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The Factors Affected on the Level of Accounting Conservatism
In Financial Reports for Saudi Insurance Firms

Hemeda Mohammed Abd elmageed

Abstract

This study aims to measure the level of accounting conservatism and the
factors affected on this level in the annual financial reports for KSA listed
insurance firms during period from 2008 to 2012. The factors investigated were
firm size, firm debt, firm ownership and firm age. The asymmetric timeliness of
earnings response to bad news and good news suggested by Basu (1997) is used
to measure the level of accounting conservatism and the factors affected on it.

The study found that the level of accounting conservatism in financial
reports for KSA listed insurance firms is low. Also, this level of accounting
conservatism positively relates to firm size and firm ownership and negatively
relates to firm debt and firm age.

Based on this result, I suggest that the oversight and control parties for
insurance firms in KSA should obligate these firms to adopt a higher level of
accounting conservatism during prepare its financial reports to increase the
protection of huge funds accumulated by these firms.

Key words: Conservatism, insurance firms, [FRSs, asymmetric timeliness.
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R* | Adjusted R* | Std. Error of the Estimate T ANOVA Sig
158 .140 059425 8.577 .000
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Xit/Pit-l =qayt+ alDRit + BORit + BIDRit*Rit CJ}A—J\ Q\c.b.a;;\ i

Firm Size N R* | Adjusted R F Sig.
Big Firms 65 | .189 150 4.754 .005
Small Firms 76 | .118 .081 3.210 028
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Coefficient t Sig. Coefficient t Sig.
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Xio/Pie1 = g + DRy + BoRig + BIDR* Ry 173 5ad) Clelian)
Firm Size N R* | Adjusted R F Sig.
High Firms 54 .148 097 2.897 .044
Low Firms 87 154 123 5.017 .003
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1S58 A e el e (Xi/Picr) LY sial sy Jilas il Lo

High Firms Low Firms
Coefficient t Sig. Coefficient t Sig.
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By 181 2.552 014 117 2.881 .005
BotP1/Po |2.023 2.635
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Xit/Pit-l =qayt+ alDRit + BORit + BlDRit*Rit CJ}A—J\ Q\cl...a;;\ i

Firm Ownership N R’ Adjﬁgted F Sig.
Higher institutional Ownership Firms | 103 | .182 157 7.323 | .000
Lower institutional Ownership Firms 38 ] .136 .060 1.781 ] .169
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BotP1/Bo |2.118 1.894
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Xit/Pit-l =qayt+ alDRit + BORit + BlDRit*Rit CJ}A—J\ Q\cl...a;;\ i

Firm Age N R’ Adjusted R F Sig.
Long Age Firms 44 .024 -.049 332 .802
Short Age Firms 97 148 .148 6.550 .000

Al )l AL 3 claaliall a2 S ¥r e aly o chasagl) el e caalial) anis ve (Y
3aali o £Y dm adiall Aol el Al 3 claaliall sae 5 (Y4, YY) Baalia 49 dadi
g prall il g AMad) o3a 8 il (A8 s (358 aa sl Liad 5 . (7Y4,V9)

YIA



Laallie daaa ol . AUJAA — daa) a5 doudaal) dlaa

S e gl o (Xi/Pit) zLoY) sl JlasiVl dulas il Lo

High Firms Low Firms
Coefficient t Sig. Coefficient t Sig.
o .057 1.719 .093 .040 2.285 .025
o -.035 -.946 350 -.041 | -1.922 .058
Bo -.071 -.820 417 -137| -4.076 .000
By .067 731 469 .146 4.130 .000
BotP1/Po |2.930 3.179

sl Ll ALY sl delas 4y gine pde die i (1)) dsas o (<) el W
G ag ¢ 5anll Algha Sl Aunilly (Br) Al LS # LS Adlaal) Blasl) Jalaass (Bo)
Clalzal) S-S IS Lot el 80 (e g oot 138 8 ulaall Dot (g gle & gina 2o e AV
O g sl 13 (8 ool Bl (6 g Ay sine (Jixy Lae ¢ pand) B jnal IS AL dailly (g sins
AN e cpe Al BIS (g e e (By) delaad) (0 81 IS (By) daladd) IS a8 5 Ll L8

opadydtdish QS 8D (8 oulaall Biadl) (e (5 e 255 Gl Qi) e ey
GSHE N 8L ygina ey ) pas seadl 5 el CISHAN 8 Lginas ladi e IS 4 V) ¢ anl
dpuSe ABle Sy Amer cd Jiadl (a l) s s Gualadl () ) oy b . el Ay
A3 sl Ay yad) ASLeall b il S 3 jae 5 ool Jadal) (6 gse o
Cila gil) g giliil) g DAY LV

