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Abstract 
This study investigated the association between financial statement restatements and conditional conservatism in 
Brazilian publicly traded companies listed on B3. A sample of 192 non-financial companies was used from 2012 
to 2020. The conditional conservatism was measured using Ball and Shivakumar's (2005) model. The study 
employed five dimensions of restatement measures, comprising both voluntary and compulsory restatement 
modalities, and six-panel data regression models was conducted. The results revealed that there is no relationship 
between voluntary restatement and conservatism. However, there is generally a positive association between 
compulsory restatement and conservatism. Thus, companies mandated to restatement their reports by the 
regulator tend to be more conservative, indicating the lower quality of financial reports. These findings provide 
valuable insights for various external users of accounting information, as restatements can assist companies in 
understanding negative signals in the market, help investors in better resource allocation, and assist regulators in 
devising appropriate measures for prevention or punishment. 
Keywords: conditional conservatism, restatement reports, earnings quality, timeliness 
1. Introduction 
In capital markets, several users require information about companies' actual economic and financial situation to 
make better decisions. In this sense, users of information from financial statements need these reports to be 
reliable and valuable. That is, they provide high-quality accounting information so that they can make their 
decisions. 
According to the Conceptual Framework for Financial Reporting (IASB, 2018), one of the characteristics that 
information must have to be more beneficial to its users is called "timeliness." The timeliness of accounting 
information is understood as a qualitative improvement characteristic, as it is considered that the timelier the 
disclosure of an entity's financial reports, the more significant influence these reports will have on the judgments 
and decisions of various users (IASB, 2018). 
Ball (2006) lists several events that can influence the quality of financial information. Thus, greater 
responsibility for what is disclosed becomes necessary because the quality of financial statements can be affected 
by what is presented (Freire & Albuquerque, 2022). Despite the existence of accounting standards that 
demonstrate how standardized financial statements should be presented correctly, some companies omit or 
distort information about their real economic and financial situation, leading to requests for restatement (Murcia 
& Carvalho, 2007).  
In this interim, the financial statement restatements can be mandatory or voluntary. The former is required by the 
Brazilian Securities and Exchange Commission (CVM) (regulatory body) but also by stakeholders. At the same 
time, the latter is carried out by the company itself without any contractual or regulatory determination, which 
aims to achieve its specific interests (Salgado & Souza, 2021). Thus, even though the financial statement 
restatements aim to improve the quality of previously disclosed information, its occurrence may indicate the 
existence of internal control failures and governance problems in the company (Ali et al., 2018). 
Barniv and Cao (2009) highlight studies that indicate that restatements create uncertainties for the capital market 
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and, as a result, increase risks for stakeholders and affect decision-making. Also, companies that republish their 
financial statements tend not to present information clearly and timely, which hinders analysis and minimizes 
reliability between companies and investors (Gonçalves et al., 2020).  
Therefore, as a directly observable measure, it is expected that restatement has substantial relationships with 
various other factors that denote measures of the informational quality of a company. Measures of earnings 
quality play a fundamental role in assessing the usefulness of financial statements (Schipper & Vincent, 2003). 
The literature on the quality of accounting information lists proxies that are analyzed from various perspectives. 
For example, Dechow et al. (2010) present some measures of earnings quality, including conservatism.  
Conditional conservatism, as discussed by Basu (1997) and Ball and Shivakumar (2005), represents a way for 
managers to be conservative in disclosing financial information about the company, resulting in a lack of 
neutrality, which is one of the main components highlighted by the Conceptual Framework (IASB, 2018) as 
necessary for the faithful representation of accounting information. 
Conditional conservatism represents a tendency where decision-makers recognize losses more promptly than 
gains, resulting from a lower requirement level for recognizing losses compared to recognizing gains (Basu, 
1997). Additionally, it should be noted that although the literature presents uncertainties regarding the positive or 
negative effects of conservatism on organizations, studies such as Wendt (2010), Wang (2013), Nakano et al. 
(2014), Mora and Walker (2015), and Vale and Nakao (2017) indicate that conservatism tends to contradict 
neutrality, which reflects negatively on earnings quality. 
In recent years, restatement has been the subject of many accounting studies. For example, recent studies have 
analyzed restatement from the following perspectives: determinants for the regulator to request restatement 
(Dantas et al., 2011); growth rates of companies (Albring et al., 2013); determinants of restatement (Lin et al., 
2017); market reaction to restatement (Robu & Robu, 2015; Souza & Nardi, 2018); and the relationship between 
restatement, quality, and cost of debt (Gonçalves et al., 2020). 
There are gaps in the Brazilian literature regarding research that focuses solely on the impact of the restatement 
on accounting conservatism. Most studies conducted so far focus on analyzing restatement with qualitative 
characteristics of disclosed information in addition to conservatism, such as persistence, relevance, and 
