	Critical Thinking - Lesson 6



Slide 1 - Welcome

[image: image1.jpg]TED ROGERS
M&%‘ESESFM% ‘ LEADERSHIP CENTRE

Jim Pattison Ethical Leadership Education and Research Program

Critical Thinking for
Business and Beyond
Lesson 6: “Critical Thinking in
Accounting”

Prof. Chris MacDonald, Ph.D.
Director, Ted Rogers Leadership Centre




Slide notes

Critical Thinking for Business and Beyond

Lesson 6: “Critical Thinking in Accounting”

Prof. Chris MacDonald, Ph.D.

Director, Ted Rogers Leadership Centre

[Slides 2 & 3 have been are omitted for this text-based alternative]

Slide 4 - Intro video

[image: image2.jpg].esson 6: “Critical Thinking in Accounting

odi2 T — Critical Thinking for Business and Beyond:
wSHooLor (EADERS B BENTRE Lesson 6: “Critical Thinking in Accounting’

Prof. Chris MacDonald, Ph.D.




Slide notes

[A short video of Chris MacDonald welcoming students to the lesson]

Slide 5 - In this lesson...
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In this lesson, we'll look at what critical thinking is and how it applies to the work of accountants.

Slide 6 - What is Critical Thinking?

[image: image4.jpg]What is Critical Thinking?

Critical Thinking is...

The study of clear and unclear thinking.

Critical Thinking for Business and Beyond:

TR
ROGERS TED ROGERS. rpery byt of o
wistootory (EADERS B BENTRE Lesson 6: “Critical Thinking in Accounting’

Prof. Chris MacDonald, Ph.D.




Slide notes

First, what is critical thinking?

Critical thinking is the systematic evaluation or formulation of beliefs or statements by rational standards.

It is, in other words, the study of clear and unclear thinking.

Slide 7 - Why is Critical Thinking important to Accounting?
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Why is critical thinking so important for accounting?

Well, accounting is very roughly the process of identifying, measuring, and communicating economic information.

In order to do this well, it is important to understand how to critically analyze the arguments and assumptions that form the basis of accounting. 

Slide 8 - Accountants need to think critically about questions like...
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So accountants need to be able to think critically about questions like, 

"Is this a fair representation of the company's finances?

Does that really count as a deduction for tax purposes? 

 What's the best way to measure liquidity?

How often should we do internal audits?

What's the best way to establish future cash flow based on our current sales?

And why do these numbers not add up?"

Slide 9 - Video Vignette1
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Watch the following video:

Critical Thinking: Module 6 - Vignette 1

Slide 10 - Think about what you just saw.
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Think about what you just saw.

 How good are you at constructively questioning other people's assumptions? 

 Are you skilled at helping other people see errors in their financial reasoning?

Slide 11 - Another example
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Here's another example of critical thinking at work in accounting.

One of the key skills of an accountant involves deciding what goes where on financial statements.

Most people don't understand that stuff.

Accountants need special training, but also some critical thinking skills.

Slide 12 - Critical Thinking when creating Financial statements
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So what does critical thinking look like when creating financial statements?

On the balance sheet, for example, are the following assets, liabilities, or equity?

Prepaid rent, inventory, common stock, unearned revenue, accounts payable.

It's important for accountants to ask, "Where does this economic resource belong on the balance sheet and why?"

Slide 13 - The challenge of Critical Thinking
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The challenge of critical thinking is really this - can we reason our way toward better answers to important accounting questions?

And can we at least become more aware of the challenges?

Slide 14 - Self Test 1
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Critical Thinking is…

A) The practice of constantly expressing doubt.

B) The systematic evaluation or formulation of beliefs, or statements, by rational standards.

C) The study of how to criticize other people’s work.

D) The line-by-line evaluation of a balance sheet.

What is your answer?

The correct answer is: the systematic evaluation or formulation of beliefs, or statements, by rational standards.

Slide 15 - If we’re thinking critically...
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If we're thinking critically, we don't accept answers just because they're given to us.

We only accept an answer if it's backed by good reasons presented through strong argument. 

The study of questions like this is known as critical thinking.

Critical thinking is the systematic evaluation or formulation of beliefs or statements by rational standards.

In other words, according to the reasons that can be given for those beliefs or statements. 

Slide 16 - What is an Argument?
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So what is an argument?

Argument is a term used by critical thinkers to describe the process of organizing interrelated claims that are designed to convince an audience to accept a point of view.

The study of questions like this is known as critical thinking.

Critical thinking is the systematic evaluation or formulation of beliefs or statements by rational standards.

