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Abstract

The study aims to examine the conservatism of accounting policies after convergence to IFRS in
the financial reporting of Indonesia. The study was conducted with the population of
manufacturing companies listed in Indonesia Stock Exchange. Samples were determined by
purposive sampling method, obtained a sample of 75 firms with 8 years of observation ( 2008-
2015). Tests using a panel of data and there are 600-year-firm observations, where data is
divided into two periods: before and after IFRS. The analysis using Basu Model (1997) was
developed by Ismail and Elbolok (2011). The model to examine conditional and unconditional
conservatism. Additionally, conducted the negative earnings response coefficient models (Basu,
1997, which was modified by Ball and Shivakumar, 2005, and Ruddock et al., 2006), and the
response coefficient of accruals on the negative versus positive cash flow models by Ball and
Shivakumar (2005) modified by Ruddock et al. (2006). The result shows that ex ante
conservatism (unconditional conservatism) or also called balance sheet conservatism has
decreased. Because of fair value in the statement of financial position, the which previously
used historical cost. Although the fair value was not completely eliminating conservatism,
because of the lot of value of level 2 and 3. In contrast, the ex post conservatism (conditional
conservatism) was also called income statement conservatism increased. This research shows
that the arguments of IFRS are of fair value and financial statements, free from conservatism can
be rejected. This study also shows that conservatism at a certain level is still needed because of
the contracting efficiency.

Keywords : Convergence of IFRS , conservatism, conditional conservatism, unconditional
conservatism

Introduction

The standards for preparing financial statements in Indonesia are guided by Standar Akuntansi
Keuangan (SAK) issued by the Indonesian Accounting Association (IAI). SAK gives manager discretion to
choose one alternative method and accounting estimation that can be used in accordance with company
conditions. To anticipate unstable economic conditions and at the same time prevent the possibility of
manipulation of financial statement presentation by management, companies must be careful in
presenting their financial statements. This principle of prudence is in line with the concept of
conservatism in the financial reporting process. Conservatism is one of the basic principles of historical
accounting which plays the most role in explaining the concept of recognition, especially in uncertain
circumstances (Tearney et al., 2001).

Conservatism is defined as the tendency of an accountant to require a higher level of verification to
recognize earnings (good news in earnings) than to recognize losses (bad news in earnings) (Basu, 1997).
In simple terms, conservatism in accounting can be interpreted through statements not anticipating
profits, but anticipating all losses. An example of some accounting principles based on historical
accounting conservatism is the lower recognition of the market price of inventory (market) on the
inventory valuation and the recognition of reserves of loss of receivables in the receivable’s valuation.
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Accounting conservatism is a very problematic concept in accounting. Very few accounting theorists
like the idea of reducing assets and over-serving liabilities in a systematic manner, recognizing later
income, and prioritizing expense recognition. However, conservatism has been, and probably still, as one
of the most influential accounting principles in conventional accounting. The need for conservatism is
always associated with the reliability of reporting past events, auditor accountability and behavior that
are more emphasized.

But the goal of modern accounting standards (IFRS) is primarily oriented towards the future, directed
at helping investors and other stakeholders in their decision making. Thus, conservatism is not used as an
accounting principle in IFRS. Financial statements with Standar Akuntansi Keuangan (IFRS convergence)
must be understandable, relevant, reliable and can be compared but without a conservatism bias.

Watts (2003) as a supporter of conservatism argues that conservatism is one of the most important
characteristics in reducing agency costs and improving the quality of financial statement information so
that in the end will m Enhancing corporate value and share price. Meanwhile Hendriksen (1982) states
several arguments that support and reject conservatism. Arguments in favor of the concept of
conservatism include conservatism from accountants important to compensate for excessive optimism
managers and owners, valuing more profit earnings is more dangerous than profit less (the consequences
of bankruptcy are more serious than profits), to reduce risk (risk of paying taxes, risk supervised by the
government and securities analysts, the risk of high dividend payments to investors).

The contrary argument said that conservatism cannot be interpreted appropriately and is contrary to
the purpose of all relevant information disclosure. Conservatism causes the information contained in
financial statements to be biased because it is not in accordance with the matching concept principle
where the recognition of revenue (revenue) must be in harmony and match with the recognition of the
expense that causes the income.

