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ABSTRACK

This study experimentally examines whether and how prior audit report information
influences auditors’ financial decision-making. Motivated by behavioral auditing theory, we
investigate whether exposure to favorable versus unfavorable prior audit reports affects
auditors’ judgments of audit risk, materiality, and planned audit effort. Using a controlled
experimental design, professional auditors are randomly assigned to conditions that
manipulate the nature of prior audit report information while holding current-year financial
evidence constant. Consistent with predictions from anchoring and confirmation bias theory,
the results show that auditors exposed to favorable prior audit reports assess lower audit risk
and plan less extensive audit procedures compared to auditors exposed to unfavorable prior
reports. Additional analyses indicate that time pressure amplifies reliance on prior audit
information, increasing the magnitude of anchoring effects. These findings provide causal
evidence that prior audit reports serve not only as informational inputs but also as cognitive
anchors that shape auditors’ professional judgments. The study extends behavioral auditing
research by demonstrating how historical audit information systematically biases financial
decision-making even when auditors have access to identical current-period evidence. From
a practical perspective, the results suggest that audit firms and standard setters should
implement structured debiasing mechanisms, such as independent risk reassessment and
judgment review protocols, to mitigate the unintended behavioral consequences of relying on
prior audit reports. Overall, this study contributes to the literature by clarifying the behavioral
mechanisms through which prior audit information affects audit quality in complex audit
environments.

Keywords: Prior audit reports, Auditor judgment, Behavioral auditing, Anchoring bias, Audit

decision-making

ABSTRAK

Penelitian ini menguji secara eksperimental apakah dan bagaimana informasi laporan audit
sebelumnya memengaruhi pengambilan keputusan keuangan auditor. Berlandaskan pada
teori auditing perilaku, studi ini menganalisis pengaruh paparan laporan audit sebelumnya
yang bersifat positif dan negatif terhadap penilaian auditor atas risiko audit, materialitas, dan
perencanaan prosedur audit. Penelitian menggunakan desain eksperimen terkontrol, di mana
auditor profesional secara acak ditempatkan ke dalam beberapa kondisi perlakuan yang
memanipulasi jenis informasi laporan audit sebelumnya, sementara bukti audit periode
berjalan dibuat identik. Hasil penelitian menunjukkan bahwa auditor yang terpapar laporan
audit sebelumnya yang positif cenderung menilai risiko audit lebih rendah dan
merencanakan prosedur audit yang kurang ekstensif dibandingkan auditor yang menerima
laporan audit sebelumnya yang negatif. Analisis lanjutan menunjukkan bahwa tekanan
waktu memperkuat ketergantungan auditor pada informasi laporan audit sebelumnya,
sehingga meningkatkan efek anchoring. Temuan ini memberikan bukti kausal bahwa laporan
audit sebelumnya tidak hanya berfungsi sebagai sumber informasi, tetapi juga sebagai
jangkar kognitif yang membentuk pertimbangan profesional auditor. Penelitian ini
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memperluas literatur auditing perilaku dengan menunjukkan bahwa informasi audit historis
secara sistematis memengaruhi pengambilan keputusan keuangan auditor, bahkan ketika
auditor memiliki bukti audit periode berjalan yang sama. Secara praktis, hasil penelitian
menekankan pentingnya mekanisme pengendalian bias, seperti penilaian risiko independen
dan prosedur penelaahan pertimbangan audit, untuk meningkatkan kualitas audit dalam
lingkungan audit yang semakin kompleks.

Keyword: Laporan audit sebelumnya, Pertimbangan auditor, Auditing perilaku, Bias

anchoring, Pengambilan keputusan audit

1. INTRODUCTION

Audit reports constitute a cornerstone of modern financial markets, serving as a
primary source of assurance regarding the credibility and reliability of financial
statements. For a broad range of stakeholders—including investors, creditors,
regulators, and corporate management—audit opinions play a decisive role in
shaping financial decisions, risk assessments, and market confidence. Given this
strategic importance, the quality of auditors’ judgments underlying audit reports
becomes a critical determinant of the overall usefulness of financial information.

Prior literature suggests that auditors do not operate in a vacuum when forming
professional judgments. Instead, they frequently rely on information derived from
prior audit reports, including historical findings, previous risk assessments, and
earlier audit opinions (Ramadani, 2025;Knechel et al., 2020). While such reliance
may enhance efficiency and consistency, it also introduces the potential for
cognitive bias. Behavioral research indicates that auditors may subconsciously
allow past audit outcomes to influence current evaluations, even when changes in
economic conditions or client risk profiles warrant a fresh assessment (Bamber &
Iyer, 2020). This reliance raises important concerns regarding objectivity,
professional skepticism, and audit quality.

