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ABSTRACT

Introduction / objective: In organisations, conflicts of interest give rise to agency costs
aimed at mitigating agent opportunism. High-quality accounting information reduces
these conflicts by minimising information asymmetry. Consequently, this study aims
to investigate the relationship between agency costs and conditional conservatism in
Brazilian electric power industry companies listed on the B3.

Methodology: Data from 21 Brazilian electric power industry companies for the period
2012 to 2020 were utilised. Twenty-four attributes associated with agency costs were an-
alysed, and Ball and Shivakumar’s (2005) conditional conservatism model was employed
as a measure of accounting information quality. Panel data regression models were used
to obtain the results.

Results: According to the central conditional conservatism model, companies tend to
exhibit optimism rather than conservatism, anticipating gains instead of losses. Results,
assessed across five dimensions, revealed that factors such as board composition, varia-
ble compensation, and agreements with shareholders reduce optimism, while qualified
audits, longer tenures, and the presence of a permanent audit committee increase opti-
mism. Therefore, attributes that influence optimism, accounting information neutrality,
and consequently, financial reporting quality, are identified.

Conclusions: This study benefits various users of accounting information. Investors can
pinpoint governance policies that align interests, regulators can enhance oversight, and
organisation members can adopt policies that encourage the alignment of interests be-
tween principals and agents.

Costos de agencia y conservadurismo condicional de empresas publicas en la
industria eléctrica brasilefia

RESUMEN

Introduccién / objetivo: en las organizaciones los conflictos de intereses generan costos
de agencia para mitigar el oportunismo de los agentes. La informacién contable de alta
calidad reduce estos conflictos al minimizar la asimetria de la informacién. Por tanto,
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este estudio tiene como objetivo investigar la relacién entre los costos de agencia y el
conservadurismo condicional en empresas brasilefias del sector eléctrico listadas en la
B3.

Metodologia: se utilizaron datos de 21 empresas del sector eléctrico brasilenio para el
periodo de 2012 a 2020. Se analizaron 24 atributos asociados con los costos de agencia, y
el modelo de conservadurismo condicional de Ball y Shivakumar (2005) se empleé como
medida de calidad de la informacién contable. Los resultados se obtuvieron mediante
modelos de regresién de datos en panel.

Resultados: segiin el modelo central de conservadurismo condicional, las empresas tien-
den a ser optimistas en lugar de conservadoras, anticipando ganancias en lugar de pér-
didas. Los resultados, evaluados en cinco dimensiones, revelaron que factores como la
composicién del consejo, la compensacién variable y los acuerdos con accionistas redu-
cen el optimismo, mientras que las auditorias con salvedades, los plazos mds largos y
la existencia de un comité de auditoria permanente aumentan el optimismo. Por tanto,
se identifican atributos que influyen en el optimismo, la neutralidad de la informacién
contable y, en consecuencia, la calidad de los informes financieros.

Conclusiones: este estudio beneficia a varios usuarios de la informacién contable. Los
inversores pueden identificar politicas de gobernanza que alineen intereses, los regula-
dores pueden mejorar la supervisién y los miembros de las organizaciones pueden adop-
tar politicas que fomenten la alineacién de intereses entre los principales y los agentes.

Introduction

In various interpersonal relationships, formal agree-
ments, often represented as contracts, are established
among the involved parties, giving rise to the agency theory
(Jensen & Meckling, 1976). Agency dynamics involve the di-
vision of powers between the principal (or owner) and the
agent (or company manager) (Apriliyanti et al., 2023).
The principal exercises their formal rights over the compa-
ny, including control and appropriation of residual profits.
To ensure the effective management of the company, the
owner may appoint a board of directors. This leads to the se-
paration between ownership and control of the compa-
ny, ultimately resulting in greater information asymmetry
(Raimo et al., 2020).

Informational asymmetry creates opportunities for
managers to make decisions aimed at maximizing their own
interests, ultimately giving rise to agency conflicts (Bebchuk
& Fried, 2005). To mitigate these conflicts, principals can
provide incentives to managers and bear monitoring costs
to prevent unexpected activities by agents. In certain sit-
uations, owners may offer compensation to managers as
a safeguard against detrimental actions or as a form of re-
ward if such actions are avoided (Jensen & Meckling, 1976).
These costs incurred by the company to minimize conflicts
are regarded as agency costs.

Agency costs are considered by the principal (owner) to
mitigate the opportunism of agents (managers), with a view
to aligning the interests of both parties. Various measures
in corporate governance serve as examples of agency costs,
such as the executive remuneration system, provided to en-
courage the agent to act in accordance with the interests of
the principal (Huu Nguyen et al., 2020).

Corporate governance aims to monitor operations and
resolve agency conflicts, involving both administrators and
shareholders in this process (Gerged et al., 2023). Thus, the
application of governance principles, such as transparency,
accountability, justice, and compliance, becomes essential
for the development of financial markets (Farah et al., 2021).
Demirel et al. (2022) argue that corporate governance is one
of the ways in which shareholders seek to guarantee returns
and protect their rights regarding their investments. Conse-
quently, corporate governance methods play a pivotal role
in mitigating agent opportunism.

