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Cogent Business & Management

Dear Pujiono,

Your manuscript entitled "An Overview Fair Play Regulation in England Premier
League: Accounting Information for Leverage and Financial Distress to Conservatism",
which you submitted to Cogent Business & Management, has now been reviewed.

The reviews, included at the bottom of the letter, indicate that your manuscript could be
suitable for publication following revision. We hope that you will consider these suggestions,
and revise your manuscript.

Please submit your revision by Dec 29, 2022, if you need additional time then please contact
the Editorial Office.

To submit your revised manuscript please go to https://rp.cogentoa.com/dashboard/ and log
in. You will see an option to Revise alongside your submission record.

If you are unsure how to submit your revision, please contact us on OABM-
peerreview@journals.tandf.co.uk

You also have the option of including the following with your revised submission:

* public interest statement - a description of your paper of NO MORE THAN 150 words
suitable for a non-specialist reader, highlighting/explaining anything which will be of interest
to the general public

* about the author - a short summary of NO MORE THAN 150 WORDS, detailing either
your own or your group's key research activities, including a note on how the research
reported in this paper relates to wider projects or issues.

* photo of the author(s), including details of who is in the photograph - please note that we
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can only publish one photo

If you require advice on language editing for your manuscript or assistance with arranging
translation, please do consider using the Taylor & Francis Editing Services
(www.tandfeditingservices.com).

Please ensure that you clearly highlight changes made to your manuscript, as well as
submitting a thorough response to reviewers.

We look forward to receiving your revised article.
Best wishes,

Collins G. Ntim, PhD
Senior Editor
Cogent Business & Management

Comments from the Editors and Reviewers:

Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>?</p><p><i> Don’t let your reviewing work go unnoticed!
Researchers the world over use Publons to effortlessly track their valuable peer review
contributions for any journal. If you opt in, your Publons profile will automatically be updated
to show a verified record of this review in full compliance with the journal’s review policy. If
you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis" target="_blank">Learn
more</a>]</i></p>

Reviewer 5: Yes

Title, Abstract and Introduction — overall evaluation
Reviewer 5: Sound with minor or moderate revisions

Methodology / Materials and Methods — overall evaluation
Reviewer 5: Sound with minor or moderate revisions

Obijective / Hypothesis — overall evaluation
Reviewer 5: Unsound or fundamentally flawed

Figures and Tables — overall evaluation
Reviewer 5: Sound

Results / Data Analysis — overall evaluation
Reviewer 5: Sound with minor or moderate revisions

Interpretation / Discussion — overall evaluation
Reviewer 5: Sound with minor or moderate revisions

Conclusions — overall evaluation
Reviewer 5: Sound

References — overall evaluation
Reviewer 5: Sound with minor or moderate revisions
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Compliance with Ethical Standards — overall evaluation
Reviewer 5: Unsound or fundamentally flawed

Writing — overall evaluation
Reviewer 5: Sound with minor or moderate revisions

Supplemental Information and Data — overall evaluation
Reviewer 5: Not applicable

Comments to the author

Reviewer 5: 1. Why did you choose "London Stock Exchange in 2011-2013" why not recent
years!

2. in Abstrct: WHat is the medthod used in the study! please mention!

3. Methods: You have defined the terms and itmes in your studies, Instead, You have to
explain the methods, procedures of data collection and analysis. Please re write your methdos
and move the difinations to introduction or as literature review.

4. You need to write your hypotheses in literature review and make clear novality and
explanation of every varibale used in your study.

5. In Table 3, Standarized Beta is the term that you jave to explain NOT Unstandarized ONE!
and it should be less than 1!! This is confucing!!

6. You used linear regrssion in Simple way which is very simple and provie no deep
explanation!!

7. ALl reference are not up to date!

Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>?</p><p><i> Don’t let your reviewing work go unnoticed!
Researchers the world over use Publons to effortlessly track their valuable peer review
contributions for any journal. If you opt in, your Publons profile will automatically be updated
to show a verified record of this review in full compliance with the journal’s review policy. If
you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis" target="_blank">Learn
more</a>]</i></p>

Reviewer 7: No

Title, Abstract and Introduction — overall evaluation
Reviewer 7: Sound with minor or moderate revisions

Methodology / Materials and Methods — overall evaluation
Reviewer 7: Sound with minor or moderate revisions

Objective / Hypothesis — overall evaluation
Reviewer 7: Sound with minor or moderate revisions

Figures and Tables — overall evaluation
Reviewer 7: Outstanding

Results / Data Analysis — overall evaluation
Reviewer 7: Outstanding

Interpretation / Discussion — overall evaluation
Reviewer 7: Sound with minor or moderate revisions

Conclusions — overall evaluation
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Reviewer 7: Sound with minor or moderate revisions

References — overall evaluation
Reviewer 7: Sound with minor or moderate revisions

Compliance with Ethical Standards — overall evaluation
Reviewer 7: Outstanding

Writing — overall evaluation
Reviewer 7: Sound

Supplemental Information and Data — overall evaluation
Reviewer 7: Sound

Comments to the author

Reviewer 7: 1. The theory built is not connected with Hypothesis and Research Discussion.
2. Research method is not appropriate. Why should we use ANOVA? Even though the result
uses Multiple Regression? could you please explain more detail?

Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>?</p><p><i> Don’t let your reviewing work go unnoticed!
Researchers the world over use Publons to effortlessly track their valuable peer review
contributions for any journal. If you opt in, your Publons profile will automatically be updated
to show a verified record of this review in full compliance with the journal’s review policy. If
you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis" target="_blank">Learn
more</a>]</i></p>

Reviewer 8: Yes

Title, Abstract and Introduction — overall evaluation
Reviewer 8: Sound

Methodology / Materials and Methods — overall evaluation
Reviewer 8: Sound with minor or moderate revisions

Obijective / Hypothesis — overall evaluation
Reviewer 8: Sound

Figures and Tables — overall evaluation
Reviewer 8: Sound

Results / Data Analysis — overall evaluation
Reviewer 8: Sound with minor or moderate revisions

Interpretation / Discussion — overall evaluation
Reviewer 8: Unsound or fundamentally flawed

Conclusions — overall evaluation
Reviewer 8: Sound

References — overall evaluation
Reviewer 8: Sound with minor or moderate revisions
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Compliance with Ethical Standards — overall evaluation
Reviewer 8: Sound with minor or moderate revisions

Writing — overall evaluation
Reviewer 8: Sound with minor or moderate revisions

Supplemental Information and Data — overall evaluation
Reviewer 8: Not applicable

Comments to the author
Reviewer 8: This paper background covered an intriguing topic, yet there are several
questions and suggestions:

How many football clubs were included in this study? The authors do not address this
properly, despite the fact that this data will determine the multiple linear regression employed
as model testing. For example, if the data is panel data, the multiple linear regression should
adhere to the panel data rule.

Why was only data from 2011 to 2013 used? What is the rationale behind it?

The adjusted R Square score is better higher than 0.5, but in this study it is just 0.459,
indicating that the independent variable employed can better explain their dependent variable.

Based on the value of coefficient -0.094 indicates that accounting conservatism is unaffected
by leverage and financial difficulty, what can the authors say about this finding? In other
words, what is the significance of the independent variables employed by the authors in this
study?

The findings of this study have not yet been compared to previous studies.