timeliness (Gonçalves et al., 2020). Therefore, this study stands out by delving into a single quality measure as it 
relates conservatism to several restatement characteristics, presenting a broader perspective. 
Therefore, this research aims to verify the relationship between financial report restatements and conditional 
conservatism in Brazilian publicly traded companies. Specifically, the present study will analyze the restatements 
in contrast to a measure of earnings quality, conditional conservatism, in Brazilian publicly traded companies 
listed on B3. 
For this purpose, information from 192 companies was used between 2012 and 2020 to operationalize the 
research. Ball and Shivakumar's (2005) conditional conservatism model was used. Restatement was measured 
through five distinct dimensions, including voluntary and compulsory forms: the existence of restatement, 
quantity of restatements, delay in restatement, restatement after 03/31, and delay between publication and 
restatement. Six-panel regression models were adopted for the research. 
The results indicate the absence of a relationship between voluntary restatement and conditional conservatism 
but point to positive relationships between compulsory restatement and conditional conservatism, i.e., 
conservatism has a positive relationship with the existence of compulsory restatement; the number of 
compulsory restatements; more significant lag from the first day of publication to the last compulsory 
restatement; and the existence of restatement after the deadline for publication.  
This study is relevant as it identifies patterns in the quality of financial reports based on companies' restatements, 
both voluntarily and compulsorily. Moreover, the findings of the study can contribute to various users, such as 
companies, which can better understand how restatement can harm their image in the market; investors and 
creditors, who can observe companies that republish essential information that assists them in their decisions; 
regulators, who can evaluate if their preventive and punitive measures are sufficient to better encourage 
companies in the better preparation of their reports; among other users. 
This analysis can also contribute to academia since the increase in financial statement restatements is a current 
topic regarding the quality of accounting information (Alali & Wang, 2017; Mao, 2018; Marçal & Macedo, 2019; 
Mortazavi & Salehi, 2017; Rahmanian et al., 2016). Therefore, given the results obtained in this study, users can 
clearly understand how financial statement restatements relate to information quality. They can also analyze 
whether they should consider this factor in their judgments and decision-making. 
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2. Theoretical Framework 
2.1 Timeliness and Restatement 
Timeliness is a qualitative characteristic of accounting information, which refers to the availability of useful 
information in time to influence decision-making (CPC, 2019). Therefore, it is seen as an attribute that positively 
affects the perception of the information provided to accounting users.  
According to Van Horne (1995), timeliness can be defined as the time interval between the end of a company's 
fiscal year and the date when its financial reports are completed and made available to the target audience. 
Therefore, timely information is a concern, particularly for regulators and accounting authorities worldwide, as 
transparency and timely financial information are essential to ensure that potential investors receive the relevant 
information to facilitate appropriate investment decisions (Clatworthy & Peel, 2016).  
However, some factors influence the quality of this information, and one of them is the restatement of a 
company's financial reports. Restatement represents a new issuance of financial reports due to changes related to 
the initially published reports. This new issuance can represent a consequence of the lack of clarity and 
transparency in the initial publication of financial reports or the correction of something that went unnoticed by 
the organization (Albring et al., 2013; Hribar & Jenkins, 2004; Kravet & Shevlin, 2010). 
Restatement occurs when a review of financial reports reveals inconsistencies in the information disclosed to the 
market. As a result, companies must republish their financial statements in voluntary or compulsory restatement 
(Dantas et al., 2011; Habib & Jiang, 2015).  
In the first situation, voluntary, the company observes the need to republish its statements when it finds a flaw or 
needs to correct some of the information already in the statements disclosed to users (Chiudini et al., 2018). In 
this sense, it is perceived that even though this type of republishing is not mandatory, it can be seen negatively 
about the quality of information (Akhigbe et al., 2005). 
In the second situation, the Brazilian Securities and Exchange Commission (CVM), which acts as a regulatory 
body in Brazil, requests correction and re-issuance of disclosed information due to identified errors or frauds, 
thus requiring, when deemed necessary, that companies reissue their financial reports, which affects the 
timeliness of accounting information (Dantas et al., 2011; Marques et al., 2017). Therefore, how a company is 
managed can become a measure of the quality of its information, as restatement as a management act can issue 
an alert to stakeholders about whether the company needs greater scrutiny or not of its reports (Freire & 
Albuquerque, 2022). 
In light of the previous, restatement is seen as a negative aspect for both the timeliness and quality of accounting 
information. In addition to what has been mentioned, there is an impact on investors' decision-making (Soares et 
al., 2018). Moreover, restatement alerts the market about possible issues with the information disclosed, such as 
earnings manipulation (Dechow et al., 2010; Di Pietra et al., 2014; Marques et al., 2017). 
The following table provides some results of past studies on the various effects of restatements on financial 
attributes of entities. 

