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ABSTRACT 

The purpose of this study is to establish an optimum 

theoretical accounting information system for a branch bank, 

and to establish the extent to which a branch bank, in fact, 

has evolved such a system. 

Commercial banks have been slow in adopting informa

tion systems utilized by manufacturing firms for the genera

tion of data on which to base sound management decisions. 

This study is based upon the contention that the concepts 

and techniques proven successful in manufacturing industries 

can be of significant benefit in managing branch banks. The 

importance of this study is derived from the need for rele

vant accounting information required by the management of 

branch banks to help in its decision making processes. 

The study is exposited in three parts. Part One 

reviews the evolution of managerial accounting and of unit, 

group, and chain banking. Its purpose is to establish a 

background for the study through a review of the literature. 

This background purports to provide better understanding of 

the evolution of managerial accounting, and to pinpoint 

where this segment of accounting stands today. It also de

velops a better understanding of branch banking through a 

brief discussion of unit, group, and chain forms of banking. 

xiii 
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Each of these forms is defined, briefly traced in history, 

and discussed in view of its organizational weaknesses and 

strengths, 

Part Two establishes a theoretical information sys

tems model for a branch bank, and formulates selected mana

gerial accounting concepts and techniques appropriate for 

generating relevant information for decision making. The 

model assumes that branch banks work to achieve a universal 

objective of long-run success. This objective is accom

plished via the key result areas of reasonable profit, 

growth, customers' satisfaction, staff development, and 

community service. The key result areas, in turn, are in

fluenced by the branch location, number and quality of the 

staff, accounts' characteristics, and organizational aspects. 

The technique of functional profitability programs that takes 

a contribution margin approach is emphasized to provide 

reliable information to top management in its strategic 

planning. Goal congruence and responsibility accounting 

are two managerial accounting tools that can aid in the 

management control process. The techniques of cost be

havior analysis, functional profitability program for the 

branch, and break-even analysis, are appropriate for gen

erating the information needed by.the branch managers in 

their management control processes. This study goes one 

step further and discusses the information required by 



the supervisory management in its operation control proc

esses. 

The result of the field research, presented in Part 

Three, offers insight as to the utility of managerial ac

counting in an actual branch bank management situation. 

The conclusions related to this bank's experience with 

managerial accounting can not be regarded as representative 

of the total industry. The utilization of several managerial 

accounting concepts and techniques in the bank studied is 

only a few months old, so while in one sense this indicates 

a lagging behind, it also speaks strongly for the positive 

steps being taken to improve this situation. 

However, this study has the following findings: 

1. Managerial accounting concepts and techniques 

can be utilized to better manage branch banks. 

2. The long-term success objective of the branch 

bank can be served by a managerial accounting system which 

is oriented towards reasonable profits and customer satis

faction goals, 

3. (A) "Functional accounting," (B) "goal con

gruence," and (C) "responsibility accounting" are used in 

managing a major Arizona branch banking operation. 



CHAPTER 1 

INTRODUCTION 

This study concerns itself with the extent to which 

branch bank management utilizes appropriate selected mana

gerial accounting concepts and techniques. These concepts 

and techniques will be used to generate different types of 

information that are needed by various management groups. 

The techniques utilized will differ or will be used in 

varied form depending upon the type or types of informa

tion required by these groups. 

In an age where reliable information is becoming 

the cornerstone for long-run successful efforts or, in a 

more defined term, toward realizing reasonable profit, 

accounting is playing an important role as the major 

quantitative information system in most profit oriented 

organizations. The purposes of accounting today are ex

tended to communicate information to interested parties 

about past, present, and future economic events. More 

specifically, accounting is generally assumed to provide 

information for the following purposes: 

1, Internal reporting to management to help in its 

day-to-day operations. In other words, it is to provide 

1 



management with internal reports necessary in carrying out 

the two basic functions of planning and controlling of 

routine operations. And more recently, it started to pro

vide information for making nonroutine decisions and 

formulating short-and long-term plans and policies. 

2. External reporting to the many interested parties 

outside the firm. 

While financial accounting is predominately oc

cupied and concerned with the second purpose, managerial 

accounting is appropriately engaged with the first. This 

dissertation is devoted exclusively to a consideration of 

the first purpose; managerial accounting concepts can be 

utilized to help manage a service industry—namely that 

of banking. 

Managerial accounting extends its services to all 

levels of management within an organization. Walter B. 

McFarland describes its function to include "all aspects 

of the development, presentation and interpretation of 

financial accounting data for the information and guid

ance of management at all levels."^" It can lend itself 

*-° all levels of operations and to different kinds of 

1, Walter B, McFarland, "Research in Management 
Accounting by the National Association of Accountants," 
The Accounting Review (January, 1961), p. 21. 



businesses whether they are merchandising, manufacturing, 

or service-type enterprises. 

The banking industry today faces problems of rising 

costs and thus more pressure on profit margins. In addi

tion, competition for the depositors' dollar has become 

increasingly important. After deposits have been labo

riously obtained, the banker is confronted with the addi

tional problem of making wise investments and prudent 

loans with his available funds. In order to be considered 

successful, the banker has to recover his expenses and still 

show a fair return on his investment. Otherwise, his basic 

survival efforts are wasted and the total economy may be 

endangered. Thus, basically, there are two sides to 

today's banking problem; obtaining a suitable amount of 

funds economically and investing them effectively. Faced 

with competition, much uncertainty and ever present risks, 

modern banking management is being compelled to make an 

increasing number of decisions in the operation of its 

complex organization. 

Bank management has become aware of the need for 

reliable information that can be obtained through quanti

tative techniques. This kind of information is needed to 

deal with the sophisticated problems that are associated 

with branch bank management. The utilization of the most 

appropriate concepts of managerial accounting will assist 



top management in formulating good judgments concerning 

the success of branches in conducting their operations. 

Justification for the Utilization of 
Managerial Accounting in Branch Bank Management 

The managers of manufacturing enterprises have ex

tensively utilized managerial accounting techniques in 

their planning and control efforts. These accounting 

techniques and concepts have been extended to assist 

management of decentralized manufacturing firms, and their 

utilization in such divisionalized organizations has con

tributed to long-term survival and success. Branch banking 

is comparable in its organizational structure to division

alized manufacturing companies. As a consequence, mana

gerial accounting techniques proven successful in manu

facturing industries should also be of significant benefit 

in managing branch banks as this study will establish. 

Furthermore, branch banking is being attacked on the basis 

that it is susceptible to "mismanagement." The opponents 

of branch banking stress that managers of branches are 

usually strangers to the community and to prospective 

customers of the branch. On the other hand, the managers 

of unit banks are from the community and they are familiar 

with the problems of their community and thus would be of 

better service. Managerial accounting can aid management 

plan and control the operations of branches in such a 



manner that would promote community service and 

overcome "mismanagement." 

5 

ultimately 

Current Status of Managerial 
Accounting in Banking Operations 

Those who run manufacturing enterprises have 

realized the benefits of management accounting. Contrast 

this with the fact that banks are seriously behind manu

facturing companies in the effective utilization of ac

counting to help better plan and control their operations. 

One banker states: 

The basic cost and margin information so 
crucial to sound management has yet to be de
veloped by most-banks and the problem of 
pricing is still deplorably unresolved. In 
short, banks by and large, are still acting 
very much as if the fundamental management 
tools that are so vital to the success of 
our major industrial organizations were quite-
irrelevant to the problems of running a bank. 

Another banker further notes that to deal with the 

same issue: "... banking may be as much as 20 years 

behind the manufacturing companies in the effective utiliza

tion of accounting techniques to fulfill managements' need 

3 
for fxnancxal information." 

2. E. Everett Smith, "Bank Management," The Magazine 
of Bank Administration (March, 1968), p. 8, 

3, Richard A. Gallant, "Management Accounting for 
Banks," The Magazine of Bank Administration (April; 1970), 
p. 22. 
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Thus the utilization of management accounting has 

been largely limited to manufacturing industries. It can 

be extended to service industries or more particularly to 

the management of banks. 

To operate successfully a bank must have a high 
degree of control over internal operations. Un
profitable practices must be revealed in time to 
be avoided or corrected; desirable practices must 
be known so that they can be emphasized and en
couraged. Proper cost accounting can supply much 
of the knowledge required in both cases.4 

The importance of this study is derived from the 

need for relevant and reliable information that can help 

branch bank management in its planning and control efforts. 

Furthermore, the relevancy of it comes through the lack of 

studies in branch banking that takes such an orientation. 

A search of the literature revealed only one study pertinent 

5 
to this specific topic, written by Chei-Mm Paik. His 

study took an accounting approach to branch bank management, 

and centers around management's function of control at the 

branch level with little or no attention to its function 

of planning. All his work is devoted and restricted to a 

4. J, C. Gibson, "A Suggested Bank Cost Accounting 
Procedure," Wisconsin Commerce Reports (August, 1946), 
p. 1. 

5. Chei-Min Paik, "Use of Reports for Control of 
Branches; An Analysis of the Determinants of their Effec
tiveness with Particular Reference to Commercial Banks," 
Unpublished D.B.A. dissertation, Harvard University, 1963. 
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discussion about a general hypothesis . . that the per

formance area presented by the control reports is not the 

same, or congruent with, the total performance area."® 

This dissertation goes beyond that to deal with selected 

managerial accounting concepts and techniques that are 

currently utilized in decentralized manufacturing and 

merchandising companies and develops them in order to be 

used in a branch banking situation. The concepts and 

techniques utilized are selected in a way that they will 

produce different types of information for the various 

organizational levels. They are aimed to generate informa

tion needed by all management groups in their decision 

making processes. Thus, the scope and the orientation of 

this study differ from that of Paik since it deals with 

management's functions of planning and control at the 

various organizational levels. 

Accordingly, a study that deals with the utiliza

tion of management accounting in a bank management situation 

seems quite appropriate. 

Research Design 

The material in this study is being presented 

in three major parts. Each part contains chapters that 

6 f Ibid., p 9 2« 
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are intended to serve different purposes. More specifically, 

the dissertation is designed as follows: 

Part One of this dissertation examines various 

periodicals and other publications to place the problem in 

its historical perspective and establishes the background 

necessary to a study of branch banking. This is achieved 

through a discussion of the evolution of managerial ac

counting in Chapter 2 and the structural forms of commercial 

banks in Chapter 3. Chapter 2 establishes the current 

status of managerial accounting and how it can continue 

its evolution through basing its assumptions upon findings 

from the modern organizational theory with its behavioral 

orientation. The impact and the importance of this 

chapter will be noticed in the discussion of "goal con

gruence" and "responsibility accounting" concepts in 

Chapter 6. 

Chapter 3 develops a better understanding of branch 

banking through a discussion of unit, group, and chain 

forms of banking. Each of these forms is defined, briefly 

traced in history, and discussed in v~ew of its organiza

tional weaknesses and strengths, 

The branch bank form of organization has been 

used for this study for two reasons. First, the organiza

tional structure is similar to that of divisionalized 

manufacturing firms where many recent developments have 
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occurred in managerial accounting concepts and techniques. 

These newer ideas should also be of benefit within the form 

of decentralized operations represented by branch banking. 

The second reason is that this form of banking is utilized 

in Arizona and other Western states, and is relevant to 

the development of banking in Jordan, the author's homeland. 

Part Two establishes a theoretical model as a 

framework within which managerial accounting will be dis

cussed. This theoretical model is developed in Chapters 

4, 5, 6 and 7. In Chapter 4, the branch banks are assumed 

to have a universal objective of long-run success. In 

addition, the areas of reasonable profit, growth, customers' 

satisfaction, staff development, and community service are 

established as fundamental to the accomplishment of this 

objective. These key result areas are highly interrelated. 

It is to be stressed here that reasonable profit and then 

customers' satisfaction are respectively the most critical 

ones for long-term success. Chapter 4 also goes beyond 

this to delineate those major determinants or factors that 

help promote these key result areas and ultimately affect 

the achievement of long-run success. Thus, the second part 

of this study delineates those key result areas basic to 

the success of branch banks and the major factors that 

promote them, with the library research also exploring 
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motivational, behavioral, and quantitative techniques 

relevant to such administrative efforts. 

Specific concepts or techniques that provide ac

counting information relevant for managerial decisions 

regarding these areas and factors shall then be formulated 

in the context of branch banking. Appropriate considera

tion shall also be given to the implementation of such 

principles. Chapters 5, 6, and 7 of Part Two deal with 

these concepts and techniques appropriate for certain 

organizational levels. Chapter 5 discusses the approp

riateness of functional profitability programs with an 

emphasis upon a contribution margin approach to provide 

relevant information to top management in its strategic 

planning. A statement that shows actual and budgetary 

figures for the different aspects of the bank is needed 

as a supplementary report for the statement of functional 

profitability program. Different supplementary statements 

should also be produced for top management use. Chapter 6 

introduces goal congruence and responsibility accounting 

as two managerial accounting tools that are available to 

the vice-president responsible for the branch operations. 

As a member of middle management, goal congruence can help 

him in his management control process. It will assist 

him to take actions that motivate the branch managers 

toward achieving the ultimate objective of the bank and 
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not just their own objectives. Responsibility accounting 

will provide him with relevant information about the 

performance of the different branch managers in their 

sphere of activities. Chapter 7 is a continued applica

tion of managerial accounting concepts and techniques. The 

techniques of cost behavior analysis, functional profit

ability program for the branch, and break-even analysis 

are presented in this chapter to generate the information 

needed by the branch managers in their management control 

processes. As a lower group of middle management, these 

techniques are appropriate for day-to-day operations of 

their branches. This chapter goes one further step and 

discusses work measurement programs to generate the informa

tion required by the supervisory management in its opera

tional control processes. 

Part Three of this dissertation investigates the 

concepts and approaches used in managing a branch bank in 

an actual situation to the extent that the specific data 

are available. A major Arizona branch bank was contacted 

and tentative arrangements for the field research were 

agreed upon. The investigation was carried out through 

interviews with branch managers and other bank executives, 

and through an examination of the existing managerial ac

counting system. In this latter facet of the field re

search an extensive study was made of the management 



policies, performance measurement reports, and other 

financial reports which comprise the internal reporting 

system of this particular bank. It was also anticipated 

that the interviews will reveal reactions of the individual 

branch managers to the methods and techniques utilized by 

top and middle management in controlling the branch opera

tions. All of this is the subject matter of Chapter 8 of 

Part Three. Part Three also includes Chapter 9. In this 

last chapter, discrepancies between the field situation 

and the proposed theoretical formulation are noted, with 

recommendations being made concerning potential modifica

tions to the existing system. 

Hypotheses to be Tested 

1, Managerial accounting concepts and techniques 

proven successful in helping manage industrial firms can 

be utilized to better manage branch banks. 

Discussion: Product line profitability program, 

cost behavior studies, break-even analysis, and work mea

surement efforts are extensively used to help manage 

manufacturing firms. The application of these techniques 

and methods can be extended to service industries. Func

tional profitability programs can also be used to determine 

the most profitable functions of a branch. Cost behavior 

studies can be utilized to control costs through determining 



major influences. Break-even analysis can be helpful in 

establishing prices for different branch services. A 

branch bank can utilize work measurement programs to de

termine its burden rates and standard costs. Thus, such 

managerial accounting techniques can improve the decision 

making processes within a branch bank. 

2. The long-term success objective of the branch 

bank can be served by a managerial accounting system which 

is oriented towards reasonable profits and customer satis

faction goals. 

Discussion: This writer believes that a universal 

objective such as long-term success is more appropriate 

for a banking industry than a limited one such as profit. 

This does not mean that the profit objective is to be dis

regarded, Reasonable profits are essential for any business 

to succeed in the intermediate and long run, although it 

might not be for the short run. 

A branch bank needs more than profit to succeed. 

It has basically to satisfy its customers, serve the com

munity, and develop its staff. Profits are the only branch 

goal that is quantified and can be determined in terms of 

dollars and cents. Thus it is less susceptible to bias 

and more objectively measured than any other goal. But it 

is not the only goal a branch has, for there are other 
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important goals that serve its efforts toward successful 

operations. 

3. "Functional accounting," "goal congruence," 

and "responsibility accounting" concepts from managerial 

accounting are being used in managing a major Arizona 

branch banking operation. 

Discussion: This hypothesis is designed to de

termine if what is advocated in theory, and utilized in 

decentralized manufacturing companies is actually used in 

managing a specific branch bank. The specific concepts 

are; 

a. Functional accounting: product line accounting 

is being used in manufacturing industries to determine the 

profitability of each product. Similarly, this type of 

analysis can be appropriate to banking. 

"The objective of functional profitability accounting 

is to determine the net after-tax contribution of the 

7 
various products and services provided by a bank." There

fore, functional accounting in banking can be important to 

the success of a bank operation as product line accounting 

is important for manufacturing industries or merchandising 

companies. "Most banks have little accurate knowledge of 

7. Richard A. Gallant, "A Functional Profitability 
Program," The Magazine of Bank Administration (June, 1970), 
p, 35, 



8 
their costs and margins for each product or service." 

Furthermore, "In fact it is most important to determine 

whether each function of a bank is being performed in a 

satisfactory manner in order to analyze its operations 

9 
properly." For example, can functional profitability 

programs be utilized to determine the profitability of 

installment loans and their contribution to total profits? 

b. Goal congruence: the system of managerial 

accounting "should be so set up that actions that operating 

managers take in their perceived self interest are also 

in the best interests of the whole organization."^"® Co

ordinated behavior is highly important in such a case. 

"The objectives so carefully established by management 

will have no meaning unless the entire organization is 

geared to accomplish them,"^ For example, does excessive 

budget pressure to control cause a branch manager to reduce 

the number of tellers and make his performance look better, 

8. E, Everett Smith, op. cit,, p. 33. 

9, IBM, Bank Cost Accounting and Profitability 
Analysis (White Plains, New York: IBM Technical Publica-
tion Department, E20-001, undated), p. 1. 

10, Robert N, Anthony, Planning and Control Systems 
A Framework for Analysis (Boston: Harvard University, 
1965), p. 45. 

11. Jack J. Woolf, "Profit Planning to Influence 
Organizational Behavior," Managerial Planning (May/June, 
1970), p. 13. 
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but at a very real disadvantage to the bank in its public 

relations sphere? 

c. Responsibility accounting: According to this 

concept, a manager would be evaluated on his ability to 

minimize controllable cost and maximize attributable 

revenue in his area of authority and responsibility. 

As a logical consequence of knowing its profit 
economics and putting that knowledge to work in 
profit planning and budgeting, the typical corpora
tion is characterized by a much greater emphasis 
on the objective, quantifiable appraisal of manage
ment performance and on personal accountability for 
results. Banks, by and large, tend toward subjec
tive performance appraisal.*2 

For example, do financial earnings reports for the indi

vidual branch include revenue or cost items, or both, over 

which the branch manager has no meaningful control? 

Results of Study 

The bank studied is utilizing all of these concepts 

and techniques, with the exception of contribution margin 

and cost behavior analysis. Since a major section of the 

information system in the bank has recently been revised, 

these managerial accounting approaches are being implemented 

to varying degrees. A further elaboration of the con

clusions is contained in Chapter 9. 

12. E. Everett Smith, op. cit., p. 33. 



Definitions of Terms 

This study will fall short of its purposes if it 

fails to convey its ideas to the prospective reader. For 

the sake of clarity, appropriate definitions of the major 

terms that are to be used throughout this research are 

needed. 

The term information is widely used in the business 

literature. It is sometimes confused with the term data. 

The term data refers to the compilation of isolated and 

unorganized facts. The term information can be more ap

propriately described as a purpose-oriented and organized 

collection of data which is critical to minimize the un

certainties and the risk implied in the business world, 

1 essential for the survival efforts of all organizations. J 

The term information is more generally stated "to mean 

units of knowledge developed from the skillful management 

of data."14 The information systems of any organization 

are said to be the interrelated networks which convert the 

1 ̂ collected data into information. 

13. Peter A. Firmin and James J. Linn, "Information 
Systems and Managerial Accounting," The Accounting Review 
(January, 1968), p. 75. 

14. H. Bruce Joplin, "The Accountant's Role in 
Management Information Systems," The Journal of Accountancy 
(March, 1966), p. 43, 

15. Peter A. Firmin and James J. Linn, op, cit., 
p. 75. 



18 

The term department is used here to refer to the 

operational units under which the different banking func

tions are performed. Generally, a department is established 

for control purposes. It has a definite work place which 

should be appropriately equipped.^ Accordingly, it should 

have its own boundaries within which it is supposed to 

operate. This segment of the bank's organization is 

customarily headed by a manager. Examples of bank depart

ments are the Commercial Tellers, Credit Department, and 

Proof Department, 

A function in a bank is synonymous to a product 

line in a factory. It is a general category that de

scribes an activity of a bank that is pursued to serve a 

customer. A bank generally has diversified functions. 

The terms services and functions are sometimes used inter

changeably to mean the same thing. A function might be 

performed by more than one department in order to be com

pleted satisfactorily. Deposit Service, Foreign Exchange 

Service, Safe Deposit Service, and many other examples 

can be given. 

Briefly defined, the term Funds Pool refers to an 

accounting method that considers all funds as fundamentally 

originating from the same source. Accordingly, the costs 

16. J. C. Gibson, op. cit., p. 3. 
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and revenues corresponding to these funds are to be treated 

17 as a pool and become averages. On the other hand, the 

Direct Allocation of Funds Method treats the funds according 

to their source of origin; income and expenses are related 

to the funds used to generate them. More specifically, 

the income generated from commercial loans should be as

sociated directly with demand deposit funds; whereas, the 

income from real estate loans should be associated with the 

time deposit funds.This method is more appropriately 

applied in determining the profitability of each bank 

function. 

A branch is said to be overloaned if the amount 

of its outstanding loans exceeds total deposits generated 

by it. On the other hand, it is said to be underloaned 

when the opposite situation prevails. For the total branch 

bank, there will be a net underloaned position because it 

must maintain legal reserves and operating liquidity re-

1 Q 
quirements in addition to lending. 3 

It is appropriate to define two types of banking 

costs at this point. First, conversion costs which are 

those costs that are consumed in the process of maintaining 

17, IBM, op, cit,, p. 75, 

18, Ibid. 

19, Ibid. 
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and servicing a loan or an investment. . Second, unit cost 

which usually refers to the cost per item or transaction; 

it is the result of dividing the total costs related to 

these items into the total number of items produced. 

When we speak of branch banking, we refer to the 

branch of a typical commercial bank and not to those of 

banks such as the Federal Reserve Banks or other govern

ment sponsored agencies. The discussion refers to a com

mercial bank which is considered by most researchers as 

a "multiproduct firm engaged in servicing demand and time 

deposit accounts; processing business; installment, and 

real estate loan accounts; and providing many other 

services."20 

Decentralization is used in this dissertation in 

the context of delegating authority and holding respon

sible a department manager or supervisor for the operations 

within his department. He would conduct the business of 

his department independently from the firm. The department 

need not be separated physically or organizationally from 

the rest of the firm. The most important thing is that he 

can exercise discretion over his operations through delega

tion of authority from higher channels. Decentralization 

20. Fredrick W. Bell and Neil B. Murphy, Economics 
of Scale in Commercial Banking (Boston, Massachussetts: 
Federal Reserve Bank of Boston, August, 1968), p. 2, 



is that form of organization where workers and managers 

are in direct and continuous communication. Thus, the 

workers' needs can be more clearly perceived and co

ordination among the goals of the different interested 

parties becomes easily attainable. 



PART ONE 
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CHAPTER 2 

MANAGERIAL ACCOUNTING IN PERSPECTIVE 

The purpose of this chapter is to establish what 

managerial accounting basically is, and how it differs 

from financial accounting. It establishes the difference 

in emphasis of managerial accounting relative to that of 

"cost accounting." A discussion of the pertinent changes 

in the world of business that have influenced and ac

celerated this development then follows. A further evolu

tion of managerial accounting will come through basing 

its assumptions upon findings from modern organizational 

theory with its behavioral orientation. These discussions 

are intended to provide a better understanding of where 

managerial accounting stands today. Only through such an 

understanding can the selected concepts and techniques be 

appropriately utilized. We now turn to a discussion about 

the evolution of managerial accounting. 

The Evolution of Managerial Accounting 

Major developments are still taking place today in 

the area of managerial accounting. What was known pre

viously as "cost accounting" is changing from a narrow 

orientation towards "industrial cost accounting" with the 

23 
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major emphasis on manufacturing and product costing, to 

"managerial accounting" with the emphasis upon serving 

management's needs in all types of industries. Cost ac

counting up to a few years ago was still functioning with 

limited objectives. . For example, a course in cost accounting 

from a popular text such as Neuner's would have devoted al

most all of its attention to job order and process cost 

accounting.^" Management today is interested in more than 

record keeping and compiling historical data for valuing 

inventories, lowering costs, and setting selling prices. 

It is focusing on attention-directing and problem-solving 

questions such as, "what problems should I look into?" 

and "of the several ways of doing the job, which is the 

2 
best?" The expansion of cost accounting into the decision 

making area is emphasized in the following: 

Cost accounting, already used to provide data 
to value inventories and to measure income, has 
been expanded by the introduction of standard cost 
and direct (variable) cost concepts. These are 
needed to evaluate performance and plan future 
changes .... Thus the stage has been set for 

1, John J, W. Neuner, Cost Accounting Principles 
and Practice (Homewood, Illinois: Richard D. Irwin, Inc., 
1960). 

2. Charles T. Horngren, "Choosing Accounting 
Practices for Reporting to Management," The National 
Accounting Association Bulletin, Vol. XLIV, No. 1 (Sep
tember, 1962), p. 5. 
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further efforts—the formal measurement and logi
cal simulation of the decision process itself.^ 

Traditional cost accounting is mostly engaged in an 

analysis of one item on the income statement. It is mainly 

concerned with the measurement of cost of goods manu

factured and sold.^ It does not emphasize cost for de

cision making and choosing among alternatives; accordingly 

it uses partial analysis where only costs are considered, 

with little or no attention to revenue.^ Norton M. Bedford 

calls upon the accountants to realize that their tradi

tional preoccupation with the measurement of income as the 

only goal or indicator of the organizations' success or 

g 
failure is not adequate. 

Thus, "managerial accounting" and "industrial cost 

accounting" have become synonymous. Even professional 

organizations have explicitly recognized this, for in 1958 

the National Association of Cost Accountants changed its 

name to the National Association of Accountants, reflecting 

a broadened field of interests. 

3. Paul Kircher, "Theory and Measurement in Manage
ment Accounting," The Accounting Review (January, 1961), 
p. 44. 

4. Lyle E. Jacobsen, "Management Accounting: Con
tent and Approach," The Accounting Review (January, 1960), 
p. 65. 

5. Ibid. 

6. Norton M. Bedford, "The Nature of Future Ac
counting Theory," The Accounting Review (January, 1967), 
p. 85. 
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The broader view of cost accounting centers around 

its responsibility "for advising management on both his

torical and future costs in such a manner as to contribute 

directly to managerial planning and control of organization 

7 
and operatxon," Further, "the ascertainment of product 

unit cost, although by no means disregarded, is of secondary 

importance. 

Management accounting, as an extension of cost ac

counting, assumes the responsibility of treating product 

costing plus devoting more attention towards the planning 

and controlling aspects of the organization. The main 

purpose of management accounting is to serve management 

through: 

. , . the application of appropriate techniques 
and concepts in processing the historical and pro
jected economic data of an entity to assist manage
ment in establishing plans for reasonable economic 
objectives and in the making of rational decisions 
with a view toward achieving these objectives.^ 

Management accounting thus is most relevant in 

management control, defined by Robert Anthony as "the 

7. Robert I. Dickey, Accountants' Cost Handbook 
(New York: The Ronald Press Company, 1960), p. 1. 

8. Ibid. 

9. American Accounting Association, A Statement 
of Basic Accounting Theory (Evanston, Illinois! American 
Accounting Association, 1966), p. 39-40. 
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process by which managers assure that resources are ob

tained and used effectively and efficiently in the ac

complishment of the organization's objectives."^® 

This evolution is of quite recent origin, with 

accounting for external reporting purposes occupying most 

of the accounting literature. 

Accounting for external users has generally 
received more attention in the literature than 
has accounting for internal management. . . . 
management accounting is less well developed and 
the foundations for it are less well understood 
than is the case with externally oriented ac
counting theory.H 

Patrick S. Kemp feels that the preoccupation with 

financial accounting and the slow development in managerial 

accounting is a result of the reluctance of the classical 

accountants to discard concepts, procedures, and classifi

cations solely appropriate to the income measurement 

1 0 
process. * This has been the case although they have a 

complementary relationship. "To exclude the financial ac

counts from management accounting would reduce the latter 

10. Robert N. Anthony, Planning and Control 
Systems; A Framework for Analysis (Boston: Harvard 
University, 1965), p. 27. 

11. American Accounting Association, op. cit,, 
p. 37. 

12. Patrick S. Kemp, "Accounting Data for Planning, 
Motivation, and Control," The Accounting Review (January, 
1962), p. 44, 
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1 ? 
to a collection of special statistical analyses."-" Both 

work to provide information about a certain organization, 

whether this information has external or internal orienta

tion. However, their emphasis differs. Financial ac

counting has been mainly concerned with reporting to 

14 stockholders and other outside interested parties. On 

the other hand, management accounting is concerned with 

internal reporting to managers for planning and controlling 

purposes and for making special decisions and formulating 

15 
long-run plans. Financial accounting is confined to 

reporting on management and its stewardship of the business 

assets, and is constrained by the superstructure and 

rigidity of the so-called "generally accepted accounting 

principles." Management accounting takes a more liberal 

attitude by freeing itself from these principles where they 

are too narrowly defined for assisting management,^"® 

Thus managerial accounting should stand on its own, 

and should be considered at least as important in the field 

13. Walter B. McFarland, "Research in Management 
Accounting by the National Association of Accountants," 
The Accounting Review (January, 1961), p. 21. 

14. Charles T. Horngren, op. cit., p. 3. 

15. Ibid. 

16. David Solomons, Divisional Performance; 
Measurement and Control (Homewood, Illinois: Richard 
D. Irwin, Inc., 1965), p. 38-58. 
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as that of financial accounting. However, it has been 

ignored and overlooked by many accountants in spite of its 

major role as a managerial tool. In the past, cost in

formation was generally developed within the structure of 

financial accounting and oriented towards its need. The 

potential of cost information for decision making and 

analytical purposes was rarely fully explored before. "Too 

many accountants have been so preoccupied with conven

tional accounting presentations that they have not concen-

17 
trated on developing accounting as a managerial tool." 

Related Changes in Business which 
Influence the Development of 
Managerial Accounting 

The development of managerial accounting has been 

accelerated as a result of the following developments in 

the world of business: 

1. The form of an organization affects the ease 

with which managerial accounting procedures and methods 

flow through its information system. Many internal re

porting problems, such as the problem related to cost 

allocation, are believed to arise from the traditional 

line-staff type of organizations. On the other hand, de

centralization would relieve the accountants of such 

17. Clifford E. Crease, "Responsibility Reporting 
to Management," The Accounting Review (April, 1964), p. 388. 
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problems because it shifts the attention of the responsible 

18 
supervisors to other less arbitrary sets of data. The 

increased complexity of managing large firms, often widely 

separated geographically and diversified as to product 

lines, has called for "divisionalization" and "decentraliza

tion." Each division manager is usually given wide lati

tude as to how his operation is to be conducted. Divi

sionalization, however, adds to decentralization the concept 

19 
of "delegated profit responsibility." This conclusion is 

supported with suggestions advanced by other accountants 

who call for the measurement of a division's performance 

20 
within a decentralized organization. Responsibility 

accounting aids top management in planning, indirectly 

motivating, and controlling the different facets of its 

decentralized enterprise. The impact of this kind of or

ganization on the development of managerial accounting is 

evidenced by the emergence of transfer pricing and the 

methods to determine it, the profit center, cost center, 

and investment center concepts. Responsibility accounting 

18. Robert T. Golembiewski, "Accounting as a 
Function of Organization Theory," The Accounting Review 
(April, 1964), p. 333-341. 

19. David Solomons, op. cit., p. 3. 

20. Gordon Shillinglow, "Guides to Internal Profit 
Measurement," Harvard Business Review (March/April, 1960), 
p. 82-94. 



31 

is growing in importance and in fixing responsibilities in 

decentralized companies. 

The decentralized form of organization has the ad

vantage of creating the suitable environment where effective 

motivation can be fostered and expected to prosper. The 

disadvantage of centralization is noticeable in large size 

companies where the channels of communication between top 

management and the lower levels are blocked. The goals and 

aspirations of the workers can thus hardly be perceived by 

managers and other responsible employees. On the other 

hand, decentralization encourages the manager to conduct 

the business of his department in a manner that promotes 

21 
effective motivation. A Better cooperation from the 

workers will be achieved if the manager has enough authority 

to make them feel that their behavior would pay off in 

actual benefits. This is supported by literature con

cluding that group productivity is increased when con-

O O 
straxnts upon them are reduced." Decentralization is 

21. George J. Benston, "The Role of the Firm's Ac
counting System for Motivation," The Accounting Review 
(April, 1963), p. 350. 

22. D. C. Pelz, "Influence: A Key to Effective 
Leadership in the First Line Supervisor," Personnel, Vol, 
XXIX, No, 3 (November, 1952), p. 213. 

23. R, M. Stogdill, Individual Behavior and Group 
Achievement (New York: Oxford University Press, 1959), 
p. 272. 
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aided by the management accounting system of the enter

prise. Management accounting helps in designing and 

implementing the control processes within an organization. 

The performance reports are examples of this. Management 

accounting reports, such as the budget, can be used as 

means of communicating top managements' policies and the 

standards of achievement they expect. Thus, management 

accounting facilitates decentralization, which in turn 

is effective in promoting motivation. 

The extent to which managerial accounting is 

utilized by firms depends largely upon their size. Mana

gerial accounting is used more extensively to control the 

processes of large enterprises with multi goals and products 

than small enterprises with single products.^ 

2, The development of the theory of management 

has great impact on the development of management accounting, 

"The theory of management itself has, until recently, pro-

25 
vided little guidance for management control," Manage

ment today is increasingly utilizing quantitative data in 

areas where qualitative judgment prevailed several years 

24, James L, Gibson, "Accounting in the Decision 
Making Process: Some Empirical Evidence," The Accounting 
Review (July, 1963), p. 492, 

25, American Accounting Association, op, cit., 
p. 37, 
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ago, and management science techniques are widely adopted 

by managerial accounting. "The term 'management science' 

refers to the application of quantitative techniques and 

scientific concepts to help executives solve the planning, 

decision making and control problems of large, complex 

organization."^ Since the Second World War, developments 

in the fields of operations research and electronic com

puters are greatly influencing the decision making process 

and ultimately affecting managerial accounting. The opera

tion analysis techniques facilitate the process of choosing 

among alternative courses of action. And the capabilities 

of the computer to provide classified data within a short 

period of time enhances its utilization in the accounting 

information system. 

3. The accounting information system that is de

signed tor internal usage should correspond to management 

functions of planning, motivating, and controlling. Other

wise, it will not be able to assist management, which is 

its main purpose. The management information system of 

any firm plays a major role in motivating lower levels 

within an organization. The information system is not just 

a vehicle of technical communication that transmits 

26. Kalman J. Cohen, "A Realistic Approach to 
Implementary Management Science," The Magazine of Bank 
Administration (September, 1969), p. 28. 
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information from one point in the organization to another. 

Rather, it must be designed to collect, select, organize 

and transmit data both to help managers and to motivate 

them through affecting their behavior appropriately. Ac

countants today have begun to recognize the impact of the 

accounting information system upon the behavior of managers 

27 and other employees. 

The Continuing Evolution of 
"Managerial Accounting" 

For managerial accounting to continue to develop, 

its present assumptions should be reviewed since they tend 

to rely on classical organizational theory. Managerial 

accounting can evolve through adopting new assumptions that 

take into consideration the recent developments in management 

theory. Findings from behavioral studies can enhance the 

development of managerial accounting, and the utilization 

of these findings can assist in the development of better 

techniques for internal purposes. The employees' reaction 

to accounting techniques is critical to the success of the 

accounting information system. 

Managerial accounting is largely affected by the 

attitude of the people whom it is intended to serve, and 

27, Jacob G. Birnberg and Raghu Nath, "Implica
tions of Behavioral Science for Managerial Accounting," 
The Accounting Review (July, 1967), p. 468. 
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accordingly, should not overlook its behavioral function. 

To meet its new challenges, management accounting should 

have at hand a set of basic behavioral assumptions. Its 

present day practices are based upon three concepts, 

namely, the economic theory of the firm, industrial en

gineering technology, and the classical organizational 

theory.28 

Accounting for internal purposes, up to a few 

years ago, adopted a narrow view of human behavior in 

business organizations. According to the economic theory 

of the firm, the determinants of human behavior in the firm 

29 
are exther socxal or physical forces. By social needs is 

meant that man strives to associate himself with others. 

This association takes the form of physical association and 

acceptance of certain group or groups and love and affec

tion by few people. Physical force deals with sustaining 

life through water, food, air and others. These can be 

today met through earning income, Man tends to avert work 

and prefers to work with the least effort possible, and his 

behavior is limited by economic constraints. The 

28, Edwin H. Caplan, "Behavioral Assumptions of 
Management Accounting," The Accounting Review (July, 
1966), p. 499. 

29, Robert L, Heilbroner, The Wordly Philosophers 
(New York: Simon and Schuster, 1961), p. 7-8, 
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entreprenuer tries to maximize his profit, acting within 

these constraints, since he is equipped with complete 

30 
rationality and perfect knowledge. 

Fredrick W. Taylor, the father of scientific 

management, advocates motivating the worker with economic 

incentives and better working conditions to maximize his 

productivity. The worker who might otherwise be destruc-

31 
tive and inefficient would then increase his efficiency. 

March and Simon noticed that the scientific management 

movement relies on a model of human behavior which assumes 

that the "organization members, and particularly employees, 

are primarily passive instruments, capable of performing 

work and accepting directions, but not initiating action 

32 
or exerting influence in any significant way." Thus, 

this movement relies heavily on the assumptions produced 

by the economic theory of the firm. 

The development of a second pattern of the organiza

tion theory came in about 1920. The "administrative manage

ment theory" emerged to take a departmentalized approach 

to the problem of management. Its primary interest was to 

30. Ibid., p. 500. 

31. James G. March and Herbert A. Simon, Organiza
tions (New York: John Wiley and Sons, Inc., 1958), p. 12. 

32. Ibid., p. 6. 
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assign activities to certain jobs and then group these 

jobs into departments. This grouping seeks to minimize 

the total costs of carrying out the activities of the firm. 

The work of Taylor and other scientific management 

theorists encouraged other researchers to study factory 

costs in an effort to minimize them. This movement pro

vided a stimulus for the development of better cost and 

managerial accounting techniques to keep up with the new 

trend in the management science. The classical adminis

trative management theorists emphasize that the department 

is a subunit of the total entity and that it should be 

held responsible for activities and accountable for actions 

within its predetermined boundaries. This emphasis en

hanced the development of managerial accounting. 

The most important modern organizational theory 

approach with the greatest prospective applicability in 

managerial accounting is the "decision making model." 

This approach may well have started with the writings of 

Chester I. Barnard and later on were further developed by 

O O 
Simon and others. According to this approach, the or

ganization represents cooperative efforts or a coalition 

33. Chester I. Barnard, The Function of the 
Executive (Cambridge: Harvard University Press, 1938); 
Herbert A. Simon, Administrative Behavior (New York: 
John Wiley and Sons, Inc., 1947). 
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of individuals who join it to achieve personal objectives. 

The employees' goals, here, are based upon social and 

psychological factors in addition to the economic factor. 

The organization has no goals of its own because it is 

mindless. The participants have to compromise among each 

other. So, the satisfaction of their goals is vital to 

the success and survival of the firm. Due to the con

tinuing changes in the environment, it is difficult to 

talk about a single narrow objective. Environmental and 

internal constraints limit the ability to maximize profit; 

the economic profit might be more appropriately described , 

as reasonable or attainable profit. This does not mean 

that we have to ignore profits. Profits are necessary for 

the success of the organization in the long-run, but they 

are not by themselves a sufficient measure of the firm's 

goal. Therefore, a broad and generally stated goal such 

as the goal of long-run success seems more appropriate. 

This objective is more universal and comprehensive and might 

serve managerial accounting purposes better as long as the 

profit objective restricts its role. "In view of the 

complex nature of organization goals, it is possible that 

the profit maximization assumption unduly restricts the 
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role of management accounting to providing a limited and 

inadequate range of data for decision making. 

Accordingly, the profit objective and other ob

jectives, in this writer's opinion, should be considered 

as sub-goals to the successful efforts. Thomas R, Prince 

states that "the profit motive, alone, does not collec

tively express the multigoal objective, but is only one of 

the goals. 

The decision-making model of modern organizational 

theory has concepts that might have certain implications 

for managerial accounting. Douglas McGregor states that 

authority should not be something imposed from "above" 

36 
but accepted from "below." A manager or supervisor 

should accept authority before it is delegated to him in 

order that it can be used effectively. More implications 

come to the scene when classical management theories ad

vocate that the objective of the organization can be 

divided among the subunits; the maximization of profit 

within each of them will ultimately maximize the total 

34. Edwin H. Caplan, op. cit., p. 505. 

35. Thomas R. Prince, "The Motivational Assump
tion," The Accounting Review (July, 1964), p. 553. 

36. Douglas McGregor, The Human Side of the Enter
prise (New York: McGraw-Hill Book Co., Inc., 1960), 
p. 158-160. 
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37 
profits of the firm. This approach to profit maximiza

tion negates, or at least overlooks, the importance of goal 

congruence. Goal congruence might not be attained because 

members of a subunit or a department identify themselves 

with their related group rather than with the total organi

zation, Their interest is limited to maximize the profit 

of the department with which they are associated, possibly 

to the detriment of other departments. This conflict 

might result in distorting the total organization's picture. 

A department might try to overstate its reported profit 

to reflect a better picture by following certain paths that 

might not be in the best interest of the total organization. 

Thus, under such assumptions, "it is not very likely that 

the cooperative efforts necessary to the effective func

tioning of the organization as a whole will be furthered 

by an accounting system which emphasizes and, perhaps, even 

38 
fosters interdepartmental conflicts." This might be the 

case when an expenditure which is beneficial to the total 

organization is not made so as not to exceed the limits 

determined for the department. The modern organizational 

theory realizes that the goals of the departments might not 

be additive and in total they might not equal the goal of 

37. Edwin H, Caplan, op. cit,, p, 504. 

38. Ibid., p. 505 . 
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the firm. More than that, they might be in conflict with 

each other and so goal congruence is highly appropriate in 

such a case. 

In conclusion, present managerial accounting 

practices are based upon inherent assumptions that imply 

the classical organizational approach. These assumptions 

should be reviewed and reexamined in relation to the de

velopment of modern approaches in management theory. This 

need not mean that the extended evolution of managerial 

accounting must adopt the assumptions presented by the modern 

organizational theory without reservations. Many of the 

assumptions presented by this theory still remain unproven 

and might be impractical. Thus, their utilization in mana

gerial accounting practices should be limited to situations 

where they are felt to be most appropriate, and should be 

based upon extensive research which is beyond the scope of 

this dissertation. 

This chapter presented a background for the utili

zation of managerial accounting. The following chapter 

will present a background for the form of banking where the 

selected concepts and techniques will be utilized. To 

comprehend the appropriateness of the banking form used in 

this study, it is felt important to relate it to other 

existing forms of banking. Accordingly, unit, group, 



chain, and branch forms of banking are to be dealt with 

in the following pages. I 



CHAPTER 3 

STRUCTURAL FORMS OF COMMERCIAL BANKS: 

A BACKGROUND FOR THE STUDY OF BRANCH BANK MANAGEMENT 

The primary concern of this chapter is to deal 

with the factors that call for the emergence of the dif

ferent banking forms. Furthermore, the discussion will be 

limited to the advantages and disadvantages of each form 

and the major differences that exist among them. It is 

not within the scope of this chapter or this dissertation 

to discuss the history of banking and the different regu

lations that govern their operations in the United States. 

Accordingly, the discussion will be oriented to what is 

considered more meaningful for the purposes of this study. 

This chapter will endeavor to provide a better understanding 

of branch banking through a comparative discussion of this 

form with unit, group, and chain banking systems. The 

discussion will then pinpoint where and how managerial 

accounting can help overcome some of the disadvantages 

inherent in branch banking. 

Any study of branch banking will not be complete 

without placing it in its proper perspective within the 

entire structure of commercial banking that exists in the 

United States. The banking structure refers to 

43 



. , . more than the aggregate of banking insti
tutions; it encompasses the forces of law and 
tradition that constitute the dynamic framework 
w i t h i n  w h i c h  b a n k i n g  i n s t i t u t i o n s  f u n c t i o n  . . . .  
It encompasses the correspondent relationships 
t h a t  h a v e  e n a b l e d  b a n k s  t o  w o r k  t o g e t h e r  . . . .  
And finally, involved in the banking structure 
the diverse ways in which banks themselves are 
organized as u:o.i± banks, branch banks, or as 
members of group banking organization.^ 

Banking is one of the most regulated industries in 

the United States. This has been the case because of the 

important role it plays in the monetary and fiscal policies 

of this country. Commercial banks provide numerous 

services, but the principal one is the lending and investing 

of the money obtained through time and demand deposits. 

They play a major role in the velocity of money through 

higher flexibility and mobility of the currency, and by 

providing inexpensive and efficient money payments through 

appropriate procedures and channels. Banks are the cus

todians of their communities' money and the suppliers of 

liquidity. They are at the center of any financial system 

since they have the deposits of both the private and public 

sectors of the country. It is hard to conceive how any 

economic system could function without their services. 

The effective furnishing and performing of the aforesaid 

1. Howard D. Crosse, Management Policies for Com
mercial Banks (Englewood Cliffs, N. J.: Prentice-Hall 
Inc., 1962), p. 12, 



45 

services largely depend upon a well developed and cohesive 

banking structure. It is evident from available literature 

that the banking structure of this country has been under

going changes for a long period of time as a consequence 

of expanding and ever-changing economic conditions. Many 

of these changes have taken the form of bank mergers and 

the opening of additional branch offices. 