Considering the goals and benefits of corporate govern-
ance, it is relevant to highlight a crucial aspect within this
system, which is the quality of accounting information.
According to Alsmady (2023), the quality of financial infor-
mation plays a crucial role in reducing these conflicts, as
high-quality accounting information has the power to sig-
nificantly diminish information asymmetry.

The quality of accounting information is defined as
the usefulness of reported profits in financial statements
(Dunham & Grandstaff, 2022), with high-quality reports pro-
viding a more solid and reliable decision-making foundation.
Several elements constitute the quality of accounting in-
formation, as described by Dechow et al. (2010), including
earnings persistence, earnings management and smooth-
ing, information relevance, and accounting conservatism.

Research on conservatism in accounting involves two
approaches: conditional and unconditional. Conditional
conservatism recognizes losses more readily than gains
(Basu, 1997). On the other hand, unconditional conservatism
selects lower values for assets and revenues and higher val-
ues for liabilities and expenses, reflecting an asymmetric
response to uncertainty (Ball & Shivakumar, 2005).

Although both conditional and unconditional conserva-
tism result in undervaluation of net assets, unconditional
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conservatism may give rise to some agency problems if in-
vestment decisions are made based on profit effects (Le et
al., 2023). Additionally, conditional conservatism represents
a significant attribute of financial reporting, signifying the
timelier recognition of losses than gains. Consequently, it
imposes a higher verification standard for financial state-
ments, which can mitigate incremental agency problems
(Hrazdil et al., 2023). Therefore, the choice was made to em-
ploy conditional conservatism due to its importance in mit-
igating agency problems.

Conservatism in accounting information is a controver-
sial topic in academia, with two theoretical perspectives ar-
guing for or against this attribute for organizations (Mora
& Walker, 2015). Therefore, accounting conservatism can
be evaluated from two distinct perspectives regarding the
quality of accounting information.

Some argue that conservatism enhances the quality of
reported information because managers seek to accurately
represent the financial position of the company (Ahmed et
al., 2013). However, Wang (2013) believes that conservatism
contradicts the principle of neutrality in accounting infor-
mation, leading to greater information asymmetry and neg-
atively affecting the quality of reported earnings, which can
harm organizations.

Vale and Nakao (2017) suggest that conservatism creates
conditions that lower the quality of earnings, while Daryaei
et al. (2022) assert that executives can opportunistically use
conditional conservatism to secure higher compensation.
Therefore, the perspective of conservatism can indeed have
a negative impact on the quality of accounting information.

As mentioned, high-quality accounting information is a
crucial tool for mitigating internal conflicts within organ-
izations. Furthermore, agency costs aim to reduce these
conflicts, making the electric power industry a suitable area
for investigation. Therefore, the aim of this research is to
examine the relationship between agency costs and condi-
tional conservatism in Brazilian companies in the electric
power industry listed on B3. This study seeks to understand
the impact of various agency cost proxies on the quality of
information, as measured by conditional conservatism. The
significance of this study lies in its contribution to the ad-
vancement of Brazilian literature on the subject by provid-
ing consistent results.

Hence, it is evident that the relationship between cor-
porate governance and measures of earnings quality has
already been studied. However, in the Brazilian literature,
there is a gap concerning research that focuses on the rela-
tionship between agency costs and conservatism, especially
in the electric power industry. Additionally, a more detailed
analysis of corporate governance attributes is needed since
most research uses a variable that segments companies
based on their levels of corporate governance on the stock
exchange.

Most previous studies focus solely on evaluating earn-
ings quality in relation to corporate governance in compa-
nies without considering measures of quality. These studies
demonstrate that companies at different levels of govern-
ance exhibit superior information quality. In contrast, this
study examines agency costs in electric power companies

using an earnings quality measure (conditional conserva-
tism) and 24 agency cost measures, representing a signifi-
cant advancement compared to previous research.

Thus, this study has the potential to benefit regulatory
authorities by allowing them to observe whether the prac-
tices adopted by companies indeed generate quality reports.
Furthermore, it can assist various market agents in Brazil
in making resource allocation-related decisions, providing
insights into the factors that influence the quality of reports.

Electric power industry and hypothesis development

Various sectors, both public and private, face challenges
of informational asymmetry, conflicts, and agency costs. A
notable example is the electric power sector, predominant-
ly funded by private capital, where shareholders’ interest in
the profitability of their investments is significant. Hence,
policies should be established to align the interests of the
parties involved in these companies (Malanski, 2022).

The electric power sector is fundamental in society as it
provides energy for essential national activities, sustaining
the country’s infrastructure (Ferreira et al., 2021). Oversight
is crucial for improving the living conditions of the popula-
tion. According to Necoechea-Porras et al. (2021), the electric
power sector is tightly regulated and relies on public policies
related to prices, margins, investments, and returns.

The substantial capital infusion into the electric power
industry underscores its pivotal role in the capital market,
drawing continuous scrutiny from stakeholders. Interna-
tional studies, including research from India, furnish com-
pelling evidence regarding the impact of corporate gov-
ernance on the financial and operational performance of
companies engaged in public utility services (Srivastava &
Kathuria, 2020). Within the Brazilian context, existing re-
search suggests that corporate governance practices exert
a notable influence on the profitability of electric companies
(Malanski, 2022).