LS [ PR - N DN RV R R PN 5“3 [P NOAPER T [ W I PSP 1Y
lelle ) Sl U S s Lt gor a5 350 pas il A 535 B ) el Alaal) 6 (ualil
omlaall Lol (e (s giaall 138 e L jac

il o Claa s e 4l (e Las lis e Al 4 clia i Lo aal pandli (Sas
:&lﬂ\
P Al il VY

o el S AL Ay 6 sl Jadal (5 s (mledd) Y Al ) cilia
ASlos AS )i aaa g dall (e (5 sisall 138 G A 50 ABLe 555 A pral) A ) ASLadl)
A yee 5 A a0 4 e pe Ao A il Lay (S
Al Gluag VY

feh Le Apa il (S A8l ) e el
3o ol Baiatl) e e (o gial A graal) Ay el ASLaall & el S G5 35555 e —

S 3l o3 (sl daanidl) dadall ) se) dlas 3005 (o 3 Al Ly )l Slac)
@3 IS8 W3 ) pliall Gl el 8 andaall Laisil) g gl Gl pise gkt B g i —

leerdiive )l 28 iy g 8 028 AdlAS (s (aniay

AR



Laallie daaa ol . AUJAA — daa) a5 doudaal) dlaa

I Al @l A ol dasatl e J e (5 s 39 g Cpxal pall alaial 3 g pn
Lehnal yar ()50 50
3o Ay laall e slaall deeDall Al 5 anslaal) Jadnil) (s gise AU Ble) ya b5 un —
Al el alae)
tda i8a igay VLY
g s—asal (5 AV ol sall (e ddlal Sl 3 sl ek dpa il (K G e e sl
Yzl Jdats A Jie (Sl e by ) cpdill S8 8 aladl Laaanl
Laiat ) e Adbidd) o uladl Badal) o g a5 Al 50 s ¢ oalaad) Jaiail Gl daadii
B siall ALl ) (8 sslaal) Ldatll (5 gise Gl plise eling oyl 5
Lot W (o i o Gl 8 Al L)y ) iy Adlal) Al Cuendin) @ Gl
Al El iy dadiuly o sl 138 (a8 51 i) Calias o Jaiaad) ey ¢ oalaal
Al a)
el cdadd el S 55 slaall Jaiatl g e el e Allal Sl S LS
oSy 4 L ALl e S5l 5 Sl 8oyl pe s gusal) 13 A jlia g Al 0 ) lisg
Aad Jsal e a5 A gl By pall ASLeal B (o gl 3a A3 lae Al 50 6 )
Le®le Jsa il ol Ge 3 G gliad bl )il allad (e yael) dlligh | jual
o glaall 4 e Dall 4wl 5 oo ulad) agatl AR Al 0 Jio ¢ ornlaall Jaial (5 gisay
Al W) el 5l el i€y oLy V15 s Al Ly il sa gy o ) o)1 5 cAyladl
 ormlad) ZLady) Ll

raa) ) daild

thg ) g sal)

& Al S i) o salilly ouelaall Jiaill gealeadl slaidl YA L4k fae o pall
JAYY tga e ) e Lol g3 laall LA padll ag_..&\ G gm

2 sl sdad) Jagatl (5 e LS 5 daad pall Glad Dllad 520 Y)Y G55l aliia o LY
tua ua -8 e Ldsall g3l LA paall daabedl Gl pE e dgsnlad Al jo dlll)
AYY_oy

o Ak Al 5 iz L V) Gl 5o s el sl LY )Y Ll Ly deas eebis cea))
¥ alaa A ey dall Ay jal) Aadaiall L3 oM Lo el Aaal A ad) daaludl CilS S

NEEYV e a (Y 2

YV



Laallie daaa ol . AUJAA — daa) a5 doudaal) dlaa

Al A 5o tagdlall Ly lE B ga (st 8 slaall Badal) () Y)Y e Dle (aes
Y oaae YA alas DY) s el il o A Y1 ddal) dealud) deluall Gl ,a) e
AYY_$10 tha pa (AVEYY (i)

LSl aifble 5 Al el 8 ulsall Badaill (g e andi (@) YY) s 2o (aen
SPPIE: |/ POV I IOVt > VRCHYS [ PRI I ENEEOV CH IS g I W
YAEYOY tha a Y 230 LYY alas (DY) 4 sled)

Al 3,500 Gaoadl Bsw 8 ZLoY) sasas aladl Laiadll Y)Y Ldeas e o
iga ua (AVEYY jha) LVEE 2 YA aae cduel 5pads mlR) luf o
YTVAY

vie e Biaill g e 80 iy Gl 2 e 230 YT L e Gues 20l AL
LS Al aud L lall S LAl Ay sslind) ded e ALl ) slac)
JAYY_0YY tha e cf e VY alaa . Geed (e daals L3l

