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Abstract 

This study concerns the implications of the discretion in the cut-off point in the accounting 
method for research and development. Our research problem targets the issues to reduce the 
existing research gap:  

- “Does the choice of accounting method for research and development matter when a 
creditor evaluates a company for a credit granting decision?” 

- “How does the accounting method for research and development matter in a credit 
granting decision?” 

Our study aims to answer these questions by investigating and analyzing the credit granting 
assessment and by interviewing creditors at the major banks in Sweden. Fictitious case 
scenarios provide in-depth information about how the accounting methods matter for a credit 
granting decision.  

We develop this study by gathering existing material regarding accounting standards, the 
accounting method and the credit granting assessment. Previous studies about credit granting 
and the accounting methods supplement the theoretical material.  

The approach to this study is a hermeneutic approach that tries to grasp the entire picture of 
the respondents’ opinion about the accounting methods. To gain detailed and extensive 
information from the respondents, we use a qualitative research with semi-structured 
interviews. The research sample consists of experienced creditors at the largest banks in 
Sweden. This is to ensure relevant and informative answers on our questions. We utilise the 
four case scenarios to encourage the respondents to elaborate upon the accounting methods 
for R&D. This provides detailed knowledge about how the accounting methods matter for a 
credit granting decision.  

The respondent states that abnormal values in the R&D account are suspicious and that 
investigation and adjustments of these values occurs if necessary. From this summarised 
statement, we draw the conclusion that the accounting methods for R&D matter in a credit 
granting decision. However, we also establish that other factors are more influential on the 
decision. Furthermore, we find that the creditors examine the content of the R&D account 
because the methods and its content have different impact on the financial statements. The 
expense method indicates a negative impact on the credit granting decision if the company 
cannot carry the costs, while the recognition method gives an appearance of stronger financial 
statements. However, the recognition method also gives rise to suspicions if the company 
relies on previous achievements. We conclude that depending on the amount of R&D both 
methods can be perceived as an advantage and a disadvantage for a credit granting decision, 
however, our main finding suggests that a revaluation of the abnormal values in the R&D 
account occurs. 

From the support of our findings, we believe that our research has accomplished the objective 
of the study and we therefore believe that we have contributed to the existing knowledge in 
the subject. 
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1. Introduction 

1.1 Opening 
Imagine a world without rules. People and businesses would act and behave as they pleased; 
it would probably be chaos. Rules are necessary in order to avoid chaos and to form a 
structured way of living. A country needs rules to create a safe nation for its people and for 
its businesses. The companies need rules in form of principles and standards, which makes a 
company more trustworthy for the stakeholders. The principles and standards provide 
guidelines and regulations on how the company must account for its operations and how to 
disclose information about the company. The aim is to provide a true and fair view of the 
company. The principles and standards are important so the provided information is relevant, 
objective, reliable and not too difficult to understand. However, achieving this can be 
difficult. There are contradictions between for example relevance and reliability.1 Some 
standards provide unclear descriptions on how the company should account for difficult and 
indefinite items and as a result, relevance and reliability could clash. Other issues have 
unmistakable regulations that the company has to obey. Regulations regarding the financial 
statements are one of those subjects. The financial statements include facts about the 
company’s current financial situation and changes in economical standings. The end-product 
should be appealing to all the stakeholders of the company, which in reality is difficult to 
fulfil.  

The end-product cannot please all stakeholders to the same extent, because all the 
stakeholders might not focus their attention on the same part. Different types of stakeholders 
require different information; for example, shareholders and creditors are focusing on 
different matters in the financial statements. The shareholders are interested in how well 
managed the company is and if the company is a suitable investment. The accounting 
provides information regarding the true value of the company in comparison to the market 
value, which assists in the investment decision. The creditors use the financial information to 
reveal future financial hazards and to evaluate the company’s financial situation e.g. the 
repayment ability in a credit granting decision. Other types of stakeholders might not be 
concerned about the long term solvency, but are instead more likely to be concerned with the 
short term solvency and the going concern of the company, for example suppliers and 
customers2. We have just explained that stakeholders value different parts of the financial 
information, but two of the most important stakeholders are creditors and shareholders. Since 
all stakeholders value different parts, the company cannot satisfy them all; therefore can there 
be information asymmetry in the reports.3 

There are two kinds of information asymmetry, moral hazard and adverse selection. Adverse 
selection is a problem that occurs when signing a contract4; the classical example of adverse 
selection is about used-cars. If a buyer is unaware about the value of the cars at a courtyard, 
he/she offers a price of the estimated average value of the cars. The good cars are worth more 
than the average price so they drop out, and only the bad cars, “the lemons”, are available for 
                                                 

1 Sundgren, Stefan, Nilsson, Henrik & Nilsson, Stellan, Internationell redovisning: Teori och Praxis, 1st ed. 
(Poland: Pozkal, 2007) 51-56. 
2 Ibid., 18-24. 
3 Svensson, Birgitta, Redovisningsinformation för kreditbeslut,Occasional paper, (Uppsala Universitet: 
Department of Business Studies, 2000/3), 4. 
4 Sundgren, Nilsson & Nilsson, 25. 
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purchase.5 The application for this in the bank sector is that the banks might have problems to 
differentiate between companies who are likely to default on the loans and companies who 
are less likely to default. The “bad” companies might manipulate the financial statements to 
increase the probability that the bank sees the company as a “good” company, and decrease 
the likelihood of the bank to spot the “lemon”.  

The second asymmetry problem is moral hazard. At the time of completion of a contract, 
both parties are equipped with the same complete and symmetric information. The problem 
occurs after the completion of the contract; when one of the parties possesses substantial 
information or acts different from what agreed upon, moral hazard occur. An example of 
moral hazard comes from the manufacturing industry, if the industry pollutes the 
environment, and the government forces the industry to reduce the pollution. This is a 
situation when moral hazard can occur. How does the government know and measure if the 
industry actually fulfils its obligations.6 The information gap that is evident with moral 
hazard also occurs in the accounting; in the information gap between the stakeholders and the 
management. The management possesses greater knowledge about the company and its 
accounting than the stakeholders do. The usage of accounting standards decreases this 
information asymmetry in the financial statements, which reduces the chances of bad 
investments for shareholders and creditors.7  

Even if the company follows the standards and produces high quality statements, in order to 
avoid information asymmetry, there are still accounts in the financial statements where there 
is room for discretion of the interpretations of the standards. The discretion affects the 
income statement, balance sheet and the cash flow statement. We believe that the effects of 
these interpretations can have major consequences on stakeholders’ decisions, and that 
disagreements regarding the company’s current and future financial situation can occur.  

In the CPA Journal Professor Samir M. El-gazzar confirms that accounting that allows for the 
individual’s own interpretation might lead to disagreements8. One of the areas that can cause 
divergences is the valuation of assets. The value of an asset is the net present value of future 
cash flows, but this is difficult to define. Depending on the valuator, when calculating the net 
present values, judgements regarding the assumptions about the future are required.9 One of 
the major disagreements is within intangible assets, especially within the area of research and 
development, from here on referred to as R&D. A company can utilize two different methods 
to account for R&D: 

- Completely expensing; occurs when the expenditures do not fulfil the recognition 
criteria. 

- Completely recognising; occurs when the expenditures do fulfil the criteria. 

Completely expensing is per definition when the company has determined that the evolution 
of the product has not yet reached the development phase. Completely recognising the 

                                                 

5 Arkelof, A, George, “Market for lemons – Quality, Uncertainty and Market Mechanism”, The Quarterly 
Journal of Economics Vol.84 No3 (1970): 489-490 
6 Husted, M,Bryan, “Agency, Information, and the Structure of Moral Problems in Business”,  Organization 
Studies Vol. 28, No 2, (2007), 184-185 
7 Sundgren, Nilsson & Nilsson, 25. 
8 “Confusion or Clarity?”, The CPA Journal, (October 2008), 36-37 
9 Marton, Jan et al, IFRS – i teori och praktik, (Stockholm: Bonnier utbildning AB, 2008), 32. 
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expenditures is per definition when the company has determined that their products have 
reached the development phase. In order to recognise the expenditures the fulfilment of the 
six recognition criteria is necessary10. The definition of the criteria includes room for 
discretion of the interpretations. This leads to an indistinct cut off point between research and 
development, which can result in different values for profit and an increased gap between 
cash flows and reported profit in each financial statement11. This would have been acceptable 
if the stakeholders could analyse the relationship between the expenditures on R&D with the 
future revenues; however, in “Accounting and Business Research” Jed Wrigley argues that in 
the reality these relationships are not visible12. Since the methods for accounting for R&D 
varies between companies, it causes difficulties in correctly interpreting the values in the 
financial statements. The disputes about R&D started when Sweden and many other nations 
introduced IFRS, specifically IAS 38. It forced listed companies to decide upon in which 
phase its research projects occur. The management must decide upon when the projects are in 
the research phase, and hence expense the expenditures. They also have to decide upon when 
the projects reach the development phase and hence recognise the expenditures.  

The discretion in interpreting the criteria for R&D can lead to manipulation of the financial 
statements13. This is because management may have incentives such as higher salaries and 
bonuses this might arise if the over-all result of the company is higher. Consequently, it could 
be tempting to induce a weak interpretation of the criteria and recognition of expenditures can 
come about too early, which temporarily improves the result. It is in this discretion of when 
to recognise the development expenditures, the foundation of our study begins. Accounting 
for large amount of capital is subject to discretion and could have significant impact on the 
companies’ performance. This is especially important for companies that are investing large 
amount of capital in R&D, such as pharmaceutical companies.  

The intensity level of R&D investments has a positive link with companies’ performances.14 
The R&D investments can bring about new ideas that lead to new products, better services or 
improve the processes that produce the existing products, which results in a more prosperous 
company.15 This is important especially since SCB16 forecasts that the sales of pharmaceutical 
medicines in Sweden will increase to about 23.5 billion SEK in 201017. If companies want to 
ensure a piece of these future revenues, the companies have to maintain a competitive 
advantage in today’s global market, and therefore are investments in R&D essential.18  

The funding for the R&D investments comes from many sources. The banks are major 
lenders to businesses and fund parts of their investments. This is when it becomes important 
to consider the affect of the accounting method for R&D. Does the discretion of the 

                                                 

10 Fars Samlingsvolym 2006 del 1 (FAR FÖRLAG AB, 2006), 1047 
11 Wrigley Jed, “Discussion of ‘What financial and non-financial information on intangibles is value-relevant? A 
review of the evidence’”, Accounting and Business Research, 2008:, International Accounting Policy Forum, 
Vol.38 No: 3 (2008) 258 
12 Ibid. 
13 Sundgren, Nilsson & Nilsson, 44. 
14Department for Business Enterprises & Regulatory Reform, “Why invest in R&D/Why R&D matters”, Crown. 
(2008) 1,Retrieved November 18, 2008 from http://www.berr.gov.uk/dius/innovation/randd/why-invest-in-
randd/page10549.html 
15 Industry Canada, Industrial Technologies Office Why is R&D Important? (November 2008),  Retrieved 
November 22, 2008 from http://ito.ic.gc.ca/epic/site/ito-oti.nsf/en/h_00012e.html 
16 Statistiska Central Byrån 
17 Socialstyrelsen, Läkemedelsförsäljning i Sverige-analys och prognos. (September 2007): 7 
18 Department for Business Enterprises & Regulatory Reform, 1 
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accounting method for R&D have an affect on stakeholders, especially on the creditors? We 
have investigated this matter and have found previous studies on the subject. Catasús and 
Gröjer researched the issue about the inclusion of intangible assets in a credit granting 
situation. The study found that the disclosure of the intangible assets were examined 
differently depending on in which account they were included. The account “intangible 
assets” were investigated in more detail than if the same amount were accounted for in 
accrued expenses and deferred income. We want to be more specific in our study and focus 
our attention on an explicit component of the intangible assets, R&D. We examine if the 
accounting method matters, and how it matters in a credit granting decision. To our 
knowledge there is no previous study regarding how the accounting method for R&D matter 
in credit granting situation. Our study therefore aims to reduce this existing research gap, 
hence our research questions are: 

- Does the choice of accounting method for research and development matter when a 
creditor evaluates a company for a credit granting decision? 

- How does the accounting method for research and development matter in a credit 
granting decision? 

As a part of the study, we also gain in-depth information about the banks’ credit granting 
process. In order to understand the banks’ view of R&D, one must take the credit granting 
process into consideration.  

Previous studies focuses on quantitative measurements, we conduct a qualitative study, which 
separate our study from previous ones. We conduct qualitative interviews with 
representatives from Sweden’s largest banks in order to answer the research questions. The 
interviews consist of semi-structured questions regarding the banks’ credit granting process 
and their evaluation of R&D. In order to create a distinctive study the respondents receive 
four fictitious case scenarios that include financial statements that highlight the problems 
with the accounting method for R&D. We ask the respondents to give their opinion about the 
R&D in those four cases. It exist previous research in the area of credit granting and R&D, 
but we believe that our approach to the problem is unique and that the cases highlight the 
issue of how the accounting method for R&D matters for a credit decision. The result is in-
depth answers from the ones who know the most about credit granting and if they think that 
R&D matters in a credit granting decision.  

1.2 Purpose 
The purpose with this thesis is to investigate and analyse if a company’s accounting method 
for research and development matters in a credit granting decisions. We discuss and analyse 
the credit granting assessment, because the impact of the accounting method for R&D is 
visible in and a part of the assessment. The case scenarios provide us with a simulated reality 
that connects the choice of accounting method to how the creditors experience the account 
and how it matters in a credit granting decision.  

1.3 Delimitations 
We have chosen Swedish banks because they operate on the same market, which simplifies 
the understanding of the credit granting process. The inclusion of other creditors and markets 
would cause difficulties to reach a tangible result.  
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We only focus our study on creditors because they are knowledgeable within the area of 
credit granting. Therefore, we exclude other financial institutions such as risk capitalists 
because their assessments have a different perspective.  

The focus in the interviews and the case scenarios is on the usage of accounting methods for 
R&D. The foundation of the case scenarios is a simplified annual statement; the only 
difference between the four scenarios is the accounting for research and development. This is 
to clarify the contingent value of the accounting methods. We created case scenarios that 
apply the accounting standards of IFRS, which excludes any company that applies different 
accounting standards. 

1.4 Definition of the concepts 
Creditor 
In this thesis, the definition of a creditor is an employee working with the credit granting 
process at one of the largest banks in Sweden. 
 
Company 
Swedish listed company that practises the international financial reporting standards (IFRS). 
 
Financial Statements 
The reports that the companies produce in the end of every year; a balance sheet, an income 
statement and cash flow statement. 

1.5 Abbreviations 
FASB – Financial Accounting Standards Board 

IASB – International Accounting Standards Board 

IAS – International Accounting Standards 

IFRS – International Financial Reporting Standards 

R&D – Research and Development 
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1.6 Outline of the study 
 

This chapter presents important information about the 
preconceptions of the researchers and the basics ideas of the 
study. The reader needs to be aware of these aspects in order to       
understand how the study has developed. 

 
 

Theoretical knowledge is essential to understand the problem 
discussion in the thesis. This chapter enhances the reader’s skills 
about some fundamental principles and standards. Furthermore, it 
gives the reader an overview of the credit granting process. 

 
 

To increase the quality of the research, we provide details on how 
we approach this project. The chapter also provides the reader 
with an understanding of the implementation of the research 
approach and with an explanation of why we choose the direction 
that we did.  

 

The empirical evidence presents the answers of the respondents. 
We present all the material from a bank before we introduce the 
material of the following bank. However, to strengthen the 
apprehension of the case scenarios, we discuss them 
simultaneously towards the end of the chapter. 

 

The analysis connects the empirical evidence with the theories. 
We also connect our own opinions regarding the empirical 
evidence with the theoretical framework.  

 

 

We discuss and answer the research questions and towards the end 
of the chapter, we present avenues for future research.  

 

Figure 1.1 Outline of the study 
(Created by the authors) 
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2. Theoretical Method 
The presentation of the theoretical method follows the same pattern as how we manage the 
undertaking of our bachelor thesis. The chapter begins with an explanation of why we think 
this is a relevant and up to date topic, and why we devote our resources to the subject. In 
order for the reader to understand the researchers’ impact on the subject, we introduce our 
previous knowledge. The following section is our perception of the research and our 
understanding of the gathered material. The material connects to the theories with a deductive 
approach. Finally, we explain how we collect the material and some limitations of the 
sources. Due to this outline, the reader is more aware of the researchers’ thoughts that might 
influence the proceeding study. 

2.1 Choice of subject 
The financial and economical situation in the world has been very unstable during the recent 
year. This has affected Swedish companies in various ways; reduced investments, reduced 
employment and increased difficulties to obtain bank loans are some of the effects. At the 
same time, banks are reducing credits by tighten the credit granting requirements19. This 
makes it more challenging for the companies to get hold of credits for the daily business and 
future investments. 20 

We have recently studied accounting and realised that the subject can be viewed and 
performed from many perspectives which can influence the view of the company in a credit 
granting situation. One of the topics we covered in our classes was research and development. 
This topic use discretion of the recognising criteria and might therefore influence the results. 
This in turn can affect creditors in a credit granting situation. Since the financial crises have 
affected credit granting21, we thought it would be interesting to see how research and 
development expenditures might affect a credit granting outcome. We choose R&D because 
management can utilize some discretion when interpreting IAS 38; when to expense research 
and when to recognise development. 

2.2 Preconceptions 
The authors are trying to be unbiased throughout the study but the authors’ prior knowledge 
and perceptions might involuntary influence the result of this study. In this section, we 
introduce our experiences in order to give the reader an understanding of our potential impact 
on the study. 

Both authors have prior knowledge in the accounting area. The prior knowledge consists of 
studies at Umeå University, which provides a theoretical background. More specific, both 
authors have attended accounting classes, Redovisningsteori och praxis and 
Koncernredovisning during the autumn of 2008. We first learned about R&D in this setting. 

Both authors have also been studying abroad. Ulrika has spent six month on New Zeeland, 
studying more accounting courses. Likewise, Anna has spent one year in Australia studying 
accounting among other courses. 

                                                 

19 Privata Affärer.se ”Fed: Stramare lånevillkor hos banker enl. Mätning”, Nyhetsbyrån Direkt (2008-11-03), 
20 Svidén, Henrik), ”Svårare att ta lån för småföretagare”, Svenskt Näringsliv, (13th of October 2008) Retrieved 
November10, 2008 from http://www.svensktnaringsliv.se/allmanna_nyheter/article62524.ece 
21 Ibid 
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Furthermore, both authors have working experience, however, the inclusion will only concern 
relevant working experiences. One of the authors has during the summer holidays worked at 
a manufacturing company as an economic clerk, which resulted in some hands on experience 
in accounting. She was dealing with accounts payable and accounts receivable. The other 
author has helped the cash administrator with the accounting for a local community house22. 
However, none of the authors has dealt with the specific problem of accounting for research 
and development, posed in this thesis. The authors only have a theoretical knowledge of 
accounting for research and development, which can be both an advantage and a 
disadvantage. The main advantage is that the prior knowledge does not affect the ability to 
handle new information and it does not give any preconceived opinions. On the other hand, it 
can be a disadvantage not to have any hands on experience of accounting for research and 
development since it limits the ability to apply it to real life situations. 

2.3 Perspective 
When having a research problem it is always important to know who views the problem, 
since different viewers interpret the problem differently. We can view our problem from 
several perspectives; from a management’s perspective, the stakeholders’ perspective, an 
investor’s perspective or a creditor’s perspective. Investigating if the accounting method for 
R&D matters in a credit granting situation from a management’s perspective can give rise to 
a biased result. We considered to examine the issue from the view of the stakeholders but 
realized that the sampling method would be critical in order to obtain valid results. It would 
also be difficult to access the sample. The investors and the creditors might have similar 
opinions about the issue, but we decided to exclude the investors because they are probably 
hesitant to reveal the required information. We prefer to study this issue from a creditors’ 
perspective because they are one of the company’s most important stakeholders. We specify 
our choice of creditors to a creditor at a bank, because the banks are lending a major part of 
the loans to companies23. The chosen perspective may also be of interest to a company who 
plans to seek credit at a bank; this might give an indication for how important the accounting 
of research and development is to the bank. 