Indonesian financial accounting standards convergence into International Financial Reporting
Standards (IFRS) formulated by the International Accounting Standard Board (IASB) since 2008, and
effective starting in the preparation of financial statements for 2011 for companies that have gone public.
Financial accounting standards before IFRS convergence (henceforth the term conventional accounting
anchor will be used) refers to historical cost-based has a relatively high level of conservatism compared to
the level of conservatism in IFRS standards. This can be seen because SAK allows company accountants
to choose one accounting method from several alternative methods that are allowed in the same situation.
Whereas in IFRS, the freedom that is left to company management in the selection of accounting records
methods is getting narrower and some recording methods used in SAK are not applied in IFRS standards,
so the principle of conservatism that has been used by management has shifted. This shift is explicitly
seen also with the use of terms, namely from conservatism to prudence (caution). The following examples
show a comparison of certain Statements of Financial Accounting Standards (PSAK) that explain the
differences in conservatism in conventional IFRS and IFRS (Aristiya, 2014) : 1) in the stock assessment, the
conventional SAK uses the LCM method (lower cost or market) , while IFRS convergence SAK uses the
LCNRYV method ( lower of cost or net realizable value), with the LCOM rule, replacement cost is not
higher than NRV and not lower from NRV minus markup, 2) in IAS 38 ( Capitalization of Development
Cost ) PSAK 19 concerning intangible assets. Intangible assets originating from development activities are
recognized as assets if they meet certain requirements. Prior to the enactment of this standard, loading
directly into the main reference in the accounting treatment of the cost of development, 3) the use of
revaluation model in IAS 16 (Property, Plant, and Equipment) or IAS 16 (of fixed assets), and the
recognition of a deferred tax asset if there may be a future taxable profit in IAS 12. This standard
represents less conservative accounting regulations.

Empirically some previous studies have developed several models that can be used as proxies for
accounting conservatism. Among the Basu (1997) models that use the market reaction approach, Givoly
and Hayn (2000) use market to book ratios and nonoperating accruals and Paek et al (2007) by using
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negative earnings response coefficient and regression between operating cash flow and company accruals
(Wijaya, 2012).

Conservatism is not a basic concept in the financial reporting process after the adoption of IFRS and
has been replaced by prudence, but conservatism still needs to be considered. In essence, prudence is a
precautionary concept in which there are still elements of conservatism. Prudence, especially related to
the recognition of income, revenue that can be recognized even though it still in potential, insofar as it
meets the provisions of revenue recognition in IFRS. After IFRS convergence, several studies have stated
that conservatism has been lost or decreased (Ginting, 2014; Aristiya and Pratiwi, 2013; Piot et al., 2010).
Conversely, there are several studies that state that conservatism actually increases after the IFRS
convergence (Bertin and Moya, 2012; Zhang, 2012; Pham, 2009). The existence of differences in the results
of these studies indicates that the presence of IFRS convergence does not necessarily reduce the level of
conservatism of financial statement accounting. In addition, financial statements are prepared by
accountants who already have a conservative character in uncertain conditions when dealing with
recognition of income and expenses, so that even though IFRS is not found in the SAK, the term
conservative is not found, but the emergence of the term prudence is felt to have no impact the reasoning
used to choose the right accounting policy in the preparation of external financial reports.

Based on the literature, conservatism is divided into two, namely unconditional conservatism and
conditional conservatism. Ex ante conservatism (unconditional conservatism) is a conservatism based on
accounting, related to the balance sheet, and does not depend on the presence of good or bad news, or in
other words independent of the presence of good or bad news in the company's business environment.
Basu (1997) as the originator of ex post conservatism (conditional conservatism) where conditional
conservatism is based on market conditions, related to earnings and depends on news (news dependent).
Conservatism is a reaction or response to companies that do different verification as to information
contained in a business environment that can affect company earnings, related to information on
economic gains and losses. Accounting is conservative if the recognition of news that indicates economic
losses is timelier than recognition of economic gains. In this study, we examined two types of
conservatism after IFRS convergence. The problem that will be discussed in this study is whether there is
a decrease in the level of accounting conservatism in accounting policies after the adoption of IFRS
convergence of Standar Akuntansi Keuangan (SAK).

