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This study aims to examine the influence of  company size, managerial ownership, and 
conflict of  interest to accounting conservatism with leverage as the moderating variable. 
The population was mining companies and infrastructure, utilities, and transportation 
companies which were listed on the Indonesia Stock Exchange (IDX) from 2015 to 
2018, which are 118 companies. The sample was determined by purposive sampling 
which resulted in 12 companies with 36 units of  analysis. The data were collected by 
using documentaries. The analysis techniques used descriptive and inferential with the 
help of  IBM SPSS version 21. The results showed that managerial ownership had a 
negative influence and conflicts of  interest had a positive influence to accounting con-
servatism, company size had not influenced to accounting conservatism, and leverage 
moderated the relationship of  managerial ownership to accounting conservatism, but 
it was unable to moderate the relationship of  company size and conflict of  interest to 
accounting conservatism. The conclusion of  this study is the low managerial owner-
ship presses the existence of  expropriation; therefore, it can increase the accounting 
conservatism. The high conflict of  interest increases the application of  accounting con-
servatism to reduce conflicts that occur. Meanwhile, leverage influences the company’s 
financial risk, therefore it is able to moderate the influence of  managerial ownership to 
accounting conservatism.
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INTRODUCTION

Financial statement is a report that reflects corpo-
rate performance in a certain period. Harrison Jr. et al. 
(2012) stated financial statements as business documents 
intended for various user groups, including managers, 
investors, creditors, and regulatory agents to report the 
results of  company activities. In accordance with Inter-
national Financial Reporting Standards (IFRS) Frame-
work, financial statements aim to provide information 
regarding the financial position, performance, and chan-
ges in the financial position of  an entity that are useful 
to users when making economic decisions. Therefore, 
the qualified financial statement which is in accordance 
with the applicable standards is highly needed so that it 
can be accounted for.

Accounting conservatism is one of  the accoun-
ting principles that produces relevant and reliable figu-
res which is used as an effort to present qualified finan-
cial statements. Conservatism described by Suwardjono 

(2017) is an attitude in facing uncertainty to take action 
or decision. Conservatism also implies prudence by sac-
rificing something to reduce or eliminate the risk that 
might occur. This principle results in lower profit and 
asset figures and higher costs and debt figures (Juanda, 
2007).

Accounting conservatism can be concluded as a 
prudential principle in responding to uncertainties and 
risks that are possible to occur in the future. The imp-
lications of  this concept for financial reporting accor-
ding to Suwardjono (2017) is not anticipating the profit 
or income that is possible to occur but will immediately 
recognize the cost or loss that is possible to occur. Con-
servatism acts as a balancer when there is managerial 
bias, which is strived by balancing manager opportunis-
tic actions with the obligation to conduct verification 
first. Thus, the financial reporting presented will not be 
excessive or not modest.

Historically, the concept of  accounting conser-
vatism has been used as a guide for many accounting 
practices. This concept will provide a rational guideline 
if  applied properly. However, this concept is still con-
sidered controversial. On the one hand, it is useful to 
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avoid manager opportunistic behaviour, on the other 
hand, conservative accounting will affect the quality of  
financial statements because the reported information is 
considered to be biased (Hery, 2017). Watts (2003) ar-
gued that conservatism would still be used because con-
servative financial reporting is still considered beneficial 
for users and can limit the opportunistic behaviour of  
managers.

In general, the application of  accounting con-
servatism in Indonesia is still low. The application of  
accounting conservatism in mining companies from 
2014-2016 was 65.4% in the low interval class with the 
lowest value of-1,754,859,836,800 (Nabela, 2018). On 
the manufacturing companies from 2013-2016, it sho-
wed 81.39% which was in the low interval class with the 
lowest value of  -0.2714 and a mean of  0.0093 (Pratiwi, 
2017). Furthermore, the financial scandals that are still 
rife in Indonesia, indirectly illustrate the weak applicati-
on of  accounting conservatism principles. For example, 
the scandals involving the mining companies in 2003-
2008 such as PT Kaltim Prima Coal, PT Arutmin In-
donesia, and their second parent company, PT Bumi 
Resources Tbk. Apart from the mining companies, 
PT Kimia Farma (2001) and PT Kereta Api Indonesia 
(2005) were involved in the case of  marking up financial 
statements.

