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ABSTRACT

This study examines the relationship between accounting conservatism and leverage, capital intensity,
profitability, dividend policy, and firm size in consumer goods non-cyclical companies listed on the Indonesia
Stock Exchange between 2017 and 2019. In this research 87 observational data are used in which obtained
from 29 consumer goods non-cyclical companies that have met established criteria, where the samples are
selected using purposive sampling technique. Hypothesis testing in this study uses multiple regression analysis.
The data were calculated and processed using Microsoft Excel 2013 dan EViews 12. This research tested the
classical assumption before testing the hypothesis and used the multiple linear regression model method, which
the suitable model for this research is Fixed Effect Model (FEM). The findings of this study show that
accounting conservatism is significantly influenced by the variables of leverage and profitability, but not by the
factors of capital intensity, dividend policy, or business size.
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1. INTRODUCTION

In an era where many people invest in the capital market, a financial report that displays the
actual condition of the company is one of the important things. This is because financial
statements are the basis for making investment decisions. Companies often want to get a
good impression from investors so that it is easy to get external funding. Companies have the
freedom to choose accounting methods according to company conditions. However, it can
make companies to be too optimistic in disclosing their financial statements and cause
misleading in decision-making for external parties. So, it is important for companies to
prepare financial statements conservatively to prevent investors from risks that come from
misleading financial statement. The consumer goods non-cyclical industry is one of the
sectors that support Indonesia's economy in terms of investment, employment, and
Indonesia’s GDP growth. In addition, this sector has become one of the sectors in great
demand by investors in times of crisis, such as today, so companies in this sector must better
maintain the quality of their financial reports. Financial statements can be viewed as a form
of media that demonstrates a company's accountability for the management team's
performance over a specific time-period. In order to be accountable and valuable for each
user, a financial report must comply with applicable accounting principles or in accordance
with standards [1]. That is why a company should always maintain the quality of company's
financial statement. The financial statement contains essential information for creditors and
investors as the company's stakeholders to make a financial decision. Investors usually focus
on the return of their investment in the company. They expect managers to record large
profits so that the company can distribute more amount of dividends as well. On the contrary,
this action is not favorable for creditors because they expect the company to prioritize debt
payments first and become more conservative. Conflict of interest between creditors and
investors in making decisions based on financial statements often makes managers consider
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which accounting methods they should adopt in preparing financial statements [2]. When
making judgments on their financial statements, businesses must carefully analyze all
relevant elements so that their stakeholders can always rely on their financial statements in
making a decision. A company that does not maintain the quality of its financial statements
by being conservative can lead to misleading action by its stakeholders. Mora & Walker
stated that accounting conservatism plays an important as boundaries that help managers not
to be opportunistic in preparing financial statements [3]. Several studies discuss what factors
are thought to influence the conservatism level of a company. Previous research has tested
some factors: managerial ownership, leverage, political cost, litigation risk, dividend policy,
capital intensity, growth opportunities, profitability, tax incentive, equity valuation, firm size,
financial distress, etc. In this study, only five variables will be re-examined: leverage, capital
intensity, profitability, dividend policy, and firm size.

