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ABSTRACT

This study examines the relationship between the corporate governance mechanisms
related to the ownership structure, board of directors, audit committee and auditor quality
along with company attributes and the accounting conservatism of Jordanian listed
companies. The theoretical foundation of such a relationship was provided by five
comprehensive theories which are the agency theory, the positive accounting theory, the
resource dependence theory, stewardship and the signaling theory. The data were
obtained from the annual reports of 348 Jordanian companies from 2009 to 2011. Upon
using the multiple regression analysis, the results show that the relationship between the
corporate governance mechanisms and accounting conservatism was somewhat varied.
Fifteen hypotheses were developed in this study. Seven of them were significant while
eight were not. For ownership structure, institutional and foreign ownership were
significant while family and managerial ownership were not statistically significant.
Board independence, financial expertise and board tenure were significant, while board
size, CEO and multiple directorships were not significant due to the higher level of P-
value compared to 0.05. On the other hand, audit committee and auditor independence
were statistically significant to conservatism, while auditor brand name, company size
and debt contract were reported to be negatively and not significantly related to
conservatism. These results indicate that corporate governance plays a vital role in
enhancing the level of conservatism and reducing agency conflict. Further, regulator
bodies in Jordan should increase the effectiveness of corporate governance in Jordanian
companies in order to enhance the quality of financial reports. In addition, this study
opens up avenues for more studies on accounting conservatism not only in Jordan, but
also in other countries where this area of study is lacking. Furthermore, it opens up
opportunities and provides avenues for more in-depth research related to the quality of
financial reports.

Keywords: corporate governance, accounting conservatism, board of directors, accrual-
based, Jordan



ABSTRAK

Kajian ini mengkaji hubungan antara mekanisme tadbir urus korporat yang berkaitan
dengan struktur pemilikan, lembaga pengarah, jawatankuasa audit dan kualiti juruaudit
serta atribut syarikat dan konservatisme perakaunan syarikat-syarikat yang tersenarai di
Jordan. Asas teori dalam perhubungan tersebut telah disediakan berdasarkan lima teori
yang komprehensif iaitu teori agensi, teori perakaunan positif, teori pergantungan
sumber, dan teori pengawasan dan pengisyaratan. Data diperolehi daripada laporan
tahunan 348 buah syarikat di Jordan dalam tempoh 2009-2011. Dalam analisis regresi
berganda, keputusan menunjukkan bahawa hubungan di antara mekanisme tadbir urus
korporat dan konservatisme perakaunan adalah agak berbeza-beza. Lima belas hipotesis
telah dibangunkan dalam kajian ini. Tujuh daripadanya adalah signifikan manakala lapan
lagi didapati tidak signifikan. Bagi struktur pemilikan, pemilikan institusi dan pemilikan
asing adalah signifikan manakala pemilikan keluarga dan pemilikan pengurusan didapati
tidak signifikan secara statistik. Kebebasan lembaga pengarah, kepakaran kewangan dan
tempoh lantikan lembaga pengarah adalah signifikan manakala saiz lembaga pengarah,
Ketua Pegawai Eksekutif dan kepelbagaian jawatan pengarah didapati tidak signifikan
kerana nilai P berada pada tahap yang lebih tinggi berbanding 0.05. Sebaliknya,
jawatankuasa audit dan kebebasan juruaudit secara statistiknya signifikan kepada
konservatisme, manakala penjenamaan juruaudit, saiz syarikat dan kontrak hutang
dilaporkan negatif dan tidak signifikan dengan konservatisme. Keputusan ini
menunjukkan bahawa tadbir urus korporat memainkan peranan penting dalam
meningkatkan tahap konservatisme dan mengurangkan konflik agensi. Tambahan lagi,
badan-badan pengawal selia di Jordan perlu meningkatkan keberkesanan tadbir urus
korporat dalam syarikat-syarikat di negara tersebut bagi meningkatkan kualiti laporan
kewangan. Di samping itu, kajian ini membuka ruang kepada lebih banyak kajian tentang
konservatisme perakaunan bukan sahaja di Jordan, tetapi juga di negara-negara lain yang
kekurangan kajian dalam bidang ini. Tambahan pula, kajian ini membuka peluang dan
menyediakan ruang bagi penyelidikan yang lebih mendalam berkaitan kualiti laporan
kewangan.

