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I INTRODUCTION

Thee conespi of comservarism s used by maaagers
il huginess cwners 1o oreduce the risk of esing
Chegsive  oplindisime Howewer, e oofcopd of
conseryalsne s nol el excessively bocmse i will
el in bigsed financial repont resuhs and doss not
reflect the actual realidy resuliing o ermors o the
prsenmiagn  of the  company’s  profit o Joss
Enfarmation on & company that doess niot reflect the
il conditons will cause doubiinl repon guality
thal misksaifs financial mepod users and deoes ool
sigport users of Finoncial smicments in moking
decigans.

Capital inlensty s one indicator of e palitical
il lgpotkesiy. Large comguaics will be omne
highhghted by the government, so caial-mbeasive
vamgeeries will ropont comcervatively fooavid Larpe
polirical coeds so dna B0 wl alkoss nsegeisag
recdoce profils of inancial sstements wend i be
consarvative (Chen, Chen, Lobe, & Wang, MO0,

Fitknicial diffhculiles are a sigial or @n initial
symplan raptey o @ decrease in the finoncial
oondinion of the company . The financial sondition of
the compuny with o problam m financial condition
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his iriggered finoncinl Stk md meks ihe
romgany hankmugt. The level of craporate finencial
difficidties can ‘affect the Jewel of sccouniing
comservaism, A kigh tevel of financial dilfiouly will
EnCTHIFgEE NN kgers o redacsthe level of aoenanting
conservitisme Users of financial stalemens need @o
understand the possibility thal charges inacooumling
raringe &ve one of the henchimarks of the manager's
performumee . (Cigler,  Kenmdia,  Sapa, &
Venugopaln, (48],

Tha aheht leved af atorspamy shows heow musch the
comgany i fmnced by debd i ils mtio o the il
msels of the company. The company wimls o show
po] performance owands the femder <o fhat poiting
& oan el the lender can fecl canfidem that the linds
proviclsl will e guoranssed, Therefore, companies
iy Fmumecinl - moporting optimebcally . or - ool
comscrvitively (Chen ool 20000,

Reearch concuried By Chen, Chea, lLoha, &
Wang (20001 shows thn bomew and lendharcibe
significont effect on aceoamiing coaservaliam, Masi,
[, & Yossiati (20045 chows thar the vasagerial
wwnerslup strucuee has oo significent efMec on the
level of conservatism, litigaticm risk does not have a
shnificont effsct on the level of coneervsdizm,
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liguidity hex o dgnifican effect on the level of
el anel pEelivical cosds have no significan
inflgence an ACCOUMING conservatism. Atmod &
Duellmun (2001 seveul  over comfidence  of
BManageriul have o nepsive link oo consrvatism
moniing. Sodan (DS fisd that Comgaaics have
higher dei com, but have the lower level of
e rvalism, Kam, Li, P, & Foo (20030 Tind i
i sasomed equity offering, socouming Consevatism
redhoosd tee ool of fiamcing.

Iyengir & Fampelll (20000  showed
vonseryalism  has  im elfect. on performance
Furhormore, Collen, Chen, Don, & Xia (HV6)
oonchede that bommowers have e high level o
wccoemling  corservatism and  hive  the link om
pedormanie.  Howcser, Garcin Lam, Osma. &
Feaalvi (106 find  thet comgandss do more
vz realism and their mone mvest and s ke cdebl
They ulas find tht coaservatism has @ relation om
overinvestinest docrease (Lara, Csmn. & Penalva,
Hibdhy. This research on consumer gonds companies
i am indication of aceound mg conseruilian

Brased om the beckpronnd describod sbove; the
tormealetion of the problem i this snedy is how he
capital inlensity varishle mediaies e el omsdap
berween the level of finmmeial difficuly, aadthe level
af deht to secownting conserveniam. The perpoee of
this rescanch is o ddentify and provide empiricasl
evitfence regarding the mediation of capatal intersaty
surighles on the melaionshap batween e lovel of
financial difficulty, the kevel of debt and sicountng
vemnseraalism,

? LITERATURE REVIEW
2.1  Agency Theory

Agency theory, based on the wcormmee of a
conflics of jieres, Berween e manager (e and
the owmer (princigal), Menagers who sne no b diness
waners will not be diligent and carefel in monoging
e company (Fans & lonson, 15%E50 Joapen &
Meckling, 1976: Ross. 1975), Jensen & Meckling
(1076 ackled ohost agency crsts which ase fiaancial
wosks - mssocialed with denlifving, delecting  and
preventing spency prohhems, s owell os the costs of
managerial appermnisiic behavior