The banking system of the United States has dis

tinctive characteristics. It is a dual system that is 

governed and regulated by State and Federal agencies, and 

where different forms of banking co-exist. As has been 

mentioned before, our primary concern in this chapter is 

to restrict the discussion to a descriptive review of each 

form of banking, and this will accordingly pinpoint the 

value of utilizing managerial accounting concepts and 

techniques to help branch bank management in its everyday 

operations. 

The advocates of unit banks used to defend them 

on the basis of their correspondence to the free economic 

enterprise system. Originally, the banking system in this 

country consisted of a large number of single and separate 

banks. Other forms of banking in existence are: chain 

banking and branch banking, the constituents of the con

centration and control movement in banking. It has been 

called so because of its large-scale operations where the 



46 

advantages of the economies of scale can be obtained. 

Branch banking is believed to be the most important form 

in the banking concentration movement; other forms of the 

movement mostly come into practice as substitutes for 

branch banking in the states where such a form is pro-

2 
hibited or restricted by the law. 

Arizona banking structure is highly concentrated; 

where the five largest banks existing in 1962 held 95 per

cent of the state's total deposit, exceeding the national 

3 
average by approximately 20 percentage points. The 

balance of this chapter is devoted to the discussion of 

banking structural forms: unit banking, group banking, 

chain banking, and branch banking. 

Unit Banking 

Historically, unit banking is the most common form 

of banking that exists in the United States. It is de

scribed as that kind of bank where the services are pro

vided by a single bank corporation. Each unit bank is 

completely independent and autonomous from any other bank; 

2. Benjamin Haggott Beckhart, Banking Systems 
(New York: Columbia University Press, 1964), p. 851. 

3, Robert H. Marshall, Commercial Banking in 
Arizona: Structure and Performance Since World War II 
(Tucson, Arizona: University of Arizona, January, 1966), 
p, 2, 



it conducts its operations in a single office and runs the 

business with its own board of directors. It also implies 

the chartering of a large number of small banks in order to 

meet the needs in their immediate trade area. This form 

is not controlled by a corporation, a bank, or an indi

vidual; and it does not control other banks. In spite of 

the increasing number of banks in other forms, unit banks 

are still favored by some states especially those that 

prohibit branch banking. This is because they operate 

with a "local touch" within any community. Anti-branch 

bankers favor unit banking because they feel it would bene

fit its trade area more since members of the board of 

directors are local citizens who are concerned about the 

problems of their communities. They know the existing 

problems in their locality and are interested in helping 

solve them. 

The first unit bank reported in this country was 

the Bank of North America established in Philadelphia 

during the Revolutionary War with the efforts of a leading 

4 
financier of that period, Robert Morris. Since then, 

unit banking has prevailed in the united States at all 

times. The importance of this type of banking has been 

4, John M. Chapman, Concentration of Banking 
(New York: Columbia University Press, 1934), p. 24. 
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diminishing since it suffered great failures during the 

depression of the 1930's. Unit banking was the form of 

banking most affected by that depression because it was 

not capable of providing safe and economical banking 

facilities for its small surrounding communities. 

Despite the claim of anti-branch bankers that unit 

banking has the advantage of serving small communities 

which are not served by large city banks , it is well 

documented that unit banking does not satisfy and provide 

the kind of services needed in such communities.5 Small 

communities do not create enough demand for bank services 

to encourage the opening of unit banks in their areas. 

Furthermore, with better highways and quicker transporta

tion, businessmen in small areas transfer some of their 

banking business to big banks in large cities. This in

creases the hardships under which unit banking operates. 

Other limiting factors to this type of banking tend to come 

from developments in the business world. Merchandising 

and manufacturing businesses today require large amounts 

of money and expect a variety of banking services required 

by their tremendous operations. Large firms require large 

financial institutions to serve them. Small financial 

firms are unable to meet their specialized needs. Unit 

5. Ibid., p. 30. 
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banking did not develop on a parallel basis with the in

dustries it is supposed to serve. It is presently organized 

according to the pattern built by the National Banking Acts 

of 1863 and 1864 by which the government resumed regulating 

the banking industry.** 

Small unit bankers believe that their type of 

banking has its roots deep in the American principle of 

democracy and the concepts of self-government and free 

economic enterprise. More than that, it is a part of the 

American tradition where competition prevails. Unit 

bankers today are striving to preserve small unit banks. 

They are calling upon governmental agencies to take pro

tective measures that will stop any destruction of unit 

banks that might result from an invasion of multiple-office 

banking. They also contend that the financial market will 

be monopolized by introducing more banking concentration. 

This would place the economic development of the community 

and the country in the hands of a few disinterested bankers, 

exercising absentee control. Accordingly, competition will 

be distorted; which is one of the essentials of a free-

private enterprise system. On the other hand, unit banks 

6, Ibid., p. 6. 

7. W. Ralph Lamb, Group Banking: A Form of 
Banking Concentration and Control in the United States 
(New Brunswick, New Jersey: Rutgers University Press, 
1961), p, 13, 
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are characterized by incompetent management which is in-

O 
capable or without enough experience in the field. More 

than.that, cooperation among the different banks is lacking 

even in times of strain. The experience of this country 

with unit banking proved that this type of banking is 

unqualified to stand long periods of depression. The 

history of the depression of the 1930's introduced clear 

evidence that unit banking could not meet the acid test of 

long depressions. A larger number of unit banks suspended 

and failed in that period than any other banking form. 

This would imply that this much praised form of banking is 

a dangerously unsound system. Its failure might be at

tributed to improper diversification of portfolio, unex

perienced management, and the ease of chartering and 

establishing new banks. On the other hand, the smallness 

of unit banks makes it difficult to employ and retain ex

perienced management because of limited resources and 

opportunities. 

In 1964 Arizona had 15 banks of which 9 had branches 

while the other 6 were unit banks.^ Its banking structure 

8. John M. Chapman, op. cit., p. 6. 

9. Robert H. Marshall, "Bank Holding Companies 
in Arizona: Some Recent Results," Arizona Review (Novem
ber, 1969), Pt 7. 



changed in 1970 and it then consisted of 12 banks, 9 being 

with branches and the rest were unit banks.Arizona is 

11 one of 17 states that permits statewide branching. Thus, 

its banking structure is predominately of branch banking 

form. 

Group Banking 

Group banking is one of the forms of banking that is 

included in the concentration movement and is one of the 

multiple-office banking family. It is differentiated 

from chain banking by the type of ownership and control. 

Usually, group banking refers to that type of ownership 

and control where its stock is held by a holding company. 

The banks in the affiliate may be unit banks, branch banks, 

or a combination of both. The holding company is usually 

established and organized to control a number of banks 

12 through buying a certain percentage of their stock. This 

type of a company has been defined by law to be that com

pany which holds 25 percent of the voting shares of a 

number of banks or somehow controls the election of the 

10, Office of the Superintendent of Banks, "Con
densed Statement of Reports of State and National Banks 
of Arizona, December 31, 1970," Phoenix, Arizona: Decem
ber, 1970. 

11, Robert H. Marshall, op. cit,, p. 8. 

12, W. Ralph Lamb, op. cit., p. 9. 
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board of directors.^ On the other hand, the stock in 

chain banking is owned by an individual or group of in

dividuals. While chain banking may be secretly built, 

the holding company's efforts to control and supervise 

several banks are known by the public and the community. 

In both instances, the banks controlled keep their entity 

separate and are independently chartered. But the geo

graphical region where group banking operates differs from 

that of chain banking. It centers around a large metro

politan area and not in rural regions where chain banks 

are usually located. The holding company's supervision 

is implemented by officers who undertake more responsi

bility than the owners of chain banks. 

Each bank within the group is customarily managed 

by its own board of directors where the members are local 

citizens. The directors and managers of each bank exercise 

great discretion over their operations. Thus, this type 

of banking keeps a "local touch" and a substantial degree 

of autonomy by which it better serves its community than 

chain banks. Providing autonomy to each unit of the group 

would stimulate competition among them that might result 

in developing more appropriate management techniques and 

13. Ibid., p. 60. 
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14 approaches. On the other hand, competitxon among units 

of the branch banking form is absent because final authority 

is vested in its one top management and single board of 

directors. 

The success of group banking is mostly attributable 

to the services provided by the bank holding company to 

its subsidiaries. These services range from bond port

folio management, auditing, purchasing of supplies, ad

visory services and perhaps others. Accordingly, more 

specialized services can be introduced by each unit of 

the group bank. Moreover, cooperative actions among the 

group banks can be easily arranged to meet loan demands 

that exceed the lending limits of one single bank. 

The popularity of group banking comes from the re

strictions still imposed upon the expansion and introduc

tion of branch banking in some states. Moreover, it is 

respected in the communities it serves because it is known 

for its policy of introducing to their work areas better 

15 
caliber of banking than chain banks. 

The largest group bank in the United States is 

Transamerica Corporation with its main office located in 

San Francisco, California. By 1950 this corporation held 

14. 

15. 

Howard D, Crosse, op. cit., p. 29, 

W. Ralph Lamb, op. cit., p. 9. 



stock In 48 banks with 623 branches distributed over five 

states. 

Group banking is increasing in importance since 

its emergence in 1900; and its greatest growth took place 

17 
in the 1920's. Their growth in this period was due to 

the stock market boom from 1926 to 1929. The rate of 

growth for this form of banking is higher than that of 

other forms of commercial banks, but not that of branch 

18 
banks. In 1961, there were 46 holding companies which 

held 427 banks with 1,107 branches and estimated deposits 

of $20 billion.- approximately 3 percent of the total de-

19 
.posits of commercial banks existing in this period. 

At the end of the year 1968, the United States had 

84 registered bank holding companies controlling 648 

affiliated banks with total deposits exceeding $56 billion, 

which is around 14 percent of total deposits of all insured 

20 
commercial banks. At this point a distinction between a 

one-bank holding company and a registered bank holding 

16. Benjamin Haggott Beckhart, op. cit., p. 854. 

17. Edward W. Reed, Commercial Bank Management 
(New York: Harper and Row, Publishers, 1963), p. 7. 

18. Ibid. 

19. Ibid., p. 8. 

20. Robert H. Marshall, "Bank Holding Companies 
in Arizona: Some Recent Results," p. 18. 



company should be drawn. The difference is basically of a 

legal nature. Both appeared in practice as a consequence 

of the concern of the Congress in the mid 1950's with the 

growth of the concentration movement in banking. A 

registered bank holding company is that company that owns 

25 percent or more of the stock of two or more banks, is 

registered with the Federal Reserve Bank and is subject 

to provisions of the Bank Holding Company Act of 1956 and 

21 its amendment of 1966. Any bank holding company that 

owns only one bank is not required to register and is not 

subject to this Act.22 

In 19.67 a .new form of bank holding company appeared. 

The banks themselves started to organize one-bank holding 

companies." The other form of one-bank holding company 

emerged due to the initiative of non-bank companies. The 

new form is designed to allow banks to diversify their 

financial activities, and are often called "congenerics" 

so they can be easily distinguished from other one-bank 

holding companies. 

21. Federal Reserve Bank of Chicago, Midwest 
Banking in the Sixties: A Decade of Growth and Change 
(Chicago: Research Decartment of Federal Reserve Bank, 
1970), p. 44. 

22. Ibid. 

23. Ibid. 
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Arizona is one of the states where bank holding 

companies play a major role due to the absence of regu

lating statutes. The widespread of bank holding companies 

is one of the distinctive features of Arizona banking. At 

the end of the year 1968, this state had a total of four 

holding companies with five affiliated banks out of the 

13 banks in the state, which held approximately 50 percent 
A J 

of all bank deposits in Arizona. One of the four bank 

holding companies, Western Bancorporation, is registered 

with the Board of Governors of the Federal Reserve System 

and its affiliates are the Southern Arizona Bank and Trust 

Company of Tucson and the First National Bank of Arizona, 

25 
headquartered in Phoenix. 

The opponents of group banking criticize it for 

reducing competition through acquiring existing small 

banks. The Bank Holding Company Act of 1956 and its 1966 

amendment restrict the expansion of the banking concentra

tion movement which might ultimately result in monopoly 

2 6 
within the industry. 

One of the difficulties in studying bank holding 

companies is to determine whether their affiliates are 

24. Robert H. Marshall, "Bank Holding Companies in 
Arizona: Some Recent Results," p. 18. 

25. Ibid. 

26. Ibid., p. 16. 
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branches or unit banks. The affiliates of bank holding 

companies have some characteristics of both unit and branch 

banks. The distinguishing criteria might be the kind and 

extent of authority the affiliates are granted from the 

27 holding company or by their general operations. Davxd 

A. Alhadeff feels that though the local banks have great 

discretion over their day-to-day operations, the holding 

company does influence the general policies and plans of 

its affiliates and the local managers do not act as if they 

28 
were managing independent entities. But the affiliate 

officers do grant or refuse loans without reference or 

29 
group interference. 

Chain Banking 

The term chain banking is used to refer to that 

type of banking concentration where the ownership and 

control are held by one person or group of persons who are 

closely associated.^ They gain control of one or more 

27. Gerald C. Fischer, "Bank Holding-Company 
Affiliates: Branches or Unit Banks," Journal of Business 
(January, 1964), p. 47. 

28. David A. Alhadeff, "Book Review," Journal of 
Finance (September, 1962), p. 568. 

29. Gerald C. Fischer, Bank Holding Companies 
(New York: Columbia University Press, 1961), p. 89. 

30. Gaines T. Cartinhour, Branch, Group and Chain 
Banking (New York: The McMillan Company, 1931), p. 38. 
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unit banks through the purchase of these banks' stocks. 

The group has to be unincorporated in order to consider 

their banking form as chain banks. Chain banking exists 

when the stockholders are the same for more than one 

bank provided they are the 20 largest stockholders and 

are directors of each bank in the chain. 

Chain banking was started in this country in the 

second half of the nineteenth century. The exact place 

of its founding is unknown, but it is established that 

its greatest development has been in the upper Midwest 

particularly in the areas of St. Paul and Minneapolis, 

31 
and in the Southeast rn and around Atlanta, Georgia. 

The earliest organizer of chain banking had been reported 

to be David H. Beecher who at Park River, North Dakota 

39 
started the first chain bank in 1884. Within a few years 

33 
this chain grew to seven banks. 

Banks that are members of the chain are controlled 

and operated by the owners who usually serve as officers 

or directors and take an active part in running the banks. 

They would tour each bank to supervise and to attend 

31. John M. Chapman, op. cit., p. 13. 

32. Mildred Lucile Hartsough, The Twin Cities as a 
Metropolitan Market (Minneapolis: The University of 
Minnesota Press, 1925), p. 145. 

33. Ibid. 
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meetings of the board of directors. The owners are the 

effective management of the banks' operations; sometimes 

a local board of directors might exist. Central administra

tion might emerge for some chain banks to secure funds 

34 from lenders or to channel surplus funds. Cham banks 

are less subjected to centralized control and special 

regulations than is the case in group or branch banking. 

Chain banks are mostly concentrated in agricultural 

regions such as the upper Midwest. The early organizers 

of this form of banking recognized in the new emerging 

agricultural communities a good opportunity for profitable 

investments. The .number of chain banks was further in

creased through the restrictions imposed upon the creation 

or spread of branch banking in some states. ̂5 3Ut j_s 

not to be construed that this type of banking has been 

limited to states that prohibit or restrict the establish

ment of branch banks. Some chain banks are found in 

states that allow branching, such as California, but they 

exist on a larger scale in the states where unit banking 

prevails,^ 

34. John M. Chapman, op. cit., p. 337-338. 

35. Benjamin Haggot Beckhart, op. cit., p. 854. 

36. Jerome C. Darnell, "Chain Banking," The Na
tional Banking Review (March, 1966), p. 308. 
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Chain banking suffered from the 1930's decline in 

real estate values as did all other forms of banking. But 

there is no conclusive evidence that it has been affected 

more severely than other types of banks. The first spec

tacular failure in chain banking took place in 1926 when 

07 
the Witham chain bank failed. It was a well established 

chain with approximately 200 banks mostly operated in 

Georgia and Florida.However, chain banking expansion 

has more recently been hindered by the development of 

better highway systems which make the metropolitan financial 

centers accessible to depositors of small banks and their 

borrowers. 

The basic existence of chain banks today is 

threatened by the increasing importance of other forms 

of multiple-office banks such as group and branch banking. 

The relaxation of the regulations that govern branching 

in some states and its increasing popularity continues 

to reduce the importance of chain banking. Chain banks, 

as rural banks, are growing less rapidly than urban and 

suburban banks because of the population movement from 

agricultural to urban areas. 

37, Jerome C. Darnell, "Chain Banking Development 
in the United States," The Bankers Magazine (Winter, 
1970), p. 45. 

38, Ibid. 



Usually, coordination of operations between the 

different banks does exist, resulting in easier mobility 

of funds. Loans that surpass the lending limits of one 

bank are usually participated by other banks in the chain. 

Banks in the chain develop uniformity in their practices 

39 
through common loan and investment policies. The stock

holders of this type of banking believe that it has the 

advantages of "greater ease of loan participation; more 

experienced management; and better customer service."^® 

The officials would have more knowledge and interest of 

their surrounding communities. The combined efforts of 

such banks can provide them with services that might be 

uneconomical to have on a single basis, such as the renting 

of a computer.^ 

Chain banks are in general reported to have less 

profits than non-chain banks.^2 Three indicators were used 

to arrive at this conclusion: (1) Net current earning 

before income tax, (2) Net income before tax, and (3) Net 

39. Jerome C. Darnell, "Chain Banking Ownership 
and Operation," The National Banking Review (December, 
1966), p. 195. 

40, Ibid., p. 196. 

41. Ibid., p. 197. 

42, Jerome C. Darnell, "Profitability Comparison 
Between Chain and Non-Chain Banks," The Bankers Magazine 
(Spring, 1968), p, 31. 



income after tax. The ratios that have been used are of 

the above related to capital accounts.^ This might in

crease their market share if the lower profitability re

sulted from competitive pricing and not from inefficient 

operations. The phenomenon of lower profit is related 

to the following factors (among others): 

1. Chain banks mainly operate in rural areas where 

the demand for their services is not large enough to ex

pand and benefit from economies of scale. 

2. Profitability is directly related to size and it 

is determined as net income after tax to capital accounts. 

•Size is measured here in terms of total resources avail

able. Since the average size of chain banks is less than 

that of other member banks; their profitability would 

accordingly be less. 

3. Their balance sheet structure shows higher ratios 

of loans and investments to total assets and higher capital 

to asset ratios for liquidity purposes. Most of their 

funds are found to be held in the form of high grade and 

short-term securities. This means higher investment and 

lower loan proportions; these proportions usually consist 

of short and intermediate agricultural loans for seasonal 

purposes mostly. Thus, larger amounts of their resources 

43. Ibid., p. 27. 
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are utilized in an area where earnings are not high. Loans 

44 provide higher returns than investments. 

Chain banks have been attacked by their opponents 

on the grounds that their owners are unknown.^ This 

would result in poor public understanding and lack of 

interest in their purposes and methods of operations. One 

of the dangers of secret ownership is the fear of dis

honest management because of the possibility of using the 

available funds for their own ends and to the detriment 

of the depositors.^® The owners might be interested in 

certain speculative ventures, overlooking the basic and 

sound banking policy of diversifying portfolios. More 

than that, chain banks are typically small rural banks that 

are not financially strong; each has a separate charter 

with local representation on the board of directors of 

the bank.^ They are unable to meet extended emergency 

calls or to stand any serious strain because they are 

48 
poorly knit together. 

44, Ibid., p, 31, 32. 

45, John M. Chapman, op. cit., p. 19. 

46, Ibid, 

47, Ibid., p. 329. 

48, Ibid., p. 19, 20. 
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Thus, other forms of banking might be more approp

riate for the future of this country; this form has no 

basic or noticeable advantages over either group or branch 

banking. 

Branch Banking 

In branch banking a single bank extends its business 

to other locations, looking for profitability and customer 

service. The relevancy of the branch banking form for the 

United States has been questioned for several years by many 

bankers. To date there is much controversy still going on 

concerning the ability of this type of banking to provide 

a safer and sounder banking system that would better serve 

the community. This country had a bad experience with unit 

banking due to the setback that this latter form experi

enced during the 1930's depression. This should not mean 

that all unit banks have failed and are irrelevant to the 

economic development of the United States. Moreover, it 

should not be understood that branch banking emerged be

cause of and since the failure of unit banks. This form 

of banking has lived and served the economic development 

of this country even before the Civil War. But it is im

portant to stress that the failure of so many unit banks 

in the 1920's has encouraged the adoption of branch banking 

in several states. This form of banking is growing in 



importance everyday and this is evident through the 

changing attitude of several states towards branch banking. 

Recently, many states started to relax and adopt more 

flexible policies concerning the expansion and introduction 

of some kind of branching into their territories. Examples 

of these states are Wisconsin, South Dakota and Maine where 

in spite of regulatory restrictions, branches are increasing 

in number in each of them. It is appropriate at this 

point to state that Arizona, California, Delaware, Hawaii, 

Maine and some other states allow statewide branch banking. 

Alabama, Wisconsin, Indiana and some other states allow 

•limited branch banking; they confine it to a major city or 

to the county and not throughout the state. Illinois, 

Iowa, Texas, Wyoming and others prohibit any kind of branch 

banking. These last few states permit unit banking or some 

other form but not branching. 

Many bankers are advocating branch banking because 

they feel that it might mean improvement for the faulty 

system that existed in the 1920's. It has been successful 

in offering more convenient services to large and small 

communities than unit banks. In fact, one of the most 

important features of this form of banking is the offering 

of many services from different and convenient locations. 

The merger movement after the crisis of the early 1930*s 

has recently been increasing in order to secure more 



branches. The strong opposition that this form used to 

meet from small bankers is weakening because small unit 

banks, as a whole, are not doing well and have thus 

started to look upon merging with other banks as a good 

49 
opportunity. 

Before the year 1860, the expansion of branches 

to different localities was hindered by the existence of 

poor transportation and communication between the different 

sections of the country. Under such conditions, the head 

office found it difficult to control and operate its 

branches efficiently.^ In the 1860's, two events had 

taken place that had great influence upon the decline of 

branching in this period. These events were the condi

tions that prevailed during the financing of the Civil War 

by the Confederacy, and the amendment passed in 1865 to 

the National Bank Act of 1863, taxing state bank notes 

which were then essential to the very existence of most 

51 
banks. 

Both the First and Second Banks of the United 

States, established in 1791, and 1816 respectively, had 

C O 
branches for their operations. In this period, it was 

49. Sherman Adams, "The Banking Industry in 
Evolution," Banking (November, 1966), p. 40. 

50. John M. Chapman, op. cit., p. 13. 

51. Ibid., p. 14. 

52. W. Ralph Lamb, op. cit., p. 13. 



hard to control and operate the branches of these banks 

because of the difficulty of sending auditors to their 

locations since the roads and transportation media were 

poor. In spite of this, they played a major role in the 

receiving and transferring of governmental funds from one 

location to another. Both banks failed later on because 

of the opposition raised by state banks and other political 

forces critical of branch banking. They have been criti

cized by these parties on the basis of monopolizing the 

industry. On the other hand, state banks started their 

operations as early as 1792 when the Bank of Richmond was 

chartered and authorized to open branches all over the 

State of Virginia.^3 other states later followed the 

practices of Virginia and established state banks with 

branches. There have been some state branch bank failures 

due to legislative measures detrimental to their basic 

existence; especially in taxing their note issues. The 

motive behind establishing branches in this period was to 

have outlets for the circulation of notes. However, in 

1933, the enactment of the Glass-Steagall bill gave national 

banks the same rights and priviliges given to state banks 

in the states they operate.^ 

53, John M. Chapman, op. cit., p. 96. 

54. Ibid., p. 18. 
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Much of the controversy about branch banking con-

55 
cerns the problem of management. This has been the basic 

issue since this form appeared many years before the Civil 

War. Branches were independent from each other in regard 

to assets and jointly responsible for total liabilities. 

The success of branch banking depends to a large extent 

upon the policies and methods adopted to manage branches 

and the type of management employed. If management is 

overly interested in its own benefits and unaware of the 

types of services its customers require, the business of 

branches will consequently decline. 

Branch banking will be successful and will be 

adopted permanently only if it offers safer, inexpensive 

and more convenient services to its customers and the 

business community than do the unit banks. The basic test 

to determine if this form of banking is successful is to 

determine its ability to provide proper and sufficient 

banking facilities at reasonable cost and in a way that 

meets the needs of its customers. On the other hand, the 

stockholders judge branch banking success by its profit

ability, The intermediate and long-run survival of any 

branch would largely depend on its profitability. Thus, 

branch managers have to be selected carefully. They have 

Ibid., p. 105. 
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to be capable and deeply interested in developing their 

business communities. Unit banks are mainly praised for 

their involvement in helping to solve the problems of the 

community they work in. Branch banks are attacked because 

of appointing managers who are not interested and are 

r f" 

strangers to the community where they are located. They 

do not have the local touch to be interested in solving 

existing and potential problems. To overcome this dif

ficulty, branches are sometimes established through merger 

with other banks that are well known for their community 

services. Another possible alternative is to secure 

qualified managers who -are sincerely interested in the 

development of their communities and can defend their 

interest at the head office. 

Branches are developed by two methods. The first 

is to establish a branch outright in a certain trade area, 

often called "de novo" branches. The second method is to 

arrange a merger with another bank which becomes a new 

outlet or branch to the continuing bank. Locating branches 

in different business areas on a statewide basis would 

diversify the portfolio of the bank and accordingly lower 

the business risk. Unit banks are unable to diversify 

56. John M. Chapman and Ray B. Westerfield, Branch 
Banking (New York: Harper and Brothers, 1942), p. 220. 



as much as branch banks because of their limited trade 

area. Thus, unit banks are more exposed to risk than the 

other form. However, it can survive the competition of 

any branch even of a large bank if it is appropriately 

managed.^ 

Studies in banking concentration revealed that 

branch banking generally allocates a larger proportion of 

58 
its resources to loans than unit banks. Unit banks de

vote most of their funds available for lending to business 

loans while branch banks deviate to retail banking busi-

C Q 
ness. This can be confirmed by the tendency of this rorm 

to have more consumer installment and mortgage loans than 

unit banks.®0 Branch banking is characterized by higher 

service charges on demand deposits and generally higher 

costs than unit banks.®1 Unit banks, on the other hand, 

57. Sherman Adams, op. cit., p. 41. 

58. David A. Alhadeff, Monopoly and Competition 
in Banking (Berkeley: University of California Press, 
1954), p. 24. 

59. Paul M. Horvitz and Bernard Shull, "Impact 
of Branch Banking on Bank Performance," The National 
Banking Review (December, 1964), p. 152. 

60. Irving Schweiger and John S. McGee, "Chicago 
Banking," The Journal of Business (July, 1961), p. 226. 

61. Paul M. Horvitz and Bernard Shull, op. cit., 
p. 178. 
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are reported to have higher ratio of liquid to total assets 

6 o 
than branch banks. * Branch banks are more profitable 

than unit banks since they have higher ratio of loan to 

asset and better loan mix. This has been the case although 

their net income figure is significantly affected by high 

costs. 

Branch banks have been attacked by many bankers 

on the same basis that is used against other forms in the 

banking concentration movement. This form of banking 

would create monopoly in the industry and ultimately the 

total credit of the country would rest in the hands of few 

bankers who -would gear the economy according to their best 

6 3 
interests. The long successful history of branch banking 

and its increasing adoption to serve the financial needs 

of this country provides evidence to negate such opposi

tion. Many bankers believe that unit banks should be pre

served since they helped in the economic development of 

America, and are pioneers. Branch banks are also pioneers, 

as can be seen in "the continuing alertness of bank manage

ment in seeking out new branch locations . . . that . . . 

will be provided earlier than if confined to new independent 

62. Ibid., p. 146. 

63. Charles Wallace Collins, The Branch Bank 
Question (New York: The McMillan Company, 1926), p. 8, 9. 
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64 
banks." Moreover, branches can be established in small 

communities on a small scale and might be operated on a 

part-time basis and at a lower cost to the economy than 

unit banks.®5 

The increasing adoption of branch banking in certain 

states can be noticed through Figure 1. This figure shows 

Thousand Thousand 

35 35 

30 30 

Banking Offices 

25 25 
Branches 

20 20 

15 15 

10 10 
Banks 

1945 50 55 60 65 70 75 

Figure 1. Banks and Banking Offices 

64. Federal Reserve Bank of Chicago, op. cit., 
p. 30. 

65. Ibid., p. 29. 
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that in 1964 the number of branches exceeded the number of 

existing banks. ° It demonstrates appreciable decreases in 

the number of banks and increases in the number of offices. 

The following classification lists states according 

to whether they allow branch banking to operate on a state-

6 7 
wide basis, limited basis, or prohibit any branching: ' 

Statewide Limited Branch 
Branch Banking Banking Unit Banking 

Alaska Alabama Arkansas 

Arizona Georgia Colorado 

California Indiana Floria 

Connecticut Kentucky Illinois 

Delaware Louisiana Iowa 

Hawaii Massachusetts Kansas 

Idaho Michigan Minnesota 

Maine Mississippi Missouri 

Maryland New Jersey Montana 

Nevada New Mexico Nebraska 

North Carolina New York New Hampshire 

Oregon Ohio North Dakota 

66. Sherman Adams, op. cit., p. 40. 

67. Paul M. Horvitz and Bernard Shull, op. cit., 
p. 341. 
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Statewide 
Branch Banking 

Rhode Island 

Limited Branch 
Banking 

Pennsylvania 

South Dakota 

Oklahoma 

Unit Banking 

South Carolina Texas 

Vermont 

Utah 

Virginia 

Tennessee West Virginia 

Wyoming 

Washington Wisconsin 

In summary, branch banking would provide the fol

lowing advantages: convenient location with easy accessi

bility to bank facilities, safer banking system that 

insures greater protection to the depositors, improved 
\ 

mobility of funds from one area to another, lower business 

risk through more diversification, and more uniform in

terest rates in all branches. On the other hand, the 

attack came from the following: tendency toward monopoly, 

shifting of funds and transferring them into the money-

market centers, and a lack of interest in the development 

of the community due to "mismanagement." 

of providing easier transfer of funds from one locality to 

another, and of having larger lending limits available to 

each borrower. In branch banking, funds are quickly trans

ferred from one branch area, where they are least needed, 

to another, where they are most required. Branch banking 

Branch banking has the advantage over group banking 
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is reported to be more economically operated than group 

6 8 
banking and provides more qualified management. 

This chapter concludes the discussion for Part One 

of this study where the backgrounds for managerial ac

counting and the form of banking used have been respectively 

established in Chapters 2 and 3. Part Two will now follow 

beginning with Chapter 4 which deals with setting the ob

jectives of branch banking and delineating the key result 

areas that are to be promoted in order to achieve these 

objectives. In addition, the factors or determinants that 

hinder or facilitate the achievement of these key result 

areas and the over-all-objective of the bank shall be 

appropriately spelled out. 

68. Edward W. Reed, op. cit., p. 8. 
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CHAPTER 4 

MEASURES OF BRANCH BANK SUCCESS: 

KEY RESULT AREAS AND RELATED CAUSATIVE FACTORS 

Any effort expended in managing a branch bank would 

not be complete without having at hand the objective or 

objectives of this endeavor. It is generally recognized 

in practice that great efforts, time, and money will be 

wasted if company goals are not precisely stated. Having 

definite results in mind, management can direct its ac

tivities to determine the courses of action that will 

lead to an effective accomplishment of these objectives. 

In addition, they can be used as criteria to determine 

branch performance: "The most important but least fre

quently used method of measuring a bank's success is to 

compare its result with its clearly defined objectives."^" 

Accordingly, "A well developed set of objectives forces 

managers and employees into a position where they have 

got to be numerically specific about what they intend to 

1. Howard D. Crosse, Management Policies for 
Commercial Banks (Englewood Cliffs, N. J.: Prentice-
Hall, Inc., 1962), p. 50. 

77 
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accomplish. Then their actual accomplishments get measured 

2 
against their intentions." 

Branch bank objectives are usually determined by 

top management. However, they must be communicated to 

branch managers who should be fully aware of what they 

really imply. To encourage branch managers to take ac

tions that are in the best interests of the total bank 

and accordingly achieve goal congruence, top management 

is well advised to consult and discuss the objectives 

with each branch manager. This should be the case in order 

to get their full cooperation and sincere efforts in 

working towards these objectives. 

This chapter aims to identify the objectives of 

a branch bank and then to state and discuss the key factors 

that this writer feels would influence the attainment of 

these objectives. Spelling out the objectives of any 

organization is both a difficult and critical task. Upon 

their proper identification depends the ultimate success 

of the project. A branch, like any other part of a business, 

should have its own objectives, unique to the environment 

in which it strives to achieve them. 

2. George H. Dixon, "An Objective Look at Manage
ment by Objectives," Managerial Planning CJanuary/February, 
1970}, p. 20. 



• Banks have multiple objectives which change with 

the changing business conditions. It is not necessarily 

valid today, with the current economic and political situa 

tion, to have the same objectives that existed twenty or 

more years ago. Ralph C. Davis presents his experience 

with Columbus Bankers where two of them pointed out that 

"the philosophy and conditions of the banking business 

have changed greatly during the period of the existence 

of their banks, with appropriate changes in bank policies 

3 
and practices." Other writers state that changes in 

banking have "been spurred by increased competition from 

other banks and credit organizations, by profit squeeze, 

and by computers and improved analysis methods." Sound 

management should meet this challenge and adapt its ob

jectives and policies to the evolving needs. Accounting 

writers support this notion through advocating that "while 

it is generally recognized that most individuals and 

organizations have a variety of goals and objectives 

arranged in some type of hierarchy, the nature of this 

3, Ralph C. Davis, "Development of a Bank Manage
ment Philosophy," The Bankers Magazine (Winter, 1967), 
p, 60. 

4. Robert R. Blake, Jane S. Mouton, Emmett 
Wallace, "Use of Managerial Grid to Increase Bank Manage
ment Effectiveness," The Bankers Magazine (Summer, 1966), 
p. 9. 
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hierarchy is not known and there is a need for research 

to determine which goals should be pursued by which or

ganization at different times and under different condi

tions."^ The standards have to be realistic and within 

reach through the efforts of the branch manager, because 

there is a great risk of setting objectives that are too 

g 
high or too academic and theoretical. 

The free enterprise tradition of profitability 

continues to be the cornerstone of the long-term success 

of American business. In decades past this was sometimes 

understood to be, literally, "maximum profit" in the short-

term ,sense, and it was thought of as the ultimate objec

tive, over-riding all other concerns of management. As 

the art of management has progressed in its modern complex 

setting, it is widely recognized such a narrow view is 

at best an over-simplification which denies the realities 

of the American business scene. Current thinking in

corporates a broader understanding which continues to 

recognize the underlying requirement of "reasonable profits" 

while at the same time going beyond the interests of the 

stockholders to provide for the needs of the customer, 

5. Norton M. Bedford, "The Nature of Future Ac
counting Theory," The Accounting Review (January, 1967), 
p. 85, 

6, George H, Dixon, op. cit., p, 20. 
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staff, and community. This changed outlook is particularly 

appropriate for an important service industry such as 

banking, where the American Institute of Banking has ad

vocated the need ". . .to provide needed banking services, 

and to earn an appropriate return on the capital invest

ment. This dual purpose is the fundamental justification 

7 
for the existence of a bank . . . ." 

In summary then, the predominant goal of banking 

is the attainment of long-term success through the earning 

of a reasonable rate of return for the investors along 

with satisfactory performance in certain other "key result 

O 
areas." These "key result areas," or complimentary ob

jectives, are: (1) reasonable profits; (2) branch growth; 

(3) customers' satisfaction; (4) community service; and 

(5) staff development. They are highly interrelated and 

it is hard to determine the influence of each of them in

dependently. For instance, the profitability of a branch 

largely depends upon the quality of the services it pro

vides for its customers, and the surrounding community, 

which in turn is related to staff development. Their 

importance varies and accordingly they have a varying 

7. American Institute of Banking, Bank Management 
(New York; American Bankers Association, 1960), p. 1. 

8, Robert N, Anthony, John Dearden, and Richard 
F. Vancil, Management Control Systems (Homewood, Illinois: 
Richard D. Irwin, Inc., 1965), p. 92. 
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influence on success. It should be evident that any 

ranking of these objectives would be a difficult task, 

involving considerable subjective judgment. 

In turn, the "key result areas" are influenced by 

certain factors upon which the attainment of these ob

jectives depends. These factors are the determinants 

of branch success, and their optimum mix will assure easier 

attainment of the key result areas. These factors are the 

branch location, the number and quality of staff in each 

branch, the product mix and characteristics of the branch 

bank accounts, and the organisational aspects of a branch 

bank. The importance of each of these factors in in

fluencing the overall objective or its subordinates differs 

from one branch to another. 

These determinants of branch bank success and their 

influence upon the key result areas are presented in 

Figure 2. In this figure, the focal point represents the 

long-term success objective which a branch can attain 

through realizing "reasonable profits," serving its com

munity, satisfying its customers, achieving growth, and by 

following appropriate managerial policies that motivate 

the employees in the right direction. These latter key 

result areas are represented by the second level of the 

Figure. The third outside level shows the factors or 
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>• 

Reasonable Profits 

H-

H-
Long-Term Success 

Number and Quality of Staff 

Figure 2, Measures of Branch Bank Success 

determinants that exert a positive or negative influence 

upon the key result areas. 

In the following pages, the rationalization behind 

adopting the long-term success objective and its related 

key result areas that help achieve this objective will be 

discussed. After that, the rest of the chapter will deal 
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with the importance of each determinant in promoting these 

key result areas. 

Long-term Success 

The survival of any banking endeavor is more 

critical than the survival of other forms of business 

organizations. The logic behind this view comes from the 

nature of the banking industry. The banking industry dif

fers from other industries in that it is a very sensitive 

one which is built upon the trust and confidence of its 

customers and the community. The strength of a bank and 

its ability to meet its short-and long-term obligations 

are very critical factors in sustaining its unlimited 

life. Many failures in the banking industry could en

danger the economy of the country, and the consequences 

of many banks' failures in the 1920's are still alive in 

the minds of so many Americans. Failures in other indus-
\ 

tries could also endanger the economy, but not as seriously 

as those of banking. Thus, the success of a bank could be 

considered as serving the total economy. 

A complicating factor is that many bankers do not 

have a long-range strategy to meet effectively the competi

tion in their industry. Furthermore, some bankers have no 

long-range objectives nor do they understand the implica

tions of the interrelationship of profitability, customer 
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satisfaction, and growth. The increasing pressures on 

banks' profits, measured as a return on gross income (net 

current operating earnings to total current operating 

revenues), are clearly stated in the banking literature. 

In the postwar period gross revenues of banks 
have kept pace with the economy's overall growth. 
In recent years pressures from rising costs have 
intensified and it has become more difficult to 
carry gross earnings to net profits. 

It is more appropriately stated: 

The ratio of member banks (total expenses divided 
by total revenue) has increased from 60.7 percent 
in 1952 to 71.8 percent in 1964—thus, an expansion 
in expenses, rather than a reduction in revenue, 
accounts for the relatively lackluster performance 
of bank profits in recent years.H 

These findings are substantiated by relevant income ratios 

for insured commercial banks that are presented in Table 1. 

Accordingly, in order to achieve the long-term 

success objective under above constraints, meeting the 

strong competition and staying profitable should be a 

9, Michael F. Wiley, "The Automated Management 
System Can It Be Justified?" The Magazine of Bank Ad
ministration (October, 1969), p. 15. 

10, Helene Duffy, "Factors of Bank Profitability," 
Banking (January, 1965), p. 87. 

11. Don L. Woodland, "Diagnosing the Deterioration 
of Bank Profits," The Bankers Magazine (Spring, 1966), 
p. 39. 



Table 1. Ratios of Income—Insured Commercial Banks. (Amounts per $100 of 
current operating revenue) 

Year 1963 1964 1965 1966 1967 1968 1969 

Current Operating 
Revenue-Total 

Payroll 
$100 
28.19 

$100 
27.17 

$100 
25.96 

$100 
24.06 

$100 
23.90 

$100 
22.99 

$100 
22.01 

Current Operating 
Expense-Total 71.91 72.53 74.25 74.64 76.00 75.96 78.15 

Net Current Operating 
Earnings 28.09 27.47 25.75 25.36 24.00 24.04 21.85 

Source: Federal Deposit Insurance Corporation Annual Reports, Washington, D.C. 
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major concern of branch bank management and other interested 

parties in the bank's operation. That is because profit

ability is a requisite to the success of the bank. 

One more reason for the adoption of the long-term 

success objective is that of its universality; it satis

fies the needs and expectations of each interested party. 

The stockholders are interested in a satisfactory return 

on their investment and in preserving at least their 

original capital. The branch bank should contribute to 

the profitability of the total bank in order to serve the 

interest of this group whose support is so very necessary. 

This objective would also serve the branch customers be

cause the liquidation of the branch will preclude the 

customer from enjoying 'the convenient location and services. 

The failure of a branch bank might result in the customer 

losing part of his deposit or available credit, especially 

if the branch failure is one step of a series of liquida

tions of other branches in the same bank. Ultimately, the 

failure and liquidation of the branch will hurt his interest 

directly or indirectly. The community surrounding the 

branch is also served since the liquidation of the branch 

means less development in the community and the loss of 

the programs that the branch usually has for developing its 

community. Its liquidation also means the waste and mis-

allocation of the scarce resources that have been in the 



hands of the community members. In addition, the counseling 

and guidance in financial matters that a branch usually 

provides to its community would consequently be lost. 

Key Result Areas 

Up to this point, statements have been presented 

that show the pervasive interrelationship of profitability 

and the other subsidiary objectives in the long-term 

success of a bank. 

Figure 3 demonstrates how banks can achieve their 

objectives through working towards realizing reasonable 

profits and other key result areas. Any branch that fails 

to promote any one of these areas will weaken its position 

in the market and will endanger its existence. This figure 

shows that the key result areas are pouring into long-run 

success and nourishing it. 

Each of the key result areas will be briefly dis

cussed in the following paragraphs. A certain criterion 

is used to determine if an area is a key result area. This 

criterion is to test the effect of the continued failure 

in promoting the area upon the achievement of the banks1 

objective. If its failure will be detrimental, then it 

is a key result area. 
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Reasonable 
Profit 

Growth Community 
Service 

Customer's 
Satisfaction 

Staff 
Development 

Long-run Success 

Figure 3. The Overall Objective of Branch Banks 
and its Fundamental Key Result Areas 

Profit as a Key Result Area 

The profit objective has been dominant in the free 

enterprise system for a long period of time, Robert E. 

Reuter contends that other objectives are very important 

12 
for realizing profit which is the primary one. In fact, 

all of them, particularly profit, are quite important and 

highly interrelated in the overall objective of long-run 

success. On the other hand, the profit objective is 

12. Robert E. Reuter, "Can Banks Plan for Long 
Range Profits," Management Planning (July/August, 1970), 
p. 17. 
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quantifiable in dollars and is probably the most objec

tively measured goal. Furthermore, under the conditions 

of the free enterprise system where fair competition pre

vails, a profit orientation of businesses is a constructive 

policy. In such a system, profits provide "incentive" to 

13 
work harder and supply "funds for investment." As a 

consequence, it is used in this system as a measure of 

success. It also implies long-term success, since a con

sistently unprofitable organization would not survive over 

an extended period of time.*'* 

Profits, then, are needed to pay dividends to 

stockholders and to finance the branch bank's expansion 

policy. Depositors would benefit from the profitability 

of banks "since it contributes to the soundness and safety 

of a branch by placing it in a position to build up re

serves, to introduce new services, and to meet its liabili

ties quickly and efficiently."*^ 

Realizing profit is not an easy task for branch 

banks to accomplish with the existing competition in the 

13. Leonard J. Konopa, "Is Profit a Dirty Word?" 
Banking (April, 1964), p. 114. 

14. Ibid., p. 112. 

15. Edward W. Reed, "What's Happening to Profits 
in Small Banks," The Bankers Magazine (Winter, 1967), 
p. 90. 
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industry. There are also other constraints besides com

petition, for example, government regulations and sometimes, 

the lack of management skills. A branch bank should main

tain a reasonable profit through striving to keep its share 

of the market, or even increasing this share, at an ap

propriate cost. 

Many people have a misconception concerning the 

profitability of banks. They have the notion that profits 

and interest rates are highly related. In other words, 

banks would have high earnings in periods of high interest 

rates, and the opposite condition when interest rates are 

low. In fact, there is no simple correlation between the 

level of interest and a bank's income.^ Bank profits 

depend upon a host of factors, including the volume of 

credit and earning asset composition, the cost of services 

17 offered, and other non-operating earnings. Some bankers 

classify the factors behind profits into those controllable 

by management and those outside its control. The con

trollable factors consist of product mix, salary and wage 

costs, service charges, and cost of time deposit. Outside 

factors that are uncontrollable by management are the state 

of the economy, the prevailing monetary policy, and the 

16. Helene Duffy, op. cit., p. 34. 

17. Ibid. 



92 

18 
local economic conditions. To achieve reasonable 

profitability while operating within the confines of gen

erally accepted bank procedures, management can expand 

its total deposit, reduce the ratio of capital to total 

deposit, reduce the ratio of capital to total assets, 

effectively utilize its staff, and control the costs of 

loans and operations. Thus, profits can be maintained 

through utilizing managerial accounting concepts to help 

1Q 
control such variables as volume, mix, cost and price. 