Kata kunci: tadbir urus korporat, konservatisme perakaunan, lembaga pengarah, asas
keakruan, Jordan

Vi



ACKNOWLEDGEMENT

First and foremost, praise and thanks be to Allah, the most Merciful, for granting
me the patience, and perseverance to successfully complete this thesis. Peace and
blessings are upon his beloved our prophet Mohammad (s.a.w.), his family, his

companions and all those who follow in their footsteps until the Last Day.

| am greatly indebted to a number of individuals who have helped me, either directly or

indirectly throughout the process, and to whom | would like to express my gratitude.

| am greatly indebted to my supervisor Prof. Madya Dr. Faudziah Hanim bt Fadzil, who
has offered me invaluable support, expertise and guidance in writing this thesis, and spent
her valuable time reading and revising numerous drafts of this paper. Without her
help this thesis never has been completed. I must acknowledge her essential role in
helping me to not only successfully complete my doctoral studies but also gain a solid
foundation for my academic career. | attribute my achievements so far mostly to her. |
also wish to express my appreciation to my second supervisor, Prof. Madya Dr. Syed
Soffian Bin Sayed Ismail for his valuable guidance, encouragement and patience
throughout the preparation of this thesis. So, | have had the pleasure to work under their

supervision.

Sincere appreciation goes to the examiners of this thesis and members of the jury. Prof.
Dr. Rosli B Mahmood, Prof. Dr. Nafsiah Binti Mohamed and Prof. Madya Dr. Zuaini Bt
Ishak for examining my work and for their constructive criticism and insightful

comments.

vii



| would like to convey my gratitude to my family. This thesis could not have been
performed without whole-hearted support from them. My father Omar Nawaf Al-Sraheen
and to my beloved mother Najah, for their fullest support, encouragement, sacrifices.
Thank you very much for your constant prayers. They are my finest goal, source of
energy, and the motivation of my life. This thesis is dedicated to them. May Allah bless

and reward them all in this world and the hereafter.

My gratitude goes to my loving family, my beloved wife; it is difficult to find words to
express my gratitude for you. | was happy to live in Malaysia with you and our children,
although we were far from our home country. Thank you for your patience and
perseverance during those days and night of loneliness due to my absence. Your
emotional supports and kind words always come at the right time. Thanks for your
support, encouragement; quiet patience and unwavering love were undeniably the
bedrock upon which the past five years of my life have been built. To my children: Elyan
and Baha'a, their belief and encouragement in me have given me the motivation for this

work and I would never have finished it without their love and support.

| also thank my siblings, Ala'a Aldin and Nawaf and other members of the family for
their encouragements. You are all important in my life and have been crucial part of my
achievements. To my uncle Mahmoud and my auntie Muna, my wife's parents for their

trust, encouragement and prayers throughout the course of completing this thesis.

Last but not least, | am presenting this thesis and this effort as present to the spirit of my

brother Baha’a Aldin in his grave. Amin! Thank you, God, for making it all possible.

viii



TABLE OF CONTENTS

TITLE PAGE
THTLE PAGE ... .ottt ettt ettt ettt e e sae e e nbeennee s I
CERTIFICATION OF THESIS WORK ..ot I
PERMISSION TO USE.... ..o 1\
ABST R A CT ettt n e %
ABSTRAK et Vi
ACKNOWLEDGEMENT ..ottt vii
TABLE OF CONTENTS ...ttt IX
LIST OF TABLES ... oot Xviii
LIST OF FIGURES ...ttt XX
LIST OF ABBREVIATIONS ... XXI
LIST OF APPENDICES ......ooiiieeeee ettt XXii
CHAPTER ONE:INTRODUCTION ....c.uciiiiiiiiiite ettt 1
1.0 Background OF STUY .......ccuiiiiiiiiiiesie et 1
1.1 Motivation for thisS STUAY .........ccoviiiiiiie e 5
1.2 Problem STAatEMENT...........ooiiiiiii e 7
1.3 RESEArCN QUESLIONS ... ..eiiiiieciie ettt ettt et s e e s e e eabe e e eab e e e eareeeeneee e e 11
1.4 RESEAICN ODJECHIVES......eiivieiiciiesieee ettt et e e te e raeste e sreenes 11
1.5 Significance of the StUAY ..........cciveiiiie s 12