In theary, compenies have Litde desire s contml
ipency problems (Jemsen & Meckling, 1976 Ang,
Cole, & Lm. KRN, Howevor, proflesimmlization
implies thal cwner-managers will delegale authanty
I micldleslevel manigers who are nol necessanly
waners (Hofer & Chorss, 1984, Over the pasi

several decades, the oflicial irsifution o heoretical
mmalves ol mansgerial siiaticms has bovome o
neference in endersiandmg agensy concepds (LafTom
& harnimen. 20015 The nwner is usaslly described
i this framework as one peraon o ane hommogeseos
grovp realized By o person. Agenes o usaally
deseribed in the sumse way . althuugh seme work that
i beem ddome on sgency problems s obtamed from
several agendsmenszers (Holmsirom, 19897, Wiitin
that framewrk, both fwners and agents are mswemed
I parsue personalieonmic intesests expressed in
the fromm of expecied atililies. Agests are jasemed (o
b mware risk-nverse thas owners beciube owmors am
wally dcher (Laffonl & Mantimor, 206000 and, for
simplicity of mathemtics, principals are wsunlly
wasumiel o be oms risky (odlity = ). The siility
eupecse] by the agent s determimed by dhe ode-odf
hetwern 1ke benelds of compensation received ax
payrmend For Business amd the sadrilice cnls incwmed
for besiness activities. The  framework asually
wmeimes ket the marpnal aibliy of compensnbos
Uereascs pml the murgimal dsutilty of the sacrifice
ineresies with each additional anitof chom,

Agency theary alsn predics thas agents - with
lomer capabilities will spend lese effon on the
comgany, This is because the agend & decision om how
mepch effom o epend mvodves increscing tmde, o
well @ petting the betier performance  agiins
scklitional elfoats trom the secrifice micde. But loser
capabilitics indicaty it ogents canaa mmprove the
perfonmunce of mare companies and. thus, will
henehil more thas sddiional offoets. As o el the
el manapers who hae o lew lesel of obility wols
Ineereried i opainlzing iheir uailiny an: expecised o
wark less or cheorse the muore {ree e, i5 08 resuld of
rativemlily ragher (hem lacingss (Laffond & Dlartimer,
2001,

22 Accounting Conservatism

The compimy in presenbng quality zccoumbng
{fommation m Foced it Himdcarions of comimsonly
ralled  comstmings.  costhenefit  nelatinnships,
maleriality  principles,  industry practices, s
amservaliEm,  Tonsereadian iy & principle shif
revoanizes costs and kosses more guickly, recognizes
iz i pralite mome dowly, o8seemes gawss with
e Jovest walue i obligalilons wish high value
(Husay, THETh Gl Semidii, & Shich, {002 provide
en overview of conservilisme as a4 resction of
prodence i denling with uncenlamty nsks hat ae
ofien faed by componies, where in the fiee of
unceneinty the company cinsiders the risks ths e
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infercommected  in the cumment  global  basness
cnvimmmnl.

Apwsiing, Rice, & Soephen, (2005 provide s
explanation af oonservalism &5 00 GCCOUILE
principle which if applivd will resuly in kv ineome
andl asseq figenes. and cel figures send ke agh,
Conservitism in o company is applicd differsmly
depemifing on the chasacieristics  possessed by a2
comgaey, where one of the decisive foctors in the
conmisment of maragement and nlemil parties in
provicling information thal & trensporent, aooemale,
imd ned miskeading for imvestoms, The principle of
canserenliam 18 g mschon that knds o Jowl oo
vavetionn attitude in te foce of enceraindy inherenl in
the company aml eocompiss busine s sl ecomansic
wATlics B dry Do csese that isternol anecrtantics
anil risks thies are & threas in (e bes mess envimnmen
are =aulficenily comsiclered Funhermsore, Calken,
Sopad, & Hope (2000 concleds $ht comaoevalism
Cion 15 0 Tl el CRTTENL COMming Frams curren anmd
fuire enrning.

