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147-149
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Arbitrage
factors affecting, 109
theory of pricing, 104
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As-if assumptions
in agency model, 58
in prediction of behavior, 32, 34
Audit risk model as decision aid, 216, 227n
Auditing, 137-175
aggregate results evaluated in, 147
research studies, 155, 158, 160
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behavioral-economics approach to re-
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heuristics-and-biases studies in, 159161,
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performance criteria in, 19-21
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ies, 162-164
objectives of research in, 139-141
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planning judgments in, 146
policy-capturing studies, 152-156
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process overview, 143-147, 207-208

to produce evidence to justify or defend
choices, 168

report decisions in, 147

research studies, 155, 158, 160, 163

research contributions to nonaudit re-
search, 172-174

research issues in, 8-10

review process in, 164

risk assessment in, 144

risky choice studies, 159
subject surrogation issues in, 170
tactical planning in, 145-146
research studies, 154, 158, 160
task analysis in, 166-171
team members in, 144, 162
theoretical frameworks in, 150-151, 171-172
types of, 174n
Auditor’s report, 5, 88-89

Backward induction
in bargaining games, 119, 120-121
in contract acceptance, 112
failures producing price bubbles, 123
Bankruptcy predictions, judgments in, 83-84,
85, 92, 93
Bargaining environment, 116-121
example of, 116-117
observability of others in, 118-119
order of play in, 119-121
theoretical framework for, 117
Behavioral decision research, 30
Behavioral-economics approach, 22, 29-54
and rejection of irrelevance-of-assumptions
thesis, 33-34
and selection of information system, 41
Behavioral game theory, 104-105, 241
Biases. See also Heuristics and biases
in belief in law of small numbers, 218
cost of, measurement of, 132n
and debiasing strategies, 23, 209-210
and illusion of control in multiperson sett-
ings, 115
individual, affecting aggregate behavior,
102-134
and judgments by investors and creditors,
83-85
underlying causes of, 24
Bond investments, decisions in, 78
Bootstrapping models of decision makers,
accuracy of, 80-81, 100n
Bubbles and crashes, 106, 122-123
Budgetary slack creation, private informa-
tion in, 66-72
Business practices affecting compensation
schemes, 74

Capital markets
individual decisions affecting, 96-97, 102~
134
and informational efficiency of market
settings, 121-124
Certified Public Accountants, 138, 243
preparation of auditor’s report, 5
Choices
justification of, 168, 211-212, 245
sets available in aggregate settings, 107
strategies for investment and credit deci-
sions, 83
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ments, 161-162, 179, 244-245
Communication
in aggregate settings, 108
and contract selection, 114-115
in mentoring used by firms, 168
Competition
factors affecting, 109-110
as process, 50-51
as product, 50
Composite judgments, accuracy of, 85-86
Computer audit specialists (CAS), 221
Confidence intervals for numbers in fin-
ancial statements, 87
Configural processing in auditing, 173
Conflict of interest
in aggregate settings, 109, 110
in production environment, 111
in sunk-costs phenomenon, 125
Conjunctive strategy in investment and cred-
it decision making, 83, 100n
Consensus in auditing
assessment of, 152
decision aids affecting, 211
multiperson information-processing stud-
ies, 163
policy-capturing studies, 154-155, 156
relationship to accuracy, 166
research studies, 152, 164, 172-173
Consequences of accounting and auditing,
6-7
Consistency in auditing judgments
assessment of, 152
decision aids affecting, 211
policy-capturing studies, 154-155
Contracts
and informational efficiency, 124
in aggregate settings, 108, 109, 110
in production environment, 112
selection of. See also Agency theory
communication affecting, 114-115
incentives in. See Incentives
observability affecting, 114
research results, 65-66
ultimatum game aspects of, 112, 113
114
Contradictory information, and professional
skepticism, 193
“Contrast before transfer” approach to re-
search, 21-22, 143, 171
Control risk in audit risk model, 216, 227n
Control systems in evaluation of employees,
55
Controllability filters in performance evalua-
tions, 59-60, 65
Cost data affecting investment decisions, 87,
95, 101In
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Cost of analysis, and information evaluation,
37, 41
Cost-plus pricing, 47, 49, 51
Cost-variance investigation decisions, 43-47
Costing systems, full or variable, 48-50
Credit decisions, 78
Creditors as users of financial accounting in-
formation, 5
Cross-cultural factors affecting decision mak-
ing, 22-23
Cues
in process-tracing models, 82
redundant, affecting judgments, 92
usage in auditing
assessment of, 151
heuristics-and-biases studies, 160
multiperson information-processing
studies, 163
policy-capturing studies, 154155, 156
research studies, 152, 164-165, 173
weighting in decision processes of in-
vestors, 80
Current cost data affecting investment deci-
sions, 87, 95, 101n