The application of IFRS in Indonesia caused a shift in the concept of conservatism. Because IFRS is
more focused on the presentation of relevant financial statements that cause a higher dependence on
estimates and various judgments. In addition, IFRS in principle based more use professional judgment in
valuation. The professional judgment makes the company more optimistic because it can recognize
changes in the value of an account in accordance with fair value.

The concept of conservatism is increasingly shifting when the IASB introduces a new principle of
prudence. Where prudence is a precautionary principle that allows managers to recognize revenue even
though it is still in the form of potential as long as it meets the provisions of revenue recognition in IFRS.
But conservatism still needs to be considered because basically the two principles are not much different
because the two principles contain elements of management prudence in making financial statements.
After IFRS convergence, several studies have stated that this principle has been lost or decreased (Andre,
2011; Aristiya, 2013; Gafa, 2015; and Thijssen, 2015). Conversely there are several studies which state that
accounting conservatism actually increases after IFRS convergence (Pham, 2009; Zhang, 2011; and Moya,
2012). In addition, several studies suggest that IFRS convergence has no effect on accounting
conservatism (Jiang, 2012; and Yustina, 2013) and Piot's (2010) study which states conditional
conservatism decreases after IFRS convergence while unconditional conservatism has increased. Thus a
hypothesis can be stated: The level of conservatism (either conditional or unconditional conservatism
conservatism) in accounting policy has decreased after the implementation of IFRS GAAP convergence.
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Methods

This study tested the hypothesis regarding the level of conservatism of financial statement accounting
after the IFRS convergence. The population was manufacturing companies listed in Indonesia Stock
Exchange (BEI) in 2008-2015 (involving also the period prior to the convergence of IFRS). The sample in
this study uses purposive sampling, which is a method of selecting samples that have a specific goal or
target.

Manufacturing company listed on the IDX 143
Manufacturing companies that do not publish financial statements in full (34)
Financial statements that do not use the rupiah exchange rate (25)
Companies whose stock prices are incomplete )
Total Samples 75

Based on the above criteria, from a population of 143 companies, the total sample of this study was 75
manufacturing companies listed on the Indonesia Stock Exchange (IDX). The variable is accounting
conservatism. This study compares the level of accounting conservatism, both the unconditional
conservatism and conditional conservatism, from year to year before and after IFRS convergence. The
measurement of accounting conservatism in this study uses the development of the Basu (1997) model by
Ismail and Elbolok (2011), namely:

EPS

% =6 +J DR +6 RET +J DR *RET + 6 CFO./NI;+d MIB;+ & 3
p!,l_ a I it 2 it 3 it it 4 ] it )

EPS: Earnings per Share of company i year t, P: opening stock market price company i year t, RET: Stock
market return year t, DR: Dummy variable, equal to 1, if negative return, equal to 0 if positive return. If
bad news is recognized in a timelier manner than good news, d3 will be greater than zero (63> 0). The
greater the Os, the greater the conditional conservatism. The greater ds (regress of market value against the
book value of the company), the greater the unconditional conservatism.

To see the consistency of the results, a study will also be conducted to look at the level of conservatism
using other measurement methods (Paek et al, 2007) as a sensitivity analysis:

1. Negative earnings response coefficient which is formulated with the following equation.

AQI, = dge +d DO + d 800, + {—d“]DG‘Ir_L* AOI._, + &

AOI'+ = Change in operating income in year t, IOl +1 = Change in operating income in year t-1, DOI ¢1 =
Dummy variable with (1) if the change in operating profit is negative, (0) for positive operating profit
changes, DOI +1* AOI 1 = Interaction between changes in operating income in year t-1 and dummy
variables, -0 = Conservatism proxy, if the negative coefficient value indicates the company applies
conservative accounting. Because AOI: is inversely proportional to AOI:1. Negative coefficients indicate
that in the previous year the company applied conservative accounting, so that it will affect changes in
earnings in the current year.

