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Risk Information and Financial Lease 

Disclosures: Some Empirical Evidence 

Abstract 

This paper reports the results of an empirical 

investigation into whether the disclosure of the present 

value of noncapitalized financial leases under ASR 147 

conveyed information regarding the relative risks of lessee 

common stocks. In particular, the results indicate that in 

the time period surrounding the initial ASR 147 disclosures, 

the systematic risk levels of the common stocks of lessees 

appear to have been adjusted upwards vis-a-vis those for 

control samples of nonleasing firms. This market reaction 

appears to be especially observable for lessees with a 

higher than average amount of noncapitalized financial 

leases in their capital structures. Furthermore, the 

configuration of risk adjustments from a temporal viewpoint 

indicates th at the ASR 147 disclosures contained 

sufficiently "new" information so as to cause significant 

revisions in the relative risk assessments of market 

participants. This appears to be the case despite possible 

market attempts to impound the risk-information effects in 

advance of the disclosures. 



I. INTRODUCTICN 

Of all the information concerning long-term financial leases, 1 the 

disclosure of the capitalized amount - present value of rentals and related 

commitmen.ts -- by lessees, undoubtedly, has been the most controversial. 

Disagreements in this regard have centered largely around the potential utility 

of the present value data to investors and other users of the lessee's financial 

statements. 2 However, by requiring lessees to capitalize certain long-term 

finamial leases (those classified as "capital" leases} and hence disclose the 

related present value numbers, the Financial Accounting Standards Board [1976] 

has, at least implicitly, accepted the view that the information has decision­

relevance to investors and other statement users. The Securities & Exchange 

Commission [1973 ] , in contrast, was more explicit. It justified the 

requirements of Accounting Series Release ( ASR} 147 , which called for the 

fcotnote disclosure of, inter alia, the present value of certain noncapitalized 

financial leases, on grounds that the information is "essential to investors" if 

they are to "compare meaningfully the capital and asset structures and the 

operating results of companies making use of different methcds of acquiring and 

financing assets. 3 But, does this information content hypothesis have 

descriptive validity? In other words, did the present value disclosures, in 

fact, contain decision-relevant information for statement . users? 

The purpose of this paper is to provide some empirical evidence on this 

issue. Specifically, this paper reports the results of an empirical 

investigation into whether the ASR 147 disclosures of the present value of 

noncapitalized financial leases conveyed information regarding the relative 

risks and, hence, valuation of lessee common stocks.4 Although the testing 

perspective is from the viewpoint of capital market participants only, they 

probably represent the single most important group of financial statement users. 

The evidence presented here is consistent with the statement that the 

present value of lease commitments disclosed under ASR 147 did, indeed, convey 

information relevant to risk-return assessments of lessee common stocks. 5 In 

particular, the results indicate that in the time pericd surrounding the initial 

ASR 147 disclosures, market participants appear to have adjusted upwards the 

systematic risk levels of the common stocks of lessees vis-a-vis those for 
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control samples of nonleasing firms. This market reaction appears to be 

especially observable for lessees with a higher than average amount of 

noncapitalized financial leases in their capital structures. Furthermore, the 

findings suggest that market attempts to anticipate the risk-information effects 

notwithstanding, the ASR 147 disclosures contained sufficiently "new" 

information regarding the relative risks of lessee common stocks so as to cause 

substantive revisions in the risk assessments of market participants. It would 

appear, accordingly, that the SEC's views concerning the potential utility of 

the noncapitalized lease disclosures were shared by investors and other capital 

market agents. 

The remainder of this paper is organized as follows. After a discussion of 

some theoretical relationships concerning financial leases and the valuation of 

common stocks, Section II develops the hypotheses to be tested in this paper and 

introduces related experimental design considerations. Issues pertaining to the 

database, sample and method of analysis are then described in Section III. 

Next, Section IV presents and discusses the empirical results relating to the 

risk adjustment experience of lessee common stocks to the ASR 147 disclosures. 

Finally, some comluding remarks are ir:cluded in Section V of this paper. 

II . NORMATIVE VALUATICN RELATIONSHIPS, DEVELOPMENT OF 

TEST HYFOTHESES AND RELATED EXPERIMENI'AL DESIGN CONSIDERATIONS 

Normative Valuation !mplications of Financial Leases 

In order to visualize the valuation implications of noncancellable lease 

financing, consider as a point of departure the two-parameter model of market 

equilibrium proposed by Sharpe [1964] ,  Lintner [1965] , Mossin . [1966] and Fama 

[1968] among others:6 

(1 )  

where 

E (r. ) = rf + .:\ e . J - J 
r. = return on Ei_quity for J deviation cr(rj) ) ;  

rf = return on a risk-free 
constant; 

-

return on the market r = 
m 

deviation crcrm>; 

-

firm j with mean E ( rj) and stand ard 

asset, which is assumed to be a known 

portfolio with mean E ( rm> and standard 
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A = [E ( rm> - rf] = equilibrium marginal rate of substitution of 
return for risk, or "market price {per unit) of risk"; and 

e. = p(r;,rm)cr ��;> = "mar
.
ginal asset risk117 of equity security j, J which is _t!Y.aal to the _prsx:J.uct of the coefficient o� c9rrelation 

bej:.ween rj and rm' d( rj, rm) '  and the standard deviation of tj, 
cr( rj ) .  

The equilibrium expected return on a firm's common stcx::k, E('i-j) ,  in other 

words is equal to the return on a risk-free asset, rf, plus a premium for 

bearing a unit of nondiversifiable or marginal asset risk, /dl j• Although a 

variety of firm-specific and general economic factors8 determine the level of 

the marginal asset risk of a firm's common stock, e j, Rubenstein [1973 ] -­

following the initial efforts of Hamada [1969, 1972] --has demonstrated that it 

incorporates not only the effect of the underlying nondiversifiable operating 

risk of the firm, but also the effect of nondiversifiable financial risk 

attributable to the degree of financial leverage in the firm's capital 

structure. In particular, his analytical results9 indicate that the effect of 

financial leverage on the components of e j is as follows: 

(2 ) 

where 

p{ rj, rm> = p( r*j, rm> cr(rj) = cr( r*j) [l+(D/S) j] 

r*j = return on equity for firm j -- assuming no financial leverage 
(debt) in its capital structure -- with mean E(r*j} and standard 
d eviation CY( r*j}; 

P ( r*j, rm) =coefficient of correlation between r*j and rm; and 

(D/S) j = ratio of the present dollar value of debt (D) and present dollar 
value of equity (S) in the capital structure of firm j. 

While the correlation coefficient P ( rj, rm> is invariant to changes in the 

degree of financial leverage in a firm's capital structure, the entire effect of 

the resulting change in financial risk is captured in the standard d eviation 

er ( rj) .  The marginal asset risk of the equity security of a leveraged firm (e j) , 

therefore, is equal to the product of the marginal asset risk of its unleverac.:Jed 

counterpart, e*j' and a leverage factor on one plus its debt-equity ratio: 

(3 ) e .  = e *· [l+(D/S) ·l J J J 

where 6*j = P(r *j_�
rm) CY ( r*;) = marginal asset risk for the unleveraged ( all­

equh.y :nnancea) counterpart of firm j. 

Finally, observe that since the "systematic risk" of equity security j, f3 ji 

is equal to the marginal asset risk measure, ej' scaled by the standard 
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deviation of the return on the market portfolio, cr ( rm} ,  the effect of financial 

leverage on 13j is identical to that on ej: 

( 4)  13 . J l3*j[l+(D/S}j] 

where 13j = 0;/cr(;m> = P('i:;,�m)<J(��}/crfrm> = systematic risk of equity 
security for leveraged rirm j with D and S dollars of d ebt and 
equity in its capital structure; 

13 *j = e*.:/cr<rm> = p (r*i��IJl}cr (r * 1> /cr(�� = systematic risk for firm j 's 
un:i:everaged ( all-equity f:r.nancea1 ccunterpart. 

Equation (4 ), in other words, states that if a firm employs debt in its 

capital structure, then the systematic risk level of its common stock would 

increase by a multiplicative factor of one plus the debt-equity ratio, �er what 

it otherwise would have been had no debt been substituted for equity. 

To the extent capital market participants view long-term financial leases 

as equivalent to debt, equation (2 ) - (4) provide a precise statement of the 

normative equity valuation implications of that financing device.10 Mor�er, 

those relationships provide a theoretical basis for developing testable 

hypotheses cor:cernin;J the information content of finar:cial lease data. 

New Risk Information and ASR 147 Disclosures 
-----

consider a direct test of the issue as to whether the initial disclosure of 

the present value of noncapitalized leases under ASR 147 , PV a' conveyed "new" 

information relevant to the valuation of lessee common stocks. If the initial 

disclosure of PV a did, in fact, ·convey new information, then market participants 

can be expected to have re-assessed the systematic risk levels so that the 

distribution of "post-disclosure" 13 s is significantly different from that 

prevailin;J before the disclosures: 

(5 ) E ( 13lPVa) 'f E ( 13 }  

where EC13 IPVa} = expected value of the distribution of systematic risks of 
lessees cond itional on PVa, i. e. ,  mean of the "post­
disclosure" distribution of 13s; and 

E ( 13) = expected value of the unconditional distribution of the 
systematic risk of lessees, i. e. , mean of the "pre­
disclosure" distribution of 13 s. 

But, is the direction of the market's potential risk adjustment process 

likely to be upwards [E ( 13 I PVa} > E ( 13)] or downwards [E (13 I PVa} < E (f3}] ? The 
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answer to this important question depends, largely, upon the relationship 

between the pre-disclosure market estimate11 of the present value of 

noncapitalized leases in a lessee's capital structure, PVe, and the actual 
' . 

amount reported under ASR 14 7, PVa. Essentially, given that the s level of a 

firm's common stock is directly related to the amount of debt, including 

financial leases, in its capital structure, the risk adj ustment -- direction as 

well as magnitude -- can be anticipated to be positively associated with the 

market forecast error, [PV a-PV e>. Unfortunately, since PV e is an unobservable 

variable, this issue cannot be tested directly. An examination of the risk 

adjustment experience of lessees in the context of (5 )  above, on the other hand, 

may yield some insights regarding market expectations of the amount of 

noncapitalized leases and related forecast errors. 

