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Abstract

Majority of Indonesian companies are family firms. Previous studies report that
family firms have type Il agency problem. Conservatism, as one proxy of
financial reporting quality, facilitates the efficiency of the principal-agent
contract. This study aims to examine the relationship of ownership structure and
accounting conservatism. In this study, the population is all companies in
manufacturing sector and listed on the Indonesia Stock Exchange (BEI) period
2011 - 2013. Analysis of data uses panel data and the best model is showed by
fixed effect regression, rather than random effect and ordinary least square. The
results of this study show that (1) there is a positive relationship between the
largest shareholder or controlling shareholder and accounting conservatism; (2)
there is a positive relationship between the family as the largest shareholder as
well as the controlling shareholder and accounting conservatism; (3) there was no
correlation between non-family as the largest shareholder and accounting
conservatism, but there is a negative relationship when nonfamily become the
controlling shareholder and accounting conservatism; (4) other blockholder
presence was not related significantly to reduce the largest shareholder
preferences regarding accounting conservatism on the whole sample or sub-
sample of non-family, but there is a negative relationship in the sub-sample when
the family became the largest shareholder.

Keywords: family ownership, non - family ownership, controlling shareholder,
blockholder, accounting conservatism, agency theory

1. Introduction

Conservatism is one important characteristic of accounting information in
more than 500 years (Basu, 1997). Conservatism is an attempt to choose
accounting methods that will generate revenue recognition as slowly as possible,
expenses are recognized as soon as possible, a lower valuation of the assets and
higher liabilities valuation (Wolk and Tearney, 1997). By adopting this principle,
overstated income/assets or understated expenses/liabilities can be avoided.

Accounting conservatism can be used as a tool to reduce information
asymmetry between managers and owners of the company, thus it reduce agency
costs. Conservative financial information provides better protection for
shareholders and corporate value (Lafond & Rowchowdhury, 2008).

Conservatism as a facility that can improve the efficiency of the contract

between the principal - agent, highly influenced by whom and how many the
owner (principal) of the the company. Several studies have been conducted to
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examine the relationship between ownership and accounting conservatism.
Lafond and Roychowdhury (2008) as well as the Cullinan, Wang, Zhang (2012)
found an relationship between ownership structure and accounting conservatism.

Most companies in Indonesia is dominated by family (Arifin, 2003).
Claessens et al. (1999) mentions in his study based on data from 1996, the
company listed in Indonesia Stock Exchange controlled by a family with a
percentage of 71.5%. Family firms also have severe agency problems so that
interesting to be researched. Arifin (2003) explains that the agency problem in the
company of family ownership is lower than the agency problem in the company
controlled by the public or company that does not have a controlling shareholder.
It supported by Ali et al. (2007) that suggested the companies controlled by non
family suffered more severe agency problem than the companies controlled by the
family. The difference of agency problems in the two types of ownership would
affect the application of accounting conservatism in the company.

Therefore, this study examines the relationship family and non-family
ownership to the level of accounting conservatism in the manufacturing industry
sector company in Indonesia. This study also examine whether shareholding
above a certain percentage threshold may influence the level of accounting
conservatism. In addition, this study also aimed to find out whether the presence
of the other majority shareholder (blockholder) may affect relationship between
the largest shareholder and accounting conservatism.

2. Literature Review and Hypothesis Development

2.1. Largest Shareholder and Accounting Conservatism

Company operation will be strongly influenced by the largest shareholder
(whether it family or non-family) and its position against the other shareholders.
The larger shareholder ownership in the firm, the greater the influence held by
such shareholder. Significant influence gives the ability to shareholders to elect
the board the directors he wants because the directors are representation of
shareholders in the firm. The shareholders will have capacity and incentive to
influence the composition of management and have a direct effect on the
promotion and dismissal of manager. Thus, the management will easily follow the
instructions of the largest shareholders (whether it family or non-family) to get
higher compensation. Higher percentage ownership of the largest shareholder will
make it easier to perform actions that only benefit themselves, thus there is high
probability that the prefereed action against the interests of minority shareholders.
This leads to the expropriation (Claessens and Djankov, 1999). To prevent
outsiders realize and find expropriation actions undertaken by the largest
shareholders together with management, the largest shareholder may encourage
managers to present a more favorable financial reports that the financial
statements are more quickly in recognizing profits than losses. Actions like-this is
what causes the level of accounting conservatism decreases as described in the the
following hypothesis:

H1: Accounting conservatism is negatively associated with ownership of the
largest shareholder.



