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Abstract. The application of Accounting Conservatism Principle can lead to different
kind of assessment in various companies. Due to the application of this principle,
financial statements are no longer considered as obligatory tools to evaluate company's
risk. On the contrary, other parties state that the application of the Accounting
Conservatism Principle can generate reasonable financial reports and provide relevance
in Financial Information. The objective of this study is to analyze the effect of good
corporate governance and bondholder-shareholder conflict against company accounting
conservatism. The analysis of accounting conservatism is done using quantitative
methods. In addition, data testing is done using classical assumption and hypothesis
testing is conducted using multiple linear regression models. The level of accounting
conservatism is measured using the value of accruals and the market value. The sample
used is a mining company listed on the Indonesia Stock Exchange in 2014-2018. The
results of the research show that each company implements accounting conservatism on a
different level. In managerial ownership of accrual accounting, the effects of
conservatism can be seen in several aspects; it is different from the approach in which the
market value of managerial ownership did not affect the significance of accounting
conservatism. Institutional ownership does not affect accounting conservatism when
measured using accrual approach, but it has the effect on market value when measured.
The presence of independent directors and market value when measuring accrual are able
to influence the level of accounting conservatism.
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1. Introduction

The analysis of financial statements must generate relevant financial information. Thus,
Accounting Conservatism is indeed necessary. With relevant financial information from
financial statements, we are able to evaluate company’s performance and we can predict
various forms of risks in the future. In some cases of corporate scandals such as Enron
Corporation, Xerox, WorldCom, financial reports generated by account becomes public
concern. [1]

In principle, accounting conservatism is not a qualitative characteristic of conceptual
framework. International Financial Reporting Standard (IFRS) does not use conservative
principle in corporate accounting report in order to provide reasonable financial reports. [2]
The higher the implementation of the Accounting Conservatism Principle by the company, the
greater information asymmetry between financial report makers and of financial statements
users. [3] This issue may potentially cause a great loss for uninformed investors. Thus, the
principle of conservatism is not suitable with the objectives of modern accounting which
requires accounting standards that can predict the condition of the company in the future.
Financial accounting standards also provide a space for the application of accounting
conservatism in terms of method selection, accounting estimation, and decision making. In the
case of earnings management, companies that generate exceeded profits during last year's
target are usually accounting practices that are less conservative. Conservatism can boost
profits reported by company, but it can be categorized as an understatement or overstatement
that will affect the earnings quality of. [4] Conservatism has an important role in the agency
theory. In practice, the management applies conservative accounting policies by calculating
high depreciation which will relatively lower profits permanently.

Lafond and Rouchowdhury [5] stated that managerial interests in the company could
influence the method of financial recording, including the selection of a more conservative
recording method. If the managers want to have better performance, companies tend to make
non-conservative financial reports. The development of the business world and interrelated
laws prompt managers to fill lawsuits by disadvantaged parties. [6] Managers tend to be more
careful in providing financial statements that with conservative tendency.

Another reason that encourages managers to apply conservative accounting principles is
the existence of Bondholder - Shareholder Conflict. This conflict happens when companies try
to find funding source from debt. The practice of using debt as source of financing is called
external financing. It is used by companies to finance their company’s funding. [7] Companies
must consider the size of the loan interest before considering creating debt. Fixed cost debt
that has an impact on increasing financial leverage and the increasing uncertain return of debt
to shareholders. Likewise, high dividend payments t can threaten the interests of bondholders
because they will reduce assets that should be used for repayment of debt, as a result the
amount of dividends paid will be limited. [7]



A conflict of interest occurs when investors try to take advantage through excessive
dividend payments. On the other hand, investors have an interest in the security of their
investment funds. For companies in Indonesia, the existence of independent commissioners is
part of the implementation of good corporate governance. The independent commissioner
serves as an independent controller of the company's management performance.[8] Therefore,
in carrying out their duties, independent commissioners need accurate, relevant and qualified
information that employs more conservative accounting principles. Based on the phenomenon,
the research aims to analyze the effect of Good Corporate Governance and Bondholder -
Shareholder Conflict on the implementation of Accounting Conservatism. Given that, board of
directors who are indecisively conducting supervision, companies tend to use accounting
principles that are more aggressive or less conservative.