In compliance with data protection regulations, you may request that we remove your
personal registration details at any time. (Use the following URL.:
https://www.editorialmanager.com/cogentbusiness/login.asp?a=r). Please contact the
publication office if you have any questions.

Pujiono <pujiono@unesa.ac.id> Rab, 30 Nov 2022, 14.02
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& Management 2164996

cats@taylorandfrancis.com Sen, 2 Jan, 17.13
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Any copyrighted material reproduced in your paper must include an accompanying
attribution. Brief extracts of third-party material may be cleared for use under the fair use /
fair dealing policy, and don't require full copyright clearance from the Rightsholder. For
further information and to access a template form for requesting permission, please see
https://authorservices.taylorandfrancis.com/using-third-party-material-in-your-article/.
Please keep copies of all correspondence.

Article: An Overview Fair Play Regulation in England Premier League: Accounting
Information for Leverage and Financial Distress to Conservatism

Journal: Cogent Business & Management OABM
Article ID: OABM 2164996
Dear Pujiono Pujiono,

We are delighted that you have chosen to publish your article in Cogent Business &
Management. | will be your Production Editor and will work with you to oversee the
production of your article through to publication. My contact details are given at the end of
this email.

¢ Please log in to CATS to complete your Author Publishing Agreement. Your user name and
password are given below. If you have any questions on the process of completing your
agreement, please contact me.

Proofs will be ready for you to check in approximately working days and we would like you
to return your corrections within ${fromProofs.duration} days. Please let me know if there
will be any difficulty in meeting this schedule.

We will be sending proofs to you through our online proofing system. You will receive
notification when your proofs are available and the link to access them from the email
address: iproof@integra.co.in.

* You can check the status of your paper online through the CATS system at:
https://cats.informa.com/PTS/in?ut=D5DFD3C26F9B4B7E9QEAABF60EBFCAS51F

e Your User Name is: PUJIONP
e Your Password is: EO#4i__LuO (You will be required to change this first time you log in)
¢ The DOI of your paper is: 10.1080/23311975.2023.2164996. Once your article has

published online, it will be available at the following permanent link:
https://doi.org/10.1080/23311975.2023.2164996 .

Yours sincerely,
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Email:OABM-production@journals.tandf.co.uk
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Your Author Publishing Agreement (APA) with Taylor and Francis

Attention: Pujiono Pujiono
Hello,

In order to publish your article, "An Overview Fair Play Regulation in
England Premier League: Accounting Information for Leverage and
Financial Distress to Conservatism”, we ask that you complete your
Author Publishing Agreement. Please click the link below (or copy the
URL into your browser) to launch our online Author Publishing Agreement
portal. The process should take only a few minutes. In most cases, you
will receive immediate notice that your agreement is accepted and will be
able to download a copy of it for your records.

Please do not reply to this email. If you need immediate assistance
concerning your article, please instead contact OABM-
production@journals.tandf.co.uk.

Thank you.

_Start» |

https://authoragreement.taylorandfrancisgroup.com/Start/0f32cdaf-d8ce-49ce-b131-1c30b79eb6ff
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Your article proofs for review (Manuscript ID: OABM A
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Manuscript Title: OABM - (An Overview Fair Play Regulation in England Premier League: Accounting
Information for Leverage and Financial Distress to Conservatism)

Manuscript DOI: 10.1080/23311975.2023.2164996

Journal: OABM-Cogent Business & Management

Dear Pujiono Pujiono,

| am pleased to inform you that your proofs are now available for review using the Taylor &
Francis online proofing system: Click here

Please submit your corrections by 5 January 2023, to avoid delay to publication.

Corrections must be limited to answers to the Author Queries, typographical and essential
corrections only.

After we have received your corrections and Author Publishing Agreement, your article will
be corrected and published online following a thorough quality check.

The DOI of your paper is 10.1080/23311975.2023.2164996. Once your article has published
online, it will be available at the following permanent link:
http://dx.doi.org/10.1080/23311975.2023.2164996.

If you have any questions, please contact me using the details below and | will be pleased to
assist.

Thank you,

Irish Banu Ashrafali

On behalf of the OABM production team
Taylor and Francis

4 Park Square, Milton Park, Abingdon, Oxfordshire, 0X14 4RN, United Kingdom

Email: OABM-production@journals.tandf.co.uk

“In accordance with the requirement of any applicable Data Protection Laws, “By including any personal data in your response to this email,
you are freely consenting to this being used and stored by the company for the purpose of service delivery. This email and any accompanying
attachments is for the sole use of the intended recipient(s) and may contain confidential and privileged information. Any unauthorized
review, use, disclosure, distribution, or copying is strictly prohibited. If you are not the intended recipient of this communication or received
the email by mistake, please notify the sender and destroy all copies. Integra Software Services Pvt Ltd. reserves the right, subject to
applicable local law, to monitor and review the content of any electronic message or information sent to or from its company allotted
employee email address/ID without informing the sender or recipient of the message.”
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Your Author Publishing Agreement (APA) with Taylor and Francis

Attention: Pujiono Pujiono
Hello,

Your Author Publishing Agreement for your article, "An Overview Fair Play
Regulation in England Premier League: Accounting Information

for Leverage and Financial Distress to Conservatism", is waiting for your
approval. Click the link below (or copy the URL into your browser) to go to
our online Author Agreement portal to complete the process.

If you cannot use the system or have other questions, please contact
OABM-production@journals.tandf.co.uk.

Thank you.

_Start» |

https://authoragreement.taylorandfrancisgroup.com/Start/0f32cdaf-d8ce-49ce-b131-1c30b79eb6ff
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Manuscript Title: OABM - (An Overview Fair Play Regulation in England Premier
League: Accounting Information for Leverage and Financial Distress to Conservatism)
Manuscript DOI: 10.1080/23311975.2023.2164996

Journal: OABM-Cogent Business & Management

Date proof corrections submitted: 6 January 2023

Dear Pujiono Pujiono,

This email confirms that you have submitted corrections to your proofs via the Taylor &
Francis online proofing system. Your record of corrections are now available using the Taylor
& Francis online proofing system.

Click here

If any of this information is incorrect, please contact the Production Editor: Irish Banu
Ashrafali

Email: OABM-production@journals.tandf.co.uk

Thank you.
Yours sincerely,

Taylor & Francis Online Proofing Team

“In accordance with the requirement of any applicable Data Protection Laws, “By including any personal data in your response to this email,
you are freely consenting to this being used and stored by the company for the purpose of service delivery. This email and any accompanying
attachments is for the sole use of the intended recipient(s) and may contain confidential and privileged information. Any unauthorized
review, use, disclosure, distribution, or copying is strictly prohibited. If you are not the intended recipient of this communication or received
the email by mistake, please notify the sender and destroy all copies. Integra Software Services Pvt Ltd. reserves the right, subject to
applicable local law, to monitor and review the content of any electronic message or information sent to or from its company allotted
employee email address/ID without informing the sender or recipient of the message.”
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Dear Pujiono,

This is a gentle reminder to sign your agreement to your article!

I'm writing to inform you that we have finalized your article and it is ready to be published
online; however, it is currently on hold in production because we have not received your

signed agreement from you.

For your convenience, we have restarted the copyright link. Could you please check and
submit it as soon as possible to avoid further delays in the publication of your article?

I hope you understand. I'm looking forward to hearing from you.

