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ABSTRACT

Conservatism is one of the important accounting principle. There are two types of accounting
conservatism in the literature as unconditional and condidional. The aim of the study is to investigate
the existence of unconditional accounting conservatism also known as balance sheet conservatism in
fifteen Borsa Istanbul indices and individually firms listed in this indices between 2008-2017 and in
sub-periods. Study employs market to book ratio to measure unconditional accounting conservatism.
Findings reveals that ratio is bigger than one at changing levels in fourteen indices according to
simple average and in twelve indices according to aggregate market to book ratio and in 116 firms. In
other words, findings correspond the existence of unconditional accounting conservatism in indices
level and firm level. Also, concervatism level changes in some indices and firms in the second sub-
period.
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Kosulsuz Muhasebe Ihtiyathligi: Tiirkiye’den Kanitlar
OZET

Inhtiyathilik onemli muhasebe ilkelerinden biridir. Literatiirde kosullu ve kosulsuz olmak iizere iki
tiir muhasebe ihtiyatliligi bulunmaktadir. Calismanin amact 2008-2017 déneminde ve alt donemlerde
Borsa Istanbul ’daki on bes endekste ve bireysel olarak firmalarda bilango ihtiyathiligi olarakta bilinen
kosulsuz muhasebe ihtiyathligimin varligim arastirmaktir. Calismada kosulsuz ihtiyatliligr 6l¢mek icin
pivasa degeri / defter degeri orami yontemi kullamilmistir. Bulgular, basit ortalama piyasa degeri /
defter degeri oranina gore on dort endekste, toplam piyasa degeri / defter degeri oranina gore on iki
endekste ve 116 firmada oraminin birden biiyiik oldugunu ortaya koymustur. Bir baska deyisle,
bulgular arastirma kapsanindaki endeksler ve firmalar diizeyinde kosulsuz muhasebe ihtiyatlhiliginin
varligimi dogrulamaktadir. Ayrica, bazi endekslerde ve firmalarda ikinci donemde ihtiyatlilik diizeyi
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1. INTRODUCTION

Accounting conservatism has been influenced accounting practices for centuries at
significant level (Basu, 2005; 313, Watts, 2003). Traditional definition of accounting
conservatism is “anticipate no profit but anticipate all losses” (Bliss, 1924). Basu (1997)
defines accounting conservatism that earning reflects bad news more quickly than good news.
There are two forms of accounting conservatism as unconditional conservatism (balance sheet
conservatism, reporting conservatism) and conditional conservatism (asymmetric earning
timeliness). Unconditional conservatism is related to book value of net assets, conditional
conservatism is related to timeliness of recognition of incomes and expenses based on news.

Accounting policies such as amortization method, probable useful life of plant and
equipment, stock inventory policies, capitalizing or expensing development expenditures,
expensing advertising costs, accumulated reserves in excess of expected future costs (Ruch
and Taylor, 2015:21) and similar accounting policies affect a firm’s book value.
Unconditional conservatism refers systematic bias in book value (Zhang, 2000;130).
According to Feltham and Ohlson (1995) a firm market value is related to accounting data
results from operating and finance activities. Financial statements revealing results of these
two activities are key elements to analyze a firm’s market value (Feltham and Ohlson, 1995:
690). In this framework, if the market value exceeds book value difference explained as
unconditional conservatism. In other words, increasing market to book ratio refers to the more
conservative accounting policies (Ahmed and Hussainey, 2017:338).

There are several studies revealed the existence of unconditional accounting
conservatism, in USA, European and other countries. Study examines unconditional
accounting conservatism in basic metal, chemical petrol plactic, construction, electricity, food
beverage, metal products machinery, mining, non-metal mineral product, technology,
telecominication, textile leather, tourism, transportation, wholesale and retail trade, wood
paper printing indices also for individual firms listed in this indices between 2008 and 2017
and in five-years sub-periods. Firstly, study investigates the existence of uncontional
conservatism on different BIST indices representing sectors. Secondly, study examines
unconditional accounting conservatism individually for each firm listed in this indices.