1.6 SCOPE OF STUAY ....cueeiei et bbb 18

1.7 DefiNitioNS OF TEIMS .....oiiiiiiiiiiee e 19
1.8 Organization OF STUAY ........ccvieiiieiiiie e 20
CHAPTER TWO:LITERATURE REVIEW. ... 22
2.0 INEFOUUCTION ...ttt bbbttt n et bbb b 22
2.1 AccoUNtING CONSEIVALISIM .......oiviiiieiieiieieite sttt bbb nre s 22
2.1.1 Definitions of Accounting CONSErVatiSM ...........ccccevveiueiiieieere e 23
2.1.2 The Importance of CONSEIVALISIM .........cceivieiieiiiicie e 26
2.1.3 Theories Of CONSEIVALISIM..........civiiriiiieirieriee e 28
2.1.4 Accounting ConservatisSm MeasUremMENTS ...........coovrerererieeieenienie e 35
2.2 Overview Of COrporate GOVEIMANCE .......cc.eiverieriirieiieieie ettt sieas 46
2.3 OVEIVIEW OF JOTTAN ..ottt 56
2.3.1 Corporate GOvernance in JOrdan...........cccccvevveieiieieese e 58
2.3.2 Empirical Evidences of Corporate Governance in Jordan ............ccccccvevvveinnene 67
2.4 UNderlying ThEOFES .....c.veiiie it 73
2.4.1 AQENCY TREOIY ...ttt bbb 73
2.4.2 Positive ACCOUNTING TNEOMY .....ociiiiiiiiiieieee e 78
2.4.3 Resource Dependence ThEOIY ... 78
2.4.4 Stewardship TREOTY.......coui i 81



2.4.5 SIGNAIING TNEOTY ... 82

2.5 Corporate Governance and Accounting ConsServatiSm............ccocvvveeerenenenenenennens 83
2.5.1 OWNEISNIP SEIUCLUIE ......ecvveieieiie ettt e e e 83
2.5.1.1 Institutional OWNEISNIP ........ccoveieeriiiieceee e e 84
2.5.1.2 FOreign OWNEISNIP ....ccviiieieciecieeie sttt 86
2.5.1.3 Family OWNEIShIP ..c.cciiiiiicce e 88
2.5.1.4 Managerial OWNErSNIP .......cccoviiiiiiiiieee e 91

2.5.2 B0ard CharaCteriStiCS .........cciriiiriiiiieieie ettt 98
2.5.2.1 INUEPENUBNCE. .....ueeie ettt 99
2.5.2.3 CEO DUANILY .....oiviieiiieiiiciieieieee e 110
2.5.2.4 Financial EXPErtiSE.........coouuiiiieiirieiesie st 115
2.5.2.5 TENUIE ..o 117
2.5.2.6 Multiple DIreCtorships ........cccocverereieneiinisieeeeee e 120

2.5.3 AUCIt COMMILLEE ......oviiiieiiiteee s 126
2.5.4 AUItOr QUANTIEY......oeeiiieiieccee et 135
2.5.4.1 INAEPENAENCE. .......eiieiieiie ettt 138
2.5.4.2 Brant NAME .....cccooiiiiiiiiieieie e 141
2.5.5.Company ATIHDULES ........oooiiiiiiiiieeee s 146
2.5.5.1 COMPANY SIZE ..c.vveiveeieiie e sre e re e 146
2.5.5.2 DeDt CONLIACTES........eiviriiiiiiiieieieeee e 149

