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Looking to the Past or to the Future: How Post-Investment Reviews Impact Capital
Investment Continuance Decisions

ABSTRACT: Best practices in management accounting call for a post-investment review to
improve capital investment decision-making. In a post-investment review, managers decide
whether to continue with a project after evaluating the project’s current investment progress (i.e.,
realized return) and expected future outcome (i.e., prospective return), together referred to as
investment information. However, the capital investment literature provides little insight into how
managers make continuance decisions. Our study fills this gap by experimentally examining how
the presentation of investment information within a post-investment review impacts managers’
capital investment continuance decision. We predict and find that managers are less likely to
continue a project when presented information emphasizing that realized returns are lower than
initial projections, even though prospective return information indicates that continuing the project
will result in an overall positive return. This research has implications for capital budgeting and
decision-making.
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Looking to the Past or to the Future: How Post-Investment Reviews Impact Capital
Investment Continuance Decisions

1. Introduction

Managers commit substantial firm resources to capital investment projects (Lumijérvi,
1991); however, a project’s overall return to the firm is often uncertain (Huikku & Lukka, 2016).
Uncertainty in the project’s overall return occurs because of assumptions about a project’s future
cash flows, tax implications, inflation, and risk (Graham & Harvey, 2001; Haka, 2006; Ho, Keller,
& Keltyka, 2005). Best practices in management accounting call for post-investment reviews,
which allow managers to evaluate a capital investment project’s progress after project acceptance
but before project completion with the aim of improving capital investment decision-making
(Huikku & Lukka, 2016; Pierce & Tsay, 1992). The post-investment review prompts managers to
accumulate information on the project’s investment progress to include the realized return (i.e., to-
date progress) and the prospective return (i.e., the project’s updated expected return) (Garrison,
Noreen, & Brewer, 2021; Neale, 1995). Managers subsequently evaluate information about the
project’s realized and prospective returns to decide if the firm should continue or discontinue the
project. While much of the review can be done informally, firms may also utilize a formal post-
investment review (PIR) report as part of the process. In this study, we examine how investment
information (i.e., realized returns and prospective returns) and the emphasis of such information
through inclusion in the PIR report influences managers’ capital investment continuance decisions.

Economic theory prescribes a specific and forward-looking decision criterion: managers
should base the continuance decision solely on the prospective return, treating the realized return
as categorically irrelevant to the decision (Brealey, Myers, & Allen, 2020; Haka, 2006). However,

a vast literature documents that individuals do not always adhere to this criterion when decisions



are made under uncertainty (Kahneman & Tversky, 1979; Tversky & Kahneman, 1981, 1992). In
this study, we examine a specific departure from economic rationality: whether a realized return
shortfall (emphasized through inclusion in the PIR report) causes managers to discontinue a project
despite a favorable prospective return, resulting in a measurable sacrifice of expected firm value.
Our study extends prior research by examining managers’ decisions to continue or discontinue a
capital investment project (i.e., continuance decision) after considering the investment information
and the emphasis of such information through inclusion in a PIR report. This setting is important
to study as firms commit substantial firm resources to capital investment projects (Lumijérvi,
1991) and commonly incur substantial cost overruns (Briiggen & Luft, 2016), which can be
minimized by making changes to a project before project completion. Understanding how a post-
investment review influences continuance decisions is especially important considering the rapid
changes in technology and work environments (e.g., disperse teams) as characteristics of the post-
investment review process and incentives of team members may vary (McKinsey, 2019, 2022).
While the format of a PIR report is not standardized, it generally includes a project
description and a comparison of the project’s realized and prospective returns against initial
projections (Huikku & Lukka, 2016). How this information is communicated to managers also
depends on interpersonal dynamics and firm procedures. For example, investment information
may be communicated informally between employees or may also be provided in a formal report.
Once investment information has been considered, managers will make a continuance decision.
Understanding managers’ capital investment continuance decisions is important as the continuance
decision differs from the acceptance decision. In the continuance decision, managers need to
evaluate a project’s realized return and prospective return. This differs from the acceptance

decision, where managers only evaluate the project’s prospective return. This dual-information



structure is precisely what creates the conditions for behavioral departure from economic theory
since economic theory renders the realized return categorically irrelevant to the continuance
decision, any systematic influence of the realized return on managers’ decisions represents a
departure from value-maximizing behavior. We examine how investment information (e.g., higher
realized return and lower prospective return, or lower realized return and higher prospective return)
and information emphasis (e.g., whether the realized or prospective return information is
emphasized by inclusion in the PIR report) influences managers’ decision to either continue with
the project or discontinue the project and sell to an outside firm at an amount consistent with initial
expectations.

Several behavioral theories on judgment and decision-making under uncertainty form our
predictions about how managers might evaluate investment information where the realized return
is lower (higher) and the prospective return is higher (lower) than initial expectations.! It is
important to note that the absence of standardization within a PIR report creates opportunities for
information to be emphasized to varying degrees. Drawing from mental accounting (Thaler, 1985),
prospect theory (Kahneman & Tversky, 1979), and break-even heuristics (Heath, 1995; Imas,
2016), we argue that managers will be less likely to continue with a project when the project’s
realized return is lower and the prospective return is higher than initial projections, but only when
the realized return is emphasized through its inclusion in the PIR report. Importantly, while the
escalation of commitment literature often predicts that prior losses that are emphasized increase
the likelihood of continuation, our setting generates the opposite prediction: the availability of a

break-even exit option for the initial investment shifts the behavioral response from escalation

! We do not examine the conditions where the realized and prospective returns are both higher or lower than
expectations since there is little tension in how managers will react to this information.
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toward liquidation, consistent with the break-even heuristic theory (Heath, 1995; Imas, 2016;
Thaler & Johnson, 1990). This is counter to economic theory, which suggests managers should
continue the project as prospective returns are higher than initial projections.