Studies generally focuses on conditional conservatism in Turkey, Thus, study
contributes to literature by providing evidence about unconditional accounting conservatism
in Turkey in sectoral and firm level different from prior studies. Also, this is motivation of
the study.

Simple average and aggregate market to book ratio results revealed that existence of
unconditional conservatism in indices level and for individual firm. In the second sub period,
conservatism level changes significantly for some indices and firms.

The study proceeds as follows. After introduction section paper focuses on accounting
conservatism, unconditional accounting conservatism and causes of conservatism. Section 11
contains literature review. Than, explained methodology of the study and developed
hypothesis. Section VI presents results. Section VII concludes the study.
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2. ACCOUNTING CONSERVATISM

Conservatism is a bias effecting judgement of accountants. As stated by Blair and
Wallman (2001) accountants generally tends to understatement of net assets and income
under effect of this bias. Some critics refers that systematically understating assets and
overstating liabilities, recognizing incomes too late and expenses too early reduces
importance of accounting information (Hellman, 2008; 72). In this context, conservatism may
contradict neutrality and reliability of financial reports.

Financial Accounting Standarts Board (FASB) notes that historically accountants,
managers has bias in direction to understatement of net assets and net income (Blair and
Wallman, 2001;36). FASB defines accounting conservatism in statement of financial
accounting concepts (1980):

“prudent reaction to uncertainty to try to ensure that uncertainty and risks inherent in
business situations are adequately considered”.

Conservatism, which is also known as prudence affects regulations such as accounting
standards (Zhang, 2000:130). While in the first conceptual framework for financial reporting
prudence was an important concept for reliability, International accounting standards board
(IASB) removed prudence concept from revised conceptual framework in 2010 because of
incosistent with neutrality (Conceptual Framework 2010, BC3.27) . But, conservatism
introduced again in 2018 in revised conceptual framework which will be effective in 2020. In
revised conceptual framework paragraph 2.16 states that

“Neutrality is supported by the exercise of prudence. Prudence is the exercise of
caution when making judgements under conditions of uncertainty. The exercise of prudence
means that assets and income are not overstated and liabilities and expenses are not
understated. Equally, the exercise of prudence does not allow for the understatement of assets
or income or the overstatement of liabilities or expenses. Such misstatements can lead to the
overstatement or understatement of income or expenses in future periods.”

According to Feltham and Ohlson (1995) market value is a reflection of accounting
data. Evaluation of financial assets and liabilities traded in financial markets can be plain.
Otherwise, evaluating of operating assets may cause difference between book value and
market value because of absence of perfect markets. Beaver and Ryan (2005) states that
accounting conservatism is understatement of book value of net assets relative to their market
value and accountants generally tend to conservative accounting policies. Moving from this
explanations definition of unconditional accounting conservatism is consistently
understatement of book value of net operating assets and earnings. Existence of unconditional
conservatism causes to consistently being bigger than one of market to book ratio (Lara and
Mora, 2004:262).

57



The Journal of Accounting and Finance- August 2019 Special Issue 55-68

Contracting

Litigation it 3
Unconditional Conservatism  # ) E— Conditional Conservatism

Regulations

Taxation

Figure 1. Factors Inducing Unconditional and Conditional Conservatism

Plenty of studies investigated the causes of conservatism. According to Watts (2003)
accounting conservatism arises from contracting, litigation, taxation and accounting
regulations. Watts (2003) specially underlines effect of contracting and shareholder litigation.

Contracting concept refers debt, compensation contracts and governance. Contracting
provide to avoid aggressive accounting practices, optimistic behavior and biases of managers
(Qiang, 2007;759, Brouwer, 2009). According to contracting debt theory creditors, according
to contracting compensation theory and governance theory shareholders demand conservative
accounting policies (Blunck, 2013). Litigation is interested in litigation costs. Firms aims to
decrease contracting, litigation and regulation costs (Qiang, 2005;760) . Consequently, these
factors bring conservative policies forefront. In a similar manner, firm adopt conservative
policies to avoid or defer tax costs. Also, Accounting Regulations may result in conservative
accounting practices such as accounting standards, legal regulations or general accepted
accounting principles.