Xi



2.6 Chapter SUMIMAIY .......covoiiiiiiiii ettt e bbb 156

CHAPTER THREE: RESEARCH FRAMEWORK AND METHODOLOGY ..... 157
3.0 INEFOUUCTION ...t bbbttt e bbb 157
3.1 ReSEArCh FrameWOIK ..........ooiiiiiiieiiiee e 157
3.2 Hypotheses DeVEIOPMENT ........cviiiiiieiee e 161
3.2.10WNEISNIP STIUCLUIE ....c.veivieiecie et s 161
3.2.1.1 Institutional OWNEISNIP .........coeiiiiiieieiie e 161

3.2.1.2 FOreign OWNEISNIP .....ccviiieieeie et 162

3.2.1.3 Family OWNEIShIP ....ooviiiiiiiiicee e 163

3.2.1.4 Managerial OWNEISNIP .......ccveviiiiiiiiee e 165

3.2.2 BOArd CharaCteristiCs ..........c.ereiieriieiiie et 166
3.2.2.1 Board INAEPENUENCE ......ccvveeeeiecriece et 167

3.2.2.2 BOAIA SIZE ... s 168

3.2.2.3 CEO DUAIILY ...ccuveceieeieeie ettt 169

3.2.2.4 Board Skill (Financial Expertise, Tenure, Multiple Directorships) ... 170

3.2.3 AUAIt COMMITEEE ...t bbb 173
3.2.4 AUAItOr QUAITEY......eeiiiie et 175
3.2.4. 1 INAEPENUENCE .....veevieciie ettt 175
3.2.4.2 Brand NAME .....cc.oiiiiiiii e 176
3.2.5 Company AIDULES ......ccveiiieieiieee et 177



3.2.5.1 COMPANY SHZE.....cviieiiiiiiiiieeieeeee e 178

3.2.5.2 DDt CONMIACT.........eiiiiiiiciieieeee e 178

IR I 1Y/ < i g Too (o] [T Y2 SR 180
3.3.1 RESEAICN DESIGN .. .eeieeieciic et 180
3.3.2 Sample and Data ColleCtioN ..........ccocoveiieiiiiieiieceee e 180
3.3.2. L SAMPIE .. 180
3.3.2.2 Data CollECHION ......oviiiieiciiciieieee e 181

3.3.3 UNIt OF ANAIYSIS. ... 182
3.3.4 Method of Data ANAlYSIS........cccoveeiiiiieiicie e 182
3.3.4.1 DesCriptive ANalYSIS.......ccociieieiiieieee e 183
3.3.4.2 Inferential ANAlYSIS.........oooviiiiiiiii e 183
3.3.4.2.1 Correlation ANAlYSIS ........cccooiiiiiiiniiieieee e 183

3.3.4.2.2 Multivariate ANalySiS........ccoceiiiiiiiiiiiieiee e 183

3.4 Operation Definitions and Measurement of Variables ............c.ccccooveiiiiiiicinenn. 185
3.4.1 Corporate GOVEIMANCE........ueeirieeiieeesireesteeesireeastaeesbeeesbeeesbeeesbeeessaeesssneeans 185
3.4.1.1 OWNErShIP STFUCTUIE .....ccviiiieeiee e 185
3.4.1.1.1 Institutional OWNErship.......cccocviiiiiiiiiic e 186