2. The response coefficient of accruals on negative versus positive cash flow is formulated with the following

equation

ACC, = ey + €,, DCFO, + ., CF0, + €3, DCFO,*CFO, + &,
ACC = Operating income is reduced by the company's operating cash flow divided by the company's

total assets, CFO « = Operating cash flow divided by the total assets of the company, DCFO: =Dummy
variable for operating cash flows where (1) if the operating cash flow is negative and (0) if the operating
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flow is positive, DCFO * CFO= Interaction between dummy variables and operating cash flows, es =
Conservatism proxy, if the positive coefficient shows the company applies conservative accounting,
because the positive coefficient shows the company's cash flow is negative, the negative cash flow
indicates that the company is conservative .

Analysis by describing value of conservatism obtained by dividing it into 3 groups of data, namely, all
sample, before the convergence of IFRS, and after the convergence of IFRS. Hypothesis testing is done by
the development model of Basu (1997) and an additional model is a model Negative earnings response
coefficient and the model Response coefficient of accruals on positive versus negative cash flow by Paek., Et al
(2007).

Results and Discussion

This study uses panel data, namely a combination of cross-sectional data (cross section) with time
series data (time series). Thus, there are several methods that can be used in estimating regression models
with panel data, namely pooling least square (common effect), fixed effect approach (fixed effect), and
random effect approach. In determining the best model, there are two techniques that can be used,
namely Chow test and Hausman test. Chow test to choose between common effect and fixed effect, and
Hausman test to choose fixed effect and random effect.

There are three models that are used to obtain empirical evidence of the application of conservatism in
accounting policies for external financial reporting. In essence the three models see a response to bad
news, namely the response coefficient to negative returns, the response coefficient to negative operating
profit and the response coefficient to negative cash flow. The response was seen before the application of
international accounting standards (IFRS convergence) and after the application of international
accounting standards (IFRS convergence), with the hypothesis that the response coefficient after IFRS was
lower than before IFRS (there was a decrease in conservatism after IFRS convergence). Officially,
convergence began in 2011, so that after IFRS was in 2012-2015. Whereas before IFRS was the period from
2008-2011. From the table above it can be seen, used 5 groups of data using fixed effects and 4 groups of
data with random effects.

Hypothesis testing is done by using multiple regression analysis. This study uses the Basu (1997)
model developed by Ismail and Elbolok (2011). Data processing is used based on samples from 2008-2015,
where prior to IFRS for 2008-2011 and after IFRS for 2012-2015. Overall, the observations are unbalanced,
there are 572 years of company data, for before IFRS with 261 years-company data and after IFRS with
284 years-company data.

Data analysis was carried out with three stages of testing, namely all samples, before IFRS and after
IFRS. From all sample testing, with F value 5.367 greater than F table and significant at a 1% and with a
corresponding determination coefficient of 37.06%. In other words, this shows the model with all samples
has been fixed. Whereas for the second model, before IFRS, with F value 28.94491 and significant at a 1%,
so also the third model, after IFRS with F value 1.701969 is significant at a 1%. The determination
coefficient before IFRS was 34.95% and decreased for IFRS after being 15.86%. So that all three models
have been fixed.
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Table 1 Regression Model

Panel Testing Model N Estimated Regression Model
Model 1.
Earnings / stock return relations meansure ( Basu,
1997)
All sample, unbalanced observations 572 Fixed effect-Cross Sectionweight
Before IFRS, unbalanced observations 261 Random effect-Cross Section weight
After IFRS, unbalanced observations 284 Fixed effect
Model 2.

Negative response coefficient of change in operating
income (Paek. Et al, 2007)

All samples, balanced observations 450 Fixed effect

Before IFRS, balanced observations 300 Random effect-Cross Section weight
Table Cont...

After IFRS, balanced observations 150 Random effect-Cross Section weight

Model 3.

Response coefficient of accruals on negative versus
positive cash flow

All samples, balanced observations 600 Fixed effect
Before IFRS, balanced observations 300 Random effect-Cross Section weight
After IFRS, balanced observations 300 Fixed effect

Source: Self-processed, 2019

Conservatism in accounting policy can be seen from the negative return coefficient on EPS for
conditional conservatism and the firm value coefficient (MTB) for EPS for unconditional conservatism.
From the results of the all sample test can be seen the negative return coefficient value of 2.068850 and
significant at a 5% while the MTB coefficient is -0.274416 and significant at o 1%. This shows that there is
conservatism in the application of accounting policies, both conditional and unconditional. However,
based on tests that distinguish the period before and after conservatism, conditional conservatism
(negative return / DRet) is not significant in the period before IFRS but is significant at a 10% after IFRS
with a coefficient of 4.99 6200. For unconditional conservatism both before IFRS and after convergence
IFRS convergence is significant at a 1%, but the coefficient decreases from -0.531537 to -0,473186. This
shows a decline in unconditional conservatism after the adoption of IFRS convergence accounting
standards. Conditional conservatism is inversely proportional to unconditional conservatism (Lawrence
et al., 2013). The higher conditional conservatism, the smaller the unconditional conservatism.