Debiasing strategies, 23-25, 209-210
alternatives in, 24
natural controls in, 23
Deception in judgment research, 246, 249n
Decision aids for auditing, 130, 207-228
affecting judgments of individuals, 210~
212, 247
alternatives to, 209-210
circumvention of, 212
costs and benefits of, 219, 225
as debiasing techniques, 24
decision-support systems, 214, 222-223
development by auditing firms, 222-223
effects on auditing firms, 212-216
expert systems, 214, 219-222
alternatives to, 225
examples of, 224
validation of, 225
and knowledge acquisition, 225-226
legal issues with, 214
motivations for use of, 208-209
negative effects of, 218
research into, 215-222
areas for future studies, 223-226
simple or deterministic, 214, 216-219,
222
research studies, 224
types of, 214-215
Decision makers compared to information
evaluators, 3940, 53n
Decision making, three phases in, 208
Decision-theoretic view of managerial ac-
counting, 37-38
Default risk, assessment of, 78
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Detection risk in audit risk model, 216, 227n
Dictator games, 118, 119

Earnings
forecasted by analysts, 105 .
information affecting investment deci-
sions, 87
Economic concepts in accounting research,
29, 31, 40, 52
Economic forces affecting judgments, 240
241
Economic incentives included in research,
22
Effort
affecting learning and performance, 185
compared to skill, 59-60, 63, 65, 66, 72
compared to strategy, 71
incentives affecting, 73
Elimination-by-aspects strategy in invest-
ment and credit decision making, 83,
100n
Environment for learning affecting knowl-
edge acquisition, 201-202
Environmental models of decision makers,
accuracy of, 80-81, 100n
Errors
detection in financial statements
knowledge and experience in, 189-190,
203
knowledge and performance in, 194-195
judgmental
affecting market prices, 96-97, 98
and debiasing techniques, 23
potential costs of, 235
produced by simplified heuristics, 46
Escalation behavior in sunk-costs phenom-
enon, 125, 126
Evolutionary theory, survivors in, 35
Exogenous environmental attributes of ag-
gregate settings, 106-109
Expected utility, 32, 35
and agency theory, 57, 58
and information evaluation, 37, 38, 40
Experience
affecting auditing patterns, 153
and knowledge acquisition, 179-180, 182~
184, 200
research studies, 188-194
and materiality thresholds, 196-197
Experimental economics, 30
Experimental research studies
in bargaining environments, 116-121
compared to natural tasks, 236
economic methodology in, 106
in information-system choice, 38-43
in market settings, 122-124
in participative budgeting, 67-72
presentation formats affecting decisions,
92-94

in pricing decisions, 48-50

in production environments, 113-116

in self-selection and incentive contracts,

58-65

in sunk-costs phenomenon, 124-128

in variance investigation problems, 44-46
Expertise

development in judgment tasks, 20-21, 244

nature of, 198-199, 203

paradigm in research studies, 186-188, 197
Explanation as purpose of theory, 34

Fairness
in aggregate settings, 109
in bargaining environment, 118
Feedback
affecting knowledge acquisition, 202
in aggregate settings, 108 i
Field studies in auditing research, 167-169
Financial accounting, 4-5, 76-101
choice strategies in, 83
credit decisions in, 78
decision inputs in, 86-94
decision processes and outputs in, 78-86
disclosure rules for, 5
focus on judgment tasks in, 17-19
heuristics and biases in, 83-85
information supplied to investors and
creditors, 5
investment decisions in, 77-78
issues with multiple decision makers, 85—
86
judgment performance criteria in, 20
lens-model studies in, 79-82, 100n
linear models versus process tracing mod-
els in, 82
novices versus professionals in, 82-83
Financial Accounting Standards Board, 5, 76,
99
Financial ratios affecting investment or cred-
it decisions, 78, 93
Financial statements
auditing of, 138-139
footnotes to, 93-94
information in, 86-90
Followership
in aggregate settings, 109
in auditing settings, 130
and price bubbles, 122
Footnotes to financial statements, 93-94
Forecasts
affecting investment and credit decisions,
89-90
by analysts, and changes in earnings, 105
factors affecting, 98, 99
price bubbles in, 122
Framing effects in multiperson settings, 115
Functional fixation, 90, 246
Fund managers, behavior of, 105