3.4.1.1.2 Foreign OWNEISNIP.....cveveieierieie e 186

3.4.1.1.3 Family OWNership......cccccveveiiieiieieiiese e 186

3.4.1.1.4 Managerial OWNership........ccccovveeiiiirnenienie e 186

Xiii



3.4.1.2 BOAId CharaCteriStICS . ... uueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeeeeneeennene 187

3.4.1.2.1 INEPENUENCE ..ot 187

BUA.1.2.2 SIZB.eieieeee s 187

3.4.1.2.3 CEO DUAIITY.....cceiiiiiiiiieieienie e 188

3.4.1.2.4 Financial EXPertiSe.......cccviveriierieiiiieieeieseesin e seeseenens 188

34.1.2.5 TENUIE .ot 188

3.4.1.2.6 Multiple DireCtorships ........cccoceveiirinieninienenese e 189

3.4. 1.3 AUt COMIMITIEE ..o 189

3.4.1.4 AUdItor QUAITLY .......ccveiiiieiir e 189

3.4.1.4.1 Auditor INdepPendenCY .........cccevvevieiieieeiie e e 189

3.4.1.4.2 Brand NAME .......cooiiiiiiiiieee e 190

3.4.1.5 Company ALIDULES..........cviiiiiee e 190

3.4.1.5.1 COMPANY SIZE ..c.viiviiiiiiieieieiesee e 191

3.4.1.5.2 Debt CONLIACE.......cocirieieiriiiieieee e 191

3.4.2 Measurements of Accounting ConServatiSm.........cccevvvevieiieesiiesieesie e 191
3.4.2.1 Accrual-Based Conservatism (ACCR).......cccovevieiiieiiie e 192

3.5 Chapter SUMIMAIY .......ooveiiiiiiieieieie ettt 193
CHAPTER FOUR:ANALYSIS AND FINDINGS.........cooiiieeeeeeee s 195
4.0 INEFOAUCTION ...ttt 195
4.1 RegressSion ASSUMPLIONS .......ueiveteiierireieseesieeieseesieeaeseesseaseessaessaeseessaesseseesseesees 195



4.1.1 OULHErS DEECTING.......ieieirieiieie ettt 196

4.1.2 NOIMAITY ..ottt 197
G T I - V] Y S SS USSP 199
4.1.4 MURICOIINEANIEY ....veeieeie et 200
4.1.5 AULOCOITEIALION.......coiiiiieiiie e 203
4.1.6 HEteroSCEUASTICITY ......c.eeeeieieieiie st 204
4.2 DESCIIPLIVE STALISTICS. .. ..euiivieiieieiesieste et 205
4.3 Correlation ANAIYSIS .........ooiiiee e 212
4.4 Multiple Regression ANAIYSIS ........cccueiieieiieeie e 213
4.5 HYPOhESES TESHING .....eeivieiiiiiicie ettt sttt e nas 216
4.5.1 Ownership Structure and Accounting Conservatism ...........cccccccevererenennenn 218
4.5.2 Board Characteristics and Accounting ConservatiSm..........ccccceceverereriennenn 220
4.5.3 Audit Committee and Accounting CONSErvatiSM..........ccccvvverererenenienenienns 224
4.5.4 Auditor Quality and Accounting ConservatiSm ...........cccccveveiveeveerieieeseennens 224
4.5.5 Company Attributes and Accounting Conservatism...........cccccevveviveeieevinenn, 226
4.6 Summary of Hypotheses TeSTING ....cccvveiieiiieiii e 229
4.7 RODUSINESS TSES ....vevitiitiitieiieiie ettt sttt ettt nb e bbb 230
4.7.1 Institutional Ownership Measured Using Binary Variables.............c..cc.o...... 231
4.7.2 Managerial Ownership Measured Using Binary Variables..............c.cccccvenie 234
4.7.3 Board Independence Measured Using Binary Variables ............cccccoovninnne 236

XV



4.7.4 Board Size Measured Using Binary Variables...........ccccoovviiiiiiniinnnn 237

4.7.5 Company Size Measured Using Binary Variables...........c.ccoooiiniiinnnnnn 239
4.7.6 Debt Contract Measured Using Binary Variables............ccccccoovvveiiiiciienns 240

4.8 Chapter SUMMAIY .......ccoiiieiieie ettt ta et esre e e sneees 242
CHAPTER FIVE:DISCUSSION AND CONCLUSION.........ccociiiiiiieiieceeniieeins 243
5.0 INEFOAUCTION .....viticiiecee bbb 243
5.1 OVerview Of the StUY ........ccviiiiicce e 243
5.2 Discussions Of HYPOLNESES ........ccveiuiiiiiieiece et 245
5.2.1 OWNEISNIP STIUCTUIE .....cuviiitiitiitisiiee et 246
5.2.1.1 Institutional OWNEISNIP ......cooviiiiiiiiieiceee e 246