The significance of audit reports extends beyond regulatory compliance. Empirical
evidence shows that audit quality is a key factor in investment decision-making,
with a substantial proportion of investors explicitly incorporating audit credibility
into their assessment of firm value and risk (KPMG, 2021). Moreover, audit reports
influence lending decisions, cost of capital, and stock price reactions, thereby
affecting overall market efficiency. From an internal perspective, audit outcomes
also provide management with insights into operational weaknesses, internal
control effectiveness, and regulatory compliance (Hay et al., 2019). Consequently,
any systematic bias in auditors’ decision-making processes may have far-reaching
implications for both internal governance and external market stability.

Against this backdrop, this article aims to examine whether and how prior audit
report information affects auditors’ financial decision-making. Adopting a
behavioral perspective, the study seeks to identify cognitive mechanisms—such as
confirmation bias and anchoring—that may shape auditors’ judgments when
evaluating current audit evidence. This inquiry is particularly relevant in an
increasingly complex audit environment characterized by heightened regulatory
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scrutiny, sophisticated financial instruments, and growing data volumes, all of
which may amplify auditors’ reliance on heuristics and past experiences.

Accordingly, the central research question guiding this study is: Is financial
decision-making by auditors affected by prior audit report information? This
question addresses a critical gap in the auditing literature by explicitly linking
historical audit information to auditors’ cognitive processes. Previous studies
suggest that auditors may disproportionately weight information that is consistent
with prior conclusions (confirmation bias) or anchor their judgments on earlier
assessments, even when new evidence is available (Kern & O’Keefe, 2020; Tversky
& Kahneman, 1974). Understanding these behavioral tendencies is essential for
evaluating whether reliance on prior audit reports enhances professional judgment
or inadvertently undermines audit independence and skepticism.

To address this issue, the study draws on the behavioral approach in auditing,
which recognizes auditors as boundedly rational decision-makers influenced by
psychological, organizational, and social factors. Behavioral auditing research has
demonstrated that elements such as time pressure, workload stress, accountability
structures, and group dynamics can significantly affect judgment quality (Libby &
Trotman, 2018; Asare et al., 2020). By integrating behavioral theory with audit
decision-making, this article contributes to a more nuanced understanding of how
auditors process prior audit information and how such processing affects financial
judgment outcomes.

Overall, this study seeks to enrich the audit literature by providing theoretical and
practical insights into the behavioral consequences of relying on prior audit reports.
The findings are expected to inform audit standard setters, firms, and educators in
designing audit methodologies, training programs, and review mechanisms that
mitigate cognitive bias and strengthen audit quality in an increasingly complex
financial reporting environment.

2. LITERATUR REVIEW

Financial decision-making in auditing constitutes a core professional judgment
process through which auditors evaluate financial evidence to form an opinion on
the fairness and reliability of financial statements. This process is fundamental to
the credibility of financial reporting and the integrity of capital markets, as audit
opinions directly influence stakeholders” trust, regulatory oversight, and
investment decisions (Glover et al.,, 2018; Knechel et al., 2020). Effective audit
decision-making ensures that financial statements are free from material
misstatements, thereby reducing information asymmetry between management
and external users.

The quality of auditors’ decisions is shaped by a combination of technical,
contextual, and institutional factors. Audit complexity, auditors’ professional
knowledge and experience, regulatory requirements, and inherent client risk are
widely recognized as key determinants of audit judgment quality ((Fadhli et al.,
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2025;Asare et al., 2021). Prior empirical studies suggest that auditors frequently rely
on accumulated experience and contextual cues when assessing audit evidence,
indicating that decision-making is not purely mechanical but highly judgmental in
nature (Brown et al., 2019). In addition, organizational pressures—such as time
budget constraints and performance expectations —may further influence auditors’
professional judgments and potentially introduce bias (Knechel et al., 2020).

Within this decision-making framework, audit reports play a critical informational
role. An audit report communicates the auditor’s opinion, the basis for that opinion,
and key audit matters that provide transparency regarding significant audit
judgments (International Auditing and Assurance Standards Board [IAASB], 2021).
The clarity and structure of audit reports are essential for enabling users to
understand both the scope of the audit and the auditor’s conclusions. More
importantly, audit reports serve not only as an output of the audit process but also
as an input for future audits.