The selection of  the mining companies as well as 
the infrastructure, utilities, and transportation compa-
nies become the object of  this study because these two 
sectors are the main sectors that support the government 
program 2015-2019 which is still running. The pheno-
menon of  the low accounting conservatism application 
indicates the need for accounting conservatism to be 
investigated deeper. The low application of  accounting 
conservatism can also lead to many scandals of  financial 
statement manipulation as described above. The existen-
ce of  financial statement manipulation cases indicates 
that the financial statements are not presented according 
to operational objectives. Thus, financial information 
needs to be presented in a quality and not misleading 
manner so that it can be useful for the users.

Previous studies on accounting conservatism 
which have been done previously raise various factors 
which still have inconsistent results. Sulastri et al. (2018) 
and Moeinaddin et al. (2012) in their research indicate a 
positive influence on the relationship between company 
size and accounting conservatism. In contrast to Gei-
mechi & Khodabakhshi (2015) who found the absence 
of  the effect of  the relationship between company size 
and accounting conservatism. Lafond & Roychowdhu-
ry (2008), Mohammed et al. (2017), and Rahmadhani 
(2015) found the negative effect of  managerial owner-
ship with accounting conservatism. Meanwhile, Sinam-
bela & Almilia (2018) did not find the effect of  manage-
rial ownership on accounting conservatism. 

The existence of  a positive influence of  conflict 
of  interest with accounting conservatism is conveyed by 
Ahmed et al. (2002) and Juanda (2007). In contrast to 
the research result of  Wisuandari & Putra (2018) which 
does not find the effect of  conflict of  interest on accoun-
ting conservatism. Sulastri et al. (2018) and Khosrosha-

hi et al. (2012) found the positive effect of  leverage on 
accounting conservatism.

This study uses three factors, namely company 
size, managerial ownership, and conflict of  interest as in-
dependent variables because these three factors still have 
many inconsistencies from the results of  the previous 
studies. This inconsistency encourages the researchers 
to present leverage as a moderating variable. Leverage is 
chosen because this factor is inherent in companies that 
always need funds to finance their operations. Especially 
in the mining, infrastructure, utilities, and transportation 
sectors which are very risky and have high uncertainty 
because they require very high and long-term investment 
costs, which become problems related to funding. Thus, 
leverage is expected to moderate the relationship of  the 
variables to be examined.

Empirically, the objective of  this research is to 
examine the effect of  company size, managerial owner-
ship, and conflict of  interest on accounting conservatism 
with leverage as a moderator. This research refers to and 
develops research conducted by Sumiari & Wirama 
(2016) which examines accounting conservatism as the 
dependent variable and company size as the indepen-
dent variable, moderated by leverage as the moderating 
variable. Managerial ownership and conflict of  interest 
are added as independent variables for the originality of  
this study. This is because the high managerial owner-
ship will drive expropriation by management, which can 
weaken the application of  accounting conservatism in 
the companies so that the companies need to suppress 
managerial ownership so that it is not too high. Meanw-
hile, conflicts of  interest are a factor that often appears 
in the running of  the business wheel so it needs to be 
handled wisely so that it remains well controlled, and 
the existence of  accounting conservatism can reduce the 
occurrence of  conflicts of  interest in the company.

Positive accounting theory as revealed by Cha-
riri & Ghozali (2007) is a theory that tries to explain 
accounting phenomena by focusing on observing the 
reason for an event, or predicting accounting practices 
under certain conditions. Three hypotheses are tried to 
be examined in positive accounting theory as revealed 
by Watts & Zimmerman (1990) who explained mana-
gement decision to act conservatively or not. The three 
hypotheses are Bonus Plan Hypothesis, Debt Equity 
Hypothesis, and Political Cost Hypothesis. Jensen & 
Meckling (1976) stated agency theory as a contract bet-
ween principal and agent in which both of  them want 
maximum welfare. Jensen and Meckling also revealed 
that in agency theory, the owner and creditor agency 
conflicts, as well as management and owner contracts 
are explained.