© Cambridge University Press

www.cambridge.org



http://www.cambridge.org/0521418445
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

0521418445 - Judgment and Decision-Making Research in Accounting and Auditing
Edited by Robert H. Ashton and Alison Hubbard Ashton

Index
More information

Game theory, 104-105, 241
Generally accepted accounting principles
(GAAP), 138, 236, 243
Going-concern decisions
decision aids for, 222, 226
knowledge and experience in, 193
performance in, 196
Graphical presentations affecting investment
or credit decisions, 92-94

Heuristics and biases
in auditing research, 159-161, 173, 226n,
244
and judgments by investors and creditors,
83-85
simplified, errors produced by, 46
“Hidden information” problem in agency
theory, 57, 63
Hindsight bias, and predictions by investors,
85, 100n
Historical cost data affecting investment
decisions, 87, 95, 101In

Hlusion of control bias, in multiperson sett-
ings, 115
Incentives, 55-75
affecting effort, 73
in agency theory, 56, 57-58
in allocation problems, 63-64
and contract selection, 58-66, 97
and creation of budgetary slack, 67-68
in credit decisions, 78
effects in teams, 74
incorporated into research, 21-22
in investment decisions, 78
and misrepresentations of performance ca-
pability, 63-64, 67, 72
and participative budgeting, 66-72
iece-rate, 56
“in risk-sharing contracts, 112
slack-inducing schemes, 67-71
in transfer-pricing context, 64
truth-inducing schemes, 67-71
Individual decisions affecting aggregate be-
havior, 96-97, 102-134
in bargaining environments, 116-121
and endogenous behavioral dynamics,
109-110
and exogenous environmental attributes of
aggregate settings, 106-109
in market settings, 121-124
in production environments, 110-116
in sunk-costs phenomenon, 124-128
Inferential errors in auditing, 175n
Information
asymmetry of
affecting behavior, 108
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in agency model, 57
and creation of budgetary slack, 67, 69
and misrepresentations of performance
capability, 63-64, 67, 72
and sunk-costs phenomenon, 126, 127
128
contradictions in, and professional skepti-
cism, 193
decision-facilitating effects of, 31-32, 239
decision-influencing effects of, 31-32, 239
evaluation of, cost of analysis in, 37, 41
evaluators compared to decision makers,
39-40, 53n
in financial statements, 86-90
aggregated data in, 91-92
amount required in, 91
and auditor’s report, 88-89
confidence interval statements in, 87
financial information, 86-88
forecasts in, 89-90
historical and current costs in, 87, 95,
10In
human resource studies in, 87-88
and management’s discussion of opera-
tions, 89
numerical or graphical presentation for-
mats, 92-94
qualitative information, 88-89
redundant cues in, 92
mirages, 106, 122, 124 ,
search patterns of novice and professional
investors, 82-83
system selection, 37-43
technology affecting decision making, 23
Informational efficiency of market settings,
121-124
contracts in, 124
example of, 121
observability of others in, 122-124
theoretical framework for, 121
Inherent risk in audit risk model, 216, 227n
Institutional factors affecting research, 96
Institutional setting for accounting and au-
diting, 7
Intergroup competition affecting perfor-
mance, 72
Internal-control knowledge
experience affecting, 190-192
and performance of tasks, 195-196
Intragroup cooperation affecting perfor-
mance, 72
Investment or credit decisions, 77-78
accounting methods affecting, 90-91
annual reports affecting, 86-88
audit reports affecting, 88-89
financial forecasts affecting, 89-90
information load affecting, 91-92
Investors as users of financial accounting in-
formation, 5