 
Table 1. Previous studies on restatements 

Purpose of the Study Main Results Author(s) 
Examine the market's reaction to 542 
corporate earnings restatements during the 
1991–2001 period. 

 It is found that the earnings restatements elicit a strong negative 
market response 

Akhigbe et al. (2005) 

Verify if accounting restatements hurt 
contracting relations between the firm and 
outside parties such as a firm’s customers 
and suppliers, negatively impacting firm 
cash flows. 

The effects of restatement on overall firm growth as well as its 
components of internally and externally financed growth. The 
findings suggest that overall firm growth rates decline following a 
restatement. 

Albring et al. (2013) 

Examine whether the market perceives 
financial restatements as na important factor 
when determines the value of the company. 

The findings no significant relationship between financial 
restatement and firm value. 

Ali et al. (2018) 

Examine the effect of restatements on 
investors' and dealers' perceptions of the 
firm. 

It was found a negative market returns for accounting problem 
announcements, and we find that the negative reaction is most 
pronounced for firms with revenue recognition issues. It is also 

Anderson and Yohn (2002)
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found an increase in spreads surrounding the announcement of 
revenue recognition problems. 

Examine investor response to analyst 
forecast revisions using accounting 
restatements as a proxy for uncertainty.  

It was found that investors tend to rely more on the information 
that analyst characteristics convey about forecast accuracy in 
restatement firms than in non-restatement firms.  

Barniv and Cao (2009) 

Investigate a large sample of financial 
statement restatements over the period 
1986-2001, and compares restatements 
caused by changes in accounting principles 
to those caused by errors. 

It was found that market reactions to restatements due to errors are 
generally negative. It is also that these restatements come in 
periods of declining profits and lower profits than industry peers 
for the restating firms, consistent with both opportunistic 
managerial behavior and operational problems. 

Callen et al. (2008) 

Examine the effect of accounting 
restatements on a firm's cost of equity 
capital. 

It was found that restatements initiated by auditors are associated 
with the largest increase in the cost of capital, and that firms with 
greater leverage experience greater increases in their cost of 
capital. 

Hribar and Jenkins (2004)

Examine the association between accounting 
restatements and the pricing of information 
risk. 

It was found a significant increase in the factor loadings on the 
discretionary information risk factor for restatement firms after a 
restatement announcement. 

Kravet and Shevlin (2010)

Investigate the association between 
accounting restatements and reporting 
different levels of fair value measurements 
as defined by SFAS No. 157. 

It was found that firms with higher ratios of Level 3 fair value 
assets (i.e., financial assets which fair values are determined by 
unobservable, firm-generated inputs) to total assets are more 
likely to subsequently restate their financial statements. 

Lin et al. (2017) 

Verify the effect of the timeliness of financial 
reporting on earnings management of 
publicly traded Brazilian companies listed 
on B3. 

The findings denote that companies that resubmit their financial 
statements, either spontaneously or obligatorily, tend towards 
greater earnings management. 

Salgado and Souza (2021)

 
Therefore, it is observed that the act of restating can negatively affect the quality of accounting information 
reported in financial statements. Given this reflection, the following section addresses attributes that represent 
the quality of accounting information and outlines this research's central hypothesis. 
2.2 Information Quality and Conservatism 
The earnings reported in an organization's financial reports must provide relevant information about its financial 
performance. That is, they must be capable of influencing specific judgments and decisions of various users of 
accounting information (Dechow et al., 2010). According to the Conceptual Framework for Financial Reporting 
(IASB, 2018), for financial information to have quality, it must have two main characteristics: relevance and 
faithful representation. 
In Dechow et al.'s (2010) study, measures of earnings quality are presented in three categories: properties of 
earnings, investor response to earnings, and external indicators of earnings distortion. This research analyzes one 
of the measures listed in the "properties of earnings" group, conservatism, a widely observed characteristic in 
accounting.  
Accounting conservatism occurs when the long-term net asset value is lower than the market value. This is a 
broad view, which implies that accounting will be characterized as conservative when the equity value of a 
company is reported in a distorted way on the balance sheet with values lower than their fair values (Feltham & 
Ohlson, 1995). 
Another accounting conservatism concept refers to the equity measurement in the Balance Sheet (Ohlson, 1995). 
About this definition, it is understood that the untimely recognition of revenues tends to reduce the accounting 
result and, consequently, the Equity. This form of conservatism can be explained by the benefits of equity 
valuation, which may result in lower litigation and regulation costs, for example (Watts, 2003). 
The existing literature on conservatism is divided into two strands. The first is called conditional and is related to 
the tendency of decision-makers to recognize losses timelier than gains, related to the future cash flows of a 
company (Basu, 1997). One motivation for this strand is the need for more reliable contractual metrics to analyze 
the economic performance of companies, as well as factors that have influenced the degree of use of 
conservatism in accounting standards by companies (Watts, 2003).  
The second perspective, known as unconditional conservatism, is related to adopting the lower value for assets 
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and revenues and the higher value for liabilities and expenses among the recognition possibilities. This 
conservatism is an asymmetric response to uncertainty since, with several potential values, the lower value for 
assets and the higher value for liabilities is chosen regardless of probable expectations of economic losses (Ball 
& Shivakumar, 2005).  
Using the methodology proposed by Basu (1997), Lubberink and Huijgen (2000) found that individual 
managers' preferences reveal accounting conservatism in the results since risk-averse managers are more 
conservative than less risk-averse ones. The authors explain that to decrease the exposure of facts that may 
negatively affect managers' wealth, they increase conservatism in the results, assuming that managers' wealth is 
linked to their performance.  
The conservatism of accounting information is controversial in academia, as two theoretical fronts defend this 
attribute as desirable or undesirable for organizations (Mora & Walker, 2015). Thus, accounting conservatism 
can be analyzed through two aspects, positive or negative, about the quality of accounting information.  
Lobo and Zhou (2006) and Ahmed et al. (2013) argue that conservatism can represent a measure that increases 
the quality of reported information, as the decisions made by managers aim to provide a more accurate picture of 
the company's economic and financial situation. Likewise, Mora and Walker (2015), advocates of the contracting 
efficiency approach, argue that conservative decisions tend to present more relevant information. 
However, studies such as Wendt (2010) and Wang (2013) suggest that conservatism contradicts the neutrality of 
accounting information and tends to generate more significant informational asymmetry, negatively affecting the 
quality of reported earnings. In addition, Nakano et al. (2014) also point out that conservatism is contrary to the 
neutrality of financial statements, which represents harmful effects on organizations. Finally, the study by Vale 
and Nakao (2017) suggests that conservatism provides circumstances that reduce the quality of earnings.  
Thus, it becomes evident that even with the ambiguous position on the effects of conservatism on the quality of 
accounting information, it conflicts with neutrality as a desirable characteristic. Therefore, it is believed that 
conservatism is an attribute that negatively affects the quality of accounting information. In this sense, 
considering restatement as an aspect negatively related to the quality of earnings and conservatism as a measure 
of lack of quality, the following hypothesis was delineated: 
H1: Companies that restate their financial reports have lower-quality earnings, as they tend to be more 
conservative. 
3. Method 
3.1 Sample and Data Collection 
This study aims to identify how conditional accounting conservatism is related to the restatement of financial 
reports in Brazilian companies. For this analysis, publicly traded companies listed on B3 were selected for nine 
years, from 2012 to 2020. The research population during this period consisted of 579 non-financial companies. 
Exclusion methods were adopted to select a qualified sample, as shown in Table 2: 
 
