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INTRONHUICTI

Fimencial =sialements ae one of the sounces of
accounting  information reguired &0 be poblished for
sptouniability  from the mamagemonl o the ownor’s
resoarce  manager.  Financial  sdements canned be
wegarialed from the propamation process oA oo of
spounting  indformation  peeduced by the  company,
The financial statemeis musg b complessd comes iy and
presended homesdly By dischiwing Ricks owers; His =
[alhrwing the Stulcment of Fnanscial Accommimz Comuepl
CSFAC Ma_ 2|

Finenciel  Accounting Sindands (SAK D prowvide
freeckin o choose the pccoomiing  meshind wsed  in
preparing financial staesienis, Imeens (e e company
has ghe opponuniy fo selem one of s=veral shenudives
offfered in financial sccoamiing standanis appnygrise
s conditioms WVerawati ef al_, 20151, 5o, in s oo, the
coscept of conservatism indireaily affects the financicl
stiemends, Conservaiism can be defined & i stiempt s
choree gemerdly ovorpled acooudng methodls tha will
mrult i the slowesl poesible mwovpeitem of mverss,
recopmition of eapemes o cuickly 3 pemsible, Jower
vabation of ases. and higher vahebton of listliies
Specifically. thes principle sugpes= thal reportimg  the
wenkes! valugs 100 desets aid revenoes is prefenble and e
highed Tor deds imd expenses  Beicaoo Biahi . 20H1.

A prime example & e Gec ol the Toshifs Compeny
in Fapan. In Sephember 2005, the CEO ol Todhiba
Coponition Hisao Tanokn, and other board  mesbers
finally decidal m resign becose they wore comsiderad
respmsinle for scocuming inmegulorilies, Sourees close i
the prvemment enviromment ol tha the Secarilies and
Exchange Commission Surveillasce 1SESC) plas o
imgure fmes on Toskaba (hitp:Phisnis liptanfocem . end
wwrw . cniindonesia comi. This drepulermy incident win
chiscowensd when the research team'’s examiner revealed
thit Tanaka curied oA fhe comparny'’s profils s Presicess
from 2008, The comgaay munipulated fe profil mepors
wilh & valoe of USE 12 billion aver the Tt ey vears,
Reports by indepeacent. acorustimis and lawyers said
Taoshiba's opersting profil hsd been overstaled by
LSS 22 Billion. The mvestigetion  found thal  the
bsimes dvision preswnd Timaks end Saaki (Vice
DFinesierh to meed challenging krgels, They overesdimided

prodits and delayed seperting besses amid 2 culwre of not
paing spming the boss's wishes. Ax a sesull o dhis
incident, the pehlic guestioned the perfformance of the
comipiny's mimagemaont, This wie mloted fo the cmphaesis
an ax values mowhich mumzgers iried to seek prafii,
inclisding a lack of cantiom against litigation gk anil o
lack of transparensy in - couity values deo fo mamipulating
fimancial sEapemeris Iom yeer o ver,

In Endomesin, many compinies have nod implemented
comscrvadive acoounling in fnancial sinlcmests, casing
the misiust of oeers ofMikincial spiemens. As an
cvanle, we can ke the il simiemensts of the neal
ceae . company PT. Haasow Intemational Thi: This
coEpay was proven o bave monipelmed te Anmal

gl Report (LETY for 2006, In an esaminatiog
comclucied by the QIR i was found dhi the masipulstion

sules of ready-losbuild Jos (KASIBAD nmeonnting o

p. AL billion e the company's reveans rise sharply,
crigstionizg the recogmition with the full acerul method,
althuegh the Innsaction was nol dsclosad m 2006 LET.

Acvonfing s DIR . by not submittiag PFIB 10 the aaditor
wha muired PT Hansen Intermatonal Th's LRT, the
A6 LET reveno: was overslifod with a material valoe
of Bp 613 hilliem. Thix cousal the company’s shame price
(&l frn DS3.TS mipiahs o 30 mipiahs per share wail
R Amgust T, when FT Hanson Intematiomal Thk aas
e larnd bankrupt (Bompaos. oo i

Thars, ihis compasy lso his a Mgh poliicnl oo
amechroent due e political inerssis e olso Gentioasly
enlarges dhe value af equity fo gain benefits for officials
wio hove bgh positions in b instnution, This (= because
investar relonons with agests hove diffesent imeres.
They uschaaiie agency theary. which affecs exommses ax
burdens., morenses political costs; md bas 2 high risk of
litigntiom that securs in the company. The agency Beory
describes tao conflacting econamdc scwars: the principal
and the epenl An apescy melalbonskip s 0 ool in
which e or mom people (priscipal) order another
pemam fagencyl W perform g service on behalf of e
principal and athesies the agend b make the best
chegizion for the principal (loksan, 23],