Qiang (2007) states that accounting regulations and taxation causes unconditional
conservatism. While shareholder litigation induces both form of conservatism, contracting
induces just conditional conservatism. By analyzing historical perspective Basu (2005) states
unconditional accounting conservatism arises from tax and regulations.

Easton and Pae (2004) suggest accounting conservatism arises from accounting rules,
choices, procedures and failuring to capture effect of positive net present value investments
since current accounting data do not take into consider future benefits of this investments.

3. LITERATURE REVIEW

Unconditional conservatism has been subjected numerous studies. Feltham and Ohlson
(1995) describes accounting conservatism or unbiased accounting comparing the market value
with book value. Zhang (2000) states smaller book value than market value indicates
accounting conservatism similar to Feltham and Ohlson (1995). If market value equals to
book value (owner’s equity) it means unbiased accounting policy. Zhang (2000) formulates
unbiased policy or conservative accounting policy as below:
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Conservative accounting policy
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oa,,. : book value of firm's net operating assets (Owner's Equity )
V.i, : Market Value of firm

Penman and Zhang (2002) states that unconditional conservatism causes hidden
reserves. Garcia Lara and Mora (2004) revealed that balance sheet conservatism in eight
European countries (United Kingdom, Germany, France, Switzerland, Netherlands, lItaly,
Spain, Belgium). Givoly and Hayn (2000) found that aggregate market to book ratio is bigger
than one in United States between 1962 and 1998 and after first decade reporting
conservatism increased consistently.

Easton and Pae (2004) find evidence accounting rules and positive net present value
investments result in understatement of book value by using as proxy current market to book
ratio (market value of equity minus financial asets divided by book value of operating assets).
Results revealed that median ratio is bigger than one for sixteen industries and conservatism
level differs between industries. Conservatism level for firms has positive return is higher.
There is no difference on conservatism level for firms declared profit or loss.

Ferreira, Lara and Goncalves (2007) investigated balance sheet conservatism
comparatively in Portugal, Germany and United Kingdom markets. Findings revealed that
market to book ratio is always gteater than one all countries and balance sheet conservatism is
less in Portugal than United Kingdom and Germany. Also, they underlined that difference
will changed between countries. But, won’t go away because of fair value accounting.

Qiang (2007) revealed that firms has higher contracting costs prefer conditional
conservatism. When it comes to higher litigation cost firms prefer conditional and
unconditional conservatism. firms bearing accounting regulation costs and to reduce tax cost
choose unconditional conservatism.

Brouwer (2009) found balance sheet conservatism level differs between countries and
industries. Adaptation of IFRS did not reduce level of balance sheet conservatism betweeen
European companies

Piot, Dumontier and Janin (2010) investigated conditional and unconditional
conservatism and effect of IFRS adaptotion on conservatism in twenty two European
countries. Findings revealed that unconditional conservatism level is higher after IFRS for
firms audited by Big 4. They stated that IFRS adaptation affected negatively accounting
quality.
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Marzuki and Wahab (2016) provided evidence for balance sheet conservatism and
conservatism level decreased after IFRS adoptation in Malaysia. Ahmed an Hussainey (2017)
revealed that firms adopted conservative policies and unconditional conservatism is higher
before uprising in Egypt. Gonzales and Toscano (2017) stated that there is no evidence
corresponding significant change on unconditional conservatism after IFRS adaptation in
Spain.

Zeghal and Lahmar (2018) investigated influence of culturel factors including
individualism, power distance, uncertainety avoidance, masculinity, long-term orientation,
indulgence on conservatism. According to results unconditional conservatism level decreased
regardless culturel factors after IFRS adoptation. Just power distance dimension affected
unconditional conservatism.