© Cambridge University Press

www.cambridge.org



http://www.cambridge.org/0521418445
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

0521418445 - Judgment and Decision-Making Research in Accounting and Auditing
Edited by Robert H. Ashton and Alison Hubbard Ashton

Index
More information

292 Index

Judgment research, 234
in accounting, 232-233
in auditing, 233
contributions of, 248
deception in, 246, 249n
economic forces in, 240-241
general topics in, 245-246
interactions with other research areas,
246-247
organizational factors in, 241-243
professional standards in, 243-244
progress in twenty years, 233
simplified models in, 245-246
task description and analysis in, 17-19,
234-239
task settings in, 239-244
Judgment tasks
distinctive features of, 21
expertise development in, 20-21, 244
performance measures in, 19-21
research emphasis in, 17-19
Justification of decisions
in auditing, 168, 211-212
demand for, 245

Knowledge
abilities affecting, 181, 184
research studies, 197-198
acquisition from experts, 225-226
affecting audit judgments, 176-206
antecedents and consequences of, 178-179
definition of, 181
effects on performance, 184, 202-203
in detection of financial statement er-
rors, 194-195
in going-concern problems, 196
in internal-control evaluation, 195-196
materiality thresholds in, 196-197
subspeciality knowledge in, 197
in substantive procedures, 196
experiences affecting, 179-180, 182-184,
200
in going-concern problems, 195
in internal-control evaluation, 190~-192
in learning of accounting error types or
causes, 189-190
in professional skepticism, 193-194
research studies, 188-194
in substantive procedures, 192-193
and “expertise paradigm,” 186-188
as factor in decision maker’s model, 37, 47,
53n
learning environment affecting, 201-202
variables affecting, 179-182
linkages among, 182-185

Learning environment affecting knowledge
acquisition, 201-202
Legal issues in use of decision aids, 214

Lens-model studies, 79-82, 94, 100n, 152, 244
feedback effects in, 81-82
introduction of, 142
Linear models of judgments and decisions,
79-82
compared to process-tracing models, 82
Linearity of judgments by investors, 79-80
Loan evaluation
credit decisions in, 78
provision for losses in, 235

Management’s discussion of operations af-
fecting investment decisions, 89
Managerial accounting, 4
behavioral-economics approach to, 22, 29—
54
decision-theoretic view of, 37-38
focus on judgment tasks in, 17-19
function of, 31-32
incentive-contracting research in, 55-75
judgment performance criteria in, 20
multiperiod experiments in, 22
Manufacturing practices
changes in, 73-74
impact on decision making, 22
Marginal pricing, 47, 49, 51
Market settings
affecting accounting and auditing, 7
behavior of decision makers in, 97-98
bubbles and crashes in, 122-123
competition in, 50
incentives in, 22
individual decisions affecting, 96-97, 102—
134
information mirages in, 106, 122, 124
informational efficiency of, 121-124
Materiality thresholds, experience affecting,
196-197
Maximizers and survivors, 35-36
Memory
affecting audit judgments, 176-206
knowledge stored in, 181
and recall of internal controls, 192
role in investment decisions, 21, 98
Mentoring used in audit firms, 168
Monopolies, prices in, 107
Motivation affecting learning and perfor-
mance, 185
Multiperson settings for accounting and au-
diting, 6. See also Aggregate settings
interactions in, 162-164
judgments of decision makers in, 85-86
and mentoring in information exchange,
168

Neural networks, artificial, 226

Noise traders, 132n

Norms of behavior in aggregate settings,
109
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Novice and professional investors, informa-
tion-search patterns of, 82-83

Numerical presentations affecting invest-
ment or credit decisions, 93

Observability of others, 108
affecting behavior of agents, 114
in auditing settings, 130
in bargaining environments, 118-119
and informational efficiency of markets,
122-124
in production environments, 110, 112
and sunk-costs phenomenon, 128
Order of play
in aggregate settings, 108-109
and outcomes in bargaining games, 119
121
Organizational factors affecting judgment re-
search, 241-243
Output interference, and predictions by in-
vestors, 84-85, 100n