Company size is a small or big comparison of  
companies which can be measured by total assets, total 
sales, stock market value, and others. Company size can 
be categorized into large companies, medium compa-
nies, and small companies. Watts & Zimmerman (1990) 
revealed that larger companies will be more sensitive 
to political costs as predicted by the political cost hy-
pothesis. It is possible that larger companies will face 
large political costs. This is due to the government as 
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a policymaker makes large companies a priority in tax 
collection because of  the high earnings generated. In or-
der to reduce these political costs, conservative financial 
reporting will be presented. This is in line with Sulastri 
et al. (2018), Khosroshahi et al. (2012), Moeinaddin et 
al. (2012), and Hamdan (2011) who found the positive 
influence of  the relationship between company size and 
accounting conservatism.

H
1
: Company size has a positive effect on accounting 

conservatism

The proportion of  shares held by people who 
come from within the company is called managerial 
ownership. This proportion will affect the actions of  
managers in financial reporting. The high level of  ma-
nagerial ownership enables managers to expropriate or 
use control to maximize their own welfare because ma-
nagement is not only pursuing bonuses but also high di-
vidends so that the application of  accounting conserva-
tism is getting lower. Meanwhile, low ownership enables 
managers to be more conservative since managers want 
to maintain the trust of  investors and think about the 
survival of  the company for greater profits in the future.

Managers act on a motive to pursue bonuses. This 
is in accordance with the bonus plan hypothesis which 
states that managers will act in line with the bonuses that 
will be earned (Watts & Zimmerman, 1990). In order for 
the target to be met, the manager will maximize profits 
based on this motive, which causes less conservative ear-
nings reporting and can mislead the users of  financial 
statements. This, it can be concluded that managerial 
ownership has a negative effect on accounting conser-
vatism. This is in line with Rahmadhani (2015), Mo-
hammed et al. (2017), Xia & Zhu (2009), and Lafond & 
Roychowdhury (2008).

H
2
: Managerial ownership has a negative effect on ac-

counting conservatism

A conflict of  interest is a description of  a conflict 
that arises because of  company policies related to divi-
dends to be paid, which occurs between investors and 
creditors. Juanda (2007) explained that there is a conflict 
of  interest between investors and creditors as revealed in 
agency theory. Conflicts of  interest occur because of  the 
transfer of  assets, acquisition of  assets, replacement of  
assets, or excessive dividend payments used by investors 
to take advantage of  the creditors’ funds. Meanwhile, 
the creditor’s interest is hoping for the security of  his 
funds which is alleged to generate profits in the future. 
Therefore, a conservative and trustworthy financial re-
port is needed in order to avoid the excessive transfer of  
wealth by investors.

Agency theory explains the contractual relation-
ship between individuals which emphasizes efficient 
contract arrangements for each party so as to minimize 
agency conflicts. Conflict of  interest between bondhol-
ders and shareholders over existing debt is a conflict that 
may arise. This is because decisions that benefit share-
holders may not necessarily be decisions that benefit 
bondholders. This is in line with Noodezh et al. 2015, 
Paramita & Cahyati (2013), and Ahmed et al. (2002) 

where the conflict of  interest has a  positive influence on 
accounting conservatism.

H
3
: Conflict of interest has a positive effect on ac-

counting conservatism

The use of  accounting methods that reduce pro-
fits is more possible to be used by larger companies be-
cause related to political costs such as tax payments, the 
government is more concerned with larger companies. 
This makes conservative accounting methods an option 
to reduce high political costs for large companies as re-
vealed in the political cost hypothesis. The presence of  
leverage will moderate by strengthening the relationship 
of  accounting conservatism which is influenced by com-
pany size.

The financial risk faced by the companies will inc-
rease due to the increased debt uncollectible ratio. Thus, 
it can threaten the survival of  the company and the safe-
ty of  creditor funds. This condition encourages creditors 
to monitor the company more closely and ask for reliab-
le financial statements. Therefore, management will be 
more careful and not manipulate profits to reduce per-
ceived risk for creditors. Conversely, when the leverage is 
low, it can reduce the application of  accounting conser-
vatism. This is in line with Sumiari & Wirama (2016).