We analyse our study from a subjective view; the respondent freely answers our questions, 
which enables him/her to choose what kind of information that they want to reveal. The 
respondent can also freely express his/her feelings about the different accounting methods 
and the case scenarios. We structure the answers and conclude what the respondents regard to 
be important in a credit granting decision and how they experience and deal with the 
accounting of research and development.  

According to Karin Widerberg24an objective perspective is not appropriate for a qualitative 
research because the aim is not to produce an interchangeable study neither has it in advance 
been decided upon what the study is going to measure, as in a quantitative study. Our 
respondents receive topics to discuss and it is their choice in how to approach the topics. If 
we had decided what we were going to measure in advance, the topics would have specific 
answers attached so that the respondent could choose among the preset answers. 

                                                 

22 Bygdegård 
23“Finaniella företag 2003, Sveriges officiella statistik”, Statistiska Centralbyrån, (2004): 24 retrieved january 
5, 2008, from http://www.scb.se/statistik/FM/FM0402/2003A01/FM0402_2003A01_BR_FM06SA0401.pdf 
24Widerberg, Karin, Kvalitativ forskning i praktiken, (Lund: Studentlitteratur, 2002) 18 
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2.4 Perception of knowledge 
There are two main research approaches, hermeneutic and positivistic approaches. The main 
difference between them is that the hermeneutic approach gathers knowledge through deeper 
understanding while the positivistic approach collects it through observation and scientific 
research.25 

Through individual interviews, we collect different opinions from people working with credit 
granting in the selected banks. This provides us with the advantage of interpreting and 
understanding the impact of the accounting method on credit granting from several sources. 
The hermeneutic approach promotes this interpretation. The main idea of the hermeneutic 
perception of knowledge is that the researcher should gather and analyse material in order to 
understand the material from someone else’s point of view. One should also understand the 
factors that might have influenced that view. In our study, those factors could for example be 
the current world financial crises. The hermeneutic approach wants to create understanding of 
the material rather than just explaining it, this enables us to see and understand the whole 
picture of our study26. 

We could have chosen an approach that seeks more formal and official material in form of, 
for example, statistics of defaulting loans associated with a certain choice of accounting 
method. This is the philosophy of positivism. Positivism bases knowledge upon existing 
experience, and only to confirm knowledge if scientific research supports it. This approach 
tests theory through hypotheses, which can result in scientific evidence and knowledge27. We 
are interested in all factors that can influence the chance of credit granting. Therefore, we 
proceed with our study with a hermeneutic approach. 

2.5 Research approach 
We connect existing accounting standards and guidelines of credit granting with the empirics 
of the interviews and case scenarios. The theories is the base for the case scenarios and the 
base to form the interview questions that generates informative and revealing answers about 
how the accounting method for R&D matters in a credit granting decision. To reach a 
conclusion we analyse the respondents’ answers. There are numerous ways to connect 
theories and empirics but the two most common approaches are the deductive and the 
inductive approach28. 

The deductive approach starts in already 
established theories and from there tries to 
explain the problem by narrowing it down to 
well-formed hypotheses and by performing 
observations. The hypotheses is tested and 
confirmed or rejected.29  

This thesis focuses on the deductive approach 
because our research problem originates from 
                                                 

25 Bryman Alan & Bell, Emma, Företagsekonomiska forskningsmetoder, 1st ed.(Slovenien: Korotan Ljubljana, 
2005) 27-32 
26 Ibid. 
27Ibid 26 
28 Bryman & Bell, 23-25 
29 Bryman & Bell, 23 
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existing and well-established standards concerning the accounting for research and 
development and directions in how banks make their credit decisions.  

The inductive approach starts by only observing the phenomenon that is studied. These 
observations develop into patterns and finally a hypothesis is tested and confirmed or 
rejected. This results in generated theories.30 This method therefore generates new theories 
with the help of empirical studies.31 We have decided that the inductive approach is not 
suitable for this thesis because it develops new theories from empirical studies. Since there 
already are well-established standards and rules surrounding the researched area, we have 
concluded that the inductive approach is not appropriate for our thesis.  

2.6 Collection and criticism of theoretical sources 
When collecting data, there are different types of sources to consider. A person who 
participates or is present in the situation we study is a primary source32. The primary source 
used in this thesis is the interviews with the creditors. 

Secondary sources are restructured content from several primary sources; including books 
and articles about the subject.33 As a foundation of the study, we use the IFRS because this is 
where the standards are declared and where we find the gaps between context and 
application. We collect secondary sources through Umeå University’s databases. The 
databases include Business Source Premier, Emerald Fulltext, Helecon and Libris webbsök. 
Databases of more general characteristics are Google, www.google.se and Wiley Interscience, 
www.eu.wiley.com. The key words used in the search throughout these databases are words 
such as research, development, accounting, earnings management, credit granting, creditors, 
credit assessment, accounting choice, matching principle and the prudence principle. We test 
different combinations of these words, both English and Swedish to achieve as relevant data 
as possible. When using internet websites, we made sure that trustworthy organisations 
published the websites such as FASB and IASB to avoid unreliable information that could 
have a negative impact of our research. 

We used scientific methodology books to help us develop the structure of our study. When 
the structure was set, we needed more information and theories in order to prepare and 
analyse the research. We used literature about credit granting, financial reporting and 
accounting method for research and development for this purpose. Some of the used literature 
is course literature. We have also used peer-reviewed articles from scientific journals. When 
an article is peer reviewed, independent, objective and knowledgeable individuals have 
examined and accepted the article34. These journals are well-established examples of those 
are; The International Journal of Accounting, European Accounting Review and Accounting 
Horizons among others.  

It is very important to assess the secondary sources. The user of secondary sources have to 
think about who wrote the article/book, for which purpose it was written, in which field it 

                                                 

30 Research Methods Knowledge Base Deduction and Induction, (2006),  retrieved November 11, 2008 from 
http://www.socialresearchmethods.net/kb/dedind.php    
31 Ibid. 
32 Jacobsen, Dag, Ingvar, Vad, Hur, Varför,( Lund: Studentlitteratur,2002), 208 
33 Kihlén, Elisabeth & Lantz, Agneta, Vägar till vetenskaplig information, (TeknologiBiblioteken,2005), 
retrieved November 14, 2008 from http://www.bibl.liu.se/utbildning/TGV/vetkom.htm 
34 Backman, Jarl, Rapporter och uppsatser, 2nded.(Studentlitteratur, 2008,), 20 
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was written, does this field correspond with the field at hand and if someone else already 
altered the original text35. The sources have to be valid and accurate for the research at hand. 
Four main criteria exist when evaluation secondary sources, those are, authenticity, time 
relationship, independency and non-tendentious3637. In order for the reader to understand the 
importance of these criteria, we explain the content of them.  

An authentic document is a document that is legitimate and real, and indisputable evidence 
supports the documents foundation38. We believe that the applied secondary sources are 
authentic because many of the books are course literature and the articles originate from 
recognised journals. We believe that there have been small alterations to the material from 
the internet because it comes from the original websites. 

It is important that the time tendentious that the used secondary sources are of recent date39. 
Most of the used material in this thesis are from the 21st century and therefore we believe it to 
be of recent date and reliable. Considerations arise about the books from the late 1980s. 
However, after reading those books we believe that they are accurate and have therefore used 
them as a secondary source, the describe theories are still valid and in use today. 

When a source is independent, it is autonomous40. We believe some of our sources to be 
independent; this is because the author of these articles has performed tests of their own. 
Some other sources are dependent since it is reports from other articles. We do however 
believe that all the gathered information is valid because those articles are an extension of 
previous studies.  

The last criterion, the non-tendentious, deals with the fact that some of the sources have an 
interest in distorting the material or being biased41. We believe that the used sources are of 
high quality since the material comes from recognised journals, course literature at the 
University and trustworthy websites and that the sources are interested in presenting a good 
view of the material. Governments, independent organisations and other universities 
published the websites that we used therefore; we consider them trustworthy.  

                                                 

35 Thurén, Thorsten, Källkritik , (Stockholm: Liber AB, 2005) 108ff 
36 Tendensfrihet 
37 Thurén, 13. 
38 Ibid., 19. 
39 Ibid., 30. 
40 Ibid., 53. 
41 Ibid., 66-67. 
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3. Theoretical framework 
We present the theoretical framework in a logical order with the purpose of simplifying the 
understanding of the chapter. The first part includes comprehensive knowledge regarding the 
purpose of the accounting and the accounting principles. These sections provide the reader 
with fundamental information that is essential for the comprehension of the premise of our 
research. The following chapters consist of more specific standards and methods that are 
necessary for the research question. They provide more in depth knowledge so the reader can 
join and understand our argumentation of why divergence of the accounting method for 
research and development can occur. To verify the ambiguousness of this topic we include 
previous studies on the subject. At the end of the framework, an explanation of the necessary 
information for a credit granting assessment is analysed. This outline gradually increases the 
knowledge of the reader and thereby the understanding for our interest in the ambiguity of 
methods to account for research and development. 

3.1 The purpose with accounting 
Implementation of legal frameworks came about to enhance the credibility of the company. 
This framework requires the businesses to disclose financial statement. This assists the 
stakeholders and creditors with investments decisions and credit granting among other things. 
The article by Healy and Palepu also enhances the fact that the disclosure of the financial 
statements is in place in order to reduce the information gap between informed and 
uninformed investors.  

The purpose of accounting then becomes a matter of decreasing the information gap between 
different stakeholder and the company.42 

3.2 Accounting principles and the accounting standards of EU 
The tradition, beliefs and customs that evolved over time in accounting are the foundation of 
the principles, and they are the guidelines to apply in different accounting situations.43 Since 
accounting principles are the foundation of accounting procedures, they play an important 
part when accounting for ambiguous matters, such as research and development. Research 
and development rest upon one of these accounting principles, the matching principle. This 
principle contradicts the prudence principle the most influential principle for the Swedish 
accounting. In this section, we explain the relevant accounting principles for this study. We 
also explain how they relate to accounting for research and development. 

3.2.1 Prudence principle 
The prudence principle has been Swedish accounting system’s most important principle for a 
numerous of years and most of the old accounting standards in Sweden rest upon this 
principle44. However, in today’s international environment and in alignment with 
international accounting standards this principle has taken a step back in favour of other 

                                                 

42 Ibid., 412. 
43 Hendriksen, S, Eldon & Van Breda, F, Michael, Accounting theory, (IRWIN, 1992) 101 
44 Nilsson et al.” Capitalization vs. Expensing: Evidence on the Uncertainty of Future Benefits from Capitalized and 
Expensed R&D Expenditures”(  Umeå School of Business, October 19, 2006), 7, retrieved January 5, 2008 from 
http://www.uc3m.es/portal/page/portal/dpto_economia_empresa/home/seminars/seminars_06-07/sund.pdf 
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principles45, such as the matching principle. We still explain this principle because the 
significant influence it has on the accounting methods. 

The prudence principle gives a conservative view of the company’s accounting. It means that 
revenues and expenditures, assets and debts should not be overstated because that would lead 
to an overstatement of the result.46 The principle is of great importance to creditors because 
this principle wants the company to understate the assets and overstate the credits. Then the 
company cannot overstate the dividends to the shareholders. This means that the company 
does not drain itself on cash and equity, and thereby risking their repayment ability..47 Due to 
the current unstable economical situation, a survey conducted by the Federal Reserve in 
October 2008, states that national and international banks are more restrictive in their credit 
granting48. This can cause the prudence principle to become more important when appraising 
the company in a credit granting decision. 

The prudence principle is valid when deciding if the company should recognise the 
expenditures in research and development. If the company has any doubt where in the 
research and development phase a product is present, than it is better to account for it as an 
expenditure instead of an asset.49 Expensing the R&D decreases the result, which makes sure 
that the income statement is not over-valuated. The prudence principle is about 
cautiousness50; which indicates that it is preferable to expense R&D expenditures rather than 
recognising them. However, this is not the method advocated by the IFRS, instead the 
companies should use the matching principle. 

3.2.2 Matching principle 
This principle is contradictory to the prudence principle especially in the matter of R&D. It 
tries to establish a link between expenditures and revenues in order to be able to account for 
them in the same period.51 The accountant has to match the revenues towards the 
expenditures. Matching revenues with expenditures sounds like a perfect idea, however, in 
real life it is more difficult than that. The match can be subjective due to the difficulties of 
knowing which expenditures that correspond with the received revenues.52  

The matching principle relates to R&D as the expenditures in the development phase matches 
the revenues only when the management is sure that future economic benefits arise from the 
product53. The intangible asset that emerges is not equal to a regular asset, but it has 
similarities with a regular asset in the fact that it becomes obsolete. Therefore, the matching 

                                                 

45 Ibid., 7 
46 Stellan, Nilsson & Nilsson, 55 
47 Nilsson, Stellan, Redovisningens normer och normbildare – en nationell and internationell översikt, (Lund: 
Studentlitteratur, 2005) 34 
48 Privata Affärer.se, (2008-11-03)   
49 Lev, Baruch, Sarath, Bharat & Sougiannis, Theodore, “R&D Reporting Biases and Their Consequences”, 
Contemporary Accounting Research, Vol:22 No:4 (Winter 2005): 977 
50 Sundgren, Nilsson & Nilsson, 55 
51 Nilsson, 33. 
52 Ibid., 33. 
53 Internationell redovisningsstandard i Sverige, (Stockholm, FAR FÖRLAG AB 2006)533 
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principle requires the company to amortize the intangible asset over the stream of future 
economic benefits.54 

The contradiction between the two principles is obvious; the prudence principle requires 
expensing all the R&D expenditures55, whereas the matching principle requires the expensing 
of the expenditures in the research phase while matched towards the revenues in the 
development phase56. The two major standards setters in the world have chosen to adopt 
dissimilar principles regarding the accounting method for research and development. IASB 
promotes the matching principle, while FASB57 encourages the prudence principle58.  

3.2.3 IASB 
The accounting standard body in European Union is the International Accounting Standard 
Board (IASB). IASB is an independent and non-profit standard-setting body whose mission 
is to: 

 ” develop, in the public interest, a single set of high quality, understandable and international 
financial reporting standards (IFRSs) for general purpose financial statements.”59  

This body regulates the content of the International Accounting Standard (IAS) and the IFRS. 
The major difference between IAS and IFRS is that the predecessor to IASB, the 
International Accounting Standards Committee, produced the IAS in the years 1973 to 2001. 
IASB produces the IFRS from the year 2001 and onwards and that is the major difference 
between IAS and IFRS.60 

In nearly 100 nations61  worldwide is application and usage of these standards present 
worldwide, which simplify the communication of economic information and the 
comparability between companies in different nations62.  

                                                 

54 Diewert, W, Erwin & Huang, Ning, Capitalizing R&D Expenditures, Discussion paper (2008-04): 1Revised 
January 18, 2008,  
55 Nilsson, 34 
56 Nilsson, 33 
57 Financial Accounting Standards Board 
58 Lev, Sarath & Sougiannis, 978 
59 International Accounting Standards Board, About Us, (International Accounting Standards Committee 
Foundation), retrieved December 2, 2008 from  
http://www.iasb.org/About+Us/International+Accounting+Standards+Board+-+About+Us.htm 
60 Sundgen, Nilsson, Nilsson, 12 
61 International Accounting Standards Board, Around the World, (International Accounting Standards 
Committee Foundation), Retreieved Novemeber 22, 2008 from 
http://www.iasb.org/About+Us/About+the+IASB/IFRSs+around+the +world+htm 
62 Carmona, Salvador & Trombetta, Marco, “On the global acceptance of IAS/IFRS accounting standards: The 
logic and implications of the principles-based system”, Journal of Accounting and Public Policy, Vol.: 27 No6 
(November-December 2008): 459-460 
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3.3 Intangible assets  
International Accounting Standard 38 
(IAS 38) covers intangible assets such 
as research and development, patents 
and trademarks. Its purpose is to 
explain the accounting for intangible 
assets. In the standard, the recognition 
of an intangible asset can only happen 
if it fulfils certain criteria. The 
standard also deals with how 
accounted values are calculated and 
what notes that need disclosure in the 
annual report.63 

In order to be able to give a more accurate view of intangible assets and research and 
development in particular, we quote the website of IASB to describe what an asset and an 
intangible asset are. 

“An asset is a resource; controlled by the entity as a result from past events; and from which 
future economic benefits are expected to flow to the entity”64 

“An intangible asset is and identifiable, non-monetary asset without physical substance.65” 

For acknowledgement of an intangible asset, it must fulfil three requirements: identifiable, 
control and future economic benefits66. These requirements are further explained so the reader 
understands the divergences that can occur in the implementation of them. 

3.3.1 Requirements of an intangible asset 
When an intangible asset is identifiable, the company can show it as separate part from the 
company and/or if the asset arises from a contract or other legal rights. This requirement 
comes from the fact that intangible asset should be separated from goodwill.67 

The second requirement that an intangible asset must fulfil is control. Fulfilment of this 
requirement occurs when the company can secure the future benefits that originate from the 
asset. Two things in a company cannot be an intangible asset, employees and customer 
relationships. The company has not sufficient level of control over these two subjects in order 
to account for them as intangible assets.68 

The last requirement for intangible assets is future economic benefits. The requirement 
specifies that the company has to be sure of an increase of revenue from products or services, 

                                                 

63 Internationell redovisningsstandard i Sverige – IFRS/IAS – 2006, IAS 38, 523 
64International Accounting Standards Board Framework Retrieved December 5, 2008 from 
http://www.iasb.org/NR/rdonlyres/E29DA762-C0E1-40F8-BDD4-A0C6B5548B81/0/Framework.pdf 
65IASC Foundation Education, Technical Summary: IAS 38 Intangible Assets, Retrieved November 15, 2008 
from http://www.iasb.org/NR/rdonlyres/149D67E2-6769-4E8F-976D-6BABEB783D90/0/IAS38.pdf 
66 Fars Samlingsvolym, 524 
67 Internationell redovisningsstandard i Sverige, 526 
68 Ibid. 
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or that the expenditures decrease because of the intangible asset. It has to provide an 
advantage of some kind to the company.69 

3.4 Research and Development 
IAS 38 regulates the accounting for research and development expenditures. The standard 
controls the expensing and the recognition of the expenditures of R&D. This standard is 
supposed to simplify the comparison of the financial situation among firms around the 
world70. Figure 3.1. Internally generated assets illustrates which of the accounts that is 
recognisable, and which are not. The figure highlights that only the development 
expenditures is recognisable. 

3.4.1Research 
The definition of the research phase is a planned and systematically search that can bring 
about new scientific or technological knowledge and understanding.71 According to IAS 38, 
the recognition of the expenditures in the research phase is not possible; the correct 
accounting method is to expense the expenditures as they occur.72 When the company 
expenses the expenditures it can never be adjusted afterwards73. Recognition of the 
expenditures is only possible in the development phase.74 

3.4.2 Development 
The definition of the development phase is that it should utilize the research results to create 
new or essentially improved material, constructions, products, processes, systems or services 
before a commercial production starts or usage begins.75 IAS 38 has the following criteria 
when a firm must recognise the R&D costs: 

“An intangible asset arising from development (or from the development phase of an internal 
project) shall be recognized if, and only if, an entity can demonstrate all of the following: 

(a) “The technical feasibility of completing the intangible asset so that it will be available for 
use or sale.” 

(b) “Its intention to complete the intangible asset and use or sell it.” 

(c) “Its ability to use or sell the intangible asset.”  

(d) “How the intangible asset will generate probable future economic benefits.”76  

The assessment that the asset generates future economic benefits are based the management’s 
best judgement of the economical circumstances and the assets remaining useful life. 77 It can 
be difficult to evaluate the future economic benefits, and even if there are guidelines, there is 

                                                 

69 Ibid., 527 
70 Carmona, & Trombetta, 459-460 
71Internationell redovisningsstandard i Sverige., 525 
72 Ibid,, 533 
73 Ahmed, Kamran, Falk, Haim, “The value relevance of management’s research and development reporting 
choice: Evidence from Australia” Journal of Accounting and Public Policy Vol 25, (2006) 232 
74Internationell redovisningsstandard i Sverige., 533  
75 Ibid., 533 
76 IASC Foundation Education, Technical Summary: IAS 38 Intangible Asset  
77 Marton, Jan et al, IFRS i teori och praktik, 261 
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a lot of discretion in the criterion78. The company also has to demonstrate the existence of a 
market for the intangible asset or, if it is for internal use, demonstration of the usefulness of 
the intangible asset is vital for this criterion.  