From the comparison of the coefficient of determination of the model before and after IFRS can
also be used to see whether conservatism (conditional and unconditional) has decreased after IFRS
convergence. The coefficient of determination has decreased from the period before IFRS which
amounted to 34.95% to 15.86%, this indicates that conservatism has decreased after IFRS convergence.
Thus, it can be concluded that conservatism remains in the application of accounting policies, but
generally decreases after IFRS convergence. If compared to the conservatism, conditional conservatism has
increased, while unconditional conservatism has decreased after IFRS convergence.
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Table 2 Multiple Regression Test Results with Basu Development Model, 1997 (Model 1)

EPS;,
F;

=dy+ 0, DR+ 0. RET;+ 0 DR, « RET;: + 8,

Flle

NI

+ 0 MTB + =5

Hypothesis: The level of conservatism (both conditional conservatism and unconditional
conservatism) in accounting policy has decreased after the application of IFRS convergence.

Prediction All samples Before IFRS After IFRS
Relationship Coefficient Coefficient Coefficient
(t-Statistic) (t-Statistic) (t-Statistic)
Intercept 0.552264 -1,924182 0.610104
(26,48017) *** (-14,60487) *** (5,861902) ***
DRet - -0.172317 -0.775268 -2,700204
(-0,505133) (-0,704000) (-3,490355) ***
D * Ret +(H) 2,068850 5.381458 4,996200
(2,255323) ** (1.441084) (1,723034) *
CFO - -0,000092 -0.004401 -0,000131
(-0,356928) (-7.602477) *** (-0.071400)
MTB -(H) -0.274416 -0.531537 -0,473186
(-9,519451) ***  (-10.04062) *** (-3,617835) ***
Adjustable 37.06% 34.95% 15.86%
R2
F-stat 5,367940 28,94491 1.701969
%%k %K% L
Fixed Effect Random Effect Fixed Effect
N 572 261 284

Note: EPS: Earnings per Share of company to year i, P: opening stock market price of company i year t, RET: Stock market
return year t, DR: dummy variable, equal to 1, if negative return, equal to 0 if return positive, the company's CFO/NI for
the year i: cash flow operation is divided into income, MTB: market to book value. If bad news is recognized in a timelier
manner than good news, 83 will be greater than zero (83> 0). The greater the 03, the greater the conditional
conservatism. The greater 85 (regress of market value against the book value of the company), the greater the
unconditional conservatism. *** Significant at the level of 1% one tailed, ** Significant at the level of 5% one tailed, *
Significant at the level of 10% one tailed

Source: Self-processed, 2019

Additional test results, to see the consistency of the results, a negative earnings response coefficient
was tested and the response coefficient of accruals model on negative versus positive cash flow by Paek,
et al (2007), but this model did not distinguish between conditional and unconditional conservatism .

Based on Table 3 above, it can be seen that the model has been fixed, where the model is produced
with F count of 1.676 for the all sample group, 30.7776 for before IFRS and 13.455 for after IFRS and all
significant at a 1%. The determination coefficient shows 10.39% in all samples, 37.48% for before IFRS and
11.11% for after IFRS.

Accounting conservatism can be seen from the previous year's negative earnings response coefficient
or value dds:. . The test results showed the coefficient of the negative earnings response in the previous
year for all samples -0.865629 and significant at o 1%. Before IFRS, there was conservatism with a
coefficient value of -2.147023 significant at a 1%, while after IFRS conservatism the coefficient value
decreased to -0.920034 and also significant at a 1%. So can be concluded that the hypothesis cannot be
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denied that conservatism has decreased after IFRS convergence. This is in line with Andre's research,
2011; Aristiya, 2013; Gafa, 2015; and Thijssen, 2015.