Bascd on (ke pbve plhenomenod, e applicaien of
nservitism is camied ool 80 educe comqenie moome laxes,
Companies e chooee metiosls thal tond to be comervatve
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Accounting

in minimiee g% costs (o the exsterd permited by e
applicoble  Fnancidl  Acconnting  Stendssds. Financial
stfements that cin incmeite: mvessor confklence nectd B
apply conzervatism. The consenvaliom., in theeay, i shated
o sipnaing Sheory, & cofitem o signal = pction foken
by the company’s mazagemenl in provale msructons for
invesions o asess the compary's prospedts. especiall y gven
the walue ol the wnpany’s eyoitr,

In Indomeesian, fi repulinicns mguie Al meoncilioion
0 madch acoomimting pmii and fGseal profil. Some mles ae
allerw] i somiing staindnck POt s i iaion, sach s
donation fees @ should oot be charged and maest be
oo, Although mtax, it remdais o considembios for the
company's choice o apply  consenvigive | aoooaming
CAmlilnsemi, 30145 In mducing losses, ihe compaay e
provide evidenoe of Imespeced fAnomclal amements tha
prioritize conservatism which cm be seen bised om severl
fadore, mmely though tar meeniives, poditical ooets.
lithgastiocry rish . and eqdry voluetion.

LIERATURE REVIEW

Acconding o meny sfudics, secermimling comsorvadism
is iflierced by several faders, The man fecus m the
financial ssfemenls & inmome infermatica, One of the
principes seluiime o inenciel silcmests sml income
informeition & necounbng colssrvati=m. nomely m s
carefully in ditermrining the ameant of the prafic Alfian
& Sabeni (1013 Indicine s of e Toctore @is
influence  significantly w0 selection of  accouming
coRservatiem. such as levernge, capitl imenzay rato and
growily oppeamily, Agusting, Rie, & Siephen (2015
iricd 1o desenmine whai Tactors imfloence compenics 1o
apply seommting cosservatism. Alkurdi ea ol ¢2017)
sidy indficates o signdficast and positive nelationshdp
hefwern  forcipn and  ineginmiomal  ownership  widh
acoounting  coaservalism, buor dhe  concentmtion  of
awnership dees nod affocs the conservaizm, Andnzas o
al. (30T measure accounting conesrvalism using Inlal
aoonial  (eamuings  before  eximontinery  dbeos w
deprecinbon ~ cash flow from operstion ). Thear maliple
repmesdon snelycis partinlhy shaws that company growil,
prafifuhility, and imveslmend opEarinily sl positively
affect avcounting comservstism. Hong (2007 staies el
vamians [ ilfect the conserabive accounting of
sumperations, e af ghe inprtimt mles of cinsavatism
15 thel connpanies comilic colservalive SCoouning o cul
ageney cosits die o infomadicn g amimesry.

Thus;  mamy Gl ifleciws peoosnling
comservatism, However, the impact of these foctors moy
vary {rom coundry 1o oounary sed imdusery, which reguines
sepanle research,

HESEARCH HYPOTESIS

Thix stuedy is based oo the hypothiesis chat:

My = Tax incentivis aHect accounling consers sizm:
He = Poditical cosis affecs arcounting oonservalism,
Hy = Liligation nsk affects pocountling conseryialsm;

RESEARCH METHODRE LG Y

This saudy iz hosed om the basic principles of signal
theary aml agency theory.

Apency theory foouses om the growing fact that an
indivitheal called the agot wamihl st as 0 panty irosssad by
ancdher mclividezl or group samed the princigal in svery
amrgamization, The relationshap between the twao will oo
willtin an coganizatem or compoy, This lilmnship ix
wsually  deseribed by the  elstioeship Benween
shamchalders (sockhokdersy a= principal and manager or
e oo B0oagend, The concepl of agency s,
showing its relotionship vothe problem of “sepasntion and
coptral”,  invetigates the  noluse  of Egency  cosls
penemaled by the existenoe af debt and ety (Bensen and
Meckling, 1976},

Michoe] Spence (1973} firat developed the signal
theory in he Job Mmket Signaling research. This thevry
involves wo parics. the paries in manigemenl provicde
signals. ond exiernel partics, sech = invesors, a0t as
pastics  whi mecsive the signal Spencer saxd  hat
mimagement tried fo peooade available inforeation for
inwestor by piving & sipnal, Then, invesions will afjst
their decsions based on their enderstmding of signals
frem mamapement in the form of Spmals of Anancial
iz mends.