Prior audit information embedded in previous audit reports represents an
important reference point in subsequent audit engagements. Such information
provides auditors with insights into historical audit issues, management responses,
internal control weaknesses, and unresolved risks that may persist over time
(Sweeney & O’Reilly, 2021). Empirical evidence indicates that auditors who
systematically incorporate prior audit information are better positioned to identify
risk patterns and anomalies, leading to more informed and efficient audit planning
and judgment (Brown et al., 2019; Asare et al., 2021). However, reliance on prior
audit outcomes also carries potential behavioral risks, particularly when auditors
fail to adequately reassess changes in the client’s business environment or financial
condition.

Behavioral aspects therefore represent a crucial dimension of auditors” financial
decision-making. Cognitive biases —such as confirmation bias and anchoring—
have been shown to significantly affect auditors’ judgments by encouraging
reliance on prior beliefs or historical audit findings while discounting contradictory
evidence (Tversky & Kahneman, 1974; Glover et al., 2018). Anchoring on previous
audit conclusions, in particular, may impair professional skepticism and reduce
auditors’ sensitivity to emerging risks.

Heuristics further influence audit judgments by enabling auditors to simplify
complex decision environments. While heuristics can improve efficiency under
time and information constraints, excessive reliance on mental shortcuts may result
in insufficient evidence evaluation and suboptimal audit decisions (Tversky &
Kahneman, 1974). For instance, assuming continuity in a client’s financial practices
based on prior audit reports may lead auditors to overlook significant structural or
economic changes affecting current financial statements (Sweeney & O’Reilly,
2021).
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Beyond cognitive factors, emotional and social influences also shape auditors’
decision-making behavior. Stress, workload pressure, peer influence, and the desire
for organizational acceptance may affect auditors’” willingness to challenge
management assertions (Asare et al.,, 2021). Conversely, a supportive audit
environment characterized by open communication and professional backing has
been found to strengthen auditors’ professional skepticism and improve audit
judgment quality (Knechel et al., 2020). These findings highlight the importance of
considering not only technical competence but also behavioral and organizational
contexts in understanding audit decision-making.

Overall, the literature suggests that financial decision-making in auditing is a
multidimensional process influenced by informational inputs, professional
judgment, and behavioral factors. Integrating prior audit information with rigorous
analytical procedures and heightened professional skepticism is essential for
enhancing audit quality and ensuring reliable financial reporting. This integrated
perspective provides a strong theoretical foundation for examining how auditors’
use of prior audit reports and behavioral tendencies jointly affect financial decision-
making outcomes.

3. METHODS
A. Research Design

1. Qualitative vs. Quantitative Approaches

In the context of examining whether auditor financial decision-making is
influenced by prior audit report information, a mixed-methods approach
combining both qualitative and quantitative methodologies is particularly
advantageous. The qualitative component allows for in-depth exploration of
auditors' perceptions and thought processes, while the quantitative aspect
facilitates the statistical analysis of data trends and correlations. According to
Creswell and Poth (2018), mixed-methods research can yield comprehensive
insights by integrating the strengths of both qualitative and quantitative data.
For instance, qualitative interviews can uncover nuanced factors affecting
decision-making, while quantitative surveys can measure the prevalence of
these factors across a larger population.

2. Justification for Chosen Methodology

The choice of a mixed-methods approach is justified by the complex nature
of decision-making in auditing, which involves both cognitive biases and
contextual influences. Research by Kida et al. (2019) highlights that auditors
often face challenges in processing prior report information due to cognitive
overload and biases such as anchoring and confirmation bias. By employing
qualitative interviews, the study can capture the intricate details of how these
biases manifest in real-world scenarios. Concurrently, the quantitative analysis
will provide empirical evidence on the extent to which prior audit reports
impact decision-making across different audit environments, thus ensuring a
holistic understanding of the phenomenon.
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B. Data Collection

1. Sample Selection

The sample for this study will be drawn from a diverse pool of auditors
across various sectors, including public accounting firms, internal audit
departments, and governmental audit agencies. A stratified sampling
technique will be utilized to ensure representation from different levels of
experience and types of audit environments. This approach is crucial, as prior
research indicates that experience level significantly influences decision-
making processes (Houghton et al., 2020). A target sample size of 200 auditors
will be sought to achieve statistical significance in the quantitative analysis,
while qualitative interviews will be conducted with a subset of 30 auditors to
gain deeper insights.