2. Literature Review

Accounting Conservatism has an important role in conservative profits and assets
arrangement. Thus, conservatism plays an important role in the agency theory. This theory is
the basis that underlies company's business practices. This is due to the fact that conflict of
interest occurring among shareholders and managers. Managers are obliged to manage
resources, while principals have an obligation to provide rewards for company agents’ tasks.
This practice separates management functions and ownership functions which can lead to
agency conflicts.[9] This agency relationship motivates individuals to be harmonious and keep
their respective interests among the Manager and the Shareholders. [10]

Information asymmetry creates conflict between managers and shareholders and prompt
companies to use others party for their own interests. The choice of conservatism method is
inseparable from the interests of managers to optimize their interests at the expense of the
interests of shareholders. [11] Due to the higher managerial ownership, management is not
only an agent, but also the owner of company. This can reduce agency conflicts, and that is
why companies tend to use conservative accounting.[5] If management has fewer shares than
other investors, managers will tend to report higher profits, thus implementing a less
conservative approach. When managers tend to report higher profits and have a larger
managerial ownership, then the management inclines to report earnings more conservative.
[12]

Conditional conservatism arises when lenders demand firms to recognize losses sooner
than gains. Thus, lenders demand more conservatism to reduce their downside risk.[13] Risk
uncertainty is reflected in the financial statements. [14] Financial statements that are based on
prudent judgment will benefit financial statement users. [3]

The risk management role of accounting conservatism is also of relevant to the ongoing
debates regarding the benefits, costs and continuing role of accounting conservatism as a
central tenet of financial accounting.[15] Thus, conservatism is a pessimistic view in
accounting, because accountants are pessimistic in facing uncertainty of profit or loss by using
the principle to slowing down revenue recognition, accelerating recognition of costs, lowering
valuation of assets and raising debt valuations. [14]

Managerial ownership structure reflects the percentage of shares held by management
from all the shares in the company.[16] The choice of accounting methods is also influenced
by managers. Ownership of managers determines policies and management choices regarding
accounting methods including conservatives. [17]



Management with large ownership controls has a lower incentive to conduct self-serving
behaviors that do not increase company value, so they tend to apply more conservative
accounting to improve earnings quality. The greater management ownership, the management
applies conservative accounting to increase firm value. [17]

The institutional ownership structure reflects the shares held by institutional parties of the
total number of shares of the company. [16] Institutional ownership has the ability to control
management through effective supervision to reduce earnings management actions. [12] In
general, the mechanism of Good Corporate Governance can control management behavior.
[18]

The ownership structure of institutional investors has a fairly large equity investment, can
encourage supervisory actions on the performance of managers more stringent and can
increase the value of the company. [12]

Board of Commissioners plays a very important role in the company, especially in the
implementation of good corporate governance. [19] The Indonesia Stock Exchange issued a
regulation requiring companies listed on the Indonesia Stock Exchange to appoint independent
commissioners, with a minimum of 30% of all members of the board of commissioners.

The bondholders-shareholders conflict arises when companies fund their operations from
debt. High payment of dividends will threaten debt holder because it will reduce the assets
available to repay the debt and overcome these problems. Generally, debt holder requires
restrictions on dividend payments. [7] Conversely, the increase in corporate debt will reduce
bondholders' claims on company assets. [20] Thus, debt holders will want a guarantee to
minimum amount of net assets that is greater than the nominal value of the debt.
Conservatism plays an important role in presenting conservative profits and assets. [21]
Conservatism will limit the opportunistic behavior of managers or create profit distortions in
presenting financial statement. [3]

Compared to smaller companies, large companies tend to use accounting methods that can
reduce periodic profits. [22] Company size is a proxy for political aspects. Political cost arises
from conflicts of interest among the company and the government. [23] The political economy
might cause volatility when there is influence of governments who intervene in the market.
Companies will implement more conservative accounting methods to present a stable earnings
pattern or to prevent government intervention.[13] Firm size can also increase Political Cost.
Companies with high performance standards and profitability will also increase Political Cost.
In the context of Political Cost, accounting conservatism is implemented to reduce or delay
payment of taxes. [23]

2.1 Theoretical Framework and Research Development

Based on the theory stated above, the following the Theoretical Framework and Research
Development of this research.
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Fig. 2. Theoretical Framework

Hi: Managerial Ownership affects the Accounting Conservartism
Hy: Institusional Ownership affects the Accounting Conservartism
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Ha: Bondholder-Shareholder Conflict affects the Accounting Conservartism

3. Research Methodology

This study employs the hypothesis analysis method, the objects of focus in observation
are Good Corporate Governance (GCG), Bondholder-Shareholder Conflict and Accounting
Conservatism in mining companies in Indonesia. This study will observe the direct effect
between GCG and Bondholder-Shareholder Conflict as independent variables. Accounting
Conservatism is used as an dependent variable, and Political Cost is used as control variable.
The sample used in this study are mining sector companies listed on the Indonesia Stock
Exchange (IDX) which publish their complete annual financial reports from 2014-2018. The
Sampling Method t used in this study is purposive sampling of the mining sector which has a
complete data of 25 companies and consistently published financial reports.



4. Analysis and Result

The following Table 1 shows the result of the descriptive statistical output from data
processing.

