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My supervisor... Strongly | alittle agree little strongly

.. encourages new ways of doing things Support

.. pays attention to my work (Karasek
... shows me how to improve my work etal.,

.. listens to job problems 1982)

.. exchanges opinions and ideas

.. puts me down in front of others Abuse

.. invades my privacy (Tepper,

.. reminds me of my past mistakes and failures 2000)

.. doesn’t give me credit for jobs requiring a lot of

effort

.. blames me to save himself/herself embarrassment

.. is generally familiar with my performance on the job Feedback

.. gives me useful feedback about my job (Steelman
... is supportive when giving me feedback etal.,

.. praises me when I do a good job 2004)

. lets me know when I make a mistake

Note The actual format was adapted for online response.
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For three of the four conditions, participants had an average valuation change that was negative. Only
when conservative accounting choice AND low account risk were disclosed did the participants on
average increase the valuation. This positive and significant interaction term suggests an average
underlying assumption for the participating angel investors of aggressive accounting choice and high
account risk.
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The anchor-and-adjustment phenomenon involves individuals entering a decision context with
prior beliefs that may be inconsistent with the correct or optimal judgment. Providing such
individuals with increasing quantities of information that support the correct or optimal judgment
but disconfirm the prior beliefs should eventually lead to the optimal judgment. However,
individuals have been shown to under-adjust to initial disconfirming evidence, at least relative to a
normative response; this requires over-adjusting to occur later, regardless of the exact shapes of
the descriptive and normative paths.
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“If an angel investor assumes that the target firm accounting is conservative and of low risk, then disclosing
either aggressive accounting choice OR high account risk (but not both) should cause a moderate
reduction in the valuation; but disclosing BOTH aggressive accounting choice and high account risk should
havea compounding negative effect on the valuation.
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®If an angel investor assumes that the target firm accounting is aggressive and of high risk, then disclosing
either conservative accounting choice OR low account risk (but not both) should cause a moderate
increase in the valuation; but disclosing BOTH conservative accounting choice and low account risk should
havea compounding positive effect on the valuation.
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“When reported revenues are based on an aggressive accounting choice, then the eventual cash collection is
more likely to be for an amount that is less than the reported amount, assuming a balanced distribution
(normal or otherwise) of actual cash revenue possibilities.

Panel B: Conservatively-Biased Revenue Reporting b

Reported /

Revenues

Distribution of Actual Revenue Possibilities

*When reported revenues are based on a conservative accounting choice, then the eventual cash collection
is more likely to be for an amount that is more than the reported amount, assuming a balanced distribution
(normal or otherwise) of actual cash revenue possibilities.
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“When reported revenues involve high account risk, then the eventual cash collection is more likely to be
for an amount that is substantially more or less than the reported amount, assuming a balanced distribution
(normal or otherwise) of actual cash revenue possibilities.

Panel B: Low Account Risk Revenue Reporting 4

Reported
Revenues

Distribution of Actual Revenue Possibilities

"When reported revenues involve low account risk, then the eventual cash collection is more likely to be for
an amount that is only slightly more or less than the reported amount, assuming a balanced distribution
(normal or otherwise) of actual cash revenue possibilities.
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Note: High and Low levels of Neuroticism and Extraversion are estimated at 1 SD above
and below the means. See www.jeremydawson.co.uk/slopes.htm .
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Angel investors must consider two competing pressures when negotiating the valuation for a target
firm: (1) the pressure to reduce the valuation, to increase the future investment return, and (2) the
pressure to increase the valuation, to appease the entrepreneur(s) and improve the relationship.
There is usually a minimum valuation that the entrepreneur(s) will accept that maximizes the angel
return, a “balanced” valuation that provides adequate return to the angel and also is satisfactory to
the entrepreneur(s), and a variety of other valuations that would be acceptable to both parties.





OPS/images/cover.jpg
ADVANCES IN
ACCOUNTING
BEHAVIORAL
RESEARCH

Edited by Khondkar E. Karim

ADVANCES IN ACCOUNTING
BEHAVIORAL RESEARCH

VOLUME 23