H1la: Accounting conservatism is negatively associated with ownership of
family as the largest shareholder.

H1la: Accounting conservatism is negatively associatied with ownership of
non-family as the largest shareholder.

2.2. Controlling Shareholder and Accounting Conservatism
Some large shareholders may have sufficient shares to effectively exercise
control over the firm. Shareholders do not necessarily have a majority of company
shares to effectively exercise control. The owner of less than 50% of the voting
rights can take control if they are the single largest shareholder and other
shareholders are much smaller. Cao, Li, and Sun (2005) points out the difference
between control right and ownership; they argued that large shareholders may
have the control right over their cash flow rights when the proportion of their
ownership exceeds a certain threshold. LaPorta et al. (1999) noted that owns 10%
of the voting rights may provide the owner with "a significant threshold of votes"
(LaPorta et al., 1999, p.475), Hughes (2005) showed that the controlling
shareholders (family or non-family) can affect corporate operational objectives,
strategies and behavior management. Controlling shareholders (both family and
non-family) have the ability to influence the reporting process and potentially use
accounting information to seek personal benefit. If the firm has controlling
shareholder, it will negatively relates as described in the following hypothesis:
H2: Accounting conservatism is negatively associated with the existence of
controlling shareholders.
H2a: Accounting conservatism is negatively associated with the existence of
the family as controlling shareholders.
H2b: Accounting conservatism is negatively associated with the existence of
non-family as controlling shareholders.

2.3. Blockholder and Accounting Conservatism

Expropriation conducted by shareholders who have control rights (whether
it family or non-family) would lead to increased agency costs arising from agency
problems of type 2. Minority shareholders will spend more monitoring cost. If
there are others large shareholders, they are able to offset the single largest
shareholder control to reduce agency costs and protect the value of firm. They
have incentive and ability to monitor the behavior of management because they
have a material investment in the firm. Large shareholders have a greater
incentive that can not easily get out of the company if the company suffered
losses. When large shareholders sell their shares, the company's stock price will
fall due to the large number of shares to be sold. The presence of other
blockholders can effectively limit the ability of largest shareholders to have too
much influence, control the firm and transfer of resources from the firm to him.

This condition develops the following hypothesis:

H3: The existence of other blockholder will reduce the negative relationship
between ownership percentage of the largest shareholder and
accounting conservatism.

H3a: The existence of other blockholder in firm where family as the largest
shareholder will reduce the negative relationship between ownership
percentage of the largest shareholder and accounting conservatism.



H3b: The existence of other blockholder in firm where non family as the
largest shareholder will reduce the negative relationship between
ownership percentage of the largest shareholder and accounting
conservatism.

3. Research Design

To examine the relationship between ownership structure and accounting
conservatism, we use a sample of manufacturing sector companies listed in
Indonesia Stock Exchange. Data were gathered from the period 2011 - 2013. The
following criteria are used to select the sample. First, the company has been listed
on at least 1 year prior the study period. Second, the company has a complete set
of financial statements during the period of study. Third, its financial statement
has year ended on December 31. Fourth, its financial statements denominated in
rupiahs. The data sources are from companies’ financial statements, annual report,
Fact Book and Indonesian Corporate Market Directory (ICMD).

3.1. Measuring Accounting Conservatism
We use the following spesification of earning - return reverse regression
model as the proxy for accounting conservatism (Basu, 1997):

NI“I{ = a'o + BIDRi,[ + BZRI,( + ﬁ3Rf,l * DRI.[

where Nl represents average earnings per share of firm i in period t-1 and period
t divided by the average price per share of firm i in period t-1 and period t. Ry is
the buy and hold return from the beginning of fourth month in fiscal year t to the
end of the third month in the next year and cumulated over the period t - 1 to t;
DRi;: is an indicator variable equal to one if Ri: is negative. In the model, B2
represents the extent to which the annual earnings reflect “good news", and (B1 +
B3) the extent to which the annual earnings reflect "bad news". The coefficient of
interactive term, Pz measures the timing asymmetry associates with the
recognition of "good news"and "bad news" in the reporting earning. Bz thus
measures accounting conservatism.