Some Design � General Methodological considerations 

An empirical test along th ese lines entails, in principle, a fairly 

straightforward research design. Initially, each firm in the sample composed of 

lessees is assigned to one of two or more groups ( portfolios) on the basis of 

the relative amount of noncapitalized financial leases, i. e. , increase in the 

debt-equity ratio that is attributable to PV a· This permits one to determine 

whether or not the market reaction was homcx.:Jeneous across firms with differing 

amounts of noncapitalized leases in their capital structures. Next, the pre­

and post-disclosure systematic risks of each group are estimated. Finally, 

appropriate statistical tests are performed in order to determine whether the 

estimated post-disclosure S for each of the groups is significantly different 

from its pre-disclosure counterpart. Implementation of this research design, 

however, requires one to address two significant methodological issues: 

identification of the appropriate pre- and post-disclosure test periods and the 

problem of systematic risk changes due to extraneous factors. 

Consider, initially, the issue relating to the identification of the 

relevant time period during which systematic risk adjustments would most likely 

have taken place if, in fact, ASR 14 7 provided market participants with "new" 

information regarding the relative risks of lessees. In order to facilitate 

this identification precess, Figure 1 provides a chronolcx.:Jical listing of the 

critical lease reporting developments that occurred during the period 



FIGURE 1 

CHRONOLOGICAL LISTING OF CRITICAL EVENTS SURROUNDING 
THE DEVELOPMENT OF ASR No. 147 REQUIREMENTS & IDENTIFICATION 

OF TEST PERIODS 

CONTROL & TEST 
CHRONOLOGICAL LISTING OF CRITICAL EVENTS PERIODS 

1/68 

1 
APB Approves/Adopts Opinion 22 (Disclosure of 

CONTROL 
PERIOD 

(48 MONTHS) 

Accounting Policies) 
1172 � ------.--------- I l 

I 
I 

1/73 t APB Issues Exposure Draft (ED) o

. 

f Opinion 31 

4/73 � APB Defers Consideration of its ED 

APB Approves/Adopts Opinion 31 (Effective for 

6173 � fiscal years ending on or after December 31, 19731 

SEC ANNOUNCEMENT OF ASR No. 147 
PROPOSAL 

PRE­
DISCLOSURE 

TEST I 
SUB-PERIOD 
(24 MONTHS 

10/74 t SEC ADOPTED ASR No. 147 JAGGREGATE 

11/74 EFFECTIVE DATE OF ASR No. 147 TEST 

1/74 - - - - - - - - - _ _ _ _ _ _ PERIOD 1 1 
(48 MONTHS) } INITIAL DISCLOSURES UNDER ASR No. 147 

(as well as, APB Opinion 311 

3/74 L 

7/74 I- FASB Lease Discussion Memorandum Issued 

POST- _ 

DISCLOSURE 
TEST I 

SUB-PERIOD 
(24 MONTHS) 

Initial FASB Exposure Draft (ED) Issued I l 7/75 I- (Subsequently replaced by second ED in 1976) 

12/75 ..... �����������������..._� ...... ��_._� .... 
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surrounding the formulation of ASR 147 by the SEX::. A survey of Figure 1 reveals 

that three distinct non-overlapping time periods can be identified in the eight 

years ending December 31, 1975: 

( i) JanuarY 1968-becember 1971: 'Ihis 48-month period might be characterized as 

one in which no substantive lease reporting developments occurred; recall that 

APB Opinions 5 and 7, which specified the reporting standards for lessees and 

lessors respectively, were issued in 1964 and 1966 . Accordingly, these months 

can be employed to estimate the unconditional (or pre-ASR 147) systematic risk 

levels of lessees and, hence, are designated as the control period; 

( ii) January 19 72-December 19 73:  A second important time period revealed in 

Figure 1 is the two years commencing with the adoption of APB Opinion 22 under 

which firms were required to disclose their significant accounting policies, 

including those relating to leases, and ending just prior to the initial 

disclosure of the ASR 14 7 information. This 24 -month period can be 

characterized as one in which the lease accounting controvery resurfaced for the 

first time since the mid-sixties. Not only were the deliberations of the APB 

and SEX:: brought to the attention of market participants, but with the adoption 

of APB Opinion 22 these participants were in a better position to determine the 

specific accounting practices of lessees with respect to their financial leases. 

In  short, if there was an anticipatory market reaction to the initial ASR 14 7 

disclosures, it is likely to have occurred during this period. For these 

reasons, the two years ending December 1973 are included in the aggregate test 

period rather than in the control period. Recognizing, however, that the ASR 

147· information per se was not available to market participants during this time 

pericd, it is designated as the pre-disclosure test sub-period; and 

iii) January 1974-December 1975: Finally, observe that the effective date of 

the ASR 147 disclosure requirements is November 1973 .  Since firms are allowed a 

maximum of 90 days after their fiscal year-end to file the 10-K annual report, 

the noncapitalized financial lease information would have been available for the 

first time in the period commencing the first quarter of 1974 .12 Therefore, it 

seems reasonable to view the 24 months following December 19 73 as the post­

disclosure test sub-period. 

Note that a comparison of the systematic risk levels in the aggregate test 
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period (January 1972-December 1975) with those in the control period (January 

1968-December 1971) permits one to ascertain the average market reaction to the 

lease accounting policy deliberations in general and to the ASR 147 disclosures 

in particular. In coatrast, the timing of the market reaction to the ASR 14 7 

disclosures can be ascertained by examining the systematic risk levels in the 

pre-disclosure (January 19 72-December 1973) and post-disclosure (January 1974-

December 1975) test sub-periods in relation to the risk levels prevailing in the 

control period. 

The second maj or implementation issue concerns the problem of potential 

biases which affect inter-temporal comparisons of systematic risk. Research by 

Blume [1971, 1975 ]  among others indicates that the estimated systematic risks of 

irrlividual securities, and to a lesser extent portfolios, exhibit a tendency to 

regress towards the grand mean of unity -- the S for the market portfolio -­

over time. MoreQIJ'er, the severity of this phenomenon appears to be positively 

associated with the deviation of the estimated parameter from unity, i. e., the 

more extreme the estimated S high or low -- in one period, the higher the 

likelihood that it is less extreme in the next period. Since this source of 

potential bias can seriously affect our assessments of the risk levels of 

lessees in the control, pre-disclosure and post-disclosure test periods, it 

seems essential that a methodological approach which explicitly controls for it 

is employed in our experiment. 

One such approach was advcx:::ated initially by Gonedes [1975 ] and entails not 

only the selection of "control" samples of nonleasing firms, 13 but also the 

construction of iso-risk portfolios having a S level equal to unity in the pre­

test or control periOO.. Essentially, the individual securities assigned to each 

of the various lease and related control portfolios are combined (weighted) in 

such a way as to result in a portfolio with estimated systematic risk equal to 

unity in the control period, i.e. , January, 1968 -December, 19 71.  The weights 

for the control period are then employed to estimate the portfolio S in the 

subsequent pre- and post-disclosure test periods. As the lease portfolios and 

their related nonleasing counterparts have estimated control period systematic 

risks equal to unity in the context of this methOO.ology, comparisons with the 

estimated risk parameters for the test periOO.s can be expected to be free from 
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potential biases that might be caused by the regression-to-the-mean problem. 

Furthermore, since the effect of changes in general economic conditions on risk, 

if any, can be expected to affect both the lease and nonlease groups, 14 

differences in the risk behavior between the two sets of portfolios can be 

attributed,  more appropriately, to the disclosure of financial lease 

information. 

III . DATA ,  SAMPLE AND MEI'HOD OF ANALYSIS 

Data and Identification of Lease Sample 

A magnetic tape that includes the COMPUSTAT file of financial statement 

data and the related monthly security return file prepared by the Center for 

Research into Security Prices (CRSP) served as the primary database for this 

study. Although CNer 1400 companies are irx::luded in this database, only 152 of 

them satisfied the following three criteria in order to be included in the 

sample of lessees: 

i) Long-term capital structure data, including the present value of 

noncapitalized finarx::ial leases, were available for at least three fiscal years 

following implementation of A.SR 147 (i. e. ,  1973-75 for calendar year firms) ; 

ii) Monthly rates of return on the firm's common stock were available for at 

least the 8-year period commencing January, 1968; and 

iii) The present value of financial lease commitments ( capitalized plus 

noncapitalized) of a firm is equal to at least 10% of its conventional long-term 

debt in each of the fiscal years following implementation of A.SR 147. 

While the first two criteria specify the minimum data requirements of the 

experimental design introduced previously, the third was imposed in order to 

include in the sample of lessees only those firms that engage in a significant 

amount of long-term noncancellable lease financing in relation to conventional 

debt financing. Note that as a result of this requirement the effect of 

financial leases on the debt-equity ratio of all sample firms is at least 10%. 

An industry profile of this lease sample appears in Table 1. It will be 

readily observed that although a fairly wide spectrum of industries is 

represented in the sample, there appears to be some notable exceptions, e. g. 

mining. Moreover, the relatively heavy representation of the service sector 

such as transportation and retail trade reflects the popularity of leasing as a 
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financing device in those industries. It is important for readers to recognize, 

however, that stemming from the database ( COMPUsrAT-cRSP) , the sample probably 

is composed of larger than average firms. As a consequence, the findings 

reported here may not necessarily apply to firms other than those that are 

larger and more established. 