Table 3 Multiple Regression Test Results Negative Earnings Response Coefficient Model (Model 2)
ACL =dyy + d, DO, | +de AGL  +(—d )05 T A0 |+

Hypothesis: The level of conservatism (both conditional conservatism and unconditional conservatism) in accounting policy
has decreased after the application of SAK convergence IFRSs.

Prediction All samples Before IFRS After IFRS
Relationship Coefficient Coefficient Coefficient
(t-Statistic) (t-Statistic) (t-Statistic)
Intercept -0,0000 0.0000 0.0000
(-0,159651) (0.156435) (-1,188848)
DOI + 0.0000 0.0000 0.0000
(0.648516) (0,052812) (0,238546)
I0I 1 + 0.2929 0.710868 0.307130
(2,918191) *** (11,37993) *** (4,728531) ***
Adjustable R2 10.39% 37.48% 11.11%
F-stat 1,676160 30,77613 13.45577
%% *3%% *%%
Fixed Effect Random Effect Random Effect
N 450 150 300

Note: AOI ¢ = Change in operating income in year t, AOI +1 = Change in operating income in year t-1, DOI 1 = Variable
dummy with (1) if the change in operating profit is negative, (0) for change positive operating profit, DOI t1* AOI w1 =
Interaction between operating income changes in year t-1 and dummy variables, - d3t = Proxy conservatism, if the negative
coefficient value indicates the company applies conservative accounting. Because ItOlt is inversely proportional to AOIt-1.
Negative coefficients indicate that in the previous year the company applied conservative accounting, so that it will affect
changes in earnings in the current year.

*** Significant at the level of 1% one tailed, ** Significant at the level of 5% one tailed, ** Significant at the level of 10% one tai
led

Ball and Shivakumar (2005) and Ruddock et al. (2006) developed a negative relationship between
accruals and cash flow as in Dechow et al. (1998) to involve asymmetry recognition of bad news and good
news . If economic losses are recognized on a more timely basis (which is usually the result of accruals)
rather than economic benefits (which are usually the result of cash imposition), the negative relationship
of accruals-cash flows is reduced by the existence of negative cash flow e s +is predicted to be positive).
Tests carried out on 600 years of observation of manufacturing companies from 2008-2015 using the R
model of the Coefficient of Accruals on Negative versus Positive Cash Flow. The test results show all fix models,
with F count 14.43857 for all samples, 114.6235 for before IFRS and 7.769475 for after IFRS, all of which
are above F table and significant at a 1%. Coefficient of determination (adjusted R2) 63.33%, 53.27% and
63.54% respectively. If seen from the dummy interaction coefficient and operational cash flow (D * CFO),
it can be seen all the models are significant at a 1%, but the direction of the coefficient is negative, while
the model estimates are positive. Thus, accruals to positive and negative operating cash flows do not
indicate conservatism, and it can be concluded the hypothesis is rejected.
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Table4 Multiple Regression Test Results Model R concept of the Coefficient of Accruals on Negative versus
Positive Cash Flow (Model 3)

ACE, = 8. +2,DEF0, + 8, CF0, + £, DCFOTEFO, + 6,

Hypothesis: The level of conservatism (both conditional conservatism and unconditional conservatism) in

accounting policy has decreased after the application of IFRS convergence IFRSs.

Prediction All samples Before IFRS After IFRS
Relationship Coefficient Coefficient Coefficient
(t-Statistic) (t-Statistic) (t-Statistic)
Intercept 0.077789 0.068346 0.068405
(15,77194) *** (7.555308) *** (9.753277) ***
DCFO + 0.014771 0.036273 0.013084
(1,508793) (3.085612) (0.866282)
CFO + -0,616490 -0.497137 -0.598016
(-17,59314) *** (-11.01397) *** (-12.22294) ***
D * CFO +(H) -0.231649 -0.198533 -0.494428
(-2,477792) ** (-1.896034) ** (-3.116670) ***
Adjustable R2 63.33% 53.27% 63.54%
F-stat 14,43857 *** 114,6235 *** 7,769475
(Fixed effect) (Random effect) (fixed effect)
N 600 300 300