The sccandary used m this sy ore financial
mpirts and aneoel reporss peblizhed oa the Indonesiy
Sk BExlange (T0X. v s cochl) for 2005-2020,

Tz mirsde] isesd m this etody 15 as follews:
¥= o= X1+ A2+ X3 = B4+ ¢

The deperdent vonabde in thid audy is accousing
comservatism,  winch i meusmed  wsing e
eaming'nocrual measure, which is the difference hetween
et i el cash (e, Fommola for o calewlsting
avimsl meisire:

OO = MO

Niste:

COMI = the level of conservarsm | in yeor 5

Miil = et imcomie hefore catracndinnn) iteme are
el

Chit  =1he cash fow of { compimy's cpermtionil
artivibies i yearr.

The mdependeni varmbles in s sy se Es
incenives, polticn] costs, litigeion riske ond equity
valuinicn.

The explunaticn of these varisbles s o5 Bllows

I. The formelo for Tex Reention Rate {TRE):;

et Inomne if
TR = e Tncoms (EBIT)

M

TER it = Tax Betendion Kale:

Mel Income it-= The mel prodil of company £ in owver

Prectan Incoise (EBIT) it = Fmdil befione 1ax of
COMPaNY | VEET T

M = FEipuly valhstiom  affects.  acoosnling
wumscTvadisa 2. Th Pl rl.:lr':'l.!ﬂl'l|:l-dll:|-' Sine
EIER = Log Weateral { Total Assets)
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The comgany size is measmed as the hoganshm ol ihe
ComHin s eolnl assets

3. The framula for Debi-o-Bquity Bmico:
IR A LISLIE) v2
Mg
DER = Debt-an-Eywity Ratiaz
Taml Lishilities = Total defd owed by the company;
Tatnl Equety = Todal cliffemnee botwesn the sl
axsets and linhilines of Be company.

4, The: Tommula forr Eganty valuiicn:

BywranTepoordd ol
HEBY Fhare Valiee

Ly Share Fook Valee
Mster

MEAY = hlarket o Book walue;

Shore Value = Nemberof massgerial shares:

Share Book Value = Number of skases oulstaniling.

RESULTS AND IMSCLUSS10M

Mbultiple linear imalysis reguines several asumplins
<0 thadt the moslel can be used. The assemption used in
thi= sty §s e jwrmalisy sl Emoseoliniciy s
multicol lineority test, and pulocomelntion test,

Vatde [
-5 ample Kolmogoroy-Smdrmay Test
Unstamdardized Foesisl
N I3
Mormul Parameiers™" hfan THECHHE
Sl
Deviagicn 15USAS, B
Mr:_-il. Exlre e Ahsshale NEx]
Differenoes Pusitive 183
Megative - 171
Test Sutintic J83
Asyonp. Sig. ¢ 2 tuiled) el

Accoaiing wo Tohle | reslis, e aﬂ!'l[l ‘rl,[: {1-1niked) B maore "-i[ﬂH“l.'-d.-l'ﬂ han 005, [.-l..'l'l'ilf'ql.lli"lm:r. 1hes e pression
chita mel the dsammplion of marmality. which mesns thal the data e in this oy were normally distriboged.

Talde £
Hiternseedastioly T
Stnndardized
Ursiandardizsd Coclficiens Coefficients
Selonded [+ Siik, Ernowr RBeta i Sip

1 (Comsiansg Hlld19 FIX028 251 Ll
T incentives a4 502 4B 515 a3 2740 107
Poligical oosis 108,719 145 8412 LIER A5 T
Litipatiom nxk SA5. 180 AR5 203 A1 1328 1
Eaguily valuation BT LG9 T8 225 2480 2.73e 17

Bared on the gable I dacs, 0 can B¢ oseen thar the mesales of the regresswon of the indepemdent variobles on he
abenluge value of the rexiduals dow o spnificance valoe gbose 005 Comsequently. it cm be concluded B there is no

eteroscabastivily in this regression medel

Tadilie 4
Mubticollinearity Tesl
Uil Rcients"
Callineanty Statistics
| Tole e WIF
I (LR LTR T
Tax inceniives VK] 1K1
Political coais 3 119065
Ltigation risk Sl 1 Chel
Exuiity waliation T | 256
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Accoumting

Basedd on table 3, the VIF value from the s mceative is 1001, political cost s 196, Titigidion msk is 106 and
the aguity value iz 1256, Mosnwehile, the solerance valoe for spch vadable is iy incestive of (L9949, palizics] cost off
(LR}, Hligation nsk of (0984, amd equity valee of 0790 Comeguently., 2l the indepencest vanables esed do mol
ex penence multicolinearity becawse the VIF vakie is < 10 anal the inderance value 5= 0000, svis feasible s ee.