More specifically, the change in interest rates has 

its influence on profit through affecting the demand and 

supply in the money market. Banking data suggest that 

during periods of tight money, earnings increase with 

the higher interest rates, but this is offset by losses 

on investments sold to raise money for meeting their loan 

demands as well as additions to their reserves. This 

would not happen if banks are closely following sound 

banking policies. These policies call for maintaining 

20 
the average maturity of their portfolio. This can be 

18. John T, Masten, "The Determinants of Bank In
come and Profit," The Bankers Magazine (Spring, 1964), p. 67. 

19. James S. Whitcomb, "Price, Volume, Mix, Cost: 
Which is Sapping Your Profit?" Business Management (June, 
1964), p. 67, 

20. Ronald I. Robinson, The Management of Bank 
Funds (New York: McGraw-Hill Book Company, Inc., 1951), 
p. 338, 
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achieved through proportionately disposing of amounts "from 

21 all maturity segments of the portfolio." If banks sell 

investments with short-run maturities, this will only 

produce insignificant capital losses and increase the 

2 2 average maturing of the remaining part of the portfolio. 

On the other hand, the selling of securities with long-

term maturities will result in shortening the average 

maturity of the portfolio and thus increase the banks' 

liquidity, but it usually results in substantial capital 

losses and in weakening the earnings position of these 

banks. 

However, many .bankers feel that if the monetary 

"policy remains tight, major banks will have a difficult 

23 
time registering earnings gams, " Thus, it can be de

duced that there is little correlation between profit 

amount and the interest rate level. 

A feature limited to branch banking is the capacity 

to maintain branches for the primary purpose of generating 

deposits for the home office. That is, branch banking is 

particularly suited to transferring funds from areas of 

21, Ibid. 

22, Ibid.t p. 72. 

23, R, Gerald Fox, "Bank Earnings: Review and 
Prereview," The Magazine of Bank Administration (Februarv, 
1970), p. 29. 



net savings to areas of net spending. In these cases, 

their excess funds are usually transferred to the main 

office which in turn channels them into loans and invest

ments. Thus, the branch will show a loss unless manage

ment gives it credit for the money transferred to the 

system. A discussion of the appropriate transfer prices 

that are to be used in such a case will be presented in 

future chapters. 

"Reasonable profit" must be considered as a key 

result area in the attainment of long-term success. Thus, 

the profit motive should not be ignored since "An unprofit 

able bank is an unhealthy bank and cannot survive. Upon 

its demise, the owners will in all probability suffer from 

the liquidation; some customers will be distressed by the 

severing of the relationship? and the economy of the area 

24 
will be depressed." The profit motive is, consequently, 

an essential incentive for entreprenuers, and critically 

related to the other key result areas. 

The Branch Growth as a Key 
Result Area 

The growth of a branch bank is essential for its 

long-run success. David H. Li discusses survival and 

24, American Institute of Banking, op. cit., 
p, 2, 
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growth as if they are one objective. This is implied when 

he points out the objective of a corporation after its in

ception, He states that "after its inception, the main 

25 
objective was to survive, to grow." To this writer, the 

growth of a branch is a subordinate but none the less key 

result area. A branch should grow steadily as its community 

grows in order to meet its new and changing demands. The 

branch which deserves to survive and stay in business is 

the one which can meet these increasing demands. 

Operating efficiently and risk-taking are both re

lated to size. Banking, as the manufacturing industries, 

is characterized by "economies of scale," Better utiliza

tion of occupancy costs can result from an increased volume 

of business at a particular branch banking site. Since 

banking is characterized as labor-intensive, to increase 

the productivity through labor specialization has to be 

emphasized throughout the total bank operations. Further

more, conducting business on a small scale would result in 

increasing risk, The expansion in the scale of operations, 

both by growth in number and size of branches, usually 

results in a greater degree of portfolio diversification, 

and hence reduces uncertainty with respect to losses. 

25. David H. Li, "The Nature of Corporate Residual 
Equity Under the Entity Concept," The Accounting Review 
(April, 1960), p. 258-263, 
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One question that still needs to be answered here 

is how to measure size. Different approaches have been 

followed by different writers. Size can be measured either 

through the total output which consists of the number of 

accounts (such as the number of time or demand deposits), 

or through the total of bank assets. George J. Benston 

recommends using the number of accounts as an indicator of 

output, and suggests that the use of the dollar amount 

might be distorting since confusion would arise between 

economies of scale due to processing large accounts with 

2 6 
that of economies due to more efficient operations. 

Lyle E, Gramely, on the other hand, measures the size of 

a bank by its total assets.2^ He contends that the use of 

the bank's output is only appropriate to measure a bank's 

social efficiency, and to do even this much weights have 

28 
to be assigned to the types of output the bank provides. 

Implied in the social efficiency is the efficiency of the 

banking system, but we are concerned here with the ef

ficiency of an individual branch. Because it is difficult 

26. George J. Benston, "Economies of Scale and 
Marginal Costs in Banking Operations," The National Banking 
Review (June, 1965), p. 509. 

27. Lyle E, Gramely, A Study of Scale Economies in 
Banking (Kansas City: Federal Reserve Bank of Kansas City, 
1962), p. 4. 

28. Ibid., p. 3. 
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to determine what constitutes the output of a bank, and 

what weights to assign to its various dimensions, the 

total assets approach for measuring the size of a bank is 

a more appropriate one for the purposes of this study. Thus 

when we speak about the growth of a branch bank, it is in

tended to mean the growth in the total assets of that branch 

The increase in the assets would come through increasing the 

amounts of loans and investments, and at the same time in

creasing the amounts of deposits on the liability side 

since they are fund providing functions. 

In short, the growth of a branch, as well as an 

increase in the number of branches, will increase operating 

efficiency, increase opportunities for attainment of the 

multiple objectives and ultimately serves the entire bank. 

This is because "with the account characteristics, wage 

rates, and number of branches held constant, large banks 

29 
charged slightly lower net service fees" than small 

banks, The growth of a bank through the increase in its 

assets is survival of the fittest. 

29. Fredrick W. Bell and Neil B. Murphy, Econo
mies of Scale in Commercial Banking (Boston, Massachusetts: 
Federal Reserve Bank of Boston, 1968), p. 23. 
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Customers' Satisfaction as a 
Key Result Area 

All activities of a branch bank should be focused 

on its existing and prospective customers. Any branch 

bank that fails to provide the kinds of services that ful

fill the needs and satisfy the wants of its customers has 

lost a very basic reason for its existence. In other words, 

it will not long survive in a competitive environment. 

Thus, whether a branch bank is going to succeed or fail in 

its trade area is determined to a large extent by how well 

the needs of its customers have been understood and satis

fied. Accordingly, before a branch manager adopts certain 

marketing strategies, customers' traits or characteristics 

that help target market segmentation must be fully studied 

and understood. It is also very important that the branch 

manager be aware of and recognize the basic interests of 

his customers. 

Sound marketing strategies for the branch should 

be based on a knowledge of the customer's motivation and 

upon his behavioral patterns. Usually, the customer behaves 

in a certain way that will permit him to satisfy his needs. 

His satisfaction would come through achieving a state of 

equilibrium between the branch's service costs and con

venience costs. The service costs can be defined as the 

monetary price that the customer pays the branch bank to 



benefit from its services. The convenience costs are 

those incurred through the time spent at the branch, 

physical and nervous energy, and money spent to overcome 

the friction of space and time. 

The branch usually has a direct relation with its 

customers. The soundness of the branch policies is of 

great importance to the customer who has entrusted it with 

most of his savings and available funds. When a branch 

bank "took on the function of holding his customers' money 

for safekeeping, he found that his successful continuation 

in business was dependent on the confidence he instilled 

in his customers that their money would be returned. 

Thus, the customer is very interested in the safety and 

liquidity of his deposits, the convenience, and the charges 

he has to pay for the branch bank in return for its 

services. A branch bank is on the dangerous ground when 

it obtains "higher earnings at the expense of safety, for 

the continued and profitable existence of a bank is de

pendent upon public and customer confidence and accep-

31 
tance." Any branch bank that takes advantage of unusual 

circumstances, such as the absence of competition, to charge 

30, Robert Lindquist, The Bank and Its Publics 
(New York: Harper and Brothers, 1956), p. 1. 

31, American Institute of Banking, op. cit., p. 7. 
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its customers more, or to lower the quality of its services 

32 
invxtes competitxon to its trade area. 

Customer satisfaction is sometimes considered as 

the primary objective of a branch bank. It is to its 

customer "a bank owes its obligation,Davis, however, 

considers the economic values that would satisfy the needs 

and wants of the bank's customers as being only a collateral 

objective.This writer feels that customers' satisfaction 

is not the primary objective, and that there are other 

equally important objectives that are needed to be promoted 

in order to achieve the basic objective of long-term suc

cess, and customers' satisfaction is one of them. 

The Community Service as a 
Key Result Area 

The progress of a branch bank and its growth is 

directly related to the development of its surrounding 

community. Its ultimate success is partially a function 

of its involvement in serving the community from which it 

draws this success. The first and most important service 

a branch can offer to its community is to provide safe 

places for its deposited funds and to use these funds in 

32« Ibid. 

33, Robert Lindquist, op. cit., p, 61, 

34, Ralph C. Davis, op, cit,, p. 57, 
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a way that will best serve the needs of the community. 

The branch has the obligation to allocate its available 

funds for lending equitably among the different members 

of the community and according to sound banking policies 

that will at the same time realize reasonable profit. It 

must also participate in the civic activities of the com

munity, especially those of the charitable organizations 

that exist in its trade area. Furthermore, the branch bank 

has the responsibility of educating members of the com

munity to aid them in their financial problems. The 

education usually aims to increase their knowledge of 

business and economics. 

The branch can also adopt projects that would 

benefit the community and ultimately help the branch it

self. A branch bank can be very effective in aiding the 

O C 
community in diversifying its products. If its com

munity is an agricultural one and depends on one crop, the 

branch can promote projects that will diversify the crops. 

It can do the same thing in industrial communities. Ac

cordingly, if one product or crop suffers from economic 

strains in one year, the community and the branch would 

continue in spite of the loss. 

35, Robert Lindquist, op. cit., p. 101-103. 
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The relation between the community service and the 

achievement of long-run success is direct but with a sub

stantial lag. Therefore, it is hard to conceive of by 

bankers, especially with existing pressures on the banks' 

profit. Because of this indirect relation and the pres

sures on profits, a banker sometimes limits "spending dollars 

on public relations where he cannot accurately calculate 

either the return on investment or the risk he assumes in 

36 
making it." The obligation of the branch towards its 

customers is at least as great as towards its community, 

because of its face-to-face relations with the customers, 

and their direct effect on achieving profitability and 

ultimate success, Nonetheless, community service is an 

implicit key result area for the primary objective of 

long-run success. 

Staff Development as a Key 
Result Area 

As has been mentioned before, the banking industry 

is characterized as being labor-intensive. The labor cost 

usually runs from 20 to 30 percent of gross operating 

revenues, as can be seen in Table 1, In fact, the human 

element is the most important and essential ingredient of 

36, Theron L, Marsh, "What to Emphasize in Public 
Relations," in American Banking Association (ed.), Present 
Day Banking (New York: American Banking Association, 1951), 
p. 287. 
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the bank. It is an important asset that does not appear 

on the bank's balance sheet,37 To a great extent, the 

efficiency of the employees can determine the effective

ness of the bank or its branches, for by "its actions and 

attitudes, the staff of a bank determines, to a large 

38 
degree, the success of the institution." The productivity 

of labor is very important, and can be increased through an 

organized effort by its management to develop personnel, 

increase morale, and satisfy wants. 

The importance of the human factor has been in 

part recognized by business management because of: (1) the 

emergence of labor unions which usually exert pressures 

upon business to increase wages and improve the working 

conditions; (2) the government enforces minimum wage laws 

and investigates the working conditions; and (3) the in

creasing understanding by management that an effective 

utilization of labor hours is conducive to realizing 

37. Robert M. Lyon, "Effective Bank Public Rela
tions," in American Banking Association (ed.), Present 
Day Banking (New York: American Banking Association, 
1951), p. 272. 

38. Madison D. McKee, "Selection and Placement 
of Bank Personnel," in American Banking Association (ed.), 
Present Day Banking (New York: American Banking Associa
tion, 1957), p. 281. 
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3Q 
reasonable profit. As an indicator of this awareness, 

Matthew Goodfellow notes that "the increase in morale 

problems among bank employees is resulting in a growing 

tendency among such office workers to view unionization as 

a solution to problems which they feel exist and with 

40 
which they feel unable to cope." This has been the 

product of unsatisfactory working conditions, incapable 

supervision with unequal treatment for all employees, and 

41 
poor employer-employee communications. He states that 

this decline in morale among the bank's employees is a 

result of their beliefs that management does not care about 

-them and more dangerously, about the customers.^ 

Thus, staff development and morale is an important 

key result area for the accomplishment of the branch bank's 

objectives. If the bank has a good system which trains 

and prepares its employees for higher positions, the branch 

A O 

bank will function effectively. The "attention to 

39, Edwin Flippo, Management: A Behavioral 
Approach (Boston, Mass.: Allyn and Bacon, Inc., 1966), 
p. 167-169. 

40, Matthew Goodfellow, "The Morale Problems of 
Banks—An Invitation to Unions," The Magazine of Bank 
Administration (October, 1968), p. 10. 

41, Ibid., p. 13. 

42, Ibid. 

43, Robert Neal, "The Value of Manpower Planning," 
The Magazine of Bank Administration (June, 1970), p. 40. 



105 

younger bank officers, with increased option for self 

development, leads to a high retention rate and increased 

44 
efficiency; hence increased potential worth to the bank." 

A well-trained, loyal, and competent force work requires 

45 
good morale. The importance of the personnel morale for 

the achievement of the branch objective is obvious when it 

is understood as "a mental condition of the individuals 

and groups in an organization which induces them to sub

ordinate their personal interests reasonably, willingly, 

but temporarily, to the accomplishment of the organiza

tion's mission, The organization can improve its 

employees morale and accomplish its mission if it produces 

a sound management policy which is known and well under

stood by those individuals who execute it. 

Finally, branch managers themselves should under

stand that manpower planning is as important as planning 

for facilities, markets, and financial resources. It 

should be clear to every manager that an important part of 

his job "is to help his subordinates grow. This account

ability should be spelled out, and each manager should be 

44. Ibid., p. 41, 

45. Ralph C, Davis, op. cit., p, 61. 

46. Ibid., p. 64. 
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evaluated on how well he fulfills it."^ Any bank that 

"hopes to survive and grow must begin to devote the same 

degree of attention to managing its human resources that 

48 
it gives to management of its financial resources." 

Banking studies concerning the opinions of bank 

employees have concluded that poor supervision is one of 

49 
their major complaints. Accordingly, the branch personnel 

should receive adequate attention and supervision, with 

frequent meetings to be held with them to discuss their 

subjects of interest,^0 This and other approaches can 

result in overcoming problems of morale and ultimately 

increase the chances of long-run success. 

Determinants of a Branch Bank Success 

In the previous pages, it has been established that 

the primary objective of a branch bank is to have successful 

operations in the long run. Five key result areas have been 

introduced, where failure in any one of them will reduce or 

hinder its long-term success, and more seriously, might 

47, Danial M. Glasner, "Development of Bank 
Managers," Bankers Monthly Magazine (July, 1969), p. 36. 

48. Ibid., p. 50. 

49, American Institute of Banking, op. cit., p. 11. 

50. Alfred F. Goodman, "A Pathway to Profits," 
Banking (July, 1962), p. 52. 
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result in its liquidation. In other words, the success of 

the branch depends upon its effectiveness in promoting 

each one of these key result areas. The ability of the 

branch manager to succeed in promoting these areas largely 

depends upon certain determinants or factors. These de

terminants are: (1) the location of the branch; (2) char

acteristics of its accounts; (3) quality and number of 

staff; and (4) the organizational aspect of a branch bank. 

Some of these determinants can be influenced to a great 

extent by the branch bank manager such as the number and 

quality of his staff. Factors that are beyond his influence 

are the location of the branch, and the organizational 

aspect of a branch. The relative importance of each of 

these factors differs from one branch to another, and it 

is very appropriate when measuring the performance of a 

branch manager to take into consideration the uniqueness 

of the circumstances under which he is working. The fol

lowing pages will discuss each of these determinants of 

a branch bank success, and how they help to promote the 

key result areas and achieve long-term success. 

The Location of a Branch Bank 

The location of a branch bank plays a major role 

in aiding the branch manager to achieve his ultimate ob

jectives. The importance of branch location and its trade 

area for the performance of a branch bank has been 
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recognized by many bankers. It has become clear for them 

that ". , . the problem of delineating banking markets is 

basic to all questions of banking structure, performance 

51 
and competition." The branch location is the most im

portant factor behind attracting additional deposits. 

"Many factors are involved in attracting and keeping de

posits, but most analyses include that the most important 

single factor is the number and location of banking offices. 

Consequently, the number and location of branches is of 

52 
prime importance to the net profit of a bank." "Reason

able profits" require attraction of enough deposits to meet 

good loan demands. As noted earlier, a branch bank is 

considered a primary source of funds for the whole bank. 

The location of a branch bank has a great impact upon 

promoting and achieving these key result areas. One branch 

might be blessed with a trade area which is under-banked 

and has good current and future potentials. This branch 

has more opportunity to realize reasonable profit, achieve 

growth, and serve its customers and the community than a 

branch which does not have such a location. 

51, Federal Reserve Bank of Chicago, Bank Struc
ture and Competition (Chicago, 1967), p. 14. 

52. L. A. Sims, "Location Elements for a Profit
able Branch Operation," in Western Corporation (ed.), New 
Branch Location Specialists Meeting (California: Western 
Corporation, 1963), p. 43. 
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A branch is considered to have a good location if 

it has a trade area which is developing, has a convenient 

access to traffic, and has a goodly number of people who 

have high discretionary incomes. A good branch location 

also has prospective commercial development. In order to 

determine the future commercial development of a certain 

location, its present and prospective zoning conditions 

should be investigated.^ xt is difficult to find all of 

these characteristics in a single location. A branch bank 

should not be located in a trade area which is already 

over-banked. In addition, a bad branch location is 

characterized by being a one industry area, not having 

adequate zoning restrictions, having freeways with dif

ficult access to the branch, existing natural barriers. 

In choosing among alternative locations, an analysis 

of the deposit potential of each proposed trade area should 

be determined as well as the anticipated level of activity. 

The "per capita approach" in estimating the deposit po

tential of a branch bank is recommended here. This approach 

measures the amount of deposits per person which is arrived 

at by dividing total population into total bank deposits.^ 

53, Ibid., p. 48. 

54, R, W, Schenkenberger, "The Measurement of De
posit Potential for New Branch Offices," in United California 
Bank (ed.), Aspects of Developing New Branch Office Loca
tions (California: United California Bank, 1964), p. 1, 
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Per Capita Deposits = Total Bank Deposits55. 
Total Population 

Furthermore, "selecting the best possible location for a new 

bank is of paramount importance for future earnings de

posits , , , „ The time and effort expended in conducting 

a thorough analysis to select the best possible location 

56 
will repay dividends in future years." Thus, there should 

be careful studies which show the future potential of each 

trade area and then determine if there is a real need for 

it. 

The new branches typically lose money in the first 

two years, but in the long run they are expected to produce 

profits since a bank pioneers a certain location because 

of its anticipated potentials. A bank should pioneer in 

order to pre-empt competitive institutions in those in

stances where the area is expected to develop into a 

profitable trade area within the next several years. 

Every branch usually has a trade area with certain 

boundaries, Each trade area has potential customers which 

consist of (1) persons who reside within the boundaries of 

the area and (2) persons who are employed in business 

55. Ibid. 

56. American Bankers Association, A Guide to 
Selecting Bank Location: Marketing Research a Profit 
Building Tool (New York: American Bankers Association, 
1963) , p. 11. 
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57 
within the area but reside outside it. Usually, the trade 

area of a branch bank is different from that of nearby 

businesses; for example, it is customarily smaller in size 

than that of a restaurant or a gas station. The incre

mental additions of people to be served by a branch de

creases as one moves progressively "beyond a half-mile 

CO 
radius." ° In fact, the radius of the branch trade area 

is significantly affected by the number of bank offices 

existing in the same or nearby trading areas. It is also 

affected by the convenience of the location such as its 

accessability from a highway, by the driving time, which is 

in turn affected by the density of population and the volume 

of traffic passing by the trade area. 

Every branch has both a primary and a secondary 

trade area. The primary trade area is defined as "that 

area from which 70 percent of the total deposits of the 

proposed new office will be drawn,The bank should 

study the habits of the prospective customers and their 

levels of income, for these studies can help the bank to 

determine if there is a need for a branch and the require

ments of such localities, "Most bank supervisory 

57, Lewis G. Prichard, "Determination of a Trade 
Area," in Western Corporation (ed,), New Branch Location 
Specialists Meeting (California: Western Corporation, 
1963), p, 11, 

58, Ibid. 

. 59, R, W, Schenkenberger, op, cit,, p, 3, 
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authorities consider the promotion of public convenience 

and advantage to be a most essential factor in granting 

permission for the establishment of a branch office."^® 

A branch bank should not be located in a certain area only 

for the sake of competition and prestige. 

Different locations have varying deposit and loan 

possibilities. The potential of the branch depends upon 

the age, income, occupation and family size of those who 

reside and who work in the trade area.®1 A branch which is 

located in an area with mostly young married families and 

no industries or major businesses is expected to have a 

high ratio of installment loans and low balances and small 

number of saving accounts. Another branch which is lo

cated in an area with diversified industries and businesses 

and families having ages in the forties is expected to have 

low ratio of installment loans to total number of loans 

outstanding, high deposits balances, and also high ratio of 

commercial loans. Thus, the business potential of a 

certain branch is a function of the characteristics of its 

60. Thomas M. Ainslie, "Selecting an Urban Branch 
Location," in American Bankers Association (ed.), Present 
Day Banking (New York: American Bankers Association, 
1953), p. 4. 

61. Ibid., p. 31. 
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6 p 
trade area. The amount and number of loans and deposits 

a branch attracts from its trade area are usually the most 

important factors and criteria for choosing among alterna

tive branch sites. 

The location of a branch also affects its staff 

requirements. A branch which is located in an industrial 

area with an unequal flow of traffic, due to sharp increases 

in traffic on paydays, will need more tellers than a branch 

located in a commercial or residential area with equal flow 

of traffic.63 

The Quality and Number of 
Branch Staff 

The costs of labor in the banking industry, "about 

6 4 
60 percent of total non-interest-related expenses," call 

for branch management to pay close attention to branch 

staffing. The quality and number of branch employees 

(every person who works in the branch) affect the produc

tivity of its labor and determine its efficiency. 

62. James E. Littlefield, "On the Art of Locating 
New Banks," Bankers Magazine (Autumn, 1968), p. 96. 

63. John H, Perry, "Equipping and Staffing a New 
Branch Office," in American Bankers Association (ed.), 
Present Day Banking (New York: American Bankers Associa
tion, 1956), p, 12. 

64. Don L. Woodland, op, cit,, p, 40, 
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The responsibility of creating a good atmosphere 

for the customer rests upon the branch staff. In fact, 

the staff members who have direct contacts with customers 

are salesmen of the bank's credit and services and should 

know how to approach their customers and be of service to 

them. An employee who understands his customers' behavior 

can create a friendly and cordial relation with the bank's 

public. An understanding and knowledge of the products 

and services a branch bank produces is also required. The 

staff of a branch, especially the manager and other branch 

officers, should all be well trained and experienced in 

their branch activities. Accordingly, employee's training 

and education is very important for building good public 

relations and for offering good services. For example: 

customers usually have constraints on their time. The 

time problem can be alleviated in part by a convenient 

location with easy access to this location. In an im

portant way the time element can also be satisfied within 

the branch walls when the customer is served as quickly 

as possible without impairing the quality of the service 

offered. This can only be accomplished by a well-trained, 

experienced, and competent staff. 

The quality of staff is very difficult to maintain 

at a uniform level among all branches. A certain branch 

manager might be able to recruit more competent employees 
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while other managers might not be as fortunate. The labor 

productivity index of the first branch will be higher than 

that of the second. Therefore, the branch manager should, 

where possible, be responsible for and have the authority 

to select and train his staff. This is not to negate his 

responsibility for loose supervision and mismanagement. 

The most important man in the branch is the manager, 

who should be highly qualified and experienced in order to 

be able to guide his branch operations toward success. He 

is under pressures from a variety of sources, and is ex

pected to be "credit expert, internal operation 'hawkshaw,' 

personnel management genius, big man at the clubs and in 

charities, acquaintance of everyone in town, etc."^ The 

bank which does not appoint strong branch managers would 

seem to be asking for trouble, particularly in the next 

several years. 

It is very important to have the right number of 

employees, since understaffing or overstaffing would hurt 

the objectives of the branch. An understaffed branch would 

hurt the branch through making it fall short of satisfying 

the needs and wants of the customers. The savings of wages 

from being understaffed would be offset by the loss of 

65, Charles H. Labbe, "Organization in Branch 
Banking," in American Bankers Association (ed.), Present 
Day Banking (New York: American Bankers Association, 
1956), p. 164, 
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deposits and other accounts due to the poor service the 

customer will receive. On the other hand, overstaffing 

means more expenses to the branch and low productivity of 

labor which would hurt the performance. Work measurement 

techniques should be used to determine the number of people 

needed per branch in relation to its deposit potential. For 

example, if we know how many employees are needed for a 

million dollars of deposits it is possible to determine 

the number of branch staff to process the amount of the 

deposit potential. 

It is important to distinguish between permanent 

staff and part-time staff, A branch should be staffed 

with permanent staff according to the minimum amount of 

work the branch expects to have and not the maximum. 

On peak days, temporary help can be hired which could 

result in substantial savings in labor costs to the branch. 

In summary, both the quality and the number of the 

branch staff is a basic branch determinant which plays a 

major role in aiding or deterring the achievement of the 

branch bank objectives. 

66, Richard F. Perdunn, "A New Formula for Con
trolling Personnel Costs," Business Management (September, 
1964), p, 87. 
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The Product Mix and Accounts' 
Characteristics of a Branch Bank 

The optimum product mix of the branch bank and the 

characteristics of its account are very important de

terminants of a branch bank success, and play an essential 

role in achieving "reasonable profits" that are needed to 

justify its survival. By product mix is meant the optimum 

combination in dollar amounts of the fund using and fund 

providing functions. The optimum distribution of funds 

between demand deposits, time deposits, and net capital 

funds, which constitute the fund-providing functions, 

would enhance profitability. The same thing can be said 

about the fund-using functions such as commercial and in

stallment loans. The product mix is important since some 

functions are more profitable than others. The product mix 

in the fund-providing functions has recently been greatly 

affected by regulation Q which permitted the payment of 

higher interest rates on time deposits. As a result, time 

deposits are growing at a historically high rate, creating 

greater expense ratios. On the other hand, in the fund-

using functions, installment loans gross a higher yield 

than do commercial loans. However, the expense of managing 

a portfolio of installment loans is also high, so that the 

net yield will not necessarily be significantly higher than 

on a portfolio of commercial loans. Since a branch should 
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have both time deposits and commercial loans to serve its 

customers, a branch manager should strive to have an op

timum allocation of his resources. For example, note 

such determinants as (1) . . earnings have been as

sisted by the shifting 'product mix' from low yielding 

assets to higher yielding loans and investments. But the 

6 7 
cost of handling these assets has increased too." 

(2) . revenue may be enhanced by increasing earning 

assets in relation to total assets, shifting the composi

tion of loan and investment portfolios, and by levying 

greater fees and charges.This determinant is in turn 

.partly controlled by "the changing pattern of demand from 

traditional borrowers."^ Many corporations became less 

dependent on outside financing because of their heavy in

ternal cash flow due to governmental regulations allowing 

higher percentages of depreciation. Installment loans are 

increasing in importance accordingly. 

Beside the product mix, characteristics of each 

specific branch account play a major role in its performance 

and success. Three characteristics of major importance in 

67, Helene Duffy, op. cit., p. 35. 

68, Don L. Woodland, op. cit., p. 39. 

69, Helene Duffy, op. cit., p, 35. 
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determining the profitability of that account are the ac

count size, activity, and mortality. 

If we consider, for example, the importance of these 

characteristics to the revenues and expenses related to 

time deposits accounts, it is possible to see how each one 

would affect the net operating income of this fund-providing 

function through improving the quality of its passbook and 

certificates of deposit accounts. Profitability is closely 

related to the average size of accounts since revenues are 

proportional to the amount of deposits, while some expenses 

are not. Interest costs on time deposits are proportionate 

to the amount of deposit, but the transaction activity and 

account opening expenses and maintenance costs are not. 

Increasing the size of average deposit in a branch bank 

will enable it to achieve some kind of economies of scale 

in their operations of this function, because the joint 

costs per $100 of time deposits will be lower with larger 

deposit accounts averages. Allan R. Dreblin's findings 

support large deposit account sizes for more profitable 

functioning in this area, and indicate that the larger the 

account the smaller the activity in it, and the longer life 

70 
it would have. "In general, a bank's profitability will 

70. Allan R. Dreblin, "Savings Accounts and Com
mercial Bank Earnings," in Paul F. Jessup (ed.), Innova
tion in Bank Management (New York: Holt, Rinehart and 
Winston, Inc., 1969), p. 260-262. 
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be enhanced by plans that tend to increase average account 

balances, to decrease transactions and to lengthen account 

life, provided these do not have a detrimental effect on 

the other departments of the bank."^ The service charges 

on withdrawals are often used to lessen the number of 

transactions in the account, and higher interest rates on 

time deposits would also encourage larger balances and 

longer lives, The branch managers individually have little 

effect upon the size of the account, the number of account 

transactions, and the mortality of the account, since the 

tools to determine and manipulate these are planned and 

inaugerated by the top management. All the branch manager 

can do then is to encourage the customers (by an education 

process) to have higher account averages, longer account 

lives, and less transactions per account. 

The Organizational Aspects of a 
Branch Bank 

The branch bank's success depends to a great extent 

upon how well top management plans and controls the opera

tions of the various branches. The impact of the methods 

used to plan and control the branches should be studied and 

implemented carefully by top management, for otherwise they 

might result in actions by the branches' managers that are 

71. Ibid., p. 263. 
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not in the best interest of the total bank. The attitude 

and reaction of individual branch managers to the various 

managerial accounting techniques used by top management 

in planning and controlling the branch operations do much 

to determine the success of the branch. Thus, such methods 

and techniques should be designed in a way that would yield 

understanding and cooperation by the branch managers. 

They should be administered in a way that would overcome 

conflict between branch managers' objectives and the or

ganizational goals. 

A perfectly structured and detailed planning and 

control of branches is impossible, so that some flexibility 

is essential. The branch manager should accordingly be 

given certain discretion over his operations to fill in 

the gaps left in these plans, for they should not be fol

lowed blindly or the organization will lose spontaneity. 

One of the dangers of an overly tight control is that they 

become the goals and ends themselves up to an extent that 

72 
direction would be lost. "In this case, managers develop 

elaborate devices for adopting to controls by meeting the 

standards on paper but not necessarily in ways that 

72, David R. Hampton, Charles E. Summer, and Ross 
Webber, Organizational Behavior and the Practice of 
Management (Dallas, Texas: Scott, Foresman and Company, 
1968), p. 195. 
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73 
contribute to organizational effectiveness." Therefore, 

overly tight controls would motivate branch managers in 

the wrong way. 

One of the pioneering studies in the area of de

termining the impact of budget on people is that of Chris 

Argyris, He found that the people who worked with this 

device felt it was used to manipulate them.^ This tech

nique could defeat itself since it might result in creating 

feelings of confusion, frustration, suspicion, and hostility 

for those who work with it. This adverse effect and motiva

tion could result because of overlooking the needs and wants 

of those it tries to control. Becker and Green defend the 

idea of a budget where the individual employees assist in 

developing it, for this would lead the participants to take 

the budget as if it were their own.^ The participation 

of more people in the decision making process tends to 

7 fi 
result in increasing their productivity and morale. ° In 

order that participation be of benefit to the bank or any 

other organization, the employees should feel that it is a 

73• Ibid-

74. Chris Argyris, The Impact of Budget on People 
(The Controllership Foundation, 1952), p, 25. 

75. Selwyn Becker and David Green, "Rejoiner to 
a Reply," Journal of Business (April, 1964), p. 203-204. 

76. Edwin B, Flippo, op, cit., p. 292. 
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true participation, for deceptive participation might hurt 

the organization more than help it. 

The importance of the attitude of branch managers 

and other responsible persons is beginning to be recognized 

in the banking industry. Management by objectives is 

becoming one of the tools to plan and control the major 

sections of the bank, including branches. It is aimed to 

motivate the branch managers and others to become a part 

of the planning and control aspects of the organization. 

The involvement of these responsible people in setting the 

objectives of their own operations is intended to give 

them the incentive and the right motivation to work toward 

achieving their goals. Management by objectives will not 

cure all the illness of any organization, for it has its 

own inadequacies. One of the main weak spots is that if it 

77 
is pursued too hard it might dehumanize the business. 

But if it is used correctly it can involve the entire bank 

leadership in establishing the objectives at the appropriate 

levels and coordinate their efforts to pursue them. 

As has been discussed in Chapter 2, the form of 

the organization affects the managers' motivation. The 

form of decentralization is believed to produce the atmos

phere necessary to promote effective motivation. Treating 

77. George H. Dixon, op. cit,, p. 20. 
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the branches as independent segments of the organization, 

with considerable discretion over their operations, would 

motivate the branch managers appropriately. Responsibility 

accounting can play a major role in controlling this form 

of an organization, for under such a technique, the branch 

managers' performance should be measured according to his 

contribution to revenues and controllable costs. In other 

words, his success in discharging his responsibility should 

be determined in relation to that with which he is ac

countable for in terms of authority that has been delegated 

to him. 

Thus, the organizational aspects of a branch bank 

is one of the critical determinants that affects its 

ultimate success. 

Other Determinants of a Branch 
Bank Success 

Other factors that affect the success of a branch 

bank include the degree of competition in its trade area 

and the governmental actions that would result in freeing 

money or tightening it. Such factors are beyond the scope 

of this dissertation since they are not related directly 

to the management aspect of a branch bank. 

In summary, this chapter has dealt with the planning 

aspect of setting the objective of the organization. The 

branch bank usually strives mainly to achieve long-run 
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success as the overall objective that will serve the in

terests of all interested parties. Reasonable profit, 

customers' satisfaction, growth, and community service are 

found to be fundamental key result areas that need to be 

promoted in order to achieve this overall objective. On 

the other hand, the location of the branch bank, the quality 

and number of branch staff, the product mix and accounts' 

characteristics of a branch bank, and its organizational 

aspects are factors that can facilitate or hinder the pro

motion of these key result areas and the attainment of the 

long-run success objective. 

. The following chapter will discuss the framework 

for the utilization of managerial accounting in branch 

banking. In addition, it will discuss the appropriateness 

of using functional profitability program for the bank to 

help top management in its strategic planning aspects 

through generating problem-solving type of information. 



CHAPTER 5 

MANAGERIAL ACCOUNTING CONCEPTS AND TECHNIQUES 

. APPROPRIATE FOR BRANCH BANK MANAGEMENT 

The stage has been set at this point to discuss 

the utilization of selected managerial accounting concepts 

and techniques that this writer feels are appropriate for 

branch bank management. Other concepts and techniques do 

exist, but due to time and space limitations those pre

sented in this chapter are restricted to the several con

sidered to be among the most important. 

The previous chapter has dealt with the long-term 

objective of success and the concomitant key result areas 

of reasonable profit, customers' satisfaction, growth, and 

community service that are needed to achieve this objective. 

Furthermore, the determinants or factors that influence the 

attainment of these key result areas and the overall ob

jective have been spelled out. 

This chapter aims to discuss two things. First, 

a theoretical framework is to be established that cor

responds to the three levels of management in a branch 

bank, which are top management, middle management, and 

supervisory management. The types of information and the 

126 
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concepts or techniques appropriate to generate the informa

tion needed at the different management levels are to be 

pinpointed. 

Second, a discussion of the managerial accounting 

technique of functional profitability programs—total bank, 

and its usefulness for top management in its strategic 

planning efforts will then follow. The managerial ac

counting concepts and techniques that are appropriate for 

the other two management levels will be presented in 

Chapters 6 and 7. Now we turn to the discussion of the 

first objective of this chapter. 

A Framework for the Study of Managerial Accounting 
Concepts and Techniques Appropriate 

for Branch Bank Management 

Management is understood here to consist of the 

functions of planning and control. In fact, management 

functions have been classified differently by different 

writers. A somewhat broader classification has been ad

v a n c e d  b y  R a l p h  C .  D a v i s  w h e n  h e  s t a t e s  t h a t  t h e y  " . . .  

are the creative planning, organizing, and controlling of 

the activities of an organization, both mental and manual, 

in the accomplishment of its objectives."^ Such tasks as 

"to organize," "to command," and "to coordinate," are 

1. Ralph C. Davis, The Fundamentals of Top Manage
ment (New York: Harper and Bros., 1951), p. 628. 
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2  
implied in the functions of planning and control, and 

these last two functions are themselves highly inter

related. Even with the presence of varied views, it is 

evident in the literature that many authorities would 

agree that the focal point of "management" encompasses 

the concepts of planning and controlling. 

It is appropriate to define the processes of 

planning and control so that the information requirements 

can be later understood. The word planning has been de

fined in Webster's dictionary as "a method or a scheme 

of action, or a program to make something happen." Thus, 

it involves choosing among alternative courses of action 

and revolves around decision making activities. The 

nature of planning differs among the organizational levels. 

Planning at the top management level is concentrated upon 

choosing organizational objectives, while at the super

visory level it might be allocating the employees limited 

time among different department or branch tasks. 

On the other hand, it is through control that manage

ment can determine if the operations are going according to 

2. These functions are clearly stated in Henri 
Fayol's writing of General and Industrial Management 
(London: Sir Isaac Pitman and Sons, Ltd., 1949), p. 5-6. 
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plans and geared towards attaining the organization's 

3 
objectives. In business literature, there is still con

fusion concerning the precise nature and scope of control. 

Marshall E. Dimock defines control rather narrowly as 

. the analysis of present performance, in the light 

of fixed goals and standards, in order to determine the 

extent to which accomplishment measures up to executive 

orders and expectations."^ A broader definition provides 

for a more dynamic control process by calling for informa

tion feedback on actual results so that, when necessary, 

corrective action can be taken.^ 

Managerial -accounting will be discussed for the 

purposes of this study in the context of Robert Anthony's 

"Planning and Control Systems: A Framework for Analysis."** 

This framework is helpful since the different accounting 

concepts and techniques can be discussed according to their 

relevance to each of his three topics of "strategic 

planning," "management control," and "operational control." 

3, Robert K, Jaedicke, "Accounting Data for Pur
poses of Control," The Accounting Review (April, 1962), 
p. 181, 

4, Marshall E. Dimock, The Executive in Action 
(New York: Harper and Bros., 1945), p. 218, 

5, Robert K. Jaedicke, op. cit., p. 181. 

6, Robert N. Anthony, Planning and Control Systems: 
A Framework for Analysis (Boston! Harvard University, 
1965). 
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Anthony has attempted to avoid misconceptions about these 

basic management functions of planning and control by 

introducing a different approach. He discusses the areas 

of planning and control through relating them to the three 

topics of "strategic planning," "management control," and 

"operational control." These topics can be related to a 

branch banking operation by considering its management as 

consisting of three major organizational levels: top 

management; middle management; and supervisory management. 

Different types of information are needed for these dif

ferent management groups, and accordingly managerial ac

counting concepts utilized will differ or will be used in 

varied form depending upon specific information needs. 

Top management in its strategic planning efforts needs a 

problem-solving type of information. Middle management 

needs an attention-directing type of information for its 

management control purposes. Supervisory management re

quires the score-card type of information to discharge 

its responsibilities. 

Strategic planning corresponds to top management 

since it is defined as ". . . the process of deciding on 

objectives of the organization, on changes in these ob

jectives, on the resources used to attain these objectives, 

and on the policies that are to govern the acquisition, 
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7  
use, and disposition of these resources." For the pur

poses of this study, top management is considered to con

sist of the board of directors and the president of a 

bank. It is appropriate to state here that strategic 

planning is involved mainly in the planning aspects of an 

organization with attention to control only in the overall 

sense. In its processes, problems, opportunities, and new 

ideas are dealt with on an irregular basis whenever they 

are perceived,** 

However, management control is a rhythmic process 

with definite patterns and tends to work according to pre-

9 
set timetables. It has been defined as . , the process 

by which managers assure that resources are obtained and 

used effectively and efficiently in the accomplishment of 

the organization's objectives.""'"® Management control 

essentially corresponds to the next lower level of manage

ment consisting of the different senior vice-presidents 

who are responsible for the sizeable segments of the bank's 

operations. It also encompasses, at its lower end, depart

ment heads and branch managers. This middle-management 

7. Ibid., P. 16. 

8. Ibid. , P- 38. 

9, Ibid., P. 37. 

10, Ibid., P- 17. 
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level is interested in control of the regular on-going 

operations, and also in planning but in a more restricted 

sense and applying to a shorter time horizon. 

Operational control is defined as "the process of 

assuring that specific tasks are carried out effectively 

and efficiently, This corresponds to a still lower 

level of management. At this level the employees within a 

branch are usually headed by a branch officer or a super

visor, An example of this is being the "operation officer" 

who is usually responsible for certain clerical work within 

a branch, or other branch operations. This level of manage

ment, which is below the -branch manager's level and im

mediately under him, is to be called "supervisory management." 

Thus, the difference between management control and opera

tional control is centered around their scope of opera

tions, The former is engaged, for the purposes of this 

study, with appraising the performance of the branch bank 

manager or the branch itself as a separate entity, while the 

latter is concerned with determining the efficiency of each 

teller or employee of a branch or department while performing 

his assigned and specific tasks. For example, the manage

ment control system is appropriately interested in personnel 

11, Ibid., p. 18. 
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management, whereas the operational control system is 

12  
appropriately interested in specific personnel actions. 

Specific personnel actions within a branch, as a part of 

the operational control process, determine the effective

ness of an employee in dealing with a customer, and the 

efficiency with which he handles the transactions involved 

in the business call. 

In summary, managerial accounting concepts and 

techniques will be utilized to generate problem-solving, 

attention-directing, and score-card types of information 

needed at top management, middle management, and super

visory management respectively. Anthony's three major 

topics of strategic planning, management control, and 

operational control^ correspond to the previous three 

management levels and accordingly will be used as a frame

work for the discussion of management accounting information 

needed in planning and control. Figure 4 represents 

another way of summarizing this. 

12. Robert N. Anthony, "Characteristics of 
Management Control Systems," in William E. Thomas, Jr. 
(ed.), Readings in Cost Accounting: Budgeting and Control 
(Chicago: South-Western Publishing Company, 1968), p. 352. 

13. The differences between these three topics 
are summarized in Appendix A. 
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Types of Information Needed for Planning 
and Controlling Purposes at the 
Different Organizational Levels 

Middle 
Management 

Management Control 

Strategic Planning 

Operational Control 

Attention 
Directing 

Problem 
Solving *-

Score •J 

Card J 

Figure 4. Information Needed by Different Organiza
tional Levels for Planning and Control Purposes 

The balance of this chapter will deal with a se

lected managerial accounting technique which is functional 

profitability program—total bank. 

Strategic Planning in Branch Bank Management 

Stragetic planning deals with three basic areas: 

first, choosing and defining the organization's objectives 

and setting appropriate policies to achieve these objectives, 

second, planning the organization horizontally, and ver

tically, and third, choosing new functions or evaluating 
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old ones, determining the location of new branches, and 

other non-routine, long-term decisions. 

The first area of strategic planning, that of setting 

the branch bank's objectives, has been discussed in Chapter 

4. The bank's policies which involve personnel, marketing, 

financial, and research policies, are discussed, directly 

or indirectly, throughout this study. 

As for the second area of strategic planning, the 

primary concern is in the vertical organizational aspects 

of a bank with branches and not with its horizontal organiza

tion. This should be the case since the purpose of hori

zontal organization is to achieve specialization of work 

within the units established by dividing the company into 

departments or divisions according to functions, products, 

14 regions, or a combination of all of these. The major 

interests here are with the point that after the horizontal 

organization is established, it is necessary to build formal 

units that will facilitate the administration of the total 

organization. In order to accomplish this, top management 

has to establish lines of authority with clearly defined 

and commensurate responsibilities. It is to this 

14. Harry B. Ailman, "Basic Organizational Planning 
to Tie in with Responsibility Accounting," in William E. 
Thomas, Jr. (ed.), Readings in Cost Accounting: Budgeting 
and Control, Second Edition (Chicago: South-Western Pub
lishing Company, 1960), p. 111-113. 
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organizational structure that managerial accounting con

cepts and techniques should be directed, designed, and 

established in a manner that would facilitate communication 

among all the segments of the organization. This lays the 

groundwork for responsibility accounting which is treated 

subsequently in the management control section of 

Chapter 6. 

The third area of strategic planning, choosing new 

services or evaluating old ones, will now be discussed at 

some length. Firms engaged in manufacturing or merchandising 

use two quite different accounting techniques to provide 

information for such decisions. Traditionally, the attempt 

has been made to measure "net profit" for each segment of 

the firm in question. A manufacturing firm thus has for 

each product line (or comparable grouping) utilized ab

sorption or conventional full-costing techniques to de

termine product costs. These techniques include job-order 

or process cost accounting systems with the attendant over

head costing mechanisms, i.e., pre-determined overhead 

rates and the need to allocate service department costs to 

production departments and then to products. In mer

chandising situations, the manufacturing overhead cost 

apportionment is not present but serious joint cost prob

lems are also encountered in allocating between the several 

departments and between the various product lines. The 



137 

imprecision, and sometimes quite misleading results pro

duced by this intricate allocation and re-allocation 

effort, have caused many firms to utilize a second tech

nique—namely, that of "contribution margin." This 

specific term is defined to be sales revenues less vari

able expenses, and thus avoids the inevitably arbitrary 

formulas used to allocate joint costs. In effect, this 

approach measures the "contribution margin" concept of 

profit for each of the product lines, and then makes no 

attempt to divide the indivisible joint costs in order to 

compute a "net income" figure for each product line. 