Examining the relationship between agency costs and
accounting conservatism in the Brazilian electric power
industry is justified given the complexity and far-reaching
implications of this sector on society. Moreover, the scarcity
of studies addressing this relationship in the context of pub-
lic utility companies emphasizes the importance of gaining
a deeper understanding of these interactions. Such insight
has the potential to catalyze the development of public poli-
cies and best practices within this industry, ultimately ben-
efiting society.

In the current landscape, both the quality of accounting
information and the costs associated with agency and cor-
porate governance are recurring themes in international
studies. Works like Alsmady (2023) scrutinize the impact of
corporate governance or its individual attributes on specif-
ic measures related to earnings quality. In the realm of the
electricity industry, prior studies offer evidence on how gov-
ernance practices contribute to improved company perfor-
mance (Couto & Rangel, 2023).

The study by Alves (2023) yields results consistent with
the Agency Theory, suggesting that certain agency costs can
influence the quality of accounting information in compa-
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nies. Specifically, the attributes related to the board of di-
rectors, both in terms of quantity and composition, can in-
fluence the quality of companies’ earnings (Alves, 2023). On
the other hand, the study by Rezaee and Safarzadeh (2023)
states that robust corporate governance mechanisms can
lead to higher quality financial reporting, particularly in the
context of an emerging economy. Finally, the research car-
ried out by Souza et al. (2023) highlights several effects of
agency costs on earnings quality, covering positive and neg-
ative impacts. Consequently, agency costs are considered
tools capable of mitigating agency conflicts and reducing in-
formational asymmetries in Brazilian financial institutions
(Souza et al., 2023). Based on these studies, the following
overarching research hypothesis was formulated:

H,: There is a significant relationship between agency
costs and the quality of accounting information (con-
ditional conservatism) in Brazilian companies in the
electricity power industry.

Methodology
Sample and data collection

To analyse the relationship between agency costs and
the quality of accounting information in electric power
companies in Brazil, we selected publicly traded companies
listed on the B3 in this sector, using data from 2012 to 2020.
Information from 2021 and 2022 was not considered due to
the various problems that companies faced because of the
covid-19 pandemic. For example, Brazilian inflation reached
approximately 11% in 2021, whereas before the pandemic it
was between 3% and 4%.

As shown on Table 1, out of the initial 45 companies in
the electric power sector included in the sample, 24 were
excluded due to the lack of necessary data for the statistical
models in this study. Therefore, we used 21 companies with
data spanning a nine-year period, totalling 189 observations.

Table 1. Exclusion criteria for sample selection

Specification Quantity
Non-Financial Electric Power Companies listed on B3, 45
from 2012 to 2020
(-) Companies Without information on earnings and (24)
agency cost attributes
(=) Final Sample 21

Source: Own elaboration.

Data regarding accounting conservatism was obtained
from the Economdtica platform, while information on cor-
porate governance measures was collected manually from
the reference forms provided by the “Central de Sistemas”
on the website of the Brazilian Securities and Exchange
Commission (CVM).

Quality model: Conditional conservatism

One of the key models for assessing conditional conserv-
atism is Model 1, developed by Ball and Shivakumar (2005).

It is based on the idea that conservatism arises from tempo-
ral variations in earnings and losses related to future cash
flows. Model 1 is employed in the study to classify whether
companies adopt conservative, neutral, or optimistic ap-
proaches in their accounting decisions.

To investigate the impact of agency costs on informa-
tion quality, Model 1 serves as a starting point. There are
24 agency cost attributes, and each of them is incorporated
into the model in two distinct ways: one is introduced as an
independent variable to control the effect of agency cost on
the variation in current earnings (the dependent variable),
while the other is included as an interactive variable with
conservatism to assess whether the agency cost attribute
influences the level of conservatism, neutrality, or opti-
mism of companies.

Due to the large number of attributes, we chose to con-
duct separate models in order to avoid significant issues of
collinearity, meaning that each model addresses a single
agency cost attribute. Therefore, in total, we have 25 models,
where Model 1 focuses on conservatism, while Model 2 is
the general model that relates agency costs to conservatism.

ANIj+ = o + B2ANIt_1 + B1DANIt_1 + B3Consjt + it (1)

ANIjt = o + 62ANIt 1 + f1DANI;;_1 + 33Consjt +
BaACVit +BsACVy: * Consit + eit

@
Where:

ANIj ¢ = Change in net income of company i from year t-1
to year t.

ANIit—1 = Change in net income of company i from year
t-2 to year t-1.

DANIjt+_1 = 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 1if ANI;; 1 <0
and O otherwise.

Con = Variable representing conditional conservatism of
the company through the following interaction: ANI; 1 *
DANI;;_1

ACVjt = Agency cost variables.

&t = Regression model error term.