Using 297 undergraduate accounting students as proxies for accounting managers, we find
that participants continue a capital investment project less frequently when its realized
(prospective) returns are lower (higher) than initial projections, but only when the realized return
information is emphasized through its inclusion in the PIR report, consistent with expectations.
Contrary to economic theory, participants discontinue the project despite less-emphasized
information indicating that continuing with the project will result in a higher overall return to the
firm. We replicate these results using a population of experienced decision makers from Prolific.
In supplemental analysis, we code and analyze participants’ continuance decision rationales and
find evidence consistent with the notion that emphasized, lower realized returns lead participants
to focus less on prospective returns and trend information, and more on variance from
expectations, consistent with our theoretical reasoning. This provides evidence that both
investment information and information emphasis impact managers’ continuance decisions. In
supplemental analyses, we examine participants’ confidence in and responsibility for the capital
investment decision, as well as their perceptions of competence and trust in the preparer of the
post-investment review. We find no evidence that these factors influence participants’ continuance
decisions, allowing us to rule them out as alternative explanations.

This research has implications for capital investment decision-making. While the degree
to which individuals attach greater importance to realized returns that fall short of initial
projections can positively affect capital investment decisions by reducing the likelihood of

escalating commitment or succumbing to the sunk cost fallacy, this increased emphasis on realized



returns may have negative consequences for continuance decisions. Our research finds that when
the future benefits of capital investments are more likely to result in an overall positive return to a
project, attaching greater importance to realized returns can lead managers to discontinue a project
when economically it is best to continue with a project. This is not economically insignificant. For
example, in our setting, participants were willing to forgo eight percent of potential returns when
they chose to discontinue the project.

Our paper also contributes to broader academic literature within accounting. First, we
provide evidence that individuals separately evaluate realized and prospective information. These
findings can extend to other accounting disciplines where decisions require the concurrent
evaluation of realized and prospective information. For example, auditors’ evaluation of
significant estimates may include a look-back analysis (PCAOB AS 2501.17, 2018), where
auditors examine a company’s historical ability to achieve projections to evaluate the company’s
current estimate (i.e., prospective information) (Backof, Martin, & Thayler, 2020). Our study
suggests that auditors’ decision to request additional audit evidence or propose an audit adjustment
may depend on the type of information and emphasis of that information in the look-back analysis.
Second, we contribute to the body of literature on information presentation by showing that both
realized and prospective returns and the emphasis of this information influences managerial
decision-making. Third, we respond to calls for researchers to investigate the interrelationship
between economic and behavioral theories to form more complete explanations of their differences
(Covaleski, Evans, Luft, & Shields, 2003; Kachelmeier, 1996; Moser, 1998) by designing an
experiment that examines both economic and behavioral perspectives. We find that the behavioral
perspective dominates when managers make continuance decisions under certain circumstances.

Fourth, we identify specific boundary conditions that may influence when managers move toward



liquidation rather than escalation in the face of emphasized realized losses. Specifically, we show
that the availability of a break-even exit option shifts the behavioral response from escalation (as
predicted by classic sunk cost and commitment escalation theory) toward liquidation, contributing
to both the escalation of commitment and break-even heuristic literature and identifying conditions
under which these two sets of predictions diverge.

The remainder of this paper proceeds as follows. In the next section, we discuss the prior
literature and develop the study’s hypothesis. Next, we describe the research methods. Then, we
present our results, supplemental analyses, and conclusion.

2. Background and hypothesis development
2.1. Capital budgeting and the post-investment review

Capital investments constitute a critical function for managers and management
accountants in allocating firm resources to provide the best return for investors (Haka, 2006). As
such, there has been substantial research into how managers make initial capital investment
decisions (e.g., Chow, Harrison, Lindquist, & Wu, 1997; Denison, 2009; Denison, Farrell, &
Jackson, 2012; Duxbury, 2012; Fehrenbacher et al., 2020; Harrell & Harrison, 1994; Loh et al.,
2019; Rutledge & Karim, 1999; Schulz & Cheng, 2002). As the initial decisions about whether to
invest in capital investment projects are important to understand, so are the decisions managers
face after a project’s acceptance. For example, a project may require changes to maximize overall
firm value, as additional information about the project comes to light, or due to a rapidly changing
and uncertain macroeconomic environment (McKinsey, 2019, 2022).

One important decision made after project acceptance occurs with the post-investment
review. When utilized, a post-investment review is part of the feedback loop in a management

control system (Haka, 2006) as it provides for the evaluation of a capital investment project’s



progress after project acceptance but before project completion (Huikku & Lukka, 2016; Neale,
1995). The post-investment review requires managers to gather information on the project’s to-
date progress (i.e., realized return) and the project’s expected overall return (i.e., prospective
return) (Garrison et al., 2021; Neale, 1995) and communicate this information to decision makers
who will consider such information when making a decision on whether to continue or discontinue
the project. As part of the post-investment review process, firms may utilize a formal PIR report
to communicate some or all this information.

2.2. Hypothesis development

Economic theory suggests that rational managers will maximize the firm’s economic value
(Graham & Harvey, 2001). However, a vast literature provides examples of individuals’ bounded
rationality, particularly noting that individuals do not always make the profit-maximizing decision
when decisions are made under uncertainty (Kahneman & Tversky, 1979; Tversky & Kahneman,
1981, 1992). To create uncertainty about a project’s actual return, we examine a setting where a
project’s progress is inconsistent with initial expectations (i.e., the project’s realized return is
higher (lower) and the project’s prospective return is lower (higher) than initial projections).
Managers must then evaluate information about the investment and either continue or discontinue
the project by selling it to an outside firm. These characteristics allow us to compare economic and
behavioral theoretical perspectives (Covaleski et al., 2003; Kachelmeier, 1996; Moser, 1998).