H
4
: Leverage moderates the effect of company size on 

accounting conservatism

The proportion of  shares owned by parties origi-
nating from within the company is usually called ma-
nagerial ownership. Management will act based on the 
welfare that will be obtained by maximizing profits to 
get bonuses and higher welfare as has been revealed in 
the bonus plan hypothesis. The existence of  expropria-
tion is driven by high managerial ownership which im-
pact can reduce conservative accounting applications. 
The negative effect of  the relationship between mana-
gerial ownership and accounting conservatism will be 
moderated by the presence of  leverage. The companies 
will be more conservative and be careful when their debt 
is high because this is a threat to the company’s survi-
val. Conversely, low leverage means that the financial 
constraints faced by the companies will be smaller so 
that the aggressive (liberal) accounting method is increa-
singly used by the companies.

H
5
: Leverage moderates the effect of managerial own-

ership on accounting conservatism

Excess dividend payments that are used by inves-
tors to take funds from creditors result in a conflict of  
interest between the two. The existence of  a conflict of  
interest that occurs can be reduced by the application 
of  accounting conservatism. The presence of  leverage 
can moderate the relationship of  conflict of  interest on 
accounting conservatism. This is because high leverage 
can increase the financial risk in the company as exp-
lained in the debt-equity hypothesis.

The higher the debt uncollectible ratio, the higher 
the financial risk to be faced so that it threatens the survi-
val of  the company and the security of  creditors’ funds. 
This condition drives creditors to monitor the company 
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The data in the form of  audited financial state-
ments were collected using documentary techniques 
by downloading from the official IDX website and the 
issuer’s performance site. The data analysis used desc-
riptive analysis and inferential analysis techniques, na-
mely parametric statistics with Moderated Regression 
Analysis with absolute difference value test. The clas-
sical assumption tests used were the normality, multi-
collinearity, autocorrelation, and heteroscedasticity test, 
as a prerequisite before doing the hypothesis test. The 
following shows the regression equation as shown in 
equation 1.

more closely and ask for reliable financial statements. 
Therefore, management tends to apply more conserva-
tive accounting and more careful by presenting a relati-
vely stable (not manipulation) earnings report in order 
to reduce perceived risk for creditors. Conversely, if  the 
level of  debt lower, it can weaken the relationship bet-
ween managerial ownership and accounting conserva-
tism. This is due to creditors do not closely monitor the 
company so that management may be less conservative.

H
6
: Leverage moderates the effect of conflict of inter-

est on accounting conservatism

RESEARCH METHODS

The hypothesis testing study which was more 
causality with a quantitative approach was the research 
design used in this research. Meanwhile, the secondary 
data used were audited financial statements. The study 
population was 118 companies from the mining com-
pany sector as well as the infrastructure, utility, and 
transportation companies listed on the IDX in 2015-
2018. The research sample was determined by purpo-
sive sampling, there were 12 companies and 36 units of  
analysis. The following sampling procedure is shown in 
table 1.

One dependent variable, one moderating variable, 
and three independent variables were used in this rese-
arch. The following is the operational definition in table 
2.

Table 1 Sampling Procedures

No. Criteria
Beyond 
Criteria

Total

1 The mining companies as well 
as the infrastructure, utility, 
and transportation companies 
listed on the IDX during the 
2015-2018 period

- 118

2 The mining companies and 
the infrastructure, utility, and 
transportation companies con-
sistently listed on the IDX dur-
ing the 2015-2017 period

(26) 92

3 The mining companies and 
the infrastructure, utility, and 
transportation companies that 
published financial statements 
for the period 2015-2017

(5) 87

4 The mining companies and 
the infrastructure, utility, and 
transportation companies hav-
ing complete data based on 
the variables studied.

(75) 12

Total samples 12

Total years of  observation 3

Total unit of  analysis (12 compa-
nies x 3 periods)

36

Source: Data processed, 2019 

RESULTS AND DISCUSSIONS

The descriptive statistical analysis describes the 
minimum, maximum, mean, and standard deviation va-
lues. Consecutively, accounting conservatism is -0.09833, 
0.06562, -0.0077972, and 0.04297659. The company 
size has values of  26,73817, 32.92173, 30.1287189, and 
1.77441840. Managerial ownership has values of  va-
lued 0.00002, 41.81000, 5.7847372, and 11.85910189. 
Conflicts of  interest have values of  0.44854, 28.55274, 
4.2663900, and 5.55632629. Meanwhile, leverage has 
values of  0.08105, 3.31346, 1.0127192, and 0.76159590.

