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Abstract

Under the background of knowledge economy and globalization, innovation of
science and technology has become an important engine to improve the development
of human society. The World Organization for Economic Cooperation and
Development (OECD) has reported in Economy Based on Knowledge that more than
half of GDP in many countries is or will be provided by new knowledge and new
technology, of which the production, dissemination and use has become the basis of
contemporary economic operation. Activities of research and development (R&D) are
very important to promote national comprehensive strength, and to form the core
competitive force of the enterprise. Along with the growing R&D expenditures of
modern enterprises, the accounting treatment of R&D costs has aroused academics
and practiceners' wide attention. The empirical accounting theory pointed that the
accounting information has economic consequences, expensing or capitalizing R&D
expenditures, which is better or worse? Which can transfer more reliable accounting
information? And which can better realize the decision-making related accounting
information goals? China's R&D expenditure accounting policy since the new system
of accounting standards released has changed greatly, which permits conditional
capitalization of the R&D costs, comparing with the former policy which only
expensing R&D costs was allowed. At present, China is in the transformation period
in new capital market, how is the new R&D expenditure accounting standard
implemented? What factors influenced the listed company management walked
between the two accounting policy---capitalization and expensing R&D costs? How
the investors looked at the capitalizing R&D expenditures information? And whether
the capitalization of R&D expenditures influenced the earnings quality? The answers
of these questions have close link with the set goals and implementation effect of the
new standard.

This dissertation mainly used the empirical method to test the economic
consequences of R&D expenditures information disclosed by listed companies. Based
on the theoretical basis of accounting for R&D expenditures analysis and a review of
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related literatures, the paper firstly discussed the making process of accounting
standard for R&D costs focus on expensing and capitalizing represented by the United
States, Britain, IASB and other typical countries, among which including China; And
then analyzed the information quality of R&D expenditures disclosed by China’s
listed companies. According to the data collected from the annual financial reports
during year 2007 to 2010, this paper empirically tested the motivation and influence
factors related with the accounting choice of R&D expenditures; on capital market,
investors' reaction to the capitalization of R&D costs and the influence to the earnings
quality.

The dissertation have had the following main evidences: (1) since the four years'
implementation of new accounting standard, R&D expenditures information
disclosure has improved year by year, but the listed companies still didn’t obey the
mandated disclosure rules strictly, "Model" disclosure phenomenon existed generally;
(2) the management of larger companies, the state-owned controlling companies and
new and high technology enterprises prefer the capitalizing accounting choice of
R&D expenditures; institutional investors have significantly positive effects to
capitalizing R&D costs, and management has an appetite for capitalizing R&D
expenditures when the company tried to prevent the current earnings downturn, to get
IPOs, and to match the qualifications for SEO; (3) the market absorbed the
capitalization R&D expenditures information selectively: the final successful parts of
R&D costs transferred into intangibles increased company's market value, and pulled
the enterprise's following business performance; while parts of R&D costs maintained
in account "development expenditures" were negatively related to the earnings quality,

which were viewed as earnings management by investors.

Key Words. Research and Development Expenditures; Accounting Policy Choice;

Market Response; Earnings Quality
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