Lease Portfolio Formation and Risk Estimation Issues 
----

From a methodological point of view, the experimental lease portfolios were 

determined by partitioning the sample of lessees on the basis of the relative 

amount of noncapitalized financial leases in their respective capital 

structures. More specifically, the effect of noncapitalized finarx::ial leases on 

the capital structure of each sample firm was computed as the increase in its 

post-disclosure period debt-capital ratio ( capitalization form of the debt­

equity ratio) 15 attributable to the inclusion of the present value of such 

leases. In other words, it was determined as the difference between the average 

debt-capital ratio (OV'er the post-disclosure period) including noncapitalized 

leases and that excluding it.16 Next, these differences representing the 

noncapitalized lease effect for the 152 sample firms were ranked from minimum to 

maximum and the quartiles from the distribution served as the basis for 

assigning sample lessees to one of four groups ( portfolios) , 17 i. e. , lowest 

quartile to lease portfolio Ll, next lowest to lease portfolio L2 and so on. As 

such, portfolio Ll includes lessees whose debt-equity ratios are.least affected 

by the inclusion of noncapitalized financial leases, while portfolio L4 includes 

those lessees whose debt-equity ratios are affected the most. Some summary 

statistics pertaining to the noncapitalized lease effect, as well as the capital 

structure of firms included in each of these four portfolios is presented in 

Table 2. 

As might be expected, the effect of noncapitalized financial leases varies 

quite dramatically across the foor experimental portfolios. For instance, while 

such leases represent, on average, less than 1% of the long-term capitalization 

of firms included in portfolio Ll, they simultaneoosly account for over 25 % in 

the case of lessees included in portfolio L4 ( see column (1 )  in Table 2) . 

Additionally, it woold atpear from a comparison of either columns (1) and (3) or 

columns (3 )  and (5 ) that the incidence or degree of noncapitalized lease 
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financing is somewhat inversely related to the amount of outstanding 

conventional debt (including preferred stock and capitalized lease obligations) . 

The range of the post-disclosure ratios shown in column (5 ) ,  consequently, is 

not as large as that implied by the noncapitalized lease measure reported in 

column ( 1 ) . Finally, the degree of stability or instability in the capital 

structure of lessees (OITer the control and post-disclosure periods) that can be 

attributed to factors other than noncapitalized leases is revealed by a 

comparison of the debt-capital ratios in columns ( 2) and (3 ) .  It will be 

readily observed that the dif ferenc:es between the ratios ar:plicable to the two 

periods are marginal at best. Statistical test results, in fact, indicate that 

these amounts are not significantly different from zero at any reasonable 

probability level. In other words, the null hypothesis of stability in the 

reported capital structure -- excluding the effect of nonc:apitalized financ:ial 

leases - for each of the four groups of lessees cannot be rejected. 

The analysis then entailed the construction of an iso-risk portfolio with 

estimated control period f3 equal to unity for each group of lessees. In this 

regard, the systematic risk ( S) of each firm in the sample was estimated for the 

control period by regi:essing its excess return - monthly rate of return net of 

the corresponding return on 30-day treasury bills -- on that for the "market" 

portfolio, 18 using 48 months of data ending December 197L Next, the firms in 

each of the four lease portfolios were ranked on their control period 

S estimate from minimum to maximum. The lower and upper halves of the ranked 

array for each lease portfolio then were used to form two groups -- a low and a 

high risk group - and the relative (control period) systematic risks for each 

of these risk groups were computed as the arithmetic average of the control 

period S estimates applicable to the individual securities. Third, for each of 

the four lease portfolios, an iso-beta portfolio with estimated control period 

systematic risk equal to unity was constructed as a linear combination or 

weighted avera:je of its related low and high risk groups.19 

Table 3 presents some data on the control period risk estimates and level 

of diversification for the four lease portfolios, as well as the aggregate 

sample. At least two facets should be noted. First, the relative risk levels 

for the four lease portfolios with unequal ( actual) control period S s range 
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from a low of 0.986 for L3 to a high of 1.099 for L4 . Parametric analysis of 
.... 

covariance reveals that these ep, indeed, are significantly different from each 

other. On the other hand, by construction, all of the equivalent risk 

counterparts have estimated control period 8 s equal to unity. These latter 

portfolios of lessees, consequently, can be expected to be less affected by the 

regression or risk estimation biases described previously than their unequal 

risk counterparts. Second, consistent with expectations all of the portfolios 

are well diversified. This observation is substantiated by the coefficients of 

correlation between the excess returns on the variais lease portfolios and that 

on the "market" portfolio (Fisher Index) : the correlation coefficients for the 
" 

lease portfolios with control period 8p equal to unity are all in excess of 

0 .97 . 

Finally, systematic risk estimates for each of these lease portfolios with 

equivalent control period risk were obtained for the various test periods -­

aggregate (1/72-12/75 ) ,  pre-disclosure (1/72-12/73) and post-disclosure (1/74-

12/75) -- by regressing the portfolio's excess return for the a:wlicable mooths 

on that for the "market" (Fisher Index) .20 Multivariate statistical procedures, 

which are el aborated on a later point, were employed to determine whether 

significant changes in the systematic risk parameter oc curred between the 

control and test periods, as well as between the pre- and post-disclosure 

subperiods. 

Selection of Control Portfolios and Related Estimation Issues 
� �-

While the construction of iso-risk portfolios attempts to overcome the 

regression-to-the-mean problem, that methc::rlolo;w does not explicitly control for 

the effect of exogenous factors such as, for instance, changes in general 

economic conditions on risk. 2 1  As mentioned pr eviously, this can be 

accomplished by examining the risk behavior of the (financial) lease portfolios 

vis-a-vis control portfolios of firms that do not engage in financial leasing 

(hereafter, referred to as nonleas ing firms for convenience) . 22 For each of the 

four experimental portfolios of lessees accordingly, control portfolios of 

nonleasin:J firms were constructed by matching on the basis of estimated control 

period systematic risk.23 

More specifically, a sample of 734 nonleasing firms was identified at the 
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outset,24 and the control period systematic risk for each of these firms was 

estimated by regressing its excess return on that for the "market" portfolio 

(Fisher Index), using 48 months of data ending December 1971. Next, the 38 

firms included in each of the four lease portfolios were ranked on control 
,... 

period 13 ,  a procedure that was repeated for the sample of nonleasing firms. 

The risk distribution applicable to a given lease portfolio was compared with 

that for the nonleasing sample and, for each of the four lease portfolios, 38 

nonleasing firms were selected by matching (lease and nonlease firms) on control 

period S to constitute its first control group (portfolio).25 A further nine 

control groups � each consisting of 38 nonleasing firms � then were identified 

in an anal03oos manner for each of the foor lease portfolios. 26 Finally, the 10 

groops of nonleasing firms pertaining to a given experimental lease i:ortfolio 

were combined to form a "composite" control portfolio. 

Each of these composite portfolios shoold be viewed as a highly diversified 

portfolio of nonleasirg firms, which have control pericrl risk levels that are 

equivalent to those of their leasing counterparts. The level of 

diversification, in fact, can be expected to be sufficiently high that each of 
the composite portfolios can be employed as a surrogate for an appropriately 

levered "market" portfolio, i.e., the returns on the two portfolios can be 

expected to be highly, if not perfectly correlated. Under these circumstances, 

the nondiversifiable risk of a lease portfolio relative to its control 

counterpart can be specified as: 

(6) 
,... 

� - - .... 

�L = p(r£,r�)cr(r£)/cr(rc> 

where �L = estimated nondiversifiable (systematic) risk of lease i:ortfolio L 
(L=Ll, ••• ,L4) relative to its composite control portfolio C 
(C=Cl, • • •  ,C4) ; 

p(r£,rb) = coefficient of correlation between the excess return on the lease 
portfolio, r£, and the excess returns on its control counterpart, 
r '"• and C' 

cr(r£>, cr(r�) = standard deviation of the excess returns on portfolios L and c 
respectively . 

... 

Note the � L represents a measure of the volatility of lease i:ortfolio L vis-a-

vis its control counterpart C and can be estimated as the slope of an OLS 

regression of r� on rc.27 Perhaps the principal advantage of this risk measure 

is that it can be tested conveniently in both inter-temporal and cross-sectional 
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settings. 

Table 4 includes some descriptive statistics on the four composite control 

portfolios (designated as Cl through C4) and their related sub-portfolios. The 
,., 

equivalent ·risk versions with control period Sp equal to unity were constructed 

by employing prcx:::edures that were described previcusly in connection with the 

formation of the iso-risk lease portfolios. An examination of the mean square 

error (MSE) or mean absolute deviation (MAD) statistics reported in Table 4 

confirms that the lease and control portfolios are similar in terms of control 

period systematic risk. For instance, the absolute deviation between the risk 

levels of securities in the lease portfolios and those included in their control 

counterparts range, on average, from 1.128% for Cl to 2 .515% for C4. 

