 1
.92
.93
.95 1 1

.97 1

.98 1

.99 1 1
.00 1 1

.02 1 2

.04 1

.05 1

.06 1
.08 1
.09
.10
.11 1
.13
.14
.15
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Appendix D - Continued

Earnings of Responding o Footings of Responding Banks
Banks (% of Total Assets) (th Millions of Dollars) v
Under 10- 25- 50- 100- 500and Total
10 24 49 99 439 over

1

1.16
1.17
1.18
1.19
1.22
1.23
1.24
1.25 1
1.26 1
1.27 1 1
1.31 1
1.33 1 1
0 1.36 1
1.38
i 1.40
" 1.41 2
1.42
1.43
1.50 ' 1
1.51 1
1.52 1
1.53 1
1.57 1
1.59 1
1.60 2 1
1
1

b DO b
H
—

'.—l
Il el

=

1.62
1.64
1.65 1
1.75 1

1.77 1
1.78 1
1.80 1

1.85 1
2.00 1
2.35 1

l»—al—al—-l—lr—-»—-H)—-HNwHHHr—'Hn—-NwwwHHNHNHHNNN-&-!—'D—'N

- Total Returns 41 34 13 6§ 10 5 109
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