Leverage will give creditors the right to maintain and control the company's operational
activities. Managers tend to avoid this, so they will use more conservative accounting
methods in assessing a company's debt level. In addition, high leverage in a company is also
a less favored signal for investors and creditors. Investors and creditors will prefer companies
that give positive signs and indicate the company's prospects in competing in the market [4].
The larger the leverage level companies tend to be more conservative. But this finding
contradicts other findings, which state that leverage has a positive influence or does not affect
the level of conservatism. Leverage measured by debt to asset ratio. Capital intensity
represent the level of efficiency of a company in managing its assets. However, with this
condition, the company will get more public exposure and greater demands of political costs
that the company must bear. So, the more efficient the company works, the more
conservative they are. These findings contradict other findings, which state that capital
intensity does not affect the level of accounting conservatism. Profitability is usually the main
factor for investors or creditors to make investment decision. Managers usually want to
maintain the company's performance to be good so that the manager's performance appraisal
will also be good. This way, they can get compensation through bonuses measured based on
the company's profitability. So, the higher profitability rate will make company tend to be not
conservative. This finding is on contrary with other findings which state that profitability has
a positive influence towards conservatism. Profitability is measured by return on asset ratio.
On the other hand, high profitability may also give such expectations to investors because the
higher company's profitability, the higher expectations of the amount of dividend distributed
to investors. Companies with higher profitability rates will tend to give overpayment
dividends to fulfill investors' expectations and maintain the company's reputation. This
finding is contrary with Sholikhah and Suryani’s [26] finding which state that dividend policy
has a positive influence towards conservatism. Dividend policy is measured by dividend
payout ratio. A bigger firm will have more public exposure and expectations from external
parties. This can be caused higher political costs as well; managers tend to avoid this cost that
may occur. These findings contradict Affianti & Supriyanti [10] findings, which state that
firm size does not affect the level of accounting conservatism. So, managers need to choose
the proper accounting method and be aware of the conservatism principle in making the
company's financial statements. Based on the description above, the application of accounting
conservatism principle is a phenomenon that has been researched, but the results of research
from several experts need a research gap. Thus, this study was conducted to examine how
these five variables affect the occurrence of conservatism. This research will be conducted on
consumer non-cyclical companies that listed on the Indonesia Stock Exchange (IDX) from
2017 to 20109.
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2. LITERATURE REVIEW

Agency Theory. According to agency theory, one strategy for minimizing conflicts of
interest is to establish an accountable financial statement that helps stakeholders in making a
decision. Why is that? The principals and agent have their interest in running the company
[5]. The investors and creditors, as principals, are certainly interested in obtaining profits for
their own welfare, while the agents also have an interest in their own needs, such as obtaining
bonus compensation [6]. As an agent, managers have to make sure to use the right accounting
method, so the company’s financial statement becomes reliable for external stakeholders,
such as investors and creditors.

Signaling Theory. The signal given by the agent to the principal can be a positive signal or a
negative signal. These signals can, of course, affect decision-making by stakeholders or
principals. Good quality information certainly brings a positive signal for investors or
principals [7]. A positive signal means that the company succeeds in satisfying stakeholders
through its performance. This way, external parties, including investors and creditors, can
conclude that the company is accountable and profitable for its investment and give high
expectations for the company. On the other hand, a negative signal can be interpreted as a
manager’s action to lower external stakeholders’ expectations and become more conservative
in seeing the company’s condition.

The Positive Accounting Theory was first introduced by Watts and Zimmerman in 1990.
The selection of accounting methods by managers may vary based on the costs and benefits
generated by an accounting method [8]. Company managers can have the possibility to
behave opportunistically in order to achieve the company’s goal in a certain way by choosing
the right accounting method. Managers can choose the right accounting method by
considering these three variables: bonus plan, debt covenant, and political cost. The bonus
plan hypothesis states that the bonus plan will motivate managers to choose accounting
methods that will increase reported earnings in the current period. So that managers can get a
bigger portion of the bonus. In the debt covenant hypothesis, a company that has a higher
debt ratio will encourage managers to increase reported earnings [9]. This is because a high
debt ratio indicates that the company is mostly financed by debt, and this is a less favored
signal for investors or creditors. In the political cost hypothesis, bigger companies will be
more likely to use accounting methods that can help reduce reported earnings. This is because
larger companies will get more public exposure and create bigger political costs [10]. So
larger companies tend to avoid this political cost by choosing more conservative accounting
methods.

Variables and Operational Definition

Accounting conservatism can be defined as a prudent reaction to uncertainty to ensure that
delays and risks inherent in business situations are adequately considered [11]. This principle
helps the manager be more careful and gather adequate considerations regarding the risks and
uncertainties that may threaten business continuity. Managers can benefit all stakeholders by
applying this principle to the company’s financial reports.

Leverage is a ratio that demonstrates how much debt the company utilizes to fund its assets.