Note: ACC « = Operating income is reduced by the company's operating cash flow divided by the company's
total assets, CFO = Operating cash flow divided by total company assets, DCFO ¢ = dummy variable for
operating cash flows where (1) if the operating cash flow is negative and ( 0) if the operating current is
positive, DCFO *CFO = Interaction between dummy variables and operating cash flows
e 3+ = Proxy conservatism, if the positive coefficient shows the company applies conservative accounting.
because the positive coefficient shows the company's cash flow is negative, negative cash flow indicates that
the company is conservative
** Significant at the level of 1% one tailed, ** Significant at the level of 5% one tailed, ** Significant at the level of
10% one tai led

Source: Self-processed, 2019

Accounting conservatism is a very problematic concept in accounting. There is still debate over the
need for conservatism or not in financial reporting. But theoretically conservatism has emerged because
of several reasons such as litigation, efficient contracting, taxation aspects and regulation (Watt, 2003).
This makes conservatism still needed. Besides conservatism is also still associated with the reliability of
reporting past events, auditor accountability and behavior are more emphasized.

Adoption of IFRS as a single set of principle-based accounting standards, and abandoning local accounting
standards is aimed at increasing financial reporting quality through a set of " high quality standards,”
especially through conditional financial reporting conservatism. Some literature divides conservatism into
two, namely ex ante conservatism (also called balance sheet conservatism and ex post conservatism (conditional
conservatism), also called the income statement conservatism (Pope and Walker, 1999; Ball et al., 2000; Beaver
and Ryan, 2005). Conservatism ex ante (unconditional conservatism) is conservatism based on accounting,
related to the balance sheet, and does not depend on the presence of good or bad news, or in other words
independent of the presence of good or bad news in the company's business environment. This type of
conservatism is for example not recording goodwill or carrying out relatively fast loading on R & D
activities, marketing activities (advertising) or the use of accelerated allocation methods (depreciation of
double declining balances), resulting in understated asset book value. This type of conservatism produces
more persistent earnings (consistent in the long run) because conservatism is carried out in the accounting
policies carried out, where the consistency of treatment is more consistent.
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Basu (1997) as the originator of ex post conservatism (conditional concervatism) where conditional
conservatism is based on market conditions, related to earnings and depends on news (news dependent),
meaning that this form of conservatism is a reaction or response from companies that do different
verification as the absorption of information contained in a business environment that can affect company
earnings related to information that can result in economic gains and losses. Accounting is conservative if
the recognition of news indicates losses the economy is timelier than recognition of economic gains.
Conditional conservatism is more aggressive in recognizing bad news than recognition of good news and is
considered a key qualitative characteristic of financial reporting (Watts, 2003; Francis et al., 2004; Francis
et al., 2006; Ball et al., 2008; Dechow et al., 2010; Kathori et al., 2010 in Andre et al., 2013). This form of
news-dependent prudence is to ensure that potential economic losses are reported in earnings in a timely
manner, and the recognition of potential economic benefits is delayed. Conditional conservatism this is
different from unconditional conservatism, known as ex ante or news-independent prudence, which shows
understating the book value of net assets relative to economic value, independently of any news (Pope and
Walker, 2003; Beaver and Ryan 2005).

The impact of IFRS adoption on conservative conditionals is an unclear priority. There is often an
argument that IFRS is " less prudent” than national GAAP (national SAK) and notes that there are two
arguments related to this. The first argument, the term prudence has been removed from the conceptual
framework (IASB, 2010), and the second argument, IFRS allows a number of fair value options that will
make it not prudent. Regarding prudence IFRS, conflict with quality is neutrality, but in reality, the council
explained in 2008 that: "[T] he exercises of prudence does not allow for deliberate understatement of
assets or income or overstatement of liabilities or expenses. [...] Introducing bias in understatement of
assets (or overstatement of liabilities) in one period often leads to overstating financial performance later
periods - a result that cannot be described as prudent "(IASB, 2008). The form of prudence referred to by
IFRS regarding erasers of conceptual frameworks (or financial reporting) can be clearly related to
unconditional conservatism, and not conditional conservatism. In addition, clearly, the board describes a
negative relationship between unconditional and conditional conservatism (Pope and Walker, 2003;
Beaver and Ryan, 2005 Lawrence et al., 2013). Regarding the second argument, fair value in asset
reporting does not have a significant impact on many industries than the financial sector, and if the
company decides to use fair value options, both unrealized gains (good news) and unrealized losses (bad
news) are not recognized in profit (or other comprehensive income). Fair value cannot be considered less
conservative conditional than the cost of amortization (Andre, 2013)