Best regards,
Irish Banu Ashrafali
Production Editor

Cogent Business and Management

Pujiono <pujiono@unesa.ac.id> Sen, 9 Jan, 14.33
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Dear Editor in Chief
Cogent Business & Management

We have concluded an Author Publishing Agreement for the publication of our article
entitled "An Overview of Fair Play Regulation in England Premier League: Accounting

Sen, 9 Jan, 13.00
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Information for Leverage and Financial Distress to Conservatism" which you submitted.
We thank you for your cooperation.

Best Regards

Pujiono

Pujiono <pujiono@unesa.ac.id> Sen, 9 Jan, 14.39

kepada OABM-production

Dear,

Irish Banu Ashrafali

Production Editor

Cogent Business and Management

We have finished an Author Publishing Agreement for the publication of our article
entitled "An Overview of Fair Play Regulation in England Premier League:
Accounting Information for Leverage and Financial Distress to Conservatism" which



you submitted.
We thank you for your cooperation.

Best Regards
Pujiono

Cogent Business & Management - Please complete your
author agreement [ ref:_00D0Y351ji. 5007TGcRDZ:ref ]
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Kotak Masuk
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kepada OABM-production@journals.tandf.co.uk, saya



Dear Team,

I hope this email finds you well.
Please could you assist the below author with their query

Please respond to the author directly, their email address is pujiono@unesa.ac.id

Thank you and stay safe.

Best wishes,

Jacob Lombos
On behalf of the Taylor & Francis Journals Helpdesk

pujiono@unesa.ac.id
Dear Editor in Chief
Cogent Business & Management

We have concluded an Author Publishing Agreement for the publication of our
article entitled "An Overview of Fair Play Regulation in England Premier
League: Accounting Information for Leverage and Financial Distress to
Conservatism” which you submitted. We thank you for your cooperation.

Best Regards

Pujiono

Pada tanggal Sen, 9 Jan 2023 pukul 12.52 <
authoragreement@taylorandfrancis.com> menulis:

> Your Author Publishing Agreement (APA) with Taylor and Francis

>

>

> Attention: Pujiono Pujiono

>

> Hello,

>

> In order to publish your article, "An Overview Fair Play Regulation in

> England Premier League: Accounting Information for Leverage and

> Financial Distress to Conservatism”, we ask that you complete your Author
> Publishing Agreement. Please click the link below (or copy the URL into

> your browser) to launch our online Author Publishing Agreement portal. The
> process should take only a few minutes. In most cases, you will receive

> immediate notice that your agreement is accepted and will be able to

> download a copy of it for your records.

>

> Please do not reply to this email. If you need immediate assistance

> concerning your article, please instead contact

> OABM-production@journals.tandf.co.uk.
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>

> Thank you.
>

> Start »

> <https://protect-
us.mimecast.com/s/GE61CpYRzOuQAy7ayUPhJnQ?domain=authoragreement.taylorandfrancisgro

up.com>
>

> https://protect-
us.mimecast.com/s/GE61CpYRz0uQAy7gyUPhJnQ?domain=authoragreement.taylorandfrancisgro

up.com
> © 2015 - Informa UK Limited, an Informa Group Company
>

Subject: Re: Cogent Business & Management - Please complete your author agreement
Sent by: pujiono@unesa.ac.id
Sent on: 09/01/2023

Dear Editor in Chief
Cogent Business & Management

We have concluded an Author Publishing Agreement for the publication of our
article entitled "An Overview of Fair Play Regulation in England Premier
League: Accounting Information for Leverage and Financial Distress to
Conservatism" which you submitted. We thank you for your cooperation.

Best Regards

Pujiono
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Abstract

This study aims to determine the effect of the level of leverage and financial distress on the
application of the principle of conservatism in football clubs. English League Football (UEFA)
has become an industry in the last few decades that attracts many investors. In Europe, the football
industry has grown rapidly and caused investment in the industry to spiral out of control and led
to a crisis. To overcome this, UEFA issued a Financial Fair Play Regulation (FFPR) policy to
control the financial condition of football clubs in Europe which is in line with the application of
the principle of conservatism to provide a sense of security to investors and creditors. Data were
from the football companies that were listed on the London Stock Exchange in 2011-2013. The
results of this study indicate that the level of leverage and financial distress has a positive effect
on the application of the conservatism principle. In conclusion, the higher level of debt and
financial distress will increase the company apply the principle of conservatism. Suggestion for
further research is to test the theory against football leagues in other countries because football
leagues in other countries may have different rules.

Keywords: Conservatism; Financial Distress; Leverage; FFPR



Introduction

Football in Europe has turned into a multi-million-euro industry in recent decades, attracting many
investors, global media, sponsors, and millions of supporters (Dimitropoulos et al., 2016). The
football industry is considered to be able to generate large amounts of money. This can be seen
from the income earned by football clubs from the sale of match tickets, club knick-knacks,
sponsored products, television broadcasting rights, and player transfers (Sendy et al., 2016). The
total revenue earned by professional clubs competing in the English Premier League reached $7.3
billion during the 2017/18 season (Reed, 2019), based on the revenue generated by football clubs
in England, which could encourage investor interest in invest in football clubs. Cave and Miller
(2016) reveal that major club acquisitions that occurred in 2015 included the acquisition of West
Bromwich Albion by a Chinese investment group, the sale of a 60% stake in Swansea City for
£110 million to an American consortium led by investors Kaplan and Levien 49.9% stake in
Everton bought by Iranian billionaire Farhad Moshiri, 70% stake in Crystal Palace for £100 million
by a group of American investors, even Aston Villa who were relegated that season sold for £70
million to Chinese businessman Tony Xia.

Although the investment value and income that goes into English football clubs are quite
high, in reality, there are many clubs that are experiencing financial difficulties. This was caused
by an increase in salary payments to players who absorbed 90% of the total turnover value of the
top European club divisions recorded by UEFA in 2008 (Zoccali, 2011). Franck (2018) states that
there are unstable conditions experienced by football clubs in Europe caused by excessive
investment that is not proportional to the income earned, resulting in the majority of football clubs
in Europe experiencing financial distress. Figure 1.1 shows the aggregate operating profit of
football clubs in Europe which focuses on the operating profit of football clubs originating from

the core activities of football which shows an indication of football clubs experiencing financial



distress. The red column indicates that the country with the club in the top division spent between
€1.10 and €1.20 to earn €1.00 in revenue, while the dark red column shows the country that spent

more than €1.20 to earn €1.00 (Franck, 2018).



Figure 1 Aggregated net profit/loss for the league in 2011.
Source: Union Europe Football Association (UEFA)

Seeing the many phenomena of football clubs experiencing crisis conditions and being
threatened with bankruptcy due to the imbalance between the investment value and the income
earned by football clubs in England, UEFA in 2010 began to introduce the Financial Fair Play
Regulation (FFPR), which aims to ensure the club's financial health condition. Football is
registered for competitions organized by UEFA. The regulation ensures that football clubs wishing
to enter the competition do not have debts due to other clubs, players, and tax authorities during
the season (UEFA, 2014). In this regulation, UEFA stipulates that every football club that registers
to take part in a professional league competition held by UEFA must comply with the provisions
of the FFPR when the football club does not meet the provisions of FFPR, it will then become the
authority of the Club Financial Control Body. The club hereinafter referred to as the CFCB) to
decide on actions and provide sanctions, actions, and sanctions that can be given by the CFCB in
the form of warnings, reprimands, fines, deductions from points, deductions from UEFA
competitions, prohibition of registering new players in UEFA competitions, limiting the number
of players which can be registered, disqualification from the ongoing competition or exclusion
from the next season’'s competition, even up to the withdrawal of a title or award (UEFA, 2014).