This ratio aids the management of the business in determining the capability of the business
to pay off its obligations, both in the short and long terms.
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Capital Intensity. The company's capital intensity can be used to measure the efficiency of
assets to generate sales within the company [12]. The higher capital intensity and efficiency
level reflect a good signal for external funders, such as investors. The company will be more
easily recognized by various parties, for example, the government and the public, because it
is seen as a large and productive company that is capable of managing its assets and capital

Profitability can be interpreted as a ratio that shows the ability of a company to generate
profits from operating activities. The profitability ratio is one of the ratios that is often used to
test the effectiveness and efficiency of management performance by analysts. The
effectiveness and efficiency of management performance are often judged by its ability to
carry out the company's business processes. Higher profitability is usually considered a
positive signal to stakeholders.

Dividend Policy. One of the methods to determine a company's dividend policy is by using
the dividend payout ratio [13]. This policy is vital for investors to review their return on their
investment. In general, the amount of profit for the current period is one of the primary
considerations of company management in determining the percentage of dividend
distribution to investors in the future. Company managers also set aside retained earnings that
are not distributed to shareholders for sustainability and company needs, such as funding for
expansion plans. Managers must correctly and carefully make dividend policies so that they
are still exciting for investors to invest in. On the other hand, do not distribute too many
portions of profits through cash dividends so that the company's needs cannot be optimal.

Firm Size. The size of the business is one of the elements that might indicate its financial
capacity. Because the company's scale closely relates to its assets, they have A bigger
company has more public exposure from investors or the government.

DEVELOPMENT OF EMPIRICAL HYPOTHESIS
The Effect of Leverage on Accounting Conservatism

The debt covenant hypothesis of Positive Accounting Theory states that higher leverage
makes the company managers tend to report revenue and asset bigger than the actual ones to
maintain the balance and cover the interest cost [14]. The other reason is that creditors tend to
watch over and monitor the company's operating activities with high leverage and to prevent
company from violating the debt agreement as explained in Debt Covenant Hypothesis in
Positive Accounting Theory. Generally, creditors need assurance of their investment, so
managers usually report their revenue and asset in a not conservative way.

H1: Leverage has a significant negative effect on accounting conservatism principle

The Effect of Capital Intensity on Accounting Conservatism

Companies that are efficient and considered to have good prospects by these investors will
get more public exposure from external parties, such as tax costs or other demands from
external parties that will cost the company. Managers of such companies will tend to be
motivated to avoid these political costs by choosing accounting methods that can delay profit
recognition or reduce profit recognition in the current year.

H2: Capital intensity has a significant positive effect on accounting conservatism
principles
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The Effect of Profitability on Accounting Conservatism

The manager's performance appraisal can also be seen through the profitability ratio,
especially how managers manage all their resources effectively and efficiently to generate
profits. The higher profitability indicates the company's performance is improving, so the
profit generated is also significant. The bonus plan hypothesis in Positive Accounting theory
states that the bonuses received by managers tend to be based on company profits. This bonus
plan can motivate managers to increase the current year's profit by making financial
statements that are not conservative

H3: Profitability has a significant negative effect on accounting conservatism principle

The Effect of Dividend Policy on Accounting Conservatism

The greater the profit recorded by the company, the greater the investor's expectation of the
number of dividends distributed. Although amount of dividend also give positive signal to
investors (Signalling Theory), it also can trigger companies to make dividend overpayments
to investors because the company wants to be seen as a profitable investment option for
investors. Hence, companies prefer paying dividends with a larger portion rather than holding
back a portion of profits for business development. The manager's actions to meet investors'
expectations by paying large dividends can be considered not conservative. A company
should prioritize the interests of paying off obligations to creditors and be more conservative
about dividend payments to investors. The selection of accounting methods that accelerate
profit recognition will enable companies to distribute more dividends and meet investor
expectations.

H4: Dividend Policy has a significant negative effect on accounting conservatism principle

The Effect of Firm Size on Accounting Conservatism

According to the political cost hypothesis in the political cost hypothesis in Positive
Accounting theory, large companies tend to be faced with large political costs. Large
companies often attract greater political and public exposure than small companies. Managers
of large companies will tend to be motivated to avoid these political costs by choosing
accounting methods that can minimize or delay profit recognition.