Furthermore, consistent with expectations, all of the composite control 

portfolios are highly correlated with the Fisher Index. In fact, over 99% of 

the variability in the excess returns on the equivalent risk versions of 

portfolios Cl-C4 is explained by the Fisher Index (see the coefficients of 

determination, p2, shown in the last column). This, of ccurse, suggests that it 
" 

is appropriate to employ portfolios Cl-C4 for the estimation of <l>L(L=Ll, ••• ,L4). 

rJ. DISCUSSICN OF EMPIRICAL RFSULTS 

Risk .Adjustment Experience of the Lease and Related control Portfolios 

Some measures pertaining to the risk behavior of the lease J.X)rtfolios (with 
ccntrol period BP equal to unity) and their composite nonleasing counterparts28 

over the three periods of interest -- the aggregate test period (1/72-12/75), 

the pre-disclosure test subperiod (1/72-12/73) and the post-disclosure test 

subperiod (1/74-12/75) - are presented in Table 5. Specifically, Panel A shows 

for each of these test periods: (i) the systematic risk estimates for the foor 
h 

lease portfolios, SL, along with the estimated parameter for the corresponding 
h 

control portfolios, Be; (ii) two indicators of the volatility of the lease 

portfolios relative to their nonlease control composites -- ratio of estimated 

systematic risks, "s uSc' and the risk measure ;L; and (iii) the coefficients of 

correlation between the excess returns on a given lease µ:>rtfolio, its control 

portfolio and the "market" portfolio (Fisher Index). 29 Panel B of Table 5 

includes some statistical test findings regarding these risk measures. Several 

aspects of the results just presented shruld be highlighted. 
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Consider, initially, the systematic risk experience during the aggregate 

48-mcnth test perioo ending December 1975. At least three interesting phenomena 

are revealed by a survey of the results in columns (1) ... (4) of Table 5. First, 

observe that the estimated systematic risk levels of all foor ccntrol portfolios 
" 

of nonleasing firms, S c' are in the ran:Je of 0.887-0.902 for the aggregate test 

period (1/72-12/75) . Since all of the portfolios, by construction, have 

estimated systematic risks equal to unity in the pre-test or control period 

(1/68-12/71) , the risk levels awear to have declined by aboot 10-11% during the 

aggregate test period. As mentioned previously, these declines should be 

attributed to the impact of changes in general economic conditions on risk and, 

consequently, can be expected to affect the lease :sortfolios as well. 3 0  

Second, a seemingly differential market reaction -- in terms of systematic 

risk revaluations --to the four groups of lessees is revealed in Panel A of 

Table 5. On the one hand, the risk experience of lease portfolios 1 and 2 

(i. e. , Ll and L2) , which include lessees with a lower than average amount of 

nonc apitalized leases in their capital structures appear to parallel that of 

their nonleasing counterparts. Note, in this regard, that the estimated 

systematic risks of portfolios Ll and L2 declined from unity in the control 

period to 0.924 and 0.943 in the aggregate test period, respectively. Moreover, 

results of statistical tests (analysis of cO\Tariance) ,31 as shown in line (i) of 

Panel B, ccnfirm that the 1972-75 risk levels of these two groups of lessees are 

not significantly different from the corresponding levels of their control 

portfolios. In other words, the systematic risk experience of portfolios Ll and 

L2 during the aggregate test perioo is statistically indistinguishable from that 

of control samples of nonleasing firms. 

On the other hand, a remarkably different configuration of risk adjustments 

awears to have been encountered for those lessees included in portfolios L3 and 

L4 -- lessees with a higher than average amount of noncapitalized leases in 

their capital structures. While the 1972-75 systematic risk levels of their 

control portfolios declined to 0.893 and 0.887, the corresponding parameter for 

these two groups of lessees increased to 1. 01 and 1. 18 respectively. The risk 

levels of lease portfolios L3 and L4 , in other words, appear to have been 

revalued upwards vis-a-vis their control counterparts by about 13 % and 3 3 %  
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,., " 

respectively, i. e., the systematic risk ratios ((3L/f3c) increased from unity in 

the control period to 1.132 and 1.33 1  respectively, in the aggregate test 

period. Furthermore, statistical test results reported in line {i) of Panel B 

indicate that the 1972-75 risk levels of these two groups of lessees, indeed, 

are significantly different from that of their control portfolios: the null 
,., 

hypothesis S L = S c can be rejected at the 5% level or higher. 

'!bird, it w01ld appear that the preceding remarks are also tenable in the 

situation where the nonleasing composite portfolios are employed as surrogates 

for the "market" index in the estimation of systematic risk. This can be 
,. 

observed by comparing the configuration of the risk measure <I> L in columns {1) -
,. ,.. 

{4) of Panel A with the corresponding values of the quotient a L/Sc. The 

remarkable similarity between the measures can be attributed to the high inter-
,.. 

correlation levels shown in Panel A of Table 5 .  N'.:>te that the measure <l>L is the 

estimated slope of an ordinary least squares regression of the excess returns 

for a given lease portfolio, ri, on that for its control composite, r�. 

Standard univariate tests for regression coefficients,32 moreover, indicate that 

while the estimated parameters for portfolios Ll and L2 are not significantly 

different from unity during the aggregate test period, they are indeed 

statistically different in the case of L3 and L4 {see test {ii) in Panel B) . 

These findings, of course, are consistent with those reported above in 
,.. ,.. 

connection with S L and S c. 

,.. ,. 

" 

As mentioned previously however, one advantage of the measure <l>L over its 

SrfSc counterpart is that it can be tested quite conveniently in a multivariate 

setting as well. In this regard, lines {iii) - (v) in Panel B present the results 

of some cross-sectional multivariate tests {analysis of covariance) 33 of the 

hypothesis that the market's reaction during the aggregate test period was 

homog eneous across the four groups of lessees, i.e., the estimated regression 
,.. " 

coefficients - slopes { <l>L) and intercepts � L) - are the same across the four 

lease portfolios. A quick survey of these results confirms the presence of a 

differential market reaction over the aggregate test period: the joint null 
,. ,.. 

hypothesis of equality in <l>L and aL for the four groups of lessees can be 

rejected at the 1% level or higher {see test {v) in Panel B) . The results for 

tests  {iii) and ( iv) ,  furthermore, indicate that this rejection can be 
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" 

attributed solely to $L. In other words, from a cross-sectional viewpoint the 

systematic risk experience of the fou r  groups of lessees was, indeed, 

significantly different during the aggregate test period. 

The discussion to this point has been premised on an analysis of the 

average market reaction in the 48 months surroorrling the initial finarx::ial lease 

disclosures. One shortcoming of this analysis is that it masks an examination 

of the timing of the market's reaction to the initial ASR 147 lease disclosures. 

Yet, such an examination is essential if one is to determine whether the initial 

ASR 147 disclosures per se comeyed new information to warrant risk adjustments 

in the post-disclosure period (1974-75) or whether market participants, by 

turning to alternative sources, had corr ectly anticipated the information 

effects of the initial disclosures and had impourrled �t in stock prices during 

the pre-disclosure period (1972-73 ) .  The aggregate 48-month test period, 

therefore, was sub-divided into two nonoverlapping periods - pre-disclosure and 

post-disclosure test subperiods -- and the risk levels prevailing in each of 

these two subperiods were estimated for the various lease and control 

portfolios. These estimates along with related statistical test results are 

shown in columns (5) - (12 )  of Table 5 .  Moreover, to facilitate a visual 

examination of the timing of the market's risk adjustment process, "moving" 

systematic risk estimates ( SL,Sc and $L) were obtained for each month in the 

pre- and post-disclosure subperiods by using 24 months of historical data.34  
,., ,., 

Plots of the "moving" .st and S c parameters -- in six month intervals -- are 
,., 

irx::luded in Figure 2 ,  while the corresponding graphs for the risk measure cj>L and 

the quotient VS
c are contained in Figure 3. 

An examination of these results irrlicates that while lease portfolios L2 

and L3 did not experience aey significant adjustments in their systematic risk 

levels during the pre-disclosure test period (1972-73) , this does mt seem to be 

the case for Ll and L4. During the two years prior to the release of ASR 147 

data, market participants appear to have reassessed the risk levels of these two 

groups of lessees upwards ( vis-a-vis their control counterparts) by about 12-13% 

and 23-25% respectively. �te, in this regard, that the systematic risk ratio 

SL/Be for Ll and L4 increased from unity to 1. 129 and 1.246 in the pre­

disclosure subperiod, while the relative risk measure � L increased to Ll25 and 
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1.228 respectively ( see Panel A of Table 5 ) . Additionally, the univariate 

statistical results reported in Panel B of that table ( tests {i} and ( ii} l 

irrlicate that the pre-disclosure risk levels of only these two lease portfolios 

are significantly different from that of their control counterparts. 

Turning to the post-disclosure test period results (1974-75 }, one firrls a 

somewhat different set of risk adjustments. On the one hand, the post­

disclosure risk level of portfolio Ll in particular appears to have been 

revalued downwards, quite substantially, relative to its control group: observe 
,.. ,.. " 

that the measures SLl/S cl and <!> L1 declined from pre-disclosure levels of 1.129 

and 1.125 respectively to 0.982  and 0.9 75 in the post-disclosure subper iod. 35 

The relative risks of portfolios L3 and L4 , on the other hand, appear to have 

experienced further upward adjustments vis-a-vis their control counterparts. 36 

For example, note that the systematic risk ratios {S L/Sc) for L3 and L4 

·increased from 1. 051  and 1.246 in the pre-disclosure subperiod to 1.145  and 

1.351 in the po st-disclosure subperiod, respectively. Univariate tests {see 

lines ( i) -( ii) in Panel B of Table 5) , moreover, confirm that the post­

disclosure risk levels of these two groups of lessees, indeed, are statistically 

different from the corresponding values applicable to their control portfolios. 

A final point should be no.tea in connection with the results in Table 5.  

Essentially, the multivariate statistical results reported in lines (iii) -( v} of 

Panel B reveals an interesting finding: while the null hypothesis of equality 

in � L across the four groups of lessees can be rejected for the post-disclosure 

sul:pericrl, it cannot be rejected at even the 10% level of significarx::e for the 

pre-disclosure subperiod. It would appear, accordingly, that from a cross­

sectional perspective the market, in fact, did react differentially to firms 

included in the four lease portfolios, but only in the post-disclosure 

subperiod, i. e. , the time period following the release of ASR 147 lease 

information. 

The preceding analysis relies on the composite portfolios of nonleasing 

firms as a means of controlling for the effects of exo:3'enous factors on the risk 

parameter. To what extent, however, are the related results sensitive to the 

use of alternative control portfolios? In order to address this issue, the 

analysis was repeated but in this instaoce by employing the 10 control groups or 
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subportfolios of nonleasing firms that pertain to each of the four composite 

portfolios. 37 Recall that each of these composite control portfolios was formed 

by combining the securities included in their respective subportfolios (see 

Table 4) . 