Table 2. Exclusion criteria for final sample selection 

Specification Quantity 
Non-Financial Companies listed on B3 in the analysis period 579 
(-) Companies without asset or net income information (364) 
(-) Companies that do not repeat themselves in all nine years of analysis (23) 
(=) Final Sample 192 
 
Table 2 shows that out of the 579 companies, 387 were excluded because information on profit or assets was not 
found in the Economática database and therefore were unsuitable for analysis using the conservatism model used 
in this study. Additionally, companies that did not appear in all years analyzed were excluded, as the aim was to 
use balanced panel data. 
It should be noted that the years 2010 and 2011 were also considered, as the conservatism model used requires 
the calculation of the profit variation from t-1 and t-2. Thus, analyses were carried out for nine years (the 
maximum possible with data in compliance with the International Financial Reporting Standards - IFRS, as 
determined by the Brazilian Law No. 11,638 of 2007), which, multiplied by the final sample of 192 companies, 
generates a total of 1728 observations analyzed. 
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The information regarding the variables related to the restatement (date of restatement and number of 
restatements) was manually collected from the Central Systems of the Brazilian Securities and Exchange 
Commission (CVM). In contrast, the information regarding the conservatism model was obtained from the 
Economática database. 
3.2 Models of Accounting Conservatism 
Ball and Shivakumar (2005) developed a model that links the timely recognition (or anticipation) of losses to the 
presence of negative cash flows. Thus, the practice of conservatism would be conditioned to signs of the poor 
current economic performance of the company. Therefore, the present study employs the model proposed by the 
authors, which is described according to Equation 1: ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠. +𝜀௜௧                 (1) 
Where: ∆𝑁𝐼௜௧ = Change in the accounting net income of company i from year t-1 to year t; ∆𝑁𝐼௜௧ିଵ = Change in the 
accounting net income of company i from year t-2 to year t-1; 𝐷∆𝑁𝐼௜௧ିଵ = Dummy variable indicating the 
presence of an adverse change in accounting net income of company i from year t-2 to year t-1, taking a value of 
1 if ∆𝑁𝐼௜௧ିଵ < 0 and 0 otherwise; 𝐶𝑜𝑛𝑠. = Variable representing conditional conservatism of the company 
through the following interaction: ∆𝑁𝐼௜௧ିଵ ∗ 𝐷∆𝑁𝐼௜௧ିଵ; and 𝜀௜௧ = Error term of the regression. The total value 
of assets weighs all variables related to net income at the beginning of the period. 
To pursue the objective of this study, the variable 𝐶𝑜𝑛𝑠., which represents the proxy for conservatism, was 
multiplied by the specific measures of restatement to verify whether restatements are related to a higher or lower 
level of conditional conservatism in the companies. 
3.3 Statistical Variables and Models 
The research data is in a balanced panel with a cross-section of 192 companies for nine years. Diagnostic tests 
indicated panel data with fixed effects. Therefore all generated models have this statistical configuration.  
The accounting conservatism model adopted in the research was presented in the previous subsection. The 
measures related to the attribute of restatement were represented by five dimensions (Existence of Restatement; 
Number of Restatements; Restatement Lag; Restatement after 03/31; and Lag between Publication and Last 
Restatement) for two distinct restatement configurations: Voluntary Restatement (VR) and Compulsory 
Restatement (CR). 
Therefore, in addition to the model represented by Equation 1, results were provided for five other regressions 
that vary according to the dimensions of restatement, with two additional variables for each model, according to 
the two distinct restatement configurations (VR and CR). Table 3 provides explanations of each of the variables 
analyzed in the conservatism model: 
 
Table 3. Republication measures used 
Attributes Measuring Form 

Voluntary Restatement (VR) 
Dummy variable receives 1 for companies that voluntarily restated report(s) and 0 otherwise 
in the analysis year. 