H5: Firm size has a significant positive effect on accounting conservatism principle

Leverage (X1)

Capital Intensity
(X2)

Accounting
Profitability (X3) Conservatism (Y)
Dividend Policy
(X4)
Firm Size (X5)

Figure 1. Research Model
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3. RESEARCH METHOD

This research uses descriptive research design to evaluate every independent variable, either
one or more variables, by not making comparisons or connecting with other variables The
population of this study is all consumer goods non-cyclical companies listed on the Indonesia
Stock Exchange for the 2017-2019 period. The sample selection is nonprobability sampling
which means not all elements in a population have the same probability of being sampled
[15]. This study uses purposive sampling with the following sample criteria: (1) consumer
goods non-cyclical companies that are consistently listed on the IDX for 2017-2019, (2)
companies that consistently distribute dividends during the 2017-2019 period, (3) companies
that earn net profits during 2017-2019. A total of 87-panel data (29 samples times three
periods) were analyzed using multiple regression analysis. Data processing in this study using
E-views software. Following are the operationalization of research variables as presented in
Table 1:

Table 1. Operationalization of Research Variables

Variables Description Adopted From
Accounting CONACC = Angela &
Conservatism it oo Salim (2020)
Leverage pebg to Asset Ratio = Muslim (2020)

‘!-'Drcu'.-l.s.sp:
Capital Capital ~Intensity = Muslim (2020)
Intensity otal R
Profitability Return  on  Asset El-Haq,
(ROA) = 2222 Zulpahmi,
Sumardi
(2019)
Dividend Dividend Payout Ratio Muslim (2020)
Firm Size Firm Size = Ln (Total Solichah &
Asset) Fachrurrozie
(2019)

Based on the hypothesis above, the regression equations formed:

CONACC = a + BiDAR + B2 CAPI + B3ROA + B4 DPR + BsSIZE + e
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Note:

CONACC = Accounting Conservatism

0} = Constants

B = Regression Coefficients

DAR = Leverage or Debt-to-Asset

CAPI = Capital Intensity

ROA = Profitability or Return on Asset

DPR = Dividend Policy or Dividend Payout Ratio
SIZE = Firm Size

e = Error

4. RESULT & DISCUSSION
Descriptive Statistics

Table 2. Descriptive Statistics

CONACC DAR CAPI ROA DPR SIZE
Mean -0.052816  0.451034 1.056989 0.091023 0.387793  21.3039
Median -0.025 0.442 0.715 0.066 0.305 18.382
Maximum 0.209 0.811 3.614 0.447 1.016 30.577
Minimum -0.364 0.141 0.224 0.000068 0.100 14.7796
Std. Dev. 0.120985 0.199852 0.77593 0.089753 0.233044 5.499132
Observation 87 87 87 87 87 87

Maximum and minimum values for the accounting conservatism variable are 0.209 and -
0.364, respectively. The standard deviation is 0.120985 while the mean value is 0.053. Debt
to asset ratio has a maximum value of 0.811 and a minimum value of 0.141 for the leverage
variable. 0.451 is the mean value, and 0.199852 is the standard deviation. The capital
intensity variable ranges from 0.224 to 3.614 as its minimum and maximum values. The
standard deviation is 0.77593 while the mean value is 1.057. The return on asset ratio's
measure of profitability has a maximum value of 0.447 and a minimum value of 0.000068.
The standard deviation is 0.089753 and the mean value is 0.091, and the standard deviation is
0.089753. The dividend policy variable measured by the dividend payout ratio has a
maximum value of 1.016 with a minimum value of 0.100. The mean value is 0.388, and the
standard deviation is 0.233044. The firm size variable has a maximum value of 30.577 and a
minimum value of 14.7796. The mean value is 21.304, and the standard deviation is
5.499132.

Classical Assumption Test

Due to the use of panel data, the multicollinearity test and the heteroscedasticity test are the
traditional assumption tests [17]:

Multicollinearity Test. According to the findings of the multicollinearity test, each

independent variable's R2 coefficient was below 0.80, which indicates that there are no
multicollinearity issues with the correlation between the independent variables
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Heteroscedasticity Test. All variables have a probability value greater than 0.5 based on the
findings of heteroscedasticity tests before and with moderating variables. It implies that there
is no heteroscedasticity in the two regression models

Selection of Panel Data Regression Model

The data used in this study are panel data, which are a blend of cross-sectional and time-
series data. Multiple linear equations were investigated in this study using a fixed effect
model (FEM).