13 Capital Intensity

Capiial miensiny is 1 gmadm o money invesacd
I et one dallar worh of oulpul, The moee capilad
ueed 1o prosbuce the sema unif, the more capatil the
COMgEny says, There are several indusiries that are
consklered more capital andensive amd in these
inchistries, the incresse m cipital istensity nesuits in
i incroikse W e quabiy of  prodection s
prodection en time {Shsheen & Badik, 2013
Frarthermire, Comaaor & Wilon (20135 paoedide an
illustraion of 1&e rabio of capilal indersity winch i
ane ol e impornast  sformstion {for  nvesiors
becaese bt can s the level of eficieacy inthe e
of cipital thal has been invested. Whale Zmijewski &
Hagerman, ([9E1h provide an overview al capital-
Indemsive companies thal have weser political cosia
il mnagemen lends fo reduce cammgs or financial
satemenls =0 thal By dend o be conservilive
digecily o Tnencial performsanee

24  The Financial Difficalty

The lewel of fmmcil diffrenisy begins when the
oompany connot meet the payment schodule o when
e fow projedtions milicale that the company will
soom e unable 1o Fullill s obligations (Riddie, Ma.
& Somge, 2000), Fin (2015 sdelex] @ud Anondcial
difficulties begim when the comgpaay could nol meel
the payment schedule or whon the cixh low
profeion imdicetad that the company cowkl so ful il
is obligntions. A bad  finencisl  situation con

4t

emcTIrkpe managers fo reduce the level of acomming
omssreativan o 0 corain level scmnding o ther
desives wd goals The kevel of linendisl difficulsy in
ths stdy wios messored esing the Zsoore madel
form ke by Aburein o measore e condition of the
comgany's fisancial healih. Altman Sseore by osing
ihe follswing foremilu (Fir, 2015

Fecomem K1+ LA X2+ EXKE 5 (LEXL+ 1IFKS

X|: Wharking capi tal wo bobal aseels
M2 Retained] samings against folal assets

15 Debi Level

Bie activities im @ comgany can have funding
epdirees from within or intemaolly dhe company {own
capilal) imd Framautside fdebl. S, it can be said thia
tehl i% an nhligagion o hand eover money . poods. o
provide services o other panies in e future & a
resull of iminsactions that cocurmed belom: | Beaily,
Weher, & Yo, 2HEL Biddle, Ma, & Somg. (2004
reveabid thol the gresior the debl fo asset rativ, the
greanet the probability that the: compimy will incneass
the prodil 1o e eponed or the Dinancial stilements
proacnicy ikl o be nod conervidive

The level of debtm resennch s measused by o
deht 1 asser ot Sothat the higler the level of
compiraste debi, the compiny tomls o ircgise prdis
wred. thee repored fisamcial sinlemenis ead nob i be
canservidive. The fermula for messuring this level of
debt s as fisllves | Bidifle et al., 20000
DAR = Toml Deby

Tl Asse

26 The Framework

Ican e scen. The framework OF s sy an
Appendic L.

1.7  Hypotheses Development

270 Finamcgal Diflicalty  wwd  Copital
Intensity

Financial difficoldes begin when the company
canmol ek e piymest schedole or when the cash
v progection mdicolos tkad the company Ginned
MiAN s obligeions. A Pad Jevel of nsncial
difficulty will have an imgpact on redwang e capEtal
inserHily ration. 5o thal manigers reduce the levol of
MCCOEiRg  CONSErYHIST, Wnen CCHTNEATIHSS
experienie financial difficlties. manapers as agenmts
e puclped fo have poor qualdy se thal managers bave
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the pressere o chimge managers. This presore drives
mengapers o redoce accnnding conservilizm (Fier,
205y From ihe  disoriphion #bove. i can be
congluded thm the firsz hypothes e staned in this spady

1%
H 1 The Nnongial difficalny have & positive liok oo
capital inessiry

.72 Dbt Levels pod ul intemsity

The izt vl ik nsed by Bhe sompany fo e seng
the comdition of she company’s sbilily o te extent
that the covpeny cam conver i debis To caitside pemics
Fromythe ovwnar's cupital. The level of dobu s alsossed
i 0 cotsidera on for credinors. oo provide loans 1o
eompaies B the comgany's. obility o pay off i
dehis is low, then the oreditor will rethink to give the
Toan b the comprny, Becaise the sk possessed by
creditne will alem be larpe. Therefone, manngers tend
i Lk aotion G increase profas so dus e level of
deht is low (Beaity et al., M),

The grester the level of debt a company has, the
greater the likelthinad that the company will increass
its profils and the fmecial salements will not be
oomserailive, The greater the level of debt means thi
the comdition of e compay is not s gool, 5o
managers end o increse repoctod profits o ook
puesd by oreditors, and messll in compan ies st being
consgivalive (CNen o al, 200, Nikolpsy (2013
revcals tha debt his mlationship with copiinl
YW egendrarajuh (201 31 rescarch from Colombe Stock
Exchange is Srilosgka. The resudi ol reseimch shvwed
that deba financing s n positive and significant wizh
cagital intensity (Yopesdramh, 2013) Posnali &
Sampdl | 2000 3 feseanch rom Tehran Ssock Exchange
founed that net significant berween Jeverage or debi
lewel and capiinl imiensity. Frem the desoription
o L can be conclecled @8 the hypothesis saled
in this sy s