(e) “The availability of adequate technical, financial and other resources to complete the 
development and to use or sell the intangible asset.”79 

By having a business plan for the product or a credit approval, company satisfies this 
criterion. The business plan shows that the company has the adequate financial and technical 
resources to complete the asset80. 

(f)” Its ability to measure reliably the expenditure attributable to the intangible asset during 
its development.”81  

The company must allocate its expenditures to specific project; those expenditures can be 
material, services, salaries and compensation to employees82. Thereby the acquisition value 
becomes the sum of expenditure that has arisen during the development of the project83. 

When the company can show that the expenditures fulfil all these recognition criteria then the 
project has reached the development phase, hence the company has to recognise the 
expenditures. On the other hand, if one of the criteria is not fulfilled the company has to 
expense the project’s expenditures. Due to the vague criteria, the management has an 
opportunity to interpret them in the most favourable direction for the company. The 
management can decide to expense the expenditure for most of the invention of the project, 
or they can decide that the fulfilment of the criteria starts at an early phase of the project and 
therefore recognise the expenditures.  

We have explained what an intangible asset is and when a company can recognise the R&D 
expenditures. We proceed with the explanation of the accounting methods for the research 
phase and the development phase, and which implications these involve. 
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3.5 Accounting methods for R&D 
We explain and illustrate the two methods on how to account for research and development. 
These actions enlighten the reader about the application of the methods, and the advantages 
and disadvantages with them. 

3.5.1 The expense method 
If the management does not find that the fulfilment of the recognition criteria is evident, then 
the company expenses the expenditures for research and development84. It means that the 
company uses a very prudent and conservative method to account for research and 
development. IAS 38 requires companies to expense all the expenditures for research and 
recognise all development expenditures if the project fulfils the recognition criteria85. 
Nevertheless, when can the company decide upon the fulfilment of these criteria? That is a 
subjective judgement and companies 
may view it conservatively and start to 
recognise the expenditures very late in 
the development phase. Figure 3.2. 
Discretion in the cut-off between R&D, 
illustrates the subjective task of 
deciding upon the cut-off point 
between the phases. The expense 
method therefore becomes prudent and 
has little effect on the balance sheet. 
On the other hand, expensing all the 
expenditures has a negative effect on 
the result. This is one reason why some companies prefer this method; when the company is 
performing well with good results and high profits, the company can afford to take the costs 
of the expenditures. If the company had recognised the expenditures instead, than the 
amortizations of the recognised amounts could have a large impact on the company in future 
years when the company’s performance might have decreased.86 Another reason for using the 
expense method is that it is difficult to know when and even if future economic benefits will 
flow to the company. This is why accountants have relied on the prudence principle and 
accounted for R&D as a cost rather than recognising it.87 In the United States, the FASB is 
developing the accounting standards that regulate the American accounting. It says that the 
expense method is the only method allowed due to the uncertainty of future economical 
benefits of R&D projects. For example, one study from the United States suggests that an 
average of less than 2 percent of new product ideas and less than 15 percent of product 
development projects are commercially successful. Another reason for expensing R&D is that 
there is no link between the costs and the future revenues.88 

An advantage of using this method is that the investors on the market view it positively. This 
is due to its conservative approach where the asset in the financial statement is not 
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85 Ibid. 
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overvalued.89 Another advantage is that the expense method decreases the possibility of 
managerial discretion in using the values for their own purposes by simply manipulating the 
values in the financial statement90.  

A disadvantage with using the expense method is that it reduces the relevance of the 
accounting figures for investors91. When expensing all R&D, the company ignores future 
benefits that arises from R&D and therefore is the balance sheet undervalued. 92 

3.5.1.1 Expense method-a numerical example 

The figure 3.3. Expense method is an example on 
how the company uses the expense method.. This 
company has much expenditure in the research 
phase and less expenditures that belong to the 
development phase. The large expenditures occur 
in the income statement. The company takes the 
entire burden for their R&D expenditures in the 
year that the expenditures arise. Consequently, 
the company reports a lower result that year. The 
balance sheet reports a lower value of the 
intangible assets. 

3.5.2 The recognition method 
This method focuses on the matching principle 
and wants to match the expenditures spent on 
development towards revenues that goes to the 
company. When the project reaches the 
development phase, then can the company start 
matching the expenditures towards the 
revenues.93 Once again, we can see the problem 
with the discretion of the cut-off point for 
research and development. The management 
needs to make a subjective decision about when 
the process of developing a product reaches the 
development phase, and the expenditures connected with that product have to be recognised. 
It is compulsory to recognise when the fulfilment of the criteria occurs. 94 These expenditures 
are shown as intangible assets in the balance sheet.  

                                                 

89 Entwistle, M, Gary, “Exploring the R&D Disclosure Environment”, Accounting Horizons, Vol. 13: No. 4 
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An advantage by recognising the R&D expenditures is the increased relevance in the 
financial statements95. A study by Jeny-Cazavan & JeanJean underlines this approach as the 
preferred choice because it decreases the information asymmetry between the market 
participants and the company96. This is because the ability to match expenditures towards the 
revenue they bring about, and this increases the accuracy of the company’s financial 
statement97. Recognising the R&D expenditures results in an improved yearly result and as 
consequence the equity also increases98. The recognition method gives management in the 
company more control over the financial statements99. 

3.5.2.1 Recognition method–a numerical example  

We include a numerical example to demonstrate 
how the recognition method affects the income 
statement and the balance sheet. In figure 3.4. 
Recognition method, most of the R&D 
expenditures fulfils the recognition criteria, which 
require recognition of the expenditures. The value 
of the recognition must be amortised over the near 
future, as long as the asset generates future 
economic benefits to the company. Due to the low 
R&D expenditures, the income statement shows a 
better result and the balance sheet reports the 
expenditures as an intangible asset. These 
intangible assets are future cost in form of 
amortizations100. 
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3.5.3 Summary of advantages and disadvantages of the methods 
Depending on which method the company uses, the company sends different signals to the 
market and its stakeholders. When the company expenses its entire R&D, it sends the signal 
that the company is strong and capable of handling large amount of expenditures101. On the 
other hand, when the company recognises the development expenditures they want to send 
the signal that they have good R&D projects that will generate future economic benefits102. 

 

Expense method 

Advantages            Disadvantages 

- Easy to understand         - Misleading result 

- Conservative approach        - Does not show R&D value 

- Popular among investors        - Difficult to assess R&D’s success 

- Good comparability 

Recognition method 

 Advantages            Disadvantages 

- Correct result due to matching       - Difficult to assess future revenues 

      -     Show R&D as an asset        - Subjective depreciations 

            - Not popular among investors 

            - Comparability problems 

 

3.5.4 Previous studies on expensing- and recognition method 
In an article by Robert Cyran, he argues that IFRS will bring about problems for the 
accounting of R&D.103 The research phase of the project should be treated as an expense104, 
but the problems begin when the company should account for the development phase. If the 
expenditures fulfil certain criteria, recognition is mandatory105. The legislation on R&D is 
somewhat difficult to interpret, and much upon the management’s discretion. Mr Cyran found 
two possible problems with the recognition method; it is a discretionary decision to decide 
when the research phase ends and the development phase begins, and the management faces 
difficulties in deciding when the project is marketable and recognition would start.106 This 
study supports our belief that it exist a discretionary cut-off point between the research and 
the development phase. 
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According to the article by Ahmed and Falk, the method of completely expensing the R&D 
expenditures is costly for both the company and the actors on the market. The reason for it to 
be costly is that there is a positive correlation between recognised R&D and the share price. 
Companies that utilize the recognition method increase the value of its shares, while the 
companies that apply the expense method do not experience the same increase. The 
information asymmetry that exists between the company and the market are not decreased, 
which forces the market participants to make costly investigations of the company.  The 
authors also state that expensing the expenditures direct when they occur might views as a 
conservative approach to the accounting. This approach means that the companies do not 
account for the future benefits that occur due to the devoted expenditures. 107 The authors also 
state that legislations that make it compulsory to expense may be expensive for the 
company108. 

If the legislation allows the management to use their own interpretation in the use of the R&D 
accounting, one might think that the relevance of the financial statements increases109. 
However, the study by Ahmed and Falk shows that when the R&D is recognised, the 
financial statements include the future economic benefits that occur from the recognised 
R&D. This improves the yearly result and increases the assets in the balance sheet. This 
indicates that the information asymmetry still exists. Future benefits are included in the 
current financial statements and this could result in an increased share price110. This is due to 
the indication that the company has a better performance than a company that is expensing 
the expenditures. The discovery by Ahmed and Falk indicates that the implementation of 
IFRS and IAS 38 does not reduce the information asymmetry in the financial statements111. 

The aim with IFRS was to reduce the information asymmetry and increase the relevance of 
the financial statements. However, the previous studies show that it exist difficulties and 
discretion in the standards that causes the information asymmetry to still be present. We 
know the implications of the discretion of the standards, but we do not know how these 
implications matters in a credit granting process. The information asymmetry is also present 
in the valuation and the impairment of the R&D account. 

3.6 IAS 36 Impairment 
This standard deals with the impairment of assets. If an asset’s future economical benefits 
decrease, then the company has to perform impairments, meaning that an adjustment of the 
value of the asset occurs.112 The prudence principle supports this action. The assets should be 
valued to the higher of the net market value and the value in use.113 The net market value is 
the value the company can sell an asset for, minus the selling- and closing down costs. The 
value in use is the net present value of the future economical benefits and is often very 
difficult to assess.114 The assessment of the net present value is a subjective task and the 
management interpretation of it depends upon the incentives of the company.  
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IAS 36 also defines which assets that should be impaired, and intangible assets such as 
goodwill and the development phase in R&D are some of them. The testing for impairment 
must occur at least once a year and at the point in time every year.115 When the company does 
not perform the impairment, as they should do, it may lead to future problems especially in a 
down turn in the economy In a serious downturn in the economy, many R&D intensive 
companies phase difficulties when the value of the recognised asset decreases dramatically. 
The effect may be that a great part of the company’s assets are deleted, leading the company 
into trouble.116 In a credit granting situation, the creditors assess the company’s financial 
statement and check if the R&D is impaired as it should be. In a financial downturn, correct 
impairments might be more important to the creditors and therefore they look upon it more 
closely.  

3.7 Earnings management 
Earnings management is the method of when management tries to adjust the financial reports 
in order to fulfil their own incentives117. This can increase the company’s earnings by 
achieving stable and predictable financial results118. When the company achieves a good 
financial result, it might lead to bonuses or other compensations for the management because 
the compensation depends upon the result 119. Earnings management is also usable for 
deceiving stakeholders in investing decisions or contractual situations that are dependent on 
what kind of figures the company is reporting120. 

According to Markarian et al, earnings management greatly affects accounts such as the 
recognition of the development expenditures in a R&D project121. It has a great affect 
because R&D account is an account where the management can try to enhance the 
performance of the company by changing the accruals. The aim of the earnings management 
is maintain a certain level in the financial statements, which might influence the creditors to 
believe that the required levels meet predetermined debt covenants, even if that is not the 
case122.  
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3.8 Credit granting 
In this section, we present the credit granting process. We present the entire process but the 
focus is on the financial information since this is the most relevant area for our study.  

 

 

 

 

 
 

 

 

 

 

3.8.1 Information 
In a credit granting assessment, the banks must handle and examine a vast amount of 
information, information of two categories, financial and non-financial information. 

Financial information deals with values and historical economic information from the 
company. These values exist in the balance sheets, the income statements, the cash flow 
statement and the companies’ budgets123. Non-financial information deals with business 
ideas, management and the macroeconomic environment among other things. 124 In figure 3.5, 
Credit Granting Assessment, illustrates the relationship of all the necessary information. 

3.8.1.1 Non-financial information 
The bank assesses the resources in form of management, owners, operation, organisation and 
production. If there is a strong management, it is very likely that the company has an 
improved performance and vice versa125. The also applies for the owners, having strong 
owners help in periods of problems and it is likely that the decision process is shorter in 
companies with strong owners. 126 

The analysis of company’s business plan is essential to see if it is a valid and good plan; the 
plan should reflect the company’s market from several perspectives. These perspectives are 
the company’s clients, the clients’ needs and ability for the company to facilitate those needs, 
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and the company’s growth opportunities. The creditors have to know the company’s on-going 
products and the current range of products in order to be able to see where the division of 
expenditures and revenue comes from.127 They have to possess this kind of information in 
order to evaluate if the company has enough competence, sufficient production and capable 
organisation to reach the company’s goals.128  

The creditors also assess the macroeconomic environment with focus on the company’s 
customers, competition and its market. When looking at the company’s customers it gives a 
clue to the company’s overall risk. The company faces an increased risk if the company 
depends on only one customer, in which case the creditors assess the customer as well. A 
company that has a broad customer base faces less risk. The creditors consider the company’s 
competitors. Many competitors indicate that the company has to increase their performance 
in order to stay competitive. Looking at the company’s specific market as well as assessing 
the overall market is necessary in order to evaluate the market risks the company faces. 129  

3.8.1.2 Financial information 
Financial information consists of both historical and current numerical information. The 
historical information consists of past years balance sheets, income statements, cash flow 
statements and budgets. So are also the current information, but here it may also come from 
the biannual reports or even quarterly reports. The financial statements provide values that 
supply the creditor with the company’s financial situation. 

With the help of key ratios the financial statements gives the creditor an assessment of the 
company’s financial stability and a judgement of its future.130 The creditors compare these 
key ratios to the key ratios of the industry131. Important key ratios for a credit granting 
decision is; liquidity ratio, solidity, interest cover ratio and net asset value.132 A deeper 
explanation of these measurements is now given. 

The definition of liquidity ratio or quick ratio is the company’s ability to turn assets into 
liquid resources.133 A company with a low liquidity ratio can indicate serious problem.134 The 
rule of thumb is that the liquidity ratio should be close to one135. 

The definition of solidity is the company’s solvency in a long-term perspective.136 This 
measurement gives a picture of a company’s financial strength. The creditors use these 
measurements to assess the company’s ability to be prepared for future losses.137 A minimum 
of 10% solidity is required in most businesses, but for a company to have a good solidity it 
should be between 30% and 50%138. If the company has a solidity of 0% this means that the 
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company has no equity left, only borrowed equity. On the other hand, if the company 
completely finances itself with equity; they have 100% solidity. A good solidity in the 
company means that the risk is low; on the other hand, if the company has a lower solidity it 
means that the company can increase its return on capital. Therefore, the company balances 
the risk on one side and return on the other hand.  

The definition of interest cover ratio is the ability to pay for the company’s financial costs. 
This can be a better measurement than solidity because it also considers the result.139  

Another measurement that is used is the cash flow analysis, it shows the changes in the cash 
flow and how it has arisen during the year140. The cash flow analysis is a measurement to 
assess how well the company can repay its debts and how this evolves during the year. It 
shows how the surplus from the company pays for interest charges and amortizations141. To 
see the trend in the cash flow statement comparisons between this year’s statement and 
previous statement are vital. A negative cash flow is not automatically a rejection sign for the 
bank142.  

Creditors use both financial and non-financial information in his/her assessment of the 
company before he/she grants a loan to the company. The base of the credit evaluation is the 
company’s repayment capabilities.143 During the assessment, the creditor should think about 
why the company needs the cash and what usage it has for the company144. When assessing 
an established company the financial information is vital because they can provide the 
necessary information.145  

The financial statements are of great importance to the creditor, and therefore they approach 
an unapproved statement with cautiousness, if they are late, or if the applicant is hesitant in 
handing over the required statements146. All of these indications require a closer look at the 
company at hand. 

3.8.2 Previous studies on credit granting and intangible assets 
In a doctoral thesis by Birgitta Svensson, a number of institutional credit granters were asked 
about the disclosure in the financial statements for a credit granting decision. These 
statements included intangible assets. In the case with R&D, many of the respondents 
believed it to be necessary to increase the amount of disclosed information in the financial 
statements. The respondents said that voluntary disclosed information is difficult to assess; it 
is difficult to distinguish what have been recognised and not. Some of the respondents in this 
study require the companies to disclose the items in the R&D separately in order to see what 
kind of projects that is on going. Other respondents do not look at the R&D or intangible 
assets; they totally eliminate the account in the financial statements and thus create a weaker 
company. The reason for elimination is that the asset cannot be valued properly. What 
becomes evident is that the institutional credit granters seek more information about R&D 
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and intangible assets. To be more specific, they look upon the expensed and recognised 
amounts.147 

The aim of the study performed by Catasús and Gröjer were to see if the inclusion of 
intangible assets in the financial statements had any affect on the credit granting decision.148 
They conducted the study as an experiment at a Swedish bank. Forty creditors were created 
into two groups, a control group with traditional financial statements without the inclusion of 
the account intangible assets, and an experimental group who received financial statements 
that included intangible assets. There were three types of intangible assets, research and 
development, education and trademarks. The authors sent financial statements, a letter of 
introduction, general information about the company, curriculum vitae of the CEO and 
information about previous meetings with the bank, to the creditors in advance of their 
experiment.  

Some of the loan officers denied the company to borrow money and while other loan officers 
granted the loan but not for the requested amount. Something that drew a lot of attention to 
this study is that most of the creditors in the experimental group actually just deleted the 
intangible assets from the financial statement, resulting in a company not as financially sound 
as in the control group.149 

In the study, the intangible assets were 1.1 million SEK for the experimental group while in 
the control group the same amount was in the accrued expenses and deferred income. Most of 
the creditors in the control group were satisfied with the accounting. The experiment group 
did not like items such as intangible assets in the financial statements because the creditors 
did not trust the intangible assets. Something that can be seen as remarkable in this study is 
that the loan officers felt secure with items in the financial statement that they are used to see 
(without the intangible assets).The achieved conclusion was that the creditors trusted the 
accrued expenses and the deferred income, but did not trust the item of intangible assets..150 

The conclusion to Catasús and Gröjer study is that in a mere quantitative approach it does not 
affect the credit decision because the intangible assets are deleted from the financial 
statements. The banks’ manuals often require these actions because they do not see the 
intangible asset as a real asset. When deleting it from the financial statements a weaker 
company is created, this might affect the credit decision. However, in a qualitative approach 
the findings suggest that the inclusion of intangible assets is important. Intangible assets are 
important if the creditor feel that they are reliable.151 

 3.9 Summary of theory 
Theories are necessary for the reader to understand where our research problem is coming 
from, and how we apply the theories in our result. Some of the most fundamental principles 
of accounting are the prudence- and matching principles. These principles establish the basis 
of one of the standard setters in the world, IASB. To keep the theory framework relevant, we 
have extracted IAS 38 intangible assets and IAS 36 impairment. IAS 38 declares the criteria 
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for when recognising or expensing the research and development. This is a significant 
standard for our research since it gives rise to discretion, which affects the financial 
statements. Robert Cyran also discusses this issue in previous studies. IAS 36 impairment 
explains that the assessment of the value of intangible assets must occur once a year, and if 
the value has decreased, there is need for impairment. The value could be difficult to 
establish, which the management could use to influence the financial statements. Depending 
on the management’s incentives, they could argue that the market value/value in use is lower 
or higher than what the accurate value actually is. Earnings management is another procedure 
that the management could use in an attempt to add value to the company. The motive of 
these manipulations could be that the company is facing a credit granting situation. The credit 
granting process includes non-financial and financial information so the embellished values 
of intangible assets and R&D could affect the credit decision. This is the starting point of our 
thesis. These principles, standards and methods are important in our assessment if the 
accounting of R&D matter in a credit granting decision. With the guidance from these 
theories and the empirical evidence, we expect to answer our research questions. 
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4. Practical Method 
The outline of the chapter considers the reader; we want to create a rational reasoning of how 
we approached our research. It allows the reader to understand the procedure of the selection 
of our research method and sample. This helps the comprehension of the foundation of the 
investigation. In order for the reader to evaluate our study, we explain why we have chosen 
the interview questions. We also explain how we developed the case scenarios and how we 
implemented the interviews. In the end of the chapter, we critically assess our own study 
according to the quality criteria. 

4.1 Research Methods 
There are two major methods to manage a study, quantitative and qualitative method. The 
main difference is the research strategy; quantitative research wants quantification in the 
collection and the analysis of the data. A qualitative research bases its emphasis on the words 
of the respondent when gathering the sample and quantifying the sample is not necessary.152 
The qualitative method provides a broader and deeper understanding of the whole 
situation153.  