Chow Test. Chow test was performed to determine the most appropriate panel data model
between CEM (Common Effect Model) and FEM (Fixed Effect Model) [16]. From the results
of this test, the probability value of the chi-square cross section is 0.0000; this number is
smaller than the confidence level of 0.05, which means Ho is rejected, so the model chosen is
FEM, continued to the Hausman test

Hausman Test. Hausman test was performed to determine which model is between REM
(Random Effect Model) and FEM (Fixed Effect Model). If the Chi-Square probability is less
than the significance value of 0.05, the model chosen is the Fixed Effect model. The
probability of a random cross-section of 0.0189 is obtained from the results of this test, which
is more than 5% or 0.05. This suggests that if Ho is rejected, the FEM (Fixed Effect Model)
is the best model to use in this investigation.

Table 3. Fixed Effect Model (FEM)

Variable Coeff. Std. Error t-Statistics Prob.

C 0.3894 0.1652 2.3566 0.0222

DAR -0.6675 0.269 -2.4753 0.0165

CAPI -0.0279 0.0603 -0.4625 0.6456

ROA -0.7640 0.342 -2.2284 0.0301

DPR 0.0011 0.065 0.0181 0.9856

SIZE -0.0019 0.003 -0.5484 0.5857
R -Squared 0.817548
Adjusted R 0.703946
Prob (F-statistics) 0.000000

CONACC =0.389442 - 0.667588 DAR — 0.027905 CAPI + - 0.764086 ROA + 0.001186
DPR - 0.001998 SIZE + e

Hypothesis Test

Simultaneous Significance Test (F-Test)

F-Test is conducted to test and measure the significancy of the regression equation that is
used in the research, as well as knowing the effect of independent variables simultaneously
on the dependent variable. The test is done by comparing the Prob. F value with the

significant value of 0.05. If the Prob. F is less than 0.05, then the independent variables
simultaneously effect the dependent variable. According to test result, it is shown that the
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Prob. F-statistics value is 0. 000000, which is less than 0.05. That is, all of the independent
variables simultaneously effect the dependent variable, meaning leverage, capital intensity,
profitability, dividend policy, and firm size simultaneously effect accounting conservatism in
consumer goods non-cyclical companies listed on IDX in 2017-2019.

Individual Parameter Significance Test (t-Test)

t-Test is conducted to test and see the effect of independent variable partially or individually
on the dependent variable. The test is done by comparing the probibality value of each
independent variable with the significant value of 0.05. If the probability value of each
independent variable is less than 0.05, then the independent variable individually effects the
dependent variable. Based on the result of the test, leverage and profitability have a
significant negative effect on accounting conservatism. However, capital intensity, dividend
policy, and firm size have a probability value that is more than 0.05. This means that capital
intensity, dividend policy, and firm size have an insignificant effect on accounting
conservatism

Coefficient of Determination Test

From the coefficient of determination test and simultaneous significance test result, the
adjusted R2 value is 0.817548, which means that all independent variables have a
contribution to predicting the accounting conservatism principle by 81.75%. In comparison,
the remaining 18.25% of the variation in the accounting conservatism principle is influenced
by other variables not included in this research.

Table 4. The Results of Hypotheses Testing

Variable Coeff. Sig. Value Result
Leverage -0.667588 0.0165 H1 is supported
Capital Intensity -0.027905 0.6456 H2 is rejected
Profitability -0.764086 0.0301 H3 is supported
Dividend Policy 0.001186 0.9856 H4 is rejected
Firm Size -0.001998 0.5857 H5 is rejected

The authors concluded several discussions based on the results obtained and generated from
this study. First, leverage has a regression coefficient of -0.6676 and a significance value of
0.0165. This signature value is below the set significance level of 0.05. It can be concluded
that leverage has a significant negative effect on the accounting conservatism principle.
According to Hajawijah et al., creditors will monitor companies with high leverage [18]. As
the consequence, managers will be motivated to present financial statements that seem to give
a positive signal to creditors and other stakeholders. For example, managers can record
revenue and asset above the actual condition to make the leverage and interest cost seem
acceptable. This action proves that managers do not prioritize the conservatism principle, and
this action also will reduce the prudence of financial statements. The result of this study is
also in line with Noviantari & Ratnadi, Hotimah [20], and Salim & Apriwenni [21].