To analyse the relationship between agency costs and
conditional conservatism, we applied a panel regression
model, considering the characteristics of variables over
time and across different cross-sections. The fixed effects
approach was adopted in all regressions, following the rec-
ommendation of Gujarati and Porter (2011) to control for in-
dividual and time-specific idiosyncrasies, minimising bias
and improving model accuracy.

To check the robustness of the models, we conducted
tests to assess the assumptions of normality (chi-squared
test), homoscedasticity (White test), and collinearity (vari-
ance inflation factor). We used the statistical software Gretl
to perform these analyses. Outliers were identified and
treated using the “winsorization” technique. In the context
of this study, the maximum acceptable level of significance
was set at 0.1.



Agency costs and conditional conservatism of public companies in the Brazilian electric industry 21

Agency cost variables

Several attributes related to monitoring and contract
measures were considered, as detailed on Table 2.

Results

Regression validation tests and panel diagnostic

For models 1 to 24, the significant p-values in the
Breusch-Pagantestsindicate thatthereisvarianceintheindi-
vidual residuals, and the non-significant p-values in the
Hausman tests reinforce that the individual residuals are not
correlated with the regressors. These results reinforce that
random effect estimation is the most consistent for models
1 to 24. For model 25, the significant p-value in the Hausman
test highlights a significant correlation between the resid-
uals and the regressors, which impairs the estimation. due
to random errors. Therefore, model 25 was estimated using
fixed effects, which allows correlations between regressors
within a certain limit.

Regarding the assumptions, Table 3 reveals that, based
on the Lilliefors test p-value, all models had residuals with
a non-normal distribution. However, it is important to note
that, as explained by Gujarati and Porter (2011), datasets
with more than 30 observations tend to approach normality
due to the central limit theorem. Therefore, the normality
assumption can be considered satisfied for the regressions
in this study.

The p-values of the White test indicate that only Mod-
el 14 has homoscedastic residuals, while all other models
have heteroscedastic residuals. As a solution, regressions
with heteroscedastic residuals were adjusted using White’s
robust standard errors to control for this heteroscedasticity.

Regarding collinearity, only Model 15 had a slightly high-
er variance inflation factor (VIF) than the recommended
limit of 10 put forth by Gujarati and Porter (2011). However, it
is essential to note that a VIF of 12 does not seem to indicate
a substantial collinearity problem. Moreover, as explained
by Gujarati and Porter (2011), high R2 values in combination
with few significant coefficients in the t-test are indicative
of collinearity issues. In the case of Model 15, the R?is 13.86%
with 5 significant coefficients out of 6 in total, suggesting
that collinearity is not a significant concern.

Results and discussion of regression models

Model 1 reveals the results of the base conservatism
model put forth by Ball and Shivakumar (2005). In contrast
to previous studies, the negative and significant sign of the
ANI;t_q variable and the lack of significance of the Consit
variable suggest that companies are adopting an optimis-
tic stance, anticipating gains and being neutral regarding
losses, rather than being conservative or neutral. It is im-
portant to note that this optimism was identified in all 25
models, with some indicating that companies are deferring
losses (with a positive coefficient), further intensifying the

optimistic outlook. The presence of optimism in all models
strengthens the robustness and accuracy of these results.

The detection of optimism has implications for the
analysis of agency cost variables. Information quality is as-
sessed based on neutrality, meaning that for an agency cost
to contribute to an improvement in information quality, it
must reduce optimism. This requires that the coefficients of
the interactive variable between agency cost and the Cons;;
variable be negative and significant. Table 4 provides the
results for the base model and models related to the ‘mem-
bers’ attribute.

According to Table 4, Models 3 and 6 are highlighted due
to the statistical significance obtained. Model 3 indicates a
negative relationship between the size of the supervisory
board and optimism, while Model 6 reveals a negative rela-
tionship between the number of independent members on
the audit committee and optimism. Table 5 presents the re-
sult related to the “composition” attribute.

As seen on Table 5, two composition characteristics are
related to optimism (Models 7 and 10). The presence of ex-
ternal members on the board of directors shows a negative
association with optimism, while the permanent nature of
the supervisory board has a positive relationship with opti-
mism. Table 6 presents the results related to the “remuner-
ation” attribute.

Regarding remuneration, Models 14, 15, and 16 indicate
a negative relationship between variable remuneration
for the board of directors, supervisory board, and statuto-
ry management board, and optimism. In other words, the
higher the variable remuneration, the lower the optimism
of accounting information. Regarding fixed remuneration,
only the remuneration of the board of directors has a nega-
tive and significative relationship with optimism (Model 11).
Table 7 provides the results for the “audit” attribute.

Among the five audit variables, only the qualified audit
opinion (Model 19) shows a positive relationship with opti-
mism. This result was expected, as qualified opinions in the
audit report indicate that companies may have adopted ac-
counting practices that differ from the standards, i.e., more
aggressive accounting choices, which were noted by audit
firms. The results for the last attribute “tenure and others”
are provided on Table 8.

The results from Table 8 indicate that the tenure of the
board of directors is positively related to optimism (Model
22), while the presence of shareholder agreements is nega-
tively related to it (Model 25).