Table 1. The Result of t-Test (Partial Test)

Dependen : ACCON (1) & MKTCON (2)
Variabel _ i Simoulan
Independent Koefisien Sig. P
(1) (2) (1) (2)
(Constant) 0,158 -2,195 0,034 0,000 -
MANOWN 0,001 0,002 0,029 0,520 Hp not accepted (1)
Hp accepted (2)
INSOWN 0,000 0,008 0,778 0,005 Hp accepted (1)
Hp not accepted (2)
COMID -0,078 -0,125 0,031 0,076" Hp not accepted(1)
Hp not accepted (2)
LEV -0,143 0,230 0,000 0,290 Hp not accepted (1)
Hp accepted (2)
SIZE -0,005 0,069 0,174 0,005 Hp accepted (1)
Hp not accepted (2)
0,000 0,002 0,512 0,056" Hp accepted (1)
Hp not accepted (2)
SGROW -0,001 0,002 0,021 0,465 Hp accepted (1)
Hp accepted (2)

*remark for level 10%

4.1 Hypothesis 1

The test results in table 1 explain that the coefficient value obtained is 0.001 in the first
model and 0.002 in the second model. The result of probability values is 0.029 in the first
model and 0.520 in the second model. The positive coefficient value obtained in both models
indicates that managerial ownership of the company has a positive effect on accounting
conservatism in a mining company. The probability value of 0.029 in the first model where
accounting conservatism is measured through accrual values is smaller than the 5% error rate,
or o <0.05. This states that the influence of the company's managerial ownership structure on
accounting conservatism through accrual value in mining companies is significant. Thus,
Hypothesis 1 is accepted in the first model. Whereas in the second model the alpha value is
greater than the error rate of 5% and 10%, or 0.520> 0.005. This indicates that the influence
of managerial ownership structures on corporate accounting conservatism practices through
market value is not significant.




4.2 Hypothesis 2

From the results of the t-test (partial) the coefficient value obtained is 0,000 in the first
model and 0,008 in the second model. The probability value of 0,778 in the first model and
0,005 in the second model. Positive coefficient values indicate that the structure of
institutional ownership in a mining company has a positive effect on accounting conservatism.
In the first model the resulting probability value is greater than the 10% error rate, or 0.778>
0.10 states that the influence of institutional share ownership on accounting conservatism
through accrual value is not significant. While the probability value on the second model of
0.005 <o 0.05. This states that the influence of institutional share ownership on mining
companies listed on the Stock Exchange in 2014-2017 against accounting conservatism in the
company is significant, so Hypothesis 2 is accepted.

4.2 Hypothesis 3

From the results of the t-test (partial) the coefficient value obtained in the third hypothesis
is -0.078 in the first model and -0.125 in the second model. The probability values for the two
models are 0.031 and 0.076. The negative coefficient value states that the composition of
independent commissioners in a company negatively affects accounting conservatism. In both
models, the probability values produced are both smaller than the error rate of 5% and 10%, or
0.031 <0.05 and 0.076 <0.10. This indicates that the influence of independent commissioners
on accounting conservatism through accrual value or through market value is significant , so
Hypothesis 3 is accepted.

4.3 Hypothesis 4

With the coefficient obtained for -0.143 in the first model and 0.230 in the second model
with a probability value of 0.000 in the first model and 0.290 in the second model. The
negative coefficient value in the first model indicates that the bondholder-shareholder conflict
in mining companies has a negative impact on accounting conservatism, namely accrual value.
Conversely, in the second model where the resulting coefficient value is 0.230, it states that
the resulting impact on bondholder-shareholder conflicts is positive. In the first model the
resulting probability value is smaller than the error rate of 1%, or 0,000 <0.01 stating that the
effect of conflict bondolder-shareholders on accounting conservatism through accrual values
is significant, so Hypothesis 4 is accepted. While the probability value in the second model of
0.290> a 0.10. This suggests that the effect of bonholder-shareholder conflict on mining
companies on accounting conservatism is not significant..

5. Conclusion

Based on the results of research and analysis of mining companies listed in the Indonesia
stock exchange managerial ownership accruals has an effect on the implementation of the
Accounting Conservatism Principle. Thus, the management tends to increase company’s value
by implementing Accounting Conservatism Principle. Likewise, institutional ownership also
affects the implementation of Accounting Conservatism based on market value. This shows
that the Financial Report is indeed relevant. However, the Commissioners does not play a role
according to their function as controllers in the company.

Taking everything into account, Bondholder - shareholder conflict will arise because of
higher proportion of debt and risk. In the results of this study, it shows that the implementation



of the accrual-based of Accounting Conservatism Principle is getting lower, thus companies
have the tendency to perform earnings management.
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