The qualitative research method enables us to gain new insights and deeper understanding 
154of the accounting method’s impact of credit granting. This flexibility is strength for our 
study but it can also weaken it because it is difficult to compare the answers of the 
respondents155. A quantitative approach would not allow us to interact with the respondents 
and we would not have gained a deeper understanding of the subject, we would have obtained 
a shallower and more generalizable picture instead. Limitations to the qualitative research 
method are that the material is not representative and can therefore not be generalised for the 
whole population156. Even considering the limitations, we choose the qualitative approach. 

4.1.1 Qualitative method 
The basis of the qualitative research method is the hermeneutic approach that focuses on the 
understanding of the whole picture157. It creates a link between theories and “real” knowledge 
that fills the gaps that are missing if only theories are applied. The researcher often aims to 
develop a relationship with the respondents in order to understand the questions from the 
respondent’s point of view. Therefore focuses the research on what the respondent regards as 
important, instead of what the researcher regards as essential, and then the researcher adapts 
the questions towards that subject158. Qualitative methods have encouraged professionals in 
the accounting sector as the preferred method when doing studies. The editor-in-chief of 
Management Accounting Research is also promoting the qualitative method for his co-
workers. Furthermore, the Association of Charted Certified Accountants (ACCA) is 
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supporting enquires using the qualitative method159. Clearly, there are a lot of accounting 
studies that are encouraged to use the qualitative method in the research. Accounting 
professors have made researches with qualitative methods and case studies160, in order to 
discover the meaning of the expressed statement. We have the same intentions as these 
professors; we like to reveal the meaning of the spoken word. In studies that wants to 
understand the function of accounting161 in a specific context commonly uses the qualitative 
research method. The context in our study is how the accounting of R&D expenditures matter 
in a credit granting decision. Depending on the accounting method, these expenditures can 
influence the result and thereby it might affect the credit granting decision. We apply the 
qualitative method by preparing four cases that the respondents discuss. The individual 
interviews make it possible for us to interact with the creditors and ask follow up questions. It 
also makes sure that the answers are relevant; which is a trademark of the qualitative 
method162.  

The informative answers of the creditors might also cause some difficulties. The main 
dilemma for qualitative researchers is how to interpret these answers163. It can also be 
difficult for the researcher to know how much emphasis to put on each part of the answers. 164 
The dilemma we are facing in our study is to deduce the answers without involving our own 
personal opinions. The criticism towards the method is that it is presenting the material as a 
story, which can give implications of the understanding of what topics are most significant165. 
We believe that the advantages with the qualitative method outweigh the disadvantages but 
we keep these weaknesses in mind throughout our study in order to produce as fair research 
as possible. 
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4.2 Research sample and development of the interviews 
The aim of this study is to evaluate if the 
accounting method of research and 
development matter for a credit granting 
decision. With this in mind, we like to 
comment upon our research sample, justifying 
the selected stakeholder, the chosen banks and 
the respondents. Furthermore, we explain the 
construction of the interview questions and the 
development of the case scenarios. This 
enables the reader to understand the procedure 
that is undergone in order to answer our 
research question. 

We can use the model of stakeholders to identify the stakeholders of a company and to show 
the interaction between the stakeholders and the company. It is the management’s duty to 
satisfy the need of the stakeholders. This can be difficult because the stakeholders do not 
have the same needs166. The two major stakeholders of the company are the creditors and the 
shareholders167. To study and analyse the effect on the accounting method for R&D from 
both the creditors’ and the shareholders’ view would require a large amount of data which is 
incomprehensible to us. Therefore, we focus on the creditors because we believe it is an 
interesting angle to study. One reason for choosing this aspect is that management might have 
incentives to manipulate the figures to achieve improved financial statements 168. A study by 
Bowen et al shows that managers believe that they can use the financial statements to 
persuade some stakeholders; that the company can fulfil its commitments169. The 
management might use the statements to influence the creditors in a credit granting situation; 
it can be used to persuade the creditors that the company is able to repay its financial debt. 

Our main criterion for the selection of the research sample is that the banks are dealing and 
maintaining large loans. This is to ensure that they have the experience and the knowledge is 
required for our study. Another criterion is that it must be a private bank. Svenska 
Bankföreningen170 provided us with facts about the four largest private banks in Sweden. We 
refer them as Bank 1, Bank 2, Bank 3 and Bank 4 

We selected our respondents with the following criteria; they have to possess advance 
knowledge within the credit granting sector and be positioned in Stockholm. We believe that 
larger companies contact these offices for a credit evaluation. This is to make sure that the 
respondent can provide us with information and knowledge in how the choice of accounting 
method for research and development affects credit granting. We contacted the banks and 
asked to speak to a creditor at an advanced level in the business loans department. The 
operator put us through to numerous skilled personnel; however, it was difficult to get in 
contact with someone who possesses the right qualifications. We established contact with an 
experienced member of the staff at Bank 1’s head office in Stockholm. The representative 
from Bank 2 is located at the bank’s business analysis department in Hässleholm, but since he 
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has the experience that we required, an interview was set up in Stockholm. Bank 3, 
recommends us to speak to their region manager who possesses the proficiency that we want. 
They all agreed to participate in our study. 

The operator at Bank 4 connected us with several employees at the head office’s credit 
department. We spoke to the Head of Account Management and the Financial Manager 
among other people, but neither of them claimed that they had the knowledge that we are 
looking for. We changed strategy and contacted the local bank office in Umeå. We explained 
to an employee what the interview is about and the skills and experience we require from our 
respondent. Given these criteria, the employee arranged an interview with an appropriate 
creditor who agreed to participate in our study. 

Our research sample consists of four respondents, which is a rather small sample. The reasons 
for the small sample is due to difficulties in establish contact with appropriate members at the 
bank who agrees to participate. The difficulties might arise from the current financial crisis 
and the confidentiality surrounding the banks’ operation. By obtaining a larger sample, the 
result form our study could have been more transferable. However, we believe that the 
existing sample is adequate because the respondents possess great knowledge and experience 
within the field.  

The questioning of the selected respondents arises in semi-structured interviews. The semi-
structured interview can supply important knowledge and insights for our study. It is 
important to make sure that the interview provides us with relevant answers about how the 
R&D accounting method matter in a credit granting decision, not only a general view of the 
credit granting process171. To guarantee that we obtain the information that we are looking 
for, we prepared questions in specific topics that the respondent discuss during the interview. 
The topics used the research question and the theoretical base as a starting-point. This was to 
make sure that the answers could help us solve the research question. These topics have a 
broad entry that allow the respondents to focus the answer upon what they believe is 
important. The respondents received the topic-questions one week in advance of the 
interview date, which gave the respondents a chance to look at the topics and the case 
material before hand. We believe that this contributes to answers that are more relevant since 
the respondents have had time to prepare their answers. The topics were presentation of 
respondents, process of credit granting, financial information, research and development, and 
the case scenarios. For a closer look at the topic-questions, please review appendix 2. 
Interview guide. 

When constructing the four case scenarios we used the financial statements of an existing 
R&D intensive company as a template. This was to increase the realistic impression of the 
cases. We named the individual cases Alfa, Beta, Gamma and Epsilon. The balance sheet and 
the income statement were simplified and all the values of the accounts were constant for all 
cases. However, we changed the value of the R&D account to show the impact of different 
accounting methods. We did not construct a cash flow statement because we believe it to be 
too difficult to create a realistic and accurate statement. The budget was also eliminated from 
the cases, due to the unrealistic impression it could portray.  

Alfa is expensing all their R&D expenditures and Beta is recognising all the R&D 
expenditures. Gamma started by expensing the expenditures but the year 2007 they 

                                                 

171 Bell, Judith, Introduktion till forskningsmetodik, (Lund: Studentlitteratur, 2006),162 
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recognised the expenditures instead, while Epsilon started by recognising the expenditures 
but the year 2007 they expensed the expenditure i.e. Gamma and Epsilon are the opposite of 
each other. The presumptions for all the cases were; they were established in 1995, they have 
a loyal range of customer, they operate in a stable market with an average growth rate, and all 
the values of the financial statements are kept constant except for the effect of the R&D 
accounting method. We used this approach so we later could analyse the R&D’s impact on 
credit granting. According to Econ Dr. Patric Andersson172 experienced creditors are putting 
emphasis on key figures in their evaluation for credit granting. This made us decide to 
include some key figures in the mailed material. We include solidity, liquidity ratio and 
interest cover ratio because these were among the five most used key figures by experienced 
creditors in Dr. Andersson’s study. The two figures we left out were debt to equity ratio and 
for what period the granted credit was. The abandonment of the latter was because we do not 
know for how long the current credits run. The elimination of debt to equity ratio was due to 
the need for adjusting common equity.  

4.2.1 Implementation of the interviews 
Before the interview started, we asked permission to record the interview and asked if the 
respondent preferred to be anonymous. All the respondents declared that we were allowed to 
use their names in our thesis and that we could record the interviews. Recording the interview 
made it possible for us to focus on the answers, instead of taking notes. It also enabled us to 
listen to the interview several times and discover comments that are particularly important for 
our study. Sending the transcribed interview to the respondents made them confirm and 
verify the material so we could use it in our thesis. The occurrence of two of the interviews 
took place at the bank’s head offices in Stockholm. We had scheduled the interviews on 
different days so we had time to reflect upon the outcome of the first interview before we met 
the second respondent. The implementation of the third interview took place in a separate 
room at the bank office in Umeå. Conducting the interview in a separate room made it 
possible to discuss the questions without distraction from other sources. For personal reasons 
the fourth respondent asked us to perform the interview in his home. This resulted in a settled 
and comfortable atmosphere. All the interview settings made the respondents feel relaxed 
which caused more revealing and comprehensive answers.  

All interviews started by everyone presenting ourselves and continued with discussing the 
pre-set topics. The respondents spoke freely about what they regarded important and we 
supplemented the information with follow up questions. The interviews proceeded in a 
direction where only supportive questions were necessary.  

4.3 Quality of the study  
In order for our study to exist and for future studies to acknowledge our research, we have to 
evaluate and discuss the quality of the research. The qualitative research often adapts the 
quality criteria of validity and reliability from the quantitative researches. 173. However, these 

                                                 

172 Andersson Patric, “Erfarenhetens betydelse vid kreditbedömning av småföretag”, Balans 6-7/(2002) 
Retrieved November 8, 2008 from http://www.ekonomitolken.se/laddahem/patrik1.pdf 
173 Flick, Uwe, Kardoff, Ernst von, Steinke Ines & Jenner, Bryan, A Companion to Qualitative Research: 
Paradigms, Theories, Methods, Practice and Contexts, (Sage, 2004), 186 
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criteria are not suitable for the evaluation of a qualitative study because the purpose and use 
of the research methods are different174. We explain why validity and reliability are not 
appropriate criteria for our study, and then evaluate the more suitable criteria of credibility, 
transferability, dependability and conformability. 

Validity is not appropriate for our study because it often concerns measures of objects, but 
since measurement is not the objective of qualitative studies, researchers have different 
opinions regarding its importance175. Reliability is the assessment if another researcher can 
recreate the study and reach the same results at any given time.176 However, even a well-
documented research finds it difficult to recreate the same interview setting that occurs in a 
qualitative study. People are active; they are participating in a process that is continuously 
changing. It is unworkable to rely upon that people give the same responses in subsequently 
researches177. 

Instead of using validity and reliability as our quality criteria, we evaluate the criteria of 
credibility, transferability, dependability and conformability. These criteria are continuously 
used by qualitative researches and assessments, for example in Ev Innes and Leon Straker’s 
“Attributes of excellence in work-related assessments”178. 

The aim of our qualitative study is to describe and to understand how the accounting method 
for R&D matter in credit granting. Our results have to be consistent with the respondents’ 
belief of the impact of accounting method on credit granting. Therefore, we have to make 
sure that we report the result to the respondents so they can confirm that we interpret their 
opinion correctly179. To ensure credibility we have documented our own experiences and 
knowledge in the subject, we have explained the procedures of the interviews and the 
respondents have accepted the transcribed interviews. We have used “member check” which 
implies that all the involved researchers have read and analysed the material separately and 
reached the same conclusion180. Due to these proceedings, we believe that our study is 
credible. However we could have reached an even more credible study if we interviewed the 
same person more than once and still reached the same outcome, or if we used other 
researchers than ourselves to analyse and verify the results. We will not implement these 
procedures due to time restrictions on the behalf of the respondents, and difficulties to get in 
touch with other relevant researchers. 

Transferability is to what extent our study can be generalised or used in other contexts. To 
achieve transferability in a qualitative study the researcher has to describe the implementation 
of the study, and explain which assumptions that was important for the research. This allows 
other researchers to use the results in other contexts, but it is the other researchers’ 
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responsibility to decide how transferable the results are. 181 We have explained the criteria for 
our research sample, how we choose the respondents and the interview questions that allow 
other researchers to understand how important selections have influenced the sample and the 
interview questions. A small sample could provide biased information. We believe that the 
largest banks in Sweden have the largest impact on the behaviour of the companies, and 
therefore do we believe that the small sample of the four banks is sufficient. We believe that 
we have given other researchers a good opportunity to decide if our study is appropriate to 
apply in the researchers’ particular research project. However, one has to consider that this 
study only applies for the accounting method of R&D and not for other issues such as leasing 
or goodwill.  

Dependability is comparable to reliability but when assessing reliability the researcher use 
statistics, this is not possible with dependability. A detailed description of the research 
process and of the changes that occurs in the research setting is part of the assessment of 
dependability. 182 This gives the reader an opportunity to review the process and evaluate the 
quality of the procedures183. It is significant for a good quality study to explain the process of 
collecting the data and information about how it was analysed184. Our study includes 
descriptions on how the interviews were conducted and in which scenery they were 
performed. To increase the level of dependability we could have included our interview notes 
as attachments. We decided not include them because they are in a different language 
(Swedish) and it could cause more confusion than clarity to the reader. However, the 
transcribed material is available for inspection. 

Conformability refers to that the researcher should not influence the process or the results of 
the study with own opinions. To achieve conformability the researcher has to be as objective 
as possible.185 We do not possess great advance knowledge about our research topic and we 
have not formed our own opinions in the subject. Therefore, we are not able to take a position 
in the question about accounting method for R&D. We have tried to be as objective as 
possible when interpreting the interviews and other material, but the reader must form his/her 
own opinion whether we succeeded in this matter or not. 
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5. Empirical evidence 
This chapter presents the empirical evidence gathered from our interviews. The introduction 
of the respondents provides the reader with an overview of the research sample. The division 
of the answers of the respondent follows this pattern: introduction of the respondent, the 
credit granting process, financial information and research and development. To further 
increase the understanding of the case scenarios, we decided to present them as a separate 
section from the other areas. Bank 1 is the first bank that comments upon the cases, which 
follows by the remarks of Bank 2, Bank 3 and Bank 4. By placing the comments from all the 
banks together in a single section gives a better perceptive of the cases and the reader finds it 
easier to compare the respondents’ answers. We would like to emphasise that the content of 
the empirical evidence is only the answers from the respondents, without our own opinions.  

5.1 The meeting with Bank 1 

5.1.1 Presentation of the respondent 
The meeting took place on Tuesday November 25, 2008 at Bank 1’s head office in 
Stockholm; we met with an experienced member of the staff at the bank’s Merchant Banking. 
Since he graduated from the School of Business in Gothenburg, the respondent has worked 
for the bank in various places and positions. He has worked with client relationships, credit 
granting and as a team manager with responsibility for the credit and risk groups. In 
Stockholm, the respondent works at an advanced position at the Merchant Banking division 
whose activities include; Trading and Capital markets, Global Transaction Services (e.g. cash 
management) and customer responsibility for large and mid-sized corporations and financial 
institutions. The respondent works primarily with the assessment of the credit and risk 
process, but also deals with IT support and staff training. For the past 20 years, he is a 
member of the credit committee for large corporations. 

5.1.2 Process of credit granting 
The Merchant Banking division is responsible for the credit process for its clients. When the 
bank acquires a new client in form of a large corporation, the Merchant Banking division 
starts by making a credit analysis and analyse the credit proposal. This division makes the 
first assessment; in this assessment, they compile all relevant material about the applicant into 
one document. 

The compiled material consists of both non-financial and financial information; there is high 
attention on both types of information. When the bank receives a credit application, they look 
at the credit limits for which the company is applying. According to the respondent the bank 
assesses the business risk and the financial risks, which lead to a categorisation of the 
company into categories between 1 and 16; category 1 is the best and category 16 is 
bankruptcy. From there the bank assesses an analysis package; in this package, the collected 
non-financial information consists of facts about the market, the competitors, the customers, 
the products, the management, the board and the owners. The financial information consists 
of balance sheet, income statement and a cash flow statement. For the bank the non-financial 
information together with the cash flow statement is the most important parts; the other 
financial information are analysed but are not as important in a credit granting assessment.  

When assessing a large corporation and deciding what loan that might considers granting, the 
bank does normally not use any collateral, they rather use debt covenants. In these contracts, 
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the bank together with the company, decides what kind of covenants that are used. Debt 
covenants are requirements of sustained financial key ratios. The bank requires the company 
to keep the ratios above a certain level. If the company does not succeed with this 
requirement, the bank views it as grounds to cancel the loan. Usually, if the company cannot 
fulfil these covenants they can ask the bank for an exemption from these covenants. The bank 
considers this as an early warning sign for future problems. In the past, these covenants 
focused on the balance sheet and measurement such as solidity and liquidity ratios. Today, 
the bank focuses more on ratios such as net debt to equity or some profit measurement. The 
company must provide the bank with quarterly, bi-annually or yearly statements that informs 
the bank that the company has kept the covenants at the agreed level. 

According to the respondent, the bank has a relatively thorough credit assessment. 

“… vi har av tradition en ganska detaljerad och omfattande kreditbedömning.”186 

Depending on the nature of the credit granting, it is different processes to handle the granting 
situation. If it is a straightforward case, two people take the decision mutually. If the case is 
more complex or the transaction in itself is large, a credit committee takes the decision. It is 
the credit committee with the CEO as president, which manage the decision for the largest 
amounts and the most sensitive cases.   

5.1.3 Financial information 
Bank 1 gives a great deal of attention to the financial information such as balance sheets and 
income statements, but the highest attention is placed on the predicted future cash flow and 
the ability of the borrower to repay its debt. Therefore, is the cash flow statement analysed at 
great length because it assesses the company’s future repayment abilities. The bank bases its 
credit granting decisions on the company’s future repayment abilities. The respondent states; 

”Det är ju vår tillgångssida som investerar i våra kunders affärer, det är ju investeringsbeslut 
varje gång för banken. Vi måste få avkastning på våra investeringar och få tillbaka pengarna. 
Det är ju hjärtat för oss.”187 

All the gathered figures are compiled into an excel model which produces a report of the 
current figures but it also produces expected future figures of company. The report starts with 
the income statement and the bank considers EBIT A188. Bank 1 believes that net assets, 
capital ratio and net debt to equity are the most important key ratios. Comparing these key 
ratios with similar companies’ key ratios is vital in order to get an understanding of the 
evaluation of the company. The bank also looks at other key ratios such as sales growth, 
EBIT margin, gross margin and interest-bearing debts to equity. The bank looks upon the 
company’s figures, but they also gather information from outside sources such as Standards 
and Poors’s risk classification, to be able to compare the company with the industry. In 
assessing the financial information, the bank constructs a 5-year prognosis to see how the 
figures in the financial statements develop. 

                                                 

186 Translation: In the interview with Bank 1, the respondent said that the bank has a tradition of rather detailed 
and extensive credit assessment.  
187 Explanation: It is our assets that are invested in our client’s businesses; it is an investment decision every 
time for the bank. We have to attain a rate of return on our investments and get the money back. This is our core 
activity. 
188 Earnings Before Interest Tax and Amortisation 
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From the gathered information, the bank makes two cases; one that is called a base case, 
which reflects the analyst’ forecast of the client’ historical and future financial performance. 
The second case is a down case; it is a more precautionary case where the bank can adjust the 
figures. This is done in order to get a, what the bank believes, more accurate view of the 
company. It is from the base case, the down case and the non-financial information the bank 
supports its credit granting decision.  

Bank 1 relies heavily on that the information in the financial statements are correct. The bank 
regards an unapproved auditors’ report as a late warning and a bad sign. Bank 1 focuses on 
other warnings as well. Late bi-annual and annual reports and late payments of the overdraft 
credit regards as early warnings by the bank. An early warning can also be that the bank finds 
it difficult to reach the company and that required material is not available to the bank.  