Table 6 shows for the three alternative time periods of interest': (i) the 

ratio of the systematic risk estimate for a given lease portfolio cS L) and that 

for each of its 10 control counterparts (S� , i' i = 1 ,  • • •  , 10 ) ; and (ii) the 

computed F-statistics, in parentheses, assoc iated with the test of the null 

hypothesis that SL = Bc, i" To facilitate comparisons, the corresponding results 

for the composite central portfolios are also included. 

A line�-line survey of Table 6 indicates that the risk measure reported 
"" ,., 

there ( SL/Sc, i) is quite sensitive to the choice of a control sample. While 

this remark applies to all four lease portfolios, the results of significance 

tests are affected especially in the case of portfolios Ll in the pre-disclosure. 

test period (1972-73 ) ;  L2 in the pre-disclosure (1972-73 ) ,  as well as cggregate 

(1972-75 ) perioos; and L3 in the post-disclosure (1974-75) and aggregate (1972-

75 ) periods. Notwithstanding these differences, the relationships discussed 

previoosly in connection with the composite control portfolios, by arrl large, 

are also conveyed in Table 6 .  This, of course, is to be expected: the use of 

the composite portfolios can be viewed as a convenient way of combining or 

aggregating the results pertaining to the individual control subportfolios. 

Hyp:?thesis Testing in �Multivariate Time-Series Framework 

A final issue remains outstanding. Essentially, to what extent is the 

configuration of risk adjustments described abolTe consistent with the hypothesis 

that the ASR 147 lease disclosures conveyed "new" information relevant to equity 

valuation? As mentioned previously (see relationship (5 ) in Section II) , a test 

of this issue requires one to determine whether the post-disclosure risk levels 

of the lease portfolios are statistically different from those prevailing in the 

pre-disclosure subperiod. Similarly, a significant difference between the pre­

disclosure subperioo arrl control perioo risk levels woold be consistent with the 

statement that the market attempted to impourrl the risk-information effects of 

the ASR 147 disclosures prior to their initial release. In short, it appears 

necessary to test, statistically, for the significance of changes in risk levels 
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of the lease portfolios ( relative to their nonleasing control counterparts) 

between the alternative control and test periods of interest. 

Accordingly, the monthly excess returns pertaining to the lease portfolios 

and their control oomposites for the 8 years ending December 1975 initially were 

cast into a one-way analysis of covariance layout. This layout explicitly 

allowed for the effects -- intercepts and slopes ( the risk measure <f>L} -- to 

vary not only across the four groups of lessees, but also over the various 

experimental periods. Next, the differences between the estimated slope 

coefficients or relative risk parameters for the alternative time periods in 

particular were tested in the context of a multivariate framework by employing 

the Scheffe Interval Test, or the "S-method" as it is referred to in Scheff� 

[1959] • 

Table 7 presents the results of the Scheffe test in connection with null 

hypotheses involving the aggregate test period ( Panel A) , as well as the 
" 

individual test subperiods ( Panels B & C) . Note that the parameter <l>i, ( j) 

represents the estimated difference between the relative risk measure of 

portfolio L in test period j and that of the lease portfolios pooled in the 

control pericrl:38 

(7) � � ( j) = � L ( j) - �LP(k) j F k 

where � L( j) =relative risk estimate of lease portfolio L in test period j; 
L = Ll, ••• ,L4 and j =A ( aggregate test period: 1/68 -12/75) , 
B ( pre-disclosure subperiod: 1/7 2 -12/7 3 ) , and C ( post­
disclosure subperiod: 1/74-12/75) ; and 

$ LP( K) =estimated risk of lease portfolios pooled in control period 
K( l/68-12/71) . 

A survey of the results in Panel A shows that the joint null hypothesis 
"'* "'* "* ... * <l>Ll ( A) = <l>L2 ( A) = <PL3 ( A) = <l>L4 ( A) = 0 can be rejected at the 1% level or higher. 

MoreOller, tests of the individual components of this joint hypothesis indicate 

that this rejection can be attributed, prirx::ipally, to lease portfolios L3 and 

L4. This, of course, suggests that at least for these two groups of lessees 

market participants did, in fact, attempt to impound the risk-information 

effects conveyed by the noncapitalized lease data in the aggregate 4 8-month 

pericrl COllering the lease accoonting policy deliberations and the initial ASR 

14 7 disclosures. 

Turning to Panel B of Table 7 one finds some evidence as to whether the 
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relative risks of the lease portfolios are significantly different in the 

respective pre-disclosure (B) and post-disclosure (C) test subperiods vis-a-vis 

the control perioo. It will be readily noted that with the exception of �IA (C) , 

none of the parameters are statistically significant at even the 10% leveL In 

other words, the results in Panel B indicate that the relative risks of lease 

portfolios Ll-L3 in both the pre-disclosure and post-disclosure subperiods are 

not significantly different from the levels prevailing in the control period. 

On the other hand , while the post-disclosure risk level of portfolio L4 is 

statistically different from that in the control period, this is not the case 

for the pre-disclosure parameter. 

It is important to recog nize that these latter results are based on an 

analysis of covariance layout which allows for the risk adj ustments to vary 

between the four groups of lessees in both the pre-disclosure and post­

disclosure subperiods. To what extent, however, are they sensitive to 

alternative specifications? For instance, cross-sectional test results 

discussed previoosly (see Table 4) indicate that it woold be more appropriate to 

employ a layout which allows the risk adj ustments to vary between the four 

groups of lessees, but only in the post-disclosure perioo. 39 Consequently, the 

lease portfolios were pooled during the pre-disclosure period to obtain an 

estimate of the pooled parameter $tp(B) and the results of the Schef� test for 

this alternative specification are shown in Panel c. 

An examination of Panel C reveals that in addition to �� (C) , the estimated 

parameters $�(B) and $L3(C}- are stochastically different from zero albeit at a 

lower (10%) level of significance. This result suggests that, contrary to the 

discussion in connection with Panel B, a significant risk adj ustment appears to 

have occurred during the pre-disclosure period . Further, the post-disclosure 

risk levels of both lease portfolios L3 and L4 are statistically different from 

those prevailing in the control perioo. Additional multiple comparison tests, 

however, indicate that while the post-disclosure parameter for L4, �*L4 (C) , is 

stochastically different ( larger) than the pooled pre-disclosure estimate, 

�tp (B) , this is not the case for lease portfolio L3. 

These empirical findings are consistent with the hypothesis that the 

initial ASR 147 lease disclosures did , in fact, convey sufficiently "new" 
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information so as to cause market participants to reassess the relative risks of 

the common stccks of lessees included especially in portfolio L4. The evidence 

as to whether a statistically s ignificant market reaction occurred in 

antic ipation of the ASR 147 disclosures is less clear cut. While the 

multivar iate tests in Panel B of Table 7 deny the existence of such an 

anticipatory reaction, those reported in Panel C confirm the presence of one -

albeit somewhat weakly -- dur ing the two-year per iod preceding the initial 

release of ASR 147 data. 

V. StMo1ARY AND CCNCLUSIOOS 

Th is paper has attempted to evaluate, emp ir ically, whether the ASR 147 

disclosures of the present value of noncapitalized financ ial leases conveyed 

information regardin;J the relative risks and, hence, valuation of lessee common 

stocks. By and large ,  the ev idence presented here is consistent w ith the 

information content hypothes is :  the present value disclosures under ASR 147 

did, indeed , convey information relevant to r isk-return assessments. In 

particular, the results irrlicate that in the time period surroorrlin;J the initial 
ASR 147 disclosures, market partic ipants appear to have adj usted upwards the 

nondiversif iable risk levels of the common stocks of lessees vis-a-vis those for 

control samples of nonleasing firms. This market reaction appears to be 

especially observable for les sees w ith a higher than average amount of 

noncapitalized financial leases in their capital structures. Furthermore, the 

configuration of risk adjustments from a temporal viewpoint irrlicates that the 

ASR 147 disclosures contained sufficiently "new" information so as to cause 

significant r�isions in the relative risk assessments of market participants. 

This appears to be the case despite possible market attempts to impound the 

r isk-informat ion effects in advance of the d isclosures. It would appear,  

according ly, that the SEC's views concerning the potential utility of the 

noncap italized lease information were shared by investors and other capital 

market cgents. 
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Footnotes 

1. The pr inc ipal character istic of a financial (or financing) lease is the 
lessee's intention to acquire substantially all of the economic property rights 
vested in the asset and to employ the contractual arrangement as a device for 
financ ing this transaction. Consequently, the term of a financ ial lease, 
usually,  corresponds qu ite closely to the service life of the asset, and the 
contractual comm itment, normally, is noncancellable. Having conveyed 
substantially all of the economic benefits and risks incidental to ownership of 
the asset, the lessor 's  role is reduced, pr imarily, to one of providing a type 
of debt-finan:::ing service. 

2 .  See, for ins tarx:::e ,  FASB [ 197 4] • 

3. See Accounting Ser ies Release 147 ,  SEC [ 197 3 ] . Effective as of November 
1973, the disclosure requirements of ASR 147 are extensive arrl parallel those of 
FASB Statement 13 { see FASB, 1976) . Although the capitalization bas is of the 
accounting and report ing standards at that time (APB Opinions 5 and 3 1) was 
unaltered, ASR 147 extended the disclosure requirements to include, in 
particular : { i) the present value of "noncapitalized financ ial leases" ; ( i i) 
the interest rate used in computin;J the present value; arrl {iii) the impact on 
net irx:::ome if such noncapitalized financial leases were capitalized. Since the 
capitalized amount of these finan:::ial leases was disclosed urrler APB Opinion 5 
and 3 1, the ASR 147 footnote disclosure of the noncap italized amount enables 
investors to determine the aggregate present value of such leases in a lessee's 
capital structure. 