3.2. Proxies for explanatory variables

Ownership concentration degree (OWNCON) is the principal variable
used to assess H1. OWNCON is the mean percentage of the shares held by the
largest single shareholder from t - 1 to t. The larger the number of shares held by
the largest shareholder, the more likely the shareholder can exercise influence
over the organization.The largest would then have the ability to induce
management to serve the largest shareholders’ interests, potentially to the
disadvantage of smaller shareholders. H1 predicts a negative relationship between
OWNCON and accounting conservatism.

CONTROL is a series of binary variables developed from the percentage
of shares owned by the largest shareholder. Based on differing perspectives in the
literature, we use various measures of what percentage ownership might constitute
control. Consistent with LaPorta et al. (1999), we consider 20%, 30%, and 50%
minimum thresholds for the percentage of ownership that would give the
shareholder control. We also test a 75% share ownership threshold to define



control. If the percentage ownership of the largest shareholder exceeds the
threshold, the CONTROL variable is coded as 1. If the percentage of share held
by the largest shareholder is below the threshold, CONTROL is coded as 0. We
use the CONTROL variable to test H2.

Ownership constraints (BLOCK) are used to test H3. It is a dummy
variable based on the total percentage of shares held by the second to the fifth
largest shareholders. If the percentage of shares held by the second to the fifth
largest shareholders exceeds the percentage of shares held by the first largest
shareholder, the BLOCK is set to 1, and otherwise is 0.

3.3. Control variables

To ensure our results are reliable and avoid the potential bias associated
with omitted variables, we measure and include in our models three control
variables: (1) financial leverage, (2) firm size and (3) market - to - book ratio.
Financial leverage (FINLEV) is defined as the mean value of total liabilities
divided by total assets. Firm size (LnSize) is defined as the mean natural
logarithm of the book value of total assets in the firm from period t-1 to t. Market-
to-book ratio (MBV) is defined as the market capitalization divided by book value
of equity.
3.4. Estimation Techniques

In this study, the researchers first looked which best estimation technique
(Ordinary Least Square / Fixed Effect Model / Random Effect Model) to perform
multiple linear regression analysis. The first phase which compare models
ordinary least square (OLS) with a fixed effect model (FEM).

Ho: fixed effect model is similar with the pooled OLS model
Ha: fixed effect model is better than the pooled OLS models

Ghozali (2013) stated that if the value of F is significant, the fixed effect model is
better than the pooled OLS models, or in other words the fixed effect model
provides significant value added compared to the pooled OLS.

Ghozali (2013) states that we can choose between Fixed Effect Model
(FEM) and Random Effects Model (REM) with the Hausman test (1978). The null
hypothesis of Hausman test is that the estimator FEM and REM does not differ
significantly. Hausman test statistic using distribution Chi-square. If the null
hypothesis is rejected, REM models may produce biased estimator that violate the
assumption of Gauss-Markov, therefore FEM models is more appropriate.

Based on the likelihood ratio test and Hausman test that have been done on
the regression model hypothesis 1, hypothesis 2, hypothesis 3 can be concluded
that the recommended estimation technique is the fixed effect model (FEM). Thus
the regression analysis on each hypothesis will be done using a fixed effect model
and discussion of the results in the next section will be based on the results of the
regression using a fixed effect model.

3.4. Empirical Model

This model to test the hypothesis 1.

NIi = po + BiDRi + B2Ri + B3(Ri x DR;j) + paOWNCON; + Bs(OWNCON; x Rj) +
Bs(OWNCON; x DR;) + B7(OWNCON; x Ri x DR;) + BsFINLEV; +
Bo(FINLEV; x Ri) + Bo(FINLEVi x DRi) + Bua(FINLEV; x R; x DRj) +
BizLnAsseti + Bis(LnAsseti x Ri) + Bia(LnAsseti X DR;) + Bis(LnAsset; x R;