We find then that this second technique produces a 

vastly improved type of information for a product-mix type 

of decision. If the attempt is made to measure profit 

down to the last stage as "net profit," this is carefully 

described as being only an approximate indicator of the 

product line's ability to carry its full share of all 

costs and generate profit. 

The counterpart in banking to the determination of 

"net profit" by product line is, of course, the classifying 

and grouping of revenues and expenses on a functional 

basis. In this instance there is the added inducement of 

measuring the performance of a particular function against 

not only an internal standard, but with other banks of the 

same structure and size. Nonetheless, it is still subject 
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to the serious shortcomings noted above and must be used 

with care so that a proper interpretation is given to the 

information provided. Since this technique of determina

tion is utilized in numerous banks, it will now be discussed 

at some length, with specific criticisms noted from time 

to time. 

Functional Profitability Programs—Total Bank 

The need for functional profitability programs is 

obvious since it generates information about how the bank 

or any of its branches are doing in terms of net operating 

margins and net earnings for each fund-providing or fund-

using function. It thus attempts to show, for example, 

whether demand deposits are more profitable than time 

deposits. Further, it demonstrates which sub-function of 

demand deposits ("special accounts" and "regular ac

counts") is the more profitable. 

At the top management level what is needed is a 

functional profitability program for the total bank. The 

problem, of course, is that noted earlier, namely, the use 

of various allocation schemes which because of the indi

visible nature of joint costs must necessarily be arbitrary. 

A bank can produce figures that show total expenses and 

income with relatively little effort, while it takes a lot 

of time, effort, and judgments of varying accuracy to 
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attach and classify them according to certain functions. 

Data produced by the typical functional profitability pro

grams can be used to determine the average costs of making 

a loan and those of processing each loan payment. Just 

how reliable are these average figures? Have there been 

so many combinations and allocations that the final net 

margin figure is of limited utility? In any event it is 

appropriate to explore more fully such a program. 

In the banking industry, functions performed 

can be grouped into three major categories: (1) fund-

providing functions which usually consist of demand de

posits, time deposits, and capital funds; (2) fund-using 

functions which are primarily composed of commercial loans, 

installment loans, real estate loans, and various securities 

investment; and (3) self-contained functions which do not 

use funds and so do not need fund-providing functions to 

finance their operations; they consist of trust, safe 

15 
deposit, and escrow. 

Thus, in order to produce a report for internal 

purposes which classifies expenses and costs on a func

tional basis for each branch and the total bank, the major 

15. IBM, Bank Cost Accounting and Profitability 
Analysis (White Plains, New York: IBM Technical Publica
tion Department, E20-001, Undated), p. 2. 
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functions of fund-providing, fund-using, and self-contained 

ones should be determined and well defined. The following 

pages briefly discuss this grouping into major functions. 

Functionalizing Revenue 

It is easier to relate bank revenue to the par

ticular function that produced it than to relate expenses 

in a comparable fashion. All revenues can be easily 

identified with their original sources, so that a descrip

tion of such is not needed here. The total bank revenue 

is usually derived from interest on loans and investment, 

and charges and fees for miscellaneous services. 

These revenues are grouped into three categories 

of fund-using, fund-providing, and self-contained func

tions. Examples of each of these functions for the total 

bank are: 

Fund-Using 
Functions 

Fund-Providing 
Functions 

Self-Contained 
Functions 

Demand deposits 

Time deposits 

Borrowed funds 

Capital funds 

Escrow 

Trust 

Safe deposit 

Other services 

Commercial loans 

Installment loans 

Credit-Card loans 

Real Estate loans 

Security investment 

While this is not an exhaustive listing of all 

functions, these are the main functions that typically 

exist on a branch level. Some of them are appropriate and 
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can only be found in the main office, such as borrowed 

funds, capital funds, and security investment. Since there 

is no great problem in associating revenue to their origins, 

it is appropriate now to move to the discussion of func-

tionalizing expenses. 

Functionalizing the Expense Accounts 

There are three types of costs which are usually 

found in a banking situation. These are "conversion costs," 

"cost of funds," and "cost of self-contained functions," 

They are named according to their attachment or relation to 

the three groups of functions mentioned above. "Conversion 

costs" are those costs which occur in maintaining and pro

cessing fund-using functions such as loans and invest

ments. "Cost of funds" are those costs which are incurred 

for the purpose of acquiring, promoting, and maintaining 

fund-providing functions. On the other hand, self-contained 

functions have their own associated expenses which are 

necessary for their operations. 

There are three steps for classifying expenses by 

functions. The first step is to group costs and identify 

them with certain departments. Direct costs can be easily 

traced to the different departments, but the indirect 

costs are difficult to directly identify with a particular 

department. Since they are necessary for the departments' 
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operations, the assignment of these indirect costs is 

customarily achieved through an allocation process. The 

allocation bases should be carefully studied, chosen, and 

systematically applied from one managerial level to an

other. All indirect expenses have to be allocated to 

benefited departments on bases that will result in equitable 

allocation of these expenses that will equate benefits 

16 
received. For example, occupancy costs can be distributed 

to different departments on a footage basis wherever these 

costs are associated with floor space. On the other hand, 

hospital insurance expenses can be allocated according to 

the number of employees or salaries earned in each depart

ment. 

It is appropriate to note here that work measure

ment studies are probably the most objective basis for 

allocating labor costs. Such programs will be discussed 

later on under the topic of operational control where its 

different applications will be spelled out. 

The second step is that after all direct and in

direct expenses are assigned to different departments, the 

costs accumulated by the service departments are to be 

reallocated to production centers which are the bank's 

16. J. C. Gibson, "A Suggested Bank Cost Accounting 
Procedure," Wisconsin Commerce Reports (August, 1946), 
p. 6, 
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branches, and its main office. The service departments 

are mainly established to serve production departments that 

generate the revenue. Examples of service departments are 

the computer center, central desk, bank by mail, and 

personnel. 

There are three approaches that accomplish the 

reapportionment of service departments1 costs. They are 

the same approaches that are usually used in manufacturing 

industries. The first approach is the "direct reappor

tionment" method where services rendered by one service 

department to another are ignored. According to this 

-approach, costs of service departments are only allocated 

17 to producing departments. The second approach xs the 

"sequential closeout" method where the costs of the most 

widely used service departments will be distributed first 

and so on. Under this approach, service departments and 

production departments will receive a part of the distributed 

costs, and in no case will the department that has already 

distributed its costs receive back any cost from other 

18 
service departments. The third approach takes into con

sideration the interaction among all departments, service 

17, Charles T, Horngren, Cost Accounting a 
Managerial Emphasis (Englewood Cliffs, N.J.: Prentice-
Hall, Inc., 1967), p. 271-272. 

18, IBM, op. cit., p, 5, 
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and production, by constructing a mathematical model using 

simultaneous equations. The existence of the computer makes 

19 
the solution of such equations an easy task. Upon the 

solution of these equations, each service department would 

have received its share from the expenses of other depart

ments and at the same time all their expenses would have 

been distributed to production centers. 

The percentages (or functional relationships) used 

in any one of the above approaches for allocating service 

departments' costs should be established through careful 

analysis. These bases should best measure the benefits 

that each receiving department has acquired from the 

offering one. Probably the best charge to be used is the 

standard cost per unit produced and offered by these 

service departments. The standard unit cost will be de

termined by the service department concerned and other 

related departments. Differences between the cost actually 

incurred in a certain service department, and the accumu

lated standard costs for the services it offered to other 

departments can thus be controlled by the budget process. 

Other expenses are accumulated directly as incurred 

in the specific branches. Part of these expenses can be 

19. Richard A. Gallant, "Cost Allocation Program," 
The Magazine of Bank Administration (May, 1970), p. 32. 
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easily identified with a certain function such as the 

interest expense of time deposit. The indirect costs 

incurred by branches and the main office, and the other 

expenses previously allocated to them from service depart

ments or other areas, must also be closed out to func

tions. The bases of allocation here must also be carefully 

chosen in order to have a reasonably equitable allocation 

among all receiving functions. Standard costs are again 

to be recommended as a basis for allocating the different 

branch expenses to major functions. For example, the 

computer service previously allocated to branches can be 

reallocated to different functions according to the number 

of accounts in each function outstanding at the end of 

each month multiplied by the standard cost of processing 

each account. The amount arrived at is assigned to that 

function. This is the third and last step in the process 

of classifying expenses by functions for the total bank 

purposes. At this point, all the revenues and expenses 

are grouped and classified by main functions. 

The Utilization of Funds Provided 
in Fund-using Functions 

According to the previous classification of revenues 

and expenses, the net earnings for fund-using and fund-

providing functions should be equal. The logic behind 

this, as illustrated in Table 4, is as follows. When 



these earnings are added to the net earnings from self-

contained functions, the net result will be net earnings 

for the total bank. However, the total picture is still 

incomplete; the fund-using functions have not been charged 

for utilizing the funds they have obtained from the fund-

providing functions. Before charging them any costs for 

the funds they are using, the net income for each of the 

functions is overstated and is an unrealistic figure that 

might mislead top management in its decision making process. 

On the other hand, the fund-providing functions are derived 

from the opportunities to earn a fair return on their 

available funds. Thus, we need two percentages, one for 

determining the cost of funds used by each fund-using 

function and the other for determining the earnings on the 

available funds from fund-providing functions. These last 

functions would usually show a loss since they do not have 

a fair return on their available funds for investment. 

But, they are producing income for the total system through 

their utilization in the different types of loans and invest

ment. Thus, these functions should be credited with a 

certain amount of revenue in order to show a reasonable 

profit. At the same time, the fund-using functions should 

be charged for the cost of funds they are using and which 

are produced by the fund-providing functions. 
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There are usually two methods for allocating the 

cost of funds to the fund-using functions and for dis

tributing their income to the fund-providing functions 

in order that each of them have a more realistic net 

earnings figure. They are similar to procedures used in 

transfer prices between divisions. The first is the 

"direct allocation method," According to this method, the 

cost of money for each of the fund-providing functions is 

to be distributed to each of the fund-using functions on a 

proportional basis to the amount they used from that func

tion. If, for example, the funds of demand deposits have 

been utilized by fund-using functions according to the per

centages shown in Table 2, their total costs, assuming they 

amount to $3000, can be allocated to benefited fund-using 

functions in respect to these percentages. 

Table 2. Direct Allocation Method—Cost of Money for 
Demand Deposits 

Percentages of Amount 
Fund-using Demand Deposits Used of Cost 
Functions in Fund-using Functions Allocated 

Commercial Loans 50% $1500 

Installment Loans 30% $ 900 

Real Estate Loans 20% $ 600 
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On the other hand, the income from each of the fund-

using functions are to be distributed to each of the fund-

providing functions according to amount each of the former 

functions have obtained from a certain fund-providing 

function. If the commercial loan function is taken as an 

example, it becomes apparent that the amounts of income, 

assuming the amount of income from commercial loans is 

$20,000, will be distributed to each of the fund providing 

functions according to those percentages that are pre

sented in Table 3. 

Table 3, Direct 
Loans 

Allocation Method—Income from Commercial 

Fund-providing 
Functions 

Percentages of Funds 
Obtained from Fund-
providing Functions 

Amount of 
Income 
Distributed 

Demand Deposits 40% $8,000 

Time Deposits 30% $6,000 

Borrowed Funds 10% $2,000 

Capital Funds 20% $4,000 
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The above percentages are typically arbitrarily 

determined, and it is very difficult to relate a certain 

amount of funds and designate it as being utilized by a 

certain function. The final results would be accurate 

only if these percentages are realistic, and they may not 

be realistic. Thus, the amount being allocated might 

result in under or over statement of a function's profit

ability. 

The second method considers the income or expenses 

as coming from one source of investable dollar and con

siders them as a pool. Therefore, the costs of the fund-

providing functions become averages and are apportioned 

back to each of the fund using functions according to the 

amount each of them have utilized from these investable 

funds. As a result, potential distortion is reduced since 

these latter functions are charged for the cost of funds 

they are using. On the other hand, the income of the fund-

using functions are put in a pool and then distributed 

between the fund-providing functions according to what each 

of them has contributed in investable funds. Accordingly, 

more realistic net earnings figures will be produced for 

each of the fund-providing functions. 

The second method is more appropriate and practical 

than the first one since it is very hard to relate each of 

the fund-providing functions with any of the fund-using 
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functions. Thus, for the purposes of this study, the fund 

pool method is recommended as being more appropriate since 

it largely overcomes arbitrariness. This method is demon

strated in Table 4 where the result of all of the previous 

treatments are found in summarized forms. 

At this point it is important to note that the in

ternal money position of each branch is not of concern 

because the excess funds at some branches will be netted 

out against the funds needed at other branches in the total 

functional report. Thus, no transfer prices are needed 

here for the total bank's operations, although such prices 

are appropriate for functional profitability reporting on 

a branch level. 

As has been stated before, this "full-costing" 

approach to functional profitability suffers from serious 

shortcomings noted above and must be accordingly used with 

care. However, a more appropriate approach for discussing 

functional profitability is the "contribution margin" 

approach that will be presented in the following pages. 

Functional Profitability Programs and 
the Contribution Margin Approach 

The expenses in commercial banks are generally 

classified functionally--that is, according to their as

sociation with a certain department or function (Table 4), 

Examples of costs that have been so classified are salaries, 



Table 4. Functional Profitability Program—Total Bank as of Dece 

Fund-using Functions 

Operating Income 
(1) : 
Gross 

Interest Fees and Operat 
Income Other Income Income 

Commercial Loans 
Average Amount ($60,000) 
Percentage of Average Amount 

Installment Loans 
Average Amount ($70,000) 
Percentage of Average Amount 

Credit Card Loans 
Average Amount ($10,000) 
Percentage of Average Amount 

Real Estate Funds 
Average Amount ($40,000) 
Percentage of Average Amount 

Security Investments 
Average Amount ($50,000) 
Percentage of Average Amount 

Total Funds Used 
Average Amount ($230,000) 
Percentage of Average Amount 

$ 4,600 $1,100 $ 5," 

7,100 1,300 8,' 

2,100 500 2,1 

3,400 300 3,! 

3,400 800 4,: 

20,400 4,600 25,i 

Operating Income 
Gross Operating (1) 
Income from Net 

Fund-providing and Fees and Interest Oper 
Self-contained Functions Other Income Expense Incoi 

(Los 

Fund-providing Functions 

Demand Deposit $1,455 — $1, 
Amount ($90,000) 
Percentage of 
Available Funds 



'otal Bank as of December 31, 1970 

irating Income Operating Expenses 

'ees and 
>ther Income 

(D 
Gross 
Operating 
Income 

Labor 
Costs 

Equipment and 
Occupancy Cost 

Centralized 
Services 

Other 
Costs 

(2) 
Tot 
Ope 
Exp 

$1,100 $ 5,700 $ 750 $ 200 $ 200 $ 50 $1 

1,300 8,400 2,300 550 485 165 3 

500 2,600 720 410 350 75 1 

300 3,800 260 103 180 20 

800 4,200 210 85 110 35 

4,600 25,000 4,540 1,348 1,325 345 "i 

:ing Income 

i 

Operating Expenses 
»g 

Interest 
Expense 

(1) 
Net 
Operating 
Income 
(Loss) 

Labor 
Costs 

Equipment and 
Occupancy Cost 

Centralized 
Services 

Other 
Costs 

C 
Tc 
01 
E2 

$1,455 $3,150 $1,045 $445 $140 
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(3) General Expenses 

:her 
>sts 

(2) 
Total 
Operating 
Expenses 

(1) - (2) 
Contributed 
Operating 
Margin 

Adminis
tration 
Cost 

Net 
Portfolio 
Yield 

Cost of 
Money 

Net 
Earnings 

50 $1,200 $ 4,500 $ 300 $ 4,200 

7% 

$ 3,000 

5% 

$1,200 

2% 

.65 3,500 4,900 150 4,750 

6.5% 

3,500 

5% 

1,250 

1.5% 

75 1,555 1,045 195 850 

8.5% 

500 

5% 

350 

3.5% 

20 563 3,237 237 3,000 

7.5% 

2,000 

5% 

1,000 

2.5% 

35 440 • 3,760 460 3,300 

6.6% 

2,500 

5% 

800 

1.6% 

45 7,558 17,442 1,342 16,100 11,500 4,600 

(3) 

7% 

General 
Expenses 

5% 2% 

ther 
DStS 

(2) 
Total 
Operating 
Expenses 

(1) - (2) 
Contributed 
Operating 
Margins 

Adminis' 
tration 
Cost 

Cost of 
Money 

Net 
Port
folio 
Yield 

Net 
Earnings 

L40 $4,780 ($3,325) $ 275 (3,600) 

4% 

6,300 

7% 

2,700 

3% 



Table 4. (Continued) 

Fund-providing and 
Self-contained Functions 

Gross Operating 
Income from 
Fees and 
Other Income 

Operating Income 
( 1 )  

Net 
Interest Opera 
Expense Incom 

(Loss 

Fund-providing Functions, cont'd 

Time Deposit 
Amount ($84,000) 
Percentage of 
Available Funds 

Funds Borrowed 
Amount ($16,000) 
Percentage of 
Available Funds 

Capital Funds 
Amount ($40,000) 
Percentage of 
Available Funds 

Total Funds Provided 
Amount ($230,000) 
Percentage of 
Available Funds 

Self-contained Functions 

Escrow 
Trust 
Safe Deposits 
Other Services 
Total Other Functions 
Total Net Earnings 

640 $4,420 (3,7 

720 (7 

168 1,450 (1,2 

2,263 6,490 (4,2 

935 -- 9 
628 — 6 
722 — 7 
215 — 2 

2,500 -- 2,5 



lg Income Operating Expenses 
(1) (21 
Net Total 

Cnterest Operating i Labor Equipment and Centralized Other Operati 
Sxpense Income ' Costs Occupancy Cost Services Costs Expense 

(Loss) 

(3,780) 1,235 483 155 42 

720 (720) 50 25 

(1,282) 91 162 42 60 

(4,227) 4,526 1,690 667 247 

935 
628 
722 
215 

2,500 

135 
110 
90 
25 
360 

45 
60 
75 
10 
190 

105 
78 
67 
30 

280 

10 
15 
20 
5 

50 



penses (3) General Expenses 

ized 
s 

Other 
Costs 

(2) 
Total 
Operating 
Expenses 

(1) - (2) 
Contributed 
Operating 
Margins 

Administration 
Cost 

Cost 
of Money 

Ne 
Po 
Yi 

42 1,915 (4,695) 345 (5,040) 

6% 

5 80 (800) - (800) 

5% 

60 355 (1,637) 423 (2,060) 

5.15% 

247 7,130 (10,457) 1,043 (11,500) 

5% 

1 

10 
15 
20 
; 5 • 
50 

295 
263 
252 
70 

880 

640 
365 
470 
145 

1,620 

; 110 
: 75 
; 80 

29 
294 

1 

i 

1 
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(3) 
(1) - (2) 
Contributed 

ig Operating 
3 Margins 

General Expenses 

Administration 
Cost 

Cost 
of Money 

Net 
Portfolio 
Yield 

Net 
Earnings 

(4,695) 345 (5,040) 5,880 840 

6% 7% 1% 

(800) ' (800) 1,120 320 

! 
5% 7% 2% 

(1,637) 423 (2,060) 2,800 740 

i 5.15% 7% 1,85% 

(10,457) I 1,043 (11,500) 16,100 4,600 

i 5% 7% 2% 

640 
365 
470 
145 

1,620 

110 

! 75 

80 
! 29 
| 294 

l 

530 
290 
390 
116 

1,326 
1,326 

5,926 
2.57% 
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interest expense, occupancy costs. On the other hand, 

expenses are not discussed in the banking literature as 

direct or indirect in respect to their association with a 

certain function or segment within a bank. The salary 

expenses are considered direct since they can be easily 

and directly identified with a certain department or func

tion. Occupancy costs are considered indirect since they 

are hard to identify with a certain function although 

sometimes they are identifiable with a certain department. 

A more appropriate example of an indirect cost is the 

general administrative expenses. 

Traditional profit and loss statements have used 

the functional classification approach to determine the 

profitability of a certain product line or function of a 

bank. This approach does not produce relevant information 

to be used by top management in their strategic planning. 

It is difficult for top management to know which function 

to emphasize or de-emphasize where its information is re

stricted to that produced by this approach. The net 

nearning figure for a certain function might mislead top 

management in its short-run decisions. The profit figure 

that is produced through the application of the contribu

tion margin approach is more relevant for such decisions. 

According to this approach, the variable and fixed portions 

of the direct and indirect expenses have to be identified 
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first. After these costs are identified, the variable 

and direct costs are to be deducted from the gross income 

in order to have the contribution margin. Thus, the con

tribution margin does not include any fixed costs which 

are irrelevant for short-run, cost-volume-profit analysis. 

For the short-run, a product or function should be preserved 

if it is only recovering its variable costs. This is not 

intended to mean that fixed costs are'not important, but 

for managerial decisions at some levels they sometimes 

have to be ignored. Any amount that is produced over the 

variable costs is contributing to the recovery of fixed 

costs. If these initial fixed costs are already allocated 

and recovered, this amount would contribute then to net 

earnings. 

Accordingly, the contribution margin for each of 

the fund-providing and fund-using functions should be com

puted in order to determine which functions to emphasize 

or de-emphasize. For example, the contribution margin of 

commercial and installment loans functions are presented 

in Table 5. 

From this computation, it is apparent that com

mercial loans should be emphasized over installment loans 

since its contribution margin ratio is greater. It is easy 

now to determine the effect of the increase in the amounts 

of each on net earnings for the total bank since the 



Table 5. The Contribution Margin: An Approach for Determining Functions' 
Profitability 

Commercial Loans Installment Loans 
(Average Amount (Average Amount 

Types of Income and Expenses $60,000) $70,000) 

Gross Operating Revenue $5,700 $8,400 

Variable Costs: 
Direct-
Operating Costs (Salaries 

and the variable portion 
of centralized services 
such as computer services 
directly attributable to 
these functions) 

Indirect-
General Administrative 

expenses) 
Cost of Money at 5% 
Total Variable Costs 

$ 200 $2,700 

100 
3,000 

$3,300 

100 
3,500 

$3,300 $6,300 $6,300 

Contribution Margin $2,400 $2,100 



Table 5. (Continued) 

Commercial Loans Installment Loans 
(Average Amount (Average Amount 

Types of Income and Expenses $60,000) $70,000) 

Fixed Costs: 
Direct-
Operating Costs (such as 

occupancy expenses and 
the fixed portion of 
centralized services) 

Indirect-
(General Administrative 

Costs) 
Total 

$1,000 

200 
$1,200 $1,200 

$1,200 

$ 800 

50 
850 $ 850 

$1,250 

ui 
o\ 
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contribution figure per $100 of commercial or installment 

loans can be computed easily. 

Contribution margin per $100 of commercial loans 
equals to: 

_ 2,400 x 100 
" 60,000 = 54'00 

Contribution margin per $100 of installment loans 
equals to: 

. 2,100 x 100 = 
70,000 *J.uu 

Thus, an increase in the amount of commercial loans 

by $15,000 would result in an increase in net earnings equal 

to: 

= 4 x 15,000 _ 
100 ~ ? 

On the other hand, the same increase in installment loans 

would produce an increase in net earnings: 

_ 3 x 15,000 
" Iol3 = $450 

Accordingly, top management should emphasize com

mercial loans over installment loans since it contributes 

more for the recovery of the fixed costs and in turn has 

a higher probability of producing net earnings than in

stallment loans. 

Supplementary Statements 

Different statements can be produced from the data 

generated by the functional profitability program that can 
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be of help to top management in its strategic planning. 

The most important statement is that one which compares 

actual figures with budgeted ones for each of the main 

functions. This statement would show which functions have 

met their expected results and those which have not. The 

budget should have attainable goals which are within the 

aspiration level of those who participated in its construc

tion, The budgeted figures are usually determined with the 

help of past experience acquired through the tedious work 

with the expenses and income of different functions. Dis-

crepencies between actual and budgeted figures have to be 

analyzed and interpreted by the responsible manager or 

executive. Thus, the budget will, in this sense, play a 

major role as a planning and control device. 

Another important statement that should supplement 

the functional profitability statement is one which shows 

the different branches with the percentages of their ex

penses and income to the total bank's picture. This would 

aid in providing top management with information concerning 

how much a branch is absorbing of certain costs of the 

total bank and how much it is contributing to net earnings. 

Different trend statements can be produced for top manage

ment in its strategic planning efforts and would be sum

maries since top management is usually concerned with an 
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overview of all operations. That is because top management 

is too busy to read full reports. 

In summary, functional profitability programs re

ported for the total bank can help top management in its 

strategic planning through providing a problem-solving type 

of information that helps in (1) testing the abilities of 

certain functions to earn reasonable profit, (2) suggesting 

the kinds of functions to be emphasized or de-emphasized 

for the total bank and on a branch level, (3) determining 

the rates to be charged for services and allowed for 

interest, and (4) optimizing product mix through utilizing 

available funds efficiently in loans and investment. This 

type of information has been produced by a process of al

locating and distributing expenses and revenues to depart

ments . The costs accumulated by service departments are 

apportioned to production departments, and from production 

departments these costs and revenues are assigned to main 

functions. The average cost per unit of each of these 

functions can then be computed. For example, this unit can 

be considered $100 of deposits or loans. If the costs for 

demand deposits for the total bank equal $50,000 and the 

total amount of these deposits are $10,000,000, the costs 

per $100 of this function would be $.50. 

The contribution margin approach is being recom

mended rather than the functional approach since it 
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produces more relevant information for short-run, cost-

volume-profit analysis. It is also recommended that 

supplementary statements to be prepared to accompany the 

functional profitability statement. The most important of 

these statements are ones which compare actual with budget 

figures, and trend statements which show the development 

in the volume, cost, and revenue for each function. 

The next chapter will deal with two concepts ap

propriate for generating an attention-directing type of 

information needed by the senior vice-president responsible 

for the branch operations in his management control efforts. 

These concepts are goal congruence and responsibility 

accounting. Cost behavior studies, functional profit

ability programs, and breakeven analysis techniques will 

be presented in Chapter 7 to provide information needed 

at the branch managers' level of middle management. 

Chapter 7 will also discuss a work measurement program as 

a technique needed by supervisory management. 



CHAPTER 6 

MANAGERIAL ACCOUNTING CONCEPTS AND TECHNIQUES 

APPROPRIATE FOR MIDDLE MANAGEMENT 

This chapter is an extension of Chapter 5, The 

previous chapter established a framework for the study of 

managerial accounting concepts and techniques at the dif

ferent organizational levels for planning and control 

purposes. Chapter 5 mainly dealt with the utilization of 

a functional profitability program for the total bank to 

generate a problem-solving type of information needed by 

top management in its strategic planning. This chapter 

deals with the utilization of goal congruence and respon

sibility accounting to produce an attention-directing type 

of information appropriate for middle management in its 

management control processes. 

Management Control and Branch Bank Management 

Management control, as previously defined, is 

centered around middle management's responsibility to see 

that resources are obtained and appropriately utilized to 

accomplish the objectives set up by top management through 

its strategic planning processes. Middle management for a 

bank can be classified into two groups: (1) the senior 

161 
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vice presidents of the bank, and (2) the next lower level 

of department and branch managers. Each of the department 

and branch managers is directly responsible to one of these 

vice-presidents. The branch managers, for example, report 

to a branch operations director who is usually a senior 

executive. These executive-vice presidents are in turn 

responsible to the president of the bank. In this study, 

accounting information is primarily concerned with the needs 

of the vice-president responsible for the branches and the 

branch managers. 

The vice-president in charge of directing branch 

operations needs an attention-directing type of informa

tion. This will provide insight as to the extent to which 

the operations within the different branches are going 

according to plans, and attention will be directed to any 

significant deviations so that appropriate corrective 

action may be taken. Performance reports such as those 

highlighting deviations between budgeted and actual results 

for certain activities or responsibility centers provide 

this type of relevant information to draw attention to 

those areas which show weak performance. Goal congruence 

and responsibility accounting concepts will be used to 

generate the information needed at this level of management. 

For the other group of middle management composed 

of the branch- managers, both attention-directing and 
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score-card types of information are needed. To discharge 

his responsibilities, the branch manager needs information 

that directs his attention towards those functions in his 

branch area which are contributing most to the profit

ability of his branch. For such purposes the functional 

profitability program at the branch level would be useful. 

Functional accounting at this level will point out the 

functions that are weak or strong in his sphere of activity 

and assist him in attaining his profit target. Thus, 

functional profitability programs can produce two types of 

information. These are the problem-solving type of informa

tion that top management needs for its strategic planning 

process and the attention-directing type that the second 

group of middle management (branch managers) requires to 

direct its attention to certain activities in its area of 

control. In addition, the score-card type of information 

is helpful for branch managers in their day-to-day opera

tions . Such information helps him to answer questions 

concerning the every-day operations within a branch. The 

managerial accounting techniques that can help the branch 

manager in this respect and generate a score-card type of 

information are cost behavior studies and break-even 

analyses, 

Thus, middle management is divided into two levels, 

with each level requiring a different type of managerial 
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accounting information. Figure 5 summarizes this concept. 

This figure summarizes the framework presented in the 

previous pages and at the same time sets the stage for a 

discussion of the different concepts. 

"Goal Congruence 

Middle 
Management 

Branch 
Managers 

Score 
Card 

Information 

Cost Behavior 
Studies 

Attention 
Directing 

Information 

Functional Profit-
ability Programs 

Attention 
Directing 
Information 

Break-even 
Analyses 

Responsibility 
Accounting 

Vice-
President 
Responsible 
for Branch 
Operations 

Figure 5. Managerial Accounting Concepts and 
Techniques Available for Middle Management Use" 

Goal Congruence—General Understanding 

The main purpose of any management control system is 

to achieve goal congruence; "that is, the system should be 
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so set up that actions that operating managers take in 

their perceived self interest are also in the best interests 

of the whole organization."^ Middle management is charged 

with formulating and executing certain plans within the 

guidelines and policies that are established by the strategic 

planning process. While it is not always possible to have 

complete agreement between interests of individual execu

tives in their particular spheres of activity, and the firm 

considered in its entirety, conflicts between these entities 

must be minimized. "To the extent that the management con

trol system induces people to act in a way that does net 

contribute to the goals of the organization, the system is 

said to be dysfunctional." This concept in a sense blends 

the ideas of a proper delegation of authority along with 

commensurate responsibility, the coordinating strengths of 

budgeting, and the insights afforded from an understanding 

of human behavior. 

The proper utilization of the managerial accounting 

concepts and techniques of budgetary control, responsibility 

accounting, standard costs, and distribution cost analysis 

1. Robert N. Anthony, Planning and Control Systems; 
a Framework for Analysis (Boston: Harvard University, 
1965), p. 45. 

2. Robert N. Anthony, John Dearden, and Richard F. 
Vancil, Management Control Systems (Homewood, Illinois: 
Richard D. Irwin, Inc., 1965), p. 165. 
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determines the attainment of goal congruence. Since any 

misunderstanding and/or misapplication of these techniques 

could ultimately lead to a dysfunctional system, it is 

necessary to consider these potential hazards at greater 

length. 

Researchers have advocated different behavioral 

models of the budget process so as to achieve goal con

gruence. Green and Becker call upon management to allow 

the workers to participate in formulating the budget in 

3 
their efforts to achieve goal congruence. Chris Argyris 

emphasizes that the workers should believe and understand 

the purposes behind the budget in order to have effective 

participation. If they understand the budgets to be a 

manipulating device, the workers will then interpret their 

participation as a phony one.^ Furthermore, the budget 

has to be related to the aspiration level of the workers. 

In his study of using reports for control of branches, 

Chei-Min Paik states that "the consensus of opinion among 

the branch managers, headquarters supervisors and control. 

3. Selwyn Becker and David Green, "Budgeting 
and Employee Behavior," in Alfred Rappaport (ed,), In
formation for Decision Making (Englewood Cliffs, N,J.: 
Prentice-Hall, Inc., 1970), p. 378-379. 

4, Chris Argyris, The Impact of Budgets on People 
(The Controllership Foundation, 1952), p. 25. 
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budgeting staff is that the budgets should be 'attain

able,'"^ The budgeted figures should not be so high that 

only the very highly experienced and intelligent can meet 

them. If "performances are well below the budget, it may 

be well to revise the budget downward. If such a revision 

is not made, employees' level of aspiration will fall, the 

budget will be viewed as unattainable, and output will 

fall."6 

Quantitative techniques for measuring performance 

are undoubtedly useful, although their indiscriminate ap

plication could result in dangerous side effects. V. F. 

Ridgway advances several examples where the employees work 

for their own interests and overlooking the organizations 

goals when a single criterion is used to measure the per-

formance of a certain employee. He reports that over

emphasis on a single measure for evaluating performance 

5. Chei-Min Paik, "Use of Reports for Control 
of Branches: An Analysis of the Determinants of Their 
Effectiveness with Particular Reference to Commercial 
Banks," Unpublished D.B.A, dissertation, Harvard Uni
versity, 1963, p. 90, 

6. Selwyn Becker and David Green, op. cit., 
p. 383-384. 

7. V, F, Ridgway, "Dysfunctional Consequences of 
Performance Measurements," in Alfred Rappaport (ed,), 
Information for Decision Making (Homewood Cliffs, N.J,: 
Prentice-Hall, Inc,, 1970), p. 395-397. 
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causes the employee to work first on the easy tasks, to 

bicker over cost allocation methods, to delay in capital 

expenditures, and to postpone equipment maintenance, and 

others. He suggests that multiple and composite measure

ments overcome the deficiencies inherent in the single 

criteria, even though they have their own difficulties. 

When multiple measurements are used, "the individual is 

forced to rely upon his judgment as to whether increased 

effort on one criterion improves overall performance, or 

whether there may be a reduction in performance on some 

other criterion which will outweigh the increase in the 

O 
first." To improve the management control system of its 

decentralized operations, General Electric Company success

fully established in 1952 a performance measurement project 

g 
with multiple criteria for evaluating performance. 

Exception reporting is another aspect of quanti

tative performance indicators where adverse motivational 

effect could be produced if it unduly emphasizes and 

8. Ibid., p. 399. 

9, These multiple criteria are: (1) Profitability, 
(2) Market Position, (3) Productivity, (4) Product Leader
ship, (5) Personnel Development, (6) Employee Attitude, 
(7) Public Responsibility, and (8) Balance between short-
run and long-run goals. Presented in Robert N. Anthony, 
John Dearden, and Richard F. Vancil, op. cit., p. 92. 
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stresses only the unfavorable variances.^ Both good and 

bad performance must be highlighted in the reports. 

Jack J. Woolf stresses that planning of the tech

niques to be used in the management control processes will 

promote goal congruence.^ However, this will not by itself 

overcome all the possible barriers, since the understanding 

12 and attitude of the people who apply them is critical. 

In order to have a good participative budget that is sup

ported by all interested parties, effective communication 

and direction are needed. Proper communication will serve 

in promoting goal congruence since it is supposed to link 

all parts of an organization,^ and thus there is a two-way 

communication process where top and lower levels of manage

ment can exchange their ideas for the total benefit of the 

organization. This process also plays a major role as an 

educational vehicle educating employees about the budgetary 

10. Alfred Rappaport, Information for Decision 
Making (Homewood Cliffs, N. J. : Prentice-Hall, Inc., 
1970), p. 402. 

11. Jack C. Woolf, "Profit Planning to Influence 
Organizational Behavior," Managerial Planning (May/June, 
1970), p. 14. 

12. James L. Peirce, "The Budget Comes of Age," 
in William E. Thomas (ed.), Readings in Cost Accounting; 
Budgeting and Control (Chicago: South-Western Publishing 
Co., 1960), p. 150. 

13. Joseph L. Massie, Essentials of Management 
(Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1964), 
p. 69. 
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control system and its purposes in a way that motivates 

them in the right direction. One of the more important 

communicating media is the various types of budget or 

planning manuals which secure the coordination of divi

sional and corporate policies. The communication process 

is also affected significantly by the organizational struc

ture, "Communication between the decision makers and those 

who carry out their decisions becomes complicated and sub

ject to more interference . . ."I5 in large centralized 

forms of organizations. 

Directing is also important in promoting goal 

congruence. "Directing concerns the total manner in which 

1 fi 
a manager influences actions of subordinates." Andrew C. 

Sterdy contends that the style of leadership plays a major 

role in successful budgeting, and it is not appropriate to 

discuss the employee's participation in the preparation of 

the budget without taking into consideration the style of 

14, David Solomons, Divisional Performance: 
Measurement and Control (Homewood, Illinois: Richard D. 
Irwin, 1965), p. 237. 

15, George J. Benston, "The Role of the Firm's 
Accounting System for Motivation," in Alfred Rappaport 
(ed.), Information for Decision Making (Englewood Cliffs, 
N.J.; Prentice-Hall, Inc., 1970), p. 365. 

16, Joseph L, Massie, op. cit., p. 74. 
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17  
leadership under which it is done. The participation of 

the employees in the budget preparation would motivate them 

adversely when their superiors totally reject their budgets. 

Accordingly, appropriate directing would help promote 

effective budgeting. 

Goal Congruence in Branch Banking 

The counterpart of these techniques, and the prob

lems of utilization should also exist in banking. One 

would expect in a branch banking situation that the effect 

of imposed and excessively tight budgets might cause branch 

managers to act in their own interest and in a manner that 

could very well deter and hinder the accomplishment of 

objectives of the total bank. On the other hand, a budget 

that is built through participative efforts with the 

managers, according to standards that can be met by 

reasonably efficient performance aul at appropriate as

piration levels is to be recommended to achieve goal 

congruence. Still another example might be the instance 

where a branch manager would defer a capital expenditure 

for office layout changes to improve customer service, thus 

improving his showing on this period's profitability rating, 

17, Andrew C. Sterdy, "Budgeting and Employee 
Behavior: A Reply," in Alfred Rappaport (ed.), Informa
tion for Decision Making (Homewood Cliffs, N.J.: Prentice-
Hall, Inc., 1970), p. 385-386. 
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but actually working to the detriment of the bank in the 

longer run. An excessive reliance on an annual profit 

standard as a "sole" indicator of performance, and/or an 

inadequate understanding of what constitutes adequate per

formance from the total bank viewpoint could easily prompt 

such action by the individual manager. 

In summary then, the attainment of the objectives 

of the .total firm (bank) is built upon the concept of a 

management planning and control system which provides a 

maximum of goal congruence. In the banking environment, 

as in other industries, it is very important that the 

managerial accounting techniques of budgetary control, 

responsibility accounting, standard costs, and distribu

tion cost analysis be properly utilized to achieve this 

compatibility of efforts and interests. 

Responsibility Accounting—General Understanding 

Responsibility accounting is the second concept that 

can be used to generate an attention-directing type of 

information for the vice-president responsible for the 

branches. Responsibility accounting has been defined by 

John A, Higgins as "a system of accounting which is tailored 

to an organization so that costs are accumulated and re

ported by levels of responsibility within the organization. 

Each supervisory area in the organization is charged only 
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with the cost for which it is responsible and over which 

it has control,"^8 According to this definition, it is 

that type of accounting that accumulates cost according 

to individuals responsible for them and within their man

agerial responsibilities.Responsibility accounting is, 

in fact, built around two control principles. The first 

is the principle where control is considered to "be only 

exercised by the manager responsible for the execution of 

plans.The second is the principle of organizational 

suitability where "controls must be designed to reflect 

21 organization structure." This is appropriately recognized 

.in Eric .L,. Kohler's definition of responsibility costing 

as "a method of accounting in which costs are identified 

with persons assigned to their control rather than with 

18. John A. Higgins, "Responsibility Accounting," 
in William E. Thomas (ed.), Readings in Cost Accounting, 
Budgeting and Control (Chicago: South-Western Publishing 
Company, 1960), p. 122. 

19. The illustrations of Higgins are portrayed 
most effectively by Charles T. Horngren in Cost Accounting; 
A Managerial Emphasis, Second edition (Englewood Cliffs, 
N.J.: Prentice-Hall, Inc., 1967), p. 267-272. 

20. Harold Kortz, "Management Control: A Sug
gested Formation of Principles," in William E. Thomas 
(ed.), Readings in Cost Accounting: Budgeting and Control, 
Second edition (Chicago: South-Western Publishing Company, 
1968), p. 117, 

21. Ibid., p. 119. 
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22 
products or functions," One of the more important of the 

recent developments in cost accounting is this shift in 

emphasis from product costing to cost control "wherein 

the statements to management emphasize the control of costs 

by reporting and summarizing them on the basis of 'who 

did it' before they are adjusted and blended for product 

cost purposes to obtain the conventional financial state

ments . "23 

Responsibility accounting treats managerial re

sponsibility centers differently according to their scope 

of operations, A responsibility center might be considered 

-a "cost center" if it is accountable only for costs and 

produces no revenues. Consider a service department in a 

manufacturing firm, for example, the maintenance department, 

where its output is services to production departments, but 

it does not generate revenue in the sense of something 

saleable to outsiders. A different and a more complicated 

example is where the output of the personnel department is 

exceedingly difficult for which to establish a price—let 

alone recognizing that these services are really not 

products sold to outsiders. 

22, Eric L, Kohler, A Dictionary for Accountants 
(Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1970), 
p. 373. 

23. John A, Higgins, op. cit., p. 148. 
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On the other hand, a responsibility center is called 

a "profit center" if its responsibility is extended to 

generate revenues, and accordingly, the relationship be

tween expenses and revenues is calculated to measure profit. 

The output in such a case can also be measured monetarily 

since it is usually sold outside, or to other centers, 

where exchange prices for its products are established in 

the market place. A production division or department in 

a manufacturing firm with output of finished products would 

be an example of a profit center. 

An "investment center" is still another form of 

responsibility center, where the manager is responsible 

not only for the profit but for proper utilization of the 

assets under his custody; in such a center, profits can 

be related to the assets required for the generation of 

these earnings.^ This latter extension is of course very 

attractive, since it causes a manager to be concerned not 

only with cost control and revenue generation, but forces 

attention to the relation of earning and investment re

quirement, This relationship summarizes, very concisely, 

the "reasonable profit" objective discussed in an earlier 

chapter. 

24. Robert N. Anthony, John Dearden, and Robert 
F. Vancil, op, cit,, p. 168. 
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The basic reason behind the increasing use of this 

managerial accounting technique is the great complexity 

of planning and control of ever larger and more diversified 

organizations. The decentralized form of organization has 

been adopted by such organizations to provide a more 

dynamic and flexible organization structure, with a 

focus on the "investment center" wherever possible. Re

sponsibility accounting with its emphasis on accountability 

segments facilitates the planning and controlling of de

centralized organizations where each division has signifi

cant discretion and independence in its operations. For 

effective utilization of such a technique in decentralized 

firms, responsibility for each activity and the cost and 

revenues related to these activities should be determined. 

In addition, authority should be commensurate with the re

sponsibilities of different managers. Thus, it is critical 

to have boundaries of responsibility well defined with 

adequate delegation of authority. "Sound organization 

principles must be followed if responsibility accounting 

is to work. Often it proves necessary to 'put the house 

2 6 
in order' before proceeding further." 

25. E. W. Nettan, "Responsibility Accounting for 
Better Management," in Hector R. Anton and Peter A. Firmin 
(eds.), Contemporary Issues in Cost Accounting (New York: 
Houghton Mifflin Company, 1966), p, 193. 

26. Ibid., p. 194. 
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Responsibility accounting has been proven effective 

in planning and controlling divisions of manufacturing 

firms. In many instances, responsibility accounting has 

proven effective in planning and controlling the activities 

of divisions within a manufacturing firm, including all 

phases up to the "investment center." Internal profit 

measurement should guide and help division managers in 

their decision making in a way that will result in achieving 

the objectives of the organization, and it can assist top 

and middle management in objectively appraising the per-

27 formance of their division managers. The concepts of 

"controllability," "transfer pricing," and "the forms of 

divisional profit and divisional investments" are par

ticularly important to this entire measurement process, 

so that the next several pages will discuss these at 

greater length. 

Controllability 

For effective measurement of divisional profit, 

the cost to be used, the transfer price for products trans

ferred among divisions, and the criterion or criteria for 

evaluating a division manager"s performance should be 

27, Joel Dean, "An Approach to Internal Profit 
Measurement," in Hector R. Anton and Peter A, Firmin (eds.), 
Contemporary Issues in Cost Accounting; A Principle in 
Transition (New York: Houghton Mifflin Company, 1966), 
p. 280. 
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28 
clearly determined and agreed upon. Only those revenues 

and costs that are within the influence of the division's 

manager should be considered in measuring the internal 

profit of the division. Arbitrary allocations of costs in 

such a case will result in showing his division as re

sponsible for expenses beyond his control, a questionable 

motivational impact at best. Controllable costs are under

stood as those that can be directly regulated at his 

O Q 
managerial level and within a given period of time. ^ 

Examples of controllable costs at the division level are 

the labor cost of the division, the material used priced 

at standard cost to overcome uncontrollable variances, and 

the maintenance pertinent to the division, also charged 

at standard rates. Examples of uncontrollable costs at 

the division level are the home office administration 

expenses, company-wide research and development costs, 

etc. To a large extent, only the controllable costs are 

pertinent for "helping a division manager with the current 

economic or managerial decisions he has to make."^® 

Further, the system of management control would be unfair 

to the manager if it allocates to him costs that are 

28« Ibid., p. 281-283. 

29, Charles T. Horngren, op, cit,, p, 272. 

30, Joel Dean, An Approach to Internal Profit 
Measurement, p. 284, 
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beyond his control and yet influence the measurement of 

his performance. 

The committee on Cost Concepts and Standards pro

vides the following guidelines for determining the ap

propriate costs that are to be charged to a responsibility 

center: 

a. If the person has authority over both the ac
quisition and the use of the services, he 
should be charged with the cost of such ser
vices . 

b. If the person can significantly influence 
the amount of cost through his own action, 
he may be charged with such costs. 

c. Even if the person cannot significantly in
fluence the amount of cost through his own 
direct action, he may be charged with those 
elements with which the management desires 
him to be concerned so that he will help to 
influence those who are responsible. 