The Kolmogorov-Smirnov nonparametric statis-
tical test gives Asymp Sig of  0.814> 0.05, meaning that 
the data are normally distributed. The multicollinearity 
test concludes that there is no correlation between va-
riables and there is no multicollinearity between variab-
les in the regression model because the tolerance value 
is> 0.10 and the variance inflation factor (VIF) value 
shows a value <10. The run test results in the absence 
of  autocorrelation as seen from Asymp. Sig of  0.398> 
0.05. The heteroscedasticity test uses the Glejser test 
with a significance value> 0.05, which means that there 
is no heteroscedasticity in the regression model.

Results of  hypothesis testing using the absolute 
difference test as outlined in table 3. It is obtained Ad-
justed R2 of  0.296 from the coefficient of  determination 
test. This result means that there is a 29.6% variation of  
the dependent variable which can be described by the in-
dependent variable and the moderating variable used in 
this study. Meanwhile, the remaining 70.4% is explained 
by other variables outside the model. Furthermore, to 
test the hypothesis uses equation 2.

The Effect of Company Size on Accounting Conser-
vatism

There is no correlation between company size 
and accounting conservatism. This result is not in line 
with the Political Cost Hypothesis which predicts the 
use of  accounting methods that reduce earnings tends to 
be applied by larger companies. The result shows in the 

Y  = α + β1X1 + β2X2 + β3X3 + β4|X1 - Z|+ β5|X2 - Z|

+ β6|X3 - Z| + e ………....................................1

Y  = -0.007 + 0.006X1 - 0.030X2 + 0.32X3 

- 0.008|X1 - Z|+ 0.031|X2 - Z| 

- 0.20|X3 - Z| ..............................................2
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data studied, for example, PT Adaro Energy, Tbk 2015 
and PT Pelayaran Nelly Dwi Putri, Tbk 2016 which are 
companies in the very large interval class and the smal-
lest interval class, both of  which have different company 
sizes but have the equally high conservatism level name-
ly 0.01914 and 0.03675, respectively. This indicates that 
company size does not have a significant effect on the 
application of  accounting conservatism.

Accounting conservatism has the goal of  increa-
sing company value. Thus, large and small companies 
will indirectly apply accounting conservatism to increase 
company value. In addition, inconsistency with the the-
ory is possible because the go public companies have 
presented financial reports conservatively since they will 
be monitored by the government and re-examined by 
the financial services authority (Sinambela & Almilia, 
2018). Thus, the application of  accounting conservatism 
is not influenced by company size because the applica-
tion of  regulation and supervision does not consider the 
size of  the company. This research is in line with Gei-
mechi & Khodabakhshi(2015) as well as Sinambela & 
Almilia (2018).

The Effect of Managerial Ownership on Accounting 
Conservatism

It is found that managerial ownership with ac-
counting conservatism has a negative effect. This result 

is in line with the Bonus Plan Hypothesis which predicts 
that managers will use accounting methods that increase 
profits. The high level of  managerial ownership drives 
the expropriation of  the company in which aggressive 
accounting methods will tend to be used by manage-
ment. This is because management is not only pursuing 
bonuses but also high dividends so that the presentation 
of  financial reporting is less conservative.

The low managerial ownership drives manage-
ment to be more careful in choosing accounting met-
hods in order to maintain trust in interested parties. By 
applying accounting conservatism, the profits generated 
are considered not excessive, not misleading, and can be 
accounted for so that the funds that have been disbursed 
to the company are still entrusted to management to 
continue to be managed. This is in line with Xia & Zhu 
(2009), Brilianti (2013), and Mohammed et al. (2017).

The Effect of Conflict of Interest on Accounting Con-
servatism

In line with agency theory which reveals the re-
lationship between investors and creditors who have a 
conflict of  interest, the result of  this study provides evi-
dence that there is a positive influence on conflicts of  in-
terest with accounting conservatism. The conflict occurs 
because of  excess dividend payments which investors 
use to take advantage of  creditors’ funds. This condition 

Table 2 Operational Definition of  the Variables

Variables Definitions Measurements

Accounting Con-
servatism (Y)

A concept by accelerating the recognition of  
losses and debts, while recognizing assets and 
profits is not done in a hurry (Watts, 2003).