HY bt levels have o segative link  oncapital
indensity

173 Copital Intensity relades fo the level of
neeounfing conseryatism

Frmipeweki & Hagpermam, 1951 ) itates thal capital
inaensiny slwoas ihe Level of eilieioncy in b v of oll
af the compiny's ssel s genenmieg cermin sales
wolumes, The higher the copinal imtensity . the more
clliciem whe owerull use of sscts in penersing
enles Chan, Lin, & Seromg (20000 find thol cosd of
equizy cepilel has a posifive link os oonditicaal
comnservalism, however, costof ayuity ks o negalive

lidk on uncomditiosal  conservatism  m Uinited
Kingehorm companics [Chan o el 0091 Alltan &
faben, (20031 state al capital-inessive companics
hive grester political coss end mensgers tend o
reduce profils o fnoncial stsemens tend o be
conecrvitive. Previous research in Indomesioneveal
capitnl irdensity has o pesitive lisk with conservutsm
pernumting (Purmama & Dalpona, 2003 Swanto &
Ramadheni, 20065, Leg (20000 reveal shet dhe higher
conkervitiam, the less finamcial flenibility not anly
et bt also egoity decisons, Conservatism level of
w comiry s Tmimecial reporting system redoce the cosl
of debht umd eymily copitad (Li, 20151, Fom the
deseription abine, o can be concleded 1hat  the
hypothesis sisted inthis sy is:

M3 Cagiwl  dnlensily affecls aoocambing
vz
3 METHODS

A1 Research Approach

e typee of rese ke i used §s quantiiative research,
hecause researchers wiml fn Know the relalismshdp
betwaen capital imtensity, level of fnancial dfically,
Enel feved af debd [0 AcoonMing conservmi=m in the
pomsaimer pogls inciEary sib-serior

A2 Subjects and Research Ohjects

T iessiely ﬁhl.'qtl.:l'!- wegd fii Elies hlll-l]:r WG
Industrial compamies of the Consumer gomsds industry
subcsector  comtamed i the Tmbonesm Biock
Exclunge for the period 200 1-20017 amd e obyjecs of
reszarch used in thie study were capital intensity,
level of financial difficulne, level of debd. snd
ﬁ.":"l.'l.l'llll,g Lol walisim,

33 Population and Rescorch Sample

The population in shis sy wene consamer
goosh immlusiry conmpesics listod oa e Indonesia
Saock Exchange i the pesod 200 1-2007, The sample
ueed in this sy gses purposive ssmpling method
wkl abliesd 10 compmics. L @n b oseen an
Appendix 2,

34 Research Variables
Analysis Technigues

andd  Dhata

In this sbly, there were 4 vorisbles corsisting of
coniting  conservatiorn  (BUA),  capital  istensiny

2
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(M) fmancial difficely level (TEEK L and debt lewel
(TH. En osummsary, the sprstioma] defindion ol the
sinnbles in s sudy cin ke seen in the flloamg
tble in nppendix 3

35 Data Amalysis

Cmin amalysis echnkues used inoiis smdy gae
spctural  ecudtiom models with vimance oo
compemueni-based strucioml egeation madeling o
knorwm a5 Farmiel Least Square (PLSL The soliwene
vl fo snelyes research daty Tor the purpose of
lesing e hypothosis s e WimpPLS  sutistical
progmin,

36 Hypothesis testing

Fiesrarch hypothesis westing 1= basad on the
calbmution of spciural model coellicems Testing
cach by pothesis is based an e etimasad partabiling
wilue  of the structurul mesdel. The research
hypoilest b sapprmsd i e i-slatstie value s
greater tham the r-2able value 1+ 1 W) or sexn T (he
probabiliny valueGloeali, 201 31

The recenrch model:
IM= g vl TRE = B TH + 1y il

EA=ar + i IM =5 13

4 RESULT AND DISCUSSION

Hasxl em the ouipl (appoadin: 45 sl by
WerpPLS dain. the resulis of sesting hypogheses can
b expltaimed & Follow;

l. HI reveals finaial Eiflicultics have o posilive
relafiomship o capual istensity. The level (=
significant P oolbidl, whick messs bebrw che
signilicage level of paepagsce of 1% (0.0])
whaere the edimsed value of the coelflcien is
A2 H 1 baseed an resuhts is pocepaed,

1. HI sates the debn level has a negabive
reluticnship 1o capilnl intersity. The resalls
show the estimated vabee of the cosfficien
variable from the Deid Level produced is 0 30
with a signifcance level of P, whick
mima Gl the kevel of  nscplacs ol
significance ix % (0011, The secood
hypathexis (H2] & avcepbed.