The determination of the FFPR policy by UEFA as a control tool to determine the health of

football clubs' financial conditions is in line with the principle of accounting conservatism. FFPR



was enacted by UEFA to increase the economic and financial capacity of clubs, increase
transparency and credibility of financial reports, improve the protection of creditors, introduce
more disciplined and rational financing to football clubs, encourage clubs to conduct revenue-based
operations, encourage more efficient use of budgets. Responsibility, as well as protect the viability
and long-term sustainability of European football clubs (Morrow, 2013). With this goal in mind,
the application of FFPR focuses on protecting creditors, where the principle of conservatism also
has the same goal. The application of the principle of conservatism is used as a counterweight to
the attitude of managers who tend to be opportunistic to increase profits with the aim of increasing
bonuses that can be received by managers, which can later reduce the value of the company in the
future. The implementation of FFPR by UEFA on European football clubs in 2010 was in response
to the many cases of financing the club's operational activities that used the owner's personal funds
and large amounts of debt so that the financial statements presented by football clubs became biased
and could interfere with the decision-making process. by interested parties.

The use of large amounts of debt to finance the operational activities of football clubs in
Europe is caused by a management culture that prioritizes winning on the field and overriding
financial reporting performance, which results in football clubs being involved in expensive player
transfer markets and giving players salaries that are too high (Dimitropoulos et al., 2016). With the
high number of debts owed by the company, creditors have the right to oversee the company's
operational activities, so the company will apply the principle of conservatism in reporting earnings
(Dewi & Suryanawa, 2014). This also applies to the football industry, which has financial reports
and business processes that are not much different from conventional companies, so when a
football club has a high debt rate, the club will tend to increase the value of conservatism in its
financial reporting process. The increase in the value of conservatism in financial statements is

used to meet requests from creditors and investors as a means of controlling the information



asymmetry held by management (Watts, 2003). With the application of the principle of
conservatism in the financial reporting process, it is expected to limit the opportunistic behavior of
managers so that the use of the budget can be used to increase the value of football clubs in the
future. UEFA has also set a limit on the total amount of debt that can be obtained by a football club
during one season in the FFPR regulations. This is done by UEFA to ensure that football clubs
have sound financial statements and can pay any obligations that the club has.

The application of the FFPR policy by UEFA to European football clubs is based on the
existence of large-scale spending activities carried out by many European football clubs with the
aim of gaining victory in the competition. Massive spending by football clubs is usually used for
player spending and infrastructure improvement in the hope that when the club has the best players
and adequate facilities, it will be able to give the team victory and increase the popularity of the
football club. Uncontrolled spending of football clubs can cause football clubs to experience
financial distress, this is caused by investments made by football clubs to players, and infrastructure
is not able to encourage an increase in club income during the season, so UEFA needs to implement
a licensing policy that involves financial statements (Buraimo, Simmons, & Szymanski, 2010).
With the implementation of FFPR by UEFA, football clubs are required to submit annual financial
reports as a condition to be able to enter the competition so that UEFA can monitor the financial
condition of football clubs that register for the competition. The application of the principle of
conservatism in financial statements can be carried out by football clubs as a response to the
conditions of uncertainty faced by clubs, restrictions on dividend payments and commissions to
managers can help clubs focus on using their budget to increase the club's value in the future and

save more cash to deal with these conditions. Uncertain in the future.



The purpose of this study is to determine whether the level of leverage and financial distress in
English football clubs has an effect on the application of the principle of conservatism in financial
statements. This study uses the financial statements of English football clubs registered in the

English Premier League as the object.

Literature Review And Hypotheses Development
Agency Theory
Agency theory, according to (Jensen & Meckling, 1976), is a relationship based on a contract
between the principal (investor) and the agent (manager) to provide services that involve the
process of delegating authority in the decision-making process to the agent. This theory emphasizes
the design of performance measurement and the rewards provided with the aim that managers can
make positive decisions and can provide benefits to the company as a whole (Raharjo, 2007).
Measurement of achievement in the football industry is usually seen from the club's
performance during the current season so that managers tend to spend large amounts to achieve
these goals, while from the principals, it is more important to prioritize how the club can continue
to provide benefits so that later it will cause agency costs that result in loss firm value
(Dimitropoulos et al., 2016). The results obtained from the emergence of agency costs in a club
cause an imbalance between club expenses and the achievements or results obtained. This shows
that football clubs need regulation or a system that can regulate the limit on the amount of club

spending each season in order to fulfill the obligations of a club.

Positive Accounting Theory
Positive accounting theory focuses on explaining a process that uses accounting skills,

understanding, and knowledge to use the most appropriate accounting policies to deal with future



conditions (Watts & Zimmerman, 1986). Accounting theory seeks to explain several events from
an accounting point of view in the form of (1) the number of costs incurred is proportional to the
benefits obtained in the selection of alternative accounting methods, (2) the amount of costs
incurred is proportional to the benefits obtained in the regulation and accounting standard-setting
process, and (3) the impact of published reports on stock prices.

The existence of conditions of uncertainty in the company makes managers required to be
able to apply appropriate policies to the conditions faced and be able to ensure the going concern
ability of the company so that in the process, there is a possibility that a manager will carry out
earnings management to deal with certain conditions. Watts & Zimmerman (1986) in accounting
theory argue that there is one hypothesis in accounting theory that can motivate managers to
perform earnings management is the debt covenant hypothesis. This means that when a company
has a high leverage ratio, there is a tendency for managers to transfer future profits to the present
in order to avoid the consequences of debt agreements made by the company to creditors so that
part of the supervisory function shifts to creditors and creditors have authority to pressure managers

to fulfill agreed-upon agreements.

Leverage Terhadap Penerapan Prinsip Konservatisme

Leverage in the company refers to the amount of funding that comes from debt in the company's
capital structure and is an indication of the level of security of the lenders. When the company has
been given a loan by the creditor, the creditor automatically has an interest in the security of the
loaned funds in the hope of making a profit. In practice, the company wants to show good
performance to lenders by presenting optimistic financial statements by increasing the value of
assets and profits and reducing the value of liabilities and expenses. This is done with the aim of

obtaining long-term loans and providing a sense of security for lenders to provide loan funds to the



company. Furthermore, the most important thing in agency theory is that the supervisory function
of the owner will be assisted by the creditor.

Thus the function of leverage will help apply the principle of conservatism because a
company's liquidity is considered an important ratio to measure the company's ability to pay off
short obligations so that it will affect the implementation of conservatism in the company's financial
statements (Watts & Zimmerman, 1986). Therefore, companies with high leverage ratios will make
creditors demand to apply conservatism to ensure security and confidence in the return of funds
that have been given.H:: Leverage affects the application of the principle of conservatism.

Hq: Leverage affects the application of the principle of conservatism

Financial Distress on the Application of the Conservatism Principle

Financial distress is a condition where a company experiences financial difficulties, which is
marked by a decrease in net income for several periods. Positive accounting theory states that
managers have a tendency to reduce the level of conservatism when dealing with conditions of
high levels of financial difficulty. This can happen because of the possibility of replacing managers
with shareholders who are considered unable to manage the company properly.