5.1.4 Research and development 
Previously Bank 1 spent a lot of time adjusting the balance sheet account of R&D and tried to 
assess what different items were worth. This was how the bank used to do it. In today’s credit 
granting assessment, the bank trusts the auditors and if the company has an approved 
auditors’ report the bank believes that the accounting for R&D is satisfactorily. The 
repayment ability of the company does not change with the accounting for R&D; therefore 
does not the accounting method of R&D matter in a credit granting decision, according to the 
respondent from Bank 1. However, if the company has large research expenditures, or large 
amount of recognition, the bank discusses with specialists and the company in order to 
unravel the content of the R&D expenditures. The meeting focuses on what kind of product 
portfolio the company has and on what yearly amounts they are spending on R&D in relation 
to the sales. They also reflect upon if the company is spending enough money to be a 
competitive force in the market. When the bank has received enough information, they form 
an opinion about the company’s R&D and place all the gathered values into an Excel model 
to generate more information.  

According to the respondent at Bank 1, the accounting for R&D does not matter in a credit 
granting decisions; it is in his opinion more of a technicality in the accounting. This is 
because the bank normalises the R&D and therefore the accounting for R&D does not matter. 
However, if the company recognises a lot of R&D in order to try to save the result the bank 
uncovers this attempt and normalizes the value of R&D.  

5.2 The meeting with Bank 2 

5.2.1 Presentation of the respondents 
The arranged meeting with respondent 2 and respondent 3 took place on Monday 24th 
November at 15.00 at Bank 2’s head office in Stockholm. They had arranged for a separate 
room in order for the interview to proceed without disruption and interference from co-
workers and other distractions. Respondent 2 introduced himself and told us that he is 
working as a credit analyst at the bank’s corporate group office189. He described his job 
assignments as providing second opinions to the decision-makers; the second opinion 
includes advice in difficult and complicated credit granting decisions. He also develops 
business analysis and rating reports. 
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Respondent 3 has worked at Bank 2 since 1986. He has worked as a business consultant and 
with client relationships for several years, but is now working as a credit analyst. The job 
tasks are the same as respondent 2’s, but he says that the tasks also include development of 
cash flow analysis and acquisition analysis. 

5.2.2 Process of credit granting 
Bank 2’s operation consists of four regions and each of those regions consists of ten 
industrial regions190. Each industry region has a head of account manager and various 
numbers of business advisors. How many business advisors there are in a region depends on 
density of the industry in the region. In general, industry regions containing larger cities have 
more business advisors than industry regions containing smaller cities. When the bank is 
processing a credit application, the business advisors start to establish a close relationship 
with the client. They visit the client on the field to learn about the client and its business. If 
the advisors need assistance with the assessment of the client, they contact the bank’s 
analysts. These analysts have specific field of expertise that can be cash management, finance 
or credit analysts such as the two respondents. Together they compile a credit proposal that 
an appropriate body of the bank discusses. The body depends on the amount of the requested 
credit and the level of risk that the bank is bringing on. 

Respondent 2 mentions that the foundation of the assessment is the management and the 
owner of the firm; it is essential that the firm have a proficient leader. The business plan is 
also important; the bank needs to evaluate if the business plan is an appropriate model to 
emulate. The industry of the company is vital to consider; does the bank and the client have 
the same view of the industry and the future prospects of the industry. Respondent 2 also puts 
emphasis on that the provided credit instructions state that they cannot grant any credit if the 
repayment ability is absent. The repayment ability is the most dominating factor, not even a 
lot of collateral can influence the credit granting decision if the repayment ability is weak.  

The auditors’ report can also influence the credit decision. An approved auditors’ report is 
strength for the company while an unapproved auditors’ report could be detrimental in a 
credit granting situation. However, respondent 2 accentuates that one must know why it is an 
unapproved auditors’ report; if it is a matter of one delayed tax payment then it does not 
affect the credit decision. A credit decision always concerns weighing advantages against 
disadvantages. 

”Han brukar säga det att ett kreditbeslut handlar om att stapla i vågskålar hela tiden. Samla 
information om kunden, om branschen, om företaget, om framtida investeringar. Väger det 
över att vi ska bevilja det här så tar vi det.”191 

5.2.3 Financial information 
According to the respondents, the most important piece of the financial information is the 
company’s turnover, the gross profit margin and the margin income ratio. It is important to 
make sure that the company is capable to charge their customers to the same extent as before; 
which is essential for the repayment ability. The cash flow statement can reveal information 

                                                 

190 Rörelseområde 
191The explanation: He explains that it is important to weigh the company’s advantages and disadvantages in a 
scale pan at all times. Gather information about the client, the industry, the company and information about 
future investments. The creditor grants the loan if the advantages weigh more than the disadvantages.  
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about the repayment ability. The bank looks at the cash flow after interest and amortization to 
assure that the company has enough capital for future investments.  

The bank examines the repayment ability together with the key ratios of solidity and 
liquidity. Bank 2 also looks at inventory, inventory turnover, account receivables and 
turnover per employee. The comparison of current key ratios and historical ratios is necessary 
in order to discover which direction the key ratios are developing; are they improving or 
worsening? It is also necessary to consider the comparison of the company’s key ratios and 
the weighted average of the industry. If the bank does not have enough information in their 
own databases, they use SCB’s192 statistics to expand the information. Respondent 1 informs 
us that it is essential to examine how an investment affects the cash flow and the key ratios; if 
an investment does not contribute to an improved financial situation one should consider why 
the firm makes the investment. However, investments are necessary to ensure that the 
company is able to keep up with other companies in the industry, and thereby guarantee 
future repayments to the bank. 

5.2.4 Research and development 
The credit analysts have to consider the essentialities and the risks when looking at the 
financial reports. Overlook accounts with no major changes over the years but an 
examination of accounts with major changes has to take place. R&D is an important account 
to examine, especially if large changes have occurred. In the examination of the included 
items, the creditor looks upon the accounting, for example, the correct completion of the 
amortisation. Eliminating intangible assets towards owner’s equity are not an option for Bank 
2, because they want to know what the account consists of. Respondent 2 says that it might 
be interesting to erase intangible assets to see how it affects the company. It could give an 
indication how much the company can tolerate. However, in reality they want to know what 
the intangible assets consist of. He also states that even if they know the content of intangible 
assets, it can be difficult to estimate the accurate value of it. The consequence of these 
difficulties are that the result and key ratios are affected, which in turn might have an effect 
on the health of the company. It could also cause complications for the auditors to verify the 
financial statements, which thereby results in an unapproved auditors’ report.  

As a general remark, respondent 3 says that is more alarming when a company does not have 
any R&D expenditures, because without any investments the company does not survive into 
the future. No investments signal that the company believes that they are able to sell the 
same, unmodified products for the years to come, which is highly unlikely. 

5.3 The meeting with Bank 3 

5.3.1 Presentation of the respondent 
The respondent has worked at Bank 3 since 1989, mainly in the business sector. He is 
responsible for clients from the area of Norrbotten and Västerbotten, mainly smaller 
companies. He says that it is a large geographical area, but is has a low number of residents 
and established businesses. The respondent answers directly to the Head of Account 
Management, but they share some of the work assignments. He mainly works with the larger 
business credits, business analysis and credit delegations in the area. 
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5.3.2 Process of credit granting 
Bank 3 works according to the “church tower-principle”; the bank office only acts within its 
business area. For example, Umeå bank office only works with clients surrounding Umeå 
because the bank clerks can review the situation of the businesses in this area.  

According to Bank 3, it is an advantage if the client sends financial information and a 
business plan before the bank meets the client. Then the creditor has time to review the 
material and decide upon the progression of the application, or if it should be neglected at this 
early stage. If the creditor decides to proceed with the application, a scheduled meeting with 
the client allows for more detailed and specific questions. The questions regard the company 
history and the expected future of the company, which is highly important. This history 
shows trends in the company, and together with more information about the leaders, the 
creditors can improve the estimation of the company’s future.  

The respondent states that the owner and business idea is very important. If there are two 
applicants with the same pre-requisites but one of them has a competent management while 
the other does not, then the quality of the management becomes essential. However, there are 
other factors that significant as well. The creditors also consider factors such as confidence 
and competence of the company, financial statements, and the confidence of the whole 
industry and the effecting forces of the world. He also states that all parts of the financial 
statements are equally important in a credit granting situation. 

5.3.3 Financial information 
The bank does not automatically accept the financial statements. The bank adjusts the 
reported figures to what they believe is the accurate value of the accounts. The characteristics 
of the company and in which industry the company operates in, decide the direction of the 
examination of the financial statements. The most commonly used key figures are 
Debt/EBITDA193 and ROCE194. The creditor compares the company’s key ratios with the 
weighted average of the industry. The cash flow statement is also important, because it is 
where the creditor can evaluate if the company can fulfil its internal and external obligations, 
most importantly; if the bank gets its money back. However, the respondent underlines that 
all parts of the financial statements are equally important in a credit granting situation. He 
provides us with an impressionistic description in form of a car; to exclude one part of the 
financial statement, or to put one section as more important than another is like choosing your 
favourite part of a car. It does not matter if you choose the steering wheel or the ignition plug, 
without all the parts the car does not start. 

5.3.4 Research and development 
There are some larger R&D intensive companies in the region, but these companies have 
their head office in Stockholm. The finance department is also located in the capital city so 
the process of the credit applications occurs in Stockholm, and not in the local bank office in 
Umeå. The respondent put forward that he is not the correct person to discuss the accounting 
method of R&D. The respondent thinks that it is not the issue of the bank to finance risk 
capital such as R&D. It is the issue of the owners’ equity and risk capitalists to fund this item. 
The bank finances the foundation of the company; the production of medicines and the 
machineries for the production. The respondent believes that the intangible assets should be 
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analysed and the different items should be valued to a normalised rate, which is a very 
difficult task. 

5.4 The meeting with Bank 4 

5.4.1 Presentation of the respondent 
The respondent has been working for Norrlandsfonden before he started his career at Bank 4 
25 years ago. He worked as an operation manager during the 90’s bank crisis, a time 
characterized by big losses and disorder for the bank. However, the respondent managed to 
organize the office and put it back on its feet. The well-performed work resulted in a new job 
at the head office in Stockholm, because the respondent had a reputation of being a good 
leader for other leaders.  He became the manager for the bank’s overseas department that 
mainly included nations such as the Nordic countries and England. Later he transferred back 
to the office in Umeå and worked as an operation manager again. Two years ago, he became 
Head of Account Management of a region.  

5.4.2 The credit granting process 
The respondent highlights that the credit granting process is very restricted; nothing in the 
bank is as restricted as the credit granting. Finansinspektionen195 has formed instructions 
about the credit granting so the banks have to operate in accordance to its directions. Bank 
4’s board of directors has complemented the instructions by defining who are entitled to do 
what within the bank. A key concept is that the bank is working with personal decision taking 
entitlements. This results in that individual administrators at the local bank office process 
most credit applications. If the size of the credit is larger than the administrator’s entitlements 
then the local manager handles the process. The regional head office in Umeå handles the 
larger amounts that are out of the local handlers’ qualification. In Umeå the respondent and 
his co-workers are reviewing the application. They collect and analyse all necessary 
information before taking a decision. If the credit regards very large amounts than the errand 
is put forward to a decision-committee which consists of four people. This is the first instance 
where several people have to agree upon a decision, with smaller amounts a single 
administrator could decide if the credit should be granted or not. The bank’s regional board of 
directors decide upon credit applications that request yet larger amounts. Finally, the board of 
directors in Stockholm deals with the largest loan applications.   

When deciding upon a credit application, the bank has to look at the combined credit for a 
company. The current application might ask for a small amount of credit but the combined 
amount might be large, which influences the decision about the application. The foundation 
of a decision includes both historical information of the company and the financial 
statements. The bank asks for the most up-to-date financial statements, audited statements are 
preferred, and then they request supplementary information such as periodical reports. The 
perception of the periodical reports is that they contain less qualitative information, because it 
is easier for the management to manipulate those statements. The administrator has to 
evaluate the cost of collecting the information and compare it with the value of the 
information itself. It is unreasonable to collect and analyse every single piece of information 
about the market the company operates in and about the company itself. Therefore is the 
financial manager an essential person in the assessment of the financial statements.  
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The financial manager in a larger company is very important for the bank administrator. This 
person is more objective than for example the owner or the management, who might affect 
the truth in some way. The financial manager has an own career to think about, and is most 
unlikely willing to take the risk of being seen as an untrustworthy manager. It would not be 
beneficial for his/her future commitments.  

Another person that is of importance for the bank is the auditor. Bank 4 does not fully trust 
the auditor and has a reasonable explanation of why this is the case. The respondent believes 
that a major and fundamental fault exists in the auditing system. The company provides work 
for the auditors, and therefore it might be difficult for the auditors to diverge from the 
company’s opinion. This can create an untruthful and unpleasant situation; do not bite the 
hand that feeds you. According to the respondent, the company and its auditor live in 
symbiosis with each other, which is not beneficial in a credit granting situation. However, the 
respondent clarifies that most auditors are acting professionally, but the bank is still aware of 
this issue. 

5.4.3 Financial information 
Bank 4 starts the credit granting process with the assessment of the financial statements. The 
financial statements must be the most recent statements and preferably audited by an auditor, 
and accepted by them. The respondent also mentions that the most recent financial statement 
may be rather old, and then the bank asks for biannual and even quarterly statements. The 
respondent mentions that cautiousness is necessary when analysing the figures in the biannual 
and quarterly statements. In these unapproved statements, the management might have 
incentives to manipulate the figures. The bank does not spend a lot of time reviewing what 
kind of assets the company possesses. The respondent looks on what kind of assets the 
company has, however, not to a great extent. The analysis of the cash flow statement is 
important, in what length depends on how critical the situation is. In less critical situations, 
the cash flow statement is only looked upon briefly while in more critical situations where 
larger loans are involved, it is examined more thoroughly.  

The financial statements provide values for usages such as key ratios. When the respondent 
assesses a yearly financial statement, he looks at some key ratios such as turnover and the 
development of the result over the past years. He says that it is better with a company that has 
a steady development of the result than a result that fluctuates a lot. The respondent stresses 
that key rations are almost useless for a small company while they are very important for the 
assessment of large companies. According to the respondent, the most important key ratio is 
solidity, but sometimes is interest cover ratio also used. The respondent has his “own” key 
ratio. This key ratio is the interest charge in comparison with the turn over. It should not be 
above 5%, but it is preferred to be around 1-2%. He looks on how the new loan would affect 
this key ratio to see if the company can undertake the new costs. However, the respondent 
stresses that solidity is the most important key ratio. When establishing covenants the solidity 
key ratio is vital and often used. The bank does not ask for collateral in connection with credit 
granting to large companies, they rather use covenants. The bank requires it to be on a certain 
level, and an unsustained and serious breach of the covenant level is ground for cancellation 
of the credit.  

A concluding remark about the financial information is that the respondent stresses the 
importance of sufficient analysis; analyse the information in the extent necessary. This is 
because there are endless amounts of information to assess but it does not make you any 
wiser; it just becomes so large that you cannot grasp the whole picture.  
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5.4.4 Research and development 
According to the respondent, the bank is not the right institute for financing R&D; it is not 
the target area for the bank. The reason for it not being a target area comes both from the 
owners of the bank and from the legislation governing banks. This is because a bank can only 
grant credit if they are certain that the company has sufficient repayment ability. This limits 
the bank’s credit granting decisions quite substantially according to the respondent. If the 
bank has granted credit for a R&D project they have done wrong, it is even an illegal act if 
you are strict about it. However, if the company both produces and sells a product and 
simultaneously has R&D projects meant for the market, the bank might have granted credit to 
this company. When the company needs financing in some other matter and the bank grants 
them a loan for that purpose, the company can receive more money than what became 
necessary. Then the residual credit finances R&D projects. The respondent’s view of that the 
bank provides excess credit: 

“Det blir ju inte alltid som man har tänkt sig.”196 

According to the respondent, a strong company would most likely take all expenditures 
involved in a R&D project directly to the income statement and a weaker company might not 
have that luxurious option. To save the company from financial trouble the management 
might force recognition of the R&D expenditures in the balance sheet. What actually 
becomes important is what the owner of the company can tell you about the R&D project. 
They have to be able to convey an image so the creditor believes that the project is beneficial 
for the company. If the bank regards the items within the recognised R&D, account to have 
an uncertain future, than the bank eliminates the value of the account towards owner’s equity. 
Then the creditor examines the reduced value of owner’s equity to see if it upholds a 
satisfactory level. However, the respondent stresses the importance of sufficient analysis 
when investigating the R&D accounts. 

5.5 Case scenarios 
With the aim of understanding how the different banks manage the distinct accounting 
methods, we present the answers of the banks one by one. Each bank comments upon all the 
cases before we move on to the following bank. Later this enables us to analyse the banks’ 
opinions and to answer our research question. To remind the reader of the cases we first 
present the characteristic features of the cases. Alfa is a company that expenses most of its 
R&D expenditures consistently over the years. Beta does the complete opposite and 
recognised most of the R&D that arises over the years. Gamma expensed most of their 
expenditures previous years, but in the year of 2007, they started to recognise most of their 
R&D expenditures. Epsilon does the opposite to Gamma; recognised most of their 
expenditures in previous years but for year 2007 they expensed most of their R&D 
expenditures. For a closer look at the cases, please see appendix 3. The case scenarios.  

5.5.1 Bank 1’s view of the case scenarios 
Alfa has expensed most of its R&D. The bank considers it to be rather large amount of R&D 
(8 000MSEK) in relation to its sales (29 000MSEK). The respondent says that if the bank 
considers the recognised amount for development to be too low and the expenditures for 
research to be too high, the bank adjusts these values in its base case. The bank would have a 

                                                 

196 Explanation: Things do not always turn out the way you expected them to. 
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discussion with the company to clarify what kind of R&D it concerns. The bank also analyses 
what kind of R&D that is necessary for this company in order to be a competitive player on 
the market. The focus is on the company’s product portfolio to see if it can maintain its sales 
figure in the future. The bank also makes sure that the existing products are viable for the 
future and that the money spent on R&D leads to future products for the company.  

Beta has recognised a lot of its R&D (8 000MSEK). The bank says that they rely heavily on 
the auditors and if the auditors accept this kind of accounting, the bank has no objection 
against it. However, as in the case with Alfa, the bank would adjust the R&D figures to a 
more normalised value. The bank would probably increase the expenditures for research in 
the income statement and decrease the recognized value for development in the balance sheet. 
According to the respondent, the bank looks more closely into why Beta has so high 
recognition values and low expenditures. Is it a cover for something else or do they actually 
have this kind of assets? 

Gamma has changed from expensing to recognising its expenditures. According to the 
respondent, the bank would certainly look more closely into what have caused this abrupt 
change. The bank would be satisfied with a reasonable explanation of what is included in the 
R&D account. However, most likely the bank adjusts the figures and normalise its down case 
to get a more “normal” value. 

The respondent explains that they treat Epsilon the same way as Gamma. The sudden change 
from recognition to expensing would increase the need for examining if the company can 
manage all these new expenditures. The bank would normalise the figures to suit the bank’s 
view of a more realistic scenario. 

When sudden changes occur in accounting methods, as with Gamma and Epsilon, the bank 
looks into how the company and its competitors act on the market. The respondent states that 
the changes could occur due to policy changes that affect the whole market or that the 
company tries to save bottom line and not to go bankrupt. Either way the bank analyses the 
situation more closely.  

5.5.2 Bank 2’s view of the case scenarios 
According to the respondents, the division of the case scenarios income statement is by the 
company’s functions, which hide depreciation, and the personnel costs, see appendix 3. The 
case scenarios. This aggravates the analysis of the company therefore is a division of the 
expenditures in the income statement preferred by the respondents. The general opinion 
regarding the four cases was that R&D expenditures are heavily fluctuating between the 
years. An explanation of why these fluctuations occur is necessary from the client, and then 
the respondent measures the answer with all other information in the scale pan of advantages 
and disadvantages. However, respondent 3 points out that it is necessary to check how other 
companies in the same industry are reporting their R&D and investigate if the company 
deviates from the other companies. It is important to consider if the deviation is an advantage 
or disadvantage, and how the deviation affects the company. 