X DRj) + B1sMBV; + B17(MBV;i X Ri) + B1s(MBV;i x DR;) + B1o(MBV; X R; X

DRi) + &
where Nli; represents average earnings per share of firm i in period t-1 and period
t divided by the average price per share of firm i in period t-1 and period t. Riy is
the buy and hold return from the beginning of fourth month in fiscal year t to the
end of the third month in the next year and cumulated over the period t-1 to t;
DRi+ is an indicator variable equal to one if Rj: is negative. OWNCON; is the
mean percentage of the shares held by the largest single shareholder from t-1 to t
(when we test hypothesis 1a, we used OWNCONFAM; variable and
OWNCONNONFAM; when we test hypothesis 1b). FINLEV; represents the
average debt-to-asset ratio from period t-1 to t; LnAsset; is the natural logarithm
of the average total assets as the proxy for firm size from period t-1 to t; and
MBVi is the average Market to Book Value of Equity from period t-1 to t.

This model to test the hypothesis 2:

NIi = o+ B1DR; + B2Ri + B3(Ri x DR;j) + BaCONTROL; + ps (CONTROL; x Rj) +
Bs (CONTROL; x DRj) + p7 (CONTROL; x Ri x DR;) + PsFINLEV; +
Bo(FINLEVi x Ri) + Bwo(FINLEV; x DR;) + pu(FINLEV; x Ri x DR;) +
BizLnAsseti + Bis(LnAsseti x Ri) + Bia(LnAsseti X DR;) + Bis(LnAsseti x R;
x DRi) + p1isMBV; + p17(MBVi X Rj) + B1s(MBVi X DRj) + B1os(MBVi x R; x
DRi) + &

where CONTROL,; is a series of binary variables developed from the percentage

of shares owned by the largest shareholder. If the percentage ownership of the

largest shareholder exceeds the threshold (20%, 30%, 50%, 75%), CONTROL, is
coded as 1. If the percentage of share held by the largest shareholder is below the
threshold, CONTROL, is coded as 0. When we test hypothesis 1a, we used

CONTROLFAM:; variable and CONTROLNONFAM; when we test hypothesis

1b.

This model to test the hypothesis 3:

NIi = po + B:DRi + B2Ri + B3(Ri X DR;) + BsOWNCON; + ps(OWNCON; x Rj) +
Bs(OWNCON; x DRj) + B7(OWNCON; x Ri x DRj) + psBLOCK; +
Bo(BLOCK; x Rj) + Bo(BLOCK; x DRj) + p11(BLOCK; x Ri x DR;) +
B12(OWNCON; x BLOCK;) + P13(OWNCON; x BLOCK; x Rj) +
B14(OWNCON; x BLOCK; x DR;) + p1s(OWNCON; x BLOCK; x Ri x DR))
+B1sFINLEV; + B17(FINLEV; x R;) + B1s(FINLEVi x DR;) + B1o(FINLEV; x
Ri x DRj) + PaoLnAsseti + Bar(LnAsseti x Rj) + P2z(LnAsseti x DRj) +
B2s(LnAsseti x Rj x DRj) + p2sMBV; + B2s(MBVi x Rj) + p2s(MBV; x DR;)
+ B27(MBV;i x Ri x DR)) + &;

Where BLOCK; is a dummy variable, if the percentage of shares held by the

second to the fifth largest shareholders exceeds the percentage of shares held by

the first largest shareholder, the BLOCK; is set to 1, otherwise BLOCK; is coded

as 0.

4. Empirical Analysis
4.1. Largest Shareholders and Accounting Conservatism
The result of hypothesis 1 regression test is presented on table 1.



Table 1.

Results of Hypothesis 1, 1a, and 1b

H1 Hla Hib
Sub Sample  Sub Sample Non

Variable All Sample Family Family

C 1.782261** 2.038236* 0.190845
DR; 0.144738 -2.601901* -1.088855

Ri -0.243916 -0.345945 -0.22871
Ri X DR 6.663038* -5.621458 -5.597588
OWNCON; -0.078751 0.226326 0.415808
OWNCON; x R; 0.113836 0.1037 0.343313
OWNCON; x DR; 0.901792** 2.517153** 0.653702
OWNCON; x Ri x DR; 4.809833** 13.01928*** -
FINLEV; -0.809129***  -1.048643*** 0.062883
FINLEV; X R; 0.784339*** 0.932396** 0.304811
FINLEVi x DR; 0.83645*** 1.105277*** 1.018368
FINLEVi X Ri X DR;j 10.07848*** 11.54755*** 9.750148
LNASSET; -0.385184 -0.475263 -0.166724
LNASSET; x R; -0.094802 -0.103493 -0.022258
LNASSET; x DR -0.257919 0.04952 0.041764
LNASSET; x Ri x DR;j -4.114143%** -3.283377** -