The last one of the above guidelines must be carefully 

interpreted; otherwise all that has been said previously 

about the shortcomings of allocated costs can be raised 

again. 

Transfer Prices 

Another important requirement for effective di

visional profit measurement is the establishment of sound 

31, Committee on Cost Concepts and Standards, 
"Tentative Statement of Cost Concepts Underlying Reports 
for Management Purposes," in William E. Thomas (ed.), 
Readings in Cost Accounting; Budgeting and Control 
(Chicago: South-Western Publishing Company, 1968), p. 62. 
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prices for products and services transferred between di

visions or departments. "Transfer prices must preserve 

profit-making autonomy of the division manager so that his 

divisional profit performance will coincide with the in

terests of the company. Small differences in the unit 

price of transfer products make big differences in division 

profits and executive bonuses.Any weakness or defect 

in the transfer price mechanisms will distort the results 

33 
produced by internal profit measurements. Appropriate 

transfer prices will induce goal congruence if the division 

managers are competent and have interest in long-run as 

well as the short-run performance. They should also 

support these prices, and this can be accomplished if the 

managers perceive the prices as being just. The managers 

should also have the freedom to sell or buy their services 

or products outside the firm, and should have full knowledge 

of the prices available in the market. A negotiation and 

arbitration procedure between managers should be encouraged 

for solving disputes about prices. 

32, Joel Dean, "Profit Performance, Measurement 
of Division Managers," in William E. Thomas (ed.), Readings 
in Cost Accounting: Budgeting and Control (Chicago: South
western Publishing Company, 1968), p. 759, 

33. Howard C. Greer, "Divisional Profit Calcula
tion—Notes on the Transfer Price Problem," in Hector R. 
Anton and Peter A, Firmin (eds.), Contemporary Issues in 
Cost Accounting: A Discipline in Transition (New York: 
Houghton Mifflin Company, 1966), p. 289. 
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In manufacturing and merchandising firms, transfer 

prices have been established according to three main 

bases: (1) Cost; (2) Market Prices; and, (3) Negotiation 

and Arbitration."^ The cost basis is inappropriate since 

it is largely affected by the productivity and efficiency 

of the selling division. If the division is inefficient 

in its operations, the cost will be higher and the buying 

department will receive these ineffeciencies through the 

transfer price. Transfer prices that are built around 

standard costs might be more appropriate in such a case if 

such standards can be determined. In general, the best 

basis for transfer prices is the market price for identical 

products sold under similar conditions if such a price 

exists. The main difficulty is the absence, sometimes, of 

dependable market price quotations, especially for industrial 

products. In addition, market prices often fluctuate and 

this makes it hard to keep a current price available. The 

negotiation and arbitration between division managers for 

determining transfer prices is a constructive policy, and 

in many instances is believed to result in more realistic 

prices than the cost or market bases. The manager in this 

case should have access to outside markets and be free to 

34, Robert N. Anthony, John Dearden and Richard 
F. Vancil, op. cit. f p. 258-259. 

35. Howard C, Greer, op. cit., p. 291. 
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sell or buy from it in order to have a good bargaining 

position. The danger of this basis is the time and effort 

that might be wasted in arbitration and the bitterness of 

the process. 

Forms of Divisional Profit and 
Divisional Investments 

Profitability is usually used as the main criterion 

for measuring the performance of a "responsibility center" 

that is considered responsible for generating revenues as 

well as accountable for cost control. A discussion about 

the shortcomings of a "single" criterion has been presented 

under the concept of goal congruence and this still applies. 

Even with multiple criteria, if profitability is to be used 

as the primary performance indicator, the form in which 

this indicator will be expressed is very important. It 

can be expressed in two ways: (1) in absolute dollar 

amounts; or, (2) as a percentage of the investment employed. 

The usage of an absolute dollar amount of profit 

as the main criterion may well result in misleading manage

ment by failing to relate the investment requirement to 

the figure. For example, $75,000 in profit on $500,000 of 

investment employed in the division is not better than 

$40,000 profit on $200,000 of investment. The manager who 

produces $75,000 can be said more successful than the one 

with $40,000 according to the absolute dollar amount 
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criterion, but it is a wrong conclusion since the rate of 

return on investment for the first is 15% while for the 

latter it is 20%. 

The rate of return on investment, however, also 

suffers from certain criticisms. First, the base of in

vestment is difficult to determine. In all cases the in

vestment base should be the asset employed by the division 

and one for which its manager can be considered responsible. 

There may be great difficulty in assigning and determining 

the current assets employed in a certain division. For 

example, current assets such as cash are controlled cen

trally, problems arise concerning whether to use actual 

balances or end-of-month balances for valuing accounts 

receivable, and the most intricate problem in current 

assets valuation is the difficulty caused by inventory 

pricing and its balance fluctuations. The pricing of in

ventory and the quantity stocked might decrease or increase 

36 
the rate of return. The division's manager might ac

cordingly be encouraged to act uneconomically in order to 

have a better return on investment. While these problems 

and others do exist in determining the current asset por

tion of the investment base for manufacturing and 

36. Robert Anthony, John Dearden, and Robert 
E, Vancil, op. cit., p. 323. 
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merchandising companies, they are mostly absent in a branch 

bank situation as will be seen in Chapter 7. 

Secondly, is it going to be return on investment 

based on gross assets, net assets, or owners equity? In 

addition, how are the fixed assets going to be valued, 

at historical cost, or current replacement cost? And what 

method of depreciation should be used if it is decided 

to be net assets and not gross? 

All of these and other questions have to be 

answered in order to have an accurate return on investment 

ratio. In spite of all the problems involved in determining 

the base of investment of a division, it is a more appropriate 

approach than absolute profit measurement because of its 

emphasis on rate of earnings on resources invested. Gross 

current replacement cost is suggested for two basic reasons. 

First, the basing of the rate of return on investment at 

current replacement cost and not historical cost will 

equalize the investment base among owned branches. Thus 

the results will be more comparable between them. For 

example, the division which has a building with low book 

values because it has been owned for a long time, will show 

a better rate of return than a newly opened division. 

Using replacement cost will overcome the argument against 

the option of gross historical cost since the former ac

counts for both the factor of inflation, and of greater 
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efficiency due to noncomparability because of technological 

changes. Second, including gross current replacement cost 

and not net book value or even net replacement cost for the 

asset "prevents the rate of return from rising as the rest 

of the net book value of depreciable assets is reduced by 

37 
depreciation," However, the investment base for a leased 

division should include a certain amount of assets equiva

lent to the capitalized value of the leased building, ob

tained either by direct appraisal or through discounting 

the future rental payments to the present after deducting 

the interest rate from these payments. The discounted 

method will only be appropriate if the period of the lease 

is equal to the expected life of the building; otherwise, 

direct appraisal will produce more pertinent results. 

Allocation of centrally held fixed assets to divisions in 

order to consider them part of their investment base should 

be avoided because they are not part of the responsibility 

of the division's manager. 

The use of a "firm-wide" return on investment as 

the indicator of a manager's success might encourage him 

to restrict the investment in his division if the environ

ment in which he operates precludes attaining such a 

37. R. S. Gynther, "Using Return on Capital for 
Management Control," in Hector R. Anthon and Peter E. 
Firmin (eds.), Contemporary Issues in Cost Accounting 
CNew York: Houghton Mifflin Company, 1966), p. 391. 
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figure. Thus the standard must be tailored to each di

vision. 

General Electric Company has introduced another 

concept or approach that would overcome some of the pre

viously observed deficiencies. This concept refers to 

"residual income." Here a capital charge, a percentage of 

assets employed in the division, is deducted from net 

earnings, with the residual earnings being the target 

figure. This approach does not induce the manager to 

curtail divisional investment and growth because a particu

lar investment proposal falls short of the company-wide 

desired return on investment figure. The percentage on 

the asset employed should be the cost of capital to the 

company, 

The importance of this approach for measuring the 

performance of the division manager can be illustrated by 

assuming two situations where different costs of capital 

are used. In the first situation, the cost of capital is 

assumed to be 10% and the amount of asset employed in di

visions A and B are $500,000 and $200,000 respectively. 

Division A Division B 

Net internal profit $75,000 $40,000 
10% on assets employed 50,000 20,000 
Excess profit over 10% $25,000 $20,000 

Thus, in this instance division A can be said to be more 

successful than B since it produces $5,000 more. Division 
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A is accordingly applying his funds into more productive 

assets. However, the conclusions would be reversed under 

conditions where the cost of invested funds is 18%. 

Division A Division B 

Net Internal profit $75,000 $40,000 
18% on assets employed 90,000 36,000 
Excess (or less) profit ($15,000) $ 4,000 

over 18% 

Under such circumstances, Division B is more successful 

than A. The comparison of A and B divisions is thus de

pendent upon the cost of capital rate utilized. David 

Solomons calls for measuring residual income in absolute 

amounts rather than as a ratio of divisional investment for 

38 
the purpose of measuring the manager's performance. 

Responsibility Accounting Applied 
to Branch Banking 

Much of what has been said in relation to internal 

profit measurement for a division in a manufacturing in

dustry applies to a branch banking situation. The vice-

president responsible for branch operations can measure 

and appraise the performance of the branch managers through 

use of profitability standards. A branch bank, similar to 

a producing division in a manufacturing company, can be 

considered as a profit center since both its output and 

38. This rather complex point is well-made in a 
diagrammatic analysis by David Solomons, op. cit., p. 64-
6 6 .  
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input can be realistically measured monetarily. Further, 

the economic tests that are ordinarily used to determine 

whether or not a division can be considered as a profit 

center are clearly applicable in marking off a branch as a 

profit center. These economic tests are "(1) operational 

independence, (2) access to resources and markets, (3) 

separate costs and revenues, and (4) managerial intent." 

The performance of branch managers then should be 

evaluated according to the results produced by applying 

responsibility accounting concepts and not according to 

the results of functional profitability programs. This 

should be the case because the results of functional 

profitability programs are produced through expense items 

arbitrarily allocated and beyond the control of the branch 

managers. 

The main criterion for a branch success should be 

"residual income" in the form of an absolute dollar amount 

for reasons previously discussed. Most of the problems 

encountered in determining the investment base for computing 

the rate of return on the divisional investment in manu

facturing and merchandising companies are absent in a branch 

bank situation. Although each branch does not have a 

balance sheet of its own, there are branch assets employed 

39. Joel Dean, Profit Performance Measurement of 
Division Managers, p. 758. 
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within the branch boundaries. The branch has no inventory, 

cash is generated by its own operations and channeled into 

commercial and installment loans, with the excess over 

these and the reserve requirements considered available to 

the main office for investment. The accounts receivable 

at the branch are in the form of commercial and installment 

loans. All of these accounts or assets are essentially 

under his direct control and responsibility. The building 

and equipment that the branch utilizes are part of the 

assets that he should safeguard and thus should be added 

to the investment base. 

Before computing the capital charge on the above 

discussed branch investment base, the net earnings control

lable by the branch manager have to be determined in order 

to measure the residual income for the branch. The revenue 

part of the branch profit is usually influenced to a certain 

degree by the actions and activities of the branch manager. 

On the other hand, it is largely affected by environmental 

and external factors. The branch income is influenced by 

the policies established by the bank concerning fees and 

charges on regular and special checking accounts, ceilings 

on the interest rate and amount of installment and com

mercial loans. 

The total amount and the product mix of the branch 

functions is largely affected by the number of calls he 
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makes and by how he satisfies his customers and serves his 

community, Thus, the branch manager influences within 

limits the total gross income from commercial and install

ment loans because he affects to a certain limited degree 

their amounts. In fact, the major factor behind their 

amount is the interest rate. Revenues that are beyond 

his control and responsibility are the return on the in

vestment in securities which are usually determined in the 

main office. 

On the other hand, the controllable expenses by the 

branch have to be determined in order to match them against 

controllable revenues. Each expense item in the branch's 

profit and loss statement should be studied to determine its 

controllability by the branch manager. Examples of con

trollable expenses at the branch level are managed costs such 

as advertising expenses for the branch, and the entertain-

40 
ment expenses at the branch level, Examples of uncontroll

able expenses are the general administration and the indirect 

overhead expenses which are usually allocated to branches 

and then to their functions. Many service departments' costs 

40. Managed cost (also called discretionary cost) 
"can be whatever management wants them to be, within wide 
limits. There is no scientific way of deciding on the right 
amount .... In the absence of an engineering standard, 
the amount to be spent must be a matter of judgment." 
Robert N. Anthony, John Dearden, and Richard F. Vancil, 
op. cit., p. 170, 
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are uncontrollable by the branch manager, such as the costs 

of personnel and corporate planning departments. On the 

other hand, the expenses of the computer center are largely 

influenced by the number of items processed for each branch, 

thus, it is influenced in a significant way by the branch 

managers' activities. Accordingly, each branch manager 

should be responsible for the part attributed to him. 

Transfer Prices for Branches' 
Excess Funds 

A branch is either underloaned or overloaned. An 

underloaned branch produces excess funds that are cus

tomarily transferred to the main office either for invest

ment in securities or to be passed to another branch which 

is overloaned. A branch becomes underloaned and produces 

excess funds when its available funds for investment (total 

deposits minus reserve and liquidity requirements) exceeds 

the funds used in its commercial, installment, and other 

loans. An underloaned branch should receive a return on 

its transferred funds because they are usually invested 

in other areas, If the branch does not receive income for 

the funds it transfers to the head office, the branch 

earnings will be understated. The overloaned branch is 

investing in its fund-using functions amounts of funds that 

exceed its available funds. The branch receives income 

from the utilization of the funds transferred, and should 



192 

not get them free, for otherwise its net earnings amount 

will be overstated. Thus an interest rate should be de

termined and used to give credit to the branch that pro

vides excess funds, and to charge the branch which invests 

such funds. The credit or charge for providing or using 

such funds should encourage the branch manager to behave 

in a manner that will best serve his interest and at the 

same time the interest of the total bank. 

Top management can convey different messages by 

adopting different methods of calculating interest on excess 

funds. The method used to calculate this interest differs 

from one bank to another, according to its own philosophy 

and policy toward branch management. Chei-Min Paik states 

that all the approaches for calculating the interest on 

excess or borrowed funds can be classified in the following 

three categories: 

1, In the first method, the interest rate on 

excess or borrowed funds is calculated through dividing 

the net earnings from the total bank's loans and invest

ments by the average deposits of the entire bank less 

reserve requirements. 

2. The second method takes into consideration 

only the net earnings from the total bank's investment, 

disregarding loans, and divides this by the average deposits 

of the entire bank less reserve requirements and average 
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loans of the entire bank. Thus it tries to have a ratio 

of net earnings from investment to total funds used in the 

investments, disregarding the funds used in the loans and 

their net earnings. This method could suggest to the 

branch manager to emphasize demand deposits since the 

transfer price is weighted towards the shorter-term in

vestments and disregards long-term loans, 

3, The third method divides the transferred 

funds from underloaned branches into their constituent 

parts. These parts are demand and time deposits. Net 

earnings from investment is also divided into earnings 

from special pool-—long-term, high-yield municipal securi

ties, and other long-run securities—which are considered 

an investment from part of the time deposits, and earnings 

from regular pool—short-term securities and sundry 

earnings. The former type is mainly obtained for gen

erating income while the latter is handled for liquidity 

purposes. The special pool rate can be calculated through 

dividing the net earnings from this pool by the funds used 

in special pool securities. The regular pool rate can be 

calculated by dividing the net earnings from regular pool 

by the excess funds less borrowed funds and special securi

ties principal. 

According to this method, the branch which has ex

cess funds will receive credit for them in accordance with 
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their composition, The time deposit part in this branch 

will be credited at the interest rate of the special pool 

on the basis of their pro rata share of time deposits. 

The balance of time deposits (after covering all special 

pool securities requirement of funds) will be combined 

together with the excess funds other than time deposits, 

and receive pro rata credit according to the regular pool 

rate. On the other hand, the branches that borrow are to 

be charged, according to this method, at the regular pool 

rate. This last approach takes into consideration that the 

funds of time deposits are usually invested in intermediate 

and long-term securities.^ 

The transfer price on excess or borrowed funds 

can play a major role in determining the ratio of deposits 

to loans for the individual branch. The method used should 

take this into consideration. The second and third methods 

consider that the excess funds will be utilized in invest

ment with little or no loans. The third method assumes 

that the origin of funds can be easily associated with a 

certain fund application. 

This writer favors a variation of the first method 

of computing interest on excess or borrowed funds. This 

approach measures the rate of return on the total bank's 

41, Chei-Min Paik, op. cit,, p. 61-67. 
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investment and loans, and is computed in Table 4 under the 

functional profitability programs. It is called net port

folio yield and computed as follows: 

Net portfolio yield: (Net income from loans and 
investments for the entire 
bank) * 
(Total amounts of funds in 
investment and loans for 
the entire bank) 

This rate tells what the total bank's net income (gross 

revenue minus all expenses) from loans and investments. 

The branch manager who sells his excess funds to the system 

does so at this price, with the same price used for bor

rowed funds. If the branch manager can invest the fund in 

his locality for more than this rate, the excess funds 

should be invested locally since this will benefit the 

branch and at the same time improve the net portfolio yield 

for the total bank. If the net portfolio yield for the 

total bank is 5.5% and the branch has opportunities to 

invest it locally at 5%, it is to the best interest of the 

branch to transfer these funds to the main office which 

can either channel them to other branches which have higher 

earning potentials or invest them in intermediate or long-

term, high-yield securities. Such a rate would give the 

branch manager discretion over what is best for him and for 

the total bank, On the other hand, the branch that borrows 

at 5,5% from the main office has to have higher earning 

potentials in order to serve its interest and the total 
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bank's interest, This approach is similar to the first 

method presented by Chei-Min Paik, but here in the de

nominator we include more than average deposits. The 

denominator includes all the funds provided that are 

available for loans and investments whether they are 

average deposits, borrowed funds, or capital. 

The nature of the banking industry precludes the 

usage of transfer prices as it is usually used in manu

facturing industries. One of the conditions for using 

market prices is that the product produced internally 

should have a comparable product available externally. 

William Sartoris states that: 

In a bank, comparison of the intermediate product 
to external products is complicated by the insti
tutional restrictions. For instance, to the time 
and demand deposit departments this product is 
simply dollars which can be invested in various 
financial claims, but to the loan department this 
product is unique. There is no comparable external 
product, since the loans made by the department 
must be supported by dollars internally supplied 
by the time deposits, demand deposits, or equity 
base, ^ 

The most relevant transfer price in the circum

stances of commercial banks is the "net portfolio yield," 

A future oriented "standard" net portfolio yield, rather 

than a historical net portfolio yield, should be used since 

42, William Sartoris, "Transfer Pricing in Com' 
mercial Bank," Management Accounting (February, 1971), 
p. 34. 
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the latter cannot be determined in time to make current 

investment decisions. The standard net portfolio yield 

is to be established with the help of past experiences 

taking into consideration expected future economic condi

tions . 

In summary, responsibility accounting is a very 

helpful technique that the vice-president in charge of 

directing the branch operations can use to generate informa

tion that will assist him concerning the performance of the 

branch managers. The residual income approach, measured 

in absolute dollar amounts, is recommended for appraising 

branch managers' performance. The revenues, costs, and 

investment base—for computing the cost of the capital 

charge—should all be influenced and controlled by the 

branch managers. The "standard" net portfolio yield for 

the total bank is concluded to be the appropriate rate to 

be used in crediting or charging underloaned or overloaned 

branches for their excess or borrowed funds. 

The following chapter will deal with other managerial 

accounting concepts appropriate for branch managers used in 

their management control processes. It will also deal with 

managerial accounting techniques appropriate for super

visory management in their operational control processes. 



CHAPTER 7 

MANAGERIAL ACCOUNTING CONCEPTS AND TECHNIQUES 

APPROPRIATE FOR MIDDLE AND 

SUPERVISORY MANAGEMENT 

In Chapter 6 the managerial accounting concepts of 

goal congruence and responsibility accounting have been 

used to generate an attention-directing type of informa

tion to help the director of the branch operations in his 

management control efforts. Cost behavior studies, a func

tional profitability program, and break-even analyses will 

be discussed in the first part of this chapter as a means 

to generate a score-card type of information for management 

control by the branch manager in his day-to-day and short-

term operations. In the final part of this chapter the 

technique of work measurement will be suggested to provide 

information for operational control. 

Cost Behavior Studies—In General 

One of the basic phases of controlling the costs 

of operations, especially at the branch or department level, 

is a good understanding of how individual costs behave, 

and what factors determine this behavior. Cost behavior 

is understood to be the "response of cost to a variety of 

198 
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i n f l u e n c e s , a n d  o n e  o f  t h e  m o s t  d i f f i c u l t  a s p e c t s  i n  

cost studies is the determination of the amount and strength 

of the relationship between costs and their causal factors. 

Many factors or influences might affect a specific cost 

item. A researcher must separate the effects of these 

variables in his effort to relate costs to its major de

terminants. In an experimental situation, a scientist can 

control most, if not all, of the variables that he feels 

are necessary to build up a cause and effect relation for 

variables he is testing. These laboratory conditions do 

not ordinarily exist in a commercial environment, and many 

variables are non-controllable by the researcher, so that 

he is indeed working at a considerable disadvantage. 

Much of cost accounting literature singles out 

"volume" as perhaps the most important factor that stands 

behind the magnitude of cost per unit. In part this is 

due to the fact that "costs seldom vary in direct propor

tion to volume, and therefore small changes in volume have 

a more than proportionate effect on profits, whereas 

changes in other factors such as average lot size are 

2 
likely to have less dramatic effect." "Volume" may of 

1. Charles T. Horngren, Cost Accounting: A 
Managerial Emphasis (Englewood Cliffs, N. J. : Prentice-
Hall Inc., 1967), p. 193. 

2. Robert Dicky, Accountants Cost Handbook (New 
York: The Ronald Press Company, 1960), p. 18.1. 
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course be either in terms of an input quantity, or an output 

quantity, Solomons offers a helpful view of manufacturing 

cost behavior in the following terms: 

Realism demands that we recognize at least three 
types of expenses: 

1. those that vary with the volume of out
put, e.g., manufacturing supplies, certain costs 
of materials handling and maintenance of equip
ment, royalties, inspection costs 

2. those that vary with the number of man-
hours worked, e.g., welfare expenditure, super
vision, heating and lighting 

3. those that vary only with the length of 
period, and not with the amount of work done or _ 
the output obtained, e.g., rent, fire insurance, 

.Studying costs in relation to volume changes is 

facilitated by thinking of costs as fixed or variable, de

pending upon the way the cost behaves as volume fluctuates. 

Classification of costs into fixed and variable, and some

times semi-variable, is possible only when the time period 

to which these costs are related is limited and specified. 

Over the long-run almost all costs become variable because 

of changes that occur in the scale of operations and passage 

of time. Joel Dean presents three approaches to the mea

surement of cost variability with volume, assuming other 

3. David Solomons, "Flexible Budgets and the 
Analysis of Overhead Variances," in Hector R. Anton and 
Peter Firmin (eds.), Contemporary Issues in Cost Accounting: 
A Discipline in Transition (New York: Houghton Mifflin 
Company, 1966), p. 112. 
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factors constant, which is a study of cost behavior in the 

short-run. These approaches are: 

1. The accounting approach where costs are classi

fied into the components of variable and fixed upon an 

inspection of the accounts. Its success largely depends 

upon the experience of the accountant with a wide range of 

fluctuation in output rate. 

2. The engineering approach which consists of syste

matic conjectures about how costs are going to behave in 

the future depending upon past experience with the existing 

plant capacity, 

3. The statistical approach which consists of de

termining the net effect of rate of output on cost when the 

influence of other working variables has been taken into 

4 consideration, 

A difficult problem arises, for how can cost be

havior be predicted if we relax the assumption that factors 

other than volume are constant? The method of analyzing 

cost variability through the classification of costs into 

variable, fixed, and semi-variable does not provide a solu

tion to this problem of measuring the effect of these 

factors upon costs, A multiple regression analysis ap

proach in this case is more logical and useful since it 

4, Joel Dean, Managerial Economics (Englewood 
Cliffs, N,J,: Prentice-Hall, Inc., 1955), p. 280. 
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takes all the relevant factors that influence cost into 

consideration. Multiple regression analysis would "consist 

of estimating mathematically the average relationship be-

5 
tween costs and the factors that cause cost incurrences." 

Statistical analysis is a very important scientific tool 

that can, if used appropriately,^ yield more accurate 

predictions about cost behavior than other methods. 

Cost Behavior Studies—Banking Operations 

The determinants of cost are also of very consider

able interest in managing a bank. In a branch bank situa

tion, factors that influence the branch costs are often 

related to the size of the branch as measured by the assets 

employed, the ratio of demand deposits to total deposits, 

the ratio of commercial loans to total loans, or other 

measures. The factors that would influence the cost of 

installment loans, for another example, are the number of 

applications, the number of loans accepted and processed, 

and the mortality of the accounts. It is also helpful to 

5. George J. Benston, "Multiple Regression Analysis 
of Cost Behavior," The Accounting Review (October, 1966), 
p. 661. 

6. The underlying assumptions are closely examined 
in the article by George J. Benston, "Multiple Regression 
Analysis of Cost Behavior," The Accounting Review (October, 
1966), p, 668. Benston poses some relevant questions for 
the accountant who generates the statistical data utilized. 
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understand the relationship between the size of the par

ticular branch and its costs when making a decision relative 

to branch location, 

Most of the research on cost behavior has focused 

its attention on just one factor, the scale of operations, 

A sound analysis of bank costs, however, must consider the 

costs related to each function separately. Banking per

formance is highly related to its "product mix." The 

technique of regression analysis has been used in several 

studies to separate the effects of bank size on costs from 

the influence of structural characteristics of assets and 

7 
liabilities. When total assets were used as a measure of 

size, the difference in ratio of total costs to total 

assets among the sampled banks was accounted for through 

the following six factors: 

1. Bank size, measured by assets, 
2. the ratio of time to total deposits, 
3. the ratio of total loans to total assets, 
4. the ratio of securities other than U.S. 

Government issues to total assets, 
5. the ratio of consumer loans to total 

loans, and, 
6 .  the percentage growth of assets between 

1956 and 1959.8 

The association between the above variables and total cost 

ratios was expressed in a regression equation which 

7, Lyle E, Gramely, Scale Economies in Banking 
(Federal Reserve Bank of Kansas City, 1962), p. 12, 

8, Ibid., p, 17. 
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indicated the average relationship that existed between the 

bank sjLze and costs when the effects of the other five 

variables were eliminated. It was found "that the ratio 

of total costs to assets declines as the size of the bank 

increases, after the effects on costs of the five other 

9 
structural characteristics have been removed," George 

J, Benston used multiple regression analysis to show that 

bank cost structure can be estimated by this method. The 

variables on which he determined costs were a function of 

"output mix; factor prices; form of organization; merger; 

technology; random factors. He measured output of 

banks in terms of the number of deposit accounts or loans 

processed. The variable used in this case was the arith

metic mean of the number outstanding at the end of each 

month of the year. 

In addition, multiple regression analysis was used 

to build cost behavior models in consumer finance in

dustries where decentralization calls for effective cost 

control. The following regression equation was used to 

estimate unit cost per account outstanding: 

9, Ibid., p. 19. 

10, George J, Benston, "Economies of Scale and 
Marginal Costs in Banking Operations," The National 
Banking Review (June, 1965), p. 509, 
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Y* = A + BXi + CX2 + t>X3 + EX4 + FX5 + GKq 
Y* Estimating direct branch operating cost 

per account outstanding 
A = Regression Constant 
B to G = Net regression coefficient 
.X^ = Average loan size outstanding 
X2 = Average number of accounts outstanding 
X3 = Delinquency index 
X4 = Factor price index 
X5 = Loan mix index 
Xg = New application acceptance rate 

Similar equations might be used to estimate the operating 

unit cost per account outstanding of commercial loans, 

installment loans, demand deposits, and time deposits. 

For example the effect of the average number of trans

actions, the new application acceptance rate, the average 

number of accounts outstanding, and the average size of 

the regular checking accounts of demand deposits on the 

unit cost per account outstanding could be established 

through the application of multiple regression analysis. 

The information generated by such an analysis would be 

very helpful in the day-to-day operations of the branch. 

The branch manager can accordingly recognize which are the 

major factors that determine and affect the cost of each 

fund-using and fund-providing function and where these 

costs have to be controlled and reduced. The effect of 

an increase or decrease in any one of the above factors 

11, Eugene E. Comiskey, "Cost Control by Re
gression Analysis," The Accounting Review (April, 1966), 
p, 235-236, 
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upon the cost of regular accounts can thus be separately 

measured and determined. 

Functional Profitability Program—Branch Bank 

The managerial accounting procedures that have 

been discussed under functional profitability programs for 

the total bank are also pertinent here. In fact the func

tional profitability program for the total bank is a con

solidation of all the programs of the branches and at the 

home office. One difference between them is that the 

branch program might be more detailed such as having 

analysis that extends beyond the functions to subfunc-

tional analysis. Another difference is that the head 

office usually has centralized fund-using and fund-

providing functions, such as money market loans and bond 

investment in the fund using section and funds borrowed 

and capital funds in the fund-providing section. While 

these are some of the functions that exist only at the 

head office, the branch statement will show the internal 

money position for the branch, with either excess funds 

if it is underloaned, or borrowed funds if it is over-

loaned. As has been discussed previously, a transfer 

pricing scheme is needed to correct for these differing 

conditions among branches. This price usually is obtained 

from the consolidated statement for the total bank (Table 4) 
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where the net portfolio yield is computed. It is in this 

instance used for transferring excess or borrowed funds 

from the branches to the head office or vice versa. But 

at the branch level itself, another type of transfer price 

has to be determined in order to measure exactly what is 

the net earnings for each fund-using and fund-providing 

function. This has to be computed after the branch has 

been credited or charged for excess or borrowed funds, and 

it is intended to determine exactly the profitability of 

each function at the different branches. It is a transfer 

price among functions of the branch. Usually the fund-

using functions are charged for the cost of money at the 

branch level as has been discussed under the pool-fund 

method of allocation, and the fund-providing functions 

are also credited for generating funds at the net portfolio 

yield of the branch. Different costs of money and dif

ferent net portfolio yields exist for the total bank and 

at the different branches. The cost of money for the total 

bank differs from that at the branch level, and it even 

differs among branches. The cost of money for the total 

bank is usually an average cost for the whole system, while 

at the branch level it is the cost of money for each branch 

according to its operations. For that, the rate that will 

be used to charge the fund-using functions for utilizing 

the money of the fund-providing functions is usually 



208 

determined according to the cost of generating these funds. 

The same thing can be said about the net portfolio yield 

at the branch level. Thus, the profitability of each 

function is measured at the branch level according to its 

cost of money and net portfolio yield which differs from 

that of the total bank. The standard cost of money and 

even standard net portfolio yield should be used because 

the after-the-fact computed rate is not appropriate for 

decision making. 

A further step could be taken at the branch level 

which would enhance the knowledge of the branch manager 

regarding his day-to-day operations. This step involves 

sub-functional analysis, and permits a better understanding 

1 0 
of the specific characteristics of each sub-function. ̂  

For example, the sub-functional analysis could provide the 

following information for the personal and automobile 

loans segments of the installment loans function. 

Personal Automobile 
Loans Loans 

Average loan size for the branch $600 $3,600 

Average maturity at the branch 9 months 30 months 

Gross income at the branch 14% 11% 

Net income before tax 2% 5% 

12, Richard A. Gallant, ''A Functional Profitability 
Program," The Magazine of Bank Administration (June, 1970), 
p, 36. 
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The question to be asked here is that while the gross in

come for personal loans is higher than that of automobile 

loans, why is the net income before tax, after all expenses 

are allocated, less for personal than for automobile loans? 

The answer lies to a large extent in the average size of 

each of them, and to a lesser extent in the amount of ex

penses allocated to each of them. If the expenses allocated 

to personal loans is higher than that for automobile loans, 

this would be a factor that would affect the subfunctions' 

net income, But the more critical factor is the average 

size of each of loan accounts. Each account (of both 

.types) has to be processes in the following steps:i 

1, An application should be filed for each customer 

by an installment loan officer. 

2, An investigation should be done for each loan in 

order to determine the risk involved before offering any 

credit. 

3, After approving the application, a coupon book 

13 
has to be prepared and mailed to the customer. 

All of these steps involve costs which vary with 

the number of accounts that will be processed. However, 

the cost is relatively fixed, per unit; it does not vary 

with the magnitude of the loan size, Thus, since the 

13, Ibjd., p. 38. 
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average automobile loan is larger than the personal loan, 

the cost per $100 of the former is lower than that of the 

latter. Another consideration is that the customers of 

personal loans might be those who will ask for automobile 

loans in the near future. Thus, instead of getting out 

of the personal loans, which might hurt the branch or the 

total bank in the long-run, it is necessary to stress a 

better basis for allocating the expenses among the sub-

functions and to try to increase the average size and 

maturity of personal loans. Accordingly, the analysis of 

subfunctions can be helpful for the branch manager in his 

decision-making efforts. 

Such analysis can also guide top management in 

its efforts to establish policies concerning the rate of 

interest charged. For example, the interest rate can be 

increased in order to generate an amount of gross income 

on personal loans that is required to achieve reasonable 

profits. For the demand deposit function, top management, 

after a subfunctional analysis at the branch level of 

regular and special checking accounts, might establish a 

policy for service charges on regular checking accounts 

where these charges are to be increased from $,10 to $.15 

per withdrawal for the accounts which have average balances 

below $700, Such a policy would, hopefully, increase the 

average balances of these accounts, But before adopting 
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this policy, top management should also take into con

sideration what service charges are adopted by competi

tors , 

It is, of course, more expensive to include an 

analysis of subfunctions, since this requires more effort 

and time. It must also be stressed that the allocation 

process becomes more complicated and arbitrary at the sub-

function level, than at the function or departmental 

levels. As has been noted earlier, the contribution 

profit approach for determining the profitability of each 

function or even subfunction is to be recommended over the 

classical or conventional approach. A knowledge of the 

contribution margin of each function, the gross income 

of each function less the related variable costs will 

provide a sounder type of information by avoiding distor

tion due to excessive allocations among functions and sub-

functions. The contribution margin approach is in essence 

what is shown in Table 5 in Chapter 5. It is also pre

sented in Appendix B where the profit concept is a "segment 

margin," 

Break-even Analysis—In General 

Break-even analysis is one of the managerial ac

counting techniques that the branch manager can use to 

generate a score-card type of information to help him in 

his short-run, decision making processes. The break-even 
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point has been defined by Charles T. Horngren as "that point 

of activity (sales volume) where total revenues and total 

14 
expenses are equal; it is the point of zero profit," 

Break-even analysis is an extension of cost behavior studies 

relative to volume change. It differs from contribution 

margin analysis in that it includes fixed costs to arrive 

at "break-even," In this analysis, the data that are pro

duced represent "the short-run relationship of total cost 

and of total revenue to rate of output."^5 

Break-even analysis is better understood as a 

cost-volume-profit analysis, or profit planning, and has 

.been widely utilized by manufacturing industries in many 

managerial decisions. It has been used to help determine 

prices, addition or deletion of items in product lines, 

advertising campaigns, and various other decisions. If 

the underlying assumptions are properly understood, there 

is general agreement that break-even analysis is an impor

tant managerial tool. It is not within the scope of this 

study to review all the controversies about the "proper" 

application of this technique. It should be noted, however, 

that these controversies center around the basic assumption 

14. Charles T. Horngren, op. cit., p. 39. 

15." Joel Dean, "Cost Structures of Enterprises 
and Break-even Charts," in William E. Thomas (ed,), Readings 
in Cost Accounting: Budgeting and Control (Chicago: 
South-Western Publishing Company, 1968), pf 479. 
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of static revenue and static cost with the rate of output. 

"The total cost function, like its parallel in theory, 

is drawn on the assumption of constant factor prices, 

plant scale and depth, technology, and efficiency. The 

total revenue function assumes selling prices and product 

mix unchanged.""^ Accordingly, break-even analysis has 

limited value for long-run analysis, since it presupposes 

continuation of today's relative prices and costs pattern. 

Another problem exists when the effort to measure break

even points by products or departments causes an arbitrary 

allocation of fixed costs. Variable costs only include the 

expenses that vary proportionately with the quantity of 

products produced, and the fixed costs that have to be 

assigned to a plant or a product are those which are 

17 
clearly associated with that plant or product. 

In summary, the break-even technique constructs a 

simple algebraic model which includes revenue, fixed and 

variable costs in formulating a desired profit level for 

a particular business segment. It uses the concept of 

revenue per unit, less variable costs per unit, as being 

equal to contribution margin per unit. And, it is this 

16, Ibid. 

17. Raymond J. Barber, Jr., "When Does Part of a 
Business Break-even?" in William E. Thomas (ed.), Readings 
in Cost Accounting; Budgeting and Control (Chicago: South
western Publishing Company, 1960), p. 468. 



214 

contribution margin per unit which is available to cover 

the total fixed costs. Thus, the break-even point is de

termined by dividing total fixed costs by the per unit 

contribution margin, with the resulting answer in terms of 

number of units necessary to just cover all expenses. 

Break-even Analysis—Branch Bank Operations 

Break-even analysis is used here to help the branch 

manager to determine the loan or deposit size needed to 

break-even. Break-even analysis can be used in branch banks 

to determine when a branch or function will break even or 

attain a specific profit goal. This managerial accounting 

technique will be utilized in the following pages to help 

the branch manager to gauge the profitability of install

ment loans through computing the individual loan size 

necessary to break even. 

Installment loans are known to have higher operating 

costs than other types of loans. They usually require 

monthly posting and processing time, and generally experience 

a greater bad debt loss than does a non-installment type 

credit, so that losses on installment loans should be also 

18 
considered a part of their cost. 

18, Federal Reserve Bank of Boston, "Installment 
Loans—How Profitable?" in Paul F. Jessup (ed.), Innova
tions in Bank Management (Chicago: Holt, Rinehart and 
Winston, Inc., 1969), p. 224. 
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In order to calculate the break-even point for in

stallment loans at a certain branch, the direct and in

direct costs associated with the installment loans should 

be identified and assigned to them. These direct and 

indirect operating costs have to be classified into two 

groups for purposes of break-even analysis: (1) acquisi

tion expenses for all loans accepted or rejected, such as 

the cost of applications; and, (2) processing costs such 

as salaries, supplies, and cost of maintaining their 

accounts. The costs in these two groups are usually ex

pressed as an acquisition cost per loan acquired, and 

processing costs per payment processed. These are not the 

only types of costs necessary for computing the break-even 

loan size. Johnson and Comiskey introduce bad debt cost 

and cost of money in the picture. The following repre

sents their analysis of the components for the calculation 

of the break-even installment loan size: 

Ca = Acquisition cost per loan. 
Cp = Processing cost per payment. 

= Bad debt cost as percentage per annum of 
average dollar outstandings. 

= Cost of money as percentage per annum of 
average dollar outstandings. 

Gy = Cj-, + C^, variable costs as percentage per 
annum of average dollar outstandings. 

i = Add-on finance rate—percent per year of 
initial unpaid balance. 
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N = Number of payment periods in the 
contract. lg 

X = Breakeven loan size. 

They combined these expressions in the following equation 

in order to compute the installment loan size required 

for breaking even. 

N N Cv (N + 1) X 
(1) X ±  ( l ?) = C a  + NC p  + . _v 

And by solving for Xf the final equation will be: 

v _ 24 <Ca + NCp) 20 

( ' 2iN - Cv (N + 1) 

If the branch has the following figures for the previous 

costs and revenues, the break-even installment loans size 

can be easily computed: 

Installment-loan Costs 

Ca = $18 per loan made. 

Cp = $.8 per payment. 

Cj-, = 0.21 percent per year. 

Cm = 3- 0 4  

Cv = 0.21 + 3.04 = 3.25 percentage per annum of 
average dollar outstanding. 

19. Robert W. Johnson and Eugene E. Comiskey, 
"Breakeven Analysis in Installment Lending," in Paul F. 
Jessup (ed.), Innovations in Bank Management (Chicago: 
Holt, Rinehart and Winston, Inc., 1969), p. 231-232. 

20. Ibid. 
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i = .07 

N = 24 months 

v _ 24 [18 + (24) (.8)] 
L(2) (.07) (24) - .0325 (24 + 1)J 

V _ 24 [37.2] 
L3.360 - .8125] 

v _ 892.8 
2.5475 

X = $350.10 

Thus $350.10 is the size of individual installment loan 

needed to at least recover the costs of doing this type of 

business at the branch. 

However, the breakeven point has been used somewhat 

indiscriminately. In other words, the branch manager should 

not reject every application for installment loans in 

amounts less than $350.10. The previous breakeven analysis 

is based upon a total cost concept, which is not valid 

for our decision in rejecting a loan application. A more 

appropriate approach is to determine the costs and revenues 

which will be eliminated if the loan is not made. The 

acquisition and processing costs contain direct and in

direct portions of cost, with the indirect portion being 

mostly fixed. The exclusion of indirect or allocated 

costs from the analysis will provide a more precise pic

ture. The contribution of the loan to indirect or joint 

costs and profit can then be the main criterion for 
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21 
rejecting or accepting a loan opportunity. Thus, in

stead of rejecting the loans which are below the break

even loan size, the branch manager can make loans that 

cover the variable expenses, and contribute someting to 

the fixed costs. In addition, break-even analysis can 

provide a basis for comparison among branches of the same 

bank. It serves in a sense as a standard or goal. For 

example, the $350.10 break-even loan size at a certain 

branch can be compared with the break-even loan size of 

another branch. Discrepancies in operating conditions 

and environment between the two branches should be in

vestigated, and if any inefficiencies exist in conducting 

this type of business at a branch, corrective measures 

can be taken to overcome these deficiencies. 

In summary, the branch manager has three managerial 

accounting techniques that he can utilize to generate the 

attention-directing and score-card types of information 

needed for conducting his day-to-day operations. Func

tional profitability programs can be used at the branch 

level to produce the attention-directing type of informa

tion which tells him which functions or subfunctions are 

the most profitable. The contribution margin approach 

rather than conventional approach is recommended in order 

21* Ibid., p. 233. 



to avoid artificial and/or arbitrary allocation schemes. 

Cost behavior studies and break-even analysis are recom

mended to generate the score-card type of information for 

the branch manager. Cost behavior studies are used to 

help the branch manager control cost through studying the 

major influences that affect the cost of each fund-using 

and fund-providing function. Multiple regression analysis 

is recommended where feasible to measure the effect of 

each of these factors. Breakeven analysis, a mangerial 

accounting tool for the short-run perspective, can be used 

to help the branch manager in his day-to-day operations 

by providing him with information such as the break-even 

size of installment loans. This technique should not be 

used indiscriminately, since it might mislead the branch 

manager because of its full cost approach. 

The balance of this chapter will discuss the mana

gerial accounting technique of work measurement programs 

as used to generate a score-card type of information 

needed by the branch supervisors in the operational con

trol processes. 

Operational Control in Branch Bank Management 

Operational control in a branch bank is considered 

to be centered around supervisory management's efforts to 

see that specific tasks or jobs within the branch are 
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executed effectively and efficiently by the employees. It 

is thus appropriate for a branch officer or supervisor to 

control the actions of tellers or other employees. This 

is usually the lowest level of management in a branch bank 

operation; perhaps the most appropriate quantitative tech

nique to control the work of the tellers or other employees 

is to measure their performance through a work measurement 

program. This program will produce a score-card type of 

information that can indicate to the branch supervisors 

the productivity of their subordinates. In addition, it 

can point to the best way the tellers or other employees 

can do their jobs. Work measurement studies have numerous 

applications in a branch bank situation as will be shown 

later. 

Work Measurement Program 

Work measurement is understood to be the careful 

analysis of a job or task, its size, and the way it is 

performed, in order to increase labor efficiency and pro

ductivity. Its main objective is to measure the detailed 

steps in a certain operation, and to accordingly determine 

the number of employees needed to do an efficient job. 

Under a work measurement program, time and motion studies 

are made where the usual procedure is that a random sample 

of workers are observed during their work, and the amount 

of time needed to do each step is measured. Time and motion 
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studies go beyond this to suggest new—-faster and more 

efficient—methods of doing the same task. 

It is the most objective approach for the measure

ment of the productivity of labor, and is widely used in 

manufacturing industries to control and standardize labor 

cost. It is appropriate and of significant importance in 

the banking industry, which is characterized as labor-

intensive . 

In branch banking much of the labor cost is found 

in the individual branches. Thus, the control of labor 

cost has to be concentrated in these branches with the 

different officers and supervisors who report to the branch 

manager. It is their responsibility to see that each 

teller or other employee is doing his job efficiently. The 

effective utilization of the work measurement program will 

determine to a large extent the right number of staff to 

be employed at a branch. As has been mentioned in Chapter 

4, an under- or over-staffed branch could have a serious 

impact on the profit performance of the branch. The pro

ductivity indexes for a specific branch job can indicate 

to the branch manager whether it needs more staff or not. 

Productivity indexes can be produced for the individual 

worker, and also for the total labor force at the branch. 

The standard staff for a given branch can be determined 

by computing the standard monthly total minutes needed for 
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doing the different tasks at the branch divided by the total 

minutes that an employee should work per month. As an ex

ample : 

P1..« Total Monthly Standard Minutes Standard Start — _ ,—=— r->—?-=—m =——, 
Total Minutes Available per Employee 

Suppose that total monthly standard minutes were 

172,800 and that total minutes available per employee were 

11,520, then standard staff can be determined as follows: 

Standard Staff = >800 _ 15 empi0yees 
11,520 

If the number of staff authorized by the personnel depart

ment for a certain branch is 14 employees, and the actual 

staff used is 12, then the following productivity indexes 

can be calculated: 

(1) Productivity Index per Staff Authorized: 

Standard Staff _ 15 lnn _ 
Authorized Staff 14 A xuu ~ xu/* 

(2) Productivity Index per Actually Used Staff: 

Standard Staff 15 y i i oco 
Actually Used Staff ~ 12 

The actually used staff will equal authorized staff if no 

absentees are reported, but if absentees do exist, the 

actual staff used will then equal the authorized number of 

staff less the number of absentees. The above indexes 

must be carefully interpreted. These results might have 

been obtained for reasons that have no relation to produc

tivity; for example, loose standards, where the standard 

j 
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number of staff might be excessive due to having more 

minutes allowed to process the task than are really needed. 