GlS,al Ao danln A 5 tdpulaad) Glagaal Baga okl Y)Y Ldasa G odea) (el
Yoae ) alaae cdpulsal) Ggadd YA & YY) e G Basand) Al
N VXY i a a () £YY)

daaluall SIS HAL Al @l dae) e oslsall Jadasll LY q L glabe deaa o g
YO Vi pa g ) e N alaa LY a slell Dy palf Aaad) Aindat A 3 3oy gad)

&b emladll Liadll clejlae o dgladl gleal) Ghlae il LYo s sl el g
B1aY) dgxa L daledl 5 0Y) Ay padll agud) Bsu o Gadailly el dagial S i
JAYY_oVY tha e € 22e 00 alaa LAl

Al 8 alad) Laiatll da o e S HA) A ael @ LYY Laa ) deal celldlae
Sl gy Ay la Al ) i ) JW (3 Alaaad) LN ) il Al
=) iga ga ) e 10 alae ued e daala LB oladl ALK Audad) sl L ksl
Y

Al sdl) (8 olaall Daeatll A p3 3ah ) (A el JLEYT 50 Y e Ll sl p) cane
Grds Lo graad) Dy pedl ASLaall 8 Lusslaall ok Jaad 5 e 4l 5 gail 5y siiall AL
Al AV A 38 sall ) €Y 3 ,AY) (salea 0 £) L JlacV1 5 1Y) A4S L0 g L

Gl el Laatl) 8 Y)Y AR daae il il Fiadl s s dsena o il
e e Anela LA GIS L LAy Dllal) Gpad) e A sl Bl (AL
Yo tha ga ) 2

ol jplee 8 oladd) Baadl) il gae HlEal s AW 50 Y04 Ldeas e Jul (e
Lualel) dnall 4 padd) da)ally Aaisal) @lSall 4D &8 2o o 4y padl
NE0-9) 1ha e ¢ 22 L Gead Cpe dxala L lanl)l K L5 il g olaidU

YWY



Laallie daaa ol . AUJAA — daa) a5 doudaal) dlaa

Gl e Aglae Al s olaall Laaaill 85 S5l Jal gl Y)Y Lo uly ol
IYYAY tha Ga Y 2 (sl g s pladl LA sl daalol)

Al L3l o laad Beadl BV Aldan Ao Y)Y olilae Ges llae e
g padd) AW G5V A sy Alaal daaliddl @lSGE)D e Gkl a1 sl
N ETA ta (e 20 dae Lo sadd daala o ladll S L Duale)) dlaldf

laall i glail alill ColS i Al pe alail pdadiilf ZaDU LY 0 v § L ga sl el 2 Aussge
(Sl YY) G sall) AYEYO Y)Y L0qN /Y By sl AL (T/p) ad Sl s sally

g peadll L) 5 ) s s alel) LD eael Duulaall gulea Yoo LA peadl LAY B ) s

Aae Al A 50 tAa il Ladas 8 sLinal) A8 JS claaae 1LY VY L e ccangy
NTUEYYO ta a2 ) 220 YA s L gildl] g LolaiBy] » slell Giie) drals

tAia¥) aal sl

Ball, R. A. Robin and J.S. Wu. 2003. Incentives versus standards: properties of
accounting income in four East Asian countries. Journal of Accounting and
Economics 36 (1-3): 235-270.

Ball, R., S.P. Kothari and V.V. Nikolaev. 2013. On estimating conditional
conservatism. The Accounting Review 88 (3): 755-787.

Ball, R., S.P. Kothari, and A. Robin. 2000. The effect of international institutional
factors on properties of accounting earnings. Journal of Accounting and
Economics 29 (1): 1-51.

Ball, R., S.P. Kothari, and V.V. Nikolaev. 2012. Econometrics of the Basu asymmetric
timeliness coefficient and accounting conservatism. Working Paper. The
University of Chicago.

Basu, S. 1997. The conservatism principle and the asymmetric timeliness of earnings.
Journal of Accounting and Economics 24 (1): 3-37.

Beaver, W.H. 1993. Conservatism. Working paper, Stanford University.

Beaver, W.H. and S.G. Ryan. 2005. Conditional and unconditional conservatism:
Concepts and modeling. Review of Accounting Studies 10 (2-3): 269-309.

Beaver, W.H., and S.G. Ryan. 2000. Biases and lags in book value and their effects on

the ability of the book-to—market ratio to predict book return on equity. Journal

of Accounting Research 38 (1): 127-148.

Belkaoui, A.R. 2004. Accounting Theory. 5th edition., Andover, Hampshire: Cengage
Learning (EMEA).

Bliss, J.H. 1924. Management Through Accounts. New York: The Ronald Press Co.