MBV; 0.000501 -0.00271 0.018575

MBVi x Ri 0.000844 0.005 -0.03721
MBV; x DR; -0.130388 -0.017789 -0.160999
MBV; x Ri x DR; -0.578466 0.433237 -0.512051

***sig at level 1%

**sig at level 5%

*sig at level 10%

Source : EViews 8, diolah

The first hypothesis testing conducted by analyzing the sign and
significance of the coefficients OWNCON; * Ri * DR;. This variable is a variable
that shows the relationship of ownership concentration and the level of
conservatism. Hypotheses 1 predicted that the coefficient of OWNCON; * R; *
DR; is negative. This means that the larger concentration of ownership of the
largest shareholder, the level of accounting conservatism applied by the company
will be smaller. However, the table 1 shows that this variable has a positive
significant coefficient. In other words, the higher concentration of ownership, the
higher level of accounting conservatism applied. Thus, the first hypothesis which
states that accounting conservatism negatively related to the largest shareholder
rejected because the results of hypothesis testing 1 shows that accounting
conservatism is positively related to largest shareholder.

Hypothesis testing of la is conducted by analyzing the sign and
significance of the coefficients OWNCONFAM; * R; * DR;i. This variable is a
variable that shows association of family as the largest shareholder of a company
and the level of accounting conservatism. According to Hla, the coefficient
OWNCONFAM; * R; * DR; is expected a negative coefficient. This means that
the larger ownership percentage of the family as largest shareholder, the level of



accounting conservatism applied by the company will be smaller. However, the
table 1 shows that this variable has a positive significant coefficient, which is the
opposite of expectations. In other words, the higher ownership percentage of the
family as the largest shareholder, the higher level of accounting conservatism
applied. Thus, hypothesis 1a is rejected.

Hypothesis testing 1b is conducted by analyzing the sign and significance
of the coefficients OWNCONNONFAM; * R; * DR;. This coefficient shows
relationship of non-family as largest shareholder of the company and the level of
conservatism. The expectation of H1lb is negative coeeficient of
OWNCONNONFAM; * Ri * DR;. However, this variable is excluded by software
data processing program because variable OWNCONNONFAM; * R; * DR; has
many value 0, i.e. 84.21% of total sub-sample non-family. Thus, majority
companies that have non-family as the largest shareholder show positive return, so
that the value of DR; variable is 0. When the excluded variables are analyzed
further, the coefficient of OWNCONNONFAM; * R; * DR; is not significant with
p-value 0.678. Therefore, hypothesis 1b which states that accounting conservatism
negatively related to non-family as the largest shareholder rejected.

4.2. Controlling Shareholders and Accounting Conservatism
The hypothesis 2 is examined under 3 level of ownership of controlling,
i.e. 20%, 30%, 50%.

Table 2. Results of Hypothesis 2 with threshold 20%, 30%, and 50%

H2
Variable 20% 30% 50%
C 1.42873* 1.651075** 1.602956**
DRi 0.788538 0.571817 0.422315
Ri -0.10309 0.073031 -0.121994
Ri X DR;j 11.25176 6.674867 8.647543***
CONTROL; 0.215214 0.321058** 0.014711
CONTROL; X R; -0.053092 -0.185128 0.119715
CONTROL; x DR; -0.054213 0.05919 0.67562***
CONTROLi x Ri x DR;j -0.942818 2.117887* 3.41518***
FINLEV; -0.756334***  -0.710586***  -0.758668***
FINLEV; X R; 0.749745** 0.85708*** 0.768766***
FINLEV; x DR; 0.642494*** 0.637337***  1.001583***
FINLEV; X Ri X DR; 8.754643*** 8.553195*** 11.42813***
LNASSET; -0.355252 -0.450039* -0.356503
LNASSET; X R; -0.103763 -0.147651* -0.124226
LNASSET; x DR; -0.303609 -0.259143 -0.313575*
LNASSET; x Ri x DR; -4.531638***  -3.809403***  -4.642032***
MBV; -0.004021 -0.004534 0.004579
MBVi x R; 0.00672 0.007793 -0.003962
MBV;i x DR; -0.052255 -0.082702 -0.127097
MBV;i x Ri x DR 0.12626 -0.166497 -0.579575