On the one hand, according to economic theory, managers will continue (discontinue) a
project when the prospective return is higher (lower) than initial expectations. On the other hand,
behavioral theories suggest that managers may not act with economic rationality under certain
conditions (e.g., Chow et al., 1997; Denison, 2009; Denison et al., 2012; Duxbury, 2012;

Fehrenbacher et al., 2020; Harrell & Harrison, 1994; Loh et al., 2019; Rutledge & Karim, 1999;



Schulz & Cheng, 2002). We draw on several behavioral theories on judgment and decision-making
under uncertainty to form our expectations regarding managers’ continuance decisions. Figure 1

presents the predicted continuance decision based on economic and behavioral theories.

Insert Figure 1 here

It is important to note that while the format of a post-investment review report is not
standardized, it generally includes a project description and a comparison of the project’s realized
and prospective returns against initial projections (Huikku & Lukka, 2016). How this information
about the investment is communicated to the decision maker is also not standardized and can
include informal communication through discussion or email, or more formal communication
through a dashboard or PIR report. The dual-information structure (i.e., realized vs. prospective)
is important to our theoretical predictions. Economic theory maintains that only forward-looking
information is relevant and that realized returns, which reflect past cash flows already incurred,
are economically irrelevant to the prospective return calculation and should not influence the
continuance decision (Brealey, Myers, & Allen, 2020). Under this perspective, a rational manager
considering a post-investment review in which the prospective return exceeds initial projections
should continue the project, regardless of how the realized return compares to initial projections.
Thus, under economic theory, we expect managers will continue (discontinue) a project when its
prospective return is higher (lower) than the opportunity cost of capital (Graham & Harvey, 2001;
Haka, 2006).

However, understanding how managers may process the dual-information structure of a
post-investment review is important to establishing our theoretical predictions. Mental accounting

(Thaler, 1985) predicts that managers will segregate economic outcomes into separate cognitive



accounts rather than integrating them into a single net evaluation. Applied to the post-investment
review, mental accounting predicts that managers will evaluate the realized return and the
prospective return separately, rather than together, as they represent fundamentally different types
of information (i.e., actual outcomes already incurred versus potential outcomes not yet realized)
(Thaler, 1985, 1999). Consistent with this, prior research finds that individuals track gains and
losses in separate accounts and that the status of each account independently influences decision-
making (Heath, 1995; Thaler & Johnson, 1990). In the post-investment review context, the realized
return constitutes an account that is, in an important sense, already “closing” in that it reflects the
accumulated to-date performance of the project and is finite and knowable. The prospective return,
by contrast, constitutes an open, uncertain account reflecting potential future performance.

Given that managers evaluate realized and prospective returns in separate mental accounts,
prospect theory (Kahneman & Tversky, 1979) provides insight into the relative weight managers
assign to each account when making their continuance decision. Prospect theory holds that
individuals evaluate outcomes relative to a reference point and that losses loom larger than
equivalent gains. Applied to the post-investment review, managers are likely to use the initial
projections as a reference point against which they evaluate both the realized and prospective
returns (Kahneman, 2003).

In principle, managers can apply this reference point comparison to both the realized return
and the prospective return, and that negative deviations from initial projections in either dimension
can independently affect their decision-making. However, we argue that a loss in the realized
return account will exert greater psychological weight than a positive deviation in the prospective
return for two reasons. First, the realized return reflects concrete, already-experienced outcomes

(i.e., actual cash flows that have been incurred) whereas the prospective return reflects an uncertain



estimate of future performance. Prior research distinguishes between experienced losses and
anticipated losses and finds that experienced losses carry greater psychological weight (Imas,
2016; Kahneman, 2003). Because the shortfall in the realized return has already materialized and
is not subject to reversal, it registers more vividly as a loss and will carry greater weight than an
equivalent positive deviation to a future estimate. Second, the availability of a break-even exit
option in our setting may activate a specific behavioral response that is distinct from classic
escalation.? Research on break-even heuristics (Heath, 1995; Thaler & Johnson, 1990; Imas, 2016)
finds that individuals are strongly motivated to “close” a losing account by reaching break-even
rather than continuing to expose themselves to further loss. Thus, when a clean exit at near break-
even value is available, we expect managers will close the realized return account to avoid the
loss; hence, electing to discontinue the project.

While the preceding arguments predict that managers will tend to overweight realized
returns relative to prospective returns when evaluating continuance decisions, which information
is emphasized in the post-investment review is expected to moderate this tendency. The format of
a post-investment review can vary (Haka, 2006; Huikku & Lukka, 2016; Pierce & Tsay, 1992) and
alter how information is framed (Kahneman, 2003) such that the post-investment review may
emphasize either the realized return or the prospective return information by inclusion of either in
the PIR report. Managers may anchor on the emphasized information as it commands their
attention (Birnberg et al., 1983; Lumijarvi, 1991), is more cognitively accessible (Kahneman,

2003), or is perceived as signaling importance (Rankin et al., 2003). When the realized return is

2 While the escalation of commitment literature suggests salient prior losses will increase the likelihood of
continuation (Staw, 1976; Brockner, 1992; Briiggen & Luft, 2016), our setting differs with the availability of a break-
even exit option to an outside investor.
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emphasized through inclusion in the PIR report, managers’ attention is drawn to the realized return
information, potentially activating loss aversion and the break-even heuristic (in the instance when
realized returns are lower). However, when the prospective return is emphasized, managers’
attention is directed toward the prospective information. In this instance, the prospective return
becomes the more accessible reference point and the realized return shortfall, while still present in
the narrative, is less cognitively prominent. This moderating effect of emphasis is critical because
it predicts that the behavioral departure from economic theory is condition-specific. In other words,
we expect managers will be less likely to continue with a project when a project’s lower realized
return is emphasized, even if the prospective return is higher than initial projections.