Bushman, R.M. and J.D. Piotroski. 2006. Financial reporting incentives for conservative
accounting: The influence of legal and political institutions. Journal of
Accounting and Economics 42 (1-2): 107-148.

Choi, W. 2007. Bank relationships and the value relevance of the income statement:
Evidence from income-statement conservatism. Journal of Business Finance &
Accounting 34 (7/8): 1051-1072.

YVYY



Laallie daaa ol . AUJAA — daa) a5 doudaal) dlaa

Feltham, G.A. and J.A. Ohlson. 1995. Valuation and clean surplus accounting for
operating and financial activities. Contemporary Accounting Research 11(2):
689-731.

Financial Accounting Standards Board (FASB). 1980. Qualitative Characteristics of
Accounting Information. Statement of Financial Accounting Concepts No. 2.
Norwalk, Connecticut: FASB (May).

Financial Accounting Standards Board (FASB). 2010. Conceptual Framework for
Financial Reporting: Chapter 1, The Objective of General Purpose Financial
Reporting, and Chapter 3, Qualitative Characteristics of Useful Financial
Information. Statement of Financial Accounting Concepts No. 8. Norwalk,
Connecticut: FASB (September).

Financial Accounting Standards Board (FASB). 2013. Insurance Contracts (Topic 834).
Proposed Accounting Standards Update. Norwalk, Connecticut: FASB (June
27).

Gao, P. 2013. A measurement approach to conservatism and earnings management.
Journal of Accounting and Economics 55 (2-3): 251-268.

International Accounting Standards Board (IASB). 2004. Insurance Contracts.
International Financial Reporting Standard 4. London: IFRS Foundation. (as
revised on January 1, 2013).

International Accounting Standards Board (IASB). 2013. Insurance Contracts.
Exposure Draft ED/2013/7. London: IFRS Foundation.

Kothari, S.P., A.J. Leone and C.E. Wasley. 2005. Performance matched discretionary
accrual measures. Journal of Accounting and Economics 39 (1): 163-197.

Kwon, Y.K. 2005. Accounting conservatism and managerial incentives, Management
Science 51 (11): 1626-1632.

Lara, JM.G., B.G. Osma, and F. Penalva. 2011. Conditional conservatism and cost of
capital. Review of Accounting Studies 16 (2): 247-271.

Lawrence, A., R. Sloan, and Y. Sun. 2013. Non-discretionary conservatism: Evidence
and implications. Journal of Accounting and Economics 56 (2-3 Supplement
1): 112-133.

Lin, H. 2006. Accounting discretion and managerial conservatism: An intertemporal
analysis. Contemporary Accounting Research 23 (4): 1017-1041.

Mittendorf, B. 2006. Discussion of “Accounting discretion and managerial
conservatism: An intertemporal analysis. Contemporary Accounting Research
23 (4): 1043-1050.

Ndubizu, G.A. and M.H. Sanchez. 2006. The valuation properties of earnings and book
value prepared under US GAAP in Chile and [AS in Peru. Journal of
Accounting and Public Policy 25 (2): 140-170.

Qiang, X. 2007. The effects of contracting, litigation, regulation, and tax costs on
conditional and unconditional conservatism: cross-sectional evidence at the
firm level. The Accounting Review 82 (3): 759-796.

Roychowdhury, S. and R.L. Watts. 2007. Asymmetric timeliness of earnings, market-
to-book and conservatism in financial reporting. Journal of Accounting and
Economics 44 (1-2): 2-31.

YVYY



Laallie deaa ddsaa . 2 AUJAA - 423l jall g dsulaall ddae

Roychowdhury, S. and X. Martin. 2013. Understanding discretion in conservatism: An

alternative viewpoint. Journal of Accounting and Economics 56 (2-3
Supplement 1): 134-146.

Ruch, G.W. and G. Taylor. 2011. Accounting conservatism and its effects on financial

reporting quality: A review of the literature. Working Paper. University of
Alabama. Available at: http://ssrn.com/abstract=1931732.

Shroff, P.K., R. Venkataraman and S. Zhang. 2013. The conservatism principle and the
asymmetric timeliness of earnings: An event-based approach. Contemporary
Accounting Research 30 (1): 215- 241.

Tong, Y.H. 2005. Determinants and economic consequences of discretionary
accounting conservatism. PhD Dissertations, University of Washington.

Watts, R.L. 1993. A proposal for research on conservatism. Working paper, University
of Rochester.

Watts, R.L. 2003a. Conservatism in accounting Part I: Explanations and implications.

Accounting Horizons 17 (3): 207-221.

Watts, R.L. 2003b. Conservatism in accounting Part II: Evidence and research
opportunities. Accounting Horizons 17 (4): 287-301.

Ve