5.2.1.2 FOreign OWNEISNIP .....cviiieiiciecie sttt 246

5.2.1.3 Family OWNErShIpP ...c..ccvviieiieieciece e 248

5.2.1.4 Managerial OWNErSNIP ........cccceiieiieeieiie s 249

5.2.2 Board CharaCteriStiCS .........cceiiriiiiiiieieie et 250
5.2.2.1 INDEPENABNCE ...ttt 250

5.2.2.2 SIZB oottt et re e 251

5.2.2.3 CEO DUANILY ....cueeiiiiiieie e e 252

5.2.2.4 Board Financial Expertise, Tenure and Multiple Directorships......... 253

5.2.3 AUt COMMITEEE ... 254
5.2.4 Auditor QUANITY.......cceeieeie e e 254



5.2.4.1 Auditor INAePeNENCE. .......ccveieieieieiee e 254

5.2.4.2 Auditor Brand NAmME ........cccoveiiiiiiiiicee e 255

5.2.5 Company AIDULES ......ccveiiviieiiece e 256
5.2.5.1 COMPANY SIZE....oiivieiiieieiie it ee e ee et sre e re e e 256

5.2.5.2 DEBt CONLIACT......cveueiviieiieisiciee s 256

5.3 Implications of the STUAY .........ccoiiiiii e 257
5.4 Limitations Of thisS STUAY..........coviiiiiiiiiei e 263
5.5 Suggestions for FUture RESEAICN ..........ccooeiiiiiiiiiieee e 265
5.6 CONCIUSION ...ttt bbb 267
REFERENQCES ...t 268
APPENDICES ...ttt ettt neas 330

XVii



Table

2.1

2.2

2.3

2.4

2.5

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

411

412

LIST OF TABLES

Summary of Major Previous Studies that Examining Ownership
Strictures and Accounting Conservatism

Summary of Major Previous Studies that Examining Board
Characteristics and Accounting Conservatism

Summary of Major Previous Studies that Examining Audit
Committee and Accounting Conservatism

Summary of Major Previous Studies that Examining Auditor
Quality and Accounting Conservatism

Summary of Major Previous Studies that Examining Company
Attributes and Accounting Conservatism

Mahalanobis Distance Test and the Value of Cook's Distance
Normality Test

Pearson Correlation Coefficients

Testing for Multicollinearity

Autocorrelation Test

Descriptive statistics

Variables Description and Expected Direction for the research
Model

OLS Regression Result

Summary of Regression Analysis of Study Model
Results Summary of Hypothesis 1 to Hypothesis 5

Variables Description and Expected Direction for the research
Model

Multiple Regression Results: Institutional Ownership Measured
Using Binary Variables

xviii

Page

95

123

132

144

152

197
198
202
203
204
211

214

217

227

229

231

233



4.13

4.14

4.15

4.16

4.17

Multiple Regression Results: Managerial Ownership Measured
Using Binary Variables

Multiple Regression Results: Board Independence Measured
Using Binary Variables

Multiple Regression Results: Board Size Measured Using Binary
Variables

Multiple Regression Results: Company Size Measured Using
Binary Variables

Multiple Regression Results: Debt Contract Measured Using
Binary Variables

Xix

235

236

238

239

241



LIST OF FIGURES

Figure Page
3.1 Framework of the study 160
4.1 Histogram 199
4.2 Normal P-P Plot of Regression Stand (DV: Accrual) 200
4.3 Scatter Plot (DV: Accrual) 205

XX



LIST OF ABBREVIATIONS

AC Audit Committee

ASE Amman Stock Exchange

BCBS  Basle Committee on Banking Supervision
CEO Chief Executive Officer

IFRS International Financial Reporting Standards
JACPA Jordanian Association of Public Accountants
JSC Jordan Securities Commission

OECD  Organization for Economic Cooperation and Development
OLS Ordinary Least Square