***sig at level 1%



**sig at level 5%
*sig at level 10%
Source : EViews 8, diolah

After doing regression separately for each threshold, it was found that a
significant relationship between accounting conservatism and the existence of a
controlling shareholder occur at the level of 50%. Level of control 20% and 30%
showed no significant results, because the p-value is greater than 0.05. Additional
test is done on control level of 75%, but the results showed no significant
relationship at level 5%. The table 2 shows that the coefficients of variable
CONTROLS50; * Ri * DR; is positive, which is the opposite of the expected sign
on the hypothesis 2. Thus, hypothesis 2 is rejected.

The results of hypothesis 2a under 3 level of ownership, i.e 20%, 30%, and
50% are illustrated on Table 3.

Table 3. Results of Hypothesis 2a with threshold 20%, 30%, and 50%

H2a
Variable 20% 30% 50%
C 1.669959** 1.774562** 1.942277**
DR; 0.634206 0.536609 0.623336
Ri 0.064144 -0.019062 -0.057816
Ri x DR;j 6.897485* 7.10536* 8.057485**
CONTROLFAM; - 0.026995 -
CONTROLFAM,; x R; -0.252365 -0.190429 -0.135682
CONTROLFAM; x DR 0.089048 0.095231 0.046734
CONTROLFAMI X Ri x DR; 3.786086** 3.977765** 3.053582**
FINLEV; -0.94111*** -0.990988*** -0.971368***
FINLEV X R; 0.846224*** 0.863775*** 0.851586***
FINLEV x DR; 0.661211*** 0.695894*** 0.7%**
FINLEVi x Ri x DR; 8.8359*** 8.973751*** 8.983501***
LNASSET; -0.337545 -0.371133 -0.420606*
LNASSET; X R; -0.113596 -0.109757 -0.113252
LNASSET; x DR; -0.308852* -0.288823 -0.300871
LNASSET; X Ri x DR; -4,74951*** -4,933148*** -4.877685***
MBV; -0.00513 -0.004615 -0.004275
MBVi x Ri 0.008234 0.007502 0.007095
MBV; x DR; -0.018725 -0.006763 -0.022097
MBV; x Ri x DR; 0.575057 0.725534 0.5397

***sig at level 1%
**sig at level 5%
*sig at level 10%

The significant positive relationship between accounting conservatism and

the existence of the family as the controlling shareholder only occurs at the level
of control 30%. While for level of control 20% and 50%, it will display an error
message box with the inscription near singular matrix. Additional test was done
by ordinal regression, the regression still can be performed with one variable must
be removed from the model, i.e. CONTROLFAM, as shown on the table 3. After



this variable is removed (as recommended by the software SPSS), then we find
that the level ownership of 20% and 50% showed a significant positive
correlation. Additional test is done at the level of control 75%, but the results
showed no significant relationship at level significancy 5%. The table 3 shows
that the coefficients generated by variable CONTROLFAM30; * R; * DR; is
positive sign which is means the opposite of the expected sign on the hypothesis
2a. Thus, the hypothesis 2a which states that accounting conservatism negatively

related to the the existence of the family as the controlling shareholder rejected.
The results of hypothesis 2b regression, which is non-family become
controlling shareholders, at 3 level of ownership (20%, 30%, 50%) are shown on

table 4 below.