Finally, it is observed that out of the 24 analysed attrib-
utes, 11 were significant (45.83% of the total). Among these
significant variables, only the Number of Independent Mem-
bers on the Audit Committee (NIMAC) exhibited a statistical
significance of 10%, while the others were statistically sig-
nificant at levels of 5% or 1%, which enhances the reliability
of the results.

Discussion

As for the results related to the “members” attribute, it
is observed that there is a negative relationship between
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Table 2. Variables representing agency costs

Variables Description Authors Measurement Source
NMBD Number of - Board of Directors
Model 2
NMEFC Number of Members - Fiscal Council Item 12.6/8 of the
Model 3 Cunha etal. Reference Form
2016), Pannuci
NMSB Number of Members - Statutory Board ( ) . .
Model 4 and Carmona Discrete Variable: Number of Members.
- - (2016) and Souza
NMAC Number of Members - Audit Committee etal. (2023).
Model 5 Item 12.7 of the
NIMAC Number of Independent Members - Audit Reference Form
Model 6 Committee
ECBD External Composition - Board of Direc- Continuous Variable: Ratio of the num-
Model 7 tors ber of external members to the number
of members of the board.
IBD Independence of the Board of Directors - | Cunha et al. Dummy Variable: Assigns 1 for presen- Item 12.6/8 of the
Model 8 People Not Related to the Controllers (2016) and Souza | ce and 0 otherwise. Referen.ce Form
DUAL Duality in the Leadership Structure - |etal.(2023). Dummy Variable: 1 when the Chief
Model 9 Board of Directors Executive Officer and Chairman of the
Board are occupied by different people
and O otherwise.
TFC e of Fiscal Council - Permanent or Pro- Dummy Variable: 1 is assigned for per-
Typ Souza et al. Y & P Item 12.1 of the
Model 10 visional manent FC, and 0 for temporary or not
(2023). . Reference Form
installed FC.
FRBD Fixed Remuneration - Board of Directors
Model 11
FRFC Fixed Remuneration - Fiscal Council
Model 12 Cunha et al.
FRSB Fixed Remuneration - Statutory Board (2016), Pannuci
and Carmona . .
Model 13 (2016), Souza et Continuous Variable: Total compensa- | Item 13.2 of the
uz
VRBD Variable Remuneration - Board of Direc- al (20'22) and tion divided by total board members. | Reference Form
Model 14 tors )
Souza et al.
VRFC Variable Remuneration - Fiscal Council (2023).
Model 15
VRSB Variable Remuneration - Statutory Board
Model 16
IAC Independent Audit Cost Continuous Variable: Total audit fees
Model 17 paid to independent auditors. Item 2 of the Refe-
CABF Companies Audited by Big Four rence Form
Model 18
TAO Type of Audit Opinion Dummy Variable: Assigns 1 for presen- | Item 10.4 of the
Souza et al. .
Model 19 (2023) ce and 0 otherwise. Reference Form
PAC Presence of Audit Committee ’
Model 20 I 12.7 of th
tem 12.7 of the
EAC Experts on the Audit Committee: Qualifi- Reference Form
Model 21 cation or Experience in areas of accoun- Discrete Variable: Number of Members.
ting, auditing and/or finance.
TBD Tenure of the Board of Directors . . Items 12.6/8 and
Dummy Variable: Assigns 1 for presen-
Model 22 . 13.2 of the Referen-
ce and 0 otherwise.
ce Form
TFC Tenure of the Fiscal Council . . Item 12.6/8 of the
Ram?s and Discrete Variable: Number of Years. /
Model 23 Martinez (2006) Reference Form
MNAM Members and Souza et al. Item 12.4 of the
Model 24 Number of Annual Meetings of the Board (2023). Discrete Variable: Number of Meetings. ’
of Directors Reference Form
ACS Agreement between the Company’s Sha- Dummy Variable: Assigns 1 for presen- | Item 15.5 of the
Model 25 reholders ce and 0 otherwise. Reference Form

Source: Own elaboration.
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Table 3. Regression validation tests and panel diagnostic

