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Measuring Conditional Conservatism: Its Challenges and Remedies
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This study focused on accounting conservatism, which has received
considerable attention in both practice and academia as an important feature of financial
accounting. In particular, we examined the conditional conservatism, which is a type of accounting
conservatism, and analyzed the problems in the application of the widely used measure of Basu [1997]

to Japanese data. In addition, a discussion of possible improvements to the measure in response to
these problems has also been presented. The main findings of this study are as follows: (1) the CFO
asymmetry highlighted by Collins et al. [2014] is a concern when applying the Basu[1997] model to
Japanese data; (2) therefore, in order to avoid bias due to CFO asymmetry, it is necessary to
measure conditional conservatism using the adjusted Basu[1997] model, the accrual model.
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