2. Instruments Used for Data Gathering

Data will be collected using a combination of structured surveys and semi-
structured interview guides. The survey instrument will include validated
scales measuring the perceived influence of prior audit report information on
decision-making, cognitive biases, and demographic variables. For the
qualitative component, semi-structured interviews will allow auditors to
elaborate on their experiences and the contextual factors influencing their
decisions. This dual approach not only enriches the data but also enhances the
reliability and validity of the findings (Bryman, 2018).

C. Data Analysis

1. Techniques for Analyzing the Collected Data

Quantitative data will be analyzed using statistical software such as SPSS
or R, employing techniques such as regression analysis and factor analysis to
identify relationships and underlying patterns. This will enable the study to
quantify the impact of prior audit report information on decision-making. On
the qualitative side, thematic analysis will be employed to identify common
themes and insights from the interviews. This method, as outlined by Braun
and Clarke (2019), allows for a systematic approach to analyzing qualitative
data, ensuring that the findings are grounded in the participants' narratives.

2. Limitations of the Study

Despite the rigorous methodology, several limitations must be
acknowledged. First, the reliance on self-reported data may introduce biases,
as auditors might alter their responses based on social desirability or recall
inaccuracies. Additionally, the study's cross-sectional design limits the ability
to infer causality between prior audit report information and decision-making
outcomes. Future research could benefit from longitudinal studies that track
changes in decision-making over time in response to prior audit findings.
Furthermore, the generalizability of the results may be constrained by the
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specific contexts of the sampled auditors, necessitating caution when
extrapolating findings to broader populations (Saunders et al., 2019).

4. RESULTS AND DISCUSSIONS

Prior audit reports constitute an important informational input in subsequent audit
engagements and significantly shape auditors’ professional judgments. Prior
research consistently demonstrates that auditors rely on historical audit findings as
reference points when assessing audit risk, materiality, and the scope of audit
procedures. Glover et al. (2018) provide empirical evidence that access to prior
audit reports increases the likelihood that auditors incorporate previous findings
into their current risk assessments, suggesting a strong positive association
between historical audit information and present judgment formation.

However, the influence of prior audit reports is not uniform and varies according
to the nature and content of the information presented. Audit reports highlighting
material weaknesses or elevated risk levels tend to induce more conservative
auditor behavior, prompting expanded audit procedures and heightened
professional skepticism. In contrast, favorable prior reports may generate a sense
of reassurance that leads to more optimistic assessments and reduced audit effort
(Knechel et al., 2020). This asymmetry indicates that prior audit information does
not merely inform decisions but also frames auditors’ cognitive processing,
potentially affecting judgment quality depending on contextual cues embedded in
the reports.

Behavioral Tendencies and Cognitive Processes in Auditing

The impact of prior audit information on decision-making is further mediated by
auditors” behavioral tendencies. Auditors, like other professionals, are susceptible
to cognitive biases that may distort objective judgment. One of the most prominent
biases observed in auditing is confirmation bias, whereby individuals selectively
seek or interpret evidence that supports their pre-existing beliefs (Kahneman, 2019).
In audit settings, positive historical experiences with a client may cause auditors to
discount adverse signals contained in prior reports, thereby increasing the risk of
undetected misstatements.

In addition to cognitive biases, emotional and psychological factors play a crucial
role in shaping audit judgments. Empirical findings indicate that stress, time
pressure, and emotional exhaustion can impair auditors’ ability to process
information rationally. Liu et al. (2021) demonstrate that auditors experiencing high
stress levels are more likely to overlook or underweight risk-related information
from prior audit reports, resulting in suboptimal decision outcomes. These findings
suggest that the effectiveness of prior audit information is contingent not only on
its content but also on auditors” psychological states and working conditions.

Discussion and Implications for Auditing Practice

The findings of this study reinforce the view that prior audit reports significantly
influence auditors’ professional judgment, both directly through informational
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content and indirectly through behavioral mechanisms. Exposure to prior reports
indicating heightened risk has been shown to encourage conservative decision-
making and greater audit effort, which may enhance audit quality (Brown et al,,
2020). Nevertheless, excessive reliance on historical information may also lead to
anchoring effects, where auditors remain overly committed to initial assessments
despite the emergence of new and contradictory evidence.

This study is consistent with the broader behavioral auditing literature, which
documents the prevalence of anchoring and confirmation biases in audit
judgments. Liao et al. (2019) highlight that auditors frequently rely on initial
information cues, particularly when such information is perceived as authoritative
or familiar. In the context of prior audit reports, this tendency underscores the
importance of maintaining professional skepticism and continuously reassessing
evidence throughout the audit process.