P-values
Model Chow Breusch-Pagan Hausman White Lilliefors Highest VIF
1 0,9978 0,0171* 0,1572 0,0058*** <0,0001*** 3,189
2 0,9903 0,0179** 0,2017 0,0131** <0,0001*** 7,706
3 0,9914 0,0264** 0,2042 0,0316™* <0,0001*** 4,515
4 0,9984 0,0128* 0,3648 0,0002%** <0,0001*** 6,662
5 0,9965 0,0181** 0,3071 0,0205** <0,0001*** 4,118
6 0,9968 0,0182** 0,3307 0,0670* <0,0001*** 3,223
7 0,9556 0,0295** 0,0793 0,0234** <0,0001*** 3,316
8 0,9974 0,0187** 0,3577 0,0141* <0,0001*** 3,247
9 0,9984 0,0148** 0,4210 0,0003*** <0,0001*** 9,963
10 0,9866 0,0282** 0,1722 0,0127* <0,0001*** 4,099
11 0,9943 0,0277** 0,2731 0,0510* <0,0001*** 3,19
12 0,9967 0,0180** 0,2819 0,0758* <0,0001*** 3,706
13 0,9948 0,0157** 0,2676 0,0214** <0,0001*** 4,612
14 0,9972 0,0207** 0,3536 0,1222 <0,0001*** 5,373
15 0,9940 0,0214** 0,2604 0,0127** <0,0001*** 12,009
16 0,9980 0,0175** 0,3930 0,0504* <0,0001*** 3,209
17 0,9959 0,0220** 0,2956 0,0215* <0,0001*** 3,189
18 0,9947 0,0252** 0,2779 0,0007*** <0,0001*** 3,995
19 0,9980 0,0158* 0,3731 0,0040*** <0,0001*** 3,689
20 0,9977 0,0177** 0,3569 0,0084*** <0,0001*** 4,969
21 0,9966 0,0200** 0,3288 0,0077*** <0,0001*** 3,217
22 0,9924 0,0275* 0,2045 0,0439** <0,0001*** 4,497
23 0,9959 0,0197** 0,2909 0,0236** <0,0001*** 5,788
24 0,9973 0,0187** 0,3379 0,0531* <0,0001*** 3,365
25 0,9604 0,0262** 0,0828* 0,0122** <0,0001*** 3,473
Notes: *, ** and *** statistical significance at the 10%, 5% and 1% levels, respectively.
Source: Research results.
Table 4. Statistical results - base model and members
1 2 3 4 5 6
Constant Coef. 0,0148 0,0263 0,0160 0,0202 0,0121 0,0151
onstan
P-value t 0,0005*** <0,0001*** 0,0004*** 0,0179** 0,0009*** 0,0005***
ANI Coef. -0,5277 -0,5805 -0,5255 -0,5519 -0,5265 -0,5304
P-value t 0,0028*** 0,0012*** 0,0028*** 0,0037*** 0,0027*** 0,0028***
b Coef. -0,0037 -0,0037 -0,0026 -0,0044 -0,0033 -0,0038
P-value t 0,5982 0,5800 0,7006 0,5524 0,6463 0,5860
C Coef. 0,4768 0,4712 0,8602 0,5440 0,5275 0,5036
ons.
P-value t 0,1175 0,1751 0,0194* 0,1819 0,0409** 0,0970*
NMED Coef. -0,0008
P-value t 0,0021***
Coef. 0,0094
NMBD*Cons.
P-value t 0,5426
NMEC Coef. -0,0002
P-value t 0,6027
Coef. -0,0555
NMFC*Cons.
P-value t 0,0112**
NMSE Coef. -0,0008
P-value t 0,3460
Coef. -0,0071
NMSB*Cons.
P-value t 0,8949

(Continued)
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1 2 3 4 5 6

Coef. 0,0025
NMAC

P-value t 0,2310

Coef. -0,0332
NMAC*Cons.

P-value t 0,5409

Coef. -0,0011
NIMAC

P-value t 0,6379

Coef. -0,1395
NIMAC*Cons.

P-value t 0,0669*
R? 0,0933 0,1153 0,1069 0,0954 0,0983 0,0947
P-value - F Test 0,0004*** 0,0001*** <0,0001*** 0,0029*** <0,0001*** <0,0001***

Notes: *, ** and *** statistical significance at the 10%, 5% and 1% levels, respectively.

Source: Research results.

Table 5. Statistical results - composition

7 8 9 10

Coef. 0,0117 0,0140 0,0158 0,0138
Constant

P-value t 0,0148** 0,0012*** 0,2364 0,0035***
ANI Coef. -0,5291 -0,5463 -0,5296 -0,5250

P-value t 0,0028*** 0,0028*** 0,0029%** 0,0033***
b Coef. -0,0050 -0,0035 -0,0035 -0,0046

P-value t 0,4456 0,6332 0,6143 0,5203
c Coef. 0,6258 0,4893 0,3325 0,2291

ons.

P-value t 0,0326** 0,1104 0,2880 0,4242

Coef. 0,0133
ECBD

P-value t 0,1755

Coef. -1,2996
ECBD*Cons.

P-value t 0,0124**

Coef. 0,0112
IBD

P-value t 0,1269

Coef. 0,2034
IBD*Cons.

P-value t 0,5043

Coef. -0,0010
DUAL

P-value t 0,9375

Coef. 0,1778
DUAL*Cons.

P-value t 0,2718

Coef. 0,0018
TEC

P-value t 0,6411

Coef. 0,4150
TFC*Cons.

P-value t 0,0167**
R? 0,1210 0,0991 0,0951 0,1066
P-value - F Test <0,0001*** <0,0001*** 0,0003 <0,0001***

Notes: *, ** and *** statistical significance at the 10%, 5% and 1% levels, respectively.

Source: Research results.

