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Abstract: The original intention of R&D capitalization is to convey a possible future economic benefits signal of R&D investment,
but some listed companies use it for earnings management, which makes investors suspicious of it. This paper identifies the
companies with earnings management by using the method of benchmark beating motivations. Based on the sample of listed
companies from 2013 to 2019, it is found that R&D capitalization rate is positively correlated with the R&D intensity for the
non-suspicious companies, but it is not the case for the suspicious companies. Furthermore, the results of the Ohlson model show
the market price the R&D capitalization is neutral for the sample companies. However, the market positively prices the R&D
capitalization of signalers and negatively prices the R&D capitalization of “earnings managers” after a separation of the sample.
It is also found that when the motivation of the earnings management is higher, the market evaluation will be lower. This paper
provides an effective method to identify earnings managers from signalers in R&D capitalization and, therefore, is constructive to

the enforcement and promotion of the capitalization policy.
Key words: R&D capitalization, benchmark beating motivation of capitalization, signal transmission, earnings management
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