Compulsory Restatement (CR) 
Dummy variable receives 1 for companies that compulsorily restated report(s) and 0 
otherwise in the analysis year. 

Number of Voluntary Restatements (NVR) 
Number of voluntary restatements, on different days, that the company carried out in the 
referred year of analysis. 

Number of Compulsory Restatements (NCR) 
Number of compulsory restatements, on different days, that the company carried out in the 
referred year of analysis. 

Delay in Voluntary Restatement (DV) 
Number of days of delay of the last voluntary restatement in the year of analysis, starting 
from 01/01. 

Delay of Compulsory Restatement (DC) 
Number of days of delay of the last compulsory restatement, in the year of analysis, from 
01/01. 

Delayed Voluntary Restatement (DVR) 
Dummy variable receives 1 for companies that voluntarily restated report(s) after the final 
publication deadline (03/31) and 0 otherwise in the year of analysis. 

Delayed Compulsory Restatement (DCR) 
Dummy variable receives 1 for companies that compulsorily restated report(s) after the final 
publication deadline (03/31) and 0 otherwise in the year of analysis. 
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Delay from Publication to Voluntary 
Restatement (PVR) 

Number of days of delay from the initial publication of the financial report to the last 
voluntary restatement in the year of analysis. 

Delay from Publication to Compulsory 
Restatement (PCR) 

Number of days of delay from the initial publication of the financial report to the last 
compulsory restatement in the year of analysis. 

 
The article aimed to be as comprehensive as possible regarding the measures related to the restatement attributes. 
Thus, ten different measures were generated, and these attributes were tested in pairs. In other words, in each 
regression model, attributes with similar construction were tested but differed in voluntary or compulsory 
restatement. Therefore, the Ball and Shivakumar (2005) conservatism model was additionally tested in five other 
models according to the adapted equations below: ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠.௜௧+ 𝛽ସ𝑉𝑅௜௧ିଵ + 𝛽ହ𝐶𝑅௜௧ିଵ + 𝛽଺𝐶𝑜𝑛𝑠.௜௧∗ 𝑉𝑅௜௧ିଵ + 𝛽଻𝐶𝑜𝑛𝑠.௜௧∗ 𝐶𝑅௜௧ିଵ + 𝜀௜௧ 

(2) ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠.௜௧+ 𝛽ସ𝑁𝑉𝑅௜௧ିଵ + 𝛽ହ𝑁𝐶𝑅௜௧ିଵ + 𝛽଺𝐶𝑜𝑛𝑠.௜௧∗ 𝑁𝑉𝑅௜௧ିଵ+ 𝛽଻𝐶𝑜𝑛𝑠.௜௧∗ 𝑁𝐶𝑅௜௧ିଵ + 𝜀௜௧ 
(3) ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠.௜௧+ 𝛽ସ𝐷𝑉௜௧ିଵ + 𝛽ହ𝐷𝐶௜௧ିଵ + 𝛽଺𝐶𝑜𝑛𝑠.௜௧∗ 𝐷𝑉௜௧ିଵ + 𝛽଻𝐶𝑜𝑛𝑠.௜௧∗ 𝐷𝐶௜௧ିଵ + 𝜀௜௧ 
(4) ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠.௜௧+ 𝛽ସ𝐷𝑉𝑅௜௧ିଵ + 𝛽ହ𝐷𝐶𝑅௜௧ିଵ + 𝛽଺𝐶𝑜𝑛𝑠.௜௧∗ 𝐷𝑉𝑅௜௧ିଵ +𝛽଻𝐶𝑜𝑛𝑠.௜௧∗ 𝐷𝐶𝑅௜௧ିଵ + 𝜀௜௧(5) ∆𝑁𝐼௜௧ = 𝛽଴ + 𝛽ଵ∆𝑁𝐼௜௧ିଵ + 𝛽ଶ𝐷∆𝑁𝐼௜௧ିଵ + 𝛽ଷ𝐶𝑜𝑛𝑠.௜௧+ 𝛽ସ𝑃𝑉𝑅௜௧ିଵ + 𝛽ହ𝑃𝐶𝑅௜௧ିଵ + 𝛽଺𝐶𝑜𝑛𝑠.௜௧∗ 𝑃𝑉𝑅௜௧ିଵ+ 𝛽଻𝐶𝑜𝑛𝑠.௜௧∗ 𝑃𝐶𝑅௜௧ିଵ + 𝜀௜௧ 
(6) 

As presented, a total of six-panel data regression models were used. Model 1 does not include variables related 
to the restatement attribute, and the other five models have attributes divided into voluntary and compulsory 
restatement according to their dimensions. It is essential to highlight that, in the results, only the restatement 
variables that interacted with conservatism were analyzed, while the results of variables that solely measure the 
restatement attribute were omitted. These variables were omitted as they were not the object of analysis and to 
avoid tables with excess information, making them more understandable for readers. 
The outliers were identified by multiplying the interquartile range by three, which resulted in approximately 3% 
of outliers about the total number of observations. Therefore, it was decided to "winsorize" 1.5% of the positive 
and 1.5% of the negative extremes. 
4. Results 
4.1 Inferential Results 
Table 4 below shows the correlations between Ball and Shivakumar's (2005) conservatism model and the 
variables representing voluntary and compulsory restatements. The correlation matrix helps visualize the 
direction and strength between variables (if correlated), indicating a preview of the possible significant results in 
the regression model. 
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Table 4. Correlation Matrix 