Participation issues, 63
Payoff interdependency
in aggregate settings, 107-108
in auditing settings, 130
Peer-review setting, sunk-costs phenomenon
in, 128
Pension fund managers, behavior of, 105
Performance
ability affecting, 184-185
research studies, 197-198
criteria for judgment tasks, 19-21
definition of, 182
factors affecting, 178
and incentives in contracts, 60-62
with intergroup competition or intragroup
cooperation, 72
knowledge affecting, 184, 202-203
research studies, 194-197
misrepresentations of, 63-64, 67, 72
participation affecting, 66
and relative-performance evaluation, 73
Policy-capturing studies of auditing, 152~
156, 191, 192, 244
Postdecision information, effects of, 31-32
Predecision information, effects of, 31-32
Prediction
of behavior
knowledge of internal properties in, 34~
35

rationality assumptions in, 34
as purpose of theory, 34
Presentation formats affecting judgments
and decisions, 92-94
President’s letter discussing management
performance, 89
Pricing
arbitrage theory of, 104

Index 293

competition in, 50
decisions on, 47-51
transfer, incentives in, 64
Private information
and creation of budgetary slack, 66-72
and investment decisions, 78
and sunk-costs phenomenon, 127, 128
Probabilistic judgment studies, 157-159, 244
Process-tracing models of decision processes
in bargaining environments, 121
compared to linear models, 82
Production environment, 110-116
communication in, 114-115
contracting in, 112, 115-116
example of, 111
observability of others in, 114
theoretical framework for, 111-113
Professional and novice investors, informa-
tion-search patterns of, 82-83
Professional standards affecting judgment
research, 243-244
Psychological concepts in accounting re-
search, 29, 31, 40, 52

Ratchet conditions affecting performance
and slack, 69-70
Rational and quasirational agents, interac-
tions affecting aggregate behavior,
104-105
Rationality
bounded, 36, 52
and predicted behavior, 34
procedural, 35
model with boundedly rational accoun-
tant, 41, 43
substantive, 35
Redundant cues affecting judgments, 92
Relative-performance evaluation, 73
Representativeness heuristic, bias in, 84,
100n
Research in accounting and auditing
changes in methods of, 23
changing issues in, 8-10
judgment studies in. See judgment re-
search
Review process
in auditing, 164
and knowledge acquisition, 202
and sunk-costs phenomenon in peer-re-
view setting, 128
Risk assessment in auditing, 144
Risk preferences, and budgetary slack crea-
tion, 67, 68, 72
Risk-sharing contracts, 112-113

Sales and earning information affecting in-
vestment decisions, 87

Securities and Exchange Commission, 5, 76,
243
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Self-insight of auditors, 245
in cue usage
assessment of, 151
policy-capturing studies, 154-155
research studies, 153
Self-interest
in bargaining games, 117
and contract selection, 112, 114
in sunk-costs phenomenon, 125, 126
Self-selection problem, 57
and incentive contracts, 58-66
Skepticism, professional, knowledge and ex-
perience in, 193-194
Skill compared to effort, 59-60, 63, 65, 66,
72
Slack creation, budgetary, private informa-
tion in, 66—72
Social incentives included in research, 22
Stability in auditing
assessment of, 152
decision aids affecting, 211
policy-capturing studies, 154-155
research studies, 152-153
Stahl-Rubenstein model of bargaining, 117,
119-121
Statistical techniques compared to clinical
judgments, 224
Stock investments, decisions in, 77-78
Strategy compared to effort, 71
Student subjects in research studies, 96
Subspecialty knowledge affecting perfor-
mance, 197

Substantive-procedure knowledge
affecting performance, 196
experience affecting, 192-193

Sunk-costs phenomenon, 110, 124-128
in auditing settings, 130
example of, 125
in individual-choice settings, 127
information asymmetry in, 126, 127-128
number of players affecting, 126-128
observability of others affecting, 128
in peer-review setting, 128
theoretical framework for, 125-126

Survivors and maximizers, 35-36

Taxation, judgment research in, 238
Teams
in auditing, 144, 162-164
in managerial accounting, incentives af- ;.
fecting, 74
Theory, purposes of, 34
Transfer pricing, incentives in, 64
Truth-inducing schemes in research designs,
67-71

Ultimatum game
bargaining in, 117-118
in contract selection, 112, 113-114

Variance information, and investigation deci-
sions, 43-47

Working backwards in auditing, 212, 218
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