Y= (profit after tax + depreciation expense - 
cash flow)/total asset × -1
(Givoly & Hayn, 2000)

Company size
(X

1
)

The big or small comparison of  assets of  a 
company (Sulastri et al., 2018).

X
1
 = Log-Normal Total Annual Assets 

(Sulastri et al., 2018)

Managerial Own-
ership (X

2
)

The proportion of  share ownership by man-
agement (Rahmadhani, 2015).

X
2
 = Total shares owned by management/ 

Total shares outstanding × 100%
(Rahmadhani, 2015)

Conflict of  Inter-
est (X

3
)

Description of  the conflict between investors 
and creditors (Paramita & Cahyati, 2013).

X
3
 = (Dividends paid / total assets) × 100%

(Paramita & Cahyati, 2013)

Leverage
(Z)

The ratio of  how much the company is fi-
nanced by debt (Sulastri et al., 2018).

Z = Total debt / total equity
(Sulastri et al., 2018)

Source: Various references year 2019

Table 3. Hypothesis Test Results

No Hypothesis β Sig α Results

1. H
1
: Company size has a positive effect on accounting conservatism 0.006 0.406 0.05 Rejected

2. H
2
: Managerial ownership has a negative effect on accounting conserva-

tism
-0.030 0.029 0.05 Accepted

3. H
3
: Conflict of  interest has a positive effect on accounting conservatism 0.032 0.022 0.05 Accepted

4. H
4
: Leverage moderates the effect of  company size on accounting con-

servatism
-0.008 0.538 0.05 Rejected

5. H
5
: Leverage moderates the effect of  managerial ownership on account-

ing conservatism
0.031 0.036 0.05 Accepted

6. H
6
: Leverage moderates the effect of  conflict of  interest on accounting 

conservatism
-0.020 0.125 0.05 Rejected

Source: Secondary data, Processed 2019
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causes creditors to worry about their funds so to reduce 
the conflicts that occur, management will apply more 
conservative financial reporting.

Investors and creditors are parties who play a 
role in the survival of  the company. Especially creditors 
who have poured out a lot of  funds for the company. 
This conflict of  interest makes creditors worry about the 
safety of  their funds so that they ask for conservative 
financial reporting. This pressure makes management 
more careful and presents conservative financial repor-
ting. The result of  this study is in line with Ahmed et al. 
(2002), Paramita & Cahyati (2013) as well as Noodezh 
et al. (2015).

The Effect of Company Size on Accounting Conserva-
tism with Leverage as Moderator

Leverage has not succeeded in moderating the 
relationship between company size and accounting con-
servatism. This result is not in line with the debt-equity 
hypothesis. This inconsistency is assumed because the 
companies do not feel threatened by high leverage since 
the companies might have anticipated risks by making 
good debt planning before owing to creditors. In addi-
tion, it is assumed that the creditors assess the corpora-
te performance from other aspects such as profitability 
and profitability ratios so that high or low leverage does 
not make creditors monitor the company closely so that 
management does not feel pressured by them in making 
accounting decisions.

The results of  the study, for example, PT Baramul-
ti Suksessarana, Tbk 2017 is a company in a small inter-
val class, has low leverage of  0.40194 but has accounting 
conservatism at the very high interval of  0.04779. Then, 
PT Adl Sarana Armada, Tbk 2015 is a small company, 
has high leverage of  2.38539 but the level of  accounting 
conservatism is very low of  -0.09455. The two compa-
nies illustrate that leverage is not successful in strengt-
hening or weakening the relationship between company 
size and accounting conservatism.	

The Effect of Managerial Ownership on Accounting 
Conservatism with Leverage as Moderator

In line with the debt-equity hypothesis, manage-
rial ownership together with accounting conservatism is 
successfully moderated by leverage. The high leverage 
will increase the financial constraints the companies will 
face. The high leverage makes management tend to be 
more careful because it can be a threat to the company’s 
survival since the companies will be more closely mo-
nitored by the creditors who feel threatened by their 
funds. Conversely, if  the leverage is low, the financial 
constraints faced by the companies are smaller so that 
management is encouraged to use accounting methods 
that increase profits.

