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ABSTRACT

The paper adopts Basu(1997) model to check the relationship between bank
intercourse and accounting conservatism with A shares excluding financial or ST
companies in the background of China’s special system based on principal-agent
theory, asymmetric information and imperfect contract theory.

Due to the asymmetric information and conflict of the bank with enterprises, the
bank requests accounting conservatism. The bank intercourse is the close relation
beyond the pure financial connections between enterprise and bank. The paper adopts
the number of interrelated banks to test the influence of bank relationship on
accounting conservatism and then analyzed banking relationship of the four major
state-owned commercial banks on accounting conservatism

The result indicates that banking relationship is negatively correlated with
accounting conservatism. Size and background of the four major state-owned
commercial banks will get it more information than small ones which request less
accounting conservatism. Based on share characteristics, the paper found that
banking relationship of the four major state-owned commercial banks will weaken
accounting conservatism of SOE, but not positively related with that of private

enterprise.
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