The respondents regard Alfa to have large expenditures for research and development  
(8 000MSEK). They have to consider if Alfa can commercialize the investment of R&D and 
if the expenditures turn into profit. Other considerations are if the company is locating their 
resources in the right area, and the weak solidity (14%). In Alfa, the credit analysts need to 
know the industry, but even if they do; it is a difficult company to evaluate. The respondents’ 
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state that Alfa needs to provide a long-term business plan that shows the company’s plan for 
the future. It also has to provide a comparison of the company with the industry. Respondent 
3 comments that the bank might not even consider Alfa for a credit granting decision, and 
respondent 2 quickly adds that they would let a competitor deal with this company. 
 
Beta has good solidity (22%) and high levels of intangible assets (8 000MSEK), but a low 
level of research expenditures (1 000MSEK). Our respondents reflect upon if the company 
relies on previous achievements and they wonder how long that is possible. The future 
achievements have to rely on the present research expenditures. Now these expenditures are 
low so the respondents consider if it is possible to create and distribute a successful product 
that can ensure the company’s future existence. According to the respondents, Beta is more 
attractive in credit granting situation than Alfa due to the good profits (4 970MSEK). 
However, an examination of the content of the intangible assets is necessary even if the 
solidity looks good; it needs to be compared with other companies in the industry. The 
respondents states that Beta has a solidity of 22% and if the average of the industry is 55% 
then Beta does not look as attractive anymore. 

Gamma has previously expensed many of the research expenditures (6 000MSEK), but in 
2007 the company recognised most of the expenditures (8 000MSEK). The credit analysts 
need to think about why the company has decided to change the expenditure strategy, most 
likely is the company hiding something. The respondents say that one needs to examine what 
the intangible assets consist of. The motive of this behaviour might be that the company is 
about to be sold and therefore the owner wants to display a good result. In this case, a good 
relationship with the client is essential so one can ask the client why they have changed 
strategy. According to the respondents Gamma’s explanation might affect the credit granting 
decision. 

Epsilon started by recognising most of the development expenditures (6 500MSEK) and later 
moved to expensing most of the expenditures (8 000MSEK). Epsilon suddenly has high R&D 
expenditures, which causes our respondents to ask if the company has the capability to 
survive until the investment in R&D pays off. It is also essential to know what kind of 
product the company is developing and convince the credit analysts that the product will be 
successful. According to the respondents, a change in strategy gives rise to suspicions. The 
company has to be prepared to explain and answer questions about the strategy change. 

5.5.3 Bank 3’s view of the case scenarios 
Due to the short notice before the interview, we decided to ask the respondent similar 
questions regarding the case scenarios without him receiving the same material as previous 
respondents. This is due to that we wanted to avoid the view of a too bulky material, which 
could have caused the respondent to drop out.  We excluded the case scenarios but added 
general questions about R&D accounting method, which were very similar to the foundation 
of the four cases. These extra questions provide us with similar information as the cases, but 
as it turned out the respondent could only give a general view of the different accounting 
methods. 

A company that is changing strategy from expensing to recognising most expenditure causes 
some suspiciousness with the respondent. This must be analysed and the reason why the 
company decides to change from expensing to recognising has to be determined. It might be 
an indication that the company does not have the capital to cover the expensing costs, and 
therefore chooses to avoid the costs by recognising the expenditures. However, changing 



 

50 

accounting principles or joining a corporate group might be other explanation of why the 
company has changed R&D method says the respondent. 

A company that decides to change method from recognising to expensing indicates that it has 
the ability to cover its expenditures and it might be a signal of a strong company according to 
the respondent. However, the creditor still has to investigate why the changes have occurred. 

5.5.4 Bank 4’s view of the case scenarios 
The respondent says that they consider the accounting method of research and development 
in a credit granting situation. The account has a classification of a “please observe” account, 
especially if larger amounts are involved. They examine the accounts, but the respondent 
acknowledges that intangible assets can consist of many features, and that the annual 
accounts lack information so one can make out the content.  

Alfa is expensing the major part of their R&D (8 000MSEK) which decreases the result, but 
increases the intangible assets in the balance sheet. The respondent states that the large R&D 
expenses might strain Alfa. He also notices that the turnover is increasing, but it does not 
affect the result, which indicates that something else in the company is using the capital. 
Even if Alfa has increased the turnover, he considers this company to be on the borderline to 
a critical situation. The company might have invested too heavily in R&D however; due to 
the increased turnover, they might survive these downturns. This is only possible if the 
company does not devote as much capital in future R&D investments. He also states that a 
company that is expensing all their R&D expenditures but still has reasonable values on their 
key ratios can handle these costs. The bank might not even notice the accounting method of 
R&D when the company is showing reasonable values on the key ratios.  

The current financial situation for Alfa does not provide good key ratios, so the respondent 
informs us that he would ask the Alfa to explain what the intangible assets and R&D 
expenses consist of; the bank needs to know if the company is investing in substantial 
matters. Alfa is more likely to be part of corporate group, and therefore has the balance sheet 
of the subsidiary company and the consolidated balance sheet be available to the bank. The 
respondent mentions that it is possible that the subsidiary company is earning all the money 
while Alfa is only developing the products. He thinks that it is difficult to know exactly what 
the situation consists of in this case. 

Beta is mostly recognising the R&D expenditures. The balance sheet provides high figures of 
intangible assets (8 000MSEK) while the income statement displays a good result (4 
970MSEK). The respondent’s first impression was that Beta has to explain the recognised 
expenditures. The company has a good result, which they clearly are using for intangible 
assets. One has to keep in mind that as soon as the intangible assets have increased, one has 
to start the process of amortization. A financial analysis provides the knowledge about what 
the company uses the capital for. If the company is using a lot of capital in the operation of 
the business, it could result in an unsatisfactory level of owner’s equity. This could provide 
the bank with doubt for the company. A company that has an amount of recognised 
expenditure that is equal to the amount of owner’s equity, signals to the bank that future 
problems might occurs for that specific company. The recognised capital has to provide 
revenue for the company in the near future, otherwise the problems are realised. The bank 
would make an evaluation of all the collected information in order to get the most accurate 
picture of the company.  
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Gamma is changing strategy from expensing to recognising. Our respondent says that when a 
company is changing accounting method, the bank notices the account even if there is only a 
small change of the value of the accounts. They compare the value of the intangible assets 
with the value of owner’s equity and in this case intangible assets report more than twice the 
value of owner’s equity. This is a certain indication that the client must provide more 
information and clarifications. They might have a logical explanation, but the bank needs to 
be sure that the company will realise the products and that they will earn money in the future.  

The respondent reflects upon the capitalisation of Gamma. He thinks that the owners need to 
supply more capital to the company in order for the bank to feel more secure about the client. 
Even if the developed product will be beneficial for the company, the company could 
underestimate the marketing costs and the costs of launching the product. Therefore is an 
increased level of owner’s equity important. If the company had an increased level of 
owner’s equity then the bank believes that it is up to the management to find an appropriate 
mixture of owner’s equity, earnings and the amount of research. An unbalanced mixture 
could cause the research expenditures to be too heavy for the company to carry which has a 
negative effect on the result.  

Epsilon has moved from recognising to expensing the majority of the R&D expenditures. The 
immediate reaction from the respondent was that no real company would carry out very 
sudden amortizations of the intangible assets. However, he also reflects upon the possibility 
that the development project was finished in year 2006. The company might have earned a lot 
of money on the project and decided to clear the balance sheet. Either way, the client must 
explain the large value of the intangible assets because it is very difficult to understand the 
reasoning behind this behaviour. Overall, large changes in intangible assets give rise to 
questions that the client must answer, and a deeper analysis of the company is necessary. 

5.5.5 Summary of respondents’ answers on the case scenarios 

Figure 5.1 Summary of respondents’ answers on the case scenarios (Created by the authors) 

Bank/Company Alfa Beta Gamma Epsilon 

Bank 1 Expensed 
amount is 
rather large 

Relies heavily 
on the auditors’  

Change 
requires more 
investigation  

Change 
requires more 
investigation  

Bank 2 Let another 
bank handle 
the applicant 

Looks more 
attractive than 
Alfa, R&D 
figures need 
investigation 

Change in 
strategy arise 
suspicions; 
what are the 
motives?  

Change in 
strategy arise 
suspicion; can 
they survive? 

Bank 3 *Did not 
receive the 
case 

* Did not 
receive the case  

Suspicion 
arises, can they 
carry the 
expenditures? 

Signals a better 
company, they 
can carry their 
costs 

Bank 4 Borderline to 
critical 
situation. 

Investigation of 
recognised 
amount crucial 

Explanation 
and 
clarification 
needed 

Explanation 
needed. Maybe 
just cleared the 
balance sheet  
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6. Analysis 
It is very important that the reader understands the analysis, because this is where the theories 
interlock with the empirical evidence. To accomplish this comprehension the empirical 
evidence divides into subjects that consist of the credit granting process, financial 
information and research and development, and the case scenarios. We have interpreted and 
analysed each subject with the support of the respondents’ answers and existing theories. We 
believe that this outline develops the reader’s insight for the differences and the similarities 
between the banks’ view on R&D accounting methods. 

6.1 Credit granting process 
In order to answer the research questions “does the accounting method for R&D matter when 
a creditor evaluates the company for a credit granting decision”, and “how the accounting 
method for research and development matter in a credit granting decision” we provide a 
detailed analysis of the credit granting process. This provides the reader with an 
understanding of the foundation of the process.  

In the interviews with the banks, the question about who grants the credit arises. The given 
answer differs slightly from bank to bank. The positions of the respondents could explain the 
divergence. Creditors that represent the local bank offices emphasizes that individual 
creditors are authorised to grant applications up to a certain level of risk and to a certain 
amount of credit. When the application is without of reach for the local creditor, the 
application forwards to the next level of authorisation within the bank. The regional 
committee handles the next degree of applications. The committee consists of several people, 
and this is the first instance were a joint decision 
is made. Further up in the hierarchy is our other 
respondents positioned. They state that two 
people grant the credit for straightforward 
applications while a credit committee grants credit 
for more complex applications. The fully 
authorised committee has the CEO as president, it 
grants credit to the most complex and most risky 
applications. We illustrate the relationship of the 
risk of the application and the authority that is 
required to grant the credit with a model. The 
model assembles the respondents’ view about 
who grants the credit. The more risk the bank 
brings on and the larger the credit limit the higher 
authority has to grant the credit. Individuals grant 
simpler and less risky applications. A committee 
grants more risky and larger credits while the 
highest authoritative committee grants the most 
complex applications.  

As shown in the credit granting assessment model197, the banks need to compile both 
financial and non-financial information about the company. The banks vary with their 
opinion about what is the most important information. The non-financial information is very 

                                                 

197 Review page 22 for the credit granting assessment model 



 

53 

important, specifically information about the management and the owners. The cash flow 
statement also receives a lot of attention from the banks. However, they believe it to be 
necessary to view all information available and analyse it to the length necessary. This means 
that the analysis should be sufficient and focus should not be on information that is not 
important for the decision. The differences that arise might come from dissimilarities in the 
credit granting procedure. This procedure originates from legislation but also from directives 
from the board of directors. The different boards might give different directives to follow and 
thereby cause dissimilarities between the banks. 

The non-financial information is about the management, the owners, the customers, the 
competitors and the market as a whole. All four banks want to have a good and solid 
relationship with the client in order to receive as relevant information as possible and to see 
how the management controls the company. This is apparent in a statement from Bank 3; if 
you have two companies with the same pre-requisites, but one has a skilled management and 
the other has a less skilled management, then the company with the skilled management will 
keep on existing while the company with the unskilled management will not. The article 
“Granting Credit Now Requires Much More Than Rudimentary Number-Crunching198” 
supports this. It explains that companies with skilled management can survive an economical 
downturn. One respondent says that the management might have incentives to manipulate the 
truth. Influences to manipulate the result can occur in accounts such as R&D, which can 
matter in the credit granting decision. Therefore is the financial manager important for the 
creditor. The financial manager is more likely to have an unbiased attitude to the creation of 
the financial statement. 

Although the management and the owners are important, the banks also assess the other non-
financial factors such as the market implications and the risks that the company faces from 
outside forces. This complies with the information in the book written by Jenny Svedin199, 
which highlights the necessity of understanding the company’s market, its customers and the 
competitors. It is also important to stress that the analysis of these areas is not be overdone, 
analyse to the length necessary.  

6.2 Financial information and research and development 
When assessing the financial information we have to reflect upon how this element can help 
us to answer our research question; “how does the accounting method matter in a credit 
granting decision?” We analyse the empirical evidence and establish if the accounting 
method for R&D matters for a credit granting assessment. Thereafter we explain the 
creditors’ opinion about the result of previous question.  

All the respondents declare that the financial information is important for a credit granting 
decision; however, the banks vary with their opinion on how much weight they place on 
different parts of the financial statements. The banks highlight the importance of the cash 
flow statements. However, the evaluation of the other statements is also important. A 
respondent emphasize that all the statements are equally important and compares the 
statements with a car: a car is useless without a steering wheel or without the ignition plug. 
Even if all the statements are essential, the main principle during the assessment of the 

                                                 

198 Granting credit now requires much more than rudimentary number crunching, IOMA’s report on Managing 
Credit, Receivables & Collections. Issue 02-11 (November 2002)., 12 
199 Svedin, 30-31 
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financial statements is to look for stability over the years. Fluctuating values need a more 
detailed examination because the use of earnings management could influence these values in 
order to improve the outlook of the company.  

According to Healy and Wahlen,200 earnings management can occur when the management 
wants to influence the reports in a direction that is more beneficial for them. Since the 
recognition criteria for R&D give rise to discretion in the interpretation, the R&D account is 
susceptible to earnings management. R&D effects the income statement and the balance 
sheet, but it does not influence the cash flow statement.  

It is the auditors’ responsibility to detect inaccuracies in the financial statements, and we 
believed that the creditor trusted the auditors. However, during our research we detected 
some scepticism towards the auditors. In the interviews with some of the banks, it became 
evident that they do not fully trust the auditors. Some of the banks believe that the auditors 
overlook the manipulations of the statements due to the auditors close relationship to its 
clients, which might find it difficult to object to dishonesties. Therefore are the banks 
cautious about the approved financial statement; they want to know how the R&D has been 
accounted for and what the content of the R&D account is. Another reason might be that the 
auditors do not always detect earnings management. If the auditors do not detect this, the 
banks receive affected financial statements and consequently the reported values might not be 
accurate.  

All the applied key ratios originate from the balance sheet and the income statement, which 
earnings management affects. The written material show that in a credit granting assessment, 
solidity, liquidity, interest cover ratio and net asset value201 are the key ratios most commonly 
used. However, the answers from the respondents indicate differently. The banks provide 
very different answers about the assessed key ratios. The only similarity is that they examine 
the earnings of the company in some way or another. This might seem logical because the 
banks want so ensure that the company can return the borrowed money.  

The findings of the effect of earnings management on the financial statements, the key ratios 
and the sceptical view of the auditors makes us establish that the accounting method for R&D 
matter in a credit granting assessment. We continue with the analysis of how the creditors 
deal with these matters.   

One of our findings is that major changes from one year to another in the R&D account give 
rise to suspicions. The banks examine these changes to determine the content, and to see why 
the change has occurred. The content is examined in order to evaluate the product portfolio 
and to see if the company can maintain the current products. They also evaluate if the 
company has coming products to maintain the cash flow and to maintain competitiveness 
against competitors. This is in accordance with study by Birgitta Svensson. In that study, she 
examines the need for more disclosure in the financial statements so the content can be 
defined; one area her respondents want more information about is R&D.  

Even if the banks know the content of the R&D account, it can be difficult to value the 
account. The difficulties in the valuation of the R&D originate from the fact that there is 
discretion in IAS38; when the company is allowed to recognise the expenditure. The 
discretion arises because the recognition criteria leave room for interpretation of when the 
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recognition should occur. This discretion makes it more difficult for the credit granters to 
evaluate the company. The complication occurs because the banks must spend time and 
money on investigating these accounts. Even if the banks have done their best assessment, 
they can still pick a “lemon”202, who in the end defaults on the loans. 

To decrease the chances to pick a lemon, the creditors adjust the abnormal R&D expenditures 
that are expensed or recognised. This is to provide more reasonable and realistic values for 
that account. This revaluation verifies that the creditors believe that the management could 
apply earnings management for accounts such as R&D in order to influence the balance sheet 
and income statement. It also implies that the usage of the accounting method for R&D could 
help to achieve management’s desired result and deceive the creditors. The revaluation is 
contradictory to the study by Catasús and Gröjer; who supported the treatment of adjusting 
R&D towards equity. Our study indicates that the account of R&D is not adjusted towards 
equity; the banks simply change the value of the account; decreasing the expensed amount 
and increasing the recognised amount, and vice versa. We have not found this result in other 
studies that we have examined.  

The creditors manage the accounting method for R&D and the account of R&D by 
examinations and by revaluations of the values in the account. These actions reduce the 
information asymmetry and thereby it reduces the bank’s chance to pick a lemon. However, it 
also reduces the importance of the accounting method for R&D for a credit granting decision 
due to the adjusted R&D values.  

6.3 Analysis of the case scenarios 
We present the cases individually and add the analysis from all the banks into that specific 
case before we discuss the following case. For example, we begin to analyse Alfa and the 
comments from all the banks, before we move on to Beta. By the end of the section we make 
a summarized analysis and evaluation of the cases. We believe that this disposition improves 
the understanding of the cases and that it makes it easier to follow our discussion.  

6.3.1 Alfa 
We developed Alfa with the intention of representing a company that expenses most parts of 
the R&D expenditures. Expensing most parts of the R&D expenditures has a negative effect 
upon the result. The lower result is in accordance to the prudence principle where the income 
statement is not overstated and the view of the accounting is more conservative. When 
creating this case we believed that the respondents would view Alfa as a company with a 
moderate and careful accounting method that might be beneficial in a turbulent economical 
situation as of today.  

The respondents did not agree with our opinion about a conservative approach. The banks are 
worried about the large amount of expenditures, they question if it ever will turn into a 
commercialised product that will be beneficial for the company. The general view from the 
banks is to investigate the content of R&D with the company in order to form their own 
opinion if the research will ever be beneficial to the company. These answers indicate that the 
large amount of expensed R&D expenditures is a concern of future repayment abilities. 
Therefore, are the creditors asking for more information in the subject; the company has to 
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convince the creditors that the ongoing research project will bring about a successful product. 
Otherwise, these large expenditures might have a negative impact on the credit decision. 

Another concern about Alfa is that the respondents think that the company is investing too 
heavily in R&D. This concern leads to a desire for more information on what the investments 
consist of. These investigations are necessary due to the information asymmetry that still 
exists when the expensing method is applied. According to Ahmed and Falk, investigations 
are time-consuming and often costly for the creditor but it is also costly for the company. 
When using the expense method, the financial statements does not include the deferred 
economical benefits from recognised R&D. This might therefore lead to that the value of the 
company’s shares is not reflecting the accurate value of the company.  

The expense method is, even with the concerns in mind, an acceptable method according to 
the banks. If the company can carry the involved costs when using the expense method and 
still show reasonable key ratios they have no objection against it. According to the banks, 
when there is room for more costs in a company, it should indicate for a rather well 
performing business. Elliot & Elliot state that managers believe that it is better to take the 
costs when the company is performing well, instead of leaving the costs of the amortisation 
of the recognised amount to the future when the company might not perform as well. This is 
supporting the banks’ view. In this situation, expensing most of the R&D expenditures could 
be beneficial in a credit granting situation. On the other hand, the respondents explain that 
even if this method is used, they might not even consider the accounting method for R&D if 
the company can maintain reasonable values of the key ratios.  

Neither of the respondents discussed the incentives of earnings management in the context of 
Alfa. This insight makes us believe that the creditors do not regard this as a likely objective. 
The overall comments about Alfa are summarised by the respondent of Bank 2;  

“Låta någon konkurrent ta dom!” 203  

This statement also provides a clear message that the accounting method has a major effect 
on the credit granting process. Large expenditures raise suspicions that require a lot of extra 
work and more information, which might be difficult to obtain. This accounting method has a 
negative impact on the credit decision; the negative aspect is so profound that at least one 
bank does not want to handle the company. 