Variables 
Base Model Proxies for Restatement Multiplied by Conservatism 
ΔNIt-1 Cons. Cons.*VR Cons.*NVR Cons.*DV Cons.*DVR Cons.*PVR 

ΔNIt -0,2321*** -0,2296*** -0,1331*** -0,1057*** -0,0506** -0,0753*** -0,0163 
ΔNIt-1 1 0,8059 0,3613*** 0,3347*** 0,2136*** 0,2479*** 0,1341*** 
Cons.  1 0,4520*** 0,4179*** 0,2759*** 0,3111*** 0,1751*** 
Cons.*VR   1 0,9261*** 0,5949*** 0,6865*** 0,3744*** 
Cons.*NVR    1 0,7027*** 0,7201*** 0,5348*** 
Cons.*DV     1 0,6566*** 0,9567*** 
Cons.*DVR      1 0,5276*** 
Cons.*PVR       1 
   Cons.*CR Cons.*NCR Cons.*DC Cons.*DCR Cons.*PCR 
ΔNIt   -0,0573** -0,0496** -0,0042 -0,0481** -0,0328 
ΔNIt-1   0,0625*** 0,0542** -0,0278 0,0515** 0,0465* 
Cons.   0,0635*** 0,0592** -0,0274 0,0506** 0,0378 
Cons.*CR   1 0,8673*** 0,0073 0,8228*** 0,7434*** 
Cons.*NCR    1 0,0056 0,4454*** 0,5993*** 
Cons.*DC     1 0,0066 0,0068 
Cons.*DCR      1 0,6722*** 
Cons.*PCR       1 
   Cons.*CR Cons.*NCR Cons.*DC Cons.* DCR Cons.*PCR 
Cons.*VR   0,093*** 0,1063*** 0,008 0,052** 0,0633* 
Cons.*NVR   0,0896*** 0,0989*** 0,0075 0,054** 0,0923*** 
Cons.*DV   0,0417* 0,0551** 0,0042 0,0152** 0,049** 
Cons.* DVR   0,069*** 0,1191*** 0,0054 -0,0064 0,05** 
Cons.*PVR   0,0349 0,0527** 0,0026 0,0051 0,053** 
Note. *, **, and *** correspond to statistical significance at the 10%, 5%, and 1% levels, respectively. 

 
Table 4 highlights some points that should be emphasized. Firstly, it can be observed that the variables from the 
base conservatism model (ΔNIt-1 and Cons.) are negatively correlated with the dependent variable (ΔNIt). Ball 
and Shivakumar (2005) explain that if these two variables assume negative signs in the regression model, 
companies promptly recognize gains and losses, indicating a non-conservative situation but a more liberal 
recognition posture overall. 
Another point to highlight is the significance of voluntary and compulsory restatement proxies multiplied by 
conservatism, which measures possible changes in the conservatism of companies. Four out of five proxies for 
voluntary and three for compulsory restatement are significantly and negatively correlated with ΔNIt (at the 1% 
or 5% level). This result indicates, preliminarily and simplistically, that companies with voluntary and 
compulsory restatements correlate with a higher level of conservatism, meaning that these companies have lower 
information quality in their disclosed financial information. 
Finally, it is relevant to visualize the correlations between the measures of restatement since strong correlations 
between regressors can generate problems of multicollinearity in regressions (Gujarati & Porter, 2005). For 
example, Table 4 shows several significant correlations between the regressors, some with a greater than 80% 
strength. This generates some implications. 
The collinearity of the variables was analyzed when inserted in only one regression model. The analysis was 
carried out using the Variance Inflation Factor (VIF). Gujarati and Porter (2005) explain that a VIF above ten 
may indicate a collinearity problem. Table 5 below shows the VIF values in a conservatism model with only 
voluntary repurchasing measures and another with compulsive repurchasing measures. 
Among the measures of restatement, only the variables Cons.*DVR, Cons.*DC, and Cons.*PCR had the VIF 
below the limit of 10. To solve this problem, it was decided to run conservatism models with only one voluntary 
restatement measure plus one compulsory restatement measure, always aligned in their representations. 
This way of using proxies in models generates some limitations, such as being unable to measure which of these 
proxies is the most significant in explaining the relationship between restatement and conservatism, for example. 
However, on the other hand, this solution allows the measures to be used with statistical safety, where each one 
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can have incremental power since the correlations between them did not reach 100%. 
 