Thus, the productivity of labor would be increased. Suppose 

that the first productivity index is 135% instead of 107%. 

This would tell the branch manager and his superiors that, 

in spite of the employees doing a good job, more help is 

needed because this is too high an index figure; the index 

should equal 100% if the standard minutes are accurately 

determined. 

The second index of 125%, relating standard staff 

to actual, tells a different story. This percentage of 

productivity might be a result of actual high productivity 

of labor, with a normal absence rate for the employees, or 

overstated productivity rate due to abnormal employees 

absence rate. Similar indexes can be developed for in

dividual employees, such as to determine the productivity 

of each teller who is responsible to a certain supervisor 

at the branch level. For example, if the standard time that 

is needed per month for a teller to do his job efficiently 

is 26,400 minutes, and the available time per teller is 

17,600 minutes, then the standard staff for these tasks 

can be computed as follows: 

Standard Staff = 26'400 =1.5 men 
17,600 

This means that an equivalent to a teller and a half is 
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needed to do the job. However, if an equivalent to 1,25 

of a teller is authorized and actually used, the produc

tivity index would be computed as follows: 

Y7§5 x 100 = 120% 

This would tell the supervisor that the teller and his .25 

part-time assistant are doing a sufficient job, but more 

part-time help is needed in order that the teller's window 

will not be overcrowded. 

The above are ways in which different productivity 

indexes can be used to determine if the branch is over

staffed or understaffed. The low producing employees can 

be detected by the supervisor, and an objective approach 

to labor cost control is provided. Such an appropriately 

executed work measurement program is a basic requirement 

for any standard cost system, and is important for equitable 

22 distribution of costs among departments. It provides the 

best basis for allocating the costs of service departments 

to production centers, by helping to develop cost alloca-

23 
txon coefficients. 

22. David Radius, "Work Measurement Program, Cost 
Analysis: Improved Cost Pricing Decisions," The Magazine 
of Bank Administration (June, 1968), p. 20. 

23. Richard A. Gallant, "Cost Allocation Pro
gram," The Magazine of Bank Administration (May, 1970), 
p. 34. 
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To summarize, work measurement programs produce 

information that is relevant for determining the right 

number of staff at each branch, the productivity of each 

employee, and for the distribution of overhead cost to 

producing centers and their functions through calculating 

the burden rate and the standard unit cost for a certain 

job. 

This concludes Part Two of this study, where the 

objective of branch banks and the key result areas and 

determinants of success have been discussed in Chapter 4. 

In Chapters 5, 6, and 7 of Part Two, a theoretical frame

work for the utilization of managerial accounting has been 

established and then discussions of selected managerial ac

counting concepts and techniques appropriate for generating 

relevant information have followed. The discussion now 

moves to Part Three to state the findings of the field 

research and then to spell out certain recommendations and 

conclusions. 
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CHAPTER 8 

MANAGERIAL ACCOUNTING CONCEPTS AND TECHNIQUES 

UTILIZED IN THE MANAGEMENT OF BANK X 

This chapter is the first of two phases in Part 

Three of this study. The first phase is a discussion of 

the field research which has been conducted in a major 

Arizona branch bank, and these findings constitute the sub

ject matter of Chapter 8. The second phase of Part Three 

is a discussion of the conclusions, recommendations, and 

limitations of this study which forms the essence of 

Chapter 9. 

Chapter 8 shifts the discussion from the world of 

theory to the world of practice by discussing the findings 

of the field research. The branch banking operation studied 

will be referred to in this chapter as Bank X. It has been 

in operation for several decades and has total assets that 

exceed $200,000,000, 

The investigation has been designed to examine two 

aspects of Bank X, The first is to note the objective or 

objectives of this bank, as well as the key result areas 

that it feels are fundamental to the achievement of these 

goals. In addition, the study strives to test the awareness 

227 
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of the several levels of management to the factors or de

terminants that affect these key areas. The second aspect 

of this field research is to determine what managerial 

accounting concepts and techniques Bank X is utilizing to 

generate information for the different levels of management. 

This part of the investigation also offers some insights 

as to the attitude of the branch managers towards these 

techniques. 

Nature of the Field Research 

This field research is comprised of two parts. The 

first part consists of interviews with three senior vice-

presidents who are responsible for the Asset Management 

Division, the Branch Administration Division, and the 

Corporate Planning Division. Furthermore, it includes 

interviews with five branch managers. The second part 

consists of a study of policy manuals and various reports 

existing in the accounting information system. 

Now it is appropriate to move the discussion to 

the first aspect of this field research which is the ob

jectives of the bank and the related key result areas and 

their influencing factors. 

Measures of Bank X Success 

The stated overall purpose of Bank X is "to provide 

quality banking services to our customers and community on 
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a sound and profitable basis." This statement emphasizes 

the importance of multiple objectives. Although it does 

not spell out a universal long-term objective, such as 

success, the statement implies this since it calls for 

sound practice and profitability, both of which are es

sential for success. An elaboration of this basic state

ment of purpose provides the following fundamental ob

jectives : 

To completely satisfy the banking needs of our 
customers on a sound, competitive basis and con
sistent with prudent banking practices. 

To provide a fair return to our stockholders on 
their investment with a reasonable growth in 
equity. 

To develop an organization of qualified per
sonnel, with fair compensation and benefits, in 
comfortable surroundings that allow and encourage 
maximum development. 

To actively support and participate in programs 
for the best interest of our cities, the State of 
Arizona, and the nation. 

To merit the respect and trust of our customers, 
stockholders, staff, competition, and community. 

These five objectives generally correspond to the five key 

result areas noted in Chapter 4 as being fundamental to the 

long-run success of any branch bank. The explicit recogni

tion of reasonable profit, customer satisfaction, growth, 

staff development, and community service denotes an aware

ness of top management in its strategic planning to the 
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fundamental areas that should be promoted to accomplish 

the purpose of the bank. 

The Statement of Corporate Purpose and Objectives 

goes beyond that to state the following guiding princi

ples : 

To be a well-managed and aggressive banking in
stitution. 

To be a leader in the development, growth, and 
innovation of banking services. 

To provide management methods and to utilize 
modern equipment for maximum efficiency and 
productivity. 

To continually train and have available an 
alert and vigorous sales and service staff. 

To develop a planned program of expansion, 
growth, and progress. 

These guiding principles also stress the importance of the 

fundamental key result areas, for it is obvious that to 

achieve success the promotion of the objectives within 

these principles is needed. 

Although the determinants which influence the 

achievement of these objectives and the overall purpose of 

Bank X were not precisely stated in the general policy 

statements, the three senior vice-presidents and the five 

branch managers interviewed were found to be aware of most 

of these factors. For example, all of them referred to the 

importance of: (1) the quality and number of staff; (2) the 

location of branches; (3) the economic conditions of the 
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country; and (4) the degree of competition from branches 

of other banks or even their own branches. On the other 

hand, the only individual who seemed aware of the impor

tance of account characteristics for profitability impact 

was the senior vice-president responsible for the Asset 

Management Division. While this was certainly appropriate 

since it was a part of his responsibility, one might have 

expected more awareness of this point by the individual 

branch managers. 

The Asset Management Division attempts to allocate 

the resources of Bank X, with a close coordination with the 

Investment Division, in a manner that would first serve 

customers and the community and second provide the greatest 

returns to the stockholders. 

The five branch managers provided the following 

individual approaches for their specific branches that they 
> 

feel will help achieve the overall purpose of Bank X: 

Branch 1 — To operate on a profit basis and to 

grow. In order to achieve this, the branch manager works 

on increasing the deposits of his branch, decreasing its 

cost, and at the same time increasing the number of loans 

outstanding. The tool that he uses to promote this include 

offering better services to customers than the competitors, 

and through maintaining personnel who know how to serve 

the customers. 
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Branch 2 — To penetrate the market for deposits, 

and in the short and intermediate-run to maintain its status 

because of increasing competition in the trade area through 

new competitive branches. The tools that he uses to achieve 

this include establishing better services to customers and 

extending public relations programs. 

Branch 3 — To serve the trade area of his branch 

and its members made up of customers, merchants, as well 

•as contacts with non-trade area business, At the same time 

this branch manager strives to achieve profitability, He 

contends that without adequate profits it is difficult to 

develop qualified staff and offer good service. 

Branch 4 — To operate efficiently in order to 

generate acceptable profits and thus ensure a fair return 

to stockholders and better quality of service to the branch 

customers and the community. The branch manager who ex

pressed this objective feels that this can be accomplished 

through creating an image of Bank X as a bank that is in

terested not only in the deposits of the customers, but 

desires to serve them through free financial advice and in 

other ways. He stresses the importance of tellers for 

creating satisfactory customer relations since they see 

about 90 percent of the customers while the branch manager 

and other officers in the branch see only 10 percent of 

them. 
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Branch 5 — To share in the deposits and loans of 

the trade area and to achieve the biggest profit. The 

location is critical for achieving this, especially for 

his branch which has limited future potential because of 

the absence of business growth in the area. 

To summarize, it seems that each branch manager 

tries to use approaches that are consistent with the 

economic conditions of his trade area. Now we turn to 

the discussion of the managerial accounting concepts and 

techniques that are being utilized to manage Bank X. 

Managerial Accounting in Bank X 

The field research revealed that much of the man

agerial accounting, as described in Chapters 4 through 7, 

is for the most part a new approach for generating informa

tion for decision making within this bank. In fact, it is 

only a few months old. The feasibility studies for the 

changed system had been conducted in the second half of 

1970, with most of the techniques being inaugurated in 

January of 1971, Bank X thus has a short history and 

limited experience with the applicability of this form of 

managerial accounting. Apparently before the emergence of 

this new approach, the decisions were in most instances 

based upon: CD statements of financial condition which 

mainly consisted of the profit and loss statement and the 
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balance sheet; (2) publications and reports from the dif

ferent offices of the Federal Reserve Banks, such as the 

report of functional cost analysis for member banks which 

participate in this program; and, (3) the rich and long 

experience of its executives, senior officers and other 

responsible employees. However, the need for more relevant 

information generated by other approaches had been felt by 

management, and the Corporate Planning Division was 

authorized to generate different types of information for 

the several groups of management. This division consists 

of three departments, Marketing and Business Development, 

Corporate Services, and the Comptroller. 

The Corporate Services Department has what could 

be termed an industrial-engineering approach. It is headed 

by a vice-president who in turn reports to the senior 

vice-president who is in charge of the Corporate Planning 

Division, Most of the managerial accounting concepts and 

techniques have been developed for the bank in this de

partment. The Corporate Planning Division has an advisory 

relationship with Asset Management Division, Investment 

Division, Branch Administration Division and other divisions. 

It has no line authority over these, but has a staff type 

relationship. The following concepts and techniques from 

the body of managerial accounting theory are being utilized 

by the Corporate Planning Division: 



235 

1. Functional Profitability Program. 

2. Management by Objectives. 

3. Work Measurement Program. 

4. Budgeting. 

5. Break-even Analysis. 

Functional Profitability Program 

As has been mentioned before, this bank has de

veloped this and the other techniques very recently. In 

all cases, the vice-president responsible, for the Corporate 

Services Department, who is the originator of this approach 

at the bank, has stressed that this program hopes to ac

complish three purposes: 

1. To arrive at net yield of fund-using functions 

such as that of installment and commercial loans; 

2. To arrive at net cost of money in fund-providing 

functions such as that of demand deposits and time deposits 

at the branch level, and of capital and borrowed funds for 

the total bank; 

3. To provide statistics, primarily for top manage

ment, pointing out strengths and weaknesses in the dif

ferent services or functions of the bank. 

Thus, the intended purposes behind utilizing the 

functional profitability technique in the bank studied do 

not differ from those advocated in the theory presented in 
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Chapter 5, This awareness of the usefulness and applica

bility of the program is very important, and critical to 

its proper utilization and success. 

Statements of Functional Profitability— 
Total Bank 

The Corporate Services Department prepares two 

"functional operating statements" for two different mana

gerial levels; for the total bank and for the branches. 

The data for these statements are mainly obtained from the 

profit and loss statement produced by the Comptroller's 

department. After receiving the profit and loss statements 

for the branches and the total bank, which contain figures 

of expenses and revenues on an itemized basis, the Corporate 

Services Department works on grouping and reclassifying them 

into the different functions of the bank. 

During the feasibility study for this program, that 

has been conducted late in 1970, expenses of service depart

ments and overhead costs were allocated fully to fund-

providing and fund-using functions on arbitrarily chosen 

bases. These bases consisted of percentages that were 

determined by the service departments in accordance with 

time spent providing assistance. For example, the Electronic 

Data Processing Center might spend 70 percent processing de

mand deposit accounts, 12 percent on time deposit, 10 percent 

on commercial loans, and 8 percent on installment loans. 
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Thus, the costs incurred by this center were allocated ac

cording to the above percentages. Of course, any in

efficiencies of this center and the consequently unjusti

fied high expenses would be carried over to the different 

functions. Starting January, 1971, the bank's management 

began to recognize the inappropriateness of this approach 

and the injustices that could result from it. It accordingly 

started the use of a "standard unit cost per account" ap

proach. These standard unit costs are generated by Bank X 

according to its circumstances. For instance, the cost of 

the Electronic Data Processing Center is allocated to each 

function according to the standard unit cost per account 

outstanding for each function at the end of the month. 

The charge for processing an account (levied against each 

function) is this "standard unit cost," This approach 

treats the service center as a cost center and shows dis-

crepencies between standard costs allowed in terms of data 

processing volume performed and actual cost incurred. This 

is a technique proven successful in many industrial applica

tions . 

In addition, Bank X is working on improving its 

existing work measurement standards by using the experience 

of other banks in this area and particularly those with 

experience in work measurements applications to functional 

cost. Bank X's improvement of its existing work measurement 
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standards through the experience of other banks is justi

fiable to the extent that they are not used indiscriminately 

and without careful study. Careful analysis and study of 

these imported standards are highly needed because they 

could be inadequate since they are usually produced in banks 

which have large scale of operations. 

Other types of expense allocation problems also 

exist. Overhead expenses such as occupancy and equipment 

costs are allocated to functions according to the dollar 

amount of labor that is utilized by each function. The 

indirect expenses of general administration are allocated 

to the major functions according to total operating expenses 

of each function. The most objectively allocated expense 

at Bank X is the cost of labor where work measurement pro

gram results are used as a basis for allocation. Each 

function is charged for the cost of jobs that are related 

to it. The unit cost per labor hour multiplied by the num

ber of hours spent on these jobs related to each function 

determine this charge. These examples of cost allocations 

in Bank X are, of course, a version of full or absorption 

costing approach to profitability measurement. 

After all expenses and income are assigned to the 

major functions of the bank, the net portfolio yield for 

the fund-using functions is computed, and then the cost of 

money for the fund-providing functions is calculated. 
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Accordingly, each fund-using function is charged at the 

cost of money rate for utilizing the funds generated by 

the fund-providing functions. On the other side of the 

coin, fund-providing functions are credited at the net 

portfolio yield rate for the funds they provided. Thus, 

the bank uses the Funds Pool method for allocating expenses 

and distributing income among the different functions. 

This is clear in Appendix C where the net portfolio yield 

for the total bank is 6.74 percent and the cost of money 

for the total system is 5.1 percent. This writer feels 

that this cost of money may be low since it apparently 

does not include an opportunity cost for capital funds 

which could be otherwise invested. Investment decisions 

should be oriented to the future, and should apply rates 

that reflect management's best estimates of future ex

perience. What is needed then is some form of "standard 

net portfolio yield" and "standard cost of money" that can 

help in sharpening the investment decisions by a distinct 

pointing to the forecast rates that will materialize in 

the near future. This "standard" would then be compared 

with the "actual" to understand any deviation. 

As has been mentioned earlier, two statements of 

functional profitability are prepared at Bank X. One 

statement (for the total bank) is prepared for top manage

ment with different types of trend analysis such as 
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comparative percentage trend analysis for fund-using and 

fund-providing functions, and other trend analysis for the 

branches. This statement is also sent to the Branch Ad

ministration Division, the Asset Management Division, the 

Investment Division and other elements of middle management. 

The interviews conducted indicate that this group is only 

partially aware of the usefulness of these statements, 

probably due in part to the fact that this form of analysis 

and reporting is only a few months old. Consequently, 

their attention is devoted in large measure to the tradi

tional financial statements, the budget, and the different 

Federal Reserve Bulletins as sources of information for 

their decisions. 

The second functional profitability statement is 

one that shows the profitability of each function within 

each branch. In other words, there is a detailed analysis 

by branch that shows the profitability of each function 

within each branch. 

Statements of Functional Profitability— 
Branch Level 

A study of the reports of a functional program for 

individual branches revealed that different versions of 

statements are being prepared. For the first group of 

management, which includes the senior vice-president re

sponsible for the Branch Administration Division, a 
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statement which shows the profitability of each function, 

the net portfolio yield for the branches and their net 

earnings is calculated on a basis where the transfer price 

for excess or borrowed funds is computed according to the 

halfway point between net portfolio yield and the cost of 

money for the total system. It was noted earlier that the 

net portfolio yield and the cost of money for the period 

studied are 6.74 percent and 5.1 percent respectively. 

Thus, the transfer price is 5.92 percent; top management 

of Bank X feels that this is a fair rate for both over-

loaned and underloaned branches. 

However, the branch managers do not receive a 

functional profitability statement that is based upon this 

transfer price (5.92 percent) for excess or borrowed funds. 

The rate used is that which is halfway between the prime 

and discount rates; this is the same rate as used by the 

Comptroller in preparing the traditional quarterly profit 

and loss statement for each branch. This method then is 

not an exact form of the funds pool method. The statement 

that is prepared for the branch managers' use does not 

show the excess or borrowed funds and their income or cost 

of money. It shows the net result of using such an approach 

as a figure under the internal money position heading and 

in the net operating earnings caption, This figure is 

$68,383 as can be noted in Appendix D, This same figure 



242 

is available in the profit and loss statement of the 

branch, and is shown in Appendix E. It is the difference 

between the internal money position revenues for fund-

providing functions and the internal money position charges 

for fund-using functions. The revenues on the internal 

money position of the fund-providing functions are derived 

by multiplying the internal money position for each func

tion by the rate halfway between the prime and the discount 

rates. The same thing can be said about the charges on the 

internal money position for fund-using functions, 

In summary, the functional profitability system 

as utilized in Bank X is the counterpart of full or absorp

tion costing in manufacturing; the profit concept is that 

of "net profit" rather than contribution margin or other 

concept. The subfunctional analysis which was referred to 

in Chapter 7 is also absent. And finally, two versions 

of this "net profit" are being reported, with the distinc

tion brought about through both the use of two different 

transfer prices, and the failure to report the specific 

and general administration expenses on the statement pro

vided to branch managers. A version statement that differs 

from that presented in Appendix D is shown in Appendix F. 

Management by Objectives 

The second technique that Bank X utilizes from 

managerial accounting is the management by objectives. 
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The purpose behind adopting it is to activate and motivate 

the involvement of all officers by having them help set 

their specific objectives which are usually expressed in 

the budget insofar as the specific items are appropriate 

to financial statements. The conversion of these specific 

objectives into a series of operating plans results in an 

operating plan on a total bank basis. Every responsible 

employee from supervisory management up to the executive 

vice-president has to develop his management by objectives 

statement. Thus, it is related to the three levels of 

management which are top, middle, and supervisory manage

ment. This participative budgeting concept is the primary 

tool measuring the performance of the several levels of 

management. 

The manual for management by objectives for Bank X 

describes the intended purposes behind utilizing this 

technique as follows: "The increasing size and complexity 

of our Bank has necessitated the development of a system 

by which all managers can relate their activities to the 

goals of the corporation,11 This implies an awareness of 

the importance of goal congruence which is even more ex

plicitly stated in: "Through Management by Objectives, 

which involves all management and supervisory personnel 

in the goal setting process, better coordination can be 

achieved between the goals of the corporation and those 
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of individuals, divisions and departments." Potential 

misunderstanding and misinterpretation of its intended 

purposes was also considered. Top management of Bank X 

stressed that "its purpose is not to make managers work 

more, but to help them work more effectively." They also 

emphasized that the "philosophical basis for Management 

by Objectives is the belief that people can contribute far 

in excess of usual expectations on their job and are willing 

and anxious to do so if they are allowed to participate in 

setting their goals and in determining the best methods 

for achieving them." It is also clear that the communica

tion process is highly important for the success of this 

program. 

In the process of implementing the management by 

objectives program, each supervisory personnel has to state 

his mission and functions, develop measurable objectives, 

convert these objectives into an operating plan, take 

designated actions, and measure progress toward the achieve

ment of these objectives, A detailed discussion of these 

steps is included in Appendix G. The most critical of 

these is probably the involvement in determining the points 

that are to be assigned to each function, done jointly by 

the individual executive and his immediate supervisor. The 

evaluation of actual performance in terms of the points to 

be received for achieving some or all of the objectives is 
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the last facet of control other than corrective action. 

This process becomes less objectively measured when the 

targets are not quantifiable. Thus, whenever possible 

management of Bank X calls for establishing the objectives 

in a numerically quantifiable form in order to overcome 

subjectivity in weighing the objectives and more criti

cally in measuring and assigning the scores on performance. 

The last two pages of Appendix G demonstrate the procedure 

used by Bank X in weighing the objectives, the rating 

system, and the management by objectives score. 

The profit sharing plan at the bank is built around 

management by objectives. The employee gets a certain 

percentage of his monthly salary if he achieves his target 

objectives. For example, if he exceeds his target and 

scores above 100 points such as 130, he gets 130 percent 

of his expected bonus. On the other hand, if he scores 90 

points by not hitting his target objective, his actual 

bonus will be 90 percent of his expected bonus. If he gets 

too low a score, he does not receive any. 

Work Measurement Program 

The work measurement program is primarily used in 

Bank X to control labor expenses and to properly staff a 

branch. It is also used to allocate the cost of service 

department labor among the different functions according 
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to the standard time spent performing the jobs related to 

these functions, 

The indicators of whether a branch is understaffed 

or overstaffed are determined by production indexes which 

are produced according to the results produced by the work 

measurement program. For example, middle management and 

the personnel department study the requisition of a branch 

manager for an additional teller by examining the produc

tion indexes for that branch. If the production index is 

75 percent, this indicates that the branch is overstaffed 

and the requisition is denied. On the other hand, if the 

index is 130 percent for the branch, the requisition is 

accepted and he is eligible for additional help. Bank X 

generates production indexes for the positions of branch 

manager, installment loan officer at the branch, the branch 

operations officer, and for various clerical activities. 

The actual determination is explained in the following 

paragraphs. 

In order to calculate the production index for the 

branch as a whole, Bank X first computes the standard staff 

required, and then determines the authorized and the used 

staff. The number of standard staff is computed as follows; 

_ Total Minutes Needed Per Month 
a Total Minutes Available Per Employee 

Total minutes needed per month are the product of multiplying 

the number of items processed per month for each job by the 
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standard minutes allowed per item. The total minutes 

available per employee are the number of minutes that an 

employee should work per month on a full-time basis for 

the work days only. The accuracy of the total number of 

minutes needed per month determines to a large extent the 

success of the whole work measurement program. The ac

curacy of this input data is greatly influenced by the 

consciousness of the operations officer or any other em

ployee who prepares the "branch activity report" each 

month. The branch activity report contains columns for 

job title, work count code, and item count and is shown in 

Appendix H. Most of the branch managers interviewed felt 

that certain shortcomings in the work measurement program 

were in this area of preparing the branch activity report. 

These shortcomings are summarized in the following: 

1. The accuracy of the activity report is greatly 

influenced by the quality and attitude of the employee who 

prepares the branch activity report. If he is a careful 

worker, the report usually reflects accurately the number 

of items processed per job for the month. However, if he 

is careless, all that he tries to do is just to finish the 

report without any feeling of responsibility toward whether 

it reflects the truth or not. These points were raised by 

most of the branch managers interviewed. 
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2, The program does not include all the jobs that 

certain branches do. Thus, some items are not counted and 

the branch's productivity index will accordingly be lower 

than it should be. For instance, one branch manager com

plains that he is not given enough credit for inventorying 

of safe deposit boxes since in his circumstances this is 

a time consuming task. This branch manager also stated 

that the production index for his branch was around 77 

percent because of so many items he did not receive credit 

for. When he raised the issue to the Corporate Services 

Department, the production index for his branch as revised 

was in excess of 100 percent. Accordingly, instead of 

being overstaffed the branch was shown to need more staff. 

Another branch manager stated that his branch is doing 

services for other branches which takes part of the time 

available for his employees on their regular work, and that 

his branch is not credited for this effort. The activity 

report does not provide for such jobs done for other 

branches. 

3, Most of the branch managers complain that it takes 

a lot of effort and time to prepare the branch activity 

report. One branch manager suggested that it should be 

done semi-annually. 

4, All the branch managers call for educating the 

employees more in this area since they have difficulty in 
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understanding and interpreting what is to be included in 

the activity report. 

Besides the branch activity report the branch has 

to prepare a worksheet for "used staff" which provides 

information about the number of authorized staff at the 

end of each month. This information is set forth in 

Appendix I. However, Appendix J includes summaries of 

the result of the work measurement program. 

Most of the branch managers experessed their be

lief that the work measurement program is an excellent 

approach for controlling the cost of labor, but felt it 

must be appropriately and accurately applied in order to 

achieve its intended purposes. They found useful the pro

duction indexes and the diagrams such as that of Appendix J. 

In summary, the work measurement program in Bank X 

is still in the experimental stage. Much has to be done 

in educating the employees who do the branch activity re

ports. In addition, efforts should be extended by the 

Corporate Services Department to change the contents of 

the report so as to improve the attitude of the branch 

managers toward the applicability of this technique. 

Budgeting 

The budget has been used for planning and controlling 

the different aspects of Bank X for many years. The budget 

is constructed once a year with the figures established on 
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a monthly basis. The budget is considered primarily as a 

guide to the operations of the branches and other parts of 

the bank. Any deviation from the budget has to be inter

preted by the responsible personnel. Moreover, Bank X 

generates a comparative report which highlights significant 

deviations between budgeted and actual results for certain 

activities or responsibility centers. This information is 

relevant for drawing the attention to those areas which 

show weak performances. Appendix K provides an example of 

such a comparative report. The branch managers actually 

participate in the budget, and it apparently is consistent 

with their aspiration level. However, four out of the five 

branch managers interviewed felt that it is not completely 

their own budget, but rather that it is to a certain ex

tent the budget of top management. That is because when 

the branch managers' budget for the expenses, this part of 

the budget is usually accepted by top management. On the 

other hand, when they budget for revenues and deposits, 

top management mostly chooses higher figures. However, a 

branch budget is presented in Appendix L. In spite of 

this, all interviewed branch managers feel that the budget 

is still attainable and reasonable. All of them agree 

that the budget is not as flexible as it might be, for once 

it is prepared few changes take place, even when the 

business conditions change such as the recent decrease in 



251 

the interest rate. The logic behind this apparent in

flexibility is that preparing the budget takes considerable 

effort and time by the managers, and any change requires 

still further effort and time. In addition, top management 

is aware of these changes and adjusts for them where needed 

without actual budget revision. 

It can be concluded that the budget is the best 

established managerial accounting technique for planning 

and controlling the operations of Bank X, As has been 

noted previously, the budget is established by a partici

pative effort and is accepted as reasonable and attainable 

by the average employee. 

Break-even Analysis 

This technique is used in Bank X to generate in

formation to top management and for the various senior 

vice-presidents about the break-even point for each major 

function of the Bank. The break-even size for commercial 

loans, installment loans, credit card loans, time deposits, 

and demand deposits are computed for each branch and for 

the total bank. The break-even size for the above functions 

are produced in Appendix M. The branch managers do not 

receive this type of information, although they could 

benefit from it. The branch managers showed an interest 

in such an approach, and one branch manager did get his 
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bjreak-eyen size for his functions from Federal Reserve 

Bank Bulletins. These bulletins usually contain break

even size of loans for large, medium, and small commercial 

banks. Such information provides insight to the branch 

manager, but each individual branch has its own cost and 

revenue structure which uniquely determines the break

even point for its own situation. 

The break-even point is calculated in Bank ,X in 

a way that does not differentiate between variable and 

fixed costs for each function. It is an averaging process 

of total interest income and expense per loan and per $100. 

In summary, the field research revealed that Bank 

X has clearly stated its purpose, objectives and guiding 

principles. It was also noted that the Asset Management 

Division and the five branches studied have their own ob

jectives that are framed according to their individual 

situations but are basically within the guidelines es

tablished by top management. As for the managerial 

accounting concepts and techniques, the investigation 

revealed that the Corporate Planning Division has only 

recently started to develop these approaches. The concepts 

and techniques that are utilized are a functional cost 

program, management by objectives, a work measurement 

program, budgeting, and break-even analysis. It was also 

found that goal congruence is implied in the utilization of 
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management by objectives and the budget. The bank does 

not utilize the contribution margin approach in its func

tional analysis, cost behavior studies for determining the 

Variable and fixed costs, or break-even analysis at the 

branch level, 

This chapter concludes the field research findings. 

The following chapter will state the conclusions, recom

mendations, limitations of the study, and concluding 

remarks, 



CHAPTER 9 

CONCLUSIONS, RECOMMENDATIONS, LIMITATIONS, 

AND CONCLUDING REMARKS 

This chapter includes a restatement of the three 

basic hypotheses and a set of conclusions drawn from the 

library and field research undertaken, a series of recom

mendations, a description of the limitations of this 

study, and concluding remarks. 

Conclusions 

As stated in Chapter 1, the following hypotheses 

were tested in this dissertation: 

1. Managerial accounting concepts and techniques 

proven successful in helping manage industrial firms can 

be utilized to better manage branch banks. 

2. The long-term success objective of the branch 

bank can be served by a managerial accounting system which 

is oriented towards reasonable profits and customer satis

faction goals. 

3. (A) "Functional accounting," (B) "goal congruence," 

and (C) "responsibility accounting" concepts from managerial 

accounting are being used in managing a major Arizona 

branch banking operation. 

254 



255 

The discussion related to these hypotheses permitted 

the formulation of a theoretical model and framework under 

which a discussion of managerial accounting has been pre

sented. Furthermore, the continual probing of the different 

managerial accounting concepts and techniques at the various 

organizational levels, in order to generate problem-solving, 

attention-directing, and score-card types of information, 

has resulted in several observations and conclusions that 

are to be presented in the following pages. The field re

search also offered insight as to the utility of managerial 

accounting in a branch bank management situation. 

It must first be noted that the following discus

sion of the various hypotheses is in general terms and re

lated to the entire study. These conclusions that are 

general in nature may only hold true for the particular 

Arizona branch bank studied. In such a case, the con

clusions related to Bank X experience with managerial ac

counting can be regarded as the exception rather than the 

rule for the total industry. 

Primary Conclusions Related to the 
Result of Testing the Hypotheses 

1. Concerning the first hypothesis, it may be 

stated that managerial accounting found relevant to in

dustrial firms can appropriately be utilized to better 

manage branch banks. The material presented in Chapters 
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5f 6, and 7, where different types of information were 

generated for the theoretical model that could be used at 

the different organizational levels to help in the decision

making process, lends credence to this conclusion. Specific 

instances noted in the field study which substantiate this 

conclusion include the utilization of transfer pricing, 

and in a broader sense, the several facets of responsi

bility accounting which are incorporated in the "management 

by objectives" program. Thus, managerial accounting con

cepts and techniques can improve the planning and control 

efforts within a branch bank. 

2. Concerning the second hypothesis, this writer 

tends to accept it based upon the findings of the literature 

and the field research presented in Chapter 4 and the first 

part of Chapter 8. The long-run objective of branch banks 

is found in both the library and the field research to be 

oriented toward a comprehensive view that serves all in

terested parties. The utilization of managerial accounting 

in branch bank management is found to be helpful in directly 

promoting the key result area of reasonable profit. Con

cepts of profitability continue to be the main key result 

area or goal t;hat can be objectively quantified in dollars 

and cents. The research also revealed that the other key 

result areas of growth, customers' satisfaction, staff de

velopment, and community service can be indirectly promoted 
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through the utilization of managerial accounting. Specific 

objectives formulated by the individual branch and division 

managers become the basic element in the performance evalua

tion system. Results obtained are of course subject to the 

economic conditions of the trade areas and the country. 

Furthermore, the number and the quality of the staff are the 

two major determinants for the success of the individual 

branches, with the latter receiving direct attention from 

the work measurement program, as well as the indirect but 

nonetheless vital impact of top management's attitude as 

exemplified in management by objectives. 

The field research indicates, as might be expected, 

that the short-run decision goals of an individual branch 

manager are particularly constrained by the environmental 

conditions prevailing in the immediate trade area rather 

than solely by concern for profitability. 

3. Concerning the third hypothesis, it is the 

opinion of the author that managerial accounting concepts 

and techniques are not being used in as direct and informa

tive a manner as they might be in order to serve the dif

ferent decision-makers at the various levels of Bank X. 

The field research has indicated that, in several situations, 

the use of the information generated through existing 

managerial accounting concepts and techniques is hindered 

by a lack of understanding by its intended users. Specific 
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extensions of such techniques to the branch level is also 

limited, although the cost factor may be controlling here. 

However, the entire picture existing at Bank X cannot be 

portrayed in such simple statements. Therefore, the spe

cific findings concerning hypotheses a, b, and c follows: 

Hypothesis (a) "functional accounting." This 

writer tends to accept this hypothesis with certain reserva

tions . Functional profitability programs are important 

and useful to branch bank management, but to a certain 

degree it is used inappropriately by Bank X. As noted 

earlier in Chapter 8, Bank X uses: 

1. The conventional full-costing method for allo

cating costs to functions with too little consideration 

given to direct versus indirect and controllable versus 

uncontrollable costs. This results in providing information 

that may be misleading for short-run decision making con

cerning which function to emphasize or de-emphasize. 

2, The transfer price on excess or borrowed funds, 

which is halfway between the net portfolio yield and the 

cost of money for the total bank, is determined after the 

fact when the decisions have already been taken; a comparison 

with a "standard" transfer price should be made to gauge the 

actual performance. Two rates are used for preparing the 

functional statements for the individual branches, one for 

branch managers and another for reporting to middle and top 
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management. Finally, the functional profitability analysis 

for the branches uses a rate that does not include the 

opportunity cost for capital funds tied in the bank, 

3. The branch managers are provided with a functional 

statement that does not show the specific and general 

administrative costs allocated to them, and as noted in 2 

above, the rate on excess or borrowed funds used is that 

halfway between the prime and the discount rates and not 

the rate which is determined internally. This version of 

the statement about the profitability of functions at the 

branch level would seem to be of questionable value to the 

individual branch managers. As noted in Chapter 8, the 

profitability of each function differs under such an ap

proach from the one which first determines the credit or 

charges on excess or borrowed funds according to a transfer 

price based on the rate halfway between net portfolio yield 

and the cost of money for the total bank. It would seem 

that this latter approach is more appropriate; it is not 

clear why it is necessary to use two different versions 

of profitability. So long as the rate used for the branch 

managers is less than that obtainable on all of the fund-

using functions it would not seem that any dysfunctional 

product-mix decisions would result. In the event this 

rate were to be greater than the net portfolio yield, or 

less than the cost of money for the total bank, inadequate 
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decisions from a total bank viewpoint could result. The 

utilization of the two different transfer prices can be 

monitored by the executive responsible for the administra

tion of branches. The Asset Management Division would 

seem the control point to use in avoiding the type of 

erroneous product-mix decisions referred to immediately 

above for the total bank. Aside from any possibility of 

wrong decisions, the existence of two versions of profit 

may cast some doubts on the credibility of the entire 

system. 

Hypothesis (b) "goal congruence." This hypothesis 

is accepted since it is distinctly treated in their manage

ment by objectives, and also in the budgets prepared for the 

different supervisory levels. This was also borne out by 

the several interviews which revealed the awareness of the 

management of Bank X to the importance of coordinated be

havior of all segments to the achievement of the overall 

objectives of the bank. 

Hypothesis (c) "responsibility accounting." This 

hypothesis is accepted when understood to include both 

objective and subjective approaches for the evaluation 

of the managers' performance. Performance evaluation is 

thus of a somewhat different form than that presented in 

Chapter 6. It is to a significant degree determined sub

jectively as a part of the utilization of the management 
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by objectives approach. Management by objectives, as used 

here, suffers from the same potential weaknesses that can 

cause trouble to any business using such a program. If 

the employees are too pressed to achieve their objectives, 

there is the risk of dehumanization of the corporation. 

The objectives should not be so rigidly adherred to that 

\ 

changes required by changing conditions are not allowed. 

Setting the objectives at an adequate level, and then 

changing them when needed, is essential to a successful 

application of such a program. • • 

Despite these possible trouble spots, this concept 

would appear to be an excellent approach for coordinating 

the efforts of all parts of the bank. This can only be 

achieved if good channels of communication among all 

levels do exist, and the objectives are carefully reviewed 

so as not to be so high or low that they hinder or facili

tate the efforts of the employees. This is very effectively 

expressed in Appendix G: "Objectives should be set at the 

point at which excellence begins." 

There appears to be some confusion on the part of 

some branch managers as to how their performance is mea

sured, This was revealed during an interview with one 

branch manager who stated that management does not tell us 

how it measured our performance. Another branch manager 

ties management by objectives with the bonus, but feels 
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that the work measurement program is also used as a per

formance measurement tool. 

In summary, top management is apparently aware of 

the potential trouble areas in the utilization of the 

management by objectives program. In addition, management 

realizes that its benefits will not be realized in the 

first effort but requires an on-going program. The in

tended purposes of this program and guidance as to its 

operation are clearly described in the manual it dis

tributes to all supervisory personnel. Bank X is utilizing 

this concept to determine the bonus of its employees and 

to measure their performance. The newness of the program 

undoubtedly contributes to the inadequate understanding. 

Thus, a continuing educational effort is particularly 

critical for its success at Bank X. 

Secondary Conclusions 

During the course of this research, it was found 

that in the decision area of breakeven analysis no set 

procedure is used in Bank X. The breakeven point for the 

various functions is not known to the branch managers. On 

the other hand, it is known by the senior vice-presidents 

and top management. However, the breakeven point calcu

lated in Bank X is arrived at in a way that casts some 

doubt on its accuracy. The method of computing the 
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breakeven point does not differentiate between variable 

and fixed costs for each function. The breakeven point 

is instead computed by averaging total interest income, 

expenses and fees per loan and per $100. This is done 

without any consideration to the nature of the cost ele

ments. In addition, the breakeven point is computed without 

any guideline of how it should be used. As has been stated 

in Chapter 7, the breakeven analysis should not be applied 

indiscriminately to fund-using and fund-providing functions. 

The contribution of the loan to indirect or joint costs 

should be the determining factor, rather than breakeven 

analysis computed on a total cost basis which tends to be 

irrelevant for decision making. 

Furthermore, cost behavior studies are not under

taken on the branch level or other level within the bank 

studied, although these would seem to be quite desirable. 

Recommendations 

This study has shown that application of the 

theory, concept, and techniques of managerial accounting 

can be useful in the managerial decision-making process 

at the different levels within a branch bank. Currently, 

the decision-makers in Bank X are apparently not deriving 

full benefit from the use of managerial accounting in their 

decision-making processes. It is believed that improvement 
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in utilizing these concepts would result from the following 

courses of actions: 

1. The different decision makers should attempt to 

incorporate relevant information from all sources in their 

decision-making process. This includes internally generated 

information as well as individual experiences, Federal 

Reserve Bulletins, and other external sources. 

The Corporate Planning Division must continue to 

work on creating an improved understanding of the ap

propriateness of its techniques. Demonstrating usefulness 

of specific ideas and educating the persons who will use the 

information in terms of what the reports mean and how to 

use them should increase the benefits of the newly intro

duced concepts, 

2, The Corporate Planning Division of Bank X should 

continue to adopt and extend its existing managerial ac

counting techniques, and introduce still others where 

needed. For example, the contribution margin approach 

should replace the full-costing approach. The use of this 

approach is recommended for it would, as noted in Chapter 

5, avoid the arbitrary allocations inherent in the de

termination of a "net profit" figure by function. Further

more, breakeven analysis procedures should be centered 

around variable and fixed costs and not on averaging income 

and all expenses. Work measurement programs should be 
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appropriately applied, including the attention necessary 

to provide accurate data input by training those respon

sible for preparing the activity reports. Cost behavior 

studies should be conducted so as to improve the planning 

and control of the different costs. 

3, As noted earlier in this chapter, a standard rate 

on excess or borrowed funds should be used for comparison 

with an after-the-fact computed rate. In addition, the 

functional statement provided to the branch managers should 

be prepared after providing credit or charges based on this 

same standard rate. The net portfolio yield and the cost 

of money at the branch level should be determined after 

taking these credits and charges into consideration. 

4. Standard transfer prices which take into considera

tion the cost of capital should be adopted if at all pos

sible. In addition, these transfer prices should be es

tablished around halfway between the net portfolio yield 

and the cost of money. This method is recommended over the 

net portfolio yield since it is more appropriate for moti

vating the branch managers in the right direction. That 

is because it would be a fair price for both branches with 

excess or borrowed funds. On the other hand, using the 

net portfolio yield as a transfer price might result in 

charging the borrowing branches more than they can really 

generate in revenues, and at the same time gives branches 
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with excess funds much more revenues than they really ex

pect. Thus, such a price might create injustices among 

branches. Accordingly, halfway between the net portfolio 

yield and the cost of money is a more appropriate approach 

for pricing excess or borrowed funds than the net port

folio yield. The former is being utilized by Bank X, and 

hence it is pertinent here to recommend its continued 

utilization. 

5. The performance of the branch managers should con

tinue to be measured according to responsibility accounting 

approaches, increasing the use of quantitative revenue and 

cost data wherever possible. 

6. Thfe residual income approach for measuring the per

formance of division or branch managers is recommended. 

This residual income might appropriately be expressed as 

an expected target figure. This target figure has to be 

compared with actual results in order.to detect and in

vestigate any deviation. The cost of capital, of course, 

should be taken into consideration when computing the 

target residual income. 

Limitations of the Study 

The limitations of this study emerge from two 

sources. A branch bank, under normal operations, services 

its customers and the community through offering a large 
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number of diversified products or services. Sometimes the 

number of these services may exceed forty or fifty. A 

discussion of all of them in one dissertation is neither 

necessary nor desirable due to similarities in the manage

ment problems, as well as due to the limited resources 

available to an individual researcher. Thus, this disserta

tion is limited.to the discussion of certain major services 

or functions of a branch bank. A branch bank, like a unit 

bank, has functions that seek to generate funds through 

acquisition of deposits while other functions search for 

areas in which to apply these funds. Two functions that 

generate funds, demand and time deposits, were treated. 

In the area of the application of funds, the discussion 

was limited to the functions of installment and com

mercial loans. 

A branch bank has many kinds of costs, but the 

discussion of controlling the costs of a branch bank was 

essentially limited to labor costs. Representing a major 

proportion of total bank costs, this item alone is usually 

responsible for about 30 percent of gross operating revenues 

of most banks. Accordingly, a study of the total opera

tional aspect of a branch bank did not seem appropriate. 

Other limitations emerge from the broad area of 

managerial accounting. Managerial accounting has many 

methods, procedures, and concepts. However, since not all 
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managerial accounting concepts or procedures are relevant 

in a branch bank management situation, it would be im

practical to test the applicability of all of them at the 

same time and in a single situation. The more important 

and appropriate ones were selected for the purposes of 

this study, and included the concepts of functional profit

ability programs, goal congruence, and responsibility 

accounting. The utilization of managerial accounting tools 

such as breakeven analysis and work measurement programs 

in a service industry such as banks was demonstrated. Other 

techniques might be relevant for a service industry, but 

as stated before, these were not treated in this project. 

Further studies related to these other concepts are highly 

recommended. 

Concluding Remarks 

The full benefit of studies in managerial accounting 

utilization in branch bank management can be realized over 

an extended time period and if continued improvements are 

implemented. The full impact of this study and others will 

only be felt after sufficient time has passed by for Bank X 

and other banks to gain adequate experience with the 

utilization of managerial accounting concepts and tech

niques. The utilization of several of the managerial 

accounting techniques in Bank X is only a few months old, 
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so that while this in one sense indicates a lagging behind 

relative to manufacturing and merchandising firms, it also 

speaks strongly for the positive steps being taken to im

prove this situation. 

Further research is needed to study the utiliza

tion of still other managerial accounting techniques for 

branch bank management such as flexible budgeting, tech

niques for pricing policies for services and others. 
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Examples of Activities in a Business 

Organization Included in Major 

Framework Headings 

Strategic Planning Management Control Operational Control 

Choosing company 
objectives 

Planning the 
organization 

Setting personnel 
policies 

Setting financial 
policies 

Setting marketing 
policies 

Formulating 
budgets 

Planning staff 
levels 

Formulating per
sonnel practices 

Working capital 
planning 

Formulating adver
tising programs 

Controlling hiring 

Implementing 
policies 

Controlling credit 
extension 

Controlling place
ment of adver
tisements 

Setting research 
policies 

Choosing new 
product lines 

Acquiring a new 
division 

Deciding on non-
routine capital 
expenditures 

Deciding on re
search projects 

Choosing product 
improvements 

Deciding on plant 
rearrangement 

Deciding on 
routine capital 
expenditures 

Scheduling produc
tion 

1. Robert N. Anthony, Planning and Control Systems; 
A Framework for Analysis (Boston: Harvard University, 
1965), p, 19. 
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Strategic Planning Management Control Operational Control 

Formulating de
cision rules for 
operational 
control 

Measuring, ap
praising, and 
improving man
agement perform
ance 

Controlling in
ventory 

Measuring, ap
praising, and im
proving workers' 
efficiency 
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Exhibit 3 

Some Distinctions Between Strategic 

Planning and Management Control 

Characteristic 

Focus of plans 

Complexities 

Degree of struc' 
ture 

Nature of in
formation 

Strategic Planning Management Control 

Communication of 
information 

Purpose of es
timates 

Persons primarily 
involved 

Number of persons 
involved 

Mental activity 

On one aspect at a 
time 

Many variables 

Unstructured and 
irregular; each 
problem differ
ent 

Tailor made for the 
problem; more 
external and 
predictive; less 
accurate 

On whole organiza
tion 

Less complex 

Rhythmic; pre
scribed procedures 

Integrated; more 
internal and his
torical ; more 
accurate 

Relatively simple Relatively difficult 

Show expected re
sults 

Staff and top 
management 

Small 

Creative; 
analytical 

Lead to desired 
results 

Line and top 
management 

Large 

Administrative; 
persuasive 

Source discipline Economics Social psychology 

2, Ibid., p. 67. 