Shimamoto and Takeda (2018) documented that there is no significant difference on
unconditional conservatism level between international financial reporting adopters and Japan
general accpeted accounting principle users.

4. METHODOLOGY

Research covers 10 years period between 2008 and 2017. Sample cosists of firms
continuous listed in Borsa Istanbul indices, which basic metal, chemical petrol plactic,
construction, electricity, food beverage, metal products machinery, mining, non-metal mineral
product, technology, telecominication, textile leather, tourism, transportation, wholesale and
retail trade, wood paper printing, in research period. Research includes 168 firms and 1644
firm-year observations.

Study conducted as two ways. Firstly, unconditional conservatism investigated
between 2008 and 2017. Secondly research period divided into five-years two sub-periods
including 2008-2012 and 2013-2017 and examined the existence of unconditional
conservatism and aimed to reveal whether is there significant difference between sub-periods.

Market to book (MTB) ratio used to measure unconditional accounting conservatism,
Feltham and Ohlson (1995), Zhang (2000) Givoly and Hayn (2000), Garcia Lara and Mora
(2004) Zhang (2008). Negative market to book ratio values in observations excluded. To
eliminate effect of excessive price movement, daily average market value of firms used. First,
market to book (MTB) ratio calculated by dividing average market capitalization to year-end
equity value for each firm in the sample as follow:

MV, (1)

MTB (Simple Average) = =

i,t

Givoly and Hayn (2000) states that using aggregate market to book ratio instead of
simple average ratio across individual firms has advantage because of eliminate cross-
sectional variances. In this context, secondly following to Givoly and Hayn (2000) also,
aggregate market to book ratio used as proxy. Aggregate ratio calculated as follow:

MV XL, .

2
Eve,. (2)

MTB (Aggregate) =
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MV ; ; : Stock i daily average market value in year t.

Eit : Stock i owner’s equity value in year t.

5. HYPOTHESIS

Plenty of studies revealed the existence of unconditional conservatism. According to
Feltham and Ohlson (1995) unconditional accounting conservatism systematic bias in
accounting practices causes to understatement of net assets. Plenty of studies revealed that
firms may employ conservative accounting policies to decrease debt costs. Shareholders
demand conservative policies to restrict payments to managers. Litigation risk, taxation and
regulations are other sources of conservatism. Also, several studies documented that
conservatism level changes between countries, industries based on different factors such as
law systems, culturel differences, industry specific conditions etc. In this context,
unconditional conservatism examined on indices level and for firms in Turkey following
hypothesis:

Hi: There is unconditional accounting conservatism in Turkey

First hypothesis aims to examine unconditioal conservatism. Secondly, Research
period divided five-years sub-periods to reveal is there any significant difference on the level
of conservatism between periods. In this context, difference between sub-periods examined
following hypothesis:

H,: Degree of balance sheet conservatism differs between sub-periods.

6. FINDINGS

Unconditional conservatism causes to understatement of assets and overstatement of
liabilities. Consequently, biased practices causes to variance between market value and net
book value of firms (Feltham and Ohlson 1995, Zhang (2000), Givoly and Hayn (2000).
Conservatism measure of the study is market to book ratio. Table 1 shows unconditional
conservatism results according to simple average market to book ratio. Market to book ratio
is bigger than one for whole research period in basic metal, chemical petrol plastic,
construction, electricity, food beverage, metal products machinery, mining, non-metal mineral
product, technology, telecominication, tourism, transportation wholesale and retail trade and
wood paper printing indices except that textile leather index. The highest ratio, which means
higher unconditional accounting conservatism as can be seen from graph 1 in whohesale and
retail trade index, telecominication and metal product machinery index follows.
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Table 1. Unconditional Conservatism (Simple Average)