The existence of  expropriation is driven becau-
se of  the high level of  managerial ownership so that it 
can reduce the application of  conservative accounting. 
The relationship between managerial ownership and ac-
counting conservatism will be moderated by the presen-
ce of  leverage as moderating variable. High leverage will 

increase the financial risk to the company so that more 
conservative accounting is applied since the company 
will be more careful. On the other hand, low leverage 
means that the financial constraints faced by the compa-
ny will be smaller, which causes creditors to be less strict 
in monitoring the company and drives management to 
provide more aggressive financial reports. The average 
leverage in this study is in the low interval class thus 
weakening the application of  accounting conservatism.

The Effect of Conflict of Interest on Accounting Con-
servatism with Leverage as Moderator

The relationship between conflicts of  interest and 
accounting conservatism has not been successfully mo-
derated by the presence of  leverage. This result is not in 
line with the debt-equity hypothesis. This is possible be-
cause the creditors do not feel threatened by the security 
of  their funds that have been disbursed to the companies. 
This is because it is assumed that efficient contracts have 
been made between the creditors and the companies so 
as not to create a conflict between interested parties in 
the companies. Thus, the creditors are not worried about 
their funds that can be misused for the benefit of  inves-
tors only. Based on this trust, the creditors do not moni-
tor the companies too closely and assess the corporate 
performance from other aspects outside of  leverage such 
as profitability and rentability ratios. 

The results of  the study, for example, at PT Adi 
Sarana Armada, Tbk 2015 is a company that has high 
leverage of  2.38539 and has a very low conflict of  inte-
rest 0.58702 but has a very low level of  accounting con-
servatism of  -0.09455. Then, PT Perusahaan Gas Ne-
gara (Persero), Tbk 2016 has low leverage of  1.115575 
and has a very low conflict of  interest of  2.43856. Me-
anwhile, the level of  conservatism is high at 0.02874. 
This proves that the conflict of  interest on accounting 
conservatism has not been able to be moderated by leve-
rage. This is because high leverage cannot strengthen the 
relationship between the two and vice versa, low levera-
ge cannot weaken it.

CONCLUSIONS

The results of  the study prove that managerial 
ownership and conflicts of  interest can influence the 
application of  accounting conservatism. Low manage-
rial ownership will suppress the expropriation of  the 
company thereby increasing the application of  accoun-
ting conservatism. Conversely, the high managerial ow-
nership will drive management to use more aggressive 
(liberal) accounting. Meanwhile, the high conflict of  
interest that occurs will drive management to apply ac-
counting conservatism to reduce high conflicts. If  the 
conflict of  interest is low, the application of  accounting 
conservatism will also be lower.

Accounting conservatism has the aim of  increa-
sing company value. Either big or small companies will 
indirectly apply accounting conservatism to increase 
company value. In addition, the government has su-
pervised the go public companies, especially regarding 
taxes, so that both large and small companies tend to 
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adopt accounting conservatism to reduce the political 
costs they have to pay. Thus, the application of  accoun-
ting conservatism is not influenced by company size. 
Meanwhile, the relationship between managerial ow-
nership and accounting conservatism is successfully mo-
derated by the presence of  leverage. This is because high 
or low leverage can affect the risk or financial constraints 
faced by the company, so that management decisions in 
choosing the accounting method, whether conservative 
or aggressive, will be affected. However, leverage is not 
able to moderate the relationship between company size 
and conflicts of  interest with accounting conservatism. 

The small sample becomes the limitation in this 
study because there are still many companies that do not 
meet the specified criteria. There is a lot of  incomplete 
data, especially regarding dividends which are not neces-
sarily paid and distributed by the companies every year. 
As well as the data related to managerial ownership that 
not every company has. Suggestions for further research 
are to expand the object of  research by adding sectors so 
that the sample is larger. Furthermore, it is suggested to 
use other measurements to measure company size such 
as using stock market value and leverage using Debt to 
Asset Ratio and Long-Term Debt to Equity Ratio. This 
is done to compare the results between different measu-
ring instruments and to prove the validity of  the positive 
accounting theory used.
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