When faced with a high level of financial distress, managers usually have a tendency to
reduce the level of accounting conservatism in financial statements because if the condition of the
company's financial statements looks problematic, the manager is considered to have violated the
contract and faces the threat of replacing the manager which will have an impact on the decline in
the manager's market value in the market. Labor. In different conditions, when the company is not
facing financial distress, the manager does not face the pressure of breach of contract and will tend
to apply more conservative accounting principles to avoid possible conflicts with creditors and

shareholders.



The level of financial distress owned by the company has a negative effect on the
application of the principle of conservatism caused by a decrease in financial condition due to poor
manager performance, which can trigger shareholders to change managers, so managers tend to
reduce the level of conservatism. This is in line with when managers are faced with financial
difficulties and the threat of changing manager positions, there is a tendency for managers to reduce
the level of conservatism with the aim of making financial statements look good in the eyes of
shareholders and creditor.

The opinion that is in line but in different directions is expressed, who states that financial
distress conditions have a positive effect on the application of the principle of conservatism.
Uncertainty conditions that can occur in companies require accountants to be more careful in
recognizing an economic event because the manager's prudence is considered to be able to provide
benefits to all users of financial statements so that the higher the level of financial distress the
company has. It will increase the application of the principle of conservatism in its financial
statements.

H>: Financial distress affects the application of the principle of conservatism

Methodology

This study takes data from European league football clubs registered with UEFA on the basis of
the Financial Fair Play Regulations in 2010. Purposive sampling technique. The sample criteria
were made based on the following considerations: (1) Football clubs that have participated in the
English Premier League, and (2) operating and publishing financial and annual reports for the

period 2011-2013.

Accounting Conservatism
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Accounting conservatism is defined as the difference in the level of verification carried out on the
recognition of profit and loss in financial statements so that in practice, managers will need a higher
level of verification to recognize good news as gains compared to bad news as losses (Watts, 2003).
Conservatism as an independent variable is calculated by the accrual model of Givoly and Hayn
(2000). The reason for using the accrual model is because the focus of this study is on discussing
conservatism in relation to profit and loss, not on market reactions, so the accrual model is more
appropriate to use. Total accruals measure accounting conservatism less cash flows from operating
activities. This variable is represented by the CONACC symbol, and the formula is as follows:

CONACC;, = (NI + DEP);, — CFO,,

Where :

CONACC = Degree of accounting conservatism

NI = Net income before extraordinary items, plus depreciation and amortization
CFO = Cash flow operation

The more negative the CONACC value obtained by a company, the more conservative the
company is, and vice versa.

Leverage

Leverage refers to the use of funds originating from debt to finance the company's operational
activities, which causes the emergence of a fixed burden for the company. Companies that do not
have leverage use their own capital in full without using debt to finance their operational activities.
The leverage variable is measured using the debt to asset ratio, which is considered to provide
information about the amount of debt used to finance the assets used by the company in carrying
out its operational activities. This variable is expressed in the symbol LEV, and the formula is as
follows:

Debt

LEV =
TA




Where,

LEV: Leverage

Deb: Total Debt

TA: Total Assets

Financial Distress

The definition of financial distress, in general, is a condition of financial difficulty experienced by
a company so that it cannot fulfill its obligations. The condition of a company's financial difficulties
can be measured through financial statements by doing ratio analysis to financial statements.
Grover's G-Score model is a model created by designing and reassessing the Altman Z-Score
model. Jeffrey S. Grover used a sample according to the Altman Z-Score model in 1968 by adding

13 new financial ratios. Grover & Lavin (2001) produces the following equation as follows:

G — Score = 1,650X1 + 3,404X3 — 0,016R0OA + 0,057

Where :

X1 = Working capital/Total asset

X3 = Earning before interest and taxes/Total asset
ROA = Netincome/Total asset

Grover's model categorizes companies as bankrupt with a score of less than or equal to -0.02 (G -
0.02), while the value of companies categorized as not bankrupt is more or equal to 0.01 (G 0.01).
Companies with scores between the upper and lower limits are in the gray area. In this study, the
measurement of financial distress is carried out by giving an assessment of one for companies

experiencing financial distress and zero for companies not experiencing financial distress.

Results and Discussion
Result
Model testing of multiple linear regression model using a degree of confidence of 95%.

Furthermore, the multiple linear regression model used in this study has gone through a classical
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assumption test process which includes normality test, autocorrelation test, multicollinearity test,
and heteroscedasticity test. Therefore, the next step is to test the feasibility of the regression model

with the F test. The test results are shown in Table 1.

Table 1 F test statistic

ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 2,734 2 1,367 13,319 ,000P
Residual 2,771 27 ,103
Total 5,506 29

a. Dependent Variable: Conacc
b. Predictors: (Constant), Lev, Distress

Source: Data processed by SPSS

Based on table 1, it can be seen that the significance value is 0.000 and is smaller than 0.05, and
has a calculated F value of 13.319, which is greater than the table F value of 2.95. So that the

regression model of leverage and financial distress variables simultaneously affects conservatism.



Coefficient of Determination Test (Adjusted R?)

Based on table 3, the Adjusted R Square value is 0.459 or 45.9%. This shows that the independent

variables used in this study can predict accounting conservatism of 45.9% (adjusted R2), while the

remaining 54.1% is predicted by other variables that are not used in this research model.

Table 2. coefficient of determination test (adjusted R?)

Model Summary

Adjusted R Std. Error of the
Model R R Square Square Estimate Durbin-Watson
1 , 7052 ,497 ,459 ,320382 2,364

a. Predictors: (Constant), Lev, Distress

b. Dependent Variable: Conacc

Source: Data processed by

SPSS

Research Hypothesis Test (t-test)

The results of the research hypothesis test, in this case, is the t-test showing that each independent

variable is able to explain the influence of the Predictor Variables, namely: Leverage and Financial

Distress) to conservatism (response variable).

Table 3. Statistical t-Test

Coefficients

Unstandardized Coefficients

Standardized

Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) -,094 ,071 -1,325 ,196
Lev ,169 ,072 1,054 2,332 ,027
Distress ,102 ,028 1,634 3,614 ,001

a. Dependent Variable: Conacc

Source: Data processed by spss
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Based on the results in table 3, the t-test results of the multiple linear regression model can be
interpreted that the constant (o) of -0.094 indicates the magnitude of the coefficient of accounting
conservatism in English football clubs listed on the London Stock Exchange for the 2011-2013
season, which is not affected by leverage and financial distress. Furthermore, the leverage
regression coefficient (LEV) of 0.169 indicates that when the leverage value increases by one
percent, it will be followed by an increase in the accounting conservatism coefficient of 0.169.
Finally, the regression coefficient of financial distress (Distress) of 0.102 indicates that when the
value of financial distress increases by one percent, it will be followed by an increase in the

coefficient of accounting conservatism of 0.102.