Characteristic 

Planning and 
control 

Time horizon 

End result 

Appraisal of the 
job done 

Strategic Planning 

Planning dominant, 
but some control 

Tends to be long 

Policies and 
precedents 

Extremely difficult 
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Management Control 

Emphasis on both 
planning and 
control 

Tends to be short 

Action within 
policies and 
precedents 

Much less diffi
cult 
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Some Distinctions Between Management 

Control and Operational Control 

Characteristic 

Focus of activity 

Judgment 

Nature of struc
ture 

Nature of informa
tion 

Persons primarily 
involved 

Mental activity 

Source discipline 

Time horizon 

Type of costs 

Management Control 

Whole operation 

Relatively much; 
subjective de
cisions 

Psychological 

Integrated; finan
cial data 
throughout; ap
proximations ac
ceptable ; future 
and historical 

Management 

Administrative; 
persuasive 

Social psychology 

Weeks, months, 
years 

Managed 

Operational Control 

Single task or 
transaction 

Relatively little; 
reliance on rules 

Rational 

Tailormade to the 
operation; often 
nonfinancial; pre
cise; often in 
real time 

Supervisors (or 
none) 

Follow directions 
(or none) 

Economics; physical 
sciences 

Day-to-day 

Engineered 

3, Ibid,f p. 93. 
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THE CONTRITION APPROACH: MODEL INCOME STATEMENT BY SEGMENTS' 

(In thouiands cf dollars) 

Company Break- j 

down IntD Two 

Company Divisions j Possible Breakdown of Division B only 

os a Division Division Not Product Product Product Product 

Whole A _B_ Allocated 1 2 3 4 

Ne! soles 1,500 500 1,000 300 200 100 400 

Variable rronufoctuting cost of soles - 7eo 200 5S0 120 155 45 260 

Monufacturing contribution margin • 720 3 CO 420 160 45 55 140 

Varicbie selling and administrative costs 220 100 120 60 15 25 " 20 

(1) Contribution margin 500 2C0 300 120 30 30* 120 

Fixed expenses directly identifiable with 
divisions: 

Discretionary fixed ccs's (certain ad

vertising, scles prcn-ction, salesmen's 
salaries, engineering, resecrch. 

moncgement consulting, and super » 
vision costs) 190 110 . 80 45 t 10 6 4 15 

(2) Short-run performance margin 310 90 220 (45) 110 24 26 105 

Other fixed costs (generally uncontrollable. 
such a; depreciation, property taxes. 

iniuronci, and perhaps the division 
manager's salcry) 70 20 50 20 3 15 4 8 

(3) Segment mcgin 240 70 170 M 107 9 22 97 
Joint fixed costs (not clearly or practically 

allocable to any segment exccpt by some • 

questionable allocation base) 135 

(4) Net income before income taxes 105 

•There are two different types of segments illustrated here: divisions and products. As you read across, no'e that the focus becomes narrower: from tha 
company as a whole, to Divisions A and B, to Division B only. 

fOnly those costs clearly identifiable to a product line should be allocated. 

Source: Charles T. Horngren, Cost Accounting: A Managerial Emphasis 
(Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1967), p. 301. to 



APPENDIX C 

FUNCTIONAL PROFITABILITY STATEMENT' 

FUNDS POOL METHOD—TOTAL BANK X 

278 



Total Bank X 
yxu current Monthly 1371 

FUNCTIONAL OPERATING STATEMENT - YEAR TO DATE 

(Fereencages of Average Funds Annualized) 

(000) 

OPERATING INCOME OPERATING EXPENSE 

Average 
Funds FUNDS USED 

Interest 
Income 

Fees/ 
Other 
Income 

Interest 
Exnense 

Net 
Operating 
Income 

Labor 
Cost 

Centra
lized 

Service 

Occup. 
and 

EaulTi. 
Other 
Costs 

Total 
Oper. 
Fxrense 

Net 
Oper. 

Mnroln 

Internal 
Honey 

Position 

Kct 
Oper. 

Earnings 

74 061 C020CIAL LOANS 
Amount 
I Avg. Funds 

471 079 
7.63 

1 507 
.02 

- 472 586 
7.65 

34 744 
.56 

5 009 
.08 

8 922 
.14 

(20 640) 
(.33) 

28 035 
.45 

444 551 
7.20 

33 437 R. E. LOANS 
Amount 
% Avg. Funds 

228 035 
7.12 

14 256 
.45 

242 341 
7.57 

9 656 
.30 

- 1 039 
.03 

1 126 
.04 

11 821 
.37 

230 520 
7.20 

28 374 1NSTAL. LOANS 
Anour.t 
X Avg. Funds 

235 314 
9.95 

13 717 
.58 

- 249 031 
10.53 

44 267 
1.87 

8 950 
.38 

10 107 
.42 

10 362 
.44 

73 686 
3.11 

175 345 
7.42 

3 497 C.C. LOANS 
AmounC 
X Avg. Funds 

34 782 
11.94 

32 532 
11.16 

- 67 314 
23.10 

6 371 
2.18 

31 691 
10.88 

2 091 
.72 

1 194 
:4i 

41 347 
14.19 

25 967 
8.91 

15 014 MOSEY KKT. LOANS 
Amount 
X Avg. Funds 

73 498 
5.87 

- - 73 498 
5.87 

191 
.02 

8 20 39 258 
.02 

73 240 
5.85 

139 383 TOTAL LOANS 
Aaount 
X Avg. Funds 

1 042 758 
7.85 

62 012 
.47 

-  • '  1 104 770 
8.32 

95 229 
.72 

45 658 
.34 

22 179 
.17 

(7 919) 
(.06) 

155 147 
1.17 

949 623 
7.IS 

70 502 BOND INVESTMENT 
Asount 
X Avg. Funds 

415 613 
7.08 

3 704 
.06 

• 419 317 
7.14 

2 484 
.04 

262 
ill 

501 
.01 

3 247 
.06 

416 070 
7.08 

229 885 TOTAL FUNDS USED 
Amount 
X Avg. Funds 

L 458 371 
7.61 

65 716 
.35 

- •  1 524 087 
7.96 

97 713 
.51 

45 6SB 
.24 

22 441 
.12 

(7 418) 
(.04) 

158 394 

. ,83 

1 365 693 
7.13 



(000) 

Averag. 

OPERATING INCOME 

Total Bank X 
YTD Current Monthly 1971 

OPERATING EXPENSE 

Interest 
Feet/ 
Other 

Net 
Intcreat Operating Labor 

Centra* 
llzcd 

Occup. 
and Other 

Total 
Oper. 

Net 
Oper. 

Internal 
Money 

Nee 
Oper. 

DEMAND DEPOSITS 

in.'  ̂ 4 •» £ uj ibiuil bailtAilK* 

Amount • 83 717 » 83 717 89 932 63 147 28 220 35 716 216 915 (133 198) 
107 772 X Avg. Funds .93 .93 1.00 .70 .31 .40 2.41 (1.4B) 
77 362 X Avail. Funds 1.30 1.30 1.39 .98 .44 .56 3.37 (2.07) 

TIME DEPOSITS 
Amount - 537 (579 600) (579 063) 20 C64 9 835 5 467 7 615 43 981 (623 044) 

133 898 X Avg* Funds • (5.19) (5.19). .18 .09 .06 .06 .39 (5.58) 
126 368 X Avail. Funds .01 (5.50) (5.49) .19 .09 .07 .07 .41 (5.91) 

FUNDS B0RXCVED 
Anount • • (27 167) (27 167) -0- (27 167) 

7 848 X Avg. Funds (4.15) (4.15) (4.15) 
7 848 X Avail. Funds (4.15) (4.15) (4.15) 

CAPITAL FUNDS 
Anount • 9 652 (16 500) (6 848) 100 (69) (2 138) 32 088 • 29 981 (36 829) 

25 785 X Ave* Funds .45 (.77) (.32) - - (.10) 1.49 1.39 (1.71) 
18 107 X Avail. Funds .64 (1.09) (.45) - - (.14) 2.13 1.99 (2.44) 

TOT. FUNDS PR0V. 
Amount • 93 906 (623 267) (529 361) 109 996 72 913 32 549 75 419 290 877 (820 238) 

275 303 X Avg. Funds .41 (2.72) (2.31) .48 .32 .14 .33 1.27 (3.58) 
229 885 X Avail. Funds .49 (3.25) (2.76) .58 .38 .17 .39 1.52 (A.28) 

OTHER FUNCTIONS 
Escrow 4 3C4 - 4 304 1 829 1 660 234 917 4 640 (336) 
Trust SO 476 - 50 476 31 657 2 409 4 274 6 523 44 863 5 613 
Safe Deposits 6 069 - 6 089 2 181 . 679 296 3 156 2 933 
Cocp. Service 14 330 - 14 330 - 12 650 . _ 12 650 1 680 
Bond Brokerage 2 624 - 2 624 1 194 - 126 241 1 561 1 063 
Other Service 2 347 - 2 347 2 583 - 724 383 3 690 (1 343) 

TOt: OTHER FUNC. • 60 170 • 80 170 39 444 16 719 i 037 8 360 70 560 9 610 

N.O.E. 1 458 371 239 792 (623 267) 1 074 896 247 153 135 290 61 027 76 361 $19 831 555 065 

fO 
00 
o 



(000) Total Bank X 

Average 
Funds FINDS USED 

Total 
Income 

Total 
Sxoense 

Net 
Operating 
Marin 

Specific 
Admin. 

General 
Admin. 

YTD current Monthly 1971 
Net' Cost 

Income of Net 
fLoss} Mnn^v Income 

74 061 COMMERCIAL LOANS 
Amount 
X Average Funds 

472 586 
7.65 

28 035 
.45 

444 551 
7.20 

(10 350) 
(.17) 

(20 227) 
(.32) 

413 974 
6.71 

(314 670) 
(5.10) 

99 304 
1.61 

38 437 REAL ESTATE LOANS 
Amount 
X Average Funds 

242 341 
7.57 

11 821 
.37 

230 520 
7.20 

(1 634) 
(.05) 

(4 599) 
(.15) 

224 287 
7.00 

(163 311) 
(5.10) 

60 976 
1.90 

28 374 INSTALMENT LOANS 
Amount 
7. Average Funds 

249 031 
10.53 

73 686 
3.11 

175 345 
7.42 

(3 089) 
(.13) 

(26 996) 
(1.15) 

145 260 
6.14 

(120 555) 
(5.10) 

24 70S 
1.04 

3 497 CREDIT CARD LOANS 
Amount 
7. Average Funds 

67 314 
23.10 

41 347 
14.19 

25 967 
8.91 

(428) 
(.14) 

(4 218) 
(1.45) 

21 321 ' 
7.32 

(14 858) 
(5.10) 

6 463 
2.22 

IS 014 MONEtf' MARKET LOANS 
Amount 
7. Average Funds 

73 498 
5.87 

258 
.02 

73 240 
5.85 

(2 039) 
(.16) 

(82) 
(.01) 

71 119 
5.68 

(63 792) 
(5.10) 

7 327 
.58 

159 383 TOTAL LOANS 
Amount 
X Average Funds 

1 104 770 
8.32 

155 147 
1.17 

949 623 
7.15 

(17 540) 
(.13) 

(56 122) 
(.42) 

875 961 
6.60 

(677 186) 
(5.10) 

198 775 
1.50 

70 502 BOND INVESTMENT 
Amount 
X Average Funds 

419 317 
7.14 

3 247 
.06 

416 070 
7.08' 

(477) 
(.01) 

(I 063) 
(.02) 

414 530 
7.05 

(299 548) 
(5.10) 

114 982 
1.95 

229 885 TOTAL F'JNDS USED 
Amount 
X Average Funds 

1 524 087 
7.96 

158 394 
.83 

1 365 693 
7.13 

(18 017) 
(.09) 

(57 185) 
(.30) 

1 290 491 
6.74 

(976 734) 
(5.10) 

313 757 
1.64 

NOTES: Results reflects consolidated functional profitability from all operating accounting units, 
each of which may have nultl functions within their respective responsibility. 

Specific Administrative Expense la assigned to each {unction; General Administrative 
Expense la allocated to each function based on Total Operating Expense. 

to 
00 



(000) 

Aversgt 
Funds FUNDS PROVIDED 

Total 
Income 

Total 
Expense 

Net 
Operating 
Margin 

107 772 
77 362 

133 896 
126 568 

848 
848 

25 785 
18 107 

275 303 
229 885 

DEMAND DEPOSITS 
Amount 
X Average Funds 
X Available Funds 

TIME DEPOSITS 
Araount 
X Average Funds 
X Available Funds 

FUNDS BORRCWED 
Amount 
X Average Funds 
X Available Funds 

CAPITAL FUNDS 
Amount 
7. Average Funds 
X Available Funds 

TOTAL FUNDS PROVIDED 
Amount 
X Average Funds 
X Available Funds 

OTHER FUNCTIONS 
Escrow 
Trust 
Safe Deposits 
Computer Service 
Bond Brokerage 
Other Service 

TOTAL OTHER FUNCTIONS 

83 717 
.93 
1.30 

(579 063) 
(5.19) 
(5.49) 

(27 167) 
(4.15) 
(4.15) 

(6 848) 
(.32) 
(.45) 

(529 361) 
(2.31) 
(2.76) 

4 304 
50 476 
6 089 
14 330 
2 624 
2 347 

80 170 

216 915 
2.41 
3.37 

43 981 
.39 
.42 

-0-
-0-
-0-

29 981 
1.39 
1.99 

290 877 
1.27 
1.52 

4 640 
44 863 
3 156 
12 650 
I 561 
3 690 

70 560 

(133 198) 
(1.48) 
(2.07) 

(623 044) 
(5.58) 
(5.91) 

(27 167) 
(4.15) 
(4.15) 

(36 829) 
(1.71) 
(2.44) 

(820 238) 
(3.58) 
(4.28) 

(336) 
5 613 
2 933 
1 680 
1 063 

(1 343) 

9 610 

K.O.E. -FULLY TAXABLE 1 074 896 519 831 555 065 

• Total Bank X 
YTD current Monthly 1971 

Net Net 
Specific General Incoae Portfolio Net 
Adnln. Admin. ftosO Yield Income 

(I 785) (58 954) (193 937) 434 282 240 345 
(.02) (.66) (2.16) 4.84 2.63 
(.03) (.91) (3.01) 6.74 3.73 

(478) (13 204) (636 726) '710 507 73 781 
(.01) (.12) (5.71) 6.37 .66 
(.01) (.12) (6.04) 6.74 .70 

-0- -0- (27 167) 44 056 16 639 
-0- -0- (4.15) 6.74 2.59 
-0- -0- (4.15) 6.74 2.59 

(77 035) (5 C40) (118 904) 101 646 (17 258) 
(3.59) (.23) (5.53) 4.73 (.80) 
(5.11) (.33) (7.88) 6.74 (1.14) 

(79 298) (77 198) (976 734) 1 290 491 313 757 
(.35) (.33) (4.26) 5.62 1.36 
(.41) <•41) (5.10) 6.74 1.64 

(127) (1 437) (1 900) -0- (1 900) 
(1 592) (14 077) (10 056) -0-. (10 056) 

(64) (1 419) 1 450 -0- 1 450 
-0- (3 805) (2 125) -0- (2 125) 
-0- (511) 552 -0- 552 
-0- (1 629) (2 972) -0- (2 972) 

(1 783) (22 878) (15 051) -0- (15 051) 

(99 0981 (157 26» 298 706 -0- 298 706 

to 
CO 
to 
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Branch 2 
ytd current Montftly 1971 

FUNCTIONAL OPERATING STATEMENT - YEAR TO DATE 

(Percentages of Average Funds Annualized) 

(000) 

OPERATING INCOME OPERATING EXPENSE 

Average 
Fundn FUNDS USED 

Interest 
Income 

Fees/ 
OCher 
Income 

Interest 
Expense 

Net 
Operating 
Income 

Labor 
Cost 

Centra-
1 izcd 
Service 

Occup. 
and 
Eoulp. 

Other 
Costs 

Total 
Oper. 
Expense 

Net 
Oper. 

Marein 

Internal 
Honey 

Position 

Ket 
Oper. 

Earnings 

2 283 COMMERCIAL LOANS 
Araounc 
X Avg. Funds 

14 336 
7.54 

24 
.01 . 

- • 14 360 
7.55 

2 836 
1.49 

1 001 
.53 

407 
.22 

351 
.18 

4 595 
2.42 

9 765 
5.13 

(10 450) 
(5.49) 

(6S5) 
(.36) 

R, E. LOANS 
Aaount 
X Avg. Funds 

• 
14 - 2 2 18 (18) - (18) 

859 INSTAL. LOANS 
A&ount 
X Avg. Funds 

7 269 
10.16 

460 
.64 

- 7 729 
10.60 

2 515 
3.51 

340 
.48 

360 
.50 

(634) 
(.88) 

2 581 
3.61 

5 148 
7.19 

(3 937) 
(5.50) 

1 211 
1.69 

253 C. C. LOANS 
Amount 
X Avg. Funds 

MONEY MKT. LOANS 
Amount 
X Avg. Funds 

2 223 
10.54 

1 710 
8.11 

~ 3 933 
18.65 

534 
2.53 

1 960 
9.30 

77 
.36 

80 
.38 

2 651 
12.57 

1 282 
6.08 

(1 155) 
(5.48) 

127 
.60 

3 395 TOTAL LOANS 
Amount 
X Avg. Funds 

BOND INVESTMENT 
Anouat 
X Avg. Funds 

23 628 
8.42 

2 494 
.78 -

26 022 
9.20 

5 899 
2.08 

3 301 
1.17 

846 
.30 

(201) 
(.07) 

9 845 
3.48 

16 177 
5.72 

(IS 542) 
(5.49) 

635 
.23 

3 395 TOTAL FUNDS USED 
Amount 
X Avg. Funds 

23 828 
8.42 

2 194 
.78 

26 022 
9.20 

5 899 
2.08 

3 301 
1.17 

846 
.30 

(201) 
(.07) 

9 845 
3.48 

16 177 
5.72 

(15 542) 
(5.49) 

635 
.23 



Branch 2 
YTD Current Montftly 1971 

(000) 

Avenge 
Funds FUNDS PROVIDED 

OPERATING ISCOKE 

8 563 
6 168 

12 367 
11 693 

20 930 
17 843 

DEMAND DEPOSITS 
Amount 
X Avg. Funds 
X Avail. Funds 

TEE DEPOSITS 
Amount 
7. Avg. Funds 
7. Avail. Funds 

FUNDS E0RR0UED 
Amount 
X Avg. Funds 
X Avail. Funds 

CAPITAL FUKDS 
Amount 
% Avg. Funds 
X Avail. Funds 

TOT. FUNDS PROV. 
Amount 
7. Avg. Funds 
X Avail. Funds 

OTHER FUNCTIONS 
Escrow 
Trust 
Safe Deposits 
Comp. Service 
Bond Brokerage 
Other Service 

TOT; OTHER FUNC. 

. H.O.E. 

Fees/ Net 
Interest Other Interest Operating 
Income TncOT.Q Dxperne Income 

6 084 
.85 
1.19 

6 086 
.35 
.41 

779 

171 

950 

6 034 
.85 
1.19 

(60 157) (60 155) 
(5.84) (5.84) 
(6.17) (6.17) 

(60 157) (54 071) 
(3.45) (3.10) 
(4.05) (3.64) 

779 

171 

950 

OPERATIKC EXPENSE 

Centra- _ Occup. 
Labor llzcd and Other 
Cost Service Kquin. Costs 

23 828 9 230 (60 157) (27 099) 

5 431 
.77 
1.07 

053 
.10 
.11 

6 534 
.38 
.44 

3 

206 

79 

288 

12 721 

5 981 
.84 
1.17 

662 
.06 
.07 

6 643 
.38 
.45 

786 
.11 
.15 

151 
.02 
.01 

30 

11 

41 

077 
.43 
.60 

558 
.05 
.06 

74 

937 3 709 
.05 .21 
.06 .25 

22 

8 

30 

15 325 
2.15 
2.99 

2 424 
.23 
.25 

9 944 1 824 3 538 

74 

17 823 
1.02 
1.20 

3 

258 

98 

359 

28 027 

Net Internal Met 
Oper. Money Oper. 
Mnrein Position Earnings 

(9 241) 
(1.30) 
(1.80) 

(62 579) 
(6.07) 
(6.42) 

(74) 

(71 894) 
(4.12) 
(4.84) 

(3) 

521 

73 

591 

(55 126) 

29 283 
4.11 
5.71 

54 642 
5.30 
5.61 

83 925 
4.81 
5.65 

23 042 
2.81 
3.91 

(7 937) 
(.77) 
(.81) 

68 383 

(74) 

12 031 
.69 
.81 

(3) 

521 

73 

591 

13 257 
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_pufii. ica'Miifjx 
Sf ft VICES 

htfi ih 'Cf j l*  r. Cl'ltflT I L'li_tbFS 
TELrpMflflF t TfLc-!.i;iPM 
y.rrit . f«eimbim v.1>_ Tfc».ytl_.coy. 
fnVl lY» I .Villi* Sf ll TkiVtfl COST 
Tn i ! .:_c/.r.ii u:t:s 
sn:..)V if I S-S/'n 
su:.t>i.v i.r.s-riititiods checks 
CliKDRY il:!i ITtf-s" 
_MJfiD^V tuSS-Slti.' WEKIS 
Miri'olil "l OSS-i'L):-.i.F kll-.S 
SMhftPY I OSWiTneh 

"fyovi il"n;i ft'"k"lQir,' insseV 

"rorit. liffii * nvctM'lur. 

• • • • I t*0 
K-l 0-M TF 

200.n0-
13C.02-
37.21-
.6.5.0C-

<.52.2* 

22.75 

12.60 
4*. I? 
206.7* 
16.69 
b6»7b 

191*A2 
31E.46 

St. 01 
90.00 
440.51 

4*4.93 
294. 5.Q 
3.65 

_3i>G0 
13*00 
CL.O£ 

462.<.9 

I.CO 
27. 3 P. 
269.U* 
m#oc 

£,.83-

523.36-
9*.00 

1*1.40. 0 0 

3.SV7.&I- • 00 3.537.M-

TO tiT ~ bpi'C*ff *J&' f*P£>i£E 7t.? 5<1.29- 7d.239.29-
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(000) 
Branch 2 
YTD Current Month 1971 

Net Set Cost 
Averag* Total Total Operating Specific General Income of Net 
Funds ' FUNDS USED Income Expense Mar :ln Arimtn. Adm!n. 'Loss> Vnnfv Tncone 

CO-MERCIAL LOANS 
2 283 Anount 14 360 4 595 9 765 (310) (1 882) 7 573 (9 777) (2 204) 

X Average Funds 7.55 2.42 5.13 (.16) (.99) 3.98 (5.14) (1.16) 

REAL ESTATE LOANS 
Anount 18 (18) (9) (27) (27) 
% Average Funds 

(27) (27) 

INSTALMENT LOANS 
859 Anount 7 729 2 561 5 148 (94) (1 670) 3 384 (3 679) (295) 

% Average Funds 10.80 3.61 7.19 (.13) (2.33) 4.73 (5.14) (.41) 

CREDIT CARD LOANS 
•253 Amount 3 933 2 651 1 282 (31) (355) 896 . (1 083) (187) 

% Average Funds 18.65 12.57 6.08 (.15) (1.68) 4.25 (5.14) (.89) 

MONEY MARKET LOANS 
Amount 
X Average Funds 

TOTAL LOANS 
3 395 Amount 26 022 9 845 16 177 (<•35) (3 916) 11 826 (14 539) (2 713)' 

X Average Funds 9.20 3.48 5.72 (.15) (1.39) 4.18 (5.14) (.96) 

BOND INVESTMENT 
Anount 
X Average Funds 

EXCESS FUNDS SOLD 
14 468 Anount 71 246 71 246 71 246 (61 873) 9 373 

X Average Funds 5.92 5.92 5.92 (5.14) .78 

TOTAL FUNDS USED 
17 843 Amount 97 268 9 84S 87 423 (435) (3 916) 83 072 (76 412) 6 660 

X Average Funds 6.54 .66 5.88 (.03) (.26) 5.59 (5.14) .45 

to 
V£> 
O 



Branch 2 

(000) 
YTi> Current Month 1971 

Average 
Funds FINDS PROVIDED 

Total 
Income 

Total 
Expense 

Net 
Operating 
Marcln 

Specific 
Adr.ln. 

General 
Admin. 

Net 
Xncone 
(LosO 

Net 
Portfolio 

Yield 
tiet 
Incpne 

8 563 
6 148 

DEMAND DEPOSITS 
Amount 
X Average Funds 
X Available Funds 

6 084 
.85 
1.19 

15 325 
2.15 
2.99 

(9 241) 
(1.30) 
(1.80) 

(142) 
(.02) 
(.03) 

(3 639) 
(.51) 
(.71) 

(13 022) 
(1.83) 
(2.54) 

28 623 
4.01 
5.59 

15 601 
2.18 
3.05 

12 367 
11 695 

TIME DEPOSITS 
Amount 
X Average Funds 
X Available Funds 

FtfiDS BORROWED 
Amount 
X Average Funds* 
X Available Funds 

(60 155) 
(5.84) 
(6.17) 

2 424 
.23 
.25 

(62 579) 
(6.07) 
(6.42) 

(39) 
-0-
(.01) 

(699) 
(.07) 
(.07) 

(63 316) 
(6.14) 
(6.50) 

54 449 
5.28 
5.59 

(8 867) 
(.86) 
(.91) 

CAPITAL FUNDS 
Amount 
X Average Funds 
X Available Funds 

-0- 74 (74) -0- -0- (74) -0- (74) 

SYSTEMS FUNDS BOUGHT 
Amount 
X Available Funds 

20 930 
17 843 

TOTAL FUNDS PROVIDED 
Aaount 
X Average Funds 
X Available Funds 

(54 071) 
* (3.10) 
(3.64) 

17 823 
1.02 
1.20 

(71 894) 
(4.12) 
(4.84) 

(180) 
(.01) 
(.01) 

(4 338) 
(.25) 
(.29) 

(76 412) 
(4.38) 
(5.14) 

83 072 
4.76 
5.59 

6 660 
.38 
.45 

TOTAL OTHER FUNCTIONS 950 359 591 (5) , (191) 39} -0- 393 

H.O.E. 44 147 28 027 16 120 (620) (8 445) 7 055 -0- 7 055 

to 
10 



APPENDIX G 

THE PROCESS OF IMPLEMENTING A MANAGEMENT 

BY OBJECTIVES PROGRAM 

292 



293 

IMPLEMENTING MBO 

There are five major steps in implementing MBO namely: 

Stating Mission and Functions 

Developing Measurable Objectives 

Converting Objectives Into An Operating Plan 

Taking Designated Action 

Measuring Progress Towards Achievement of Objectives 

The Mission is a statement of purpose for a Branch, Department , or Division 

setting forth its sphere of operation. The Mission is related to the corporation's overall 

purpose and objectives. 

The Functions are the major responsibilities of the Branch, Department, or 

Division that are required to cany out its mission. Functions should range in number 

between five and ten. 

The Objectives are specific (usually quantified) results thaV are to be accomplished by 

some designated future date. The manager and his superior participate in the development 

of objectives and jointly agree on them. 

The Operating Plan and the Designated Action are developed and implemented by the 

managor and his staff. 

Measurement is accomplished in regular progress reviews between the managor and his 

superior. 
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1. Stating Mission ond Functions 

Implementation begins with statement of Mission which is defined as a statement of purpose 

or reason for existence. Functions are derived from the mission and they are stated as the 

major activities or responsibilities of a . Branch,- Department, or Division. We will 

Illustrate this process using a typical branch. 

The Mission of a typical ' branch is to "OPERATE A QUALITY BANKING CENTER 

PROFITABLY." 

I 

Functions are the major activities that describe what an Executive Officer must do to 

operate a quality branch - profitably. The major functions of a typical Banking 

Center are: 

I. Deposit Administration (Fund Providing Functions) 
A. Demand Deposits. 
B. Time Deposits 

II. Loan Administration (Fund Using Functions) 
A. Production 

1. Commercial 
2. Real Estate . 1 

: 3. ICL 
4. Credit Card 

B. Quality Control 
1. Commercial; Classified Loans 
2. Real Estate 
3. ICL; Delinquent Loans 
4. Credit C. ; Delinquent Loans and Overlimits . 

C. Yield 

III. . Customer Service Functions 
A. Trust 
B. Safe Deposit 
C. Travelers Cheques 
D. Foreign Exchange 
E. Other Branch Services 
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IV. Internal Operation Functions 
A. Operations Control 

1. Audit Negatives 
2. Expense Control 
3. Branch Appearance' ' 

B. Staff Administration 
1. Turnover 
2. Training 

V. Community Involvement Functions 

2. Developing Objectives 

The next step is the development of objectives for the period involved. Objectives are 

specific quantitative conditions stating how well a function will be performed. The setting 

of objectives is done annually. Objectives will involve improvement of a current condition 

or correction of an area that is below acceptable standards. Objectives for each year should 

represent an improvement in performance over the prior year, but they should be reasonable 

and achievable. For example, the function of fund providing leads to the regular objective 

of increasing demand deposits to a specific dollar amount. 

After regular objectives have been defined, it is desirable to establish one or more special 

objectives for the period. Special objectives generally involve one time projects of particular 

Importance to the organization or the organizational unit. An example of a special objective 

would be the development of a new reporting system. 

Objectives are developed by the manager who will, jn turn, have consulted with his superior 

providing top-down direction to the development of objectives. Objectives will be reviewed 

and approved by senior management to assure that they are compatible with the overall corporate 
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purposes and objectives. 

For example, an Executive Officer develops his objectives in conjunction with the Head of the 

Branch Admin. Division. Perhaps the most important objective of this Division is 

the attainment of a desired level of average deposits expressed in terms of a specific dollar 

amount. The sum of the deposit objectives of the "branches • " should equal the deposit 

objective of the Division. If the sum of the objectives for the "branches fire not equal 

to the Division total, one or both must be revised. From this we see there is participation 

from all levels of management in the setting of objectives. Whenever possible, objectives 

should be quantified so that improvement in performance compared with the prior period can 

be measured. Special efforts should be made to express targets in terms of absolute volumes 

or incremental change over the prior period rather than in percentage changes. Careful 

quantification of objectives facilitates subsequent reviews of progress and achievement 

during the period. 
i 

The final step in developing objectives is to establish their relative importance. After 

objectives are established, it should be recognized that every objective does not have 

equal value or importance to the organization. The determination of relative value of 

objectives is accomplished in a cooperative process between the manager and his superior 

by assigning points or weights to each objective. Assignment of point values is an effective 

method of expressing the relative importance of objectives and it is an easy method to 

evaluate overall performance of managers. The assignment of point value will be discussed 

tn a later section. . * . 



Additional Information on Setting Objectives 

The experience of other companies who have adopted MBO has shown that the most 

significant value in stating objectives is the interaction between a manager and his 

superior in developing the objective. • 

The initial step originates with the manager; he proposes objectives to his superior. A 

manager is more likely to commit himself to objectives he has proposed than to objectives 

his superior has imposed. Top-down direction is retained in the system because no objective 

becomes operative until the superior accepts it, and it is approved. The burden will bo 

upon the manager to gain acceptance from his superior, not upon the superior to get 

acquiescence from his manager. 

Managers will undoubtedly have questions regarding the level at which objectives should 

be proposed or set. An excellent guide to MBO participants is offered in the following 

suggestion: 

Objectives should be set at the point at which excellence begins. 

If this guide to setting objectives is carefully followed, then over-achievement on objectives 

will represent increasing degrees of excellence in performance, and under-achievement will 

represent increasing degrees of need for improvement in performance.- ' 

It is important to realize that it takes a good deal of care, thought, and time to define 

functions and *at meaningful objectives. Thes« iteps ar« often more difficult than thoy 

appear to be at the outset. A department manager's first attempt at defining functions raay 



result in several pages. He should review and synthesize all of those functions and reduce 

them into a few phrases or one sentence key elements. 

Managers and supervisors will find the following cautions and guidelines helpful in setting 

objectives: 

1. Be sure that objectives in one unit are not in conflict with objectives 
. in another unit. Avoid destructive competition. 

2. Avoid too many objectives by excluding marginal ones (hectic activity 
is more destructive than productive). 

- 3. Concentrate on objectives that meet essential needs.. 

4. Include some objectives that require joint effort and cooperation so 
that people are encouraged to work together. Goodwill, cooperation, 
and morale all suffer if too much stress is placed on individuals achievement 
of their exclusive objectives. 

3. Converting Objectives Into An Operating Plan 

Objectives will not produce significant results unless the objectives are translated into an 

operating plan and implemented. In setting up a plan, the Executive Officer must determine 

what general approach should be taken to attain the objectives, consult with his superior, 

and utilize programs and counsel provided by staff departments as necessary. The first step 

is to identify events which will, when taken together, lead to successful achievement of the 

objective. An estimate of the time required to complete each event should be made, and a 

deadline or target date set for each event. The same process is repeated in establishing 

operating plans for each objective. An example of an operating plan follows• 



THE OPERATING PLAN 

Function: Deposit Administration (Fund Providing) 

Objective: Increase demand deposits to $3.8MM 

Events: Deadline 

1. Systematically review all commercial loans and February 1 
. ensure that deposit balances conform to existing 
_ policy requirements. 

2. Develop and execute as part of the branch's •' April 1 
sales plan a systematic means for identification and ' 
solicitation of any new businesses or individuals that 
enter the-' branch's . trade area 

3. Analyze all existing customers and prospects for deposit March 31 
generating services: establish a list of primary prospects 
and assign calling responsibilities. 

.4 .  Analyze major  t ime deposit  customers for  demand deposit  
potential and install a system for active cross-selling of 
demand deposit services to the prospects developed. 

TCD March 1 
Regular Savings June 1 

4. Taking Designated Action ~ 

The manager and his staff implement the plans developed in Step 3 (Converting 

Objectives Into An Operating Plan). 

5. Measuring Progress Towards Achievement of Objectives 

The final step in MBO is the implementation of a follow-up and evaluation system. 

The manager and his superior must review progress towards the achievement of objectives 

at least quarterly. More frequent roviews are encouraged, although they are not 
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mandator/. Continuous evaluation of progress is essential for an effective program. 

This step underscores the purpose of MBO - - - - to help managers work more effectively. 

A major benefit of systematic follow-up is that it serves as a vehicle for two-way commu

nication between the manager and his superior. The manager may explain difficulties he 

has encountered in attempting to achieve agreed objectives, and the superior can offer 

constructive advice and assist the manager in exploring ways to remove obstacles to 

higher achievement. Since both manager and superior have previously agreed on the 

manager's objectives, they are motivated to work together toward the achievement of 

those objectives. Also, in these review sessions, objectives may be re-examined to test 

whether they are realistic and feasible in fhe light of changed conditions. If the program 

is to remain meaningful, the manager and his superior should be prepared to revise objectives. 

Revision of objectives should be made only after serious consideration, but appropriate 

modifications must occasionally be made in order to cssure continued managerial control 

of the system. The acquisition of a very large deposit account previously domiciled at 

another -Bank X branch.: is an example of a situation that should result in a review and 

possible upward revision of the receiving branch's deposit target. "Windfall" 

situations such as the above should result in a review for possible revision. 

Anytime changes in objectives are recommended by a manager and his superior, the proposed 

revision must be submitted to the Division Head for appropriate presentation and approval 

of the Executive Management Committee. 



As previously stated, progress reports should be prepared at least quarter!/. These reports 

should indicate to what extent agreed upon improvements have been attained up to that 

time. Ah illustration of a progress report is given in Figure 3. 

Figure 3 / Progress Report 

MONTH BASE ACTUAL OBJECTIVE 
Act .  as % of  Object ive 

MONTH BASE ACTUAL OBJECTIVE Year to Dat< 
JAN 
FEB 
MAR 

JAN 
FEB 
MAR 

JAN 
FEB 
MAR 

UfCt  

APR 
MAY 

_ JUN 

APR 
MAY 

_ JUN 

APR 
MAY 

_ JUN 
2nd a 

JUL 

AUG 
SEP 

JUL 

AUG 
SEP 

JUL 

AUG 
SEP 

3rd Q 
OCT 
NOV 
DEC 

OCT 
NOV 
DEC 

OCT 
NOV 
DEC 

4th Q 

Weighting arid Measuring Performance of Objectives 

The weighting of objectives provides a useful tool for MBO performance scoring. Each 

objective is weighted by the allocation of points. The points assigned to each objective 

are allocated in proportion to the relative importance of the objective to the organizational 

unit. The actual points assigned to any one objective will be tho result of cooperative 

agreement between tho manager and his superior. 
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In addition to weighting, objectives will also be rated. This rating is a comparison of 

actual achievement to targeted performance. The achievement of a targeted objective 

results in a rating of 100%, while under-achievement results in a rating of less than 

100%, and over-achievement results in a rating greater than 100%. 

The "MBO Score" is the product of the performance rating and the assigned point value 

for each objective. The total MBO Score then provides a measure of achievement for 

the manager's organizational unit. This objective performance measure supplements the 

traditional performance rating and review for purposes of determining compensation and 

promotion. 

The following two pages illustrate the weighting of objectives, the rating system, and 

the MBO Score. 



Figure 4 / Weighting of Objectives 

3Q3 

OBJECTIVES 

FUNCTIONS 

Loon 

Administration 

Loans to $1.5 MM 

Increase Installment 

Reduce Classified 

Commercial Loans 

to 4% of Total Volume 

Reduco ICL Delinquency 

Ratio lb 1.0 

to $3.8MM 

Increase Demand Deposits 

to $900 M 

Increase Commercial Loans 

Increase Savings Deposits 

to $4.5MM 

POINT 
VALUE 

© 

© 

© 

© 

© 

© 
Other Functions and Objectives 

TOTAL 

©. 



Figure 5/ Measuring Performance and the MBO Scoro 

Objective 

Increase Demand 
Deposits to $3.8MM 

Point 
Value Target Actual 

Performance MBO 
Rating Score 

20 $3.8MM $3.9MM 103 20.6 

Increase Savings 
Deposits to $4.5MM 10 54.5MM $4.7MM 104 10.4 

Increase Commercial 
. Loans to $900M 5 $900M $850M 94 4.7 

Reduce Classified 
Commercial Loans 
to 4% of Total Volume 5 $34M $40M 85 4.3 

Increase Installment 
Loans to $1.5MM 5 $1.5MM $1.6MM 107 5.2 

Reduce ICL Delinquency 
Ratio to 1.0 1.0 1.0 100 5.0 

Other Objectives 100 50.0 

Composite MBO Scoro 100.4 
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BRANCH ACTIVITY KErOliT 

Office. Ho-

PflEc_3 of_S Month and Year 

COMMERCIAL. -  SAVINGS UCC 

Item 
Covnt 

f lntnofni* Snrks of rnrrnncv-nur Sk Of?? 
139 
140 

Tnconiine Curr Shpt-oer SI,000 355 

Outroinr. Curr Shpr-per 51,000 136 

Food Stamp Transactions 102 

Food Stamp Coupons Redeemed 143 

103 

13? 
rhnnro Prepared JAl 

182 
JAl 
182 
142 

Cheeking Accounts Analyzed 190 

Stmts Prepared-Specific Instruct. l f t l  

Vr*pnrpd-Yul 1 Sheets 163 

Registered Mail P.cc.-per Ficcc 156 

Rrristored Mail Sont-ocr Piece 1S7 

26 2 
2 (-3 
107 

1£S 

rhrrkin<* Arrf«s Ctt>«cd - Business 109 

<?nv{np«? Arrr-q - Passbook 110 

Snvint"? Aecrs Closed - Other 112 

P.lub Accounts Closed 105 

Checking Accts 0/S - Regular 341 

Chnckin;* Accts 0/S - Special 340 

Checking Accts 0/5 • Business 344 

Savings Accts 0/S - Passbook 342 

Savings Accts 0/S - C.D.'s 345 

Savines Accts 0/S - Other 346 

Club Accounts Outstanding 353 

Lock Box Payments 012 

NEW ACCOSTS 

Checking. Opened - Kerulnr 156 

Chcckinr. Opened - Special 162 

Checking Opened - F.usinoss 167 
157 

Snvim'c Opened-CD i  N'ew/Kenev/Ked) 159 

Savines Opened - Other 168 

Club Accounts Openod 158 

File Chances - Checking/Savings 160J 

Cheek book Endorsement Stamps 170 

Address Chanr.es Processed 172 

NOTE. COLLECTION & EXCHANGE 

1 Item 
UCC !Cm-il l  

Cotton Halo Receipts 101 

Transfer Letters - Securit ies 222 

5c* 11 Orders - Securit ies 223 

Buv Orders • Securit ies 224 

Coupon Envelopes Processed 225 

Foreiun Drafts Cashed for Cust. 226 

Foreign Currency Transactions 227 

Wit holding Tax Pmts Received 231 

Money Orders Sold 232 

Cashiers Checks Sold 233 

Correspondent Bank drafts Sold 23P 

Certif ied Checks Issued 236 

Mexican Drafts Sold 237 

Foreicn Drafts Sold 238 

Foreign Remittance Orders 239 

Travelers Check Applications 240 

Outl ine Teleeranh Trans (Coded) 241 

Inceniinv. Telcernph Trans 'Coded) 243 

Traveler Letters Credit Issued 244 

Traveler Letters Credit Kec'd 258 

ItS Savings Bonds Sold 246 

IK S.nvin"*; ftnnds Cached 247 

fts S-iv Ponrf<; Rrdr^pifd (Ren Chee) .248. 

Tollers Cash I'sed 249 

Foreicn Currency Shipments 251 

Incoming Collections 253 

Outeoinr Collections 254 

Author Pav/Transfcr Funds 256 

COMPLETE RECONCILEMENT SERVICE 

Statements Prepared 194 

195 

197 
198 

TF1.FWHWF CFPT'TCF 

Total Employees Served 188 
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Page 2 of < 

BRANCH ACTIVITY REPORT 

Office Ho.. 

Month and Year 

FLOORING LOANS (COST.) _VC£ 
Item 

Count _VC£ 
Item 

Count 

Loan Payments Received 218 
Items Listed on Payments 300 
Dealer Pymts Differed Auto Drafts 301 1 
nef. Drafts/Inv. Transfer to Reg.l30S 1 
Deferred Drafts/ Invoices Received|3Uy 
Demo. Payment Billings Prepared 310 

"330* Security Apreetr.cnts Outstanding 
310 
"330* 

Household Equipment Items o/S 331 
355 
333" 

New Car/Truck Items Outstanding 
331 
355 
333" Used Car/Truck Items Outstanding 

331 
355 
333" 

Other Miscellaneous items 0/S 

331 
355 
333" 

Dealer Ledgers Outstanding 59l 59l 

Ui&C.  INSVaLMKKT LOANS 

Transfers of Eatiitv 065 
Revision Agreements/Extensions 1066 
Loan Payments Received-i.'indow i 217 
Loan Payments Received-Kail j261 
Delinquent Letters Typed 1292 
Arrfs. Assigned to Special Loans 1293 
Insurance Renewals Followed 2y4 

Insurance Premiun Add Ons 29b 
Ins. Cancellation Notices Kee. [296 

297 Insurance Adjustments 
[296 
297 

Payoli Quotations "298 
Loans Paid ort "275 
Comeback Loaii Parent Cheeks 305 
Delinquent Notices Handled 3TT* 
Delinquent Notices Returned 

Tir  Monthly Automatic Charges Tir  
Instalment Loans Outstanding ~yrr 

Delinquent instalment Loans jsr 

SAFF. DEPOSIT 

Jale Dep 6 Storage Koticcs Sent 161 
flew Rentals-Safe Deposit Doxcs 173 
Mew Rental»Storar,e L Safekeeping 174 

17b Entrances 

174 
17b 

rtent Collections Received 176 
Surrendered - All Types 17/ 
Lock Changes 178 

179 
V8?P 

Forced Entrances 
178 
179 
V8?P Entrances With Deputy 

178 
179 
V8?P 

Total Rentals Outstanding 343 343 

CREDIT CARD LOANS VC.C 
I ten 

Covnt 

applications Approved 059 
Applications Rejected 076 
•lerchant tnstallaltons 068 
-lerchant Accounts Closed tfsr 
{Loan Payments Received-'-.1 Lndow Tior 
Loan parents Received-Mail 210 

Cash Advances 202 
Overdraft Loans Made 337 
Miscellaneous File Changes 
Accts. Assigned to Special Loans 
Lost/Stolen/Forged Reports 

205 
206' 
207 

Merchant Supply Orders ~T0 8 
Form Letters Typed 50^ 
Accounts Renewed 565] 
Merchant Members 0/S (Active) 3llb 
Cardholder Accts. U/S (Active) 3351 

ksSckow | 

Escrow Accounts Opened lib 
Escrow Accounts Closed 117 
Escrow Accounts Outstanding 118 
Pavments Received-Window 113 
Payments Received-Mail 114 
Pavments Received-Incomolete lib 

STEM ACTIVITIES 

Documents Notarized 088 
Courtesv Cards issues 090 
Letters iyped from Dictation 125 
Letters Typed from Copy 126 
Letters Typed from >!achinc 127 

REFERRED ITEMS 

deferred items (ihrow Outs) 14; 
technical (.0 Hacks ISO 

Overdraft Notices Typed 151 
.'on Qualified Items 152 
Jtob Payment Orders-Received 
Stop Payment Orders-Closed 

1991 
200 

Charge Hacks 148 
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BRANCH ACTIVITY RETORT 

Office Wo. 