In other words, according to the reasons that can be given for those beliefs or statements. 

Slide 17 - The challenge of Critical Thinking
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The two basic components of an argument are premises and conclusions.

The premises of an argument are the reasons that are used to convince others to accept the argument's conclusion.

A conclusion is the point of view that the arguer is trying to get his audience to accept. 

Slide 18 - An argument is only as strong as its starting points.
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Now, an argument is only as strong as its starting points, so we need to pay attention to the quality of our premises.

Slide 19 - Evaluating Premises
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Now, an example of evaluating premises in accounting.

One of the challenges of accounting is to determine how to evaluate financial documentation during an audit. 

So for example, you may have to deal with a situation 

where a company says their cash flow was positive last year, but was it?

How should you decide?

Slide 20 - 2 key skills
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You might look at various sources of data, including internal receipts, bank statements, accounts receivable, financial obligations, and valuations of properties.

You need to ask yourself, "Are all of these sources equally reliable?"

Slide 21 - The key: evaluating information sources
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The key is evaluating information sources.

Each source of information needs to be evaluated because different sources of information are not all equally good.

Training helps. Judgment matters a lot, but critical thinking is essential.

Slide 22 - Self Test 2
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What is a “premise”?

A) The end point of an argument.

B) A reason that is used to convince others to accept the argument’s conclusion.

C) The very first part of any argument when stated out loud or written down.

D) A principle applied in order to express doubt about a conclusion.

What is your answer?
The correct answer is: a reason that is used to convince others to accept the argument’s conclusion.

Slide 23 - Self Test 3
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When we are thinking critically, we only accept an answer if it is…

A) …backed by good reasons, presented through strong argument.

B) …likely to promote our employer’s interests.

C) …consistent with the principles of microeconomics.

D) …capable of being expressed mathematically.

What is the correct answer?

The correct answer is: …backed by good reasons, presented through strong argument.

Slide 24 - Critical Thinking is the Study of Good Reasoning
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Critical thinking is the study of good reasoning, and good reasoning requires that an accountant avoid certain well-known errors of reasoning.

Slide 25 - Argumentative Fallacies
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One important source of error are what are known as argumentative fallacies.

Fallacies are flawed types of arguments so common that we've given them names.

Let's look at just a few.

Slide 26 - Argumentative Fallacy 1: Slippery Slope Argument
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The first argumentative fallacy we'll look at is called slippery slope argument.

A slippery slope argument is an argument that suggests that one of the options available to you

 is likely to lead to a chain of events that will eventually lead to some very bad outcome. 

This, of course, is an error because not all slopes are slippery.

Here's an example. 

Slide 27 - Argumentative Fallacy #1
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Upon learning from the accounting department about some significant issues in the processing of the current quarter, the chief financial officer recommends to the CEO not to release the details.

She tells him that there are some anomalies in the numbers that may be a result of accounting errors and that delaying the release of the statement would give them time to correct them.

Concerned, the CEO worries that if this quarterly report is delayed, it'll set back the next one, which will lead to a prolonged domino effect, setting all quarterly statements back indefinitely.

Well, is this really true? 

Is there a really good reason to think that holding back details this time temporarily will inevitably lead to disaster?

Is this slope really a slippery one?

Slide 28 - Argumentative Fallacy 2: Straw Man Argument
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The second argumentative fallacy we'll look at is what is known as a straw man argument.

A straw man argument happens when an arguer holds up a distorted, foolish, or weakened version of an opponent's argument and then quote, unquote "destroys" that argument with criticism.

The error here is that a straw man argument is typically off target and doesn't get to the real issue.

Slide 29 - Argumentative Fallacy 2: Straw Man Argument 
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So here's an example.

Serving as a CPA for a chain of used car lots, Bethari informs the general manager that transferring a car from one of his properties to another cannot count as a sale since it's merely an administrative shuffle within the same corporate structure.

Frustrated by this, the GM pushes back, "Are you trying to tell me that I can't decide what to do with my own cars?"

But, of course, this is off target because that's not at all what Bethari was saying.

Slide 30 - Argumentative Fallacy 3: False Dilemma
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Argumentative fallacy number three is the false dilemma. 

A false dilemma occurs when an arguer wrongly attempts to convince his or her audience that a particular situation involves a choice between two and only two options.

The error here is that most choices present more than one option. Here's an example of the false dilemma in action.

Slide 31 - Video Vignette 2
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Watch the following video:

Critical Thinking: Module 6 - Vignette 2
Slide 32 - Think about what you just saw.
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Think about what you just saw.

Did you see the error that the client is making here?