One other condition where we expect economic and behavioral predictions to depart is
when the realized return information is emphasized by inclusion in the PIR report with this
information having a positive deviation from initial expectations and the prospective return having
a negative deviation. While economic theory predicts managers will discontinue the project,
behavioral theories (as noted above) suggest greater weighting will be placed on the realized return
information (i.e., anchoring on concrete outcomes) and that managers will continue with the
project. We argue, however, that this effect will not be as strong since managers will also consider
the negative deviation to the prospective returns (i.e., loss aversion).

In summary, while economic theory predicts managers will make their continuance
decision based on expected prospective return information, behavioral theories predict that
managers will be unable to disregard a lower realized return when emphasized by inclusion a PIR
report, making them less likely to continue a capital investment project despite higher prospective

returns.
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HYPOTHESIS: Managers will be less likely to continue a project when the project realizes

a return that is lower than initial projections, but only when the realized return is more

salient in the post-investment review.
3. Method

To test our hypothesis, we conducted a between-participants experiment, manipulating
investment information and information emphasis. The following sections detail the participants,
experimental procedures, independent, and dependent variables.

3.1. Experimental procedures

Participants completed the experiment in Qualtrics.®> Prior to receiving background
materials, participants responded to three questions to assess their knowledge of capital budgeting
techniques and a question to establish their baseline confidence in making capital investment
decisions. After responding to all questions, participants were instructed to assume the role of a
manager at the headquarters of Entertainment Games, Inc. responsible for funding and overseeing
the development of new game projects.

Next, all participants reviewed a project proposal for a first-person adventure game for
funding approval. The project proposal contained information on the initial capital outlay,
projected future cash in-flows, and projected positive net present value at an eight percent rate of
return. Participants were instructed to either approve or deny funding for the project and assess
their level of confidence and responsibility of their funding decision. Participants who denied
project funding were excluded from the experimental manipulation as the economically correct

choice was to approve funding as there was a positive net present value (Denison, 2009). All

3 We obtained Institutional Review Board (IRB) approval for this study.
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participants, whether excluded or not from the manipulation, answered questions assessing their
risk appetite and demographic questions before concluding the experiment.

Participants who approved project funding were randomly assigned to one of four
experimental conditions (Figure 1). Participants were reminded of the initial project proposal and
were instructed to carefully consider the information being provided in the post-investment review.
Participants received a Post-Investment Review (PIR) that they were told came from the project
team leader. The PIR included a narrative on the investment information in which the project team
leader stated that the realized return was higher (lower) than initially projected and that the
prospective return was lower (higher) than initially projected. This approach ensured the directions
of the investment information presented in the PIR was consistent. Additionally, the PIR report
included a numerical report which quantified one component of the investment information (i.e.,
emphasized either the realized return or prospective return). Next, participants were told that they
could either 1) continue the project, or 2) discontinue the project and sell it to a third party that
was offering to buy the game that would result in an overall return similar to initial projections.
Participants made their continuance decision and provided justification for their decision. Finally,
participants indicated their confidence and responsibility for the continuation decision, their
perceptions of the competence and trustworthiness of the project team lead, and responded to risk
appetite, manipulation check, and demographic questions.

3.2. Participants

The participants consisted of 357 undergraduate students from a public university in the
southeastern United States who had taken managerial accounting and were provided with extra
credit for their participation. To ensure that the participants were sufficiently engaged in the capital

investment decision, we provided participants with the initial project proposal and asked if they
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would fund the capital investment project (Denison, 2009). As the project was expected to have a
positive NPV, denying funding signaled a lack of understanding of capital budgeting. Of the 357
participants, 297 (83.2 percent) approved funding and 60 (16.8 percent) denied funding. Therefore,
our analyses are based on those participants who initially approved funding.*

Of the 297 participants, 173 (58.2 percent) were male and 124 (41.8 percent) were female.
The average age and full-time work experience were 21.5 and 3.4 years, respectively, and
participants held an average level of confidence in making capital investment decisions (mean =
4.67 on a scale of 1 to 7) and risk appetite (mean = 4.29 on a scale of 0 to 10). There are no
differences in demographics across conditions.
3.3. Independent variables

The first independent variable, Investment Information, was manipulated based on the
progress of the capital investment project against initial expectations. The investment progress
consisted of two components, the realized return and the prospective return. Specifically, the
project’s realized return was higher (lower) and the prospective return was lower (higher) than
initial projections. The project’s realized and prospective return are inconsistent to create
uncertainty about the capital investment’s actual return as we are interested in managers’ decisions
under uncertainty. There is little to no tension in examining the conditions when both the project’s
realized and prospective returns are consistently better or worse than projected. We operationalize
realized return through the description of the project’s to-date cash flows and prospective return

through the description of the project’s updated net present value (NPV).

4 There were several manipulation check failures. We note that there is a significant positive correlation between the
number of correct manipulation checks and the number of correct knowledge checks asked prior to the experimental
manipulation (Pearson 0.184, p = 0.02). We perform a supplemental analysis to evaluate any potential moderating
effect of knowledge and find that our results hold with individuals with a baseline level of knowledge. Refer to the
supplementary analysis for more information.
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The second independent variable, Information Emphasis, was manipulated by providing
participants a formal PIR report that quantifies one component of the investment information (i.e.,
either the realized or prospective return). For example, in the realized conditions, participants were
provided with quantitative information on the to-date cash flows by comparing the initially
projected net cash flows to the realized net cash flows. In the prospective conditions, the
participants were provided with quantitative information on the project’s revised NPV. The
difference between the initial projections was the same amount between conditions ($6,710 or 2
percent). Importantly, the values provided in the PIR report were consistent with the investment
progress described in the narrative provided by the team lead.

