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Abstract : The purpose of this study was to determine the effect of managerial ownership, debt
covenants, political costs and growth opportunities on the level of accounting
conservatism, case studies on manufacturing companies listed on the Indonesia Stock
Exchange 2011-2015. Testing this hypothesis uses multiple regression analysis. The
regression coefficient test (T Test) in this study shows that the debt covenant and
growth opportunities have a significant negative effect on the level of accounting
conservatism, while the managerial ownership and political cost variables have no
significant effect on the level of accounting conservatism. Suggestions for this study
are to be able to expand the research sample so that the results can be generalized and
can also be used to add or replace other variables that can affect accounting
conservatism.
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1. Introduction

The use of the conservatism concept in managing financial statements aims to recognize,
measure and report on the value of assets and low income or profit, and high value obligations
and expenses. Specifically, this principle is preferred because it generates low profit and asset
figures and costs and debt rates tend to be high (Fatmariani, 2013). As a result, financial
statements will produce profits that are too low (understatement). Such a trend occurs because
conservatism adheres to the principle of slowing down income recognition and accelerating
recognition of costs. The implication of the application of this principle is the choice of
accounting methods shown in methods that report lower profits and assets or higher debt
(Nugroho and Indriana, 2012).

There are many factors that influence management to take conservative actions, including
managerial ownership. Managerial ownership reflects the percentage of shares held by
management from all the shares in the company. The bonus plan hypothesis states that managers
will act in tandem with the bonuses given (Watts and Zimmerman, 1986). If the company's profit
target is reached, then the bonus will be given to management by the owner. That way, company
reporting will be less conservative because it will bring benefits in the form of bonuses given to
management.
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2. Theoritical Review

2.1 Agency Theory

Agency theory is a theory that arises because of a conflict of interest between the principal and
the agent. Principal as shareholder while agent as manager. Principals contract agents to manage
resources within the company. The main purpose of agency theory is to explain how contracting
parties can design contracts whose purpose is to minimize costs as a result of asymmetrical
information (Main, 2015).

2.2 Positive Accounting Theory
Positive accounting theory was formulated by Watss and Zimmerman, 1986. Positive
Accounting Theory adheres to the notion of maximizing wealth and individual interests. There
are three hypotheses in this theory that can explain management decisions to act conservatively
or not.

The hypothesis bonus plan, states that managers act along with the bonuses given. If the
company's profit target is achieved, then the bonus will be given to company management.
The Debt covenant hypothesis predicts that managers want to increase profits and assets to
reduce the cost of renegotiating debt contracts when the company decides on its debt agreement.
The level of conservatism in earnings reporting based on the debt covenant hypothesis can be
explained by the debt / asset hypothesis which is a limitation of debt covenants. This debt / asset
hypothesis can be explained using leverage ratio which is the ratio between debt and total assets.
In the political cost hypothesis, large companies are predicted to be more sensitive to the
existence of political costs than small companies (Watts and Zimmerman, 1986). Political costs
themselves arise from conflicts of interest between managers and the government, where
companies are considered to be responsible for the social interests of the community.

2.3 Accounting Conservatism

According to Soewardjono (2011) Conservatism is an attitude or flow in the face of uncertainty
to take actions or decisions on the basis of the ugliest emergence of these uncertainties. Beaver
and Ryan (2000) in Watts (2003) also classify conservatism or bias as a persistent difference
between market value and book value, distinguished from temporal differences such as economic
gains and losses which are recognized in book values gradually over time.

2.4 Managerial Ownership

According to Ratna (2008) managerial ownership is the number of shares of public companies
owned by individuals or elite groups originating from within companies that have a direct
interest in the company.

2.5 Debt Covenant

Debt covenant is a contract aimed at borrowers by creditors to limit activities that might damage
the value of loans and loan recovery (Cochran, 2001 in Fatmariani, 2013). To identify debt
covenants is to use a proxy of the level of leverage (Oktomegah, 2012). A comparison between
debt and assets that shows several parts of assets used to guarantee debt or commonly referred to
as leverage is a measure related to the existence of a debt agreement. Creditors have claims /
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interests in company assets and the greater the company's debt, the greater the creditor's claims
to the company's assets.