4. There are two reasons why the information content tests were not extended 
to irx:::lude the FASB Statement 13 disclosures. First, significant problems were 
enca.mtered in obtaining sufficient post-disclosure data. Second, and perhaps 
more impor tantly, it can be argued that as ide from the form of d isclosure 
(capitalization vs. footnote presentation) and some technical details, the FASB 
13 requ irements are virtually identical to those of ASR 147 .  Under these 
circumstances, the FASB 13 disclosures (effective from 1977) cannot be expected 
to corwey new information -- information CNer arrl abOlle that available to market 
participants under ASR 147 since 1973. 

5. The findin;Js reported in this paper are at variance with those of Finnerty, 
Fitzsimmons and Oliver [1980] , who state that their empirical results lead to 
the conclus ion that the SEC's  ASR 147 "had little effect  on the market's 
assessment of systematic risk." A careful examination of that work, however, 
reveals that it contains ser ious methodolog ical shortcomings, e.g. failure to 
deal with the problem of measurement errors, including the effect of the widely 
documented "regress ion-to-the-mean" b ias on systematic risk. The effect  of 
these limitations is to bias the results in favor of the null hypothes is of no 
observable effect on r isk levels. To some extent the authors recognize this 
when they indicate that future research involving the creat ion of portfolios 
cruld be undertaken to CNercome the problem. 

6 .  The issue as to whether  this well-known model does,  in fact, have 
descriptive validity as an equilibr ium model of capital asset pr ices is 
controversial and has attracted considerable attention. For a recent survey of 
the urrlerlyin:J issues, see Ross [1978] . 

7. Marg inal asset risk is defined as the contr ibution of that asset to the 
standard deviation of the returns on the market portfolio: 
lj P(rj , rm) a (rj ) = a (rm> ·  
8 .  See, for exanple, Turnbull [1977] . 

9. These resu lts are obtained in the context of a firm with no debt in its 
cap ital structure which then issues debt and uses the proceeds to reduce its 
equity. Furthermore, it is premised on assumptions that parallel those 
underlying the capital asset pr ic ing model in (1) above, e.g. borrow ing and 
lending at the r isk-free rate ,  and no corporate income taxes. While the 
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relaxation of these assumptions and related paradigm alters the functional form 
of the relationships introduced here, it adds little insights, if any, for our 
purposes .  

10. Bowman ( 1980] addresses th is issue , empir ically, by estimating the 
parameters of a cross-sectional model that is derived fran equation (4 ) . 

. . 

11. Although the present value of noncapitalized financial leases per se (PV ) 
was not generally available to market partic ipants pr ior to the ASR if? 
disclosures; other pieces of information concerning the lessee's lease financing 
activities (such as rental expense, schedule of annual rentals and the amount of 
capitalized leases,  if any) were disclosed in its financial statements. Under 
these circumstances, it seems reasonable to exPect market participants to have 
attempted to estimate the present value number -and its effect on the systematic 
risk of the lessee's common stock. 

12. Str ictly speak ing ,  this is applicable for firms with fiscal years ending 
December and January. An examination of the fiscal year-ends of sample firms 
investigated here reveals that over 80 % of them are in December and January ; 
over 90% are in December-March. Sensitivity analysis reveals that the findings 
repor ted in th is paper ar e v ir tually unaltered i f  f i rms  hav ing non­
Decernber/January fiscal year-ends are excluded from consideration. 

13 . Specific selection procedures are described at a later point. 

14. Assuming, of course, that the relative risk profile of the two groups are 
the same in the pre-test or control period. The sample of nonleasing firms was 
selected in such a manner that this cr iterion is satisfied. · 

15. The capitalization form of the debt-equity ratio was used in order to 
minimize potential problems that might ensue because of nominal, or negative 
amounts of equity and was defined as: the book value of long-term debt capital 
(conventional debt , pr<�ferred stock , capitalized financial leases plus when 
applicable noncapitalized financial leases) divided by the book value of total 
long-term capital (debt capital as above plus book value of common equity) . It 
can be demonstrated, analytically, that the relative rankings and, therefore, 
classification of lessees into groups (portfolios) is insensitive to the 
definition of the debt-equity ratio as either debt-to-common equity or debt-to­
total capitalization. 

16. The debt-capital ratios for this purpose were based on 1973-75 financial 
statement data ; the computed ratio applicable to each of these years was 
averaged. 
17. Althoogh the construction of four groups or portfolios is arbitrary, that 
number represents a balance between obtaining as large a spread in the 
noncapitalized lease effect as possible and a reasonable number of securities in 
each portfolio. Note that since the sample is composed of 152 lessees, each of 
the four portfolios contains 38 firms. 

18. Fisher 's  Ar ithmetic Index [ see Fisher , 1966 ]  was considered to the 
surrogate for the "market 11 portfolio. 

19 . The weights assigned to the two groups are :  

s - 1  1 - ·@ P,H P ,L  
Wp L = 

-.... ------ . Wp H = -------' SP,��P,L ' �P ,H - �P ,L  
where Wp L' Wp H = weights assigned to the low (L) and high (H) r isk ' ' groups associated with lease portfolio p; note Wp,L + " .... Wp H = l ;  

SP,Lr SP,H = control period systematic risk estimates for low and 
high risK groups associated with lease portfolio p. 
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For an elal:x>ration, see Gonedes [1975] . 

20. The monthly rates of return relating to the iso-risk lease portfolios were 
computed as a weighted average of the returns on its corresponding low and high 
r isk subportfolios by employing the control per iod weigbts ,  Wp L and WP H' descr ibed in note 19. The excess returns , in turn, were determined as �ne 
monthly portfolio returns net of the applicable rates of return on the risk-free 
asset (30-day treasury bill) . 
21. Turnbull [1977] , for example, develops an analytical relationship between 
general economic variables and the systematic risk of a firm. 
22. For our purposes ,  "operating leases"  are viewed as executory rental 
contracts . 

23.  An attempt was also made to match firms by industry composition. 
Unfortunately, this was not poss ible for several of the industry categor ies 
(e.g. transportation and retail trade} due to the widespread prevalence of 
f inarx::ial leasing. Furthermore, in many cases industry based matching yielded 
substantial divergences between the control period B of a lessee and that of its 
nonleas in9 control counterpart. This,  of course, suggested that the overall 
nondiversifiable risk characteristics of the two sets of firms were quite 
different. Accordingly, the selection of control firms on the basis of industry 
composition per se was abandoned. In any event, sensitivity analysis reveals 
that the results reported in this paper are unaltered even if control firms were 
selected by matching on control per iod B but from a sample of only those 
nonleasing firms belonging to the industries shown in Table 1. 

24. These firms are included in the COMPUSTAT-CRSP data base that was 
described previously and have neither capitalized nor noncapitalized financial 
leases outstanding , i.e. , none of the firms report the existence of either 
capitalized financial leases in accordance with APB 5/31 or noncapitalized 
financial leases in accordance with ASR 147. 
25. A computer-based sequential selection algor ithm was wr itten for this 
purpose. Essentially, firm k was selected from the nonleasing sample (without 
replacement) to be the control counterpart of lessee j ( j =l,  • • •  , 38) if the 
following condition was satisfied: 

l s j-�I = min lsr-i3t. 1  t=l , 2 , • • •  ,N 
t 

where S j = estimated . control period systematic risk of experimental firm 
,. ( lessee) J ;  and 
Bt_ = estimated control per iod systematic risk of nonleasing firm 

t.  

26. Note that since the selection procedures entail "sampling without 
replacement" , the 10 control groups pertainin9 to a given exper imental lease 
portfolio consist of 380 different nonleasing firms. 

" 

2,_7. It"can be shown that the measure <PL is linearly related to the quotient of 
t. and <Pc = 

" " " 

qi L = K 
• 

[8 L)3 cl 
A - - - -

where B L = p (r£, rn;) a (rI,) /a ( rit;) = estimated systematic risk of lease 
portfolio L relative to the "market" portfolio (Fisher Index} , 
where P (r�,r�} is the coefficient of correlation between the · 
excess returns on L and that on the "market" portfolio m 
(Fisher Index) , and O ( r�) and a (r� } are the s tandard 
deviations for the excess returns on L and m respectively; 

S c = p ('f� , fmJ a (r�} /a (rit;} = estimated systematic r isk of control 
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J;X:)rtfolio C relative to the "market" J;X'.)rtfolio (Fisher Index) ; 
and 

K = [ p(r:L ,rc) I p ( r£, r�) ]  • p (rc,r�) = a constant that is less than 
or equal to unity depending upon the degree of diversification 
of portfolio C. 

28. Results for comparisons with the various individua1 · subportfolios comprising 
the four nonleas ing compos ites are discussed at a later point. Furthermore,  
although the empir ical results presented in this paper are based on the 
equivalent risk portfolios with control period n equal to unity, sensitivity 
analysis reveals that the principal relationshipsPand conclusions are unaltered 
if the actual (unequal) risk portfolios were employed instead. 
29. As shown in note 27 , these correlation coeffic ients help explain the 
relationship between Sr/Sc and �L· 
30. Recall that a given lease portfolio is equivalent to its control 
counterpart in terms of 1968-71 systematic risk, i.e. , risk level prevailing in 
the control period. 

31. This is often referred to as the ''Chow test" in an inter-temporal setting. 
See Johnston [ 1972] or Bolch & Huang [1974] for an elaboration. 
32. F<?r convenience, the F-statist�cs �rtaining to the computed t-values are 
shown in Table 5 .  Note that Fct ;l , r  - tct/2 ; r · 
33 .  An elaboration can be found in, for example, Bolch & Huang [1974] . 

34  • .  Spec ifically, ,beginning wit� January 1972 the "movi�g" SL and 8 c was 
obtained by regressing the appropriate lease/control portfolio's excess return 
on that for the "market" (Fisher Index) by employing data for the 24-month 
period ending with the indicated month (i.e. , January 1972) . By repeating this 
process for each of the remaining months in the pre- and post-disclosure �rioos 
(February 1972-December 1975) , a series of 48 "moving" risk estimates applicable 
to a g iven portfolio were obtained. Note that only those "moving" r isk 
estimates which are separated by at least 24 months can be considered to be 
independent. The "moving" ;Ji estimates were obtained in an analogous manner by 
employing the composite control portfolios as surrogates for the market index. 