Table 6. Statistical results - remuneration

11 12 13 14 15 16

Coef. 0,0126 0,0155 0,0154 0,0154 0,0157 0,0168
Constant

P-value t 0,0042*** 0,0012*** 0,0100*** 0,0018™** 0,0002*** 0,0045***
ANI Coef. -0,5306 -0,5302 -0,5306 -0,5209 -0,5311 -0,5369

P-value t 0,0026*** 0,0028*** 0,0033*** 0,0001*** 0,0029*** 0,0031***
D Coef. —-0,0040 -0,0040 -0,0038 -0,0041 -0,0043 -0,0055

P-value t 0,5650 0,5672 0,5817 0,5763 0,5340 0,4652

(Continued)
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11 12 13 14 15 16
c Coef. 0,5584 0,5396 0,4713 0,5289 0,4814 0,5764
ons.
P-value t 0,0613* 0,0924* 0,2358 0,0112* 0,1228 0,0662*
Coef. <0,0001
FRBD
P-value t 0,0835*
Coef. <-0,0001
FRBD*Cons.
P-value t <0,0001***
Coef. <-0,0001
FRFC
P-value t 0,5919
Coef. <-0,0001
FRFC*Cons.
P-value t 0,4383
Coef. <-0,0001
FRSB
P-value t 0,8233
Coef. <0,0001
FRSB*Cons.
P-value t 0,9384
Coef. <-0,0001
VRBD
P-value t 0,1753
Coef. <-0,0001
VRBD*Cons.
P-value t 0,0431**
Coef. <-0,0001
VRFC
P-value t 0,0224**
Coef. <-0,0001
VRFC*Cons.
P-value t 0,0207**
Coef. <-0,0001
VRSB
P-value t 0,4762
Coef. <-0,0001
VRSB*Cons.
P-value t 0,0409**
R2 0,1292 0,0944 0,0935 0,1184 0,0994 0,1064
P-value - F Test <0,0001*** 0,0017*** 0,0016*** 0,0007*** <0,0001*** <0,0001***
Notes: *, ** and *** statistical significance at the 10%, 5% and 1% levels, respectively.
Source: Research results.
Table 7. Statistical results - audit
17 18 19 20 21
Coef. 0,0135 0,0238 0,0147 0,0137 0,0154
Constant
P-value t 0,0046*** 0,0026*** 0,0004*** 0,0006*** 0,0021***
ANI Coef. -0,5288 -0,5440 -0,5497 -0,5256 -0,5308
P-value t 0,0023*** 0,0031*** 0,0165* 0,0025%** 0,0031***
b Coef. -0,0035 -0,0034 -0,0050 -0,0034 -0,0044
P-value t 0,6062 0,6283 0,4914 0,6324 0,5384
c Coef. 0,3887 0,4411 0,3487 0,5961 0,5925
ons.
P-value t 0,2960 0,3634 0,2131 0,0006** 0,0851*
Coef. <0,0001
IAC
P-value t 0,4107
Coef. < 0,0001
IAC*Cons.
P-value t 0,1480
Coef. -0,0101
CABF
P-value t 0,2094
Coef. 0,1846
CABF*Cons.
P-value t 0,5660
Coef. 0,0037
TAO
P-value t 0,7534
Coef. 0,5197
TAO*Cons.
P-value t 0,0350**

(Continued)
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17 18 19 20 21

Coef. 0,0016
PAC

P-value t 0,6899

Coef. -0,1641
PAC*Cons.

P-value t 0,4809

Coef. -0,0006
EAC

P-value t 0,6817

Coef. -0,2402
EAC*Cons.

P-value t 0,2847
R? 0,0984 0,1121 0,1089 0,0965 0,1002
P-value - F Test <0,0001*** <0,0001*** <0,0001*** <0,0001*** 0,0005***

Notes: *, ** and *** statistical significance at the 10%, 5% and 1% levels, respectively.

Source: Research results.

the size of the supervisory board and optimism, as well as
a negative relationship between the number of independent
members and optimism. The results presented indicate that
the composition of some committees and councils plays a
significant role in achieving the neutrality of accounting
information. This finding suggests that a larger number of
members, especially independent members, on the super-

Table 8. Statistical results - tenure and others

22 23 24 25
Coef. 0,0136 0,0168  0,0126 0,0329
Constant
P-valuet 0,0783* <0,0001*** 0,0242* <0,0001***
ANI Coef. -0,5202 -0,5281  -0,5202 -0,6673
P-valuet 0,0067*** 0,0025*** 0,0036** 0,0081***
b Coef. -0,0037 -0,0036 -0,0035  -0,0041
P-valuet 0,5993 0,6015  0,6250 0,6205
c Coef. 0,1396 0,5293 0,4224 1,0047
ons.
P-valuet 0,6739 0,0071** 0,2740 0,0270**
Coef. 0,0014
TBD
P-valuet 0,8060
Coef. 0,5605
TBD*Cons.
P-valuet 0,0219**
Coef. -0,0001
TEC
P-value t 0,5923
Coef. -0,0044
TFC*Cons.
P-value t 0,8509
Coef. 0,0001
MNAM
P-value t 0,3937
MNAM*- Coef. 0,0048
Cons. P-value t 0,7351
Coef. -0,0314
ACS
P-value t 0,0276**
Coef. -0,5664
ACS*Cons.
P-value t 0,0403**
R2 0,1188 0,0945  0,0956 0,1622
P-value - F
<0,0001***  0,0002 0,0022  <0,0001***
Test

Notes: *, ** and *** statistical significance at the 10%, 5% and 1% le-
vels, respectively.