2.6 Political Cost

Political costs cover all wealth transfer costs that must be borne by the company in relation to
antitrust actions, regulations, government subsidies, taxes, tariffs, labor demands and others
(Almilia, 2007). If large companies have relatively permanent high profits, then the government
can be encouraged to raise taxes and request higher public services to the company. Finally,
managers of large companies may be inclined to choose accounting methods that delay earnings
reporting to reduce the cost of political costs by the company (Reskino and Vemiliyarni, 2014).

2.7 Growth Opportunities

Growth Opportunities are opportunities for companies to invest in profitable things (Astarini,
2011). The company's growth can be seen from growth opportunities. In addition to growth
opportunities, companies also need funds where there are challenges for managers to balance the
income and use of debt needed by the company. The higher the chance of growing the company,
the greater the funding needs of the company.

3. Research Metodology

3.1 The scope of research

This research is associative research and uses a quantitative approach. Associative research is
research that aims to determine the influence of two or more variables (Sugiyono, 2011). This
study aims to examine the effect of independent variables namely managerial ownership, debt
covenant, political cost and growth opportunities on the dependent variable in this study is the
level of accounting conservatism.

3.2 Data Analysis Techniques

The data analysis technique in this study uses statistical calculations, namely multiple regression.
After the data needed in this study are collected, then the next data analysis is carried out
consisting of descriptive statistical analysis, classic assumption test and hypothesis test.

4. Research Findings

4.1 Effect of Managerial Ownership on the Level of Accounting Conservatism.

In this study it can be concluded that managerial share ownership is not a factor that influences
companies to apply accounting conservatism. Influence between management ownership owned
by accounting and accounting conservatism is because in descriptive statistics the number of
average shares held by managers in companies in Indonesia is relatively small with an average of
5.68%. This proves that the majority of companies in Indonesia are mostly owned by external
companies and have an impact on the strong control of the company by majority shareholders.
So, the existence of managerial share ownership in the company does not affect the company's
policies too much, including determining the level of corporate conservatism.
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4.2 Effect of Covenant Debt on the Level of Accounting Conservatism.
The results of this study indicate that debt covenants have a significant negative effect on the
level of accounting conservatism.

This is in accordance with the debt covenant hypothesis in positive accounting theory
which states that debt covenants have a negative effect on accounting conservatism. This proves
that the company will always want to show good performance towards creditors, namely by
conducting financial reporting optimistically or less conservatively. This is done by the company
to get long-term debt from the creditor and the creditor can be sure that the funds they provide
will be guaranteed.

4.3 Effect of Political Cost on the Level of Accounting Conservatism.

The findings of this study indicate that political costs do not significantly influence the level of
accounting conservatism.

This is not in accordance with the political cost hypothesis in positive accounting theory which
states that large-sized companies that have large political costs will also apply the principle of
accounting conservatism to reduce their political costs. Based on the results of this study it can
be concluded that the company does not consider its size too much in making more conservative
decisions. Almilia (2007) states that small companies also tend to receive a considerable impact
from regulations set by the government or in other words small-sized companies are very
vulnerable because of political costs, therefore small companies are more likely to be
conservative than large companies.

4.4 Effect of Growth Opportunities on the Level of Accounting Conservatism.

Growth opportunities have a significant negative effect on the level of accounting conservatism.
Based on this study it was concluded that companies that have a high growth opportunity tend
not to use conservatism methods for reporting. This is because a growing company already has
good corporate governance, making it less likely to apply the principle of conservatism by
minimizing profits to meet the investment funds needed by the company in its growth.
Companies with high growth opportunities will indeed need sufficient amounts of funds to
finance their future growth.

5. Conclusion

Managerial ownership does not have a significant effect on the level of accounting conservatism.
These results are not in line with the bonus plan hypothesis which states that managerial
ownership has a positive effect on accounting conservatism. While Debt covenant has a
significant negative effect on the level of accounting conservatism. This result is in accordance
with the debt covenant hypothesis which states that debt covenants have a negative effect on the
level of accounting conservatism. The Political cost does not have a significant effect on the
level of accounting conservatism. These results are not in accordance with the political cost
hyphotesis which states that political costs have a positive effect and Growth opportunities have
a significant negative effect on the level of accounting conservatism.
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