35.  The r isk  adjustment exper ience of lease portfolio Ll in relation to its 
control counterpart -- an upward adjustment in the pre-disclosure per iod 
followed by an offsetting downward adjustment in the J;X'.)st-disclosure perioo � 
suggests that market participants may have initially over estimated the amount 
of noncap i tali zed leases in the cap i tal s tructures  of these f irms .  
Consequently, a corrective action appears to have ensued in the period following 
the ASR 147 disclosures. But,  spec ifically, what factors help explain this 
configuration of expectations and, therefore, market reactions? Readers will 
appreciate that an unequivocal answer to this question cannot be provided since 
the under lying market expectations ( forecasting) model is unobservable. An 
examination of the securities included in J;X'.)rtfolio Ll, however,  provides some 
insights. Essentially, although that portfolio includes firms with the least 
amount of noncapitalized leases, it simultaneously is com};X'.)sed of firms with the 
highest level of capitalized leases. It would appear , in effect, that J;X'.)rtfolio Ll firms had capitalized substantially all (over 80%) of their financial leases 
prior to the ASR 147 disclosures. To the extent market forecasts (of the amount 
of noncapitalized lease financing) for J;X'.)rtfolio 1 were based on the magnitude 
of capitalized leases among other factors ,  then it seems reasonable that the 
forecasts can be expected to overestimate the amount of noncapitalized leases in 
the capital structures of the constituent firms. 

36.  This seems to occur despite the potential for �L4 to be downward biased 
during the post-disclosure period (vis-a-vis the pre-dlsclosure per ioo) because 
of the regression-to-the-mean phenomenon. Note that the estimated risk 
parameter for the pre-disclosure perioo is significantly in excess of unity. 
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37. rrize higher levels of unsystematic risk associated with these subportfolios 
(see p (r ,rm) in Table 4) suggest that it would be inappropriate to view them 
as surraj'ates for the "market" index. The r isk measure $L' accord ingly, was 
excluded from our analysis. 

38. 'As might be expected, cross-sectional tests confifm that the control period 
(1/68-12/71} regression relationships -- intercepts [ct r. (K) ]  and slopes [cj> r.JK) ]  

� are homogeneous across the four groups of lessee�. Recall that the -i:our 
lease portfolios and their control composites, by construction, have,..� s equal to 
unity dur ing this per iod. Moreover , note that the parameter <J>L(j )  can be 
estimated, quite conveniently, in the context of a regress ion model w ith 
appropriate "dumny" variables for lease classes and experimental time periods . 

39 .  Readers will appreciate that the specification or choice of a layout, a 
priori, is hindered if not prevented by the lack of knowledge of the underlying 
expectations model ( re. noncapitalized lease effects} emplo¥ed by market 
participants. Therefore, both versions are presented for evaluation by readers. 

40 .  On the basis of the results in Panel B of Table 4 .  the intercepts for the 
pre-disclosure and post-disclosure subperiods were pooled on a cross-sectional 
basis, in addition to, of course, the slopes for the pre-disclosure subperiod. 
Nevertheless ,  sensitivity analysis reveals that the pooling of intercepts in the 
respective test periods has no effect on the findings reported here. 



S I C  Cod� 
200- 2 1 1 
220-265 
280-287 
291 
295-327 
331 -349 
353- 364 
371 -394 
401 -470 
51 2 - 5 1 4 
531 -533 
541 - 59 9  
701 
Nari ous 
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TABLE 1 

I ndustry Profi l e  of Sampl e Fi rms 

I ndus try Cl a s s  # of Fi rms 

Food and Tobacco 1 4  
Texti l es ,  Paper and Forest Products 1 2  
Chemi cal s ,  Drugs , Cosmeti c and Ferti l i zers 9 
Petrol eum Refi n i ng 8 
Rub ber , Gl a s s , Leather and Bui l di ng Products 1 4  
Steel and Rel ated Meta l Products 6 
Mac h i nery , Offi ce Equ i pment and E l ectri cal  Products 8 
Other Manufacturi ng 1 0  
Ra i l , Truc k  and Ai r Transportati on 1 7  
Who l esa l e Trade 3 
Reta i l Trade - Department and Vari ety Stores 20 
Reta i l Trade - Food , Drug and Mi scel l aneous 

Hote l s and Mote l s 

Other 

23 
3 

· 4  
1 52 

a/ Three-di g i t Standard I ndustri a l  Cl assi fi cati on Code . 
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TABLE 2 

Noncapi tal i zed Lease Effect and Capi tal Structure:  Some Surrvnary Stati stics 

Noncapi tal i zg? Lease Effect-

0. 0096 
( 0 . 01 30 }  

0 . 0456 
( 0 . 0079 ) 

0 . 0859 
( 0 . 0200) 

0 . 2573 
( 0 . 1 1 35 )  

0 . 0996 
( 0 . 1 1 1 3 )  

Mean and Standard Devi ati on { l atter in parentheses} 
Debt-Capi ta l  Rati os Exc l ud ing 
Noncapi tal i zed Fi nanci al Leases 

Control Post-Di scl osure 
Peri od Sub-Period 2) (3) 

0 . 4305 0 . 41 78 
( 0 . 1 742}  ( 0 . 1 593} 

0 . 3689 0 . 3939 
( 0 . 1 71 8 }  ( 0 . 1 673 }  

0 . 3759 0 . 3799 
( 0 . 2001 ) ( 0 . 1 989 ) 

0 . 3261 0 . 3056 
( 0 . 1 973 )  ( 0  . 1 633)  

0 . 3753 0 . 3743 
( 0 . 1 882)  ( 0 . 1 763)  

Di fferenceff 
[col {3)-(2}] 

(4) 

- 0 . 01 27 
( 0 . 0885} 

0 . 0250 
( 0 . 1 1 57 }  

0 . 0039 
( 0 . 0681 ) 

-0. 0205 
( 0 . 1 076 )  

-0 . 001 1 
( 0 . 0973) 

Post-Di scl osure 
Ratio  Incl udi ng · 

Noncapi tal ized Leases 
[col( l } + ( 3  

(5 

0 . 4273 
( 0 . 1 652)  

0 . 4395 
( 0 . 1 663)  

0 . 4657 
( 0 . 1 993 )  

0 . 5628 
( 0 . 1 348) 

0 . 4738 
( 0 .  1 746)  

� Ll = minimum noncapital i zed l ease effect portfol i o ,  L4 = maximum noncap i tal i zed l ease effect portfol i o .  

b i  Di fference between post-di scl osure debt-capi tal ratio  (capital i zati on form o f  debt-equi ty rat i o )  i ncl uding 
- noncapi tal ized fi nancia l  l eases and that exc l ud i ng i t .  

cl Stati stical test resul ts i ndi cate that these di fferences are not s i gni fi cant at even the 1 0% l evel , i . e . , the 
- nul l hypothesi s  of stabi l i ty in reported capi tal structure cannot be rejected . 

TABLE 3 

" Control Period" Ri sk Esti mates and Degree of Divers i fication for Lease Portfol i os 
(48 Monthly  Observations : January 1 968 - December 1 971 ) 

� I  
Level of "Control Period" S,Z'.st0matic  Ri s k:::t 

Actual Low Ri s k  H i gh Ri s k  E9u i va l ent §jsk 
(Unequal ) Ri sk Group Group Wl th 

B 
= l-� 

Lease b 
. p ( ; - ; - ) 

. . . 

BP BP 
p ( r' r ' )  

BP 
p ( r� ,r� ) 

BP 
p ( r '  r ' )  Portfo l i o-1' p' m p '  m 11' m 

Ll 1 . 085 0 . 981 0 . 793 0 . 937 l . 379 0 . 97 1  l . 000 0 . 977 

L2 l . 040 0 . 985 0 . 737 0 . 942 1 . 344 0 . 978 l . 000 0 . 984 

L3 0 . 986 0 . 973 0 . 688 0 . 907 l . 285 0 . 956 1 . 000 0 . 973 
' 

L4 1 . 099 0 . 975 0 . 779 0 . 922 l . 4 1 9 0 . 955 l . OOO 0 . 973 

Sampl e l . 053 0 . 992 0 . 745 0 . 964 l . 361 0 . 989 l . 000 0 . 991 

� BP = estimated systemati c ri s k ,  p ( ;p ,;�} = coeffic i ent of
_
correl ation between ;p and ;� , where rp = return on 

l ease portfol io  p net of · that on the r is k-free asset and r'  = return on the market portfol i o  ( Fi s her Index) 
net of that on the ri sk-free asset . m 

'pj Ll = mi nimum noncapital i zed l ease effect portfol i o ,  L4 = maximum noncapi ta l i zed l ease effect portfol i o .  
c l  Resu lts o f  a test on the homogeneity o f  regress ion ( asset pri cing )  rel ati onshi ps i nd i cate that the nul l 
- hypothesi s  that the BP esti mates are stati onary over the 4-year peri od cannot be rejected at even the 

1 0% l evel . 
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TABLE 4 

"Control Period "  R i s k  Estimates and Degree of Divers i fi cati on 
For Compos i te Contro l Portfo l i o s  and Related Sub-Portfol ios 

{48 Mon th l y  Observati ons :  January 1 968 - December 1 97 1 ) 

Control 
b/ Portfo l i o/ 

Level of " Control Peri od" Svstemati c Ri s ky 
3* = =i.::..:..:..:::..:..::.;.;..;...==.:.�..;.;.;..,2,...:;.� 

C/ u<" r- l  .. 1 n-2 1 u• " ' ·· ' " -2 ' 8� p ( r;: ,r.:: ) 
. -· - · - . · - - - - ,_ _ ,  - · - ·  · - r . · - - , .. . - . - ·- ' · - .  - r 