The results of this study indicate that conservatism still has financial reporting in manufacturing
companies in Indonesia. From the results of testing before IFRS, conditional conservatism has no effect on
earnings or shows conditional accounting conservatism does not play a role before IFRS, but after IFRS,
conditional accounting conservatism is significant and significant. This shows that there is an increase in
the application of conditional conservatism after IFRS. This study contradicts the results of the research
by Andre et al., 2013 which stated that there was a decrease in conditional conservatism after IFRS. But
this research is in line with Pham's research, 2009; Zhang, 2011; and Moya, 2012, which states that
conservatism has increased after IFRS convergence, although these studies do not distinguish between
conservatism.

Thus, this (the finding of increasing conditional conservatism in financial reporting of manufacturing
companies in Indonesia) contradicts the argument of Andre (2013) above which states that fair value
cannot be considered less conservative conditional than the cost of amortization. But from the results of
Ryan's research (2016) found that the measurement of conservative fair value is conditional, because it
uses fair value level 2 and level 3, where level 2 and level 3 are influenced by discretion and are
subjective. Thus, this proves that the use of fair value in financial reporting of manufacturing companies
in Indonesia is also thought to be conservative conditionally, because of assets still the largest asset
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component in a manufacturing company cannot be applied to a level 1 fair value, because there is no
quoted market.

This study is inversely proportional to unconditional conservatism, the results of this study indicate a
decline in unconditional conservatism. This is in line with Pope and Walker, 2003; Beaver and Ryan, 2005,
which states that there is a negative relationship between unconditional and conditional conservatism.
Besides this, this is in line with Andre's research, 2011; Aristiya, 2013; Gafa, 2015; and Thijssen, 2015, who
found that conservatism decreased after IFRS convergence, but which experienced a decline in
unconditional conservatism. And even in aggregate, financial reporting conservatism after IFRS has
decreased, this is seen from adjusted R2, which decreased from 34.95% before IFRS to 15.86% after IFRS
convergence.

The findings of this study are supported by conservatism testing with the Negative earnings response
coefficient model, which shows a decrease in conservatism from before IFRS -2.147023 to -0.920034 after
IFRS. In addition, there was a decrease in adjusted R 2 from 37.48% to 11.11%. As for the Response
coefficient of accruals model on negative versus positive cash flow, hypothesis is rejected, where there is
no decrease in conservatism after IFRS which is seen from the absence of the influence of positive and
negative operational cash flows on accruals. This condition is different from the existence of conservatism
by looking at the effect of negative operating profits on changes in operating profit, which is more
conservative in conditional conservatism. For conservatives who see the effect of operating cash flows on
accruals, which have no effect, it shows that the company is not too conservative about the company's
accounting policies that have consequences on operating cash flows.

It can be concluded that conservatism ex ante (unconditional conservatism) or also known as the
balance sheet conservatism decreased. This is due to the use of fair value in several measurements in the
statement of financial position, which previously used many historical costs. Although the use of fair
value does not completely eliminate conservatism, for example: 1) measurement of impairment of
receivables using the concept of net realizable value using the concept of discounting receivables to be
collected, 2) valuation of lower of cost or realizable value on stocks, namely comparing the cost of the
stock with fair value after estimating the cost of completion and sale, 3) valuation of the cost model or
revaluation model on the value of fixed assets, and many others, but the concept of fair value
measurement is conservative because it uses fair value measurements level 2 and level 3. Thus,
conditional conservatism has decreased, although it has not completely eliminated conservatism.

But on the contrary, ex post conservatism (conditional conservatism) is also called income statement
conservatism has increased. The increase in conditional conservatism is due to a high level of verification
to recognize the profit rather than loss verification, which has an impact on the reported earnings figures.

This research can prove that the argument that states that IFRS uses fair value, financial statements
free from conservatism can be rejected. This research proves that conservatism at a certain level is still
needed because to keep the contract in an efficient state.
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