Table 4. Results of Hypothesis 2b with threshold 20%, 30%, and 50%

H2b
Variable 20% 30% 50%
C 1.705441** 1.62514** 1.942277**
DR; 0.50557 0.845781 0.67007
Ri -0.065175 0.065843 -0.193498
Ri x DR 8.961569*** 10.46182** 11.11107***
CONTROLNONFAM; 0.04981 0.001311 -
CONTROLNONFAM; X R; -0.078296 -0.125324 0.135682
CONTROLNONFAM; x DR -0.418555** -0.092028 -0.046734
CONTROLNONFAM:; x Ri x
DRi -3.734145*** -0.772126 -3.053582**
FINLEV; -0.874302*** -0.86196*** -0.971368***
FINLEV; X R; 0.79642*** 0.798705*** 0.851586***
FINLEV; x DR;j 1.19113*** 0.653425*** 0.7%**
FINLEV; x Ri x DR;j 12.86154*** 8.935012*** 8.983501***
LNASSET; -0.370498 -0.336928 -0.420606*
LNASSET; x Ri -0.121813 -0.157222* -0.113252
LNASSET; x DR; -0.231861 -0.325963 -0.300871
LNASSET; x Ri x DR;j -4.019075*%**  -4,545961***  -4.877685***
MBV; -0.001019 -0.001852 -0.004275
MBV;i x Ri 0.002852 0.00385 0.007095
MBV;i x DR; -0.099262 -0.074349 -0.022097
MBV; x Ri x DR; -0.290685 0.009292 0.5397

***sig at level 1%
**sig at level 5%
*sig at level 10%

After doing regression separately for each threshold, it is found a

significant positive relationship between accounting conservatism and the
existence of the non family as the controlling shareholder at the level of 20%.
While for control level of 30% showed no significant results. Further regression at
the level control 50%, it will display an error message box with the inscription
near singular matrix. Then, additional test was done by performing ordinary least

10



square, the result shows regression with one variable must be removed from the
mode, i.e. CONTROLNONFAM, as shown on the table 4. After this variable is
removed (as recommended by the software SPSS), then it was found that control
at the level of 50% showed a significant negative relationship to conservatism.
Further, additional test is done for the level of control 75%, and the result showed
a significant negative association. The table 4 shows that the coefficients
generated by variable CONTROLNONFAMZ20; * R; * DR;i is a negative sign,
which supports the hypothesis 2b. Thus, hypothesis 2b which states that
accounting conservatism negatively related to the the existence of non-family as
the controlling shareholder is accepted.

4.3. Blockholders and Accounting Conservatism

Regression results to test hypothesis 3, 3a, and 3b are shown on table 5.

Table 5. Results of Hypothesis 3, 3a, and 3b

H3 H3a H3b
Sub Sample Sub Sample
Variable All Sample Family Non Family
C 2.305796***  3.689513** 0.813567
DR; 1.357574* -0.943166 -0.733833
Ri -0.219979 -0.260359 -1.669583
Ri x DR; 13.77987*** -0.991625 -
OWNCON; -0.438136 -1.455886 -0.098088
OWNCON:; x R; 0.227235 0.230873 0.968546
OWNCON; x DR;j 0.271055 2.470069* 0.43428
OWNCON:; x Ri X DR 1.306823 18.70644** -
BLOCK; -0.619646 -2.192817* -
BLOCK:; x Ri 0.675283 0.40384 -0.001889
BLOCK; x DR;j 0.214782 2.255222 -0.174525
BLOCK; x Ri X DR; -0.443482 18.49903* -
OWNCON; x BLOCK; 1.033304 2.643695 -
OWNCON; x BLOCK; x R; -1.798418 -0.597927 0.504155
OWNCON; x BLOCK; x DR -2.04598 -3.392203** 0.011507
OWNCON; x BLOCK; x Ri x -
DRi -7.159938 25.55578*** -
FINLEV; -0.735087***  -0.812994** -0.022651
FINLEV; X R; 0.825396***  0.787521** 0.372279
FINLEV;i x DR; 1.006799***  1.359294*** -0.06972
FINLEVi x Ri x DR; 11.41324***  13.73036*** -
LNASSET; -0.475987**  -0.608135** -0.195279
LNASSET; x R; -0.130137 -0.12827 0.206186
LNASSET; x DR; -0.500172*** -0.489298 0.155428
LNASSET; x R X DR -5.605832***  6.633884*** -
MBVi 0.002616 0.001772 -0.013289
MBVi X Ri -0.001961 -0.000542 -0.029065

11



MBVi x DR; -0.127094 -0.037996 -0.115895
MBV;i X Ri X DR -0.593432 0.306375 -0.28076

***sig at level 1%

**sig at level 5%

*sig at level 10%
Source: EViews 8, diolah

For pool sample, the test result showed that the coefficient OWNCON; *
BLOCK; * R; * DR; is not significant at the level significance 5%. Therefore,
hypothesis 3 which states that the the existence of a large number of shareholders
other than the the largest shareholder (other blockholder) will reduce the negative
relationship largest shareholder and accounting conservatism is rejected.