Discussion

The Effect of Leverage on the Application of the Principles of Accounting Conservatism

The results showed that leverage (LEV) had a positive effect on the coefficient of accounting
conservatism. This is indicated by the value of the calculated significance level (0.027) <
confidence level (0.05). The higher the leverage value of the company, it will encourage managers
to increase the value of accounting conservatism in the company, this is because when the leverage
value increases, it will make creditors demand that managers apply conservatism by holding back
profits in the interest of the security of creditor funds, because if the manager remains opportunistic
by distributing dividends to shareholders and taking commissions in conditions of high leverage
will threaten the funds from creditors cannot be returned by the company, and the company's

condition will worsen.



The Effect of Financial Distress on the Application of Accounting Conservatism Principles

The results showed that financial distress (Distress) had a positive effect on the coefficient of
accounting conservatism. This is indicated by the value of the calculated significance level (0.001)
< confidence level (0.05). The higher the value of the company's financial distress, the manager is
required to be more careful in making decisions in the midst of uncertain conditions in the
company. Managers' prudence in recognizing events in uncertain financial distress conditions in
the company is expected to be able to provide long-term benefits to the company, investors, and

creditors.
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Conclusion and Recommendations

Based on the results of the multiple linear regression analysis that has been presented in this study,
it can be concluded that the variables of leverage and financial distress either partially or
simultaneously have a positive influence on the application of accounting conservatism principles
to English football clubs. This is in line with positive accounting theory, which requires a manager
to be able to have the ability, understanding, and knowledge of accounting in the application of
appropriate accounting policies in uncertain conditions and is required to be more careful in making
decisions, because when a manager remains Opportunistic conditions in uncertain conditions will
result in losses that may be experienced by companies, investors, and creditors due to the manager's
inability to make decisions.

The author's suggestion to the next researcher is expected to be able to increase the number of
variables and the sampling period so that the research results can be maximized and in accordance
with the latest conditions and regulations, as well as to conduct research on clubs in other state
leagues. Football leagues will have different regulations, both team formation and competition
regulations, as well as regulations in their financial reporting system so that it can produce different
results in each league in various parts of the world with a record that existing football clubs have

been listed on the stock exchange.
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Abstract: The Union of European Football Associations (UEFA) has become an
industry in recent decades that has attracted many investors. The UEFA issued

a Financial Fair Play Regulation (FFPR) policy to control the financial condition of
football clubs. This study aims to determine the effect of leverage and financial
distress on applying the principle of conservatism to provide a sense of security to
investors and creditors. It is quantitative research that uses purposive data from the
football companies listed on the London Stock Exchange in 2011-2013. The results
indicate that the level of leverage and financial distress positively affect the appli-
cation of the conservatism principle. In conclusion, the higher level of debt and
financial distress will increase the company’s applying the conservatism principle.
A suggestion for further research is to test the theory against football leagues in
other countries because football leagues in other countries may have different
rules.

Subjects: Financial Accounting; Financial Statement Analysis; International Accounting

Keywords: Conservatism; financial distress; leverage; FFPR

1. Introduction

Football in Europe has become a multi-million-euro industry in recent decades, attracting many
investors, global media, sponsors, and millions of supporters (Dimitropoulos et al., 2016). The
football industry is considered to be able to generate large amounts of money. This can be seen
from the income earned by football clubs from the sale of match tickets, club knick-knacks,
sponsored products, television broadcasting rights, and player transfers (2016). The total revenue
earned by professional clubs competing in the English Premier League reached $7.3 billion during
the 2017/18 season (Reed, 2019), based on the revenue generated by football clubs in England,
which could encourage investor interest in investing in football clubs. Cave and Miller (2016) reveal
that major club acquisitions that occurred in 2015 included the acquisition of West Bromwich
Albion by a Chinese investment group, the sale of a 60% stake in Swansea City for £110 million to
an American consortium led by investors Kaplan and Levien 49.9% stake in Everton bought by
Iranian billionaire Farhad Moshiri, 70% stake in Crystal Palace for £100 million by a group of
American investors, even Aston Villa who were relegated that season sold for £70 million to
Chinese businessman Tony Xia.

Although the investment value and income that goes into English football clubs are quite high, in
reality, there are many clubs that are experiencing financial difficulties. This was caused by an
increase in salary payments to players who absorbed 90% of the total turnover value of the top

© 2023 The Author(s). This open access article is distributed under a Creative Commons
Attribution (CC-BY) 4.0 license.
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Figure 1. Aggregated net profit/
loss for the league in 2011.

Source: Union Europe Football
Association (UEFA)
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European club divisions recorded by UEFA in 2008 (Zoccali, 2011). Franck (2018) states that there
are unstable conditions experienced by football clubs in Europe caused by excessive investment
that is not proportional to the income earned, resulting in the majority of football clubs in Europe
experiencing financial distress. Figure 1 shows the aggregate operating profit of football clubs in
Europe which focuses on the operating profit of football clubs originating from the core activities of
football which shows an indication of football clubs experiencing financial distress. The red column
indicates that the country with the club in the top division spent between €1.10 and €1.20 to earn
€1.00 in revenue, while the dark red column shows the country that spent more than €1.20 to earn
€1.00 (Franck, 2018).

Seeing the many phenomena of football clubs experiencing crisis conditions and being threa-
tened with bankruptcy due to the imbalance between the investment value and the income
earned by football clubs in England, UEFA 2010 began to introduce the Financial Fair Play
Regulation (FFPR), which aims to ensure the club’s financial health condition. Football is registered
for competitions organized by UEFA. The regulation ensures that football clubs wishing to enter the
competition do not have debts due to other clubs, players, and tax authorities during the season
(UEFA, 2014). In this regulation, UEFA stipulates that every football club that registers to take part
in a professional league competition held by UEFA must comply with the provisions of the FFPR.
When the football club does not meet the provisions of FFPR, it will then become the authority of
the Club’s Financial Control Body. The club, from now on referred to as the CFCB) to decide on
actions and provide sanctions, actions, and sanctions that the CFCB can give in the form of
warnings, reprimands, fines, deductions from points, deductions from UEFA competitions, prohibi-
tion of registering new players in UEFA competitions, limiting the number of players which can be
registered, disqualification from the ongoing competition or exclusion from the next season’s
competition, even up to the withdrawal of a title or award (UEFA, 2014).

Responsibility and protecting the viability and long-term sustainability of European football clubs
(Morrow & Senaux, 2013). UEFA enacted FFPR to increase clubs’ economic and financial capacity,
increase transparency and credibility of financial reports, improve the protection of creditors,
introduce more disciplined and rational financing to football clubs, encourage clubs to conduct
revenue-based operations, and encourage more efficient use of budgets. The determination of the
FFPR policy by UEFA as a control tool to determine the health of football clubs’ financial conditions
is in line with the principle of accounting conservatism. With this goal in mind, the application of
FFPR focuses on protecting creditors, whereas the principle of conservatism also has the same
goal. The application of the principle of conservatism is used as a counterweight to the attitude of
managers who tend to be opportunistic to increase profits with the aim of increasing bonuses that
can be received by managers, which can later reduce the value of the company in the future. The
implementation of FFPR by UEFA on European football clubs in 2010 was in response to the many
cases of financing the club’s operational activities that used the owner’s personal funds and large
amounts of debt so that the financial statements presented by football clubs became biased and
could interfere with the decision-making process by interested parties.
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The use of large amounts of debt to finance the operational activities of football clubs in Europe
is caused by a management culture that prioritizes winning on the field and overriding financial
reporting performance, which results in football clubs being involved in expensive player transfer
markets and giving players salaries that are too high (Dimitropoulos et al., 2016). With the high
number of debts owed by the company, creditors have the right to oversee the company’s
operational activities, so the company will apply the principle of conservatism in reporting earnings
(Dewi & Suryanawa, 2014). This also applies to the football industry, which has financial reports
and business processes that are not much different from conventional companies, so when
a football club has a high debt rate, the club will tend to increase the value of conservatism in
its financial reporting process. The increase in the value of conservatism in financial statements is
used to meet requests from creditors and investors as a means of controlling the information
asymmetry held by management (Watts, 2003). With the application of the principle of conserva-
tism in the financial reporting process, it is expected to limit the opportunistic behaviour of
managers so that the use of the budget can be used to increase the value of football clubs in
the future. UEFA has also set a limit on the total amount of debt that can be obtained by a football
club during one season in the FFPR regulations. This is done by UEFA to ensure that football clubs
have sound financial statements and can pay any obligations that the club has.