1 
2 
3 
4 

Ll 5 
6 
7 
8 
9 

1 0  
C l  

1 
2 
3 
4 

L2 5 
6 
7 
8 
9 

1 0  
cz 

1 
2 
3 
4 

L3 5 
6 
7 
8 
9 

1 0  
C3 

l 
2 
3 
4 

L4 5 
6 
7 
8 
9 

1 0  
C4 

1 . 085 
1 . 083 
1 . 086 
1 . 084 
1 . 088 
1 . 079 
1 . 089 
1 . 081 
1 . 098 
1 . 065 
1 . 084 
1 . 041 
1 . 039 
1 . 044 
1 . 038 
1 . 050 
1 . 02 6  
1 . .  064 
1 . 01 8 
1 . 01 8  
1 . 070 
1 . 041 
0 . 987 
0 . 986 
0 . 990 
0 . 984 
0 . 988 
0 . 984 
0 . 993 
0 . 979 
0 . 998 
0 . 968 
0 . 986 
1 . 099 
1 . 099 
1 ..1 03 
1 . 097 
1 . 087 
1 . 1 1 3 
1 .  1 01 
1 . 074 
1 . 083 
1 . 03 5  
1 . 089 

0 . 00 1  
0 . 003 
0 . 00 6  
0 . 01 3  
0 . 01 7  
0 . 029 
0 . 036 
0 . 05 6  
0 . 1 1 9  
0 . 251  
0 . 053 
0 . 001 
0 . 003 
0 . 01 3  
0 . 01 8  
0 . 05 2  
0 . 1 40 
0 . 261 
0 . 26 5  
0 . 400 
0 . 443 
0 . 1 59 
0 . 000 
0 . 001 
0 . 005 
0 . 006 
0 . 009 
0 . 01 6  
0 . 041 
0 . 062 
0 . 1 07 
0 . 200 
0 . 045 
0 . 001 
0 . 01 0 
0 . 053 
0 . 092 
0 . 1 84 
0 . 25 6  
0 . 31 9  
0 . 51 5  
0 . 608 
2 . 784 
0 . 482 

0 . 1 77 
0 . 379 
0 . 53 6  
0 . 81 1  
0 . 987 
1 . 26 3  
1 . 445 
1 . 790 
2 . 276 
3 . 092 
1 .  1 28 
0 . 208 
0 . 392 
0 . 732 
0 . 901 
1 . 550 
2 . 2 1 1  
3 . 1 70 
3 . 232 
4 . 26 5  
4 . 399 
2 . 1 06 
0 . 1 22 
0 . 261  
0 . 462 
0 . 581 
0 . 764 
1 . 029 
1 . 464 
1 . 845 
2 . 429 
3 . 231 

. l . 2 1 9  
0 . 1 18 
0 . 457 
1 . 050 
1 . 467 
2 . 1 71 
2 . 270 
2 . 887 
3 . 353 
3 . 96 1  
7 . 1 74 
2 . 5 1 5  

1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . OOO 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
I . OOO 
I . OOO 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . OOO 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
1 . OOO 
1 . 000 
1 . 000 
1 . 000 
1 . 000 
I . OOO 

0 . 978 0 . 95 6  
0 . 978 0 . 956 
0 . 978 0 . 95 6  
0 . 983 0 . 96 6  
0 . 983 0 . 967 
0 . 983 0 . 967 
0 . 981  0 . 96 2  
0 . 973 0 . 947 
0 . 980 0 . 959 
0 . 968 0 . 938 
0 . 997 0 . 994 
0 . 984 0 . 968 
0. 979 0 . 958 
0 . 979 0 . 958 
0 . 968 0 . 936 
0 . 974 0 . 949 
0 . 97 1  0 . 943 
0 . 97 6  0 . 95 2  
0 . 970 0 . 942 
0 . 982 0 . 962 
0 . 986 0 . 972 
0 . 997 0 . 994 
0 . 980 0 . 961  
0 . 978 0 . 957 
0 . 979 0 . 958 
0 . 979 0 . 959 
0 . 973 0 . 962 
0 . 977 0 . 954 
0 . 97 6  0 . 952 
0 . 975 0 . 950 
0 . 973 0 . 949 
0 . 981 0 . 962 
0 . 997 0 . 994 
0 . 97 1  0 . 9£14 
0 . 980 0 . 959 
0.  981 0 . 962 
0 . 981 0 . 962 
0 . 980 0 . 961  
0 . 981 0 . 96 2  
0 . 974 0 . 949 
0 . 977 0 . 955 
0 . 982 0 . 964 
0 . 96 5  0 .  931 
0 . 996 0 . 992 

y 80 = estimated systematic ri s k  for contro l portfo l i o/ sub-portfol i o  p ;  MSE = mean 
s4uare error associ ated wi th the systemat i c  ri s k  esti mates for securi ti es in a 
l ea s e  portfo l i o  and i ts control counterpart ; MAD = mean absol ute devi ation between 
the systemati c  ri s k  estimates for securi ti es in a l ease portfo l i o  and i ts control 
counterpart ; p ( rp , r�) = coeffi ci ent of correl ati on between rp and rm ' where rp = 

return on control portfo l i o  ( sub-po rtfol i o )  p net of that on the ri s k - free asset , 
and r '  = return on the market portfo l i o  ( F i s her Index ) net of that on the ri s k-m 2 - - - -free a s s et ; p ( rp , r�) = coeffi ci ent of determi nation ( r-square ) between rp and rm . 

b/ Ll = mi n i mum noncap i tal i zed l ease effect portfo l i o ,  L4 = maximum noncapi ta l i zed 
- l ease effect portfo l i o .  
c /  The composi te control portfol i os - C l , C2 , C 3  and C4 - are determi ned a s  an 
- ari thmeti c average of thei r respecti ve 1 0  sub-portfo l i o s , i . e . , the sub-

portfo l i os are equa l l y  wei ghted . 
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TABLE 7 
Hypothes i s  Testi ng i n  a Mul ti vari ate Framework : 

Resu l ts of Scheff� ' s  Interva l Test 

Tes t  Period. & Nu l l  Hypothes i s ( H0 )Y 

AGGREGATE PERIOD ( 1 /72-1 2/75) TESTS 
Jo i n t  Test of H0 : 
$t1 (A)  = $Lz (A)  = $L3 (A )  = $L4 (A) � o 
Component of J o i n t  H0 : 
$Ll (A )  = O 
9l:z (A)  = 0 
$L3 ( A )  = 0 

$l:4 (Al = o 

SUB-PERIOD ( l /72-1 2/73 & 1 /74-1 2/75) TESTS : LEASE 
PORTFOL I O S  I N  PRE-DISCLOSURE PERIOD NOT POOLED 
Joi nt Tes t  of H0 : 
$Ll ( B l  = 9l:2 ( B l  = 9L3 ( B l = 9L4 ( B )  
= $Ll { C ) = $L2 ( C )  = $L3 (C )  = $L4 ( C )  = 0 
Component of Joint H0 : 
$l:1 ( B )  = o 

$L2 ( B )  = 0 
$t3 <B l = o 

'1>L4 ( B )  = 0 
$t1 ( c ) = o 

;pl2 ( C )  = 0 
$L3 ( C )  = 0 
$* ( C )  = 0 L4 . 

SUB-PERIOD ( 1 /72- 1 2/73 & 1 /74-1 2/75 ) TESTS� , LEASE 
PORTFOLIOS IN P RE-D I SCLOSURE PER IOD POOLE� 
Joi nt Tes t of H0 : 
9l:p ( B )  = $L1 ( c ) = 9l:z (C )  = 9t3 ( C )  = $L4 ( C l = o 
Component of Joi nt H0 : 
4>Lp ( B )  = 0 

;pll ( C )  = 0 

4>Lz ( C )  = 0 
4>L3 ( C )  = 0 
q,l4(C )  = 0 
Li near Combi nation of Components of J o i n t  H0 : 
9t1 ( c ) - 9l:p ( B )  = o 

�tz(C )  - $LP ( B )  = o 

9L3 ( c ) - 9LP (B ) = o 

9L4 ( C )  - $LP ( B )  = o 

F-Stati s t i c  
F ( N , D ' 1.e/ 

F( 4 ,374 ) 

1 3 . 28** 

0 . 32 
0 . 2 5  
2 . 36* 

1 2 . 39** 

F(8,366) 

6 . 84** 

0 .  51 
0 . 05 
0 . 08 
1 . 61 
0 . 02 
0 . 1 9  
1 .  1 6  
4 . 70** 

F( 5 , 37 5 )  

9 . 86** 

2 . 01+ 
O . D2 
0 . 06 
2 . 07+ 
7 . 68** 

1 . 09 
0 . 53 
0 . 1 1  
2 . 48* 

y '1>t; ( j )  = estimated di fference between the r-i s k  of l ease portfol i o  Li i n  period j 
(rel ati ve to i ts compos i te control portfol i o )  and that of the l ease portfo l i os poo l ed i n  the control peri od ( l /68-1 2/71 ) ;  i = 1 (mi nimum noncapi tal i zed l ease effec t ) , 2 ,3 ,4 (max imum nonca p i tal i zed l ease effec t )  and j = A ( aggregate peri od : 1 /72-1 2/75) , B ( pre-di scl osure sub-period : 1 /72-1 2/73 ) and C ( post-d i sc l osure sub-per i od :  1 /74- 1 2/75) .  

b/ N and D are the number of degrees of freedom i n  numerator and denomi nator res pecti vel y .  - Nomi nal  s i gni fi cance l e vel s are i ndi cated a s  fo l l ows : + 1 0% l evel , * 5 %  l evel , and 
** 1 %  1 evel . 

sJ 4>l:p ( B )  = estimated di fference between the ri s k  of the 4 l ease portfol i o s  pool ed i n  the 
pre-di scl osure peri od ( 1 /72- 1 2/73 ) and that in the con tro l peri od ( 1 /68-1 2/71 ) . 
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