PCAOB Public Company Accounting Oversight Board
SOX Sarbanes Oxley

VIF Variance Inflation Factors

XXi



LIST OF APPENDICES
Appendix Page

Appendix A Definitions for the Abbreviations of the Initial Model 331

XXii



CHAPTER ONE

INTRODUCTION

1.0 Background of Study

Accounting conservatism is considered as the most effective principle underpinning
accounting valuation and has a lengthy historical application to financial accounting
exceeding, five centuries (Basu, 1997; Sterling, 1970). Nonetheless, the concept of
conservatism faces significant criticism by academics, capital market regulators and
standards-setters. Critics such as LaFond and Watts (2008) argued that conservatism
leads to understate of net assets in the present period leading to overstate of earnings in
the future periods due to the understate of future expenses. Despite heavy criticism,
previous empirical studies reported that conservatism has increased during the past
decades (Givoly & Hay, 2002; Lobo & Zhou, 2006). This suggests critics may overlook
major benefits of conservatism. The lengthy persistence and resilience to criticism of
accounting conservatism are intriguing empirical impasses producing a number of

significant unanswered questions.

Previous studies have defined conservatism by the aphorism “anticipate no profit, but
anticipates all losses” (Watts, 2003a). Basu (1997) defined accounting conservatism as
earnings asymmetric timeliness that requires high level of verification for recognizing of
good news as an economic profit than recognizing bad news as an economic loss. Givoly
and Hayn (2000) defined accounting conservatism as a choice between the principles of

accounting that lead to decrease the cumulative earnings by slower recognition of
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Definitions for the Abbreviations of the Initial Model

Symbol Variables Description and Predicted Relevant
Measurement Direction  Hypotheses
Dependent Variable
ACCR Accounting ACCR= [(income +depreciation
Conservatism expenses— operating cash
flows)] ~Total assets.
ACCR = (Accruals / 3 years) X
(-1).
Symbol Variables Description and Predicted Relevant
Measurement Direction  Hypotheses
Ownership
Structure
OWINST Institutional Institutional ownership + Hla
Ownership measured as ratio, “by dividing
the number of shares held by
the institutions to the total
number of firm's shares.
OWFOREI Foreign Ownership Foreign ownership measured as  + Hib
the percentage of shares held by
foreigners to total number of
firm's shares.
OWFAM Family Ownership Family ownership measured as  + Hic
the percentage of shares held by
families to total number of
firm's shares.
OWMAN Managerial Managerial ownership _ Hid
Ownership calculated as the percentage of
shares held by directors on the
board to the total number of
firm's shares.
BIND Independence Board independence measured
proportion  of independent + H2a
directors to total directors on
board.
BSIZ Size Board size is the natural + H2b
logarithm of total number of
board members.
BCEO CEO Duality Dummy wvariable = 1 if + H2c
CEO/Chairman roles combine;0
if separate.
BFIX Financial Expertise Percentage of board members + H2d
with financial expertise to total
directors on board.
BTEN Tenure Average years the independent + H2e

directors served on the firm’s
board.
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Symbol Variables Description and Predicted Relevant
Measurement Direction  Hypotheses
BMULT Multiple Percentage of board members + H2f
Directorships with more than two outside
directorships to total directors
on board.
Audit Committee Dummy variable = 1 if + H3
company has audit committee
and 0 otherwise.
ACIND Audit committee The proportion of independent
independence members in the audit committee
ACFE Financial expertise The total number of audit
committee  Members  with
financial expertise divided by
the total number of audit
committee members.
ACD Diligence Diligence, awarding a score of
1 if the audit committee meets
at least four times or more in
financial year; and 0 otherwise
Auditor Quality
AUIND Independence Measured by non-audit fee/total + H4a
fee ratio.
AUBRAN Brand Name Dummy variable = 1 if the + H4b
external auditor engaged by Big
4 firm, and 0 otherwise.
Company Attributes
CSIZE Size Company size measured by log + H5a
of total assets.
CDEBT Debt Contract Noncurrent liabilities/total  + H5b
assets.
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