The application of the FFPR policy by UEFA to European football clubs is based on the existence
of large-scale spending activities carried out by many European football clubs with the aim of
gaining victory in the competition. Massive spending by football clubs is usually used for player
spending and infrastructure improvement in the hope that when the club has the best players and
adequate facilities, it will be able to give the team victory and increase the popularity of the
football club. Uncontrolled spending of football clubs can cause football clubs to experience
financial distress, this is caused by investments made by football clubs to players, and infrastruc-
ture is not able to encourage an increase in club income during the season, so UEFA needs to
implement a licensing policy that involves financial statements (Buraimo et al.,, 2010). With the
implementation of FFPR by UEFA, football clubs are required to submit annual financial reports to
be able to enter the competition so that UEFA can monitor the financial condition of football clubs
that register for the competition. Football clubs can carry out the application of the principle of
conservatism in financial statements as a response to the conditions of uncertainty faced by clubs.
Restrictions on dividend payments and commissions to managers can help clubs focus on using
their budget to increase the club’s value in the future and save more cash to deal with these
conditions.

2. Literature review and hypotheses development

2.1. Agency theory

Agency theory, according to (Jensen & Meckling, 1976), is a relationship based on a contract
between the principal (investor) and the agent (manager) to provide services that involve the
process of delegating authority in the decision-making process to the agent. This theory empha-
sizes the design of performance measurement and the rewards provided with the aim that
managers can make positive decisions and can provide benefits to the company as a whole
(Raharjo, 2007).

Measurement of achievement in the football industry is usually seen from the club’s perfor-
mance during the current season, so that managers tend to spend large amounts to achieve these
goals, while from the principals, it is more important to prioritize how the club can continue to
provide benefits so that later it will cause agency costs that result in loss firm value (Dimitropoulos
et al, 2016). The results obtained from the emergence of agency costs in a club cause an
imbalance between club expenses and the achievements or results obtained. This shows that
football clubs need regulation or a system that can limit the amount of club spending each season
to fulfil the obligations of a club.
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2.2. Positive accounting theory

Positive accounting theory focuses on explaining a process that uses accounting skills, under-
standing, and knowledge to use the most appropriate accounting policies to deal with future
conditions (Watts & Zimmerman, 1986). Accounting theory seeks to explain several events from an
accounting point of view in the form of (1) the number of costs incurred is proportional to the
benefits obtained in the selection of alternative accounting methods, (2) the amount of costs
incurred is proportional to the benefits obtained in the regulation and accounting standard-setting
process, and (3) the impact of published reports on stock prices.

Watts and Zimmerman (1986) in accounting theory argue that there is one hypothesis in
accounting theory that can motivate managers to perform earnings management the debt
covenant hypothesis. The existence of conditions of uncertainty in the company makes managers
required to be able to apply appropriate policies to the conditions faced and be able to ensure the
going concern ability of the company so that in the process, there is a possibility that a manager
will carry out earnings management to deal with certain conditions. This means that when
a company has a high leverage ratio, there is a tendency for managers to transfer future profits
to the present in order to avoid the consequences of debt agreements made by the company to
creditors so that part of the supervisory function shifts to creditors and creditors have authority to
pressure managers to fulfil agreed-upon agreements.

2.3. Leverage on the application of the conservatism principle

Leverage in the company refers to the amount of funding that comes from debt in the company’s
capital structure and is an indication of the level of security of the lenders. When the company has
been given a loan by the creditor, the creditor automatically has an interest in the security of the
loaned funds in the hope of making a profit. In practice, the company wants to show good
performance to lenders by presenting optimistic financial statements by increasing the value of
assets and profits and reducing the value of liabilities and expenses. This is done with the aim of
obtaining long-term loans and providing a sense of security for lenders to provide loan funds to the
company. Furthermore, the most important thing in agency theory is that the supervisory function
of the owner will be assisted by the creditor.

Thus the function of leverage will help apply the principle of conservatism because
a company’s liquidity is considered an important ratio to measure the company’s ability to pay
off short obligations so that it will affect the implementation of conservatism in the company’s
financial statements (Watts & Zimmerman, 1986). This opinion is also reinforced by Iona et al.
(2004) and Dang and Tran (2020) showing that financial leverage has a positive effect on account-
ing conservatism. Therefore, companies with high leverage ratios will make creditors demand to
apply conservatism to ensure security and confidence in the return of funds that have been given.

Hi: Leverage will increase the application of the principle of conservatism

2.4. Financial distress on the application of the conservatism principle

Financial distress is a condition where a company experiences financial difficulties, which is
marked by a decrease in net income for several periods. Positive accounting theory states that
managers have a tendency to reduce the level of conservatism when dealing with conditions of
high levels of financial difficulty. This can happen because of the possibility of replacing managers
with shareholders who are considered unable to manage the company properly.

When faced with a high level of financial distress, managers usually have a tendency to reduce
the level of accounting conservatism in financial statements because if the condition of the
company’s financial statements looks problematic, the manager is considered to have violated
the contract and faces the threat of replacing the manager which will have an impact on the
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decline in the manager’s market value in the market. Labor. In different conditions, when the
company is not facing financial distress, the manager does not face the pressure of breach of
contract and will tend to apply more conservative accounting principles to avoid possible conflicts
with creditors and shareholders.

The level of financial distress owned by the company has a negative effect on the application of
the principle of conservatism caused by a decrease in financial condition due to poor manager
performance, which can trigger shareholders to change managers, so managers tend to reduce
the level of conservatism. This is in line with when managers are faced with financial difficulties
and the threat of changing manager positions, and there is a tendency for managers to reduce the
level of conservatism with the aim of making financial statements look good in the eyes of
shareholders and creditors.

The opinion that is in line but in different directions is expressed, which states that financial
distress conditions positively affect the application of the principle of conservatism. Uncertainty
conditions that can occur in companies require accountants to be more careful in recognizing an
economic event because the manager’s prudence is considered to be able to provide benefits to all

users of financial statements, so the higher the level of financial distress the company has. It will
increase the application of the principle of conservatism in its financial statements.