Table 5. Variance Inflation Factor - VIF 
Conservatism and Voluntary Restatement Conservatism and Compulsory Restatement 
Voluntary Restatement VIF Compulsory Restatement VIF 
ΔNIt-1 3,526 ΔNIt-1 3,526 
D 1,843 D 1,848 
Cons. 3,136 Cons. 2,872 
Cons.*VR 14,934 Cons.*CR 100,142 
Cons.*NVR 10,559 Cons.*NCR 40,376 
Cons.*DV 56,165 Cons.*DC 1,001 
Cons.*DVR 2,398 Cons.*DCR 31,175 
Cons.*PVR 43,410 Cons.*PCR 2,304 
 
As highlighted in section 3, six separate regressions were generated. The first one measures only conservatism, 
based on Ball and Shivakumar's model (2005). The others measure how restatements relate to conservatism 
through conservatism interactions. 
Table 6 shows the coefficients of the regressors, the White test for homoscedasticity of residuals, the x² test for 
the normality of residuals, and the model's explanatory power (R²). The p-values for significance analysis are 
also shown for all these coefficients. 
Initially, the assumptions of the models are analyzed. It can be observed that all p-values of the coefficients of 
the White and x² tests are less than 0.0001, indicating that the residuals are heteroscedastic with a non-normal 
distribution. The models were run using White's robust standard errors to adjust for the results due to the 
heteroscedasticity of residuals. The assumption of normality can be relaxed according to the Central Limit 
Theorem, which indicates that samples with many observations tend toward normality (Gujarati & Porter, 2008). 
Table 6 does not show the VIF values of the variables to avoid excessive information, but it should be noted that 
after correcting the previously highlighted collinearity, none of the models presented new collinearity problems 
(the highest VIF in all models is 3.52). 
 
Table 6. Main Results of Panel Regression Models 

 1 2 3 4 5 6 
ΔNIt-1 

P-value 
−0,12449 
(0,1481) 

−0,12373 
(0,1514) 

−0,12465 
(0,1476) 

−0,12368 
(0,1518) 

−0,12361 
(0,1520) 

−0,12561 
(0,1445) 

D 
P-value 

−0,01136 
(0,0033)*** 

−0,01171 
(0,0026)*** 

−0,01154 
(0,0029)*** 

−0,01124 
(0,0037)*** 

−0,01165 
(0,0027)*** 

−0,01169 
(0,0026)*** 

Cons. 
P-value 

−0,48816 
(0,0026)*** 

−0,47065 
(0,0047)*** 

−0,48826 
(0,0035)*** 

−0,49063 
(0,0025)*** 

−0,48424 
(0,0030)*** 

−0,49045 
(0,0024)*** 

Cons.*VR 

P-value 
 −0,06201 

(0,6600) 
    

Cons.*CR 
P-value 

 −0,88756 
(0,0336)** 

    

Cons.*NVR 
P-value 

  0,01280 
(0,9181) 

   

Cons.* NCR 
P-value 

  −0,37510 
(0,0785)* 

   

Cons.*DV 
P-value 

   0,000012 
(0,9656) 

  

Cons.*DC 
P-value 

   −0,000019 
(0,0001)*** 

  

Cons.*DVR 
P-value 

    −0,02728 
(0,8861) 

 

Cons.*DCR 
P-value 

    −1,05041 
(0,0631)* 
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Cons.*PVR 
P-value 

     0,00021 
(0,5884) 

Cons.*PCR 
P-value 

     −0,01237 
(0,2228) 

Constant 
P-value 

−0,00228 
(0,5071) 

−0,00229 
(0,5055) 

−0,00227 
(0,5090) 

−0,00234 
(0,4984) 

−0,00232 
(0,5012) 

−0,00225 
(0,5142) 

R² 
P-value F 

0,14056 
<0,0001 

0,14328 
<0,0001 

0,14197 
<0,0001 

0,14093 
<0,0001 

0,14280 
<0,0001 

0,14159 
<0,0001 

X²  
P-value 

153,33 
<0,0001 

153,845 
<0,0001 

153,639 
<0,0001 

151,764 
<0,0001 

153,287 
<0,0001 

150,817 
<0,0001 

White 
P-value 

337,479 
<0,0001 

342,580 
<0,0001 

362,146 
<0,0001 

355,289 
<0,0001 

339,156 
<0,0001 

346,672 
<0,0001 

Notes. The constant values outside the parentheses represent the regression coefficients. The values inside parentheses represent the obtained 
p-values. Values in bold represent interactions where there was statistical significance. *, ** and *** correspond to statistical significance at 
the levels of 10%, 5% and 1%, respectively. 

 