Paec 4 of 4 , , „ 
Honlli and Year 

FIVE DAY COUNTS (AVERAGES) WCC 

Itr.;n 
Count 

W 
Cash Received A/C nor $1,000 356 
Cash Received Window pnr ?1,00Q 130 
r.n«ti Rrr-Tollnr Inter per $1,000 316 
rnmnorri.nl Deposits Rocoivcd J_29 
Savings Deposits Rcceivod 133 
Savings Withdrawals Rocoivcd 134 
Checks Cashed 132 

137 Deposits Received in Mail - All 
132 
137 
na 
o a? 

General l.edcer Entrv Tickets 154 
Toller Verify Check & Nalances 155 
Inccminc Nail - Per Piece 184 
Outroinn Mail - Per Pioce 185 
Inceraini* Tele. Credit Inquiries 306 
Incominc Mail Credit Inquiries 307 

rrr-NFRCTAL f< REAL ESTATE OFFICEh S 

Calls Made-Prosnoctive Customers 094 
Calls Madc-Existinn Customers 095 
Contact Reports Written 096 

TNSTA^.MFMT OF'TCFKS 

Calls -Ma<lp Prospect ivo C»storaettL 
rn11«5 Mr>rfr. FvlsHns Cu^roncr 

0.70 
07; 

Contact Ronorfs Written _Q£2 

nPFitvnrws OFFICERS 

Calls Made Prospective Customers 073 
Calls Made Existing Customers 074 
r^ntaet Reports Written 075 

STAFF WCC 
Item 

Count 

Qftf 
999 
38 5 

Real Fstate Officer 083 
Total ftrnnrh Officers 106 
Mnnhrr of Stenos 128j 
Mrnnured Clerical Staff 286 
Staff Absent 287 
Staff Vacation 288 
Part Tine clerical Staff 283 
Over Tino Clerical StaCf 284 
Service Aecncv Staff 285 
New Hires 289 
Employers Terminated/Transfer 290*1 

N0N MEASURED STAFF 

Trainees 
Janitors 
Guards and Gardners 
Other 
Total Non Measured Staff 245 
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BRANCH ACTIVITY REPORT 

Offlcc No. 

MAII.1KG INSTRUCTION.": Month and Year 
Forward to Corporate Services Department 
within 5 uorfr.in-: t?3vs aftrr end rf each . 

COMMERCIAL LOANS VCC 
Item 

Count REAL ESTATE LOANS UCC 
. Hero 
Count 

| 
' • fetiANtll AmOVElJ Applications Prepared & Submitted > 029 

Loan Payments Received-'-.'indow 215 
Unsecured commercial Loans; 001 } Loan Payments Received-Mail 260 
Unsecured Agricultural Loans 003 f Monthly Automatic Charges 2741 i 
Secured Commercial Loans 005 ! (Appraisals Made 093 
Secured Agricultural Loans 006 

007" 

1 

Coccncrcial Renewals & Advances 
006 
007" 1 t 

Agricultural Renewals ft Advances Ooti 
1 

INSTALMENT LOANS Ooti 
1 

HEAD OFFICE SUDMIT1LD ; LOANS MADE - DIRECT 

Unsecured Commercial Loans 009 5 
Unsecured Agricultural Loans lOll Agricultural jf.quipmcnt FL 039 

"040 Secured Comnercial Loans 1013 Small business CL CU 
039 
"040 

Secured Acricultural Loans 014 Personal NL 041 
Commercial Renewals & Advances 015 Auto/Vruck - New/Used AL 043 
Agricultural Renewals & Advances 016 Property improvement ll>i FU 055 : 

Participation Loans-ConmerciaI 257 miscellaneous EL, 0L» PL, RL, TL 060 f 
- OTHER iolal Direct: Loans Made 061 1 

Loan Applications Rejected 017 Applications Hcj. - Direct Loans 063 » 

Delinquent Commercial Loans 018 1 1 
Assign, of Government Contracts LL63 

216" 
i 

Loan Parents Received-Window 
LL63 
216" LOANS HADE - DEALER 

Loan Payments Received-Mail 259 
Warehouse-Loan Rets./ReI. Orders 266 Services Financing ID. NO. 0D 042 
Monthly Automatic charges 267 Household Kouiprr.ent F.l) 046 \ 
Maturing Consnercial Loans 269 Uoat Contract Recourse 0D 047 \ 
Commercial Loan Cormitments 0/J 270 Agricultural Equipment Fl 048 i 
Commercial Loan Irauster Reports 271 industrial Equipment CD 049 1 

| Commercial Loan Outstanding 32b \ircraft Recourse PD 050 
1 
| 

Warehouse Loan Lines Outstanding 'M ( 
I 
\uCo/Truck - New/Used AD 051 

I 
( 
I iobilc Home TD 054 

S'iUUENI LOANS {Property Improvement III), FD 056 ! 
{Total Dealer Loans Made 062 i 

Applications Processed 002 
I 
Vpplications Rej. - Dpaler Loans 064 | 

Interim Student Loaqs Outstanding 004 I insurance Premium Finance Auto 080 } 

Payout Student Loans Outstanding 010 
I 
bcalers Outstanding 338 i 

Payments Received 031 

I 

Loans Received from Dealer Dept. 057 

I 

j.o.ins Sent £o Branches 078 
ACCOUNTS RECEIVABLE; 

I 

i 
| FLOORING LOAMS i 

Assignments and/or Advances 019 J 
Collection Reports Received 221 .oans f.ade Auto 

o
f
o
 

-J
 C

> .. . j 
Invoices Listed on Assignments 2o4 <oans Made Oilier o

f
o
 

-J
 C

> 

; 
Acct. Rev. Dealer Ledgers 0/ SM) .oans Delinquent 65 days or More 079 j 

1 *• 

New Linos Obtained 384 nspcction - Flooring D.A.T, | 082 | 
1 *• frotal Items on Loans Hade | 164 1 
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USED STAFF - WORKSHEET 
INSTRUCTIONS: 

Record dally the information requested for Columns 1 through 7 on page 1, 
Columns 8 through 24 on page 2. Send with your Branch Activity Report. 

Branch 
Month and Year 

jE 

CLERICAL STAFF ONLY 

m.l. TT?*!E STAFF ONLY MODIFIED WEKK STAFF ONLY* 1! ALL STAFF OTHER STAFF USED 

DAYS 
OF 

MONTH 

V MEASURED 
STAFF 
PRESENT 
4-8 HRS. 

0 MEASURED 
STAFF 
ABSENT 

if MEASURED 
STAFF 
PRESENT 
6-8 HRS. 

0 MEASURED 
STAFF 
ABSENT 

DAILY 
OVERTIME 
HOURS 

WPRKKD 

PART TIME 
STAFF 

DAILY HOURS 
WORKED 

SERVICE & 
UNALLOCATED 
STAFF-DAILY 
HOURS WORKED 

1 
2 
3 
4 
5 
6 

' ) 
8 
9 
16 
11 
12 
13 
14 
IS 
16 
1? 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 ! 
2b I 
29 
30 I 
31 I 

TOTAL 
COL SO 1 2 3 U | 5 0 7 

AUTHORIZED STAFF 
END OF MONTH 

OFFICERS 
MANAGER 
COMMERCIAL LOAN 
INSTALMENT LOAN 
OPERATIONS 
REAL ESTATE -

STENOS 

CLERICAL 
FULL TIME 
MODIFIED 
PART TIME* 

AUTHORIZED STAFP 
TOTAL 

*Report as .20 per day authorised 
to work 

UNMEASURED STAFF 

TRAINEES 
JANITORS 
GUARDS & GARDNERS 
OTHER 

TOTAL 

U) 

H 



USED STAFF - WORKSHEET 

OFFICERS ONLY 

Branch \Q 
Month and Year 

MANAGER li COMMERCIAL LOAN 1 INSTALMENT LOAN OPERATIONS H REAL ESTATE 
DAYS REPLACE-ll REPLACE-I REPLACE OVERTIMT ! REPLACE OVERTIME 1 REPLACE-
OF MENT MENT MENT HOURS MENT HOURS MENT 

*o:mi PRESENT ABSENT IF ANY 1 PRESENT ABSENT IF ANY 1 PRESENT ABSENT IF ANY WORKED PRESENT ABSENT . IF ANY WORKED ' PRESENT ,ABSENT IF ANY 

1 |1 | 
2 || | 
3 U 1 
L I) 
5 
6 II 
7 1 
8 || | 

5 
10 II 
11 1 
12 II 
12 f 
14 li 1 
15 | 
16 II 
17 
18 || | 
19 i 
20 | | 
21 il )i 
22 I 
23 
24 II 
25 i 
26 
2 J 1 
2a 1 
29 
30 II 
31 1 || 

TOTAL II 
COL NO 8 9 10 II u 12 13 I 14 i5 16 17 16 19 20 21 i2 23 24 
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RECAP OF BRANCH ACTIVITY REfORT 

314 

JOB TITLE MONTHLY MINUTES 

COMMERCIAL AND REAL ESTATE ACTIVITIES 18 146 

1NSTAIMENT AND CREDIT CARD ACTIVITIES 8 884 

OPERATIONS OFFICERS ACTIVITIES 13 440 

CLERICAL ACTIVITIES 12 5 540 

TOTAL MINUTES 

TOTAL MINUTES 166 010 -» 9 600 - 17. .29 STANDARD STAFF 

STANDARD STAFF 17 r 2? •+• AUTHORIZED STAFF 22.25 - 77. .71 PRODUCTION INDEX * 

STANDARD STAFF USED STAFF 21.08 82. .02 _PRODUCTI<M INDEX X 

STANDARD STAFF 

STANDARD STAFF USED STAFF PRODUCTION INDEX % 

MANAGER 1.8907 *• 1.30 145.40 

INSTALMENT -925^ + 1*25 m 74.03 

OPERATIONS 1.4000 .4. .85 V 164.71 

CLERICAL . 13.0771 17.68 . 73.97 

LABOR COST COMPUTATIONS 

USED STAFF 
AND ABSENT 

STANDARD 
STAFF INDEX 

MANAGER 

INSTALMENT 

OPERATIONS 

CLERICAL 

BRANCH 2 

DATE NOVEMBER 1970 
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S T A F F  A N A L Y S I S  S U M M A R Y  

Month Yoar 
July 1970 

PRODUCT. 
INDEX-
USED 
STAFF 

USED 

STAFF 

REQUIRED 

STAFF 

AUTHOR
IZED 
STAFF 

PRODUCT. 
INDEX-
AUTHOR. 
STAFF 

- Branch 1 88.007= 18.92 16.65 20.25 82.227. 

Branch 2 81. 577, 15.46 12.61 15.45 81.627. 

Branch 3 
98.367. 15.89 15.63 17.50 89.317. 

Branch 4 
113.227. 14.22 16.10 15.05 106.98Z 

Branch 5 
103.937: 8.91 9.26 10.00 92.607. 

• 90.027. 16.63 14.97 18.30 81.807. 

94.257, 13.39 12.62 14.25 88.567, 

102.387, 10.07 10.31 11.65 88.507. 

-------

TOTAL 97.017, 170.91 165.80 185.90 89. m 



S T A F F  A N A L Y S I S  S U M M A R Y  

Month Year 
August 1970 

PRODUCT. 
INDEX-
USED 
STAFF 

USED 

STAFF 

REQUIRED 

STAFF 

AUTHOR
IZED 
STAFF 

PRODUCT. 
INDEX-
AUTHOR. 
STAFF 

Branch 1 89.43% 20.82 18.62 21.00 88.677. 

. _ Branch 2 84.96% 15.63 13.28 16.40 80.98-

Branch 3 111.47% 14.56 16.23 17.75 91.447. 

Branch 4 109.61% 14.36 15.74 15.05 104.587. 

Branch 5 104.66% 8.59 8.99 10.00 89.907. 

105.91% 15.05 15.94 18.30 87.107. 

. 

. 

TOW,I. 102.44 170.94 175.11 186.60 93.847. 



S T A F F  A N A L Y S I S  S U M M A R Y  

Month Year 
SEPTEMBER 1970 

PRODUCT. PRODUCT. 
INDEX- USED REQUIRED AUTHOR INDEX-
USED IZED AUTHOR. 

STAFF STAFF STAFF STAFF STAFF 

Branch 1 92.18% 22.62 20.85 22. CO .94.777. 

Branch 2 88.43% 15.83 14.00 16.40 85.36% 

Branch 3 102.40% 17.02 17.43 17.75 98.19% 

Branch 4 100.61% 14.76 14.85 15.05 98.67% 

Branch 5_ 87.83% 10.19 8.95 10.00 89.507. 

— r- 99.18% 17.00 16.86 18.30 92.13% 

TOTAL 100.54% 188.02 189.04 190.25 99.367. 



S T A F F  A N A L Y S I S  S U M M A R Y  

Month I  Year  

OCTOBER I 1970 

PRODUCT. 
INDEX-
USED 
STAFF 

USED 

STAFF 

REQUIRED 

STAFF 

AUTHOR
IZED 
STAFF 

PRODUCT. 
INDEX-
AUTHOR. 
STAFF 

Branch 1 90.267, 21.05 19.00 21.00 90.487. 

Brafich 2 88.90% 16.12 14.33 16.40 87.387. 

Branch 3 92.767. 17.82 16.53 17.50 94.467. 

Branch 4 105.497. 14.93 15.75 15.05 104.657. 

Branch 5 96.87% 8.94 8.66 9.00 96.227. 

87.837, 17.42 15.30 18.30 83.607. 

• 

TOTAL 98.04% 186.45 182.79 192.10 95.157. 



S T A F F  A N A L Y S I S  S U M M A R Y  

Month Year 
NOVEMBER 1970 

PRODUCT. 
INDEX-
USED 
STAFF 

USED 

STAFF 

REQUIRED 

STAFF 

AUTHOR
IZED 
STAFF 

PRODUCT. 
INDEX-
AUTHOR. 
STAFF 

Branch 1. 82.027. 21.08 17.29 22.25 77.717. 

Branch 2 87.627, 16.15 14.15 16.40 86.28% 

Branch 3 101.607. 17.46 17.74 17.75 99.927. 

. Br.anch 4 115.017. 15.59 17.93 16.30 110.007. 

•Branch 5 100.417. 9.73 9.77 10.00 97.70% 

91.677. 18.13 16.62 18.30 90.827. 

r— 

' •  •  

TOTAL 97.807. 189.80 185.63 192.45 96.46% 



320 

S T A F F  A N A L Y S I S  S U M M A R Y  

BRANCH 1 — 
Year 1970 

Index 7, 
130' 

125-

120-

115 

110 

105-

100-

' 95-

90-

85 

60 

•Used Staff 88.00 89.43 92.18 90.26 82.02 

82.22 88.67 94.77 90.48 77.71 

JULY AUG SEPT OCT. NOV APRIL JUNE DEC MAR JAN. FEB 

Authorized 
Staff 20.25 21.00 22. OC 21.00 22.25 
Required 
Staff 16.65 18.62 20.85 19.00 17.29 

Used Staff 18.92 20.82 22.62 21.05 21.08 
Overtime 
Staff Used .23 .28 .17 .22 .20 
Service 
Staff Used 1.50 1.81 .91 1.34 .50 
Vacation 
Staff 1.58 1.10 l.Ot .95 .80 
Absent 
Staff 1.28 .93 •

 
OS

 

1.15 ,81 
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S T A F F  A N A L Y S I S  S U M M A R Y  

Index 7. 
130-

125-

120-

115-

110-

105-

100-

95-

90-

85-

80-

75-

-Used Staff 

-Auth.Staff 

BRANCH 2 
Year 1970 

81.57 84.96 88.43 88.90 87.62 

81.62 80.98 85.36 87.38 86.28 

JAN. FEB. MAR. APRIL HAY JUNE JULY 

=4= 

AUG. SEPT. OCT. 

•4= 
NOV. DEC 

•»= 

Authorized 
Staff 15.45 16.40 16.40 16.40 16.40 

Required 
Staff 12.61 13.28 14.00 14.33 14.15 

Used Staff 15.46 15.63 15.83 16.12 16.15 
Overtime 
Staff Used .13 .06 .05 .02 .05 

Service 
Staff Used 
Vacation 
Staff 1.00 .62 .53 .41 .50 
Absent 
Staff -0- .14 .07 .57 .15 
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S T A F F  A N A L Y S I S  S U M M A R Y  

BRANCH 3 
Year 1970 

Index 7. 
130-

125-

120-

115-

110-

105-

100-

95-

90-

85-

80-

75-

Used Staff 

---Auth.Staff 

5 4-

98.36 111.47 102.40 92.76 101 60 

89.31 91.44 98.19 94.46 99 92 

1 ,» —1 i  1 ' " 

JAN. FEB. MAR. APRII. MAY JUNE JULY AUG. SEPT. OCT. NOV. DEC. 

Authorized 
Staff 17.50 17.75 17.75 17.5C 17.75 
Required 
Staff 15.63 16.23 17.43 16.52 17.74 

Used Staff 15.89 14.56 17.02 17.82 17.46 
Overtime 
Staff Used .03 .01 .01 .01 -0-
Service 
Staff Used .58 .89 -0- .32 .56 
Vacation 
Staff 1.14 1.76 .43 -0- -0-

Absent 
Staff .87 .14 .31 ,09 .85 
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S T A F F  A N A L Y S I S  S U M M A R Y  

BRANCH 4 
Year 1970 

Index 7. 
130 

125 

120 

115 

110 

105 

100 

.85-

80 

75-

-Used Staff 
113.22 109.61100.61 105.49 115.01 

-Auth. Staff 
106.98 104.58 98.67 104.65 110.00 

OCT APRIL MAY •TUME JULY AUG SEPT NOV, MAR DEC FEB JAN 

Authorized 
Staff 15.05 15.05 15.05 15,Q5 16.30 
Required 
Staff 16.10 15.74, 14.8^ 15,75 17.93 

Used Staff 16.22 14.36 14.7t 14. ?2 15.59 
Overtime 
Staff Used .45 .15 .20 .21 .37 
Service 
Staff Used -0- .48 -fl -0- -0-
Vacation 
Staff 1.41 1.19 ic .27 r:0-.. 
Absent 
Staff ,3<? .10 .5 5 .on .68 
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S T A F F  A N A L Y S I S  S U M M A R Y  

BRANCH 5 
Year 1970 

Index % 
130 

125 

120 

115 

110 

105-

100-

95-

90-

85-

80-

•Used Staff 
103.93 104.66 87.83 96.87 100.Al 

92.60 89.90 89.50 96.22 97.70 

MAY AUG SEPT OCT NOV JUNE JULY DEC FEB MAR APRIL 

Authorized 
Staff 10.00 10.00 10.00 9.00 10.00 
Required 
Staff 9.26 8.99 8.95 8.66 9.77 

Used Staff 8.91 8.59 10.19 8.94 9.73 
Overtime 
Staff Used .12 .03 .04 .07 .03 
Service 
Staff Used -0- .76 .24 .07 -0-
Vacation 
Staff 1.14 2.05 .24 -0- -0-
Absent 
Staff .09 .10 .48 .18 ,30. 
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COMPARATIVE REPORT FOR PERIOD EK'DINC 1971 

• CURRENT 
ACTUAL 

CURRENT 
BUDGET VARIANCE 

LOANS 
Cocoercial 2 141 3 200 (1 059) 

Inalalncnt - -0- _ 
Credit Card - -n- -

Real Estate - -0- -

TOTAL LOANS 2 141 3 200 (1 0591 

DEPOSITS 
Demand 384 435 f51) 

Tlce -0- 1 

TOTAL DEPOSITS 384 (511 
TOTAL SECURITIES 586 553 33 
TOTAL TRUST ASSETS - -0- 1 
BORROWINGS 2 141 3 200 (1 059) 
NET CAPITAL FUNDS 1 -0- 1 

INCOME 
Loan Interest and Feet 
Other Income 
Gains and Recoveries 

TOTAL INCOME 
Money Position Income 

CROSS INCOME 

EXPENSES 
Salary and Overtice 
Other Staff Benefits 
Interest Expense 
Occupancy Expense 
Equipment Expense 
Other Expense 
Losses 
Provision for Loan Losses 

TOTAL EXPENSE 

Honey Position Expense 
Centralized Department Charges 

CROSS EXPENSES 

BET INCOME 
Profit or Loss on Bond Sales 

HET INCOME 

OPERATING EARNINGS PER $100 Q? DEPOSIT 
OPERATIC EARNINGS PER SHARE 

14 765 1 24 460 (9 695) 
t 3 001 1 2 000 1 001 
1  - 1 - 0 -  1  

1 17-.766._L.J26_ 46Q 1 (8.69.41. 

~
1
 

1 
1 

1 
'
 

; 
i 

!
•
 

©
 1 1 

i 

J
 

1 17 766 ! 26—460 1 (_8_6941 

3 35H 1 3 378 ?n 
649 1 623 ! (26) 

12 350 1 21 232 1 8 882 
158 1 158 ! -0-
39 1 39 -0-
493 1 450 
. -0-
. -0-

17 047 25 880 fl 833 
- .0-
- 25 25 

17 (147 25 905 8 858 

719 555 164 
- -0- -

719 555 164 
-

- -

DIST. /DIV. S.A.A.C.C. 

' KEAR-TO-DATE 
ACTUAL BUDCET VARIANCE 

2 038 3 067 (1 029) 
- -0- -

- -0- -

- -0- -

2 038 3 067 (1 029) 

284 432 (148) 
- -0-

284 432 1 (148) 

581 1 553 I 23 
- -0- 1 
2 038 3 067 1 ' (1 029) 
- -0- 1 

PRIOR 
TCAR-TO-DATE 

ACTUAL 

2 012 
-0-

-0-
-0-

2 012 

516 
-0-

516 

449 
-0-

2 012 

42 725 68 100 (25 375) 
9 706 6 534 3 172 _ -n. 

L.._52.431__ 74. .614 (22.203) 

- -0- _ 
52_43 J, „ JA..634 L £22.20D_ 

in 075 10 119 44 
1 806 1 869 63 
35 905 60 025 24 120 

477 474 (3) 
113 117 (1) 

1 377 1 474 97 
. -0-

_ -0-

49 758 74 078 24 320 
_ .(1. -

- 75 75 

49 758 74 153 24 395 

2 673 481 2 192 
- -0-

?. 673 481 7 197 
• - -

.04 -

47 091 

_Z_£flL 
-n-

-54.6.95. 

-0-
54 695 

8 906 

1 799 
43 164 

473 
na 

1 S47-
_=2= 

-0-
56 007 

-n-

-fl-

_U_2I>3 
-o-

n 3i?i 

fl.12) 
i nn 

Co 
(O 
at 
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BANK X 

RECAP OP TOTALS 

PROJECTED FOR CURRENT YEAR 

Branch or Departsent Branch 2 

Admin. or Sr. Exec, 

Account Xo. Descrtnelon • 1 Jnnu.irv Fchrnnrv >!nrch Anril Mav June I Jul V 
(>••0.) W1 "."T.-J't 0'»?M 1 c--— 1 

LoAn InCom* f vrM :/: 7 I '•».« '•'O 1 j j;:,- ::. i VS-™ 1 
i ! I ! I I l 

j. 
Portfolio Incc:* 

i | I I 
i Portfolio Incc:* cni>) i i I 1 i ' 
i 1 j ! 1 1 i 

i. Trading Jncoft* 
(MO.) 1 i i 1 

i 
Trading Jncoft* (uo) ! i 1 l 

1 1 1 I i 1 1 1 
i 

Oth«r Irccrrc 
c:o.) 655*' J * * : ^ • •"J."' 

I Oth«r Irccrrc (V i ri1 2 ' 
i \ 1 • i 1 1 ! 1 
» 

Cains And ?rCovcrier 
••3 ** :v « | 

1 Cains And ?rCovcrier fYinl •*•3 •o J - o * : •' 1 
\ \ I i t | 

i i I 

1 1 1 I ! i 
\ i 

| 1 •; - r> r \- -- ' ' I - :• ~5-
ITOTAL IKCCtfC (ViM 1^1 lc" IoV:;«o 355765 
i I 

I 1 
!•  I ( YI'D) 
! 1 
| (MO.) ii'.M cbjjv CYo-J- c>;co4 o> JP 

» - ' Money Position Income mitt gun.i 3^3o7 45SA>97 t>H35cl 
1 

Cr.o.) 
(vritt 

1 

GROSS INCOME 
i n<*-o L2?.Vjt> 121773 li'-wi; U 

GROSS INCOME (ViD) irr.no I r:v;,22] ?tom UC?.'5^0 C0HCO> Yc^-ci: 

W 
to 
00 



BANK X 

RECAP OF TOTUS Branch or Department Branch 2 

PROJECTED FOR CURRENT YEAR Admin, or Sr. Exec. 

Account ?Jo. Descrlotion Autv.st 1 Sentc*n.1>er Occoher J.'ovcv.hcr Doct'nhcr Totnl 1 
Estimated 
°70 Tot.jl 

(::o.) 27919 I 2&951 1 '0785 ^1207 TIMU r>UY7f*k 1 
Lorn Intone fYTM 217291* 1 2!t72U5 1 2750^ sowo VwfU t 

1 1 1 1 
1 CM.) i . __ A . . i 1 1 
| Portfolio lucent: fVTO) I 1 | 

1 j 
: 

1 

1 | 
1 j I » 

1 WO 1 1 t 1 
! TroJinft Income. (7TD) i 1 | 1 1 
i • ! 1 1 1 

CO.) 1 &3n9 6 YlU 1 1 (<5~K .'-Oli.' 1 7SO0'. 1 
Olhfr a>tomt ivifi) S9001 1 y5 I "2?.-.9 s 1 

i ! 1 1 1 

sain* und Recoveries f-.Tn) 
a 33 33 33 390 1 1 

sain* und Recoveries f-.Tn) 2fc(t_ 330 3^3 39'J 1 1 
i 

2fc(t_ 
t 1 

| c.o.) 
1 *V:;») 

... 

I i i | c.o.) 
1 *V:;») 1 1 1 

! " 1 

~ '5ff:o£s' 
. 13?5srz 

1 1 
1 j (tt\> 
» • TOM INCDK-: trrto ~ '5ff:o£s' 

. 13?5srz 2B75_ . 27?a. 3 >001 J iiSOCoS I i 1 j (tt\> 
» • TOM INCDK-: trrto ~ '5ff:o£s' 

. 13?5srz 2B75_ 
3'£S;12 IPW'A 1 1 1 

1 
(H-i.) 
(YTOi 

J 1 (H-i.) 
(YTOi i 

[ i 
(MO.) 

Honey Position Inconc fVTD^ 
SU5Si. • eiio-ia fcl',26 Savcio »V.20 102657a (MO.) 

Honey Position Inconc fVTD^ ew/JH •(7UJ1it 1 6503V2 ytel5o 1026^70 

010.) 
(YTD) 
010.) 
(YTD) 

i 

GROSS IN'CUiE ' 
USf'si inoyfo lidv'.'o iiU7bU " •UiijUl Ihkbb'-il 

GROSS IN'CUiE ' W.0I7 iGtiMtiY 1203 VTO 15i".lW LWMnl 

U> 
to 
10 



DANK X . 

RECAP OF TOTALS 

PROJECTED FOR CURRENT YEAR ' 

Branch or Department Branch 2 

Adtnln. or Sr. Exec. — __ 

Account Ko. Description Jnntinrv February March April Kav June Julv 
(KO.) 10523 1095b 1095= loeca t iioii» 11256 t 

S/ilrrlcs mid C'vorcine (YHO 217ou 2E7W» 1 U5.702 •^690 1 6S70U 7~9'X> 1 
1 1 

(MO.) 
Other Start Benefits (Yr»»> 

l'JOto lbC9 imi Kill ltl3 iCli* l;27 1 (MO.) 
Other Start Benefits (Yr»»> icOo j 3t-15 5^26 7237 9050 10(.»„1» 12691 1 

I ! 1 
(::».) 

Interest an Deposit Accounts fYTD> 
1*0',.'^ 50*12 5122? 5*.2b5 5ir*5 •UWO 1 (::».) 

Interest an Deposit Accounts fYTD> ObYTl IVilft 2C0!I06 251r'91 3027lo *Wz6. i 
1 

<s:o.) 
Interest on 15orrovcd >lonc-y (YTM) 

l i <s:o.) 
Interest on 15orrovcd >lonc-y (YTM) 1 

1 

Occup.tny Expense (vi'H) 
is'-r, 1101 I l"d6 lliWi 1501 ITlS 15'i5 

Occup.tny Expense (vi'H) 1536 \or: '<523 • .009 7510 90.'a3 10V2 
! 1 1 

C'.O.) 
Eauipnont Expense (YTD) 

5*<5 5'f, 1 5fc5 •"-5 5«o W 5~5 C'.O.) 
Eauipnont Expense (YTD) 5-5 logo lti5 Svi5 3270 3-15 

i (MO.) 
I Ochar Expense (YTD) 

-6;o v'x' 1 nc-> '.£.71 =iwl 1 i (MO.) 
I Ochar Expense (YTD) '•^Ct Y'.'.V 11X56 lV)i7 KS5.':i 2??io 
I 

, («o.) 
Losses (YT!» 

635 635 635 £>35 635 =>35 t-35 , («o.) 
Losses (YT!» tyj 1SY0 1°05 2f.W 3175 3<J10 !,-^5 

(J:O.) 
Provision for Loon Losses fYTll} 

fns O. •>£5 625 625 cr? (J:O.) 
Provision for Loon Losses fYTll} 6SS 1Sr.O lbVS 2500 3125 3750 1-375 

CIO.) 
(YTD) 

1 CIO.) 
(YTD) 1 

(HO.) 
TOTAL EXPENSES (V7D) 

bociJii V0io± yuiM VaUUs j 7Uti/l l±u-? (HO.) 
TOTAL EXPENSES (V7D) Lectio 13C2&6 20c5U7 avy>oi 3W*( \ i&mio 

OJ 
U> 
O 



BANK X 

RECAP OF TOTALS 

PROJECTED FOR CURRENT XEAR 

Branch or Dcpirtoent Branch 2 

Admin. or Sr. Exec. _____ 

Account No. Descrintion Aun.ust Sentonbor October November December Total 
Estimated 
970 Total 1. 

(MO.) IIV'8 13.5.B? me? nlno 1«PPA 
Salaries *nd Overtime (Yri)> e6?oa qo^bo ]11062 1P0IL7U '««! 

(KO.) loj2 lc3i» 1034 1O3£ lei" 6 2l£o^ 
Other Stof f Bene; its (YiT)> J ̂ 523 10357 16191 20027 21 be 3 1 

1 1 

. Interest on Deposit Accounts (vn> 
Zl'-O'-i 5110'' S\2o2 •>38U« •=11.17 fnoffi 1 

. Interest on Deposit Accounts (vn> M5»7y l+f;£>9o3 50ri2D5 55Q50ti 6H001; 1 
1 

(::o.) 
Interest on Kutroucd !!oney (Yin) 

1 (::o.) 
Interest on Kutroucd !!oney (Yin) 1 

1 

-
(::o.) 

Occuprncy Expense (YI13) 
Tj.1 n-w: •)C11 1 -

(::o.) 
Occuprncy Expense (YI13) ISV-rt Jr/.o 1^100 1 tlTI n i r<w i ! 

i 1 
(::o.) 

Equipment Expense fYTH> 
5'-5 5^ 5ii5 5^5 65^0 1 (::o.) 

Equipment Expense fYTH> !ii:0 I»fi50 S955 65^0 1 I 
1 1 

Other Expense (Ylf>) 
*\U7 li5£7l* 1 

Other Expense (Ylf>) 3'iOYo 37925 
1 

(no.) 
Losses crro} 

635 '•35 655 6S? "15 -C-PO 1 (no.) 
Losses crro} 'jOOO 5715 6350 69-5 7620 

Provision for Lo.in Losses (YtD) 
nOS C:-T oPS ftS (•' pt vera 

Provision for Lo.in Losses (YtD) r<viO f-SiO f.E7S T=cn 1 

(YTM (YTM 
• 

(HO.) 
TOTAL EXPENSES. • (YTD1 

71 •norr. . VTFIN ?3 llQl .. n?£6 bsiqilO (HO.) 
TOTAL EXPENSES. • (YTD1 6 i7r!2 70of.in 7tiCJ.7U CSIQ^O 

W 
10 



BANK X 

RECAP OF TOTALS 

PROJECTED FOR CURRENT XEAR 

Branch or Department Branch 2 

Admin, or Sr. Exec. 

Account Vo. Description Janunrv February Mnrch 1 Anrll Mav June Jutv 
(K0.) 1 I 

Vcnev Position nxncnse (YTD) I i 
t 1 1 

i 
(::o.) 1 1 1 1 ! 

i f Y7M 1 1 1 1 1 1 
i i 1 1 - 1 1 

1 (.-.0.) 
Centralized '.'ennrcmeat Chorses (YTD) 

r'"r̂  C.O.TO 1001.0 30072 1 1C110 lClc.r 1 3CS00 1 1 (.-.0.) 
Centralized '.'ennrcmeat Chorses (YTD) •YA1 19W? auqaa 1 U:06U I 5017U ! -ISSU 1 

1 1 1 1 i 
I CIO.) 
1 (r.-ni 

1 1 1 1 I CIO.) 
1 (r.-ni ' 1 " 1 
1 1 1 1 1 
j (HO.) 
| CROSS LSPUNSES (VTnl 

JLCU •-•0230 ; oiojj i »i±so bivl? j (HO.) 
| CROSS LSPUNSES (VTnl •fi-CH 15MOO • S3B539 ! 319565 1 VG731 tbl7~I i 5'.;':57 
1 1 1 1 1 1 1 

I 
1 

u-.o.) 
(Yin) 

1 1 I 1 ! i I 
1 

u-.o.) 
(Yin) 1 ! 1 1 1 

1 1 
CIO.) 

NET :j:ca!E (vrr.l 
' 3W9 hrf,c.-> M2^2{S 1IC7UT h0959 -•'•.••••s i j7t.au ,i CIO.) 

NET :j:ca!E (vrr.l 7T-12 XSSSTd 1 SPVAi si-rtko I 2Siv;u I 

| 
(::o.) 
(YTM 

(MO.) 
mm 
(MO.) 
mm 

(NO.) 
(YTM 
(NO.) 
(YTM 

(MO.) 
( YfD) 
(MO.) 
( YfD) 



BANK X 

RECAP OF TOTALS 

PROJECTED FCP CURRENT YEAR 

Branch or Departncnt Branch 7 

AdtaIn. or Sr. Exec. 

Estimated 
Account No. Dffscrfotlon A'ICUSC ScptfcSrr October Novrr.ber Docorrbrr Total 1 070 "Totnl X 

H?ru'v Pcfltton S«F«nl« 
O-n.) i 

H?ru'v Pcfltton S«F«nl« t YT:0 • 1 
1 

<ra.) 1 1 
_ Cf-j) i 1 

1 1 1 
Ccr.traU*«) ChatJM (Ho.)l 10210 IColU T>'?Q 1 
Ccr.traU*«) ChatJM _ 11TW.. . .JTO3K ; i oor.'p 

1 
. .JTO3K ; 

1 
I (no.) 1 i 1 1 
I f YTnl I i I i 
i 1 1 

l (MO.) 02152 1)2390 0219V C21C5 97«Q02 1 1 
1 OKOS: expense fYi") 7T.-J199 61039-j 6<>2501 97*902 i 
i I 1 ! 1 
I (K').L 1 
1 <vnn i | 1 
1 1 

NET INCOME 
(»w.) . 3-216Q- -'rO-' km AO K71750 1 

NET INCOME (VTD> osoc>t)!i U*3.l£^0 1*717** 1 
i l i i i 1 

1 
(vrn) 

(::o.) 
(vral 

(110.) 
(YTD) 

(MO.) 
' (YTD) i 

OJ 
U» 
w 



BANK X 

Onlt 000'a ASSETS Blanch or Department Branch 2 0 
Average! ~~~~——— -

PROJECTED FOR CURRENT XEAR Admin, or Sr. Exec. _________________ 

OtSCRIPTIOX January February March April Kay June July August: September October November December Total 
Estimated } 
1970 T.i ! 7. 

rOrttERCTAL LOANS (YID) 
2248 2250 2230 2309 2253 2263 2269 2315 2572 26U3 2739 2745 2410 1 

rOrttERCTAL LOANS (YID) 22W) 22U9 2259 2271 2£6b 2267 2267 22:73 23C6 2344 233-D 2410 i 
j 

(MO.) 
erM. FSTATE LOANS rrrni 

1 (MO.) 
erM. FSTATE LOANS rrrni l 

(::o.) 
?HSTAU1F-1T I.OASS fYT'rt 

1025 1030 1035 1035 1045 1050 1050 1055 1065 1065 1070 " 1070 10149 (::o.) 
?HSTAU1F-1T I.OASS fYT'rt 1025 1027 1030 1031 1034 1036 103U 1040 101+3 1045 1047 I0U9 

IOWS frmt 
250 265 275 2155 300 310 320 

... 330._ 
34$ 555 3oi> 373 iLf 

IOWS frmt SV3 ! 257 263 Soli 275 sso Zb6 291 297 303 309 " 3*4 
1 

(::o.) 
TOTAL LO.M.S fvrul 

3523 1 3545 3590 3629 359*5 3023 3639 3700 39cia 4103 nrjk 4190 3773 r 1 (::o.) 
TOTAL LO.M.S fvrul . 3523 3=^ 35T2 ?57C 3577 35*1 3501 360U 36 46 3692 3736 3773 

(MO.) 
CiTDl 
(MO.) 
CiTDl 

J 
(::o.) 
mr» 
(::o.) 
mr» 

(>:o.) 
fVTTO 
(>:o.) 
fVTTO 

(MO.) 
TH'vJST ACCOUNTS 

(MO.) 
TH'vJST ACCOUNTS 

(MO.) 
mnt  
(MO.) 
mnt  

(MO.) 
SnCUSITlES cvrnl 

(HO.) 
(YTO> 
(HO.) 
(YTO> 

W 



Onle 000* • 
Avtrificj 

. . BANK X 

LIABILITIES . 

PROJECTED FOR CURRENT- XEAR 

Branch or Department Branch 2 

Adraln. or Sr. Exec. 

Pr.scRiP'fios January 'ebruary March April Xay June July August cptorabcr October *ovcmber Jeccabor Total 
Estimated 
1970 7^*1 V. 

(KO.) 8l£o 8I»00 6?Co £500 8'so fi?00 film lin flnrvi RiPn Rofin 

DLMASO PRIVATE (YTD) 6160 6260 6440 61*55 eVi ?. 6450 PM 4 ft?7S ..B3W Rvt ftani . fljofi 
— 

- U.S. COV'T(MO.) bW • TOO £Ao- 500 540 560 500 4oo SOO ',00 420 540 *26 — 

A::O Ptmi.icfYTnl 040 bta. FCBO OIO OOLF too 565 562 562 536 525 526 

— 

TOTAL (J:O.) 
EErosiTS mm 

eaoo 9100 qiioo 9000 9100 . £nno fiqoo 07m P.'.-in fi£on qn-vn og-.^ TOTAL (J:O.) 
EErosiTS mm 6600 6950 9100 9-375 9080 <K>50 &r>9 69 'W P.o:n 8H=n PsrA PX10 

(KO.) 
(rrn) 
(KO.) 
(rrn) 

TI)E - PASSECOK (:;o.) 
tVD Cl.l'Tl FYT^ 

61.00 6S 00 6500 fisoo 65 00 64oo 6V30 fikm f.l.sr. ^VYl tern TI)E - PASSECOK (:;o.) 
tVD Cl.l'Tl FYT^ 6'iCO 6!;50 6460 6475 6I1SO 6465 6457 fil.5n 61, rq 

TISIS - c.D.'s AND (MO.) 
T.D.O.A.'S <VTD> 

4300 • WOO 4500 ^550 45GO 1.500 44r/> 1+Uoo 1*500 UuTO liUqn Uqon iiL^ 
— 

TISIS - c.D.'s AND (MO.) 
T.D.O.A.'S <VTD> 4300 • 4350 4400 4437 4450 

CO ir
\ -* -3
-

4450 uu* 4450 Wis 4445 . 44*0 • — 

1300 TIME - U.S. COV'T (KO.) 
. AND PUBLIC (yrs) 

11U0 1150 1150 1 " 1250 1300 ~1 1425 1^00 1300 1300 1300 1275 1272 
— 

TIME - U.S. COV'T (KO.) 
. AND PUBLIC (yrs) uoo 1125 1133 llis2 1190 1212 1242 12 (J2 1266 _1220 1372 ir-TP 

— 

. 
(KO.) 

TOTAL TIME DEPCSITSfYTnl 
uSoo 
nf/vi 

12050 
11 Ml 

12150 
•no.-Ki 

JL230Q_ J12225-- l??:>5 lOfnn 12375. (KO.) 
TOTAL TIME DEPCSITSfYTnl 

uSoo 
nf/vi 

12050 
11 Ml 

12150 
•no.-Ki 

JL230Q_ J12225--
1911,0 ici ec. ni'f 

— 
C'.o.) 
mn> 

• — 
C'.o.) 
mn> 

C-.o.) 
TOTAL DEPOSITS frrnl 

20&00 • 21150 21550 ST vo 31 too pns* 2CS25 _ iw-icn nrm-i C-.o.) 
TOTAL DEPOSITS frrnl 20600 20375 21099 21149 P1200 2US6 Pn4£ iMW 3IN-?£ 91 non 91 rv^A 9TW1 

— 

(KO.) 
— 

(KO.) 
— 

. • 
— 

C«.) 
<YfO) 
C«.) 
<YfO) 

t 

U> 
u> 
in 
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BREAK-EVEN POINTS FOR FUND-USING AND 
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STATIC DATA - YEAR TO PATE PlmpFMT MOUTH 

COMMERCIAL LOANS - FUNDS USEO 

(Average Funds) 

Branch 1 
Branch 2 
Branch 3 
Branch 4-
Branch 5 

liunber Average 
Aaount o 1 Per Interest 
(000) Loans Loan lnco..*.c 

2 283 1 638 1 352 101.91 
780 143 5 455 469.43 
901 121 7 446 637.59 
388 98 3 959 334.65 
985 90 10 944 923.60 
964 124 7 774 631.55 

Statistics Per loan Statistics Per S100 

SYSTEM TOTAL 74 061 3 579 13 630 

^fecs_ 

.17 

1 013.25 3.24 126.07 890.24 

Net Interest 
Exiu-nse Ineo:.'.* Incor.:u 

48.25 53.83 7.54 
193.80 270.63 8.61 
401.95 235.64 8.56 
166.90 167.75 8.45 

(2 472.93) 3 396.53 8.44 
189.19 442.36 8.12 

.01 

7.63 ^22. 

Net Break 
Exnense Income 

3.57 3.93 639 
3.65 4.96 2 309 
5.40 3.16 4 696 
4.21 4.24 1 975 

(22.60) 31.04 • 

2.43 5.69 2 330 

fi-71 i m. 

W 
CO 



STATIC DATA - YEAR TO DATE CURRENT MOUTH 

INSTALMENT LOANS - FJMDS USED 

(Average Funds) 

.Branch 
Branch 
Branch 
Branch 

• Branch 

SYSTEMS TOTAL 

Xunbcr Average Statistics Per Loan Statistics Per $100 
Anount of Per Interest: Not Interest Nee Break 
(000) Loans Loan Income Fees Exnense Incomc Income Tees Expense Incoir-e Even 

859 637 1 349 136.94 8.67 81.85 63.76 10.16 .64 6.07 4.73 758 
865 532 1 626 160.04 9.92 60.88 109.08 9.84 .61 3.74 6.71 583 

1 224 1 309 935 93.96 8.29 48.13 54.12 10.05 .89 5.15 5.79 440 
1 273 1 054 1 203 133.45 9.78 41.74 101.49 11.05 .81 3.46 8.40 352 
562 418 1 345 133.38 10.94 50.58 93.74 9.92 .81 3.76 6.97 471 
804 625 1 286 129.79 11.88 65.20 76.47 10.09 .92 5.07 5.94 592 

28 374 22 852 1 242 •W.J7. _7.20 34.49 9.95 .58 4.39 6.14 517 

00 
00 
00 



STATIC DATA - VEA8 TO DATE CURREHT MONTH 

DEMAND DEPOSITS - FUKDS PROVIDED 

(Available Funds) 

Suxber 

SSTSS TOTAL 

Average 
ABOURC 
fOOO) 

of 
Accounts 

Per 
Account 

Branch 1 6 148 4 730 1 300 
Branch 2 3 974 • 3 989 996 
Branch 3 3 017 2 858 1 056 
Branch 4 2 Ci7 3 491 589 
Branch. 5. . 2 737 2 059 1 329 
• 4 018 3 300 1 218 

77 362 31 960" 1 489' 

Statistics Par Account Statistics Per S100 
Service Net Sexfvlce Net Break 
CharTes Expenses Cost Charqes Exnenso Cost Even 

15.44 48.47 33.03 1.19 3.73 2.54 490 
15.64 52.45 36.81 1.57 5.26 3.69 546 
28.89 73.25 44.36 2.74 6.94 4.20 658 
23.67 60.65 36.98 4.02 10.29 6.27 549 
15.11 49.07 33.96 1.14 3.69 2.55 504 
17.37 70.84 53.47 1.43 5.82 4.39 793 

19.33 64.12 44. 1.30 •4;31 3.01 

926.Average 
Funds . 

U> 
CO 
10 
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