Second, the variable capital intensity has a regression coefficient of -0.0279 and a
significance value of 0.6456. This significance value is higher than the set significance level
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of 0.05. It can be concluded that capital intensity does not have a significant effect on the
accounting conservatism principle. This indicates that even though companies is already very
efficient and have high public exposure, it will be more feasible to get higher political cost.
They still use conservatism in their financial statements because they already have a
mitigation plan to overcome the higher political cost that may occur. This is in line with
research conducted by Daryatno & Santioso and Febriana Louw [22] but not in line with
Alfian & Sabeni.

Third, profitability has a regression coefficient of -0.764 and a significance value of 0.03.
This significance value is below the set significance level of 0.05. It can be concluded that
profitability has a significant negative effect on the accounting conservatism principle.
According to Padmawati & Fachrurrozie [23], companies that choose to record high profits or
maybe even recognize uncertain profits usually have an interest in maintaining a good
reputation with their stakeholders. Managers want to signal their investors positively by
making high profits. Conversely, managers may have other motives, such as a bonus plan. As
the Positive Accounting Theory says, managers tend to report a high profit on their financial
statement, so they can boost their performance appraisal based on the company’s profitability
and get more cash bonuses during that year. The result of this study is also in line with
Abdurrahman dan Ermawati [24], Padmawati dan Fachrurrozie, and Yuliarti dan Yanto [25].

Fourth, dividend policy has a regression coefficient of 0.0012 and a significance value of
0.9856. This significance value is higher than the set significance level of 0.05. It can be
concluded that dividend policy measured by dividend payout ratio does not significantly
affect accounting conservatism. Large dividend payment does not mean they do not apply the
conservatism principle. The company has options to distribute profits through dividend
payments or to retain profit to make a new investment. Large dividend payments also can
indicate that there is no profitable investment, so managers allocate their profit to investors.
Dividend distribution will increase shareholders' welfare and can lead to positive expectations
from the market so that managers can maintain the company's reputation. This is in line with
research conducted by Sholikhah & Suryani [26], Rivandi & Ariska, and Aristiyani &
Wirawati [27].

Fifth, firm size has a regression coefficient of -0.0019 and a significance value of 0.5857.
This significance value is higher than the set significance level of 0.05. It can be concluded
that firm size does not have a significant effect on the accounting conservatism principle.
This indicates that even though bigger companies has high public exposure and more feasible
to get higher political cost, they still choose to use conservatism in their financial statements.
The company can maximize its asset usage instead to cover the political cost that may occur
instead of not using conservatism in its financial reports. Thus, the company's size does not
affect its decisions to use the conservatism principle in its financial statements. This result is
in line with research conducted by Alfian & Sabeni, Sumiari & Wirama [28], and Yuliarti &
Yanto.

5. CONCLUSIONS

The results of this study conclude that leverage and profitability has a negative effect on
accounting conservatism. Meanwhile, capital intensity, dividend policy measured by dividend
payout ratio, and firm size do not have a significant effect on accounting conservatism.
According to empirical evidence in this study, the debt to asset ratio and return on asset ratio
significantly affect the accounting conservatism principle. Companies are recommended to
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maintain and give more closure to their leverage and profitability rate so that the company's
management can compile a financial report of such quality that can prevent misleading for
the stakeholders to make a decision. This study has several limitations, as follows. First, the
research period is only three years. Second, the subject of this study only includes consumer
goods non-cyclical companies, so the result cannot represent all industries in Indonesia.
Based on these limitations, the researcher suggests to further researchers to 1) use a more
extended testing period 2) add independent variables to be tested 3) use control variables to
minimize the influence of external factors that are not examined on the relationship between
independent variables and variables dependent.
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