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s ABSTRACT: Statistical decision models have been suggested as decision alds
for accounting-related judgments as early as 1968, receiving continued atten-
tion in the financial analysis and auditing literatures through the 1980s. Yet the
rate of adoption of such techniques has not matched their demonstrated suc-
ess in research studies. The objective of this case is to provide a basis for
students to think about the impact of (1) alternative accounting methods on the
interpretation of financial ratios, (2) using financial ratios in statistical prediction
models for financial decision-making, and (3) common objections to augment-
ing of replacing managers' judgments with statistical models. Altman's Z-score
model and a cash-flow forecast are used to allow students to follow the effects
1993 of differences in financial reporting practices on an important financial judgment.
Vol.8Issue 2 - Fallea This leads to a second part of the case wherein students discuss the pitflls
Vol. 8 Issue 1- Spring93 related to the simplistic use of decision aids and the resistance to the adoption
of such techniques. The case study is designed primarily for use during the fi-
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ANAGEMENT of The Yeager
Tool Company has contacted
your institution to investigate
the possibility of obtaining credit. Al-
though the request is for short-term
credit, the Company has also indicated
a desire to refinance certain of its long-

‘The Company is engaged in the
‘manufacture of machine tools, packag-
ing machinery, and metal end-products,
and has expertise in factory automation.
‘The Company has experienced difficulty
in recent years and reported losses in
‘each year since 1987. In the 1980 Report
to Shareholders, the president of the
Company stated:

study was adapted from publicly available documents.

1990 saw a continuation of very
depressed _conditions in the
“smokestack industry,"” and par-
ticularly in the machine-tool and
‘machinery segments. The basic
and overriding problem is still
‘competition from foreign imports,
‘which continued unabated in spite

term obligations. of the substantial decline in the
value of the doller during the year.
The Company To meet this challenge, we must

‘manufacture at significantly lower
total cost, which inevitably means
restructuring the basic business

Patricia A. Libby is an Associate Profes-
sor of Accounting at Ithaca College, and
Victor L. Bernard is a Professor of Ac-
counting at the University of Michigan.
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