Panel A
S ® 2 g
= E S g |3 . _3
Period o = B 2 2 S5 ga
2 20 = 2 @ |2£| = | ST
Q £ S 7] =] - T S = T @
8 &3 5 2 3 58 £ 5§ E
m oo (&) L LL == = zZ=
2008 0,89 1,21 2,10 1,05 343 | 223 | 095 | 1,27
2009 0,91 0,96 1,57 1,16 150 | 243 | 127 | 124
2010 1,05 1,61 1,81 2,57 253 | 399 | 214 | 2,38
2011 1,44 1,89 2,34 2,01 2,73 | 561 | 1,87 | 3,06
2012 1,36 1,81 1,58 1,53 225 | 240 | 266 | 2,43
2013 1,45 1,75 0,76 1,48 239 | 241 | 359 | 2,14
2014 1,37 1,67 1,03 1,47 218 | 218 | 159 | 1,79
2015 1,37 1,79 0,84 1,64 302 | 264 | 111 | 2,14
2016 0,93 1,80 0,52 2,53 231 | 262 | 0,72 | 2,00
2017 1,47 2,12 0,72 2,01 242 | 284 | 115 | 1,9
2008-2017 1,227 | 166" | 1,33™ | 1,74™ | 2,48 | 2,93 | 1,70 | 2,04™
2008-2012 1,13 | 150" | 1,88™ | 1,66™ | 249" | 3,33" | 1,78 | 2,08"
2013-2017 132" | 1,83" | 0777 | 1,827 | 246" | 2547 | 163" | 2,01
Difeerence Between | 19 | 933 | 119" | -016 | 002 | 079 | 015 | 0,07
Sub-Periods
Panel B
S - c
Period § = § § 2 3 § 5
o g 2 5 & | £ | L8
S 2 > S S 2g 8 £
- e e e = S &
2008 1,05 2,60 0,57 1,43 0,97 2,25 3,30
2009 0,96 2,54 0,60 1,68 1,01 2,00 1,14
2010 1,88 2,71 0,81 12,07 1,97 2,99 1,72
2011 1,69 3,19 0,94 1,17 3,84 3,11 1,69
2012 1,62 2,77 0,85 1,80 2,26 3,01 1,34
2013 1,34 3,22 0,89 1,42 2,78 3,21 1,44
2014 1,48 2,52 0,82 0,86 1,84 2,94 1,61
2015 1,83 3,28 0,86 1,02 2,21 3,48 1,73
2016 2,00 3,75 1,23 1,24 2,32 5,75 1,96
2017 2,05 3,31 1,56 1,64 1,69 10,39 1,80
2008-2017 159" | 2,99 0,91 2,43 2,09” 3,917 1,77
2008-2012 1,447 | 2,76 0,76™ 3,63 2,01 2,67 1,84"
2013-2017 1,747 | 322" 1,07" 1,24 217" 5,15" 1,717
Difeerence Between 030" | -046" 0,32 2,39 0,16 2,48 0,13
Sub-Periods

" Significant %1 Level, ~Significant %5 Level.

Between 2008 and 2012, ratio is lower than one in textihe leather index. The
significant highest market to book ratio, which refers to highest unconditional conservatism
in telecominication index. Results are significant except that tourism index. Between 2013
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and 2017 ratio is lower than one in construction index. The highest unconditional
conservatism (5,15) level in wholesale and retail trade index.

Significant results shows that while conservatism level decreases in construction
index, increases in technology, telecominication indices in the second sub-period.
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Graph 1. Level of Conservatim and difference between sub-periods.

Table 2 shows aggregate market to book ratio results. Ratio is lower than one in
tourism and transportation indices in addition to textile leather index. The highest
unconditional conservatism level on wholesale and retail trade index.