3.4. Dependent variable

The primary focus of this study is to understand how investment information and the
emphasis of such information through inclusion in the PIR report impact manager’s continuance
decision for a capital investment project. The dependent variable was measured as the frequency
in which participants chose to continue with the capital investment project.

4. Results
4.1. Test of hypothesis

We predict that managers will be less likely to continue a project when the realized return
is lower than initial projections (and the prospective return is higher than initial projections), but
only when the PIR report includes the realized return information. Table 1, Panel A presents the
descriptive statistics for the proportion of participants choosing to continue the project and Figure
2 presents the results in a graphical format. A higher percentage indicates that more participants
selected to continue the project, and a lower percentage indicates that more participants selected

to discontinue the project. Results provide initial support for our hypothesis as we find participants
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were least likely to continue a project (33.8%) when realized (prospective) returns are lower
(higher) and the realized return is emphasized. It is important to note that discontinuing the project
and selling it to an outside investor resulted in a loss of eight percent by forgoing the expected
higher prospective return.

To test our hypothesis and gain further insights, we use logistic regression to examine the
interaction and perform individual Chi-square tests. Table 1, Panel B presents the results of the
logistic regression. There is a significant interaction between Investment Information and
Information Emphasis (Chi-square = 9.549, p = 0.002), which is consistent with our prediction.>*
While our primary test for the hypothesis is the interaction, we also note a main effect for
Investment Information (Chi-square = 8.629, p = 0.003), suggesting that participants differentially
focused on the realized and prospective returns. The descriptive statistics show that what
information is emphasized can influence participants’ decisions as participants were most likely
to continue a project (63.5%) when realized (prospective) returns are lower (higher) and the
prospective return is emphasized. Thus, emphasizing the prospective return information alleviated
participants’ focus on the realized returns (Chi-square = 13.091, p < 0.001) (Table 1, Panel C).
Overall, our results support our predictions that participants were least likely to continue the
project when realized (prospective) returns were lower (higher) and the realized return information

was emphasized.

5 The significant interaction holds when the data is alternatively analyzed using ANOVA (untabulated F =9.917, p =
0.002).

® The results hold if the interaction is analyzed using the three-step procedure presented in Guggenmos, Piercey, and
Agoglia (2018) to test the predicted pattern of results where condition where the progress report makes information
about a realized return that is lower than initial projections salient is coded as -3 and all other conditions are coded as
+1. The contrast model is significant (F = 13.413, p < 0.001) and the paired residual between-cells variance is not
significant (F = 1.014, p = 0.364). The alternative contrast of 1, 1, -4, 2 also provides consistent results. These results,
along with the visual examination of the predicted-to-actual results, provide consistent support for our hypothesis.
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In the conditions where the prospective return was emphasized and both our economic and
behavioral theories predicted the same continuance decision (i.e., continue (discontinue) when the
prospective return was higher (lower)), we find a moderately significant difference in participants’
continuance decisions when the expected prospective return was lower (Chi-square = 2.023, p =
0.077). In the conditions where the realized return was emphasized, and in support of prospect
theory and the break-even heuristic, we find that participants were more likely to close a loss and
sell to an outside investor when the realized return was lower (33.8%) compared to when the
realized return was higher (58.1%) (i.e., there is an asymmetrical difference in participants’
behavior between the realized return loss and gain conditions (Chi-square = 8.815, p = 0.003)

(Table 1, Panel C)).

Insert Table 1 here

Insert Figure 2 here

4. Replication experiment
4.1. Experienced participants

Prior research in capital investment typically uses participants with greater managerial or
investment experience than undergraduate students, ranging from MBA students to experienced
work professionals (Jackson, 2008; Rennekamp, Rupar, & Seybert, 2015). To ensure the
robustness of our results, we replicate our main experiment using experienced work professionals.
We recruited 400 Prolific workers to take part in the study, paying a fixed wage of $2.00.7

Participants averaged approximately 13 minutes to complete the study. Fifty-six (forty-two)

" We received IRB approval prior to administering this experiment.
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percent were male (female), with the remaining not identifying as either. Participants were 40 years
old, on average, with 18 years of work experience and 3 years of investment experience. The
median education level of these participants is a bachelor’s degree, with 16 percent holding a high
school degree or equivalent and 31 percent holding an advanced degree. Compared to the student
population from the main experiment, these participants are older and more experienced
(untabulated p-values < 0.001). Further, these participants are more risk averse than the student
participants (untabulated p <0.001).
4.2. Replication results

Of the 400 participants, 308 (77 percent) approved funding and 92 (23 percent) denied
funding. Consistent with the main experiment, our analyses exclude participants who denied
funding this investment.

In Table 2, we include these participants with those of the main experiment to test if there
is a statistical difference in the results due to the participant group. Panel A presents the binary
logistic regression, including an indicator variable and its interactions for whether the group was
the student group (coded 0) or the experienced group recruited from Prolific (coded 1), called
Experienced Participants. We find a significant interaction, consistent with our main experiment,
and no significant main effect nor interactions of Experienced Participants (all p-values > 0.326,
two-tailed). This gives us confidence that the effects observed in our main experiment persist to
populations with greater experience than students. Further, in Table 2, Panel B we note consistent

chi-square tests between the unique conditions when including the experienced sample.

Insert Table 2 here

5. Supplemental analyses
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5.1. Coding and analysis of manager’s rationales for continuance decisions

After indicating their decision to continue or discontinue the project, participants were
instructed to write a short statement justifying their continuance decision. These rationales provide
additional evidence to explore the mechanisms in which our manipulations affect participants’
continuance decision. We tasked a large language model (i.e., ChatGPT — GPT-5.3) to code the
participants’ rationales without knowledge of the participants assigned condition. Rationales were
coded based on mentions of certain key words in the following four categories: 1) prospective
return (Prospective), 2) realized performance (Realized), 3) trend-based reasons or trajectory
(Trend), and 4) variance-based reasoning (Variance). For each category, ChatGPT assigned a 1 if
the response contained language consistent with that information type and a 0 if not. ChatGPT
coded each category independently, allowing the rationales to be categorized into more than one

category. Table 3 presents the details for each categorical justification.

