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Executives’ Compensation Justification and the Implicit
Choice of Accounting Policy of Development Cost

XIE De-ren,JIANG Bo,LLIU Yong-tao

(School of Economics and Management , Tsinghua University ,Beijing 100084 ,China)

Abstract: Based on the data of listed companies in China from 2007 to 2011, this paper investigates
the relationship between executives’ compensation justification and the implicit choice of accounting
policy of development costs. It shows that with executives’ greater demand for current compensation
justification,namely under relatively poor current corporate performance,relatively higher current com-
pensation or both,the companies tend to choose accounting policy based on the capitalization of devel-
opment costs, The conclusion suggests that the companies employ the implicit choice of accounting pol-
icy of development costs to conduct earnings management for the purpose of justification for current
compensation or greater compensation space in the future.

Key words: compensation justification;development cost;capitalization;implicit choice
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