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Investigating the Relationship between Corporate
Governance Mechanisms and Accounting Conservatism for
Companies Listed on Saudi Stock Market

Abstract: In view of the global and local financial collapses and its effect in reducing
investor confidence in published financial reports, the attention of accounting literature
has returned to accounting conservatism as one of the most important accounting
principles. Due to the opportunistic use of management to this principle and the low
level of accounting conservatism of Saudi stock companies, the accounting literature
tried to find a mechanism that helps in reducing this opportunistic behavior. The
mechanisms of corporate governance have been suggested due to its ability in
monitoring the use of accounting conservatism in published financial reports. The
importance of this study arises from the absence of Saudi accounting field of a study
that investigates the relationship between corporate governance mechanics
(shareholders' equity, transparency and disclosure, board of directors’ independence,
audit committee, and the role of other stakeholders) and accounting conservatism. To
achieve this objective the study tested a main hypothesis that there is no statistically
significant correlation between corporate governance mechanics and accounting
conservatism. This study uses five corporate governance mechanics; therefore, the main
hypothesis has been divided into five sub-hypotheses. Within different degrees of
correlation (weak, moderate, and strong), the study rejected null hypothesis and
accepted the alternative hypothesis. This means that there is a statistically significant
correlation between all corporate governance mechanics and accounting conservatism
for all 25 companies represented in the study sample. Due to this positive relationship,
the study advices decision makers in Saudi Arabia Financial Market Authority to
enforce companies to apply corporate governance mechanics due to its positive impact
on the integrity of published financial reports.

Key words: accounting conservatism, corporate governance mechanics, Saudi
stock market.
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