Source: Research results.

visory board can lead to more robust discussions regard-
ing the recognition of various factors that could impact a
company'’s assets. These deliberations have the potential to
influence ultimate decisions, aiming to attain neutrality in
financial reporting (Aburisheh et al., 2022).

The findings related to the “composition” attribute indi-
cate a negative relationship between external members of
the board of directors and optimism, whereas the perma-
nent nature of the supervisory board exhibits a positive re-
lationship with optimism. These results imply that a higher
proportion of external members on the board may reduce
optimism but contribute to better information quality, as
outlined by Ajinkya et al. (2005) and Azouzi (2019).

On the other hand, companies with a permanent su-
pervisory board may demonstrate a more comprehensive
understanding of the market and the work environment,
potentially leading to increased optimism. This phenome-
non suggests an ongoing learning process for board mem-
bers over time. In contrast, in a provisional council, mem-
bers may struggle to convey their learning effectively due
to the less consolidated structure, and the ever-changing
characteristics of the board can result in behavioral chang-
es and new learning processes, mitigating the endogenous
effect. The positive relationship between a permanent su-
pervisory board and optimism contradicts the findings of
Carvalhal-da-Silva and Leal (2005), who identified that the
presence of a permanent board contributes to an increase in
conditional conservatism. This discrepancy in results may
be attributed to the specific characteristics of the electric
power industry.

Results related to the “remuneration” attribute provide
evidence that variable remuneration, whether for the board
of directors, supervisory board, or statutory management
board, and fixed remuneration of the board of directors,
have a negative relationship with optimism. These find-
ings align with the study by Daryaei et al. (2022), suggesting
that remuneration is associated with higher executive con-
servatism. This finding is also consistent with Jensen and
Meckling’s (1976) theory of contractual costs, asserting
that aligning the interests of principals and agents can be
achieved through remuneration that satisfies the agents.
Therefore, the results suggest that variable remuneration
can incentivize management quality and, consequently,
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improve the quality of financial reporting, as discussed by
Souza et al. (2022), who emphasize that variable remunera-
tion can align with profit quality, leading to a reduction of
opportunistic management actions.

Findings related to the “audit” attribute show that only
the variable related to the auditor’s opinion with qualifica-
tions has a positive relationship with optimism. These re-
sults support the study by Guimaraes et al. (2022), suggest-
ing that the Brazilian market reacts negatively to companies
with auditor’s opinions with qualifications, which is linked
to poor quality financial statements.

Lastly, results from the “tenure and other” attribute indi-
cate a positive relationship between the tenure of the board
of directors and optimism, while the presence of sharehold-
er agreements is negatively related to optimism. In the case
of a permanent supervisory board, longer tenures may allow
for more learning (endogenous effect), potentially leading to
optimistic actions by managers. This suggests the possibil-
ity of shorter tenures to promote rotation and avoid exces-
sive institutionalization of processes. Regarding sharehold-
er agreements, the presence of such agreements between
majority and minority shareholders can align interests
between the parties to an agency contract, supporting the
study by Huu Nguyen et al. (2020), which suggests that such
mechanisms can encourage the agent to act in accordance
with the principal’s objectives.

Conclusions

Agency conflicts are inherent in information asymmetry
in institutional environments. In this context, this research
aimed to investigate the relationship between agency costs
and conditional conservatism in publicly traded companies
in the electric power sector in Brazil.

The initial results revealed that, instead of adopting a
conservative approach, companies in the electric power sec-
tor tend to anticipate gains, demonstrating optimism rather
than conservatism. Thus, the analysis of agency costs fo-
cused on reducing optimism and improving the quality of
information.

The analysed attributes were grouped into five categories:
members, composition, remuneration, audit, and term. The
findings suggest that a larger number of members on the fis-
cal board and the presence of independent members on the
audit committee contribute to reducing optimism. Regarding
governance composition, having a greater number of exter-
nal members on the board of directors and the absence of a
permanent fiscal board are associated with lower optimism.

Fixed compensation of the board of directors, and var-
iable compensation for the executive boards, fiscal board,
and statutory board was identified as a factor that reduces
optimism. On the other hand, the presence of qualified audit
opinions is associated with higher optimism. Regarding the
term attribute, a longer term on the board of directors and
the absence of shareholder agreements contribute to higher
optimism. Finally, all presented results had their assump-
tions verified, and robust methods were applied, reinforcing
the validity of the findings.

This study is particularly relevant as it focuses on an im-
portant economic sector in Brazil. It demonstrates that the
efforts of key actors contribute to the neutrality of account-
inginformation and highlight the potential of agency costs in
aligning the interests of agents with those of principals, re-
sulting in higher quality information for the capital market.

Investors, regulators, and members of organisations can
benefit from the study’s findings, using these conclusions to
enhance investment decisions, oversight, and governance
practices. It is important to note that the research has limi-
tations, as it relies on data from a specific sector. Therefore,
its results apply exclusively to the electric power sector. Fu-
ture research may expand the analysis to other sectors and
explore other models of information quality.
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