Table 2. Unconditional Conservatism (Aggregate)

Panel A

Is) g S
_ | B < 2|5 3

[a — © —_
Period g = B 2 3 s Sa
= BIN 2 L2 et o c o % ©
o £ 3 2 s - | S| £ |25
2 23 5 ks s | B8 | £ |ss=
oM [SH (&) I} L == = |[Z22
2008 1,17 1,25 2,68 0,81 1,21 1,35 0,86 | 1,22
2009 0,85 0,99 1,58 0,81 0,79 0,93 1,07 | 1,06
2010 1,07 1,57 1,93 2,61 1,06 1,60 241 | 1,77
2011 1,12 1,76 1,40 2,53 1,71 1,81 2,02 | 2,17
2012 1,06 1,66 1,43 1,48 2,11 1,86 2,36 | 1,75
2013 1,03 1,77 1,38 1,55 3,20 2,46 2,17 | 1,65

63



The Journal of Accounting and Finance- August 2019 Special Issue 55-68

2014 127 | 163 | 162 | 150 | 322 | 238 | 1,13 | 145
2015 112 | 1,75 | 128 | 1,15 | 343 | 281 | 1,14 | 161
2016 093 | 1,78 | 092 | 191 | 322 | 279 | 071 | 1,43
2017 128 | 210 | 105 | 127 | 254 | 290 | 1.21 | 1,47
2008-2017 109" | 163~ | 153" | 156~ | 2,257 | 2,09 |151 | 156"
2008-2012 105" | 145" | 1,81" | 165 | 138" | 151" | 1,74" | 1,59™
2013-2017 113" | 1,807 | 1,257 | 147" | 312" | 267" | 1,27 | 152"
Difeerence Between | 7 | 35" | 055 | 018 | -1,74" | -1,16™ | 0,47 | 0,07
Sub-Periods
Panel B
s .
> E :C'J‘ % -‘85 5 S
8 = 5
Period ‘_83’ E % e é_ %E E C% >
c o = 2 ) L = gl
S 2 2 5 = g S c
S |2 | & |3 & |sg| sk
2008 089 | 258 | 051 | 1,09 | 044 | 137 | 105
2009 0.82 | 247 | 046 | 101 | 069 | 211 | o081
2010 158 | 260 | 073 | 1,30 | 1,40 | 329 | 1,42
2011 184 | 277 | 088 | 113 | 1,05 | 322 | 146
2012 207 | 240 | 086 | 1,05 | 087 | 318 | 1,06
2013 227 | 251 | 0,77 | 1,00 | 142 | 398 | 1,02
2014 167 | 210 | 079 | 052 | 115 | 372 | 1,08
2015 217 | 260 | 093 | 069 | 1,00 | 430 | 1,12
2016 234 | 224 | 093 | 062 | 062 | 475 | 1,11
2017 385 | 252 | 123 | 097 | 066 | 394 | 152
2008-2017 195" | 248~ | 081" |0,047 | 093" | 339" | 117"
2008-2012 1447 | 256” | 069 | 1,127 | 089 | 2,63° | 1,16"
2013-2017 246~ | 240 | 0,03~ 076" | 097" | 414~ | 117"
Difeerence Between |y o>« | 017 | -0,24" | 0,36" | -008 | -150" | -0,01
Sub-Periods

" Significant %1 Level, “Significant %5 Level

Significant results shows that conservatism level increases in chemical petrol plactic,
food beverage, metal products machinery, technology, wholesale retail trade indices in the
second sub-period. Conservatism level decreases in tourism index.
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Graph 2. Level of Conservatim and difference between sub-periods.

Graph 3 shows simple average and aggregate market to book ratio results as
comparatively. Results are generally close except that tourims index. Just, in two indices
ratios above the simple average method.

OO = MIAILOLY
obowownownown
Islelslelslslslslsls!

Basic Metal
Plastic
Construction
Electricity
Food Beverage
Metal Products
Mach.
Mining
Non-Metal
Mineral Product
Technology
Textile Leather
Tourism
Transportation
Wholesale and
Retail Trade
Wood Paper
Printing

Chemical Petrol
Telecominication

= Simple Average = Aggregate

Graph 3. Comparatively Simple Average and Aggregate Market To Book Ratio
Results

Table 3 shows number of firms in the sample, number of firms market to book ratio is
significantly bigger and less than one and number of firm significantly increasing or
decreasing conservatism level between sub-periods.