The assumptions indicate that the models were robust, so it is possible to analyze the other information. It can be 
observed from Table 6 that conservatism was identified in all six models, as explained by Ball and Shivakumar 
(2005). All coefficients of the variable ΔLLt-1 were non-significant, indicating that gains were not recognized 
promptly. In contrast, all coefficients of the variable Cons.t-1 were negative and significant at 1%, indicating that 
losses were recognized timely. 
In models 2 to 6, voluntary and mandatory restatement variables were added. The first point to highlight is the 
non-significance of the voluntary restatement variables in the models, i.e., there are no differences in the level of 
conservatism regarding the dimensions of voluntary restatement , such as: whether republished voluntarily or not 
(Cons.t-1*VR); the amount of voluntary restatement (Cons.t-1*NVR); days since the last voluntary restatement 
from 01/01 (Cons.t-1*DV); whether the restatement was after 03/31, which is the deadline for publishing 
financial statements (Cons.t-1*DVR); and the number of days difference between publication and final 
restatement (Cons.t-1*PVR). 
On the other hand, it was found that four out of five measures of mandatory restatement were significant. It was 
found that: companies that repost compulsorily are more conservative (Cons.t-1*CR, significant at 5%); the 
more mandatory restatement they perform, the more conservative they are (Cons.t-1*NCR, significant at 10%); 
the farther away from 01/01 the mandatory restatement is, measured in days, the more conservative the 
companies are (Cons.t-1*DC, significant at 1%); and companies that republished compulsorily after the deadline 
of 03/31 are more conservative than companies that did not republish or republished before this date 
(Cons.t-1*DCR, significant at 10%).  
It is essential to highlight that the variable measuring the number of days between the initial publication and 
mandatory restatement was found to be insignificant in the model. This indicates that there is no impact on the 
conditional conservatism of companies when considering the delay between the initial publication and the 
restatement. 
4.2 Discussion of Results 
Based on the presented results, there is evidence of relationships between different forms of restatement and 
accounting conservatism in Brazilian publicly traded companies. As previously stated, there are no differences in 
the level of conservatism regarding voluntary restatement. However, according to the results in Table 6, four out 
of the five measures are negatively (significantly) related to mandatory restatement. Therefore, it can be 
concluded that companies that are required to report their financial statements are more conservative than others. 
The study by Callen et al. (2006) considers voluntary restatement as a negative phenomenon, exemplified by 
three factors. The first factor relates to accounting system failures that may result from operational and 
managerial issues. The second factor refers to a decrease in future cash flow expectations. Finally, the last factor 
indicates earnings management, where managers try to hide the decline in profits. 
Chiudini et al. (2018), on the other hand, argue that voluntary restatement may also suggest lower quality 
regarding the company's auditing, as it failed to capture errors and/or inconsistencies found in the first 
publication of the company's statements promptly. Even though voluntary restatement may be associated with 
accounting irregularities and consume high volumes of financial resources due to risks, they are not limited to 
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this, as there may be qualitative motivations for correcting data contained, for example, in management reports 
(Elayan et al., 2008; Helou & Pereira, 2010). 
Therefore, the findings related to the measures of voluntary restatement and conservatism do not corroborate 
what the literature (Akhigbe et al., 2005; Chen et al., 2014; Richardson et al., 2002; Segal et al., 2006) suggests, 
i.e., companies do not usually adopt a more conservative financial reporting strategy after a voluntary 
restatement (Moore & Pfeiffer, 2009).  
The relationship of mandatory restatement indicates that this determination by the CVM, in an imposed manner, 
is already related to the quality measure. As expected, and pointed out by the studies of Anderson and Yohn 
(2002), Dechow et al. (2010), Di Pietra et al. (2014), Freire and Albuquerque (2022), Hribar and Jenkins (2004), 
and Marques et al. (2017), mandatory restatement represents something negative since it is associated with a way 
for managers to be conservative in disclosing financial information, resulting in a lack of neutrality. 
Compulsory restatement indicates no records were made (errors in estimation, forecasts, etc.). Thus, these 
situations change the company's financial position. Therefore, mandatory restatement is required by CVM, 
which oversees the disclosure of these quarterly and annual reports of companies, as well as regulating the 
actions of agents and punishing acts that go against accounting standards (Dantas et al., 2011).  
Therefore, this study indicates that compulsory restatement is directly related to conservatism due to the lack of 
quality of financial reports. Furthermore, it is observed that this type of restatement directly affects the quality of 
the disclosed information as well as may affect investors' perception of the company's management since 
compulsory restatement is required when analyses identify inconsistencies in the company's reality (Dantas et al., 
2011; Marques et al., 2017). 
5. Final Considerations 
This study aimed to verify the relationship between voluntary and compulsory restatements and conditional 
conservatism in Brazilian publicly traded non-financial companies. For this purpose, a sample of 192 companies 
was selected between 2012 and 2020, resulting in 1728 observations.  
Measures of restatement were selected, representing distinct aspects of this event, and regressed within Ball and 
Shivakumar's (2005) conservatism model, with certain adjustments to accommodate five dimensions of 
restatement used for both types (voluntary and compulsory). 
The findings suggest that companies that are subject to compulsory financial reports restatement tend to exhibit 
higher levels of conditional conservatism, as evidenced by a positive relationship between the number of 
compulsory restatements, the length of time elapsed between the original publication and the last compulsory 
restatement, the occurrence of restatements beyond the deadline, and the presence of compulsory restatements 
overall, and the level of conservatism displayed by the companies.  
Therefore, the results obtained from this research lead to the conclusion that, during the studied period, 
companies that presented any form of compulsory restatement tended to be more conservative than those that did 
not. 
The implications of this research are significant for external accounting users as it reduces uncertainty in 
decision-making. It also benefits market participants, as knowledge of a company's financial performance is 
essential for informed decision-making, and high-quality reports can lead to more accurate financial market 
decisions. Additionally, regulators can observe that companies mandated for restatement tend to have 
lower-quality reports due to conservatism, which violates several accounting norms. 
The study has a limitation related to the use of proxies in the models, which may have generated issues such as 
the inability to determine the most significant measure in explaining conservatism. However, this approach 
ensures statistical reliability, as each measure can have incremental power in explaining conservatism. 
For future research, it is recommended to conduct sector-based analyses to determine whether the relationship 
between restatements and conservatism varies by sector, capital markets, formal and informal institutional 
factors, etc. Additionally, it is recommended to identify other measures of information quality associated with 
restatement measures, to determine whether voluntary and compulsory restatement measures are associated with 
measures other than conservatism. 
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