He's falling prey to a false dilemma, and it's an argumentative fallacy.

He's claiming that either the client paid in full or the client hasn't paid at all and insisting on ignoring other possibilities.

Slide 33 - Cognitive Biases
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Another source of trouble is what are known as cognitive biases.

These are subconscious mental tendencies usually rooted in some form of intuition that lead us into errors of judgment or decision.

They affect everyone and are incredibly well-documented in the psychological literature.

Let's look at just a few.

Slide 34 - Cognitive Bias 1: Confirmation Bias
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Cognitive bias number one is what is known as confirmation bias.

Now, confirmation bias is the dangerous tendency that all of us have to look for and to focus on evidence that confirms or seems to confirm our prior beliefs and to ignore evidence that might tend to point in a different direction.

Here's an example.

Slide 35 - Cognitive Bias 2: Confirmation Bias
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Freja is reviewing the books of a small restaurant.

She suspects, however, that the owner tends to exaggerate profits.

While reviewing his statements and receipts from the month of April, she finds that the same $1,600 in revenue has been reported twice, once in March and once again in April. Immediately, she thinks to herself,

"A-ha! I knew it! I knew he was trying to inflate his bottom line."

She then proceeds to look for more instances of that same amount.

If the truth is what we want, we also need to search out information that might disprove our favorite theory, so she should also look for evidence that would disprove her prior belief. 

Slide 36 - Cognitive Bias 2: Anchoring
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Cognitive bias number two is what is known as anchoring, and anchoring is the human tendency to irrationally attach too much importance to a single piece of information that's acquired early in the decision-making process.

Here's an example.

Slide 37 - Cognitive Bias 2: Anchoring
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Imagine an investor looking at the financial results for a bunch of companies.

The first one she looks at randomly has a very high price to earnings ratio of 57.

Each company she looks at after that one seems pretty weak to her, even though they themselves all have very strong PE ratios.

Slide 38 - Cognitive Bias 3: Framing Effect
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Cognitive bias number three is what is known as the framing effect.

The framing effect leads us to arrive at different conclusions about a given situation based solely on how that situation is described or framed for us.

Here's an example.

Slide 39 - Cognitive Bias 3: Framing Effect
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While speaking to a client, Gregor tells him that based on what he discovered while auditing the records, there's a five percent change that the Canada Revenue Agency will fine him for unpaid taxes.

When he notices how nervous this makes his client, Gregor wonders if it would have been more appropriate to tell his client that there is a 95% chance that the CRA will take no action.

Framing the situation differently might make the client feel quite differently about it.

Of course, that would be an error on the client's part because a five percent chance of a fine and a 95% chance of no fine are exactly the same thing.

Slide 40 - What you need to know:
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Here's what you need to know about cognitive biases.

Cognitive biases are powerful, they are pervasive -- that is, they effect all of us -- and they are hard to overcome.

But being aware of them in yourself and in others is a very good start.

Slide 41 - Self Test 4
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An argumentative fallacy is…

A) A claim that is not backed by strong evidence.

B) One of various flawed types of arguments so common that we’ve given them names.

C) A flawed premise offered in support of an uncertain conclusion.

D) A conclusion that is not well supported by logical reasoning.

What is your answer?
The correct answer is: one of various flawed types of arguments so common that we’ve given them names.
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Who is at risk of falling prey to cognitive biases?

A) Only accountants.

B) Everyone.

C) Only non-accountants.

D) People who don'’t take critical Thinking seriously.
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Incorrect. The correct answer is: everyone.

Click anywhere or press ‘y’ to continue.
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Who is at risk of falling prey to cognitive biases?

A) Only accountants.

B) Everyone.

C) Only non-accountants.

D) People who don’t take critical Thinking seriously.

What is your answer?

The correct answer is: everyone.
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Here's some food for thought.

How good are you at challenging other people's assumptions?

Do you feel comfortable saying to someone else,

"Hey, wait a minute, is that really true?" 

How important is self-awareness for accounting?

Everybody is capable of accidentally using an argumentative fallacy and everyone is subject to cognitive biases.

How good are you at being aware of the forces that shape your own reasoning?

So if the issue is important, then it's worth looking for the best argument.
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[A short video of Chris MacDonald concluding the lesson]
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For more info on these topics, check out these online resources:

Cognitive Bias (Wikipedia)
Fallacy (Wikipedia)
Critical Thinking for Business (blog)
The Power of Critical Thinking, Canadian Edition, by Lewis Vaughn and Chris MacDonald.
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[Screenshot of a blank Certificate of Completion]
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