Insert Table 3 here

We present analyses of the coding of continuance rationales in Table 4. We examine
participants’ mentions of each of these categories by experimental condition. Table 4, Panel A
presents the descriptive statistics for the proportion of participants, by experimental condition, that
reference language matching the category in their continuance decision rationale. Table 4, Panel
B presents logistic regressions for each category. Notably, we find significant interactions of
Investment Information and Information Emphasis on Prospective, Realized, and Trend (all p-
values < 0.054, one-tailed), suggesting that information emphasized through inclusion in the PIR
report concerning lower realized returns leads to less frequent mentions of prospective, realized,

and trend information relative to the other conditions. Further, the opposite pattern exists for
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mentions of variance information, in which the most frequent mentions of variance information is

for this condition, though we note it is not statistically significant.

Insert Table 4 here

From these analyses, we see evidence that the mechanisms discussed in our theoretical
predictions are driving our results. We find that managers focus on the information emphasized
through inclusion in the PIR report when making their continuance decision. The information, in
turn, is associated with the justification for their resulting continuance decision. Otherwise stated,
emphasized information nudges individuals to adopt certain perspectives when making
continuance decisions.

5.2. Robustness analyses
5.2.1. Potential Effect of Knowledge

We did not hypothesize about the role of knowledge ex-ante; however, we observed a
significant positive correlation between the number of correct manipulation check answers and the
number of correct knowledge check questions (Pearson Correlation = 0.184, p = 0.02). Thus, we
performed a robustness analysis to evaluate the potential effect of knowledge on our overall
findings.

Prior to beginning the experiment, participants were asked a series of questions to gauge
their knowledge of capital investment concepts.® Specifically, participants were asked two
questions related to net present value concepts and one question on variance analysis. Participants

are classified as having a baseline level of knowledge if they answered at least two of the three

8 This approach is similar to prior research that has used measures of audit knowledge (Demek, Kaplan, & Winn,
2020) and financial knowledge (Farrell, Grenier, & Leiby, 2017) to gauge the impact of baseline levels of knowledge
on participants’ decisions.
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questions correctly, and no baseline knowledge otherwise. One hundred eighty-one of our
participants (60.9 percent) have this baseline level of capital investment knowledge.

First, we examined our main findings by adding Knowledge to our main analysis as an
independent variable and an interaction with each of Investment Information, Information
Emphasis, Investment Information by Information Emphasis. In an untabulated logistic regression,
neither Knowledge nor any of the interactions were significant. In addition, we replicate our main
analysis by performing separate untabulated logistic regressions for those with and without a
baseline level of knowledge. Consistent with our overall results, we find a significant interaction
between Investment Information and Information Emphasis (Chi-Square = 5.572, p = 0.018) for
participants with a baseline level of knowledge, but an insignificant interaction for those without
a baseline level of knowledge (Chi-Square = 1.918, p =0.166). A visual examination of the results
shows that, although there is no statistically significant interaction for those without a baseline
level of knowledge, the results are directionally consistent with our theoretical predictions.

This analysis suggests that our overall results are primarily driven by those with a baseline
level of knowledge. Thus, individuals with greater knowledge of the capital budgeting process are
least likely to continue a project when realized (prospective) returns are lower (higher) than initial
projections and the PIR report includes realized returns, though this tendency directionally persists
among individuals with a low knowledge level. These results reduce concerns that our overall
findings are an artifact of low knowledge individuals — individuals who would likely not be those

in practice to face complex capital budgeting decisions.’

9 We perform the same logistic regression with the experienced participants from the replication experiment and find
statistically comparable results (untabulated) of the inclusion of Knowledge — significant key interaction (p = 0.008,
one-tailed) with Knowledge and all its interaction variables insignificant (all p-values > 0.352, two-tailed).
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5.2.2. Potential effects of confidence, responsibility, competence, and trust

Prior research finds that manager’s decisions are influenced by their decision-making
confidence, level of responsibility for the decision, and perceptions of competence and trust of the
preparer. In the post-experimental questionnaire, participants were asked to rate on a scale of 1 to
7, where 1 indicates strong disagreement and 7 indicates strong agreement, their perceptions of
confidence in their decision-making, responsibility for their decision-making, and competence and
trust in the PIR preparer. We separately analyzed each variable in untabulated analyses to rule out
alternative explanations.

We first confirm that there is no effect of Investment Information, Information Emphasis,
or the interaction on confidence, responsibility, competence, and trust.'® The main effects and
interaction are insignificant for all variables. To confirm that there is not a mediating influence on
the continuance decision we confirm that confidence, responsibility, competence, and trust are not
significantly correlated with the continuance decision and that the variables were insignificant if
included as control variables when testing the influence of Investment Information and Information
Emphasis on the continuance decision using an ANCOVA. As confidence, responsibility,
competence, and trust are not influenced by the independent variables of interest and do not
influence the dependent variable of interest we can, with some assurance, rule out confidence and
responsibility in the manager’s decision making and competence and trust in the preparer’s
analysis as alternative explanations for our findings.