Recommendations for Enhancing Auditor Judgment and Audit Quality

To mitigate the adverse effects of bias, auditors and audit firms should adopt
structured decision-making strategies. One effective approach is the
implementation of the “devil’s advocate” technique, whereby designated team
members are tasked with critically challenging prevailing assumptions and
conclusions. Chen et al. (2021) find that this method significantly reduces cognitive
bias and improves the robustness of audit judgments. Additionally, fostering open
group discussions and promoting diverse viewpoints within audit teams can
further enhance judgment quality and reduce overreliance on prior information.

Improving the quality and clarity of audit reports is equally essential. Audit reports
that provide balanced, transparent, and context-rich information are more likely to
support sound professional judgment in future engagements. Zhang et al. (2022)
emphasize that well-structured audit reports with clear analytical explanations
enhance stakeholder trust and reduce misinterpretation by subsequent auditors.
Accordingly, continuous training in analytical reasoning, professional skepticism,
and effective communication should be prioritized to ensure that audit reports
function as reliable decision-support tools rather than sources of bias.

Concluding Remarks

Overall, this study highlights that prior audit reports play a dual role in auditing
practice: they serve as valuable informational resources while simultaneously
posing potential behavioral risks. Understanding how auditors process historical
audit information—and how cognitive and emotional factors influence this
process—is critical for improving audit quality. By strengthening behavioral
awareness, enhancing report quality, and implementing bias-mitigation strategies,
auditors can better leverage prior audit information to support objective, high-
quality professional judgment in increasingly complex audit environments.

5. CONCLUSION
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This study provides robust evidence that information contained in prior audit
reports plays a substantive role in shaping auditors” professional judgments and
decision-making processes. The findings demonstrate that auditors systematically
rely on historical audit information when assessing audit risk and materiality, using
prior reports as cognitive reference points during the planning and execution of
current audits. Consistent with Kwon et al. (2019), auditors with access to previous
audit reports tend to incorporate previously identified risks into their current risk
assessments, indicating that past audit outcomes significantly inform present
evaluative judgments.

Beyond its informational function, prior audit report content also exerts a
psychological influence on auditors” professional behavior. Auditors exposed to
reports documenting significant past deficiencies exhibit heightened professional
skepticism and tend to apply more extensive and rigorous audit procedures. This
behavioral response aligns with the findings of Houghton and Tuck (2020), which
suggest that accumulated client-specific experience shapes auditors’ confidence
levels and audit strategies. Accordingly, prior audit reports function not merely as
archival documentation, but as behavioral anchors that influence auditors’
perceptions, expectations, and judgment thresholds.

From a theoretical perspective, this research contributes to the auditing literature
by reinforcing the importance of behavioral auditing frameworks in explaining
auditor decision-making. While traditional audit models emphasize technical
standards and compliance mechanisms, the findings underscore that auditors’
judgments are also shaped by cognitive biases and experiential learning. In line
with Hodge et al. (2018), understanding how auditors process and internalize prior
information provides valuable insights into how audit quality can be enhanced
through improved judgment calibration and decision support mechanisms.

Practically, the study highlights the need for audit firms and regulators to
acknowledge the dual nature —informational and psychological —of prior audit
reports. Although such reports enhance audit efficiency and contextual
understanding, they may also generate halo effects or confirmation biases that
compromise auditor objectivity. Consequently, audit training programs should
explicitly address these behavioral risks by equipping auditors with techniques to
critically evaluate prior information while maintaining independent professional
judgment. Strengthening awareness of cognitive bias management has the potential
to improve audit quality and reduce the likelihood of undetected material
misstatements.

Despite its contributions, this study opens several avenues for future research.
Further investigation is warranted to examine how different categories of prior
audit information —such as material versus non-material findings — differentially
influence auditors’ judgments, as suggested by Zhang et al. (2021). Additionally,
longitudinal and cross-industry studies could offer deeper insights into how
sustained exposure to prior audit information affects auditor decision-making
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across varying institutional and industry contexts. Such research would enhance
the generalizability and practical relevance of behavioral audit findings.

In conclusion, prior audit report information constitutes a critical determinant of
auditors’ financial decision-making processes. Its influence extends beyond
technical guidance to shape auditors” cognitive and behavioral responses in risk
assessment and audit execution. While historical audit information provides
valuable context and efficiency gains, auditors must remain vigilant against
potential biases arising from overreliance on past reports. A balanced integration
of prior knowledge and independent professional judgment is therefore essential
to sustaining high-quality audit outcomes. This study not only enriches the
behavioral auditing literature but also offers a foundation for advancing audit
practice in increasingly complex financial reporting environments.
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