H,: Financial distress will increase the application of the principle of conservatism.
3. Method
This study takes data from European league football clubs registered with UEFA based on the
Financial Fair Play Regulations in 2010. Data collection was carried out by purposive sampling on
the London stock exchange because the Premier League is the world’s most popular and best
league. The sample criteria were made based on the following considerations: (1) Football clubs
that have participated in the English Premier League, and (2) operating and publishing financial
and annual reports for the period 2011-2013 on London Stock Exchange. Furthermore, to test the
impact of leverage and financial distress on conservatism, the following panel data regression
model is used:

Where:

CONACC: Degree of accounting conservatism

LEV: Leverage

G-SCORE: Financial Distress

B1: Slope of Leverage Variable

B: Slope of Financial Distress Variable

Ao: Intercept in 2011

Aq1: Intercept in 2012

A: Intercept in 2013

e;: Error
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3.1. Accounting conservatism

Accounting conservatism is defined as the difference in the level of verification carried out on the
recognition of profit and loss in financial statements so that, in practice, managers will need
a higher level of verification to recognize good news as gains compared to bad news as losses
(Watts, 2003). Conservatism as an independent variable is calculated by the accrual model of
Givoly and Hayn (2000). The reason for using the accrual model is because the focus of this study is
on discussing conservatism in relation to profit and loss, not on market reactions, so the accrual
model is more appropriate to use. Total accruals measure accounting conservatism less cash flows
from operating activities. This variable is represented by the CONACC symbol, and the formula is as
follows:

CONACCy; = ( NI+ DEP ) — CFOy

Where:
CONACC: Degree of accounting conservatism
NI: Net income before extraordinary items, plus depreciation and amortization
CFO: Cash flow operation

The more negative the CONACC value obtained by a company, the more conservative the company
is, and vice versa.

3.2. Leverage

Leverage refers to the use of funds originating from debt to finance the company’s operational
activities, which causes the emergence of a fixed burden for the company. Companies that do not
have leverage use their own capital in full without using debt to finance their operational activities.
The leverage variable is measured using the debt-to-asset ratio, which is considered to provide
information about the amount of debt used to finance the assets used by the company in carrying
out its operational activities. This variable is expressed in the symbol LEV, and the formula is as
follows:

Debt

Where,

LEV: Leverage
Debt: Total Debt
TA: Total Assets

3.3. Financial distress

The definition of financial distress, in general, is a condition of financial difficulty experienced
by a company so that it cannot fulfil its obligations. The condition of a company’s financial
difficulties can be measured through financial statements by doing ratio analysis to financial
statements. Grover’s G-Score model is a model created by designing and reassessing the
Altman Z-Score model. Jeffrey S. Grover used a sample according to the Altman Z-Score
model in 1968 by adding 13 new financial ratios. Grover and Lavin (2001) produces the
following equation as follows:

G —Score = 1,650X; + 3,404X3 —0,016R0OA + 0,057
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Where:
Xi1: Working capital/Total asset
Xs. Earning before interest and taxes/Total asset
ROA: Net income/Total asset

Grover's model categorizes companies as bankrupt with a score of less than or equal to -0.02
(G — 0.02), while the value of companies categorized as not bankrupt is more or equal to 0.01 (G
0.01). Companies with scores between the upper and lower limits are in the grey area. In this study,
the measurement of financial distress is carried out by giving an assessment of one for companies
experiencing financial distress and zero for companies not experiencing financial distress.

4. Results

Model testing of multiple linear regression model using a panel data and a confidential level 95%.
Furthermore, the multiple linear regression model used in this study has undergone a classical
assumption test process, including a normality test, autocorrelation test, multicollinearity test, and
heteroscedasticity test. Therefore, the next step is to test the feasibility of the regression panel
data that is shown in Table 1.

Testing the model by assuming that the intercept and slope coefficient are constant for three
years, the results show that the F test is 6.799 or a p-value of 0.001, which means it is significant
with an R square of 0.497. However, the test result for the constant is =1.325 (p-value = 0.196),
which means it is not significant, so the intersection point of the regression line on the vertical axis
can be interpreted through the original point. However, what is more important is the results of the
t-test variable leverage and the G-Score showing the numbers 2.310 (p-value = 0.043) and 3.285
(p-value = 0.003) which means that H; and H, are accepted.

To ensure that the results of the panel regression test are robust, the test is carried out using the
assumption that the slope is constant but the intercept varies every year. The result of the F-test is
13.318 or a p-value of 0.000 which means it is significant with an increase in R square to 0.521.
Furthermore, the results of the t-test for the leverage variable and the G-Score show the numbers
2.332 (p-value = 0.0027) and 3.614 (p-value = 0.001) which means that H; and H, are accepted.
However, the results of constant slope and intercept testing varied were not proven. This is shown
by the constant t-test of —0.279 (p-value = 0.782) and the 2012 dummy of —0.270 (p-value = 0.789)
and 2013 of —1.072 (p-value = 0.294) which are also not significant.

Table 1. Summary of panel regression testing results

intercept and constant slope slope is constant but intercept
coefficient for 3 years varies over 3 years

Variable t-test p-value t-test p-value
(Constant) -1,325 0,196 —-0,279 0,782
Lerverage 2,332 0,027 2,130 0,043
G-Score » 3,614 0,001 3,285 0,003
Dummy 2012 —-0,270 0,789
Dummy 2013 -1,072 0,294
F-test 6,799 0,001 13,318 0,000
R Square 0.497 0,521
Confidence Level 95%

Source: Results by the authors
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4.1. The effect of leverage on the application of the principles of accounting conservatism
The results showed that leverage (LEV) had a positive effect on the coefficient of accounting
conservatism. This is indicated by the value of the calculated significance level (0.027) atau (0,043)
pada confidence level (0.05). The higher the leverage value of the company, it will encourage
managers to increase the value of accounting conservatism in the company. This is because when
the leverage value increases, it will make creditors demand that managers apply conservatism by
holding back profits in the interest of the security of creditor funds because if the manager remains
opportunistic by distributing dividends to shareholders and taking commissions in conditions of
high leverage will threaten the funds from creditors cannot be returned by the company, and the
company’s condition will worsen.

4.2. The effect of financial distress on the application of accounting conservatism principles
The results showed that financial distress (Distress) had a positive effect on the coefficient of
accounting conservatism. This is indicated by the value of the calculated significance level (0.001
or 0,003) pada confidence level (0.05). The higher the value of the company’s financial distress, the
manager is required to be more careful in making decisions in the midst of uncertain conditions in
the company. Managers’ prudence in recognizing events in uncertain financial distress conditions
in the company is expected to be able to provide long-term benefits to the company, investors,
and creditors.

5. Conclusion and recommendations

Based on the results of the multiple linear regression analysis that has been presented in this
study, it can be concluded that the variables of leverage and financial distress either partially or
simultaneously have a positive influence on the application of accounting conservatism principles
to English football clubs. This is in line with positive accounting theory, which requires a manager
to be able to have the ability, understanding, and knowledge of accounting in the application of
appropriate accounting policies in uncertain conditions and is required to be more careful in
making decisions because when a manager remains Opportunistic conditions in uncertain condi-
tions will result in losses that may be experienced by companies, investors, and creditors due to
the manager’s inability to make decisions.

The author’s suggestion to the next researcher is expected to be able to increase the number of
variables and the sampling period so that the research results can be maximized and in accor-
dance with the latest conditions and regulations, as well as to conduct research on clubs in other
state leagues. Football leagues will have different regulations, both team formation and competi-
tion regulations, as well as regulations in their financial reporting system so that it can produce
different results in each league in various parts of the world with a record that existing football
clubs have been listed on the stock exchange.
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