6. Conclusion

19 Confidence was measured prior to the experiment and confidence and responsibility were both measured with the
initial funding decision. Results hold whether the initial confidence and responsibility are included as control variables
in an ANCOVA or if the change from funding decision is used as the dependent variables.
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In this study, we examine how investment information and the emphasis of such
information by inclusion in a PIR report influences managers’ capital investment decisions. We
predict and find that when the realized returns are lower, and the prospective returns are greater,
than initial expectations, managers are less likely to continue the capital investment project, but
only when the PIR report includes the realized return information. Furthermore, managers make
this continuance decision despite less-emphasized information indicating that continuing with the
project is the economically preferred option. We find support for our theoretical predictions in
participant’s decision rationales by showing that managers will focus on the type of information
emphasized within the report, which influences their continuance decision. We also rule out
alternative explanations that managers’ knowledge level, confidence in and responsibility for the
capital investment decision and perceptions of the preparer’s competence and trust drive our
results.

This paper has several important implications for practice. First, our study specifically
examines the instance where a firm chooses to utilize a formal PIR report. Many firms may not
utilize a post-investment review process, let alone a PIR report. Our study suggests that managers
place greater importance on realized returns that fall short of initial projections. However, this
increased emphasis on realized returns may have negative consequences for continuance decisions,
such as when there is an expected overall positive return to a project. In short, greater emphasis in
a PIR for realized returns could lead to myopic investing behavior by giving up future returns if
the realized returns are unfavorable (i.e., lower than expectations). We do not contend that
managers ignore realized returns in a continuance decision. In some contexts, historical
performance may carry legitimate informational value about future returns. However, in our

setting, the prospective return is explicitly provided and fully captures the project’s updated
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expected value. The departure from economic theory lies not in the fact that managers consider
realized returns, but in the degree to which a negative emphasized realized return causes managers
to abandon a project with positive prospective returns. Specifically, in our setting, participants who
discontinue the project forgo approximately eight percent of potential returns. Second, our study
suggests that managers should be trained to understand the exit value and how that might impact
decision-making. Our study suggests a gap between the exit value and the prospective return may
function as a switch point. In other words, if the prospective return premium grows larger, the exit
value may become less attractive and the effect of the break-even heuristic may diminish; thus,
continuation becomes more attractive. A potential downside to this is that, in the case of lower
realized returns, escalation of commitment may ensue. Future research can examine the impact of

boundary conditions created by an exit opportunity.

This study also contributes to the broader academic literature within accounting by
investigating how the post investment review, in general, and the information presented in the PIR
report, specifically, affect manager decision making. While this study focuses on the capital
investment continuance decision, there are many avenues for related future research. For example,
future research can examine whether the manager’s overreliance on realized information that does
not meet expectations is also applicable to decisions outside of operations, such as financial
reporting. Financial reporting managers, tax accountants, and auditors make decisions using
realized (historical) and prospective accounting information when determining appropriate period-
end accruals. This is especially interesting as technology increases the need for relevant
information and as the macroeconomic environment exhibits more instability (McKinsey 2019,
2022). Second, future research could examine other mechanisms driving the inconsistency in
managerial decision-making around continuing or discontinuing a capital investment. By
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understanding the drivers behind the noise when making continuance decisions, future research
can focus on developing potential interventions to improve decision-making. Lastly, archival or
field research can examine how continuance decisions made within the post-investment review

influence a firm’s overall profitability.
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Figure 1
Experimental Conditions and Predicted Continuance Decision
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Figure 1 presents our experimental conditions where the two independent variables are Investment
Information and Information Emphasis. Each cell presents the predicted continuance decision
based on either behavioral theories (bold) or economic theory (italics).
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Figure 2
Proportion of Participants Choosing to Continue the Project
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Figure 2 presents a visual representation of the frequency in which participants chose to continue the project by
experimental condition. The decision to continue the investment project was coded as a 1 if the participant decided to
continue the project and 0 if the participant decided to discontinue the project and sell to a third party. The experiment
varies the project’s investment information (realized return is lower (higher) and prospective return is higher (lower)
than initial projections) and information emphasis (realized or prospective return information emphasized through
inclusion in PIR report).
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Table 1

Descriptive Statistics and Test of Hypothesis

Panel A: Proportion of Participants Choosing to Continue the Project

Investment Information

Realized return is lower than

Realized return is higher than

Information Emphasis initial projections initial projections Overall
(Prospective return is higher)  (Prospective return is lower)
- [1] (2]
Prospective 63.5% 52.0% 57.7%
(47/74) (39/75) (86/149)
- [3] [4]
Realized 33.8% 58.1% 45.9%
(25/74) (43/74) (68/148)
Overall 48.6% 55.0%
(72/148) (82/149)

Panel B: Logistic Regression Results

Dependent Variable Project Continuation
0.554
Constant (0.241)
p=0.022
—0.474
Investment Information (0.334)
p=0.156
-1.227
Information Emphasis (0.345)
p <0.001
1.474
Investment Information % Information Emphasis (0.477)
p=10.001
Observations 297
Pseudo R? 0.066
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Panel C: Chi-Square Tests of Association on emphasized realized return that is lower than
initial projections

Comparison Chi-Square p-value
Realized return that is lower than initial projections is emphasized vs. 3 vs. 1 13.091 <0.001
not

Emphasized realized return that is lower than initial projections vs. 3 vs. 4 8.815 0.003
higher than initial projections

Emphasized realized return vs. emphasized prospective return that is 3 vs. 2 5.044 0.025
lower than initial projections

Emphasized prospective return that is higher than initial projections vs. 1 vs. 2 2.023 0.077

lower than initial projections

Table 1, Panel A presents descriptive statistics of the frequency in which the project was continued by experimental
condition. The decision to continue the investment project was coded as a 1 if the participant decided to continue the
investment project and 0 if the participant decided to discontinue the investment project and sell to a third party. The
experiment varies the project’s investment information (realized return is lower or higher than initial projections) and
information emphasis (prospective or realized return). Panel B presents a logistic regression for the continuance
dependent variable; coefficients are reported with z-statistics in parentheses. Panel C presents chi-square tests for cell
comparisons. P-values in bold denote one-tailed p-values based on our predictions.
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Table 2
Replication with Experienced Participants