Twble 4
Multlple Regresson Linesr Analyss Results
el Urntaniandieed Coefficients
B 1 Sul Erroa
1 {Constani) El3410 32025
Tux incemtives T4 SHIX 8513
Political costs I L ) 143812
Lizigntian risk 545, 1ty 345003
Eqguity valualion 211 a1 T 22E
Bused o ible £, maltple Enear regresson squations cin be miklo s follows:
T = BL3 219 T BOZXI+ ThB, TIHRD + 545 1 0N3 =T hI¥KS+ e
g ) Tkl 5
Test
I|ll-uulnd.'Ell:lrl.n]li
Adpsied B | Sad. Ervor of the
Mozl kK B Scuarme Sequirne Exlimide Drerbin:Winsom
1 | A55 36 JiHE 19241661 1 543

Based cm dable 5, she Darbdin-Wadson (DW valoe of
1.4} has been obtaned, Hased on the crifena thad have
hieen determizesd m the msle do velue 1TE10 and dhe 4-
U walee (1781 of 22151, Conseguenily, the Dagkbin-
Walsea vakuee in this shedy s gredaler than the Durbin-
Wawen value able amd smaller tham the 4-80 value
TR | B3 =TI, s dhere i bocoselition
Fecause i Fibs e crileria.

CONULUSIINS

Based om the data analysis, the mihors abeainad the
fidiording mosalis

&l Tox incentives s o positnie and sipnificans offec
aecoliing  eoeenvatism  in manslacienng  secior
componies  in Inconesiaee In this  case, oocosniing
comservatism s vied o minimize profits by edocieg the
ten hose o taking advandsge of oy redoctons. The
Ervernmeend's policies in the PPh Law Mo, 56 of 200§
posifively affec! company mamzpemest o increase the
crisservatism of the company®s Tinancial dasements.

by Palitical coss have o pegoive asd = gnificam
impact o gocambing comseryatism an sumufscunng
wechor companies in cdomesin, The greater the palitical
ol dnvnmmed By the company dom’l have a Esigve
impact va the rising of accoamling comservitism of the
commpany. Palitical oosls incbode all costs or fransters of
wizalth thin componies must bear relied 0 antipnes
actions. repuladions, govermmesd subsidiss, @y e,
labor demmumds, mmd =0 em. A o omopulstor and pohcy
muker in g ounry wheie Lthe conspany operaies, ik
povernment will  soperviae  large  compunies.  H
companies con =il carry ow ather imerests in politicd
coedk fhil ane nod by e pringiple of conseryonsn,

) Ligigation risk has 2 negmive and significant imgpaci
om CTiEniing  conservbism o in memfachuring sechor
companies in Isdonesia, 0F mesas thet dhe  mae
substzntial sk of llig=ios oegetively affeos  ihe
principle ol adcoumbng comemabism The comgarny'’s
liipafiom risk is relsed 0 investors  and - credibon
possibly judgzing e company. The proecion of cetsige
imvestars is w0 impodant thie many couniries  have
diswoversd  papoing practioes of  oxteasive  abuse or
appropriolion of Corpieuie resouces. This makss e
prinsary elerenoe for Agency theory, where investors or
capitel wynen provide fBacililies amil company operagicnal
furds 1 manage e compasy  properly 1o ngenis
manapend, I requires severnl miles thal managers s
albey t capital owners for the comgpay's progress.

dh Equiny vaduoe has o positive and significans effoct o
aeoounging  oomservatism s monufRctuning  secior
compinies in Indonesie. Egudry conees from the owner's
invesiment and the results of the company's operalioms.
Fouity will he reduced by the withdrswal of pomicipation
fry the cwmer and the distribssion of profis dividends) o
business losses. According o the sigmaling theory,
compinies need A0 provide mbomeation on each acooont
f0 iwesss amd posestial investors in e Tisncial
stitlemeends . The repom! e by e manager is very mach
meguined by investars and Fusimess people as analysis aml
mmakiloging in e process of evaluating the equity cenmicd
il

Diaclsmre of financial stiemesds shouhl be based on
the principhe of scoounting comservmism. However, o
the ane hond, menagemes shoold eware af misakes
and frowd, end on the other - oo show sl the Eectors that
are of Jreml ImPemance w0 [nvesiors and dher users of the
COMPAIY S Epoming
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