For sample family control firms, the coefficient OWNCONFAM; *
BLOCK; * Ri * DR; is significant positive. Therefore, hypothesis 3a which states
that the the existence of a large number of shareholders other than largest
shareholder (blockholder) will reduce the negative relationship between largest
shareholder and accounting conservatism rejected because result of the hypothesis
3a testing shows that the existence of blockholder in the family control companies
will reduce the positive relationship between the largest shareholder and
accounting conservatism.

The variable OWNCONNONFAM; * BLOCK; * Ri * DR; in sample non-
family control company is excluded from the regression test by software, so that
the significance and the coefficients of these variables can not be known. The
reason is 96.49% of variable OWNCONNONFAM; * BLOCK; * Ri * DR; has
value 0. There are 84.21% of the total non-family control firms have a positive
return (so that DR; variable has 0 value) and also due to the second until the fifth
largest shareholder in 77% companies in this sub-sample can not exceed the
ownership of the largest shareholder, thus BLOCK variable has 0 value.
Therefore, hypothesis 3b is rejected.

5. Conclusion and Implication

In sum, the results of this study found that family firms applying higher
accounting conservatism than non-family companies. This result is consistent to
the allignment hypothesis for the adavantages of family control firms. As revealed
by Burkart et al. (2003) that there are three benefits of family ownership; which is
theory of potential guests, reputation theory, and the theory of expropriation. The
teory of potential guests stated that family company can provide non-economical
advantages without causing economic losses for the company. While the theory of
reputation suggests that family firms also have the determination to maintain the
quality of the company, because they want to keep goodwill in any situation.
Finally, the theory of expropriation predicts that the family shareholders will
monitor closely the company in order to prevent fraud by other shareholders. de
Vries (1993) adds that one of family company advantages is long-term
orientation. Sense of belonging which is due to a long-term orientation and
maintaining the reputation becomes a reason for family to apply higher level
accounting conservatism. Businesses that are being developed now is an
investment for the next generation, they manage their company to increase
investor confidence, create goodwill with good corporate governance. Therefore,
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a family control company manages existing business relaviley more prudently
(conservatively) that reflect in the financial information on financial statement,
comparing to non-family control company. Further, Demsetz and Lehn (1985)
revealed that the family has ability to do direct monitoring to managers thus
numbers reported in the financial reporting tend not to be manipulated by the
managerial opportunism. It is also confirmed by Ali et al. (2007).

A different phenomenon occurs in non-family companies. The results of
this study generally found that when the non-family become the controlling
shareholder there is tendency financial information less conservative than family
control company. Sense of belonging can be a factor which is fundamental in this
regard. Nonfamily parties tend have short-term oriented to maximize its
prosperity while controlling a company. They can exit at any time without
thinking of firm' going concern (Nordberg, 2010). So that the entrenchment
motive, as stated by Ali et al. (2007), on non-family companies led to financial
reporting which applies a low level accounting conservatism.

The result of this study suggests that the concentration of ownership, as
found in many Indonesia companies, increase the monitoring of company
operation, so it makes company more prudent. This occurs in all Indonesian
manufacturing companies and also in family control firms, but not in non-family
control firms. To realize the positive effects on company operation, major
shareholders should have level of control at between 50%-75%. However, lower
level of control for family shareholders need to influence the information in
financial statement more conservative. On the other hand, higher control by non -
family shareholder company has, less conservative financial reporting company
disclose. The existence other block holder in a company counter the positive
impact family control to conservatism. It does not affect in non-family control
firms. In sum, this result provides evidence that family control firms tends to have
higher quality of financial reporting in term of conservatism. This results counter
the general knowledge that family control firm relates to low quality firms.

This sample of this study include manufacturing sector companies only, thus
future research should add other sector companies in order to increase
generalization of this result. Quality of financial reporting is multi dimension. In
this study the financial reporting quality is measured by one proxy, i.e.
conservatism. Therefore future study may use other proxies to measure it.
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