Panel A: Logistic Regression Results

Dependent Variable Project Continuation
0.554
Constant (0.241)
p=0.022
—0.474
Investment Information (0.334)
p=0.156
-1.227
Information Emphasis (0.345)
p <0.001
0.199
Experienced Participants (0.3406)
p =0.564
1.474
Investment Information % Information Emphasis (0.477)
p=0.001
—0.426
Investment Information % Experienced Participants (0.471)
p =0.366
0.473
Information Emphasis < Experienced Participants (0.482)
p=0.326
. . . —-0.279
Investment Information % Information Emphasis X (0.667)
Experienced Participants p=0.676
Observations 605
Pseudo R? 0.053

Panel B: Chi-Square Tests of Association on emphasized realized return that is lower than
initial projections

Comparison Chi-Square p-value
Realized return that is lower than initial projections is emphasized vs. 3 vs. 1 16.997 <0.001
not

Emphasized realized return that is lower than initial projections vs. 3 vs. 4 7.387 0.003
higher than initial projections

Emphasized realized return vs. emphasized prospective return that is 3 vs. 2 1.535 0.108
lower than initial projections

Emphasized prospective return that is higher than initial projections vs. 1 vs. 2 8.737 0.002

lower than initial projections
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Table 2, Panel A presents logistic regression results; coefficients are reported with z-statistics in parentheses. The
decision to continue the investment project was coded as 1 if the participant decided to continue the investment project
and 0 if the participant decided to discontinue the investment project and sell to a third party. The experiment varies
the project’s investment information (realized return is lower or higher than initial projections) and information
emphasis (prospective or realized return). Panel B presents a logistic regression for the continuance dependent
variable; coefficients are reported with z-statistics in parentheses. Panel C presents chi-square tests for cell
comparisons. P-values in bold denote one-tailed p-values based on our predictions.
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Table 3

Supplemental Analysis — Rationale Categorization

Category Concept Operational Criteria
Prospective (NPV / | Forward-looking, Explicit references:
Expected Value) expected, or long- | “NPV”, “expected value”, “forecast”, “projected”
term value
OR
Implicit forward-looking language:
“future”, “long-term”, “will make more”
“greater value”, “more value”, “higher value”
“potential”, “upside”
Realized Evaluation based References to:
Performance (To- | on current or past “sales”, “revenue”, “earnings”, “cash flow”
date Cash Flows) | performance
OR

Performance descriptors:
“doing well”, “performing well”
”, “currently”, “to-date”

“so far”,
“ahead”, “under budget”, “over budget”

Trend-Based

Direction or
trajectory of
performance

Words indicating change over time:

99 ¢¢

“increasing”, “decreasing”
“growing”, “declining”

“trend”, “momentum”

9% ¢¢

“turn around”, “recover”, “improving”

Variance-Based

Comparison to
expectations or
benchmarks

Direct or indirect comparison language:

“variance”

“close to expectations”
“not far off”

“small difference”

29 ¢¢

“similar to”,

29 ¢¢

about the same”, “near”
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Table 4

Supplemental Analysis — Rationale Coding

Panel A: Proportion of Participants that Mention Prospective Return (Prospective), Realized

Return (Realized), Trends (Trend), and Variance in their Continuance Rationale

Investment Information

Realized return is lower than

Realized return is higher

Ilgorn;latzgn projected than projected Overall

MpRasts (Prospective return is higher)  (Prospective return is lower)
(1]

Prospective Prospective — 55.4% Prospective — 46.7% Prospective — 51.0%
Return Realized — 21.6% Realized — 16.0% Realized — 18.8%
(NPY) Trend —23.0% Trend — 14.7% Trend — 18.8%

Variance — 9.5% Variance — 12.0% Variance — 10.7%
(3]
Realized Prospective —31.1% Prospective — 45.9% Prospective — 38.5%
Return Realized — 16.2% Realized — 25.7% Realized —20.9%
(Cash Flows) Trend — 13.5% Trend —20.3% Trend — 16.9%
Variance — 18.9% Variance — 12.2% Variance — 15.5%
Prospective —43.2% Prospective —46.3% Prospective — 44.8%
Realized — 18.9% Realized — 20.8% Realized — 19.9%
Overall Trend — 18.2% Trend — 17.4% Trend — 17.8%

Variance — 14.2%

Panel B: Logistic Regression Results

Variance — 12.1%

Variance —13.1%

Dependent Variable Prospective Realized Trend Variance
0.217 —1.288 —-1.210 —2.259
Constant (0.234) (0.282) (0.276) (0.706)
p=0.353 p <0.001 p <0.001 p=0.264
—0.351 —0.370 —0.551 0.266
Investment Information | (0.329) (0.423) (0.428) (0.533)
p=0.287 p=0.381 p=0.197 p=0.617
-1.013 —0.354 —0.646 0.803
Information Emphasis (0.343) (0.423) (0.438) (0.496)
p =0.003 p =0.403 p=0.140 p=0.105
Investment Information 0.984 0.950 1.038 ~0.788
< Information Emphasis (0.475) (0.591) (0.618) (0.706)
p=0.019 p =0.054 p = 0.047 p=0.132
Observations 297 297 297 297
Pseudo R? 0.041 0.016 0.017 0.019
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Panel A presents descriptive statistics of the frequency in which realized return (cash flows) is mentioned when
justifying the continuance decision by experimental condition. Rationales are coded as a 1 if the participant mentions
the cash flows (i.e., realized return) when making their continuance decision and 0 if the participant discusses the
project’s net present value (i.e., prospective return). The experiment varies the project’s investment information and
information emphasis (prospective return or realized return). Panel B presents logistic regression results for each
dependent variable; coefficients are reported with z-statistics in parentheses. P-values in bold denote one-tailed p-
values based on our predictions.
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