6.3.2 Beta 
Our intention when developing Beta was to give the respondent a moderate but still clear 
view of the recognition method in accounting. The foundation of this method is the matching 
principle, which states that a match should occur between the incurred expenditures in the 
period and the revenues in the same period, a kind of cause and effect relationship. The 
problem with the matching principle occurs when the company has to decide on the 
allowableness of when they can recognise the R&D expenditures as an asset. IAS38 governs 
the accounting for intangible assets and are supposed to give answers to that question. 
However, the discretion in the cut off point between the research phase and the development 
phase makes it difficult to know; when is the company supposed to expense and when should 
they start to recognize? This discretion can lead to a well-known problem in accounting, the 
problem of earnings management. This phenomenon requires further investigations.  

                                                 

203 Explanation of the quote, let the rival banks handle Alfa. 
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According to the respondents, investigation of the R&D account is necessary. This indicates 
that the banks believe it to be an important account. The statement from Bank 4 supports this; 
only analyse to the length necessary. The banks are cautious about the amount of recognized 
development since it is equal to the equity. This might cause problems in the future for the 
company. The large amount of recognition causes worries about if the Beta leans on past 
achievements. Concerns about the ability to re-create these achievements in the future also 
exist. Since the reluctance to the auditors, and the financial statements the banks want to 
investigate the R&D account more closely. This examination of the account is made see if the 
company has performed the accounting correctly. More specific, that the accounting follows 
the regulations in IAS38, Intangible assets and IAS36, Impairment. The need to examine the 
correctness of the accounting for R&D implies that the accounting method can be central in a 
credit granting situation. However, the investigation examines the accounting method, but not 
only, or even at all times the accounting method. The investigation also examines the account 
to see if the product portfolio that arises from R&D will give rise to future economical 
benefits. This answer highlights the fact that in a credit granting decision, the items in the 
account might be more important than the accounting method itself.  

Our respondents reflect upon if the company relies on previous achievements and they 
wonder how long that is possible. However, the respondents believe that Beta is more 
appealing than Alfa due to its higher result, which is an effect of the accounting method. 
Regardless of this, the future achievements of the company have to rely on the present 
research expenditures. At the moment these expenditures are low so the respondents 
considers if it is possible to create and distribute a successful product that can ensure the 
company’s future existence. 

6.3.3 Gamma 
Gamma represents a company that is changing accounting method for research and 
development. They start by expensing most of the expenditures but in the year of 2007, they 
suddenly recognise most of the expenditures.  

According to the IFRS the company has to recognise the R&D expenditures when all the 
criteria are fulfilled. Suddenly recognising a large portion of the expenditures could give an 
indication that the R&D has entered the phase of development, and that the products are 
about to be ready for the market. According to the matching principle, there should be a 
match between the R&D expenditures that occurs in one period and the revenue that the 
expenditure generates. However, our respondents are very sceptical about Gamma’s 
intentions with the change of accounting method. One of the respondents believes that this 
could be an attempt to avoid bankruptcy. 

All the banks state that they need more information about the content of the intangible assets. 
The doctorial thesis by Birgitta Svensson confirms the fact that information that is more 
detailed is necessary so the creditors can evaluate the projects that are developed. Some of the 
respondent explicitly state that Gamma has difficulties to finance the operation of the 
business; it is a lack of capital in the company. If the company has a lack of capital now, then 
the repayment ability in the future might default. We believe that this should have a negative 
impact on the credit granting decision because the repayment ability has been essential 
through out the discussions with the respondents. 
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6.3.4 Epsilon 
Epsilon has changed the R&D accounting method between the years. Year 2007, the 
company has expensed most of its R&D expenditures while they in previous years have 
recognized them. The purpose with Epsilon was to give the respondent a simple and clear 
view of the changes in accounting method that has occurred between two years. When 
changing strategy like this, the company has relied on the matching principle in the previous 
years and this year they rely on the prudence principle. However, sudden changes in 
accounting methods also give rise to suspicions about earnings management; it can arise 
because the company makes changes in the accruals for accounts such as R&D.  

All the banks think that the sudden change in accounting method give rise to suspicions, 
which demands further investigations into the accounts and the disclosure of more 
information. Once again, the thesis by Birgitta Svensson supports banks view of the need for 
more information. When the banks think that they need to investigate the accounts more, 
what they essentially are saying is that they do not trust the values and wants to know what is 
in the account. The content of the account matter, but the accounting method might not 
matter. 

The content of the R&D account is particularly important when the company utilizes the 
expense method. Some of the respondents are hesitant towards the company because they are 
unsure if the company can carry all these costs until the intangible assets pays off. Some of 
the respondents also says that a company that expenses most of the R&D, sends a signal that 
the company can carry its costs. There are disagreements on which accounting method that 
provides the most reliable and relevant information. Some believes that the expensing- rather 
than recognition method shows upon strength, while other are cautious about the large 
amount of expenditures. This interpretation can be positive in a credit granting decision. 
Some of the other banks contradict this with becoming more doubtful and cautious with their 
credit decision. 

6.3.5 Summarized analysis and evaluation of the case scenarios 
Our cases show upon extreme application of the accounting method for R&D. This causes the 
respondents to react and acknowledge upon the accounts where R&D is included. The 
reactions among the respondents were similar and all of them required more information 
about the R&D accounts. This in compliance with the study by Birgitta Svensson; the client 
needs to explain the R&D account even though some of her respondents eliminated the total 
value of the R&D account towards equity. The study by Catasús and Gröjer also supports 
elimination towards equity while another finding was that the R&D account is examined 
differently depending of the classification. Our study does not support elimination towards 
equity. The respondents are against it because they need to know the content of the account; 
the evaluation of coming products is necessary to determine the company’s future repayment 
ability. They only revaluate the account if they believe the account includes exaggerated 
values. However, our study has not examined the classification of the R&D account. The 
account was included in intangible assets in the cases scenarios. The intention of this was to 
receive comparable answers about the issue. Another approach could be similar to Catasús 
and Gröjer’s, to examine the creditors’ reaction towards an inclusion verses an exclusion of 
intangible assets. However, we believe that a larger study is necessary in order to reach valid 
results in such study.  
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Our case scenarios apply the discretion in IAS 38, which causes valuation difficulties for the 
creditors. Professor Samir M. El-gazzar also confirms the difficulties of defining the net 
present value of future cash flows. Our case scenarios reveal that too large and too small, or 
fluctuating values of the R&D account causes the creditors to doubt the accounting method. 
The creditors are worried about the company’s future repayment ability. Too large R&D 
expenses causes hesitation against future products and if the company can afford these costs. 
Ahmed and Falk believe that the expensing method is costly because it creates biases in the 
profitability measures. The profitability is the issue for our respondents as well, and since the 
creditors cannot evaluate the success of future products, the information asymmetry still 
exist.  

The information asymmetry is more apparent in a company that recognises most expenditure. 
The result is better than for the expense method, and this causes the respondents to look more 
positively on this company. However, the information asymmetry is also the source for the 
creditors to be uncertain about the future of the company. Large recognised values imply that 
no ongoing research project exist to support the company in the future. Supporting the study 
of Ahmed and Falk, our cases imply that the information asymmetry still exists, but we do 
not know if IAS 38 managed to reduce the problem.  

Due to the amplified situation in the cases, and to the existing information asymmetry, the 
creditors revealed that they revaluate the values of the R&D account in order to reduce the 
accounting method’s impact on the financial statements. The creditors also state that the 
revaluation reduces the impact of earnings management, and therefore is the management’s 
incentives less affective on the statements. The reduction of earnings management results in 
more reliable and accurate values of the R&D account. 

Earnings management is a likely explanation to the exaggerated values of the R&D account. 
Our case study does not include any scenarios with stable and normal values in the R&D 
account, so we cannot evaluate how the creditors examine the account in that particular 
situation. Further implications with the case scenarios might be the simplified financial 
statements; the creditors may view the cases as unrealistic and therefore provide hypothetical 
answers. However, we believe that the cases have been useful and the follow-up questions in 
connections with the cases supplied relevant and honest answers.  

Our contribution to the existing research within the issue of accounting method for R&D is 
that extreme application of the accounting method causes suspicions with the creditors. The 
case scenarios supply knowledge that the accounting method has diverse effects on the credit 
decision. Utilization of the expense method can have negative impact while recognising the 
expenditures can have a better impact on the decision. Changing accounting strategies 
definitely causes concerns with the creditors. We are also able to confirm that the creditors 
examine the R&D account to make out the content and to try to determine the value of the 
content.  

Our main finding is that the creditors revaluate the accounts instead of eliminating the value 
towards owner’s equity. This revaluation confirms that the discretion in the cut-off point 
between research and development might give rise to manipulations of the statements. This 
finding encourages creditors to perform a sufficient analysis of the R&D account and to 
revaluate the account in order to decrease earnings management. The need for a revaluation 
also indicates that the creditors consider the impact of the accounting method. However, 
these revaluations adjust the affect of the accounting method and therefore are they less 
important for a credit granting decision. Our findings also encourage the management to 
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enclose more detailed and accurate information about research and development. Details and 
accuracy creates trust and it gives rise to a more efficient credit granting process where less 
examinations and analysis is necessary. The management saves time in form of explaining 
the content of their accounting and faster access to credits. 
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7. Conclusion  
The aim with this study is to reduce the research gap that exists; does the choice of 
accounting method for research and development matter when a creditor evaluates the 
company for a credit granting decision. In addition, how does the accounting choice of 
research and development matter in a credit granting decision? 

IAS 38 provides guidelines on when a company can recognise their research and 
development expenditures. However, the standard gives room for the management’s own 
interpretation. IAS 38 states that the company can recognise the development expenditures 
when they can show that the intangible asset can be utilized within the company or that the 
company is able to sell the intangible asset. The management can claim that the intangible 
assets are used or that they are ready to sell, and it is difficult for someone to state otherwise. 
Another criterion is that the management has to be able to demonstrate how the intangible 
asset will generate future profits. This demonstration can also be difficult to argue against 
since no one knows what the future holds. This discretion reveals that the management’s 
incentives can make use of the weak recognition criteria.  

The creditors have also realised that some managements exploit the accounting for R&D. 
They want to know the content of the account to make sure that the company is developing 
the right projects that eventually will generate a future income for the company. This 
indicates that the creditors believe that the management is recognising the expenditures 
earlier than they should, which could also be an illegal act if it is recognised too premature. 
The matching principle also needs to be considered; management can face difficulties to 
match the early recognised expenditures with the future economic benefits.  

Large expenditures for R&D or changes in accounting methods for R&D give rise to 
suspicions with the creditors. The creditors’ distrust is an indication upon earnings 
management. The management takes advantage of its alternatives in accounting methods for 
R&D to suit its own needs. Depending on the needs, the management could expense the 
expenditures to create a lower result or recognise the expenditures to increase the result. This 
seems illegal as well, but discretion in IAS38 provides a possibility that pressured 
managements could exploit. The management could use this possibility of temporarily save 
the company from an economic disaster. The creditors are aware of this possibility. Therefore 
are the abnormal values in the financial statements adjusted to a more reasonable value by the 
creditors. This procedure prevents the accounting method for R&D to affect the financial 
foundation of the credit decision. However, the management could also apply the prudence 
principle to illustrate a conservative view of the accounting and to demonstrate that the 
company can carry the expenditures without reducing the key ratios. This act could be 
beneficial for the credit decision, but it also develops doubts if the company will ever turn 
these expenditures into profit.  

To answer the question if the accounting method for R&D matters for a credit granting 
decision, we have to say yes. The respondents state that the accounting method for R&D 
matters for a credit granting decision, but they emphasize that other factors are more 
influential on the final credit decision. To answer how the accounting method of R&D 
matters in a credit granting decision, we refer to our case scenarios. The expense method 
creates a weaker company, which made the banks hesitant towards the company. However, 
the expense method is respectable if the company can carry the expenditures and still 
maintain reasonable values in the financial statements. A company that applies the 
recognition method appears to have a stronger financial statement. This method requires 
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persuasions that the company can produce successful results in the future without relying on 
yesterday’s achievements. 

A company that has changed accounting method causes suspicions with the creditors. The 
respondents consider earnings management to be a reason to this behaviour, and therefore is 
more investigations required. If the company moved from expensing to recognising the 
expenditures, it could be an attempt to save the company from financial hardship. This has a 
negative impact on the creditors and the credit decision. 

We have shown that the accounting method for R&D has different impacts on the credit 
decision. How it matters is depending on the size of the recognised/ expensed amount, the 
characteristics of the developing products and the financial situation of the company. This has 
been proven in the discussion of the cases and in its analysis. With regard to this, we 
conclude that both methods can be perceived as either a disadvantage or an advantage in a 
credit granting decision.  

Due to the case scenarios, we have managed to reduce the research gap by providing the 
reader with information that the accounting method for R&D matters for a credit granting 
decision. Our main finding is that the creditors revaluate abnormal values in the R&D 
account and therefore is earnings management to some extent avoided. However, we want to 
highlight that other factors are more influential. The creditors’ opinions about the accounting 
methods provide knowledge about how it matters in a credit granting decision. The discretion 
in the cut-off point between the research phase and the development phase, forces the 
creditors to extend the investigation of the R&D account. This finding could promote 
management to disclose more information about the R&D account. With the support of these 
findings, we believe that our research has accomplished the objective of the study and we 
therefore believe that we have contributed to the existing knowledge in the subject.  

7.1 Avenues for future research 
During our investigations in the subject, we have come across many interesting approaches to 
this issue. We like to mention some of these approaches so that other researchers can have 
them in mind when constructing their research.  

An important consideration is the research sample. A larger sample that includes both banks 
and risk capitalists could provide more established results. This could supply the differences 
between the institutions’ approach to the accounting method for R&D. It could also supply a 
more detailed analysis on the impact accounting method for R&D has on the credit decision.  

Future researchers should also consider using more detailed and more developed case 
scenarios. Our respondents could not provide us with a clear answer if the fictitious company 
could borrow money from the bank. Neither could they suggest a possible credit limit due to 
lack of information about the company. Therefore, we recommend adding detailed 
information about the company history, the CEO, the employees, the market, the product 
range and the financial situation to the case scenarios.  

Other R&D intensive nations enhance the investigation about how the accounting method for 
R&D affects a credit granting decision, and it is interesting to see how the credit institutions 
act in those nations. It is also interesting to see how credit institutions regard the usage of US 
GAAP compared to the IFRS. These are some of the possible approaches to the issue of 
accounting method for R&D in a credit granting decision. We are looking forward to future 
investigations.  



 

63 

References 

Scientific Articles 
Ahmed, Kamran & falk Haim, “The value relevance of management’s research and 
development reporting choice: Evidence from Australia”,  Journal of Accounting and Public 
Policy, Vol 25 (2006) 231-264 

Akers, D, Michael, Giacomino, E, Don & Bellovary, L, Jodi “Earnings Management and Its 
Implications Educating the Accounting Profession”, The CPA Journa l(August 2007), 

Ang, Nee Hong, Church, Kimberly & Feng, Mingming, Accounting Convergence of 
Intangibles: Value Relevance of R&D Accounting Treatment, Draft (September 30th, 2008) 

Arkelof, A, George, ”Market for lemons – Quality, Uncertainty and Market Mechanism”, The 
Quarterly Journal of Economics, Vol.84, No3 (1970)  

Carmona, Salvador & Trombetta, Marco, “On the global acceptance of IAS/IFRS accounting 
standards: The logic and implications of the principles-based system”, Journal of Accounting 
and Public Policy, Vol:27 No 6 (November-December 2008) 

Catasús, Bino & Gröjer, Jan-Erik, “Intangibles and credit decisions: results from an 
experiment”, European Accounting Review 12:2 (2003): 327-355 

Chambers, Dennis, Jennings, Ross & Thompson II, B, Robert, “Evidence on the Usefulness 
of Capitalizing and Amortizing Research and Development costs”, Current Draft,( April 
2000) 

“Confusion or Clarity?”, The CPA Journal, (October 2008), 

Cyran, Robert (2004), “A harder ride for R&D”, Euromoney, Vol.35, No 4 (December 
2004):28 

Diewert, W, Erwin & Huang, Ning, “Capitalizing R&D Expenditures” , Discussion paper 
(08-04), Revised January 18, 2008 

Econ. Dr Patric Andersson ”Erfarenhetens betydelse vid bedömning av småföretag”,  Balans 
6-7/(2002) 

Entwistle, M, Gary,” Exploring the R&D Disclosure Environment”, Accounting Horizons, 
Vol. 13, No. 4,(1999) 323-341 

Healy, M, Paul & Palepu, G, Krishna, “Information Asymmetry, Corporate Disclosure, and 
the Capital Market: A Review of the Empirical Disclosure Literature”, Journal of Accounting 
and Economics, Vol 31 (2001) 405-440  

Healy, M, Paul & Wahlen, M, James “ A review of the earnings management literature and its 
implications for standard setting”, Accounting Horizons Vol. 13 No. 4 (December 1999):365-
383 

Husted, M, Bryan, “Agency, Information, and the Structure of Moral Problems in Business”,  
Organization Studies (0170-8405), Vol 28, No 2(2007) 



 

64 

Institute of Management & Administration, Inc, ”Granting Credit Now Requires Much More 
Than Rudimentary Number-Crunching”,Vol 2-11( November 2002): 11-14 

Jeny-Cazavan, Anne & JeanJean, Thomas “The Negative Impact of R&D Capitalization: A 
Value Relevance Approach”,  European Accounting Review, Vol.15, No.1(2006): 37-61 

Lev, Baruch, Sarath, Bharat & Sougiannis, Theodore,” R&D Reporting Biases and Their 
Consequences”, Contemporary Accounting Research, Vol 22 No 4 (Winter 200), 

Oswald, R, Dennis “The Determinants and Value Relevance of the Choice of Accounting for 
Research and Development Expenditures in the United Kingdom”, Journal of Business 
Finance & Accounting, 35(1) & (2), 1-24, January/March (2008) 

Privata Affärer.se”Fed: Stramare lånevillkor hos banker enl. Mätning”, Nyhetsbyrån 
Direkt(2008-11-03), 

Svensson Birgitta”Redovisningsinformation för kreditbeslut”, Occasional paper 2000/3, 
Företagsekonomiska institutionen, Uppsala Universitet 

Wrigley Jed, “Discussion of ‘What financial and non-financial information on intangibles is 
value-relevant? A review of the evidence’”, Accounting and Business Research, Vol 38 No 3 
(2008): International Accounting Policy Forum,  

Literature 
Artsberg, Kristina, Redovisningsteori, -policy och –praxis,2nd ed (Malmö:Liber Ekonomi, 
2005) 

Backman, Jarl, Rapporter och uppsatser, 2 nd ed (Studentlitteratur, 2008) 

Bell, Judith, Introduktion till forskningsmetodik, (Lund: Studentlitteratur, 2006) 

Bloisi, Wendy, Cook, W, Curtis, Hunsaker, L, Phillip, Management & Organisational 
Behaviour, 2 nd ed, (McGraw-Hill Education, 2007):45 

Broomé, Per, Elmér, Leif & Nylén, Bertil, Kreditgivning till företag, 5fted(Lund: 
Studentlitteratur, 1998) 

Bryman, Alan & Bell, Emma, Företagsekonomiska forskningsmetoder, 1sted(Slovenien: 
Korotan Ljubljana, 2005) 

Elliott, Barry & Elliott, Jamie, Financial Accounting and Reporting, 9 thed(Pearson Education 
Limited, 2005) 

Falkman, Pär, Teori för redovisning, (Lund: Studentlitteratur, 2000) 

FAR (Föreningen Auktoriserade Revisorer), Fars Samlingsvolym 2006 del 1 (2006), FAR 
FÖRLAG AB 

Green, Erling, Kreditbedömning och intuition – ett tolkningsförslag, (Lund University Press, 
1997) 

Hendriksen, S, Eldon & Van Breda, F, Michael (1992), Accounting theory,5 thed IRWIN 



 

65 

Holme I.M & Solvang B. K “ Forskningsmetodik om  kvalitativa och kvantitativa metoder” 
2nd ed (Lund, Studentlitteratur, 1997)78. 