According to results market to book ratio is bigger than one for all firms in mining and
telecominication indices for all research period. As can be seen graph 4 except that textile and
leather index generally number of firms market to book ratio is bigger than one. In total 69
percent of sample ratio is bigger than one. In total 32 firms conservatism level increase, 19
firm’s conservatism level decrease in the second sub-period.
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Table 3. Firm Level Unconditional Conservatism
S o |3 g 5|5 c | o

S |81 @5 IE 3% E 28388
ghoB|s|e|8g =82 |L|8|E|E|eE|lRT
Period Description % SZ 2|5 B|eE EZE 2 g Jl5|g|lgE|%E
LlL=l+H5| o ) IS Llo|la|lLT| ocC
Z2ES|2g8g=25a8|8|lg|F|g|l2g|8a

a2 |[|YW| 8|22 = R 2 F SISg2

O L= 5 o | F E| S
pd

Sample 141714 | 5|17 |24 |5 |26|13|2 (10| 5|5 9 12

2008-2017 MTB>1 81163 |4 |12 |18 |5 (18|10 2 |3 |2 ]| 3 6 6
MTB<1 511 110 3 4 0 8 13|07 (1|2 2 5

MTB>1 6 (12| 4 |3 |12 |18 |4 |19 |10| 2 |2 |3 |2 8 6

2008-2012

MTB<1 7151011 3 4 0 7 3108|112 1 5

MTB>1 711714 |14 |17 |2 |18|9 |2 |2 |22 6 7

2013-2017

MTB<1 510 (3|1 2 6 2 814|017 1(1]|3 2 5

Difference Between Increase 117 |01 3 8|05 (|3|1(1]0]0 1 1
Sub-Periods Decrease | 1|1 |30 1|4 |2|4]0[0]|O0|1]1] O 1

~Significant %1 Level, “Significant %5 Level

Graph 4 shows percentage of firms market to book ratio is bigger than on for
each sector. As can be seen from graph unconditional conservatism is dominant in firm level.
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Graph 4. Percentage of Firms Conservative and Unbiased

7. CONCLUSION

Unconditional conservatism is systematic bias in direction to reduce book value of
firm’s net assets independent from news. Conservative accounting pratices under this bias
contradict neutrality and affects reliability and quality of financial reports. Plenty of studies
revealed that contracting, litigation, taxation and regulations are source of unconditional
conservatism. Also, some studies documented that culturel and sectoral diferences influences
level of unconditional conservatism.

Study investigates the existence of unconditional conservatism in fifteen Borsa
Istanbul indices using market to book ratio as proxy between 2008 and 2017. Significant
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results refer that conservative accounting policies are dominant on changing levels according
to simple average. While concervatism level decreases sharply in construction index,
increases in technology, telecominication, textile leather indices in the second sub-period.
According to aggregate market to book ratio results, ratio is bigger than one in twelve indices.
General trend reveals that conservatism level increases but, significant results correspond this
trend just for chemical petrol plactic, food beverage, metal products machinery, technology,
wholesale retail trade indices. Otherwise, conservatism level decreases in tourism index in the
second sub-period. Findings for individual firms refers that there is unconditional accounting
conservatism in 69 percent of firms in the sample for all research period. Consequently results
document that unconditional conservatism is dominant in index level and firm level.

Research period of the study contains between 2008 and 2017. It was aimed to use
more wider research period but as research period increase number of firms listed in Borsa
Istanbul decrease. Thus, research period and number of firms in the sample are limitations of
the study. Generally researchers use market to book ratio as measure of unconditional
conservatism. But, some studies states that market to book ratio is may not be enought to
explain unconditional conservatism. Thus, another limitation of the study is employing
market to book ratio as proxy for unconditional conservatism.

Prudence concept reintroduced to conceptual framework, which will be effective in
2020. Accounting conservatism can be investigated to examine influence of revised
conceptual framework on conservatism level in the future studies.
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