3. H} saics the | imlensity wapitul  affcuts
FCCONNTNE CoRservatism o the pesls
of the stedy, the estimabed vilue of the vaniable

Ay

coeMicient of the rsulting capilal intensity is
164 wigh a significanee level of PaLD], which
means  beiow e sccepleble  leved ol
significance af 1% 0015

4.1 Financial DiMcnlty and  Capital
Intensity

Based mn the resulis of date processing with
WarpPLS 5.0 shews thin the relaticmslug berween 1|
level of financial difficuly and capital inlensily ®
positive and statiscically significast 042, p b1 ).
This result prewicles sappon fur e Ficst hypothesis

The argument for the seceptance of this fira
hypodhoss om0 Follows companies thd  uso
acvimmiing coservatism principles ane believed an
have o Righ lewel of underdasding  of  how
comsrrvidism prinsiphe help companios in inomeasEng
capiinl dntensity, According w agency theary. ihe
smergenos of seoonnting coneervatsn is hassd on
the ogcmmmopee of eonflics of interest,  butween
managers apeme) and owners (principal g1, Managers
whin are tod basives ooeners will zor be diligent snd
careful in manzging de compasy (Fams & Jensan,
[PEE Tensen & Mediling, IN7nh:Ross, P35,

42  Debt Levels and Capital Intensity

WirpPLS resels dhone thal the  melalionship
teraeen del levels and capital inensy b5 megative
wrel ey sirong nnd sintisticalhy significans a (030,
podi 001 This seselt provides sopport for tee second
fiypeheeis

The arpument foe the sccemanee of this second
hypeshesis ds as follows Debe levels lower have
emcthirEped compamies o moreese capilal inlensily.
According fo agency theory, with agests o5 wms of
dizcipline, agents have the pressure o minimoee defn
levels, su apenls neecl to nurtane capilal im orcer o be
while i cover dhe debt, when it i= 24 a kigh encagh and
vulngrale Jovel

43 Capital Intensity amd Accounting
Conservatism

Tais resanlt gives WapPLS mwults Shos that the
netatioaship between capitnl inensity and iocoanting
conservallsm s positive sad very siosg el
slatistically sigmificant @ {6, p <0005 This resih
provices weppot for the third hypothesis

The argumem fiw the seoesplance of this third
hyprthesis is s follows: capital  imensaly  his
ENCERITAESE companics o incresss colsenvatism in
copiting, According to wgency theony, bath the
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waner il the spent ave assemed 0 purae
personalfccannic ifemests cxpressal in e oo of
cxpected utiliny, Agenis are assumed (o be mone risk-
mverss then awners hecasse ownsers are usunlly rckes
(Laffom & Mimimon., 20005, Capiad ingeawsity s
relatod b0 the capital of the owner of she company
invvested m the comnpany.

3 CONCLUSION

First, the level of financial difﬁn.ullgr'El peisitive
imil wi effect on cipilal intensity. The higher
the level of financisl difficubies facieg e company
will cawse the higher level of mensity of cagilal in
The: compsiyy.

Soconed . the Jevel of <debt hos o megitive aml
sipnificant effect on capital inlensity. The higher the
lewel of debd =1 by mimegemest within the compiny
will caues the hewer cagital intcaminy rogquired due jo
the mooamiing conservabsm principle applisd oy
manage e

Thind, the capital inlcusily hax & positive wnd
slEnificunt effeet on pcoodnding corsorvatisam. The
mawre igsensity of copital in the ompasy causes: the
higher  socoumiing - conservolisme - applied. by
TR T

‘There ore several |imitstioss in this sy, Firat,
this sty emnly focuses on oonsemer goid incdusary,
Secomd, the amewoek is ol the hest ramevwark,
The saggestions might use for fabmre resenrch. Fire,
fre reszarch could ese other sectors sed as
binkng secior, mamdaciermg seclor ele. Sevosd,
fuere rescanch should  wse othor  vasisbles  foor
IESINCE COMMITREE poedIENee,  |eNEmge ol
profisability,

Thes shsdy provides sapport for the wse of
ICCORNINE COmservaliam i Companics, This mems
that compaaiss in the decison-making process can
bkl on e the principle of cmservatism wiach s
supponied by the kevel of financinl dificalies bemg
faced end the level of debt that is Bome by the
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