Internationell redovisningsstandard i Sverige – IFRS/IAS – 2006, (Stockholm: Far Förlag 
AB, mars 2006) 

Jacobesen, Ingvar, Dag, Vad, Hur, Varför? Om metodval i företagsekonomi och andra 
samhällsvetenskapliga ämnen, (Lund: Studentlitteratur, 2006) 

Larsson, Claes-Göran, Företagets finanser,4th ed (Umeå Universitet) 

Marton, Jan, Falkman, Pär, Lumsden, Marie, Pettersson, Anna Karin & Rimmel, Gunnar 
(2008), IFRS – i teori och praktik, Bonnier utbildning AB, Stockholm 

Nilsson, Stellan, Redovisningens normer och normbildare – en nationell and internationell 
översikt,3 rd ed (Lund: Studentlitteratur, 2005) 

Ryan, Bob, Scapens, Robert W & Theobald Michael Research Method and Methodology in 
Finance and Accounting, 2nd ed (Thomson Learning, 2003) 

Sundgren, Stefan, Nilsson, Henrik & Nilsson, Stellan, Internationell redovisning: Teori och 
Praxis,1st ed (Pozkal, Poland, 2007) 

Svedin, Jenny, Kreditgivning och kreditbedömning av företag, 1 sted (Almqvist och Wiksell 
Förlag AB, 1992) 

Svensson, Birgitta, Redovisningsinformation för bedömning av små och medelstora företags 
kreditvärdighet, (Uppsala Universitet: Department of Business Studies, 2003) 

Svensson, Birgitta, Redovisningsinformation för kreditbeslut, (Uppsala Universitet: 
Department of Business Studies, Occasional paper 2000/3) 

Thurén, Thorsten, Källkritik , 2 nded(Stockholm: Liber AB, 2005) 

Trost, Jan, Kvalitativa intervjuer, (Lund: Studentlitteratur, 2005)  

Widerberg, Karin, Kvalitativ forskning i praktiken, (Lund: Studentlitteratur, 2002)  

Internet sources 
Department for Business Enterprises & Regulatory Reform (2008), Why invest in R&D/Why 
R&D matters, Crown. Retrieved November 18, 2008 from 
http://www.berr.gov.uk/dius/innovation/randd/why-invest-in-randd/page10549.html 

Financial Accounting Standards Board (October 1974), Statement of Financial Accounting 
Standards No. 2, Accounting for research and development costs, Retrieved November 17, 
2008 from http://www.fasb.org/pdf/aop_FAS2.pdf 

Financial crisis expected to slow R&D investment, (Euractive, October 28, 2008) retrieved 
January 5, 2008 from http://www.euractive.com/en/science/financial-crisis-expected-slow-
RD-investment/article-176728 

 



 

66 

Finaniella företag 2003, Sveriges officiella statistik, Statistiska Centralbyrån, 2004, Retrieved 
january 5, 2008, from 
http://www.scb.se/statistik/FM/FM0402/2003A01/FM0402_2003A01_BR_FM06SA0401.pd
f 

IASC Foundation Education, Technical Summary: IAS 38 Intangible Assets, Retrieved 
November 15, 2008 from http://www.iasb.org/NR/rdonlyres/149D67E2-6769-4E8F-976D-
6BABEB783D90/0/IAS38.pdf 

Industry Canada, Industrial Technologies Office (November 2008), Why is R&D Important? 
Retrieved November 22, 2008 from http://ito.ic.gc.ca/epic/site/ito-oti.nsf/en/h_00012e.html 

International Accounting Standards Board, About Us, International Accounting Standards 
Committee Foundation, retrieved December 2, 2008 from 
http://www.iasb.org/About+Us/International+Accounting+Standards+Board+-
+About+Us.htm 

International Accounting Standards Board, Around the World, International Accounting 
Standards Committee Foundation, Retrieved November 22, 2008 from 
http://www.iasb.org/About+Us/About+the+IASB/IFRSs+around+the +world+htm 

Kihlén, Elisabeth & Lantz, Agneta, Vägar till vetenskaplig information, 
TeknologiBiblioteken, 2005, retrieved November 14, 2008 from 
http://www.bibl.liu.se/utbildning/TGV/vetkom.htm 

Nationalencyklopedin (2008), Kassalikviditet, Retrieved November 25, 2008 from 
http://www.ne.se/artikel/O229188/O229188/kassalikviditet 

Nationalencyklopedin (2008), Soliditet, Retrieved November 25, 2008 from 
http://www.ne.se/artikel/1151860 
 
Nilsson, Henrik, Nilsson,Stellan, Olsson, Rickard & Sundgren, Stefan, Capitalization vs. 
Expensing: Evidence on the Uncertainty of Future Benefits from Capitalized and Expensed 
R&D Expenditures, Umeå School of Business, October 19, 2006, retrieved January 5, 2008 
from 
http://www.uc3m.es/portal/page/portal/dpto_economia_empresa/home/seminars/seminars_06
-07/sund.pdf 

Research Methods Knowledge Base (2006), Deduction and Induction, retrieved November 
11, 2008 from http://www.socialresearchmethods.net/kb/dedind.php 

Research Methods Knowledge Base (2006), Qualitative Validity, Retrieved November 10, 
2008 from http://www.socialresearchmethods.net/kb/qualval.php 

Svidén, Henrik (13th of October 2008), Svårare att ta lån för småföretagare, Svenskt 
Näringsliv, Retrieved November10, 2008 from 
http://www.svensktnaringsliv.se/allmanna_nyheter/article62524.ece 



 

67 

E-Books 
Ronen, Joshua & Yaari Varda, Earnings Management: Emerging Insights in Theory, Practice, 
and Research, (Springer: 2007) 
http://books.google.se/books?id=NIZx4097QSAC&printsec=frontcover&source=gbs_summa
ry_r&cad=0#PPR18,M1 

Silverman, David, Doing Qualitative Research: A Practical Handbook (Sage: 2005, second 
edition)http://books.google.com/books?hl=sv&lr=&id=NAShGVj35hQC&oi=fnd&pg=PR14
&dq=qualitative+research+methods+in+accounting&ots=U2cMa92ftm&sig=PXhSW44lIO
MBlcgOAXgN22DZl_I#PPA9,M1 

 

 

 



 

68 

Appendix 
Dispatched material to the respondents 

1. Introduction  
 

         Umeå 2008-11-14 

 

Hej, 

Vi vill börja med att tacka er för att du har tagit dig tid att medverka i vår kandidatuppsats; 
“Hur påverkar redovisningen av forskning och utvecklingskostnader kreditgivningen?”  Här 
kommer nu materialet angående vår kommande intervju. Den består av fyra hypotetiska 
företag; Alfa, Beta, Gamma och Epsilon och deras årsredovisningar. En förklaring av 
företaget och marknaden medföljer också.   

Vi kommer att kontakta er i början på nästa vecka för att komma överens om en tid som 
passar för en intervju.  Om ni har några fler frågor var vänlig och hör av er så snart som 
möjligt. 

 

Vänliga hälsningar 

Anna Svensson                   Ulrika Persson 
ansv0015@student.umu.se   ulpe0005@student.umu.se 
Telefon: 070-645 33 64   Telefon: 070-508 44 33 
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2. Interview guide 
Frågeguide 

Vid intervjutillfället kommer vi att presentera oss själva och vårt uppsatsområde. Därefter 
kommer frågor av en mer generell karaktär om kreditgivning att diskuteras som sedan 
övergår till en mer specifik diskussion om bifogade case. 

Detta kommer att vara grundfrågor vid intervjun, men följdfrågor kommer att ställas 
beroende på ert svar. 

1. Berätta lite om dig själv och din roll i banken. 

2. Hur ser bankens kreditbedömningsprocess ut? 

  

Om vi fokuserar på finansiella informationen vid kreditbedömning; 

3. Hur analyserar ni årsredovisningar i ett generellt perspektiv? 

4. Vilka problem anser ni det finns med det redovisningsmaterial som klienter lämnar in 
för kreditgivningsbedömning? 
 Ge gärna exempel. 
  

Om vi nu fokuserar på redovisningen av forskning och utveckling; 

5. Hur behandlar ni forskning och utvecklingskostnader vid en kreditgivning? 

 

Vi gör en kort presentation av casen och därefter diskuteras följande frågor; 

6. Hur ser er bedömning av de individuella företagen ut? 

- Alfa 
- Beta 
- Gamma 
- Epsilon 

 
7. Hur bedömde ni forskning och utvecklingskostnaden? 

Varför? 
 

8. Har det någon betydelse för kreditgivningen hur man redovisar forskning och 
utveckling? 
 

9. Hur stort belopp får företaget låna? 
 

10. Till vilka villkor och säkerheter? 
 

11. Är det något ni skulle vilja tillägga till denna diskussion? 
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3. The case scenarios 
Presentation av företagen. 

Företagen Alfa, Beta, Gamma och Epsilon AB grundades 1995 med en affärside’ som består 
av att utveckla läkemedel för att ge människor möjligheten till ett längre och friskare liv. 
Företagen gör detta möjligt genom att investera i sin forskning och utveckling för hitta nyare 
och bättre läkemedel.  I skrivandets stund har företagen en stabil kundkrets och flera av 
företagens produkter är etablerade på den europeiska marknaden, medan ytterligare produkter 
ligger i forsknings och utvecklingsfasen. Marknaden innehåller flera aktörer som medför hård 
konkurrens om kunderna.  Marknaden är stabil med genomsnittlig tillväxt och inga drastiska 
förväntningar förväntas ske under de kommande åren.  

Nu behöver företagen utöka sitt kapital för att kunna öka distributionen av sina produkter och 
för att kunna expandera till nya marknader.  De är inte intresserad av att genomföra en 
nyemission därför att kontollen av företaget kan minska. Därför söker företagen ett lån hos er 
bank. Företagen är väl etablerade på marknaden men är ny som kund hos er. De har inga 
betalningsanmärkningar och inga skuldsaldon. VD och styrelse har varit lojala mot företaget 
och har inte heller några anmärkningar.  

På följande sidor finns företagens årsredovisningar. Denna presenation gäller för alla fyra 
företag så att de har samma förutsättningar. 
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Resultaträkning per den 31 december Alfa AB 
    
 2007 2006 2005 
 MKr MKr MKr 

Omsättning 29,000 27,000 24,000 
Kostnad för sålda varor -8,000 -7,700 -6,000 
Distributionskostnader -1,500 -1,500 -1,300 
Forskning-och utvecklingskostnader -8,000 -6,000 -5,800 
Marknadsförings-och administrationskostnader -11,000 -11,000 -10,000 
Överiga rörelseintäkter och -kostnader 500 300 200 
Rörelseresultat 1,000 1,100 1,100 
Finansiella intäkter 600 600 600 
Finansiella kostnader -1,500 -1,500 -1,500 
Resultat före skatt 100 200 200 
Skatt -30 -60 -60 
Periodens resultat 70 140 140 

  

 

 

 

 

Nyckeltal 2007 2006 2005 
Soliditet 14% 17% 17% 
Likviditet 1.1 1.1 1.0 
Räntetäckningsgrad 1.1 1.1 1.1 
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Balansräkning per den 31 december Alfa AB 
 2007 2006 2005 
 MKr Mkr Mkr 

Tillgångar    
Anläggningstillgångar    
Materiella anläggningstillgångar 8000 7000 6500 
Goodwill 1000 1000 1000 
Immateriella tillgångar 1000 1000 1000 
Uppskjuten skattefordran 1000 600 800 
  11000 9600 9300 
    
Omsättningstillgångar    
Varulager 3000 2300 1800 
Kundfordringar och andra kortfristiga fordringar 5000 4000 2500 
Skattefordran 2000 1000 500 
Kassa och bank 5000 5900 5000 
 15000 13200 9800 
Summa tillgångar 26000 22800 19100 
    

Skulder    
Kortfristiga skulder    
Räntebärande kortfristiga skulder och krediter -2000 -1500 -1000 
Leverantörskulder -3500 -3000 -2200 
Avsättningar -1400 -1000 -1100 
Upplupna kostnader och förutbetalda intäkter -2000 -1500 -1800 
Skatteskuld -2000 -3000 -2000 
  -10900 -10000 -8100 
Långfristiga skulder    
Räntebärande långfristiga lån och krediter -4000 -3400 -2800 
Uppskjuten skatteskuld -3000 -2000 -1500 
Avsättningar -1000 -500 -500 
Övriga långfristiga skulder -3500 -3100 -3000 
  -11500 -9000 -7800 
Summa skulder -22400 -19000 -15900 
Nettotillgångar 3600 3800 3200 
    
Eget kapital    
Aktiekapital 1500 1200 1100 
Övriga reserver 2000 2500 2000 
Balanserade vinstmedel 100 100 100 
Summa eget kapital 3600 3800 3200 
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Resultaträkning per den 31 december, Beta AB 
    
 2007 2006 2005 
 MKr MKr MKr 

Omsättning 29,000 27,000 24,000 
Kostnad för sålda varor -8,000 -7,700 -6,000 
Distributionskostnader -1,500 -1,500 -1,300 
Forskning-och utvecklingskostnader -1,000 -500 -200 
Marknadsförings-och administrationskostnader -11,000 -11,000 -10,000 
Överiga rörelseintäkter och -kostnader 500 300 200 
Rörelseresultat 8,000 6,600 6,700 
Finansiella intäkter 600 600 600 
Finansiella kostnader -1,500 -1,500 -1,500 
Resultat före skatt 7,100 5,700 5,800 
Skatt -2,130 -1,710 -1,740 
Periodens resultat 4,970 3,990 4,060 

 

Nyckeltal 2007 2006 2005 
Soliditet 22% 26% 27% 
Likviditet 1.1 1.0 0.8 
Räntetäckningsgrad 5.7 4.8 4.9 
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Balansräkning per den 31 december, Beta AB 
 2007 2006 2005 
 MKr Mkr Mkr 

Tillgångar    
Anläggningstillgångar    
Materiella anläggningstillgångar 8000 7000 6500 
Goodwill 1000 1000 1000 
Immateriella tillgångar 8000 6500 6600 
Uppskjuten skattefordran 1000 600 800 
  18000 15100 14900 
    
Omsättningstillgångar    
Varulager 3100 2500 2000 
Kundfordringar och andra kortfristiga fordringar 5500 4500 3000 
Skattefordran 2000 1000 500 
Kassa och bank 5000 5900 5000 
 15600 13900 10500 
Summa tillgångar 33600 29000 25400 
    

Skulder    
Kortfristiga skulder    
Räntebärande kortfristiga skulder och krediter -2000 -2000 -1000 
Leverantörskulder -4500 -4800 -4000 
Avsättningar -1300 -1500 -1600 
Upplupna kostnader och förutbetalda intäkter -2000  -1800 
Skatteskuld -2000 -3000 -2000 
  -11800 -11300 -10400 
Långfristiga skulder    
Räntebärande långfristiga lån och krediter -3500 -4000 -2500 
Uppskjuten skatteskuld -4500 -2000 -1500 
Avsättningar -1300 -1000 -1000 
Övriga långfristiga skulder -5200 -3200 -3100 
  -14500 -10200 -8100 
Summa skulder -26300 -21500 -18500 
Nettotillgångar 7300 7500 6900 
    
Eget kapital    
Aktiekapital 1500 1200 1100 
Övriga reserver 2000 2500 2000 
Balanserade vinstmedel 3800 3800 3800 
Summa eget kapital 7300 7500 6900 
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Resultaträkning per den 31 december, Gamma AB 
    
 2007 2006 2005 
 MKr MKr MKr 
Omsättning 29,000 27,000 24,000 
Kostnad för sålda varor -8,000 -7,700 -6,000 
Distributionskostnader -1,500 -1,500 -1,300 
Forskning-och utvecklingskostnader -1,000 -6,000 -5,800 
Marknadsförings-och administrationskostnader -11,000 -11,000 -10,000 
Överiga rörelseintäkter och -kostnader 500 300 200 
Rörelseresultat 8,000 1,100 1,100 
Finansiella intäkter 600 600 600 
Finansiella kostnader -1,500 -1,500 -1,500 
Resultat före skatt 7,100 200 200 
Skatt -2,130 -60 -60 
Periodens resultat 4,970 140 140 

 

Nyckeltal 2007 2006 2005 
Soliditet 11% 16% 16% 
Likviditet 0.8 1.0 0.9 
Räntetäckningsgrad 5.7 1.1 1.1 
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Balansräkning per den 31 december, Gamma AB 
 2007 2006 2005 
 MKr Mkr Mkr 

Tillgångar    
Anläggningstillgångar    
Materiella anläggningstillgångar 8000 7000 6500 
Goodwill 1000 1000 1000 
Immateriella tillgångar 8000 1000 1000 
Uppskjuten skattefordran 1000 600 800 
  18000 9600 9300 
    
Omsättningstillgångar    
Varulager 3100 2500 2000 
Kundfordringar och andra kortfristiga fordringar 5500 4500 3000 
Skattefordran 2000 1000 500 
Kassa och bank 5000 5900 5000 
 15600 13900 10500 
Summa tillgångar 33600 23500 19800 
    

Skulder    
Kortfristiga skulder    
Räntebärande kortfristiga skulder och krediter -3000 -1500 -1000 
Leverantörskulder -5000 -4000 -3000 
Avsättningar -1300 -1200 -1500 
Upplupna kostnader och förutbetalda intäkter -3000 -1500 -1800 
Skatteskuld -3000 -3000 -2000 
  -15300 -11200 -9300 
Långfristiga skulder    
Räntebärande långfristiga lån och krediter -4000 -3000 -2500 
Uppskjuten skatteskuld -4500 -2000 -1500 
Avsättningar -1200 -500 -500 
Övriga långfristiga skulder -5000 -3000 -2800 
  -14700 -8500 -7300 
Summa skulder -30000 -19700 -16600 
Nettotillgångar 3600 3800 3200 
    
Eget kapital    
Aktiekapital 1500 1200 1100 
Övriga reserver 2000 2500 2000 
Balanserade vinstmedel 100 100 100 
Summa eget kapital 3600 3800 3200 
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 Resultaträkning per den 31 december, Epsilon AB 
    
 2007 2006 2005 
 MKr MKr MKr 

Omsättning 29,000 27,000 24,000 
Kostnad för sålda varor -8,000 -7,500 -6,000 
Distributionskostnader -1,500 -1,000 -800 
Forskning-och utvecklingskostnader -8,000 -1,500 -1,200 
Marknadsförings-och administrationskostnader -11,000 -11,000 -10,000 
Överiga rörelseintäkter och -kostnader 500 300 200 
Rörelseresultat 1,000 6,300 6,200 
Finansiella intäkter 600 600 600 
Finansiella kostnader -1,500 -1,500 -1,500 
Resultat före skatt 100 5,400 5,300 
Skatt -30 -1,620 -1,590 
Periodens resultat 70 3,780 3,710 

 

Nyckeltal 2007 2006 2005 
Soliditet 26% 25% 26% 
Likviditet 1.3 1.0 0.9 
Räntetäckningsgrad 1.1 4.6 4.5 
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Balansräkning per den 31 december, Epsilon AB 
 2007 2006 2005 
 MKr Mkr Mkr 

Tillgångar    
Anläggningstillgångar    
Materiella anläggningstillgångar 8000 7000 6500 
Goodwill 1000 1000 1000 
Immateriella tillgångar 1000 6500 6600 
Uppskjuten skattefordran 1000 600 800 
  11000 15100 14900 
    
Omsättningstillgångar    
Varulager 3100 2500 2000 
Kundfordringar och andra kortfristiga fordringar 5500 4500 3000 
Skattefordran 2000 1000 500 
Kassa och bank 5000 5900 5000 
 15600 13900 10500 
Summa tillgångar 26600 29000 25400 
    

Skulder    
Kortfristiga skulder    
Räntebärande kortfristiga skulder och krediter -2000 -1500 -1400 
Leverantörskulder -2800 -4800 -4000 
Avsättningar -800 -900 -1000 
Upplupna kostnader och förutbetalda intäkter -2000 -1500 -1500 
Skatteskuld -2000 -3000 -2000 
  -9600 -11700 -9900 
Långfristiga skulder    
Räntebärande långfristiga lån och krediter -3000 -3600 -3300 
Uppskjuten skatteskuld -3500 -2000 -1500 
Avsättningar -700 -1000 -1000 
Övriga långfristiga skulder -2800 -3500 -3100 
  -10000 -10100 -8900 
Summa skulder -19600 -21800 -18800 
Nettotillgångar 7000 7200 6600 
    
Eget kapital    
Aktiekapital 1500 1200 1100 
Övriga reserver 2000 2500 2000 
Balanserade vinstmedel 3500 3500 3500 
Summa eget kapital 7000 7200 6600 

 


